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1.0 RECOMMENDATION AND SUMMARY

1.1 Recommendation

That a $75 million Housing Guaranty (HG), AID Portugal Low-Cost Housing Program
(Projeet No. 150-HG-003) be approved as herein described; and that, subject to the
terms and conditions of the Project Authorization (Annex B), a $25 million authori-
zation (Project No. 150~-HG-003A) be recommended at this time.

1.2 Program Components
The $75 million HG Project will provide financing for the following sub-programs:

(1) Traditional "Social Housing" consisting of one- and two-bedroom apartment
units for sale by municipalities, cooperatives and private developers;

(2) Home improvement loans (PRID program) to be provided by municipalities
to low-income families for improvement of residential properties;

(3) Sites and infrastructure developed for sale as individual lots to low-income
families and as parcels for low-income housing by municipalities, coopera-
tives, and private developers. This sub-program may include the provision
of infrastructure and other improvements in existing slum and "clandestine"
neighborhoods; and

(4) Low-cost one- and two-bedroom apartment units, unfinished units, or
expandable core housing built for sale by municipalities, cooperatives and
private developers, and not exceeding 75 percent of maximum GOP sales
prices for traditional Social Housing in these size categories. Larger
apartments may also be financed provided that their sales price does not
exceed 75 percent of the maximum GOP price for a two-bedroom tradi-
tional unit.

No more than 75 percent of the first authorization ($25,000,000) may be used to

finance the traditional "Social Housing" sub-program, with a minimum of 25 percent

of the funds to be used for the other sub-programs.

No more than 50 percent of the second authorization ($25,000,000) may be used for
sub-program (1), with at least 50 percent to be used for other
sub-programs (2)-(4).

No more than 25 percent of the third authorization ($25,000,000) may be used for
sub-program (1), with at least 75 percent to be used for other sub-programs.

1.3 Borrower

The Instituto Nacional de Habitacao (INH), an intermediate finance institution
recently established by the Government of Portugal (GOP) to program and manage
public assistance in housing will borrow the funds from U.S. capital markets. HG
loans to the INH will be guaranteed by the GOP.
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1.4 Project Financing and Loan Terms

The total cost of the entire program is estimated to be $115 million. HG guaranties
will secure GOP loans of up to $75 million from U.S. capital markets at interest rates
based on market conditions at the time of borrowing and with repayment terms of up
to 30 years.

It is anticipated that the International Bank for Reconstruction and Development
(IBRD) will provide a $25 million loan, at its current terms and conditions, to the
GOP to carry out INH's programs in concert with the AID initiative.

The Government of Portugal and the target beneficiaries' contribution in conjunction
with the Program will be approximately $15 million.

1.5 Program Goals and Purposes

The goal of this $75 million HG Projeet is to increase the supply of housing afford-
able to low-income families at reduced and declining subsidies. This goal will be
achieved through the following project purposes:

*  Support GOP policies which are aimed at producing low-income housing at
more affordable costs and at reduced subsidies.

* Strengthen institutional capacity to develop and manage programs.
* Introduce alternative programs to lower housing costs.

*  Support de~entralized production and encourage private sector productioniof
low-income housing.

1.6  Brief Project Description

Portugal's urban population of 1.5 million people in 1960 increased to 3.3 million or
35 percent of total population in 1980. Due in large part to the influx of refugees
from the former colonies and disincentives to housing construction because of rent
control, the housing deficit in urban areas is quite high. The deficit was almost
300,000 units in 1980 and is growing rapidly due to new househoid formation and the
stagnation of formal housing production. The existing housing stoek is aging and,
because of rent control-related lack of maintenance, is deteriorating rapidly. In addi-
tion, many neighborhoods lack urban water, sanitation and electrical infrastructure and
the provision of these services is a major problem. The impaet of inadequate shelter
and urban infrastructure is, of course, felt disproportionately by the poor.

Since 1974, the GOP has tried to resolve its shelter problems through a variety of
means (see Section 2.2). Recently, the GOP has made major strides toward programs
and policies that will help rationalize public and private investments in the sector.
Public rental housing built by a centralized national authority (FFH - Housing
Development Fund) was abandoned in favor of a new financing ageney (FAIH - Housing
Investment Support Fund) in order to encourage decentralized production of owner-
oceupied housing by muncipalities, cooperatives and private developers. By the end of
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1983, it was recognized that the structure of the FAIH was inadequate, and that a
new institution (INH - National Housing Institution, created in 1984) was needed to
focus primarily on developing a policy framework which would serve to guide munici-
palities, cooperatives, and local developers in their effort to increase shelter produc-
. tion. Enabling legislation has been passed for innovative new program directions
including home improvements, sites and infrastructure, and unfinished housing. A com-
mission has been established to find ways to reduce norms and standards, and drama-
tic new legislation has been drafted to deregulate public and private rents. Work to
date clearly demonstrates a willingness to experiment with new approaches to meet
the housing demand, and a willingness to reduce and to eventually eliminate the
housing subsidies which have been a main drain on the Portuguese economy.

The AID Program will support the GOP initiatives by helping INH and municipalities
address the problems of subsidies, affordability, norms and standards, revision of ren-
tal laws, and production of new types of housing. In addition to addressing these
issues, the GOP will be required to initiate an increasing proportion of less-costly,
non-traditional shelter solutions, with each successive authorization of this $75 million
project. AID will also provide technical assistance, from project inception, to help in
developing pilot projects which incorporate reduced, appropriate, and affordable stan-
dards, as models for replication under the overall GOP housing program.

Decentralization on a large scale in the shelter sector is new to Portugal. Thus,
technical assistance will be provided at the municipal level, as well as to INH and
other central GOP agencies in order that they may adequately deal with the new
policies in the housing sector, and to assure the successful implementation of the
project.

The first $25 million HG authorization will finance INH lending reaching as many as
5,000 low-income families. The total $75 million HG Projeet will benefit up to 17,000
families. Timing of the two subsequent $25 million authorizations will depend upon
progress in implementing sub-projects, in achieving the policy objectives of the
program and in producing an increased percentage of new, lower-cost shelter solu-
tions. Finally, it is important to note that the nature of this program is fully in
accord with current agency developmental thinking. The program seeks to support
and encourage important policy change; to expand and enhance institutional capacity
and systems of production; to increase the role of the private sector in providing
shelter; and to introduce technological innovation by encouraging new types of solu-
tions to meet the shelter needs of lower-income households.

1.7  Project Issues

The issues that were raised in the PID review and included in the Guidance Cable
(State 346403 - Annex D) are addressed in the relevant sections of this Project
Paper. A brief summary follows:

1.7.1 Lessons Learned

A highly unstable political and economic situation was a major cause of serious delays
in implementing the earlier programs. The environment in which this program will be
carried out is much more stable; placing greater responsibility for implementation at

9 x
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the local level and carrying out smaller projects will help to avoid the pitfalls of the
previous highly centralized programs; and retention of a percentage of project funds
will encourage individual developers to complete projects in a more timely fashion.

1.7.2 Private Sector

Legislation is being prepared to enable the INH to lend to private developers as well
as municipalities and cooperatives, and part of the HG financing in the proposed
program will be directed to this purpose. As Conditions Precedent to borrowing, AID
will require a status report on this enabling legislation. In addition, the Secretary of
State for Housing has also prepared major legislation for consideration by the
Government that reforms rent control, which has been the major constraint to full
private sector participation in the shelter production. Rental projects would be
discouraged and generally not financed under the HG Project, until such time as major
reforms were to occur.

1.7.3 Disbursement Schedule

The GOP has been informed that HG disbursements will be a function of progress on
sub-projects and that authorization of subsequent phases will be a function of
progress toward program goals and purposes. A formal evaluation addressing physical
achievements, policy actions, institutional progress and other pertinent issues, will be
carried out three months prior to the anticipated date of authorization of the second
and third tranches in order to provide justification to proceed or to delay.

Schedules and estimates detailed in this Project Paper show that INH could make loan
commitments on eligible sub-projects equal to the first $25 million HG Authorization
by the end of CY85 with HG disbursements during that period of up to $15 million.
Estimated disbursement schedules will be revised by INH for review prior to the first
HG borrowing and quarterly thereafter.

The rapidity of HG disbursements then will be a function of as yet unproven INH
capacity to develop a sufficient volume of eligible lending. It is very possible that
the INH could start out more slowly than anticipated by the GOP and that the second
HG Authorization, now programmed for FY86, could slip.

1.7.4 Managerial Capacity
INH, the proposed Borrower, has only just been created and is now staffing up and
establishing operating policies and procedures.

An important purpose of the proposed program is to uelp strengthen this new insti-
tution. As a Condition Precedent to HG borrowings, AID will require organizational
and financial statements, statements of operational policies and procedures, and
statements of terins and conditions of arrangements with the Bank of Portugal, muni-
cipalities, cooperatives, private developers, and the specialized credit institutions.
Early technical assistance will be fielded to help the INH meet these Conditions
Precedent so that it can begin lending before the end of this calendar year on a
portfolio of loan applications that has been submitted to its predecessor, the Fundo
de Apoio ao Investimento para a Habitacao (FAIH), by municipalities and cooperatives.
A full discussion of the capabilities of other participating institutions is included in
Section 6.1, Institutional Analysis, and the flow and repayment of HG funds is
discussed in Section 2.4, Structure of the Housing Guaranty Program.



1.7.5 Absorptive Capacity

An analysis of the GOP's ability to finance its share of the HG and IBRD Programs is
included in Sector 3.0, Cost Estimates and Financial Plan. In brief, there is no reason
to believe that the GOP will have any difficulty in meeting its financial respon-
sibilities in relation to the Project.

1.7.6 Loan Mix and Affordability

The GOP approach to lower-income shelter has featured three- and four-bedroom
apartments with relatively high standards, high subsidies, and minimal rent. The pro-
posed program would limit HG financing of apartments at current norms and standards
to one- and two-bedroom units with sales price ceilings linked to affordability by
low-income families. The program would help introduce lower-cost alternatives
including apartments with reduced norms and standards and would direct 25 percent of
the first $25 million HG authorization to this purpose, 50 percent oi the second, 75
percent of the third.

The issue of subsidies is discussed at 6.3.4 of the Finanecial Analysis section. Briefly,
subsidies (1.5 to 5.25 percent) are provided on mortgages bringing interest rates down
to a low of 27.25 percent. Variable interest rates are the norm in Portugal and the
GOP expects to reduce subsidies as inflation (and interest rates) decline. This can be
accomplished by monitoring the current interest rate until the subsidy factor has been
eliminated. Mortgage assistance ranging from 3-8 percent depending on income, is also
provided for low-income famiies on a declining basis in the earlier mortgage years.
By helping the GOP to develop more realistic shelter standards, the project can have
a major impact in reducing current subsidies.

1.7.7 Technical Assistance

The GOP has requested that $600,000 of anticipated FY85 grant resources be
programmed for technical collaboration. The building of the INH is vital to the suec-
cess of the proposed program. The INH will need assistance in developing organiza-
tional and financial plens, operational policies and procedures, staff development,
development of relationships with municipalities, cooperatives and private developers
working with them, and development of the lower-cost alternative programs to be
financed through the HG.

The funds which are to be made available will be sufficient to support a PSC resi-
dent consultant and to provide selected short-term technical assistance. In addition,
the placement of a direet hire shelter specialist is also anticipated. A full discussion
of technical collaboration is included at Section 2.3.4 of the Project Paper.

1.7.8 Economic and Financial Analyses

These analyses are fully presented in Section 3, Cost Estimates and Financial
Planning; and Section 6.6, Economic Analysis of this Project Paper. The latter section
includes a full discussion of Portugal's ability to service the HG debt.



1.7.9 Policy Package

The Secretary of State for Housing has publicly issued a shelter policy statement,
which AID can support and against which sectoral development can be measured. The
policy package is summarized as follows:

* A more equitable distribution of housing to all income groups;

®* A renewal of housing production, renovation, and policy to respond to
social needs;

* The rationalization of the financial system, including stimulating family
savings for housing; . ,

* The reformulation of the rent control legislation to stimulate investment in
rental housing;

¢ The provision of urbanized land for housing;

®*  The restructuring of the institutional arrangements for the promotion and
implementation of housing through the public and private sector;

®* The modernization of the construction sector to improve the construction
process and productivity;

*  The restructuring of the financial incentive system to reflect the economic
and social characteristies of the target beneficiaries; and

*  The bringing up-to-date of the technical norms and standards for housing.

1.7.10 Criteria for Authorization of Additional Funding

The HG Project will provide assistance to the GOP to meet the Housing Sector Policy
Objectives which were established in the 1984 Policy Statement of the Secretary of
State for Housing and Urbanism.

During the first phase of implementation of the program outlined in this PP, the
GOP, INH and USAID/Portugal will review and appraise developments in the Housing
Sector and assess the GOP's progress in accomplishing the policy and organizational
objectives established by the Secretary. AID anticipates that such a Review will pro-
vide evidence that substantial progress has actually been made. The justification for
the approval and authorization of the second and third tranches of HG funding under
this project will be evidence that progress in the achievement of the following objec-
tives has been accomplished:

A greater emphasis on allocating public shelter financing to mortgage programs
for low-income families with a specific target proportion to be negotiated in
conjunction with the Project Implementation Agreement. At least half of all
INH lending sinece the beginning of the HG Project has been committed to pro-
jeets for owner occupancy.

A reduction in the existing level of interest rate subsidies on GOP mortgage
loans. Such a reduction will be possible only if future rates of inflation and
the overall economic conditions permit a decline in market interest rates. The
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¢

general goal of this particular criterion is the elimination of mortgage subsidies
by the end of the six year HG Project. Irrespective of inflation rates and
economic conditions, the level of mortgage subsidies should not increase above
the existing level.

Passage of legislation or the implementation of other appropriate GOP actions
which have resulted in a revision of the Rent Control laws which existed at
the time the HG Project was approved and authorized. (The intention is to
allow rents to reach levels which will stimulate an increase in the amount of
private investment in the Housing Sector in Portugal.)

The achievement of a level of staffing and organization growth for INH which
will enable this newly created agency to successfully implement the program
outlined in the PP. (This organizational growth and staffing will be in accord-
ance with the schedules established in the INH's Financial Plans and
Operational Statements which are required as CPs to the disbursement of HG
funds.)

The revision of the existing Building Codes so as to allow a reduction of the
norms and standards presently used in the production of low-income housing in
Portugal.

Implementation of New Programs (i.e., development contracts, ete.) aimed at
increasing the level of participation of private developer in the production of
low-income housing.

The promotion by the GOP and the adoption by municipalities and eooperatives
of specific lower-cost approaches to the solution of the existing housing
problems.

The completion of detailed designs for pilot projects in specific areas, which
use these new lower-cost approaches. These pilot projects would be
implemented and financed during the second and/or third phases of the HG
Project.

Section 7 of this Project Paper includes a full desecription of the evaluation plan for
the project. ’

1.8 Program Design Team

D. Leibson, Team Leader, RHUDO/NE

D. Gardner, Senior Consultant, U.S. League of Insured Savings Association
J. Milier, Consultant, Technical Support Services, Inc.
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2.0 PROGRAM RATIONALE AND DESCRIPTION |

2.1 The Housing Problem in Portugal

A current review of the housing sector in Portugal indicates an acute and growing
need for affordable housing for low- and lower-middle income families in the urban
areas, particularly Lisbon and Porto. Portugal's urban population (continental) has
increased from 1.5 million in 1960 to about 3.3 millionl in 1980, or 35 percent of the
total population, with half of the urban population living in Lisbon and Porto.

Portugal had a deficit of some 486,000 housing units at the beginning of 1980 of
which about 296,000 were in urban areas. These backlog figures are subject to some
debate deperding on whether or not "clandestine" housing is included.2 Nevertheless,
the housing defieit is high, however it is computed, because of a large influx of
about 700,000 refugees from the former colonies and the stagnation of new rental
construction by the private sector due to stringent rent controls. At the same time,
high building standards are increasingly unaffordable by low-income families.

While some 20,000 new households are being created each year in urban areas alone,
total formal housing produced, both urban and rural, has only been approximately
30,000 units per year or less than half of total new household formation; thus the
backlog is growing.

In addition to absolute need for units is the problem of infrastructure. It was
reported in the 1981 census that 62,000 families lived in crowded neighborhoods,
36,732 families were in shanty towns, 26 percent of households were 1ot connected to
water, 10 percent had no electricity and 22 percent had no in-house toilet facilities.
Finally, the existing stock has been both aging and deteriorating rapidly, a situation
indirectly caused by rent controls.

2.2 Background

2.2.1 Background to the Proposed Program

Since the revolution in 1974, the government has attempted to deal with the housing
problem through a highly centralized developer, the Fundo de Fomento de Habitacao
(FFH Housing Development Fund), and to do this with relatively high-standard housing
and substantial subsidies mostly in the form of excessively low rents. It also set up a
program of loans to low-income families by specialized credit institutions which
carried highly subsidized interest rates. The FFH, however, was unable to meet needs
and the GOP has found subsidies increasingly difficult to carry.

19.8 million living in cities with populations of 10,000 or more; 2/3 in Lisbon and
Porto

2Clandestine housing is built illegally on public and private land initially without
infrastructure by both individuals and developers. Some areas have structures
which are soundly built but other areas have become slums.
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Successive governments have begun to take corrective actions. In 1982, a law was
passed abolishing the FFH with a phase-out extending through at least 1984 to permit
projects already started to be completed. A financing agency was created, the Fundo
de Apoio ao Investimento para Habitacao (FAIH the Housing Investment Support Fund),
to on-lend funds to the municipalities as well as directly to cooperatives and private
developers for low-income projects. The intent was to decentralize the development
and implementation of housing projects to the municipal level where presumably it
would be more responsible and effective.

As a part of U.S. Portuguese Azores airbase negotiations which began in early 1982,
the GOP suggested that the U.S. consider including a new HC Program in Portugal as
part of the settlement. In April 1982, AID/W agreed in principle to up to $75,000,000
in HG authority on the condition that a mutually acceptable housing program could be
identified.

In March 1983, a team of housing specialists visited Portugal to update the Portugal
Shelter Sector Assessment (SSA). Following the SSA, USAID and representatives from
the AID Office of Housing and Urban Programs (PRE/H) discussed its conclusions with
the GOP and delivered an Aide-Memoire which set forth issues and suggestions for
new AID/HG programs. In June, a newly-elected Government took office and USAID
reopened the dialogue.

The new Secretary of State for Housing and Urbanism confirmed GOP interest in HG
financing and appointed a special assistant to oversee the project development pro-
cess. During mid-1983, USAID, with the assistance of a PRE/H consultant, reviewed
current activities of municipal authorities and identified opportunities for HG Projects.
Problems requiring further study were also identified and a summary of the review
was sent to the GOP for comment. The Secretary of State for Housing and Urbanism
responded with program proposals that formed the basis of the PID and shortly
thereafter published a statement of housing policy goals to provide the needed frame-
work. The Secretary of State also sent his special assistant to the AID Regional
Housing and Urban Development Office (RHUDO) in Tunis; he was accompanied by a
USAID rrpresentative so as to work together on the proposal. The Secretary of State
also urged that AID move expeditiously in project design so that the 1984 GOP
budget resources for housing could be allocated to accommodate the AID Program and
in aceord with IMF stabilization measures.

A PID was prepared and approved at a meeting of the Near East Advisory Committee
on December 1, 1983, and a Project Design Team arrived in Portugal shortly there-
after., This team was joined at the coneclusion of its work by RHUDO for joint
discussions with the USAID and the GOP. Discussions were also held with the World
Bank which had fielded a team to develop a project supporting the same goals as
AlD.

The GOP had originally designated the FAIH as Borrower of this proposed HG Project.
By the end of 1983, however, the GOP had determined that the structure it had
established with the FAIH was inadequate. In addition to serving the role of financial
intermediary, it was decided that an institution with a broader scope was needed, to
work with municipalities, cooperatives, and private developers in the translation of
program goals to financeable projects., The GOP needed a framework of housing



- -11-

policies to direct investments, it needed a vehicle to program and manage those
investments, and local developers needed guidance toward alternative lower-cost
approaches to housing.

As a result of these considerations, the GOP approved a Decree Law in May 1984
establishing a new institution, the Instituto Nacional de Habitacao (INH -National
Housing Institute), which will embody all of the major functions in the GOP's housing
program: planning and programming, financing, and technical assistance.

In the meantime, AID had developed a closer working relationship on this program
with the World Bank to facilitate the achievement of common objectives. PRE/H
reached agreement with the Bank on co-financing and both moved ahead to field
teams in late May to complete program documentation.

The INH was officially established on May 25 with publication of the Decree Law and
assets and liabilities of the FAIH were transferred to it. A Board and President were
named by the end of June which met with RHUDO and USAID/Lisbon in July to
review the proposed program. This Project Paper reflects the final project design
work and those discussions.

2.2.%2 Previous AID Involvement in thr Sector

AID's initial involvement in the Portuguese shelter sector was the result of discussions
between the United States and the GOP shortly after the Revolution in April 1974.
The government which assumed power following the revolution, placed emphasis on
the construction of public housing for low-income families. The objectives of the
GOP were consistent with the policies governing U.S. assistance programs and, as a
result, the first of the two AID combined housing guaranty and development loan
(HG/DL) programs was initiated in 1975. A ecrisis in the construection industry in 1976
end an intensification of the housing shortage in the country due to the return of the
hundreds of thousands of Portuguese from the former African colonies of Angola and
Mozambique led to the approval of the second combined HG/DL program.

The first combined HG/DL program (150-HG-001 and 150-Z-005) was initiated in 1975
and involved $33.25 million in financial assistance for low-income housing and
$250,000 for technical assistance. The program provided financial assistance to 14
large scale subsidized rental projects known as "direct promotion". The majority of
these housing projects were located in urban areas. The projects, although meeting
with a number of difficulties, i.e., contractor bankruptcy, inadequate infrastructure,
and legal impediments to the expropriation of land for development, were eventually
completed. AID made its final disbursement of funds in April 1979.

In 1975 and 1976, the construction sector suffered from a serious recession with
unemployment contributing to political and economic instability. At this time it was
determined that a second loan and guaranty program (150~-HG-002 and 150-K-008)
would be instituted. The $30 million program not only permitted the FFH to continue
to pursue its low-income housing programs, but also provided an impetus to the
construction industry.

17X
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The second program differed from the first in that the range of types of eligible
housing projects was broadened. In addition to the subsidized rental units, "direct
promotion" projects (which constituted all of the AID assisted projects) and self-help
projects were eligible for assistance. The second program included 57 project sites
and a total of 4,753 eligible housing units distributed throughout the country.

In summary, both of the AID assistance programs contributed to the goal of providing
decent housing to low-income families in Portugal. Together these loans financed the
construction of 8,839 units. AID assisted projects also helped to prevent a collapse of
the Portuguese construction industry in 1975-76.

2.2.3 Lessons Learned

The experience of these two programs has been well documented by AID (PRE/H pre-
pared a final status review and a formal evaluation, and an AID Auditor General
report was issued).

The shortcomings of the first HG/DL program were due primarily to the economic and
organizational problems inherent in the public housing planning and delivery systems,
The political and economic situation in Portugal since the inception of the AID
assistance programs was highly unstable, making it difficult for the FFH to carry out
its programs. Several of the projects were ambitious undertakings which required
extensive planning and coordination among various government agencies.

Such planning and coordination were virtually impossible given the constant changes in
the structure, organization and policies of the various government which came to
power since 1975. Inflation in the housing sector also took its toll; the actual
construction costs of most projects were significantly higher than the original cost
estimates.

The second HG/DL program faced the same problems encountered in the first program:
contractor bankruptey, construction delays, lack of infrastructure, shortages of funds
due to inflation and budget constraints, and the ability of a number »f municipalities
to provide the needed technical assistance and financial support to cooperative and
self-help ventures.

The shortcomings of the previous programs will be confronted in the proposed program
in the following ways:

* Policy, programming and financing responsibilities will remain centralized,
but project initiation and implementation will be at the municipal level.
The decentralized impleme.tation model avoids the problems caused by
FFH's national implementation responsibilities which it was unable to carry
out.

* The political and economic environment in which the proposed program will
be implemented is much more stable than in years past. The present
government which came to power in June 1983 has not made major changes
to the housing sector plans of the previous government. In addition, while
the country is still faced with serious economic problems, the GOP is
confronting them more realistically with IMF involvement.
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* Individuel projects implemented under this program will be on a much
smaller scale, avoiding the enormous complexities of past ambitious
projects of several hundred units.

* The proposed program's project types reflect the GOP policy shift to
reduce standards and final costs. Consequently, the continued inflation and
rising construction costs should not be as serious an impediment’ to project
implementation as previously.

® The proposed program involves municipal governments as direct promoters
and implementers. They have a greater interest in rapid implementation
and will be better able to coordinate and resolve local problems. On the
other hand, they have little experience. INH assistance and guidance, and
AID funded Technical Collaboration will address this problem. In addition,
municipalities and cooperatives will be encouraged to contract with local
consulting firms for the planning and the management of their projects.

* Municipalities, cooperatives, and private developers will be able to get
loans from INH for land acquisition and development. Thus, needed
infrastructure will be more easily financed and can be scheduled in
advance of housing development.

2.3 Project Description

2.3.1 General

A $75 million HG Project will be utilized to finance portions of the GOP's total low-
income shelter program. The GOP's attempts to resolve its shelter problems over the
last decade have involved large public subsidies, unaffordable design and construction
standards, and a highly centralized institutional system which has tended to impede
shelter production.

Recent progress of the new government (which took office in June 1983) in
rethinking housing policies and in reorienting institutions and systems to produce
shelter has been impressive. Work to date clearly demonstrates a willingness to
experiment with new approaches to meet the housing demand. Subsidies for shelter
have been a drain on the Portuguese economy. By providing housing at a lesser per
unit cost which is more affordable to beneficiary groups, the GOP can realize major
savings, through the reduction or, perhaps, eventual elimination of subsidies.

The movement to a decentralized, locally-driven programming and implementation
system is equally important, since the active participation of municipalities, private
developers and cooperatives in shelter provisions should increase efficiency and total
production. The AID Program will support these GOP initiatives by helping INH and
the municipalities to move past the theoretical phase in seeking new types of
housing. An increasing proportion of less costly, non-traditional shelter solutions will
be required with each tranche of the $75 million project.

19x.



AID will provide technical assistance from project inception to help in developing
pilot projects which incorporate reduced, appropriate and affordable standards, as
models for replication under the overall GOP Program. The recent establishment of
INH as the institution to take the lead in the sector, is viewed as a major
opportunity to evolve a system to provide shelter which is productive, efficient,
cost-effective and responsive to the needs and realities of the public which it serves.

Decentralization on a large scale in the shelter sector is new to Portugal and AID
will work closely with all of the participant public and private institutions to assure
its success. Technical assistance will be provided at the municipal level, as well as
to INH and the specialized credit institutions, as may be required. INH will be
expected to fully set forth its operational policies and procedures, proposed
arrangements with municipalities, cooperatives, private developers, mortgage banks
and others, and to staff up prior to the disbursement of the HG Program funds.
Technical assistance will also be available and important in helping the GOP to define
appropriate policies in the sector.

2.3.2 Program Components

The GOP's Social Housing Program will continue to include traditional 1-4 bedroom
completed apartment units but will shift significantly over the next few years to
include apartment units requiring finishing work by the beneficiaries, core (or
starter) housing, sites and services projects, home improvement loans and
neighborhood upgrading. The HG Project will fund the following types of activities:

2.3.2.1 Existing Programs

This sub-program will finance traditional "Social Housing" consisting of one-
and two-bedroom housing units (T-1, T-2), for sale to below-median-income
beneficiaries, and developed by municipalities, cooperatives, and/or private
developers. These units will be built pursuant to GOP and INH construction
standards (and other criteria) and will not exceed the unit sizes and sales
prices shown in Table 2.1.

TABLE 2.1
MAXIMUM UNIT SIZE AND SALES PRICE
(Contos)
T=l =2
Area - All Zones 65 m2 85 m2
Construction Cost/m2 20 20
($143) ($143)
Sales Prices:
Zone I - Lisbon, Porto 1,850 2,500
($13,214) ($17,857)
Zone 11 - secondary towne 1,800 2,400
($12,857) ($17,142)
Zone III - small towns 1,700 2,300
($12,143) ($15,429)

Any projects exceeding these size and price maximums are ineligible for HG
financing without specific AID review and approval. It should be noted that
dollar values are subject to prevailing exchange rates.



2.3.2.2 New Programs

Improvement Loans (PRID Program)

Under this sub-program, municipalities will make loans to low-income fami-
lies for improvement of residential property. The loan criteria and proce-
dures are to be in accordance with those established by INH and as
a$pproved by AID (RHUDO/NE). The maximum loan amount is 500 contos
($3,750).

Sites and Infrastructure

This sub-program will finance acquisition and development of housing sites
by municipalities, for subsequent sale to low-income families, cooperatives,
and private developers. HG financing will be limited to: (a) individual lots
with sales prices not exceeding 300 contos ($2,145); and (b) parcels sold to
private developers and cooperatives for development of traditional Social
Housing, with HG finaneing not to exceed 250 contos ($1,785) times the
number of T-1 and T-2 units to be built on the site.

Projects may include infrastructure and other improvements of existing slum
neighborhoods including, but not limited to, illegal subdivisions ("cland-
estino" settlements). Neighborhood selection and specific projects will be
submitted by the municipalities to INH for its review, and subsequently to
AID for review and approval on the basis of Summary Descriptions and
Financial Plans, including recovery of costs. Procedures and criteria for
the sale of lots, as established by the municipalities in conjunction with
INH, will be reviewed and approved by AID prior to the commencement of
such sales.

Unfinished and Core Housing (Low-Cost T-1, T-2 and Larger Units)

This sub-program will finance Social Housing consisting of one- or two- or
more bedroom housing units (T-1, T-2, others) for sale to below-medium-
income beneficiaries, and developed by municipalities, cooperatives and/or
private developers. Units may be of any size so long as they do not exceed
75% of the GOP maximum sales, prices for T-2, as shown in Table 2.2.

TABLE 2.2
MAXIMUM SALES PRICE

{Contoa)
J=l T=2 Uthers
Zone I - Ligbon, Porto 1,400 1,875 1,875
($10,000) ($13,392) ($13,392)
Zone II - secondary towns 1,350 1,800 1,800
$ 9,642) ($12,857) ($12,857)
Zone III - small towns 1,275 1,725 1,725
($ 9,107) ($12,321) ($12,321)

2] X
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Any adjustments in those maximum sales prices are subject to AID approv-
al. Units may be unfinished, or of reduced norms and standards as adopted
by the GOP, or may be designed as "core" housing (a small unit which is
expandable over time).

2.3.3 Sub~Program Distribution

The HG Project will principally finance existing programs (as described at 2.3.2.1
above) in the first $25 million authorization, with declining levels of traditional Social
Housing in later authorizations. New programs will take longer to prepare and might
only be minimally financed in the first $25 million authorization, but will receive
increases in subsequent authorizations as shown in Table 2.3.

TABLE 2.3
USE OF HG FUNDS 8Y PROGRAM TYPE

Existing Programs New Proqrams
First $25 million authorization maximum 75% minimum 25%
Second $25 million authorization maximum 50% minimum 50%
Third $25 million authorization maximum 25% minimum 75%

While traditional Social Housing is affordable at the one- and two-bedroom size by
below-medium-income beneficiaries, the new programs will help to lower-costs and
thereby reduce GOP subsidies. The HG Project is designed as a vehicle to support the
new project directions of the GOP and to help build the necessary institutional capa-
city to produce shelter, at scale, for lower-income families. Since the new programs
will require further development, it is not possible to state the exaet mix of the
shelter types that will be produced; however, an illustrative program is included in
Table 2.4, HG Financing, Illustrative Program, 1984-88, in Section 3.2, HG Financial
Plan.

2.3.4 Technical Collaboration

Achievement of project purposes depends in large part on the institutional capacity of
the newly created National Housing Institute (INH) and its capaecity, in turn, to assist
municipal governments, cooperatives, and private developers in the design and imple-
mentation of new low-cost projeets.

The INH inherits from the FAIH a portfolio of applications for projects that have
already been prepared and for which INH lending can be approved. This will give the
INH approximately one year to work with municipalities, cooperatives, and private
developers on the next generation of loans. During this year, however, INH will also
have to develop and formalize programming and operational procedures.
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The Project Design Team and the GOP feel that assistance, especially to the INH, is
essential. The GOP has, therefore, requested that $600,000 FY85 ESF funding commit-
ments to Portugal be allocated to fund this required technical collaboration effort.
The $600,000 will be used to support a personal services contract (PSC)
Resident-Advisor for three years and to finance a variety of short-term consultancies,
studies, and training.

The Resident Advisor will have an institutional management and housing finance
background. The Advisor will be assigned to the INH and attached to the Office of
the President. During the first year, the Advisor will work with the Installment
Committee that has been named to manage the INH until the appointment of the per-
manent Board of Directors. He will advise them on the development of programming
and operational procedures, financial planning, staff development and training, and
assist the INH in discussions with municipalities, cooperatives, and private developers
on new programs.

Short-term consultants will be provided to assist the INH with initial organizational
plans, programming and operational procedures required as conditions precedent to HG
and IBRD loans (see Section 8.0). Consultants will also be provided to work with the
INH and municipalities, cooperatives, and private develupers on the preparation of new
programs. If necessary, immediate needs for consultants can be forward funded by
PRE/H for reimbursement when ESF grants are authorized in FY85.

As the INH and the proposed program move forward, further consultancies will be
scheduled to assist with specific institutional and program implementation needs
including the design and review of sub-projects.

Related to both institutional and program needs, the INH will need assistance in the
development of information systems to monitor its loan portfolio, manage current
lending, and for short- and long-range financial planning.

Short-term consultants and financing for studies will also be provided to the Office of
the Secretary of State for Housing and the Office of Studies and Planning (GEP) of
the Ministry of Social Equipment on the development of housing policies and planning
(see Sections 5.2 and 7.1.1).

Staff development will be a major short- and long-range concern of the INH. The
Resident Advisor and the short-term consultants will help plan ongoing programs for
in-house training, and selected staff will be invited to participate in international
workshops and special courses.

Seminars and workshops in Portugal will also be used to discuss programs and policies
in the sector.

An illustrative budget for technical collaboration is included in Section 3.3, Technical
Collaboration Financial Plan. -
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2.4  Structure of the Housing Guaranty Program

The lender will be a private U.S. investor to be selected by the Government of
Portugal (represented by the Treasury). The borrower will be the new National
Housing Institute (INH). Aid will guarantee the U.S. lender against losses. The GOP
will guarantee the U.S. Government against losses. Loans to be provided will have a
total repayment period up to thirty years including a grace period on payment of
principal of up to 10-15 years for a loan guaranteed by the full faith and credit of
the U.S. Government at the time the GOP borrows and dependent on whether the
GOP selects fixed rate or variable loans and any other special conditions. HG loans
will be disbursed with AID approval by the U.S. lender to the INH through the GOP
Secretary of State for Treasury. The exact terms that the GOP reaches with the US
lender will affect the disbursement of HG funds. One approach would be to have one
or two disbursements made by the U.S. lender to an esecrow account. Subsequently,
five disbursements from escrow of $5 million each would be made over the life of the
first $25 million tranche, approximately 36 months. More frequent or greater dis-
bursements could be made if project progress warrants. Dollars disbursed directly by
the U.S. Investor or from escrow, wiil be econverted to escudos by Treasury, at the
prevailing rate of exchange and then passed on to INH. Repayments of the HG loan
will be made by INH in escudos to the GOP Treasury at a rate to be determined but
not less than the HG and not greater than the prevailing discount rate. The GOP
Treasury will cover exchange rate risks and will forward dollar repayments to Riggs
National Bank, which is the Paying and Transfer Agent for repayments to the
U.S. lenders.

The INH will disburse to municipalities, cooperatives, and private developers pursuant
to procedures to be approved by AID. These funds will be used for the purposes of
realization of the projects and to make home improvement loans. Disbursements, in
turn, will be based on INH approval to extend construction financing to developers for
Social Housing projects meeting INH's feasibility criteria.

The INH will establish agreements with the Specialized Credit Institutions for the
long-term mortgage of units constructed. As projects are completed and units are
sold, the Specialized Credit Institutions will originate the mortgages and the con-
struction the AID financing provided by INH using HG funds, will be liquidated. The
HG funds will then be used by the specialized credit institutions to provide the long-
term mortgages.

It is understood that U.S. legislation governing AID requires that benefits of the
Program, to the extent financed by the HG, flow directly to households earning less
than the urban median-income in Portugal. This is currently estimated at 59,000 escu-
dos ($425) per month. AID and the INH will from time-to-time review this estimate.

Since the HG resources will go to support the overall program of the GOP, the
remaining part of the program not financed by the HG loan will come from four other
sources, including the IBRD, the GOP budgetary resources, long-term financing from
the Special Credit Institutions, and individual borrowers who will contribute down-
payments which will be 5% at the lower-income levels financed by the HG.



2.5 Cooperation with Other Donors

The International Bank for Reconstruction and Development (IBRD) is the only other
substantial donor which plans to extend financial assistance to the GOP for housing.
The IBRD conducted an Identification Mission in September 1982 which eventually led
to an Urban Sector Discussion Paper in March 1983. A Pre-Appraisal Mission was
carried out in October 1983, and the Bank's Appraisal Mission for a potential project
was carried out simultaneously with the HG Project Design Team in December. PRE/H
and the RHUDO have maintained close contact with Bank personnel involved in project
preparation and in both December 1983, and May 1984, when IBRD and RHUDO field
visits took place simultaneously. In each case, the RHUDO met with the Bank teams
at the beginning and end of their missions to compare programs.

Essentially, the IBRD is putting together a program similar to AID's. The Bank will
finance the same types of housing solutions, seeking to strengthen the same institu-
tions, and supporting the same policy objectives. The social housing needs in Portugal
are great enough to absorb lending programs from both AID and the Bank. The
absorptive capacity of the institutinnal structure, however, will bear more careful
serutiny and continued close coordination will be necessary. This can be best
achieved if finaneing of the GOP's Program is carried out jointly, which is the
intention at present. As the two projects continue to develop, AID and the IBRD,
with GOP agreement, will coordinate their efforts in order to increase the effec-
tiveness of the assistance provided to the GOP.
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3.0 COST ESTIMATE AND FINANCIAL PLAN

The capital inputs to the program through the HG Project will be $75 million over a
six-year period with $25 million to be authorized on the approval of this Project
Paper. The remaining $50 million will be authorized in two $25 million tranches
occurring at approximately 18 month intervals and dependent on a demonstration of a
need for the additional financing and on progress in the achievement of project goals
and purposes. Additional capital inputs to the program will be forthcoming from the
IBRD ($25 million), from beneficiaries in the form of downpayments ($6 million), from
municipalities, cooperatives and private developers ($9 million), and from the GOP in
connection with its total Social Housing Program, which is discussed below. Some
$600,000 will also be provided from Portugal's FY85 ESF grant to fund technical
collaboration related to the program.

3.1 GOP's Social Housing Investment Plan

The financial plan for the Social Housing Program derives, in the first instance, from
the government's three-year targets for units to be started. In early December 1983,
the government's projected program for Social Housing starts for the three year
period 1984-1986 was 16,500 units, 14,000 units and 16,000 units, respectively.

The Planning and Studies Division (GEP) of the Ministry of Social Equipment has since
prepared the more realistically achievable targets shown on Table 3.1 of 10,000 starts
in 1985 increasing to 14,000 starts per year by 1987. Table 3.2 indicates that to
achieve these targets, more than $100 million would be needed in 1985, and that this
requirement will increase to $300 million by 1987.

Table 3.3 shows funding available to the INH to meet these targets. This Table
includes carryover from the FAIH, GOP capitalization, HG and IBRD loans, GOP sub-
sidies, and projections of repayments of principal and interest earnings on loans to be
made by the INH. The Table also shows expenditures including, in addition to the pro-
jected financing from Table 3.2 (line 6), refinancing of mortgage loans made by the
specialized credit institutions, and debt servicing. Most importantly, Table 3.3 shows
that to meet these targets, the INH will have to raise more than 10 million contos
($71.4 million) in 1986 and 1987 from unidentified "other" loans.

Using the figures from Table 3.3, however, for carryover from the FAIH and for GOP
capitalization, and excluding HG, IBRD and all other loans as well as income on its
portfolio, it can be seen that the INH has about 7.4 million contos ($52.8 million)
available for lending now and expects 10 million contos ($71.4 million) in GOP capi-
talization over the next 4 years. The total 17.4 million contos ($124.3 million) will
allow it to finance approximately 7,000-10,000 units in addition to those financed by
HG and IBRD loans at current prices depending on their size and mix.

While this total number of units would fall short of GOP targets, if the proposed
program is successful in helping to establish and strengthen the INH, it is reasonable
to project that the mortgage banks in Portugal will provide some of the "other" loans
required on Table 3.3. Indeed, the Caja Geral de Depositos (CGD - the largest) has
already indicated it may be willing to do so.
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TABLE 3.1

CONSTRUCTION STARTS
GOP PROGRAM, 1984-88
No. of Units

-

Progrens lges 1985 198 1987 1988
I  SOCIAL HOUSING
1. By Municipalities 3,000 5,500 3,500% 4,000% 4,000%
2. By Cooperativee 4,000 5,000 6,000 6,000 6,000
3. By Developere ‘ - 1,500 2,500 4,000 4,000
TOB=TATAC TOm T o0 ol 1500
II HOME INPROVEMENT LOANS (PRID) 1,333 2,222 1,852 2,315 1,929
III SITES AND INFRASTRUCTURE 3,947 5,482 5,474 4,573 3,807
ToTAL 780 I7,706 19,02 7,88 19,73
#25% rental units
Source:s GOP, Gabinete de Estudos e Planeamento (GEP), Ministerio do Equipamento Social
TABLE 3.2
ESTIMATED NEEDS FOR FINANCING
GOP PROGRAM, 1984-88
(Contos)
Programs 1984 1985 1986 1987 1988
I SOCIAL HOUSING
1. By Municipalities 1,453,500 4,360,500 8,138,800 10,744,000 13,396,000
2. By Cooperatives 1,938,000 6,589,200 12,557,900 17,582,300 22,438,300
3. By Developers - 1,453,500 5,116,200 10,325,000 14,568,200
SUB=YOTAC p 193 01 D e o [ SO 7 S 5 s S P 301
II HOME IMPROVEMENT LOANS (PRID) 500,000 1,000,000 1,000,000 1,500,000 1,500,000
III SITES AND INFRASTRUCTURE 750,000 1,250,000 1,500,000 1,500,000 1,500,000
ToTAL 461,500 14,853,200 78,317,300  AI,65I,300 53,402,500
(oo valon or the daliar to the | (33.2) (108.7) (202.2) (297.5) (381.4)

escudo increases 20% per year)

Source: GOP, Gabinete de Estudos e Planeamento (GEP), Ministerio do Equipamento Social



TABLE 3.3

PROVISIONAL FINANCIAL PLAN
GOP PROGRAM, 1984-88

(Contos)
1984 1985 1986 1987 1988

1. Carry over from previous-year 5,460,867 2,607,923 444,283 854,853 1,235,673
2. Sources of Financing 1,893,706 7,490,400 16,880,000 16,883,000 8,349,000
2.1. GOP Capital Contributiona - 3,500,000 2,500,000 2,000,000 2,000,000
- 2.2. IBRD Loan - 694,400 1,111,000 1,389,000 278,000
F 2,3. AID Loan (HG) - 1,736,000 2,639,000 2,944,000 1,861,000
% 2.4. Other Loans - 1,560,000 | 10,630,000 | 10,550,000 4,210,000
3. GOP Subsidy 159,650 1,318,000 3,238,300 5,208,100 6,939,300
4. Repayment of Principal 100,000 574,600 997,100 7,659,850 22,848,600

(FAIH/INH Loans)
5. Interest Payments (FAIH/INH Loans) 510,200 4,417,800 11,199,700 20,161,800 28, B2,800
A. TOTAL INCOME 8,124,423 16,408,723 32,757,583 50,767,603 67,855,373
6. Construction Loans 4,641,500 14,653,200 28,312,900 41,651,300 53,402,500
_>:<‘ 7. Refinancing Mortgage Loans - - 135,000 970,000 3,450,000

™M

§ 8. Debt Servicing 875,000 1,313,040 3,454,830 6,910,630 9,402,830
§ 8.1. IBRD Loans - 69,440 249,980 499,980 666,680
m 8.2. AID Loans (HG) - 173,600 611,100 1,169,400 1,649,900
8.3. Nationsl Westminster Bank Loan 875,000 875,000 875,000 875,000 875,000
8.4, Other Debt - 195,000 1,718,750 4,366,250 6,211,250
B. TOTAL EXPENDITURES 5,516,500 15,966,240 31,902,730 49,531,930 66,255,330
C. BALARCE (to carry over, A-B) 7,607,973 357,503 854,853 1,235,873 1,400,043
($US-millions at 138,9 ESC./$US) (18.8) (3.2) (6.2) (8.9) (11.5)

Source: GOP, Gabinete de Estudos e Planeamento (GEP), Ministerio do Equipsmento Social

29 x



3.2 HG PFinancial Plan

HG financing is restricted to shelter units or solutions affordable to urban families
earning below the median-income. As discussed in Section 6.2.2, the maximum size
unit affordable by families below the median-income level ranges in some areas up to
a completed three-bedroom apartment (HG financing will probably be limited to two-
bedroom units). Some home improvemeri lending and loans for site acquisition and
development may get underway in 1984, but it is probable that the bulk of the Social
Housing Program starts for 1984 will be standard completed apartment units directly
promoted by municipalities and cooperatives.

Thus, if the HG Projeci is to get started in 1984, financing must go primarily for
such units. One of the objectives of the HG Project, however, is to support efforts
by the GOP to reduce standards and, therefore, costs of low-income housing solutions
through innovative programs. Thus, agreement has been reached with the GOP on an
HG financing plan which will progressively reduce the amount of financing going for
finished units and increase the amount of financing over the life of the project going
for such solutions a&s sites and services, core housing, unfinished apartment units, ete.

Another major objective of the projeet is to increase the participation of private
developers in the GOP's social housing program through the introduction of a revised
"development contract" program. Although many of the solutions built by private
developers under this program may not differ substantially from direct promotion by
the municipalities and cooperatives, financing opportunities and incentives will be pro-
vided to encourage innovative lower-cost solutions.

Table 3.4 shows an illustrative program indicating number of units started by year and
type and the resultant allocation of HG resources. This Table was prepared in
discussions with the Planning and Studies Division (GEP) of the Ministry of Social
Equipment. Actual programming will be prepared by the INH prior to the first HG
borrowing and financial projections will be revised periodically thereafter based on
actual performance. GEP estimated that INH will be able to lend against HG-financed
housing starts and home improvements totaling 5,700 by the end of CY85 representing
loan commitments by INH of $27.3 million. GEP estimates that close to 17,000 starts
will be possible by 1988, representing HG-financed commitments of $75 million.

Estimates of INH and HG disbursements based on this illustrative programming are
shown in Table 3.5. They indicate that INH can disburse about $13.8 million by the
end of CY85 against which HG disbursements of $12.9 million will have been made.
To assure that when projects are completed they are then mortgaged through the
specialized credit institution, RHUDO/NE will approve HG disbursements of up to 90
percent of INH disbursements, retaining 10 percent until the mortgage conversion is
made, As projects are completed INH's short-term (construction) loans to developers
will be converted to longer-term and mortgage loans with beneficiaries. It is esti-
mated that full disbursement of the $75 million HG loans will be complete in 1989 or
'11‘99(;. I;inally, a summary cost estimate and financial plan (illustrative) is presented in
able 3.6.

2.9
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TABLE 3.4
HG FINANCING
ILLUSTRATIVE PROGRAM

A Number of Units Started

1984 (CY) 1985 1986 1987 1988 1989 Units
Unit Type

T-1,T-2 municipalities 150 400 400 950
T-1,7-2 cogperatives 150 400 400 950
T-1,T=2 private developers 400 400 150 950
PRID - home improvements 300 1,100 1,400 1,400 4,200
sites and infrastructure 700 2,100 2,800 2,800 8,400
Low cost T-1,T-2,T-3 400 500 600 1,500
1,300 4,400 5,800 4,850 600 16,950

B. HG Financing Allgcations by Year
INH Loan Commitments (thousand contas)
T7-1,T~2 municipalities 270 720 720 1,710
T-1,T-2 cooperatives 270 720 720 1,710
T-1,T-2 private develapers 720 720 270 1,710
PRID ~ home improvements 120 440 560 560 1,680
gites and infrastructure 140 420 560 560 1,680
Low cost T-1,7-2,T-3 560 700 840 2,100
800 3,020 3,840 2,090 840 10,590
($U.S. millions at 140 esc/$) (5.7) (21.6) (27.8) (14.9) (6.0) (75.6)

Assumptions:

T-1,T-2: average sales price 2,100 contos Low cost T-l,T-2,T<3: average price 75% of
INH financing 85% rounded to 1,800 contos : , 2,100 contoa; INH financing
85% rounded to 1400 contos
PRID: averags loan 400 contos
All pricas 1984
sites and infrastructure: average INH loan 200 '
contoa/lat



Unit Type
T-1,T-2 municipalities
T-1,T=2 cooperatives
T-1,T-2 private developers
PRID - home improvements
gites and infrastructures
Low cost T-1,T-2,T-3

Totsl (1984 prices)

($US million at 140 esc/$US)

Reimburasements
(90% of INH Disbursements)

Release of Retentions
(10%, see Table 3.2)

Taotal A + 8
Assumptions:

TABLE 3.5
HG FINANCING

ILLUSTRATIVE DISBURSEMENT SCHEDULE

A.

INH Disburgements

(Thousand Contos)

1984 §CY2 1985 1986 987 1988 1989
81 324 585 504 216
8l 328 585 504 216
216 504 585 324 8l
120 440 560 560
70 280 490 S60 280
168 434 700 798
352 1,584 2,892 3,147 1,738 879
(2.5) (11.3) (20.8) (22.5) (12.8) (6.3)
B. HG Disbursements
(Million/Dollars)
(2.2) (10.2) (18.5) (20.2) (11.2) (5.2)»
(0.1) (0.4) (1.1) (2.3) (2.3) 1.3)w#e
(2.3) (10.6) (19.6) (22.5) (13.5) (6.5)%*

T-1,T-2 subprajects disbursed 30% in the first year; 40% in the sscond; 30% in the third.
PRID home impravement loans disbursed in one year.

Site and infrastructure projects disbyrsed 50% in the first year, 50% in the second.

*ad justed so that rounded total equals $75.0 million
*+w1ll carry aver in 1990 (see Table 3.2)

- S By

1,710
1,710
1,710
1,680
1,680

2,100
10,5%0

(75.6)

(67.5)*

(7.5)
(75.0)
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3.3 Technical Collaboration Financial Plan

A preliminary budget for technical collaboration is shown in Table 3.7. The total
$600,000 is to be made available from FY85 ESF funding commitments to the GOP.
PRE/H will provide additional funding as available and will fund consultant reviews
necessary to AID approvals and program authorizations. AID and the GOP will develop
work plan schedules and budgets for technical collaboration on a year-by-year basis.
It is anticipated that the principal funding requirement will be over the three-year
period FY85-87.

TABLE 3.6

SUMMARY COST ESTIMATE AND FINANCIAL PLAN
(U.S. Millions)

HG-003A _ HG-003B  HG-003C  TOTAL

HG Authorization FYB84 FY85-86 FY87

Project Starts (CY) 1984-86 1986-87 1987-88

Disbursements (CY) 1985-88 1987-89  1988-90

l. HG Loans 25.0 25.0 25.0 75.0
Existing Progrsm* 18,5 . 6.5 37.5
Municipalities 7.0 4.0 1.5 1275
Cooperatives 7.0 4.0 1.5 12,5
Private Developers 4.5 4,5 3.5 12,5
New Prograsms 6.5 12.5 18.5 37.5
Home Improvements 30 4.5 4.5 12,0
Sites and Infrastructure 3.5 4.5 4.0 12,0
Low Cost T-1, T-2, T-3 3.5 10.0 13.5

2, IBRD Losns 25.0 25.0

3. Downpayments 3.0 1.5 1.5 8.0

4. Municipalities, Coops,
Developers 5.0 2.0 2.0 9.0
Total 58.0 28,5 28.5 115.0

(Allocations are illustrative and will be revised prior to borrowings)
#T-1 & T-2 Apartments

TABLE 3.7

INITIAL BUDGET FOR TECHNICIAL COLLABORATION
(PM - Person months; $U.S. thousands)

FY 85 FY86 FY87 FY88-90
Initial Short Term
Assistance Orgsnizational 2 PM
and Program Planning $20,000%
Personal Service 9 PM 12 PM 12 PM 3 PM
Contact Advisor $ 85,000 $95,000 $95,000 $25,000
Short Term 5 PM 5 PM 5 PM 3 PM
Consultants $50,000 $50,000 $50,000 $50, 000
Participant Training $20,000 $20,000 $20,000
Studies, Seminars $20,000 $20,000 $20,000

* May be forward funded by PRE/H



4.0 IMPLEMENTATION PLAN

Under Portugal's present institutional structure, the INH will be the borrower of the
HG loan and the Ministry of Social Equipment (MES), which supervise~ INH jointly
with the Ministry of Finance and Plan, will sign the Program Agreeme and coor-
dinate its implementation. This Program Agreement will define eligible .nits, expen-
ditures, and beneficiaries for the Program. It will also detail conditions precedent for
disbursements and general covenants. The Government of Portugal will provide a
guaranty for the loan. In summary, municipal governments, cooperatives, and private
developers will present projects to the INH that meet HG-approved criteria for
financing under this project.

The MES will establish priority areas for INH lending based on program submissions by
the municipalities, and take into account local housing needs and national decentrali-
zation policies. It is likely that ten to twenty cities will participate in the initial
program including Lisbon and Porto.

The MES will be responsible for carrying out the policy objectives mutually agreed to
between AID and the GOP. The INH will be responsible for: allocating HG funds to
municipalities; preparing enabling legislation, budgeting and developing procedures for
Direet Promotion, Cooperative, and Development Contract Programs including
completed and unfinished apartments, core houses and sites and services; and providing
guidance and assistance to municipalities in the implementation of these programs.

The INH will undertake a major promotion campaign in which it will initiate dialogue
with local promoters and establish the criteria and process by which they can secure
financing. The INH staff will visit the municipalities to assist them in developing
acceptable project proposals and to assure that necessary technical assistance is
available. A small number of pilot projects (core housing, sites and services, and
unfinished units) will be identified and implemented to illustrate that acceptable pro-
jects of reduced costs can be produced.

INH will review and approve all sub-projects to be financed by the HG projeet and
will enter into Loan Agreements with municipalities, cooperatives and private devel-
opers for financing construction and other costs. Standard GOP procedures for pro-
curement and contracting shall be followed. INH will disburse its loans pursuant to
procedures and criteria to be approved by AID. As its loans are disbursed, INH will
submit financial reports and requests to AID for reimbursement from the HG of that
part of its disbursements which are eligible. Specific criteria for HG disbursements
will be set forth in the Program Agreement. In general, HG disbursements will not
exceed 90 percent of the disbursements by INH on eligible loans to municipalities,
cooperatives and private developers. The remaining 10 percent will be disbursed as
projects are completed and long-term mortgages are provided.

Upon completion of construction financing (full payment is due INH upon unit sale,
within six months of construction completion), the beneficiary families, except in the
case of rentals, will secure long-term financing from one of the Special Credit
Institutions, (CPP, CGD, CEL, etc. described in Section 6.1, Institutional Analysis).
Thus, the HG loan funds will initially be disbursed for construction financing, and will
be rolled-over to long-term financing. In the case of ownership units, this will take

3 3K
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the form of an INH loan to the special credit institutions to support the long-term
mortgages and in the case of municipal rental projects it will take the form of a
ten-year loan to the municipality. HG financing, however, will be limited to ownership
programs.

The chronology contained in Table 4.1 represents an illustration of the implementation
actions that will be undertaken over the life of the first $25 million tranche. Prior to
the first HG disbursement, the INH will be required to submit a detailed Program
Delivery Plan.



MONTH
9/84 ,

10-12/84

1-3/85

1/85-6/86

1/85-12/88

1/85-12/88

1-6/86

-31-

TABLE 4.1

SUMMARY PROGRAM IMPLEMENTATION

ACTION
authorization first 25 million dollar
G

A) Neggtiata and sign program agree-
men

B) Assistance INH organization and
operating procedures

C) Approve 1984 project applications

D) First disbursements to municipal-
ities and cooperatives

E) Advertise criteria for new project
applications

F) Prepare program delivery plan in-
cluding conditions precedent and
updated 1984-86 financial plsn

Agprove program delivery plan

Place resident advisor

Select municipalities cooperatives

and private developers for new

programs

D) Preparation certificstes eligible
project disbursements to date

E) Review certificates/approval bor-

3
3

rowings reimburaing INH for 90 per-

cent eligible project disbursements
to date
F) Advertise and select U.S. lender
G) Negotiate and sign loan agreement
H) First HG disburaement

A) Approval 1985 project spplications
including private developers
B) Start of all first phsse projects

A) Complete and sale first phase
projects

B) Complete disbursements first phase
projects

C) Convert financing to mortgsges as
projects completed

D) Review certificates and approval
HG borrowings

E) Completion HG borrowings first
25 million

F) Assistance new programs and de-
velopment INH

A) Prepsre evaluation of program
implementation and policy develop-
ment

B) Design any program modifications

C) Authorization 2nd 25 million HG

D) Approve 1986 project epplications

RESPONSIBILITY

AID/M

RHUDO/GOP

TA/INH
INH

INH
INH

INH

RHUDO
RHUDO

INH
INH

RHUDQ

GOP /RHUDO
GOP/Lender
U.S. Lender

INH

Municipalities
Cooperatives
Private Developers

Municipalities
Cooperatives
Private Developers

INH

INH
Mortgsge
Banks
RHUDO
GOP/Lender

TA/INH

RHUDO/INH/GOP
TA/INH

AID/M

INH



MONTH
1-12/86

1/85-12/88

6-12/87

1/88-12/90
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TABLE 4.1 (Continued)
SUMMARY PROGRAM IMPLEMFMTATION

" ACTION
A) Start of all second phase projects

A) Complete projects 2nd phase

8) Complete financing 2nd phsse
projects - 2nd 25 million

C) Complete HG borrowings 2nd
25 million
D) Assistance new progrsma and
development of INH
£) Approval 1987-88 project applications
F) Start of all third phase projects

A) Prepare evalustion of program imple-
mentation and policy development

8) Design any program modificationa

C) Authorization 3rd 25 million HG

A) Complete final projects
B) Complete financing final projects

C) Complete HG borrowings
3rd 25 million
D) Final evaluation

RESPONSIBILITY

Municipslities
Cooperstives
Private Developers

Municipslities
Cooperatives
Private Developers

INH, Mortgage
Banks

GOP/Lender

TA/INH

INH

Municipslities
Cooperatives
Private Developers

RHUDO/ INH/GOP
TA/INH
AID/W

Municipslities
Cooperatives
Private Developers
INH

Mortgage

Banks

G0P /Lender
RHUDOD/ INH/GOP



5.0 MONITORING PLAN

The AID U.S. Direct Hire presence in Portugal has been reduced to one person, the
AID Affairs Officer (AAO). RHUDO/Tunis staff will make monthly visits to Portugal
until the program is well underway and, thereafter, continue to make regular visits.
During those visits the RHUDO will be able to target specific technical assistance
needs. The RHUDO will assign a staff person to be responsible in Tunis for all
follow-up work, such as reports, cables, and technical assistance arrangements.

Given, however, the size of the proposed program, the political interest in it, the
difficulty of the policy issues and objectives, the need for coordination with the
IBRD, and the scope of the technical collaboration to be provided, the Program
designers strongly urge that the NE Bureau assign a Direct Hire Housing Officer posi-
tion to Lisbon, and that PRE/H place an experienced officer who can establish close
working relationships with the Ministries of Finance and Social Equipment as well as
the INH.

Such an officer should receive policy guidance on the Program from the PRE/H
Assistant Director of the Near East in Tunis, country guidance from the AAO in
Lisbon and technical support from RHUDO/Tunis.

In addition to the direct-hire personnel assigned to the program, there will be two
contract staff involved in monitoring. One is a Portuguese engineer who has worked
directly for the USAID for the past six years and is now on an AID contract which
splits his time between AID work in Cape Verde and Portugal. For the duration of his
contract, he will work virtually full-time on HG program monitoring while in Portugal.
He will assist RHUDO/Tunis in management responsibilities and perform construction
site inspection.

The second individual will be on a long-term personal service contractor stationed in
Lisbon. This person will be contracted by RHUDO/Tunis and will provide technical
assistance to the implementing institutions. The person will be the RHUDO's represen-
tative on a daily basis and will be able to identify and report implementation progress
and problems.

As the program moves forward, it may be necessary for the RHUDO to utilize
U.S.~based consultants for additional site inspections and verification of work progress
and subproject completions. Together, these resources, under the direction of the
RHUDO, will monitor progress on GOP program administration as well as verify the
progress and requests for HG loan disbursements.
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6.0 SUMMARY OF PROJECT ANALYSES

6.1 Institutional Analysis
6.1.1 Government Housing Policies and Programs

6.1.1.1 Background (1974-1982)

Housing has had a high priority in the post-1974 governments. The housing sec-
tor goal of these governments has been consistent: provide increasing accessi-
bility to acceptable housing to the Portuguese population. Policies and programs
designed to attain this goal have also been consistent in orientation, but there
have been considerable changes in implementing details.

During this period the policy emphasized rent control, direct government supply
of low-income housing and interest rate subsidies for privately constructed low-
cost "Social Housing". In general, rental values have been consistently lower
than market rates, and publicly constructed or sponsored dwelling units have
been heavily subsidized.

As a result, the rental market—traditionally an important source of shelter in
large cities—has dried up. In 1974, rental units accounted for 50 percent of
new housing construction. Currently, it accounts for about 3 percent.
Furthermore, because of measures to protect tenants and favorable rental
values, families have had little incentive to purchase FFH sponsored housing.

Major government housing programs during this period include:

¢ Direet promotion (Promocao Directa) by FFH which accounted for 21,346
starts between 1976-1983.

¢  Prefabricated Units (Casas Pre-Fabricadas), or industrialized housing. This
program has been discontinued.

* Municipal Loan and Co-participated Programs (Emprestimos as Camaras
Municipails); a major source of municipal housing finance. Proportionally
modest in the GOP Social Housing Program, this element is expected to
gain in future importance.

¢® Loans to Cooperatives and Owner Associations (Emprestimos as
Cooperativas de Habitacao Economica e Associacoes de Moradores); an
alternative tried to stimulate housing production by private developers. Unit
production has been second only to direect promotion.

¢ Self-Help (Auto-Construcao) program providing credit to lower-income fami-
lies which provide labor for home construction. The program has been
modest using conventional construction standards. No core housing has yet
been tried.

¢ Development Contracts (Contratos de Desenvolvimento) seek to stimulate
private sector participation in the low-income housing market while keeping
tight public supervision. Because of high building standards beneficiaries
have been largely middle-income households.
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® Program for Home Improvement (PRID) involving loans and technical
assistance to municipalities, individuals and cooperatives for shelter
upgrading. Reportedly, 26,242 units received PRID-sponsored assistance bet-
ween 1977-81.

Throughout this period the Central Government exerted full control over shelter
production through the FFH. This, strong centralized control of programs left
the municipalities out of the planning and implementation process and there was
growing pressure to dissolve FFH because it was ineffective.

As a result, the government began to make organizational changes in 1982.
The FFH was technically abolished in May 1982 but was authorized to continue
operating until all projects underway, as well as those where applications had
already been submitted, had been completed.

On the financing side the government created a new institution, the Fundo de
Apoio ao Investimento para a Habitacao (FAIH - The Housing Investment Fund).
FAIH was to provide construction financing for low-cost housing projects ini-
tiated by municipalities, private developers and cooperatives. The aim was to
promote local initiative with overall planning and policy coming from the
central government and long-term financing coming from the institutions nor-
mally providing mortgage financing.

It was at this point, early 1983, that AID began initial discussions with the
GOP on a new housing program.

6.1.1.2 Current Policies and Programs (1983-1984)

Most of the policies described in the previous section are essentially intact
today. However, government authorities are acutely aware of their undesirable
effects and are moving to ameliorate these effects. In addition to organiza-
tional changes, the government has indicated a clear willingness to reexamine
fundamental policies, especially in the rent control, credit subsidy and building
standards areas.

With regard to rent control policy, the Government has proposed substantial
changes in the policy. These would essentially place housing rentals on the
same status as that of current commerical rentals: free setting of initial rents
with periodic adjustments according to official indices of monetary correction.
New legislation should be effective by January 1985. With regard to building
standards, a task force was established to recommend revised standards. The
report is essentially completed and should be finalized soon.

The government has also taken initial steps to deal with the unrealistic interest
rate subsidies and has established a transition system until December 1985.
During this period studies will be undertaken to examine the entire housing
credit system. Resolution of this problem will be a major focus of attention.
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A major thrust of current and expected GOP housing policy, however, and one
which the HG Program will support, is greater decentralization in policy and
program formulation and an increased participation of the private sector in
program implementation. Broad policy and program definition will occur at the
level of the Ministry of Social Equipment. Specific policy and programming will
take place at the municipal level.

Direct supervision of low-income projects will be the responsibility of muniei-
palities, cooperatives and private developers. Commercialization and management
of specific housing projects for sale and/or rental will be concentrated in
municipal authorities and private developers. Thus, national housing policy is
expected to be implemented through loans to municipalities, cooperatives and
development contracts.

To carry out these policies and programs the Instituto Nacional de Habitacao
(INH - The National Housing Institute) was created in May 1984 assuming cer-
tain Ministry and FFH functions and all of the functions of the FAIH. INH will
operate as an intermediary: carrying out the overall planning function,
marshalling resources, applying ministry~-defined criteria to project loan appli-
cations, providing technical assistance and extending construction financing.

The government expects that the combination of a more realistic rent control
policy, a decentralized policy-programming-implementation structure, and greater
private sector participation will stimulate housing production in the long run. A
reduction in physical standards utilizing the core house concept and the sites
and infrastructure approach will be adopted to make low-income housing more
affordable at reduced subsidies.

Finally, legislation is currently under study regarding land-use controls and sub-
division regulations which could have a significant impact on the status of
clandestine or informal housing. The GOP is beginning to recognize the contri-
bution of informal housing in meeting shelter needs and some neighborhoods
have been upgraded.

The above policy changes and proposed changes provide a clear indication that
the government is changing its concept of affordabllvty in low-income housing:
from the current concept of accepting, as given, construction standards and
costs and making conventional units affordable to low-income families through
rent control and credit subsidies, to the concept of accepting as a short-run
constraint the incomes of families and adjusting construction standards and
costs to make unsubsidized housing affordable to low-income families.
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6.1.2 Government Organization in the Housing Sector

6.1.2.1 Ministry of Social Equipment

With the formation of the current government in June 1983, the Ministry of
Social Equipment was reorganized as shown on the organizational chart (Figure
6.1) to include two functional secretaries: public works and housing and urba-
nism. Each is headed by a Secretary of State reporting to the Minister. In
addition, the Gabinete de Estudios de Planeamento (GEP, the Office of Studies
and Planning) prepares appropriate studies and advises the Minister on policy
and programming matters. It has a 75-member staff of which 30 are pro-
fessionals. Also reporting directly to the Minister are the National Council on
Public Works and Transportation which includes the Technical Regulation
Committee for codes and standards, and the National Civil Engineering
Laboratory (LNEC) which is heading the task forece to reduce standards for
low-income housing.

Under the Secretary of State for Housing and Urbanism, the General Directorate
for Urban Planning (DGPU) is responsible for the implementation of local
planning laws. For each municipality, it approves urban plans and priority urban
development projects and provides guidance on land use standards. In the con-
text of this project, the DGPU will play an important role in developing and
adapting municipal land use plans and integrating them with the housing
programs. It will also have a role in formulating national policy on land use
and subdivision standards.

The housing function has been a problem area. The previous government had
prepared a detailed proposal to create a General Directorate for Housing which
contained a staffing plan and functional statements but this was postponed
when the current government assumed office.

In the interim the Secretary of State formed a small working group in the
immediate Office of Secretary to perform some of these functions particularly
relating to policy formulation (legislative initiatives) and the programming pro-
cess. It was this group which did all of the preliminary work with AID on the
development of the proposed HG.

The lack of a fully functioning department or agency with full respounsibility
for housing has contributed up to this point to the slowness in getting the
current Social Housing Program underway. In addition, there were complaints
that FAIH was conducting too rigorous a review of projeets submitted for
financing. The result has been that there was basically no new starts in 1983
under the government's current housing program and none through the first half
of 1984. The establishment of a strong organizational unit responsible for
housing became imperative. This led to the creation of INH and the abolishment
of FAIH.
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The National Housing Institute: The Instituto Nacional de Habitacao
(INH)

® Organization, Functions and Staffing

The INH officially came into being on May 25, 1984. The statute
is contained in Annex L. Its main activities will be to carry out
the planning and programming function relative to the govern-
ment's Social Housing Program and provide technical assistance to
municipalities in developing and implementing this program. It will
assist in formulating policy proposals relative to housing and
drafting legislation pertaining to housing and will collaborate with
the GEP in undertaking analytical work and studies in the housing
sector. Finally, INH will provide financing for the government's
housing programs and, in this connection, assume all of the assets
and liabilities, files and project applications of FAIH.

Its creation represents the embodiment in one institution of all of
the major functions relating to the government's housing programs
and will facilitate the planning, implementation and financing pro-
cess. As such, it is a major departure from where the government
was six months ago when the financing aspeet was under the
FAIH, the planning and programming function was being carried
out directly by the Secretary of State's office and the technical
assistance function had not been assigned.

The institute will be under the joint supervision of the Ministry of
Social Equipment (Secretary of State for Housing and Urbanism) and the
Ministry of Finance and Planning. Thus, although it will be responsive
to meeting the nation's housing needs, it will do so by adhering to
sound financial practices. The Institute is charged with carrying out
the new emphasis on a decentralized housing delivery system and will
initiate no project on its own. Therefore, it will not move back toward
the old FFH concept of large direect government projects.

An Installation Committee consisting of five members, including the new
Director, has been appointed to oversee the formation of the Institute
as to policy, organization, staffing and procedures. This process will
take some time but it is now underway. It is not, however, possible to
be precise as to the ultimate level of staffing. The organization chart
is shown as Figure 6.2.

As to staffing, it is expected that many of the staff of the FFH will
join INH. FFH still has a staff of several hundred which represent a
substantial resource of professional, technical and programmatic housing
expertise. On the financial side, INH plans initially to obtain its staff
from the housing finance department of the Caixa Geral de Depositos,
the large government savings bank which provides most of Portugal's
long-term housing loans. The GEP will assist INH in the programming
process until staff can be obtained.

iy
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Programming and Lending Procedures and Current Status

A government resolution in January 1983 requires a three-year
housing program for each municipality to be updated each year as
a condition for access to central government housing credit. Each
municipality's program should contain an annual projection of
activities, including proposals of municipal direct promotion,
cooperative and development contract housing programs, as well as
housing upgrading programs. The three-year program must even-
tually be approved by the Secretary of State.

There are three basic criteria currently used for programming of
Social Housing at the municipal level.

-- An estimation of housing needs, based on a GEP study using
results of the 1981 census.

-~ An evaluation of the municipality's housing program implemen-
tation capacity.

-- Reference to Social Housing targets established by the MES.

The Resolution provides that the deadline for submission of muni-
cipal program proposals is May of each year for the three
following years. In late winter/early spring of 1983, the Secretary
of State sent to each of the 305 municipalities a communication
with a general description of the government's new Social Housing
Program and its requirements. Each municipality must present its
program by type of project (e.g., direct promotion), type of unit
(i.e., number of rooms) and provide cost estimates and sources
of investment funds. In early 1983 the program only provided for
the traditional (FFH) type of housing.

Since this decentralized programming process was new and since
institutional questions were still uncertain, both program submit-
tals and actual project applications were slow to be submitted.
Many applications which were submitted were incomplete and
returned by the FAIH.

Because new regulations had not been published for development
contracts, unfinished housing and upgrading (PRID) loans, these
categories were not included in those programs which were sub-
mitted, although eventually some proposals for development
contracts were received. Most of the proposals, both in terms of
program submittals and actual applications, were for direet promo-
tion projeets by municipalities and corporate projects. These
delays carried through to the 1984-86 program.

During the first six months of 1984 the Ministry staff continued to
put together 1984 program proposals while the FAIH processed
applications which had been received. At the time that FAIH was
abolished (May 25), it had approved for financing projects
containing some 3000 units but loan agreements had not been
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formally signed. Thus the new Institute can begin to pick up
immediately where the FAIH left off in processing loan affi-
liations. As soon as these project appraisals are confirmed by the
INH's senior staff these loans can move forward.

Because 1984 is well along and the INH will take several months
to get underway, it was decided to revise the program target for
1984 to levels that appeared achievable considering the delays.
Since there were no new starts in 1983 and none during the first
half of 1984, it was decided to skip the program due to be sub-
mitted by municipalities in May 1985. This will provide time for
the INH to process and cateh up with this backlog.

INH will provide construction financing to municipalities, coopera-
tives and private developers for projects which meet the govern-
ment's definition of Social Housing and which will be sold to the
beneficiaries. The loan must be repaid within six months of pro-
jeet completion which will entail periods up to three years. INH
will also provide long-term financing (10 years) for municipal
projects developed for rental.

Up until now, municipalities and cooperatives, in their programs
with FFH, haven't had to submit the kind of information and
back-up which were required by FAIH and will be required by
INH. Nor were they charged interest on loans since much of the
FFH program was rental directly administered by FFH. Thus,
there will be an educative process required which must be carried
out by INH.

Loans are to be made in accordance with certain general rules
and standards prescribed for Social Housing which include maximum
unit costs and sales prices, size limitations, family eligibility,
ete. Separate regulations govern the sub-programs for municipali-
.ties, cooperatives and private developers.

Long-term financing for ownership housing will come from the
three specialized credit institutions now providing the bulk of such
financing. Because the HG funds must eventually be utilized for
long-term financing, the INH will re-~lend funds (or re-finance) to
the SCI's for long-term mortgage loans arising from projects where
the construction loans have come from HG funds. Thus, the INH
will develop procedures for carrying out such financing with the
SCI's.

In summary, the INH will provide the framework for the govern-
ment to effectively carry out its Social Housing Program and to
do so in a way that will support both a more decentralized
approach to the problem and a more active and expanded role for
the private sector. Financing provided through the HG Program
and related technical assistance should play an important part in
ensuring the Institution's success as it gets underway.
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6.1.3 Decentralization and the Municipalities

With decentralization being one of the keystones of the government's new housing
policy and one which is being supported by the HG, it is important to establish the
feasibility of the municipalities' capacity to implement the program.

The previous section indicated that the municipalities as a whole have been slow to
develop projects under this new programming process. There is no doubt that the
large and more sophisticated municipalities in the Lisbon and Porto areas will be able
to carry out the proposed programs including the newer concepts of sites and services
and core housing. This is not so clear, however, for smaller municipalities. One of the
major roles of INH will be the technical assistance it must provide to these municipa-
lities, The structure exists to do this.

INH will work closely with the Ministry of Internal Administration which deals with
municipal administration and regional development. Under the Ministry is a Commission
for Regional Coordination which provides direct ministry support to local governments
through approximately 52 regional offices called Gabinetes de Apoio Tecnico (GATS -
Technical Assistance Offices). They are now the only organizations of the central
government currently charged with providing decentralized technical assistance to
municipal governments. INH will need to work out a coordinated role with the GATS.

As part of the overall decentralization process, a law was passed in 1979 which was
intended to reverse the high financial dependence of local governments on the central
government. This law created a number of exclusively municipal revenues, inecluding
property taxes, fees, licenses and betterment levies. More details on municipal opera-
tions and finance are contained in Annex F, Institutional Analysis - Section 2.6,
Municipalities.

As part of the design process, however, AID personnel visited five municipalities
which were deemed to have good housing experience to assess whether this experience
could be transferred to an expanded effort in low cost housing.

Each of the five cities visited has a housing service department separate from the
urban planning department. These housing service departments have the responsibility
for preparing and implementing housing projects. The officials in each case identified
the following concerns:

* The need to reduce the high standards for housing unit areas and
finishings;
¢ The problem of high interest rates;

* Most believe that the new program will be slow in providing finaneing for
their immediate housing needs. *

All are preparing the required three-year plans but have provided only basic cost data
with little accompanying analysis.

The conclusion is that if the program is to be successful on a broad basis that is,
that all municipalities will be able to participate to the extent that they want, tech-
nical assistance will be an important requirement. Thus, both the INH, and AID
through its TA component, will have to address this area. ,
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6.1.4 The Financial Sector and Housing Finance

6.1.4.1 The Financial Sector

All private Portuguese-owned financial institutions were nationalized in 1975
with the exception of some smaller savings and cooperative banks and two
already government-owned institutions, the Caixa Geral de Depositos (CGD), the
large savings bank, and the Banco de Fomento (BFN), an industrial development
bank. In addition, the partly government-owned savings bank, Credito Predial
Portugues (CPP), was completely nationalized.

The principal institutions which compose the financial system are the Bank of
Portugal, which is the Central Bank, eight government-owned commerecial banks
(which represent some consolidations), the CGD, by far the largest banking
institution, and the CPP, both of which engage in commercial banking activi-
ties, and three foreign commerical banks which deal primarily with foreign
trade and the BFN. To this can be added the other savings banks, mostly small
and almost all mutuals (any new savings bank must be a mutual), the insurance
industry and several new private investment companies and leasing companies
which are just getting off the ground. The stock market is practically non-
existent, although there is a market for government issues.

Before 1974, commercial banks operated not only as lenders but also as basie
investors providing seed capital to industry. In 1975, however, they were pro-
hibited by law from making loans with a term greater than twelve months,
Today, with the government continuing to use monetary instruments as its pri-
mary means of control, depository institutions operate under strict credit
ceilings which are fixed for each institution by the Central Bank on a monthly
basis. With these constraints the excess liquidity of the banks goes to finance
the government deficit through the purchase of Treasury bonds and bills.

In addition to the commercial banks, the two large government-owned savings
banks, CGD and the CPP, also operate partly as commerical banks. The CGD
makes long-term loans for both housing and industry and the CPP has over 50
percent of its lending in housing (see below for more details on housing
finance). There are also some twenty private savings banks in Portugal, all but
three of which are mutuals, and the largest of which, the Caixa Economica de
Lisboa (CEL), plays a significant role in housing finance (see below).

The new constitution which was adopted in late 1982 permits legislation to re-
open banking and insurance to private capital and such a law has been passed
and implementing decrees have been issued. A competitive banking system con-
tinues to exist but it is generally felt that the banks do not operate efficiently
or imaginatively, although this is due to external constraints such as the credit
limitations.



6.1.4.2 Housing Finance

As to housing finance, 9.5 percent of the total loan portfolio of the banking
system in 1980 was for housing but it was concentrated in the CGD and CPP.
Only 1.8 percent of the commercial banks' portfolios was in housing loans and
this was conecentrated on construetion lending.

The private production of housing has constituted almost 90 percent of all
housing produced in Portugal in recent years. Of that housing built by
developers or constructed by individuals, some 90 percent of the long-term
financing comes from three institutions, the Caixa Geral de Depositos, the
Credito Predial Portuguese and the Caixa Economica de Lisboa. All of these
institutions are classified as savings banks and the CGD is the largest banking
institution in Portugal. Although aggregative and comparative data are difficult
to obtain, these three institutions provide almost all of the long-term housing
loans, both by number and by amount and, of this, the CGD provides more
than half. Commercial banks provide a small amount as do other savings banks
and, to some degree, the insurance companies.

According to Central Bank statistics, new housing credits for terms in excess
of five years totalled about 56.9 billion escudos in 1981. Figures provided by
the individual institutions indicate CGD individual loans amounted to 35.3
billion escudos from 37,640 loans, CPP 13 billion escudos from about 11,000
loans and CEL about 9.2 billion escudos in loans.

Because of the credit limitations and the increasing costs of finance and
construction, both CGD and CPP loan approvals drasticallv decreased in 1982.
CGD has about 40 percent of its loans in housing and this percentage has been
increasing; CPP has 55 percent in housing with a goal to increase this to 60
percent and the CEL lends almost entirely for housing.

All three institutions are also significant lenders for construction financing.
They all give first priority to any applicant for a mortgage loan who is buying
from a developer who has obtained a construction loan from the institution.
Thus, individuals who are applying for loans where this is not the case must
wait for long periods of time to receive a loan. Particularly hard hit by this
situation are commercial banks who have extended construction financing to
developers who cannot sell because of the lack of long-term financing to
buyers.

Also receiving priority, particularly in the case of CEL, are buyers at higher-
income levels who do not need to participate in the interest subsidy schemes.
The end result is that both CPP and CGD, which have the best statisties,
indicate waiting periods of up to two years for mortgage loan approvals for
what would appear to be families at the middle- and lower-middle-income
level. These policies are particularly important with regard to the availability
of the long-term financing for the government's social housing program.

Supervision and regulation of housing finance activities are carried out as part
of the general overall supervision of banking institutions by the Central Bank
and by laws which govern the making of mortgage loans. All mortgage loans
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must be made in accordance with the current law (which has been modified
almost yearly in recent years) and little flexibility is allowed the lending
institutions with regard to interest rates, down payments, terms and payment
schedules. '

Prior to the revolution, the government allowed the private housing finance
system to operate without interference and on a market basis. Generally,
mortgages were made on a long-term fixed rate basis and, with a low inflation
rate, at interest rates of 7 to 9 percent. Following the revolution, there were
several factors which affected the provision of housing finance. First, a freeze
on rentals resulted in a significant reduction in construction activity. Secondly,
there was a large influx of people returning from the former African colonies.
Third, the new government intended to provide each family with a home while
maintaining certain quality standards.

In addition to directly financed government programs, mostly rentals imple-
mented through FFH, the main tool for achieving the government's housing
objectives was interest rate subsidies on mortgage loans. The subsidies came
from three sources, the government itself, the Central Bank and the housing
finance institution making the loan, and were applied against the current long-
term interest rate ceiling set by the Central Bank.

The subsidies varied according to a complex matrix which was constructed
taking into account the family income and the cost of the housing unit with
the largest subsidies going to the lowest-income families and an upper limit
after which no subsidy applied. The laws and regulations governing the system
have been modified several times in order to adjust to increasing construction
costs, rising interest rates (both of the former obviously being affected by
inflation) and family incomes which have not kept pace. Introduced during this
period into the mortgage instrument were the new concepts of variable interest
rates coupled with a graduated payment with payments reduced in the early
years. The subsidy element was also reduced during the life of the mortgage.

With regard to the graduated payment approach, this is an attempt to make the
mortgages affordable to a wider income range. Generally, down payments have
ranged from 5 to 25 percent and the repayment period from 15 to 30 years,
depending on the class of the loan (income and cost), with lower-income fami-
lies obtaining the most favorable terms. The GPM currently in effect has been
adjusted to make payments even lower in initial years (but obviously higher in
later years). Such a system presents potential problems in the future if a fami-
ly's income does not keep pace with the rate of increase of the mortgage
payments.

From an institutional standpoint, there is no problem in handling the long-term
finance for the government's expanded housing program. The problem is the
willingness of the institutions to devote their own funds to low-cost housing.
Since the INH will be prepared to lend to the specialized credit institutions on
a long-term basis to finance the individual houses for projects it has financed,
mortgage financing will not be a problem for the project.
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6.1.5 Private Production of Housing

In its targets for new housing starts in 1984, the government has projected 30,000
units for the "private sector" i.e. presumably developers and individuals utilizing their
own builders or contractors. In fact, in recent years, the private production of
housing has constituted almost 90 percent of all housing produced in Portugal.
Something on the order of 75 percent or more has been by individuals arranging to
have their own houses built and the rural sector is probably almost entirely handled
this way. For individual houses, many are built where the owner engages skilled
workers on an individual contract basis, i.e., painters, plumbers, masons,
carpenters, etc.

High building standards imposed by the government and the difficulty in obtaining both
construction and long-term financing have cut down on the activities of private
developers. The strict rental control laws have discouraged investors and developers
from building rental units. The FFH and its activities, including development
contracts, thus became an important source of financing for private developers. Even
in this case, slow payments by FFH eventually forced many smaller builders to
default and work slowed down.

The new Development Contract Program being reinstituted by the government should
provide a real stimulus to private developers. It appears that there are competent
firms who would participate, some of whom feel that significant improvements in cost
reductions could be made, particularly if revised building codes and standards were
issued to permit this.

In summary, the capacity for substantial private development of housing exists in
Portugal. This capacity can be directed in a larger way toward low-cost housing if
the proper incentives and regulations are provided and this is one of the objectives of
the HG Program.

The other area in which the private sector is involved in this program is through
housing cooperatives. Though cooperatives have existed in Portugal since 1894, they
have received the greatest impetus since 1974 with the passage of a law which
initiated the program of social assistance to housing cooperatives and subsequent laws
have expanded that assistance. Cooperatives are regarded by the GOP as a potential
major promotor of Social Housing and by the citizens as presenting a unique
opportunity to acquire their own home at a reasonable cost. There are currently 76
housing cooperatives in the country.

Cooperatives are regarded as an effective means of Social Housing production due to
the self-help aspect of such endeavors. The membership is motivated and, in many
cases, the members can provide labor. It is this possibility, in fact, that makes the
unfinished apartments a particularly attractive option to a cooperative.

The proposed HG includes a major role for housing cooperatives. There is a
demonstrated large demand for financing by cooperatives -- at least 66 cooperatives
submitted proposals to FAIH for the financing of nearly 3,700 units.

Families who are members of many of these cooperatives earn below the median-
income. Many applications which have been submitted, however, frequently contain

rl
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housing at a cost greater than can be afforded by the members of the cooperative
and, in fact, greater than permitted by law. Such planning is a consequence of poor
articulation and dissemination of public policy and has the predictable result of
alienating the housing cooperative movement from the GOP. It is precisely this promo-
* tion and technical assistance from the new INH to the cooperatives that the proposed
program will support.

6.2 Technical Soundness Analysis
6.2.1 Technical Capability of Implementing Entities

6.2.1.1 The National Housing Institute

The National Housing Institute, which will have a key role in implementing the
project, was established by Decree Law No. 177/84 of May 24, 1984. As a new
institution, it is just beginning the process of identifying staff and establishing
procedures. A major objective of this projeect then, is to help INH in
strengthening its institutional capacity to develop and manage shelter programs.
INH starts with an important advantage compared to its predecessor agencies in
that it will combine all of the key central responsibilities (policy formulation,
housing planning and programming, finance and technical assistance) while
serving to guide a locally-led, decentralized implementation process. Further,
with regard to staff, it may draw upon a reservoir of excellent technicians,
available from FFH, CGD, and elsewhere in Portugal and, should therefore,
have little difficulty in rapidly assembling a highly-qualified core staff.

In order to assure that INH has the technical capability to carry out the pro-
ject, conditions precedent to first disbursement are to focus on INH's organiza-
tional arrangements and structure, personnel and staffing plans, programming
procedures (including the 1985 program), criteria for review of proposals, poli-
cies, and procedures for project monitoring and disbursements, implementation
of pilot projects, and plans for providing technical assistance to municipalities
and other sub-borrowers.

6.2.1.2 Municipalities

The Project Design Team visited five municipalities in order to gain an
understanding of municipal capacity in housing development. In each case, the
city had a separate housing service department with responsibilities for pre-
paring and implementing housing projects. Taking the municipality of Evora as
an example, this city has been involved in several types of housing programs,
including home improvement loans within the walls of the old ecity, multi-story
elevator apartments (under a previous AID/HG loan) and urbanized lots. Two of
its current projects are the kind suitable for HG financing, one of which - core
housing - represents an excellent example of an approach to housing that AID
would support.

While some cities, such as Evora, have the competence to develop and imple-
ment shelter programs, institutional capabilities across the 305 municipalities
will vary considerably. As a result it may be especially difficult to carry out
programs which are different from those previously attempted. The project in



-50-

its design, makes allowances for this situation by accepting a higher
percentage of traditional housing units in its first phase and by converting new
types of housing on a pilot basis and in those cities which are best equipped to
carry out innovative projects. Efforts will be made from the beginning to
network the cities with pilot projects to others so that successful experiences
may be transferred to other places. Assistance to develop institutional
capabilities will also be provided to the municipalities by INH and though
external collaboration. Making decentralized shelter provision work is a second
prime purpose of the project.

6.2.1.3 Others

The Specialized Credit Institutions (SCI's) are to use HG funds to provide the
long-term mortgage (take-out) financing upon the completion of individual
project construction. The three prime institutions which will ecarry out this role
are the Caixa Geral de Depositos (CGD), the Credito Predial Portuguese
(CPP) and the Caixa Economica de Lisboa (CEL). Almost all of the long-term
financing for shelter comes from these institutions, with the CGD, the largest
banking institution in Portugal, providing more than half. These institutions are
fully experienced in making and servicing shelter mortgages and no problem is
envisioned with regard to their meeting project responsibilities.

Private housing developers and builders produce over 90 percent of the shelter
built in Portugal and some 20,000 construction-related firms exist in the
country. Although difficulties in obtaining construction and long-term
financing, inflation and disincentives to private development resulting from rent
control, have slowed down operations recently, the industry is still very
vigorous. By reinstating the Development Contract Program, the GOP should
stimulate private sector shelter development. Private developers have
indicated a willingness to seek cost reductions in building methods, especially
given changes in building codes and standards which are likely to take place.
Given appropriat~ incentives, the capacity of the private sector to produce the
type of shelter for low-income beneficiaries contemplated under the project,
should be substantially more than adequate.

Cooperative housing organizations have existed in Portugal for some 90 years.
There are presently some 76 cooperatives functioning, of which 66 proposed
developments - which have not yet been approved - to FAIH. Although the
cooperative movement is well received and accorded an important role in GOP
shelter plans, at times the cooperatives have favored projects with designs and
costs beyond what can be afforded by their below median-income membership.
Cooperatives are especially attractive in the shelter picture, because they
often include a self-help aspect in the form of labor contributed by their
members. In order to fully capture the many positive aspects of the
cooperative movement, the INH will provide technical assistance, in relation to
project design and development, to selected cooperative housing organizations.



6.2.2 Technical Standards

Compared to developing countries, GOP established dwelling unit standards and costs
are high. However, as Portugal views itself as a member of the European community,
their standards are considered modest. Standards adopted in February 1984 set 20,000
escudos ($143) per square meter of gross area as the maximum construction cost
excluding land, infrastructure and indirect costs. The following minimum and maximum
square meter sizes for various size bedroom apartment units in 1983 include:

TABLE 6.1

GROSS AREA BY APARTMENT SIZE
(square meters)

TBR 2 BR JBR 4BR

Minimum 52 72 91 105
Maximum 65 85 100 114

Maximum sales cost for each size unit are glao
established smong zones in Partugal including 1)
Lisbon and Porto; 2) District Cepitals and
secondary cities; 3) and small towns and rural
areas as shown in Table 2.1 of Section 2.3,
Project Description.

Cost analysis of a one bedroom unit in Zone 1 indicates a sales price of 28,460 escu-
dos ($203) per square meter which is 43 percent greater than the dwelling unit
construction cost alone. A typical low-cost housing unit was found to include the
following cost breakdown: construction 69 percent; land and infrastructure 10 percent;
and indirect costs 21 percent.

A Working Group has recently been formally established to prepare technical recom-
mendations for the design and construction of Social Housing. The Group is to provide
clear and detailed technical characteristics that should be applied to the concep-
tualization, design, and construction of Social Housing. The Group's proposals will be
prepared in such a way that they might be incorporated directly into the existing
National Building Code (RGEU).

The working group, however, has not been focussing on unfinished units, core housing,
sites and services, but rather on traditional apartment units. The report recommen-
dations will bring the building code sections on Social Housing more up to date and
current with existing practices. They will reflect GOP concern with the location and
capacity of land, urban development characteristics, building types, unit types,
construction characteristics, plumbing and wiring, management and maintenance of
buildings, exterior works and infrastructures, and cost reduction. The report's recom-
mendations for design changes will result in cost saving in traditional units and in
floor area ratios (gross to living areas), number of floors, roof tvpes, standardization
of doors and windows, ete.
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This effort is very mueh in the right direction and the working group should be
encouraged to continue, focusing on the types of solutions proposed as '"New
Programs". Variations of these programs have been carried out previously in Portugal
in the informal sector and with official Government sponsorship. Redefining the
requirements to encourage innovative lower-cost solutions is a basic purpose of the
program and one which is increasingly appealing to the GOP.

The proposed program will finance four types of housing projects over the life of the
loan. As described in Section 2.3, there will be a decreasing percentage of
traditional units and increasing percentage of alternative units as the latter become
widely adopted by the municipalities. Each type of housing project is described
below.

6.2.2.1 Traditional Units

These units are those which the GOP and FFH have financed and constructed
for many years, through cooperatives, municipalities, or through direct
contracts. Many have been high-rise elevator buildings, but those to be
financed under this program will consist of no more than four floors, of fifteen
to twenty units in a compiex of several such buildings, ranging in size from 1
to 2 bedrooms and totaling some 20 to 200 units in a project.

6.2.2.2 Unfinished Units
Cost reductions with respect to traditional units will be achieved in two
principle ways. A reduction in the established minimum square meter areas of
the various unit types and a reduction in or exclusion of finishing standards,
from the completed unit.

The size of the units is the one standard that most affects final costs. More
efficient designs can provide equally adequate habitable living space in smaller
gross square meter units. The concept of unfinished units reflects the reality
that low-income families improve their homes as their own human and financial
resources become available. This is evident in clandestine construction
throughout Portugal, and, in fact, in any home ownership situation that begins
with only a piece of land. The challenge that confronts the public housing
sector in Portugal now is to lower final costs by a reduction in standards and
finishing while producing a marketable, acceptable housing unit.

A study undertaken by Portuguese engineers for AID concluded that by leaving
certain elements of the unit for the owner to finish, a significant reduction in
construction costs can be attained.

The notion of selling an unfinished unit is not a new one in Portugal. It
represents an evolutionary concept in  which the owner adds to or makes
changes to his home as his resources and time permits. Decree Law no. 460/83
of December 30 and ruling of 1/84 of January 2 regulates the unfinished units
as a part of the Social Housing Program. It provides the municipality the
authority to give temporary occupancy permits. Unfinished units should be
completed within a period of 1-3 years. As soon as units are completed,
homeowners must get the municipality to inspect the units and give final
occupancy permits.

r¢



6.2.2.3 Core House Units

The GOP has little experience with core units, but the concept is accepted by
ministry policy-makers and local authorities. Core housing construction repre-
sents the most promising long-term approach to the provision of non-multi-story
housing for low-income families in the country's intermediate sized cities, par-
ticularly where land costs are relatively low. The family buys the lot with
infrastructure and the nucleus of a house (one room, kitzhen, and bathroom)
and adds other rooms as it can afford them. The mortgage loan provides for
the purc ase of the improved lot and the core house. The core is designed by
the deveioper to be expandable, and conformance to those designs is strictly
enforced.

Costs for a core unit are estimated at 24 thousand escudos ($171) per square
meter, including construction, land, infrastructure, and indirect costs. At about
30 square meters of construction, a unit will cost 720,000 escudos ($5,142), and
will be easily affordable by the target beneficiary group.

The municipality of Evora promoted and financed a 20 unit core projeet in
1982-83. The project is occupied, units are being expinded, and it has been
regarded as a small, but successful and affordable response to the low-income
families' housing needs.

6.2.2.4 Sites and Infrastructure

This component of the proposed program (land and infrastructure) has been uti-
lized extensively by upper income households and is now regarded by the GOP
as in integral part of its public low-cost housing strategy. A new law and set
of regulations has been approved to permit access by municipal governments to
INH financing as part of the governments Social Housing Program to the special
credit institutions to obtain loans for land purchase and development. Loan
terms will be one to three years for land acquisition with immediate construe-
tion, five years for land and infrastructure for immediate construction, and
fifteen years for either land reservation by the municipality or for infrastruc-
ture of land which will be given in at surface right. There will be a credit
limit of 190,000 escudos ($1,360) per lot.

The intent in this plan is that the benefieiary family will purchase the serviced
lot from the municipality and build its house, usually to standard specifications,
over a two-year period.

6.2.3 Sub-Project Approval and Construction Process
As projects are developed by municipalities, cooperatives, and private developers pur-
suant to a program allocation process, described as Program and Lending Procedures

and Current Status under Section 6.0, Institutional Analysis (sub-section 6.1.2.2 - INH),
they will be submitted to INH for its review and to assure compliance with AID
requirements under the HG loan. AID's primary purpose in this regard is to encourage
an acceptable minimum standard which is reasonable in cost for below median-income
families. Technical assistance will be widely applied, especially during the pilot pro-
ject phase, to help municipalities, cooperatives, and private developers to attain this
objective. Upon approval, contractor procurement for municipally sponsored projects
will take place in accordance with standard GOP competitive procodures. Construetion
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financing will be provided by INH from HG funds, through municipalities with provi-
sions for retention to assure satisfactory completion. Construction supervision will be
provided by the municipality in the first instance, and by INH. From time-to-time,
staff assigned to RHUDO/NE will check progress in the field to assure that technical
quality is being maintained and that the physical requirements of the project are
being met. AID will also work closely with INH and through it, with the municipali-
ties, to help design acceptable beneficiary selection processes. When beneficiaries are
chosen and at the conclusion of construction, INH's construction loan will be
liquidated and a long-term mortgage will be provided by a specialized credit institu-
tion.

6.3 Financial Analysis

6.3.1 Existing Programs

Traditional "Social Housing" will be financed on a declining basis over the life of the
project, in order that the institutional participants may continue to produce housing
affordable by lower-income families, while developing new less-costly programs and
approaches and adjusting to changing instutional roles and responsibilities. Only one-
and two-bedroom traditional "Social Housing" units are included in the project since
they have been cetermined to be affordable by below-median-income beneficiaries.

The unit and cost figures of the MHlustrative Program included in the Cost Estimate
and Financial Plan (Table 3.4, HG Financing - Dlustrative Program) indicate that
some 2,850 units of this type of shelter will be produced over the life of the project
at an average cost of $15,000 (2100 contos) of which some $2,150 (15 percent)
would be beneficiary downpayment and the remaining $12,850 (per unit) financed by
the project. Tota. project financing required for traditional "Social Housing", then,
would be some $36.6 million with the remainder to come from the beneficiaries.
Should the GOP institutions be able to develop and implement new types of shelter
solutions more rapidly, these funding requirements would be reduced accordingly and
the difference would be shifted into the new types of programs.

6.3.2 "New" Programs

The "new" programs .s described elsewhere in this Project Paper include home
improvement loans, sites and infrastructure and low-cost (unfinished and core)
housing units. Again referring to the Illustrative Program (Table 3.4) we find the
following: 4,200 home improvement loans (average cost of $2,855); 8,400 sites and
infrastructure solutions (average cost - $1,425); and 1,500 low-cost housing units
(average cost - $11,240 of which $10,000 is a project loan and the remainder is
downpayment).

Total project financing to produce some 14,100 shelter solutions is then calculated at
$38.9 million or an average cost of $2,758 per solution compared with per unit
financing of $12,850 for traditional housing affordable by below-median-income fam-
ilies.
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6.3.3 Affordability Analysis

The median urban family income has been calculated at 59,500 escudos (US$425) per
month. Laws governing specialized credit institutions permit housing loan repayments
up to 50 percent of family income. However, when unreported family income is con-
sidered, this percent would drop considerably. This analysis assumes that 25 percent
and 35 percent respectively of family income will be expended for housing among the
lowest-income groups and those in the 40th to 50th income percentile group. This is
consistent with international norms.

Financing available to households depends on its income category in the home
purchase credit system; a complex formula is used which changes each year to reflect
inflation, changing incomes and costs. The 1984 payment schedule on which the pro-
jeet affordability analysis is based is found in the Table H-1, Annex H.

Analyzing the GOP's established maximum unit costs by zone as shown in Table 2.1 of
Section 2.3, Project Description, in relationship to the payment schedule table, it was
concluded that only T-1 and T-2 (1 and 2 bedroom) traditional units are affordable by
AID's target group (see Table 6.2). However, the target group can afford T-3 and
possibly larger units of the unfinished type. Urbanized sites and core units are also
affordable for financing when the legal and policy framework is completed. Maximum
loan sizes and unit sales prices for PRID-home improvement loans of 500 contos (i.e.,
$3,571), and serviced lots costing 300 contos (i.e., $2,143) are well within the afford-
ability constraints of the initial HG. Core house costs will reflect those of unfinished
T-I, T-2, and T-3 units.

TABLE 6.2
AFFORDABILITY, BY INCOME GROUP, OF TRADITIONAL UNITS

(1) ©(2) (3) (4) (5) (6) (7)
( escudos) (escudos) (contos)
Monthly Available (escudos) Affordable (contos) Unit Sizes Affordable
Household for Payment per Loan Unit
Percentile Income Housing 1000 contos Amount Cost Zone 1 Zone 2 Zone 3
0-10% 27,100 6,775 5,737 1,180 1,243 - - -
10-20% 39,200 9,800 5,737 1,708 1,798 T-1 T-1 T-1
20-30% 44,600 11,150 5,737 1,944 2,046 T-1 T=-1 T=1
30-40% 53,200 13,300 5,737 2,318 2,440 T-1 T=1/T=2 T=1/T-2
40-50% 59,500 20,825 8,097 2,572 2,700 T=1/T=2 T-1/T=2 T=1/T-2/T-3

(Exchange rate: 140 escudos per dollar)

See Table H-2, Annex H for detailed explanations



6.3.4 Subsidies

Mortgages in Portugal, including those that will be financed through HG and IBRD
loans, currently carry an interest rate of 32.5 percent reflecting inflation in the
range of 30 percent. The Bank of Portugal and the specialized mortgage banks,
however, now provide subsidies of 1.5 to 5.25 percent depending on income, thus
reducing the rate for the income groups targeted by this program to 27.25 percent.
The rates on mcrtgage contracts are variable, though, and GOP strategy is to focus
on reducing inflation which would bring down mortgage rates. As rates come down,
these subsidies would be reduced and then eliminated. The GOP also provides
mortgage assistance to low-income families of 3-8 percent depending on income, but
this phases out by one-half percent per year in the first 5 years and one percent per
year thereafter. As long as inflation and mortgage rates are as high as they are in
Portugal, the GOP will have difficulty reducing mortgage subsidies. A ecritical first
step, however, is to help introduce norms and standards for public housing that are
affordable without subsidies.

6.4 Environmental Considerations

An Initial Environmental Examination was conducted and indicated that the potential
for adverse environmental impacts does exist in situations where land is to be cleared
and prepared for new construction.

Except for the home improvement and technical assistance aspects of the project, the
program will finance small- and medium-sized construction projects on a variety of
locations.

In the absence of identified sites for such new construction projects, the analysis of
the potential harmful environmental impact is based on the design and implementation
of similar projects in Portugal. The following potential impacts have been identified:

* Land Use. The character of the land will be changed in preparation for
construction. This will, of course, foreclose other uses. Applying sound site
selection criteria, however, will assure that other land uses as important as
low-cost housing will be considered.

* The increased population of those areas - coming from unsound housing in the
same urban area - will benefit not only from improved housing, but from
previously unavailable physical infrastructure.

* Water Quality. A potable water system will be provided to each project.
Existing water sources will be reviewed in the context of existing and future
demand and use. In addition, where a waterborne sewerage system is used, it
will be designed so as not to pollute the waterways or damage any existing
system.

*  Atmospherie. The program will cause no adverse environmental impact on air
or noise.

. Natural Resources. See Water Quality, above.

C g
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® Cultural. The program will cause no adverse environmental impact on the
culture.

¢ Socioeconomic. The program will have socioeconomic impacts to the extent
" that employment patterns of the target group may change as a result of
improved housing in a serviced neighborhood.

In Portugal, environmental protection is the responsibility of the Ministry of the
Quality of Life. This office establishes policies, prepares laws and sets regulations for
the protection of agricultural land, the nation's ecological system, water resources,
water quality and pollution. No urban development is permitted on agricultural land
without the required comprehensive Municipal plans as prescribed by laws and
appropriate Ministry approvals. Additional laws and regulations restrict development to
protect national ecosystems and water resources. Water pollution is governed by law
incorporating the National Building Code's standards on treatment of effluents and
provides for penalties of fines and damages. Potable water is regularly inspected by
the General Health Office and quality is set by law. Enforcement is carried out by
national institutions while comprehensive plans and sub-projects prepared by
Municipalities will be submitted for appropriate approvals as required.

In order to assure that any potential adverse environmental impact is avoided, each
site proposed for inclusion in the projeet will undergo an individual environmental
evaluation as part of INH's technical review. Identified concerns will be addressed
through sub-project design criteria to assure environmental soundness. Site selection,
site preparation, potable water, drainage, waste disposal, ete. will be examined in the
case of each sub-project. RHUDO will fully review and approve INH's regulations and
procedures with regard to sub-project level environmental evaluation, prior to the
disbursement of HG funds for any sub-project involving new construction. In addition,
AID staff and contractors assigned to work with the program, will perform spot
checks in the field to assure that there is Jocal compliance with INH requirements.

6.5 Social Soundness Analysis

6.5.1 Socio~Cultural Context

Between 1970 and 1981, Portugal's national population increased by 14.2 percent
rising to 9.24 million—reversing a decline in the previous decade. Its rate of urbani-
zation has also increased significantly from 1.5 percent per annum between 1960-70 to
2.5 percent between 1970-80. The urban population in 1981 was 3.3 million or about
one-third of the national total.

Eighty percent of the urban population is coneentrated in coastal cities with Lisbon
and Porto alone accounting for 50 percent. Since 1970, coastal urban areas absorbed
most of tne 600,000 refugees from Portugal's former colonies contributing to urban
population increases of over 10% in seven coastal districts between 1970~81.

o0 X
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Disaggregated data from the 1981 census is not yet available but 1970 census data
provides a general picture of housing conditions.

® 62,000 families lived in crowded quarters

* 35,000 families lived in shanty towns of which 91 percent resided in the’

Lisbon/Setubel industrial belt
®* TForty percent of families were poorly housed in Porto and Lisbon
* The housing shortage was estimated at 650,000 units

®* Of the 2.5 million units existing 1 million were built before 1920 and 1.6
million before 1945

¢ Major urban dwelling units were primarily rental: Lisbon-70.1 percent;
Porto-63.4 percent; Setubal-63 percent

* Low levels of service per unit: running water-47 percent; electricity-65 per-
cent; bath and toilet-33 percent.

The aging of the housing stock is of major concern particularly since rent control has
seriously contributed to the physical decline of the housing stock which also suffers
from a low level of services. Furthermore, as informal housing with no basic services
made a substantial contribution to the housing stock between 1970-81, it is likely that
standards of service have had no net improvement or have actually declined.

Estimates of household income distribution for Portugal are highly aggregated and
based on 1973/74 income and expenditure survey data. A 1983 urban income distri-
bution to the median monthly income assuming increases equal to inflation between
1982-83 with no changes in decile groups is as follows:

TABLE 6.3
HOUSEHOLD INCOME

BY DECILES
Ueclle Household Income {contos)
{contos) (sus)
1 27.1 194
2 39.2 280
3 44,6 319
4 53.2 . 380
5 (median) 59.5 425

During project design, an effort was made to disaggregate this data at the regional
level but due to data constraints this was not possible without introducing significant
margins of error. The urban distribution will be used to govern project design and
implementation using supplemental data as is available for each settlement and sub-
project.

7
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Housing sector policy reforms in Portugal must reflect the needs and income
constraints of households living in informal housing as well as the dynamies of this
important sector. Currently, the informal sector is largely considered a negative. The
HG pilot projects will gradually demonstrate that many of the shelter solutions used
in the informal sector such as low-cost upgradable housing are very positive. Closely
monitored and documented pilot projeects will help overcome socio-cultural biases in
this regard.

The formal sector is complex and tightly structured. A myriad of regulations deter-
mine access to dwelling unit types, finance, and rental conditions. Though the GOP
has made a serious attempt to improve access to acceptable housing, the existence
and growth of informal housing is a testament to the inadequacy of these efforts. Use
of conventional standards coupled with rising construction costs and interest rates
have made formal units increasingly unaffordable by most of the population. This, in
turn, has lead to greater subsidies.

Between 20-30 percent of new dwelling units in Lisbon are constructed by the infor-
mal sector outside the GOP's rent control, construction standards, and credit sub-
sidies. Building in this sector is a function of affordability: the capacity to save and
draw on informal credit networks. Units are occupied by both owners and renters with
rents freely negotiated.

Households eligible for credit or rental subsidies would generally prefer to remain in
the formal sector, but they must compete with other families with similar preoc-
cupations where the ratio of applicants per public rental unit is 100:1. Similarly there
is competition in the informal sector for land and rental units as well as infrastruc-
ture and legalization. The HG pilot projects will help reduce inordinate pressures in
both by incorporating into the formal sector the innovative and positive aspects of
informal shelter solutions.

Direct beneficiaries of the HG program will be those families adequately housed by
the project: newly formed families in independent housing; families living in
overcrowded conditions; and those which move from informal to formal housing.
Specific beneficiaries will be selected according to INH criteria, acceptable to AID. In
addition to any other criteria (e.g. family size, condition of present dwelling, etc.),
below-median-income status will be a specific requirement applicable to all direzt
beneficiaries of HG Project shelter assistance. Pilot project beneficiaries will par-
ticipate in the design and implementation of their housing in accordance with their
own needs and resources. The nroject will also stimulate the construction industry,
benefit the economy, and reduce Jnemployment in this sector.

6.5.2 Socio-Cultural Feasibility of the Program and Its Impact

Prior to 1970 population growth and inflation in Portugal were relatively stable. Since
then a massive influx of migrants and unprecedented inflation have created great
pressures on housing demand and credit. In turn, GOP efforts to control credit and
rentks have resulted in rising credit subsidies and stagnation of the formal rental
market.
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This HG Project seeks to demonstrate that decentralized, private sector oriented
options which may differ in form from that which has traditionally been provided, are
feasible for satisfying low-income family shelter demand. T e "new" programs portion
of the project, which includes home improvement loans, sites and infrastructure and
core housing, in fact, parallels informal sector efforts in meeting the housing short-
age. In some cases, the GOP and/or the municipalities have experimented with these
types of programs. The PRID (home improvement) program of the GOP and a sites and
infrastructure project in Evora are two examples of reasonably successful government
sponsored experiences.

There is a considerable willingness on the part of the municipalities to further
experiment with innovative shelter solutions, particularly as they see the central
government reaching its financial and managerial capacity under the existing scheme.
The willingness of low-income families to innovate in meeting their shelter needs has
already been amp’y demonstrated in the informal market. The programs will be espe-
cially attractive to lower-income beneficiaries, since they place fundamental emphasis
on individual family needs and resources (both financial and human) while guaranteeing
security in land tenure.

However, a complete GOP consensus for innovation and decentralization in shelter
does not yet exist, and, therefore, pilot projects located in municipalities which have
the appropriate implementation capacities, will be carefully selected to demonstrate
that the types of programs included under the HG can provide an alternative lower-
cost, socially and officially acceptable solution to low-income shelter needs. A focal
point of initial technical collaboration will be to assure the success of these first
projects and to help to transfer the experience to other municipalities and to the
central government, as well. As the pilot projects demonstrate that upgradable housing
permits lower-income families to satisfy their shelter needs in an affordable, safe and
healthy manner, it is expected that this approach will come to be broadly applied
throughout the publicly promoted housing program.

6.6  Economic Analysis

6.6.1 General

Since 1974, Portugal's economy has largely experienced expansion and growth but its
external position has remained unstable, substantial deficits were created in the post
1974 period, temporarily adjusted in 1978 only to deteriorate again in the early
1980's. Between 1980 and 1983, the GOP accommodated monetary and fiseal policies
which resulted in a rate of growth of real domestic demand higher than the OECD's
average. Concurrently, relatively rigid interest and exchange policies contributed to
capital outflows through the balance of payment's current acecount. Portugal's external
position was weakened further by a ten percent reduction in trade between 1979 and
1982, high interest rates abroad, the international recession, and poor weather which
caused rises in energy and agricultural imports. As a result, the current account of
the balance of payments rose from equilibrium in 1979 to 13.2 percent of GDP in
1982.

In 1983, following a series of other measures, Portugal adopted a stabilization
program supported by a stand-by agreement with the IMF which improved imbalances
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in the economy. The current account deficit dropped to 8 percent of GDP lower than
the stand-by agreement target. The budget deficit was also below the ceiling
targetted falling from 11.9 to 9 percent of GDP between 1982 and 1983. During this
period, merchandise exports rose by 20 percent in real terms and import volumes were
reduced by about 9 percent. Exports were encowraged by a 12 percent effective
devaluation of the escudo and its continued "ecrawling peg" devaluation. A sharp
reduction in inventories was a major factor in the decline of imports.

Administered price increases to reduce subsidies helped improve the fiscal balance but
also resulted in inflation rates on the order of 25 percent in 1983. Wages, on the
other hand, only increased at 20 percent resulting in a decline of real income.
Unemployment also rose from 7.4 percent in 1982 to 10.4 percent in 1983.
Nevertheless, despite the recessionary impact of stabilization measures, real GDP
declined by only 0.5 percent because of excellent external sector performance. This
was the first negative GDP growth rate since 1978.

The two sectors hardest hit by the economic recession in 1983 were transport equip-
ment and construction. The transport sector experienced a 30 percent decline in sales
of commercial vehicles while sales of cement indicate similar declines in construetion
activity in public and private sector housing expenditures. The latter was particularly
constrained by the availability and cost of credit for owner-occupied housing which
during 1983 declined by over 8 percent in real terms.

Developments in aggregate supply have reflected the changing orientation of the
domestic economy: stabilization in 1977-78; expansion in 1980; and restrained growth
in 1981-82. Certain sectors, however, including manufacturing and agriculture produc-
tion have been affected by exogenous factors much less favorable external demand
and climatic conditions respectively. The most dynamic sec‘ors and growth rates
achieved during this period included: industry (4.8 percent); contruction (4.3 percent)
services (3.9 percent) and agriculture (3.6 percent). In 1983, there was a considerable
slowdown in all sectors of the economy. Energy was the only sector that posted a
positive rate (9 percent).

The industrial sector has historically been the most dynamic element in Portugal's
economic development. It accounted for an average share of nearly 30 percent of
GDP between 1979-82. The sector's capacity utilization fell from 77 percent to 70
percent between 1982-83, bui export related industries have experienced an increase
in demand in conjunction with the international recovery and devaluation of the
escudo.

Agriculture accounts for 12 percent of GDP, employs 25 percent of the labor force,
and generates one quarter of merchandise export earnings. However, it suffers from
low productivity, long periods of stagnant output, and labor forece outflows.
Agricultural production grew at an average annual rate of 7.1 percent during 1978-82.
It fell by 9 percent in 1981 because of the drought, rebounded in 1982, but fell off
again in 1983. Traditionally, the agricultural sector has been plagued by price controls
and subsidies which have caused distortions in the use of farm resources. Adjustments
have been made under the 1983 stabilization program because of balance of payment
difficulties and reflect the GOP's desire to review price and subsidy systems.
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The services sector presently accounts for 52 percent of GDP. It grew at an average
annual rate of 3.9 percent between 1978-82. In 1983, the general economie slowdown
was also reflected in the services sector. On the whole, the sector declined by
1.3 percent; for the first time since 1978.

6.6.2 Capital Account and Reserves

The widening of Portugal's external current account deficit between 1978-82 was
accompanied by an inflow of short-, medium-, and long-term capital resulting in a
cumulative surplus in the overall balance of payments ($2.5 billion). In contrast, the
decline in the current account defiecit during 1983 was met by a sharply reduced net
inflow of capital and by a large net outflow of short-term capital. As a result, the
overall balance of payments was in deficit by almost $900 million.

The short-term capital account was a major factor contributing to the deterioration
of Portugal's overall balance of payments. After significant inflows during 1979-82,
there was a net outflow of around $500 million in 1983 primarily before the new sta-
bilization program was entered into. Since then, outflows have been reduced.

In 1983, Portugal's gross official foreign exchange holdings continued to decline,
reflecting the deficit in the overall balance of payments. By the end of 1983, these
amounted to $353 million or two weeks of imports. In addition, the value of
Portugal's gold holdings declined from $9.7 billion at the end of 1982 to $8 billion at
the end of 1983. This decline was caused by a reduction in the price of gold and
sales to finance the GOP's deficit. At the end of 1983, Portugal's total gross inter-
national reserves amounted to $9.8 billion or about one-year of imports.

6.6.3 External debt

Because of current and capital account developments, Portugal's external debt rose
steadily until 1982 and moderated in 1983. The total debt outstanding rose from
$8.9 billion in 1980 to $14.4 billion at the end of 1983. Total debt outstanding at
the end of 1983 was equivalent to 147 percent of gross international reserves.
Nevertheless, despite its increase in external debt and asset relationship, terms found
by the GOP in the international capital market were favcrable. In addition, the GOP
has continued to diversify its portfolio of foreign debt by borrowing deutsche marxs,
Japanese yen and US dollars.

Between 1979 and 1982 short-term external debt increased from $1.7 to $3.9 billion
rising from 23 to 30 perccnt of total external debt. The run-off of short-term debt
during 1983, however, reduced this debt to $3.4 billion or 24 percent of the total.
Portugal's rising short-term debt over the previous years was largely due to imports
of petroleum and other essential commodities financed through six-month foreign loans
and loan renewals to finance current account deficits. Since then, mechanisms to
control external debt have been established with IMF assistance to monitor debt
contraction and ensure that the short-term component is manageable.

Rising external debt, coupled with weak growth in U.S. dollar value export earnings,
has resulted in a deterioration of various indicators of debt service obligations. The
debt service ratio, including debt services to the IMF and amortization on short-term
debt, rose from 14.5 to 27.8 percent between 1980 and 1982. It rose moderately in
1983 to 28.25 percent in 1983 due to a decline in average interest rates on external
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debt. In 1984, due to amortization payments from large capital inflows required in
1980-82, the IMF expects debt service payments to exceed 36 percent of foreign
exchange earnings.

6.6.4 Impact of the Proposed HG Project

The proposed six-year $75 million HG Project for which $US 25 million is to be
authorized this fiscal year has been developed concurrently with a similar program by
the World Bank and is consistent with loan programs which the GOP and IMF favor
at this time. The HG loans will be long-term (30 years) with a 10-15 year grace
period. Interest rates will be very favorable in comparison to other GOP options such
as the Euromarket. The HG loan will be in U.S. dollars which is consistent with GOP
efforts to diversify its loan portfolio. The long HG grace period is particularly
attractive since it will allow the GOP to address its short- and medium-term debt
issues before repayments of principal are required while the loans provide needed
foreign exchange. The grace period will also permit the GOP to complete its stabi-
lization program which should also coincide with the general world-wide economic
recovery which is underway.

Direct domestic economic benefits from the HG Project will be much needed stimula-
tion to the construction sector (and related services) which was among the hardest hit
by the economic downturn in 1982 and 1983 resulting in a significant rise in
unemployment. The construction sector plays an important part in the economy as it
represents about 7 percent of GDP and employs about 10 percent of the labor force.
Nearly all construction materials are produced in Portugal and a large number of
peripheral small industries which produce construction materials and equipment depend
on this sector for survival. Estimated employment in these industries has traditionally
amounted to 15 percent of the labor force. In addition, the policy goals of the HG
project are consistent with those of the GOP's stabilization program which will bring
about reduced subsidies and better management of the housing sector.

Additional studies will be conducted for each sub-project during detailed design. In
general, however, the duration of construction and mortgage loans for each sub-
project will be much shorter than the HG loan maturity. This will permit the project
funds to be rolled over several times in the duration of the HG loan(s).

The extent of Portugal's external debt ($14.4 billion in 1983) will render the impact
of HG project and proposed authorization on Portugal's total debt service quite small.
Furthermore, the addition of this authorization and project is expected to have an
impact on total debt service of less than one percent. While Portugal's external debt
and rising debt service ratio is a problem, the GOP has taken measures to control
external and better manage short-term debt (current problems were largely caused
before the stabilization program was established). Its debt service ratio is about
equal to that of the average for developing nations.

Though the duration required for Portugal's economic stabilization and recovery is
unknown, the prognosis is very good in comparison to most developing countries. The
economy, restrained since 1981, responded favorably to the first stabilization program
in 1977 before suffering a downturn as the world-wide recession set in. Sectors such
as industry have been responsive to investment and opportunities for export have
demonstrated remarkable growth between 1979-82. The construction sector is expected
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to behave similarly. Though growth in the agricultural sector is dependent on
favorable weather conditions, the GOP is working to gradually improve structural
deficiencies in pricing and subsidy policies.

Overall, the GOP has demonstrated its ability to address its current economic dif-
ficulties through austerity and reform. Its continued willingness to devalue its
currency and maintenance of its reserves demonstrates monetary prudence.
Authorization of the proposed HG Project at this time will assist the GOP in these
continuing efforts.



7.0 EVALUATION

Given the progressive changes in GOP policy and implementation over the long-term
duration of this HG loan project, RHUDO/Tunis will be placing a great deal of impor-
tance on evaluation. Evaluation will be undertaken jointly with GOP representatives.

7.1  Evaluation Program

The Program Agreement between the GOP and AID will require the establishment of
an Evaluation Program for the HG Project and the development of a Project
Evaluation and Tracking System (PETS). The required Project Evaluations will focus on
the following:

®* An evaluation of progress toward attainment of the objectives of the Project,

* The identification and evaluation of problem areas or constraints which may
inhibit such attainment,

®* Assessment of how such information may be used to help overcome such
problems, and

®* An evaluation, to the degree feasible, of the overall development impact of
the Project.

As in all HG Projects, the Program Agreement will also require that a Program
Implementation Plan (PIP) be prepared and approved prior to contracting the Loan.
After an initial direect partial disbursement, it is assumed that the remainder of each
$25 million tranche will be disbursed to the GOP from an eserow account. Prior to
RHUDO approval of each disbursement from esecrow or otherwise the PIP will be
updated as necessary, to more closely reflect the actual implementation progress that
has been accomplished.

The RHUDO and the implementing ageney will review the updated PIPs and Progress
Reports that have been submitted to RHUDO to determine how close the project has
come to achieving the planned objectives for that particular time frame. If
appropriate, the targeted objectives for the next disbursement can be further revised
at this time.

As part of this process, RHUDO additionally develops routine reviews and summaries
of all ongoing project activities, so as to give an indication of the status of each of
the targeted outputs, the degree of completion that has been achieved, as well as a
statement of any problems and/or constraints to achievement of objectives. If possible
the revised PIP will also propose a method of resolution of these problems/constraints
during the next disbursement period.

In accordance with PRE/H guidelines on evaluation, a full, formal evaluation will be
carried out about three months prior to the anticipated date of authorization of the
second and third $25 million HG borrowings. The timing of subsequent tranches will
depend upon progress in implementing projects and in achieving the policy objectives
of the program. Based on the findings of these evaluations, the RHUDO will prepare a
full report on the status of the program discussing physical achievements, policy
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actions, institutional progress and other pertinent issues, for the consideration of the
Assistant Administrator (Near East Bureau) and as the basis for a decision to
authorize or delay the second and third tranche.

Major evaluations will be conducted by AID with the full participation of INH and
other GOP institutions. The scopes of work for the required technical assistance ser-
vices, as well as the Team's schedule, and the necessary meeting schedule will be
developed in cooperation with the GOP agencies. RHUDO/NE will budget for this cost
subject to the availability of funding from the Housing and Urban Program Support
Grant. Should such funding not be available, the bureau financial assistance will be
sought.

Program progress of two types will be evaluated over the life of the project: quan-
tifiable changes in housing production and municipality and cooperative participation;
and administrative evidence of GOP policy and implementation progress.

7.2 Quantifiable Indicators

There are a number of program elements that permit measurement of program
progress:

®* The number and types of shelter units completed. While a significant part of
the shelter produced under the project will be in the form of "traditional”
units, the proportion of this type of shelter is expected to decrease over
time. The "new" solution types (unfinished, core, and sites and services)
represent innovative departures for the GOP and its abi’ity to promote and
produce these kinds of shelter is of particular concern. With regard to future
authorizations, of specific interest will be the GOP's progress in meeting
objectives as to the proportion of "new" program solutions produced. Baseline
information with regard to previous GOP low-income shelter production is
already available to RHUDO.

* The income level of the family beneficiaries. This data is collected by the
promoting institution (cooperative or municipality) and, in fact, is assembled
and analyzed during the INH review procedure. In addition to the basiec HG
Program requirement that beneficiaries be below-median-incowe, collection of
this data will provide information as to the GOP's ability to reach different
low-income percentile groupings with the new program solution types.

¢ The number of promoters participating. This will be reflected in the number
of contractual agreements made by INH to cooperatives, municipalities, or
private developers. This data will help to determine the acceptability of new
program types, as well as to suggest any additional needs with regard to
project promotion. It will further serve as as indicator of the spread effeects
of the pilot projects and of INH's ability to provide technical assistance to
sub~-project sponsors.
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The above indicators are illustrative only and will be modified as appropriate during
the development of detailed scopes of work for any technical assistance which will be
required for the completion of the Evaluations.

7.3  Policy and Administrative Progress
Policy and administrative progress will be analyzed based on several key indicators:

¢ Strengthening of the Housing Secretariat's capability to prepare national
programming plans and priorities, to promote the alternative housing types to
developers, to prepare procedures which facilitate project processing and to
provide technical assistance to those developers. These elements will be
reflected in an increased professional staff within the MES, the GEP and the
INH and a substantial campaign of promotion to the local levels.

* The functioning of municipal housing departments to prepare viable three-year
(housing) plans, to respond to central government policy guidelines, to seek
and utilize technical assistance, and to encourage the acceptability of alter-
native housing types. In addition, the municipalities should show evidence of
cooperative and private developer participation in the program.

*  Similarly, cooperatives and private developers must show evidence of project
development consistent with program purposes.

The comprehensive evaluations (after disbursement of $25 millicn) will analyze these
issues to judge progress sufficient to enter into a subsequent loan agreement. Small
evaluations/reports will provide both AID and the GOP with an interim understanding
of progress, in order to be able to make any adjustments to the program as it is
being implemented. Selected topies will include:

* Technical Assistance. Is AID's technical assistance effective? Is it expediting
housing production consistent with the program intent? Is it leaving a system
or methodology in place for continued production? Is the technical assistance
provided by the GOP to the local level effective? Does it result in more
viable proposals to the GOP?

¢ Are local developers and the population in general accepting the reduced cost
housing types? Are the municipalities, cooperatives, and private developers
managing project construction well enough to utilize project financing effec-
tively?

¢ Are private developers becoming increasingly involved? If not, what obstacles
are being encountered to the:s involvement?

¢ Are the pilot projects having their intended effect? Are they showing that
the decentralized implementation system works, and that reduced standard
solutions are acceptable?



8.0 CONDITIONS AND CO\fENANTS

8.1 Conditions Precedent for First Disbursement

(1) Copies of INH charter, by-laws and certified statement of financial
condition.

(2) Statement of INH organizational structure and staffing plans, ineluding
designation of key personnel.

(3) Terms and conditions of any agreement between INH and the Ministry of
Finance and/or Central Bank for use of guaranty loan funds (i.e.,
exchange risk fee, interest rate and/or other charges).

(4) Statement of the rrrangements entered into to assure the availability of
long-term financing of mortgages originated under the Program including
terms and conditions of any agreements between INH and other credit
institutions.

(5) Statement of programming procedures, including time frame and instructions
to sub-borrowers, for 1985 program submissions to INH, ineluding a
description of INH procedures and criteria for review of proposals.

(6) Description of lower-cost pilot projects proposed for implementation during
the first two years of the Program and planning for future alternative
lower cost projects.

(7) Status report on passage and implementation of Development Contract Law.

(8) Policies and procedures for disbursement to sub-borrowers and for
monitoring INH financed projeets.

(9) Plans for providing development and implementation technical assistance to
munieipalities and other sub-borrowers.

8.2 Covenants

The Program Agreement will include a covenant that the GOP will support the
housing policy goals articulated in the 1984 Housing Policy Plan of the Secretary of
State for Housing dated November 30, 1983.
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ANNEX A

GOVERNMENT OF PORTUGAL' REQUEST (GOP)

£ ANEMBASIY L1SBON
10 SECSTATE WASHOC PRIORITY 3873
AMEMBASSY TUNIS PRIORITY

UNCLAS L1SBON 28614
AlDAC

AID/V FOR NE/MEUR (STERNE), PRE/H . OLINGER)
TUNIS FOR RHUDO QEIBSON)

€.0. 12356:0/A

.

SUBJECT: HOUSING GUARANTY I1)

BELOV PLEASE FIND THE TEXT OF THE LETTER RECEIVED FROGM
GOP SECRETARY OF STATE FOR HOUSING WHICH CONSTITUTES
THE GOP FORMAL REQUEST FOR ASSISTANCE UNDER THE

HOUSING GUARANTY AS WELL AS THE RESPECTIVE TRAWSLATION.
COPIES OF THIS LETTER WERE POUCHED ON AUGUST 23 TO
ME/HEUR (1. STERNE), PRE/H U. KOWLEY) AND RHUDO

{D. LEIBSOH). COPIES HAVE ALSO BEEN PASSED TO

RLA (A, WILLIANS).

QUOIE

EXHO SERHOR

NICHAEL tUXONSKI

DIREGTOR DO GABINETE DE COOPERACAO
DA EMBAIXADA DOS ESTADOS UNIDOS OA
ANERICA

NE SEQUEKCIA DE CONVERSACOES HAVIDAS ENTRE 0S NOSOS
0OIS GOVERNOS, NO SEMTIDO DE SER CONCEDIDA, A PORTUGAL,
ASSISTENCIA, AO AERIGO DO “HOUSING GUARANTY PROGRAM®,
REITERANSS A NESMA PRETEHSAOC.

CABE SALIENTAR, AINDA, QUE TAL RSSISTENCIA 3E INTEGRA-
RA NOS PROGRANAS DE HASITACAO SOCIAL DO GOVERND POR-
TUGUES.

;OH 0S MELHORES CUMPRIMENTOS

0 SECRETARIO DE ESTADO 0A HABITACAO € URBANISHD
SIGNED FERNANDO MANUEL DOS SANTODS GOHES

UNQUOTE

TRANSLAT 10H:

MR, MICHAEL LUXOMSK!
AID REPRESENTATIVE

FURTHER TO THE CONVERSATIONS ESTABLISHED BETVEEN OUR

TVO GOVERNMENTS WITH & VIEW TO GRANTING ASSISTANCE T0
THE PORTUGUESE GOVERNMENT UNDER THE °HOUSING GUARANTY
PROGRANS, VE HEREBY REITERATE THE SAME' INTEREST,

IT SHOULD AL30 BE NOTED THAT THAT AS3ISTANCE WILL BE
INCLUDED IN THE PORTUGUESE LOW-INCONE HOUSING PROGRANS.,
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ANNEX B September 27, 1984

ACTION MEMORANDUM TO THE ASSISTANT ADMINISTRATOR, NE BUREAU
FRCM: NE/PD, R. H. Bell < |

SUBJECT: Portugal: Authorization of the Low-Cost Shelter Project
Number 15G-HG-003

PROELEM: Your authorization o% a $14 million FY &4 Eousing
Guarantee (HG) and a $11 million FY 85 KG is required for the
izplerentation of the Low-Cost Shelter Project No. 150-EG-003
cescribed in the Project Paper for the subject project.

BACKGROUND: In 1982 the Government of Portugal (GCP) suggested that
the U.5. government consider including a new HG Program in Fortugal
as part of the final settlement to the U.S. - Portuguese negotiation
fcr airbase rights in the Azores. Subsequently AID agreed, in
principle, to provide up to $75 million in HG authority on the
conéition that a mutually acceptable housing program could be
identiiied.

As a first step in this process, a team of housing specialists
visited Portugal in 1983 to update the Fortugal Shelter Sector
Assesscent (SSA). After reviewing the updated SSA, the current GCP
activities in the Housing Sector and identifying opportunities for &
possible utilization of the kousing Guaranty (6G) Program in
Portugal, USAID proposed the outline of HG project to the GCP. The
Secretary of State for kousing and Urbanism's response to that
croposal formed the basis of a subsequent PID for the HG Project.
The design of the PID was completed in the fall of 15€3 and the KE
Bureau approved it on December 1, 1983.

A Froiect Design Team arrived in Portugal shortly thereafter. The
PP cesign effort continued through the spring of 1984. During this
nrocess USAID/Lisbon and RHUDO/NE continuously consulted with the
GOP and with various IBRD housing loan appraiszl teams. The IERD
also olans to extend financial assistance to the GCP in the Housing
Sector. It is anticipated that the IBRD loan and the KRG Project
will be similar in that they will finance the same types of housing
solutions, will seek to strengthen the same GOP institutions and
will support the same policy objectives. On September 16, 1584 the
NE Bureau reviewed and approved the PP for a HG project for Fortugal.

DISCUSSION: The Project Faper for the Low Cost dousing Project
(150-1G-003) outlines a six year Housing Guarantee (EG) Prcgram in
Portugal for a total life-of-project funding of $§75 nillion. The
Near East Advisory Committee (NEAC) declined, at this tize, to
zopreve or disapprove the $75 million overall program which was
proposed in the PP. FKowever, the NEAC approved the authorization .

WA
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e $25 million tranche to finance the inplementation of the
first phase of the proposed program.

The NEAC agreed that additional funding (i.e. two $25 million
tranches) will be authorized, at a later tize during the life
of the Project, if the GOP demonstrates actual progress, during
the initial phase of project implementation, in the achievement
of specific policy and organizational objectives. The Project
I-plementation Agreement for the HG FProject will incorporate
Covenants and/or Conditions Precedent which stipulate that
indications of achieving these otjectives will be the measure
of the progress that has been made in the following; (a)
lending funds to the beneficiaries at a mcrtgage rate which
will not increase the presently established rate of subsidy,
(t) the elimination of all housing sector subsidies, and (c)
the reduction of rent controls.

THe NEAC also approved, if the GCP agrees, the authorization oL
zpproximately $600,000 from ESF funding available for the FY
1685 Portugal program to finance the initial technical
essistance which is essential to the successful implementation
of the Program described in the HG PP.

The Project will finance eligible components of the GOP's
overall Housing Program over the next six years. The Program
consists of a mixture of existing traditional "Social housing'
programs and new non-traditional programs. The level of hHG
financing for the traditional programs will decline during the
life of the Project so as to provide a gradual increase in the
level of funding provided for the new non-traditional
orograms. The following table prcvides an illustration of the
>roposed use of HG funds during the life of the Project:

USE OF HG FUNDS BY PROGRAM TYPE

1 AUTHORIZATLON % FOR TRADITIONAL FPROGRAMS 7 FOR NEW PROGRAMS
First $25 million naximum 75% pinimun 25%
Second $25 million paximum 507 minimum S5C%
Third $25 nmillion paximum 25% minimum 75%
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The HG Project will assist the newly formed Instituto Nacional
de Habitacao (INH) to develop, establish and implement a
decentralized, locally-driven program of providing housing at a
lower per unit cost which is affordable to the low income
target beneficiary population. The Project will focus on
increasing the participation of municipalities, private housing
developers and cooperatives throughout the nation in the
planning and implementation of the GCP's Housing Program. The

roject will finance: (1) the construction of traditional
housing units for sale to low income beneficiaries, (2) loans
to low income families for improvement of residential
sroperties, (3) the acquisition and development of housing
sites by municipalities for subsequent sale to low income
families, cooperatives, and private developers, and (4) 'Social
Housing'' consisting of the development of one and two bedroom
units which will be sold to low income beneficiaries.

The Technical Advisory component of the Project will provide
assistance to the INH: (a) to formulate new policy initiatives
and develop apyropriate implementation procedures, (b) to
recruit and train staff, and (c) to develop pilot projects
which incorporate reduced and affordable housing standards to
be used as models for replication throughout the nation under
the overall GOP Housing Program.

CONCLUSION: The NEAC has approved the proposed Project
T30-0G-002 ind concluded that the program outlined in the PP is
inplementaile under the terms and conditions of the Housing
Guarantee Program.

R=COMMENDATION: That you sign below indicating your approval
of tne program described above and detailed in the PP for the
Portugal Low-Cost Shelter Project No. 150-HG-003 and that you
sign the attached Guaranty Authorizations obligating $14
million FY 1984 funding and $11 million from FY 1985 funding
for the subject Project.

<

Approved;

Disapproved

Date 98 SEP 1924

Attachments: a/s
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Guaranty Authorization

Project 150-HG-003
($14,000,000 - SEPT 28, 1984)

Provided From: Housing Guaranty Authority

Fcr: The Government of Portugal

Fursuant to the authority vested in the Assistant Administrator,
Bureau for the Near East, Agency for International levelopment, by
the Foreign Assistance Act of 1961, as amended (FAA), and the
delegations of authority issued thereunder, I hereby authorize the
issuance of guaranties pursuant to Section 222 of the FAA of not to
exceed fourteen million dollar ($14,000,0C0) in face amount,
assuring against losses {of not to exceed one hundred percent (1CG%)
of loan investment and interest) with respect to loans including any
refinancing thereof by eligible U.S. investors (Investor) acceptable
tc £.I.D. made to finance housing projects in Frotugal. The
Guaranty will assist in financing the housing program of the
Government to Portugal for. low income households throughout the
nation. Shelter activities to be financed hereunder specifically
include a mixture of existing traditional 'Social Housing' programs
.and new non-traditional programs. It is anticipated that the level
cf HEG financing for the traditicnal programs will decline during the
life of the Project so as to provide a gradual increase in the %evel
of funding provided for the new non-traditional programs.

This guaranty shall be subject to the following terms and conditions:

1. Term of Guarantv: The loans may extend for a period of up to
thirty years (3C) from the date of cdisbursement and may include
such terms and conditions as shall be acceptable to A.I.D. The
guaranty of the loans shall extend for a period beginning with
the first disbursemeat of the loans and shall continue until
such time as the Investor has been paid in full pursuant to the
terms of the loans.

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

snall provide for a full faith and credit guaranty to indemnify
A.I.D. against all loses arising by virtue of A.I.D.'s guaranty.
to the Investor or from non-payment of the guaranty fee.

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

Ocher Terms and Conditions: The Guaranty shall be subject to

sucn other terms and conditions as A.I.D. may deem necessary.

:_10,*9(1

. AntoinetteVtord, A/

] - e S ~e
s’bd Utc‘ ,’t‘t&'

« :Pate
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Guafanty Authorization

Project 150-HG-CO3
($11,000,000 - OCT 2, 1984)
Frovided From:u Housing Guaranty Authority

For: The Government of Portugal

Pursuant to the authority vested in the Assistant Administrator,
Eureau for the Near East, Agency for International Levelopment, by
the Foreign Assistance Act of 19€l, as amended (FAA), and the
delegations of authority issued thereunder, I hereby authorize the
issuance of guaranties pursuant to Section 222 of the FAA of not to
exceed eleven million dollar ($11,000,C00) in face amount, assuring
against losses (of not to exceed one hundred percent (100%) of loan
investment and interest) with respect to loans including any
refinancing thereof by eligible U.S. investors (Investor) acceptable
to A.I.D. made to finance housing projects in Tunisia. The
Authorization, when ccmbined with the authorizations dated
September 2% , 1684, brings the total amount of guaranties to te
issued for this Froject to twenty five million dollars
(825,0C0,000), (the '"Guaranty'"). The Guaranty will assist in
‘financing the housing program of the Goverrmment to Portugal for low
income households throughout the nation. Shelter activities to be
financed hereunder specifically includ2 a mixture of existing
traditional "Social Housing' programs and new ncn-traditional
programs. It is anticipated that the level of HG financing for the
traditional programs will decline during the life of the Project so
as to provide a gradual increase in the level of funding provided
fcr the new non-traditional programs.

This guraranty shall be subject to the following terms and conditions:

1. Term of Guaranty: The loans may extend for a period of up to
thirty years (30) from the date of disbursement and may include
such terms and conditions as shall be acceptable to A.I.D. The
guaranty of the loans shall extend for a period beginning with
the first disbursement of the loans and shall continue until
such time as the Tnvestor has been paid in full pursuant to the
teras of the loans.

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

N
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Government of Portugal Guaranty: The Government of Portugal
shall provide for a full faith and credit guaranty to indemnify
A.I.D. against all loses arising by virtue of A.I.D.'s guaranty
to the Investor or from non-payment of the guaranty fee.

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

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

W. Antoindtec

AT~ e

N ST
Ll EAERSABLD )
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TRANS, MEMO NO,

AID HANDBOOK 7, Appendix SA 7.7

| EFFECTIVE DATE
September 2, 1983

PAGE NO,

"THE HOUSING GUARANTY PROGRAM
STATUTORY CHECKL IST

NAME OF COUNTRY portyaa]

PROJECT NO. 150 -HG- 003

A.  General Criteria Under HB Statutory
Authority. "

Section 221(a)

Will the-proposed project meet the
following criteria.

(1)

(2)

(3)

(4)

is intended to increase the availa-
bility of domestic financing by
demonstrating to local entrepreneurs
and institutions that providing low-
cost housing is financially viable;

is intended to assist in marshalling
resources for low-cost housing;

supports a pilot project for low-cost
shelter, or is intended to have a
maximum demonstration impact on

local institutions and national
policy; and,

is intended to have a long run goal
to develop domestic construction
capabilities and stimulate local
credit institutions to make
available domestic capital and

other management and technological
resources required for effective low
cost shelter programs and policies.

Section 222(a)

N{11 the issuance of this quaranty cause

the
and

total face amount of guaranties issued
outstanding at this time to be in

excess of $1,718,000,000?

Will the aqueranty be issued prior to
September 30, 19847

ANNEX C

ANSWER YES/NO PUT PP PAGE

REFERENCES AND/OR EXPLANATIONS

WHERE APPROPRIATE

‘Ygs

Yes

Yes

Yes

No

Yes
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PAGE NO,

‘EFFECTIVE DATE

TRANS. MEMO NO,

SA-2 .| September 2, 1983 7:7

AID HANDBOOK 7

] ‘ ) -2-
Section 222(b)

Will the proposed guaranty result in
activities which emphasize:

(1) projects providing improved home

sites to poor families on which to
build shelter and related services;
or : :

(2) projects comprised of expandable
core shelter units on serviced sites;
or h'

(3) slum upgrading projects designed to
conserve and improve existing shelter;
or

(4) shelter projects for low-income people

designed for demonstration or institu-
tion building; or

(5) community facilities and services in
support of projects authorized under
this section to improve the shelter
occupied by the poor?

Section 222(c)

If the project reauires the use or con-
servation of energy, was consideration
given to the use of solar energy
technologies, where economically or
technically feasible?

Section 223(a)

Will the A.I.D. quaranty fee be in an
.mount authorized by A.l.D. in accordance
with its delegated powers?

Section 223(f)

Is the maximum rate of interest allowable
to the eligible U.S. Investor, as
prescribed by the Administrator, not more
than one percent (1%) above the current
rate of interest applicable to housing
mortgages insured by the Department of
Housing and Urban Development?

Yes

Yes - Unfinished and core
housing

Not yet determined

Yes - Major purpose INH

Yes - neighborhood infrastructure

N/A

Yes

Yes

@/
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Section 223(3)

(1)

 an——

Will the proposed Housing Guaranty
be coordinated with and complementary.

. to other development assistance in the

(2)

(4)

2

host country?

Wi1l the proposed Housing Guaranty
demonstrate the feasibility of

particular kinds of housing and other .

jnstitutional arrangements?

Is the project designed and planned
by A.I1.D. so that at least ninety
percent (90%) of the face value

of the proposed guaranty will be for
housing suitable for families below
the median urban income for housing
in urban areas, in the host country?

Will the issuance of this guaranty
cause the face value of guaranties
issued with respect to the host country
to exceed $25 million in any fiscal
year?

Will the issuance of this guaranty
cause the average face value of all
housing quaranties issued in this

fiscal year to exceed $15 million?

Section 238(c)

Wi11 the gquaranty agreement provide that
will cover only lenders who are "eligible
investors" within the meaning of this
section of the statute at the time the
guaranty is issued?

Criteria Under General Foreign Assistance
Act Authority.

Section 620/620A

(a)

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

I ] .TRANS, MEMO NO, EFFECTIVE DATE -| PAGE NO,
A HANDBOOK 7 7:7 September 2, 1983 S5A-3
- 3 -

Ygs - IBRD

Yes - Major purpose

Yes

No

No

Yes

Yes .
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PAGE NO,
S5A-4

EFFECTIVE DATE
Septemper 2. 1983

TRANS. MEMO NO,

1:7

AID HANDBOOK 7

(2) Is there any reason to believe that
circumstances have changed in the host
country so that it would now be in-
eligible under the country statutory

checklist?

'\ R

" No = Current USAID country
statutory checklist
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Goals

Increase the supply of houaing
affardable ta low income Ffami-
lies withaut increasing sub-
aldiea.

Purposes -

1. Support policiea toward
more affordable coats and
gubsidies;

2. Build inatitutional capa-.
city to develop and mansge
programu;

3. Intraduce alternative
prograns to lower coats;

4. Support decentralized pro-
duction and encourage pri-
vale sectar praduction of
low income houaing.

AMNEX E

LOGICAL FRAMEWORK

Portugal 150-4G-003

Verifioble Indicalors

Increase in public and private
sectar houasing supply over 5
yeors ta 1990 by 10% per year
with at leaat 50% costing less
than 2,100 contos per feaily
($15,000 -~ 1984 prices) and
aggregate GOP budgstary alloca-
tions averaging not mcre than
2,500,000 contos par year
(§17.9 million - 1983 pricea).

1. Implementatian of ths
Secretary of State's 1984
atatement aof policy objec-
tives;

2. Estublishment ana opara-
tional effectivensas with
sound financial management
of an intermediate finan-
cial insatitution, the
Inatituto Naecional da Habi-
tacsa (INil);

3. New programs aof home impro-
vement loans, aites and
infrastructure, nesigh-
borhood upgrading, cora or
unfinished housing, and
apartments with reduced
narms and standardaj

4. Publicly assisted programs
implemented by municipali-
ties, couperatives, and
private developera.

Heans of Verification

Recordas of the Miniaterio do
Equipamento Social (HES)
including analyaes by the Gabi-
nate de tatudos e Planeamento
(GEP).

Records of tha Instituto
Nacional de labitscaa (INH)
including ennual reviews and
projact reporting.

Assumptions

Political support of goals by
the people end their govern-
mentj Increases in construction
coate and land prices no
greater than increases in wagea
of low income familieaj con-
tinued capacity in the GOP
budget to carry current level
of allocationa to housing.

Approval by the National
Assenbly and the Council of
Hinistera of enabling legisla-
tion and regulations; adequate
budget and credit authority;
ability of the INIl to recruit
and crain managera and atsff;
adequate market for slternative
programa; and interest of muni-
cipalities, cocperatives, and
frlvate developars In praducing
hem.

L



Outputs

1. Line of credit thru INK
for traditionel one and
two badroom apartments
(1-1, 1-2)

2. Lines of credit thru INW
for home improvement
loans, aitva and infra-
atructure, neighborhaod
upgrading, core or un-
finished housing, end
standards

3. Technical Aasistance

Inputs

1. (lluaing Guaranty loana.

2. IBRD louns.

3. ODeneficiary Downpayments.

4. Hunicipalities, coops,
dovelopers (land and in-
direct costs).

5. ESF funded grants.

ANNEX E (Cont inued)

L DG ICAL FRAMEWORK

Portugal 150-1G-003

larqeta

1.

5.

Loans up to 75% of first
$25 million HG Autharize-
tion; up to 50% of sscond
$25 aillion IG Authoriza-
tion; up to 30% of third
425 million IG Authorizae-
tion; total up to 3,000
fumilies.

Loans of at least 25% of
Firat $25 million IG
Authorization; at least 50%
of second $25 million IG
Authorizetion; et least 70%
of third $25 million IG
Authorization; total up to
14,000 fanilies.

Resident advisor -~ 3 yeara}
short tarm advisoras - 20

montha; shert term training -
40 weeks and specisl satudies.

$25 million 1984-86
$25 million 1986-87
425 million 1987-89
$25 million 1985-80
$5 million 1906-89

$10 mnillion 19684-89

$500,000 1905-87.

Heana of Verification

1-2. Records of the Instituto
Nacionsl de Habitacao
(1K) including project
reporta.

3. Recorda of A.l1.D.

Records of A.I.D., the IBRD
and the Inastituto Nacional
de Hsbitacao (INN)

Assumptions

INH is able to promote alter-
nstivea to treditional apart-
menta with municipelities,
cooperatives, and private dave-
lopers; pilot homs improvesment
and infrastructure loans begin
in 1984-85; slternative pro-
gecta prepared on larger acales
985-85 for implementation
beginning 1986-87.

llouaing Guaranty loans Authorized
in FY B4; FY 85 or 85, and FY
B87; IBRD loen approved by Bank
Board early CY 85; ESF assla-
tance to Partugal spproved in

FY 85 and GOP agrees to allo-
cate $600,000 for TA.
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