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GUARANTY AUTHORIZATION
 
519-HG-006(D)
 

Housing Guaranty Authority
PROVIDED FROM: 


EL SALVADOR: Marginal Community Improvement
FOR: 


Pursuant to the authority vested in the Assistant Administrator, Bureau for
 
as
Latin America and the Caribbean, by the Foreign Assistance Act of 1961, 


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

amend the captioned authorization to increase the amount of guaranties
 

authorized to be issued pursuant to Section 222 of the FAA by FIve Million
 

for a total amended authorization of Twenty Five 	Million
Dollars ($5,000,000), 

United States Dollars ($25,000,000). The guaranties shall be issued to
 

eligible U.S. investors (Investor) acceptable to A.I.D. The guaranties shall
 

assure against losses (of not to exceed one hundred percent (100%) of loan
 

investment and interest) with respect to loans, including any refinancings
 

thereof, made to finance housing projects in El Salvador.
 

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

1. Term of Guaranty: The loans may extend for 	a period of up to thirty
 

years 	(30) from the date of disbursement and may include such terms
 
The guaranties of
and conditions as shall be acceptable to A.I.D. 


the loans shall extend for a period beginning with disbursement of
 
such time as the Investor has
the loans and shall continue until 


been paid in full pursuant to the terms of the loans.
 

rates of interest payable to the
2. Interest Rate: The rate or 

not exceed the allowable rate
Investor pursuant to the loans shall 


of interest prescribed pursuant to Section 223(f) of the FAA and
 

shall be consistent with rates of interest generally available for
 

similar types of loans made in the long term U.S. capital markets.
 

Salvador Guaranty: The Government of El
3. The Government of El 

faith and credit guaranty to
Salvador shall provide for a full 


losses arising by virtue of A.I.D.'s
indemnify A.I.D. against all 

guaranties to the Investor or from non-payment of the guaranty fee.
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4. 	Fee: The fee of the United States shall be payable in dollars and
 
shall be one-half percent (1/2%) per annum of the outstanding
 
guarantied amount of the loans plus a fixed amount equal to one
 
percent (1%) of the amount of the loans authorized or any part
 
thereof, to be paid as A.I.D. may determine upon disbursement of the
 
loans.
 

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

M fal /. Browri 
C ng Ai t t Administrator 

Bureau for Latin A er ca and the Caribbean 

( E)
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*Marginal Community Improvement"
 
Supplement
 

I. SUMMARY AND REO)MMNDATION
 

A. Recomendat ion
 

USAID/El Salvador recommnends the authorization of $5.0 million in
 
Housing Guaranty funds to finance additional shelter production under
 
519-HG-006Das described in the following section. The Borrower of the HG
 
funds will be the Government of El Salvador, acting through the Ministry of 
Planning.
 

B. Summary Description of Program 

This supplement will fund the production and upgrading of an 
estimated 1,400 additional shelter units by the Instituto de Vivienda Urbana 
(IVU), continuing the program initiated with the previous authorizations of HG 
funds, totalling $20.0 million: $15.0 million (April, 1980) and $5.0 million 
(September, 1982). Steps have been taken to change the typology of units so 
that a larger number of lower-cost units will be produced with the available 
resources. 

13.1 Refinement of Shelter Strategy
 

An evaluation of the HG Program was carried out in March,
 
1983. The evaluation highlighted the Program's various achievements,
 
including the breakthrough within the private sector which produced 20M2
 

core units for the first time, and the construction of projects by both the
 
private sector and IVU under extremely difficult administrative and technical
 
constraints. The evaluation team concluded that the current HG Program in El
 
Salvador provides a sound basis upon which to build, but recommended a sharper 
focus for A.I.D.'s shelter strategy in El Salvador by strengthening the 
comparative advantages of IVU and the Savings and Loan System in the housing 
sector, e.g. upgrading through IVU and new core un t production through the 
private sector (financed through the S&L System).1 

The range of unit types financed under the first $15.0 million H1G 
authorization have been limited to construction of core units (20M2 ) and 
modest "traditional" units (36M2, two-bedroom). The original program 

I/ The evaluation team also analyz,,d the potential for the participation of 
other housing finance institutions, in particulai the Fondo social de Vivienda 
(FMV) , the largest housing finance institution ir, the country. It was found 
that the FSV would be an inappropriate vehicle for HG resources at thin time 
since its average unit prico In too high (C/.18,000) and more importantly
because F$V officaln tire not. inttrested in changirg the institution's interest 
rates (5-7% for the lowest cost units). 
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desiqn for the $15 million IIG loan estimated that more than half of the total
 
number of solutions would be home improvement loans. However, because IVU's
 
upgrading program could not be initially financed with JIG resources before
 
1982 due to subsidized interest rates (as opposed to the higher rates charged
 
for its new housinrj developments), a decision was made in 198i to reprogram
 
these funds to finance new shelter units.
 

An agreement was reached with IVU in mid-1983 to restructure the 
interest rates of its upgrading program (known as A.B.C. or "Acceso al 
Bienestar Comunitario") so that this type of program could be funded by the 
$5.0 million authorized in 1982 and expanded with 1983 J1, resources. Blkilding 
on that experience, at least 60A of the 1983 HG resources channelled to IV[J 
will be used for lower cos-t A.B.C units. 

The "ABC" program has three different models. The reception area or San 
Martolo mrJel is a !;iLes and :;ervice project. IVU provides the basic 
infrastructure for the lots and the beneficiaries are responsible for 
constructing or completing their own shelter. This reception area model is 
voluntary and used to assist families who have been relocated because of 
physical risks such as landslides. The second model, "turgurio', is a slum 
upgrading scherre. Finally, the "carqximento" model converts termporary wooden 
barracks into permanent shelters. These unit types vary in level of 
construction, depending on the characteristics of the area and the incom.e 
levels of the beneficiaries. (See Siection IV.B.) 

Although PI Salvador has an existing network of private S.|vings and 
Loan institutions, one of which CASA has paxrticilpated in a previous HG 
program, there is a temporary hiatus on both the part of the Ministry of 
Planning and the Financiera tticional de Vivierda (FiN, the System's central 
regulatory boly) on continunrv to finance any new fIG projects through S&I, 
aXsoci;at ion.. rto t lhre, prirmry reasons for thi; c'l-iaryi iSrpolicy. 
Fir:t , corI, u:;ion within he l.'tN regard irig the purpost,.s; and procedure.; of the 
JIG program and how low-cost shelter programs fit into the structure of their 
Syste-m ha; prevented part. Icil-htion. Second, when provious. IIG resources; were 
channel led from the MES to FHN, and distributed to IVU as well as to CASA 
(the part iciiit iry savings and loan associat ion), passing the funds to IVU 
created financial dis|uillbrium within the FI1N ,bcauseof the differences 
betw4,en the FI's and 1VU's lendingj rates. Finally, the System's structure 
has been undenjoin charje since it was nationalized in 1980, so that linen of 
authori ty and decisioon-makir, have become confused. 

'IN) part of assistanceov.rcome! the:se, constraints, the technical 
p[:c*a, approved y tI."AID/E. !*alvador on May 26, 1983, inciudes hiring a 
consultant to work with the IN and it's noome.r a:;;oc ijtionr to assess the 
f iniry ial l,-s t i on of ''ad associnta-tion and to dt ,termin,. the System'n neo.d1 
ove.r th,. IrTs.riuTm t.,erm. A lxolicy level semi nar will he held to prenent findings 
and to ,14iaty how t.h W; ilrogram fits into the future op-rationn of the 
System. 'Ifiv consultancy and policy seminar at, scheduled for August 1983. 
Upon eeniptl ' ion, a :.p-i if ic rcorrvndat ion will Ibe! mad', to Us AI1)/E'l S;lvador 
and RIUIO/I.A on the feallbility of chann-lling 19134 JIG renourcen to the 
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Savings and Loan System. It is hoped that the relationship .ith FNV can be 
continued because this institution represents the best alternative for
 
establishing a home improvement loan program in El Salvador and because the 
construction of core units through the private sector should be expanded.
 
(The fact that private sector units are being sold at market rates has an
 
important demonstrative effect for the sector, proving that subsidized rates 
are not required for low-income families. ) 

Due to the current institutional constraints within the S&L System 
mentioned above, 1982 and 1983 HG resources will be channeled through IVU to 
expind the production and upgrading of shelter for families with incomes lower 
than those benefitting from the first $15.0 million of hG resources. 
Upgrading and serviced lots with minimal construction will be given emphasis 
over the larger (36 M2 ) units which are currently being constructed by IVU. 

In Fiscal Year 1984, depending on the results of the work with the
 
Savirgs and Loan System, another $5.0 million authorizition would Ibe requested 
for FHV to continue low cost core unit construction projects like those now 
underway and to initiate a home improvement loan program. Such a program 
could reach a larger number of the HG target population and would provide 
significant benefits to the S&L System, since short-term home improvement 
loans allow greater flexibility in portfolio management and faster 
recuperation of investments. 

11.2 Pipeline Status
 

A sUTmm-try of the $20.0 million pipeline of duthorized HG 
resources is provided below. (fee Program Status, Section II.A. for a more 
detailed presentation.) 

Status of $20.0 million HG Program
 

in dollars
 

No. No.
 
Projects Status UnTts Value
 

IVU: 
2 Core Units Conpleted 734 $ 3,629,990 
3 "traditional" In construction 599 3,755,730 
2 A.B.C. In construction 682 1,665,700 
1 A.B.C. Approved 376 1,382,336 
2 "traditionaI" Approved 335 1,947,690 
FW/5AL: 
4 Core Units In conntruction 16 9,723,775 

IYTA. 4,376 $22 ,105,221* 

*Includeo $2,105,221 in counterpart funding. 
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In 1983, an agreement was reached with IVU to finance upgrading 
projects worth about $3.048 million out of a total package of $5.0 million
 

(September, 1982 authorization). This represents an important shift in the HG 

supported shelter strategy since the largest number of shelter solutions to be
 
was made Condition Precedent 5.01(D)
financed will be upgrading types. (This 


to the contracting of this HG loan.)
 

B.3 1983 HG Authorization
 

The 1983 $5.0 million authorization will be used to expand
 
It is
IVU's production of new units and their shelter upgrading program. 


anticipated that approximately 1,400 units will be financed, of which 932 or
 

more will be the lower cost A.B.C. upgraded units, and the rest the lower cost
 

20 M2 core 'traditional" units.
 

B.4 The Use of PL-480 Local Currency in iupport of the HG Program 

At various times, it has been proposed to mix ESF funds with HG 

resources in order to lower the interest rates, on the premise that high 

interest rates were reducing demand and resulting in slow sales and 

disbursnerv.s. The findings of the evaluation team in early 1983, however,
 

indicated that the design/approval process, production delays and the lack of
 

working capital within participating institutions were greater impediments to
 

increased sales than the lending rates. 

With roqard t.o the lack of working capital, and to maintain 
a rotating fund from PL program momentum, the Mission approved the creation of 

480 generated local currency for IVIJ. The equivalent of $2.0 million is to be
 

disbursed in Calendar Year 1983 and the Mission will consider programming
 

additional resources in 1984, subject to the availability of funds. (See
 

Proposal, Annex I.)
 

7his working capital fund will provide construction financing
 

so that IVU can produce shelter units against which HG resources will later be
 

disbursed for permanent finaicing. Using this fund, IVU can inititate the
 

upgrading projects and new units approved for the 1982 $5.0 million
 

authorization and allow the contracting of HG resources as units are being 
completed, thus eliminating the use of escrow accounts. The working capital 

itself over time in order to producefund is structuredI to capitalize 
additional resources for low-cost housing.
 

[.5. Deukind 

Do.rrnin, l production of unil-s. (Seo Section TI.[. 
i .ay': producing inortqjage. were due principallyrWneficitri,':; and -I,i in 

to technical difficulties in making connections to basic services, not the 

lack of applications. (See Institutional Analysis, Section IV.C.3).
 

Of the three core and traditional unit public sector projects
 

uponnored by IVU currently under construction, one has twice as many
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applicants as units, and the others are producing applications even before 
promotional campaigns have begun. The A.B.C. on-site upgrading projects are 
designed for Epecific groups of families, so the demand is identified in
 
advance of construction. 

In the case of the two private sector projects now under
 
construction, one developer had to curtail promotion because applications far
 
outstripped the advances in construction. More than half the units have
 
qualified applicants. The first mortgages were issued in June 1983. At that
 
time, the developer reinitiated his sales campaign for the remaining 200
 
units. The second private sector builder is ready to begin sales activities
 
for the first tranche of his project.
 

C. Cbnditions and Covenants
 

1. IVU programming will finance A.B.C. projects and the production 
of new units. The majority of the solutions financed by HG 
resources will be the upgrading type. 

2. The GOES will not contract this supplemental $5.0 million until
 
the previous supplement ($5.0 million) is contracted and a level of 
construction satisfactory to AID is underway. (RHUDO/LA anticipates 
this will occur sometime in December.) 

3. The GOES will make best efforts to issue new legislation that 
will remove the interest rate ceiling imposed on IVU lending and 
will allow IVU's interest rates to be adjusted according to the cost
 
of its resources
 

II. BACKGROUND AND PROGRAM STATUS 

Quick disbursment of dollar resources to stimulate the economy and
 
to create employment in the construction sector has been an important
 
objective of the HG program in El Salvador. While rapid implementation
 
remains a goal, a policy decision was reached between USAID/El Salvador and
 
PJIUDO/LA to move more systema.tically towards a housing typology with a wider 
cost range in order to increase the total number of beneficiaries. RHUDO/LA 
estimates that the number of beneficiaries can be tripled if upgrading is
 
emphasized rather than the construction of the larger traditional units IVU 
produced in the past. Contrary to popular belief, it has not been shown that 
the actual construction period for upgrading projects is any longer than for 
new units (average 18-24 months). However, earlier project authorization is 
required to provide sufficient lead time to identify, plan, and design
 
upgrading projects. 
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A. Program Status
 

A total of $20.0 million in HG resources has been authorized and
 
projects have been identified and approved for the first $15.0 million. Given
 
the large HG advances which were provided, the cycle of projects is now 
self-supporting, i.e. as units are completed and mortgages issued for previous 
projects, sufficient resources will be freed up to finance the last two 
projects which are now beginning construction. Projects have also been
 
identified for the $5 million authorized in 1982 and a illustrative list of
 
proposed projects for the 1983 authorization is included with the PP
 
supplement. To accelerate project development, the Mission has created a 
working capital fund financed from PL 480 local currency to cover the cost of
 
construction finarcirnj for the 1982 and 1983 authorizations. 

A.1. Status of Projects Funded with $15.0 million IIG [,oan 

The following tables provide estimates of work completed and 
the status of applications for projects which are being financed by the first
 
$15.0 million of authorized [IG funds, and the estimated disbursements. To 
improve the monitoring of the physical progress of projects, a reporting 
system has been developed which distinguisls three broad categories: (1) 
basic infrastructure on project site; (2)shelter units; and (3)complementary
 
infrastructure, e.g. off-site wells and networks. The following table 
presents the status of each project as of June, 1983 and, where applicable,
 
the number of applicants and sales. 

Est. Work Completed, No. Units Reserved in Process, Approved/Occupied
 
Financed with $15 million HG Resources
 

%Wr k
Conp -,Ited 

444.)l-*,-(y) - Infu li 
NO. CL In gEai-
Units C ' o Reserved Process Approved Sold 

IVU I (2 Projects) 734 100 100 100 - - - 734 
Prados do Venecia 471 83 80 45 263 36 70 85* 
Jose Simeon Ginas 200 53 93 70 423** - - -
San Martin 133 32 29 *** 40 -
Llanos del E )ino 26 37 32 * 68 68 
Lat Toma 312 89 51 83 - -
Prados ll**** 853 0 0 0 - -

Nuevo San Juan**** 112 0 0 0 - ­

*Twenty-six (26) families occupied units with rental agLeements with option to buy. 
Those mortgages have bern procesned as woll an others. By tho end of June, 85 
mortgagos were signed and at least 50 more are planned for July, 1983. 
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** All 423 applicants are qualified. A lottery system will be used to assign units 
when the project is completed in August. 

**vrhe complementary infrastructur, for these projects ismininril, representir) an 

investment of between $25,000 - $35,000 for each project. Bids have been requested 
for this work. 

****rhese projects; were approved in June '83 and construction was initiated. Trhe 
expected completion date is mid-1984 for one project and the end of the year for 
the other. 

Dollar Valu, _7_Tsguarice of_Mortgatles/I ir10 I1T11rov_,-!i.it 1r)ansn 
Financed with ff; Resources( $ .0Mill ion) 

Projects No.Units Amounts Est.lso. of Cumulative,
 
Mrtgages 

IVU I (2 Projects) 734 $ 3,629,990 Conplet.ed 
194,870 p#.nd i nr) $3,435,120 

Prados (it Venecia I 130 690,1 fi July '83 4,125,301 
IVU (Jose Sime:on Canas) 200 1,254,000 Auq. '83 5,379,301 
Prados de Ve.necia I 190 1,008,725 S;ept. '83 6,388,026 
IVU Ii (LTa;inos del Espino) 118 739,860 Oct. '83 -
La 'Rna 150 852,925 (t. '13 7,890,811 
Prados de Venocia I 151 801,671 tkov. '83 H8,782,482 
IVU II (l.lino:; del E)ino) 148 927,960 I,c. '83 -
IVU II (.;i n Mart in) 133 833,910 I .c. '83 
La I'Una 162 921,160 1)"e. '813 11,465,512 
Nuevo San Juan 112 608,608 July '84 12,074,120 
Prados II 853 4J840 505 D,,c. '84 1619141625 

3,T - Af,-9,49' (.. A7:.0j 
I I 1I-I 5o 

'Includes $2,105,221 in counterpaxrt funds. Currently, $1.612 million of 
counterpart havi been made,av,,ilable from the. Intoret earn,-O on th,. f irnt 
escrow account. 'lbe first $9.5 mill ion ha twen dinburned to the (%1:;. "1le 
$5.5 million balance i., in e.'nwrow and wil 1 be di,'lbr:z(d Iq()cto-r-?1)vo.mi',r, 
1983, accordinv; to th. abov,. cheduL ,. 

A.2. The I P.wkiue to b Fundeelundt.r t he . '82 Aut hor i 7.it ion 

rh, :e;a.errt,r , 198.2 .uthori !ation of $,.( inillion will It.u::ed 
exclusive-ly by IVU. In .irch 0ll3, IVu) pr,::nt.(led -I pro'.al to t t.Minintry 
of Plannirl the. uv: thot:. 111 l :onl -r.at.,1only th,.1()r , f f(un .;.l. propc)l 
pr~o uct.i on of 'traditionial' (A36 M.-) unitn: which rarlvitd ifn (,e)e;t fro"I 
C/.15,250 (|14,1)O) to (/.1(,,')O0! (P)j,00). If thg. f)roj)(n::1l h.10 t..n lppz)(v-( 

without diiryle,, 15() O2() Unit.:1 V. f;c 4,,w' ',-IWithbo!Lwe.n ,n I n4w would hay 1 ht(l 
the .$;5.0 ml I I ion. 

At A.I.1). 'i t,'v(p,'t, IVU pre.ared a 1list )f A.l1X upirlediiv 
projecto which could b, I inat) ,.d lby 11r. rW) live. u; ,Ir,'',l!)r()],ot.fS ure,,S. j. 

http:r()],ot.fS
http:Conplet.ed
http:I1T11rov_,-!i.it


were reviewed for HO0 financIng, with a total value of about $3.6 million, 
benefitting over 2,000 families. Thr of theseprojects were considered 
eligible and two of these projects are close to cmpletion. If IVi can reach 
an agreement with oumit~leaders on an Increase in the lending rate for 
home improvts to 12%, nisbureeent650_000 will be approved for theof 
other two remaining projects. Thme other projects are ready to start and are 

rolud 'folloing revised proposal,- alog-with mI pthe -- e of.the traditional.- ­

units or inally papsed by IW. Other upgrading projects are being 
identifiedwith later start dates. 7he proposed ZVU package for disbursemeant 
of N0 resouces iu as follows: 

Proood Proiects for 1982 Ho Authorization 

Pro ect H, e s Rangw*Wnt Cost Total Investment 

T6=iico Inustrial. A.B.C. 103 V2,04444,524 S 347,092 

La ruerteza A.B.C. 579 Vt17043,250 1,316,608 

San DBatolo A.B.C. 376 *2j260-45412 1,382,336 

San Bartolo ltradLtiona 100 *5,814 581400 

Santa Ana "traditional" 23585,814 1,366o290 

=1AL 1,393 $41995*726 

Ihe first disbursment of the P, 480 working opital fund (we 
.5.4) will be made in 19 at which time thene poject vill be initiated. 

It is likely that the drawdown of esou es subelln y begin Inthe 
second quarter of TY 1984 (the various stop requir at least 2-3 months). 

A.3 Prolects under Analysis for the M3 O Authoriation 

A limiting factor for future A projects i oW shi of the 
land where tugurios have peared. The AC pojets listed below ilu 
only one on-sitsin ding projoct (ithe 4o stage olfTonico industrial).
he others ao $dCr to the an Drtolo relocation swe where sdlies 

would mow frm their current locatio to an Mowid project site. 

Jose Siao Can" San alVador 100 traditional" 

cminto Wonico 
Indurial San Balvador 297 ADI (on-ute) 

an Antonio del Monte imnute 450 ABC (mixed typology) 
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Atiquizaya Ahuachapan 276 ABC (mixed typology) 

Santa Teresa San Salvador 3,000 ABC (urbanized lots) 

These projects are in the planning phase. Although site 
specific unit types and costs are not yet available, the distribution of unit
 
costs should be similar to those proposed for the $5.0 million authorized in
 
1982 (Section A.2), the total cost of these projects alone would exceed $10.0
 
million. Efforts are being made to lower unit costs still further, and to
 
determine the feasibility of constructing these projects in stages. Also, the
 
possibilities of transfering other "uguriow sites to IVU are being 
investigated. (See Annex II for a list of possible campamento and turgurio 
sites). The final composition for this tranche of projects will be decided by 
the end 1983. 

B. Marketing and Saleg of First $15 Million
 

1) Public Sector Projects 

a) Core and Traditional Units
 
The work carried out by the evaluation team in March, 1983 

indicated that the target population, defined as families earning less than 
the median income, was well served by the completed IVU projects. Many of the 
famiLieL,living in San Bartolo core units (IVU I) are employed in the informal 
sector and previously were excluded from housing programs because (f low
 
income levels and income variability.
 

The slow pace of sales in the first IVU projects was partially
 
a problem of definition since the, units were not officially "sold" until
 
services were connected, a title ,ds processed and families were making
 
payments. Meanwhile, the houses were "reserved" months before with
 
downpayments, and many people had moved in prior to the formal transactions, 
built temporary electrical lines by a community action group, and purchased 
water from trucks. Tt was nvidnt that even without individual service 
connections the project offered a definite improvement for families compared 
to their prior living conditions, many of whom came from "mesoncs" 
(sub-standard rooming houses). This has proven to be true with the first 
private sector project as well. Some families occupied un~ts after signing a 
rental agreement with the option to buy, even though full infrastructure 
services had not been provided to the units. The ser"4.ces have subsequently 
been connecLe(d. 

While improveimnts. need to be made in promotional techniques 
and applicant processing, officials of the participating institutions do not
 
foresee s s probleits for 3,081 current and projected units. The clients are 
new for the CASA, les.,s so for IVU. ;ection criteria were wide more flexible 
as a result of previou, technical as;s-istanc, and these criteria are undergoing 
continual changes, as tho CAS'A and TVII have more contact with pro.T1ectlve 
buyers. Additional technical assistance will be provide(] in the areas of 
promotion, select ion, an] processing. 
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The projects currently being constructed by IVU and financed by
 

AID under the $15 million loan have units which approximate thnt institution's
 

larger (36 M2 ) traditional unit. There is a backlog of applications for the
 

San Salvador Area (est. at close to 2,000) and the majority of those
 

applications are for two-bedroom units similar to those being constructed.
 

There are 423 applicants wTith downpayments for the 200 units in the "Jose
 

Simeon Calas" project. When completed, a lottery system will be used to
 

The other two projects (399 units) are in secondary cities,
assign families. 

About 800 families have expressed
20 and 100 kilometers from the capital. 


interest in these projects, although IVU has just begun to accept
 

dowrpayments, 63 for "Llanos de Espino" and 40 for "San Martin".
 

b) ABC Units
 
The A.B.C. on-site projects, by their nature, have pre-identified
 

demand. In upgrading programs for "campamentos" or "tugurios", an IVU team
 

conducts a census of the families, identifying their income levels and other
 
The families of La Fuerteza represent the
socio-economic characteristics. 


lowest income group of the three projects identified in the Section II.A.2.
 

This invasion area, in the coastal city of Acajutla, is
(8-20 percentile). 

composed to a large extent of manual laborers in the city's port facilities.
 

Because of the depressed economy, unemployment is high so total household
 

incomes are reduced. 

The "campamento" of Tecnico Industrial was formed about 10 years
 

ago, within the city limits of San Salvador. The residents have income levels
 

which are somewhat higher than those in La Fuerteza (8-40 percentile). The
 

area has barracks which house 366 families with communal cooking facilities
 

and minimal sanitary facilities. The topography of the area is divided; 146
 

families live on a slight plateau, and 220 families in a steep valley. Two
 
The Ministry of Education
different Ministries claim title to the two areas. 


has ceded the upper level to IVU where it will prepare 103 lots and relocate
 
The second stage of the project will be initiated
43 tamilies to San Bartolo. 


when the title i, -larified with the second ministry.
 

The A.B.C. program also relocates families from target areas to new 

The A.B.C. units in San Bartolo represent a fraction of the population
sites. 

which has been identified in the Metropolitan Area as subject to relocation.
 

Various communities are dffected by the Right-of-Way of public roads, are in
 

physical misk from landslides, or occupy land which is Cisputed for other
 

public uses. Over 2,300 families were identified from just four areas.
 
However,
Politically it is not feasible to relocate families on this scale. 


many families will relocate voluntarily if appropriate solutions are offered.
 

Clearly, the limited number of units planned for San Bartolo do not begin to
 

meet this need. IVU will need to acquire more land for larger reception areas 

if it is to make inroads in the relocation program. 

2) Private Sector Projects 
The two private sector projects, La Toma and Prados de Venecia, are
 

at different stages of marketing. The "Prados de Venecia" Project (473 units)
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in the Metropolitan Area initiated its promotional campaign early in 1983, but 

suspended it after two months because there was too great a response too early 

in the cycle. About 1,500 people visited the project site during the 

promotion campaign and close to 300 filled out applications and made
 

downpayments. A dowrpayment of C/.690 is required to "reserve" a unit at
 

which point the sales office begins to verify and analyze the applicant's
 

qualifications before sending them to the association's credit office.
 

Disqualification can occur either at the sales office, or in the credit
 

As of June 15, 1983, the status of applications for the Prados De
department. 

Venecia Project was as follows:
 

120 approved by CASA 
(includes 85* mortgages processed in June) 
36 in process of approval by CASA
 

(13 rejected by CASA) 
100 under investigation by developer 

TOTAL 256 active, with downpayments 

units with "rent with option to buy" agreements.*26 had occupied 

The Prados de Venecia developer has begun to readvertise for the
 

remaining units. After conducting a cost-effectiveness analysis of the first
 

stage of promotions through newspaper, radio and television announcements, he
 

is confident that applications can be generated quickly and at relatively low 

cost. 

In the case of the other private sector project, "La Toma" (312
 
units) in Aguilares, although 92 units were completed by mid-May, the
 
developer has delayed his sales campaign until main water and sewer lines and
 
the access road are completed. These lines were completed in June and the
 

access road is almost finished. Promotion for the project is now scheduled
 

for July. The preliminary target for that project is 60 mortgages per month,
 

starting in August. If this schedule is met, all 312 units will be sold and
 

occupied by December, 1983. To expedite processing applicants, the financing
 

association, CASA, is establishing a satellite credit office in Aguilares.
 

III. DETAILED PROGRAM DESCRIPTION (SUPPLEMENTAL)
 

A. Goal and Parpose 

The goal "to direct increased resources to programs which help the 

poor to meet their basic needs for minimum shelter and productive 

opportunities" remains unchanged. Greatly increasing resources for shelter 

from internal sources has been difficult given the economic realities of the
 

country, although the use of PL 480 resources has been one step in this
 

direction and efforts are being made to make limited HG and counterpart funds
 

go further. By expanding the number and the kinds of housing services
 

provided, more families will benefit from each tranche of HG resources. Also
 

the geographical coverage of programs is being widened to provide more housing
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production outside the Metropolitan Area of San Salvador. 

The Project Purpose is "to assist the GOES to meet immediate needs
 
for community physical services, minimum shelter and productive opportunities
 
for the poor and improve GOES capacity to address basic needs of the poor in 
marginal communities in a comprehensive, coordinated manner." 

The revised strategy inEl Salvador stresses the lowest cost core 
solutions, upgrading, and the development of policies which support a 
systematic approach to the problems of housing and lower subsidies in housing 
finance. IVU's small program for slum upgrading and sites and services was 
the best attempt to date to impose this kind of systematic approach, but it 
was limited by funding constraints since the World Bank only financed one of 
three urban development projects (The 1980 proposal to the World Fank 
estimated total cost close to $50.0 million, although the feasibility of most 
of the projects needs to be clarified.) Now HG resources are being used to 
expand these kinds of projects, as well as to maintain the production of new 
shelter units similar to those funded under previous authorizations. HG 
resources will fund as many A.B.C. projects as can be made ready for 
implementation within a reasonable time. "Traditional" units will continue to 
be funded with resources which cannot be used by the A.B.C. program. 

B. Outputs
 

This supplemental authorization is designed to produce approximately
 
1,400 new shelter solutions which will include both A.B.C. units (cost range:
 
$2,200-$5,000) and new unit production with an average cost of $6,100. (See

Technical Analysis, Section IV.B.). The construction of these shelter units
 
will support at least 9,000 months of employment during the implementation
 
period.
 

Other outputs will be produced through the technical assistance
 
program which include: (1)development of the capacity of IVU in financial
 
analysis, management, and forecasting; and (2)improvement of sales and
 
collections procedures.
 

C. Inputs
 

1. 	HG Resources: $5.0 million will be borrowed by the GOES and 
the equivalent in local currency will be onlent to IVU. The HG 
resources will be disbursed against mortgages or sales
 
agreements.
 

2. 	Counterpart Resources: $2.1 million in counterpart funding has 
been programned to date for both FNV and IVU projects. An 
additional $2.0 million will be secured through PL 480 reflows, 
for a total of $4.1 million (compared with the $3.750 million 
programmed at the outset of the program). 

3. 	Grant Funds for Technical Assistance: The Mission in El
 
Salvador approved $30,000 to finance technical assistance
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activities for both IVU and the Savings and Loan System (FNV) 

during FY 1983. Specific activities are: 

a. 	Policy level seminar for top-level officials of FNV and
 

associations to present the objectives of HG programs,
 

explain guidelines and procedures, and to discuss the
 

financial benefits of participating in low-cost shelter
 
programs.
 

b. 	Review and workshop on FNW procedures for project analysis,
 

approval, and cost revaluations;
 

Review and workshop on FNW and IVU procedures forc. 
promotion, and applicant qualification/selection; 

structure for home improvementd. 	 Investigation on future 

loans program through the FNV.
 

e. 	 Definition with IVU of a medium term program which 
for 	both A.B.C.coordinates HG and other resources 	 projects 

and 	new shelter.
 

f. 	Analysis of IVU's administrative structure and project
 
budgeting procedures to seek ways to reduce overhead costs 
and 	to determine the most efficient operational procedures.
 

g. 	Analysis of IVU's collections system and recoumendations
 
for 	reducing arrears. 

h. 	Financial analysis of IVU's portfolio and interest rate
 

structure, recommendations for improving its financial 
position and development of curriculum for selected staff
 
members for training in financial analysis. 

IV. TECHNICAL AND INSTITUTIONAL ANALYSIS 

A. 	 Economic. Considerations 

While the effects of civil violence on investments in El Salvador
 

have greatly affected economic performance, the global recession and
 
also havedeterioration in the terms of trade, in particular for coffee, 

played a large role in the behavior of key indicators. FLom 1979 to 1982, the 

economy experie- (d a sharp decline, with a cumulative drop in real GDP of 
close to 25%. A stand-by agreement was reached with the IMF in 1982, based on 

an economic program aimed at containing the decline in aggregate production 
Some of the tools applied
and 	replenishing the country's foreign reserves. 


were a reduction in imports, exchange rate adjustments and increased domestic 
that *El Salvador'sinterest rates. An April, 1983 IMF staff report states 

performance to date under the stand-by arrangement has been generally 
satisfactory despite a continuation of weak underlying economic conditions ir
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the country". For 1983, the GOES is taking further measures to reduce the 
fiscal deficit, e.g. increasing sales taxes. 

Fiscal accounts may improve, but analysts note that solid economic 
recovery depends upon the renewal of private sector investment which depends 
in turn on ending the civil conflict, and on recovery in the export markets 
for El Salvador's primary exports. Keeping in mind that agriculture supports
60% of the economically active population and produces 65% of the foreign
 
exchange revenues, it is clear why a recovery in coffee and other traditional
 
exports is critical to reverse the downward drift of the economy. Meanwhile,
 
the balance of payments position improved substantially between January and
 
May 1983, and while still negative the shortfall is just half of what was
 
predicted at the end of 1982. Domestic inflation was 11% in 1982 and is
 
expected to remain constant in 1983, compared with an 18% rate in 1979.
 

U.S. assistanc, to the Government of El Salvador has stressed
 
balance of payments support and employment generation. The HG Program
 
supports these Mission goals, providing needed foreign exhange as well as 
stimulating the construction sector. The economy's weakest sectors are
 
manufacturing, commerce, personal services and public administration.
 
Recovery in agriculture and construction is critical in order to compensate
 
for GDP declines in manufacturing and services.
 

In an external debt analysis prepared by the National Savings and 
Loan League July, 1983, the report notes that El Salvador's foreign borrowings 
have been kept at modest levels, with debt service ratios consistently under 
5%. Its future credit worthiness will largely depend on increasing export 
production, continuing to implement domestic fiscal policies and securing
 
external assistance. El Salvador's long term economic prospects are good,
 
provided there is a stabilization of the political situation.
 

B. Solution Types, Cost and Income Levels 

The typoloqy of projects is complex. The A.R.C. program has three 
basic models: I) reception areas to relocate families from target areas which 
cannot be improved, 2) on :;ito upgrading of "campamentos", and 3) on site 
upgrading of "tugurlos". 

"Tugurios" are generally invaded lands on which people have 
constructed snacks. "Campamentos" require a different approach because they 
are sites with barracks style buildings constructed in past years by the
 
government to relocate families, usually because of a natural disaster. Under
 
both the tugurio and campamento models the A.B.C. program converts existing 
structures into permament dwellings. The reception area model is limited to
 
the ordering and conveyance of lots, and improvement of services to the area. 

The three A.B.C. typologies are described in greater detail below. 
While each project has unique characteristics, for the purposes of this 
analysis, the San Bartolo Project has been used as the basis for the 
"Reception Area Typology, the T6cnico Industrial Project for the "campamentol
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model, and La Fuerteza Project for the "tugurio" model. Except for the last
 
type (lots), several unit types are included in each model, tailored to the
 
various income levels of the target families. Finally, the "traditional" unit
 
constructed by the Production Department of IVU is described, as it is
 
currently being built with HG financing. (The norms and standards us, I in 
"traditional" projects are slightly higher than those in ABC projects. For 
example, the footpaths in ABC sites are narrower, and pipes are smaller.) 

B.1 _Py cxJy for Reception Areas (Relocated Families) 

The unit types are presented from the lowest construction level
 
to the highest with costs calculated at 12% interest, 20 years. Although IVU
 
does not currently have any dowipayment requirements, an affordability

analysis will be undertaken in August, 1983 to determine how various
 
dowrpayment standards will affect the target population. (See Annex III for 
site layouts.) 

Construction Level Est. Cost Eligible Income Level 

Ist $2 260 
(C/."5,650) 

$100 per month (10th %ile)
(C/.2-0) 

Urbanized Lot of approximately 50M2 (5M X lOM) with compacted
 
streets, cement footpaths, water and sewerage connections,
 
superficial drainage canals for rain run-off, and electricity.
 

2nd $3,292 $144 per month (15th %ile) 
(C/.8,230) (C/.360) 

An urbanized lot with a catch basin and 6' diameter pipe for
 
general drainage of the project area, and a sanitary unit (bath
 
5nd toilet) of 2.04M2 with concrete block walls, soil-cement
 
floor and asbesto3 roof.
 

or 

An urbanized lot on which is constructed a 16M 2 soil-cement
 
floor, asbestos roof and lateral walls of concrete block
 
(3.20M) of the future house which is part of a row of units.
 
The service lines for connections are laid 4m.s into the lot.
 
(As with the "piso-techo" units in other countries, the
 
beneficiary finishes the walls, doors, and windows, and
 
installs the service accessories as well.)
 

3rd $4,716 $208 per month (40th %ile)
"~(C/.i11,79-0) (C/.520)
 

An urbanized lot on which is constructed a complete
multi-purpose unit of 16M 2, with jalousie windows, two doors
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(I wood, 1 iron), and sanitary facilities. (Interior walls are 
completed by owner). Like tho "piso-techo' unit, it is 
attached in rows of units. 

4th $5,412 $238 per month (45th %ile) 
(C/.13,530) (C/.595) 

An attached unit on a serviced lot with a total constructed
 
area of 21.50M 2 : 16M 2 area for multiple use and 5.50M 2
 

for services (bath, sanitary unit and wash tub).
 

B.2 "Campamento" Model 

This type of target area is usually already serviced by 
electricity. Water and sewerage lines are introduced as well as a 
drainagesstem and cement footpaths. "Campamentos" are generally very de,.se,
consisting of multi-room woolen barracks. Averagn lot size depends upon 
available space, the average lot being 34M 2 in the model used for this 
typology. To determine monthly payments, costs were calculated at 12%, 20 
years. 

Construction Level Est.Cost Eligible Income Level 

1st $2 044
(C/.5t,110) $90 per month

(C/. 225) 
(8th %ile) 

A lot serviced by basic infrastructure, with a catchbasin for
 
drainage whi(h connects to open canals through 4" pipes. A 
12.4M2 floor and a roof of laminated abestos are constructed, as 
well as the lateral walls which also serve the adjoining units.
 
Wood from the barracks is used to enclose the front and back walls
 
temporarily.
 

2nd $4 032 $177 per month (30th %ile)
 

A 17.16m 2 unit: 12.4M2 multi-purpose area and 4.76M2 sanitary
 
core. (Interior walls are completed by the owner).
 

3rd $4,524 $200 per month (40th %ile)

(C'.11, 310 (C.498) 

The most complete solution has a 24.22M2 unit with a
 
multi-purpose area of Iz.4M2, a bedroom of 6.72M2, and a
 

2
service area (bath, sanitary unit, and wash tub) of 5.10M .
 

B.3 "Tgurio" Model 

This strategy involves measuring and realigning lots, and
 
legalizing their ownership. Water and sewerage lines are introduced, as well
 
as drainage channels, compacted roads, and cement footpaths. Home range from 
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100M 2 to 150M 2, depending on the geographical characteristics of the
 

Costs were calculated at 12%, 20 years improvements are the
 area. 

Average lot size can
responsiblity of each resident. 


Unit Type Estimated Cost Eligible Income Levl 

Lot (10kn2) $2,168 $99 per month (8th %ile) 

(C/.5,420) 

Lot (150m2 ) $32 
(C/8,125) 

$149 per month (20th %ile) 
(Cf.373) 

B.4 "Traditional Unit" (IVU code VU-2A)
 

This single family dwelling has been designed to permit
 

vertical expansion which allows a family to increase their living space 
as
 

A family receives a
well as maintain a green area within their lot. 

(5m x 12m) on which a first stage
completely serviced lot of about 60M

2 


structure of 29M 2 is constructed which includes a kitchen, multi-purpos"
 

area, and sanitary facilities. The structure is reinforced and the roof is
 

level concrete, to serve also as the floor of a second storey.
 

Eligible Income Level
Unit Type Est. Cost 

$5, $256 per month (just below median)
"traditional" 


(C/.l1,534) (cf6T) 

*With 10% down, at. 12% interest 

C. Institutional Analysis
 

C.l. Financial
 

IVU's financial picture has changed dramatically in the past
 

few years. Whereas previously it received low-cost funds from the
 

government's general revenues, this source has been almost eliminated.
 

resources have dried up, the HG Program represents a critical funding
Because 

source for shelter finance institutions. HG funds represent 52% of IVU's 1983
 

budget of C/.18.1 million ($7.2 million). Because of historically low
 

interest rates, recuperation on their existing portfolio is low, although the
 

cost of resources in the past was also low because the GOES provided much of
 
In addition, collections
the institution's funding in the form of subsidies. 


are a serious problem, and adminiut'ative costs are high.
 

Taken as a whole, the HG Program is addressing these problems and is 

beginning to strerYthe1 IVU':; position and its contributions to tlho overall 

housing sector. While the first objective is to increase production, HG 

funds will also provide technical assistance and will provide leverage to
 
As a

institute policy changes which will affect IVU"n solvency in the future. 


result of AID's efforts, greater attention is being given to financial 
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and interest rates. 
projections, portfolio composition, collections, 

record must take into account the
 An analysis of IVU's collections 
are legal under the bylaws of IVU.

of up to three monthsfact that arrears 
a number of clients maintain 

are no sanctions for this level,Since there 	 This problem must be addressed a matter of course.arrears of 1-3 months as 
and possibly through legislative changes. In terms of 

through incentives, 
arrears of more than three months, the options 

open to IVU must be reviewed.
 

The amount of arrears in financial terms is 
not available, but the number of
 

It
 
clients, classified by the number of months 

of arrears is provided below. 


four months or more is growing
that the level of arrears ofis of concern 
to 11% in 1982).(9.8% in 1981 

The technical assistance program addresses this important 

No of Months No. 1981 % No. 1982 % 

in arrears 

1-3 months 
4-6 months 
7-12 months 
12 months + 

6,851 
887 
495 
143 

44.4 
5.7 
3.2 
0.9 

6,863 
1,159 

547 
143 

41.1 
6.9 
3.3 
0.8 

Total Clients 15,414 100% 16,687 100% 

area, as well 

A consultant has been identified to work with
 as promotions and selection. 

starting in August, which will lay the groundwork 

for a plan to reduce
 
IVU, 
arrears and to improve the procedures for the 

qualification of applicants.
 

The upgrading projects and "traditional* units which will 
be financed
 

182 $5.0 million package, as well as 	future projects, will carry
with the FY 

this represents a significantthe A.B.C. programinterest rates of 12%. For 
for new units, 12% interest is7%-9%. Althoughincrease over earlier rates of 

the market rate in El Salvador, it is the maximum 
somewhat low compared with 

may currently charge. A draft 
interest rate, established by law that IVU 

to amend this statute. 
decree is being introduced to the Constituent Assembly 

morerate structure can be made
If it passes, IVU's internal interest 

more compatible with 
consistent with the other participating institutions and 

remove the ceiling
resources. The recormended legislation wouldthe cost of for eachof Directors to establish rates 

on interest rates and allow the Board 
resources and an administrative spread for
 project, based on both th. cost of 
the timely passage of this legislation.

IVU. A.I.D. is actively supporting 

C.2. 	 The A.B.C. Program and IlV's Administrative Structure 

includes four majorIVU',; organizational structure 
ComTiercial (sales and collections), Production,

Departments: lvminitration, 
was the implementing arm of the

and A.B.C. The Production Department 
of the projects carriedit was established, and since manyinstitution since 

(its original legislation specifies
were for tho middle classout by IVU 

the units it produces are now
and middle income families),shelter for lower 
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called "traditional" to distinguish them from the A.B.C. program.
 

An October 1979 Decree established the A.B.C. Program ("Acceso
 
al Bienestar Comunitario') under the IVU umbrella, to improve the social,
 
housing and environmental conditions of families living in sub-standard areas, 
in particular "tugurios", "campamentos", "colonias marginales", "mesones" and
 
other deteriorated zones. The legislation specified that the A.B.C. program

would cover areas which are amenable to improvement en situ, as well as those
 
from which families should be relocated because of physical risk or because
 
the location presents a conflict of interest for public use of the land.
 

The A.B.C. legislation provides for special treatment in the
 
norms and standards used in projects (subject to the approval of the Ministry
of Public Works), and for the donation of lands held by the 
State,municipalities, or offical institutions. A.B.C. projects have
 
benefitted from more flexible lower norms for drainage, footpaths, and water
 
and sewerage lines, but various aspects of urbanization and unit construction
 
could be made even more flexible. In the case of land acquisition, it should
 
be noted that transactions are lengthy, and that some institutions balk at
 
donating lands and request payment. To date, IVU has not purchased either
 
tugurio or campamento sites. The A.B.C. program was initiated on the limited
 
number of IVU-owned sites. Future projects in the Metropolitan Area of San
 
Salvador present greater difficulties since other entitites have title to the
 
lands, requiring negotiations to transfer them to IVU. Sites in the interior
 
present fewer delays of this kind.
 

In addition, the law stipulated that a separate department could be
 
formed within IVU to design, implement, and monitor the A.B.C. projects. As a
 
result, the two departments of Production and A.B.C. both include offices for
 
design, construction, an :;uporvision. Other A.B.C. functions are repeated in 
the Coiiercial Department (See Organizational Chart, Annex IV). This 
duplication of function is noteworthy in that IVU's administrative overhead is 
much too hiqh. Also, the lack of coordination between the A.B.C. and 
Production Departments is clearly evident when both are constructing in the 
same area, e.g. San Rartolo. During the negotiations on the first $5.0 
million package, cost differences were noted in basic infrastructure for the 
same project area. While these differences were clarified and corrected, 
communication channels need to be opened between the Departments. Part of the 
technical assistance program will concentrate on IVU's administrative
 
structure and it is expected that some of the recommendations will be aimed at
 
merging various functions of the two Departments. 

C.3. Construction Capacity 

DuHrrn the construction of the two IVU I projects and the first 
private sector projects, new arrangements had to he nmide between developers 
and the Water Authority (ANDA), and the larg est company for the distribution 
of electricity (CA3S) . Previously ANDA supplied all off-site infrastructure 
for urbanizations and CAR)S supplied both off-site and on-site connections. 
Once a project was approved, the devel per was able to lay out the internal 
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distribution network for water and sewerage connections and be assured that
 
hook-ups for all basic services could be made when the project was completed. 
Because ANDA was close to bankruptcy by the end of 1981, the normal
 
relationship with developers changed completely. Now developers must build
 
both the on-site and complementary off-site infrastructure, if required.
 
(ANDA provides guidelines and inspectors for new project sites.) A similar
 
situation exists with CAESS.
 

These problems persist, but to a lesser degree. Participating 
institutions are now fully aware of the additional requirements and have taken 
prograsing measures satisfactory to A.I.D to reduce delays in the 
installation of infras.tructure. However, complementary infrastructure 
continues to he subject to unforeseen difficulties. Tts timetable is the 
least predictable of the categories of work (urbanization, housing units, and
 
off-site infrastructure). Some developers do not have the internal capacity 
needed to carry out the work. IVU, for instance, contracts ANDA for the work 
it previously carried out automatically. If ANDA personnel are reassigned on 
an emergency basis, e.g. to repair lines destroyed in the civil conflict, the
 
work on the project site is postponed.
 

IVU maintains a permanent staff of manual laborers, but its 
internal construction capacity is underutilized. In the past 80% of project 
construction was carried out through the internal administrative system, while 
20% of the work was contracted to private sector builders. Since project 
construction has declined, even the internal capacity of IVU is not being 
fully utilized at this time. 

V. PROGRAM IMPLEMENTATION 

A. 	Loan Contracting and Disbursment 

The followirnr -,chodule outlines the critical steps to be followed in 
implementing thf HG pro(rram in El Salvador. 

Critical Target Dates 

1. Authorization - 8/83 
2. ietter of Advice - 9/83 
3. Siqning Amendment Implementation Agreement - 9/83 
4. TA Plan Initiation - 8/83 

(a) Financial Evaluation IV) - 10/83 (Corpletion: 11/83) 
(b) Evaluation S&, - 10/83 (Completion: 11/83) 
(c) 	 Collection Procedures - 8/83 (CoIt)letion: 9/83) 
(d) Promotion Flection - 8/83 (Completion: 10/83) 
(e) Other TA - H/Hi-12/83 

5. Signing PL-480 - 9/83 
6. Sub-Projects Definition 9/83 (Complet:ion 11/83) 
7. 	 AID approves project delivery plan 11/83 

(Value of $3 million) 
8. Initiation of Sub-projects construction - 1/84 



"21'­

9. 	 Initiation of Sub-projects - 2/84

(Value of $2 million)
 

10. 	Contracting FY 82,HG loan -*3/84

11. 	Disbursement FY 82 $ 5 million - 6/84.
12. 	Regular evaluation FY 82 - 8/84
13. 	Contracting FY 83 HG loan ($2.5 to $3)-10/84

14. 	 legular DY 83 evaluation - 11/84
15. 	Contracting balance of FY 83 HO - 2/85 

Pursuant to Bureau Policy, it is understood that this tranche of the HG 
program as well as the 1982 authorization will be contracted within 18 months 
of authorization. 

B. Technical Assistance Plan 

The 	 technical assistance plan which is noi being implemented intends 
to address institutional constraintst in IVU and 'the savings and loan system as
well as addressing areas of concern in-the implementation of the program. 

The total funding needs estimated for the proposed technical
assistance is $100,000 of which $30,000 has been committed for DY 83 and$0,O will be provided in FY 84 by the Mission and $20,000 will be provided
by PWI through an existing regional contract. 

B.A. IVTJ 
al Ma ement (6 person months# estimated cost $30,000) - Theobjectives the ass1itance1will be (a) to determine the present financial


position of 1W and Identify key problem and alternatives (b) to assist in

carrying out organizational changes in IVU to Improve financial management (c)
to assist IVU in developing a system for the mobilization of additional 
resources. The technical assistance will examine the long range potential of
IVU to mobilizelocal resources and to finance lov-cost housing. 

The first task will involve an in-depth analysis of IVU's financial
situation. The analysis will examine IVU's current financial pouition, the

institution's future financial health# the policies which impact on its
 
current and future financial position and the charges needed. The consultant
will examine work activities including: (1) examine 1W14 recent past and 
current financial condition, the structure of assets and-liabilities, income 
statements, financial ratios, etc. for 	1981 and 1982 based on IVU's records
and 	whatever audit information that may be available; (2) project IVU'sfinancial condition taking into 'consideration the source and application of
fund, cash flows, proforma financial statements projected to 1990 assmIng
I!L. 	 480, HO and other resources (eg.CA I loans) that may be invested during
the period. Also, in such an Assignment care should be taken in examining
whatever assets carry fixed or variable interest rates and foreign exchange
risks that may exist for IVU liabilitiest (3) conduct an inquiry into the
rationale for establishing subsidies on IVU projects, the current and
projected costs of those suhsidies and the extent to which IVU or som other source absorbs those costa (4) analyze ZVU's portfolio structure (assets) in
relation to capital markets in 31 lalvador and the extent to which the rates 
of return on assets are marketable within the country's financial system; (5) 
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4propare a set of conclusions on I'AI financial condition, recoummendations on 
actions that could be taken to strengthen IlW's financial base and additional 
follow-up studies and TA that should be conducted on financial condition 
financial management and policy of the institution, 

bllections: (3 persons months $15,000) he first phase of this 
asuistance[ Ti now being provided is carrying out a detailed analysis of 
the procedures and guidelines used and the status of arrears. In particular 
the consultant will inveStiqate the types of sanctions available and their 
oapplications-the physicaliocatiodof'collections-orflceIv-the use of- u-o 

collections agentsd if clients pay independently or whether a salary deduction 
­

systemis used, and to the extent possible the differences in levels of 
arrears by geographical area, type of project., etc. If the last type of 
information is not available, the consultant will prepare a work plan for IW 
to analyze these differences in arrears. The consultant will also review the 
adjudication process for AC projects to determine if a different collections 
system is used, or whether one may be required., Finally, the consultant will
develop a set of recomendation!concerning collection procedures and 

monitoring as well as the targets to be achieved in terms of recuperation of 
arrearages. 

The consultant will return to 31 Salvador to review implementation of 
procedures proposed and to determine if adjustments are needed and to see how 
IVU is reaching recuperation targets. At a minlimm AID'will seek to encourage 
IVU to reduce the time before VU considers a mortgage in arrears. 

Promot--aolecti-q (3 person monthn, entimated cost $15,000) lW's 
riw4YuiIncludes the ABC and Production Departments, 

as a Commrcialization Department which has a staff for 'Social Studies',
organizatIM s as well 

'Ommunity Organization and Development' , and 'Collections, Tb e 
Commercialization Deportment primarily serves the Production Departmtnt since 
the AWC Department has its own staff for 'ltudlos Socio-8ononmicos' to work 
with AC target communitie. The ABC Program has two different work modes, 
the first for on-site improvement and the second receiving spilications of 
families who wish to relocate to new project areas. The latter appears to 
have many similarities to the modus 9randi of the Omercialiation 
Department. 

The consultant will (a) interview the staffs of the Cmurcialization 
and ABC Departments who deal with applicants and selection; (b) prepare a 
written description of the two structures, highlighting similacities and 
differences of function; (a) review the application forms and the selection 
criteria used ,for the two departments; and (d) prepare recomMndations on the 
areas in which the two departments coulk work more closely# or coordinate the 
processing of applications; (e) make recmndations concerning selection 
criteria of projet beneficiaries. 

. O (4 pqrsononths estimated $0,000) - Ihe technical 
asistanceifllfistpdate IV'a procedures for project analysis, approval 
and cost determination (this was last done in July of 1983) - the additional 
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technical assistance will focus on the evaluation of the specific sub-projects 
for the program proposed here to determine alLernatives to reduce costs and
 
streamline the construction process. This assistance will be coordinated with
 
selection process assistance so the production and delivery of solutions is 
synchronized. 

B.2 Savings and Loan System (4 person-months $20,0C-0) The first part of 
the assistance will be to ascertain the financial conditioes of the Financiera 
Nacional de la Vivienda (FWI) and each of the individual associations. This 
evaluation will conclude with rec-mmendations concerning the improvement of 
the system including but not .imited to the fioancial management areas, 
mobilization of re~sourcs and lending diversification. The technical 
assistance will also be directed to work with the associations in setting the 
procedures for the operations of a credit line for home improvement programs. 
Finally, the assistance will be directed to find ways in which future HG 
recources could contribute to the strength ning of the financial position of 
the system and the role FNV (the Central Sa ings and Loan Bank) could play in 
promoting the financing of lower cost shelter units. The technical assistance 
will also examine the long range potential of the S & L's to finance low-cost 
housing and to mobilize savings and local resources. 

Timing - The financial evaluation of IVU will be conducted in October 
1983 along with the evaluation of the savings and loan system. The balance of 
the assistance will be completed by the end of FY 84. 

C. Evaluation and tionitorin'i 

Overall project monitorirg w:11 be the responsibility of USAID/El 
Salvador and RIIUDO/LA. Evaluations will be carried out annually, and a 
comprehensive evaluation will be -onducted following the laf'"disbursement of 
HG funds.
 

D. Conditions and Covenants 

1. 	 IVU prog]arriran will inteqrate upgradirj projects and tne 
production of new units so that the majority of solutions 
financod by 1IG resources is of the upgrading type. 

2. 	 The WR!; will not contract thi s supplemental $5.0 million until 
the ptivi ou:: -;uppl einont (1;5.fl million) i.. cont racte*d and a 
level of construct ion sat i sftctory to AID i. underway. 

3. 	 The ME.(, will 1 make IIft e-ff'ort to :;il, now 1elislat-inn that 
will rermove the- intere;t rate ceilin q on IVU lending and will 
allow IVU'n; inteorst rates to be adju:sted according to the cost 
of its renources. 
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ANNEX I 

ACTION MEORANDUM TO THE DIRECTOR, USAID EL SALVADOR 

FROM: Charles C. Brady, GDO 

SUBJECT: Request for PL 480 Local Currency in Support of the 
Housing Guarantee Program (519-HG-0U6)
 

I. Purpose: 

To date, the implementation of the HG Program in El Salvalor has been
 
slow. The lack of momentum in the Program is due in part to the lack of
 
liquidity within participating institutions. IVU lacks working capital to 
initiate new projects and the Savings and Loan System's cash flow has been
 
seriously damaged by a lare, unsold inventory of expensive units. 

A working capital fund using PL 480 local currency is proposed which would 
strengthen A.I.D.'s housing strategy in El Salvador in the following ways: 

1. Speed tl.e production of housing units, and secondary benefits in 
employment generation; 

2. Provide leverage for adjusting the housing programs of participating 
institutions toward lower cost solutions to reach a greater number of 
families with the available resources; 

3. Create new resources for additional low-cost shelter as the rotating 
fund is capitalized over time; and 

4. Streryjthen the financial position of participating housing institutions 
so that they are better (Ableto meet the housing demand of low-income 
clients in the future, by adjusting interest rates and the margins 
required for a sound portfolio. 

Local currency genoratd through P, 480 can legally be used to support 
Hlousi ng Gu' ranteeo act. iviti±,';. Policy Determination (PD-5) was issued on 
February 22, 1.983 and states the following in reference to the use of P, 480 
resou rces. 

It may bo, (hjeiritdl, to use local currency to reduce the loan repayment 
burden ,vssoci ated with lloti ding Guarantee programs financed at U.S. market 
jnt emre:;t rat ,i'i ,i:; ( support ing a chapi),I in host. country policy 
with regard to :uhs idized housing for low income beneficiaries. local 
curronc y qI ororat ions can also he its.od to suplort other housing and urban 
developrent activit.io!s, such as s.inal enterprise loans, training and 
comunity facilities which might h- difficult to undertake at U.S. market 
interest rates. 
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This PL 480 fund is directed at policy changes to help institutions 
produce replicable, non-subsidized shelter programs for low-income 
families. The c.' king capital fund provides various benefits to resource 
poor institutions: increased liquidity to start pending programs, the 
ability to leverage other resources (HG), and growth in internal 
resources as the fund is utilized. In turn, it provides a negotiating 
advantage to A.I.D. in recommending policy and financial changes, e.g. 
establishing interest rates for upgrading projects on par with other 
projects, and giving priority to the lowest cost solutions. 

II. The Relation Between PL 480 and HG Resources:
 

A total of $20.0 million in HG resources has been authorized, of
 
which $15.0 million have been contracted. Projects have been identified
 
and approved for the entire $15.0 million. Given the large HG advances
 
which.were provided, the cycle of these projects is now self-supporting.
 

Despite the fact that an additional $5.0 million is available and is
 
earmarked for IVU, that institution cannot start new projects with those
 
resources until the new loan is contracted and an advanqe'is provided.
 
Contracting of that loan is tied to progress on current construction.
 
The same relationship will hold true for the new $5.0 million in HG
 
resources which will be authorized thir year.
 

This modus operandi is a reflection of the lack of working capital in
 
the participating institutions. PL 480 resources will Frovide bridge
 
financing and greatly assist the GOES in the contracting process by

allowing direct disbursement of HG resources against completed units,
 
rather than holding dollars in an escrow account while construction is
 
underway. Because of changes in the U.S. capital market, the use of
 
escrow accounts is not in the best interest of the GOES since interest
 
earned on escrow is less than interest due to the U.S. investor from the
 
GOES.
 

Ill. Placement of PL 480 Resources and Amounts Needed: 

With the $5.0 million in new authorization recuested this Fiscal
 
Year, new projects totalling $10.0 million can be initiated. (Combined
 
authorizations of FYs 1982-1983.) It is expected that most or all of
 
these resources will be channeled through IVU. A package for $5.0
 
million is currently being finalized and new projects are being
 
identified.
 

Also, as a result of negotiations with the FN it is expected that 
the next authorization of $5.0 million in Fiscal Year 1984 will be
 
earmarked for the Savings and Loan Syr;tem. The development of a program 
for home imDrovement loans is an important objective of the continuation
 
of the HG Program through that institution.
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RECOMMENDATION: Establish a PL 480 fund equivalent to $6.0 million for 
IVU ($5.0 million) and the FNW ($1.0 million). 

1. Institute a rotating fund equivalent to $5.0 million for IVU, with
 
a partial disbursement as soon as PL-480 funds become available.
 

This fund would represent 50% of the resources which are expected to
 
flow to IVU from HG loans over the next two to three years. As a 
revolving fund, it would provide the bridge financing needed to maintain 
IVU production at maximum levels. At a minimum, about 1,000 units would 
be in construction at any given time since the upgrading projects will be 
included which cost less than the traditional units being financed at
 
this time.
 

An agreement with MIPLAN would indicate that PL 480 funds will be
 
used to finance the construction of shelter solutions which are eligible

for HG financing. The agreement would specify a disbursement schedule
 
based on the physical programming for the projects selected for the first 
$5.0 million package. (A preliminary guideline: disbursements over
 
three quarters of $2.0, $1.5 and $1.5 million respectively, starting as
 
soon as funds are available.)
 

2. Program a disbursement of $1.0 million in mid-FY 1984 for the FNT
 
to be used for establishing a home improvement loans program.
 

Beyond the projects which are currently being financed under the 
first HG authorization, the appropriate level of funding for the Savings
and Loan System has not been determined as yet. Tentatively, the FY 1984 
authorization is being earmarked for the FNV and associations. Elements 
of the shelter strategy in El Salvador are to continue financing low-cost
 
shelter through private sector builders and to initiate a home
 
improvement loan program. 

With regard to the need for a working capital fund within the Savings
and Loan System, it must be noted that some internal resources have been 
available in support of the HG Program, but the liquidity of the System 
seems to be diminishing. At the same time, the use of PL 480 resources
 
is for strategic purposes, as well as to increase liquidity. For that
 
reason, it is recommended that $1.0 million be programmed to provide an
 
incentive to the FWV to undertake a home improvement loan program. If 
serious liquidity problems are identified in the future, a larger fund
 
may be recommended at a later time.
 

IV. The Capitalization of the IVU Fund: 

The positive effects of the fund on IVU's financial condition can be
 
appreciated from the financial spread provided below. Assuming zero cost
 
to the GOES, the following margins will be established.
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Oonstruction Finance
 

cost to IVU 0% 
Adminstr. Spread 6%
 
Capitalization 10%
 
Cost to developer 16% 

NOTE: Construction finance is set at 16% rather than the usual rates of 
18%-20% to lower the cost of shelter units. 
If loan rather than grant

PL-480 resources are used, there could be some cost to IVU (2-3%) and the 
margin for capitalization would be reduced to 7-8%.
 

V. Types of Projects and Benefits
 

An important shift in housing strategy is being made with IVU in the

planning of the next $10.0 million in HG financed projects (combined

authorizations of FYs 1982-1983). 
 The PL 4E0 resources support this
 
strategy and provide much needed momentum tc the production of low-cost
 
shelter in El Salvador.
 

In March 1983, IVU1 prepared a proposal for th- Ministry of Planning

for new unit production to be financed through the HG Program. 
The cost

of these units ranged from C/.15,250 ($6,100) to C/.16,500 ($6,600). If

approved without change, between 750 and 820 new units would have been

produced for $5.0 million. At A.I.D.'s request, IVU prepared a list of
 
ABC upgrading projects which could be financed by HG resources. A
 
package of projects which combines A.B.C. upgrading and new units is

being negotiated now with IVU. 
By including the upgrading projects, the
 
number of beneficiaries will more than triple over the number who would
 
have benefitted from the original IVU proposal.
 

Currently, seven projects appear to be eligible. 
Two are close to

completion with an investment of close to $700,000. 
While these may not
 
require PI, 480 working capital, they can be financed by the next HG loan

when it is contracted. The other five upgrading programs may be started
 
this year. 
They will benefit over 2,000 families at an estimated cost of

$3.6 million. 
Three of these projects can be initiated immediately

(requiring an investment of about $2.3 million) and will probably be

included in the agreement with IVU ($5.0 million) along with some of the
 
units originally proposed in March. 
If IVU's estimated construction
 
schedule is realistic, the three upgrading projects affecting over 1,000

families would be completed by mid-1984.
 

A detailed analysis is underway of these ABC projects and IVU's other

projects. The analysis will also provide guidance for the level of 
upgrading activity which will be funded under the FY 1983 HG
 
authorization ($5.0 million) which is expected this year.
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The ABC projects are for the most part urbanized lots with minimal
 
construction, as well as the construction of some new units and the
 
improvement of existing structures, depending on income levels of 
beneficiaries. Estimated costs of the minimal solutions range from about 
$1,200 to $3,400, depending on the design of the project; these costs 
are between 20%-50% of the costs of units currently under construction in 
HG financed IVU II. Thus, ABC projects are affordable to families well 
below the median income which is the level currently benefitting most 
from the HG Program. 

The projects under review for inclusion in the first $5.0 million IVU
 
package are listed below. They include three "traditional" projects as
 
well as the ABC projects mentioned above. Since the total value of
 
projects is over $5.0 million, several projects will have to be
 
programmed for the second $5.0 million package.
 

Project Unit Type Average No. Units Est. Investment
 
Cost ( 000's)
 

La Fuerteza Urbaniz.Lot $1,300 495 $ 636.8 
Tecnico Industr. " " 960 350 336.0 
Thcnico Industr. Core Units 2,000 99 198.0 
San rartolo Lots-Cbre Units 3,400 340 1,156.0 
San Rp-tolo 30M2 Units 6,100 100 610.0 
San Antonio 
del Monte Lots-Cbre Units 2,000 450 900.0 

Antiquiza Lots-Core Units 1,500 296 444.0 
Santa Ana 30M2 Units 6,100 400 2,440.0 
Jose Simeon Canas " " 6,100 100 610.0 

Total 2,630 7,330.8
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ANNEX II 

LISTA DE OJMUNIOADES ASENTA)OS EN TERRENOS ESTATALES 
CONTEMPLDOS EN EL PROGRAMA ABC 

TUGJRIOS PROPI ETARIO No. FAMILIAS 
EXTENSION APROX IMADA 

El Prado Alcaldia Municipal SS 22 1 manzana 
16 de Noviembre 27 1.5 
Pedrera No.1 120 4 
La Mascota No.2 20 .57 U 

Cristo Redentor No.1 22 .57 " 
Cristo Redentor No.2 U 39 1 
Jose Cecilo 
del Valle 70 3 
El Progreso U 40 
El Bambular Estatal (IV) 160 
Corazon de Maria Alcaldia Municipal SS 207 2.5 manzanas 
Las Paimas Estatal 896 10 
El Bambu No.2 Estatal IVU 22 1.25 
La Pedrera Alcaldia Municipal SS 36 
La Roca 52 .25 
Aragon Ministerio de Defensa 125 1 
Dario Gonzalez Alcaldia Municipal SS 400 2 
5 de Novierbre w 12 28 
San Jose de la 
Monta]a U U 20 

Itsmania 21 .25 
Francisco Nu]ez 
Ar rue 67 .5 
12 de Octubre 34 4 
Sagrado Corazon 52 1.5 
Valle de Oro 43 1.5 

Sub-total 2,507 
CAMPAMENIOS PROPIETARIO No. FAMILIAS EXTENSION APROXIMADA 

Policia de Hacienda Ministerio de Defensa 1,500 17 manzanas
 
3 de Mayo (Prideco) Santo Tomas 48 .75 
Cristino Garay Guardia Nacional 20 14.3 " 
Jardin IVU 150 1.2 " 
Tecnico Industrial Estatal 460 4.25 " 

Sub-total 2,178
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BACKGROUND
 

The U.S. Agency fo International Development/Offiqe of Housing is
 
considering a request to provide E. Salvador with assistance iq the amount of
 
$5 million under its Housing Guaranty Program (HG Program).
 

This $5 million request would supplement previously authorized HG funds
 
totaling $20 million. Loan funds would be disbursed based on El Salvador's
 
performance in carrying out its housing program, 
Typically, 80-90% of housing

construction and/or upgrading is undertaken with local currency, meaning that
 
the HG Program's assistance represents a net inflow of foreign exchqnge to the
 
country, Repayment of the guaranteed loan must still be made in U.S. dollars,

but on generally concessionary terms. Currently, HG loans are placed with an
 
interest rate of about 12.5%, amortized over thirty years with a 'en to
 
fifteen year 4race period on principal. This paper reviews El Salvador's
 
current external debt situation rjith Qmphasis on the prospects for repayment
 
of the proposed supplemental assistance under the HG Progran.
 

SUMMARY
 

Developments in El Salvador's economy over the last few years, with
 
particular reference to iis external debt position, 
can be summarized as
 
follows:1/
 

1. Between 1960 and 1978, El Salvador carried out an economic develop­
mqnt program characterized by prudent management. Capital outlays were
 
qdjusted to the availability of current savings, overall deficits and foreign

borrowings were kept low, and current expenditures were tightly controlled.
 
Real growth in the GDP averaged 5.4% annually, led by a diversified export
 
base and investments. 
 National savings increased with a concurrent decline in
 
consumption.
 

2. Since 1979, El 
Salvador's economy has seriously deteriorated.
 
Largely as a result of internal and regional political tensions which began to
 
escalate in 1977, lines jf credit 
from foreign banks and creditors have been
 
interrupted, agricultural production has declined and capital has fled the
 
country. Additionally, El Salvador has found it increasingly difficult to
 
receive payment for exports from Central American Common Market (CACM)

countries, specifically Nicaragua and Costa Rica. Exacerbating these problems
 
has been an erosion in export prices, principally coffee.
 

3. By 1980/81, the financial position of the government had seriously

deteriorated. A decline in domestic economic activity resulted in a substan­
tial reduction in revenues at the same time that expenditures increased for
 
the military and agrarian reform prograws. Government savings became negative

and private savings became negligible, creating additional budget pressures.

A steadily increasing proportion of public investment has bean financed by
 
domestic credit.
 

4. The balance of payments has likewise deteriorated between 1978 and
 
1981. 
 Current account deficits have grown, but they are still considered
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moderate.2/ Foreign borrowing has also been kept at modest levels, with a
 
debt service ratio consistently under 5%.
 

5. In July 1982, El Salvador entered into a one-year standby agreement
 

with the International Monetary Fund (IMF) in an amount equivalent to approxi­
mately $46.7 million. Targets for economic performance were established,
 
including an improvement in the balance of p~yments, reduction in arrears on
 
foreign debts and restraints on budget expenditures. Almost all targets under
 
this agreement were achieved, and El Salvador and the 1,F are currently
 
negotiating a second longer term agreement which will include additional
 
monetary assistance on concessionary terms and conrinuation of the economic
 
policies established in 1982.
 

6. Based on past performance, El Salvador's long-term economic prospects
 

are good, provided there is a stabilization of the political situation. The
 
country's future creditworthiness will largely depend on increasing export
 
production, continuing to implement prudent domestic fiscal policies and
 
securing external assistance on concessionary terms.
 

IMPACT AND REPAINT OF HG FUNDS
 

The contemplated $5 million supplemental assistance under the HG Program
 
would only marginally increase El Salvador's total foreign debt ano debt
 
servicing requirements. At an interest rate of 12.5% with a long grace period
 
on principal, a $5 million loan would increase the country's debt servicing
 
requirements by $625,000 annually, or approximately 1.4% of El Salvador's
 

servicing requirements in 1981. The $5 million loan would only increase El
 
Salvador's total debt burden by less than .5%, again based on 1981 year-end
 

figures. It is anticipated that most aid inflows to El Salvador in the next
 
few years will be on highly concessionary terms, and thus the country should
 

easily be able to afford the HG Program's proposed assistance.
 

EXTERNAL DEBT
 

Through the 19bOs and most of the 1970s, El Salvador enjoyed a healthy,
 
growing economy with a diversified export base. The rate of national savings
 
was high, meaning that most investments could largely be financed through
 
savings rather than foreign borrowings. As a result, total external debt was
 
kept at moderate levels and the debt service ratio was low, averaging just
 
over 4% between 1972 and 1977.
 

In 1977/78, an escalation of political unrest and military activity in El
 

Salvador and the Central American region, coinciding with a sharp deteriora­
tion in the terms of trade, resulted in sudden and severe pressures on the
 

domestic economy and balance of payments. Between 1979 and 1981, large
 
declines were experienced in the real output of all sectors of the economy.
 

Overall, the GDP declined by approximately one-fifth, bringing it back to its
 
1974 level. Within this context, the balance of payments sharply deteriorated
 
with accompanying increases in the current account deficits and losses in
 
international reserves. Several factors explain the balance of payments
 
situation; capital fled the country, lines of commercial and supplier credit
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were interrupted, production of sugar and coffee declined, worldwide coffee
 
prices fell and difficultites arose in collecting payments for exported goods
 
from other Central American Conon ce,'r!let 7 ­'r.ot T.e .r1r' 
showed a deficit of -$286 million in 1978, but rebounded to a positive $34.6 
million in 1979, showing some resiliance to worsening economic conditions. in 
1980, the account was essentially in equilibrium, but by 10.81, the'deficit 
again increased to -$260 million. Nevertheless, this deficit which
 
represented 7.3% of the GDP was still considered moderate under the
 
circumstances.3/
 

A significant decline ia agricultural export production which is the
 
principal source of foreign earnings has largely contributed to El Salvador's
 
balance of payments problems. Agricultural production through the 1969s and
 
early 970s grew at an annual rate of 9%, exceeding real growth in the GDP,
 
with agricultural exports peaking in 1979. Coffee production led this export
 
growth, with 1979/80 production increases averaging 60% over 1977/78 levels.
 
By 1981, however, worldwide coffee prices fall approximately 18%, and
 
production volumes of coffee and cotton also declined '167. and 45%, respec­
tively. Volume declines were partly anticipated as a result of the
 
government's agrarian rerorm programs which changed land tenure patterns and
 
nationalized coffee and sugar production. Sabotage and guerilla warfare in
 
parts of the country have also disrupted production.
 

Table I shows the balance of payment's trends for the period of
 
1976-19b1:
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Table I 

SELECTED BALANCE OF PAYMENTS INDICATORS 

1976 - 1981 

($US Millions)
 

Net Current
Total Total Trade 


Date Exports Imports Balance Account
 

20.6
1976 871.1 862.8 	 8.3 


1977 1,106.9 1,082.2 24.7 	 30.8
 

1978 945.1 1,221.9 -276.8 	 -286.0
 

1979 1,313.1 1,267.2 45.9 	 34.6
 

1980 1,218.4 1,185.8 32.6 	 - 2.5
 

1981 933.3 1,135.0 -231.2 	 -260.0
 

Source: 	Central Bank IMF Balance of Payments Yearbook;
 

IBERD Debt Reporting System; World Bank Staff Estimates.
 

Other factors have also played a role in El Salvador's deteriorating
 

external position. Ranufactured goods, as a percentage of total merchandise
 

exports, had grown from 8.8% in [9b0 to 32.4% in 1978, but fell to 22.7% by
 

1981. The manufacturing sector's decline has been caused by capital flight
 

from the country, lower levels of investment, and destruction of infrastruc­

ture by military conflict. El Salvador has also experienced payment
 

difficulties with other Central American counrries, especially Nicaragua and
 

Costa Rica.
 

Deterioration in the terms of trade and rising domestic expenditures have 

forced El Salvador to rely more heavily on foreign debt. Between 1972 and 

1981, the country's ,-xternal debt increased from $157 million to $1.3 billion, 

or more than a six-fold increase. However, given that foreign borrowing had 

previously been kept a! a minimum, this increased indebtedness is not 
only 4.8% inoverburdensome, as reflected in the debt service ratio which was 


1981. Table 2 shows the growth in El Salvador's external debt from 1972:
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Table 2 

EXTERNAL DEBT AND DEBT SERVICING 

1972 - 1981 

($US Millions) 

Da.e 

1972 

1974 

1976 

1977 

1978 

1979 

1980 

1981 

Total 

157.0 

295.6 

450.6 

45C.6 

646.7 

717.2 

925.6 

1,034.6 

D) Debt Servicingb)  
Requirements 

10.4 

24.1 

36.3 

69.5 

29.9 

33.4 

41.3 

45.1 

Debt Service 
Ratio 

3.1 

4.6 

4.0 

6.0 

2.8 

2.2 

3.5 

4.8 

a) Includes disbursed and undisbursed. 

b) Includes principal and interest payments. 

Source: International Monetary Fund; Central Bank 
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Although El Salvador's external debt is not considered to be great,
 

accumulated arrears on debt payments by year-end 1981. 
 In an effort to halt
 
the country's economic deterioration, El Salvador and the IMF entered into a
 
one-year s:andby agreement in July 1982 which provided approximately $46.7
 
million in assistance and established a program of economic reform with

specified performance targets. The overall objectives of this program were 
to
 
contain the decline in aggregate production and replenish the international
 
reserve position of the Central Reserve Bank. 
 Key elements of this program

include restraints on governmental expenditures, tightening of domestic credit
and formalization of a parallel excnange market. 
The parallel or dual
 
exchange market effectively depreciates El Salvador's colone for purposes of

encouraging exports, discouraging imports and controlling outflow of foreign
 
currency.
 

Performance under the 
ItF agreement has been sacisfactory, "despite a
 
continuation of weak underlying conditions in the country.'4i 
 Most perfor­
mance targets were achieved, whi.ch is particularly noteworthy since economic
 
activity was weaker than initially projected. The only target not reached was
 
a reduction in arrears, which had been pcogrammed to be brought down by $21
 
million, but were only reduced by 
$5 million because of the non-renewal of

short-term notes. Currently, El Salvador Las debts 
totalling $336 million
 
with maturities of less than one year, but it is expected that approximately

$90 million will be converted to medium-term paybacks.5/
 

In 1982, debt service payments remained low, representing the equivalent
 
of 1.4% of the 
GDP and 5.5% of exports. In the near future, additional aid
 
inflows are expected to be on highly concessionary terms, and thus will not
 
increase the debt sexvice burden in a meaningful way.6/
 

ECONOMIC CONDITIONS AND TRENDS
 

From 1960 through 1978, El Salvador's economy was expanding. 
 Real growth

of the GDP averaged 5.4% annually; domestic savings increased from 12% 20%
to

of tihe GDP; and consumption decreased trom 78% to 68% of the GDP. 
 Capital

investments were 
largely financed through domestic savings, and the level of
investment grew fister than the GDP, representing 14% of the GDP in 1960-1962
 
ano 23% or the GDP in 1976-1978. For the same periods, exports 
as a percen­
tage of the GDP rose from 22% to 36%, respectively. Throughout this period,
the El Salvadoran government prudently managed the economy, adjusting capital

outlays to the availability of current savings, keVping overall deficits and
 
borrowings low, 
ana tightly controlling current expenditures.
 

Largely the result of internal policical tension and the ensuing armed
 
conflict, combined with a deterioration in the 
terms of trade, El Salvador's
 
economy suffered a severe setback in 1979-1981. The GDP declined by 18%, back
 
to its 1974 level and down from Its 1978 peak; 
the level of investment
 
declined 60%; exports fell by 
17%. By 1981, investments and exports
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represented 12.2% and 26.3% of the GDP, respectively. All sector$ of the
 

economy experienced significant declines.
 

The performance of the central government also deteriorated. Tradition­

rose to 7.4% of'the GDP by 1981.

ally, budget deficits had been kept low, but 


Revenues had declined as a result of falling export prices and reduced
 

economic activity, the latter accounting for a 15% decrease in tax revenues.
 

At the same tiMe, government expenditures were increasing, particularly for
 

a negacive-1.l%, and private savings were
 the military. Public savings became 


negligible.
 

In 1982, under an agreement with the IM, El Salvador's government
 
the 1979-1981
introduced reform measures to stabilize the economy and reverse 


deteriorating trends. Performance under this agreement has been generally
 

Salvador and the IMF are currently negoti­satisfactory, and accordingly, El 


ating a longer, three-year agreement. In 1982, the serious deterioration of
 

the ba4ance of payments situation was arrested, and arrears on external 
debt
 

$5 million. All sectors of the economy continued to decline,
were reduced by 

however, bringing the GDP to 25% below its 1978 peak. In turn, the central
 

government's performance also did not improve, with total expenditures
 

the GDP, about the same level as 1981. The basic
representing about 19.5" of 

framework for improvement, however, has been put in place.
 

In 1983, El Salvador was expected to continue its 1982 policies. The
 

agricultural and construction sectors are expected to grow, but these
 

further declines in manufacturing and services,
increases will be offset by 

no growth in the GDP. A modest recovery in exports is
resulting in virtually 


projected, with increased sugar production and increased export volume 
to
 

other Central American countries.
 

In the 	next few years, economic conditions are expected to be generally
 

Until the pulitizal situation is stabilized, there will be little
depressed. 

private sector confidence for investment, and thus the economy will not turn
 

As the World Bank views it, "(P)olitical-military considerations may
around. 

well dominate economic events in the near future. 7/
 

Leaving aside the political and military implications, El Salvador's
 

future creditw.orthiness will depend primarily on increased export production,
 

rebtrained domestic financial policies and availability of external assistance
 

on concessionary terms. Past performance indicates a strong, diversified
 

export base and potential; the government has introduced necessary financial
 
external assis­management reforms; and El Salvador has been able to secure 


Thus, all the key elements are in place for
 tance on concessionary terms. 


economic recovety , especially in the medium- and long-term provided the
 

political/military situation can be resolved.
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Memorandum," July 21, 1983. 

2/ World Bank Report, p.9. 

3/ Ibid. 

4/ IMF paper, p.3. 

5/ Ibid., p.20. 

6/ Ibid. 

7/ World Bank Report, p. iii. 


