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13, Summary Findings and Conclusions

The “Barbados Private lnitiatives in Housing" project
underestimated the start-up time necessary to obtain full
participation by financial institutions and private sector
builders. While the project is proceeding reasonably well, up to
two additional years may be needed to fully draw down funds.

Because of the slower than anticipated implementation time, the
project assistance completion date (PACD) should be extended for one
year to allow for further assistzzzc in developing the National
Housing Plan and implementing the HG program.

The zroject assumption that making zunds available woulsd ha
suffz:za 1T *"c=ntive to cause :inanc;_; lﬁstltutl:na T :a;:;:.,dte

income households was overly simplistic. The evaluatlon team
strongly endorses the original project objectives and believe they
are still achievable.

The efforts of the Ministry of Housing and Lands' Housing
Planning Unit including the HCF staff and the senior housing advisor
have greatly facilitated implementation of the project to date by
working with the BMFC. commercial banks, credit unions and
builder/developers to remove obstacles to their participation.

Their inputs to the White Paper on Housing which is the Government's
recently adopted housing policy and to the development of the
National Housing Plan to implement that policy have contributed to a
renewed focus on the needs of the ncu51ng sector and provided the
basis far policy deliberations on effac 1"e"" channeling casources
int~ housing. Evidance of this focus includes the GOB's decision
to make the HCF a revolving fund and the chanqed role of NHC fronm a
provider of low and moderate income housing to a provider of
serviced sites , some of which are for use by private sector
builders to construc® low income housing suitable for financing
under the HG program. Overall macro-economic needs of Barbados will
continue to affect the availability of resources for housing as a
result of Central Bank policy actions.

13.1. The Mortgage Loan Program Sub-project

Only 13 mortgage loans have been funded under this subproject.
The slowness in disbursement results from a combination of factors.
The process of arranging to build a house and get a mortgage 1is
cumbersome and costly. Many potential low income borrowers do not
have the "up front" cash required. The size of the actual outlay
required by a purchaser for feec related to the mortgage and
obtaining planning approvals is very high, totalling as much as
8-10% in addition to the downpayment. These costs were
underestimated in the project design and have prevented more
extensive participation in the program. Specifically, the high cost
of legal fees has been an impediment to buyers to qualify for a
mortgage. Reduction of these costs needs to be addressed.
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No subdivision houses have been purchased with £financing
provided by the project. While builders appear to be willing to
participate, they have not yet provided any number of houses that
are affordable to the target group. Uncertainties as to what are
acceptable Town Planning standarzds have affected the costs and have
discouraged creative housing solutions as well as the provicion fo
affordable lots. The builders continue to believe tiaat this is a
Government-run program, whera the Government sets the rules and
makes decisions as to what should be built and by whom. Additional
direct communication with developers is needed to help define the
real iimits and opportunities of the program so that they take
certain risks but will also be allowed to develop their own
solutions to meet the market demands of low income househsolds. Also
2lanniag and ouilding guidslines should be prepared wiich are
tailored to affordabilicty.

The NEC joint venture with private builders may help solve the
problem. lf the serviced lots planned by NHC are sold at below
market prices to individual buyers, private land development will be
undermined. [£ NHC is to continue in this new role it must sell at
market prices, to individuals or wholesale lots to builders.

13.2. Home Improvement Loan Sub-project

This program is £functioning well with over 1,500 loans made and
is meeting the needs of the target community for home improvement
loans, reaching families well below nhe median income. Commercial
bank policies aad uncertaiaty over Central Bank actions have limited
the willingness of some banks to participata2; nonethesless
institutinnal participation is fairly broad.

Credit Union participation is less than anticipated largely
because wage increases have made many members of the large and well
managed employment-based credit unions ineligible. Other £factors
preventing greater participation iaclude a perception that a 2%
spread was not sufficient, and that the interest ratas on the loans
were not consistent with the policies of some community-based credit
unions. These credit unions, by and large, continue to lack the
capacity to participata2 in the program in any substaatial way.
Efforts to provide assistance through the Barbados Cooperative
Credit Union League may improve this capacity but the entire process
may take considerable time and ressources.

No major changes are recommended to this program.

13.3. Tenantry Progran_ Sub-projact

No HCF funds to date have been used to finance tenantry house
plot purchases and home improvements. laitial attention was focused
first on plantation tenantriss whers GOB Cugar Levy funds supportad
extansive survey and legal work that was requirad prior to
transfer. Because the price of plantation tenantry land was legally
set so low, loan Zfunds have be=zn nesded cnly in a few instances.

‘'he plantation tenantry program is well underway.
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Non-plantation tenantries require even moce complex legal and
physiczl survey work before title transfer and in addition, many
non-plantation tenantries need infrastructure upgrading.
Community-wide upgrading is in fact also required where owned plots
are interspersed with tenantries. The price of urban tenaatry house
Elots at market rates could result in few sales. [t is not clear
that tenants will actually choose to buy given the option to
continue renting at a low controlled rate.

The land purchase price for non-plantation tenantries may be
high enough to preclude using a home improvemez< l2an in addition to
a loan for land purchase within the BDS38,000 limit. Consideration
should be given to raising that limit and combining the lot purchase
and homs improvement loans as a more f£lexihle aption for
beneficiaciss.

The law governing the tenantries program is not clear as to
whether lenders other than the BNB could participate, and if so,
that they could perfect security to protect them in the event of
default. Clarification of these issues will allow financial
institution participation beyond the BNB.

13.4. Technical Assistance

Technical assistance has been well structured to date.
Progress is being made on developing a consensus on the policy
issues needed to support the National Housing Plan. Demands and
priority given to the Plan have resulted in a substantial percentage
of resources being spent in support of this effort. "The evaluaticn
team swpports this &ecision and believes the ressurcec h
well uced. Additional resources may be needed t¢ supgor:
implementation of the Plan.

The HPU staff has been effective in administering the program.
As the tenantries program progresses and the HCF is established as a
revolving fund additional staff resources may be required.

A program of technical assistance is being negotiated in the .
form of training for credit union staff through the Barbados
Cooperative Credit Union League.

HCF staff has devoted considerable time to help the BMFC
develop policies and procedures to make participation by low income
people feasible. HCF and other technical assistance may be needed
to assist BMFC in further dealing with affordability in such areas
as lower cost approaches to titling and legal fees, and alternate
downpayment and mortgage payment mechanisms.

Of particular importance is the need to set objectives,
policies and guidelines for the operations of the HCF revolving fund
in the context of providing continuous additional sources of funds
for the housing sector. Also, macro-economic considerations of
providing housing sector finance need to be explored in the context
cf developing the National Housing Plan.



l4a. Evaluation Methodology
14.1. Purpose of the Evaluation

AID, as a matter of standard policy. requires project
avaluations as a regular part of project implementation. The
evaluations are seen as important management tools Zfor implementing

agencies and project managers.

This is the first evaluation for the Housing Guaranty Loan
(538-HG-002) and complementary technical assistance project
(538-0081) which were authorized in August 1982. The Loan Agreement
for US$1l0 million was signed on July 27, 1983. The evaluation is
intended to assess prograss toward attainment of the ohjectives of
the trojects: to identify and determine problem areas or significant
constraints to attainment of project obiectives:; prapess ogtisas or
remedies for the constraints; and determine to the degree feasible,
the development impact of the projects to date oa the housing
sector. Each sub-project (Mortgage Financing for New Homes, Home
lmprovement Loans and The l'enantry Program) as well as the progress
and content of the Technical Assistance program has been evaluated.

This evaluation is consistent with the evaluation plan proposed
in the Project Paper, and assumes mutual participation by RHUDO/CAR,
RDO/C and the Housing Planning Unit (HPU) of the Ministry of Housing
and Lands (MOHL). I[nterim reports prepared by the HPU form an
integral part of the evaluation.

' 14.2. Approach to the Evaluation

n designing an evaluation to assess progress toward objectives
of the projects, three types of standards are used to measure
performance: responsiveness to the development needs of the target
group and the priorities of the borrower/grantee; conformance with
AID statutory and policy provisions; and specitication of project
targets. Responsiveness to the development neads of the target
group and conformance with AlD statutory provisions were largely
assured by the project design and management controls but have been
verified by review of the required progress reports and other
documents. The evaluation, therefore, focused primazily on the
specifications of project targets contained in the logical framework.

The eviluation's quasi-experimental design required the
comparison of quantitative outputs projected ia the Project Paper
and lmplementation Agreement with numerical measures of actual
performance, and subjective evaluation of broader goals based on
performance measures and field studies. Quarterly reports, other
interim reviews, and products of research efforts were rsviewed, and
interviews conducted with individuals responsible for policy
direction, management and implementation of the program. Lnterviews
were also conducted with representatives of the private institutions
participating in the program, beneificiaries, and other involved
persons. A full list of interviewees is attached as Annex A.
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‘Thé evaluation reflects the situation and the progress made as
of February 1985 when the evaluation team visited Barbados.

The evaluation was conducted by a four person team composed of
AID staff and consultants working in close conjunction with the MOHL
staff (the entity designated to manage the project by the Govenment
of Barbados-GOB) the resident technical advisor and RDO/C. The
evaluation team was headed by Royce LaNier, Senior Housing
Consultant and Executive Vice President of Technic¢al Supporc:
Services, Ilnc. (TSS) of Washington. D.C. Other T%S consultants on
the team were Cirol Oman, Housing Finance Specialist and Apas-l
Younqg, Economic Development Specialist. The AlD) staff member of th
team was William Mann, Senior Housing Officer, RHUDO/CAR. Total
cost of AID financed portiocn was =pproximately US$35,000.

14.3. Particizating Acencies/Individuals

Care was © .nen to draw information froam the most knowledgable
sources and also to obtaim a broad cross section of views.

Lengthy discussions were held with the MOHL Housing Planning
Unit including the Chief Housing Planner, Allan Jones who
administers the HPU at the MOHL. More frequent discussions were
held with Ron Fitt, Administrative Officer in charge of the Housing
Credit Fund (HCF) and Vvibert Best, HCY Senior Accountaat. Ln
addiction, Mr. Fitt participated in the majority of interviews.
Therefore, those most closely associated with project implementatiocn
were closely associated with the evaluation. The MOHL Permanent
Secretary was also consulted as was the Pe-manent Senrccetarcy 1in the
Ministry of Finance andé Planaing (MCFP). Apart Zrom MOHL cffizeis,
discussions were alecos held with cfficers ¢f the Barbados iocrtgaye
Finance Company Ltd. (BMFC), the (latiomral Housing Corporation (NHC),
the Barbados National Bank (BNB) and the Chief ‘Town Planner. 1ln
addition, officers of several commercial banks, credit unions and
the Barbados Co-operative Credit Union League were interviewed.
Also, views were obtained from several private developers and a
lumber company. A memorandum of conversation was prepared atter
each meeting. These memoranda are available from the RHUDO/CAR.

A list of institutions and a list of persons contacted are
combined in Annex A.

14.4. Data Sources other than the above

Other than the above, an important source of information was
the actual field visits to tenantries and similar communities.
Firsthand obsarvation helped verify conclusions on subjects such as
land use, lot size, the use of wood, unit upgrading patterns and
construction methods. Annex D contains photogracths which illustrate
housing conditions observed and the varicus shelter activities being
stimulated under the project.

Geveral study reports provided usefvl data as well as insight
into the realities of housing conditions. Uome of these reports,
like the "Housing Costs in Barbados" were izanced under the
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AID grant project. Others, like the study of the New Orlaans
communicy, were financed by others.

A listing of the documents used for this evaluation is appended
as Annex B.

185. External Factors

15.L. Major changes in the Project Serting

15.1.1. Socio-economic Conditions of =he Tagget Groun

During the evaluatio
discussing the approsrziataness ¢
o)

z 1T lncome iimitations
established for the project. ln the b

<

ct Paper, limizations
participation in the program were set based on an estimate s ma
household income at the time, of BLC335976 per moath or BDSSLIL,712
annum. This limit was raised in the implementation document to
8DS$L333 per month or BDS$16,000 per annum on the basis of further
study. The question of whether this income lavel truly reflacts
median income today in Barbados was discussed extensively. In the
period since the current ceiling was established, the island has
experienced inflationary pressures on wages, 2nd government workers
Qave been granted a 1S3 wage hike. These two factors have led to
the speculation by a number of people interviewed that median income
is actually above BDS$ 16,000, and that income limits saould be
raised accordingly.

ial time w2s devotad to
ot ] i

The conclusion of the evaluation-team is that while it
is possible that some incomes have risen, there is no fi:cm evidanc
TOo support a conclusion that the present household median incoma i
greater than BDsS$1e,000; and therefore there is no specific reason
to copnsider raising the income ceiling for the HG program at the
present time.

At the current level, the project is clearly reaching a
low income target group., and persons in this group have both the
interest and capacity «to participate. Raising the income
limitation could increase the disbursement rate of the HG :Zunds.
While higher income limitations would qualify additional,
households, it would not promote more cost efficient housing
solutions within reach of the original target group. Promoting such
soluvions is clearly consistent with HG objectives, in terms of
creating private sector capacity to provide low income shelter.
More to the point, while a modest change in the project setting may
have occurred, no specific evidence raached the attention of the
evaluation team to substantiate thnan the median income is above the
current limit. Therefore, no change to the income restrictions is
recommended.

15.L.2 Government Priorizies

In the period since the HG project's inception, the GOB
has fomulated and adopted policies which considarably enhance the
operating environment of the project. A White Papar on Housing was




-] -

‘prepared by the MOHL's Housing Planning Unit. Many of the
strategies proposed are now being implemented while others have not
yet been addressed. This paper, wtich describes the nature and
history of current housing problems and outlines the Government's
policies, objectives and strategies for addressing those problems.
was approved by the Cabinet on May 24, 1384. lt was discussed by
the Parliament on February 26 and March 5. Adoption is expected
soon after completion of this reporet.

In addition to the elaboration of a broad-based policy
covering the nousing sector, <he White Paper specifically addresses
a number of issues that were of coiicern when the HG project was
being developed. Among %he most significant of these are
homeownership, the rzle of the NHC, the ratiscsnalization of :he
honsing Zinance system, anrd Lhe zole gf tThe zoivate sector in

44

The Paper restates the GOB's commitment to homeownership
for individuals at all levels of the society; to that end, it made a
commitment %o the provision of serviced lots, to a continued
emphasis on the transfer of freehold title under the Tenantries
Freehold Purchase Act, to the sale of units currently available for
rent under an NHC program, and to creating financial incentives for
the purchase of units.

The NHC's role and functions are restated. Emphasis is
placed on supporting housing for low income people and improved
management of rental property. Actions being taken include
institution of a cost recovery mechanism which is a significant
departure from present NHC practices; adoprtion of rental policizsz
which encourage residents tc give up subcidized units waen their
incomes permit; restructuring rent subsidies to reflect the needs of
a particular family rather than the cost of the structure;
de-emphasising the NHC's direct involvement in providing housing:
and increased emphasis on the provision of serviced lots. These
latter two policies have been extended and expanded to remove the
NHC from a major role in housing construction and to replace its
construction program emphasis with a program initially designed :o
provide l000 serviced lots over the next year £or constrzuction of
low cost dwellings.

The proposed rationalization of the housing £inance
system recognizes the housing system as part of an overall economic
system, but seeks To create a climate for investment in housiag
through continuing review of the national interest rate structure,
particularly in terms of mortgage rates and construction financing.
Specifi: proposals include creation of a mortgage bank, promotion of
alternate mortgage instruments, and assistance to credit unions to
enhance their participation in financing home improvement loans.

*inally, in order to expand the role of private
developers and financing agencies in providing housiang solutions,
the White Paper proposed entering into joint agreements with private
developers for the provision of units; the provision of fiscal
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incentives to land developers who cater to low income earners: and
the provision of a revolwving fund for housing on which grivace
sector financing agencies catering to low income earners could
draw. Some of these policies are already being implemented. Jaint
venture agreements have been undertaken and the HCF has been
designated as a coatinuing revolving fund to provide a pool c¢f
resources for housing finance.

15.1.3. Trade Balance - Interest R3tes as a Means of
controlling [mporcts

AS a matter of national economic policy the Central Bank
carefully exerts control over lending iastitutions and specifically
contzols mortgage iatarest rates. lnter=st rates and cther
restrictions on financial instituctiuons are designed to allocate
tinancial resources and foreign exchange to sectors of the aconomy
seen as economic priorities. As a small island economv, Barbados
must depend heavily on imports. The economy has heen adversely
affected in the last several years by low worldwide sugar prices and
weaknesses in the tourism and manufacturing sectors which have led
to substantial unemployment. Because the currency is tied to the US
dollar, the strength of the US dollar on world markets has resulted
in Barbadian exports being less competitive and imports cheaper.

The strength of the US dollar contributes also to keeping hotel
prices high which seems to make Barbados less competitive with other
winter vacation destinations. This weaker economic performance has
resulted in a need to conserve foreign exchange resources and to
prioritize allocation of foreign exchange to sactors of the econonmy
which the GOB views as most productive.

Expenditure cn housing in Bacbados is costly in Zerms of
foreign exchange. An August 1984 study of housing costs in Barbados
prepared by PADCO estimates that 20-28% of total construction costs
and 35-48% of material costs to build a house require foreign
exchange. This was lower, however, than commonly perceived by
policymakers. [t 1s also estimated that residential construction
accounts for about 4.2% of all imports.

To control imports in the construction sector, the GOB
has set maximum interest rates for mortgage loans, minimum rates for
deposits, and limits on the amount of loans that can be made by
tinancial institutions in certain cacegories particularly consumer
loans. !n recent years, additional National lnsurance Funds (NIF)
resources, which are a major source of long term funds, have been
used by Government as a means of tinancing the budget rather than
invested in the trust companies to provide funds for long term
mortgages. The net result is that financial institutions are
unwilling to lend for mortgages because they cannot earn a
sufficient spread. ithout access to moctgage money, households
cannot easily purchase homes. Therefore, less construction
materials are imported and foreign exchange is conserved. PADCO
estimates that if the lack of mortgage funds reduces rasidencial
construction by 5S0-75 percent, imports are reduced by L.5 te 2.3
percent.
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Tne Project Paper noted that the mortgage interest rate
ceiling and other Central Bank actions effectively dried up funds
for mortgage lending and curtailed home improvement lendiag. At
that time the Government indicated it would be willing to examine
the interest rate questicn if economic conditions permit. [nterest
rate controls have been maintained since the start of the HG progranm
because of the continuing need to limit expenditures which require
foreign exchange. A number of changes in the interest rate ceilings
in the past 3 years l1ave created additional uncertaiaty which has
had the effect of causing f£inancicl institutions to be even less
willing to lend for housing. (These cansngss are discussed in more
detail in the following section.)

The net =2ffect in terms of the HZ program nas bs3n to
slew program implenmentation by limiting the wiilinguess of financial
instiztuticns, particularly the trust companies, to particzipate in
the progran.

[nterest rate ceilings at levels below that which would
exist in the absence of controls could be viewed as a subsidy.
However, when the controls have the effect of severly limiting
available funds the subsidy effect is minimal. <Clearly in this
instance, the objective is not subsidy but is rather to control
imports as part of national economic policy to conserve limited
foreign exchange resources.

The HG funds do provide foreign exchange. This foreign
exchange 1s however not available until disbursed as a result of
activities under the HCF program. So from another point of view, it
is in the interest of the GCOB =1 sez that }G funds aie utilized
guickly.

15.1.4. Central Bank Policy

The GOB in the past 3 years has continued a policy of
restricting residential construction sector activity through the
maintenance of interest rate and other controls on financial
institutions. In addition, government expenditure for the housing
sector both in the current and capital budgets has been reduced each
year since the 1981/82 fiscal year. <Current expenditure on housing
declined from 2.4% of all current expenditure in 198Ll/82 to Ll.6% in
1983/84. Capital expenditure on housing declined about BDS$3
million ia the same period while the percentage of total capital
expenditure for housing remained steady at about 3.7%

When the effects of inflation are considered, GOB
housing expenditure has declined even further. However, private
residential construction has taken up some of the slack so that
residential construction increased about BDS%$20 million from BDS$50
million in L1981 to almost BDS$/70 million in 1983.

In October 198L the Central Bank raised the mortgage
interest rate ceiling to 12%, but at the same time raised minimum
deposit rates to 8% and increased reserve requirements from 20 to
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28%. In early 1982 the reserve requlrement was again iancreased ©o
27% where it is today. lan L9682 the minimum deposit rate was lowared
to 7% and then to 6% in December when the mortgage rate ceiliang was
lowered to L.l%. [n L983 the savings rate was again lowered to 5%
and the mortgage rate decreased to L0%. The mortgage rate for new
loans was increased to Ll% and then to L3% in 1984 and most rzcently
was reduced to Ll2% effective February L985. The rate was maintainead
at L1y for HCF funds.

Also the Central Bank restricts the amount of loan
portfolios to L1976 levels with only modest changes since that time.
Certain exemptions to the loan ceilings have been granted such as
for home improvement loans under BDS35,C00 and home improvement
tmans To H2DS353,00C fcr the HG loan prograis. Recently tTioe Central
Bank mandatsd that the commercial banks raduce the avaerage intercest
rates oa their portiolios by L%,

These multiple changes in several areas have the eiffect
of creating uncertainty in the minds of lenders as to what Central
Bank policies will be in the future. Uncertainty over the overall
course of the economy as well as over future Central Bank actions
has made financial institutions very reluctant to lend long term and
to accept long term deposits. Depositors share this uncertainty and
are unwilling to deposit funds for more than one year. Furthermore,
use of NIF funds (social security £fund) to support Government's
current expenditure requirements has resulted in reduced long term
funds being deposited in commercial banks and trust companies. NIF
funds have been primary source of longer term funds in Barbados and
diversion of these funds results in less availability of funds for
private sector cesidential lending. In this climate, the ability <o
earn large returns on home improvement loans under 3D$$S5,000 and
under the HCF program where loan terms are generally three years or
less has resulted in greater lending in this area.

The Central Bank views the mortgage market as supply
driven not demand driven. A lower rate will lower the supply of
mortgage money even if there may be more demand. The lower rate will
make lending unprofltable and thus dampen the market. By maKking
financing of construction unattractive to lenders, the Government is
also acting to prevent overheating in the construction sector which
would not only use scarce foreign exchange resources but contribucte
to inflation.

The specific impact of each of the Central Bank mandated
multiple short term changes in interest rates on imports and uses of
foreign exchange is difficult to determine. What can be said is
that the overall impact has been a greater unce:talnty ané that the
supply of mortgage funds provided by the trust companias continues
to he limicted.

The Central Hank intervention ia the credirt markets
through setting interest rates and other restrictions continues to
affect the commercial banks and trust companies participation in the
HC® program. 7To a significant extent the slower than anticipated
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respoLse by these financial institutions to participation ia the
program can be attribhuted to the Central Bank policies and
uncertainty about changes in those policies.

The Government 1s aware of the effect of its actions.
The White Paper on Housing recently adopted by the Cabinet states
with respect to interest rates:

“rhe availability of finance on terms and conditions
which those who require housing can meet is an essential
pre-requiszi-e for any successful housing programme. In its efforts
to provide and motivate financing for housing Goverament shall:

92
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{1} <ceek to create a climate for investing in hcusing ¢t i

centinuing itc review ¢f£ the national interst rate u
and its implications for housing. Particular emghasis shall >2
placed on the interest rates for mortgages and cn the monetary
conditions surrounding coastruction financing."
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What is not clear now is what actions the Central B8ank
will take in the next few years to "create a climate for investing
in housing."

However, the willingness to consider a secondary
mortgage market facility currently under study as well as the recent
decision to make the HCF a revolving fund suggest that the GOB 1is
willing to pay more attention to the housing sector, but will still
want to maintain some controls over the sector. I[n view of the fact
that foreign exchange zesources are finite and that competing
demands avist far these recources, the GCIL will be rsguired te
‘continus te maka 2ecisions as to what sectsors will receive pricricty
in allocation of scarce foreign exchange resources. A sustained
dialogue between the Central Bank and MOHL cn the housing finance is
important over the future.

15.2. Continued Validity of Project Assumptions

The Project Paper's Logical Framework treated the tousing
Guaranty loan and Technical Assistance Grant as two sources of
support for a single project. For that reason, the assumptions for
the project must be reviewed against both the HG loan and ‘'A grant
experience to date.

The assumption thet funds could be disbursed in a two year
period was invalid. The start-up time for the program was
underestimated, particularly in the home mortgage and tenantries
orogram subprojects. ‘The project is proceeding reasonable well, but
up to two additional years may be needed to draw down funds (see
Section L7 on Outputs).

The assumptions for achieving goal targets were that banks and
developers would respond, and experience would be positive. The
project paper recognized that the interest rate ceiling imposed by
the Central Bank would limit participation by financial institutions
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in the mortgage program unless the onlendiag rate to financial
institutions was set at levels which amounted to extremely deep
subsidies. Such deep subsidies were inconsistent with the overall
intent of the project. Many commercial banks and trust companies
have declined to participate in the mortgage component, but siace
some reluctance was anticipated, no change in the assumptions is
required. Commercial bankxs have participated in the home
improvement program, where no such interest ceiling was imposed.
Their experience has been positive, confirming the validicty of this
assumption.

The assumption that private develope;s would respond appears to
be invalid as it applies to the mortgage program. For a variety of

reasons discussed in 3d2pth ia section L7.L.L.Z2., private buildars
have not as vet parczicipated to any degree in providing low <osz
housing sclutions. [t appearzs that the assumption that makia

mortgage tunds available would be sufificient iacentive 20 cause
private builders to begin producing housing unics for low-income
households was simplistic. Additional incentives and tools are
evidently required 1f private developer participation in low and
moderate income new home construction is to be assured. Gmall
private builders are participating in the home improvement program,
and the assumption is valid as it relates to this project component.

Achieving tlhie purpose of the project assumed that the GOB would
encourage the private sector to the view that it would facilitacte
private sector efforts over the longer term, and that the GOB
intended to reduce its production function. [n addition, it was
assumed that the GOB would undertake a major efrfort intended tn
implement the Tenantries Freehold Purchase Act. Thesa assumgtisac
ccatinue to be valid. The GOB nas taken sevaral significant steps
to assure the private sector that it intended to turn over a major
portion of the low income housing market to it, and has reduced its
housing production fuaction through the NHC. I[nterestingly, while
the private finan' ial insticutions appear quite williag to accept
these actions on their face, the private development community has
demonstirated reluctance to accept these actions as a significant
committment. This may suggest that the communicaticn of a policy
change is a two-way process and that more direct demonstration of
the implications of such a change is requirced £or certain sectors.

The GOB has undertaken a major program to implement the
Tenantries Freehold Purchase Act, consistent with the assumption.

Assumptions for achieviang outputs held that OMFC would staff up
to handle the volume of loan requests generated, that Banks and BNB
would earmark the effort as a priority, and that top level attention
woculd be given to the project by the MOHL and the MOFP. Additions
To HMFC staff have not been necessary to date in order to implement
the home mortgage loan subproject and will most likely not be needed
in the future as staff appears to have adegquate skill to maxe loans
but may not be providing all the technical assistance to borcowers
that is needed (see section L7.L.L.).
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As the HG loan funds are being administered by the HCF in the
MOHL, the role of the MOFP has generally been limited to
participation in the HCF committee.

Some banks and trust companies have declined to participate.
However, response has been sufficient to carry out the goals of the
program. See sections L/.l.l and l7.l.2.

Finally, assumptions for providing inputs were that MOHL would
provide project direction; people want homes; U.S. investcrs would
respond:; the GOB would z:-ovide budget support for the MOHL: and the
U.S. technicians would be available. Each of these assumptions has
proved to be valid. :

16, [nputs
l6.1l. External Inpucts

16.L.1. Housing Guaranty Loan (538-HG-002)

The Project was authorized on August 6, 1982: the HG
Implementation Agreement and Grant Agreement were both signed on
September 29, l9e2.

The major input for this project is a US$10,000,000 HG
Loan from Citikank, N.A. to the Government of Barbados, acting
through the Ministry of Finance and Planning. The Loan Agreement
was signed on July 27, 1983 for the full US$10,000,000. The
undisbursed funds were placed in an escrow account in the Riggs
Bank, Wachington, D.C. The first disbSursement of US32.050,000 was
made to the GOB in August, 1ltv83. A second disbursement of
US$L,500,000 was made in September 1984 and a third disbursement of
US$L,000,000 was made on March L., L985. The total amount disbursed
to the GOB tsc date i3 US$4,500,000.

HG loan funds were provided to the GOB in a timely
manner and in the amounts needed. No delays or other problems have
resulted from the quality, quantity or timing of this input.

16.1.2. USAID Technical Assistance (538-0081)

The Technical Assistance Grant Agreement was signed on
September 29, L9%82. The USAID contribution is UY$$320,000. To dace,
over US$135,000 has been expended. Other amounts have been
obligated, and a revision of these obligations is under
consideration at AlD. [f these changes are made, it is estimated
that about US$55,000 of the Grant £unds remain. 'he tfollowing
discussion notes the changes in emphasis that have been made since
the Grant Agreement was signed.

16.L.2.1L. GOB Institutional Development

Technical assistance has been provided to
facilitate the GOB's development of institutional capacity to
undertake low income shelter projects, and particularly to assist in
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the implementation of the Housing Guaranty program. A Senior
Housing Advisor has been employed and assigned to the MOHL's Housing
Plannlng Unit, reporting to the Chief Housxng Planner. la this
capacity the Housing Advisor has assisted in the preparation of
housing policy papers, in designing low income housiang demonstraction
projects, and in deliberations over various policy and program
issues to be submitted to the Minister, the Permanent Secrcetary, and
other GOB units involved in providing low income shelter solutions.

The Housing Advisor also serves as a resource
forf the HCF staff charged with administering the Housiag Guarantee
program, and is available for consultation on a daily basis. while
not assigned specific administrative responsibilitias relatad to tna
implementaction of tha HG program, he as3ists in the design of
technical assistance uandexz the Grant and facilitates contrac:ing
procedures associated witn it. d2 also provides techaical advice z:
policy issues when.requested, prepares policy pasers and TCogram
evaluations and participates in discussions of relatad recea-ch and
analysis projects. He keeps AID informed of progress on a regula:r
basis. Activities undertaken as inputs to this component are
clearly consistent with the terms of the ¢grant agreement. Some
delays have been experienced with respect to contracting tor
technical assistance. There appears to be a need £or more
cooperation and for ALD officers to facilitate completion of
:equlfed documents and procedures to allow contracts to go forward
in a timely manner. While delays could be attributed partially to
GOB lack of experience in preparing contract submissions to AID, zhe
GOB and the Senior Housing Advisor are neicther expected to know all
AID procedures nor to prepare ALD contract documents. The
evaluation team pelieves the quality of the Technical Assicstance iz
excellent, and has been delivered in response to the institutional
development needs ot the GOB. No changes are required in this input.

Extensive training for iadividuals involved
both in the iastitution-building aspects of cthe program, and
specific admlnlst"atlon of the Housing Guaranty Program has been
provided and is considered an important technical assistance
aspect. To date, training opportunities have been provided to MOHL
staff as well zs ouh:: senlor government officials. The Chiet
Housing Planner (Allan Jones) was suppor:ed during Zour wmonths of
independent study on housing finance issues at the University of
California at Berkeley. The Administrator of the HCF unit
(Ronald Fitt) was sent to the October, LS$83 AID Shelter Workshop in
Washington, D.C. rive GOB officials including the MOHL Minister and
Perinanent Secretary attended a Housing Policy Conference in
Jamaica. oOther professional training opportunities are presently
scheduled for the Permanent Secretary of the Ministry of Housing and
Lands and the Senior Accountant of the HCF. One RHULO has assisted
in t:aininq the Manager of the BMFC by expcsing him to savings and
loan practices in Jamaica and the United Startes.

The training activities have been well
Justified in both applicability and cost-effectiveness. Wwhila no
change in this input is recommended, coantinuation of these
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‘activities to meet additional responsibilities is appropriate. The
Ministry has recently purchased a computer and grant funds will be
used to assure that maximum use is made of this facility. Training
in related housing policy issues such as the dynamics of private
real estate development, alternate low-cost shelter solutions,
managing urban upgrading projects and stimulating urzban development
througbh private reinvestment would be appropriate.

16.1.2.2. National Housiag Plan

A major obJecb-:e of the technical assi;tance
input component is assistance in the preparatioan of a National
Housing flan. The Senior Housing Adviscr has been assigned 23ir
responsibilicy £or prepzaraticn of the National Housing *lan, an
proceadad TO prepace OrL CONLract £or prapdarallon OF materials wW!
support the process of policy dialogue needed before finalizing such
a document. Worcking papers have been prepared on housing finance,
components of housing costs, the availability of land for housing
development, housing needs, and the role of housing in the national
economy. Local and international consultants were selected in
consultation with the Chief Housing Planner and RHUDO/CAR. The
reports have been well received and are being used as the basis for
formulating the National Housing ¥Plan. The reports are also being
circulated to key Government officials to make them aware of the
policy issues that need to be addressed by the sector.
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The following working papers have been completed.

Housing Cnsts in B8arbados, Robert Clsen (PADCO), August L584.

Analyzes the ccmgona2ats of cost of fouur prototypical homes, and
examines the foreign exchange costs of new housing. Reviews the
potential for cost reduction and for improving Government programs.

Housinc ¥inance in Barbados, Don Gardner (USL, lnternational),
September 1584.

Describes the institutional practices and policies in the
housing £inance sector, including both public and private
instituticns. The need for financing is assessed and
recommendations about how the level of tinancing could be expanded
are presented.

tiousing Needs anéd Investment in Barbados, 1580-2000.
Robert bLubinsky and Raymond Struyk (Urban Institute), November 1984

Projects the needs and investment requirements to improve
housing ccnditions in Barbados over a 20 year period using alternate
assumptions. KXey GOB policy issues are identified.

A Revolwing Fund as a Mechanism for Financing Housing: A Case
studv of Zarbados. Allan Jones (MOHL), November LSuU4.

Assesses the construction sector in Barbados and its place in
overall economic activity. Reviews the housing finance marcket and
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the Housing Credit Fund. Proposes establishing a revolving £und for
use of the reflows to the Fund to meet additional housing needs.

Evaluation of the Availability of Land for Housing ia Barbados

Len lshmael, December LSH44.

Assesses the projected need for land and its currzent cost and
availability. Notes that adequate land is available, and presents
recommendations for Government land policiles.

A Description of How the Private Sector is fnvolwved in Housinag
and How its Efficiencv and Cavacity Could He Improved. Len '
lshmael, January L.98S.

NDescribes the funccioning 3ad cost of =ouse construction, sales
and home improvement procasses, aad suggesis ways the efficiency and
capacity of the private sector might be improved.

The Macroeconomic Implications of Residential Construction in
Barbados. Marion V. Williams, Februarcy L98% (draft).

Examines the macroeconomic aspects of housing, including its
contribution to gross domestic product, jobs, and foreign exchange.
Forecasts its likely economic impacts over the next tive years.

Government Expenditures for Housing. Robert Dubinsky, March
1985 (draft under preparation).

Describes and z2nalvzes Gevernment expenditure for housing over
the period L%74-L.983 in both nomiral and ce2l <tezns.

The Senior Housing Advisor arrived later than
anticipated. [n addition, assessment of the informatioan needed to
prepare the Plan revealed that additional background work was
necessary to underpin the f£inal Plan elements. The documents
produced by this background work, in addition to being inputs to the
Plan, added to the body of knowledge on housing in Barbados. This
approach was the most effective way of achieving the desired results
even though it delayed Plan completion beyond the date set in the
Implementation Agreement.

Review of the content of the process to date suggests that
additional working papers could contribute to the Plan's final .
utilicy. Among these issues are the upgrading needs of the island's
older/deteriorated communities, the role of private builders and
developers in providing low cost housing solutions, the role of the
housing sector in macro-economic policy-making, formulation of
planning and building standards in support of adeguate housing for
all income groups, and the appropriate rele for the HCHF and its
relationship to a proposed secondary mortgage market.

l6.L.2.3. Credit Unions

The grant envisioned technical assistance for
credit unions, particularly the small, community-based societies, as
an integral part of creatiag private sector capacity to implement
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‘the HG program. To date, a seminar for credit unicn officials
designed to explain and promote the HG program has been held, and a
manual detailing the program and its procedures prepared.
Individual consultations have been held with several of the credit
unions, urging their participation in the program.

"he block to credit uaion participation is not
so much only related to limited management skills as was originally
thought, but due as much to the nature of their membership and
particular operating preferences. [n the case ~»f the
emplovment-based credit unions such as Public Wecraezs, the vast
majority of the membership receive salaries or wages in excess of
the maxipun set f£or the program. These credi: uninns are generzally
well manzqed in aay case, and were not, as a result, thsa prizscy
target ¢I the technical assistance projecet.

Several of the community-based credit unions
declined to participate in the program because their current policy
sets loan fees at 6%, 25% below the recently lowered on-lending rate
(8%). Other unions felt they could not handlz the program, even
with technical assistance, because of the voluntary nature of their
management structures. In response, the HCF proposes to provide
some centralized management assistance using the Barbados
Co-operative Credit Ur.ion League, and is working to assist the
League. Under the proposed contract, the League would make HCF
loans to members of the smaller credit unions upon the credit
unions' recommendation, and manage the disbursement and repayment
processes. ln addition, the League would hold periodic training
programs for credit union officials, such as one planned for early
March ¢ loza marnagenment. If successftl, the League participation
will provide azcess to the members of the community-based unions,
and in so doing facilitate access to an important segment of the
target population. The evaluation team acknowledges that this input
has been limited, to date, and supports the plan to build a service
unit in the League to encourage participation, but cautions that
this process may take considerable time and resources. [n addition,
as appropriate, efforts should be made to link this effort with the
larger credit union development project now being f£inanced by USAID
and the Canadian lnternational Development Agency through the
Caribbean Confederation of Credit Unions. While the League is
already working with this project, particular care should be taken
to identify resources available through that project which would
directly support the Barbadian effort.

The Grant Agreement also specified the
preparation of a generic study of the credit unions which would
elaborate on the deficiencies identified in the course of assisting
individual credit unions, recommend a training program which would
address these deficiencies, assess the institutional setting in
which credit unions currently exist, and propose ways of enhancing
the credit unions' ability to manage increasing volumes of savings
and loan disbursements.

An initial study was done by Owen Arthur in
June, L9483 in order to assess the technical assistance needs of the
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credic unions. This study provided the basis for activities to
date. The remaining items have not yat been formally performed,
although most elements have been addressed, and the current proposal
to work-with the League is an attempt to deal with several of :zhese
related concerns.

The provision of technical assistance to the
credit unions has, to some degree, been influenced by demands fro
other sectors and the time needed to reach agreement with the
League. Resources have been concentrated on the preparation of the
National Housing Plan, as the context in which credit unions and all
private financial institutions will ultimately fun~tion. Wwhila it
is not clear whether more emphasis on this partic: . ar element would

]
n2vs chaenged the outputs of the program, it is «lear zhat the
priorities astablished are appropriate and relate <o the central
goal of the progranm.

l6.1.2.4. Barbados Mortgage Ffinance Company

The technical assistance inputs proposed tor
the BMFC focused primarily on the nature of the Company's function
within the housing finance arena, and its capacity to cater to the
overall mortgage financing needs of the community. To this end, two
major areas have received attention: discussions have been held and
a proposal dratfted tfor a feasibility study to consider the potential
of BMFC as a deposit-taking organization similar to a savings and
loan asscciation; and assistance has been provided in updating
BMFC's operating procedures and manuals.

In the former effcrt, an expert sa the
structuring of housing finance organizations tfrom the Naticnal
Council of savings lnstitutions was invited to participate in
discussions of BMFC's potential in chis area. Following these
discussions BMFC management decided to request UNDP support for a
feasibility study. UNDP has agreed to partially support the stuvdy.
while grant funds could be used to fund the balance, the evaluation
team concurs with the MOHL position that the BMFC should be prepared
to demonstrate their interest in the concept by providing the
additional funds requirced.

In the latter effort, a contract was funded for
the revision of BMFC procedures and manuals. 7This contract has been
completed, and its products currently provide the basic operating
procedures for the BMFC. Technical assistance in coordination with
the UNDP was provided to develop computer system specifications for
the BMFC. A new system is now being acquired.

As in the case of tachiaical assistanca to
credit unions, not all the originally identified technical
assistance has been raquired. The quality and timelinsss of etforts
to date are good. Aany additional efforts should be Zetarmined based
on icentification of other needs and policy decisir made &s part
of the hnousing plan process.
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'16.2. Internal Inputs

16.2.1. Housing Credit Fund Staffing/MOHL Budget

Under the terms of the initial implementation agreement,
the MOHL agreed to create and fund the establishment of a special
unit which would administer the Housing Guaranty Program. <This unit
was fully staffed quickly with the hiring of competent staff
completed by February L983. The five person HCF unit is composed of
an Administrative Qfficer 1 (Ronald Fitt), Senior Accountanc
(Vibert Best), Adainistrative Officer 2 (Michael Hoyte), Accouats
Clerk (Neville Brathwaite) and a Stenographer (Rudelle Rochford).
The staff, called the HCF Unit, reports to the Chiaf Housing Plannsr
and carries out the policy of its steering <ommitiac, and the
dousing Credit Fund Committzs. Members of the HCr Committee include
the MOHL Permanent Secratary., the Chief Housing Planner, the
Director of Finance and Planning or his representative, a Central
Bank representative, the Accountant General, and a representative of
the NHC.

The costs of the unit were initially absorbed by the
Ministry. At present, consistent with the terms of the
Implementation Agreement, these costs are funded by the HG loan.
Local inputs continue in the form of time allocated to the project
by members of the HCF Committee and other MOHL staff involved on an
occasional basis.

The size of the HCF unit appears adequate for its
cverall adminiscrative tasks, based on the manner in which reports
have been prepared and submitted, and the progress Of the program to
date. Funds should continue o be allocated to support this unic,
and resources should be reserved for training needs of unit
members. (See Section 17.2 Staff Development, for additional
recommendations).

16.2.2. Tenantries Program Funds

16.2.2.1. Sugar Levv Funds

The GOB committed BDS$1.26 million from the
Sugar Levy Funds in support of the tenantries program, of which
approximately BDS$800,000 has been expended to date. The vast
majority of the funds have been used to pay for surveying of
plantation tenantries, in order to permit their subdivision inte
legally described and thus purchaseable lots. ‘This task is largely
complete, and purchase of house spots defined with these £unds has
begqun. Expenditure of the Sugar Levy Funds in this way is
consistent with the restrictions on their use, and was clearly
prerequisite to successful implementation of the p1antat10n tenantry
purchase aspect of the project.

The remaining tfunds should be used to finance
actual purchases by tenants and to provide concessionary loans tor
those who are otherwise unable financially to complete such a
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purchase. This use is consistent with the uses envisioned in the
Project Paper and the Tenantries Freehold Purchase Act, and
represents no change in the inmput.

- 16.2.2.2. Qther Local Funds in Suppvort of the
Tenantries Program

The GOB also agreed to provide local funds in
support of needed infrastructure improvements and communicy
facilities to those tenantries, primarily non-plantation tenantries,
in greatest need. No specific dollar figure waz 2etarmined in the
Project Paper on the grounds that no reasonable estimate could be
riade until the surveys were completed.

To date. An estimated BDS$8.4 million has been sgent by ta
Ministry of Transport and Works in support of this elemen:
L982 on 4L tenantries.

Because a large portion of the tenantries are
interspersed among houses on individually owned spots which have
similarly inadequate infrastructure and community facilities,
arriving at a cost estimate for infrastructure needs of tenantries
alone is quite complex. The GOB is clearly operating in good faith
in this element and making improvements as both necessary and
possible. Future acrtivities should focus on overall upgrading in
areas includiag both tenantries and owned spots which could benefit
from broad infrastructure improvements. While it is recommended
that an annual estimate of infras- ructure costs in support of the
tenantries vrogzam be prepared and adhered te, iz zshonuld b2 3cae in
the context of community-wide improvements.

16.2.3., [nterest on the HG Loan Above the On-Lending
Rate

[mplicit in the statement of local inputs is the
requirement that the GOB make budgetary provisions for the repayment
of interest costs which represent the difference between its cost of
funds and its on-lending rates. At present, a differential
on-lending rate has been established, which is outlined below.

GOB Cost of Funds LL.65% + .9%/Year Guarantee
Fee
Current Current
HG On-Lending Rate Recte to Borrower

Barbados National Bank 9% 123/4%

33/4% spread
Barbados Mortgage Finance Co. 9% Ll%

2% spread
Caribbean Commercial 7rust Co. 9% L1t/ 2%

2L/2% spread
Commercial Banks LLl.6%% 18-22%

Credit Uaions 8% 12%
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As of December 31, L984, the GOB had paid $3.64 million
in interest on the HG funds. I[nasmuch as a policy decision has been
made very recently by the GOB to use reflows to form a revolving
fund for housing, this payment represents not.only the commitment to
fund the difference between the cost of money and on-lending rates,
but also an actual commitment to allocate the total cost of the HG
funds to housing sector finance. The requirement of the initial
input has been met, and no change in it is required.

16.2.4. Downpayments

The project paper noted that downpayments made by those
purchasing new homes and zeceiviang home improvement loans should kbe
considered as local iaputs. [In =ach cz2se, soeme difficulties have
bzen experienced.

Downpayments have in £act been rzequired of th
purchasers of new homes. These range from a miniaum of ten percent
to considerably more, depending on the income of the borrower and
the cost of the home being purchased. The maximum home wvalue has
been raised to BDS$50,000 and therefore the maximum mortgage amount
was increased in effect to reflect maximum payment capacity of
households earning BD$Ll6,000, given current interest rates and
terms of the loans. .n so doing, situations were created where the
savings requirements for benzficiaries substantially exceed the
$2400 (LO% of a maximum mortgage of BD$$24,000) originally
envisioned.

In addition, by limiting local input to downpayments
related to the purchase of new homes, <the Project Paper ccnsidzrasly
understated the local investments te be genersted and required by

this program. Expenditures for legal and other costs related to the
purchase of a home, referred to as "soft costs" in Barbados
(commonly called "closing costs" in the US) may reach an additional
8-10 rercent of the home value. While this increases the magnitude
of the local input associated with this program element, it has also
reduced participation in the program to those households with
substantial savings relative to their annual incomes. The
underestimation of this input in the project design, and the failure
to understand its implications for low income purchasers has had
repercussions for implementation of the new home construction
element because many potential buyers in the target group 4o not
have sufficient savings for both the downpayment and the "soft
costs". (A more detailed analysis is contained in %Section

17.1.L.). The input should be redefined to include payments of
these soft costs, and attention given to assessing ways in which
they can be better reflectad and addressed in the program design.
While it may be inappropriate to subsidize such costs, attempts
should be made to reduce them and they should clearly be coitsidered
in estimating costs of homes affordible under the program.

Local input related to the savings or share requirements
of credit union members wishing to obtain home improvement loans
through the HG project is less than anticipacted. The reluctance ot



-22-

the majority of credit unions to participate in the program reduces
the credit union deposits which may be considered to be associated
with the project. Technical assistance and additional involvement
with the Barbados Co-operative Credit Union League proposed in
16.L.2.3 may result in some additions to this inpuct.

16.2.5. Reflows

A final element of local inputs are the reflows received
from the repayments of loans and interest on the unexpended funds
remaining in escrow. These reflows amounted to US$2.62 miliisa as
of the quarter ending Lecember 31, 1984. )

As previously menticned, the GOB has recentiv decided =0
make the HCF a revolving fund. Thus, all repayments will £form a
permanent pcol of funds that could be allocatad to low inccme
housing tinance. 7The HCF unit in the MOHL, which was created to
manage the HG loan project has the capacity to manage this pool of
housing tinance £funds on a continuing basis (see Unplanned Effects
Section 2L.1.). The GOB has determinad that program reflows will be
reinvested in various types of housing programs. Consideration is
being given to using the funds for mortgage loans for persons whose
incomes are between BDS$16,000 and BDS$20,000. 17This income group is
ineligible for the HG program, but has been identified as having
serious housing needs. [n addition, policy generated as part of
preparing the National Housing Plan acknowledges the needs of this
income group and commits the GOB to action on their behalf. Also
bridge finance ‘for builders of low income nousing and mortgages to
low income households to purchase homes built before execution of
the HG project are being considered as appropriate uses for the
revolving fund. The use of the input as a rsvolving fund in ths
ways being considered supports the overall mission of the HG project
and regquires no further change.

17. Qutputs

17.L. Physical Prcducts

The logical framework in the Project Paper for the HG loan
program described the major project outputs as (L) owner occupied
modest homes, (2) improved conditions of the homes of a significant
aumber of families, (3) tenantry plots improved and ownership
attained, and (4) a private sector experiencsd ian producing for
low-income people. The following sections evaluate the progress
towards attaining these outputs.

The project "Barbados Private lnitiatives in Housing" contains
three sub-projects that relate specifically to the outputs mentioned
above. As the project evolved from initial design in the Project
Paper to signing the lmplementation Agreement and subsequently by
agreement between the MOHL and AID changes were made in the amouats
allocated to each sub-project, the maximum income levels eligible
£or loans, and the maximum house value for which home improvement
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and mortgage loans could be made. These changes are summarized as
follows:

The Project Paper proposed that USSS million (BDSS10 million)
be allocated for the Home Mortgage Loan subproject, US33 million
(BDS$6 million) for home improvement loans and US$2 million (BDSS4
million) for the tenantzy puzchase and home improvement loan
subproject. When the Implementation Agreement was signed in August
1982, the allocations were changed to U$$3 million for new homes and
US$s million for home improvements, reflecting greater exvected
demand for home improvement loans.

The Project Paper initially estimated that based on the
available informatiocn the median income ia Barbados was 8DS$Ll: . vLlg
per yeazr. Furthar study suggested that the medizn income was i
fact nigher and the implementation Agrsement recognized BD535L5.000
as the median income ian 1982. The median income wnich is used as a
basis to determine eligibility in the program remains BDS$16,000 at
the present time.

Based on the initial median income estimate of BDS$11,712, the
maximum value of a house and land eligible for a mort¢age or home
improvement loan was set at BDS$35,000. The maximum house valuation
was subsequently raised in June 1984 to BDS$50,000 because it was
considered too restrictive, since it did not recognize the larger
payments that could be made with BDS$16,000 per annum income
assuming a maximum payment of one third of income.

17.1.1. New Owner Occupnied Modest Homes

One of the three major outputs anticipated from the HG
loan was the financing of new homes. According to the Project Paper,
the project was expected to produce mortgages for 500 new

nomes at an average mortgage of BDS$20,000 uxing BDS$10 million
allocated to the subproject. At present, based on the BDS$16,000
income limitation, the maximum mortgage is about 8DS$42,000
depending on term and interest rate. With the current allocation of
BDS$6 million to the mortgage loan program and assuming an average
mortgage of BDS$28,000 (approximately L.75%% of median ilncome), the
number of potential loans is about 2L5. The BMFC is anticipated to
be the primary mortgage lender.

As of the end of January, 1985, the BMFC has held
interviews with L1900 persons interested in applying for loans under
the project. Applications were distributed to 1079 persons. Of
these, LL18 completed applications, requesting a total of BDsS$2.9
million. Sixty five offers of financing have been made, totalling
potential loans worth BDS$1.% million. Forty-one offers were
accepted, 5 of which were eventually withdrawn. The 36 ctfers ow
outstanding represent firm commitments of BDS$868,000. Funcs
amounting to BDS$236,000 have been advanced against 1S of the
loans. BMFC has requested reimbursements for 13 loans from the HCFKF
totalling BDS$292,970. (BMFC may request reimbursement before or
after actual advances have been made.)
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Information on these 13 loans indicates that the average
loan amount is BDS$22,536; individually they range from BDS35L17,3S7
to BDS$24,360, considerably less than the maximum allowable under
the rroject. This reflects household income ranging from BD$$8,232
to BDS$14,872. The median borrower income is BDS$10,644, well below
that required to carry a maximum loan. These figures suggest that
the project, small though it may be at this point, is reaching a
range of low income families, many of whom earn as little as %5% of
the median income.

Household sizes vary from L to 4 persons, with the
average being 2. All of the L3 loans now on =he books are financing
wo00od houses most of which are on rented land, and thus the loan tern
is uniformly LS years.

The Project lmplementation Agreement anticipated
commitments of over BDS$3,800,000 by this point in the project. The
shortfall <an be attributed to several causes. The high cost of
houses available on the market, the complexity of the construction
process and the time required to build a house were underestimated.
Downpayment and soft cost requirements demand personal savings in
excess of those usually available to low income people. Builders
have been hesitant to propose and/or construct dwelling units which
fit hoth the project limitations and the pocketbooks of the target
population. Administrative difficulties have slowed the project's
ability to mortgage certain unics.

Chattel homes on renred land z2ze one solution t2 the
high cost of new housing. However, such housing adis an additional
element to the problem of downpayments. Lf a borrower does not own
the land on which he/she is building, only the parts of house that
can be moved are considered in valuing the house. Ffor a timber
house, costs associated with building a foundation, providing sewage
disposal and a masonry wall for bath and kitchen, cannot be included
in the value of the house for purposes of determining mortgage size,
because they cannot be sold if the borrower defaults. ‘his adds
substantially to the costs which a borrower must pay directly and
further increases the amount of savings a household must have.

Also, there is the problem of actually getting the house
sited and built. ln the absence of builder-developer built homes
atfordable by the target population, some individuals have found a
house spot, contracted for the preparation of a site plan, submitted
the site plan to the Office of Town and Country Planning, received
approval, contracted for the design of a house, hired a buvilder and
thus built him/herself a house which has been mortgaged under this
program. This process is however, both expensive and time
consuming. BMFC anticipates that the process takes at least 6
months to a year. BMFC makes construction advances to individuals
which facilitates the process. [t is the only financial institution
to do so. Overall, the process is sufficiently difficult that few
families have been able to take advantage of the availability of
mortgage funds.
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Builders and financial institutions also believe that
people want houses that cost more than they can afford and will not
accept lesser solutions. BMFC reports applicants present plans to
build larger, more expensive homes than they can afford. Without
low cost solutions being build it is hard to determine what would be
an acceptable house to Barbadians within the price range they can
afford.

1€ a household is planning to have a house built and
obtain a BMFC mortgage, substantial cash outlay is required in
addition to the L0% duwn payment. These so-called "szft costs"
include pavmsnt o tne BMFC's legal fees £or mortgage praparati
recording and ztamp duty fees, application fees for SMFC (BDSE:
and Townx Planniuy and fees for on-site inspections duriag an
constructicn.

Fire insurance is required, and in addition mortgage
insurance on the full amount of the loan is required on chattel
houses. The BMFC has recently agreed to finance mortgage insurance
in the mortgage amount. While financing mortgage insurance reduces
the front-end costs, it also reduces the amount of mortgage that can
be assumed given what a household can afford to pay. Also, if
draftsmen or architects are often used for house design fees must be
paid for their services.

In essence, as a house price rises, the minimum 10%
downpayment, coupled with legal and related fees which amsunt to an
additional 8 to LO percent of the house cost create £:zcnt-&ad cash
costs which are offten greater than the personal savings low inccme
earners have available. The Project Paper did not take into account
the magnitude of these front-end costs. In the present market, few
subdivision houses are being planned whose f£inal cost is less than
BDS$50,000. Without both substantial personal savings and personal
income at or very near the BDS$L.6,000 maximum, these homes cannot be
purchased by the target population. :

The absence of readily available subdivisions offering
moderate cost homes requires substantial explanation. The Project
Paper anticipated that individual builders and developers would
respond to the newly available HG mortgage funds by offering new,
moderate priced homes which could be purchased under its terms, even
though these builders had not produced units for this market
before. This has not occurred. Overall, misperception has worked
to slow the building community's response to the needs of the
project. This issue is discussed at length in Section L7.2.l1.2. By
way of example the one instance where a solution was developed and
built by Ideal Homes, cost and administrative difficulties have so
far prevented the sales of the units under this progranm. Ldea?
Homes developed several models to sell under the HCYF program, one of
which it was prepared to sell at BDS$45,000. Unfortunately, BMFC
appraisals indicated that the unit was worth BDS$58,000, and thus
ineligible for the program. This problem however, has been recently
resolved, with a decision that the lesser of the appraised value or
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the purchase price may be considered the value of the unit for
project purposes. With this decision, it is expected that a few of
these units will go to settlement under the project.

This combination of factors - the difficulcies
associated with individual development of a house, underestimatiag
the actual costs of purchasing a howe, the lack of readily
affordable units produced by the private sector, and administrative
complexities - have resulted in disappointing outputs in this
sub-projecet.

The evaluation team feels that s2rcious stans nave been
taxea by the MOHL to address this problsm. Several buil

expected to build units which will quall y £or the oprogram.
Additional individual loans are now in processing which will
increase to about 80 the number of loans approved. As noted in
section L7.2.L.2, the NHC is developing a program of coopera:ing
with builders to provide serviced sites for construction of units
eligible for purchase under this program, and there is clear
evidence that a variety of low priced units will be developed.
Finally, the MOHL has proposed a starter home demonstration project:
to bring smaller, relatively inexpensive homes to the marketplace.
These etfforts represent an institutional response to facilitate
active private sector participation in providing low and moderate
income shelter consistent with the Government's housing policy
objectives outlines in the White Paper on Housing. Although the teanm
perceives some difficulties with each of thesea last two efforts (see
section 17.2.1.2), they will porcmote in some £orm zhe output of =his
subproject and may move the project closer to its end of project
status.

special note needs to be made of MOHL actions, largely
initiatives by statf of the HCF, to improve program implementation.
The role of this staff is far more extensive than was originally
comtemplated. [n administering the HG program, staff of the HCF
have been called upon to develop a variety of initiatives to insure
that the program is successfully implemented. These have included
the two mentioned above: (L) development of a project to
demonstrate the marketability of starter homes and (2) development
of a competitive scheme to earmark mortgage funds for these builders
to organize their participation in the program. Ln addition the HCF
negotiated an agreement with Town Planning to give priority
consideration to HCF applicants and negotiated as well with the
[nsurance Corporation of Barbados to eliminate the requirement of a
formal lease for insurable chattel loans. The HCF has prepared
brochures to inform the public on the program and how to secure Town
Planning approvals, and also prepared and developed radio and T.V.
publicity about the program. The HCF monitors on a regular basis a
sample of the loans made by lenders and pericdically reviews policy,
procedural and problem issues with the BMFC. Alsc HCF provides
technical assistance to BMFC applicants. Furthermore, racently the
HCF negotiated an agreement with the HBMFC to finance the legal costs
associated with buying a house.
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The role of BMFC in this activity presents special
challenges. While the BMFC 1is generally acknowlaedged to be among
the better managed of the units of the Barbadian Government, its
role in this project has been narrowly conceived to makiag loans,
and not to providing necessary technical assistance to borrowers.
Through this project, the BMFC has been given clear responsibility
for promoting low income. housing, yet it seems uncertain as to what
this requires. ([t is anxious to avoid the pitfalls of prior NHC
projects and is concerned that over-involvement in this arena will
somehow reduce its ability to function effectively in the mortgage
finance area as a whole. In the absence of an aggressive stance
from the =2M5C, the HCF unit teck on an extensive macrketing and
technical assistance program, (s2utlined 2htove) decsigned to increace
the number of families which made it through the BMFC process to 2
HG supported mortgage. The evaluation team gquestions whether this
is an appropriate role for the HCF staff, and while recognizing its
contribution to the success of the program to date, suggests that
alternate means of providing this individual counseling should be
sought. 'The BMFC could be encouraged to take on this function
internally, perhaps coupled with an alternate means of providing
legal and design assistance. While a special unit could probably be
created, it appears tlhat this function is more appropriately BMFC's
than the HCF's. An alternate approach would be the creation of an
independent housing advisory unit, whose mission it is to assist
low and moderate income families through the design, legal and
financing rzequirements and to promote the use of the HG and related
programs.

Solutions should also be sought to reduce the front end
costs of home purchase. While it is beyond the scope of this
evaluation to recommend specific changes in the way legal services
are rendered in Barbados there appear to be some possibilities which
could be explored. BMFC could hire an internal legal staff, whose
responsibility it would be to handle the mortgage related legal work
needed by BMFC. A flat fee would be charged borrowers, who would
have the option of hiring a personal attorney, or relying on the
legal work of the BMFC. Adequate legal services would be provided
at a fixed cost. Sufficient volume would have to exist in order to
make this a cost-effective option. An alternative to in house legal
staff would be a retainer arrangement between the BMFC and a private
law firm, with fees set to reflect the repetitive nature of the
work. Again, the borrower would have the option of retaining
private counsel or accepting the legal work by the law firm on
retainer from BMFC. Perhaps the most effective way of dealing with
this issue would be to request the cooperation of the Bar
Association in finding a reasonable solution. The current Bar
Association President has indicated willingness to approach the
matter; it should most certainly be pursued.

For its part, Goverament should also examine ways of
reducing costs related to this program. A flat fee for recording of
title, a reduction in stamp duty and reducing or waiving application
fees for the Office of Town and Country Planning are three
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possibilities. As a unit cost, these items represent small
increments to the income of the Government of Barbados, but as an
individual cost. they represent significant disincentives to the
successful functioning of the project.

1ln the main, however, the evaluation teams feels that
for this element of the project to reach its successtul conclusion,
the builders and developers must participate. 'The individual
building process is generally both too expensive and too complex to
he successfully completed by many low income families. (£ however,
~he private seztor can be induced to provide a range ot modzrata
ccst housing soiurions, there is a possibility that the total of
sbout 200 lzanz prajzctad using HG funds can be achisved. Without
such cooperzation, it is unlikely that more than 50 lioans will ue
generated per yvear. The participation in the program by the trust
companies would alseo increase the potential for expediting the
disbursal of funds (see Section L7.2.L.1.1).

The perception by some tfinancial institutions including
the BMFC and private sector builders that the program is temporary
and that no further tfunds will be available after the HG program,
may also be inhibiting participation. This suggests the need to
address the question of overall finance resources for the housing
sector. 'this is partially being addressed by making the HCF a
revolving tund. Further consideration to this issue is being
undertaken in development of and deliberations on the National
Housing Plan.

1/7.1.2. {mproved Housing Conditions

The logical framework in the prroject Paper describes a
major project output as the "improved condition of the houses of a
significant number of families." “These loans would be "to
individuals for improvements and expansion to their homes and will
serve to upgrade and expand the housing stock".

The home improvement loan sub-program is structured
currently as follows:

HG Allocation Usss million (BLS$LO million)
Projected Number of Loans 3,333
Average Loan Size BDS$3,000
Maximum Loan Size BDS$8, 000
Maximun House Value BDs$50, 000
Maximum Household lncome BDS$L6,000

The following chart compares disbursement in the home
improvement loan subproject under the tirst Master Plan with actual
and currently projected disbursements. 7The revised Master Plan
dated January LY8S outlined a new projected disbursement schedule
for home improvement loans tfor the January - June, L1985 period.
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HOME IMPROVEMENT LOANS

(Uss$)

PROJECTED VS ACTUAL DISBURSEMENTS

Disbursament Master Plan

Cchedule Projections ActualrT variance %

- Jul - Dec 1543 '

Commercial Banks 1,125,000 46,350 (L07,865) 4.1
Credit Unions 533,612 211,243 (322,329) 39.6
Total 1,658,612 257,633 (9l,/51) 15.%
Jan - June 1984
Commercial Banks L,125,000 885,808 (239,112) 78.7
Credit Unions 487,584 269,435 (218,149) 8.3
Total 1,612,584 1,15%%,323 (457,261) 71.8
July - Dec L1984
Commercial Banks l,125,000 998,377 (1l26.623) B8 .7
Credit Unions - - - -
Total 1,125,000 998,377 (126,625) 88.7
Jan - June L98%S
Commercial Banks 638,434 1,450,000 Bll,566 227.6
Credit Unions - 300,000 300,000 -
Total 638,434 1,7%0,000 1,111,566 274.1
Total Through 6/85 % %
Commercial Banks 4,013,434 /9.7 3,380,6Ll5 81.2 (632,81%) B84.2
Credit Unions 1,021,196 20.3 780,710 lL8.8 (240,478) 76.58
Total through 6/8S $,034,630 L00.0 4,161,333 100.0 (873,297) 82.7

*Actual is for October-December 1983 as first disbursements
were made in October.

January - June 198% is HCF Estimate. Actual Jan-Feb 1985
Commercial Banks lent US$126,550; Credit Unions lent
Us$20, 350.
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Qutputs have not reached anticipated levels with
approximately S1% disbursed as of mid-February 198S. Commercial
banks initially were expected to take about 80% of funds available
and credit unions about 20%. The revised Master Plan projects caly
sligttly higher commercial bank participation of about 84% through
June 1985. Clearly disbursements, especially in the initial year
were slower than expected.

17.1:2.1. Commercial Banks. To date
commezcial banks have made L,219 loans totalling BDS%4,LL14,323 with
BDS$3,37% the average lcan amount.

A major zsoasctraint to greater commercial bank
participatisn is the interestc race on the HCF funds of LL.65% set 2o
recover the cost of fuads of the HG lcan. The cost of funds Zor
comme:cial hanks' own funds ranges from &% To 8%. Thus the interest
rate spread on home improvement lcans is substantially greazer using
commercial bank deposits than using HG funds. However, when home
improvement loans are larger than BDS$5,000 (up to EDS$8,000), when
porttolio ceilings are met, or when the bank is not liquid,
commercial banks £ind HCF funds for home improvemen: loans
particularly attractive. For example, Scotia Bank began to
participate in the program in November of 1944. Scotia Bank cited
as reasons for previous non-participation that the bank had been
very liquid and was not at the Central Bank's limits on lending.
$cotia joined to obtain additional funds and viewed the program as a
lew business opportunity. Using add-on interaest, effsctive rates cn
commercial bank home improvement loans range fzom LY T3 22%. 7Thus
while spreads on HCF funded loans are not as large as on deposits
funded loans, the returns are still attractive and sufficient to
compensate for any perceived increase in risk to serve low-income
borrowers and to cover costs associated with servicing a number of
small loans.

Despite the attractive returns, several
commercial banks have not participated or only participated for a
short period of time in the HCF program. Lack of participation by
some banks such as Barclays and Canadian Lmperial Bank of Commerzce
can be attributed to their perception of their primary objective
being to serve the commercial sector or higher income groups rather
than the retail market. Because these institutions have at
different times shown interest, the HCF should continue to encourage
these banks to participate in the program.

The commercial banks indicate that defaults and
loans in arrears have not been a problem. o©One bank noted that loans
in arrears are a function of the unemployment rate, but the bank is
not concerned about actual defaults.

Currently Royal Bank of Canada and Scotia Bank
ace the major commerzcial bank participants in the program. Ycotia
intends to request an allccaticn of BDUY/S0,000 for the April to
Septamber period. The HCYF projects disbursements of BDUSL, 350,000
for the guarter January - March L198s.
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17.1.2.2. Credit Unions. Credit union
participation in the home improvement program has totalled
BDS$1,002,134 to date. <Credit unions have made 327 loans averagiag
BDS$3,065 per loan. Only three employment-based crcedit unions have
participated. The initial Master Plan projected that four
employment-based and two community credit unions would participate.
The Public Workers and Teachers participated in the program from its
inception until April and June 1984 respectively. The borzrrwings of
these credit unions dropped off as increases in putlic sector
salaries made many of their members ineligible for the program
because their incomes were too high to meet the H4DS$16,000
eligibility standard. in addizion these unions believad =hat
horrowing fzom the HCF wW3as not cost effective because tas 2% spread
was not sufficient to ccver administrative costs. The rcecent
lacrease in spread to 4% as a result of lowering the cost of
borrowing f£rom HCF to 8% may result- in some loan activity from those
people in the credit unions who still earn less than BDS$L16,000.

The one exception is the employee-based Purity
Credit Union which has a membership with varied levels of income and
active management which works with members to secure lcw cost
housing solutions. Participation by Purity can be expected to
continue.

The Project Paper stated that it was not
expected that the community-based credit unicns would be a factor
because of the limited volume of home improvement lending they 3id,
particularly. above 2DS$3,000, and the lack cf trained stafs o
administer such loans. [n fact the primary reassa foc
non-participation by the larger community-based credit unions has
been the high interest rates on HCF funds. Come community-based
credit unions lend at rates as low as 6% and do not want to lend to
members at a L2% rate because this is not preceived as in the
interest ¢f the community. Furthermore, the HCF fundc were made
available at 10% while the maximum on-lending rate for credit unions
was 12%. A two percent spread was not considered sufficient. The
10% rate has recently been reduced to 8%. The increase to a 4%
spread may facilitate participation by community-based credit
unions, although the guestions of capacity of the community-based
credit unions to service more than a small number of loans remain.
Technical assistance by the Barbados Co-operative Credit Union
League supported by HCF may facilitate eventual community-based
credit union participation (see Section 16.1.2.3.).

Based on the above, credit union participation
up to the Master Plan projected level of about BDS$2Z million cannot
be expected in the near future.

1.2.3. Home [mprovement Lcans Contcibution
to Improved Housinc Conditions. 7The home improvement lcan
sub-project appears to be meeting the needs of the target population
for funds to unde-take repairs and improvements to their homes,
whether on owned or rented land. Commercial banks have indicated
that a very large proporzion of the loans they have made under the

17.
ol




-32-

program are for improvements to chattel houses while credit unions
state that many loans are for improvement to homes which are on
owned land.

A random sample of about 2% of the loans made
through December 1984 indicates that about LO% of loans have bhesan
made for toilet facilities (8.9%) and foundation improvements (l.7%)
which are the type of improvements that would typically not be mace
exXcept To houses on owned land. Roof repairs (35% of all borrcowers
and 43% of bank borrowers) are by far the most common uses of home
improvement funds.

Over 86% of loans wer2 made o0 borrowers wic!
household incomes raanging from =5DS3S,0UU to 8DS$14,000. Over 20%
were in the 3D$$5,000 to BDS$8,000 income range and over 30% had
incomes ranging from BDS$8,000 to BDS$L0,000. These figures suggest
that the program is serving the loan needs of low income people over
a Wwide range of iancome levels and not just at or near the median.
[t is noted, however, that commercial banks and credit unions
indicate that if income limits were increased to BDS$20,000 for
example, significantly more loans could be made. The evidence
presented by loans made to date does not confirm that an increase in
eligible incomes would result in more lending, in particular for
commercial banks.

About 40% of total nome’improvement loaas have
been made to service workers with about 463% of bank loans being made
Lo the same group. Credit unions lent more ofren thaa banks =o
vcofessional and clerical emplovees (46% of credit union loans).
Commercial banks indicated that loans under the program were
typlcally to customers to whom the banks had lent money previously.
‘'his suggests that additional promotion of the program by
participating banks and continued efforts to involve other banks
will facilitate access of the target greup to the progran.

The average loan size for commercial bank loans
is BDS$3,375 and for credit unions slightly less at BDSS$3,065.
About 35% of the loans ranged from BDS$L,000 to BDS$2,999, and
anotier 37% ranged in size from BDS$3,000 to BDS34,999. Wenty-two
percent were for amounts of BDSS$S,000 or more.

[n summary, overall the home improvement loan
sub-project can be said to be operating effectively. Broadening the
base of participating institutions would provide greater access to
the target copulation. However, credit union participation is
expected to be limitad. As long as the eligible income remains
3DS3515,00C, amployment Sased credit unicns will not make many loans
under the progrzam. Community-based cradit union participation
cannot be expected o b2 significant until they have daveloped
requisite capacity to make and service loans under the Drogranm.

AlLD supported tachnical assistance for training under the
sponsorsinip of the Barbados Co-operative Credit Union League and
eventual Javalopment of a central loan servicing capacity could
facilizaze rticipation by these credit unions.
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17.1.3. Ownership and Improved Services on "Tenantrvy

Plots™"

The tenantry sub- project of the HG has as its objective
to facilitate ownership and to improve services on tenantry plots
;hrough providing loan financing for lot purchase and home
improvements to carry out the purposes of the 1980 Tenantries
Freehold Purchase Act. Two million US dollars (BDS$4 million) of
the tfunds are allocated to this subproject to assist in pu&chasa zz2
improvements to 1,000 tenantry plots. The average loan size would
pe US$2,000 (BDS$4,000). The home improvement loan pecrtisn =% the
tenantry subproject is raquired to meet all the criteria 2f tne !cme
Improvement Lcan subproject (discussed in the previocus sectica).

A tenantry is an area of land, usually not ofiicially
subdivided into house spots, but rented as sites for chattel
houses. The Tenantries Freehold Purchase Act (L9980 - 53 Laws of
Barbados) and t.ie Tenantries Development Act (L9Y80-%4 Laws of
Barbados) provide a scheme for the purchase of house spots by their
occupants and the improvement of tenantry infrastructure by the
MOHL. The Tenantries Freehold Purchase Act provides for purchase of
plantation tenantries (mostly rural) at a low fixed rate per square
foot. The price of non-plantation tenantries (urban) is to be
negotiated between the landlord and the tenant purchaser. Before
tenantry house spots can be sold, eligibility to purchase under the
law must be determined and the land surveyed in order to convey
title. Socio-economic surveys, surveying of lots and design work
were rermired as a £irst step to implament the Tenza2niries Acts. Tha
costs fcr these activities were considered ss the G0R ceontribution
to this project. Of the BDS$1,260,000 Sugar Fund Levy funds
allocated by the GOB, BD$$800,000 were spent for these purposes on
plantation tenantries.

The Government of Barbados has established a loan fund
with BDS$400,000 in Sugar Levy funds, administered by the Barbados
National Bank to finance the purchase of tenantry house spots
Special consideration, such as lower interest rates and waiving of
down payment requirements, is given to old age pensioners and
families with a weekly income of less than BDS$100.

No loans have been made to date under the HG Tenantry
Program subproject. The primary reasons for the lack of activity
relate to the amount of preliminary work required before tenantries
could be purchased and the lack of need for loan funds for purchase
of house spots on plantation tenantries which are the £first
tenantries being conveyed. The progress on the implementation of
the Tenantries Acts and reasons for the lack of utilization of loan
funds are described in more detail below. Lt is the opinion of the
evaluation team that the subproject as initially conceived 4id not
take into account adeguately the amount of time required to
implement the program. Thus we conclude that loans under the
tenantry subprogram could not have been disbursed as quickly as
envisioned in the original project documents. Furthermore, lack of
information on effective demand, cost and infrastructure needs made
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estimates of the timing of disbursements even more difficult. The
Master Plan projected disbursements of UGSL,783,746 in the period
from January 1984 to June 198%, one third of which would be loaned
in each six month period.

The Housing and Planning Unit in the MOHL has been
taking actively the steps required to facilitate tenantry
purchases. Major efforts to date have concentratad on plusntation
tenantries. Three hundred and six plantation tenantries arsas have
been identified, on which approximately 6,000 housing units are
located. laterviews have been conducted to determine eligibility to
purchase, assess infrastructure needs and éerermine sacic-aconomic .
characteriscics of the tenants. This data could ke compiled using a
mini-computer recently purchased as an eligible expenditure under
the HG lcan. [t is estimated that 4,%00 to 5,000 households will be
eligible to purchase their plantation tanancy house spots. Lot
plans required for legal conveyance have been completed for I,400
lots; almost all the remaining lots have been surveyed and lot
plans are being prepared. Nine hundred and ten plantation tenantry
plots have been sold or about 20% of the lots where tenants are
eligible to purchase. Conveyances are increasing as crops come in
and people have money for purchase. Also lawyers are being
contacted directly to speed up the conveyance process. Apparently
lawyers often do not not make these conveyances a priority since
fees are set at a maximum of BD$$L00 which is significantly below
normal rates.

The Housing Planning Unit at the MOHL proiects the
number of conveyances will grow rapidly to about 2,000 =y the end sf
L1985 and then will pick up again once the remaining surveys are
completed. For these the MOHL plans to use a word processor to
prepare conveyances, and then the conveyances will be providead
directly to the landlord's attorneys, thus speeding up the lagal
process. The MOHL expects transfer of plantation tenaatry house
SPOTs to reach approximately about 3,000 within the next two years
and grow slowly thereafter. I[f a 4 person househcld is assumed,
about 12,000 people or S% of the population will have been arffected.

Not all eligible tenants are expected to purchase
plantation tenantry house spots t£or a number of reasons. Dbata
indicate that pensioners and single women heads-of-household have
marginal interest in purchase. Some also cite liability for land
tax triggered by purchase as a deterrent. Tena:ts cite several
reasons for deciding to purchase. “These include allowing
inheritance by family members if the owner dies without a will,
making improvements of a more permanent nature such as permanent
foundations and suck wells~ and facilitating obtainiag a loan since
the property can be mortgaged as sacurity.

To date the Sarbados National 3ank (8NB) which manages
both the Sugar Levy and the HCF loan funds for tenantry purchase has
made ¢S5 loans on plantation tanantries, none of which used HCHF
tunds. A few have been <inanced by commercial banks. Since the
purchase price of plantaticn tenantries is set by law at a low price
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of BDS$.10 per £foot most purchasers have paid cash or purchased on
an installment arrangement with the seller. [t is estimated zhat
very few people will need loan assistance to purchase plantation
tenantry house spots.

Overall, the MOHL appears to be effectively managing the
implementation of the Tenantries Freehold Act for plantation
tenantries.

ln contrast to plantation tenantries

, very few
non-plantation (mostly urban) tenantry house spots have been
;::chased by tenants. No specific figures oo sal=zs are available.
it 1s estimated that fewer than L00 10ts Rava bzen zcld. 'The
Tenantries Freehold Purchase Act establi-ues a prccedure for title
transter which can operate 1nq=pendent1y and allows the price to bLe

set by negotiation between landlord and tenant. No MOHL
intervention is required in setting the price if the buyer and
seller agree on the price. However, the Tenantries Development Act
provides for Government intervention in those tenantries which are
not adequately serviced with infrastructure.

The Project Paper noted that the Government also intends
to provide for the installation of or improvements to infrastructure
in selected tenantries under the Tenantries Levelopment Act.

The MOHL is currently developing a strategy for
facilitatiag the purchase of non-plantation tenantri The areas
requiring upgrading will be designated and plans n'npa:ed Sor the
required work. After land surveys are complered, upqgrading will be
undertaken, the cost of which will be recovered in the sales price
and indirectly through property taxation. This process will take
time and upgrading will be phased. What is important is that the
process used in upgrading be efficient and effective.

Exact figures on the number of tenantries and tenantry
lots is not yet available. The MOHL estimates that there are
roughly 300 non-plantation tenantries each of which has 6 or more
house spots and cover about L2.5 million square feet. Based on an
estimated average lot size of 2,500 square feet, these
non-plantation tenantry lots would number about 5,000. No estimates
are available on the number and size of tenantries that have less
than six house spots.

Since few sales have occured, the purchase price of
non-plantation tenantries is unknown. What 1s known is that
potential buyers are likely to need loans to be able to purchase
land. Furthermore when upgrading costs are included, the need would
appear to be even greater. However actual demand to buy is

* A sewage disposal system which discharges into the highly porus
coral rock is called a "suck well". 'lo prevent pollution of the
underground water supply. this system 1s strictly controlled to

stipulated areas only.
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unknown. While surveys of some areas needing upgrading were made
several years ago that indicated people had a desire to purchase,
whether or not these people can afford to or will waat to buy now,
cannot be determined without further survey work. Clearly some
tenants may wish to continue renting since rents are generally nuch
lower than the mortgage payment would be if the renant obtained a
loan to buy the land. Tenaats can basically remain on their house
spots indefinitely as long as rents are paid. Purchase also means
that property taxes must be paid. [n addition, legal fees for
conveyances are high. The Bar Association Fee Schedule indicates
that legal fees for a conveyvance with a mortgage £or an amouat up to
BDSS10,00C weould Le at least 4DS$92S. Surveying would sa in
addition. Alsn the process ot negotiation, transfer of titla arnd
obtaining a loan is exgpeczad to be time consuming. Five co nine
months is likely iZ upgrading is not involved, Thus, for many
people a decision not to purchase may be the economically attractive
option.

Given the uncertainty about demand, prices and the
actual number and size of non-plantation tenantries, the need for
HCF funds in the Tenantry Program subproject and the timing of
disbursements are difficult to estimate. Given the above, the HCF
staff estimate the following gradual disbursement schedule.

Uss

Jan - June LY8% 1§2,5%00
July - Dec. L1985 300,000
Jan - June ly86 400,000
July - Dec. L1386 1,000.00Q00

1,862,500

- Mechanisms are now in place for making loans under the
program. A loan agreement has recently been signed between the HCF
and the B3NB to make loans for tendantry house spot purchase and home
improvements. ‘he loan agreement provides funds to the BNB at 9%
tor on-lending at a rate of not more than L2 3/4% (3 3/4% spread).
The delay in concluding the loan dgreement related primarily to
questions about the appropriata lending rate and spread. The HBNB is
planning an advertising campaign and the MOHL is attempting to
obtain public radio spots to publicize the progranm.

Thus the BNB now appears to be ready to actively
participate in the program. BNB has the statf and the capacity to
make these tenantry house spot and home improvement lcans. The
BNB's role in administeriag the sugar Levy funds is basically as
trustee over which they exert little direct control. Whether they
will give lcans under the HCF tenantircy program adequate priority at
this time is unclear.

Several commercial banks have indicated that they have
received requests to lend for purchase of tenantry plots. 1he HCF
has decided that commercial banks could also use HCF funds tfor
tenantry loans on the same terms and conditions as for home
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improvement loans. 1t is unclear, however, whether the Tenantries
Freehold Purchase Act would need to be amended as it only
comtemplated BNB as the lender for tenantry house spot purchase.
Clearly, having several lenders participate would allow potential
purchasers more flexibility in making loan arrangements.

One banker brought up the question of whether the
Tenantries Freehold Purchase Act allows a bank to perfect security
in the land since the law requires that the laz2 not be resold for a
five year period. In the event of default, the rights of the bank
to foreclose and dispcse of the property =2asily are not certain. A
legal clarificaticn, if not an ameadment te the Tenantriass Freehold
Purchase Act, may be reguired. la order Ln secure comme-scial bank
participation these two issues need to be investigated aad resolved.

Many tenants who need a loan to purchase land would also
like to make home improvements such as adding a permanent foundation
and a bathroom. Combining the two loans is possible but the
BDS$8,000 loan limit may be too low for such a combined loan. As
tenantry house spot sales occur and land prices are better known,
consideration should be given to increasing the loan ceiling when a
home improvement loan is also sought.

The price of tenantry land that is sold is also a matter
which should be of concern to the MOHL and the GOB. 'The price for
urban tenantry land is determined by market value. Buyers and
sellers may have very different views of what is the market value.
This could result in very diffarent ccszs par sguare foo:. The
market value of land with a chattel house cculd be wvalued at the net
present value to the seller of the rental income stream. Given
controlled rents this may be as low or lower than BDS$1.00 per
square foot. The market value of developed land without a house may
be about BDS$3.00 per square foot. Given other market alternatives,
the value to the buyer may be this high or higher.

Assuming 10 million square feet are sold at 8Ds$1.00 per
square foot, BDG$L0 million would be transferred. At BDS$3.00 per
square foot, BD$$30 million would change hands. The actual square
footage that could potentially be sold might be much larger than L0
million square feet; thus the money transfers could be even
greater. Transfers of this magnitude have economic consequences.
For example substantial amounts of financing would be required and
more would be needed at higher prices. Higher prices mean fewer
people would qualify for a loan to buy. Sellers would have
disposable income which could be used for current consumption rather
than investment or exported if the landlord resides outside
Barbados. Furthermore, if upgrading is needed, the capacity of
. buyers to pay for upgrading would be reduced if the initial sales
price was high.

The MOHL 1is now turning its attention to non-plantation
tenantries and to their needs for upgrading. The upgrading
activities must be carefully considered to provide needed services
to tenantries in a cost efficient manner, and if interspersed, %o
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privately owned plots as well. Attention needs to be paid to
effective cost recovery in ordez To conserve scarce resources.

L7.2 Policvy and I[nstitutional Change

17.2.1. Private Sector Experienced in Producing for
Low [ncome Peopdle

L/.2.1L.1. Financial Iastitutions

The logical cframework specii.es a privata
sector experienced in prsducing for low income people as a major
project output. Witn respect to financial institutions z=hi
requires that the BMFC, trust companies, commercial bankz and coedlict
unions have the experience and capacity to ieund to the target
population in a manner consistent with the objectives of the
mortgage, home improvement and tenantry loan program subprojects.
The Project Paper notes that if commercial banks (and trust
companies) are to participate in the program, they will need to gain
exposure to and experience with people in an income level with whom
. they did not previously deal. The Project Paper also states that
institutionally the outputs will center on an "expanded and
improved" BMFC and an "increased capacity" for credit unions to make
home improvement loans. At least one institution has the ability
with adequate statf, policies and procedures to lend to the target
group in each of the subprojects. Some financial institutions have
the capacity to lend, but the extent of their willingness to meet
tne needs of the target group is less clear (see the following
discussion).

17.2.1.1.1. Commercial Banks

Of the six banks that have
participated in the HCF home improvement loan program, (two of which
are now very active) all have the capacity to make home improvement
loans to the target income group. The two currently active
participants have many customers in the target group and have
substantial experience lending to them. 7Those that have not
participated or participated only for a short time either do not see
this group as a focus of their business or prefer to deploy their
staff and loan resources in other areas. ''he National Bank, BNB,
which has a large client base has only participated in the program
for one month, December L984. 'lhey do not appear to be experienced
in lending to the target group, although with about 20 percent of
the national depositor base they-can be expected to have many
depositors in the target group.

The BNB recently reached agreement
with the HCF on lending for tenantry purchase under the Tenantries
rreenold Purchase Act and for home improvement loans to those people
who tuy their tenantries. Concern over receiving an adequate spread
appears to have been the major impediment to making an agreement
earlier. While BNB does not have direct experience in lending for
purchase of tanantry house spots, adequate procedures exist and
statf is available. yince very few non-plantation tenantry lots for
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which HCF resources would most likely be used have been purchased,
the delay in reaching agreement does not seem to have hindered
implementation of the lending progranm.

With respect to mortgage lending as
with the other loan programs, financial institutions were expected
to lend under their existing policies and procedures. Commercial
banks and trust companies, as was noted in the rroject Paper, have
no experience ia lendiag on timber houses and view them as .Laving a
higher element of risk and much shorter life than masonary homes.

In order for these institutions to participate, policies would have
to be changed. To compensats for this perceived risk ani a for
developing capable staZft to do tihls type of lending, these
jnstitutions stateé they would zequire spreads of 4-5 parcent. Tals
situtacion does not appear to have changed much. However, Carikzaen
Commercial Trust Company has recently agreed to participate on the
masis of a 2.5 percent spread. Also in interviews Royal Trust
company and the BNB expressed interest in the program. 'The lack of
long term funds, particularly from the NlF, may be the cause of this
renewed interest in the HCF fund.

17.2.1.1.2. Barbados Mortgage
Finance Company

The Project Paper states that BMFC,
as a relatively smaller institution which would be a significant
lender under the mortgage program, would be the beneficiary ot
specialized short term technical assistance. At the conclusion &t
the program, SMFC would have "increased its overall portfolio, have
added additional staff, expanded its experience to a different
clientele and improved its operating procecures.”

To date the expansion of BMFC's
mortgage portfolio has been modest. The HCF has only disbursed
BDS$292,970 to the BMFC covering L3 loans, all in the last six
months. BMFC anticipates lending a total of about BLs$Ll.% million
by yearend L985. This gradual increase in portfolio size will not
require additional staff and a new computer facility has been
ordered which will result in even less need for additional staff as

the program progresses.

Clearly BMFC has expanded its
experience to a different clientele. All loans made so far have
been to households with incomes below BDS$L5,000 and all have been
made for timber houses, some of which are on rented land. Over
L,900 people have been interviewed, L,079 applications handed out
and L18 applications completed and submitted to 3MFC. Thus, BMFC
staff have had substantial experience with potential low income
borrowers. BMFC staff have assisted people in completing
applications, helped people to estimace costs and helped them to
understand the process involved in getting site and plot approvals,
though not perhaps to the eXtent required. BMFC makes progress
payments which home buyers need if they are not buying an already
completad subdivision house, and BMFC recently agreed to tinance
legal fees in the loan. Thus, the BMFC has had to develop and
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adjust policies and procedures to meet the specific needs of the
target group. The complexity of the entire process of obtainiag a
house and mortgage loan and the target group's lack of experience
and resources suggests, however, that more consumer assistance is
needed at the HMFC or in some other appropriate organization. Also
ianovative means to reduce front-end costs, in particular lagal fees
and mortgage insurance coverage, need to be developed. The
requirement of total mortgage insurance coverage 1s costly and
appears to be an overly cautious underwriting procedure. Legal
action should be taken to change this procedure which is currently
required by the laws governing the SMFC. While the BMFC seems to
nave made progress in meeting the ftarget group's needs, issues such
as mortgage iasurance and up Zront "sSotft" costs still need to be
adiressed.

Alternate forms of mortgages such as
graduated payment mortgage are currently being studies by BMFC as a
means of making home ownership more affordable to the target
groups. Such etforts should be continued.

With respect to operating
procedures, in addition to items mentioned above, the BMFC operating
manuals have been revised and updated through provision of technical
assistance under the USALD grant. These revised manuals are being
used, alcthough sometimes alongside the old manuals because of staff
uncertainty about whether everything is covered in the new manuals.
Also in some cases the procedures in the new manuals have not been
fully implemented.

Consultant assistance was also
provided to investigate means of raising additional funding tfor
mortgage loans, including the possibility of the BMFC becoming a
deposit-taking institution. A more detailed study on becoming a
depository institution may be undertaken, partially funded by the
UNDP. The feasibility of a secondary mortgage market facility is
now being studied by the Central Bank. Were such a facility to be
implemented, the BMFC might well have access to a vehclile tfor
expanding its lending activities.

Overall progress seems to be occuring in all
the areas outlined in the Project Paper, as contributing to the
institutional output of an "expanded and improved" BMFC. Expansion
will however be much slower than anticipated due to the length of
time needed to start the program which can be partially attribucted
to the cauticus stance of management and the need to gain experience
with a new target group as well as the problems associated with the
cost of obtaining a new house. (see Section L1L7.LlL.Ll.).

17.2.1.1.3, Credit unions

The Project Paper suggests that only
6-8 of 27/ credit unions would participate in the program because of
limited size, general capability and iaterest. 7The 6-8 cradit
unions would expand their activities ccnsiderably, improve their
management and increase their membership.
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To date three credit unions, all
employment based,- have participated in the program and only one is
active now. Salacy increases that made many members ineligible and
the two point spread which is viewed as too low have limited
employment-based credit union participation. The recent decisicn to
increase the spread to 4 percent may generate more interest where
members meet eligibilicty requirements.

Community-based credit unions have
not participated in the program. Their limited size, capacity and
interest have not changed substantially since the program began.
while membership ia credit unions 1is growing, so far this is
unrelated to the HIF program.

With respect to management
improvement, the HCF is working with the Barbados Co-operative
Credit Union Leagque to provide training to credit union statf.
Using the League as a vehicle for training seems to be the most
effective way to provide assistance. The first HCF supported
training in the area of loan management will take place in March
1945.

‘ The HCF has encouraged the League to
establish a central loan servicing and loan origination facility to
enable smaller credit unions to participate in the Program. Also,
eventually the League might manage a central deposit function which
would facilitate allocation of the credit unions' deposit resources
where there is greatest loan demand, increase earaings on unloaned
funds through pooling of resources and establish prudeat, improved
cash mangement. HCF is working with the League on these projects.
These efforts are supported by the evaluation team as an effective
way to improve credit wnion operations in Barbados.

1/7.2.1.2. Builders
’ The project design envisoned that private
builders, both large and small would respond to the availability of
mortgage funds for low income households by developing land and
building low cost housing units for qualified purchasers.

Initially builders believed they could not
build a solution with the BDS$35,000 limit. When the limitatiocn was
increased to BDS$50,000, several builders sought to participate in
the program offering "wall" (masonry) homes in the range of
8D53$45,000 to BDS$S0,000. [n addition, a special program was
formulated to more directly stimulate their involvement. This
mortgage set-aside program was initiated by the HCF in September,
1584 with a request that builder/developers submit proposals to the
HCF. Eight proposals were received and three were selected on the
basis of suitability of their proposed units, cost of the units,
their access to suitable land which was ready for development, and
their prior experience, i.e. the likelihood that they could deliver
units within projected budget and schedule. Mortgage tunds in the



-42-

amount of BDS$670,000 were set aside as a forward commitment for
each of the the three developers selected. The funds were made
available in November L984, and the commitment is good for six
moaths but may be extended. As yet none of these funds have been
used, but one builder has completed six units and is currently
attempting to market them. He raports problems £tinding buyers who
qualify for the loan, meet the lncome limits, and also have the
required cash Zor downpayment and up £zont "soft ¢osts". In
retrospect, he concedes that building a BDS3$50,000 house, e.g. the
maximum allowed, was not a prudent decision. He now plans to sell
these units to a slightly higher income group outside the HCF
pcogzam and try a lower cost unit £or the morTjags sat 2side program.

in a subsequent discussion with tihe same
puildar, he indicated that he will try a semi-detached nouse scheme
on smallar lots to reach a lower cost solution. 7This will be done
on land he already owns. He will also be participating in the NHC
subdivision scheme. He anticipates needing more than the
BDS$670,000 presently set aside for him. Another builder has
already produced homes for sale under the HCF mortgage set aside but
to date no loans have been closed due to a problem with the
valuation being set at BDS$%¢,000 despite the fact that the sales
price set by the builder was BDS$345,000. This was subsequently
resolved by BMFC accepting the lower of va.ile or sales price. The
same builder also has built an experimental home with materials
commonly used in highrise building in the U.5., but untamiliar to
lenders in Barbados. While the house has a conventional appearance,
the unfamiliar materials have led the lender to classiiy the house
in the same category as timber houses for the purpose of settiang the
term of the mortgages. With a 1% year term the payments on this
BDS$35,000 unit are higher than they would be if the standard 2%
year term for masonary houses was used. 'lhus tew people could
afford this house.

The Evaluation Team has also met with one of
the five builders who submitted proposals but was not selected for
the special set aside program. This builder has approached BNB and
arranged his own forward commitment in order to build a small
pretabricated unit for sale under the program. tHe has imported 18
prototype units from Puerto Rico as a demonstration and intends to
have locally produced units on the market within a few months.
While the units he had imported would be too expensive to quality
for the mortgage program, the system is adaptable to smaller units
and is in fact quite suitable to an add-on or "expandable home”
approach which could serve a very broad segment of the markect.

To date the project can show very little
quantitative evidenc? of progress toward the outputs projected in
the mortcage component of the project (see section 17.1.2). The
total number of mortgages issuad to date is LJ, all of these to
individuals who arranged their own construction. No loans have been
made on builder/developer built units but this does not mean that
suilders have not learned a great deal abcut what is required to
serve the low income housing mazket. 7The process nas been
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frustrating to both the builders and to the MOHL, but considerable
progress has been made. The Evaluation Team has focused on an
analysis of the process in order to try and identify the source of
the frustrations. While builders have nct yet successfully built
units for the HCF program, they seem to be building much cheaper
units than in the past. While not a solution, this 1s a step ian the
right direction. Assuming that builders could make an abrupt change
from expensive to low income housing where they had no experience
was perhaps too optimistic. Some period of transition may have been
necessary.

The mortgage limit was

zaised £rcom BDS$24,000
2o approvimately BDS$42,000 as a resuit of i1ncr b

C ing zhe allowable
nouse value from BDS$35,000 to BDS3$50,0C0. All of the builders were
apparently informed of the change in the program criteria. They
were told that the mortgageable asset was not to exceed BDS$50,000.
Some interpretated that to mean the cost of the house, others the
total sales price, others the price of the house with land being in
addition, but all seemed to understand this change ian the allowable
"ceiling" to be permission if not instructions from the HCF to build
larger and more expensive units. More important perhaps than the
factual misunderstanding is the perceptual misunderstanding which
the builders have. The program is now and apparently has been from
the beginning seen by the private sector builders as a
government-run program. While there will always be legitimate
government functions associated with housing, the GOB must shift the
responsibility for determining the appropriate solutions to the
private sector if the objectives of the proiect are to be achieved.
The program is still perceived to be a government-run program with
decisions being made as to standards, costs and suitability of units
by the Government rather than by either the bullde:/developers or
the purchasers. While some progress has been made in changing this
perception. additional efforts are needed.

HCF now proposes to contract through NHC with a
private contractor to constuct several model "starter home" units
using HCF funds for bridge financing during construction. NHC would
then sell the units with mortgages being provided by BMFC under the
mortgage component of the project. HCF's objective is to
demonstrate to the private builder that a market exists for small
low-cost units. The evaluation team agrees with .ne objective of
the starter home demonstration but believes that a modified approach
to implementing that demonstration could enhance its impact.

Private sector builders still see the NHC as a government subsidized
builder or land developer, i.e. NHC is part of the problem in
building a private sector in Barbados. Builde:ss cannot compete with
NHC's BDS$2.75 per sq. ft. land sale price. A further consequence
of NHC or1c1ng is public perception that privately developed land is
too expensive. Working through NHC will reinforce the perception of
this program as a goverament-run program and further undermine the
potential of true part1c1patlon by the private sector builders. The
evidence suggests that the private builders want to participate in
the program and are prepared to do so on terms which are workable
for them. The evaluation team recommends that the starter home
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demonstration be expanded and combined with the mortgage set-aside
program, that the three builders previously selected each be told
that they will be provided bridge financing to build cthree units
each as models. The builder should be made responsible Zor the lot
size and the unit design within more reasonable limits set by Town
and Countzy Plananing. The HCF should only specify that the units
must be affordable under the current limits of the program. The
suggestion might be offered that units well below the BDS$50,GG0
maximum would have a broader potential market than those at
8DS$50,000 which require a buyer who earns exactly 3DS$16,000, no
more and ao less, and who has savings of roughly B8DS$8,9CO.
Individual consultatisas might be crganized wizh Town flanning
participacticn Zor each of the three builders. An outside consuicant
might be usad TO work with the buiiders to devalop a workable
solution and a marketing plan. This approach might also be expanded
to other builders as well.

17.2.2. National Housing Plan

Development of a National Plan for implementation has
been a major objective of AID assistance to the GOB. While the Plan
has not been completed substantial progress has been made.

The HPU and the senior housing advisor Have played a
major role in development and institutionalization of the housing
policy preparation process. The institutionalizatica of zha Plan
Dreparation process is in effect a series of policy 2eliSsrations,
decisions, and impiementation procedures that are being put in
place. When the Plan is finalized, now estimated to occur by June
1, 1985, the majority of its policy elements will have been
carefully researched and discussed by technicians in various
Ministries and by the GOB Planning and Priorities Committee which is
chaired by the Prime Minister and composed of the members of Cabinet
and Government officials with responsibilities tor development
policy and implementation.

Examples of progress toward policy objectives
emerge from a careful assessment of Housing Plan issues ijiacluded in
the Implementation Agreement of HG 002:

17.2.2.1. Rationalization of the interest rate
structure to make housing a more attractive prospect for investors:
The current interest rate structure exists in a broader national
economic context. Central Bank policy attempts to control the lavel
of new construction to protect foreign exchange and prevent
overheating of the construction sector. The Central Bank has
approached this by restricting the interzest rate permissible for
nome mortgages, and through the overall reserve and portfolio
requirements undar which the banks must operate, The interest rate,
operating climate and general economic conditions have largely
terminated mortgage lending by this sector, although some trust
companies still make mortgage loans. Whether higher rates would
increase tha flow of funds %o the sector is no: clear. Speculation
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by some bankers interviewed during the evaluation was that without
Central Bank intervention, long-term mortgage rates would rise to 13
or l4ax. Interest rates for short term consumer loans are limited by
the Central Bank to a lesser exteat. Limits are placed on the
total consumer loans a bank may include in its portfolio, but home
improvement loans under BDS$5,000 and loans funded by the HCF
program are exempt. These policies make home improvement lending
very attractive to banks. At present, commercial bank home
improvement loans range in effective cost from about 12 to 22%.

Ooverall, the interest rate sturucture associacted
with housing finance it consistent with the priorities set by the
Central Bank Zor growth and direction cf£ the national ecoasay.

While rates may not be market rates, particularly in the long-term
lending area, they can be considered justified and rational within
the broader context. There i1s little prospect that the Central
Bank, and by inference, GOB economic policy will change to permit
the free movement of interest rates.

The impacts of this policy on the housing
sector vary. lnterest rate policy has clearly not elimimated
investment in new houcing, but it has been reduced. Investment in
home improvements 1s overall guite strong and encouraged by Central
Bank policy, and given the nature of the housing stock, important to
its long-term maintenance. Some homes are being constructed, using
a combination of funds including personal savings, credit fron '
lumber companies, some mortgage financing, ané of course, the HG
program.

Based on this overall assessment, the National
Housing Plan envisions the level of investment in housing as
continuing to be subject to national priorities and macro-economic
concerns. Incremental, sectoral investments will be made in those
areas identified as being of greatest need; however, the Plan will
seek ways of improving liquidity to meet new constzuction needs. 1In
light of economic situations precipitated in other countries by
failure to consider individual sector needs in the context of
broader economic issues, i.e. foreign exchange and inflation, this
approach seems eminently rational.

17.2.2.2. The encouragement of home savings
and loans associations including the re-organization of existing

organizations to achieve this objective:

A final decision on the practicability and
desireability of this concept has not yet been made. At present,
there is in existance an adequate home finance infrastructure. The
lack of mortgage finance is largely a function of recent Central
Bank policies and general economic considerations rather than the
absence of the necessary institutional environment. The chartering
of savings and loans associations has been permitted by statute in
Barbados since 1898. The marketplace has not responded, suggesting
that existing institutions meet the savings and investment needs of
the population. finally, there is little evidence that available
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sav1nqs are not already invested in ex‘stlng savings institutions,
g1v1nq rise to speculation that new institutions would merely shift
existing deposits. The 1ssue remains under consideration, hnowever,
and experts on contract have been included in the Natisnal Housin
Plan deliberations on the establishment of such institutions. a
recommendation to press the issue further may be incorporated in the
Plan if evidence can be found that it is financially desireable.

17.2.2.3. The movement toward ard cost
recovervy in all housiag orograms:

Like nverall rationalization of intazest rat:ss,
this issue exists in a broader institutional conntax:z. ac oresanc,
NHC sites and services lots are being sold at BDS32.75 - 3.25 per
square fcot, which recovers some of NHC's costs, but is BDSS.7/S -

L.00 below the market price. [In addition, rents charged on NEC
units are well below market rents for comparable units, and are not
sufficient to recover maintenance costs, much less lnltlal capital
investment.

The MOHL is committed, however, to changing
this situation. Proposals have been made to divest NHC's rental
units, to set prices closer to market level, and to eliminate most
residential construction activity. All were recommendations
contained in the White Paper on Housing. A broad consensus and
substantial staff resources will be needed to actually implement
such a pcolicy. The £inal Plan will reflect the nature of this
discussion, and include recommendations on how to move toward
implementation.

17.2.2.4. The de-emphasizing of the NHC as_
a builder of units, particularly as a builder of units for sale Co
middle income earners:

This has been accomplished. The NHC has
terminated its direct construction program for middle income
gazners. The level of construction of public housiag units has
been reduced significantly. This policy decision has the firm
endorsement of the GOB, and will be reflected in the completed Plan.

17.2.2.5. The emphasizing of the role of the
NHC as 3 technical service unit, and as a manager of sites and
services programs. In this revised insticution, any bu11d1 ng done

bv_the NHC shall be of the prefabricated tyoe essantiallv for the
lower income earner:

As noted above, the NHC has largely ceased its
construction activities. Activity of the NHC construction force is
limiced curcently to maintenance of units still owned, finishing
existing projects, and the sites and services program. [a the
latter program joint ventures with the private sector will be
encouragad. No construction role is envisioned except
occassionally for construction of low cost rental units when capital
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allocations are made f£or this purpose. The Plan wWill reflect
emphasis on NHC's technical services role, and clarify its
responsibilities in this area.

17.2.2.58. The reorganization of the BMFC :to

QE'mlt ic o atttact savings and to make loans much like bu1ld1ng
soCieties:

Substantial technical assistance and analysis
have been devoted to this issue, partly in the context of the
discussions ut the overall need for a savings and loan 11dustrv

(see 17.2.2.2 above). Such a reorganization would require
substantial cnange in the insrtitutional purposes and operations of
BMFC. There are many questicns about the practicability and

desirability of such a change. Preliminary analysis of the issue
has been completed under the Technical Assistance Graat. A detailed
feasibility study has been proposed. UNDP has agreed to partially
fund such a study. If BMFC agrees to participate, that study will
bring the required understanding of the market demands for an
altered BMFC, and would lay the groundwork for the internal
operating and perceptual changes which would be required were such a
decision to be implemented. As previously noted, it 1s likely that
the Plan will include a recommendation for further consideration
based on the analysis to date, rather than a firm recommendation
either supporting or opposing such action. The Plan will reassess
the role of the BMFC within the overall financial system.

17.2.2.7. Greater focus on the m
and upgrading of the housing stock shall be provided th

appropriate fiscal and monetary matters:

The revised emphasis of the HG project on home
improvements reflects the MOHL commitment to this policy. This
commitment was further supported by the findings of the Housing
Needs Assessment, completed as part of the program of related
research, which found that about 2/3rds of the projected needs for
housing investment is in the area of home improvements. GOB fiscal
policy currently ‘supports investments in upgrading by providing tax
benefits for home improvements. The GOB also supports the HG
project and exempts home improvement loans of up to BDS$5,000 at
financial institutions from consumer loan limitations. The two
programs together have assured the availability of private sector
financing for maintenance and upgrading purposes. The Plan will
reflect this continuing priority and outline a strategy for
continuing support after the HG project is completed.

17.2.2.8. Rationalization of the public and
private housiag rental market to ensure consistencv in the guality
of the unit rented on the market, particulary of the low income
earner: :

If the GOB moves to raise rents closer to
market levels in the NHC projects as suggested in the White Paper,
and/or to divest those units to the private sector, this policy will
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be achieved. As noted above, proposals have been made by the MOHL
to adjust rents in NHC projects to reflect the incomes of the
residents, and to ultimately move those units into the private
housing sector. Both proposals, however, will iavolwve substaatis
administrative work and require commitment from other units of the
GOB, commitment which is not yet forthcoming. .An important aspect
of the National Housing Plan process is moving toward consensus on
this issue. While consensus has not been reached, the process has
certainly promoted debate, and resolution is anticizated in the
near future.

17.2.2.9. Cecatiagued focus on the
market to ensure that conditions conducive to the estas
more permanent dwelling units shall be provided:

14

The tenantries program is amcng the highest
priorities in the MOHL work program, and will be so reflected in the
Plan. As noted in earlier secticns of this evaluation, lagal and
survey work has been completed to permit the transfer of plantation
tenantries, and over 900 have been transfered. Sugar Levy Fuads
have been reserved to assist the lowest income residents in purchase
of their lots.

The non-plantation tenantries program has
emerged as a more complex problem, largely because negotiated land
values are expected to exceed by a large amount those in plantation
tenantries where the price was fixed at a low level and because many
urban tenantries lack some basic infrastzucture and services. The
MOHL 1is presently considering appropriate approaches to facilitate
the upgrading of these areas.

The MOHL is proceeding with both aspects of
this program. The Plan will reflect this commitment, and will
include policy and action agenda items designed to facilitate a
successful completion of this important GOB commitment to low and
moderate income families.

17.2.3. MOHL/HCF Staff Capacity

Technical assistance funds and HG reflows have been
invested in developing MOHL capacity to implement the HG program and
to create instituitional capability to deal with low income shelter
needs. Evidence suggests that this effort has been extremely
successful, and that the HCF staff hired and trained is capable,
committed, and efficient. The project, while behind original
schedule, reflects thoughtful planning and careful implementation.
Records are complete and appropriately annotated. Program
management reflects on-going analysis of problems, and the
formulation and implementation of solutions.

The HCF staff has developed as a well integrated but
independent unit of the Housing Planning uUnit of MHOL. While the
Senior Housing Advisor is readily available for consultation., HG
project operaticns are quite separate from those being carried out
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under the Technical Assistance grant, and clear professional
management capacity for the HG and related projects has been
achieved.

The HCF unit does appear to be functioning at capacity,
nowever, and should additional programmatic or poliicy
responsibilities be assigned to it, commensurate staff increases
should be made. For example, the initlation of the revolving fund
and/or the core housing demonstration may well require the addition
of s-z2ff. Training and professional development £unds should
continue to be budgeted to provide regular access TOo programs
dealing with low income shelter issues, suca as commuaity
organization, alternate physical solutions, and upgrading cr
redevelogment. inally, the unit functions «t 3 very lgh level uf

responsibility. Care should b2 raken to assure tnat civil service
grades and resultant salaries -eflect the scpiisticated nature of
the HCF unit's job, and proper compensation for the service is

required.

As the housing planning effort matures, particularly
with the completion of the National Housing Plan, consideration
should also be given to adding staff to the Housing Plan Unit to
enable it to deal in some depth with the implications and
implementation regquirements of the Plan. Management linkages to the
NHC will be required as well as technical skills in, £or example
nousing finance, managing upgrading projects and secondary mortgage
market activities.

1l8. Purncse
18.1. HG Loan

The purposes of the HG Loan, as stated in the Project Paper,
are (1) to facilitate the ability of the private sector, both
institutions and individuals, to provide new homes and home
improvements for low income families by providing financing to do
this which will, at the same time, assist government in reducing its
role, and (2) to provide the financing for implementation of the
Tenantries *reehold Purchase Act to purchase house plots and make
improvements. According to the Logical Framework, the end of
project status would include private banks and public financing
entities experienced and willing to continue producing housing for

low income people in a significant way.

Significant progress has been made in fulfilling the purposes
of the project, although specific achievements vary from component
to component. The home improvements element has made the most
easily measurable progress, and the participation to date of private
banks indicates that that sector is clearly both experienced and
capable of providing hcme improvements financing to low income
familias. ‘Their experience has been extremely positive, and for
example, because the default rate on program loans has been so low,
preconceived notions about the reliability of low income borcowers
have been cocuntaracted. It is reasonable to expect this kind of
financing to coatinue to be available after the HG project is
completed.



-50=~

The mortgage program has promoted substantial awareness in the
BMFC of the requirements of low income borrowers. The ability of
BMFC to actually make mortgages to the target group has been
facilitated both by the availability of funds for this purpose, and
by the technical assistance which has accompanied i:. (See section
18.2) To a large extent, the small number of mortgages made to date
reflects the overall difficulties in individual house constzuction
and the absence of developer-provided moderate cost homes, rather
than the lack of ability of BMFC to make loans. The program is
currently being expanded to include other private financiag
insticutions, notably Caribbean Commeccial Trust, which will create
cddictional capacity. This is an extremely positive stec and is
applauded by the evaluation team.

The GOB has raduced its role in the direct provision of
housing. The NHC has largely eliminated its home construction
activities, and efforts are being made to promote private sector
alternatives to those units.

Progress toward implementation of the Tenantries Freehold act
has been extremely slow, reflecting the administrative work which
was needed before transfers could begin. At present, the purposes
0f the progranm are being reached to some degree without direct use
of the HG funds. Internal inputs in the form of Sugar Levy Funds
have been expended for surveying: the surveying itself has enabled
the transfer of over 900 plantation tenantry plots, the vast
majority of which could be purchased without loans. [t appears that
the transfer of urban tenantriss (which will be much more expensive)
will require much more intensive use of the HG funds. W@While the
purposes of the grant are clearly being met in the plantation
tenantries arena, there is simply not enough evidence on the
transfer of urban tenantries to know whether the HG loan's purposes
will be met. Steps are being taken to nurture this project element,
however, and the team is convinced that should the purposes of this
element not be fully met, it will be more a matter of economics
rather than the absence of financing and financial institutions
willing to lend.

18.2. Technical Assistance Grant

The purpose of the grant is to provide financing for technical
assistance required in support of the "Barbados Private Initiatives
in Housing" Housing Guaranty Project. Specifically, the technical
assistance is to be devoted to project managemeat and administration
as well as for the development of a comprehensive National Housing
Plan. A senior housing advisor was to be provided for two y=2ars to
assist in establishing policies, plans and proceduzes for
implementation, to coordinate AID-financed technical assistance, to
expedite effective management and communications, and to provide
specific technical assistance to credit unions and the BMFC.

Significant progress has been made toward all purposes. The HG
project is in place, and appropriate policies and procedures have
been developed and implemented. Basic policy has been established
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and elements of the National Housing Plan have been completed. The
formal Plan is expected to be finished and under review by

June 1, 198%. Contracts have been let for various studies in
support of the Plan and other housing issues, and careful monitoriag
of those contracts has been carried out.

Specific technical assistance to the BMFC and to a lesser
extent credit unions has been provided. The overall quantity of
technical assistance to BMFC has refiected the view that additional
assistance in the absence of revisions to the institution's overall
operating assumptions such as becoming a 3deposit zaking institution
is not currently necessary.

similarly, the focus of technical assisztzace to <credit uniens
has been shifted, after preliminary efforts consistent with the
.project description. Experience dictates that assistance to
individual credit unions would not effectively address the absence
of institutional capacity and commitment to the HG program.
Revisions now being made to the program provide for some additional
assistance through the League reflect the consensus of what
additional assistance is appropriate. It is quite possible that
while the purposes of the technical assistance grant will be
fulfilled, the ultimate institutional outcomes (in terms of the
credit unions and BMFC) will not be reached. This is not the
failure of the grant to achieve its purposes, but rather a function
of philosophical and operating differences not readily resolved by
technical assistance. More complex institutional, management,
administrative, attitudinal and cultural issues exisrt than were
anticipated when the technical assistance program was designed.
However, with limited .resources the HPU/HCF leadership and the
senior technical advisor have made serious efforts to deal with
these issues and reprogrammed and reprioritized technical assistance
efforts. Thelr success can be considered exceptional given the
range ol institutional problems and available resources.

19. Goals/Subgoals

19.1. HG Loan

According to the Project Paper, the goal of this Housing
Guaranty Loan is to help alleviate the overall shortage of housing
units in Barbados; to significantly improve the existing housing
stock, particularly deteriorating timber houses; to shift the
inictiative for this effort towards the private sector; and to
broaden the ownership basis of housing in Barbados.

Significant progress has been made toward achieving the goals
of the project. ‘At present, a small number of new housing units has
been financed, but a good understanding of the obstacles to such
building has been gained, and steps are being taken to promote
private sector solutions. If those solutions are successful, the
goal will be met. 7The home improvement loans subproject has
provided £financing f£or improvements to over 1,500 homes, and the
private sector institutional response indicates that this program
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will easily reach its goal. The majority vf units being upgraded
are timber units. This reflects continuing needs to maintain these
units to adequate levels. Also improvements to some extent raflect
the replacement of certain timber elements with masonry. This will
insure long term upgrading of the housing stock. #inally, the
private sector has participated in the financing scheme: private
banks and credit unions are the financing entities for home
improvements and the BMFC is the provider of mortgages.

Participation of private sector builders and developers has
been disappointing to date, but efforts are >2ing made to promote
that participation. While participation has not yet cccured, cha o
nas occasioned considerable discussion within the GO2 about what is
neécessary to promote such participation, and thsre is committment ©
make some changes ia both the institutional and financial
arrangements. The NHC's direct role has been reduced, facilitating
‘development of a private sector low income housing indusc:ry.

G

0

The ownership base has been broadened to some extent, tharough
the provision of mortgages, but the majority of progress in this
area is associated with the tenantries program. Over 900 plantation
tenantries have been transferred, over 20% percent of those eligible
for transfer at the outset of the program. While HG funds have not
been required, project internal inputs facilitated this transfer.
The extent of increased ownerships which would occur if the
non-plantation tenantries program is successful is not yet certain.
However, if the project does not meet this goal entirely, it will be
a function of the economics of those purchases. The availabilizy c£
funds may be inadequate incentive to overcome resistance ta
incurzing the higher costs associated with outright purchase and
paying taxes as an owner. [t is premature to make this finding,
however.

Overall, the project is expected to meet the majority of its
goals, although the elapsed time period will be longer than-
originally thought. This time frame is a result both of limictations
of the original project design and implementation difficulties. At
pPresent there is excellent linkage between project activities and
the goals set for it.

19.2. Technical Assistance Grant

The goals of both the HG loan and the Technical Assistance
Grant were to help alleviate the overall shortage of housing unicts
in Barbados, to significantly improve the existing housing stock,
particularly deteriorating timber houses; to shift the initiative
for this effort towards the private sector; and to broaden the
ownership basis of housing in Barbados. The technical assistance
grant supports these goals by building the institutional capacity
required to achieve them and by supporting development of the
National Housing Plan which develops the implementazion plans for
the GOB's policy commitment to these goals. 7The Grant aas aurtured
the growth in confidence and expertise of the HPU which is steadily
exercising more direction and influesnce over implementation and
policy Zecisions.
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In provision of technical assistance to the BMFC in its role as
primary mortgage lender to individuals purchasing new homes, the
grant has contributed to the goal of alleviating the overall
shortage. of housing units in Barbados. While the number of units
actually purchased to date is small, the institutional capacity to
providé mortgage finance to low income households now exists, and is
expected to produce closer to the number of units envisioned in the
original output measures. Among the aspects of institution-building
completed to dAate 1s the revision of procedures and manuals, L.a
expected addition of computer and related technical capacity, and
the efforts by the HCF to improve the BMFC's ability to deal with
lower income borrowers.

Some assistance uas been given to credit unions to help them to
participate in the home improvement loan scheme, an important
element of reaching the goal of improving the existing housing
stock. 7These institutions require the additional assistance, now
envisioned in the form of servicing provided by the Barbados
Co-operative Credit Union League, and supported by the Technical
Assistance Grant.

Perhaps the most significant aspect of institution-building has
been the assistance provided to the MOHL. Support has been provided
in the form of training for both policy-makers and technocrats, and
the senior housing advisor has provided consultation and technical
advice in the formulation of housing policy. Two items are of
particular note: the White Paper on Housing and the Naticnal Housing
Plan. The White Paper described the basic 2lements £ the naticn's
nousing issues and created an opportunity for AdAiscussion of the
significant policy issues. The White Paper, as adopted, is a
commitment by the GOB to specific policies which are consistent with
the HG and technical assistance project goals.

The adoption of a National Housing Plan will be the culmination
of this process. As noted in earlier sections, the GOB has begun
instituting changes at the same time as fthey are being elaborated in
the Plan. This progress contributes substantially to reaching the
goals of the HG/TA projects, in that it reflects important
institutional change required to meet project objectives. For
example, one aspect of shifting the initiative for alleviating the
shortage of housing.units in Barbados to the private sector was the
removal of the NHC as the primary provider of new units for low and
moderate income families. The White Paper proposed that action, it
has now been adopted as policy by the GOB, and the National Housing
Plan will specify ways in which the private sector is to replace the
NHC. As a policy-implementation continuum, the White Paper-National
Housing Plan preparation and the Technical Assistance Grant efforts
which have facilitated it represent considerable progress toward the
goals of HG/TA projects. This progress can be attributed to the
achieving of the purposes of the grant and the technical capacity
created therein.
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20. Beneficiaries

20.1. HG Loan Beneficiaries

As of mid-February 1985, a total of 1,546 households had
received home improvement loans and 13 households had built new
units with mortgage loan funds. Based on an avarage household size
of 3.3 persons, the combined total direct beneficiaries has reached
the level of approximately §,150 persons. These benefits relate
directly to the project purposes of helping alleviate the shortage
of housing for low income people and significancly improviag the
existing housing stock. Beneficiaries have the advantzga of
improved shelter.

Those benefitting indirectly are more difficult to quantify.
They include workers employed on the construction and the neighbors
of direct beneficiaries. Most of the construction activicy under
the program has been in home improvements which are labor intensive
and use less skilled workers generally. Assuming that about 35% of
costs are for labor, it is estimated that this project has provided
so far over 20,000 days of work to persons who mainly come from this
project's target income group. The neighbors of beneficiaries
benefit indirectly from the appreciation to their property and from
the improved overall environment.

20.2. Technical Assistance Grant Beneficiaries

The direct heneficiaries of the Technical Assistance Gran:t are
the institutions which have benefitted from resources and technical
knowledge made available by the Grant. The primary beneficiary to
date has been the MOHL generally, and the Housing Planniag
Unit(iancluding the HCF) specifically. The major output of the grant
program has been the increase in the MOHL's capacity to address low
income shelter needs generically and to administer the HG program.
In addition it has encouraged the MOHL to consider the tucture role
of HCF in an overall system of housing finance and to consider
Government's macro-economic policies in defining housing policies.
The indirect beneficiaries of this effort are the low income
families who have and will benefit from the HG program directly, and
the nation's low income population who will benefit from new housiag
initiatives such as those included in the White Paper on Housing and
the National Housing Plan.

The National Housing Plan will formalize the GOB's commitment to the
shelter needs of the low inconme population and establish an action
agenda for addressing those needs. In this way, the nation's low
income families are broadly served by the grant and are its indirect
beneficiaries. Other direct beneficiaries are the BMFC and local
credit unions.

The improvement in BMFC functioniag, both in terms of its
overall mocrtgage lending function, and in terms of particular
servicing needs of low income families, results in direct benefit to
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those families. Similarly, improvement of the functioning of credit
unions expands the access of low iancome families to home improvement
loans and results in direct housing upgrading for such families.

21. Unplanned Effects

21.1. Evolution of the HCF Concept to Creation of a Revolvinag
Fund for Housing Finance ‘

When the HG program was designed it was not envisioned that the
HG funds wculd establish a revolving fund for housing. The policy
decision was made in January 1985 to make the HCF a revcolwving fund
to provide 2 continuing source o£f ncucine finance. Over the past 10
months there has been a growing recoynition of the potential
importance of the HCF as a provider of financing for low and
moderate income families and as an integral part of the overall
financal system in Barbados. This has led HCF staff to begin to
define the long term objectives and strategies of the fund and to
establish a policy dialogue with the key public institutions
responsible for financing - the Ministry of Finance and Planning,
the Central Bank and the BMFC. The National Housing Plan will
suggest how HCF lendiag policies and practices should be.tied to
national macro-economic planning, GOB budget allocations to the
housing sector, the Central Bank sponsored secondary facility that
is being considered, and the financial system that provides
financing to the housing sector. Technical assistance could be
useful in efforts to institutionalize the expanded role for the HCF
in the housing finance svstem in Barbados (see Section 22.2 Follow
on Assistance).

21.2. Shift bv NHC from Complete Dwelling Units to Sites and
Services

As a result of a GOB policy decision, the NHC has largely
ceased to build complete dwelling units leaving that market aspect
mainly to the private sector. Instead, the NHC is concentrating on
managing its inventory of rental units and the development of
serviced sites. Mcst of the land which NHC uses for serviced sites
comes from the GOB at very low costs which bear little relationship
to the market. The NHC sales price reflects the resulting subsidy
which they estimate is about BDS$.7S per square foot. This may have
acted as a disincentive to private developers who might otherwise
have developed serviced sites for sale to low and moderate income
households. ©One such company has in the past produced most of the
plots for this market. Should NHC actually produce 1,000 lots in
the next year and continue to develop large numbers afterward at
lower than market prices, the private land development for the low
and moderate income market could contract even further. The
Government's joint venture with builders on sites and services
programs should limit this disincentive to a certain extent. 1In the
new program, NHC is proposing to offer a substantial number of
serviced sites to developers who will build homes under a joint
venture where NHC invests the land and infrastructure costs while
the developer builds and markets the houses, paying for the land
only as each house is sold.
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22. Lessons Learned
22.1. Development Strateqy

The "Barbados Private [nitiatives in Housing" Housing Guaranty
project had as its underlying assumption the belief that the
availabilicy of funds would be sufficient to draw private
institutions - banks, credit unions, developers and builders - into
providing house, home improvement, and land ownership opportunitias
for low income people. The project to date has demonstrated that
while financing is certaianly necessary to that activity, it is not
necessarily sufficienc.

In the instance where existing finmancial instituticas are
experienced in dealing with a program element, in this cass, 2sne
improvement loans, there is a good likelihood that the infusion of
additional funds will result in the hoped for outcome, although
considerable effort will be required to market the progranm.
Obviously, if the funds are only available under conditions which
are unacceptable to the institutions (as was sometimes the case with
Barbados credit unions), the institutions will not participate.
Familiaricy with local lending priorities is essential to
determining effective ways of dealing with them.

When a project element requires substantial realignment of
traditional rélationships and functions, infusion of funds is quite
obviously insufficient to achieve program goals. For this reason
project planners included substantial technical assistance. [n the
home mortgage element of this project, the availability of mortgage
money was sufficient to promote the purchase of new homes by a small
group of relatively skilled low income persons. [t was 1ot
sufficient to encourage the private development community to alter
the kinds of housing it was delivering to the market, nor to force
the planning and regulatory community to address its role in
inhibiting the emergence of alternative, affordable solutions.
Housing provision is a process which includes many participants.
[ts successful provision requires understanding on all parts of the
goal that is being sought and an agreement by each of the
participants that the goal was a worthy undertaxing.

In this project, this latter understanding is now emerging, but
it has taken many months. Had project planning and early
implementation addressed the consensus building process as a whole,
it may have been further along at this poinc.

Finally, when a project represents a substantial departure from
the status quo it is necessary to examine the legal and structural
relationships which underpian the original arrangement. In the case
of the tenantries purchase aspect of the project, the mechanics of
transfering title for the plantation tenantries, required a massive
legal and surveying task. While this is now almost complete and
transtars are taking place, the program has taken considerably
longer than originally envisicned. Had the underlying
administrative issues been understood more clearly at the outset,



-57-

the project schedule would have reflected the front-end work
required and proposed a different kind of schedule. This is
certainly not a fatal flaw in the program, but it has caused
frustration and disappointment that could have been avoided had
unrealistic expectations not been established.

22.2. Follow-On Assistance in Barbados
cignificant progress has been made in terms ¢i national

policies affecting the housing sector. Assistance will be requized
ia several key areas to institutionalize those changes, an essentia
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significant 7ousing pelicy changes realate tTO creaticn of ths dCf and
establishing it as a revolving fund, and the changing zcle of he
< - -
od S

o
m
=
(o]
(=
'_‘n
o]
[Te}
(7]
(1]
0
(al
o}
r

By making the HCF a revolving fund the GOB has made a policy
commitment to the continuing availability of a pool of long term
funds for the housing sector. The future role of the HCF now needs
to be clarified and institutionalized as a part of the housing
policy and plan development process. This would include
determination of the specific uses of the revolving fund to carry
out policy objectives and of the HCF's relationship to GOB and
private sector financial intermediaries, including the HCF's
relationship to the development of a secondary market now being
proposed. Technical assistance grant .funds could appropriately be
used to assist the GOB with the institutionalization of an expanded
role for the HCF to assure the consistant availability of resoucces
to this sector.

NHC's role has changed dramatically in a short time from that
of provider of public housing for low and moderate income families
to a somewhat ambiguous role as the Government implementing agent
for programs intended to stimulate private development of housing
for low income families. Several specific tasks have been defined
for NHC in this new role. One is the provision of serviced sites
for sale to low and moderate income families and to builders who
provide housing units for those target groups. A second task is to
restructure public rental housing program rationalizing its
management and operations in order to improve the condition of the
units and bring rental levels more in line with the costs associated
with the program. These are major tasks which will require NHC to
institute significant operational changes. Assistance should be
made available in order to facilitate these changes. It would also
be desirable that the costs of NHC operations be internalized and to
the extent possible recovered as a part of the price of units and/or
plots sold or rents charged. While not specifically stated in this
manner the newly adopted White Paper on Housing does suggest this
objective.

The relatlonshlp between the fHousing Planning Unit of the MCHL
and the NHC is also an area where roles are evolviag. !n principal
the MOHL develops policies, defines programs and prepares guidelines
while the NHC implements programs either directly or manages and
coordinates the work of private contractors. The division of
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responsibility is not so clear cut in practice. This approach may
work well in the sites and services program but it is not yet clear
how it would work in a tenantries upgrading program.

Neither the MOHL nor the NHC has any prior experience with
managing upgrading projects. Within the MOHL planaing unit a core
staff exists who have been conducting surveys and preparing plans
for upgrading tenantries. There is a clear need however to expand
this program of upgrading to encompass non-tenantry lands as well.
In other words, community-wide upgrading is needed in many parts of
the urban area. Implementing such a program requires more direct
Jovernment involvement than sites and serwicas or house construction
which can te done by private developers. Assisrance fo the MOHL and
the NHC in formulating an economically and socially sound approach
to urban upgrading would be a logical follow-up to the present AID
activity in this sector.

22.3. Evaluation Methodology

The essence of the methodology was to draw information from a
broad representative base, analyze this information, then test the
validicty of analyses 1a consultations with key opinion sources.
Feedback from those with the most kXnowledge and experience with the
housing sector wWwas an important aspect of the methodology and it was
used successfully. However, in some cases feedback would have been
better focused if issues had been presented to sources in concise
written form and they had been allowed 24 hours reflection time.

The team understands that this approach is seldom practical due to
time constraints but it should be attaempted.

23. Special Comments

23.1. Significant Policy Issues

In a nation like Barbados which does not have a significant
population in need of basic shelter, home improvements as a major
project element has several useful =ide effects. First, the
existing housing stock can be upgraded at considerably lower cost
than providing replacement housing for the same population. In
addiction, home improvements are more labor intensive and provide an
important source of skills training which can be transferred to the
new construction sector, whether commercial or residential. The
home improvements industry can also provide important
counter-cyclical benefits to the construction industry as a whole.
In most small economies, large construction projects such as airport
terminals, ports or major commercial faciilities cause fluctuations
in the demand for construction labor. 1In the absence of such
projects, that labor force is often unemployed. Home improvements
and related upgrading programs can be used to reduce unemployment in
this sector, and to even out the demand for such workers. . The
growth of this industry under the stimulus of the HG program, if
continued after the project is completed, could have extremely
beneficial effects both in terms of employment and overall
improvements to the housing stock.
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The current HG has had a second important policy outcome in i
initial success at building institutional awareness of what is
required to stimulate private industry solutions. By starting to
remove the NHC as the major producer of housing and in recogaiziag
that it is hindering the development of the private sector
sub-divisions by not recovering costs on serviced sites and on
rental properties, the GOB has taken an important first step in
providing an environment where private industry can function
efficiently. 1n the coming months, it is extremely imzz-ziznt that
this initial effort be sustained. Maturing of the industry to serve
low income households will take some time, but it will never occur
1f the 1ndusticy perceives Government as likely Tn undsr-ecut its
positinn. What is ze=dzd is open communication abocut the sclutions
Sought vy Government and provision of limited resources in support
of those soiutions. The ingenuity of private industry quite often
exceeds the imagination of planners and policy makers. Industry
must be given the opportunity to demonstrate that ingenuity without
fear that its competitive position will be artifically altered.

This requires sustained understanding of the importance of private
sector solutions, continued targeting of mortgage funds to the
sector and policy support for their developmental efforts.

The GOB is taking steps to improve cost recovery in its rental
housing program. These efforts need to continue to ensure that
Government resources are targeted to those in need of assistance and
so that the drain on GOB budget resources 1s lessened.

23.2. Tenantry Law

An aim of the 1980 tenantries law is to promote home ownership
by the low income population who live under that type of tenancy.
It establishes the right of those occupying land on a rental basis
to purchase that land. While this does advance the desireable
objective of ownership, it also has the unplanned effect of
virtually precluding any addition to the number of house spots
available for rent. Owners who have suitable property available are
unlikely to allow it to be used in this way if they wish to keep the
title because of fear that the law provides them no choice but to
sell if the renter decided to buy. There is a need to be aware of
this situation taking the intended and unintended effects into
account as part of the process of formulating the National Housing
Plan, but for the present there is no need to alter the project
design or execution.

23.3. Lower Cost Alternate Designs

The affordability factor, always important, is becoming more
critical as increasing housing costs widen the gap between what the
market offers and what amount families can afford. To a great
degree, costs (and therefore affordability) are established by the
unit design.

The traditional timber house, the type prevelant in Barbados,
offers several advantages. The technolcgy is well knowvn and does

not require highly skilled labor. 7The timber ‘house can be easily
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expanded or even relocated; it resists hurricanes and earthquakes
relatively well; and it is an attractive solution harmonious with
the culture. Today it is virtually the only housing solution
affordable to low and moderate income people in Barbados. It has
the disadvantages of cramped interior space, high maintenance cost,
and susceptability to fire, termites and the elements. These houses
are sometimes located in close proximity on very small lots which
exacerbates the hazards of fire. Most new houses are basically of
two types: the preassembled timber houses sold by the lumber
companies and the concrete block houses built ia several variations
o7 builders. Neither of these solutions are particularly suirted to
the needs of the low lncome market today. Tha lumber comnmanv nouse,
while traditionally an inexpensive solution, has stezdily risen in
tost and cthus losing most of its appeal. The standard 2 or 3
cedroonm masonry house is simply not affordable to the target group.
Reduc1nq the cost of a masonry house to a level affordable to low
income families may require new designs and large departures from
standard practices, not just a reduction in the size of the house or
size of the lot.

New designs are needed which improve utility, durability and
appearance but which can be affordable to the target groups. The
following might be considerad in the design process:

o All spaces simple in shape with room layouts to accomodate

o} Roofs designed for economy and comfort

o} Provide adequate cross ventilation

o] Consider terrace (semi-detached or townhous e‘tyoe designs.
Consider two storey units either detached or ian rows to save on
land and construction costs (see also Section 23.7 below)

o Consider prefabricated sanitary core units which can be used
for home improvements or as a core for new units

0 Design in capacity to expand (starter home, shells etc)

0 Consider systems building but carefully compare costs with

traditional construction.

Qualified architects will take the foragoing and other
appropriate factors into account in the design prozess. For the
many households whe cannot afford this level of professional
services a variety of different plans might be provided.

23.4. Lot Sizes and other Planning Standards

On first examination the 3,000 square feet or larger lots
thought acceptable by planning practice and regulatory authorities
appears to be larger than necessary. Anecdotal evidence suggests
that the private sector producers of housing and housing finance as
well as public sector housing officials believe Barbadians will not
accept smaller lots. In actual practice many urban lots are not as
large as 3,000 sq.ft. The cost of the large lots limits the number
of people who can afford to buy a hcuse. 17lhe conclusion is that lot
slze may be too large and planning standards too high, especially
for low income households.
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For example, lots of 2,000 sq.ft. or smaller could adequately
provide for all the requirements of Barbadian lifestyles if houses
are appropriately planned and sited. For example, terraced
(attached) solutions, perhaps of two stories could be used. Terraced
units are economical in land use. Using a zero lot line concept,
starter homes could be located on the lot boundary at one side,
leaving l4ft to l6ft between the house and the other side boundary.
However, Town and Country Planning would have to relax its &£t
minimum side lot standard ror this to be applied.

There is a clear used for a restudy of planning standa:ds,
including considera~ion of speciz2l standards zppropriate for low
income communities. Other altarnanives 32=serving examination arce
minimum and maximum distances of side lot: and also planned uait
dévelopment to maximize cecmiicn Open spaces.
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23.5. List of Annexes

Annex A - List of institutions and persons contactad

Annex B - List of documents and sources used

Annex < - Logical FrameworX from Project Paper £for $38-HG-0N2

Annex D - Photographs illustrating housing conditions and
shelter activities.
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ANNEX A

IST OF INSTITUTIONS AND DERSONS CONTACTED

——

Finanecial lInstitutions

Barbados Mortgage Finance Company Limited

Harcourt Niles - Manager
Dennis Clarke - Deputy Manager

Royal Bank Trust Company (Barbados) Limited

Evan McCollin

Barbados National Bank

Noel symmonds - Managing Director (Acting)
Edmund Xing - Manager, Trust Division

Royal Bank of Canada

T.W. Jack Robinson - Manager, Retail Credit
Leroy Harris - Assistant Manager, Consumer Loans

Scotia Bank

Grrorge Hume - Deputy Manager
f.odney Phillips - Loans Manager
Hazel Griffith - Senior Loans Officer

Barbados Co-operative Credit Union League Limited

Oriel F. Doyle - Credit Union Development Officer

-

Purity Credit Union

Leon Greenidge
shamrock Credit Union

Gloria Selby
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Government Ministries and Agencies

Central Bank of B8iarcbados

Marion Williams - Deputy Manager, Currency and Banking

Ministrzy of Housing and Lands

Lloyd B. Braithwalite, Ministcer

Grey Forde, Ffzrmanent Sacretary

Allan Jonas, Chief Housing Planner

Robert Dubinsky, Senior Housing Advisor

Mark Wilson, Deputy Chief Housing Planner

Ronald Fitt, Administrative Officer 1, Housing Credit Sund
Vibert Best, Senior Accountant, Housing Credit Fund

Michael Hoyte, Administrative Officer 2, Housing Credit Fund

Ministry of Finance and Planning
Erskine Griffith, Permanent Secretary, Finance

Ralph Carvallo, Manager, Public Investment Unit
wsther Bentham, Chief Economist

Town and Country 2lanning, Ministry of ¥inance aad 2lananing

Lionel Nurse, Chief Town Planner

National Housing Corporation

Rudolph Spenser, Manager

Clement Hanes, Deputy Manager ._
Ivan Gibson, Chief Policy Planner
Dennis Hanes, Chief Legal Officer
Etertan Goddard, Controller

Levy Jordan, Chief Architect
Herman Moseley, Quantity Surveyor
Mr. Jordan, Chief Inspector

Private Sector

Buildars/ Cevelopers/Lumber Companies

Albert Joseph, Realty Sales and Service
Lionel RBarrow and Bruce Darrow, Property Developments, Ltd.
©lias Haloute and Luther Miller, Bartrin Construction Ltd.
Amory Phillips, Barbados Lumber Company
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Barbados Bar Association

Christopher Blackman, President
Mary Mahabir, Secretary

Beneficiary

Judy Brathwaite

United States Agsncy for International Develonm2nt

RHUDO/CAR, Jamaica

Sara Frankel
William Mann

RDO/C, Barbados

Jim Holtaway, Mission Director

Terrence J. Brown, Deputy Director

Peter Orr, Chief Capital Development Officer

James 'Spike' Stephenson, Deputy Capital Development Officer
R. Carey Coulter, Program Officer

Joanne Connolly, HG Program Officer

A memorandum of conversation was prepared for each consultation.
A complete file of these reports is available for review.
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ANNEX B

LIST OF RESOURCE DOCUMENTS

Of€i1c1al Documents

"Implementation Agreement btetween the United States of America
and Barbados for Private Initiatives in Housing." A.I.D.
Project Number S38-HG-002, September 29, 1982.

"Project Grant Agreement between the Government of Barbados and
the United States of America for Barbados Private I[nitiatives in
Housing Project." A.I.D. Project Number 538-0081.

September 29, 1982.

"Final Master Delivery Plan in accordance with Section 5.03 of
Implementation Agreement Number S$38-HG-002 of September 29,
1982." Augqgust 1983.

"Updated Master Delivery Plan in accordance with Section 5.05 of
Implementation Agreement Number S38-HG-002 of September 29,
1982." January 1985.

Unites States lnternational Development Cooperation Agency,
Agency. for International Development. "Caribbean Regional
Project Paper: Barbados Private Initiatives in Housing".
538-HG-002 and S538-0081." August 1582.

Ministry of Housing and Lands: Housing Planniag Unit. “USALD
Housing Guarantee Programme Quarterly Reports", October -
December 1983; January - March, April - June, July - September,
October - December 1984.

Other Documents

Barbados Mortgage Finance Company Limited. "Manual of
Operations®, Vols. 1 and 2, revisions prepared by 7Tim Smith,
National Council of savings Institutions. January 1984.

Dubinsky, Robert and Struyk, Raymond J. "Housing Needs and
Investment in Barbados: 1980 - 2000." The Urban Institute,
prepared for the Agency for International Development: Cffice of
Housing and Programs. November 1984.
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Gardner, Donald. "Housing Finance in Barbados." Prepared by USL
International Inc. for the Ministry of Housing and Lands.
September 1984.

Housing Planning Unit. "Housing Credit Fund Scheme." Discussion
paper HPU/1984 prepared for Ministry of Housing and Lands
Plannirg Committee, Augast 29, 1984.

Ishmael, Len. "A Description of How the Private Sector
Investment in Housing Functions and Hcw its Efficiency and
Capacity Could Be Improved." V[Frepared for the Goverament of
Barbades, Ministry of Housing and Lands. Japuary 1555,

Ishmael, Len. "Evaluation of the Availability of Land for
Housing ia Barbados". Prepared for the Government of Barbados,
Ministry of Housing and Lands. December 1984.

Jones, Allan. "A Revolving Funded as a Mechanism for Financing
Housing: Case Study of Barbados." Paper prepared by the Chief
Housing Planner, Ministry of Housing and Lands, Government of
Barbados while at the Center for Environmental Design Research,
-College of Environmental Design, University of California,.
Berkeley. November 1984.

Ministry of Housing and Lands: Housing Planning Unit. "White
paper on Housing", approved by the Cabinet May 24, 1984.

PADCO Inc. ""Housing Costs in Barbados." For Agency for
International Development: Office of Housing and Urban Programs.
August 1984.

Richard Gill Associates Limited. "New Orleans Study." Housing
Study: Executive Summary and Final Report. Prepared for the
Ministry of Housing and Lands, Government of Barbados. February
1984.

Williams, Marion V. "The Macro-economic Implications of
Residential Construction in Barbados." Prepared for the
Ministry of Housing and Lands. February 1985.


http:Jaa.uA.ry




1-2

ANNEX D

Housing Conditions ang Upgrading Activities
in Bridgetown

An upper middle class, older residential neighborhood.
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A busy commercial street in the New Orleans area.

A middle class neighborhood of traditional timber houses.
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A delapidated, traditional, gabled roof timber house.

A well maintained gable house built in stages in the
traditional manner.
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Timber houses with masonr
increased affluency.

Urban tenantries.
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dense urban area.

9 Communal toilets and bath house in a

ip.

10 An urban neighborhood of mixed land ownershi
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11 New "lumber company"

prefabricated houses in an older
neighborhood.

12 Typical timber "chattel" houses on loose rock foundations.
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13 wWell maintained timber house.

14 New addition to a timber house.
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15 New addition to a timber house.

16 Masonry wall addition at rear of a timber house.



17 Expanding and older masonry wall bouse.

ing.

1n need of infrastructure upgrad

18 An urban tenantry - i
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A nearby "well serviced" street.

ing units,

20 NHC built rental hous
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21 A subdivision built by a private contractor for NHC (At

Wildey).

22 Pre-assembled concrete unit
government.

s built by private contractor

for
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