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Pursuant to the authority vc,sted 
in the Assistant Administrator, Bureau for

Latin America and the Caribbean, Agency for International Development, by the

Foreign Assistance At of 1961, 
as amended (FAA), and the delegations of
authority issued thereunder, I hereby authorize the issuance of guaranties

pursuant to Section 222 of the FAA of not to exceed Twenty Million Dol1ars
($20,000,000) in face amount, assuring against losses (of 
not to exceed one

hundred percent (100%) of loan investment and interest) with respect to loans

including any refinancing thereof by eligible U.S. investors (Investor)
acceptable to A.I.D. made to 
finance housing projects in the Republic of
 
Honduras.
 

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 a grace period of up to 
ten (10) years on
 
repayment of principal and a grace period on 
payment of 
interest. The guaranties of the loans shall extend for a 
period beginning with the disbursements of the loans and

shall continue until such time 	as the Investor has been 
paid 	in full pursuant to the terms of the loans.
 

2. 	 Inter-est Rte: The rate of interest payable to the
 
Investor pursuant to the loans shall 
not exceed the
 
allowable rate of interest prescribed pursuant to Section
 
223(f) of the FAA and shall be consistent with rates of 
interest generally avallable for similar types of loans
 
made 	 in the long-term U.S. capital markets. 

3. 	 The Republic of Honduras Guaranty: The Republic of
 
Honduras shall provide for a full faith and credit 
guaranty to indemnify A.I.D. against all 
losses arising by

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



-2

4. Fee: 
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1. SUMMARY AND RECOMMENDATIONS
 

A. Recommendation
 

USAID recommends the authorization of a $25,000,000 Housing Guaranty
 

and a $700,000 development grant.
 

B. Summary Project Description
 

1) Background
 

Honduras has made significant progress in increasing the
 
availability of housing for low income families. Much of this progress can be
 
attributed to AID's active involvement in the country's shelter secto . In
 
the late 1970s, AID persuaded the Government of Honduras to adopt a
 
progressive national housing policy and institutional arrangements to carry
 
out low-cost shelter programs. Over the years, AID has worked with all major
 
institutions and key participants in the shelter delivery and finance secfjrs,
 
bringing about institutional, programmatic and policy reforms which have
 
increased the access to affordable and adequate housing by lower income
 
families. AID's housing program in Honduras, representing a $45 million
 
investment, is considered one of the most comprehensive and successful of
 
AID's shelter programs.
 

The National Housing Institute (INVA) has introduced and gained
 
acceptance for new shelter concepts, including wet cores, which enable the
 
Government of Honduras (GOH) to reach many of the urban poor. Through the
 
National Housing Finance Agency (FINAVI), over 3,000 low-cost housing
 
solutions have been sold. By introducing the turnkey delivery system, both
 
INVA and FINAVI have succeeded in increasing the potential for greater housing
 
production by the private sector. However, most low income Honduran families
 
are still unable to obtain decent housing due to the lack of mortgage
 
financing and the low level of housing production. These problems are
 
aggravated by a high level of population growth, especially in urban areas.
 

Private developers and bankers have long expressed their
 
frustration regarding the lack of long-term mortgage financing for the private
 
development of housing. This project will provide this needed financing by
 
providing mortgage credit for units produced by both the public and private
 
sectors which are targetted to lower income beneficiaries. The strategy of
 
opening up housing resoLirces to include new financial institutions such as
 
commercial banks and expanding the role of private developers is expected to
 
accelerate the absorption of resources. In addition, this project is expected
 
to have a significant beneficial impact on the country's unemployment problem
 
by creating 5,000 person-years of employment through direct on-site 
construction and an estimated 10,000 person-years in indirect employment 
opportunities. 
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'ibis project will establish a strong basis
of further resources 	 for the allocation
as they become available
America under the Jackson Plan. 	
for investment in Central
The capacity of 
the 	public sector to
low-cost housing more 	 produce
efficiently 
will 	 be strengthened,
will be established between private financial 	

and clear linkages

institutions, developers and
low-cost housing delivery system. 	 the
As additional 
resources
USAID/Honduras, 	 become available to
it is anticipated 
that 	other shelter
projects aimed 	 and urban development
at creating new 
employment opportunities will 
complement this


project.
 

During the implementation of 
522-HG-005,
willingness 	 INVA demonstrated itsand 	ability make
to effective

exemplified by its 

use of technical assistance, as
initiation of the turnkey method of contracting in 1982
its 	efforts to implement and
a full cost recovery policy.
experience and 	 In building on its
success with the turnkey program, INVA will
problems which hamper 	 continue to address
the 	efficient development of shelter for low 
income
families.
 

The private sector 
financing 
to be provided under
will build on 	 this project
and 	mobilize technical 
and 	personnel capacities which have been
idled due to 
lack 	of resources resulting 
from 	economic stagnation 
in Central

America.
 

Any long-term strategy 
for 	the Honduran shelter sector
address the need 	 must
to generate domestic 
resources 
to sustain
shelter financing. 	 adequate levels of
To this end, the establishment 
of a 	Social
has been proposed. 	 Housing Fund
The Fund would significantly increase
resources 	 the availability of
for 	housing investment. 
 This 	project will
capacity 	 enhance the production
of both public and private institutions,
effectively any such 	
enabling them to employ
increase in financial resources.
the Social Housing Fund 	 Since the enactment of
is still uncertain,
financed 	 the technical assistance to be
under the 
 proposed development grant will 
 investigate
possibilities 	 other
for 	 establishing 
 new or expanding
financing 	 existing
shelter development 	 resources for
in Honduras, with 
particular attention
savings and loan system.	 

to the
 

2) 	 Description
 

The project will 
provide increased
for 	 low income Honduran access to shelter solutions
families through
activities and the more 	
the expansion of public sector
active participation 
of the private sector.
$15 	 million will Roughly
be directed 


projects in urban 	
to INVA for the development of very low income
areas. 
 The 	remaining 
$10 	million will 
be channeled
private sector component. Additionally, technical 	

into a
 
assistance will
to INVA 	 be provided
to improve its administrative 


and to 	
and financial management capabilities,
the GOH to assist in the formulation of a medium- and 
long-term housing
finance strategy, including the possible reorganization of the shelter sector.
 



The AID grant and Housing Guaranty funds of $25,700,000 will be
matched by an additional $4,700,000 in local contributions conssting of
public and private sector co-financing and beneficiary downpayments. These
funds will be used to produce approximately 5,300 shelter solutions and to

provide 2,600 home construction and improvement loans, as follows:
 

TABLE I
 

PROJECTED PROJECT OUTPUTS
 

Shelter Solution 
 Total # Average Cost Total Investment
 

Public Sector 	 3,919 1/ 3,702 $ 14,508,000
 

Private Sector 
 1,425 	 8,561 
 12,220,000
 

Construction and Home
 
Improvement Loans 2,648 1,122 
 2,971,600
 

Total Project 	 7,922 3,749 
 $29,700,000
 

1/ 	The number of construction and home improvement loans may be adjusted

should project resources be required to finance necessary off-site
 
infrastructure and/or community facilities.
 

The key elements of the program are follows:
as 


a. 	INVA and the private sector institutions will finance a
range of low-cost units. INVA will expand 
its range of low-cost solutions to

reach famiilTs whose incomes fall 
as low as the 5th percentile of urban income
distribution, with the lowest cost solutions being serviced 
sites without a
 
wet core. The testing of housing built with indigenous building materials
such 	as bahareque and adobe will 
enable the lowest income families to build
decent dwellings at affordable 
costs. INVA will expand and strengthen its
shelter delivery capacity in secondary cities. Commercial banks will finance
higher cost one-bedroom units affordable 
by families at or below the median
 
income.
 

b. INVA will streamline its operations to reflect its 
reduced
role 	in project construction, 
and INVA will adopt measures to cut operating

expenses as well as to develop 
 more efficient financial planning and
 
operational procedures.
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c. Private contractors will continue to
delivery system, obtain refine the turnkey
their own construction financing, 
and begin to market
low-cost 
units, becoming significantly more 
involved and contributing to the
more efficient delivery of low-cost housing.
 

d. Commercial 
 banks will become a new financing channel
through which low-cost housing will 
be developed.
 

e. Policy studies will 
be financed to support the development
of a social housing fund or to identify other types of 
long-term internal

financing.
 

3) Institutional Arrangements
 

The following ins':itutions will 
be involved:
 

a. The Ministry of Finance 
(MOF) will ccntract for the $25
million in HG resources 
and it will guarantee the HG loan. In turn, the MOF
will channel resources to the Central Bank for the 
private sector program
(approximately $10 million) 
and to 
INVA for the modified public sector program
(approximately $15 
million).
 

b. The Central 

housing 

Bank will discount mortgages of low-cost
projects financed 
 by commercial 
 banks and other financial
institutions, using the 
same procedures it has used previously in setting up 
a
line of credit to the construction sector.
 

c. INVA, like the Central Bank, will receive
the Ministry of Finance resourre.s from
to discount mortgages in projects under'-k,7n by
private sector contractors. As prospective buyers of the units apply v>
or 
are otherwise identified, INVA will 
INVA
 

direct them to the contractors who
constructing the units and are are
principally responsible for
as a last their sale. Only
resort will INVA play 
a role in marketing the units, and it is
expected that private contractors will handle almost all 
aspects of marketing

and sales.
 

d. Private banks will 
provide construction financing, service
mortgages, and guarantee repayment to the Central Bank.
 

e. Private contractors 
will obtain construction financing,
and build and market the units.
 

f. Beneficiaries will provide down-payments which will 
add to
the total investment in housing construction.
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4) Financial Plan Summary
 

The following summarizes financial plan of the proposed project:
 
a) A.I.D./US Investor $25.0 million
 
b) Private Banks 1.0 million
 
c) INVA 1.5 million
 
d) Beneficiaries 2.2 million
 

Total Resources $29.7 million
 

In addition, AID will 
provide $700,000 in technical assistance
 
for two long-term technical advisors (program coordinator and local engineer),

and a variety of short-term technical assistance in housing finance policy,

low-cost housing marketing, market analysis, utilization of local construction
 
materials, and an assessment of urban development trends and potentials.
 

C. Program Issues
 

1. Debt Risk
 

Historically, Honduras has met 
its overall external obligations on a
 
timely basis. An increase 
in short-term debt contracted in the late 1970s,

however, put pressure on the country's repayment abilities, and arrearages

developed. In 1982, Honduras refinanced the principal due between 1981 and

1984, and contracted a $40 million loan. Though progress in 
some respects has
 
been slow. overall improvements in the country's external debt position is
 
already evi~ent. The current account-to-exports ratio is the most favorable
 
since 1973. Resumed economic expansion in the world's industrialized
 
countries, coupled with the GOH's efforts to curb import growth, should result
 
in further improvements on the current account.
 

Honduras has remained current on $43 million of contracted HG loans,

and the inpact of an additional borrowing in the amount of $25 million on the
 
country's debt service ratio will be small, increasing it by only about .3
 
percent. The proposed HG loan is part of a larger assistance package designed

to support Honduras' transition out of a difficult economic period. Since HG

funds are offered at a lower rate of interest and for a longer term than most
 
external financing which is available to the GOH, a HG loan can ease the
 
count 'y's external debt obligations while contributing significantly to the
 
country's long-term economic stability.
 

The proposed HG borrowing will be structured in such a way as to minimize
 
the risk to 
the AID Housing Guaranty Reserve Fund, as well as minimizing the
 
government's outstanding 
indebtedness and repayment requirements. The loan is
 
expected to be drawn down in three disbursements or tranches over a three-year

period, thereby minimizing the amount of outstanding debt. A 10-year grace

period on principal repayment would reduce payments, and consiteration is
 
being given to a 3- to 4-year grace period on interest repayment as well.
 
Under this approach, interest would be rolled back 
 into the amount of
 
outstanding principal until interest payments commenced, but the overall
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impact of 
such a procedure would increase 
only marginally the
borrowing to the government. 	 cost of
In fact, the ability to reinvest accruing
interest in higher-yielding mortgages

period 	

or other investments during the grace
would improve GOH's
the overall capitalization.
will not flow to 	 Since HG resources
the 	GOH until turnkey units
Sales units are sold, 	
are completed or Turnkey-Plusthe risk for both the GOH 
and 	AID under the proposed
program will be reduced.
 

2. 	 Employment Generation Estimate
 

Generation 
of new employment opportunities
total 	 is estimated
over 	5,000 person-years to
of direct on-site employment,
cash 	 based on actual
outlays and not including 
self-help activities. 
 A total
person-years of employment (including indirect 	
of 15,000


employment) is projected
the first ten years of 	 for
the project (see Annex M, "Economic Analysis"). Direct
labor costs (payments) during the 
life 	of the project are estimated to
$4.3 million, resulting in increased 	 total
 
personal income $120
Honduras. In addition, 	 of million in
it is estimated that 
the 	multiplier effect of
million HG investment will 	 a $25
result 
in long-term total investments
$75 million. 	 in excess of
The 	impact of employment generation in the construction industry
will 	have a positive effect on increasing wages 
among below median income
workers by shifting unemployed individuals 
at the lowest
employed persons earning wages 	

ir,ome levels to
at slightly above the minimum wage.
least quantifiable yet 	 One of the
most 	important economic benefits relates improved
to
worker productivity resulting 
from better 
health correlated 
with improved
living and shelter conditions.
 

The 	most directly measurable employment impact is the number of
person-years 
of direct on-site employment. The Project
available studies 	 Team reviewed the
which reflect a wide 
range of estimates for
person-year of employment. 	 the cost per
In estimating the employment generation potential
of this project, 
the 	team utilized 1984 estimates based 
on Honduras' experience 
 in 	six completed Tegucigalpa upgrad'rg projects 
for
inspection reports provide 	 which monthly
an exact accounting of 
the 	total project costs and
of the number of person-days of employment created.
from 	this The estimates derived
recent experience in Honduras falls 
at the conservative
estimates derived from studies 	 end of the
in other countries; moreover, they are 
specific
to the site where a significant proportion of the funds will be irvested.
 

3. 	 Contractor Participation
 

The Mission 
 has 	 determined
contractors should be left 
that the participation of
 

program will 
to market forces. Although promotion of the
be structured to encourage the broadest participation of private
contractors, 
the 	program will 
be initiated without 
regard for size
other special characteristics. Subsequently, any potential 

firm or
 
inequities in
private sector participation in the program will be examined and remedied.
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4. Imrorted Materials
 

The Project Paper Team examined various mechanisms to assure
 
access to foreign exchange for imported materials. The materials import
 
component for similar projects in Honduras is only 7 to 10 percent of the
 
total cost of construction, principally electrical parts and toilets. While
 
builders generally have enough lead time to initiate the procedures to obtain
 
foreign exchange required to purchase these imported materials, construction
 
materials only have third priority for obtaining hard currency (after food and
 
medicines). Thus, developers/builders are likely to encounter difficulties.
 
This problem will be reviewed with the Central Bank in the context of solving
 
this problem by requiring the Central Bank to fp.cilitate the approval of
 
dollars for the small imported component of the total costs of construction.
 
A covenant to this effect described in the section on Project Implementation
 
will be included in the Implementation Agreement to be signed with the GOH.
 

5. Housing Strategy
 

Three previously-authorized Housing Guaranty Programs are in
 
the final stages of implementation. A network for shelter delivery has been
 
established through three institutional mechanisms: INVA, FINAVI, and the
 
municipalities - all of which have developed the capacity to deliver shelter
 
solutions. The municipal upgrading efforts have been successful in promoting
 
improvements in squatter areas and dealing with land tenure problems on a cost
 
recovery basis. The FINAVI project is in the final stages of implementation.
 
FINAVI's involvement in AID's shelter programs came about in 1981 when it was
 
decided to involve the savings and loan associations in lower income housing,
 
and as a natural extension, the National Housing Finance Agency (FINAVI),
 
which is the regulatory body for savings and loans, became involved. FINAVI's
 
participation coincided with the government's launching of an emergency
 
housing program designed to stimulate employment, thereby boosting economic
 
growth. FINAVI achieved a significant level of production, exceeding 4,000
 
units in just three years, but the fact that a large number of the same types
 
of units were placed on the market in a relatively short period during a
 
period of worsening economic conditions resulted in FINAVI's inability to sell
 
the completed units, creating financial problems for the institution.
 
Subsequently, FINAVI has received technical assistance in marketing, and it is
 
making progress in selling its inventory of about 3,000 housing units.
 
Approximately $10 million of HG funds authorized for the FINAVI project have
 
not yet been contracted, but there are more than enough complated housing
 
units to absorb this undisbursed balanced once these units have been sold.
 

The key problem in housing remains the lack of long-term financing. This
 
issue is being addressed in the Honduran Congress through the proposed Social
 
Housing Fund. If this legislation is enacted, AID will continue to provide
 
needed policy analysis as well as to advise on the fund's implementation.
 
Studies of other potential sources for long-term housing finance will also be
 
undertaken.
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In the short-term, a two-fold strategy
strengthening the existing shelter 	
is envisioned:
 

institutions 
and 	expanding
private commercial 	 the role of
banks in lower income housing.
successfully directed 	 In the past, INVA has
its 	efforts to financing innovative low-cost housing
solutions, negotiated 
with 
private sector contractors
construction projects, and improved 	
to implement turnkey
 

INVA has had 	
its own operations and systems. Though
programatic and operational problems, they have 
not 	always been
of its own making: 
 INVA's costs of borrowing increased dramatically in the
early 1980s, promised loans failed to materialize, and GOH budget support was
eliminated. 
 As a result of 
this last factor, INVA
transition period, and this program 	

is facing a difficult

is designed to address its
long-term finance 	 need for
at this time. INVA will
gains with 	 build on its past experience and
private contractors, 
and 	the marketing of completed units will
become the responsibility 
of the contractors. 
 In addition,
benefit from 	 INVA should
-he proposed technical assistance by reducing its operating costs
and improving its financial management and planning capabilities.
 

6. 	 Increased Private Sector Participation
 

The largest commerical

interest in participating in the lower 

bank in Honduras has expressed a strong
income housing sector, as provided for
under this proposed HG program. We 
believe that 
other private banks and
institutions will 
also 	be interested in developing and/or financing
projects, particularly 	 low-cost
in light of 
the 	fact that many private firms have
investments 
 in 	land and construction companies which presently
are
under-utilized. 
 It is anticipated that this project will
private 	 significantly expand
sector involvement 
in low-cost housing by demonstrating its economic

feasibility.
 

Both 	the public and private 
sector finance components
HG program will be designed and constructed by private 	
of this
 

contractors.
contractors 	 The
will secure construction financing
institutions, thus sharing the risks 	
from local financial
 

be employed to 	
of the program. Profit incentives will
encourage developers to accelerate project delivery.
the contractors will take the lead in marketing the completed units. 

Finally,
 

7. 	Project Financing
 

It is anticipated that 
the 	proposed HG loan will
over 	30 years, with be amortized
a 10-year grace period 
on 
principal. Consideration will
be given to a three-to-four-year grace period on interest, if warranted at
time of borrowing. Loans to the
beneficiaries 

sector will 	

of both the public and private
be offered at effective rates of between 17 percent and 
19 percent, with 20-year terms for 
new 	houses and 
10-year terms for construction and
home 	improvement loans. Market 
studies indicate that these terms 
and 	rates
are 
affordable by the intended beneficiaries.
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8) Water and Electricity Hook-ups
 

The Project Paper Team reviewed the need for - and any problems
 
associated with - ensuring the coordination of the provision of infrastructure
 
with the completion of housing units. It was determined that the critical
 
steps in this process of coordination are: (1) the review of project plans by

the infrastructure authorities and their acceptance of the projects within the
 
existing distribution network; (2) their commitment to invest in necessary
 
off-site improvements on a feasible timetable; and (3) monitoring and
 
supervision of the execution of commitments by the utility companies. Since
 
accountability to a higher authority in meeting such commitments has been a
 
problem in the past, AID will require the establishment of a coordinating

committee to be chaired by the President of INVA's Board of Directors who is
 
also Minister of Public Works. The AID technical advisor will act as
 
secretary of this committee. While this committee cannot absolutely guarantee
 
coordination, it will provide a mechanism at the higher levels of the
 
government for addressing any problems whic:i may develop.
 

Water problems in the Tegucigalpa metropolitan area are
 
commonly a hindrance to all economic development, including shelter. The
 
city's water sources have always been costly to develop and financing has been
 
inadequate, with the result that very few Tegucigalpa homes have a continuous
 
water supply throughout the year. Even those sources of water which are
 
already developed have not been fully exploited due to the lack of financing
 
to pay for expanding of the capacity of the existing major dams, neighborhood
 
water tanks and pumps. Through the Mission's CDSS "First Offensive" on
 
unemployment, the Ministry of Finance and the Mission have agreed to invest
 
the equivalent of $6.5 million in local currency in long overdue pipe

replacement or pipe upgrading projects, utilizing pipe already in-country
 
which has been provided by the British government. A RHUDO consultant has
 
also recommended to the National Water Supply and Sewer Company (SANAA) a $7
 
million emergency construction package which is now under consideration both
 
by SANAA and the Mission for possible financ .-g under the continuation of the
 
Mission's "First Offensive" effort. The investments agreed upon or now under
 
consideration by SANAA and AID will be effective short-term responses to water
 
shortages in Tegucigalpa. Moreover, increasing the supply of water in certain
 
areas of the city will transform useless land into prime sites for shelter
 
development, especially in the city's southeast quadrant. Off-site
 
investments may be required in secondary cities as well, but the scale of
 
their problems is minor compared to those faced by Tegucigalpa, and there are
 
many alternative opportunities for shelter investment in these other
 
communities.
 

9) Women in Development
 

A large number of female-headed households are found within the
 
low income population. These households will have equal access to homes under
 
this project. First, there are no legal barriers to women owning property in
 
their own name or obtaining credit. Second, it is apparent that women already
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receive a fair share of the benefits offered by INVA. 
 A majority of the homes
in recent INVA projects are titled 
in the woman's
divorced or single. 	 name, whether married,
Conceivable explanations 
include the desire of mothers to
provide security for themselves 
 and 	 their children
relationship with the father of the children, or the desire 
regardless 

of fathers 
of 

engaged
 
their
 

in small-scale 
commercial enterprises to protect 
their families
business failure. 	 in case
Third, many low-income women of
 
pay for the homes. Female employment 

have the economic capacity to
 
percent of women over 	

is high in Honduras, with over 
45
 
in San Pedro Sula. 

15 years of age employed in Tegucigalpa and 40.6 percent
Wages in centrally located
headed households 	 neighborhoods where 
female
are 	 concentrated 
 are 	 higher than
neighborhoods. 	 in other marginal
A comparison of male and female headed households reveals that
wages 
 in 	female households are 
 not 	 significantly 
 lower 
 in 	these areas.
(ASEPADE, 1982).
 

10. 	 Grant 
 Project Development: 
 Gray Amendment 
 and Payment

Verification
 

tion guidance is 
Compliance with the payment verification policy and implementato be found in the section on 
Project Implementation. 
 Opportunities for groups covered by the Gray Amendment 
are 	described
nical assistance section, and 	 in the techtiming and contracting methods
the section on implementation. 	 are discussed in
Part 	of the grant-funded technical 
assistance
will 	be procured in Washington by the Office of Contract Management (OCM) and
part 	by the Mission in Honduras. 


being met by PRE/H and OCM 
The Gray Amendment requirements are already
in the periodic competitions for definite and indefinite quantity contracts. 
 Gray Amendment requirements
rated 	 will also be incorpointo 	whatever contracting 
is performed by USAID/Honduras pursuant to
Agency policy.
 

II. 	PROJECT DESCRIPTION
 

A. 	 Background
 

1. 	Overview
 

Honduras' population in 1984 was 
estimated at 4.1 million, more
than 	double the 1955 population of 1.6 million.
growth was 2.9 percent between 1961 and 1980, 
The rate of annual population
 

and 1980. Well over half of 
and 3.4 percent between 1970
the 	population increase in the 
last 	two decades
has occurred in the urban areas.
 

In the country's two
Sula, population grew at 	
largest cities, Tegucigalpa and San Pedro
an annual 
rate 	of 6.2 percent during
with marginal neighborhoods 	 this period,
expanding 
at double 
that rate. Smaller cities
(over 2,000 in population) grew by 4.2 percent annually, absorbing 22
of the nation's population growth. percent

By 1980, almost one out
Hondurans was 	 of every five
living in Tegucigalpa or San Pedro Sula, and 
one 	out 
of six in
another of Honduras' secondary cities.
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Continuation of these trends over another 20 years will
 
increase Honduras' urban population to three times its 1980 level while the
 
rural population will increase by scarcely more than one-fourth. In the year
 
2000, 55 percent of the nation's population will be livirg in urban areas,
 
reversing the historical pattern of rural dominance.
 

The last national housing census, carried out in 1974,
 
indicated that over 60 percent of the existing housing units in Honduras have
 
structure deficiencies or inadequate services. According to the National
 
Housing Plan for the 1982-1986 period, the need for new or improved housing is
 
estimated at 450,000 units, of which 22 percent are located in urban areas.
 

A survey conducted in 1981 to determine living conditions in
 
the low income areas of Tegucigalpa found that 60 percent of the Tegucigalpa
 
housing stock is without indoor plumbing, water, or a flush toilet.
 
Forty-four percent of the city's residents are without access to the potable
 
water system; in San Pedro Sula, the level is 43 percent. Housing conditions
 
in secondary cities are far worse.
 

In 1980, an AID-funded study estimated the level of investment
 
required to provide at least minimum shelter for all families. During the
 
1981-85 period, the study projected the need for 20,700 new housing units to
 
be produced each year requiring an investment of $46 million. Of this total,
 
11,000 units would be for families living in urban areas, requiring an
 
investment of $41 million. In contrast, during the 1977-82 period, the public
 
sector produced only 7,900 units. In the same years, the formal privat
 
sector produced 8,145 units, almost none of which were affordable by families
 
at or below the median income. The problem of inadequate housing production,
 
particularly in urban areas, continues to generate land invasions, especially
 
in Tegucigalpa.
 

2. Rationale
 

The National Bipartisan Commission on Central America has
 
recommended expanding housing and infrastructure construction programs in that
 
region. The Commission identified the Housing Guaranty Program as one
 
resource to be used in meeting the region's unmet shelter need while creating
 
employment. The Commission has also recommended enhancing the role of the
 
private sector in the shelter sector.
 

The proposed HG project will directly address many of the
 
Commission's concerns and recommendations. Structural deficiencies in
 
Honduras' shelter sector will be addressed, low-cost housing will be produced
 
and employment opportunities will be generated. Housing finance in;Litutions
 
will be strengthened through technical assistance and training, and resources
 
for long-term mortgage financing will be provided. The role of private sector
 
contractors and commercial banks will be expanded. Finally, assistance will
 
be provided in formulating a national shelter strategy and generating domestic
 
resources for housing investment.
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This 	shelter initiative
development strategy. 	 is an integral part of the Mission's
By relying exclusively on the private sector for a part
of the program and expanding 
 its 	 role in INVA's
implementation 	 component, project
and 	job creation will be expedited. By eliminating distortions
in 	the finance policies

efficiency 	

of INVA and increasing its effectiveness, the
and 	 absorptive capacity 
of the
improved, thus enhancing the sector's capacity 
entire shelter sector will 
 be
 
to utilize efficiently greater
levels of investment in future years.
 

The Jackson Plan, reinforcing the objectives of
Bipartisan Commission, 	 the National
cdlls for a 25 percent increase
water 	 in the coverage
and 	sewerage services by of
1989. This project will
contribution 	 make a significant
to meeting this 
objective.

currently being financed 	

Water and sewerage services are
as 
part 	of an upgrading program for
income households in Tegucigalpa and 	
over 20,000 low
San 	Pedro Sula 
under 522-HG-CO6.
program is considered 	 This
very 	successful, 
 and 	when
HG-006 are 	 the funds available under
depleted, consideration will be to
given a follow-on
continue providing 	 program to
water and sewerage services to the poorest 
 urban
neighborhoods.
 

This 	program's objectives, which emphasize the participation of
the 	private sector and the need for employment generation, 
are
the Mission's FY86 	 also central to
CDSS. In addition, 
the 	CDSS also
the country's shelter 	 supports strengthening
institutions 
 and 	 developing
financing. This 	 sources of domestic
latter objective will 
 be 	 supported 
 by 	 the technical
assistance program described below.
 

Legislation for 

Honduras 	

a Social Housing Fund has been under consideration by the
Congress for the last 
two years. This 
legislation
substantial contribution 	 could make a
in generating needed 
shelter resources
improving the coordination 	 well as
of 	the sector's activities. 
as 


technical assistance in support of this 	
AID has provided


effort.
have 	been effective in stressing 
The recommendations by AID
the need to
institutions and to 	

avoid creating new bureaucratic
ensure that invested resources will produce in
return on investment. 	 an adequate
AID 	 has recommended
reflect 	 that mortgage interest
the 	 country's market rates
conditions 
 and 	 that the interests
individuals contributing to such 	
of the
 

a fund be protected.
 

3. 	Other Donors/Other Resources
 

While the World Bank the
and Inter-American 
Development Bank
have recently increased financing for water and sewerage projects in San Pedro
Sula (World Bank) 
and 	secondary cities 
(IDB), little
available for shelter 	 funding is being made
programs apart

financing that does 	

from the Housing Guaranty Program. The
exist is offered at very
directed 	 low interest rates and
at construction 	 is
in some of the country's poorest
Dutch Government has provided $3.5 	
rural areas. The
million for projects through
cooperative foundation 	 the national
in Honduras (FEHCOViL), and 
the 	German Government is
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providing houses through INVA under a $2 million loan for campesino
 
organizations. The European Community also has a special, highly-subsidized
 
program of $1 million directed towards the Xicaques Indians. None of these
 
donors has active plans for future programs, and if they did, the focus would
 
continue to be the poorest rural areas.
 

4. Public Sector
 

The National Housing Institute (INVA) has made significant
 
strides over the past few years to provide increased amounts of shelter for
 
low income families. INVA has introduced new design concepts based on
 
affordability. At the same time, it has adopted the turnkey delivery system
 
as the most effective and efficient method of developing housing projects.
 
Finally, the termination of the government's annual budget appropriation for
 
INVA has forced the institution to sharpen the focus of its attention on its
 
cost recovery while continuing to provide low-cost housing solutions.
 

AID has played an instrumental role in bringing about many of
 
these improvements in INVA's operations, particularly through the technical
 
and financial assistance provided under 522-HG-005 which has been documented
 
in detail in a Project Evaluation (May 1983). With assistance from
 
consultants, INVA has developed management and operational procedures and
 
guidelines. However, recent staff turnover has had a somewhat deleterious
 
effect on INVA's management capabilities, and one of the purposes of the
 
proposed technical assistance under this program will be to train the present
 
staff in the use of these procedures and guidelines.
 

The adoption of the turnkey delivery system gave INVA the capa
bility to produce shelter solutions more rapidly and efficiently. The princi
pal ingredient in this type of delivery system consists of a strong input from
 
the private sector. As currently structured, the private sector developers/
 
builders assume responsibility for assembling project sites, designing the
 
projects, securing utility services, obtaining construction financing and
 
building the projects, all of which were INVA functions in past projects (ex
cept for construction in some cases). Expanding on this concept will further
 
improve INVA's capability to deliver low-cost shelter solutions.
 

The government's recent decision to cease annual budgetary con
tributions to INVA has forced INVA to implement a policy of full cost
 
recovery. INVA must now incorporate all project costs into the sales price.
 
Accordingly, INVA has increased the fees it will charge for development, sales
 
and management. INVA has not tried to reduce its costs to compensate for lost
 
government revenues, nor has INVA assessed the impact of those increased fees
 
on the marketability of the units being developed and sold. With respect to
 
these increased costs, INVA has not yet applied cost accounting techniques to
 
determine if the fees charged are adequate to cover expenses. The proposed
 
technical assistance will assist INVA in its financial plannilig and procedures
 
in order to cope with such problems as it tries to attain self-sufficiency.
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The loss of government subsidies,
interest rates coupled with increasing
and declining purchasing power
has resulted on the part of beneficiaries,
in INVA's promoting lower
projects, INVA has developed 
cost shelter solutions. In past
serviced sites
proposal, a wet core; under
INVA will develop sites 

with this
and services without
so, INVA will able a wet core. In doing
to reach families
be in Tegucigalpa earning 
as little as
$110 monthly.
 

Inasmuch as 

is idle, the project will 

a large portion of the nation's construction sector
create new 
business opportunities for construction
companies, 
in both the formal 
 and informal components 
of the construction
 
sector.
 

For most low income families, the purchase of
or wet core represents a major improvement a serviced site
 
as important in their living standards, as
an source well
of equity and savings. 
 As their incomes permit,
homebuyers typically make improvements to their properties, making use of home
construction 
or improvement loans 
to purchase materials.
have a positive multiplier These activities
effect on 
the economy by generating an additional
flow of funds to the residential construction sector.
 

The National Housing

success in its early years in its 

Finance Agency (FINAVI) had considerable
role as 
a secondary financing institution,
discourting over $50 million in low and moderate cost mortgages.
Government of Honduras In 1980, the
initiated a poorly structured emergency shelter program
to stimulate economic 
growth, under which the government assumed all
and the profits went to the risk
the private sector.
certain modifications, In 1981, AID agreed, after
to support a portion of this 
program and 
authorized 
a
total of $25 million in housing guaranty loans. 
 FINAVI
level of production, financing over 
achieved a significant


4,000 units
failure to in three years, but
charge the private sector for the
the interim financing
that a large number of the and the fact
same types of units were 
placed on
relatively short the market in a
time in the 
 same locations
conditions created under worsening economic
serious financial problems for FINAVI.
on The carrying costs
the unsold houses charged to FINAVI's interim financing diminished FINAVI's
financial strength. 
 FINAVI has 
received technical
from PRE/H and USAID, and assistance in marketing
it has made progress
some 3,000 units. in selling its inventory of
Special promotional efforts have
institutional sales of large blocks of units. 
been devised, including


Approximately $10 million of HG
funds obligated to 
the FINAVI project remain undisbursed, but
than enough units to absorb these funds once the units are sold. 
there are more
 

In the future, FINAVI 
could and probably should
its original relationship with the savings and 
re-establish
 

interim loan system, reduce its role in
financing, and 
develop 
ways to leverage its
resources to be portfolio to
channelled attract
to savings and loans. 
 In the meantime, AID 
is
making every effort to assist in effecting the prompt sale of FINAVI's units.
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The Mission's Upgrading Program in Tegucigalpa and San Pedro
 
Sula (522-HG-006) has successfully coordinated a large number of agencies to
 
produce minimum cost shelter improvements for a large number of families.
 
Beneficiary participation has been enthusiastic, with each neighborhood
 
clamoring to be the next neighborhood to be included in the program. One
 
constraint in the program's expansion has been the municipal government's lack
 
of working capital. In Tegucigalpa, implementation of this program has been
 
hampered by overall water shortages. While this program has been moving
 
steadily, over $3 million remains available for investment in new
 
neighborhoods.
 

INVA remains the logical choice for investment of resources in
 
low-cost housing. INVA has successfully implemented earlier HG activities,
 
and by continuing assistance to INVA under the project, it is expected that
 
the institution will continue to improve its capacity to produce lower income
 
shelter solutions. AID has made a substantial investment in INVA to date,
 
which has resulted in a stronger institution, but there is still the need for
 
further improvements and expansion. In the past, INVA demonstrated its
 
willingness to adopt measures to improve its effectiveness, and every expecta
tion is that it will continue to do so. Without AID's assistance, however,
 
INVA will deteriorate and the future of an institution which has played a very
 
positive role in developing low-cost housing will be jeapordized.
 

5. Private Sector Developments
 

The private sector has played a significant role in the produc
tion of housing. Private sector developers have packaged major housing pro
jects, particularly in the larger cities. Both interim (construction) and
 
mortgage loans have been originated by private savings and loan associations,
 
and to a lesser extent, comm* rcial banks. The beneficiaries of these projects
 
have generally been middle income families, and loans have typically been
 
amortized over 15 to 20 years with interest rates ranging from 14 to 19
 
percent per annum. In some cases, projects which were financed by external
 
loans and channelled through the savings and loans associations have had
 
relatively concessionary terms, and in turn they have been used to benefit
 
lower income groups.
 

By and large, private sector developers/builders and bankers
 
have not been interested in becoming involved in low-cost housing due to the
 
perceived higher risk and lower profitability. However, the recent experience
 
of private sector businessmen with INVA's turnkey program has demonstrated to
 
them that the risk is lower than anticipated and the profits reasonable.
 

In recent months, the country's largest private bank has
 
indicated a strong interest in becoming involved in the lower income housing
 
sector. Moreover, some developers and builders have stated that they are
 
willing to develop projects targeted to poorer families, assuming the avail
ability of long-term mortgage financing. Generally, projects carried out by
 
the private sector are both more efficient and less costly; therefore, in
creased involvement of the private sector in producing lower income housing
 
would offer substantial long-term benefits.
 



- 16 -


The 	private 
sector component of
increase the pace of 	 this program is included
housing production and 	 to
 
of 	 to demonstrate to
Honduras the value 	 the Government
and 	importance of 
expanding
sector in the production of lower income housing. 

the role of the private

experience in this 	 As the private sector gains
sector, and 
 realizes
associated with 	 that risks and profitability
lower income housing are within 
acceptable ranges,
anticipated that private institutions will 	 it is
be increasingly prepared
additional 
resources to low-cost housing.	 

to direct
 

B. 	 Detailed Project Description
 

1. 	Project Goals
 

The goals of this program are:
low 	income to provide access
Honduran families 	 to shelter to
through increased 
involvement 
by the private
sector, and to generate employment opportunities to help stimulate the economy.
 
The goal of increasing private
income housing 	 sector participation
recognizes that the 	 in lower
public
provide for all housing needs. 	

sector can not be expected to
 
expected to yield 	

Increased involvement by the private sector
the 	 is
following -benefits:
housing; (2) more efficient 	
(1) more efficient production of
marketing and
promote and 	 sales; (3) additional outlets
finance the delivery 	 to
 

narrowly defined 
of low-cost solutions;
role of public sector agencies 

and (4) a more
 
development process. 	 such as INVA in the shelter
Public 
sector institutions
their involvement 	 will increasingly restrict
to the very lowest 
cost 	solutions,
institutions begin to 	 while private sector
channel financing to somewhat higher income
still below the median income. 	 levels but
The INVA component of
stress institutional changes to 	

the program also will
improve management, reduce operating costs and
more 	efficiently 
use 	its financial 
resources
The turnkey system will 	
to strengthen its operations.
be expanded to 
include all INVA-developed projects.
 

2. 	 Project Purpose
 

The project purpose 's: a) to develop 
within INV. 
 the 	added
capability to produce low income solutions through collaboration with the private sector, and to assist INVA to become a financially self-supporting public
housing agency; and (b) to increase the
produce, 	 range of institutions which finance,
and 	deliver 

sector finance, 

lower income housing solutions by involving private
construction, 
and marketing
purposes 	 entities. Accomplishing
will accelerate 	 these
housing production 
 and 	 increase employment
opportunities.
 

a. 
Enhance INVA Capability
 

INVA has embraced the concept of
involvement 	 increased private
as part of its efforts to 	 sector
 
structure 	 broaden the institutional
for housing INVA 	

and financial
in Honduras. 
 recognizes that
efficiently produces housing, and thus private sector 
the private sector
 

involvement will 
enable
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a higher level of shelter production on a more sustainable basis. By collabo
rating with the private sector, INVA wil! be able to expand government support
 
and resources for low income housing, at little additional cost to the
 
government. At the completion of this project, INVA will have established a
 
strong working relationship with the private sector, through the turnkey
 
delivery system, and the private sector will have taken the lead responsibil
ity for marketing and selling housing units. These changes will enable INVA
 
to reduce staff and accelerate the coordination between project completion and
 
occupation of units.
 

INVA is committed to becoming a financially self-supporting
 
institution so that it can continue to serve as the nation's public housing
 
agency. The decision by the GOH to cease annual budgetary contributions to
 
INVA has caused INVA to more accelerate implementation of its full cost
 
recovery policy. INVA also rccognizes the need to reorganize its internal
 
organizational structure and to reform its financial management system. The
 
Management Audit delivered to INVA on July 3, 1981, offers recommendations on
 
how such management and operational changes ca;i be accomplished. INVA will
 
start to implement management reforms during the early stages of the project,
 
with the expectation that many of these reforms will be in place either before
 
the loan is contracted or before the loan proceeds are disbursed. By project
 
completion, INVA will have made significant progress toward becoming a
 
self-supporting agency with the organizational and financial management
 
reforms in place. These changes will become evident as INVA improves its own
 
financial planning and as the private sector increases its role in building
 
and marketing lower cost projects.
 

b. 	Increase the Range of Involvement of Private Sector
 
Institutions
 

For the past few years, private sector contractors have
 
supported the turnkey system adopted by INVA. And in the last year, private
 
finance institutions have relayed to the Mission their interest in greater
 
involvement in low-cost shelter programs. The program will increase the range
 
and involvement of private institutions in the following manner: (1) private
 
financial institutions will finance construction and sales, and will service
 
mortgages; (2) private contractors will build and market projects; (3) private
 
real estate firms will be employed to sell low-cost projects; and (4) private
 
sector architects and engineering firms will supervise the project development
 
process.
 

3. 	Outputs
 

a. 	Physical Outputs
 

The design of the program and the solution typoiogies draw
 
upon previous HG programs. INVA will offer serviced lots without any
 
construction above grade as a new and additional shelter solution.
 
(Previously, INVA has developed serviced lots with an above-grade wet
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core).l! 
 These serviced lots 

as low 

will be affordable to families with incomes
as $110 per month. A home construction 
loan for materials will be
offered to 
provide for the construction of 
an 18m 2 core unit. The site
service/home extension and
loan solution 
is affordable to families earning
little as $200 monthly. In addition, INVA will continue to offer 
as
 

solution, consisting a wet core
of a 3m2 sanitary

obt ining a home 

core, which could be expanded by
improvement loan, 
increasing

18V . the size of the solution to
A basic core of 18m 2 
will also be offered. Home
improvement loans will construction and
be offered initially only to 
families who purchase the
two least expensive solutions, the serviced lot and the
Based on wet core solutions.
the experience of 522-HG-005, many of the eligible families will take
advantage 
of this loan offer. 
 In the event there
construction and is less demand for home
improvement loans than anticipated, unused funds may be used
to provide loans to families wishing to expand 
the 18m 2 basic unit or
make additional improvements to any of the 

to
 
other shelter solutions being


planned.
 

The private sector will
the median income. 
offer solutions affordable at or below
Initially, the units developed by the private sector will
be one-bedroom units, but smaller and/or less expensive units may be developed,
depending 
on market conditions 
and construction


will be costs. The private sector
encouraged to build 
 increasingly

reaching more minimal solutions, thereby
lower income groups, and 
both the Mission and
assistance advisors will 

proposed technical
work with the private sector to achieve this goal.
The fact that low-cost units 
will be available 
represents a 
through the private sector
new approach to and source of low-cost housing in the country.
 

The following table
physical outputs. summarizes program's projected
Unit prices are based 
the 


on actual sales prices
1984. An inflation factor of 12% 
a. of June
 

per annum is built the
into calculations.
The actual distribution of types 
and locations 
of units will
evaluation of risk and market by the private sector income, 
be based on the
 

and the results of
INV 
'smarket studies and evaluations of applicant waiting lists.
 

l/ In the annexes to this Project Paper, the
been used term 'sites and services' has
to refer to proposed shelter solutions under this program. In
the Project Paper, however, this same solution is referred to as 
'serviced
lots' to the
make distinction between what
develop INVA is now proposing to
and what INVA has developed in the past which 
were 'sites and

services with wet core.'
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TABLE II
 

Expected Physical Outputs
 

Types of Solution 1985 1986 1987 1988 Total
 

Serviced Lots 255 380 407 364 1'406
 
Wet Core 293 436 467 417 1,613
 
Basic Core 163 243 261 233 900
 
Home Construction/
 

Improvement Loans 480 718 766 684 2,648
 
1 Bedroom 325 581 519 - 1025
 

Total 	 1,516 2,358 2,420 1,698 7,992 1Y
 

1/ 	This represents the total number of physical outputs. However, since home
 
construction and improvement loans are intended for beneficiaries of
 
serviced lots and wet core solutions, the actual number of families to
 
benefit is 5,344. The number of completed units may be adjusted should
 
project resources be required to finance necessary off-site infrastructure
 
and/or community facilities.
 

Precise unit costs will be determined on case-by-case basis. Data
 
available on current low-cost shelter solutions in Honduras suggests that
 
average costs for the proposed units will be those given below
 

TABLE III
 

SALES PRICES OF UNITS (US$)
 

Types of Solution 	 1985
 

Serviced Lots 2,050
 
Wet Core 2,950
 
Basic Core 4,800
 
Home Const. Loans 927
 
1 Bedroom 7,500 l/
 

I/ This cost represents the highest end of the scale for units to be
 
developed by the private sector.
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b. 	Institutional Outputs
 

1) 	The INVA outputs include the following;
 

i) organizational 
 changes 
 to reflect the greater
participation of 
the 	private 
sector in building and
 
marketing lower 
income housing;
 

ii) operational changes 
to 	 maintain INVA's 
 operating

expenses at 
or below current levels;
 

iii) improvements in 
INVA's cost accounting system 
to
enhance its monitoring and control of project

development and costs;
 

iv) development of 
a financial planning and information
 
system to make financial management decisions 
(e.g.,

setting interest rates);
 

v) improvements 
in INVA's market analysis capabilities;
 
and;
 

vi) expansion 
of 	INVA's capacity to service 
mortgages,
finance units, and 
promote the delivery of low-cost
shelter in cities other 
than Tegucigalpa and 
 San
 
Pedro Sula.
 

2) The private sector outputs 
are as follows:
 

i) Involvement 
 of 	 private 
 finance institutions 
 in
 
low-cost housing.
 

Currently, private 
finance institutions
the upper 	 serve primarily
and middle income markets; their preference has
shorter-term investments which 	
been to make
 can be rolled 
over more quickly and to
interest 	 adjust
rates based 
on 	market conditions. 
 This program will
funds available for lower 	 make long-term
income housing which will 
be 	a strong incentive for
the 	private sector to originate mortgages for lower income families.
 

ii) Assumption of risk by private contractors.
 

Private contractors will 
construct projects with borrowed
funds; they thereby assume the risk involved

through the time 

from the time a project is begun
the units are sold, rather than receiving advances for construction and guaranteed take-out financing regardless of sales performance.
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3) Other outputs
 

Any long-term strategy for the Honduran shelter sector
 
must address the need to generate domestic resources for shelter on a
 
continuing basis. If the Social Housing Fund legislation is enacted, the
 
Mission will continue studies that support its implementation in the context
 
of building upon the existing network of shelter institutions, including the
 
private entities which are being supported through this program. In addition,
 
the Mission will help establish the organizational structure and procedures
 
for handling the funds which will be generated under the legislation.
 
However, as the fate of the Social Housing Fund is uncertain, technical
 
assistance under the development grant will investigate other possibilities
 
for establishing or expanding the shelter sector's resources, and 
recommendations will be made on appropriate mechanisms for directing 
investments into the shelter sector. 

4. Project Inputs
 

a) Financial Inputs
 

Tables IV and V summarize the financial inputs and the
 
distribution of resources for the project. The proposed HG loan in the amount
 
of $25 million is currently expected to be drawn down in three disbursements
 
or tranches over a 3-year period. In addition, approximately $5.0 million in
 
ESF resources are being channeled into the Tegucigalpa water and sewer system
 
to improve the capacity of the current system, which will complement other HG
 
investments.
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TABLE IV
 

FINANCIAL INPUTS (000's US$)
 

Public Sector 

HG $17,480
 

INVA 

1,500
Beneficiaries 
 90
 

980
 
Private Sector 
 12,220
 

HG
Private Financial Inst. 
 10,000
1,000
Beneficiaries 	 1,0
 
1,220
Sub-Total Physical Investment 


29,700
Technical Assistance

Total Investment Package 	

700
 

7,400
 

1/ Beneficiary contribution includes downpayments, except in the cases of
 

home improvement loans.
 

TABLE V
 
DISTRIBUTION OF RESOURCES TO PROJECT ACTIVITIES
 

Project Activity 
 AID Host Coi.-try l/ 
 Total Percentage
 
Serviced Lots 
 $ 2,929,000 
 571,000 
 3,500,000 
 12
Wet Core Units 	 4,853,000 947,000 5,800,000 19
Basic Core Units 
 4,518,000 
 882,000 
 5,400,000 
 18
1 Bedroom Units
Construction loans 10,000,000 2,000,000
2,700,000 	 12,000,000 39
300,000 
 3,000,000
Technical Assistance 	 10
700,000 
 .2/ 700,000 
 2
 

$25,700,000 
 4,700,000 
 $30,400,000 
 100 %
 
(85%) (15%) 
 (100%)
 

1/ Including beneficiary down payments, INVA counterpart and private sector
 
2/ Theco-financing.GOH will make 
an in-kind contribution which will 
include counterpart
salaries, space, and the value of data processing equipment and software
purchases in support of the technical assistance program.
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b) Technical Assistance Inputs
 

1) Resident Advisors
 

Two full-time resident advisors will be assigned to this
 
project. Their task will be to assist INVA in the development and delivery of
 
shelter solutions, and to advise INVA on ways to improve its institutional
 
capacity. The advisors will also assist USAID in overall project management.
 

i) A Project Manager, under supervision of RHUDO/ROCAP,
 
will coordinate AID's technical assistance program. He/she will be respons
ible for providing assistance and advice to INVA in the design and implementa
tion of INVA's component of the project. He/she will also advise USAID on the
 
project status, monitor the use of funds, and help coordinate other technical
 
assistance to be provided. The advisor will have a broad background in
 
housing in developing countries. This Personal Services Contract will be let
 
by USAID/Honduras.
 

ii)A Technical Advisor will be contracted by the Mission
 
from the large inventory of competent bilingual, local engineers who have been
 
evaluated by RHUDO and the Mission in recent procurements. The technical
 
advisor will be supervised by RHUDO and will provide the following services:
 

- Assisting INVA in improving the internal management of 
its technical staff through implementation of organizational changes and other 
recommendations pursuant to the administrative audit. This will include 
improvement and streamlining of INVA's management of the turnkey process, with 
consideration of how turnkey ir.4ection costs can be reduced and how INVA can 
be more prompt in responding to requests for inspections for final acceptance; 

- Improving the coordination and monitoring of infra
structure construction necessary to the timely delivery and sale of completed

units. The advisor will represent AID as an ex officio member of a working
 
committee also to include INVA, the relevant municipality, SANAA and ENEE. As
 
Secretary of this committee, the technical advisor will call regular meetings,
 
prepare agendas, and keep notes of meetings to ensure follow-up on the issues
 
discussed.
 

- Coordinating employment generation efforts under this 

project with other Mission efforts (especially with respects to SANAA);
 

- Carrying out the efforts to involve the private sector;
 

- Assisting INVA in designing efficient methods to manage

its home improvement loan program and the promotion the use of indigenous
 
construction materials such as bahareque and adobe; and,
 

- Providing RHUDO with the technical reviews required for
 
approval and acceptance of projects.
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2) 	Policy Studies
 

The general long-term 
 housing strategy for Honduras
requires further definition, meriting up to 
two 	months of consultant services
 on the following topics:
 

i) Mobilization of Resources
 

The Government 
of 	 Honduras
external sources 	 has largely relied on
for 	shelter financing, 
 with little domestic funding
available. 	 made
To 	sustain 
and expand the growth of the
resources must be 	 shelter sector, domestic
identified and mobilized. 
 The 	proposed Social
represents a potential source needed 	
Housing Fund
of resources, but its enactment
uncertain and 	 is
may 	not 
come about for some time. Accordingly, other possible
mechanisms for mobilizing shelter resources need to be examined.
 

ii) Establishment of Appropriate Interest Rates
 

In the past, internal interest rates for housing have
reflected the of
cost external funds, and these rates
reflected 	 have generally not
actual market conditions in the country. An analysis
interest rate 	 of the
structure 
for 	the shelter sector should be made part
as of a
strategy to mobilize domestic resources for housing finance.
 

iii)Savings and Loan System
 

An integral part the
of shelter
FINAVI and the savings and loan system. FINAVI 	
finance system is
has 	made a major contribution
to 	the shelter sector in Honduras, financing $50
over million in low
moderate income mortgages in the last six to 	 and
 

seven years. However, FINAVI
its members are now faced 	 and
 
savings 	

with many of the same difficulties confronting
and loan system in other 
 countries: low-yields, fixed rate
portfolios, disintermediation 
and increasing 
costs for borrowing, as well
disadvantages imposed by government regulations as
 
banks. The GOH 

in competing with commercial
is 	concerned with 
these 
problems and has indicated it will
welcome technical assistance which is proposed in this area.
 

Five person-months of
provided under this project to the savings 
technical assistance are
and loan system and FINAVI. The
advisors will 
assist the S&L's to restructure existing
advise in ways 	 loan portfolios and
to 	mobilize savings to 
be 	directed to the housing
addition, the advisors will 	 sector. In
study FINAVI's regulatory framework
of the S&L's to diversify into other lending 	

and the need
 
areas. Advice will
vided to the GOH 	 also be proin 	the area of deregulation 
so 	as to permit the S&L's
competitive with 	 to be
other financial institutions. Finally, advice will
vided in establishing an appropriate interest rate structure. 

be pro
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iv)Technically Efficient Solutions
 

INVA has implemented the wet core solution and plans
 
to design and implement an even lower cost solution - the serviced lot. A 
study will be carried out to determinp if thssp typps of solutions are the 
most effective economic and social alternatives to solve lower income shelter 
needs, and what other options or improvements to these solutions could be 
offered.
 

v) Urban Development Strategy
 

An Urban Development Assessment (UDA) will be
 
performed to identify and analyze key urban development issues and opportuni
ties. This study draw on extensive research previously carried out and will
 
result in an outline of a broad, economically achievable strategy, which
 
defines the basic urban development parameters within which specific sectoral
 
initiatives and priorities can be carried out.
 

The main product of the UDA will be a set of urban
 
development strategy recommendations which can be considered by the Mission,
 
donors and the GOH. These recommendations will address:
 

- Modifications in existing government policies, whether
 
explicit or implicit, which will be needed to establish a coherent urban
 
development strategy; 

legislation or 
- New 

regulations 
legislation or modifications 

needed to implement existing or 
to existing 

proposed urban 
development policies; 

- A suggested framework for public and private sector 
capital investments; 

- Technical assistance, staff training and insti
tutional modifications needed to implement the strategy proposed; and, 

- Special studies or further analyses required to
 
address issues, problems or opportunities identified.
 

It is anticipated that the UDA will assist the Mission in
 
formulating an investment strategy for those sectors to which it accords high
 
priority (i.e., infrastructure, housing, health, education and agriculture),
 
culminating in future programs to be identified in the CDSS.
 

The result of this assessment will be short and long-term strategies for
 
urban investment with a specific focus on the minimum social and physical
 
infrastructure requirements to support further shelter and economic develop
ment. Special attention will be given to planning medium and long-term stra
tegies for the financing and cost recovery of water and sewerage services in
 
Tegucigalpa, and to the provision of primary streets which are essential to
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the social 
and economic integration 
of poorer neighborhoods.
will also address national, institutional The analysis

and financial capacities which are
required to provide water and sewerage services in smaller urban ar~as, and it
will propose 
a strategy 
for cost recovery. Focus will also 
be placed on
issues which are critical to the Mission's overall development strategy.
 

3) Short-Term Advisory Services
 

During the 
 life of
assistance will be provided in a number of 
the project, short-term technical
 

heavily on implementing the changes 
areas. All assistance will focus
and recommendations made during the evaluation of HG-O05 and the subsequent management audit.
that the technical advisors focus on 

Both studies recommended

designing systems 
that can
tionalized, thereby minimizing the loss of continuity caused by staff turnover.
 

be institu-


Technical advisors will
internal systems involve INVA's staff
as well as teaching in designing

"hands on" training. the proper use of the
The assistance will 

systems through
reach as broad
possible. Formal a range of staff
training as
in Honduras 
and
under other countries
the grant. Participant training will be financed
 
will also in the United States or
be used as necessary to complement Puerto Rico
 
will be funded from separate resources 

the technical assistance, and
such as the LAC 
Training Initiative
Program.
 

i) Marketing
 

Market Surveys
 

Technical 
assistance
INVA's project selection techniques and design an 
will be needed to 
refine
INVA to estimate effective demand 

overall methodology to allow
for housing 
in a given locality. This TA
will be divided into two parts: sampling techniques and survey methodology.
specialist with demonstrated ability in selecting sampling frames for 
A
 

demand 
studies will assist INVA to housing
review available
which INVA projects are contemplated. data on the cities in
This consultant
appropriate sampling techniques needed 
will recommend 
the
in order to define the size of the market for each city and the demand for each type of
sultant will housing solution. The contrain the INVA staff by working with 
them
a first survey. The consultant will 

to draw the sample for
return 
at the start of
to work with INVA staff to reinforce the 
the second study
initial training and ensure that the
sample survey method is appropriate and accurate.
 

During the
scientist with experience in the second part of the TA,
design and implementation a social
and market studies of social surveys
will provide guidance
including on all aspects of
designing the questionnaire, taking a survey,
training interviewers,
computer for data processing and analysis. and using a
Technical
given assist. :'e
at this stage in alternative also will be
 
techniques to 

survey methods, such a .e use 
of video
present proposed housing solutions the
to survw.j respondents.
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At the end of the assignment, the specialists will have produced, jointly with
 
INVA's staff, a questionnaire which will be used in subsequent studies, and
 
three training manuals one manual will be designed for supervisors, a second
 
for interviewers using the questionnaire, and a third for outlining procedures
 
for coding the questionnaires. The specialists will train INVA staff in the
 
use of these materials as well as in the use of the video materials developed
 
as part of the survey methodology. Both phases of this assistance will build
 
upon the initial aid to INVA provided in the course of preparing this project
 
paper as well as on earlier technical assistance furnished in connection with
 
HG-005.
 

Marketing Techniques
 

For the most part, INVA will be transferring to
 
the private sector the responsibility for marketing finished units. However,
 
it is still foreseen that INVA will continue to be involved in marketing units
 
targetted to the lowest income groups, at least until such time that con
tractors have developed a track record in selling these units. Accordingly,
 
technical assistance will be provided to INVA in the use of media techniques,
 
model units and promotional ideas to ensure adequate marketing. At the same
 
time, the technical advisor will be assisting in the transfer of these market
ing efforts to private contractors and institutions.
 

Private Sector Marketinq
 

While private sector enterprises exist in
 
Honduras which are specialized in real estate sales, they are, for the most
 
part, inexperienced with the below-median-income market. If the techniques
 
for managing the sales effort by the private sector program prove to be lack
ing, resources would be reallocated to provide the needed technical assistance.
 

ii) Information System
 

Management Information Systems
 

Information system assistance will be provided
 
in two phases. Phase I will consist of assistance in guiding a gene- ral
 
review of INVA's long-range information system needs. The result of this
 
phase would be an identification of the requirements of all offices of INVA, a
 
description of the major systems and subsystems required to support management
 
decisions, and a plan for developing the system that reflects the needs of
 
INVA. Phase II will be a more detailed examination of specific sys- tems and
 
subsystems identified as priorities in Phase I. The end result of this
 
process will be a complete plan for a more effective management information
 
system. This assistance is essential in establishing investment and training
 
priorities for INVA's data processing system.
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Data Processing
 

will also be provided in 
Data center operations and management assistance
two separate phases. 
 Phase I will
tion of development and include a combinatraining efforts
tant will in which the data processing consulassist in developing adequate management and control
the operations center and procedures for
adequate management procedures
applications. for processing
same
At the time, practical training 
in these procedures will
be provided by assisting in the analysis and quality testing of representative
pending applications. 
 A U.S. consultant 
will define
local contracting of scope(s) of work for
specific services, 
as appropriate and
Phase II, the performance of .he data center will 

available. 
 In

be evaluated and assistance
will be provided in modifying or establishing new procedures as needed.
 

iii) Financial Planning
 

The purpose of
with INVA staff this assistance will be
to improve their capabilities to work
 
various in analyzing
resources on the the impact of
financial 
conditions
will of the institution.
also require that financial The work
 
vities and cost centers, taking 

costs be assigned to different lending actiinto consideration costs
cial resources. and sources of finan-
Key financial ratios
financial performance. and indices will be developed to monitor
A manual 
will be developed
measure performance, including to demonstrate how to
an analysis of what factors affect such performance 
and how financial results may be
system changed by various decisions.
has been successfully developed Such a
 
Costa Rica. for the savings and loan system
A model will in
be developed to 
integrate financial 
information and
to make short-, medium- and long-range projections.
 

Cost Accounting
 

The implementation
policy requires the establishment of a full cost recovery
of improved cost
ensure that project costs are fully 
accounting procedures to
covered by income.
Accountant will be A Certified Public
retained 
to set up within INVA
related the a cost accounting system
to allocation 
of financial 
 costs
Accountant of operating expenses.
will also assist INVA The
in establishing
allocates an accounting system that
construction 
cost information 
for projects under 
a construction
management system.
 

Internal Auditing
 

A Certified
internal audit procedures Public Accountant familiar
and methodologies with
 
audit guidelines for INVA in the 

will be contracted to prepare
area
dination with the development of 
of electronic data processing (in coorthe information
financial accounting, and system described above),
savings and 
 loan operations.
establish and ;4e/she will also
implement reporting procedures covering frequency of 
reports,
areas to be covered, and conclusions and recommendations to management.
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Grant Financial Inputs. The following table summarizes the allocation of the 

financial inputs for the Grant Project. 

TABLE IV 

SUMMARY OF TECHNICAL ASSISTANCE
 

No. of Cost Subtotals
 

Person-months
 

1. 	 Resident Advisors $400,000
 

a) Project Advisor 36.0 $ 30C,000
 

b) Technical Advisor 	 36.0 100,000 

2. 	 Policy Studies 144,000 

a) Resource Mobilization 3.5 42,000
 
to) Urban Development Strategy 3.0 36,000
 

c) Assistance to the S&L System 3.0 36,000
 
d) 	 Techni,:ally Efficient
 

Solujions/Evaluation 2.5 30,000
 

3. 	 Short term Advisors 156,000
 

a) Marketing
 
Market Surveys 2.0 24,000
 
Marketing Techniques 2.0 24,000
 

b) Management Information System and
 
Data Processing
 

Management Information System 2.0 24,000 
Data Processing 2.5 30,000 

c) Financial, Planning, Accounting 

and Auditing
 

Financial Planning 3.0 36,000 

Cost Accounting 1.0 12,000 
Internal Afiditing 0.5 6,000 

4. 	 Training - Various 24,000 24000 

Grand 	Total $700,000
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4. 	Training
 

in-country training Training resources will be 
set 	aside to provide
INVA, other GOH 
or training of staff in other couttries.
institutions and private 	 Key officials in
 resources 	 sector institutions will
to attend courses at 	 be provided
the
travel 
to other countries to 

Panama Latin American Training Center 
or
examine shelter finance
tions, policies and 	 and development instituprograms. 
 In-country
design of 	 courses could
low-cost projects, financial 	 be packaged on the
management,
such organizations as the 	 or financial planning, by
Massachusetts 
Institute 
of Technology, 
Research
Triangle Institute, Institute of Financial Education, and Center for Financial
Studies.
 

Other training requirements will
the planning and implementation stages of this project. 
be identified during
 

III. 	PROJECT ANALYSES
 

A. 	 Social Soundness Analysis
 

The population 
of Honduras
more 	 was estimated
than 	 double the 1955 at 4.1 millionpopulation 	 in 1984,rate 	of 3.47% per of 1.6 million. With anannum, the population is expected 	 annual growth 
year 	2000. A high of 

to reach 7 millionrate rural 	 by the
rapid increase in the 	

to urban migration accountsurban population. 	 for the morein the 	 The majority of 
urban dwellers
two 	major urban centers of Tegucigalpa (510,000 persons 
live
 

in 1984) and
San Pedro Sula (323,000 in 1984).
 

The beneficiaries of the public sector project developed by INVA

low-income families between the 5th and 50th 
 are
their own homes. 	 income percentile who
At least two-thirds 	 do not own
of the beneficiaries
come 	from low income neighborhoods are expected to
from 	low in Tegucigalpa and
income neighborhoods 	 the remaining families
in secondary cities.
vate sector project are 	 Beneficiaries of the priexpected to 
have 	incomes 
up to 
the 	50th percentile,
principally in Tegucigalpa.
 

The median income for Tegucigalpa is estimated at
1984. 
 The comparable figure for San Pedro $498 as of midyear
median income for other urban 
Sula is $424, while the
areas 	 average
is $207, about half 
the 	median
level of the two major urban centers. 	 income
Urban families earning the minimum wage
 will qualify for the lowest cost shelter solutions proposed under this project.
 

The 	housing so'utions offered by INVA
the 	opportunity for low and the private sector provide
income beneficiaries
enter the housing market at 	
who are currently renting to
an affordable price and
time. Experiences 	 expand their house
from 522-HG-005 	 over
Tegucigalpa, El 	

in Hato de Enmedio
Carmen in San Pedro Sula, 
and El Sitio in
and the project in Comayagua have
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TABLE VII 

MONTHLY PAYMENT CALCULATION 
BY TYPE OF SOLUTIONS 

(in Lempiras) 

Cost Item S&S LOAN WET LOAN BASIC I BR. 2/ 

Turnkey Cost 
10% Escalation Clause 

9% INVA Fee 
Interest on Grace Period 

Sales Price 

3,240 
324 

291 
256 

4,111 

2,250 
-

-

-

2,250 

4,740 
474 

425 
374 

6,013 

1,500 
-

-

-

1,500 

7,860 
785 

705 
621 

9,971 

11,550 
1,155 

1,040 
-

13,925 

Down Payment (10%) 
Mortgage Loan 

(411) 
3,700 

-
2,250 

(601) 
5,412 

-
1,500 

(997) 
8,974 

(1,393) 
12,532 

Monthly Payment: 

-
-
-
-

P&I 1/ 
Portfolio Mgt. 
Life Insurance 
Casualty Insurance 

48.72 
2.44 
3.70 

. 

54.86 

39.10 
1.96 
2.25 

. 

43.31 

71.27 
3.56 
5.41 

. 

80.24 

26.07 
1.30 
1.50 

.-

28.87 

118.17 
5.91 
8.97 
2.82 

135.87 

164.88 
8.24 

12.53 
3.66 

189.31 

1/ Terms are 15%, 20 years, except for home construction or improvement 
loans at 17%, 10 years. 

2/ Estimated construction and financing costs if INVA were to build one 
bedroom units under turnkey. Actual private sector costs may be higher 
or lower. Size and quality may vary as well from Ii4VA turnkey product 
described here. 
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TAnLE VIII
 

AFFORDABILITY ANALYSIs 
 In Lempiras I/
 
Type of 


Ut.......
 

Unit 	 ....... 
 .... 
 otlly
nitLan 
 e.... 
 iM thy /
I. Sites & Services 	 nt------ ------- y
?eo-m 	 Mn i1ylO
comj -y
 
om 	 hy

-with no loan for 	 T --o ---e- c m 
 le In15Z	 1 me e e~
r-~ijI
construction mat].. 
 L4,347 
 L3,912

with L2250 loan for 	 2U years 
 L55L
construction cosrcinmis 22o17Z 	 L 220 5 th 220
matls. 	 2 0
L2250 	 t225t2 
 5(11 22uL2,250 	 15
10 years L43	 0 

ota I 
 L6 ,597 
 L6,162 
 L t3
 
2. wertCore 
 L98 L 392 15Lh
 

construction 	 34
matis.
- %'illjno loan for L6,013 L5,412 

20 years L80
 

- ith 1500 loan for 
rL 
 320 O Lh 32
construction maiIs.
Total 
 LI,500 
 LI,500
L7,360 	 10 years
L6,773 	 L 29
 

3. 	 3 Bai oe991 L 2L
 
L 436 


Basic Core 	 8941%L112 

9,971 	 15L118,974 15% 	 436 1t.465


20 years L136 

L 544 S 
 465
25th 
 5t,
 

4 . 1 Be dro o m ( b u i l t b / 13 , 9 2 5 12, 5 33 
 150 y4 

----- .. .. -- - - - 25Lh 4 A
 -

the Private sector) 54 

- - - .-. -. .
- - ,----..
.. . .. . .. . .
 20 years 
 LA89 
 L 756 4 0 h 
 756 
 4 511 . 7561
1.	 AExcha n, e2. tdnily payment
R a te iudes ... $] 00 Principal plusStine of low .2 .00 ... teincomePopulations p

14.pot 	 In lonLre s t man...fee. 
portfolio
- Alzso on 	 ....inn lCeasea 	 .. manaencom and life and casualty insurance.
Oevelomnent La ,bLas nomeaJuticalpa., Otte L- Increases. included 	

groups Pay between 15 and 18e scuah - #s lalai c •P
as the COUSL!PLA1UE 	 Of iioeand pa Survold eseomeDe L Otk-lL~le 	 an Samp ofschasPuerto 	 t da cties x~c~5. Includes Cort~s may also 	 n|luxg..I6. TilePi 
. CoMayagua, 	 '~toOther fall 	 ,utbanSant 	 11ntoaieasRosa. ai 	 ol andk'endturteis oe-half that
7. The p 	 n Choluearivatesector will be 	 majorCISequited 	 1
urban areas.
to demonstrate affodability at - ,
the
P eicmay 	 median incomevary w ith 	 ofL996per month (June 1984),tlhln c erta in limits .	 but loan terms and actual 
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shown the high accep-ability of the wet core and basic unit, and one-bedroom
 
solutions. The new serviced lots will continue to offer lower income families
 
access to basic shelter through INVA.
 

1) Affordable Solutions
 

The three solutions being offered by INVA will reach low income
 
families within a wide income range in Tegucigalpa. The wet core solutions
 
will reach families with incomes as little as $160 monthly, or families in the
 
10th income percentile. The wet core solution plus a home improvement loan
 
will still be affordable to families in the 20th income percentile. The basic
 
core unit is affordable to TegucigIpa families whose income reaches as low as
 
the 25th percentile. The newest solution, to be tested for the first time in
 
Honduras with financing from this project, is the serviced lot solution with
out a wet core. Families with incomes as low as the 5th percentile in
 
Tegucigalpa could qualify for this solution. Even adding a home construction
 
loan to this solution, families in the 15th percentile qualify. Initially the
 
private sector will offer one-bedroom units costing no more than $7,500 with
 
monthly payments affordable to Tegucigalpa families earning $448 per month at
 
the 50th percentile, and the private sector will be encouraged to construct
 
even more minimal solutions.
 

2) Housing Need and Demand
 

The need for housing in all areas of the country continues to
 
be very high. Figures from the National Development Plan for 1982-1986 indi
cate the need for 18,600 new houses annually to cover the demand created by
 
population growth. Of these, an estimated 12,500 are projected for the urban
 
areas and 6,100 are needed in rural areas. Furthermore, estimates provided by
 
the National Development Plan indicate that two-thirds of the total population
 
live in houses considered to be in very poor condition and in need of
 
replacement. The deficit due to substandard housing is estimated at 450,000
 
units of which 22 percent (approximately 100,000) are found in the urban areas.
 

INVA conducted a market survey in Puerto Cortes in July, 1984,
 
of lower income non-homeowners to determine the marketability of three housing
 
solutions: the serviced lot, wet core and basic unit. Demand for housing is
 
very high in Puerto Cortes, and the response to the survey was very favor
able. The housing conditions of this group are very poor and housing produc
tion targetted to this income group is practically non-existent. Respondents
 
indicated a strong interest and willingness to buy all three solutions in
 
order to own a home with adequate services and to live in an area not subject
 
to flooding. Of the 602 respondents, 79.1 percent indicated that they would
 
buy the serviced lot, 61.5 percent would buy the wet core, and 76.7 percent
 
would buy the basic unit. Of the three solutions, however, the basic unit was
 
the most popular design. Among the same respondents, 59.3 percent of the
 
households earn between $100 and $320 per month and therefore can afford the
 
monthly payments for the serviced lot; 25 percent qualify for the wet core;
 
and 13 percent qualify for the basic core.
 



- 34 

3) 	 Impact
 

The principal impact 
of this project on
will be felt in three areas: 	 low income families
improved living conditions, 
secure 
land 	tenure
and employment generation.
 

a) 
 Improved Living Conditions
 

Families purchasing 
the 	housing units will
with 	access 
to basic infrastructure in the form of running water, 
be 
electricity

provided
 
and sanitary facilities. The 
improved sanitary conditions will
impact on 	 have a direct
the 	health conditions of 
the 	beneficiaries, which will 
result in a
decrease in diseases stemming from unsanitary conditions. The quality of the
housing unit will be significantly improved
walls 	 as a result of improved roofs,
and 	floors, thus providing better protection against
addition, families will 	 the elements. In
be able 

areas. 	 to separate children's and animals' sleeping
Family sanitary standards will 
improve and will contribute to
tion in disease. Overcrowding 	 a reducin houses
found 	 will not be as prevalent as that
in other low income neighborhoods, particularly for families moving away
from 	the one 
room 	rentals (cuarterlas) where families
live in 2 	 of six and seven people
a 10 	m space. Although the initial size of 
the basic unit will be
small, the construction and 
lot 
size 	provide the opportunity to expand
future. Experience 	 in the
from 522-HG-005 
shows 
 that the majority
improve and expand their units within the first two years. 

of families
 

b) 	 Secure Tenure
 

As in previous programs, this project
for investment capitalization through homeownership which is 
will also provide


ment over renting, a major improvesince rental 

In addition, project 	

payments are not recoverable by the renter.
beneficiaries will 
have 	clear ownership 
of the houses,
which surveys indicate is 
a strong priority.
 

c) Employment Generation
 

An important impact
generation. The direct impact is an 
of this project is employment


construction increase in employment opportunities for
workers 
at the sites, whether
projects 	 throligh developers who
or from the individual homeowners 	 build the
 
workers to 	 who contract independently for
build the basic room 
or expand the basic
522-HG-005 show 	 unit. Experiences from
that 	the majority of families
basic units not 	

who purchased wet cores and
did actually build their 
homes themselves.
contracted with private 	 Rather, they
individuals 
to do work
Frequently, 	 which the owners supervised.
these owners hired 
 skilled and 
 semi-skilled
purchased an INVA 	 workers who also
unit 	or live
who nearby. An indirect effect
directed construction 	 of selfis increased employment 
 in the local construction
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materials industry. As the demand for construction materials increases, small
 
businesses run by project families tend to be established to meet local needs
 
for such materials as doors, windows, and bricks, or 
to provide transportation

services for such items such as roofs and cement. The quantitative analysis

of employment generation appears in Annex M, 'Economic Analysis'.
 

B. Technical Analysis
 

The concept on which this program is premised is that the shelter
 
solutions must be affordable on a non-subsidized basis for a wide range of low
 
income urban families. Accordingly, several prototype units were designed,

including variations on two designs, to incorporate that concept. Illustra
tive cost estimates based on similar projects currently being implemented have
 
been calculated to provide a better idea of expected costs, as well as to
 
provide developers/builders with points of reference for designing their 
own
 
projects. Unit designs and costs were studied in five typical cities, 
some of
 
which (if not all) will participate in the program. Costs were calculated as
 
of mid-1984. An allowance for inflation is included in the financial plan
 
using these figures as the base.
 

The four design solutions suggested for this project are:
 

- Serviced lots, which consist of an urbanized lot with utili
ties, on which a home can be constructed immediately. Depending on the loca
tion and size of the lot, it will cost from L3,250 to L4,250. The serviced 
lot solution (without a wet core) will be tried here by INVA for the first
 
time. A modification of this design using a flush-pour toilet to bp tested in
 
Danli has the potential for reducing the producLion cost of this solution to
 
L2,064.
 

- Wet core units, which include the urbanized lot plus a 3m2 
sanitary core. Construction of the wet core will add another LI,200 to Ll,500 
to the shelter solution, bringing the total cost of a wet core solution to 
L4,400 to L5,470. 

- Basic core units, which consist of an 18m 2 multipurpose room
 
and bath on an urbanized lot. The cost of these solutions will vary from
 
L7,560 to L,8350, depending on location and lot size.
 

- One-bedroom units, which contain the basic core unit plus an 
additional bedroom. The construction cost will be in the LII,O00 to L12,000 
range, with a selling price around L14,000. 

INVA has also expressed interest in testing piso-techo solutions

(houses with floor and 
roof but no walls) which are expected to be found
 
eligible after more thorough technical study.
 



All solutions have been designed
gressively. so that they can
Home construction be expanded proand improvement loans will be offered
to all purchasers of the serviced lots and 
initially


the wet core solutions.
used for these home improvement loans will 
Funds not
 

beneficiaries such 
be made available to other project
as purchasers of the basic core 
or other families who have
already completed the initial expansion.
 

The construction 
sector
project. The recent 
is ready and capable of carrying out this
economic downturn 
 left the construction
an under-utilized position. 

has industry in
 
working at 

It is estimated that the construction industry is
only one-third of capacity, which leaves considerable room for adding work to the sector. During normal times, 
there is an
skilled and unskilled construction ample supply of both
workers qualified to
housing projects. Today, there is 
work on low income
 even a greater supply of such workers.
 

supply of materials
The is not expected to cause
country is self-sufficient in basic materials such 
a problem. The
 

etc., and only an as cement, roofing, timber,
estimated 7 to 
10 
are imported. To 
percent of all materials, mostly hardware,
avoid 
foreign exchange difficulties, the
agreed to Central Bank has
establish procedures so 
that developers/builders 
can obtain dollars
to purchase the necessary imported building materials.
 

INVA will 

projects under this 

employ the turnkey delivery system for the development of
program. INVA 
recognizes 
that this system
efficient and effective method for is the most
 a public housing agency 
to develop lower
income housing units.
 

The availability 
of water and sewerage
installation of electricity are services and delays
chronic prohlems for all in

developers. 
 To minimize such problems, developers participating 
in this program will 
be required
to show evidence of the availability of these services to the site in order to
obtain approval, 
and they will 
carry full responsibility and
completion of the risk for timely
shelter solutions 
including infrastructure.
tor delivery of infrastructure AID will moniand will actively
construction assist in coordinating
of units and infrastructure


GOH coordinating committee, 
by requiring the establishment 
of a
as discussed earlier.
ment The Central Bank's
on the provision of agreeforeign exchange should
delays in the past have been due 

ease the ENEE problems as
in part to lack
purchase of transformers, public street lamps, 
of foreign exchange for the


and other imported necessities.
 
A negative recommendation based on 
the 
Initial Environmental 
Examination
has been approved (see Annex P).
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C. Financial Feasibility and Plan 

1. Analysis of INVA 

taking actions 
INVA 
to: 

is working towards improving its 
1) revise its return on invesLiiefits 

financial position by 
(yield on portfolio); 

2) recover its investments (cost recovery); and 3) improve its collection pro
cedures. INVA recently cooperated in the preparation of a management audit.
 
If implemented, the consultant's recommendations will improve the institu
tion's management procedures and Financial position. An evaluation of INVA's
 
financial statements for 1982 and 1983 shows a modest improvement in some
 
aspects of its operations (e.g., return on investment). However, INVA's rela
tively high operating expenses relative to the net return on its portfolio
 
creates a negative cash flow, and the average financial cost of debt has
 
increased. Eventually, these higher costs could be covered by a reduction in
 
operating expenses.
 

INVA's debt service ratio has shown some improvement, but the
 
income generated by its operations is insufficient to enable it to continue
 
acting as a housing developer without new sources of capital. Thus, it must
 
become an institutional priority for INVA to develop a steady source of
 
long-term financing which ultimately could come about through a number of
 
mechanisms, including increasing the profitability of its operations or
 
receiving funds from the proposed Social Housing Fund. Still other sources
 
could be developed, arid the technical assistance to be provided under this
 
program will be used to investigate other possibilities. In the short-term,
 
AID's continued assistance and support is important to ensure that INVA can
 
continue to provide low-cost housing.
 

INVA has already taken steps to improve the soundness of its portfolio,

but other actions should be taken in order to improve its collections and
 
portfolio status. All of these efforts will benefit INVA by improving its
 
cash flow and generating additional resources for investment. The management

audit also recommends some changes in the Data Processing Department to assist
 
INVA in improving its portfolio management.
 

2. Analysis of Private Sector Component
 

The $10 million of HG loan to be made available for the private
 
sector component will be offered to private financial entities for long-term
 
mortgage financing. The Central Bank will make the funds available to the
 
private sector financial institutions at or below 15 percent plus a small
 
spread. At these rates, the private sector will be able to charge its usual 2
 
to 4 percent spread. Builders, bankers and real estate representatives

(including the country's largest commercial bank) have expressed interest in
 
this program.
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3. Feasibility
 

Financial analysis has 
 been completed on
on-lending rate the basis of an
at or below 15 
percent, which is consistent with the cost
funds in domestic financial markets. of
The Central 
Bank, for instance, has been
issuing bonds at 
12 and 13 percent to 
finance the deficit,
savings accounts currently pay between 8 and 9 percent. 
and pass-book


Institutional
such sources
as 
insurance companies and retirement funds charge somewhat higher rate:
14 percent to 16 percent, which 
is also the prevailing rate on certificates of
deposit. Reasonable spreads for mortgage 
lending are estimated
to 4 percent, so effective interest 
at between 2
rates to beneficiaries will be about 17
19 percent. 

to
 

The MOF has indicated that
accept it will require sub-borrowersall costs associated with to 
exchange the HG loan, except those associated withrates. To minimize adverse impacts the 

on the GOH thein HGtions, it is expected that borrowings could 
transac

completion be timed to coincide with theof eligible projects. 
 This is made possble by
private reliance on the
banks to provide the 
required construction financing, both 
for the
INVA turnkey and privately financed components of the program.
 

D. Institutional Analysis
 

1. INVA
 

The National 
Housing Institute
public corporation with 
or INVA is a semi-autonomous
the mandate to serve 
as the principal public
housing institution sector
in the country. Imnlicit
direct the bulk of its 
in this mandate is that INVA
financial and technical resources to
families. serving low income
INVA's annual production has 
been relatively low,
its dependence on the availability of external 

due largely to
 
funds for long-term financing.
Annual production has averaged only a few hundred
1,378 units units, reaching as high as
in 1974. 


appropriations 
In the past, projects have been subsidized by government
to 
cover INVA's administrative 
costs, below 
market
rates on loans to beneficiaries, interest
 

began to take steps 
and other forms of subsidies. In 1976, INVA
to improve its capability to provide low-cost housing, and
more recently 
to eliminate subsidies. 
 Advice and assistance
from were obtained
a variety of sources, and as 
a result INVA's management has improved.
AID has been providing assistance to INVA, 
and in 1978 INVA received a housing
guaranty (522-HG-005) and development grant. 
 In the last two years, INVA's
production levels have also increased.
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522-HG-005 provided INVA with resources to develop approximately

4,500 low-cost shelter solutions. Funds were also made available for
 
technical assistance. AID's evaluation of that program in May 1983 found that
 
the program was successful, and that while some problems persist, INVA's
 
managerial and financial management capabilities had improved considerably.

Furthermore, INVA had introduced new low-cost shelter solutions and techniques
 
as well as introduced and adopted the turnkey delivery system for producing

housing. The evaluation did note that the recent high turnover in senior
 
staff was beginning to create some institutional and management problems.

This concern will be addressed through the technical assistance component of
 
the proposed program.
 

A more recent management audit of INVA has been carried out by a
 
local consultant with Mission support. The audit recommended organizational

restructuring of INVA to reflect the changes in INVA's role and activities.
 
The consultant noted that INVA was over-staffed and recommended that staff be
 
reduced by 30 percent along the lines recommended in a modified organization

chart and reorganization plan. While a reorganization will improve the admin
istration of the institution, its most immediate effects will be in the
 
improvement of INVA's financial condition by reducing in administrative costs.
 

Last year, the GOH decided to eliminate its annual budgetary contri
bution to INVA, effective January 1984, depriving INVA of the financial
 
cushion that it had enjoyed since its creation. That policy change, along

with the relatively high costs it must pay for resources has forced INVA to
 
re-evaluate its financial management policies. Effective this year, INVA has
 
implemented a full cost recovery policy, whereby all project costs must be
 
included in the prices of the units it sells, and mortgage interest rates must
 
exceed the cost of funds to INVA. These are major steps forward in putting

INVA on a financially self-sustaining basis, thereby helping to ensure its
 
future. From the production standpoint, INVA has accepted the turnkey

delivery system, and proposes using this system for all urban projects,

including the possibility of expanding the concept to provide greater

efficiencies. INVA has also institutionalized the concept of minimum shelter
 
solutions based on the principle of affordability. INVA plans to offer an
 
even lower cost solution through this project - the serviced lot - which will 
permit it to achieve full cost recovery and still reach very low income
 
families.
 

A number of additional areas remain which INVA must still address.
 
The data processing system, which has been in operation for some five years,

offers considerable opportunity to improve INVA's administration, yet it
 
remains under-utilized. Over-staffing combined with high staff turnover is
 
still a problem. Other problems of a lesser magnitude exist. Nevertheless,
 
JNVA has made substantial progress in the last five years. INVA is capable of
 
carrying out a new housing guaranty program, and its capabilities will be
 
enhanced by instituting the following policies:
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- Design management and operational systems that will minimize
the adverse effects of staff turnover;
 

- Implement 
the Management Audit recommendations,
organizational problems or address the
identified in the management audit
implementing an alternative by developing and
management reorganization to 
accomplish the
purpose; same
 

- Improve its financial planning capability;
 

- Continue to 
use and expand upon the turnkey delivery system; 
- Expand operations to a greater extent into secondary cities 
to
provide more equal 
access to low-cost housing in all cities; and,
 
-
 Maximize use of its data processing capabilities.
 

The proposed AID technical assistance 
under
directed to assisting this program will be
INVA in instituting the above policies and recommenda
tions.
 

2. Private Sector
 

This component is structured to provide the private sector with
access to 
long-term financing, the major constraint that has prevented greater
participation 
 in low-cost shelter

private sector 

programs. The motivation for
involvement in low-cost housing 
greater
 

downturn which stems from the recent economic
has brought 
about a reduction

activity, as well as 

in the level of construction
the recognition 
that the private
produce housing. sector can efficiently
Little industrial 
construction is currently taking
and the construction place,
of the hydroelectric plant 
of El
considerable activity in 
Cajon which generated
the sector 
 is now substantially
Residential construction, completed.
while lower 
manages to provide some work for 

than the boom years of 1980/81, still
contractors. 
 INVA continues to provide construction opportunities, 
while pension 
funds are financing homes
members. However, for pension
it is estimated that 
the construction
at about one-third capacity which affects all 
sector is operating
 

ing general contractors, engineers and 
sectors of the industry, includlabor. Generating additional
activities in the sector would cause no problems and 

housing
 
in fact, new housing programs would provide a needed boost to the industry and general economy.
 

The Central Bank
tracted staff 
will approve projects using its own
to review projects or con

siderations, guaranties, 
for program compliance, infrastructure 
conand the adequacy of 
interim financing.
Bank has served as The Central
a conduit for $7 million
been directed in the past 

in shelter resources which have
 
has a small 

few years to 'timulate construction investment. Itbut competent 
staff capable of carrying out much 
more than 
the
simple control functions required under this program.
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Private financial institutions such as commercial banks have
 
previously financed housing only on a limited basis. The availability of
 
long-term investment resources will attract such institutions into increasing
 
their involvement in low-cost shelter delivery. The banks will provide
 
construction financing, qualify buyers of units for mortgage credit, collect
 
mortgage payments and guarantee repayments to the Central Bank. Guaranty
 
agreements will be signed by the private banks participating in the program to
 
assure the Central Bank of repayment by the financial institution, even if the
 
mortgagors do not pay or pay late.
 

Private contractors or private voluntary organizations will
 
build all the projects in the program and sell a majority of them. In
 
addition, they will seek construction financing from private banks. Securing
 
interim financing is not expected to be a problem as long as the take-out
 
long-term financing is available to finance the sale of the units. This
 
process represents a departure from the past in that contractors will sell
 
low-cost units to the low income market with which they have had little
 
experience. For this reason, technical assistance resources will be devoted
 
to developing their capability to address a new target group. One of the
 
major risks the contractors will assume is the potential for time delays from
 
project initiation to the time units are sold, as the cost of financing during
 
the construction period (until the time the mortgage is executed) will be
 
borne by the contractor.
 

Important to the success of the private sector component will
 
be the establishment of a foreign exchange window at the Central Bank to
 
insure that builders/developers have timely access to the relatively small
 
amount of foreign exchange required for the program. Since it is expected
 
that the private financing institutions will require contractors to submit
 
project proposals for approval in meeting eligibility criteria before con
struction loans are granted, this same approval documentation will serve as a
 
means by which the Central Bank will insure that the foreign exchange is to be
 
used for eligible HG construction activities in an expeditious and efficient
 
manner.
 

The Central Bank has indicated its interest in relying on insti
tutional guaranties from one of the major commercial banks to assure repayment
 
of the HG resources. If the strongest banks in the country agree to this
 
proposal, and since they will be the institutions at risk, 
can virtually replace the rigorous reviews and controls 
which are normally required. 

their 
by the 

own 
Go

reviews 
vernment 

E. Economic Analysis and Country Risk Assessment 

Both the financial and economic analyses of the project
 
indicate that it is feasible and provides a positive benefit to the country.
 
The calculated IFRR for the project was 6.3 and the IERR was 9.2, indicating
 
both financial and economic feasibility (see Annex M). In addition, there are
 
a number of quantifiable positive benefits that could be expected to result in
 
additional economic benefits.
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Employment opportunities,
expected to total at least 	
both direct and indirect, are
15,000 person-years of 
employment
ten years of the project. Direct 	 over the first
labor costs (payments) during
the 
project are estimated 	 the life of
to total $4.3
increased personal 	 million, which will result
income of $120 	 in
million 
in Honduras.
multiplier effect of 	 In addition, the
the 	$25 million 
HG investment
total investments in excess 	 is expected to generate
of $75 million. 
 The 	income distribution impact of
employment generation in the construction industry will have a positive effect
on increasing wages 
among below median 
income workers
individuals 	 by shifting unemployed
at the lcwest 


slightly above 	
income levels to employed persons earning wages
the 	minimum wage. at
One 	of the least measurable,
important economic benefits, relates 	 yet most
to 
improved worker productivity resulting
from better health stemming from improved living conditions.
 

The Country Risk 
 Assessment
difficulties Honduras 	 (Annex P) highlights the
has 	had 
in meeting current
However, 	 debt service obligations.
it also points out that
international credits 	
careful management, along with supportive
and 	grants, can 
help 	Honduras overcome
The proposed HG loan is part of a 	

these problems.

larger assistance
support the short and 	 package designed to
long-term resolution 
of Honduras'
difficulties. 	 current economic
It provides short-term
employment in the 	
foreign exchange, critically needed
construction 


Honduras 	 sector and private international credits
at a 	time when no to
 
the proposed HG Loan 

other private funding is available. As a result,
will contribute positively 
to 	 Honduras' long-term
financial stability.
 

The 	 loan will provide Honduras
exchange under terms 	 with badly needed foreign
and 	conditions which
conditions 	 are preferable to current
on the margin, taking 	 terms and
into consideration
ment 	 interest rates
periods. 	 and repay-
It is part of 
a U.S. aid package to
period of economic difficulty. Moreover, ESF, DA, 
help Honduras through a
 

are 	 DL and P.L. 480 resources
being provided each year in support of Honduras.
port 	structural improvements This program will sup
policy of 	

in the shelter sector. Progressive housing and
full 	cost recovery will a
be reinforced. 
 These are policies which,
without continued AID assistance, the government might otherwise abandon under
increasing economic and political pressures which current 
economic conditions
have 	caused.
 

4. 
 PROJECT IMPLEMENTATION
 

A. 	 Implementing Plan
 

1. 	Participating Entities
 

The institutional 
arrangements 
are 	specifically
promote rapid disbursements 	 designed to
in order to be responsive to
and 	employment generation the shelter deficit
needs in Honduras. Moreover, they 
are 	designed
that 	the private sector assumes a substantial so
 
part 	of the 
risk 	in developing
program solutions.
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a) The borrower will be the GOH, acting through the Ministry of
 
Finance. The Ministry will guaranty repayment in dollars. It will pass
 
disbursements in local currency to the sub-borrowers, INVA and the Central
 
Bank, under sub-borrower agreements. These internal GOH agreements will
 
include the terms on 30-year loans to be made available to the sub-borrowers.
 
The Ministry of Finance has offered to assume the risk of the variable rates
 
as well as the exchange risk.
 

b) INVA will implement one component of the program. INVA will
 
establish financing policies and criteria, and it will solicit and award
 
development contracts to developers/builders and private voluntary organiza
tions for turnkey or turnkey-plus-sales solutions for lower income families.
 
Private developers, or in rare instances INVA, will sell units produced under
 
the turnkey program. INVA will provide long-term mortgage financing under
 
both the turnkey and turnkey-plus-sales program. INVA will service mortgages
 
it finances and be responsible for monitoring repayment of obligations.
 

c) The Central Bank will pass resources to the private sector par
ticipants in the program. The Central Bank will announce the program, promote
 
the involvement of the private sector, establish long-term lending criteria
 
and other program requirements as necessary, accept and rate technical propo
sals, and award projects; and discount mortgages or other guaranties of loan
 
repayments from participating private financial institutions.
 

d) Private banks will provide construction financing for both the
 
public and private sector programs. Under the private sector program they
 
will also qualify buyers for mortgage credit, service mortgages and guarantee
 
repayments to the GOH.
 

e) Under the private sector component of the program, private
 
developers and private voluntary organizations will assemble land, arrange for
 
permits, obtain infrastructure, secure construction financing, complete con
struction, market and sell units, and present mortgages to banks or INVA for
 
reimbursement. With the INVA program, some sales may be arranged by INVA
 
under its turnkey program if necessary, due to the private sector's lack of
 
experience with a location, solution type, or INVA's lower income clientele.
 

2. Project Documentation
 

An Implementation Agreement to be signed by the Ministry of
 
Finance, INVA and the Central Bank will-be negotiated shortly following pro
ject authorization. The Agreement will outline the expected project outputs
 
and project implementation. A Loan Agreement will follow. This Agreement
 
will be signed by the GOH and the U.S. Investor and will set forth the terms
 
of the HG loan. A Guaranty Agreement will be signed by AID assuring the U.S.
 
Investor against any loss. A Host Country Guaranty will be signed by the GOH
 
providing a similar assurance to AID.
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Signing of 
the Implementation Agreement
following project 
authorization 	 as soon as possible
will permit
investor and negotiate 	 the GOH to search for a U.S.
 
U.S. financial markets 

a loan in early 1985, barring any major difficulties
or other 	 in
unforeseen circumstances.
Agreement will 	 The Implementation
 
to address 

include language which provides assurance that GOH will be able
the 	short-term effects 
of rescheduling 
debts and/or the risk
foreign exchange.	 of
 

B. 	Disbursement Procedures
 

1) 	HG Funds
 

The Housing Guaranty funds 
will 	be disbursed over
three to four years, possibly in three disbursement or tranches. 
a period of


of Finance will 
act 	as borrower, and will The Ministry
 
an eligible U.S. investor. 	

seek and enter into contracts with
AID will concur 
in the final selection 
of the
investor.
 

The Ministry 
of Finance
based upon the 	 will develop a contracting
Project Delivery Plan 	 schedule
and 	the need for resources 
to discount
mortgages.
 

In any case, the drawdown of HG funds will
dence of completed investments, that 	 be supported by eviis, by the presentation
gible mortgages or acceptable 	 of either elisales contracts
struction and improvement loans. It is 
and fully-disbursed home connot now anticipated that HG funds will
be osed to provide interim construction financing under the program.
 

2) Parastatal and Private Sector Counterpart
 

INVA 	will provide $1.5
as counterpart 	 million in long-term mortgage financing
investment. 
 (There is 
no
project.) 	 GOH counterpart contribution to this
Private 
financial 
institutions 
participating
provide the interim construction financing. 	 in the program will
 
in the private 	 In addition, institutions engaged
sector component

between 5 and 15 percent of 

of the project will be requested to provide
the long-term financing
finance. Project 	 of houses that they
beneficiaries will 
provide an estimated 10 percent
downpayments on 	 in cash
the 	units purchased.
 

3. 	 ESF
 

The Mission will 
consider
support 	 an allocation
of this program, up 	 of ESF resources
to $5 million, 	 in
 
assistance in the shelter program.	 

if the need arises for back-up
 

4. 	 T.A. Funds
 

Grant funds will 
 finance
contracted 	 the technical
from AID's fixed 	 assistance
and 	indefinite to be
contracted locally on the 	
quantity contractors or to be
basis of competitive
Personal Services 	 bids from
Contractors 	 qualified firms.
for the long-term 
advisor positions will be
 

contracted by the Mission.
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TABLE IX
 

a) Summary of Methods of Implementation and Financing of
 
Technical Assistance
 

Method of Method of Approximate
 
Implementation Financing_ Amount
 

Resident Advisors 	 PSCs contracted locally Direct Pay 400
 
(candidates identified
 
as a result of PRE/H
 
talent searches will be
 
considered.)
 

Policy Studies 	 PRE/H fixed and Direct pay 144
 
indefinite quantity
 
contractors
 

Other short-term PRE/H contractors Direct pay 156 
TA and training and/or Honduran firms 

TOTAL, DA 700 

Mission payment verification policy and audit practices
 
will be observed for the technical assistance contracting.
 

b) Program for Contractinq
 

Resident Advisors 	 January 1985
 

Policy Studies
 
Shelter Strategy November 1985
 
S&L Assistance October 1985
 
Technical efficient solutions October 1986
 
Urban Development Strategy March 1985
 

Short-term Advisors
 
Marketing January-August 1985
 
Management Information System April 1985
 
Data Processing October 1985
 
Beneficiary Selection October 1985
 
Financial May 1985 and
 

October 1987
 
Training 	 As appropriate to
 

complement TA and as
 
training opportunities
 
are available
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C. 	 Conditions Precedent and Covenants
 

1) 	Conditions Precedent to Signing the Loan Agreement
and Housing Guaranty
 

Prior to 
the 	signature
Minister of Finance shall 	
of the Loan Agreement,
submit to AID 	 INVA and the
in form and substance satisfactory to
AID:
 

a) 
A plan approved
restructure itself and carry out other needed reforms to 

by the MOF 
which details 
how 	INVA will
and to streamline its 	 reduce overhead costs
operations, 
as well as 
 a pldn for implementing 
a
financial planning capacity in the institution.
 

developers, 
b) A plan which illustrates 
a list 	 the procedures
of projects, construction plans 

between INVA and
criteria for projects (e.g. costs, 	
for projects, eligibility
infrastructure requirements, beneficiaries,
financial 
terms, 
etc.), completion dates of 
units 
and 	sales, and
bursements are 	 when disrequired.
 

c) The Central
present 
a plan which describes 
Bank and private sector participants will also
in detail 
the 	criteria
and other program regulations, guaranties from banks to 

for approving projects

of projects in execution, assure repayment, list
arrangements
marketing plans 	 for provision of
of developers 	 infrastructure,
to sell units, projected 
disbursements 
for
mortgage financing, and contracting schedule recommended to MOF.
 

2) 	 Conditions Precedent to Disbursement of HG Funds
 
Prior to the first disbursement of HG funds for the public sec

tor 	portion of 
the 	project, INVA 
shall submit 

satisfactory to AID: 

to AID in form and substance
 

a) A Project Delivery Plan which shall
on 
each 	project for 
which shelter 	 include documentation
loans
study results, plans and 	
are to be presented (e.g., market
specifications, updated 
infrastructure 
construction
schedule, and prices and financing terms).
 

b) Evidence of
and 	 satisfactory action
restructuring outlined 
 to implement
in the 	 the reforms
cial objectives 	 plan previously submitted,
and 	specific actions agreed 
based on finan

upon 	by the 
parties to 
 the
Agreement.
 

c) Evidence of its effort to promote turnkey-plus-sales.
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d) Evidence that the developers, INVA, and the Ministries of
 
Finance and Education have developed a specific program for the construction
 
of primary schools to serve project beneficiaries. The program shall indicate
 
the party responsible for carrying out the construction, how the schools will
 
be financed and who will pay the cost.
 

e) Evidence of the functioning of the infrastructure coor
dinating committee chaired by the president of INVA's Board of Directors.
 

f) Evidence that all key INVA management positions are filled.
 

Prior to each subsequent disbursement of HG funds, INVA shall submit an
 
update of its project delivery plan and its report of satisfactory progress on
 
its plan for management reform.
 

Prior to the first disbursement of the HG funds for the pri
vate sector component, the Central Bank shall submit to AID in form and sub
stance satisfactory to AID:
 

a) Evidence of the Central Bank plan described above.
 

b) Brief Program regulations issued to promote the objectives
 
of the project (see Annex 0 for current regulations). These must include the
 
top selling price for the unit, top downpayment and monthly payments, assuring
 
affordability at the median income (adjustable each June based on the GOH
 
official Consuioer Price Index).
 

3. Covenants
 

a. INVA will use its best efforts to continue to develop
 
affordable solutions for low income families without recourse to subsidies.
 

b. INVA will seek to improve its management and its financial
 
position by maintaining a well-organized professional staff at the minimum
 
level required to promote its operations.
 

c. The chairman of INVA's Board of Directors will chair and
 
assure the functioning of a coordinating committee to assure cooperation in
 
the approval of projects and the timely delivery of infrastructure for shelter
 
to be financed under this loan.
 

d. The Central Bank will maintain an effective mechanism to
 
assure the timely availability of foreign exchange to the private entities for
 
purchase of construction materials needed for the shelter to be financed under
 
this project. This mechanism shall cover a maximum of foreign exchange of
 
$1,250,000, or 5 percent of the Housing Guaranty Loan.
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e. The Central Bank will
thirty (30) days provide foreign
after presentation of exchange within
 
prompt repayment of all 

the amount in Lempiras to permit the
outstanding 
Housing Guaranty Loans for 
Honduras,
whether or not guaranteed by the Government of Honduras.
 

D. Project Monitoring and Evaluation Plan
 
The technical 


manage the project. 
assistance plan calls for assistance to RHUDO/ROCAP to
RHUDO/ROCAP will 
be supported by RHUDO/LA which has additional technical 
 and financial 
analysis capabilities which will 
be used to
support the monitoring and evaluation effort.
 

The Mission 
will monitor 
the impl mentation and
project particularly as performance of
it relates the
to AID's overall
generate employment, rapidly strategy for Honduras to
disburse 
external 
and internal resources, 
and
achieve project objectives and outputs.
 

RHUDO/ROCAP 
will be responsible to
performance of INVA and the private sector 
the Mission for monitoring the


project. organization participation
This activity in this
will include maintaining
technical the schedule
assistance for the
inputs and assuring that investment
gets are and production
met. An evaluation will tarbe conducted 24
of the project, months after authorization
or sooner if necessary, to
of the project. examine the objectives and outputs
INVA's Project Delivery Plan
timely development will be used to assure the
of the various 
tasks associated
development plan. with the institutional
A key element 
in the evaluation 
will
relative effectiveness of be to examine the
the private and 
public sector
results such programs based
as the pace of on
shelter construction, target groups reached, private sector bank financing 
of lower cost 
solutions,
arrangements, quality of the INVA turnkey-plus
construction, 
and the relative efficiency of the
parallel systems based on actual production and overhead costs.
 



ANNEX A 

dbj
 

shelter for the urban poor ii pid (522-0206/
 

522-hg-008)
 

1. the daec reviewed the subject pid on june 8,1984.
 

a/aid approved the pid on august 27, 1984.
 

2. the following points were discussed and agreed to by
 

the mission in the issues meeting:
 

a] employment generation: the mission will discuss
 

further with the bureau's economists the methodology used
 

to estimate employment generation resulting from the
 

project; any revisions in this methodology will be
 

reflected in the analysis included in the pp.
 

b] contractor participation: the pp will examine a
 

variety of alternatives to make it easier for small and
 

medium sized contractors to bid on construction contracts
 

covered by the subject guaranty.
 

ci imported materials: the mission will look at
 

different mechanisms which will assure access by
 

contractors to foreign exchange to import materials
 

needed for the construction of shelter solutions
 

fiananced under the project.
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3. 
after discussing and resolving several issues during
 
the daec 
review the following guidance is provided for pp
 

preparation.
 

a] country risk/debt servicing capabilities: the pid
 
provides debt service information and notes 
the the goh
 
has continued to meet its debt servicing obligations to
 
the usg and world bank. 
 the pp should bolster the 
case
 
for positive projections on 
the debt repayment outlook by
 
elaborating on 
the short- and long-term risks involved
 
concerning the debt 
servicing capability, exchange rates
 
and impact on 
goh financial reserves, 
 the pp should also
 
discuss the appropriateness of 
a grace period for
 
interest payments and its cost implacations for debt
 
repayment, 
 work here should be coordinated with
 
usaid/honduras economist to 
ensure that the 
best debt
 

service data available is obtained.
 

Finally, the pp 
should establish that 
the goh is willing
 
to accept the maintenance of 
value exchange risk on
 
repayments and what safeguards it 
will require from
 
sub-borrowers before passing project 
resources to
 

participants.
 

b] housing strategy and increased private 
sector
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participation: the daec felt that while the
 

project-specific strategy was clear, a sense of the
 

general, long-term housing strategy for honduras was
 

lacking. the pp, therefore, should discuss a.i.d.'s
 

overall housing strategy for honduras and the long-term
 

strategy for coordinating the activities of the various
 

housing entities, it was the sense of the daec that the
 

scope of the pid's strategy should be broadened to allow
 

the private sector to play a more active role in
 

attacking honduras' housing problem. to this end,
 

approximately dols 10 million of the proposed dols 25 

million project should be allocated to a pilot program
 

that will test alternative arrangements for increasing
 

private sector participation and identify appropriate
 

channels for such activities.
 

c) project financing: the pid proposes hg resources for
 

100 percent of project financing, and also mentions
 

capitalization targets for inva. however, hg interest
 

rates reflect rate changes in the u.s. which are
 

presently increasing, the pp should analyze how the
 

project will adjust for rising/fluctuating interest
 

rates, and discuss interest rates, and discuss interest
 

rate alternatives and the implications for the goh and
 

inva, particularly as they relate to the capitalization
 

targets to be set by the mission, the analysis of demand
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for hg resources in 
the face of rising rates should be
 
carried out on 
the assumption that rates 
to be charged
 
borrowers 
would be 
more or less commensurate with
 
prevailing rates 
for mortage rates 
for mortage loans in
 

honduras.
 

d) water and electricity hookup: 
 a major bottleneck for
 
new 
residential construction (and upgrading) has been the
 
lack of access to 
water and sewers, 
 under shelter for
 
the urban poor i (522-0135), inva 
was responsible for
 
coordinating construction activities with 
sanna and enee
 
to provide 
water and electricity, 
 the pid indicates in
 
broad terms that 
a new mechanism will be 
developed for
 
ensuring that inva, 
sanaa 
and enee coordinate their
 
efforts under the project, 
 the pp should specify how
 
this mechanism will operate to ensure 
timely completion
 

of the utility hookups is accomplished.
 

e) 
 women in development: 
 the pp should assess the
 
project factors which will. 
ensure 
access 
to project
 

resources by households headed by 
women.
 

4. 
for the purposes of grant project development the
 

following points should be noted:
 

a) gray amendment: 
the pp should describe in detail
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opportunities for participation by groups covered by the
 

gray amendment, if this material is ready earlier than
 

the date of submission of the pp, it should be
 

transimitted to aid/w for distribution in advance of the
 

Pp.
 

b) payment verification: the mission is reminded that
 

all project papers must follow the payment verification
 

policy implementation guidance provided on december 30,
 

1983 by aa/m rollis to mission directors, your attention
 

is drawn particularly to pages 6-8, which deal
 

specifically with pp's and paad's.
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• Program or Sector Gool: hEAUS OF VERIFICATIONThe 6booder objective to IMPORTANT ASSUMPTIONSMeasures of Goal Achievoment. 
I"T [tOes which this Project conltribuls:GOAL: To provide access 
 o shelter to Private sectorlow-inces Ionduran institutions acceptfamilies through ComparisonIn responsibility of l'-cost shoelterfur an increasing pro-creased involvement by duction figures witlh respectthe private sect to per-r proportion of the shelter solutionand to generate employment to help re- and 

cent of INVA turnkey and private secfitncing needed byactivate the economy, low-income tar producedfamilies, projects vs other typesof financing. 


Unemployment leveLs In the contru:-

AR ,r kIAssumptions0 5 for achieving goal rcrgeis: 

1. Private banks and contractors
williing are 

to take risks Implied In tats 
program. 

2. Financial pian of program is uot ad
verseiy 
affected by 
substantial 


upward
drift of cost of HG resources tierebyexceeding toe marketwtat is willingto 
hear and legal 
limits for mortgage
 
lenrd log. 

3. Economic deterioration of tne 
economy does not affect market for
 

low-cost slielter.
 

4. Dollars to finance the limited 
import component 
for stelter projects
 

can be obtained.
 

5. A.I.D. support of expanded watersupply and 
small scale project sites
 
with infrastructure 
can be found. 
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surt tutor , 
 LOGICAL FRAMEWORK 	 F- FY -_ _ _FY_ 

Too It! S. Funding 

Project Title& Number: 
PAGE 2___p___d 

NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE 1t4DICATORS IAFANIS OF VERIFICATIO4 IGPORTANT ASSuEPT.G.SProiect Pe1pose Conditions thlil-illindicrle purpose hs 
ahieved: End of proitcl slaus 

been 	 Assu-pn I.,achs ingpurpose:
a) ro develop within INVA 	 /added Capacity A CorlidtEonso that will indicate purto produce low income 	 INVA mortgage and financial records. 1. IUVA's Boardsolutions through 	 recpgnizes tecpsee has been achieved: End of pro-	 need and 
collaboration with the private sector, 	 will adop organizational restructuringject status. INVA begins to pro-
and to strengthen along linea that il improve efficien-INVA to become a fi- luce affordable units through the cy and cut- costs.nancially self-supporting public houing following measures: 1) better conagency. 
 trol of Its own operations and ex- Financial Audit 
reports, semiannual 


,ennes; 2) establishing financial 

2. Cost of fIG resources are more or 

b) To increase the range of institutions planning anl 	policy framework that 
financial analysis, and financial pro- less In line wits financial plan orjections in end-of-project evaluation. measures are
who finance, produce, and 	 available to assure flowdeliver low In- idresses its need to capitalize its 

come housing solutions by Involving pri-	 of resources.
 resource base; 3) relying more onvate sector finance, construction, and lheprivate sector 
Records on date of advertising, date

to carry on func- of completion, and date of sale and 3. Technical assitancemarketing entities to accelerate unit ions that it can 	 resources areperform more ef- location of INVA units.production and Increase employment 	 Records on available to establisli necessary maop- iciently (e.g. building and mar- foreclosure and/or reassigraent of mangemenL and prouocionportunltteq. 
 <etine. units) and providing solu- solutions.,
ions at real costs. 


4. Private contractors can make suf
ficient profit in low cost construct*INVA has developed systems to ad- ion to override risks involved.ress problems of coordination ofnfrastructure, affordable design, 5.Construction financing is 
available
d promotion of units at market from financial institutions despite 
new
,rices to enhance its role in pro-
 reserve requlresents Imposed by Cencralotion of units at market prices to 
 Bank. 

nhance its role In production of 
itnimal shelter. 

1. Private sector.is participating
 
ully In the production of low In
ome housing.
 

I Private sector banks are engaged
 
n lending for low cost units, ser-

Icing mortgages, and guarantying
 
epaysent a.
 

http:sector.is


PROJECT DESIGN SUMMARY Life or P,olect: 

',o E.E. LOGICAL FRAMEWORK F,om FY __ 

Total U. S. Funding 
o FY 

P,olect Title & Number: 

NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANASOF VERIFICATION 

Dote Pepred: 

IMPORTANT ASSUMPTIONS PAGE 3 

Outputs: 
1) A broad range of private sector nail-

Mognilude of Outputs: 
1) Banks help finance approximately Comparison of end of project perform-

Assumptions for achieving output%: 
Assumptionos for aciiieving outputs. 

tutions are more involved In the finance, 4,000 low cost shelter units, ance witLh productivity measures and A.I.D. support of expanded water system 
productlion nod delivery of shelter solu- coot accounting controls establilsie will enable units to be built. 
lions for lo. income families. 2) Private sector contractors pro- as part of 1984 management audit. 

di:e approximately 4,000 units an Inflation in costructLion costs is kept 
2) INVA has untiergone an organizational market 501 of the same. Performance measured against esL cap- to a reasonable level so as not to re
restructurIng and has established a num- talizaton targets. duce physical outputs. 
her of management and operational sys- 3) INVA has implemented an organi
ten to 
of high 

help provide cnntLinuty 
staff turnovers. 

in light zational restructuring with the ob-
jective of reducing staff and ope-

Increase in savings. Technical assistance is available to 
support the phases of program develop

rating costs. Production record and delinquency ra- ment. 

tlos. 
4) INVA has established a cost ac-
acount ing system to better control 

INVA Board will 
recommendations 

support principlet; and 
of reorganization pre

project development costs via a vis sented in A.I.D. IIG-005 Evaluation and 
private sector production. subsequent TA efforts. 
5) INVA is carrying out effective 
market surveys to encourage low 

cost unit construction on a nation 
wide basis (in secondary cities) 

whereby 15Z of projects are built. 
nutside of SPS/CHDC. 

6) INVA has implemented a financial 

planning capacity and interest rate 
policies are established to operate 
on a cost recovery capitalization 
Bia. 
7) INVA is using its new management 
Information system to improve ope

ration efficiency and collection 
system whereby delinquencies are he d 
to Z 
8) INVA has introduced lower cost 

shelter alternatives such as sites 
and services, bahareque. and adobe. 
B. Physical 
1) 4,000 new shelter soltions. 
2) 1,900 home extension lians. 
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Flnancial: ICfp le0, P-A.ZE 4al rgel (Type and OAS$25Asp,n 4io 
UPtiOy)ASfo, piding inpu$:- HG LoanFA..D. DC 
 $25.0 II 


0.7 H Project Honitoring 

HG will be available In U.S. Harket and 
local InstitutLion will make 
fina,,ta[
 

- INVA contribution coot ribut inns.
1.5 H
 

- Private sector 

1.0 If
 

co-f inanc g 

- Beneficiary 2.7H 
Downpayments 


27
 
30-4V HTotal
 

TA
 

a) Proec Adv isor 
) Technical Advisor 

0.3 H (36 til4) Contract records and related super- .1 H (36) - Appropriate tecPolicy Studies son. hinicia
s are available.1 
 and procuresent regulations permit 
con
tractlng within tie Lime they are
Short-term TA & Training avai.2 

ihle.
 



THE 	HOUSINC GUARANTY PROGRAM ANNEX C 

STATUTORY CIHECKL.IST 

HCNDUrnS
 

PROJECT NO. 522-HG- 008 

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

A. 	 General Criteria Under HG Statutory Autbority. 

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

(1) 	 is intended to increase th6 availability of
 
domestic financing by demonstrating to
 
local entrepreneurs and institutions thAt
 
providing low-cost housing is financially 
viable; 	 Yes
 

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

(2, 	supports a pilot project for low-cost shelter,
 
or is intended to have a maximum demon
stration impact on local institutions and
 
national; and/or; Yes
 

(4) 	 is intended to havc a long run goal to
 
dme.oo domest c Zonstr uction capabilities
 
and s-tirriulaste lcKal credit institutions to
 
make availrable domestic capital and other
 
management and technological resources re
quired for low-cost shelter programs and
 
policies? _e_
 

Section 222(a)
 
MsI the issurnce of this guaranty cause the -total
 
face amount of guaranties issued and outstanding
 
at this time to be inexcess of t1,718,nq0 	 l
 

Wil the gu-ranty be issued prior to September 30,
 
1984? Yes
 

Section 222(b)
 
W';ill the proposed guaranty result in activities
 
which emptigsize: 

(1) 	 projects providing improved home sites to
 
poor families on which to hi ild -shelter and
 
relstr ' -rvices: or Yes
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(2) proje Ls comprised of expandable coreshelter units on serviced s-ites; or Yes 
(3) slum upgrading projects designed to con

serve and improve existing shelter; or No 

(4) shelter projects for low-income people
designed for demonstration or institutionbuildirg; or 

Yes 
(5) community facilities and services in support


of projecs authorized under 
 this section toimprove tl:e shelter occupied by the poor? No 

Section 222(c)

Tthe .roject requires rhe use of
or conservation 
energy, was consideratior given to the use of
solar energy teclnolorics, 
where economically ortcchniciilly feasible" 

Ye:; 

Section 2 2 3 (a) 
ill -theA.T.D. guaranty fee be in an amountauthorized by A.I.D. in accordance with itsdelegated powers? 

Yes 

Section 223(f)

Fh-eIm aXImum rate 
of interest allowable to theeligible U.S. Investor as prescribed by the Administrator not more than one percent (1%) above thecurrent rate of interest applicable to housingmortgages insured by the Department of Housing

and Urban Development?
 

--__ _Yes
 
Scction 223(h)


il [_n Guaranty Ag-,ement provide that 

payment no
 

may be made under any guaranty issuedfor any loss arising out of fraud or misrepre
ientation for which the party seeking payment is 
rcsp,;ns ib le? 

Section 223(j) 

(1) Will the proposed Housing Guaranty he voor
dinated with and complementary to other
dcvelopment assistane in the host cointr. ? Yyn 

(2) Will the proposed Housing (uaranty demon
strate the feiisibiity of particular kinds of
housing and 
 other institutional arronge- Yes
ments? 
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(3) 	 Isthe project designed and planned by A.I.D. 
so that at least 90 percent of the .face value 
of the .proposed guaranty will be for housing 
suitable for families below the median 
incorie, or below the median urban income 
for housing in urban are.as, in the host 

Yescountry? 


(4) 	Will the issuance of this guaranty cause the 
face value of guaranties issued with respect 
to the host country to exceed $25 million in 

lb
any fiscal year? 


(5) 	Will the Lsuance of this guaranty cause the 
average face value of al housing guaranties 
issued in this fi,cal year to exceed $15 
million? __ 

Section 238(c)
 
VW7ll the gu,,ranty ;grecincnt provide that it will
 
cover only lenders who are "eligible investors'
 
within the meaning of this section of the statute Yes
 
at the time the guaranty is issued? ___
 

Criteria Under General Foreign Assistance Act
 
Authority.
 

Section 620/620A
 

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

2. 	 Is there any reason to believe that circum
stances have changed in the host country -o 
that it would now be ineligible under the 

country statutory checklist? rb 
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, I 	 S I 7eAID HANDBOOK 

5C() - CO_-)-1, C E _S 

"..:seA below are statutory 
criter:a appicable aenerallv to 
FAA 	funds, and criteria 
applicable tc indoividual fund 
sou:ces: DeveIc7ment Ass stance 
an6 	Economic SupZort Fund.
 

A. 	 P./ '''h£PAE Z FO? CO .., 

-: BI7L7TV 

1. Sec. 48I. =as it been No such determination has been made. 

dee:inet that the 
covernment cf the 
reci-lent ccunz:v has 
failed to take arecuate 
stews to :revet zarcotic
 
d:ucs and other
 
controlled substanoes (as
 
def-ined by the
 
Com-prehens.ve Drug Abuse
 
Prevention and Control
 
^ct of 1S70) Produced or
 
processed, in whole or :n
 
part, in such countr'llb' or
 
transported throuch such
 
country, from beiug sold
 
illegally within the
 

jurisdiction cf such
 
ccun:-y to U.S.
 
Government personnel or
 
their dependents, or from 
entering the U.S.
 
unlawfully?
 

2. 	 "lA Sec. 620(c). f 2. FAA Sec. 620 (c). 
assistance ls to a The GOH is not liable as a 
government, is the debtor under these conditions. 
government liable as
 
debtor or unconditional
 
guarantor on any debt to
 
a U.S. citizen for goods
 
or services furnished or
 
ordered where (a) such
 
citizen has exhausted
 
available legal remedies
 
and (b) the debt is not
 
denied or contested by
 
such covernment?
 

http:Com-prehens.ve


,-
 AID HANDBOOK 

3. F'.A 
ass 

Sec. 620(e)(). 
:ance is to a 

.f There is no evidence of such action. 

gove-:.-.e::., has - tinclud-I ng gOVern-ment 
acenc::es or subdivisicns) 
taken any action w'hich 
has the effect ofnatona~izin , 
erpropriati:nc, o: 
other ise se zinc 
ownership 0: control of 
Prcper:y of U.S. citizens 
or en:ttes benefi-ia.'v 

owned *v them without 
taking steis "o :ischarce 
4ts aobca'iI toa-d 
sucn citizens or entities? 

4. ? -. Sec. ?32 (C) , E2C (a),
62 0 ( f 6),- CD -2 
A==rcmr:a-:cr Act Sacs. 
522 ano 53. Is 
:ecirp'enz country a 
Cc-uni st country? Will 
assistance be provided t.o. 
Angola, Ca=Dodia, cuza, 
Lacs, Vie-nam, Syria,
Libya, :rac, or South 
Yemen? Will assistance 
be Provided to 
Afghanistan or Mozambicue 
without a Waver? 

NO, Honduras is not a communist country, and 
no assistance is provided under this nrolect 
to the snecified countries. 

5 ISDCA of 72 
727 and 730. For 
s mecl,_c restrictions on 
assistance to Nicaracua, 
see Sec. 724 of the ISDCA 
of 1981. Por s fic 

N1/AcsN 

restrictions on 
assistance to El 
Salvador, see Secs. 727 
and 730 of the ISDCA of
2.581. 

/6.FA Sec. 620j). Eas the 
country permztted, or 
failed to take adequate 
measures to prevent, the 
danace or destruction by 
mcb action of T.i. 

property? 

6. FAA Sec. 620 (j). 
In the past there have been incidents where 
the GOH has been unsuccessful in constrain
ing demonstrations against the U.S. Embass 
but this has not been the case for over 
fourteen years. 
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7. 	 FA Sec. 620 (1). as the 
c u7try _ailed tc enter
into an agreem-ent w'ith 
OP C? 

8. 	 FKA Sec. 620(o);

Fisnernen's potec-ive 

ACtc 6 : , as anenoed, 
Sec. 5. (a) tas:ne 

country seized, or
 
impcsed any penaltv or
 
sanction acainst, any
 
V.S. fishing act- es 
in ienatoaa waters? 

(5)I7'f so, has any
 
deduction recuired by the
 
?ishermen's Protective
 
Act been made?
 

9. 	 FkA Sec. 620(c.), PY 1982 
Apronra-.on Act Sec. 
517. (a) Eas the 
cover::nent of the 
recipient country been in 
defau1t for more t-a - ,'si:X 
months on inte:est or 
:rinci.pal Of an-y A!:) loan 

to the country? (b) =as 
tMe country been in 
de_a.t fcr more than one 
year on _4nte_-rest c: 
pr:ncipal on any 7.S.
 
loan under a =rocram for
 
which the aproprjation
 
bill 	apr_-cPriates funds?
 

_0. 	 FA Sec. 620(s). If 

conze1ia zed assistance
 
is development loan or
 
from Economic Suort
 
Fund, has the
 
Administrator taken into
 
account the amount of
 
foreicn exchance or other
 
resources which the
 
country has spent on
 
miltary ecuipment?
 
(Reference ,,ay be made to
 
the annual "Taking into
 

The OPIC Investment Guaranty Proaram is
 
in operation in the country.
 

Honduras has not seized or imnoseO anv
 
nenalties or sanctions aaainst U.S. fishina
 
vessels because of their activities in in
ternational waters durina recent years.
 

No.
 
(a)
 

(b) 	No.
 

N/A
 

http:Apronra-.on
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Consi 	 eration' memo: 
"Yes, 
taken into accoun
by the at
p-_ns-rator

time of ap=:ova, of 
Acencv _= This 
apo:oval by the 
Administrator of the
C.eratioral Yea: Budget 
can be the basis for an 

answer 
durinc
the fisca year unless
 
s-c-' izant changes in
cir:us:tances oczcr.) 

F-A Sec. 620(t). as the No. 
c:UnZrY severed 
diplomatic relations with
 
the United Sta-:es2
 
so, have they been
 
resumnec and 
 have new 
biLlateral 
assistance
 
agree.-ents been
 
necoiated and entered
 
into since such
 
resumm:ion?
 

.2. F-A Sec. 20(,). What .s Honduras is not in arrears as per Article
:ne aVnen' status of the of the U.N. Charter. This was taken intocountry's 
(obicati4ns? 

.N. consideration by the Administration in-f thecountry 	 determining the current AID OYB.is in arrears,
 
"-ere sich arearaces
 
taken into accoun: by tne
 
AID Adinis:raLo 
 in
 
determining the current 
A-D Operaticnal Year

Budcet? (-Reference

be mnade to the Taking

mav
 

intc Consideration 
 memo.) 

13. 	 FAA Sec. 620A- FY 1982 No. 
.. : i-_'on Ac- Sec. 

520. 	 Eas tne 
country

aided or abetted, by

granting sanctuary from
 
Prosecution :o, any

individual 
or croup which
has coaitted an act of
 
"n erna i onal 
 terrorism?
 
:as the country aided or 



abetted, by granting 
sanctuary frc= 
=rosecution to, any 
individual or group which 
has cc itted a war crime? 

14. 	 FkA Sec. 666. Does the 

country onject, on the 
basis of race, religion, 
national origin or sex,
 
to the presence of any 
officer or emplcvee of 
the U.S. who is =resent 
in such country to carry 
out eccnomic develc-mment 
p-ocram s unce: the FAA?
 

15. 	 FAA Sec. 669, 670. 'Eas 

tne country, after August
 
3, 1977, delivered or
 
received nuclear
 
enrichment or
 
reprocessing equipment,
 
materials, or technology,
 
w-thout sneci....ied 
arrangements o:
 
safeguards? Bas it 
transferred a nuclear 
explosive device to a
 
non-nuclear weapon state,
 
or if such a state,
 
either received or
 
detonated a nuclear 
explosive device, after
 
August 3, 1977? (FA
 
Sec. 	620E permits a
 
special waiver cf Sec.
 
669 for ?akistan.
 

16. 	 iSDCA of 1981 Sec. 720. 
Was the country 

represented at the 

Meeting cf Ministers of 
Foreicn Affairs and Eeads
 
of Delegations of the
 
Non-Aligned Countries to
 
the 36th General Session
 
of the General Assembly
 
of the U.N. of Sent. 25
 
and 28, 1981, and failed
 

No. 

Mo. 

16. ISDCA of 1981 Sec. 720. 
This has been taken into consideration 
by the Administration at the time of 
approval of the Agency OYB. 



e.- -" 

to disassociate itself 
fZOM the co.m-' n ue 
issued? If so, 

.

has :te
?resident taken it ino
account? (Reference may 
be mace to the Takinc 
into Consideration menc.)
 

17. --
SDC. of 1982 Sec. 721. 

See spec:ai 
recu: renients

for 	 assistance to Baiti. 

7.
FUD:NG SOURCE CRJTEI:A :O?
 
COUNTRY ELG:--L:Ty
 

1. 	Develom-nent Assistance
 
County: Cri-.e:a.
 

a. FAA Sec. 116. Eas the 
Department o4 State
deterined that this 
govern-Ment has encaced in 
a consistent pate-n 
gross violations Cf 
internationa!1y 
recocnized human rights?
 
if so, can it be 
demonstrated that 
contem-pated assistance


*I-- .h- .. .. .w-J 	 cirectly &ft
he
 
needy? 

2. 	 Economic SLuzoort 
und
 
Country Cl:eria
 

a. 	 FAA Sec. 502B. Eas 
it been dezezmE-ned that 
the country has encaced
in a consistent pattern 
of gross violations of 
internationally
 
recognized human richts?
 
If so, has the country

made such significant
;inprovements in its human
 
richts record 
that
 
:urnishing such

assistance is in the 
national interest.3
 

A ID H A ). O1v. - -

Disbursements for 
construction will not be made 
until construction is 
complete and mortgages or

other loans are presented.
 

,/A
 

No such determination has been made. 

N/A 



... .:- . •'::, H'NDBOOK , 5 e., er 30 1 82 33. " 

b. SDCA of 1981, Sec. 
725(!). :f ESF Is to be 
furunsbe to Argentina, 
has the Presi6ent 
certified that (2) the 
Govt. of Arcen-ina has 
made signiicant rog:ress
in . =an rights; and (2)
that the provision of 
such assistance is in the 
national inneres-s of the 
U.S.? 

c. ISDCA. of 1981, Sec. 

726(D). r Er
assistance :s to be 
furnished to chile, has 
the President certified 
that (:) the Govt. of 
Chile has -ade 
significant progress in
 
human richts; (2) it is 
in the national interest 
of the U.S.; and (3) the 
Govt. of Chile is not 
aidinc international
 
ter:orism and has taken
 
stens to brino 
to "ustice
 
those indicted in
 
connection w4ith the
 
murder of Orlando
 
Letelier?
 

N/A 

N/A 
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Lis:ed below are 	statutory

c:teria 
 e to projects.

This section is two
divided into 

parts. Part A. includes crite--a
 
applicable to 
 a" 	 trc-eB. app, es to z:o1ec ts. Paret 
from specific sources ony: B.l.

applies to 
all _:onects funded
 
with Develop-ment Assistance
 

B'""s
. ".. a=--ies t: -'rojez-s 
S:nded Develcmen
 

Assistance loans, and 3.3.

applies tO prcjects funred 
 om
 

C-SS ?--E?--NCS: 
 :S COUN,Y
 

C3ECKIST UP Yes

TO DATE? EAS 
STA NDZA, ITE 
CHECKLIST 3EEN 
? V-W D POR 
TE!S PRCJCT? Yes
 

A. 	 GEN-E?.AL CR-TE?.:A F?,C?ROJECT
 

1. 	 l-r troor-at==r on Act
 
Sec. I
FAA Sc 3A; 
Sec. 	E z3().
 

(a) Describe how 
 (a) The assistance is within the A.I.D.
authorizing and 
appro- allocation renorted to Conaress.
 
iations cc:--ittees cf
 

Senate and Ecuse 
have

been or will -be ntifieO ..... ed
 
concerning the project;
 
(b) is assistance within
 
(Operaticnal Year Budoet)
 
country Or international
 
orcanization allocation
 
reported to Congress (or

not more 
than $1 million
 
over that amount)?
 

2. 	 FAA Sec. 612(a)(2). Prior 
 Yes. 	Detailed estimates of
to oblz.cat.on 
in excess 
 technical assistance costs
of $100,00, will there be 
 are provided in the section 
relating to project inputs. 

http:oblz.cat.on
http:GEN-E?.AL
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(a) enginee rin;, fnan
cial cr other plans
 
necessary to carry out
 
the assistance and (b) a
 
reasonably firm estimate 
of the cost to the U.S.
 
of the assistance?
 

3..?A. Sec. Ella ... f 
±uzrner 1eg~slat ve 
action is recuired within
 
reciient counzry , what
 
is basis for reasonable
 
expectation that such
 
action will be ccnl eted
 
in time to ermit orderly
 
accomplishment of purpose 
of the assistance? 

4. 	 FA Sec. EJ.2(b) FY 1982 
rA:ro: --. on Act Sec. 

501. :f7 or water or 
water-related land 
reZ_....ce construction,
 
has project met the
 
standards and criteria as
 
set forth in the
 
Principles and Standards
 
for Planning Water and
 
Related Land Resources,
 
dated October 25, 1973? 
(See AD Sandbook 3 for 
new cuidelines. 

5. 	 F1A Sec. 6!!(e-). if 

:ro~ect is capital
 
assistance (e.q.,
 
construction), and all
 
U.S. assistance for it
 
will exceed Sl million,
 
has Mission Director
 
certified and Regional
 
Assistant Administrator
 
taken into consideration
 
the country's capahility
 
elffectivelv to maintain
 
and 	utilize the project? 

No leaislative action will be required
within recipient countr%,. 

P,/A 

M/A
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6. F'A Sec. 209. :s Project 
S Z7e.-= T. t execution 
es part of reciona! or 
,I" ter a, project? If so, whv Is project not so 

.... :--crmat~o.ted 

and co 
 uon whether
 
assistance wil encourage
regional deveopmnt
proofgrams.
 

7. FAA Sec. (02(a) 

.1"crmaZion and 

cOnclusions Whether

project wi1 encourage 

efforts of the 
countr 
to: (a) increase tbe 
flow of inrena-lonaj 
trade;(b foster private
initiati'-ve and 
Co4Metiton.0; 
and (c)
 
encourage develcpment and
 use of cooperat;ves, and
 
cedit unions, and
 
savings and 
loan
 
associatio.s; 
(d)

discourage monopojistic
pra-ct.c1s; (e) iProve 

echnica_ efficiency of
industry, agriculture and 
co--erce; and (f)
strencthen -free labor
 
unions.
 

. A-l Sec. 602!(b). 
Inf--=aZion and 
conclusions on how
 
project wil! encourage

D.S. private trade and
investment abroad and
 
encourace Private U.S.

particiat ion in fore-n
 
assistance procrams
 
(including use -of privatetrade channels and the
services of U.S. private 

,
enter=r 

AID HAN. , 'OOI-

The nroiects is not suitable 
ror
 
execution as part of a reaional or rul
tilateral nroject.
 

The Project will marainallv contribute
 
to increasin international trade due to
 
import component of construction. Piddina procedures nlus small scale home

improvement construction will discourane
 
monopolistic practices. 
mechnical
 
efficiency of 
 ormal housinq sector.to
 
be imnroved.
 

A nortion of trainina may be condu,
 
in the U.S.
 

http:sector.to
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9. 	 FAP Sec. 612 (hI, 636 (h); 
FY 1. 2 .. : a o 
Ac: Sec. 507. Describe 
steps :aKen to assure 
that, to the =amim=u 
extent possible, the 
countrv is con:ributinc 
local currencies to meet 
the cost of contractual 
and other services, and 
foreicn currencies owned 
by the U.S. are utilized
 
in lieu cf dollars. 

10. 	 FAA Sec. (12 . Does 
tne U.S. own excess 
foreign currency of the 
country and, if so, what 
arranaements have been
 
,nade for its release?
 

1l. 	 FAA Sec. 601(e). Will 
zbe nroiect utilize 
comnetitive selection 
procedures for the 
awarding of contracts, 
except where applicahle 
procurement rules allow 
ctherwise? 

12. 	 FY 1982 Ap~rotriation Act 
Sec..521. i- assistance 
is -or the proeuction of 
any commodity for export, 
is the ccModity..v likely
 
to be in surp2'us on world
 
markets at the time the 
resulting productive
 
capacity becomes
 
operative, and is such 
assistance likely to
 
cause substantial injury
 
to U.S. Droducers of the
 
same, similar or
 
competing commodity?
 

23. 1AA and118(c) (d). 
Does tne project comply 
with the environmpntal 
procedures set forth in 
AiD Requiation 16? Does 

The rovernment of Honduras and heneFi
ciaries are contributinn n4.7 million 
in local currency to heln defrav cost 
nnenitiires. 

The U.S. does not own such excess 
currenc,. 

Yes.
 

N/A 

Yes 



'E 7 .. I .- .-"- .P " 'I 
e , .4 

the 	projec: Or grog:a 
take in:o consiera:tion 
the Prcblen of the des
trUC:ion of :-opical 
fo-ests? 

. . . a. ,-	 Sahei 

.oje:-, nas a de-er-ina
tcmn been Made that the
 
host gove:nent has an 
adequate system for 
a=oCu:ninc for a-d 

-cn c11in- receipt and 
eX_--	-, ture Of project
funds (dollars or local 
cu:r-enc cenerated 
:here::o)? 

3.. 	 FUDNGc CRITERIA ?OR -?GjECT 

2. 	 Develcp-ment Assistance
?-c ec: Cr .:erla 

a. 	 F..1- Sec. 102 (b), 1:1,
1-3, 	2S1ta) enz :o 

.... " (a) 
eff ectivev invclve :he 
poor in develcp-ment, byexzendin: access to 
economyc at local level, 
.ncreas"nC labur-doen-

sive p)roduction and theuse c: approprate 
technclov, spreading 
nvestmen t out 	 from 

cities to small towns and
rura_' areas, and insuring
wide :a:-t±ci'at;On Of te 
Poc- :n 	 the benefits Of-	 &-
develomen t on a u-

tained basis, using the
 
app-cPriate U.S. 
inst..
tutions; (b) 	 help develop
coCperatives, especially
by technical assistance, 
to assist rural and urban 
DoO: to help themselves 
toward better life, and
 

AID HAPNDBOOK -

I/A 

Shelter solutions will be offered to the
 
poor, who could not otherwise afford their
own homes; employment benefittino low-in
come families will be cenerated by the
 
construction activities; 
the feasibility
of low-cost labor intensive annronriate 
housina construction technolocries will be 
assessed, and the Project will Promote the 
expanded deliverv, of low-cost shelter to

secondary 	 cities in Honduras as well as
 
assist the (.011 to develop &nnronriate urba:
development nolicies to stimulate invest
ment in 
a rance of urban settlements. 
dividual and Troup 

In
initiative will enbe

couraued aiven the technolorv of the solutions offered, and the Project willwil 	 nrovi'dt 
substantial benefits to women, 



AID HANDBOOK -, .: -Z .
 

otherwise encourage 
democratic p:*vate and 
local cover nental 
institutions; (c) support
 

-
the sef- I- efforts of 
develoi:nc countries; (d) 
p:c to'e the parti4i4ation 
of women in the national 
econom-ies of developinc 
ccunz-es and the 
improvement of women's
 
sta=us; and (e) utilize 
and encourace :egional 
cooperation by develo:ng 
countries?
 

b. ?_. Sec. 102, 102A, Yes 
104, 105, 10E. Does the 
prc-3ec: f::the criteria 
for the type of funds 
(functional account) 
being used? 

Sec. 1s 
enphasis on use of a-:c
vrtate technolocy 

c. s 107. Yes 

(relazive2; s.aiier, 
cost-saving, labor-usinc 
technolocies that are 
cene:a2,v Trios- a p:ro
=riate for the small1 
far-.s, small businesses, 

o=
and sma_11 incQes the 
poor)? 

d. Fka Sec. 10(a). W.. Under the Grant portion of the Project
 
the rectlzent coun:ry the counterpart contribution representn
 
provide at least 25% of more than 25% of the D.A. total.
 
the costs of the procram,
 
project, or activitiv 
with respect to which the 
assistance is to be 
furnished (or is the 
latter cost-sharing
 
requirement beine waived
for a 'relatively least 
developed' country)?
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e. FA Sec. :20b). N/AWil cran: c:apta
 
assistance be 
disbursed
 
fo- ?:oJec_ cvet more

than 3 years? :f so, 
 bas 
Jus=~~~ cation satis_
factory tC Concress been 
made, and efforts for
 
Other financing, or

the recipiien: country 

;s
 

-elatively least 

de.. a aD-a_ r: ectas ':_e crs:rUCt:Cn, 
expansion, e 

aliztera:t 

or 
! t y f a=ac .. a yorfa:i lites ca
 

S:,anced y _-D doll.
assistance of 'no-es
 

A-f no L*ess
than 2$00,0C0, includinc
 
related advisory,
manacerial and training
services, and not under
taken as art cf a 
project of p:edoa 

inantly technical
 

f 
 :- Sec. 122(b). Does Yes
 
the ac:Zv:ZV Yve
 
reasonabe 
 ro. se of
con-:ributing to the
develo-pent of economic
 
zesources, or 
 to the

Increase of productive
 
capacities and sef-sus
taming econonic growth?
 

g. FAJA Sec. 281(b).
Descrie extent 

The Project is designed to provideto which pr ogram reconizes Honduras with the wherewithall toaddressparticular needs, 
the its serious low-income housingneeds. It willdesires, and capacities contribute to strengthenin

of the people of the 
and mobil:'e the position of public andprivate iLstitutions
country; to participate inutilizes the addressing these shelter needs.
Country's intellectual
 

resources 
to encourage
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istituionia! development; 

and supports civil 
education and training in 
skills recuired for 
effective Dar i c :;aton in 
governmental processes 
esentia! to self-covern-ment. 

2. Develc~ment Assistance Project 
Criterla (L:oans Onv) 

a. FAA Sec. 122(b). 
7-.c:ma*..on and conclusion 

N/A 

on capacitv of the country 
to repav the loan, at a 
reasonable rate of interest. 

b. FA- Sec. 620(d). :f 
assistance is for any 
=roductive enter:r2ise which 
will compete with U.S. 
enterprises, is there an 
acreement by the reci=nent 
country to .revent export 
to the U.S. of ;-ore than 
20% of the enterpr4,e's 
annual production during 
-he life of the loan? 

N/A 

c. _'SDCA of 191, Sec. 724 
(c) and (d). :t or 
Nlcaracua, doe's the loan 
agreement recuire that the 
funds be used to the 
iaximui extent =ossibhe for 
the private sector? Does 
the project provide for 
Monitoring under FAA Sec. 
624(g)? 

N/A 

3. Economic SuvDort Fund 
Propect Criterla 

a. FAA Sec. 53i(a). Will 
this assistance promote 
economi: or political 

N/A 



c 

TC 
the extent
 

Possible, does 4- reflect
the policy dl:rec:ions of
kAA Section !2
 

b. Sec...." 
 - f
asssane Unaer t'4
 
chapter be used for=i~ta-, or 
paai1itaryv

aciviies? 

?AA Sec. _34. Wi2
e" sd cofinapnce 

the ccns:ru: ct.on of 
the
operaicn or main:enance
 
cf, or the su 
 vinc 
fuel icr, 
a -uciea:
 

- .. - so , has the
 
dr
sdent cert.ifed thatsuch use cf 
funds 4s


i4ndisDensable to
 
Zer
n.n :r:c 1 f a-i4on 

obJ ective5?
 

d-
 7,A Sec. 

c ~O=,_Oc"
z-es are to 'e
9rantec so :ia: sale
-"oceeds w'il accrue 
to
 
the rec i 
itn. country,

have Special Account
 
(counte-:a-r)

ar:ancements been made?
 

N/A 

N/A 

N09
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5C(3) - STANDARD ITM CECKL:ST 

Listed below are the statutory
 
items which normally will be 
covered routinelv in zhose 
provisions of an assistance 
agreement dealing with its 
.mle2nt.ation, or covered in the 
acreement by imzocsL,-C limits on 
certa:?, uses of funds. 

These items are ar-a:ed under 
the ceneral headings of (A)
 
Procu:enent, (B) Construction,
 
and (C) Cther Restriztions.
 

A. 	 Procurement 

1. 	 F~2 Sec. 602. Are there Yes
 
arrangements tc permit
 
U.S. small business to
 
participate equitably in
 
the furnishing of
 
comrodities and services
 
financed?
 

2. 	F7A Sec. 04ka). Will a!1 Yes
 
v-ocuremen: De from the
 
b.S. except as otherwise
 
dezermined by the
 
President or under
 
delec-ation from him?
 

3. 	 F;A Sec. 604(d). f the 3. FAA Sec. 604 (d). 
cooperating country
 

discriminates ecainst Honduras does not practice such
 
marine insurance discrimination.
 
companies authorized to
 
do business in the U.S.,
 
will cc-mmodities be
 
insured in the United
 
Stazes acainst marine
 
risk with such a company?
 

4. 	 FAA Sec. 604(e); !SDCA of N/A
 
1980 Sec. 705(a). If
 
offshore procurement of
 
agricultural commodity or
 
product is to be
 



financed, 
is there
 
provision aga.inst 
such
 
procurement.when the
domestic price of 
such
 
commodity is 
less than
pa-ity? (:xce=tion where
cormodity financed could 
not reasonably be
 
procured in u.S.) 

5. FAA Sec. 6 04(c). ill N/A
 

ccns.ruc,'on or
 
engineering services be
 
procured from 
=:r-s of
countries otherwise
 
eligib le under Code 941,

but which have attained a

competitive capabiity in
int-ernational markezs in
 
one or 
these areas?
 

6. FAA Sec. 603. Is the 
 N/A

sr=pzng excluded from
 
compliance with
 
requirement in sec-ion
 
901(b) of the Merchant
 
Marine Act of 
1936, as
amended, at_-U
'-ae4 = 
per centu;" of the gross

tonnage 
of commodities
 
(computed separately for
 
dry bulk carriers, dry
 
cargo liners, and
 
tankers) financed shall
 
be transported 
on

privately owned U.S. flagcommercial vessels to the 
extent that such vessels 
are available at fair and
 
reasonable rates?
 

7. FAA Sec. 621. 
 If 
 Yes
tecnnica! assistance is 
financed, will such
assistance be furnished
 
by private enterprise on
 
a contract basis 
to the
 
fullest 
extent
 
practicahle? 
 If the
 
facilities of other
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Federal agencies will be 
utilized, are they 
particlularly suitable, 
not competitive with 
private enterprise, and 
made avai!zIle without 
undue interference with 
domestic programs? 

S. :nternational Air Yes 
-ans-.ort. Fa r 

Co Det-tlve Practices 
Act, 1574. If a-r 
t:ransportation of persons 
or property is financed 
on grant basis, will u.S. 
carriers be used to the 
extent such service is 
available? 

9. FY -982 Anrc.Driation Act Yes 
Sec. 504. If the U.S. 
Government is a party to 
a contract for 
procurement, does the 
contract contain a 
provision authorizing 
ter7mination of such 
contract for the 
convenience of the inited 
States? 

B. Construction 

2.. FAA Sec. 601(d). If N/A 
cap lza. (e.g., 
construction) project, 
will U.S. engineering and 
professional services to 
be used? 

2. FAA Sec. 612(c). If N/A 
contracts for 
construction are to be 
financed, will they be 
let on a competitive 
basis to maxm:umn extent 
practicable? 
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3. FA.. Sec. 620=k). 0ffor 
co"Iszruct:lonof 
Productive ente -,se
will acccrecaze value cf 
assistance -o be 
furnished by the U.S. 
exceed S200 Mi-llon 
(eyce=t fcr P:roductiveenter=r~ses 4 Egrc

en~ez-rise thatwere described in the C:)? 

N/A 

C. Other est=:_-s 

2- FIA Sec. 22(b . 
ceve_,c=menz loan, is 
interest :ate at jeast 
per annum during grace
period and at least 2% 
per annun :hereafter? 

2% 

N/ 

2. 3AS~c. 201(d). -f fund
is esza,:Isnea solely by
U.S. contributions and 
adinisted by an 
internatioal 
o: ganizaticn, does 
Comptroller General haveaudit rch ts? 

N/A 

3. F-A.Sec. 620(h). Dc Yes 

arrancen --exis t to
Insure that United States 
foreign aid Is not used 
;n a manner which, 
contrary to the best 
interests of the United 
States, promotes orassists the foreign aid 
Projects or activities of 
the Co=rmunist-bloc 
countries? 

4. Will arrangements preclude 
use of financing: 

a. FA-A Sec. 104(f); FY 
1982 ;z=:r~ratjonAc' 
Sec. 525: (2) To pay for 
performance of abortions as a method of -amilv 

Yes 



AID HLNDBOOK .. - . , r1=, 

plannin c or -o motivate
 
or coerce persons to 
practice abortions; (2) 
to pay for perfcrnance of 
involunt:ary sterilization 
as method of familv
 
p!anninc, o: to coerce or
 
provide financ-al
 
incentive to any pe:son
 
to undergo ster4-ization;
 
(3) tc.av for any 
biomedical research which 
relates, in whole or 
part, to methods or the 
per:fcrmance of abortions 
or involuntary
 
s:._-4Zat4ons as a means
 
of family planning; (4)
 
to lobby for abortion?
 

b. F A Sec. 620(c). To 

compensaze owners for
 
expropriated nationalized
 
property?
 

c. FA. Sec. 660. o 
provide :ranjng or 
advice or provide any 
financial spport for 
police, pr4sons, or other 
law enforcement forces, 
except for narcotics 
progr ams?
 

d. FAA Sec. 662. For 

CIA actIvities?
 

e. F1A Sec. 636(i). For 

purchase, sale, long-term
 
lease, exchange or
 
guaranty of the sale of
 
motor vehicles
 
manufactured outside
 
U.S., unless a waiver is
 
obtained?
 

f. FY 1982 Apropriation 
Act, Sec. 503. To pay 
Pensions, annuities, 
retirement pay, or 

Yes
 

Yes
 

Yes
 

Yes
 

Yes 
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epteber 30, ID HADBO1982 13:4N 
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adjusted service

compensation for 
military

personnel?
 

g. 
FY 1982 Arocriation 

Act, Sec.505. Yes
 

To pay
U.N. assessments,
 
arrearages 
or dues?
 
h. FY 1982 
A=r:O-riation 

Act, Sec. 506 Yes
' To carr-v
 
out provslOns of 
 A_

section 209(d) 
(Transfe
of FA funds -o
 
multilateral
 
organizations for
 
lending)? 

FY1982Aprooriation1.Act-,Se. 5 Yes
0. 
 ToYes
 
finance 
 bhe export of
nuclear eauipment, fuel,
or technology 
or to train
foreign nationals in
nuclear fields?
 

j. FY
Act,Sec 982Anroriation5.1. Will 
No such assistance will be provided.
assistance te providedfor 
the purpose of aiding
the efforts of 
the
 

government of 
such
country to repress the
legitimate richts of the
population of 
such
 country contrary to the
Universal Declaration of
 
Human Rights?
 

k. FY 1982 Apropriation
Act,Se..515. 
To be--

used for publicity 

Yes
 
or


propaganda 
purposes

within U.S. not
authorized by Congress?
 



ANNEX D
 

Y CREDITO PUBLICOSECRETARIA DE HACIENDA 


REPUBLICA DE IIONDURAS
 

N9 . S-..9-84.. 
Tegucigalpa, D.C. Septiembre 14, 1984. 


Seflor Director
 
Agencia Internacional para el
 
Desarrollo (A.I.D.).
 
ANTHONY CAUIERUCCI
 
Su Despacho.
 

Sefor Director:
 

Conscientes del grave problema que representa el fuerte dficit 
y de la necesidad de impulhabitacional que existe en Honduras 

sar programas tendientes a su soluci6n, la Secretaria de Hacienda 

y Cr6dito Pblico y el Banco Central de Honduras, en nombre y re
por estede la Repdblica de Honduras,presentaci6n del Gobierno 

a Honduras un monto total de -
medio solicitamos que se asigne 

bajo el Programa de Garantias Financieras para
US $25.0 millones, 

en forma de donaci6n
Vivienda (HG) y fondos de asistencia t~cnica 


por un monto de US $ 700,000.00.
 

el bajo nivel de ingresos de poblaci6n y los
Tcnando en cuenta 

que plantea para la economia hond.irefa el d6ficit de
problemas 	

su 
el derechoBalanza de Pagos, el Gobierno de Honduras se reserva 

de negociar con AID la utilizaci6n de estas garantias 
de tal mane
 

ra que se 	pueda evitar que el costo financiero de los recursos a 

tenga un efecto adverso sobre las posibilidades de adq_!obtenerse 
el Gobierno actual

sici6n de 	viviendas y sobre los esfuerzos que 
el impacto del servicio de la Deuda Ex

mente realiza para moderar 

terna sobre la futura capacidad de pagos del pals.
 

con ruestras de nues-
Nos es grato suscribirnos del Sefior Director 

~iw ra consideraci 6n y estima. 

PteEal
EL FOC CHA F. 

', stro de Hacienda y 
duras.Cr6dito Plblico. 


http:700,000.00


ANNEX E
 

DRAFT OF PROJECT DESCRIPTION FOR PROJECT GRANT AGREEMENT
 

AMPLIFIED PROJECT DESCRIPTION
 

Project Goal. The overall goal of this Project is to provide access to
 

shelter to low-income Honduran families through increased involvement by the 
private sector and to generate employment to help reactivate the economy. 

Project Purpose. The purpose of the Project is: (1) to develop within INVA 
the added capability to prod ice low-income solutions through collaboration 
with the private sector and to strengthen INVA co become a more financially 
self-supporting public housing agency; and (2) to increase the range of 
institutions who finance, produce, and deliver low-income housing solutions by 
involving private sector finance, construction, and marketing entitiies. This 
will accelerate unit production and increase employment opportunities.
 

Project Outputs. The outputs of the Project are divided into physical and
 
institutional outputs as follows:
 

Physical Outputs. A estimated total of 8,000 shelter solutions will be
 

produced, consisting of: (a) serviced lots; (b) 3m2 wet core units; (c) 
18m 2 basic core units; (d) one-bedroom units; and (e) home construction
 
and improvement loans to upgrade sites and services and core units. The
 
distribution of numbers of solutions among these activities will be
 
conditioned on the results of detailed market demand studies.
 

Institutional outputs will consist of:
 

INVA: (a) a reorganization plan for INVA reflecting its greater reliance 
on the private sector and to imporve its management of operating 
expenses; (b) an improved cost-accounting system to monitor and control 
project development and institutional costs; (c) an improved financial
 
planning system to monitor the INVA portfolio and develop the
 
informational base to establish interest rate policies and to implement
 
financial management decisions; (d) development of a basic information
 
base to determine market potentials for the development of low-cost
 
projects; and (e) an expanded capacity in INVA to service mortgages,
 
finance units, and promote the delivery of low-cost shelter in cities
 
other than T#"-ucia]pa and San Pedro Sula.
 

Private Sector: (a) the involvement of private sector finance
 

institutions in the production of low-cost shelter, including mortgage 
and construction financing; and (b) the assumption of construction and 
marketing risks by the private construction contractors involved in 
low-cost shelter. 



Policy Studies will be conducted in the following areas to supportGOH in development of strategies 
the 

for shelter and urban development: (a)resource mobilization; (b) urban infrastructure development; (c) the roleof the savings and loan system; 
(d) technically efficient solutions; and
 
(e) evaluation.
 

Project Finance. 

Guaranty Loan 

The Project will be financed with a $25,000,000 Housingto provide the long-term financing for the physical outputs.these resources, $15,000,000 Of
will finance the public sector solutionsconsisting of sites and services, wet cores, basic cores, andconstruction/improvement home

loans; $10,000,000 will finance the private sectorprogram of one-bedroom units. 
Reallocations of these resources will bepermitted with the prior approval of AID as may be required by market
conditions. Counterpart contributions of $4,700,000 will be provided by ILVA($1,500,000), private financial institutions ($1,000,000), and 
beneficiaries
($2,200,000). 
 To support the institutional and policy outputs, $700,000 in
development assistance grants will be provided. 
 Also, up to $5,000,000 in ESF
may be made available to support the program implementation.
 

TABLE I 

FINANCIAL INPUTS (000's US$) 

Public Sector 
$ 17,480 

HG 
INVA 
Beneficiaries 1/ 

15,000 
1,500 

980 

Private Sector 
12,220 

HG 
Private Financial Inst. 
Beneficiaries 

10,000 
1,000 
1,220 

Sub-Total 
Technical 

Physical Investment 
Assistance 29,700 

700 

Total Investment Package 
$ 30,400 

1/ Beneficiary contribution 

home improvement loans. 

includes downpayments, except in the cases of 



TABLE II
 

DISTRIBUTION OF RESOURCES TO PROJECT ACTIVITIES
 

Project Activity AID Host Country 1/ TOTAL
 

- Sites arid Services $ 2,929,000 571,000 3,500,000 12 
- Wet Core Units 4,853,000 947,000 5,800,000 19 
- Basic Core Units 4,518,000 882,000 5,400,000 18 
- 1 Bedroom Units 10,000,000 2,000,000 12,000,000 39 
- Construction loans 2,700,000 300,000 3,000,000 10 
- Technical Assistance 700,000 .2/ 700,000 2 

$ 25,700,000 4,700,000 $ 30,400,000 100 %
 
(85%) (15%) (100%)
 

1/ Including beneficiary down payments, INVA counterpart, and private sector
 

cofinancing. 
2/ The GOM will make an in-kind contribution which will include counterpart
 

salaries, space, and the value of data processing equipment and software
 
purchases in support of the technical assistance program.
 

3/ The allocation of resources to sites and services, wet core and basic
 
core solutions is illustrative and subject to verification of market
 
demand.
 

THE GRANT COMIPONENT OF THE PROGRAM 

Objectives of the Grant Project. The Grant funds obligated in this Project
 
Agreement will be utilized to finance technical assistance considered
 
necessary for the implementation,of the Shelter for the Urban Poor II Project
 
and to do policy studies in support of the shelter sector and urban
 
development. The principal specific objectives of the Grant are: (1) to
 
assist INVA and the private sector to improve the develooment and delivery of
 
low-cost shelter solutions; and (2) to assist the GOH, through a series of 
policy studies, to develop shelter and urban development t.:trategies to deal
 
with the provision of adequate levels of low-cost housing and related
 
infrastructure.
 

tr.ant Outputs. The expected outputs in the drea of technical assistance to
 
INVA are: (1) improvement in the internal management of its technical staff, 
its management of the turnkey construction system, and its inspection system;
 
(2) improved coordination and monitoring of insfrastructure construction for
 
the timely delivery of completed units for sale; (3) improved promotion of the
 
sales of solutions under INVA's turnkey program and of locally appropriate
 
materials such as bahareque and adobe; (4) improved efficiency of INVA's
 
management of its home improvement loan prcgram; (5) training and short-term
 
technical assistance for INVA's staff in the areas of marketing surveys and
 
techniques; information management systems and data processing; and financial
 
planning, cost accounting and internal auditing; and (6) to assist RHUDO, BCH,
 



and INVA to promote private sector involvement in low-cost shelter finance,production, and marketing including, where appropriate, training and technicalassistance to participating private sector entities. The technical assistancewill be structured to provide RHUDO with the technical input required for

approval and acceptance of projects. 

The expected outputs in the 
area of policy studies are: 
(1) a study of the
proposed structure of 
the Social Housing Fund and alternatives to mobilize
domestic resources for the long-term financing of the shelter sector; (2) ananalysis and recommendations on 
the savings and loan system to make it more
competitive with other financial institutions; 
(3) an analysis of wet-core and
sites and services solutions to determine their technical efficiency, and the
social and economic efficacy of these alternatives vis-a-vis other
alternatives to solve low-income shelter needs; (4) an Urban DevelopmentAssessment 
to outline an economically achievable short- and long-term strategy
for urban investment with a specific focus on the minimum socialinfrastructure requirements and phsycial
to support further shelterdevelopment, with particular emphasis 

and economic 
on water and sewerage infrastructure;and (5) an evaluation of the program to provide guidance on follow-on
 

activit "es. 



Grant Financial Inputs. The following table summarizes 
financial inputs for the Grant Project. 

TABLE III 

SUMMARY OF TECHNICAL ASSISTANCE 

No. of 
Person-months 

1. Resident Advisors 
a) Project Advisor 
b) Technicai Advisor 

P400,000 
36.0 
36.0 

2. Policy Studies 
a) Resource Mobilization 
b) Urban Development Strategy 

c) Assistance to the S&L System 
d) Technically Efficient 

Solutions/Evaluation 

3.5 
3.0 

3.0 

2.5 

3. Short term Advisors 
a) Markeiing 

Market Surveys 
Marketing Techniques 

2.0 
2.0 

b) Management Information System and
 
Data Processing 

Management Information System 2.0 
Data Processing 2.5 

c) Financial, Planning, Accounting
 
and Auditing
 

Financial Planning 3.0 
Cost Accounting 1.0 
Internal Auditing 0.5 

4. Training - Various 

Grand Total 


the allocation of the 

Cost Subtotals 

$ 300,000 
100,000 

42,000 
36,000 

36,000 

30,000 

24,000 
24,000 

144,000 

156,000 

24,000 
30,000 

36,000 
12,000 
6,000 

24,000 24P000 

$700,000 



UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGEIICY 

AGENCY FOR INTERNATIONAL DEVELOPMENT 	 7NNEX F 

WASHINGTON. D C 20523 

ASSISTANT 
ADMINISTRATOR 

GUARANTY AUTHORIZATION
 

PROJECT NO. 522-HG-OOBA
 

PROVIDED FROM: Housing Guaranty Authority
 

FOR: 	 The Republic of Honduras
 

Pursuant to the authority vested in the Assistant Administrator, Bureau for
 
Latin America ind the Caribbean, Agency for International Development, by the
 
Foreign Assistance Act of 1961, as amended (FAA), and th._ delegations of
 
authority issued thereunder, I hereby authorize the issuance of guaranties
 
pursuant to Section 222 of the FAA of not to exceed Twenty Million Dollars
 
($20,000,000) in face amount, assuring against losses (of not to exceed one
 
hundred percent (100%) of loan investment and interest) with respect to loans
 
including any refinancing thereof by eligible U.S. investors (Investor)
 
acceptable to A.I.D. made to finance housing projects in the Republic of
 
Honduras.
 

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 a grace period of up to ten (10) years on
 
repayment of principal and a grace period on payment of
 
interest. The guaranties of the loans shall extend for a
 
period beginning with the disbursements of the loans and
 
shall continue until such time ds the Investor has been
 
paid in full pursuant to the terms of the loans.
 

2. 	 Interest Rate: The rate of interest payable to the
 
Investor pursuant to the loans shall not exceed the
 
allowable rate of interest prescribed pursuant to Section
 
223(f) of the FAA and shall be consistent with rates of
 
interest generally available for similar types of loans
 
made in the long-term U.S. capital markets.
 

3. 	 The Republic of Honduras Guaranty: The Republic of
 
Honduras shall provide For a full faith and credit
 
guaranty to indemnify A.I.D. against all losses arising by
 
virtue of A.I.D.'s guaranties to the investor or from
 
non-payment of the guaranty fee.
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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 lans plus d 
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.
 

Victor M. Rivera
 
Assistant Administrator
 

Bureau for Latin America and the Caribbean
 

Date 

Clearances:
 

PRE/H:SPWalsh/j-4

PVitale ' %1 

GC/H:MGKitay ' t4 /.
FM/LMD:HShropshire-
, j2-


SPapas. U7----i7 
DAA/LAC:MDBrown
 
GC/LAC:RMeighan ,
 
LAC/DR:ILevy
 

LAC/CAPkPAskin-. 
 3 __PPC/PDAR: sley
 

GC/H:BDavis:gjg 9/25/84 #1421P X23054
 



UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

WASHINGTON, D' C 20523 

ASSISTANT 
ADMINISTRATOR 

GUARANTY AUTHORIZATION
 

PROJECT NO. 522-HG-008B
 

PROVIDED FROM: Housing Guaranty Authority
 

FOR: 	 The Republic of Honduras
 

Pursuant to the authority vested in the Assistant Administrator, Bureau for
 

Latin America and the Caribbean, Agency for International Development, by the
 

Foreign Assistance Act of 1961, as amended (FAA), and the delegations of
 

authority issued thereunder, I hereby authorize the issuance of guaranties
 

pursuant to Section 222 of the FAA of not to exceed Five Million Dollars
 

($5,000,000) in face amount, assuring against losses (of not to exceed one
 

hundred percent (100%) of loan investment and interest) with respect to loans
 

including any refinancing thereof by eligible U.S. investors (Investor)
 

acceptable to A.I.D. made to finance housing projects in the Republic of
 

Honduras.
 

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

1. 	 Term of Guaranty: The loans ma extend for a period of up
 
to thirty years (30) from the date of disbursement and may
 

include a grace period of up to ten (10) years on
 

repayment of principal and a grace period on payment of
 
interest. The guaranties of the loans shall extend for a
 

period beginning with the disbursements of the loans and
 
shall continue until such time as the Investor has been
 
paid in full pursuant to the terms of the loans.
 

2. 	 Interest Rate: fhe rate of interest payable to the
 
Investor pursue to the loans shall not exceed the
 
allowable rate 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.
 

3. 	 The Republic of Honduras Guaranty: The Republic of
 
Honduras shall provide for a full faith and credit
 

guaranty to indemnify A.I.D. against all losses arising by
 
virtue of A.I.D.'s guaranties to the Investor or from
 

non-payment of the guaranty fee.
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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

determlne upon disburscruent of the 
loans.
 

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

Victor M. Rivera
 
Assistant Administrator


Bureau for Latin America and the Caribbean
 

October 1, 1984
 
Date
 

Clearances:
 
PPC/PDPR: HTo wlq
 
PRE/H:SPWalsh.


PVitale_ 212 lki'N 
GC/H:MGKitay I Iv 
FM/LMD:HShropshire 

-

SPapas .-K /

GC/LAC:RMeigha ~§ 
 4
 
LAC/DR: ILevy 

Riorda nj
LAC/CAJP sin 2 
DAA/Lt::, Brown "_"
 
GC/H:BDa T :gjg 9/25/84 #1421P X23054
 



ANNEX G
 

DELIVERY PLAN
 

The pro ject will be implemented over a 4 year period beginning in 1985 It
 
will consist of the production of shelter solutions to be implemented through 
two separate programs: 

- A public sector program developed by INVA --generally sites and services, 

wet core units, and basic units-- all of wlich will be developed by the 
private sector under the turnkey delivery system. 

- A private sector program, whereby qualified financial institutions will 
finance develiopment and construction of units affordable at the 40th 
percentile. The Central Bank will disburse long-term loans against 
mortgages, and private banks will guaranty repayment of mortgages. 

The location, size, and ultimate composition of the various projects developed 
with INVA financing will be predicated on market studies to be carried out by 
INVA, prior to project design and developer/builder participation. 
Private-sector Jro,, )tor- and banks will decide whether or not to participate 
in the program, with the locations and sizes of their projects based on their 
own judgements and studies of the market. The speed at which the individual 
projects will be implemented will depend on the efficiency of the implementing 
agencies as well as the capacity of developer/builders participating in the 
program. The programs designed in this paper are illustrative, based on the 
best information available as to the probable program design. Guidelines will 
be prepared for both programs; in the INVA program by INVA, and in the private 
sector prograw by the Central Bank. They will be based on criteria contained 
in this Project Pmer and the Implementation Plan. 

Depending upon actual implementation experience, resources will be reallocated
 

as appropriate to facilitate timely implementation. For example 5 million
 
might be transferred to the private sector program if it were comp-eted before 
INVA committed its first Wi0 million.
 

In addition to the physical production and delivery of units, the technical 
assistance program -- in the form of both resident and short term advisors, 
studies, and participant training-- will form an integral part of the delivery 
plan.
 

1. INVA Program
 

All Implementation Agreement negotiations should be completed and 
documents finalized by January 1985. INVA will advertise for proposals on or 
before that date for developer/builders who are interested in participating in 
the program through the turnkey delivery system or turnkey-plus-sales (wherein 
the promotor takes the sales risk as well). The invitation to bid will
 
clearly state the criteria under which interested developer/builders may 
participate. INVA will be ready to award turnkey contracts on or about the 

time the final contract and guaranty documents are signed. The first 
disbursement should occur before the end of the year and the total amount 
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disbursed that year should be approximately $2.25 million.
applications At the same time,for home-extension loans will have been receivedthe assumed breakdown and, based onof solutions built underwill be disbursed for this purpose. 
this program, about $382,500

Based on 
these assumptions, INVA will
produce about 711 solutions and make about 480 home extension loans in 1985.
 
In the three subsequent years, production

to Increase, rangirg 
under this program is expectedfrom about $3.1 million in 1986 $3.7to million in 1988.The number of units produced will also increase; however, due
of inflation, to the effectsthe increase in the number of units over 1,000 units annually. 

will only average slightlyBy the end of 1988, all funds w.ll have been
disbursed and the project completed.
 

2. Private Sector Pro ram 

This program should begin at 
about the same time as the
however, due INVA program;to the expected higher level of production by private sector,
this component 
should be completed by 
late 1987. In
about the first year, 1985,
t2.0 million will be disbursed, which will finance about 325 units.
Over the next 
two years, the level of disbursements will be 
at $4.0 million
 per year, with 1,100 units being built.
 

3. Technical Assistance 

a. Long Term Advisors 

The resident 
advisors are expected

the first to take up their position duringquarter of 1985, remaining in Honduras for a three year period, oruntil early 1988. Therefore they will be 
able toassistance provide advice andto INVA from 
when most of the 

the early beginnings of the program through the period 
be assigned to 

projects will have begun or been completed. They will alsothe project during the entire life of the Private Sector
Program.
 

b. Studies
 

The studies will be carried out during the

depending on the recommendation 

life of the program

of the resident advisor. 

c. Short-Term Advisors 

A major part 
of the short 
term technical assistance will occur
during the first two years of the project, to assist INVA in
so as
establishing the programs and systems necessary to implement the program. 
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d. 	 Particiant Trainin
 

Timing for participant training will be determined in connection
 

with 	 the studies and short-term advisor components of the Technical Assistance 

and will be based in part on the availability of appropriate opportunities in
 

Spanish.
 

4. 	 Total Investment Program 

The following table shows the breakdown of investment by type of solution 

over the life of the project. The investment figures take into account the 

expected effects of inflation. 

TABLE G-1
 

INVESTMENT SCHEDULE
 

INVLSTMENT (000's $US) 

Type 	of Solution 1985 1986 1987 1988 TOTAL
 

Site and Services 524.4 874.0 1,048.8 1,048.8 3,496.0
 

Wet Core 865.3 1,442.1 1,730.5 1,730.5 5,768.4
 

786.6 1,311.0 1,573.2 1,573.2 5,244.0
Basic Core 


Home ext. loan 445.7 742.9 891.5 891.5 2,971.6
 

1 bedroom 	 2,444.0 4,888.0 4,888.0 . 5,244.0 

5,066.0 9,258.0 10,132.0 5,244.0 29,700.0Sub-Total 


Technical Assistance 250 250 100 100 700
 

T 0 T A L 5,316 9,508 10,232 5,344 30,400
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TABLE G-II 

PROJECTED TOTAL DISBURSEMENT 
HOUSING GUARANTy RESOURCES 

(Thousands of 3) 

Program 
 1985 
 1986 
 1987 
 1988 
 Total
 

INVA
 

- Construction 
 1,867.5 3,112.5 
 3,735.0 3,735.0 
 12,450 
- Loans 382.5 
 637.5 
 765.0 
 765.0 
 2 550
 
Sub-total 
 2,250.0 
 3,750.0 4,500.0 4,500.0 
 15,000
 
Private Sector 
 2.000.0 
 4 000 0 4 000.0  00001ffttt
-~tt, Afl 
 ",,
1 0000
Total 
 4,250 7,750 8,500 
 4,500 
 25,000
 

TABLE G-III 

POSSIBLE STRUCTURE OF HG BORROWING
 
(Thousands of 1)
 

May 1985 February 1986 
 December 1987 
 Total
 
5,000 
 15,000 
 5,000 
 25,000
 



A N N E X H
 

CHARACTERISTICS AND STRUCTURE OF THE PRIVATE SECTOR PROGRAM
 

The proposed HG-008 program earmarks USlO million for low-cost housing
 

program involving the private sector (it should be noted that even the "public
 

sector" portion of the project to be implemented by IVA will rely extensively
 

on private sector developers and builders). This would allow private banks
 

and developers to plan, develop, finance, construct, and iell low income
 

housing with relatively few bureaucratic controls or supervision. Private
 

market conditions rather than government supervision would determine the
 

characteristics and success of the subprojects.
 

The major benefits from such an approach are that (a) private capital will be
 

invested in the low-cost housing sector, especially in interim financing; (b)
 

there will be a lower overhead cost involved in administering the projects;
 

(c) a positive experience for the private sector might result in additional,
 
autonomous investments in low-cost housing solutions by that sector; and (d)
 
selling and credit risks will be borne by the private sector.
 

The private sector component of the project will involve several inctitutions:
 

the Central Bank, private commercial banks, savings and loan associations,
 
private developers and builders, and real estate companies. The Central Bank
 

of Honduras will be the administrator of the program. The Ministry o,'Finance
 

will pass funds with no markup to the Central Bank. These funds will
 
be deposited in a trust account already established in the bank for the
 

exclusive purpose of providing low income housing loans through the private
 

sector.
 

The Central Bank will announce and promote the program among the major private
 

banks and developers, and will accept and review proposed projects submitted
 
by these for financial and technical feasibility and adherence to program
 

guidelines. The major criteria for approving projects will be (a)
 

availability of urbanization services; (b) a cost per unit, including land,
 

urbanization and construction, affordable by below median-income families; (c)
 

down payment requirements no greater than 15%; and (d) monthly mortgage
 
payments (including all commissions, fees, insurance, principal and interest)
 

no greater than 25% of the calculated median monthly family income of families
 

as approved by A.I.D. for that community. Projects will be submitted by 

private financial institutions ready to accept the risks of construction, 

sales, and mortgage servicing. 

On approving a project for financing under the program, the Central Bank will
 

make a commitment to provide the long term taKe-out financing of mortgages
 

that will be held and serviced by the private banks or savings and loan
 

associations. The developer is responsible for securing interim construction
 
financing, utility services, and other improvements for constructing the
 

houses. Minimal supervision of the project will be provided by the Central
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Bank. It is the 
responsibility of 
the respective private 
financial institutions and local 
municipal authorities 
to provide technical supervision of
construction. the
The Central Bank, in coordination with the Ministry of Finance,
will require such guarantees and controls as 
it deems necessary to protect the
interests of the GOH in the private 
sector of the program.

institutional guarantees for 

These may include
 
the private financial institutions, limitation of
the offer to financially sound 
institutions 
and selected builders, FHA mortgage insurance 
or other acceptable insurance, 
on-site inspection, or other
 

controls as required.
 

Upon completion of 
the units, the private developer is responsible for selling
them, and the 
private bank S&L
or responsible for 
developing adequate
binding mortgage documents. and
Houses accepted for long-term financing under
program must the
have been sold for 
an amount no greater

the implementation agreement, and 

than that specified in
 
the use of commission, fees, multiple loan
instruments, 
or other service charges 
may not raise payments 
or the total
value of the house above 
that limit.
 

The Central Bank will disburse funds 
to the holders (commercial banks 
or savings and loan associations) upon presentation of acceptable mortgages up
pre-determined percentage. to a
The commercial 
bank or savings and 
loan association will continue to 
hold and service the mortgage in its 
own portfolic,
giving the Central 
Bank an institutional 
or other satisfactory guaranty 
for
repayment of the Central Bank loan.
 

For its administrative services the Central Bank will 
charge a spread c'L 1/2
to 1% on the funds it loans to 
the private financial institutions.
 

It 
is expected that between 2 to 4 projects, encompassing 
some 1,200 .'ousing
solutions, will be financed through this portion of the program.
 



ANNEX I
 

DETAILED SOCIAL SOUNDNESS ANALYSIS 

I. Detailed Social-Cultural Analysis 

A. Population Characteristics ancl Urban Distribution
 

The population of Honduras was estimated at 4.1 million in 1934,
 
more than double the 1955 population of 1.6 million. With an annual growth 
rate of 3.47% per annum, the population of Honduras is expected to reach 7 
million by the year 2000. (USAID, Population Strategy Paper, 1984). Th1is 
growth rate has been the second highest in the western hemisphere over the 
last 25 years. The high fertility rate means that a very large percentage of
 
the Honduran population is young. As of 1982, 47.5% of the population was
 
under 15 years of age and only 3% were over 65. Even with reduced fertility, 
the momentum of population growth will continue as these young people enter 
their reproductive years.
 

Approximately 64% of the population, (2.6 million) live in rural
 
areas, at or near subsistence level. Approximately 39% live in urban areas.
 
The urban areas are growing at a faster rate (4.5% per annum) than tie
 
non-urbanized areas (2.8% per annum), but in absolute numbers the rural 
population will continue to predominate giving rise to continued rural-urban
 
migration with all the concomittent pressures on the urban areas to absorb the 
migrants. Urban population is estimated to reach 2,240,000 by the year 2000,
 
but the rural population will grow from 2,211,200 to 4,631,300 people in the 
same time period. Tihe majority of the urban dwellers live in the two primary 
cities, Tegucigalpa with an estimated population in 1984 of 510,000, and San 
Pedro Sula, estimated population in 1984 of 323,500. (Central Bank of 
Honduras, 1984). In the ensuing years, it is estimated that Tegucigalpa will 
grow at a slightly slower rate than San Pedro Sula, (4.58% compared with
 
5.42%) and that Tegucigalpa will actually lose in share of total urban 
population accounting for 42%, compared with 43% in 1974. In terms of 
absolute numbers of people, however, Tegucigalpa will continue to be the 
primary city. (Urban/Regional Assessment Report, USAID, 1983).
 

Secondary cities are assuming an increasingly important role, 
however. The number of people living in urban areas tripled from 1950 to 1980
 
and the proportion of the population living in urban areas rose from 10% to 
24% in 1960 to the current 36%. This increase occurred primarily in the 
number of cities with a population of between 10,000 and 20,000 and from 
20,000 to 50,000. By 1980 the number of secondary cities with a population 
between 10,000 and 20,000 people increased by one-third, to a total of nine. 
Estimates indicate that the number of rural centers which will increase their 
population to over 10,000 by 1990 is 29. 

The secondary cities are projected to grow at over 4.0% per year, a
 
rate which is higher than the projected national average. At the same time,
 
the number of smaller settlements will also be increasing rapidly. The entry
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of new cities (those increasing to more 	
in the1950-1980 	 than 10,000 inhabitants)period is 31%, considerably larger than anyneighbors, Panama 10%, Costa 	

of its Central American
Rica 	 13%, El Salvador 15%). 

The largest cities are 
listed by rank order and total population

below:
 

Ten Major Cities in Honduras by Population 

City 

1983
 

Teguciga lpa 509,000

San Pedro Sula 
 323,500

La Ceiba 


57,900

Choluteca 


50,700

El Progreso 


50,000
Puerto Cort s 
 37,600
Comayagua 

26,400


Tela 

25,600


Danli 

16,900


Juticalpa 

13,400 

Source: Honduras en Cifras, 1981-1983. Banco Central deHonduras, May, 	 1984. 

B. 	 Beneficiary Population 

1. 	 Identification of Target Population
 

The beneficiaries of the public sector (INVA) project are
income households between the 	 low
5th and 50th percentile who do not own
homes. At least two 	 their
thirds of the beneficiaries are expected to
low income neighborhoods 	 come from thein Tegucigalpa and 	 the remainingincome neighborhoods in secondary cities. 	
families from low 

Beneficiaries of the private sector
project will come 
from the 4 0th-5Oth percentile, principally in Tegucigalpa.
 

2. 	 Need for Housing
 

The need for housing in all areas of
be very high. Figures from the 	
the country continues toNational Development Plan, 1982-1986the 	 indicateneed 	for 18,600 new houses annually to
population growth. 	 cover the demand created by
(The 	 growth rate was estimatedestimated by A.f.D.'s recent 	

at 3%, a lower rate thanestimate.) 
 12,500 of these houses are
for 	 the urban projectedareas; 6,100 housesnew are needed in the rural area. 

Further, estimates provided by the National Development Plan
indicate that two-thirds of the total population live in houses considered to
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be in very poor condition and in need of replacement. The deficit Aue to 
sub-standard housing is estimated at 450,000 units of which 22% (1D0,000) are
 
found in the urban areas. Seventy-eight percent (350,000) are located in 
rural areas.
 

The number of houses needing upgrading was estimated to be even
 
higher by the 1980 Office of Housing study, Basic Shelter Needs in Central 
America, (USAID) which updated these 1974 figures. According to this 
projection, 547,000 houses need upgrading, 205,000 in rural areas, 174,000 in 
non-metropolitan urban areas and 168,000 in the metropolitan urban areas. 

A disproportionate number of substandard units are found in the
 
neighborhoods where the target population is currently living. An earlier
 
study done by PADCO in 1978 indicated that as much as 65% of housing in low 
income neighborhoods in the two primary cities was constructed by the informal
 
sector of substandard materials in marginal neighborhoods. A clearer picture
 
of the need for housing and the living conditions in these neighborhoods is
 
provided below.
 

3. Living Conditions of the Urban Poor
 

Four major studies of marginal neighborhoods in Honduras have 
been completed in recent years. Two studies were undertaken by USAID in 1981 
and 1982 to determine th,± ability of low-income families to pay for home 
improvement loans, Inforiiie Final de la Encuesta Sobre Viviendas y Servicios, 
Judith F. Laird, and Anhlisis del Impacto del Programa de Mejoramiento de los 
Barrios Harginados en Tegucigalpa y San Pedro Sula, by Joseph F. Lombardo. 
Ingreso, Casto, Barrio y Familia: Estrategias de los Pobladores de Barrios en 
Tegucigalpa was completed in 1982 by ASEPADE. In March, 1984, selected 
low-income neighborhoods in Tegucigalpa and San Pedro Sula were studied by 
ASEPADE as part of a feasibility study for a USAID-sponsored program to iielp 
industries in Honduras. This latter study was entitled Estudio de Diagnbstico
 
de la Poblaci6n de los Barrios Chamelec6n, Suyapa, F6 y Esperanza. The 
following description is taken from all of the above sources. 

a) Overview of Marginal Neighborhoods: It is estimated that
 
approximately 75 percent of the population of Tegucigalpa lives in low-income
 
barrios (neighborhoods). While there is no complete list, approximately 84 of
 
the total of 191 barrios can be considered marginal. The formation of 
marginal barrios has been underway for over 20 years. Many of these
 
originated in spontaneous land invasions of ejidal (communal) anJ private
 
lands. Others are sub-divisions developed by private real estate companies,
 
often in violation of municipal ordinances, as they do not provide adequate 
services. The growth of the marginal barrios in Tegucigalpa, as well as in 
San Pedro Sula, has been spurred by the continuing influx of rural migrants. 

The low-income neighborhoods in which beneficiaries of the 
project currently live have been divided into three distinct types: cen:J-lly 
located barrios, marginal areas on the periphery of the cities, and squatter
 
settlements. As they differ in terms of the composition of the population,
 
economic activity, and housing conditions, each is described separately below.
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The centrally located barrios such as Sipile and Las
Crucitas in Tegucigalpa have been formed around the market, which provides the
major source of employment for residents. 
 They are generally the oldest and
the most densely populated neighborhoods, and overcrowding is severe, with
6-10 people occupying a single 
room. Estimates in 1980 reached as high as
persons per hectare for downtown Tegucigalpa (ASEPADE: 1982). 
 Over sixty
percent of the residents in these 
areas live in one 
room (cuarterias), located
in long shed-like buildings which are 

lots. Across a narrow open yard 

divided ipto 8-10 one-room units on deep

are rows of temporary shacks used as
kitchens, as well as toilet or 
latrine. 
 While some residents have lived in
the same 
room for 10 years or more, most 
residents are transient, and finding
employment is their primary concern. 
Many seek to improve
environment and move into one 

their living

of the other types of neighborhoods. Ninety
percent 
of the population rents, incurring a monthly expense of L60-L80 per
month. Those who own
do their homes, however, generally !iave secure title andland tenure.
 

The marginal areas on the periphery of the citiesoften the result of the sub-division 	 are
of former haciendas (farms). Originally
they were the sites for the farm workers, but increasingly have been the sitefor rural migrants looking for increased opportunities in 	the capital. 
Many
of these areas are semi-rural, with little 
access to urban infrastzacture, but
they offer larger land areas with room for small amounts of livestock and
agriculture. 
 Density is low, with 39.9 people per hectare
Approximately 60 percent of the 	

(ASEPADE: 1932).

people owned their home, but did not have
secure title, due to 
the fact that much of this land was sub-divided and sold
by people who themselves did not 
have formal title.
 

Squatter settlements are 
the
of urban land, characterized by a near 
result of illegal invasions
 

total lack of urban services.
Population density is low but the housing conditions are among the pool : 3t
the low-income 
 of
areas. 

huts, built as 

The majority of the residents live 	in individual mud
quickly as possible to avoid the 
possibility of being kicked
out before they are firmly established on the land. 
owners, who bought a 	
Eighty percent areeither shack from a previous owner,the 	 or who built one attime they invaded the land, but tenure is insecure asto the land. Renters pay between L38 and L50 per month. 	

they have no title
 
The number of
squatter settlements has increased significantly in the last five years,
accounting for much of the growth in Tegucigalpa.
 

In generai, the rental housing which is within the meansof marginal families is badly d,-teriorated due to lack of 	maintenance.
centrally-located cuarterlas, inti In
 
structure services are inadequate while in
peripherally located cuarterlas, these are 
generally non-existent. 
 Unsanitary
conditions are prevalent in botn central and peripheral marginal barrios, and
the latter are often subject to flooding, soil erosion, and landslides.
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b. Characteristics of Population: The characteristics of the 
low-income populations are very similar in the two principal cities of 
Honduras, with the exception that the low income housing in San Pedro Sula is 
generally of better quality than the housing in Tegucigalpa. This is a result 
of flat land being available in San Pedro Sula wiich lowers the ccst of 
housing construction and allows more room for expansion. The majority of the 
low-income neighborhoods in Tegucigalpa are located on the Iiillsides
 
surrounding the city, making it very difficult and costly to build even the
 
smallest shack.
 

The population in marginal neighborhoods is very young.
 
The most recent ASEPADE study found that 56 percent of the population was
 
under 19 years old and that 75.6 percent was below 30. Thirty-seven percent
 
of the population was of school age, but nearly one-half of this group was not
 
enrolled in school at the time of the study. Employment opportunities were
 
not growing fast enough to provide jobs for the large young population and
 
evidence was found of social problems among the youth, including alcoholism,
 
drug addiction, and prostitution. Literacy rates were generally lower among
 
the marginal population as well.
 

Families in the marginal neighborhoods are larger than the 
average, with households composed of a nuclear family and other family members 
and friends as well. Family sizes range from 5-8 members with an average of 
1.06 families per household. The percentage of families headed by women
 
varies by neighborhood, ranging from a low of 27 percent in the peripheral 
neighborhoods to a high of 43 percent in the centrally located areas. Mfore 
womev' live alone with children in these areas as it is both close to their 
place of employment (the market) and because the proximity of neighbors in the
 
cuarterlas allows for sharing of child-care responsibilities. As a result of
 
overcrowding and inadequate sanitary facilities in the majority of the
 
marginal areas, infant mortality is high from dysenteries, enterities, and
 
other diarrhea-related diseases. 

4. Employment 

The occupations of the residents of the marginal areas vary by 
neighborhood. Those living in the centrally located barrios work as vendors
 
in the market, as ambulatory street vendors, or in low level civil service
 
positions and report the highest earnings. In the peripheral neighborhoods,
 
employment is less stable, with many people running a business from their
 
homes. The 1984 ASEPADE study confirmed a much larger number of small
 
industries located in the peripheral neighborhoods than elsewhere. These
 
included occupations such as tailors, shoemakers, and carpenters. Many also
 
work as day laborers in construction. Due to the nature of their employment,
 
however, the wages are very irregular and a common strategy for many is to go 
into debt for housing and pay several months at once. 

Sixty-four percent of the families had more than one person 
working, and many had three and four wage-earners, resulting in an average 
number of 1.5 wage-earners per family. This is substantiated by the high rate 
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of female employment in the country.

15 

Forty-five percent of the women over ageare employed in Tegucigalpa; 
40.6 percent of the
are employed. women in San Pedro Sula
The majority are employed
service 

in commerce (21 percent) domestic(31 percent), factory workersor as (10.5 percent). 

5. Income Levels
 

As no wage survey has been conducted in Honduras since 1978,
data on annual income from the 1978 CONSUPLANE 
used as . 

Household Expenditure survey isbasis for estimatin, current wage levels.
was The factor of 1.77 thatused to update income figures
Average annual 

was based on a number of considerations.inflation from 1978 to 
top companies conducted by the 

1983 was 11.4%. Annual wage surveys of 
increase of 

P.S. Embassy have shown an average annual wage13.7%. This figure is high for the society as aparticularly high for unskilled and low-skilled worker levels. 
whole, and is 

indicate that wages kept pace with 
IMF estimates

inflation through 1980-1981,off sharply after but dropped1981, with 
past 

real wages declining significantly duringtwo and a half to three years. The factor of 1.77 
the 

represents,the annual rate of inflation through 1981 
therefore, 

rate and a significant deflation of theof inflation from an average of 8.45% to 6.50% representing the bestestimate of actual nominal inflation of wages from 1982 to 
1984. 
 Tiiis results
in an overall annual average wage increase of 10%.
 

Using these assumptions, a median income of $498 is estimated
for Tegucigalpa, and $424 for San Pedro Sula. 
A decile distribution through
the fifth decile for both cities is shown below:
 

TABLE I
 

MONTHLY INCOME DISTRIBUTION
 
IN U.S. DOLLARS FOR TEGUCIGALPA 

Household Monthly Income 

% of Population
 

0-148 

149-185 5
 

10
186-222 

223-258 15
 

20
 
259-295 

296-332 
 25
 

30
333-369 
35
370-406 

40
 

407-443 45
 

50
 
Source: 
 Patr6n del Gasto y del Consumo de Alimentos en los
Hogares en Honduras, CONSUPLANE, 1978, tabulation of annualincome question, updated by project paper team, 1984.
 

444-498 
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TABLE II 

MONTHLY HOUSEFOLD INCOME IN U.S. DOLLARS 
SAN PEDRO SULA
 

Household Monthly Income % of Population
 

0-143 5 
149-135 10 
186-227 15
 
228-257 20 
258-276 25 
277-313 30 
313-331 35 
331-368 40 
368-387 45
 
387-424 50
 

Source: Patr6n del Gasto y del Consumo de Alimentos en los
 
Hogares en Honduras, CONSUPLANE, 1978, tabulation of annual
 
income question, updated by project paper team, 1984.
 

The monthly income levels of the major urban areas 
(Tegucigalpa, San Pedro Sula, La Ceiba and Juticalpa) are compared with the
 
income in the "other urban areas" (Comayagua, San Rosa, Danli, and Choluteca) 
in the CONSUPLANE study, Household Expenditures and Consumer Patterns in 
Honduras, Oct. 1982. Income was highest in Tegucigalpa. The average income 
of the major cities was $418 while the average income in the other urban areas 
was $207, nearly half that of the major centers. 

Income levels will vary considerably among the smaller cities
 
as well, depending upon their size and economic base. Puerto Cortes, for
 
example, with an industrial free zone and port can be expected to have higher
 

incomes than other towns of similar size which function as market towns or
 
rural service centers. The wide variation in economic strength among the 
urban areas in Honduras underlines the importance of careful analysis of the 
potential demand for housing in each area prior to undertaking a project. 

The daily minimum wage, last increased in 1981, variez by
 

sector, ranging from a low of L4.60 a day to a high of L7.10 for dock workers,
 
railroad workers, and oil refinery workers. Construction workers, factory
 
employees earn a minimum wage between L5.30 and L5.50. An additional 20% is
 
added to the wages of workers paid on a weekly basis, however, raising the
 
daily wage to between L5.50 and L8.50. Domestic workers earn between L1O0-200
 
per month. Thus, for example a semi-skilled construction worker earning L170
 
a month with a second wage earner in the household (calculated at one-half the
 
primary wage worker) would earn L255 and qualify for the lowest priced
 
solution.
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C. Beneficiary Participation
 

1. The progressive housing solutions offered by the 
project (sites
and services, wet core, and basic core unit) provide the opportunity for low
income beneficiaries who are currently renting to theenter housingan affordable market atprice and expand their house as time and personal preference
permit.
 

The experiences from 522-11G-005 in Hato de Enmedio and El
in Tegucigalpa, SitioEl Carmen Sanin Pedro Sula, and the projects inand Comayagua have shown the 
El Progreso

high acceptability of the
unit. wet core and basic
Families purchased units and immediately began construction of basic
rooms for the wet core and additions to the 2basic 13 core.m A largenumber of families have used part of 
the house for small businesses. A year
after sales families in both Hato de Enmedio and El Carmen were beehives of
construction activity. 
Today they are 
functioning communities with few houses
left to be constructed. 
 This same process is beginning in El Sitio, tile
latest project being constructed and it can be expected that this will
continue in projects built in tle 
future.
 

INVA architects and planners are 
receptive to beneficiaries
desires and have made design changes based
for projects on the 

upon their comments. For example,North Coast, kitchens will be located outside in keepingwith local customs. Similarly, the placement of the bathroom onbeen changed to make the house design 
the lot has 

more acceptable. This information isbeing conveyed to private developers. 

2. Market Studies
 

Beneficiary participation in the design of future projects will
increase substantially as a result of the efforts of the INVA Planning
Department 
to develop an in-house capability to carry out 
housing market
studies prior to implementing specific projects.
 

This need was identified in the HG-005 evaluation (National
Savings and Loan League, June 1983) as a necessary step, heretofore
over-looked, in the process of improving INVA's ability to deliver affordable
houses to 
the low income population. Since then, the Planning Departmentundertaken three market surveys, in La Ceiba (Oct. 1983), 
has
 

San Pedro Sula
(Dec., 1983), and Choluteca (May, 1984). 
 A fourth study was completed in
July, 1983, in Puerto Cort~s with technical assistance from the project paper
team. 
The results of the Puerto Cort6s study are discussed below.
 

The first three studies showed a willingness on the part 
of
INVA to undertake market surveys, but the results indicated a weakness in
several areas, including knowledge about overall methodologies for measuringeffective demand, questionnaire design, sampling techniques and data
processing. 
 Data processing, fur example was done by hand, severely limiting
the type of analysis that could be done. 
 Some of these problems stemmed from
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a lack of coordination between the Planning Department and other departments 
within INVA which have expertise in certain areas such as the Data Processing
 

Department (analysis) and the Department of Social Promotion (questionnaire 
design). Others stemmed from a lack of understanding of the basic methodology
 

for completing market studies.
 

While the initial institutional analysis indicated tile 

weaknesses mentioned above, technical assistance provided through tile 

intervention of the sociologist on the project paper team resulted in a vastly
 

improved study. Staff members from four departments participated in tile 

design of tile survey. (Planning, Social Promotion, Data Processing, and
 

Engineering.) The questionnaire was re-written to measure effective demand
 

more precisely and was pretested prior to use in the field. Tile description
 

of each housing solution being tested was standardized and presented visually 

as well, with three dimensional models provided by INVA architects. INVA's 

computers were used to process tile survey data and a more sophisticated
 

analysis of effective demand was obtained.
 

The minimal time invested in this effort produced excellent 

results and indicates that INVA staff have both a strong capacity and a
 

willingness to learn. Thus, technical assistance will be provided during the
 

life of the project to continue improving INVA's ability to design and 

implement market studies for each project. The TA described represents a 

reduced amount of time from that originally estimated and focuses on areas
 

still considered weak, such as sampling techniques, interviewer preparation, 
and analysis of survey results. These subsequent surveys will allow INVA to 

project global demand in a given area, obtain beneficiaries' preferences on a 

range of solutions and determine the affordability of these solutions for the
 

target group. This information will also serve the private sector in the case
 

that private firms accept responsibility for sales. 

3. Affordability of Solutions
 

The INVA program is aimed" at creating new shelter solutions 

affordable to low income families, reaciLng from the 50th to as low as the 5th 

percentile. Three solutions are proposed to reach this wide range of 

beneficiaries; sites and services, wet cores, and basic core units. I NVA has 

successfully built and marketed the basic core and wet core in Tegucigalpa and 

El Progreso under HG-005, and will continue providing these units. The wet
 

core, priced at t2,930 will reach Tegucigalpa beneficiaries between the 10th
 

and 20th percentile; the basic core costs $4,785 and is affordable for
 

beneficiaries in the 25th percentile.
 

A site and services component is being added to this project in
 

order to reach a target population not now being serviced by INVA. The site
 

and services solution priced at $2,038 will allow beneficiaries from the 5th
 

to 15th percentile to participate in the program. A further modification of
 

this alternative for smaller towns with a pour flush (water-seal) toilet will
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be tested. 
 Preliminary cost estimates reflect a significantly lower price of
$1,032 for Danli, at least, where flat building sites also contribute to
reduction of the estimated cost. 
 This alternative will be affordable at10th percentile in 
the

Danli. 

The decision on the
in each exact number of each solution to be builtcity will be based on the results of the market studies and thedecisions of individual private sector promotors.
vary from the smaller 65 m2 
Appropriate solutions may
lots in TegucigalYa with 18.30 m2
block construction of concreteto larger more 

pour-flush latrines and a water 
rural 120 m individual lots offering


tap designed for traditional local
construction using wood and mud.
 

Construction loans, in the form of building materials, will be
offered by INVA to purchasers of the sites and servicescore. solutionA loan is and the wetfor $1,125 estimated to be sufficient to allow for a 18m
room and bath to be built on the lot. 
2 

A loanroom to be added to the 
tor $750 will allow a 18m2 

wet core. Use of traditional building materialspermit construction of a larger living 
will 

area. 

An evaluation of the INVA's home constructionHato de Enmedio showed that loan program intwo years after the projectpeople) of the recipients of the 
was begun, 15% (158
wet core found the additional monthly payment
for the home improvement loan too expensive. 85 of the unitsresold, through INVA, to other people. The rest of the 

have been
 
elsewhere, owners continue to
while continuing liveto make payments to INVA for their lots. 

participating in 
In order not to exclude the lowest income group from
the program, INVA will consider permiting families who cannot
immediately afford the construction loan to build temporary shelters for a
limited period of time. 
 Experience in other countries with sites and services
projects has taught 
that 
this group, although slower, does succeed in building
a permanent structure which complies with standards.permit This solution willfamilies to reduce expenditures by not
build, paying rent elsewhere while theyand to save time by not commuting long distances betweensite, work and rental home. constructionThe positive element in thi-
interchange solution is thatamong residents of varying economic levels takesimmediately, providing examples and incentives for the 

place
 
lower income population
to build quickly.
 

Beneficiaries will pay between 15% and 25% of theirthe shelter solutions. Expenditure studies have shown that 
incomes for 

family income paid for the proportion ofrent varies according

the to the family's income level andgeographic location. In Tegucigalpa, 26% ofrent, compared with 23% in 

families income is spent onSan Pedro 
smaller urban areas. 

Sula, La Ceiba, and Juticalpa, and 17% in 
month) pay between 10% 

Further, families with a very low income (LlOO-L300 perand 15% 
of their income for housing whereas families
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with an income between L500 and Ll,000 a month pay between 18% and 25%. 
(CONSUPLANE, Household Expenditure and Consumer Pattern Study, 1982).
 
Downpayments and closing costs will represent approximately 10% of the 
purchase price.
 

D. Demand for Solutions
 

Some indicators suggest that the demand for the INVA solutions may 
be weaker than has been projected in the past. Also, current growth 
projections for urban areas indicaLe that Tegucigalpa is growing more slowly 

than previously. While the city continues to predominate in terms of absolute 
numbers and the need for housing continues to be high, it will be as important 

to estimate effective demand carefully in Tegucigalpa as in the secondary 

cities. At the time of projecv design, INVA had a Tegucigalpa waiting list of 
3,000 people in Tegucigalpa, whose applications had been completed and 
approved for a house. Included in this group, however, are people who had 
been offered a house and turned it down, people who were awarded a house but 
did not respond within the time limit, and people who may have already solved 
their housing problem since their applications dating from 1981. Furthermore, 
the number of people in 1984 who have initiated the application process with 

INVA is smaller than in two of the last three years. 

TABLE III
 

NUMBER OF PEOPLE WHO HAVE INITIATED THE INVA APPLICATION PROCESS,
 
1981-JUNE 84.
 

Number of People Initiating 
Applications for INVA housing i 

Year 

1981 5,293
 
1982 2,632
 
1983 3,647
 
1984 1/492
 

TOTAL 13,064 

Source: INVA records, reviewed for project paper, June 1984.
 

1/ The application process is initiated when the "pre-qualifying form" is
 

completed. The applicant must then submit document, and have two interviews
 
with INVA social workers before final approval is given and his/her name
 
placed on the waiting list.
 

2/ Represents total number of initial application from January-June, 1984.
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b. Results of the Market Study in Puerto Cort6s
 

Puerto Cortes, located on the 
north coast, is a medium sized city
with an estimated population in 1984 of 41,514 (Consuplane estimate, 1984),
and an approximte growth rate of 3.0%.
central urban corridor 
The city is one of several in the
which are experiencing

estimated gain of 2.2% 
gains from migration. With anper year, however, the increase is much slower than in
the major cities of Tegucigalpa (37%), San Pedro(17.9%). Sula (18.9%) and CholomaPuerto Cort6s is no longer the 
strong growth pole it
result of the once was as aactivity generated by the bananawhich may serve as a focal point in the 
industry, but rather a city

step migration process.base of the area has diversified The economicsince the decline ofproviding a variety the banana industry,of employment oppurtunitiesAuthority, a Government in the Free Zone, the Portagency, and some national industries.the area surrounding In addition,the city continues to provideto its proximity jobs in agriculture.to San Pedro Sula, Duemany people travel daily to work in SanPedro Sula.
 

Puerto Cort~s 
was selected by 
INVA as a potential site for a housing
project, and thus, during the months of June and July, the
at INVA, conducted a market study in Puerto Cortes. 
Planning Department
 

was The objective of
to determine the marketability of 
the study
three housing solutions (serviced lot,
wet core, and basic unit) at 
a non-subsidized price.
 

A non-random sample of 602 low income individuals who are not
homeowners was selected. 
 200 interviews were 
conducted at 10 places of
employment (Free Zone factories, Port AuthorityHondurena). and the Cerveceria402 were conducted in 12
Mayor's low income neighborhoods and atoffice (of people who came thein response to announcementsabout the study.) The on the radioteam economist also gathered information from a varietyof instutitions to ascertain the currentThe response to the survey was 
supply for the target population.very favorable. Interviewersrate of refusals within the 

experienced a lowlow income neighborhoods and considerable
cooperation from employees. 

Characteristics of the Population
 

The respondents currently live in rented houses, the majority
of which are 
located in neighborhoods subject 
to flooding.
are poor. Only 21% have Housing conditionsrunning water in theirthe city's sewer system. 
homes; 30% are connected to
43% have latrines, and the remaining 27%
than adequate sanitary facilitiLj. Rents have less are very high.those in Thirty percent ofliving cuarterias pay over L150 per month.houses defined as detached pay over L150 per month. 

58.5 percent living in 
40 percent pay more thanL300 per month.
 

Housing construction for this income group is practically nonexistant. 
A local service club has sponsored a project of less than 150
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houses, financed by an European Development Foundation, and Vivienda de Sula 
is building a housing project for middle income families. Teachers in the
 

area have formed a cooperative and applied for financing to their retirement 
fund (IIPREMA) to build housing for teachers. 

Solution Preference 

The demand for housing is so great in Puerto Cort6s that the 
initial reaction of many respondents to the three alternatives (serviced lot, 
wet core, and basic core) was that any solution would be acceptable if it 
would allow them to purchase a home with adequate services in an area that was 

not subject to constant floodin'. Respondents were asked, however, to express 

their opinion on the desirability and willingness to purchase each type of 
housing solution separately (Table IV), and they were also asked to select one 

of the three as their preferred solution (Table V). A close examination of 

the responses to these questions shows that definite preferences exist. 

The serviced lot, a new housing solution being introduced by
 

INVA in Puerto Cortes, was favorably viewed by 80.6% (Table IV) of the
 
respondents, nearly all of whom (79.1%) found the unit affordable at the
 

quoted prices. Individuals currently living in a house tended to dislike the
 

serviced lot, more than those living in cuarterias. The most frequently cited
 

reason was that it was unfinished. 

86.2% of the respondents liked the basic core unit noting that 

it was complete and ready to occupy. 10% of this group, however, said they 
could not afford to buy the unit because of the price. Of those who disliked 

the unit (13.6%), many rejected it because they also felt they could not
 
afford it. Some, with larger families, said the unit was too small.
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TABLE IV
 

PERCENTAGE OF RESPONDENTS WHO LIKE i/

AND WOULD BUY 2-/ HOUSING SOLUTIONS 

Desirability
 

of Solution 
 Sites & Services 
 Wet Core 
 Basic Core
 

No. 
 % No. %%
 
LIKES SOLUTION 
 485 
 80.6% 
 387 65.9% 
 519 86.2
 
Would buy 
 476 
 369 61.3
Would not buy 

79.1 
462 76.7
9 1.4 
 28 4.6 
 57 9.5
 

DISLIKES SOLUTION 
 117 
 19.4 
 205 34.1% 
 83 13.8
 
Would buy 
 1 
 .2

Would not buy 

1 .2 1 .2
116 
 19.2 
 204 33.9 
 82 13.6
 
TOTAL 
 602 100% 
 602 100% 
 602 100.0
 

The wet core was 
the least favorably received, although over
sixty percent (65.9%) liked the solution. 61.5% indicated they would buy the
unit at the prices quoted. 
 Those liking this solution commented that it
more hygenic and complete than the was
serviced lot. Nevertheless, many felt the
difference between the serviced lot wetand core was minimal givendifference in price and suggested that they could build their own 
the
 

sanitary
services cheaper.
 

These preferences 
 are even more apparentselection of their preferred solution. 
in the respondent's
 

preferred the basic core. 
Over half (58.3%) of the respondents
 

and slightly more 
Nearly a third (30.6%) preferred the serviced lot
than ten percent (11.1%) chose the wet core.
the lowest income Unexpectedly,groups preferred the wet core. Over 55 percent of those
preferring the wet core eari.ed less than L 300 per month. 

Source: INVA Market Study in Puerto Cortes, July, 1984. 
1/ Respondents were asked to give their opinion on the desirability of eachhousing solution separately.
 

2/ Respondents were 
asked in a second question if they would purchase the
house at a given price. 
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TABLE V
 

Percentage of Sample
 
Choosing Each Solution
 

as Their Preferred Solution 1/ 

Type of
 

Solution Number %
 

Serviced lot 184 30.6%
 

Wet Core 67 11.1% 

Basic Core 351 58.3%
 

Total 602 100.0
 

Source: INVA Market Study in Puerto Cortes, July, 1934.
 

1/ These data represent interviewees' responses to the question "Whdch of the 
three housing solutions do you prefer?" The response, "none of the above" was 
not included as an alternative. 
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TABLE VI 

FOR SURVEY 
HOUSEHOLD INCOME DISTRIBUTION

RESPONDENTS, PUERTO CORTES 1/ MARKET STUDY 

Income in Lempiras Number % % Cumulative 
Less than L 100 36 6.0 6.0% 
101-200 

36 14.3 20.3% 
201-300 113 18.8 39.1% 
301-400 96 16.0 55.1% 
401-500 

6LV 11.3 66.4% 
501-600 61 10.1 76.5% 
601-700 

49 8.1 84.6% 
701-800 

32 5.3 89.9% 
801-900 14 2.3 92.2% 

More than 900 47 7.8 100.0% 

Source: 
 INVA Market Study in Puerto Cortes, July, 1984
 

I/ The Meuian Income for Puerto Cort6s was estimatedT984. Since data were not at L 639 (t320) inavailable for Puerto Cortes,assumed to the median income wasbe the same as that for La Ceiba, defined by Consuplanedevelopment center. as aIt was updated to 1984 from the 1978 figure.
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Affordability
 

Over half of the respondents (59.3%) reported a household
 
income between tlOO (L 200) and t320 (L 639), and therefore can afford the 
monthly payments for the serviced lot; 25 percent qualify for the wet core and
 
approximately 13 percent qualify for the basic core. Twenty percent (20.3) do
 
not qualify because their incomes are below the minimum needed lO0, (L200)
 
for the serviced lot. Twenty percent do not fall within the target group 
because they earn above the estimated median income of $320 (L 639) for tile 
area. 

TABLE VII
 

PERCENTAGE OF RESPONDENTS WHO LIKE i/
 
AND COULD BUY 2-/ HOUSING SOLUTIONS
 

Affordability
 
of Solutions Serviced Lot l/ Wet Core 3/ Basic Core 3/
 

No. % No. % No. %
 

Can afford 357 59.3% 148 24.6% 80 13.3%
 

Income too low 4/ 122 20.3% 331 55.0% 399 66.3%
 

Income too high 5/ 123 20.4% 123 20.4% 123 20.4%
 

TOTAL 602 100.0% 602 100.0% 602 100.0%
 

Source: INVA market study in Puerto Cortes, 1984.
 

1/ Respondents earning more than L200 can afford the serviced lot, assuming a
 
loan of L3,665 at 15% for 20 years.
 

2/ Respondents earning more than L400 a month can afford the wet core,
 
assuming a loan of L5,273 at 1_5% for 20 years.
 

3/ Respondents earning more than L500 a month can afford the basic unit
 
assuming a loan of L8,600 at 15% for 20 years.
 

4/ Assumes respondents earn less than L200 could not meet monthly payments.
 

5/ Assumes the respondents earn above the median of L639 per month and thus do 
not fall within target group.
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E. Spread Effect
 

Increased private sector involvement in providing shelter to the lowincome families is anticipated. The turnkey concept, which allowed privatedevelopers to increase their role in low income construction, has been
successfully implemented. 
 Private sector involvement in the turnkey operation
will continue, and increase throughout
construction the life of this project. As morefirms realize tile potentialpopulation, of tile marketit can be expected that these firms 

for this target
will continue providing tilesetype of solutions with their own interim financing and wili accept
responsibility and risk for sales of tile 
 tile

solutions as well.
introduces the Tiils projectsites and services solutionHondurans. as a new solutionAs for low incomethis solution proves acceptable and affordable
income groups, replication to tile lowestwill occur through other public and privatenon-profit organizations which work with the target group.
 

F. Impact
 

1. The direct beneficiaries of thisincome families project are the 4000who will purchase lowthe housing solutions.will be felt The principal impactin three areas, improved living conditions, secure land tenure
and employment generation. 

a. ImprovedLiving Conditions 

Families will purchaseprovide them with access to 
homes in urbanized areas whichbasic infrastructure will 

electricity, and sanitary facilities. 
in tie form of running water,

Tile
have a direct impact on the 
improved sanitary conditions willhealth conditions of the beneficiaries whlicih willresult in a decrease in diseases stemming from unsanitary conditions.
 

The quality of the 
housing unit will be significantly
improved as a result of improved roofs, walls, and floors,
better protection against thus providing
the elements and a greater likelihood of being ableto separate children's and animals' sleeping areas, also increasing family
sanitary standards and contributing to reduction of disease.
 

The current overcrowdingthe excessive density found 
in houses will be reduced from
in low income neighborhoods. 

be
particularly true for families moving away from the 
This will 


(cuarterias) one room rentals
where families 
Although the initial size of 

of 
the 

6 and 7 people live in a 10 m2 space.basic unit will be small, the construction
and lot size provide for the opportunity to expand in the future.
from HG-005 shows Experience
that for the majority of families, 
first two years. 

this occurs within the 
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b. Secure Tenure 

As stated in HG-007, this project will also provide for
 
investment capitalization through home ownership, one major improvement over 
renting, since rental payments are not recoverable by the renter. In 
addition, project beneficiaries will have clear title and rights with regard
 
to the ownership of the houses, indicated by surveys as a strong priority 

G. Employment Generation
 

The generation of employment is an important area of social impact 
from this project. The direct impact is an increase in employment 
opportunities for construction workers at the sites through the developers and 
from the individual homeowners who will contract independently for workers to 
build the basic room or add on to the basic unit. Experienc,_ from 522-HG-005 
show that the majority of families who purchased wet cores and basic units did 
not actually build their homes themselves. Rather they contracted witin 
private individuals to do the work which the owners then supervised. Further, 
an indirect effect will be to increase employment in the local construction 
materials industry, as the demand for construction materials increases.
 

Based on the analysis provided in the Economic Annex M, direct
 
on-site employment is estimated at over 5,000 person-years.
 

H. Issues
 

Honduras is currently experiencing high unemployment and
 
underemployment which affects the poor more severely. This program of 
new
 
construction is designed to reach the upper strata of the lower income through 
the INVA program and the lower middle class through the private sector 
program. This population typically has a source of steady, verifiable income
 
and secondary wage earners in the household. Experience has shown that it is
 
very difficult to reach the very poor (0-15th percentile) with a program of
 
new construction. Upgrading programs will be continued as the most 
appropriate vehicle with which to reach the very poor.
 

A high number of women headed households are found within the low 
income population. There are no legal barriers to women owning property in
 
their own name, or obtaining credit. Further a majority of the homes in
 
recent INVA projects are titled in the woman's name, whether married, 
divorced, or single. Conceivable explanations include the desire of mothers
 
to provide security for themselves and their children regardless of their 
relationship with the father of the children, the desire of fathers engaged in 
small-scale commercial enterprises to protect their families in case of 
business failure, and the result of a traditional pattern of material favors 
offeredl by higher status, wealthier men to lower-income women. From the
 
motivational nature of these possible explanations, it would be extremely
 
difficult to measure the relative importance of each, but it does appear clear
 
that women are off-red at least their fair share of the benefits offered by
 
INVA.
 



ANNEX J
 

DETAILED TECHNICAL ANALYSIS
 

I. Introduction
 

This program promotes the production of low-cost, basic shelter solutions
 
for the urban poor. It contemplates the development of a variety of
 
solutions, all planned to meet the financial capacity of low-income families.
 
Each solution is designed so that it can be expanded or improved upon, taking 
into account the purchasers improved financial position over a number of 
years. The end product will consist of a standard shelter solution, adequate
 
to accomodate the immediate shelter needs of the purchaser.
 

Several prot)types have been designed to serve as a point of 
reference for this project, as ,well as to aid prospective promotors of 
individual projects financed under this program. Illustrative cost estimates 
based on similar projects now being undertaken have been prepared to give a 
better idea of unit costs, and to analyse the affordability of the units. 
Finally, five cities have been studied to give more concrete examples of how 
low costs vary from area to area. In no way does this imply that other urban 
areas are not qualified to participate in this program. Also, it should be 
pointed out that all cos i are calculated with mid-1984 prices. Projections 
as to future cost or price increases are incorporated in the financial 
analysis using an estimate of inflation of 12%.
 

The four prototype units expected to be built under this program are 
shown in the sketches attached at this end of this technical analysis. They 
are: 

1. Sites and Services 
2. Wet Core Unit
 
3. Basic Core Unit
 
4. One Bedroom Unit
 

In addition, home expansion loans will be extended to purchasers of
 

the site and service solution and the wet core unit.
 

A. Site and Services 

This solution which is essentially an urbanized lot is targeted
 

to reach the lowest income family. It consists of a level lot with facilities
 
that will include most if not all of the following improvements and public
 
services:
 

1. Electricity (light and power)
 
2. Water supply.
 

3. Sewer system. 
4. Surface drainage 
5. Leveling and earth movement. 
6. Road ballasting. 

7. Access road pavement. 
8. Access sidewalks to housing.
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table: Sizes of lots and itemized costs are shown in the following 

TABLE J-I 

COST ITEMIZATION OF URBANIZED LOTS 
EXAMPLES IN FIVE CITIES 

(In Lempiras) 

City Dimen. Area 
Land 
Cost Electricity 

Infra 
Struct. 

Design 
Superv. 

Administ. 
Final/C. Total 

Tegucigalpa 

San PedroSula 
Pto. Cortes 
La Ceiba 
Danl! I 
Danll 11* 

6x12.0m. 

7x12.Om 
8x12.5m 
8 x1 2 .5m 
8xl2 .5m 
3 ,c12 .5m 

72m 2 

84m2 

10m 2 

O0m2 

100m2 

120m2 

226.80 

235.20 
297.43 
280.00 
280.00 
199.76 

162.00 

168.00 
212.45 
200.00 
200.00 
200.00 

2,316.60 

2,402.40 
3,038.04 
2,360.00 
2,860.00 
1,261.24 

191.16 

198.24 
250.69 
236.00 
236.00 
102.50 

343.44 

356.16 
450.39 
424.00 
424.00 
300.00 

L 3,240.00 

3,360.00 
4,249.00 
4,000.00 
4,000.00 
2,064.00 

* 
The Danli II solution estimate is based on a specific site which will minimize
development costs and provides for an individual waste disposal system, rather than water
borne. 
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Land costs for housing development vary because of a number of
 
factor including: a) topography,. b) distance to public services, c) level of
 
those public services, d) the level of development of adjacent areas, e) 
marked demand for buildable sites and f) clearity of ownership. With respect 
to the last factor it should be enphasized that over the past ',en years, there 
have been many instances of squatters settling on vacant private lands. While 
the government has tried to impede squatter settlements, landowners of 
properties adjacent to such settlements have often sought to speedup formal
 
site development to prevent loso of these lands through invasions. Such 
rushed private sector development can distort land prices. 

The cost of land normally comprises about 7% of total
 
urbanization costs for low-income housing developments. This percentage
 
figure can be adopted for all such projects, although the costs may be lower
 
in secondary cities and towns. Land costs are still a minor component of
 
low-cost developments.
 

Design costs generally run about 3% of the total cost of the 
urbanized lot. Supervision of projects include the cost of supervision of
 
construction, any lab tests required, and certain administrative costs, and
 
generally total about 2.5% to 3.3% of total land development costs. General
 
administrative costs, as calculated by INVA, include such item as costs 
resulting from processing change orders, additional supervision expenses,
 
other contingencies, and general overhead. These costs generally run about 
10.5% of total costs. Profits would be additional.
 

Provision of electrical power to a development is a function of
 
ENEE, the sole supplier of this service. Based on similar projects currently
 
being developed, the cost of this service would equal about 7% of land
 
development costs. It should be noted that individual hook-up of water,
 
sewerage, and electricity is an additional expense paid directly by the
 
homeowner at settlement.
 

Infrastructure costs comprise the bulk of land development
 
costs, typically running to 71% of total costs. This percentage is broken
 
down as follows:
 

- Off-site water instpllation 2.0% 
- On-site ... 7.7 
- Off site sewage wrks 16.2 
- Water and sewer conections on site 9.5 
- Drainage 6.4
 

- Earth movements 11.2 
- Streets 10.3 
- Paths and sidewalks 8.2 

To tal 71.5%
 



-4 -


In the preceeding estimates the overall cost oflot is somewhat higher for secondary cities due 
an urbanized 

Tegucigalpa. to larger lot sizes thanThe level of infrastructure inimprovements are basically equalall cities, with one exception. inThe

cities would reduce total lot 

use of smaller lot sizes in secondarycosts. In general, larger lot sizes are
suggested for secondary cities for environmental reasonstraditionally larger both in coastal cities and smaller cities. 
 The final
 

and because lots are 
shelter cost and other caracteristics will be decided after assessingaffordable alternatives. 
the projects 

Changes will be introduced in the base components ofto obtain the best solution. INVA will provide a home extension
loan for the purchase of sufficient materials to construct a bath plus an
18
m multipurpose 
room.
 

2. 
 Wet Cores
 

Wet core 
units consist of 
a 3m2 bath including flush toilet and
shower, and an outside concrete wash basin (pila) located on the urbanized
lot. The solution is designed so that gradual expansion
following can take placeapproved development patterns. 

TABLE J-II 

COST ITEMIZATION FOR WET CORE UNITS 
(In Lempiras) 

Ciudad 
Tegucigalpa 
San Pedro Sula 
Puerto Cort s 
La Ceiba 
Danli I 
Danli II 

Lot 
Area 
72mz 
84m 2 

lOOm2 

lOOm2 

lOOm 2 

lO0m 2 

Lot House 
Cost Area 

3 O,240.0 3m/ 
3,360.00 3m2 
4,249.00 3m2 
4,000.00 3m2 

4,000.00 3m2 
3,200.00 3m2 

House 
Cost 

1,500.00 
1,200.00 
1,400.00 
1,200.00 
1,200.00 
1,200.00 

Total 
Cost 

4,740.00 
4,560.00 
5,469.00 
5,200.00 
5,200.00 
4,400.00* 

The cost of the 3m2 
sanitary units in the five cities will vary
from L1,200 to Ll,500, depending on 
location.

secondary cities due to lower labor costs. 

Costs are generally lower in
 
The cost breakdown for a sanitary
core costing Ll,500 in Tegucigalpa is as 
follows:
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Cost Item 	 Percent Amount (L)
 

2.8 	 42.0
1. Site Preparation 

82.5
2. Foundation 	 5.5 


294.0
3. Sewer Drainage 	 19.6 


8.3 	 124.5
4. Water installation 

18.0 	 270.0
5. Walls 

5.1 	 76.5
6. Roof 


39.0
7. Floor 	 2.6 

180.5
8. Doors and Windows 	 12.7 


11.3 	 169.5
9. Sanitary fixtures 
94.5
10. Outside sink 	 6.3 


6.8 	 102.0
11. Electrical fixtures 

12. Painting 	 1.0 15.0
 

100.0 	 1,500.0
 

As in the case of the site and services solution, INVA will make a 

material loan to upgrade the wet core to an 18m 2 unit.
 

3. Basic Core
 

This solution is a progressive improvement on the wet core
 

unit. It consists of an 18m
2 multipurpose room and a bath, all built in the
 

lot in such a way that additional rooms can be added following any of the
 

designs approved by the developer.
 

TABLE J-III 

COST ITEMIZATION FOR BASIC CORE UNITS 

(In Lempiras) 

Lot Lot 	 House House Total
 

City 	 Area Cost Area Cost Cost 

72m 2 4,349.00 7,589.00Tegucigalpa 3,240.00 18m, 

2 7,709.00
San Pedro Sula 84m2 3,360.00 18m 4,349.00 


Puerto Cort~s 100m 2 4,249.00 18m2 4,500.00 7,749.00
 

La Ceiba lOOm2 4,000.00 18m 2 4,349.00 8,349.00
 

Danli I 100m2 4,000.00 18m 2 4,349.00 8,349.00
 

Construction costs do not vary significantly from city to city. The 

expected cost of L4,349 includes the multipurpose room and the sanitary core, 

but excludes the lot cost. The breakdown of units costs is as follows: 

http:8,349.00
http:4,349.00
http:4,000.00
http:8,349.00
http:4,349.00
http:4,000.00
http:7,749.00
http:4,500.00
http:4,249.00
http:4,349.00
http:3,360.00
http:7,709.00
http:3,240.00
http:7,589.00
http:4,349.00
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Cost 	 Item Percent Amount (L) 
I. 	 Site Preparation 

4.22. 	 Foundation 140.8810.6 
 462.34
3. 	 Sewer Drainage 
 9.2 
 398.694. 	 Water installation 
 3.5 
 150.005. 	 Walls 23.16. 	 Roof 1007. 	 Floor 1271,002.76
7. F 	o r7.2 12.7 551.57
313.14


8. 
 Doors and Windows 
 16.2 
 706.459. 	 Bath Finish 1.4 
 61.8410. 	 Sanitary Fixtures 
 6.5 
 283.6511. 	 Electrical fixtures 4.5 
 194.6812. 	 Painting 
 0.6 
 25.87 

100.0 
 L 4,349.00
 

4. 	 One Bedroom
 

One bedroom units will be developed under the private sector
component of this project. 
 As produced by INVA, a one bedroom unit would
consist of 2a 30m structure that will 	enclose living area, kitchen space,one 	bedroom, and a bathroom. INVA's sales price of thatin the L14,000 range. 	 unit today would bePromotors who participate in the
may use INVA's 	 private sector programone 	 bedroom unit as a point of reference, as shown in theattached unit plan.
 

Proposed LocationsII. 	 By City
 

Projects may be developed in any city or urban area in Honduras. 
The
following five cities are illustrative of the situation and costs in all
Honduran cities. 

A. 	 Tegucigalpa
 

Indications are 
that 	there are
small, that 	
a number of sites, both large andare 	 suitable for 	development.designs have 	 In many instances, plans 	andbeen 	prepared, indicating a willingness by developers to develop
those sites. 
 The 	major handicap to developing those sites has been the lack
of long-term financing. 
 The availability of water service is 
a maJor criteria
in selecting a project site in Tegucigalpa.
SANAA and 	 Preliminary investigations bythe 	Municipal Government has concluded that 	sites in the easternsector of the city are more likely in the short run to have access to an
adequate supply of water supply and sewerage.
 

Water Supply Projects such as Upgrading of Tatumbla-Sabacuente,Jutiapa, Chimbo, and Grillal, qabacuante and Chimbo, Nivel 11 and Cedrillal
will 	bring more water to 
the 	storage and distribution centers that feed the
eastern sector. 
Most 	of the
 

http:4,349.00
http:1271,002.76
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materials required to build these projects are in place. While decisions on
 

financing the cost of constructing these projects is still pending, these
 

projects are likely to be financed as part of the Mission "First Offensive" to
 

create employment.
 

B. San Pedro Sula
 

Acceptable sites are located in two areas of the city, the
 

northwest corridor along the Puerto Cort6s road and the eastern sector. Both 

areas are served by water and sewer main lines, with adequate capacity. These 
lines will need to be extended a short distance to bring service to the 
prospective sites. City wide, however, the level of water and sewer services 
is deficient due to rapid urbanization.
 

San Pedro Sula is governed by an Urban Development Master Plan
 

that regulates growth of the city. It also indicates those sites designated
 

as appropriate for residential construction. No project, however, will be
 

financed in San Pedro Sula until the existing inventory of unsold units has 
been sold.
 

C. Puerto Cort s
 

The old city was developed on a low tract of land extending
 

toward the wharf. Over the years, infill has been carried out in order to 
continue to increase the amount of land above sea level. Recently, the 

construction of new wharf installations in this area has raised land levels to 
such a height that natural land drainage has been interfered with. This iias
 

caused flooding in the central Lrea of town when heavy rainfall occurs. 
Therefore, thi,need for landfill and adequate drainage must be taken into
 

account when developing projects in the low lying areas. This in turn leads 

to increased infrastructure costs. 

More recently, new residential developments have begun to
 

extend toward the southwest end of the city where projects are being located
 

on higher ground with no drainage problems. Water service is now available to
 

that section of the city, although the current lack of a water-borne sewage
 

system requires that developers install local sewage systems in residential
 
developments.
 

D. La Ceiba 

This town has a recently improved water supply system and a 

sanitary sewerage system not as extended as the water network. Sites with 

good drainage are available for residential construction. 

It is worthwhile to note that in La Ceiba there are many low 

cost housing projects that have been promoted by worker unions, cooperatives,
 

teachers associations and other institutions strongly subsidized and financed 
at rather low interest rates (8-12%). 
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E. Danli
 

The smallest city of the 
initially selected group of towns
be considered as a beneficiary of this program, is located east of Tegucigalpa
 
to
 

over 
70 miles of paved road. 
 Public utilities are available being operated by
SANAA and ENEE. 
 A small project,

southern edge of the city. 

"Las Brisas" was recently built on 
the
 
town as 

As all services are available on
"Las Brisas," the same side of
it is most likeiy that this
new projects. area will be the choice for
A market survey completed in August 
1984 confirmed that
is demand and affordability for solutions funded under this project. 
there
 

III. CONSTRUCTION SECTOR
 

A. Capacity
 

The 
recent economic downturn nas caused a reduction in the level of

construction activity. 
 Little industrial construction is taking place, and
the construction of the 
hydroelectric plant of El Cajon which generated
considerable activity in the sector is 
now substantially completed.
Residential construction, while lower than the boom years of 1980/81, still
manages to provide some work for contractors. 
 INVA continues to provide
construction opportunities, while pension funds are
pension members. financing homes for
However, it is estimated 
that the construction sector is
operating at about one-third capacity. 
This affects all sectors of the
industry, including general contractors, engineers, and labor. 
Generating
additional housing activities in the sector would cause no problems and in
fact, any new housing programs would provide a needed boost to 
the industry.
 

B. 
 Labor andMaterials
 

During normal times, there is 
an ample supply of skilled labor for
the construction of low-income housing projects.
workers are 
 Most of these skilled
found in Tegucigalpa and San Pedro Sula. Due to the compactness of
the country, however, relocating these workers to other cities poses
problem. Unskilled workers are 
 no
in more than adequate supply. 
Again the
recent downturn in economic activity has increased the supply of both skilled
and unskilled labor.
 

Materials are 
generally available.
components, some plumbing fixtures and sanitary ware, and door and window
 

Except for electrical
 
hardware, all materials required to produce low-income units are
locally. produced
Locally produced mate'ial include cement, wood, rails, roofing,
floortile, PVC pipe and aggregates. All are 
produced in adequate quantity for
the expected demand from this project. 
 The economic recession has increased
the unused capacity of these producers, which gives further assurance that
building materials will be readily available.
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C. Bottlenecks
 

The primary block to residential construction in Honduras has been 

the lack of long-term financing. This financing will be a major contribution 

of this project. Construction financing is available at the present time but 

is not easy to obtain as Honduran lenders are quite conservative and impose 

stiff collateral requirements. Based on the recommendation of the Project
 

Paper team private sector consultant-I
/ that the remedy could be worse than
 

the disease, no interim financing by the government is planned under this 

program.
 

In Tegucigalpa, there has been a serious problem of overall water
 

supply for many years which is discussed in more detail in the section on
 

infrastructure. 

Other elements such as land, labor, standards, capacity of the
 

industry and materials have not been problems in the past. The limited
 

availability of dollars to pay for the few essential imported construction
 

materials has potential to slow implementation and, therefore, will be
 

provided as described below. 

D. Availability of Foreign Excha:zge 

The availability of foreign exchange is crucial to the development 

of this project. While the percentage of imported materials for, this project 

is minimal about 7 to 10% of the total cost of materials for an average unit 

or 5% of the total HG financing, the lack of foreign exhange to purchase those 

few materials could jeopardize the completion of the project. Tae Central 

Bank has established a list of import priorities with construction materials 

third on the list, after food and medicines.
 

For this reason, the Central Bank has recommended that it be 

required to provide the necessary dollars for purchase of the essential 

imported materials. Therefore, such a provision has been included in the 

covenants recommended for the Implementation Agreement. Specific procedures 

acceptable to A.I.D. will be defined by the Central Bank. 

E. Use of Local Materials - Adobe and Bahareque 

This program gives consideration to the use of available indigenous 

materials employed to obtain cost reductions, to avoid a drain on the limited 

supply of hard currency, and to increase local labor participation. Earth and 

wood are the most wide-spread and abundant construction materials in the 

country.
 

1_/Herbert Adelman, Report on Private Sector Program (preliminary draft)
 

dated July 2, 1984, available from RHUDO/ROCAP, Tegucigalpa. 
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1. 	 Methods of Use
 

The 	 principal house constructionare: 	 methods using this materialsadobe bricks, soil-cement blocks, and wattle and daub (bahareque).
Adobe bricks or blocks are 
straw or other fibers. 

molded from a clay-based mixture reinforced withMixture should have a high 	enough water content to
render it plastic and workable to be formed in simple molds in sizes that vary
in width (0.35  0. 4 0m), height (0.10 - O.15m), and length (0.35 - 0.50m). 

Soil-cement bricks are 
cast 	in forms set
They are made 	 in mechanical rams.out of a mixture of soil and 5-10% cement. This 	brick size is
generally 0.08 x 0.15 x 0 2 0
 . m.
 

Bahareque (wattle and 	 daub) is a framework of posts and polessupporting an assemblage of horizontal wooden members forming the inner and
outer faces of walls. Soil and stones mixed with water to the
consistency fill in proper
the framework. Wall 	width varies from 0.15 to 0. 2 Om.A mix of dirt, sand, and lime 
covers 
the surface. Usually a finish of sand

and 	 lime is applied to improve appearance and 	 hardness. 

2. 	 Ongoing Experience 

INVA is experimenting through its Rural Housing Division withprojects using adobe at Jamastran and 	 with soil-cement in El Pate,Other institutions have developed small projects in bahareque. 
Yoro.
 

Reports on costs 
show marked differencesconstruction methods 	 in favour of thesewhen 	 compared with concreteconstruction costs. 	 block or clay brickHowever, as information used comes 
from 	subsidized
government projects, adjustment of complementary cost components would be
necessary to develop comparable figures.
 

in 
INVA is in the process of building a prototype with bahareque
Santa Cruz de Yojoa testto acceptance and 	 gather reliable, up-to-date costinformation. 

3. 	 Project Execution 

Thre 	are 
two ways to implement these types of projects:
 

a. 
 Give 	the promoter's function to a Cooperative or other
qualified organized civic group, technically assisted by INVA, to 
build the
project, or
 

b. 	 Finance a turnkey wet 
core and/or site and services
project, build a model, and offer technical assistance in connection with the
home 	extension loan program. 
 Both 	alternatives may be tested in this project.
 



IV. Infrastructure Considerations
 

A. Availability of Services
 

A major problem that affects all housing developments in Tegucigalpa 
and Sari Pedro Sula as well as many other cities is tile availability of water 
and sewage service to the project. In order to overcome this problem, housing 

developments built under this project must be shown to have ready access to an 
adequate supply of water and sewage system, water-borne or local, in order for 
the project to receive approval. As a first step, SANAA, the national water 
company, has provided INVA, and will provide the private sector, with full 
information on the status of 'ater and sewage supplies throughout 
Tegucigalpa. The San Pedro Sula water supply agency -DI11A- has done the 
same. Moreover, SANAA expects to receive additional funding shortly to 
improve and its Tegucigalpa water supply system, and it is expected that funds 
will be reserved to help ensure that projects financed under this project will 
benefit from overall improvements in the system.
 

The provision of electrical power, which is provided nationwide by
 
ENEE, is more a problem of delays in installation of service than one of
 
availability. Prior to initiation of construction of a project ENEE must
 
approve the electrical plans, and the developer must pay ENEE in advance for
 
the cost of providing this service. Advance payment does not ensure prompt 
service; in fact, delays are chronic. The only recourse to this problem is 
removal of INVA from the process to permit direct coordination between the 
developer and ENEE. We expect a more aggressive stance by the developer to
 
obtain timely receipt of the service for which he has paid.
 

The timely delivery of electricity, water, and sewerage services 
will be the direct responsibility of the private sector developers. However, 
A.I.D. , through its technical advisor, will require periodic discussions with 
ENEE and SANAA to ensure better coordination for this project. 

B. Standards
 

For many years, infrastructure construction standards were set to
 
U.S. standards, due to the fact that engineers often received their education 
from U.S. textbooks, even in Honduras. This led to the overdesign 
of infrastructure, with concomitant high costs. With AID's encouragement and 
assistance the design level of water and sewer supply for housing projects has 
been reduced to reflect actual needs. This is the case for off-site 
infrastructure improvements made by SANAA, and on-site improvements by the 
developer. Subsequent evaluation of these minimum standards indicate that 

they are being applied to all of INVA's projects. Currently standards are set
 
as low as technically feasible.
 

Other standards have been reduced also. Reflecting the income
 
status of the inhabitants of INVA's projects, the number of units fronting on
 
streets has been minimized, and instead units are accessible by pathways. Lot
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sizes have also been reduced and in certain projects lots ofsold. 	 65m2 are beingGiven expected family size and space needed, this is probably theminimum necessary for single family dwellings. The reduction in all thesestandards reduce costs and thereby make INVA's solutions more affordable for
low-income families. 

5. Home Extension Loans
 

The provision of incomplete shelter solutions, such as the site and
services solution and the 
wet core unit, offers very low income
access 	 families
to a housing opportunity. 
Additionalimmediately to expand that solution, at least 
resources must be found
 

basic unit of 18 
to 20m2 ' 
to the level of a minimal or
 

family. 
which, while crowded, will accomodate the average
Over the years the unit can be expandedthe family. 	 to provide adequateThe rationa'e 	 space for 

purchaser can pace 
for the use of this technique is that thehis investment 

accomplish an equal amount 
to this own financial situation and mayof construction at 
a lower cost
and elimination of general contractor overhead and costs. 	

through self-help
 
Under
project, INVA will make material loans of up 

this proposed
to $75J for purchasers of wetcore units and $1,125 for the site and service solutions.
cover the cost of erecting 	 The purchaser willthe units. 

purchaser, however, 
If most construction is carried out bythe the extra expense will beindicated that the 	 minimal. Studies havelevel of construction knowledge necessary to build an
additional room is low and that the purchaser,relatives, is capable 	 perhaps with friendsof carryi.ng out 	 andthat activity.projects 	 Experiencein Honduras indicates that much 	

with earlier
of the

contracted 	
expansion work is successfullyout to individuals and very small firms. 

In previous projects whereimprovement 	 concept of home extensionloans was applied, INVA 
the 	

oremployed twoloan program. 	 methods of administeringIn both cases the 
were 

the loan was made in the form of vouchers, whichused to purchase the amount of materials required up
larger projects 	 to the maximum.in Tegucigalpa, 	 InINVAon-site, where both the 	
has erected a materials warehouse 0loan application is made and the materials disbursed.
In smaller towns INVA has contracted with local building material suppliersand has selected a supplier on a competitive basis to exchange the
for the supplies listed. 	 vouchersNo comparison

two methods has been made. 
of cost or efficiency between these
 

concentrate on applying the 
INVA expects to evaluate those two methods and
one 
that is most effective in projects developed
under this program.
 

Most purchasers of these two solutions obtainresourcescash needed to expand 	 part or ofall thethe solutionprobable therefore 	 from other sources. It isthat not every purchaser will wish to obtain a home
extension loan. 
Funds are reserved
the purchasers with a maximum loan. 

in this project to satisfy about 70% ofIn the event 
that the allocation for this
purpose is not fully used the surplus may be used to make loans to families to
expand a basic unit or, conversely, additional solutions of any of the
types contemplated may be built. 
three
 

http:carryi.ng
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Technical assistance will be provided to INVA to analyse the concept 
of incomplete shelter solutions, and to develop alternative solutions in the
 
event charges are desirable. 

6. Turnkey System - A Description
 

The purpose of the turnkey system is to accelerate the development and
 
construction of housing, while at the same time producing housing at a lower
 
cost. By joining the resources and experiences of builders with the knowledge
 
and ideas of developers and designers, improvement can be made in tile delivery
 
of finished units.
 

The turnkey system is defined as a procedure for acquiring housing units
 
whereby the private sector developer/builder asserriles a site, designs the 
project, obtains construction financing, and builds the project. INVA
 
receives the completed projects, sells the units to qualified purchasers, 
provides long term financing, and services the mortgage. The procedures for
 
developing a turnkey project are precise. Initially, the role of INVA 
consists of program design. INVA identifies localities for prospective
 
projects, including type and number of units to be built. It then advertises
 
that it will accept proposals from developer/ builders to develop a project
 
along the lines advertised. These proposals include the following information:
 

- Project site
 
- Ownership of site
 
- Type of units to be build
 
- Development plan
 
- Financial plan
 
- Type of construction
 
- Project cost
 
- Infrastructure plan 
- Topographic conditions
 
- Financial condition and project experience of the developer/ builder
 
- Construction financing arrangements 

INVA evaluates the proposal or proposals, and then selects one proposal
 
for implementation. A contract between INVA and the developer/ builder is 
negotiated, which stipulates the terms and conditions under which the project 
is developed and built. When the project or a project section is completed it 
is turned over to INVA; that is, the keys are handed to INVA. The developer/
 
builder's role is then completed. INVA takes the responsibility for selling
 
the units and provides the long-term mortgage financing. INVA then services
 
the mortgage loan. 

The experience in HG-005 demonstrates that the turnkey delivery system is
 
superior to the previous delivery systems used by INVA. Accordingly, INVA's
 
management has accepted this system as the most appropriate way to develop
 
housing projects.
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7. Turnkey -Plus- Sales -As Proposed for this Project 

To extend further the respnnsibility of 
the private sector developer,
INVA will promote as a part of every Turnkey offering the option of TurnkeyPlus-Sales. 
 The private developer will meet not
requirements only all the normal Turnkeybut will accept the responsibility
for a higher margin 

and risk of sales in returnon the project.
strong market and yet INVA is not 

In Tegucigalpa where there is now aable to coordinate delivery of
sales to its waiting the units andlist, delegation of this responsibility to the privatesector will eliminate a significant

In secondary cities, in addition 

financial drain from INVA's operations.to developers who know their markeLexpect to pre-sell the project, and couldthere may be considerablevoluntary organizations who L",uld 
interest by privatebe expected to
and communications to mini,dize 

build on existing programs

the sales price for their beneficiaries.
 

TABLE J-IV
 

PROJECT SHELTER SOLUTIONS
 
Shelter Solution Number Average Costs I Total Invvestment
 

Sites and 
 Services 1,406 
 2,486 
 $ 3,496,000
 
Wet Core Units 
 1,613 
 3,576 
 5,768,400
 
Basic Core Units 
 900 
 5,827 
 5,244,000
 

1 Bedroom Units 
 1,425 
 8,561 
 12,220,000
 
Home Extension Loans 
 2,648 
 1,122 2
 _9 71 600
 

S29,70,000 
Total Shelter Investment 29,700,000

Technical Assistance 


700 000
Total Program Investment $30,40o,06o
 
I/ Investment costs per activity includes the 12% 
per annum inflation factor 
over
the life of the project.
 

"i 



ANNEX K
 

DETAILED FINANCIAL FEASIBILITY ANALYSIS 

This financial analysis was prepared for INVA only, and takes into
 
consideration the public sector component of the project that will be 
implemented by that institution. No analysis was prepared by A.I.D. of the 
private sector of the project, but no private financial institution will enter 
into the program without its own careful analysis. The financial rates of 
return given in this analysis include only the IN4VA component of the project 
and are calculated only varying assumptions. The financial rate of return for 
the entire pcoject, including both the private and public sector components, 
and based on a single set of assumptions, is given in the Economic Analysis 
Section of this PP. 

I. Financial Analysis - Years 1982 and 1983 

A. Balance Sheet
 

In order to analyze INVA's financial position, financial ratios and
 
percentage variances in the balance sheet from the end of 1982 to the end of 
1983 have been taken into consideration with respect to liquidity, leverage,
 
activity, and profitability. Liquidity ratios show the institution's ability
 
to meet cash demands. Financial leverage refers to an institution using
 
borrowed funds to finance an operation which will earn enough to cover the 
financial cost and an additional amount of return to equity. The activity
 
ratios are designed to indicate the asset and resources utilization. The
 
profitability ratios indicate the institution's performance. Following are
 
percentage variances on the basic assets and liabilities, and income and 
expenses.
 

'000 of Lempiras
 

1983 1982 % Variance
 

Loan Portfolio L53,500 L38,530 +39% 
Total Assets 81,335 65,760 +24% 
Loans Payable 26,698 19,212 +39% 
Government Contributions 53,357 49,084 +9% 
Capitalization 67,972 56,478 +20% 

The above variances indicate the following:
 

1. The net increase in long-term debt was invested in income
 
generating portfolio.
 

2. The increase in assets was financed by an increase of the
 
capitalization (long-term debt + net worth) and other debts.
 

3. Government contributions increased by 9% (positive) and the
 
accumulated deficit by 23% (negative) thus leaving a net increase of 7% in net 
worth as a result of the decrease in accumulated losses of 42%.
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4. 
 The increase in resources was allocated as follows:
 

Increase in net worth 
 7%
Increase in long-term debt 39%
Increase in other liabilities 
 54%
 

100%
 

Increase in portfolio 

Increase in liquid assets 

39%
 
63%
Decrease in other assets 
 (2%)
 

100%
 

B. Income Statement
 

variances: 
 The income statement for 
the same period shows the following
 

Decrease in net financial income 1%
Increase in other income 
 173%
Increase in operating expenses

Increase in other expenses 	

29%
 
56%
Decrease in net loss 
 16%
 

The above variances show:
 

1. Minimal 
increase in productivity (return 
on investment 
versus
financial cost.)
 

2. Increase 
in other income due 
to adjustment 
of insurance
premiums (life insurance).
 

3. Increase 
in net operating expenses (29%) 
due to an 
increase in actual expenses of 18% and a reduction in the overhead allocation of
30%, due to a reduction in work in progress 	of 15%.
 

C. Financial Ratios
 

Financial ratios shown in Exhibit 4 for 1982 and 1983 show the fol
lowing:
 

1983 
 1982
 
Return on portfolio 
 8.92% 
 7.90%
Interest paid/Portfolio 
 5.32% 
 2.14%
Operating Expenses/Portfolio 
 8.08% 
 7.45%
Negative 
 Z?4M 
 1.69
 

Basically, 
the increase in operating expenses 
to portfolio
cost of debt (HG-005) affects 	 and the
the net return 
on the portfolio.
the portfolio in 1983 and 1982 should have 
The return on
 

been 9.17% and 8.72% respectively
in order to 
break even. 
 The actual return was 
8.92% and 7.90% respectively.
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Otherwise, a portfolio of L54.9 million as compared with L53.5 and L42.5 with
 
L38.5 million would have been necessary in order to break even in 1983 and
 
1982 respectively.
 

The average financial cost of the long-term debt is 10.64% as oYf
 
December 31, 1983. The ratio of Portfolio to Long-term debt is 2:1 at an
 
average rate of 8.92%, thus leaving a net spread of L2 million. The debt ser
vice ratio is 2.09 in 1983; therefore, the portfolio generates enough cash
 
flow to service the debt and make investments; however, INVA's high level of
 
operating expenses is preventing INVA from reinvesting at reasonable levels to
 
keep the same sound debt service ratio, as can be seen in Projection No. 1
 
(EXHIBIT 4). Other financial ratios (EXHIBIT 4) indicate INVA's slow decapi
talization, e.g. Operating Expenses/Total Income .95:1; Return on Net Worth
 
(0.64%).
 

In general, INVA's financial position is slightly deteriorating due
 
basically to: 1) low financial return on investment which does not correspond
 
to the financial cost of debt; 2) high percentage of operating expenses over
 
portfolio; 3) ratio of almost 1:1 of operating expenses to total income.
 

II. Financial Projections
 

Projection No. 1 - Exhibits 1, 2, 3 & 4
 

This projection takes into consideration only those resources already
 
committed to INVA by donors, including the Government of Honduras. Since INVA
 
cannot count on additional capital contribution from the Government of
 
Honduras after 1985, no additional resources are taken into account. The pro
jection was carried through 1993 only to show the investment capacity for
 
L26.3 million in 10 years or L2.6 million per year. Under the assumptions and
 
actual financial status, INVA will have to use capital resources to cover the
 
deficit from operations which reflect on its investment potential.
 

The financial ratios (EXHIBIT 4) show that: 1) by 1986 INVA will have
 
reduced its net worth by 11% or.L7.3 million; 2) the return on investment to a
 
break even point would be 10.62% versus projected 9.34% or a portfolio of
 
L98.9 million versus projected L46.8 million and; 3) the return on assets is
 
projected to be 4.06% when the average debt financial cost is 10.77%.
 

It is not necessary to elaborate further on this projection since there
 
is no basis for believing that the institution will continue its normal opera
tions under such unsound conditions.
 

Projection No. 2 - Exhibits 1A, 2A, 3A and 4A
 

This projection assumes the same conditions as Projection 1, plus an HG
 
loan for t15 million (L30 million) at 15% payable in 30 years, 10 years grace
 
period, and L3 million in counterpart contribution at no cost. The average
 

interest rate of the total financing would be 13.64%, and the average fi
nancial cost of the long-term debt, including HG-008, is projected at 12.39%.
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The cash flow projection shows a negative flow from operations in all 10
years of 
the projection; therefore, capital
reducing resources
INVIA's investmeut must cover the deficit
potential. 
 The total investment 
projected 
in 10
years is L65.3 million with the highest investment in 1988 with L10.4
and the lowest 
 million
in 1990 with L.4 million. 
 A slow recuperation 
starts
through 1993 in 1991
as follows:
 

Year 
 Increase 
 % Increase
 

1990 
 LO.42
1991 
 L1.40 
 233%
1992 
 LI.60 
 14%
1993 
 L1.90 
 19%
 
The negative 
cash flow 
from operations represents 
between
in 1984 and 66% in 1993 of the positive flow from capital 

21%
 
resources 
and recuperations.
 

The basic key financial ratios 
show a slow 
decapitalization
starting in 1989.
 

Ratios of: 

1989 
 1993
 

Interest Paid/Interest Earned

Operating Expenses/Total Income 

.81 .92
 
1.83
Return on Assets 3.96
 
5.81% 
 3.75%
Return on Net Worth (Negative) 
 (7.21%) 
 (23.93%)
Long term Debt/Capitalization 

.69 
 .80
 

The above ratios are conditioned by:
of 13.64% 1) the average cost
and the average of the HG-008
return 
on investment
spread); (1:10:1)
2) high operating expenses of 15.36% (1.72%
that do
investment not correspond
and; to the
3) low growth of investment level of

due to the 
negative flows 
from
operations.
 

Under 
this projection, 
it can be assumed
operate even that
with a reduction of 
INVA would continue to
its capitalization, 
although
will decline from L37.3 million in 1982 its net worth
 

duction. to L16.2 million in 1993
3t- or a 57% recan b- also assumed that it would be difficult for INVA to continue in business successfully after 1993 when an average return on 
investment
of 17.61% on a portfolio of L126.7 million is required just to break even.
 
The Financial Rate of Return is 0.74% which is low due to
of resources 
for investment at the INVA's lack
the early stages of the project
substantially the reflows for additional investment. 

thus reducing
 

Projection 3, Exhibit
5 - Reduction of
Operting
Expenses
 

This projection includes the previous assumptions, plus an increase of 5%
annually of the operating expenses, 
but also reflects 
a modest allowance for
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inflation. In addition, it assumes that INVA will reduce gradually its admi
nistrative costs.
 

Reduction in Ad- Adjusted Reduction after
 
Year ministrative Costs 5% adjustment for inflat.
 

1985 10% 5.49%
 
1986 15% 10.75%
 
1987 20% 15.99%
 
1988/1993 25% 21.25%
 

This projection shows that a return on portfolio of 14.02% is necessary
 
to break even as opposed to 17.61% without the reduction of operating expenses
 
(see previous projection). As a result of the reduction in operating expenses,
 
the institution improves its financial position for the following reasons:
 

1. Additional portfolio resources of L19.8 million generated at the
 
same terms as HG-008.
 

2. Increase in the return on investment by 1.10% relative terms.
 

3. Reduction in the operating expenses over average portfolio of 27% in
 
relative terms.
 

4. Improvement in the debt service ratio of 1.14 in relative terms.
 

5. Increase in the percentage of operational expenses over total income
 
of 25% in relative terms.
 

Despite the improvement shown when assuming a reduction of the operating
 
expenses, the financial position improvement does not maintain the same trend
 
after 1993.
 

Change Index: 1991 1992 1993
 

Return on Investment +1.06 +1.07 +1.01
 
Operating Expenses/Average Portfolio -.68 -.66 -.67
 
Portfolio/Long term Debt +1.15 +1.15 +1.15
 
Portfolio/Capitalization -.98 -.98 -.98
 

The above financial indicators show that while a reduction in operating
 
expenses at an average of L1.3 million per year and invested at an average of
 
L2.2 million per year financially assists INVA it is not sufficient to gene
rate the necessary investment funds. Therefore, additional fresh capital or
 
debt at soft terms would be required in 1988/1989, in order to keep the insti
tution in a sound financial position and maintain its produ-tion capability.
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The 	Financial Rate of Return under this assumption is
duction 	 9.84% due
of the operating expenses, 	 to a rethe investment 
of those savings, and
vestment of reflows.	 in-


III. 	Portfolio Status
 

A review of INVA's portfolio status shows the following:
 

5/31/84 
 12/31/83 
 12/31/82
Total 	Loans 


13,188 
 12,354 
 9,070
 
100% 
 100% 
 100%
Current 


7,108-54% 
 7,813-63% 
6,577-72%
 

Payment Status:
1 month in arrears 
 2,499-19% 
1,979-16% 
 1,093-12%
2 & 	3 months in arrears 
 2,104-16% 
1,459-12% 
 613-7%
4 + 	months in arrears 
 1,477-11% 
 1,103-9% 
 787-9%
 
If the year ended on December 
31, 1982, is
uncollected accounts 	 used as the
status should have been 	

base year, the
 as follows in 
order to 
maintain
the same position without any improvement:
 

5/31/84 
 12/31/83 
 12/31/82
Total 	Loans 

13,188 
 12,354 
 9,070
 

100% 
 100% 
 100%
 
Current 


9,636-82% 
8,959-72%
 

1 month s 
 1,589-12% 
1,488-12%
891-7%
4 + 	months 835-7%
1,072-9% 
 1,072-9%
 

Variance based in 1982:
 

Current 

-2,528 26%
month s 	 - 1,146 13%
2 & 	3 months +910 
 57% 	+ 491
+1,213 136% + 	 33%
624
4 + 	months 75% 
+405 38% + 
 31 
 3%
 

The variance 
between 
the actual uncollected
dates 	 accounts
and the base year (1982) is large. This 	
as of the given


rioration. 	 reflects a substantial
INVA's management should take the necessary actions to 
dete

portfolio status 
 improve the
since the present situation adversely affects the 
Institution
from 	the cash flow standpoint and the financial return on the investment.
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Projection No. 1
 

Assumptions
 

Inflow
 

1. 	Amortization of the loan portfolio as of 12/31/83 at an average rate
 

of 9.50% - 15 years average remaining term.
 

2. 	Loans Payable
 

L 11.4 million
522-Hg-005 16.50% 

2.5 	million
CABLI-3-008-00 5.% 


CBH 5%/10% 6.5 million
 
4.2 	million
Government of Germany 2% 


3. 	New portfolio recuperation:
 

Average interest rate 	 12.25%
 
17 years
Average term 

10%
Downpayments 


Costs in addition to direct cost:
 
Price-escalation adjustment 10%
 
Operating costs (indirect) 9%
 

Outflow
 

1. 	Long-term debt repayment
 
2. 	Interest on long-term debt
 
3. 	New construction in progress/turnkey projects
 

4. 	Operating expenses and salaries and fringe benefits adjusted by 5%
 

per annum based in 1983 expenses.
 



rrjc on Il 
INSTITUTO N A C ION AL DE L A V IV IEu v A (INVA) E ccT -- - -1-

CasheFlow Project.ion 
Year 1984 throgh 1993 

Caho ad1934Oplns 

l.nterest eaind 

tIe7.280 p 

Commislons and oilter IncomeIncom 

Operating expenses 
Salarles aml frlir.e benefits 

Total 

Netflow fromoperat/ons 

Capital Rennurcen nnd fiadtperatlons 

1905 
.hand 6. 32 

5O0ereat,3.8ia 7,000 

-r4,674 4 9(836) 038 

306 559(530) 2,5 

1.955 2,052 
25 2572 
4 4 

(4,935) (2,027) 

i986 
G51"1 

7,823 

2,59 

5733 -----

2,154 
2,700 
4,854 

(1,682) 

1907 
.190 

5d527 

5,1342,146 

2,1461 

2,2Gl 

2835 
5,096 

(2,950) 

1980 
--. 2 

6.9035,044
1,859 

Ti 

2,37. 

2,976 
3,7,02,976 

(3,491) 

1939 

5.172 

6.49149544 
1,536 

1.53-

2,493 
3,125 
3,4 

(4,082) 

19 91 
19 

5,816 5.631 
4,66.27004,7 

6.042 5.548 
1,116 772 

1.17-i-6 772 

2,618 2,749 
3 24 

6,19 

(4,723) (5,422) 

19 
92 

5.081 

5.010 
388 

3--

2.886 
3 618 
. 

(6,116) 

I9 
19 

4,396 

4,20 

(51) 

-T31) 

3,030 

b,299 

(6,880) 

PrIn-ile Reciperat tons
.qserien 

Lon term debt
Covernment (Conirth.tbion) 

Totn 

Less: Principl repayments-Long 
debt term 

2,558 
427 

20,186 

73,171 

3.376 
522 

4,400 

2 60010,898 

3,850 
506 

W-73 

4,393 
490 

8XI8 3~ 

4.,770 
4170 

T.2j40 

5.182 
460 

56U 

5.631 

440 

6,071 

6.125 

420 

6,6 

6-T5-

6.663 

100 

7,06-3 

7253 

380 
2 

7,633 

amount 

Investments 

Ne t 

available 
~27,145 

1~f02 

1oal7210 

0 

9.9 

7,567 

1,1482 

2,874 

1,192 

1.493 

3,390 
41.40 

1,504 

3,136 

245 

1,516 

4,126 
44 

1 52 7 

4,544 
(179) 

7 

4,866 
(556) 

3 

5,431 
(685) 

7 

-=,961 
(919) 

Availability at the end of the year 

16,223987 

6,392 

7,451116 

6,508 

2,613(1,421) 

5.087 
440 

5,527 

- 245 

5.792 
- 4 

5.816 
(?179-) 

5.637 
-3) 

5.081 
(-6-5) -(919) 

4,396 3.477 



i'ro.Iectin. It 

INSTITUTO HACIONAL nE I.A VIVIEIINDA 
Balance Sheet Statement 

As of Decemher 31, 1982 tlhrourh 
In thounands of Lempiras 

(INVA) 

1993 

Ansets 
Aetnh 

1932 

3,306 

1983 

5,405 

1984 

6,392 

1985 

6,508 

1986 

5,037 

1987 

5,527 

1988 

5,772 

1989 

5,816 

1990 

5.637 

1991 

5,081 

1992 

4,396 

1993 

3,477 

Loan frtrolIo 

I.c.: Provision for doubtful 
nccounts 

38,530 

947 

3 

53,500 

1.1 

52,359 

80,931 

1 11,1 

87,175 

1,141 

86__. 

86,808 

1,11.1 

85,661 

82,415 

1,141 

81,214 

77,645 

1,1111 

0 

72,463 

1,141 

T1 

66,83Z 

1,141 

65,6916 

60,707 

1,141 

5 

54,044 

1.141 

52,3 

45,191 

1 

45,61) 

Long -term Investments 
Other receivables 

Conntrnction In progress 

Lnnl 
lnve.tnry of units 

4 
1,222 

16,689 

3,852 
1,443 

4 
1,292 

14,144 

3,447 
3,066 

4 
1,292 

3,447 
3,066 

4 
1,292 

3.1,47 
3,066 

4 
1,292 

3,1147 
3,066 

4 
1,292 

3,1,47 
3,066 

4 

1,292 

3,447 
3,066 

4 

1,292 

3,647 
3,066 

4 

1,29Z 

3,4417 
3,066 

4 

1,292 

3,447 
3,066 

4 

1,292 

3,447 
3,066 

4 

1,292 

3,447 
3,066 

Fixed nnqetn net 

other ansetn 
of depreciation 1,170 

491 

1,222 
396 

1,222 
396 

1,222 
396 

1,222 
396 

1,222 
396 

1,222 
396 

1,222 
396 

1,222 
396 

1,222 
396 

1,222 
396 

1,222 
396 

Total Assetn §5-760 81,335 ,-0 16 p..J~~2 1.0 655 ~ j0 ~.2 51 

Ltabilitien and Nct Worth 

Sv( nr.. 
Loans Pnyable 

Construction Contract% Payable 

Interest nnd Accounts Payable 
Ret-ntion to nuilderR 

Reerv.s 

776 

19,212 

2,751 

1,148 
1,157 

3,450 

785 

26,698 

7,957 

992 
272 

3,357 

785 
65,858 

1,852 
272 

612 

785 
48,954 

1,852 
272 

7,59Z 

78, 
47,472 

1,832 
272 

8,398 

785 
45,979 

1,832 
272 

8,398 

785 
44,475 

1,832 
272 

8,398 

785 
62,939 

1,852 
27Z 

8,398 

785 
41,432 

1,852 
272 

8,393 

785 
39,753 

1,852 
272 

8,393 

785 
38,121 

1,852 
272 

785 
36,449 

1,852 
272 

8 

Total Liabilities 28,494 40,061 55,U')9 59,455 58,779 57,286 55,782 54,266 52,739 51,060 49,428 47.75t 

ilet torth 

Government CooLtrib,,tionm 
Accm.ulted Deficit 

49,084 
11,818 
7,266 

53,357 
12,083 

U 

53,357 
.12,757 

55,957 
13 443 

i 

55,951 
14,555 
41,402 

55.95 
_7_-015 
38,942 

55,957 
2 3 
35,921 

5,957 

32,Z99 

55,957 
9 

2, 

55,957 
Z,943 

55,957 
38,659 
1 8 

55,957 
159 

_5,98 

Totnl Linbilitle 8and it Worth jl,4.O 462%, ".L% ;jA ,,Wpq,,i,. , A A , 



__ 

Pr.ojecIon ,1 
INSTITUI'TO HACIONAI D. LA VIVIF.,DA ([IlVA) 

lncome StatementYearn ended December 

In[ereqt earned 

fletFnancial Income 


Other Income 


Total Income, 


dC2 

ratIng eneSn1nrles eindfrlnr.e benefits 

O! her operating expenses 

Congtr,,ction cost 


allocation 


01Ier exrp.nge 
1.4t rrofit 
or (LonR) 


Accimulnted reficit Previogs Year 


Acc,ir,tnted Deficit-nnlpince Sheet 

1993 

1908 


6.903 


.2~'1,859 


1170 


2,329 


2,976 


2 


5,350 


IM_ 


(3,021) 


17,015 


,.03 

1909 


6,491 

495
1,536 


460 


1,996 


3,125 

,, 

2,4--t93 

5,618 


=56
10 

(3,622) 

20,036 

.6. 

1990 


6,042 

,6

1,116 


440 


1,616 


3,281 


2,68 

5,899 


5,899

A 


(4,283) 


23,658 


., 4 

1991 


5,543 

.
 
712 


420 


1,192 


3,4,5 


279 

6,194 


6,194

_6 

(5,002) 


27,941 


! , 

1992 


3,010 

5L!
,010 


400 


788 


3,618 


6,.504 


76 5_04 


(5.716) 


32,943 


3. 8659 

1993
 

4,420
 
4,420
 
(i)
 

33U
 

329
 

3,99
 

3.79
 

6,829
 

3U29
 

(6,500)
 

38,659
 

1982 


3,046 


V.een
72--06 

632 


2.852 


2,14,7 


1,413 


3,560 


689 

2,8 1 


297 


(316) 


11,502 


.1 A2-003 


1983 


4.639 


2,4.50
2,189 


1,725 


3,914 


2,334 


=,862 


4,196 


480
 
3,7116* 

463 

(265) 


11,818 


1984 


6.376 


4,674
1,702 


2,029 


3,731 


2,450 


1 955 

4,05 

(674) 


12,083 


12.7577 

31, 1982 throatpi
In thnoqnnds of Iempiras 

1905 


7,595 


4.962
2,633 


1.305 


3,9J8 


2,572 


2 052 


4624 


(686) 


12,757 


,4355359. 

1986 


8.123 


2,899 


843 


3.742 


2,700 


5 


-84W 

(1,112) 


13,443 


1& 

1
 

1987 


7,280 


2,146 


490 


2,636 


2,835 


6 


5,096 


=096 


(2,460) 


14,555 


0 



Pro |etion Ho.I 
EXIBIT 4 

TYPE RATIO, 1982 1983 1984 1985 1986 

FINANCIAL RATIOS AND PERCENTAGES 

A rP.ht-Servtce RnIio 1 2.09 1.60 1.75 1.73 

A Partfnliolnnp, tera debt 2 2.0 2.0 1.8 1.8 1.8 

A Iong term debt/Cipittization 3 .34 .39 .53 .54 .53 

A Poritfolio/Capitalization 4 .68 .78 .94 .95 .98 

A Dbt-tn-ELuity Rntio 5 .67 .89 1.55 1.40 1.61 

A Portfolio/liet tlortlh 6 1.03 1.30 2.19 2.05 2.10 

nl Return on assets 7 0.78 2.69Z 4.32Z 4.32% 4.06Z 

B Return on net worth 8 (0.84%) (0.64Z) (1.64%) (1.69Z) (2.61Z) 

A Times interest earned 9 .62 .89 .86 .86 .78 

C Interest earned/average portfolio 10 7.90% 8.92 8.96% 9.042 9.34Z 

C Interest pajd/avernRpe portfolio 11 2.141 5.32% 6.51Z 5.90 6.00 

C Iperating expensex/everage portfolio 12 7.45% 8.082 6.19Z 5.50% 5.58% 

C Interet paid/interest earned 13 .27 .53 .73 .65 .64 

C Operating expensea/total income 14 1.00 .95 1.20 1.17 1.30 

Retulrn on Portfolio to break even 8.72Z 9.17% 10.491 9.85X 10.62 

Averrge portfolio needed to break even L 42,557 L 54,977 L 78,683 L 91,603 L 98,875 

A Leverge 

is Activity 

C Profitability 



Projection 2
 
Assumptions
 

Inflow
 

1. Projection 1
 
2. 
 HIG 522-HG-008 


L 30 million
3. Local participation 

L 3 million
4. Recuperation of invesfment 

82% - 15% - 20 years
 
18% - 17% - 10 years
 

Outflow
 

1. Projection 1 
2. 
 HIG 522-HG-008
 

Interest Rate 15%
Grace period 
 I0 years

Amortization period 20 years

3. 	 Investment
 
82%. = 15% - 20 
years 
18% = 17% 
- 10 years
 

Other financial data 
Investment at 15%: 

Overhead 9% over direct costEscalation adjustment 10% over direct
Doinpayment 	 cost 

10% of final cost 

Investment at 17%: 

Loan amount includes 7% margin to INVA. 



Prolection 12
Ir2I10IT I A 

INSTITUTO NACIONAL DE LA VIVIEIiDA (INVA) I -ILOL -

Cahlt Flow Projectinn 
Years 1984 througi 1993 

1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 
Qnhon linnd 6,392 6,335 A,635 5,55. 6,211 619018 8, 13 .96 10,119 

Operntton, 

InrPrert 
Inter.'at 
Net 

earned 
pnid 

3,838 
j j
(836) 

7,455 
5,369
2,086 

9,026 
6 294 
2,3 

9.498 
7,096
2,4112 

10,664 
8,357
2,30T 

11,6.3 
945.5 
2,19-8 

11.147 
9j366
1,181 

10.727 
9,276~
1,451 

10,272 
9, 2 

J 
2 

1,150 

9.777 
8.971

806 

CnmmInmfonq and other Income 306 559 573 706 794 87A 877 889 902 918 

Totni lcome (530) 2,645 3,305 3,108 3,101 3,06,2 2,658 2,340 2,052 1,724 

OperitinK expcnne. 1,955 2,052 2,154 2,261 2,374 2,493 2,618 2,749 2,886 3.030 
SaInrtem nol frinre benefits 2,4 0 2,572 2 700 2,835 2,976 3,125 3,201 3,445 3618 3,799 
Total 4,624 4,05 5,096 5,350 5,618 5,099 6,194 6,504 6,829 

let flow from operatlonn (4,935) (1,979) (1,549) (1,988) (2,249) (1,556) (3,241) (3,854) (4,452) (5.105) 

Capital Remonurces and Recuperations 

rrircipal recotperations 2,558 3,419 3,974 4,638 5,210 5,836 6,405 7,053 7,775 8,583 
Reqervwa 427 527 549 555 593 633 620 580 570 540 
Long term debt 20,186 7,119 4,418 5,947 9,005 7,911 7.911 
rovernaent Contributlons 2,600 

Totnl 23,171 13,665 8,941 11,140 14,8013 1.,380 7.025 7,633 8,345 9,128 

Leqnq Principal repayments-Long 
term debt 1,026 1,304 1 482 1,493 1,504 1,516 1,527 1 679 1,632 1 672 

fie _ 27,14 12,361 9-,,65 1-3, 12,86--4- 5-,.T- 8 6,113 t, 56 

Total nrnnt nvnilahle 17,210 10.382 5,910 7,659 11,055 10,308 2,257 2,100 2,261 2-,351 

Investment 16,223 10,439 7J56 6,J2! 10,396 9611 422 1,378 1,607 1,874 

Net flow 987 (57) (1,650) 867 659 697 1.835 722 654 477 

Availability aR the end of the year 6,392 6,335 4,685 5.552 6.211 6,908 8,743 9,465 10.119 10.596 



12 
INSTITUTO NACIO1JAL DE LA VIVIVNDA (INVA) CLoJIcltionLJI 18hi2 A 

Am or 
Balance ShCet Statement 
Dec.mler 31, 1982 throt.gh 1993 
In tlhonndn of l emplrnm 

1982 1983 1916 1985 I.56 1981 1988 1989 1990 1991 92 1993 
Anmets 

Csh 

Loan portfolio 
Less.Provision for doubtful1O,6 

account m 

Lon, term inveRtmen 
Other receivables 

Conn, rct ion In pro re sLnm 

lnvv'rory of ,nits 

Fix"d anitet net of depreciation 
Other .qe 

Total Assets 

3,306 

38,530 

967 
37,583 

6 
1.222 

16.6893,852 

1,6/3 

1,170 

691 

7 

5,405 

53.500 

1 141 
52.35 

4 
1,292 

16.1 4,3,647 

3,066 

1,222 
396 

AL.& . 

6,392 

80,931 

.,l 

7,9,79( 

4 
1,297 

3,467 

3,066 

1,222 
396 

5, 609 

6.335 

90,120 

1,1,, 
88,9M 

1.292 

3,447 

3,0d6 

1,222 
396 

0 4 

4,685 

93,706 

1,14 
92.565 

4 
1,292 

3,447 

3,066 

1,222 
396 

AO"677 

5,552 

96,73o 

1.11 
V-5,587 

4 
1,292 

3,447 

3,066 

1,222 
396 

A - t 

6.211 

101.916 

1t 
100,71T 

/ 
1.292 

341 

3,066 

1,222 
396 

1 61 , 

6.908 

105,691 
0,9 

1,Ila 
1U.3W 

1,292 

3,447 

3,066 

1,222 
36 

2.885 

8,763 

99,708
9978 

1,141 
98,561 

6. 
1,292 

.447 

3.066 

1,222 
36969 

.l6],7.3,3 762 

9,465 

94,033
903 

1,,,i 

92,19 

6 
1,292 

3,447 

J,U66 

1,222 

,7Jl 4 

10,119 

87,865
8,65 

1. 
8(,i, 

6, 
1,292 

3,447 

3,066 

1,222 

10.396 

81,151
1,1 

,141_k 
8U.U0 

1,792 

3,447 

3,066 

1,222 
39___6 

).Q .4.0633 
Liabilitie and Nttlorth 

Savi nr.s 

Lonn Payable 
Cnnntrtirtion 

Contracts pyatleInterest nml Accounts rayable 
Retentions to nlulldern 

Rea i.3,450 

Total Labilities 

776 

19,212 

2,7511,168 

1,157 

28,696 

785 

26,698 

7,957992 

272 

_357 

40,061 

785 

45,850 

1,852 

272 

6,242 

55,009 

785 

51,673 

1,852 

272 

8,3 

63,520 

785 

56,609 

1,852 

272 

9,87 

67,005 

785 

59,063 

1,852 

272 

1091 

72,884 

785 

66,564 

1,852 

272 

1150 

80,978 

785 

72,959 

1,852 

272 

12,138 

88,006 

785 

71,432 

1,852 

272 

12,757 

87,098 

785 

69,753 

1,852 

272 

13,337 

85,999 

785 
68,121 

1,052 

272 

13,907 

84,937 

715 
66,49 

1,852 
272 

1444 

83,805 
Net Worth 

Government Contributions 

Tccumulnted Def cit 

Total Liabilitius and Net Wort, 

69,086 

11 818 

61-7§0 

53,357 

12 083 

53,357 

12 737 

55.957 

1. 736 

_ 

55,957 

16 285 

~6J, 

55.957 

18 273 

_ _ 

~ 

55,957 

20 522 

3~ 
)141 

55,957 

23 078 

8- 9_ 

2j, 

55,957 

26,3 8 

29,639 

55,957 

30,1 

2 5.185 

55,957 

34,624 

21,33)]t 

,6.,7 

55.957 

39,729 

Z 



Projection tZ 

LMIIBLT 3 A 

INSTITUTO NACIONAL DE LA VIVIEDA (INVA) 
Income Statement 

Yearn ended December 31, 1982 throu81, 1993 
In Lhousands of Lempirns 

1982 1983 198. 1985 1986 1981 1908 1909 1990 1991 1992 1993 
Income 

Interest Parn,4 
Interest paid 

Net finnncinl income 

3,01,6 
826 

2,220 

4,639 
2.450 
2.159 

6.376 
4.674 
:1,7-2 

7,455 
5 
2,056 

9.026 
629 
2,732 

9.498 
7,09 
2,402 

10,661 
8,357 
2.307 

11,643 
9,55 
2,185 

11,147 
9,36 
1,181 

10,727 
9,276 
1,451 

10,272 
9,122 
1,150 

9,777 
8u7 
5U6 

Otier income 632 1,725 2,029 559 573 706 794 874 877 889 902 918 

Total Income 2,852 3,916 3.731 2,645 3,305 3,108 3,101 3,062 2,658 2,340 2,052 1,724 

Opferating Expenses 

Snlnricq nod frirV.e benefits 
Other opernting expen.a 

2.147 
1 4 13 

2,334 
1 562 

2,450 
1 955 

2,572 
2,052 

2,700 
2 54 

2.835 
2,261 

2,976 
2 374 

3,1254 9 3,281 
2,615 

3,445 
2,769 

3,618 
. 8 6 3.799 

J,030 
3,T'5T V,! 4,2 5.--T3,096 5,35U 5,618 5,899 6,194 6,504 .,82 

Less! Conmtructlon Cost 

Allocntion 689 480 

2,871 3,716 4,405 4,624 4,854 5,096 5,350 3,618 5,899 6,194 6,504 6,829 

Other expenses 297 463 

Net profit (loss) (316) (265) (674) (1,979) (1.549) (1,988) (2,249) (2.556) (3,241)- (3,854) (4452) (5,105) 

Accum ulated Deficit Prevlous Year 11,502 11,818 12,083 12,757 14,736 16,285 18.273 20,522 23,078 26,318 30,172 34,624 

Acr,,milAted deficit-Bnlance Sheet 11,818 12,083 12,757 14.736 16.285 18.273 20,522 23.078 26,318 30,172 34,624 39,729 



Projection 2
IIIBIT 4 A 

TYlc RATIO 
Finnncint R antiosne'd erce tage s 
A aht.1rvir, Rntio 1 

A rort rohio/lnp-ter
m debt 2 

A Lont-term 1pbt/Cnpltnlrnt on 3 

A rartollto/rapitntzatiaon 4 

A Deb, to Fqttly Ratio 5 

A Portrotio/fiet Worth 6 

• Retigrn on Assets 7 

8 Rettirn on Net Worth 8
A Times Interepit F.%rnpd 9 

C Interept Earned/Avernge Portfolio 10 

C Interest Pald/Avernre Portfolio 11 

C Opernting expc.nes/Avernpe Portfolio 12 

C Interent P.ld/Interest Fnrned 13 

C Oper~tinrp Expensen/Totel Income 14 

Ret,,rn on portfolio to breAk even 

AverAeP, portfolio needed to bremk even 

1982 

2.00 

.35 

.68 

.67 , 

1.03 

0.782 

(0.842) 
.62 

7.902 

2.14% 

7.451 

.27 

1.00 

8.722 

!A2,557 

1903 
2.09 

2.00 

.39 

.78 

.89 

1.30 

2.69Z 

(0.642) 
.89 

8.922 

* 5.322 

8.082 

.53 

.95 

9.172 

1,54,977 

1984 1985 1986 
1.60 1.64 1.67 

1.8 1.7 1.7 

.53 .55 .58 

.94 .97 .99 

1.55 1.54 1.69 

2.19 2.19 2.36 

4.32Z 3.38Z 4.482 

(1.64Z) (4.87Z) (3.762) 
.86 .63 .75 

0.962 8.722 9.82Z 

6.571 6.282 6.852 

6.192 5.402 5.202 

.73 .72 .70 

1.20 1.75 1.47 

10.4 1 11.032 11.512 

L78,683 1.108,188 L107 688 

1987 1988 1989 1990 1991 199z 1993 
9 0 191 192 1 

1.65 1.61 1.59 1.61 1.62 1.68 1.73 

1.6 1.5 1.4 1.4 1.3 1.3 1.2 

.61 .65 .69 .71 .73 .76 .80 

.99 .99 .99 .98 .98 .9e .98 

1.93 2.28 2.63 2.94 3.33 3.98 3.16 

2.57 2.88 3.21 3.36 3.64 4.12 5.00 

5.362 5.382 5.812 5.152 4.972 4.282 3.752 

(5.01Z) (5.96X) (7.212) (9.852) (13.00Z) (20.862) (23.932).72 .73 .73 .t(5 .58 .51 .75 

9.982 10.73Z 11.222 10.852 11.07Z 11.292 11.73Z 

7.452 8.412 9.1O2 9.202 9.572 1U.027. 10.762 

5.352 5.392 5.412 5.742 6.392 7.15% 8.19Z 

.75 .78 .81 .84 .86 .88 .92 

1.64 1.73 1.83 2.22 2.65 3.17 3.96 

12.06% 13.002 13.682 14.00Z 15.052 16.192 17.b1Z 

UL15,090 1,120,344 L126,550 1,132.608 1.131,716 L130,415 1126.871 
A Leverp. , 

n Activity 

C Profitab lity 



EXIIBIT 5 

INSTITUTO iACIONAL DE LA VIVIEflDA (INVA) 
SuIary of Key Financial Rntios 

Type
A Debt Service Ratio 

Ref. 

I 

1985 1906 1987 1908 1989 1990 1991 1992 1993 

Projection 1 
2 

Opernting Expenses 
3 

Reduction 

1.75 
1.64 

1.64 

1.73 
1.67 

1.70 

1.65 

1.70 

1.61 

1.70 

1.59 

1.69 

1.61 

1.75 

1.62 

1.80 

1.68 

1.92 

1.73 

1.9a 

A Portfolo/Lann Term Debt 
Pro.ection 1 

2 
Operatin, Expenses Redaction 

3 

2 
1.8 
1.7 

1.8 

1.8 
1.7 

1.7 

1.6 

1.7 

1.5 

1.6 

1.4 

1.5 

1.4 

1.5 

1.3 

1.5 

1.3 

1.5 

1.2 

1.5 

A Portfolio/Copitnlizntion 
Projection 1 

* 2 
Operatin Expenne Reduction 

3 

3 
.95 
.97 

.97 

.98 

.99 

.99 

.99 

1.00 

.99 

.99 

.99 

1.05 

.98 

.97 

.98 

097 

.98 

.96 

.98 

.96 

A Long-Term debt/Capitalization 
Projection 1 

2 
OpernttnR Expenses Redtlction 

3 

.54 
.55 

.55 

.53 

.58 

.57 

.61 

.59 

.65 

.62 

.69 

.65 

.71 

.64 

.73 

.64 

.76 

.64 

.80 

.64 

A Portfol~o/l&t Wlorth 
Pro lection 1 

2 
Operating Expenses Reductinn 

3 

5 
2.05 
2.19 

2.19 

2.10 
2.36 

2.38 

2.57 

2.59 

2.88 

2.89 

3.21 

3.19 

3.36 

3.26 

3.64 

3.39 

4.12 

3.55 

5.0 

3.83 

C Interedt Earned/Avernge Portfolio 
Projection 1 

2 
Operating Expenses Reduction 

3 

6 
9.062 
8.72X 

9.36% 
9.82Z 

9.94% 

9.98Z 

10.17Z 

10.73% 

11.02Z 

11.22Z 

11.56Z 

10.85% 

11.33X 

11.07Z 

11.692 

11.29Z 

12.07Z 

11.73Z 

11.66Z 



C Opernt, Expenen/Avere
Proetion 12 

ortfolio 7 
5.50% 5.58Z 

C 

Operntinr Exppnsie Reduction3C 

praigExpenae sfTotnaI Income 8 

5.1,OZ 5.28Z6.64 5.35Z4.20 5.39Z
3.91 5.41% 

J.86 
5.74% 
4.02 

6.39Z 
4.35 

7.15Z 
4.70 

8 19Z 
5.06 

PFOJC(A on I 
2 

Operating Expensen Reduction3 
1.17 

1.751.53 

1.30 

1.471.18 1.64
1.17 1.73 

1.07 
1.83 
1.03 

2.22 
1.11 

2.65 
1.14 

3.17 
1.13 

3.96 
1.30 



Exhibit No. 6 

Brief Description of the Financial Indicators 
used in this Analysis and Projections 

1. 	 Debt Service Ratio 

Ratio of principal recuperations plus interest earned to principal 
repayments plus interest paid. 

2. 	 Portfolio/Long-Term Debt
 

Measures tne relationship between long-term debt and loan portfolio.
 

3. 	 Long-Term debt/Capitalization 

The 	contribution of long-term debt to the total capitalization (long-term
 
debt 	+ net worth.) 

4. 	 Portfolio/Capit alization
 

Measures the use of copitalization to generate portfolio as an income 
generating asset. 

5. 	 Debt-to Epuity Ratio
 

Measures the financial resources supplied by the creditors in relation to
 
equity holders.
 

6. 	 Portfolio/Net Iforth 

Indicates the position of net worth invested in portfolio. It maintains
 
certain relationship with the ratio of Portfolio/Capitalization.
 

7. 	 Return on Assets
 

This ratio reflects the productivity of a firm in generating returns to
 
both 	creditors and equity holders. The return should be greater than te 
cost 	of debt; otherw4ise, the firm is having losses, and, therefore,
 
capital resources are being used to service the cost of debt. 

8. 	 Return on Nlet Vorth 

Measures the return on net worth.
 

9. 	 Times Interest Earned
 

This ritio measures the amount by which earnings can decline before the
 
firm will no longer be able to meet interest costs; therefore, a ratio 
below I is not a good indicator.
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10. 	 Interest earned/Average Porto-, 

Average return on porctolio.
 

11. 	 Interest aid/Average ?ortol o
 

Indicates 
what 	 percentage of portfolio is used 
to cover cost of debt.
 
12. 	 Operatiln expensesA.eragePortolio
 

Indicates 
what 	 percentage of portfolio is used to
expenses. 	 cover operatingIf the differencegreater than between interest earnedoperating exenses, 	 and interestit is an 	 paid isindicationexists 	 that a profitabilityregardless of whether it should be improved. 
13. 	 Interest pad/rnterest earned 

.easures the amount of interest earned to cover the 	financial cost 	ofdebt.
 



ANNEX L
 

DETAILED ADMINISTRATIVE ANALYSIS
 

1. Institutional Analysis - INVA 

The National Housing Institute was created in January, 1957 by Decree Law
 
No. 30 of that year. It is a semi-autonomous public corporation whose mandate 
is extremely broad. The twelve objectives specified in the authorizing 
legislation include all conceivable shelter activities from direct 
construction to policy development. INVA's powers are equally broad, 
encompassing not only direct or indirect construction and financing of shelter 
but also promotion of a savings and loan system, drafting of laws and 
regulations for the shelter sector, promotion of a secondary mortgage market, 
support of the construction sector, training, etc.
 

During INVA's first twenty years of existence, its impact on the housing 
sector was not substantial. INVA focused on production, and even so, only 
several hundred units were produced annually by INVA during that period, with 
production ranging from of a low of 4 units in 1962 to a high of 1,378 units 
in 1974. Many of the units were built directly by INVA -rather tha-i, using 
private contractors- and production was both slow and relatively expensive. 
Until January, 1984, the Government of Hondaras made an annual grant to INVA, 
which was used to produce some housing, as well as help cover administrative 
and operating costs. In keeping with the traditional role of public housing 
agencies, INVA produced housing so.1dilons at subsidized rates, offering 
interest rates below market rates, and setting the prices of units below their 
full cost. 

In the mid 1970s, A.I.D. began providing more assistance to INVA, which 
led to the approval of a housing guaranty loan and technical assistance grant 
in 1978. The purpose of this assistance was to provide INVA with the funds to 
develop and build 4,500 plus low income housing solutions, and to assist INVA 
to improve its managerial capabilities. In the first two years, Che program 
consisted principally rf technical assistance, as INVA striveO to upgrade its 
capacity to undertake the proposed massive housing production program. By 
1981 construction began on several housing projects and by the. beginning of 
1985 it is expected that almost the units will be completed and occupied. 
While certain problems within INVA remain, it is clear that INVA is a better 
organization than it was at the onset of AID assistance. 

Experience with HG-005 

The lessons learned from INVA's performance in implementing 522-HG-005
 
are crucial to the design of future AID technical and financial assistance to 
that organization. During the implementation of 522-HG-005, two evaluations 
were performed; one just prior to initiating project construction, and the 
second in May 1983, when most of the technical assistance had been provided 
and the construction of shelter solutions well underway. The latter 
evaluation, being the more comprehensive, attempted to measure INVA's progress 



in improving its institutional capabilities asimplementing that project. In general, 
well as its performance in

the evaluation concluded that INVA hadimproved considerably its capabilities and had succeeded in carrying outgoal and purpose of the loan. theFurthermore
addition the evaluation reported teat,to the planned results, inINVA had developed the newsystem, that private turnkey deliverysector bankers 
projects 

had begun to participate in INVA-producedby providing interim financing for turnkeyhad projects, and that INVAidentified and tapped additional sources of financing from several local
pension funds.
 

On the other hand, 
 the evaluation noted that certainand problems persistedthat INVA still needed to implement many practices and procedureswere suggested thatby previous advisors. Specific areas of managerial deficiency
were identified as: a) the persistent problem of weak policy direction andcontrol of operations, b) under utilization of its data processing capability,c) lack of coordination with the Ltility companies, d) delays inloan applications and awarding units, 
processing

e) problemsmanagement and management 
in internal information

decision making, and f) inadequate and insufficientmarket demand studies and forecasting.
 

A most serious concern 
 highlighted in the evaluation was theturnover of highINVA's staff, particularly in light of the strong AID inputtechnical assistance and training during the 
in 

previous years.one senior staff member out of 
At present, onlytwelve fills the 
same position he filled in
January 1983. Such staff changes decrease the institution's efficiency andeffectiveness. 
While A.I.D. cannot eliminate political decision-making in
selection of igh-level personnel, we expect to lobby forpersonnel management and to 

more professional
structure the technical assistance to developsystems which in themselves provide continuity.
 

Organizational 
 Patterns
 

The organization 
of INVA since
providing 1976 reflects a full-service organizationall the services required to develop housing projects.few functions were contracted In the pastout to third parties. In 1984 the adoptionthe turnkey delivery system, of

the reduction 
force 

in the number of projects built byaccount, and other internal changes in purpose and role, dictatedreevaluation of the institution's organizational framework. 

Recognizing the need for a reorganization
the to reflect the impactchanges in INVA's ofrole and direction, a managementWilliam y Asociados, audit by Morales Palaothe Honduran agent of Arthur Anderson & Co.,undertaken wasin the first half of 1984. It recommended major chargesorganizational structure including 

in INVA's 
a staff reduction of about 30%. Majorrecommendations were made in the following areas. 

- Improve inter-institutto-al coordination among institutions involved
in providing services to INVA projects. 

- Define more clearly the responsibilities and authority of eachdivision and section. 



- Restructure the organization to reflect the responsibilites and 

authority, as well as the intended purpose, of INVA. 

- Reduce the number of employees from 265 to 182. 

It is not certain that INVA will adopt any or all of these 

recommendations. The recommendations on inter-institutional coordination and 

definition of responsibilities have been made previously, at least as early as 

1976, and often, yet the situation has improved little. After the earlier 
years, the staffing level hadaudit, staff was cut by 25%, yet within a few 

from then on, the staff continued to grow.returned to the previous level and 

Nevertheless, it is clearly in INVA's interest to adopt and 

implement the audit, particularly the 	recommendation regarding staff
 

reductions. At present, investment per employee declined in 1983, after 

having shown a major improvement in 1982. Administrative costs, of which 

salaries and wages constitute scme 86%, are excessive and cause a real drain 

on capital. A reduction in staff as suggested in the audit would lead to a
 

decrease in administrative costs by as much as L 1 million, which could then 

be used for a number of purposes including reduction of decapitalization of
 
suggeststhe institution and investing in new shelter solutions. The audit 

that reductions in staff positions most likely would be through attrition, 

assuming that voluntary departures would occur in adequate numbers. Given the 

current status of the economy as well 	as the public profile of INVA, voluntary 

highly unlikely to be used to accomplishreductions in the quantity needed are 

this goal. No doubt reducing staff will be the hardest recommendation for 

INVA to accept.
 

Institutional Capability
 

Various studies and evaluation carried out over the past few years, but 

1983, have attempted to analyse the capability of INVA to
particularly in 
fullfil its role as the nation's public housing agency. The Project 

Evaluation in 1983 emphasized that INVA had shown considerable progress and in 

general INVA had been able to implement 522-HG-005, but that improvements 

still were required to make INVA a truly effective organization. Taking that
 

INVA has both progressed and regressed in
evaluation as a point of reference, 

the past year in its efforts to improve its institutional capability.
 

a) Areas of General Improvement
 

In general, INVA's policy was to fix interest rates and terms to 

borrowers without consideration of the cost of money obtained for relending. 
spread and INVA lost money. In effect, INVAThis often resulted in a negative 

was subsidizing borrowers at the expense of decapitalizing the institution. 

recovery problem was pointed cut in the Evaluation, and subsequentlyThis cost 
technical assistance from AID convinced INVA to reverse that policy.
 

whereby the interest rateEffective in 1984, INVA'c adopted a new policy, 

spread in all cases must be positive, regardless of the ultimate cost to the 

rates on loans to homebuyers since that datehomebuyer. As a result, interest 
real cost of those funds to INVA. INVA has alsowere increased to reflect the 

for administrationdecided to charge a 9% fee -rather than 3%- as its mark-up 

costs.
 



The adoption of 
the turnkey delivery system for some of the projects
developed under 522-HG-005 has 
been recognized in 
INVA as a success.
policv statement In a
to AID in March of 
1984, INVA's General Manager states that
the turnkey system is the 
most appropriate method for the production of
housing, and that 
the system is more economical in that INVA's does not
design and incurinterim financing costs, which instead 
are passed on to
developer, thenor does INVA become involved in land purchuse, which ofteninvolves land speculation. 

INVA adopted a new design concept for the implementationfinanced under 5 22-HG-005. The of projectswet core designreach solution permitted INVAmuch lower income families than previously. This was 
to 

particularlyimportant in secondary cities and towns,excluded where a much lower income scalean ever greater percentage of

INVA's projects. 

the population from participating in
INVA is now entertaining the adoption of another solutionthat will probably reach even lower income families
slution. Moreover the 
- the site and servicelower construction costs of the new solution will helpTNVA to continue to offer a solution affordable to the
even ii. face of lower income families,to increased interest 
rates and higher costs. Adoption of
these low income solutions also will reenforce INVA policy of
progresiva," "vivienda
the concept of incremental improvement in shelter solutions, a
major step forward if low-income families are 
to have access to formal sector


housing solutions.
 

b) 
 Areas Still Needing Improvements
 

In the last few years, 
INVA has expanded its production, begun to
work in secondary cities and towns, and introduced new design solutions.
Accordingly, INVA needs to develop and carry out market surveys as well as
design forecasting techniques in order to 
be able to identify market demand.
 

The loan application and beneficiary selection process is both
disorganized and inefficient. 
The Social Soundne.qs Analysis goes into more
detail on this subject.
 

The establishment of 
a data processing system offers the
to institutionalize many administrative functions that 
opportunity
 

not only improve the
efficiency and productivity of an institution, but also mitigates against the
adverse effects of 
high staff turnover and freque-t management changes.
However, no progress appears

Evaluation, and in fact, due 

to have been made ia this area since the
 
to a complete turnover of staff in the data
processing department, that department may be 
less effective than it 
was one
 

year ago.
 

Loan arrearages or delinquencies have plagued INVA in the past. 
 The
acquisition of a data processing system substantially reduced arreages, but
arrearages increased unacceptably with the increasing size of its portfolio in
1983. 
 In tlie past few months, INVA has 
reduced the total amount outstanding,
in spite of the addition of significant numbers of 
new units, but further
 progress is 
required.
 

http:Soundne.qs


When INVA recently raised the fee it charges for administrative 

costs from 3% to 9% of the turnkey cost, no cost analysis was prepared by INVA 

to ascertain if the 9% was justified. Better cost analysis capacity is 

essential to support staff reduction decisions and pricing decisions to enable 

INVA to conserve its capital. Financial planning capacity must also be 

reinforced. 

A chronic problem for years has been a lack of coordination between 

INVA and the utility companies. Under this program INVA will have no direct 

responsibility for coordinating with the utility companies once projects have 

been accepted, but its President, the Minister of Public Works, will serve as 

the Chairman of a committee whose purpose will be to coordinate delivery of 

infrastructure with completion of units. 

Assessment of Management Capability 

The development of this housing guaranty project will not impose an 

on INVA. It is expected that some 2,800 housing solutionsadditional workload 
and 1,900 home expansion loans will be made over a four year period beginning
 

in 1985. Given the paucity of other financial resources, it is unlikely that 

INVA will produce more than an average of 1,200 units per year, even with the 

housing guaranty program. In comparison, 3,400 units were produced by INVA in 

1982.
 

The effectiveness and future of INVA as a financial institution for 

low-cost shelter as well as its efficiency as a producer will depend on 

improvements in the areas of weakness identified as targets for technical 

assistance:
 

a) Adequate market studies, 
b) Efficient beneficiary selection; 
c) Institutionalization of management control systems through data 

processing;
 
d) Reduction of arrearages; and 

e) Improved financial planning and cost analysis capacity. 

As indicated in the two previous sections, INVA has deficiencies in the
 

managerial and organizational areas. Regardless, INVA's management is capable 

of undertaking a housing guaranty project as described in ti"s paper, although 

it may not be undertaken as efficiently as desired. 



A N N E X M
 

ECONOMIC ANALYSIS
 

1. Summary of Current Economic Situation
 

Honduras has experienced negative real rates of economic growth during
 

the last three years. Declining export earnings as well as depressed invest

ment levels have been largely responsible for the decline. During the same
 

period, Honduras faced unusually large deficits in the budget and the balance
 

of payments which, until this year, have been accomodated but not solved.
 

Isolated tax measures and heavy domestic and external borrowing have financed
 

the budget deficit, and have had the effect of increasing liquidity in the
 

banking system. A combination of external borrowing, restrictions on imports
 

and the introduction of parallel foreign exchange market covering "non-essen
the balance of payments.
tial" imports have relieved some of the pressure on 


The reterioration of the economic situation in 1983 (particularly public
 

finances and the balance of payments), combined with the lack of timely cor

rective policy reform, resulted in GOH non-compliance with the IMF Agreement
 

in early Novemver of that year. In accordance with the terms of the bilateral
 

ESF agreement, A.I.D. stopped disbursements of $38 million remaining in FY83
 

assistance.
 

Subsequently, the GOH and the Mission agreed to establish a GOH Economic
 
a
Working Group, with USG participation in an advisory capacity, to develop 


comprehensive economic program which could be supported on an interim basis
 

with ESF funds and eventually lead to a new arrangement with the IMF. The
 

program's goal was to stabilize the economy by arresting and reversing the
 

balance of payments and fiscal disequilibria, and laying the basis for 
a
 

resurgence in economic growth. New conditions for disbursement of tile
 

remaining $38 million were agreed to in February, 1984. These were keyed to
 
GOH fiscal and monetary
quantifiable targets aimed at bringing overall 


performance in line with what might be required to negotiate a 1984 Stand-By
 

Arrangement with the IMF. Specific targets included reducing the 1984 central
 

government's overall fiscal deficit to the equivalent of 8% of GDP,
 

implementing monetary policy measures designed to reduce liquidity ini the
 

system, and limiting the net domestic banking system firioncing
banking 

available to the consolidated public sector,
 

Public Finance. Honduran public finances have undergone a substantial
 
the second
transformation over the last ten years. Before the coffee boom of 


half of the 1970s, public sector expenditures (consumption and investment) 
constituted only 18% of GDP. By 1978, these expenditures had grown to account 
for over 25% of GDP, and remain near that level todtky. [li,, marked expansion 
of public sector expenditures was fueled by the suddOn availability of govern

ment revenues derived from taxes on coffee, which permitted a major expansion
 

of public sector investment through autonomous institutions.
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As coffee 
prices crashed 
in 1979-80, followed
export earnings, the pace of tax 
by a decline in other
revenue growth fell
GOH and public sector agencies, however, 
behind projections. The
attempted to 
maintain
their investment program by continuing to borrow heavily from domestic 

the pace of
 
and abroad. During this sources
period evidence
institutions began to surface as 

of mismanagement 
in the autonomous
 many of the
the autonomous investment projects undertaken by
institutions 
became serious 
liabilities
These developments were to the public sector.
partly responsible for the
central government's fiscal spectacular growth of the
deficit which went 
from 
$90 million 
in 1979 to
almost $300 million in 1983.
 

As the deficit ballooned, 
sources 
of financing changed
increasingly dependent as the GOH became
on 
domestic borrowing. Between 1979 and 1983,
tion of the central government's overall fiscal the por
sources deficit financed from domestic
went from 
1% of GDP to almost 5% of GDP. 
 GOH bond issues
monetary expansion which increased the monetary base beyond 

fueled a
 
with containing the price level 

a level consistent

and demand for imports.
 

Foreign Trade Position. Honduras' 
foreign trade 
position,
in its balance of as reflected
payments accounts, 
has deteriorated substantially over the
last four years. After maintaining 
an overall
half of the seventies, as 
surplus position for the second
a direct result of
payments recorded an overall 
tie coffee 'oora, the balance of
deficit (losses 
ir net international 
reserves
the Central Bank) of $64.6 million in 1980, $1C6.5 million in 1981, 

of
 
lion in 1982 
and $90.6 nil$1.4 million 
in 1983. Honduras'
experienced a sharp reductions while petroleum 

major export commodities
 
increased. Between as well as other import prices
1978 and 1983, Honduras' 
terms of
percent. For the trade deteriorated 
17
 
position went from $181.5 


1980-83 period, the Central Bank's net international
million reserve
as of December 31, 1979, 
to
million as of December 31, 1983, an 
a negative $81.6
overall drop of $263.1 million.
 

Year 
 Balance of Payments!/ 
 NetInternational Reserves!
 

1979 
 363.0

1980 181.5
233.8 
 116.9
1981 
 20.8 
 10.4

1982 
 (160.4)
1983 (80.2)
(163.1). 
 (81.6)
 

l/ In millions of $. 
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External Debt Service. Thrbughout the 1978-83 period, the country's debt
 
service obligations, resulting mainly from private sector borrowings with pub
lic sector guarantees and.the borrowings of autonomous institutions during the
 
second half of the seventies, began to grow substantially. Between 1979 and
 
1982 annual interest obligations went from $72 million to $173 million and
 
eventually forced the GOH to initiate discussions with private foreign banks
 
seeking the renegotiation of a portion of the public sector debt ($121
 
million), a debt which the GOH simply could not service. External private
 
sector capital became less available. After reaching a peak level of $122
 
million in 1980, private capital inflows declined to $19 million in 1981,
 
became negative in 1932 and remained so in 1983. Neither growing official
 
capital inflows nor financial system capital inflows have been able to
 
counteract the steady decline in the private capital acccunt.
 

Exchange Rates and Import Restrictions. The monetary authorities'
 
response to the growing balance of payments problem was not to adjust the
 
exchange rate but to introduce, in mid-1982, an import control system whereby
 
the Central Bank allocates foreign exchange on the basis of a priority
 
scheme. This innovation was based on the belief that the current account
 
deficit and lower capital inflows resulted from temporary phenomena (temporary
 
low export prices, political turnmoil, etc.) as distinct from structural weak
nesses. While the import control system has been effective in containing the
 
import bill, it has done so by restricting production in those sectors heavily
 
dependent upon imported inputs such as the industrial sector and non-tradi
tional export sector with a resulting increase in the level of unemployment.
 

Internally, demand continues to be fueled by an e>cessive monetary expan
sion resulting from the continued emission of GOH bond: and mounting fiscal
 
deficits. Monetary expansion and the resultant inflatienary pressures have
 
resulted in the overvaluation of the Lempira, which the IMF estimates at
 
approximately 35%, over the last 2-3 years
 

Stabilization Program. In late May 1984, the GOH obtained congressional
 
approval for Decree Law 85-84 which constituted a comprehensive stabilization
 
package desgined to reduce the central governments's fiscal deficit and excess
 
liquidity in the banking system. The first objective is to be achieved
 
through the implementation of tax increases which should yield L37 million for
 
the rest of 1984, administrative measures designed to increase revenues by
 
L17.6 million and expenditure reduction measures on budgeted expenditures com
bined with reductions in extrabudgetary demands on the budget which should
 
limit net expenditure increases to. L24 million. Excess liquidity is to be
 
reduced through the implementation of increases in the reserve requirement of
 
some banking system deposits and sharply curtailing the programmed levels of
 
credit growth for the private and public sectors. The package also contains a
 
series of measures designed to increase central government control over the
 
financial affairs of decentralized institutions which are in large part
 
responsible for the fiscal disequilibrium. Based on the progress the GOH made
 
in developing and approving these measures, a decision was made to disburse
 
the remaining $38 million in FY83 ESF assistance.
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With the fiscal 

by 

package and the banking system credit limits established
the Central Bank, the 
projected 
1984 Central Government
overall Budget shows an
deficit of L513.5 million 
with an unfinanced projected gap of L103.3
million. The gap can 
only be financed with measures that do not expand domestic credit 
if the fiscal component of 
the stabilization 
program is to
the expansionary impact of the fiscal deficit. 
reduce
 

Fiscal prospects 
for 1984 and the domestic election year 
of
been improved with the recently passed stabilization package. 
1985 have
 

the complete Nevertheless,
success 
of the program is dependent upon the extent to which the
exchange rate 
problem is managed.

by foreign exchange reform 

Larger foreign exchange inflows stimulated
should 
result in increased revenues
restrictions as import
are lifted. The options, however, for 
financing/accommodating
the balance of payments deficit without 
devaluation
ably. Over $120 have narrowed considermillion in foreign commercial 
borrowing guaranteed by the GOH
has been in renegotiation 
for the last two
renegotiation is unlikely to 
years. Even a successful debt
spur significant


ing community. new loans from the foreign bank-
Foreign borrowing from commercial sources 
is not available to
cover the balance of payments, and domestic borrowing cannot 
substitute for
foreign borrowing to meet foreign exchange requirements.
 
While 
the GOH package, if fully implemented, represents
economic policy effort, a substantial
it will not 
be sufficient 
to ensure the fiscal, monetary, and balance of payments performance from the Uonduran economy that will
bring a Fund-supported stabilization 
program.
the stabilization program is the 

The most glaring omission in
absence of 
a significant effort
the overvaluation to address
of the Lempira and there 
is little likehood of
agreement without action in this area. 
a new fund
 

2. 
 Country Risk Assessment
 

The Honduras Country Risk 
Assessment indicated that,
cause for concern in Honduras' debt service 
while there is a
 

conditions, adjustments suggested 
capacity and internal economic
 

internal actions taken by GOH 
by the IMF, ESF support by USAID and
the should maintain the
within manageable levels. debt service ratio
Conditions 
are expected to 
improve slightly over
the next few years. (See Annex N).
 

The proposed HG Loan is 
an integral part of
cial assistance designed an overall package of finanto help Honduras meet 
its short-term
financial obligations and international
achieve internal reforms that
a long-range solution are needed to achieve
tm.,these problems. 
 Other elements of the 
package
include the extensive use of ESF grant and loan funds and projects designed to
increase non-traditional 
exports. The 
HG loan will contribute
the debt service capacities of the GOH 
favorably to
 over the critical short
the low requirement for run because of
foreign exchange


less than 10%), resulting 
in the program itself (estimated at
in the availability of substantial
to the GOH. The longer grace period 

foreign exchange
 
on principal rcpayments
substantial will also free
amounts of foreign exchange to meet short-term needs.
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3. Financial Viability
 

The proposed loan provides long-term mortgage financing for shelter solu
tions financed through two discrete subprojects: a private sector subproject
 
administered by the Central Bank of Honduras and a turnkey private sector
 
sub-project administered by INVA.
 

A financial analysis of 522-HG-008 results in a positive net present
 
value of US$5,426,000, a positive benefit/cost ratio of 1.07 and a positive
 
internal financial rate of return of 6.3% (See Table M-1). These indicate
 
that the project is feasible for the Government of Honduras from a financial
 
standpoint. ID this connection, however, it should be emphasized that the GOH
 
has acquired an obligation in Dollars and its receipts will be in Lempira. If
 
there is a devaluation of the Lempira over the course of the repayment period,
 
the GOH will be in an exposed position because its Lempira receipts will be
 
based on mortgage terms thdt are independent of changes in the exchange rate.
 
Given the possibility of a devaluation, it will be incumbent upon the GOH to
 
assure that the 90-93% of the Housing Guaranty dollar reflows are invested in
 
foreign exchange-earning activities.
 

4. Economic Viability
 

The financial cash flow projection needs to be adjusted to assess the
 
economic feasibility and value cf the project to Honduras. Substantial
 
adjustments to financial mangnitudes must be undertaken to perform an analysis
 
of the economic viability of the project. The purpose of these adjustments is
 
to correct financial magnitude for any distortions that make financial bene
fits and costs diverge from economic benefits/costs. Obviously, virtually
 
anything can be made financially viable if costs are sufficiently subsidized
 
and/or output, prices are set at artificially high levels. Typically, perfor
ming an economic analysis requires the following adjustments to the financial
 
cash flows: (1) adding subsidies to costs; (2) adjusting unskilled labor
 
costs; (3) eliminating taxes and import duties; (4) eliminating debt-service
 
charges on the HG loan, the interest costs of subprojects, and capital inflows
 
provided by external sources; (5) adjusting for currency overvaluation; (6)
 
adding to costs and benefits the value of any inputs or outputs that happen to
 
have zero value in the calculation of financial rates of return but non-zero
 
value from an economic point of view.
 

Adding subsidies to Costs. There are no apparent direct subisidies
 
for this program. All inputs are valued at market value. Private rather
 
than public land is being used for project sites and is priced at market
 
value in the developers' profits. There is no GOH counterpart subsidiz
ing the project. INVA's contribution and downpayments are valued in the
 
economic analysis at the current rate of inflation.
 

The only three implicit subsidies in the financial calculations are
 
the understated interest rates associated with the 10% INVA counterpart
 
contribution (valued in the financial analysis at 9.2%, the official rate
 
of inflation), the exclusion of participant downpayments as a cost, and
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the GOH contribution 
to cover negative margins.
estimated Valuing these at the
rate shadow of inflation 
of 12% raises estimated 
costs by 6%
over the life of the project.
 

Adjusting 
Labor Costs. Unskilled labor costs
mated account
18% of direct construction costs for an estiin labor-intensive
works in Honduras. infrastructure
Assuming that unskilled workers employed in the projects would be unemployed otherwise,
costs is overvalued the labor component of construction
for purposes of economic analysis. Givenrate of unemployment the highand the unskilled natureseems reasonable to value labor 
of the labor involved, itat 70% of financialof the analysis. cost for the purposeUsing a conservative 
deflator
labor at 70% of financial costs 

that values unskilled
reduces the economic costs of the project
by 3.5% 
over the life of the project.
 

Eliminating 
Taxes and 
Import Duties. Taxes and
very import duties
little impact on the have
economic analysis
commodities amount of the project. Imported
to less than 10 percent of the total
project. Assuming cost of the
an average import duty
be imported on the commodities
for this project that would
 
reduced by 33% 

of 50%, total cost estimates 
would
over the 

materials except 

life of the project. Sales taxes are 5% on 
be
 

lumber. all
An estimated 
25% of each project
materials purchases consists of
that are subject to sales tax. 
 Eliminating
taxes reduces economic costs over the life of the project by 0.8%. 
sales
 

Eliminating Interest 
and Debt Service Items.
rather than economic costs, As internal transfers
all internal
external interest payments, input of
capital and debt service charges were eliminated From the financial projections for purposes of the economic analyisis.
 
CurrencyValuation. 
The official exchange
US$. rate is 2 Lempiras
At this rate, however, the GOH to 1
has had
strict foreign controls that 

to impose a variety of
contain import demand to
availability. foreign exchange
Informal parallel 
market exchange rates
restriction-free exchange rate would be 2.6 to 
suggest that 
the
 

currency is overvalued by 
1. To the extent that the
as much QAs 35% of
project the economic beneT;t
is understated of this
by the finncial analysis. This does not have
major inpact 
on the project, a
as only 10%
items, but over 

of costs represent imported
the life of the 
project does 
reduce estimated 
costs by
0.8%.
 

With thcse adjustments, 
 which include
opportunity an adjustment
cost of funds, the for the
net present value
culated of
at US 12,997,000, the project is calthe benefit 
cost ratio 
at 1.3 and the 
internal
economic rate of return at 9.2 percent.
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5. Unquantified Costs and Benefits
 

In addition to the specific adjustments in the financial cash flows that
 
were incorporated in the quantified economic analysis, there are a number of
 
unquantifiable considerations that affect the overall economic evaluation of
 
the project. While these cannot be precisely quantified, tie nature-of their
 
contribution to the economic viability of the project is ascertainable.
 

Devaluation. The financial analyses is sensitive to changes in the
 
exchange rate. As noted above, since the HG loan is denominated in Dollars
 
and internal loans to INVA, private banks and homeowners are denominated in
 
local currency, a devaluation of any magnitude would lower the relative rate
 
of return on internal loans relative to external repayment, and reflows would
 
not cover the debt service on the HG loan, requiring GOH budget allocations to
 
cover the deficit.
 

Employment Generation. Employment generation is a major concern in
 
Honduras as the economic stagnation of the past few years has led to wide
spread unemployment. The construction industry has been one of the hardest
 
hit sectors of the economy, with year-end 1983 unemployment estimated at 60
 
percent of regular workers in the sector. With normal employment in
 
construction industry estimated at 45,000, some 27,000 workers are currently
 
unemployed.
 

A recent review of six specific shelter construction projects in Honduras
 
indicated that one person-day of work was created for each 48 Lempiras of con
struction costs. During the first ten years of the HG loan investments in
 
housing construction costs will total $36,900,000. At an average rate of 48
 
Lempiras per person/day of work, some 1,537,000 person/days of work will be
 
created during this period of time or over 5,000 person-years of employment.
 

Because of the strong forward and backward linkages of the construction
 
sector, the indirect employment effect will be even greater. Previous esti
mates of this indirect effect, indicate that two offsite jobs are created for
 
every on-site job. Using these ratios, total employment generation for the
 
first ten years of the program would be over 15,000 person years with 69
 
percent occurring during the first six years and 27 percent during the peak
 
year. The $43 million of direct labor costs during the life of the project 
would eventually result in increased personal income of $120 million in 
Honduras. 

Multipliers. Housing construction projects, because of their strong for
ward and backward linkages and employment effect, have a high multiplier
 
effect. As noted in the documentation for 522-HG-007, estimates of the over
all multiplier effect of a project have ranged from 3.12 to as high as 6.67
 
times the initial capital investments. In the absence of more recent studies
 
or analyses, we have adopted the more conservative ratio for projecting
 
project benefits. At this rate, the $25 nillion invested through 522-HG-008
 
will generate a long-run total investment in the country in excess of $75
 
million.
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Income Distribution. The 'impact of employment generation
struction industry wilt have in the cona positive effect on increasing
below-median-income workers by shifting wages among
-nemployed individuals at the lowest
income levels to employed persons earning wages 
at slightly above the medium
day wage. Current estimates-of wage levels for unskilled workers in the construction industry is approximately 6-8 Lempiras per 
day, which is-slightly
above median individual 
income levels

rural areas), for the country as a whole (including
but well below individual median
ally active population. Thus 

income levels for the economicthe project will have 
a positive effect 
on
income distribution objectives.
 

Effective Demand. 
 The effective 
demand for progressive solutions
core, site and services, basic cores (wet
and low-cost one bedroom houses)
prices and interest rates at the
 
resources available. 

that would result from this loan greatly exceed the
A study of housing needs
1981 conservatively placed the total 
in Central America conducted in
1985 need for housing among AID's target
population inmetropolitan and other urban areas at approximately 21,000 units.
INVA currently has an unfilled backlog 
over
housing solutions. Housing demand 

3,000 completed applications for
studies conducted in Puerto Cortes 
and La
Ceiba, have indicated that solutions offered would be acceptable
prices those at rates and
above proposed 
in this loan. As a consequence, the financial
analysis understates the economic value of shelter solutions provided through
HG-008 and economic benefits are thus higher than measured financial benefits.
Taking this adjustment into 
account would produce an 
even higher internal
economic rate of return than that shown in the calculations.
 
Least-Cost Solutions. 
 HG funds will provide no
nancing: builders interim construction fiand developers must secure their
the own interim financing in
local market at prevailing interest rates. 
 Individual subprojects accepted for long-term financing will 
be selected from
mitted a list of proposals subby private developers based


these do not 
on cost, value, and performance. While
guarantee least-cost solutions, they do 
assure that the most economic projects will be 
initially selected, cost
the private builders will 

increases will be minimized,
build 
in the most efficient manner possible for
them, the program will 
incur no expenses until completed units 
are presented
within budgeted cost guidelines, and public 
sector administrative costs 
associated with the program will be minimized. Projected unit costs are
with actual unit constant
costs achieved during HG-005 
and HG-007 when
inflation. adjusted for
And, the ability to reach 
as low as the 15th percentile with completed solutions (sites and services or wet core 
with a home extension loan 
or
a basic core) indicates that the program will be meeting its goals of providing
truly low-cost solutions.
 

Improved Health. 
 As cited 
in the social soundness
housing is analysis, improved
a key element in improving health.
quantify in While it is not possible to
a rigorous fashion the impact of improving housing under this project on 
the health of new occupants, 
and the consequent improvement
productive capacity, it should be noted that this is 
of their
 

a positive economic benefit of the program.
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6. Conclusions 

The project is economically justificable. The IERR nf 9.2 is higher than 
the estimated IFRR of 6.3. Furthermore, unquantified factors would, if 
measured, further increase the economic rate of return on the project.
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C]RCULAR ~Ui. D-23/82 

Se Jro e
S]STLEi.; BANC R1O NACJON1AL y 

ASOC]hCIONES DE IHOR0 Y PiRESTA.H0 
Toda la Repiblica.
 

Estimdos seiiores:
 

Nos permitihos cornunicarles que el Directorio del Banco Central de
 

Honduras, con fundamento en su RESOLUCIO4 No. 336-7/82 de fecha 29
 

de ulio de 19Z2; Decreto Nc. 69 aprobado par el Congreso Nacional
 

el 16 de Agosto de 1982; Articulos 2, 16 letras a) y b), 47 y 48 de
 

la Ley del Banco Central de Honduras; y Articulos 49 de la Ley para
 

Establecimientos Bancarios reformado por Decreto No. 29 de fecha 5
 

de Febrero de 1965; en su sesi n celabrada el 28 de Octubre de 1982,
 

mediantE :'ESOLUCION No. 490-10/82, resolvi6 aprobar el "REGLAMENTO 

PI.A LA CONCESION DE CREDITOS DEL FODO PARA REACTIVAR LA INDUSTRIA 

DE LA CONSTRUCCIO," , el cual le adjuntamos. 

Atentomente. 

CAZLS U tI&1Q. IA 
Se et-- o . 

:7 
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REGLAIIEWTG PARA LA CONCES]C, DE CPEDITOS DEL FONDO 

PARA REACTIVAR LA INDUSTRIA DE LA CONSTRUCCION
 

ODJETO
 

I.- El presente Reglamento tiene por objeto regular la concesi6n de los
 

otorguen con recursos FOiDO PARA REACTIVAR LA
cr~ditos que se del 


INDUSTRIA DE LA CONSTRUCCION, creado por Resoluci6n No.336-7/82 de
 

fecha 29 de Julio de 1982, emitida por el Directorio del Banco Cen

tral 	de Honduras y autorizado por Decreto No.69 de fecha 16 de Agos

to de 	1982 aprobado por el-Congreso Nacional.
 

REQUISITOS
 

2.-	 Los cr~ditos se concedrgn por intermedio del sistema financiero na

cional y del ]nstituto de la Vivienda, a trav~s de su Departamento
 

de jAhorro y Pr&stamo, en proyectos elegibles de financiamiento, los
 

cuales deberdn reunir los requisitos siguientes:
 

a) 	 Los fondos deber~n ser destinados, a la construcci6n de viviendas 

familiares nuevas. No se conceder~n pr~stamos para financiar el 

costo de viviendas ya construTdas o en proceso de construcci6n a 

la fecha en que se otorgue el cr~dito. 

b) 	El valor de cada vivienda tendra un custo para el adquirente no 

mayor de L40,OOO.OD, excluyendo el valor del terreno, con grea de 

construcci6n no menor a 40 1?. 

http:L40,OOO.OD
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c) Los usuarios del cr6dito deberrn justificar ante el 
intermediario 
financiero participante y 6ste ante el 
Banco Central 
de Honduras,
 
que no poseen vivienda familiar a la 
fecha de la 
solicitud;
 

d) Los cr~ditcs a les adquirentes do vivionda deber~n ser 
pactados a
 
la tasa de interns vigente en 
el momento de celebraci6n del Con
trato, conforme a la 
qua fije el Directorio del 
Banco Central de
 
Honduras, la 
cual 
regirS durc-nte la vigencia del pr~stamo. La 
ta
sa de interns que el 
Banco Central de Honduras aplique 
en las ope
 
racicnes qua realice con 
estos fondos, 
sora igualmente determina

da por el Directorio;
 

e) 
Los cr~ditos podr~n concedersE 
a un 
plazo m5ximo de veinte (20)
 
ahos, incluyenjo hasta seis 
(6) mrses dt gracia. La amortizaci6n
 
del 
pr~stamc se har6 mediante cuotas mensuales nivoladas que com

prendan capital 
e intereses;
 

f) La amortizaci6n de Ics cr~ditos qua el 
Banco Central 
de Honduras
 
conceda a les intermediarios financieros, se har; mediante cargos
 
a las 
cuentas de dep~sitos que estos mantengan en 
el Banco Central
 
de Honduras, por el 
valor de las 
cuotas correspondientes.
 

Los intermediarios financieros podrin recibir del 
prestatario pa
pos mayores a los pactados, 
en cuyo czso estar~n obligados a trans
ferir de 
inmediato la parte proporcional que corresponda al 
Banco
 

Central Je Honduras; y,
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g) 	 El Bancc Central do Honduras otorgarcr~ditos a los intermedia

ribs financieros por el 70% del costa de las viviendas bajo este 

programa. El resto ser6 financiado en un 20% par el intermediario 

financiero y en un 10% pur el adquirente de la vivienda. 

3.- DOCUENITOS QUE DEBENI ACO.jP}i ARSE A LAS SOLICITUDES DE CREDITO 

a) 	Planos y especificaciones de las construcciones a realizar, debi

damente aprobados par la autcridad competente, asi zomo constan

cia de que los predios en dc.nde se construir~n las viviendas, 

cuentan con los servicios di: energTa elfttrica, agua potable y 

alcantarillado sanitario a permiso de la autoridad respectiva pa

ra la construcci6n de pozos s~pticos; 

b) 	Presupuest: de la obra a cc.r-stru-irse y cualquier otra informacifn
 

de car~cter financiero que se requiera;
 

c) 	 Informaci~n completL subre el ninhero de viviendas a construirse, 

por tipas de construcci6n, programas de desembolso, calendario de 

entrega de unidades y dems inforrnaci6n relativa al proyectc; 

d) 	Copias de las escrituras de pDOsesi6n plena de los terrenos en los
 

cuales se llevarg a cabo la ccnstrucci~n de las viviendas; y
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e) Informoci6n sobre las conJiciones econ51micas del 
n6cleo familiar
 

del solicitante del 
cr&-ito.
 

4.- CONDICION ES 
ESPECILES.
 

a) Las vivienjas 
se disefr~n y construir~n de acuerdo con sistem~s
 

tcnicamente apropiados, y que utilicen mayor cantidad de mane
 

de obra y materias primas locales;
 

b) Los constructores debern estar legalmente habilitados para dedi

carse a esta actividad.
 

c) El costz 
Je las vivienJas 
con cargo a este 
Fondc;, que un construc
tor nodr6 ejecut.-r, 
no excec.-5 L. cnt-iJad de CUATROCIENTOS N.IL
 

LEfPIRAS (L400,000.00) y'solamente p'Jr, ser aumentaja en 
el caso
 
de que hubiese cumpliJo satisfadtoriamente 
su 
primera asignaci6n
 

siepre que de acuerdo c;n los comprOmisos jel FonJu existan dis

po.nibil idades;
 

d) Los crfditos ser~n pactados 
.enducurenntos ctoDrgjtas por los 
inter
mediarics financieros 3'el 
Banco Central 
de Honduras, especificando
 

en 
los mismos las fechas y formas Je amrtizaci6n del financiamientco
 
para la construcci6n Je las 
viviendas. En dichos 
docurnentos 
se auto
rizorE al 
Banco Central Je Honduras, pare que efectOe el 
cargo en
 

http:L400,000.00
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las 	cuentas de Jep6sits del intermediario financiero, al venci

miento de las amortizaciones;
 

e) Los intermediarics financiercs remitir~n al Banco Central de Hon

duras, una copia de la escritura iecorpra-venta de cada vivienda
 

famil iar.
 

5.-	 ANALISIS Y RESOLUCION DE LAS SOLICITUDES DE CREDITO 

a) 	El Departamento do Cr~dito y Valores del Banco Central de Honduras
 

analizar,5 las solicitudes de cr~dito y aquellas que cumplan con 

los 	requisitos establecidos en este Regl-nento, sergn presentadas
 

a la Comisi6n de Cartera, la que en definitiva aprobar6 o denega

r6 1(s crfJitcs sf,,.1iitods ..... s i n-'_?r-ediarios fihancieros. La 

Comisi6n Je Cartera procurarS la p-rticipaci6n del mrnyor numero de 

constructores y de instituciones financieras intermediarias;
 

b) 	La Comisifn de Cartera podrS autorizar a los intermediarios finan

cieros, una vez aprobada la solicitud de cr~ditos, adelantos inte

rinos para la construcci6n de vivienk.Jas bajo este programa.
 

c)' 	Aprob-das o denegadas las solicitudes de cr~dito, harg la comunica

ci6n respectiva a los intermediarios financieros solicitantes.
 

6.-	 Este Reglamento entrarg en vigencia el Cinco'de Ncviembre de mil nove

cientos ochenta y dos.
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THE ECONOMY
 

With a per capita income below $600 a year, Honduras is one of the
 
poorest countries in the Hemisphere. Most of the 4.4 million population is
 
engaged in agriculture, which accounts for about two-thirds of employment, a
 
third of GDP, and 80 percent of exports. Export growth potential is princi
pally in aricultural--lumber, beef, sugar, and cotton, in addition to bananas
 
and coffee, the nation's main export. All of the agricultural export products
 
are vulnerable to world market price fluctuations, but prices are expected to
 
at least remain stable and, more likely to improve as the global economy
 
emerges from the recession of the past few years.
 

The manufacturing sector employs about 10 percent of the labor force and
 

accounts for 15-20 percent of GDP. Growth is constrained by the small domes
tic market and by limited comparative advantages in potential export articles.
 
Real manufacturing costs are burdened by the lack of infrastructure, especial
ly power and transportation facilities.
 

After a good record of 7 percent annual economic growth in the late
 
1970's due to favorable terms of trade and sound internal economic management,
 
growth rates declined sharply beginning in 1979. GDP was stagnant in 1980 and
 
1981 and declined in absolute terms in 1982 and 1983. Average per capita in
come fell by about 12 percent between 1979 and 1983. The new government which
 
took office in January 1982 faced one of the worst financial and economic
 
crises in the history of Honduras.
 

With exports and imports each accounting for over 30 percent of GDP,
 
foreign trade is a dominant aspect of the economy of Honduras. Thus when ex
port earnings began their decline and imports followed this trend, the result
 
was a reduction of GDP in real terms during the period of 1981-1983.
 

In general terms, the drop in exports can be attributed to two factors
 
which are exogenous to Honduras. These are the deep worldwide economic reces
sion which has resulted in historically low commodity prices, and adverse cli
matic conditions. Because Honduras' major exports are agricultural commodi
ties (in fact they account for 80 percent of total exports) the demand and
 
prices of these products depend on world economic conditions. Thus in the
 
case of coffee and sugar, while production capacity has been high, the his
torically low prices of these commodities and the quotas of the international
 
agreements have resulted in the reduction of revenues. In the case of bana
nas, Honduras' major export, international prices have been relativ&.y high,
 
yet production has dropped as a result of heavy winds experienced in March of
 
1983.
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The expected recovery of 
the industrialized economies will lead
covery 
of the prices of commodities to a re
such as coffee, sugar
meat and to the improvement of Honduras' 

and refrigerated

terms of
ties represent 62 percent of 

trade since these commoditotal Honduran 

ings exports. Therefore, export
are expected to earngradually increase in
despite the adverse the short to mid-term. In fact,
climatic conditions experienced
increased by 6 percent in 1983, export revenues
thus reversing the
ernment trend initiated
of Honduras recognizes in 1981. The Govthe disadvantages

economy on of overdependence
one of the
or two products.

structural adjustment 

To correct this imbalance it has requested
loan from the World a
 
diversify its export 

Bank which will allow Honduras to
base and effectively insulate
economic its economy from adverse
and climatic conditions. 
 However, consideration to
not be made until an agreement with the 
this request will


IMF is reached 
on an economic adjustment program.
 

With respect to imports, Honduras 

since 1980 in order 

has been able to reduce its imports
to 
maintain stability on 
its
current account current account. However the
deficit remained high until
in 1983. 1982 but improvement
Import reduction has was evident
been achieved through 
the implementation of 
a
 
drop of imports since 1980. the 21 percent
 

strict exchange control policy enacted in 1981, and resulted in 

Further import 
reduction
1984 since imports of capital goods, which have 

is not expected beyond
 
increase been drastically reduced, must
in order 
to reactivate 
the economy particularly 
the non-traditional
 
export sector.
 

The decline 
in export earnings also 
resulted
balance in large deficits
of payments. Furthermore, in the
to meet the government budget
GOH opted to finance it through deficit the
the banking system
financing and as well as via external
the drawdown of 
international 
reserves.
unable to secure sufficient external financing 
However Honduras was
 

blic debt to also service all of its puand built 
up arrears. 

obtain sufficient external credits 

A 
was 

major reason for Honduras' inability to
 
IMF program. In general 

its falling out of compliance with an
terms the 
IMF program called for
public debt and the reduction
to of
the adjustment of fiscal, monetary and exchange policies 
to
reflect the changes in internal and external economic conditions. 
 Specifically the 
terms of the IMF program are as 
follows:
 

1) The reduction of 
the budget 
deficit from 10-10.5 
percent of GDP 
to a
figure around 5-7 percent;
 

2) Limit growth of the 
money supply in order 
to reduce inflationary

pressures; and
 

3) To legitimize the parallel exchange rate market;
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Because of its policy of encouraging foreign investment, Honduras has
 
been able to attract foreign investment and capital duriujg the last four
 
years. However, as a result of deteriorating economic, social and political
 

conditions in the region, investment and capital inflows have bee-n on a de
clining trend since 1980. This has also been a result of the termination of
 
the IMF stand-by agreement which resulted in the inability of Honduras to
 
withdraw the full amount of funds allocated and to obtain additional credits.
 

Long range development plans call for significant investments in infra
structure, thus Honduras will likely maintain its policies aimed at attracting
 
foreign investment. Since agreement on an IMF program will lead to additional
 
credits from various official and private sources, among these the U.S. Gov
ernment, Honduras is expected to take steps that will lead to the implementa
tion of this program.
 

HONDURAS: INTERNATIONAL ACCOUNTS
 

Current Account
 

Historically, since 1974, as a percentage of exports, Honduras has expe
rienced high current account deficits. The deficit on the current account of
 
the balance of payments jumped sharply in 1974 to Wi05.7 million from $34.6
 
million in 1973. The current account deficit as a percentage of total exports
 
increased at that time from 11.8 percent to 31.9 percent. This was attribut
able in large part to Hurricane Fifi which in 1974 devastated banana planta
tions and to a 149 percent increase in the cost of fuel imports. The current
 
account deficit averaged 9.3 percent of exports during 1971-1973, 29.4 percent
 
during the following 3 years. During the period 1977-1979, the ratio was
 
reduced considerably as export growth exceeded the rise in imports. In 1980,
 
however, as a result of the steep rise of oil imports the deficit exceeded
 
300 million (or 32 percent of exports). Since 1981, imports have been on a
 
downward trend while exports dropped in 1981, amd 1982 but recovered slightly
 
in 1983. This resulted in the reduction of the current account deficit as a
 
percentage of exports to 19 percent in 1983, the first time since 1973 that
 
this ratio has been below the 20 percent mark. It is anticipated that this
 
ratio will improve further over the next three years as export prices and vo
lume increases (see current account projections).
 

International Reserves
 

Because of the chronic current account deficits experienced during the
 
last nine years, the level of international reserves has, by international
 
standards, been extremely low. In terms of the number of months of imports,
 
reserves have not exceeded three months (a measure considered acceptable) in
 
the last seven years. In fact, prior to the imposition of exchange controls
 
in 1982, reserves reached an alarmingly low level of .95 months of imports.
 
Since then international reserves have recovered slightly although they remain
 
at a low level of 1.4 months of imports as of December 1983. The slight re
covery of roserves has been in part the result of the moratorium on debt
 
repayments of principal due in 1981, 1982 and 1983.
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Inflation and Exchange Rate
 

The currency of Honduras is the lempira. 
 The exchange rate is 
pegged to
the dollar and has been 2 lempiras per dollar since 1931. 
 As a result
higher domestic inflation rates relative to 
of the
 

inflation those of the U.S. (average domestic
1977-1982 
has been 10.73 percent; while the
corresponding U.S. average
period for the
has been 8.56 percent). The lempira
valued. This overvaluation has resulted in 
has become over

the development of
ket which presently trades at a parallel mar2.4 -2.5 lempiraq/dollar.
exchange rate market is 
Because the official
strictly controlled
illegal parallel market 

and is rather inefficient, the
rate 
is believed 
to have increased
fact in
that domestic volume.
inflation The
is expected to be in
1984 will result in further the 15-20 percent during
erosion 
to the competitiveness
The shortage of of the lempira.
foreign exchange 
will result 
in increased
the currency or more likely pressure to devalue
to legitimize
devaluation this parallel market;
of 25 percent an effective
which will 
bring the currency 
to its free market
rate.
 

Import Incompressibility
 

Lacking indigenous 
petroleum resources, Honduras'
sented a substantial portion of 
fuel bill has reprethe country's
300 mw hydro electric power 

import bill. However, with a
station coming 
on line
demand for fuel will be 
in 1985, a reduction in
evident. 
 Moreover,
facility a Mexican-Venezuelan 
Petroleum
is available which provides concessionary financing
purchases. on 30 percent of
Thus petroleum import costs
food which had been on an 

are expected to stabilize. Imports of
upward trend (in absolute terms and
of total imports) as a percentage
through 1980, have
three years. decreased considerably over the last
Further reduction is not expected but the emphasis placed in the
production of 
import substituting 
corps, 
by way of providing price supports,
should maintain food imports constant 
as a percentage of total imports.
 

Debt Setvice
 

Through 1981, 
Honduras' 
 debt service
although not burden has been
unmanageable. substantial,
From 1977 through 1981,
averaged less than 20 the debt service
percent. ratio
In 1982, 
as a result of
drop in exports the index role 
the trend continued
to 26 percent. 
 This deteriorating
tinued in 1983 although this was 

trend conthe result of increased debt repayments.
 

Total external debt amounted to tl.54 billion at
to Honduras' inability the end of 1982 and due
to reach 

the debt in 

an agreement with the IMF and its creditors
arrears, external debt growth in 
on


1983 was not
jections of substantial.
principal Proand interest 
 payments
maintain its 1983 that Honduras must make
position current to
will cause this 
index
cent. to exceed
As exports continue to grow over 
30 per

the next 3
slight decline in years, we anticipate 
a
this ratio (see debt service projections).
additional t25 million AID-HG loan 
The impact of 
an
 on the 
debt service
The debt service ratio is very small.
ratio would increase by about 1/3 
of one percent. Honduras
presently has t185
 

\
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million in outstanding loans from AID. Arrears are quite small at $172,000 of
 
principal and $177,000 of interest. Honduras has contracted some $43 million
 
of AID-HG loans. Honduras is current on HG loans .
 

Honduras presently must pay 2 1/4 - 2 1/2 above LIBOR if private funds 
were available to it. The 25 million AID-HG loan represents 15-17 percent of
 
1983's current account deficit and would help Honduras's present foreign ex
change needs and the loan's lower interest rates would save this nation about
 
$550 -700,000 a year in foreign exchange.
 

Honduras is presenuly ia grrears on nearly $90 million owed to commercial
 
creditors. This represents principal payments due in 1981, 1982 and 1983.
 
Negotiations with the creditor banks are in effect but progress has been slow
 
since Honduras is also involved with negotiations with the IMF concerning an
 
economic adjustment program which is tied to a stand-by agreement.
 

The successful negotiation of the debt in arrears and the signing of an 
agreement with the IMF will allow Honduras access to additiona± sources of 
- nancing, and to reduce its debt service burden. However, even in the event 
of the successful outcome of these negotiations, the debt service ratio will 
remain in the 25-30 percent range although the expected increase in exports 
will cause this indicator to exhibit an improving trend during the next 3-4 
years.
 

Historically, Honduras has met its external obligations on a timely
 
basis. However, a build-up of short-term debt contracted during the late
 
1970's by private entities with the guarantee of state agencies resulted in
 
the build-up of arrears. Negotiations on the refinancing of principal due
 
between 1981 and 1984 and for an additional $40 million dollar loan have been
 
in effect since 1982. However, progress has been slow as Honduras has fallen
 
out of compliance on a 1982 IMF program and drawdowns were suspended in
 
December 1983.
 

Despite these difficulties Honduras' vulnerability index - an index de
rived by the Federal Reserve Bank of New York to track countries facing foreign 
exchange difficulty - has improved over the past two years. 

SUMMARY
 

The last four years have been a difficult period for Honduras. Export
 
earnings had been on a downward trend until 1983 while its debt service in
creased by 50 percent between 1979-1983. This resulted on the current account
 
deficit rising to 33 percent of exports in 1981 before improving modestly in
 
1982 and 1983, while the debt service ratio continued on a deteriorating trend
 
that resulted in a high level of over 30 percent of exports in 1983. This
 
ratio, however, does not take into account the debt repayment arrears which
 
have built up since 1981.
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The inability 
of the government of Hondurao 
to reach an agreement with
the IMF on an adjustment program is

adjustment of the Honduran economy. 	

a major obstacle preventing the long-term

An agreement with 
the IMF would pave the
way for Honduras to 
receive credits from an IMF stand-by 	agreement, reschedule
principal payments due 
in 1981-1984, 
and qualify for a structural adjustment
loan from the World Bank. Despite the fact 
that negotiations with
have been slow and the IMF
that the reaching of an agreement in the short-term is not
expected, overall 
improvement 
is already evident. The 
current account/export
ratio In 1983 is 
the best since 1973. The resumed growth of 
the economies of
the industralized nations will result in 
facreased export revenues. This development combined with 
the government's continued 
efforts
growth will 	 to control import
result in the improvement of 
the current account. Although currenL account balances are difficult to estimate beyond 
a 12 month period,
is projected that 	 it
the current account 
deficit will decrease during
2-3 years and will 	 the next
be near balance by 1986. The 
rise in exports will
lead to the slight improvement 	 also
 

of the debt service ratio in 
the next 2-3
years, although the performance of 
this indicator also depends 
on the successful rescheuling of 
the external debt which remains 
in arrears. 
 This indicator, however, should remain in the 25-30 percent range.
 

As noted 
earlier, although possible, a devaluation of the official rate
is not anticipated. 
 It is more likely that a shift in the number and value of
transactions 
to the parallel market 
rate can be expected, thus resulting
the effective devaluation 	 in
of the lempira. Inflation, 
which has averaged
around 11 percent during the 
last 7 years is expected to increase
fects 	 as the efof the fiscal deficits are reflected in the consumer prices. If an
agreement on 
an economic adjustment program is 
reached with
include austerity measures 	 the IMF it will
such as the elimination of 
price controls and subsidies. 
The short-term effects of these may result in an increase in 
consumer
prices. Therefore, we expect 
inflation to 
be in the 15-20 percent range
during the next 
2-3 years. Inflation rates of 
this size will put added pres
sure on the exchange rate.
 

The implementaton of 
an IMF economic adjustment program
it 	 is essential as
will allow Honduras access to 
several sources 
of financing. The USG is
tying ESF disbursements 
to conditions which will relieve 
the fiscal and external account deficits. 
 These efforts are a prerequisite

the conditionality terms 	

to and will complement

of an IMF agreement. 
 The inflow of capital is necessary for the 
long-term improvement 
of the economy. With additional
the government will find it extremely difficult 	

capital
 
to achieve
fication plans 	 the export diversithat will free Honduras from its dependence on the prices of a
few agricultural commodities. 
 However, because conditions 
have improved marginally over the last year, the urgency of the situation is somewhat mitigated.
Nevertheless, 
for long-term improvement 
of the economy 
to take place
measures suggested by the IMF should 	

the
 
be adopted. 
 In the absence of
justments 	 these adthe economy of Honduras will not 
be able to record rates
sufficiently lrge to 	

of growth

meet the needs of its 
growing population. 
 It is recommended however that 
new loans to 
Honduras consider the difficult present
ditions and 	 conhave a sufficient 
grace period (3-4 years) to allow for the
adjustments to its economy to take effect.
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ONDURAS
 
CURRENT ACCOUNT 
(HLLIONS US S) 

EXPORTS IMPORTS TRANSFERS CURR. ACCT. CURR. ACCI.i 
FOB FOB NET S-T BALANCE EXPORTS 

YEAR 
1977 593.98 736.78 14.28 -128.bD -21.65 

1978 706.60 881.e8 17.40 -157.88 -22.22 

1979 859.28 1871.88 20.58 -192.19 -22.36 

1988 967.58 1305.88 21.50 -316.88 -32.74 

1q81 982.68 1233.48 27.58 -303.3f -33.68 

1982 1ST H. 430.93 566.86 15.86 -188.28 (a) -12.56 

1982 2ND H. 152,58 541.74 15.88 -348.32 (a) -49.49 

1982 
1983 1ST Q. 

783.50 
236.00 (e) 

1041.88 
267.78 (e) 

38.86 
11.25 (e) 

-228.38 
-8.12 fa) 

-29.14 
-6.78 

1983 2ND 9. 231.68 (e) 245.02 (e) 11.25 (e) -11.88 (a) -1.29 

1983 3RD Q. 175.88 Ce) 254.68 Ce) 11.25 (e) -273.48 (a) -39.06 

1983 4TH Q. 185.08 (e) 262.53 (e) 11.25 (e) -265.12 (a) -35.83 

1983 827.0 (e) 1829.93 (e) 45.88 (e) -157.93 (e) -19.13 

1984 988.8 1088.88 58.88 -58.88 -5.56 

1985 940,8 1835.88 55.88 -41.81 -4.26 

1986 975.08 1656.88 66.88 -15.80 -1.54 

All data fro& IFS. May 1984. 

1984-86 ficures are projections. 

(a)=annualized 

(e)=estisate 
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ONDURAS
 DEBT SERVICE RATIO PUBLIC ONLY 
 DEBT SERVICE RATIO -PUBLIC AND PRIVATE
 

(MILLIONS US $)
(MILLIONS US $) 


DEBT SER PRINCIPAL INTEREST TOTAL EXPORTS DEBT SERV
PRI41CPAL INTEREST TOTAL EXPORTS 


PAYMENTS PAYMENTS DEBT RATIO PAYMENTS PAYMENTS DEBT RATIO
 
SERVICE
SERVICE 


-
vEAR 
1977 19.88 21.98 41.78 593.91 7.82 28.68 62.18 98.78 593.90 15.27 

1978 28.18 31.38 59.48 786.68 8.41 48.10 77.78 117.88 786.68 16.67 

1979 62.68 45,98 108.50 859.20 12.63 76.78 195.48 182.10 859.28 21.19 

967.50 18.14 63.78 187.210 170. N 967.50 17.661988 39.28 58.98 98.10 

140.1 195.48 982.68 21.65
1981 37.80 77.58 115.38 902.68 12.77 55.38 


1982 1ST H. 25.338 48.35 73.65 438.93 17.89 33,8 61.85 101.85 438.93 23.64
 

1982 2ND H. 25.3 48.35 73.65 352.58 20.89 33.08 68.85 101.85 352.58 26.89
 

Y6.78 147.38 783.58 18.88 66.88 !.37.70 283.78 783.58 26.001982 58.68 

1983 1ST 0. 24.58 21.93 46.43 236.88 (e) 19.67 29.58 34.43 63.93 236.8 (e) 27.09 

34.43 63.93 231. 8 (e) 27.671983 2ND 0. 24.58 21.93 46.43 231.88 (e) 28.18 29.52 

46.43 175.22 (e) 26.53 29.58 34.43 63.93 175.88 (e) 36.531983 3RD Q. 24.50 21.93 
29.58 34.43 63.93 185.00 (e) 34.551983 4TH Q. 24.58 21.93 46.43 165.8 (e) 25.9 

1983 98.82 87.78 185.78 827.88 (e) 22.45 118.8 137.78 255.78 827.80 (e) 38.92 

22.88 131.38 1 7.48 268.78 98e8.8 29.861984 111.3e 87.48 198.78 988,B 

1985 J07.88 85.68 192.6B 942.28 28.49 127.88 135.68 262.68 94-.00 27.94 

975.88 21.82 143.30 131.68 274.98 975.80 28.19
1986 	 123.38 81.68 204.98 

service froa World Debt Tables. 1982-83.1977-22 oublic 	 and orivate debt 

debt hioures Table oroiections.
1983-86 oublic service are World Debt 


1983-86 orivate debt service are estimates.
 

19B4-86 fioures are oroiections,
 
le) =estirate
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HONDURAS
 
RESERVES / IMPORTS 

(MILLIONF US $ END OF PERIOD EXCEPT IMPORIS 

RESERVES BOLD-MILLION GOLD-MKT L TOTAL RES. IMPORTS RES. AS RES. INMOS 
LESS GOLD TROY OUNCES PRICE EQP ESERVES INCL. GOLD I OF IMPORTS OF IMPORTS 

LONDON 
YEAR ------...-----------------------------.---------------
1977 179.77 e.814 168.68 2.25 182.82 736.70 24.71 2.96 
1978 184.44 0.014 28.28 2.91 187.35 881.88 21.27 2.55 
1979 209.17 8.814 455.26 6.37 215.54 1871.80 28.11 2.41 
1986 149.83 0.016 595.20 9.52 159.35 115.8 12.20 1.46 

1981 181.82 816 41e.78 6.57 107.59 1233.40 8.72 1.85 
1982 IST H. 74.81 8.016 314.98 5.04 79.85 1BOB.I3 (a) 7.90 8.95 
1982 2ND H. 112.23 0.816 444.8 7.18 119.33 1883.47 (2) 11.91 1.32 

1982 IzL. 23  8.H16 444.8 7.18 119.33 1641.D8 11.45 1.37 
1983 IST 0. 182.25 @.816 419.90 6.72 188.97 1071.12 (a) 1.17 1.22 
1983 2ND Q. 98.36 6.816 413.66 6.61 164.97 988.BB (a) 18.71 1.29 
1983 3RD 0. 97.95 0.816 4e5.38 6.48 164.43 1818.40 (a) 10.25 1.23 
1983 4TH 9. 113.62 8.816 3c5.16 6.16 119.78 1858.12 (a) 11.41 1.37 

1583 113.62 8.616 385.12 6.16 119.78 1629.93 (e) 11.63 1.48 
1984 125.08 8.916 386,88 (e) 6.88 131.88 1000.O6 13.11 1.57 
1985 125.88 8.16 388.88 (e) 6.68 131.68 1835.90 12.66 1.52 
1986 125.08 8.816 388.88 (e) 6.88 131.88 1050.8 12.48 1.58 

Ail reserve data fros IFS. May 1984. 

M984-86 fjoures ire Droiections. 

io)=oroDiection 
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HONDURAS CURRENCY CODPETITIVENESS
 
CHANGE IN INFLATION I CHANGE EXCHAKSE RATE
 

CONSUMER PRICE 

INDEX-HONDURAS 


1975=109 


YEAR-------------------------------
1977 116.13 
1978 123.76 
1979 147.6C 

1986 158.58 
1981 178.18 

1982 1ST H. 189.58 
1982 2ND H. 196.88 

1982 196.80 

1983 IST Q. 262.38 
1983 2ND 9. 289.A9 
1983 3RD 0. 213.68 
1983 4TH 0. 213.85 

1983 213.85 

1984 
1985 
1986 

EXCHANGE 

RATE' 


2.H 
2.88 

2.18 


2.88 

2.99 


2.eg 

2.8 

2.06 


2.08 

2.09 


2.8 
2.88 

2.86 


All data exceot estizates from IFS. May
 
1975 CPI (US and Honduras) = 100.
 

1975 exchanoe rate: 2 leaoiras/dollar
 
CPI and exchanoe rate are end of oeriod fioures.
 

(eJ=estizite
 

CONSUKER PRICE RATIO 
INDEX-USA 
1975=l16 

115.49 1.81 
125.9" .98 
142.61 1.84 

168.31 8.99 
174.60 1.81 

188.16 1.85 
181.39 1.88 
181.39 1.88 
182.8 1.11 
184.? 1.13 

187.23 1.14 

188.27 1.13 
188,27 1.13 
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HONDWRAS
 
IMPORT INCOMPRESSIBJLITY
 

FOOD IMPORTS 


I OF IMPORTS 


7.98 

8.19 


B.50 (e) 

8.98 

6.88 


6.89 (a) 

6,08 (a) 

6.80 (e) 


6.58 (a) 

6.58 (a) 


6.58 (a) 
6.58 (a) 

6.50 (e) 

7.8 
7.L8 


7.8e 


Trade Statistics. 

YEAR 

1977 


1978 


1979 

1989 

lOB 


1932 IST H. 


1982 2ND H. 

1982 

1983 1ST Q. 
1983 2ND Q. 
1983 3RD Q. 
1983 4TH Q. 

1983 

1984 

1985 


1986 


FUEL IMPORTS 


I OF IMPORTS USi 

MILLIONS --


US I 

MILLIONS
 

58.28 

71.36 


91.18 

116.22 

83.87 


68.51 

65.01 

62.51 


69.62 

63.71 


66.28 

68.26 

66.95 

28.8H 

289.81 


294.38 


19V,.
 

FOOD AND FUEL
 

AS I OF TOTAL IMPORTS
 

19.98 
19.88
 

21.51
 
24.88
 
28,J8 (e)
 

22.38 (a) 
22.3.1 (al
 
22.38 (e)
 

21.51 (a)
 

21.58 (a)
 

21.51 (a) 
21.51 (a)
 
21.50 (e)
 
23.61
 
2388
 

23.N 

12.89 


10.98 


13.80 (e) 

15.98 

13.38 


16.38 (a) 


16.38 (a) 

16.38 (e) 


15.88 (a) 
15.88 (a) 
15.88 (a) 

15.88 (a) 

15.f8 (e) 

16.80 

16.08 


16.88 


88.48 

96.83 


139.33 

287.62 

164.84 


163.02 

176.61 

169,81 


169.67 

147.81 

152.76 

157.52 

154.49 

648.e 

b62.48 


672.88 


All data exceot estimates from IMF Suopiement on 
1984-B6 fioures are oroiections. 
te)=estijate 

Ca=annualized 
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HONDURAS
 
VULNERABILITY INDEX
 

IMPORTS SHORT-TERM DEBT RESERVES EIPORTS INDEX
 

YEAR ------------ ------ ------

1977 736.78 50.68 (e) 179.77 593.9 182.19 

1978 881.00 186.60 (e) 184.44 796.68 112.73 

1979 1871.88 285.18 289.17 859.28 124.26 

1988 1385.88 311.63 149.83 967.56 151.62 

1981 1233.48 333.68 181.82 962.68 162.35 

1982'1ST H. Im.7.13 (a) 276.08 (al 74.1 861.85 (a) 139.48 

1982 2ND H. 
lq82 

1083.47 (a)
1841.88 

276.00 
276.88 

(a) 112.23 
112.23 

785.15 (a)
783.58 

176.86 
15387 

1983 IST Q. 1671.12 (a) 228.68 (a) 182.25 144.83 (a) 125.94 

1983 2ND Q. 98688 (a) 226.08 (al 98.36 924.8 (a) 119.23 

1983 -RD Q. 1018.48 (a) 226.68 (a) 97.95 708.88 (a) 162.92 

1983 4TH Q, I858.12(a) 228.98 (a) 113.62 (e) 749.66 (a) 156.28 

Iq83 1029.93 220.88 113.62 (e) 827.81 137.48 

j984 1886.88 225.08 (e) 125,66 988.8 122.22 

1985 1035.88 225.88 (e) 125.98 948.B 128.74 

1986 e56.08 225.08 (e) 125.68 975.66 117.95 

All data exceet short-tera debt from IFS. May 1984. 

Short-term debt from BIS Mturity Distribution of International Bank Lendina. July 1983. 

Reserves do not include oold. 

I184-86 fioures are oroiections. 
tel=estisate 

(a=annuali:ed 


