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BELIZE HOME IMPROVEMENT LOAN, PROJECT 505-HG-001
PROJECT PAPER SUPPLEMENT

I. Background

In September, 1982, the Latin American Bureau authorized a $2 million HG loan
for Belize. The stated purposes of the project were as follows:

1.
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to encourage local credit institutions to stimulate shelter credit
activities and to strengthen the institutional capacity of the
Credit Union System;

to support and expand private sector participation in the financing
and construction of shelter;

to preserve and upgrade the nation's housing stock; and

to assist the GOB to rationalize its housing delivery system by
focusing on policy, institutions, research.and development of
examples of housing solutions which are affordable to 1ower-income
households rather than having the government produce heavily
subsidized, standard housing.

Three groups were originally participating in this program, the Belize Credit
Union League, the Development Finance Corporation, and the Holy Redeemer
Credit Union. A total of 1,300 home improvement loans were to be financed,
principally in Belize City where the majority of the population resides.

II. Actions to Date

A.

Interest Rate Problems

From the very beginning the interest rate that was to be charged to
borrowers was a bore of contention between AID and the GOB, AID had
originally envisioned an increase in the on-lending interest rates
from 12% to 18%. Despite a continuing AID dialogue with the Belizean
institutions and the findings of a 1984 project evaluation, the BCUL
ultimately has refused to increase interest rates to this level. The
Board of the BCUL and AID, however, did finally agree in September,
1985, to increase interest rates to 14%, a rate which would allow the
BCUL and the DFC to reccver their cost of borrowing the HG 1oan.
However, when they presented this proposal to the individual credit
unions, the majority of the credit unions, including the largast
credit unions, refused to ratify this action.

. Drop in Demand

Since the inception of the program, the credit unions have never
generated a significant number of home improvement loans. In 1985,
disbursements averaged only $76,714. The Holv Redeemer Credit Union,
the largest credit union in the country, after participating
marginally in the first few months of the program decided to drop out



-2 -

of the it altngether. Other credit unions who had provided the bulk
of home improvement loans in the past, discovered that due to the
reduction in the sugar quota and the subsequent increase in
unemployment, that eligible and interested borrowers were hard to
find. With their refusal or inability to participate in the program,
overall demand has dropped considerably.

One of the principal reasons demand has dropped is because there is
currently no institution serving Belize City. The DFC is restricted
to Tending only in rural areas and the largest urban credit unions are
no longer participating in the program. Thus the pool of urban
clients originally envisioned as the basis of demand for this project
currently cannot participate in AID's Home Improvement Loan Program.

In t;e absence of any institution serving Belize City, the DFC has
been receiving a growing number of requests for home improvement
loans.

C. Drain on GOB budget

Because the GOB was not drawing down on its escrow account, payments
by the GOB on the variable rate HG loan were greater than the flow of
resources to the country. Because of this, in the Spring of 1986, the
DFC requested that AID investigate the poscibility of prepayment.
based upon further discussions within the GOB on the need for shelter
resources in the country, this proposal was dropped, but the desire to
accelerate drawdowns to prevent a continued drain on the GOB budget is
now a driving force within the GOB.

III. Current Status

Based on these prevailing conditions, and particularly the desire to make
better use of the HG loan in order to prevent further drains on the GOB
budget, in 1986 the BCUL and the DFC prepared a new Project Delivery Plan

Negotiations were conducted between the BCUL and the DFC to determine how the
program disbursements could be accelerated and how demand from urbar clients
could be met. Both parties agreed that it would be advantageous i the DFC
expanded its housing activities into urban areas. Nn the basis of this
agreement, AID/Belize and RHUDO/CA prepared a draft cable and second amendment
to the Belize Implementation Agreement to allow DFC to expand its lending into
urban areas. Under this plan, all remaining HG funds would be disbursed over
the next 13 months. '

At issue is whether the Agency wishes to continue to focus on the BCUL, where
resource flows are projected to continue to move at a rate of only $50,000 Bz
every six months or to allow the DFC to move into urban areas. Allowing DFC

to service urban clients would have the following effects: (a) it would allow
this admittedly problemmatic project to be closed out in a timely manner, (b)
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it would dramatically increase the number of beneficiaries served over a short
period of time,and (c) it would reduce the risk of continued drains on the GOB
budge:. as a result of the difference in interest rate spreads between the cost
of paying on unused escrow funds and the rate that the DFC can earn from

on-1erding.

In addition, since interest rates on the variable rate HG 1oan have recently
been adjusted downward because of the advantageous market conditions in the
U.S., now is an opportune time to move the remaining HG funds in Belize since
interest rate spreads for the DFC and the BCUL are currently more attractive.

IV. Proposed Modifications to the Belize Home Improvement Loan Program

The shift in the use of HG funds from the BCUL to the DFC does represent a
change in one of the purposes of the program. O0One of the original purposes of
the project was to expand private sector participation in financing and
construct:un of shelter. In tne area of chelter construction, the private
sector will continue to be supported, wrether funds are provided through the
DFC or the BCUL. It is principally in the area of financing where a shift in
the project purpose will occur. Based on the revised Project Delivery Plan,
including previous disbursements, the private sector, consisting of the BCUL
and Hnly Redeemer Credit Union, would receive a total of 42.2% of the HG funds
while the DFC would receive 57.8%.

If we agree to approach the completion of this project, at this point, as a
second phase of the HG program in Belize, since technical assistance and
training funds have already been exhausted, we propose that the project
purpose simply state: "To preserve, upgrade and expand the nation's housing
stock."

While AID intends to continue its emphasis on the private sector in Belize, at
least in the housing sector there are no other viable private sector finance
institutions to whom AID could shift these resources. AID has tried
repeatedly to interest commercial oanks in the program, but to no avail. In
addition, AID had also investigated the possibility of the Belizean Building
Society working on this project. That organization is now currently involved
in implementing a Venezualan housing scheme, where unit costs are $20,000 US.
Units have yet to be occupied and debate is ongoing between private housing
agencies and the Ministry of Housing whether indeed any units have even bheen
sold. In short, while AID/Belize would prefer to work wita private sector
institutions to implement this HG loan, other than the BCUL, no other private
sector agency has the capacity or the interest to participate. Consequently,
AID/Belize, in order to continue to service 1ow income households, believes
that in this instanc. , precedence must be given to serve our client group in a
timely manner rather than extend the timeframe for provision of these services
solely to continue our focus on the private sector. In light of the unique
conditions that prevail in such a small country as Belize, AID/Belize believes
that it must rely on the DFC at this time as an institutional player in the
housing sector.
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Given that greater reliance will be placed on the DFC for program
implementation, one issue that was raised by the bureau was the financial
stability of the DFC. To determine the current condition of the DFC
portfolio, comparison of key financial statistics for 1981 and 1985/86 were
made. Data analyzed included arrearage rates on DFC's overall portfolio,
housing portfolio, and its assets, reserves, and net income position. The
conclusion drawn from all these comparisons is that DFC has substantially
improved its overall financial position over the last five years.

A brief summary of the basis for this conclusion follows:

Based on the f1gures provided in the original Project Paper in December, 1981,
arrearages on DFC's total portfolio amounted to 20.3%. By September, 1985,
arrearages on DFC's total portfolio increased tn 25%. Since September, 1985,
however, DFC management has made a concerted effort to decrease their overall
delinquency rate. DFC has initiated court suits against some debtors. Court
litigation has nettec recovery of $8z 2 Million during the first three months
of 1986. In addition, small farmers who have received agricultural loans have
been allowed to reschedule their debts in lieu of calling in the loans. As a
result of these actions, arrearages on DFC's overall portfolio have been
reduced from 25% in September, 1985, to 8% as of March, 1986,

The performance of DFC in collecting housing Toans is better than DFC's
overall performance. On DFC's housing portfolio, arrearages averaged 6% in
1985, a considerable reduction from the 19.8% of its housing portfolio in
arrears in 1981 when the original PP was written. Arrearages on DFC/AID home
1mprovement loans are ven lower, averag1ng only 2% for 1985. OFC is also
initiating legal actions against all *home improvement borrowers with
arrearages over 3 months. Therefore, in relation to its arrearages, the DFC
has instituted effective steps to control this problem.

A comparison of other financial statistics for DFC from 1981 to 1985 reveals
the following:

1. Assets have increased from $14.8 Million (US) in 1981 to $22.3
Million (US) in 1985.

2. Cash in banks and other depnsits have increased from $517,289 (US) in
1984 to $1,542,073 in 1985.

3. Reserves to cover loan losses have increased from $192, 899 (US) in
1984 to $567,899 in 1985,

4, MNet income for DFC has increased from $92,000 (US) in 1981 to
$110,128 in 1985. Their 1985 net income figure represents a
considerable recovery from their recorded net income 1oss of $54,460

n 1984.
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In short, DFC has taken action in the past two years to reduce their
arrearages and expenses, increase their reserve fund, and almost double their
assets. Taken in concert with the action initiated in early 1986 to further
improve their portfolio position, it is evident that DFC's mznagement is
moving quickly to improve its overall financial condition.

Based on thz improvement evident in DFC's management of its portfolio,
AlD/Belize is not recommending at this time that DFC take any additional
actions. AID/Belize will, however, closely monitor actions taken by DFC to
further improve its financial position and will recommend additional actions
as warranted,

0f all the institutions in Belize, both public and private, the DFC is one of
the most adequately staffed agencies to assume the new initiative of offering
home improvement loans in urban areas. With the ascendance of a new and
businesslike General Manager, it is AID's assessment.that the institution will
be able to manage this new feature of the home improvement loan program.

The effects this proposed modification will have on the project are as follows:

1. Enable a large number of beneficiaries to be serviced over a short
period of time;

2. PReduce the GOB burden to cover interest payments on the outstanding
balance of the HG escrow account;

3. Continue support to the Belize Credit Union system;

4. Improve the housing stock of Belize City where the mijority of people
currently 1ive;

5. Provide flexibility to pay for on-site water and sewer connections to
complete the CIDA funded water and sewer system for Belize City thus
creating the opportunity to avoid the complete economic 1oss of this
fixed capital investment;

6. Since the 1oan amount for the DFC would be raised to the level the
BCUL can now lend, the total number of loans for the program would be
reduced from 1,300 to approximately 1,200; and

7. There will be no change in the target group to be served by this

program. AID will continue to serve below median income families
throughout Belize. '
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