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CHAPTER I 

OVERVIEW AND CONCLUSIONS 

A. 	 DEMOGRAPHIC TRENDS 

El Salvador's very high population growth rate puts a tremendous ofamount pressureon its limited land area and resources. Population density in El Salvador is the
highest in the Western Hemisphere, at approximately 220 persons per square kilometerin 1983. The country's physical limitations have contributed to high of urbanrates
expansion; since as far back as 1950, the rate of growth of the urban population has 
exceeded the overall population growth rate. 

National population growth averaged slightly over three percent per year over the
1960s and early Table The 	 by1970s (see 1.1). urban population, fueled rural-urban
migration, grew at 3.7 percent per year during the same period. The bulk of thisurban expansion was absorbed by the San Salvador Metropolitan Area, which grew at an astounding five percent per year, doubling in size 	between 1964 and 1978. 

The armed conflict has spurred a huge exodus of population to other countries.
Gross population growth rates remain high, but since 1978 well over one millionpeople have left El Salvador, according DIGESTYC. As netto 	 a result, national
population growth has slowed in the last six years to little more than one percent perannum. Underlying this overall slowdown is a dramatic decline in rural population.
MIPLAN estimates that total rural population actually dropped, as a result of thearmed conflict, by more than 200,000 people over 1978-83. These displaced peoplehave flocked to the cities and towns, an shift in thecausing abrupt urban-rural
balance. In the last six years, the proportion of people living in urban areas 
increased from. 41 percent to 49 percent. 

Almost half the national urban population is located in the San Salvador Metropolitan
Area, which crossed the one million threshold in 1983. The SSMA accounts for almost 
one quarter of the country's total population and produces the vast majority of its 
nonagricultural value added. 

MIPLAN forecasts that once the armed conflict ends, net 	 population growth willreturn to pre-1978 levels and 	 remain high well into the next century (see Table11.4). National population is expected to reach about 7.1 million by the year 2000.
The proportion of urban population in that year is projected to be about 55 percent,
and the San Salvador Metropolitan Area should reach two million between 2000 and 
20G5. 

B. 	 GENERAL ECONOMIC SITUATION 

1. 	 Evolution of the Economy

During the period 
 from 1978 to 1983, total GNP fell 21 percent in constant
values, with every sector declining with the exception of mining and govern
ment. The latter, in fact, showed considerable growth (Appendix Table 
A.!). 
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TABLE I.1 

URBAN AND RURAL POPULATION 1950 - 1983 
(Thousands) 

Sen
 
All 
 Salvador
Total (AAGR Urban Other
(AAGR) Metropoli- (AAGR) 
 Urban (AAGR) Rural (AAGR)


tan Area 

1950 1,856 677 
 213 464 1,179
<100.0> 
 <36.5> 
 <11.5> 
 <25.0> 
 <6.5>2.79 
 3.29 
 4.67 
 2.59 
 2.48
 
1961 2,511 
 967 
 352 
 615 
 1,544
<100.0> 
.•54 <38.5> 3.81 <14.0> 4.85 <24.5> 3.18 <61.5> 3.*36 
1971 3,555 
 1,406 
 565 
 841 
 2,149
% <100.0> 
3.00 <39.5> 
3.67 <15.9> 
 5.09 <23.6> 2.65 <60.55>
 2.54
 

1978 4,372 1,810 800 
 1,010 
 2,562
% <100.0> 
 <41.4> <18.3> 
 <23.1> <53.0
1.14 
 4.72 
 5.59 
 4.02 
 1.74
 
1983 4,27 
 2,280 
 1,050 
 1,230 
 2,347
<100.0> 
 <49.3> 
 <22.7> 
 <26.6> 
 <50.7>
 

AAGR Averege Annual Growth Rate
 
NOTE: "Urban" is defined as 
the settlement area in which the municipal authority is located; the
limits of this area are determined by the same authority.
 

Sources: DIGESTYC, 1950, 1961, and 1971 Censuses.

MIPLAN, Department of Population, 1978 and 1983
 

urban and rural population estimates.
PADCO analysis, 1978 and 1983 SSMA 
- Other Urban

breakdown.
 

Setting aside the agricultural sector, whose performance is determined by thelevel of external prices and which is now subject to agrarian reformeffects witnthat are still hard to determine, the areas of typical privateenterprise activity are manufacturing industry, construction, and commerce,whose percentage share in the GNP shows the following development: 

1978 
 1979 1981 
 1983
 
I + C + C* 45.3 
 43.8 
 38.1 
 36.1
Government 8.7 
 9.3 11.5 
 12.8
Others 
 46.0 46.9 50.4 
 51.1
 

*Manufacturing Industry, Construction and Commerce. 
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This is why the programs aimed at strengthening and providing incentives tothe private sector should be given special attention. The measures to be
taken should be ranked according to their reactivating impact on production,
thus providing incentive for investment. 

In 1983, stopped falling in realGNP terms, possibly indicating gradual reco
very. The future rate of recovery is related to the capacity for capitalizingthe economy through growth in investment. The consumption/investment ratio(Table 1.2) indicates how the country is using the goods and services pro
duced and available. Although the weight of consumption increased graduallyduring the last three years (reflecting a drop in the capacity and willingness
to invest) , the value of consumption dropped 28 percent (reflecting the
decline of real GDP). This seems to indicate that families are gradually
"tightening their belts" in order to tend to their basic needs. One consequence of this is that effective demand--i.e. ability to pay--for housing
declining, as evidenced in Chapter II. investment dropped 66 per-

is 
Private 


cent, 
 and the public sector has not managed to counteract or mitigate this 
drop. 

With such an unpromising situation as that described above, massive shelter 
financing gains importance, given its triple component of: 
* Boosting consumption through its high remuneration content 
a Reactivating the construction industry through its strong demand for 

local input
* 	 Improving the quality of life for families 

2. 	 Evolution of Prices
 
The aforementioned recession 
 has 	 not been accompanied by high inflation.
From among the various indices available, Table 1.3 shows those with the
most generalized use, i.e., the Index of Wholesale Prices (IWP), the Index
of Construction Materials Prices (ICMP), and the 	Index of Consumer Prices(ICP). The construction materials price index, although its behavior is
rather erratic, has grown at a similar rate the ICP,as far above the IWP.The general evolution reflects a tendency to keep the inflationary process
under control. 

3. 	 External Sector 
During the five-year period from 1978 to 1983, exports downwere 39.7 per
cent, which raises questions about the real potential of exports for general
economic reactivation. The performance of this sector is shown in Table 1.4.The external economic system, which until 1979 was supported mainly by
exports, in 1983 was dependent on incoming capital, whose weight rose from 
8.8 	percent in 1979 to 30.6 percent in 1983. 

This situation must be in relationnow weighed to the country's debt, which
has grown 104.7 percent since 1979 and which in 1983 exceeded total
exports. The additional debt required to relaunch the economy should bemeasured according to the time frame involved, and 	 how foreign currency is
used to facilitate the activity of the production sector. 
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TABLE 1.2 

RELATION BETWEEN CONSUMPTION AND INVESTMENT 
(Millions of 1962 Colones)
 

1978 
 1979 % 1981 
 1983
 

Consumption 
 3,384.2 81.4 3,146.3 82.6 2,716.0 87.3 2,466.0
Private Capital Formation 87.9
481.0 11.6 
 410.4 10.8 161.3 5.2 164.2 5.9
Public Capital Formation 246.3 5.9 
 240.7 6.5 
 215.4
Variation of Stock 6.9 154.0 5.5
48.1 1.1 
 1.9 0.1 19.5 0.6 19.7 0.7
 
Total 
 100.0 3,807.3 3,112.2 100.0 2,783.9 100.0
 

Source: BCR
 

TABLE 1.3
 

PRICE INDEXES 1978-83
 

IWP CHANGE 
 ICMP CHANGE 
 CPI CHANGE
 

1978 100.0 - 100.0  100.0 1979 
 113.3 13.3% 
 113.2 13.2% 
 114.8 14.8%
1980 116.3 2.6% 
 136.1 20.2% 136.2 
 18.6%
1981 123.1 5.8% 
 153.0 12.4% 
 152.0 11.6%
1982 132.9 8.0% 
 165.4 8.1% 
 172.4 13.4%
1983 141.7 6.6% 
 187.7 13.5% 
 193.3 12.1%
 

IWP = Index of Wholesale Prices

ICP = Index of Construction Materials Prices
 
CPI = Consumer Price Index
 

Source: BCR
 

TABLE 1.4
 

BALANCE OF PAYMENTS
(Millions of Current Colones)
 

1979 1981 1983 
 % 1979 % 1981 
 % 1983
 
Exports 
 3,05a.0 1,995.0 1,843.6 87.5Imports 66.4 53.4
(2,553.7) (2,461.6) (2,175.0)
Services (net) ( 73.1) ( 81.8) (63.0)
( 303.8) ( 310.5) ( 378.0)
Transfers (net) ( 8.7) ( 10.3) (10.9)
128.5 150.9 
 554. 3.7 
 5.0 16.0
Capital inflow 
 309.2 
 861.6 1,054.8
Capital outflow 8.8 28.6
( 50.9) ( 205.0) ( 379.0) 30.6
( 1.5) ( 6.8)
Other inflow/outflow (net) (11.0)
( 857.5) ( 228.2) 
 ( 19.7) ( 24.5) (7.6) 
 0.6)
 
lotal inflow 
 3,495.7 3,007.5 3,452.7
Total outflow 100.0 100.0 100.0
(3,765.9) (3,205.3) 
 (2,951.7) (107.8) 
 (106.5) 85.5)
 
Variation in reserves 
 ( 270.2) ( 197.8) 501.0
External public debt 
 996.4 1,632.0 2,039.5

External public debt as
 

percent of exports 
 32.6% 
 81.8% 110.6%
 

Source: 8CR 
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Table 1.4 also shows two interesting phenomena: 
* 	 Growth of transfers (+331 percent), largely as a result of funds sent by

Salvadorans abroad to their families. 
6 	 Reduction in "other inflow/outflow" (-98 percent) which reflects, among

other things, a reduction in outgoing private capital, massive in 1979 
bu. nearly nonexistent in 1983. 

This double phenomenon of trust in the country can have great significance 
in the future. 

4. 	 National Gavernment and Public Finance 
Control of the budget deficit and the method of financing it are central to 
any overview of Salvadoran economic life. From the data on central govern
ment finances (Appendix Table A.2), two facts stand out: 
* 	 The reduction of the deficit in 1983, in absolute and relative terms,

through control of expenditures and increase in revenues, both positive 
aspects.
 

0 	 Internal financing of the deficit: The budget deficit is financed almost 
completely with domestic resources. The point to be concerned with is 
how this may affect availability of resources for other financial inter
mediaries. 

5. 	 Monetary Market 
In the previous points, we saw the strong dependency of today's Salvadoran 
economy on financing from abroad and the high domestic tendency toward
consumption. The possibility of keeping a operating, insector 	 this special
case the shelter finance sector, depends upon available resources and the 
competitive conditions to obtain them. 

The monetary market trends appear in Appendix Table A.3. During the 
period from 1978 to 1983, the following items stand out: 
* 	 Control of monetary expansion: the money supply maintained its ratio 

vith the GNP, with no significant variations. 
* 	 Tendency toward liquidity: During the years from 1978 to 1980, savings

fell, and the tendency was to keep the resources readily available, a
result of uncertainty about the count.ry's development as well as low 
interest rates.
 

a 	 Tendency toward income return: The period from 1981 to 1983 marks an 
expansion in the volume of resources, with a growth in savings that 
passes the 1978 percentage share of the money supply. 
In terms of constant purchasing power, in 1983 savings deflated by the 
IPC 	are near the 1978 levels. 
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Savings: A breakdown of the concept of "savings" into its various components and among the different financial intermediaries reveals the characteristics of this specialized market (Table 1.5). This information shows the
following results: 

The growth of time deposits and other securities was greater than the
growth of regular savings. 
The growth of time deposits occurs in the last three-year period, particularly in the 1983 fiscal whichyear, suggests greater tri'st in thefinancial system and a direct response to the interest rates.
The possibility of further significant growth in the savings market seemsto be viable only if sustained growth in GNP is achieved for thefollowing reasons: Under1) current conditions, no additional transfersof money to quasi-loney appear feasible, and 2) if GNP does not grow,the only way to increase the money supply would be through "aptificial"currency emissions, which would have negative consequences and which are incompatible with the present monetary discipline.


If the savings market is not expanded 
 and the current trend continues,the cost of capturing savings will increase as additional funds are transferred to fixed term deposits. 

As for the housing sector, it is interesting to examine the penetration ofSavings and Loans Associations in their natural market (Table 1.6). 
the 

figures show that the Associations Thelost a share of the market to the banks.Furthermore, the b&nks have successfully penetrated the free savings market,thus reducing the average cost theirof resources, while the Associationshave compensated theirfor loss of funds by promoting time deposits,raising the cost of thustheir resources. This trend, typifying a progressivelyweaker savings and loan system with more costly resources, ,'hould serve asa warning that the task of financing housing is becoming even more difficult. 
Interest rate structure: The Junta Monetaria sets interestthe rates for theentire financial intermediary sector. During the period from to1978 1983,three rate structures were in force (Appendix Table A.4.) The first two(September 1978 and February 1982) increased the financial returns asinducement for in ansavings, response to the domestic inflationary processthe tendency to andmake savings in dollars. The modification in February 1984reduces the ratespassive somewhat 
on 

and sets a limit (13 percent) for returnsmoney. Consequently, the "active" rates show samethe behavior, withthe expectation that the current decrease in interest rates will be an incentive for use of credit. 

Comparing the rateinterest policies of banks and Associations, two points
arise for consideration: 

Loss of competitiveness of savings: Between 1978 and 1982, regularsavings were competitive in earning power with time deposits180 days. Starting in 1982, savings were 
of up to 

not even competitive with
60-day deposits. 



TABLE 1.5
 

DISTRIBUTION OF SAVINGS
 

Millions of Current Colones
 
1978 1979 
 1980 1981 
 1982 1983 
 Change
 

Savings 
 1,300 1,323 1,345
Regular Savings 1,583 1,860 2,256 73.5
576 593 643 787 893 904
Time Deposits 57.0
575 530 490 
 605 722 1,089 89.4
"Cedulad Hipotecarias" 121 169 182 163 
 218 235 94.2
"Titulos de Capitalizacion" 28 31 29 28 27 28 
 -

Percentage Distribution
 

Savings 
 100.0 100.0 100.0 100.0 10:0 
 100.0
Regular Savings 
 44.3 44.8 47.8 49.7 
 48.0 40.1
Time Deposits 
 44.2 40.1 36.5 
 38.2 38.8 48.3"Cedulas Hipotecariaes" 
 9.3 12.8 13.5 10.3 11.7 10.4
"Titulos de Capitalizecion" 2.2 
 2.3 2.2 
 1.8 1.5 1.2
 

Source: BCR
 

TABLE 1.6
 

PARTICIPATION INFINANCIAL SAVINGS
 
(Millions of Current Colones)
 

BANKS 
 SAVINGS AND LOANS
 

Regular
Savings Time

Deposits Cdulas
Hipotec. Tttulos d

Capital. Total 
Regular
Savings 

Time 
Deposits Total 

S&L as
of Banks 

1978 
1979 
1980 
1981 
1982 
1983 

23 
126 
129 
175 
322 
338 

575 
530 
475 
587 
577 
841 

121 
169 
182 
163 
218 
235 

28 
31 
29 
28 
27 
28 

747 
856 
815 
953 

1,144 
1,442 

553 
467 
514 
612 
571 
566 

-
16 
18 

145 
248 

553 
467 
530 
630 
716 
814 

74.0 
54.6 
65.0 
66.1 
62.6 
56.4 

SChange 369.6 £3 94.2 930 2.3 1450.0 47. (23.8) 

Source: 8CR 
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Change in interest rates for housing:' Between 1978 and 1982, the shortand long-term interest rates for housing remained lower than bank rates,but this situation changed as of 1983. The rates equalized, which hadthe effect of raising the cost of shelter credit. 

All of this seems to point toward a balancing between the banks and S&Ls,wh.:ch may be suitable, provided that proper compensation is made for theoperational limits of the System. If this is not done, the possibilities formixing the various active rates will be reduced and, as a result, theincrease of financial costs will proportionally affect the lower-income sectors 
more. 

Use of bank credit: The structural changes faced by El Salvador in the fiveyear period analyzed are reflected in the orientation of credit, which showscompletely atypical growth in the participation of the public sector. Duringthe years from 1980 to 1982, the Government absorbed nearly half of thetotal credit, compared to 25 percent previously (Table 1.7). Out of this 50percent, the majority went to the Central Government, which contributed tothe slowing down of directly productive activity. In 1983, public sector participation in credit appeared to decline, and iR is important that this shouldcontinue in order to allow private sector activity to recover. 

The changes in the financial structure are also reflected in the use of creditby the Banco Central, through which a good portion of bank credit is promoted and directed (Table 1.8). Given a 
this 

stable supply of resources duringperiod, it is alarming that refinancing, i.e. credit that could not bepaid off on time, absorbs nearly 60 percent of the total. Considering theeffect this situation has on the appropriate or profitable use of the credit,it is necessary to give special attention to solving the problem in order toprovide momentum to the various sectors. 

With respect to the participation of the construction sector, after reaching asignificant level (12 percent) in 1980, construction's share Centralof Bank
credit dropped to only 2.2 percent of the total in 1983. 

C. ROLE OF THE CONSTRUCTION SECTOR IN THE ECONOMY 
The evolution of the share of construction in GNP (Appendix Table A.1)clearly shows that this was the first sector to reflect the impact of theeconomic crisis. Between 1978 and 1983, the share dropped by 42 percent, adecline exceeded only by the drop in commerce, 44 percent. This can beseen more clearly by comparing the drop in GNP with that of output in the
construction sector in the five-year period: 



TABLE 1.7 

BANKING SYSTEM CREDIT 
(Millions of Current Colones) 

___rTotalPUBLIC 
SECTOR 

Total 

Total _____ 

Private 
-_Sector 8 

Public 
Sector % 

Central 
Govt. % 

Autonomous 
Aqencies 

1978 
1979 
1980 
1981 
1982 
1983 

2,713 
3,284 
4,160 
4,628 
5,287 
5,224 

100.0 
100.0 
100.0 
100.0 
1C3.0 
100,0 

2,006 
2,222 
2,177 
2,436 
2,751 
3,017 

73.9 
67.7 
52.3 
52.6 
52.0 
57.8 

707 
1,062 
1,983 
2,192 
2,536 
2,207 

26.1 
32.3 
47.7 
47.4 
48.0 
42.2 

47 
134 
571 

1,209 
1,670 
1,372 

1.7 
4.1 
3.8 

26.1 
31.6 
26.3 

660 
928 

1,412 
983 
866 
835 

24.4 
28.2 
33.9 
21.2 
16.4 
16.0 

Source: BCR 

TABLE 1.8 

UTILIZATION OF CENTRAL BANK CREDIT
(Millions of Current Colones) 

SECTORS 1979 1980 1982 1983 % Change 

Agriculture 
Manufacturing 
Construction 
Commerce 
Other 
Refinancing 

593.0 
79.5 

105.3 
777.7 
12.0 
259.5 

32.5 
4.4 
5.8 

42.6 
0.7 

14.0 

757.5 
191.9 
478.8 

1706.6 
198.4 
654.1 

19.0 
4.8 

12.0 
42.8 
5.0 
16.4 

406.7 
108.5 
60.9 

143.0 
29.1 

1236.4 

20.5 
5.5 
3.1 
7.2 
1.5 

62.3 

350.9 
199.3 
41.3 

172.2 
31.6 

1119.1 

18.3 
10.4 
2.2 
9.0 
1.7 

58.4 

( 41.0) 
151.0 
( 61.0) 
( 78.0) 
163.3 
(331.25) 

Total 1827.0 100.0 3987.3 100.0 1984.6 100.0 1914.4 100.0 4.76 

Source: 8CR 
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GNP-CONSTRUCTION EVOLUTION (1978=100) 

1978 1979 
 1980 1981 
 1982 1983
 

G N P 100.0 98.4 89.8 84.4 79.2Construction 100.0 89.5 
79.2 

76.0 57.0 
 55.9 58.4 

The sensitivity of constructL I to changes in the economy is considerable,
and likewise the slight positive trend between 1982 and 1983 can be presumed to be a sign of progressive gr3wth. In any event, the relativedepression in the sector is critical and the disparity must be reduced.
 

There is a direct connection between growth of GNP 
 and total investment,and a consequent interdependency between investment in construction andGNP growth. The ratio between the variables involved in this processappears in Table 1.9. The drop in both total and construction investment isdouble that of GNP; and when it is related to the population, there is aneven more critical trend per capita. The imperative need to reverse thistrend in the investment rate is mentioned elsewhere in this report.
 

It should be pointed out that construction investment 
 now accounts for amajority (57.3 percent) of total investment and, as a result, is criticala

factor in economic behavior.
 

The study, "La Industria de la Construcci6n y Ia Recuperaci6n Econ6micaNacional" ("The Coistruction Industry and National Eeonoinc Recovery"),
don- , he 1 ....rc"able firm for the Salvadoran ofChamber Construction,shows how a 10 percent variation in construction investment leads to a 3.5percent change in GNP. Even though other sectors can have greatermultiplier effects, the social productivity of investment in construction, aswell as the rapidity of its impact on overall expenditures and wages, should
be determining criteria in forany strategy recovery.
 

The actions 
 to be taken in this area should take into account the strong andweak points of construction, given the need to maximize economic output.By relating construction activity and construction prices, one can learn howadditional allotments of funds affect the costs or the elasticity of the 
resource structure (Table 1.10), 

The data show that the growing underutilization of the ind.stry (IVAC)affects the cost (IPC) thus financing inefficiency, with actual constructioncosts exceeding the general costs in the economy (IRCC). This distortion ofcosts has a bearing on affordability of construction products, which hasdropped more than 30 percent (IVA). 

It can be concluded from these data that increases in investment can andmust lead to cost savings to improve affordability. 



________ _____ 

TABLE 1.9 

INVESTMENT IN CONSTRUCTION
 
(Constant 1962 Colones)
 

Investment Investment Per Capita

(Millions) 
 (Thousands) ______ 

AMo 
() ( ) (W)


GDP Total Construct. 
 VAC Total Construct. 


1978 3579-T 775.ZT 323.U 147.U 181.1 75.5 
 9 4.1 41.7
 
1979 3521.2 661.0 
 283.0 143. 150.2 64.0 
 8.0 4.1 42.8
 
1980 3215.3 490.8 200.0 111. 108.0 
 44.0 6.2 3.5 
 40.7
 
1981 3016.8 396.2 204.0 
 94. 84.8 43.7 
 6.8 3.1 51.5
 

1982 2835.1 336.7 190.0 
 92. 70.0 39.5 6.7 
 3 3 56.4
 
1983 2833.9 337.9 193.6e 
 96. 68.2 39.1 
 6.8 3.4 57.3
 
% Change <21> <56> <40> <34> <62> <48> <24> <17> 37
 

e) Estimate
 
VAC = Value Added in Construction
 
CI = Construction Investment
 
TI = Total Investment 

Sources: 8CR, MIPLAN, and CASALCO 

TABLE 1.10
 

RELATION OF CONSTRUCTION PRICES WITH 
OTHER ECONOMIC INDICATORS
 

IVAC IPC IGP IRCC IRFI IVA
 

1978 100.0 100.0 100.0 100.0 100.0 
 100.0
 

1979 100.6 112.4 113.9 98.7 
 95.7 97.0
 

1980 78.1 131.8 129.2 102.0 84.7 
 83.0
 

1981 65.6 144.6 137.6 105.1 77.2 73.4
 

1982 62.0 156.1 150.6 103.6 71.6 69.1
 

IVAC 
 Index of value added in construction
 
IPC Index of prices in construction implicit in GDP

IGP Index of general prices implicit in GDP
 
IRCC Index of real conctruction costs

IRFI Index of real family income (equal to GDP/capita)

IVA Index of variation in family affordability with
 

respect to construction
 

Sources: 8CR, MIPLAN, and CASALCO
 



12 

Within overall imports, construction represents a modest share,six percent according to statistics 
plus or minus

of the Banco Central de Reserva. Inrecent years, the value of intermediate construction goods has remainedrelatively stable, while the value of capital goods imported for the sectorhas declined considerably. The small impact of the construction sector theonbalance of payments is especially true for the housing subsector, g'ven thatonly 10 percent of its inputs are imported, and these represent only sevenpercent of the value of the average house. 

The minimal foreign exchange component in housing indicates that any external borrowing for housing results in making foreign exchange available forother uses. Regarding domestic credit demand on commercial and mortgagebanks, the impact of the construction sector is irregular. In 1980, 15 percent of credit went to construction; in 1981, the share dropped to 10 percent; in 1982, it climbed back up to 15 percent; and in 1983 was 12percent. In absolute terms, these shares 76.8were million, 57.6 million,*114.6 million, and million,89 respectively. 

Two complementary issues to consider in concluding 
are 

this sectoral evaluationemployment and productivity. A natural consequence of the economicdecline is unemployment, which in the three-year period from 1978 to 1980climbed from 3.7 percent to 16.1 percent, with estimates of over 30 percentfor 1983. This makes the promotion of labor-intensive activities critical.Construction, with about 70,000 workers, accounts for almost five percentof the economically active population. This level of employment in construction has remained stable over the last three years. Thirty percent ofconstruction workers are unskilled. Regarding indirect generation ofemployment, the sector influences other sectors such as finance, buildingmaterials manufacturing and distribution, and transport. It estimatedis that,for 1983, indirect employment from construction amounted aboutto 21,400workers boosting total direct and indirect employment to over six percent ofthe labor force. 

To examine productivity, Appendix Table A.9 relates total and sectoral valueadded to population employed. The figures
progressively le.3s productive, but most 

show that the economy isthe 8larming features are the dropsof 32 percent and 19 percent in the productivity of manufacturing andconstruction respectively, with coefficients
is more serious 

lower than average. The declinein construction, since it 
and 

has always had low productivity,causes one to question its real virtues as a reactivating component ifthese conditions are not changed. 
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D. HOUSING DEMAND AND AFFORDABILITY
 

1. 	 Existing Housing Situation 
El Salvador's housing stock currently consists of between 900,000 and950,000 units. Around one quarter of these units are in the San Salvador
Metropolitan Area (SSMA); about 30 percent are in other urban areas; andaround 45 percent are in rural areas. These figures represent occupied unitsonly. There are also many thousands of unoccupied units which fall into two
categories: the urban stock of "unsold assets" (see Chapter IV) and the
abandoned units in rural areas that have been affected by the armed 
conflict. 

It is estimated that the average number of persons per unit is currently
around 4.4 for the SSMA, 4.6 for other urban areas, and 5.7 for rural 
areas. 

The 	 most recent data on the 	quality of the housing stock nationally are from 
a 1978 household survey. The 	 overall quality of the housing stock has certainly not improved since 1978, though we cannot tell 	 how much it has 
declined. 

There is a large disparity between urban and rural housing quality. For
example, in 1978 86 percent of all rural units were one-roon dwellings,while only 56 percent of urban units were. Over one quarter of rural units
had walls made of non-permanent materials, compared with less than onetenth of urban units. In 1978 over 80 percent of rural dwellings lacked.
electricity, while only 14 percent of urban units were not electrified. 

Housing quality is higher in the San Salvador Metropolitan Area than in otherurban places. In the SSMA one-room units accounted for 44 percent of the
housing stock in 1978, but in other urban they made upareas 	 two-thirds ofthe stock. Over half the SSMA's dwellings in 1978 were made of masonry,
while only about one quarter of those in other urban areas were. Electricityreached 96 percent of the SSMA's dwellings but only 78 percent of units in 
other urban areas.
 

In 1978, around two-thirds of housing had tourban units access individual orcommunal piped water (the latter refers to shared taps within multi-family
buildings). Only six percent of rural dwellings, on the other hand, haddirect access to piped water. While wells, rivers, and springs served about
15 percent of urban units, these "natural" sources supplied over 80 percent
of rural houses. Sewer systems reached about half the urban units in 1978,while in rural areas sewerage systems are virtually nonexistent. Most strikingis the fact that in 1978 63 percent of rural houses reported no sanitary
facilities whatsoever. By contrast, only eight percent of urban units lacked 
at least basic sanitary facilities. 

More recent data on water and 	 sanitation coverage for the population (not
dwelling units) suggest that, with one 	exception, water supply and sanitation 
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conditions in relative terms remained about the same between 1978 and 1982.The exception is an apparent decline in the the coverage of standpipes, sep
tic tanks, and latrines in urban areas. 

Regarding tenancy, the 1978 Household Survey showed that, among urbandwelling units, 45 percent were owned, 42 percent were rented, and 13percent were neither (occupied by squatters or usufructuaries). In ruralareas, 64 percent of units were counted as owned, five percent as rented,
and 31 percent usufruct. 

Three types of housing solutions have evolved to meet the needs of thelower-income urban population in El Salvador. These are mesones (roominghouses) , tugurios (squatter settlements) , and colonias ilegales (extea-legalsubdivisions) . housingThese types occur primarily in the largest citiesare most numerous in San Salvador. The only 
and 

one of the three for whichnational-level data exist are the mesones. The 1973 Houcehold Survey foundthat about 23 percent of urban housing units are in The peorooms mesones.portion of tugurios and colonias ilegales nationally is not known, but thereare figures for the SSMA. According to EDURES, a 1976-78 Worldstudy, tugurios housed about five percent and colonias 
Bank 

ilegales about 19 percent of the SSMA population in 1977. 

In rural areas, housing conditions of the beneficiaries of the AgrarianReform's Phase Phase programsI and III are not significantly differentthose of the rural population as a whole: dwellings are mainly adobe, 
from
mudand wattle, or i.provised materials, and services, if they exist at all, are 

primitive. 

2. Housing Needs 1985-2005 

The housing needs analysis takes into account five categories of needs: 
* Accommodating future population growtn;
* Replacing adequate units becomethat obsolete;
* Upgrading salvageable substandard units;
* Replacing non-upgradable substandard units; and

9 Reducing overcrowding
 
Meeting the annual need for 
 new housing in 1990 would require building atotal of about 18,000 units in the SSMA, 13,000 units other urbanin areas,and 14,000 units in rural areas, for a 1990 annual total of around 45,000new units. By 2005, the annual requirement for new housing constructionmay reach 32,000 in the SSMA, 27,000 in other urban areas, and 30,000 inrural areas. Total annual upgrading requirements are steady betweenand 2005 at around 6,000 for the SSMA, 

1990 
9,000 for other urban areas, and 

16,000 for rural areas. 

Recent "formal sector" housing production levels have been far below theannual volume needed to satisfy housing needs in 1990. According toCASALCO, total licensed production between 1979 and 1983 was 55,640 
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units (of which 53,560 were urban). This represents an annual output of
around 11,000 units. By contrast, housing needs for 1990 in urban areas only(SSMA and other) amount to about 31,000 per year. Thus formal sector 
output would nearly have to triple by 1990 in order to meet urban needs
only. If current formal output remains constant, two-thirds of 1990 housing
needs in urban will to be metareas have through extra-legal construction. 

3. 	 Housing Affordability
At the moment, the minimum basic urban house (¢14,900) is not affordable 
to the bottom 40 percent of the income distribution in the SSMA or to the
bottom 60 percent in other urban areas. Currently, the average household inthe 	 next-to-lowest quintile of the SSMA cannot even afford a party-walls
unit (€10,000). This household can purchase a floor-roof unit on a servicedlot, however (¢8,500). In other urban areas, the next-to-lowest quintile can
afford up to a serviced lot (€5,000) , and the 	middle quintile can afford afloor-roof unit. The 	 bottom 20 percent of urban households (SSMA or other
cities) cannot at this point afford any of the solutions evaluated unless they
are already tugurio owners, in which case they can afford an upgrading 
loan. 

Shelter affordability for rural households below the middle income level is
quite limited. At the present time the average rural household in the bottom
20 percent of the income distribution cannot afford even the cheapest shelter
solutio-. The next-to-lowest rural quintile can afford a floor-roof unit(€1,600) provided the household already owns land. The middle quintile of
the 	 rural income distribution is able to pay for a communal infrastructure
package or a minimum house with a latrine (t3,000). Rural affordability mayimprove in the future if real GDP starts growing again and rural incomes
gradually become a bit better distributed. However, even the least costly
shelter solution in our analysis is likely to remain beyond the reach of the
poorest 20 percent of rural households for the rest of this century. It 
appears that this group will require subsidies in order to obtain minimal 
shelter. 

All 	 households able afford minimum housenot to a basic with services areidentified as belonging to a "target group" for public housing policy. The 
target group may be thought of as eligible for a range or publicly supported
housing programs and/or as potential beneficiaries of new policies to increase
the affordability of private housing. Nationally, over three quarters of all
households needing new housing in 1990 inare the target group. The propor
tion of households in the target group declines in future years because ofrising real incomes (as we have assumed throughout this analysis) , but
remains over 50 percent through 2005. The SSMA has the smallest proportion
of households in the target group because of its high average income levels
relative to rest the country. Aboutthe of two-thirds of SSMA households
needing housing in 1990 cannot afford a minimum basic house with services,
but this fraction drops to around 40 percent in succeeding years. The great
majority of households needing housing in other urban areas will fall into thetarget group (84 percent in 1990). The target group will remain a majority 
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for other urban areas over the next 20 years. Over 80 percent of ruralhouseholds needing housing in 1990 are in the target group, and about twothirds will remain unable to afford a minimum basic house with services by
the year 2005. 

4. Costs of Meeting Housing Needs 
The total investment requirement for meeting minimum urban and ruralhousing needs is about 717 million in 1990 and increases rapidly to t1,897million by 2005 (1983 constant prices). Investment in the SSMA consistentlyremains over half of total investment over the 20 year forecast period,owing mainly to the high proportion of higher-income households there whichconstitutes high effective demand. Housing investment for other urban areasis about one quarter of the national total in 1990 and increases its shareslightly over the next 20 years. Rural housing investment requirements areless than one fifth of the total in 1990 and about 17 percent in 2005. 

With appropriate standards and rigorous cost recovery, housing needs in ElSalvador can be imiet with minimal subsidies. The housing affordability andinvestment estimates presented in this report are all based, it should beremembered, on "market" interest rates. Households will invest substantialportions of their inc',omes and also draw down on savings if they are giventhe opportunity to obtain adequate shelter with secure tenure. 

The "formal sector" of the Salvadoran liousing industry invested an averageof t323.5 million per year (in 1983 prices) over the 1978-82 period. This isabout 55 percent of the investment required to meet minimum urban housingneeds in 1990. Considering that a large portion of annual housing construction is unlicensed or financed outside of the formal sector, these figuressuggest that the total amount being invested currently in housing (formal andinformal) is not far from what is required Lo meet housing needs, at least inurban areas. The main problem then, does not appear to be the total cost ofmeeting housing needs. Rather, the principal challenges are enabling theformal finance system to capture a greater amount of savings and to directthese funds moretoward affordable shelter solutions through mechanisms that
reach lower-income groups. 

On the whole, the formal housing sector in El Salvador has not producedlow-cost shelter solutions of the kind used in this analysis. Output andfinancing focus finishedon dwelling units costing a minimum of aroundt20,O00 through the private sector and t15,000 through the public sector. Ifaverage unit price could be lowered substantially, -especially for sheltersolutions produced and financed through public institutions like FSV andavailable investment resources could reach a far greater 
IVU, 

number of house
holds. 

Two caveats should be kept in mind. First, even if the shelter financesystem is reoriented and strengthened, standards are lowered, and real costrecovery is implemented, it is unclear whether enough infrastructure capacityexists or can be built to support a massive program to housingmeet needs. 
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that approach those contemplated in the upgrading scheme. There has been somediscussion of transferring the staff of the interagency task force to IVU to carry
the long-term program. 

out 

At the time of the field work for this report, only preliminary plans and budgetsthe initial upgrading projects had been drafted. 
for 

The first two projects, La Isla II andComersan, included topographical improvem:2nts (leveling and in some cases retainingwalls) , individual water connections, enclosures over streams ("bovedas") , andcommunity facilities (schools, clinics, community centers). In addition, residentswere to be granted legal tenure to their plots by the Alcaldia on a "rental with pro
inise of sale" basis. 

The financial aspects of these initial projects had not been clearly defined. Thescope of each project, in terms of physical works, was being established withoutreference to either funds available or potential cost recovery. Preliminary costestimates indicated an average cost per houisehold of around 011,000. However, initial discussions about cost recovery had considered monthly payments as low as 020.Although higher monthly payments are now seen as necessary, it will not be possibleto have full cost recovery in the first set of upgrading projects if per householdcosts remain at the levels initially estimated. 

It is recognized that there are legitimate political considerations involved in carryingout very quickly a number of high-visibility tugurio upgrading efforts with high levelsof subsidy. In any case, it is too late to reformulate the design theof initial highimpact program. The issue to be addressed is the formulation of sound criteria forthe extension of the program. It is important that the first few "demonstration"projects not set a precedent for an non-viable long-term upgrading approach. In particular, the practice of not recovering the cost of "large-scale" improvements shouldbe discontinued. All works, whether they are site improvements, stream channeling orcovering, or community facilities, should be fully reflected in monthly paymentscharged to beneficiaries. If the payments are too high to be affordable, then thescale of the project should be reduced. This is the only way an upgrading programcan be sustained over the long term and be extended to benefit massive numbers ofpeople. Otherwise, limited investment resources will be expended to give large benefits to only a small fraction of the low-income population. 

Successful consolidation of the upgrading program also depends on an appropriateinstitutional framework. While in principle IVU is the logical "home" for the program,it is clear that IVU is not at this time an efficient or effective institution. For theupgrading program (or any other low-income shelter program) to succeed it is absolutely necessary to put together a high-quality, motivated staff that has at itsdisposal an agile set of procedures for program planning and execution. A serious,thorough, and effort createbold to within IVU this type of management framework is
absolutely essential. 
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At the moment, there is a large gap between the cost of fulfilling water
and sanitation requirements and actual investment levels in the water/sanitation sector. It is imperative to examine the capacity of the infrastructure
delivery system to neet future needs for potable water, electricity, sanita
tion, solid waste disposal, and community services. Improvements ininfrastructure delivery must go hand-in-hand with changes in the housing 
sector.
 

Second, there is no reason why the majority of future housing construction 
should be carried out by public institutions. Private sector builders should be
encouraged, through combination incentives anda of regulations, to partici
pate in the provision of minimum basic houses and even "progressive" solutions such as floor-roof units, sites and services, or infrastructure packages.
Considering the track record of IVU in direct construction, it is doubtful
that housing needs !an be met without the participation of the private sec
tor. 

E. THE GOVERNMENT'S RECENT HOUSING INITIATIVE 

During the second half of 1984, the government initiated a new housing program
focused on tugurio upgrading. The immediate priority is to demonstrate the government's commitment to dealing with the ofproblems the low-income urban population.
A program is now underway to upgrade six tugurios in the .13an Salvador Metropolitan
area by March 1985. Beyond this immediate-impact effort, the program aims to upgrade at least 13 other tugurios over the remainder of 1985. An $11 million proposal
has been prepared for AID financing of about 2,500 units under this program. Ultimately, the would to agovernment like see large-scale upgrading program in opera
tion. 

The immediate-impact program is being carried out by an interagency committeeheaded by the Minister of Public Works and the Mayor of San Salvador. The commit
tee includes representatives of MOP, the Mayor's Office, IVU, ANDA, DUA, the
Ministries 
 of Interior, Education, and Health, and MIPLAN. Interagency workinggroups have been formed to deal with finance, construction, social promotion, and
other aspects. Day-to-day implementation is being directed by a project management
unit in the Mayor's Office. 

Because of the scarcity of investment funds, the immediate-impact program was
launched on the assumption that the six initial upgrading projects could be carried outusing material and financial resources currently on hand in the various agencies. Aneffort is underwdy to locate construction materials in storage that are committednot 
to other uses as well as funds that could be assigned or diverted to the program. 

Once the first six projects are implemented, the intention is to transfer responsibilityfor the longer-term follow-on upgrading program to IVU. This is consistent with thegovernment's stated objective of orienting IVU entirely low-costtoward shelter solutions including upgrading, sites and services, and the like. IVU's ABC ("Acceso alBienestar Coinunitario") is the only existing government housing program with norms 
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would be to achieve more affordable standards, recognize the legitimacyof progressive development, support effective land andplann itg, permitan increase the supply of serviced land in appropriate locations. AID
could provide technical assistance. 

e. 	 A parallel legal study should be initiated to draft a proposal containingcriteria and mechanisms for legal "regularization" of tenure in infcrmal 
settlements. 

*f. 	 The GOES should adopt a clear policy on rural housing along the 
following lines: 
* 	 Housing should not be free unless it is emergency or disaster relief.Donating housing under normal conditions, even to low-income 

groups, sets a bad precedent because ultimately, only a small
fraction of housing needs can be met without cost recovery. It isinequitable to use limited resources to provide free shelter to a few
while the majority obtain nothing. International experience indicatesthat most low-income households can afford to pay for some type ofshelter solution, be it a lot with communal services or a core unit.The only other circumstance under which shelter may be donated isto provide minimal living conditions for newly-arrived settlers on
Phase I coops. For this purpose, temporary shelter and communal 
services may be constructed with no cost recovery. 

* 	 Housing programs are carried out where 1) people have a productive
base, assuring income and 2) people have some type of propertyrights, assuring a willingness to make long-term financial commit
ments. 

* 	 On Phase I coops, there should be no housing programs until 1) pro
ductive support mechanisms are in place (credit, technical
assistance, equipment, etc.) and 2) 	 the coop organization hasshown itself to be capable and/or members have shown themselves to
be producers. 

g. 	 A public-private committee should be formed to begin a study on thefeasibility of setting up a private rural housing finance institution. AID 
could supply technical assistance. 

2. 	 Housing Programming 

*a. 	 In all institutions a major effort should be undertaken to deal with two 
pervasive operational problems: 
* 	 Collections in arrears 
* 	 Lack of market analysis capacity 

Specifics on these problems for each institution appear in Chapter III.AID could assist in setting up training programs and facilitating technical 
support to improve procedures. 
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Technical assistance should be provided to the coordinating committee of the upgrad
ing program on several subjects: 

0 	 Financial and affordability analysis of upgrading projects;
• 	 Criteria for selecting areas to be upgraded;
* 	 Design and operation of cost recovery mechanisms;
* 	 Institutionalization of a permanent upgrading program within IVU. 

F. 	 SHORT-TERM SHELTER AGENDA 

NOTE: Asterisk (*) indicates an immediate-priority item. 

1. 	 Shelter Policy 

*a. 	 A policy group should be created at the level of the Presidency of the 
Republic to begin outlining a housing policy and plan. This should focus 
on four areas:
 
* 	 Clarifying the roles of the institutions involved in the housing sector

(see Section G below);
 
Setting appropriate fiscal and monetary policies 
 to enable the insti
tutions to carry out their functions; 

* 	 Allocating budgetary resources for housing; 
a Setting quantitative and qualitative targets for housing production 

and financing. 

b. 	 A major study should be initiated of the infrastructure sector to deter.mine its capacity to support the shelter sector. This study should examine infrastructure deficits, institutional capacity, resources available
and 	 financing, and the costs of meeting infrastructure needs. Technical 
assistance could be provided by AID. 

*c. 	 A commitment should be made to restore*stability and public confidence 
in the Savings and Loan System, which has yet find willing buyersto 
its 49 percent nongovernment 

for 
stock. Given that mixed government

employee-private ownership does not appear viable, the options
completely nationalizing or reprivatizing the System (perhaps as 

of
amutual) should be studied. This would help achieve clarification of therole of FNV, which was intended to guide a private system but which

has 	 had to yield authority to BCR and has presided over the emergence
of the unsold inventories crisis and the recent financial deterioration
the System as a whole (see Chapters III and IV). A comprehensive revi-

of 

talization of SINAP must also include the formation of more accountable
and dynamic boards of directors in the individual Associations. A studyto develop proposals should be carried out with high-level political support. AID technical assistance could be made available. 

d. 	 A legal study should be carried out to prepare a proposal to reform theLaw of Urbanism and Construction and related regulations. The objective 
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*b. 	 The GOES should initiate an immediate frontal attack on the problem of 
the unsold housing inventories. An independent high-level authority with 
power to dictate political solutions should be appointed. This authority
should have a fixed time frame for issuing its directives and be able to
draw technical support from BCR, SINAP, CASAiCO, FSV, and IVU. 
These institutions, in turn, should have fixed time frames for carrying 
out the agreed-on measures. 

*c. The recently-initiated tugurio upgrading program should be put on a 
sound financial and institutional basis by: 
a 	 Adopting the principle of fil-cost recovery from beneficiaries; 
0 	 Designing projects to affordable standards; 
* 	 Reflecting all investments in charges to beneficiaries; 
0 A serious, thorough, and bold effort to create within IVU a high

quality, motivated staff and a set of agile procedures to carry out 
a long-term, large-scale program. 

AID-supported technical assistance and training would be appropriate. 

*d. 	 Regarding the displaced population, a study should be made of alterna
tives to the current wood frame and plastic sheet shelters that are being
provided in displaced persons' settlements. These shelters are unpopular
because they ,do not give adequate protection or security. Least-cost
reasonable temporary shelter can be donated meetto the immediate 
needs of the displaced, but permanent housing should not be a priority
for 	 assistance to this group. 

3. 	 Institutions 

*a. 	 IVU 

* 	 The interagency group currently working on the immrdiate tugurio
upgrading program must be integrated into a special unit within IVU 
to take over low-cost shelter programs. This unit must be given
sufficient authority and flexibility to work without becoming bogged
down by IVU's ineffective structure. 

Technical assistance should be provided to IVU on the design and 
analysis of low-cost shelter solutions, financial analysis, improving
cost recovery and conducting market studies. 
IVU should initiate studies leading to decisions on 1) disposition of 
the and it owns, 2) getting out of the rental business, 3) reducing 
arreas, and 4) liquidating its unsold inventory. 
All 	 interest rates should be raised to the 12 percent ceiling. 
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A commitment should be made at the highest political level to completely overhaul the structure and personnel of IVU. A study shouldthen be undertaken outside of IVU to determine new criteria forperformance and a mechanism for streamlining personnel and opera
tions. 

b. 	 FSV
 
, FSV should initiate a 
plan for for selling off its unsold inventory and 

absorbing the either currentloss from capital or long-term finan
cing. 

0 	 FSV should obtain technical assistance to 1) carry out a generalfinancial reform centered on raising interest rates and 	 improving
contributions and recuperation, 2) restructure itself to effectivelyprovide long-term financing to individuals, and 3) raise FSV's capability to deal with low-cost shelter solutions (sites and services, 
core units, and even upgrading). 

c. 	 SINAP
 
.' FNV and the Associations should immediately 
 develop a plan fordealing with the unsold inventory (see Chapter IV). 
*6 SINAP should obtain technical assistance to 1) identify new funding 

sources, 2) improve technical and management capacity, 3) developa market analysis capability (within both FNV and 	 the individualAssociations), and 4) study the feasibility of issuing mortgage
backed bonds or similar instruments. 

d. 	 FUNDASAL 
*6 	 FUNDASAL should consider initiating a dialogue with AID on the 

possibility of funding new 	projects and the timing, terms, and 	mech
anisms under which this could be done.
 

,o FUNDASAL should undertake a 
study on how to charge its financial 
structure to cover operating costs out of income rather than grants.

* The feasibility of financing upgrading projects should be studied and, 
if the results are positive, a pilot project should be initiated. 

e. 	 FEDECCREDITO 
*o FEDECCREDITO has no experience in housing and should not be con

sidered a potentially significant housing finance institution. However, an immediate opportunity exists to reach a low-income urbanand 	 rural clientele with small shelter loans through FEDECCREDITO.The 	 focus should be on upgrading and basic rural housing. A feasibility study should be carried out. 
A new unit must be set up within FEDECCREDITO to administer andsupervise shelter loans. Technical assistance and training should be
provided to help do this. 
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f. 	 FINATA 
,* 	 FINATA is not and should not be a housing finance institution 

either, but it also offers the immediate possibility to channel small
shelter loans to a large nunber of rural households. The focus
should be on building materials loans. A study should be carried out 
to assess the extent to which a shelter loan program can be
integrated into FINATA's operations and the resources required to 
establish such a program. 
Technical assistance would then be required to assist FINATA in 
setting up a shelter loan program from scratch; topics include loan 
appraisal and supervision and cost recovery. 

G. 	 MEDIUM/LONG-TERM SHELTER AGENDA 

1. 	 Shelter Policy and Plan 

a. 	 A permanent high-level housing policy group should be established. The 
criteria for this body are: 
* 	 It should have the political authority to set binding policies for 

housing sector institutions and to enforce these policies; 
a 	 It should set production and financing goals for housing institutions: 
* 	 It should have direct participation in decisions concerning the allo

cation of resources to the housing sector; 
0 	 It should not necessarily be a ministry; it should be more like a 

Housing Board; 
It should have direct links to the Junta Monetaria and the BCR. 

b. 	 A three- or four-year Housing Action Plan should be drawn up and
implemented. This should draw on the work of the policy group estab
lished as part of the Short-Term Shelter Agenda. The Plan should cover: 
* 	 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 (e.g. long- vs short-term fi
nancing, client groups, etc.). 

* 	 An agenda of fiscal and monetary policies needed to enable the
institutions to carry out their functions (especially regarding interest 
rates). 

a 	 Yearly quantitative and qualitative (i.e. how many and what kind)
targets for housing production and financing. These targets must be
based on realistic estimates of resources available in the savings
market and the public budget. 
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A plan and investment program for complementary infrastructure
(water, sanitation, drainage, electricity, roads, and community
facilities).
Complementary measures thein areas of 1) reform of urban devel
opment and housing regulations, 2) streamlining project approval andpermit procedures, and 3) stimulation of the building materials in
dustry. 

The GOES sh(culd make it clear that improved efficiency andeffectiveness on the part of housing institutions is a condition for increased resource allocations. The Plan should give every institutiontargets for improvement in key financial indicators such theas ratio ofoperating expenses to productive assets and the proportion of the port
folio in arrears. 

2. Roles of Institutions 

a. FSV 
* FSV's new policy of financing only "demand", that is, long-term

financing to individuals, is correct.
 
0 It should finance a 
 range of housing types, including low-cost solu

tions. 
* FSV should 1) raise interest rates on loans to give a reasonable

return to contributors and enable FSV to afford to mix itsfunds with higher-cost outside funds, and 2) 
own 

reduce operating 
expenses.
 
It should also out an
carry organizational restructuring consistent
with its orientation toward long-term financing: the existing Operations and Technical Sections lose most of their functions, and theunits dealing with loan recovery and contributions must bestrengthened. 

b. IVU 
* IVU should focus entirely on low-cost shelter solutions includingupgrading, sites and services, and the like.
0 A total overhaul of IVU's structure and personnel should be imple

mented. This reform should onfocus creating a more streamlinedorganization with a structure of incentives and sanctions for perfor
mance by personnel.
IVU should get out of the business of direct construction andcontract out all construction to the private sector (as does theInstituto de Credito Territorial in Colombia). 

* It should eliminate all rental properties. 
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The ceiling on interest rates should be raised to reach real market 
levels. 

IVU 	 should limit itself to working in urban areas. 

a. 	 SINAP 
* 	 In line with a strategy of market segmentation, the Savings and 

Loan System should finance housing units of approximately 015,000
and above and provide home improvement loans. 

0 A decision should be made according to the recommendations of the
study outlined in the Short-Term Shelter Agenda on the means to 
create a stable and effective management framework for the S&L
System. The main objective is to restore confidence in the System 
so that it can build up its share of the savings market. 

a Within the framework of the above, a decision should be made on
the role of FNV: Can it have a significant function under a nation
alized System, or can it return to its original role of leader of a 
private System? 

0 	 Whether future ownership is public or private, genuine and accoun
table Boards of Directors should be established for the Associations. 

0 	 SINAP should provide a mixture of short- and long-term financing
based on an improved market analysis capability. Each Association 
should have an individual strategy in response to the market. 

d. 	 FUNDASAL 
* 	 The Foundation should essentially maintain its role as an innovator in 

the fields of low-cost shelter and community development. 
* 	 For its own long-term financial benefit, FUNDASAL should cover its 

operational costs with income from loans abandonand the current 
practice of pursuing separate grants for operations. 

e. 	 Vice-Ministry of Housing and Urban Development (VMVDU)
The role of this institution needs to be recast in relation to the higher
level housing policy and planning body whose establishment is recom
mended above. One option is for 	 the VMVDU to serve as a technical 
secretariat to the policy group. 

3. 	 Rural Housing Finance Entity
If the feasibility study recommended in the Short-Term Agenda yields positive
results, the GOES should assist the private sector in establishing a private
rural housing finance institution. The basic criteria for this entity should be: 
a. 	 Decentralized operations. 
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b. 	 A combination of 1) long-term small-scale financing to individuals, and2) short-term financing to private construction firms for low-cost shelterand 	communal infrastructure projects ruralin areas. 

c. 	 Financial self-sufficiency (apart from initial seed capital). 

4. 	 Legal and Regulatory Framework
Legislation should be introduced, based on the legal studies suggested in theShort-Term Agenda, reforming the 	 Law of Urbanism and Construction andrelated regulations to streamline the regulatory process, allow affordable,housing and serviced land to be produced iegally on a massive scale, andpermit the prom-t regularization of tenure in informal settlements. 

5. 	 Infrastructure Sector
Based on the study recommended in the Snort-Term Agenda, a reform of theinfrastructure sector beshould carried out. This should include: 

a. 	 Placing institutions like ANDA on a sounder financial base. 

b. 	 Adoption of affordable standards. 

c. 	 Establishment of procedures for project analysis and medium-term 
planning and budgeting. 

H. 	 FOLLOWUP ON PROPOSED SHELTER AGENDA 

workshop seminar1. 	 A or should be conducted to discuss the short-term andmedium/long-term shelter agendas outlined above. Tne purposes of the work
shop would be to: 
" 	 Promote greater awareness of key shelter sector issues; 
" Promote the establishment of a high-level shelter policy group to be

named by the President; 
* 	 Identify the 	 key issues and approaches to be taken up by the shelter 

policy group. 

In order to provide as broadbased a forum as possible, it would be desirablefor the workshop to be sponsored by organizations
picture": AID and the 	

that deal with the "bigBanco Central de Reserva, for example, as cospon
sors. 

The workshop should be organized carefully. It should consist of one or twogeneral sessions variousand sessions on specific topics. The general sessionsshould be devoted to the issue of overall leadership of sector thefeasibility of setting up a high-level housing policy group. 
the and 

Individual sessions may be held on the following topics: 
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KAIN PARTICIPANTS
 

CA- PRESI-
OCR FI- rEDEC- FUNDA- 1IVU FNV S&Ls FSV VHVDU SALCO DENCY NATAIISTA CREDITO SAL DUA 

Unoold Inventories X 
 X X X X X X -Role of SINAP * - X X X
Legal/Regulatory - -

Freework X X X X X X XRural Housing 
 - xof" IVU
RoleRole of FSV 
 XX X
Xx r xx--

It would be most desirable to have the highest-level participation in the
workshop. Ideally heads of organizations and key policymakers should attend.
However, the main presentations at each session should be made by "outside" 
experts or observers who can present objective analyses and pertinent criti
cisms. 

2. The workshop/seminar is not a substitute for informal discussions and indivi
dual initiatives toward implementation of the shelter agenda. The workshop
can highlight issues and solutions, but its brevity and public nature limit thedepth of discussion. Much detailed followup work will be needed. 



CHAPTER II
 

HOUSING DEMAND AND AFFORDABILITY
 

This chapter presents: 1) a rough profile of the existing housing situation in ElSalvador, 2) forecasts of the number of dwelling units needed to provide allSalvadoran households witi minimally adequate housing by the year 2005, 3) an estimate of "effective demand" for housing, involving the degree to which various typesof housing solutions Are affordable to different urban and rural income groups, and 4)
estimates of the costs of meeting basic housing needs. 

The housing needs and affordability analysis presented here was carried out using a"Housing Needs Assessment Model" developed for AID 1 . This model, which operates
a micro-computer, uses data 

on 
on macroeconomic trends, population trends, householdincomes, 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 

1. Overview 
The lack of recent data makes it difficult to paint a reliable picture of cur
rent housing conditions in El Salvador. The last housing census was carried 
out in 1971, along with the last population census. Several national household surveys that included housing data were carried out between 1975 and1980, but the most recent tabulations available are from a 1978 survey.Since 1980 the armed conflict has prevented further attempts to perform
national-level surveys. 

While there are no official housing data less than six years old, there are
official urban and rural population estimates through 1983 from MIPLAN. Inaddition, ANDA has maintained fairly up-to-date estimates of water supply
and sanitation coverage. 

Based on 1983 population estimates (see Table 1.1) and approximations of 
average household size, we calculate that El Salvador's housing stock
currently consists of between 900,000 and 950,000 units. Around one quarter
of these units are in the San Salvador Metropolitan Area (SSMA); about 30percent are in other urban areas; and around 45 percent are in rural areas.
These figures represent occupied units only. There are also many thousands
of unoccupied units which fall into two categories: the urban stock of 

1See Robert R. Nathan Associates and Urban Institute, Preparing a National

Housing Needs Assessment, AID Office of Housing and 
Urban Programs, March1984; and (same authors), AID Housing Needs Assessment Model: User's Manual,
AID Office of Housing and Urban Programs, June 1984. 
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"unsold assets" (see Chapter IV) and the abandoned units in rural areas that 
have been affected by the armed conflict.
 

The reason that a majority of the housing stock is in urban 
 areas while onlyhalf the population is urban is that urban areas have considerably loweroccupancy rates. Salvadoran statistics do not differentiate between "family","household", and "persons per unit". The andcensus survey tabulationsassume that there is a 1:1 ratio betweer . es (households) and housingunits. Thus it is not possible to estimate tri. aegree to which there is sharedhousing (more than one household per unit). Using information from several.;ources, including household surveys from 1976-77 and 1978, the 1976Vivienda Popular Urbana study 2 , the 1971 Census, and recent informationfrom MIPLAN, we reckon that the average number of persons per unit iscurrently around for4.4 the SSMA, 4.6 for other urban areas, and 5.7 for 
rural areas.
 

The most recent data on the quality of the housing stock nationally are fromthe 1978 "Encuesta de Hogares de Propositos Multiple3" (Multi-PurposeHousehold Survey). While this source is outdated, it remains useful benchamark. The overall quality of the housing stock has certainly not improvedsince 1978, though we cannot tell how much it has declined.
 

Table 11.1 presents data on housing characteristics in 1971 and 
 1978. Clearlyevident is the disparity between urban and rural housing quality. Forexample, in 1978 86 percent of all rural units were one-room dwellings,while only 56 percent of urban units were. Over one quarter of rural unitshad walls made of non-permanent materials, compared with less than onetenth of urban units. Interestingly, bahareque (mud and wattle)which and adobe,are considered "permanent" materials in Salvador,El are used in amajority of both urban and rural dwellings. In 1978 over 80 percent of ruraldwellings lacked electricity, while only 14 percent of urban units were not 
electrified. 

The data in Table 11.1 also indicate that housing quality is higher in the SanSalvador Metropolitan Area than in other urban places. In the SSMA oneroom units accounted for 44 percent of the housing stock in 1978, but inother urban areas they made up two-thirds of the stock. Over half theSSMA's dwellings in 1978 were made of masonry, while only about onequarter of those in other urban areas were. Electricity reached 96 percentof the SSMA's dwellings but only 78 percent of units in urbanother areas. 

2Alberto Harth Deneke et al, La Vivienda Popular Urbana en El Salvador, April1976 (four volumes). 
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TABLE II.1
 

HOUSING CHARACTERISTICS 1971 & 1978
 
(Percentages of Units)
 

Urban 
 Rural 
 1978 Other
1971 1978 1971 1978 
 SSMA 	 Urban
 

Housing Units (OO) 
 271 390 
 384 460 163 
 227
 

Type of Unit

House 

Apt. 

67.8 	
52.2 60.0
56.7 100.0 59.6


4.1 6.4 
 - 0.2 8.6 
 4.8
Room in Meson 
 28.1 23.3 
 1.1 23.9 23.9Slum house* 
 N/A 13.6 
 N/A 39.1 15.3 
 12.3
 
One-Room Units 
 52.4 56.4 
 66.9 85.6 
 44.2 	 65.2
 

Tenure

Owner 
 36.2 44.9 
 56.5 63.9 38.0
Rent/Buy 	 49.8
8.9 N/A 1-6 N/A
Renter 	 N/A N/A
43.5 42.0 
 4.9 4.6 
 46.6
Other 	 38.8
11.4 13.1 
 37.0 31.5 15.4 
 11.4
 

Walls

Concrete/Masonry 
 26.2 36.9 4.9
Mud-Wattle/Adobe 	 11.3 52.8 22.5
60.9 54.6 
 57.6 61.3
Non-Permanent" 	 38.6 66.1
12.9 
 8.5 37.5 27.4 
 8.6 	 8.4
 

Roofs
Permanent 
 86.7 88.5 65.1 
 77.4 82.8. 92.5
Metal Sheet 
 9.6 10.5 5.7
Straw/Palm 	 8.3 16.6 6.2
3.7 
 1.0 29,2 14.3 
 0.6 	 1.3
 

Lighting

Electricity 
 72.3 85.9 
 6.8 	 17.6 96.3
Kerosene 	 78.4
24.0 12.3 
 89.8 72.6 1.2
Other/none 	 20.3
3.7 1.8 3.4 
 9.8 2.5 1.3
 

*"Rancho," "chozG," "tugurlo."

**Wood, metal sheets, straw, palm.
 
N/A = Not 	Available
 

Sources: 	 1971 Housing Census 
1978 Multi-Purpose Household Survey 
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The coverage of water and sanitation services appears in Table 11.2. In 1978around two-thirds of urban housing units had access to individual ormunal piped water com(the latter refers to shared taps within multi-familybuildings). Only six percent of rural dwellings, on the other hand, haddirect access to water.piped While wells, rivers, and springs served about15 percent of urban units, these "natural" sources supplied over 80 percentof rural houses. Sewer systems reached about halfwhile in rural areas 
the urban units in 1978,sewerage systems are virtually nonexistent. Most strikingis the fact that in 1978, 63 percent of rural houses reported no sanitaryfacilities whatsoever. By contrast, only eight percent of urban units lacked 

at least basic sanitary facilities. 

The data in Tables I1.1 and 11.2 indicate that housing conditions improvedmoderately during the 1970s in both urban and rural areas. For example,proportion theof dwellings built of non-permanent materials went from 13 percent to 8.5 percent in urban areas and from 37.5 percent to 27.4 percent inrural areas. The fraction of urban units with access to piped water increasedfrom 59 percent to 69 percent in the seven-year period. Also, the proportion of rural units with no sanitation facilities at all fell from 88 percent to 
63 percent.
 

More recent data wateron and sanitation coverage for the population (notdwelling units) are given in Table 11.3. These figures suggest that, with oneexception, water supply and sanitation conditi- - in relative terms remainedabout the same between 1978 and 1982. The exception is an apparent declinein the the coverage of standpipes, septic tanks, and latrines in urban areas.The fact that other categories of coverage remained constant during theworst recent years of civil unrest and economic decline reflects favorably onANDA and the Ministry of Health, which are responsible for watertation in urban and saniand rural areas, respectively. The absolute improvements inrural water and sanitation are mainly due to the Ministry of Health'sPLANSABAR program (National Plan for Basic Rural Sanitation). 

Regarding tenancy, the 1978 Household Survey showed that, among urbandwelling units, 45 percent were owned, 42 percent were rented, and 13percent were neither (occupied by squatters or usufructuaries). In ruralareas, 64 percent of units were counted as fiveowned, percent as rented,and 31 percent usufruct. As will be explained below and in Chapter IV, thetenure status of much of El Salvador's housing does not conform to "formal"
legal norms. 
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TABLE 11.2
 

COVERAGE OF WATER AND SANITATION 1971 & 1978
 
(Percentages of Units)
 

Urban1971 1978 1971 
Rural 

1978 

Water 
Piped Private 
Piped CommunEl 
Standpipe 
Well 
Other 
Total 

36 
23 
29 
6 
6 

100 

45 
24 
16 
3 

12 
100 

2 
1 

16 
20 
60 

100 

5 
1 
12 
26 
57 

100 

Sanitation
 
Private Toilet 
 26 34 
 - 1Common Toilet 
 13 15 	  -Septic Tank 
 12 14 
 2 3
Latrine 
 30 30 
 10 34
None 
 18 8 
 88 63
Total 
 100 100 
 100 100
 

Sources: 	 1971 Housing Census
 
1978 Multi-Purpose Household Survey
 

TABLE 11.3
 

COVERAGE OF WATER AND SANITATION 1982
 
(Percentages of Population)
 

Urban 
 Rural
 
Dwelling Public 
 Dwelling Public
Connection Standpipe 
 Connection Standpipe
 

Water 
ANDA 	 61 5 1
 
Min. Health 
 61 
 8 	 38
 

Total 
 61 5 
 9 	 38
 

Dwelling 
 Latrine or Dwelling Latrine or

Connection Septic Tank 
 Connection Septic Tank
 

Sanitation
 
ANDA 
 47  -Min. Health 
 - 29 
 - 30 
Total 47 29 
 - 30 

*Lea than 0.1'.
 

Source: ANDA
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2. Low-Income Urban Housing
Three types of housing solutions have evolved to thelower-income meet needs of theurban population in El Salvador. Thesehouses) , aie mesones (roomingtugurios (squatter settlements) ,subdivisions). These housing 

and colonias ilegales (extra-legal 
are 

types occur primarily in the largest citiesmost andnumerous in San Salvador.
national-level The only one of the three for which 
that about 

data exist are the mesones. The 1978 Household Survey found23 percent of urban housing units are rooms in mesones.portior of mesones to total stock about same 
The pro

is the for the SSMA as it isfor other urban areas. 

The proportion of and 
there 

tugurios colonias ilegales nationally is not known, butare figures for the SSMA. According to EDURES, 1976-78a WorldBank study 3 , tugurios housed 
19 percent 

about five percent and colonias ilegales aboutof the SSMA population in 1977. Mesones covered aboutpercent. In addition, EDURES found around 
21

that threeSSMA population percent of the 1977was living in campamentos,
erected to house persons 

temporary collective structuresdisplaced by 1965the earthquake. Some ofcampamentos these 
sheltered 

still exist today. Together, these extra-legal housing solutionsclose to half the population of the SSMA in late TheEDURES the 1970s.figures are consistent with the findings of the 1976 Vivienda PopularUrbana Study.
 

The mesones are principally large, centrally-located 
 old houses that havebeen subdivided into one-room rental units. Water andmunal, with piped sanitation are comwater and sewer predominating. Charges for water andelectricity are included in rent. Densities in meson districts are theVivienda high;Popular study estimated it at 658 persons per hectare. Familytends to be smaller than average--3.8 according to Vivienda 
size 

reflects fact Popular--whichthe that the meson, with its limited space lowappropriate for younger 
and rent, isfamilies and recent migrants.of mesones In the SSMA a majorityare constructed of mud and wattle, inthe predominant building 

while other principal citiesmaterial is adobe. The stock of mesones grew bet1971 and 1978 by about 15,000ween units, but it is uncleargrowth there has been how much moreor can be, given the finite supply of subdividable existinghouses. According to some observers, numberhouse buildings have been constructed in recent 
a of new rooming 

years. There noare figureson the magnitude of "new meson" construction.
 

Tugurios are 
squatter settlements found mainly in the SSMA but whichoccur alsoin other cities. Tugurios develop piecemeal on public landsgenerally unsuitable for that areregular construction: ravines, public rights-of-way,and the like. Tugurio settlements tend to obtain electricity relatively 

3 EDURES, APrgram fo- the Integrated Improvement of CriticalMetroolitanAreas in El Salvador (Programa para el Mejoramiento Integrado de las AreasCriticas Metropolitanas), MIPLAN/UNDP/IBRD/PADCO Inc., May 1978. 
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rapidly, but piped water in the form of standpipes can take years to arrive.
In the interim, wate~r is often obtained by the barrel from venders or
through rooftop collection during the 	 rainy season. Housing construction isprogressive with a heavy component of self-help and family labor.
Construction materials are primarily mud and wattle in the SSMA and avariety of permanent and temporary materials in other cities. Lots tend tobe small, and densities are 	 on the order of 350 persons per hectare,
according to Vivienda Popular. Average family size was found in that studyto be 4.7 persons, suggesting that tugurios are especially suitable for fami
lies that are too large to fit into a meson room but too poor to affordmonthly payments for a lot in a colonia ilegal. Anecdotal evidence suggests
that tugurios have been expanding in the last six years, especially as aresult of the influx of rural people displaced by the armed conflict. It is
likely that the proportion of the urban population living in tugurios has
increased by several percentage points since the latn 1970s. 

Colonias ilegales were identified in the mid-1970s as the fastest-growing
type of urban settlement. It is important to note that colonias ilegales areillegal in the sense that they violate DUA's physical standards. However, theproperty rights of a lot owner in a colonia ilegal can in some cases be per
fectly legal. Essentially a colonia ilegal begins with the subdivision of atract of land into modest-sized lots (80 to 150 m2 according to EDURES).
Tracts tend to be located on the periphery of the city. Lots are sold
without services, usually on a "rent with promise of sale" (arrendamiento con promesa de venta) basis. This means that the seller/landlord retains
ownership until payments are completed. The Vivienda Popular study foundthat down payments were around five to ten percent and 	 terms between five
and ten years. Housing construction is progressive, with the pace ofconstruction and materials used varying with income. Newly-established colonias ilegales consist mainly of dwellings made of "improvised" materials ormud and wattle. Older colonias ilegales in the SSMA and other cities have
high proportions of masonry houses. Subdividers normally make no investmentsin services. Electricity is usually the first to arrive; water can take years.
According to Vivienda Popular, in the late 1970s average sizefamily in
colonias iegales was 5.8, and incomes were higher than in mesones ortugurios. This indicates that colonias ilegales are appropriate for familiesthat are "later in the life cycle"; that is, those that are larger, with moreincome, and with an interest in more secure tenure. It is quite likely that
the share of the urban population living in colonias ilegales has risen above 
the levels of the late 1970s. 

3. 	 Housing Conditions of Agrarian Reform Beneficiaries and the Displaced
Phase I Beneficiaries 
It is unclear how large the population of Phase I beneficiaries is. A 1981
study by Ohio State University estimated Phase benefitthat I could approximately five percent of the agricultural work force, or around 30,000 workers 
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in 19834. There are no housing data for the entire range of Phase Icooperatives, but information is available from a series of studies of 54coops carried out AIDunder sponsorship
Agro-Socio-Economicos,, in 1981-82. These "Diagnosticosindicate that housing conditions of the Phase I population are not significantly different from those of the rural populationoverall. Most of the "Diagnosticos" included datarandom on housing, yielding a nonsample of slightly over 2,000 dwelling units on about 40 coops.Regarding building materials, approximately third of unitsone the wereconstructed of non-permanent or improvised materials (palm,
discarded wood straw, plastic,
or metal). Around 40 percent were built of andmud wattle.The remainder were split about evenly between adobe and masonry.Infrastructure coverage was Lesspoor. than 10 percent had piped water(individual or communal), about one quarter used wells, and the rest-around two thirds--depended on "natural" sources such as rivers, rainfall,springs. Approximately two-thirds orof the units claimed no sanitation facilitieswhatsoever, and about 30 percent had latrines. Electricity reached about onethird of the units; the majority relied on kerosene for lighting.
 

On some cooperatives, 
 housing is clustered in small settlements; on others, itis mainly dispersed. Where settlements exist within the coops,size from a they vary inhandful of families up to several hundred. Further complicatingthe picture are that not 
many 

all families residing on coops are members and thatcoop members have housestheir outside the boundaries of the coops.is also worth noting that there is a significant amount 
It 

of collective housingon the coops in the form of "galeras" and "mesones". These structures varyin quality from flimsy "temporary" construction to relatively solid materials. 

Phase III Beneficiaries
As of mid-1984, FINATA had emitted over 1 titles8,000 iaitive to smallfarmers. It had also emitted over 62,000 provisionta titles to totala ofalmost 53,000 beneficiaries. Phase III beneficiaries tend to be poor, withunstable incomes. Their literacy level is around 50 percent. A study carriedout for the World Food Program in 1983 thatsize for Phase 

late found the average parcelIII farmers is around 2.4 manzanas, about 1.67 hectares 5 .The same study contains a very rough profile of Phase III beneficiaryhousing: Dwellings are generally dispersed in the rural area; units aresmall (16-24 m2); walls are quitebuilt of locally-available materials (palm, straw,bamboo, mud and wattle), and floors are earth. 

4 Linda K. Wright-Romero et al., Analysis
Affected by the 

of Workers and Families PotentiallyAgrarian Reform, Phase I, Ohio State University, September

1981 (draft).
 

5 World Food Program, Informe al PMA de la Mision de Apreiacion de laSolicitud del Prolyecto El Salvador 27251), Reasentamiento Humanoy
Promocion de Actividades Productivas, November VI83.
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The Displaced 
It is generally estimated that around one million people have been displacedby the armed conflict since 1980. As of July 31 1984, there were 353,869
people registered as displaced with CONADES. Twenty percent of thesepeople were located in the Department of San Salvador, 36 percent in theDepartments of Usulutan, Morazan, Sanand Vicente, and the remaining 44 
percent are in the other 10 Departments. As of May 1984, 21,052 personswere living in 36 officially-designated "settlements of displaced people".Three-quarters of this official settlement population was located in Morazan,
Usulutan, and San Vicente. AID estimates that about half of the total
number of displaced persons are not registered with CONADES. 

The great majority of displaced persons are of rural origin. Most have stayedwithin their Department of original residence. According to an AID study,about 15 percent of the displaced population--around 150,000 people--livesin separate settlements, with the rest taken in by relatives or absorbed into
existing urban areas6 . There are five types of settlements of the displaced:1) the above-mentioned designated settlements, 2) "ad hoc" settlements, 3)extensions of existing squatter areas, occupied4) buildings, and 5) sanctuaries (churches). The people living in these settlements suffer from seriousdeficiencies in nutrition, health, and education. AID is currently sponsoringa project to provide health services and jobs for the displaced population. 

A CONADES survey done in 1982 of displaced persons settlements found the
following housing conditions: 41 percent of dwelling walls were made ofimprovised materials; 63 percent of floors were of earth; 70 percent usedkerosene for light; for water, 33 percent depended on rainfall or rivers and50 percent on standpipes or venders; 44 percent had access to latrines, and
37 percent had no sanitary facilities at all 7 . 

CONADES has provided materials for the construction of temporary communalshelter for displaced persons. These are essentially wooden frames withplastic sheets for walls and roofed with "lamina". These structures aredesigned to house 12 families. They are unpopular because they do not pro
vide adequate shelter or security. Through its "Health and Jobs" project, AIDhas generated temporary employment for displaced people in construction ofbasic infrastructure for settlements. 

6 AID, Displaced Persons in El Salvador: An Assessment, Bureau for Latin 
America and the Caribbean, March 1984. 

7CONADES, Diagnostico de la Situacion Social de la Poblacion Desplazada,
January 1984, pp. 22-23.
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B. 	 HOUSING NEEDS 1985-2005 

1. 	 Data and Assumptions

The housing needs analysis takes 
 into 	account five categories of needs: 
* 	 Accommodating future population growth;
* 	 Replacing adequate units that become obsolete;

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

For 	 El Salvador we have assumed a housing program under which all households will be living in adequate units by the year 2005. An important corollary to this scenario is the assumption that investments in infrastructure tosupport housing (major water, sanitation, electricity, drainage, and streetprojects) will be made in a timely manner. As suggested elsewhere in thisreport, this assumption may be unrealistic. 

Our estimates of housing needs are 	 based on two main types of data: 1)demographic projections and 2) characteristics of the 	 current housing stockand 	assumptions about the 20-year housing program. 

The 	 population projections used this analysisin 	 are based on forecasts madeby MIPLAN's Department of Population. The MIPLAN figures are for theentire national population 8 . They assume a moderately optimistic scenariowhich the 	armed conflict largely abates by 1985, 
in 

the 	fertility rate declinesfrom the current 5.4 to 3.19 by the end of the first quarter of the 21stcentury, the gross mortality rate 12.1the 	 same period, 
drops from percent to 4.9 percent inand the high net international emigration rate is reducedfrom the current 20 percent to 1.2 percent. 

Neither MIPLAN or any other sources have mvde recent population forecastsfor urban or rural areas. Therefore w, used the national MIPLAN projectionsas a benchmark for making our own rough z-stimates of future populationgrowth in three geographic zones for which we 	 wished to assess housingneeds and thedemand: San Salvador Metropolizan Area (SSMA), other urbanareas, and rural areas. Table 11.4 presents .he geographically disaggregatedpopulation projections used in this analysiE. he urban-rural split is basedassumptions about future 	 on
rural population rates;growth namely,would remain substantially below the national average and not 

that they
rise 	above 2.5percent per year the 20over next years. The split between SSMA and otherurban growth assumes that the 	SSMA will grow faster than the overall urbanaverage, peaking at percent4.0 per year in the 1990-1995 period. The veryhigh future population growth rates for urban areas are consistent withMIPLAN's projections of total national population growth as well as with

historical trends. 

8 MIPLAN, Departamento de Poblacion, Proyecciones de Poblacion, Periodo
 
1980-2025, Datos Preliminares, September 1984, Table 2.
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Our housing needs analysis also assumes a very gradual decline over the next
20 years in average household size, consistent with a slight projectednarrowing of the age pyramid for El Salvador. We reckon that current average household sizes of SSMA, 4.4; other urban, 4.6; and rural, 5.7 will
decline to 4.2, 4.4, and 5.5, respectively. 

To estimate the base year (1985) housing stock, we applied the abovefigures for average household size plus an assumption of one household perunit to the base year population (see Table 11.4). This yielded a 1985
housing stock of 941,000 units, divided between 257,000 in the SSMA,
280,000 in other urban areas, and 404,000 in rural areas. As noted earlier,these figures represent occupied units only. At the moment, rural areas are
likely to contain many thousands of abandoned dwellings. 

The housing needs analysis requires that the existing housing stock be brokendown into permanent, upgradable, and non-upgradable units. To do this, werelied on a categorization of the housing stock that was created and a ppliedby MIPLAN to the results of the 1978 Multi-Purpose Household Survey '. Six
categories of housing quality were used, as shown in Table 11.5. MIPLANdefined permanent dwellings as those built primarily of masonry, adobe,
bahareque, or wood. Non-permanent included palm, mud and wattle, anddiscarded materials. On the basis of this, we classified the first of the six
categories as "permanent" and the iast two as "non-upgradable" for the purposes of the present analysis. The remaining three categories made up the"upgradable" group. The 1978 percentage distribution of these categories was
applied to the base year housing stock. In reality the stock has deterioratedsince 1978, but more recent data on hcusing quality are not available. Thus 
our housing needs calculations probably underestimate the amount of
upgrading and replacement of substandar . units that will be required. 

9 MIPLAN, IPROS: Subsistema Monitor de la Vivienda en El Salvador,
SIECA/ECID/IPROS14-3114-3.81, September 20, 1983. 

http:SIECA/ECID/IPROS14-3114-3.81
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TABLE 11.4 

POPULATION FORECASTS 
(Thousands) 

1983 

% 

Total 

4,627 

<10 

All(AAGR) Urban (AAGR) 

2,280 

0.96 <49.3>0.62.94 

SSMA (AAGR) 

1,050 

<22.7>3.70 

OtherUrban (AAGR) 

1,230 

<26.6>2.29 

Rural (AAGR) 

2,347 

<50.7> -1.00 

1985 

1990 

4,716 
<100.0> 

5,328 

<100.0> 

12,416 
<51.2>2.72.91 

2,789 

<52.3>2.83.44 

1,129 
<23.9>3.70 

1,354 

<25.4>4.00 

1,287 
<27.3>2.20 

1,435 

<26.9>2.91 

2,300 
(48.8> 

2,539 

<47.7> 

2.00 

2.25 

1995 6,141 
<10 

,303 
2.91 <53.8>2.13.47 

1,647 

<26.8>3.70 

1,656 

<270>3.24 

2,838 

<46.2> 2.25 

2000 7,089 

<100.0> 
3,917 

<55.2>2.13.20 
1,975 

<27.8>3.50 
1,942 

<27.4>2.89 

3,172 

<44.8> 2.10 

2005 8,104 
<100.0> 

4,585 
<56.6> 

2,346 
<29.0> 

2,239 
<27. 

3,519 
03.51 

AAGR = 

Sources: 

Average Annual Growth Rate 

Total national population forecasts, MIPLAN.
Other forecasts, PADCO analysis. 
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TABLE 11.5
 

CATEGORIES OF HOUSING STOCK QUALITY 1978
 
(Percentages)
 

Other
 

SSMA Urban Rural 

Permanent
 

1. 	 Permanent Materials,
 
Private Services 
 52.1 36.6 
 3.0
 

Upgradable
 

2. 	 Permanent Materials,
 
Communal Services 
 23.9 20.3 
 0.6
 

3. 	 Permanent Materials,
 
Some Services 
 17.2 24.7 
 15.2
 

4. 	 Permanent Materials,
 
No Services 
 2.5 14.9 61.2
 

Non-Upgradable
 

5. 	Non-Permanent Materials,

Some 	Services 
 3.7 0.9 
 0.9
 

6. 	 Non-Permanent Materials,

No Services 
 0.6 2.6 
 19.1
 

Total 
 100.0 100.0 
 i00.0
 

NOTE: "Permanent" materials Include masonry, mud and wattle, adobe,
 

and wood.
 

Source: 1978 Multi-Purpose Household Survey
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The remaining assumptions have do ratesto with of housing stock replacement and upgrading. We have used two percent year theper as ratereplacement of the permanent housing stock. 
of 

We have also assumed that,between 1986 2005,and 100 percent of base year non-upgradable units arereplaced and 100 percent of base year upgradable units are upgraded. Thesetwo programs are spread out evenly over the 20-year-period (at a rate offive percent per year). Finally, we have defined the reduction of over
crowding as follows: 
* For urban areas, provide new units for 80 percent of households cur

rently living in mesones. 
0 For urban and rural areas, assume that 15 percent ot units classified asranchos, chozas, tuguriosor in the 1978 household survey contain morethan cne household, so that a corresponding number of new units areneeded to achieve one household per unit. 

It should be noted that our calculations assume that all new householdsacquire units of "acceptable" quality, though these are not in many cases"finished" units (e.g. sites and services, upgrading loans, core units). Ourestimates do includenot upgrading of units other than those in the base yearhousing stock. This means that upgrading or progressive development offuture units not indoes appear the housing needs forecasts. 

2. Projected NeedsTable 11.6 presents the number of units needed per year to fulfill the housingprogram described above. Note that the figures in Table are11.6 annual numbers of units, not cumulative totals, In other words, Table 11.6 presents"snapshots" of annual housing needs at five-year intervals.
 
The Housing Needs Assessment Model allocates one to new
unit each futurehousehold. Table 11.6 shows that for the nation as a whole the annualnumber of new households requiring shelter fromrises about 25,000 in 1990to 50,000 in 2005. The distribution of household growth theamong threeregions remains fairly constant over the 20-year period. Declining averagehousehold size means that the number of households will grow faster thanoverall population. If household size to constant 

the 
were remain over the next20 years, would bythere be 2005 about 16 percent fewer new householdsbeing created per year and about four percent fewer households in total. 

For the SSMA, new construction to accommodate household growth representsthe largest portion of housing needs. New households will be appearingthe rate of about 10,000 per year by and 
at

1990 20,000 per year by 2005.These figures represent 44 percent and 53 percent of total SSMA housingneeds, respectively. In 1990 the second-largest category of housing needs forthe SSMA will be upgrading, which is estimated to involve 5,600 units peryear or 24 percent of total needs. Since we have assumed a constant volumeof upgrading over the 20-year period, the share ,)f upgradinghousing needs drops to totalto 15 percent by 2005. The volume of new constructionfor replacement due to obsolescence increases substantially from less than3,000 units annually in 1990 to almost 10,000 units by 2005. 
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TABLE 11.6
 

HOUSING STOCK AND REPLACEMENT 1990-2005
 
(Thousands of Units)
 

1990 1995 2000 2005 

SSMA 

New Households per Yesr 
Replacement of Permanent Units

(2% per year) 
Replacement of Non-Upgradable Units* 
Construction to Relieve Overcrowding**
Subtotal: New Ccnstruction per Year 
Annual Upgrading*** 
Total Construction per Year

(New Unite Plus Upgrading)
Total SSMA Housing Stock 

10.23 

2.68 
2.00 
2.80 

17.71 
5.60 

23.31 
322.14 

15.06 

4.74 
-

2.80 
22.60 
5.60 

28.20 
411.43 

15.26 

7.09 
-

2.80 
25.14 
5.60 

30.74 
501.71 

19.85 

9.45 
-

2.80 
32.11 
5.60 

37.71 
614.98 

Other Urban 

New Households per Year 
Replacement of Permanent Units

(2% per year) 
Replacement of Non-Upgradable Units* 
Construction to Relieve Overcrowding+*
Subtotal: New Construction per Year 
Anrual Upgrading** 
Total Construction per Year 

(New Units Plus Upgrading)
Total Other Urban Housing Stock 

6.43 

2.08 
1.60 
2.80 

12.91 
8.40 

21.31 
326.17 

11.21 

4.00 
-

2.80 
18.01 
8.40 

26.41 
396.22 

12.71 

6.24 
-

2.80 
21.76 
8.40 

30.16 
473.77 

15.46 

8.64 
_ 

2.80 
26.90 
8.40 

35.30 
565.08 

Rural 

New Households per Year 
Replacement of Permanent Units

(2% per year) 
Replacement of Non-Upgradable Units* 
Construction to Relieve Overcrowding**
Subtotal: New Construction per Year 
Annual Upgrading*** 
Total Construction per Year 

(New Units Plus Upgrading)
Total Rural Housing Stock 

8.39 

0.24 
4.00 
1.20 

13.83 
15.50 

29.33 
451.93 

12.27 

3.15 
4.00 
1.20 

20.62 
15.50 

36.12 
519.28 

11.93 

6.45 
4.00 
1.20 

23.57 
15.50 

39.07 
584.92 

14.68 

9.71 
4.00 
1.20 

29.59 
15.50 

45.09 
664.31 

Total Country 

New Construction per Year 
Annual Upgrading 
Total Construction per Year 
Total Housing Stock 

44.45 
29.50 
73.95 

1,100.24 

61.23 
29.50 
90.73 

1,326.93 

70.47 
29.50 
99.97 

1,560.40 

88.59 
29.50 

118.09 
1,844.37 

* 100 percent of base-year (1985) non-upgradeable units are replaced.
 

** For urban areas, provide new units for 80 percent of households curently living in
mesones; for both urban and rural areas, assume that 15 percent of units classified
as ranchos, chozas, or tugurios in 1978 survey contain more than one household so that
a correponding number of new units are needed to achieve one household per urit. Program
assumes 100 percent of base year (1985) overcrowding is eliminated over 20-year period.
 

*** Upgrading of base year (1985) upgradable units is spread out evenly over 20-year period.
 

Source: PADCO Analysis
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In other urban areas new households will require around 6,400 units per yearin 1990, about 30 percent of total housing needs. This category growsrapidly to over 15,000 units--44 percent of total needs--by. 2005. Upgradingaccounts for the largest share of housing needs in 1990 with 8,400 per year.By 2005, however, new construction for replacement due to obsolescencewill equal upgrading in terms of annual volume of housing requirements. 

Rural areas present a somewhat different picture of housirng needs than thetwo urban zones. In rural areas upgrading represents the majority of housingneeds in 7.990 (53 percent) 
theand remains the largest category throughout

20-year period. New construction to accommodate household growth accountsfor about 29 percent of rural housing needs in 1990 and increases to 33 percent by 2005. The rapid increase in permanent housing projected for ruralareas--due to the large upgrading program--means that replacement forobsolescence grows from practically zero 1990 almostin to 10,000 units per
year by 2005. 

Meeting the need for new housing in 1990 would require building a total ofabout 18,000 units in the SSMA, 13,000 units in other urban areas, and14,000 units rural areas, 1990in for a annual total of around 45,000 newunits. By 2005, the annual requirement for new housing construction mayreach 32,000 in the SSMA, 27,000 in other urban areas, and 30,000 in ruralareas. Total annual upgrading requirements are steady at around 6,000 forthe SSMA, 9,000 for other urban areas, and 16,000 for rural areas. 
The estimates of new construction needs may be slightly low because thecalculations are based on a 1978 housing stock quality distribution (seeabove). If the actual housing stock is in worse condition, the requirementfor replacement of non-upgradable units will be a little higher. This underestimate is offset, however, by the assumption of declining household size.Slower rates of new household formation, perhaps due to continuing economicconstraints, may reduce the need for new dwelling units. 

On the other hand, the projected upgrading needs are conservative. As notedabove, they intotake account only the upgrading of base year (1985)standard housing which is salvageable. They do not 
sub

include potential needsfor progressive "upgrading" of post-1985 units. 

Recent "formal sector" housing production levels have been far below theannual volume needed to satisfy housing needs in 1990. According toCASALCO, total licensed production between 1979 and 1983 was 55,640units (of which 53,560 were urban)1 0 . This represents an annual output ofaround 11,000 units. By contrast, housing needs for 1990 in urban areas only(SSMA and other) amount to about 31,000 per year. Thus formal sector 

10 Marcable Consultora Economica, S.A., La Industria de la Construcccion y laRecuperacion Economica Nacional, (no dato), Tables 1-23, 1-24, 1-25. 
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output would nearly have to triple by 1990 in order to meet urban needs
only. If current formal output remains constant, two-thirds of 1990 housingneeds in urban areas will have to be met through extra-legal construction. 

C. HOUSING AFFORDABILITY 

Having reviewed estimates of El Salvador's housing needs over the next 20 years, weturn now to an analysis of the capacity of Salvadoran families to afford differenttypes of shelter solutions. This section will first review the data used for theaffordability analysis, then present results for urban ruraland populations by incomequintile, and, finally, give some affordability estimates for specific potential target 
groups. 

1. Data 
The main ingredients needed for a housing affordability analysis are householdincome data and dwelling unit costs, including financing terms. The exercise
essentially involves comparing the capital value of the unit that households can afford, based on households' monthly payments for housing "capital",with the design costs of several different shelter solutions. All income andcosts figures in this chapter are in constant 1983 values. 

The most recent household income estimates for the population at large that 
are available are from the 1976-77 Multi-Purpose Household Survey.MIPLAN has made tabulatious from this survey of average household incomes
and household income distributions for the SSMA, other urban areas, andrural areas. For this analysis we took the 1976-77 average household incomesfrom this source and converted them to 1985 (base year) levels at 1983
values. This yielded average monthly household incomes of €1,344 for theSSMA, 746 for other urban areas, and t487 for rural areas. Note thatthese are average, not median incomes. Medians are considerably lower
because income distributions are skewed. 

The Housing Needs Assessment Model uses average household incomenationally to calculate future mean incomes for each quintile of the popula
tion. The income projections are based on national GDP growth for the urbanand rural sectors. We have used optimistic assumptions about future GDPgrowth for this analysis. Taking into account that real GDP stopped decliningin 1983, we have assumed that GDP will grow by 2.5 percent in real terms 
over the 1984-85 two-year period (i.e. annual compound growth of 1.24percent). Thereafter, we assume 3.0 percent per annum real GDP growth in1986-1990, 4.0 percent in 1991-1995, and 5.0 percent in 1996-2005. Thelatter growth rate is consistent with El Salvador's pre-1978 economic per
formance. 

To determine whether housing prices will escalate faster than general infla
tion, we reviewed past price indexes. We found that that over the 1975-83
period the DIGESTYC indexes for consumer prices and housing pricesincreased at about the same rate. Our analysis assumes, therefore, that over 
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the next 20 years real capacity to pay for housing will neither be eroded norimproved by differential inflation rates. 

The Housing Needs methodology calculates housing affordability for eachquintile of the income distribution. We based our calculations on the incomedistribution data thefrom 1976-77 Household Survey. However, we alsointo account a recent by MIPLANstudy which states, 
took 

among other things,that the income distribution worsened considerably between 1970 and 1980,owing mainly to the huge increase in unemploymentll. Accordingly, wemodified the income distribution figures 1985for and 1990 to reflect agreater degree of inequality than that which appears in the 1976-77 data.As of 1995, our calculations assume a return to the 1976-77 distribution.The percentage income distribution by five year period used in our analysisappears in Table 11.7. 

TABLE 11.7 

HOUSEHOLD INCOME DISTRIBUTION
 
(Percentage Shares by Quintile)
 

1985 1990 1995 2000 2005 

SSMAQuintiles
 

lowest 1 
 3 4 6 
 6 6
2 
 7 
 9 12 
 12 12
3 11 14 16 16 16
4 
 24 23 
 21 21
highest 5 21
55 50 
 45 45 45 

OTHER URBAN
 
lowest 1 
 3 5 7 7 72 
 7 
 9 11 11 11
3 
 11 14 
 17 17 
 17
4 
 29 27 
 25 25
highest 5 25
50 45 
 40 40 40
 

RURAL
 
lowest 1 
 3 5 7 
 7 7
2 7 9 
 12 12 
 12
3 11 14 17 17 17
29 26
highest 5 

4 22 22 22
50 46 
 42 42 
 42
 

Sources: 
 1985 & 1990: PADCO estimates based on information from MIPLAN1995-2005: 
 Income distribution from 1976-77 Multi-Purpose
 
Hounehold Survey
 

1 1 MIPLAN, Diagnostico Economico y Social 1978-1984, Primera Parte: AspectosGlobales (Documento Preliminar para Discusion), May 1984, pp. 89-90. 
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A recent study of housing demand by lower-income urban residents found
that for the household income range below ¢1,000/month, the fraction ofincome spent on housing varied from around 25 percent at the lowest levels 
to 'iss than five percent for the better-off families 1 2 . The EDURES study of
1976 found that families living in tugurios spent around five ofpercent theirincomes on housing (to be expected, as tugurios are squatter settlements);
families living in mesones spent about 15 percent; and families living in
colonias ilegales spent about 25 percent 1 3 . At the same time, there is 
reason to believe that, given the opportunity to obtain a decent dwelling and 
secure tenure, families in El Salvador are willing to spend considerably more 
on housing. An in-depth evaluation of the World Bank-sponsored low-income
housing projects carried out by the Fundacion Salvadorena de Desarrollo y
Vivienda Minima (FSDVM) found that payments to the FSDVM represented
less than 40 percent of total housing investment by beneficiaries. Families 
were also investing heavily on their own on materials and labor for home
improvements. The evaluation found that "families willingwere to invest
significantly more than 20 percent of their income", which was made possible
in many cases by "finarcial support from relatives in the form of regular
income transfers,,14. 

Taking into account the above evidence, plus the fact that our affordability
assessment deals mainly with unfinished shelter solutions (upgrading, sites
and services, units), based on thecore we our analysis following shares of 
household income for housing "capital": 

PERCENTAGE OF INCOME SPENT ON HOUSING "CAPITAL"
 

Income Dist. 
 Other
 
Quintiles SSHA 
 Urban Rural
 

lowest 1 20 
 20 10
 
2 25 25 
 15

3 30 30 
 20

4 30 30 25
highest 5 30 
 30 30
 

12 Farra-Meyers Asociados, Inc., Demanda Efectiva para Vivienda de Bajo Costo 
en el Area Metropolitana de San Salvador y Tres Ciudades Secundarias, April

1984.
 

1 3 EDURES, op cit. 

14 Michael Bamberger et al, Evaluation of Sites and Services Projects: The
Evidence from El Salvador, World Bank Staff Working Paper No. 549, 1982, p. 
15. 
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We selected five "urban" and four "rural" shelter solutions for the affordability analysis (all costs in 1983 values): 

Urban
Upgrading Loan: A loan of 01,700 including I1,500 worth of materialsand 0200 of technical assistance. The value of materials is our estimateof the basic amount noseded to upgrade a 20 m2 house. In addition tothe loan, the affordability analysis must take into account the value ofthe existing dwelling being upgraded. We have estimated this to beabout €1,200, which is the 1983 value of a typical tugurio unit according to 1976the Vivienda Popular study. The costtotal of this solu
tion is therefore t2,900. 

Serviced Lot: A lot of 50 m2 with individual connections to the watersupply and sewerage systems, but with no structure of any kind. Otherservices include surface drainage and compacted but unpaved streets.Electricity is not included. The cost is estimated at t5,000.
 
Floor and Roof 
 Unit ("Piso-Tecio",): A serviced lot like the previousone with a 12 m2 unit consisting of floor cementa of tiles, .'einforcedconcrete columns, and an asbestos-cement roof. A toilet and a utilitysink are included. The cost is ¢8,500.
 

Party Walls Unit: Same the
as floor and roof unit with the additionlateral (shared) walls ofmade of fired clay brick and mortar. The esti
mated cost is ¢10,000. 

Minimum Basic House: A 60 m2 lot with a 24 m2 house of concreteposts and brick walls. All services including electricity are provided.The house comes with a sanitary core and doors and windows. The costis estimated at t14,900. For an additional 01,000, this solution couldprovided with a concrete slab designed to 
beroof permit construction of asecond story. 

Rural
R Upgrading Loan: A loan of 01,000 including 0800 worth of materials andt200 of technical assistance. The ¢800 assumes use of local materialsand "vernacular" construction methods (adobe mudor and wattle). Weassume also that the value of the existing unit to be upgraded is thesame as in urban areas, 01,200. The total cost of this solution is thus

t2,200. 

0 Floor and Roof Unit ("Piso-Techo") with Latrine: A m2 con27 unitsisting of a soil cement floor, wooden columns,
sheets or tile. 

and a roof made of zincclay No walls are provided. The solutionlatrine includes a pitcovered by a concrete slab topped by a toilet seat and shelteredby a roof. The total estimated cost 01,600,is which does not includeassumeland (we that ruralin areas the land is already available
beneficiaries). to 
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0 Communal Infrastructure Package: This consists of a pit latrine shared bytwo families, utility sink twoa shared by families, and a water supplysystem with capacity for 50 families consisting of a well, storageatank, a pump, and a pipe distribution system. The total estimated cost 
per family is 42,900. 

* 	 Minimum Basic House: A 30 m2 unit made of adobe or mud and wattle
walls, a soil cement floor, and galvanized zinc or clay tile roof. The
only services included are a pit latrine. The cost is estimated to bet3,000. If the communal infrastructure package is included (without
double-counting the pit latrine), the cost of the house with communal 
services is 05,500. 

For 	 the calculation of the capital value that households can afford, we haveassumed the following terms, which apply to all of the 	 above solutions: 
* 	 15 percent interest rate: This is based on current BCR rates for

savings and loan system. It was important 
the 

to base the affordability analysis on a positive real interest rate to reflect a financially sound 
housing policy. 

a 	 20-year amortization pei I, which is more or less standard in El 
Salvador for low-cost housing. 

* 	 5 percent downpayment, also standard. 

2. 	 Affordability in General
Table 11.8 presents affordable capital costs and monthly payments for housing
for 1985. The figures are broken down for households in the SSMA, otherurban areas, and rural areas and, eachwithin of these, by income quintile.Households in the middle quintile of the income distribution of the SSMA canafford a unit costing a maximum of t17,730 in 1983 prices. SSMA householdsin the next-to-lowest quintile of the income distribution can afford sheltersolutions costing no more than 09,400 on the average. The bottom 20 percent of SSMA households are able to afford a unit costing an average of¢3,220. Households in other urban areas, because of lower incomes overall,have a substantially lower capacity to pay than SSMA residents. The middlequintile of other urban households can afford units costing an average of09,840, about what SSMA households in the next lowest quintile afford.can

Households in the bottom 20 percent of the other urban income distribution can 	only afford a unit costing an average of €1,790, while households in the
quintile above have access to one costing t5,220. 

Rural capacity to pay for housing is very limited. Middle-quintile ruralhouseholds can 	 afford a unit costing a maximum of 04,280 on the average,less than half of what comparably situated non-SSMA urban households canafford. The bottom 20 percent of rural households can pay an average ofonly ¢580 for housing, while the next highest quintile of rural households can 
afford t2,040. 
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TABLE 11.8 

1985 AVERAGE AFFORDABLE CAPITAL AND PAYMENTSCOSTS MONTHLY 
(1983 Constant Colones)
 

Average AFfordable Capital Coast 1985
Income Quintiles 
 SSMA 
 Other Urban 
 Rural
 

lowest 1 
 3,220 
 1,790 
 580
2 9,400 
 5,220 2,050
3 17,730 
 9,840 4,280
4 38,360 
 25,940 14,100
highest 5 
 88,650 
 44,720 29,180
 

Average Affordable Monthly Payment 1985
 

Income Quintiles SSMA Other Urban Rural
 
lowest 1 40 22 

2 118 65 26 
7 

3 222 123 
 54
4 480 324 176highest 5 
 1,109 
 559 
 365
 

Note: 
 Figures are based on 15 percent interest, 20 year amortization period, and 5 percent down payment. See Chapter

II, Section C for percentages of' income spent on housing.
 

Source: PADCO Analysis
 

The heart of the affordability analysis appears Tablein 11.9. Here we present the maximum shelter 
of average 

design levels that are within the capacity to payhouseholds in each income quintile. The results are shown for thethree geographic regions. 

In Table 11.9 it is evident that at the moment, the minimum 6asic urbanhouse (€14,900) is not affordable to the bottom 40 percent of the incomedistribution in the SSMA or to the bottom 60 percent in other urban areas.Currently, the average household in the next-to-lowest quintile of the SSMAcannot even afford a party-walls unit (410,000). This household can purchase a floor-roof unit on a serviced lot, however. Inthe next-to-lowest quintile can afford up 
other urban areas,

to a serviced lot (€5,000), andthe middle quintile can afford a floor-roof unit (8,500). The bottom 20percent of urban households (SSMA or other cities) cannot at this pointafford any of the design levels we are evaluating unless they are alreadytugurlo dwellers, in which case they can afford an upgrading loan. 
Housing affordability may improve in the future if the national economybegins growing again in real terms. Assuming the rates of growth andimprovements in income distribution described in Section C.1 above, households in the lower 40 percent of the SSMA and lower 60 percent of otherurban income curves will be able to afford higher design levels starting as of
1990. 
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TABLE 11.9 

AFFORDABILITY OF SHELTER DESIGN LEVELS
 

Household 
 Shelter Design Levels Affordable Per Yearl
 
Income Quintilea 1985 1990 
 1995 2000 2005
 

SSMA 

lowest 1 - 1 2 2 2 
2 3 4 5 5 53 5 5 5 5 5 

highest 5 
4 5 5 5 5 55 5 
 5 5 
 5
 

Other Urban
 

lowest 1 - 1 1 2 22 2 2 3 3 4
3 3 4 5 5 54 5highest 5 5 5 

5 5 5 
5 

5 
55 


Rural
 

lowest 1 - -2 1 2 3 3 3
3 3 4 4 4 44 4highest 5 4 

4 
4 

4 
4 4 

4 4 
4
 

The numbers in the body of the table refer to the maximum design level
 
affordable to households earning the average income for each quintile
of the income distribution. The average affordable capital costs that
correspond to this table appear in Table 11.8. The design levels are as
follows (all costs in 1983 constant prices):
 

Urban
 

1. 	Upgrading loan plus value of existing minimal unit: 
 #2,900.

2. 	Serviced lot, no structure: 05,000.
3. 	Floor-roof ("piso-techo") unit on serviced lot: 
 8d8,500.
4. 
Party walls unit (same as No.3 with lateral shared walls):
 

010,000.
 
5. 	Minimum basic house: 
 014,900.
 

Rural
 

1. 	Floor-roof ("piso-techo") unit with latrine, 
not 	including

land: 01,600.


2. Upgrading loan plus value of existing minimal unit: 
 #2,200.
3. 	Communal infrastructure package or minimum basic house with
 
latrine: 03,000.


4. 	Minimum basic house with communal infrastructure: 05,500.
 

Source: PADCO Analysis
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By 1995, the minimum basic house could be affordable to average householdsin all but the bottom quintile of the SSMA and to the middle quintile ofother urban areas. In 10 years the floor-roof unit could become affordableto the next-to-lowest quintile of other urban areas, and the serviced lotcould be within the reach of the bottom 20 per !ent in the SSMA. 

Shelter affordability for rural households below the middle income level isquite limited. At the present time the average rural household in the bottom20 percent of the income distribution cannot afford evcn the cheapest sheltersolution (set Table 11.8). The next-to-lowest rural quintile can afford afloor-roof unit (€1,600) provided the household already owns land. Themiddle quintile of the rural income distribution is able to pay for a communalinfrastructure package a houseor minimum with a latrine (03,000). Ruralaffordability may also improve in the future if real GDP starts growing againand rural incomes gradually become a bit better distributed. However, eventhe least costly shelter solution in our analysis is likely to remain beyond thereach of the poorest 20 percent of rural households for the rest of this century. It appears that this group will require subsidies in order to obtain 
minimal shelter. 

The principal conclusion of the preceding analysis is that, even with marketinterest rates, adequate shelter is affordable to lower-income groups ifappropriate standards are applied. This means that housing programs can bemade financially self-supporting and replicable on a mass scale without sub
sidies. 

3. Affordability of Particular Groups 

Low-Income Urban Dwellers
Table 11.10 presents affordability data for residents of tugurios,mesones, and colonias ilegales. The income figures are taken from the recentlow-cost housing demand study carried out for the Vice-Ministry of Housingand Urban Development 15 figures that. The indicate the median householdresiding in a tugurio or a meson in SSMA canthe afford monthly paymentsfor housing of over 0110 per month. meano half theseThis that of households can pay for a floor-roof ("piso-techo"') unit costing 08,500. Most ofthe other half can probably afford a serviced lot or an upgrading loan. Theincomes of tugurio and meson households in other principal urban centers
enable median monthly payments of 070 to ¢110, allowing about half toafford serviced lots and most of the rest to afford an upgrading loan.Households living in colonias ilegales in the SSMA slightlyearn higher incomes than residents of the other two housing types. About half of this groupcan afford a party walls unit (010,000); a majority of the rest can pay fora serviced lot or a floor-roof unit. Colonia ilepal dwellers in the other 

1 5 Parra-Meyers Asociados, Inc., op cit. The household income estimates inthis study are consistent with those obtained by the Vivienda Popular Urbana
 
study of 1976.
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principal cities appear to have about the some median incomes as residents 
of mesones. 

Agrarian Reform Beneficiaries 
Median incomes a-id affordable housing payments for rural families who are
affected by the agrarian reform also appear in Table 11.10. The income datafor Phase I beneficiaries are taken from the Ohio State University study men
tioned earlier 16 . Households potentially affected by Phase I are estimated 
have 1985 median incomes (in 1983 prices) of around 04,000 per year. 

to
Inprinciple, this would enable half the households to afford monthly housing

payments of at least ¢68, enough to purchase a minimum basic rural house
with communal services. Most of the other half of Phase I households couldprobably afford a partial shelter solution of some sort (a minimal house with 
a latrine, a floor-roof unit, or an infrastructure package) or an upgrading 
loan. 

Phase III beneficiaries are considerably poorer, on average, than Phase I
families. Median Phase III household income in 1985 (1983 value) is estimated to be between 01,700 and 01,900 per year. This would enable about
half the households to afford either a communal infrastructure package or a
minimum rural house vith a latrine. Most of the other half could probably
afford a floor-roof unit or an upgrading loan. 

The affordability estimates for rural families must be interpreted cautiously.
While total income over the whole year may be high enough to indicate
capacity to pay for housing, monthly income may vary muchso that regularmonthly payments are impossible. Most rural families in El Salvado- do not 
earn steady incomes because they are subject to the harvest cycle, cither assmall cultivators or as laborers, or both. It is estimated, in fact, that bet
ween one-quarter and one-third of agricultural workers migrate every year,
often with their families, in search of harvest-time employment (mainly on 
coffee farms). 

1 6 Linda K. Wright-Romero et al., op cit. 
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TABLE 11.10 
HOUSING AFFORDABILITY OF PARTICULAR LOW-INCOME GROUPS
 

(1983 Colones)
 

Tugugin Households2
MA5,326 

1985 Median Annual 
Household Income 

Affordablel 
Capital Cost 

8,773 

Median 
Monthly Payment 

111 
Santa Ana 
Sonsonate 
San Miguel 

910 
3,518 
3,346 

1,519 
5,794 
5,511 

19 
73 
70 

Meson Households2 
SSMA 
Santa Ana 
Sonsonate 
San Miguel 

5,904 
5,400 
4,305 
5,277 

9,725 
8,894 
7,091 
8,692 

123 
112 
90 

110 
Colonia Ilegal Households2


SSMA 
 7,036 
 11,589 
 147
Santa Ana 
 4,182 
 6,889
Sonaunate 87
5,818 
 9,583
San Miguel 121
5,018 
 8,266 
 105
 

Phase ):AgariQn Reform
 
Beneficiaries-


Potential Beneficiaries 
 4,096 
 6,747 
 68
Other Farm Families 
 1,920 
 3,163 
 32
Farm Families with
Off-Farm Employment 5,774 
 9,511 
 96
 

Phase III Agrgrian Reform
Beneficiaries' 
 1,721 
 2,835 
 36
 

1 
 At 5 percent down, 15 percent interest, and 20-year amortization.
 

Sources:
 
2 Parra-Mayers Asociados, Demands Efectiva Para Vivienda de B.oCosto..
 

April 1985. 

_ t 

3 
 Wright-Romero, et al., Ohio State University, 1981.
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D. COSTS OF MEETING HOUSING NEEDS 

The final step in this analysis is the estimation of the cost of meeting the housingneeds outlined in Table 11.6. Total housing investment is based on providing eachhousehold with a minimally adequate unit. ourIn calculations, households are assignedthe following shelter solutions based on their ability to pay: for urban areas, theminimum basic house (€14,900), the serviced lot (¢5,000), or the upgrade (t2,900including the existing dwelling); for rural areas, the minimum basic house with communal services (15,500), the basic house with latrine or communal infrastructure
package (t3,000), or the floor-roof unit with latrine (*1,600)17. The highest-costof the three urban and rural units is considered to be the minimum unit that could be 
supplied by the private sector. 

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

* The aggregate amount households can afford to pay for the design level units 
allocated to them.
 

0 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.
 

All households not able to afford a minimum basic house with services are identified as belonging to a "target group" for public housing policy. The target group may bethought of as eligible for a range or publicly supported housing programs and/orpotential beneficiaries of 
as 

new policies to increase the affordability of private
housing. 

Table 11.11 presents the number of households obtaining new housing at each fiveyear interval and the proportion falling into the target group and requiring subsidies.
Nationally, 
 over three quarters of all households needing new housing in 1990 are inthe target group. The proportion of households in the target group declines in future years because of rising real incomes (as we have assumed throughout this analysis),but remains over 50 percent through 2005. In 1990 about one third of all householdsneed subsidies in order to obtain a minimally acceptable shelter solution; however,the number of subsidized households declines rapidly both in absolute terms and as a
fraction of the total. 

The SSMA has the smallest proportion of households in the target group because ofits high average income levels relative to the rest of the country. About two-thirds
of SSMA households needing housing in 1990 cannot afford a basiominimum housewith services, but this fraction drops to around 40 percent in succeeding years. Onlyabout 5,000 households in the SSMA require subsidies in 1990; none require subsidies 
after that. 

17See Reference No. 1 at the end of this chapter. 
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TABLE II.11
 

HOUSEHOLDS REQUIRING NEW HOUSING
AND PORTION IN PUBLIC POLICY TARGET GROUP
 
(Thousands of Households)
 

1990 1995 2000 
 2005
 

NATIONAL
 

Total households 
 73.95 90.73
Number in target groupl 99.96 118.10
57.62 
 56.51 59.70 65.55
(Percent of total) 
 <77.9> <62.3> 
 <59.7> 
 <55.5>
Number needing subaidy 
 24.55 17.88 
 6.27 7.48
(Percent of total) 
 <33.2> 
 <19.7> 
 <6.3> <6.3>
 

SSMA 

Total households 
 23.31 
 28.20 30.74 37.71
Number in target groupl 
 15.56 12.36
(Percent of total) 12.87 14.26

<66.8> <43.8> 
 <41.9> <37.8>
Number needing subsidy 
 4.98  _
(Percent of total) 
 <21.4>  - -


OTHER URBAN
 

Total households 
 21.31 26.41 
 30.15
Number in target groupl 35.30
17.91 17.28 18.78
(Percent of total) 20.84
<84.0> <65.4> 
 <62.3> <59.0>
Number needing subsidy 4.44 3.17 
 _
(Percent of total) 
 <14.9> <16.8>  _
 

RURAL
 

Total households 
 29.33 
 36.12 39.07
Number in target groupi 45.09

24.15 
 26.87
(Percent of total) 28.05 30.45
<82.3> 
 <74.4> 
 <71.8> <67.5>
Number needing subsidy 
 16.40 
 13.43
(Percent of total) 6.27 7.48


<55.9> 
 <37.2> <16.0> 
 <16.6>
 

1 
 The target group consists of households that cannot afford a minimum
basic house (014,900 urban and 05,500 rural). These households may be
considered (1) candidates for a range of publicly-supported housing
programa and/or (2) beneficiaries of new housing policies to increase
private housing affordability.
 

Source: PADCO Analysis
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The great majority of households needing housing in other urban areas will fall intothe target group (84 percent in 1990). The target group will remain a majority forother urban areas over the next 20 years. On the other hand, if incomes rise in real 
terms, subsidy requirements will be minimal. 

Over 80 percent of rural households needing housing in 1990 are in the target group,and about two-thirds will remain unable to afford a minimum basic house with services by the year 2005. Subsidy requirements will decline as incomes rise, but somesubsidy will be required to enable all rural housing needs to be met over the next 20 
years. 

Total investment requirements for meeting minimum urban and rural housing needs 
appear in Table 11.12. Total national investment is about 717 million in 1990 andincreases rapidly to €1 ,897 million by 2005 (1983 constant prices). Investment in theSSMA consistently remains over half of total investment over the 20-year-forecast
period, owing mainly to the high proportion of non-target group households there withhigh effective demand. Housing investment for other urban areas is about one quarterof the national total in 1990 and increases its share slightly over the next 20 years.Rural housing investment requirements are less than one-fifth of totalthe in 1990
and about 17 percent in 2005. 

Table II. 12 reinforces the conclusion that with appropriate standards and rigorous costrecovery, housing needs in El Salvador can be met with minimal subsidies. Thehousing affordability and investment estimates presented here are all based, shoulditbe remembered, on "market" interest rates. Households will invest substantial portionsof their incomes and also draw down on savings if they are given the opportunity to
obtain adxquate shelter with secure tenure. 

The "formal" sector of the Salvadoran housing industry invested an average of t323.5
million per year (in 1983 prices) over the 1978-82 period 1 8 . This 
 is about 55 percentof the investment required to meet minimum urban housing needs in to1990 accordingTable 11.12. Considering that a large portion of annual housing construction is unlicensed or financed outside of the formal sector, these figures suggest that the total
amount being invested currently in housing (formal and informal) is not far from what
is required to meet housing needs, 
 at least in urban areas. The main problem then,does not appear to be the total cost of meeting housing needs. Rather, . principal
challenges are enabling the formal finance system to capture a greater amount ofsavings and to direct these funds toward more affordable shelter solutions through
mechanisms that reach lower-income groups. 

Growth in overall savings depends on a) growth of GDP, for which prospects arelimited in the short run, and b) increase in the propensity to save, which is a function of society's confidence in the finance system. The data in Appendix Table A.3 
suggest that the trend of the latter is positive. 

18 The "formal" housing sector includes the savings and loan system, FSV,IVU, 

and INPEP.
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TABLE 11.12
 

INVESTMENT REQUIRED TO MEET MINIMUM HOUSING NEEDS
 
(Millions of 1983 Colones)
 

1990 1995 
 2000 2005
 

NATIONAL
 

I
Non-target group
 545.32 951.99 1,203.11 1,697.82
Target Group Investment 2 
 147.58 148.88 165.90 
 189.32
Subsidy Required for Target Group 8.60
24.32 12.04 
 65
Total Hou3ing Investment 
 717.22 1,112.91 1,377.61 1,896.79
 

SSMA
 
I
Non-target group
 349.90 570.73 
 685.44 969.73
Target Group Investment 2 


55.12 43.32 45.86 
 52.83
Subsidy Required for Target Group 
 4.21  -Total Housing Investment 
 409.23 614.05 731.30 
 1,022.56
 

OTHER URBAN
 
1
Non-target group
 114.01 246.09 333.73 
 471.95
Target Group Investment 2 


55.80 56.94 
 66.19 76.47
Subsidy Required for Target Group 
 6.02 1.76 
 -
Total Housing Investment 
 175.83 304.79 
 399.92 548.42
 

RURAL
 
I
Non-target group
 81.41 135.17 183.94 
 256.14
Target Group Investment 2 


36.66 48.62 
 53.85 60.02
Subsidy Required for Target Group 
 14.09 10.28 8.60 
 9.65
Total Housing Investment 
 132.16 194.07 
 246.39 325.81
 

1 Investment by households that can afford minimum basic houses (014p900 for
urban areas and 05,500 for rural areas). Non-target group investment includes investment beyond the cost of a minimum basic house by households that
 
can afford more EhaFthis cost.
 

Table II.11 
ment is investment by households up to the design level they have been allocated. It does not Include investment beyond this level by target group 

2 Soe for the definition of the target group. Target group invest

households that can afford more than the design cost.
 

Source: PADCO Analysis
 

http:1,022.56
http:1,896.79
http:1,377.61
http:1,112.91
http:1,697.82
http:1,203.11
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Capturing a greater of savingsamount for housing essentially means strengthening the
Savings and Loan System, which is the only housing institution in El Salvador thatcompetes for savings in the financial market. As shown in Chapter I, the S&Ls have,in the last six years, lost a significant share of the savings market to the commercial
banks. The banks have successfully penetrated the regular savings market, which was 
once almost the exclusive province of the S&Ls. Part of the reason is that the slightinterest rate advantage enjoyed in 1978 by S&L savings deposits disappeared by 1982.At the same time, the public image of SINAP suffered due to the failure since the1980 nationalization to find buyers for its nongovernment stock (see Chapter III), andthe worsening of the crisis of the unsold housing inventory (see Chapters Ill and IV).This has led savers, given equal interest rates, to choose the banks over the S&Ls,with the number of savers in SINAP actually declining in 1983. A comprehensive
approach to improving the S&Ls' competitiveness would include steps resolve theirlegal, managerial, and financial problems along w'th a precise market 

to 
study to determine SINAP's comparative advantage in terms of savers. There is no reason to

believe that direction of. greater numbers of S&L loans toward lowe'-income groupswould create resistance from medium- or upper-income depositors, as long as thelatter obtain adequate financial returns, inasmuch as the principal motivating factor 
for saving is not obtaining a loan. 

The Social Housing Fund (FSV) does not capture savings; rather, it depends mainly on
obligatory contributions from employers and employees. However, to the ext:?nt thatFSV does not depend on direct public treasury transfers (as does IVU), it is worth
considering its potential for mobilizing more resources for housing. Contributions
stagnated in recent years due to 

have 
the general economic crisis; thus FSV's potential forgrowth will be limited for the time being. However, FSV has much potential forborrowing and mixing these market funds itswith own resources, if only it would

moderately increase its lending rates (see Chapter 11). 

Two caveats should be considered in relation to fulfilling housing needs. First, evenif the shelter finance system is reoriented and strengthened, lending and productionrates are increased, standards are lowered, and real cost recovery is implemented, itis unclear whether enough infrastructure capacity exists or can be built to support amassive program to meet housing needs. Simply as a benchmark for gauging themagnitude of the infrastructure challenge, we have made very crude estimates of the
annual investment required to meet water and sanitation needs in 1990. Using deficitestimates from the data in Table 11.3 plus the projections of future new liouseholds inTable 11.6, it is estimated that meeting needs for supplywater will mean serving
approximately 26,000 urban households and 20,000 rural households in 1990 (annualcontribution to eliminating the 1985 deficit plus householdsnew in that year).Similarly, meeting needs for sanitation will mean serving about 23,000 andurban
22,000 rural households in 1990. By contrast, annual ANDA water connections
averaged around 9,600 over the 1975-82 period, and average annual sewer connections were about 7,600 (Source: ANDA Statistical Bulletin 1982). 
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Cost estimates are based on very rough international standards taken from World Bank19documents. In the case of water supply in urban areas, we have used US$540 perhousehold for individual dwelling connections and US$180 per household for publicstandpipes. The figures for rural areas are US$855 per household for individualdwelling connections and US$228 per household for standpipes. Sanitation is markedby the high cost of conventional water-borne sewerage or conventional septic tanks,which is roughly US$1,500 per household. Low-cost septic tanks or c,,,mposting toilets 
cost around US$300 per household. 

The shove data yield the following annual investment costs for meeting El Salvador's 
water supply and sanitation needs in 1990: 

ANNUAL COST OF MEETING WATER SUPPLY 
AND SANITATION NEEDS IN 1990
 
(Millions of 1983 Colones)
 

Urban Rural Total
 
Water Supply


Individual House Connections 35.0 42.8 77.8
Standpipes 
 11.8 11.5 23.3
 

Sanitation
 
Conventional Sewerage/Septic Tanks 86.2 -- 102.7"

Low-Cost Septic Tanka/Composting


Toilets 
 17.2 16.5 33.7
 
* High-standard sanitation was not applied to rural areas (0102.7 86.2 + 16.5)
 

Source: PADCO estimates
 

Th2 above estimates 
the last five years: 

should be compared with annual physical investment by ANDA in 

ANDA Physical Investment 
(millions of current 

colones) 

1979 

43.7 

19R0 

31.6 

1981 

25.2 

1982 

25.0 

1983 

13.4 

Source: MIPLAN 

19 World Bank, Water Supply and Waste Disposal, Poverty and Basic Needs Series,September 1980, p.16; and John M.Kalbermatten et.al. , Appropriate Technologyfor Water Supply and Sanitation, A Summary of Technical and Economic Options,
World Bank, December 1980, p.15. 
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Even at its peak in 1979, ANDA investment was insufficient to cover 1990 urbanwater and sanitation needs at high conventional standards. The 1983 investment level
of 4¢13.4 million barely covers the estimated cost of supplying urban water needsexclusively through standpipes (not to mention urban sanitation Evenneeds). allowingfor 	 wide margins of error in the cost estimates, there is clearly a substantial
investment gap in the water and sanitation sector. Moreover, the gap could widen
substantially beyond 1990, since larger numbers of new households are projected infuture years (see Table 11.6). Future choice of standards for delivery of urban ser
vices will have a strong impact on the degree to which needs are met. 

It is imperative to examine the capacity of the infrast .nture delivery system to meet
future needs for potable water, electricity, sanitation, solid waste disposal, and com
munity services. Improvements in infrastructure delivery must go hand-in-hand with 
changes in the housing sector. 

As for the second caveat, there is no reason why the majority of future housing
construction should be carried out by public institutions. Private sector buildersshould be encouraged to participate in the provision of minimum basic houses and 
even "progressive" solutions such as floor-roof units, sites and services, orinfrastructure packages. Considering the record IVU directtrack of in construction,
it is doubtful that housing needs can be met without the participati3n of the private
sector. Among the measures for promoting greater private sector involvement in 
housing are: 

0 	 Have IVU contract out construction of its projects to private builders; 
a 	 Reduce regulatory bottlenecks for building permit approval (see Chapter IV).

Provide accelerated approvals for low-cost shelter projects; 
* 	 Strengthen public confidence in and competitiveness of SINAP so it can chan

nel more resources to private construction;
 
a Adequately balance SINAP's supply 
 and demand financing, not allowing the

latter to lag (as in recent years). Require SINAP finance demand ofto 	 more 
low-cost units (see Chapter III); 

* 	 Implement "regularization" of tenure and provide infrastructure improvements
in informal settlements to encourage private investment in housing upgrading. 

On 	 the whole, the formal housing sector in El Salvador has not produced low-cost
shelter solutions of the kind used in this analysis. Output and finacing focus onfinished dwelling units costing a minimum of around 020,000 through the private sec
tor and (t15 ,000 through the public sector. If average unit price could be lowered
substantially, especially for shelter solutions produced and financed through publicinstitutions like FSV and IVU, available investment resources could reach a far 
greater number of households. 
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Even with a housing program that emphasizes low-costto "houses") the total "shelter solutions" (as opposedinvestment requirements are considerably abovefinanced currently through what is beinghousing institutions. What wouldrequirements be if housing investmentonly finished dwellings continued to be offered? Tablesents estimates of housing 11.13 preinvestment assumingavailable that the lowest-priced urbancosts t14,900 and the lowest-priced rural unit 
unit 

household is to be supplied with one 
t5,500; that is, that everyof these units.1990 would be Total investment requirements fort1,145 millon, 60 percent higher than the baselinetional 0428 million per year. This 

case, or an addiincrement alone exceeds currentannual housing investment. addition, the 
formal sectorIn subsidy requirementsprogram are enormous. Because for this housingso many households in El Salvador simply cannotafford minimum basic houses of 014,900 (urban)necessary for the government 

or 45,500 (rural), it would beto pay around 
year from 1990 to 2005 

0280 million in outright subsidies everyin order to provide this level of housing to all households. 

TABLE 11.13
 

COMPARISON OF TOTAL HOUSING INVESTMENT
AND SUBSIDY REQUIREMENTS UNDER DIFFERENT ASSUMPTIONS
 
(Millions of 1983 Colones)
 

Total Annual Investment Required
to Meet Minimum Housing Needs 

1990 2005
 
Amount 
 Index 
 Amount 
 Index


Baseline Scenario 
 717.22 
 100 
 1,896.79 
 100
 

Lowest-Priced Solution
 
€14,900 
 1,144.61 
 160 
 2,353.87 
 124
 

Annual Subsidy Requirements
 

1990 
 2005
Amount 
 Index 
 Amount 
 Index
Baseline Scenario 
 24.32 
 100 
 9.65 
 100
 

Lowest-Priced Solution
 
014,900 
 279.81 
 1,150 
 278.44 
 2,885
 

Source: PADCO Analysis
 

http:2,353.87
http:1,144.61
http:1,896.79
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1. The Housing Needs Assessment Model employs a number of assumptions to allocate
units to households as a basis for estimating housing in,,astment costs. The firstis that new households and households occupying units scheduled for replacement
due to obsolesceJoe are distributed evenly among income quintiles. Second, theModel 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 households could be considered 1) candidates for a range ofpublicly supported housing programs and/or 2) potential beneficiaries of newhousing 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 Ilocates the lower-cost units (e.g. the serviced lot, the floor-roof unit, etc.) evenly among income quintiles in the targetgrt,up. Thus Also, some urban households able to afford a serviced lot are
assigned an upgrade, some households unable to afford any solution are assignedan upgrade or a serviced lot. Finally, all households not in the target group are
assigned a minimum basic house with services. 



CHAPTER III
 

INSTITUTIONAL STRUCTURE, FINANCES AND CAPACITY
 

The framework of institutions operating in the housing sector in El Salvador as itexists today has been in place for over ten years. With the exception of the 1980nationalization of the Financiera Nacional de la Vivienda (FNV) and the savings andloan system (SINAP), that framework has remained basically the same during the last 
decade.
 

Largely in connection with various projects supported by international organizations,considerable analysis of both public and private sector institutions involved in housinghas taken place in recent years. A review of these analyses shows that the following
issues have been consistently raised: 

0 The fundamental lack of sectoral planning at the national and local levels,and the corresponding failure to coordinate the efforts of those institutions 
active in housing; 

* Severe inadequacies within the institutions themselves, hindering production 
and resulting in an inefficient use of scarce financial resources.
 

institutionally, the housing 
 gector is dominated by the public sector (with privatesector participation limited to building contractors and the FUNDASAL). Because oftheir difficulties, the public sector housing institutions do not enjoy a good publicimage and, in general, the morale of their employees tends beto low. 
Table 111.1 presents the number of housing units financed by the sector's majorinstitutions during the period of 1950 thrcugh 1983. 

The existing institutional infrastructure, despite its difficulties, and aside from theserious economic constraints posed by the armed conflict, has the capacity to producea considerably greater number of housing units than it has in recent years. Theinstitutional constraints to achieving greater housing output are discussed herein. 

A. MINISTRY OF PUBLIC WORKS 

The Ministry of Public Works (MOP) consists of two branches, the Vice-Ministry ofHousing and Urban Development (VMVDU) and the Vice-Ministry of Public Works(VMOP). The organizational structure of the MOP implies that twothese vice-ministries control important institutional, material and human resources. In reality, theVMOP is. easily the stronger of the two branches. 
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TABLE III.1
 

HOUSING UNITS FINANCED BY INSTITUTION
 

INSTITUTION 


IVU (1950-1983)

SINAP (1965-1983) 

FUNDASAL (1969-1983)** 
INPEP (1978-1983)
FSV (1973-1983) 


BCO. HIPOTECARIO 
(1954-1983)
SINAP's unsold units 


TOTAL 


CONSTRUCTION FINANCING 
 PURCHASE FINANCING
No. of Units 


29,817* 

73,317 

5,465* 

1,395O4,020 


131,833 


* Institutions provide both the construction and long term financing on these units,
 

thus figures are identical.
 

FUNDASAL's own data give the total as 7,400; see Section E of this chapter.
 

Source: CASALCO
 

1. Vice-Ministry of Housing and Urban DevelopmentResponsibility for the overall management and coordination of a group ofhousing sector institutions is officially vested in the Vice-Ministry of Housingand Urban Development (VMVDU). It was established in 1979 as a dependency of the Ministry of Public Works. The Ministry of Planning (MIPLAN)provides the VMVDU with guidelines for inter-ministerial andcoordination
macroeconomic considerations.
 
The responsibilities attributed to 
 the VMVDU under the decrees that establish 
it include the following: 
* Plan and coordinate the activities of the housing and urban development

sectors through the country 
o As administrative entity for housing

national policy in these areas, while 
state entities involved in execution of 
sector actors in these sectors 

* Facilitate both 

Percent 
 No. of Unite 
 Percent
 

22.6 29,817* 22.6
55.6 19,782 J5.0
 
4.1 5,465* 4.1 
1.1 31,470 23.9
3.1
 

16.6 21,839 16.5
 
11,89 
 14.8 

100.0 131,833 100.0
 

and urban. development, direct 
managing the activities of those 

this policy, as well as private 

public and private sector planning and inter- institutional 
coordination 

* Define objectives and provide basic lines of action corresponding to themagnitude and social repercussions of the problem 
o Outline decisionmaking criteria for both public and private sector action 

in housing and urban development 



67 

0 

Specific functions assigned to the VMVDU include the following:
 
Establish short-, 
 medium-, and long-term planning and programming processes for the housing and urban development secto,-s in accordance with
the global guidelines of MIPLAN 

* 	 Identify potential or unexecuted programs and projects for public sectorinstitutions (MOP, FSV, IVU, DUA, ANDA, ANTEL, DIDECO, etc.)

* 
 Identify potential or unexecuted programs and projects among privatesector institutions such as CASALCO, savings and loan associations, and 

trade unions 
a 	 Identify the obstacles (financial, legal, fiscal, labor, etc.) to carrying

out 	 the referenced programs and projects 
* 	 Identify and obtain sources of financing appropriate to sectoral needs 
* 	 Implement projects and allocate resources in accordance with defined 

priorities 
Outline, articulate and execute the overall plan for housing and urban 
development 

In short, this Vice-Ministry's basic functions include everything related tothe 	 orientation, regulation, and coordination of housing and 	 urban development Li El Salvador, in order to deal with short-, medium-, and long-term
needs. 

In. practice, the Vice-Ministry's role littlebears resemblance to theseemingly far-reaching responsibilities assigned to it. As a dependency ofMOP, the VMVDU has no independent budget. Its real ability to direct orinfluence the activities of institutions operating within the sector is negligible since the Vice-Ministry has 	 no direct say in the selection of thoseinstitutions' administrative personnel, or in their operations. 

a. 	 Personnel and Functions
Since June 1979 the organizational structure of the Vice-Ministry hasbeen changed several times. Presently there are 	 about thirty personsemployed by the VMVDU. The personnel functions are 	 in the process ofbeing restructured. Consequently, there is no organizational chart atthis time. The employees are assigned as follows: 
* 	 Habitat Project--United Nations Development Programme (UNDP):Eight persons are involved in the preparation of a three-year projectthrough which the Vice-Ministry would receive technical support forconducting a national study of housing and urban development; preparation of a national development plan for 	 these sectors; application of technological innovations thein areas of housing and urbandevelopment; a ofreview existing laws affecting these sectors; and 

a study of the Vice-Ministry's personnel. 
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The project was apparently on the verge of approval when a reviewof the proposed agreement was ordered 	 Mayfollowing the elections.At the time of this study, representatives of the Vice-Ministryappeared confident that agreement bean would signed in the near 
future with UNDP. 

* 	 Urban Housing: This section has six 	 employees who have been involved in development of the program to upgrade marginal commun
ities. 

a 	 Rural Housing: Theoretically, one 	 person is assigned to this section.
Actually the VMVDU is not involved in rural housing, and thisemployee is also working with the Urban Housing section theon com
munity upgrading projects.
 

0 Financial Management: With no budget of its own 
 to manage, thissection's five employees are 	involved in monitoring and coordinatingthe 	activities of public sector institutions functioning in the sectors
of housing and urban development. 

a 	 Special Projects: The four persons in this section are generallyinvolved in executing emergency housing projects (e.g., cases ofnatural d'saster requiring relocation). Presently they alsoinvolved in preparation of projects upgrading 
are 

the for of marginal
communities. 

* 	 Support Staff: Six persons are inemployed this capacity. 

b. 	 Contemplated Changes
The new organizational structure contemplated for 	 the VMVDU wouldconsist of two basic sections, one for HousingDevelopment. Within the Housing 	

and the other for Urban
Section there be anwould both Urbanand Rural division. Additionally, within the VMVDU there would be anoffice for support of the Habitat project, as well as a Financial Office. 

The fundamental problem confronting the VMVDU has 	little to do with itsown personnel chart, but rather, its 	 place in the structure of theGOES. The VMVDU lacks the power to carry out its mandate, as statedpreviously, for oflack budgetary influence or administrative control.has 	 little ability to enforce policy in the 	
It 

very sectors it theoretically 
oversees. 

The VMVDU's policymaking authority appears to be weakened by the presence of the Housing Sector Office in the Ministry of Planning. Whilethis unit has 	no direct official responsibilities within the housing sector,its existence within the MIPLAN further dilutes the VMVDU's effectiveness. Because of MIPLAN's importance in overall GOES policymaking, anumber of the institutions acting in the housing sector communicate primarily with that onoffice policy matters, rather with thethan VMVDU. 
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This is a clear example of the lack of overall planning and coordination
of efforts that has been affecting El Salvador's shelter sector for sometime. In order to eliminate this overlap of responsibilities, the possibilityof merging the VMVDU with MIPLAN's Housing Sector Office should beconsidered. At the very least, this would allow the new unit to be theonly voice on policy matters concerning housing and urban development. 

The policymaking and institutional coordination functions thefor housingand urban development sectors must be clarified. Since the VMVDUtheoretically has these responsibilities but has been unable to effectivelyexecute them, it is recommended that its assigned role thein MOP andGOES overall be reevaluated. The planned UNDP technical assistanceproject within the VMVDU appears to offer the opportunity for justan evaluation. The goals of the project appear 
such 

to support USAID's overall efforts in the shelter sector. Given the level of USAID commitmentto housing and urban development in El Salvador, it would be advisablefor the Mission to achieve a high a level of cooperation with UNDP in
working with VMVDU. 

2. Vice-Ministry of Public WorksIn contrast to the VMVDU, the other branch of the MOP, the Vice-Ministry
of Public Works (VMOP), serves as the real project execution arm ofMinistry. The fact that it employs about 97 percent 

the 
of the MOP's entirepersonnel is clearly indicative of its importance within Ministry'sthe overalloperations compared to the VMVDU, The distinction in the relative importance of the two Vice-Ministries is further reflected by the most recentorganizational chart of the MOP, dated June 1982. The Planning Departmentof the MOP, which is listed as a direct dependency of the Minister's office,shows a direct connection to the office of the Vice-Minister of PublicWorks, but no such connection with the office of the Vice-Minister of 

Housing and Urban Development. 

The principal departments of the VMOP and their respective staffing levels are shown in Appendix Table A. 17. 

B. SAVINGS AND LOAN SYSTEM 

El Salvador's Savings and Loan System (SINAP) was authorized in 1963 and today hasgrown to include eight member saving5 and loan associations (S&Ls) and a centralagency, the Financiera Nacional de la Vivienda (FNV). In 1980, the SINAP wasnationalized, making the BCR the principal shareholder in the System. 

1. Financiera Nacional de la Vivienda
The FNV was established in 1963 as the regulatory agency for the Savingsand Loan System. Tne FNV establishes lending terms and conditions for theeight S&Ls, insures savings and mortgages, and performs audits of theseinstitutions. The FNV reviews all requests for project financing received bythe S&Ls and, if approved, monitors the. progress of construction to ensure 
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that work keeps pace with loan disbursements. The 	 FNV serves as the inter
mediary for any foreign loans to the SINAP. 

The Financiera's founding decree states that its purpose is "to contribute toresolution of the housing problem for the greatest possible number of lowand middle-income families". Toward this end, the FNVresources through 	 is to channelthe S&Ls for home purchase, construction, repair, orimprovement, and development and 	 renovation of urban areas for the 	purpose
of executing housing projects. 

Sources of funds for 	 the Financiera include allocations from the GOES, salesof National Housing Bonds, deposits by the S&Ls, and foreign and domestic 
loans. 

a. 	 Personnel and Functions
The Financiera is in the process of producing a new organizational chart;Figure III.1 is an approximation of the FNV's current structure. The FNVemploys approximately 110 persons thein following capacities:
 
0 Board of Directors: The 
 FNV Board has a total of 12 members plusthe President of the Financiera. Two persons from each of thefollowing institutions serve on the Board: MIPLAN, MOP, Ministryof Economy, SINAP, Association of Architects and Engineers, andCASALCO. Presently, the FNV's External Auditor is responsible

directly to ofthe Board Directors.
 
The Board determines 
 the 	FNV's credit policy vis-a-vis the S&Ls. Ithas the authority to issue National Housing Bonds (approximately61 million worth of bonds has been bought by ISSS and BCR out of€100 million issued in 1981; marketing has been suspended due to thelack of demand for the instrument); to make recommendations to theJunta Monetaria regarding reserve requirements, fees, and depository and lending rates to be charged by the S&Ls; and to makerecommendations to the appropriate GOES representatives concerninglegislative changes affecting the 	SINAP. 

0 	 FNV P!residency: The President of the Financiera is appointed by thePresident of the Republic. The President is the legal representativeof the FNV ond presides over meetings of the Board of Directors.Attached to the office of the President are 	 three advisory units:Financial Advisory (four employees), Legal Advisory (fouremployees), and Technicala Advisory (three employees). Theseadvisories operate in coordination with the FNV's various departments with whom their activities most directly correspond. 

* 	 Manager: The 	office of the manager consists of the Manager himselfand 	 a secretary. Attached to this office is an accountant who ser
ves as internal auditor. 

0 Assistant Manager: Below the Office of the 	 Manager is that of theAssistant Manager, as well as six departments through which opera
tions are administered. 
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Administrative Department: The Assistant Manager administersalso
this, the FNV's largest department. Forty-five persons are employed
in carrying out various support functions. 

Marketing Department: The three persons employed in this area review the sales and promotional methods proposed in housing projectssubmitted to the S&Ls for construction financing. This department
maintains information on the location, quantity, and type of housingunits coming on the market so as to coordinate the efforts ofS&Ls among themselves, while balancing 

the 
the production of the entire

SINAP with other actors in the shelter sector. A thorough analysis
of the capabilities and methods of this unit was not possible duetime limitations. However, its function 

to 
is clearly a critical one,given the importance of the SINAP in the overall housing market andthe role of the S&Ls in the problem of "unsold inventories" (see

Chapter IV). 

0 Project Analysis Department: This unit with ten employees handles 
the key function of evaluating the technical and cost feasibility ofprojects submitted to the S&Ls by developers. Per unit values are
appraised according to the building specifications, budget, and input
from the Marketing Department. 

0 Work Supervision Department: If both Marketing and Project Analysisdeem a project feasible, and the Board of Directors authorizes
funding by the S&L, it becomes the responsibility of this department(with eight employees) to supervise construction progress. Theirbasic responsibility is to verify that the level of funds disburseddoes not exceed the value of wL: C completed and materials stored. 

0 Accounting Department: This department, with five employees, issubdivided into two units: Budgetary Accounting and Capital Ac
countipg. 

* Technical/Financial Department: This department, with seven
employees, has technical thata section compiles and presents allstatistical data to FNV management, along with a Financial sectionresponsible for FNV cash management and loans to S&Ls. 

a S&L Supervision Department: This unit has 12 employees, eight of
whom are assigned to each one of the S&L associations. Those eightemployees spend nearly all their time in the offices of the association to which they are assigned, reporting back to the FNVseveral times weekly. FNV'sThe supervisory respoiisibilities include
annual audits of the S&Ls as well as day-to-day supervision of their 
activities. 
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In the case of the actual insolvency of an association, the Financiera
would assume immediate control and management of that institution,until its activities could be transferred to one 	 or more of the otherS&Ls. This has not been necessary in the SINAP's 20-year history. 

In the event of violation of a law or SINAP regulation, the FNV advises
the institution in question of the infraction in writing, specifying theperiod of time during which the infraction must be rectified. If the S&Lfails or refuses to act, the FNV has a number of punitive powersincluding imposition of fines, suspension or replacement of personnel,
and dissolution of the association. 

b. 	 FNV services to the S&Ls

The Financiera 
 insures all savings accounts of the SINAP's eight-memberinstitutions up to a limit of 4t12,000 ($4,800) in return for a premium.
The FNV provides short-term loans to S&Ls experiencing temporaryliquidity shortages. The Financiera also insures mortgage loans on behalfof the lending S&L in return for a premium. This same service isavailable to other financial inistitutions operating under the supervision of
the Superintendent of Banks. 

The Financiera has 	 the capacity to purchase and resell these inst:,red
mortgages as a means of generating additional resources for investmentin housing. There has been no direct, open trading of mortgage instruments by the FNV in El Salvador due to the absence of a resale orsecondary market. The FNV has 	 sold National Housing Bonds (BonosNacionales de Vivienda), backed by insured mortgages originated in theSINAP, to the Salvadoran Social Security Fund (CSSS). Another
domestic source of funds channeled to the S&Ls via the FNV has 	 beenthe 	 Central Reserve Bank (BCR). The BCR has provided funds to theFNV on a short-term basis (up to one year) via a Contingency Line of 
Credit. 

External funding sources for the FNV and SINAP have included the BCIE(Central American Bank for Economic Integration), the FIV (Venezuelan
Investment Fund), and AID. 

2. 	 Savings and Loan Associations
In addition to the FNV, the SINAP has eight member savings and loan associations (S&Ls). The associations were nationalized in 1980 along with theFinanciera, at which time the BCR became the majority shareholder in these 
institutions. 

The S&Ls operate in the traditional manner of such institutions throughoutLatin America. Their depository services include savings and term accounts(not checking). Credit activities are specialized in loans for the construction, acquisition, improvementor 	 of homes. S&Ls alsomay refinancemortgage credit received from other institutions. A!l loans must be securedby a first mortgage. These institutions are authorized to finance multi-unit
projects of both the 	single family or attached type. 
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The associations may borrow from one another as well as from the FNV, andhave the authority to assign or transfer their mortgages. Despite the economic difficulties experienced by El Salvador in recent years, the S&Ls haveexperienced a net inflow of savings since 1980. 

In the overall framework of institutions acting in Salvador'sEl shelter sector, the Savings and Loan System has financed more housing than all theother institutions combined. Table 111.1 indicates that in the period 1950through 1983, SINAP financed 73,317 houses produced by the formalconstruction sector, 55.6 percent of total output. Despite theor significanceof the SINAP's contribution to housing, today the System is experiencingserious difficulties. As previously shown in Table l1.1, 19,440 units financedby the SINAP remain unsold. A large portion of these "activos inmovilizados"have been completed for several years. By tying up a large ofportion theS&Ls' resources, this situation has significantly restricted the System's ability to expand and finance new projects .(see Chapter IV for further
discussion of this issue). 

From 1980 through 1983 the SINAP financed the construction of 40,624housing units, broken down by year and size as shown in Table 111.2. 

TABLE 111.2 

SINAP FINANCING 1980-1983
 

Number Average M2
M2 Construction of Units Size per Unit
 

1980 280,339 6,831 41.0
1981 387,713 9,881 39.2
1982 493,145 12,758 38.6
1983 455,122 11,154 40.8
 

Source: CASALCO
 

The relatively small physical size of these units is indicative of a consider
able reorientation of the S&Ls' activities. Whereas, prior to 1980, themajority of S&L-financed units were affordable to andmiddle- upper-middleincome households, production in recent years has been targeted mainlytowards lower-middle-income households. However, concentration on thissegment of the market, in a period during 2which .e households have beenparticularly hard hit by high interest rates and El Salvador's severe economicdownturn, has contributed to the problem of "activos inmovilizados". 
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3. Financial Situation of FNV
The position of the FNV from the financial point of view has been stablesince 1979 and, in absolute and relative terms, the growth was steady(Appendix Table A.6). Productive assets (banks, investments, loans andadvances) have maintained their share of 95 percent of total assets throughout almost the entire period, which is a major achievement. Financial support to the Associations has remained steady. provisionThe of funds to theSystem has been achieved not only by loans and advances, but also throughsavings or time deposits. As of June 30, 1984, 85 percent of the resources
in banks corresponded to ofthis type activity. 

Regarding attraction of resources, for a long time the importantmost sourcewas internal credit, particularly the special lines of the Banco Central;however, the support by the FNV of the Associations was never majoritysupport, and today it represents only 11 percent of all SINAP liabilities.
Each source of funds has had a different evolution: 
* Internal credit: Basically composed linesof from the BCR, it provided abasic liquidity function during the years 1979 and 1980, allowing SINAPto continue normal operation. Now, it has decreased to the point that itrepresents only eight percent of liabilities compared to 65 percent in 

1980. 
External credit: This has increased gradually while remaining at moderatelevels (27 percent). The principal external sources have been AID,BCIE, and now the Fondo de Inversiones de Venezuela. External creditstill has a large margin of application, but its use has not been 
widespread.
 
Housing bonds: Since the law empowers the FNV to issue bonds and todevelop a secondary mortgage market, issuedit ¢100 million in housingbonds in 1981. Only €61 million worth of these were absorbed by themarket: t50 million by the Salvadoran Social Security Institute and¢11 million by BCR. The operation was an interesting experience, but itdid not have great practical scope, since it was used as repayment ofthe Banco Central's line of credit and did meetnot the requirements for open promotion of the secondary market. 

During the years from 1979 to 1984, the FNV maintained healthy rates ofreturn, so that its capitalization ratio did not decrease, thus preserving
overall financial soundness. 

The behavior of revenues and expenditures (Appendix Table A.7) is indicative of this capacity to operate with an adequate margin. The FNV hasmaintained its operational and financial equilibrium at all times, which showsintermediation with sufficient margins. Likewise, FNV's operating costs,although with a tendency to increase (1984), have remained at reasonable 
levels. 

The operational situation reveals an individually sound FNV. In order to evaluate its performance more precisely, it is necessary to learn whether its 



76 

capacity for providing support and direction to the Savings andis satisfactory, since the Loan SystemFNV operates as a function of the SINAP. 

4. 	 Financial Situation of the Savings and Loan Associations 

a. 	 Attraction of Resources

The previous exclusive source 
 of funds, regular savings, began in 1980to share its position with fixed term deposits, as discussed in the section on the monetary market. Two negative points appear in Table 111.3:the 	 decrease in the number of savers between 1982 and 1983 (fivepercent), principally due to the loss of "image" by the S&Ls, and theincreased cost of resources, due to substitution of term deposits forregular savings. Both problems should be studied for their impact on
operation. 

Another important aspect in the attraction of resources is the composition of the savings portfolic. The responsibility for the flightsavings from the System during 	 of
1978 to 1980 was attributed to the largeconcentration of savings in few accounts. Table 111.4 gives the sizedistribution of S&L accounts for 	 1979, 1981, and 	 1984. The process ofconcentration has been advanced, though the fact that the majority oflarge accoun%*3 are term accounts is logical and facilitates financialplanning. The price of this 	 advantage is the increase in the cost ,)f theresource. In any event, it is clear that naturally Volatile large depositscannot be invested as long-term credits. 

TABLE 111.3
 
SAVINGS AND LOAN SYSTEM: ATTRACTION OF RESOURCES
 

(Millions of Current Colones)
 

Saveirs Regular Savings Term avings FNV Credits Percentage 

1978 
1979 
1980 
1981 
1982 
1983 

Percent 
Change1978-83 

Number 

260,452 
321,483 
349,480 
398,862 
452,619 
438,087 

68.2 

Index 

100.0 
123.4 
134.2 
153.1 
173.8 
168.2 

Amount 

553 
467 
514 
612 
571 
566 

2.4 

Index 

100.0 
84.4 
92.9 
10.7 
03.3 
02.4 

Amount 

-
16 
18 
145 
248 

1,450 

Index 

-
00.0 
12.5 
06.3 

1,50.0 

Amount 

15 
104 
93 

118 
107 
96 

540 

Index 

100.0 
693.3 
620.0 
786.7 
713.3 
640.0 

Distribution 
of Resources 

97 - 3 
82 - 18 
82 31 15 
82 2 16 
69 18 13 
62 27 11 

Source. FNV 
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TABLE 111.4 

DISTRIBUTION OF S&L ACCOUNTS BY SIZE 
(Percentages)
 

Dec. 	31, 1979 
 Dec. 	3±, 1981 
 June 	30, 1984Accounts Savings 
 Accounts 
 Savings Accounts Savings
 

Up to €12,000 98.0 32 98.1
012,000 - 025,000 1.1 	
31 97.6 2913 1.1 12025,000 - 050,000 0.5 	 1.3 1211 0.5 
 11 0.6 11
¢50,000 - 0100,000 0.2 
 11 0.2 
 10 0.3
010,000+ 	 9
0.2 33 
 0.1 
 36 0.2 39
 

Total 
 100.0 100.0 100.0 
 100.0 100.0
 

Source: PADCO Analysis
 

b. 	 Investment of Resources
SINAP plays a dual role as financer of supply (construction loans) anddemand (long-term loans). In both activities, the level of performancehas been considerable (Table 111.5). The points to be highlighted with 
respect to short-term financing are: 
" 	 The increase in the number of housing units financed on the supplyside each year, which grew 207 percent between 1978 and 	 1983. 
o 	 The reduction in the average price of housing financed, which 

dropped from t39,500 in 1978 to 4,22,400 in 1983, revealing a ten
dency to reach lower-income sectors. 

o 	 The wide range of prices incorporated into the construction financing
activity of SINAP; while SINAP has been preeminent in short-termshelter financing, the same cannot be said of its long-term inter
mediation activity. 

Regarding long-term financing: 
* The 	 number of housing units financed in 1983 ex,;eeds those in 1978 

by only 14 percent. 
o 	 The average price dropped only 15 percent, a much lower reduction 

than that of the supply activity. 

Some further comparisons between financing supply and 	 financing demand 
appear in Table 111.6. These data reveal the following: 
* 	 Number of housing units: From a situatio-, in 1978 where 59 percent

of housing units passed through the System as long-term eredit, theparticipation fell to a symbolic 6.4 percent in 1980 and recoveredto a modest 22 percent in 1983. What is disturbing is that thisbehavior does not indicate a definite long-term policy. 
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Value of housing: In relation to the previous figures, the value oflong-term commitments decreased from a maximum 71 percent in1979 t..- a minimum of 18 percent in 1980, recovering to 36 percent
in 1983. 
Long-term financing: During the period in thequestion, Associationsincorporated the highest-cost housing into their long-term portfolio.
This fact is shown clearly in the differences between the average
loan value of supply and demand financed (Table 111.6). This dif
ference was greatest in 1980, and 1978 appears to be the only year
with a reasonable balance. 

c. 	 Financial Soundness 
The financial strength of the Associations has been seriously affected 
not only by the aforementioned problems of attraction of funds, but alsoby the deterioration of basic financial indicators. The balance sheet ofthe 	Associations appears in Appendix Table A.8. The following should be
noted with regard to the balance: 
* 	 Growth: It is less than 50 percent of that recorded for the FNVand, in real terms, the 1983 figures are scarcely 90 percent of the 

1979 figures. 
* Areas of greatest activity: The non-productive items showed the 

most growth. 
0 	 Fixed assets: These grew by 144 percent between 1978 and 1983. 
• 	 Special assets: These grew oy 7,471 percent. This includes loans

that became the property of the Association due to default by the
debtor, thus ceasing to bear interest. This non-productive portfoliois part of the total of the Associations' immobilized assets, whichwill be discussed later and which constitute one of the most critical 
current issues for the System. 

* Other assets: At 527 percent, their growth is 10 times the average.
This item records interest receivable and, consequently, defaults.This important category does not appear in the System's financialreports, but its seriousness is shown in the following indicators: 

Ratio of Interest Receivable and Loan Portfolio 
(Millions) 

Interest
 
Receivable Lcans % I/L 

1979 	 9.3 564.9 	 1.61980 	 22.3 597.9 	 3.7
1981 	 32.8 608.2 	 5.41982 46.3 	 641.3 7.2
1983 	 56.2 723.0 7.8

% Change 79-83 504.3 28.0 
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TABLE 111.5
 

SAVINGS AND LOAN SYSTEM: 
 LONG- AND SHORT-TERM FINANCING
 
(Current Colones)
 

FINANCING OF SUPPLY (SHORT-TERM)
 

Number of Total Value 
 Tori1 Value Loan/Value Average Price Minimum 
 Maximum
Units of Units 
 of Loans Percent 
 of Units Value
(0a) (000) VaLe
 
Financed Financed
 

1978 3,885 153,470 110,388 72% 
 39,500 13,700
1979 120,000
3,407 89,456 54,754 
 61% 26,300 12,000
1980 7,782 146,607 120,000
89,317 61% 
 18,800 10,000
1981 9,566 202,137 139,325 69% 
71,400


21,100 10,000
1982 13,345 277,137 206,888 75% 
75,000


20,800 10,500
1983 11,919 266,707 183,187 69% 
69,900


22,400 11,900 
 120,000
 

FINANCING OF DEMAND (LONG-TERM)
 

Number of Total Value Total Value 
 Loan/Value Average Price
Units of Units 
 of Loans Percent 
 of Units
 
(000) (000)
 

1978 2,312 98,284 79,311 80.70 
 42,500
1979 1,352 63,195 50,075 79.2% 
 46,700
1980 501 
 26,665 21,623 81.0% 
 53,200
1981 1,120 46,804 39,068 83.4% 
 41,800
1982 1,581 57,466 47,254 83.0% 36,3001983 2,639 95,146 78,752 
 82.5% 36,100
 

Source: FNV
 

TABLE 111.6
 
SAVINGS AND LOAN SYSTEM: COMPARISON OF LONG- AND


SHORT-TERM FINANCING INDICATORS
 

Number of Units 
Supply Demand D/S (%) 

Value Financed 
Supply Demand 

(000) 
D/S (%) 

Average Prices 
Supply De'-,d D/S () 

1978 
1979 
1980 
1981 
1982 

3,885 
3,407 
7,782 
9,566 

13,345 
11,919 

2,312 
1,352 
501 

1,120 
1,581 
2,639 

59.5" 
40.0 
6.4% 
11.7% 
11.8% 
22.1% 

153,470 
89,456 
146,607 
202,132 
277,137 
266,707 

98,284 
63,195 
26,665 
46,804 
57,466 
95,146 

64.0% 
70.6u 
18.2% 
23.2% 
20.7% 
35.7% 

39,500 
26,300 
18,800 
21,100 
20,800 
22,400 

42,500 
46,700 
53,200 
41,800 
36,300 
36,100 

107.6 
177.6 
283.0% 
198.1% 
174.5% 
161.2% 

Source: FNV 
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Even assuming that part theof interest receivable corresponds tobanking operations, the growth trend allows roomno for doubt that thedefault problem is serious, and that a good portion of the revenueaccounted for notwas produced operationally.
 

In the loan portfolio under the heading "other loans" are the 
 expiredcredits that in nameremain the of the original borrower and, therefore,legally earn interest for the Association. These cases also increasedmore than proportionally, as shown below: 

1979 1980 
 1981 1962 
 1983 0 Change 79-83
 
Other loans 
 18 25 
 58 67 78 
 333

(Milliona)
 

The combination of the preceding results in a serious deterioration in the
quality of the portfolio. 

The System's level of capitalization has been maintained during theperiod, mainly due to increased capital from the shareholders.
 

The weaknesses mentioned 
 manifest themselves in the behavior ofthree basic balance indicators (Table 111.7). 
the 

The decrease in the ratioof productive assets to total assets and to deposits--going from adequateratios in 1i79 to clearly deficit ratios in 1983--shows a System whichprogressively more inefficient and more 
is

therefore expensive to operate. 

With regard to income, with the exception of the first half of 1984, theSystem has not reached the financial equilibrium point (Table 111.8).financial margin has Theremained stable, thereand appears to be anoperating cost control policy, judging thefrom performance of the last
 
two years.
 

The basic cost-return ratios appear in Table 111.9. The gross cost ofdeposits (ratio 3) scarcely varied by one point, while returns (ratioincreased almost four 1)points. It should be assumed that there was alarge increase in profits, but the aforementioned inefficiency causedlittle variation in the net financial margin (ratios 1 and 2). The result
was to raise the cost of the product and, to 
 make general operationsmore inelastic, to the detriment of potential housing consumers. Generalexpenditures, although they had a tendency to decrease, increased theirshare over productive assets by 18.5 percent. 
From the above observations, it appears that SINAP has not respondedto the country's difficult situation by improving systems, productivityand revenue but, on the contrary, by losing competitive capacity. 
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TABLE 111.7
 

SINAPt 
 BASIC FINANCIAL BALANCE INDICATORS
 
(Thousands of Current Colones)
 

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

1979 1980 1981 1982 1983 1984 

A. 
B. 

ATA 
APA 

B/A 

676,397 
658,064 

0.974 

701,642 
668,712 

0.953 

771,393 
709,038 
0.919 

845,465 
754,998 
0.893 

941,250 
833,997 
0.886 

1,038,304 
908,140 

0.875 

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

A. 
B. 

AD 
APA 

B/A 

569,860 
658,064 

1.155 

597,415 
668,712 
1.119 

681,916 
709,038 

1.04 

777,466 
754,998 
0.971 

868,669 
833,997 

0.960 

960,301 
908,140 
0.946 

3. OR/MR (Own Resources/Market Resources)* 

A. 
B. 

MR 
OR 

B/A 

510,233 
38,776 
0.076 

498,500 
41,855 
0.084 

580,110 
45,885 
0.079 

673,080 
53,743 
0.08 

764,790 
56,102 
0.073 

850,554 
58,691 
0.069 

* Market Resources are those captured by SINAP from the financial market; Own Resources are
 

SINAP's capital and reserves.
 

Source: FNV
 



82 

TABLE 111.8
 

SINAP: FINANCIAL RESULTS
(Thousands of Current Colones)
 

1979 1980 1981 1982 1983 1984* 

Total Income 82,918 81,056 95,924 111,842 138689 76,558 
Financial Income 
Financial Expenditures 

74,346 
<51,482> 

73,803 
<57,873> 

84,170 
<659784> 

102,270 
<78,320> 

129,093 
<105,339> 

68,776 
<53,63 > 

Financial Results 16,864 15,930 18,386 23,950 23,754 15,093 
Operating Expenditures 
Other Income 
OthezExpenditures 

<17,449) 
8,572 
<553> 

<20,329> 
7,253 
<2,899> 

<24,001> 
11,754 
<1,335> 

<25,452> 
9,572 
<847> 

<27,953> 
9,596 
<3,153> 

<14,687> 
7,782 
<676> 

Result 7,434 45 4,804 7,223 2,244 7.512 

PERCENTAGES 

Total Income 100 100 100 100 100 100 
Financial Income 
Financial Expenditures 

90 
70 

91 
71 

88 
69 

91 
70 

93 
76 

90 
70 

Financial Results 20 20 19 21 17 10 
Operating Expenditures 
Other Income 
Other Expenditures 

21 
10 

1 

25 
9 

4 

25 
12 
1 

23 
9 

1 

20 
7 

2 

19 
10 
1 

Result 8 - 5 6 2 10 

* June 

Source: FNV 
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TABLE 111.9
 

SINAP: COST/RETURN INDICATORS
 

1979 1980 1981 1982 1983 1984* 

1. Financial Returns/Average Productive Assets 

A. 
B. 

APA 
Interest Earned 

% B/A 

658,064 
74,346 
11.3 

668,712 
73,803 
11.0 

709,038 
84,170 
11.9 

754,998 
102,270 
13.5 

833,997 
129,093 
15.5 

908,140 
137,552 
15.1 

2. Financial Cost/Average Productive Assets 

A. 
B. 

APA 
Interest Paid 

Z B/A 

658,064 
57,482 
8.7 

668,712 
57,873 
8.7 

709,038 
65,784 
9.3 

754,998 
78,320 
10.4 

833,997 
105,339 
12.6 

908,140 
107,366 
11.8 

3. Cost of Deposits 

A. Average Deposits 
B. Interest Paid 

% B/A 

569,860 
57,482 
10.1 

597,415 
57,873 
9.7 

681,916 
65,784 
9.6 

777,466 
78,320 
10.1 

868,669 
105,339 
12.1 

960,301 
107,366 
11.2 

4. Operating Costs/Average Productive Assets 

A.B. APAOperating 
Expenditures 

%')/A 

658,064 

17,449 
27 

668,712 

20,329 
3.0 

709,038 

24,001 
3.4 

754,998 

25,452 
3.4 

833,997 

27,953 
3.4 

9U8,140 

29,374 
3.2 

*June 

Source: FNV 
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5. 	 Effects of Nationalization and Other Issues
As a result of Decree No. 158 of March 1980, ownership of 100 percent ofthe shares in the Savings and Loan Associations was temporarily transferredto the government. These have remained in the possession of the BancoCentral, which heads the entire financial sector. The ultimate goal was tohave a mixed group of shareholders, composed of the State, S&L employees,and private investors, with an absolute majority to the State. The goals of
this 	action were threefold: 
0 	 To ensure participation of the financial system in carrying out the 

State's economic policy. 
0 To channel internal savings toward investments which encourage economic 

and social development. 
* 	 To contribute to a more equitable distribution of nationalthe income,through participation of a greater number of citizens in the shareholding

capital and through democratization of credit. 

The goal for participation in policy has been met completely, since the Stateowns the institutions. Furthermore, the 	allocation of savings with an econo6mic and social criterion has required no change in the 	 savings and loansystem, since by its nature this is its basic purpose. The possibilities fordirecting funds toward lower-income sectors may have improved, althoughthis has not been fully proven. In relation to democratization of credit-since savings, popular par excellence, were not democratized--it is possiblethat certain previous barriers related to the closed nature of some share
holder groups were overcome. 

With regard to the mixed shareholder structure, despite the fact by nowsale of non-State shares should have been 
the 

completed, on December 31, 1983,according to data in the 	 Banco Central's Annual Report, only Credisa hadsold 40 shares to its employees. The remaining capital thefrom eightAssociations remains entirely in the possession of the BCR. This circumstance has major aO,/erse effects. 

It cannot yet be af.irmed that the nationalization of the System hassignificant positive -ffects, especially considering the financial 
had 

deterioration.However, the nat" nalization cannot be judged by normal criteria, removedfrom the reality ' the country. In the economic circumstances of 1980, theneed to execut. an emergency economic policy have been andmay sufficient
reasonable grounds for it. 

However, for the majority of the shares to remain unsold after four yearscreates a risk of converting a temporary situation into a permanent one,which itself entails additional risks, particularly for the FNV. 

The FNV was created to manage a private savings and loan system. It designed the financial and 	 credit policies according to the highest interests ofthe government. Today the maximum governmental authority monetaryonaction and policy is .the owner of the Associations, the 	BCR. At present 
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there is no conflict of interest, as both the FNV and SINAP must follow
instructions from the BCR. 

An additional important function of the FNV was to provide financialassistance to SINAP by obtaining lines of credit from the BCR. If the present shareholder system this ofremains, function FNV seems to be comple
tely superfluous. 

The manner ;n which the upper management of the Associations wasorganized after nationalization of the System is of great importance.rently, the Boards of Directors are composed 
Cur

of three personu: thePresident, who at the same time is the Chief Executive Officer (appointedby the BCR); one Vice-President; and one Secretary (appointed by the BCRand the employees). Technically this is not a Board of Directors but anExecutive Committee which is connected Werarchically to the BCR, its finalauthority. This special situation makes it difficult to carry out a sound,
smooth dialogue with the FNV. 

To date, considering the temporary nature of the above-mentioned structure,the relationship between the Associations and the FNV has remained reasonably normal, and the formal structure in force has been kept; however, itdoes seem that it will not remain indefinitely. The Associations cannot continue without a Board of Directors that is diverse in composition and responsible as such for its actions and for the achievements of the Association, towhich the Board should impart its own independent character. 

Therefore, it is a matter of major concern that the public has not respjndedto the sale of shares by SINAP. If this continues, new means ofprivatization must be considered, not to exclude ofconversion the Salvadoransavings and loan system to a mutual system, as is common in many othercountriis in Latin America, in which case the central organization/Associations structure would return in essence. Alternatively, if the government
does not consider privatization desirable, 
 means must be sought co create apermanent legal structure for the Associations under government controlwhich gives them a management system consistent with their role as competitors in an open savings market. This means having Boards of Directorsand managers who are accountable for *.e financial health of the
Associations. 

In addition to the 1980 nationalization and the problem of unsold inventories
(see Chapter IV), a third factor significantly affecting S&L isthe sysziemthe recent policy change by the Social Housing Fund (FSV) to terminate thepurchase of S&L-financed projects. Because the FSV has been unable to sella large number of these units, it has accumulated its own inventoryunsold assets which jeopardizes its financial integrity. The has 

of 
FSV statedthat henceforth it will finance only the purchase of individual units asselected by its own qualified affiliates. Since the FSV has purchased about65 percent of all units produced in SINAP-financed projects, this will clearlyaffect the S&L system's liquidity, putting even greater pressure on it to

reduce its stock of unsold homes. 
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FNV had elaborated an Operating for SINAP thePlan for period 1981-1983.
The focus of the Plan was on a redirection of S&L resources towards lowerincome households, as well as on obtaining external resources to support this
effort and resolving the existing problem of unsold units. With regard thetofirst, two priorities of the Plan, considerable progress was made, at least tothe extent that smaller and theoretically more affvrdable units were being
built and partly financed by foreign resources. However, the Junta Monetariaraised both short- and long-term interest rates in February 1982, jeopardizing the affordability of the newest units for lower-income households,
while making the sale of the existing inventory of homes even more difficult. 

The 	 FNV has been sharply criticized for its failure to reassess the 	 overall
housing market and 	 the changing conditions affecting it. Specifically
Financiera did not update its 1981-1983 Operating Plan and continued 

the
to approve projects throughout that period. Most recently, as 	 the crisissituation confronted by the SINAP has worsened, the FNV has not produced anew Plan despite the fact that the period whichto the old Plan was applicable has elapsed. In other %'v, ,ds, the Financiera does not appear to beproviding leadership to the S&L Associations, but strictly executing its regu

latory functions. Individually the Associations can and are working to re :toreand maintain their financial health. But a general Plan for the entire systemis required to deal with problems that are beyond the capacity of any S&Lto resolve alone, including the inventory of unsold homes and tapping alter
native funding sources. 

6. 	 Capacity of S&L System
Provided the problems mentioned above are solved, the FNV has 	 the fullpotential to support a growing S&L 	 System, but it needs to strengthen: 
* Its capacity for internal savings attraction (secondary market).
 
0 Allocation ol external resources by preparing 
and designing viable poli

cies and programs to be used by the System. 
0 	 Technical training, in order to be able to properly play the role of 

governing body. 
a 	 The promotional function of mortgage insurance. 
• 	 Evaluation and selection of projects, particularly market analysis. 

The capacity of the Savings and Loan Associations to attract and easilyallocate resources is more than proven. The risks now affecting the future 
of the Associations are: 
0 	 Loss of economic and social efficiency and productivity, due to a lack

of defined criteria and 	 policies, both individually and collectively.
is the only explanation for the phenomenon 	

This 
of unsold assets and the non

use of available resources (e.g. HG). 
0 	 Lack of Boards of Directors, in the strict and proper sense of the word,Ls mentioned in the preceding section. This can generate a process of

induced bureaucratization and loss of identity. 
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Greater dependency on the monetary criteria of the BCR (owner of the
Associations) than on the shelter criteria of the System. 

Until now the Associations, with a very diverse level of performance, havemaintained their earning power. However, two circumstances cannot escape
analysis. First, the earning power shown by the Associations is not financial
but only in accounting terms, because it includes "income", from immobilized 
assets, whose recovery is doubtful, thus hiding structural weaknesses.
Secondly, it hard measure or badis to a good performance if all the
Associations follow a single management criterion (BCR). 

C. SOCIAL HOUSING FUND (FSV) 

1. Overview 
El Salvador's Fondo Social para la Vivienda (Social Housing Fund) was 
established in 1973 as a response to the view that the existing housingfinance institutions were largely neglecting the country's private sector
working class. The GOES reviewed the experiences of other countries in
dealing with similar issues, relying especially on the work of Mexico in the 
area of mandatory savings programs for investment in housing. The FSV wasestablished by Legislative Decree No. 328, June 6, 1.973 a public creditas 
corporation operating as an autonomous agency under the Ministry of Public 
Worl:s. 

Based on the concept of mandatory savings, the FSV receives the majority of
its funds through direct payments by employers, equivalent tc five percent of
their employees' monthly earnings. This is supplemented by a 0.5 percent
monthly contribution from the workers themselves. The payments are
collected by the Social Security Institute. Employees of public institutions,
agricultural workers, and the self-employed are not affiliated with the Fund. 

The FSV has also borrowed from such sources as the Venezuelan Investment
Fund (FIV) and the Central American Bank for Economic Integration (BCIE).
It has sold portions of its mortgage portfolio to Salvadoran S&Ls to mobilize 
additional resources. 

The basic objective of the FSV is to serve workers' housing needs by main
taining a continuous flow of resources for this purpose via the mandatory
savings mechanism. In this manner, the cyclical tendencies of the construc
tion sector could be reduced, while broadening workers' access to "comfort
able, sanitary and safe shelter." The GOES paid in a sum of $10 million to 
serve as a non-reimbursable capital base for the Fund. 
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In the past, the FSV has 	purchased entire projects, in many cases built withconstruction financing from SINAP.the Typically the 	 S&Ls would financeconstruction of housing projects, with the FSV committing to purchase someor all of the units in a given project for eventual resale to workers 'withFSV accounts. Developers were toable obtain construction financing fromthe 	 S&Ls after obtaining a "purchase feasibility certificate", indicating theFund's approval of the project and the contractor's role. In recent years,approximately 65 percent of 	 the units built with SINAP financing were
purchased with FSV resources.
 

Like the SINAP, the FSV 
 is now burdened with its own inventory of houseswhich it to sell.is unable Presently, the FSV has approximately 2,000 suchunsold units with a market value between of $30 and $35 million. PrincipallyPrincipally as a consequence of this problem, FSV management has 	 reversedits 	 policy of purchasing entire developments. Rather, thein future, itintends to finance the acquisition of homes which creditworthy affiliates haveselected for 	 purchase on an individual basis. This change in FSV policy willclearly have a strong impact on the Savings and Loan System, especially inits efforts to reduce its own inventory of unsold units.
 
It is risky to try to compare achievements or deficiencies 
 among housing 
funds in different countries, since there is no standard basis of comparison. 

The Latin American housing funds differ among themselves in:
 
The objective
 
--	 Social insurance, where investment in housing is merely the mecha

nism for using the funds. 
--	 Shelter-oriented, where housing is the main purpose and is comple

mented with social insurance effects. 
' 	 The parties affected
 

-- Total: all employees from the public 
 and 	 private sector. 
--	 Partial: only sector underone and specific conditions. 

* 	 Function 
-- General shelter policy. 
-- Specific benefit. 

If we consider in addition the differing ages of theinstitutions involved in handling 	
funds and the variety of

them, then a prior comparison becomesimpossible. A study of the achievements of the funds and their impact onvarious areas of social benefit, shelter productivity, and macroeconomicgrowth would be of great interest. In regard to the FSV in El Salvador, itcan only be stated that it has allocated massive resources to housing,ignoring the social insurance function and 	 the provision of financial returnsto contributors. Establishment of integralan plan and policy to balance thevarious aspects is becoming crucial for FSV. 
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2. FSV Operation 
Administration of the Fordo breaks down as follows (see Figure 111.2): 
* Assembly of Governors: This is the chief authority of the institution 

comprised of one representative from each of the following ministries:
MOP, MIPLAN, Ministry of Labor, Ministry of the Economy, andMinistry of the Treasury. Additionally, there are two elected ropresen
tatives of the business sector and two from the labor sector. The
Assembly meets twice a year to formulate the FSV's policy and operating
goals in general terms. 

* Board of Directors: This five-member body is presided over by a
President appointed by the President of the Republic. The Assembly of
Governors names the other four directors, one each representing thebusiness and labor sectors, plus two representatives of the public sector. 
The Board meets weekly. 

* President: The 
for supervision 

President is the FSV's legal representative and 
and coordination of all activities. 

responsible 

0 General Manager: The general manager is responsible for financial man
agement, including the production of all financial reports, as well as
administration of personnel. Attached to the General Manager's office,
with its six employees, are five advisory and support units: Technical
Advisory (3 employees) , Planning Unit (12 employees) , Public Relations
(2 employees), Legal Advisory (5 employees), and Administrative 
Advisory (6 employees). 

* Supervisory Council: This four-member 
the FSV's operations to the laws and 

body supervises the relationship of 
regulations governing the institu

tion. 

Approval of the FSV's budget is handled by the National Accounting Office. 

The FSV's principal function is providing credit for home ownership. In pur
suit of the goal, the Fund offers four categories of loans: home purchase,
land purchase, home construction, and home improvement, The FSV mayrefinance mortgage credit obtained elsewhere by workers, but has done little
of this. Eighty percent of lending is for home purchase, followed by land
acquisition and construction financing. FSV activities have benefited over 
24,000 families to date. 

The Fondo has a total of about 425 employees. Of these, 375 are employedin the four operational sections under direct control of the General Manager.
These four sections are Administration, Finance, Operations and Technical: 
* Administrative Section: This section is the FSV's largest, with 154

employees, and is responsible for a wide variety of functions that canbe broadly categorized under the term "support" (security, personnel, 
general services, and maintenance). 
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Finance Section: This section employs 86 persons, divided as follows: 
-- Financial Programming Department (5 persons): handles general

planning for the Section as well as remittances;
 
-- Loan Department (35 
 persons): Handles booking of newly originated

loans and maintenance of data on loan portfolio; 
-- Treasury (11 persons): Controls FSV and inreceipts expenditures 

":onjunction with the budget; 
-- Accounting Department (13 persons);
 
-- Insurance Department 
 (3 persons): Verifies that all FSV-mortgaged 

properties are properly insured; 
-- Contributions Department (16 personrl: Verifies trethat paymentsmade in a timely fashion by employers and employees registered witi.

the FSV. Works closely with CSSS for this information.
 
Operations Section: 
 This is the second largest section with 88 employees.In general, its functions relate principally to review of credit applications; however, since in the past the Fondo acquired entire housing projects for resale, a good part of the efforts of this section have beendedicated to marketing and sales of units, along with community development. If the FSV follows through with its new policy of eliminating"turn-key" purchases and financing only individual long-term hotsepurchases, the structure and functions of this section will have to beradically changed. Currently there fourare departments:
 

-- Production and Marketing: 
 This unit's three employees are responsible for tracking general work progress on projects that the FSVhas committed to buy, in anticipation of what the institution's
inventory of units and corresponding marketing needs will be.
 

-- Community 
 Development (9 employees): This unit has been responsible for the social considerations associated with )ccupancy ofrecently completed project sites by FSV-affiliated farplies. 
-- Credit Department (35 employees). This unit is responsible for pro

cessing loan applications. 
Contracts Department (30 employees). This unit handles the followup work on credits approved for funding, including preparation of
the loan documentation. 

The FSV maintains two regional offices in San Miguel (3 persons)Santa Ana (5 persons) that principally process loan applications. 
and 

Technical Section (47 employees): This section's functions relate to theselection, review, approval and supervision of housing projects to bepurchased by the FSV. Because of the Fund's new policy of financingonly the individual acquisition of houses by affiliated workers, theimportance of this unit should diminish over time as projects arecompleted. This point is recognized by FSV management. However, noclear indication has been given by management as to what will eventually happen to this unit and its staff. 
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FIGURE 111.2
 

ORGANIZATIONAL CHART
 

(as of October 1984)
 

Assembly of Governors
 

External Auditor
 

EBoard of Directors
 

President
 

(2) Public Relations 

Technical Advisory (3)
 

AdiisrtiePlanning

(6) 	 Unit (12)
Advisory
 

SLegalIAdvisory. (5) 

Data 

Supervisory Council 
 Processing
Poesn 

E Administrative Section (154) Finance Section (86) Operations Section (88) J TechricalSection f(47) 

- Security 

- Personnel 	 - Financial Programing - Production & Marketing - Analyss & Studies
- Loan Department 
 - Comunity Development
- General Services - Treasury 	 - Project Supervision


- Credit Department
- Maintenance 	 -Repairs
- Accounting 
 - Contracts Department
 



92 

The Technical Section is made up of three departments plus an indirect 
attachment: 

Department of Analysis and Studies (5 employees): This unit does thetechnical evaluation of housing projects submitted to the FSV (prior toconstruction) for a Durchase commitment. If the project is deemed technically sound and affordable by an adequate number of FSV affiliateswho have been approved for financing, the Fondo in the past has committed to purchase completed units. The difficulty with this practice hasproven to be that credit-worthy affiliates found units in some of theprojects purchased by the FSV to be unacceptable and consequently,
chose not to borrow. 

* 	 Department of Supervision (12 employees): This unit is responsible forverification of construction progress on approved projects. This involvesfrequent inspection of project sites to verify that work is beingcompleted according to plans and specifications.
 
* 
 Repairs Department (7 employees): This department handles the maintenance and repairs of FSV property and equipment. 
* 	 Data Processing (21 employees): This unit is attached to TechnicalOperations, but 	 is responsible for compilation and presentation of datato serve the needs of all four of the FSV's sections. 

3. 	 Financial Situation of FSV 

a. 	 Attraction of Resources

The attraction of resources 
 through employee contributions has decreased 
as a result of the country's economic crisis (Table Il1.10). The clients,understood to be employers and workers, decreased by 10 percent and 18percent respectively between 1978 1982. amountand The of contributions grew by 25 percent over the four-year period, but only three percent between 1981 and 1982. Since the increase is shown in current 
values, the real values are 	negative. 

Resources captured from contributions are in principle expeusive liabilities, and the law provides for 	 their return with interest. However, theconditions of return and 	 the interest have not been established in finalregulations. For the moment, therefore, a symbolic 0.5 percent is paidto contributors. This means that the FSV operates at the margin of any
financial criteria. 

The decline in real resources and 	 certain structural weaknesses havecaused FSV to enter into direct debt. For 1983, it registered4t36.1 million as loans from foreign institutions (BCIE and Fondo de
Inversiones de Venezuela). 
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b. 	 Allocation of Resources 
The basic purpose of FSV is to form a stable, inexpensive financial fund
to facilitate the purchase of housing at favorable conditions by workers.
In implementing this goal, the FSV has developed various policies. 

For 	 its contributors, the FSV grants credit for 100 percent of the value 
of the housing for up to 25 years at rates that vary according to the 
wage level at the tima the credit ;s applied for: 

Monthly Wages Interest Monthly Wages Interest 

t200 - 250 4% t500 - 600 7% 
t250 - 400 5% 	 t600 700 8%

t400 - 500 6% 	 ¢700 800 9% 

800 and above 10% 

The 	maximum loan is t30,000. 

This special circumstance resulted in portfolios with very low returns
(Table 111.11), which limits the possible growth of the institution by
making it difficult for it to use (mix) more costly resources. The
biggest financial distortion irn the FSV results from the interest ratestructure in its various classes of portfolios, the weighted average ofwhich barely reaches seven percent for 1983. This difference between
this and market rates is FSV's main barrier to borrowing, despite the
extraordinary gross financial margin with which it operates and which is 
up to six points. 

The FSV offers a diverse range of shelter credits. Historically, FSV was 
aimed at direct purchase of projects, distributing them afterwards among
its contributors. The magnitude of this sort of purchase is seen by com
paring the number of housing units acquired from builders with thenumber of loans granted (Table 111.12). The volume of both types of
operations nearly coincide in the medium term. However, the massive 
purchase of projects without sales commitments has encouraged: 
* 	 Inefficiency among contractors, since they did not have to worry 

about marketing.
 
.0 Dissatisfaction among consumers upon 
receiving a house "imposed" by

the Fund, with the resulting propensity to default on loans. 
Slowness in allocating the projects to beneficiaries and financial loss 
between the purchase and the allocation. 



4 
TABLE II.10
 

FSV: RESOURCES CAPTURED
 
(Thousands of Current Colones)
 

1978 1979 1980 
 1981 1982 % Change
 

Number of Employers 11,169 11,220 10,551 
 9,977 10,063
Number of Employees 216,551 220,237 192,509 
<10>
 

174,730 177,699 <18>
Contributions 
 46,289 52,775 51,177 56,499 
 57,735 25
Diaburseinent3* 
 556 642 1,260 2,130 1,889 240
 

* Payments FSV makes by law to contributors or their families for retirement, death, etc.
 

Source: FSV
 

Interest Rate
 

46% 

5% 

6% 

7% 

8% 

9% 

10% 


Weighted Average 


Source: FSV
 

Year 


1978 

1979 

1980 

1981 

1982 

TOTAL 


Source: FSV
 

TABLE 111.11
 

FSV: DISTRIBUTION OF PORTFOLIO
 

Percent of Portfolio
 

1978 


4 

23 

13 

43 

6 

6 

5 


6.62 


TABLE 111.12
 

FSV: UNITS ACC'JIRED AND CRZDITS 

UNITS ACQUIRED 
Number Value (000) 

3,236 52,613

2,867 56,281 

2,030 39,426

4,050 68,975 

5,917 105,099 

18,100 340,494 


1900 
 1982
 

5 3
 
26 
 28
 
15 
 18
 
25 
 20
 
9 
 9
 
7 6
 

13 
 16
 

6.8 
 6.86
 

PLACED 

CREDITS PLACED 
Number Value (000)
 

1,876 25,371

3,583 62,722
 
2,870 53,860

2,766 49,551
 
7,019 127,479
 

18,114 318,983
 



95 

e. 	 Finaneial Situation 
Familiarity with the above issues facilitates evaluation of the balance 
sheet data. Since the FSV does not have to operate in the open mone
tary market, data for the years 1979, 1981, and 1983 were considered 
sufficiently representative (Appendix Table A.9). The figures reveal a 
natisfactory level of performance: 

* 	 Productive Assets: Liquidity dropped to a critical level in 1983, as 
the result of an overreaching of commitments. On the other hand, 
loans and discounts show excellent growth. Without considering the 
quality of the portfolio, this aspect is the most positive. 

* 	 Non-productive Assets: There is a reduction in the category
"immobilized projects" from 33 percent to 15 percent in this period, 
a positive development. Anything that can be done to minimize this 
category is beneficial. This account also registers the value of land 
purchased for future projects, housing units acquired for sale, and 
projects in progress. 

* 	 Other Assets: With a growth of 307 percent and a share of 12 per
cent, this is the most negative item on the balance sheet. Two 
accounts are responsible for 67 percent of this category: 1) Over
valuation (loss) of rural land (030.3 million) and 2) Interest 
receivable (default) (013.6 milliom). Both accounts project a con
tingent loss which is greater than 1he reserves. 

* 	 Attraction of Resources: The most important point here is that the 
Fund has initiated operations to mix external resources with its tra
ditional ones. 

* 	 Capitalization: Although there is a slight decrease during this 
period, it remained at reasonable levels. 

The problem of default is critical, and the present Fund administration 
is carrying out a detailed study of the triple phenomenon now affecting
debt servicing: 1) lack of adequate mechanisms and policy f !ollection;
2) loss of ability to pay on the part of families due to ti., economic 
situation; and 3) abandonment of housing by its users, especially in 
conflict areas, with the resulting risk of loss of the economic value of 
the 	guarantee. Each of these aspects should be handled separately. 

The 	 growth in defaults is clearly shown by measuring the evolution of 
the 	 interest receivable account. The rate of growth of the amount in 
the 	default is almost triple that of the portfolio: 
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1979 1981 1983
 

Interest Receivable (thousand) 1,696 4,869 13,643
Growth Index (1979=100) 100 287 804
Portfolio Growth Index (1979=100) 100 178 319 

The characteristics described above are reflected in the three basic 
financial ratios: 

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

1979 1981 1983
 

A. ATA (000) 245,022 372,530 542,665
B. APA (000) 148,381 252,066 395,508
B/A 0.606 0.677 0.729
 

The 20 percent increase in the share of productive assets is highly posi
tive and reflects greater ease in transforming housing resources. The key
factor in this improvement has been the decrease in immobilized assets,
mitigated by the in "other assets" aincrease the account, reflection of
increasing defaults. The index reached in 1983, 0.729, is still relatively
low, leaving the hope that with FSV's policy change in the direction of
only financing demand, a normal level of around 9.0 can be reached. 

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

1979 1981 1983
 

A. AD (000) 204,470 315,677 451,899

B. APA (000) 148,381 252,066 395,508
% B/A 0.7 0.8 0.9
 

In a similar manner to that mentioned above, this index reflects a con
siderable growth, 26 percent, approaching a minimum ratio of 1.0, the
goal to be reached on a medium-term basis, so that all contributions 
have their corresponding backing in productive investment. 

3) OR/AD (Own Resources-Capital/Average Deposits) 

1979 1981 1983
 

A. AD (000) 204,470 315,677 451,899
B. OR (000) 33,649 46,200 65,220

B/A 0.16 0.15 0.14
 

The first two ratios, which are the most critical operationally, have
shown excellent behavior, increasing noticeably. What is contradictory is
that the improvement in these indices should have produced a greater 
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than proportional increase in income and in capitalization. Instead, FSV 
is being decapitalized, with a 12 percent drop in the share of capital.
It must be assumed, therefore, that there is inefficiency in the produc
tion of financial surplus. 

A comparison of income and the balance sheet information shows certain 
trends related to financial returns: 
1) Returns on APA 

1979 1981 1983
 

A. APA (000) 148,381 252,066 395,508
B. Interest Earned (000) 10,605 18,656 32,000 
% B/A 7.1 7.4 8.1 

The increase in financial return barely exceeds 14 percent over the 
three years and remains entirely on the fringes of the monetary market. 

2) Financial Cost of APA 

1979 1981 1983
 

A. APA (000) 148,381 252,066 395,508
B. Interest Paid (000) 1,049 2,693 8,918 
% B/A 0.7 1.1 2.3 

Despite the insignificance of a 2.3 percent rate as financial cost, the 
percentage increase during the period is large, which implies that in the 
future there will have to be greater control over spreads. 

3) Cost of AD 

1979 1981 1983
 

A. AD (000) 204,470 315,587 426,475
B. Interest Paid (000) 1,049 2,693 8,918
% B/A 0.5 0.9 2.1 

4) Operating Expenses as Percentage of APA 

1979 1981 1983
 

A. APA (000) 148,381 252,066 395,508
 
B. Operating Expenses 

(000) 5,821 
 7,543 10,033 
% B/A 3.9 3.0 2.5 

Note the considerable improvement in this important indicator of insti
tutional management which compensated during the period for the 
increase in financial costs. 
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The current position of returns generates positive results due to theabsence of financial costs. At some point; however, the conditionsreturn and 	 remuneration of employee contributions 
of 

must be established
and, at that point, the current returns cannot continue. FSV at itscurrent level of operation cannot tolerate a financial cost of greaterthan 5.2 percent as shown in the following calculation: 

APA return 8.1%
Operating Expenses/APM (2.5%)Surplus to remunerate resources 5.6% on APAConversion factor costto of resources 0.927 

Maximum rate payable (5.6% x 0.927) 5.19% 

4. 	 FSV's Relationship With the Finaniial Savings MarketFSV is facing three limitations in its access to the monetary market for 
savings attraction: 
o 	 It is not a typical financial intermediary, and therefore neither its lawsnor its structure qualify it to attract free savings (which, on the otherhand, would not necessarily be appropriate in the present economy). 
* 	 The capacity for access to the large-scale financial markat other thanthrough direct debt) is centered on issuance of bonds and securities, and on 	 portfolio sales. directThis emission of certificates has not beendeveloped by the 	FSV, because of internal as well as market limitations. 
* 	 The limited financial return to productive assets makes the FSV uncom

petitive for operating in the savings attraction market.
 
A realistic focus on the scope 
 of the Fund should take into account the factthat, despite the general nature of its name, the FSV of El Salvador belongsto a limited production sector, with characteristics of a personal labor benefit. 	 Therefore, it is not a national fund similar in terms of the source anduse of its funds to an indirect tax, nor is it accessible to all the sectorswhich potentially need housing. Its potential to support a general housingpolicy is limited by its origin and nature. 

In order that the Fund may more rapidly meet its goals of serving allcontributors and an 
sider which 

providing incentive for shelter investment, it should constrategy for attraction resourcesof is the most effective: 
* 	 Direct internal or external debt.
 

Mobilization of portfolio, secondary
through markets, combined with
bonds or other mortgage paper. 
Promotion of savings for 	housing among the contributors. 

Of the three strategies, the first two are impractical because of the presentcost/return structure as reflected below on the basis of 1983 data: 
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Return on Productive Assets 8.1% 
Costs of the Resources on Assets (2.3%)
Operating Cost (2.5%)
Financial Surplus 3.3% 

The FSV would have 3.3 percent surplus to be mixed with resources from 
another source, sacrificing capitalization and other factors. By using as a 
market cost the average paid by the SINAP for 1983, the following situation 
would result: 

Cost of resources on the market 	 12.1% 
FSV 	handling cost 2.5% 
Total cost to be covered 14.6% 
Financial surplus (3.,3%)
Interest to cover with the portfolio 11.3% 
Average FSV return (8.1%) 
Financial deficit (3.2%) 

It is obviously not viable to have an operation of this jort. If we add to 
this the burden of defaults now affecting the institution, which would exert 
pressure on the new portfolio, it is perfectly understandable that there is 
resistance to entering a market of real costs. 

The basic barrier to be overcome is the interest rate structure, togethel,
with achieving greater internal efficiency. Otherwise, the FSV is able to 
operate only with soft resources. 

It is to be hoped that an increase in lending rates will cause pressures for 
higher "passive" rates, which is logical and which would lead to an overall 
financial restructuring of FSV operations. 

Considering the above, and given that the ratio of contributors to those who 
have been benefitted with housing is still low, there is justification for 
requiring prior savings from beneficiaries so that, with these payments, the 
number of contributors served could be expanded and the available guarantee 
improved. 

5. 	 Capacity of FSV 
The potential of FSV for allocating credits is enormous, since between 1973 
and 1983 it issued more than 30,000 loans on a volume of contributors of 
180,000, i.e., barely 17 percent. The issue lies in determining the poten
tial for mixing resources, and there are two aspects to be considered on this 
topic:
 

a. 	 Optimization of Internal Resources 
The FSV has a stable source, contributions, but even these are insuf
ficient to meet its needs. Any increase in contributions will be the 
result of an increase in the labor supply and, therefore, an increase in 
potential needs. The optimization measures to be implemented are: 
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0 	 Use of the resources for highly marketable projects. This is done
through financing upon demand, as is the 	new policy of the Fund. 

* 	 Elimination immobilized andof the 	 assets their resulting cost. 
a 	 Full and timely recovery of the mortgage portfolio, making effective 

use of the direct payroll deduction and eliminating arrears. 
Down payment: It is a good idea to stimulate participation of the 
contributors in shelter credit, togiving priority those applicants who are 	 not using 100 percent financing, but who contribute somethingfrom their own savings. This provides access to financing for agreater number of families and improves the credit guarantee, as 
mentioned above. 

a Interest rates: The minimum and maximum rates applied today are 	far
from any financial reality. The interest rates paid by the 	borrowers
should be reviewed periodically (for example, every two years) and
adjusted according to current family wages. The 	 average incomefrom the portfolio should be restructured according to an adequateremuneration of resources fromcaptured contributions. 

* 	 Minimization of operating expenditures: With the FSV financing
demand and making collections through dirert payroll deduction or
through third parties (SINAP) , it can operate at a very low cost,
thus 	leaving more forresources financing. 

b. 	 Attraction of External Resources 
Due to the nature of its resources, the FSV brings together unique conditions for making effective use of large-scale borrowing. Given theneeds of the sector, this is a must. Therefore, it is necessary to overcome the general prejudice that the funds to be obtained must have alower cost than FSV's credits. A mixing of resources of different costs,in order to work with an average .income, is what is needed; numerous
alternatives can be worked out. 

In this way, the FSV 	 can again become the major stimulus for long-termfinancing and stimulate short-term financing as a prime market for the 
Savings and Loan Associations. 

The current crisis in construction due to FSV's elimination of direct
purchase of projects cannot be sustained on a long-term basis, so themost logical thing to do is to have the builder be responsible for the
sale and the risk of non-sale. This would force builders to put greater
care into design and programming of projects. As long as the Fund doesnot alter its interest rate policy, there will always be a great discrepancy between the monthly installment paid by a contributor and thatpaid by a borrower from the financial sector, but this is inevitable andin no way detracts from the timeliness of the FSV topolicy financedemand. Operating with distinct rates indexed to income and catering todemand will allow FSV to move smoothly and intensely into nontraditional shelter solutions, such as serviced lots, urban upgrading, etc. 
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D. 	 URBAN HOUSING INSTITUTE (IVU) 

1. 	 Overview 
The Urban Housing Institute (JVU) is El Salvador's oldest existing housing 
agency, having been established by legislative decree in 1950. The objective
of the Institute is to facilitate home ownership, with priority given to 
assistance of lower-income citizens. Until approximately 1981, IVU operated
with funds allocated from the government's budget and several low-interest 
loans from the Inter-American Development Bank (IDB). Prior to this 
decade, most of the recipients of IVU housing were, despite the Institute's 
mandate, moderate- to middle-income households. In addition, IVU's lending 
rates were low enough to effectively subsidize home acquisition for its 
borrowers. As El Salvador's economic difficulties worsened, IVU's budget and 
production declined. In the mid-1970s, the Institute began to produce a 
limited amount of lower-cost housing, including sites and services. Since that 
time, IVU has had to turn to higher-cost sources of financing, making more 
difficult its efforts to assist truly low-income households. Presently, IVU is 
undergoing an organizational restructuring. One result of this program will be 
a complete reorientation of its production efforts on low-cost housing solu
tions, including core units, sites and services and community upgrading pro
grams. IVU will no longer build "traditional housing" in the form of finished 
one- and two-bedroom units. 

IVU's overall performance must be rated as poor. It has registered opera
tional losses for many years and has a relatively low production record. 
During 1978-79, the number of employees was reduced from 1,600 to 750 as 
part of an institutional shake-up. New management was brought in and policy
changes instituted. Though some improvements in operations could be noted 
(e.g. reduced mortgage delinquencies), the Institute has not progressed as 
was 	hoped.
 

Since 1979, IVU has served as the implementing agency on one IBRD-financed 
project and on another financed by AID. Considerable difficulties were en
countered by these institutions in project implementation. To date, IVU has 
built just over 30,000 units with production having taken place as indicated 
in Table 111.13. 

TABLE 111.13
 

IVU HOUSING OUTPUT
 

NUMER OF 
PERIOD 	 UNITS AVERAGE/YEAR
 

1950-1963 9,330 666
 
1964-1968 6,090 1,218
 
1969-1973 4,390 878
 
1974-1978 4,075 815
 
1978-1983 5,932 1,186
 

Total 29,817 904
 

Source: IVU
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IVU has been the subject of study by several AID consultants in recent 
years. Almost all pointed to the fact that IVU had become a complex
bureaucracy with inordinately high administrative costs. Given the level of
staffing maintained by the Institute over the years, its actual output of 
housing is quite low. Some obvious constraints such as low salary levels and 
the absence of funds from the GOES cannot be resolved in the short term. 

A number of the problems previously identified havc related to IVU's produc
tion efforts. While progress has been made in certain areas, a number of 
issues continue to be relevant: 

* Use of internal manpower resources: IVU has continued to contract out 
work that could be performed by its own personnel, consequently leaving
its own employees underutilized. This problem requires particularly close 
atteraon as the agency reorients its production to low-cost shelter
solutions. Personnel should be evaluated to make optimal use of their
skills, avoid duplication of responsibilities and inappropriate assignment 
of fanctions. 
Realistic pricing of units: The basic concept of recovering the cost of 
off site services in the iidividual pricing of units and the corresponding
mortgage loan has not yet become an integrated part of IVU's cost ana
lysis. 

* (t5,000 procurement restriction: IVU is still handicapped by a regulation
requiring that all goods and services valued in excess of €5,000 be 
contracted for through a public bidding process which can take up to 
two months. Thorough project planning should allow for the timely
acquisition of needed materials or services. However, unanticipated
material or labor items, especially in a large project, can easily exceed 
the 45,000 level. The inability of IVU to obtain these items quickly has 
caused costly hold-ups in work progress in the past. 

* Inter-institutional coordination: The problems associated with obtaining
approvals from the appropriate institutions controlling the provision of
services such as water and electricity continue to constitute a major
stumbling block in project execution. The difficulties can be attributed 
to at least three areas: 1) IVU's own lack of vigor and thoroughness in 
pushing for the approvals and conforming to the requirements of other
institutions; 2) slowness of other institutions in providing the needed 
services; 3) lack of clear guidance from the VMVDU in establishing
development guidelines for the housing and urban development sectors 
and facilitating inter-institutional coordination. 

IVU cannot set standards or make policy for the entire sector, but it can 
establish clear internal methods for pursuing its own mandate. Given the
difficulty that IVU has had in resolving some of these basic problems, and
the resulting effect on the recent AID-financed projects, a new Project
Implementation Unit has been established within the Institute to expedite
work execution on HG and PL-480-funded projects. The unit consists of 
about 10 persons transferred to it from other IVU departments. It will 
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function independently of the rest of the Institute, with its own set of pro
cedures for project implementation. These procedures include the ability to
make project-related purchases of up to €100,000 without going through a
bidding process. Free of this and other restrictions, it is anticipated that
the Implementation performing a dynamicUnit--by in more manner--will 
ultimately set the standards by which IVU's entire Production Division will 
operate. 

The policy decision to focus all project development efforts on the ABC 
(Acceso al Bienestar Comunal) Program for low-cost housing solutions and 
community upgrading is clearly one which, by benefiting greater numbers of
low-income households, will make for a more effective use of IVU's limited 
resources.
 

The overall organizational restructuring of IVU (described below) reflects 
some other appropriate policy initiatives. Examples of this are the newly
organized Marketing Division with its priorities of selling IVU's inventory of
completed homes and conversion of IVU houses presently occupied on a rental
basis to a lease/purchase status. Selling of the houses in its inventory will
free up badly needed funds for reinvestment in new projects. The principal
benefit of getting rid of the rental properties is for IVU to free itself of the 
major burden that maintenance of such properties constitutes. 

In the Administrative Division, the strengthening of the Human Resources 
Department holds some potential for enhancing employee productivity and 
morale. However, the real key to overcoming the morale problem (aside from 
salary increases) lies in sound management and leadership. IVU employees
need to identify with the general crientation of the organization, while
working tc achieve the specific goals of their various departments and divi
sions. There has been little evidence of such identification or goal orienta
tion 4r? the past. The fact that IVU is carrying out a restructur-ig along
with the preparation of an employee manual of responsibilities offers an 
iri, prtant opportunity to improve IVU's overall efficiency. 

However, conversations with division and departmental managers reflect that
they themselves do not well understand the anticipated outcome of these or
ganizational changes. They were unable to explain the proposed functions of
several of the departments for which they would be responsible. Since the
managerial personnel are the key to successful implementation of the re
structuring, this bodes poorly for the chances of the program to really en
hance the productivity of the organization. 

2. IVU Operations
The Board of Directors constitutes IVU's chief governing body, with the 
power to select managers and department heads for the Institute. The Board
is made up of nine members including an Executive Director (who also serves 
as Presidcnt of IVU) and two representatives from each of the following:
Ministry of Economy, Ministry of Public Works, Ministry of the Treasury, 
and Ministry of Health. 
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Below the Board of Directors is the Office of the Presidency with a staff offour assisting the President of the Institute. AttachedPlanning Unit with a chief and a 
to this Office is thestaff of seven, as well as an Advisory Unitwith three employees.
 

Following the President's office is that of the 
 General Manager, with a twoperson staff. Additionally, five auxiliary units are attached to thisPublic Relations (6 persons), office:Data Processing (11 persons) , Internal Audit(8 persons), Administrative Advisory (4 persons), and Secretarial Support
( 13 persons). 

Because IVU is in the process of restructuring itself, the actual institutionalframework at the time of this analysis was somewhere in between its "old"organizational chart and the new proposed one (see Figure 111.3). Thefollowing is basically a description of the institutional framework that shouldresult from the IVU restructuring. 

At the operational level, IVU will be divided into three divisions, Administrative, Marketing and Production. 

a. Administrative DivisionAs before, the Administrative Division will be composed of four departments: Finance, Supplies, Human Resources and General Services. Thelast three of these departments reflect name changes from the previousorganizational chart, but only Human Resources appears to be undergoing
serious change.
 

The Finance Department 
will remain structurally unchanged, consisting offour units: Treasurer, Cash Management, Budget Supervision, andAccounting. Despite the fact that no organizational changes are beingmade in this department, its functions and personnel are beingthoroughly evaluated. The Finance Department has been strongly criticized for tofailing provide IVU management with organizedinformation, and timelyas well as for irresponsible cash management. For example,during 1983 sums as high as $1.6 million were inkept checking accounts
rathe: than in interest-paying accounts. 
The Department of Human Resources, formerly known as Personnel, willbe significantly strengthened as IVU attempts to deal with problems ofpoor morale and low productivity. Five units are planned: Hiring, SalaryAdministration, Internal 
priority 

Relations, Employee Services, and Planning. Aof this department will be to review the individual performanceand capabilities of all IVU employees and study the needs of all depart
ments. 
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b. 	 Marketing Division 
This division will be organized under three departments covering a broad 
range of responsibilities. The Department of Housing Management is 
responsible for management of IVU's portfolio of rental properties, as 
well as any real estate owned by the Institute for purposes of its own 
operations and project development. This department consists of three 
units: Maintenance, Property, Supervision, and Credit and Collection: 
* 	 Maintenance: Though rental properties amount to only about one 

percent of IVU's total assets, it is responsible for maintenance of 
these units, which has proven to be & serious resource drain. 

* 	 Property Supervision: IVU owns a number of undeveloped sites as 
well as sites under construction, whose maintenance and protection 
is the responsibility of this unit. 

0 Credit and Collections: This will be a newly organized unit merging 
the responsibilities of processing credit applications with handling 
payment collections. The collections aspect of this unit's responsi
bilities could not be clearly explained by IVU management, especially 
concerning coordination of this unit's work with that of the legal 
department. Given IVU's large volume of accumulated credit appli
cations (about 65,000) and its serious loan delinquency problem, 
improved procedures and performance will have to accompany the 
merger of functions. 

The 	 Department of Socio-Economic Studies will be responsible for the 
reduction of IVU's inventory of unsold houses (over 800 units). In 
general, this department is responsible for analysis of the consumer 
market for proposed IVU projects, as well as the area in which the pro
jects are to be developed, so as 0o assure their socio-economic feasibi
lity. Once a project is underway and home purchasers have been 
identified, the Social Development unit works to prepare the families for 
assimilation into the new development. Problems of a community nature 
that may arise once a project is comrleted are dealt with by the Social 
Services unit. 

The 	 Legal Department is responsible for the preparation of legal docu
ments for the purchase, sale, or lease of IVU properties. Additionally, 
all cases of seriously delinquent borrowers or renters are passed on to 
the 	Legal Department. It handles foreclosures and evictions when neces
sary. 

c. 	 Production Division 
Whereas the housing production end of IVU operations formerly included 
separate divisions for "traditional housing" (fully completed units with 
one or more bedrooms) and the ABC program (low-cost housing solutions 
and community upgrading) , henceforth the Production Division will work 
exclusively on ABC projects. In terms of personnel, the ABC division 
was the smaller of the two divisions. Now, all production personnel will 
be 	 combined to work only on ABC projects. The personnel will be 
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assigned to five different departments: Survey, Construction, 
Programming and Budget, Project, and Project Supervision. The merger 
of these two production units into one appears to pose several problems
for IVU. First, unless IVU enters into a period of high productive acti
vity, a large part of these employees will be idle or under utilized. 
That is, though overstaffing is characteristic of practically all IVU 
departments, it appears that the Production Department will not only be 
overstaffed, but will have a majority of employees who have worked in 
the design and production of "traditional housing." It is possible that IVU 
may experience some difficulty in getting these employees to dedicate 
their efforts to projects of a considerably different nature than those to 
which they are accustomed. In order to mitigate these difficulties, 
maximum advantage should be taken of the opportunity to educate and 
re-orient the staff towards the new housing solutions as part of IVU's 
restructuring. 

3. 	 Financial Situation of IVU 
The Instituto de Vivienda Urbana is a fiscal institution par excellence, as 80 
percent of its funding consist of contributions from the government's budget.
Its use of resources from other sources has been minimal. In allocations, IVU 
has adapted its activity to the political programs of the moment, seeking in 
general to develop traditional housing units. At present, IVU maintains over 
600 unsold houses with prices above ¢24,000, thus immobilizing more than 
€15 million. The operational criterion has been to subsidize and, even now,
IVU has a maximum interest ceiling of 12 percent. 

a. 	 Analysis of the Balance Sheet (Last Three-Year Period)
IVU's balances are summarized in Appendix Tables A.10 and A.11. 
Among the productive assets, long-term credit is the item that has 
shown the most growth, but its level of participation is still minimal for 
an exclusively shelter-oriented institution. Readily available assets have 
declined to levels which could cause situations of non-liquidity. Non
productive assets, although high, tended to decrease during the three
year period, a positive trend. The only two exceptions to this decrease 
are land (+5%) and other assets (+5%). 

The problem of arrears, which is part of these accounts, is of severe 
magnitude in IVU, and it is tending to increase. Tne loans in arrears 
between December 31, 1981 and December 31, 1983 are compared in 
Table I1.14. The most alarming aspect of these figures is not that 67 
percent are in some level of arrears, but that critical delinquency, more 
than four months, has gone from 9.7 percent of the portfolio to 18 per
cent, i.e., it has almost doubled. With such poor recuperation, the 
possibilities for sound growth are minimal. 

IVU has made little use of market resources, whether internal or exter
nal, relying for its operations instead on soft capital rcsources. The 
current higher growth of internal debt as compared with external debt is 
due to the fact AID's Housing Guaranty funds arrive through FNV and 
consequently are recorded as local credit. 
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Capitalization represents 80 percent of liabilities (Appendix Table 
A.12). Given the size of this share, it is necessary to include capital 
in calculating financial ratios, since otherwise the indices would be 
extremely distorted. As a whole, growth has been nil in current terms 
and negative in real terms. Given the lack of propensity or ability to 
make use of market borrowing, growth depends on increased fiscal 
contributions, which are difficult to obtain and justify in the current 
economy. 

TABLE 111.14
 

IVU: LOANS IN ARREARS
 

1981 1983
 
Number Percent Number Percent
 

Total Loans 17,185 100.0 16,731 100.0
 
Loans In Arrears 9,158 53.3 11,201 66.9
 
1-3 Months 7,492 43.6 8,203 49.0
 
4-6 Months 970 5.6 1,907 11.4
 
7+ Months 696 4.1 1,091 6.6
 

Value of Loans
 
in Arrears (000) €1,263 02,137
 

Source: IVU
 

The basic balance sheet ratios provide additional performance indicators: 

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

1981 1982 1983
 

A. ATA (000) 174,982 185,064 190,904 
B. APA (000) 99,477 117,315 128,381 
B/A 0.568 0.634 0.672
 

2) Average Productive Assets (APA)/Average Total Resources (ATR) 

1981 1982 1983
 

A. ATR (000) 171,901 182,037 189,034 
B. APA (000) 99,477 117,315 128,381 
B/A 0.579 0.644 0.679 
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Both ratios show a tendency to greater efficiency, but the results are 
extremely poor. The first indicator should exceed 0.9, and the second 
should be equal to or greater than 1.0. 

On the income statement (Appendix Table A.13), three facts stand out: 

0 Wide financial margin due to almost no remuneration of resources. 
* Excessive general expenditures absorbing 2/3 of total income. 
0 The high percentage and absolute level of other income/expenditures. 

These circumstances are amplified when the financial return ratios are 
examined: 

1) Yield of Productive Assets 

1981 1982 1983
 

APA (000) 99,477 117,315 128,381
 
Financial Income (000) 6,076 6,252 7,046
 
Percent 6.1 5.2 5.5
 

2) Financial Cost of Productive Assets 

1981 1982 1983
 

APA (000) 99,477 117,315 128,381 
Financial Expenditures (000) 675 1,906 1,086 
Percent 0.7 1.6 0.8 

3) General Expenditures/Productive Assets 

1981 1982 1983
 

APA (000) 99,477 117,315 128,381 
General Expenditures (000) 4,993 5,103 5,594 
Percent 5.0 4.3 4.4 

4) Cost of Market Resources 

1981 1982 1983
 

MR (000) 27,859 33,725 36,596 
Financial Expenditures (000) 675 1,906 1,086 
Percent 2.4 5.7 3.0
 

The decrease in return from productive assets is consistent with the 
increase in arrears and contradicts all acceptable financial trends. The 
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level of financial burden imposed by general expenditures is untenable 
and unjustified. 

4. 	 Capacity of IVU 
Due to its physical structure, dimensions, and work performed, IVU is an 
institution that is capable of acting in various spheres of shelter activity.
However, according to its income performance, IVU now is unable to operate 
efficiently. 

Institutional policy: IVU, within a (currently nonexistent) national housing 
policy should have a specific role to play and should define its programs on 
the basis of that role. The existing policy decision to use the IVU exclusi
vely to provide minimum and emergency solutions throughout the country 
seems to be correct. For an efficient level of performance, the following 
should be considered: 

0 	 Limitation of the sphere of activity: IVU is urban by vocation and highly 
centralized. Try as it may, it cannot operate in the rural area at the 
present time. 

* 	 Restructuring productivity: IVU's present cost levels cannot be trans
ferred to any project, and even less when dealing with lower-income 
sectors. The solution cannot come by subsidizing th( inefficiency of IVU 
but throukh a complete oeganizational restructuring, an unavoidable fac
tor for fut ire projections. 

Financial polic3: In the financial sphere, the ultimate objective must be to 
enable the IVU to grow on the basis of the extraordinary potential for mix
ture which its high capitalization enables. Therefore, there must be simul
taneous activiy in various areas: 

Soundness of assets: IVU must evaluate its assets and liquidate the 
non-productive ones in order to attain minimum levels of return. This 
task includes 1) reduction of arrears; 2) liquidation of immobilized pro
jects, by measuring their actual sales potential, allocating the necessary 
loss immediately, and then beginning to receive financial returns; and 3) 
analysis of its land portfolio in relation to the actual market cost of the 
lands and their use for projects aimed at lower-income sectors (the land 
can also be converted into a good source c.f revenue through liquidation, 
thus 	avoiding its misuse). 

Reduction of operating costs: In this area, the key points are reducing 
the bureaucracy to a functional minimum and the effective transfe- of 
pertinent costs to the projects, avoiding indirect subsidies and unreal 
costs. 

Realistic pricing: Reflect real costs of labor, capital, and materials in 
prices of units; include costs of off-site services. 
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Inter, st policy: As long as the ceiling of 12 percent for loans remains,
IVU must attempt to transform all its operations to credits at this rate,
thus potentially facilitating the mixture of resources in greater magnitu
des. 

Today, the possibilities for IVU to undertake large-scale borrowing are
limited by the low financial margin caused by non-recovery of the portfolio,by 	 the numerous non-productive assets, and by the high operating costs.
Once these issues are overcome, IVU can and must be a flexible instrument 
of shelter policy, absorbing a high volume of externai funds. 

Management and administration: Short of a wholesale overhaul, there are 
numerous managerial and administrative measures that need to be taken to
improve IVU's operations. These were discus~ed above and are summarized as 
follows: 
* 	 Provide all possible support to and facilitate functioning of the new 

Implementation Unit (in charge of AID projects). 
Provide IVU with dynamic leadership capable of breaking through
bureaucratic bottlenecks, working effectively with other institutions, and 
raising morale in IVU. 
Making maximum use of internal manpower resources; contract out only 
when there is a clear, significant benefit. 

* 	 Substantially raise the ceiling for non-competitive procurement (now 
5,000) and streamline bidding process. 

* Develop a strategy for insuring an acceptable level of productivity from 
the 	 new Production Division, which will be low unless significant new
project activity is undertaken and which will require reorientation of 
personnel who formerly worked only on traditional housing. 

* 	 Marketing Division 
-- Liquidate IVU's unsold inventory (about 800 units) 
-- Convert rental properties to lease/purchase 
-- Piepare plan for use or liquidation of IVU's land holdings
 
-- Improve performance and procedures of Credit 
 and 	 Collections Unit 

* 	 Administrative Division 
-- Institute system of special and selective incentives and rewards for 

employee performance 
-- Insure that Finance Department is reformed to provide sound finan

cial management and proper, up-to-date information
 
-- Phase in higher salary scale 
 to attract and motivate high-quality 

staff 
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E. 	 SALVADORAN FOUNDATION FOR DEVELOPMENT AND MINIMUM HOUSING 
(FUNDASAL)
 

1. 	 OverviewFUNDASAL is private, non-profit organization dedicateda 	
to assisting ElSalvador's poorest households with their housing and community developmentneeds. The organization began operations in 1968 and was legally incorporated in 1970. FUNDASAL has successfully implementedlow-cost housing projects 	

more than twentybased on the concepts of community participation,progressive shelter construction, and affordability for truly low-incomehouseholds. Its accomplishments in this area have been internationally recognized and have enabled it to obtain financial support from several foreignsources including two BankWorld loans and 	grants from various Canadian and
European organizations. 

Article 3 of FUNDASAL's statutes lists the following objectives: 
a 	 Support the individual and community development of those struggling to 

overcome the poor living conditions in depressed ofareas the cities;
a Carry out the construction of low-cost housing and community worksbehalf of low-income families in to their 

on
order facilitate access tohomeownership and bettera standard of living; 

* Support the development of the cooperative concept as well as 	 thecreation of housing, consumer, and savings and credit coops on behalf of 
their members; 

* 	 Create new sources of employment on behalf of the poorest people inorder to stabilize and increase their household earnings;
 
a Stimulate community 
 cooperation, a ofsense solidarity and generalinterest in the struggle for integrated development of the community

the spirit of civic responsibility. 
and 

The 	 uniqueness of the FUNDASAL approach lies twoin areas: 1) its abilityto achieve high levels of cost recovery from a low-income clientele, and 2)its 	 emphasis on the c,,ncept of developing a fully integrated communityproject execution. 	 inTo 	 date, the Foundation has completed approximately7,400 units occupied by nearly
FUNDASAL as of June 

46,000 persons (these figures obtained from1984 contrast with the CASALCO data presented inTable 111.1). Another 3,500 units to be occupied by some 21,800 persons are
currently under construction. 

In the last several years, an increasing portion of FUNDASAL's projects havebeen designed for persons displaced from the country's armed conflict areas.As in the case of the Foundation's traditional projects, the self-helpconstruction method is applied. Because of theneeds, 	 urgency of the families'the 	project execution period is reduced to as little as 18 months. Thebasic building materials are mud bricks, some wood,roofs. 	 and galvanized metal forQuality of construction is not on a par with the traditional projects. 
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Table 111.15 lists all FUNDASAL's projects completed, underway, and planned
as of June 1984. Split into four-year segments, FUNDASAL production 
appears as follows: 

1969-72 1973-76 
 1977-80 1981-84*
 

No. of Units 132 1,266 4,189 1,756 

*(First six months of 1984) 

While the Foundation expanded its output considerably from 1977 through
1980, it has always been much more concerned with the successful applicetion of the aforementioned concepts than ;n increasing production of units.In fact, it has always been a FUNDASAL policy to build no more than 2,500units per year, except in the case of two IBRD-funded projects. However,by 1983 FUNDASAL's staff had grown to 170. In that year, a series ofproblems within the organization led to the appointment of a new managerand wholesale staff reduction to a current level of 56 employees. 

In des-iribing the difficulties that led to this radical reduction of personnel,the FUNDASAL management stated that the organization had grown toolarge, and taken on too many employees who, though capable, did not share
the original objectives of the Foundation. 

FUNDASAL looking itsis thus upon own recent internal difficulties as anopportunity to return to the basic philosophy on which it was founded.
Current priorities are to complete the projects whichto the Foundation iscommitted while consolidating the organization with the remaining staff. Anew operational plan for the next several years will be formulated in the near future, which may result in changes to the "Planned Projects" listed in 
Table Ill. 15. 

2. FUNDASAL Operation
The chief governing body of FUNDASAL is the General Assembly, which ismade up of all active and honorary members of the Foundation and thatmeets once a year. At that time, the General Assembly reviews both theannual statement and budget for approval or disapproval, appoints the outsideauditor, and selects the 12 members of the Board of Directors from amongthe membership. Among the 12 directors, the following positions areassigned: President, Vice-President, Secretary, Assistant-Secretary,Treasurer, Assistant Treasurer, Trustee and five regular members. The Boardmeets twice monthly and has the basic responsibility for planning and organizing FUNDASAL's activities. It also names the Executive Director, whoacts as the principal administrator of the Foundation. He has the respon
sibility for selecting a General Manager and all other FUNDASAL personnel. 

Below the position of General Manager, FUNDASAL is made up of four
departments: Finance, Administration, Social Development, and Construction.The Finance Department, with 14 employees, handles credit applications, 
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TABLE 111.15
 

FUNDASAL HOUSING PROJECTS
 
(as of June 1984) 

HOUSING NUMBER OF YEARCOMPLETED PROJECTS UNITS OCCUPANTS OCCUPIED 

Primero de Sept., Soyapango 70 1969
Agua Caliente, Ciudad Delgado 
 62 
 1972
San Jose del Pino, Santa Tecla 520 1973
La Joyita, Chinameca 
 44 (rural) 
 1974
El Vaticano, Puerto El Triunfo 
 172 (rural)

El Pepeto, Soyapango 530 (IBRD) 

1974
 
1975
Lamatepec, Santa Ana 
 1,190 
 1977
Sensunapan I, Sonsonate 
 163 
 1978-
El Naranjo, Usulutan 
 422 


La Presita, San Miguel 
1979
 

1,216

Meson "El Progreso," Mejicanos 1979


30 

El Concaste, Mejicanos 1979
 

405 
 1980
Senaunapan II, Sonsonate 
 363 
 1980
La Palms, Chalatenango 
 29 
 1981
Sensunapan III, Sonsonate 
 14 

El Milagro, Ahuschapan 1982
 

143 (displaced) 
 1983
Potrerillos, Ilobasco 
 55 (displaced)

Chintuc I, Apopa 1983
 

556 

Chintuc II, Apopa 1983
 

477 

La Nueva Esperanza, Ahuachapan 

1983
 

(let ard 2nd stage) 81 (displaced) 1983
Casos Dispersos 
 101 
 1983

La Divina Providencia, Ilopango 42 
 1984
La Union, Santa Ana 
 96 (displaced)
Rio Zarco, Santa Ana 
 203
 

Sub-total 7,384 
 45,781
 

PROJECTS UNDERWAY
 

Chintuc I, Apopa 
 580 - IBRD
 
Chintuc I, Apopa 
 237
 
Rio Zarco, Santa Ana 
 763
 
Popotlan I, Apopa 
 2,162

Popotlan II, Apopa 
 1,757

La Nueva Esperanza, Ahuachapan


(3rd stage) 
 34
 
Hacienda La Ceibita, Ahuachapan 17 (displaced)

Casoa Dispersos 
 10
 

Sub-total 5,560 
 34,472
 

PLANNED PROJECTS
 

Santa Teresa, San h-artin 
 3,200

Lamatepec II, Santa Ana 
 78
 
San Roque, San Salvador 
 8 (displaced)

Nueva Concepcion 
 130 (displaced)

San Diego, La Libertad 
 40
 
Lourdes, La Libertad 
 30
 
La Nueva Experanza


(4th stage) 30
 

Sub-total 3,516 
 21,799
 

TOTALS 16,460 
 102,052
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payment collection, delinquent accojn4, cash management and general
accounting. Administration, with 18 ernplbyees, is responsible for a variety
of secretarial and support functions as well as security, mainitenance, and 
purchasing. 

The 17 employees of the Social Development Department are d rectly involved 
in project development, assisting not only the future residen .s in their phy
sical efforts, but also laying a foundation for future development of the 
community by encouraging the residents to plan and develop cooperative
organizations. Current FUNDASAL management cites the overinvolvement of
Foundation Staff in the planning and implementation of recent projects as an
example of how FUNDASAL strayed from its original objectives and methods. 

Since work is done on a self-help basis, the role of the seven employees of 
the Construction Department is resiricted to project design and supervision.

role a 	 the mostThe latter is critical one since skill level of participants is
usually limited, and the role of contractors is limited to such items as water 
and sewer infrastructure. 

3. 	 Financial Situation of FUNDASAL 
In evaluating FUNDASAL, it is necessary keep in mindto that its function 
and goals go beyond providing shelter solutions, incorporating a concept of
overall development of the communities with which itdeals. Thus, its finan
cial 	parameters must be viewed in light of its "social" orientation". 

FUNDASAL is a private institution that has developed a special ability,
greater than that of any other institution in the country, to work in the 
barrios and with marginal families. It functions as an intermediary for resources of various origins, generally with soft terms, and performs a
needed financial service (see Appendix Table A.12). In the four years from
1980 to 1983, the level of activity according to the value of units allocated 
was as follows: 

1980 7,144,385
 
1981 €1,415,364
 
1982 t 745,290
 
1983 t1,266,703
 

The great reduction in activity between 1981 and 1983 coincided with a 
period of internal crisis and readjustment regarding FUNDASAL's operational
policies and planning.
 

a. 	Analysis of the Balance Sheet 
The most negative aspect of the assets (see Appendix Table A.13) is
the slowness in transforming projects under construction into allocated 
housing. Shelter loans have decreased, while the numbers of solutions 
waiting to be awarded have accumulated alarmingly. This is one of the 
most essential aspects to be dealth with the newin reprogramming.
There is nothing special to note about liabilities, except to emphasize
the capacity for borrowing and the increasing capitalization. 
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b. 	 Structure of the Financial Results

FUNDASAL has traditionally operated on 
 the 	basis of donations so as toavoid transferring indirect costs to projects. However, in the future, itplans to pay for its operations out of income because the possibility ofcontinuing to obtain donations to cover operations is becoming
increasingly doubtful. 

In Table 111.16, which shows financial results, the usual presentation waschanged to clarify this problem. The shelter operation is runningdeficit, as it was programmed to do. 	
at a 

Of 	 the donations received duringthe three-year period in question, 57 percent went to the capital
account to strengthen the institution. 

4. 	 Capacity of FUNDASAL
FUNDASAL has an i 'disputable capacity for 	 working with the low-incomepopulation while maintaining reasonable financial soundness. However, it'sinstalled capacity exceeds the work it is performing. It is clearly a netreceiver of lorin resources, inasmuch as it does not 	 have its own attraction 
instruments. 

In order to begin handling shelter credit programs under normal conditions,
the 	institution must: 
* 	 Define its internal policies, establishing the sources and ofcosts 

financi-ig for programs other than shelter financing.
* 	 Base operations on the actual financial cost of projects, based on totalcost coverage parameters, use sameand the criterion to determine the

interest rates to charge on loans. 
0 	 Carry out financial and organizational planning on a short- and medium

term basis. 

Special emphasis should be given to improving efficiency in allocating units,in order to return to historical production levels, which are 	 much higher
than the current ones. 

There is no necessary reason for the operations (e.g. unit costs or production levels) of FUNDASAL to be affected by changing from coveringoperating costs by donations to paying for them from income. The potentialfor 	doing this successfully depends on 1) effective medium-term planning, 2)a sufficient volume of new resources to permit recovery of adequate incomelevels, and 3) the potential for raising interest rates on 	 loans, a measurewhich, according to the analysis in Chapter I, would not damage affordability. FUNDASAL's interest arerates currently the 	 lowest among housing
institutions (4 to 6.5 percent). 

Financial planning and research done by FUNDASAL on 	 its future strategyshould be able to measure the 	 capacity of the institution to absorb newfunds (and the terms thereof) and direct its future borrowing accordingly. 
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TABLE 111.16
 

FUNDASAL: FINANCIAL RESULTS
 
(Thousands of Current Colones)
 

Total Operating Income 

Financial Products 
Expenditures Housing Program 

Margin 

Other Program Expenditures 

Other Income 
Other Expenditures 

Results 

Donations 

Surplus 

1981 

1,505 

11297 
<2,097> 

<800> 

<1,018> 

208 
<65> 

<1,675> 

3,971 

2,296 

1982 

1,663 

1,321 
<1,989> 

<668> 

<1,078> 

342 
<69> 

<1,473> 

3144 

1,671 

1983 

1,569 

1,486 
<2,213> 

<727> 

<1,277> 

83 
<78> 

<1,999> 

4882 

2,883 

1981 

100 

86 
<139> 

<53> 

<68> 

14 
<4> 

<111> 

264 

155 

PERCENTAGES 
1982 1983 

100 100 

79 95 
<120> <141> 

<41> <46> 

<65> <81> 

21 5 
<4> <5> 

<89> <127> 

189 311 

100 184 

Source: FUNDASAL 

TABLE 111.17 

FEDECCREDITO CREDIT PROGRAMS - 1981 

PROGRAM BUDGET BORROWERS 

AVERAGE 
LOAN 
AMOUNT PERCENT 

Agricultural Development 
Rural Community Development 
Operational Loans 
Low-Cost Credit 
Urban Community Development 
Employee Loans 
Education Credit 

€ 38,228,000 
8,594,000 

13,277,000 
20,836,000 
4,261,000 

16,268,000 
5,451,000 

4,954 
1,884 
3,371 

26,831 
4,488 
6,957 
1,073 

€ 7,715 
4,560 
3,940 

775 
950 

2,338 
5,080 

36 
8 
12 
19 
4 
15 
6 

TOTALS €106,915,000 49,558 € 2,157 100 

Source: FEDECCREDITO 
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F. FEDERATION CREDITOF COOPERATIVES (FEDECCREDITO) 

1. The Rural Credit System
El Salvador's Rural Credit Law of February 1976 identifies local Credit Cooperatives as the implementing institutions for the nation's Rural Credit System. The Law designates the Federacion de deCajas Credito(FEDECCREDITO) as the coordinator of the functions of the Credit Cooperatives (Coops or "Cajas"). There are 42 cooperatives affiliated with 
FEDECCREDITO. 

The Law describes the Coops' main objectives as follows: 
0 Provide, distribute and develop credit on good conditions among members 

or non-members deserving of credit services; 
9 Promote development of Cooperativethe movement in the Republic,

especially relative to providing credit for small merchants, producers and
industrialists; 

* Support cooperative education; 
* Authorize the establishment and operations of Rural Credit Coops, as 

well as examine and audit their organization and administration; 
* Serve as guarantor or intermediary in the Cajas' dealings with third 

party organizations; 
0 Provide services to affiliated Cajas, particularly with regard to their 

requests of the public authorities; 
0 Facilitate the production, transformation, conservation and sale of agri

cultural and industrial goods. 

The constitution and functions of each Caja must be authorized byFEDECCREDITO (the Federation). The Cajas are publicly registei.ed, stockowned cooperative societies. No more than one Coop may function in asingle municipality without approval from FEDECCREDITO. No single shareholder, with the exception of public sector institutions, may own stock 
worth more than ¢1,000. 

Included in the Cajas' powers are the abilities to grant loans secured by anumber of guarantees including a home mortgage and the ability to acceptdeposits. The latter capacity has not been developed by the system. Lending
for purposes of shelter has been minimal. 

The Cajas are required to submit financial statements to FEDECCREDITO forannual auditing. The Federation has full vccess at all times to the recordsof the Coops. The Federation has the power to order rectification of anyfinancial or operational irregularity it detects in exercising its regulatoryrole. The Cajas must comply with any orders of this nature within thirtydays of their issuance. FEDECCREDITO has the power to terminate
operations of a Coop in cases of 

the 
non-compliance with its orders, as well asin other situations such as when a Caja's membership drops below the 

http:registei.ed
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30-person-minimum, or a modification of the Caja's statutes without the 
Federation's approval. 

The Rural Credit Law grants FEDECCREDITO a 75-year mandate as regula
tory body of the Credit Coops, with location of its headquarters in the
capital city of San Salvador. Membership and stock ownership in the 
Federation are limited to the following: 
o Representatives of the GOES Executive Branch inacting the areas of 

Economics and Agriculture; 

* The Rural Credit Cooperatives; 

o The Banco Hipotecario de El Salvador; 
Any public sector institutions accepted as members by the Federation's 
Governing Assembly. 

The Federation administers seven different credit programs. They listedare
below. Approximately two-thirds of all FEDECCREDITO loans were for an 
average amount of about t2,000 (Table I1.17). The Low-Cost Credit
(Credito Popular) and Employee Loan Programs average well below the 
l¢2,000 level. 

Agricultural Development, FEDECCREDITO's principal program, targets the
traditional cooperative beneficiary, the small producer. Principal products
financed are food grains, cattle, coffee, and cotton. 

The Rural Community Development Program supports population similar toa 
that which borrows under the Agricultural Development program, but through
the'provision of technical assistance. Nearly 40 of thepercent loans for this 
category went to food grain producers. 

The Operational Loan Program is designed supportto small enterprises and
individuals working in industry, commerce, and crafts by furnishing small 
sums of working capital. 

The focus of the Low-Cost Credit Program is(Credito Popular) to boost the 
household income prospects of urban families, especially the small merchants 
and persons affiliated with solidarity groups. 

The Urban Community Development Program is oriented towards small business 
people located in San Salvador's more depressed neighborhoods. The program
targets specifically those persons or entities who are unable to obtain credit
through the traditional banking sector. 

The Employee Loan Program has the objective of assisting Salvadoran families 
with basic needs such as housing, health, and education, by providing a cre
dit source as an alternative to high-cost, unlicensed lenders. In 1981, 92 
percent of the 6,957 loans granted for these purposes were between ¢b100 
and 03,000.
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The 	 Educational Credit Program grants medium- and long-term loans to cover
technical and university level studies. 

2, 	 FEDECCREDITO Operation
The Federation is principally administered by 	 a General Assembly, aGoverning Assembly, and a Manager (see Figure 111.4). 

The General Assembly consists of representatives of each of the 	 Cajas andof the stock-owning member institutions. It meets annually considerto forapproval the recommendations of the Governing Assembly; name the membersof the Governing Assembly; determine the distribution of earnings; select anexternal auditor; resolveand legal issues concerning the Rural Credit 
System. 

Responsibility for policymaking and management of FEDECCREDITO isassigned to the Governing Assembly. Among the more important responsibilities of the Governing Assembly are the establishment of interest ratesand fees (in accordance with BCR guidelines), selection and oversight ofpersonnel, and overcontrol the budget. The Governing Assembly is made up
of: 
0 	 a President named by the President of the Republic (4-year term);
 
• one director from the 
 Economic branch of the GOES' Executive 

Authority; 
one 	 director named by the Board of Directors of the Banco Hipotecario
de El Salvador; 

• 	 one director named by the BCR; 
0 	 two directors named by the Federation's General Assembly. 

The President of FEDECCREDITO is the organization's legal representative
and chief operating officer. 

Below the level of the Presidency, FEDECCREDITO employs 377 persons,overseen by a manager, and three assistant managers, dividedand into threeoperational divisions, Coop Membership, Operations, and Administration. 

The Coop Membership Division deals withdirectly FEDECCREDITO's 42 affiliated Cooperatives through four departments. The Credit Department (25persons) handles loan applications received from the TheCoops. CreditProcessing Unit reviews all loan requests for proper documentation. Thepackage is then analyzed by the Evaluation Unit for overall soundness ofrequest and viability of the guaranty offered. Subsequently, 	
the 

the 	 applicationis passed on to one of several Credit Committees, organized accordingthe credit category (e.g. small business or 	
to 

consumer loans) which aremanned by various FEDECCREDITO employees. The slowness whichwith credit 	 applications have been processed has been one 	 of the Federation's mostserious problems. Previously about three months were required to obtain adecision on a request. Under the new management, this period has been 
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reduced to one month, and the present goal is to shorten the process to 15 
days. 

The Department of Rural Community Development (40 persons) is responsiblefor optimal placement and use of credit in rural areas. ThroughCooperative Development Unit, the department 
its 

provides direct assistance tothe borrower for successful execution of the project or transaction inquestion. A Supervision worksUnit directly with the individual Cajas todetermine the feasibility of projects for which financing is requested and oversee their execution as loans are disbursed.
 

The Department of Administrative 
 Control and Auditing (19 persons) sees toit that the Coops pursue their development activities in accordance with theregulations of the Rural Credit System. This involves auditing of the Coops'financial records and oversight of the administrative activities of theFederation's affiliates. 

The basic function of the Marketing Department ("Comercializacion") (9employees) is to purchase fertilizer in a timely fashion at favorable marketrates so as to make this commodity available to the Coop membership atbetter prices than they might obtain elsewhere. 

The Operations Division, through its five departments, oversees the operationof three different credit programs, as well as the functions of accountingand collections for the entire organization. The Employee Loan Department(41 employees) administers a line of personal credit for both public and private sector employees. Since this type of lending is distinct from the rest ofthe Federation's credit operations, a separate accounting of this departmentis done. The Accounting Department (31 employees) is responsible for preparation of the Federation's periodic financial statements and administration offinancial controls concerning all departments. Each department administering
its own line of credit is responsible for collecting payments, which are
 
passed on to the Treasury.
 

The Collections Department (21 persons) handles the 
 Federation's delinquentloans. It deals withonly those loans three months or more behind schedule. 

The Low-Cost Credit Department (26 persons) grants credit on favorableterms to small businesses and assists them in developing their own savingsplans so as to build working capital. Finally, the Department of UrbanCommunity Development (20 persons) grants credit to small businesseslocated in poorer urban neighborhoods. It provides periodic supervision of the 
use of funds.
 

FEDECCREDITO and its affiliated Cooperatives constitute in their design andbasic structure an appropriate institutional mechanism for carrying out thetask of funneling credit to those small producers and consumers who traditionally have had no access to the country's credit system. In practicehowever, these areinstitutions experiencing serious problems which limit 
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their ability to pursue that objective. In August of 1983, an analysis ofFEDECCREDITO was performed by an AID consultant who stated that "the
economic and financial problems of the system are so great that its own 
viability is questionable under present circumstances".1 

In terms of the entire Credit System, a fundamental problem appears to be
excessive centralization of power in FEDECCREDITO. Whereas the 42
Cooperatives are by design the real operational units of the system, key
functions such as credit review and 	 approval are almost entirely handled by
FEDECCREDITO. The Cajas apparently have personnel qualified to perform
these functions but are not permitted to do so. This factor, combined withlow pay and little real technical assistance from the Federation, has pro
duced a situation of low morale among the Coops. In addition, the very
Boards of Directors of the Coops tend to feel as if they do not really
control them and are unable to identify with the system as a whole due to a 
lack of direction from FEDECCREDITO. 

The Federation's new management appears to be taking the first steps
towards dealing with the problem by improving the lines of communication 
between the 	 Cajas and the central organization. In September/October
1984, the Federation's President and Menager 	

of 
were in the process of visiting

each of the 42 Coops to identify and discuss specific problem areas. 

During the last several years, the Rural Credit System has operated without 
a plan or clear statement of priorities. The present FEDECCREDITO admi
nistration stated that it is currently producing such a plan. 

As the Federation has assumed inordinate responsibilities .relative to the
system, it has grown excessively. While all 42 Coops have a total personnel
of approximately 400 persons, FEDECCREDITO alone has some 410. In 1976,
the Federation employed only 161 people. 

The 1983 evaluaticn by Dextre described FEDECCREDITO as "paralyzed", 
citing the following reasons: 

Illiquidity with a high and increasing loan delinquency rate; 
* 	 Poor employee morale, lack of motivation; 
* 	 Serious operational deficiencies in all organizational units; 
* 	 Absence of short-, medium- and long-term financial planning;
 
s Deficiencies in producing financial information 
 which have prevented the 

Federation from assisting some of the Cajas which were nearly bankrupt; 
* 	 No execution of internal audit or application of controls as stipulated in 

the Operating Manual. 

1Carlos Dextre,- FEDECCREDITO - Administrative Evaluation, August 1983. 
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The Dextre report offers a number of recommendations corresponding ingeneral to this list of problems, including the following: 
* An urgent program to reduce delinquencies; 
* Allow mobilization of resources by the system itself;
* Define Federation's and Rural Credit System's objectives and priorities; 
0 Transfer all credit operations to the Coops; 
* Radical reduction of the Federation's operating expenses; and 
• Reactivation of FEDECCREDITO's auditing Department. 

The most fundamenthl of those recommendations is the decentralization ofthe system whereby FEDECCREDITO would assign many of its credit-relatedresponsibilities to the individual cooperatives. This appears to bepractical suggestion which could strengthen the overall 
a very 

system and simplifythe operations of an overburdened . EDECCREDITO. 

FEDECCREDITO, because it controls the flow of monies to the system, hasmaintained control of credit approvals. If the Cajas were to develop independent sources 
it 

of funds, such as by exploiting their deposit-taking power,is possible that the Federation could be relieved of most of its creditreview function. If this were accomplished, FEDECCREDITO could consolidate its operations
which 

in the areas of regulating and auditing the system,appear to be more consistent with the responsibilities assigned to it bythe Rural Credit Law. 

The real implication of thoroughly decentralizing the system is to make eachCooperative responsible
accepting deposits, 

for its own financial viability. The Cajas, by
would become directly responsible for generating portfolio of loans whose ayield would be sufficient to pay for deposits as wVell asadministrative costs. With this responsibility of protecting funds deposited bymembers of the local community, the function of collecting loan payments islikely to be more vigorously pursued. Otherwise, the Coops are likely tobecome insolvent quickly. FEDECCREDITO should strengthen its capacity toassist the Cajas with management of their new fitiancial responsibilities. 
It is recommended that technical assistance be provided to determine thetrue feasibility of developing the system's depository powers. This wouldinclude an assessment of the potential for mobilizing rural savings as well asverifying that the Cooperatives themselves are interested in suchfeasible, a training program for those 

a plan. If
Cooperatives willing exerciseto thispower should be provided. This would include the development of specificdepository programs appropriate for Ei Salvador's rural areas, wellmanagerial and accounting measures which will 

as as the 
be needed by the Coops. 

In order to support this initiative, FEDECCREDITO's auditing capabilitiesmust be strengthened to the point where it can evaluate the Coops' activities on a timely basis and act when and where appropriate. 
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3. Financial Situation of FEDECCREDITO 
FEDECCREDITO uses massive internal and external borrowing, which together
absorb 70 percent of the liabilities. This institution is authorized to capturemarket resources, but does so on a limited basis among its members. Theimportant thing for the future is the potential provided by the large number
of members. The 42 coops affiliated with FEDECCREDITO have the following
shareholder structure (1983): 

Number of coops: 42 
Total members: 78,604 
Number of shares: 614,105
 
Net capital: 13,466,458
 

Given its vocation of working with small-scale farmers and rural and urbanproducers, FEDECCREDITO provides a range of loans from personal tocredit
credit for fertilizers, crops, etc. 
the 

The institution has operated sporadically inshelter sector, mainly in housing improvement loans. T day it has ceased
this activity due to lack of appropriate funds. 

FEDECCREDITO is regulated by the Junta Monetaria and operates
market interest terms. The present 

with 
lines of credit are at interest rates of

between 10 and 16 percent, generally requiring savings contributions through
purchase of stocks and bonds. 

The balance sheet structure (Appendix Table A.14) is sound overall and
shows no distorting effects. three-year period 1981The from to 1983 showed
almost no growth in current terms and was thus negative in real terms.Productive assets grew during this period, going from 81 percent of total 
assets in 1981 to 85 percent in 19R3. This index can be improved by
confronting the high level of delinquency from which the institution suffers. 

Resources are attracted from different sources, both andinternal external.The change of nomenclature in treatment of resources on the balance sheet
shows a concern for improving financial information, even if the criteria for
distribution of accounts in the assets do not correspond with those for theliabilities. This is a procedural matter to be improved. Capitalization
experienced a 31.6 percent growth during the period, strengthening the 
overall solvency. 

The financial margin during this period remained stable and in 1983 was able
to cover operating expenses (Appendix Table A.17). Given the variety of
activities carried out by FEDECCREDITO, the impact on the financial results
of other income and expenses is determinant in establishing the size of the 
profits. 

The cost-return indices show the high financial differential (four to five 
percent between interest earned and interest paid) and the weight of 
operating expenses on productive assets (figures in thousands): 
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1981 1982 1983
 

Average Productive Assets 	 205,336 221 ,63 223,121Interest Earned 
 22,959 25,355 24,410
% 
 11 11 11
Average Productive Assets 	 205,336 221,663 223,121Int 	 rest Paid 14,462 15,302 14,118% 7 7 7Average Productive Assets 	 205,336 221,663 223,121Operating Expenses 9,709 11,732 9,966 
% 5 5 5 

4. 	 Potential of FEDECCREDITO
FEDECCREDITO has 	 strong qualifications to act on a massive scale in theshelter sector. These are: 
* 	 The rural and urban coverage of its offices and warehouses, which 

extend throughout the national territory. 
* 	 A captive and defined market of potential housing clients, composed ofmore than 70,000 members, among which it is easy to establish a shelter 

program with appropriate socio-economic features. 
0 Financial intermediatio,) terms which are compatible with sounda housing 

finance program. 
* 	 Financial -administrative structure with separate accounting sub-systems

for each type of credit, allowing for autonomous handling of shelter 
financing. 

These advantages make FEDECCREDITO suitable for 	 rapid implementation of a housing program. However, the following limitations must be overcome: 
* 	 Lack of experience in the shelter sector, which will require adaptation

and training of part of the organization in this area. 
* 	 Limited counterpart funds from savings. The potential for resource

attraction by FEDECCREDITO on a massive scale should be evaluated.Involvement in the shelter sector could lead to the creation of a true
mutual savings and loan organization. 

0 	 Unacceptable default levels in the present portfolio, which has required
organizing an exclusive collections team. Before beginning any sheltercredit allocations, a ilexible and reliable system of selection and
collection of credit should be implemented. 

* 	 The general management limitations described especiallyabove, centra
lization and inadequate financial control. 

Once these problems are overcome, FEDECCREDITO has available a largeshelter market to be served through a properly specialized and controlled program. It is important to stress the need for 	 keeping the shelter fundsseparate, in management and control, from the other FEDECCREDITO 
resources.
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Further analysis, which was beyond the of the presentscope study, is 
needed to establish 1) the effectiveness of FEDECCREDITO's outreach capa
city, 2) its actual coverage in various rural regions, 3) the possibilities of
making immediate improvements in financial management, and 4) the feasi
bility of establishing some type of mutual savings and loan organization as 
part of FEDECCREDITO. 

G. PRIVATE SECTOR HOUSING DEVELOPERS 

Chapter I mentioned the distorting effect of the decline in output on productivity in 
the construction sector. 

The private construction sector is formally represented by one organization,
CASALCO, which has an active research program on problems affecting the industry.
Its publications and anolyses of the housing market, shelter policy, and macroecono
mic impacts on the sector are the most complete available at this time. 

Technically and professionally, the private builders have sufficient installed capacity
to carry out massive shelter construction activity. In 1983 it was estimated that out
of 125 companies devoted to housing construction, no more than 70 percent were
active. Added to this is the high number of companies which went out of business
because of crisis which, the ofthe but given nature shelter production, could start 
up again immediately. The overall under-utilization is shown clearly in Figure 111.5. 

The absence of overall housing policies, on the part of both the public and private

sectors, put shelter strategy 
 into the hands of the construction industry, resulting in
the chaotic situation of today. However, the construction sector cannot be assigned

sole responsibility 
 for problems such as unsold assets and declining availability of 
funds for housing. 

If one wishes to improve the economic and social productivity of housing, the
following are needed: 1) a clear definition of national shelter policy, includingmethods which reasonably guarantee availability of resources and 2) redesign of credit 
policy in the financial intermediaries, especially Savings and Loan Associations, whichwould make the developer responsible for marketing and would guarantee suitability of
the project based on adequate market analyses. The Savings and Loan System needs 
to become more professional in this area. 

Sectoral productivity assumes, first, fluidity in the availability of materials. A
review is needed of the installed capacity of the building materials industry.
Second, it requires maximum competition among projects for use of available resour
ces, so that there is always a choice among several alternatives. Finally, given that
volume and continuity are prerequisites for sectoral productivity, as great a share aspossible of the funds intended for housing and construction should be channeled 
through the private sector. 
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FIGURE 111.5 

TOTAL INVESTMENT IN CONSTRUCTION 1978-1983 

(Thousands of Constant 1962 Colones) 
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H. 	 FEDERACION DE ASOCIACIONS COOPERATIVAS DE AHORRO y CREDITO DE 
EL SALVADOR (FEDECACES) 

Time did not permit an evaluation of the potential of FEDECACES for participating
expanded program.in an shelter The following brief discussion is based on documen

tation provided by the Cooperative Housing Foundation of Washington, DC, USA. 

FEDECACES, founded in 1966, overs, , 43 affiliated credit unions with 18,000 mem
bers in both urban and rural arc j portfolio is estimated at approximately ¢13million. FEDECACES is intended to provide the following services to its affiliates: 

" Cooperative education 
0 Technical assistance 
* 	 Fidelity bonding 
* 	 Life insurance on savings and member loans 
* 	 Auditing 
• 	 Financing through several credit lines 
0 Legal advice
 
0 Agricultural inputs (seed, fertilizer, 
 etc.) to rural credit unions 

While the overall volume of financial support to affiliates has declined since 1979,
the line of credit for agricultural production has grown substantially, with the 1983figure 67 percent above that for 1979. Internally, FEDECACES suffered deficits in
1980 and 1981 but reportedly regained a positive operating balance in 1984. On the
other hand, arrears--both at the credit union level and the FEDECACES level--areunacceptably high. Approximately 25 percent of the Federation's portfolio is in 
arrears. 

The 	 credit under have someunions FEDECACES had experience in home improvement
lending. The Cooperative Housing Foundation has proposed a modest program($100,000) to expand FEDECACES's activities in this field. The program includes
technical assistance to improve the capacity at the Federation and credit union levels
for design, implementation, and financial management of projects. 

I. 	 RURAL HOUSING 

1. 	 Financiera Nacional de Tierras Agricolas (FINATA) 

a. 	 Overview 
As an instrument of agrarian reform, specifically the conversion of
sharecroppers or tenant farmers into 	small landowners, FINATA's essen
tial activity is to purchase reformed land and to provide credit to the 
new owners. 

In order to pay for land, FINATA has authorization to issue bonds for 
up to 200 million colones. The cash required for payments of this nature
is provided by and of FINATA'sGOES equity capital FINATA. operating
expenses remain very high while it manages the process of land reform 
and distribution. The majority of its operating costs are covered by AID,
with supplements provided by GOES and FINATA's own funds. 
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From this point of view, FINATA is an atypical institution whose opera
tion is not paid for by the service rendered, but rather through donation 
or subsidy to the beneficiary of the service. 

After FINATA pays the former owner and the land is granted to the new
beneficiary, the latter is given a credit at 10 percent interest on along-term basis. Each beneficiary is the subject of a socio-economic
study so as to provide him with a financial plan according to his fore
seeable income. FINATA's legal work in issuing titles is complemented by
technical assistance and credit for the new owner's production. In this 
area, private technical assistance is being used. 

FINATA's activity is massive, and as of December 31, 1983 the 
following figures were applicable: 

Title applications 76,641 100%
Final titles delivered 5,359 7% 
Provisional titles delivered 55,313 72% 
Pending cases 15,969 	 21% 

Counting the final and provisional titles,2 over' 60,000 production units
and a similar number of families were incorporated into the FINATA 
operation. 

b. 	 Finances 
Appendix Table A.16 shows the balance sheets on December 31, 1982
and 	 1983, which are the first two years of full operation. They indicate
only a trend and use of resources. Bonds and capital increase are the 
sources of growth. 

2 A provisonal title (titulo provisional) is given to a farmer once he has 
submitted an application for a parcel. It does not confer ownership but

simply gives him permission to cultivate the land (usufruct). A definitive

title (titulo definitivo) confers full ownership rights and is given 
 once
the 	 applicant's status has been verified, the parcel has been evaluated, theprevious owner indemnified, and the property cleared of all other claims. 
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Presented below is the structure FINATA's financial result to illustrate 
how the operation is financed (figures in thousands): 

1982 1983 

Total Income 1,167 1,175
'Financial Income 1,152 1,670
Financial Expenses (1,700) (1,932)
Financial Result (548) (262)
General Expenses (5,802) (14,268)
Other Income 15 105 
Other Expenses (476) (528)
Result (6,811) (14,953)
Subsidy 5,861 16,506
Available (950) 1,553 

FINATA's subsidized basis is evident. The administration is aware of and
concerned over the default situation that is already serious and which,
if not controlled now, could turn portfolio servicing into an unmana
geable problem. On June 30, 1984, the amount that should have been
collected was t2,264,452, while t52,509 was actually collected, i.e.,
only two percent. This and other aspects of management improvemert,
which the administration is trying to implement, should be accompanied
by political support. 

c. Capacity of FINATA 

FINATA has certain possibilities with respect to rural housing: 
* 	 The need for housing felt and shown by many of the reform 

borrowers. 
* 	 The existence of shelter projects promoted by FINATA, not only as 

social welfare, but also to support rural economic production (so
farmers can live adequately on their plots rather than elsewhere). 

0 FINATA has already established a mortgage credit portfolio with 
more than 60,000 families, many of them potential beneficiaries of 
housing loans, making it easier to situate and 	 establish specific
shelter programs as well as to evaluate the capacity for payment
and 	control collections. 

Limitations to be overcome are: 
* 	 The high default rate of the portfolio, which requires the 

establishment of mechanisms to reasonably guarantee adequate credit 
recuperation. 
Establishing within FINATA a specific unit in charge shelterof cre
dits. This should operate with high productivity criteria and with 
costs covered by its own intermediary activity without the need to 
resort to subsidies. 



132 

If these conditions are met, FINATA can do a great deal of work amongrural title holders. If the final population of families is 75,000, it canbe conservatively established that 40 percent represent effective demandfor some type of shelter credit; this 30,000 creditsmeans possible thatcould be placed within a relatively short period. 

2. Instituto Salvadoreflo de Transformaclon Agraria (ISTA)ISTA, the Salvadoran Institute for Agrarian Transformation, is primarily anadministrative agency, not an executing one. Its principal responsibility is tooversee the creation of viable cooperatives out of what were large privatehaciendas before 1980. ISTA is mainly involved in solving1) the co.rplicatedand often severe financial problems of the Phase I coops and 2) providingmanagement and administrative support to the coops. As of late 1984, ISTAwas in charge of 378 cooperatives, 54 of which had been granted legal titlesto the land. The rest of the former haciendas were still owned by ISTA. 

Since around mid-1983, ISTA has been attempting to carry out a shelterprogram with AID financing. The program targeted 20 settlements on Phase Icoops and was designed initially to provide lots of 600 m2 without services.Dwellings were to be built by mutuel and self help. Later stages of theprogram contemplated technical assistance and loans for dwelling construction. As of September 19d4, no fi!nds had yet been disbursed for this pro
gram. 

The inability of ISTA to make any progress for 18 months is due in part tonumerous changes in personnel over the period. However, ISTA's inactionalso stems from its own inertia. The staff in charge of the program consistsonly of two architects and several assistants, a structure capable of handlingdesign but not other crucial aspects such as shelter policy, finance, supervision, or execution. The staff was unable to provide specific information onany of the essentials needed to get the program off the ground: 
* No plans, schedules, or designs were available; 
* No criteria for selecting coops for the program had been developed; thestaff merely planned to begin working on the coops selected by the pre

vious government; 
* The mechanism for planning and executing the project was not defined; 
0 No thought had been given to financing mechanisms or cost recovery; 
* It was unclear what the tenancy status of the lots would be, given that

the Coop lands belong either to ISTA or to the Coop itself; 
* No mechanism had been developed to coordinate with other agencies. 

Because ISTA has not demonstrated planning, outreach, and implementationcapacity in this program, it is recommended that no further attempt bemade, for the time being, to involve ISTA in housing. 

In principle, shouldISTA neither execute nor finance housing projects. Thisshould be done through the cooperative organizations themselves. The policy 
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guidelines for rural housing presented in Chapter I suggest that housing
should not be free; thus shelter programs on Phase I coops should be carried 
out only where the Coop is financially solvent and reasonably well managed.The Coop should be responsible for organizing the beneficiaries, sorting out
design issues, arid managing cost recovery. 

3. 	 Direceion de Desarrollo de la Comunidad (DIDECO)
DIDECO, the Ministry of Interior's community development agency, speciali
zes 	 in carrying out physical works and 	social promotion in rural communities.
Its staff works with local community groups, DIDECO providing materials and
technical assistance and the groups providing th6 	 labor of their members.
DIDECO has no capacity or experience to handle credit programs. All pro
jects carried out 	by DIDECO are on a donation basis. Most of its investmentbudget comes from external funding sources including the Inter-American 
Development Bank, UNICEF, BCIE, and AID. 

In 1983 DIDECO was selected by AID to carry out a modest pilot project to 
construct 250 "loor-roof" (piso-techo) shelter units on Phase I coops. Four 
coops were chosen for the project, which had a budget of $170,000. Theproject was completed, though one coop had to be dropped due to military
activity. In general, the project had mixed results. The units were built,but the budget was overrun because on one coop the beneficiaries insisted on
units with soil-.cement block walls after one such unit was forbuilt
demonstiation purposes. The project did not address either cost recovery
(the units were donated) or tenancy of land on which the units were built. 

This initial experience suggests that DIDECO may be an adequate mechanism 
for 	 constructing low-cost shelter solutions in rural areas, especially if itsstaff is given some specialized training and technical assistance. However,
DIDECO does not appear to be a promising conduit for a shelter program
based on cost recovery. If it would like to continue working with DIDECO inthe 	housing sector, AID should investigate the p(,ssibility of teaming DIDECO 
up with FEDECREDITO. The two institutions are already involved in a jointprogram to provide small loans for agricultural, commercial, and service 
enterprises. This program is suffering from various coordination problems, butit would be worth investigating the potential for overcoming them. This way,
DIDECO could handle the technical side of the shelter program while 
FEDECCREDITO deals with the financial. 



CHAPTER IV 

SECTORAL POLICY ISSUES 

A. 	 ESTABLISHING A HOUSING POLICY 

The first requirement in El Salvador is to prepare a complete, coherent shelterpolicy. This should not be confused with concrete programs, regardless of how
laudable and necessary they might be. 

The existence of a housing policy presupposes the existence of an overall socioeconomic policy, of which housing is a part. The housing policy should define plansand programs which are the result of inter-institutional goals and interdisciplinary
coordination. It should include:
 

a Quantitative and qualitative housing 
 output goals based on a balance between
needs for housing, family affordability, and expected available financial 
resources.
 

* 	 The terms of access of the specialized financial intermediaries to the monetary market, so that there is a possibility (not a guarantee) that they willparticipate in the market on the basis of effective competition and thus raise 
the resources necessary to meet plan goals. 

* 	 Productivity and quality requirements for the supply sector, including building
materials as well as housing units. 

0 Appropriate legal, statutory, and procedaral regulations so as to avoid 
discrepancies between ends and means. 

* 	 Effective intrasectoral coordination, so that the various institutions maycarry out their roles with no unnecessary overlaps. The role of the housingsector should be clearly specified in relation to other sectors, so that thereis no conflict of policies, particularly where monetary policies are involved. 

As a final observation, it should be noted that the 	 clarity and effectiveness of asectoral policy is not the result of nor does it require complex bureaucratic or highlevel structures, such as ministries. Rather, it requires clear and full definition ofroles, and the appropriate means to fulfill them. 

B. 	 INTEREST RATE STRUCTURE 

As was discussed in the section on monetary matters (Chapter I), 	 the interest ratesof the financial intermediaries are 	 set by the Junta Monetaria. The loss of competitiveness of housing savings was 	 emphasized, and this must be keya factor informulating any housing policy. Among housing institutions there is a great deal of
diversity in interest rates. 
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Table IV.1 presents shelter credit policies by institution. This frame of referenceemphasizes the diverse treatment of equal socio-economic sectors. The financialintermediaries, Savings and Loan Associations, and banks use market rates, whileother institutions use rates that are highly subsidized. These latter should be revisedin order to allow all institutions to have financially sound ofmixtures resourceswithout compromising their social oriepration. 

TABLE IV.1
 

HOUSING CREDIT TERMS
 

INTEREST AMORTIZATION

INSTITUTIONS SHARE CREDIT PERCENT OF
RATE PERIOD FINANCED LIMIT (0) INCOME FOR
 

(percent) 
 (4 years) (percent) 
 HOUSING
 

IVU 
 7 - 12 20 -30 
 90 22,500 30
S&Ls 
 14 - 17.5 up to 25 
 up to 95 71,250 25
FUNDASAL 
 4 - 6.5 up to 20 
 up to 95 8,000 25
FSV 
 4 - 10 up to 25 
 100 30,000 30
INPEP 
 7 - 12 up to 20 
 90 75,000 30
Banco Hipotecario 14 - 17.5 up to 20 
 90 

'8 up to 20 

33
 
90 50 minimum 33
 

salaries
 

IPSFA 


Source: Each institution listed
 

The opportunity costs maintainingof subsidized interest rates on loans can be illustrated through the following example: The maximum interest rate on an IVU loancurrently is 12 percent, while the maximum long-term lending rate allowed by law forthe Savings and Loan System is 17 percent (which is a positive real rate). For each10,000 lent, the following terms would apply: 

IVU S&L 

Loan: t10,000 €1o,000Yearly interest 12% 17%Amortization period 20 yrs 20 yrsMonthly payment C11H.11 146.68 
The IVU monthly payment is 75 percent of that charged by the S&L (by thetoken, the present value of the IVU monthly 

same 
payment at the "market" rate of 17 percent is 7,507). In other words, the opportunity cost per €t10,000 on each IVU loan

is approximately ¢t2,500. 
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The fact is that El Salvador cannot afford to subsidize housing. It should seek real 
financial soundness throughout the housing sector because this is the only way to
achieve sustained large-scale shelter provision. The analysis in Chapter III showed 
that shelter solutions are affordable to lower-income families even with market 
interest rates.
 

Among the specific measures to be taken are:
 
0 Elimination of the 12 percent interest ceiling of IVU.
 
• 	 Readjustment of the FSV rates so they are closer to the reality of the 

market and allow for remunerations to contributors. 
* 	 Establishment real recoverable criteria forof and financial cost institutions 

such as IVU and FUNDASAL. 
* 	 Include a variable interest rate as a common clause in long-term credit and 

apply this mechanism when appropriate. 
0 	 Extend the practice of increasing or variable installment payments and similar 

devices to facilitate credit affordability, both for new credits and those 
borrowers facing problems during the lifetime of the loan. 

* 	 Equalize interest rates to the greatest extent possible for similar socio
economic sectors, avoiding discriminatory treatment. 

Within the formal finance market as a whole, there are no distortions caused by the
interest rate structure of any particular institution, since the regulatory framework is 
uniform. The distortions are internal to each institution, as in the case of FSV,
whose lending rates are below market levels. 

If sufficient data were available, it would be interesting to analyze whether there 
are "cross-subsidies"? between income groups in the operations of any housing finance
institutions. Unfortunately, there are no data readily available (i.e. socio-economic 
profiles of contributors/savers or borrowers) that would have permitted such an ana
lysis for this report. Regarding FSV, one could say that there is a cross subsidy of a 
sort that flows from contributors who have not obtained a housing unit and loan to 
those who have (see Chapter III, Section C). 

C. 	 UNSOLD INVENTORIES 

The phenomenon of immobilization of assets has become the critical and most contro
versial issue in the shelter sector. 

Immobilization of projects, severe on 	 ahousing with effects finances, is problem
which affects all shelter institutions with varying degrees of intensity. 

For IVU, the major problem is 600 apartments which have a value of over €15 million 
and cannot be allocated because they are unsuitable to the market. 

FSV is facing major difficulties in marketing projects which it bought for over 
40 million from builders without having an effective market. 
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In these two cases, the way to resolve the problem is to accept the loss and minimize it. The institutions own the projects. They must sell them as soon as possibleand absorb the loss, either by debiting capital, or as a deferred asset to be amortized on a long-term basis. 

The situation in the Savings and SystemLoan is basically different, not only becauseof the size of the problem, but also because of the fact that manyprojects are being managed by of the housingthe Associations with only interim financing and on theassumption that marketing was the responsibility of promoter long-termthe andfinancing the obligation of another, separate institution (e.g. FSV, INPEP).
Since 1978, unsold projects have been accumulating in the possession of the Savings
and Loan Associations. There are three basic reasons for this: 

* Development of high-cost condominiums (over t100,000) which lost effective 
demand after the 1979 crisis. 

* Crises in construction companies which, due to internal or marketing
problems, abandoned projects whether or they werenot completed.* Projects conceived and developed with the expectation of purchase by FSVbut with marginal saleability in the open market. When the expectedpurchase by the Fund fell through, the projects were factin unsaleable
under normal credit conditions. 

Chronologically speaking, this beenhas the sequence of events. The scope ofSavings and Loans' problem involves more than 3,000 housing units 
the 

with a ofgreater than t130 million at risk. Much can 
capital

be and has been said about where to laythe blame, but this does not solve the problem. 

Extrasectoral nature theof problem: A phenomenon that can be compared in natureto the immobilization of assets is the non-collection or refinancing of financialinstitutions' portfolios which, as discussed earlier, absorbed 1983 60in almost percentof the BCR credit. The current conditions and structure of the financial systemappear to favor loss of productivity of investments, untenablean and impractical
situation. 

Causes of the phenomenon: 
above 

A distinction should be made between the causes listedand the causes which allowed a risk to become an actual loss. It hardisexplain how a situation that to 
sen 

was negative from the beginning could expand andgradually worover six years. The following are the only apparent applicable reasons: 
0 The lack of effective management in the Associations which is accountableand in a position to take action to prevent weakening of the institutions' 

financial position.

0 The change in the goals of SINAP 
 shareholders, which went from seekingeffective earning power to preferring accounting solvency and the external 

order and image of the sector. 
* Lack of leadership or tocapacity impose policies in the central body. 
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* 	 Lack of sufficient guarantee terms credits andfor issued insufficient market
analysis of the projects by the system, revealing a considerable operational
deficiency. 

o 	 Absence of builder commitments to projects, transferring to third parties the 
responsibility for financial failure. 

The 	 basic responsibility in the search for a solution belongs to SINAP, since SINAPhas 	 the capital at risk, which is not private capital since it actually belongs to 
savers. 

Means of dealing with the problem: Various formulas for liquidation of projects
been presented. None have been successful, 

have 
basically because of the impossibility offinding a way of absorbing the contingent loss. 

In order to solve the problem, it is necessary to keep in mind that the projects arein fact the financial responsibility of the Associations, and 	 that the major risk ofloss 	 is theirs. The following would avoid or minimize this: 
* 	 Transfer the costs to the potential users of the housing. If the costs cannot 

be transferred, the projects will have to be sold at a loss. 
* 	 If builders have failed to perform in any way, obligate those responsible to

absorb their share of the loss. Provide the Association with the pertinent
legal mechanisms to pursue this. 

* 	 Convert the incurred but non-transferable losses into long-term deferred
assets, or directly write them off to capital and 	 reserves. BCR can help inreducing the effects of this problem either by buying assets at their nominal
value (buildings), or by recapitalizing the system, or by furnishing resourceswith sufficient financial margin to allow the Associations to recover their
losses in a shorter period of time. 

The 	 Associations should sell the projects in the most suitable manner, and 	 for this 
the 	 following actions are required: 

o 	 Determine the marketability of each project and under what terms each is
saleable. Once this is established, complete unfinished projects at the lowestpossible cost, in accordance with the potential market, and market the units
under the best possible terms. 

a Seek cooperation from the other sectors involved (construction) to minimize 
the negative financial effects. 

o 	 Record the losses and plan for their quickest possible recovery. 

The 	 image of solvency which SINAP wants to maintain by not recording the expected
losses has already lost, the market is ofbeen and 	 aware the status of the immobilized assets, the recording of uncollected (and perhaps uncollectable) interest and,finally, the progressive weakening the system. thisof If situation continues, SINAP 
runs the risk of losing savings and could face general insolvency. 
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The situation is untenable, but even more so is factthe that there is no definiteplan of action already implemented and in operation to solve the problem. The flexibilization of terms decreed by the BCR for these projects is a contribution but,although this is facilitating some operations, the crisis will not be overcome unless itis faced directly and completely. 

D. FOREIGN EXCHANGE RISN AND THE HOUSING SECTOR 

The existence of a parallel legal market for pur%hase and sale of foreign exchangethrough the banks suggests the possibility of a future change in the exchange valueof the colon. However, the majority of persons ccnsulted for this analysis were notin favor of a devaluation; nor was one contemplated in near-term plans of the 
government. 

The parallel market works with a colon-dollar exchange rate of ±4 colones per dollar,compared with the 2.5 official rate, a 60 percent difference. This gap merits theattention of those projecting long-term external debt. 

Focusing the topic on shelter finance, one must make a distinction between the 
current situation and possible future impacts. 

1. Current Situation
The external debt in the sector is modest, and at no time is the foreign
exchange risk expected to reach the levels of crisis which have affected thesystems in such Costacountries as Rica or Bolivia. A review of the institutions with greatest participation in the sector on an individual basis shows 
the following: 

FSV: There is no substantial exchange risk since its current external operations include: 1) BCIE, to which it sold an already established mortgageportfolio, and 2) FIV (Fondo de Inversiones de Venezuela), resources whichare handled through special agreement of the GOES-- Government of
Venezuela petroleum account.
 

IVU: On April 30, 1984, the total debt corresponding to external resources
was €13.8 million, equivalent to nine percent of capital and reserves, and11 percent of long-term credit. The source of this debt softis resources(0.25 percent interest) loaned by the IDB. The low weight of foreign debtin IVU's portfolio means that there is virtually no effective exchange risk in
this case. 

Savings and Loan System: The Salvadoran system has traditionally made littleuse of external credit, the major growth of which has occurred in the pastfew years when foreign debt rose from 21 percent to 27 percent of totalFNV liabilities. FNV external credit is channeled to the Associations, which
receive it as internal credit. 
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The current mortgage portfolio created with these funds contains no provision
for adjustment due to devaluation. Before analyzing the potential impact of
this, it is necessary to examine the position occupied by foreign debt within 
all operations of the System: 

FNV (thousands of colones) 1979 1984 Change 
(Dee) (June) 

Productive Assets 72,202 147,500 104% 
Foreign Debt 15,258 42,444 178% 
Percent 
 21 29
 

The percent of debt is high, and its growth, assuming a devaluation equal to 
the cost on the parallel market, would make the share rise from 29 percent
to 46 percent. In absolute terms the debt would go from 142.4 to 067.9 
million, an increase equal to the total capital as of 1984. In the improbable 
event that FNV should have to assume alone a foreign exchange penalty of 
this nature, its financial position would suffer a severe setback. 

It is more logical to assume that any risk transferred to the System would be 
recovered in the Associations' portfolio. 

Savings and Loan Associations 1979 1984 Change
 
(thousands of colones)
 

Productive Assets 658,064 908,140 38%
 
Foreign Debt 
 15,258 42,444 178.% 
Percent 
 2 5 

The percentage weight of the foreign debt is minimal for the Associations. 
In the event of a total transfer of the risk discussed above, the additional 
burden based on data as of June 30, 1984 would be a 0.4 percent increase 
in financial costs as a proportion of productive assets, with the ratio of 
average productive assets to average deposits falling fron .946 to 0.920. It
would also be necessary to generate a surplus for long-term amortization of 
the 25.5 million in new debt, which means an additional 0.3 percent
interest on the portfolio. 

At present levels of exchange risk and portfolio-debt ratios, the impacts of 
possible devaluation are manageable. In contrast with some other countries,
the overall ratio of external debt to portfolio value in the housing sector in 
El Salvador is low enough to permit the impact of a conceivable devaluation 
to be absorbed without a severe deterioration of housing finance operations.
The only exception, as noted above, is FNV. 
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2. The Future
The financial intermediaries should have no responsibility other than theappropriate and effective use and recovery of resources. The exchange riskshould be assumed by GOES, which actually has foreign currency at itsdisposal and is seeking the most productive use for it. 

With regard to the financial risk in domestic currency imposed by a devaluation, the legal instruments covering individual credit operations shouldinclude interest rate adjustment clauses which permit maintenance of a realfinancial return on the portfolio. This is especially necessary when resources 
are obtained at a floating rate. 

E. LEGAL AND REGULATORY ISSUES IN HOUSING FOR LOWER-INCOME PEOPLE 

1. Background
As in the rest of Spanish America, the physical layouts 18th 19thof andcentury cities in El Salvador were determined by Spanish colonial planningregulations. It wasn't until 1950 that the "Direccion General de UrbanismoArquitectura,' (DUA) created 

y
was within the Ministry of Public Works toregulate urban development and extend urban infrastructure. The creation ofDUA was in part a result of the first housing diagnostic study conducted byforeign advisors in 1949, which identified the already alarming housing situation and called attention to the disorderly growth of most urban areas. Thecreation of DUA resulted in the development of the first master plan for SanSalvador and adjacent areas by 1954. Partly as a result of this effort, thefirst urban legislation was enacted: The Law of Urbanism and Construction,

still in effect today. 

Three events helped to change the directions set by the 1954 master plan: 1)the creation, at the presidential level, of the National Council of Economicand Social Planning and Coordination (CONAPLAN) in which1962, provideda new focus for national and regional planning; 2) the creation throughoutthe 1960s of several autonomous agencies which began their own programmingand planning scale urbanof large public works independently of DUA's masterplans (ANDA, FNV and IVU); and 3) the 1965 earthquake which left thou
sands of people homeless. 

Between 1966 and 1969 a series of urban studies began to emerge, focussingmainly on the Metropolitan Area of San Salvador. These studies were carriedout by DUA and CONAPLAN with the ofhelp foreign advisors. The principal result of these efforts was the widely publicized MetropolitanDevelopment Plan, METROPLAN, and the creation in 1970 of a NationalDepartment of andUrban Regional Planning under CONAPLAN, but rankinghigher than DUA and the autonomous agencies in the government hierarchy. 
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During the mid-seventies, several studies were conducted that focussed on 
housing and related subjects. Probably the most important one was the study
sponsored by the United Nations Development Program and World Bank, under
the Ministry of Planning, known as EDURES ("Estudio de Desarrollo Urbano y
Regional") , finalized in late 1978. The value of EDURES lies in its specific
focus on project-oriented issues. It recommends a concrete program ofupgrading and improved service provision for low-income settlements.
Included are measures dealing with budgeting, institutional reform, and legal
and regulatory changes. 

2. Role of DUA 
The "Direccion General de Urbanismo y Arquitectura" (DUA) was created
with the objective of planning and executing the construction, maintenance,
repair and rehabilitation of urban streets, storm drainage systems, public
buildings, and other municipal works. In effect, all urban infrastructure 
except for water supply has been centralized under DUA. 

Although DUA's infrastructure investment in urban areas has kept pace with
developments built by the "formal" sector, hasDUA been traditionally less
receptive to extending urban infrastructure to informal settlements. This
resistance has been due in part to the fact that DUA itself is also the 
agency in control of subdivision and building permits and has considered itincongruous for one of its divisions to invest in improvements in a particular
settlement that another of its divisions declaredhas illegal or out of its
control. Under the new governmental policies, however, this past attitude 
seems to be changing, not only in DUA but in other institutions in charge of 
public works and regulations. 

3. Procedures for Development Permit and Project Approval
The Law of Urbanism and Construction establishes not only that MOP through
DUA should plan the growth of cities through official regulating plans
("Planes Reguladores") , also plans for all construction-but that urban 
private or public--have to be submitted for approval prior to construction. 
According to the directions established by this law, DUA is the agency in 
control of subdivision and building permits. 

DUA presently uses a coordinative mechanism for assuring compliance of pro
posed subdivisions with the requirements of the Municipalities, ANDA and theMinistry of Health (all of which take part in approvals). This is
accomplished through consultations between DUA and representatives of theseagencies who are located in, or are in regular attendance at, the DUA
offices where subdivisions are reviewed. This makes it possible to achieve 
more or less simultaneous approvals by the different agencies and to recon
cile any differences without major administrative delays. However, the pro
cess has many problems, some of which are due to the fact that many
important decisions are made on an informal basis. 
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A recent re ort on the legal requirements for development permits and project 	approval' indicates that there are several serious bottlenecks in the regulatory framework: 
0 	 The Law of Urbanism and Construction is too rigid and is not designedto deal with housing that is affordable to lower-income people;
* 	 There is a lengthy procesn of production of plans and technical studiesthat accompanies the petitions prior to construction;
 
0 It sometimes takes a long time 
 for DUA's technical staff to approve

plans; 
* 	 Among the various institutions that have to approve plans there arecontradictory standards and requirements. 

Ambivalence exists presentin provisions for 	 ensuring compliance with development control laws. DUA can order the suspension of works undertaken inviolation of the requirements of a regulatory plan. The Municipalities sharewith DUA the authority to suspend or demolish works which are in violationof peovisions of the Law of Urbanism and Construction and its regulations.DUA and the Municipalities are also authorized by this 	 law to impose finesfor 	 these vioiations. Not 	 only are these fines too small to have an effect,but 	 there is also little enforcement by DUA of the above regulations. 

4. 	 Development Standards and Regulations
Development standards and subdivision controls are found in a number of lawsand 	 regulations additionin to the 	 Law of Urbanism and Construction and theLaw of Regulating Plans. These other sources include the Sanitation Code("Codigo de Sanidad") and the Regulations for Aesthetics and Construction("Reglamento de yOrnato Construccion"). 

The 	 central issue in development regulations for the purposes of this reportis affordability. Neither the 	 physical standards nor the regulatory processcurrently allow legal development of shelter solutions that are affordable to
lower-income people. 

Two 	sets of urban development by-laws have been enacted over the past tenyears. The oldest one was enacted in 1973,2 and the newest one in 1980.3 

IVictor S. Rivera, Programaciony Ejecucion de Programas de Vivienda en ElSalvador, AID, San Salvador, El Salvador December 1983. 
2 "Reglamento a la Ley de Urbanismo y Construccion," Ministerio de Obras Publicas,Decreto N.69, Direccion General de Urbanismo y Arquitectura, San Salvador, ElSalvador, Septiembre 14 de 1973. Informally referred to as "the little pink
book." 

3 "Reglamento a la Ley de Urbanismo y Construccion en lo relativo a Urbanizacionesy Fraccionamientos, Edicion 1980," Ministerio de Obras Publicas, DireccionGeneral de Urbanismo y Arquitectura, San 	Salvador, El Salvador, Julio de 1980. 
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Article 85 of the new by-laws ("reglamentos") revokes the old one of 1973,
although in informal conversations DUA officials stated that the 1973 
"reglamento" was still in use. 

From strictly a technical point of view, the standards and restrictions con
tained in both "reglamentos" have been analyzed in order to find whether
there have been any improvements over the past ten years in the thinking of 
the regulatory body with regard to issues that have a direct effect on
limiting or providing access to housing for low-income families. Both "regla
mentos" establish standards and restrictions for residential developments
according to a typology of categories, defined by the characteristics of the
plot (dimensions and areas) and densities. The principal findings of the ana
lysis of regulations are: 

0 	 The 1980 "reglamento" lowers the minimum and excludes the maximum 
types or categories defined in the "reglamento" of 1973, allowing smaller 
plot sizes and higher densities and restricting larger plots and lower 
densities. 

* 	 There is a reasonable degree of compatibility between the four types of 
urbanization categories in the 1980 "reglamento" and the eight types
described in the "reglamento" of 1973. Special attention should be given
to the lower R4 and R8 categories which are loosely defined as "special
categories", under which many kinds of special dispensations can take 
place. 

0 No major breakthroughs have been achieved with the changes in the 
categorization of types of developments, except for the fact that there
is a criterion in the 1980 regulations for setting up "maximum" stan
dards, perhaps due to a recognition of limited land resource and 
infrastructure costs. 

It is a recognized fact that housing is one of the major consumers of urban

land and that the relationship between land use and density is a critical fac
tor in housing development. A brief 
 analysis of three key physical standards
(front garden space, school area, and circulation) illustrates the limitations 
on the achievement of affordable solutions posed by existing regulations. 

Front garden space and school area: The analysis shows that as plots get
smaller (increasing densities), the percentage of front garden space required
increases in relationship to plot size and overall area. The same happens
with school space required; the area for school increases as plot sizes go
down (increasing densities). 

An 	 adequate relationship between a larger percentage of total area destined 
for residential use and higher densities (meaning smaller plots) has a direct 
effect on improving affordability of lower-income families to housing projects
by dividing the initial investment among more families. Monthly amortization 
payments go down, and there is area of the project to producemore rent or 
income. 
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SISTEMA Consultores 4 proposed that the requirement for school space bereduced to five percent of school area plot andover area, argues that theexisting requirement not only increases the production ofcosts housing butalso is not observed, in schoolthat areas are often usednot for schools. 
The EDURES, study 5 analyzed the requirements in both DUA's and theMinistry of Education's "reglamentos" and concluded that the Ministry's lowerstandards are more realistic than DUA's. 

Circulation space: According to a brief comparison between the requirementscontained in the by-laws and factual takenthe data from severalsites and services projects built from FSDVM
1973 to 1978, the overall circulationspace required by DUA is excessive when applied to low-income projects. 

The tendency of FUNDASAL's projects to have significantly lower overallpercentages of circulation, especially those related to vehicular areasparking andspace, sh6ws evidence of FUNDASAL's affordability criteria theandyears of tostruggle convince DUA officials of the need for change. FSDVMhas had to seek special dispensations for most components of its projects,not without being subject to costly delays in project implementation. 
With respect to circulation area requirements, SISTEMA consultores presentsthe argument that in El Salvador the width of the carriage way or "area derodamiento" is calculated according to the length of the-street, which isillogical as calculating the diameter as

of a drainage pipe acc3rding to itslength. Width calculations should donebe according to volume of traffic byunit of time and in direct relationship with the economic level of the neighborhood or economic characteristics of the project's beneficiaries *6 
5. Regularization of Informal Settlements According to the Standards of

Urbanism and Construction
The history of regulations for the development and use of urban land incounti~es suggests manythat these regulations are not effective unless they arebaced on the economic and social realities of each locality. They areeffective when they are integrated with the 

most 
stimulate and regulate actions of 

other instruments needed tothe private andsector coordinate theactions of the public sector. 

4 SISTEMA Consultores, La Vivienday El Desarrollo Urbano, Ministerio de Obras
Publicas, Sub-secretaria 
 de Vivienda y Desarrollo Urbano, San Salvador, ElSalvador, 1983, p. 79. 

5EDURES, APrgram for the Integrated Improvement of Critical Metropolitan Areasin El Salvador, Document N.25, Final Report, Volume I, Ministerio dePlanificacion, United Nations Development Program, World Bank, PADCO,

Salvador, El Salvador, May 

San
 
1978, p. 97. 

6 SISTEMA Consultores, op. cit., pp. 80-81. 
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Studies made in El Salvador, such as the previously mentioned EDURES 
study, called attention to the rigidity and ineffectiveness of laws for theregulation of land use subdivision and construction, in the sense that the
requirements for physical development were not feasible for low-income 
families. 

A reorientation of the nature of land planning controls will be needed in
order to counteract two very negative aspects of present controls: a) the
effective restriction they impose on the 	supply of adequately serviced land
by requiring excessively high standards and b) the fact that these controls 
force significant fringe development into the illegal land market, leaving
large numbers of residents with technically illegal tenure. 

Mesones: Regardless of illegality, lack of maintenance, inadequate services,
and overcrowding, the historical fact is that mesones have played, are
playing and will continue to play a major role in housing the urban majorities
in El Salvador. 

Governmental policy in the 	 past can be characterized by a combination of
cona'radictory positions ranging from neglect and prohibition to complete and 
partial servicing. 

Mesones are subject to a degree of control through: 
" 	 The "Ley de Urbanismo y Construccion" (Law of Urbanism and 

Construction) which prohibits the construction and or repair of mesones 
or apartments with collective services; 

* 	 The "Ley de Inquilinato" (Rent Control Law) which states that rentals 
cannot be increased beyond the levels of December 1973, for tenants 
who remain in the same meson; and 

* 	 The "Codigo de Sanidad" (Public Health Code) which establishes minimum 
required levels of services. 

The Rent Control Law is not well known by tenants; rentals are set by the
landlord according to market potential. Because of the existing laws, on the 
other hand, most landlords use as excuse tothis an neglect maintenance andminimize services. Although this law requires leases -of rooms to be
writing and threatens landlords with penalties for non-compliance, usually

in 

rental agreements are verbal. 

For this study it was not possible to investigate the relationship between the
legal status, of mesones vis a vis the regulations and the potential for
upgrading existing mesones. The only experiment in meson upgrading was
undertaken by FSDVM in 1977, and its wasfocus on both tenure and physical
improvement (see below). 
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The issues involved in meson "regularization" are extremely complex.Assuming that the key reason for regularization of mesones is to permit upgrading, the biggest problem is: what incentives landlordsimprovements? do have to makeThis leads to questions regarding the tenure status of mesonesand the risk that upgrading might make meson shelter less affordable. Athorough study should be carried out theseof issues.
 
The construction 
 of new mesones has been analysed by the EDURES study inorder to increase the supply of this sub-market and expand the benefit thatthis represents to the low-income majority in urban centers. 

As presented by the EDURES study, the issues involved in the increase ofsupply must deal with the following criteria: 
o Changes in the land use and rent regulations to encourage the improvement of and additions to existing mesones; 
* Standards and types of construction cannot arbitrary;the 

be they must behighest standards which can be achieved within the existingconstraints (land costs, construction c,,ts, and monthly payments);

0 The private sector must participate 
 in building new complexes, provided

that there is sufficient incentive. 
To give the meson population alternative shelter choices, housing withthe following characteristics should be provided: a) housing should belocated in areasthe where mesones are now located; b) monthlypayments should similar to now andbe those paid; c) higher qualityconstruction and services should be provided than now exist. 

The EDURES study analyzes a mathematical relationship between net residential density, monthly rental or hire purchase payments, land prices,construction costs, the size of housing constructed, and profitability (definedas the coeficient between gross annual rent and capital itvested). Theconclusions of this analysis are that: a) it is feasible to build new housingwith individual sanitary services to meet the demand of the meson populationwhich currently has no alternative to mesones; b) different combinations ofstandards and financial terms can enable housing to be constructed and madeavailable to all income groups of the current meson population. 

Tugurios and colonies ilegales: Tugurios and colonias ilegales are now heldbe "illegal" because tothey have not been approved by DUA and could not beso approved for lack of conformity with standards laid downtions. "Legalization" in .he regulain this sense would follow from changes in the regulations which would simply repeal those standards, modifyrequirements, and substitute new standards 
the approval

and procedures. Governmentalpolicy toward tugurios in the past can be characterized as a combinationcontradictory positions ranging from prohibition, 
of 

neglect, and eradication topartial or complete servicing and landEl 
legal titling. The new government inSalvador sees the rehabilitation of tugurios as the main focus publicofsector policy in the short term. Several projects are now underway under 
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this 	approach. The problems and obstacles presented the legal andby regu
latory framework will be "bypassed" as there is a coordinative mechanism at 
the highest level composed of representatives of the agencies and ministries 
involved. Nevertheless, this high level coordination will not last forever, and 
the issues addressed in this chapter will have to be dealt with effectively in 
order to provide for the continuation of these rehabilitation programs in the 
medium and long term. 

Legalization should follow from changes in the regulations to remove or 
reduce restrictions on the development process and establish new approval
procedures. If it is considered necessary or desirable to require some formal 
act of approval before subdivisions can be given legal status, this can be 
done through explicit provisions in the revised regulations describing the 
types of subdivisions considered to be legal in general terms and also for 
specified purposed (such as making sales leases and providingor infrastruc
ture). It should be made clear that legalization would not exempt subdividers 
from complying with the particular requirements imposed by the modified 
system. 

Strictly eaking, unless DUA formally classifies a development as "urban", it 
is regarded as "rural" and is not entitled to municipal services confined to 
"urban lands". At the same time the land owner and occupiers may be 
immune from particular municipal assessments for the same reason. This 
problem is exacerbated by the assignment of different meanings to the term 
"urban" by different government agencies. 

To provide soluions to these legal problems is beyond the scope of the pre
sent work. For the purposes of the current government's tugurio upgrading 
programs it should be sufficient if an amendment to the "Ley de Urbanismo y
Construccion" provides that the legalization of subdivisions for low-cost 
urban residential development shall not bar access by the residents to muni
cipal services, the benefits of the land registration system, or any other
public services or benefits to which occupants of "urban lands" are entitled. 
Pertinent municipal or other laws relating to the provision of those benefits 
should be revised similarly. 

6. 	 The Tenure Situation in Informal Settlements 
Due to the lack of recent studies addressing this issue, reference has to be 
made to the publications of the 1975-78 period, when a number of relevant 
studies were carried out by several private authors and public institutions. It 
is safe to assume that a) the data presented is relevant today to point out 
the magnitude of the problems related to tenure and that b) the situation 
has 	not improved.
 

The reason for being concerned with the individual tenure status of dwellings
is that lack of legal tenure can cause problems for households and for the 
housing market as a whole. At the household level, lack of secure tenure 
discourages investments in needed improvements and may prevent access to 
credit from formal financial intermediaries. For the housing market overall, 
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it holds back potential demand for building materials and construction laborby dampening the incentives for upgrading.
 
Tenure in Mesones: It is not 
 clear whether an effortize" the tenure to change or "regularsituation in mesones is worthwhile.the issue of what kind 

For many meson families,of property rights they enjoytance, compared with the need for 
may be of little impor

waiting until they can 
obtaining better services or merelymove out to a tugurio or colonia ilegal.tion A clarificaof this should be a part of a comprehensive study of the meson market. 

The only known meson rehabilitation program was carriedmental basis out on an experiby FSDVM in 1977-78,
complex the 

when FUNDASAL purchasedwith purpose of upgrading. 7 One of the 
a meson 

project was main objectives of theto provide the users (former and new tenants) withtenure of the mesnn property through selling it back 
secure 

form of to them under somecollective ownership. There were several legal restrictionsreaching this objective, ondue to the fact that the "Codigoin El Salvador Civil" (Civil Code)does not include a category where projects of this nature canfit in. 
The following alternatives were analyzed by FSDVM, in consultation with the 
meson community: 
* "Social property" (Propiedad social)
* "Cooperative association" (Asociacirn ooperativa)* "Undivided ownership" (Propiedad e,, proindivision)* "Individual purchase" (Compraventa en forma individual)
It was felt that the "asociacion cooperativa", (cooperative association) typeof tenure was mostthe suitable
maturity" the 

one, but based on the "incipientof community level ofit was decided that this decision was bepostponed tofor a five year term in order to work with theeducational process community in anso that by the end ofthemselves this term they could decidewhat kind of tenure arrangement (collective or 
for 

individual)more suitable for wastheir needs and expectations.
tenure" with promise sale 

In the end a "contract ofa of was signed between FSDVM and the users. 
Tenure in Tugurios: Securing tenure in tugurios verymay welltask, if compared be a simpleto what is required in other formsThe achievement of informal settlements.of tenure by tugurio residents meansference the gradual transof title from public agencies
ministries) which own 

(such as IVU, municipalities andinvaded land to individualorganizations households or cooperativein all cases where there are no serious reasons for relocation. 
IVU is recognized as one of the few institutionsrehabilitation projects, with experience in tuguriothrough its "Programa de Acceso al Bienestar 

7 EDURES, op. cit., Appendix III, Vol. II. pp. ILIA-1 to IIIA-6. 
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Comunitario"l (ABC), Access to Community Welfare Program. The proceduresfollowed by IVU to grant tenure rights to illegal occupants are illustrated in a major upgrading project in the city of Acajutla. 8 

IVU can utilize two forms of tenure arrangements granted by law: 
* "Bien de Familia", for real estate that does not exceed ¢D15,000.
* "Arrendamiento con Promesa de Venta": for lots with no structures. 

There is a list of requisites that the beneficiaries have to comply with inorder to be eligible for these types of tenure arrangements: birth and marriage certificates, good conduct certificates, otherand documents of the same sort. While these are simple requisites, they are often difficult fortugurio dwellers to obtain and occur. is tolong delays It necessary providelegal assistance so that these families can obtain the necessary documentation. From the time initial contacts are made with the community until thetime most of them have the documentation up to two years may have passed. 

The review and approval of the documentation and the transfer of the upgraded units is done by Board OnceIVU's of Directors. this is accomplished,the IVU legal department writes the contracts and formalizes the"arrendamiento con promesa venta" the dede or "bien familia" contracts tobe given to the beneficiaries of the project. These contracts can then beused as. legal documents for mortgages, payment of services, taxes, and all
legal formalities. 

Tenure in Colonias legales: There have been no previous experiences withthe upgrading or rehabilitation of colonias ilegales by any private or public
sector institutions. In informal conversations and according to analysis ofsecondary source data, it has been pointed out that this is a very sensitiveissue, in that it involves dealing with a lucrative and well-established operation that goes on in the shadow of the legal and regulatory framework. 

The EDURES study 9 points out that "a slibstantial percentage of the purchases or lease-purchases of lots from subdividers in thu colonias ilegaleslack legal formalities, usually to the prejudice of the buyers. The contractsnot be in written form; if they are, they may not be notarized; if notarized,they may not be registered. Even if in writing, the terms are apt to beunfavorable to buyers, in cases notthe who most are represented by their own attorneys. As a result, the buyers do not receive the full protection of 

8 FSDVM/Fundacion Inter-Americana, Proyecto Experimental de Rehabilitacion del

Meson Elprogreso (Estudio Monografico), San Salvador, El Salvador, September

1979.
 

9Oscar Rene Salegio, Evaluacion Urbanistica de un Proyecto de RehabilitacionMarginal y sus Repercusiones, Ministerio de Educacion, Direccion dePublicaciones, San Salvador, El Salvador, September 1974, pp. 16-18. 
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the law. But perhaps more serious is the inhabitants' feeling that theirtenure is insecure, because their transactions have taken place outside theformal legal system or because they were no' adequately represented as participants in the system. This perception generates, in turn, a distrust ofboth private and public :-;stitutions with which they may have dealings-institutions perceived havingas ready access to the advantages of the law 
and legal representation." 

Types of tenancy contracts in colonias ilegales include: 
0 Vertal agreements;
o Agreements backed by monthly receipts for payments to the landlord; 
* Written unregistered contracts; and
 
0 Registered contracts
 
Households in colonias ilegales tend to have limited information about theirrights and obligations. Frequently the service theylegal receive on enteringinto a contract is provided by the developer's lawyers. 

Informal agreements equivalent to some form of ownership do exist in colonias ilegales, especially in the case of individuals who have signed an"arrendamiento con promesa de venta", a rental with promise of sale agreement. These are usually unnotarized papers composed of two parts: the firstis a normal rental agreement which specifies the use of a plot, not dissimilarto a house rental agreement. The second part is an option to purchase whichstates that with the last monthly payment, the accumulated rent becomesmortgage payment towards purchase and, if no default has occured, title
transfer can take place. 

Usually the agreement, whether written verbal,or contains a penalty clauseestablishing that failure to meet one or occasionally two monthly paymentswill cause all previous payments to revert to the status of simple rent forthe use of the property. It is the most important part because failure toreceive payment, whether by default or because the owner refuses to acceptit, will permit the cancellation of the agreement without the return of anypart of the monthly payments even after many years. The plot can again beoffered to another family because the original family has not actuallyacquired the legal deed. Thus it is not uncommon to find a plot that hasbeen rented under several agreements to either the same or different households, all of which hoped to become legal owners. 

According to study,Harth's consolidation and regularization of tenure in
colonias ilegales involvewould among other things: 
a The efficient registration of plots that have effectively met all 

payments; 
* The elimination of leaseholds that can automatically become simple leases 

through failure to meet payments; and 
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Valuation of land according to tax schedules for the purpose of 
establishing sales prices in incipient colonias. 1 0 

In a recent speech to CASALCO, Presi>.¢nt Duarte emphasized the importance of tenure regularization in informal settlements. He stated, "If thelegal framework does not 	 exist, it should be invented or created". He mentioned the legal term "usucapion", a traditional right to property claimed by
those who have lived on it for many years. 1 1 President Duarte also emphasized the willingness of the new government to upset the appropriate legal
framework in the least amount of time possible. 

It is important to recognize that awareness of these problems and the poli
tical willingness to deal with them have never been a central housing policy
issue of past governments in El Salvador. 

7. 	 Conclusions and Recommendations 

a. 	 Maintenance of Institutional Coordination
 
For the achievement 
 of short term objectives, DUA, the municipality of
San Salvador, and other institutions are working together in an interinstiutional effort to upgrade existing squatter settlements under direct
orders of the President. The system used to deal with existing regula
tions is called "bypassing", which means that existing regulations will be
ignored in order to reach these short term objectives. 

This high level inter-institutional coordination will have to be maintained 
for the time needed to set the necessary arrangements so that DUA can
update its requirements and give them legal status. 

b. 	 Procedures for Development Permits 
It is evident that informal arrangements for permit approval seem to be 
common in El Salvador. The rapid institutionalization of these informalprocedures is necessary in order to achieve short- and medium-term 
goals. In the long term, one objective of th(! reform of the Law ofUrbanism and Construction would be to streamline the regulatory process
through reduction of the number of agencies involved in granting appro
vals, simplification of procedures, and minimization of arbitrary decisions 
caused by orirrelevant outmoded standards. 

10 EDURES, op. cit., Vol. II, Document N.25, Final Report, p. 192. 

1 1 Harth, op. cit., p. 411. 



154 

c. Development Standards and RegulationsNeither the 1973 or 1980 development regulations accomplish thetive of providing affordability to low-income families, 
objec

except for thespecial dispensations contained in a discreet manner in the lower categories of development types and(R4 R8). Since the specificationsthese special categories are more or 
for

less "open", institutions suchand FSDVM have to a 
as IVUspend considerable amount of time negotiatingwith officials of the different agencies incharge of approval (DUA,etc.) in toorder be subject to special dispensations and obtain approvalof their projects. Without doubt, private developers go through the same

treatment. 

The absence of development guidelines or their lack of clarity requiresmany basic regulatory decisions to be made in an informal manner. Thesedecisions must be in tomade order avoid costly delays. The best thatcan be done is to keep related planning principles in mind andawareness of affordability criteria 
introduce 

in making regulatory decisions.Planning and regulatory instruments will simply have to evolve together. 
Development of highly flexible and clearly defined subdivision andbuilding regulations would involve not only lowering standardsthe real needs and possibilities the 

to meetof popular sectors, but also makingthem enforceable. The laws and their regulations must be feasiblerelation into the social and economic conditions of the country. Theybe feasible from a political point view 
must

of and in relation to exisitngadministrative policies. In setting up new residential developmentdards for low-income families, stan
the sites and services projects of FSDVMshould be studied in order to record what has been achieved and usethese criteria as the basis for new development regulations.
 

Development standards should 
be grouped in a single manual.facilitate the administration This shouldof controls; it should tend to eliminate conflicting dispostions of various laws and regulations; and it should make iteasier for private developers beto aware of, understand, and workwithin the requirements. 

d. Regularization of Informal Settlements According to Standards
 
of Urbanism and Construction
The historical inappropriateness of development standards vis-a-viseconomic status of the the

Salvadoran populationenforcing and the difficulty ofthe regulations have caused a large proportion of urbanopment to occur outside of governmental control and 
devel

subdivision regulations are unclear and 
in areas where the

poorly defined. As a consequenceof these and other factors the andlegal regulatory framework has beenapplied only to a small percentage of urban development, that carriedout by private and public institutions of the formal sector.
 
Regardless of prohibition, 
 informal settlements play an important rolehousing urban inthe majorities. In order to increase the supply of housing 
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available or affordable to low-income groups and incorporate them into
the 	umbrella of legality, a system of progressive urban development, or
development in stages, should be established that substantially differs
from what is currently codified in the regulations of the present Law of 
Urbanism and Construction. 

The 	progressive development system should de facto legalize present I.W
income settlements by recognizing the reality of their existence as a
housing solution. The development requirements under this system should
match these settlements' present standards. This highly flexible system
should be open to incorporating varying degrees of communal services
and levels of housing and urbanization development, construction in
stages, and phasing in the introduction of infrastructure networks and 
municipal services. 

The most important issue is that of affordability, and it should guide the
development of standards whether these are designed for building new 
mesones, upgrading tugurios, the construction of sites and services pro
jects, or the regulaization of colonias ilegales. 

F. 	 COMMUNITY ORGANIZATION, MUTUAL-HELP AND SELF-HELP COMPONENTS IN 
UPGRADING PROGRAMS 

Community organization, mutual-help, and self-help are important components ofrehabilitation and housing programs for low-income families. According to Salvdoran
experience, only two institutions have used mutual-help and self-help methods in theconstruction process: FSDVM and IVU. There are 	a number of studies which -Jescribethe 	 experiences of these two institutions. More extensive references are found withrespect to the success of FSDVM's progressive development programs utilizing these
 
methods.
 

The construction process in FSDVM housing developments is done in three stages: 
* 	 Construction by which sitecontractors, includes preparation, land works,

infrastructure, and the construction of walls of basic units;
 
a Construction by means of mutual-help, 
 which includes the organization of

participants in construction teams for the completion of the units; and 
* 	 Construction by means of self-help: The fundamental aim of this stage isconsolidation of the units (since the mutual-help stage 

the 
ends when units reach 

a "habitable level"). Generally work in this stage is done by individual fami
lies. 

Affordability of FSDVM's projects is enhanced substantially by the elimination of thedown payment requirement. This is made possible by permitting households to substitute their own participation in the construction process for the down payment. 
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The problems of organizing communities for mutual-help and self-help construction
methods and the way in which these operations can effectively be used to achievelong-range community development goals depends on a clear definition of intent andmethodology and the effective training of social workers and technical staffs. Apoorly-defined program and the utilization of poorly-trained personnel can causecostly delays in project implementation, desertion of participants, and possibly failure 
of the entire project. 
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TABLE A.1 

GROSS DOMESTIC 

(Constant 1962 Prices 

PRODUCT BY 

- Thousands 

SECTOR 

of Colones) 

VALUE 
Agriculture 787.300
Hining 4.537 
Hanufacturing 578.028 
Construction 127.984
Utilities 70.538Transport, storage2. 

& co-munications 172.916Commerce 709.162
Finance 77.703
Hosing acquisition 110.360 
Public administration 234.899Personal services 240.430Gross domestic product 3122.857 

-GROWTH 

VALUE 
Agriculture 887.350
Hining 3.785Hanufacturing 656.828
Construction 143.916 

Utilities 107.732 

T-asot tr agg. 28.50769 

& communications 208.769Commerce 759.689
Finance 106.064
Housing acquisition 126.875
Public administration 332.223Personal services 268.405Gross domestic product 3601.636 

Source: Banco Central de Reserva 

1975 
GROWTH 

RATE SHARE 

6.3 25.2-6.8 0.1 
4.7 18.5 

49.3 4.1 
9.9 2.3 

5.4 5.6 
4.0 22.7 
2.6 2.5 
3.5 3.5 
0.2 7.8 
0.7 7.7 
5.6 100.0 

1979 

GRAT H xRATE SH-E 

3.6 24.7 
3.1 0.1 

-5.0 18.2 
-2.1 4.0 

11.5 3.0 

_0600 
-6.5 5.8 
-8.3 ?1.1 
2.1 2.9 
3.5 3.5 
3.7 9.2 
0.8 7.5 

-1.7 100.0 

1976 1977 

GROWTH GROWHVALUE RATE SHARE VALUE RATE SHARE 
725.183 -7.9 22.3 751.332 3.6 21.8 

4.026 -11.3 0.1 3.686 -8.4 0.1628.587 8.7 19.4 661.517 5.2 19.2115.933 -9.4 3.6 157.145 35.5 4.677.867 10.4 2.4 87.766 12.7 2.68776 1 . 2.9 
195.570 13.1 6.0 214.331 9.6 6.2769.987 8.6 23.7 803.437 4.3 23.388.280 13.6 2.7 101.532 15.0 3.0114.275 3.5 3.5 118.329 3.5 3.4274.275 12.5 8.5 288.232 5.1 8.4252.903 5.2 7.8 256.557 1.4 7.53246.886 3.4 100.0 3443.864 6.1 100.0 

1980 1981 
COT GROWTH 9118

ROWTH % GROWTHVALUE RAtE SHARE RATE SHARE 
841.065 -5.2 25.6 787.479 -6.4 26.13.880 2.5 0.1 3.800 -2.1 0.1586.199 -10.8 17.8 524.969 -10.4 17.5111.425 -22.6 3.4 94.354 -15.3 3.1 
105.700 -1.9 3.2 102.400 -3.1 3.4-1.193.700 -7.2 5.9 172.500 -10.9 5.7625.013 -17.7 19.0 531.900 -14.9 17.6102.600 -3.3 3.1 93.100 -9.3 3.1130.000 2.5 4.0 133.800 2.6 4.4341.857 2.9 10.4 345.959 1.2 11.5247.861 -7.7 7.5 226.520 -8.6 7.53289.300 -8.7 100.0 3016.761 -8.3 100.0 

1978 

GROWTH %
VALUE RATE SHARE 

856.645 14.0 23.43.671 0.4 0.1 
691.476 4.5 18.9 
147.045 -6.4 4.0 
96.608 10.1 2.7.68 1 . 27 

223.322 4.2 6.1 
828.527 3.1 22.6 
103.894 23.0 2.8 
122.522 3.5 3.3 
320.329 11.1 8.7
270.677 5.5 7.4

3664.721 6.4 100.0 

1982 

GROWTH -VALUE RATE SHARE_ 
737.962 -6.3 26.0 

3.750 -1.3 0.1
480.875 -8.4 17.2 
92.423 -2.0 3.3 

98.500 3.8 3.5 
-_. 

161.300 -6.5 5.7 
468.100 -12.0 16.5 
91.700 -1.5 3.2 

137.300 2.6 4.8 
356.300 3.0 12.6
206.890 -8.7 8.7

2835.100 -6.0 100.0 

VALUE 

738.000 
3.800 

466.400 
96.400 

103.400 
167.000 
458.800 
95.500 

140.000 
361.800 
202.800 

2833.900 

1983 

GROWTHRATE SdARE 

0.0 26.0 
1.3 0.1 

-3.0 16.5 
4.3 3.4 

5.0 3.6 
3.5 5.9 

-2.0 16.2 
4.1 3.4 
2.0 4.9 
1.5 12.8 

-2.0 7.2 
0.0 100.0 

. 

I



TABLE A.2 

CENTRAL GOVERNMENT FINANCES 
(Millions of Current Colones) 

Income 
Expenditures 

Amount 

1,171 
<1,280> 

of 
1979 

Income I 

10.0 
109.3> 

of Financing 

-
-

Amount 

1,068 
<1,581> 

% of 
1981 

Income % of 

100.0 
<148> 

Financing 

-
-

Amount I 

1,265 
<1,626> 

1983 
of Total 

100.0
<128.5> 

or Financing 

Result <109> <9.3> <513> <48> <361> <28.5> 
Financing 109 9.3 100.0 513 48.0 100.0 361 28.5 100.0 
- Internal 

- External 

81 

28 

6.9 

2.4 

74.0 

26.0 

452 

61 

42.3 

5.7 

88.0 

12.0 

314 

47 

24.8 

3.7 

87.0 

13.0 

Source: BCR 
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TABLE A.3
 

MONETARY MARKET

(Millions of Current Colones)
 

CONSUMER 
 SAVINGS

CURRENT PRICE MONEY/ SAVINGS DEFLATED SAVINGS
GDP INDEX MONEY SAVINGS* GDP ( ) GDP ( ) BY CPI MONFY (%)
 

1978 7,592 100.0 1,190 1,300 1.).7 17.1 1,300 109.2
1979 8,607 108.7 1,428 1,323 16.6 15.4 1,217 92.6
1980 8,916 127.6 1,559 1,344 17,5 15.1 1,053 
 86.2
1981 8,646 146.4 1,568 1,583 18.1 18,3 1,081 101.0
1982 8,914 163.6 1,628 1,860 18.3 0l.9 1,137 114.3
1983 9,639 185.1 1,585 2,256 16.4 23.4 1,219 142.3
 

* Includes "Cedulas Hipotecarias" and "Titulos de Capitalizacion."
 

Source: BCR
 

TABLE A.4
 

INTEREST RATES IN THE FINANCE SYSTEM
 
(Percentages)
 

Rates to Deposits Sept. 1978 Feb. 1982 
 Feb. 1984
 
A. Savings 
 Banks S & LB Banks S & Ls Banks S & Ls
 

Free 
 8.5 9.5 8.5 9.5 7.0 8.0

With Notice - 10.0 7.5
- 9.0 
 8.5
Programmed 
 - - - 11.0 - 11.0 

B. Certificates of Deposit
 

60 days -  - 9.5 9.5
90 days 8.75 
 - _ _

120 days 8.75 - - 11.0


60-180 days 9.25 11.0 12.5 
11.0
 

- 11.0 12.5
 more than 180 days 10.0 - 12.5 12.5 - 
360 days Free Free
- Free 13.0 13.0
 

Rates to Borrowers
 

Bank credit 13.0- 13.0-
- - 13.0
15.5 18.5 
 17.0
Housing credit
 

Long term 
 - 12.0- - 14.0- - . '.0
13.0 18.5 17.0
For construction 
 14.0 - 20.0 - 17.5 

Source: BCR
 



TABLE A.5 

LABOR PRODUCTIVITY BY SECTOR 
(ConatM Pricea) 

Economically 
Acive Popu-

lation (00e) 

Population 
Employed
(100) 

Percent 
Epoe 

Vale Adned/ 
okr 

Prmc" y 
ofiin 

Va us Ad/ 
okr 

ProduLvL 
ofltnCofi Iokr 

au de/ Pou~v~ 

flln 

au de/ PouLv 

Cok rs Coffc en 

1978 

1979 

1980 

1425.5 

1575.6 

1593.4 

1372.2 

1470.8 

1336.5 

96.3. 

93.3: 

83.9 

3579.3 

1372. 

3521.2 

3215.3 
1336-5 

2.608 

2.394 

2.406 

827.6 

"6 

840.3 

-3 

785.6 
468.4 

1.455 

1.275 

1.677 

639.6 

"1. 

607.9 
M 

505.0 
228.3 

3.288 

2.989 

2.212 

165.2 

7 

147.8 
65.2 

125.5 
6 

2.314 

2.267 

1.868 

Source: HIPLAN 
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A.6


TABLE 


FNV BALANCES
(Thousands of Current Colones at December 31 of Each Year 
- Except 1984)
 

AVERAGE ASSETS 1979 1980 1981 192 9 %983% of Change 

Banks and Investments 
Loans and Advances 
Fixed Assets 
Other Assets 

12,587 
59,615 

155 
894 

13,936 
98,903 

207 
1,767 

14,536 
105,506 

260 
9,613 

42,406 
112,363 

312 
10,399 

42,406 
101,765 

853 
4,290 

42,177 
105,323 
1,575 
6.373 

235% 
77% 

916% 
613% 

Total 
Index (1978=100) 

73,251 
100 

114,813 
1 

129 915 
177 

146 099 
1 

149,314 
204 

155,448 
212 

1120 
112Go' 

AVERAGE LIABILITIFS 

Internal Credit 
External Credit 
Housing Bonds 
Other Liabilities 

41,011 
15,258 
---
6,923 

74,551 
19,563 

8,503 

50,504 
29,402 
25,000 
9,965 

-25,291 
39,247 
50,000 
14,523 

12,52 
44,089 
54,119 
18,383 

12,950 
42,444 
56,794 
20,635 

( 68o) 
178% 
127% 
198% 

Sub-total 63,192 102,594 114,871 129,060 129.142 132,823 110% 
CAPITAL 5,200 5,200 5,200 5,200 5,200 5,200 
Profit and Reserves 4,859 7,019 9,845 11,839 14,972 17,425 259% 

Total 73,251 114,813 129,915 146,099 149,314 155,448 112% 

AVERAGE ASSETS_____ 
PERCENTAGE DISTRIBUTION 

Banks and Investments 
Loans and Advances 
Fixed Assets 
Other Assets 

17 
81 
--
2 

12 
86 
-r 
2 

11 
81 
1 
7 

16 
77 
--
7 

28 
68 
1 
3 

27 
68 
1 
4 

59 
(16) 

-
100 

T o t a l 0 0 1 0 0 1 0 0 0 0 0 0 0 
Index (1978=100) 

AVERAGE LIABILITIES 

Internal Credit 
External Credit 
Housing Bonds 
Other Liabilities 

56 
21 
.... 
9 

65 
17 

7 

39 
23 
19 
7 

17 
27 
34 
10 

8 
30 
36 
12 

8 
27 
37 
13 

86 
29 
95 
44 

Sub-total 86 89 88 88 86 85 1 
CAPITAL 7 5 4 4 3 3 (57) 
Profit and Reserves 4 6 8 8 11 12 71 

Total 100 100 100 100 100 100 
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TABLE A.7
 

FNV INCOME AND EXPENDITURES
(Thousands of Current Colon.. 
at December of Each Year 
- Except 1984) 

1979 1980 
 1981 1982 1983 
 1984
 
(June) 

TOTAL INCOME 4921 17 376 10289 16,27 16659 8272
Financial Income 
 4474 16,913 9,472 15,580 16,017 7736Financial Expenditures 1,661 
 12,844 6.764 <11,237> <10,773> <5.526>
Financial Result 
 2,831 ,969 2,708 
 4,343 5,244 2,410
Operating Expenditures <1,206> <1,822> 
 <2,034> <1.908> <1,720> 1,117
Other Income 
 447 563 817 
 8W7 642 
 336
Other ExpendiLures 
 <238> <47> 
 <68> <416> <468> <270>
 

Total 1,816 2,663 1,423 2,866 3,698 
 1,359
 

PERCENTAGE DISTRIBUTION
 
*TOTAL INCOME 
 100.0 100.0 100.0 100.0 100.0 
 100.0
 

Financial Income 
 91 97 92 
 95 96
Financial Expenditures <34> <74> 
96 

<66> <68> <65> 
 07>
Financial Result 
 2 273

Operating Expenditures 

57 29

<25> <11 
 > <12> <10> 
 <14>
Other Income 
 9 3 
 8 5 
 4 4
Other Expenditures 
 <5> 
 -- <1> <3> 
 <3> <3>
 

Total 
 36 15 
 13 17 
 22 16
 

Source: FNV
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71 

TABLE A.8
 

SAVINGS AND LOAN SYSTEM: CONSOLIDATED BALANCES
(Thousands of Current Colones at December 31 of Each Year Except 1984)
 

AVERAGE ASSETS 
 1979 188 1982 - 1983 1984 ' Change 
(June) 1978-84
 

Banks and Investments 93,107 70,808 100,848 113,720 111,005 114,188
Loans 564,957 597,904 608,190 641,278 722,992 793,952 41
Fixed Assets 5,782 
 7,037 7,761 8,724 11,728 14,128 144
Extraordinary Assets 
 538 3,519 10,834 21,643 27,060 40,730 7,471
Other Assets 12,013 22,374 
 43,760 60,100 68,465 75,306 
 527
 

Total 676,397 701,642 771,393 
 845,465 941,250 1038,304 54
 

AVERAGE LIABILITIES
 

Savings Deposits 510,233 490,500 6 8 606,640 583,626 579,134 14
Fixed Term Deposits ---
 8,000 17,130 66,440 181,164 271,420 3,293
FNV Credits 59,627 98,915 
 101,806 104,386 103,879 109,747
Other Liabilities 67,761 62,372 43,592 14,256 16,479 19,312 
84
 

( 72)
 

Sub-total 637,621 659,787 
 725,508 791.722 885,148 979,613 
 54
 

CAPITAL 22,623 25,298 25,300 33,050 41,550 42,300 
 87
 

Reserves 6,232 7,566 8,483 5,743 2,992 3,437 
 ( 45)
Retained Earnings 9,921 81991 12,102 14,950 11,560 12,954 31
 

Total 676,397 701,642 
 771,393 845,465 941,250 1038,304 54
 

PERCENTAGE DISTRIBUTION

AVERAGE ASSETS__________ 

Banks and Investments 13 10 13 13 
 12 12 ( 15)
Loans 84 85 79 76 
 77 77 C 8)
Fixed Assets 1 
 1 1 1 1 1
Extraordinary Assets --- 1 
 1 3 3 
 4 300
2
Other Assets 1 3 6 7 7 
 7 250
 

Total 100_ 100 100 
 100 100 100
 

AVERAGE LIABILITIES
 

Savings Deposits " 3 70 73 72 
 62 56 .. 2..
 
Fixed Term Deposits -- 1 2 8 19 26 2,500
FNV Credits 
 9 14 13 12 11 
 11 22
Other Liabilities 10 9 6 2 2 
 2 ( 80)
 

Sub-total 94 94 94 
 94 94 95
 

CAPITAL 3 4 3 4 4 4 
 33
 

Reserves 1 1 1 1 
 ... 
 ....
 
Retained Earnings 2 1 2 1 
 2 1
 

Total I0 
 100 100 100 100 
 100
 

Source: FNV
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TABLE A.9
 

FSV: BALANCES 1979, 81, 83
 
(At December 31)
 

AVERAE ASSETS Thousands of Current 01979 1981 1983 
1 Percentage

of Change 
_

1979 
Percentagq,

1981 1983 
1979-83 

Available 
Immobilized Projects 
Loans and Discounts 
Other Assets 

26,811 
80,476 

121,570 
16,165 

35,221 
77,095 
216,845 
43,369 

7,229 
81,358 

388,279 
65,799 

<73> 
1 

219 
307 

11 
33 
49 
7 

10 
21 
58 
11 

1 
15 
72 
12 

Total 245,022 372,530 542,665 121 1 100 100 

AVERAGE LIABILITIES 

IntrionalCes 
Internal CreditsExternal Credits 
Other Liabilities 

Subtotal 

204,740 

-
6,633 

211,373 

315,497 

90 
10,743 

326,330 

426,475 
1,35024,074 

25,546 
477,45 

108 
-
-

285 
126 

83 

-
3 

86 

85 

-
3 

88 

79 

4 
5 

88 
Capital 
Reserves 

25,000 
8,649 

25,000 
21,200 

25,000 
40,220 

-
365 

10 
4 

7 
5 

5 
7 

Total 245,022 372,530 542,665 121 100 100 100 

Source: FSV 

TABLE A.10 

IVU BALANCES 
(Thousands of Current Colones) 

AVERAGE ASSETS 1981 1982 1983 Percent
Change 1979 1981 1983 
1981-83 

Available 
Construction Finance 
Long-Term Finance 
Fixed Assets 
Other Assets 

11,884 
29,264 
21,570 
16,165 

245,022 

12,244 
28,155 

216,845 
43,369 

372,r30 

7,672 
24,155 

388,279 
65,799 

542,665 

<35> 
<18> 
219 
307 
121 

7 
17 
50 
7 
8 

7 
15 
57 
6 
8 

4 
13 
63 
7 
8 

Total 174,982 185,064 190,904 9 100 100 100 

AVERAGE LIABILITIES 

External Debt 
Internal Debt 
Other Liabilities 

17,175 
10,684 
3,081 

15,957 
17,768 
3,027 

14,720 
21,876 
1,870 

<14> 
104 
39 

l 
6 
2 

9 
10 
1 

8 
11 
1 

Subtotal 30,940 36,750 38,466 24 18 20 20 
Capital and Reserves 144,042 148,312 .52,438 6 82 80 80 

Total 174,982 185,064 190,904 9 100 100 100 

Source: IVU 
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TABLE A.11 

IVU FINANCIX- RESULTS 
(Thousands of Current Colones) 

Total Income 

Financial Income 

Financial Expenditures 

Financial Results 

Operating Costs 
Other Income 
Other Expenditures 

Result 

1981 

7,414 

6,076 

< 675> 

__5t401 

< 4,993> 
1,338 

< 749> 

997 

1982 

8,179 

6,252 

< 1906> 

4,346 

< 5,103> 
1,927 

< 830> 

340 

1983 

8,281 

7,046 

<1,086> 

5,960 

<5,594> 
1,235 

<1,293> 

308 

Percent 
Change 
1981-83 

11.7 

16.0 

< 61.0> 

10.3 

12.0 
7.7 
72.6 

69.1 

81 

100 

82 

< 9> 

73 

< 67> 
18 

<10> 

14 

Percentaes 
82 83 

100 100 

76 85 

23 < 13> 

53 72 

< 63> < 68> 
24 15 

<10> < 15> 

4 4 

Source: IVU 

TABLE A.12 

FUNDASAL: LOANS 1981 and 1983 

Annual 
Interest 
Rate 1981 1983 

Government of El Salvador 
Banco Hipoteario of El Salvador 
Aaociacidn Guatemalteca de 
Padres Maryknoll

Fundacidn Panamericana de 
Desarrollo 

Government of El Salvador 
Banco Hipotecario of El Salvador 
Inatituto de Vivienda Urbana 
Financiers Nacional da Is 
Vivienda 

Financiers Nacional de la 
Vivienda 

Banco Interamericano de 
Desarrollo 

2-8% 
6-7% 

-

3.5% 

2, 
7% 
5% 
5% 

5% 

1% 

21,250,000 
6,421:894 
440,607 

167,804 

11,730,646 
301,962 

7,084,172 
262,805 

61,970 

380,300 

€21,250,000 
6,323,536 
713,784 

271,044 

17,204,309 
244,312 

7,084,172 
250,447 

61,970 

1,046,079 

€48,102,160 ¢54,450,453 

Source: FUNDASAL 
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TABLE A.13
 

FUNDASAL BALANCES
 
(Thousands of Current Colones)
 

Percentages
 

82 83
 
Average Assets 1981 1982 1983 Percent 

Change 

Available & Investments 
Housing Loans 
Solutions to Allocate 
Projects in Construction 
Land 
Fixed Assets 
Other Asseta 

2,221 
17,090 
1,707 

32,678 
603 

3,188 
2,217 

3,499 
16,731 
3,657 

36,518 
871 

3,315 
2,683 

5,121 
16,259 
8,975 
36,536 
1,021 
3,152 
2,899 

1981-83 

130 
< 5> 
426 
12 
69 

< 1> 
31 

Total 59,704 671274 73 963 24 

Average Liabilities
 

Loans to be Paid 
 46,781 50,472 53,646
Donations to be Applied 15
1,379 1,622 
 1,816 32
Other Liabilities 
 3,708 5,361 7,404 100 


Subtotal 
 51,868 57,455 62,866 
 21 

"Patrimonlo Social" 
 7,836 
 9,819 12,097 54 


Total 
 59,704 67,274 73,963 
 24 


Source: FUNDASAL 

TABLE A.14
 

FEDECCREDITO: BALANCES
 
(Thousands of Current Colones)
 

Average Assets 
 1980 1981 1982 


Available & Investments 
 11,911 20,962
Short-Term Loans 31,813

45,084 53,327 53,420
Medium-Term Loans 
 110,416 113,201 
 105,695
Long-Term Loans 
 37,925 34,173 32,193
Fixed Assets 
 6,874 10,424 13,764
Other Assets 
 40,734 32,841 
 29,841 


Total 
 252,944 264 928 
 266,726 


Average Liabilities
 

Deposits & Contributions SINAP 
 207,684* 211,614 
 19,766Bonds 

31,037OCR and Local Credit 

133,035


External Credit
Other Liabilities 22,20517,001 22,212 23,504
Subtotal 
 224,685 233,826 
 229,547

Capital 28,259 31,102 
 17,653

Reserves and Surplus - 19,526 


Total 252944 264,928 266l726 
*Until 1983 the data on the origin of resources is not disaggregated. 

Source: FEDECCREDITO 

81 i 

4 

28 

3 


55 

1 

5 
4 


100 


78 

2 

7 


87 


13 


100 


"_.__ __P 

1981 


5 

18 

43 

15 

3 


16 


100 


82 

7 
89 


11 


100 

5 

25 

6 


54 

1 

5 
4 


100 


75 

2 

8 


85 


15 


100 


22
 
12
 
49
 
1
 
5 
4
 

100
 

73
 
2
 
10
 

85
 

15
 

100
 

ercen taaes 
1982 


8 

20 

43 

13 

4 


12 


100 


80 

8 
88 


12 


-


100 


1983
 

12
 
20
 
40 
12
 
5
 
11
 

100
 

7 
12 
50 

a
9 
86
 

7
 

7
 

100
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FEDECCREDITO: FINANCIAL RESULTS 1981 
82, 83
 
(Thousands of Current Colonesi
 

Percentages

1981 1982 1983 
 81 82 83
 

Total Income 37,686 47 313 
 47 003 100 100 100
Financial Income 22,959 25,355 24,410 61

Financial Expenses <14,462> <15,302> <14.118> 

54
 
< 38> < 33> < 30>
Result 
 __10_8,497 10,292 23 21 22
 

Operating Expenses < 9,709> <11,732> < 9,966> 
 < 26> < 25> < 21>
Other Income 14,727 21,958 
 22,593 39 116 48
Other Expenses <10,989> 
<19,43U> <18,308> < 29> 
 < 40> < 39>
Result 2,526 849 41611 
 7 2 10
 

Source: FEDECCREDITO
 

TABLE A.16
 

FINATA: BALANCES 1982-83
 
(Thousands of Current Colones)
 

Percentages
Assets 
 1982 1983 82 
 83
 
Available 4,909 2,326

Investments 7,279 6,770 

20 5
 
30 17
Loans 
 2,410 10,940 10 27
Fixed Assets 1,946 2,227 8 6


Other Assets 
 7,983 18,522 32 45
 

Total 24,527 40,785 100 
 100
 

Liabilities
 

Financial Bonds ,850 15747 20 39
 
Subsidie3 4,310 1,435 
 17 3
Other Liabilities 3,163 13
5,430 13 


Subtotal 12,323 
 22,612 50 55
 

Capital 12,204 18,173 
 50 45
 

Total 24,527 40,785 100 
 100
 

Source: FINATA
 

TABLE A.17
 

VICE-MINISTRY OF PUBLIC WORKS: 
 PERSONNEL
 

Status of Employment
 

Direct Under 
 Day
 
Department 
 Hire Contract Labor 
 Total
 
Office Staff (HOP & VMOP) 
 86 23 
 97 206
Planning Office 
 41 
 2 21 64
Geotechnical Research 
 55 9 
 124 188
 

242
DUA 118 5,487 5,847
DUA-ORE 
 -Highways - 1,293 1,293
212 106 7,924 8,242
Highways/ORE 
 -
 - 2,051 2,051
National Geographic Institue 238 
 120 457 
 815
Procurement Office 
 56  - 56 

TOTALS 
 930 37 17,454 18,762
 

Source: MOP
 


