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and the Caribbe'"., oy t-he Fo:'e i;n .-\ssistance .-\ct of 1961, as amended (L\.-\), and tl':e 
delc:$aticns of authority iss~ed ~he:-eunder. I hereby B' . .:tllorize the issuance of ~'I2.:':i;H:es 
pursuant to Se'2ticn 2:22 of t:te F.\.-\ of not to exceed t',\'enty million co113.rs (S20,C0-;.~ 1Q) 
in face amount, assurins 2g3inst losses (of not to exceed one hU!lc:-ed [)ercent OJ') :) of 
loan investment and interest) with :-es;Ject to loa~.s ~y eligijle COS. investo:'s (L-:\'·:.:;~~:-) 
accepta~le to .-\.I.D. made to finance basic services for u?srading low-income settle
men ts in Peru. 

These guaranties shall be su~j~t to the following terms and conditions: 

1. Term of Gll.'1rar:ties: The loans shall extend fc:- J. ;:Jeried of ~.q to ·:~.:rty 
years (30) from i.lie cJ.te of disbursement e.nd may induce a gLace 9,=riod of 'J~ to 
ten yea.s on re;:Ji:::::-:-:er'.t of ;J:"incipal. Th,e ~'J::::-;.nti0s 0~' t!:e l-::~s S~3.11 e;.::-:-:".: :'s:
a p~!'iod be';irJ1i!~; with ciS~llrSer:1ent of the .lCj.1S c:.llG 5Iil:~ cantir.'l'= i.,;:",::~ :...:.:; 

time as the Investor has Jeen [)aid in full pur5ilL~nt to the ter;;;s of the loans. 

2. Interest R3.:e: The rate of interest DD.vable (0 the L'1vestor ;:)ursunnt tc ~r,e lC'~ns 
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disbursements of the leans. 
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5. Other Terms and Condit inns: The guaranties shall be subjcct to such other terms 
and conditlons as .\.!.U. may deem necessary. 

Clearances: ~ I ,~I .. "" 
DS!H:D~,lcVoy--,--:-___ Date '. . '. 0 

DS/H: ~iSorock f \ (_'" Date ("j i; ; I 8'0 
GC/H:BDavis 6~ Date ql'J.').ilr:; 
F:'>I1LD:EWlIson Date I -----L\C/S.-\:\,,·Rhoc:es . Date 
L.-\CIDR::,iBrown ·J.-cDat~ -----
GC/LAC:3\'~rec i3'k'>t,-,- - Date 'th.!/,30 , 

. GC/H:BBDA \lS:prj:09/15/80 

.. Edward (.\', CoyU 
Acting Assisto.nt Administ:-ato:

Bureau for Latin Ame!"ica and the Caribean 
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UPGRADING LOW-INCOME SETTLEMENTS 

I. SUMMARY AND RECOMMENDATION 

A. Recommendation 
Based upo~ a re~iew of the proposal set forth in this paper, it is 

recommended that the subject guaranty be approved as follows: 

'Amount of Guaranty: US$20.0 million to the Banco de la Vivienda 
del Peru (8VP: National Housing Bank), the Borrower, for upgrading low
income urban settlements. 

Term: The loan will be for a term of up to 30 years with a grace 
period of-UP-to 10 years for the pnyment of principal to be negotiated with 
the investor. 

Interest Rate: The interest rate payable to the U.S. investor shall 
not exceed the allowable rate of interest prescribed by the AID Administrator 
pursuant to Section 223(1) of the FAA, a~d shall be consistent with rates 
of interest generally available for similar type loans. 

B. Description of the Project 
The goal of the project is to increase the supply of basic services 

affordable by low-inco~~ families. The project purpose ~s to assist the 
GOP to continue to finance a minimum level of basic infrastructure and 
community facilities in low-income: settlements in Lima and ~n other rapidly 
growing urban centers. To this end, the project will continue to address 
the major deficit of basic services of the target group, low-income urban 
fam~'iA~ '~ving in pueblos jovenes and similar settlements, by financing: 

a. affordable packages of water, sewerage, and electricity services, 
b. ancillary community facilities, and 
c. home improvements. 

Half of the HG funds would be used in cities outside the Lima Metropolitan 
Area. 

The project is part of the Mission's Urban Strategy (FY80-FYol), 
which includes the proposed project, and is consistent with the CDSS. 

BVP would be the Borrower for the project. BVP is a state-owned, 
semi-autonomous institution created in 1962. In 1969 it received authority 
to mobilize funds domestically, through the issuance of mutual development 
bonds, and to extend credits for housing and construction. This included 
financing to housing cooperatives, public and private developers, lending 
for urban renewal and redevelopment projects in poor areas, and lending for 
experimental projects. 

The BVP has extensive experience with AID-financed housing programs. 
Starting in 1962 with a 57.5 million AID seed capital loan for initiating 
the S&L system in Peru, BVP has subsequently administered and/or implemented 
582 million of AID-funded shelter programs. It also administers AID DG and 
DL funds. In the present loan, BVP will provide the S&L's 52,137,000 of HG 
funds for on-lending for home improvements. 
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ElectroPeru, ElectroLima, and the Electric Company of Arequipa 
as participating agencie~ in the case of electrification programs 
in pueblos jovenes and similar settlements, would be responsible for carrying 
out the construction of the electricity infrastructure proj~~ts. Upon 
completion of the projects. the utility company would collect on ~'ehalf of 
the BVP from the individual households a single monthly payment covering 
authorization of the secondary network and the household connections as well 
as the charge for electricity consumption. 

ElectroPeru is an autonomous public institution controlling all 
electrical production in the country either directly or through ownership 
of a majority of the stock of the associated electric companies. It has 
oeen quite effective in working with the BVP. 

[SAL, the Sanitary Company of Arequipa (ESAR), and the Sanitary Works 
Department of the Ministry of Housing (Direccion General de Obras Sanitarias 
DGOS) will be responsible for civil works construction in water supply and 
sewerage sub-projects. The utility concessionaire would collect the monthly 
payments on behalf of the BVP from the individual household. Repayments 
would cover the capit?l costs as well as the cost of water consumed. ESAL 
and ESAR are autonomous public entities responsible for all water and sewerage 
projects in their respective jurisdictions. DGOS has responsibility in 
secondary cities. Their technical staffs are competent and enjoy a growing 
experience of extending service to the tarset group. 

A formal socio-political structure exists in all ~eblos jovenes 
and similar settlements in Peru1s cities. The GOP, first through the 
National System of Social Mobilization (SINAMOS) and more recently through 
the Ministry of Housing and Construction (MOHC), has supported and streng
thened the development of formal mechanisms to facilitate communication and 
participation.l/ The community organizations make it possible for their 
residents to deal with the government and other institutions. 

An important feature of this project is the active participation 
of the communitic~ ~erved, both in the design and construction of the indi
vidual components. This participation not only should reduce the cost of 
the proposed works and thus increase the number of people who can afford the 
programs, but it also has an important social effect in promoting community 
cohesion. 

C. Summary of Findinas 
On the basis of infrastructure service projects presently being 

carried out with AID assistance, the Mission is confident that the BVP, 
the utility concessionaires, the private construction industry, and the 
community organizations in the Dueblos jovenes and similar areas all have 
sufficient technical and managerial capacity to participate in the program 
in an effective manner. 

SI~AMOS was deactivated in 1978 and its functions transferred to the 
r'lOHC. See Annex F (IISoci a 1 Soundness Ana lys i 5'1) for a descri pti on of 
the role played by SINAMOS. 

http:proje.ts
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1. Outputs. The actual sub-project mix of water, sewerage infrastruc
ture. electricity, home improvement5, and community facilities will vary with 
eac, 5ub-project depending upon the preferences and ability to pay of each 
borrower. Nevertheless, depending on the wishes of each community and home 
improvement loan borrower, it would be possible to financ~ some 31,500 
solutions plus 3750,000 of community programs. (See SectionIII-B-3. 
"Sunmary Financial Plan.") 

wate.r 
sewerage 
electricity 
home im~rovements 

11 ,oeo 
7,:00 
2,700 
4,200 

This calculation assumes that $2.5 million of project resources will be for 
home improvements; and that the remaining 90% will be allocated in the pro
portions of AO:20:40 respectively for water, sewerage, and electricity in Lima 
and 45:45:10 l~ the Provinces. 

2. Inputs. The outputs would be financed by a total of $23,394,000 
as follows: 

down payments (5%) 
HG funds (90% of 

balance) 
BVP funds (10% of 

balance) 
Estimated First Round To~al: 

$ 1,171,000 

20,000,000 

2,223,000 
523,394,000 

The reflows and earnings will be relent to repr'oduce the project in 
the second and subsequent rounds. 

3. Economic and Financial Findings. Based in large part on an extremely 
good external cccount performance in 1979, Peru is beginning to come out of 
its most severe recession, 1977-79, since World War II. The new governmenc, 
which was elected in May 1980 and is ~cheduled to take office in July, wi~l 
have to focus on policies promoting economic recovery; but barring unforeseen 
and very adverse movements in the terms of trade or gross economic mismanagement, 
GOP growth on the order of 6.5% a year should be possible through 1985. The 
long-term prognosis is favorable. The GOP easily will be able to service the 
prooosed loan. 

The effective demand will far exceed project resources. A rapid commit
ment of project resources is expected and project funds should be committed 
within 2 years. The proposed project will pose no financial difficuities 
for the BVP. Section III-C ("Administrative Feasibility") concludes that the 
experience and capability of the participating entities will ensure smooth 
project implementation.l/ 

4. Technical Findings and Environ~ental Considerations. The technical 
analysis provldes reassurance tna~ there drE 00 2ffective constraints in 
the construction industry, in the supply of materials, nor in the technical 
capability of oarticipating entities. 

Jj Section III-O ("Social Analysis") does caution that the neighborhood councils, 
in particular, may need technical assistance in some cases if they are to 
fulfill successfully their exoected role. 
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4. Environmental Considerations. Annex G examin~~ and deals with 
the project's environmental issues. The Initial Environmental Examination 
sets forth the critical concerns associatea wlth this HG. During the 
preparation of the Project Paper, it became evident that the foreseeable 
positive impacts of t~e proposed action should markedly outweigh the 
foreseeable negative impacts. Therefore, from the environmental standpoint, 
the program should be authorized. By its nature a program which brings 
services to those who totally or partically lack them should be a major 
improvement to the environment. 

There are, nevertheless, some potential negative impacts associated with 
the upgrading of services. Program development should include detailed 
environmental considerations as tc infrastructure delivery capabilities 
and the halards of the natural setting. Appropriate planning can be 
employed to minimize potential negative i~pacts. 

An environmental checklist was developed with the BVP to ensure that 
sub-projects are environmentally sound (see Annex G). It will be used to 
determine which pueb10s iovp~ and si:nilar low-inclome areas are to receive 
upgradi ng as.s i stance. The se 1 ecti on pt"ocess wi 11 be on a project-by-pro
ject basis within the context of the strategy of the MOHC for upgrading 
these areas. The checklist will make certain that site selection will be 
restricted to those areas which are not environmentally sensitive or 
disaster-prone. Potable water, sewerage, and electricity will be suppli-
ed en ly in those s i tuati ons \\'here they can be readi ly supp 1 i ed once the 
on-site infrastructure work is accomplished. The environmental checklist 
deveioped under the previous program should be applied now; and project 
development should be monitored by selected site visits. 

5. Policy issues. The project recogn~zes that Peru does not have a 
satisfactory set of shelter sector policies. It suggests the types of position 
baCKground studies which should be begun now so that the new qovernment will 
have a basis for ~onsidering the issues. Technical assistance could be pro
vided to assist these analyses as needed. 

O. Project Issues 
The major issues raised by the oAEC review of the PIo (Annex E) 

concerned: 

1. Project Strategy. The severe economic crlS1S and recession in 
the past few years have compelled the Mission to concentrate its. shelter 
sector activities on emergency efforts to deliver basic infrastructure 
services to the target group. There are signs t~at the economic situation 
now has bottomed out and that conditions are beginning to improve. 

It is anticipated that many of the shelter issues posited in the FY-80 
PIo guidance cable (e.g., the erosion of ~he financial base of the housing 
system; insufficient GOP budgetary allccations to the sector; and the use 
of a tax, FONAVI, to keep the construction industrj alive) will be resolved 
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with increases in urban sector real incomes which will accompany imp~ovements 
in the overall economic condition of the country. The Mission believes 
t~at very little in the way of addressing long-term development issues can 
be accomplished without this recovery. 

Section II-A-2 summarizes the reasons for the current lack of effective 
demand for housing. The Mission will continue to discourage the financing 
of low-cost housing projects until real incomes permit the purchase of 
dwelling units on a cost recovery basis. In the meantime, the Mission will 
encourage the GOP to continue financing basic communal services that are 
affordable to the target group as well as providing credit for self-help 
construction and/or improvement of dwellings. 

The subsidies presently being 'provided to the housing finance system 
can be di vi ded into three categori es: (a) budgetary all ocati ons to the MOHC 
and occasional capitalization of the Housing Bank, (b) emergency subsidies 
to keep the housing finance system intact during a period when loan 
portfolio earnings are substantially lower than deposit (liability) pay
ments, and (c) the GOP payment to the BVP for losses on external credits 
arising from exchange devaluation. In total, these GOP allotments sub
sidies amount to approximately $153.3 million for 1980. 

The need for emergency subsidy to the S&L system has arisen from 
successive differential increases in interest rates on the credits and 
deposit liabilities of Peru's financial intermediaries. Intel'est ratls 
have been increased with the aim of eventually creating "real interest 
rates", i.e., rates of interest higher than the rate of inflation. Since 
S&L borrowers' incomes have not risen as rapidly as the rate of inflation, 
the GOP decided to permit only a partial upward adjustment of interest 
rates on old loans (from 13 to 18 percent) while allowing deposit rates 
to rise to over 30 percent p.a. and to compensate S&L and the BVP for 
the de facto negative real interest rates on their loan portfolios. 
This compensatory subsidy is provided to the S&L's and to the BVP with 
institution-specific credit lines (bearing 9~~ p.a. int,~rest) granted by 
the Central Bank which can be used solely for purchasing public credit 
bonds ( bearlng 37% p.a.). In 1980 ( and as compensation for the 1979 
portfolio losses) the S&L's will receive 5/.1,187 million and the Housing 
Bank will receive 5/.1,070 million (approximately 54.2 million and $3.8 
million respectively). 

The GOP subsidy to the BVP for foreign exchange losses is calculated 
by compar':ng the scheduled debt service with the actual (present) qU3r.ti:y 
of soles r,eeded for debt service. Devaluation increases the sole obligation. 
For~period 1975-1979 the BVP was compensated 5/.1,067 million for losses 
on exchange devaluation (approximately $6.9 million). It is expected that 
the exchange devaluation loss for 1980 will amount to 52.8 million. Even 
if the sole were not further devaluated, the exchange devaluation loss 

... ,ould continue for several years. For example, by December 1979 a monthly 
payment in soles equivalent to S100 prior to September 1975 was equiv
alent to only S15.69. The Mission extimates that the service of external 
loan obligations of the BVP originating prior to 1976 will require subsidy 
of at least 80~. We estimate the magnitude cf that annual subsidy in the 
54-5 million range for 1981-1985. 
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Despite the budget austerity program of the Central Government, Peru's 
contribution to the shelter sector has been on the rise. In addition to 
the subsidies to S&L's and BVP, the Central Government has allocated $49.8 
million in CY-79 and 5142.5 million in CY-BO for shelter related activities. 

The Mission will, in negotiating a S15 million 527-HG-OI0 loan, 
begin to encourage the new government to organize itself for a major 
review of its urban growth plans and programs so as to change from 
emergency-type prOQrams to longer range development programs. The Mission 
is optimistic about the opportunity to work with the new government in 
developing ways to more effectively deliver basic services to the poor. 
Urban development policy wi1l be a crucial area for the new government 
and for foreign assistance donors. Both AID and the World Bank support 
the convening of the Peru Consultative Group as soon as possible. This 
body should encourage the GOP to develop a more comprehensive urban 
development policy, including the definition of investment programs to 
which aid donors can rapidly respond. 

The PID guidance cable suggested that the Mission begin the information 
gathering phase of a pol icy review with the mil itary government so as to 
pave the way for the formal review of the sector to be undertaken by the new 
government. This was not possible because the MOHC and the BVP undertook 
a series of emergency measures designed to leave a good impression with 
the public. All senior management attention was focussed on implementing 
these activities (e.g., FONAVI). 

By the end of June 19BO, the Mission revised its urban strategy and 
indicated that it was not sure when it coeld begin to work with the govern
ment in organizing a major review of its urban growth plans and programs. 
The Mission did, however, mention that it would begin to articulate its 
interest in the GOP undertaking a policy review when neaotiating this loan 
(011). (See Conditior.s Precedent, pp, 4'2-43).. 

The new government assumed power on July 28, 19BO. Shortly before 
Belaunde's inauguration, the Mission began to meet regularly with key 
representatives of the urban sector. At the request of the principal 
advisor to the Minister of Housing, the Mission prepared a brief statement 
on USAID/Peru's urbanprograms and expressed our interest in knowing how the 
GOP would deal with such questions as: 

(a) Continuing support for Basic Services 
(b) Lowering Standards 
(c) Strengthening the Management of the Sector 
(d) Interest Rate Subsidies 
(e) Targeting Resources to the Target Group 

The Mission stressed tha~ the outcome of a policy review would set the stage 
for a well coordinated international donor's assistance program for the 
urban sector. In a follow up briefing paper prepared for President Belaunde 
and related to the Director of the International Development and Cooperation 
Agency visit to Peru, USAID/Peru reiterated the importance of Peru under
taking an in-depth review of its shelter and urban development policies. 
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By mid August, the Mission had negotiated a limited scope agreement with 
the MOHC and the National Planning Institute that will provide planning staff 
support to a multisectorial commission that has bep.n created to upgrade, 
in an integrated fashion, the rleblos jovene:s of Lima. It;s antici~ated 
that this planning exercise wi help articulate a series of policy lssues 
that will have to be addressed by the new government and which will feed 
into the proposed policy review exercise requested by AID. 

In recent conversations with the BVP related to the conditions on thi~ 
loan, the President t1xpressed his firm belief that the GOP would be, 
in the next six to eight months, involved in an in-depth review of the poli
cies of the sector and that BVP would be involved in that review process. 
For the moment, he mentioned, the leaders of the sector we~~ still in the 
process of recruiting their staffs and familiarizing thc:mselves with the 
myriad of new institutions that have been created since th~ir ouster in 1968. 

Finally, the Mission has been involved in a variety of meetings with 
the ~orld Bank Representative and his urban missions to Peru. Although the 
Bank has not as yet articulated its urban strategy, it has indicated that 
it will want to support programs similar to those being undertaken by 
USAID/Peru. To avoid duplication of effort or cross purposes in policy 
guidance provided to the urban sector, USAID/Peru and IBRD have agreed 
to work closely together in encouraging the GOP to develop a more com
prehensive urban development policy. 

The ~lission will be working on a complementary list of issues to be 
discussed with the new government once the IBRD has completed its next round 
of visits to Peru in early September, 1980. 

The above touches on the Mission's efforts to apprise the leadership 
of the sector of our interest in seeing Peru take a hard look at policy 
issues. The i~ission also has attempted to i\~~tltify some of the issues that 
should be considered; has indicated its inter~st in providing tech/tical 
assistance in the policy reviAw exercise: find :,as orovided some limited 
:;~;:;:;ur'~ :.: Jdte ror revlewing the need to reduce standards dlld '~Cl start an 
integrated planning and development effort in ~blos jovenes. The results 
of a recent DS/UD construction study and a relateJ employment-generation 
study also will be helpful in developing the policy review. 

The "Consejo Nacional de Vivienda y Construccion" (National Housing 
and Construction Council) is an advisory grouo for the MinistlY of Housing 
which will be in charge of preparing the "National Shelter Sector Policy". 

Up to now several committees have been formed to study specific shelter 
sector areas e.g., Shelter Urbar Development, Public Services (Electricity, 
Water and Sewer), Construction, Legal Dispositions, Administration. They 
are presently analyzing the situation and formulating recommendations. The 
initial work of these committees should be ready in approximately 90 days. 

To kick off the policy review exercise, USAID and the GOP have agreed 
on the desirability of utilizing HG loan resources to undertake the 
standards study referred to above. The Mission also has agreed on thp im
portance of Peru developing an integrated planning approach for its pueblos 
jovfnes and both have set aside resources to undertake the required study. 
The rlission feels that other issues signalled to the GOP by the Mission will 
be reviewed by the new managers of the sector, particularly after the re
staffing of the sector has been completed. 
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There is also the World Bank urban strategy review and articulation of 
issues that hopefully will begin to establish IBRD interest in tre sector. 
It will also have to identify the kinds of TA which it will be wining to 
provide the GOP in the policy review. 

Given AID's desire to support the policy development exercise. hut 
recognizing the need for the GOP and IBf:'D to I:ave more tir,~ to d.:-velop their 
preliminary policy review strategies, the Mission propoSI~s to set aside up 
to l~ of the HG loan (5200,000) funds to finance (both US ~~a Peruvian) 
costs related to the policy review study. The specific cost components of 
this support would accompany BVP's proposed involvement in the GOP's policy 
review exercise and would be submitted within six mDnth~ after the signing 
of the loan agreeme~t (see Conditions Precedent" p.42i. 

While seeking ways to support GOP initiatives that increase the number 
of persons who have access to basic services, the Mission also will be 
encouraging the GOP to consider sev~ral rel~ted long-term policy issues: 

a. Reducing Standards. As a condition preceaent to this loan, the 
Mission will request that the BVP, with appropriate GOP entities, conduct a 
study and make recommendations on construction standards and costs to ensure 
that the lowest cost appropriate technology is being employed in GOP
supported shelter programs. The intent of a redefinition of standards is to 
permit a greater participdi:.>n of lower income people in the GOP's shelter 
related programs. 

b. Solving the Deficit. Despite the budget austerity program of the 
Central Government, Peru's contribution beyond subsidies to the shelter 
sector has been on the ri se. The Central Governrrent a 11 ocated 549. B 
million in CY-79 and 5142.5 million in CY-BO for shelter-related services. 
The Misison will work 'tlith the GOP to determine the extent to which this 
support can be utilized to meet Dresent and prQjected shelter-related 
deficits. Beyond budget allocation to the sector, w~at can the GOP do to 
resolve the existing and projected deficits? 

c. Exchange Rate Costs. The Mission ~ill consult with the BVP to 
determine the projected level of GOP budget support required to service 
exchange rate losses associated with external loans to the shelter sector. 
Given the existing and propos2d level of HG inputs over the planning period 
as well ~s the proposed level of IBRD urban loans, will the GOP be willing 
and able to continue to cover exchan~~ rate losses? 

2 .A.bsorDti 'Ie (aDeci tv. The DAEC oueri ed whether the BVP, and 
especially the utility companies, have the managerial and administrative capa
city to use efficiently the contemplated increased volume of HG resources. 
The 3VP can accommodate a greatly increased financial volume with present staff; 
and the expected volume of 8asic infrastructure services, includin~ the pro
posed HG financing, is well below the past peak volume of oDerations by the 
ut;lity companies and by the construction industry. (See Section III-C, 
"Administrative Feasibility",) Recent evaluations of the Bank's perfor-
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mance in implementing HG projects h3ve identified a series of problems that 
need to be addressed by the Bank. Thesp. include: the need to develop an 
outreach capability to deal directly with the specific needs of the target 
group (see ConditicnsPrecedent 2a); the need to improve coordination among 
project implementerslsee Conditions Precedent 2-b); and the need to strengthen 
the cost recovery procedures of the Bank (see Mission Implementation Letters 
on prior HGs). The Bank has acknowledged these problems and presently is 
implementing organizatlonal operational changes to deal with these problems. 

3. Sub-project com~onents. The DAEC asked for a justification for 
including community socia1 in rastructure and home improvement loans in the 
project. The shortage of community facilities can be traced to the inability 
thus far of the GOP to respond to the need on equity grounds to provide them. 
In the present circumstances--a lack of both policy and funds--the GOP does 
not provide community facilities in sufficient measure. The communities 
must finance the capital costs or continue to do without the facilities.l! 

The HG can finance community facilities and for the first time this 
HG loan to Peru has $750,000 earmarked for such financing. The rationale 
behind the earmarking is the desire to mount a pilot effort through the 
BVP and to be responsive to the needS expressed by community groups. 

The $750,000 figure would provide facilities to approximately 40 com
munities, with each facility costing approxim3tely $18,000. The 520 million 
HG '.'Ii 11 mean the mounti ng of some 40 projects. Based upon curr~nt COilS tructi on 
costs, the average cost for a community center health post, day-care center, 
etc. is S18,000, taking into account the special features needed depending 
upon the type of facility contemplated. 

Communities that had developed projects with SINA1'AOS often had com
munity facilities planned for which they could not obtain financing. The 
community groups began to develop their own plans for facilities since it 
became dpparent that their projects were not getting priority at the 
Ministries. The Ministries might have wanted to construct such facilities 
but their budgets did not permit these projects to go forward. 

There is a tradition in Peru of private sector involvement in the pro
vision of community facilities. Fe y Alegria, for example, a church
sponsored program, assists the puehlos jovenes in constructing vocational 
schools. These are subsequently staffed by Minsitry of Education paid 
personne 1. 

It is anticipated that the arrangements for each facility will vary 
depending upon community and government resources, availability of trained 
personnel, and supplies. This will enable substantial experimentation 
within the parameters of the pilot effort. 

1/ 'lJith~n the lOlv-income communities, the ability of each individual house
hold to finance its portion of the community services varies from 0-100%. 
For the very poorest households, AID has a foo':-for-work program (admini
stered by CARE) which will provide some facilities. A 5973,000 OPG 
will enable CARE to increase its administrative capacity and to supervise 
the distribution of abcJt 510 million of PL46J Title II commodities to 
workers. The proposed $750,000 is an additional pilot approach. 
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a. For social infrastructure, a condition precedent for any sub
project will be that a statement in writing be obtained from the appropriate 
Ministry that the Ministry will staff and maintain the facility if the social 
infrastructure is not a self-financing operation. The investment costs will 
be prorated among the beneficiaries in the community and the BVP will retain 
the flexibility.to schedule repayments to the ability to pay of individual 
households. ThlS sort of arrangement would be a~plicable, for exam~le, for 
schools and health clinics. 

Some facilities, such as recreation facilities (soccer fi~lds re-
creation halls), will be maintained by the community. ' 

The financing for the operation and maintenance of commercial facili
ties (bus derots, public markets) will be agreed to on a case-by-case basis. 
The bus company would normally be expected to maintain depots. For public 
markets, the licensing/supervisory agency in each municipality would be 
expected to devise charges for the use of the markets which would cover main
tenance. If the market is for a cooperative group, the cooperative would be 
responsible for maintenance. 

Coordination in each case will be the responsibility of the BVP as 
borrower; and arrangements will be subject to AID approval on a case-by-case 
basis. 

In the few cases in which the BVP has lent for community facilit;es 
unti 1 ;lOW, the BVP has charged a higher i nteres t rate than for loans for 
basic infrastructure services. The BVP says that its intention under the 
loan is to use the same line of credit (and interest rate) for both infra
structure and for community facilities. How much can be budgeted for com
munity services within any given sub-project will depend on the size of the 
project to which the cost of the community facilities will be added. In each 
case, the joint unit cost per beneficiary must be affordable by the benefi-
c i a ry g ro up. 

b. Home improvement loans under the 009 pilot project have only 
recently been made by S&L associations outside of Lima and money should begin 
shortly to move in the Lima Metropolitan Area as well. The first HG to in
clude a home improvement loan component was 527-HG-009. In the past the BVP 
~ad showed an interest in such a prog~am but had been unable to develop ade
quate procedures to on-lend the funds. Funds were always reprogrammed to 
other activities. 

Under the first tranche of 527-HG-009, 5750,000 was earmarked for 
home improvement lending, utilizing the savings and loan system. The Foun
dation for Cooperative Housing, utilizing an Operational Program Grant (OPG). 
fielded a resident technician to work on the home improvement loan program 
with the BVP and the savings and lr2n system. 

An evaluation of S27-HG-009 (I) shows that as of April 30, 1980, 
only 53 loans had been made to program beneficiaries. Tnis showing did not 
meet the expectations of the project planners, who had expected that funds 
would be disbursed more quickly. The lack of initial success can be attri
b uted to the fo 11 owi ng factors: 
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· The small amOIJ,lt of resources allocated to the program. 
· Th~ degree of effort required to do the necessary feasibility 

3tudies and to produce program guidelines. 
· The fact that the program's acceptance was uncertain and its 

potential unforeseen. 

Corrective measures have been taken to ensure the adequate functioning of 
the home improvement program. The OPG has been exte"ded for a tota 1 of 
16 months. The BVP has appointed a full-time, experienced employee to work 
with the program. A series of complex guidelines adopted in November, 1978, 
was simplified and reissued in June, 1979. As of June 1980, seven of Peru's 
seventeen savings and loan associations are particip?ting in the program and 
all of the funds from the first and second tra~ches of this HG are committed. 
The demand for funds by the savings and loan associations exceeds the funds 
destined for tIle program and additional monies are being programmed for 
home improvement loans in future HGs. 

Since the evaluation was completed in April 1980, an additional 
35 loans have been made to project beneficiaries. On June 25, 1980, the 
BVP announced the commitment of one billion soles (approximately 53.3 million) 
to the home improvement loan program. 

While project experience to date does not provide extensive experi
ence with a home improvement lending operation, the early results are quite 
promising. It is anticipated that fuller experience will continue to be 
favorable and will support the recommendation that $2.5 million of total pro
ject funds be made available for home improvement loans employing the same 
BVP-S&L mechanism. If, contrary to expectations, the demand for home improve
ments loans should prove to be inadequate, the funds allocated for home 
i~provements will be used ~ rata for other project activities. 

4. Effective Demand. Section III-B ("Financial Analysis") examines 
the demand for basic infrastructure services among the target group in Lima 
and in other cities. It demonstrates that the effective demand for- :;It:! pro
ject services will far exceed project resources. The project would provide 
infrastructure services to some 31,500 h0useh0lds in pueblos jovenes and 
similar communities. 

5. GOP Financial Commitment. The Impl~mentation Agreement for the pro
posed loan will stipulate that the GOP w,~l reimburse the BVP for any foreign 
exchange loss incurred in servicing the lJan. It is estimated that the GOP 
presently is providing an annual subsidy of 52.5 million to cover exchange 
rate losses on the HG program. The GOP has compensated the BVP for foreign 
exchange losses in the past and will agr'ee to do so for the pr~sent 10an.1I 
The BVP, for its part, will use its own resources to finance 10~ of the 
loan amounts. This will provide 52.2 million of the $23.4 million program. 

)j The rationale for this is that the GOP, not the BVP, uses the foreign 
exchange received from the HG loan; and any foreign exchange losses are 
due to GOP general economic and exchange rate policy, not to BVP shelter 
sector activities. 
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II. PROJECT DESCRIPTION 

A. Backaround 
1.verview. Starting in the 1950's, the population from Peru's 

rural areas and small towns started to move into economically active urban 
centers. Lima and the coastal cities received the brunt of these population 
flows. The physical and social service infrastructure of these cities was 
seriously overextended by the transplanted rural poor. 

During the 1961-1972 intercensa1 period, Peru's total population grew 
at a rate of 2.9~ per annum, rural population at 0.7% p.a., and urban population 
at 5.6% p.a. The official GOP hypothesis regarding future population growth 
projects total and urban population as follows: for 1980, 17.8 million 
(12.0 million urban); for 1990, 23.3 million (1}.2 million urban); for 2000, 
29.8 million (23.4 million urban). Thus, population in urban areas (over 
2,000 people) will nearly double in the next two decades and will approximate 
78.5~ of totJl ~opu1ation as compared with 26.9% in 1940; 40.1% in 1961; 
53.0% in 1972, and an estimated 67.4% in 1980. 

The past pattern of urbanization is changing. In the 1940-1964 period 
the growth rate of Lima was 20% higher than that of total urban population 
and higher than that of most other medium-sized cities. Although Lima is 
still the primate city of Peru, medium-size cities are now growing at a 
faster rate than Lima. 

S,le1ter and related service deficits have built up rapidly. Despite 
certain improvements in the public and private shelter delivery system in 
both quality and quantity, it is still being overwhelmed by the absolute 
numbers. 1977 housing deficit studies estimated that 72~ of all housing units 
lacked piped water, 78~ were without sewerage infrastructure, and 65% did 
not have electricity. In Lima, 75~ of the population lives in pueblos jovenes 
and inner city slums. 

While not facing the sheer numbers impacting on Lima, a recent study by 
Compania Peruana de Investigacion de Mercado, S.A. (CPIM) shows that the 
same phenomenon is being repeated in all of the major cities of Peru. The 
percentage of city population living in pueblos jovenes was found to be: 
Arequipa, 39~; Chic1ayo, 44.8%; Chimbote, 65.8~; Iquitos, 55.9%; Piura, 51%; 
Tacna, 45.7~; and Trujillo, 52.9~. 

2. Shelter Constraints. The major constraints to providing mlnlmum 
shelter and related infrastructure to the growing urban lower-income segments 
of Peru are: 

a. Effective housinQ demand has been drastically reduced by high 
interest rates, inflated construction costs, and falling real income. As a 
result, shelter and related service deficits are huge and are increasing. 

b. The housing finance institutions are being decapitalized by 
high inflation rates. In the absence of a maintenance-of-value system. housing 
portfolios collect payments on past loans which are inadequate to finance 
equivalent replacement shelter. The government currently is supoorting the 
S&Ls with approximately 54.2 million annually in subsidies to compensate 
in part for this impact. It also is providing 53.8 million annually to 
the BVP to deal with this crob1em. 
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c. Rent controls undermine the will to increase and maintain the 
stock of rental housing, 

d. The GOP has yet to develop a meaningful strategy for its inner 
city slums (in contrast to pueblos jovenes). 

3. Mission Strategy. The overall goal of AID's Urban Strategy in 
Peru is to improve the quality of life for the target group through programs 
that improve the delivery of shelter related services in the broadest sense. 
(Annex a is an undated urban strategy for USAID/Peru.) The Mission does not 
anticipate new urban initiatives until the newly elected GOP has had some 
time to examine its optio~s. When the new government determines its shelter 
sector policy and the financial situation of the gover1ment has improved! 
the HG infrastructure porjects can be adopted as models that can be repll
cated by both the public and private urban finance institutions. 

Through its Integrated Regiona' Development project, the Mission will 
encourage the GOP to continue the trend toward decentralized planning and 
improved project preparation capability of regional planning ~nstitutions; 
establish a mechanism for financing productive market town and rural infra
structure in the sierra and high jungle; and serve as a pilot effort for 
eventual replication through regional efforts in other areas of Peru. 

In FY80 the Mission will continue to work with the BVP because of its 
thorough familiarity with the HG Program, its extensive ongoing basic ser
vices program in puebl~ jovenes, and the likelihood that housing programs 
and institutions will be less vulnerable to drastic changes by the GOP than 
in other sectors. The present project will permit the BVP to continue to 
provide financial assist3n(e to low-income people for water, sewerage, and 
electricity services; make avoilable the possibility of financing related 
community facilities such as schools, health posts, and markets in pueblos 
jovenes and similar communities; and, with money on-lent by the BVP, permit 
the S&Ls to expand their home improvement lending .. The BVP would also be 
permitted to lend for home improvemeht loans in low-income settlements. 

4. Iarget Group. The target group for this project is the residents 
of pueblos jovenes and similar communities in Lima ·and other cities. They 
are in the bottom half of the income distribution. 

5. Relation of project to GOP shelter priorities. The proposed 
project is consistent with the GOP's National Development Plan. It addresses 
the shelter service problems of the urban poor and thereby furthers the Pla~'s 
equity objectives as set forth in the chapter on "Operational Plan for the 
Housing and Construction Sector." 

6. History of proposed pr~ject. Field work on the Shelter Sector 
Assessment in early 1979 pinpointed some of the difficulties of dealing with 
the shelter needs of the ur~an poor, difficulties which are severely exacer
bated during the current transitional economic austerity program. 1he findings 
are reflected in the Mission's Urban Strategy for Peru and specifically in 
the present project. The project is anticipated in the FY1981 CDSS (pp.48-49). 
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B. Detailed Project Description 
1. The Project. The Mi~sion proposes that a $20 million Housing 

Guaranty Program be authorized in-FY 80. Half of the resources would be u!ed 
in Metropolitan Lima; the other half would be used in secondary and tertiary 
urban centers outside Lima. The HG loan would permit the BVP to continue to 
finance (a) primarily water, sewerage, and electricity services; (b) related 
community facilities such as schools, health posts, markets, etc.; and 
(c) home improvements in pueblos jovenes and similar communities. Home 
improvements would be on-lent by the S&L's from 52,137,000 of HG funds made 
available by the BVP. This project follows on several earlier HG's which 
have been designed to assist the BVP in doing what the Mission feels the 
BVP does well: financing the upgrading of low-income settlements. In addition, 
the projec: proposes to introduce a number of technical innovations that 
will help the BVP and the MOHC to improve their programs for low-income people. 

2. Project Objectives. The basic objectives of the project are 
to address the major deficit of basic services and community facilities of 
low-income urban families living in pueblos jovenes and similar settlements and 
to enable the target group to upgrade its shelter through home improvement. 
loans. 

3. participatin~ Institutions. 
BVP. The BV will be the Borrower for the project and relend 

to the target-group. It has extensive experience with AID-financed shelter 
programs. As the premier institution of the Peruvian shelter sector, it has 
been the Borrower on $82 million of HG financing. The in5titution is mid
stream in implementing Q low-cost shelter program, a major component of which 
is basic infrastructure services in pueblos jovenes. It also is managing a 
similar HG loan for the S&L system. 

Utility Concessionaires. ESAL, ESAR, Electro-Lima, Electro-Peru, 
or in their absence, the DGOS will work with the BVP, th~ communities, and 
with private ~ontractors. The utility concessionaires are experienced in 
this type of project. Their technical capability and their outreach capacity 
are good. The current HG-financed projects are enhancing their ability to 
work with the target group within an administrative setting closely akin to 
the one for this project. 

Builders. The builders will be private firms responsible for 
the brick and mortar aspects of services projects. Contracts will be awarded 
according to standard procedures established by the BVP and currently in use. 

Community Organizations. The neighborhood councils will have 
an essential role in project development. The community should discuss and 
reach consensus on priorities for basic services and facilities, participate 
in the project design, discuss costs, come to grips with the impact of in
flation, save for down payments, and contribute labor in an effort to avoid 
~Jnetizing some construction costs. In some instances the neighborhood coun
cil will sign the construction contract directly with the private contractor. 
In these cases the community will have greater control over project develop
ment and possibly be able further to reduce costs. 

Upon completion of a sub-project, each beneficiary will remain with a 
debt corresponding to his proportionate and individual share of the cost of 
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installing the given service or combination of services. The BVP will contract 
with the utility company (or with the DGOS performing in the absence of a 
public utility enterprise) to have the month1y quotas corresponding to amor
tization and interest on the loan included separately on a single billing for 
monthly consumption for each household. 

4. Project Outputs. Half of the project funds will be used in Lima, 
half in other cities. The outputs will be infrastructure services (water, 
sewerage, electricity), cOillTIunity facilities, and home improvements. The 
expected allocation of funds between outputs can be summarized as follows (see 
Section III-B, "Summary Financial Plan"): 

Sub-programs 
Home improvements 
Community facilities 
Water 
Sewerage 
Electri city 

Tota 1 

Investments 
$ 2,500,000 

750,000 
8,561,000 
6,546,000 
5,036,000 

23,393-;D"01J 

Percentage 
11.00 
3.00 

36.00 
28.00 
22.00 

100.00 

Solutions 
4,200 
n.a. 

11 ,000 
7,600 
8,700 

}r,5OO' 

The percentages for infrastructure services are the sum of quite different 
assumed distributions of demand between Lima and the orovincial cities. 
For Lima, the projected demand for water, sewerage, and electricity is in 
the proportion of 40:20:40 respectively; for provincial cities, 45:45:10. 

The project can assist about 31,500 households, about 28% of the expected 
increase in the number of households in pueblos jovenes during the 2-year pro
ject commitment period. 

5. Project Inputs. 
a. Financial. Total project funding will be: 

520,000,000 
2,223,000 
1,171,000 

2},394 ,000 

HG 
BVP 
Beneficiaries 
Total 

S2.5 million of the total will be allocated for home improvement loans and 
S750,000 will be available for experimental projects to provide community 
facil iti es .1/ 

b. Technical assistance. The HG loan will finance 
- S24,000 for 2 person-months of short-term consulting with the BVP 

to assist them in their examination of present building and infrastructure 
standards and specifications. The aim of the BVP effort is to recommend to 
the Ministeries which control building codes changes in the codes which are 
more appropriate for attending the needs of the target group. 

In addition, Technical Assistance will be provided from other AID 
sources estimated to cost S14,000 consisting of 4 person-weeks of short-term 
consulting with the BVP in their effort to incorporate the recentlY developed 
environmental checklist in project and site selection criter1a. 

11 If, contrary to expectations, the demand for home improvement loans 
should inadequate, the funds \I/i 11 be allocated pro rata to other project 
acti vi ti es . 
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In addition to the T.A. specially for this project, a $100,000 
IIPUP already authorized will finance T.A. to assist the work of a 
recently established mu1tisectol'al commission under the chainnanship of the 
MOHC which is to coordinate assistance to the pueblos jovenes. An initial 
study has been financed with the IIPUP funds to recommend ways in which 
the funds can be used to improve the quality of 1ife of the urban poor. 
Remaining funds can contribute to the basic policy studies recommended in 
fonnulating GOP shelter policy. 

III. PROJECT ANALYSIS 

A. Economic Analysis1l 
1. The Current Economic Situatior .. During the past 3 years, 1977-79, 

the Peruvian economy has experienced its mo~t severe recession since World 
War II. Per annum GOP growth has stagnated since 1977. Inflation accelerated 
from an annual p~ce of less than 10% in the early 1970s to 56% in 1978 and 
68% in 1979 (on an annual average basis) due to monetized fiscal (and public 
sector) deficits and corrective devaluations. Simultaneously, decreased real 
credit to the private sector has reduced real demand, thereby eroding employ
ment opportunities and real incomes in the urban sector. Since 1976, urban 
real wages and incomes have declined by about 30% for lower income households 
(and by even larger oercentages for middle and upper income households), and 
unemployment and underemployment in the Lima metropolitan area have increased 
from a level of 26% in 1975 (April-May) to 47% in 1978 (July-A~gust). 

The Phase I military government which came to power in 1968 undertook 
structural reforms aimed at the creation of a more equitable distribution of 
income and wealth. A sweeping land reform redistributed 45% of Peru's best 
farmlands to workers ' cooperatives. Through nationalization and the creation 
of new enterprises, the State took over direct control of 150 enterprises in 
key economic sectors. By 1973 the State had assumed the role previously held 
by foreign capital in electricity, telephones, and railways, and had taken 
over much of the mining sector and the banking system, virtually all export 
marketing, and the fishing sector. The State's role in capital formation 
also rose (from less than one-fourth of total investment in 1968-70 to 
about one-half in 1974-78). The role previously played by foreign direct 
investment was replaced by sharply increased utilization of external credits 
from foreign commercial banks. 

By 1976 the Peruvi,ln e-::onomic normalcy was threatened by the exhaustion 
of foreign exchange res~rves and accelerating monetary expansion. The 
Phase II military goverlment initiated a stabilization program in mid-1976 
to arrest the growing b,llance of payments and fiscal disequilibria. It achieved 
initial success in terms of domestic policy implementation and of completion 
of a stabilization tran:~ction, i.e. the external credits needed to close 
the balance-of-payments gap. This transaction broke down in mid-1977 due to 
the unwillingness of the government to maintain fiscal discipline, to abortive 
negotiations with the IMF, and to erosion of the confidence of external cre
ditors. 8y the second quarter of 1978, Peru was no longer able to service 
short-term commercial credits on a timely basis and also was unable to comply 
with the terms of an I~F standby agreement signed in November 1977. From 
mid-1978, the GOP sharply devalued the currency, maintained a fiscal deficit 
of substantial magnitUde, expanded banking system credit to the public sector 
and reduced real banking system credit to the private sector. These policies 
worsened recession and increased ~nflation. 

11 Annex H presents a complete Mission analysis of the current economic 
c:itll.'Itinn 
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In the second half of 1978, a new economic team implemented a stabiliza
tion transaction composed of traditional elements (substantial external finan
cing and fiscal austerity). An IMF standby agreement was obtained i 1 Septem
ber 1978 ( which runs through 1980) and a rescheduling (of 90%) of th~ public 
sector debt due in 1979 and 1980 was negotiated with major creditor govern
ments and foreign commercial banks in late 1978. The new economic team also 
complied rigorously with the fiscally-austere quarterly targets established 
in the IMF standby. Due to increased foreign exchange availability, the GOP 
decided in late 1979 to forego a portion of the debt relief. 

Even though some aspects of Peru's recent severe recession can be linked 
to revolutionary experiments to achieve greater equlty, from 1973 to 1976 
government policymakers delayed undertaking policies to reduce real demand, 
and in 1977 they lacked the steadfastness necessary to maintain a stabiliza
tion transaction. Recession was thereby prolonged and made deeper than neces
sary. Exogeneous forces, such as the deterioration in external market condi
tions for Peru's exports after 1974, the increase in petroleum prices in 
1974-77 ( when imports were still necessary), and the anchovy decline (1973 
and after) were also unfavorable. 

Set against present conditions, the medium term outlook is for moderate 
improvement of the economic welfare of most urban Peruvians. Real urban 
incomes should increase 4-7% in 1980 and still more in 1981. This expectation 
is based on the very good performance of Peru's external sector in 1979, which 
increased foreign exchange availability sufficiently to permit the resumption 
of normal service of Peru's large external debt (59.3 billion at year-end 1979) 
and to pay for an increased volume of imports. Export earnings in 1979 
increased 79~ over the 1978 level. The increase in earnings derives from 
substantially higher export prices for petroleum, silver, and copper; generally 
bouyant market conditions for other traditional mineral and agricultural ex
.ports; and a 5342 million increase in non-traditional (generally industrial 
sector) exports. The brisk recovery of external account solvency fulfills 
the i ndi spensab 1 e condition of all owi ng near-term growth of imports. A 
sustained increase in urban real incomes also depends on successive reductions 
in the rate of inflation (to increase real wages rapidly) and a revival 
of domestic investment activity (to increase employment opportunities). Due 
to normal lags in economic processes, however, urban income will not recover 
its pre-recession level until 1983-84. 

The newly elected civilian government, which is to be installed in July, 
'.'Ii11 have to focus initially upon economic policies promoting recovery. 
Barring a very adverse movement in the terms of trade, GOP growth on the order 
of 6.5~ per annum is possible through 1985. Even though near-term inflationary 
pressures impose significant problems for policymakers, the pace of inflation 
should decline (but the official projection of 40~ for 1980 may prove to be 
too 10w).1/ Several medi~m-term policy areas demand attention: energy, external 
debt management, employment generation, and the allocation of public expendi
tures; but the overall prognosis is favorable. 

11 The inflation rates of up to 80:6 p.a. in the past few years is an abera
tion in Peru's historical inflation experience. The CPI averaged a little 
less than 9.0;~ annually, 1966-1974. 
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2. GOP Capacity to Repay. The rescheduling of Peru's external 
debt in September 1978 reduced dett-service ratios to manageable levels. 
Nevertheless, the magnitude of the debt (nearly 80% of GOP), the relatively 
high debt-service ratio (estimated to be about 35% of export earnings in 1980), 
and the need to offset large public sector debt amortizations (about $1.0 
billion annually) suggest the need f0r careful debt management. Continued 
cooperation among the international financial institutions, major b~lateral 
lenders, and the GOP will be essential to the success of efforts to tmprove 
the d~bt structure. The proposed loan assists that effort by providina 
long-term funds; and since the loan amounts to less than 0.3% of the outstand
ing external debt (9.3 billion at the end of 1979), it will not be a heavy 
additional burden for Peru. 

3. Economic Benefits. It is not very informative to quantify the 
internal rates of return on a project of this type. 

a. The market value of benefits can be quantified by comparing 
land values with and without the project, imputing the difference in value 
to the project. The exercise often produces internal financial rates of 
return on the order of 50-120% in projects of this type. 

b. The economic (social) rate of return predictably is still 
higher. The labor component of economic project costs in Peru will be 
lower than market costs because there is considerable underemp10yment and 
unemployment. Construction industry capacity also is greatly underutilized 
during the current economic crisis; consequently, technical, managerial, 
and equipment economic costs are less thar. market costs. Materials are 
almost entirely produced locally. It is estimate~ that 1% of construction 
costs are direct foreign exchange costs. Although indirect for~ign costs 
would add something to the 1~, the economic costs would be raised very 
little since Peru now maintains a relatively flexible exchange rate policy. 
In sum, economic costs will be less than market costs. 

Social benefits, on the other hand, are higher than market-priced 
benefits. Society will benefit by more than the amount reflected in benefits 
which are paid for. For example, the project will be able to make only a 
start toward meeting the demand for these infrastructure services. At 
best, the project can provide benefits to som~ 120,000 families (including 
2 rollovers). This is less than the percentage of those without services 
who would be willing and able to pay for services on project terms. Indeed, 
it is slightly more than the nu~ber of new pueblos jovenes families which will be 
formed during the next 2 years. There will be a significant excess quantity 
of services demanded. The existence of unsatisfied effective demand means that 
the market is underpricing the services and that the social benefits corres
pondingly are greater than the private benefits. 

In sum, there is a presumption that the internal financial rate of 
return is quite high and that the economic (social) rate of return is even 
higher. The effective demand for the project services is great. The 
project is consonant with the GOP and AID policy of improving the quality of 
life of the urban poor. Rather than calculating internal rates of return, 
it is more appropriate in this case to examine whether the project is cost 
effective. 
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The proposed project is appropriate to the present economic straits of 
the urb~~ poor; it is economically and financially sound; and it is 1 cost
effective means of delivering minimal infrastructure services to the urban 
poor ~n Peru. The Shelter Sector Assessment (SSA) completed in Fp.bruary 
1979 concluded that formal sector housing was beyond the means of those in 
the bottom half of the income distribution. The unfinished core houses that 
had been offered as a low-cost solution under 527-HG-009 were then beyond 
the means of the target population. Peruvians who could afford that unit, 
those with incomes in the top 3%, would not purchase an unfinished core 
house. All inaications were that the only viable program under the crisis 
economic condition3 would be one which would provide financing for water, 
sewer, and electric conne~tions, a~d for home improvement loans. No indivi
dual beneficiary was expected to be able to amortize a loan of more than 
51,000 (in round numbers) and the costs of the lnfrastructure hook-ups were 
found to be considerably less than that. 

The SSA found that lighting and cooking were fueled predominantly by 
candles, wood, and kerosene, all of which cost substantially more than 
electricity. Furthermore, electricity enables the beneficiary to mount small 
repair businesse3, dress-making, and other home industries. The economic 
benefit has not been specifically measured but in the recent evaluation done 
on S27-HG-009 (1), 75~ of the beneficiaries interviewed fer the evaluation 
stated that they highly valued the services received and would recommend 
the program to others. 

Turning to the difference in cost between piped water and water pur
chased from tank trucks, one discovers that very recent statistics show 
that one cubic meter of piped water costs 20 sales, whereas the same amount 
delivered by truckcosts 260 soles. Non-economic benefits of having piped 
water such as time saving and cleanliness need also to be taken into account. 

Throughout the countries in which the HG operates there has been a di~
cussion of communal services, usually related to water and usua1iy Ineaning 
community standpip~s. There has been no experience to date of adequate cost 
recovery in areas where community standpipes have been installed. There 
is also no effective method to date for controlling waste of this resource. 

This loan will finance a construction standards and norms study which 
will examine the payment capacity of the target group and the technological 
possibilities available. The aim is to show how the lowest-cost, appro
priate technology can be used to provide infrastructure to low-income com
munities. Costs and benefits, while unavailable at the present time, should 
be weighed in the decision-making process for the adJption of new standards. 
The study being financed under the HG will provide the data and analysis for 
these decisions. 

B. Financial Analysis 
1. Effective demand for project items. Annex I lists the median 

monthly household income for Lima and 15 otner potential project cities. 
Annex J distinguishes between the Metropolitan Lima area and the provincial 
cities as a group and calculates what percentage of the target group can 
afford the project infrastructure for water, sewerage, and electricity in 
the pueblos jovenes. It projects, for example, that 91~ of the target group 
in Lima could afford electriCity; 65~ of the target group in other urban 
centers. (Annex M breaks down the component costs of infrastructure services.) 
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Residents of the infonnal settlement ... currently pay more for substi
tutes than they would pay for the services to be provided by this project. 
ESAl assumes a minimum monthly consumption of piped water to be 45m3 in 
Lima. For this, their charge is 53.54. The equivalent amount of water pur
chased from delivery trucks in the pueblos jovenes would cost from 57.00 
to 530.00 at going rates, depending on the s~ecific location. The minimum 
monthly cOfl5umption of electricity in Lima is est'imated to be 30 KWH/month, 
for which ElectroLima charges 50.35. The same number of hours of light pro
vided by candles costs approximately 52.80, by kerosene lamp 50.70, by 
Coleman-type lamp 51.00. There are no separate user charges for sewerage 
systems. 

The following table compares tl;~ monthly dollar cost of the project. 
services with the estimated current expenditures for 10'./er quality substi
tutes. It is worth noting that in the instance of potable water service, 
piped to the house, many families will actually experience a diminution of 
total monthly costs by participating i~ the program. 

Monthly Cost of Project Services and Alternatives(5)~ 

Unit 
Cost 

Loan 
Amt. 

Monthly 
Payment 
10 yr. 

r~onthly 
Payment 
15 yr. 

Minimum 
Monthly 

Consumption Charge 
3.54 

Estimated Current 
Exsenditures for 
$u stitute Service 

WATER 
SEWERAGE 
ELECTR I CITY 

776 
858 
576 

737 
815 
547 

14.99 
16.57 
11. 12 

13.77 
15.22 
10.22 

b/ 
~35 

a/ Assumes 5% down payment, 10 and 15-year term, and 21.5~ annual interest. 
fj Se't.'cr charges are combi ned in the water bi 11; there is no separate user fee. 

18.50 
a 
1.60 

In order to bring basic infrastructure services to all of the target 
group by the year 2000--eliminating the existing "deficit"and accomodating 
all new target qroup households--would require an investment of some . 
5756 million at current costs. The target population itself could afford 
to pay for about 5559 million of this; the balance consists of "welfare 
cases" who could not now pay for the services. 

The approximately 600,000 households now in the pueblos jovenes will 
increase by about 111,500 during the next 2 years (an annual compound 
increase of 8.9~). 91% of those in Lima, 65% outside Lima, could afford 
electricity (or some other combination of infrastructure services). This 
represents a Jotential effective demand of an additional 538 million for 
project services. A 520.0 million HG plus 52.2 million of BVP resources 
could finance about 61~ of the potential increase in effective demand. 
In short, the HG Loan will not suffer from a lack of demand. It is expected 
that the entire loan will be committed within 2 years. 
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2. Cost recov~. There are two possible subsidy elements inheren1 
in the interest rate and tlle exchange rate. The interest rate initially will 
be negative in real terms--lower than the rate of inflation. The inflation 
rate of the past few years, however', is unrepresentative of Peru's historical 
experience. Peru has not been a high-inflation country until recently. 
The CPI averaged a 9.0% annual increase, 1966-1973. Inflation has been 
reduced in 1979, although not as rapidly as planned; and there is every expec
tation that inflation will continue to fall back tnward historical norms. 
In that case, the lending rate to beneficiaries would become stronqly positive 
in real tenns (as high as 10% in real tenns). Sub-project interes~ rates 
should average a positive real rate ov~r the life of the sub-loans as well as 
over the life of the HG loan. During the first year or so, however, the 
probablE lendins rate (perhaps 21.5%) will constitute a subsidy to benefi
ciaries.1J 

For each of its infrastructure projects the 3VP routinely calculates 
costs to individual beneficiaries based upon the participation of 80% of the 
community in the project. That is to say, 100~~ of the costs are borne by 
80% of the beneficiaries until such time as the entire community has b~en 
connected to the service. In addition, each project has a reserve fund to 
allow for contingencies and defaults. 

The 527-HG-009 (I) Project Paper assumed a 7% default rate. It was not 
possible at the time of the evaluation done in June, 1980, to ascertain what 
the actual default rate is, if in fact there is any default. 

One of the problems discussed ~n the evaluation report on 527-HG-009 (I) 
is that of cost recuperation. The BVP has been put on notice that the costs 
of the project must be recuperated in a timely fashion so as to terminate 
associated interest and commission ~harges. The Implementation Agreement 
for 527-HG-010 (as well as that for this project) requires that projects 
enter the recuperation phase much more rapidly. 

The BVP's ability to bill has been improved by computerization of the 
entire process. Now information is consolidated at one location rather than 
relying upon BVP's ~entral office relaying messages to branch offices and 
these in turn notHying beneficiaries. None of the projects are in suffi
ciently advanced bill in9 stage to determine del inquency rates. There have 
been no discontinl,ances of service based upon non-payment of bills by bene
ficiaries. 

The BVP's financial situation hds been reviewed on several occasions 
by an expert from AID/Washington's Frlr/LD. This expert has found that, while 
the BVP at the present time is on a sound financial basis, it is not making 
a reasonable return on its funds. The BVP ;s aware of this dS a problem 
which must be resolved in the context of financial and monetary policy. 

1I FONAVI implicit interest rates will constitute a much greater subsidy to 
higher-income households. (See Annex K.) 
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The GOP, rather than the beneficiary, assumes any foreign exchange 
losses. Insofar as devaluations do not keep pace with decreases in the 
foreign-exchange value of the Peruvian currency, the GOP will have to 
reimburse the BVP for a foreign exchange loss. Since the beneficiary 
uses domestic currency and the GO? benefits by using the foreign exchange 
for other general purposes and since devaluation and inflation are the re
sults of GOP economic policy decisions, it seems equitable that the GOP 
pay for any foreign exchange losses as it has done until now. 

The Mission will require, as a condition to disbursement, that the BVP 
will obtain Ministry of Economy and Finance as~urance that it will reimburse 
8VP in a timely fashion for exchange rate risk losses temporarily covered 
by the Bank. This provision has been included in the Implementation Agree
ment (527-HG-OIO) recently negotiated with the BVP. 

3. Summary Financial Plan (thousdnd of dollar:)} 

Number of Total 
Sub-Program Solutions ~ HG BVP Beneficiaries Investments 

Home Improvement2! 4,200 2,137 238 125 2,500 
Community Programsf/ n. a. 641 71 38 750 
Infrastructure 

Lima (sub-tota 1 ) (14 2:00) (8,611) (~~~) \ 504) (10,072) 
Water 5,200 3,444 202 4,029 
Sewerage 2,300 1,722 191 101 2,014 
Electricity 7,LJOu 3,444 383 202 4,029 

Pr'ov i nces (sub-tota 1 ) (~QQ) (8,611) (957) ) ( 504) ( 10 ,072) 
',-iater S,8GG 3,875 .+30 227 
Sewerage 5,3CO 3,Bi5 430 227 
Electricity I. Z~C 861 96 -~ 

TOTALS 31,500 20,000 2,223 1,171 

a/ First round. Ro11overs will be used for the 3ame kind of activities. 
b/ Assumes an average home improvement investment of S600. 
"0 These will be designed into sub-oro.iects and their pc;n,0nn t()ta 1 cost will 

be included in the costs of infrastructure. 

C. Administrative Feasibilitv 

4,532 
4,532 
1.007 

23,394 

1. Summary A~sessment. ~hen exami ned from the poi nt of vi ew o~ the 
capability of each participating institution to execute the ~ole ass1gned to 
it, the Mission concludes that the administrative structure 1S sound and 
ofrers every Jrcmise of effective pr?ject imp~ementatio~. The participa~i~g 
instit~tions 311 have ~revious, ongOlng exper1ence worklng together on S1m,
lar pr~jects. F~rther, tne 3VP is ~odifying its organization to achieve more 
effective: ;J-project management and follow through. (The organizational and 
procedural :nanges should be operational ~y August 1980.) The adjustments 
planned by the 3VP, based on Dr~vram feedback, should strengthen overall 
control of sub-pro~ect impleme'ltation and effectively shorten the time required. 
to run the total i;r1O 1 ernentati on cyci e fro,n Dromoti on to como 1 eti on of construct, on. 
A condition orecedent \'1;11 he that th~ reor~a'1;z2tion 1J1C1.!1 has Deen ;~ple~ented. 
(See Section I'I-C, "Conditions, Covenants, and Negotiating Status.") 
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2. BVP. The BVP will be the borrower for the project. The BVP 
has extensive experience with AID-financed shelter programs. It has been 
th~ Borrower for S82 million of HG loans. Annex L shows the ~ound financial 
position of the SVP and its financial evolution, 1970-1979. Lending for 
basic infrastructure has become increasingly impoi"tant: 37.8% of lending 
for electricity in the 10 years 1968-1978 was 1n 1978; 33.1% of its lending 
for water and sewerage. During 1978, BVP's lines of cred~t amounted to 
S7.9 million for electricity (28,652 connections) and $14.9 million for 
water and sewerage (22,155 units). Its disbursement of HG funds has been 
g(~wing at a compound rate of 25% annually since 1975. BVP disbursements 
ir the past 3 years were millions of dollars: 

Source 1977 1978 1979 
8VP 64.3 39.4 31. 5 
GOP 0.8 2.0 8.1 
Externa 1 8.1 7.8 26.0 

Total 73.2 49.2 65.7 

External capital amounted to 11%, 16% and 40% respectively of total disburse
ments during the 3 years. 

As the total volume of lending grew appreciably and with it a changed 
weighting of the respective program lines offered, the management of BVP 
undertook an 00 exercise to rationalize its administrative structure and to 
bring it more clo3ely in line with actual operations. 

In this regard, an analysis of BVP experience with AID and World Bank 
financed basic infrastructure projects showed that the technical procedures 
and staffing are effective but that there is a need to strengthen project 
management and inter-institutional coordination. ~ccordingly, the Technical 
Office of BVP will keep its present structure. It has the size and the 
professional experience and composition to effectively handle implementation 
of this project. 

Administrative analysis of past implementation of the basic infrastruc
ture services type of program contemplated here revealed no significant weak
ness in the technical capacity or ability of any of the individual partici
pating institutions to execute assigned roles. What did surface was the 
need to significantly strengthen overall sub-project management, a role 
clearly falling to the BVP. The administrative c~~nges planned and discussed 
above should, in the person of project managers assigned responsibility for 
shepherding through specific sub-projects, reduce tne processing and approval 
time at the various institutions and permit efficient, effective implementation 
at the scale represented by this project. The Mission will continue to en
courage the BVP to improve and speed up its program design, imple~entation, 
and cost recovery procedures. 
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Furthermore, to make inter-institutional communication and collaboration 
~~re efficient, a standing working group relationship at the middle management 
'leve1 will be inaugurated with this project. It will take the form of fixed, 
regular meetings between the appointed project chief at the BVP and a corre
sponding official of the respective participating conce~$ionaires to surface 
problems and prevent sub-project submissions from "floating" between or in 
institutisi,:', resulting in costly delays. 

The attached chart Cpo 24.a.J highlights ffVP's actual and projected record 
to place USAID generated soles. Hhat the Mission has been encouraging the 
Bank to consider are ways to speed up the design, implementation and recovery 
phases of program development to achieve a qreater institutional imoact with 
its resources. (see Conditions ?recedent, p. 42). 

3. Utility Concessionaires. ESAL, ESAR, Electro-Lima, Electro-Peru, 
~r in their absence, the DGOS, have extensive experience working with the 
target group in extending basic services to the evolving settlements at the 
expanding fringes of Peru's cities. The utility concessionaires will be doing 
precisely what they do quite effective,ly despite increasingly severe budgetary 
constraints. The paralysis in the home building industry resulting from the 
drying up of effective demand for housing 1n the current economic situation 
in Peru has left the respective concessionaires currently opp~ating at levels 
considerably below previous performance levels. Despite austerity-budget 
induced staff reductions, current demand for connections is still runninq 
far below respective staff capacities. For example, the Office for Pueb1Q 
Joven Coordination in Electro-Lima, charged with extending services to the 
pueblos jovenes and similar communities, has extended service to approximat?ly 
16,000 lots in the past 4 years. It is estimated that current staff capacity 
could support a volume of work producing 10,000-12,000 new connecticns annually. 
Their technical capability and their outreach capacity are good. Institutinna1 
deficiencies in planning and programming are largely attributable to ur,certain 
budgeting 'aggravated by the loss of flexibility stemming from serious in
flation. In terms of ability to execute, the utility concessianaires mu~ 
be rated as seasoned, effective partners. Furthermor~, the drying up of 
effective demand has so reduced the call for services derived from new con
struction that the addition represented by this program still implies work-
ing well below previous production high~ and below staff capacity. In.the 
case of Electro-Lima, for example, total domestic electrical c0nnestions in 
all of Lima f~ll from a 1971 annual high of 73,000 connections to the annual 
average of 28,000 for the last two years. The estimated annual increase for 
Lima attributable to this project is 4,500 new connections, well below cur-
rent staff capacity. 

ESAL connected 22,385 units to potable water in 1979 compared to a high 
of 58,492 u~its in 1978. During the period 1971-79, connections r~nged from 
a low of 12,900 in 1975. As in the case of Electro-Lima, there i~ ddequate 
capacity to increase its level of operations. (About 25~ of the connections 
since 1971 have been in pueblos jovenes.) 

The Mission does not believe that "revitalizing" the utility concessionaires 
is at issue. The institutions currently are underuti1ized because high 
finance and construction costs nave restricted their output. The capacity 
is there; what is lacking is the long-term financing needed to permit using 
existing capacity to its ful1. 
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RECENT USAID LOAN HISTORY WITH BVP(*' 

(In US Dollars) 

Dl HG 

3,981 .000 

-.- -.-
134,456 2,900,000 

-.- 2,000,000 

319,444 5,100,000 

4,224,702 3,600,000 

1 ,1 97,058 1,800,000 

4,300,500 4,500,000 

2,773,430 8,500,000 

2,050,410 5,600,00f) 

10,200,000**** 

5,000,000 12)000,000 

20,000,000 58 1181%000 

23,000,000 68,281,000 

8,000,000** 22,100,000*** 

* 055, 055/008, f)09( I), 009 (I I), 063, 010 

** IRD-063 

*** 009 (I) 
009 (I I) 
010 

100,000 
7,000,000 

15,000,000 
22,100,000 

**** AntiCipate $2 million closing for wor¥ in place. 

UDD: 8/28/80 

TOTAL 

3,981 ,000 

-.-
3,034,456 

2,000,000 

5,419,444 

7,824,702 

2,997,058 

8,800,500 

11 ,273,430 

7,650,410 

10,200,000 

-11.. 100 ,000 

78,181 z000 

91,281 ,000 

30,100,000 
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4. The Savings and Loan Sfstem. The Savings and Loan System con
sists of 17 separate associations,Q of which are located outside of metro
politan Lima. Counting branch offices, there is a total network of 89 loca
tions from which the S&Ls can mount programs. Represented are Piura, 
Arequipa, Trujillo, Chimbote, Tacna, CUZCG, lca, lquitos, Chiclayo, and Huan
cayo, all cities impacted by rapid urbanization and all with significant 
numbers of Pueblos Jovenes. 

Along with the geographical coverage represented by the system, it 
should be pointed out that there are 5.2 million Peruvians classified as 
economically active alld one million individual savings accounts with the S&Ls. 

The S&Ls represent a formidable, in-place capacity to lend funds for 
housing and housing related purposes. Given the incremental nature of the 
shelter process by which the majority of lower income families house them
selves, financing home improvements was seen as a means of accelerating the 
process and improving the quality of life of the urban poor. The S&L net
work was viewed as an effective credit channel for speedy, widespread dis
bursement. To test this hypothesis, HG-009 provided for the financing of a 
5750,000 pilot program of on-lending for home improvements by the BVP to 
a number of S&Ls. After initial drawing board delays, the project is now 
operational and quickly accelerating. 

As of September 1979, the BVP had committed an additional $750,000 
from the second tranche, bringing the total available for the project to 
51.5 million. The BVP has contracted with seven separate S&L Associations 
for on-lending and program implementation, with the resulting distribution 
of funds falling approximdtely one-third Lima, two-thirds provincial cities.lI 

Loans have been made and funds di3bursed by S&Ls outside of Lima, and 
similar results are shortly expected for Lima as well. Initial market.samplings 
and promotional efforts by the respective S&Ls have been most encouraglng. 
The Mutual Tacna received the first 30~ drawdown from the BVP and placed the 
entire amount within the first two w~eks of the program offering. Within 30 
days, an additional 337 loan applications were.received from.t~e intended . 
beneficiaries. The eXG~rience of Mutual Arequlpa has been Slmllarly encouraglng. 
Shortly after launching promotional efforts, 72 loans requests were received. 
in short, while the pilot program experience garnered under 009 has not 
produced data for an entire cycle, the preliminary response.ha~ been so strong 
as to support earmarking some of the HG funds (about 52.1 mllllon) to expand 
this home improvement proQram by the savings and loan system. 

Administratively, the task of moving such an amount via a network of 
89 Savings and Loan offices in place and operational is far less demand~ng 
than utilization of a single conduit. In absolute tenns, the volum!:. WhlCh 
any single association is being asked to pl~ce and service is actuallY modest 
compared to their existing volume of operatlons . 

.!! BVP loans to the S&Ls are at 17:; annual interest plus a one-time U com
mission at drawdown. The S&L has up to 12 months to use the funds. The 
term is 12 years, from total disbursement or month 13, whichever is earlier. 
The S&Ls relend at terms of up to 25~ annual interest for up to 12 years. 
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5. Nei hborhood Councils. One of the most far reaching reforms 
enacted under the evo utlonary overnment was the formal recognition of and 
assist4nce to the democratic, participatory community organizations of the 
urban poor. These neighborhood councils provide the target group with a 
forum for establishing consensus on local issues as well as group initiative 
to search for and secure the inputs needed for incremental development of 
their communities. In many cases these organizations are found to have out
distanced available financing. The project design team encountered evidence 
at the BVP that many communities already have determined their priorities 
regarding infrastructure servir.es, have saved money and contracted for the 
private design of plans and specifications, and secured the necessary approvals 
but lack the financing to put a project into operation. Many of the neighbor
hood councils are well-organized, their participatory democracy is vigorQus, 
and they are in the lead on the ~uestion of securing basic infrastructure and 
directly improving the quality of life of the target group. 

Community Outreach 

Some important changes have taken place within the Peruvian Government 
since the writing of the P.P. With the assumption of the Presidency by 
Be1aunde, new poliCies are beginning to be articulated which will address the 
concern that the BVP needs to work in closer collaboration with community groups. 
sane historical perspective here is useful. 

One of the BVP's first major experiences with the financing of water, sewer 
and electricity for the pueblos jovenes came urder 527-HG-009, a ~25 million HG 
authorized in 1976. The first tranche of $15 million is just being completed 
and the project liquidation is expected by December 1980. When the project 
paper for the 009 loan was developed, community organizations were formulated 
and assisted by the GOP's SINAMOS, the Sistema Naciona1 de Apoyo a 1a Mobi1i
zacion Social. This group, created in 1968, was particularly active in the 
pueblos jovenes until it was ab01ished in 1978. At that time its functions 
were transferred to the MOHC. Since the ~OHC lacked adequate resources to carry 
out these functions, they have fallen into abeyance. 

SINAMOS served as an advocate for the communites in which it worked. It 
helped groups obtain technical assistance and participated in the development 
of infrastructure projects for the pueblos jovenes. The problem was to obtain 
financing for these projects once they were dev, oped. The He; made financing 
available. 

Whether in the form of SINAMOS or some other en~ity, it was indispensable 
that these functions - advocacy, community organization work, technical 
assistance - be continued. Community grouos needed to know of the existence of 
the BVP financing and how to qualify for it. The BVP was not prepared to work 
directly with community groups in taking them through the process and no other 
organization ' . .Jas performing that function. 

80th the BVP and AI8 were aware of the technical assistance gao at the 
community level. The BVP recognized that modifications in its method of doing 
business were necessary but the BVP did not think it aoprooriate for it to 
repl icate '!,hat SI:l!1YOS 1ad done, Under the Dre-3elaunde GOP, tre g'/P enter
tained the creation of a new ?romotion and Development Oeoartmemt. This Qecart
~ent would have 1ad tre role of establishing closer ~ollaboration with Darticipa
ting communities and "/ould have implied an increase in the gl/P's staffing and 
administrative costs. 

http:beginni.ng


-27-

The ~1ssfon has had the opportunity to Jiscuss the $20 million HG with the 
newly appointed BYP officials. When the P,P, was written a condition was in
cluded which would have required the BYP to create a new Promotion and Develop
ment Department prior to either the seeking of a U.S. investor or the first loan 
disbursement to the borrower. It now appears that the condition should be 
modified since the Belaunde Government expects to revive Cooperacion Popular, 
a community organization, advocacy, and technical assistance effort which 
existed during Belaunde's former presidency. The BYP would be prepared to work 
with community groups but would not be prepared to do grass roots organizational 
and technical assistance work. For example, the BVP would be able to conduct 
orientation and training sessions for Cooperacion Popular employees (most pro
bably promotores) who could describe the BVP's programs and processes. These 
empoyees would get the information out to the communities interested in water, 
sewer, electricity, and community facilities. Thus, the BVP could continue its 
appropriate banking function and be more responsive to community needs without 
increasinq its administrative costs Csee Conditions Preceodent, pA2). 

In 1963, shortly after the Belaunde Government took office the :omite 
Interministerial de Cooperacion Popular was created. In 1964 the name was 
changed to the Direccion General de Cooperacion Popular and it was situated in 
the Ministerio de Fomento y Obras Publicas. This ~inisterio was the pre- ° 

cursor to the Ministry of Housing and Construction and the Ministry of Transport. 
Under this system the GOP made small amounts of money and technical assistance 
available to communities to finance small scale projects such as community roads, 
health centers, markets and irrigation projects. Peace Corps volunteers began 
to work with Cooperacion Popular and AID financed a small rotating fund. The 
major activities financed in pueblos jovenes at this time were classrooms. The 
current Belaunde Government's proposal is to create the Sistema Nacional de 
Cooperaci6n Popular to be headed by a ministerial level appointee. This indi
vidual would participate at ministerial level meetings but would not vote at 
such meetings. This proposal must go before the Peruvian Congress for modifi
cation and/or approval. 

In addition too the BVP/Cooperacion Popular outreach functions, the Peru
vian Government has established a ~ultisectorial Commission on Pueblos Jovenes 
composed of the Ministries of Housing and Construction, Health, Education, and 
Agriculture, and the National Planning Institute. This Commission, with the 
~OHC in the lead, is charge with the task of establishing an integrated approach 
to the solution of the problems faced by pueblos jovenes. In FY 1980, the 
Mission received S100,000 in OS Bureau Central Grant IIPUP Funds. (IIPUP funds 
may be used for a broad range of shelter and community development projects. 
The acronym, IIPUP, means Integrated Improvement Program for the Urban Poor.) 
These funds will be used to provide technical assistanc~ to the Multisectorial 
Commission ~t two major levels. The first involves the selection of those 
pueblos jovenes which should receive integrated assistance. T~is would ~nvolve 
an urban planning exercise which would set criteria for communlty selectlon. 
The second part of the assistance would focus on the kinds of services actually 
to be provided at the community level. Close work with the community councils 
will be required. The first part of the IIPUP project is expected to be 
undertaken in September and October, 1980. 
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D. Social Analysis 
Annex F pr~sents the social soundness analysis of the proposed 

loan. It is based on an rIPUP study of the social needs and services in 
the pueblos jovenes of metropolitan Lima.l/ The study confirmed that the 
residents of the pueblos jovenes are the poorest, least educated, and most 
vulnerable segment of the city. 

The pueblos ~venes are organized into neighborhood councils, which in 
the past have been instrumental in helping the community to negotiate loans 
for basic services. The councils will have a key role in negotiat~ng sub
projects under the new loan. SllQ-projectswili have a p0sitive impact on 
the health and general quality o~ life of the participating communities. 

1. The Social Landscape. The pueblos jovenes are one of the most 
pervasive features of urban Peru. They are among the first sights a 
visitor encounters when apprG~~hing Peruvian cities. Located on the urban 
fringes, the settlements are usually unordered groupi~gs of reed-mat or 
mud-and-wattle huts put up on sandy lunar landscapes which lack basic 
infrastructure. As one moves closer to the urban center, these give w~y 
to more orderly but still rudimentary communities--mixtures of reed-mat or 
huts and more solid construction with one or more of the basic amenities. 
Some of the pueblos jovenes closest to the urban shell are almost indistin
guishable from the neighboring communities within the formal city limits. 

The squatter settlements are the result of more than 40 years of popu
lation growth and increasing rural to urban migration in Peru, the pattern 
flowing from rural communities to small urban centers to larger cities and 
finally to Lima. More than half of Peru's urban population lives in Lima, 
over 75~ of that in the pueblos jovenes and inter city tugurios. The P~t
tern and percentages are similar in other major urban areas. Demographic pro
jections indicate that at current fertility rates, Peru's population will 
double by the end of the century. The pODulation of Peru's urban squatter 
settlements will grow even faster. 

Those who come to the cities from the rural areas begin at the bottom 
of the socio-economic scale, although their relative position may be an im
provement over their former rural condition. The emigrants arrive with 
relatively poor education and have few marketable skills for a successful 
transition to the urban environment. Only 48~ of tne rural pODulation is literate; 
67~ of rural women and 42~ of rural men are illiterate. 2/ The quality of 
rural education is poor and rarely offers more than primary level schoolinq. 
The severe economic recession which has afflicted Peru since 1977 has sharply 
reduced employment ocportunities in areas of work which might normally be 
job entry points for rural migrants to the cities. As a result, urban unem
oloyment and underemployment are high, with particular impact on those with 
few skills or experience. 

1/ "Qeport on ?eruvian Pueblos Covenes Problems and Possibilities for USAID 
IIPUP Technical Assistance," ~.ivkin Associates, ',~ork Order No.7, November 
1979, 

~ AID:PERU, CDSS, FY1982, January 1980. 
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The employment opportunities open to job-seekers from the squatter 
settlements fall into low-paying, low-skill jobs--largely street-vending 
and domestic employment. A survey 1f eleven rueblos jovenes and similar 
low-income communities conducted by the Mutua Metropolitana of Lima in 
1978 indicated that only 48.6% of workers had stable incomes. At the same 
time, inflation has hit hardest at those in the lower socio-economic strata. 
A study conducted by the Compania Peruana de Investigaciones de Mercado 
in June 1978 indicated that the loss in real income for the average low-income 
Lima household from December 1975 to December 1978 was 29.5%. A low-income 
family had to spend 67.4% of its earnings on food and a very low-income 
family spent up to 74.3% on food.1/ 

The impact of inflation and high interest rates has forced the sizeable 
proportion of the population which lives in huts made of reed mats ~teras) 
or in partially-built homes of more solid material (usually brick) to post
pone construction of more adequate shelter. Nevertheless, the residents of 
pueblos jovenes place a high priority on the acquisition of their own homes 
and are prepared to make considerable sacrifices in order to obtain them. 
Status is probably as much involved as the physical need for shelter, as 
evidenced by the use of expensive materials such as brick rather than less 
costly but serviceable alternatives. 

Given the high incidence of unemployment, underemployment, poor housing, 
lack of basic infrastructure, and the large percentage of family income which 
must be spent on food, it is not surprising to find that serious health 
problems beset the squatter communities. In addition, more than 25% of low
income families in metropolitan Lima suffered from severe nutritional inade
quacy in 1979. 2/ The impact of these figures c~n be seen in related statis
tics of the ChiTdren's Hospital of Lima, when .Iore than 69~~ of the children 
admitted in 1976 were malnourished; 29~ of the infants under one year of age 
showed symptoms of third-degree (extreme) malnutrition.3/ Medicines are al
most totally beyond the reach of the target population,-having risen 366% in 
pri ce between 1972-1976. \~hi 1 e hea 1 th posts sponsored by the Mi ni stry of 
Health, private voluntary organizations and the communities themselves do 
exist, they do not begin to meet the neea. IVlany remain empty shells, since 
nei ther the government nor other sponsors can fi nance operati n'] costs. 

The environment itself of the pueblos jovenes constitutes a health hazard. 
Some squatter communities are on former municipal garbage dumps. Garbage col
lection in the pueblos jovenes is sporadic; and mounds of garbage, often burning, 
are a common sight in many of the low-income communities. 

1/ AID:PERU Research on Malnutrition ... A Quantitative Stud' on the Recent 
Situation in Lima. Mission Memorandum A-19, May 7, 9 9. 

2/ Ibid. 
3/ Instituto Nacional de Estadistica (INE) del Peru, El Nino en el Peru, 

Lima, 1979 
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Public education facilities in the low-income communities are not ade
quate. Private programs, such as the schools of Fe y Alegria, a church
sponsored program, must supplement public resources. Pre-school and child 
care facilities are scarce, in spite of the efforts of public and private 
resources in this area. rn 1977, only 1,970 infants were cared for in nur
series tn metropolitan Lima. A 1979 study indicated that in 1975 only 5.5% 
of the children eligible for the services were enrolled in pre-school centers 
in Peru.lI 

T~e role ~nd situation of women in the pueblos jovenes is an area in 
w~lcn few stuales nave· been maae. Although wo r1en hea':;:; of households are not 
formally discriminated against in terms of property rights and eligibility for 
credits, much more needs to be known about their number, marital status, economic 
and family role, and their attitudes and needs. Informal,observation and inter
views, as well as such data as exist, suggest that the move from the rural 
environment !o the cities radically changes their position. Most households 
in Peru are headed by r.en and they, in fact, would tend to be preferred 
beneficiaries under the proposed project; however, women heads of house-
holds will be encouraged to take advantage of their rights. An attempt will 
be made to ensure that benefits are distributed equally between men ~nd 
women heads of households. 

In the rural setting women have an important role in almost all phases 
of agricultural production and marketing, as well as the traditional respon
sibilities of child-rearing, housekeeping, sewing, cooking, and tending to 
domestic animals. They also playan important economic role in producing 
handiwork ranging from knitted alpaca sweaters and ponchos to woven rugs, 
baskets, and ceramics. These are all important sources of family income. 
Few rural women, however, have formal jobs outside the domestic setting. 
While schools are nominally open to both boys and girls, few rural women 
complete their primary education. Literacy rates for rural women are con
siderably lower than those of rural men. 

When these women come to the cities, they are ill-prepared for the 
challenges of urban life. While many of their fami'y responsibilities 
(child rearing, housekeeping, cooking) refi~in the same, they are cut off 
from many other areas of their former lives which gave them standing' in 
the family. The natural resources which contribute to housekeeping and 
economic slJpport in rural areas are not available in urban areas. There 

are little data on the raising of domestic animals in the pueblos )ovenes 
although some of this does take place on a very limited scale. Tnere 
appear to be few cottage industries in the urban communities which might 
give women opportunities to supplement family income. Women's activities 
are therefore much more circumscribed to housekeeping and child rearing 
in the cities. On the other hand, economic realities have forced more 
and more of the women to seek employment outside of the home. Their poor 
educational background and almost total lack of vocational preparation 
leave them few employment alternatives other than street-vending and domestic 
service. Child care is becoming an increasingly important problem for these 
women. It should be added that the phenomenon of wornen heads of households 
is much more prevalent in the cities than in the rural areas . 

.Ij Overseas Education Fund of the League of ~~omen Voters, Chi 1 d Care Needs 
in Urban and Rural Peru, Washington, D.C., August 1979 
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2. Organizational Context. The pueblos jovenes of Peru are unique 
in that the Peruvian governmen~ has institutionalized what in many other 
developing countries are allowed to remain simply as chaotic by-products 
of the development process. Originally t~rmed barriadas, the shanty-towns 
which began to spring up around Peruvian cities-rn the 1930's were later 
baptized as pueblos jovenes ("young towns") by the Velasco administration 
in 1968, and an effort was made to change the negative image of the barriadas 
and to gain their support for the reforms and socio-economic changes planned 
by the revolutionary government. In order to channel and mobilize that sup
port, the government created SINAMOS (Sistema Nacional de Apoyo a la Mobili
zacion Social), a movement to create cadres at the grass-roots level to 
implement the proposed social and economic reforms. SINAMOS organized the 
pueblos jovenes along the pyramidal lines which still are the basic organiza
tional pattern of these communities. Each community block elected represen
tatives to a neighborhood com'ittee. This committee, consisting of a coor
dinator, treasurer, secretary and, optionally, a sports or recreation coor
dinator, women's committee representative, etc., in turn sent its coordina
tor to represent it on a central committee of the pueblo joven. The presi
dent of the executive committee was also the community's representative to 
a zonal association of pueblos jovenes, and this association was represented 
at a city-wide association of the communities. 

The social promotors gave this structure considerable technical assis
tance in organizational techniques and 'leadership development, which enabled 
the communities, with SINAMOS frequently playing an ombudsman role, to gain 
access to the central government for assistance or solution of problems to 
a degree they had never known before. SINAMOS's backing was particularly 
helpful in moving many communities through the frequently tortuous remodeling
entitlement process which had been established to formalize the situation 
of the families living on invaded land and to help the communities to obtain 
basic infrastructure. 

Those corrrnunities which received concentrated tech'nical assistance 
from SINAMOS have maintained their cohesion and the advantages are apparent 
in the degree to which they have been able to move ahead in obtaining infra
structure, building permanent shelter, developing green areas and otner com
munity facilities. The 1-10HC, as a policy matter as \'1ell as budgetary restric
tions, provides only limited tecrnical assistance to the pueblos jovenes, and 
this is focused on moving them through remodeling-entitlement. The MOHC's 
current resources cannot adequately meet the need for assistunce even on 
this level. 

As a result, many community organizations are eXDeriencing varied de
grees of disintegration, lack of confidence in their leadership, lack of mem
ber participation in meetings and community dffairs, and inter-oersonal, 
intra-community dissension. This tends to weaken the effectiveness of com
munity decision-making on important issues such as infrastructure projects 
and other joint community activities. Frustration and narrow interests 
sometim~ orevail and costly mistakes are made. Two instances serve to illus
trate this point. In one case a community was divided over the issue of 
whether to install both water and a sewerage system. One grouD wished to 
go ahead '.'1ith the projEct, another group balked at the cost. Community 
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leadership was not able to resolve the issue. As the debate went on for 
many months, costs rose, to the dismay of the group which wanted to go 
ahead with the project. Finally it decided to move on its own, and had 
the infr~5tructure installed for the half of the community it represented 
leaving the other half without these services. At last report the situation 
had not changed, and the community's social fabric had been torn apart in 
terms of pulling together in the future I'esolution of other community needs. 
A second instance, in another smaller community, saw a similar co~troversy 
arise over the issue of electricity, with the same results. It is importan~ 
to note these examples since the neighborhood councils will have an impor
tant role in project development. 

perience 
assisted 
low-cost 

3. Institutional Relationships. 
dealing directly with :low-income 
by AID development and HG loans, 
and self-help shelter as well as 

The BVP has had considerable ex
communities. Since 1969 the BVP, 
has been instrumental in financing 
basic infrastructure programs. 

The BVP is sensitive to the f'equirements of the target group. It is to 
establish a new department which will, inter alia, work with the low-income 
communities. The department can open the door-tO a variety of expanded 
roles for the BVP in the pueblos jovenes and other low-income communities. 

The utility concessionaires involved with the project (ESAL, ESAR, 
Electro-Lima and Electro-Peru) have had considerable experience in working 
with the BVP, i,l low-income communities, and with private contractors in 
similar projects. There has, however, been a feeling expressed by some 
representatives of the pueblos jovenes that the utility companies have not 
always been sensitive to their needs. Whether these complaints have merit 
or not, it will be important for the representatives of the companies, as 
well as those of the BVP and private contractors, to establish a climate of 
mutual trust in negotiations with the communities, and to make certain that 
the terms and procedures of the proposed sub-projects are clearly understood 
during both the design and the implementation phases. 

4. Motivation. If past performance is indicative, there will be 
considerable interest on the part of the target group to participate in the 
project. The installation of these facilities provides electricity and 
water at significantly lower cost than water from trucks and other sources 
of illumination. 

5. Obstacles. While the proposed loan follows in the stees of 
previous similar programs, it is nonetheless important to flag possible 
obstacles to attaining project objectives. 

a. Disparities in income, particularly during the severe 
recession that Peru currently is experiencing, may create problems in reach
ing community agreement. Delays or even indefinite postponement of projects 
can result, as has occurred in the past. 

J. ihe success of the proposed projects depends on the effec
tive functioning and participation of community councils. ~hile mdny exist
ing councils continue to function well, others jo not function as we'il for 
a variety of reasons. With the restricted resources of the ~OHC, a technical 
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assistance vacuum exists. and the councils are largely left to shift for 
themselves. Technical assistance by the BVP will be essential to sub
projects. Coordination with the MOHC is important as a means of increasing 
the impact of technical assistance to the community organizations. 

c. The sophistication and effectiveness of community organizations 
is more limited in cities outside of Lima. Particular sensitlvity and 
s~ills will be required in order to avoid misunderstandings. 

6. Communication Strategies. Information on the programs must be 
made a~ailable to the target groups. This will require the BVP to use 
diverse channels of communication which are most likely to reach those living 
in the pueblos jovenes and similar communities. The technical assistance 
and community organization units of the Ministry of Housing could playa 
useful role in this regard. 

7. Spread Effects. There will be several important spread effects. 
a. The program reinforces a model for the development of infra

structure projects in low-income communities which can be replicated by other 
government and private lending institutions. 

b The program provides opportunities for greater collaboration 
between the BVF and the MOHC. 

c. Financin~ community facilities (schools, health posts, markets) 
will stimulate communities to improve their own organizational ability. The 
larger benefits accruing from such experiences are to increase community 
cohesion, to sharpen group problem-solving skills, and to enable the communities 
to move into broader areas of community development. 

d. The project ~nables the utility companies and private con
tractors to work with low-income groups; and this continuing experience should 
provide a good bas~ for further work with these groups outside of AID-sponsored 
programs. 

e. The community facilities will strengthen collaboration 
between the communities and public institutions as well as among the insti-
tutions themselves. . 

f. Installation of electricity will provide opportunities for 
the development of cottage industries and small businesses. 

8. Social Consequences and Benefit Incidence. Those inost immedi<..tely 
benefitting from this program will be the individual families which participate 
in HG loan projects. The most tangible benefits wi11 be in improved health, 
decreased costs for water and electricity. and increased security (often 
mentioned as a prime concern where electricity for illumination is lacking). 
The communities themselves will benefit from an improvement in self-image, 
which can act as a strong rsychological stimulus to seek further improvements 
on an individual and community level. The communities will further benefit 
directly from the strengthening their organizational capabilities and in
directly from the increased coordination among public and private institutions 
which should result. 

Contractors, laborers and others involv~d in diverse segments of the 
construct;on industry will also reaD economic benefits. A large percentage 
of the laborers employed in construction projects live in pueblos jovenes 
and similar communities. 
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Women may experience a number of direct and indirect benefits. Water 
connections and electricity will make the task of housekeeping considerably 
easier. Improved health will have a positive impact for women as individuals 
and in their role as family nurse. Increased organizational activities in 
the community can provide new outlets for women to participate in planning 
for community development. Women could benefit economically through employ
ment on various levels in health posts, schools, and child care centers and 
in community-based industries. 

The poorest of the pueblos jovenes and other low-income communities 
whose income level puts them below the range of any credit program will 
not benefit directly from the current loan except insofar as the project 
provides employment for construction laborers. 

9. Changes in Power and Participation. The project stresses 
particination of neighborhood councils 1n the design and development of 
proiects and will make technical assistance through the BVP available to 
these councils to ensure that their participation is effective. The impor
tant involvement of the neighborhood councils in activities which will 
have considerable impact on their communities should enhance their ability 
to deal with public and private institutions in the future, giving the 
communities greater control over their development, 

E. Technicnl Feasibility 
1. Techni ca 1 Consi derati ons. 

a. Elec~ricity and Public Lighting. This sub-program encom
passes the implAmentation of low-tension electrical networks. including 
the household connection with its respective meter, and connections to high 
tension lines and transformers. These low-tension networks will also include 
public lighting. 

The plans, materials, equipment, and construction standards will adhere 
to the soecifications of the Electric Code of Peru (which is similar to 
the U.S. National Electric Safety Code) and wil~ require prior approval by 
the local utility c()mpany. 

While costs will vary from one sub-project to another due to site dif
ferences and distances from primary systems, it is estimated that the cost 
for low-tension, ~ublic lighting and house connections, including meters, 
'Nil 1 average S,Il50,OCO ($576) per lot. (See Annexrl, "Illustrative Cost 
Estimates for Public Utility Projects.") 

:~e MOHC realizes that infrastructure costs could be reduced i~ more 
aporopriate codes and standards were adopted. It has a continuing program to 
have reducec standards adopted. As in the case of Project 010, utility com
~anies will once again be urged to utilize cost-saving features such as: 
(a) paired house connections with meter boxes back-to-back; (b) using standard, 
mixed-light lamps Cc ,ting 5/6,900 each in place of mercury vapor lamps 'Nhich 
cost S,31,300 each; and (e) overhead wiring in place of underground where 
terrain and maintenance cost analysis indicate clear economies. 

b. :~ater SIJ:JD:y. "7"his sub-orogram '."ill Qrovide piDed Dotable 
wa~er and in~ludes the following components: (1) connections to exis~ing 
~aln.trunk 11nes; (2) secondary lines network; and (3) house connections in
c~udlng meters. :n certain cases additional funds will be allocated to oro
'11de for t~e.extension.of Jrimary trunk lines, deeD \"e11s, pumping stations 
or other s:mllar solut:ons. ile~erthelpss, one of the criteria for sub-project 
~oproval wlll be locatlon relat1ve to a main basic infrastructure facilitv 
tor water. -
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Plans, materials, equipment and construction standards will adhere to 
the SanHary Norms of the Rul es for Constructi on of Peru, and wi 11 requi re 
prior approval of the respective utility company and/or the Regional Office 
of the Ministry of Housing. 

As in the case of electricity costs will vary from site to site; but 
the average unit cost per household is estimated to be S/202,OOOtS776). 

c. Sewerage System. This sub,project includes: a) house con
nections, including inspectlon boxes; J) street line network; c) trunk lines 
discharging irto primary collectors, or pumping sub~tations 0: treatment 
plants, or into open waters. Total costs of a given project will vary in 
accordance with the location a~d topographic conditions. The average cost 
per household is estimated to be S/223,000 (USS858). 

As in the case of water supply sub-projects, the plans, materials equip
ment and construction standards will adhere to the provisions of the Sanitary 
Norms of the Rules for Construction of Peru, and will reauire prior approval 
of the respect~ve utility company and/or the General Directorate for Sanitary 
'..Jorks of the Ministry of Housing. With a view to cost savings, utility com
panies will be requested to examine the possible use of pairing two house 
connections at the lot lines. Furthermore, depending on the type of terrain 
and lot size, the alternatives of individual and multiole-unit septic tanks 
will be studied. 

d. Home Imorovements. The administration and supervision of 
this sub-program will be' delegated by contracts to the S&ls by the BVP. 
The S&Ls have competent technical personnel to evaluate the individual loan 
requests as well as to inspect and monitor the execution of the repairs, 
additions, and improvements to homes. All works will adhere to the National 
Construction Code of Peru. The maximum individual loan amount will be 
S/650,000 (USS2,500), with the average loan expected to be considerably 
Jelow this figure. 

Home improvement loans can cover: 
(1) Interior installation of water, sewerage and light, 
(2) Floors, ceilings, roofs, and carpentry work, 
(3) Expansion of the unit, 
(4) Repair and/or replacement of deteriorated building components. 

This sub-project line of financing will test the priority which pueblos 
jovenes give to communal facilities and will test the flexibility and admini
strative capability of the responsible governmental agency to receive, staff 
and/or equip and subsequently maintain the specific facility. Such facilities 
offer no particular problems fram a design or construction perspective. Design 
must conform to the standards and specifications of the agency which w~ll 
"receive" the facility. 

2. Construction Aspects. 
a. Use of aided self-help. Peru has a long and quite positive 

tradition of widesoreaa communi~y participation in the construction of public 
and community works. Ine success of self-help efforts are clearly related 
to the degree of organization of any given community, and the extent to which 
a given contractor has discussed and arranged his work schedule with the 
community leadershio. The basis fer such local participation and its program
ming are items ~~ich must be covered in the construction contract. 
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b. Availabilit of Contractors There 
are numerous r:ontr;".-::tlng lrms ln t e citles w lC are compe ent and available 
to undertake the volume of contracting represented Jy the current and pro
jected investment level. Moreover, in the current context of a depressed 
construction sector, there is no likel~hood of a constraint from this quarter. 

The materials nor;:lally employed by the construction industry in the 
types of basic infrastructure services contemplated are fabricated locally. 
Only certain components of the electrical installations are imported. 

c. Contractin7 Procedures. Bidding and contracting procedures 
will be those currently inorce at the respective institutions. Given the 
various combinations from which contracts can result, experience would lead 
one to expect continuation of the combination of public bidding (mandatory 
for GOP entities), private competition with a minimum of 3 firms competing, 
and direct negotiation between a community association and a contractor. 

Due to the recent high rates of inflation, construction contracts are 
no longe" "fixed price" contracts. Rather, the GOP has devised and approved 
the application of periodic readjustments of contract costs based on the 
stage of work in place and employing a readjustment formula. In essence, 
the builder and his client fix in the contract the cost incidence of the 
various factors (labor, materials, etc.). On a monthly basis, the GOP 
publishes the indexes of costs for the diff~rent factors and the budget is 
accordingly readjusted. 

d. Flow Chart for Typical Sub-Project Group. Annex i'; diagrams 
the stages a typical community might pass through. The chart assumes that 
the group originally settled on invaded government land, went through the 
various stages of legalizing tenure, and now is securing services and moving tl 
higher stages of physical development of their shelter environment via this 
project. From the SEcond level on down, the chart also serves as a typical 
flow chart for sub-project implementation showing principal benchmarks and 
the respective institutional responsibility. 

3. Environmental Considerations 
a. Summar' of Initi a 1 Envi ronmenta 1 Exami na ti on. Based upon 

the Initial Environmenta Evaluation IEE performed ln December 1979, a 
Positive Threshold Determination wa, recommended and approved. Therefore, 
further environmental planning was required. The reasons for making this 
Positive Determaination consisted of two main findings: (1) strained 
municipal resources for supplying the intended services of potable water 
and sewerage; and (2) the potential for negative impacts caused by actions 
of the Peruvian natural environment (including earthquakes, landslides, 
floods, tidal waves, and unstable sand dunes). 

b. Summary of results of further environmental investigations. 
The findings of the second phase of environmental investigations 

result in an overall conclusion that the foreseeable Dositive imoacts Jf 
the proposed action should markedly out'lieigh the foreseeable negative impacts. 
The essence of the program is to bring inproved infrastructure services to 
those who totally or partially lack them. Therefore, from the environ-
mental standpoint, the program should be i~olemented. 7his conclusion is 
based on extensive work during HG-010 and subsequent fieldwork for the cur
rent HG. 
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As continually indicated by conditions throughout the Pe~~vian urban 
environment, the two basic concerns enunciated in the lEE remain as the 
salient environmental difficulties to be mitigated: (1) the carrying 
capacity of urban infrastructure systems; and (2) the recurrent negative 
~dtural phenomena must inp.vitably guide and mold the ensuing project 
development process. In order to ensure sound project-specific decisions, 
the twin principles of site selection criteria and appropriate design 
criteria can be utilized. 

Therefore a methodolgy was developed jointly by the BVP dnd AID, 
attached in Annex G as the Environmental Checklist, to achieve this goal. 
A full range of environmental concerns are delineated by the form. A 
quickly-apparent sense of environmental difficulties can be gained by 
reviewing the results of the questionnaire. Space is provided for ob
servations responding to any perceived difficulties. A project may be 
rejected if the results of the environmental investigations leave no 
room for prudent and feasible project modifications. The BVP has in 
the past suffered from environmentally unsound projects, so they are con
scious of the need for environmental planning. The BVP responded quite 
positively to the development of the environmental checklist. 

Importantly, the issues raised by the checklist will be presented to 
project initiators by the BVP. In this manner, each proposal will be 
required to set forth the salient environmental conditions associated with 
it. At the present time there are, inter alia, requirements for soil 
analysis, certification of potable water availability, and project permits 
from the municipal authority. This form would build upon these existing 
requirements and result in a greatly improved environmental review of each 
proposal. The Mission Engineering Department is staffed by personnel who 
would periodically review BVP PI"cposals for AID financing including their 
environmental component. 

"c. Recommendations. In order to ensure sound environmental plan
ning for the program, the following recommendations are offered: 

(1) Utilize the environmental planning forms which have been 
developed by the BVP in conjunction with DS/H technical assistance for the 
technical analysis of all proposals. 

(2) As corollaries to the above recommendation, the following 
concepts should be continued. 

- Specific infrastructure elements (water, sewer.ge, electricity) 
should be selected in each particular project only where there 
is proven capacity to supply such elements. Such selection may 
include all three elements, a lesser number in combination 
or just one element for a specific site. Provision of services 
should be determined within the municipal context, so that 
aspects such as daily level of service and average consumption 
rate: will be controlled by intrinsic municipal capabilities 
and practices. 

- Site selection of locations should occur only in those areas 
which are not environmentally disaster-prone. 

http:sewer.ge
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(3) In conjunction with the proposed TA regarding existing build
ing and infrastructure standards and specifications, it is recommended 
that environmental factors be explicitly included within the criteria used 
to measure the degred of appropriateness of the existing regulations. For 
whatever gaps are found, then the opportunity should be utilized to incor
porate environmental planning into the proposed changed in order to close 
the gaps. 

F. Technical Assistance 
Section II-B-5 (Project Inputs) briefly describe!; and costs the two 

proposed T.A. elements and the associated IIPUP program. The goal of 
the first T.A. is to lower the costs of basic shelter servic~s so that they 
can be afforded by a greater percentage of the target group. The BVP is 
setting up a cC1rTJ11ittee which will review current standards and s~ecifi
cations. The aim is to devise a set of recommendations on how ex"ic;ting 
codes should be modified in order to better accommod.:ite the target gl'oup. 
The project T.A. would work with the BVP committee on thi5 task. The rec
ommendations would be submitted to th~ Ministeries which establish norms 
and have the authority to modify standards and specifications. 

In addition to the above T.A. inputs, the Mission has requested DS/H 
:issistance in the monitoring of the environmental review work to be conducted 
by BVP. An Environmental Consultant will visit Lima periodically (twice a 
year) during the implementation phase of HGs 010 and OIl. The environmental 
T.A. builds on the achievement to date. An environmental checklist has been 
developed with the BVP. Short-term consultant T.A. will ensure that the 
checklist is maintained up to date and is incorporated into the GVP 
sub-project approval criteria, and that it becomes a standard consideration 
in project design and site selection. 

In prel iminary conversations '!lith the new President of the BVP it wa!; 
evident that the Belaunde government will be actively undertaking a study of stand
ards in ao effort to reduce the cost of services to be developed in low-ircome 
areas. He was particularly pleased that HG resources could be used to support 
the effort. He also felt that BVP is in a position to influence the scop~ of 
work of the study, probably to be directed by the MOHC, as well as to be 
an active participant in the review process. 

The scope of work of the standards review and recommendations study 
group would be to: 

(a) 

(b) 

( c ) 

(d) 

Review typical standards heing utilized in developing basic services 
projects (sewerage, water, electricity) in low-income areas, and to 
establish the component costs of each of the related basic services 
(e.g;., sewerage: selverage treatment, collection lines, individual 
house connections, and inside dwelling unit fixtures). 
Review innovative projects that have been deve10Ded by utility 
companies and to determine component costs for eac~ service. 
Scan the literature for other experimental standards being utilized 
in the desian of basic services systems. 
Finally, ina most imDortant1y, fi~d out what peoDle in low-income 
areas can afford to Day for t~e various basic services and to 
determine \',hat such invest:nents can Durchase in the 'da'/ of basic 
services; develop recommendations ba~ed on what ~eoD1ican afford to 
pay, taking into consideration items a-c above; and present the find
ings and recommendations to the appropriate Ministries for their re
view and promulgation of new standards that are approoriat~ co tn~ ~~~rl~ 
and caoacity to pay of the target group. 
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A special working committee would have to be created composed of representatives 
from the ~inistries of Housing, and ~ining and Energy, t~1 utility companies, 
and the BVP. HG loan resources would provide staff support to this working 
group. Staff (HG-supportec) would consist of: 

Engineer (US) l/ 
En9ineer/P1anner 

(Peruvian) 
Social/Planner 

(Peruvian) 
Local Travel 

~ays 
10 (US 1 5 (lima) 

100 

40 

Total Cost 
S 9,300 

9,200 

3,000 
$21,500 

2,500 
$24,000 

AID also should be prepared to support the efforts of the new government 
as it undertakes the basic studies preparatory to establishing long-term 
shelter sector policies. DS/H and the Mission will also provide on-going 
progress in placing HG-generated resources, establishing and maintaining 
cos t recovery records, and revi ewi ng longer range fi nanci a 1 projecti ons of 
the Bdnk. The mission' also will ~:rovide limited technical assistance in 
the engineering review of projects. 

O. Other Donors 
The GOP currently is recelvlng assistance in the shelter sector from: 
-- an lOB concessiona1 loan of 530.5 million to carry out the third 

stage of the National Water Supply and Sewerage Plan in 27 cities--a11 major 
cities except Lima and Arequipa. The work on this loan is expected to be 
completed by 1981. The interest rate on the loan is 2%; the loan is for 30 
years with a 7 1/2 year grace period. 

-- a World Bank loan of 521.6 million plus counterpart funds for 
sites and service projects in Lima and Arequipa. Most of the loan is being 
used for industrial parks, access roads, health centers, and other community 
facilities. The project is expected to be completed by December 1982. The 
interest rate on the loan is 8.a5~; the loan is for twenty years including a 
three year grace period. , 

-- a World Bank loan of 58.8 million plus counterpart financing to 
assist ESAL lay the basis for a long-term solution of Lima's water supply 
problems. The interest rate on this loan is 7.35; the 10arl is for 10 years 
including a 2 1/2 year grace period. 

These projects complement the purposes of the proposed loan by increasing 
the capacity of infrastructure services. The cost recovery philosophy of the 
projects is consistent 'tlith the proposed recovery systems for this project. 
The Mission has begun to work with the World Bank in the development of policy 
issues and related studies that should be considered by the new government. 
The Mission and the World Bank will jointly encourage the GOP to develop 
a more comprehensive urban development policy, including the definition of 
investment programs to which aid donors can rapidly respond. 

l! It is contemplated that the Senior Engineer will develop an in-depth scope 
of 'Nork for this study. A methodology which would enable the Peruvians 
to consider the maximum range of technologically feasible variables in 
designing the lowest cost shelter and infrastructure will be utilized. 
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IV. IMPLEMENTATION 

A. Implementation Plan 
l. Participating Entities. Section III-C "(Administrative Feasibilityll) 

identifies and evaluates the participating entities for the project and 
examines the roles which each entity is to perform. 

2. Activities Scheduling. The implementation plan itself takes the 
project from authorization throughthe commitment and disbursement of the 
S20 million. It is expected that the sub-projects will be approved and com
mited within two years according to the following implementation schedule. 



-41-

a. Project Authorized 
Responsibility 

AIDlw 

b. Letter of Advice 

c. Negotiate Implementation Agreement 

d. Conditions satisfied including USAID 
approval of BVP Implementation 
Plan which lists participating entitj~s, 
assignment of money, operating 
agreE'ment. 

e. Advertisement for Investor 

f. Contract Agreements Negotiated and 
Signed 

g. BVP requests an advance of funds from 
USAID 

h. BVP refines local promotion plan; 
projects are submitted by community 
associations (CA); select projects 
based on project selection design 
criteria developed between BVP and S&Ls. 

. i. BVP sign implementation agreements with 
parti ci pati ng communi ty associ ati ons 
and concessionaires (C). 

j. Local concessionaires and/or community 
associations will contract with contractor 
(CN) to develop site plans and cost 
estimates. 

k. BVP will periodically conduc~ field checks 
of projects as will the Engineering Office 
USAID. 

1. First Annual Evaluation 

m. Continuation of project through 

DS/H-USAID 

USAID/BVP 

DS/H 

BVP/Investor 

USAID 

CA 

BVP/CA/CN 

BVP/USAID 

USAID 

Time/BMDate 
09/ 

10/80 

11/80 

03/81 

04/81 

06/81 

06/81 

06/81 

07/81 

07/81 

06/81 

06/82. 

06/83 

3. Disbursement Procedures. Disbursement procedures for the loan 
will be in accordance with the Implementation Agreement and the Loan Agreement 
negotiated with the investor(s). 

B. Evaluation 
A regular evaluation is planned. The progress of the project will be 

evaluated on an on-going basis in terms of the Logical Framework (see Annex D), 
Joint AID/BVP evaluations will assess the overall progress against an agreed upon 
implementation plan. Regular annual evaluations are planned using the DS/H 
Evaluation Guidelines. 
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C. Conditions, Covenants, and Negotiating Status 

1. Negotiation. After authorization of the loan, standard DS/H 
implementation procedures will be followed in implementing the program. 
It is anticipated that the four basic OS/H contract documents will be nego
tiated and signed by February 1981. 

2. Conditions Precedent. It is expect~d that the conditions precedent 
will be met before an investor is sought or the first loan disbursement to the 
borrower. 

a. Prior to first disbursement under the loan, the borrower will sub-
mit, in form and substance satisfactory to AID, evidence that ~~e BVP has im~le
mented new administrative procedures that are designed to improve BVP's manage
ment of AID supported projects. Such evidence shall include information that: 

1) The BVP has revised internal project review procedures and has 
simplified the projec~ approval process. 

2) The BVP has revised procedures to expedite the acceptance of project 
construction by ,Itility companies and GOP agencies. 

3) The BVP has analy:ed the capacity of community promotion agencies and 
has entered into ccntracts with competent entities that will be in 
charge of assisting in organizing project beneficiaries. The contracts 
will include provisio~s requiring such entities to communicate bank 
requirements for projects to beneficiaries; to obtain, in certain 
instances, subscription contracts from project beneficiaries; and to 
keep project beneficiaries appraised of project costs revisions. 

4) The BVP has developed a reporting system that shows on a regular 
basis the repayment record of loans by project beneficiaries and actions 
taken in dealing with default problems. 

5) The BVP has established a~ evaluation system and will include in 
this system "means to monitor how a project affected the intended bene
ficiaries after completion of the project. 

In addition the BVP shall submit to USAID evidence that it has developed 
an effective mechanism to assist community groups seeking financing und~r this 
project. At a minimum this evidence shall include: (1) simple written pro
motional materials describing the program and its requirements; (2) a step-by
step breakdown of the process to be undertaken to obtain financing; and (3) an 
orientation and training capability which could be made available to community 
groups and their representatives. 

b. The BVP will submit evidence to USAID that it has created a pro
ject implementing agencies work grcup that will expedite project implementation 
prior to the first loan disbursement. 

c. BVP will submit a Master Project Delivery Plan to the Mission prior 
to advertising for a lender. 
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d. Before the first loan disbursement, the BVP in consultation with 
appropriate GOP entities will submit to the Mission the terms of reference for 
a construction standards and cost study that will ensure that the lowest cost 
appropriate technology is being employed in HG projects. This study will be 
conducted during the initial phase of this project and will be financed, in part, 
with HG loan resources. 

e. Prior to the disbursement of any monies in excess of $5.0 million under 
the loan, and within twelve months from the date of the signing of the imple
mentation agreement, the Ministry of Housing and Construction (MOHCl will 
submit to AID in form and 5UQstance satisfactory to AID: (1) a scope of work 
developed by MOHC, in consultation with World Bank and AID, an implem~ntation 
plan and a budget for an in depth urban policy review to be undertaken by the 
Ministry of Housing and ConstrlJction; and (2) evidence that the BVP has 
approved that part of the policy review budget that is related to the use of 
HG resources. 

(Note: World Bank Urban Mission leader anticipated that work on policy issues 
should be completed by October 23, 1980. USAID/Peru will then work with 
Ministry of Housing on the outline for the proposed pal icy study, based largely 
on findings and recommendations of the World Bank.) 

3. Covenants 

a. Rollover funds including net proceeds earned from the loan monies 
held in escrow are to be used for the same porposes as s~ecified in the BVP for 
the original project. 

b. The implementation agreement will include a covenant to meet the 
recommendations of the environmental assessment as set forth in t~e Project Paper. 

c. In the case of ancillary facilities which are not self-financing, a 
written assurance will be obtained that operating and maintenance costs will be 
provided by the appropriate Ministry or other agency. This assurance will be 
a part of sub-project documentation and will be subject to the approval of AID. 
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DEPARTMENT OF STATE 
Agency for International Development 

Washington, D.C. 20523 

GUARANTY AUTHORIZATION 

ANNEX A 

Housing Investment Guaranty Authority 
Housing Bank of Peru 

Upgrading Low Income Settlements #527-HG-011 

Pursuant to the authority vested in. the Assistant Administrator, 
Bureau for Latin America and the Caribbean'by the Foreign Assistance 
Act of 1961, as amended (FAA), and the delegation of authority issued 
thereunder, I hereby authorize the issuance cf guaranties pursuant to 
Section 222 of the FAA of not to exceed t ..... 2nty million dollars 
(520,000,000) in face amount, assuring against losses of not to exceed 
one hundred percentum (100%) of loan investment and interest with 
respect to loans by eligible U.S. investors ("Investor") acceptable to 
A.I.D. made to finance basic services for upgrading low-income settlements 
in Peru. 

This guaranty shall be subject to the following terms and conditions: 

Term of Guaranty: The loan shall extend for a period of up 
to thirty years (30) from the date of disbursement of the first insall
ment of the loan, including a grace period on the repayme~t of principal 
not to exceed ten (10) years. The guaranty of the loan shall extend for 
a period beginning with the first disbursement of the loan and shall 
continue until such time as the Investor has been paid in full pursuant 
to the terms of the loan. 

2. Interest Rate: The rate of interest payable to the Investor 
pursuant to the loan shall not exceed the allowable rate of interest 
prescribed pursuant to Section 223 (f) of the FAA and shall be consistent 
with rates of interest generally available for similar types of loans 
made in the long-term United States capital markets. 

3. Government of Peru Guaranty: The Government of Peru shall 
provide for a full faith and credit guaranty indemnifying AID in United 
States dollars assuring against :>11 losses arising by virtue of A.I.D.'s 
guaranty to the Investor or from non-payment of the guaranty fee. 

4. Fee: The fee of the United States shall be payable by Borrower 
in dollars and shall be one-half of one percentum (!z;n per annum of the 
outstanding guaranteed amount of the loan plus a fixed amount equal to 1% 
of the loan to be paid as A.I.D. may determine upon disbursement of the 
loan. 



5. Other Terms and Conditions: The guaranty shall be subject to 
such other terms and conditions as A.I.D. may deem necessary. 

Clearance: 

DS/H: David McVoy _________ _ 

GC/H: Barbara Oav1s -------------
DS/H: Margery Sor.ock -----------------
SER/FM/LD: Ernest l'/il son_~ ______ _ 

LAC/SA: William Rhodes --------------
GC/LAC: Barton Veret ---------------
LAC/DR: M. B rO'tIn __________________ _ 

Acting Assistant Administrator 
Bureau for Latin America and the 

Caribbean 

Date: _________ _ 



YIIISIIIII III (CJWUW r IIWLAS 

SEN 0R 

ASUNTO 

REFERENCIA 

Carlos Morales Mochiovello 
Presicit'nte d~1 Bo •• co de 10 
VJvi~da del PelU 

Programa de Garantia paru Vivienda N" 527"'HG-
011 pOI ,J$$ 20'000,000 

Oflcio N"6718-80-t.F;101··44 

Por'encargo d~1 Ministro, es grato dirigi,me a usted, en relac.:i6" a su ofi 
cio de la referencla en el cuel solicita 10 d~cisi6n de este Ministerio reS" 
p~cto a 10 conformidad de las gestiones re<Jlizadas ant~ 10 Agencia po,."; 
el De:;orrc,lIo Intemacional -AID-, para 10 obtenci6n de recursos dentro 
del Progrcma de Garantia pora Vivienda a ~fecto de destinarlo 01 finan
damiento de proyecto:. de "n~to habitacional, orientados CJ familias de 
be ios ingresos. 

AI re:.pectc, me pennito mc.;nifestarle qu~ no exi.<te inconveniente en que 

~I Ballco de 10 Vivienda del Peru conrinue con 10'; referidas gestiones, de 
blendo inic iarse en el momt-nto OPOI tuno Ic.s coordinacior.t=s correspondi~ 
tes con el Instiruto Nac ion ... I de Planificacion. -

Es proric ia 10 oporrunidad. para expresar a Ud .. 105 sentimialtos de mi es
pecia consideraci6n. 

~'" ( .... , .. ' 

\ ~V·;'·"'···!··· '-.. - . . 
.... . ... 

Atentamente, 

,/ 
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MINISTRY OF ECOWHY AND FINANCE 

(TRANSLATION) 

Letter No. l57~-80-EF/75.02 

TO Mr. Carlos Morales Machiavello 
Fresident .. 
Housing Bank of Peril 

Lima, September 22, 1980 

SUBJECT Housing Guaranty Program No. 527-HG-Oll 
for US$20'000,000 

REFERENCE: Letter No. 67l8-80-EF/lOl-44 

By request of the Minister, I am pleased to address you with regard 
to your letter of the reference, in which you solicited the concur
rence of this Ministry for the processing of the obtention frcm AID 

. resource~ from the Housing Guaranty Program to finance shelter projects 
for low income familip.s. 

To this respect, I advise you that there is no inconvenience in the 
Housing Bank of Peru continuing with the referenced actions includi.ng 
at the appropriate time, the needed coordination with the National 
Planning Institute. 

At this time, I would like to express you the assurances of my 
special consideration. 

Sincerely, 

Benedicto Ciguenas Guevara 
Director Superior 
Ministry of Economy and 
Finance 

http:1575-80-EF/75.02


.:d,'UA"~ ~ /~dv~ ~ 
~~ 

" Ana de los d~beres CiudadanJs " 

Lima, 23 d~ S~ti,Jmbre d~ 1930 
N 4 7162,130-~F /W I. 10 

Senor 
Lc:onard Yacg..:r 
Diuctor USAID - Limo 
CIUDAD 

Programa d..: Garantic para Vivie:!nda 
N~ 527-HG-Qll U.S. S 20 mill on..: 5 

ActualizaciSn de planteamient::>d..:1 B.V.P. 

D~ mi consid":rr:lci6n : 

M~ es grato dirigirm~ a usted, en atenciSn a la s::>licitud qu~ nos for
,nulara AID C.::ln carta d~ fecha 27 d.: Ag::>st::> de 1980, raspecto a la -
,),;tualizQcioll de nuestro planteamient::> para la obtencion de recursos 
para e:!1 financiamiento d~1 Pr::>grama indicad:.l en 10 rderencia. 

Sbbre el particular, m.= c::>mplac~- pont.!r en su conocimiento que, can 
tando can 10 opinion favorabl~ d\!1 Ministerio de Economia, Finanza5' 
y C::>merr;,' 0, sagun ofici a N ~ 1 575-::;O-cf/7:i. 02 cuya copia se ad-
junta, nu.:!stra InstitLlciSn pr::>scguira c::>n I::>s tramitas subsecuentes -
';.)Ilducentes a que 10 Agcncia para -::1 Desarrollo Int~rnacional nos -
e:!xtienda la garantia c.::lrre~poJldi-:nte 01 Prestam::> qUe:! par U.S. S 20 
mill::>n~s g-!~tiona =1 Banc.::l para el financiamie:!nto del Progroma N2-
527-HG-Oll. 

P.:ndie:!nte de 10 c::>rnunicacion d-! AID resp..:cto a 10 garantia :J,lttH n 
ft.!rida, hago propi cia 10 ::>portwnidad pera rl.!n::>yar a usted, los senti: 
:ni..:nt::>s d~ mi =special c.)llsid.:raci5n y estima per<onal. 

,'lUI -Jt'.!ntam..:ntc, 

BANCO D~ LA VI~lcNDA DtL PdW 

) k \:,) 
I. \ .\OJ.-

C:Jrl::>s M.)ral~s M~~hiaY.:!I\::> 
Pr..:sid..:nt..: 

http:1575-O-LF/'75.02
http:7162/30-1F/4,01.10
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OEPAlt'!HENT or STAT.~ 
AGENCY rnR I~TIOmu. OlVZI.CPMEN'r 

WashingtOn, D.C. 20523 

STATOTORY CREQCUST 

PERU 

Answer YESj'N:> (* Items 
Requires Reference to 
Project Paper Pages) 

A. General Criteria crnder fiG Statutory Authority. 

Section 221(a) 

Will the proposed project further one or more of the 
following policy goals? 

(1) is intended to increase t.he availability 
of dO'll1estic fir.anci.'1g by demonstrati.'1g to 
local entrepreneurs alld iIlStil-utions that 
providing lcw~ost housing is £inancially 
viable~ 

(2) is intended to assist in marshalling re
sources =or low-~ost housing; 

No 

No 

(3) supports a pilot project of low-cost shelter, 
or is intended ':0 have a maximum demolls1::'a
tion impact on local L'1sti t".ltiollS and :la-
tional poli~l~ ~d ____ N_o ____________ __ 

(4) is L'1tended to ha'Te a long !:'''.In goal to de
'Telop domestic const=".lction capabilities 
and sti~late local ==edit insti~tions ~o 
:nake available domestic capital and other 
~agement and ,:e~~'1010gical =esources =e
q1li=ed :or ;"ow-:ost she:.ter programs and 
policies? 

Sec-::ior: :;:;2'a) 

~ill ~~e issuance of ~~s ;uaran~7 :ause ~~e total 
:ace:"'nO'U.."lt 0::: ~a:anties issued and outs"t:anding 

Yes 

at t.'1i;;; ,::..:ne ':= ::e :""'1 ~,,<cess of 51, Sjj,;;CO,:C·.)? No 
-------------------

:vill -:..':e :;ua=:mt"! ::e issued :;:ricr ":0 SeJ;:1:s,me.u: 
30, 1982. Yes 0.3 
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Section 222 (b) 

Will the proposed guaranty resul.t :L."l activities 
which emphasize: 

(1) projects providing improved home sites to 
poor families on which to build shelter 
and related servicesr 

(:) projects comprised of expandable core shelter 
units on serviceC sites1 

(3) slum upgradL~g projects designed to conserve 
and improve exiSting shel ter~ 

(4) shelter projects for low-income people de
signed for demonstration or L~stitution 
building; and 

(5) communi~i facilities and services L~ support 
of projects authorized under ~~s section to 
improve the shelter occupied !:ly ~'1e p'~r? 

Section 222 (c) 

If the proj ect requires ~'1e use of conservation af 
energy, 'liaS consideration gi.ven to ~'1e use of solal: 
energy technologies, where economically or tech
nically feasible? 

Section :23 ra) 

Will t..'1e A.I.D. guaran~l fee be i::1 an amount au
thorized !:Iy .=\..I.D. in accordance with its dele .. 
gat:ed powers? 

SeC":icn 223 (f) 

Is ~'1e :na.xi:mJlIl :-ate of interest allowable to ~'1e 

eligible w.S. Investor as prescribed by ~'1e 

Admi::1istrat:cr :lot :nore ~'1an one percent (l~) above 
~~e ~~ent: rate of interest applicable to ~ousing 
mc~gages insured by ~~e Dcpar~ent of Housing 

Yes !J.I 

No 

Yes p.l 

Yes p.3 

Yes p.l 

~~.A~.~ ___ _ 

Yes 

ar.d ~rban Sevelopment? Yes 
--~~-----------

Sectien :2 3 (~) 

~~ill '=..'1e ~uarant:1 .=\.;reement: provide t..'1at :10 paTJIent 
:nay be Tade ~~der ~~y ;uar3:.~! iss~ed for any less 
a:ising 01.!t: of f:at:d or ::usrepresent:3:cien for · .... n:.ch 
t..'1e :;:ar-::r seeJting :;:a:r.nent: is respcnsi:=le? Yes 

--~~-----------
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Section 223(j) 

(I) Wi.ll the proposeQ eousinq Guaranty be 
coordinated with and complementary to 
other development assistance in the 
host country? 

(2) Will t.'le proposed nousing Guaranty dem
onstrate the feasibility of par-..icular 
kinds of housing and other institutional 
arrangements? 

(3) 

(4 ) 

Is the project designed and planned by 
A.I.D. so t.~t at least 90 percent of 
t.'le face 'lalue of the proposed guaranty 
will be for housing suitable for families 
below the median income, or below t.'le 
~edian urban income for housing in urban 
areas, L"1 t.'le host count..ry? 

Will the issuance of this guarant"j cause 
the face 'la1u(': of guaranties issued wi t.'l 
respect to t.'le host countr:'! "0;; exceed 
$25 ~llion L"1 any fiscal year? 

fs) Will t.'le iss1.lance of t!lis guaranty cause 
':.he average face 'la1ue of all housing 
guaranties issued in this fiscal year to 
exceed $15 :nillio.n? 

Sec"tion 238(c} 
Will ':..'1e guarant"j agreement provide t.'lat it 
will cover only lenders who are "eligible 
investors" ',0/:' t..l-:in ':."le meaning of t!lis sec"tion 
of t..'le s...:at"'='"l:2 at t.'le ti.=le t:.'1e ;uarant"j is 
issued? 

Yes CDSS FY-81 

Yes 0.2 

Yes p.9 

No 

No 

Yes 
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B.. cr.taria Onder General Foreign Assistance Act Authority. 

Section 620/620~ 

1. Does the host country 'lIeet t!le general criteria 
for. country eligibili "::y under the Eoreign Assist
ance Act as set forth in the country eligibility 
checklist prepared at the beginning of each yeax? 

2. Is there any reason to believe that circum
stances have ~nange~ in ~~e host country so that 
it would now be L'lell.~...ble under the: country 
statutory checklist? No -------
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('Ullt r'ilrules: 

11H1"t',\SI! the aVdilttbility of 
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In d·.si~l r;(Jp ,tlU ill~ t'LOIHJllIil n'nlvl"-Y 
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CIIlIlIlUl1lly fa. i I it iI'S and serviLe pro
jP(.l!t ill Ill'"' I,u Olnl' ~,f;>t llt-·menls In L inl.l 
ilUei in utlu.:r rdl'iclly ~Jlllwill~ w'han 
Ll'lIlt'Pi. 

nul I'ul,· 

I) il.,i. ' .. rvlle~ and l"lililics 
Ihlt~ ft'jl'd. 

?) ~1"''''Jlhcl1ed IIVP sys.leru whid, 
('1I.lb I~' it I" a Ill'l1ci tu the nc"d, 
of Ih" lar'let '1n'up. 

Illputs: 

I) IIOII'~ 11111 ~lJdranly IiMI!. 

n GOY!',.," .. 'lIt gua,allly. 
1) (~nYf1I·nll.·nl as~uml'tion of l.')IIlhJII~t~ 

rhk. 
4) ~t II .. wn I,aym.'nl hy ta, 'let IJruup. 
~l DVI' w"rk~hollo/selllinMs fOI' 5&1',_ 
.. aVI' findlll:es 101 .. f bd lalll.e. 

life of Project: 

rHO J r l T n LSI G N S U H H A R Y 
LOGICAl fRAHUIIlRK 

rra. n 81) to n 8l 
Total U.'Sl' ... dlng 2~,1l. 
DAte Prepued: .~08rlO _ 

.- (1I1JEf.iivtiVVfillfiAilI r lilljlCI\[ORS -.-_. 
- Heasures'o n;oa'- ~Ull evi>,;,c" f,"- - .- .-

I) Inll-ease in nIllIlU"'- of urudll poor 
whu n'l c i vo p' oj ec t ''''·v ices Ly 
sup~"rt IlIg oil-going GOP I"'0'l,'ams, 
prlllcipally BVP's bd~lc services 
and WIIII.IllIty facilities prujects. 

(onrl it I "'IS II,,, t ., I II i 1Ir1 i I" I.· purpuse has 
hecn achiev{-d: fnd of pruject ,tatus. 
Ililisbllr~e VOm IIG loan wi llrill 2 yean_ 
2 Nuu.>e,- of projects ap"r"ved and 

fallrilies sened. 
'j) ilapirlity IIf OVP ,-eopo .. ,c to 11.-0' 

lIIotlng/developln'l projects. 
4) luw cost solutions Lrlng f",anced 

by BVP_ 
5) r'll our a!J i II~ the de\'e 1 01 IlIIe n t of 

prlljells ill "c(on,lary anll tedlary 
UrLan celllf'rs. 

Hagniluue of OlJtputs; 
1) Water - 11,000 
2) Sewerage - 7,600 
]) Electric - 8,700 
4) Home improvement - 4,200 

H[AHS On[Rlrl~ATlOl{-======~=-= ~--IHI'OItTAkl ~~J'J10I!~ -==--:~_.'= --- --- JSS .... ,tlOn for ochrevjng .,.,., l ... 'JI!ls: 
I) Records of BVP perfonnance to be (1J GIlP pullci"s alld In,tlt"tl"", 

provided by BVP. - - "Ill cant in..., to support lhe 
self ·hlp, e.olut lono.., upgradlAg 
of I"" Inc.- nelghbomoods. 

2) [eonomie recovery period will to_. 
place .. Ithln 1;-24 a>nth perlod.thOllo 

_________________________ . ____ ~':!~!.t~-'-n~ -'-~reas~~ r,op5l'r~r~_ t" ~eclor_ 

1) BVP reports based on Implementation 
records Including entities partici· 
pating, nUII""er of Individual projects. 
particlpdnts alld unit costs. 

BVP. participating entitles records. 
Com,l tillent and dlsburselJl(>nt records. 
AID nlOnitorlng. 

1) 8VP will be able to conli,_ to 
e."edlt lous Iy I .. ,I.-nl tltdr pro.,u85. 

2) ThHe are no unfor"s~eabl .. delay, in 
p,-ujeLl ."prov.ls by 101( and ~rllci
pating agencles_ 

1) Inflation does not drop ~o rapidly Uti' 
the project inlerest rile " .. ~d, tht
.arket rate during loan uerlod. 

4) PP.JJ. co •• , .. mity associations will 
(Cooperate as e.peeted. 

Assllllll,tlulls fur achieving outputs: 
I) There will be adequate effectlye 

de"",nd for senlces. 
2) There will be sufficient application. 

for sub-projeetL 

5) Number of projects implemented 

3) Suh'project a"proval and 1"",I.,.,ntall"" 
procedures "ill be efficient. 

6) Number of people impacted 
~------~- - ._-- - - --- ---------------------------

100ld"melltdl iUII L1ry"t (Iype alI<I Quantity) 

I) IIG 1710,/1 IOdn I I"lal uHllrit,utiuns. 
2) UisLursl'OIenl of lie; 1",," within 2 years 

of loan silJning. 
1) Work,hup,l,cminan/technical assista"ce 

a) ros I re,I,,( t Ions i III ro(tu(~d; 

b) env i '-'lIIn"'lIta I soundness ,.ys tem ill 
place; 

1) Reports and ,-eeords of AID. GOP, 
Inve,tor, BVP. and S&l's. 

AsslJDjltluns for prov Idlng Inputs: 

1) 

IlIve, turs ,,111 i,e found. 
GOP continue, 10 91v .. high priority 
to target yroup_ 
No drastic dec,ease In present 
efleLl i ve de,"alld/a ffordobility. 

I~ 

I~ 
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ANNEX F 

SOCIAL SOUNDNESS ANALYSIS 

Introduction 

The Annex assesses the project's contribution to the Mission's overall 
urban goal of improving the quality of life of the urban poor through the 
improved delivery of shelter-related services. 

Methodology 

The project assessment is based on a study of social needs and services 
in the pueblos jove~ of metropolitan Lima w'hich was carried out from mid
October to mid-November of 1979. That investigation included a review of 
primary and secondary sources of data on the puebl~s jovenes and inner-city 
tugurios (slums), study of the related activities of the Ministry of Housing 
and Construction (HOHC), and other relevant government and private ir.stitutions, 
including the BVP, as well as on-site visits to upwards of 35 pueblos jovenes 
and tugurios. At least h~lf of the community visits included one-on-one 
interviews with community leaders and residents. 

Summarv of Findings 

The pueblos jovenes, or squatter communities which ring Peruvian cities, 
represent a substantial portion of the country's urban population. The 
residents of the pueblos jovenes are the poorest, least educated and most 
vulnerable segment of the cities, living in cOIIrrilunities T..Thich offer p~imitive 
housing conditions, most of them lacking in one or more ~asic infrastructure 
services of electricity, water and waste systems. This contributes to 
serious health problems and limits possibilities for development, including 
that of electricity-based cottage industries which might create badly-needed 
employment and ease the financial crisis of ~ny families in the squatter 
cO-!llunities. 

m"lile acquisition of housing is a high priority in the pueblos jovenes, 
the normal lending rates are beyond their financial means. Under the 
circumstances, AID's strategy has been to support loans through the BVP and 
S&Ls for basic infrastructure and home improvement projects in the pueblos 
jovenes and similar low-income communities. 

The pueblos jovenes are organized into neighborhood councils, which 
originally received considerable support and technical assistance from 
SI):AHOS. :1any councils ,"ere instrumental in helping their communities to 
negotiate loans for basic services in the past and have experience in 
working wich credit institutions. The councils still exist and continue 
to function, and I.ill have a key role in negotiating sub-projects under the 
nel. loan. \,lh ile many neighborhood councils T..Tork eft 2C tively, others show 
need for technica! assistance in problem-solvin~ and concensus-building 
skills required to ?artici?ate in designing and implementing loan projects. 
There is promise of such .:lssistance from a nel. ?romotion/technical unit 
of the 3VP. 
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The program under analysis fills a void in c.redit resources for improve
ment of low income urban communities and uses a lending institution which has 
had long and successful experience in working with these communities. 
Implementation of sub-projects will have a positive impact on the health 
and ger.eral quality of life of the participating communities, with the 
:)ossibility of important secondary effects of employment generation, reduction 
in cost of infrastructure and home improvement projects, increased coordina
tion among public institutions whi~h work with the urban poor, and an 
integrated approach to development of the pueblos jovenes. 

I. The Social Landscape 

The pueblos jovenes are one of the most pervasive features of urban Peru. 
They are genp.cally one of the first sights the visitor encounters approaching 
Peruvian cjcies. Located on the urban fringes, the set~lements are usually 
unordered groupings of reed-mat or mud and wattle huts put up on unpaved 
dirt area~, lacking any basic infrastructure. As one moves closer to the 
urban center, these give way to more orderly but still rudimentary communities, 
mixtures of reed-mat huts and more solid construction, some of it only 
partially raised, with one or more of the basic amenities, some pueblos 
jov~nes closest to the urban shell are almost indistinguishable from their 
neighboring communities within the formal city limits. 

Demography 

The squatter settlements are the result of more than forty years of 
increasing rural to urban migration in Peru, the pattern flowing from rural 
communities to small urban centers to larger cities and finally to Lima, 
which has become figuratively and literally the capital city I)f the nation. 
More than half of Peru's urban population lives in Lima, over 75% ~f that 
in the pueblos jovenes and inner-city tugurios. The pattern and percentages 
are similar in other major urban areas. The greatest i~petus for the movement 
toward the urban centers is unquestionably economic opportunity, availability 
of education and health facilities, access to cencralized government services 
(although the government is attempting to decentralize its operations), and 
the less tangible but still important factor of status which the cities, 
especially Lima, confer on those who have migrated from the hinterlands. 
Statistics alone make a stunning case for the economic motivation of the 
emigrants. The average per capita real expenditures of a person in the eighth 
decile of the rural highlands is belo~v that 1~ the average resident of Lima 
in the third decile (within the bottom 30%).- ~emographic ~rojections 
indicate that at current fertility rates Peru's Dopulation will double by 
the end of the century. ;·1hile there are development plans to relieve the 
economic stagnation of the rural sierra regions of ?eru _"eir hoped-for 
iQpact on migration to che cities cannot be expected ~or many years. The 
increasing growc:h in rural births ~vill continue to swell the population of 
Peru's urban squatter sett~ements, through mi~ration, for the foreseeable 
::uture. 

1/ Draft Paper, Peru: A Shelter Strategy (IT 80 - 3!.), AID/lIDD/Lima, 5/9/79, 
Revision I, 12/12/79 



- 3 -

Emplovment 

Those who come to the cities from the rural areas begin at the bottom 
of the socio-economic scale. although their relative position may be au 
improvement over thair former condition. The emigrants arrive with poor 
education and few marketable skills which would permit them a successful 
economic transition to the urban environment. Only 48% of the rural popu
lation is literate; 67% of rural women and 42% of rural men are illiterate.1! 
The quality of rural education, when it is available, is often poor and 
rarely offers more than primary schooling. The severe economic recession 
which has afflicted Peru since 1977 has sharply reduced employment oppor
tunities in areas of work which might normally be job entry points for rural 
emigrants to the cities. As a result, urban unemployment and under-employ
ment are high, wi:h particular impact on those with few skills or experience. 

Employment cpportunities open to job-seekers in the squatter settlements 
fall into such low-paying, low-skill jobs as street-vending and service work, 
the latter predominantly in domestic employment. A survey of 11 pueblos 
jEvenes and similar low-income communities conducted by the Mutual Metro
politana of Lima in 1978 indicated that only 48.6% of workers had stable 
incomes. At the same time, inflation has eaten into real incomes, hitting 
hardest at those in the lover socia-economic strata. A study conducted 
by the Compania Peruana de Investigaciones de Mercade in June 1978 indicated 
that the loss in real income for the average low-income Lima housenold from 
December 1975 to December 1978 was 29.5%. A low-income family had to spend 
67.4% of its earnings on food, at then current prices, and a very low-income 
family spent up to 74.3% on food.~/ 

Housing 

Housing needs in the pueblos jovenes far outstrip the ability of the 
residents to obtain adequate shelter. The impact of inflation and high 
interest rates has brought home constructIon to a virtual standstill, 
exacerbating the housing shortage. The impact in the pueblos jovenes is 
particularly acute. The sizeable proportion of the population which lives 
in huts made of reed mats Cesteras) or in partially built homes of more 
solid material, usually brick, have had to postpone acquiring more adequate 
shelter. Some housing construction is taking place in the squatter com
munities, although there is a question as to how it is being financed. 
There is no question that residents of the Dueblos jovenes place a high 
priority on the acquisition of their Ow~ homes, and are prepared to make 
considerable sacrifices to obtain them. Status is prob.:1bly as much involved 
as the need for sheltar, as evidenced by their use of expensive material noble 
such as brick, over less costly but serviceable alternatives. -------

1/ AID:PERU. CDSS. FY '82. January 1980 

2/ AID:PERlJ. Research on :-lalnutrition ... A Quantitative StudY on the Recent 
Situation in Li::1a. ~!ission :!emCr.lndUIll .\-19, :!ay 7, 1979. 
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The urban strategy of AID in Peru focuses on providing credit on terms 
which the target communities can afford in order to secure basic services. 
Their absence contributes to serious health and security problems, as well 
as increasing financial burdens. As installation projects are delayed, 
their costs rise, taking them still further from the reach of the target 
population, presenting the prospect of greater st~ain on their already 
fragile economic resources when the projects are finally begun. 

It is difficult to generalize about pueblos jovenes. Within each 
community there is a great disparity of social and economic situations, 
manifested by the diversity in the types aud condition of shelter to be 
found within their confines. Family incomes vary s~arply, and while com
munity income averages can indicate something about the general affordability 
of projects, such figures do not take into account the real difficulty a 
proposed project may pose for individual families within that community. 
While the record shows that there have been relatively few defaults on 
infrastructure payments from low-income communities, the variance and 
instability in family incomes within the pueblos jovenes should be 
taken into account in the design and financing of projects. 

Health 

Given the high incidence of unemployment, underemployment, poor housing, 
lack of basic infrastructure, and the disproportionate percentage of family 
income which must be spent on food, it is not surprising tr.at serious health 
problems rank high on the list of descriptions of the squatter communities. 
Studies indicate that up to 26.1% of low-income families in metropolitan 
Lima suffered from severe nutritional inadequacy in 1979 '.V The impact of 
these figures can be seen in related statistics of the Children's Hospital 
of Lima, ' .. here more than 6':l~~ of children admitted in 1976 ~vere malnout:ished. 
with 29% of infants under one year of age showing symptoms of third-degree, 
or extreme malautrition.2/ Those figures are undoubtedly higher today in 
light of the consi.derablY worsened economic situation since the data were 
taken. Medicines are almost totally outside the reach of the target 
population, having risen an aggregate of 366% bet~veep. 1972 - 1976. \~bile 

health posts sponsored by the ~~inistry of Health, some private voluntary 
organizations and some built 1.Jy the ~::;mmuuities themselve:3 do exist, they 
do not begin to cover the need. ~lany remain empty shells, since neither 
the government nor other sponsors have the budget for personnel, equipment, 
and ~edicines to operate them. 

The environment of I:Iany pueblos jovenes themselves constitute health 
hazards. Garbage collection in the ~ueblos jovenes is sPQradic, and counds 
of garbage, some of it burning. are a common sight in ~any of the low-income 
communities. 

1/ See Research on ~alnutrition ... , op. cit. 

2/ Instituto ~acional de Estadistica (INE) del Peru, £1 Nino an el Peru, Lima. 
1979. 
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~ducation and Child Care 

Public educatiun fa~:'l ities in the 100.'-income communities do exist, but 
thev are :i,:Jited •. :lnd again, are not adequate to the need. Private programs, 
such as :he 5cheols of Fe :: Alegri.:l, a church-sponsored program, must supple
::Jent ?ub~:'c reSOl:::ces. ?re-school and ,.::Lild care facilities are scarce. in 
spite of ~he efforts of public and private resources in this area. Figures 
show ~h:lt ::1 ~?77, ::., u70 infants were cared for in nurseries in :netro',lolitan 
Li:Ja. A 1~7? 5tl:dv i~dicatej that in 1975 only 5.5~ of chilaren eligible 
for the :3tcl":'ces '~'er2 enroi':'ea in ?;e-scnool centers in Peru.ll 

:;'e :-ole ,J.nd si~·J.Jticq of r,.;om~n ~~ the 'Jueblos jovenes is an area in 
· .. hic:: fe· ... ,st'Jcies have '::>ee!1 ::Jade. ~luch ::Jore needs to be knO\offi about their 
:lUeDerS, ~arital status, roles 1S ~others, heads of households, economic 
~ro\,:.jE:rs, as ·,.;ell as socio-polit.i.,:,::il r-oles ,.;ith the ,::ommunitics, tneir 
.1:ti:udeS1:1:': :leeds. :n:or::-,,::ll oDser.';ltion and inter :~ews, as well as such 
jata .15 ":~:3t. :',.dicate ::1:.lt 1:1 the ~ove froe tre rural environment to the 
.::i~ie5 50~e factors i:1 :~e ~onen's lives remain constant, but other change. 
30neti~es rldicall~. 

~:1 ::~~ r'Jr3':' setting '~'or:le:1 113\'e an inport.:lnt role in alDost all phases 
~[ 3~ric'Jl:u~3l ~r2~uction and ~arketi~g. 3S weI! as the traditional 
responsi~i:i:!es ~f child-rearing, housekee~in~, sewing, coo~i:1g and tending 
~>2 -':cr:les:::': :;:-:i:J;:'~s suc'1 ,]05 ~ Cs'Jinea ?igs), · .• hicn are sources of food. 
::--. ?2~,!, ::-:'-:: ::1 3rtis3:1 :-22..2:1[3. rj· .. .11 ~.;or;:e'J alsu ;:>lay 3n ~-:1?ortant 

,.:\=~;.c\;.'.i~ :-:,~~ :.~ ?!':":)JUL:':1-; >.and~·L1r;': ':'3~~ing :ro:1 :,;1:t:ed a':?3Cd s~"eaters 

l::li 7l~nL:'-1~s :: ·,.;C)Vc.D ::-·,.!~s. J3.S~2t3, ':er3mics, et'2., in acc:irjo', ro ;.Jaking 
':.3.::-:: ?r2c'Uc to; 5UC:' JS :~'2eses ...inc .:::~ar JLmco, ..1 Clilk-:".:lsecl, 5,,:eet dessert. 
::--.es2 .Jr2 1:'::" i::por:J.nt scur.:es :][ :.1.::1i~:: :':1co~e i~ ..... 'ri.:h the ~~omen not 
a:11y enga~e i:1 productiun, but sell the ite~s in the regional ~.]rkets. Few 
:-'j~:l~ ·. __ ·Cr:e~, :;2\ .. ;e\~2r, ~~].\~~ ~:;r.:1.J.2. ~\:;DS -Jut~i:'e J:' ~~e ionestic set:ing. 
:~ile 5c'1c~:3 are :-:C8~~3::~ J2~:1 :c ~O~S and ~ir':'s. fe~ r-~r31 W0ce~ complete 
::~e:'r ;::"."~ary eci'..;c.:t::Crt. :"'~::?!,"3C~." :-a:es for :-'Jr31 · ... ~otlen .1r-e cor~3ider3.bly 

lJwer :~3~ :~ose ~i rur~~ ~e~. 

~hen :~ese '.;c=en :c=e t~ :~~ ::t:25 :~e~ ~r2 ill-or2D3re~ ~0r the 
.::;'al2.e!1.;es or :..l:-:;a:1 2.~:e • . ·.~l.-·~ ~~.l:1~: ':J[ ::;e:'~ : ,:":'Jil:: :-espc:1si':Ji:!.i:ies 
:-enJ.i:1 :he :3cl-:le (~::i=-~ :-e~:.~~~? :lC'''!':;t~:E:e;:'::1g, \:~)(~~in~), :~1ey are C:Jt off 
::-\J;-J ::;'3ny ot:-:e:- 3.reJ3 ~: ::lei:- ~;Jr.:i~~!:" 2.i· ... es · .. ;r:iL~ ;;3"~"e :~le~ stanci:'!1g in the 

3ctivities. extended fa~i:y relatio:1ships ~hic~ ?r0vicied child-care services 
~hen ~e~ded. ~~c a;e-old :r3ditians ~hich ;uiiea 3nci jut:~essed their roles, 

:Jr:,an :lreas. 

1./ Jv'erSe3S ::~uc.:J.tiJ:1 ?t..:l1G )[ ::,-= I..~3.gu~ \1r .\l~~en ~.l'ot-2rs. c:,ild Care ~eed.s 
::1 ~·~:'3n .1:"'.":' ?.:lr3.1 ?2!"t;. ~':'l:=;'ni::gtL'n, J.e., .';ug. ~9i9. 

http:Infor.al
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the pueblos jovenes, although some of this does take place on a limited scale. 
There appear to be few cottage indust~ies in the urban communities which might 
give women opportunities to supplement family income. Women's activities in 
one sense .:lre therefore much more L~ircUIDscribed to housekeeping and child 
rearing in the cities. On the other hand, economic realities have forced 
more and Dore women, particularly i~ the lower socia-economic strata, to seek 
employment outside of the home. Their poor educational background and almost 
total lack of vocational "reparation, leave them fe'''' employment alternatives 
other than street-vending and domestic service, both low-paying and unstabJ.e 
occupations. Child care is becoming an increasingly important problem for 
these women. ~ittle data is available an women heads of households in the 
urban Jarrios and slums, but all indications are that the phenomenon is much 
more prevalent in the cities than i~ the rural ~reas, and certainly more so 
than of:icial notice ~ould indicate. Since this has important implications 
for urban project development, data collection on this issue should be a 
priority component in social planning for Peruvian cities. 

II. OrganizJtional Context 

The putlblc 5 jovenes of Peru are unique in that the Peruvian government 
has institutio~alized what in ~any other developi~g c0untries are allowed to 
remain simply as chaotic by-products of the development process. Ori~inally 

termed barriadas, the shanty-towns which began to spring up around Peruvian 
~ities ~n the i930's-40's, and continued with increasing rate and density, 
'",ere LHer bapcized as ?ueclos jovenes, of "young tOwTlS" by the I,'elasco ad
ministration in 1968, as part 0: a politically :noti'latect effort to change the 
:1.espti'/e i::1a::c.~ of the 'Jarri3d3s 3nd to;pin their support for the re!orns and 
socio-eco:1.o~ic changes ?iJnned by :he revolution3r~ 30vernment, In order to 
channel. 3r.U ::100i11ze that support the sover:1ment cre3ted SI:~A":!OS (Sisre>ma 
~acional de Apoyo a 1a ~obilizacion Social), a movement to create cadres at 
the grass-rJcrs ~evel to :mple~e~t the proposed soci:;l and economic reforms. 
One of sev·~·!OS' principal r-espcnsi::,ilit:es was to promote and control com
::1Uni:y .)r;ani2.dtion in the ;;olitic311:; ':oi3ti~e 3~uatter cOrI!I:1unities. It 
.Ji~cred t:-:e: ,:.J::::::uniti2s l'2gal st3tuS 35 special ;Jroteges or the government 
'Jnd2r JeC::'2~ ~.:J'''; lJj17, '.,·hic:' officially recognized 31.2. ~os jovenes 
or;anized ;;r::'or ~J :9~O, 3~d ~romised the ::esitients eve~tual title to the 
lands :he~ ~dd i:1vare~ ::1 retur:1 for their support of the ;cver~~ent . 

.3I:;A.;';j]S~ ::--.rJu,;:' i~s l:..ple 3t:.1:f or "~r~~otQres soc:al~s," org3nizt2d the 
:;u~bl,.)s ':0'.~neS :J:Qng ?::rc.l.~:'~.3.1 l:':;.es r ... :hic!1 s(ill :onstit'.l:e the basic 
or;.:lni::atior.a1 J,at::ern J: t;leSe ::or..::1Uniti2s. =3C~1 ,:·.J'llDunit:: ;:'lock elected 
represe~t:3c:i:!e'i :0 3 :2,":'::e '!eci:13l.. or :1ei'~~borhooQ c01:!IIJittee. This cOl!lI:1h-tee, 
consistin~ 2: .3. coordinater, treasurer. 3ec::erar~ 3nd, optionally, 1 sports ~r 
rec!'"·2.:1~ior:. ":'J(':L.·~:~at:Jrt ·...,·c:-:tt::1'; ~Jr::mi.::tee represent3ti':e. -2C:::., ~n t.urn :3~!1t: 

its '2oordin.Jt':Jr :0 ~e?reS~~: i: 'In :t C~~C:-3~ ,::o~T"Jit':.e~ oI t:,e :Jueblo jcve:1, or 
CO?R()DE (':or.:::e i-ro Jes.arr:J2.2.o), ' . .;hieD e~t:'cted 3n e:<eC'.lti'le cOr:n::litt!:!e. or 
junta direc:::'!,] frar:l .1:::ong ::'r.5 :;e::1cers. The ?resident ct :he 2xec.lth ~ 
,::C::' .. ::Ji:::ee ~·;3S .lIse :1e 2orr.:u:1ic::'s re?res2:1t2.ti'!e ::" .1 2.cnal assoctation of 
Juehl:Js :~~e:1.es, and t1::'" ]"soc~at~Jrl ~as re9resented at a ~it7-wide 35socia
tion of (':1e cO~'i:U~icies. 

http:SIN'_.OS
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The social ~ro~otors gave this structure considerable technical assist
ance in organizational techniques and leadership development, which enabled 
the communities, with SI~&'lOS frequently playing an ombudsman role, to gain 
access to the central government for assistance or solution of problems to a 
degree they had never known before. SI~~IOS' backing was particularly helpfuJ 
in moving :nany communities through the freq1lently tortt·ous remodeling-entitle
ment process which had been established to formalize the situatic, of the 
families living on invaded land, and to help the communities to obtain basic 
infrast"'''cture. 

~ot all communities :eceived the full range of SI~AMOS' attention, since 
even SI~&~OS' ample budget had its limitations; but at the minimum all com
:nunities recognized as ~los jovenes under D.L. 13517 were organized along 
the lines described. It is important to note that D.L. 13517 only officially 
recognized squatter communiti2s established prior to 1960. ~any more came 
into being after that date and continue to do so. Their legal standing is in 
limbo, although in practice most of them are organized in the same way and 
receive so~e assi~t3nce from the ~OHC, which took over many of the functions 
of SI:I~IOS when it · ... as de-activated in 1978. 

~OP~ communities which received concentrated technical assistance from 
SI~lA}IOC: have maint.:lined t;,eir cohesion and the advantages are apparent in the 
degr~e to which they have teen able to move ahead in obtaining infrastructure, 
buildi~g permanent shelter, developing green areas and other community 
faci~,ities. The ~OHC, as a matter of policy as well as budgetary restrictions, 
~rov~:es only limited technical assLstance to the pueblos jovenes, and this 
is focused on :noving them through reluuieling-entitlcment. The HOHC's current 
resources cannot adequately :neet th~ .Ieed for assistance even on this level . 

..... s a result, :nany community organizations are experiencing varied degrees 
of disintegration, lack of confidence in their leadership. lack of member 
participation in neetings and cor.ununity affairs, and inter-personal, intra
community dissension. This tends to weaken the effectiveness of community 
decision-Takin~ on i~portant issues such as infrastructure ~rojects and other 
jo:'nt cor..rnunit:; Clcti'Jities. Frustr::ltion 3nd narrow interests sometime prevail 
and costly mistakes ar2 :nade. ~~o instances illustrate this point. In one 
case a comI:mnit? · ... 3S divided Jver. the issue af ',;hether to install both '..;rater 
and a sewerage ~yste!'D. 0ne group wished to ~o ahead with the project, another 
~roup balked 3.t the cost. Conrnunit:; leadership -,.;as not able to resolve the 
issue. As t~e deb3te ~ent on for :nany :nonths, costs rose, to the dismay of 
:he ~roup ~hich w3nted to ;0 ahead with the project. Finall~ it 2ecided to 
move on its o' ... ;n. ::l!:d :1ad the in:rastructure installd tor r:!le half of the 
community it repr,"sent2d. le3vi:1g the other ha,l,f -,.Jithout these services. At 
last report the situation had not changed, and the corrnnunity's social fabd''; 
had ~een tor~ apart in :e~s of ?ulling together in [he :uture resolution u£ 
other corr:munit:; :If!t:ds. ,.;, second instanct:, in ano[her sr::aller cOlllI:lunity, saw 
a sL1lilar controversy arise over t!1e issue of electricity, -."ith the same 
results. 

It is i2portant to ~ote these exa~ples in li~hc 0: che ?roposed loan's 
assumption that neighborhood councils will have an icportant role in project 
c.:eveloument. They will be e:-qec:ed to hel;> the co::rrnunities discuss and reach 
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consensus on priorities for basic services and facilities, participate in 
pruject design, agree on costs, make decisions on saving for down payments 
as well as contributing labor to reduce the cost of these p~ojects. In order 
to achieve the objective of meeting the needs of low-income urban communities, 
the proposed loan should factor in provisions for technical assistance to the 
communities involved. 

In this regard, the projected creation of a technical/promotional unit 
within the 3\'1', which will use an outreach program staffed by "promotors" to 
assist communities in obtaining credit and using it more effectively, should 
be a useful development. It will be important for the BVP to staff this unit 
with per~ons who combine experience in working with low-income clients. know
ledge of the community structure and problems of the pueblos jovenes. and 
group and human relations skills. The work of this unit could be strengthened 
and its impact made broader through coordination with the local units of the 
~!OHC responsible for technical assistance to the pueblos 40venes. T.lese 
functions. reside principally in the Technical Units and ~eighborhood Organiza
tion Units at the sub-region and zonal levels. The proposed loan program 
will succeed to the extent that client groups are prepared through eff~ctive 
technical assistance and are made t~ feel that the lending institution under
stands their situation and is sympathetic to their needs. 

III. bstitutional Interface 

The B\T has had considerable experience in dealing directly with low
income communities. Since 1969 the BVP has been instrumental in financing 
low-cost and self-help shelter as well as basic infrastructure programs 
benefitr.ing a significant !1tu:loer of low-income urban communities in Peru •. 
The avp 'r:as s:'1own sensitivit? to the. special requirements of the targat 
group in its proposed ~reation of a new department to work with the low
income communities and their representatives in preparing sub-projects, and 
presumabl:r in giving ther:1 further technical assistance as needed during 
project implementation. The creation of such a depar~~ent may open the door 
to :1 variet:: of expanded roles ror the 3VP in the pueblos jovenes and other 
low'-income.:orrnnunitio::s. :lot unli,.:e the role of the Instituto de Credito in 
Colombia. ~hich has responsi~ility not only for housing and housing related 
credit progr~us 1ut also for ~any ~ommunity organization and development 
activitie: to :'r:1p:ove t:le general quality of lEe in these cOl:lIllunities. 
The possibili:y of financing facilities such as schools, health posts, 
~arkets, etc. in low-income communiti-s, pr.ovides ~~other ~:'~eresting avenue 
by which the 3a:lk ~:'~ht e~pand its contribution to the dev~lapment of the 
DueD los ~ ovenf~S . t , ____ _ 

7he '.Jtilit"] conc'~ssionai!'es bvolved ·,.;i::h the ?rojec:s C:::SAL, ESAR, 
:::lec:ro-li:::a :In( 2:1ectr0-?eru) have had :onsiierable experience in working 
~.:ith the 31,T, \.:i:h low-':'ncome cOr.u:lunities, and ~"ith pri'Jate contractors in 
similar Dr~j~~ts. There has. however, been a feeling expressed by some 
represent.:1tivesJr ::ce nueblos iovenes th.:rt the utility compani~s have not 
a:~3ys been sensi::'ve to ~heir needs. It ~ill be i~portant far the represen
tatives af thy cJopanies, as ~ell as t~ose of the 3VP and private contractors, 
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to establish a climate of mutual trust in negotiations with the communities. 
and to make certain that the terms and procedures of the proposed sub-projects 
are clearly understood during both the design and the implementation phases. 

IV. Motivation 

If past performance is indicative. there will be considerable interest 
on the part of individual families and communities who do not ;Ie --H have 
basic infrastructure to take advantage of the terms to be offt:::ced by the 5VP 
for sub-projects. A significant number of urban ho~es are still without 
basic services, and loans of this type hold the only reasonable hope that 
residents o[ the pueblos jovenes aTld other low-income communities have to 
acquire them. Apart from the easily perceived benefits of electricity, 
wLter, and sewerage facilities, the installation of these facilities brings 
significant savings in expenditures for water bought :rom trucks,for candles, 
and for other sources of illumination, all of which cost: considerably more 
than the installed services. 

The likelihood that the target community will take advantage of the 
program is increased further by the prospect of promotion and technical 
assistance planned by t:1e BVP. Those who may be expected not to participate 
are families and c~rnmunities categorized as the very poor--those who must 
spend up to 74% of their income on food. Families in the next highest 
category, those who earn approximately S/.30,OOO per month, may also find 
it difficult to meet the financial demands of loans, but evidence shows 
that many families in this bracket are prepared to make considerable 
sacrifices to acquire shelter and basic services. 

VII. Obstacles 

While the proposed loan follows in the steps of previous similar 
programs, several of I"hich are still being implemented, it is nonetheless 
, portant to recapitulate here seve.al areas of possible limitation to 
d.taining the objectives of the current HG program, together with suggested 
approach~~ for ~iti5ating their iopact. 

1. Jisparities in income, particularly in a period of severe recession 
such as Peru is currently experiencing, may create problems in given commu
nities in being able to ag=e~ on projects, lealing to costly delays or even 
indefinite post?one~ent of such projects, as has occurred in the past. These 
situations will require consideration of inn~vative solutions, such as modi
:ication of tr~ditional designs for installatio~ of services which would 
bring their costs to a more widely attainable level, cre3tive financing 
arrangements, etC'. Je'lising auch solut ~ons '."ill re~uire ma:dmuo use of the 
talents of the aV?'s proposed promotional/technical teams as well as those 
of thA utility concessionaires and the private contractors. 
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2. }luch of the anticipated success of the current loan program is 
predicted OT'. the effective functioning and participation of community 
councils. Wh~le many existing councils were formed under the tutelage of 
SINAMOS and continue to function ~ell, others do not function as well for a 
variety of reasons, including less technical assistance from the ~inistry of 
Housing, community factionalism, and the host of other problems which can 
afflict any or~~nization, such as interpersonal friction, rivalries, poor 
leadership an~ problem-solving skills, replacement of individuals on com
mittees, etc. With the de-activation of SINAHOS and the considerably 
restricted resources )f the ~OHC, a technical assistance vacuum exists, and 
the committees are largely left to shift for themselves. Given their central 
Given their central role in the loan program, it will be of particular 
importance t~ fill the vacuum. Coordination between the BVP and the relevant 
units of the ~IOHC is again stressed as a means of increasing the impact of 
technical assistance to the community organization:. Such coordination can 
establish a useful precedent for wider coordination of activities between 
these institutions, both of which are essential to urban shelter developoent. 

3. The project description includes the possibility of the BVP 
~king part of the loan funds available for building schools, health posts, 
markets. etc. \~1ile such facilities are unquestionably needed, as some of 
the earlier cited statistics demonstrate, residents of the pueblos jovenes 
~ill place higher priority for use of their scarce funds on acquiring infra
structure. The concerned ministries should be brought inte the planning 
process. n1is \o/Ould have the advantage of promoting coordination with their 
ongoing and planned programs. as well as an integrated apprcach to develop
ment of the low-income urban co~unities. 

~. Social and economic conditions in low-income commun1t1es outside 
of Lima vary considerably ~rom those of ~he capital city. Income levels are 
lower. '"nile t~e 3VP has ~o/Orked "lith such communities in the past, using 
comparable lending rates, it would be ~portant to evaluate these experiences 
in the light of current economic conditions. 

5. The level of sophistication and effectiveness of community organi
zations in ci~ies outside of Lima 3imilarly can Je expected to Je more limited. 
requiring particular ensitivity and skills on the part of 3ank officials and 
others ~.;ho ~.;ill ·..;or~ ~.;ith them in order to dvoid proble!:Js due to 1.1 reakdOlms 
in the decision-making process. ~isunderstandin~s In design plans. te~s of 
loan contracts. 3uspicion due to class di~ferences. etc. Here again. previous 
experience of the 31.?, utilities. and contractors should Je evaluated in 
order to ensure the effectiveness of procedures under the new loan program. 

~:IIr. Communication 3t!:"ate..zitOs 

In ord~r fot" Jenefits to :-e.:J.ch :~e cit~:3i::ed target groups, inr:)r.nation 
on the program =ust ~e =acie availabl~ to t~e~. ~his ~ill require an ef~ort 
on the ;Jar:: ·)r ::he 5\1'. '-13i::s Jiverse ::r,:1n:,.e~s.)i cO::::Junic:ltion :;Jost ~il<ely 

to reach :::10se living i:1 t::e :Jueblos icve:1es and si:1ilar cOT:l:l1unities. In this 
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regard. the technical assistance and community organization units of the 
~Iinistry c f Housing could playa useful role in making known the availability 
of these loan funds and in ~elping to identify communiti~s which could ffiOSt 
appropriatel? apply for them. This represents another area for BVP-HOHC 
Loordination to further mutual objectives. 

• IX. Spread Effects 

There will be several import~nt spread effects emanating from this 
loan program. 

1. This loan suppor:s the BVP's effort ~o develop and implement a 
new outreach pronotion and technical JS3istanc~ unit within its organiz3tion31 
structure. '..Jhose servic.es lvill extend '~,·yond t: 'Ie time and client boundaries of 
this program in benefit of a signific'lntl:; wider segment of the urban poor . 

.., The program provides opportu:1ities for greater col.laboration bet-
ween relevant units of the 3VP and the :HJHC, which ~ill result in improved 
service to the target popula tian by b,' th ~:1sti tut ions. 

3. \,11ile it is not yet clear ,.;hat procedures '..Jill be Ilsed under this 
loan for ~: inancing community L.l.cilities such as scr..'l)ls. healtt-, posts, and 
markets in the pueblos jovenes, it is apparent that it will require and 
stjeulate communities interested in ac~uirin~ these facilities to increased 
org~nizational activities to de3l with the issues involved. 7he larger 
b~nefits accruing from such exr~riences, if t:!ey are suppcrted by technical 
:lssistance as needed, are to ir.crease corr:mur::'~y Lohesior:, "harpen gro'.Ij) 
pr~blem-solving skills, and to enable th~ cc~municies tc move i:1to brcader 
dreas of ~.Jrrnnunit:: development. 

4. The ;Jrojec t offers further opportunities for the util:.ties, private 
contrac tors ,:IU builders to accurnula te experience in working ,vi th low-incC'rne 
popul~tions. ~hlch should provi~e a g~od base for continuing to wcrk with 
theE~ gro~~s outsiJ~ of AID-sponsored program~. 

~. The :';nplement:1Cion of stt:dies and the deve.!.opment of demonstration 
:Jrojects to inc:eJse t!',;elf-'1elo c:)rnponent 1:1 '20nnnunity upgrading should 
~romote use ,)t :he tt"<::~:'ques develcped in ct ',ilk range of l)cher progra:ns and 
thus jenefitl far gre~ter papulacion than th3C c~ntempl3:ed under the pro
?osei loan. 

6. Implementation .::: the compone,,~ of the ,!,,),:':1 program ::~~:ligned t:J 
~rovide ~ealth, education and other supple~encar~ ccmmunicy fac:'lities to the 
1ueblos jovenes ~ill st:engchcn needed 2~ll3bor2tion and inte7rated planning 
:,enleen the ~cr.:.:r,unitil:::: ~nd :-'I,':-l:'c i::st:'tuticns JS '';ell ,.lS among t!le institu
tions themsel~es. 

:nst~ll2tion of e:ec:ricity in :he oueblcs jovenes ~ill ~rovide 
opportunities ~0r ~e~elopcent 0- "ttage i::2ustries and small ~usi::esses 
~epend2::t on this ~esource. 
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x. Social Conseauences and Benefit Incidence 

1. Benefi:iaries of the loan program 

Those ~ost immediately benefitting from this program ~i11 be the 
indi':idual £,:11:111ie5 · ... hich particirate in loan projects. The most tangible 
bene£~ts will be in i~proved h~alth, decreased COStS for water and electricity, 
and ',.creased :>Ecuriti', often mentionf't: as cl prime concern ',;here electricity 
for ~:lwnincltion ~;1 l.Jckim:. T1,' communities themselves wiU '"ene£ it from 
the upgrading of the gener~l quality of life whfch accrues fr~~ availability 
oi these basic facilities, as ~ell as from an iuprovement in self-image which 
.::an .:lct as a strong psychologicJ.l sti::1ulus tc actively seek l:urther impr~)Ve

:nents on :m individual and cOllJ::'.:.mity le\"e1. ,'he communities 'Nill further 
benefit from strengthening of their nr;~nizational capahilities and indirectly 
frc'll increased coorriinac:'on among pub~'::,: and private ir,stitutions which may 
res:llt .:lS Ji.f:' ':>rent component s or the program :tre irnplementec" part1.t:ularly 
these ~onc2rn0j with health, educ:tti~n, emplo\~en~ and reduct,ion of con
struction costs. 

Centractors, labor"rs 3nd othcl:'sinvolved ~1I diverse segments of the 
construc tion inlbstr:.r \.;ill £!lso 'reap economir. benefits. .\ large percentage 
of the laborers emplov,·d i.n constr-Jction pro>'=!cts live in pueblos jovenes 
and si..."Ji13r ;::onIDlunities. 

f.jor..::n will also experience a number ,J£ direct 3na indir,~ct benefits. 
\';omen ami girls Ivill enjov ':le benefits or iilstal1l·,j basic in:=rastructure. 
I~d!vidual w3t~r ;::onnections and electri.::ity will "Jake che task of house
~eepin~ ccnsirierably easier, and i~proved healr~ ~ill ha~e positive impact 
~or women 35 i~dividual~ and ~~ their role as fa~jly nurse. Inc~eased 

:rganizationa2. ']ctivities in ::1<2 community ":,'ound various asp'.'::ts of the 
sub-projects ~ay ~rovide ~ew outlets, roles and status for wo~~n as they 
have opportunities to participate in planning for community development, 
particul,]~ly those Jct~vities r~13ted to health, e~ilcatiDn and child-care 
facilities. The potentLll ~s there and should be encour;jg~d by those 
;Jromoting these projec:-:i. \,omen could benefit econornica:~y through employ
~ent en various !evels in he31th posts, schools and child care centers, as 
well as in coc~Juritv-base~ industries which may develop directly or indirectly 
as a result 0:" t~e lL~all ;:-::-:'J'e"r3rn. 

The :;\)OL,·.,;t ~f t.:he :Jueblos ~ovenes l::1d ether 10ly-income cOl1!IIlunities 
:Jhose income :'2'1el ?-..:ts the::1 ·:-elo\.; the r:mge or ;:tnv credit progrlm will not 
Jenefit direct 1:: :'rom che current loan. ~e progra~ does not ?o~;itively 

i:71pac t the ~JOor:': :~:: the ?oor ·~:~ce!)c as it :Jr')':iJes er.1p loyment ~'or construc
:ion Llborers. 

T~e 103n ~r~;~3c st~~sses ?~~t~~i?ation 'J:' nei;hb0rhood councils in the 
~esig~ and devei~~~ent of ~rojec:s ~nd ~akes :echnical Jssistance available 
to these co.neils to ensure chat th~!r participation is effective. :he 

http:gener.il
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important involvement in activities which ~ill have considerable impact on 
their lives and on their comu,unities should enhance the ability of the 
neighborhood councils to deal with public and ?rivate institutions in the 
future, giving the communities greater control over their development. 
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b. :·1etroooli:an Li~a 

:'!:e ?e!"'.:vian i:apit.3.1 has 3. higher pop'J.la-:icn than iouble the 
s'.!!!!::!' :he ~ex: t'.;e2.-:e ~i':.ies. According ':0 "\::;'5 SSA (Annex 5), the 
city :3 ~r~~e::=d ~0 ~o~:ai~ 4.3 ~illi~n ~eo~le i~ l?cO. Sin:~ ~he city 
is ,)ve!"' .. ::el::i~~ly i:1::a'oi ted by 're-::y poor ~eople (75~ 0:' ':he total) 
3 ... l1d ::3.S 5-:: 0 \,11 30 -::3.~ij]:r (:'r:J!!J 630, Joe peo~le in 19l!O), there is 3. 
Y'esll2.:. :'ng la.c~ of '.l.!'":a...'1 ~lar.!1i::g. ;:·:-;or:~3.!1':0u5, ~a.pta.zari, i!1eff:'cien~ 

gr::n.r:h ~a5 Jc~urred., ':0 tte d.et!"::::e!1t. J:' all CS'I'lcsr-r:ei. Cne:>f :he. 
Toajc-:: 3hcr::':llls is in 'Jrba.'1 in:'-::3.str'.lct.:.:re, especi3.l1Y potable '..;ater 
a.'1d sewera~e. 
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Roads and housing and other s~ructures are susceptible to bei~g covered. 
FroPer ,.~esi~!1 fe!l.t'~.:-~s to mi.tigate these protler.:s inc:i.:.lde: 1) :orrect 
site :':lc3.ti::m, a:~·3.'J :r::n the Fath ·:>f prevailing sa.'1i rr.otion and a"ay 
from :'ire:t :::::;:act :-ro::: ''''i:::ds, if at all pos3ible; 2) pla!'.t:::g of shrubs 
and :re~.i :'n :i:les ~:J ~!,"~3.k t::'e farce 0:'" t~e ·..ri::d 3.!1d stop :::e free 
mO"le~ .. -=:1~ .Jf 3and; ?.r..d 3) 3.~pr::~!'"i3.t.e si~.~ :'a:r:u"t :f st.reet3 :.nd :Jrie:1ta
tio~ cf juil~:~g3, a~~ so ~~~h_ in Jrie~ :G :~ea:e ~arri~~s ~a ~cvir.g 
sand 3.nd high .,.inds. 

T.1e jur:gle, espe:ial:'] 3. pla.ce lii..e Iq'.li~cs (;.. .. i:i:~ is or ... the 
.. ~a.z:.n), is a r-egi:,r: .. ..;:.th a. s~!"-;l·J.s 0:"' ·..:a-:-=~, ir. its :na..r.ifestati:Jns 
a.s ?recipita-.. ~:Jn, as a rive:: ar..d 3.5 ".·lat.2:" :In "':::e ~3.~.j. S;ec:3.2. dif:-i,::'..l2. -::'es 
are prese~ted by ~ea'r:." rai~s, :"':::c::'::lg s.nd Co h:gh ·,.;a~er table. Desig:1 
0:' ?ro~ec~.s should endeavor tQ keep awa:.r f:-8n flood plain lGc3.:.:'~n (re
q"J.irir..g knc"..;2.-=d.ge of pr~vious ::: ... :..~..,od re3.:::es) and tQ en3UI'~ adequa:.e stor~ 
"..;a~er dr3.i::a.;~ (in 3.ssccia:i::1 wi::: "N'3.~e!'" =..:::i se .... ;e~age i~s-:al:3.tio;.1). 

r:::e ",.iester~ 3:'ie 8f :::e :~'!J.'-:'=S :.S a :-eg:C:1 c: ... ~i~!1-vel:Jcity 
a~talanc::es i!1 ::-.. e ri v"=r- vs.':'':''-=:.''s, tri~g-:::"ei b:r sharp ::eav:r !'3.i!1s 8n -:::e 
r:au..~tai!1 siies. TI-' .. ese ;r .. e:lc::ena q,:'e call"=d. "h1,;.3.::c:)s ff (3er:.a.v:'des, p. 9B). 
They c3.!""rj" SQil, !"OC~-\.3, ~13..:':~3, cro~s 3.nd a.nJ-:~:i::g else ::1 t~e:!" ",Jay 
it: a :cr- e:-.. t dc"I""'!1 :c".~"2.r:'s :r:.e ;2.9.ins. It is *...h'"1c;er~3.i:l at :.~i.3 pain:. 
"rl"he:.::er- an:; ?'Jte!l:':a.: si:e is loca:.ed i::. this r-eg::n. Cr::e again, thcugh, 
ca~-ci,:;:: i3 ne-=:ied :~ :""::::' si .. :es '..Ihi.:~ 3.re Ol..t :f :::e :;a:.!1 c:'" t;:ese !'orces • 

.:2.32:1 ll!=~~ :::~ :"'-:r·~~~::;,g ::l:.32·...iS3:.Cr., a. ?osi~i".re :1:reshc:"d 2ec:'.5icn 
:3 ::",=c:::'"_",::~:::'ei : ... :~ ?e!'".J. S<27-::G-·:::"2., i:-.. 3.c:::or:'3I..:e .. ..;i~h ?eg'jl3.ti.J~ 16 a...'1d -::::e 
Gf:~ice :If ;:o'1.s:::g Xvi!"onr.'.e:::=.l ?olic:,; and Actions (::S/:: :·:anual Order 42-0, 



APPENDIX A. PHOTOGRAPHIC St.JFPU1vlEjT 

Photograph 1- Aerial 'liew of Amazonian Lowlands 

2. Andean Region 

3. Coa5ta:' !)eser~ 

4. ?o1:ab::'e f;later f~om 3. '..lell in the Desert 

5. Exis~ing ~a~er Jistribution 3yste~ by Standpipe 

6. Landsli~e ~isas~er 

7. CUS1:Y 2cusi~g Ccciitions 

8. Urbani::ation i!"'" 'ia2ua:::le Irrigated Desert Valley 

9. The Urban Jile~~~ in the Jesert 
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)1. 1'()L,il,lt! waL"l' I't'''"1 LIlt: d':~;CI·!:., I,y lIIeans 01' drillinl.': Il well, Ci,irIlLlI,tt:. 'J1It~ well (]) mu~t exLend vt lea:;L 110 metL'r's 
(J )1) rL,) d')\JIi. I,,,dl'i II iot'; i~i r<"llliCt~d ufter Lhe jll.:riu.1ic earLllqll1LiteS o.;!tCiP Llle LuLt:!. Well water is Ull imjlurLarll 

:;\}III'Ct: lit' JI"LauJ t: wuLe!' ill Lhe de:';ct'L. 



I 
l. 

Itl 

~ - 1 .. 

---.---.- ---------_.- -----------_._------
l'uLal"l! lo/aLel' di:;LI'iLIlLiull ~;'y:;L"1I1 III l'iUl'tt, I,y 1Il"'lIlS uf' it L:lJlfUfllUIUI :ot.alldplJ'L; (1 I. 

till CIUI:';. CUII!jlllllpLlull I:'; !'J>,L;j' t.klll iL would Ln.: ~;tlulllLl <.:aclt hlJlII<': huve Individllul 

'!'IlL: clli 1.,ircn carry 
on-lot s<.:rvice. 

............. 

Llle wu.ler 



.j 

-----------------------_ .. _-_._-------_.------------_.------------------------
G. lJlI~;Ly '~Ulll~i Liull," !"JllIld Ull LIi~ I'(lei ric :;ide of LIIL! Andes_ 'l'his pueb.L<.:.> joveniil Arcquipu ha:..; ~andy, dirLy slreels 
('1). /(esl'ir:J.t.ur-y ailml:llt.s an: aided hy these cunditions. Rocks (;~) are cleared from the land to ser·/t: liS lot line 
murkel'S. 



--------------------

'r, Land:..;] id,: di:..ia:..iLer' III Calle:.lon de II Ilay L.ls , /\!lcu:..;h llt;parLrnellt, /\ major earLhquake lucaLeJ in tlte: I'f!ei ric OCelitl wa~; :..iLl 

l'uw,:r't'lIl il. e<lll:..;ed l>:tr'L ur r·l')1II1L IllIa~j"Ill'<J.n':..; gl'lcier 1.0 :";1:1 iL orr, sending ice, S!lOW Hlld rubbLe duwn Ii narl"lJW I'ass (2) l.u 
Lhe: puplilaLL:d vnllt:y Ilciuw, Individual Louldcl'S (3) lind oLher deLris 111ried the t.UWTJ of Yllngay, killing 20,00U pcop!e by 
eal't1I'jllakl:: ar"j I Ulltb1 ide, 

I. , 



-----_._----------------

... -, 
~. ~.-~ -

--------- ---- -------------------
II. lJl'l'!lfli:,,:tLilJll I>l"LlCCt':dilll: lit the 1IJ:lI"l.';in of irrigatc;ti land (1) ill the dt:sert, j\reqllil'a. Spoutuneous ;;ettl';II!(:;lLs (,I) 
UII'l'al.t'!l L'xi~tilli~ ,q~I'i(:llltllr'll .11111<1 alld preclude expansion uf irrit';uted ll1.nd. Increased food imports result, lliel'eby 
dJ'uining Lilt: t~oluILry ur 1Il1iCh neL:lkd cUITetlcy. I, ' 
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y. I'CI-lI'S l\l'bUlI d.de/llIllU: the desert (1) is inilOspituule even to low-density housing (2) a.nd yet ever-increasing 
!llUlliJ<..!l'S oj' (It:!oJ-lle are moving- to the coustul desert cities. 
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SOUND PIDJEX:TS 

Annex G 
Part 2. 

The use of this a1..tached form .... ill COTlSist of first identifying the 

pertinent ilnFacts by cO'l'1!Jletion of t.'1e ched<.list. The.'1 in the spaces en-

titled "8bse..1\!ations", rreasures ",i.ll be illdicated to rninirn.ize or avoid 

the negative i.lnf:acts ir,dicated in each secbon of trle cl1ed<list. Should 

the proj ect not prove aIi'.enable to design and locational measures, then 

t.'1e canpleted form 'NOuld ccnclude Witl1 a r';-;j2Ction of t.'1e Prop:lsed project 

on these enul1ciated gI'Junds. 

This :or::l s.l:all guide thG B\lP in its sponsorship of environrne..'1tally-

sound proj ects . l'Il1en H. receives a proj ect for revieN', it will be asking 

for envi...'"Cr:rne.ntal L"l:ocr.a.tion and analysis to be bcl1..ldc..-'d in the Maroria 

DeScripti'12 (Ead:gr'Jl.!.'1d ReFC~). Therefore enviror:mental ooncen1S wj II 

!:€ char~'1eled back to proj ect. L'"'.i tiators. 

This form has bee.'1 reviewAj and E.,.;proved by the Office of Housing. 

At the present t.: .. :-:'e i'.:. is i....., the draft stage of preparation. Its foz:mat 

follews other technical.. .fOJ:.:n3 and usages of t.l:e BVP. 



ENVIRONMENTAL ANALYSIS OF THE PROJECT 

Housing Sank of Peru 
Project Analysis Department 

Re ferenc e 

Name of Project: 
City: 
I)istrict: 
Applicant: 

Report: 
Of: 
For: 

1.0 Environmental Effects of the Project 

Project No. 

2.0 Locational Factors Potentially Im~acting Project 

Date: 



I. PROJECT r1PACTS ON THE E~VIRON'1ENT 

A. In relation to the natural environment 

1. The project will affect existing 
water resources: 

a. Surface (rivers, lakes. reservoirs) 
b. Underground 
c. Estuary 
d. Ocean 

Observations: 

2. The project will affect sensitive areas: 

a. Areas of resup~ly of underground water 
b. Rare or endangered animal and plant 

species and their habitats 
c. Historical. archeological. and 

cultural resources 
d. Unique natural areas 

Observations: 

3. The project will have an effect on 
existing or future' land use and on devel~ 
opment projects which may influence: 

a. Local wiljl~fe reserves 
b. Agricultur3l lands 
c. Important ~3tural resources 

(woods, wetlands, minerals, etc.) 
d. Open space/recreation lands 
e. Ecological equilibrium ~f the 

area/region 
f. Stability anJ preservation of 

human settlements 

Observations: 

YES 
YES 
YES 
YES 

YES 

YES 

YES 
YES 

YES 
YES 

YES 
YES 

YES 

YES 

NO 
NO 
NO 
NO 

NO 

NO 

NO 
NO 

NO 
NO 

NO 
NO 

NO 

NO 



4. New or different tec~nolo~y, related to 
infrastructure and community services, 
will provoke ecological consequences: 

a. Water consumotion beyond the limita-
tions of tne supplles 

b. Energy Require~ents 
c. Air quality 
d. Water quality 
e. Change in agricultural practices 

and use of human waste for fertilizer 

Ob serva t ions: 

B. In relation to the human environment 

1. The project will affect traditional 
customs and sociocultural conditions: 

a. Community character and cohesion 
b. Social or~anization 
c. Institutional structures 
d. Lifestyle and cultural traditions 
e. Fami:y organization and values 
f. Demograph ic or soc ial oro fi Ie 
g. Level of personal safety and 

convenience 

Observations: 

2. The project will affect traditional 
cepts and housing techniques: 

a. Building materials 
b. Construction techniques 
c. Housing for~ and style 
d. Interior desisn or space 
e. Spatial relationship a~ong the 

housing elements 
f. Pooul3tion density 
g. ~ousing location 

Observations: 

con-

YES 
YES 
YES 
YES 

YES 

YES 
YES 
YES 
YES 
YES 
YES 

YES 

YES 
YES 
YES 
YES 

YES 
Y:;S 
YES 

NO 
NO 
NO 
NO 

NO 

NO 
NO 
NO 
NO 
NO 
NO 

NO 

NO 
NO 
NO 
NO 

~O 

'10 
NO 



3. The project will affect pub 1 ic heal th 
and general well-t:,ein~: 

a. Contagious diseases and heal th 
conditions 

b. ~igratory movement 
c. Employment centers/sources of income 
d. Land tenure and/or human settlement 

stability 
e. Form of use of lncome 

Observations: 

II. LOCATIONAL EFFECTS ON THE PROJECT 

A. In relation to the natural environment 

1. Sensitive areas will affect the project: 

a. Wetlands, swamps, alluvial plains, 
and estuaries 

b. Slides of land and rock, huaycos, 
unstable slopes 

c. Soil stability: dunes, expansive 
clays, inc~nsistent soils, 
erosion, etc. 

d. Unique or unstable geological 
fOMut ion 

e. Floodplains 
f. Sal ine soi 1 s 

Observations: 

2. Natural hazards will affect the project: 

a. Seismic movements 
b. Floods 
c. Dro\lgh t s 
d. High winds, paracas 
e. Fires 

Ob serv!l. t ions: 

YES 
'{F.S 
YES 

YES 
YES 

YES 

YES 

YES 

YES 
YES 
YES 

YES 
YES 
YES 
YES 
YES 

NO 
NO 
NO 

NO 
NO 

NO 

NO 

NO 

NO 
NO 
~O 

NO 
NO 
NO 
NO 
NO 



B. In relation to the human environment 

1. Problems of environmental health will 
affect the project: 

a. ~ater quality 
b. Air and climate quality 
c. Exposure to contagious diseases 
d. Impacts caused by the action of man: 

noises, smells, toxic materials, etc. 

Observations: 

2. The lack or limited capacity of infra
structure and basic community serVlces 
will affect the project: 

a. Transportation: access to work, 
servlces, ecce 

b. Provision and distribution of water 
c. Collection, treatment, and 

disposal of sewage 
d. '1edical help 
e. Collection and disposal of solid 

waste 

Observations: 

3. Urban/regional growch and land use 
considerations will affect the project: 

a. Pressure on (he capacity of the 
existing natural systems: food, 
production, provision of water, etc. 

b. Pressure on pu~lic services: 
public transDortation, electric 
service, schools, etc. 

Observations: 

III. COMCLUSIO~ 

YES 
YES 
YES 

'lES 

TIS 
YES 

YES 
YES 

YES 

Y:;S 

YES 

NO 
NO 
NO 

NO 

NO 
NO 

NO 
NO 

NO 

NO 

NO 



Appendix A. Selected References. (See the Project Paper S27-HG-OIO for 
additional references). 

1. AID/Lima. n.d. "Disaster Predictions, Peru". 
at Mission Engineer's Office. 

Black loose-leaf folder 

2. AID, Office of Housing. Dec.1979. Project Identification Document 
527-HG-011, Upgrading Low Income Settlements. 

3. AID, Office of Housing. Dec.1979. Shortened Draft Initial Environ
m.ental Examination, 527-HG-Oll, FY-1980. 

4. AID, Office of Foreign Disaster Assistance, June 19'8. Peru, a 
country profi 1 e. 76pp. 

5. Library of Congress. October 1979. Draft Environmental Report on 
Peru. llOpp + 2 appendices. Prepared for the Science and Technology 
Division of U.S. Man and the Biosphere Secretariat, Department of State. 

6. ONERN. October 1975. Inventario y Evaluacion de los recursos 
naturales de la zona del proyecto Marcapomacocha. Two volumes 
(Inventory and Evaluation of the nat~ral resources of the zone of the 
Marcapomacocha project). 

7. ONERN. In press. Diagnostico de Impactos Ambientales, Departmentos 
de Anchash, Lima e lea. (Analysis of Environ~:ntal Impacts. Depart
ments of Ancash, Lima and Ica). 



ANNEX H 

CURRENT ECONOMIC SETTING: MISSION ANALYSIS 

During the past three years, 1977-79, th~ Peruvian economy has 
suffered severe recession--the most severe since World War II. Peru's 
estimated GOP for 1979 was 17~ less than it would have been if the economy 
had grown by 5% annum from 1970. From 1977 on, per annum GOP growth 
has been about zero, reflecting the combined impact of substantial growth 
in mining sector output and an absolute decline of output for the urban
based manufacturing, construction, and related trade and finance sectors. 
Inflation accelerated from an annual pace of less than 10% in the early 
1970s to 56~ in 1978 and 68% in 1979 (on an average basis) dlle to monetized 
fiscal (and public sector) deficits and corrective devaluations. Simul
taneously, decreased real credit to the private sector has reduced real 
demand, thereby eroding employment opoortunities and real incomes in 
the urban sector. Since 1976, urban real wages and incomes have declined 
by about 30~ for lower income households (and by even larger percentages 
for middle and upper income households), and unemployment and underem
ployment in the Lima metropolitan area has increased from a level of 26% 
in 1975 (April-May) to 47% in 1978 (July-August). 

Set against present conditions, the medium term outlook is for 
moderate improveme1t of the economic welfare of most urban Peruvians. 
Real urban incomes should increase moderately in 1980--probably on the 
order of 4-7~ and more impressively in 1981. The projected improvement 
derives fundamentally from the very good performance of Peru's external 
sector in 1979, which increased foreign exchange availability sufficiently 
to enable Peru to resume normal service on its large external debt 
(59.3 billion at year-end 1979) and to pay for an increased volume of 
imoorts. Export earnings in 1979 amounted to $3,467 million--a 79% in
crease from tne 1978 level of 51,941 million. The increase in earnings 
derived from substantially higher export prices for petroleum, silver, 
and copper, generally bouyant market conditions for other traditional 
mineral and agricultural exports, ~s well as a 5342 million increase in 
non-traditional (generally industrial sector) exports. The increase in 
export earnings and a negot~ated reduction of public sector external 
debt amortization produced a 51,572.1 million increase in Peru's (banking 
system) net international reserve position in 1979, and freely diso0sable 
foreign exchange holdings of the Central Bank were at a record high of 
SI,022 million at year end. The brisk recovery of external account sol
vency fulfills the indis~ensable condition of allowing near-term growth 
of imoorts. A sustained increase in urban real incomes also deoends 
uoon successive reductions in the rate of inflation (to increase real wages 
ra~idl~) and UDon a revival of domestic investment activity (to increase 
employment oDPortunities). Due to normal lags in economic processes, 
a return to pre-recessionary or historical norms for urban incQmes is 
not exoected until 1983-84. It should also be noted that the expected 
resumotion of prosperj~y could be choked off by inept domestic economic 
management and/or a deterioration of world economic conditions. 
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The roots of Peru's recent ~conomic debacle stretch into the past. 
The Phase I military government which came to power in 1968 undertook 
structural ref~rms aimed at creation of a more equitable distribution 
of income and wealth. A sweeping land reform redistributed 45% of Peru's 
best farmlands to workers' cooperatives. Through nationalization and 
creation of new enterprises, the State took over direct control of 150 
enterprises in key economic sectors. By 1973 the State ahd assumed the 
role previously held by foreign capital in electricity, telephones, and 
railways, and had taken over much of the mining sector and the banking 
system, virtually all export marketing, and the fishing sector. The 
State's role in capital formation rose (from less than one-fourth of total 
investment in 1968-70 to about one-hd1f in 1974-78). The role previously 
played by foreign direct investment was replaced by sharply increased 
utilization of external credits, including medium-term credits from 
foreign commercial banks. 

The favorable perception of Peru's external creditworthiness in the 
early 1970s was further enhanced by discoveries of petroleum in Peru's 
northeastern jungle region in 1971 and the subsequent participation by 
16 foreign petroleum firms in exploration activities. By 1975 it became 
apparent thdt Peru's petroleum exports in the late 1970s would be less 
than had been expected because proven pe~ro1eum reserves amounted to 
only 550 mi11icn barrels. The fundamental base of Feru's external ac
counts was eroded during the first half of the 1970s by overall stagna
tion in export volume arising from the impact of uncertainties engendered 
by the revolutionary experiemnt on large scale private sector investment 
and from the long gestation periods typical of major mining sector 
expansion programs. (For example, the SPCC Cuajone copper mine initiated 
in 1971 came on stream in late 1976; and the P~TROPERU trans-Andean 
oil pipeline and northern spur were not ooer~ting at near capacity until 
mid-1978 even though the project had been initiated in 1973.) 

While export growth was stagnant, import volume was pushed upward 
after 1970 by domestic prosperity as tne Phase I government followed 
clearly exoansionary monetary and fisl;a1 policies, particularly after 
1973. Central government expenditures rose from 17.2~ of GOP in 1973 
to 20.6% in 1977 ~hi1e dom~:tic tax "evenues remained at less than 14.0% 
of GOP and the domestica11y-t;~a~:~d fiscal deficit grew from less than 
2% of GOP to about 4% of GOP. Prior to mid-1976 governmental policy on 
food pricing, interest rates, exchange rates, and foreign trade encouraged 
consumption and ciscouraged savings and tended to transfer real income 
from rural to urban sectors, and for a time (1970-73) urban real incomes 
rose above historic norms. Beginning in 1973 unfavorable exogenous 
factors eroded Pe,'u's external accounts. The OPEC-induced 1973 petroleum 
price increase added at least S200 million annually to Peru's import 
during the period 1974-78. Anchovies, the princioa1 source of exported 
fishmeal, viruta11y disaopeared in 1973, and the catch in 1974-78 averaged 
less than 25~ of the 1963-71 level. After 1974 and up to 1979, the 
external terms of trade generally worsened, i.e. export prices of sugar, 
copper, and all minerals except silver declined as import prices increased. 
A pegged exchange rate and an excessive growth of aggregate demand--acti
vated by an exoansion of net Gomestic credit expansion running in excess 
of 50~ in 1975--1ed to a rapid expansion of Peru's trade deficit {from 
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an annual surplus of 5106 million in 1972-73 to an annual deficit of 
S920 million in 1975-76). Despite a substantial increase in Peru's net 
inflow of long-term caDita~ (which averaged 5902 million in 1974-76 as 
compared with S1S7 million annually in 1971-73), Peru's net international 
reserve position declined by 51,444 million in the two-year period 1975-76. 

9y 1976 P~ru t~r~~tened by the exhaust~on of foreign exchange re
serves (sug~esting a possible disruption of imports) and an accelerating 
monetary pxpansion (5ugge~ting the emergence of hyrerinflation). The 
Phase II ;ni~itary government initiated a stabilization program in mid-1976 
to arrest the gr~~ing balance of payments (B/P) and fiscal disequilibria 
and achieved ~nitia~ success in terms of domestic policy implementation 
and of completion of ~ stabilization transaction, i.e. the external 
credits needed to close the SIP gap. This transaction broke down in 
mid-1977 due to the unwillingness of the government to maintain fiscal 
discipline, to abortive negotations with the IMF, and to erosion of con
fidence of external creidtors. By the second quarter of 1978, Peru 
was no longer able to service its short-term commercial credits on a 
timely ~asis and was also unable to comply with the terms of an IMF 
standby agreement signed in November 1977. Just what factors were most 
responsible for this debacle--untimely arms purchases, the heavy demands 
of the IMF, 
incorrect economic perceptions of governmental leadership--is open to 
debate. The economic medications administered from mid-1978 included 
a sharp effective devaluation of the Sol (from 117.03 sales per dollar 
at the end of November 1977 to 154.85-at the end of June 1978), maintenance 
of a fiscal deficit of substantial magnitude (ab0~t 4% of GOP), expansion 
of hanking system credit to the public sector of 122% in 1977, and a 
decline of real banking system credit to the private S2ctor. These 
policies worsened the recession and increased inflation. 

A stabilization transaction composed of traditional elements (sub
stantial external financing and fiscal austerity) was implemented by 
a new economic team in the second half of 1978. An IMF standby agre€ment 
was obtained in September 1978 (which runs through 1980) and a rescheduling 
(of 90~) of public sector debt amortization due in 1979 and 1980 was 
negotiated with major creditor governments and foreign commercial banks 
in 1978. The new economic team complied rigorously with the fiscally
austere quarterly targets established in the IMF standby. Due to in
creased foreian exchange availability, the GOP decided in late 1979 to 
forego a portio- of the debt relief, and the plan presently being im
plemented includes: (1) non-utilization of the $225 million obtained 
frem bilaterla creditors at the November 1978 Paris Club negotiations 
and (2) ~repayment of 5376.6 million in debt relief obtained from some 
267 foreign commercial banks for 1979 (but retaining the reduction in 
amortization for 1980 along with a reduction of the interest charge 
from 1 7/8% over LIBOR to 1 1/4~). Thus, the foregoing of debt relief 
serves to lower interest charges and the debt service ratio in future 
years. 
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Even though some i:1:ipe<:ts of Peru's recent severe recessi on can be 
linked to revolutionar~ 0xperiments to achieve greater equity, strong 
evidence also pOints to inept economic management. From 1973 to 1976, 
government policymakers d~layed undertaking policies to reduce real 
demand, and in 1977 they lacked the steadfastness necessary to maintain 
a stabilization transaction. Recession was thereby progonged and made 
deeper than necessary. Exogeneous forces, such as deterioration in 
external market conditions for Peru's exports after 1974, the increase 
in petroleum prices in 1974-77 (when imports were still necessary) and 
the anchovy decline (1973 and after) were also unfavorable. 

In regard to the impact of the Phase I reforms, quantitative 
evidence clearly indicates reduced capital formation, which (with a lag) 
would also imply a reduced rate of growth for GOP. Specifically, Gross 
Domestic Investment (GOI) decreased by over 20% for the period 1970-78 
as compared w~th 1960-69; the ratio of GDI to GOP decreased from 20.8% 
for 1961-69 to 16.2% for 1970-78. To some extent, this decline is 
related to losses due to deca~1tali:ation of physical and human capital 
in the foreign enterprise and agricultural sectors and to the loss of 
potential investment by wealthy emigrants. However, private sector 
managers who stayed in Peru generally adopted a "wait-and-!::ee" attitude 
due to the increasingly strident pro-socialistic rhetoric of the Phase I 
gover~ment, and such priva~e sector investment as took place was oriented 
principally to capital deepening of existing enterprises rather than to 
the creation of new enterprises (due to the peculiar mechanics of the 
Industrial Communi ~ies legislation). Moreover, and even apart from ex
cessive military expenditures, certain public sector projects ahd low 
economic feasibility due to disjointed execution, cost overruns, or 
poor selection. In fairness, it mu~t also be noted that the Phase II 
government took steps to restore private sector legitimacy and confidence, 
e.g. by restructuring Industrial Communities into a profit-sharing 
scheme with maximum equity ownership by workers ~et at one-third of 
share equity; reprivatization of the fishing fleet; elimination of foreig~ 
exchange controls; de-emphasis of social property enterprises; and 
adoption of measure$ to restore and maintain the profitability of state 
enterprises. 

Perhaps the most improt defect of the Phase I strategy to prevent 
long-term economic deterioration was the lack of a timely and low-risk 
program for export expansion. From the mid-1960s on, a~d up to 1977, 
Peru's exports experienced no growth in volume. Even though Peru's 
rich array of export products (nine principal products) dampens the impact 
of adverse secular price movements for particular products on overall 
export earnings, sooner or later a small country with stagnant export 
growth is forced into a situation of "stop-and-go" macroeconomic policies. 
That is, when export earnings c:re high due to a \,.j.Qrld commodity boom, 
policymakers can icnrease aggregate demand and imports and foreign bor
rowing can be increased. Thereafter, when the boom ends and export 
earnings decline, aggregate demand has to be reduced, household incomes 
and employment fall to socially explosive levels, and external debt 
service becomes onerous. With a 5~ average annual growth in exports, this 
problem diminishes (unless the terms of trade are adverse, which has not 
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been Peru's situation). Therefore. the critical ingredient for a smoother 
and higher long-tel-nl growth path for output (GOP) is investment in the 
export sector (and this condition holds without regard to ownership 
rights and the financial modes employed for that purpose). A second 
consideration related to maximization of long term economic welfare is the 
1indage between strong economic growth and the economic welfare of the 
poor. Peru has already redistributed ownership rights as far as a 
strongly dualistic economic structure and the limits of altruism permit. 
This suggests that the poor can be provided with health, education. and 
urban services essential to their welfare by a fiscal system whose 
expenditures are underwritten and increased by strong economic ~rowth 
and sound administration. 

Looking forward through the 1980s and beyond, Peru's natural 
resource base and demographic factors are the principal forces facili
tating and limiting economic welfare. Rich unexploited minerals ore 
bodies, abundant hydroelectric potential, and moderate petroleum 
reserves are obvious strengths; limited farmland and the high cost of 
expanding such land, limited availability of water in the coastal areas, 
and demographic pressure are bovious limitations. Population growth 
will place increasing pressure on agricultural land, the provision of 
basic public services, and food and energy supplies. 

The Phase II government sponsored a constituent assembly which 
drafted a new constitution and elections are to be held in May, 1980 
for a new civilian government to be installed in JUly. The new govern
ment will have to focus initially on economic policies promoting 
recovery. Barring a very adverse movement in terms of trade, the external 
account performance should pose no block3ge to economic recov2ry for 
the next few years and GOP growth on the or~er of 6.51 per annum is 
possible through 1985. Even though near-term inflationary pressures 
impose significant problems for policymakers, barring gross errors, the 
pace of inflation should decline (but the official projecti6n of 40% 
for 1980 may prove to be too low). There are several medium-term 
policy areas which demand attention. Four such ~ssues ~re energy, ex
ternal debt management, employment generation, and the allocation of 
public expenditures. 

1. Unless Peru carries out an aggressive exploration program 
for petroleum in all areas with good possibilities or ceases shortly 
to export petroleum, Peru will have to resume importation of petroleum 
around 1984-85. The unfavorable impact of this development on external 
accounts is obvious. Development of Peru's abundant hydroelectric 
potential will entail high capital requirements and long pay-off periods. 
A low-risk strategy buttressing both endeavors would be accelerated 
development of minerals ore bodies which requires large and lumpy invest
ments. Therefore, Peruvian economic welfare by the second half of the 
1980s is critically dependent upon hammering out policies conducive to 
accelerated investment in mining and energy in the next 2-3 years. 
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2. The magnitude of Peru's external debt (nearly 80% of GOP) and 
the service of public sector debt (about 35% of 1980 export earnings), 
uncertain long-t~rm petroleum prospects, and the need to offset public 
sector amortization approximating $1.0 billion annually suggest the 
need for careful debt management, (i .e. con':racting at long-term in
stead of short with a focus on productive irlvestment) and for continued 
cooperation among the IFIs, major bilateral lenders, and the GOP to 
improve the term-structure of Peru's external debt. 

3. Peru's labor force has been growing by about 150,000 annually 
and by 1990 this growth will accelerate--possibly to 227,000 annually. 
Recovery from recession, alone, will not provide sufficient new jobs. 
A World Bank study recommends labor subsidies to employ and train labor. 
Additional programs--credits linked to employment generati~g exports, 
expanded public employment to create urban and rural social infrastruc
ture--should also be explored. 

4. In regard to the management of public resources, the experience 
of the present decade, including waste of resources on projects of low 
productivity and excessive military expenditures, suggests the need for 
a better distribution of public expenditures both for the maximization 
of economic growth and for funding basic human needs. Taxation and 
spending are i~portant mechanisms for improving the distribution of 
real income and for accelerating expansion of the modern sector. 
Although the fiscal mechanism cannot serve these purposes adequately 
without economic growth, and the bulk of revenue growth depends on 
growth, the recent rectification in tax administration and the distri
bution of expenditures should be continued. 



ANNEX I 

ESTIMADO DEL INGRESO FAMILIAR MEDIANO 
ESTIMATED MEDIAN FAMILY INCOME 

(Soles per month) 

Ciudad Reajuste a Dic.31,1978 Reajuste a Dic.31,1979 
...Lll Adjustment as of Dec.31,1978 Adjustment as of Dec.31,1979 

1. Arequipa 20,939 38,995 

2. Cajamarca 15,297 28,488 

3. Cuzco 17,346 32,304 

4. Chiclayo 18,576 34,594 

5. Chimbote 13,648 25,417 

6. Huancayo 18,583 34,607 

7. Huanuco 14,118 26,292 

8. lea 21,224 39,526 

9. Iquitos 19,847 36,961 

1O. Lima 32,751 60,993 

1 1 
.1.- • P"sco 20,356 37,909 

12. Pi ura. 20,969 39,051 

13. Pucallpa 16,790 31,268 

14. Sull ana 14,355 26,733 

15. Tacna 24,289 45,234 

16. Truji 110 21,037 39,177 



ANNEX J 

DEt-1AND AND THE AFFORDABILITY OF SIJBP,")OJEC rs 

A. Demand as a function of population and new houseftolo ·.,.:nation 

The population of 
an annual rate of 2.9~. 
lation will approach 32 
59.5~ of the population 
of 5.02";. 

Peru is estirlated to be 18 million, and growing at 
If present fertility rates remain unchanged, the popu

mi, lion by the year 2,000. The 1972 Census reported 
to JP urba~, with urban areas growing at an annual rate 

While precise statistics are not available, GOP estimates put the number 
of households now in pueblos jovcnes at approximately 600,000. These house
holds divide approximatpl: evenly Setween Lima and the provincial cities. The 
number of such households \~ill increase by about 111,500 during the next 2 
years. Giv2n the very nature of the urbanizationprocess represented by the 
growth of pueblos jovenes, these families will not have piped water, ~~~erage 
infrastructure, or electricity. The increase in need represented by the g~owth 
of these new households alone substantially outstrips the supply potential re
presented by the proposed $20 million HG program. 

B. Demand as a function of accumulated deficit 

A 1977 survey updating data provided by the National Housing Census 
estimated urban infrastructure deficits to be: 

56~ of households without p~ped water 
~6~ of households without sewerage infrastructure 
j5~ of households without electricity. 

Pueblos jove'les experience e'ler, lar,]er deficits than those for the total 
urban configuration; but even applyi'rig the ovei'a!l percentages to them, their 
demand as a function of the accumulated d~ficit is immense. Addi~~ to this 
the investment required at current prices to satisfy the accumulated deficit 
produces the foll ol-Ii ng estimates of potential effective delnanG: 

'Jnit Defi c-i t in ?eau'ired 
Cost :lumber of T :wes tment 

Households 

:·/a ter 776 36,000 $261,000,000 
SE'.verage 352 96,000 53,10,000,000 
Electricity 576 70,000 S155,000,000 

70"ta 1 2,210 n.a. S755, 000. 'JOO --



C. Some Measures of Effec~ive_Dem~nd 

The HG 009 loan largely financed the same type of projects envisaged for 
this project. I:s final sub-project implementation is just now winding down. 
Eligible sub-projects sufficient to cover the amount allotted for the First 
S15 million tranche were identified and funding \'/as eannarked by the BVP within 
4 months of receipt of the letter of implementation. 

The backlog of projects generated through the organizational and techn:~al 
assistance efforts of SINAMOS combined with the lack of alternative financing 
for infrastructure services to lead many organized c~mmunities, many with plans 
already prepared, to make the rounds of BVP and the utilities in search of 
financing. 

Although the austere economic climate of recent years may have eliminated 
some families from the market, the scale of the deficit and the strong effecttve 
demand encountered by the BVP in undertaking 009 clearly argue that effective 
der.and is currently adequate to easily absorb the funds of 010 and all. 

The potential effective demand is many times in excess of the funding 
currently available. The decision to divide the funds equally between Lima and 
the orovinces, and so approximate the actual division of pueblos jovenes house
holds, addresses the need to supP0rt decentralization efforts by the GOP. It 
reflects the Mission's desir2 to support the development of more effective 
del ivery systems for the basic urban infrastructJre needs of secondary and 
tertiary cities. The combination of the S&L network brought to bear through 
HG 010 and :he 5-city provincial coverage of 8'1P 'IIi11 m?ke increased financing 
available for :he urban poor outside Lima. . 

It is difficult to forecast the actual mix of infrastructure sub-projects. 
For illustrative purposes, the P.P. presents a breakdcwn based on the experience 
to date. Lower incomes in the orovincia1 cit~es may well lead to more purchases 
of single services rather than combinations of inf.,.astructure services. It 
~ay also be more difficult to reach as far down in the income distribution. 
Nevertheless, neither of these contingencies argues very strongly for an 
a 11 oca tion of resources di fferert from that py·oposed. 



D. Affordabil ity 

Annex I shows the median family income of each of the potential oroject cities. 
In order to simplify the presentation, the cities have been grouped into 2 
categories with the following December 1979 median monthly household income: 

Group 

Metropolitan Lima 
Other Urban 

Median-Income 

$243.97 
121. 78 

~ At an exchange rate of 5/.250 = USSl.00 

The calculations below show the minimum income necessary to qualify for a loan 
for each service package and what percentage of the target group can afford 
each package.l/ The loan amounts are net of a 5% down-payment. Twenty-five 
percent of income is used to qualify participants. 

Monthl 

A. Sewerage 
B. Water 
C. Electricity 
D. A + B 
E. A+B+C 

Percenta e 

Repa~ment P~riod A B 

10 years 
Lima 77 81 
Other urban 14 24 

15 vears 
Lima ao S4. 
Other urban 22 36 

TABLE 

Monthlv Household Income ($ 
at 21.5;~ p.a. 

10 years 
66 
60 
44 

126 
171 

TABLE II 

Taroet Grou 
21.5:~ p.a. 

C D 

91 28 
62 

92 27 
63 

E 

10 

12 

15 years 
61 
55 
41 

116 
157 

Project Comoonent 

.!/ Construction costs are rather unltorm throughout the country. Estimated 
unit costs as of 31 December 1979 were: water, 5776; sewerage infrastruc
ture, 5858; electricity, 5576. 



ANNEX K 

FONAVI: A NATIONAL HOUSING FUND FOR PERU 

Introduction 

1. Decree La\o/ r.o. 22591 lJt 31 July 1979 established a new National 
Housing Fund (Fondo Na~ional de Vivienda: FONAVI) in the BVP. FO~AVI 
has the potential to be a dominant new factor in the housiqg sector, 
financing some 1.1 million houses over the next 30 years.~ Its impact: 
will b~ i~ediate and natiom.ide; it will increase fivefold the volume of 
housing acitivity in the public sector, provide significant and needed 
support to the construction industry, L1c;:ease employment, and make it 
possibl~ for middle-income workers again to buy a home. 

2. After briefly describing how FONAVI is structured, I shall exam
ine so~~ of its economic implicatio~s, compare it with an alternative 
system to capture forced savings for the housing sector \.hich was under 
active consideration by the GOP, and suggest ways in which FONAVI should 
be modified during th~ next few years. It can and \nll be modified. 
AID should be prepareL to encourage modifications which advance its O\¥n 

shelter sector strategy. 

FONAVI 

3. The principal source of FONAVI funds \vill be a ne,., payroll tax, 
a tax 0qua~ to 4% of the payroll contributed by the employer and 1% by 
:he eQployee. The GOP matches 20i. of this amount. Construction firms and 
supplier firms for FONAVI projects each pay 3% of the value of the 
contrac t .2:./ 

4. Proj ec tions by the MEF through the year 2003 foresee the fo1lmol
ing sources and ~mounts or funds: 

Amount ($ million 
Source eguivalent) PE'r Cent 

Employer tax 1,564.8 67.2 

\.]orker tax 284.8 12.2 

Govern::lent 370.0 15.9 

Construction companies 66.4 2.8 

Sup?lier companies 44.0 1.9 

Total 2,330.0 100.0% 

* A report prepared by Donald E. Stout, FCH, in response to Work Order No. 65 
dated 15 October 1979 

1/ This ~ould make housin~ available to about 27% of the participating 
Horkers over the 30-year peri~d, to about 1. 2~; of the eli,5ible \oo:od~Qrs 
in the first year of FONAVI. 

2:./ '{he WiP also is J.uthor!zec to issue bonds Type A ,;hich cust be pur
chasc~ by the S~cial Security SystC8 ~nd by insurance com?anies; and 
type D Hhich CJrl be ?laced i~ the ope!'. market. The BVP does no t plan 
to issue bonds b~cause ~here ?rese~tly is no financial incentive to 
do so. 
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During the 30 years, FO~AVI also expects to collect in rent~ and sales 
of housing units a total of $2,344 million equivalent, bringing the total 
resources available to FONAVI up to nearly $4.7 billion equivalent. 

5. MEF prCljects that with these resources, FOXAVI can finance about 
500,000 housing units during the first 20 years. The Minister of Housing 
and Construction stated that the immediate level or effort will be the 
construction of 15-20,000 units per year, the creation of 45-60,OCO ne\oI 
jobs directly in construction, and 125-130,000 new jobs indirectly in 
supplier activities. By any of these "'.easures, FOKAVI will be a major 
new force in the economy. The ~ffiF, for example, projects 1980 FONAVI 
collections at US$123 million equivalent. This would be 5 times the volume 
of public sector shelter activity in 1978. In the first two months after 
FONAVI ;Jas establiched, the MORC called for 37 bids. Five mure \.;i.ll be 
issued ~omentarily. The 37 tenders total some $32 million equivalent,. 
one-third ~ore than the total public sector shelter activity in the entire 
year of 1978. All of the 37 projects are to be completed by the end of 
1980. FONAVI is off to a running start. 

6. FONAVI has some particular attributes which should be noted 
before turning to an analysis of its operations. 

a. FONAVI efforts are to be concentrated outside the Lima-Callao 

b.' 

'area. The President of the BVP said that the goal ,.,as to direct 
70% or more of FONAVI activity outside the Metropolitan area. 
(A list of 33 of the first 37 bids which have been tendered 
shows a~out 45% of the total value is in the Lima-Callao area. 
As the shelf of existing projects is financed, the pipeline 
of new projects presumably will present a lower proport~on for 
Li03-Callao. ) 

FO~AVI loans will be at a nominal 
but loan balances will be indexed 
change in the Lima minimum wage. 
interest rate. 

interest rate of zero; 
by (u? to) the percentage 
Th,is deternines an implicit 

c. Housing units l.,rill be allocated by lottery. 

d. E:-rADI?ERU manages the renting, :J..l;.ltenance, and selling of units. 

e. The expected clientele will be ~iddle-inco~e and lo~er middle~ 
incom~ families ~ith qualifying ~onthly incones ranging from 
S/.12-60,000. The r.:axir.1u::: unit cost is li:-..ited to 360 tilU.es 
the Lima minir.1um wage ~a rnaxi~un cost of 5/. 4.32 ~illion, or 
$18,000 equivalent.) l, 

f. :he eligi~le inccme ~ust be at least 90 times tje cost of t~e unit. 
Aoortization is s~read even by over 2~0 ~onths fur purchases. Rental 
pa~~ents are equal to the ~onthl:; amortization charges over ~OO months. 
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h. The MOHC determines how many of what types of units will be 
built and where they will be built. 

Finally, it is FO~AVI policy to sell no units in the early 
years. As units are completed, they will be rented with an 18-month option 
to buy. This will lessen the monthly payment initially required from the 
squeezed middle class. 

Isslies 

8. Inflation. The inflation~ry impact of FO~AVI is the most disputed 
aspect of the progra .. ~. The l1inister of Economy dismisses the issue by 
saying that a 4% increase in emplojers' wage costs could not justify more than 
a 2% i~crease in product prices. In the overall context of inflation running 
at an annual rate of 60 - 70%, this is insignificant. CAPECO goes farther 
and poi~t5 out that the 4% tax is on labor payments only, attempts to calculate 
the value added by labor as a percentage of total costs in major industrial 
sectors, and concludes with an estimate of a possible 0.44% increase in 
prices. On the other hand, some. economists foresee a much stronger inflationary 
effect. Paul Rosenstein-Rodin and Daniel SchydlawskY

l 
both distinguislled 

econo~ists, criticize FONAVI strongly on this ground.-I . 

9. We will never be able to point to a number and assert with confidence 
that rONAVI added so many percentage points to the inflation rate. Although 
FONAVI looms large in the shelter sector, it is a modest proportion of total 
economic activity, probably too small to be able to be isolated among the 
hundreds of econc~ic cross currents which induce inflation. Still, some sgecific 
potentially inflationary biases can be identifiec and, to some extent, counter
L13nd~d. 11./0 biases, in particular, can be anticipated: (1) the prices of 
12nd and shelter ir.?uts; and (2) the prices of food and basic consumer goods. 

10. A new syste~ of supplier bidding (Concurso Oferta) has been established 
in order to get ?O:: .. WI-financed projects moving quickly. Promoters, land
o'~ers, and builders can form consortia to present turn-key development 
packages to the HOP-C. There are reports that land prices are being rapidly 
bid up by sroups eager to use the same sites for projects. Other than land 
prices, ho~ever, there seems to be a consensus that the prospective supplies 
of buildirg materials need not beco~e bottlenecks which lead to price 
!ncreases. Overall supply capacity is adequate. Spot short3ges ~f particular 
8aterials could arise at ti~es if deliveries are not prograa~ed. It is 
encouraging to learn that the MOHC already has undertaken a canvass of supply 
capacities with a view to preparing a time and place matrix of building 
materials. This approach ,;hould enable FO:iA':I projects to avoid temporary 
shortages and price pressures on building waterials. 

11. }!ost of the direct e;cploYT.1ent generated by FmlAVI Hill be for less 
skilled and lower paid workers. Savings from this additional inco~e will be 
mini;::aL llearly all of it " . .;il1 go ir::.::;ediately to the purchase of food and 
basic consumer goods -- food, clothing, medicine. The food s~pply is quite 
inelastic in the short run; consequently, so;ce ll~,:!ard price pressure can be 

.. U Quot2J in CAPECO, "F()~;A~.'I; Dis20sicion de Fu.~rzas," an inte.rnc:.l 
document, I.~, 
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expected to appear for food items. As Idth building materials. however. 
these pressures can be anticipated and mitigated by programming the 
temporary additional demand to be expected at project sites. 

12. Subsidies and implicit interest rates. FUN~VI has a strong subsidy 
element built into its operations. A family 1·1ith a i.lonthly income of 
$50 equivalent would qualify to buy a unit costing $4,500 equivalent, paying 
37.5% of its income in monthly payments of $18.75 equivalent over 25 years. 
If 25-year mortgages were available at market rates of interest. the monthly 
pa~ent would be about $144 equivalent. The $125 a month difference can be 
though:: of as a subsidy.~./ At the limit, this implies a US$41 million 
potential ~1bsidy to the buyers of FONAVI houses in the first full year of 
operatiqn.- And this would be cumulative: $41 tdllion the first year. 
$82 million in year 2: a ~ind-boggling implication for resource allocation 
within a very few years.ll 

13. These subsidies stem only from the use of a zero intarest rate in 
establishing acortization payments. Implicit subsidies actually will be 
still greater because of the indexing mechanism. Mortgage balances will be 
adjusted by a monetary correcti.on factor no greater than the increase in the 
Lima minimum I.age. In practice, the minimum ~.,age has not fully compensated 
for inflation in recent years. . 

1./ !-farket interest rates still lag behind inflation and are negative in 
real terms. If market interest rates reflected current inflation pl~s 
a 6% real interest rate, the monthly paY"lent I.;ould be about $250 a 
month for a $4,500 unit over 25 years. The unreality of these payment~ 
has pretty much eliminated effective decand for all except luxury housing 
and this facet of life underlies the rationale for FONAVI. 

'l:../ S/.30.8 b~llion expenditure on units cos~ing S/.1.0S i.lillion each. 

3/ Actual su~sidies could be even greater in the early years since all units 
,~ill be rented at monthly rents equal to 0.6 of ?urchas~ pa:~ents. 
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This system would nave produced heavily negative real interest rates as real 
wages declined since 1974. 

~ominal Consumer Real FONAVI 
~1inimurl \Jage Price t':age Implici.t 

Date \~ase al Index Index. al Index Interest Rate 

April 1974 51. 3,(11)0 100.0 100.0 100.0 0 

19 }lay 1975 3,540 118.0 124.1 95.1 (4.8) 

July 1976 4,500 150.0 171).9 84.8 (15.2) 

2 August 1977 5,400 180.0 250.7 71.8 (28.2) 

10 October 1978 6,900 230.0 438.7 52.4 (47.6) 

7 February 1979 8,970 299.0 510.0 58.6 (41.4) 

30 

28 

June 1979 12,000 400.0 599.2 66.8 

September 1979 15,000 500.0 693.2 72.1 

~I Lima-Callao area. 
~I If FONAVI had been in operation. Parentheses indicate negative 

percent~ge i~te=est rates. 

(33.2) 

(27.9) 

If, on the other hand, real wages rise, it is unlikely that loan balances 
would be indexed :,y the full increase in minimal I·;ages. To do so Ivould increase 
;:!onthly payn:ents to amounts exceeding the already high 37.5% of income. 
Ie is probable that real interest rates will be negative both l ... hen real lvages 
are falling and when real wages are rising. 

14. If the mini~um wage were increased each year to reflect the 
past year's infla tion in full and if the indexin~ Here by the full percentage 
increase in the rnini~um wage, the real implicit interes~ rate still would 
be negative because of the lag effect of always catching up to last year's 
inflation. At a 20% annual inflation rate, the real interest rate would 
be minu~ 9%; at 60% in~lation, minus 37.5%. Finally ~ith ze=o inflation 
or if payme":1ts ace fully 2:1justed for inflation (un1agged), the FmrAVI 
schedule of paYT.,ellts reflects interest rates or 0.15;; per month for sales, 
a ~inus O.lS% per month for rentals. 

IS. In short, the real subsi~ies to those who receive FONAVI-financed 
hou<:>in;; are quite su!Jst.:1:1tial. The GOP !:lay not "feel" the subsidies because 
they do not show up as a budget expenditure. They are nonet~eless real in 
the sense that they represent a foregone expenditure fo~ other GO? budget 
iter:Js. The GOP dccision to establish FO~AVI with this level of subsidy is 
conson.:mt lJith its undc.rst::.n3.:!ble concern ~·:ith ehe d~terio~<!ti:1g quality of 
l:~~ of its !:liJdlo c:::.ss. The subsidy ~r0bably is supportable ind2finitely 
j;'-'''ltl:;e thc r:.illi;:\L::l -"elSe (:2.:1not contiaue to filII fore\-e::- in rC.Jl ter!:ls; so 
ti".·.· c]ccapital izatiol! of t:1e ?:J::;',':I ~ortfo1io prcb.:1bly lJill never e:-:ceed the 
arr.:1U:1t of n8l1 resources bi';co::1ing aV.J.il::.ble each ye<ir. It does suggest several 
questions, ho~:e\'er: (l) Is the GOP al·;.:1r~ of the full e:·:ti!n:: arrd i::lplications 
of the subsidy? (2) Is ther'_ a bc:tt-cr l.Jay of designing FO::AVI to acco:::plish 
the same shelter-buildlnt; gc.:als lvith lC!ss "d.i.stortion" in the, allocation of 

bl 



- 6 -

resources? (3) Can AID's target group be benefited by FONAV1? 

16. Income distribution. I: Lilt;; GOP consciously has opted for a policy 
to buffer its middle class with subsidized housing and if the GOP can afford 
the subsidy, FONAVI is a per.fectly understandable mechanism to accomplish 
that policy objective. Housing, especially lo\;-income housing, is universally 
subsidized in developed and developing countries alike. There is one perver~e 
implication of FONAVI for income distribution in Peru, hmvever, which should 
be foreseen. Under the HG infrastructure programs, there is every reason to 
believe that the real interest rates paid by borrowers will become positive 
w-ithin a year or so as inflation is reduced. l{e will then confront the 
anomaly that the Im"rest-income groups are payin/t more of the cost of its 
shelter-related services· than hi(~;1er income groups which have access to FONAVI. 
The government Hill be foregoing the opportunity to use the FONAVI subsidies 
for the lowest income groups. In a sense, the poorest will be indirectly 
subsidizing the hig~er-income households. This contradicts the GOP's principle 
of equity goals in income distribution.~/ 

17. SIFSVI. There is a proposed systeM better than FONAVI to 7ccornplish 
the objectives of FONAVI (and more) and to do it more efficiently.! Like 
FONAVI, the Sistema de Financiamiento Exclusivo para Vivienda (SIFEVI) is 
a proposal to capture forced savings for application in the shelter sector. 
The BVP sponsored the SIFEVI project and had received favorable reactions 
from the GOP before FONAVI was set up. 

18. SIFEVI I S major source of funds \·:ould be the indemnification funds 
~hich employers reserve for lump sum pay~ents to \"rorkers who leave their 
eI!lploy!:!ent. Si::l::€: :irms use the inder.mification funds for \.;orking capital, 
SIFEVI would only ask to capture 10% of the addition to the funds during the 
first year, increasing the precentage to 20, 30, 40 and from the fifth year on, 
50% of increases in the indemnification funds. Compared Hith FONAVI, this 
source of funds would not be inflationary and would not tie a neu tax. 

19. Other sources of funds Hould be (1) key money deposits from the 
beneficiaries or SI?~VI financing, averaging 20% of the value of the property; 
(2) purchase of SIFEVI bonds by construction companies and suppliers equal 
to 5% of the value of the work contract~d with SIFEVI; (3) GOP capital transfers 
equal initially to 10~~ of SIFEVI operations and also one-third of the government 
collections from the existing (before FmrAVI) taxes on ;;ages and salaries;' and 
(4) Social Security funds which are supposed to be passed on to the BVP but 
which until now have not been. 

}j I \"ant to e ... ?hasize that I am not calling FO:-iAVI into doubt. I strongly 
su?port this initiative cn behalf of the straitened middle class. I 
am questioning only whether the GOP is alJare of the income distribution 
im?lications and might be \"Uling to share the pie in so~e \"ray with AID's 
target group. 

l/ SIFEVI was described in the SSA. The ro110~ing am?lifi~s that description in the 
light or further discussions and the neHly available text of the SIF~VI 
proposal. 



- 7 -

20. The sources and costs of funds for SIFEVI can be :"'llTll'narized as 
follows: 

Nominal Finance 
Source Percent Cost (7.) Cost 

Indemn if ica t ion Funds 50.7 12.0 6.08 
Deposits 20.0 12.0 2.40 
Bonds (Construction companies) 5.0 12.0 0.60 
Social Security 2.0 12.0 0.24 
Govern.'1'.~nt capital transfers 10.0 0.0 0.0 
Governr:lent payroll taxes 12.3 0.0 0.0 

Total 100.0% 9. 32~' 

The BVP calculated that the funds could be lent at 14.6%, the spread 
covering adr:linistrative costs and reserves. The real interest rate would, 
of course, be negative -- a deliberate policy decision. The total resources 
would e~ceed the new FONAVI annual resources by year 4 and, including portfolio 
collections, soon be capable of a substantially higher volume of activity than 
FONAVI. 

21. The fundamental difference from FONAVI is that SIFEVI "lOuld ,.-ork 
t~rough and strengthen the existing housing finance system. SIFEVI also 
~ould provide an incentive for beneficiaries to save. FONAVI is based on 
the luck of the lottery draw. There is no incentive for individuals to save. 
h1lile addressed prb:arily to the same client group as FmlAVI ~ SIFEVI ,.;ould make 
us~ of existing institutions and human motivations to sacrifice for a home. 

22. SIF2VI contemplated using variable mortgage payments to broaden 
the group eligible for SIFEVI financing and indexing higher priced units to 
cross-subsidize Qon-indexed, 100-ler-priced units. An important additional 
feature of SIFEVI is that, in strengthening the S&L system, the BVP intended 
that SIFEVI would be a secondary mortgage market. 

23. SIFEVI is a well-conceived schene to capture forced savings for 
~iddle-class housing. It has all of the good points that FONAVI has and 
has some additional cre2tive financing ideas, strengthens the housing finance 
syste~, increases private savings for housing, and avoids some of the drawbacks 
of FONAVI relating to inflation and to the ~agnitude of t~e social cost of 
subsirlies. The SIrEVI idea should be pursued eithe~ as a co~ple~ent to FO~iAVI 
or else FmlX~I should be ~odified to incGrpo~ate sOr.:!e of the SIFEVI features. 

24. Possible ~odifications of FO~AVI. FONAVI should make use of the 
existing housing finance systei!\ 2.nd of private promoters ,.;ark-ing through the
S&Ls. ~ext to the (unkno~m) inflationary impetus which people fear fr~~ 

FO~;AVI, t!le ~ost com:",only cited criticis:n of FO::AVI is th~:: the inple:::entation 
of the syste~ will bring a big addition to the bureaucracy. The structure 
is comrl~x; 3\'P is the bani:er, H:.:illI?ERU manages and sells the properties. the 
Social Security Fund keeps track of col:cction accounts and passes the money 
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to the 
in the 
sector 

BVP. and the MOHC calls for bids and a\lards contracts)/ MEF stands 
background in a monitori27 role. Making greater use of the private 
should be an early goal.-

25. FONAVI coverage should be extended to groups now excluded and funds 
should be made available for purposes other than building houses alone. FO~iAVI. 

for exa~?le, in my view should finance cooperatives, infrastructure, and urban 
renovation. This extension Ivould be a corollary of bringing the S&Ls into 
the system.l/ 

26. AID's target group. H is probable that the p .... ojections of FONAVI 
resources are overly sanguine.- Nevertheless, it is clear that huge sums 
will be amassed. Although I do not expect major bottlepecks in the supply of 
building materials, I do foresee a shortage of well-con~eived projects once 
this initial stock of projects has been exhausted. The constraint will be in 
the capacity of the HOHC to process projects rather than the capacity of the 
developers and builders to prepare projects. It would be a shame if large 
sums of idle funds should co~e into existence. 

27. The combination of a prospect of idle funds and equity considerations 
suggests that the GOP should not discard the possibility of tapping FONAVI 
funds for the AIJ target group. The anomaly of the AID target group receiving 
less of the gove!:ili!'lent' s largess than higher income groups \vas discussed earlier. 
~~king part of the FONAVI funds available for infrastructure projects in 
pueblos j ovenes and similar cOT:'.n1unities \VQuld help to redress this imbalance. 
Huge draws on FOXAVI \·/Ould not be involved. An important principle of equity 
would be. 

28. Miscellanea. Although some of the target group could qualify for 
FONAVI housing units on the basis of income eligibility, it is likely that 
most of those will be excluded by extra-income criteria. Two c~iteria for 
qu..llifying for a FO:-1AVI lottery in particular \.Jill militate against the target 
group: (1) a requirement that 3 years of employment be documented; and 
(2) that a participant be competent to enter into legal contracts. This 
latter requirement could be interpreted to mean that an applicant be functionally 
literate. If these non-income criteria were waived for the target group, 73% 
of the target group in Lima-Callao would qualify to purchase FO~AVI units. 
Outside Lima, 27% of the target group in cities \vith a median income of S/.25,OOO 
(December 1978) Ivould qualify; ll~~ of the target group in cities \·lith a cedian 
income of S/.18,000. An efzort should be made to qualify target group households 
for FO~AVI loteries if they meet the income eligibility criteria. 

}j 

~/ 

The delay in issuing the operating rules and regulations for FONAVI is due 
to the co~plexity of the multiparty negotiations involved bet\veen the 
agencies,'not because someone is trying to block FONAVI. 
CAPECO has prepared a project to ~his end. THE S&Ls support the idea. 
They '.vill jointly sponsor an a!l'.endment to bring the S&Ls in to the Fm!AVI 
Syst2I:1. Presumably the B'IP Ivould support the proposal. THE BVP \oJould 
match S/.20 of S&L funds with S/.80 of FONAVI funds. 
The rnanagc~ent of the avp azrees with this vie~. 
Aside fro~ delays in contributions by e~?loyers> \;orker contributions 
surely will not begin on schedule on 1 January 1980. The President has 
annauncp.u that ~orker contributions will not be collectQu until the 
economic condition of workers has improved significantly. 
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29. A similar comment is appropriat~ for SIFEVI. A shortco~ing of 
SIFEVI as now designed is that it could only reach the top 12-1gr. of income 
households in the Lima-Callao area, fewer still outside Lima. This should be 
viewed IJithin the context that less than Ii. in the Lima-Callao area were able 
to afford the 1.owest-cost "economic house" by late 1978. That perce·ntage ha~ 
further declined in 1979. It should be possible to qualify some target group 
households for SIFEVI financing of lo~er-cost housing units and home improvement 
loans. 

30. In summary, FONAVI is for real, is off to a fast start, and is the 
best thing to happen to the moribund housing industry in a long time. If a 
choice between FONAVI and SIFEVT IJere possible, one ·probably should choose 
SIFEVI as a superior systen. They are not mutually exclusive options, 
however. FO~AVI can be modified to incorporate some of the desirable featur~s 
unique to SIFEVI or SIFEVI itself can be established as a comple~entary 
exercise to FONAVI. One could argue that FO~AVI in effect is a housing 
stimulus which can impact i~uediately on the shelter sector and that SIFEVI 
is the longer-run institutional complement. 

Indexing 

31. The worst of the economic recession seems to be past. The 1979 external 
account perfo~ance was extraordinarily good. The economic team has had 
less success in controlling inflation -- in part because of the monetizat~on of 
~he incre~sed foreign exchange reserves. Instead of the goal of a 40% an~ual 
i~£lation rate by the end of 1979, 60 - 70% now seems more likely. Still, 
this is less than during 1978. Inflation nOIJ is falling rather than accelerating; 
and the inf12~icn ~ate should abate appreciably beginning in the first quarter 
of 1980. 

32. In conditions of falling infla~ion and prospects for a continuing 
cecline in the inflation rate, it would be intolerable to embrace a' 
gener~lized system of indexing even if it were politically palatable (and it 
is not). Generali~ed monetary correction in these circumstances would only 
h~nper the fight against inflation. 

33. This does not mean, however, that partial indexin~rin the shelter 
-" sector is undesirable. FONAVI has an indexing system, albe~t a bad one. 

SIFEVI would have indexed loan balances for higher income groups. Indexing 
is an alternative to the decapitalization of the S&Ls; so are governmen~ 
subsidies. The effects of the FONAVI system of indexing should be monitored. 
I believe that the system ~ill have to be changed to a system based on the 
consu~er price index, construction costs, or a combination of the two. 

Conclusions and ReC0,7'.llendat :'O:1S 

1. One can p0s~ulat~ that the GOP ~ust view the shelter sector in 
re13tion to all of the peo~le. The AID target grou?, by tradition and 
necessity, has buil~ its oln' shelt~r. The govern~ent can and does atteM?t 
Lo provide the b3Sic infrastructure services to enhance the qualify of l£fe 
possible in that shelter. Since AID is ~andated to restrict its efforts 
to the be10w-8~dian income fanilies, this ~eans basic infrastructure and 
conmuniry servic2s in ?eru. Middle-class housing is a proper concern for 
gov'2rn:::~nt ::md ;::1 understan:bble ;;overr:r7lent concern if HG money can fin<ln-ce 
infastructur.:: only and if there is an effective bu':get constr.:lint IJhich 
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prevents the government from contributing to the cost of infrastructure 
as well as middle-class housing. I believe thar this will prove not to be 
the case, that FO~AVI will capture sufficient resources to finance infra
structure for AID's t~rget group as ~.ell as to attend to middle-class housing. 
I recommend that USAID follm. the ptogress of FONAVI oper'ations in order to be' 
able to judge whether this becomes an appropriate subject to broach to the 
GOP in the next HG loan. As a first step, it should be posed as an issue in 
the Project Paper. 

2. As a continuation of its support for the S&L system, which AID was 
instr~~ntal in establishing, USAID should encourage extending ,=a~AVI resources 
to the ~&L system. Thes~ funds would be used in part to continue financing 
infrastructure projects in pueblos jovenes and similar communities. USAID 
also should encourage any attempt to extend FONAVI coverage to cooperatives. 

3. The Project Paper for the next HG should update an examination of 
the subsidies implicit in the FONAVI system with a view to avoiding a 
situation in which GOP subsidies discriminate against AID's target group. 
Generalized indexing should be adjured at this point; but some form of 
indexing for the next HG which could put the HG clientele on a par with the 
FONAVI clientele should be considered in the Project Paper. 

4. Finally, USAID should support SIFEVI or an incorporation of much of 
the SIrEVI project into FONAVI. 



BVP Financial Position 
(USS millions equivalent) 

r. Summary Balance Sheet, 31 December 1979 
(USS millions of dollars equivalent)~ 

Assets 
38.9 
18.0 

100.8 
26.0 
52.0 
9.5 

46.7 
29l.8 

Available funds 
Receivables 
Loans 
Hous i ng pr'ogram 
Investments 
Fixed assets 
Other assets 
Total 

II. Sources and Uses of Funds, 1979 
(USS millions equivalent)Qj 

Sources 
0.7 
6.5 

16.4 
3.2 

20.8 
20.2 
5.7 

13.4 
12.0 
98.9 

Operating profit 
Increase in capital 
S&L required reserves 
Development bonds 
Externa 1 loans 
Collections 
Deposits 
FONAVI 
Other 
Total 

Liabilities 
76.7 
9.9 

16.1 
52.3 
11. 6 
88.9 
0.9 

35.5 
291. 8 

Uses 
b:9 

42.6 
9.9 
7.5 
1.2 

15.8 
6.8 
7.4 
0.8 

98.9 

II. Financial Evolution (millions of dollars) 

1970 1975 1976 
Tota 1 assets 56.4 170.2 151. 8 
Capital 16.6 19.9 13.0 
Loans, of whi ch 26.6 110.5 87.6 

Housing 26.6 98.8 73.4 
Construction industry 11. 7 14.2 

IV. BVP Disbur~ements (millions of dollars) 

Source 1977 1978 1979 
BVP 64.3 39.4 31. 5 
GOP 0.8 2.0 8.1 
External 3.1 7.8 26.0 

Total 73.2 .19.2 55.7 

Source: avp 

a/S/.250 = USS1. 00 
b/ S/.250 = USS1. 00 

ANNEX L 

Deposits 
Guarantee fund 
Accounts due 
Central Bank line of credit 
Mortgage develooment bonds 
Foreign loans 
Reserves 
Capital 
Total 

Required reserves 
Loans 
Housing programs 
Amortizations 
Development bond redemptions 
Investments 
Accounts due 
Increase in cash/bank accounts 
Other 
Tota 1 

1977 1978 1979 
161. 2 28T2 m:s 

7.4 8.5 14.2 
58.6 48.8 61.8 
50.0 43.6 55.2 
8.6 5.2 6.6 
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.V. Distribution of Leans, Cumulative through 31 December 1979 

Housing Lines of Credit 
El ectri city 
~ater and Wewerage 
Sidewalks and Paths 
Industrial Parks 
Urban Develooment 
Housing Construction 

S&L Lines of Credit 

Total 

Amount 

1:9.2 
-:G 

25.7 
1.1 
2.2 
1.9 

40.6 
17.3 

136.5 

Families Benefitted 

258,658 
108,664 
119,494 

642 
n. a. 
333 

29,525 
n.a. 

258,658 



ILLUSTRATIVE COST ESTIMATES FOR PUBLIC 
UTILITY PROJECTS 

(As of March 1980, 5/.260 U.S. $1.00) 

ITEM ELECTRICITY WATER 
5 Sf. 5 Sf. 

Infrastructure (primary 
1 i nes, trans formers, 
reservoirs, wells, oxin~-
tion lagoons, etc.) ~ 100 26,000 180 46,800 

Secondary network 200 52,000 195 50,700 

House connections 
(including meters 5100) 130 33,800 180 46,800 

Ca nons, 1 i cens es 20 5,2eO 20 5,200 

Supervision & administra-
tion 6 1,560 45 11,700 

Construction financing 
(18~~ average) 0' 77 20,000 100 26,000 

Conti ngenci es (10~~) Y 43 1l ~180 56 14,560 

TOTAL: 576 149,760 776 201,760 

ANNEX M 

SEWERAGE 
S Sf. 

300 78.000 

205 53,300 

115 29,900 

15 3,900 

50 13,000 

111 28,860 

62 16,120 

858 223,080 

a/ Some sub-projects will not require this much infrastructure 
cost; others may require up to 50;~ more. 

bl Does not include interest charges on long-term financing. 

f! 10;; is valid '/lhen computed in dollars. 
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USAID/PERU'S L~ STRATEGY (FY 80 - FY 84) 

Background 
The followlng br~efly highlights the urbani=ati~n process in Peru. During the 

1:361-1972 period, Peru's total populatl.on '3rel-l c3t a rate of 2.9% per annu.I!l, rural 
population at 0.7~ p.a., and urban ?OPU1~t~on at 5.6~ p.a. Official population 
grow~h project~o~s are as follows; for 1980, 17.8 Qillion (12.0 million urban); 
~or 1990, 23.2 million (17.2 million urban); for 2000, ~9.8 million (23.4 million 
urban). ?O!;ULHion in urban are:3.S (over 2,000 people) "ill nvarly double in the 
next ':· .... 0 decades and .... ill approximcte 78.5% of total popul.3tio.1 as compared with 
26.9~ in 1940; 40.1% in 1961; 53.0% in 1972 and an estimated 6i.4% in 1980. 

Peru's urbaniz<i\tion process involves; a movement to coastal areas, an 
l.ncreased cuncentration in larger cities, and thE: overwhelming primacy of Lima • 
. :I.ltho'J':;;; Lima :'s .still·the primate city of Peru, medil.'lll sized cities are now 
g=OWl.n~ at a faster rate than Lima. 

?eru's urban explosion has been. accompanied by an economic recession. The 
:::ecessiorl has had serious implications for the urhc-..n poor. The plight of an 
estimated 1.5 million below the median income fa~LLesj(, always precarious, had by 
the mid ~eventies worsened due to lower ~eal incomes c3nd increased unemployment 
~~d underemployment. ~e middle class \~as also drastically hit by the recession; 
one indicator of the impact was a sharp decline in formal sector shelter construction 
starts by the beginning of 1978. 

In the Lima Hetropolitan area the proportion of the labor force which ' .... as 
underemployed 3/ had grown from 17.7% in :·Iarch-Apr.il 1973 to 27.6% in February-March 
1976 to 38.8 in July-August 1978. 

The ir,1pact of urban .growth and economic recession has been dramatic on the 
shelter needs of the poor, effective housing demand has been dra.c;tically reduced 
=y ~igh interest rates, and construction costs, and falling real incomes. Shelter 
and ~elaced services deficits are huge and ~re increas~ng. ?2ru's housing deficit !I 
~n 1977 \~as est~mated to be more than a mill~on dwell~ng units. seventy-two percent 
of existing housing units lacked piped water; 78~ were without sewerage; and 65% 
did not have electricity. This translates into 1.1 million urban housing units 
·",it.hout water, 1.3 million without ·sewerage and 0.9 million ','Iithout electricity. 

Inflation has forced the GOP to direct its limited shelter resources to 
safeguarding its housing finance institutions and t~e borrowers of the system 
thro~gh the i:1Jection of significant subsidi~s to cover, partially, losses associ
aced with the effects of inflation. The GOP opted for subsidies in an effort to 
da~pen the eff~cts of inflation; it cO:1cinues co strongly oppose a ~~intenance of 
value system which it views as inflationary. It is the Mission's view that these 
su~sidies were the needed response to ass~st~ns ~he target grc~p during the econo~ic 
r~covery period. 

~o st~m~late a partial recovery of the con~tr~ct~o~ indu~t=y in 1979, a new 
::a r.~onal :-Ious:'r.g Fund (FONAI/I) \.;as create-:: in tr;e S·/? Its proj ected impact will 
!:Je i.r.'.-::ediate and nationwide; it could i:1crease :: .... ve.=old the volu:ne of housing 

1/ Estl.r.lateu :r'.E:c::.an tal:ll.iy incone for :'~:na =:; .)f :)"'C"er-.Del- 31, .1.')79 ·,.,as $270 per ~onth 
~itn an average median in:oce zor t~e p~ov~~~e~ ~153 ger conch. 

~/ ;:crkers ,.,;ho receive less than the r..inL-:-,LLll ·.-/ase or ·.;orK less than 35 hours per ' .. ;eek 
and desire to ~ork longer hours. 

~/ vE:iicit d.S defined by the Census i:1cl:..;j.es 3:-. ~':.'ll';aT:ion of the m:..-:tber of people 
~ivi~g per room and the type of ~uilding ~ate=ial used in the construction of the 

':':"ell.l.ng unit. 
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4ctlVl.ty in the public sector (15-20,000 units in first year), provide signif
ic~nt and needed support to the construction industry, increase employment and 
make it possible for middle-income workers to again obtain new housing. FONA.vI 
is funded by a new payroll tax, a tax equal to ~% of the payroll contributed by 
the eQployer and lt by the ~ployee. Investments are to be concentrated outside 
the L~~a-Callao area; loans will be at a nominal interest rate of zero; but loan 
balances will ~e indexed by (up to) the percentage change in the Lima minimum 
wage. The units · .. ill be allocated by lotterf. No units are to be sold in the 
early years. As units are completed, they will be rented with an lS-month option 
to tuy. 

Performance to Peru's external sector in 1979 I .. as very good. Export earnings 
amounted ~o $3,~67 million as compared to $1,941 million in 1978. Peru's (banking 
systemi ~~ international reserve position increased by $1,486 million as a result 
of higr.;r export prices and the negotiated reduction in external debt service. 
The cU~=ent prospects for Peru's e~ernal accounts can be viewed as relatively 
normal =or the early 1980s, particularly if export earnings do not decline. Even 
with t~~ sharply increased export earnings, the Central Bank's present cash foreign 
exchan~e position (about $1.0 billion) does not appear so substantial when set 
against a total external debt of $8.8 billion (end of 1978) and a GDP of $12-13 billion. 

At present tne outlook is far upHard movement of real urban incomes. We 
expect a moderate increase in 1980 (4'!. to 7%) and probably a more impressive increase 
in 1981. However, we do p~t expect a return to pre-recession norms for real wages 
and employment until 1983-84. As the rate of inflation declL~es, urban finance 
institutions should also be able to return to d positive interest rate structure. 
When this occurs, GOP subsidies to shelter finance institutions which are new used 
to cover cash flow losses, can be reallocated to programs that impact on the needs 
of low income families. 

Peru r.e1d a general election L~ ~ay of 1~80, and the new gove~~ent is to take 
office July 28, 1980. This represents an opportunity for su.i.:lstantial changes in 
~he GO?'s Itngrange urban plans as we:1 as inevitable ch~nges in the way the sector 
i3 organized to respond to the growing ur~dn pressures 

An Urban stra~ocv 

The Mission does not anticipatE: ne'."" urban initiatives until· a major con
solicution has occured in the leadersh~~ &It sometime in FY-80 it is anticipated that 
tne new gove=nment will begin to articulate ~ts urban strategy. In the meantime, 
the :--1iss':'on' s interim urban strategy is as fol10'",5: 

a. ~~ergency ~easures: Assisti~g the ur~an poor t~rough multisector Food for Work 
proJect.=; ac:~i:1istered by PVO's and generatin; employment opport:unities through 
ini=as~=ucture ?rojects; 

b. I:1frust=ucture ~odels: Continuing the Einanciny of basic infrastructure 
proJects to support t:'e evolutionary ufXjrading of lcw-ir.cc;ne ur;:,an settlements. l'lhen the 
reVE:r.~e position of t:he gover ...... nent h.)s improvec, t~e f:G infrastructure proj ects 
3re seen as '",ais of providing models i:~ai: can 08 replicated by ;:,ot:: tje public and 
p=iV3i:e ur=an fir~nce inst:itutions; 

c. .:.Dsorpt,::,,·:e Cap3cii:Y: Incre3s.::..;:g tl,e llt..~-== or inst.i::uticns providing 
~asic ser".I.l::~s to -:he ,poor, ~o as to inCL"8aSt: tr.~ r.!.,J\-i 01: !:'~suL!..:':::es i.r:-=o the 
sect.or and thus strengthen and expand the bas~c 3e:Vlce~ delivery syst:em; 
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d. Decentrdlizat~on: Encourayiny th~ GOP to continue the trend towa~d 
decentralized planning and improving proJect ?reparation capabilities of reqional 
plaruur.9 institutl.onsi establishing a mechanism for financing productive ma~ket 
town and rural infrastructure in the sierra and high jungle; and serving as a 
pilot develo~ent effort for eventu~l replication in other areas of Peru; 

e. Cred~t ror the Urban Poor: Designiny a credit tn-oject ·,.,rith an appropriate 
::OP e:l~it'l to seek to i::crca",c i:-.cCGlc and 'j6r.t!ratt! nl!\. Jobs for entrepreneurs 
located in 10\.,-l.ncome neighborhoods. 

As soon as it is feasible, and in conncct~on ·."ith the negotiation of 527-HG-Oll, 
the :·!iss~on will encourage the new government to organl.:::e a major review of its 
'.lr::an groh"th plans and programs so as to move from an emergency-type program to 
long~r range develo~ent programs. The Mission is optimistic about the opportunity 
to work wlth t~e new goverr~ent in developing ways to more effectively deliver 
~asic: scrvices to,t~e poor. Urban development polic,! will be a crucial area fo~ 
~he new government and for foreign assistance donors. Both AID and the IBRD 
:.;upport the convening of the Peru Consultative Group as soon as possible after the 
~e'" 'jovt::rnment is formed. This body should encouralj'e the GOP to develop a more 
c:o~prehensive urban development policy, including the definition of investment 
prog:3ffiS to which aid donors can rapidly respond. 

It is anticipated that several of the long-term shelter issues posited in ~~e 
,C'C-dO :-lG Pill guidance cable (e.g. I the erosion of the financial base of the housing 
slst~~; i~sufficient GOP budgetary allocations to the sector) will only be resolved 
'.-li'C;; i:1creases in ur,:,an sector re31 income~i that will accompany projected improve
~en'Cs in the overall economic condi~ions of the country. It is believed by the 
::issior. that very little in the · ... ay of addrt:ssing long-term development issues can 
~e accomplished without this recovery. 

T!le :·Iission and IBRD are currently working or. a comple.~entary list o.t l.ssues 
-::0 be discussed with the ne'''' gove.:::unent. The outcome of the joint dialogue ... dll 
set ~he stage for an inter~tior~l donors longrange loan and -cechnical assistance 
progr3m for the urban sector. The following briefly lists the ~ission's list of 
~nitial issues to be discussed. 

1. Emphasis on Basic Services 

Concern has been expressed over the lad of financing for low~cost housing. 
\';e 'lie' ... this problem in terms :;)f the current lack of effective de.rnand for such 
:"ous:.r.g. The 1-1ission has and '~Iill con-cinue -co discourage the financing of low- cost 
~ous.:.;:S proJects until real inc()~es permit the purchase of d, .. elling units on a 
cos't: recovery basis. In the ::leantime, the ~lission will encour2.ge the GOP to continue 
'Co fi:-:.::.;--.ce basic conununal services that are .3f£orda~le to the target group as well 
as t~e provision of credit to facilitate self-help construc-cion and/or improvement 
of c·"ellir'.gs. 

2educing 3t3:1dards 

In conr.ection '"i'C;, the ::ei~h;Jor.'1ood ..:.?;radi:Kj process, -:he :·lission has 
eS,[3blisned " :ondi'[icn ?recedent to S27-~G-Cll (::'!-3,)) t:-.at t.::e EVE', · .. ith appro-
pr i.3'Ci:: GOP er.ti '[ies, ·.vill cor.duct .3 study and make reccrr'u.!endations on construction 
s'C3ndards and cos'[s to ensure that the lo~est cost appropriate technology is being 
e,,:plojed in .:;O? ;;utJPor-ced shelter prosr.:lr:1s. ~G 10-3:-. ':ur:ds · ... ill ce 1.!'Cilized to finance 
a por-cion of th~s s'Cudy. The iotan-c of ,[~l.S exercise is 'Co e~c:;)urage d redefi~i'Cion 
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at ~~andards ~ha~ will permi~ a greater participation of lower income people in 
the G0P's shelter programs. 

3. Stren9~n~nLng the Management Capability of the Sector 

Recent evaluations of the shelter institutional performance have identified 
a series of management problems ~~at need to be addressed by the Government. These 
include: (a) the need to develop an ins:itutiollal outrea.ch capability to deal di
rectly , .. ith the needs of the target group; (b) the need to pro.llote and improve coor
dination among proJect irnplementers; (e) the n~~d to strength~ the cost recovery 
procedures of urban proJects; and (d) the need to speed up projlct design and im
pleffien~atLon process in order to reduce the impact of cost increases on project 
benefic:'aries. The 1·lission through Lts on going and proposed she .... ter programs will 
be able ~o assist the Housing Bank and others address these issues. 

~. Ta~geting Subsidies 

The level of subsidies provided to the housing finance syst~ is substantial. 
In CY-79, for example, the Bank and the S&Ls received $8.0 million to cover losses 
assoaated with their frozen portfolios. Overtime, it is anticipated that improvements 
in the overall performance of th~economy and the ability of the GOP to control in
flation Ivill lessen the need for the level of subsidy presently being injected into 
the housing finance system. It is also clear chat the S&L system, for one, is aware 
of the danger of continUed reliance on this form of subsidy and is anxiously awaiting 
to seek the new government's support in devising a maintenance of value system for 
the S&L's long-term investment portfolio. 

Another form of GOP subsidy that is more d'irectly impacting on the target 
group has been the extension of government guaranties to secure foreign credits and 
through the ass~1\ption of ~~e exchange risk. Todate, the GOP has paid out approxi
~3tely ~6.9 million for exchange rate losses OIl external loans. The Bank projects 
that L1e GOP will need to contribute anr.ually $2.6 million in CY-80 and 81 to cover 
the exchange rate losses on the existing external loan portfolio. Through this 
al~oc3tion process, the GOP has been increasing its rescurce 3110cation to lower 
inco~e families. The question that now ~ust be addressed is the willigness and 
ability of the GOP to continue to cover the exchange losses for the proposed HG 
programs. 

5. solving the Deficit 

Despite the budget austerity program of ~~e Central Goverr~.ent, Peru's 
contribution beyond subsidies to the shelter seC~or has been on the rise. The 
Central Government allocated $49.8 million L'1 CY-79 2lr.d p i'fZ,":l- million in CY-80 
for s!1eltcr related services. The 1-1is3ion '."ill '.-Jork IVith the GOP to determine the 
extent to ',·;hi::h this support can be utilL::ed to :.teet r?re,jent and projected shelter 
relaced deficits. Beyond budget allocation to che se::tor, what can ~~e GOP do 
to solve the existing and prOJected deficits? 

Types or Projects Proposed for PerQ 

In FY-SO, the Mission will continue to work wich 3V? ~iven its thorough 
fa~ilidrity with the HG progra~, its extensiv~ on going b3si~ services progra~ in 
pueblos j6'1enes and the likelihood that its p::-oqraI:\s '.,ill be less ir:1pacted upon 
by c;lan~es in govern~ent than other institution.:;. It should be noted that although 
the BVP has $10 Dillion in escrow (527-HG-009(II)) ~nd acc~ss to a new $15 million 

http:outrea.ch
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proJect ulVolving the S&Ls (52i-HG-010), the Nission is coniident that BVP will be 
able to disburs~ funds in a timely fashion. In the first instances BVP has requested 
a $3.0 million advance which should be ready for Mission approval shortly. In the 
meant~e, it h~s ~dvanced its own funds to undertak~ the construction financing of 
most proJects proposed for J09(II) HG financing. 010 h~s been delayed pending the 
new g'wernment' s review and approval of the new proJect. ~'J~ anticipa~e rapid 
dis~l...t'sement on this project given the project~d local de:nand expressed by partic-
ip .. ning S&Ls. 

A $25 million FY-8C HG PID has ~een ap~roved by the Bureau. It is understood 
by ~C and DS/~ that the Mission wants a second $25 million auttorized for similar 
purposes ~n FY-B2. Jhe FY-80 PP, developed in the 3rd. quarter of FY-80, 
will per.nit the BVP to continue to prov~de a min~~um level of financial assistance 
to low ~ncome people for water, sewerage and electricity services. plus the possi
bilit! of tinanc~ related community facilities such as schools, health posts. 
ma=kets, etc., in pueblos j6venes and similar communities. The BVP would also be 
pe~itted ~o lend for home im~rovements loans in low-income settlements. 

I!1 FY-80, the Mission , ... ill be implementing a multisector public , ... orks program 
in Li:nol. An OPG with CARE in conjunction with Title II food, and Title I local 
cu=rency, will be used to suppor~ MYC, and the :1inistries of Sducation and Health 
deliver services into the Pueblos J6venes. This combination of resources \.ill 
finance the purchase o£ construction materials and provide food for work to build 
cas.:.c community facilities and services. The project is designed to deal Ivith 
ex~ensive unemployment and malnutrition found in lO'",-income neighborhoods of Lima. 
DS/H's IIPUP resources are to be used to hire local consultants who will work 
, ... ith I·NC in the development of studies and comprehensive plans for selected areas. 
IIPUP is also to provide short term US consultants to assist in development of 
the f=amework for these studies and plans. 

In FY-81, the Hission is considering the possibility of another basic service-~ 
;'iC; Loan (012) for the S&L system, but this will cel-e:1d on the outcome of an evaluatio .. l 
or the FY-79 nG program. It is possible that as the economic si~uation Ln Peru 
i~proves, S&Ls presently involved in our program may return ~o their traditional 
middle class cliente1e~ This may be further facilicated by the proposed access of 
FO~~VI funds by the S&L systa~ to generate middle inco~e housing. 

The PP may consider,instead,the feasibility of channeling HG resources through 
avp, and/or BM:COOP to finance a credit union prog ram of home improve.~ent and horne 
expansion loans. Credit unions identify 20~ of their loan portfolio for home 
improvements. .-\ number of these organiz.ations kno'N' dnd deal with the lower income 
people and could be used to increase the le'/el of credit assistance reaching 10101-
i.ncome people. A 1-!ission OPG (LOP$575,oJOO)I.ill be u5ed to support the ir.1plernentatior:. 
of this activity. 

The ~ission will also consider ways to develop a project idea that would provide 
a =rcdit program for small businesses in PueDlos J6vc:1es. The purpose of this ac-
~ivity would be to increase credit available to small entrepreneurs in an effort ~. 

i=:cre352 incoz:1es and generate nel, jobs for ~U3 :':1eS5GS located in 10lv-i:1corr.e neighborhoods. 

In rY-82, depending on the experiences or th-2 I!!1:eg rated ;;.egional Development 
Loan "'roj ~ct, the :·Iission proposes to i=:.; red:;'" t:1;:' ?~r;;t:ntil,!t': of i:G resources 
sup:,:.or~ir.9' the GOP' s decentr3.1iz2i~ior. pr~..; 1"-1:71:5. A Poe; ;,oan -"it;' 3'lP would 
address the deficits of basic services with an in~r~ds~d at~~nt~on to the infrastruc
t'_lre needs of secor.dary urban cente:::s throt.:::!:lou1: :::'t-! Cl)L.;r:try. The desi.;n of this 

http:attun.on
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tranche will ~e based on an ~ndepth evaluation of the BVP's decentralization 
experiences. 

A related grant activity (LOP $750,000) has been proposed to strengthen the 
r~spol~ib~lit~es and capabilities of municipal ~overnment in the decentr3lization 
prog~.lm. 

Areas for Technical Assistance 

f~-ao. It is felt that only lim~ted tec~nical support to BVP will be required 
to implement the proposed basic services ann facilities HG program (527-HG-Oll). 
The purpose of ~his technical support will be to further strengthen BVP's on-going 
efforts~ 

a. The Mission and BVP will work jointly in the installation of an evaluation 
system ~~at will 'systematically review progress made on implementing the HG program; 

\... Hith use of limited HG loan resources, BVP in close collaboration with 
L~plem~~~ing agencies and related normative ministries, will conduct a study on 
and make ~ecomoendations for construction standards and costs to ensure that the 
lowest cost appropriate technology is being employed in HG projects. 

c. The Mission ~ill work with avp to ensure the inclusion of sound environmental 
planning for nG financed projects. 

In addition, DS/UD is providing the Hission with consultant services to work 
with avp and 11i!1istry of Housing on a study to evaluate the role the construction 
industry (for~al and informal) plays in the yeneration of employment opportunities 
for unskilled, low-income workers. This study will provide the basis for an 
e::lploJ"TIent generation component of a Nation.]l .shelt",r Plan. 

The r·lission will also have access to a DS/1! financed ope; resident technician 
who is completing his "ork with the avp on the home improvement program. 

~S/H IIPUP resources will also be available to the Mission in FY-80 to strengthen 
GOP's efforts to develop comprehensive plar.s ar.d studies of tjle Pueblos J6venes, the 
low-income areas that surround Lima. 

Developrne!1t loan 063 will provide funding (through FY-83) f~r the following 
T.; effort:s related to implE:menti!1g USAID's Illteyrated Regional Development Project: 

a. T' .... o :13rket: Town Development: Plarulers to dSS.l.St the development committees 
of Junin and Cajamarca select and design basic urb~n inir~structure projects. 

!J. VarioLls US and ~eruvian advisors ..... ho ·..,rill · .... od;: with :r.unic.l.pal governments 
to str~n?then their role in the decentralized developme~t: process. 

Fy-al. '!he r-lission has tentatively proposed resi jent technical (OPG) advisor 
~o ;'Iork "'Iith the BV? in the design and ii7:tJlemen::atlon 0: a horne improvemant program 
to be i::\plemen~ed ~y the credit union ;r.ovemer.t of ?<::ru. (LOP $575,000) 

Jependi:1.':J on the outcome of the ini':.ial :WC :.:;l.::n;-:if'.g efio!"1:S in the Pueblos 
Jove!"".es, further IIPUP support may 1:e re,.::uested. (W? S 3CO, 000) 
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In FY-Sl, the ~Iission has proposed a small business credit program that will 
include a technical assistance compont:lnt. Th<.! ':ern.s ot rt::ference of this 
effort and its costs have yet to be defined. 

FY-82. rh~ proposed FY-82 527-HG-Ol3 stress the importance of investing 
a qre~share of HG resources in the secondary urban cente=s of Peru. The 
Mission has proposed a grant program (LOP $750,000) that would complement this 
HG activity by st:rengthening the capability of :·!uni::itJal government to designl 
impl~ent: and recover the costs of basic urban service ·projects. 
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.AID Support to Peru's urban Scctor 

Activity Amount Authorized 

No. project Activity Source (LOP) prior FY 80 FY 80 FY 01 FY 82 FY 83 FY 84 

009(1) Low Income flousing JIG 15,000 15,000 

009 (II) LO\-/ Income Housing HG 10,000 10,000 

1583 ' lIome Improvement (TA) DS/II DG 191 91 90 

063 Integrated Reg. Dev. US1\ID DL 8,000 8,000 

0178 IRD (TA - urhan) USAID DG 523 48 227 228 20 

0186 Urban Feeding Program * US1\ID DG 793 300 250 243 

0007 PPJJ Plallning (TA) DS/H DG 300· 100 100 100 

010 Dasic Services Pf\JJ IIG 15,000 15,000 

all upgradio'J 1,0\1 Income Scttlem. IIG 25,OUCl 25,CJOO 
I 

011 

012 Non trildi tional Crccli t ~ JIG 25,000 25,000 I 

0218 Credit: for Low Income Fam. (TTl) USl\ID DG 750 2CJO 200 20(1 I"7! 

013 D,'CClltl','] i7.al ion of Serviccs JIG 25,000 25,000 

0239 Municipal Development ('1'A) USAID DG 750 200 200 20( 

0241 Urban Small Businesses U5AID DL 5,000 5,000 

014 IIG to be defined fiG 25,000 25,000 

TA support USAID DG 750 200 20( 

015 JIG to be defined JIG 25,000 25,00( 

'1'A support USAID DG 750 20( 

* Plus PL 480 Title I + II 




