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PREFACE

On December 28, 1977, the Administrator and Deputy Administrator
received the AG/OAS draft review of the Housing Investment Guarantee
Program (HIG), including recommendations on its location within AID.
The draft was circulated widely within the Agency, including the
Assistant Administrators for PPC, IIA, SER, DSB, LEG, and all of the
regional bureaus, as well as the Office of Housing, the Office of
Urban Affairs, and vari ous fi e1d posts. . OAS recei ved corrments on
the report from most of the Bureaus as well as numerous cables from
the field, and a lengthy, detailed, page-by-page commentary from the
Office of Housing. This final report attempts to reflect the most
important of these corrments, and in certain places the draft report
has been modified accordingly.

Almost all comments agreed with the findings, recorrmendations and
analysis in the OAS report with two main exceptions discussed below.
There was general agreement that HJG could be a useful development tool,
provided--t.haUt was c10~eJy;ntegrated w1thregion-ar5ureal.landinisSion
plan~nd py;<ivJde:a=:tba-L it-focuseaon-"sites and services," "slum'
up_~ng" and Qt~_e r sheJ te(p§r[mswn~~~e-a_~l1.e p.<>~r~ITlilJ2n fY .

With the exception of the Asia Bureau, there was also general agreement
that the Agency does face a serious problem of dealing with the urban
poor, that the provision of minimal shelter and services does not
increase urban migration, and that AID should consider committing some
resou~ces to.providing sh~lter a~e on concessionary terms.to
certa1n 10w-1ncome countnes unable to afford'~rG f1nanc1ng prov1ded
such assistance is justified by the economic development priorities in
the particular country.

Finally, there was general agreement that AID (in coordination with
other donors) should make every effort to encourage recipient countries
to deve]..9..p a shelter pQl1_C>' wfirch is subs ieri zea to tile mfnfinumextentpossf61 e. '-.._..- --'- '. ,

-'As stated above, most corrments agreed with the OAS recommendations.
However, there was substantial disagreement with Recommendation No. 7
in our draft report which suggested that "RHUDOs" (Regional Housing
Development Offices) be abolished, and that hou~in~ officers repo':"t to
the Mission Director or other head of an AID un1t 1n the country 1n .
which they were located. It also recommended ~hat the PERs for ~Ous1ng
officers be prepared in the field rather th~n 1n AID/H. ~n part1cular,
the Office of Housing vigorously opposed th1S recommendat10n, and most



THE ROLE OF THE HOUSING INVESTMENT GUARANTEE PROGRAM IN AID

I. Introduction

This study was prepared for the Administrator and the Deputy Administrator
to recommend how the Housing Investment Guarantee Program (HIG) could
become a more effE!ctive development tool and where HIG belongs in the
newly reorganized AID.* During the course of the study, OAS decided
that discussion of the HIG program required some examination also of
(1) the importance of shelter (broadly conceived) and its relationship
to economic development, (2) the relationship of the HIG program to
other activities in the field of shelter; and (3) organizational
linkages between AID's Office of Housing and DSB's Office of Urban
Development.

I I. Background

The Housing Investment Guarantee Program was enacted in 1961. Its
ori g~na1 purJl0-.?~...Yla.L:t:(u!ncourage Ameri can-..fj.,Qanci a..Linsti-tutions.t£>
i nves r-Ji1QOu.§j ng. oversea~ and to permit the hous i ng cons tructi on
indastrYto expii'nd activities in less-developed countries. Like OPIC,
the HIG program is an effort to inv2l-v~rivate_~~:t:~~rise in solving
deve1opment problems. Under the program, Ameri can fenders fi nance
se11'-~attng~fous-4-ng_-P1'.Oie..cts~eas atTl:l::retei\j~-a:!tJ"!ITIl-:r,!:h
and credlt g~:Y-b:Y--t_be.JU.__ go'",ernment agaln'sT any loss tneymay
suffer by reason of their investment. Thus, in Qrder to encourage
American financial institutions to invest in housing overseas, Congress
authorized AID to insure t~ese institutions against financial loss.

*In carrying out this study, OAS held discussions with the staff of AID's
Office of Housing, which is responsible for the HIG program, DSB's Office
of Urban Development, representatives of all of AID's regional bureaus,
and USAID Director's in several countries where HIG maintains regional
housing offices. OAS also met with members of the General Accounting
Office who are conducting a long-term appraisal of the HIG program;
officials at the Hor1d Bank who are concerned with shelter and urban
problems; private consulting firms specializing in the design and
construction of low-cost housing in developing countries; representatives
of U.S. lenders; and urbanologists, economists and sociologists at Harvard,
Boston University and MIT. An examination was made of selected literature
on urban and shelter problems in developing countries, internal AID
documents re1atin~l to the HIG program and the Office of Urban Development,
and the legislative history concerning HIG and urban problems.
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Also l~~e,_OI)IC,J:be_J-jI.G,.,R.rogram is ~~f:-susJgiQi.ng_,programrequiring
no appropriated fun9s. This'TSbecausetLtap2-.th.e,U.$, Jlriv~te '
caj'rttifl market for'lriitial financing,"and charges a fee for ea."h
_~.__"".<_,..... '. .., • • ••.•__~~_~_~ .,_.~,_~•." .•,,__ 't'

gua.Nnte~-lL.Ls,s.ues. ·"It~uses lts fee lncome to pay for all of HIG's
administrative and operating expenses, including the salaries and
travel of staff, office space, and contracts with private organizations
to provide economic and technical analyses, feasibility studies,
evaluations, and monitoring services. In addition, fee income is
available to pay claims in those cases in which the borrowers in the
developing countries have failed to repay the loan to the U.S. lender.

However, the Office of Housing also has had an allocation of program
funds for a DPG for the Foundation for Cooperative Housing and for a
project called Improvement Program for Urban Poor (IPUP).

The original-9,@I~ee authority in 1961 was for $llLmi!li.<,>n and was
limited to demonstration projects in latin America. That authority has
been increased through the years to qlJ:~,.J;.I1aD__$L,Q:iJJion and at the
present time approximately $900 million of loans for housing projects
have been authorized by HIG. .

There 'have also been a number of changes in the orientation of the
program since 1961. In 1965, the Congress expanded the purpose of HIG
to include the development of financial institutions in developing
countries, and guarantees were issued in developing countries in
addition to Latin America. In 1973, the orientation of the program
changed radically as AID adopt~she1ter-sector strategy which
emphasized the importance of providing housing for the ppor maj~rity

in the LDCs. Pre~5ly, HIG guarantees had primarily covered loans
for middle and u~Jler~mi~lU~~inc_Qme housing projects. .

In addition, in-l915 the Congress emphasjzed the importance of.dea1ing
with the poor majority by enacting a new section of the law which
prohibited new"'Hfi3"programs in countries which had not received
development assistance within the past two years. Congress also
required that at least W"-of_futw:e....9J1a.rantees. be issued C!nly for
hous i ng suitable tor fami~b.o_..bad,.:i.ncome.be1.9k(_the.medlanurban
income in the country in which the housing' project was located.

In the same legislation the C~~be~~ a~so demonstrate~ ~ts concern
that the HIG program be development~oLJ_~d* by reqUlrlng that HIG
projects be coordinated wttti ana complementary to developmental

*although special exceptions were made for HIG programs in supporting
assistance countries such as Portugal, Israel and Lebanon.
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assistance and further requlrlng that the guarantees insure projects
which demonstrate the "feasibility and suitability of particular
kinds of housing or financial or other institutional arrangements."
Legislative history indicates that the purpose of the latter provision
was to insure that HIG funds were not used primarily to transfer
capital re~ources but, rather, to finance shelter projects or other
institutional projects which qoll1d be re.pJL~ted in the recipient
country after external assistance ended.

As ca-r.e.sult of these pol icy and legislative changes, HIG has almost
ceased to guarantee the financing of conventional housing for people
above the median income and is financing different sorts of projects
which can be afforded by the poor. In particular, the new projects
include: (1) s]JlDLJJP.=.gr:a.diUg, such as providing facilities for water,
sewerage, electr'icity, roads and building materials for self-help and
some improvement; (2) "sites and serV-C.es," which provides electricity,
water and seweraqe 1i nes', in some cases as common-use faci 1iti es; and
(3) core housinjl, which is basically a rudimentary shelter on a "sites
and sel'vices" plot.

Because of tile program's early emphasis on Latin America, more than
$395 million of the projects which have been guaranteed are in that
region. In addition, because of the valuable balance of payments
effect oVa trans fer of resources under HIG, more than $184 m; 11 ion
in guarantees haygJleen.-iss.ued.iJL.the.. N.ear..J.i!.?t', often asan ,adjunct
to our supporting ass; s.tattc.e_RrogralllS--in-ISl'ae-l-.and.Eortuga1. N.ext to
Isr~e1, Korea ~s recei ve~ ttLe-:lar.ges-t--1Hlm~~?f guara21tees. Altogether,
prOjects have been authorlzed ln 36 countrles ln all parts of the world.

III. Summary of Conclusions and Recommendations

A. Conclusions

1. Shelter or Qousing (as broadly conceived, including location and
access to employment, to health services, to potable water and sewerage)
is important to economic development. It contributes to the pr~ductivity

of workers and thei r famil ies. It al so c~.2-consi derable __e.mRJ~y~nt
since shelter construction in low-income countries tends to be a
relatively labor intensive industry .

'. \Ile urbill1 pl\lbh'llI in the developing world is ~rowing s~eadi~y more
serious. Rapid natural increase in urban populatlon an~ ~lgratlon from
the countryside to the cities will continue .evenwhen cltles do not. keep
pace in providing adequate shelter and serVlces. Furthermore, contlnued
rura1 development requi res continued ~r~an developme~t, e. g., for the
processing of raw agricu1tur~l commod1t1es produced .1n the rural sector
and to supply goods andservlces to rural areas. Flnally, the
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Congressional Mandate calls for AID to assist the poor majority.
While primary emphasis is now being placed on assisting the rural
poor, we do not believe this absolves the Agency of a responsibility
to assist the urbari poor as well. The poor majority includes both
urban and rural people. The Asia Bureau disagrees with this
interpretation of the mandate. 'However, we believe that sections 221,
222 and 223 of the FAA support our interpretation, particularly the
reference in 223(j) to families below the "urban" median income level
as a target group for receiving guaranties.

3. The mobilization of domestic savings and the development of
spectalizeo financi~fnstitutions t6 finance shelter improvement are
important to a country's economic deve10pment-:----·----

r .

4. It is too early to determine whether the "sites and services" and
slum upgradi ng appr'i3-ach-usecf'Oby bo'ththe OffIceof'Hoi:lsfng'iinc(the
World Bank can provi(je repI1C;1tl)]e non-subsidized shelter for the poor
majority, butlt is clear tha,Lc9n,,-goIIori;iL6iiU:sJr'-~Lisbeyondtheir:l:---- ....._--......,..-_. .. . .' ,.... •• " ......._.
reacli.

5. Many people in AID have not viewed HIG as a New Directions
developmental tool, perhaps because its earlier projects were within
the fi nanci a1 reach' of only mi ddl e and upper income fa mil i es and di d
not reach the poor majority. Furthermore, although HIG's new projects
are aimed at the urban poor, few have been comp1 eted·whl1e..._tne·~ar'" ier
projects are-lligliTY'vTsibl e. Howev-e-r--;-webe1Tevethe newly ori ented
HIG cari-be'an effective tool for assisting the urban poor, and possibly
the rural pooro, in-obtaining rudimentary shelter and related services.
It can a1socontri bute to the development and growth-2i5.QU.QcLf.i.nanci a1
ins ti tuj;jons, tappi~b~2_a.YJ_ngs.9.Lm;lnY,i ncT udjD9the.poor,provi ded
it is integrated with the country's total eco.r10mi c planni h§.. .

6. One of the significant advantages of the HIG program is that it
uses non-appropriated funds, thus adding to the total development
resources available to AID. However, it may no't always be the most
appropriate tool to meet shelter needs. For AID's assistance to be
truly developmental and integrated with its other programs AID..s.!lould
use techni cal ass i stanc.e_.fuQd.s.. andLor deveJ opmentl.QilnJ,!JlJd~ i n ~
corijunctl(rri~wTEhHLG:@neY in some cases. Similarly, to the e~tent
AID l'ilsnes-·to·addrE;ss urban problems and the need for shelter 1n the
poores t deve1opi ng count ri es, it mus t beYcepa~~d_.t.()_provi..<l~,.s:o.nc~.~.sj9na1
assistance for sOillLsh.I?Jler.p.r.:ograms, 'pa~flcularly to countn.eswh.;ch
cannot a-Nord toJJ.(),ffOWilYlsLrepay on H11; t~rms (e: g., countn es Wh1 ch
cannoCaffOrd' the \Vor~atgwlfi'cntheHIG rate approximates).

7. A shelter program (including HIG) can operate more effectively if
it is an integral part of the AID field mission's overall development
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planning, includ'ing programs to assist market towns and small cities,
and if it is effectively coordinated with the host country's total
development strategy.

8. HIG leverage with host countries to achieve changes in shelter
pol ~cy may be .1e~i-Lt.bM..J;bat_gL!b~_@~D; however, AIDJgY.~LCl.9.~C9Ul d f5
be 1ncrE!ase9_J-UiIG !Jr:()graT11s_.I'!~r~_llggo_tj~j&(Las ..part .0La 1arger.-"AID
package. Thl s fi ndi ng was objected to by several commentators, on
the grounds that AID programs in general are smaller and can achieve
less leverage than larger IBRD programs. However, the Bank has
frequently adopted an attitude of waiting until the host country adopts
appropriate policy changes before committing funds, in contrast to HIG
programs which are linked to incremental changes in host country
policies.

9. Housing in LDCs should be subsidized to the least extent possible.
The principle of non-subsidization should apply to a country's total
housing policy and not just to HIG-financed projects. Rather than
subsidizing conventional housing units for the poor, developing .
countri es shu.uld-.J::Jlo.c_e_olrale,_OR_:'s5,les amLswer-v_ices," sl u!JLlJ£.grgdi ng
or other mi [1i mgLshelter. provi s ions wi thill-:t.be,l'each of the poor majori ty.

10. Shelter projects financed by AID should be carefully designed in
order to be replicable by the host country. An increasing commitment
by the host country to sound housing policies, including simple low-cost
shelter with minimal subswidjes, should normally be a condition for any
housing capital '-assistance by AID. However, in certain countries, such
as Egypt, where the entire economy is heavily subsidized, the process
away from subsidies in all sectors must of necessity be gradual.

11. The present Office of Urban Development and the Office of Housing
are attempting to achieve many of the same objectives and address
many of the same problems although the Office of Urban Development
concentrates on research and pilot activities, while the Office of
Housing manages large capital projects. Regretably, there has been
insufficient coordination and cooperation between the two offices which
should complement each other.' Each has a small professional staff, some
members of which could actually interchange jobs. Furthermore, while
there are no serious inconsistencies between the Agency's policy
determination on shelter and its policy determination on urban
development, they are not sufficiently integrated and mutually reinforcing.

12. The present s i x BfC9imJ_i!JJ:Jousjng-..Qffi ces operate toso~exte~t
outside the AID missions ,or other AID units in the countries in WhlCh
theyare 10cated:,w'Tn particular (except for ROCAP), they do not3port
to the mission or REDSO director in the country where tney are based,
andth'e"pERs-for the RegloilafHousing Officers are prepared by the.
Office of Hous 'j ng in AI DjW. Thi sis not cons i stent with the handll ng
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of similar AID fie"ld staff, including lawyers, engineers and most
other technical specialists who have regional responsibilities. In
contrast, the Agency also has two housing officers who do work within
missions, report to the USAID Director, and have their PERs prepared
by the appropriate mi~sion officers, and a third is expected to join
the Egypt Mission on the same terms. Also, a fourth USAID, Panama,
is considering a s"imilar arrangement inorder to ensure maximum
integration of housing with other urban development activities.

B. Recommendations

1. The HIG program should be continued as a part of AID's total
development program but should be integrated more closely into regional
bureau and mission planning, with an emphasis on new and experimental
shelter projects which are more likely tOY'eac'hthe poClr"majori(y.

-------.__..._- --- - --._-

2. An evaluation should be made within the next two years to determine
whether the relatively new emphasis on sites and services and slum
upgrading is effective and likely to be continued by host governments.

3. As proposed for FY 1979 and FY 1980, the Agency shoul d coomi t some
resources to providing shelter assistance on concessionary terms to
those countries unable to afford HIG financing provided such assistance
is justified by the economic development priorities in the particular
country situation. The Asia Bureau objected to this recommendation on
the ground that AID's limited resources should be made available only
to the rural poor.

4. The Agency should assist countries in establishing and implementing
programs to determi nethe!OOstjlJexR~~s,i_ve"-Hnd of shelter and servi ces
which can be provi~Jea to the poor, including research on indigenous
building materials and factors which influence acceptance or rejection
of low-cost shelter.

5. Since a bilateral program may provide less bargaining power with an
LDC in changing the country's basic shelter policy (e.g., on issues
of subsidy and minimill non-conventional shelter) than international
\1\~t1lut1'ol1 1\1..12 lhe Il\fUJ, evel'y effort should be made to continue to
try to coordinate the Rlannin9 of HIG programs with those of the World
Bank and oth~o-rs .

-----_.-._-----_.~-_._---

6. The Office of Housing in AID/W should remain cent~alized. Although
the trend of the reorganization has been to decentral1~e as much.
authority as possible to the regional b~reaus, ~he 0~f1ce of H?us:ng
is small consisti.ng of only 14 profess1onals w1th h1ghly spec1allZe~
skills e~sential to the successful fu~ctioni~g of the program worldw1de.
However, the six officers in the Hous1ng Off1ce wh? backs~op the
regional programs should coordinate more closely w1th reg10nal bureaus.
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Regular attendance at Bureau and, where appropriate, Office staff
meetings, is an example of how closer coordination could be achieved.
If shelter projects in a Bureau become a significant part of its
program, a Bureau may also wish to add housing officers to its own
staff.

7. The Offi ce of Hous i ng shoul<LbeJ ocated in the Deve1op~nL!iupport
~ Bureau undeY'·"the same~Dep-uty Assistant Administrator as· Hie Office of

Urban Development. This should promote closer collaboration and
cooperation between these two offices, including review of each other's
planned activities in order to avoid duplication and dilution of the
limited personnel experiencec in shelter and urban development.
Whenever possible, the two offices should work on joint projects,
sharing direct-hire personnel, consultants, and contractors. OAS is
pleased that in commenting on the draft report, the Assistant
Administrator for DSB stated that his bureau was taking steps to bring
"these offices together in a single cluster" working under a single
Deputy Assistant Administrator.

8. In early 1979, DSB should consider whether Regional Housing Offices
("RHUDOs") in the field are the most appropriate way of administering
the Agency's shelter policy and under what conditions Housing Officers
should be made a regular part of the AID Mission or other AID unit in
the country. Housing officers could be assigned to countries where
the most significant housing activity is taking place. Housing
Officers who report to the principal AID Officer or REDSO Director
(where there is no Mission) may be more effectively integrated into
that post. By making the Housing Officer a full member of the field
staff, AID may well be more likely to achieve the integration of the
shelter sector into the rest of the field's economic development
program. The preparation of PERs by the appropriate office in the
field post with inputs from other field Directors in the region where
the Housing Officer has worked, would also be consistent with the
evaluation of other AID specialists or experts.

•

9. Since there are no Housing Officers employed by regional bureaus,
dnd since there is some Agency-wide indifference towards the HIG
program based on earlier projects supporting middle-income housing,
we believe Agency-wide understanding of HIG's current emphasis on
low-income shelter could be facilitated both in Washington and the
field by the attendance of senior HIG officials at Mission Directors'
conferences and participation in the Administrator's Development
Seminar.

IV. Importance of Shel ter to Development

She1ter is important to economi c development in many ways. It provi des
a center for fam"ily 1i fe and a place to prepare and consume food,
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sleep, read, and carry out social exchanges. These benefits have
value in themselves and also contribute to the economic worth of
labor on the market. Shelter provides security and protection against
adverse weather. Shelter services, such as potable water and sewerage,
protect against the spread of disease. While the importance of these
protections may vary with climate and location, taken together they
support other activities aimed at better health and education and thus
add to the value of human capital. In short, those who have adequate
shelter become moY'e dependable, productive, and valuable workers,
which, in turn, tends to raise family incomes and living standards.

For many people shelter provides a place to produce and sell goods
and services. Owners of shelter may construct additions, make
improvements, or rent all or part of their dwelling. These rentals
provide a consumer service for the rentee and an income for the rentor.
Together, these activities add to total production and hence to
economic development.

The shelter industry in LDCs is relatively laboxJDtensive, and its
growth 'tencfS"fo-lncrease employment and income or' less-skilled workers.
Employment and income are generated by the development of new shelter
sites, the provision of water and sewer systems, and the construction
of shelter.

Production ,and income expand, too, Jrom demands onthe building
materials industry. It is estimated that domestic prodlic-flon'may
contribute about 60-75% of the cost of higher-priced housing, but this
can go as high as 85-95% for middle-priced housing. The imported
component declines as the total construction costs decline and approaches
zero at the lower end. Accordingly, growth at all levels contributes
significantly to employment of lower income earners, and construction
of lower-cost housing and shelter services promotes indigenous production.

]r j .• ""llk'liBIt'" ,\l'qu,'d lh.lt bl'ttE'" u"b<ln housing will encourage
increased rural to urban migration, but this assertion is not borne
out by the evidence. Migration to urban areas continues despite.
relatively poor urban living conditions and decling urban per caplta
shelter space at the lower-income level. Whi~e th~re are,obviously
many factors which encourage rural to_u,!jliW"illJ.gratlOn, eVJdence
suqqes ts that a powtrll1.Li.ncentjye is the h.ope_ JQ~b.et.terempJ.Q)'.~nt,
combi ned wi th the des i rgJ9J::a~~ess. to better...medJ caL2ndeducatlona1
facilities. There fsalso evidence that the rate of rural to urban .
mig'ration is increasing due to: (1) rapid ,population growth accompanJed
by (2) decline in agricultural land, (3) hJg~ transportatJon and. ,
communication costs to visit or get informatJon about urban condJtJons,
and (4) declining possibilities for emigration to new worlds.
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Rural to urban migration in most developing countries today is far
greater than it was for the now high-income countries when they
faced similar problems over a century ago, and is expected to become
an increasingly serious problem for the developing world. It is
estimated that from 1975 to 2000, 61 percent of the population growth
in developing countries will take place in urban areas. This compares
with a growth of 44 percent from 1950 to 1975. Moreover, by the year
2000, the urban population in developing countries will rise to 42
percent of the total population, compared with 28 percent in 1975
and only 16 percent in 1950.

RURAL AND URBAN POPULATIONS IN LESS-DEVELOPED COUNTRIESl!

(Mill ions)

1950 1975 2000

Urban 273 + 546 819 + 1234 2153
Rural 1382 + 693 2075 + 864 2939

Total 1655 2894 5092

In mounting policies and programs to cope with these projected trends
in popul at ion gY'owth, the deve1opi ng countri es wi 11 ha ve to face the
twin facts that, in absolute terms, population will increase in both
urban and rural areas, and that the historic interdependence of rural
and urban areas will increase with technological progress. Economic
development must thus take place in both the cities and the countryside.

The present serious lack of adequate shelter can be expected to
deteriorate further in both urban and rural areas. Given the population
trends above, the situation is likely to deteriorate even more in the'
cities unless shelter receives increased attention from public
authorities. Developing countries thus face important policy decisions
regarding both the nmbilization of their own domestic resources and the
utilization of resources from the donor community for shelter improvement.

•

V. Activities for AID Program Concentration

Given the importance of shelter to economic development, AID should
stand ready to use its assistance tools to strengthen the growth of
shelter activities both on the demand and supply side. The shelter
problem in developing countries is too massive for AID or the donor
community at large to make a major direct.impact~ but AID ~an pl~y a
valuable catalytic role in spurring experlmentatlon, more lntenslve

lJU.N. Population Projects - Utilizes U.N. definition of urban as
concentrations of 20,000 or more people.

L_
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analysis of shelter options, and chanqes in policies and programs
related to the shelter industry, especially as it affects low-income
people

The shelter problem must be considered in terms of its relative
importance in economic development and the priority it should thus
have in a country's development planning strategy. AID programming
for shelter should not be perceived as a U.S. private sector commercial
activity unrelated to other programs. In accordance with the HIG
legislation, it should be coordinated with other development activities
in the country, including those supported by AID. However, regional
bureaus and field missions perhaps need to be made more aware of the
fact that HIG financing may have to be supported or supplemented by
concessionary loans or grants, especially when projects are not
eligible under HIG legislation.

If a country seeks AID assistance for the shelter sector, missions
should examine the problem and decide if action is needed and what
kind of funding best meets the need. In short, AID-supported shelter
projects should continue to serve primarily as catalysts to spur
domestic in-country activity by the private and public sectors, and
mission directors should make decisions on the relative priority of
the request and the most appropriate assistance tools to support it.

A. Possible Projects and Financing

Pending results of the study recommended above on the effectiveness
of HIG's current emphasis on supporting "sites and services" projects
targeted to low-income families and slum upgrading, we believe that
this program emphasis should remain the prime tool in AID's assistance
strategy for the shelter sector. However, we also believe that a
broader look is needed at both particular problems affecting shelter
growth and ways that AID might assist in their resolution, whether
through HIG or concessional loans or grants. In the discussion that
follows, some of these problem areas and possibilities for AID
assistance are explored.

1. Establishment of In-Country Research Facilities

Research carried out in developed countries on shelter frequently is
not applicable to the needs of low-income coun~ries .. Poorer cou~tries
must often rely upon different and less expenslve bUlldlng mater:a~s.
Moreover because of a relatively large supply of labor, they utlllZe
different technologies in processing materials, in developing sites
and services, and in constructing shelters.
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Hence, one possibility for AID assistance would be to assist countries
or possibly regions, in the development of' shelter' research facilities:
Ihls resedY'di would, of course, build on the large body of research
already undertaken in the field of low-cost housing and would be aimed
at (1) expanding production, (2) making fullest possible use of labor,
and (3) reducing the need to import construction components. The
purpose would not be to force upon a country a particular technology,
but rather to encourage technologies which reduce costs, improve
quality, and are most appropriate to country needs. Such research
would probably center in the following areas: (1) building materials,
(2) methods or techniques of construction, and (3) acceptability of
non-traditional materials and construction techniques, (4) financing
methods, (5) savings mobilization, (6) community leadership, (7) effect
of external funds on rent structure. While support for research might
be eligible for HIG financing if it were related to a larger HIG
project, it would not be eligible if it involved establishment of a new
country or regional research institution. In this event it may be
suitable for development grant financing, utilizing either central or
mission funds.

2. Revision of Building Regulations

In every country, there are numerous regulations affecting the building
and construction industry. These vary from economic policies which
affect import and domestic prices of building materials, to zoning and
coding regulations which guide construction. Building codes are
necessary for reasons of safety, but frequently i ncl ude unnecessary
regulations which make it impossible to construct shelter affordable by
the poor majority. In LDCs the codes are often direct copies of building
codes in developed countries.

Zoning regulations also must aim at appropriate locations for residential
areas from the standpoint of transportation, employment and other
essential services. However, building codes and zoning regulations
frequently prohibit construction of low-cost housing in municipal areas,
and thus force low-income families to live in distant areas where
employment for all family members is made more difficult. Price
controls on building materials, though designed to guard against
increased costs of shelter, have the effect of discouraging production
and thus putting further pressure on prices .

As authorities review these regulations and adjust them to encourage
shelter construction for all income earners, and especially for low-.
income families, AID could assist by provid~ng short-term expert advlsory
assistance. Again, eligibility of HIG fundlng should depend upon the
degree to which it is related to the development of general coherent
shelter programs for the country. De~e~ opment g~ant fu~ds caul d also
be considered for the purpose of provldlng planOlng asslstance.
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3. Establishment and Strengthening of Financial Institutions

In order to increase savings to hnance shelter construction a country
must have strong financial institutions which will not have to rely
upon continuing public sector support. This involves a series of
steps involving interest rate structures, lending regulations, and
terms for deposits and loans, which must rely upon expert technical
advice which is often not available inside the country. A special
challenge to these institutions is to encourage investment of savings
of low-income families. Although one of the major successes of the
HIG program has been the development of financial institutions in LDCs
(particularly in Latin America), it should continue to concentrate on
this problem, particularly in regard to mobilizing the savings of the
very poor.

The development of these institutions is vital if HIG programs are to
be replicated. On the other hand, should a country need and want
outside expert advice without relation to HIG programs, it might be
appropriate for 1\10 to utilize development grant assistance. Another
possibility would be a development loan to provide seed capital for
shelter construction, in which case needed technical assistance could
be funded under the loan.

4. Ana lys i s of Shelter Sector Problems

Technical assistance is already being provided to help a country outline
the major problems and priorities in the shelter sector in order to
determine program needs and formulate policy changes as a prerequisite
to HIG financing. This assistance could well be expanded to countries
where follow-on AID shelter activities are not planned. Again, the
source of AID financing would depend upon the purpose of the analysis
and its relation to HIG programming.

5. Pilot Projects

While HIG programs can be perceived as pilot projects to introduce new
concepts in financing, constructing, or packaging shelter activities,
there might be a. need to start first with an even smaller project ~sing
development grant funds. This could be especially importan~ for sHes.
and services projects which may be low in cost an? may requne de~elop,ng
one small project prior to the packaging of ~ se~,es of sma~l proJects,
urban or rural, to be of sufficient size to Just,fy a HIG-flnanced.
project. If it is not possible to justify HIG fi~a~cing for pre-p,lot
activity, development grant financing could be ut,llZed.

6. Rural Projects

While the location of HIG projects has been largely in.urban areas,
there are possibilities for carrying out HIG programs ,n rural areas
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as well. One Such example would be to encourage the purchase and
resale of land to small farm operators. This is already being done
by the private sector in at least one country, and it could be
enco~raged els~whe~e through AIO assistance. This would probably
requlre a comblnatlon of development loan and HIG assistance -- the
former to finance the purchase of agricultural land, and the latter
to finance the shelter and services. Assuming success is demonstrated,
the private sector could be encouraged to continue these activities
without pub1i c sector or offi ci a1 forei gn fi nanci ng.

A second example would be focused on rural villages which consist
largely of farm workers and farm owners who 1ive off the farm. Here
HIG funds could be used for sites and services or core shelter just
as they are in urban areas. Also, when appropriate institutions exist,
such as mortgage banks or agriculture development banks, HIG funds
coul d be provi ded through these banks to fi nance i ndi vi dua1 small
farm shelters even where sites are separated. Such a project has been
undertaken by at least one other donor.

B. Considerations for AID-Assisted Shelter Programs

In carrying out the types of programs suggested above, we think it
most important to apply certain criteria in order to ensure that our
programs yi e1d max'j mum benefi ts. Below we have 1i sted some major
considerations and suggested approaches which may be worth pursuing:

1. The need for Y'I~p1i cabi 1ity

Since AID activiti,~s in the shelter industry are basically that of a
catalyst, we must spur host country actions. Direct assistance in
financing shelter projects, for example, should result in country
efforts to replicate those or similar programs without continuing
AID assistance.

Successful implementation of these programs will depend on several
!.Idors -- in p.ll·ticular. debt repayments by borrowers and the will ingness
(\1 .~uthoritips to support projects which are not "show-case" activities.
AuthorHies in some countries have been reluctant to encourage programs
to improve low-income shelter through core hou~ing, sites an~ services,
or slum upgrading. This attitude reflects thelr fear that llttle short
term pol itical benefits can be real i zed. b~ such programs, because the
results are not obvious to the casual Vlsltor. On the other hand, the
urban poor who benefit from such programs often represent a 1arge and
politically volat"ile element of the po~u:atlon. Therefor~, there
shoul d be an agreement with the authon tl es th~t compa~atl ve surveys
be made relating to occupants' opinions regardlng t~e lmp~ovements.
This could provide a political as well as an economlC motlve for
continuance.
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Another problem for decision makers is the sheer magnitude of the
pn,hli>m --- whir.h pr(>(JiJrjp\ l,Jr<jP S(,J]" public sector subsidized
shelter in the light of competing demands for public investment. Thus,
it is essential that programs be financially viable and, to the extent
possible, self-financed. There must be a satisfactory rate of mortgage
debt repayment. Problems related to default reflect in part the
attitude of many low-income earners in developing countries that
repayment really isn't expected in government-sponsored projects. HIG
projects have taken this into consideration by developing repayment
schemes through user fees and property tax increases to cover capital
cost of services. The problem of debt repayment may be exacerbated in
programs which finance only additions to existing shelter in which
foreclosure is usually precluded.

Another technique to encourage repayment is through a cooperative or a
group loan which involves a number of debtors under one agreement.
By this techniqUE!, the group involved not only joins together in
negotiating the loan to reduce loan costs, but it accepts the
responsibility of loan repayment and of making collections. This
procedure, which relies heavily on peer and community pressure, is
reported to have resulted in far better loan repayment performance
than have individual loans.

Still another possible technique to promote replicability would be to
establish an FHA··type insurance program which protects domestic lending
institutions aga-inst default. This would have to be self-financing and
cover only a part of the loss in order to encourage lenders to seek
relatively low-r-isk borrowers and make every effort to collect.
Insurance rates for group loans could be lower and thus support and
encourage thi s k-j nd of organi zati on.

2. Interacti on of Shelter with Other Ass i stance Proorams•

There is a continuing need to coordinate projects and programs with
other development activities. Shelter, including sites and services,
must be located where there is adequate transportation and employment
activities. Health, education, family planning, and other necessary
services must also be made advailable to maximize per capita family
income. When appropriate, the inclusion of these support elements
should become conditions for AID assistance projects. Security of
tenure is also important so that families will not be up-rooted and
deprived of their income earning activities or lose investments made
to improve living quarters.

3. Balance of Payments Considerations

In the past, interest in HIG projects often stemmed from the balanc~ of
payments support derived from it. Unfortunately, the HIG program dld
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not offer suffic'ient leverage to bring about changes in economic
policies which would assure solutions to these balance of payments
problems. Conditions, if any, were related only to shelter.

While we do not believe HIG funds should be used primarily for balance
of payments purposes, the simultaneous need for both shelter ass is tance
and balance of payments support does offer possibilities to proroote
policy changes. If coordinated with other development donors,
including the IMF, the balance of payments effect of HIG helps provide
leverage which could be used to encourage appropriate corrective
financial measures. Care should be taken to avoid large scale
dependence upon annual flows through HIG which distort trade and
production patterns because of the higher import levels they permit.

4. Subsidization of Shelter

Getting to the lowest income earner on a commercial basis may prove
impossible. Therefore many governments interested in greater equity
will be tempted to turn to the use of subsidies. It should be pointed
out, however, that subsidizing housing brings problems which make it a
questionable policy. A transfer of resources to lower income earners
through the budget system is not at all uncommon and is often a
good way to accomplish certain objectives. However, since shelter ~.
ownership (unlike the benefits derived from education and health
services) can be transferred, there is a possibility that purchasers
will buy at the subsidized price in order to make a return by selling
(or renting) at the market price. While this sale would have the
desirable effect of transferring assets in accordance with market
conditions, the original objective of subsidizing shelter for the most
needy would not be realized. Transfers could be diminished by policing
but this would be expensive and probably could not be controlled to any
sati s factory de~jree.

The sheer magnitude of investment required for shelter makes it virtually
impossible for most LDCs to sustain substantial subsidies, particularly
given competing priorities for public investment. It would seem
advisable, therE~fore, to reduce shelter costs as noted earlier through
concentration on reducing costs to the minimum -- generally through
sites and services and/or core housing provided at the market price.

An argument might be made for concessionary assistance in order to
reduce the country's annual principal and interest payments for balance
of payments reasons, or to permit lower cost lending to the individual
poor borrowers. However, it seems unlikely that the repayment burden
of a HIG program will cause any significant balance of payments problems,
especially since the loans,are for relatively l?n~ terms -- 30 years.
Furthermore, lowering the lnterest rate for lndlvldual bo~rowers amounts
to a subsidy, a.nd subsidies are inadvisable for reasons dlscussed above.
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5. U.S. Private Sector Interest

There appears to be no major obstacle to U.S. private sector
participation in continued financing of HIG projects as recommended
here. Private savings and loan' institutions now have the authority
to obligate in HIG projects up to 1% of their total assets. At the
present time obligations represent only one quarter of this limit,
thus leaving ample room for further lending. Furthermore, commercial
banks and insurance companies participate in the program.

Neither is the size or nature of projects likely to affect willingness
to participate, since these loans are given a 100% guarantee. While
smaller projects, say $2 million and under, are relatively more costly
to administer, they have been done in the past. Moreover, several
projects in the same country and even several countries can be
packaged where the institutional arrangements exist, such as with the
Central America Bank for Economic Integration.

VI. Organization of AID Urban and Shelter Programs

A. Integration of Housing and Urban Development Activities

The Office of Housing, which is primarily responsible for implementing
and administering the housing investment guaranty program, has two
basic components -. a central core office in Washington presently
located in the Bureau for Program and Management Services, and six
regional field units, each composed of two housing officers. The
present ceiling for Washington is fourteen professionals. In addition,
two members of the General Counsel's Office and two AID Controllers are
assigned full-time to housing guaranty matters and are paid from
guaranty fee income.

The authorized AID/W ceiling for each regional unit is 3 officers, but
MODE clearance may present an obstacle to placing the third person in
at least two of the six regional posts. The Office of Housing
therefore plans to locate the third person in another city in the region
but to retain that officer as a part of the regional field unit. In
addition, one housing officer serves on the staff of the AID Mission in
Peru and another on the Nicaragua Mission staff. A member of the
present Office of Housing staff is scheduled to join the staff of the
Egypt Mission, and USAID Panama is considering adding a full-time
housing officer. All these officers report to the Missio~ Director,
are evaluated in the field (not by AID/W), and are not pald by fee
income .

Presently, regional Assistant Administrators have th~ authority to
approve HIG projects at the PID and PP stage, followlng the same
procedures that would be used for any development loan. However, after
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this approval, implementation authority rests with the Office of
Housing which makes some individual delegations to the RHUDOs and
the Mission Directors in the field. Regardless of where the Office
of Housing is ultimately located, we believe the continued involvement
of the regional bureau at the PID and PP stage and during implementation

• is key.

,

The Office of Urban Development within the Development Support Bureau
has five professionals. This office carries on research and development
activities designed to understand and assist in solving the problems
of the urban poor. The Office is not concerned with housing per se,
but its research and demonstration projects are attempting to tackle many
of the problems which, as our earlier analysis points out, must be part
of a truly integrated shelter program, e.g., urban employment and
productivity, land use planning and land allocation, and development
of indigenous urban planning capabilities. There is some overlap
between research carried out by the Office of Housing and the Office of
Urban Development, and the two offices frequently make use of the same
consultants in the urban development field.

The Policy Determination (PD-55) on shelter objectives, dated October 24,
1974, and the Policy Determination (PD-57) on Urbanization and the Urban
Poor, May 27,. 1975, are complementary but not fully integrated. PD-55
emphasizes the impending urban crisis and the necessity of providing
adequate shelter for the urban poor; it stresses the way HIG can help
solve the shelter problem. PD-57 is primarily a discussion of the
guidelines under which AID resources can be used to address the problems
of the urban poor under the New Directions. It does not emphasize the
shelter problem, but it does devote a paragraph to the use of HIG funds
for slum upgrading and sites and services projects. We would hope that
at some time these PDs could be revised and consolidated perhaps under
a joint PO on Shelter and Development which would include both urban
and rural areas. In the draft OAS report, Recommendation No.5
proposed a revision and consolidation of these PDs, a sU9gestion which
was specifically endorsed by the Assistant Administrator for the Near
East. However, the Assistant Administrator for DSB (where both Offices
will be located), argued that a current rethinking and rewriting of
these PDs is not a matter of immediate urgency. Accordingly, we have
dropped this as a major recommendation, although we believe it should
be readdressed early in 1979.

B. Centralization vs. Decentralization

OAS examined the option of decentral izing the Office of Housing among
the regional bureaus. Notwithstanding.the g~neral .trend towa:-ds
decentralization" we concluded after dlScusslons wlth the reglonal
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bureaus and the Office of Housing that the Office of Housing in AID/W
should not be split up among the regional bureaus. The central staff
of professionals is too small, and a high degree of specialized
expertise is needed to negotiate the loan, the guarantee, and related
documents with the U.S. investor.

Although we believe that the Office of Housing should remain centralized,
we also believe th,~re should be closer coordination between the central
offi ce and the regi ons. Presently, one HIG offi cer in AID/W serves
as a backstop for each of the regional housing offices. It would be
desirable for these backstop officers to have regular contact with
elements of the regional bureau in which the regional housing office
is located, e.g., the backstop officer for activities in Tunisia
might attend staff meetings for the Office of North African Affairs
in the Near East Bureau. There should continue to be desk office
consideration and clearance on all cable cOlll11unications from the Office
of Housing. If a housing guaranty project is part of the integrated
country development plan as we have posited throughout this paper,
the involvement of the desk in such a project is as vital as it would
be to any other development project in the country.

C. Location of the Office of Housing in a Newly-Reorganized AID

In considering where HIG should be located organizationally, OAS
examined the option of removing it from AID. However, this option was
rejected almost at the outset because we were convinced that, given
AID's limited resources, the additional non-appropriated funds made
available by the HIG program are a useful developmental tool in
the context of AID's other assistance activities. Among commentators
on the draft report, only REDSO/West Africa supported separating the
HIG program from AID.

OAS weighed two pr"incipal options for locating a centralized Office of
Housing within the newly reorganized AID structure. The Office of
Housing indicated a strong desire to become part of the new Developmental
Support Bureau. An argument can be made that, because of the private
market character of the HIG program, and because of its important
relationships with the U.S. private investment community it should be
located with offices such as Food for Peace and Private Voluntary
Cooperation in the new Private and Development Cooperation Bureau .

However, after carefully examining the Office's functions, particularly
its activities in providing technical assistance to the regional bureaus,
OAS concluded that the Office of Housing would be most appropriately
located within the Development Support Bureau. Since a basic concl~sion
of this appraisal is that shelter is an important el~ment of economlC
development, and since we believe that shelter plannlng should be
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integrated with agriculture, education, health, urban planning and
other field support functions, it follows that AID/W specialists in
shelter should be in the same bureau with expert technicians supporting
the field in dealing with other fundamental problems of the poor
majori ty .

. Within the Development Support Bureau, we believe that there should be
an alignment which will achieve closer coordination between the Office
of Urban Development and the Office of Housing. At some future date,
as the operations of the two offices become increasingly inter-related,
it might be appropriate to merge them into a single office. For the
present, we would recommend that every step be taken to avoid duplication
in dealing with the problems of the urban poor. The Dffice of Urban
Development should be available to sponsor research to meet the needs
of the Office of Housing; the Office of Housing should avail itself of
the expertise clnd material gathered by the Office of Urban Development.
Each office should have the opportunity to review any proposed project
of the other offi ce from its i ncepti on. In keepi ng wi th the Agency's
growing emphasis on applied rather than pure research, the resources
of the Office of Urban Development should be used to discover information
which is related to the development of a coherent shelter policy in
those countries in which AID is giving emphasis to this problem.
Similarly, in planning future housing guaranties and developing a
shelter policy for a country, the Office of Urban Development should be
fully invol ved.

There may be certain projects in the Office of Urban Development
involving, for example, rural-urban relations, which have minimal
relevance to Office of Housing activities, just as the technicalities
of executing the formal legal documents with the U.S. investor is
outside the purview of the staff of the Office of Urban Development.
Nevertheless, a New Directions oriented Office of Housing must deal
with the very same problems of land use, urban services and urban
planning that must concern a New Directions oriented Office of Urban
Development. To have two separate offices pursuing independent
paths in attempting to understand and solve urban problems inevitably
results in fragmentation, duplication, and dilution of AID's limited
personnel and financial resources. Finally, the Office of Housing
should also be concerned with rural housing, which lies outside the
purview of the Office of Urban Development.

Overseas, the question of the RHUDOs and their relationship to
the USAID Mission* in which they operate is thorny, but as discussed

*For purposes~this discussion, we.are using the term M~ssion D~rector
interchangeably with AID Affairs Off1cer, AI~ Represen~at1ve, Reg10nal
Development Officer, Country Development Off1cer, o~ D1rec~or of a
regional organization (such as REDSO/W whe~e there 1S no b1lateral AID
mission) as meaning the senior AID person 1n the country where the
housing activities are carried out.
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above, we believe the decision on this issue flows logically from
the assumption that shelter policy must be an integrated part of a
country's development plan, and therefore must be fully integrated
with the rest of AID's development assistance strategy toward that
country. A housing office should not be an appendage "attached" to
a mission; it must be an integral part of it. A housing officer
should not be an agent of AID/W reporting to a central office in
Washington; he or she should be a part of the Mission staff working
with and report'ing to the senior officers of the Mission. This is
particularly true when Mission housing programs become sizeable.
For example, thl~ Missions in Peru, Nicaragua, Egypt, and perhaps Panama,
will have full-time housing officers who are regular members of the USAID.

An argument can be made that HIG programs require highly specialized l
technicians to develop and implement their programs; but the same
argument could be made regarding experts in agricultural or family
planning activities. While each field technician may do his or her
"own thing" most of the time, all technicians must be members of the
Mission team so that all AID projects in a country are part of an
overall development assistance strategy for the country.

Projects in health, family planning, and education carried out in an
u~ area where a housing guaranty underwrites a program of slum
upgrading are far more likely to succeed when mission technicians in
all of these areas are working within a cooperative framework. Even if
AID itself is not financing the education or health program in the
particular urban area where the HIG project is carried out, mission
housing specialists will have liaison with the appropriate host
government ministries and with the other donors, so that, the
project can achieve wider benefits than simply improving the dwellings
of the affected population. Furthermore, in those missions which have
social scientists, the housing officers can benefit greatly at the
initial planning stage from consultation with them on economics and
local cultural n~res and customs.

The Office of Housing has argued that it is essential that RHUDOs
in the field report to the Office of Housing in Washington rather than
to the Mission Director in the country in which they are located.
They have made ilt least three arguments for their position: (1) A
Housing Officer, they state, is a technician with peculiar technica~ .
skills and therefore his performance should be evaluated by a technlclan
in the same area rather than by a Mission officer who may not understand
the complex nature of his work. We believe the same arg~ment could be
made about agriculturalists, engineers, lawyers, populatlon experts,
and other techn'icians. Yet, these technicians are evaluated by
appropriate Mission officers in the post in which they serve because
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their technical contribution is guided and integrated by the Mission
Director; (2) the Office of Housing argues that there is a great
training advantage in having two or three officers in the same
regional office because the more junior housing officer can learn from
the senior RHUDO. This principle, however, has not been considered
sufficient justification for placing more than one agriculturalist,
population expert, education officer, etc., in a Mission unless the
workload requires two persons; and (3) the Office of Housing argues
that it is impossible for one Mission Director to evaluate a RHUDO
who serves several missions. However, the Agency has regional
lawyers, engineers and other specialists who service more than one
mission and in most cases either formal or informal input into their
PER comes from the other missions they serve. ROCAP (where the RHUDOs'
PER is prepared by the Deputy Director of ROCAP), illustrates that inputs
from several countries can be successfully fed into a PER of a person
who serves more than one country.

Recognizing some n~rit to arguments advanced by the Office of Housing,
we would propose the following steps: (1) An arrangement should be
institutionalized to make sure that every Housing Officer receives
commentary on his performance from every post which he has served so
that he does not feel that he is bei ng judged exc1us i vely by hi s work
in a single country; and (2) to the extent that a technical assessment
of a person's qualifications is necessary, the evaluator in the field
should also receive some input from the Office of Housing in AID/W.
An alternative sU~lgested by some would be to have the rating officer
located in the fiE!ld, with the Director of Housing Office serving as
reviewing officer.

In conclusion, we believe that since shelter is a part of a country's
development package, field employees of the Office of Housing should
serve as regular E!mployees of the Mission where they are located, with
~ecognition that they have regional responsibilities as well.

Nevertheless, since many comments on the OAS draft report indicated
current satisfact'ion with the RHUDO arrangement, we have modified

• recommendation No.7 of the draft (new recommendation #8) accordingly.
We also support the proposal of the AA/DSB that the RHUDO arrangement
be reassessed in il year.


