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NOTE: The evaluation team was asked to use the PES format in preparing its 
report. The format has been modified where necessary to incorporate 
additional information requested in the scope of work. 

13. Summary
 

A. Program Targets: The targets of the Housing Guarantee Program in El 
Salvador (519-IIG-006) have been revised downward during the course of 
implementation. The time frame has lengthened and the total output has been 
reduced substantially from the original esrimates. The March, 1980 Project 
Paper conteinplated two phases: a fast disbursing (18 months) $9.5 million 
which would produce about 7,400 solutions; and a second phase of $5.5 million 
benefitting about 4,500 families, primarily in secondary cities. Originally, 
more than half of the total number of solutions were to be home iniprovenent 
loans. Lowever, a decision was made in 1981 to reprogram funds from hone 
improvement loans to new units, based on Lhe assumprion that new shelter could 
be produced more rapidly. As a result, the estimated output for the first W15 
million is now about 3,200 new shelter units, only 27% of the origLnal target 
of 11,800 beneficiaries.. At the same time, the expectations for rapid 
disbursements have not been met.
 

In September, 1982, a request was made for a supplemental authorization of 
$5 million to produce additional units. It was estimated that all of the 
units planned for the total authorization of $20.0 million would be completed 
by July 1984. The estimate was optimistic. Currently, 2,118 units are either 
fompleted or in execution, with completion dates in 1983. 

No. Units Expected Conpletion/Sales
 
734 (IVU I - 2 projects) Completed

434 (1 IVU project and part of
 

Prado3 de Venecia) May (699 applicants with downpayments)
 

399 (IVU II - 2 projects) September (800 "interested" families) 
551 (Rest S&L projects) November
 

2,118 Total completed or under construction
 

These projects account for approximately ll.7 million of the $15.0 
million already contracted. While other projects have been identified which 
will corpplete the total Program of $20.0 million, they are still in the 

1
approval process. Since projects take about 18 months from the time they
 
are initiated,2/ and since initiation dates are still unknown, it is 
unlikely that the final projects will be completed before the end of 1984.
 

I/ Private developers have two projects pending with the Financiera Nacional 
de Vivienda (FNV) for about 900 units with a value that exceeds t4.0 million. 
Projects will have to be adjusted to available funds. The Instituto de 
Vivienda Urbana (IVU) has made a request to the Minis terio de Planificaci6n 
(MIPLAN) for sole access to the new $5.0 million, presenting eligible projects 
with a value that surpasses that amount.
 
2/ The two IVU I projects took 25 months to complete !because of problems with 
water and electrical connections. The five projects which are currently
 
underway will be completed 16-20 months after initiat:ion. 

BEST
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There have been notable achievements in this Progr-im, such as the savings 
and loan system building its first low-cost projects. However, the 
achievements are dwarfed by the problem of slow disbursements. The Mission's 
urgency in dclivering housing, disbur-ing dollars to the Government of E1 
Salvador (GOS), and speeding national economic recovery, is shared by the 
Office of llousing and AID/ashington. Whereas 1G programs in some other 
countries have been equally lengthy operations, the crisis atmosphere in El 
Salvador has made the slow pace intolerable. 

B. Obstacles to Implementation: There has been concern that high intetest 
rates and the lac& of demand might be the principal impediments to the Program 
in El Salvador. Demand is not a problem, although sales and selection
 
procedures could be improved. Other areas have been identified which have 
affecteo botn disbursements and the achievement of program goals to a much
 
greater extent.
 

1. Administrative Procedures
 

The operat'onal structure in El Salvaoor is moxe complex thin in many 
other countries and is part of the reason for the lack of momentum in project 
implementation. The National Assembly needs to pass two decrees for every 
loan which is contracted and specifically designates which institution will 
receive funds, and the amount. .Passing a decree can take up to three months. 
In turn, the recipient institution signs agreements with project developers, 

,specifying the terms and specific amounts of money they will xeceive. faking 
changen at a later ti.ae is difficult, at best. Even if a different 
institution can produce units more quickly ttian the one designated for funds, 
the mone) cannot be rechanneled.
 

Since each tranche of money is handled as a discrete operation,
 
construction does not get underway until a developec is assured that funds are 
assigned. The RG loans are contracted in stages and each stage usually
 
depends on the production under the previous stage. Because of production
 
problems, the GOES has difficulty timing the contracting of loans to secure
 
terms which are most advantageous. Developers need construction financing for 
projects, but institutions have waited until loans are contracted to give
 
advances for construction from HG funds. Without production, HG dollars go
 
into an escrow account, inaccessible to the GOES as foreign exchange.
 

Also, if the unit prices change during construction, which has been the 
case under the Program, a lengthy review process is needed in order to modify
 
the agreements with developers. Developers work upder severe constraints
 
because of new arrangements with ANDA (Water Authority) and electrical 
.companies. They are now required to supply off-site infrastructure as well as 
the traditional on-.,ite water, sewerage and electrical lines, if the 
infrastructure agencies determine that off-site work is necessary. Since the 
reviews by ANDA and electrical companies have no set sequence, a developer may 
learn of new and costly requirements after a project is well underway. 

BES AV~"_ •J 
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2. Liquidity
 

IVU lacks liquidity to initiate new projects. The savings and loan systema 
has a large inventory of unsold, ex'pensive houses and apartments and lacks 
incentives to initiate new projects. The GOES has not been able to help with 
liquidity since counterpart funds have not oeen available; only recently 1.8 
million were generated as counterpart from escrow earnings. 

Because of capital constraints, large hG advances have been needed, but
 
these were not available early in the Program. With a second disbursement in
 
1981, the total advance was increased to $6.0 million which has been
 
maintained to date. (See Anne. B for dates of financial transactions.)
 
Currently, IVU's ourstanding advance represents 78" of the value of
 
disbursements expected for the three projects under construction. But IVU
 
lacks funds to initiate new projects which are projected for the FY '82
 
authorization of $5.0 million.
 

When the transactions for the February 1983 disbursement are completed,
 
the Lotal advance for the current projects financed through the savings and
 
loan system (rASA) will represent 70% of the value of those project,. When
 
pending private sector projects are approved by the FNV, the ratio of advance 
to construction will be reduced to about 39%. The central institution (FIIV) 
does not have resources available to comple'ent the advance. (It should be 

,noted that the F11V's participation in the hG Program has actually had a 
negative impact on its financial picture to date. Remedial action i- beir
tdken by the GOLS.) 

High advance levels can be maintained for projects which are under
 
construction, and perhaps increased proportionate to the value of those 
projects. But advances cannot be made against projects which will be financed 
under future loans. Unless working capital becomes available to institutions 
from other sources, it will be impossible to bui'ld momentum into the JIG 
Program.
 

3. Policy Issues
 

In concentrating so much on rapid disbursements, a general vision of
 
low-cost housing strategies has been lost. There is need to focus more on the
 
housing programs of the FNV and IVU, determine where they best fit into the
 
overall sector, and utilize 1IG resources to strengthen thoc institutions. 
Also, there is concern for expanding both the number and the kinds of housing 
servises provided, to expand geographical coverage and to reach more families 
who are lower on the income scale. Fast disbursement has been used to just ify 
higher cost solutions since institutions have indicated that such projects can 
be built more quickly. Since some of these projects require 20 months to
 
complete, the time assumptions warrant review and should be weighed against
 
lost benefits, i.e. greater number of units.
 

IVU's legislative mandate is to serve middle and low-income families. At 
the same time othor institutions, in particular the Fondo Social de Vivienda, 
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have entered the middle-income market on a large'scale, and with highly 
subsidized interest rates, making IVU's projects so',,ewhat redundant and less 
necessary in that part of the market. To secure a firm place in the housing 
sector, IVU should be concentrating on low-cost housing. Yet up until now it 
has sought ways to continue its traditional prograw.iing,, and is using 11G 
resources as a vehicle to do so. It is adjusting projects currently in-hand 
in order to fit into the HG structure, rather than designing arV pionoting new 
low-cost typologies which meet the paying capacitics of low-income groups. 
There has been pressure on AIL) (especially from the INV) lo reassess the 
median incone figure and raise the loan ceiling so that higher cost units can 
be made elegible under the Program. The emphasis should be the opposite, 
building less in order to reach poorer families. Also, the available data 
does not justify changing the income criteria of the Program at this time. 

At the same time, IVU has a small program for slum upgrading and sites and 
services, funded with inteinal resources in oider to provide much lower 
interest rates. Currently, only six project worth about 1.5 milliou are 
being funded. In 1980, IVU proposed to the World dank a total program with an 
estimdtcd cost of close to s0 million. World Bank tunding was not 
forthcoming. HG resources should be expanding these kinds of projects as well 
as funding the higher cost units' which are currently in the pipeline. (IVU 
officials have indicated that the interest rates of some of the current 
projects, as well as future ones, might be adjusted to conform to the 1IG 
PRogram.)
 

The savings and loan system is producing low-cost units for the first time 
in its history. The fact that these units are being sold at market rates is 
of particular importance, since the programs may have an important 
demonstrative effect in the sector, proving that subsidized rates need not be 
used for low-in,ome families. HG resources should be used to encourage 
expansion of these programs, but with more attention to the internal financial 
structure of the FNV and the associations. (See next section.) If benefits to 
the system can be more clearly defined, internal resources may be brought into 
play for low-cost housing when the savings and loan system becomes solvent 
again.
 

Along with continuation of low-cost projects like those underway, the 
potential of the savings and loan system as a vehicle for a home improvement 
loans program should be analyzed. If a structure can be established, the 
program should be reactivated. This kind of progcam could *reach families who 
are very low on the income scale and could provide vdrious financial benefits
 
to the system. 

4. Financial Constraints
 

At the government level, it has been difficult to separate the HG dollar 
transactions fiom the colon operation. While theoretically the RG dollar loan 
is made to the government and the government in turn lends colonLs to 
participating institutions at the interest rate it sees fit to use, up until 
now the terms of the dollar loan have been passed on directly to the 
institutions receiving colones. The Central Bank has required this
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structure. An effort should be made to change -this policy. 

With regard to internal distribution of fund9, because of the way the fIG
 
Program has been structured so far, the FNV actually has been losing money by

having to transfer some of the 11C funds to IVU at a lower interest rate than
 
the cost of funds, i.e. 14% money passed at 10% for IVU I and at 12. for IVU 
II. While this problem may be rectified by an amendment to the GOES-FNV 
agreement which defines the terms at which funds are transferred, the fact 
that the structure was imposed on FNV in the first place has created confusion 
in the instiLution about the goals of the HG Program and the benefits of 
participating. The 1NV's future 11G lending operations should clearly support
the system; the first step is separating FNV completely fiom IVU's operation.
Any additional funds for FNV should be for exclusive use of the associations. 
Low-cost ESF funds could be of considerable benefit to participating 
associations. 

By law, IVU's maAimum lending rate is 12%. The project which are 
currently being financed through the HG Program are at 12% but IVU uses 
various interest rates for its other programs. A draft decree to remove tne 
interest rate ceiling is being considered. If this legislation passes, IVU's 
internal interest rate structure should be revised to be more in line with 
market realities ana its interna*l IVU's isfinancial needs. liquidity problem
directly related to its financial and administrative polic.ies. Unless these 
Are revised, IVU's will not achieve a sound financial position. 

C. Next Steps:
 

1. Definition of Strategies
 

Mission personnel in El Salvador have suggested an alternative which may
be the only way to accelerate the HG Program in El Salvador. If ESF funds can 
be made available as working capital, new projects could be initiated 
independent of the status of pending HG loans. Combined advances and ESF
 
could create sufficient capital to provide momentum. With disbursement of HG 
funds, the original ESF funds would be freed up for new projects. Given the
fact that ESF funds have almost no cost, care would need to be taken that the 
projects are developed with terms and inLerest rates consistent with HG 
financed projects.
 

ESF would also provide leverage to achieve programmatic goals, i.e. 
financing lower cost typologies through IVU, and providing incentives to the 
savings and loan system to continue low-cost projects and initiate home 
improvement loans. For example, if ESF funds are provided to the Savings and 
Loan system for the continuation of projects like "Prados de Venecia" and 
eventually for a home improvement loans program, these funds would generate
income for the system until such time as higher-cost 5IG funds come into play.
This would improve the financial position of participating associations, and
 
provide additional capital for new projects. 

it is recommehded that ESF funds be made available to establish a rotating
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-TA program initiated with FNV and IVU. Of particular importance ate (1)
 
a policy level seminar for FNV officials and presidents of a.sociations on the
 
objectives of 11G Program and the financial benefits of participation; and (2)
 

assistance to IVU on medium-term program, to combine and coordinate its
 
upgrading activities with the department which handles new shelter
 
construction. The medium-term program will provide the basis for the funding
 
levels requested for the FY '83-84 11G authorizations. (See Annex C for more 
detailed technical assistance program.) 

-Contracting procedures initiated for t5.0 million of FY '82 authorization. 
-ESF funds are disbursed to IVU and work is initiated against the new $5.0 

million. (ESF is combined with May disbursement for worKing capital.) 
-ESF funds are disbursed to FNV for new eligible projects. 
-FY "83 authorization requested.
 

3. Expansion of the Institutional Structure of the HG Program 

It has been suggested that other institutions, especially the Fondo Social 
de Vivienda (FSV), should be included in the HG Program in order to produce 
-more Vnirs more quickly. Of the various housing institutions opetiring in l 
Salvador, the FSV is one of the largest producers. However, for inclusion ill 
the 1G Program the key is "eligible" mortgages. Tne average unit price of FSV 
is close to C.18,000.00, but more importantly its interest rates are between
 

5-1%. FSV officials have indicated that they are not interested in changing
 
the institution's interest rate structure nor in participating in the HG
 

Program. The institutions currently participating either usse market rates
 
(Savings and Loan System) or have modified their interest rates (IVU). Tnese
 
institutions are capable of producing more snelter projects and should remain
 
the main thrust of the 1IG Program for the foreseeable future.
 

14. Evaluation Methodology (Reason for evaluaton, Methods, Sources)
 

There has been concern at all levels within AID about El Salvador's 1IG 
Program. The Program has taken almost twice as long as originally estimated; 
figures on units constructed and sales have been confusing; each updated 
target subsequently has needed to be revised. The evaluation was proposed as 
a means to analyze the obstacles to disbursements and to make recommendations 
which could accelerate the program. Since new funds were authorized in FY 
1982 ($5.0 million) and additional funds are being considered for FYs '83 and
 

'84, questions have arisen about the absorptive capacity of tne institutions 
with which we are working, and whether alternative institutions could be 
used. The final scope of work was described as a "truncated shelrer sector 
assessment" because it included ideas and questions that go far beyond an 
analysis of the program's current structure. 

Given time and personnel constraints, the evpluation will not be able to
 
address all of the concerns laid out in re scope of work. Over the ne.t tive
 
months, various techncial assistance activities should be programmed. These
 
complement and expand upon the evaluation effort. The evaluation report
 
describes how the program has functioned up until now, the reasons for some of
 
the delays which have occurred, and provides a strategy for the next five to
 

http:C.18,000.00
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fund for participating institutions which capitalizes itself over time. The
 
distribution of ESF would depend upon the amount of funds available. The
 
colon equivalent of 10.O million would provide the gicatest flexibility. If
 
between $5.0 and $10.0 million can be made available, they should be divided
 
equally between the FNV and IVU for new projects. If less than +5.0 million
 
are available, IVU should be given priorkt) to initiate some of the projects
 
projected for the 5.0 m1]lion which will be contracted this year. With the
 
establishment of a mechanism for disbursing ESF funds, two separate lines'of
 
action stiould be begun simultaneously:
 

(1) Funding new IVL) projects, with the condition that IVU includes 
upgradin, or sites and services projects in addition Io the higher cost 
units it is currently pioposinc . The projects would move forward 
independent of the three 1VU plojects which are currently under 
construct ion. 
(2) Transferring ESF funds to FNV to use within a given period of time, 
for new: projects like those Hhich are undei,?av, Providing the syst .u rlth 
margins uhLh will increase liqUIdity. Sufficient ESF funds would be 
needed to be able tc contLinue product-on at a reasonable level. $5.0 
million would produce about 900 units using similar unit design and cost 
figures to those currently under construction. At this level of funding, 
it would be possible to require that the FNV open a new line of credit for 
home improvement loans when ESF funds turn overe.g. designating about 
$1.0 million to initiate this operation foi low-incorie families. The 
leverage for inititating a home improvement loans program depends on the 
availability of a sizeable fund.
 

A reasonably large working capital fund would provide momentum in project 
construction. The HG contracting process could occorr simultaneously with
 
project inititation, or after the fact. If fewer ESF funds are available, the
 
impact will be less, but still positive.
 

2. Specific Steps 

-The pending private sector project(s) are approved by the FNV for the
 
remaining funds already contracted (approximately t3.3 million).
 

-Disbursements are made against the "Jose Simeon Canas project" (UVU) and 
part of "Los Prados de Venecia" (S & L) and for adv.ances for new projects. If
 
possible, all $5.5 million are disbursed from escrotw.
 

-New IVU projects are approved for the t5.0 milion authorization, 
including upgrading and sites and services projects7 AID agrees that the HG 
funds, when contracted, will be exclusively for IVr..
 

-AID/El Salvador determines amount of ESF funds .available and establishes 
-mechanism to disburse them to the GOES.
 

-The GOES arranges mechanism to disburse funds clirecrly to institutions.
 
(The FNV may be a recipient but cannot be the proxy, (of the GOES in
 
distributing to other institutions.)
 

-A memorandum of understanding or agreement is ssIgned between AID, IIPLAN, 
FNV, and IVU which outlines use of funds and the dismtribution of margins. 

.(See'ANNEX D)
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to bankruptcy by the end of 1981,/ the normal relationship with developers 
changed completely. Now developers must build both the on-site and 
complementary off-site insirastructurc, if requtied. The work is supervised, 
inspected, and approved by ANL)A. Construction costs accrue to the project.
 
Once operating, the final system must be turned over to AND,\. A similar 
Situation exists with CAESS although the causes are slightly 
different. Tne concession, owned by a foreign firm, may not be renewed in 
1984 when the cuLrent contract expires. Therefore, the co.1pany is not willing 
to make major investments. Previously, tne off-sire and on-site connections 
were made by CAESS free of charge since cost recuperation was distributed over 
the entire system. (CAESS works in the Metropolitan Area of San Salvador and 
some secondary cities.) 

Some-developers do nor have the expertise needed to carry out the work. 
IVU, for instance, has resorted to contracting ANDA for the work it previously
 
carried out automatically. Whether the work is contracted vr done in-house, 
the developers have had to gear up for work which previously was not their 
domain. IVU was caught off-guard in 1981, and the long delays in making water 
and electrical connectiois in the IVU I projects were directly attributable to 
the confusion caused by the new requirements. Now the institutions -Ire fully 
aware of the additional requirements and include rhcm in their programming 
although the total costs are noE always Known at the outset of constuction. 

Because of the new rules and because of uncertainties which are built into 
the design/approval process for projects, project developers are faced with
 
much higher ris'-s Lhan before. Once projects are approved in principle by 
ANDA and CAESS, developers prepare plans, secure Interim financing, and 
actually begin construction before the "details" of ANDA and CAESS 
requirements are known. There is no set sequence for ANDA and CAESS reviews. 
If recommendations require additional expenditures, a developer may already be
 
well along in the urbanization and construction of the project. Often 
assumptions prove incorrect. In the case of "Prados de Venecia", CAESS 
required that the developer install a main electrical line over one kilometer 
long instead of accessing to an area next to the project site. An additional
 
C.335 per unit is attributable to this electrical work. The total increment,
 
if approved by the FNi 2 /, represents an increase of 5.2% from the original
 
estimated cost per unit.
 

The developer of "La Toma" in the secondary city of Aguilares has a much
 
more serious problem since the infrastructure which was required by ANDA is
 
extremely costly. The developer planned to hook up to the Aewerage lines 
contiguous with his project site. Because ANDA determined that those lines 
did not have the proper carrying capacity, the developer is currently 

I/Most of El Salvador's infrastructure agencies are in serious financial 
Trouble. The priority has been rebuilding damaged systems in war zones. 
2/ A developer is allowed to request a revaluation of unit price based on 
additional costs for labor and certain regulated marerials, e.g. cement, as
 
well as the outlays requited by ANDA and CAESS. Although IVU is affected by 

.the same difficulties, it usually does not dsK for revaluations of unit costs, 
absorbing addition'al costs by reducing the value of tZie land which it owns. 
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six months. It addresses the potential for expansion of the institutions 
which are currently participating, and whether the Fondo Socidl de Vivienda 

(FSV) should be included in the HG Program. 

Information was derived from project files and from interviews with
 

Mission personnel and policy-level, technical and social staff of the key
 

hqusing and urban development institutions in El Salvador, and trom site
 

visits to projects and informal interviews with beneficiaries. The persons
 

contacted are listed in Annex A.
 

15. External Factors (Major changes in project setting, Continuing validity
 

of assumptions)
 

With'the continuation of the civil war, El Salvador's econtumic crisis has 

deepened since 1980 when the Project Paper was prepared. It is instructive to 

review the assumptions in the Logical Framework (Annex B of Project Paper) 

which are related to the achievement of the goal, purpose, and outputs. 

Assumpt ions
 

"Political Stability achieved."
 

"Programs supported by other donors implemented as planned."
 

"Qualified directors remain as heads of key institutions involved in project
 

implemnentation. Housing sector institutional and financial strucrue
 

rationalized "
 

'nflarion rate doesn't exceed rate projected in PP." (18% 1979, projected up
 

to 20-30% PP p.3 .)
 

"No shortage of building materials."
 

Except for inflation, it might be said that none of the assumptions have
 

been valid for the Program up to this rime: The political situation remains
 

volatile. Institutions such as the World Bank and the IDB have a morntorium
 

on lending to El Salvador. The Government and the heads of participating
 

institutions were changed in 1982, causing difficulties in program continuity
 

and in the contracting of the $5.5 million tranche. The rationalization of
 

the institutional and financial structure is far from accomplished. Finally,
 

the lack'of foreign exchange has caused shortages of imported building
 

materials, some of which are critical to project comple'-on, e.g. pumps for
 

wells to provide potable water to new units. While no official statistics are
 

available, it appears that inflation is lower than projecred (estimates range
 

from 7% to 11%) but this can be attributed to deepening recdssion rather than
 

to positive economic indicators.
 

The new arrangements between project developers and the Water Authority
 

(ANDA), and the largest company for the distribution of electricity (CAESS)
 

should be included under "external factors". Prqviously ANDA supplied all
 

off-site infrastructule for urbanizations. Once a project was approved, the
 

developer was able to lay out the internal distribution uerwork for water and
 

sewerage connections with the assurance that hook-ups could be made when the
 

project was completed. ANDA either extended the main lines of a system or dug 

on-site wells to supply the new housing developments. Because ANDA was close 
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"Inflation rate doesn't exceed rate projected in PP." (18% 1979, projected up
 

to 20-30% PP p.3.)
 
"No shortage of building materials." 

Except for inflation, it might be said that none of the assumptions hive 

been valid for the Program up to this time: The political situation remains
 

volatile. Institutions such as the World Bank and the IDB have a moratorium 

on lending to El Salvador. The Government and tne heads of participating 

institutions were changed in 1982, causing difficulties in program continuity 

and in the contracting of the $5.5 million tranche. The rationalization of 

the institutional and financial structure is far from accomplished. Finally, 

the lack of foreign exchange has caused shortages of imported building 

materials, some of which are critical to pAoject completion, e.g. pumps for 

wells to provide potable water to new units. While no official statistics are 

available, it appears that inflation is lower than projected (estimares range 
from 7% to 11%) but this can be attributed to deepening recession rather than 
to positive economaic indicators.
 

The new arrangements between project developers and the Water Authority
 

(ANDA), and the largest company for the distribution of electricity (CAESS) 
should be included under "external factors". Previously AiDA supplied all 

off-site infrastructure for urbanizations. Once a project was approved, the
 

developer was able to lay out the internal disrriburion ietworl, for water and 

sewerage connections with the assurance that hook-ups could be made when the 

project was completed. ANDA either extended the main lines of a system or dug 

on-site wells to su'pply the new housing developments. Because ANDA was close 



9
 

to bankruptcy by the end of 1981,J/ the normal relationship with developers 
changed completely. Now developers must build both the on-site and 
complementary off-site insfrastrucrure, if required. The work is supervibed, 
inspected, and approved by ANDA. Construction costs accrue to the project. 
Once operating, the final system must be turned over to AND.\. A similar 
situation exists with CAESS although the causes are slightly 
different. The concession, owned by a foreign firm, may not be renewed in 
1984 when the current contract expires. Therefore, the company is not willing 
to make major investments. Previously, tne off-site and on-site connecrions
 
were made by CAESS free of charge since cost recuperation was distributed over 
the entire system. (CAESS works in the Metropolitan Area of San Salvador and 
some secondary cities.) 

Some' developers do nor have the expertise needed to carry out the work. 
IVU, for instance, has resorted to contracting ANDA for the woik it previously 
carried out automatically. Whether the work is contracted or done in-house, 
the developers have had to gear up for work which previou.ly was not their 
domain. IVU was caught off-guard in 1981, and the long delays in making %:arer 
and electrical connectios in the IVLU I projects were directly attributable to 
the tonfusion caused by the new requirements. Now the institutions are fully 
aware of the additional requirements and include them in their programming 
although the total costs are not always Known at the outset of construction. 

Because of the new rules and because of uncertainties which are built into 
the design/approval process for projects, project developers iie faced with 
much higher r.sks than before. OLc..e projects are approved in principle by 
ANDA and CAESS, developers prepare plans, secure interim financing, and 
actually begin construction before the "details" of ANDA and CAESS
 
requirements are known. There is no set sequence for 04DA and ChESS reviews. 
If recommendations require additional expenditures, a developer may already be
 
well along in the urbanization and construction of the project. Often 
assumptions prove incorrect. In the case of "Prados de Venecia", CAESS 
required that the developer install a main electrical line over one kiloweter 
long insLead of accessing to an area next to the project site. An additional
 
C.335 per unit is attributable to this electrical work. The total increwent,
 
if approved by the FNV2 /, represents an increase of 5.2% from the origitial 
estimated cost per unit.
 

The developer of "La Toma" in the secondary city of Aguilares has a much
 
more serious problem since the infrastructure wnich was required by ANDA is 
extremely costly. The developer planned to hook up to the sewerage lines
 
contiguous with his project site. Because ANDA determined thaL those lines 
did not have the proper carrying capacity, the developer is currently 

I/Most of El Salvador's infrastructure agencies are in serious financial 
trouble. The priority has been rebuilding damaged systems in war zones. 
2/ A developer is allowed to request a revaluation of unit price based on 
additional costs for labor and certain regulated materials, e.g. cement, as 
well as the outlays required by ANDA and CAESS. Although IVU 1c affected by 
the same difficulties, it usually does nor asK for ievaluarions of unit costs, 
absorbing additional costs by reducing the value of the land which it owns. 

http:previou.ly
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finishing a sewerage trunk line which is approximately 1.5 kilometers long, 
built under extraordinarily difficult circumstances. The average unit cosr ot 

"La Toma" is now estimated to be C.14,700 instead of the original estimate of 

C.ll800, and increase of almost 25% per unit. Even with these increases, 

this project should be elegible under the 11G, i.e. affordable to the 
below-median income population, but the margin has decreased substantially and 

there may be difficulties in marketing the more expensive units. (The final 
costs estimates have recently been submitted Lo FNV for approval.) 

16. Inputs (Quality, quantity, timeliness; changes needed)
 

The 11G Program represents just one component of tile $33.35 million 
"Margincd Community Improvement Project" (519-0251). The distribution of the 
total package, slightly revised frorm the Project Paper, is provided below. 

Disbursements have been completed for the other program components..!/ 

Combined DL, DG, 1G & GOES Counterpart 
(in millions US$) 

Community Basic Services $11.850 

Agrarian Reform Support .200 
Small Butsiness Loans 2.151I 

Shelter (G) 18.750 
Planning Phase II .300 

Evaluation .100 
TOTAL $33.350. 

*Includes $3.750 million of GOES counterpart funds.
 

While the conceptual framework of the HG Program was divided into two 

phases, this phased plan is no longer operable. The use of "Phase I" and 
Phase II" is misleading and should be dropped. The total HG program has been 

increased to $23.750 million, with the authrorization of t5.0 million in FY 
1982. The counterpart funds of *3.750 million remain unchanged. Only $1.872 

million of counterpart has been made available to date, from the interest 
earned on escrow. With the February 1983 disbursement, the escrow account wa% 
closed and the colon equivalent of interest earnings were placed in a special
 

counterpart account. (See Annex B) Given the severe economic constraints in
 

El Salvador, additional counterpart funds may be difficult to secure.
 

I/ An audit of the largest component outside the HG Loan, Community Basic 
Services, was conducted in May 31, 1982. At that time 87% of the prograimned 

funds had been disbursed and the remainder was largely a matter of 
reconcilation of accounts. Two institutions (Direccion de Desarrollo Comunal 
- DIDLCU - and Oficina de Recursos Especials - ORE) supervised various 
executing agencies which carried out a total of 431 sub-projecrs (roads, 

drainage, bridges, water, electricity lines, etc.) in approximately 18 
months. Although no records were reviewed, according to Hission personnel rile 
small business component has been fully disbursed, with' donand neceeding 
^vailable fund,;.
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A. Production of Shelter and Disbursements 

The following table provides an estimate of disburbementis for projects 
which are currently under construction. It includes the IVU I projects for 
which there is a disbursement still pending of approximately 2OO,000. Those 
projects were initiated against the first t9.5 nillion which was contracted in 
November 1980. Since the unit prices have increased, part of the t5.5 million 
currently is escrow will need to be utilized for these projects. The FNV has 

not yet approved projects for the remaining funds (of the t15 million
 
contracted).
 

Projects No. Units Est. Disbursements*
 
IVU I (2 Projects) 734 Completed $3,G24,960 ($190,840 pending) 
IVU (Jose Simeon Caftas) 200 est. May 1,254,000 
Prados de Venecia(part) 234 est. May 1,276,430 
IVU (San Martin) 133 est. Sept. 833,910 
IVU (LLanos del Espino) 266 est. Sept. 1,667,820 
Prados de Venecia(part) 239 est. Nov. 1,303,704 
La Toia 312 est. Nov. 1,774,085 

2,118 11,7J4,909
 
*Total Cost lesn 5% downpayment of beneficiaries.
 

B. Planning Component 
The component "Planning for Phase II" supports the shelter program and 

originally was a CondiLion Precedent for Phase II disbursements. The 
Sub-Secrerary for Housing and Urban Development (HlUD), established in 1919 
under the Ministry of Public Works to provide guidance to the sector, is 
responsible for this component. The initial conception of the Program was to 
extend housing services to secondary cities in Phase II. However, the 
geographical framework of the Program was not possible to maintain since the 
decision to build in secondary cities has depended more on assessments of the 
feasibility of operating in particular zones than on estimated needs, demaand 
and the careful programming of resources.!/ Tnerefore, this component's 
activities are no longer linked to the planning of specific projects, but 
rather to development of the sector's policies and structure. While overly
 
ambitious for the short run, many of the component's oojectives remain valid. 

1. Develop shelter sector coordinating and monitoring procedures to guide
 
the activities of domestic sector institutions; 
2. Complete overall shelter-needs studies for at least two secondary 
cities;
 
3. Develop minimum urbanization standards and site legdlization policies
 
and procedures for secondary cities; and
 
4. Obtain the aaoption by GOES authorities of a consistent interest rare
 
structure for financing ot new shelter solutions and home improvements. 
(Implementation Agreement, Section 5.04, C.) 

1/ From the beginning, projects were initiated in secondary cities. Of the 
completed projects and those in execution, 55/. of the units are in the AMSS, 
and 45% in secondary cities. 
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Top priority has been given to an analysis of the very diveisified 
housing sector in an attempt to introduce some consistency and oversight to 
its many institutions. In July 1981, AID authorized HUD to carry out studies 
for tne "National Low-Cost Housing P1licy Program" (Programa Nacional de 
Politicas de Vivienda - PRONAVI) and extended the component's PACD one year, 
to April 20, 1983. The studies were completed in late 19S2. The two 
consulting groups focused on different aspects of the sector, !,at both 
reached the conclusion that the only way to rationalize the _ector was to form 
a Ministry of Housing and a Housing Bank which would absorb various cxisting 
institutions. Since such an action affecrs the "terriroiy" of institutions 
and political parties, it will depend ultimately on the political climate in 
El Salvador. Until sucii time as an independent Miii srry is established, the 
Sub-secretary of Housing and Urban Developnent will have little influence on 
the sector. llowever, to strengtnien the bases for future action ol a lisriy 
of Housing, an "implementation" plan is being funded, with a further extension 
of the PACD, to December 31, 1983. The implemenration plan includes a seminar 
with policy-level personnel from the respecrive institutions to review the 
findings of the studies, hiring short-term con-,ultants to refine the legal 
aspects of structural and financial changes, an effective demand study for 
low-cost housing in San Salvador and three secondary cities, a trailing 
program for selected staff, and tne operating budget of the coordinating unit. 

No other Technical Assistance resources are included under the TIG. There 
have been requests from institutions in El Salvador for vaiious activities. A 
number of areas have been idetirified wich are critical to the Progiam and 
which should be funded in the near future. An estimated .30-J5,000 should be 
budgeted for tecninical assistance in 1983. (See Annex C.) 

17. Outputs (Progress against projected targets, Significant management 
experiences, problems with inputs and assumptions, Changes needed to achieve 
purpose)
 

A. Progress Toward Targets
 

The greatest reduction in the Project Paper's physical targets was caused
 
by the collapse of the home improvement loans component. FEDECREDITU
 
(Federation of Credit Unions)and FEDECACES (Federaci6n de Asociaciones 
Cooperativas de Ahorro y Crddito de El Salvador) had been identified to 
channel at least t4 million to home improvement loans for the target 
population in the MSSS and secondary cities. FEDcCA(LS was.excluded from the 
Program, and FLDECREDITO declinen ro participate Decause it considered land 
tenure problems insurmountable among the target population. Fromn April-July, 
1981 the GOES and AID discusbed a "Plan to Accelerate the 11G Program". Since 
there was no adequate structure to carry out a hone improvement loans program, 
it was decided that the monies designatea for homae improvemenLs would be 
reprogrammed for new shelter solutions. Instead of an estimated 5,300 home 
improvement loans in the firbt Puase alone, only abour 1,000 new units could 
be built with the same funds (using average cost estimates from the PP =$3,b0 
per unit).
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Changes in Tar.zets 
March '80 (P) Sept.'82 (Supplemental Auth.) 

New Saelter
 
New shelter 4,090 Irst Authoriz. 3,199
 
Improvements 7,245 2na Authoriz. 770 *
 
Total benef. 11,785 est. Total benef. 3,969 est.
 
Total Funds $18.750 million Total Funds t23.750 million 

*NOTE: This figure is from the PP supplement for $5.0 of new authorization, 
using maximum unit prices allowable under the prograa. if lower cost units 
are included in the Program, e.g. upgrading and sites and services, a larger 
number of solutions could be produced.
 

The number of units projected under rne Program is being Leduced becau.Ce 
the participating institutions are constiucting the highest cosr solutions 
allowable under the Piogram. IVU is currently building 36M2 two-bedroom 
units which cost C.16,500 (.6,600) and ig proposing the s%,,me ror future 
projects. These lepresent the lower end of the mraddle-incone clientele %hich 
IVU has served traditionally. The tendency ras been ro approve such projects
if they justify faster program development a-d subsequent disbursements. 

B. Programmatic Changes 
IVU has a wide range of programs, including slum upgrading, but these have 

not been included under the 11G program. In the past, IVU has preferred to use 
internal resourceb for these projects so tnar ir can charge only 7% inrer,-r. 
The A.B.C. upgrading progiam ("Acceso al Bgi.,estan Comunitrario") was presenrea 
to the lWorld Bank in 1980 with a total cost ezrnmated .At C.142.888 mnlloin 
($57 million). Since World Bank funding uas not forthcoming, IVU proceeded
with its own resources, bur op a very limitec scale. While C.11 million vere 

proposed for this year, only C.4.3 million .ere budgeted (41.720 million).
The upgrading can cost up to C.11,000 per unit, but IVU officials say that tlhe 
average cost is about C.5,500 per unit. The% also indicated that the average 
income of families in the areas where the A.3.C. program has ueen carried out 
is about C.400. Based on the average unit cost of C.5,500, a family with much 
lower incomes could afford the program even at the higher interest rate ot 12% 
which is what IVU now charges for its complete houses./ 

IVU's financial picture has changed draimarically in the past few years. 
Whereas previously it received low-cost funds from tine government's general 
revenues, this source has been almost elirinated. Forr 1983, 11G funds 
represent 52% of IVU's entire budget of C.18.1 -aillion. Administrative costs 
are exlremely high ana collcLI ions are a serIous problem, e.g. borrowers can 
be three months in arrears legally. Because of its financial difficulties, 
IVU officials are now more menable to Lharg-n iiigner rates in all projects,
and are looking for ways to become more solvent. "lhe'Ly have indicated that 
some of the current upgiading projrec.ts (pernais SI.5 inilljoii in construction), 
as well as future "A.B.C." projects could be fmnancedt at 12% to make them 
elegible tor rhe 11G Program. 
I/Average Cost Interest P'ayMenr "niimutn Income 
C.5,500 7% C.46.u0 C. 1,4.ou 

12% C.64.Ou U.226.00 

http:projrec.ts
http:becau.Ce
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For new units, IVU's 12% interest is low compared with the market rate in 
El Salvador. The privale duvelopers, financed through rhe savings and loan 
system, have a much more difLcult time reaching the target population thaa) 
IVU does sinue they charge the marker rate, 16., in compaLison with IVU's 
12%. As a result, private developers are building core units which start at 
C.13,00 (20N,2 ) with higher ronth ly paymetirs than rhe much larler units 
being built by IVU. (The COES provided the guideline of C. 13,000 for the 
private sector builders.) The fact I hat there are two bers of finatncial 
conditions has made IVU's product artificially cheaper than the private 
sector's. The general characreristics of the completed piojects and those in 
the pipeline are presented below:
 

Completed ----------- In Execut ion-------------
IVU I IVU II --private developers---

Unit Coste C.13,000 C.16,500 est. C.13,600ust. C.14,700 ebt. 
Payment-' C.130.00 C.180.00 est. C.214.50est. C.229.00 est. 

Lot Size 
Roof Area 

50.0M2 

25.0M2 
90012 
38..M 2 

60.0M 2 

20.0,12 
55.0.2 
25.0N2 

(enclosed) (19.4,.i2) ( 6. 0M2) (20.O,12) (19.7112) 

Interest 10% 12% 1 16% 16/ 
Period 20 years 20 years 15 years 15 years 

VOTE: C.2.50 = US$1.00.
 
*Payment includes insurance.
 

IVU's legislation establishes a maximum inrerest rare uf 12%, A raft
 
decree is currently being prepared for introduction to the Assembly which 
would remove the restmictions on IVU's interest LdtCS. If it passes, IVU's 
internal interest rate structure can be made more consistent with the otlier 
participating institutions and more compatible with tz e cost of resoucces. 

18.-Beneficiaries, Demand and Selection
 

A. Beneficiaries in completed projects
 
The scope of wo-k called for a sample survey of beneficiaries in the first 

two IVU Projects. rime did not permit more than informal conversations with 
beneficiaiies during visits to projecr bites and conversations with persocnnel 
in charge of beneficiary selection. Based on these brief contacts and a 
review of files in IVU, the evaluation team is satisfied that the target 
population was well served in the IVU I projects. Many of te families living
 
in San Bartolo core units are enployea in the informal _ector tid were
 
previously e~cluded from housing programs because of both the levels and
 
variability of r-teir incomes.
 

A large number of families moved into the projecr before water and
 
electrical service were provided and the units were officially adjudicated.
 
Temporary electrical lines were uuilt by a community action group, and water
 
wat ourchased frorm trucks. Even without individual connections the project
 
o,&..red a deiinireimprovement for iamilies, compareu with rnbir prior living
 



couditions. For example, one family previously lived in a centrally located 
"meson" (rooming house) in a room approxi~aarely 16M2 , sharing facilities 
with a dozen other failies. Rent was C.100 per month. Since November vhen 
services were connected, the same faknily pays ,.130 per month for a larg.r 
room and private bath (19.45LM2 ), and covered patio with possibill ies fo. 
expansion. At least half of the residents have made some iiapvovements, and 
perhaps 20% have initiated or completea ,aajo: expansions. Some even slave 
built two-story additions behind the original core unit. 

B. Dematid
 
The issue of demand has been raised repeatedly because of the slow pace of 

project sales in the fiist IVU project. While there may be some problems with 
demand, ,bey are nainor. The reporting sysrem, ratrner than the lace of 
clientele., was responsible for most of the conceru regarding sales. In IVU 1, 
the units were not officially "sold" until service, were Lonnected, a title 
was processed and families were malcing payme-ts. Meanwhile, the houses tere 
"reserved" months before with downpaymnenrs, asa Man) people had actually roved 
in prior to the formal transactions.
 

Personnel from IVU's Social Services Depart.nent say that fhe sales fo tle 
core unit project in Santa Ana (IVU I - "Los 4") were more difficult than for 
the nearby San Bartolo Project. Of the 20U applicants on file in Santa Ana, 
none wanted to opt for a core unit instead of tne traditional two-bedroom unit 
for which they had applied. There was also ieluctance on the part of staff 
tpo promote the core units which they considered "sub-standard". Sales did not 
begin until technical assislncc was pzovide aad a .,tep-by-step plal wa! 
developed. As a result, an inteusivc pronot:ona] campaign ,wa& started in 
April 1982, e.g. radio, nevsp-pers, visits to factories, etc. The families 
applying for the core units tended to be infon,,al sector workers, in contrast 
to the bulk of IVU applicants trom the area -no nave salaried jobs. (About 
90% of all of IVU's borrowers are salatied uorkers.) While all 234 uniLs were
 
sold by September (delivered n November when water was Lonnecred), IVU brdff 
are still not completely convinced of tne progressive development construction 
strategy. They do not feel that additional xnirs of this design should be 
built in Santa Ana, but rather the larger units for which there is continuous 
demand. 

According to IVU staff, San Bartolo was easy to sell and there are still 
more than 150 eligible applicants waiting for units. Meanwhile IVU is 
completing 37 additional core units units that were not included .n the first 
HG package and is planning to build 1,400 si-ilar units in Fihe project area in 
the future. Imnediate plans, however, are for 2C0 two-bedroom, unit- such a. 
those in projects under construction. (Tne ectra core units in San Bartolo, 
worth perhaps 5200,000, should ue inc]udeo :-. te next HG 4isbursement, and 
new core units should be included in the next programning excercise.) 

The three projects Lurrently being constructed nave units which 
approximate IVU's larger traditional unit anc tne Social Services Department 
does not foresee any sales problems. In tne tn Salvador Area very little 
promotion is needed since there is a backlog of applications (est. &r 4,700 in 
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The procedure of reserving specific units has disadvantages to the 
developer and association since if an applicant diops out or is rejected, t-e 
unit must be resold. The credit devartment estimates that about 10% of the 
applications currently on file are "doutttul" oecause incomeb may not be 
sufficient to cover the higher monthly paymtent., of the revalued ulits. Also, 
the Credit CommirtL vrust review all applicarions, even those which are 
considered risky by the analysrs. (IVU system is more efficient since 
applicants are qualified before particulai units are assigned.) Nevertheless,
 
the developer iniisrs that the reservation procedure is more effective since 
the buyer who is able to select tne precise unit ne or she will vuy is a more 
serious clicnt. 

Although the developer lias a tiumber of years of experience in sales, ru.s 
kind of project represented a new experience since the type of clientele is 
quite different than they have nad in previous projects. "Ihe irili .onducred a 
cost-effectiveness analysis of the first stage of promotions, i.e response 
produced by newspaper, radio and television aiinouncements. The developer is 
confident thaL he cdn produce sufficient applications at relatively low cost. 

The cliaenrs are daso new for the associarion. zelection criteria, baseu 
on FHA criteria and internal guidelines, were made somiewhat more flexible as a 
result of previous tecLiLcal assistance; these criteria are undergoing more 
changes as a result of face-to-face meetings with'prospective buyers. A large 
number of the applicauts identLified tor "i,o& Prados" are street sellers and 
independent workers whose income is more difficult to verify than sala-ieI 
worKers who make up the majo; ity uf CASA's borrowers. Credit ataialybts are 
discovering that they need to use more subjective judgements in making their 
recourienclarions, since the tiew clients are less likely tu have credit records 
and other documentatrion that was previously considered routine. 

19. 	 Institutional Arrangements
 
"Due principally to the extreme urgency to provide assistance
 
quickly, flexible implementation arrangements have been developed
 
to foster speedy implementation. r'unds will be channeled through 
the Central Bank. The Ministry of Planning will approve 
increnzental alloLation of funds for those Phase I activites which 
are implemented fastest." p. 4 Annex A of First IA Amendment. 

Contrary to the e.pectatiotus at the time of the Implementation Agreement,
 
the structure for the flow of monies in this Program has been rigid. The
 
structure slould ue ieviewed irom Iwo perspectives: the GOES procedures tur
 
borrowing money froi an external source, and the internal distribution of
 
funds tor projec.ts.
 

A. COUS Borrowing Procedures 

Some ofticials say that the Central Bank should Le the urruwer, with a 
Government guarantee, rather than the Governiment itself, represented by the 
Ministry of I'lannin,. When the GOES uorrows directly, the procedures for 
approval are longer since the National Assembly must pass a number of decrees 

http:projec.ts
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Dec. 1982) although some of these applictions are up to three years old. The 
majority of applications are for two-bcdtoom units similar to those in t-he 
"Jose Simeon Caflas" project. Since few core unit projects have been built, 
the institulion's backlog does not tend to include families requesting this 
type of unit, bur with minimum promotional efforts it has been relatively easy 
to generate applications.
 

As of February, 1983, there were 423 applicants with downpayments for the 
200 units in the "Jose Simeon Caflas" project. The other two projects (399 
units) are in secondary cities, 20 and IOU kilometers from the capiral. About 
800 families have expressed interest in these projects, although they have not 
made downpaymetts as yet. 

The two private sector ouilders are dr different brages. The "Pradob de 
Venecia" Project (473 units) in the Metropolitan Area initiated its 
promotional campI ign, but suspended t after two wonths because there was too 
great a response too early in the cycle. Up to 1,500 people visited the 
project during rhe campaign. A uownpayment of C.U9O Ls required to "reserve" 
a unit at ahich point the sales office begins to ve.'ify and analyze the 
applicanr's standing, 276 families have made do;wnpayrients. The tirst faailies 
have become irate with delays since they had been told that units would be 
ready in December. Since only about 80 nouses will be ready by the fixst of 
April and another 100-150 in May, the developer decided to avoid further 
problems until prompt delivery could be assuied. 

Once the the sales office is sure tlhat information is complete, tne 
application is sent to tlie Savings and Loan Association (CASA) for analysis by
the credit department. According to the CASA's credit department, 164 
applications were forwarded to CASA, but 10 dropped out. Of the remaining 
154, the credit department forwarded 25 cases to the Credit Committee which 
approved 19 and rejected 6. (Three presentea problems with income levels and 
three passed the allowable age for eligibility for insurance.) 

The credit department could process at leabt 50 applications a month, but 
has been unable to proceed with the current file until final unit values are
 
approved and the exact downpayment and wonthly payments can Ue 
calculated.l/ The technical oepartment of the association has just 
completed a review of the new unit values and has forwarded the revised 
estimates to rhe FNV for approval. The ieview atid ziegoriations between rhu 
association and the developer took more than three months for the two 
projects. This process needs to be refined and shortened so that applicant 
selection can be carried out on a more timely basis. The FNV approval of 
changes is generally pro forna.
 

I/At the time projects dre dppruved by FNV, agreeietrs are signed between FNV 
and the Association, and between tne association and the developer for
 
specific amounts of financing. If caanges are maade in the -,iiiouiits at a later 
time, as has been the case witn both projects, a review procpss must occurr 
and new agreo'ments signed.
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in order for the Government to proceed, i.e. each time the GOES requests a 
bid, decrees are ucced both ru accept and offer dnd to iatify the conrract 
when it is signed. Passing a decree usually takes a number of weeks, and c.n 
delay various mutins. The Cenitral Bank, on rhe other hand, can borrow withOur 
approval and ratification by the Assemby. All told, there are 29 steps whei 
the CUES oor'ows money from an exrernal -ource, compared with 14 srepb for li,e 
Central Bank. According to government officials, when the 1iG Program %,as 
designed, tile Central Bank declined ro be rile borrower. Even if rile Central 
Bank were to change its position, the advantages for contracting funds have to 
be weighed .gainsr the delays in writing a new Implementation Agleement, whith 
would be required if the borrower were to change. As long as new 11G 
authorizations can be made against the original Impleinetitario Agreement, tile 
present system should be maintained. If, howevever, a new Program is designed 
in the future, the implications of the borrowing entity should be more fuLly 
explored.
 

As the P'rogram currently stands, the Assembly has passed decrees which 
designate the FNV as the recipient of two tranches of 1IC money (totallin. ]5 
million); the GeLS has sgitied one agreement with the FMN fut t9.5 millioni ad 
is pressuring the FNV to sign a second agreement for $5.5 million. The F.'V, 
in turn, has signed agrecienrs wjrh both CASA, rhe only participaring savings 
and loan association, and with IVU for projects totaling $10.4 million (with 
revaluations of private sector projecrs the total worth of rhebe projects is 
approximately $11.7 million). CASA has agreements with each of the two 
developers who are carrying out projects. 

Another problem surfaces in the timing of contracting and disbursing 
money. Institutions have requires advances to initiate projects which means 
waiting until HG funds are contracted (which can take tip to three monrhs.), 
securing the advance and placing the iemaining amount in escrow. When tile 
GOES contracted the first tranche of 1IG funds ($9.5 million), the lencing rate 
was relatively high (14%), but earnings on escrow.were even aiiglier, so that 
the GOES had a positive position prior to disbursements. In the case of the 
second contract, for $5.5 million, the borrowing Lare was also 14%, but since 
interest rates fell, escrow earnings are lower. Therefore, the GOES is 
extremely anxious to move the funds from escrow ro the FNV to avoid losses. 
However, FNV is not anxious to receive the funds since it has not yet approved 
projects for the entire amount. 

Tne circumstances surrounding the bidding process for the second contract 
($5.5 nillion) caused confusion among official circles. The" first request for 
bids was made in early 1982 and the offer trom Paine Webber wa rejected by 
default because the Government changed hands during that period and the new 
Government could aotr respond in tle required time. Alter . cialogue with AID, 
the new Government accepred a second bid trom Paine Webber in September, 1982, 
but nor all officials were convinced rhar it was the most appropriate I j:ire to 
contract the funds. For future contracts, RIIUDO/LA and 1'RE/Il should be 
closely involved to clarify 'ssues and reach a consensus on timing of bids and 
negotiations. 
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A separate but important issue is that once HG funds are contracted thty 
are disburs.ed ro an escrow .dccount. Until rhe,. are telcased the GOUS uooz. nut 

have access to foreign exchange dollars which it desperately needs. If tue 

dollars were available for coniercial purposes, rite earning woula be |116,11L 
than cost. Also, if the Government were able to use the dollars with gleater 

facility, it would be c.,sier to separate te~ cost of 1ig dollars from rhe 

internal transactions in colones. In principal there is no reason why the 

GOES should pass the colon equivalent of HG funds to a participating 

institution at the same interest rate as the borrowed dollars. Rather, the 

internal rate should stem trom rhe internal -arer and rhe opeIational margins 

needed by participating institutions. llowcver, the GuES, based on a Central 

BanK policy, has made a utrect connection noerween the colon and dollar 
transactions. The use of parrallel terms for tne dollar and colon operations 

has caused confusion acid utsparities amotig p.rticipaitng 'nsritut ions. 

Because of the lending rate policies of other nousing institutions, in 

particular the Fondo Social, the costs of H1G ft-nds have beemed excessive. 

B. Internal Distribution of Funds
 

IVU's participation caused a serious financial problem for the FNV because 

it was required to pass funds costing 14% to IfU at the rate at which it was 
lending,i.e. IOZ rot IVU I projects and 124. for IVU 71 projects. Some 

background information is needed to put this problem in context. The first 

$9.5 nillion contracted in Novumuer 1980 was e...Aecred to Ue used almost in its 
.-entirety by the Savings and Loan System and Driv-te developers. Almost t. 

millicn was progrdtimled for I,o00 units in "Las Catias" Projecr end anotner S2.4 

million might have been useG for an additional 600 units. An executive decree 

was passed which directed the Ministry of Pln.nb, the GOES representative, 

to sign an agreement with the FNV; once the agreenent was signed, an advance 

of $2.225 milliot was passed ro rite FNV tor "Las -aflas". For a number of 
reasons, "Las Caftas" hac to be withdrawn fron tne Program and the Government 

decided to substitute two IVU projects (IVU i) which wer-e close to complet ion, 

and. which were to have interest rates of 104. Ih Ocrober 1981, the Fl1V was 

required to formulate an agreement with IVU ana ro rransfer the outstanding 

advance to IVU. FNV signed a second agreement for I17U II in Maich, 1982 for 
projects whicn would be developed at IVU's iax'mun legal rate ot 12/.. No 

arrangement was mdde for the government to assu-ae the difference in the 

interest rates, so up until now iVU's parricipat'oa &mas represented a direct 
loss to FNV. If IVU's participation was minimal, perhaps the losses could 

have been covered internally oy rne FNV. lou.ever, tith tie compieted projects 

and those currently in construction, about 7.5 million or half of the first 
Wl5 million autiorized uill pass from FNV ro 1%U. hiccording to government 

officials, a retroactive amendment to the original GOES-PNV agreement is now 

being processed which will pass runds designarcn Lor IVU ro FNV it rhe same 

rate. In essence, the GOES is assuming tne suosidy involved in the 
transaction. While this will prevenr losses to rae )FNV, it will or provide 
any margin to the institution. 

Airnougi the problems described zj.ove way ze alleviated %i ne near 

http:disburs.ed
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future, it is undersrandable -hat the FNV is unclear about the benefits of 
participating in the 11G Program. Even whein the problem with LVU is resolved, 
rie new arrangemeti will not pLovide benefits to the FNV since money will 
simply be transfe'rred at cost. In rie case of fihe piuojects spotsored by CliL* 
associations, I'NV has a small margin during rite construction period while 
tihcre is inteLim financing, bur none during the mortgage period. Tne 
association receives an adequate margin throughnout the financing period, but 
their overall financial siruration of the system is precarious./I 

Interim Financing: FNV - 16% to Asociation - 20% to Developer. 
Long-Term Financing: FNV - 14% to Association - lu% to Borrower. 

20. Strategy and Recomuendations 

There is a d-lear need to break ihe LVU-FNV connection. Fur the new $5.0 
million, the GOES is seeking ways to pass the money directly to IVU. Under 
previous operational proceaures, the GULS indicared rhat IVU Loulu not as.U.e 
obligations for HG funds ana, therefore, needed to receive funds via a 
separate tinancial ins irut on such as tne FIV. n .egai op)nion lUas been 
received that states that IVU's current legislation could be interpreted to 
allow it to direrrly part icillate n the HG Program without a go-betweet such 
as FNV. This ruling is currently passing through the Ministry of the 
Presidency .,ttd may have to be bubmitted to ile Abbeiably in the form of a 

,:Decree. AID should male this a condition for providing HIG fund to IVU in the 
future. Lach participating dgency bnoula nave a direct tie with the 

Government, without a go-between. 

Actions must be taken on various rronts. Liquidity needs to be increa,,ed 
so that net projects can be initiated immediately, and the programming process 
must be strengthened for the medium-tern|. At various timei the possibility 
has been mentioned of mixing ESF and 11G funds in order to lower the interest 
rates. This iLsuc has been based on the typorhes s that. nuigh interest rates 
were affecting demand and were a primary cause of slow production, sales and 
disbursements. It appears rlhat the design/approval process jr.elf and the 
lack of working capital within participating institutions are a greater 
problem titan the lending Ldtes. in the case of the projects currently under 
construction, 1IC advances have become de facto working capital, but this 
arrangement has its limilations. Given rhe constraints in El Salvador, very 
large advances should be continued, but this will not- provide momentum for new 
projects for future 11G funds.
 

I/ In a araft report prcpared uy Cnecci and company un the National Economic 
Recovery Program, the findings on rte construction sec-or highlight the 
difficulties of rite Savings .. nd Lo.in System. It indicates tlhat there i, an 
unsold inventory of housing units worth C.U8.9 million, 7D,.1 of which was 
financed by tie savings and loan associations. 
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A. The U. e of ESF 

The Mission in El Salvador has indicated rrar the ESF alternative is still 
open if it would substantially speed up the housing program. With sufficio.t 
ESF funds provided as working capital, institurons coula proceeu with ne'w 
projects immediately, without waiting for tne ternination of current projects 
and the subsequent contracting process for new -iG ruitds. Such fulids provde 
the possiblity of complementing HG advances for projects under construction, 
as well ab for iniltaring projects which are not yer subject to aclv,ncus 
(until new funds are contracted). Under ideal circumstances, 11G funds woulJ 
be , isburbcd dircctly againit completed projects, witnout neeU for .-scrow 
accounts or phased disbursements. For exaample, if IVU wele to produce $5.0 
million in elegible mortgages with ESF colon2s, $5.0 million n tic uollais 
would be contracted and disbursed directly to tne GOES which would make the 
colon equivalent available to buy Inobe wuort- -ges, freeing the original 
working capital for other projects. The ESF fuius could be esrablibned as -t 
rotating fund uhich capitalizes itself ovcr ri-.e, providing both a good return 
on investments to participating institutions and a margin to increase the fund 
for future lending.
 

It is recomnnenided that such a Lund be estdblis:neu, atd that a memorandum 
of understanding or agreement be signed by tne ?rincipal actors (AID, 1IINPLAN, 
FNV, and IVU) for the use of these funds. (bee -,.,"X L).) l,-ally, the 
equivalent of about $10.0 million should be nace available since IVU and F;.V 
can absorb this amount annually. Tt[is amounit w-ald cover tie t .0 nil li o 
already authorized and $5.0 million of a new tG authorization fur FY '83 (Che 
FY '83 autuorization may ue higher). 

If fewer ESF funds are ,vailable, the rlexioiliry to begin new projects i. 
reduced. However, certain measures can be taken iwnich are outlined below. 
The funds for IVU and the FNV have been differenriared, although uisbursement 
transactions will take place simultaneously. 

April 1983 Approval of the transfer to IVU of $190,840 pending 

from IVU I. 

April 1983 Approval of new private sector projects worth 3.3 
million to complete pipeline of $15 million. 

May 1983 CASA requests disburse--ienr or $1,2/6,430 against 
first phase of "Los 2rados". Entire amount disbursed 
to FNV for continuation of curretit projects ana 
initiation of new projects (Total outstanding advance 
to FNV - $4,160,830 or o5,s of tie value ot project
($6.341 million). 

May, 1983 	 IVU tinisties U00 unirt .Jose zimeon Canas) - Value 
$1.254 million 
Disbursement uf do' ,o,0 from escrow ro IVU dgaisl 
request of $1,444,8-1; S558,750 of IVU's current 
advance is liquidurea'. .utoranding .uVdtCce = e.%pLLLd 
disbursements of t2,5vl,730 (2 projecrs/399 units 
expecled compicrion i.. zevrember). 
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lay, 1983 Decision made on amount of ESF funds available. 
Hay, 1983 Decision ,made on use of coulterpaLt fuuu Lolunas. 

($1.6 - $1.8 million). If GOES agrees, these could 
be designated to IVU. 

June, 1983 Cuntracting Process for FY 'b2 5.0 million beins. 
June, 1983 ESF funds disbursed to LVU and FNV (if available). 

IVU begins tork on new projectb wirn combineu rund. 
from ESI' and May disburqement, and possibly tzjrn 
counterpart fund.. Given availability of ESF, 1MV 
requbsts the submission of new project proposals. 

Sept. 1WS3 	 IVU I projecrs .Orilluted and previous advdnce 
liquidated. New t5.0 advance contracted. 4u% advance 
to IVU of $2.0 million. 

B. The Itclusions of 	 ihe Fondo social cie Vivienda n tile 11G 1rogram 

Since the rondo Social de Vivienda (FSV) is rile largest hous ng 
institution in El Salvador, it has been suggested that it should be used as a 
chanuel for 11G resources. Baecatibe uf this itteresr, rhe evaluation ream 
analyzed the institution and found the following: 

1. In building new projects, tile FSV ib no more agile ill consrucl iou than 
either IVU or the Savings and Loan System. Actually, the FbV uses the 
capacity of the Sysem Ito implement 1itojects. 'Inerefore, nothing would Ice 
gained in l.erins of construction time. Un the orhcr hand, the I'SV's projects 
tend to be large scale and uould .epiesent large disbucteents. 

2. The FSV has a laige clientele, primarily because of its subsidized 
interest rate.s, ratlhc than due to its expertise in promotion and sales. 
However, because it is a closed syztem, many loa-income families are excluded 
from the nousing services uf the FSV, and many of rne clieuts withinl the 
system are not families below the median income. 

3. The FSV's lenuing policies provide for subbidization at all income 
levels. Its interest rate policy both d&.storts the market and precludes a 
sound structure for housing finance. For example, through the FbV a family 
with a monthly income of C.600 can purcnase a house worth C.25,000. The same 
family applying rhrougrl tne channels of the saving- and loan bysrem could 
afford a house worth only C.14,8UU because the associations use tile market: 
rate of interest. IL lhe tIG Program were to support rne FSV vithuut chaines 
in its lcnding policy, it would contribute to further disarray within tile 
housing sector in El Slvador. The FV is nor amenable to changiig th ose 
policies at this time. 

4. The FSV is rue only tiousing :utitut ion 'n El Salvdaour wilich tia- a 
large source of tunris which are both obligatory and cost-free. Annually, tile 
FSV receives more tanm ('._)O million ($-,O r'11ion) and should ue collectilg 
C.10 million ($4 million) on its portfolio. The fact that it currently has 
prublewas with l iquidity lias ru do with ir. leisniwg policies aid acLmiriisti.l iVC 
deficiencies, e.g. almost 40/. arrears, rather than rite lack of capirl. 
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In summary, rile FbV is nor an appropriare vehicle tor .iL resources. Thce 
funds should be used to strengthen the int-itutiotib which are currently 
participating in rac Program. These entitiez. nave made con--id.rable pro Le,.b 
in establishing sound financial mechanisms, and in the lon-run may better 
serve the noUSing sector of Ci Salvador.
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ANNEX A
 

Evaluation Team:
 
Julie Otterbein, RHUI)U/LA
 
Pedro Lasa, Consultanr
 
Mario Caceres, AID/El Salv.idor 
Alcides Flores, AID/El Salvador
 

Persons Contacted During Evaluation:
 

AID/El Salvaor
 
Martin Dagata, Mission virector
 
Thowas Sfuckel, Assistant Director
 
Charleb Brady, Chite GVO
 
Robert Sogge, DIPO
 

Ministry of Planni g (II PL,\,)
 
Rigobeito longL., Vice-tlLnu.Aer
 
Mario Soundy, Jefe, Dept. de Infrabtructura Bfisica
 
Jose N.iv..rro, Uiiidad Mue:tral
 
Cosme Dur.n, Liaison with AID
 

Instituto de Viviceda Ubaia (IVU)
142guel Angei Villalobo-, Presideut 
Juan Jose Gomez, Geneial Manager 
Arq. Hector Zalaya, Chier of Production 
Mauricio Noran, Social Services Depdrtment 
Francisca ue Gallegos, 
Margarita de Cevallos, 
Irma Aracely de Jaimu,
 

Financiera Nacional de Vivienda (FNV) 
Roberto Wal!,t, Presidenre 
Abrahan Valencia fiorales, Gerente 
Antonio Reyes, Sub-Gerente 
Rafael Alvarado Cano, Asistente 

CASA
 
Jesus Anmdo Campus, Presiuent
 
Roberto Salazar, Credit Department
 

Developers:
 
Jose Nuila (Prados de Venecia)
 
Jaime Alfaro (La Tomia)
 

Sub-Secreraiy of lus.ing aad Urban Development
 
Manuel EI) Jque %Iifaro, Sub--secretary
 
Ernesto Ciron Carballo, Director PRONAV
 

Fouadu Socil ue Vviendi (FbV) 
Cdrlos I)er.is, FricaucIal Ildna-ar 
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ANNEX B

Key Events/Transactions to Date
 

Date
 
June 1980 Implementation Agreement signed

Aug. 1980 $15.0 
million HG Autnorized

Nov. 1980 
 Las Caftas Project Approved (1,600 units)

Nov. 1980 * 9.5 million contracted
 

$ 9.500 million
 
less .950 HG fee
 

$ 9 .405.principal
 
less 2.225 advance to FAV for Las Catas
 

$ 7.18U to escrow
July 198 Agreement signed COES-FNV
Oct.1981 Two IVU projects approved to replace Las CaflasOct. 1981 Agreement signed FLN-IVU (LVU I) for $3,43.,,120 of HG funds 

$3,816.8 value of construction 
less 381.6 10% downpayments of beneficiaries 

$3,45. I 

$2.225 million advance transferred from FIV IVUto 
Nov. 1981 
 5 new projects approved; 1,384 units to be built by both IVU and 

Private Developers, worth S7.7 milliou.
 
Request for advance of $3.775. 
 •
 

$ 7.180 principal in escrow
 
less 3.800 advance

3.380 remain in escrow*Escrow agent required to disburse in multiples of $l(0,O00.March 1982 Agreement signeu FNV-CAbA
 
March 1982 Agreement signea FNV-IVU (tVU II)


$3,800.000 advance to FNV
 
less 
3,060.480 advance to IVU (total outstanding $>,285,480)

less 714.520 advance ro CASA
 

$ 25.000 rentain in FNV
Sept. 1982 
 Supplemental authorization of ti.0 million.
Nov. 1982 IVU completes 2 projects (734 units)
Dec. 1982 $5.0 million contracted; 
to new escrow account.
Feb. 1983 
 First escrow account closed. 

$1,872,357 in interest earned :s used to provide dollars forpayments of previous HG Programs  $1,6>1.775. The remaining

$220,000 uollars may be used to provide CASA with foreign
exchange to purchase a computer. A counterpart colon account was
established equivalent to tl.872 million.
 

(
 



3,380.000 principarl- in'escrow
less 1,210.120 to LVU (total outsrandfng3,-6

less 0 2,1b9.880 advance to CASA (total outstanding 2,884.4)
 

- 0 - principal
 

*With this disbursement against the SJ 435.12u in morr-gages--dgreed to in
Oct. '81, IVU liquidated its originil advance of S2.225 million.
should be noted that 1VU It
 
1s claiming a total 
of $J3 624,960 tor these
mortgages since it required only 5% downpayments rrotu beneficiaries
inlteau of 

signed with 
the 104 whicn was estimated- the time-tthe- aAJ'6 it wasthe FNV. The add'tional $1u,840 must be approved by FNVanotner agreement signed. 

and 
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ANNEX C
 
Technical Assi-stance Requirements
 

Inputs are needed for IVU and the FNV, to clarify the role of the HG
 
Program witain those institutions and ro stengtheu their global housing
 
programs. 01 immediate importance is the determination of the appropriate

levels of new HG duthorizations tor FYs 
'83 and '84 and to better uefine the
 
strategies that should be followed over rne medium term.
 

1. Technicl Assistance for the FNV
 
There has been contusion dr various levels of 
rte FNV regarding tie 

purposes and procedures of the HG Program and how low-cost shelter programs
fit into the structure of the system. T,,is confusion may increase bluice d 
series of personnel changes are expected in the savings and 
loan system in 
late April or early May. OULce the Versounel contigurartou is .%iown, rhe F.AV 
and associations snould be approached wLtrh proposals for a policy levcl 
seminar and workshops for operarional sraff.
 
May 1983 a. Policy level seminar: For top-level officials of FNV and
 

association- to presenr rte uLjecrives ot HG 
pLugrainb, exipliLn
guidelines and procedures, and to discuss rite financial benefits 
of participating in low-cost bneiter programs. 

2 days 
Potenri.l Candidare - Pedro L.sa 

May 1983 b. Review of proceuures tor projeLr .Analysis, approvat, -and co
revaluations; Workshop on recommendations for streamlinine
 
process.
 

5 days
 
Potetial Candidate: Josefa Arroyo
 

June 1983 	 c. Review of procedures for promotion, and applicant
 
qualificar-ioL/ selection; Workshop on recomnendations for
 
streamline process.
 

2 weeks (in combination with bimilar assistance to IVO)
 
Potential Candidate: Benigna Magallon
 

August 1983 	 d. Initiation of invesrigariou on future structure for ,iome, 
improvement loans program.
 

2 weeks (with second stage ser tor later time)

Potential Candidates: Antonio Reyes (CACEN/Bolivia)
 

Jaimu Burcenave, CHF 

11. Technical Assistance for IVU
 

IVU bias two uepartmenrs which should ue involved :u the flg Program. The
 
A.B.C. program concentrates on coumuniry upgrading and up until now has been 
completely separate frum the "Producltion" uepairmeot whici developb new 
shelter units. Technical assistance should be used ro coordinate the work of 
thebe departrnetrs a. well as to iielp LVU ru brrengrmets irs mnrertal -inalacial 
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structure. The existing portfolio does not produce adequate revenues because 

.of past interest rate policies. Tfhe administrative btrucrure, progranuning and 
,budgeting need analysis. Administrative cusrs are extremely high and 
collectLons are also a significant problem. 

ZVU should be approached immediately With proposals for the following 
activi ties. 

lay 1983 	 a. Definition of a medium term pro-ram which coordinates HG and 

other resources for both A.B.C. projects and new shelter. The 
result ot this work %.ill provide m.ucn of tue jusrification for 
the next HG authorization. 
b. Aalysis of IVU's ad-inisrrarive structure and project 
budgetiv'g procedures to seek ways to reduce overhead costs and to 
'determine tne most efficient operational procedures. -

4 weeks
 
Potential Candioates: Jusefa Arroyo
 

Tova Solo
 

June 198. 	 c. Review of promotion, sdlection, etc. (See c. above.)
 

July 1963 	 d, Analysis of IVU's collections sytem and recommendations for
 

reducing arrears. 
I weeks
 
Potential Candidate: Benigna Magallon
 

Sept. 1983 	 e. Financial analysis of IVU's portfolio and interest-rate 

structure, recummendations tor improving rinaiicial position and 
development of curriculum for selected staff members for training 
in financial analysis.
 

2 weeks
 
PotentiaL Candidares: ,liacer Fernandez 

Eugene Brady
 

III. Other Technical Assistance Activitie
 

Hax 1983 	 a. Meetings with rne iinistry of Hacienda, &IPLAN and the Ventral 
Bank to explain the HG Program ana to discuss the separation of 
HG dollar transactions and internal colon transactions. 

2 days 	 -

Potential candidate: Pedro Lasa
 

b. Review of 	reporting bysrewa fur tG program ro coarify 
production and budget reports irom participating institutions to 
the Mission and from the Hissio.. to HHUO/LA and AID/Washingrun. 

3 days
 
PotentiaL Cand-date; to be identified 
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ANNEX D
 

Agreement on Use of ESF
 

The agreement reached between the Mission. AIPLAN, and participating
 
institutions should specify tiow tunds w-.11 be used and rneii operational
 
structure.
 
1. The projects financed with ESF must be directeu dt families below ttie
 
median income and the mortgages or loan terms must be compatible with the HG
 
Program. In rhe case of IVU, 12% interest must be used until ,ucn rime as
 
that institution's interest rate ceiling is changed or eliminated. When that
 
occurs, new interest rates must be determined ror proposed projects. The
 
Savings and Loan System must continue to produce mortgages at the marker rate
 
of interest.
 
2. In rne first tranche of ESF, IVU must incluoe .ites arid services,
 
upgrading and other low-cost solutions, along with the higher cost projects it
 
is currently proposing. For the becond round of projects, tme lowest cost
 
solutions will be given priority.
 

The FAV will continue ro ,uild core units (and .ervicea lots if
 
proposed). efforts will be made to establish a structure for a home
 
improvement loans pLograii during L983. Wlien roe rirsr. round of projects is
 

completed; ESF will be used to finance such loans as well as new projects.
 

3. Assuming roar the cost of ESF will be approximately 3%, the following
 
margins are suggested:
 

FNV
 
Cost to FNV 3%
 
Admin. Spread 29
 
Cost to S&L 5%
 
Admin. Spread ,Z
 
Capitalization 7%
 
Construction finance 16Z
 

IvU 
Cost to IVU U 
Admin. Spread 61
 
Capitalization 71"
 
Construction finance
 

4. Funus should be transferred in a lump sum to tlhe respective institutions.
 
Since in the Savings and Loan System they may not be utilized immediately for
 
construction, the agreement should sripulate nar these fund. may Ue put ;n
 
time deposits and that at least 7% of the earnings generated will be destined
 
'to capitalization of the fund. bince rime aeposirs p-y 12Z, earnings w 11 
cover costs and provide for capitalization. For example, if an association,
 
receiving Lunds cdnnor place them immeaiarely, a i2Y. rime cepcsir will cuver
 
costs to FNV (54) as well as provide 7% for capitalization of the rund. The 
association will have incenrive for muoving rne tunds iuro projects in order 10 
earn the administrative spread indicated above. in the cast of LVU, there
 
-shouid be less delay in inititaring projects. duoever, the same stipulation 
should be made regarding time deposits and 7% capiralization of funds. 
Nt'E: Ar 7, rlte fund will al,,osr double over a res year periuo. 


