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INTRODUCTION

This document is the second of two volumes making up the 1985 Peru Shelter Sector
Assessment. Volume I, Policy Issues, presents an "agenda" of shelter policies that is
to serve as a basis for discussions between AID and the Government of Peru. This
document, the Technical Report, contains documentation and analysis to support the
policy agenda.

Two years ago, AID prepared a. shelter policy documentl that focused on reducing
subsidies, shifting public sector shelter investment to low-cost solutions, improving
management of public shelter programs, clarifying institutional roles, strengthening
participation of the private sector in housing, and improving infrastructure delivery
and finaneing. The present update shows that all of these are still central issues and
that, in general, the problems of the Peruvian shelter sector have worsened. In addi-
tion, persistent and growing inflation has pushed "maintenance of value" in housing
finance to the forefront of the policy agenda.

For this shelter sector assessment, the key policy issues have been grouped into four
categories. These categories reflect broad institutional and financial concerns that
touch almost all the organizations and groups involved in housing. The four policy
categories are:

* Limiting and focusing public sector shelter programs.

* Facilitating increased private sector efforts in shelter delivery.

* Improving the efficiency of financial intermediation in the shelter sector.

* Establishing an ongoing public-private shelter policy formulation and analysis

capability.

A brief review of the principal shelter policy issues follows. A chart summarizing the
policy issues and recommendations appears as Appendix I to this document.

A. LIMITING AND FOCUSING PUBLIC SECTOR SHELTER PROGRAMS
1. Nature and Targeting of Public Shelter Programs
* The use of FONAVI funds for construction of single-family houses, apart-

ments, or core units should be terminated.

* Public sector shelter programs should be focused exclusively on low-cost
solutions, especially Sites and Services, infrastructure upgrading, and
building materials loans.

* The Government should also support a large-scale program of lots without
services ("lotes tizados") in principal cities.

lpaDCO Ine., Shelter Sector Poliey Issues in Peru, Vols. I and II, Agency for
International Development, Januarv 1983.




2. Subsidies

* Every effort should be made to reduce subsidies as much as possible.
Prospective subsidies in shelter programs should be estimated quantitatively
in advance and their feasibility and desirability evaluated.

® Interest rates on shelter loans should be raised as much as possible con-
sistent with maintenance of affordability.

* The true value of land, labor, materials, and cost escalations during execu-
tion must be reflected in pricing shelter solutions.

3. ENACE

¢ The Government should consider terminating ENACE's involvement in housing
and folding its contracting and supervision funections in shelter into BANVIP
and/or delegate them to other institutions involved in projects.

* As a prelude to the above, studies should be conducted on the best means
of liquidating ENACE's housing portfolio.

4. Shelter Cost Reduction

* Feasibility studies uare needed to obtain concrete proposals for changing
design specifications to lower shelter costs.

* Norms should be changed to legitimize the introduction of progressively
increasing levels of services over time in line with affordability.

* Costly construction delays can be reduced by overhauling and streamlining
the structure for construction permitting.

* The regulatory systein “r public construction projects should be reformed to
provide incentives to builders for rapid, on-time performance. '

5. Urban Infrastructure

* The Government must begin immediately to explore ways of reaching
agreement with external donors on new finaneing for basic infrastructure,
especially water supply. This will require a willingness to raise tariffs to
more realistic levels and to improve management of infrastrueture institu-
tions.

* An investment strategy must be devised for the water supply sector, which
has been underfunded and which lacks a coherent set of policies and objec-
tives. '

B. FACILITATING INCREASED PRIVATE SECTOR EFFORTS IN SHELTER DELIVERY
1. Mutuales (Mutual Savings and Loan Associations)
* To help the Mutuales survive financially, the Government should consider

allowing them to accept savings in dollars and loosening interest rate
controls.



Further assistance to the Mutuales should require implementation of an
indexing mechanism (See C.1 below).

Legislation should be passed permitting the Mutuales to institute management
reforms and legitimize their de facto entry into non-housing markets.

2. Tenure Regularization

Because obtaining legal tenure promotes private investment in house
upgrading and opens access to formal credit, stimulating the financial
market, the Central Government and municipalities must continue efforts to
speed up and extend the legalization of tenure in informal Settlements,
especially outside Lima.

3. Redueced Publie Seetor Role

Elimination of high-cost public housing projects and reduction (with eventual
elimination) of subsidies for public sector programs will help put the private
sector on more competitive footing with respect to pricing and provide
greater opportunities for private initiative to occupy positions in the housing
market .

4. Legal and Adninistrative Reform

Streamlining the project review and approval process as recommended in A.4
above should also meke it easier for private developers and builders to
function as providers of shelter.

A review of laws and regulations governing subdivisions, building codes, and
land use should be carried out to identify and eliminate ambiguity,
overlaps, and contradictions that hamper private initiative.

5. Rental Housing

Legislation, which has been pending for two years, to provide incentives for
increasing the supply of rental housing through private investments, should
be approved.

IMPROVING THE EFFICIENCY OF FINANCIAL INTERMEDIATION IN THE SHELTER
SECTOR

1. Maintenanee of Value

Some form of indexing must be implemented within the housing finance
system and, ideally, other parts of the whole financial system, to lessen
the decapitalizing effects of inflation. In the short run, a limited indexing
system must be installed in loans for key shelter programs. Partial and
experimental indexing arrangements may be tried initially, with the best
results forming the basis for wider application. In the longer term, all
deposits and loans should be indexed.



A formula inust be devised promptly to revise the income base for FONAVI
contributions to prevent FONAVI from decapitalizing itself out of existence.
For the medium/long run, the feasibility of reforming FONAVI's interest
rate and contributory structure to enable it to borrow (leverage) other
resources should be examined.

2. Banco de la Vivienda (Housing Bank)

BANVIP should substantially improve its management control over FONAVI.

. BANVIP's role as a setter of financial policy in the housing sector should be

restored. It should have the capacity to allocate resources among programs
and the responsibility for maintaining financial soundness in housing sector
operations.

The Bank should phase out its direct lending and move towards operating
strictly as a second-tier financing organization.

3. Banco de Materiales (Materials Bank)

The BM must improve internal financial controls and limit operating costs.

The BM should also attempt to reach greater numbers of lower-income
families with "Type C" loans that do not require a mortgage or employment
guarantee.

4. Banco Central Hipotecario (Central Mortgsge Bank)

BCH should be provided with flexibility in setting its finanecial operating
policy to allow it to compete successfully in the savings market (e.g.,
opening to dollars; decontrol of interest rates).

BCH's indexing system should be revised to maintain the affordability of
loans and avoid additional delinquencies.

D. ESTABLISHING AN ONGOING PUBLIC-PRIVATE SHELTER POLICY ANALYSIS AND
FORMUALTION CAPABILITY

1. Housing Policy Group

Consideration should be given to creating a high-level Housing Policy Group
for the shelter sector. This group would be independent and consist of
high-ranking representatives of key government agencies and private organi-
zations.

2. Technical Secretariat

The Housing Policy Group should be supported by & .. rmanent Technical
Secretariat consisting of a small number of high-quality specialists in
various fields.

The Secretariat should be independent and report directly to the Housing
Policy Group.



3. National Housing Plan

* The Housing Policy Group could be made responsible for producing a

short/medium term housing plan emphasizing policies, regulations, and
programs designed to create an appropriate framework for public and private
shelter activities. '

4. Alternative Structure

® If the above ideas are not feasible, it may be desirable to establish tech-
nical policy analysis units for shelter in one of the government agencies and
also in one of the private sector organizations.

¢ Seminars could be held to bring together public and private representatives
to discuss issues and to prepare joint recommendations. Ad hoe public-
private commissions could be established to deal with particular issues.

Background data and details on these issues are given in the present document. It is
organized into four chapters: 1. Economic Situation and Financial System (including the
construetion sector's role in the eeconomy); II. Housing Demand and Affordability;
III. Housing Institutions and Housing Finance; and IV. Regulatory Issues and Physieal
Standards.



CHAPTER I

ECONOMIC SITUATION AND FINANCIAL SYSTEM

A. INTRODUCTION

Peru's recent socioeconomic evolution provides a framework for examining the country's
current economic situation. The term generally applied to the ecurrent economy is
"structural inflation", which implies that the country is suffering “rom a lack of
income-generating capacity, at least via formal economic channels. This means that
the management of the whole system of productive sectors, mechanisms and iastitutions
is increasingly inefficient.

While recognizing that such wide-ranging structural problems exist, we must also take
into consideration:

¢ That the system as a whole is inefficient, with a few productive sectors
coexisting with a majority of deficient ones. .

* That the explanations and solutions for the situation can be found only in the
economic arena.

The 1968-85 period can be divided into three stages:
*  First military period (1968-75)
* Second military or transition period (1975-80)
* Current democratic process (1980-1985)

The  critical heart of the matter is that these three sequential stages in time
correspond to different political and economic realities. Each stage addresses different
issues of national identity and offers contrasting solutions to basic economie problems.
The inevitable incongruity of this process would in principle require sufficient time
between each stage to bring about a transition in which the negative tendencies were
eliminated and substituted with positive ones, enabling these to take hold. In practice
there has not been the time or means or perhaps even the ability to do this.

The last general elections represented a fundamental political change. There was an
attempt to bring immediate change to other areas as well, such as the economy. An
inward, import-substitution orientation was replaced by a more market-and export-
oriented approach. However, the elasticity of structures to change is not always imme-
diate, and positive results sought in a hurry have generated new problems. Thus,
"structural inflation" is in part the result of an internal inconsisteney in economic
policy, in which vestiges of old struetures coexist with new, contradictory approaches.

There now exist in Peru: 1) economic and monetary criteria encouraging for open and
free markets, 2) productive and monetary structures for state planning, and 3) ele-
ments of a closed, self-sufficient economy. The theoretically leading role ot the pri-
vate sector, despite its recent momentum, still has to coexist and sometimes compete
with an enormous public enterprise sector.



The long absence of mechanisms of action characteristic of a representative democratic
system have influenced the activity of the current government, which has had to
maintain and sometimes even strengthen patterns of state control of the economy, in
contradiction to its own philosophical tendencies.

The reality of these general observations is shown in:

* Anarchical legal and regulatory systems, which have resulted in loss of the
meaning of rule of law. In economic terms, this causes a serious lack of con-
fidence in the "rules of the game" which are necessary for efficient private
and public sector planning. Insecurity leads to inefficiency or "dropping out"
of the formal economic system.

* Disproportionate growth of the informal economic sector. This unprecer.dented
growth has occurred in all sectors, including finance. It has been estimated
that 40 percent of loans are negotiated in the informal sector, and that most
of the country's population is linked to it. The magnitude of this phenomenon
casts doubt on the viability of the current system to meet the needs of the
people, who become more and more rooted in "informal normality." The gap
between resources needed for public expenditures and the proportion of the
population participating in generating these resources (through taxes, ete.) is
gradually widening, creating a chronic fiscal weak point.

* Inefficient external borrowing since, in some cases, the programs financed
have not been productive, either due to their inherent political content, their
later substitution by other programs, or their failure to generate income.

* The Peruvian economy depends in large part on external trade for adequate
growth. In the past, a favorable external sector made it possible to subsidize
the inefficiencies and make them seem less extensive.

During 1983, the GDP had an unprecedented decline due to a drop in foreign trade,
combined with natural disasters, both eclimactic and cyclical (the El Nifio Current and
its impact on the fishing industry), and the pressure of foreign debt.

These factors have reduced the operating capacity of the ecoriomy and have had a
direct impact on sociopolitical matters. Within this framework, there are increased
possibilities for growth from investment programs, such as AID's, but their implemen-
tation need to be studied more carefully than before in order to prevent such programs
from becoming a short-term solution, which magnifies the problem in the medium and
long term.

B. GENERAL BEHAVIOR OF THE ECONOMY
Total production levels of the various formal economic sectors of the GDP indicate a

critical decline in 1983 (Appendix Tables A.l and A.2). Among the Latin American
countries, Peru had the greatest rate of decline (-12.2 percent) for the year. '



The sectors most depressed and affected by the decline are fishing, mining, agri-
culture and manufacturing, i.e., the basic productive sectors. The only activities that
noticeably exceed the average growth in current values (745 percent) are construction
(962 percent) and government (1,258 percent), both as the result of a public expen-
diture program which was a positive step but did not prevent or diminish the overall
decrease in output.

An examination of the GDP at constant levels highlights two polarizing tendencies in
the economy: a 12 percent drop in manufacturing and an 18 percent increase in
government.

The general decline is partially due to natural phenomena such as floods, droughts and
earthquakes affecting the agriculture sector, and the effect of the El Nifio current on
the fishing industry. These factors aeccount for about one-third of the deecline.
Another major external factor was the progressive drop in mineral prices, which
affected the terms of exchange. Nevertheless, these two phenomena taken together
still do not provide a full explanation for the erisis, which must also be explained by
internal factors.

Much of the structural weakness of the Peruvian economy can be seen in the erratic
growth of the past decade, as illustrated in Table 1.1. Absolute growth in this
~ 10-year period was 6.57 percent.

The behavior of construction (Table [.2) during this period reflects the government's
participation in the sector, which performed well above average at the beginning of
the period, and then dropped precipitously in 1983, more than any sector except the
fishing industry. Such a marked eyeclical behavior indicates once again how dependent
construction is on cther policies. )

The decline in output inevitably means a lowering of the standard-of-living, particu-
larly with high inflation, as shown in the Index of Consumer Prices (ICP):

YEAR 1979 1980 1981 1982 1983
ICP 66.7 60.8 72.7 72.9 125.1

The trend of GDP trend per capita in constant terms (Table 1.3) shows that before
1982 the levels of income per capita barely topped the 1975 levels and were lower in
1983.

The loss of economie capacity to maintain the level of family income is also shown in
the unemployment figures, and particularly urderemployment:

1979 1980 1981 1982 1983

Unemployment(%) 7.
1.

7.0 6.8 7.0 9.2
Underemployment( %) 5 9.9

1
4 51.2 47.9 49. 57.1

Source: INE, Compendio Estadistico 1983



TABLE I.1

GDP EVOLUTION 1974-83
(Millions of constant 1973 Soles)

Percent
Year GDP Change
1974 421,933 -—
1975 441,073 4.5
1976 449,987 2.0
1977 449,738 <0.1>
1978 447,470 <0.5>
1979 465,939 4.1
1980 483,848 3.8
1981 502,663 3.9
1982 504,451 0.4
1983 449,646 <12.2>
Source: INE
TABLE 1.2
CONSTRUCTION SECTOR EVOLUTION 1979-83
(Millions of Constant 1973 Soles)
1979 1980 1981 1982 1983
Construction 14,170 16,833 18,693 19,123 15,107
Growth (1979=100) 100 119 132 135 107
Annual Growth (%) ——— 19 33 2 (21)
a - GDP 1979=100 100 103.8 107.9 108.3 96.5
b - Const. 1979=100 100 118.7 131.9 134.9 106.6
b/a — 1.14 1.22 1.25 1.10
Source: INE
TABLE 1.3
GDOP PER CAPITA EVOLUTION
(1973 Constant Values)
GDP GROWTH
YEAR PER CAPITA (1973=100)
1973 25,355 100.0
1974 28,600 112.8
1975 29,092 114.7
1976 28,895 114.0
1977 28,126 110.9
1978 27,261 107.5
1979 27,654 109.1
1980 27,976 110.3
1981 28,311 111.7
1982 27,678 109.2
1983 24,036 94.8

Scurce: INE
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According to these figures, in 1983 almost two-thirds of the population suffered some
kind of unemployment. This not only directly affects the productivity of the economy
in general, but also encourages and creates the foundation for the informal sector.

Short government work hours and low-wage levels seem to represent an agreement for
coexistence with the informal sector, which, according to estimates, absorbs more
than 40 percent of the working population (according to IPAE studies). Although this
parallel economy mitigates the effects of the decline in the formal sector, there is no
doubt that it creates major, restrictive distortions in overall economic performance.
Any overall focus on macro or sectoral reactivation must take this into consideration.

In examining the reduced economic output, consideration must be given to the impor-
tance of labor disputes in decreased production and as a symptom of general work
attitude. The INE has published the following data on strikes:

1981 1982 1983
Number of strikes 871 809 643
Workers affected 856,915 512,263 785,545
Man-hours lost 19,974,000 22,571,000 20,300,000
Work days (8 hours) 2.4 million 2.8 million 2.5 million

Source: INE, Compendio Estadistico 1983

Although there is a decline in the number of disputes, there is no doubt that, in the
present crisis situation, accumulated non-production has a multiplier effect on overall
economic results and makes the economy more difficult to manage.

C. PUBLIC FINANCE

The preceding section mentioned how the real growth of the government sector during
the 1979-83 period prevented an even greater decline in GDP. Government, as a
generator of added value, depends on the performance of the rest of the economy and
of the external sector, from where it receives its operating funds. But government
can never substitute for private sector production, nor should it impede private sector
growth. Therefore, it is important to examine the publie finance structure and its
possible impact on other economic sectors.

In 1980-1983 the non-finance public sector as a whole performed as shown in Table
[.4. The public deficit as a proportion of GDP (11.6 percent in 1983) is considerable,
and its financing is a determining factor in the growth of the monetary market and
availability of internal and external resources. Public enterprises have had a negative
impact on the structure of the public deficit and have been a constant burden on the
economy.

Appendix Table A.3 (Revenue and Expenditures of the Central Government) clearly
illustrates the public sector's budget ecrisis and its high inflationary impact. Total .
revenues in 1981 and 1982 financed current expenditures and capital expenditures, but
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TABLE 1.4
ECONOMIC RESULT OF NON-FINANCIAL PUBLIC SECTOR

1980 1981 1982 1983
Amount* % % GDP | Amount* % % GDP| Amount* % % GOP| Amount* % % GDP
Central Government | -141 60 -2.8 | -415 59 -4.9 | -558 43 -3.9 -2,316 75 -8.7
Public Enterprises| -110 47 -2.2 | -291 41 -3.5 | -725 56 -5.2 -708 23 -2.7
Other Entities 17 -7 0.3 3 - - -7 1-0.1 -51 2 -0.2
Total Sector -234 100 -4.7 | -709 100 -8.4 | -1,288 100 -9.1 | -3,075 100 -11.6

*Current Soles (in billiona)

Source: BCR
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not interest payments. In 1983, revenues did not even finance ecapital expenditures,
and the government's financial situation worsened, creating pressure on the monetary
market and for artificial currency emissions.

Tax revenues are clearly insufficient, not only due to their decline during the period
(-29 percent), but also due to their distribution. In 1983, over 70 percent of tax
revenues were from indirect taxes, with only 17 percent from direct taxes. The
Peruvian tax structure has traditionally depended heavily on the external trade sector,
which has accounted for 30 to 50 percent of the total. Nevertheless, its 29 percent
share in 1981 dropped to 22 percent in 1983, with taxes on exports (-76 percent)
suffering the greatest reduction.

With reduced possibilities of collecting taxes on an easily controlled sector such as
external trade, the weaknesses of the tax structure become more evident, particularly
the concentration of the tax base:l

* In 1983, income tax returns were received from 18,800 businesses, 2.6 per-
cent of which paid 80.8 percent of the total collected.

* Only 40 General Sales Tax contributors acccunted for 62 percent of the total
collected.

o There were 231,454 individual income tax returns filed in 1982, representing
three percent of the working population. Of this group, 1,000, or 1.6 per-
cent, accounted for 74 percent of the total collected. This concentration is
illustrated geographically by the faet that, in 1983, 75.2 percent of the
returns came from the department of Lima-Callao, which accounted for 87
percent of collections by the Tax Office (Direccion General de Contribu-
ciones).

Thus, the structure of government revenues and financing is one of the most eritical
matters to be resolved and the most difficult to manage. Any consistent development
policy to be implemented must confront this situation, and it cannot be solved in the
short term. Regional decentralization and the informal sector should be considered
along with revision of the tax structure. -

1Revista Economica 1/2 de Cambio, October 15 and November 1, 1984,
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DI

EXTERNAL SECTOR:

1.

Balance of payments

In view of the weak internal finances in the Peruvian economy, the behavior
of the external trade sector becomes a decisive factor in any recovery in
terms of both trade and access to adequate sources of financing. Appendix
Tables A.4 and A.5 show the large increase in exports until 1980, mainly due
to the high price of minerals. A rapid decline (-23.2 percent) occurred bet-
ween 1980 and 1983, as a result of foreign price reductions and the virtual
disappearance of the fishing industry due to adverse ocean currents.

In reciprocal fashion, imports grew by 95 percent between 1979 and 1981.
The decline in exports coupled with the rise in imports resulted in a negative
trade balance in 1981 and 1982. The trade balance levelled off in 1983, due
to a severe deecline in imports (-27 percent). Concurrently with the increase
in imports and the drop in exports, there was a net indebtedness whieh,
added to previously contracted loans, brought debt service up from 27 percent
of the value of exports in 1979 to 41 percent in 1983. Thus, the current
account has had a continuously negative balance since 1980.

These trends have created heavy pressure for external borrowing, which is
desirable if it can be directed at activities which are in some way produe-
tive, but the general crisis has converted a considerable portion of new credit
into simple refinancing, as can be seen below:

EVOLUTION OF FOREIGN CREDIT
(US $ millions)

Year 1981 1982 1983
Amount negotiated (a) 1,620 2,043 2,554
Amount refinanced (b) 83 109 1,024
% b/a 5 5 40

Source: INE, Compendio Estadistico 1983; BCR, 1983 Annual Report.

A combined analysis of the external and internal sectors shows that the eco-
nomic situation is a particularly difficult one for the government to handle,
because the usual tools of action are not available to it. The internal deficit
nearly eliminates tne possibility of effective investment activity. Externally,
the decline in raw materials prices (over which the government has no
influence) and high interests costs (over which it also has no influence)
create an enormous operational rigidity, and leave a minimal margin of
discretion in any type of strategic planning.
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Exchange Policy

As a result of Peru's deficit spending, high internal inflation, and negative
trade balance, its monetary unit had to be gradually devalued. The Peruvian
Sol, like other regional currencies, remained overvalued for long periods,
until 1981 (Appendix Table A.6), thus encouraging imports and indebtedness
in foreign currency. Beginning in 1982, an effort was made to correct this
distortion by devaluing the currency at a rate above inflation. While this is
logical in monetary terms, it made debts in dollars much more burdensome,
discouraged imports, and turned the dollar into the most valuable inflation-

fighting asset.

As illustrated in the preceding points, the Peruvian economy is highly sen-
sitive to and dependent on the external sector. Consequently, any activity
which would permit allocation of long-term funds to reduce the current burden
of payments is greatly needed.

Foreign Debt

By late 1983, Peru had accumulated a foreign debt of approximately US $11.6
billion (Table I1.5). Within the overall increase in foreign debt, there has
been a 309 percent increase in private debt, representing 20 percent of total
foreign debt in 1983 compared to 8 percent in 1979. The most negative fac-
tors are increased external debt service payments --which has increased 67
percent faster than total external debt -- and the increase in interest
payments as a proportion of exports, 124.4 percent.
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TABLE 1.5

EXTERNAL DEBT 1979-83
Millions of 115 §)

1979

Total external debt 7,116
- Public, long term 5,932
- Private, non-guarantee,

long term 563
- short term 621
External debt service
- Interests and amortizetions 1,205
~ Interests and amortizations

with respect to exports (%) 29.5

- Interests with respect to exports (%) 14.7

Source: BCR y INE

1980

8,839
6,168

1,372
1,299
1,838

39.5
16.5

1981

8,844
5,974

1,507
1,363
2,359

58.2
20.5

1982

10,356
7,125

1,651
1,580
2,023

49.8
21.7

1983

11,592
8,113

2,304
1,174
2,470

66.2
31.8

-1
Change

63
37

309
89
105

124.4
116.3
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E. CONSUMPTION/INVESTMENT EVOLUTION

The consumption/investment ratio, which is a determining factor in how fast the eco-
nomy can recover, has varied, in keeping with the irregular performance of the eco-
nomy in recent years (see Appendix Table A.7). In the period 1979-81, consumption
increased in real terms, but its weight decreased due to growth in public and private
capital. In 1982-83, consumption fell 10 percent and private investment fell more than
48 percent, compared to public investment which maintained a slight growth. These
figures indicate a loss in per capita consumption and a weakening of the private sector
as a catalyst for growth.

F. FINANCE SECTOR

1. Genefal Observations
Monetary policy has had to confront these basie determining factors:

* The need to control growth of the money supply and, at the same time,
finance growing defieit spending.

* Promotion of internal savings at interest rates which give adequate finan-
cial returns, creating problems with capacity to borrow or repay loans
and the need for a high subsidy component for lines of development cre-
dit.

* Liberalization of the finanecial intermediation process, in order to promote
greater competition and more flexible attraction and allocation; and a
savings market which is heavily dollarized, creating rigidity in possible
credit activity.

Control of liquidity and pressure to increase it are shown in the evolution of
the ratio of GDP to liquidity in domestic currenecy. The final quarter averages
for the last four years are shown in the following table:

INCREASE IN LIQUIDITY OF DOMESTIC CURRENCY (%)

% change
1980 1.83
1981 1.90 3.8
1982 2.03 6.8
1983 2.33 14.8

Expansion of liquidity, primarily coming from internal credit and monetization,
maintained moderate growth. The greatest increase occurred in 1983 and was
caused by the need for the Banco Central de Reserva (BCR) to manage the
public deficit via credits to the Banco de la Nacién. In addition, in 1982
BCR removed the requirement that the banks hold reserves to cover new
deposits, and this had an effect on the banking multiplier. In any case, BCR
has tried to maintain an adequate balance between the reciprocal effects of
currency emissions and the banking multiplier, in order to mitigate the infla-
tionary or recessive effects of decontrol.
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Viewing credit as an indicator of private sector performance, the private sec-
tor has been severely and negatively affected, as shown in Table I.6.

The official interest rates (Table 1.7) indicate two significant circumstances:
®* The strong negative trend of fixed rates.
®* The great stability of official interest rate ceilings on deposits.

Although in effect the system has been operating with negative rates, the gap
between official rates and inflation has been much less than it may appear,
because the financial intermediaries have complete freedom to decide what
system to use in calculating their interest rates. Thus, in many cases, the
effective rates are more than double the official nominal rate. Based on the
nominal rate (60 percent), the financial intermediaries set the effective rates
by paying or collecting in advance and combining quarterly, monthly or daily
compounding (even including the time of receipt of deposit). Complete
freedom to apply the 'different eallowable combinations has created a wide
range of interest rates and great flexiblity for the institutions to adapt to
varying market conditions. Looking to the future, the interesting feature of
this mechanism is that, with no change in the terms of reference, the
interest market can adjust to progressive decreases in the actual inflation
rate. ~

In any case, high inflation has made the saving and investing public aware of
the problem of declining value and thus, in addition to causing pressure for
higher rates of interest, has pushed the market toward savings in dollars to
achieve effective maintenance of value. The advantage of this type of savings
can be seen by comparing the yield on a few selected instruments in the
financial market (Table I.8). The growth of savings in dollars has been so
great that it considerably exceeds savings in domestiec currency, as can be
seen in Appendix Table A.S8.

This situation, which reflects a tendency for the market to operate in real
terms, prompted the legalization of readjustable loans and deposits, via the
law of November 25, 1981. Doubts left by the old Civil Code about the legi-
timacy of readjustibility have been resolved in the new, recently published
law.



TABLE 1.6

TOTAL CREDIT OF BANKING SYSTEM
(Billions of Soles - 1983)

o’

A
1982 1983 Change
Total 9,133.7 8,762.8 <4.1>
Public Sector 2,141.6 2,488.3 16.2
Private Sector 6,992.1 6,274.5 <10.3>
Swrce: Superintendencia de Banca y Sequros
TABLE I.7
AUTHORIZED INTEREST RATES
1979 1980 1981 1982 1983
Jan Feb-Dec Jan-Apr | May-Dec Jan-Aug | Aug-Dec
ACTIVE
= Minimum 31.5 32.5 [ 32.5' 49.5 | a7.5 47.5 47.5 60.0
- Maximum 36.0 37.5 37.5 56.5 55.5 55.5 55.5 60.0
PASSIVE
- H1n+mum 29.0 30.5 30.5 50.5 50.5 55.0 55.0 60.0
- Maximum 37.0 38.5 38.5 58.5 55.0 55.0 55.0 60.0
Source: Superintendencia de Banca y Sequros
TABLE 1.8
AVERAGE ANNUAL YIELD OF SEVERAL SAVINGS TYPES
Mortgage Savings Fixed-Term Deposits
Certificates Deposits Deposits inUS §
Efect. Real Efect. Real Efect. Real Efect. Resl
1979 37.2  -17.7 32.7 -20.4 35.5 -18.7 2.2  -14.7
1981 62.1 -6.1 60.9 -6.8 63.0 ~5.6 74.2 0.9
1983 63.0 -27.5 69.9 -24.5 74.0 -22.7 | 150.1 11.1

Source: Superintendencia de Banca y Sequros
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2.

Financial Intermediation

The financial intermediation market is operated by eight large groups of
institu‘ions:

® Banco de la Nacién (National Bank)

Banca Estatal de Fomento (State Development Banks)

Banco Central Hipotecario (Central Mortgage Bank)

Banca Comercial y de Ahorro (Commercial and Savings Banks)

Finance Institutions

COFIDE

Mutual Savings end Loans

The behavior of the market in which these institutions operate is shown in
Appendix Table A.9. The market showed moderate growth in real terms (nine
percent) during 1979-83, with some tendency toward positive returns. Quasi-
money grew from 51 percent in 1979 to 72 percent in 1933. Quasi-money in
foreign currency, with a higher yield, had greater growth during that period
(2,182 percent, compared with 1,235 percent for quasi-more - in domestie
currency and 659 percent for money).

The following paragraphs profile the institutions operating in this market.
Background data on them can be found in Table 1.9 and Appendix Tables A.10
to A.14.

Structure of Assets (Table [.9): The sector is extensively nationalized, 76
percent in 1983. The ecrisis that year reversed the privatization trend that
occurred in 1982. Such heavy state participation affects current operations
and future projections. Increased participation by the Banco de la Nacién has
been a key factor in the growth of the public sector. On the other hand, the
participation of the housing sector (Banco Central Hipotecario and Mutuales)
declined by 28.6 percent. In real terms, total assets in the financial sector
steadily declined during the three-year period.



TABLE I.9

ASSETS OF FINANCIAL INTERMEDIARIES
(Millions of Current Soles)

1981 % 1982 % 1983 | %
Banco de la Nacién 1,483,6541 28} 1,281,932 16} 4,748,485| 24
Banca Estatal de Fomento* 827,567| 15| 1,607,732 20| 3,600,755| 18
Banco Central Hipotecario 255,537 5 358,264 & 512,126 3
Savings and Commercial Banks| 1,890,354 35( 3,468,902( a2 7,941,594 40
Financial Companies 247,846 5 453,2541 5 773,713] 4
COF IDE o 472,99 9 796,285| 10| 1,699,510 9
Mutuales de Vivienda 140,413 3 238,9721 3 408,477 2
TOTAL 5,317,967 100 8,205,341] 100{ 19,684,660 100
Public Institutions 3,897,070 73{ 5,658,409 69| 14,864,998) 76
Private Institutions 1,420,897 | 27{ 2,546,932 31| 4,819,662 24
TOTAL SOLES 1979 1,904,897 - | 1,786,877] - | 1,491,714 -

*Includes BANVIP

Source: BCR y Superintendencia de Banca y Seguros

21
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Readily Available Assets ( Appendix Table A.10)

There is an increased tendency toward liquidity (+40 percent) during 1982-83,
as a reflection of the difficulty of lending due to high interest rates and the
high degree of dollarization in the market. Liquidity is not widespread, since
the commercial banks and the Banco de la Nacién are responsible for 90 per-
cent of it (57.4 and 32.1 percent respectively), while the shelter credit and
development institutions have low liquidity and even show symptoms of cash
problems.

Lending (Appendix Table A.11)

Of note is the participation of the Banca de Fomento, a reversal of the pre-
ceding situation although, in general (except for the Banco de la Nacién), all
have reduced participation, especially the housing institutions.

Deposits and Obligations ( Appendix Table A.12)

This indicator, which measures capacity for market penetration, shows that
the Banca Comercial is the most effective, controlling nearly 54.4 percent of
the total. On the other hand, the Banca de Fomento has nominal participation
(5.5 percent) compared to its size. This may be a symptom of lack of adapt-
ability to the current economy. Here, too, the housing sector shows decline.

Capital and Reserves ( Appendix Table A.13)

Compared with the normal cepitalization of the Banca Comercial (29.4
percent), the Banca de Fomento shows 41.2 percent, indicating the heavy
state subsidy and the lack of propensity to attract savings. The housing sec-
tor is at a very low level, reflecting a certain basic weakness.

Yields (Appendix Table A.14)

In real terms, all yields were negative; and, in current values, the Banca de
Fomento and the housing sector showed losses. Given the development func-
tion of these institutions, it is important to reverse this dangerous trend. The
losses in the Banca de Fomento are niore significant if we take into con-
sideration its lack of costly borrowing and its consequential greater facility to
produce positive yields.

These points may be summarized as follows:

* The financial intermediation market declined in real terms during 1981-83.

® Of the intermediaries, the most flexible and highest-yielding institution in
the group is the Banco de la Nacién, followed by the Banca Comercial.

¢* The development institutions--and particularly the shelter mortgage
sector--have performed poorly, with a steady decline.

®  The sector is basically publiec, with predominant state participation. Given
the lack of real returns in the sector, it is hard to forecast any appre-
ciable short-term growth in the private sector.
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G. CONSTRUCTION SECTOR

This important. part of Peruvian economic life has benefitted from special attention by
the recent governmental administration, so its pre-1982 growth is considerably higher
than that of GDP:

Annual Percentage Growth: 1980 1981 1982 1983
GDP 3.8 3.9 0.4 <10.9
Construction 18.9 11.0 2.3 <21.0>

The construction sector's spéed of reaction to the changes in the economy is
demonstrated by its deeline in 1983.

The cessation of growth, part of a general decline of the construection sector in all
countries, points to the need to define the function of construetion and housing within
the general economic framework. Public works and housing may be consequences of
development, or catalysts for it. Management is difficult because of the amounts of
money involved and the generally lonz-term investment recovery time. This causes a
dilemma between whether to wait for general economic growth to stimulate the housing
sector, or to give priority to housing. Actually, the two approaches should be
balanced.

In any case, during an economic slump, any sector using scarce and costly finanecial
resources should be oriented toward high produectivity, not in terms of financial margin
but also produet quality. In housing, quality is the point of equilibrium between price
and value of use, according to different income brackets.

In addition, subsidizing a sector in a period of economic crisis such as the present one
is extremely dangerous, because it has a negative multiplier effect on the other sec-
tors. In the analysis of the situation in Peru, three performance ecriteria for the
construction sector will be examined: investment, prices, and produectivity.

1. Population-Production-Construction
Table I.10 shows the basic macroeconomic variables, based on GDP, invest-
ment and targeted population.

Investment

Total investment declined in 1983, as did GDP, to levels lower than 1979,
while investment in construetion (IC) remained at higher levels. Thus, IC as
a percentage of total investment (IT), which dropped from 59.1 percent to
46.7 percent between 1979 and 1981, rose to 61.8 in 1983, becoming a key
sustaining factor. The corresponding decrease in the other seectors is a
dangerous occurrence, particularly if construetion productivity is weak.
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Value Added in Construction (VAC)

This accounted for approximately 49 percent of investment, which is a normal
share for this category. YVAC has ranged between three and four percent of
GDP. This indicates that, despite the encouragement it has received, the
sector has not been saturated, nor have the reciprocal VAC/GDP rzlationships
become distorted. In theory, this ratio could be increased and st:il be normal,
no lower than four percent, without affecting the intersectoral balance.
These figures show that construction has stayed within historical levels of
participation in GDP.

Price Trends

The critical indicator to take into account when investment grows or in
searching for new funds in the sector is how prices respond to investment
levels. It indicates the sensitivity of the resource structure, i.e., whether
higher investment results in higher produectivity, or whether, on the contrary,
more investment is lost in simple price increases.

Table 1.11, which shows only housing construction data taken from a survey
by CAPECO, shows that the Index of Construction Costs (ICC) has exceeded
the ICP, causing a ecrisis in 1982, when it was distorted nearly 18 percent
above the ICP. The reduction in activity in 1982 and 1983 was accompanied
by a strong increase in real costs. Any expansion activity should take th:s
into account, because the internal structure will not allow efficient response
to further demand, unless there is a coherent plan.

The ultimate recipient of housing is the family, so family income, which as
an index moves with GDP, must be compared to real construction costs. The
behavior of the Index of Housing Affordability (IHA) clearly shows that bet-
ween 1979 and 1981 costs were not a critical factor in affordability, but, on
the contrary, in 1982 and 1983 they had considerable effect. Aside from the
problem cf financing, the very infrastructure of the construection industry is
taking housing out of reach of the typical family, and this trend must be
reversed by adoption of more appropriate standards.

Construction Productivity

Aside from the social considerations of housing output, the industry must
operate at high productivity to avoid becoming an inflation accelerator and a
drain on funds. Table I.12 measures productivity as the ratio of value added
(VAC) to active employment in construction (AEC). It can be seen that pro-
ductivity has steadily declined, particularly in 1982 and 1983, the years of
greatest variation in building costs.

Although it is true that lack of volume and continuity affeet productivity, all
indicators point to inherent problems in the sector. Construction productivity
is the lowest of all the sectors analyzed except for agriculture, and is con-
siderably lower than the average. All of this puts sectoral activity into doubt
and calls for a comprehensive general policy for construction with productivity
as the key element in decisionmaking.



TABLE I.10

POPULAT ION-PRODUCT ~CONSTRUCT ION
(Millions of 1973 Constant Soles)

25

CONST. | POPULA-
INVESTMENT VALUE TION GDP PER CONST,
YEARS GoP TOTAL CONST. ADDED (Thous- | CAPITA INVESTMENT CVA PER | IC/GDP | CYA/GOP | IC/TI
(Tn) (cn) (CvA) ands) PER CAPITA CAPITA
1979 465,930| 50,027| 29,581} 14,170 6,848.7 27,654 1,756 841 6.3 3.0 59.1
19801 483,848 69,926 34,782| 16,833 7,295.3 27,975 2,011 973 7.2 3.5 49.7
1981 502,663( 84,798 38,225| 18,693 7,754.8 28,311 2,153 1,053 7.6 3.7 46.7
1982 504,451 69,458] 38,659 19,123 8,225.7 27,678 2,121 1,049 7.7 3.8 55.7
1983 | 449,646| 42,858 30,813| 15,107 8,707.0 26,036 1,647 808 6.9 3.4 61.8
Source: BCR y INE
TABLE .11
INDEXES OF PRICES AND COSTS

YEARS CA* CAl Icc CPI IRCC IRHI HAI

1979 16,854 100.0 100.0 100.0 160.0 100.0 100.0

1980 23,162 139.1 161.9 159.2 101.7 101.2 99.5

1981 37,092 222.7 287.2 279.2 102.9 102.4 99.5

1985 30,153 181.1 541.4 459.2 117.9 100.1 84.9

198: 22,908 137.6 1,070.6 959.5 110.4 86.9 78.7

*Millions of Sole

CA = Construction Activity (CAPECO)

CAI = Construction Activity Index

ICC = Index of Construction Costs (CAPECO)

CPI = Congumer Price Index (INE)

IRCC = Index of Real Construction Costs (ICC/CPI)

IRHI = Index of Real Household Income, equivalent as an index to real
GDP per capita

HAI = Housing Affordability Variation Index (IRHI/IRCC)

Scurces: CAPECO, BCR, INE



TABLE 1,12

COEFICIENTS OF PRODUCTIVITY IN CONSTRUCTIGN AND OTHER SECTORS

(Constant 1973 Soles)

92

(Without
CONSTRUCTION INDUSTRY MINING AGRICULTURE TOTAL _Agriculture)
AC EAPC PRC VAI EAPI PRI VAN EAPH PRM VAA EAPA PRA VAT EAPT PRI
1979} 14,170 161.6 87.7
1980) 16,833 124.5 135.2
1981 | 18,693 190.7 98.0 | 121,031 795.8 152.1 38,245 108.5 352.5 58,643 2,077.7 26.3 440,020 3,701 118.7
19821 19,123 221.7 86.2 118.010 765.4 154.2 40,750 108.5 375.6 60,330 2,097.2 28.8 444,121 3,861 115.0
1983} 15,107 201.5 74.9 99,128 739.0 134.1 37,612 105.3 357.2 54,524 2,118.2 25.7 395,122 4,018 98.3
VA = Value Added (Millions)
EAP = Economically Active Population (Thousands)
PR = Productivity VA/PEA { Thousands)

Source: CAPECO, BCR, INE
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The construction sector has maintained growing or declining employment
according to volume undertaken, and its use of labor is proportionately
greater than that of the other productive sectors (except agriculture). Some
interesting observations can be made on employment:

* Construction alone is unable to provide a solution to existing levels of
unemployment. It can be a collaborator, but in no way does it have the
ability to be a determining factor.

®  Although construction employs unskilled labor, organized labor in the sec-
tor has raised wages considerably above average (Appendix Table A.15).

* The construction sector has been severely affected by strikes, particularly
in 1982, when construction, with only 3.7 percent of the economically
active population, was responsible for 10 percent of the nation's strikes,
30.2 percent of total workers affected, and 33.2 percent of man hours
lost (7.5 million man hours). This special circumstance may also serve to
explain the cost distortion.

The foregoing observations indicate that the construction industry needs the
support of a clear, general policy which would facilitate adequate levels of
productivity and sectoral rationalization. Without such a policy, it will be a
source of further economic decline.
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CHAPTER 1II
HOUSING DEMAND AND AFFORDABILITY

This chapter presents 1) a rough profile of the current housing situation in Peru,
2) forecasts, for illustrative purposes, of the numbsr of dwelling units required to
meet shelter needs in Peru by the year 2005, 3) an analysis of the degree to which
various shelter solutions are affordable to different income groups, and 4) estimates of
the cost of meeting minimal shelter needs.

The housing needs and affordability analysis presented here was carried out using a
"Housing Needs Acsessment Model" developed for AIDl. This model, which operates on
a micro-computer, uses data on macroeconomic trends, population trends, household
incomes, the housing stock, and housing costs to estimate future housing needs,
housing affordability, and the costs of meeting needs for various income groups.

A. EXISTING HOUSING SITUATION

The most recent national-level housing data available for Peru are from the 1981
Census. Based on 1985 population estimates (see Table II.1) and approximsations of
average occupancy rates (persons per unit), it is estimated that Peru's housing stock
currently consists of approximately 3.8 million units. Around one-quarter of these are
in the Lima-Callao metropolitan area. The remaining three-quarters are about evenly
split between other urban centers and rural areas. The reason that only about 63 per-
cent of the housing stock is in urban areas while two-thirds of the population is urban
is that occupancy rates are lower in rural areas. Based on information from the 1981
Census, the average number of persons per unit can be reckoned at about 5.5 in
urban centers and 4.€ in rural areas. The high urban figure reflects the basic
problems of the housing market in Peru in the last decade: lack of effective demand
caused by low incomes and high housing costs, especially financing costs.

In 1981, around 30 percent of the dwelling units in Lima-Callao were rented. Among
the 45 largest other cities, the proportion of rental units varied generally from around
25 to 40 percent. In Lima-Callao, detached houses accounted for about one-third of
rental units. The other two-thirds were, in order of importance, apartments (25
percent), rooming houses (20 percent), and subdivided mansions (15 percent).

Table II.2 presents data on housing characteristics for 1981. Clearly evident is the
disparity between the three geographic areas. For example, while almost three-
quarters of Lima's housing stock was built of brick or block, only around one-third of
dwellings in other urban centers and barely three percent of rural units were
constructed of these materials. Adobe is the overwhelmingly predominant building
material for houses outside of Lima, urban or rural. Public service coverage also is

1See Robert R. Nathan Associates and Urban Institute, Preparing a National Housing
Needs Assessment, AID Office of Housing and Urban Programs, March 1984; and
(same authors), AID Housing Needs Assessment Model: User's Manual, AID Office of
Housing and Urban Programs, June 1984.
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substantially better in Lima-Callao than in the rest of the country. In 1981, water
reached two-thirds of Lima's dwellings but only 55 percent of those in other urban
areas. Sewer covered 61 pervent in Lima but merely 36 percent in other cities.
Electricity reached 86 percent of Lima's dwellings while reaching less than half the
houses in other cities. Exact figures on service coverage in rural areas were not
available, but fragmentary data suggest that rural household water and sewer connec-
tions are virtually nonexistent.

Housing conditions overall deteriorated during the 1970s and have undoubtedly worsened
even more in the last few years. The proportion of the national urban population
defined as living in "pueblos jovenes" (squatter settlements) increased from 18 percent
in 1972 to 25 percent in 1981. According to a study by Paul Strassman, the share of
temporary and substandard units in Lima-Callao rose from 35 percent in 1970 to 43
percent in 1980. Because of inadequate supply, the average price of acceptable
moderate-value housing in Lima rose 20 percent faster than the average for the total
housing stock over the decade?2,

At the same time, there has been, and continues to be, a great deal of housing
upgrading, much of it through self-help. In his study of Lima, Strassman found that
"the vast majority [82 percent] of owner-occupants add rooms, plaster and paint,
install better windows and doors, and improve plumbing facilities." These improvements
result in very substantial property value increases over time. The study also showed
that upgrading is a continuing activity; it does not stop after the first few years of
ownership. :

Inadequate infrastructure, particularly water, is probably the main constraint on
shelter provision in Peru, aside from the lack of affordable credit. ENACE offiecials
report that several recent housing projects have been delayed because water supply
agencies were unable to construct complementary works such as trunk lines, pumps, or
storage facilities. In some crses, ENACE has installed these facilities itself at its own
expense, greatly increasing th: costs and subsidies of the projects. In Peru, the water
supply sector has been chronically underfunded. SENAPA's 1983 investment budget was
S/7,343.4 million, which was only 0.3 percent of total public sector fixed investment.
By contrast, the electricity sector absorbed 35 percent and transportation/communi-
cations 14 percent of 1983 public fixed investmant. SENAPA's tariffs are far below
the levels needed to operate adequately. At the moment, tariff income covers 100
percent of SENAPA's operating costs but only about 25 percent of depreciation.
SENAPA's investment budget comes entirely from a tax on consumption (in place since
1980), an Inter-American Development Bank loan, and FONAVI.

2W. Paul Strassman, Employment and Housing in Lima, Peru, AID, March 1983, p.40.




TABLE II.1
POPULATION FORECASTS 1985-2005
(Thousands)
All Lima- Other
Total (AAGR)| Urban (AAGR)| Callao (AAGR)| Urban (AAGR) | Rural (AAGR)
1985 19,697 13,224 5,421 7,803 6,472
% (100.0) (67.1) (27.5) (39.6) (32.9)
2.54 3.36 3.31 3.39 0.79
1990 22,332 15,599 6,379 9,220 6,733
% {100.0) (69.9) (28.5) (41.3) (30.1)
2.38 3.11 2.83 3.30 0.62
1995 25,123 18,177 7,333 10,844 6,946
% (100.0) (72.4) (29.2) (43.2) (27.6)
2.16 2.79 2.31 3.11 0.42
2000 27,952 20,857 8,220 12,637 7,095
% (100.0) (74.6) (29.4) (45.2) (25.4)
1.92 2.47 2.28 2.58 0.26
2005 30,748 23,559 9,203 14,356 7,189
% (100.0) (76.6) (29.9) (46.7) (23.4)
AAGR=Average Annuasl Growth itate
Source: Centro Peruano de Investigacion Aplicadas, except figures for
Lima-Callao, which are from INADUR.
TABLE II.2
HOUSING CHARACTERISTICS 1981
(Percentage of Units)
Predominant
Materials
of Walls Lima~Callao Other Urban Rural
Brick, cement black 73 31 3
Stone, lime 1 3 1
Adabe 18 50 65
Quincha (mud and 3 6 11
wattle)
Stone and clay * 2 10
Wood 3 7 10
Reed mat 1 * *
Other * * *
Public Service
Connection
Water 68 55 NA
Sewer 61 36 NA
Electricity 86 48 NA

*Less than one percent.
NA=Not Available.

Source:

1981 Census.
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B. HOUSING NEEDS 1985-2005

There are reasons for  estimating housing needs, even though it is self-evident that
Peru does not have the resources to meet them in the forseeable future. The housing
needs estimate provides a benchmark against which to measure the actual performance
of Peru's housing market and allows one to calculate the costs of meeting housing
needs under various assumptions. This information helps provide a realistic framework
for decisions on housing poliey and programming, especially with respect to the allo-
cation and use of searce financial resources.

The housing needs analysis takes into account five categories of needs:

* Accommodating future population growth;

* Replacing adequate units that wear out;

* Upgrading salvageable substandard units;

* Replacing non-upgradable substandard units; and
* Reducing overcrowding.

For 'this exercise, we have assumed a housing program under which all households are
provided with an adequate dwelling unit by the year 2005. An important corollary to
this scenario.is the assumption that investments in infrastructure to support housing
(major water, sanitation, electricity, drainage, and street projects) will be made in a
timely manner. As suggested above, this assumption is vnrealistic.

Appendix II at the end of this report provides information on data and assumptions
used for the housing needs projections.

Table 1.3 presents the number of units needed per year to fulfill the five housing
needs listed above according to the program described in Appendix II. In this program,
all new households formed between 1985 and 2000 obtain a shelter solution and all
inadequate units are either upgraded or replaced. Note that the figures in Table II.3
are annual numbers of units, not cumulative totals. In other words, the figures repre-
sent "snapshots" of annual housing needs at five-year intervals.

The Housing Needs Assessment Model allocates one unit to each new future household.
Table II.3 shows that for the nation as a whole the number of new households
requiring shelter rises from about 108,000 in 1990 to about 126,000 in 2005. Other
urban areas account for over half the new households in 1990 and about 60 percent in
2005. In line with population forecasts, the annual number of new households needing
shelter will decline in rural areas and increase in urban areas.

For urban areas, new construction to accommodate household growth represents the
majority of future housing needs. In Lima-Callao, new households will be appearing at
a rate of about 39,000 per year in 1990 and 45,000 per year by 2005. For other
urban areas the addition will be 58,000 new households per year in 1990 and 77,000 in
2005.

In 1990, upgrading of base year substandard dwellings will be the second-largest cate-
gory of housing needs in both urban zones. Since we have assumed a constant volume
of upgrading over the 20-year period, the share of upgrading in total housing needs
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drops in later years. The volume of new construction for replacement of permanent
units due to obsolescence increases substantially in urban areas from about 19,000 per
year in 1990 to 77,000 in 2005.

Rural areas present a somewhat different picture of housing needs than the two urban
zones. Upgrading of 1985 substandard units accounts for the vast majority of housing
needs throughout the 20-year period. Because an estimated 84 percent of 1985 rural
dwellings are upgradable, about 59,000 units must be upgraded per year over the next
two decades to improve this stock. New construction to house new rural households
drops from about 11,000 per year in 1990 to only around 4,000 in 2005. At the same
time, though, replacement of obsolete permanent units grows from less than 1,000 per
year in 1990 to 26,000 by 2005 owing to the assumed rapid growth of the permanent
rural housing stock.

Meeting the need for new housing in 1990 would require building a total of about
58,000 units per year in the Lima-Callao Metropolitan Area, 79,000 units' per year in
other urban areas, and 28,000 units per year in rural areas, for a 1990 annual total
of about 165,000 dwellings. By 2005, the annual requirement for new housing
construction may reach 84,000 units in Lima-Callao, 135,000 in other urban areas,
and 46,000 in rural areass.

Recent formal sector housing production has been only a fraction of that needed to
meet these requirements. In a paper prepared for IPAE, Jose Grafla Miro Quesada
estimates that the private and publiec formal sectors together produced about 23,000
housing units in 19833, Between 1979 and 1983, approximately 108,500 formal seector
units were produced, according to Grafia. The low in this five-year period was slightly
over 15,000 in 1980, and the high was more than 31,000 in 1981. These figures are
consistent with independent estimates made for this study (see Chapter III). The
23,000 units produced in 1983 are about one-sixth of the 138,000 required to meet
1990 urban housing needs only. This verifies that the overwhelining majority of
Peruvian households obtain housing through informal development. With so little formal
housing being built, new middle-class households which shun informal housing are
having to "double up" in the existing high-standard housing stock.

3Jose Grafia Miro Quesada, Construccion, unpublished paper prepared for Instituto
Peruano de Administracion de Empresas, 1984, p.105.
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TABLE IIL.3

HOUSING STOCK AND REPLACEMENT (1990-2005)

(Thousands of Units Per Year)

1990 1995 2000 2005
Limo-Callao _
New households 39.2 40.4 39.5 44.7
Replacement of permanent units (2% p.a.) 10.8 17.5 24.2 30.9
Replacement of 1985 non-upgradable units 3.0 3.0 3.0 3.0
Construction to relieve 1985 overcrowding 4.9 4,9 4,9 4.9
Subtotal: New construction 57.9 65.8 71.6 83.5
Upgrading of 1985 upgradable units 19.2 19.2 19.2 19.2
Total construction 77.1 85.0 90.8 102.7
Total Lima-Callao housing stock 1,206.4 1,433.0 1,654.6 1,902.9
Other Urban Areag
New households 57.5 67.7 76.8 77.0
Replacement of permanent units (2% p.a.) 8.5 20.0 32.4 45.7
Replacement of 1985 non-upgradable units 5.6 5.6 5.6 5.6
Construction to relieve 1985 overcrowding 7.1 7.1 7.1 7.1
Subtotal: New construction 78.9 100.4 121.9 135.4
Upgrading of 1985 upgradable units 44.0 44,0 44.0 44.0
Total construction 122.9 144.4 165.9 179.4
Total other urban housing stock 1,743.2 2,117.3 2,536.8 2,957.2
Rural
New households 11.3 9.2 6.5 4.1
Replacement of permanent units (2% p.a.) 0.8 9.5 17.9 26.0
Replacement of 1985 non-upgradable units 9.2 9.2 9.2 9.2
Construction to relieve 1985 overcrowding 6.7 6.7 6.7 6.7
Subtotal: New conatruction 28.0 34.6 40.3 46.0
Upgrading of 1985 upgradable units 59.1 59.1 59.1 59.1
Total construction 87.1 93.7 99.4 105.1
Total rural housing stock 1,497.0 1,576.8 1,642.7 1,696.6
Total Country
New construction 164.8 200.8 233.8 264.9
Upgrading 1985 upgradable units 122.3 122.3 122.3 122.3
Total conatruction 287.1 323.1 356.1 387.2
Total housing stock 4,446.6 5,127.1 5,834.1 6,556.7

Source: PADCO Analysis

Note: See Appendix II for information on data and assumptions.
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C. HOUSING AFFORDABILITY

Having reviewed estimates of Peru's housing needs over the next 20 years, we turn
now to an analysis of the capacity of Peruvian families to afford different types of
shelter solutions. The main ingredients needed for a housing affordability analysis are
household income data and dwelling unit costs, including financing terms. The exercise
essentially involves comparing the capital value of the unit that a household ecan
afford, based on its income, with the design costs of several different shelter solu-
tions. All income and cost figures in this chapter are in constant 1984 end-of-year
values.

Appendix II provides a review of data on household income, income distribution, and
housing expenditure used for this analysis.

Five "urban" and four "rural" shelter solutions were selected for the affordability ana-
lysis (all costs in 1984 values)4:

Urban Shelter Solutions

d Upgrading Loan: A loan of S/2,832,000, an amount based on current Banco de
Materiales standards for upgrading a 40 m2 dwelling. In addition to the loan,
the affordability analysis must take into account the value of the existing
dwelling being upgraded. This has been estimated to be about S/1,662,000 for
an informally~built, incomplete house constructed of brick or block.

* "Lote Tizado" (Lot Without Services): A lot without services in a site which
has had some grading and preliminary compacting of access and internal roads.
The cost includes land, taxes, prcject design, administration, and legal fees
for land titling and registration. Lots are estimated to be about 100 m2 in
the Costa, 132 m2 in the Sierra, and 180 m2 in the Selva. The cost is
S/3,570,000.

* Serviced Lot: Lots of the sizes listed for "lotes tizados" with individual eon-
nections to water supply, sewerage, and electricity. Other services include
surface and underground drainage and paved streets. The estimated cost is
$/10,894,000.

4Construction costs in Peru vary greatly by region (see Chapter IV). The cost of a
structure in the Sierra is generally around 50 percent higher than in the Costa; in
the Selva, it can be 150 percent higher. The main reasons for the variation are
transportation costs, expenses of hiring skilled workers and managers in the
interior, and more adverse terrain and climate in the Sierra and Selva. For this
analysis we estimated three separate regional costs for every shelter solution,

then calculated a weighted average cost for each solution based on the proportion
of urban and rural population in each region.
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* Core Unit: A serviced lot like the previous one with a 20 m2 unit ("nuecleo
basico") consisting of a cement tile floor, reinforced conecrete columns, and
an asbestos-cement roof. A toilet and a utility sink are included. The unit
also comes with an electric meter and other accessories. The cost is
S/19,022,000.

o Minimum Basic House: A serviced lot like the one above with a 40 m2 house
built of brick and/or bloek but without finishes ("acabados"). All basic
accessories are provided, including bathroom fixtures, doors, and windows.
The cost is estimated at S/27,150,000.

Rural Shelter Solutions

* Upgrading Loan: The values of the loan and the unit to be upgraded are esti-
mated to be 30 percent lower than in urban areas. The existing unit is
assumed to be approximately 40 m2, made of "traditicnal" materials
(especially adobe), and have no public utility cornections. The loan value is
S/1,982,000 and the existing unit value is S/1,164,000.

* Communal Infrastructure Package: This consists of a pit latrine shared by two
families, a utility sink shared by two families, and a community water supply
system consisting of a well, a storage tank, a pump, and a pipe distribution
system. The total estimated cost per family is S/2,392,000.

* Minimum Basic House: A 40 m2 ypijt with a soil-cement floor, clay tile roof,
and walls of "traditional" materials. No water supply or sanitation facilities
are included. The cost is estimated to be S/16,418,000. If the communal
infrastructure package is added, the cost of the house with communal services
is S/18,810,000.

For the calculation of capital values that households can afford, the following
terms, which apply to all the above solutions, have been used:

* Interest Rate: 63.5 percent per year, which is the current official BCR maxi-
mum official rate for housing firance. The analysis has also made alternative
affordability calculations using 120 percent, a "positive" interest rate (current
inflation plus 10 percent), and 35 percent, a hypothetical "subsidized" rate.

* Amortization Period: 10 years, the standard current term. We have also exa-
mined the effect of extending the period to 20 years.

* Down Payment: 10 percent, also standard. Alternative caleulations use 20
percent.

Table II.4 presents affordable capital costs for shelter in 1985, based on four alter-
native financing packages. The figures are broken down for households in the
Lima-Callao Metropolitan Area, other urban areas, and rural areas and, within each
of these, by income quintile. The numbers indicate very strongly the low level of
effective demand for housing in Peru at the moment.

Given standard current financing terms (first column of Table II.4), an average
Lima-Callao household in the middle quintile of the income distribution can afford a
unit costing a maximum of about S/10.5 million in 1984 prices. Lima households in the
next-to-lowest quintile of the income distribution can afford shelter solutions costing
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no more than about $/5.6 million on the average. The bottom 20 percent of Lima
households are able to afford an average of only S/3.0 million. Even the richest 20
percent of Lima households are generally unable to afford much in the way of housing:
this group's average affordable capital cost is S/35.6 million.

Households in other urban areas, because of lower incomes overall, have a substan-
tially lower capacity to pay than Lima-Callao residents. The middle quintile of other
urban households can afford units costing an average of only S/3.8 million, only
slightly over what the poorest 20 percent of Lima households can ~fford.

Rural capacity to pay is extremely limited, especially given existing financing terms.
Middle-quintile rural households can afford an average of only S/1.1 million, less than
a third of what comparably-situated non-Lima urban households can afford.

The effect of increasing the amortization period from 10 to 20 years and the down
payment from 10 to 20 percent (second column of Table II.4) is to raise the affor-
dable capital cost by about 13 percent. This is not a very significant improvement,
but it may help a limited number of households "on the margin" to afford a shelter
solution they otherwise would not have had access to.

Lowering the interest rate by almost half to 35 percent (third eolumn of Table II.4)
has a very substantial effect on affordability. Affordable capital cost goes up by 76
percent over the baseline case. This demonstrates the importance of the interest rate
by itself; however, as a practical matter, the subsidy involved in offering shelter at
35 percent interest at the moment is not affordable to the public treasury.

Finally, Table II.4 shows the impact of a "positive" interest rate of 120 percent
(fourth column), which is to make a bad situation worse. Affordeble capital cost
drops by 47 percent relative to the baseline case.
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AVERAGE AFFORDABLE CAPITAL COSTS 1985
(Thouands of 1984 Soles)

Household Interest 63.5%

TABLE II.4

Alternative financing Packages

Interesc 63.5%
Term 20 Years
Down Pmt. 20%

Interest 35%
Term 10 Years
Down Pmt. 10%

Interest 120%
Term 10 Years
Down Pmt. 10%

Income Term 10 Years
Quintiles Down Pmt. 10%
Lima-Callao
Lowast 1 3,008
2 5,640
3 10,528
4 15,791

Highest 5 37,598
Other Urbea

Lowest 1 684
2 2,138
3 3,849
4 5,645
Highest 5 12,574
Rural
Lowest 1 139
2 485
3 1,109
4 2,310
5 8,040
Index of
capital value 100

Source: PADCO Analysis

3,391
6,358
11,868
17,802
42,385

771
2,411
4,339
6,364

14,175

156
547
1,250
2,604
9,063

113

5,295
9,928
18,532
27,798
66,185

1,205
3,764
6,776
9,938
22,134

244
854
1,952
4,067
14,152

176

1,595
2,990
5,582
8,373
19,937

363
1,134
2,041
2,994
6,667

74
257
588

1,225
4,263

53
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Table II.5 dramatizes the affordability problem even more. The table presents the best
shelter solution affordable, on the average, in each region and at each income quin-
tile. Under current financing terms, which are "negative" (63.5 percent annual
interest) the minimum basiec house costing S/27,150,000 is affordable only to the
richest 20 percent of households in Lima. It is totally unaffordable in other urban
areas. The serviced lot (S/10,984,000) is affordable to the richest 20 percent of
households in other urban areas and down to the middle quintile in Lima-Callao.
Middle-quintile households in other urban areas cannot even afford an upgrading loan
(S/4,494,000 including the cost of the existing unit); the best they can obtain is a lot
without servizes (S/3,570,000). The bottom 40 percent of other urban households and
bottom 20 percent of Lima households are shut out of the formal market altogether.

For the rural population, the situation is truly dismal. Only the top 40 percent of
households can afford a shelter solution, and none can obtain more than an upgrading
loan (S/3,146,000 including the value of the existing unit). The next-to-highest quin-
tile of rural households has access to a eommunal infrastructure package
(8/2,392,000).

Increasing the amortization period to 20 years and the downpayment to 20 percent has
virtually no effect on access to the varicus shelter solutions. However, lowering the
interest rate from 63.5 to 35 percent has a substantial impact, as suggested earlier.
For Lima-Callao, the minimum basic house becomes affordable to the top 40 percent
of households, and the bottom 20 percent gain access to an upgrading loan. For other
urban areas, the minimum basic house remains completely unaffordable, but three of
the five quintiles gain access to a higher-quality solution. For rural areas, the
interest rate reduction helps the top 60 percent of households move up one "noteh" in
affordability.

As one might expect, use of a "positive" interest rate makes all but the most minimal
shelter approaches unaffordable across the board. Table II.5 shows that at 120 percent
interest, the richest 20 perzent of Lima-Callao households can afford no more than a
core unit (S/19,022,000). The third and fourth quintiles can pay for an upgrading
loan, and the bottom 40 percent are shut out. Outside of Lima, only the richest 20
percent are in the market at 120 percent interest, and even then the best affordable
solution is an upgrading loan.

The principal conclusion of the preceding analysis is that it is impossible to meet
minimal shelter needs in Peru without large subsidies given existing financial market
conditions. The affordability problem is especially acute for the bottom 40 percent of
the urban income and bottom 60 percent of the rural income distribution. Since Peru
cannot afford to subsidize housing for more than a tiny handful of families, it is
imperative that measures be taken that will lead to a reduction in inflation and market
interest rates. In the meantime, available shelter sector resources must be used to
provide minimal solutions to as many families as possible at the lowest possible sub-
sidy.
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Household
Income
Quintiles

Lima-Callao
Lowest 1

2

3

4
Highest 5

Other Urban
Lowest 1

2

3

: 4
Highest 5

Rural
Lowest

TABLE II.5

BEST SHELTER SOLUTION AFFORDABLE 1945
by Household Income Quintile*

Interest 63.5%
Term 10 Years
Down Pmt. 10%

Alternstive Financing Packages

Interest 63.5%
Term 20 Years
Down Pmt. 20%

Interest 35%
Term 10 Years
Down Pmt. 10%

Interest 120%
Term 10 Years
Down Pmt. 10%

Upgrading loan
Serviced lot
Serviced lot
Basic house

'Lote tizado®
Upgrading loan
Serviced lot

-

Comm infra pkg
Upgrading loan

Upgrading loan
Serviced lot
Serviced lot
Basic house

Upgrading loan
Upgrading loan
Serviced lot

Comm infra pkg
Upgrading loan

Upgrading loan
Serviced lot
Core unit
Basic house
Basic house

'Lote tizado'’
Upgraging loan
Service lot
Core unit

Comm infra pkg
Upgrading loan
Basic house/no
egrvices

Upgrading loan
Upgrading loan
Core unit

Upgrading loan

1

Upgrading loan

*See text, Chapter III, Section C.l for estimated cost of each solution.

Source:

PADCO Analysis



D. COSTS OF MEETING HOUSING NEEDS

The fipal step in this analysis is the estimation of meeting the housing needs outlined
in Table II.3. As with the quantification of housing needs in terms of units, presented
in Section B of this Chapter, the purpose is to provide an empirical basis for housing
policy discussions. While everyone recognizes that Peru's finanecial sector cannot raise
the funds to meet all housing .leeds over the next 20 years, it is useful to compare
available resources with those required. The exercise helps to highlight the need to
use what resources are available for shelter as efficiently as possible.

In this analysis, total housing investment is based on providing each household with a
minimally adequate shelter solution. In our calculations, all households are assigned
one of the Jollowing shelter solutions based on their income levels: for urban areas,
the minimum basic house (S/27,150,000), the serviced lot (8/10,894,000), and the
upgrading loan (S/4,494,000 including the value of the existing dwelling); for rural
areas, the upgrading loan (S/3,146,000 including the value of the existing unit) and
the communal infrastructure package (S/2,392,000)5.

The Housing Needs Assessment Model calculates twc components of total needed
housing investment:

* The cagregate amount households can afford to pay for the types of units
assigned to them.

* The gap between total investment by households based on their ability to pay
and the total value of units allocated. This gap is considered the "subsidy"
component because it is the part of the investment which is unrecoverable.

Total investment requirements for meeting minimal shelter needs appear in Table II.6.
Annual national investment i: about S/2,390 billion in 1990 and increases rapidly to
about S/4,051 billion by 2005 (1984 constant prices). Investment for urban areas is
steady throughout the period at around 90 percent of the total. Urban financing
requirements for shelter are split more or less evenly between the Lima-Callao
Metropolitan Area and other urban areas. Lima-Callao's share of investment greatly
exceeds its population share because of the capital's much higher income levels and
effective demand. Rural housing investment requirements make up about 10 percent of
the total.

The S/2,390 billion cost of meeting housing needs in 1990 is about 3.7 percent of that
year's projected GDP. In 1983, total national investment in housing by the "formal"
sector was about 0.37 percent of GDP, a ter-fold differenceb, Approximately
S/890 billion--37 percent of the S/2,390 billion needed in 1990--would have to be
spent as a subsidy to make up for what low-income households cannot afford to pay.

SSee Appendix II for details on how units are allocated to households.

6Formal sector housing investment for 1983 consisted of S/46,098 million by the
Mutuales, S/47,014 million by BCH, and S/6,202 million by BANVIP.
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Actually, the preceding financial resource gap is somewhat overstated. The vast
majority of housing in Peru is financed outside of the formal system. Thus the abso-
lute volume of resources being invested in shelter is much larger than the formal sec-
tor figures suggest. However, the informal investment is so disaggregated--it is made
up of very small sums being spent incrementally over long periods of time by individual
households-~-that it is difficult to see how it could be channeled into a savings system.

Several caveats should be kept in mind. First, the cos. estimates in Table I1.6 are
based on supplying very low-standard shelter solutions. No household obtains a dwelling
costing more than S/27,150,000, and there are relatively few such units allocated in
our calculations because so few households can afford them. Any scenario using
higher-standard housing implies substantially higher costs for meeting housing needs
than are presented in Table II.6. Second, the cost estimates are based on the current
official interest rate of 63.5 percent per year for housing finance. The figures do not
take into account the implicit subsidy in offering housing at what is now a "negative"
real interest rate. Third, even if sutficient shelter funds were available, cost reco-
very were implemented, and the institutional structure for housing finance and delivery
were strengthened, a lack of supporting infrastructure would probably thwart any
large-scale housing program. It is imperative to improve the capacity of the basie
infrastructure sectors to meet future needs for potable water, sanitation, electricity,
solid waste disposal, and community services. These improvements must go hand-in-
hand with changes in the housing sector.



National
% of forecast GDP

Lima-Callao
% of forecast GDP

Other Urban
% of forecast GDP

Rursl
% of forecast GDP

Subsidy required
nationally*#
% of forecast GDP

Subsidy required
for urban shelter
% of forecast GDP

Subsidy required
for rural shelter
% of forecast GDP

TABLE II.6

INVESTMENT REQUIRED TO MEET MINIMUM SHELTER NEEDS*
(Millons of 1984 Soles)

1990

2,389,914
3.7

1,050,734
1.6

1,066,750
1.7

272,429
0.4

889,858
1.4

757,255
1.2

132,603
0.2

1995

2,843,461
3.7

1,227,827
1.6

1,318,485
1.7

297,149
0.4

1,030,323
1.3

891,207

139,116
0.2

2000

3,381,309
3.4

1,463,563
1.5

1,602,689
1.6

315,058
0.3

1,115,706
1.1

982,254
1.0

133,452
0.1

* Solutions allocated in this analysia (costs in 1984 soles):

Urban: 1)
2)
3)
Rural: 1)
2)

**#Subaidy required to meet minimal shelter needs of households that
cannot afford a minimal solution on the following terms:

10% down payment,

Basic house S/. 27,150,000 (Lima-Callao only)
Serviced lot S/. 10,894,000

Upgrading loan plus value of upgradable "informal

unit S/. 4,494,000

Upgrsding loan plus value of upgradable "informal"

unit S/. 3,146,000

Communal infrastructure package S5/. 2,392,000

10 year term.

2005

4,050,833
3.2

1,845,405
1.5

1,810,778
1.4

394,650
0.3

1,159,386

1,029,614
0.8

129,772
0.1

63.5% interest,

43
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E.

SUMMARY

1.

It is estimated that Peru's housing stock currently consists of approximately
3.8 million units. Around one-quarter of these are in the Lima-Callao metro-
politan area. The remaining three~quarters are about evenly split between
other urban centers and rural areas. The average number of persons per unit
is roughly 5.5 in urban centers and 4.6 in rural areas.

On average, housing quality, in terms of both building materials and
infrastructure, is mueh better in Lima-Callao than in other urban areas. In
turn, urban housing quality is substantially better than rural, especially with
respect to infrastructure. Housing conditions overall deteriorated during the
1970s and have undoubtedly worsened even more in the last few years.

Inadequate infrastructure capacity, especially water, is probably the main
constraint on shelter provision in Peru, aside from the lack of affordable cre-
dit. SENAPA's tariffs are far below levels needed for adequate investment
and operation.

In 1990, meeting the national need for new housing (providing all households
with a minimum shelter solution) would require building a total of about
58,000 units per year in the Lima-Callao metropolitan area, 79,000 units per
year in other urban areas, and 28,000 units per year in rural areas, for a
1990 annual total of about 165,000 dwellings. In addition, meeting the yearly
need for upgrading of existing substandard housing would amount to approxi-
mately 63,000 urban units upgraded and 59,000 rural units upgraded in 1990.

Recent formal sector housing production has been only a fraction of that
needed to meet the preceding requirements. It is estimated that the private
and public formal sectors together produced an average of around 22,000 units
per year between 1979 and 1983. This is about one sixth of the number
required to meet 1990 urban housing needs only. This verifies that the
overwhelming majority of Peruvian households obtain housing through informal
development.

Given current financing terms, the minimum basiec house costing S$/27.15
million is affordable only to the richest 20 percent of households in Lima.
The serviced lot costing S/10.9 million is affordable to the richest 20 percent
of households in other urban areas and down to the middle quintile in
Lima-Callao. The poorest 40 percent of other urban households and and
poorest 20 percent of Lima households are shut out of the formal sector
market altogether, as they are unable to afford even a lot without services
under current financing conditions. For the rural population, the situation is
truly dismal. Only the richest 40 percent of rural households can afford a
formal sector shelter solution, and none can obtain more than an upgrading.

Lowering the interest rate from 63.5 percent (late 1984 official rate) to 35
percent (hypothetical) substantially improves affordability for all segments of
the population.
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Given existing financial market conditions, it is impossible to meet minimal
shelter needs in Peru without large subsidies. Since Peru cannot afford to
subsidize housing for more than a tiny handful of families, it is imperative
that measures be taken that will lead to a reduction in inflation and market
interest rates.

Annual national investment required for meeting minimal shelter needs amounts
to about S/2,390 billion in 1990 and inecreases rapidly to about S/4,051 billion
by 2005 (1984 constant prices). The S/2,390 figure for 1990 is about 3.7
percent of that year's projected GDP. By contrast, total national investment
in housing by the formai sector in 1983 was about S/100 billion, or 0.37 per-
cent of 1983 GDP. This huge resource gap must be interpreted in light of the
fact that the vast majority of housing in Peru is financed outside of the for-
mal system. Thus the absolute volume of resources being invested in shelter is
much larger than the formal sector figures suggest. Channeling the very
disaggregated informal investments in shelter--in terms of the small amounts
and the long times over which they are spent--into a formal savings system
poses difficult challenges. )

Approximately 37 percent of the S/2,390 billion needed to meet minimal
shelter needs nationally in 1990 (S/890 billion) would have to be spent as a
subsidy to make up for what low-income households cannot afford to pay.
Even if sufficient shelter funds were available, full cost recovery were
implemented, and the institutional structure for housing finance and delivery
were strengthened, a lack of supporting infrastructure would probably thwart
any massive shelter program. Improvements in the capacity of the basie
infrastructure sectors--potable water, sanitation, electricity, solid waste
disposal, and community services--must go hand-in-hand with changes in the
housing sector.
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CHAPTER I
SHELTER FINANCE AND INSTITUTIONS

SECTORAL COORDINATION

1.

Problems

Numerous problems contribute to the lack of coordination among shelter
institutions, between shelter policies and other government policies, and te~-
tween different sectoral programs. The principal roots of the shelter sector's
coordination problems are summarized below:

Separation of Programming and Finance: Public sector housing policy, set .
essentially through the Ministry of Housing, is divorced from financial and
economic policymaking, set globally by the Ministry of Economy and Finance
and the BCR and for the housing sector by BANVIP. This separation is mani-
fested in the problems of FONAVI. On the programming side, the pclicy has
been to use FONAVI funds mainly for highly-subsidized, high-standard units.
The financial implications and’ opportunity costs have not been given impor-
tance. On the financial side, BANVIP and the other finance institutions are
aware of the decapiialization of FONAVI that is occurring due to non-market
pricing, negative interest rates, lack of cost recovery, failure to raise the
contributions base, and failure to use FONAVI to leverage outside funds, but
are unable to take direet action. :

Separation of Housing and Infrastructure Planning: Public seector shelter
programming occurs with little regard for the capacity of publie utilities to
provide supporting infrastructure. In some cases, unrealistic assumptions have
been made about the financial resources available locally for necessary off-
site infrastructure. In other cases, public housing projects have gone ahead
without obtaining the usual assurance of infrastructure availability from the
utility (ENACE is exempt from regulations requiring this), resulting in sharp
cost escalations borne by FONAVI.

Breakdown of Natioral Planning: Lack of coordination within the housing sec-
tor stems in part from the breakdown of the national government's planning
process. Institutionally, the Peruvian public sector continues to be highly com-
partmentalized along sectoral lines. Control has recently become even more
centralize¢ due to the extraordinary efforts being made by the Ministry of
Economy and Finance to impose fiseal discipline. Meanwhile, far less effort
has been dedicated to ensuring the effectiveness of the spending that does
occur. For planning, there is a tremendous institutional vacuum created by
the weakness of INP, which should, in principle, be in charge of coordinating
the government's investment program. While INP maintains liaison offices in
central government agencies, it remains off the critical path in economie and
sectoral decisionmaking.
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Chaotic Legal Framework: Differing political philosophies among the various
governments in power over the past two decades have left Peru with a legal
framework that does not send clear, consistent signals. Laws governing many
areas of life reflect contradictions among statist, self-sufficient (import--
substituting), and open market (export-oriented) economic philosophies. Legal
problems also spring from the accumulation over many years of ad hoc decrees
and resolutions designed to address particular issues or temporary problems.
The results of this are 1) great insecurity, especially in the private sector
and in the financial community, over the "rules of the game" in economic
affairs and 2) a strong movement toward "informality"--operation outside the
legal framework--in economic activities.

One example of the impaect of legal breakdown on the housing sector is the
uncertainty over the legal status of the Mutuales (Savings and Loans). In the
late 1970s, BANVIP issued resolutions to help the Mutuales deal with unfa-
vorable market conditions. Among these was temporary permission to lend for
non-housing purposes. In 1981, a law was passed creating a commission to
draft a new general law for the S&L system. This law also provided that the
membership of the Boards of Directors of the Mutuales be frozen until passage
of the new law. Four years later, the new general law remains unpassed, and
the Boards of Directors still frozen. Internal management of the S&Ls has
suffered, and operations continue in legal "limbo".

Another example is the confusion surrounding the legal designation of "Pueblos

Jovenes" and the community organizations representing them. Law 13517 of

1960 allowed an existing informal settlement to be officially declared a
"Pueblo Joven" through a legal resolution in order to make it eligible for pro-
perty titling and upgraeding. However, the criteria for designating a settlement
as a "Pueblo Joven" were ambiguous. As a result, numerous urban settle-
ments, including some very large ones, have for no logical reason remained
without legal access to the upgrading and titling process. In addition, Law
13517 provided that no settlements formed after 1960 be officially designated.
A later Supreme Decree, No. 105-68-FO (1968), contradicted this without
providing for the repeal of the 1960 limitation. This has resulted in further
confusion and arbitrary decisions. Finally, the legal status of community
organizations required by law to represent residents in "Pueblos Jovenes" is
uncertain. Law 13517 provided for the creation of "Asociaciones de

Pobladores" (Residents' Associations) made up only of people who had

received provisional titles. Supreme Decree 105-68-FO eliminated provisional
titles, apparently annulling the membership requirement of Law 13517. At the
same time, the government established in 1968 a new form of local asso-
ciation, the "Organizacion Vecinal" (Neighborhood Organization), which were
political groups without legal status. The consequence of this was, on one
hand, government promotion of groups that could not obtain legal status
("personeria juridica") and, on the other hand, legally constituted groups with
no political recognition or effectiveness.
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Loss of Funections by Ministry of Housing: With the creation in recent years of
ENACE, SENAPA, INADUR, AND ININVI as independent institutions, the
Ministry of Housing has lost most of its direct implementation, technical
assistance, and normative functions. In some cases, the Ministry continues to
do work that duplicates that of one of the new organizations. For example,
both the Ministry's Direccion General de Edificaciones and ININVI are respon-
sible for promulgating building codes and standards, but it is unclear wbich
has ultimate authority.

The housing sector is heavily influenced by macroeconomic poliecy issues, par-
ticularly savings and investment levels, interest rates, foreign exchange
availability, pricing, and state regulation of economic activity. Given that
the Ministry of Housing is only one among various institutions that participate
in policymaking in these areas, the Ministry's ability to truly lead the sector
is questionable. The development of an effective housing policy and plan will
require an entity that can coordinate and dictate policy to the entire family
of institutions directly and indirectly involved in the sector.

Fragmented Management of FONAVI: FONAVI's founding law provides that it
be managed by BANVIP. In practice, however, FONAVI programs are defined
by the Ministry of Housing and implemented by ENACE. BANVIP serves merely
as a caretaker, assuring an adequate cash flow to projects. BANVIP is not
even responsible for recuperation of FONAVI loans. The legal instruments
(e.g. mortgages) for credits on FONAVI housing are handed over to the other
financial intermediaries, mainly the Mutuales and BCH. These receive no
remuneration for managing the FONAVI portfolio and, in some cases, must
assume the credit risk. The result of this is mismanagement of FONAVI, with
no connection between responsibility, accountability, and authority.

Constraints on Municipalities: Under the new municipal law, municipal govern-
ments are given responsibility for local infrastructure and legalization of
informal settlements. However, the municipalities lack the financial resources
and technical/administrative capacity for carrying out these functions. One
result of this is the avoidance of action, as municipalities and central
government agencies (which are also financially strapped) look to each other
to take the lead in these areas.

Housing Policy Mechanism

To begin rectifying some of these problems, consideration should be given to
the possibility of establishing an ongoing mechanism for joint public-private
sector shelter policy analysis and formulation. The main purposes of this
mechansim would be: 1) To promote coordination of government and private
sector policies and programs in support of shelter objectives, 2) To relate
shelter policies in a consistent way to the nation's overall economic develop-
ment strategy, and 3) To help bring legal and regulatory coherence to the
shelter sector. Private sector groups that may participate in this mechanism
could irclude not only the construction industry and land developers, but also
housing cooperatives and communal associations.
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One possibility is to create a high-level Housing Policy Group whieh would
formulate policy for the shelter sector. This group would be independent of
other institutions and would consist of high-ranking representatives of the
Housing Ministry, INP, the Finance Ministry, BCR, BANVIP, BCH, the
Mutuales, the Banco de Materiales, SENAPA, CAPECO, and possibly others.
The decisions of the Housing Policy Group should be binding on the respective
organizations.

The Housing Policy Group could be supported by a permanent Technical
Secretariat consisting of a very small and high-quality staff of economists,
financial analysts, legal experts, and other specialists. It would be desirable
to consider making the Technical Secretariat independent of other ministries
or institutions and having it report directly to the Housin;; Policy Group.

As a focus for its work, the Housing Policy Group could be made responsible
for producing a short/medium term (say, 3-4 years) National Housing Plan.
The Plan would emphasize the creation of an appropriate framework for public
and private shelter activities; it would de-emphasize physical output targets.
The main components of the Plan, which would be updated regularly, would
include:

* A clear statement of the roles of the various housing sector institutions,
in terms of the markets they should serve and the types of operations
they should be involved in.

o A realistic estimate of the resources which will be available to each
institution.

* An agenda of fiscal and monetary policies needed to enable the
institutions to carry out their funections.

* An investment program for shelter solution production and financing.

* A plan and investment program for complementary infrastructure (water,
sanitation, drainage, electricity, roads, and community facilities).

* Complementary measures in the areas of 1) improving the productivity of
the construction industry (in terms of value added per worker), 2)
improving the efficiency of building materials productions, 3) making
infrastructure standards more affordable, and 4) preventing delays in
publicly-supported construction projects.

If it is not feasible to set up a Housing Policy Group as suggested above, a
more modest scenario could be considered, as follows: Technical policy analy-
sis units could be established in one of the government agencies (e.g., the
Housing Ministry or BCR) and in CAPECO or some other private organization.
Seminars would be held to bring together public and private representatives to
discuss issues and prepare joint resolutions or recommendations. It may be
possible to structure a series of publie-private "Ad Hoe Commissions" on
various aspects of the shelter sector which would be in charge of recom-
mending policy changes and program initiatives.
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B. INSTITUTIONS ’

Peru has four institutions which are basically oriented toward the housing sector on a
long-term basis:

Mutual System (Savings and Loan Associations)
Banco de la Vivienda del Peru (BANVIP)
Banco Central Hipoteeario (BCH)

Banco de Materiales.

The only private institution among these is the Mutual System.

The economy has severely affected these institutions, weakening their ability to
attract and allocate resources, as shown in the figures in Table III.1. They have suf-
fered a serious decline, especially BCH and the Mutuales, although it was mitigated
by the recovery of 1983. The principal beneficiaries of the liberalization of the mone-
tary market have been the commercial banks, which have the greatest power to act in
the market. .

Table II.1 shows the savings market in Soles, the only one to which the shelter
intermediaries have access. However, the largest market is in dollar savings, and it is
against the total sol plus dollar market that the institutions should be measured. Table
III.2 shows that the combined participation of BCH and the Mutuales dropped by about
half during 1979-1983.



TABLE III.1

PARTIAL FINANCIAL MARKET (SOLES) BY INSTITUTION TYPE
(In Percentages)

COMMERICAL

PRIVATE BANKS AND BILLIONS
YEARS  BCH BANKS MJTUALS OTHERS TOTAL QF SOLES
1979  33.¢6 2.4 15.1 48.9 100 172.8
1980 28.4 2.3 15.0 54.3 100 314.9
1981  26.9 2.9 12.4 57.8 100 726.2
1982  22.0 1.8 12.8 63.4 100 1,250.1
1983 18.6 2.9 14.9 63.6 100 2,133.7

Source: BANVIP

TABLE III,2

TOTAL SAVINGS MARKET
(Soles and Foreign Currency)
(In Percentages)

YEARS  AMOUNT# BCH MUTUALS
1979 324.7 17.9 8.0
1980 701.9 12.7 6.7
1981 1,392.¢6 14.0 6.5
1982  2,734.9 10.1 5.9
1983  5,448.4 7.3 5.8

*Billions of Soles

Source: Superintendencia de Banca y Seguros
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These figures highlight the structural weakness of the sector and the lack of a defi-
nite policy to maintain the competitiveness of the intermediaries as the market
evolves. A separate analysis of each of the housing institutions is presented below.

C. MUTUAL SAVINGS AND LOAN SYSTEM (MUTUALES)

1.

Background:

The Peruvian savings and loan system was the first one in Latin America, and
today it has 16 associations with 107 offices, making it one of the most
extensive financial networks in the country (Appendix Table A.16). The
system was designed to be oriented exclusively to the shelter sector and has a
large penetration in the market, with nearly 1.4 million accounts. Savings
grew in current terms over the last decade, although in 1983 growth was
lower than inflation, as can be seen in Table III.3.

The mutual system has carried out shelter financing activity through FONAVI
as well as other sources. The big change in recent years has been that
housing is no longer the principal activity of the mutual system. When high
inflation began in the second half of the seventies, the system was in the
following situation:

¢ Long-term fixed rate portfolio.

* Regular clients unable to afford new housing due to high interest rates
and low incomes.

* Housing as the single objective of the system.

The simultaneous influence of these three factors threatened to eliminate the
system. Therefore, on the assumption that this was a temporary crisis, the
government decided, via resolutions of BANVIP:

* To compensate the Mutuales for the gap between interest on the old
portfolio and the new, higher market rates, through direct contributions
of funds.

®* To liberalize the interest rate structure that the system can apply.

® To open the operations of the Mutuales to almost any type of credit, in
order to safeguard financial stability.

Although the measures taken by BANVIP were positive and necessary, in time
the temporary situation became a permanent one, and the possibility for the
system to act direetly in the shelter financing market based on its own
resources has become considerably more remote. This is shown clearly by the
portfolio structure data in Table III.4.
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TOTAL

TABLE III1.3
MUTUALS: ATTRACTION OF RESOURCES

RATE OF

ACCUMULATED GROWTH OF

YEARS SAVERS SAVINGS SAVINGS

(Thousands) (Millions)

1975 803 9,298 16.2

1976 844 9,861 6.1

1977 903 11,217 13.8

1978 971 14,211 26.7

1979 1,083 26,411 85.8

1980 1,198 51,849 96.3

1981 1,297 101,254 95.3

1982 1,378 174,307 72.1

1983 1,393 306,511 76.9
Source: BANVIP

TABLE III.4
MUTUAL SYSTEM: PORTFOLIO
(Millions of Soles)
%
LOANS OVER THE

YEARS PORTFOLIO % HOUSING % OTHERS % BANVIP TOTAL
1977 9,913.9 100 9,895.9 99.8 18.0 0.2 1,255,.7 12.7
1978  12,107.3 100 11,390.1 9.1 717.2 5.9 1,590.3 14.0
1979  17,644.3 100 11,693.5 66.3 5,950.8 33.7 1,645.7 14.1
1980 33,662.5 100 12,588.4 37.4 21,074.1 62.6 2,451.3 19.5
1981 63,862.0 100 18,590.9 29.0 45,341.1 71.0 7,479.1 40.4
1982 154,108.0 100 38,053.2 24.7 116,054.8 75.3 22,610.2 58.9
1983 234,862.0 100 81,713.6 34.8 153,148.5 65.2 51,342.2 70.2
Source: BANVIP
TABLE III,.5
NUMBER OF UNITS FINANCED
TRADIT IONAL MARKET
SUBTOTAL AVERAGE
YEARS TOTAL FONAVI (Without Fonavi)  MUTUALS LOAN®
1975 10,642 — 10,642 4,022 1,919
1976 7,496 -— 7,496 4,276 1,627
1977 5,489 —_— 5,489 2,736 1,374
1978 6,640 — 6,640 2,690 914
1979 4,136 —— 4,136 1,775 697
1980 12,108 7,366 4,742 1,992 973
1981 16,163 9,429 6,734 2,235 1,001
1982 21,226 9,288 11,938 4,957 846
1983 12,936 3,206 9,730 5,039 -—

*Thousands of constant 1979 soles.

Source:

BANVIP
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Traditional housing loans went from 100 percent of total activity in 1977 to
one-third in 1983, and this proportion was financed almost completely with
BANVIP funds. Thus, 70.2 percent of the housing portfolio is financed with

"BANVIP loans, but only 10.4 percent of the total portfolio is financed with

the Mutuales' own resources. Although this prevents the mutual system from
suffering the impact of the portfolio erisis by transferring it to BANVIP or
FONAVI, it creates a serious internal distortion.

Nevertheless, housing credit activity has continued (Table III.5). Points to
be highlighted are the steady growth in ecredit in the mutual system since
1980 and the decline in value of the average loan from 1981 to 1982,
influenced by loans for infrastructure and upgrading. It is within this frame-
work, characterized by a gradual loss of identity and efforts to keep the
financial situation on a sound footing, that the financial position of the
system must be analyzed. The analysis will consider the system as a whole,
and then separate out Lima fron. C .. Areas, since an overall study alone
would not be sufficiently represeniuiive due to the number of institutions (16)
and the diversity of the two situations.

Analyses will be in constant Soles where possible (1979=100) in order to
eliminate distortions due to inflation.

Finanecial Situation of the System

Appendix Table A.18, which gives the average balances in real terms for the
last three years, indicates poor performance with the following figures on
assets:

* Growth: Negative overall for the period (-7.5 percent), but particularly
in 1983, with a decline of more than 19 percent.

* Loans: The portfolio (loans) has a meager share of overall assets (61
percent), which-is inadequate in an industry whose purpose is investment.
This reflects the current problems in the market.

* Critical Assets: The only two assets with real sustained growth are a)
unsold projects,i.e., projeets which are difficult to market, and b)
interest receivable, a reflection of growing delinquenecy.

In conclusion, the system is weakening in the assets category, not only due
to lack of growth, but also because of the increase of negative factors in
handling allocations.

Liabilities show the following characteristies:

* Savings Attraction: Both savings and term deposits have declined in abso-
lute terms, although they have maintained their percentage of par-
ticipation. This decline was compensated by BANVIP loans, particularly
from FONAVI, whose share more than doubled during the period.

* Capitalization: Reserves and surpluses declined, a reflection of the ecriti-
cal situation in 1983 when they declined by almost 32 percent. This loss
in surplus-generating capacity is shown in the Statement of Finaneial
Results, which combines the decrease in the finanecial margin (from six
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percent of output in 1981 to three percent in 1983) and the increase in
general expenditures, which absorb 19 percent of output compared with
11 percent in 1981. The combination of higher costs and lower financial
margin creates a dangerous scenario for the mutual system.

The financial indicators (Appendix Table A.19) confirm this diagnosis.
Productive assets (indicator 1) declined compared to total assets, limiting
income-generating resources and making the system more costly. Delinquency
(indicator 2) practically doubled in this period. The largest arrears come from
highly speculative short-term loans, and this calls for a major internal
assessment. The ratio of income-generating funds to deposits (indicator 3)
also dropped, which made the system more sensitive to changes in market
interest, and raising the risk of heavy losses. The ratio of own resources to
deposits (indicator 4) indicates decapitalization. Indicators 5 and 6, relating
productive assets to financial income and costs, confirms the above tenden-
cics.

The financial surplus over average productive assets (APA), which results
from combining indicators 5 and 6, is:

1981 1982 1983

Interest Earned/..PA 38.1% 46.4% 39%
Interest Paid/APA 35.5% 41.2% -37.3%
Surplus 2.6% 5.2% 1.7%

The surplus dropped by two thirds in 1983.

Based on the assumption that, in operational equilibrium, the financial result
should cover operating expenses (indicator 7), the following indicators are
significant: :

1981 1982 1984

Financial surplus/APA | 2.6% 5.2% 1.7%
General expenses/APA (4.5)% (6.4)% (8.7)%
Result (1.9)% (1.2)% (7.0)%

These figures indicate that the system seems to have lost the ability to fune-
tion in operational and financial equilibrium.

Comparative Financial Situation: Lima/Other Areas

The evolution and behavior of the system have been completely different in
Lima as opposed to other areas. In contrast with "normal" times, when Lima
was the principal market, the more conservative behavior of the Mutuales in
the interior has permitted them a much more positive level of performance.
Tables III.6 and III.7 show their respective positions in 1982 and 1983, with
these highlights:

* Growth in the interior's share of total assets from 43 to 45 percent be-
tween 1982 t¢ 1983.
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*  Productive Assets: The Mutuales in the other areas remained more liquid,
with approximately 62 percent of total assets contributing toward finan-
cial returns. The Muturales of the interior have likewise maintained their
credit activity primarily in housing, and only supplementally in commerecial
credit, which absorbs only 39 percent of loans.

* Non-productive Assets: These are markedly lower in the interior, with a
noticeable change in their favor in 1983, particularly in interest
receivable (arrears), and unsold projects.

* The system in the interior is much more sound, stable and capable of
generating income.

In liabilities, the Mutuales of the interior capture resources in proportion to
their weight in assets, but they show a more intensive use of BANVIP and
FONAVI loans. The most prominent liability is capitalization, which accounts
for 72 percent of the total in the system. This high capitalization is the
result of a combination of healthy financial surpluses and low operating costs,
as can be seen in the statements of financial results in Tables III.6 and Iil.7.
Unlike Lima, the other areas operated in financial equilibrium in 1982 and
1983.

From inside the system, it seems clear that the Mutuales in the interior are
not capable of confronting with a highly competitive market such as Lima's.
Nevertheless, they have turned into small "family banks" which are more
manageable in the existing context, and where public relations are person-to-
person, not via large-scale communications media.



TABLE IIl.6

MUTUAL SYSTEM: COMPARATIVE BALANCES
L IMA/PROVINCES 1982

(Millions of Constant 1979 Soles)

TOTAL TOTAL % TOTAL % H
SYSTEM % LIMA (1) PROVINCES (2 2/
AVERAGE ASSETS
Available 11,715 lo0 5,172 44 6,543 56 126
Investment 712 100 364 51 348 49 96
Housing Loans 7,531 loo0 3,980 53 3,551 47 89
Special Loans 20,757 100 13,355 64 7,402 36 55
Unsold Projects 547 100 322 59 225 4l 70
Fixed Assets 2,412 100 1,548 64 864 36 <
Interest to Collect 1,056 100 688 65 368 35 54
Other Assets 1436 100 781 54 655 46 84
TOTAL ASSETS 46,166 100 26,210 57 19,956 43 76
AVERAGE LIABILITIES
Savings 23,516 100 13,175 56 10,341 44 78
Fixed Term Deposits 6,003 100 2,158 53 2,845 47 90
Banvip Credit 2,176 100 1,020 49 1,096 51 102
Fonavi Credit 1,086 100 482 44 604 56 125
Other Liabilities 10,214 100 6,549 64 3,665 46 72
Reserves 894 100 587 66 307 34 52
SUBTOTAL 43,889 10n 25,031 57 18,858 43 75
Reserves and Surplus 2,277 100 1,179 52 1,098 48 93
TOTAL LIABILITIES 46,166 100 26,210 57 19,956 43 76
FINANCIAL RESULTS
Total Income 16,862 100 8,616 51 8,246 49 96
Interest Earned 15,211 100 7,647 50 7,564 50 99
Intereat Psid <13,520> 100 <6,908> 51 <6,612> 49 96
Financial Reault 1,691 100 739 44 952 56 129
Operating Costs <2,105> 100 <1,231> 56 <B74> 44 71
Commissiona & Others 1,651 100 969 59 682 41 70
Other Expendityres <387> 100 <286> 74 <101> 26 35
RESULTS 849 100 191 23 658 77 344

Source: BANVIP and Superintendencia de Banca y Seguros



TABLE III.7

MUTUAL SYSTEM: COMPARATIVE BALANCES
LIMA/PROVINCES 1983
(Millions of Constant 1979 Soles)

TOTAL TOTAL % TOTAL % %
SYSTEM % LIMA (1) PROVINCES (2) 2/1
AVERAGE ASSF.TS
Available 6,651 100 2,742 41 3,904 59 142
Investment 1,804 1ao 622 35 1,182 65 190
Housing Loans 7,008 100 3,304 47 3,704 53 112
Speciel Loans 15,768 100 9,654 61 6,114 39 63
Unsold Projects 846 100 663 78 183 22 28
Fixed Assets 2,569 100 1,874 73 695 27 37
Interest to Collect 1,422 100 942 66 480 34 51
Other Aasets 1,272 100 845 66 427 34 50
TOTAL ASSETS 37,340 100 20,651 55 16,689 45 81
AVERAGE LIABILITIES
Savings 19,299 100 10,844 56 8,455 44 78
Fixed Term Deposits 5,324 100 3,019 57 2,305 43 76
Banvip Credit 1,862 100 705 38 1,157 62 164
Fonavi Credit 2,042 100 1,015 50 1,027 50 101
Other Liabilities 6,095 100 3,785 62 2,310 38 61
Reserves 1,167 100 852 73 315 27 37
SUBTOTAL 35,789 100 20,220 57 15,569 43 77
Reserves and Surplus 1,551 100 431 . 29 1,120 72 260
TOTAL LIABILITIES 37,340 100 20,651 55 16,689 45 81
FINANCIAL RESULTS
Total Income 12,949 100 6,116 47 6,833 53 112
Interest Earned 11,122 100 5,009 45 6,113 55 122
Interest Paid <10,650> 100 <5,507> 52 <5,143 48 93
Financial Result 472 100 <498> <105.5> 970 205.5 <=-
Operating Costs <2,488> 100 <1,523> 61 <965> 39 63
Commissions & Others 1,827 100 <1,107> 6l 720 39 65
Other Expenditures <438> 100 326> 74 <112> 26 34
RESULTS <627> 100 <1,240> --- 613 - -—
Source: BANVIP and Superintendencia de Banca vy Seguros
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4.

Financial Situation of the Mutuales in Lima
In addition to the data in the comparative analysis, the following figures from
the balances of the Mutuales in Lima (Appendix Table A.20) are of note:

* Productive Assets: Declined in both investments and liquid assets in
1982-1983, as a result of the decline in total assets and resources and
consequent reduction of sources of income.

* Non-productive Assets: Showed considerable growth, both in immobilized
funds (fixed assets) and net costs, (unsold projects and interest
receivable), reflecting financial and operational weakness. This behavior
is seen in indicators 1 and 2 in Appendix Table A.21, showing that pro-
ductive assets dropped to 0.79 centavos per Sol of total assets, putting a
squeeze on earnings, and arrears almost doubled, with unpaid interest
reaching 7.3 percent of the total portfolio.

* Attraction of Resources: Although there was a decline during this
period, it was smaller than the decline in productive assets (indicator 3,
Appendix Table A.21), which implies a relative increase in the cost of
productive assets and their greater inelasticity with respeect to any rise in
market costs.

* Capitalization: Reserves and surpluses saw the greatest decline (63
percent), and were practically depleted. This decline can be seen in the
ratio of resources to deposits (indicator 4). Whereas in 1982 there were
6.6 centavos per Sol captured, the ratio dropped to only 2.8 centavos in
1983, indicating a serious solvency problem.

* Statement of Financial Results (Appendix Table A.20): The financial
margin dropped from +8 percent of output to -8 percent and operating
expenditures went from 14 percent of output to 25 percent.

The foregoing discussion indicates how operation in the Lima market has
become less profitable and more costly.

If we compare financial results with average productive assets (numbers 5, 6
and 7 in Appendix Table A.21), the following situation becomes alarmingly
clear:

1982 1983
Interest earned as % APA 33.4% 30.7%
Interest paid as ¥ APA (30.2%) (33.7%)
General expenditures as % APA ( 5.4%) (9.3%)
Result (2.2%) (12.3%

While a yield of 35.6 percent over productive assets would have been needed
to reach operational equilibrium in 1982, the minimum required yield rose to
43 percent in 1983.

In summary, the terms of competition, the demand for funds, and the
extraordinary return on savings in dollars in both 1983 and 1984 caused
pressure on interest rates and raised them to levels which were incompatible
with the ability of Lima's Mutuales to lend for housing.
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Financial Situation of the Mutuales in Other Areas
The balance sheets (Appendix Table A.22) show a performance different from
that in Lima, as summarized below:

d Productive Assets: Stayed at the same overall level, 90 percent of total
assets in 1982 and 89 percent in 1983. Available assets declined, but
investment and housing loans increased, giving a stable picture, as evi-
denced by indicator 1 in Appendix Table A.23.

®* Non-productive assets: Except for interest receivable, which increased 1
percent (exactly the amount of the decline in productive assets,
reflecting a growing default level which must be dealt with), the other
non-productive assets stayed at the same levels between 1982 and 1983.

* Attraction of resources: Despite a decline in savings (-2 percent),
BANVIP loans increased 1 percent and FONAVI funds increased 3 percent.
This increase is shown in indicator 3 (Appendix Table A.23) with a slight
decrease (-4 percent) in the weight of productive assets, but, neverthe-
less, because of acceptable yields these new loans are very low-cost.

. Capitalization: This area reflects an the improvement in real terms, with
capitalization going from 5 to 7 percent of liabilities, and the ratio of
own resources to deposnts (indicator 4) growing from 7.4 centavos per sol
to 8.7, a 17.6 percent increase.

e Statement of Financial Results: The margin improved during 1982-83,
Dermlttmg absorptlon of costs which increased at a much lower rate
than in Lima.

To illustrate the situation more clearly, we include below indicators 5, 6 and
7 from Appendix Table A.23:

1982 1983

Interest earned as % APA 42.4% 41.0%
Interest paid as % APA (37.1%) (34.5%)
General expenditures as % APA (4.9%) (6.5%)
Result 0.4% -—-

Although the period showed & decline, the system in the interior maintained
operational equilibrium.

Proposed Law for the Mutual System
The two factors causing greatest distortion in the system during the past
decade were:

* Opening the Mutuales to commercial credit, by approval of BANVIP.

¢ The change in composition of the Boards of Directors through a mixed
management system with representation of three groups: the Mutualistas
(savers), workers, and BANVIP.
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These circumstances created problems and confusion, so on January 9, 1981,
the government issued Law No. 23238, creating a commission to draft the
"Proposed General Law for the Mutual Housing System" within 120 days, and
immobilizing the Boards of Directors until the new law was put into effect.

The proposed law was drafted and presented to Congress, but to date--nearly
four years later--it has not been approved. This hLas caused an additional
climate of uncertainty for the Mutuales.

The proposed law stresses housing as the primary objective, but it legalizes
operational diversification and grants broad powers of activity to the
Mutuales. It also includes the possibility of constituting Savings and Loan
Associations as corporations. The resolution of this bottleneck--the lack of a
new law--is critical for the future.

Final Observations
The following conclusions can be drawn from the above:

®* The Mutual System as a whole is undergoing a process of decapitalization
and growing inefficiency.

® It has retained its structure in the face of infletionary decline, at the
price of losing its shelter identity.

* The lack of a national housing policy has reduced the possibilities for
further shelter aectivity by the mutual system and has limited the use of
this very important source of funds.

* The opening of the financial market to free competition, the limitations
of the Mutuales in dealing with this, and the differences in performance
and costs in Lima versus other areas, all constitute a basis for analysis
and point the way for a restructuring of goals and strategies.

. Despite its problems, the system has not lost its public irﬁage as the

major financer of housing, and it is the only private shelter inter-
mediation system which is truly nationwide.

D. PERUVIAN HOUSING BANK (BANCO DE LA VIVIENDA DEL PERU)

1.

Introduction

This institution was founded as a state development bank, a public corporation
with full legal and administrative autonomy. It was created on November 20,
1962 (Decree Law 14241). The law grants BANVIP broad powers for institu-
tional -promotion and attraction of internal and external resources, including
emission of secondary market securities and instruments.

In its early stages, BANVIP was closely linked to the development of the
Mutual System and served as its headquarters. Although this activity con-
tinues, it is no longer a principal one, occupying a secondary place in the
current intricate framework. Due to its concurrent status as headquarters and
development bank, BANVIP wavers between being a second-line and a first-
line bank, but its predominant function is as the latter. BANVIP opened nine
offices between 1981 and 1983, so that it now has a network of seven
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branches and nine offices, plus the main office, and a staff of 760. The
organization chart shows the complexity of BANVIP's structure, with three
main areas (Administration, Development and Commercial), 12 divisons, 32
departments, and 36 sections and subsections. There are also nine offices
which provide direct support to general management.

BANVIP has historically been the exclusive allocator of institutional funds for
housing, and its growth has been based on this activity. But the impact of
FONAVI funds during the past three years has converted BANVIP into the
second largest state development bank in voluie of assets, exceeded only by
the the Banco de la Na~'én.

Attraction of Resources

BANVIP does not capture directly from the market, so its deposit account,
which went from 21.4 to 45 billion Soles from 1981 to 1983, gets 60 percent
of its funds from the reserves of the Mutual System and the rest primarily
from institutional deposits. Of greater interest are the following resources
especially designed for support to the housing sector: .

® Guarantee Fund (DL-19604): Since 1972, all performance guarantees paid
by contractors to the State are deposited in BANVIP. The interest rate
on these funds is 22 percent, which guarantees a cheap, stable source of
funds. In the last three years these funds have had the following evolu-

tion:
1981 S/8,640 million
1982 16,508 million
1983 32,428 million
Change 275.3%

®* Mortgage Bonds (Decree Law 17863): This decree gives BANVIP authority
to issue bonds with a general guarantee on its assets and obligatory
purchase by certain entities. To date, bonds worth 30,900 million Soles
have been issued, of which 26,204.8 million had been allocated as of
December 31, 1983. The interest rate is 19.5 percent, payable quarterly.
The bonds were distributed as follows:

Mutuales S/1,400 million
Insurance Companies 2,950 million
Contractors and Builders 26,400 million
Enterprises with housing
programs 100 million
Commercial Banks 50 million
Total 30,900

These figures show that 85.4 percent was absorbed by organizations
directly related to the housing sector.
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®  External Credits: BANVIP has been a steady allocator of external credits:

1981 S/23,229 million

1982 46,415 million

1983 77,558 million
Change 233.9%

BANVIP is not liable for the foreign exchange risk, except on one of its
first Inter-American Development Bank loans, whose current balance is
S/.325 million, or 0.4 percent of the total. BANVIP repays the Central
Bank on the amount of Soles received, i.e., at the exchange rate on the
date of transaction. Although this eliminates serious risk to BANVIP and
the sector, it involves an indiseriminate subsidy and places the burden of
debt servicing on the Central Bank.

o FONAVI is the current largest source of funds, but due to its structure
as a capital account and its impact on Bank operations, it will be ana-
lyzed separately below.

BANVIP thus has stable sources of funds which permit efficient credit manage-
ment.

Placements

BANVIP currently finances practically all sectors involved in shelter activities,
from infrastructure to finished housing. In annual placements (Table III.8),
within a framework of strong overall growth, the most active areas are pro-
vision of services, housing and FONAVI; the smallest growth was in assistance
to the Mutuales. This is consistent with the earlier observations on BANVIP
direct market activity in different sectors.

In terms of accumulated credits by institutional areas, FONAVI and the pri-
vate construction sector had the highest growth, compared to the virtual non-
growth of the Mutual System. Considering that these are current values, the
Mutual System actually experienced a significant loss.



TABLE III.8

BANVIP: PLACEMENTS 1981-83
(Millions of Current Soles)

o
CREDITS PER YEAR PER SECTOR 1981 % 1982 % 1983 % Change
Provision of Services 9,708 11 15,342 7 46,828 14 382.4
Urbanization 2,363 3 1,399 1 6,801 2 187.8
Community Facilities 478 1 756 - 2,357 1 393.1
Housing 3,311 4 9,316 4 25,227 7 661.9
Credits, Construction
Industry 26,641 29 78,184 34 79,545 23 222.8
Credits, Mutuals 4,837 5 4,764 2 12,316 4 165.6
Credits FONAVI 39,708 47 118,902 52 165,982 49 318.0
TOTAL 84,846 100 228,663 100 339,056 100 292.6
ACCUMULATED PLACEMENTS BY
INSTITUTIONAL AREA
Public Sector 9,916 8.1 11,572 4.3 16,006 3.1 6l.4
Coop. Sector 8,859 7.3 13,550 4.9 18,750 3.7 1l1.6
Mutual Sector 21,060 17.3 18,164 6.6 22,280 4.4 5.8
Private/Commercial Sector 23,238 19.1 83,899 30.6 130,810 25.7 462.9
Housing Programs#* 58,613 48.2 146,628 S3.6 322,020 63.2 449.4
TOTAL 121,686 100 273,993 100 509,086 100 319.0

*Includes FONAVI
Source: BANVIP

65
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4.

Financial Situation

The balances for the last three-year period, seen in Appendix Table A.24,
show a growth of 148.2 percent at current levels, and a 36.2 percent decline
in constant 1979 Soles. Liquid assets declined from 40 percent of total assets
to 11.3 percent, creating possible cash flow problems, and FONAVI alloca-
tions increased by Z27.8 percent to 45 percent of total assets.

The FONAVI fund creates a distortion factor in BANVIP. Its size distorts the
figures and, because of the way it is managed, it cannot be considered
BANVIP's own operation, since BANVIP funetions as hardly more than a care-
taker.

Aside from the above, BANVIP has had growth in its own allocations and in
works in progress. The percentage of non-productive fixed assets has dropped,
which is in itself a positive trend. However, the bias brought into the analy-
sis by FONAVI funds does not allow us to conclude that this shows finanecial
growth. Liabilities also and unavoidably show the weight of FONAVI, which
accounts for 52.6 percent of the institution's total liabilities.

Since FONAVI is considered a capital account, it adds an apparent financial
financial strength, which in practical is nominal since BANVIP cannot
integrate it into its ouperational policy. Thus, BANVIP's efficiency, measured
by its return on capital, was 0.7 percent for 1983, i.e., nil. FONAVI must
therefore be considered a bank service to the sector. Except for FONAVI,
the two most dynamic areas of savings attraction during this period were
deposits and external borrowing, as mentioned earlier.

With regard to finanecial results, although the margin increased, expenditures
lowered profits by 46 percent from 1982 to 1983. The statement of financial
results also shows that, despite the 56 percent increase in assets in current
values between 1982 and 1983, interest income dropped 8.5 percent and

interest expenses dropped 22.4 percent as a result of the heavy use of sub-
sidy funds from FONAVI, which affected BANVIP accounts. This situation,

which is so coutrary to that of the market, is clear evidence of the non-
finaneial criteria with which the sector has been managed.

The constant value balances (Appendix Table A.25) show a 1982-83 decline
of 25.5 percent. With the exception of FONAVI and works in progress, all
other assets decreased, particularly investments. All categories of liability
decreased except for Other Liabilities, which is mainly accounts payable, so
liabilities had negative growth.

The liability categories which suf” ~ed the greatest decline are those related
to the internal money market, i.c  deposits, bonds, internal debt, and capi-
tal.

The operations of BANVIP have become more removed from financial reality,
as evidenced by the decrease in income (55.7 percent), which was more than
double the decrease in assets, and the decrease in financial costs (61.3 per-
cent) during a period of galloping inflation.
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Finally, the financial indicators (Appendix Table A.26) show general internal
stability over 1982-83. Productive assets as a percentage of total assets
(indicator 1) only declined 0.5 percent, while as a percentage of deposits
(indicator 2), they increased, regardless of whether FONAVI was treated as a
deposit or a capital resource.

The capitalization ratio (indicator 3) excludes FONAVI since this would
completely distort the figures. The ratio fell 7.2 percent, although it stayed
reasonable at 18 centavos per Sol of debt. Despite what has already been
mentioned about the decline in output and general expenditures, operating
costs over productive assets (indicator 6), stayed at 3.8 percent for the two-
year period.

Observations

BANVIP is without a doubt the most important support structure in the
housing sector, but it suffers from lack of a national housing poliey.
The accumulation of lines, funds and programs from various sources is
creating a heavy bureaucratic load, and could affect BANVIP's financial
soundness as well as distort the governing role which the institution should
maintain. So far, FONAVI aectivity has not improved or benefited the insti-
tution.

E. NATIONAL HOUSING FUND (FONAVI)

1.

Introduction

The National Housing Fund (FONAVI) was created by Decree Law. No. 22591
on June 30, 1979. Pressure to create a fund of this nature became more
acute with the inflationary trend of the seventies. FONAVI was conceived as
a compulsory savings system based on employer contributions. Its primary pur-
pose was to build worker housing for lease with option to buy. The concept
evolved toward providing housing directly to contributors, making credit
available for individual purchases as well as for financing construction and
upgrading. The term "social mortgage" is applied to FONAVI because it is an
instrument for accessing subsidized housing.

Current Situation of the Fund

a. Resources
By October 1984, the Fund had received 389,759 million Soles distributed

as follows:
Employers S/333,180 85%
Employees S/ 41,647 11%
Contractors S/ 14,932 4%

The law requires obligatory contributions from employers and employees.
Employees ecsntribute 1 percent of wages, with a maximum base not to
exceed five times the urban minimum wage established for Lima.
Employers contribute 4 percent of wages on the same basis. An additional
source of funds is 3 percent of the value of works under contract with
FONAVI, waich i~ paid by eonstruetion firms and providers of goods and
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services. Also authorized is the emission of Class A Bonds with com-
pulsory purchase by the Social Security Institute and insurance companies,
and Class B Bonds for market investment. The interest rate structure
for "social mortgages" makes these important instruments unviable because
FONAVI cannot offer financial returns on them.

Fund Management

Current regulations give BANVIP custody and management of FONAVI and
specify that it should be treated as a proprietary fund of the Bank. This
could lead to the coneclusion that BANVIP has full control over FONAVI,
but in faect FONAVI's programs are defined on a politicai basis by the
Ministry of Housing. In reality, BANVIP's action is limited to adjusting
FONAVI's cash flow according to the needs of Ministry programs.
Implementation does not involve activity on the part of BANVIP, because
ENACE has exclusive control over project execution, for which it charges
up to 9 percent of the estimated cost. Promotion and distribution of units
is also handled directly by ENACE in Lima and indirectly in the interior,
for which ENACE receives 2.5 percent.,

Legal instrumentation of credits and collections is handed over to the
intermedicries, mainly BCH and the Mutuales, through a BANVIP-
FONAVI-Intermediaries agreement. The intermediaries receive no remu-
neration for management, and in some ocases they assume the credit risk.

Defaults on these credits are expected to be very high because of the
following factors which generally contribute to default:

* The dwelling unit is not acquired through a search; rather, it is won
in a lottery and represents something offered by the government to
the buyer almost as a right.

* The extremely broad qualification standards award hodsing to clients
of very diverse backgrounds, creating problems of coexistence in pro-
jeets.

* The financial intermediary is not considered the real creditor.

* Monetary crisis can make ecollection more costly than the expected
benefit.

The once fond hopes that FONAVI would serve as a lever for developing
the housing sector have been left behind, because most of the resources

have been treated as public funds to be used for government projects.

This has frustrated the housing finance institutions as well as those
contributors who had no interest in official programs.



FONAVI Policy

The evidence indicates that FONAVI's policy has been to finance political
programs without becoming invclved in any overall policy and without
concern for resolving problems of produectivity or financial distortion in
the housing sector. The fact that FONAVI has been used as a political
instrument has caused subsidy levels to exceed any reasonable margin, and
its discrepancy with the evolution of the market has caused further
market distorted. Its lack of integration into any long-term poliey has led
to short-sighted management, giving it limited possibility for future sur-
vival. These are serious matters which deserve a more detailed analysis.

3. Implicit Subsidies in the Management of FONAVI

a.

b.

Clarification of Terminology

FONAVI is not managed as a typical subsidy for providing shelter solutions
to sectors of the population that cannot afford it. The FONAVI strategy
centers around production of housing as a self-justifying concept.
Programs are selected on a political basis, and then eclients are sought
for these projects, even if costs are not recovered in order to make them
attractive on a large scale. In theory, a subsidy can be a positive action
in response to a definite need, but FONAVI is a case of investment in
programs for political impact. In this frame of reference, it is less
accurate to call it a subsidy (indeed, many of the FONAVI beneficiaries
need no subsidy), than it is to call it an amount that FONAVI has
decided to lose, give away, or not recover on its investments.

Credit Subsidies

Construction: A subsidy is usually quantified by analyzing long-term cre-
dit. However, there is also a period of loss of value during short-term
construction financing.

The market interest rate is over 100 percent, so money is a very costly
resource, and FONAVI grants it free during construction. As a result,
not only are housing production costs distorted, but losses are enormous,
as shown in the following example.

® Assumptions: A mortgage interest rate of #gq percent (although this
is negative in real terms, it will be used as an example because it
was the going rate during the period of this study).

* Terms of finance: Two years--so on the average the money is used
for one year.

i Amount financed: 1,000 million Soles.
o Minimum return needed: 1,000 x 60% = 600 million.

Projecting this margin on the volume of FONAVI funds applied during
1979-1983 to finished and unfinished units, one obtains the following
figures:

* Amount applied: S/397,948 million.

* Effeective return during construction period: zero.

¢ Minimum return expected: 397,948 X 60% = 238,769
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b Total sum that should have been recovered: 397,948 + 238,769 =
636,717, '
* Effective amount: 397,948,

* Uncollected: 238,769/636,717 = 38%.

This estimate of the loss corresponds to actual financial terms.
Considering that inflation exceeded 100 percent in 1983 and 1984, it is
more than probable that the real loss equalled the amount loaned.

FONAVI has also received donations of public land from the government.
This land has been developed at prices below commercial value, thus
increasing the subsidy.

Long-term financing: Given the distorting effect of long-term negative
real interest, FONAVI's losses are magnified over the lifetime of the
portfolio. Using as an example two loans made in 1984 for 1 million
Soles, one by the Mutual System and the other by FONAVI, the result
would be as follows:

®*  Assumptions:

MUTUAL FONAVI
-Term 10 years 10 years
-Interest 63.5% 3%
-Payment begins Immediately 2 yrs. 50% grace
3 yrs. 50% grace
-Amount $/1,000,000 S/1,000,000
’ Recovery Table:
Year Mutual FONAVI
1 635,930 -0 -
2 635,930 -0 -
3 635,930 _ 74,570
4 635,930 161,130
5 635,930 161,130
6 635,830 161,130
7 635,930 161,130
8 635,930 161,130
9 635,930 161,130
10 635,930 161,130
TOTAL 6,359,300 1,041,350
Recovery ratio: 1,041,350/6,359,300=16%

* Donation, subsidy or loss: 100 - 16 = 84%

If one adds to this the negative real interest rate and the effect of
reinvestment, the FONAVI loan technically disappears.
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The Future of FONAVI

If FONAVI is to survive, it must improve its operational capacity through
bringing its levels of recovery and savings attraction closer to market values.
In terms of investment recovery, FONAVI is now an aggressive decapitaliza-
tion mechanism; its attraction of savings has been stunted by freezing the
contribution base wage at a limit of S/.300,000, or five times the minimum
wage of S/.60,000. These two factors taken together imply a short-term loss
of effectiveness for FONAVI. For this reason, alternative systems should be
considered.

Currently, FONAVI is disappearing, as shown by the figures in Table III.9.
Between 1980 and 1984, the Fund lost 66 percent of its value.

Any recommendation on new income for FONAVI must involve a change in its
management and the financial context in which it operates. If FONAVI is not
put on a sounder financial footing, there is little point in making further
contributions, given that it distorts the shelter market and turns most fami-
lies' most important investment into a matter of luek and virtual donation for
the fortunate few and decreased affordability for the majority.

With this background, FONAVI is left with three hypothetical channels for
obtaining more funds:

* Fiscal contributions: This is unlikely because of the large fiscal deficit.

* Borrowing in the financial market: In theory, FONAVI should have a high
capacity for mixing its own funds with other borrowed funds. Its current
low financial returns are an obstacle to topping this important source,
which FONAVI's organic law expressly allows it to use.

* Full application of contributions: The average minimum salary in 1984 was
3.46 times that of 1982, when the freeze on FONAVI's contribution base
occurred (Table III.9). If revenues hed grown at the same rate, constant
Soles would have reached S/36,000 million. Applying an additional dif-
ference of 15 percent would give S§/30,600 million, i.e., the same
amount as the base year, 1980. Eliminating the ceiling on the contribu-
tion base seems justifiable because keeping the ceiling is most harmful to
those who earn the least; it would be least harmful to them if the ceiling
were dropped. Moreover, since the employer pays the larger share, the
change would have less impact on the employee. There is also always the
alternative of keeping the ceiling for the employee and dropping it for
the employer.

Whichever solution is chosen, any modification of FONAVI must also include
definitions of the following:

¢ FONAVI's role in the context of a national shelter policy.

. A master financial plan for the short-, medium- and long-term.
* Institutional coordination with the other financial intermediaries.
. Improved sectoral productivity standards to be reached.
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Opening up FONAVI as a source of credit and rediscount in the formal

housing finance sector (i.e. taking advantage of FONAVI's leveraging
potential).
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TABLE III.9

FONAVI: FRESOURCES CAPTURED
(Millions of Soles)

CURRENT PRICE EVOLUTION
YEARS AMOUNT INDEX REAL AMOUNT INDEX
1980 30,676 100.0 30,676 100
1981 54,822 172.7 31,744 103
1982 65,829 298.6 22,046 72
1983 109,141 672.5 16,229 53
1984(e) 140,000 1,344.3 10,414 34

MINIMUM SALARY EVOLUTION IN LIMA:
1980 1981 1982 1983 19841

January 18,000 27,390 40,860 60,000 135,000
December 25,350 37,140 60,000 135,000 210,600(P)

(P) Projected
1/ Starting in September, a supplementary bonus of s/75,600
per month waa added onto the minimum salary of s/210,600.

Source: BANVIP
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F. CENTRAL MORTGAGE BANK (BANCO CENTRAL HIPOTECARIO)

1.

Introduction
BCH was established in 1929 (Decree Law 6126) as a limited liability cor-
poration for the purpose of issuing mortgage guarantee loans.

In March 1969 (Decree Law 17521) BCH was integrated into the econumie and
finance sector, and today it is one of the state development banks, with a
current network of 61 offices throughout the country and 1,494 employees.

Attraction of Resources
BCH has been the country's largest mobilizer of internal savings, to a certain
degree a monopolizer. Its two instruments for accomplishing this were:

o Ordinary bonds: Long-term, for loan financing, traded on the Stock
Exchange.

* Mortgage bonds (Law 12464): Standard savings instruments, redeemable
on sight and non-transferable, not traded on the Stock Exchange.

The interesting point about these instruments is that they are typical of the
housing sector and the secondary housing finance market.

Besides BCH's pioneering activity, it was the first bank to generalize the use
of readjustable loans and deposits. This has caused it serious problems with
its credit portfolio. These problem are currently under study, and the out-
come of these investigations will have an important impact.

In 1975, BCH controlled 40.6 percent of the total savings market. This figure
dropped to 18.6 percent by December 31, 1983 and 15.6 percent by August
of 1984. This decline reflects the loss of competitiveness of BCH's instru-
ments and the volatility of the current open market in which the interest rate
is the primary motivating factor.

Of the two instruments mentioned above, the long-term bond has practically
disappeared, and only the mortgage bond, which is actually an ordinary
financial savings account, is being maintained as a basic instrument for the
Bank, as can be seen in the figures below:

(millions of Soles) 1979 1980 19¢° 1982 1983
a. Mortgage Bonds 54,847 98,105 220,614 299,790 382,447
b. Ordinary Bonds 3,591 3,498 3,202 2,940 2,658

% b/a 6.5% 3.6% 1.5% 1.0% 0.7%

(Source: Superintendencia de Banca y Segurus)

BCH continues to be the leader in financing because it moves money on a
large scale and has a strong public image and penetration. The dual influence
of the economic circumstances of the market and the Bank's operating policies
have affected its finanecial situation and capacity.
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Placements

BCH traditionally invests its entire portfolio on a long-term basis and has
major participation in the social mortgage programs of FONAVI. The 1981-83
investment pattern (Table III.10) shows growth in the mortgage portfolio. The
critical negative factor is the 956.5 percent increase in uncollected loans,
which accounted for 16.2 percent of all investments in 1983. This is a serious
operational problem, partly attributable to the negative effect of readjustable
loans, whose value increased faster than incomes, creating situations of ina-
bility to pay, and partly to unsold projects. The problem of delinquency has
reached such proportions that it must be resolved quickly, since uncollected
loans represent nearly double the current capital and reserves.
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TABLE III.10
BCH: PLACEMENTS

(Millions of Current Sules)

31-Dec-351 31-Dec-82 31-Dec-83

Mortgage Financing 33,466 52.1 96,922 52.8 | 192,959 52.1
Social Mortgage Financing 7,888 12.3 23,114 12,6 39,141 12.2
Uncollected Loana 4,894 7.6 14,901 8.1 51,702 16.2
Defaults -Under Legal

Process —— a=— -—- -—— 564 0.2
Other Placements 17,945 28.0 48,711 26.5 35,294 11.0

TOTAL 64,193  100.0 183,648 100.0 | 319,660 100.0

Constant Soles 18,936 31,323 24,224

(1979=100)

Source: Superintendencia de Banca y Seguroa
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As far as the users of credit are concerned, BCH has maintained its policy of
segmentation of credits by size among different groups, as shown in Appendix
Table A.27. The illustration below shows the number of finished solutions
from that table:

1981 1982 1983 TOTAL

Categories Loans Loans Loans Loans
of Loans Terminated %  Terminated % Terminated % Terminated %

Minimum Level 799 29 803 20 1,858 54 3,460 34
Mid-Level 876 32 1,110 27 646 19 2,632 26
Maximum Level 1,065 39 2,205 53 939 27 4,209 40
Total ‘ 2,740 100 4,118 100 3,433 100 10,301 100

(Source: Superintendencia de Banca y Seguros)

The loan profile indicates a growth trend toward the minimum level. It would
be interesting to see if there is a relationship between uncollected loans and
the large number of high-value loans.

Financial Situation

The most prominent feature in the financial statements (Appendix Table
A.28), aside from the lack of growth, is the rapid transformation of liquidity
into loans, which is positive, except for the delinquency rate in the current
portfolio mentioned above. The most dynamic categories of assets have been
interest receivable (defaults) and fixed assets, which both increased by four
times the average and, taken together, have had a negative impact.

The following points should be made concerning the 1982-83 financial results
in constant values (Appendix Table A.29):

® Growth: Negative (-32.8 percent), reflecting the difficulty of coping
with the current inflationary trend.

e Productive Assets: Available assets and investments suffered serious
declines, losing 26,081 million Soles between 1982 and 1983.This loss was
not compensated by growth in ecredits, which also had a constant value
decline of S/. 1,104 million. The institution suffered a severe setback as
far as maintenance of economiec value was concerned.

* Non-productive Assets: Their weight in the overall structure grew from
6.7 percent to 9.5 percent, hindering flexible operation.

e Attraction of Resources: 'Traditional savings declined (-38.3 percent),
which also means a loss in value and image of the Bank's savings instru-
ments. Some of this decline has been compensated by the establishment of
fixed term deposits, a typical instrument in commercial banking in the
current market.

® Capitalization: Despite the aforementioned limitations, the level of capi-
talization grew during the period, making for a more stable structure.
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* Statement of Financial Results: Income between 1982 and 1983 decreased
slightly more than assets, -34.0 percent compared to ~32.8 percent.
Likewise profits dropped from 3.2 percent to 2.2. percent of income.
Nevertheless, BCH still maintains & positive bottom line. Profits declined
because of increased expenditures and not from loss of finanecial margin,
which actually increased. However, taking delinquencies into account, one
wonders what portion of BCH's positive financial result is purely attribu-
table to the accounting structure.

Of the first three financial indicators given in Appendix Table A.30, only the
debt-to-capital ratio (indicator 3) had a positive change from 19282 to 1983.
The other two declined, reflecting a decrease in funds for generating income.
Indicators 4, 5 and 6, which show financial costs, reveal the following:

1982 1983

Interest earned as % APA 51.6 51.8
Interest paid as % APA <45.5> {44.0>
General expenditures as % APA 4.1 <6.1>
Result 2% 1.7%

Increased operating expenditures are responsible for the reduction in
effective income-generating capacity.

5. Observations

BCH's great solidity is making it possible for it to survive in the eurrent eco-
nomic crisis, but there are too many symptoms of financial deterioration
which point to a need for operational restructuring. The internal policy and
planning structures of BCH clearly need to be reviewed. Likewise, a bank
which is primarily shelter-oriented cannot easily function in a sector lacking
an overall, coherent policy. BCH must seek its proper position as a financial
intermediary, because it depencs solely on its ability to compete in the open
market. There are frequent contradictions between BCH's official status as a
state development bank and its mandate to operate in the open savings
market. This tension can lead to establishment of policies that are divoreced
from reality. The diffzrence in sourves of funds between BANVIP and BCH is
the clearest example of the difference between two state development banks
in the same sector. One of the most important and urgently needed changes
in BCH would be to restore BCH's flexibility to respond to the ecurrent
Peruvian financial market.

G. MATERIALS BANK (BANCO DE MATERIALES)

1. Introduction
This institution was established as a private state enterprise by Law 23220 of
September 27, 1980. Despite its name, it is not a bank, nor is it controlled
by the banking system or the Office of the Superintendent of Banks.

The purpose of the bank is to grant credit for building, finishing, or
upgrading housing for low-income families in predominantly low-income areas.
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Credits are given in kind, i.e., in materials. The bank's activity is extensive
throughout the country and is carried out by various institutions in both the
formal and informal sector, including the Mutual System. It provides the
market with a specialized entity to handle this major segment of shelter
demand.

The growth of and complex’ y achieved by the BM has been surprising. In just
four years it has grown to 16 offices and 250 staff members.

Loan Features

Although a property title is required, a mortgage is not necessary. Loans
may be guaranteed by payroll deductions, or by third-party, employer, or
commercial guarantee. The maximum loan is based on a standard "basket" of
materials and is adjusted periodically, having risen from 500,000 Soles in 1980
to more than 7 million in 1983.

The maximum term is 30 months, and the interest rate, which is revised
periodically, was between 22 and 29 percent in late 1984. The BM thus
offers a fully subsidized loan. The only essential operating advantage the
Banco de Materiales has over FONAVI is its short term of recovery.

To date the Banco de Materiales has not been operating long enough to eval-
uate the default situation, but the high percentage of loans with direct
payroll deductions would seem to guarantee an acceptable rate of recovery.

Loans Issued
The growth in the number and value of loans has been extraordinary, as
the following figures show:

Number of Amount Average Loan
Loans (millions) (thousands)
1980 14 5 357
1981 2,218 1,034 466
1982 5,809 5,354 922
1983 12,481 18,486 1,481
Total 20,522 24,879 1,212

(Source: Banco de Materiales)

There is no doubt that there has been a large response to the program. By
1983 its operations had expanded to 16 of the country's departments.

Resources

Since the Banco de Materiales does not capture resources in the money
market, its standard sources are capitalization and borrowing, aside from
operational recovery. The government provided the Bank with 1 billion Soles
of capital, and it has been growing through new contributions and earnings.
In addition, during 1982 and 1983, the Bank received two percent of the
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amounts contributed for FONAVI quotas. These resources, received directly
from the Banco de la Nacién without going through FONAVI, are accounted
for as capital, although the legitimacy of this procedure seems doubtful.
However, the amount eollected from this source exceeds nominal capiial, With
respect to borrowing, the Banco de Materiales has made use of large-scale
loans, particularly from soft BANVIP lines.

The rapid growth of demand for BM loans in the Bank's short lifetime,
together with the majority of the population's practical inaccessibility to for-
mal credit for housing, make it possible to forecast a growing need for
resources for new loans in the next few years.

Financial Situation
The average balances for 1982-83 in constant Soles (Appendix Table A.31)
show the following:

* Growth: The 45.2 percent real increase in volume is without doubt an
important achievement.

* Productive Assets: The greatest growth is in loans, a logical effect of
operational startup. The other category reflecting major growth is
materials inventory, which is a function of the volume of loans. The
buildup of the materials inventory is a critical aspect of the BM's inter-
nal control where problems could arise.

¢ Non-productive Assets: Declined in real terms, which is a positive trend
from the point of view of institutional productivity.

* Borrowing: This is the highest growth category. Future financing opera-
tions should be planned in such a way as to facilitate flexible and large-
scale future borrowing.

* Capitalization: Although it maintained a good ratio to total liabilities
(32.6 percent), it has declined in absolute and relative terms, which is
an indieation of possible future structural weakness.

An analysis of the 1982-83 financial results shows:

®  Growth: Total productivity increased but at a noticeably iower rate than
the balance, 13.6 percent compared to 45.2 percent.

® Financial Result: This figure indicates negative growth, which is the
result of decreased financial income and increased expenditures.,

* Income on Sales: This category, consisting of the differenca remaining in
the Bank's favor in allocation of materials, is the second largest and is
close in amount to financial income. Technically speaking, it is a sound
source of income, but basing the institution's solvency on this category
involves undeniable risks because it distorts the ecredit function, which
should be the operational basis of the bank, and it lends itself to extra-
operative manipulation, a masking of internal inefficiencies.

* Operating Expenses: - Although it may be inappropriate to categorically
judge the disproportionate growth in general expenses, which were 72.2
percent of income in 1983, it is clear that if they remain at the same
level the institution's medium-term financial viability will be nil. The
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growth in operating expenses could reflect high short-term start-up costs
with the prospect of a future decline. In any case, this matter should be
thoroughly studied before it exceeds reasonable limits.

* Financial Results: Profits fell by 79 percent, i.e., growth did not mean
greater efficiency, but rather a rag:i increase in' costs. This tendency
must be reversed if the system is to survive without a permanent subsidy.

6. Observations
The experience of the Banco de Materiales is quite interesting, but it gives
the impression that enthusiasm for operation has relegated the necessary
planning and financial control to a position of secondary importance, yet
these are needed for long-term survival. Otherwise, the capacity for new
borrowing at reasonable rates will disappear. Considering the youth of the
institution, now is the time to take effective action.

H. NATIONAL BUILDING ENTERPRISE (EMPRESSA NACIONAL DE EDIFICACIONES)

This state enterprise was established on June 12, 1981 by Decree Law 149, with a
threefold objective:

* To assume responsibility for the activities of the old EMADI-Peru (government
real estate administrative enterprise).

* To assume responsibility for the works and programs of the :ational housing
plan, which were until then carried out by the regional offices and ecentral
bodies of the Ministry of Housing.

o To promote, plan, finance, design, execute, and allocate urban renewal
programs, housing construction, and provision of related services.

The basis for ENACE's income, besides collection and recovery of previously assigned
assets, is the commissions it receives for its promotional efforts, which make this its
main income category. Its principal new business in recent years has been to carry out
the FONAVI programs, monopolizing the use of the resources.

This heavy absorption brings to light one of the two questions which arise in analyzing
this enterprisa:

* What activity or gap does ENACE fill which cannot be carried out through
existing institutional channels, or what contribution does it make to effi-
ciency?

. What is the impact on the future of the shelter sector of an entity with such
extensive authority and which relies for survival on direct ebsorption of most
of the available resources for building?

So far it is difficult to see what effect ENACE has outside of its use as a political
instrument. The data on its evolution in its short three-year lifetime are incomplete.
Its annual report for 1983 still had not been issued by the end of 1984, so for pur-
poses of illustration, Appendix Table A.32 summarizes its balances and financial
- results for 1981-1982. These figures reflect a system which is stable in composition
and growth. The financial results show the weight of commissions in 1982, which
represented 69.5 percent of total income, and the increase in operating expenditures.
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I.  NATIONAL WATER SUPPLY AND SEWERAGE SERVICE (SERVICIO NACIONAL DE
AGUA POTABLE Y ALCANTARILLADO)

This institution, created in 1982, absorbed the functions of the old General Office of
Sanitary Works (Direccion General de Obras Sanitarias). SENAPA started in Lima and
gradually incorporated various regional units. By late 1983, it had 17 operating units
in different cities. SENAPA's objectives were twofold:

* To serve 85 percent of the urban population by the end of the decade.

* To operate in financial equilibrium and be financially autonomous in its opera-
tional activity.

In its brief period of existence, its most notable accomplishments have been:
* Absorption of a national-level system in a relatively smooth process.

* Promotion of outside technical and finanecial backing through the IDRB and
World Bank as well as European governments and organizations.

Little can be learned from the ba.ances of an institution less than two years old;
nevertheless, the symptoms of a future crisis are already appearing, and theseare
mainly related to tariff policy.

SENAPA was targeted to reach its current operating equilibrium on the basis of three
percent of tariff collections. Tariffs are adjusted monthly. Decree Law 23669 of 1983
limited the monthly tariff increase to a four percent maximum, and this has already
produced a cash deficit in 1983. Once again the typical contradiction appears between
the "financial soundness" goal and the "subsidy" reality. This could lead SENAPA to
become a massive~deficit enterprise like ElectroPeru.

In 1983 SENAPA set a tariff structure where, as stated in the Annual Report, "The
tariff system is based on a selective structure... establishing subsidized rates with a
clearly sociai criterion for the low-income population.” This kind of declaration assu-
mes a clear ability to identifying which are the low-income families and a prior defi-
nition of who pays the subsidy. In reality, both of these issues are difficult to
resolve, particularly in Peru. A detailed study of both issues is crucial to a deter-
mination of SENAPA's long-term viability.

SENAPA's financial situation is summarized in Appendix Table A.33. Assets increased
30 times from 1982 to 1983, and this growth was essentially accounted for by
SENAPA'S two basic activity accounts, fixed assets and investments. This growth is
not due mainly to activity; rather, it is due principally to SENAPA's incorporation of
subsidiary water service enterprises which were formerly the responsibility of the
Ministry of Housing. This situation is also reflected in SENAPA's liabilities, which rose
by S/.171,790 million, of which S/.78,000 million (45 percent) is capital of the sub-
sidiaries. It can be assumed therefore that, beginning in 1983, SENAPA began to
operate with a full, national coverage system.
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The financial results suggest limitations for the future. While operating expenditures in
1982 only absorbed 86 percent of income, they rose to 106 percent in 1983, thus
generating a considerable loss. If this trend continues, SENAPA will become a deficit
enterprise whose existence will depend on massive subsidies from the central govern-
ment. This situation must be prevented by implementation of a policy of operational
self-sufficiency, which implies modification of the tariff structure.
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CHAPTER IV
REGULATORY ISSUES AND PHYSICAL STANDARDS

The main objective of this chapter is to review and assess the technological and regu-
latory issues that influence the production costs of shelter in the formal (public and
private) and informal sectors.

A. SHELTER COSTS

1.

Introduction

The major contributions to a better understanding of shelter production costs
in Peru are the recently published ININVI and INADUR studies.l These studies
have been the basis for many of the issues reviewed in this chapter.

The ININVI study distinguishes three general areas that have an influence on
cost: technical, administrative, and legal/regulatory, all of which are closely
interrelated. On policy matters, one of the most pertinent issues raised with
respect to cost reductions is that reducing the level of services by reducing
standards and "building less" in the initial stages of a housing project really
means less initial investment but not necessarily less final cost. The study
argues that, in an inflationary period, any works undertaken at a later point
in time or in a progressive manner will always cost more. This is partially
true. On the other hand, lower initial investment or lower initial development
cost must also be considered from the standpoint of affordability, as a way to
provide access to formally produced housing solutions for low-income families
that otherwise would not be able to afford legal housing.

Another matter of concern with respect to this issue arises from Norm
II-VI-26 of the "Reglamento Nacional de Construcciones" (National Construc-
tion Regulations) which establishes that any progressively-developed shelter
project ("habilitacion urbana progresiva")--such as a sites anc services
project--developed by a private, community, or public entity must be
completed up to "full" standards within 10 years of the official adjudication of
the project. Any non-public works not completed by then (e.g. paving,
parks, elc.) become the responsibility of the appropria: : public agency. The
ININVI study argues that public agencies should be freed from the future bir-
den of having to complete these werks and that responsibility should remain in
the hands of the promoters/builders or the users. If this Norm is to remain
unchanged and if, in fact, public agencies can undertake these works more
effectively then phasing should be introduced with cost recovery in mind.

1ININVI, Estudio de Factores que Inciden en los Costos de la Habilitacion Urbana,
su Mantenimiento y Servicios, Lima, Peru, Marzo de 1984. INADUR, Estrategias

Alternativas para el Asentamiento Urbano en el Peru, Anexo 4-A, Analisis de

Costos de Vivienda, Lima, Peru, Noviembre de 1984.



With respect to housing construction, if most future developments were to
consist of no more than serviced sites and basiec core units, could one expect
the occupants to improve and expand them later? The vast amount of housing
improvement undertaken by Lima households, which has been documented,
leaves no doubt about the answer.2 Much construction would eontinue to be
informal but it would be working with a better, more efficient initial site and
unit. Progressive development schemes must be viewed as e way to facilitate
an existing construction process.

2. Construction Standards

Standards and specifications for residential developments are found in the
"Reglamento Nacional de Construcciones." Even though there has been prog-
ress over the years with respect to increasing flexibility on the typology of
housing solutions that can be built, the Reglamento has many disadvantages
due to the multiplicity of changes, amendments and up-dates that have been
made to it over the years. The accumulation of new resolutions and specific
provisions makes the Reglamernito a document that is difficult to work with.

The Ministry of Housing, several years ago, drafted the outline of a new
normative structure called "Normas Tecnicas de Edificacion" that was intended
to replace the present Reglamento.3 However, this proposal has yet to be
fully elaborated or approved. The new "Normas Tecnicas" will cover the
design, constructior and maintenance of housing.

Many technical factors have an effect on cost:

Location
* Topographicul and soil conditions;
Climate and transportation;

L}
. Distance from trunk lines;
¢ Distance from water sources or sewage outlets.

Design/layout
o Land use allocations;
*  Densities;

* Lot sizes and proportions.

Achieving high densities is often considered a principal way to lower project
costs. The ININVI study mentions that densities should be "as high as possible"
and proposes residential densities of 290 to 350 persons per hectare.
Traditionally, densities in Peru have been very low, due in part to the fact
that land availability has not been a major problem. At lower densities, costs

2See, for example, W.Paul Strassman, Employment and Housing in Lima, Peru, U.S.
Agency for International Development, March 1983.

3Ministerio de Vivienda y Construceion, Oficina de Investigacion y Normalizacion,
Normas Tecnicas de Edificacion: Nueva Estructura Normativa, Documento de Difusion,
Lima, Peru, 21 de noviembre 1978.
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are higher since pipes and roads must be longer, thus increasing the ratio of
infrastructure lengths per unit served. Another disadvantage of low densities,
from the financial point of view, is that initial investment is divided among
fewer families and a greater proportion of land is dedicated to uses that do
not produce rent or income (roads, sidewalks and open spaces). Projects with
densities as high as 400 to 600 persons per hectare have proven to be bene-
ficial financially and to provide good environmental quality.,

The production of affordable housing should be the guiding principle for the
preparation of design specifications. Variations should exist with respect to
what beneficiaries of different income levels can afford. The balance between
the cost of what is produced (levels of services, lot sizes and densities,
built-up areas, etc.) and what can be recuperated through payments is a
crucial relationship that needs to be addressed in Peru. The use of
appropriate tools to measure this relationship is badly needed at this point.
The use of the Bertaud Model for project design, as mentioned in the ININVI
study, is one useful approach.

Infrastructure Standards ,

In the Lima metropolitan area, specifications tend to be rather lavish even
for simple serviced sites intended for core housing. Core housing projects like
the World Bank-funded Pachacamac show broad streets equipped with concrete
curbs and sidewalks, es well as underground electric lines and modern light
fixtures on closely-spaced poles.

Research in water, sewerage and electrification standards has been very
weak. The ININVI study points out that almost no research has been done in
these arees that could serve as the basis for changes in the present standards
or in the technology applied in manufacturing and implementation.

Electrification and sanitary norms and specifications (see below) are oriented
towards large urban centers and developments. There are no specific referen-
ces to what reductions could apply in low-income settlements. What this
means is that the same infrastructure specifications apply to the equipment,
fixtures, and materials used in luxury residential developments as in sites and
services projects intended for the lowest-income families.

The ININVI study analyses the variations in water consumption norms among
three different agencies. All norms without exception refer to individual con-
nections. The Ministry of Health's norms apply to rural areas and vary
a.-ording to climate and population size; consumption is between 50 to 100
liters per capita per day. SENAPA establishes for urban areas a consumption
rate of about 120 to 250 liters per capita per day. SEDEPAL sets a consump-
tion rate of 300 liters per capita per day for residential developments and 250
for "popular" urbanizations. Studies made a number of years ago for the "Plan
Maestro de Agua Potable para Lima Metropolitana" (Master Water Supply Plan
for Metropolitan Lima) showed that real consumption rates among low-income
settlements were around 100 liters per capita per day. A study made in 1983
for Villa El Salvador, a low-income area of Lima, showed a consumption rate
of only 58 liters per capita per day. Consumption rates through the use of
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public communal taps have been calculated to be as low as 20 liters per
capita per day.4

The standards used for sanitation in Peru are a translation of the American
Water and Waste Association's regulations for water and sewage. Similarly,
the Peruvian electric code is in essernce a translation of a typical U.S. code.
Three agencies intervene in reviewing and approving sanitary norms and stan-
dards: INTINTEC studies manufacturing specifications; SENAPA reviews
construction-related specifications; and ININVI studies those related to
housing. None of these agencies have focused attention on reducing the costs
of project development.

Electrification norms are under the responsibility of the Ministry of Energy
and Mines and are based on the "Ley General de Electricidad" (General
Electricity Law), its by-laws, and the wational Electric Code. As is the case
with sanitation standards, there are no provisions in either one of these regu-
lations that would treat low-income settlements or projects any differently
from high-incom= residential areas. According to ELECTROPERU officials,
there is a committee in charge of revising norms to make them more relevant
to the population's economic reality. In addition, a consultant has been hired
recently to propose ways in which standards can be reduced for rural
electrification projects. As of the end of 1984, no concrete results were
available from these investigations.

Among the various components of the electric network, two are identified as
having a considerable influence in raising costs: a) underground as cpposed to
aerial installations and b) three-phase as opposed to one-phase lines. The
criterion for burying cables in urban areas comes from the norms of the
Ministry of Energy and Mines. Rural area installations are 100 percent aerial.
Outside of Lima, aerial cables have continued to be used because equipment
to detect underground failures is expensive and personnel need special
training. Three-phase lines are required by law in all urban areas, although
one-phase lines are adequate for street lights and small engines. One-phase
lines would mean a reduction of approximately 50 percent in network costs
according to ELECTROPERU officials.

An analysis made by ININVI on the cost reductions that could be achieved by
lowering standards for some components that typically have a strong influence
on cost in sanitation and electrification shows that a total reduction of
development cost of approximately 12 percent could be achieved by:

Reducing pipe diameters for water and sewage;

Reducing the depths of buried pipes;

Using double connections instead of individual econnections;
Changing water meters for "limitadores";

Replacing mariholes for "cajas de registro"; and,

Reducing cable diameters.

4ININVI, op.cit., pp. 26-27.
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If, in fact, it is possible to achieve a reduction of 12 percent in sanitation
and electricity installations, and assuming that another similar percentage
could be saved by constructing simpler streets and sidewalks (unpaved) and
increasing densities with better layouts that rationalize land uses, one must
still face the question: to what extent can these savings be negated by delays
in project execution and administrative bottlenecks?

Procedures for Project Development and the Construction Process

The most important element in cost increases in an inflationary period is
time. The old concept of "time is money" holds very true for a country like
Peru at this moment; however, there is evidence that the Peruvian system of
shelter production and delivery is not consistent with this concept.

Delays in project execution and allocation of uni.s are very common in Peru.
In Lima, one can see hundreds of units of all types that have been finished
and remain unoccupied for several months. It is also not unusual for projects
that are underway to suddenly stop for a period of time; for projects to
remain on the verge of completion for long periods because of some "problem";
or for projects that are approved to begin their implementation only after
several months have passed.

Significant incresves in financial and economic costs have resulted from these
delays. Studies, official interviews, and informal conversations indicate that
this problem is due to many factors related to adminisirative bottlenecks in
the legal and regulatory framework that rules the submittal of documentation
for project approvals, the approval process itself, and the construetion stage.

It is important to emphasize that the most important issue being discussed is
cost reduction and not reduction of standards per se. Cost reductions
achieved through streamlining design and implementation should be reflected in
lower amortization payments for the beneficiaries.

Delays in projeet production and approval happen because of the vast number
ol public agencies involved at various government levels, the extensive docu-
mentation that has to be prepared by the developers or by the beneficiaries,
and the time taken by the agencies for processing the data.

The previously mentioned ININVI study calls attention to the need to revise
the "Reglamento Unico de Licitaciones y Contratos de Obras Publicas"
(Regulation for Public Works Bids and Contracts), since most low-income
housing construction has been in the hands of the public sector. This
Reglamento sets the rules for the bidding procedures end the requirements
that private contractors have to comply with in order to execute the govern-
ment's programs.

According to ININVI, the study -f this Reglamentu should focus on finding
legal shorteuts to the lengthy orocess of project approval and submittal of
documentation, avoiding and/or eliminating unnecessary procedures. With
respect to this issue, there are occasions when the Peruvian public admi-
nistration grants "amnesties" whereby, for a certain period of time, require-
ments of various kinds are by-passed and/or simplified. The staff of the
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"Instituto Libertad y Democracia" (ILD), an organization that has been
studying the inlormal sector, feels that these amnesties point the way toward
simplification of procedures. The impact of such a measure, if implemented,
would be enormously beneficial to cost reduction, although perhaps difficult to
measure in the short term.

Issues related to inefficiency in the construction process itself are addressed
in Section B below. Technically speaking, accelerating the production process
of housing units should not be interpreted as support for mass production and
industrialization. This capital-intensive approach has shown contradictory
results in other countries and has caused affordability problems.

Construction Materials Industry

The availability of construction materials is not a major constraint in Peru,
according to builders and officials. However, shortages of accessories used in
infrastructure networks are common. In many cases these accessories are
imported. It would be useful to evaluate the relative weight of imported com-
ponents in these networks and determine ways to either substitute imports for
domestic produets or facilitate the timely importation of needed items.

Data from CAPECO indicate that the prices of two key construction
materials, steel and cement, increased faster in the last five years than
either inflation or the general construction cost index (see Table IV.1.)

TABLE IV.I
INCREASES IN STEEL AND CEMENT PRICES
(Percentage Change in Price per Year)

General
Construction

Steel Cement Cost Index Inflation
1980 27.9 28.8 61.9 60.8
1981 114.3 150.0 77.4 72.7
1982 152.3 86.5 83.0 72.9
1983 126.8 150.5 108.3 125.1
1984 (Oect.) 74.4 92.1 90.1 84.0
Average 99.1 101.6 84.1 83.1

(Source: CAPECO)
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Between December 1979 and October 1984 the prices of both steel and cement
rose at an annual average rate of about 100 percent over the period, while
inflation averaged about 83 percent and construction cost escalation about 84
percent. Within these averages, the behavior of steel and cement prices was
quite erratic. In 1980, steel and cement prices increased much less than
inflation or overall construction prices; but in 1981, the prices of both
materials jumped drastically to make up for the previous year. In 1982,
steel's price increase far exceeded inflation or the construction index, while
in 1983 it was cement's turn to shoot beyond the others. Price adjustments in
1984 seemed to moderate and remain in line with inflation and the general
construction index.

That steel and cement prices have risen more rapidly than inflation and
overall construction costs surgests that there may be inefficiencies in produc-
tion of these two materials. It would be useful to explore in more detail the
factors affecting their prices, key among them the pricing policies of the
state-owned enterprises which produce cement and part of the steel supply.
International competition and indexing of prices with respect to the U.S.
dollar are also factors to be examined.

Purchasing the necessary materials and accessories at the beginning of project
execution, thus hedging against inflation, is one way to approach this
problem. :

It is possible that the Banco de Materiales, because of the large market it
represents, has the opportunity to influence the reduction of econstruction
materials costs through the standardization and simplification of technical spe-
cifications for materials and basic components.

Urban Housing Costs in the Costa, Sierra and Selva Regions

Construction costs vary considerably among Peru's three main geographic
regions. A brief comparative analysis based on the costs of units used in
Chapter II and data from the previously-mentioned INADUR study indicates the
following:

* A given amount of investment in the Costa will build roughly 1.5 times
more units, of any kind, than in the Sierra and 2.5 more units than in
the Selva.

* It costs almost the same to build a 40 m2 house in the Costa as it costs
to build a 20 m2 basic unit in the Sierra or to develop a 180 m?2 sites
and services plot in the Selva.

* The investment required to build a 40 m2 minimum basic house in the
Selva region will build 2.3 basic core units in the Sierra or roughly 6.2
serviced lots in the Costa.
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Reasons for regional variations in cost according to the INADUR study and
ENACE officials are the following:

Concentration of industrial production in the coastal region. As a result,
transportation costs are high, mainly for iron, cement and infrastructure
accessories.

Difficulties with the execution of projects due to terrain and climatolo-
gical conditions. For example, heavy rainfall in the Sierra and Selva
makes construction more difficult and means higher infrastructure costs
for the installation of rainstorm drainage in these regions.

The use of materials and construction systems "imported" from the Costa
that are foreign to local workers.

Lack of managerial personnel and skilled workers outside the Costa,
requiring higher expenditures for training or relocation incentives.

B. THE PRIVATE AND PUBLIC FORMAL SECTOR

1.

Background

One of the main characteristies of the housing market in Peru is the increase
since 1979 in the public sector's participation in shelter delivery. Table IV.2
shows that up to 1978 the public sector generally accounted for less than
10 percent of yearly formal sector housing production. However, in 1979, the
public sector share jumped to 37 percent of dwelling units produced and has
remained in the 20 to 40 percent range since then. The data clearly indicate
that this shift has been due more to the drop in private sector housing output
than to the increase in public sector produection.

Several important factors account for the decline in formal private sector
shelter activity:

As noted in Chapter I, the construction sector is highly sensitive to
fluctuations in the national economy. The recent drop in GDP has led to
a disproportionate decline in construction output.

The recent government policy of using public and FONAVI funds to pro-
duce high-cost, high-standard housing and selling it at tremendous sub-
sidies (see Chapter III) has placed the private sector at a competitive
disadvantage.

The original intention that FONAVI funds be used to leverage growth of
the housing finance system--private and publie--has never been realized.
In theory, if FONAVI could raise its contributions base and its rate of
return, it could take advantage of its Jlarge potential for borrowing,
mixing these funds with its own resources, and rediscounting large vol-
umes of funds to the Mutuales and other housing finance intermediaries.
At the same time, FONAVI could provide a better return to contributors.
In reality, however, FONAVI resources have simply been treated as direct
public funds to be used for construction of government housing projects.

At present the Mutuales, Peru's private savings and loans, are almost

completely out of the housing market because high inflation makes long-
term credit for housing acquisition almost universally unaffordable. In
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addition, the Mutuales are handicapped by the high devaluation rate
which makes dollars the prime saving instrument (the Mutuales are not
permitted to operate with dollars) and by an inefficient management
structure arising from a lack of definitive legislation governing the Mutual
System (See Chapter III).

The present legal/regulatory framework hampers private initiative on the
part of builders, developers, and community groups. Administrative
bottlenecks in the project review process are a major problem. Delays are
caused by the multiplicity of agencies involved at various levels of
government and by the excessive documentation required. In addition, the
laws and regulations governing subdivisions, building codes, and land use
are fraught with ambiguity, overlaps, and contradictions, making it dif-
ficult for the private sector to operate on the basis of clear, predictable
"rules of the game."

The long tradition of extra-legal shelter development in Peru (especially
in Lima) has made it possible for large numbers of households to avail
themselves of "informal" mechanisms for obtaining land and services and
financing dwelling construction. Thus the deecline in "formal" housing out-
put probably refleets, in part, a shift within the private sector toward
more "informal" activity.

TABLE 1V.2

ESTIMATED PRIVATE AND PUBLIC SECTOR FORMAL HOUSING

1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983

CONSTRUCTION 1971-1983 .
(Number of Dwelling Units)

Publie Formal

Private Public Sector Sector

Sector Sector Percentage Total
42,954 4,813 10.0 47,767
34,734 7,214 17.2 11,948
46,331 3,177 6.4 49,508
46,055 3,027 6.2 49,082
43,197 2,020 4.5 45,2117
27,505 1,667 5.7 29,172
18,472 1,155 5.9 19,627
15,320 2,001 11.6 17,321
10,191 5,996 37.0 16,187
12,291 3,129 20.3 15,426
19,522 11,815 37.7 31,3317
17,026 5,754 25.2 22,780
14,110 8,735 38.2 22,845

Source: Taken from Jose Grafia Miro Quesada, Construceién, paper prepared
for IPAE, 1984. Original sources: BANVIP, ENACE, Census of 1981.
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The public sector increase, nevertheless, is significant and mostly reflects
housing financed by FONAVI and constructed by ENACE. Private firms have
participated only as construction contractors to ENACE.

The relationship between ENACE and private contractors is regulated by the
Reglamento Unico de Licitaciones. Apart from the cost implications of the
bidding and contracting procedures, the Reglamento also affeets costs through
its provision to compensate contractors for cost inereases beyond their
control. This is done through the application of a formula ("formula
polinomica') which adjusts contractor budgets for inflstion in meterials, labor
and capital. The prcblem with the formula is that it does not provide incen-
tives for speedy, efficient work; in fact, it tends to reward inefficiency.

At times, ENACE acts as a direct executing agency. One of the advantages
of ENACE in this respect is an exemption from procedures for obtaining
construction licenses or approvals. Moreover, ENACE is not required to obtain
feasibility clearance for water supply from SENAPA or SEDAPAL to begin
project execution. This has reportedly caused problems on various projects.
The exemptions enjoyed by ENACE are not granted to private sector develo-
pers, which places the private cector at an obvious disadvantage. The solution
is not to exempt private builders also, but to make ENACE subject to regu-
lations that have been streamlined for all developers.

As part of the effort to promote more private sector participation in low-cost
shelter solutions, market studies are required on the supply side. Conventional
wisdom suggests that private developers are relustant to undertake core
housing and sites and services projects because the risks are too high and the
profit mergin is too small. It would be useful to investigate the extent to
which this proposition is true given present conditions in Peru. Key factors to
examine include access to financing, equipment and machinery capacity of
firms, and attitudes toward public institutions and the regulatory framework.

To stimulate private sector participation and investment, it is necessary to
establish & clear, easy-to-follow legal and regulatory framework and to create
an environment of stability, where the rules of the game are not changed as
often and as dramatically as in the past.

Rental Housing

Rental housing accommodates about one-third of urban residents in Peru, or
around 4.4 million peoplc. Recent studies indicate that the quality of the
rental housing stock has been deteriorating substantially because landlords do
not invest in improvements.5 Also, almost no new rental housing has been
built in recent years. The existing rent control regulations, dating back to
the Rental Law of 1977, are a major cause of these problems. The negative
aspects of this Law most often cited, from the standpoint of landlords, are:

3See Strassman, op cit., pp.50-54.
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Excessive constraints on rental charges and increases;
* Inability to define time limits on rental contraects;
* Difficulties in legally evicting tenants.

These factors contribute to the world-wide, familiar cycle of poor or negative
financial returns to landlords, lack of investment in maintenance of rental
property, physical deterioration of existing housing stock, withdrawal of units
from the rental housing supply (in some cases with the units left unoccupied
rather than rented), and lack of investment in production of new rental
housing. Given that housing is a durable product with a useful life measur:d
in decades and financial returns over a long-term period, the inability to
raise rental charges to keep up with inflation makes the rental market unpro-
fitable.

Legislation to change rent regulations has been pending for two years, but
has not been passed. There is an urgent need for changes that will provide
incentives for increasing the supply of rental housing.

C. THE INFORMAL SECTOR

1.

Background

There is evidence that informal economiec activity--that which oceurs outside
the legal framework--plays a major role in Peru. According to the Instituto
Libertad y Democracia, the informal sector represents 60 percent of the

population, between 40 and 50 percent of production, 70 percent of building
construction, 85 percent of transportation units, and 47 percent of homes in
Lima.8 A study done for AID indicates that this sector "employs an estimated
majority of the labor force, reponds to market mechanisms, engages in pro-
duction of multiple produets and services, and is highly interrelated with for-
mal enterprises".7

A tour through the Cono Sur and the Cono Norte areas of Lima is sufficient
to provide an understanding of the great impaet of informal sector activity in
housing. As indicated in Chapter II, the number of housing units being built
by the informal sector, in part through self-help (auto-construceién) vastly
exceeds the number of units produced by the formal sector. One conservative
estimate puts average informal sector production over the last five years at
over 50,000 units annually against close to 22,000 for the formal seetor.8
These numbers are a testament to the ability of the informal sector to pro-
duce housing that is affordable to the lowest-income sectors of the popula-
tion.

6Hernando de Soto, President of Instituto Libertad y Democracia, address to the
"V Congreso Nacional de Industriales", El Comercio, Lima, December 6, 1984.

7Coopers and Lybrand, Private Sector Assessment....(title to be filled in),
USAID/Lima, (date to come).

8Jose Grafia Miro Quesada, op.eit., p.105
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The growth of squatter settlements in Lima can be attributed to two closely
interrelated issues: a) fragmentation and inconsistency of the legal and regu-
latory framework and its inadequacy to meet the demands of the majority,
and b) the high cost in having access to and living under the formal environ-
ment. On the one hand, it appears that the informal sector operates more
flexibly and produces goods and services at lower costs by avoiding costly
taxes and legal requirements (regarding compensation, benefits, licenses,
ete.). On the other hand, informality also incurs costs; for example, less
than 15 percent of homes in this sector have seecure ownership or title of
property. This prevents households from having security in transactions or
access to formal credit mechanisms. The formal sector may carry higher
costs for operations, but it aliows greater access to market channels, credit,
management, and technological know-how.

Housing Technology

It is evident that for lower-income urban households in Peru, shelter repre-
sents their chief instrument of capitalization. They are willing to and do
make sacrifices for their homes, as housing investments serve as a hedge
against inflation and the house itself becomes a symbol of status. Some
observers feel that Peruvians tend to "overinvest" in relation to their housing
needs, but this judgment is open to challenge, given the laek of alternative
savings or investment opportunities available to lower-income groups.

In  his recent study, "Employment and Housing in Lima, Peru," Strassman
comments, "Making additions and improvements to housing is an important
economic activity in Lima. The vast majority of owner-occupants add rooms,
plaster and paint, install better windows &nd doors, and improve plumbing
facilities. During their mean time of ownership of 11 years, they have raised
the value of their dwellings by over one-third." Strassman also found that
"about 92 percent of improvements and expansions are financed without loans,
and 64 percent of changes are made with self-help labor. ...Households below
the median income level had carried out three-quarters of their improvements
by paying cash for the materials and doing the work themselves."9

It should be pointed out that the term "self-help" construction (auto-con-~

struccion) does not necessarily mean actual participation of the family in the

construction process. In this respect, Strassman says, "Self-help and mutual
aid was mainly used in pueblos jovenes and popular urbanizations where it
made up 46 percent and 24 percent of housing. These two areas had
83 percent of such housing. They were also the areas with the largest share
(68 percent) of housing built by workers hired directly by the family."10
These data are supported by Banco de Materiales surveys, which have found
that the majority (60-70 percent) of borrowers build by hiring a master mason
and crew for improvements and additions to the unit.

9Strassman, op.cit., pp.47 and 61.

101bid. , p.35
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The construction process in informal settlements has unique characteristics.
Interviews with Benco de Materiales staff and the Bank's studies indicate con-
cern about "overbuilding" of homes by borrowers. This issue was the main
subjeet of a tour of BM borrowers' houses carried out for this enalysis in
Lima.

The Banco de Materiales has twec types of loans:

0 Construccion inicial: In this case, the Bank's loan is based on the value
of a one-story, 50 m2 unit. A plan and budget for this typical unit is
the Dasis for the definition of the canasta (basket) of materials in the
loan.

* Ampliacion: This loan applies to borrowers who already have built some-
thing "permanent" that needs to be consolidated or expanded. The Bank
calculates the value of an expansion of the unit and lends for the
construetion of up to 70 m2,

None of the units visited were consistent with these erituria. Built-up areas
ranged frecm 100 to 200 m2, Second stories or preparation for a second story
were a common feature in all of the homes. According the the Bank's super-
visors, this is the case in almost 100 percent of the loans. The borrowers use
the Bank's materials as a complement to materials obtained from other sources
over a period of time. This evidence, plus interviews with BM officials,
indicates that most BM borrowers have higher expectations with respect to
their homes than what the Bank assumes. The "overbuilding" of these homes is
a response to three factors:

* The perceived financial advantage of investing in housing as a means of
maintaining the value of savings;

* The expectation that solid and substantial construction will lower the
chance of relocation and inerease the possibility of obtaining legal title
and services;

* The use of construction ‘techniques that reduce the need fer skilled labor
and construction time but which do not necessarily economize on con-
struction materials (e.g. a unit in which bricks are laid with long sides
together to make a thick, load-bearing wall, as opposed to a framework
of reinforced concrete columns and beams filled in with bricks laid end-
to-end).

The challenge for the Banco de Materiales is to balance the need for tech-
nical assistance to borrowers with the prospective cost of supplying it. It is
neither feasible nor desirable to dictate construetion techniques and sanction
borrowers for violating them. Instead, the BM should seek to provide help to
those who desire it, through written and illustrated instructional materials as
well as site visits. The use of architecture and engineering students should be
considered.
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3.

Construction Materials

Informal producers and suppliers of construction materials make up a well
known industry in Peru. As formal sector operations move further from the
affordability levels of the majority, this industry will continue to grow and
expand. The range of products offered includes almost all those produced for:-
mally, except the ones based on capital-intensive technology like iron and
cement.

While an economic depression can bring the formal construction industry to a
virtual halt, building materials continue to be in demand in informal settle-
ments. The numbers of trucks, loaded and ready to deliver, that can be
found parked along the major routes in Lima that lead to these settlements
and the piles of materials accumulated in front yards, rooftops, and patios of
these homes are testimony to this fact. This is another reflection of housing
construction and improvement by the informal sector as both an act of saving
and an act of investment or asset creation.

Infrastructure

While residents of squatter settlements can build their homes according to the
standards and pace they can afford, they cannot do this for infrastructure. In
Lima, SENAPA and SEDAPAL have installed large water spigots for filling
tank trucks in central locations in most informal settlements not served by
individual house connections. These spigots are run by concessionaires of
SENAPA who act as intermediaries between the public utility and the private
tank truck operators. The latter, in turn, sell water to households. The cost
of water under this semi-monopoly distribution system is quite a bit higher
than the subsidized SENAPA or SEDAPAL tariff rates.

Installation of services in an area can have a tremendous effect on housing
improvement. According to Strassman, "Given income, those poor with access
to a sewer system' connection will make three times as many types of
improvements as those without. ...With all other characteristics of a house
unchanged, access to the public sewerage system will raise dwelling value by
50 percent."l1 .

Tenure and the Titling Process

The accelerated formation of new urban settlements on invaded land has
created a series of problems for the legal and regulatory framework in Peru.
In the 1950s, there was no answer in the legal framework for this problem,
and the response was, when possible, foreceful eradication by the police. It
wasn't until 1961, with the enactment of the Ley Organica de Barrios Mar-
ginales (Law 13517), that a major breakthrough was achieved. This law
established that legalization of settlements through a process of improved site
design and upgrading was the road to individual and integral legal titling and
secure tenure.

11ibid., p.55.
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In the last 23 years, the technical, legal, and administrative duties associated
with the process of legalization passed through the hands of 11 public agen-
cies. As a consequence of this lack of continuity and fragmentation, many
efforts have been lost and duplicated, added to the fact that political atti-
tudes and budget allocations have been varied and unstable.

On a national level, according to a 1980 study by Dr. Angel Rivera Marca,
the population in Lima's pueblos jovenes was close to 3 million people, a total
of approximately 500,000 families that required property titles.12 1n the 20
years since the enactment of Law 13517, titles have been issued to about
14 percent of these families. This means that in 1980 more than 400,000
families still did not have a secure tenure situation. Other studies have come
up with slightly different percentages, but all indicate that the proportion of
informal houscs with secure tenure remains very low.

The titling process is now entirely in the hands of municipalities. The
Municipality of Lima seems to be making progress in the agilization of proce-
dures in spite of low financial and personnel resources. Data collected by the
Municipality shows that out of 180,000 identified lots in recognized pueblos
jovenes, 80,006 have already obtained property titles. An additional 90,000
lots are in different stages of the process that will eventually lead to secure
tenure.

A definitional problem has been identified in relation to puebios jovenes.
According to the law, not all informal settlements are pueblos jovenes. An
official declaration is necessary that recognizes a particilar settlement as
such if it meets certain legal requirements. There are many settlement types
that have tenure security problems that are not inecluded in pueblo joven sta-
tistics because they are called by other names, thus adding to the general
confusion in the titling records.

The legalization process has been historically slow and full of contradictory
policies and regulations. According to a study presently being carried out by
Instituto Libertad v Democracia on ownership legalization procedures and legal
adjudication of state lands, the procedure that a pueblo joven group has to go
through to obtain legal titling consists of 126 steps, includes the intervention
of six different institutions (including the President), and takes from two to
seven years to complete. The cost of this operation still remains to be
measured. Housing associations or organized groups that undertake this proce-
dure soon grow disillusioned and attempt to acquire ownership and services
through social and/or political pressure. The social and economic costs of this
phenomenon arz indeed very high.

12Angel Rivera Marea, "Aspectos Legales y Juridicos en Pueblos Jovenes," Servicios
Basicos Inegrados en Areas Urbanas Marginales del Peru, UNICEF, Primer Seminario
Nacional sobre Servicios Basicos Integrados en Areas Urbanas Marginales, Lima,
Peru, diciembre de 1980, pp.89-117.
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Tenure security is a very important asset for families. It does not solve a
family's socio-economic problems, but it provides a solid foundation for up-
ward mobility since it brings several advantages:

* Legal security from evietion;
* Increased value of the property;
i Social status;

* Access to mortgage credit and finance.

Land titling and tenure procedures are one of the areas of public activity
where the complexity and lack of coherence of the present legal and regula-
tory framework can be seen most clearly. Further work is necessary to de-
velop ways in which municipalities can effectively accelerate and simplify this
process. In addition, the new measures being taken by the Municipality of
Lima (e.g. computerizing land records, streamlining procedures) should be
studied to see if they yield useful lessons for other eities.

Communal Organizations

Peru has a long history of efforts to promote communal organizations, mostly
on the part of the government and linked to the political process. Nowadays,
most shelter programs sponsored by the state--like the "Techo Propio"
(TEPRO) program of lots without services--require that beneficiaries be
organized into housing associations and/or cooperatives in order to be
included.

The first communal organizations were formed before 1960 by groups of urban
settlers for the purpose of organizing land invasions and defending the invaded
land against public efforts at removal.

The land development process through which these invasions occurred was not
devoid of planning. According to research by the Instituto Libertad y
Democracia,

"A professional clan of urban planners developed,
employed rot by the State, but by the under-
ground. These planners stake out unsettled land
around Lima and design new settlements. They
even install parks and spaces for municipal
buildings in the hope that the government will
eventually give legal recognition to the more
orderly settlements."13

The institutionalization and legalization of informal community associations
dates back to 1968 with the establishment of ONDEPJOV (Oficina Nacional de
Desarrollo de Pueblos Jovenes). "Pueblo joven" (young settlement) was chosen
as a noit-pejorative official term for squatter settlements. The main purpose

13Claudia A. Rosett, "Peru's Underground Market Economy", essay for the New York

Times and Wall Street Journal (no date available), p.4.
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of ONDEPJOV was to promote the active participation of pueblo joven
residents in the promotion, coordination, and execution of development pro-
jects. Since then, there has been & proliferation of "Popular Organizations"
(organizaciones populares), "Urban Associations" (asociaciones urbanas), and
"Housing Cooperatives" (cooperativas pro-vivienda). However, it is very dif-
ficult to obtain reliable data on the scope and effectiveness of these organi-
zations without undertaking a great deal of original data-gathering through
surveys and extensive interviews (not possible in the time frame of this
study).

Pueblo Joven. organizations, Asociaciones Pro-vivienda, and cooperative groups

continue to do more than fulfill communal participation and advocacy roles.
They also perform essential administrative and executive functions, thus
increasing the capabilities of the delivery system. Suech functions ineclude
collection of data on community group members, preparation of official doc-
uments for submission to public agencies, and selection and hiring of contrac-
tors to execute works.

Anecdotal evidence suggests that private promoters play an important role in
organizing communities for profit. The inner workings of this market are not
well known, but the help of the promoter--be he an individual entrepreneur
or a representative of a political party--is often the force behind the execu-
tive functions of the community orgarization. Promoters also perform the
role of a "tramitador", a facilitator who helps the group navigate through the
legal procedures involved in obtaining what it needs from the bureaucracy.
One problem faced by community groups is lack of legal status (personeria

juridica), which iS5 needed in order to enter into agreements or contracts.

Some community organizations have personeria juridica, but others only have
"official recognition", a lower status which permits public agencies to work
with them but does not give power to sign contracts. Efforts are needed to
clarify the process so that community organizations have full access to shelter
and upgrading programs.

D. CONCLUSIONS

Some scope exists for reducing shelter costs by reducing physical standards, especially
for infrastructure. Supposedly low-cost shelter projects are still being built with such
features as excessively wide streets and underground electrical lines. Current infra-
structure specifications treat all urban and rural sreas as homogenous, with no attempt
to differentiate between income levels or different settlement types. There is a need

for:

Feasibility studies on cost reduction ideas which will result in concrete propo-
sals for changes in specifications.

Changes in norms to legitimize the introduction of progressively increasing
levels of services over time.

At best, changes in physical norms could achieve shelter cost reductions of 20 to 25
percent. These potential economies are greatly overshadowed by the burden of finan-
cial costs in shelter construction today. A few months' delay in project execution,
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which is a normal occurrence, can raise costs by 30 to 50 percent due to inflation
and interest charges on borrowed money. There are several aspects to the problem of
project delays:

* Administrative bottlenecks in the project review and approval process are a
major problem. Delays are caused by the multiplicity of agencies involved at
varicus levels of government and by the excessive documentation required.
The entire structure for construction permitting should be overhauled and
streamlined. New regulations should obligate public agencies to perform the
various stages of the process within specified time limits.

* Project execution is often inefficien*. The "formula polinomica", intended to
compensate builders of publiely-financed projects for cost increases beyond
their control, gives no incentive for speedy work. In many cases the econo-
mies of purchasing materials early in the project are not taken advantage of.
Another factor contributing to inefficient construection is ENACE's exemption
from the formal approvals process. This has resulted in ENACE projects being
built without the required assurance of infrastructure from utility agencies.
Finally, the Banco de Materiales has found that its clients often use materials
inefficiently because of lack of technical knowledge. These problems, and
many similar ones, should be the targets of concerted attack. Rogulatory
reform is needed to provide incentives to builders for rapid, on-time perfor-
mance and to ensure coordination between agencies. Regarding the Banco
Materiales, it is neither feasible nor desirable to dictate construction tech-
niques. Instead, the BM should provide technical assistance to those who
desire it, through publications as well as si‘e visits. The use of students for
this should be considered.

The prices of steel and cement, materials that weigh heavily in housing construetion,
have risen more rapidly than inflation or the general construction cost index in the
last five years. This suggests that there may be inefficiencies in production of these
two materials. It would be useful to explore in more detail the factors affecting their
prices, key among them the management policies of the state-owned enterprises which
dominate production.

Construction costs vary greatly among Peru's main geographic regions. A project
carried out in the Costa costs 50 percent more in the Sierra and 150 percent more in
the Selva. The main reasons are transportation costs, lack of skilled workers and
managers outside the Costa, the more adverse climate and terrain conditions in the
Sierra and Selva, and the unfamiliarity in these regions of some materials and
construction processes. To help mitigate these cost differentials, technical and admi-
nistrative capacity in construetion should be developed in the interior through training
programs. Also, the use of local materials and construction techniques should be
encouraged.

Since 1961, when the government first officially recognized the need to legalize rather
than eradicate informal settlements, the responsibility for "regularization" has passed
through 11 public agencies. Because of this lack of continuity and fragmentation, the
the titling process has been very slow. A recent study showed that as of 1980 only 14
percent of families in Pueblos Jovenes needing legal titles had obtained them. Legali-
zation of informal settlements s now in the hands of municipalities, and at least the
Municipality of Lima appears to be speeding up the process. Legalization is essential
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for various reasons, not the least of which are the incentive it provides for upgrading
investments by households (thus stimulating the construetion industry) and the opening
of access to formal credit. Efforts to speed up the legalization process, especially in
cities other than Lima, must continue.

Rental housing accommodates about one third of urban residents in Peru, or around
4.4 million pecople. Recent studies indicate that the quality of the rental housing stock
has been deteriorating substantially because landlords do not invest in improvements.
Also, almost no new rental housing has been built in recent years. The existing rent
control regulations are a major cause of these problems. Legislation to change rent
regulations has been pending for two years, but has not been passed. There is an
urgent need for changes that will provide incentives for increasing th2 supply of rental
housing.

Most shelter programs sponsored by the State require that beneficiaries be organized
into housing associations or cooperatives in order to participate. However. many com-
munity groups lack--or have trouble obtaining--legal status (personeria juridica),
which is needed to enter into agreements or contracts. The law offers conflieting
dispositions on eligibility and procedures for obtaining legal status. Efforts are needed
to clarify the process so that community organizations have full access to shelter and
upgrading programs.




APPENDIX I
SUMMARY OF SHELTER POLICY AGENDA

The chart on the following pages summarizes the sheiter policy issues and recommen-

dations that appear in Volume I (Policy Issues) of this Shelter Sector Assessment. The

policy issues are ranked by priority into three categories: immediate, medium-term,
and long-term,

o



CATEGORY

LIMITING AND
FOCUSING PUBLIC
SECTOR SHELTER
PROGRAMS

PERU

SHELTER POLICY AGENDA RECOMMENDAT 1ONS

IMMEDIATE PRIORITY
Subgidies

¢ 2efore undertakina new public shelter

progresa, eatimate the projected annual
subasidy resulting from ths pioposed
financing terms and sub:ject the eatimate to
diacussicn within the housing sector and
aaong key economic plenning institutions.

Rajse interest ratea in the houaing sector
as much as poessible consonant with affor-
dability to reduce interest rate subsidies.

¢ Where passible, increase down payments snd

teduce amortization perfods to reduce the
interest rste subsidy and generste more
funds for {mmediate reinvestment.

® In individual prajecta, apply differential

plot prices in ordor to croes-subsidize
loweat-cast units without demsging the
overall financing woundness of the
project.

In pricing shelter solutions, reflect the
trua value of the orlginsl inveatment by
1) valuing land, labor, and matarials at
their real market coste, snd 2) fectoring
in the value of cost escalstion during
construction.

Targeting of Public Shelter Sector Programs

® lerminate public sector programs for

construction of aingle-family houses,
apartwents, or core unita. Focus public
sector shelter programs on sites and ser-
vices, infrastructure upgrading in low-
income aress, and building materisle losna.

The Goverraent should eupport a large-acale
progrea of lots without servicce ("lctea
tizados”) in principsl citias.

Infrastructure

® The Government must heing immedistely to

explore ways to reach agreement with exter-
nal donors on new finencing for basic
infrastructure, especislly water aupply.
Thia will require a willingness to raise
tariffe to mora realistic levels and to
imsprove management in infrastructure insti-
tutiona.

® Deviae an inveastment atrategy snd plan for

the water supply sector, which has been
underfunded end which lacka a coherent aet
of policiea and objectivea.

MEDIUM-TERH
ENACE

Eliminate ENACE's housing construction
functiona ~nd fold ita contracting end
supervision functions into BANVIP end/or
delegate thea to other institutiona
involved in projects.

As a prelude to closing ENACE, conduct sty-
dies of 1) steps required to finish admi-
nistering ita existing portfolia,

2) potential for eelling oft its unallo-
cated sasets, and }) beat means of writing
off ite unproductive portfolio.

Reducing Shelter Costs for Affordability

Conduct feaeibility studies which will
reault in concrete ideea for changing
dev ign spucificetions to lower costs.

Change norms to legitimize the introduction
of progressive lsvels of services over
time. .

Ovechaul and streamline entire structure
for construction peraitting. Obligate
public escencies to perfora the various sta-
ges of the process within apecified time
limits.

Reform regulat fons governing control of
public conatruction projecta to provide
incentivea to builders for rapid, on-time
per formance.

Develop technicel and aduinistrative capa-
city in construction in the Sierra snd
Selva through treining programs.

Encourage use of local materials and
conatruction techniques in the interior
regiona of Peru.
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CATEGORY

FACILITAYING
INCREASED
PRIVATE

SECIOR EFFORIS
IN SHELTER
DEL IVERY

PEAL

SHELTER POLICY AGENDA RECOMMENDAT TONS

IMEDIATE PRIORITY
Hutuales (Savings and Loans)

® Legalize the Mutualea' de facto entry into

non-housing credit marketa.

Pasa now legialation allowing mutuales to
institute manageaent reforms.

Reducing Public Sector Role

Eliminate high-cost public housing projects
and phsse out aubaidiea for public sheltar
prograas to place privaete sector on more
competitive footing In housing market.

(CONT INUED)

MEDIUM-TERM

Hutualea (Savings and Loana)

Open the aavinga and loen ayatesm to savinga
in dollara end lcosen intereat rate
controla to help it compete in the finan-
cial markset.

Prepare & new strategic plen for the syatea
which taekea into sccount the reslitiea of
the market for capturing funda end placing
loana.

Tonure Reqularization

Continue vigoroua offorte to legalize
eatablished informal settlementa in Lima
and institute effective legalization
prograns in other cities to proamote private
investment in housing construction and
finance.

Ront Control

Reform rental houaing legislation to reduce
negative impact of rent centrol by pro-
viding incentivea for increasing the supply
of rental housing.

Reforming Legal/Adminiatrative Stcucture

Stroamline project review and approval pro-
cess to make it easier for private develo-
pera and buildera to function as providers
of ghelter.

Review lews and regulationa govarning aub-
divisiona, building codes, and land use to
identify and eliminste ambiguity, overlaps,
anc contradictions hampering private fni~
tistive.



CATEGORY

IMPROVING THE
EFFICIENCY OF
FINANCEAL
INTERMEDEAT ION
IN SHELTER

PERU

SHELTER POLICY AGENDA RECOMMENDAI JONS

IHMEDIATE PRIORITY

Haintensnce of Value

¢ Implement some type of indexing system in
loana of key shelter programs, including
BANVIP, FONAVI, and the Banco do
Muterlales.

¢ Deviae a formula fur raieing the incoms
base from which FONAVI centributions are
calculated so as to keep up with, at lesst,
the wage and aslery index.

® Raise real interest rates on 7ONAVI loans
to match the preveiling rate for Mutusleas.

{CONT INUED)
MEDIUM-TERM

Haintenance of Value

Extend indsxing aysteas to all operstions
(loans and deposits) of housing finance
inatitutions. The wage and aalary index is
tho moast frequently-mentioned besis for an
indexing systen under current high-
inflation conditions.

Bunco de 1a Vivienda

Subatantiully improve BANVIP's manasgeaent
control over FONAYI, including better
control over contributiona and implemsn-
tation of a systen to masintsin the value of
the fund.

Restore BANVIP'g role as aotter of finan-
cial policy in the public shelter sector.
BANVIP should have capecity to allocste
public shelter resourcea among various
prcaceme 8nd responsibility for aaintaining
naximys flaencial acundness in housing sec-~
tor cperstions.

Improve cooperatiun between BANVIP and the
public utility coapaenies.

Involve BANVIP directly with selected muni-
cipalitiea. At the outsest the municipeli-
ty's role may be limited to inplementation
(ea is the case with the utilitiea now).

FoNAvL

Reform FONAVI's finencial regime (interest
rate atructure) to ellow it to obtain a
rate of return sufficient to borrow from
externel aourcea and aix with its own
funda, as pormitted by ite ensbling lawa.

Banco de Hsteriales
Improve internsl financial management and
controla, focusing on limiting operating
coasta and achieving efficiency in financial
operat fona.

Reach grester nunbers of fower-inccme fami-
1ies with *Type C* loana.

Provide technical asaiastence to borrowers
for more efficient una of materiala.

Banco Central Hipotecario

Permit BCH to cepture asavings in dollara
and looasen intereat rate controls to help
restore ite coapetitiveneas.

Improve technical quality of masnagement end
provide fiexibility to respond to earket
conditl9na.

Raviae indexing aystea to maintsin affor-
dsbility of loana and svoid delinquenciles.

LONG-TERM
FONAV

* Explore feasibility of converting FONAVI
into e real financlel fund with increased
contributions froa employees and obligation
to pay a rate of return to contributors.
The objective would be to incresse the
voluze of reaources evailable to FONAVI].

BANVIP

® Pheae aut direct lending ond move towards
operating strictly as a second-tier finan-
cial organization.

Banco de Materiales

® Study potential for turning BM inta e true
finencial institution by enabling it to
capture savinga and making it acccuntsble
for its own financiel viaebility.
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CATEGORY

ESTABL ISHING
AN ONGOING
PUBL IC-PRIVATE
SHELTER POLICY
FORMULAT ION
AND ANALYSIS
CAPABILITY

PERU

SHELTER POLICY AGENDA RECOMMENDAT IONS

(CONT INUED)

MEDIUM-TERM

Housing Policy Group and
Technicel Secretariat

® Consaider creating a high-level Housing
Policy Group to formulate shelter policy.
Group would be independent and consist of
high-ranking representatives of gaovernment
bodies and private groups. Group's deci-
sions would be bindir.g.

Support Housing Policy Group with amall,
highly qualified Technical Secretariat r'>m-
posed of economists, financia: snslysts,
legal experts, etc. Desirable for
Secretariat to report directly to Policy
Group.

Housing Plan

® Focus Housing Policy Group on producing
short/medium term National Housing Plan
emphasizing creation of appropriate fra-
mework for public end private shelter
activities. Main components of Plan would
be realistic financial resource estimates
and guidelines for effective operation of
financial intermediaries; clear ststement
of roles of shelter inatitutions; agenda of
fiacal and monetsry policies to support
shelter; investment program for public aec-
tor shelter ectiona; inveatment progrem for
complementary infrastructure; end addi-
tional measures addressing construction
productivity, building materials,
infrastructure standards, and atreamlining
public sector implementa*ion.

Alternative Structure

® If Housing Policy Group/Secretariat not
feaaible, consider establishing housing
policy analysis units in a government
agency and in a private sector orgsni-
zation. Bring two together in seminars to
discuss issues and prepare joint resolu-
tions or recommendations. Examine possi-
bility of structuring public-private
commissions to recommend policy chsnges
and program initistives.

Ministry of Housing

® Conduct study to recommend measures to
reduce duplication of effort between
Ministry and other inatitutions and to
rationalize the Ministry's role and inter-
nal operations.



APPENDIX I

DATA AND ASSUMPTIONS USED FOR HOUSING NEEDS
AND AFFORDABILITY ANALYSIS

A. HOUSING NEEDS

The estimates of housing needs are based on two main types of data: 1) demographic
projections and 2) characteristies of the existing housing stock and assumptions about
the 20-year housing program.

The population projections used in this analysis come from the Centro Peruano de
Investigacion Aplicadal and appear in Table II.1. The projections assume a gradually
declining national population growth rate that drops to below two percent per year by
the year 2000. Urban population growth is projected to continue at a substantially
higher rate than overall pcpulation growth. The growth rate of the rural population,
already extremely low, is expected to dwindle almost to zero over the next 20 years.
The share of national population in urban areas, currently about 67 percent, is pro-
jected to grow to over 75 percent by 2005. Other urban areas, which until now have
been growing slower than Metropolitan Lima, will henceforth grow faster than the
capital. Thus over the next 20 years Lima-Callao is expected to increase its share of
total population only slightly, from 27.5 percent to 30 percent, while the population
share of other urban areas will jump from 39.6 percent to 46.7 percent.

Our housing needs analysis also assumes a gradual decline in average household size in
urban areas, consistent with a projected narrowing of the age pyramid for Peru. While
available data refers to persons per unit, not per household, we have used the former
as a rough proxy. Our reckoning is that urban occupancy rates should drop from
around 5.5 currently to about 5.1 by 2005. The rural occupancy rate of 4.6 is
assumed to remain constant over the projection period.

To estimate the size of the base year (1985) housing stock, we applied the above
figures for average persons per household to the base year population (see Table
II.1). This yielded a 1985 housing stock of about 3.8 million units, divided between
approximately one million in Lima-Callao and 1.4 million each in other urban and rural
areas.

The housing needs analysis requires that the existing housing stock be broken down
into permanent, upgradable, and non-upgradable units. Because of the lack of data,
this was done in a very rough way. The definitions of these categories rests on a
combination of struectural characteristics and service provision levels for housing units.
For example, a dwelling may be constructed of permanent materials but lack adequate
Water or sanitation, making it fall into the "upgradable" category. We used the 1981
Census figures on housing quality and services (Table II.2) as our point of departure.
The proportion of non-upgradable units was based on the share of 1981 units

1Delicia Ferrando, "Supuestos a Considerarse para la Proyeccion Demografica del

Peru para el Ano 2050", in Centro Peruano de Investigacion Aplicada, La Poblacion

del Peru en el Ano 2050, Lima, 1984, pp.13-41.

\oN
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constructed of temporary or improvised materials (quincha, reed mats, and others).
Updating the 1981 percentages slightly to reflect a decline in the quality of the
housing stock, we assumed the following proportions of non-upgradable units: 6 per-
cent for Lima, eight percent for other urban areas, and 13 percent for rural areas.
The share of permanent units was based on the extent of permanent materials or the
coverage of water supply and sanitation, whichever is lower for each geographical
area. For Lima-Callao, we assumed that 55 percent of dwellings are permanent,
corresponding to what we estimate is the coverage of sewer service in 1985. For
other urban areas and rural areas, we assumed 30 percent and 3 percent permanent
units respectively, corresponding to the extent of permanent materials in 1981. The
remaining proportion of units in each area was classified as upgradable, as follows: 39
percent for Lima, 62 percent for other urban areas, and 84 percent for rural areas.

The remaining assumptions have to do with rates of housing stock replacement and
upgrading. We have used 2 percent per year as the rate of replacement of the per-
manent housing stock. We have also assumed that, between 1986 and 2005, 100 per-
cent of base year non-upgradable units are replaced and 100 percent of base year
upgradable units are upgraded. These two programs are spread out evenly over the
20-year period (at a rate of 5 percent per year). Finally, we have defined the
reduction of overcrowding in the 1985 housing stock as reducing occupancy rates to
"more adequate" levels, which we have assumed to be 5.0 persons per dwelling in
urban areas (down from 5.5) and 4.2 p.p.d. in rural areas (down from 4.6). The
additional housing units needed to achieve these levels for 1985 households are assumed
to be part of the 1986-2005 housing program.

It should be noted that our estimates do not include upgrading of units other than
those in the base year housing stock. This means that upgrading or progressive deve-
lopment of future units do not appear in the housing needs forecasts.

B. HOUSEHOLD INCOME AND HOUSING EXPENDITURE

To obtain estimates of average household incomes for the three geographical areas
(Lima-Callao, other urban, and rural) we took INE's 1983 estimate of disposable
national income (S/22,720,865 million) and projected it forward to 1985 (the base
year for this analysis) at 1984 prices. Assuming 2 percent real GDP growth in 1984
and 1985, plus inflation of 110 percent for 1984, this yielded a figure of
S/49,641,455 million. We then allocated this income to the three geographic areas as
follows: 57 percent for Lima-Callao, based on INE data for 1981 on GDP by
departmentsZ, 15 percent for rural areas, based on very rough estimates cited by
Richard Webb in a recent article3, and the remaining 28 percent for other urban
areas. Finally, the three income shares were divided by the corresponding 1985 esti-
mates of the number of households in each area to obtain average annual household
incomes. These were: S/28,700,006 for the Lima-Callao Metropolitan Area,

2World Bank, Peru Country Economiec Memorandum, Report No. 5267-PE, November 6,
. 1984, Table 2.6, p.35.

3Ri. .rd Webb, "Economia Urbana", in Plaza Mayor, No. 14, May-June 1984,
pp.36-38.
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$/9,800,000 for other urban areas, and S/5,300,000 for rural areas (all for 1985 in
1984 Soles). Note that these are average, not median incomes. Medians are con-
siderably lower because income distributions are skewed.

The Housing Needs Assessment Model uses the above average income figures to project
future mean household incomes for each quintile of the income distribution. The
income projections are based on expected national GDP growth for the urban and rural
sectors. For this analysis we assumed that resl GDP will grow at 2 percent per year
between 1986 and 1990, 4 percent from 1991 to 1995, and 5 percent thereafter. In
addition, we assumed tha' consumer prices and construction prices will escalate at the
same rate, so that over the next 20 years capacity to pay for housing will be neither
eroded or improved by differential inflation rates4.

Income distribution data for this analysis were taken from a 1972 study by Carlos
Amat y Leon®. More recent income distribution figures were available for urban areas
only from a 1977-78 household survey (Encuesta Nacional de Hogares de Propositos
Multiples), but we decided to use the earlier figures. The reason for this was that
the 1977-78 income distributions were considerably less skewed than the 1972 distri-
butions. While income distribution in Peru may actually have improved during the
1970s, we felt it had probably worsened again in the 1980s because of the recent
economic crisis. It seemed reasonable, therefore, to rely on the 1972 data. Appendix
Table A.34 presents the shares of household income by quintile used in this analysis.

Having no reliable recent data on the fraction of income spent on housing in Peru, we
assumed that households would be willing to spend the following maximum percentages
of income on housing capital:

4While key building materials prices have escalated faster than the CPI in recent
years, the construction wage index has risen slower. The net effect is that
CAPECO's general index of building costs has risen at roughly the same rhythm as
the CPI over the last four years.

SCarlos Amat y Leon, Distribucion del Ingreso Familiar en el Peru, Universidad del
Pacifico, Lima, 1981 (Second Edition), p.38.
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PERCENTAGE OF INCOME SPENT ON HOUSING CAPITAL

Income
Distribution
Quintiles Lima-Callao Other Urban Rural
lowest 1 20 20 10
2 25 25 15
3 30 30 20
4 30 30 25
highest 5 30 30 30

C. ALLOCATION OF UNITS TO HOUSEHOLDS FOR INVESTMENT ESTIMATION

The Housing Needs Assessment Model employs a number of assumptions to allocate units
to households as a basis for estimating housing investment costs. The first is that new
households and households occupyir'g units scheduled for replacement due to obso-
lescence are distributed evenly among income quintiles. Second, the Model identifies
a "target group" of households unable to afford a minimum basic house with services
(more or less the minimum house that the private sector could supply). These house-
holds could be considered 1) candidates for a range of publicly-supported housing
programs and/or 2) potential beneficiaries of new housing policies to increase private
housing affordability. Units in the base year housing stock that are overcrowded or not
built of permanent materials are assumed to be evenly distributed among the income
quintiles making up the "target group". Third, the Model allocates the lower-cost
solutions (e.g. the serviced lot, the upgrading loan, ete.) evenly among income
quintiles in the target group. Thus some urban households able to afford a serviced lot
are assigned an upgrade. Also, some households unable to afford any solution are
assigned an upgrade or a serviced lot.
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TA

BLE A.1

PERU: GROSS DOMESTIC PRODUCT BY SECTOR
(Millions of Current Soles)

117

[ 4

<
1979 1980 1981 1982 1983 Change
Agriculture 302,069 443,172 822,837 1,173,972 2,215,285 633.37
Fishing 24,54G 31,535 48,987 76,252 103,276 320.85
Mining 483,103 655,430 934,263 1,484,802 3,179,487 558.14
Manufacturing 951,547 1,567,315 2,339,371 3,703,607 7,323,863 669.68
Congtruction 83,581 159,605 307,246 566,313 887,524 961.87
Government, 227,218 475,483 916,797 1,547,422 3,086,005 1,258.17
Others 1,326,218 2,266,067 4,126,054 6,765,413 11,922,635 799.00
TOTAL GDP 3,398,276 5,598,607 9,495,555 15,317,781 28,718,075 745.0
Source: Instituto Nascional de Estadistica
TABLE A.2
PERU: GROSS DOMESTIC PRODUCT BY SECTOR
(Millions of Soles in 1973 Prices)
Percentage
1979 1980 1981 1982 1983 1979 1980 1981 ~ 1982 1983
Agriculture 55,575 52,339 58,643 60,330 54,524 12 11 12 12 12
Fishing 4,640 4,538 4,309 3,960 2,554 1 1 1 1 1
Mining 39,324 39,477 38,245 40,750 37,612 8 8 8 8 8
Manufacturing 114,697 121,275 121,031 118,010 99,128 25 25 24 23 22
Construction 14,170 16,833 18,693 19,123 15,107 3 3 4 4 3
Government 50,150 52,449 54,527 55,984 55,984 11 11 11 11 13
Others 187,383 196,937 207,215 206,294 184,737 40 41 40 41 41
465,939 483,848 502,663 504,451 449,646 100 100 100 100 100
TOTAL
GROWTH 1979=100 100.0 103.8 107.9 108.3 96.5
ANNUAL GROWTH 4.1 3.8 3.9 0.4 <12.2>

Source: Instituto Nacional de Estadistica
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TABLE A.3

PERU: CENTRAL GOVERNMENT FINANCES
(Billions of 1983 Soles)

o
1981 % 1982 % 1983 %| Change
INCOME
Income Tax 1,0521 20 1,014 19 649 17 38>
Patrimony Tax 212 4 203 4 135 4 <36>
Import Tax 1,115 21 1,003 19 714} 19 <36>
Export Tax 403 8 251 5 98 3 <76>
Production and Consumption Tax 2,164 41 2,470 47 1,933 s2 <11>
Other Taxes 173 3 175 3 118 3 <89>
Non-Fiscal Revenues 150 3 148 3 85 2 <43>
TOTAL INCOME 5,289 | 100 5,264 | 100 3,732] 100 <29>
EXPENDITURE
Remunerat ions 1,552] 29 1,539 29 1,365} 37 12>
Goods & Services 226 4 213 4 238 6 5
Transfers 823 16 598 11 706 19 <14>
Defense 1,295 25 1,660 32 1,374} 37 6
SUBTOTAL CURRENT EXPENDITURES| 3,896| 74 4,010 76 3,683 99 <5
Capital Expenditures 1,507 28 1,256 24 989} 27 <34>
Debt Service 2,490 47 2,405 46 2,954| 78 19
TOTAL EXPENDITURES 7,893} 149 7,671 | 146 7,626 204 <3
DEFICIT TO FINANCE 2,604 49 2,407 46 3,894 104 49

Source: BCR Y INE



TABLE A.4

PERU: BALANCE OF PAYMENTS: 1979-83
(Millions of US Dollsrs)

BALANCE OF PAYMENTS

TRANSACT IONS 1979 1980 1981 1982 1983P
I.  GOODS AND SERVICES
1. EXPORTS FOB 3,676 3,916 3,249 3,293 3,015
2. IMPORTS FOB -1,954 -3,090 -3-802 -3,721 -2,722
a. TRADE BALANCE (1+2) 1,722 026 -553 -428 293
3. FINANCIAL SERVICES -931 . -909 -1,091 -1,034 -1,108
INCOME 58 202 204 109 116
EXPENDITURES -989 -1,111 -1-223 -1,143 -1224
4. NON-FINANCIAL SERVICES 10 -165 =317 -314 -254
b. BALANCE OF SERVICES (3+4) -921 -1,074 -1,336 -1,348 -1,362
c. TRANSFER PAYMENTS 152 147 161 167 219
d. BALANCE OF CURRENT ACCOUNT 953 -101 -1,728 -1,609 -850
(A+8+C)
II. CAPITAL
5. PUBLIC CAPITAL 617 371 388 995 1,409
~- OFFICIAL LOANS 643 377 389 995 1,409
OUTLAYS 1,084 1,208 1,620 2,0438 2,5548
AMORT IZAT ION -441 -831 -1,231 -1,048 -1,145
-~ OTHER LODANS =26 -6 -1 - -
6. PRIVATE CAPITAL 39 9] 264 205 -47
-- NET DIRECT INVESTMENT 71 27 125 48 38
-~ PRIVATE LOANS =32 64 135 157 -85
e. LONG-TERM CAPITAL
(5+6) 656 462 648 1,200 1,362
f. BASIC NET BALANCE
(D+E) 1,609 361 -1,089 -409 512
g. SHORT-TERM CAPITAL! -30 361 576 533 ~552
III. BALANCE OF PAYMENTS 1,579 -722 -504 124 -40
NOTE: FIGURES REVISED BY CENTRAL BANK.

a/ INCLUDES REFINANCING OF PRINCIPAL AND INTEREST.
1/ INCLUDES D.E.G. ALLOCATION/ERRORS AND OMISSIONS.,
SOURCE: BANCO CENTRAL DE RESERVA DEL PERU.

P=PROVISIONAL
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TAELE A.S
PERU: BALANCE OF PAYMENTS: 1979-83
(Exports = 100)
BALANCE OF PAYMENTS (%)
TRANSACTIONS 1973 1980 1981 1982 1983
T.  GO0DS AND SERVICES
1. EXPORTS FOB 100 100 100 100 100
2. IMPORTS FOB < 53> < 79> <17 <112> < 90>
a. TRADE BALANCE (1+2) 47 21 < 17> <1 10
3. FINANCIAL SERVICES < 25 < 23 < 3 < 3D < 3D
INCOME 2 5 I3 3 4
EXPENDITURES < 2D < 28> < 38> < 34 < 41>
4. NON-FINANCIAL SERVICES — < 4> < 10> <1 < 8
b. BALANCE OF SERVICES (3+4) < 25 < 2D < aL < 41> < 45>
c. TRANSFER PAYMENTS 4 4 5 5 7
d. BALANCE OF CURRENT ACCOUNT 26 < 3» < 53> < 49> < 28>
(A+B+C)
II. CAPITAL
5. PUBLIC CAPITAL 17 9 12 30 47
-~ OFFICIAL LOANS 17 9 12 30 47
OUTLAYS 29 30 50 62 85
AMORT IZAT ION < 12> < 21> < 38> < 32> < 38>
-~ OTHER LOANS - © - - — -
6. PRIVATE CAPITAL 1 2 8 I3 )
-~ NET DIRECT INVESTMENT 2 - 4 1 1
-~ PRIVATE LOANS < D 2 4 5 < »
e. LONG-TERM CAPITAL
(5+6) 18 12 20 36 45
f. BASIC NET BALAMCE
(D+E) 44 9 < 33 < 12> < 1D
g. SHORT-TERM CAPITA.l < 9 18 16 < 18>
III. BALANCE OF SAYMENTS 43 18 < 15> 4 < D

Source:

BCR
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TABLE A.6
EXCHANGE RATE SOL-DOLLAR

o

o
% Change
Soles x US$ Change Price Index

(1 (2) (1)/(2)
12/31/79 249.5 R — —
12/31/80 340.8 36.6 60.8 0.60
12/31/81 505.6 48.4 72.7 0.67
12/31/82 987.2 95.3 72.9 1.31
12/31/83 2,265.5 129.5 125.1 1.04
09/30/84 4,057.0 79.1 74.3 1.06
Source: INC

TABLE A.7

PERU: CONSMIPTION/INVESTMENT RELATIONSHIP
(¥i'lions of 1973 Soles)

1979 % 1980 - 1981 % 1982 % 1983 %
FINAL CONSUMPTION 382,054 88 411,231 86 427,068 84 428,659 86 385,977 89
PUBLIC CAPITAL FORMATION 18,834 5 24,492 5 28,049 6 29,998 6 30,147 7
PRIVATE CAPITAL FORMATION 35,026 8 42,999 9 49,794 10 46,055 9 23,814 5
STCCK VARIATION < 3,833> <1 2,435 -— 3,955 -~ <6,595> <L> <5,559> <O

TOTAL

432,081 100 481,157 100 508,866 100 498,117 100 434,379 100

Source: BCR y INE
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TABLE A.8

EVOLUTION OF SAVINGS

(Billions of Current Soles)

(1) (2) (3)
QUASI- QUASI-
MONEY MONEY RELAT IONS INDEXES
LOCAL FORE IGN
MONEY  CURRENCY CURRENCY 2/1 3/1 3/2 1 2 3
% % %
1979 316.3 172.8 151.9 55 48 a8 100 100 100
1980 541.9 314.9 387.9 59 71 123 171 182 255
1981 804.0 726.2 666.4 90 83 92 254 420 439
1982 1,091.7 1,250.1 1,484.8 115 136 119 345 723 977
1983 2,084.3 2,133.7 3,314.7 102 159 155 659 1,235 2,182
Source: BCR
. TABLE A.9
MONETARY MARKET
(Billions of Current Soles)
(1) (2) (3) (4)
QUASI TOTAL
YEAR GoP MONEY MONE Y 2+3 2/1 3/1 3/2 3/4 b* CcPI b/CPI
1979 3,398.3 316.3 324.7 641.0 9 10 103 51 100 100 100
1980 5,598.6 541.9 701.9 1,243.8 10 13 130 56 193 160.8 120
1981 ° 9,495.6 804.0 1,392.6 2,196.6 9 15 173 63 343 277.7 124
1982 15,317.8 1,091.7 2,734.9 3,826.6 7 18 251 71 597 480.1 124
1983 28,718.0 2,084.3 5,448.4 7,532.7 7 19 261 72 1,175 1,080.7 109

*b=Total Money Market=1979=100

Source: BCR



TABLE A.10

LIQUIDITY (AVAILABLE FUNDS)
OF FEINANCIAL INTERMEDIARIES
(Milliona of Current Soles)

31 December 31 December 31 December
1981 1982 1983
% % %
Banco de la Nacidn 305,498 23.3 269,235 14.2| 1,915,607 32.1
Banca Estatal de Fomento 48,908 3.8 107,653 5.7 330,837 5.5
Banco Central Hipotecario 128,538 9.8 54,623 2.9 87,602 1.5
Commercial and Savings Banks 742,400 S56.6| 1,368,076 72.2 3,424,511 57.4
Finarcial Enterprises 20,223 1.6 32,122 1.7 102,097 1.7
COF iDE 8,245 0.6 11,747 0.6 30,650 0.5
Housing Mutuals 56,867 4.3 50,724 2.7 78,244 1.3
TOTAL 1,310,679 100.0 1,894,180 100.0 5,969,548 100.0
Conatant Soles (1979=100) 386,631 323,073 452,379
Source: Superintendencia de Banca y Seguroa
TABLE A.11
PLACEMENTS OF FINANCIAL INTERMEDIARIES
(Milliona of Current Soles)
31 December 31 December 31 December
1981 1982 1983
% % %
Banco de la Nacidn 779,537  28.5 793,707 16.6]| 2,504,527 23.0
Banca Estatal de Fomento 535,632 19.6| 1,215,446 25.7 2,679,779 24.7
Banco Central Hipotecario 64,193 2.3 183,648 3.9 319,660 2.9
Commercial and Savings Banks 866,704  31.7) 1,552,886 32.9| 3,570,409 32.9
Financial Enterprises 158,373 5.8 293,412 6.2 400,426 2.7
COF IDE 255,847 9.3 492,876 10.5{ 1,126,178 10.4
Housing Mutuals 75,537 2.8 184,267 4.0 257,373 2.4
TOTAL 2,735,823 100.0 4,716,242 100.0 10,858,352 100.0
Constant Soles (1979=100) 807,027 804,408 822,858

Source: Superintendencia de Banca y Sequros
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TABLE A.12

DEPQOSITS AND LIABILITIES
OF FINANCIAL INTERMEDIARIES
(Millions of Current Soles)

31 December 31 December 31 December
1981 1982 1983

% % %
Banco de la Nacidn 848,558 29,2 705,605 16.3 2,870,036 28.9
Banco Estatal de Fomento 122,103 4,2 210,633 4.9 502,344 5.1
Banco Central Hipotecario 225,482 7.8 302,730 7.0 385,105 3.9
Commercial and Savings Banks 1,424,169 48.9 2,621,747 60.6 5,397,686 S4.4
Financial Enterprises 162,642 5.6 266,354 6.2 408,817/ 4.1
COF IDE 27,495 0.9 47,235 1.1 54,116 0.5
Housing Mutuals 100,139 3.4 170,963 3.9 306,459 3.1
TOTAL 2,910,588 100.0 4,325,267 100.0 9,924,563 100.0

Constant Soles (1979=100) 858,580 737,722 752,094

Source: Superintendencia de Banca y Seguros



TABLE A.13

CAPITAL AND RESERVES
OF FINANCIAL INTERMEDIARIES
(Millions of Current Soles)

31 December 31 December 31 December

1981 1982 1983
Banco de la Nacidn 32,048 6.2 35,947 4.2 125,615 8.0
Banca Estatal de Fomento 257,272  49.7 420,460 49.6 645,224 41.2
Bance Central Hipotecario 4,964 1.0 9,827 1.2 25,993 1.6
Commercial and Savings Banks 113,019 21.8 207,755 24.5 463,398 29.4
Financial Enterprises 14,460 2.8 26,283 3.1 60,837 3.9
COF IDE 90,765 17.5 137,678 16.2 225,360 14.4
Housing Mutuals 5,042 1.0 9,975 1.2 23,123 1.5
TOTAL 517,570 100.0 847,925 100.0 1,566,550 100.0

Canstant Soles (1979=100) 152,675 144,623 118,715

Source: Superintendencie de Banca y Seguros
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TABLE A.14
PROFITABILITY OF FINANCIAL
INTERMEDIARIES
(Percentages)
31 December 31 December 31 December
1981 1982 1983
Banco de la Nacidn 63.9 84.5 0.
Banca Estatal de Fomento 9.9 2.1 35_Z>
Banco Central Hipotecario 49.9 88.1 18.2
Commercial and Savings Banks 24.0 18.5 22.5
Financial Enterprises 27.5 12.0 16.4
COFIDE 6.2 7.0 3.4
Housing Mutusls 36.8 39.0 <26.3>
AVERAGE 16.4 13.2 9.5
TABLE A.15
REAL WAGE INDEX IN
METROPOLITAN LIMA
(Base: DEC. 1973=100)
Construction
Years-Months General Sector
1977 (December) 72.2 83.7
1978 (December ) 63.8 69.9
1979 (December) 67.3 8l.6
1980 (December) 76.1 82.8
1981 (December) 72.3 89.0
1982 (December) 72.3 96 .9
1983
February 67.4 85.3
May 62.0 72.4
August 57.1 74.2
November* 58.7 68.8

*) Preliminary

Source: Ministerio de Trabsjo y Promocién Socisal.




MUTUAL SAVINGS AND LOAN SYSTEM:

TABLE A.16

DISTRIBUTION OF BRANCHES IN THE COUNTRY

FOUNDATTON LIMA CALLAG OUTHER TOTAL TOTAL
MUTUALS DATE MAIN PRG-~ PROVINCE | PROVINCES | BRANCHES| OFF ICES
VINCE

Perd 12.09.58 1 21 1 1 23 24
El Pueblo 12.01.61 1 4 - - 4 5
Del Puerto 21.04.62 1 6 3 4 13 14
Santa Roea 14.05.62 1 (3 - - 6 7
Asincoop 27.05.64 1 5 - - S (3
Naval 13.04.65 ) -— - - - 1
Metropolitana 28.08.62 1 S 1 - 6 7

SUBTOTAL 7 47 S S 57 64
REST OF THE
COUNTRY
Piura 16.08.61 1 -— -— S S 6
Arequipa 15.09.62 1 - - 11 11 12
Panamer icana 09.11.61 1 - -— 4 4 S
Tacna 26.06.62 1 -~ - 2 2 3
Cuzco 02.01.65 1 - - 1* 1x 2
Ica 05.02.63 1 - - 3 3 4
Loreto 09.09.63 1 -— - 1* 1+ 2
Chiclayo 02.01.65 1 - - 2 2 3
Junin 19.09.64 1 - - 5 S 6

SUBTOTAL 9 - - 34 34 43

TOTAL 16 47 S 39 91 107

Source: Superintendencia de Banca y Seguros
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TABLE A.17

MUTUAL SYSTEM: CONSOLIDATED BALANCES
(Millions of Current Soles)

o

A
1981 % 1982 4 1983 % Change

AVERAGE ASSETS
Available 39,194 35 53,795 25 64,484 18 64.5
Investments 3,240 3 3,273 2 17,491 5 439.8
Housing loans 18,051 16 34,582 16 67,944 19 276.4
Special loans 39,028 34 95,319 45 152,875 42 291.7
Unsold projects 632 - 2,459 1 8,200 2 1,197.5
Fixed ssgets 6,385 6 11,073 5 24,905 7 290.0
Uncollected interest 1,811 2 4,850 2 13,787 4 661,3
Other Assets 4,319 4 6,645 3 12,326 3 185.4

TOTAL ASSETS 112,660 100 211,996 100 362,012 100 221.3
AVERAGE LIABILITIES
Savings deposits 58,865 52 107,985 51 187,096 52 217.8
Fixed term deposits 17,128 15 27,566 13 51,615 14 201.3
Banvip Credits 4,431 4 9,994 S 18,048 ) 307.3
Fonavi Credits 566 1 4,985 2 19,805 6 3,399.0
Other Liabilities 24,450 22 47,401 22 59,101 16 141.7
Reserves 2,280 2 4,104 2 11,314 3 396.2

SUBTOTAL 107,720 96 202,035 95 346,979 96 222.1
Profit and Reserves 4,940 4 9,961 5 15,033 4 204,73

TOTAL LIABILITIES 112,660 100 211,996 100 362,012 100 221.3

FINANCIAL RESULTS

Tatal income 42,055 100 77,431 100 125,544 100 198.5
Interest earned 27,936 90 69,851 Q 107,828 86 184.2
Interest paid <35,325> <B4> <62,085> <80> <103,257> <83> 192.3
Financial result 2,611 6 7,766 10 4,571 3 75.0
Operating costs <4,442> 11>  <9,669> <I3> <24,729> <19> 443.2
Commissions and others 4,119 10 7,580 10 17,716 14 330.1
Other expenditures <434>  <1>  <1,782> <2> <4,241> <3>  872.2

RESULTS 1,854 4 3,895 5 <£,083> <5> 228.1

Source: BANVIP y Superintendencia de Banca Yy Seguros



AVERAGE ASSETS
Available
Investments
Housing loans
Special loans
Unsold projects
Fixed assets
Uncollected interest
Other assets

TOTAL ASSETS

AVERAGE LIABILITIES
Savings deposits
Fixed term depoaits
Banvip credits
Fonavi credits

Other liabilities
Reserves

SuUB TOTAL
Profit and reserves

TOTAL LIABILITIES

FINANCIAL RESULTS
Total income
Interest earned
Interest paid
Financial result
Operating costs

Commigsions and others

Other expenditures
RESULTS

TABLE A.18
MUTUAL SYSTEM: CONSOLIDATED BALANCES

(Millions of Constant 1979 Soles)

%
1981 E 1982 -1 1983 % CHANGE
14,038 35 11,715 26 6,651 18 <52.6>
1,160 3 712 2 1,804 5 55.5
6,465 16 7,531 16 7,008 19 8.4
13,979 34 20,757 45 15,768 42 12.8
226 - 547 1 846 2 274.3
2,287 6 2,412 5 2,569 7 12.3
649 2 1,056 2 1,422 4 119.1
1,547 4 1,436 3 1,272 3 <17.8>
40,351 100 46,166 100 37,340 100 <7.5>
21,083 52 23,516 51 19,299 52 <8.5>
6,135 15 6,003 13 5,324 14 <K13.2>
1,587 4 2,176 5 1,862 5 12.3
203 1 1,086 2 2,042 6 905.9
8,757 22 10,214 22 6,095 16 <30.4>
817 2 894 2 1,167 3 a42.8
38,582 9 43,889 95 35,789 96 <71.2>
1,769 4 2,277 5 1,551 4 <12.3>
40,351 100 46,166 100 37,340 100 <7.5>
15,043 100 16,682 100 12,949 100 <l14.0>
13,587 90 15,211 90 11,122 86 <18.1>
<12,652> <84> <13,520> <80> <10,650> <83> <15.8>
935 6 1,697 10 472 3 <49.5
<1,591> <11> <2,105> <13> <2,488> <19> 56.4
1,476 10 1,651 10 1,827 14 23.8
<155> <1> 388> <2 <438> <3> 182.6
665 4 849 5 627> <55 5.7

Source: BANVIP y Superintendencia de Benca y Seq ‘os
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TABLE A.19
MUTUAL SYSTEM: FINANCIAL PERFORMAMNCE INDICATORS
(Millions of Constant 1979 Soles)
1981 1982
Average Productive Assets(APA)/Average Total Assets(ATA)

a- ATA 40,351 46,166
b- APA 35,642 40,715
b/a 0.883 0.882

Uncollected Interest/Portfolio

a- Portfolio 20,444 28,288
b~ Uncollected 649 1,056
Interest
% b/a 3.2 3.7

Average Productive Assets(APA)/Average Deposits(AD)

a- AD 29,008 32,781
b- APA 35,642 40,715
b/a 1.23 1.24

Nwn Resources(OR)/Average Deposits(AD)

a- AD 29,008 32,781
b- OR 1,769 2,277
b/e 0.06 0.07

Financial Income(FI)/Average Productive Assets({APA)

a- APA 35,642 32,781
b~ FI 13,587 15,211

% b/a 38.1 46.4
Financial Expenditure(FE)/Average Productive Assets(APA)
a- .APA 35,642 32,781
b- FE 12,652 13,520

% b/a 35.5 41.2

Operating Expenditures(0E)/Average Productive Assets(APA)

a~ APA 35,642 32,781
b~ 0 1,951 2,105
% b/a 4.5 6.4

Source: BANVIP y Superintendencia de Banca vy Seguros

1983

37,340
31,231
0.836

22,776
1,422

6'2

28,527
31,231
1.09

28,527
1,551
0.05

28,527
11,122
39.0

28,527
10,650
37.3

28,527
2,488
8.7
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TABLE A.20

LIMA MUTUALS: CONSOLIDATED BALANCES
(Millions of Constant 1979 Soles)

1982 & 1983 & % CHANGE
AVERAGE ASSETS
Available 5,172 20 2,747 13 <46.9>
Investments 364 1 622 3 70.9
Housing loans 3,980 15 3,304 16 <17.0>
Special loans ' 13,355 51 9,654 47 <27.7>
Unsold projects 322 1 663 3 105.9
Fixed ansets 1,548 6 1,874 9 21.0
Uncollected interest 688 3 942 5 36.9
Other assets 781 3 845 4 8.2
TOTAL ASSETS 26,210 100 20,651 100 <21.2>
AVERAGE LIABILITIES
Savings deposits 13,175 50 10,844 53 17.7>
Fixed term deposits 3,158 12 3,019 15 <4.4>
Banvip credits 1,080 4 705 3 <34.7>
Fonavi credits 482 2 1,015 5 110.6
Other liabilities 6,549 25 3,785 18 <42.2>
Reserves 587 2 852 4 45.1
SUB TOTAL 25,031 95 20,220 98 <19.2>
Profit and reserves 1,179 5 431 2 <63.4>
TOTAL LIABILITIES 26,210 100 20,651 100 <21.2>
FINANCIAL RESULTS
Total income 8,616 100 6,116 100 <29.0>
Interest earned 7,647 89 5,009 82 <34.5>
Interest paid <6,908> <81> <5,507> <90> <20.3>
Financial result 739 8 <498> <8> <167.4>
Operating costs <1,231> <14> <1,523> <25> 23.7
Commissions and others 969 11 1,107 18 14,2
Other expenditures <286> <3 <326> <5 14.0
RESULTS 191 2 <1,240> 20> 749.2

Source: BANVIP y Superintendencia de Banca y Seguros
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TABLE A.21
LIMA MUTUALS: FINANCIAL PERFORMANCE INDICATORS
(Millions of Constant 1979 Soles)
1982 1983
1. Average Productive Ass:ts(APA)/Average Total Asgets(ATA)

a- ATA 26,210 20,651
b~ APP 22,871 16,327
b/a 0.873 0.751

2. Uncollected Interest/Portfolio

a- Portfolio 17,335 12,958
b~ Uncollected 688 942
Interest
% b/a 4.0 7.3

3. Average Productive Assets(APA)/Average Deposits(AD)

a- AD 17,895 15,583
b- APA 22,871 16,327
b/a 1.278 1.048

4. Own Resources(OR)/Average Deposits(AD)

a- AD 17,895 15,583
b- CR 1,179 431
b/a 0.066 0.028

5. Fipancial Income(FI)/Average Productive Assets(APA)

a- APA 22,871 16,327
b- FI 7,647 5,009
% b/a 3.4 30.7

6. Fipancial Expenditure(FE)/Average Productive Assets(APA)

a- APA 22,871 16,327
b~ FE 6,908 5,507
% b/a 30.2 33.7

7. Operating Expenditures(0E)/Average Productive Assets(APA)

a- APA 22,871 16,327
b- OE 1,231 1,523
% b/a 5.4 9.3

Source: BANVIP y Superintendencia de Banca y Sequros
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TABLE .22

MUTUALS IN PROVINCES: CONSOLIDATED BALANCES
(Millions of Constant 1979 Soles)

1982 % 1983 % % Change
AVERAGE ASSETS
Available 6,543 33 3,904 23 <40.3>
Investments 348 2 1,182 7 239.7
Housing loans 3,551 18 3,704 22 4.3
Special loans 7,402 37 6,114 37 <17.4>
Unsold projects 225 1 183 1 <18.7>
Fixed assets 864 4 695 - 4 <19.6>
Uncollected interest 368 2 480 3 30.4
Other assets 655 3 427 3 <34.8>
TOTAL ASSETS 19,956 100 16,689 100 <16.4>
AVERAGE LIABILITIES
Savings deposits 10,341 52 8,455 50 <18.2>
Fixed term deposits 2,845 14 2,305 14 <19.0>
Banvip credits 1,096 6 1,157 7 5.6
Fonavi credits 609 3 1,027 6 70.0
Other liabilities 3,665 18 2,310 14 37.00
Reserves 307 2 315 2 2.6
SUB TOTAL 18,858 95 15,569 93 <17.4>
Profit and reserves 1,098 5 1,120 7 2.0
TOTAL LIABILITIES 17,956 100 16,689 100 <16.4>
FINANCIAL RESULTS
Total income 8,246 100 6,833 100 <17.1>
Interest esrned 7,564 92 6,113 89 <19.2>
Interest paid <6,612> <80> <5,143> <75> <22.2>
Financial result 952 12 570 14 1.2
Operating costs <874> 1D <965> <14> 10.4
Commissions and others 682 8 720 11 5.6
Other expenditures <101> <1 <12> <2> 10.9
RESULTS 658 8 613 9 <6.8>

Source: BANVIP y Superintendencia de Banca y Seguros
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ll

7.

TAQLE A.23

MUTUALS IN PROVINCES: FINANCIAL
PERFORMANCE IND ICATORS
(Millions of Constant 1979 Soles)

1982 1983

Average Productive Assets(APA)/Average Total Agsets(ATA)

a~- ATA 19,956 16,
b- APA 17,844 14,
b/a 0.894

Uncollected Interest/Portfolio

a- Portfolio 10,953 9,
b~ Uncollected 368
Interest
% b/a 3.0

Average Productive Assets(APA)/Average Deposits(AD)

a- AD 14,886 12,
b- APA 17,844 - 14,
b/a 1.199

Own Resources(OR)/Average Deposits(AD)

a- AD 14,886 12,
b- OR 1,098 1,
b/a 0.074
Financial Income(FI)/Average Productive Assetg(APA)
a- APA 17,844 14,
b- FI 7,564 6,
% b/a 42.4
Financial Expenditure(FE)/Average Productive Asets(APA)
a- APA 17,844 14,
b- FE 6,612 5,
% b/a 37.1
Operat ing Expenditures(0E)/Average Productive Assets(APA)
a- APA 17,844 14,
b~ 0E 874
% b/a 4.9

Source: BANVIP y Superintendencia de Banca y Seguros

689
904
0.893

818
480

5.0

944
904
1.151

944
120
0.087

904
113
41.0

904
143
34.5

904
965
6.5



TABLE A.24

BANVIP: BALANCES
(Millions of Current Soles)

o

A
1981 1982 1983 Change % 81 %82 %83
AVERAGE ASSETS
Available 50,770 48,121 63,324 24.7 20.5 12.2 10.3
Investments & securities 48,972 48,180 5,993 <87.7> 19.9 12.3 1.0
Own placements 63,264 123,729 183,675 120.4 25.6 31.5 29.9
Fonavi placements 48,107 131,861 275,898 227.8 19.5 33.5 45.0
Projects in construction 10,315 16,235 49,656  445.3 3.7 4.1 8.1
Receivables 10,659 17,737 20,942 96.5 4.3 4.5 3.4
Fixed assets 5,143 6,204 22,685 146.6 2.0 1.6 2.1
Other assets 9,852 983 1,222  <89> 4.5 0.3 0.2
TOTAL ASSETS 247,082 393,050 613,395  148.2 100 100 100
Soles 1979=100 72,885 67,039 46,483  <36.2>
AVERAGE LIABILITIES
Deposits 21,397 32,816 44,996 110.2 8.7 8.3 7.3
Mortgage bonds 27,148 16,947 26,204 23.9 8.6 4.9 4.3
Internal debt 30,292 36,661 32,484 7.2 12.3 9.3 5.3
External debt 23,229 46,415 77,558  233.9 9.4 11.8 12.6
Other liabilities 17,147 30,979 77,050  349.3 6.9 7.9  12.5
SUB TOTAL 113,213 163,818 258,292 128.1 45.9  41.7 42.0
Fonavi fund 113,262 205,507 322,375 209.1 45.8 52.3 52.¢6
Capital 12,982 15,058 20,569 175.2 3.0 3.8 3.4
Surplus and reserves 7,625 8,667 12,159 <7.4> 5.3 2.2 2.0
TOTAL LIABILITIES _247,082 393,050 613,395 148.2 100 100 100
Soles 1979=100 72,885 67,039 46,483  <36.2>
FINANCIAL RESULTS
Total income 60,636 82,073 76,803 26.7 100 100 100
Financial income 59,942 80,963 74,648 24,5 99 99 97
Financial expenditures _<51,846> <62,390> <50,976> <1.7> <B6> <76> <66>
Financial results 8,096 18,577 23,672 192.4 13 23 31
Operating costs <4,612> <10,725> <16,583> 259.6 8> 13> <22
Other income 694 1,106 2,155 210.5 1 1 3
Other expenditures 819>  <4,354>  <6,769> 726.5 <1> <5> <9>
RESULTS 3,359 4,604 2,475 <26.3> 5 6 3

Source: BANVIP y Superintendencia de Banca y Seguros

139



136

TABLE A.25
BANVIP: BALANCES

(Millions of Constant 1979 Soles)

AVERAGE ASSETS

Available

Investmerts & securities
Own placements

Fonavi placements
Projects in construction
Receivables

Fixed sssets

Other assets

TOTAL ASSETS

AVERAGE LIARILITIES

Deposits

Mortgage bonds

Internal debt

External debt

Other liabilities
SuB TOTAL

Fonavi fund

Capital

Surplus and reserves
TOTAL LIABILITIES

FINANCIAL RESULTS
Total income

Financisl income

Financial expenditures
Financial results
Operating costs
Other income
Other expenditures

RESULTS

et .

1982 - 1983 %
10,768 15.4 5,747 11.1
10,578 15.2 2,794 5.4
20,361 29.2 15,854 30.5
19,596 28.2 21,029 40.5

2,891 4.1 3,398 6.5

3,092 4.4 1,995 3.8

1,235 1.8 974 1.9

1,180 1.7 114 0.3
69,701 100 51,905 100

5,903 8.5 4,013 7.7

4,148 6.0 2,225 4.3

7,290 10.5 3,566 6.9

7,583 10.9 6,394 12.3

5,240 7.5 5,571 10.7
30,164 43.4 z1,769 41.9
34,210 49.8 27,224 52.4

3,053 4.4 1,837 3.6

1,774 2.4 1,075 2.1
69,701 100 51,905 100
17,873 100 7,922 100
17,632 98.7 7,699 97.2

<13,587> <76.0> <5,258> <66.4>

4,045 22,7 2,441 30.8
<2,336> <13.1> <1,710> <21.6>

241 1.3 223 2.8
<948> <5.3> 698 <8.8>

1,002 5.6 256 3.2

Source: BANVIP y Superintendencia de Banca y Seguros



TABLE A.26

BANCO DE LA VIVIENDA: FINANCIAL
PERFORMANCE INDICATORS

1982 1983
1. Average Productive Assets(APA)/Average Total Aasets(ATA)

a- ATA 69,701 51,905
b~ APA 61,301 45,424
b/a 0.879 0.875

2. Average Productive Assets(APA)/Average Deposits(AD)
2.1 Without FONAVI

a- AD 24,924 16,198
b- APA 61,301 45,424
b/a 2.46 2.804
2.2 With FONAVI
a- AD 59,634 43,422
b- APA 61,301 45,424
b/a 1.028 1.046

3. 0Own Resources(OR)/Aversge Deposits(AD)

a- AD 24,924 16,198
b- OR 4,827 2,912
b/a 0.194 0.13

4. Financial Income(FI)/Average Productive Assets(APA)

a- APA 61,301 45,424
b~ FI 17,632 7,699
% b/a 28.8 16.9

5. Financial Expenditure(FE)/Average Productive Assets(APA)

a- APA 61,301 45,424
b- FE 13,587 5,258
% b/a 22.2 11.6

6. Operating Expenditures(0E)/Average Productive Asaets(APA)

a- APA 61,301 45,424
b- 0E 2,336 1,710
% b/a 3.8 3.8

Source: BANVIP y Superintendencia de Banca y Seguros
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TABLE A, 27

BCH: DIRECT FINANCING OF NEW

HOUSE CONSTRUCTION
(Millions of Current Soles)

1981 1982 1983
No. Amount No. Amount No. Amount
Units Units Units

OF MINIMUM LEVEL:
Approved Loans 2,634 3,848 1,949 6,606 1,352 15,069
Finished Loans 799 4,206 803 6,141 1,856 5,757
Amount Disbursed 5,100 7,986 10,648
Average Approved Loan 1.5 3.4 11.1
OF MEDIUM LEVEL:
Approved Loans 1,204 7,286 388 3,951 1,263 15,860
Finished Loans 876 8,133 1,110 15,746 646 11,668
Amount Disbursed 3,760 15,827 21,631
Average Approved Loan 6.1 10.2 12.6
OF HIGHER COST:
Approved Loans 1,633 40,179 3,512 97,293 1,068 41,224
Finished Loans 1,065 26,027 2,205 77,519 939 29,589
Amount Disbursed 17,421 53,905 46,478
Average Approved Loan 24.6 27.7 38.6

Source: Superintendencis de Banca y Seguros



ASSETS
Available
Investments
Short-term loans

Long~term loans
Fixed assets
Uncollected interest
Other assets

TOTAI. ASSETS
Total Soles-1979

LIABILITIES

Savings deposits
Fixed term deposits
BCR credits

Fonavi credits
Internal credits

Other Liabilities
SuUB TOTAL
CAPITAL

Reserves and Surplus

TOTAL LIABILITIES

Total Soles-1979

FINANCIAL RESULTS
Total income
interest earned
Interest paid
F.inancial result
Cperating costs

Commissions and other income

Other expenditures

RESULTS

RESULTS SOLES OF 1979

TABLE A.28

BCH CONSOL IDATED BALANCES

(Millions of Current Soles)

-
1981 % 1982 % 1983 s CHANGE
128,538 50.3 54,623 15.2 87,602 17.1 <31.8>
47,373 18.5 101,762 28.4 57,628 11.3 21.6
3,353 1.3 9,693 2.7 44,108 8.6 1,215.5
58,731 23.0 168,747 4&47.2 263,844 S5I.5 349.2
4,565 1.8 5,841 l.6 24,237 4.7 439.9
4,850 1.9 11,929 3.3 24,368 4.8 404.5
8,147 3.2 5,669 1.6 10,339 2.0 26.9
255,537 100.0 358,264 100.0 512,126 100.0 100.4
75,380 61,106 38,809 <48.5>
225,482 88.2 303,100 84.6 385,496 75.3 71.0
- - 38,746 7.6 -
- - 747 0.1 -
6,839 2.7 31,528 8.8 29,905 5.8 357.3
15,773 6.2 13,103 3.7 26,506 5.2 68.0
248,094 97.1 347,731 97.1 481,400 94.0 94.0
4,286 1.7 4,286 1.2 10,079 2.0 135.0
3,157 1.2 6,247 1.7 20,647 4.0 554.0
255,537 100.0 358,264 100.0 512,126 100.0 100.0
75,380 61,106 38,809 <48.5>
105,584 100.G 152,612 100.0 212,372 100.0 101.0
103,914 98.4 147,808 96.9 204,223 96.2 96.5
<95,121><90.1><130,426> <85.5><173,532><81.7> 82.4
8,793 8.3 17,382 11.4 30,691 14.5 249.0
<3,697> <3.5> <11,838> <7.8> <23,926><11.3> 547.0
1,670 1.6 4,804 3.1 8,149 3.8 388.0
<4,287> <4.1> <5,415> <3.5> <10,181> <4.8> 1,375.0
2,479 2.3 4,933 3.2 4,733 2.2 90.9
737 841 359 51.3

Source: Superintendencia de Banca y Seguros
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TABLE A.29

BCH: AVERAGE BALANCES
(Millions of Constant 1979 Soles)

1982 % 1983 % -1
Change
ASSETS
Avajlable 19,943 29.8 7,335 16.3 <63.2>
Inveatments 16,238 24,3 8,220 18.3 <49.4>
Short-term loans 1,420 2.1 2,775 6.2 95.4
Long-term loans 24,769 37.1 22,310 49.7 <9.9>
Fixed assets 1,133 1.7 1,551 3.5 36.9
Uncollected interest 1,826 2.7 1,872 4.2 2.5
Other assets 1,504 2.3 825 1.8 <45.0>
TOTAL ASSETS 66,838 100.0 44,888 100.0 <32.8>
LIABILITIES
Savings deposits 57,555 86.1 35,513 79.1 <38.3>
Fixed term deposits - - 1,998 4.5 2.0
BCR credits - - 39 - 2.0
Fonavi credits 4,177 6.2 3,168 7.1 <24.2>
Other liabilities 3,144 4.7 2,043 4.6 <35.>
SUB TOTAL 64,876 97.0 42,761 95.3 <341
Capital 933 1.4 740 1.6 <20.7>
Reserves and Profits 1,024 1.6 1,387 3.1 35.4
TOTAL LIABILITIES 66,833 100.0 44,0888 100.0 <32.8>
FINANCIAL RESULTS
Total income 33,234 100.0 21,905 100.0 <34.0>
Interest earned 32,188 96.9 21,065 96.2 <34.6>
Interest paid <28,403> <85.5> <17,899> <81.7> <37.0>
Finencial result 3,785 11.4 3,166 14,5 <16.3>
Operating costs <2,578> <7.8> <2,468¢ <11.3> <4.3>
Commissions and other 1,046 3.1 840 3.8 19.7>
income
Other expenditures <1,179> <3.5> <1,050> <4.8> <10.9>
RESULTS 1,074 3.2 488 2.2 <54.5>

Source: Superintendencia de Banca y Seguroa



TABLE A.30
BCH: FINANCIAL PERFORMANCE INDICATORS

Average Productive Assets(APA)/Average Total Assets(ATA)

1982 1983

a- ATA 66,833 44,888

b- APA 62,370 40,640
b/a 0.933 0.905

Aversge Productive Assets(APA)/Average Deposits(AD)

a-. AD 61,732 40,718
b- APA 62,370 40,640
b/a 101 0.998

Own Resources(OR)/Average Deposits(AD)

a- AD 61,732 40,718
b~ OR 1,957 2,127
b/a 0.03 0.05

Fitancial Income(FI)/Average Productive Assets(APA)

a- APA 62,370 40,640
b- FI 32,188 21,065
% b/a 51.6 51.8

Financial Expenditure(FE)/Average Productive Assets(APA)

a- APA 62,370 40,640
b~ FE 28,403 17,899
% b/a 45.5 44.0

Operating Expenditures(0E)/Average Productive Assets(APA)

a- APA 62,370 40,640
b- 0 2,578 2,468
% b/a 4.1 6.1

Source: Superintendencia de Banca y Seguras
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TABLE A.31

BANCO DE MATERIALES: BALANCES
(Millions of Constant 1979 Soles)

Average Assets
A.ailable/investments
Materials inventory
Net credits due
Fixed assets
Other assets

TOTAL ASSETS

Average Liabilities

Long-term dsbt

Other liasbilities
SUB TOTAL

Average capital

Additional capital

Reserves and profit
TOTAL LIABILITIES

Financial Results
Total income
Financiai income
Financial expenditure
Financial results
Sales earnings
Operating exper.ses
Other income/expenses

RESULTS

1982 4 1983 ~ 1
217 19.0 232 l4.0 6.9
78 6.8 118 7.1 51.3
782 68.6 1,263 76.3 61.5
18 1.6 17 1.0 <5.5>
45 4.0 25 1.6 <44.4>
1,140 100.0 1,655 100.0 45.2
271 23.8 661 39.9 143.9
262 23.0 455 27.5 73.7
583 46.8 1,116 67.4 109.4
218 19.1 166 10.0 <23.8>
182 16.0 282 17.0 54.9
207 18.1 91 5.6 <56.0>
1,140 100.0 1,655 100.0 45.2
383 100.0 435 100.0 13.6
274 71.5 229 52.6 <45.0>
<54> <1l4.1> <88> <20.2> 62.5
220 57.4 141 32.8 <36.0>
103 26.9 186 42.8 80.6
<170> <44.4> <314> <72.2> 84.7
6 1.6 20 4.6 233.3
159 41.5 33 7.6 <79.0>

Source: Banco de Materiales



TABLE A.32

ENACE: CONSOL IDATED BALANCES
(Millions of Current Soles)
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1991 1982
ASSETS
Current assets 3,379 4,383
Long-term assets 3,197 2,096
Inventories 3,790 4,179
Other assets 79 396
LIABILITIES 10,445 11,054
Current liabilities 1,254 1,937
Non-current liabilities 7,745 7,420
Patrimony 1,446 1,697
TOTAL 10,445 11,054
FINANCIAL RESULTS
Total income 1,925 7,832
Commigsions - 5,444
Financial income 383 743
Other earnings from operation 1,405 1,113
SUB-TOTAL 1,788 7,300
Operating expenses <1,385> <6,588>
Other earnings 137 532
Other expenditures <108> <592>
TOTAL 432 652
Source: ENACE
TABLE A.33
SENAPA: BALANCES
(Millions of Current Soles)
1982 1983
ASSETS
Current assets 2,157 14,323
Fixed assets 3,311 88,304
Investments 637 78,304
Other assets 64 3,463
TOTAL 6,169 184,855
LIABILITIES
Current liasbilitiea 534 3,372
Long-term debt - 2,808
Other liasbilities 13 1,263
Patrimony 5,622 177,412
TOTAL 6,169 184,855
FINANCIAL RESULTS
Income 892 21,988
Expenditures 771> <23,374>
Other income/expenditures (net) 16 1,386
RESULTS 137 (1)

Source: SENAPA
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APPENDIX TABLE A.34

HOUSEHOLD INCOME DISTRIBUTION
(Percentage Shares by Quintile)

Quintiles Lima-Callao Other Urban Rural

Lowest 1 6 4 3
2 9 10 7
3 14 15 12
4 21 22 20

Highest 5 50 49 58

Source: PADCO elaboration of data in
Amat y Leon, 1972.



