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CHAPTER 1
OVERVIEW AND CONCLUSIONS

A. DEMOGRAPHIC TRENDS

El Salvador's very high population growth rate puts a tremendous amount of pressure
on its limited land area and resources. Population density in El Salvador is the
highest in the Western Hemisphere, at approximately 220 persons per square kilometer
in 1983. The country's physical limitations have contributed to high rates of urban
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 1970s (see Table 1.1). The urban population, fueled by rural-urban
migration, grew at 3.7 percent per year during the same period. The bulk of this
urban 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 million
people have left El Salvador, according to DIGESTYC. As a result, net national
population growth has siowed in the last six years to little more than one percent per
annum. Underlying this overall slowdown is a dramatic decline in rural population.
MIPLAN estimates that total rural population actually dropped, as a result of the
armed conflict, by more than 200,000 people over 197§-83. These displaced people
have flocked to the cities and towns, causing an abrupt shift in the 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 intal population and produces the vast majority of its
nonagricultural value added.

MIPLAN forecasts that once the armed conflict ends, net population growth will
return to pre-1978 levels and remain high well into the next century (see Table
II.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
2065,

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.1).



TABLE I.1
URBAN AND RURAL POPULATION 1950 - 1983
(Thousands)
San
All Salvador Other
Total (AAGR Urban  (AAGR) | Metropoli- (AAGR)| Urban (AAGR) Rural  (AAGR)
tan Area
1950 1,856 677 213 464 1,179
4 <100.0> <36.5> <11.5> <25.0> <63.5>
2.79 3.29 : 4.67 2.59 2.48
1961 2,511 967 352 615 1,544
% <100.0> <38.5> <14.0> <24.5> <6l.5>
3.54 3.81 4,85 3.18 3.36
1971 3,555 1,406 565 841 2,149
% <100.0> <39.5> <15.9> <23.6> <60.5>
3.00 3.67 5.09 2.65 2,54
1978 4,372 1,810 806 1,010 2,562
% <100.0> <41.4> <18.3> <23.1> 53.6>
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 Crowth Rate

NOTE::

Sources:

"Urban" is defined a
limits of this area

DIGESTYC, 1950, 1961,

MIPLAN,
urban

breakdown.

8 the settlement area in
are determined by the sam

and 1971 Censuses.
Department of Population, 1978 and 1983
and rural population estimates.
PADCO analysis, 1978 and 1983 SSMA

-~ Other Urban

which the municipal authority is located;
2 authority.

the

Setting eside the agricultural sector, whose
level of external prices and which is now
effects that are still hard to determine,

enterprise activity are manufacturing industry,

whose percentage share in the GNP shows the §

I1+C+ C*
Government
Others

1978
4

5.
8.
6

(=2 )

4

1979

43.

9
46.

0w o

performance is determined by the
subject to agrarian reform witn
the areas of typical private

construetion, and commerce,

1981

= Lo

O~ ®
. .

N QS N

*Manufacturing Industry, Construction and Commerece.

ollowing development:

1983

36.1
12.8
51.1
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This is why the programs aimed at strengthening and providing incentives to
the private sector should be given special attention. The measures to be
taken should be ranked according to their reactivating impaet on produection,
thus providing incentive for investment.

In 1983, GNP stopped falling in real terms, possibly indicating gradual reco-
very. The future rate of recovery is related to the capacity for capitalizing
the economy through growth in investment. The consumption/investment ratio
(Table I.2) indicates how the couniry is using the goods and services pro-
duced and available. Although the weight of consumption increased gradually
during 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 con-
sequence of this is that effective demand--i.e. ability tc pay--for housing is
declining, as evidenced in Chapter II. Private investment dropped 66 per-
cent, and the public sector has not managed to counteract or mitigate this
drop.

With such an unpromising situation as that deseribed above, massive shelter
finaneing gains importance, given its triple component of:

?  Boosting consumption through its high remuneration content

*  Reactivating the construction industry through its strong demand for
local input

® Improving the quality of life for families

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 as the ICP, far above the IWP.
The general evolution reflects a tendency to keep the inflationary process
uinder control.

External Sector ,

During the five-year period from 1978 to 1983, exports were down 39.7 per-
cent, which raises questions about the real potential of exports for general
economic reactivation. The performence of this sector is shown in Table 1.4,
The external economie system, which until 1979 was supported mainly by
experts, 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 now be weighed in relation to the country's debt, which
has grown 104.7 percent since 1879 and which in 1983 exceeded total
exports. The additional debt required to relaunch the economy should be
measured according to the time frame involved, and how foreign currency is
used to facilitate the activity of the production sector.



TABLE I.2

RELATION BETWEEN CONSUMPTION AND INVESTMENT
(Millions of 1962 Colones)

1978 % 1979 % 1981 % 1983 %
Consumption 3,384,2 8l.4 3,146.3 | 82.6 2,716.0| 87.3 | 2,466.0 | 87.9
Private Capital Formation 481.0 | 11.6 410.4 | 10.8 161.3] 5.2 164.2 | 5.9
Public Capital Formation 246.3 5.9 248.7 6.5 215,41 6.9 154.0 5.5
Variation of Stock 48.1 1.1 1.9 0.1 12,5 0.6 19.7 0.7
Total 4,159,6 | 100.0 5,807.7 1100.07 3,11Z.Z1 100.0 Z2,783.9 | 100.0
Source: BCR
TABLE I.3
PRICE INDEXES 1978-83
Inp CHANGE IcHe 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%
INP = Index of Wholesale Prices
ICMP = Index of Construction Materisls Prices
CPI = Consumer Price Index
Source: BCR
TABLE 1.4
BALLANCE OF PAYMENTS
(Millions of Current Colores)
1979 1981 1983 % 1979 % 1981 % 1983
Exports 3,053.0 1,995.0 1,843.6 87.5 66.4 53.4
Imports (2,553.7) (2,461.6) (2,175.0) ( 73.1) 81.8) ( 63.0)
Services (net) ( 303.8) ( 310.5) ( 378.0) 8.7) ( 10.3) ( 10.9)
Transfers (net) 128.5 150.9 554, 3.7 5.0 16.0
Capital inflow 309.2 861.6 1,054.8 8.8 28.6 30.6
Capital outflow ( 50.9) ( 205.0) ( 379.0) ( 1.5) ( 6.8) ( 11.0)
Other inflow/outflow (net) { 857.5) ( 228.2) ( 19.7) ( 24.5) ( 7.8) 0.6)
Total inflow 3,495.7 3,007.5 3,452.7 100.0 100.0 100.0
Total outflow (3,765.9) | (3,205.3) | (2,951.7) (107.8) (106.5) (B5.5)
Variation in reserves ( 270.2) ( 197.8) 501.0
External public debt 996.4 1,632.0 2,039.5
Externsl public debt as
percent of exports 32.6% 81.8% 110.6%

Source: BCR
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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.

*  Reduction in "other inflow/outflow" (-98 percent) which reflects, among
other things, a reduction in outgoing private capital, massive in 1979
bui nearly nonexistent in 1983.

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

National Government 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 linances (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
aspeets.

* 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 availubility of resources for other financial inter-
mediaries.

Monetary Market

In the previous points, we saw the strong dependency of today's Salvadoran
economy on financing from abroad and the high domestie tendency toward
consumption. The possibility of keeping a sector operating, in 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
with 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 coun’ry's development as well as low
interest rates.

®  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.

1]

In terms of constant purchasing power, in 1983 savings deflated by the
IPC are near the 1978 levels.



Savings: A breakdown of the concept of "savings" into its various com-
ponents and among the different financial intermediaries reveals the charact-
eristies of this specialized market (Table I.5). This information shows the
following results:

* The growth of time deposits and other securities was greater than the
growth of reguler savings. |

* The growth of time deposits ocecurs in the last three-year period, parti-
cularly in the 1983 fiscal year, which suggests greater trnst in the
financial system and a direct response to the interest rates.

*  The possibility of further significant growth in the savings market seems
to be viable only if sustained growth in GNP is achieved for the
following reasons: 1) Under ecurrent conditions, no additional transfers
of money to quasi-taoney appear feasible, and 2) if GNP does not grow,
the only way to increase the money supply would be through "artificial"
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 additiona] funds are trans-
ferred to fixed term deposits.

As for the housing sector, it is interesting to examine the penetration of the
Savings and Loans Associations in their natural market (Table I.6). The
figures show that the Associations lost a share of the market to the banks.
Furthermore, the banks have successfully penetrated the free savings market,
thus reducing the average cost of their resources, while the Associations
have compensated for their loss of funds by promoting time deposits, thus
raising the cost of their resources. This trend, typifying a progressiiely
weaker savings and loan system with more costly resources, vhould serve as
a warning that the task of finaneing housing is becoming even more difficult.

Interest rate structure: The Junta Monetaria sets the interest rates for the
entire financial intermediary sector. During the period from 1978 to 1983,
three rate structures were in force (Appendix Table A.4.) The first two
(September 1978 and February 1982) increased the financial returns as an
inducement for savings, in response to the domestic inflaticnary process and
the tendency to make savings in dollars. The modification in February 1984
reduces the passive rates somewhat and sets a limit (13 percent) for returns
on money. Consequently, the "active" rates show the same behavior, with
the expectation that the current decrease in interest rates will be an incen-
tive for use of credit.

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

* Loss of competitiveness of savings: Between 1978 and 1982, regular
savings were competitive in earning power with time deposits of up to
180 days. Starting in 1982, savings were not even competitive with
60-day deposits.



TABLE .5
DISTRIBUTION OF SAVINGS

Millions of Current Colones

1978 1979 1980 1981 1932 1983 | % Changer

Savings 1,300 | 1,323 | 1,345 | 1,583 | 1,860 2,256 | 73.5

Regular Savings 576 593 643 787 893 904 57.0

Time Deposits 575 530 490 605 722 1,089 89.4

"Cedulas Hipotecariag" 121 169 182 163 218 235 | 94,2

"Titulos de Capitalizacion" 28 31 29 28 27 28

Percentage Distribution

Savings . 100.0 100.0 100.0 100.0 100.0 100.0

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 Hipotecarias" 9.3 12.8 13.5 10.3 11.7 10.4

"Titulos de Capitalizacion" 2.2 2.3 2.2 1.8 1.5 1.2

Source: BCR

TABLE 1.6
PARTICIPATION IN FINANCIAL SAVINGS
(Millions of Current Colones)
BANKS SAVINGS AND LOANS
Regular Time Cedulas Tituloa de Regular Time SH. as %
Savings Deposits| Hipotec. Capital. | Total] Savings Depasits { Total | of Banks

1978 23 575 121 28 747 553 - 553 74.0
1979 126 530 159 31 856 467 - 467 54.6
1980 129 475 182 29 815 514 16 530 65.0
1981 175 587 163 26 953 612 18 630 66.1
1982 322 577 218 27 1,144 571 145 716 62.6
1983 338 841 235 28 1,442 566 248 814 56.4
% Change 369.6 45,3 94.2 - 930 2.3 1450.0 47,3 (23.8)
Source: BCR




* Change in interest rates for housing: Between 1978 and 1582, the short-
and long-term interest rates for housing remained lower than bank rates,
but this situation changed as of 1983. The rates equalized, which had
the effect of raising the cost of shelter credit.

All of this seems to point toward a talancing between the banks and S&Ls,
which may be suitable, provided that proper compensation is made for the
operational limits of the System. If this is not done, the possibilities for
mixing the various active rates will be reduced and, as a result, the
increase of financial costs wiil proportionally affect the lower-income sectors
more.

Use of bank credit: The structural changes faced by El Salvador in the five-
year period analyzed are reflected in the orientation of credit, which shows
completely atypical growth in the participation of the public sector. During
the years from 1980 to 1982, the Government absorbed nearly half of the
total credit, compared to 25 percent previously (Table I.7). Qut of this 50
percent, the majority went to the Central Government, which contributed to
the slowing down of directly productive activity. In 1983, publie sector par-
ticipation in credit appearzd to decline, and it is important that this should
continue in order to allow private sector activity to recover.

The changes in the finanecial structure are also reflected in the use of credit
by the Banco Central, through which a good portion of bank ecredit is pro-
moted and directed (Table 1.8). Given a stable supply of resources during
this period, it is alarming that refinancing, i.e. credit that could not be
paid off on time, absorbs nearly 60 percent of the total. Considering the
effect this situaticn has on the appropriate or profitable use of the credit,
it is necessary to give special attention to solving the problem in order to
provide momentum to the various sectors.

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

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 the
economic crisis. Between 1978 and 1983, the share dropped by 42 percent, a
decline exceeded only by the drop in commerce, 44 percent. This can be
seen more clearly by comparing the drop in GNP with that of output in the
construction sector in the five-year period:



TABLE I.7

BANKING SYSTEW CREDIT
(Millions of Curreat Colones)

PUBLIC SECTOR
Total
Private Publie Centrel Autcnomous

Total % Sector % Sector % Govt. % Agencies %
1978 2,713 100.0 2,006 73.9 707 26.1 47 1.7 660 24,4
1979 3,284 100.0 2,222 67.7 1,062 32.3 134 4.1 928 28.2
1580 4,160 100.0 2,177 52.3 1,983 47.7 571 13.8 1,412 33.9
1981 4,628 100.0 2,436 52.6 2,192 47.4 1,209 26.1 983 21.2
1982 5,287 1Ca.0 2,751 52.0 2,536 48.0 1,670 31.6 866 16.4
1983 5,224 100.0 3,017 57.8 2,207 42.2 1,372 26.3 835 16.0
Source: BCR

TABLE I.8
' UTILIZATION OF CENTRAL BAMK CREDiT
(Millions of Current Celones)
1979 % 1980 % 1982 % 1983 % % Change

SECTORS )
Agriculture 593.0 32,5 757.5 19.0 406.7 20.5 350.9 18.3 ( 41.0)
Menufacturing 79.5 4,4 1Y1.9 4.8 108.5 5.5 199.3 10.4 151.0
Construction 105.3 -5.8 478.8 12.0 60.9 3.1 41.3 2.2 ( 61.0)
Commerce 777.7 42.6 1706.6 452.8 143.0 7.2 172.2 .0 ( 78.0)
Othgr 12.0 0.7 198.4 5.0 29.1 1.5 31.6 1.7 163.3
Refinancing 259.5 14.0 654,1 16.4 1236.4 62.3 1119.1 58.4 (331.25)
Total 1827.0 100.0 3587.3 100.0 1984.6 100.0 1914.4 100.0 4,76

Source: BCR
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GNP-CONSTRUCTION EVOLUTION (1978=100)

1978 1979 1980 1981 1982 1983
GNP 100.0 9§8.4 89.8 84.4 79.2 79.2
Construetion 100.0 89.5 76.0 57.0 55.9 58.4

The sensitivity of construet: . to changes in the economy is considerable,
and likewise the slight positive trend between 1982 and 1983 can be pre-
sumed to be a sign of progressive growth. In any event, the relative
depression in the sector is eritical 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 and
GNP growth. The ratio between the variables involved in this process
appears in Table I.9. The drop in both total and construction investment is
double that of GNP; and when it is related to the population, there is an
even more critical trend per capita. The imperative need to reverse this
trend in the investment rate is mentioned elsewhere in this report.

It should be pointed out that construction investment now accounts for &
majority (57.3 percent) of total investment and, as a result, is a critical
factor in economic behavior.

The study, "La Industria de la Construcecién y la Recuperacién Econémica
Nacional" ("The Coustruection Industry and National Economie Recovery") ,
dene by thc Marcable firm for the Salvadorain Chamber of Construction,
shows how a 10 percent variation in construetion investment leads to a 3.5
percent change in GNP. Even though other sectors can have greater
multiplier effects, the soecial productivity of investment in construction, as
well as the rapidity of its impaet on overall expenditures and wages, should
be determining eriteria in any strategy for recovery,

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

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

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



Inveatment Investment Per Capita
(Millions) (Thousands )
CI/GOP VAC/GDP| cC1/T1
Afio GDP Totel Construct.| VAC Total Construct. % % (%)
1978 3579.3 775.2 323.0 147.0) TaI.1 5.5 9.0 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 33 56.4
1983 2833.9 337.9 193.¢8 9%. 68.2 39.1 6.8 3.4 57.3
% Change <21> <56> <40> <38>1 <62> <48> <24> A7 37
e) Estimate
VAC = Value Added in Construction
CI = Construction Investment
TI = Total Investment
Sourcea: BCR, MIPLAN, and CASALCO
TABLE 1.10
RELATION OF CONSTRUCTION PRICES WITH
OTHER ECONOMIC INDICATORS
IVAC IPC IGP IRCC IRF1 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 GOP

IGP = Index of general prices implicit in GOP

IRCC = Index of real construction costa

IRF1 = Index of real femily income (equal to GDP/cspita)

IVA = Index of variation in family affordability with

respect to conatruction
Sources: BCR, MIPLAN, and CASALCO

INVESTMENT IN CONSTRUCTION
(Conatant 1962 Colones)

TABLE I.9

11
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Within overall imports, construction represents a modest share, plus or minus
Six percent aecording to statisties of the Banco Central de Reserva. In
recent years, the value of intermediate construction goods has remained
relatively stable, while the value of capital goods imported for the seector
has declined considerably. The small impact of the construction sector on the
balance of payments is especially true for the housing subsector, given that
only 10 percent of its inputs are imported, and these represent only seven
percent of the value of the average house.

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

Two complementary issues to consider in concluding this sectoral evaluation
are employment and productivity. A natural consequence of the economie
decline is unemployment, which in the three-year period from 1978 to 1980
climbed from 3.7 percent to 16.1 percent, with estimates of over 30 percent
for 1983. This makes the promotion of lebor-intensive activities critical.
Construction, with about 70,000 workers, accounts for almost five percent
of the economically active poculation. This level of employment in construc-
tion has remained stable over the last three years. Thirty percent of
construction workers are unskilled. Regarding indirect generation of
employment, the sector influences other sectors such as finance, building
materials manufacturing and distribution, and transport. It is estimated that,
for 1983, indirect empleyment from construction amounted to about 21,400
workers boosting total direct and indirect employment to over six percent of
the labor forece.

To examine productivity, Appendix Table A.5 relates total and sectoral value
added to population employed. The figures show that the economy is
progressively less productive, but the most elarming features are the drops
of 32 percent and 19 percent in the productivity of manufacturing and
construction respectively, with coefficients lower than averege. The decline
is more serious in construction, since it has always had low produectivity,
and causes one to question its real virtues as a reactivating component if
these conditions are not changed.



D.

13

HOUSING DEMAND AND AFFORDABILITY

1.

Existing Housing Situation

El Salvador's housing stock currently consists of between 900,000 and
950,000 units. Around one quarter of these units sre in the San Salvador
Metropolitan Area (SSMA); about 30 percent 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 "unsold assets' (see Chapter 1V) 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 cer-
tainly not improved since 1978, though we cannot tell how muech 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-room 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 one-
tenth 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 other
urban places. In the SSMA one-room units accounted for 44 percent of the
housing stoek in 1978, but in other urban areas they made up two-thirds of
the 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. Electricity
reached 96 percent of the SSMA's dwellings but only 78 percent of units in
other urban areas.

In 1978, around two-thirds of urban housing units had access to individual or
communal piped water (the latter refers to shared taps within multi-family
buildings) . Only six percent of rural dwellings, on the other hand, had
direct 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 striking
is 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 urban
dwelling units, 45 percent were owned, 42 percent were rented, and 13
percent were neither (occupied by squatters or usufructuaries). In rural
areas, 64 percent of units were counted as owned, five percent as rented,
and 31 percent usufruet.

Three types of housing solutions have evolved to meet the needs of the
lower-income urban population in El Salvador. These are mesones (rooming
houses) , tugurios (squatter settlements) » and colonias ilegales (extra-legal
subdivisions). These housing types occur primarily in the largest cities and
are most numerous in San Salvador. The only one of the three for which
national-level data exist are the mesones. The 1978 Houzehold Survey found
that about 23 percent of urban housing units are rooms in mesones. The pio-
portion of tugurios and colonias ilegales nationally is not known, but there
are figures for the SSMA. According to EDURES, a 1976-78 World Bank
study, tugurios housed about five percent and colonias ilegales about 19 per-
cent of the SSMA population in 1977.

In rural areas, housing conditions of the beneficiaries of the Agrarian
Reform's Phase I and Phase III programs are not significantly different from
those of the rural population as a whole: dwellings are mainly adobe, mud
and wattle, or improvised materials, and services, if they exist at all, are
primitive.

Housing Needs 1985-2005

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

®  Accommodating future population growth;
Replacing adequate units that become obsolete;
Upgrading salvageable substandard units;
Replacing non-~upgradable substandard units; and
Reducing overcrowding

Meeting the annual need for new housing in 1990 would require building a
total of about 18,000 units in the SSMA, 13,000 units in other urban areas,
and 14,000 units in rural areas, for a 1990 annual total of around 45,000
new units. By 2005, the annual requirement for new housing construction
may reach 32,000 in the SSMA, 27,000 in other urban areas, and 30,000 in
rural areas. Total annual upgrading requirements are steady between 1990
and 2005 at around 6,000 for the SSMA, 9,000 for other urban areas, and
16,000 for rural areas.

Recent "formal sector" housing production levels have been far below the
annual volume needed to satisfy housing needs in 1990, According to
CASALCO, 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 areas will have to be met through extra-legal construction.

Housing Affordability

At the moment, the minimum basic urban house (¢14,900) is not affordable
to the bottom 40 percent of the income distribution ir the SSMA or to the
bottom 60 percent in other urban areas. Currently, the average household in
the next-to-lowest quintile of the SSMA ecannot even afford a party-walls
unit (¢10,000). This household can purchase a floor-roof unit on a serviced
lot, however (¢8,500). In other urban areas, the next-to-lowest quintile can
afford up to a serviced lot (¢5,000) , and the niiddle quintile can afford a
floor-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
soluticn. 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 (¢3,000). Rurai affordability may
improve 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 househclds 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 be thought of as eligible for a range or publiely supported
housing programs and/or as potential beneficiaries of new policies to inerease
the affordability of private housing. Nationally, over three quarters of all
households needing new housing in 1990 are in the target group. The propor-
tion 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. The SSMA has the smallest proportion
of households in the target group because of its high average income levels
relative to the rest of the country. About 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 the
target 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 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.

Costs of Meeting Housing Needs

The total investment requirement for meeting minimum urban and rural
housing needs is about ¢717 million in 1990 and increases rapidly to ¢1,897
million by 2005 (1983 constant prices). Investinent in the SSMA consistently
remains cver half of total investment over the 20 year forecast period,
owing mainly to the high proportion of higher-income households there which
constitutes high effective demand. Housing investment for other urban areas
is about one quarter of the national total in 1990 and increases its share
slightly over the next 20 years. Rurel housing investment requirements are
less than one fifth of the total in 1990 and about 17 percent in 2005,

With appropriate standards and rigorous cost recovery, housing needs in El
Salvador can be iwet with minimal subsidies. The housing affordability and
investment estimates presented in this report are all based, it should be
remembered, on "market" interest rates. Households will invest substantial
portions of their in2omes and also draw down on savings if they are given
the opportunity to obtain adequate shelter with secure tenure.

The "formal sector" of the Salvadoran housing industry invested an average
of ¢323.5 million per year (in 1583 prices) over the 1978-82 period. This is
about 55 percent of the investment required to meet minimum urban housing
needs in 1990. Considering that a large portion of annual housing construc-
tion 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, the principal challenges are enabling the
formal finance system to capture a greater amount of savings and to direct
these funds toward more affordable shelter solutions through mechanisms that
reach lower-income groups.

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
financing focus on finished dwelling units costing a minimum of around
¢20,000 through the private sector and ¢15,000 through the public sector. If
average unit price could be lowered substantially, - especially for shelter
solutions produced and financed through public institutions like FSV and Ivu,
available investment resources could reach a far greater number of house-
holds.

Two caveats should be kept in mind. First, even if the shelter finance
system is reoriented and strengthened, standards are lowered, and real cost
recovery is implemented, it is unclear whether enough infrastructure capacity
exists or can be built to support a massive program to meet housing needs.
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that approach those contemplated in the upgrading scheme. There has been some
discussion of transferring the staff of the interagency task forece to IVU to carry out
the long-term program.

At the time of the field work for this report, only preliminary plans and budgets for
the initial upgrading projects had been drafted. The first two projects, La Isla II and
Comersan, included topographical improvemants (leveling and in some cases retaining
walls), individual water connections, enclosures over streams ("bovedas"), and
community facilities (schools, clinies, community centers). In addition, residents
were to be granted legal tenure to their plots by the Alcaldia on a "rental with pro-
mise of sale" basis.

The financial aspects of these initiai projects had not been clearly defined. The
scope of each project, in terms of physical works, was being established without
reference to either funds available or potential cost recovery. Preliminary cost
estimates indicated an average cost per household of around ¢11,000. However, ini-
tial discussions about cost recovery had considered monthly payments as low as ¢20.
Although higher monthly payments are now seen as necessary, it will not be possible
to have full cost recovery in the first set of upgrading projects if per household
costs remain at the levels initially estimated.

It is recognized that there are legitimate political considerations involved in carrying
out very quickly a number of high-visibility tugurio upgrading efforts with high levels
of subsidy. In any case, it is too late to reformulate the design of the initial high-
impact program. The issue to be addressed is the formulation of sound criteria for
the 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 par-
ticular, the practice of not recovering the cost of "large-scale" improvements should
be discontinued. All works, whether they are site improvements, stream channeling or
covering, or community facilities, should be fully reflected in monthly payments
charged to beneficiaries. If the payments are too high to be affordable, then the
scale of the projeet should be reduced. This is the only way an upgrading program
can be sustained over the long term and be extended to benefit massive numbers of
people. Otherwise, limited investment resources will be expended to give large bene-
fits to only a small fraction of the low-income population.

Successful consolidation of the upgrading program also depends on an appropriate
institutional 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 the
upgrading program (or any other low-income shelter program) to succeed it is abso-
- lutely necessary to put together a high-quality, motivated staff that has at its
disposal an agile set of procedures for program planning and execution. A serious,
thorough, and bold effort to create 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/sani-
tation sector. It is imperative to examine the capacity of the infrastructure
delivery system to meet future needs for potable water, electricity, sanita-
tion, solid waste disposal, and community services. Improvements in
infrastructure delivery must go hand-in-hand with changes in the housing
sector.

Second, there is no reason why the majority of future housing construection
should be carried out by public institutions. Private sector builders should be
encouraged, through a combination of ineentives and regulations, to partici-
pate in the provision of minimum basiec houses and even "progressive" solu~
tions 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 govern-
ment's commitment to dealing with the problems of the low-income urban population.
A program is now underway to upgrade six tugurios in the San Salvador Metropolitan
area by March 1985. Beyond this immediate-impact effort, the program aims to up-
grade 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. Ulti-
mately, the government would like to see a large-scale upgrading program in opera-
tion.

The immediate-impaet program is being carried out by an interagency committee
headed 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 working
groups 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 scareity of investment funds, the immediate-impact program was
launched on the assumption that the six initial upgrading projects could be carried out
using material and financial resources currently on hand in the various agencies. An
effort is underway to locate construction materials in storage that are not committed
to other uses as well as funds that eould be assigned or diverted to the program.

Once the first six projects are implemented, the intention is to transfer responsibility
for the longer-term follow-on upgrading program to IVU. This is consistent with the
government's stated objective of orienting IVU entirely toward low-cost shelter solu-
tions including upgrading, sites and services, and the like. IVU's ABC ("Acceso al
Bienestar Comunitario") is the only existing government housing program with norms
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would be to achieve more affordable standards, recognize the legitimacy
of progressive development, support effective land planning, and permit
an increase the supply of serviced land in appropriate locations. AID
could provide technical assistance.

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

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 is
inequitable to use limited resources to provide free shelter to a few
while the majority obtain nothing. International experience indicates
that most low-income households can afford to pay for some type of
shelter solution, be it a lot with communal services or a core unit.
The only other circumstance under which shelter may be donated is
to 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 scme type of property
rights, 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, ete.) and 2) the coop organization has
shown itself to be capable and/or members have shown themselves to
be producers.

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

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

Specifies on these problems for each institution appear in Chapter III.
AID could assist in setting up training programs and facilitating techniecal
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:

* 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.

SHORT-TERM SHELTER AGENDA
NOTE: Asterisk (*) indicates an immediate-priority item.

1. Shelter Policy

23,

*e,

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 foecus
on four areas:

* Clarifying the roles of the institutions involved in the housing sector
(see Section G below);

®  Setting appropriate fiseal and monetary policies to enable the insti-
tutions to carry out their functions;

®  Allocating budgetary resources for housing;

® Setting quantitative and qualitative targets for housing production
and finaneing.

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

A commitment should be made to restore’ stability and publie confidence
in the Savings and Loan System, which has yet to find willing buyers for
its 49 percent nongovernment stock. Given that mixed government-
employee-private ownership does not appear viable, the options of
completely nationalizing or reprivatizing the System (perhaps as a
mutual) should be studied. This would help achieve eclarification of the
role 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 of
the System as a whole (see Chapters LI and 1V). A comprehensive revi-
talization of SINAP must also include the formation of more accountable
and dynamic boards of directors in the individual Associations. A study
to develop proposals should be carried out with high-level political sup-
port. AID technical assistance could be made available.

A legal study should be carried out to prepare a proposal to reform the
Law 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, CASALCO, 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:

®  Adopting the principlz of full-cost recovery from beneficiaries;
® Designing projects to affordable standards;
* Reflecting all investments in charges to beneficiaries;

* 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 to meet 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 ecurrently working on the imm~diate tugurio
upgrading program must be integrated into a special unit within IVU
to tak2 over low-cost shelter programs. This unit must be given
sufficient authority and flexibility to work without vecoming 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
arrears, and 4) liquidating its unsold inventory.

* All interest rates should be raised to the 12 percent ceiling.
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c.

d.

€.

®* A commitment should be made at the highest political level to ecom-
pletely overhaul the structure and personnel of IVU. A study should
then be undertaken outside of IVU to determine new criteria for
performance and a mechanism for streamlining personnel and opera-
tions.

FSV

*®  FSV should initiate a plan for for selling off its unsold inventory and
absorbing the loss either from current capital or long-term finan-
cing.

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

SINAP

** FNV and the Associations should immediately develop a plan for
dealing with the unsold inventory (see Chapter 1V).

*¢ SINAP should obtain technical assistance to 1) identify new funding
sources, 2) improve techniecal and management capacity, 3) develop
a market analysis capability (within both FNV and the individual
Associations), and 4) study the feasibility of issuing mortgage-
backed bonds or similar instruments.

FUNDASAL

®® 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.

** 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.

FEDECCREDITO

*¢ FEDECCREDITO has no experience in housing and should not be con-
sidered a potentially significant housing finance institution. How-
ever, an immediate opportunity exists to reach a low-income urban
and rural clientele with small shelter loans through FEDECCREDITO.
The focus should be on upgrading and basic rural housing. A feas-
ibility study should be earried out.

® A new unit must be set up within FEDECCREDITO to administer and
supervise shelter loans. Technical assistance and training should be
provided to help do this.



f.

23

FINATA

L L]

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 number 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 ecan 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 scrateh; topies 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;

It should set production and financing goals for housing institutions:

It should have direct participation in deecisions concerning the allo-
cation of resources to the housing sector;

It should not necessarily be a ministry; it should be more like a
Housing Board;

It should have direet links to the Junta Monetaria and the BCR.

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 Shor:-Term Shelter Agenda. The Plan should cover:

A clear statement of the roles of the various housing sector insti-
tutions, 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-
naneing, client groups, ete.).

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

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

* Complementary measures in the areas of 1) reform of urban devel-
opment and housing regulations, 2) streamlining project approval and
permit procedures, and 3) stimulation of the building materials in-
dustry.

The GOES should make it eclear that improved efficiency and
effectiveness on the part of housing institutions is a condition for in-
creased resource aliocations. The Plan should give every institution
targets for improvement in key financial indicators such as the ratio of
operating expenses to productive assets and the proportion of the port-
folio in arrears.

2. Roles of Institutions

a,

b.

FSV

® F8V's new policy of financing only "demand", that is, long-term
financing to individuals, is correct.

¢ It should finance a range of housing types, including low-cost solu-
tions.

® FS8V should 1) raise interest rates on loans to give a reasonable
return to contributors and enable FSV to afford to mix its own
funds with higher-cost outside funds, and 2) reduce operating
expenses.

® It shouid also carry out an organizational restructuring consistent
with its orientation toward long-term financing: the existing Opera-
tions and Technical Sections lose most of their functions, and the
units dealing with loan recovery and contributions must be
strengthened.

VU

®* IVU should foecus entirely on low-cost shelter solutions including
upgrading, sites and services, and the like.

* A total overhaul of IVU's structure and personnel should be imple-
mented. This reform should foeus on creating a more streamlined
organization with a structure of incentives and sanctions for perfor-
mance by personnel.

®* IVU should get out of the business of direet construction and
contract out all construction to the private sector (as does the
Instituto 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.

c. SINAP

In line with a strategy of market segmentation, the Savings and
Loan System should finance housing units of approximately ¢15,000
and above and provide home improvement loans.

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 objeciive is to restore confidence in the System
so that it can build up its share of the savings market.

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?

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

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 and abandon 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 teechnical
secretariat to the policy group.

Rural Housing Finance Entity

If the feasibiiity study recommended in the Short-Term Agenda yields positive
results, the GOES should assist the private seetor in establishing a private
rural housing finance institution. The basic eriteria for this entity should be:

a. Decentralized operations.
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5.

b. A combination of 1) long-term small-scale financing to individuals, and
2) short-term finaneing to private construction firms for low-cost shelter
and communal infrastrueture projeets in rura! areas.

e. Finaneial self-sufficiency (apart from initial seed capital).

Legal and Regulatory Framework

Legislation should be introduced, based on the legal studies suggested in the
Short-Term Agenda, reforming the Law of Urbanism and Construection and
related regulatiors tc streamline the regulatory process, allow affordable
housing and serviced land to be produced iegally on a massive scale, and
permit the prompt regularization of tenure in informal settlements.

Infrastructure Sector

Based on the study recommended in the Snort-Term Agenda, a reform of the
infrastructure sector should be carried out. This should include:

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

b. Adoption of affordable standards.

¢. Establishment of procedures for project analysis and medium~term
planning and budgeting.

H. FOLLOWUP ON PROPOSED SHELTER AGENDA

1.

A workshop or seminar should be conducted to disecuss the short-term and
medium/long-term shelter agendas outlined above. The purposes of the work-
shop would be to:

¢ Promote greater awareness of key shelter sector issues;

®* Promote the establishment of a high-level shelter poliey group to be
named by the President;

* Identify the key issues and approaches to be taken up by the shelter
poliey group.

In order to provide as broadbased a forum as possible, it would be desirable
for the workshop to be sponsored by organizations that deal with the "big
picture"™: AID and the Banco Central de Reserva, for example, as cospon-
sors.

The workshop should be organized carefully. It should consist of one or two
general sessions and various sessions on specific topies. The general sessions
should be devoted to the issue of overall leadership of the sector and the
feasibility of setting up a high-level housing policy group. Individual sessions
may be held on the following topies:
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MAIN PARTICIPANTS

CA- | PRESI- Fl- | FEDEC- | FUNDA-

BCR VU FNY S&l 8 FSY | VYMVDU SALCO| DENCY ISTA NATA | CREDITO SAL DUA

Unsold Inventories X X X X
Role of SINAP X X Y ;(( ; :
Legsl/Regulatory

Fremswork X X X X X X X X X
Rural Housing X X X X
Role of VU X X X X
Role of FSY X X X 4 X X X

It would be most desirable to have the highest-level participation in the
workshop. Ideally heads of organizations and key polieymakers 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.

The workshop/seminar is not a substitute for informal diseussions and indivi-
dual initiatives toward implementation of the shelter agenda. The workshop
can highlight issues and solutions, but its brevity and public nature limit the
depth 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 El
Salvador, 2) forecasts of the number of dwelling units needed to provide all
Salvadoran houselolds with minimally edequate housing by the year 2005, 3) an esti-
mate of "effective demand" for housing, involving the degree to which various types
of housing solutions .re 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 AIDL. This model, which operates on
a micro-computer, uses data on macroeconomic trends, population trends, household
incomes, the housing stock, and housing costs to estimate future housing needs,
housing affordability, and the costs of meeting needs for various income groups.

A. EXISTING HOUSING SITUATION

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 house-
hold surveys that included housing data were carried out between 1975 and

. 1980, but the most recent tabulations available are from a 1978 survey.
Since 1980 the armed confliet 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. In
addition, ANDA has maintained fairly up-to-date estimates of water supply
and sanitation coverage.

Based on 1983 population estimates (see Table I.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 30
percent 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

1_See Robert R. Nathan Associates and Urban Institute, Preparing a National
Housing Needs Assessment, AID Office of Housing and Urban Programs, March
1984; and (same authors), AID Housing Needs Assessment Model: User's Manual ,
AID Office of Housing and Urban Programs, June 1984.




"unsold assets" (see Chapter IV) and the abandoned units in rural areas that
have been affected by the armed confliet.

The reason that a majority of the housing stock is in urban areas while only
half the population is urban is that urban areas have considerably lower
occupancy rates. Salvadoran statisties do not differentiate between "family",
"household", and "persons per unit", The census and survey tabulations
assume that there is a 1:1 ratio betweer -~ es (households) and housing
units. Thus it is not possible to estimate the aegree to which there is shared
housing (more than one household per unit). Using information from several
sources, including household surveys from 1976-77 and 1978, the 1978
Vivienda Popular Urbanu study?, the 1971 Census, and recent information
from MIPLAN, we reckon 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
the 1978 "Encuesta de Hogares de Propositos Multiples" (Multi-Purpose
Household Survey). While this source is outdated, it remains a useful bench-
mark. The overall quality of the housing stock has certainly not improved
since 1978, though we cannot tell how much it has declined.

Table II.1 presents data on housing characteristies in 1971 and 1978. Clearly
evident is the disparity between urban and rural housing quality. For
example, 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 units
had walls made of non-permanent materials, compared with less than one-
tenth of urban units. Interestingly, bahareque (mud and wattle) and adobe,
which are considered "permanent" materials in El Salvador, are used in a
majority of both urban and rural dwellings. In 1978 over 80 percent of rural
dwellings lacked electricity, while only 14 percent of urtan units were not
electrified.

The data in Table II.1 also indicate that housing quality is higher in the San
Salvador Metropolitan Area than in other urban places. In the SSMA one-
room units accounted for 44 percent of the housing stock in 1978, but in
other urban areas they made up two-thirds of the 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. Electricity reached 96 percent
of the SSMA's dwellings but only 78 percent of units in other urban areas.

2Alberto Harth Deneke et al, La Vivienda Popular Urbana en El Salvador, April
18976 (four volumes).




TABLE II.1

HOUSING CHARACTERISTICS 1971 & 1978
(Percentages of Units)

1978
Urban Rural Other
1971 1978 1971 1978 SSMA Urban
Housing Units (000) 271 390 384 460 163 227
Type of Unit
House 67.8 56.7 100.0 59.6 52.2 60.0
Apt. 4,1 6.4 - 0.2 8.6 4.8
Room in Hesan 28,1 23.3 - 1.1 23.9 23.9
5lum house* N/A 13.6 N/A 39.1 15.3 12.3
One-Room Unita 52.4 56.4 66.9 85.6 44,2 65.2
Tenure
Owner 36.2 44,9 56.5 63.9 38.0 49.8
Rent/Buy 8.9 N/A 1.8 N/A N/A N/A
Renter 43.5 42,0 4.9 4.6 46.6 38.8
Other 11.4 13,1 37.0 31.5 15.4 11.4
Walls
Concrete/Masanry 26.2 36.9 4.9 11.3 52.8 22.5
Mud-Wattle/Adoba 60,9 54.6 57.6 61.3 38.6 66.1
Non-Permanent++ 12,9 8.5 37.5 27.4 8.6 8.4
Roofa
Permanent 86.7 88.5 65.1 77.4 82.8. 92.5
Metal Shset 9.6 10.5 5.7 8.3 16.6 6.2
Straw/Palm 3,7 1.0 29.2 14.3 0.6 1.3
Lighting
Electricity 72.3 85.9 6.8 17.6 96.3 78.4
Kerosene 24.0 12,3 89.8 72.6 1.2 20.3
Other/none 3.7 1.8 3.4 9.8 2.5 1.3

*"Rancho," "chozc," "tugurio."
**Wood, metsl sheets, straw, palm.
N/A = Not Available

Sources: 1971 Housing Census
1978 Multi~-Purpose Household Survay
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The coverage of water and sanitation services appears in Table II.2. In 1978
around two-thirds of urban housing units nhad access to individual or com-
munal piped water (the latter refers to shared taps within multi-family
buildings). Only six percent of rural dwellings, on the other hand, had
direct 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 striking
is 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.

The data in Tables II.1 and II.2 indicate that housing conditions improved
moderately during the 1970s in both urban and rural areas. For example, the
proportion of dwellings built of non-permanent materials went from 13 per-
cent to 8.5 percent in urban areas and from 37.5 percent to 27.4 percent in
rural areas. The fraction of urban units with access to piped water increased
from 59 percent to 69 percent in the seven-year period. Also, the propor-
tion of rural units with no sanitation facilities at all fell from 88 percent to
63 percent.

More recent data on water and sanitation coverage for the population (not
dwelling units) are given in Table II.3. These figures suggest that, with one
exception, water supply and sanitation conditic 5 in relative terms remained
about the same between 1978 and 1982. The exception is an apparent decline
in the the coverage of standpipes, septic tanks, and latrines in urban aress.
The fact that other categories of coverage remained constant during the
worst recent years of eivil unrest and economic decline refleets favorably on
ANDA and the Ministry of Health, which are responsible for water and sani-
tation in urban and rural areas, respectively. The absolute improvements in
rural water and sanitation are mainly due to the Ministry of Health's
PLANSABAR program (National Plan for Basic Rura! Sanitation).

Regarding tenancy, the 1978 Household Survey showed that, among urban
dwelling units, 45 percent were owned, 42 percent were rented, and 13
percent were neither (occupied by squatters or usufructuaries). In rural
areas, 64 percent of units were counted as owned, five percent as rented,
and 31 percent usufruct. As will be explained below and in Chapter IV, the
tenure status of much of El Salvador's housing does rot conform to "formal"
legal norms.



TABLE II.2

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

Urban Rural
1971 1978 1971 1978
Water
Piped Private 36 45 2 5
Piped Communsl 23 24 1 1
Standpipe 29 16 16 12
Well 6 3 20 26
Other 6 12 60 57
Total 100 100 100 100
Sanitation
Private Toilet 26 34 - 1
Common 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 Houaing Cenaus
1978 Multi-Purpoae Household Survey

TABLE II.3

COVERAGE OF WATER AND SANITATION 1982
(Percentagea of Population)

Urban Rural
Dwelling Public Dwelling Public
Connection  Standpipe Connection  Standpipe
Water
ANDA 61 S5 1 *
Min. Health - - 8 38
Total 61 S5 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

*Less than 0.1%.

Source: ANDA
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2. Low-Income Urban Housing

Three types of housing solutions have evolved to meet the needs of the
lower-income urban population in El Salvador. These are mesones (rooming
houses) , tugurios (squatter settlements), and colonias ilegales (extra-legal
subdivisions). These housing types oceur primarily in the largest cities and
are most numerous in San Salvador. The only one of the three for which
national-level data exist are the mesones. The 1978 Household Survey found
that about 23 percent of urban housing units are rooms in mesones. The pro-
portiorn of mesones to total stock is about the same for the SSMA as it is
for other urban areas.

The proportion of tugurios and colonias ilegales nationally is not known, but
there are figures for the S3MA. According to EDURES, a 1975-78 World
Bank study3, tugurios housed about five percent and colonias ilegales about
19 percent of the SSMA population in 1977. Mesones covered about 21
percent. In addition, EDURES found that around three percent of the 1977
SSMA population was living in campamentos, temporary collective structures
erected to house persons displaced by the 1965 earthquake. Some of these
campamentos still exist today. Together, these extra~legal housing solutions
sheltered close to half the population of the SSMA in the late 1970s. The
EDURES figures are consistent with the findings of the 1976 Vivienda Popular
Urbana Study.

The mesones are principally large, centrally-located old houses that have
been subdivided into one-room rental units. Water and sanitation are com-
munal, with piped water and sewer predominating. Charges for water and
electricity are included in rent. Densities in meson distriets are high; the
Vivienda Popular study estimated it at 658 persons per hectare. Family size
tends to be smaller than average--3.8 according to Vivienda Popular-~which
reflects the fact that the meson, with its limited space and low rent, is
appropriate for younger families and recent migrants. In the SSMA a majority
of mesones are constructed of mud and wattle, while in other principal cities
the predominant building material is adobe. The stock of mesones grew bet-
ween 1971 and 1978 hy about 15,000 units, but it is uneclear how much more
growth there has been or ecan be, given the finite supply of existing sub-
dividable houses. According to some observers, a number of new rooming
house buildings have been constructed in recent years. There are no figures
on the magnitude of "new meson" construetion.,

Tugurios are squatter settlements found mainly in the SSMA but which also
oceur in other cities. Tugurios develop piecemeal on public lands that are
generally unsuitable for regular construction: ravines, public rights~of-way,
and the like. Tugurio settlements tend to obtain electricity relatively

3EDURES, A Program for the Integrated Improvement of Critieal Metropolitan
Areas in El Salvador ( Programa para el Mejoramiento Integrado de las Areas

Criticas Metropolitanas) , MIPLAN/UNDP/IBRD/PADCO Ine. , May 1978.
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rapidly, but piped water in the form of standpipes can take years to arrive.
In the interim, water is often obtained by the barrel from venders or
through rooftop collection during the rainy season. Housing construction is
progressive with a heavy component of self-help and family labor.
Construction materials are primarily mud and wattle in the SSMA and a
variety of permanent and temporary materials in other cities. Lots tend to
be small, and densities are on the order of 350 persons per hectare,
according to Vivienda Popular. Average family size was found in that study
to 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 afford
monthly payments for a lot in a colonia ilegal. Anecdotal evidence suggests
that tugurios have been expanding in the last six years, especially as a
result of the influx of rural people displaced by the armed conflict. It is
likely that the proportion of the urban population living in tugurics has
increased by several percentage points since the late 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 are
illegal in the sense that they violate DUA's physical standards. However, the
property rights of a lot owner in a colonia ilegal caa in some cases be per-
feetly legal. Essentially a colonia ilegal begins with the subdivision of a
tract of land into modest-sized lots (80 to 150 m?2 according to EDURES).
Tracts tend to be located on the periphery of the ecity. Lots are sold
without services, usually on a "rent with promise of sale" (arrendamiento eon
promesa de venta) basis. This means that the seller/landlord retains
ownership until payments are completed. The Vivienda Popular study found
that down payments were around five to ten percent and terms between five
and ten years. Housing construction is progressive, with the pace of
construction and materials used varying with income. Newly-established colo-
nias ilegales consist mainly of dwellings made of "improvised" materials or
mud and wattle. Older colonias ilegales in the SSMA and other cities have
high proportions of masonry houses. Subdividers normally make no investments
in services. Electricity is usually the first to arrive; water can take years.
According to Vivienda Popular, in the late 1970s average family size in
colonias iiegales was 5.8, and incomes were higher than in mesones or
tugurios. This indicates that colonias ilegaies are appropriate for families
that are "later in the life cycle"; that is, those that are larger, with more
income, 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.

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 that Phase I could benefit approxi-
mately 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 I
cooperatives, but information is available from a series of studies of 54
coops carried out under AID sponsorship in 1981-82. These "Diagnosticos
Agro-Socio-Economicos" indicate that housing conditions of the Phase I popu-
lation are not significantly different from those of the rural population
overall. Most of the "Diagnosticos" included data on housing, yielding a non-
random sample of slightly over 2,000 dwelling units on about 40 coops.
Regarding building materials, approximately one third of the units were
constructed of non-permanent or improvised materials (palm, straw, plastic,
discarded wood or metal). Around 40 percent were built of mud and wattle.
The remainder were split about evenly between adobe and masonry.
Infrastructure coverage was poor. Less than 10 percent had piped water
(individual or communal), about one quarter useq wells, and the rest--
around two thirds--depended on ™natural™ Sources such as rivers, rainfall, or
springs. Approximately two-thirds of the units claimed no sanitation facilities
whatsoever, and about 30 percent had latrines. Electricity reached about one
third of the units; the majority relied on kerosene for lighting.

On some cooperatives, housing is clustered in small settlements; on others, it
is mainly dispersed. Where settlements exist within the coops, they vary in
size from a handful of families up to several hundred. Further complicating
the picture are that not all families residing on coops are members and that
many coop members have their houses outside the boundaries of the coops. It
is also worth noting that there is a significant amount of collective housing
on the coops in the form of "galeras" and "mesones". These structures vary
in quality from flimsy "temporary" construction to relatively solid materials.

Phase Il Beneficigries

As of mid-1984, FINATA had emitted over 8,000 ¢ riaitive titles to small
farmers. It had also emitted over 62,000 provisionat titles to a total of
almost 53,000 beneficiaries. Phase III beneficiaries tend to be poor, with
unstable incomes. Their literacy level is around 50 percent. A study carried
out for the World Food Program in late 1983 found that the average parcel
size for Phase Il farmers is around 2.4 manzanas, about 1.67 hectares®,
The same study contains a very rough profile of Phase III beneficiary
housing: Dwellings are generally dispersed in the rural area; units are quite
small (16~24 m2); walls are built of locally-available materials (palm, straw,
bamboo, mud and wattle), and floors are earth.

4Linda K. Wright-Romero et al., Analysis of Workers and Families Potentially
Affected by the Agrarian Reform, Phase I, Ohio State University, September

. 1981 (draft).

SWorld Food Program, Informe al PMA de la Mision de Apreciacion de la

Solicitud del Proyecto El Salvador 2725, "Reasentamiento Humano y
Promocion de Actividades Productivas™, November 1°83.
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The Displaced

It is generally estimated that around one million people have been displaced
by the armed conflict since 1980. As of July 31 1984, there were 353,869
people registered as displaced with CONADES. Twenty percent of these
people were located in the Department of San Salvador, 36 percent in the
Departments of Usulutan, Morazan, and San Vicente, and the remaining 44
percent are in the other 10 Departments. As of May 1984, 21,052 persons
were 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 stayed
within their Department of original residence. According to an AID study,
about 15 percent of the displaced population--around 150,000 people--lives
in separate settlements, with the rest taken in by relatives or absorbed into
existing urban areasb. There are five types of settlements of the displaced:
1) the above-mentioned designated settlements, 2) "ad hoe" settlements, 3)
extensions of existing squatter areas, 4) occupied buildings, and 5) sanec-
tuaries (churches). The people living in these settlements suffer from serious
deficiencies in nutrition, health, and education. AID is currently sponsoring
a project to provide healih 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 of
improvised materials; 63 percent of floors were of earth; 70 percent used
kerosene for light; for water, 33 percent depended on rainfall or rivers and
50 percent on standpipes or venders; 44 percent had access to latrines, and
37 percent had no sanitary facilities at all?.

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

5AID, 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;
Upgrading salvageable substandard units;
Replacing non-upgradable substandard units; and
Reducing overcrowding.

For El Salvador we have assumed a housing program under which all house-
holds will be living in adequate units by the year 2005. An important corol-
lary to this seenario is the assumption that investments in infrastructure to
support housing (major water, sanitation, electricity, drainage, and street
projects) will be made in a timely manner. As suggested elsewhere in this
report, this assumption may be unrealistic.

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

The population projections used in this analysis are based on forecasts made
by MIPLAN's Department of Population. The MIPLAN figures are for the
entire national population8. They assume a moderately optimistic scenario in
which the armed confliet largely abates by 1985, the fertility rate declines
from the current 5.4 to 3.19 by the end of the first quarter of the 2Ist
century, the gross mortality rate drops from 12.1 percent to 4.9 percent in
the same period, and the high net international emigration rate is reduced
from the current 20 percent to 1.2 percent.

Neither MIPLAN or any other sources have mede recent population foreeasts
for urban or rural areas. Therefore we uscd the national MIPLAN projections
as a benchmark for making our own rough zstimates of future population
growth in three geographic zones for which we wished to assess housing
needs and demand: the San Salvador Metropoli:an Area (SSMA), other urban
areas, and rural areas. Table II.4 presents “he geographically disaggregated
popuiation projections used in this analysic. The urban-rural split is based on
assumptions about future rural population growth rates; namely, that they
would remain substantially below the national average and not rise above 2.5
percent per year over the next 20 years. The split between SSMA and other
urban growth assumes that the SSMA will grow faster than the overall urban
average, peaking at 4.0 percent per year in the 1990-1995 period. The very
high future population growth rates for urban areas are consistent with
MIPLAN's projections of total national population growth as well as with
historical trends.

8MIPLAN, 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 projacted
narrowing 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 above
figures for average household size plus an assumption of one household per
unit to the base year population (see Table II.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 urits cniy. At the moment, rural areas are
likely to contain meny thousands of abandoned dwellings.

The housing needs analysis requires that the existing housing stock be broken
down into permanent, upgradable, and non-upgradable units. To do this, we
relied on a categorization of the housing stock that was created and aS;)plied
by MIPLAN to the results of the 1978 Multi-Purpose Household Survey9d. Six
categories of housing quality were used, as shown in Table II.5. MIPLAN
defined permanent dwellings as those built primarily of masonry, adobe,
bahareque, or wood. Non-permanent included palm, mud and wattle, and
discarded 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 pur-
poses 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 deteriorated
since 1978, but more recent data on housing quality are not available. Thus
our housing needs -caleulations probably underestimate the amount of
upgrading and replacement of substandar units that will be required.

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


http:SIECA/ECID/IPROS14-3114-3.81
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TABLE II.4
POPULATION FORECASTS
(Thousends )
All Other
Total  (AAGR) | yrban  (AAGR) SSMA  (AAGR) | Urban  (AAGR) | Rural (AAGR)
1983 4,627 2,280 1,050 1,230 2,347
% <100.0> <49.3> <22.7> <26.6> <50.7>
0.96 2.94 3.70 2.29 -1.00
1985 4,716 .2,416 1,129 1,287 2,300
% <100.0> <51,2> <23.9> <27.3> <48.8>
2,47 2.91 3.70 2.20 2.00
1990 5,328 2,789 1,354 1,435 2,539
% <100.0> <52,3> <25.4> <26.9> <47.7>
2.88 3.44 4.00 2.91 2.25
1995 6,141 3,303 1,647 1,656 2,838
% <100.0> <53.8> <26.8> <27.0> <46.2>
2,91 3.47 3.70 3.24 2,25
2000 7,089 3,917 1,975 1,942 3,172
% <100.0> <55.2> <27.8> <27.48> <44.8>
2'71 3.20 3.50 2.89 2.10
2005 8,104 4,585 2,346 2,239 3,519
% <100.0> <56.6> <29.0> <27.6> <43.8>
AAGR = Averasge Annual Growth Rate
Sources: Total national population forecasts,

Other forecasts

» PADCO analysis,

MIPLAN,
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TABLE II.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 Msterials,
Some Services 17.2 24,7 15.2
4. Permanent Haterials,
No Services 2,5 14.9 61.2
Non-Upgredable
5. Non-f‘ermanent Materials,
Some Services 3.7 0.9 a.9
6. Non-Permanent Materiala,
No Servicea 0.6 2.6 19.1
Total 100.0 100.0 100.0

NOTE: "Permanent" materials include magonry, mud and wattle, adobe,

and wood.

Source: 1978 Multi-Purpose Household Survey
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The remaining assumptions have to do with rates of housing stock replace-
ment and upgrading. We have used two percent per year as the rate of
replacement of the permanent housing stock. We have also assumed that,
between 1986 and 2005, 100 percent of base year non-upgradable units are
replaced and 100 percent of base year upgradable units are upgraded. These
two programs are spread out evenly over the 20-year-period (at a rate of
five 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.

¢ For urban and rural areas, assume that 15 percent ot units classified as

ranchos, chozas, or tugurios in the 1978 household survey contain more
than cne household, so that a corresponding number of new units are
needed to achieve one houschold per unit,

It should be noted that our calculations assume that all new households
acquire units of "acceptable" quality, thcugh these are not in many cases
"finished" units (e.g. sites and serviees, upgrading loans, core units) . Our
estimates do not include upgrading of units other than those in the base year
housing stock. This means that upgrading or progressive development of
future units does not appear in the housing needs forecasts.

Projected Needs

Table 1.6 presents the number of units needed per year to fulfill the housing
program described above. Note that the figures in Table II.6 are annual num-
bers of units, not cumulative totals. In other words, Table II.6 presents
"snapshots" of annual housing needs at five-year intervals.

The Housing Needs Assessment Model allocates one unit to each new future
household. Table II.6 shows that for the nation as a whole the annual
number of new households requiring shelter rises from about 25,000 in 1990
to 50,000 in 2005. The distribution of household growth among the three
regions remains fairly constant over the 20-year period. Declining average
household size means that the number of households will grow faster than the
overall population. If household size were to remain constant over the next
20 years, there would be by 2005 about 1§ percent fewer new households
being created per year and about four percent fewer households in total.

For the SSMA, new construction to accommodate household growth represents
the largest portion of housing needs. New households will be appearing at
the rate of about 10,000 per year by 1990 and 20,000 per year by 2005.
These figures represent 44 percent and 53 percent of total SSMA housing
needs, respectively. In 1990 the second-largest category of housing needs for
the SSMA will be upgrading, which is estimated to involve 5,600 units per
year or 24 percent of total needs. Since we have assumed a constant volume
of upgrading over the 20-year period, the share of upgrading to total
housing needs drops to 15 percent by 2005. The volume of new construction
for replacement due to obsolescence increases substantially from less than
3,000 units annually in 1990 to almost 10,000 units by 2005.



TABLE II.6

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

1990 1995 2000 2005
SSMA
New Households per Yesr 10.23 15.06 15.26 19.85
Replacement of Permanent Units
(2% par year) 2.68 4.74 7.09 9.45
Replacement of Non-Upgradable Units* 2.00 - - -
Construction to Relieve Overcrowding** 2.80 2.80 2.80 2.80
Subtotal: New Ccnstruction per Year 17.71 22.60 25.14 32.11
Annual Upgrading#*# 5.60 5.60 5.60 5.60
Total Construction per Year
(New Units Plus Upgrading) 23,31 28.20 30.74 37.11
Total SSMA Housing Stack 322.14 411.43 501.71 614.98
Other Urban
New Households per Year 6.43 11.21 12,71 15.46
Replacement of Permanent Unita
(2% per year) 2.08 4.00 .24 8.64
Replacement of Non-Upgradable Unita* 1.60 - - -
Construction to Relieve Overcrowding*+* 2,80 2.80 2.80 2,80
Subtotal: New Construction per Year 12,91 18.01 21.76 26.90
Anrual Upgrading*+ 8.40 8.40 8.40 8.40
Total Construction per Year
(New Units Plus Upgrading) 21.31 26.41 30.16 35.30
Total Other Urban Housing Stock 326,17 396.22 473.77 565.08
Rural
New Households per Year 8.39 12,27 11.93 14.68
Replacement of Permanent Units
(2% per year) 0.24 3.15 6.45 9.71
Replacement of Non-Upgradable Units* 4.00 4.00 4.00 4.00
Construction to Relieve Overcrowding** 1.20 1.20 1.20 1.20
Subtotal: New Construction per Year 13.83 20.62 23,57 29.59
Annual Upgrading# 15,50 15.50 15.50 15.50
Total Construction per Year
(New Unita Plus Upgrading) 29,33 36.12 39.07 45,09
Total Rural Housing Stock 451.93 519.28 584,92 664,31
Total Country
New Construction per Year 44.45 61,23 70.47 88,59
Annual Upgrading 29,50 29.50 29,50 29.50
Total Construction per Year 73.95 90.73 99.97 118.09
Total Housing Stack 1,100.24 1,326.93 1,560.40 1,844.37

43

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

** For urban asreas, provide new units for 80 percent of households curently living in
mesonea; 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 unit. Program

assumes 100 percent of base year (1985) overcrowding is eliminated over 20-year period.

it \Upgrading of base year (1985) upgradable units is spresd out evenly over 20-yesr period.

Source: PADCO Analysis
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In other urban areas new households will require around 6,400 units per year
category grows
Upgrading
8,400 per year.
to obsolescence

in 1990, about 30 percent of total housing needs. This

rapidly to over 15,000 units--44 percent of total needs--by, 2005.

accounts for the largest share of housing needs in 1990 with
By 2005, however, new construetion for replacement due

will equal upgrading in terms of annual volume of housing requirements.

Rural areas present a somewhat different picture of housirg needs than the
two urban zores. In rural areas upgrading represents the majority of housing
needs in 1990 (53 percent) and remains the largest category throughout the
growth accounts
eases to 33 per-
cent by 2005. The rapid increase in permanent housing projected for rural
replacement for
obsolescence grows from practically zero in 1990 to almost 10,000 units per

20-year period. New construction to accommodate household
for about 29 percent of rural housing needs in 1990 and inecr

areas--due to the large upgrading program--means that

year by 2005.

Meeting the need for new housing in 1390 would require building a total of
about 18,000 units in the SSMA, 13,000 units in other urban areas, and
14,000 units in rural areas, for & 1990 annual total of around 45,000 new
units. By 2005, the annual requirement for new housing econstruction may
reach 32,000 in the SSMA, 27,000 in other urban areas, and 30,000 in rural
round 6,000 for

areas. Total annual upgrading requirements are steady at a

the SSMA, 9,000 for other urban areas, and 16,000 for rural areas.

The estimates of new construction needs may be slightly low because the
calculations are based on a 1978 housing stock quality distribution (see
the requirement
for replacement of non-upgradable units will be a little higher. This under-
household size.
tinuing economic

above). If the actual housing stock is in worse condition,

estimate is offset, however, by the assumption of declining
Slower rates of new household formation, perhaps due to eon
constraints, may reduce the need for new dwelling units.

On the other hand, the projected uégrading needs are conservative. As noted
ear (1985) sub-
potential needs

above, they take into account only the upgrading of base y
standard housing which is salvageable. They do not inelude
for progressive "upgrading" of post-1985 units.

Recent "formal sector" housing production levels have been far below the
. According to
CASALCO, total licensed production between 1979 and 1983 was 55,640
units (of which 53,560 were urban)10, This represents an annual output of
urban areas only
(SSMA and other) amount to about 31,000 per year. Thus formal sector

annual volume needed to satisfy housing needs in 1990

around 11,000 units. By contrast, housing needs for 1990 in

10Marcable Consultora Economica, S.A. , La Industria de la Constr

ucccion y la

Recuperacion Economica Nacional, (no date), Tables 1-23, 1-24,

[-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 housing
needs 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, we
turn now to an analysis of the capacity of Salvadoran families to afford different
types of shelter solutions. This section will first review the data used for the
affordability analysis, then present results for urban and rural populations by income
quintile, and, finally, give some affordability estimates for specific potential target

groups.

1. Data
The main ingredients needed for a housing affordability analysis are household
income data and dwelling unit costs, including financing terms. The exercise
essentially involves comparing the capital value of the unit that households
can afford, based on households' monthly payments for housing "ecapital",
with the design costs of several different sheiter solutions. All income and
costs 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, and
rural areas. For this analysis we took the 1976-77 average household incomes
from this source and converted them to 1985 (base year) levels at 1983
values. This yielded average monthly household incomes of ¢1,344 for the
SSMA, ¢746 for other urban areas, and ¢487 for rural areas. Note that
these are average, not median incomes. Medians are considerably lower
because income distributions ere skewed.

The Housing Needs Assessment Model uses average household income
nationally to calculate future mean incomes for each quintile of the popula-
tion. The income projections are based on national GDP growth for the urban
and rural sectors. We have used optimistie assumptions about future GDP
growth for this analysis. Taking into account that real GDP stopped declining
in 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 1.24
percent) . Thereafter, we assume 3.0 percent per annum real GDP growth in
1986-1990, 4.0 percent in 1991-1995, and 5.0 percent in 1996-2005. The
latter 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 prices
increased at about the same rate. Qur analysis assumes, therefore, that over
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the next 20 yeears real capacity to pay for housing will neither be eroded nor
improved by differential inflation rates.

The Housing Needs methodology ealculates housing affordability for each
quintile of the income distribution. We based our calculations on the income
distribution data from the 197§-77 Household Survey. However, we also took
into account a recent study by MIPLAN which states, among other things,
that the income distribution worsened considerably between 1970 and 1980,
owing mainly to the huge inecrease in unemployment11, Accordingly, we
modified the income distribution figures for 1985 and 1990 to reflect a
greater 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 analysis
appears in Table II.7.

TABLE II,7

HOUSEHOLD INCOME DISTRIBUTION
(Percentage Shares by Quintile)

1985 1990 1995 2000 2005
SSMA
Quintiles

lowest 1 3 4 6 6 6
2 7 9 12 - 12 12

3 11 14 16 16 16

4 24 23 21 21 21

highest 5 55 50 45 45 45

OTHER URBAN

lowest 1 3 5 7 7 7
2 7 9 11 11 11

3 11 14 17 17 17

4 29 27 25 25 25

highest 5 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

4 29 26 22 22 22

highest 5 50 45 42 42 42

Sources: 1985 & 1990: PADCO estimates based on informstion from MIPLAN
1995-2005: Income distribution from 1976~77 Multi-Purpose
Hounehold Survey

11MIPLAN, Diagnostico Economico y Social 1978-1984, Primera Parte: Aspectos

Globales (Documento Preliminar para Discusion), May 1984, pp. 89-90.
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A recent study of housing demand by lower-inecome urban residents found
that for the household income range below ¢1,000/month, the fraction of
income spent on housing varied from around 25 percent at the lowest levels
to “ess than five percent for the better-off familiesl2. The EDURES study of
1976 found that families living in tugurios spent around five percent of their
incomes 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 percentl3. 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 were willing to invest
significantly more than 20 percent of their income", which was made possible
in many cases by "finaicial support from relatives in the form of regular
income transferstl4,

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

PERCENTAGE OF INCOME SPENT ON HOUSING "CAPITAL"

Income Dist. Other

Quintiles SSMA Urban Rural

lowest 1 20 20 10
2 25 25 15
3 30 30 20
4 30 30 25

highest 5 30 30 30

12Farra-Meyers Asociados, Inc., Demanda Efectiva para Vivienda de Bajo Costo
en el Area Metropolitana de San Salvador y Tres Ciudades Secundarias, April
1984.

13EDURES, op ecit.

14Michael 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 afford-
ability analysis (all costs in 1983 values):

Urban

® Upgrading Loan: A loan of ¢1,700 including ¢1,500 worth of materials
and ¢200 of technical sssistance. The value of materials is our estimate
of the basiec amount nceded to upgrade a 20 m2 house. In addition to
the loan, the affordability analysis must take into account the value of
the existing dwelling being upgraded. We have estimated this to be
about ¢1,200, which is the 1983 value of a typieal tugurio unit ac-
cording to the 1976 Vivienda Popular study. The total cost of this solu-
tion is therefore ¢2,900.

* Serviced Lot: A lot of 50 m?2 with individual connections to the water
supply and sewerage Systems, but with no structure of any kind. Other
services ineclude surface drainage and compacted but unpaved streets,
Electricity is not included. The cost is estimated at ¢5,000.

®* Floor and Roof Unit ("Piso-Teciio"): A servieed lot like the yrevious
one with a 12 m2 unit consisting of a floor of cement tiles, .einforced
concrete columns, and an asbestos-cement roof. A toilet and a utility
sink are included. The cost is ¢8,500.

* Party Walls Unit: Same as the floor and roof unit with the addition of
lateral (shared) walls made 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 concrete
posts and brick walls. All services including eleetricity are provided.
The house comes with a sanitary core and doors and windows. The cost
is estimated at ¢14,900. For an additional ¢1,000, this solution could be
provided with a concrete sleb roof designed to permit construction of a
second story.

Rural

® Upgrading Loan: A loan of ¢1,000 including ¢800 worth of materials and
¢200 of technical assistance. The ¢800 assumes use of local materials
and "vernacular" construction methods (adobe or mud and wattle). We
assume also that the value of the existing unit to be upgraded is the
same as in urban areas, ¢1,200. The total cost of this solution is thus
¢2,200.

¢ Floor and Roof Unit ("Piso~Techo") with Latrine: A 27 m2 unit con-
sisting of a soil cement floor, wooden columns, and a roof made of zine
sheets or clay tile. No_walls are provided. The solution includes a pit
latrine covered by a concrete slab topped by a toilet seat and sheltered
by a roof. The total estimated cost is ¢1,600, which does not include
land (we assume that in rural areas the land is already available to
beneficiaries) .
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* Communal Infrastructure Package: This consists of a pit latrine shared by
two families, a utility sink shared by two families, and a water supply
system with capacity for 50 families consisting of a well, a storage
tank, & pump, and a pipe distribution system. The total estimated cost
per family is ¢2,900.

o 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 be
¢3,000. If the communal infrastructure package is ineluded (without
double-counting the pit latrine), the cost of the house with communal
services is ¢5,500.

For the calculation of the capital value that households ecan afford, we have
assumed the following terms, which apply to all of the above solutions:

® 15 percent interest rate: This is based on current BCR rates for the
savings and loan system. It was important to base the affordability ana-
lysis on a positive real interest rate to reflect a financially sound
housing poliey.

® 20-year amortization pe: 1, which is more or less standard in El
Salvador for low-cost housing.

* 5 percent downpayment, also standard.

Affordability in General

Table II.8 presents affordable capital costs and monthly payments for housing
for 1985. The figures are broken down for households in the SSMA, other
urban areas, and rural areas and, within each of these, by income quintile.
Households in the middle quintile of the income distribution of the SSMA can
afford a unit costing a maximum of ¢17,730 in 1983 prices. SSMA households
in the next-to-lowest quintile of the income distribution can afford shelter
solutions costing no more than ¢9,400 on the average. The bottom 20 per-
cent 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 middle
quintile of other urban households can afford units costing an average of
¢9,840, about what SSMA households in the next lowest quintile can afford.
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 ¢5,220.

Rural capacity to pay for housing is very limited. Middle-quintile rural
households can afford a unit costing a maximum of ¢4,280 on the average,
less than half of what comparably situated non-SSMA urban households ean
afford. The bottom 20 percent of rural households can pay an average of
only ¢580 for housing, while the next highest quintile of rural households can
afford ¢2,040.
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TABLE 11.8

1985 AVERAGE AFFORDABLE CAPITAL COSTS AND MONTHLY PAYMENTS
(1983 Constant Colones)

Average Affordable Capital Cost 1985
SSMA

Income Quintiles 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 45,720 29,180

Average Affordable Monthly Payment 1985

Income Quintiles SSMA Other Urban Rurgl
lowest 1 40 22 7

2 118 65 26

3 222 123 54

4 480 324 176

highest 5 1,109 559 365

Note: Figures are basad on 15 percent intereat, 20 year amorti-
zation period, and 5 percent down payment. See Chapter
11, Section C for percentages of income spent on housing.

Source: PADCO Analysis

The heart of the affordability analysis appears in Table II.9. Here we pre-
sent the maximum shelter design levels that are within the capacity to pay
of average households in each income quintile. The results are shown for the
three geographic regions.

In Table II.9 it is evident that at the moment, the minimum uLuasiec urban
house (¢14,900) is not affordable to the bottom 40 percent of the income
distribution in the SSMA or to the bottoin 60 percent in other urban areas.
Currently, the average household in the next-to-lowest quintile of the SSMA
cannot even afford a party-walls unit (¢10,000). This househoid can pur-
chase a floor-roof unit on a serviced lot, however. In other urban areas,
the next-to-lowest quintile ean afford up to a serviced Jot (¢5,000), and
the middle quintile can afford a floor-roof unit (¢8,500). The bottom 20
percent of urban households (SSMA or other cities) cannot at this point
afford any of the design levels we are evaluating unless they are already
tugurio dwellers, in which case they can afford en upgrading loan.

Housing affordability may improve in the future if the national economy
begins growing again in real terms. Assuming the rates of growth and
improvements in income distribution deseribed in Section C.1 above, house-
holds in the lower 40 percent of the SSMA and lower 60 percent of other
urban income curves will be able to afford higher design levels starting as of
1990.



TABLE II.9
AFFORDABILITY OF SHELTER DESIGN LEVELS

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

lowest 1 - 1 2 2 2
2 3 4 5 5 5
3 5 5 5 5 5
4 5 5 5 5 5
higheat 5 5 5 5 5 5
Other Urban
lowest 1 - 1 1 2 2
2 2 2 3 3 4
3 3 4 5 5 5
4 5 5 5 5 5
highest S 5 5 5 S 5
Rural
loveat 1 - - - 1 1
2 1 2 3 3 3
3 3 4 4 4 4
4 4 4 4 4 4
higheat 5 4 4 4 4 4

1 The numbers in the body of the table refer to the maximum design level
affordeble to houscholds earning the average income for each quintile
of the income distribution. The average affordable capital costs that
caorrespond to this “able appear in Teble II.8. The design levels aro as
follows (all costs in 1983 constant prices):

Source:

Urban

Upgrading loan plus value of existing minimsl unit: ¢2,900.

2. Serviced lot, no structure: ¢5,000.

3. Floor-roof ("piso-techo") unit on serviced lot: ¢8,500,

4, Pfrt% Eella unit (same aa No.3 with lateral ahared walls):
¢10,000.

5. Minimum basic house: ¢14,900.

Rural

1. Floor-roof ("piso-techo") unit with latrine, not ineluding
land: ¢1,600.

2. Upgrading losn plus value of existing minimal unit: ¢2,200.

3. Communal infrestructure package or minimum basic houae with
latrine: ¢3,000.

4, Minimum basic house with communal infraatructure: ¢5,500.

PADCO Anslysis
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By 1995, the minimum basie house could be affordable to average households
in all but the bottom quintile of the SSMA and to the middle quintile of
other urban areas. In 10 years the floor-roof unit eculd become affordable
to the next-to-lowest quintile of other urban areas, and the serviced lot
could be within the reach of the bottom 20 per *ent in the SSMA.

Shelter affordability for rural households below the middle income level is
quite limited. At the present time tae average rural household in the bottom
20 percent of the income distribution cannot afford even the cheapest shelter
solution (se: Table II.8). 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 (¢3,000). Rural
affordability may also improve 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 cen-
tury. It appears that this group will reguire subsidies in order to obtain
minimal shelter.

The prinecipal coneclusion of the preceding analysis is that, even with market
interest rates, adequate shelter is affordable to lower-income groups if
appropriate standards are applied. This means that housing programs can be
made financially self-supporting and replicable on a mass scale without sub-
sidies.

3. Affordability of Particular Groups

Low-Income Urban Dwellers

Table 1I.10 presents affordability data for residents of tugurios,
mesones, and colonias ilegales. The income figures are taken from the recent
low-cost housing demand study earried out for the Vice-Ministry of Housing
and Urban Development!S. The figures indicate that the median household
residing in a tugurio or a meson in the SSMA can afford monthly payments
for housing of over €110 per month. This means that half of these house-
holds can pay for a floor-roof ("piso-techo") unit costing ¢8,500. Most of
the other half can probably afford a serviced lot or an upgrading loan. The
incomes of tuguric and meson households in other principal urban centers
enable median monthly payments of ¢70 to ¢110, allowing about half to
afford serviced lots and most of the rest to afford an upgrading loan.
Households living in colonias ilegales in the SSMA earn slightly higher inco-
mes than residents of the other two housing types. About half of this group
can afford a party walls unit (¢10,000); a majority of the rest can pay for
a serviced lot or a floor-roof unit. Colonia ilegal dwellers in the other

15Parra-—Meyers Asociados, Ine., op cit. The household income estimates in
this 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 ssme median incomes as residents
of mesones.

Agrarian Reform Beneficiaries

Median incomes and affordable housing payments for rural familles who are
affected by the agrarian reform also appear in Table II.10. The income data
for Phase I beneficiaries are taken from the Ohio State University study men-
tioned earlierl®, Households potentially affected by Phase I are estimated to
have 1985 median incomes (in 1983 prices) of around ¢4,000 per year. In
principle, this would enable half the households to afford monthly housing
payments of at least ¢63, enough to purchase a minimum basic rural house
with communal services. Most of the other half of Phase I households could
probably 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 esti-
mated to be between ¢1,700 and ¢1,900 per year. This would enable about
half the househelds 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 so much that regular
monthly payments are impossible. Most rural families in El Salvador do not
earn steady incomes because they are subject to the harvest cyecle, either as.
small 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).

16Linda K. Wright-Romero et al., op ecit.
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TABLE 11,10

HOUSING AFFORDABILITY OF PARTICULAR LUW-INCOME GROUPS

(1983 Colones)

1985 Median Annual
Household Income

Affordablel
Capital Cost

Median
Monthly Payment

Tugugéﬂx Householda?

Santa Ana
Sonaonate
San Miguel

Meson Householda?
SSMA
Santa Ana
Sonaonate
San Miguel

Colonis Ilegal Households?
SSMA
Santa Ana
Songonate
San Miguel

Phose . Agarign Reform
Beneficiaries
Potentisl Beneficiaries
Other Farm Femilies
Farm Femilies with
Off-Farm Employment

Phagse 111 Agrgrian Reform
Beneficiaries

5,326

910
3,518
3,346

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

7,036
4,182
5,818
5,018

4,096
1,920

5,774

1,721

8,773
1,519
5,794
5,511

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

11,589
6,889
9,583
8,266

6,747
3,163

9,511

2,835

111
19
73
70

123
112

110

147

a7
121
105

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

Sources:

2 Parra-Meyers Asociades, D

emanda Efectiva psra Viviends de Bsjo Costo...

April 1985,

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 housing
needs outlined in Table II.6. Total housing investment is based on providing each
household with a minimally adequate unit. In our calculations, households are assigned
the following shelter solutions based on their ability to pay: for urban areas, the
minimum basiec house (¢14,900), the serviced lot (¢5,000), or the upgrade (¢2,900
ineluding the existing dwelling); for rural areas, the minimum basic house with com-
munal services (¢5,500), the basic house with latrine or communal infrastructure
package (¢3,000), or the floor-roof unit with latrine (¢1,600)17, The highest-cost
of 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.

* 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 be
thought of as eligible for a range or publiely supported housing programs and/or as
potential beneficiaries of new policies to increase the affordability of private
housing. :

Table II.11 presents the number of households obtaining new housing at each five-
year 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 in
the 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 households
need 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 of
its high average income levels relative to the rest of the country. About two-thirds
of SSMA households needing housing in 1990 ecannot afford a minimum basi» house
with services, but this fraction drops to around 40 percent in succeeding years. Only
about 5,000 households in the SSMA require subsidies in 1990; none require subsidies
after that.

175ee Reference No. 1 at the end of this chapter.



TABLE II.11

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

1990 1995 2000 2005
NATIONAL
Total households 73.95 90.73 99.96 118.10
Number in target groupl 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 12.87 14.26
(Percent of total) <66.8> <43.8> <41.9> <37.8>
Number needing subsidy 4.98 - - -
(Percent of totsl) <21.4> - - -
OTHER URBAN
Total households 21,31 25,41 30.15 35.30
Number in target groupl 17.91 17.28 18.78 20.84
(Percsnt of total) <84.0> <65.4> <62.3> <59.0>
Number needing subsidy 3.17 4.44 - -
(Percent of total) <1l4.% <16.8> - -
RURAL
Total householda 29,33 36.12 39.07 45.09
Number in tsrget groupl 24,15 26.87 28.05 30.45
(Percent of total) <82.3> <74.4> <71.8> <67.5>
Number needing subaidy 16.40 13.43 6.27 7.48
(Percent of total) <55.9> <37.2> <16.0> <16.6>
1

The target group consists of houssholds that csnnot afford a minimum
basic house (¢14,900 urben and #5,500 rural). These households may be
considered (1) candidates for a range of publicly-supported housing
programa and/or (2) beneficisriea of new houaing policies to increase
private housing affordability.

Source: PADCO Analysia
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The great majority of households needing housing in other urban areas will fall into
the target group (84 percent in 1990). The target group will remain a majority for
other 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 basie house with ser-
vices by the year 2005. Subsidy requirements will decline as incomes rise, but some
subsidy 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 II.12. Total national investment is sbout ¢717 million in 1990 and
increases rapidly to ¢1,897 million by 2005 (1983 constant prices). Investment in the
SSMA 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 with
high effective demand. Housing investment for other urban aress is about one quarter
of 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 the total in 1990
and about 17 percent in 2005.

Table I1.12 reinforces the coneclusion that with appropriate standards and rigorous cost
recovery, housing needs in El Salvador can be met with minimal subsidies. The
housing affordability and investment estimates presented here are all based, it should
be remembered, on "market" interest rates. Households will invest substantial portions
of their incomes and also draw down on savings if they are given the opportunity to
obtain ad¢juate shelter with secure tenure.

The "formal" sector of the Salvadoran housing industry invested an average of ¢323.5
million per year (in 1983 prices) over the 1978-82 periodl8. Thic is about 55 percent
of the investment required to meet minimum urban housing needs in 1990 according to
Table II.12. Considering that a large portion of annual housing construction is unli-
censed 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 nut appear to be the total cost of meeting housing needs. Rather, .“e principal
challenges are enabling the formal finance system to capture a greater amount of
savings 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 are
limited in the short run, and b) increase in the propensity to save, which is a funec-
tion of society's confidence in the finance system. The data in Appendix Table A.3
- Suggest that the trend of the latter is positive.

18The "formal" housing sector includes the savings and loan system, IVU, FSy,
and INPEP. :
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TABLE II.12

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

1990 1995 2009 2005

NATIONAL
Non-target group1 545,32 951.99 1,203.11 1,697.82
Target Group Investment? 147.58 148.88 165.90 189.32
Subsidy Required for Target firoup 24,32 12.04 8.60 - 65
Total Houaing Investment 717.22 1,112.91 1,377.61 1,396.79
SSMA
Non-target groupl 349.90 570,73 685.44 9%9.73
Target Group Investment2 55.12 43.32 45.86 52.83
Subaidy Required for Target Group 4,21 - - -
Total Housing tnvestment 409,23 614.05 731.30 1,022.56
OTHER URBAN
Non-target groupl 114,01 246.09 333.73 471,95
Target Group Investment2 55.80 56.94 66.19 76.47
Subsidy Required for Target Group 6.02 1.7¢ - -

- Total Housing Investment 175.83 304.79 399.92 548.42
RURAL
Non-target groupl 81.41  135.17 183.94 256.14
Target Group Investment2 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 houssholds that
urban areas snd ¢5,500 for rur

Source: PADCO Analysis

al areas). Non
des investment beyond the cost of a minimum
can afford more then this cost,

2 See Table I1.11 for the definiti
ment is investment by households up to the design level
cated. It does not include investment bayond this level
households thet can afford more than the design coat.

on of the target group.

cen afford minimum basic houses (#14,900 for
~-target group investment inclu-
basic house by households that

Target group invest-
they have been allo-

by target group


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 amount of savings for housing; essentially means strengthening the
Savings and Loan System, which is the only housing institution in El Salvador that
competes 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 slight
interest 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 the
1980 nationalization to find buyers for its nongovernment stock (see Chapter III), and
the worsening of the erisis of the unsold housing inventory (see Chapters Il and 1V).
This has led savers, given equal interest rates, tc 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 to resolve their
legal, managerial, and financial problems along w:th a precise market study to deter-
mine SINAP's comparative advantsge in terms of savers. There is no reason to
believe that direction of. greater numbers of S&L loans toward lower-income groups
would create resistance from medium- or upper-income depositors, as long as the
latter 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 extzant that
FSV does not depend on direct public treasury transfers (as does IVU), it is worth
considering its potential for mobilizing more resources for housing. Contributions have
stagnated in recent years due to the general economic erisis; thus FSV's potential for
growth will be limited for the time being. However, FSV has much potential for
borrowing and mixing these market funds with its own resources, if only it would
moderately increase its lending rates (see Chapter III).

Two caveats should be considered in relation to fulfilling housing needs. First, even
if the shelter finance system is reoriented and strengthened, lending and production
rates are increased, standards are lowered, snd real cost recovery is implemented, it
is unclear whether enough infrastructure capacity exists or can be built to support a
massive program to meet housing needs. Simply as a benchmark for gauging the
magnitude of the infrastructure challenge, we have made very crude estimates of the
annual investment required to meet water and sanitation needs in 1990. lUsing defieit
estimates from the data in Table II.3 plus the projections of future new liouseholds in
Table II.6, it is estimated that meeting needs for water supply will mean serving
approximately 26,000 urban households and 20,000 rural households in 1990 (annual
contribution to eliminating the 1985 deficit plus new households in that year).
Similarly, meeting needs for sanitation will mean serving about 23,000 urban and
22,0600 rural households in 1990. By contrast, annual ANDA water connections
averaged around 9,600 over the 1975-82 period, and average annual sewer connec-
tions 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 Bank
documents.19 In the case of water supply in urban areas, we have used US$540 per
household for individual dwelling connections and US$180 per household for publie
standpipes. The figures for rural areas are US$855 per household for individual
dwelling connections and US$228 per household for standpipes. Sanitation is marked
by the high cost of conventiona! water-borne sewerage or conventional septie tanks,
which is roughly US$1,500 per household. Low-cost septie tanks or ¢:mposting toilets
cost around US$300 per household.

The shove data yield the following annual investment costs for meeung 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 Tanks/Composting
Toilets 17.2 16.5 33.7

* High-stendard sanitation was not applied to rural areas (¢102.7 = 86.2 + 16.5)

Source: PADCO estimates

Th2 above estimates should be compared with annual physical investment by ANDA in
the last five years:

ANDA Physical Investment 1979 1980 1981 1982 1983
(millions of current
colones) 43.7 31.6 25.2 25.0 13.4

Source: MIPLAN

19world Bank, Water Supply and Waste Disposal, Poverty and Basie Needs Series,
September 1980, p.16; and John M.Kalbermatten et.al., Appropriate Technology
for 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 urban
water and sanitation needs at high conventional standards. The 1983 investment level
of ¢13.4 million barely covers the estimated cost of supplying urban water needs
exclusively through standpipes (not to mention urban sanitation needs). Even allowing
tor 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 in
future years (see Table II.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 builders
should be encouraged to participate in the provision of minimum basic houses and
even 'progressive" solutions such as floor-roof units, sites and services, or
infrastructure packages. Considsring the track record of IVU in direct construction ,
it is doubtful that housing needs can be met without the participation of the private
Sector. Among the measures for promoting greater private sector involvement in
housing are:

* Have IVU contract out construction of its projects to private builders;

. Reduce regulatory bottlenecks for building permit approval (see Chapter 1V).
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;

®  Adequately balance SINAP's supply and demand financing, not allowing the
latter to lag (as in recent years). Require SINAP to finance demand of 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 financing focus on
finished dwelling units costing a minimum of around ¢20,000 through the private sec-
tor and ¢15,000 through the public sector. If average unit price could be lowered
substantially, especially for shelter solutions produced and financed through public
institutions 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-cost "shelter solutions" (as opposed
to "houses") the total investment requirements are considerably above what is being
financed currently through housing institutions. What would housing investment
requirements be if only finished dwellings continued to be offered? Table I1.13 pre-
sents estimates of housing investment assuming that the lowest-priced urban unit
available costs ¢14,900 and the lowest-priced rural unit ¢5,500; that is, that every
household is to be supplied with one of these units. Total investment requirements for
1990 would be ¢1,145 million, 60 percent higher than the baseline case, or an addi-
tional ¢428 million per year. This increment alone exceeds current formal seector
annual housing investment. In addition, the subsidy requirements for this housing
program are enormous. Because so many households in El Salvador simply cannot
afford minimum basie houses of ¢14,900 (urban) or ¢5,500 (rural), it would be
necessary for the government to pay around ¢280 million in outright subsidies every
year from 1990 to 2005 in order to provide this level of housing to all households.

TABLE II.13

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

Totel 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
= ¢14,900 279.81 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 investment costs. The first
is that new households and households occupying units scheduled for replacement
due to obsolescence are distributed evenly among income quintiles. Second, the
Model identifies a "target group" of households unable to afford a minimum basic
house with services (more or less the minimum house that the private sector
could supply). These households could be considered 1) candidates for a range of
publicly supported housing programs and/or 2) potential beneficiaries of new
housing policies to inerease 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 ~llocates the lower-cost units (e.g. the ser-
viced lot, the floor-roof unit, ete.) evenly among income quintiles in the target
greup. Thus Also, some urban households able to afford a serviced lot are
assigned an upgrade, some households unable to afford any solution are assigned
an upgrade or a serviced let. Finally, all households not in the target group are
assigned a minimum basic house with services.
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CHAPTER 1III
INSTITUTIONAL STRUCTURE, FINANCES AND CAPACITY

The framework of institutions operating in the housing sector in El Salvador as it
exists today has been in place for over ten years. With the exception of the 1980
nationalization of the Financiera Nacional de la Vivienda (FNV) and the savings and
loan 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 housing
has taken place in recent years. A review of these analyses shows that the following
issues have been consistently raised:

. 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 &ector is dominated by the public sector (with private
sector participation limited to building contractors and the FUNDASAL). Because of
their difficulties, the public sector housing institutions do not enjoy a good public
image and, in general, the morale of their employees tends to be low.

Table III.1 presents the number of housing units financed by the sector's major
institutions during the period of 1950 threugh 1983.

The existing institutional infrastructure, despite its difficulties, and aside from the
serious economic constraints posed by the armed conflict, has the capacity to produce
a considerably greater number of housing units than it has in recent years. The
institutional 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 of
Housing and Urban Development (VMVDU) and the Vice-Ministry of Public Works
(VMOP). The organizational structure of the MOP implies that these two vice-min-
istries control important institutional, material and human resources. In reality, the
VMOP is easily the stronger of the two branches.
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TABLE III.1

HOUSING UNITS FINANCED BY INSTITUTION

1.

INSTITUTION CONSTRUCTION FINANCING PURCHASE FINANCING
No. of Units Percent No. of Unite Percent
IVU (1950-1983) 29,817* 22.6 29,817* 22.6
SINAP (1965-1983) 73,317 55.6 19,782 15.0
FUNDASAL (1969-1983 )+ 5,465% 4,1 5,4865% 4.1
FSV (1973-1983) 1,395 1.1 31,470 23.9
INPEP (1978-1983) 0 4,020 3.1
BCO. HIPOTECARIO
(1954-31983) . 16.6 21,839 16.5
SINAP's unsold units 19,449 14.8
TOTAL 131,833 100.0 131,833 100.0

* Ingtitutions provide both t

thus figures ere identical.

he construction and long term financing on these units,

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

Source: CASALCO
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Specific functions assigned to the VMVDU include the following:

®  Establish short-, medium-, and long-term planning and programming pro-
cesses for the housing and urban development sectors in accordance with
the global guidelines of MIPLAN

® Identify potential or unexecuted programs and projects for public sector
institutions (MOP, FSV, IVU, DUA, ANDA, ANTEL, DIDECO, ete.)

® Identify potential or unexecuted programs and projects among private
sector institutions such as CASALCO, savings and loan associations, and
trade unions

®  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 Viee-Ministry's basic functions include everything related to
the orientation, regulation, and coordination of housing and urban develop-
ment i El Salvador, in order to deal with short-, medium-, and long-term
needs.

In. practice, the Vice-Ministry's role bears little resemblance to the
seemingly far-reaching responsibilities assigned to it. As a dependency of -
MOP, the VMVDU has no independent budget. Its real ability to direet or
influence the activities of institutions operating within the sector is negli-
gible since the Viee-Ministry has nc direct say in the selection of those
institutions' administrative personnel, or in their operations.

a. Personnel and Functions
Since June 1979 the organizational structure of the Viee-Ministry has
been changed several times. Presently there are about thirty persons
employed by the VMVDU. The personnel functions are in the process of
being restructured. Consequently, there is no organizational chart at
this 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 project
through which the Viece-Ministry would receive techniecal support for
conducting a national study of housing and urban development; pre-
paration of a national development plar for these sectors; applica-
tion of technological innovations in the areas of housing and urban
development; a review of existing laws affeecting 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 review
of the proposed agreement was ordered following the May elections.
At the time of this study, representatives of the Viee-Ministry
appeared confident that an agreement would be signed in the near
future with UNDP.

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

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

® Financial Management: With no budget of its own to manage, this
section's five employees are involved in monitoring and coordinating
the aectivities of public sector institutions functioning in the sectors
of housing and urban development.

® Special Projects: The four persons in this section are generally
involved in executing emergency housing projects (e.g., cases of
natural disaster requiring relocation). Presently they are also
involved in preparation of the projects for upgrading of marginal
communities.

® Support Staff: Six persons are employed in this capacity.

Contemplated Changes

The new organizational structure contemplated for the VMVDU would
consist of two hasic sections, one for Housing and the other for Urban
Development. Within the housing Section there would be both an Urban
and Rural division. Additionally, within the VMVDU there would be an
office for support of the Habitat project, as well as a Financial Office.

The fundamental problem confronting the VMVDU has little to do with its
own personnel chart, but rather, its place in the structure of the
GOES. The VMVDU lacks the power to carry out its mandate, as stated
previously, for lack of budgetary influence or administrative control, It
has little ability to enforce policy in the very sectors it theoretically
oversees.

The VMVDU's policymaking authority appears to be weakened by the pre-
sence of the Housing Sector Office in the Ministry of Planning. While
this unit has no direet official responsibilities within the housing sector,
its existence within the MIPLAN further dilutes the VMVDU's effective-
ness. Because of MIPLAN's importance in overall GOES policymaking, a
number of the institutions acting in the housing sector communicate pri-
marily with that office on poliey matters, rather than with the 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 some
time. In order to eliminate this overlap of responsibilities, the possibility
of merging the VMVDU with MIPLAN's Housing Sector Office should be
considered. At the very least, this would allow the new unit to be the
only voice on policy matters concerning housing and urban development.

The policymaking and institutional coordination funections for the housing
and urban development sectors must be clarified. Since the VMVDU
theoretically has these responsibilities but has been unable to effectively
execute them, it is recommended that its assigned role in the MOP and
GOES overall be reevaluated. The planned UNDP technical assistance
project within the VMVDU appears to offer the opportunity for just such
an evaluation. The goals of the project appear to support USAID's over-
all efforts in the shelter sector. Given the level of USAID commitment
to housing and urban development in El Salvador, it would be advisable
for the Mission to achieve a high a level of cooperation with UNDP in
working with VMVDU.

2. Viee-Ministry of Public Works

In contrast to the VMVDU, the other branch of the MOP, the Vice-Ministry
of Public Works (VMOP), serves as the real project execution arm of the
Ministry. The fact that it employs about 97 percent of the MOP's entire
personnel is clearly indicative of its importance within the Ministry's overall
operations compared to the VMVDU. The distinetion in the relative impor-
tance of the two Viee-Ministries is further reflected by the most recent
organizational chart of the MOP, dated June 1982. The Planning Department
of the MOP, which is listed as a direct dependency of the Minister's office,
shows a direct connection to the office of the Viee-Minister of Public
Works, but no such connection with the office of the Viece-Minister of
Housing end 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 has
grown to include eight member savings and loan associations (S&Ls) and a central
agency, the Financiera Nacicnal de la Viviends (FNV). In 1980, the SINAP was
nationalized, 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 Savings
and Loan System. The FNV establiskes lending terms and conditions for the
eight S&Ls, insures savings and mortgages, and performs audits of these
institutions. The FNV reviews all requests for project financing received by
the 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 to
resolution of the housing problem for the greatest possible number of low-
and middle-income families". Toward this end, the FNV is to channel
resources thrcugh the S&Ls rfor home purchase, construction, repair, or
improvement, 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, sales
of 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 FNV
employs approximately 110 persons in the following capacities:

® Board of Directors: The FNV Board has a total of 12 members plus
the President of the Financiera. Two persons from each of the
following institutions serve on the Board: MIPLAN, MOP, Ministry
of Economy, SINAP, Association of Architeets and Engineers, and
CASALCO. Presently, the FNV's External Auditor is responsible
directly to the Board of Directors.

The Board determines the FNV's credit policy vis-a-vis the S&Ls. It
has the authority to issue National Housing Bonds (approximately
¢61 million worth of bonds has been bought by ISSS and BCR out of
¢100 million issued in 1981; marketing has been suspended due to the
lack of demand for the instrument); to make recommendations to the
Junta Monetaria regarding reserve requirements, fees, and deposi-
tory and lending rates to be charged by the S&Ls; and to make
recommendations to the appropriate GOES representatives concerning
legislative changes affecting the SINAP.

* FNV Presidency: The President of the Financiera is appointed by the
President of the Republic. The President is the legal representative
of 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 (four
employees), and a Technical Advisory (three employees). These
advisories operate in coordination with the FNV's various depart-
ments with whom their activities most directly correspond.

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

®  Assistant Manager: Below the Office of the Manager is that of the
Assistant Manager, as well as six departments through which opera-
tions are administered.
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Administrative Department: The Assistant Marager also administers
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 re-
view the sales and promotional methods proposed in housing projects
submitted to the S&Ls for construction financing. This department
maintains information on the location, quantity, and type of housing
units coming on the market so as to coordinate the efforts of the
S&Ls among themselves, while balancing 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 due to
time limitations. However, its function is clearly a critical one,
given the importance of the SINAP in the overall housing market and
the role of the S&Ls in the problem of "unsold inventories" (see
Chapter IV).

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

Work Supervision Department: If both Marketing and Project Analysis
deem 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. Their
basic responsibility is to verify that the level of funds disbursed
does not exceed the value of wc: k completed and materials stored.

Accounting Department: This department, with five employees, is
subdivided into two units: Budgetary Accounting and Capital Ac-
counting,

Technical/Financial Department: This department, with seven
employees, has a technical section that compiles and presents all
statistical dats to FNV management, along with a Financial section
responsible for FNV cash management and loans to S&Ls.

S&L Supervision Department: This unit has 12 employees, eight of
whom are assigned to each one of the S&L associations. Those eight
employees spend nearly all their time in the offices of the asso-
ciation to which they are assigned, reporting back to the FNV
several times weekly. The FNV's supervisory respousibilities include
annual audits of the S&Ls as well as day-to-~day supervision of their
activitjes.
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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 other
S&Ls. This hss 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 the
period of time during which the infraction must be rectified. If the S&L
fails or refuses to act, the FNV has a number of punitive powers
including 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-member
institutions up to a limit of ¢12,000 ($4,800) in return for a premium.
The FNV provides short-term loans to S&Ls experiencing temporary
liquidity shortages. The Financiera also insures mortgage loans on behalf
of the lending S&L in return for a premium. This same service is
available to other financial institutions operating under the supervision of
the Superintendent of Banks.

The Financiera has the capacity to purchase and resell these insured
mortgages as a means of generating additional resources for investment
in housing. There has been no direct, open trading of mortgage instru-
ments by the FNV in El Salvador due to the absence of a resale or
secondary market. The FNV has sold National Housing Bonds (Bonos
Nacionales de Vivienda), backed by insured mortgages originated in the
SINAP, to the Salvadoran Social Security Fund (CSSS). Another
domestic source of funds channeled to the S&Ls via the FNV has been
the Central Reserve Bank (BCR). The BCR has provided funds to the
FNV on a short-term basis (up to one year) via a Contingeney 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.

Savings and Loan Assuciations

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

The S&Ls operate in the traditional manner of such institutions throughout
Latin America. Their depository services include savings and term accounts
(not checking). Credit activities are specialized in loans for the construc-
tion, acquisition, or improvement of homes. S&Ls may also refinance
mortgage credit received from other institutions. All loans must be secured
by a first morigage. 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, and
have the authority to assign or transfer their mortgages. Despite the econo-
mic difficulties experienced by El Salvador in recent years, the S&Ls have
experienced a net inflow of savings since 1980.

In the overall framework of institutions acting in El Salvador's shelter sec-
tor, the Savings and Loan System has financed more housing than all the
other institutions combined. Table III.1 indicates that in the period 1950
through 1983, SINAP financed 73,317 houses produced by the formal
construetion sector, or 55.6 percent of total output. Despite the significance
of the SINAP's contribution to housing, today the System is experiencing
serious difficulties. As previously shown in Table III.1, 19,440 units financed
by the SINAP remain unsold. A large portion of these "activos inmovilizados"
have been completed fur several years. By tying up a large portion of the
S&Ls' resources, this situation has significantly restricted the System's abi-
lity 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 40,624
housing units, broken down by year and size as shown in Table III.2.

TABLE III.2
SINAP FINANCING 1980-1983

Number Average M2

M2 Construction of Units Size per Unit
1580 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, the
majority of S&L-financed units were affordable to middle- and upper-middle-
income households, production in recent years has been targeted mainly
towards lower-middle-income households. However, concentration on this
segment of the market, in a period during which !lLése households have been
particularly hard hit by high interest rates and El Salvador's severe economie
downturn, 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 stable
since 1979 and, in absolute and relative terms, the growth was steady
(Appendix Table A.6). Productive assets (banks, investments, loans and
advances) have maintained their share of 95 percent of total assets through-
out almost the entire period, which is a major achievement. Financial sup-
port to the Associations has remained steady. The provision of funds to the
System has been achieved not only by loans and advances, but also through
savings or time deposits. As of June 30, 1984, 85 percent of the resources
in banks corresponded to this type of activity.

Regarding attraction of resources, for a long time the most important source
was internal credit, particularly the special lines of the Banco Central;
however, the support by the FNV of the Associations was never majority
support, and today it represents only 11 percent of all SINAP liabilities.
Each source of funds has had a different evolution:

® Internal credit: Basically composed of lines from the BCR, it provided a
basic liquidity function during the years 1979 and 1980, allowing SINAP
to continue normal operation. Now, it has decreased to the point that it
represents only eight percent of liabilities compared to 65 percent in
1980.

®  External credit: This has increased gradually while remaining at moderate
levels (27 percent). The principal externa! sources have been AID,
BCIE, and now the Fondo de Inversiones de Venezuela. External credit
still 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 to
develop a secondary mortgage market, it issued ¢100 million in housing
bonds in 1981. Only ¢61 million worth of these were absorbed by the
market: ¢50 million by the Salvadoran Social Security Institute and
¢11 million by BCR. The operation was an interesting experience, but it
did not have great practical seope, since it was used as repayment of
the Banco Central's line of credit and did not meet the requirements for
open promotion of the secondary market.

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

The behavior of revenues and expenditures (Appendix Table A.7) is indica-
tive of this capacity to operate with an adequate margin. The FNV has
maintained its operational and financial equilibrium at all times, which shows
intermediation 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 eva-
luate its performance more precisely, it is necessary to learn whether its
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capacity for providing support and direction to the Savings and Loan System
is satisfactory, since the FNV operates as a function of the SINAP.

Financial Situation of the Savings and Loan Associations

a.

Attraction of Resources

The previous exclusive source of funds, regular savings, began in 1980
to share its position with fixed term deposits, as discussed in the sec-
tion on the monetary market. Two negative points appear in Table III.3:
the decrease in the number of savers between 1982 and 1983 (five
percent), principally due to the loss of "image" by the S&Ls, and the
increased cost of resources, due to substitution of term deposits for
regular savings. Both problems should be studied for their impaet on
operation.

Another important aspeet in the attraction of resources is the com-
position of the savings portfolic. The responsibility for the flight of
savings from the System during 1978 to 1980 was attributed to the large
concentration of savings in few accounts. Table Ill.4 gives the size
distribution of S&L accounts for 1979, 1981, and 1984. The process of
concentration has been advanced, though the faet that the majority of
large accoun!s are term accounts is logical and facilitates financial
planning. The price of this advantage is the increase in the cost of the
resource. In any event, it is clear that naturally volatile large deposits
cannot be invested as long-term credits.

TABLE II1.3

SAVINGS AND LOAN SYSTEM: ATTRACTION OF RESOURCES
(Millions of Current Colones)

Savers Regular Savinga| Term Savings FNV Credits Percentage
Number | Index| Amount Index | Amount| Index| Amount Index Distribution
of Resources

1978 260,452] 100.0 553 100.0 - - 15 100.0 97 - 3
1979 321,483) 123.4 467 84.4 - - 104 693.3 82 - 18
1980 349,480! 134.2 514 92.9 16 00.0 93 620.0 82 3 15
1981 398,8624 153.1 612 10.7 18 12,5 118 786.7 82 2 16
1982 452,619| 173.8 571 03.3 145 06.3 107 713.3 69 18 13
1983 - 438,087 168.2 566 02,4 248 | 1,50.0 9% 640.0 62 27 11
Percent

Change

1978-83 68.2 2.4 1,450 540 - -
Sourcc: FNV



7

TABLE IIl.&
DISTRIBUTION OF S&L ACCOUNTS BY SIZE
(Percentages)
Dec. 31, 1979 Dec. 51, 1981 June 30, 1984
Accounts Savings Accounts Savings Accounts Savings
Up to ¢12,000 _ 98.0 32 98.1 31 97.6 29
#12,000 - ¢25,000 1.1 13 1.1 12 1.3 12
¢25,000 -~ ¢50,000 0.5 11 0.5 11 0.6 11
¢50,000 - ¢100,000 0.2 11 0.2 10 0.3 9
¢100,000+ 0.2 33 0.1 36 0.2 39
Total 100.0 100.0 100.0 100.0 100.0 100.0
Source: PADCO Analysis

b.

Investment of Resources

SINAP plays a dual role as financer of supply (construction loans) and
demand (long-term loans). In both activities, the level of performance
has been considerable (Table HI.5). The points to be highlighted with
respect to short-term financing are:

® The increase in the number of housing units financed on the supply
side each year, which grew 207 percent between 1978 and 1983.

® The reduction in the average price of housing financed, which
dropped from ¢39,500 in 1978 to ¢22,400 in 1983, revealing a ten-
dency to reach lower-income sectors.

® The wide range of prices incorporated into the construction financing
activity of SINAP; while SINAP has been preeminent in short-term
shelter 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.

® 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 III.6. These data reveal the following:

® Number of housing units: From a situation in 1978 where 59 percent
of housing units passed through the System as long-term credit, the
participation fell to a symbolic 6.4 percent in 1980 and recovered
to a modest 22 percent in 1983. What is disturbing is that this
behavior does not indicate a definite long-term poliey.
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C.

Value of housing: In relation to the previous figures, the value of
long-term commitments decreased from a maximum 71 percent in
1979 t> a minimum of 18 percent in 1980, recovering to 36 percent
in 1983.

Long-term financing: During the period in question, the Associations
incorporated the highest-cost housing into their long-term portfolio.
This faet is shown clearly in the differences between the average
loan value of supply and demand financed (Table Il1.6). This dif-
ference was greatest in 1980, and 1978 appears to be the only year
with a reasonable balance.

Financial Soundness

The financial strength of the Associations has been seriously affected
not only by the aforementioned problems of attraction of funds, but also
by the deterioration of basic financial indieators. The balance sheet of
the 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 FNV
and, 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.

Fixed assets: These grew by 144 percent between 1978 and 1983.

Special assets: These grew vy 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~-produective portfolio
is part of the total of the Associations' immobilized assets, which
will 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 finanecial
reports, but its seriousness is shown in the following indicators:

Ratio of Interest Receivable and Losn Portfolio

( Millions)

Interest

Receivable Lcans % I/L
1979 9.3 764.9 "1.6
1980 22.3 597.9 3.7
1981 32.8 608.2 5.4
1982 46.3 641.3 7.2
1983 56.2 723.0 7.8

% Change 79-83 504.3 28.0



TABLE III.5

SAVINGS AND LOAN SYSTEM:
(Current Colones)

LONG- AND SHORT-TERM FINANCING
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FINANCING OF SUPPLY (SHORT-TERM)

Number of Toial Value Total Value Loan/Value Average Price Minimum Maximum
Units of Units of Loans Percent of Units Value Val.e

(000) (000) Financed Financed
1978 3,885 153,470 110,388 72% 39,500 13,700 120,000
1979 3,407 89,456 54,754 61% 26,300 12,000 120,000
1980 7,782 146,607 89,317 61% 18,800 10,000 71,400
1981 9,566 202,137 139,325 69% 21,100 10,000 75,000
1982 13,345 277,137 206,888 75% 20,800 10,500 69,900
1383 11,919 266,707 183,187 69% 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) (o00)
1978 2,312 98,284 79,311 80.7% 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% 36,300
1983 2,639 95, 146 78,752 82.5% 36,100
Source: FNV
TABLE III.6

SAVINGS AND LOAN SYSTEM:

COMPARISON OF LONG- AND
SHORT-TERM FINANCING INDICATORS

Number of Uhita Value Financed (000) Average Prices

Supply Demand 0/5 (%) Supply Demand D/S (%) Supply De-~ud D/S (%)
1978 3,885 2,312 59.5% 153,470 98,284 64,0% 39,500 42,500| 1067.6%
1979 3,407 1,352 40.0% 89,456 63,195 70.6% 26,300 46,700 177.6%
1980 7,782 501 6.4% 146,607 26,665 18.2% 18,800 53,200{ 283.0%
1981 9,566 1,120 11.7% 202,132 46,804 23.2% 21,100 41,800 198.1%
1992 13,345 1,581 11.8% 277,137 57,466 20.7% 20,800 36,300 174.5%
197 11,919 2,639 22.1% 266,707 95,146 35.7% 22,400 36,100 161.2%
Source: FNV
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Even assuming that part of the interest receivable corresponds to
banking operations, the growth trend allows no room for doubt that the
default problem is serious, and that a good portion of the revenue
accounted for was not produced operationally.

In the loan portfolio under the heading "other loans" are the expired
credits that remain in the name of the original borrower and, therefore,
legally earn interest for the Association. These cases also inecreased
more than proportionally, as shown below:

1979 1980 1981 19562 1983 % Change 79-83

Other loans 18 25 58 67 78 333
(Millions)

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 the
period, mainly due to increased capital from the shareholders.

The weaknesses mentioned manifest themselves in the behavior of the
three basic balance indicators (Table III.7). The decrease in the ratio
of productive assets to total assets and to deposits--going from adequate
ratios in 1379 to clearly deficit ratios in 1983--shows a System which is
progressively more inefficient and therefore more expensive to operate.

With regard to income, with the exception of the first half of 1984, the
System has not reached the financial equilibrium point (Table I1I.8). The
financial margin has remained stable, and there appears to be an
operating cost control poliey, judging from the performance of the last
two years.

The basie cost-return ratios appear in Table III.9. The gross cost of
deposits (ratio 3) scarcely varied by one point, while returns (ratio 1)
increased almost four points. It should be assumed that there was a
large increase in profits, but the aforementioned inefficiency caused
little variation in the net finanecial margin (ratios 1 and 2). The result
was to raise the cost of the product and, to make general operations
more inelastic, to the detriment of potential housing consumers. General
expenditures, although they had a tendency to decrease, increased their
share over productive assets by 18.5 percent.

From the above observations, it appears that SINAP has not responded
to the country's difficult situation by improving systems, productivity
and revenue but, on the contrary, by losing competitive capacity.



TABLE III.7

SINAP: BASIC FINANCIAL BALANCE INDICATORS
-(Thousands of Current Colones)
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1. APA/ATA (Average Praductive Assets/Average Total Assets)

1979 1980 1981 1982 1983 1984

A.  ATA 676,397 701,642 771,393 845,465 941,250 1,038,304
B. APA 658,064 668,712 709,038 754,998 833,997 908, 140
B8/A 0.974 0.953 0.919 0.893 0.886 0.875

2. APA/AD (Average Praductive Assets/Average Deposits)
A. A 589,860 597,415 681,916 777,466 868,669 960,301
B. APA 658,064 668,712 709,038 754,998 833,997 908, 140
: B/A 1.155 1.119 1.04 0.971 0.960 0.946

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

A. MR 510,233 498,500 580,110 673,080 764,790 850,554
8. OR 38,776 41,855 45,885 53,743 56,102 58,691
8/A 0.076 0.084 0.079 0.08 0.073 0.069

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

SINAP's capital and reserves.

Source: FNV
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TABLE II1.8

SINAP: FINANCIAL RESULTS
(Thousands of Current Colones)

1979 1980 1981 1982 1983 1984
Total Income 82,918 81,056 95,924 111,842 138,689 76,558
Financial Income 74,346 73,803 84,170 102,270 129,093 68,776
Financial Expenditures <5/,482> <57,873> <65,784> <78,320> <105,339> <53,583>
Financial Results 16,864 15,930 18,386 23,950 23,754 15,093
Operating Expenditures <17,449) <20,329>  <24,001>  <25,452> <27,953> <14,687>
Other Income 8,572 7,253 11,754 9,572 9,596 7,782
Othe: Expenditures <553> <2,899> <1,335> <B47> <3,153> <676>
Result 7,434 45 4,804 7,223 2,244 7.512

PERCENTAGES

Total Income 100 100 100 100 100 100
Financial Income 90 91 88 91 93 90
Fipancial Expenditures 70 71 69 70 76 70
Financial Results 20 20 19 21 17 10
Operating Expenditures 21 25 25 23 20 19
Other Income 10 9 12 9 7 10
Other Expenditures 1 4 1 1 2 1
Result 8 - S 6 2 10
* June

Source: FNV




TABLE II1.9

SINAP: COST/RETURN INDICATORS
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1979 1980 1981 1982 1983 1984*
l. Financial Returns/Average Productive Assets
A. APA 658,064 668,712 709,038 754,998 833,997 908, 140
B. Interest Earned 74,346 73,803 84,170 102,270 129,093 137,552
% B/A 11.3 11.0 11.9 13.5 15.5 15.1
2. Financial Cost/Average Productive Assets
A. APA 658,064 668,712 709,038 754,998 933,997 908, 140
8. Interest Paid 57,482 57,873 65,784 78,320 105,339 107, 366
% B/A 8.7 8.7 9.3 10.4 12.6 11.8
3. Cost of Deposits
A.  Average Deposits 569,860 597,415 681,916 777,466 868,669 96G,301
B. Interest Paid 57,482 57,873 65,784 78,320 105,339 107, 366
% B/A 10.1 9.7 9.6 10.1 12.1 1.2
4. Opersting Coste/Average Productive Assets
A. APA 558,064 668,712 709,038 754,998 833,997 9u8, 140
B. Operating
Expenditures 17,449 20,229 24,001 25,452 27,953 29,374
% D/A 2.7 3.0 3.4 3.4 3.4 3.2
#*June

Source: FNV
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S.

Effects of Nationalization and Other Issues

As a result of Decree No. 158 of March 1980, ownership of 100 percent of
the shares in the Savings and Loan Associations was temporarily transferred
to the government. These have remained in the possession of the Banco
Central, which heads the entire financial seector. The ultimate goal was to
have 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:

* To ensure participation of the financial system in carrying out the
State's economie policy.

* To channel internal savings toward investments which enecurage economie
and social development.

* To contribute to a more equitable distribution of the national income,
through participation of a greater number of ecitizens in the shareholding
capital and through democratization of credit.

The goal for participation in policy has been met completely, since the State

owns the institutions. Furthermore, the allocation of savings with an econo-
mic and social ecriterion has required no change in the savings and loan
system, since by its nature this is its basic purpose. The possibtilities for
directing funds toward lower-income sectors may have improved, although
this has not been fully proven. In relation to democratization of credit--
since savings, popular par excellence, were not democratized--it is possible
that 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 now the
sale of non-State shares should hsve been completed, cn December 31, 1983,
according to data in the Banco Central's Annual Report, only Credisa had
sold 40 shares to its employees. The remaining ecapital from the eight
Associations remains entirely in the possession of the BCR. This ecir-
cumstance has major adverse effects.

It cannot yet be af.irmed that the nationalization of the System has had
significant positive :ffeats, especially considering the financial deterioration.
However, the nat’,nalization cannot be judged by normal criteria, removed
from the reality ' the country. In the economic circumstances of 1980, the
need to execut.. an emergency economic policy may have been sufficient and
reasonable grounds for it.

However, for the 'majority of the shares to remain unsold after four years
creates 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 de-
signed the financial and ecredit policies according to the highest interests of
the government. Today the maximum governmental authority on monetary
action and policy is .the owner of the Associations, the BCR. At present
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there is no confliet of interest, as both the FNV and SINAP must follow
instructions from the BCR.

An additional important function of the FNV was to provide financial
assistance to SINAP by obtaining lines of credit from the BCR. If the pre-
sent shareholder system remains, this function of FNV seems to be comple-
tely superfluous.

The manner in which the upper management of the Associations was
organized after nationalization of the System is of great importance. Cur-
rently, the Boards of Directors are composed of three persons: the
President, who at the same time is the Chief Executive Officer (appointed
by the BCR); one Vice-President; and one Secretary (appointed by the BCR
and the employees). Technically this is not a Board of Directors but an
Executive Committee which is connected hierarchically to the BCR, its final
authority. This special situation makes it difficult to carry cut a sound,
smooth dialogue with the FNV.

To date, considering the temporary nature of the above-mentioned structure,
the relationslip between the Associations and the FNV has remained reaso-
nably normal, and the formal structure in force has been kept; however, it
does seem that it will not remain indefinitely. The Associations cannot con-
tinue without a Board of Directors that is diverse in composition and respon-
sible as such for its actions and for the achievements of the Association, to
which the Board should impart its own independent character.

Therefore, it is a matter of major concern that the public has not responded
to the sale of shares by SINAP. If this continues, new means of
privatization must be considered, not to exclude conversion of the Salvadoran
savings and loan system to a mutual system, as is common in many other
countrias in Latin America, in which case the ecentral organization/Associa-
tions struoture would return in essence. Alternatively, if the government
does not consider privatization desirable, means must be sought o create a
permanent legal structure for the Associations under government control
which gives them a management system consistent with their role as com-
petitors in an open savings market. This means having Boards of Directors
and 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 the S&L system is
the recent policy change by the Social Housing Fund (FSV) to terminate the
purchase of S&L-financed projects. Because the FSV has been unable to sell
a large number of these units, it has accumulated its own iaventory of
unsold assets which jeopardizes its financial integrity. The FSV has stated
that henceforth it will finance only the purchase of individual units as
selected by its own qualified affiliates. Since the FSV has purchased about
65 percent of all units produced in SINAP-financed projeets, this will clearly
affect 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 Plan for SINAP for the period 1981-1983.
The focus of the Plan was on a redirection of S&L resources towards lower-
income households, as well as on obtaining external resources to support this
effort and resolving the existing problem of unsold units. With regard to the
first two priorities of the Plan, considerable progress was made, at least to
the extent that smaller and theoretically more affcrdable units were being
built and partly financed by foreign resources. However, the Junta Monetaria
raised both short- and long-term interest rates in February 1982, jeopar-
dizing 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 the
Financiera did not update its 1981-1983 Operating Plan and continued to
approve projects throughout that period. Most recently, as the -erisis
situation confronted by the SINAP has worsened, the FNV has not produced a
new Plan despite the fact that the period to whiech the old Plan was appli-
cable has elapsed. In other vcvds, the Financiera does not appear to be
providing leadership to the Sé&i. Associations, but strictly executing its regu-
latory functions. Individually the Associations ean and are working to re:tore
and maintain their financial health. But a general Plan for the entire system
is required to deal with problems that are beyond the capacity of any S&L
to resolve alone, including the inventory of unsold homes and tapping alter-
native funding sources.

Capacity of S&L System
Provided the problems mentioned above are solved, the FNV has the full
potential to support a growing S&L System, but it needs to strengthen:

® its capacity for internal savings attraction (secondary market).

* Allocation ot external resources by preparing and designing viable poli-
cies and programs to be used by the System.

® Technical training, in order to be able to properly play the role of
governing body.

® 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 easily
allocate resources is more than proven. The risks now affecting the future
of the Associations are:

® Loss of economic and social efficiency and productivity, due to a lack
of defined criteria and policies, both individually and collectively. This
is the only explanation for the phenomenon of unsold assets and the non-
use of available resources (e.g. HG).

® Lack of Boards of Directors, in the striet and proper sense of the word,
£s 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, have
maintained 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 is hard to measure a good or bad 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 housing
finance 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 was
established by Legislative Decree No. 328, June 6, 1973 as a public credit
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 publie 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 with
construction financing from the SINAP. Typically the S&Ls would finance
construction of housing projects, with the FSV committing to purchase some
or all of the units in a given project for eventual resale to workers ‘with
FSV accounts. Developers were able to obtain construction finaneing from
the S&Ls after obtaining a "purchase feasibility certificate”, indicating the
Fund'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 houses
which it is unable to sell. Presently, the FSV has approximately 2,000 such
unsold units with a market value between of $30 and $35 million. Principally
Principally as a consequence of this problem, FSV management has reversed
its poliey of purchasing entire developments. Rather, in the future, it
intends to finance the acquisition of homes which ecreditworthy affiliates have
selected for purchase on an individual basis. This change in FSV poliey will
clearly have a strong impaet on the Savings and Loan System, especially in
its 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 effeets.

p

" The parties affected
-- Total: all employees from the public and private sector.
-- Partial: only one sector and under specific conditions.

®*  Funetion
== General shelter policy.
-~ Specifie benefit.

If we consider in addition the differing ages of the funds and the variety of
institutions involved in hardling them, then a prior comparison becomes
impossible. A study of the achievements of the funds and their impaet on
various areas of social benefit, shelter productivity, and macroeconomic
growth would be of great interest. In regard to the FSV in El Salvador, it
can only be stated that it has allocated massive resources to housing,
ignoring the social insurance funetion and the provision of finanecial returns
to contributors. Establishment of an integral plan and policy to balance the
various aspects is becoming crucial for FSV.
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FSV Operation
Administration of the Fordo breaks down as follows (see Figure II1.2):

® 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, and
Ministry of the Treasury. Additionally, there are two elected rcpresen-
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 Republie. The Assembly of
Governors names the other four directors, one each representirg the
business and labor sectors, plus two representatives of the public sector.
The Board meets weekly.

*  President: The President is the FSV's legel representative and responsible
for supervision and coordination of all activities.

®  General Manager: The generzl 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 body supervises the relationship of
the FSV's operations to the laws and regulations governing the institu-
tion.

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

The FSV's prinecipal 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 may
refinance 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 employed
in 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 can
be 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 receipts and expenditures in
~onjunction with the budget;

== Accounting Department (13 persons);

-- Insurance Department (3 persons): Verifies that all FSV-mortgaged
properties are properly insured;

-- Contributions Department (16 person.): Verifies that payments gre
made 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 applica-
tions; however, since in the past the Fondo acquired entire housing pro-
jecets for resale, a good part of the efforts of this seetion have been
dedicated to marketing and sales of units, along with community devel-
opment. If the FSV follows through with its new poliey of eliminating
"turn-key" purchases and financing only individual long-term house
purchases, the structure and functions of this section will have to be
radically changed. Currently there are four departments:

== Production and Marketing: This unit's three employees are respon-
sible for tracking general work progress on projects that the FSV
has 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 respon-
sible for the social considerations associated with >ccupancy of
recently completed project sites by FSV-affiliated families.

== Credit Department (35 employees). This unit is responsible for pro-
cessing loan applications.

== Contracts Department (30 employees). This unit handles the follow-
up work on credits approved for funding, including preparation of
the loan documentation.

The FSV maintains two regional offices in San Miguel (3 persons) and

Santa Ana (5 persons) that principally process loan applications.

Technical Section (47 employees): This seetion's functions relate to the
selection, review, approval and supervision of housing projects to be
purchased by the FSV. Because of the Fund's new poliey of finanecing
only the individual acquisition of houses by affiliated workers, the
importance of this unit should diminish over time as projects are
completed. This point is recognized by FSV management. However, no
clear indication has been given by management as to what will even-
tually happen to this unit and its staff.
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The Technical Section is made up of three departments plus an indirect
attachment:

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

Department of Supervision (12 employees): This unit is responsible for
verification of construction progress on approved projects. This involves
frequent inspection of project sites to verify that work is being
completed according to plans and specifications.

Repairs Department (7 employees): This department handles the main-
tenance and repairs of FSV property and equipment.

Data Processing (21 employees): This unjt is attached to Technical
Operations, but is responsible for compilation and presentation of data
to serve the needs of all four of the FSV's sections.

Financial Situation of FSV

a.

Attraction of Resources

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

Resources captured from contributions are in principle expeusive liabi-
lities, and the law provides for their return with interest. However, the
conditions of return and the interest have not been established in final
regulations. For the moment, therefore, a symbolie 0.5 percent is paid
to contributors. This means that the FSV operates at the margin of any
financial criteria.

The decline in real resources and certain structural weaknesses have
caused FSV to enter into direct debt. For 1983, it registered

- €36.1 million as loans from foreign institutions (BCIE and Fondo de

Inversiones de Venezuela).
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Aliocation 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 tim2 the credit is applied for:

Monthly Wages Interest Monthly Wages Interest
¢200 - 250 4% ¢500 - 600 7%
¢250 -~ 400 5% ¢600 - 700 8%
¢400 - 500 6% ¢700 - 800 9%

¢800 and above 10%

The maximum loan is ¢30,000.

This special circumsiance resulied in portfolios with very low returns
(Table II.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 ir the FSV results from the interest rate
structure in its various classes of portfolios, the weighted average of
which 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 prcjects, 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 the
number of loans granted (Table III.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.

.®  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.
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TABLE III.1O

Number of Employers
Number of Employees
Contributions
Oisbursementa#

FSV: RESOURCES CAPTURED
(Thousands of Current Colones)
1978 1979 1980 1981 1982 % Change
11,149 11,220 10,551 9,977 10,063 10>
216,551 220,237 192,509 174,730 177,699 <18>
46,289 52,775 51,177 56,499 57,735 25
556 642 1,260 2,130 1,889 240

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

Source: FSV

TABLE III.11

FSV: DISTRIBUTION OF PORTFOLIO

Percent of Portfolio

1978 1980 1982
Interest Rate
4% 4 5 3
5% 23 26 28
6% 13 15 18
7% 43 25 20
8% 6 9 9
9% 6 7 6
10% 5 13 16
Weighted Average 6.62 6.8 6.86
Source: FSV
TABLE III.12

FSV: UNITS ACC/JIRED AND CREDITS PLACED

UNITS ACQUIRED

CREDITS PLACED

Year Number Value (000) Number Value (000)
1978 3,236 52,613 1,876 25,371
1979 2,867 56,281 3,583 62,722
1980 2,030 39,426 2,870 53,860
1981 4,050 68,975 2,766 49,551
1982 5,917 105,099 7,019 127,479
TOTAL 18,100 340,494 18,114 318,983

Source: FSV

etc,
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Financial Sitvation

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. ard 1983 were considered
sufficiently representative (Appendix Table A.9). The figures reveal a
satisfactory 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 econsidering the
quality of the portfolio, this aspect is the most positive.

* Non-productive Assets: There is a reduection 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 (¢30.3 million) and 2) Interest
receivable (default) (¢13.6 million). Both accounts project a con-
tingent loss which is greater than the 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 eritical, 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 (thousands) 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 increase in the "other assets" account, a 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 1963
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 ratioc 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 indieces 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 inust be assumed, therefore, that there is inefficiency in the produc-
tion of finanecial 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) PFinancial 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 the
absence of financial costs. At some point. however, the conditions of
return and remuneration of employee contributions must be established
and, at that point, the current returns cannot continue. FSV at its
current level of operation cannot tolerate a financial cost of greater
than 5.2 percent as shown in the following caleulatiorn:

APA return 8.1%
Operating Expenses/APM (2.5%)
Surplus to remunerate resources 5.6% on APA
Conversion factor to cost of resources 0.927
Maximum rate payable (5.6% x 0.927) 5.19%

4. FSV's Relationship With the Finan=ial Savings Market

FSV is facing three limitations in its access to the monetary market for
savings attraction:

® It is not a typical financial intermediary, and therefore neither its laws
nor its structure qualify it to attract free savings (which, on the other
hand, would not necessarily be appropriate in the present economy).

® The capacity for access to the large-scale financial markat other than
through direct debt) is centered on issuance of bonds and securities, and
on portfolio sales. This direct emission of certificates has not been
developed 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 fact
that, despite the general nature of its neme, the FSV of El Salvador belongs
to a limited production sector, with characteristics of a personal labor bene-
fit. Therefore, it is not a national fund similar in terms of the source and
use of its funds to an indirect tax, nor is it accessible to all the seectors
which potentially need housing. Its potential to support a general housing
poliey is limited by its origin and nature.

In order that the Fund may more rapidly meet its goals of serving all
contributors and providing an incentive for shelter investment, it should econ-
sider which strategy for attraction of resources is the most effective:

e Direct internal or external debt.

®  Mobilization of portfolio, through secondary 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 present
cost/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 I'SV return (8.1%)
Financial defiecit (3.2%)

It is obviously not viable to have an operation of this sort. 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, together
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 tiie available guarantee
improved.

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:

&. 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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®* Use of the resources for highly marketable projects. This is done
through financing upon demand, as is the new policy of the Fund.

® Elimination of the immobilized assets and their resulting cost.

® 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 icea to stimulate participation of the
contributors in shelter credit, giving priority to those applicants who
are not using 100 percent financing, but who contribute something
from their own savings. This provides access to financing for a
greater number of families and improves the credit guarantee, as
mentioned above. :

® 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 income
from the portfolio should be restructured according to an adequate
remuneration of resources captured from contributions.

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

Attraction of External Resources

Due to the nature of its resources, the FSV brings together unique con-
ditions for making effective use of large-scale borrowing. Given the
needs of the sector, this is a must. Therefore, it is necessary to over-
come ihe general prejudice that the funds to be obtained must have a
lower 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 ean be worked out.

In this way, the FSV can again become the major stimulus for long-term
financing 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 projeets cannot be sustained on a long-term basis, so the
most 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 does
not alter its interest rate policy, there will always be a great discre-
pancy between the monthly installment paid by a contributor and that
paid by a borrower from the finaneial sector, but this is inevitable and
in no way detracts from the timeliness of the FSV poliey to finance
demand. Operating with distinet rates indexed to income and catering to
demand will allow FSV to move smoothly and intensely into non-
traditional shelter solutions, such as serviced lots, urban upgrading, etec.
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URBAN HOUSING INSTITUTE (IVU)

1.

Overview

The Urban Housing Institute (IVU) 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 aecquisition 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 lcw-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 institutec. 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 III.13.

TABLE III.13
IVU HOUSING CUTPUT

NUM3ER 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 have 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 eclose
atteriion 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 funetions.

* Realistic pricing of units: The basic concept of recovering the cost of
off site services in the individual pricing of units and the corresponding
mortgage loan has not yet become an integrated part of IVU's cost ana-
lysis.

® ¢5,000 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 projeet 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 ¢5,000 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 basiec problems, and
the resulting effeect 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 projeets. 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 Unit--by performing in a more dynamic 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 (deseribed below) refleets
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 nzeded 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 increaszs) 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 i the past. The fact that IVU is carrying oul a restructur.ag along
with the preparation of an employec manual of responsibilities offers an
inipoetant opportunity to improve IVU's overall efficiency.

ilowever, 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 implementatio: of the re-
structuring, this bodes poorly for the chances of the program to really en-
hance the produectivity of the organization.

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, Ministzy 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 of
four assisting the President of the Institute. Attached to this Office is the
Planning Unit with a chief and a staff of Seven, as well as an Advisory Unit
with three employees.

Following the President's office is that of the General Manager, with a two-
person staff. Additionally, five auxiliary units are attached to this office:
Public Relations (6 persons), 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 institutiona]
framework at the time of this analysis was somewhere in between its "old"
organizational chart and the new proposed one (see Figure II1.3). The
following is basically a description of the institutional framework that should
result from the IVU restructuring.

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

a. Administrative Division
As before, the Administrative Division will be composed of four depart-
ments: Finance, Supplies, Human Resources and General Services. The
last three of these departments reflect name changes from the previous
organizational chart, but only Human Resources appears to be undergoing .
serious change.

The Finance Department will remain structurally unchanged, consisting of
four units: Treasurer, Cash Management , Budget Supervision, and
Accounting. Despite the fact that no organizational changes are being
made in this department, its functions and personnel are being
thoroughly evaluated. The Finance Department has been strongly eriti-
cized for failing to provide IVU management with organized and timely
information, as well as for irresponsible cash management. For example,
during 1983 sums as high as $1.6 million were kept in cheeking accounts
rathe: than in interest-paying accounts.

The Department of Human Resources, formerly known as Personnel, will
be significantly strengthened as IVU attempts to deal with problems of
poor morale and low productivity. Five units are planned: Hiring, Salary
Administration, Internal Relations, Employee Services, and Planning. A
priority of this department will be to review the individual performance
and capabilities of all IVU employees and study the needs of all depart-~
ments.
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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.

®* 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 (o assure their socio-economic feasibi-
lity. Once a project is underway and home purchasers have Dbeen
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 completed 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.

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 echaracteristic of practically all IVU
departments, it appears that the Production Department will not only be
overstaffed, but will have a majority of emplovees who heve 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.

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, 1VU
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.1l.
Among the productive assets, long-term ecredit 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, 13981 and December 31, 1983 are compared in
Table III.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 cperations 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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Cupitalization 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 ecurrent
economy.

TABLE III.14
IVU: LOANS IN ARREARS

1981 1983

Number Percent Number Percent
Total Loans 17,185 100.9 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 ¢2,137

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) 89,477 117,315 128,381
B/A 0.568 0.634 0.672

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

1981 1982 1983
A. ATR (000) 17i,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:

®* Wide financial margin due to almost no remuneration of resources.
®  Excessive general expenditures absorbing 2/3 of total income.
®  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) Genera! 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 contradiets all acceptable financial trends. The



110

4.

level of financial burden imposed by general expenditures is untenable
and unjustified.

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 pelicy decision to use the IVU exelusi-
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:

® 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.

¢ Restruecturing 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 the inefficiency of IVU
but throuyh a complete organizational restructuring, an unavoidable fac-
tor for futire projections.

Financial policy: 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 activi.y 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 cf 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 transfec of
pertinent costs to the projects, avoiding indirect subsidies and unreal
eosts.

®  Realistic pricing: Reflect real costs of labor, capital, and materials in
prices of units; include costs of off-site services.
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Interest 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-seale 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

-- Fiepare 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.

Overview

FUNDASAL is a private, non-profit organization dedicated to assisting El
Salvador's poorest households with their housing and community development
needs. The organization began operations in 1968 and was legally incor-
porated in 1970. FUNDASAL has successfully implemented more than twenty
low-cost housing projeets based on the concepts of community participation,
progressive shelter construction, and affordability for truly low-income
households. Its accomplishments in this area have been internationally recog-
nized and have enabled it to obtain financial support from several foreign
sources including two World Bank loans and grants from various Canadian and
European organizations.

Article 3 of FUNDASAL's statutes lists the following objectives:

* Support the individual and community development of those struggling to
overcome the poor living conditions in depressed areas of the cities;

® Carry out the construction of low-cost housing and community works on
behalf of low-income families in order to facilitate their access to
homeownership and a better standard of living;

®  Support the development of the cooperative concept as well as the
creation of housing, consumer, and savings and credit coops on behalf of
their meinbers;

®* Create new sources of employment on behalf of the poorest people in
order to stabilize and increase their household earnings;

¢ Stimulate community cooperation, a sense of solidarity and general
interest in the struggle for integrated development of the community and
the spirit of civie responsibility .

The uniqueness of the FUNDASAL approach lies in two areas: 1) its ability
to achieve high levels of cost recovery from a low-income clientele, and 2)
its emphasis on the concept of developing a fully integrated community in
project execution. To date, the Foundation has completed approximately
7,400 units ocecupied by nearly 46,000 persons (these figures obtained from
FUNDASAL as of June 1984 contrast with the CASALCO data presented in
Table IlI.1). Another 3,560 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 have
been designed for persons displaced from the country's armed conflict areas.
As in the case of the Foundation's traditional projects, the self-help
construction method is applied. Because of the urgency of the families'
needs, the project execution period is reduced to as little as 18 months. The
basie building materials are mud bricks, some wood, and galvanized metal for
roofs. Quality of construction is not on a par with the traditional projects.
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Table III.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 suecessful applice-
tion of the aforementioned concepts than in increasing production of units.
In fact, it has always been a FUNDASAL poliey to build no more than 2,500
units 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 of
problems within the organization led to the appointment of a new manager
and wholesale staff reduction to a current level of 56 employees.

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

FUNDASAL is thus looking upon its own recent internal difficulties as an
opportunity to return te the becio philosophy on which it was founded.
Current priorities are to compiete the projects to which the Foundation is
committed while consolidating the organization with the remaining staff. A
new 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 III.15.

FUNDASAL Operation

The chief governing body of FUNDASAL is the General Assembly, which is
made up of all active and honorary members of the Foundation and that
meets once a year. At that time, the General Assembly reviews both the
annual statement and budget for approval or disapproval, appoints the outside
auditor, and selects the 12 members of the Board of Directors from among
the membership. Among the 12 directors, the following positions are
assigned:  President, Viee~President, Secretary, Assistant-Secretary,
Treasurer, Assistant Treasurer, Trustee and five regular members. The Board
meets twice monthly and has the basic responsibility for planning and orga-
nizing FUNDASAL's aectivities. It also names the Executive Director, who
acts 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 Construetion.
The Finance Department, with 14 employees, handles ecredit applications,
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TABLE III.15

FUNDASAL HOUSING PROJECTS
(as of June 1984)

HOUS ING NUMBER OF °  YEAR
COMPLETED PROJECTS UNITS OCCUPANTS OCCUPIED
Primero de Sept., Soyapango 70 1969
Agua Caliente, Ciudad Delgado 62 1972
San Joae del Pino, Santa Tecla 520 1973
La Joyita, Chinameca 44 (rural) 1974
El Vaticano, Puerto E1 Triunfo 172 (rural) 1974
El Pepeto, Soyapango 530 (IBRD) 1975
Lamatepec, Santa Ana 1,190 1977
Sensunapan 1, Sonsonate : 563 1978
El Naranjo, Usulutan 422 1979
La Presita, San Miqguel 1,216 1979
Meson "El Progreso,™ Mejicanos 30 1979
El Concaste, Mejicanos 405 1980
Sensunapan 11, Scnsonate 363 1960
La Palma, Chalatenango 29 1981
Sensunspan 111, Sonacnate 14 1982
El Milagre, Ahuschspan 143 (diaplaced) 1983
Potrerilloa, Ilobasco 55 (displaced) 1983
Chintue 1, Apopa 556 1983
Chintuc 11, Apopa 477 1983
La Nueva Esperanza, Ahuachapan
(1st and 2nd atage) 8l (displaced) 1983
Casos Dispersos 101 1983
La Divina Providencia, Ilopango 42 1984
La Union, Santa Ana 96 (displaced)
Rio Zsrco, Santa Ana .23
Sub-total 7,384 45,761
PROJECTS UNDERWAY
Chintuc I, Apopa 5680 - IBRD
Chintue II, Apopa 237
Rio Zarco, Santa Ana 763
Popotlan I, Apopa 2,162
Popotlan 11, 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 Tereaa, San hartin 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 accoyrﬁ;}, cash management and general
accounting. Administration, with 18 empldyees, is responsible for a variety
of secretarial and support functions as well as security, maintenance, and
purchasing.

The 17 employees of the Social Development Department are dreetly involved
in project development, assisting not only the future residen's in their phy-
sical efforts, but also laying a foundation for future devclopment 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.
The latter role is a critical one since the skill level of most participants is
usually limited, and the role of contractors is limited to such items as water
and sewer infrastructure.

Financial Situaticn of FUNDASAL

In evaluating FUNDASAL, it is necessary to keep in mind that its funection
and goals go beyond providing shelter solutions, incorporating a concept of
overall development of the communities with which it deals. 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, toc 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 ¢ 745,290
1983 ¢1,266,703

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 in the new reprogramming.
There is nothing speecial to note about liabilities, except to emphasize
the capacity for borrowing and the increasing capitalization.
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4.

b. Structure of the Financial Results :
FUNDASAL has traditionally operated on the basis of donations so as to
avoid transferring indirect costs to projects. However, in the future, it
plans to pay for its operations out of income because the possibility of
continuing to obtain donations to cover operations is becoming
increasingly doubtful.

In Table I11.16, which shows finaneial results, the usual presentation was
changed to clarify this problem. The shelter operation is running at a
defieit, as it was programmed to do. Of the donations received during
the three-year period in question, 57 percent went to the capital
account to strengthen the institution.

Capacity of FUNDASAL

FUNDASAL has an i-disputable capacity for working with the low-income
population while maintaining reasonable financial soundness. However, it's
installed capacity exceeds the work it is performing. It is clearly a net
receiver of loan 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 costs of
financing for programs other than shelter finanecing.

* Base operations on the actual financial cost of projeets, based on total
cost coverage parameters, and use the same eriterion to determine the
interest rates to charge on loans.

* 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 produc-
tion levels) of FUNDASAL to be affected by changing from covering
operating costs by donations to paying for them from income. The potential
for doing this successfully depends on 1) effective medium-term planning, 2)
a sufficient volume of new resources to permit recovery of adequate income
levels, and 3) the potential for raising interest rates on loans, a measure
which, according to the analysis in Chapter II, would not damage affor-
dability. FUNDASAL's interest rates are currently the lowest among housing
institutions (4 to 6.5 percent).

Financial planning and research done by FUNDASAL on its future strategy
should be able to measure the capacity of the institution to absorb new
funds (and the terms thereof) and direct its future borrowing accordingly.
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FUNDASAL :

FINANCIAL RESULTS
(Thousands of Current Colones)

PERCENTAGES
1981 1982 1983 1981 1982 1983
Total Operating Income 1,505 1,663 1,569 100 100 100
Financial Products 1,297 1,321 1,486 86 79 95
Expenditures Housing Program | <2 097> <1,989>  <2,213> <139> <1205 <141>
Margin <800> <668> <727> 53> <41> <46>
Other Program Expenditures <1,018>  <1,078> <1,277> <68> <65> <81>
Other Income 208 342 83 14 21 5
Other Expenditures <65> <69 <78> 4> <4> <5>
Results <1,675>  <1,473> <1,999> <111> <89> 127>
Donations 3,971 3,144 4,882 264 189 311
Surplus 2,296 1,671 2,883 155 100 184
Source: FUNDASAL
" TABLE III.17
FEDECCREDITO CREDIT PROGRAMS - 1981
AVERAGE
LOAN
PROGRAM BUDGET BORROWERS AMOUNT PERCENT
Agricultural Development ¢ 38,228,000 4,954 ¢ 7,715 36
Rural Community Development 8,594,00n 1,884 4,560 8
Operational Loans 13,277,000 3,371 3,940 12
Low-Cost Credit 20,836,000 26,831 775 19
Urban Community Development 4,261,000 4,488 950 4
Employee Loans 16,268,000 6,957 2,338 15
Education Credit 5,451,000 1,073 5,080 6
TOTALS #106,915,000 49,558 ¢ 2,157 100

Source:s FEDECCREDITQ
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F. FEDERATION OF CREDIT COOPERATIVES (FEDECCREDITO)

1.

The Rural Credit System

El Salvador's Rural Credit Law of February 1976 identifies local Credit Co-
operatives as the implementing institutions for the nation's Rural Credit Sys-
tem. The Law designates the Federacion de Cajas de Credito
(FEDECCREDITO) as the coordinator of the functions of the Credit Cooper-
atives (Coops or "Cajas"). There are 42 cooperatives affiliated with
FEDECCREDITO.

The Law describes the Coops' main objectives as follows:

®* Provide, distribute and develop credit on good conditions among members
or non-members deserving of credit services;

* Promote development of the Cooperative movement in the Republic,
especially relative to providing credit for small merchants, producers and
industrialists;

®  Support cuoperative 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;

* Provide services to affiliated Cajas, particularly with regard to their
requests of the public authorities;

* Facilitate the production, transformation, conservation and sale of agri-
cultural and industrial goods.

The constitution and functions of each Caja must be authorized by
FEDECCREDITO (the Federation). The Cajas are publicly registered, stock
owned cooperative societies. No more than ocne Coop may funetion in a
single municipality without approval from FEDECCREDITO. No single share-
holder, with the exception of public sector institutions, may own stock
worth more than ¢10,000.

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

The Cajas are required to submit finaneial statements to FEDECCREDITO for
annual auditing. The Federation has full sccess at all times to the records
of the Coops. The Federation has the power to order rectification of any
financial or operational irregularity it deteets in exereising its regulatory
role. The Cajas must comply with any orders of this nature within thirty
days of their issuance. FEDECCREDITO has the power to terminate the
operations of a Coop in cases of non-compliance with its orders, as well as
in other situations such as when a Caja's membership drops below the
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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 ecity of San Salvador. Membership and stock ownership in the
Federation are limited to the following:

®  Representatives of the GOES Executive Branch acting in the areas of
Economies and Agriculture;

®* The Rural Credit Cooperatives;
®  The Banco Hipotecario de El Salvador;

® Any public sector institutions accepted as members by the Federation's
Governing Assembly.

The Federation administers seven different ecredit programs. They are listed
below. Approximately two-thirds of all FEDECCREDITO loans were for an
average amount of about ¢2,000 (Table I.17). The Low-Cost Credit
(Credito Popular) and Employee Loan Programs average well below the
¢2,000 level.

Agricultural Development, FEDECCREDITO's principal program, targets the
traditional cooperative beneficiary, the small producer. Principal produects
financed are food grains, cattle, coffee, and eotton.

The Rural Community Development Program supports a population similar to
that which borrows under the Agricultural Development program, but through
the ‘provision of technical assistance. Nearly 40 percent of the loans for this
category went to food grain producers.

The Operational Loan Program is designed to support small enterprises and
individuals working in industry, commerce, and ecrafts by furnishing small
sums of working capital.

The focus of the Low-Cost Credit (Credito Popular) Program is to boost the
houseliold income prospeets 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 ¢100
and ¢3,000.
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The Educational Credit Program grants medium- and long-term loans to cover
technical and university level studies.

FEDECCREDITO Operation
The Federation is principally administered by a General Assembly, a
Governing Assembly, and a Manager (see Figure II.4).

The General Assembly consists of representatives of each of the Cajas and
of the stock-owning member institutions. It meets annually to consider for
approval the recommendations of the Governing Assembly; name the members

.of the Governing Assembly; determine the distribution of earnings; select an

external auditor; and resolve legal issues concerning the Rural Credit
System.

Responsibility for policymaking and management of FEDECCREDITO is
assigned to the Governing Assembly. Among the more important respon-
sibilities of the Governing Assembly are the establishment of interest rates
and fees (in accordance with BCR guidelines) , selection and oversight of
personnel, and control over the budget. The Governing Assembly is made up
of:

® a President named by the President of the Republic (4-year term);

° one director from the Ecdnomic branch of the GOES' Executive
Authority;

® one director named by the Board of Direetors of the Banco Hipotecario
de El Salvador;

® one director named by the BCR;
* 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, and divided into three
operational divisions, Coop Membership, Operations, and Administration.

The Coop Membership Division deals directly with FEDECCREDITO's 42 affi-
liated Cooperatives through four departments. The Credit Department (25
persons) handles loan applications received from the Coops. The Credit
Processing Unit reviews all loan requests for proper documentation. The
package is then analyzed by the Evaluation Unit for overall soundness of the
request and viability of the guaranty offered. Subsequently, the application
is passed on to one of several Credit Committees, organized according to
the credit category (e.g. small business or consumer loans) which are
manned by various FEDECCREDITO employees. The slowness with which cre-
dit applications have been processed has been one of the Federation's most
serious problems. Previously about three months were required to obtain a
decision 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 responsible
for optimal placement and use of ecredit in rural areas. Through its
Cooperative Development Unit, the department provides direct assistance to
the borrower for successful execution of the project or transaction in
question. A Supervision Unit works directly with the individual Cajas to
determine 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 to
it that the Coops pursue their development activities in accordance with the
regulations of the Rural Credit System. This involves auditing of the Coops'
financial records and oversight of the administrative activities of the
Federation's affiliates.

The basie function of the Marketing Department ("Comercializacion") (9
employees) is to purchase fertilizer in a timely fashion at favorable market
rates so as to make this commodity available to the Coop membership at
better prices than they might obtain elsewhere.

The Operations Division, through its five departments, oversees the operation
of three different credit programs, as well as the functions of accounting
and collections for the entire organization. The Employee Loan Department
(41 employees) administers a line of personal credit for both public and pri-
vate sector employees. Since this type of lending is distinet from the rest of
the Federation's credit operations, a separate accounting of this department
is done. The Accounting Department (31 employees) is responsible for prepa-
ration of the Federation's periodic financial statements and administration of
financial controls concerning all departments. Each department administering
its own line of eredit is responsible for collecting payments, which are
passed on to the Treasury.

The Collections Department (21 persons) handles the Federation's delinquent
loans. It deals only with thcse loans three months or more behind schedule.

The Low-Cost Credit Department (26 persons) grants credit on favorable
terms to small businesses and assists them in developing their own savings
plans so as to build working capital. Finally, the Department of Urban
Community Development (20 persons) grants credit to small businesses
located in poorer urban neighborhoods. It provides periodic supervision of the
use of funds.

FEDECCREDITO and its affiliated Cooperatives constitute in their design and
basie structure an appropriate institutional mechanism for carrying out the
task of funneling credit to those small producers and consumers who tradi-
tionally have had no access to the country's credit system. In practice
however, these institutions are experiencing serious problems which limit
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their ability to pursue that objective. In August of 1983, an analysis of
FEDECCREDITO 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".

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 with
low 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 of
1984, the Federation's President and Menager 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, FEDECCKEDITO 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;

¢ 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.

ICarlos Dextre,” FEDECCREDITO - Administrative Evaluation, August 1983.
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The Dextre report offers a number of recommendations corresponding in
general 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;
° Transfer all eredit operations to the Coops; |

* Radical reduction of the Federation's operating expenses; and

®  Reactivation of FEDECCREDITO's auditing Department.

The most fundamental of those recommendations is the decentralization of
the system whereby FEDECCREDITO would assign many of its credit-related
responsibilities to the individual cooperatives. This appears to be a very
practical suggestion which could strengthen the overall system and simplify
the operations of an overburdened . EDECCREDITO.

FEDECCREDITO, because it controls the flow of monies to the system, has
maintained control of eredit approvals. If the Cajas were to develop inde-
pendent sources of funds, such as by exploiting their deposit-taking power,
it is possible that the Federation could be relieved of most of its credit
review function. If this were accomplished, FEDECCREDITO could con-
solidate its operations in the areas of regulating and auditing the system,
which appear to be more cunsistent with the responsibilities assigned to it by
the Rural Credit Law.

The real implication of thoroughly decentralizing the system is to make each
Cooperative responsible for its own financial viability. The Cajas, by
accepting deposits, would become directly responsible for generating a port-
folio of loans whose yield would be sufficient to pay for deposits as well as
administrative costs. With this responsibility of protecting funds deposited by
members of the local community, the funetion of collecting loan payments is
likely to be more vigorously pursued. Otherwise, the Coops are likely to
become insolvent quickly. FEDECCREDITO should strengthen its capacity to
assist the Cajas with menagement of their new financial responsibilities.

It is recommended that technical assistance be provided to determine the
true feasibility of developing the system's depository powers. This would
include an assessment of the potential for mobilizing rural savings as well as
verifying that the Cooperatives themselves are interested in such a plan. If
feasible, a training program for those Cooperatives willing to exercise this
power should be provided. This would include the development of specific
depository programs appropriate for Ei Salvador's rural areas, as well as the
managerial and accounting measures which will be needed by the Coops.

In order to support this initiative, FEDECCREDITO's auditing capabilities
must be strengthened to the point where it can evaluate the Coops' activi-
ties on a timely basis and act when and where appropriate.
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Financial Situation of FEDECCREDITO

FEDECCREDITO uses massive internal and external borrowing, which together
absorb 70 percent of the liabilities. This institution is authorized to capture
market resources, but does so on a limited basis among its members. The
imcortant 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 urban
producers, FEDECCREDITO provides a range of loans from personal credit to
credit for fertilizers, crops, ete. The institution has operated sporadically in
the shelter sector, mainly in housing improvement loans. Tday it has ceased
this activity due to lack of appropriate funds.

FEDECCREDITO is regulated by the Junta Monetaria and operates with
market interest terms. The present 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 effeets. The three-year period from 1981 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 1983. This index can be improved by
confronting the high level of delinqueney from which the institution suffers.

Resources are attracted from different sources, both internal and 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 the
ligbilities. 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.1%7). 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):



126

1981 1982 1983
Average Productive Assets 205,336 221,863 223,121
Interest Earned 22,959 25,355 24,410
% 11 11 11
Average Productive Assets 205,336 221,663 223,121
Int rest Paid 14,462 15,302 14,118
% 7 7 7
Average Productive Assets 205,336 221,663 223,121
Operating Expenses 9,709 11,732 9,966
% 5 5 5

Potential of FEDECCREDITO
FEDECCREDITO has strong qualifications to set on g massive scale in the
shelter 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 of
more than 70,000 members, among which it is easy to establish a shelter
program with appropriate socio-economic features.

* Financial intermediation terms which are compatible with a sound 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 gector, 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
mutuel savings and loan organization.

®* Unacceptable default levels in the present portfolio, which has required
organizing an exclusive collections team. Before beginning any shelter
credit allocations, a i'exible and reliable system of selection and
collection of credit should be implemented.

* The general management limitations deseribed above, especially centra-
lization and inadequate financial control.

Once these problems are overcome, FEDECCREDITO has available a large
shelter market to be served through a properly specialized and controlled
program. It is important to stress the neasd for keeping the shelter funds
separate, in management and control, from the other FEDECCREDITO
resources.
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Further analysis, which was beyond the scope of the present 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 deecline in output on produectivity in
the construction seector.

The private construction seetor is formally represented by one organization,
CASALCO, which has an active research program on problems affecting the industry.
Its publications and anclyses of the housing market, shelter policy, and macroecono-
mic impaets 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 the erisis but which, given the nature of shelter production, could start
up again immediately. The overall under-utilization is shown clearly in Figure III.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 chaotie situation of today. However, the construction seetor 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, including
methods which reasonably guarantee availability of resources and 2) redesign of credit
policy in the financial intermediaries, especially Savings and Loan Associations, which
would 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.
Seeond, 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 as
possible of the funds intended for housing and construction should be echanneled
through the private sector.
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FIGURE III.5

TOTAL INVESTMENT IN CONSTRUCTION 1978-1983

(Thousands of Constant 1962 Colones)
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Source: CASALCO, "Lineamientos para la Elaboraecién de un Plan
Quinquenal 1984-1988 de Inversién en la Industria de
la Construceién.”
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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
in an expanded shelter program. The following orief discussion is based on documen-
tation provided by the Cooperative Housing Foundation of Washington, DC, USA.

FEDECACES, founded in 1966, overse~~ 43 affiliated credit unions with 18,000 mem-
bers in both urban and rural arc. s portfolio is estimated at approximately ¢13
million. FEDECACES is intended to provide the following services to its affiliates:

Cooperative education

Technical assistance

Fidelity bonding

Life insurance on savings and member loans

Auditing

Financing through several credit lines

Legal advice

Agricultural inputs (seed, fertilizer, ete.) 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 1983
figure 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--are
unacceptably high. Approximately 25 percent of the Federation's portfolio is in
arrears.

The credit unions under FEDECACES have had scme 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 GOES and equity capital of FINATA. FINATA's 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 a
long-term basis. Each beneficiary is the subject of a socio-economie
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.

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.

2A 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, the
previous 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
‘Finanecial 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 ¢2,264,452, while ¢52,509 was actually collected, i.e.,
only two percent. This and other aspesets of management improvement,
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).

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 specifie unit in charge of shelter cre-
dits. This should operate with high produetivity criteria and with
costs covered by its own intermediary activity without the need to
resort to subsidies. i



132

2.

If these conditions are met, FINATA can do a great deal of work among
rural title holders. If the final population of families is 75,000, it can
be conservatively established that 40 percent represent effective demand
for some type of shelter credit; this means 30,000 possible credits that
could be placed within a relatively short period.

Instituto Salvadorefio de Transformaefon Agraria (ISTA)

ISTA, the Salvadoran Institute for Agrarian Transformation, is primarily an
administrative agency, not an executing one. Its principal responsibility is to
oversce the creation of viable cooperatives out of what were large private
haciendas before 1980. ISTA is mainly involved in 1) solving the complicated
and often severe financial problems of the Phase [ coops and 2) providing
management and administrative support to the coops. As of late 1984, ISTA
was in charge of 378 cooperatives, 54 of which had been granted legal titles
to the land. The rest of the former haciecndas were still owned by ISTA.

Since around mid-1983, ISTA has been attempting to carry out a shelter
program with AID financing. The program targeted 20 settlements on Phase I
coops and was designed initially to provide lots of 6§00 m2 without services.
Dwellings were to be built by mutuel and self help. Later stages of the
program contemplated technical assistance and loans for dwelling construc-
tion. As of September 1934, no funds had yet been disbursed for this pro-
gram.

The inability of ISTA to make any progress for 18 months is due in part to
numerous changes in personnel over the period. However, ISTA's inaction
also stems from its own inertia. The staff in charge of the program consists
only of two architeets and several assistants, a structure capable of handling
design but not other crucial aspects such as shelter policy, finance, super-
vision, or execution. The staff was unable to provide specific information on
any 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; the
staff 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;
*  No thought had been given to financing mechanisms or cost recovery;

d 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 implementation

capacity in this program, it is recommended that no further attempt be
made, for the time being, to involve ISTA in housing,

In principle, ISTA should neither execute nor finance housing projeets. This
should 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, and managing cost recovery.

Direccion de Desarrollo de la Comunidad (DIDECO)

DIDECO, the Ministry of Interior's community development agency, speciali-
zes in carrying ont physical works and soecial promotion in rural communities.
Its staff works with local community groups, DIDECO providing materials and
technical assistance and the groups providing thé 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 investment
budget 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
construet 250 "{loor-roof" (piso-techo) shelter units on Phase I coops. Four
coops were chosen for the projeet, which had a budget of $170,000. The
project 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 hlock walls after one such unit was built for
demonstation 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 its
staff 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 in
the housing sector, AID should investigate the pessibility of teaming DIDECO
up with FEDECREDITO. The two institutions are already involved in a joint
program to provide small loans for agricultural, commercial, and service
enterprises. This program is suffering from various coordination problems, but
it 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 shelter
poliecy. 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 socio-
economic poliey, of which housing is a part. The housing poliey should define plans
and orograms which are the result of inter-institutional goals and interdisciplinary
coordination. It should include:

® 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 mone-
tary markst, so that there is a possibility (not a guarantee) that they will
participate in the market on the basis of effective competition 2nd thus raise
the resources necessary to meet plan goals.

®  Productivity and quality requirements for the supply seetor, including building
materials as well as housing units.

® Appropriate legal, statutory, and procecural regulations so as to avoid
discrepancies between ends and means. '

® Effective intrasectoral coordination, so that the various institutions may
carry out their roles with no unnecessary overlaps. The role of the housing
Sector should be clearly specified in relation to other sectors, so that there
is no confliet of policies, particularly where monetary policies are involved.

As a final observation, it should be noted that the clarity and effectiveness of a
sectoral policy is not the result of nor does it require complex bureaucratie or high-
level structures, such as ministries. Rather, it requires clear and full definition of
roles, and the appropriate means to fulfill them.

'B. INTEREST RATE STRUCTURE

As was discussed in the section on monetary matters (Chapter 1), the interest rates
of the financial intermediaries are set by the Junta Monetaria. The loss of com-
petitiveness of housing savings was emphasized, and this must be & key factor in
formulating any housing poliey. 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 reference
emphasizes the diverse treatment of equal socio-economic sectors. The financial
intermediaries, Savings and Loan Associations, and banks use market rates, while
other institutions use rates that are highly subsidized. These latter should be revised
in order to allow all institutions to have financially sound mixtures of resources
without compromising their social orientation.

TABLE IV.1
HOUSING CREDIT TERMS

INTEREST AMORTIZATION SHARE CREDIT PERCENT OF
INSTITUTIONS RATE PERIOD FINANCED LIMIT (¢) | INCOME FOR

(percent) (4 years) (percent) HOUS ING
Ivu 7-12 20 - 30 90 22,500 30
S&l.s 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
FSy 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 33
IPSFA ‘8 up to 20 90 50 minimum 33

salaries

Source: Each institution listed

The opportunity costs of maintaining subsidized interest rates on loans ean be illus-
trated through the following example: The maximum interest rate on an IVU loan
currently is 12 percent, while the maximum long-term lending rate allowed by law for
the Savings and Loan System is 17 percent (which is a positive real rate). For each
¢10,000 lent, the following terms would apply:

IvU S&L
Loan: ¢10,000 ¢10,000
Yearly interest 12% 17%
Amortization period 20 yrs 20 yrs
Monthly payment ¢110.11 ¢146.68

The IVU monthly payment is 75 percent of that charged by the S&L (by the same
token, the present value of the IVU monthly payment at the "market" rate of 17 per-
cent is ¢7,507). In other words, the opportunity cost per ¢10,000 on each IVU loan
is approximately ¢2,500.
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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:
* Elimination of the 12 percent interest ceiling of IVU.

e Readjustment of the FSV rates so they are closer to the reality of the
market and allow for remunerations to contributors.

o Establishment of real and recoverable financial cost criteria for 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.

®* Extend the practice of increasing or variable installment payments and similar
devices to facilitate credit affordability, both for new ecredits 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 diseriminatory 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 "eross-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 econtro-
versial issue in the shelter sector.

Immobilization of housing projects, with severe effects on finances, is a 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 projeets 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 mini-
mize it. The institutions own the projects. They must sell them as soon as possible
and absorb the loss, either by debiting capital, or as a deferred asset to be amor-
tized on a long-term basis.

The situation in the Savings and Loan System is basically different, not only because
of the size of the problem, but also because of the fact that many of the housing
projects are being managed by the Associations with only interim financing and on the
assumption that marketing was the responsibility of the promoter and long-term
financing the obligation of another, separate institution (e.g. FSv, INPEP).

Since 1978, unsold projects have been accumulating in the possession of the Sevings
and Loan Associations. There are three basie reasons for this:

® Development of high-cost condominiums (over ¢100,000) which lost effective
demand after the 1979 crisis.

® Crises in construction companies which, due to internal or marketing
problems, abandoned projects whether or not they were completed.

* Projects conceived and developed with the expectation of purchase by FSV
but with marginal saleability in the open market. When the expected
purchase by the Fund fell through, the projects were in faect unsaleable
under normal eredit conditions.

Chronologiecally speaking, this has been the sequence of events. The scope of the
Savings and Loans' problem involves more than 3,000 housing units with a capital of
greater than €130 million at risk. Much can be and has been said about where to lay
the blame, but this does not solve the problem.

Extrasectoral nature of the problem: A phenomenon that can be compared in nature
to the immobilization of assets is the non-collection or refinancing of financial
institutions' portfolios which, as discussed earlier, absorbed in 1983 almost 60 percent
of the BCR credit. The current conditions and structure of the finanecial system
appear to favor loss of productivity of investments, an untenable and impractical
situation.

Causes of the phenomenon: A distinetion should be made between the causes listed
above and the causes which allowed a risk to become an actual loss. It is hard to
explain how a situation that was negative from the beginning could expand and wor-
Sen gradually over six years. The following are the only apparent applicable reasons:

®* The lack of effective management in the Associations which is accountable
and in a position to take action to prevent weakening of the institutions'
financial position.

®* The change in the goals of SINAP shareholders, which went from seeking
effective earning power to preferring accounting solvency and the external!
order and image of the sector.

* Lack of leadership or capacity to impose policies in the central body.
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® Lack of sufficient guarantee terms for credits issued and insufficient market
analysis of the projects by the system, revealing a considerable operational
deficiency.

®  Absence of builder commitments to projects, transferring to third parties the
responsibility for financial failure.

The basic responsibility in the seareh for a solution belongs to SINAP, since SINAP
has the capital at risk, which is not private capital since it actually belongs to
savers.

Means of dealing with the problem: Various formuias for liquidation of projects have
been presented. None have been successful, basically because of the impossibility of
finding a way of absorbing the contingent loss.

In order to solve the problem, it is necessary to keep in mind that the projects are
in fact the financial responsibility of the Associations, and that the major risk of
loss 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 in
reducing the effects of this problem either by buying assets at their nominal
value (buildings), or by recapitalizing the system, or by furnishing resources
with sufficient financial margin to allow the Associations to recover their
losses in a shorter period of time.

The Associations should sell the projeets in the most suitable manner, and for this
the following actions are required:

® Determine the marketability of each project and under what terms each is
saleable. Onece this is established, complete unfinished projects at the lowest
possible cost, in accordance with the potential market, and market the units
under the best possible terms.

® Seek cooperation from the other sectors involved (construction) to minimize
the negative financial effeects.

® Record the losses and plan for their quickest possible recovery.

The image of solvenecy which SINAP wants to maintain by not recording the expected
losses has already been lost, and the market is aware of the status of the immobi-
lized assets, the recording of uncollected (and perhaps uncollectable) interest and,
finally, the progressive weakening of the system. If this 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 the fact that there is no definite
plan of action already implemented and in operation to solve the problem. The flexi-
bilization of terms deecreed by the BCR for these projects is & contribution but,
although this is facilitating some operations, the crisis will not be overcome unless it
is faced directly and completely.

D. FOREIGN EXCHANGE RISX AND THE HOUSING SECTOR

The existence of a parallel legal market for purchase and sale of foreign exchange
through the banks suggests the possibility of a future change in the exchange value
of the colon. However, the majority of persons ccnsuited for this analysis were not
in 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 the
attention 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 erisis whieh have affected the
systems in countries such as Costa Rica or Bolivia. A review of the insti-
tutions with greatest participation in the sector on an individual basis shows
the following:

FSV: There is no substantial exchange risk since its current external opera-
tions include: 1) BCIE, to which it sold an already established mortgage
portfolio, and 2) FIV (Fondo de Inversiones de Venezuela), resources which
are 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, and
11 percent of long-term credit. The source of this debt is soft resources
(0.25 percent interest) loaned by the IDB. The low weight of foreign debt
in IVU's pertfolio means that there is virtually no effective exchange risk in
this case.

Savings and Loan System: The Salvadoran system has traditionally made little
use of external credit, the major growth of which has occurred in the past
few years when foreign debt rose from 21 percent to 27 percent of total
FNV 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
(Dec) (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 45 percent. In absolute terms the debt would go from ¢42.4 to ¢67.9
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 &s a proportion of productive assets, with the ratio of
average productive assets to average deposits falling from .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 the
appropriate and effective use and recovery of resources. The exchange risk
should be assumed by GOES, which actually has foreign currency at its
disposal and is seeking the most productive use for it.

With regard to the financial risk in domestic currency imposed by a devalua-
tion, the legal instruments covering individual eredit operations should
include interest rate adjustment clauses which permit maintenance of a real
financial 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 of 18th and 19th
century cities in El Salvador were determined by Spanish colonial planning
regulations. It wasn't until 1950 that the "Direccion General de Urbanismo y
Arquitectura” (DUA) was created within the Ministry of Public Works to
regulate urban development and extend urban infrastructure. The creation of
DUA was in part a result of the first housing diagnostie study condueted by
foreign advisors in 1949, which identified the already alarming housing situ-
ation and called attention to the disorderly growth of most urban areas. The
creation of DUA resulted in the development of the first master plan for San
Salvador and adjacent areas by 1954. Partly as a result of this effort, the
first 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 Economie
and Social Planning and Coordination (CONAPLAN) in 1962, which provided
a new focus for national and regional planning; 2) the creation throughout
the 1960s of several autonomous agencies which began their own programming
and planning of large scale urban public works independently of DUA's master
plans (ANDA, FNV and IVU); and 3) the 1965 earthquake whieh left thou-
sands of people homeless.

Between 1966 and 1969 a series of urban studies began to emerge, focussing
mainly on the Metropolitan Area of San Salvador. These studies were carried
out by DUA and CONAPLAN with the help of foreign advisors. The prin-
cipal result of these efforts was the widely publicized Metropolitan
Development Plan, METROPLAN, and the creation in 1970 of a National
Department of Urban and Regional Planning under CONAPLAN, but ranking
higher 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 conecrete program of
upgrading and improved service provision for low-income settlements.
Included are measures dealing with budgeting, institutional reform, and legal
and regulatory changes.

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, DUA has 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 it
incongruous for one of its divisions to invest in improvements in a particular
settlement that another of its divisions has deeclared 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.

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"), but also that plans for all urban construction--
private or public~-have to be submitted for approval prior to construction.
According to the directions established by this law, DUA is the ageney 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 the
Ministry of Health (all of which take part in approvals). This is
accomplished through consultations between DUA and representatives of these
agencies 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 reqort on the legal requirements for development permits and proj-
ect approval' indicates that there are several serious bottlenecks in the reg-
ulatory framework:

* The Law of Urbanism and Construction is too rigid and is not designed
to deal with housing that is affordable to lower-income people;

* There is a lengthy process of production of plans and technical studies
that accompanies the patitions prior to construction;

* It sometimes takes a long time for DUA's technical staff to approve
plans;

® Among the various institutions that have to approve plans there are
contradictory standards and requirements.

Ambivalence exists in present provisions for ensuring compliance with devel-
opment control lews. DUA can order the suspension of works undertaken in
violation of the requirements of a regulatory plan. The Municipalities share
with DUA the authority to suspend or demolish works which are in violation
of provisions of the Law of Urbanism and Construction and its regulations.
DUA and the Municipalities are also authorized by this law to impose fines
for 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 laws
and regulations in addition to the Law of Urbanism and Construction and the
Law of Regulating Plans. These other sources include the Sanitation Code
("Codigo de Sanidad") and the Regulations for Aestheties and Construction
("Reglamento de Ornato y Construecion") .

The cenrtral issue in development regulations for the purposes of this report
is affordability. Neither the physical standards nor the regulatory process
currently 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 ten
years. The oldest one was enacted in 1973,2 and the newest one in 1980.3

lvietor s. Rivera, Programacion y Ejecucion de Programas de Vivienda en El
Salvador, 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, El
Salvador, Septiembre 14 de 1973. Informally referred to as "the little pink

book."

3"Reglamento a la Ley de Urbanismo y Construecion en lo relativo a Urbanizaciones
y Fraccionamientos, Edicion 1980," Ministerio de Obras Publicas, Direccion
General de Urbanismo y Arquitectura, San Salvader, 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 technicel 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:

* 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.

* 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 more area of the project to produce rent or
income.
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SISTEMA Consultores4 proposed that the requirement for school space be
reduced to five percent of school area over plot area, and argues that the
existing requirement not only inereases the production costs of housing but
also is not observed, in that school areas are often not used for schools.

The EDURES, study? analyzed the requirements in both DUA's and the
Ministry of Education's "reglamentos" and concluded that the Ministry's lower
standards are more realistic than DUA's.

Circulation space: According to a brief comparison between the requirements
contained in the by-laws and the factual data taken from several FSDVM
sites and services projects built from 1973 to 1978, the overall circulation
space required by DUA is excessive when applied to low-income projects.

The tendency of FUNDASAL's projects to have significantly lower overall
percentages of circulation, especially those related to vehicular areas and
parking space, shows evidence of FUNDASAL's affordability eriteria and the
years of struggle to convince DUA officials of the need for change. FSDVM
has had to seek special dispensations for most comporents cf its projects,
not without being subiect to costly delays in project implementation.

With respect to circulation acea requirements, SISTEMA nonsultores presents
the argument that in El Salvador the width of the carriage way or "area de
rodamiento” is calculated according to the length of the street, which is as
illogical as calculating the diameter of a drainage pipe aceording 1o its
length. Width calculations should be done according to volume of traffic by
unit of time and in direct relationship with the economic level of the neigh-
borhood or economic characteristics of the project's beneficiaries.

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 in many
countiies suggests that these regulations are not effective unless they are
based on the economic and social realities of each locality. They are most
effective when they are integrated with the other instruments needed to
stimulate and regulate actions of the private sector and coordinate the
actions of the publie sector.

4SISTEMA Consultores, La Vivienda y_El Desarrollo Urbano, Ministerio de Obras
Publicas, Sub-secretaria de Vivienda y Desarrollo Urbano, San Salvador, El
Salvador, 1983, p. 79.

5EDURES, A Program for the Integrated Improvement of Critical Metropolitan Areas
in_El Salvador, Document N.25, Final Report, Volume I, Ministerio de

Planificacion, United Mations Development Program, World Bank, PADCO, San
Salvador, El Salvador, May 1978, p. 97.

BSISTEMA 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 the
regulation 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 poliecy in the past can be characterized by a combination of
con’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 Construceion" (Law of Urbanism and
Construection) 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 this as an excuse to neglect maintenance and
minimize services. Although this law requires leases of rooms to be in
writing and threatens landlords with penalties for non-compliance, usually
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 focus was 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 up-
grading, the biggest problem is: what incentives do landlords have to make
improvements? This leads to questions regarding the tenure status of mesones
and the risk that upgrading might make meson shelter less affordable. A
thorough study should be carried out of these issues.

The construction of new mesones has been analysed by the EDURES study in
order to increase the supply of this sub-market and expand the benefit that
this represents to the low-income majority in urban centers.

As presented by the EDURES study, the issues involved in the increase of
supply must deal with the following ecriteria:

® Changes in the land use and rent regulations to encourage the improve-
ment of and additions to existing mesones;

* Standards and types of construction cannot be arbitrary; they must be
the highest standards which can be achieved within the existing
constraints (land costs, construction e.sts, and monthly payments);

®* The private sector must participate in building new complexes, provided
that there is sufficient incentive.

.* To give the meson population alternative shelter choices, housing with

the following characteristies should be provided: a) housing should be
located in the areas where mesones are- now located; b) monthly
payments should be similar to those now paid; and e) higher quality
construction and services should be provided than now exist.

The EDURES study analyzes a mathematical relationship between net resi-
dential density, monthly rental or hire purchase payments, land prices,
construction costs, the size of housing constructed, and profitability (defined
as the coeficient between gross annual rent and capital iavested). The
conclusions of this analysis are that: a) it is feasible to build new housing
with individual sanitary services to meet the demand of the meson population
which currently has no alternative to mesones; b) different combinations of
standards and financial terms can enable housing to be constructed and made
available to all income groups of the current meson population.

Tugurios and colorias ilegales: Tugurios and colonias ilegales are now held to
be "illegal" beecause they have not been approved by DUA and could not be
so approved for lack of conformity with standards laid down in the regula-
tions. "Legalization" in this sense would follow from changes in the regula-
tions which would simply repeal those standards, modify the approval
requirements, and substitute new standards and procedures. Governmental
policy toward tugurios in the past can be characterized as a combination of
contradictory positions ranging from prohibition, neglect, and eradication to
partial or complete servicing and legal land titling. The new government in
El Salvador sees the rehabilitation of tugurios as the main focus of publie
sector policy in the short term. Several projects are now underway under
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this approach. The problems and obstacles presented by the legal and 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 or leases and providing 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 & 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 solutions to these legal problems is beyond the scope of the pre-
sent work. For the purposes cf the current government's tuguric upgrading
programs it should be sufficient if an amendment to the "Ley de Urbanismo y
Construecion" provides that the legalization of subdivisions for low-cost
urban residential development shall not bar sccess by the residents to muni-
cipal services, the benefits of the land registration system, or any other
publie services or benefits to which occupants of "urban lands" are entitled.
Pertinent municipal or other laws relating to the provision of thuse benefits
should be revised similarly.

The Tenure Situation in Informal Settlements

Due tc 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 publie 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 labor
by dampening the incentives for upgrading.

Tenure in Mesones: It is not clear whether an effort to change or "regular-
ize" the tenure situation in mesones is worthwhile. For many meson families,
the issue of what kind of property rights they enjoy may be of little impor-
tance, compared with the need for obtaining better services or merely
waiting until they ecan move out to a tugurio or colonia ilegal. A clarifica-
tion of this should be a part of a comprehensive study of the meson market.

The only known meson rehabilitation program was carried out on an experi-
mental basis by FSDVM in 1977-78, when FUNDASAL purchased a meson
complex with the purpose of upgrading.” One of the main objectives of the
project was to provide the users (former and new tenants) with secure
tenure of the mesnn property through selling it back to them under some
form of collective ownership. There were several legal restrictions on
reaching this objective, due to the faet that the "Codigo Civil" (Civil Code)
in El Salvador does not include a category where projects of this nature can

fit in.

The following alternatives were analyzed by FSDVM, in consultation with the
meson community:

*  "Social property" ( Propiedad social)

*  "Cooperative association" (Asociacicn cooperativa)

*  "Undivided ownership" (Propiedad en proindivision)

®  "Individual purchase" ( Compraventa en forma individual)

It was felt that the "asociacion cooperativa" (cooperative association) type
of tenure was the most suitable one, but based on the "incipient level of
maturity" of the community it was decided that this decision was to be

themselves what kind of tenure arrangement (collective or individual) was
more suitable for their needs and expectations. In the end a "contract of
tenure" with a promise of sale was signed between FSDVM and the users.

Tenure in Tugurios: Securing tenure in tugurios may very well be g simple
task, if compared to what is required in other forms of informal settlements.
The achievement of tenure by tugurio residents means the gradual trans-
ference of title from public agencies (such as IVU, municipalities and
ministries) which own invaded land to individual households or cooperative
organizstions in all cases where there are no serious reasons for relocation.

IVU is recognized as one of the few institutions with experience in tugurio
rehabilitation projects, through its "Programa de Acceso al Bienestar

7EDURES, op. cit., Appendix oI, Vol. II. pp. IIA-1 to HIA-6.
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Comunitario"” (ABC), Access to Community Welfare Program. The procedures
followed by IVI) to grant tenure rights to illegal occupants are illustrated in
a major upgrading project in the city of Acajutla.

IVU can utilize two forms of tenure arrangements granted by law:

® "Bien de Familig", for real estate that does not exceed ¢15,000.
° "Arrendamiento con Promesa de Venta": for lots with no structures.

There is a list of requisites that the beneficiaries have to comply with in
order to be eligible for these types of tenure arrangements: birth and mar-
riage certificates, good conduet certificates, and other documents of the
same sort. While these are simple requisites, they are often difficult for
tugurio dwellers to obtain and long delays occur. It is necessary to provide
legal assistance so that these families can obtain the necessary documen-
tation. From the time initial contacts are made with the community until the
time 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 up-
graded units is done by IVU's Board of Directors. Once this is accomplished,
the IVU legal department writes the contracts and formalizes the
"arrendamiento con promesa de venta" or the "bien de familia" contracts to
be given to the beneficiaries of the project. These contracts can then be
used as. legal documents for mortgages, payment of services, taxes, and all
legal formalities.

Tenure in Colonias Ilegales: There have been no previous experiences with
the upgrading or rehabilitation of colonias ilegales by any private or public
sector institutions. In informal conversations and according to analysis of
secondary source data, it has been pointed out that this is a very sensitive
issue, in that it involves dealing with a lucrative and well-established opera-
tion that goes on in the shadow of the legal and regulatory framework.

The EDURES study? points out that "a snbstantial percentage of the pur-
chases or lease-purchases of lots from subdividers in the colonias ilegales
lack legal formalities, usually to the prejudice of the buyers. The contraects
not be in written form; if they are, <hey may not be notarized; if notarized,
they may not be registered. Even if in writing, the terms are apt to be
unfavorable to the buyers, who in most cases are not represented by their
own attorneys. As a result, the buyers do not receive the full protection of

8FSDVM/Fundacion Inter-Americana, Proyecto Experimental de Rehabilitacion del
Meson El progreso (Estudio Monografico) , San Salvador, EI Salvador, September
1979.

90scar Rene Salegio, Evaluacion Urbanistica de un Proyecto de Rehabilitacion
Marginal y sus Repercusiones, Ministerio de Educacion, Direccion de
Publicaciones, San Salvador, El Salvador, September 1974, pp. 16-18.
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the law. But perhaps more serious is the inhabitants' feeling that their
tenure is insecure, because their transactions have taken place outside the
formal legal system or because they were not adequately represented as par-
ticipants in the system. This perception generates, in turn, a distrust of
both private and public ‘astitutions with which they may have dealings--
institutions perceived as having ready access to the advantages of the law
and legal representation.”

Types of tenancy contracts in colonias ilegales include:

Vertal agreements;
o Agreements backed by monthly receipts for payments to the landlord;
. Written unregistered contracts; and
* Registered contracts

Households in colonias ilegales tend to have limited information about their
rights and obligations. Frequently the legal service they receive on entering
into a contract is provided by the developer's lawyers.

Informal agreements equivalent to some form of ownership do exist in eolo-
nias ilegales, especially in the case of individuals who have signed an
"arrendamiento con promesa de venta", a rental with promise of sale agree-
ment. These are usually unnotarized papers composed of two parts: the first
is a normal rental agreement which specifies the use of a plot, not dissimilar
to a house rental agreement. The second part is an option to purchase which
states that with the last monthly payment, the accumulated rent becomes
mortgage payment towards purchase and, if no default has occured, title
transfer can take place. :

Usually the agreement, whether written or verbal, contains a penalty clause
establishing that failure to meet one or occasionally two monthly payments
will cause all previous payments to revert to the status of simple rent for
the use of the property. It is the most important part because failure to
receive payment, whether by default or because the owner refuses to accept
it, will permit the cancellation of the agreement without the return of any
part of the monthly payments even after many years. The plot can again be
offered to another family because the original family has not actually
acquired the legal deed. Thus it is not uncommon to find a plot that has
been rented under several agreements to either the same or different house-
holds, all of which hoped to become legal owners.

According to Harth's study, consolidation and regularization of tenure in
colonias ilegales would involve among other things:

® 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 aceording to tax schedules for the purpose of
establishing sales prices in incipient ecolonias.

In a recent speech to CASALCO, Presic:nt Duarte emphasized the impor-
tance of tenure regularization in informal settlements. He stated, "If the
legal framework does not exist, it should be invented or created". He men-
tioned the legal term "usucapion", a traditional right to property claimed by
those who have lived on it for many years.ll President Duarte also empha-
sized the willingness of the new government to set up 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 .

8. 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 inter-
insticutional 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 nNecessary 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 informal
procedures is necessary in order to achieve short- and medium-term
goals. In the long term, one objective of the reform of the Law of
Urbanism and Construetion would be to streamline the regulatory process
through reduetion of the number of agencies involved in granting appro-
vals, simplification of procedures, and minimization of arbitrary decisions
caused by irrelevant or outmoded standards.

10EDURES, op. eit., Vol. I, Document N.25, Final Report, p. 192.

llgarth, op. eit., p. 411.
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Cc.

Development Standards and Regulations

Neither the 1973 or 1980 development regulations accomplish the objec-
tive of providing affordability to low-income families, except for the
special dispensations contained in a disereet manner in the lower cate-
gories of development types (R4 and R8). Since the specifications for
these special categories are more or less "open", institutions such as IVU
and FSDVM have to spend a considerable amount of time negotiating
with officials of the different agencies incharge of approval (DUA,
ete.) in order to be subjeet to special dispensations and obtain approval
of their projects. Without doubt, private developers go through the same
treatment.

The absence of development guidelines or their lack of elarity requires
many basie regulatory decisions to be made in an informal menner. These
decisions must be made in order to avoid costly delays. The best that
can be done is to keep related planning principles in mind and introduce
awareness of affordability criteria in making regulatory decisions.
Planning and regulatory instruments will simply have to evolve together.

Development of highly flexible and clearly defined subdivision and
building regulations would involve not only lowering standards to meet
the real needs and possibilities of the popular sectors, but also making
them enforceable. The laws and their regulations must be feasible in
relation to the social and economice conditions of the country. They must
be feasible from a political point of view and in relation to exisitng
administrative policies. In setting up new residential development stan-
dards for low-income families, the sites and services projects of FSDVAI
should be studied in order to record what has been achieved and use
these criteria as the basis for new development regulations.

Development standards should be grouped in a single manual. This should
facilitate the administration of controls; it should tend to eliminate con-
flieting dispostions of various laws and regulations; and it should make it
easier for private developers to be aware of » understand, and work
within the requirements.

Regularization of Informal Settlements According to Standards

of Urbenism and Construction

The historical inappropriateness of development standards vis-a-vis the
economic status of the Salvadoran population and the difficulty of
enforeing the regulations have caused a large proportion of urban devel-
opment to ocecur outside of governmental control and in areas where the
subdivision regulations are unclear and poorly defined. As a consequence
of these and other factors the legal and regulatory framework has been
applied only to a small percentage of urban development, that carried
out by private and public institutions of the formal sector.

Regardless of prohibition, informal settlements play an important role in
housing the urban 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 Construection.

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 regulavization of colonias ilegales.

F. COMMUNITY CRGANIZATION, MUTUAL-HELP AND SELF-HELP COMPONENTS IN
UPGRADING PROGRAMS

Community organization, mutual-help, and self-help are important components of
rehabilitation and housing programs for low-income families. According to Salvdoran
experience, only two institutions have used mutual-help and self-help methods in the
construction process: FSDVM and IVU. There are a number of studies which deseribe
the experiences of these two institutions. More extensive references are found with
respeet 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 contractors, which includes site preparation, land works,
infrastructure, and the construction of walls of basie units;

* 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 is the
consolidation of the units (since the mutual-help stage ends when units reach
a "habitable level"). Generally work in this stage is done by individual fami-
lies.

Affordability of FSDVM's projeets is enhanced substantially by the elimination of the
down payment requirement. This is made possible by permitting households to substi-
tute 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 achieve
long-range community development goals depends on a clear definition of intent and
methodology and the effective training of social workers and technical staffs. A
poorly-defined program and the utilization of poorly-trained personnel can cause
costly delays in project implementation, desertion of participants, and possibly failure
of the entire project.
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TABLE A.1

GROSS DOMESTIC PRODUCT BY SECTOR

(Constant 1962 Prices - Thousands of Colones)

1975 1976 1977 1978
GROWIH % GRONTH % GRONTH % GRONTH &
VALUE RATE _ SHARE VALUE _ RATE  SHARE VALUE RATE _ SHARE VALUE _ RATE  SHARE
Agriculture 787.300 6.3 25.2 725.163 -1.9  22.5 751.332 3.6 1.8 B56.645  14.0  23.4
Hining 4537 4. 0.1 4.026 -11.3 0.1 3.686  -8.4 0.1 3.671 0.4 01
Hanufacturing 578.028 4.7 18.5 628.587 8.7 19.4 661.517 5.2 192 691.476 4.5  18.9
Construct ion 127,988  49.3 4.1 115.933 9.4 3.6 157.145  35.5 a6 147.055 6.4 4.0
Utilitien 70.538 9.9 2.3 77.867 10,4 2.4 87.766 12.7 2.6 96.608 10,1 2.7
Transport, storege
& bomainicat o 172.916  s.4  s.¢ 195.570  13.1 4.0 218,331 9.6 4.2 223.322 4.2 g1
Coacerce 709.162 4.0 22.7 769.987 Bl  23.7 803.437 4.3 23.3 828.527 3.1 22.8
Finance 7,703 2.6 2.5 88.280 13.6 2.7 101.532  15.0 3.0 103.894 23.0 2.8
Housing acquisition 110.360 3.5 3.5 14.275 35 3s 18.329 315 30, 122.522 3.5 3.3
Public adainistration | 234.899 0.2 7.8 274.275 125 @5 288.232 5.1 3.4 320.329 1.1 a7
Personal services 230.430 0.7 1.7 252,903 5.2 1.8 256.557 1.4 7.5 270.677 5.5 7.4
Gross domestic product| 3122.857 sl 100.0 | 3286.88 52 J00.0 | 3843.864 6.1 100.0 | 3seai721  e.a  oome
1979 1980 1981 1982 1983
GROWTH % GROWTH % GRONTH & GROMTH % GROWTH
: VALUE  RATE  SHARE VALUE __ RAIE  SHARE VALY CRATE SHARE VALUE _ RATE _ SHARE | vALuE  maTe
Agriculture 887.350 3.6 24.7 Bal.085 5.2  25.¢ 787.479 6.4 2.1 131.962 6.3 2.0 | 138.000 0.9
Mining .78 3.1 o) 3.880 2.5 .1 3.00 -2.1 o 3.7150 <133 “ony 3.800 1.3
Menufacturing 656.828 -5.0 18.2 586.199 -10.8  17.8 524.969 -10.4 17.5 480.875  -8.4 172 | 466.400 -3.0 1¢'s
Construct jon 183.96 -2.1 4.0 111.425 220 3.4 94.354 -15.3 3.1 92.423  -2.0 33| 96400 4.3 3.4
Utilitiee 107.732 n.s 30 105.700  -1.9 3.9 102,400 131 30, 98.500  -3.8 3.5 | 1031400 5.0 3.
an.
T ;’23;;;.,;2:::3:5 208.769 6.5  s.g 193.700  -7.2  s.9 172,500 -10.9 5.7 161300 -6.5 5.7 | 167.000 3.5 5.9
Conacrce 759.689  -8.3 1.1 625.013 -17.7  13.0 531.900 -14.9 1776 468.100  -12.0  16.5 | a58.800 -2.0 1.9
Finance 106.068 2.1 2.9 102.600 -3.3 3. 93.100 9.3 3] 91700 -1.5 32| ‘9siso0 4.1 52
Housing acquisition 126.875 3.5 3.5 130.000 2.5 4.0 133.800 2.6 a4 137.300 2.6 4.8 | 1a0l000 200 a9
Public administration | 332.223 3.7 3.5 381.857 2.9 104 385.959 1.2 ). 356.300 3.0 12.6 | 361800 1.5 128
Personal gerysons 268.405 0.8 7.5 247.861 7.7 7.5 226.520 8. 7.5 206.890 8.7 8.7 | 2022800 2.0 5.9
Cross domegtie pmductl 3601.636  -1.7 100.0 | 3289.300 g7 100.0 | 3016.761 8.3 100.0 | 2835.100 6.0 1000 2833.900 0.0 100.5

Source: Banco Central de Reserva

LST
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TABLE A.2

. CENTRAL GOVERNMENT FINANCES
(Millions of Current Colones)

1979 1981 1983
Anount % of Income % of Financing Amount % of Income % of Financing Amount % of Total % of Financing
Income 1,171 100.0 - 1,068 100.0 - 1,265 100.8
Expenditures <1,280> <109, 3> - <1,581> <148> - <1,626> <128.5>
Result <109> <9.3> <513> <48> <361> <28.5>
Financing 199 9.3 108.0 513 48.0 100.0 361 28.5 100.0
- Internal 81 6.9 74.0 452 42.3 as.o 314 24.8 87.0
- External 28 2.4 26.0 61 5.7 12.0 47 3.7 13.0

Source: BCR
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TABLE A.3

MONETARY MARKET
(Millions of Current Colones)

CONSUMEA SAVINGS

CURRENT PRICE MONEY/ SAVINGS | DEFLATED SAVINGS

coP INDE X MONE Y SAVINGS* | GDP (%) GDP (%)| BY CPI MONEY (%)
1978 7,592 100.0 1,190 1,300 is.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 Z0.9 1,137 114.3
1983 9,639 185.1 1,585 2,256 16.4 23.4 1,219 142.3

* Includes "Cedulss 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 Baniks S&Ls Banks S &Ls Banks S &Ls
Free 8.5 9.5 8.5 9.5 7.0 8.0
With Notice - - 9.0 10.0 7.5 8.5
Programmed - - - 11.0 - 11.0
B. Certificates of Deposit
60 days - - - - 9.5 9.5
90 dsys 8.75 - - - - -
120 days 8.75 - - - 11.0 11.0
60-180 days 9.25 - 11.0 11.0 12.5 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~ - s 40~
13.0 18.5 17.0
For construction - 14.0 - 20.0 - 17.5

Source: BCR



TABLE A.5

LABOR PRODUCTIVITY BY SECTOR

(Constent Prices)

1978
1979

1980

TOTAC AGRITULTURE — HANUFACTORING CONSTRUCTION [
Econoaically| Population| Percent Value Added/ Productivity] Value Added/ Productivity|™ Value Added/ Productivity| Value Addad/ Productivity
Active Popu- Employed Employed Workera Coefficient ¥Workers Coefficient Yorkers Foafficient ¥orkers Coafficient
lation (00Q) (000)
3579.3 827.6 639.6 165.2
1425.5 1372.2 96.3% 3722 2.608 568.7 1.455 1345 3.288 1.4 2.314
1575.6 1470.8 93.3% 3521.2 640.3 607.9 147.8
1370.8 2.394 658.9 1.275 .4 2.989 65.2 2.267
3215.3 185.6 505.0 125.5
1593.4 1336.5 83.9% 1335.5 2.408 468.28 1.677 228.3 2.212 67.2 1.868

Source:

MIPLAN

091
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TABLE A.6

. FNV BALANCES
(Thousands of Current Colenes at December 31 of Fach Year - Except 1984)

AVERAGE ASSETS 1979 1960 1981 1982 1983 1984 % of Change
Banks and Investments 12,587 13,936 14,536 42,406 42,406 42,177 235%
Losns and Advances 59,615 98,903 | 105,506 | 112,363 | 101,765 105,323 77%
Fixed Assets 155 207 260 312 853 1,575 916%
Other Assets 894 1,767 2,613 10,399 4,290 6,373 613%
Total 73,251 114,813 | 129,915 | 146,099 | 149,314 | 155,448 112%
Index (1978=100) 100 157 177 199 204 212 112%
AVERAGE LIABILITIFS
Internal Credit 41,011 74,551 50,504 25,291 12,552 12,950 { 68%)
External Credit 15,258 19,563 29,402 39,247 44,089 42,444 178%
Housing Bonds —— — 25,000 50,000 54,119 56,794 127%
Other Liabilities 6,923 8,503 9,965 14,523 18,383 20,635 198%
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%

PERCENTAGE DISTRIBUTION
AVERAGE ASSETS

Banks and Investments 17 12 11 16 28 27 59
Loans and Advances 81 86 81 77 68 68 (16)
Fixed Assets - . e 1 -— 1 1 ——
Other Assets 2 2 7 7 3 4 100
Total 100 100 100 100 100 100 ——

Index (1978=100)
AVERAGE LIABILITIES

Internal Credit 56 65 39 1/ 8 8 ( 86 )
External Credit 21 17 23 27 30 27 29
Housing Bonds - - 19 34 36 37 95 -
Other Liebilities 9 7 7 10 12 13 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 4,921 17,376 10,289 | 16,427 | 16,659 8,272
Financial Income 4,474 16,813 9,472 | 15,580 | 16,017 7,936
Financial Expenditures 1,661 12,844 6,764 | <11,237>) <10,773>| <5,526>
Financial Result 2,813 3,969 2,708 4,343 5,244 Z,410
Operat ing Expenditures <1,206> | <1,822>| <2,034>| <1,908>| <1,720>| 1.117
Other Income 447 563 817 847 642 336
Other Expendiiures <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 96
Financial Expenditures <38> <78> <66> <68> <65 LED
Financial Result 57 23 76 27 31 29
Operating Expenditures [~<755 AL <205 a2 <10> <15y
Other Income 9 3 8 5 4 4
Other Expenditures <5> - <1> 3> <3 <3>

Total 36 15 13 17 22 16

Source: FNV



AVERAGE ASSETS

Banks and Investments
Loans

Fixed Assets
Extraordinary Assets
Other Assets

Total

AVERAGE LIABILITIES
Savings Deposits
Fixed Term Deposits
FNV Credits

Other Liabilities

Sub~total

CAPITAL

Reserves
Retained Earnings

Total

AVERAGE ASSETS

Banks and Investments
Loans

Fixed Ausets
Extraordinary Assets
Other Assets

Total

AVERAGE LIABILITIES
Savings Deposits
Fixed Term Deposits
FNV Credits

Other Liabilities

Sub-total

CAPITAL

Reserves
Retained Earnings

Total

Source: FNV

TABLE A.8

SAVINGS AND LOAN SYSTEM: CONSOL IDATED BALANCES
(Thousands of Current Colones at December 31 of Each Year Except 1984)
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1979 1980 1981 1982 1983 1984 % Change

(June) 1978-84

93,107 70,808 | 100,848 | 113,720 111,005 114,188 71

564,957 | 597,904 | 608,190 641,278 | 722,992 793,952 41

5,782 7,037 7,761 8,724 11,728 14,128 144

538 3,519 10,834 21,643 27,060 40,730 7,471

12,013 22,374 43,760 60,100 68,465 75,306 527

676,397 701,6&2 771,393 | 845,465 1 941,250 1038,30G4 54

510,233 | 490,500 | 562,980 606,640 | 583,626 579,134 14

—— 8,000 17,130 66,440 | 181,164 271,420 3,293

59,627 98,915 | 101,806 | 104,386 103,879 109,747 84

67,761 62,372 43,592 14,256 16,479 19,312 ( 72)

637,621 | 659,787 | 725,508 | 791,722 885,148 979,613 54

22,623 25,298 25,300 33,050 41,550 42,300 87

6,232 7,566 8,483 5,743 2,992 3,437 ( 45)

9,921 8,991 12,102 14,950 11,560 12,954 31

676,397 | 701,642 | 771,393 845,465 [ 941,250 1038,304 54
PERCENTAGE. DISTRIBUTION

13 10 13 13 12 12 ( 15)

84 85 79 76 77 77 ( 8)

1 1 1 1 1 1 —

—-— 1 1 3 3 4 300

2 3 6 7 7 7 250

100 100 100 100 100 100 -—

Vi) 10 15 12 62 56 ¢ 25)

—— 1 2 8 19 26 2,500

9 14 13 12 11 11 22

10 9 é 2 2 2 (_80)

94 94 94 94 94 95 ——

3 4 3 4 4 4 33

1 1 1 1 —— ——— —

2 1 2 1 2 1 ———

100 100 100 100 100 100 —_—
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TABLE A.9

FSV: = BALANCES 1979, 81, 83

(At December 31)
Thousands of Current ¢ Percentage Percentages
AVERAGE ASSETS 1979 1981 1983 of Change 1979 1981 1983
1979-83
Available 26,0811 | 35,221 7,229 73> 11 10 1
Immobilized Projects 80,476 | 77,095 | B1,358 1 33 21 15
Loens and Discounts 121,570 | 216,845 | 388,279 219 49 58 72
Other Assets 16,165 43,369 65,799 307 7 11 12
Total 245,022 | 372,530 | 542,665 121 100 100 100
AVERAGE LIABILITIES
Contributions 204,740 | 315,497 426,475 108 83 a5 79
Internal Credits 1,350 - -
External Credits - 90 24,074 - - - 4
Other Liabiljties 6,633 10,743 25,546 285 3 3 5
Subtotal 211,373 | 326,330 | 477,445 126 86 88 88
Capital 25,000 | 25,000 | 25,000 - 10 7 5
Reserves 8,649 21,200 40,220 365 & 5 7
Total 245,022 | 372,530 | 542,665 121 100 100 100
Source: FSV
TABLE A.10
IVU BALANCES
(Thousands of Current Colones)
Percent
AVERAGE ASSETS 1981 1982 1983 Change 1979 1981 1983
1981-83
Available . 11,884 12,244 7,672 <35> 7 7 4
Conatructiop Finance 29,264 28,155 24,155 <18> 17 15 13
Long-Term Finence 21,570 | 216,845 | 388,279 219 50 57 63
Fixed Asgets 16,165 43,369 65,799 307 7 6 7
Other Assets 245,022 | 372,50 542,665 121 8 8 8
Total 174,982 | 185,064 190,904 9 100 100 100
AVEFAGE LIABILITIES
External Debt 17,175 | 15,957 | 14,720 <14> 10 9 8
Internal Debt 10,684 17,768 21,876 104 6 10 11
Other Liabilities 3,081 3,027 1,870 39 2 1 1
Subtotal 30,940 36,750 38,466 24 18 20 20
Capital and Reserves 144,042 | 148,312 | ;52,438 [3 82 a0 80
Total 174,982 | 185,064 190,904 9 100 100 100

Source: IVU




TABLE A.

11

IVU FINANCIM. RESULTS

(Thousands of Current Colones)

Percentages
1981 1982 1983 Percent 81 82 83
Change
1981-83
Total Income 71,414 8,179 8,281 11.7 100 100 100
Financial Income 6,076 6,252 | 7,046 16.0 82 76 85
Financial Expenditures | ¢ '475> | ¢ 1.906> <1,086>] < 61.0> | < 9 23 1 < 13>
Financial Results 5,401 4,346 | 5,960 10.3 73 53 72
Operating Costs < 4,993> | < 5,103>| <5,594> 12.0 67> | < 63> | < 68>
Other Income 1,338 1,927 1,235 7.7 18 24 15
Other Expenditures < TA9> | < 8305] <1,293> 72.6 <10> P <1o> | < 15>
Result 997 340 308 69.1 14 4 4
Source: IWU
TABLE A.12
FUNDASAL: LOANS 1931 and 1983
Annual
Intersst
Rata 1981 1983
Government of E1 Salvador 2.8% ¢21,250,000 ¢21,250,000
Banco Hipotecario of E1 Salvador 6-7% 6,421,894 6,323,536
Asociacidn Guatemalteca de - 440,607 713,784
Padres Maryknoll
Fundacién Panamericana de 3.5% 167,804 271,844
Desarrollo
Government of E1 Salvador 2% 11,730,646 17,204,309
Banco Hipotecario of E1 Salvador 7% 301,962 244,312
Instituto de Vivienda Urbana 5% 7,084,172 7,084,172
Financiera Nacional da la 5% 262,805 250,447
Vivienda :
Financiera Necional de la 5% 61,970 61,970
Vivienda
Benco Interemericano de 1% 380,300 1,046,079
Desarrollo
£48,102, 160 #54,450,453

Source: FUNDASAL
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166 TABLE A.13

FUNDASAL BALANCES
(Thousands of Current Colones)

Percentages
Average Asseta 1981 1982 1983 Percent 81 82 83
Change
1981-83
Available & Investments 2,221 3,499 5,121 130 4 5 7
Housing Loans 17,090 § 16,731 | 16,259 < 5 28 25 22
Solutions to Allocate 1,707 3,657 8,975 426 3 6 12
Projects in Construntion 32,678 | 36,518 | 36,536 12 55 54 49
Land 603 871 1,021 69 1 1 1
Fixed Assets 3,188 3,315 3,152 < D 5 5 5
Other Assets 2,217 2,683 2,899 31 4 4 4
Total 59,704 | 67,274 | 73,963 24 100 100 100
Average Liabilities
Loans to be Paid . 46,781 | 50,472 | 53,646 15 78 75 73
Dounations to be Applied 1,379 | 1,622 1,816 32 2 2 2
Other Liabilities 3,708 5,361 7,404 100 7 8 10
Subtotal 51,868 | 57,455 | 62,866 21 87 85 85
"Patrimonio Social" 7,836 9,819 | 12,097 54 13 15 15
Totsgl 59,704 | 67,274 | 73,963 24 100 100 100
Source: FUNDASAL
TABLE A.14
FEDECCREDITO: BALANCES
(Thousands of Current Colones)
— Percentages
1980 1981 1982 1981 1982 1583
Average Assets
Available & Investments 11,911 20,962 31,813 5 8 12
Short-Term Loans 45,084 53,327 53,420 18 20 20
Medium-Term Loans 116,416 113,201 105,695 43 43 40
Long~Term Loans 37,925 34,173 32,193 15 13 12
Fixed Asgets 6,874 10,424 13,764 3 4 >
Other Assets 40,734 32,841 29,841 16 12 11
Total 252,944 264,928 266,726 100 100 100
Average Liabilities
Deposits & Contributions SINAP 207,684+ 211,614 19,766 82 80 7
Bonds 31,037 12
BCR end Local Credit 133,035 50
External Credit 22,205 8
Other Liabilities 17,001 22,212 23,504 7 8 9
Subtaotal 224,685 233,826 229,547 89 88 86
Capital 28,259 31,102 17,653 11 12 7
Reserves snd Surplus - - 19,526 - 7
Total 252,944 264,928 266,726 100 100 100

*Until 1983 the data on the origin of resources is not disaggregated.
Source: FEDECCREDITO



TABLE A.15

FEDECCREDITO: FINANCIAL RESULTS 1981, 82, 83
(Thousands of Current Coloneas
Percentages
1981 1982 1983 81 82 83
Total Income 37,686 47,313 47,003 100 100 100
Financial Income 22,959 25,355 24,310 61 54 52
Financisl Expenses <14,462>] <15,302>| <14,118> <38>] <3} <30>]
Result 8,497 10,053 10,292 23 21 22
Operating Expenses < 9,709>{ <11,732>{ < 9,966> < 26> <25} <2p
Other Income 14,727 21,958 22,593 39 116 48
Other Expenses <10,989>| <19,430>| <18, 308> <29>] <a0>| < 39>
Result 2,526 849 4,611 7 2 10
Source: FEDECCREDITO
TABLE A.16
FINATA: BALANCES 1982-83
(Thousande of Current Colones)
Percentaqges
Assets 1982 1983 82 83
Available 4,909 2,326 20 5
Investments 7,279 6,770 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
Liabilitieg
Financial Bonds 4,850 15,747 20 39
Subsidies 4,310 1,435 17 3
Other Liabilities 3,163 5,430 13 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
Stetus of Employmsnt
Direct Under Day
Department Hire Contract Labor Total
0ffico Staff (MOP & VMOP) 86 23 97 208
Planning Office 41 2 21 64
Geotechnicel Research 55 9 124 188
DUA 242 118 5,487 5,847
DUA-ORE - - 1,293 1,293
Highways 212 104 7,924 8,242
Highways/ORE - - 2,051 2,051
National Geographic lnstitue 238 120 457 815
Procurement Office 56 - - 96
TOTALS 930 37 17,454 18,762

Source: MOP
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