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SUMMARY AND RECOMMENDATIONS

1, Borrower and Guarantor

The Borrower will be the Housing Bank of Peru ("BVP"), which agency
will also be responsible for overall coordination and execution of the
Program, The loan will be guaranteed by the Government of Peru (GOF),
who will also assume the exchange risk on the dollar repayment,

2. Amount and Terms of the Loan

$15 million repayable over 40 years, with a 10 year grace period
on principal repayments and interest at the rate of 2% per annum during
the grace period and 3% thereafter, All of the costs of the program
will be local currency costs,

3. Purpose

The purpose of the loan is to support a five year program of the GCP
for providine housing, utility services and community facilities to the
low income*® population in the area devastated by the May 1970 earth-
quake, The GOP is providing the sol equivalentg/ of $10 million to the

Program,

L, Descrivtion of the Program.

The proposed Program consists of three basic sub-programsi

A, Construction of large scale housing projects in groups of 50
or more units;

B, Home Improvement Leans and Utility Service Loans in Pueblos
Jovenes (literally "Young Towns™; historically squatter
settlements); and

€. Provision of Community Facilities (schools, health, community
and commercial centers),

1/ "Low Income"™ is used in this paper to refer to those income groups
with income below $1?5/ﬁo, which have the financlal capacity to repay a

long term home loan or a utility loan, if a subsidy to the market interest rate
is provided, See item 6 of this Summary for a profile of the employment
and income characteristics of the population to be served.

2/ U,8.$1.00 = 5/.43,38
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Under the Large Scale Housing Sub-Program A, two types of projects
will be eligible for financing:

A.1l., New Housing Projects

These projects will include urbanization and the construction
of new housing for eligible low income buyers., The housing financed will
be limited to minimum cost, expandable "core"” units available in four
different sizes and containing a combination living-dining room, one or
two bedrooms, kitchen and bath, The current cocst estimates for these
units give an average sales price of approximately $2,700. The upper
1imit for this type of house would be approximately $3,000,

A.2, DPueblo Joven Relocation Projects

Several of the larger Pueblos Jovenes in the cities in the
disaster area, particulaily in Chimbote, will have to be relocated due
to their present location in hazardous or . environmentally unsuitable
areas, In Chimbote, the CRYRZA master plan indicates that some 17 out
of 44 Pueblos Jovenes, containing over £,000 families, will have to be
relocated in other areas, :

Financing of relocation projects would include the costs of urbaniza-
tion, community facilities, and core house construction, Because these
projects will involve existing communities, the potential for self-help
housing construction is believed to be high in the relocation projects.

A pilot relocation project in Chimbote involving a 500 family cooperative
has been included under the 1971 A,I.D, $3 million Community Reconstruc-
tion Loan. The experience gained under this pilot self-help project will
be taken into account in developing relocation projects to be financed
under the proposed loan., It is currently estimated that the average home
loan in relocation projects will be approximately $2, 000,

Under Sub-Program B, for Home Improvement and Utllity Service Loans,
loans would be available to residents of Pueblos Jovenes which alreacdy had
acceptable lay outs, lot sizes, and location., The Lecans would be for
individual home improvements, rehabilitation or expansion of existing
housing and for installation of water, sewerage or electric services in

the community,

In the case of self-help construction, credits may be extended directly
in materials., The average amount for a home improvement loan is estimated
at about $600, and the average loan to a family for water, sewerage or
electric service is estimated at approximately $250. The total cost of
the utility services provided would be divided among the families benefited,
A large proportion of the Pueblos Jovenes population in the disaster area
lack these essential services.
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figures from the Housing Market Study--that is, to show that total Program
funds cculd be effectively utilized. Within the overall
demand constraints for the respective sub-programs, there are numerous
feasible alternatives for allocating funds among the sub-programs and the
urban aress. The Allocation Plan will be modified over the life of the
Program to reflect the actual experience in developing and carrying projects
within the sub-program categories and taking intou consideration evolving
needs and demande for the respective types of sub-programs available.

The actual number of units by sub-program and the number of utility
connections which result from the Program will depend on the following
factors: (a) The interaction between the progrem planning carried out by
the BVP and the market demand forces as expressed by the various project
and program sSponsors; (b) The extent to which the rate of inflation in the
construction industry in Peru over the next 5 years exceeds the 15% cost
escalation reserve; (c) The amount of the average sub-loan by sub-program
(that is,whether an average is high or low within the possible price range);
and, (d) The alternative trade offs between sub-programs. For example, for
each additional mortgage loan for the aversge "core" house, one would have to
reduce by ten, on the average, the number of utility sub-~loans. (Such =
shift in funds among the sub-programs would be appropriate if over time there
was a clearly expressed preference within the market being served for one
program over another.)

The distribution of the urban population in the Disaster Area shows
that approximately 80%, or 600,000 inhabitants, live in the coastal
cities, while only 20%, or 140,000, live in the Slerra towns. Among the
cities of the coast, Trujillo and Chimbote show a concentration of nearly
two thirds - 400,000 people - of the urban population, a large proportion
of whichis:1iving in tha marginal areas or "Pueblos Jovenes",

Program funds will, therefore, be concentrated in these two citles,

6, Focus and Size of the Program

The Program proposed is intended basically to address the shelter and
essential service problems of the low lincome residents of the disaster
zone; and, in so doing, to provide a significang/stimulus to the level
of economic activity and employment in the area<. The group which will
benefit from the Program consists of those people earning the equivalent
of approximately $40 to $175 per month, which constitute an estimated
50-55% of the total urban population of the sarthquake zone, as shown in
Graph 2. The primary scurces of employment of the people in thils income
group include skilled and unskilled laborers, factory workers, drivers,
fishermen, public employees, small shopkeepers, and suppllers of services,

Based on the estimates contained in the Preliminary Resocurce Allocation
Plan, approximately 8,300 families will beneflt from new or improved
housing to be made avallable over the five year 1ife of the program and
some 15,000 families should benefit from the provision of water, sewerage

or electricity in the same period, .
y Best Available Copy

5/ Based on the assumptiorsstated in Annex VII, the $25 million Program
is projected to create within the disaster area approximately 8,125
man-years of employment over the five year period, On an annual
basis, an average of 1,625 man years of employment would be produced
at a cost of approximately $3,077/man year.
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It should be recognized that this amount of new and improved housing
is not going to "solve" the so called housing "deficit"; as a matter of
fact, no country in the world has yet been able to do so, for this
"deficit" is ever increasing as new family formations take place and as
the existing housing stogy gradually deteriorates to the point of being
classified sub-standard.— The more relevant measure against which to
assess a country's housing efforts is the level of effective demand for
housing available on reasonable terms. That is, one should examine the
extent to which the public and private sectors supply credit directly or
indirectly to meet the effective demapd for housing at the various income
levels. In the case of the low income Program proposed, the preliminary
findings of the Housing Market Study indicate that a substantial propor-
tion of the urban population has the financial capacity to acquire new or -
improved housing. In Trujillo and Chimbote, which account for nearly two
thirds of the urban coastal population, there are some 31,800 families,
or 43% of the population earning between $50 and $200 per month. These
families and families in the same income bracket in Huaraz and the -8-10
smaller towns in the zone will form the market which the proposed Program
(and the existing IDB Loan) will serve. Approximately 4,900 families, or
7% of the population, in Trujillo and Chimbote earn more than $200. This
market will be served by the savings and loan system, the Central Mortgage
Bank and, to some extent, the 1971 HIG Program. Taken together, there is
potential effective demand in the two largest cities in the zone totaling
36,700 families. :

On the supply side, the housing program to be carried out in the zone
should provide the following: Assuming that the $29.4 million available
for low and medium low cost housing under the 1DB Reconstruction Lean pro-
duces approximately 10,750 new units and 3,400 loans for housing recons-
truction; that the $28.3 million HIG Program finances approximately 5,074
new homes, 2,590 loans for housing improvement and 2,890 for provision of
services; that the proposed Program produces 8,300 new or improved units
and 15,000 loans for provision of services; and that the S&L system and
others finance a total of 2,500 units with their own resources, a total of
approximately 33,000 units would have been added to the housing stock in
the urban areas over the next 5 years.

Ef One should not give undue importance to the precise definition of
"sub-standard”, nor to the absolute aumber of sub-standard units
in the stock of housing; for while these measures have a certain
statistical value, they do not indicate the proportion of the
population able to afford better housing on reasonable financing
terms. (Clearly, if a government proposed to build and give away
housing at no cost to the people with 1ittle or no income, then
meed" would be the Televant measure. However, given the limited
resources available to any one country, such an approach is not
economically feasible.)
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This level of housing production is considered to be a reasonable and
adequate response, in view of the projected demand for housing evidenced
in the Market Stud;y; the ability of the economy to supply the necessary
labor and construction materials; and the competing demand for resources
in other sector of the economy. In this connection ig should be noted
that the Earthquake Zone Reconstruction Commision's ("CRYRZA") projection
of 65,000 units which are "needed" in the zone over the next five years -
is related to need, based on the destruction from the quake, and not to
projected effective demand. Within the urban areas in the zone, CRYRZA
estimates a "need" for some 40,000 units. Even when evaluated against _
this "need” for 40,000 units, the 3%,000 units to be constructed or improved
from all sources in the urban centers of the disaster zone represent a -
highly significant contribution to improving the living conditions of the
families most in need of housing. Moreover, the provision of basic

utility services under the proposed Program to an estimated 15,000 families
which cannot afford payments fir 3 mnew house should improve substantially '
their present living conditions.— S

The funds made available under the lcan will not be restricted to
replacing damaged or destroyed housing but will be available for new. hoe
construction and home improvement for any family which has the need and
the requisite income. Pricrity for earthquake victims is manifested in
the funds allocated for retocation of Pueblos Jovenes located in hazardous
areas and for home improvement loans in Pueblos Jovenes, and in the '
selection criteria. The portion of the IDB Reconstruction Loan allocated -
for housing improvement was Trestricted to homeowners who sustained damage
from the quake. An adverse consequence of this limitation was that the
relatively large proportion of the population of Trujillo whe rented
rather than owned their own home were left homeless and wirhout any direct
means of acquiring new housing. At the same time, it should also be noted
that in many cases the construction of almost any new housing has a kind
of "musical chairs" effect on the population affected, as families move
up and into the houses vacated by the recipients of the new housing.
Because of this effect, even new middle income housing (e.g. the $28
million HIG Program) can have a positive impact on the quality and quantity
of housing available to lower income groups. '

In any case, in equity terms, it is not clear that an individual who
has suffered . damage to his home as a result of the quake has any
greater claim to improving the quality of his home than an individual of
equal financial capacity who has Dbeen and is living in sub-standard
housing for lack of long term mortgage financing. For these reasons, the
Mission and the BVP believe that the program should be open to all who
meet the sub-loan critsria, with priority given to victims of the earthquake,

7/ See Section 2.0 for the relationship of the AID loan to the GOP
Five Year Housing Plan in the Disaster Area.
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Subloan repayments would be segregated into a separate fund available
only for programs in the lower cost category of housing financed by the BVP.
The upper limit of this category is presently set below $8000.

7. Sub-Program Criteria

A. Selection of Home buyers:

The analysis, classification, and selection. of sub-loan apptica—
tions will take into account the following factors (not in order of
priority):

i) Deéree of need for housing (with priority for disaster vietims);-
i) Number of dependents living or going to 1ive in tﬁe home?
"§3i) Ability to meet monthly payments; and
iv) Ability to make required down payment or‘self-help input.
B. Site Seig-tidn for new Housing Construction:

gites must be as free as res3onsbly possible from erosion, land
glides, pollution, and flooding. All sites shall have water, sewerage
and electric services, either from the city system or their own systems.
Other factors to be evaluated in choosing sites are the cos% of the land,
the proximity of public transportatiocn, proximity toc sources of employ-
ment.

C. Anti-seismic Design

All housing units to be built under the program must meet acceptable
anti-seismic criteria. Within limits of economic feasibility, for low cost
housing the structural-design of the houses will provide for resistance to
horizontal earthquake forces, and construction materials and techniques .
shall be selected consistent with the high risk seismic characteristics cf
the program area.

D. Sub-Loan Terms and Conditions by Sub-Program:

(See Graph 3 on fdlowing page).



GRAPH 73

SUMMARY OF PROPOSED SUB-LOAN TERMS AND CONDITIONS

I ten

TYPE OF PROGRAM

Large Scale
Housing Programs
(Core Housing)

Relocation of
Pueblos Jovenes

Provision of
Services for
Pueblos Jovenes
(Water, Elec-
tricity, Sewers)

Individual -
Home Improve-
ment Loans
in Pueblos Jovenes

Maximum cost or sales pricel/

Est, Minimum Cost House
Average sub-loan
Moimum down payment

Effective interest rate

Maximum term
1/
Eligible income range
Maximum % of monthly income
for payments
Average monthly family income
Average monthly payment on

average subloan

$ 3,000

$ 2,200
$ 2,500

5%
6%

20 yrs,
apprdx.$602/t0$175

25%
$ 130

$ 17.90

$ 2,500
$ 1,800
$ 2,000
0- 5% 2/
6%
20 YIS,
approx, $50 to $175

25
'$ 120
$ 14,30

$ 400

8 yrs,
approx,$40 to $175

$ 1,000
$ 600
.
6%

10 yrs,

épprox.$45 to $175

20%
$ 90
$ 7,90

1/ At May 1972 prices

2/ No down payment in the self help progects.

3/ Based on lowest possible. income whlch could amartize a loan of $2 030 using 25% of incowe for payments.



8, Other Sources of Funding:

The EXIMBANK, IBRD, and IDB have all stated that they are not

interested in financing this Program. The IDB is already financing

a similar low to medium cost housing program in the disaster
area, The IDB has requested that the term on sub-loans under the AID
Program be consistent with the IDB sub-loan terms to avoid any un-
desirable competition when the two programs are dealing with the same
cost housing, The sub-loan term§ proposed herein are consistent
with the IDB terms, L

Due to the need for long-term concessional financing needed for
this Program, no other U,S. or free world fipancing is available.

9, Statutory Criteria:

A1l Statutory Criteria have been duly considered. See Annex X,

10. Views of the Country Team:

Humanitarian assistance in relief and rehabilitation of the Earth-
quake Area is high among USG and GOP priorities,

This housing and urban reconstruction project will not only go:far
toward meeting the needs of the disaster stricken families for shelter,
water, sewage and electricity, but also significantly benefit the economy
of the Area by large-scale creation of employment opportunities in con-
struction and construction related industries. By thus improving the
opportunities and living conditions in the disaster area the program will
additionally benefit Peru by reducing migration from the Disaster Area
toward the already over crowded Lima/Callao area,

11, Issues Should the BVP be Borrower and Implementing Agency?

The GOP has deliberately selected the BVP to be both Borrower and
Program Implementation Agency. In view of its good record with middle and
lower income housing projects, its proven ability to work with other public
and private agencies, its capacity as an autonomous agency for relatively
quick response, its good working relationships with A,I.D.,, and for other
reasons indicated in Section 4.2.6,the USAID recommends that AID accept

the GOP's selection of the BVP,
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12, BRecommendations:

Based on the conclusions of the Capital Assistance Committee that
the Program is technically, economically anf financially justified it is
recommended that a loan to the Housing Bank of Peru for an amount not to
exceed $15 million be authorized on the following terms and conditions:

a, Conditions precedent to disbursement:

(1) Prior to the first disbursement, the BVP shall submit an
overall Program Implementation Plan, to include inter alia: (a) a satisfac~
tory Allocation of Program Funds based on the final report of the Housing
Market Study; (b) detailed definition of the roles of the various project
implementation agencies; (¢) detailed description and scheduling of sub-
program activities during first year, together with summary forecast for
subsequent four years; (d) detalled statement of the terms, conditions, and
other criteria which shall govern the use of Program funds under each of the
respective sub-programs; and (e) detailed description of collection proce-
dures to be used by project administrators,

(2) Prior to disbursement for each subsequent year of the Progranm
the Program Implementation Plan shall be satisfactorily up-dated, ' '

(3) Prior to the first disbursement of the 10% of Program: funds
reserved for seif-help housing, and, in any event, within one year from the
date of the Loan Agreement, the BVP shall submit a Plan for deveioping and
carrying out the self-help housing and community improvement aspects of the
Program. Relative to self-help housing, the Plan should indicate the agency
or agencies responsible; availability of necessary staff; procedures to be
followed; and size, location, and nature of projects proposed for the 12
months following preparation of the Plan,

b, Covenants:
(1) The GOP shall agree to provide the sol equivalent of $10
million to the Program as a capital contribution to the BVP pursuant to the
schedule agreed upon with the BVP,

(2) The BVP shall agree to advance for the Program from its own
resources, at no charge to the Program, sufficient funds to cover any dif-
ference between the amount cf GOP funds needed to cover 1is pro-rata share
of periodic disbursement requiremenits, and the amount of GOP funds actually.
received by the BVP,

(3} The GOP shall agree to coordinate its infrastrucbture invest-
ments in the Zone, particularly in the areas of transport, power, and
sanitation, so as to complement the projects to be carried out under the
subject Program,
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PART I, BACKGROUND
SECTION 1.0 DESTRUCTION RESULTING FROM THE EARTHQUAKE OF MAY 31, 1970

In terms of death and destructlion, the earthquake which struck Peru
on May 31, 1970, was the most devastating natural disaster in Peru‘s his-
tery, and probadly the worst disaster of its kind in the WestemHemisphere,
Over 32,000 cquare miles of territory with an estimated population of
1,700,000 people (13% of the country's total population) were significantly
affected by the quake and subsequent avalanches, Over 50,000 people were
killed and approx1mat81y 100,000 people wers ingured. The GOP estimated
the damage in excess of U, ue$500 miliion, '

The affected area includes two of Peru's major cities, Chimbote
and Trujillo, and many smaller cities, towns, and rural communities, a
number of which were completely destroyed. Of 38 cities in the area, 15
cities suffered destruction of at least 80% of the housing stock, Water
and sewerage systems were destroyed in 18 cities (total estimated popula-
tion 59,400), A total of 6,730 classrooms were destroyed., The electric
generating capacity of Ancash and La Libertad states was reduced to 10% of
its original capacity, Irrigation systems covering 275,000 acres were
destroyed., 77% of roads in Ancash and La Libertad were blocked; 40% of
roads in Chancay and Cajatambo states were also blocked., Also the area's
commerce and industry suffered heavy losses and was severely impaired,

The housing affected by the earthquake totalled over 160,000 units,
of which approximately 100,000 were destroyed and the balance severely
damaged, with an estimated replacement cost of cver $200 million exclusive
of the cost of related community facilities and services, To date, the
reeds of the affected population for temporary housing and emergency
shelter have been met, btut for the most part, the tremendous task of
permanent housing reconstruction has still to be accomplished,



1.1 GOP 5 Year Reconstruction Plan for the Disaster Area

Concurrently with the immediate relief in the Disaster Area, the
GOP started planning the more difficult and costly task of long range
social and economic rehabilitation. In June 1970, a new agency, "Commission
for Reconstruction and Rehabilitation of the Disaster Area"™ (CRYRZA), was
established, to program and coorilinate the mmmense task of rehabilitation
and reconstruction. The GOP Plans for the disaster area are extensive and
go beyond the physical reconstruction of the existing structures; the
GOP intends to develop the disaster area into an area of greater economic
potential and to promote the social development of its people.

The overall 5 year GOP Reconstruction Program is quite ambitious
and includes projects in practically all areas, such as agriculture, indus-
tries, mines, fishing, tourism, education, health, housing, transportation,
energy, construction and commerce.

The CRYRZA budget for the period 1971-1972 totals $63.5 million.
of the $59.9 million allocated for investments, approximately 51% wili be
contributed by the GOP, 38% will come from external loans, and 11% from
external grants. As reflected in the allocation of CRYRZA funds,
highest priority is being given to housing, water and sewerage (34% of
total investment funds) and transportation and communication (21.6%) -
(S22 Section 4.5.3 for the further breakdown of the CRYRZA Operating and
Investment Budgets). A basic priority which CRYRZA has established is
the creation of new jobs, particularly in the industrial sector; to com-
bat the relatively high rate of unemployment in the disaster area. Financ-
ing for new industrial investment will be primarily a responsibility of
the private sector.



1.2 Status of the Reconstruction Program

Earthguake reconstruction is a long term program for Peru, It
is doubtful if the entire program will be completed within the next
five years; the effects of the earthquake will probably be evident
in the area for many vears to come, Even sc, much progress has been
made in the area, The immediate assistance given to earthguake
victims was carried out swiftly and efficiently. The first task
undertaken was a many faceted project to previde temporary housing
to the thousands of homeless families, especially the ones in the
Sierra, soon to be subjected to the inclement weather of the rainy
season. With the assistance of several national and international
agencies, every homeless famiiy was provided with either some type
of temporary housing or roofing materials for self-help housing.

Sixty eight nations and interrational organizations provided in
the form of grants, commodities and other assistance, $44,268,436
o immediate relief, It is significant to note that the U.S. Govern-
ment and U,S. Voluntary Agencies contributed about 60% of this amount
or an amount of $26,796,446, '

In addition to the 2% of the GOP 1970 Budget diverted for imme-
diate relief and reconstruction, the GOP programmed 2,5% of the 1971-
1972 biammual budget for reconstruction and development projects in
the area, The sources and uses of CRYRZA's fund are shown in

Section 4, 5.3.

Tnternational loans which have been granted for use by CRYRZA
include: An IDR 335 million loan matched by a $17.5 million GOP
counterpart contribution for projects in transportation and communi-
cation, agriculture, electric energy, housing, water supply and
education: a World Bank $30 million loan plus $12.7 million GOP contribu-
tion for road construction; the A,I,D, $3 million loan for community re-
construction; and the $28,3 million HIG loan for housing,

Reconstruction activities are in progress in all sectors, CEYRZA
has completed master plans for eight of the main cities of the area
and has already 3,150 houses in construction in Chimbote and over 700
individual loans for housing reconstruction throughout the disaster
area.

Approximately 20 new large education centers have been completed
or are in construction in the area and many more have been repaired
and rehabilitated in the rural areas and in the cities; 531 prefab
classrooms have been erected; and prccurement of furniture and equip-
ment for the new schools is in process,



Significant progress has also been made in the area of Health.
Six prefab hospitals have been completed and five hsalth centers are
in construction; three large nospitals and several health centers
and first aid posts have been rehabilitated; latrines have been
provided and water system repaired in a large number of towns through-
out the disaster area, '

Through A.I,D. grant monies, an agricultural credit project has
been established. To date, 619 loans have bezn made to small farmers
through a well organized agricultural lending bank, Farm tools and
equipment have also been made available to the communities; some
irrigation canals have been rehabilitated and studies have been under-
taken for construction and rehabilitation of several irrigation.projects.
Concurrently, land redistribution through the agrarian reform process
has continued throughout the area. Currently under review in AID/W
is a $5 million AID loan for credit for small farmers in the zone,

Effective progress has been made in the installation and repailr
of power facilities, The 100 MW Huallanca Hydroelectric Plant and
its transmission line along the Gallején de Huaylas was repaired at a
cost of approximately $1 million, Two 15 MW thermal generators have
been installed in Chimbote and Trujillo and ten diesel generators,
totaliing 2,450 KW were purchased and installed in eight different
locations,

In the transportation sector, clearance rehabilitation of roads
was done rapidly, A new road was open from Huallanca tc Chimbote
using the abandonedrailway platform; sections of the Pan-American
Highway and the Huari-San ILuis road have been improved, Studies have
been undertaken to upgrade to first class highways the Pativilca-
Huaraz, Casma-Huaraz and Huallanca-Chimbote roads, which construction
will be financed with the IBRD $30 million loan, Construction of
the Anta Airport is at present well advanced. A contract has been
awarded for the installation of a communications microwave system
connecting the cities of Callejon de Huaylas, Gallejon de Conchucos
and the northern coast,

In the area of small industry and commerce, an, AID loan cf $2,5
million is currently under review in AID/W.



SECTION 2,0 - OVERALL HOUSING RECONSTRUCTION PROGRAM FOR DISASTER AREA
2.1 Demographic Data

The present population of the Disaster Area is estimated
2t 1,600,000, Approximately 55% of the populatlon or 900,000 live in
the coastal region, while some 700,000 live in the "Sierra™ area. The
population in the coast is predominantly urban - about two thirds or
600,000 people - By contrast, only 20% or 140,000 of the people of the
sierra live in the urban centers.

Urban Pop. Rural Pop. - Total
Coast 600, 00 300,000 900, 400
Sierra 140,000 560,000 . 700,000
Totals 740,000 860,000 1,600,000

Graph 4 shows a list with the population of the main
cities of the Disaster Area. Approximately 400,000 people live in the
two largest cities of the coast: Trujillo and Chimbote. The Sierra
does not present any large demographic concentration. With the excep-
tion of Huaraz, popultation 30,000, no other sierra town reaches the
10,000 mark in population. It is also interesting to note that the
average annual rate of urban population growth during the period 1940-1961
was 4,8% for the coastal cities and only 1,2% for the Sierra urxban
centers,

2.2 Housing Needs

It is estimated that 160,000 housing units were destroyed
or severely damaged by the May 1970 earthquake. I1f we add to this
figure, the number of families not included in that count, but who are
living in sub-standard conditions, we may conclude that the needs for
housing construction and rehabilitation in the area are on the order
of 180,000. Assuming an average family size of 6, this comprises appro-
ximately two thirds of the total number of families in the area, broken
down as followst

Urban Centers:t 85,000
Rural Areas: 95, 000

A significant portion of the urban population lives in
the marginal areas in squatter settlements, or "Fueblos Jovenes". Con-
servative estimates indicate that the population in the "Pueblos Jovenes"
of Chimbote and Trujillo are in the order of 125,000 and 121,000 respec-—
tively, which makes a total of 41,000 families irn just these two cities.



GRAFH &
URBAN POPUIATION OF EARTHQUAKE AREA
LIST OF MAIN CITIES AND TOWNS
COAST SIERRA
City - Population City Population

Trujillo 226,000 Huaraz 30,000
Chimbote 160, 00C Caraz 8,000
Huacho 30,000 Huamachuco 9,000
Barranca 16,000 Otuzco 5,000
Huarmey 10,000 Stgo. ChucQ 5,000
Casma 7,500 Carhuaz 3,000
Chancay 7,000 Recuay 3,000
Pativilea 6,500 Yungay 2,000
Supe 6,000 Aija 2,000
Santa 5,000 Anta 2,000
Agro-Industrial Centers: Chiquian 2,000
Casagrande 21,500 Corongo 2,000
Paranonga 18,000 Huari 2,000
Laredo 15,500 Piscobamba 2,000
Cartavio 15,000 Porabamba 2,000

Sihuas 2,000




Most of these "Pueblos Jovenes" lack in elementary services such as

water, sewerage and electricity, many of thenm (17 towns with 6000 families
in Chimbote alone) will have to be relocated due to their present inade-
quate environmental conditiocns,

2.3 The GOP Five Year Housing Program

The GOP through the National Planning Institute and
CRYRZA has prepared a 5-year Program for housing construction and reha-
bilitation in the Disaster Area. This Program comprises the construc-
tion and improvement of a minimum of 33,000 houses and the provision of
basic infrastructure services to an adlitional 18,000 families of the
urban areas. This program will cover approxlimately 867% of the effective
housing demand in the urban centers of the Disaster Area as shown in
the Income Distribution Graph No.2, Graph No,5 shows
the number of familes attended by the 5-year Program broken down by
type of project and sources of finance, while Graph 6 and Graph 7
indicate the sources and amount of financing for ‘each of the 3ub-
PrOgrams.

The main characteristic of the 5-Year Housing Program is
its orientation towards the lower income sector of the population. This,
in certain cases will require some forms of subsidy by the GOP which will
help the most needy families without substantially altering the auto-
financing feature of the Program. It is expected that the private invest-
ment and the families themselves, will help to cover the needs of the
middle income and more affluent sections of the population.

In the rural areas, specially in the sierra region, the
poor economic conditions and the lack of repayment capability of the
families, prevent large GOP investments in housing. It is important
to note that the housing deficit in the Disaster Area represents only
11.0% of the total housing deficit in Peru which in 1971 was estimated
at 1,637,200 units. This is a very important limiting factors however,
the GOP has plans for large programs of technical assistance for a more
intensive use of self help and for a more adequate use of low or no-
cost indigeneous materials. Furthermore, it is expected that through
the implementation of the overall development plan for the region and
the multiplying effect of the housing program investments, the general
economic conditions will improve and there will be a larger number of
families who can afford the cost of a new or rehabilitated home.

In the following sections there is a description of the
main component sub-programs.



GRAPH 5

NUMBER OF FAMILIES ATTENDED BY 5 YEAR HOUSING RECONSTRUCTION PROGRAM

Number of Families per Type of Project

PROGRAM

New Housing Housing Repair Provision Total Ne.

Construction and Improvements of Services of Families
IDB - CRYRZA 10,750 3,400 - 14,150
AID-BVP/71 (HIG) 5,074 2,594 2,890 10,588
AID CDLoan (Urban) 500 - - 500
Proposed Loan 6,250 2,083 "~ 15,000 23,333
Other 2,500 - - 2,500
TOTAL 25,074 17,890 51,071

8,077




7

GRAPH 6

5 YEAR URBAN HOQUSING RECONSTRUCTION PROGRAM: BREAKDOWN OF FINANCING SOURCES

FINANCING SOURCE

FINANCING PER PROGRAM

($ million)

AID-BVP/71 AID CDLOAN PROPOSED TOTAL
IDB-CRYRZA (HIG) (Urban) LOAN OTHER | ($ million)
AlIoDc - 28.3 005 15.0 - 43-8
IthBc 19.6 - - - - 19.6
GOP 9.8 - 0.1 10.0 - 19.9
Homebuyers 2.9 2.8 0.1 2.5 2.5 10.8
Private Sector/Other - - - - 10.0 10.0
TOTAL 32.3 31.1 0.7 27.5 12.5 104.1

O



GRAPH 7

URBAN HOUSING RECONSTRUCTION:
5 YEAR PLAN
FINAMCING SOURCES

GOP CONTRIBUTION
$ 19.9 mill.
{ 19.1 %)

HOMEBUYERS
$ 0.8 miil.
(104 %)

PRIVATE SECTOR /QTHER |
§omit  (9.6%)

I0B LOAN
$ 19.6 mill
{18.8 %)

HIG PROGRAM
$ 28.3 mill. (27.2%)

FROPOSED LOAN
3 mill (14.4 % )

C.D LOAN {URBAN PORTION)
0.5 mill (05% )




2.3.1 The IDB-CRYRZA Program

A total of U.S. $29,400,000 from the IDB-CRYRZA
Program have been allocated to housing and urban development in the
disaster area. $19.6 million are derived from the IDB Loan N°
266-SF~-PE, and there is a GOP contribution of $9.8 million dollar.

Basically, this Program comprises the develop-
ment and construction of housing projects in seven cities of the
Disaster Area with a total of 8,334 core houses with approximate sales
prices of $1,800,and 2,420 two bedroom houses at approximately $3,000
each. The Program also includes funds for 3,400 individual sub-loans
of $1,300 average, for housing recenstruction and improvement in 8
cities of the Disaster Area.

As of the date of this paper, there are already
under construction 3,150 housing units in Chimbote and bids have been
called for projects in Huaraz and Barranca, Approximately 700 sub-loans
for housing reconstruction have already been processed,

Funds from the IDB-CRYRZA Program are also being
used for the provision of certain community facilities and infrastruc-
ture services for the projects, and in some cases for the cities' gene-
ral infrastructure. For example, in the case of water and sewerage sys-
tems, funds from the Pregram will be used to finance the overall construc-
tion and rehabilitation of the systems for Casma, Huarmey, Caraz, Recuay,
and possibly Carhuaz and Yungay. They will also finance improvements in
the sub~-systems which will serve the loan projects in Chimbote. Funds
from the IDB-CRYRZA Program will also be used to finance electric distri-
bution lines in Huaraz, Casma, Huarmey, and Caraz and some community
facilities such as markets, commercial centers, municipality buildings,
etc., in several of the cities where the projects are located.

2.3.2 The AID Community Development Loan

This loan signed on November 12, 1971 will provide
the GOP with $3 million dollar for community reconstruction in the
Disaster Area, with special emphasis on housing. The loan funds will
be complemented with approximately $1 million GOP counterpart and with
an estimated contribution of $2 million in labor and materials by the
benefitted communities. The Program will comprise the following two
sub-projects:



a) An urban pilot self-help construction project with an investment

of $500,000 in loan funds for the relocation of 50C families of Pueblos
Jovenes of Chimbote, including credits for land development; services
and housing construction.

b) A Rural Program with an investment of loan funds of $2,500,000 for
the self-help construction of approximately 3,200 homes and related
community infrastructure facilities and for the development of small
industries and structural facilitles to restore necessary economic
sustenance to the communitles.

243.3 The A.I.D. HIG Program

This Program to be implemented by the "Banco de
la Vivienda del Peru", will utilize an A.I.D. and GOP guaranteed invest-
ment of U,S. $28,281,000 for the financing of housing and certain related
community facilities in several cities of the Earthquake Area. The
Program will comprise the following four sub-programs.

a) Large scale projects with a total of 4,788 housing units.

b) Individual loans for housing construction, rehabilitation or
improvements: tectal estimated number: 1,022, 1/

c) Provision of essential services for approximately 2,890 families.~

~in Puevlos Jbévenes and credits for housing construction and impro-

vement for approximately 1,858 of these families.

d) Community facilities related to the residential construction finan-
ced under the Program. '

With the exception of the Sub~Frogram for Pueblos
Jovenes (for which only 10% of the total program funds are assigned),
the HIG Program is mainly oriented towards the middle and lower middle
class sectors of the population, with monthly income above S/.5,000
($125). This 1s mainly due to the high cost of the meney 8.5%, which
requires a minimum 10.5% interest rate to the homebuyers, including
the administrative costs. The average loan amount under the large
scale housingl?tojects (involving 75% of the Program Funds), is
U.S. $4,400, =

1/
It is anticipated that this sub-program will be eliminated
from the HIG Program if the Proposed Loan Program is imple-

mented.



2.3.4 Other Programs

The GCP through CRYRZA, the Ministry of Housing
and SINAMOS, the new organization for social organization and develop-
ment, is conducting active programs of technical assistance in the
rural areas, in order to create favorable conditions for the social.
and economic development of the area. An important component of this
program is the technical assistance towards a more intensive use of self-
help construction and the development of low cost construction mate-
rials and techniques.

The Ministry of Housing has started a Program
for the improvement of the stabilized earth block construction. This
Program, financed by AID, has the participation of Banco de la Vivienda
and the National Engireering University. Technical assistance services
are being provided by tne International Institute of Housing Technology
of the Fresno State College and the "Building Research Division” of the
U.S. National Bureau of Standards. The new techniques for 'adobe" con-
struction derived from research, investigation and the development of
two pilot projects, located in the two geographical regions of the
Disaster Area will widely be promoted and incorporated into large
scale lower cost housing programs. Stabilized Adobe Construction will
then be insurable and eligible for mortgages

Two pilot housing projects in rural areas, Catac
and Casma, are also being implemented with financial and technical assis-
tance of the United Nations through their PREVI project.

Finally, it is important to point out that in
addition to all the previously described housing programs directly
financed by the GOP, the Earthquake Area will also be receiving the
financial imput of the private sector, mainly from the S&L system, and °
the Central Mortgage Bank which will serve primarily the middle income
market.

2.3.3 Proposed Loan Program

The proposed Loan Program will utilize the $15
million doilar loan plus a $10 million GOP counterpart to finance
housing and related community facilities to ccmplement the previously
described programs within the framework of the overall 5 year Housing
Program for the Disaster Area.

The proposed loan program will be directed primarily
towards the lower income sectors of the population, and, together with the
HIG $28.3 million program,will provide assistance to both the middle and
the low income sectors of the population of the area.



2.4 Urban Infrastructure

In addition to the building construction, the GOP 3-Year
Housing Program also includes the provision of basic infrastructure ser-
vices and community facilities for the projects of the Program and in
general, for most of the cities of the Disaster Area. The objective of
the GOP Program is to include in all the housing projects the basic
elements required for attaining adequate living conditions for the
families, and social and economic development for the communities.

The IDB-CRYRZA program as described in 2 «3.1, includes
financing for construction and rehabilitation of water and sweage systems
for Casma, Huarmey, Huaraz and other cities of the Callején. A former
IDB loan (No. 141) provides financing for the city systems for Trujillo
and Chimbote. Construction of the Trujille system is approaching com-
pletion and final plans for the Chimbote system are being developed.

Two 20,000 Kw. power generation units have been recently
jnstalled in Trujillo and Chimbote increasing considerably the existing
capacity. The transmission line from the Carnon del Pato Hydroelectric
Plant to the Callejon de Huaylas has been rehabilitated, assuring
sufficient power for Huaraz and all the Callejon towns.

CRYRZA's Rehabilitation Program is also attending the
needs of the Disaster Area in the sectors of health and education.
Large scale programs are at present under way, for the construction and
rehabilitation of hospitals, medical centers and schools throughout the
whole earthquake area. These programs complement the economic develop-
ment programs for the region, and create the essential framework and
conditions for the successful implementation of the overall Housing
Reconstruction Program.



2.5 Prior A.I.D. Housing Assistance

This loan will complement other earlier United States assist-
ance to Peru in support of Peru's efforts to achieve enduring solutions
for the country's severe housing problem. Such United States
assistance to date includes a $7.5 million seed capital loan tc support
the creation of the Banco de la Vivierda del Peru {BVP) in 1962, to
contribute to its initial capitalization and to help develop an
expanded Peruvian savings and loanz industry; a $6 million loan to
finance construction and purchase of over 2,200 lower cost housing units
for members of housing cooperatives and a total of over $20 million in
A.I.D. guaranteed private investments in 6 completed projects with
3,500 units, under the A.I.D. Housing Investment Guaranty (HIG) Progran.
In addition, two new loans were signed with the Government of Peru in-
November, 1971, for financing programs in the area affected by the
May 31, 1970 earthquake: a 3 miliiom dollar A.I.D. direct loan for
community reconstruction with a special emphasis in housing construc-.
tion and a $28,251 million dollar loan to the BVP, under the HIG
Program, for the financing of housing and related community facilities
for approximately 8,700 families in the disaster area.

Within a month of the earthquake, A.I.D. provided a $10,550,000
grant to the Government of Peru. $3,150,000 were immediately used for
emergency relief, while the remaind®g $7,400,000, were subdivided in a
variety of sub-projects, including temporary housing, power generating
equipment, schools, medical centers, construction equipment, agricul-
tural credits and tools and repair of %rrigation systems.

The temporary housing projects financed by the grant funds
included the following: :

- (Construction 2,800 prefab temporary hou51ng modules with
a total investment of $500,000.

- Provision of 241,000 aluminum roofing sheets for emergency
shelter of approximately 20,000 families at a cost of $700,000.

- Through the Organization of American States (0AS): Provi-
sion of roofing sheets for 14,438 famlilies and construction of shelters
for 1,350 families with a total investment of $500,000 of grant funds.

2.6 Origin of Loan Proposal

During the negotiations for the HIG $28.3 million program,
the USAID's Director in letter dated April 23, 1971 advised the GOP
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Minister of Finance that A.I1.D. would be willing to consider a direct
dollar loan to the GOP, on most favorable terms given by A.1.D., to
complement the programs financed by the HIG loans and to address the
problems of the lower income groups.

The Minister of Finance in a letter of June 3, 1971, expressed
the interest of the GOP in the proposed direct loan, and advised USAID
that the Ministry had authorized Banco de la Vivienda del Peru to
initiate negotiations in relation with this loan. The President of
Banco de la Vivienda in letter of June 9, 1971, advised USAID that the
BVP was interested in obtaining the proposed A.I.D. loan.

During the subsequent months, USAID, in coordination with the
BVP, prepared the Intensive Review Request for the Loan, which was
presented to AID/Washington on December 8, 1971. On February 3, 1972,
the BVP in a letter to USAID re-emphasized its interest in the loan and
requested information on the status of the proposed loan. On February
23, 1972, USAID informed BVP that AID/W was prepared to consider an
application for a $15 million loan, subject to the preparation and
subr.ission by USAID of a Loan Paper with sufficient and adequate data
to support and justify the requested loan. Since that date the BVF has
cooperated with USAID in obtaining and preparing the information
presented in this Loan Paper.

2.7 Authorization of Intensive Review

Tn December 1971, the CAEC authorized intensive review of a
loan in support of a housing and community facilities program which met
the criteria set forth in the 12/29/71 cable to USAID/Peru (See
STATE 232896). The Program proposed herein is responsive to the form
and content of the analysis prescribed in the above cable.



SECTICN 3,C - PROJECT DESCRIPTION

3.1 Objective

The proposed A.I.D. $15 million dollar loan and the $10 million GOP
contribution will be used by the BVP, in coordination with CRYRZA and
other appropriate GOP agencies, for the financing of low cost housing,
utilities and related community facilities in the area affected by the
May 31, 1970 earthquake, within the framework of the overall 5 year GOP
Housing Reconstruction Program for the area, '

The Loan Program will be directed - towards the low income’
sectors of the population which have a minimum payment capacity; with
special emphasis on the lazge numbers living in squatier settlements or
"Pueblos Jovenes", who will benefit from the reduced interest rate on
program sub-loans,

3.2 Program Description

The proposed program will consist of three basic sub-programs:

A. Comnstruction of large scale housing projects in groups of
50 or more units;

B, Home Improvement Loans and Utility Service Loans in Pueb1os
Jovenes (literally "Woung Towns™; historically squatter settlement35; and

C, Provision of Community Facilities (schools, health, community
and commercial centers).

Under the Large Scale Housing Sub-Program A, two types of projects
will be eligible for financing:

A.,1l, New Housing Projects

These projects will include urbanization and the construction
of new housing for eligible low income buyers, The housing financed will
be limited to minimum costs, expandable ”core units avallable in four
different sizes and containing a combination living-dining rocm, one or
two bedrooms, kitchen and bath, The current cost estimates for these
units give an average sales price of approximately $2,700, The upper
1imit for this type of house would be approximately $3,000 (See Annex VII
for preliminary plans of the types of housing contemplated.)

A,2, Pueblo Joven Relcocation Projects

Several of the larger Pueblos Jovenes in the cities in the
disaster area, particularly in Chimbote, will have to be relocated due



to their preseat location in hazardous or environmentally unsuitable areas,
In Chimbote, the CRYRZA master plan indicates that some 17 out of 44
Pueblos Jovenes, containing over 6,000 families, will have to be relocated
in other areas.

Fiénancirg of relocation projects would include the costs of
urbanizaticn, community facilities, and core house construction. Because
these grojects will involve existing communities, the potential for self-
help housing construction is believed to be high in the relocation
projects, A pilot relocation project in Chimbote involving a 500 family
cocperative has been included under the 1971 A,I.D, $3 million Community -
Reconstruction Loan, The experience gained under this pilot self-help :
project will be taken into account in developing relocation projects to
be financed under the proposed loan, It is currently estimzted that the
average home loan in relocation projects wlil be approximately $2,000,

A1l large scale new housing construction projecits, including the
Pueblo Joven relocation projects, will include land development, con-
struction of streets and construction of water, sewerage and electricity
distribution systems which will be connected to the clty systems.

*

Under Sub-Program B, for Home Improvement and Utility Service Loans,
loans would be available to residents of Puelblos Jovenes which already
had acceptable lay ocuts, lot sizes, and location., The Loans would be
for individual home improvements, rehabilitation or expansion of existing
housing, and for installation of water, sewerage or electric services in
the community,

In the case cof self-help construction, credits may be extended
directly in materials, The average amount for a home improvement loan
is estimated at about $600, and the average loan to a family foxr water,
sewerage or electric service is estimated at approximately $250. The
total cost of the utility services provided would be dlvided among the
families benefitted, A large proportion of the Pueblos Jovenes population
in the disaster area lack these essential services,

Five percent of program funds will be reserved for Community Facil-
ities Sub-program C, which will be utilized to finance the construction of
such facilities as schools, health, community and commerclal centers for
housing projects financed under the proposed Program and for 1971 Housing
Investment Guarantee (HIG) projects, where such facilities do not exist
or financing for their construction has not been provided from other
sources,
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speclal care will be taken to assure the provision of essential
community facilities for all the projects under the Program., In some
cities the financing and construction of community facilities have al-
ready been obtained and programmed by the GOP, These will be comple-
mented ty the facilities to be financed and constructed under sub-program
C. The cost of certain community facilities will be shared by the
families benefiteed, but in most of the cases it will be borne by the
GOP, if a public facility, or by private enterprlse, in the carz2 of
commercial centers,

Self-Help Housing and Community Development

A minimum of 10% of program funds, or $2.5 million, will be reserved
for self-help housing programs. As a vehicle for organizing such projects,
the participation of housing cooperatives will be sought tc the highest
degree possible, In addition, the promotion and establishment of small
industry and production coops will be sought among the lower income par-
ticipating groups, to promote the manufacture and production of cement
block and other construction materials which may be used in the self-help
programs, and to form a basis for creation of employment,

The creation of homeowner's associations will élso‘be promoted,
particularly in the large scale housing projects, Their activities will

be concerned primarily with maintenance and improvement of the community,

3.3 Total Cost of the Program and Preliminary Resocurce

Allocation Plan

The total amount of funds to be made available under the program is
the equivalent 3? $25 million, with AID contributing $15 million and the
GOP $10 million

The strategy adopted for the Program is a modified intermediste credit
institution {ICI) approach. It 1s an ICI program in that the BVP will pro-
vide financing for housing and utility service sub-projects which meet the
respective eligibility criteria of the Sub-programs described in the

3/ In addition to the direct $10 million contribution, the GOP will also
be contributing bnd at neminal cost for many of the large scale and
Pueblo Joven relocation housing projects; absorbing a large portion
of the self-help housing and community improvement costs from the
budgets of the agencies responsible for those areas; and bearing the
exchange risk on the AIU loan without requiring a reserve from the
interest spread, thereby allowing a lower rate of interest to the low

income home buyer,
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previous section. However, inasmuch as the overall purpose of this lcan
is to provide disaster reconstruction assistance to the low income urban
population in the earthquake disaster zone, it was considered necessary to
agree with the BVP or a preliminary allocation of Program funds smong the
several Sub-programs teking into account the nature and magnitude of the
reiative needs of the low income urban population affected as well as the
estimated effective demand for the types of projects proposed.

Based on the preliminary findings of the Housing Market Study con-
ducted in Trujillo, Chimbote, and Huaraz, the three largest urban centers
in the disaster area, the allocation of program funds shown in graph 1 on
the following page has been agreed upon. This preliminary Allocation
Plan will be revised as necessary by the BVP based on the final report of
the Market Study,_/ due to be completed at the end of October 1972, and
will become the final Plan for the Allocation of Program Tunds. Agreement
on this plan between AID and BVP will be a condition precedent tc loan
disbursement.

Tt is important to recognize that the purpose of the Allocation Plan
is pot to program uniquely the amounts of funds for each program category
by location, but rather to establish planning targets ageinst which to
measure Program progress. The purpose of the preliminary Allocation Plan
is to evidence a feasible configuration of Program funds based on the .
demand figures form the Housing Market Study--that is, to show how total
Program funds could be effectively utilized. Within the overall demand
constraints for the respective sub-programs, there are numerous feasible
alternatives for allocating funds among the sub-programs and the urban
areas. The Allocation Plan will be modified over the life of the Program
to reflect the actual experience in developing and carrying projects within
the sub-program categories and taking into consideration evolving needs and
demands for the respective types of sub-programs available.

The actual number of units by sub-program and the number of utility
connections which result from the Program will depend on the following
factors:

(a) The interaction between the program planning carried out by the
BVP and the market demand forces as expressed by the various
project and program sponsors;

(v) The extent to which the rate of inflation in the construction
industry in Peru over the next 5 years exceeds the 15% cost
egscalation reserve;

E/ See Section T.3.2 for a summary of the preliminary findings of the
study and the rationale for the allocation of Progrem funds. Section
7.3.1 contains a full description of the information to he made evail-
able by the Final Report of the Study.



. GRAPH 1
PRELIMINARY PLAN FOR THE ALLOCATION OF PROGRAM FUNDS
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ﬂ HUARAZ AND 8-10
. TRUJILLO CHIMBOTE“ SMALLER TOWNS TOTAL )
Units | (thousands) | Units | (thousands) | Units | (thousands)| Units | (thousands)] %
A, Large Scale Projects' |
A-1 New Housing . )
Projects 2,200 5,500 1,000 2,500 1,800 4,500 5,000 12,500 50
(Av,Loan:$2,500) .
A-Z Relocatiom , .
Projects ' - - 1,250 2,500 - - 1,250 2,500 10
(Av,Loan:$2, 000)
B, Pueblos Joveﬁes
B-1 Provision of
Services 8,000 2,000 5,000 1,250 2,000 500 15,000 3,750 15
(Av,L- 1n:$250) , .
F-  sing Improve- i
ments 833 500 7 250 833 500 2,083 1,250 5
(Av.Loan:$600) ‘
SUBTOTALS 11,033 |  $8,000 7,667 $6,500 4,633 | $5,500 |23,333 | $20,000 | 80
(40%) (32,5%) (27.5%)
C, Community Facilities 1,250 5
Cost Escalatiom
Reserve (1 . 3,750 15
TOTAL $25,000 {1.00;
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{(c) The amount of the average sub-loan by sub-program (that is,

whether an average is high or low within the possible price
range); and,

(d) The alternative trade offs between sub-programs. For example,
for each additional mortgage loan for the average "core" house,
one would have to reduce by ten, on the average, the number of
utility sub-loans. {Such a shift in funds among the sub-programs
would be appropriate if over time there was a clearly expressed
preference within the markel being sServed {or One program over
another. )

The distribution of the urban population in the Disaster Area shows
that approximately 80%, or 600,000 inhabitants, 1ivé in the coastal
cities, while only 20%, or 140,000, live in the Sierra towns., 4among the
cities of the coast, Trujilloc and Chimbote show a concentration of nearly
twc thirds - 400,000 people ~ of the urban population, a large proportion
of whichis:living in the marginal areas or "Puebios Jovenes",

Program funds will, therefore, be concentrated in these itwo citiles,

3.4 Focus of the Progranm

The Program proposed is intended basically to address the shelter and
essential service problems of the low income residents of the disaster
zone; and, in so doing, to provide a significant/stimulus to the level
of economic activity and employment in the area?/. The group which wiil
benefit from the Program consists of those people earning the equivalent
of approximately $40 to $175 per month, which constitute an estimated
50-55% of the total urban population of the earthquake zone, The primary
sources of employment of the people in this income group include skilled
and unskilled laborers, factory workers, drivers, fishermen, public
employees, small shopkeepers, and suppliers of services,

Based on the estimatescontained in the Preliminary Resource Allocation
Plan, approximately 8,300 families will benefit from new or improved
housing to be made available over the five year 1ife of the pregram and
some 15,000 families should benefit from the provision of water, sewerage
or electricity in the same period,

5/ Based on the assumptiors stated in Annex VIIL, the $25 million Program
is projected to create within the disaster area approximately 8,125
man-years of employment over the five year period. OUn an annual
basis, an average of 1,625 man years of employment would be produced

at a cost of approximately $3,077/man year,



3.5 Sub-Program Criteria

A. Selection cf Home buyers

The analysis, classification, and selection of sub-loan
applications will take jnto account the following factors (not in order
of priority):

i) Degree of need for housing (with priority for disaster
victims);

ii) Number of dependents living or going to live in
the home;

$i1i) Ability to meet monthly payments; and

jv) Ability to make required down-payment or self-
help input.

B. Site Selection for new Housing Construction:

- Sites must be as free as resgonably possible from erosion,
land slides, pollution, and flooding. All sites shall have water, sewerage
and electric services, either from the city system or their own systems.
Other factors to be evaluated in choosing sites are the cost of the iand,
the proximity of publie transportation and proximity to sources of employ-
ment. '

£, Anti-Seismic Design

All housing units to be built under the Program must meet
acceptable anti-seismic criteria. Within limits of economic feasibility for
low cost housing, the structural design of the houses will provide for
resistance to horizontal earthquseke forces, and construction meterials and
techniques shall also be selected consistent with the high risk seismic
characteristics of the Program area.

D. Sub-Loan Terms and Conditions by Sub-Program:
(See Graph 3 on the following page).

3,6 Use of Loan Repayments

Subloan repayments would be segregated into & separate fund
available only for programs in the lower cost category of housing financed
by the BVP. The upper limit of this category is presently set below $8000.



GRAPH 3

SUMMARY CF PROPOSED SUB-LOAN TERMS AND CONDITIONS

I ten

TYPE OF PROGRAM

Large Scale
Housing Programs
(Core Housing)

Relocation of
Pueblos Jovenes

Provision of
Services for
Pustios Jovenes
(Water, Elec-
tricity, Sewers)

Individual
Home Improve-
ment Loans
in Pueblos Jovenes

Maximum cost or sales pricel/

Est, Minimum Cost House
Average sub-loan
Mnimum down payment
Effective interest rate

Maximum term
v/
Eligible income range
‘Maximum % of monthly income
for payments
Average monthly family income
Average monthly payment on

average subloan

$ 3,000
$ 2,200
$ 2,500

%
6%

20 yrs,
approx, *602/to$1? 5

. 25%
$ 130

$ 17.90

$ 2,500
$ 1,800
$ 2,000
0- 5%
6%
20 yrs,
approx.$50 to $175

. 25
$ 120
$ 14,30

$ 400

$ 250
-0-
6%
8 yrs,
approx.$40 to $1.75

5%
$ 80

$ 3,30

$ 1,000

10 yrs,
approx.$45 to $175

20%
$ 90
$ 7.90

1/ At May 1972 prices

2/ No down payment in the self help projects,

3/ Based on lowest possible income which could amortize a loan of $2,090 using 23 of income for payments,
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SECTION 4. ANALYSIS OF THE IMPLEMENTING AGENCIES

4.1 Roles and Responsibilities
1) Primary Implementing Agency

The Banco de la Vivienda del Peru (BVP) will be respon-
sible for overall implementation of the Program. The BVP may deiegate or
contract with other public and private agencies the implementation of se-
tected aspects of project development and implementation under the various
sub~programs.

2)  Subsidiary Implementing Agencies

a) The Ministry of Housing (MOH). The BVP may contract
with the MOH activities related to technical implementation aspects of
the projects, such as bidding, contracting and supervision of construction
etc., as outlined in Section 5.0.

b) The (public) Real Estate Administration Company
(EMADI), The BVP would contract with FMADI the administration of projects
in areas where the savings and loan system is not operating, where the
BVP has not established branch offices, or for projects in which the S&L's
are not interested in administering. Such administration function would
sneclude: credit analysis and selection of homebuyers, subscription of
sales and loan contracts, collection of down payments and loan amorti-
zation, administration and maintenance of houses not sold, inspection and
control of houses sold to assure adequate maintenance, and sub-loan
mortgage servicing, including legal action in the case of arrears and
non-payment.

¢) The Savings and Loan (S&L) system will also be
involved in administration of project built under the Program. The
S&L's (also called Mutuales) would be contracted by the BVP to act as
project administrators in the cities where such associations are esta-
blished and operative.

d) The Sistema de Mgvilizacién Social (SINAMOS) would
participate in the Pueblos Jévenes sub-programs through the Oficina Naciomnal
de Pueblos Jévenes (ONDEJOV). This office would prepare, promote and supervise
the utility system projects to be financed under the Program. Also SINAMOS

-

would perform a promotion role in self-help housing projects.
P 1

e) CRYRZA, the Earthquake Reconstruction Commission,
will be involved in the overall planning and coordination of the Program
with the BVP, and will be directly involved in the development and
execution of the self-help housing projects.

The above listed institutions are analyzed in greater detail
in the sections that follow.



4.2 The Housing Bank of Peru, or Banco de la Vivienda del Peru
(BVE).

4.2.1 Objectives of the BVP

The BVP is a decentralized agency of the GOP created
in 1962 by Decree Law #14241. BVP functions as an official state bank for
development of housing programs throughout the country. The BVP has full
juridical and administrative autonomy, and is responsible to the Minister
of Finance. -

The main objectives of the BVP are:

i) Promotion of public and private national and
foreign investments for the development of housing in Peru,

| ii) Increase its own resources and capacity for
housing finance, by receiving savings deposits, contracting loans, issuing
bonds, and incurring other types of obligations.

iii) Concession of loans to promote home ownership.

, jv) Fromotion, creation and development of savings
and loan institutions for housing. These institutions will be under the
direct and permanent control of the BVP. The BVP will regulate the opera-
tion of said institutions.

4.2,2 Operations

In accordance with statutory regulations and provi-
sions as set out by Law and Chart of Incorporation, the BVP may:

_ i) Make loans guarantied by mortgages or by other
type of guaranty to finance the purchase, construction or improvement of
housing and urbanizations,

ii) Promote urbanization and/or l.ousing projects
through the Bank itself or with the participation of the public sector
and national or foreign private companies.

jii) Make loans to public sector institutions that
are dedicated to the promotion and development of low-cost housing.

iv) Make loans to housing cooperatives duly esta-
blished in the country, in accordance with provision of Law #15260.



- v) Provide mortgage secured loans, time deposits,
and lines of credit to the Savings and Loan Associations, in support of
their activities to generate savings and finance housing construction.
When special justification exists, the BVP may also extend unsecured loans
for special purposes, with the approval of the BVP Board of Directors, in
accordance with Law ## 14241.

vi) Provide guaranties in support of projects and
programs related to the objectives of the BVP.

vii) Act as the agent, representative, or trust
agent of national, foreign or international entities, and act as adminis-
trator of capital of third parties in programs or projects meeting BVP's
objectives} the 8&Ls - may participate in these type of operatlons.

viii) Contribute with provision of technical and
economic assistance to the development of the construction activity and
industry. '

ix) Purchase, stockpilé  and seli construction
material to be used in the BVP's programs, acting as appropriate, to main-
tain the market price of building materials.

%) Provide technical assistance to the 8&l.g and
housing coops, and to other institutions, as determined by the Board of
Directors,

xi) Promote the establishment of a national postal
savings system,

xii) Provide insurance coverage of the 8&L's depo-
sits, and accounts, mortgage insurance and other type of risk insurance
for low-cost housing programs, including life and fire, directly through
the BVP or through other agencies as determ’ned by the Board of Directors.

, xiii) Promote a secondary mortgage market to
increase the sources of financing available for construction of low-cost
housing.

xiv) Make capital contributions, in association with
the private sector, towards the formation of entities for the promotion
of programs in accordance with the BVP objectives, acting in a permanent
or temporary capacity,

XV) Purchase, lease, rent or build facilities for
the use of the BVP, the S&Ls the postal savings system, or others as
set out in the Chart of Incorporation or as determined by the Board of

Directors,



xvi) Receive time deposits, term deposits and
savings,

xvii) Borrow monies from national or external
sources through loan cecntracts of lines of credit, and incrzase the
BVP's resources in other feasibie manners,

xviii) Issue bonds, certificates or other typesof
debentures payable to the bearer or nominal in national or foreign
currency, in accordance with regulatory provisions under the law.

Relative to such borrowing the Government may
guarantee the obligations of the BVP through the Ministry of Economy and
and Finance, and assume the devaluation risk in the case of foreign currency
obligations; and;

xix) Make use of the lines of credit and of dis-
count and rediscount facilities as available in the Central Reserve
Bank of Peru.

4.2.,3 BVP Capital and Reserves

On December 31, 1971 the BVP had an authorized
capital of 800 million soles ($18.6 million) represented in 800,000
shares of 1,000 soles each, subscribed and wholly owned by the GOP.
The Bank received a loan from AID in February 15, 1965 for $6.0
millicn complemented by a GOP contribution equivalent to $4.million.
As of December 31, 1971 both the loan funds and the GOP counterpart had
been fully disbursed. -

All proceeds from the BVP operations resulting in
capital gains are incorporated into the Bank's general reserve fund. The
balance of such fund amounted in December 31, 1971 to 5/.99,432,492 _
(V.S. $2.3 million). The profit corresponding to fiscal year 1971 amount-

ed to S/.47,411,280 (U.S. $1.1 million). The total reserve fund amount-
ed to S/.146,846,772 (U.S. $3.4 million).

4.2.4 BVP branch offices

BVP is authorized by law to establish branch offices
in such sections of the country where savings and loan associations have
not been formed by the private sector. The BVP branch offfices will in
rurn be converted into savings and loan associations once they reach an
adequate level of development. On December 31, 1971 the BVP had the follow-
ing operative branch offices: Huaraz, Cajamarca, Puno, Juliaca and
Huanuco.



4.2.5 Programsof the BVP GRAPH 8

In the last few years the BVP has enlarged its scope of operations from the
savings and loan area to also include active participation in low cost housing programs, urban rene-
wal and provision of utility services in Pueblos Jovenes. Under an agreement between the UNDP and the
GOP, the BVP is participating in the development of pilot projects in Lima in the areas of urban re-
newal, sltes and services and low cost housing design.

SUMMARY OF BVP PROGRAMS

Program N® of units Averapge Logt of- - Financing Status
or families Loan _Program: Sources
AID Housing Investment Guaranty U.S.
1965~1970 2,372 6,500 15'429,902 Investors Completed
IDB Loan-BVP counterpart ' 2,393 units comp.
1969-1973 4,650 4,630 21'523,016 IDB,BVP 2,257 under cons.
AID Housing Investment Guaranty
1972-1976 8,700 3,250 28'281, 000 AID Under constructioc
Cooperative Housing AID
1965-1970 ' 2,242 4,460 10'000, 000 AID,BVP Completed
Large scale housing 1,134 units comp.
1971-1972 1,620 5,850 9'480,620 BVP 486 under const.
Urban renewal, El Provenir
1972-1974 3,313 2,680 8'863,049 BVP Under constructic
Utility services, Pueblos Jévenes 230/water 14,291 fam. benef
1972-1973 50,000 115/elec. 5'943,152 BVP 35,709 under cons
Large scale housing, Los Proceres
1972-1976 10,000 4,950 49'534,883 BVP Under constructic
82,897 149'055,622
Savings & Loan Programs
1962-1972 41,509 5,320 221'110,050 BVP,Savings
124,406 $370,165,672

Source: Banco de la Vivienda del Peru, May 1972



4,2,6  Evaluation of BVP as Primary Implementing Agency

It is now ten years since the BVP was established as
Feru's National Housing Bank to develop a nation-wide Savings and Loan (S&L)
System and to otherwise support Peruvian housing development., During this
decade its increasingly effective performance has been a key factor in
achieving an outstanding growth in the S&L Systen from only two Lima S&L
Assoclations with 7,711 depositors and $1.5 million in deposits in 1962,
to 23 Assoclations with 74 branch offices throughout the country, 525,000
depositors, and $158 million {cumulative) in savings, The System has be-
come a major factor in Peruvian housing finance and urban development, and
the BVP and related S&L System are today generally acknowledged to be the-
most successful such institutions in Latin America, '

As shown in Graph 8, the BVP already has successful~
ly executed various types of programs in the housing field totalling $25
million, financed in part with earlier direct AID loans, and has success-
fully administered AID Housing Guaranty projects, totalling $17 m with 3,600
dwelling units. For all projects the record of mortgage repayments has
been good, '

Presently the BVP is implementing a large housing
program totalling over $21,5 million for 4,650 dwelling units throughout 7
the country, which is scheduled toc be completed within 1972; it has recent-"
1y compleved a moderate cost housing project in Lima for 1,800 dwelling '
units, promoted by the BVP itself, and financed partly with its own resources
and IDB loan funds and partly by five S&L Associations; and it has Jjust '
initiated the construction of 1,000 dwelling units,

In the course of the foregoing projects the BVP not
only has become famlliar with AID procedures and developed good working
relationships with the USAID, but also has developed good working relation-
ships and gaired the confidence of the Government, and particularly those
agencies such as CRYRZA and the Ministry of Housing which will be most
involved in the execution of the: suibject Program,

The current level of BVP personnel is adequate in
number and specialization for present operations, In developing as an
organization to handle its increasing responsibilities and work load, the
BVP has grown from 7 employees in 1962 to a total of 172 employees, including
88 professionzl staff, in 1972, As a financial seif-sustaining autonomous
agency the BVP enjoys flexibility in responding to changing requirements,

The BVP is establishing a separate office to handle the subject program. The
office 1s expected to include four professionals, of which the office chief
is already hired and on the job., The BVP has assured the Mission that it

1s prepared to further increase its persomnel as necessary to meet particular
requirements of the proposed Program (See Annex IV, and Graph 8 fox
breakdown of BVP organization and programs, respectively),

On the basis of the BVP's demonstrated performance, the
Capital Assistance Committee considers that it has ‘he experience, organisza-
tions, motivation, professional competence, and drive to complete the pro-
posed Program satisfactorily,



4.3 The Ministry of Housing (MOH)
4.3.1 Objectives and Functions

The Ministry of Housing was created by Law #17271
of December, 1968 and started to function on April 1, 1969.
According to that Law, the Ministry of Housing was given the res-
ponsibility for developing and improving the housing sector, imp-
lementing urban planning and renewal programs, and carrying out
studies to develop the construction activity in the country and
providing support to the community programs. At a later date,
SINAMOS was created and given responsibility for community deve-
lopment programs.

The specific functions assigned by Law to the Ministry
of Housing includet

1) Establishment of urban development standards, in accor-
dance with technical criteria and in coordination with socio~econo—
mic development programs.

2) Design, revision, and approval of urban development pro-
grams, and control of the urbanization process,

3) Design, implementation and promotion of urban renewal
programs and rehabilitation programs, for improving and eradicating
slum areas,

4) Promotion, design and implementation of urban facilities
DPTOgrams,

5) TFormulation of measures to lower the price of urbanized
land and of construction,

6) Promotion and construction of infrastructure programs,

7) Promotion and implementation of technical and socio-
logical research programs,

8) Implementation of social and community development programs ,
and

9) Provision of consulting services to programs and individuals
engaged in housing activities.



4.3.,2 Structure and Organization

The Ministry of Housing is in charge of all activities
concerned with the formulation of housing policies and with the im-
plementation of projects and programs in the housing sector. The
Ministry operates through:

~-Consulting offices, such as the Consulting Council for
Housing and Urban Development, the Commission for Regulation of Cons-
truction Prices, and the Council for Public Bidding and Contracts.

~-Support offices, such as the Document Processing Office, the
Data Processing Office and the General Administration Division.

-Advisory offices, such as the Office of Planning, the Office
of Legal Counsel, Office of Organization and Mathods, Office of
Public Relations and the General Inspection Office.

-Implementing offices, such as the General Division of Urban
Development, the General Division of Building Construction, and the
Genersl Division of Sanitary Works. '

-Local and regional supporting and implementating agencies,
such as EMADI, the sanitary offices for Arequipa, and Lima, the park
services, etc.

The inter-relation of this agencies and offices is shown in
Annex IV, Exhibit 3.

4.3.3 Programs Implemented by MOH

Since its creation in 1969, the Ministry of Housing
is playing an active role in the implementation of Peru's housing
programs, either as a direct sponsor or as an implementing agency
for other GOF agencies. The cost of the housing programs being
implemented by the MOH during the period 1971-1972 totals $196.7
miliion. From this amount,$31.3 correspond to work completed
before 1971, $86.9 million to works in execution during the 1971~
1972 period, and $78.5 million, to the portion of the current pro-
grams to be completed after the year 1972.

The 1971-1972 MOH Housing Program includes the follow-
ing types of Sub-Programs:



a) Urban Planning Projects.- Consisting of wurban development
plans and studies for a large number of cities and towns throughout
the country. They include urban studies in 10 major cities, master
plans for 47 cities and towns, urban renewal projects in 10 cities,
expansion studies for 16 cities, general research, and technical
assistance to local governments. Investments of this program total
$1,455.000.

b) Water Supply and Sewerage.- This Sub-Program
includes the following main projects: (1) provision of water and
sewerage to 72 citles with populations between 3,000 and 30,000.
This $12 million project is practically completed. (2) Provision
of water and sewerage systems to 11 cities with populations above
30,000, at a total cost of $29.2 million (3) Complementary water
and sewerage programs in Callao and several other cities at a cost
of $4.1 million. (4) Rehabilitation of water and sewerage systems
in 12 provinces of the Earthquake Area at a cost of $4.2 miliion.

c) Land Development Projects.- They include the development
of 11,143 new lots, and the provision of infrastructure services
for 11,260 lots already occupied in 13 cities throughout the country.
The total cost of this sub-Program is $12.1 million.

d) Housing Construction Programs.- This is the largest sub-
program being carried out Hy the MOH at a total investment of$128.8
million. The active projects during the 1971-1972 period comprise a
total of 33,841 units, including 12,184 basic cores and 1,020 re-~
modelled houses. The different projects in execution include construc-
tion of '"core houses® in Lima, Trujillo and Arequipa at a cost of
$1.3 million of Ministry'sown funds, projects financed by the BVP,
the IDB Loan 179 Project at a total cost of $108.9 million; and pro-
jects under the IDB-CRYRZA program for $18.6 million.

Sub-Program Investments through the end of 1971 totalled $23.7
million; $41.2 have been programmed for 1972, and $63.9 for completion
of the projects during the period 1973-1975,

e) Community Service Projects.~ The investment programmed for
these projects is $4.8 million. The sub-programsinclude the construc-
tion of different community facilities such as: civic centers, markets ’
stadiums, custom offices and commercial centers. Also included are
national parks and river defense works for the city of Iquitos.

Graph #9 showns the allocation of financial rtesources for all
the programs implemented by the MOH.



GRAPH 9

CURRENT HOUSING AND URBAN DEVELOPMENT PROGRAMS IMPLEMENTED BY MOH: INVESTMENT CHART

(In thousands of dollars)

Total Investment
OROGRANS Cost through PROGRAMMED

1970 1971 1972 1973-1¢
I URBAN PLANNING PROGRAMS 1,455 - 420 1,005 30
a) MCH Programs 1,169 212 927 30

b) Implemented by MOH for other agencies 286 - 208 78 -

II WATER SUPPLY AND SEWERAGE PROGRAMS 49,520 19,267 5,793 12,510 11,950
a) MOH Programs 4 0,361 17,847 4,716 8,808 8,990
b) Implemented by MOH for other agencies 9,159 1,420 1,077 3,702 2,960
111 LAND DEVELOPMENT PROGRAMS 12,100 55 930 9,949 1,166

a) MOH Programs 874 55 77 521 221

b) Implemented by MOH for other agencies 11,226 - 853 9,428 945
IV HOUSING CONSTRUCTION PROGRAMS 128,837 11,019 12,658 41,249 63,91{
a) MOH Programs _ 1,291 - 233 632 426

b) Implemented by MOH for other agencies 127,546 11,019 12,425 40,617 63,485

V COMMUNITY SERVICES PROGRAMS 4,796 G88 945 1,426 1,443
a) MOH Programs 3,298 988 945 475 890
b) Implemented by MOH for other agencies 1,498 e - 945 553
- e £ TRuk YRA0IS - g £ = TR O 1 8 0 0 0 s 0 20 20 X A 0 S i T A

TOTAL COST OF PROGRAMS 196,709 | 31,329 20,746 66,134 78,500

a) MOH Programs 46,994 18,890 6,183 11,364 10,357

.3 Tl sment-ad B MOH far ather acancias 148 718 12.&39 1&;563 54.770 67.9&3



4.3.4 Evaluation of Ministry of Housing as Sub-Implementing Agency

The Ministry of Housing (MOH) has been in existence a little
over three years, In this relatively short time, its performance
record has been increasingly impressive, both in the development and
application of long needed advanced housing policies and legislation
and in the number, kind and scope of the construction programs it has
implemented. (See Section 4.3.3 and Graph 9 for breakdown and des-
cription of the different programs) As a result, MOH is generally .
considered to be among the most effective of the GOP Agencies.

The programs for which MOH is responsible are flnanced both
from the national budget and from various private sources, such as
Peruvian Savings and Loan Associations, housing cooperatives, etc.

Recently, the GOP turned over to MOH the additional responsi-
bility for comstruction of schools and other educational facilities.

MOH operates through its central Ministry headquarters in
Lima and through regional and local offices throughout the country,
Its present professional and other personnel numbers 2,500. In the
earthquake disaster area, MOH has a well established Regional Office,
working closely with CRYRZA and other Agencies participating in the
reconstruction effort.

AID has worked closely with MOH from its beginning in a number
of programs and activities, including the completed temporary housing
and self-help shelter projects under the$7.4 million earthquake relief
grant, the current Improved Adobe Construction Program, the initial
stages of the $3 million Community Reconstruction and Development Loan
Program, the development of housing policy and legislation, and, in

coordination with the Banco de la Vivienda del Peru, the strengthening
of the Peruvian Savings and Lloan System. The working relationship
between the Mission and MOH has consistently been exceptionally good.

On the basis of MOH's demonstrated performance, the Capital
Assistance Committee considers that MOH has the experience and orga-
nization tc serve satisfactorily as a major Sub-Implementing Agency.
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4.4 EMADI (Public Company for Real Estate Administration)

4.4,1 Background

The Empresa de Administracion de Inmuebles EMADI-
PERU was created on March 21, 1969 by Decree Law 17528, 1t became ope-
rative on July 1, 1969 taking over most of the previous projects and
responsibilities of the old Junta Nacional de la Vivienda. EMADI's pri-
mary function is concerned with the administration and management of public
land, housing and related facilities built by the Ministry of Housing. By
law the return on the investments made by the Public Sector in housing and
related infrastructure must be reinvested in low-cost housing programs,
community services programs and others as determined by the appropriate
ministerial agency. :

4,4.2 Volume of operations

In 1970, EMADI received 202.6 million soles from
collection of programs under its administration. Of this amount a profit
of S/.20.6 million was obtained after deducting the amounts corresponding
to cost of operations. Over 70,000 units are being administered by EMADI
throughout the country, as follows:

IDB Program (Lima & provinces) 47,201 Gnits

EMADI/PERU Program (Lima) ' 17,676

EMADI/PERU Program (provinces) 5,261
70,138

These amounts correspond to operations in 1970. The
volume of operations of EMADI has grown considerably in 1971/19%72.

EMADI has ongoing programs in Lima, Iquitos, Chiclayo,
Trujillo, Arequipa, Huancayo and Cuzco. Lots and services projects are
among the types ¥ooperations sponsored by EMADI.

4.4.3 Projected Operations

Automated electronic data processing systems were
installed by EMADI in 1970 to modernize its collection methods. The system
has proved invaluable in that it allows the agency to administer efficiently
its rapidly growing number of accounts. In 1970 the computer worked an
average 3,147 machine/hours with an input of 5,986 man/hours.

According to the 1970 Balance, EMADI has programmed
the following activities for 1970-1972:



1. Investments 1970-1972
1.1 Termmination of housing programs (million SOIQS?

jnitiated by the Direccidn General

de Vivienda, including:

Core housing 90 units
" Low-cost houses 573
Iquitos Low cost
houses 572
Community services 748
1,983 units 111.18
1.2 Lots and services 10,500 units 552.00
1.3 Low cost apartments 148 units 45.02
Total 12,631 678.20
2. Proposed financing
2.1 Recuperation of Portfolio 243,30

2.2 Expansion of cities bonds
Decree Law 17803 41,50

2.3 Loans from state banks
(lots & service) 393.40

678.20
4.4.4 Type of Projects handled by EMADI

EMADI is open to all types of administrative and
financial arrangements for projects. For example, EMADI may be respon-
sible for the entire project from initiation to termination. On the
other hand, it may only collect sub-loans for a project being built by
a private contractor. Regardless of the arrangements, EMADI's fees are
always passed on to the borrower or home buyer.

EMADI charges a variable fee for the administration
of projects to the various agencies of the public and private sector to
which it serves as administrator and agent. In the case of the housing
portion of the IDB Earthquake Loan, EMADI 1is charging 1% per year on the
original value of the loan.

In terms of housing price levels, in about 25% of the
projects administered by EMADI the price of a house ranges between



- 37 -
$1150 to $2300, The price range for the remaining 75% are above
¥2300,

The following is a list of low-cost precjects currently
being sponsored by EMADI:

- Villz El1 Salvador, Lima
Pueble Jéven construction of housing 1,240 units

- E1 Porvenir, Lima

sites & services, rehabilitation 1,200

- Los Sauces, sites & services 300

- Villa Jardin, sites & services 582

- Micaela Bastlidas, sites & services 3,900
Total: 7,222 units

The goal of EMADI during 1971-1972 is to make avail-
able 5,000 losts and services in the Lima area and 10,500 in the rest of
the country. EMADI has more experience with the concept of lots and ser-
vices than any other government organizaion currently concerned with social
interest housing.

4.4,5 EMADI in the area affected by the May 1970 Earthgueke

EMADI currently has two major branch offices in the
area affected by the May 1970 earthquake - one in Huaraz and one in Chimbote
with smaller branches in Casma, Barranca, Trujillo, and Caraz. Total EMADI
personnel in the area is 22 persons. :

The stru. ture of the branch offices consists of three
sections: an administrative section;composed of controllers, accountants,
supervisors, and administrators; a technical section composed of engineers;
and a social section composed of a3 sociologist who collects and analyzes
socio-economic data and assists with other social problems, and a lawyer
who assists with any legal problem.

EMADI is administering the BID/BVP Loan #179 signed
September 23, 1970. Much of this program is in the area affected by the
May 1970 earthquake and consists of lots and services, direct construction,
and urban housing renovation. In actual construction are 239 houses in
Trujillo and 77 houses in Piura.
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In addition, EMADI is involved in the administra-
tion of the $35 million BID loan signed August 13, 1970. EMADI will both
supervise and administer 3,400 loans (with each loan averaging $1,300)
totalling $4.4 million in the major cities of the zone affected by the
earthquake. EMADI is also acting as administrator for the large scale
projects being supervised by Ministry of Housing under the same BID
1oan, which include 10,750 units at a cost of $25 million.

4.4.6 EMADI, CRYRZA and the AID Community Reconstruction
Loan

A new contract is currently being negotiated between
CRYRZA and EMADI to cover the urban section of the $3 million AID Community
Development Loan. According to the draft of this contract, EMADI will have
responsibility for taking applications, qualifying, and selecting borrowers
for loans under the program as well as making plans for construction,
supervising construction and coliection of the monthly installments from
the borrowers. -The CRYRZA/EMADI agreement for the urban section of the
$3 million AID Community Development Loan should help make possible the |
successful completion of the project in an expeditious manner.

4.4.7 Appraisal of the Agency

During the 2-1/2 years since EMADI became operative,
it has established a good record in the areas of project administration
(mortgage servicing). EMADI inherited a number of old projects from the
Junta de la Vivienda which had poor payment records. EMADI has adopted
a vigorous and business-like policy with regard to collections and has
demonstrated that it is prepared to evict persons who will not pay. it
is believed that EMADI has the necessary staff and experience and the
appropriate operating philosophy and policies to enable it to act as an
effective administrator of projects financed under the Program.



4.5  Disaster Zone Reconstruction Commission (CRYRZA)

The magnitude of the damage caused by the earthquake
required the creation of a special agency to assume the responsibility
of planning and coordinating the rehabilitation and reconstruction of
the affected area. For this purpose the GOP created the Comisidn de
Reconstruccidn de la Zona Afectada por el Terremoto del 31 de Mayo de
1970 (CRYRZA) to act at the planning, decision and implementing
levels.

In its creation CRYRZA was defined as a multisectorial
agency in charge of preomoting and coordinating the recovery activities
of all sectors in the zone, and CRYRZA was given the institutional
capacity needed to mobilize and coordinate the human and economic
resources available. CRYRZA has its own budget and operates at a
ministerial level. The President of CRYRZA has a place and vote in
the Ministerial Council.

4.5.1 Objectives of CRYRZA

The following are the principal objectives of
CRYRZA:

1) Formulation of objectives, policies and
strategies to achieve the proposed reconstruction and development
goalss;

2) Implementation of reconstruction programs
through the action of the respective public and private agencies and
sectors, or through the action of CRYRZA itself:

3) Supervision and control of all efforts regard-
ing promotion of programs, reconstruction and rehabilitation in the
zone;

4) Administration of resources from public funds
as allocated by the GOP or as available from external sources;

5) Programming of technical and economic resourcess
and

6) Preparation of appropriate legislation to meet
program needs and implement its own special programs.

The task of rehabilitation and development has
required three stages of implementation:



1) Emergency action, including evacuation of
casualties, first aid, provision of food and temporary sheltersi

2) Immediate implementation of the necessary
programs to reactivate the areas paralized by the earthquake. CRYRZA
has undertaken this activity and to date most of the damaged infrastruc-
ture has been repaired. Housing construction and provisien of urban
equipment programs are under way at this time;

3) Planning of the reconstruction and development
programs in accordance with national policies and objectives. This
activity resulted in the formulation of the five year development plan.

4.5.2 CRYRZA Structure

CRYRZA operates through a high level directorate
composed of a twelve member commission. It also has the support of
advisory agencies and implementation agencies. CRYRZA acts as the
national coordinator of all reconstruction work in the affected zone.

CRYRZA has zonal offices in Trujillo,
Chimbote, Casma, Huarmey, Barranca, Caraz, Huaraz and Rgeuay-Alja.
The main office has recently being moved to Huaraz.

CRYRZA may undertake the implementation of any of
its programs working through its zonal offices, or it may choose to
contract the work with the appropriate public or private agency.

Lo
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The tollowing chari i1riustirTales Lie Lype ol PLOgLcls Deliy
develcped by CRYRZA during 1971 and 1972 by sectors and sources of financing,
in the disaster area!

CRYRZA
&
Biannual 1971-1972 Adjusted Budget

Gocds & Pur

Salaries Services
1,936 836
54.1 23.3

chage of
Fixed Asset QOthers Total
14 696 3,582
3.2 19.4 100%

Studies for

INVESTMENT Investment or Purchase of
Services Development Works Fixed Assets Others Iotal Z
CRYRZA 1,322 5,898 7,220 12.
Agriculture 121 304 2,695 725 3,845 6.
Fishing 22 260 282 0.
Industry & Commerce 323 323 C.
Power 322 5,721 6,043 10.
Transportation and
Communication 2,247 10,442 253 12,942 21.
Housing, Water, Sewerage 557 18,287 406 1,153 20,403 34,
Education 99 5,239 1,100 6,438 10.
Health 23 2,314 10 2,347 3.
Onernl/ 92 92 Q.
TOTAL U.S. § 121 4,988 51,179 1,769 1,878 59,935 100
yA 0.2 8,3 85.4 2.9 3.2 1007
SOURCE OF FINANCING
u.s. § %
1. Operational
Treasury 2,792 77.9
Loans 790 J2s
$3,582 100.0 ]
2. Tnvestment Best Available Copy
* Treasury 26,372 44.0
Own Source of
Income 4,091 6.8
‘ Foreign Debt 22,914 38.2
Foreign
Donations 6,558 11.0
$59,935 100.0
BUDGET SUMMARY Thousand 3
Operating 3,582
Investment 59,935
TOTAL 63,517

& All figures in thousands of Dollars
1/ Ofice of Evaluation of Natural Resources
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4.6 Government Agency for Support of Social Mobilization
(SINAMOS)

STHAMOS was created by Decree Law in June 1971, as the
official agency in charge of institutionalizing the new social de-
velopment policies of the Government cf Peru. The agency was
officially inaugurated in April 1972.

A1l functions previously handled by numerous national
and regional agencies were integrated into a new organizational
structure under new management. To date many of the functions of
the new sub-agencies have not been clearly defined. However,
SINAMOS will be responsible for the following areas:

1) General promotion and direction of all Pueblos Jo-
venes programs and infrastructure support projects,

2) General direction of institutions dealing with
social interest and community development programs affecting low
income groups; and

3) General direction of social and economic development
jnstitutions operating in the rural areas. :

The above areas were previously the responsibility of
several of the organizations now absorbed within SINAMOS.

SINAMOS will have an operating capability at the natiomal,
regional, and local levels through its various offices. The senior
staff for the new system has been designated by the Director of
STNAMOS. The SINAMOS budget approved on March 28, 1972, by Decree
Law 19336 was $43.5 million.

In view of its recent birth, there is little basis for
evaluating SINAMOS as a project implementing agency in the proposed
Program. Folded into SINAMOS have been certaln crganizations such as
ONDEPJOV {National Office for Development of Pueblos Jovenes), PROGOM
(Promocion Comunal}, ONDC (National Office for Community Development),
and ONDECQOOF (National Cooperative Development Office) which had
achieved varying degrees of success in the type of community-cooperative
promotion and organization activities to be assigned to SINAMOS under
the propesed Program, During the unfortunately extended period leading
up te SINAMCS birth, these organizations tended to stagnate and atrophy,
with consequent loss of good personnel, However, SINAMOS 1s a creature
of the Revolutionary Government, entrusted with a major role ir moblls-
ing the people to carry out the ideals of the Revolutlon., As such it
should enjoy strong support from the Government in developing the
capabllity for good execution of projects,

Previous Page Blank
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SECTION 5. PROGRAM IMPLEMENTATION

5.0 General Aspects

The implementation of the Program will be the responsibility
of the BVP in as far as its general, technical, administrative and social
aspects are concerned.

As indicated 1in Section 4.0, the BVP will contract the
services of organizations in the public and private sectors te carry
out parts of the Program, as it deems necessary. To this effect, the
following organizations may be considered as implementing agencles:

Ministry of Housing (MOH)

Real Estate Administration Company (EMADI)

Mutual Savings and Loan Associations (S&l's)

System for the Promotion of Social Mobilization (SINAMOS)
Commission for the Reconstruction of the Area Affected by
the Earthquake of May 1970 (CRYRZA)

The BVP may also choose to implement the program directly
through its own agencies or branches in those towns in which it consi-
ders it convenient.

The implementing agencies will report to the BVP regard-
ing the development of the various phases of the projects for which
they are given responsibility, in accordance with the agreement between
the BVP and the sgency in question. Copies of all such agreements will be
provided to AID. The BVP, in turn, will report to AID on the development
of the program in general, pursuant to the reporting requirements set
forth in Section 5.1.8 below.

The BVP will have responsibility for the following general aspects
of program development: announcement and promotion of the program;
signing of contracts and implementation; coordination of program$ with
AID and the participating agenciesp selection of cities, towns and types
of programs to be implemented; approval of projects; reporting to AlD;
and evaluation of the Program. '

With respect to Technical Aspects of Program Implementation,
the following activities must be carried out: final selection of sites
for construction of projects; studies of the development of community
facilities and utilities to be constructed; preparation of technical do-
cuments, such as plans, specifications, budgetsj review af proposals for
execution of the projects? selection of contractorsy drafting of contracts,
payment of contractorsj supervision of construction work; and technical
reports. These activities will be carried out by the corresponding imple-
menting agency under contract with the BVP (Ministry of Housing, Mutuales)



Project Development and Administration activities will be :
the responsibility of administrators under _ contract with BVP. (EMADI
and the Mutuales). These activities will include Program promotion, ana-
lysis and selection of buyers, drafting of loan documents, preparation
of administrative reports, and mortgage servicing.

Socio-Economic Activities will include the introduction of
the self-help construction system and activities pertaining to the imple-
mentation of such system, and the preparation, organization and technical
assistance in the introduction and establishment of coops and owners asso-
ciations in the selected projects. These activities will be under the
coordination of SINAMOS and/ or CRYRZA, under contract with the BVP.

5.1 Technical Aspects

5.1.1 Criteria for selection of localities and project
sites.

5.1.1,1 Selection of localities

a) Preliminary Selection.— The preliminary selec-
tion of cities located in the disaster zone where projects will be built

has been made taking into account the following data:
1) The preliminary findings of the Housing Market

ii) The information provided in the Master
Plans concerning income levels, capacity to pay and the financial con-
ditions of the population,

Study,

34ii) The statistics concerning the population
and the growth rate of the urban centers, :

iv) The reports concerning the magnitude of
the damage, the number of buildings destroyed and the housing shortage, and

v) The plans being carried out by GOP agencies
for the repair and construction of the urban infrastructure with the corres-
ponding public utilities.

b) Final Selection.- The BVP will make a final
selection of the cities, and will decide the types of projects most sulted
for each locality based upon:t

i) An evaluation of the results and data de-
rived from the Housing Market Study contracted March 30, 1972, and
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ii)  An analysis of the experience and the
results of housing programs which other entities are undertaking in the
Disaster Area, (CRYRZA, IDB, MOH). Furthermore, the condition and pro-
gress being made in the construction of infrastructure programs being
carried out by other agencies in the disaster zone will also be taken
into account.

BVP and AID shall agree on the final selection of
cities and types of projects.

5.1.1.2 Selection of sites for the development
and construction of specific projects

The implementing agency will study the
available sites in the cities and will select the most appropriate for
construction of prciects, taking into consideration the following factors:

: Physical characteristics of the terrain,.
access roads, topography of the land and vegetation, surrounding proper—
ties, aresa of land, sub=-soil conditions.

The land should be free from erosion,
danger of iandslides, and boulders. The sites should be located away
from pollution sources and should not be subject to flooding.

Other conditions that should alsc be con-
sidered include: price of the land and terms for purchasej proximity of
public transportation; proximity to schools, markets, and commercial and
health centery proximity of the sources of employment; and proximity of
the site to recreation areas and playgrounds.

In the process of site selection special
consideration will be given to the recommmendations and regulations con-
tained in the official Development Plans for the city and region in ques-
tion, and to the capacity of public utility systems (water, sewers, and
electricity) of the selected cities to provide service to the project.in

gquestion.

5.1.2 Provision of community facilities and public
‘utilities

5.1.2.1 Community Facilities

The construction and development of spe-
cific projects should also include the provision of community facilities
for the benefit of all the residents. The size and type of suva faci-
1ities will be determined by the implementing agency according to the
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magnitude of the project and the number of families living in it. In gene-
ral, facilities for education, cooperatives, health, recreation and commu-—
nity activities will be provided.

5.1.2.2 Determination of the type of
Community Facilities

The Banco de la Vivienda or the implementing
agency in charge of project planning will determine the type and kind of com-
munity facilities that are to be part of a project to be constructed under the
Loan. The implerenting agency will examine the condition and capacity of exist-
ing facilities and utilities which could serve the project in question. Addi-
tional facilities and utilities will then be identified according to project
needs, the size of the project, funds available, and recommendations inclu-
ded in the official Master Plans for the region.

The_following guidelines for the provision
of Community facilities are proposed: !

i) Educational,

Primary schools, 3 to 4 classrooms per
100 families.
Nursery schools, one per each 100 families.

ii) Recreational,

Playgrounds, sports and play area in
connection with the primary school.
Parks, 10-15% of developed area

i3i) Medical, one health post per each 250
families.

iv) Community center, one community center
per 500 families.

All projects should have electricity, water,
sewerage and street illumination. Provisions should be made for fire protec-
tion and eventual extension of telephone lines to the project.

Preliminary design and cost estimates

Once the type and size of the facilities and
services have been determined for each specific project, the implementing
agency or the sponsoring organization should then proceed to prepare the pre-
liminary design and cost estimates. The cost estimate is of particular



importance in detemining the amount that will be charged to the selling
price of the houses to distribute the cost of the facilities and services
among the benefited population.

All project plans should include complete
plans, calculations, and cost estimates for construction of the community
facilities and utility systems. Such documentation will be submitted to the
BVP as part of the total project package at the time of the preliminary
review of the project.

5.1.2.3 Public Services

All the projects will include the provision
of public utilities such as water, Sewers, clectricity and street illumina-
tion. The installation of fire hydrants and the extension of telephone
1lines will also be examined. The initiation of projects will not be permit-
ted without prior assurancs of availability of publiec utilities.

5.1.3 Preparation, presentation and studies of proposals;
and approval of proiects.

Two types of prcjects are considered under the Program:
(1) Projects sponsored by an implementing agency {which may include the BVE)
and built by a contractor; which are subject to competitive bidding; and
(2) Projects submitted by private sponsors to the implementing agency, as in
the case of a cooperative or builder-sponsor. These projects may be built by
the sponsor or sub-contracted Dy the sponsor with a private builder.

Selection of Sponsors

One of the Program's objectivesis to strengthen the
development of local and reglonal credit institutions and the housing
cooperatives in the region. The strengthening of the construction indus-
try is ~lso considered as an important objective of the program as well as
the participation of the human and economic resources of the reglon.

The projects to be constructed may be sponsored byi

- The Savings and Loan Association (s&L's)

- Housing Cooperatives

- The private housing construction firsm {in asso-
ciation with the Savings and Loan Institutions
or Cooperatives)

- Special organizations such as Builders Associations.

In general, the approval of a project will involve
the following steps:



i) Announcement of the Program

The implementing agency will publicly announce
the opening of the Program, indicating the conditions, terms and dates for
the presentation of the proposals in the case c¢f of projects which will
be sponsored by private companies and other organizations (cooperatives,
savings and loan associations, etc.),

ii) Preparation of the preliminary documents

The sponsor will have the main responsibility
for the collection, 2analysis and total preparation of the data and perti-
nent information which is necessary for the initial presentation of the
proposal to the implementing agency. The documents which must be submitted
with the proposal include: feasibility studies, technical documentation
(preliminary architectural plans), legal documentation (title to the land),
brief description of the project, financial cdocumentation (cost estimates,
conditions for sub loans), and socio-economic documentation (marketing,
socio~economic data).

: The implementing agency will be responsible
for preparation of projects which they sponsor directly.

iii) Preliminary study of the proposals

The implementing agency will review the preli-
minary documentation as submitted by the sponsors and will notify the
sponsors in writing of its intent to consider the project, and advising
of the recommendations, studies and changes that should be incorporated
into the final submission within 30 days following the submission of the
proposal,

The sponsor will be responsible for preparing
the final documentation required by the implementing agency for final
review and approval of the project. This documentation will include all
the changes and recommendations noted by the implementing agencv in the
preliminary study and will be re-submitted to the implementing agency.

iv)  Study and review of the final poposals

The implementing agency will perform the final
review of the documents submitted by the sponsor and will approve the pro-
ject if it meets the criteria established by the implementing agency. In-
formation copies of the documentation will be sent by the implementing
agency to BVP and to AID, AID's approval will be required for projects whose
total cost is $200,000 or more.

Written notice will be given to the sponsor con“
cerning the results of the final study by the implementing agency.
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5.1.4 Preparation of Contracts, Initiation of Work and
Payments

5.1l.4.1 Drafting of Contracts

Once the project has been approved, the
implementing agency will proceed with the preparation of the contract
documents for the development and execution of the project in accordance
with the regulations of the BVP. The sponsor will submit at this time
the bonds and guaranties as required. These guaranties will cover the
following aspects:

i) Compliance with contract obligations
ii) Management of the advance payments in
cash or kind,
1ii) Payments to suppliers, and sub-contractors
including labor, and
iv) Stability of construction

5.1.4.2 Initiation of Work

The implementing agency will give written
notice to the sponsor or to the contractor to proceed with the initiation
of the project, in accordance with the contract doguments. Construction
advances may be made to the sponsors once the contracts have been signed
and the corresponding guarantees and bonds have been approved.

5.1.4.3 Payments to contractors and sponsors.

The contractors or sponsors of projects
being financed through the Program shall request payment for construc~
tion advances or for work completed through the implementing agencies
to the BVF.

The payment requests shall include a certi-
fication by the implementing agency verifying the amount of the funds to
be advanced for construction financing, and a certification of the amount
and value of satisfactory work performed for payments due to contractor
or sponsor during the construction of the project.

In some cases the implementing agency may
request that the construction advance be made in kind (construction mate-
rials). In this event the payment request will include the invoices for
the value of materials supplied to the contractor oOr sponsor, 4&s well as
certification of receipt of said materials by the constructor OT SpOnSOT.
The BVP will make the corresponding disbursement from the Program funds
5 days after receiving the payment request certified by the implementing
agency.
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The BVP shall retain from the payment requests
the amounts due for amortization of construction advances, materials and
guaranty retainers for performance and quality of construction. The BVP
shall also demand from the sponsor or contractor the required guarantees
as a condition precedent to disbursement of funds., Upon joint certifica-
tion of the implementing agency and the BVP, the amount retained to gua-
ranty the construction soundness of the completed project, shall be re-
turned to the builder,

5.1.,5 Bidding Procedures

Construction Projects in excess of $200,000 contracted
for GOP implementing agencies will be generally subject to the AID Capital
Assistance Guidelines, BVP and AID shall agree upon a set of standard bid
procedures and documents, including the construction contract. The BVF
shall certify to AID that these standard procedures and documents were used
on projects sponsored by implementing agencies and financed from Program
Funds. Deviations from these procedures and documents shall require AID
approval,

On Projects below $200,000 it is proposed that the
Peruvian government implementing agencies be permitted to operate under
standard GOP contracting procedures. The principal varlations of such
procedures from those required under the AID Capital Assistance Guidelines
are as follows:

a) Bidding: GOP awards contracts by a "double
averaging” system which operates to reject low and high bids in selecting
among bids clustered around the engineers' estimate,

B) Advances: GOP allows advances of up to 33-1/3%
of contract price to provide working capital for contractors.

c) Bonding and Retenticn: GOP requires no payment
bond, a nominal 2% performance bond, a 5% bid bond, a bond to cover the
fuil amount of the advance referred to in (b) above, and a retention
percentage of only 5%.

5,1.6 Construction Supervision and Inspection

The implementing agency will have the responsibility
for the supervision and inspection of the work according to contract pro-
visions., The actual supervision and inspection of the construction will be
carried out by qualified professional personnel with the necessary staff
support. The implementing agency will have the respconsibility of inspect-
ing the work completed, approving change orders, approving requisitions and
invoices for payment , etc, The individual selected as supervisor will be



- 52 -

presented by the implementing agency to the BVP for approval. The su-
pervisor of the project will also be responsible for preparing and pre-
senting progress reports through the implementing agency to the BVP,
The BVP will in turn report to A,I.D. as set forth in article 5.1.8.

5,1.,7 Provision of Utility Services in Pueblos Jovenes

In the case of water, sewerage or electricity systems
for Pueblos Jovenes, the sponsorship and/or promotion of such projects will
be the responsibility of SINAMOS, acting through its Pueblo Joven office
(ONDEPJOV)., The socio-economic survey of the community to verify the
capacity to pay for such systems will be conducted by SINAMOS at no coest
to the Program., The technical feasibility study of the installation of the
systems will be done by the appropriate local utility company or agency.
The contracting for and supervision of actual construction wilil be the
responsibility of the utility company in coordinatlon with CRYRZA and
ONDEPJOV,

The utiliiy company will collect the monthly payments
from the beneficiaries of the systems and will remit to the BVP the portion
corresponding to the amortization of the loan,



5.1.8 Reporting Requirements

During the implementation of the Program, BVP will
provide the following reports to AID:

A. Report on Program Implementation

a) Monthly Program Status or Progress Report.
Scope of report: A general review of the status of the projects being de-
veloped under the Loan including; 1) List of projects under review: 1iden-
tification of projects (location, sponsoring organization), number of units,
cost; 2) Projects under construction: percentage of work accomplished,
total cost, value of work accomplished (cumulative), units terminated;
3) Projects terminated: identification of project, date of initiation,
date of termination, units contemplated originally, units rerminated, ini-
tial cost, final cost, population benefitted, institutional accomplish~
ments {coops, homeowners associations, etc,)

b) Loan Disbursements.—- {(See Disbursement
Section 8.1).

B. Reports on Program Administration

Frequency: monthly report from Project Administrator to BVP, copy to A.I.D.
Scope of report: A general report on the activity of sub-loans made under
projects being constructed, including: 1) Sales report, project identi-
fication, number of applications received, applications approved, sales
contracts signed, titling; 2) Collectionsg report, identification of
project, accounts outstanding, arrears, legal activity (evictions, recu-
perations); 3) Repayment of loan, amounts collected, amounts sent teo

BVP, repayment of Loan to AID.

C. Evaluation of Program
Frequency: Annual BVP report to AID.
Scope of report: An evaluation of the Program's progress for the year and
an evaluation of projects accomplished to date

5.2 Program Promotion

The BVP will be in charge of promoting the program. To this
effect the BVP shall prepare and execute a plan for publicity and promotion
of the Program through the most effective means.  The implementing agen-
cies will execute the publicity plan as provided for by the BVE.

The major objective of the promotion plan is to assure the
participation of the public and private sectors in the program. The plan
will be designed to provide the interested parties with complete informa-
tion concerning the type of housing to be constructed, conditions, prices,



and location and type of projects. Also, the prospective buyers and pro-
motors would be given orientation which would explain the advantages pro-
vided by the program. The publicity program will emphasize the partici-
pation of the Savings and Loan System and Housing Cooperatives.

5.9.1 Selection of Home Buyers and Review of Loan Requests

The Bank may delegate the function of receipt and
processing of loan requests submitted by prospective home buyers wishing
to obtain sub-loans under the various types of sub~programs, regardless
of whether these programs are directly under the auspices of the imple-
menting agencies or private Sponsors. The BVP together with the admwinis-
tering agency will prepare the application form which the prospective
home buyers must fill out as the basis for the evaluation of his eligi-

bility.

_ This form shall also require thea presentation of
supporting documents if the reviewing agency should deem this necessary.
The application is in the nature of a sworn statement and as such, sub-
ject to all legal provisions governing sworn statements. The loan will
not be approved if it is found that the request form contain false infor-

mation.

5.2.2 Execution of Sub-Loans

The individual sub-loans will be executed through
the signature of the various sales contracts and mortgage loan contracts.
These contracts will provide for the following: sales price and amount
of sub-loan, terms for amortization, type of interest, commissions and
insurance, amount of down payment, number and amount of monthly install-
ments, various obligations and prohibitions, and causes for rescission

of contract.

5.2.3 Administration Agreement

The description detailing each of the activ? ies of
administration of the sub-loans as described above will be included in the
Administration Agreement which the BVP and the administrating agency will
sign. This Agreement will prescribe the obligations of the parties, the
fees, commissions, duration, causes for rescission, etc. The Standard
Administration Agreement will be submitted to AID for review and approval.



The administrator shall charge a service fee,
with the amount and formula to be negotiated relative to costs and incentives
appropriate for the particular project, but in general not to axceed 1.25%
per annum. The corresponding amount will be incorporated into the monthly
repayment of the sub-loan.

5.2.4 Sub-Loan Collection Procedures

The BVP shall contract through an administration
agreement with an implementing agency the collection of monthly payments
corresponding to amortization of the sub-loans and other charges. The
implementing agency will undertake the necessary measures tc insure prompt
collection of payments and will report to the BVP monthly on the status of
collections.

The implementing agency may use a variety of systems
to expedite and improve collections, such as use of mobile collection
units, payvell-witholding, incentives for timely payments, etc. The cre-
dtors may request a deferral of payment in special cases such as sickness,
physical incapacity, unemployment or other justifiable reasons. The im-
plementing agency will study each case and act according to the regulathens
established by the BVP for such eventualities. :

In the case of arrears in excess of [wo months the
implementing agency will send a series of written notices weekly to late
accounts, with copes to the BVP. The creditors will have then thirty
days to make payments, after which the implementing agency shall proceed
to foreclose the account and start eviction procedures according to the
established legislation.

The implementing agency shall remit the amounts collec-—
ted to the BVP on the 25th day of the month. The agency may deduct from
such remittance the amount corresponding to jts own fee, as set out in the
administration agreement between the agency and the BVP.

As a condition precedent to disbursement of the A.I.D.
Loan, the BVP shall provide A.I.D. with a plan covering the procedures and
techniques to be utilized by administrators to insure prompt and efficient
collection of monthly payments. '

The diagram on the following page depicts major phases
of development for the various projects and the relationships among the par-
ticipating agencies.
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5.3 Community Development and Self-Help Housing

The basic objectives of the community development and self-
help housing program are threefold:

i) Reduction of construction costs by using lccal
self-help labor available from future project residents or community
members.

ii) Improved maintenance of the houses, community faci-
lities and community areas, through the establishment and operation of
residents' association and similar organizations, where possible.

1ii) Improvement in the socio-economic conditions of
community residents through the organization of coops (housing, produc-
tion, credit, etc.) and other types of similar institutiomns, thus pro-
viding a framework for carrying out community projects.

As indicated in Section 3.0, a minimum of 104 of total
Program Funds, or $2.5 million, will be reserved for aided self-help
housing. Sub-programs 1,2., Relocation of Pueblos Jovenes, and 2.2, Home
Improvement and Expansion Loans in Pueblos Jovenes are most suitable for
the introduction of self-help construction and for other community orga-

nization activities.

The aided self-help projects will utilize the participation
of the members of the community as a mean of reducing the cost of cons-
truction and as a means of promoting the social and economic organization
and integration of the community.

5.3.1 Program Implementation

The BVP will be responsipble for developing the over-
all self-help housing and community improvement program in conjunction
with those Peruvian agencies operating in this area, namely the new agency
SINAMOS (and its constituent sub-agencies, PROCOM, ONDEPJOV, ONDECOOP, etc.)
and CRYRZA,

By recent law, SINAMCS ( The National Social Mobi-
lization Surport Agency) has taken over all of the existing agencies and
organizations responsible for social and community organization and deve-
lopment. SINAMOS will have responsibility for the promotion of self-help
housing projects and community improvement programs as well as for moti-
vating community integration and participation. Implementation of projects
developed by SINAMOS would be the responsibility of CRYRZA, acting directly



or through contract. Under the $3 million AID Community Development Loan,
CRYRZA has developed a pilot self-help project consisting of 500 units in
Chimbote. CRYRZA is currently engaged in a training program in self-help
techniques specially designed to prepare its personnel for future projects
and has also already introduced self=help concepts into ongoing projects
in Chimbote.

Under an existing Task Order with the Foundation
for Cooperative Housing, and also possibly under arrangements with other con-
tractors, AID will provide technlical assistance 1n the development of this
progranm, '
It is proposed that the main portion if not all of
the costs of technical assistance, community organization and overhead of
the executing agencies not be charged to the project but rather be funded
from the general budget of the implementing agency (SINAMOS, CRYRZA, or
BVP, as appropriate). These costs are estimated at 7-10% of the total
cost of an individual self-help housing project, depending on the effi-
ciency of the particular group and the amount of assistance needed. It
is recognized that this will constitute an additional subsidy; however,
the purpose of the self-help technique is to allow families or limited
income to acquire housing they could not otherwise afford (as well as to
promote community identity and cohesicn). The 10-157 estimated costs
savings to be realized through the self-~help labor would be largely
nullified 4f all direct and indirect project development and organiza-
tion costs were charged to the cost of the individual houses.

The BVP will be responsible for preparing a final
plan for the development and implementation of the self-help and community
improvement program as a condition precedent for disbursement under the
AID Loan for this program. This plan will identify these proj=cts, orga-
nized groups, cooperatives, etc. which lend themselves to the self-help
or to community organization through housing cooperatives or home-owners'
assoclations, etc. The Plan wiil also indicate the agency responsible for
carrying out the activities. As indicated in Section 7.3, the Final Report
of the Housing Market Study will contain a list of the cooperatives, pueblos
jovenes associations and other groups with potential for carrying out self-
help housing projects.

5.3.2 Self-Help Housing

Using the pilot seif-help project in Chimbote as a
model, the development of self-help projects will generally include the
following phases:

Phase i) Socio-economic survey of the participating
comminity. Such survey will be made by a team of socioleogists or socizl
workers with the help of complementary personnel as required. The survey



will provide the following information: Number of families which are able

to participate in the program; distribution by age and sex; skills which

can be utilized in the project (masons, catrpenters, plumbers, etc.); avail-
ability of natural resources; materials which can be produced in the areas
and a feasibility study of the project.

Phase ii) Analysis of the survey and preparatlon
of a prellmlnary organization plan of the community, whereby the composi-
tion of the groups can be determined and a plan of action outlined. This
phase will be carried out by an inter-disciplinary work team.

Phase iii) Providing information about the project
among the homebuyers, through direct contact with community leaders, local
association leaders and local authorities. 1In this manner the objectives
of the project as -well as its scope and organization and benefits that the
project will bring to the community are explained. In summary, this phase
is intended to motivate the homebuyers to participate in the proiect.

This phase will be under the responsibility of the director of the project.

Phase iv) Preparation and training of the working
groups, through the work of a team acting under the director of the pro-
ject. In this phase the working groups will be formally organized, work
assignments made,chronograms and schedules prepared, and work policies
established. Once the work groups are formed, a group of skilled workers
will be assigned to them under the direction of a construction supervisor
who will be responsible for the training and direction of the participants.

Phase v) Establishment of a ma&erial pool. As a
complement to construction activities there will be organized and esta-
blished a production center for construction materials to be utilized in
the building of the homes, with participation of the community. The orga-
nization of this pool will be made by the project director. In addition
there will be a warehouse keeper, dispatcher and accountant. The hours
worked and production will also be controlled by the project director.

In general terms a self-help construction program
should be staffed as feollows:

Program Level

1 Director of Program
1 Engineer~architect
1 Sociologist

1 Accountant

3 Secretaries



Project level

1 Social worker per 100 unics

1 Construction supervisor per 100 units
1 Warehouse keeper per 500 units

1 Administrative assistant per 500 units

The project staff should receive technical temporary
support from the implementing agency as required. '

Agency support

1 Economist
1 Advisor; coop-self-help techniques

5.3.3 Community Improvement Projects

Where possible, attempts will be made to organize
the community into well organized groups in order to implement projects
which are of common interest and benefit to all. The creation of housing
coops and resident associations will assist the improvement of socio-eco-
nomic and living conditions of the residents. The following benefits may
be anticipated from such undertakings:; mobilization of the residents to
improve their homes, assistance to the Administrator in collecting monthly
payments, improved maintenance and care of property, centrol of land use,
constructicn of community facilities, etc.
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SECTION 6.0 FINANCIAL ANALYSIS
6,1 Financial Soundness

The proposed Program is designed to operate in
a financially self-supporting manner. There will be a careful
credit analysis of all applicants and only those with the requisite
family income (of which the husband and wife's income must account
for at least 70%) will be approved as eligible sub-borrowers.
Mortgage servicing will be the responsibility of either a savings
and loan association or EMADI. As indicated in Section 5.2.4,
collection techniques adapted to the needs and habits of the lower
income residents will be utilized to insure prompt and regular
payments. As an illustration of the effectiveness of the mortgage
servicing performed by the savings and loan system, there has been
foreclosure {and subsequent auction) of only one home leoan out of
the more than 29,000 mortgage loans made by the system.

The costs of administering the Frogram by the.
participating agencies have been estimated, and the provisions tc
cover these costs are discussed in the following sections. As
jndicated below, the interest spread to the BVP is believed to be
more than adequate to cover all costs and still provide a reserve
for losses. Any costs incurred in the first year of the Program
in excess of funds generated from the interest spread will be
financed. temporarily by the BVP from their own rescurces until the
volume of lending is sufficient to cover these costs. By the end
of the second year of the Program, the volume of sub-loans is projected
to be more than sufficient to enable the BVP to cover all
Program-related expenses.

In order to promote participation by the savings
and loan system without risk of undue loss to individual S & Ls, it
has been decided that the BVP itself should bear the credit risks
of pioneering with the lower income families, with the S & Ls serv-
ing as administrators of the BVP's money. It is Delieved that there
will remain adequate incentive for conscientious administration by
the § & Ls, not only because o0f their continuing dependence upon the
BVP in other respects, but aiso because of the likely adverse effects
upon the S & Ls own portfolio, should loan delinquency become
accepted practice in the community served by the S & L.



6.2 Interest Spread and Estimated Administration Costs

The $15 millien AID loan at 3% interest p.a. and the $10
million GOP capital contribution will result in an average interest
cost to the BVP on the total $25 million of about 1,8% p.a.l

With program sub-loans yielding 57 interest, plus
approximately 1% to cover mortgage life insurance and all risk hazard
insurance, the use of the interest spread would be as follows:

Z
Average Cost of Funds to BVP 1.80
Provision for BVP administrative expenses (0.25-0.75) .75
Provision for Project Administrators’ costs :
(0.75-1.25) 1.25

Reserve for possible bad debts 1.20
5!00
Plus Mortgage Life Insurance $ 73
Hazard Insurance : 0.14
Provision for rate increase c.11
1.00 1.00
Estimated effective rate to homebuyer 6.00%

6.2.1 Rationale for the Interest Rate Subsidy Proposed

The 6% interest rate proposed on housing loans will
give the homebuyer a subsidy of 6% from the 127 rate charged by the
Savings and Loan system on long term (20 years) mortgage loans for
lower middle and middle income housing. In the last 10 years, this
system hag made over 29,000 long-term mortgage loans for a total of
approximately $140 million. The rationale for the proposed subsidy
is based on the humanitarian consideration that the 127 market interest
rate on home loans is not an equitable rate to charge to low income
earthquake disaster victims, and on the financial consideration that
such a subsidy is necessary to provide decent housing to the lower in-
come groups in the disaster area. The effect of raising the interest
rate from 6% to 127 on a 20 year § 2,000 loan, for example, wou%d be to
increase the minimum monthly income requirement from $57 to 588_/ - an
increase of 547! The effect on the Program would b. to exclude a large
number of families at the lower end of the income scale from benefiting
from the new and improved housing.

l[ In order to simplify computation the complicating factor of the 2%
grace period interest rate is purposely ignored. In reducing the
average cost of funds it provides an additional safety factor,

g/ Taking 25% of monthly income as the maximum which could be devoted
to loan amortization,
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The 6% lending rate was chosen basically for two
reasons: (a) it will provide sufficient spread over the 37 AID money
and the no-cost GOP contribution to enable the BVP to operate the
Program in a financially self-supporting manner; and {(b) 6% is the
effective interest rate on low cost housing loans financed from the
$29 million housing portion of the IDB-GOP Reconstruction Program.
Since both the IDB and AID Programs will be financing approximately
the same type and cost of housing in the disaster zone, it is
important that the terms and conditions of the sub-loans be consistent
so as to avoid any undesirable competition between the programs.

When the 67 interest rate on sub-loans is viewed
in terms of the cost of attracting savings for long term mortgage
financing, the subsidy does not appear to be as great, for the rate on
S & L passbook savings is also 6% p.a. The primary reason the S & L
are not lending at this 6% cost of capital plus a reasonable spread of
perhaps 3% (or a total of 9%) is that 447 of their total deposits are
in longer term time depositswhich yield the investor {and cost the
S & L) up to 10% p.a.

6.2.2 Costs of Program Administration

a. Credit Analysis and Selection of eligible
Homebuyers: The BVP has estimated that these costs will average
approximately 1% of the cost of house. This cost will be paid by the
homebuyer at the time he makes his down payment. For the Sub-program
involving only provision of water, sewerage, and/br electrictty, the
credit examination costs will be borne directly by the Office of Pueblos
Jovenes of SINAMOS.

b. Project Administration Costs:

A provision of 0.75 to 1.25% is reserved for
administration costs. EMADI is charging 1% p.a. on the original value
of the loan under the IDB hecusing loan in the Disaster Zone. The BVP
has indicated that the § & Ls are willing to act as project administrators
for approximately 17 p.a. This formula will be subject to negotiation
based on analysis of costs incurred relative to appropriate incentives for
collection.

c. BVP Administration:

The BVP was prepared to accept 0.257 p.a. to
cover its costs. However, in view of the amount of work which will be
involved in developing the various sub-programs and projects, and
assuring their prompt and efficient implementation, USAID proposed
to increase the amount up to 0.75% p.a. to cover costs incurred

by the BVP,



SECTION 6.3

Source of Funds

Balance Available fromPrevious Year
AID Disbursements (60%)
GOP Disbursements® (40%)

Total funds available:

Use of Funds

A. Lavge Scale Housing

1. New Projects
2. Relocation Projects

B. Pueblos Jovenes

1. Utility Services
2. Home Improvement Loans

C. Community Facilities

15% Reserve for price escalation

Total Uses

Balance Available at end of year

1/ BVP will advance its own funds to the Program as necessary from time to time to cover the periods
until the quarterly GOP contributions to BVP are received.

CASH FLOW PROJECTION:

TOTAL PROGRAM

1972 1973 1974 1975 1976 1977 Total
- 225 375 275 275 250

475 4,050 3,720 3,120 1,860 1,800 15,000

275 2,700 2,480 2,080 1,240 1,200 10,000
750 6,975 6,575 5,475 3,375 3,250

15,000

500 3,250 2,750 2,500 1,500 2,000 12,500

- 1,250 750 500 - -- 2,500

5,000

- 1,050 1,200 800 500 200 3,750

-- 300 350 260 200 200 1,250

-- 150 400 300 300 100 1,250

500 6,000 5,450 4,300 2,500 2,500 21,250

25 600 850 900 625 750 3,750

525 6,600 6,300 5,200 3,125 3,250 . 25,000
1,475 375 275 275 150 --
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Section 6.4 Sunmary of Financial Status of BVP

The following analysis is based on the BVP's financial
statements as of December 31, 1971, attached hereto as Annex V,

The authorized capital of the Bank amounts to 800,0 millien
soles ($18,4 million), As of December 1971, the paid-in capital amounted
to 8/.727.9 million of which 57% or S/.418,1 millions was contributed by
the GOP from AID loan sources and the remaining 43% or S/.309.8 million was
contributed from GOP budgetary sources,

Exhibit 1 of Annex V shows the comparative balance sheets
of the Bank for 1971 and 1970, BExhibit 2 shows the Profit and lLoss state-
ments for the zame period; and Exhibit 3 shows the solvency, liquidity and
earning power ratios for the years 1971-1970.

Within the framework of the many banking and decree laws
which restrict, direct and control the management of the Bank's assets,
investments, deposits, etc., it appears the management of +the Bank has
been able to substantially increase earnings and at the same time maintain
a solvent institution with sufficient liquidity of assets to meet working
capital needs and demands of depositors, See Exhibit 3, Gowvernment action
to date has, for the most part, assisted the Bank in its growth; but it
must be remembered that the Bank is subject to manipulation in support of
overall govermnment policy and future Government actlon taken could be
directed more to social purposes than to the benefit of the Bank as a
financial institution,

The relatively large amount of capital in comparison with
total assets and deposits provides a sclid cushion for the protection of
depositors and other creditors, Cash liquidity while on the low side is
provably sufficient considering the stablility of deposits which are derived
in large part from mandatory time deposits required from Savings and Loan
Associations, The better than 1 to 1 ratio of Cash and Short Term Securities
to Deposits indicates that cash and short-term investments which can be
converted to cash are sufficient to meet working capital needs and depositor's
demands, Earnings in 1971 are up both in real terms and percentage of return
on capital and generally the Financial Statements, as presented indicate
that the Housing Bank is a healthy and solvent institution as of December 31,

1971,

It is notable that for both 1970 and 1571 the BVP's non-
housing investments are higher than would normally be expected for a housing
development bank. It is believed that this situation reflects a temporary
surge of deposits resulting from the GOP laws of May 1970 requiring
repatriation of private Peruvian capital invested abroad. The BVP and its
member S&Ls have required some time to digest these deposits into new
housing investments. The substantial 1971 increases in loan portfolio and
housing program indicate a strong effort; however, since these deposits command
relatively high interest rates (from 6 to 10%) they would not be available to
finance housing for low income families under the subject Program.
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6.5 Prospects for Loan Repayment
GOP's Monetary Policy and Balance of Payments Position

Peru's current economic policy is one of providing moderate
stimulus to the economy through its monetary and fiscal policies without
generating excessive inflationary pressures, while at the same time in-
ducing considerable structural change in the economy so as to maximize
employment opportunities and to more equally distribute income. To this

nd, the GOP has planned a massive public investment program for the
next five yvears which will provide considerable push to the ecconomy.

Peru's balance of payments showed a large surplus in 1970
(5320 million) and a moderate deficit in 1971 ($75 million), with trade
balance surpluses of $429 million and $140 million respectively in the
two vears. At the end of 1971, Peru's net international reserves stood
at approximately $345 million, or 45% of 1971 imports.

Assuming Peru fulfills its National Development Plans for 1972-
1975, its projected balance of payments deficit for the period will total
$§731 million, or more than double its current net international reserves.
Recognizing the magnitude of the problem, the GOP has requested sssistance
from foreign governments and foreign private banks. The U.S. private
banks with loans outstanding to Peru have agreed to a rescheduling of a
large percentage of these loans and have granted substantial new loans to
Peru. At the recent consultative group meeting on Peru initiated by the
World Bank, Peruvian officials were promised substantial foreign financing
for projects to be carried out within the framework of the National Develop-
ment Plan. This financing, if actually forthcoming, should be sufficient
to cover most of Teru's needs over the period, with very little reserve loss
for the country. To the extent that this financing is not forthcoming in
the magnitude required, Peru will probably fall short of its development
goals, with corresponding increase in its balance of payments deficits and
loss of reserves.

Peru's debt service payments will approach 207 of annual
exports for the years 1972 through 1974, after which they should fall
to less than 15% of exports. The current GOP has refrained from acquir-
ing additional short term foreign debt, and is making a saerious effort
to plan its debt structure for coming years.
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7.1 Current Economic Situation in the Disaster Area

The rehabilitation and reconstruction program for the earthquake
area (ZAS) has entered the rebuilding stagej the emergency needs for food,
clothing, housing, etc., and the initial requirements of road and street
clearing and repair, etc. having been met. The Peruvian Government has
incorporated its future rehabilitation and reconstruction efforts into the
country's National Development Plan for 1971-1975 under which it will under-
take to stimulate the general economic and social development of the area
rather than simply to return it to the condition it was in prior to the
earthquake.  Work is just beginning on this phase of the program.

The current economic situation in the disaster area is one of slow
growth in prodaction, employment, etc. as the area recovers from the effects
of the earthquake. The socio-economic structure was not significantly
changed by the disasterj} however,certain economic sectors and geographical
areas were affected more than others. Most of the economic infrastructure
(highways, electric power, etc.) has been returned to its before-earthquake
status. As a proportion of the total economy, the disaster zone represents
approximately 147 of GNP and contains 137% of the country's population.
Agriculture is the primary economic activity in the disaster area, followed
by the fishing and fishmeal industry.

Industgz

The industrial sector prior to the earthquake consisted of a few
large scale firms (the SOGESA steel complex, several fishmeal plants and
sugar refinaries) situated in the coastal area of the ZAS and a large
number (several thousand) of medium and small scale firms located prima-
rily in the urban centers, including many one or two worker artisan shops.
Three cities in the affected area, Huarmey, Chimbote and Trujillo, con-
tained nearly 60%Z of these firms.

Due to the small size of the market and the lack of investment
capital, almost all of these firms were producing at high cost and, there-
fore, were unable to compete with similar products coming from the Lima
area. These same factors prevented new firms from being established in
the area.

The earthquake caused extensive damage to the medium and small size
firms in the ZAS, but did only light to moderate damage to the larger firms
situated on the coast. Most of the medium and small size firms had their
buildings and inventories completely destroyed and their machinery and equp-
ment badly damaged. Also, their sources of power and marketing and distri-
bution systems (commercial centers, highway, etc) were destroyed and the
purchasing power in the area was substantially reduced through the loss of
jobs caused by the damage. In other words, most firms were completely
paralyzed by the earthquake.

At the present time many of the small artksan shops and service
firms are beginning to operate again, utilizing self-constructed, make-
shift building and salvaged materials and machinery. Power and transport
facilities have been restored to the area, and some markets are operating
again. Rirchasirg power remains low, however, as un-and under-employment
remains high.
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There are still many firmms that have not begun to operate at all
and innumerable others that are operating at only 2 fraction of their
pre-earthquake levels. The lack of available credit at concessional
terms and conditions prevents many of these (and other, new) entrepre-
neurs from obtaining replacement equipment and inventories with which
to begin anew.

S0, while there has been some recovery in the industrial sector,
a large proportion of the sector still remains paralized and needs assis-

tance.

Agricultural Sector

The agricultural sector of the ZAS consists of intensive, mini-
fundio farming in valleys scattered throughout the sierra and large
plantation farming (sugar, cotton, etc) mixed with some smaller scale
individual farming in scattered irrigated valleys running from the
sierra to the coast. Some of the farms in the sierra also depend on
irrigation. )

The major damage to this sector caused by the May 1970 earthquake
was in the destruction of irrigation canals and farm machinery and build-
ings. In addition, some livestock was killed. The destruction of market
places and distribution systems resulted in some loss of markets, as did
the general reduction of purchasing power in the area resulting from the
loss of jobs.

Recent flooding (February, March and April 1972) along the coast,
but generally outside the ZAS, has produced much greater loss to the
sector than did the earthquake. In this disaster, irrigation systenms,
buildings, etc., were again destroyed, and in addition there was consi-
derable crop loss, especially in cotton, an important export crop for
Peru.

Currently, with the exception of the flooded areas, the sector has
recovered substantially from the effects of the earthquake. Most of the
irrigation networks have been repaired (albeit many only temporarily), and
makeshift markets have sprung up as transportation and power systems are
operating again. The general loss of purchasing power and the loss of
capital continue to exercise some restraint on the sectory however, except
for the flooded areas, these are minor factors at this time,

Emglovment

The shortage of job opportunities in the ZAS prior to the earth-
quake was increased by the disaster, as many firms, shops, ete. were put
completely out of business. Many of the previously employed workers re-
constructed their homes or joined temporary work gangs, but have yet to
regain permanent employment. The current rate of un and underemployment
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in the area is estimated at over 30%, with the rate reaching 50% in some
of the major urban areas. As the rehabilitation and reconstruction pro-
gram reaches the stage of implementing the development program for the
area (which is expected to be soon), considerable permanent and semi-per-
manent employment opportunities are expected to appear, however signifi-
cant underemployment will continue in the area.

Migration

The two principle migration flows in the ZAS, that from the rural
areas to the urban areas and that from the sierra to the coastal cities
and then on to the Lima-~Callao area, were accelerated by the:adverse con-
ditions following the earthquake. Faced with the area's history of high
un and underemployment and with the large scale unemployment caused by
the destruction of industry and commerce in the disaster, many additional
able-bodied workers migrated to the coastal cities and to Lima.

This migration has two important effects; it removes:some of the
more productive labor power from the area thereby reducing the area's
ability to rebound from the disaster, and it creates additional pressure
on the already seriously over-burdened public services in the Lima-
Callao area. A recent estimate places the population growth.rate of the
Lima metropolitan area at well over 5%.

Housing

It is estimated that 160,000 houses were destroyed and severely damaged
by the esarthquake, representing some 457 of the total value of the damage causec
by the disaster. In many cities the destruction of houses exceeded 80%.

Considerable emergency housing was constructed immediately after
the disaster and most families in the area have at least partially re-
built their homes. However, there have not been any significant housing
construction programs in the area, in part due to the fact that many of
the cities in the area are to have their locations changed and/or their
development planned and the decisions on these changes have yet to be made.
Nevertheless, the housing programs planned for the area constitute an
important segment of the overall economic and social development plan for
the area.

-

7.2 Economic Impact of the Program in the Region

Cver a period of several years as the houses are built, this pro-
gram will inject some $25 million into the Peruvian economy, a large pro-
portion of which will go into the ZAS in the form of payment for labor,
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materials, services, etc. Since the ZAS does not and cannot produce 21l
of the materials, etc., needed for this program, a portion of the spend-
ing necessarily will be diverted to areas outside the affected area.
Every effort will be made to utilize sources local to the ZAS and to sti-
mulate the develepment of new suppliers in the area.

The amount of the initial spending entering the area will have a
multiplier effect as the receivers of this income in turn spend it; wage
earners on consumer goods, businesses on intermediate goods; etc. Also,
the increased economic activity created by this spending will induce in-
vestment in the area further stimulating the economy. Consumer goods in-
dustries, retailers, service enterprises, the construction industry, brick
and tile manufacturers, and many other type industries will be favorably
affected by this program.

Employment Generating Aspects

A substantial proportion of the work associated with this progranm
will be labor intensive, including that related to the supplying of mate-
rials and equipment for the construction process, and, therefore, the em-
ployment generated by the program itself will be sizeable. In addition,
since maximum use is to be made of local contractors and suppliers of ma-
terials, etc., most of the employment will be created within the affected
area. Much of the labor demand will be for relatively unskilled labor,
thereby making use of the large local supply of this resource.

As the economy of the area begins to respond to the stimulus pro-
vided by this program, additional job opportunities will become available
in other sectors of the economy, for example in the consumer and inter-
mediate goods industris and in the service industry.

It -is estimated that the proposed A.I.D. loan of $15 million and
the $10.0 million GOP counterpart for housing investment in the earthguake
disaster zone are likely to directly generate approximately 8,125 vears of
employment over a five year time period in that -~ region. The average
$5.0 million annual exrpenditure will generate 1,625 man-years of employment,
or approximately $3,077 of housing investment per man-year of employment
generated. This employment generated estimate includes on-site employment
plus the labor component of the materials utilized in the construction pro-
gram and produced within the earthquake disaster region. The implications
of any self-help housing program as a segment of the total program are ex-
cluded from this calculation.

Tn addition to the proposed housing program, the HIG ($28.3
million) and BID ($29.4) housing loans will provide an additional $58
miliion of funds for earthquake disaster housing construction. Utilizing
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the estimating procedures discussed below the employment generating
impact of those expenditures will result in 18,850 man-years of wumploy-
ment over the five-year time period or approximately 3,770 man~years of
employment per annum. Together the $83.0 million combined housing pro-
gram will provide 5,395 man-years of employment per annum for the five
year period. Unemployment in the earthquake disaster zone was estimated
by CRYRZA to be about 150,000 persons out of an active labor force of
413,000.

The above discussion has been limited to the employment generating
effects within the earthquake disaster zone. Including the employment
generating effects of building material purchases from outside the earth-
quake disaster zone, the proposed housing program will provide 9,800
man-years of emplovment over the five year period or 1,960 man-years of
work per annum. This inclusion reduces the investment man-year employment
ratio to $2,571 per man-year generated. For the entire $83 million of
housing construction expenditure mentionad above, the total number of man-
vears employment increase (including proposed program) te 32,536 man-
vears or 6,507 man-years per annum. This calculation does not endeavor
to account for reduced requirements for labor, in man~years generated,
becausz of imported materials purchased from the foreign trade sector.
These are likely to be relatively minor.

See Annex VII for the assumptions and methods used to calculate
the impact of the program in employment terms.

7.242 Development of Local Resources

The utilization of sources local to the ZAS is to be
emphasized in this program. Many of the local contractors and suppliers
of rescurces (such ascement block and tile producers, electricians, etc.)
either were not able to resume production after the earthquake due to
damage suffered or did not have the incentive to do so because of the stag-
nant economy of the area, both prior to,and especially after, the earth-
gquake. The lack of credit was also a limiting factor.

This program, supplemented by the other $a5 million AID Loan desig-
ned to provide credit to small businesses, should provide the means and
stimulus through which the firms supplying the necessary resources for
this project can again produce profitably. Many small firms producing
cement blocks and tile, gravel companies, construction firms, etc., will
find new markets and should be especially benefited by this loan. In
addition, they will experience increased demand from other sources through
the general economic stimulus provided the area; e.g., increased invest~
ment spending by firms not related to the housing industry as the demand
for consumer and investment goods increased.
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Following the initial effects of this program, the development
plan for the region should provide continuing impetus thus permitting
these firms to become permanent fixtures in the area. The GOF has al-
ready provided considerable incentives (tax breaks mostly) to firms
located outside the Lima-Callao area, which the firms located in the ZAS
will be able to take advantage of.

7.243 - Other Economic Effects of the Program

Over a period of several years this loan will inject
$25 million into the Peruvian economy, a large percentage of which will
enter the economy of the ZAS. To the extent that materials, fixtures,
etc., are not available in the ZAS, spending will be diverted to the Lima-
Callao and other areasy however, every effort will be made to concentrate
loan expenditures in the earthquake area.

The construction industry in Peru, by its very nature, is labor
intensive, therefore a large portion of the loan will be spent on labor.
This will mean a diffusion of the benefits to the largest possible seg-
ment of the population, and will create a secondary demand for basic
consumer goods and services, which in turn are relatively labor inten-
sive. As a result this loan will have the majority of its impact on the
segment of the population and of the business sector most in need of
assistance; thus the social return on the loan should be high.

Given the high marginal propensity to consume of these consumers
and enterprises, and the low marginal taxes, the multiplier effect of the
loan will also be large. By minimizing the drain to other areas of Peru
the maximum impact will be concentrated in the affected arez.

As additional jobs and incomes are created in the ZAS, there will
be less desire to move out of the area, relieving somewhat “he pressure
on the Lima-Callao metropolitan area.

Perhaps of most importance will be the impact on the spending and
saving habits of those participating in the program and of those observing
the program. The implantation of the habit of saving and investing in an
asset such as a house should be of great value in terms of future invest-
ment and wealth creation.
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7.3 Economic Soundness of Proposed Program

7.3.1 Description of the Housing Market Study of the
Earthquake Zone

A comprehensive study of the Housing Market in
the Earthquake Zone was begun in April 1972 by the consulting firm
of Manseriche, under a contract signed with CRYRZA. USAID worked
closely with the BVP in the preparation of the terms of reference
for the study. The total cost of the study is the sol equivalent
of $140,000, and the Final Report of the study is due 8 menths from
the date of the contract. The Final Report will provide the follow-
ing information on the 16 largest population centers in the disaster
area:

(a) Economic and geographical characteristics.

(b) Socio-economic characteristics of the
population, including urban growth rates, population densities,
ma jor sources of employment rates of unemployment, composition and
distribution of family income, and the projected impact of public and
private housing programs on the economy of the region.

(c) Inventory of existing housing and housing
needs - qualitative and quantitative.

{d) Analysis of the supply of housing, includ-
ing the numbers and types of housing programs planned or underway,
including self-help programs, the capacity of the construction industry
and the availability of building materials and labor.

(e) Analysis of the effective demand for housing,
based on potential demand data from the above socio-economic study,
on the need for housing and on the projected supply of housing. This
section will project by income group the capacity to pay for new {(low
cost) housing and will also project the rate at which effective
demand within the respective income groups can be expected to incCrease
cver the five year life of the program.

(f) Potential for social and community organiza-
tion, including existing cooperatives, pueblo joven associations,
labor unions and other organizations with possible interest in participating
in self-help housing programs.

(g) Availability of land.
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(h) Inventory of infrastructure services,
including water, sewerage, electricity and roads. Description of
ongoing infrastructure reconstruction.

(1) Construction materials and techniques,
including the use of non-conventional techniques and materials and the
likely degree of acceptance by homebuyers, and suggestions for
techniques to be utilized.

(j) Recommended housing programs to be undertaken
during the period 1973-1977. Based on the needs for housing and the
potential and effective demand for housing by locality, the Report
will recommend resource allocations for the various types of low
cost housing, home improvement loan, infrastructure and community
facility sub-programs to be carried out under the program.

The resulcs of the Market Study will be made
available on a phased basis over the 8 month-work plan. The
preliminary Resource Allocation Plan proposed in this Loan Paper is
based on preliminary findings of the consultant made available to
A.I.D. in early May. The Final Report due in November 1972, will,
in effect, structure the final Resource Allocation Plan for the
Program. The final Allocation Plan agreed upon by the BVP and AID
will be a condition precedent to disbursement of the AID Loan.
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7.3.2 Results of the Preliminary Market Analysis

The preliminary findings of the consultant responsible for the
Housing Market Study, and dataftrom the "Plan Chimbote" prepared by CRYRZA,
indicate that there is, at the present time, a more than adequate market
(i.e., effective demand) for the size and type of programs proposed. More-
over, as the multiplier effect of the expenditures under the overall recon-
struction program begin to stimulate the level of economic activity in the
area, this effective demand can be expected to increase considerably over
the life of the Program.

7.3.2.1 Analysis of Effective Demand in Chimbote and Basis for Preliminary
Allocation of Funds

The present population of Chimbote is estimated at 160,000 people
grouped in approximately 30,000 families. Nearly 22,000 of these families
live in the 44 Pueblos Jovenes of the city, and the rest in the eenter of
the city and the new housing developments. )

On the basis of reports prepared by CRYRZA - Plan Chimbote {Infor-
me - Curso de Trabajo de Planificacidn y Realizacidn del Plan Chimbote,
1972) and preliminary investigations by the gonsultants responsible for the
Housing Market Study, the distribution of families by income group is ap-
proximately as follows:

Yonthly Income ~ Type of No. of
' S Employment pA Families
Unemploved o

”9 - 25 {Occasional 20 % 6,000
25 - 50 Occasional 23 7% 6,900
50 - 75 Permanent 15 % 4,500
75 - 100 13 % 3,900
100 - 150 " 12 % 3,600
150 - 200 ' 10 % 3,000
Over 200 v 7% 2,100
100 % 30,000

The Sub-programs proposed for Chimbete are the following:
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ApproxXximate

Average Monthly Minimum

Ne of Loan Payment l/ Monthly

Type of Project Loans ($) ($) Inconme
($)
I.1 Integral Project 1,000} 2,500 18 75
1.2 Relocation Projects 1,250 2,000 14 70
IT.1 Provision of Services | 5,000 250 4 40
I1.2 Housing Improvement 417 600 11 56

As can be seen from the two above tables, the market for
the loan program will be mainly provided by the 15,000 families with permanent
jobs and monthly incomes between $50 and $200. Considering the following
factors: the critical pre-earthquake housing situation, the ézzjdegree of -
damage or destruction by the earthquake, the present overcrowding
(above 807, and the need of total relocation of 17 "Pueblos Jovenes" with cver
6,000 families, it is reasonable to assume that at least 75% or 11,250 of the
financially qualified families are in need of new housing or credits for hous-
ing improvement. The IDB-CRYRZA Program will provide approximately 5,000 new
housing units 3/ and 1,000 loans for housing rehabilitation. The input with-
in this income bracket by the S&L system and other financing sources, during
the 5 year Program Pertod, may be estimated at 2,000 units or 400 units per
yvear. All the above programs total 8,000 units or loans, which leaves a
minimum unattended balance of 3.250 families, which will be largely covered
by the 2,667 loans under the subprograms Integral Projects, Relocation Pro-

jects and Housing Improvements.

The Sub-Program "Provision of Infrastructure Services' is directed
o the large number of Pueblos Jovenes which will not be relocated and which
lack basic services in the following percentages: water, 80%, sewerage,
74% and electricity, 79%. Many of the underemployed 6,900 families with
monthly incomes between $25 and $50 may also be included in this sub-pro-
gram, in view of the low monthly payments required.

1/ At 67 interest and terms of 20 ys. for I-1 and I-2; 8yrs for II-1 and
10yrs.for 11-2.

2/ Taking as a % of income,25% for I-1; 207 for I-2; 104 for II-1; and
20% or 11-2.

3/ The original IDB-CRYRZA program comprised 6,350 new units, including
4,500 one room "basic cores'", Present sales are demonstrating that

there is need for enlarging and upgrading this core, This, plus the
normal cost escalations, will roduce the total number of units original-

1y planned,
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Finally, it is important to note that all the above market
determinations have been made taking into account only the present popula-
tion and conditions, It is reasonable to assume that the high rate of
growth of the population of Chimbote (14.5% during the period 1961-1971)
and the improvement of the economic conditions through the vast GOP devel-
opment plans for the city, will considerably increase the effective hous-
ing demand during the 5 year Program. -

7.3.2.2 Analysis of Effective Demand in Trujillo and Basis for the Pre-
liminary Ailocation of Funds :

The population of Trujillo is estimated at 226,403 people or
approximately 42,500 families.

A report, by the Consultant responsible for the Housing Market
Study indicates that the distribution of families by income group is as
follows:

Monthly Center of City Pueblds Jovenes
Income Number of Number of
($ Families % Families | %
Unemployed 2,873 15% 2,574 11%
Up to 25 1,916 10 5,616 24
25 - 50 2,299 12 7,722 33
50 - 75 2,490 13 2,808 12
75 - 100 2,299 12 2,106 9
100 - 150 3,257 17 1,404 6
150 - 200 1,724 9 702 3
Over 200 2,298 12 468 2
Totals 19,156 100 23,400 1 100

The Sub Programs proposed for Trujillo are the following:

Average Approximate
Average | Monthly | Minimum Monthly
Type of )
No.of Loan Payment { Income Required
Sub-Programs

Loans $ 5 S
I.1 Integral Projects 2,200 2,500 i8 75
II.1 Provision of Services; 8,000 250 4 40
T1.2 Housing Improvement 833 600 11 56
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In the following sections, the existing effective demand for
each one of the sub-programs is analyzed and the basis fur the type and
size of projects proposed for Trujillo is explained.

Sub-Program I-1 - Integral or New Housing Projects

The market for the Sub-Program I-1 (average loan $2,500) con-
sizts primarily of the segment of population with meonthly incomes rang-
ing between $75 and 5200. A total of 11,492 families fall within this
category: 7,280 from the central portion of the city, representing 38%
of the population of the center city, and 4,212 from the "Pueblos Jove-
nes", representing 18% of the present population of the "Pueblos Jove-
nes".

The preliminary findings of the Market Study indicate that in
the central portion of the city only 65% of the houses within this in-
come bracket comply with the minimum conditions of safety and liveabil-
ity, and that 74.5% of these houses are over-crowded, with an excessive
number of occupants per room. It is therefore reasonable to assume that
at least 40%, or 2,912 families, of the financially qualified 7,280 fa-
milies in the central portion of the city, are in urgent need cf new,
adequate housing. '

In the "Pueblos Jovenes", the percentage of adequate housing is
only 35.9%, and the degree of over-crowding, 77.5%3 the housing needg are
therefore on the order of 60 to 70%. However, considering that a number
of the families will prefer to stay on their present lots, it is reason-
able to assume that the Pueblos Jovenes offer to the Integral Projetts,
an immediate market of at least 35Z, or 1,475, of the financially quali-
fied families.

Adding the 1,475 families from Pueblos Jovenes to the 2,912 from
the rest of the city, we get a total of 4,387 possible qualified home-
buyers for the Sub-Program I-1. This leads us to the conclusion that Tru-
jille offers a more than sufficient market for the 2,200 units included
preliminarily in this Sub-Progranm.

Sub-Program I1-1 Provision of Services for Pueblos Jovenes

The Market Study indicates that approximately 80% of the families
in Pueblos Jovenes do not have water service, 887 do not have sewerage and
95% lack electricity. Considering a minimum monthly income of 540 to pay
for the installation of some of these services, the market for this sub-
program is at least 407 of the total population of the Pueblos Jovenes, or

9,360 families.
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Several small programs have been started by the GOP for the pro-
vision of egsential infrastructure services for the Pueblos Jovenes of
Trujillc, but the progress has been very slow due to the limited avail-
ability of funds. The $2.0 million dollar assigned in the Loan Progranm
for the provision of services to 8,000 families will satisfy a pressing.
need coupled with effective demand.

Sub-Program II-2 - Housing Improvement in Pueblos JOvenes

The Market Study indicates that approximately 25%, or 1,755, of
the 7,020 families in Pueblos Jovenes with monthly incomes between S50
and $200 live in houses which need urgent repair or improvements. The
Sub-Program II-2 will provide 833 loans for these families. In view of
the fact that the sub-program covers slightly less than 50% of the ef-
fective demand, it is reasonable to assume that the 833 lcans will be
easily placed in the rapidly growing Pueblos Jovenes.

Finally, it is important to note that the rate of growth of the
population of Trujillo has been approximately 7% p.a. during the pertod
1961-1971. The economic development has also been important during the
past years. Everything seems tc indicate that the population and the
economy will continue growing during the following years, thus, increasing
considerably the present effective housing demand.

7.3.2.3 Proposed Programs for Huaraz and Other Cities and
Towns of the Disaster Area

The preliminary allocation of funds includes $5.5 millibn
or 27,5% of the program funds for sub-programs in Huaraz and other 8 to 10
towns of the sierra and coast with a combined population of over 150,000.
This portion of the Program includes the construction cf 1,800 new units,
2,000 loans for provision of basic infrastructure service and 833 ioans
for housing reconstruction and improvements. A preliminary distribution
per cities has been prepared on the basis of effective demand determined
by CRYRZA master plans, and also taking into account the projects already
programmed for some of the cities under the IDB-CRYRZA Program. Considering
that the Loan Program proposes to build or rehabilitate in these smaller
cities a total of only 2,633 units which are equivalent to 14.7% of the
gousing deficit of the cities and 25.2% of the effective demand, it is
reasonable to assume that the proposed units will be easily absorbed by
the existing market.

The three cities for which higher investments are proposed
are: Huaraz (pop. 30,000), Huacho (pop. 30,000) and Barranca (pop. 156,000)
with an aggregate combined investment of approximately $2.5 million.



7.4 Availabiliry of Construction Materials

The overall "5-Year Housing Reconstruction Program for the
Earthquake Area' demands investments in the order of $104 millien
during the 5 years or $20 million per year. Over 80% of that amount,
or $16 million per year, represent actual housing construction costs.
However, in spite of this relatively high investment, an analysis of
Peru's production of basic construction materials, the natural resour-
ces of the area and their proximity to the steel and cement manufac-
turing plans, seem to indicate that the Loan Program and the overall
"S5~-Year Program" will not be affected by any serious shortage in the
supply of the basic required construction ma“erials.

It follows a brief analysis of the needs of the Program with
relation to the installed production capacity and present sales of
cement and steel, and some comments with regard to the existence of
natural resources in the area for the development of clay and lime
bricks and gypsum.

Cement

Fiwe cement plants are at present operating in the country
with a total installed production capacity of 2,200,000 tors. The
internal consumption amounted to 1,136,000 tons in 1970 and 1,450,000
in 1971, that is 51.6% and 66.0% of the present production capacity.
The needs of cement for the Loan Program and the "5-Year Housing Re-
construction Program” are estimated in 16,000 tons and 65,000 res-
pectively, that is 0.7% and 2.9% of the installed production capacity
and only 2.2% and 8.77% of the idle production capacity in 1971, This
assures an adequate supply of cement for the Program. Furthermore,
in view of the development plans for Northern Peru, the Pacasmayc
cement plant which is the one nearer to the cities of Trujillo and
Chimbote, hag immediate plans for doubling its present capacity from
350,000 to 700,000 tons per vear, with an investment of $10 million
and a construction period of 18 months.

Steel

The only steel mill at present operating in Peru is located
in Chimbote. This plant (SOGESA) has at present an installed produc-
tion capacity of 270,000 tons of finished products per year, inclnd-
ing a productiown capacity of over 10G,000 tons of reinforcement bars.-
The production of bars in 1971 totalled 72,672 tons, whichis approxi-
mately 70% of the installed capacity. The steel needs for the Loan
Program and the "5-Year Program" are estimated &t 1,100 and 4,500 tons
per year respectively, which s L 1%and 4.57% of the installed capacity,
and 3.7% and 15.0% respectively of the idle capacity in 1971, This
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leads tc believe that the Program needs of the first years, will be
covered by the present production capacity of the Chimbote steel mill,
In addition, the GOP has plans for expanding the existing SOGESA instal-
lations, and longer range plans for bullding new steelmills in Talara
and Nagzca,

Brick and Other

The brick manufacturing industry, not requiring large invest-
ments, is very elastic to the demand. It has so far covered the ever

growing housing construction activities in the sierra and coastal areas,

A study on the natural resources of three of the main valleys of the
Disaster Area, recently completed by the GOP Office of Evalustion of
National Resources (ONERN), indicates that these valleys are rich in the
type of clays required for the manufacture of burnt bricks, This study
also indicates that these valleys and the ®"Callejon de Huaylas" are

rich in gypsum, lime and concrete aggregates, It is expected that, as

a result of the large investments on the heusing programs now local
small and medium size plants for miscellaneous construction materials
will be started, to meet the program demands, The proposed AID $2.5
million Small Business would help substantially in meeting the financing
needs of such plant,
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SECTION 8.0 ECOLOGICAL IMPACT OF PROGRAM

In contributing to improved employment opportunities and
living conditions in the earthquake area, the proposed housing program
should not significantly impair the ecology of the area,

New large scale projects will be bult sither on barren
desert or on previously inhabited urban areas which have been cleared
of earthquake debris, These projects will include provision of "green
areas” for recreational, aesthetic, and urban air protection purposes,

Projects will provide for waste disposal, including
disposal of human waste through sewer systems existing or to be con-
structed under GOP-BID programs now under way,
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PART 111 LOAN ADMINISTRATION

SECTION 9.0  TARGET DATES

a) Execution of the Loan Agreement

Assuming a mid-June authorization, it is estimated
that a draft loan agreement could be completed in Washingten by the
end of July. It is estimated that one week would be needed to pouch
the draft to USAID/Peru and two weeks to translate and transmit it to
the BVP in the latter part of August. Depending upon how quickly the
BVP was prepared to discuss the draft, negotiations could start in the
early part of September. t is estimated that two months will be neces-
sary to complete the negotiations and that the Agreement thus could be
signed in late October or early November.

b} Conditions Precedent

It is estimated that the proposed conditions prece-
dent to disbursement could be met within 30 days after signature of
the Agreement, provided the BVP was able to develop a portion of the re~
quired documentation during the course of negotlations. Based on this
assumption, first disbursement under the loan could take place in Decem-
ber, 1972.

¢) Program Implementation
As indicated in the project cash flow in Section 6,3,

it is anticipated that the Program will be completed within a five year
period.
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Section 9.,1 Disbursement Procedures

Initial Disbursement.- AID will make an iritial disbursement
to the BVP for an amount equal to 60% of the estimated needs for the first
three months of the Program, For this initial disbursement, the BVP will
prepare a schedule of aggregate Program disbursement requirements based on
estimated individual sub-project needs for the first three months of the
Program. Upon receipt of this estimate, AID will advance local currency
in an amount equal to 60% of the estimated needs,

With the initial disbursement plus the 40% GOP contribution
the BVP will establish a revolving fund equal to the estimated needs of
the Program during a three month period. The amount of the reveolving
fund may be reduced or increased, by agreement of BVP and AID, in accord-
ance with the level of expenditures of the Program,

Subsequent Disbursements. Subsequent to the inltial
disbursement, the BVP will submit to AID disbursement requests at the end
of each month (or other disbursement period) for an amount egual to 60%
of the disbursements of the BVP to the Program during the period, IVP
requests shall include the following:

a} A detailed schedule of all disbursements. cf the BVP to
the Program during the period, including dates, payees and amounts,

b) A summary of cumulative AID and GOP disbursements, todal
disbursement thereof, and the balance of AID and GOP funds con hand at the
beginning of the month,

) A certification by the BVP that all construction invoices
included in the payment request were approved for payment by the inspector
of the agency responsible for construction inspectlon,

d) All other standard and supporting papers required by
the loan agreement,

For reasons related to tudgeting, the Ministry of Fiaance
proposes to release to the BVP the GOP contribution to the Frogram in
quarterly trenches totalliing an even $2 million in each of the five years
of the Program, To the exieni that those releases do not cover the L0%
GOP share of the periodic payments to the Program, the BVP has agreed and
shall so covenant in the Loar Agreement, to advance its own funds {at no
cost) to meet program needs,
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9.2 Role of A,1,D,

The intermediate credit nature of the Program dictates that
the intermediate credit agency, lu this case the BVP, have direct respon-
sibility for the proper implementation of all aspects of the Progranm.
With the exceptlon of approving large projects, AID's role is one of
monitoring the actions of the BVP and the progress of the Program,

Responsibility for the Loan within USAID will be located in
the Office of Capital Projects, which includes three divisions; Housing,
Engineering and Capital Development, Actual monitoring of sub-programs
and projects in the field wili be carried out by the housing and engineer-
ing staff of the Mission., It is proposed that the Miassion technical staff
systematically visit the various construction sites to verify that con-
struction and construction inspection are belng carried out in accordance
with all agreed procedures, The USAID Community Developmert Division also
will work closely with the Capital Projects Office on projects involving
cooperatives and self-help construction,

USAID representatives will meet as often as necesesary with
the BVP and other involved agencies to insure the prompt and efficient
implementation of all aspects of the Trogram, USAID will be provided
with information on the progress of the Program in the monthly reports
prepared by the BVP (Ses Section 9,3 below) as well as from its own field
inspections,

USAID will designate the necessaxy staff and assign the
corresponding respongbilities and duties to assure effective monitoring
and overall program coordination,

Annually, thers will be a joint AID/BVP review of the Progran,
which will, among other things, evaluate progress toward the objectives of
the Program, analyze the causes of any delays or difficulties experienced
during the year, and propose measures for avolding any such delays or
difficulties in the comlng ysar, The annual up-dating of the overall
Program Implementation Plan shall incorporate the concluslions reached at
the joint review,

g.2,1 A I.D, a ovals

Prior to cuntracting projecte under the Program which hsve
a total cost of $200,000 or more, USAID shall have reviawed and approved
such projects in writing. All plans, specifications, and other relevant
documents concerning such projects will be provided to USAID by the BVT,

Prior to starting any project to be financed under the
Program, the BVP will provide AID with information and general plans on
the project,



9.3 Reporting Requirements

As indicated in Section 5,1.8, the BVP will provide to A,.I,D.
a monthly status report on program implementaticn which will include but
not be limited to: projects under review projects under construction, and:
projects completed, The BVP will also furnish to A.I.D, copies cf the
menthly reports from project administrators indicating the number of
applications received and processed; sub-loan contracts signed; down-pay-
ments received; status of monthly collections from sub-borrowers; and, if
necessary, legal actions taken against sub-locans in default,

Annually, the BVP will provide tc A,I.D, an overall report
on the progress of the Program during the previous year, including a
discussion of any unusual problems or delays encountered, This Report,
together with the Program Implementation Plan, will serve as the basis
for the joint AID/BVP Program Review tc be held once a year,

9.4 Conditions and Covenants

9.4,1 Conditions

1, Prior to the first disbursement of the Loan,
the BVP shall develop and submit,in form and substance satisfactory to
ATD; . -

a) A revised Plan for the Allocation of Program
Funds, based on the findings contained in the final report of the Housing
Market Siudy contracted on March 30, 1972, This Plan shall be agreed
upon in writingby AID and the BVP.

b) An overall Program Implementation Plan. This
Plan shall set forth in reasonable detail the roles and responsibilities of
the various Peruvian agencies which the BVP will utilize to carry out
various aspects of the Program, The Plan shall contain a reasonably de-
tailed description and scheduling & the activities planned under the various
sub-programs during the first 12 months of the Program, as well as a
sumrary forecast by year of the activities projected for implementation in
the subsequent four years, The Plan projections would be used as the
benchmarks agzinst which to evaluate the progress of the Program,

¢c) A description of the procedures and technigques
to be used by project administrators to assure effective and efficient
collection of monthly amortization payments on sub-loans financed under
the Program. This should include the form of notice of payment due, +he
delivery method, and follow up steps to be taken,

d) A statement of the terms, conditions and
other criteria which shall govern the use of Program funds under each of
the respective Sub-Programs, These terms, conditions and criteria may be
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modified from time to time, as agreed to by AID and EVP in writing, as
may be necessary to meet the needs of the Program.

2. As a recurrent condition precedent to disburse-
ment for each succeeding year of the Program, the Program Implementation
Plan shall be up-dated by agreement of BVP and AID,

3, Prior to disbursement of the 10% of Program Funds
reserved for self-help housing, and in any event wlthin one year from
the date of the Loan Agreement, the BVP shall submit, in form and substance
satisfactory to AID, a Plan for developing and carrylng out the self-help
housing and community improvement aspscts of the Program. With regard ‘to
self-help housing, the Plan should indicate the agency or agenciles respon-
sible; the availability of necessary staffjthe procedures to be followsd;
and the size, lccation, and nature of projects proposed for self-help
construction in the 12 months following the preparation of the Plan,.

9,4,2 Covenants

1. The GOP shall agree to provide the sol equivalent
of U,%,$10 million to the Program in the form of a capital contribuilon to
the BVP and in accordance with the schedule agreed upon with the BVP,

2. The BVP shall agree to advance to the Program
from its own resources, at no cost to the Program, sufficient funds to
cover any difference between the amount of GOP funds neesded to cover its
pro rata share of periodic disbursement requirements and the amount of GOP
fund actually received by the BVP,

3, The GOP shall agree to coordinate its infrag-
structure investments in the Zone, particularly in areas of transpoxrt,
power, and sanitation, so as to complement the projects to be carried out
under the subject Progran.
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PART 1V ISSUES

SECTION 10.0 TISSUES

10,1 Why the BVP as borrower and implementing agency?

Among the issues raised and considered by both USAID
and GOP during intcansive review was the appropriateness of the Housing
Bank as borrower and implementing agency.

The two principal alternatives as program implementing
agency were CRYRZ. and the Ministry of Housing, The GOP considered that
CRYRZA already had its hands full with implementation of the BID housing
program in the earthquake area and the AID $3 million community recon-
struction loan, together with coordination of the other major programe
referred to in Sectioms 1.2 and 4,5.,3 above, Having established reasonably
good working relationships with the Bank in planning the proposed program
and contracting the Housing Market Study, CRYRZA has willingly accepted
the Bank as implementing agency of this program, subject to UKYRZA's role
as coordinator of all GOP programs in the Earthquake Area, and as im-
plementing agency for self-help housing projects.

The Ministry of Housing alsc works closely with the
Housing Bank on a wide variety of programs, exerclses much influence upon
policies of the Bank and will serve as priucipal project implementing
agency under the program. On this basis the Houslng Ministry also has
willingly accepted the role of the Bank as program implementation agency,

Other factors apparent in the GOP's selectlon of the
Housing Bank as implementing agency include the Bank's performance record
as described in Section 4,2,6 above, its already established role as
implementing agency for the $28 million housing guaranty program, its
demonstrated ability to work with other agencies, toth public and private,
in developing and carrying out housing programs, and its ability as an
autonomous agency to operate with a minimum of bureaucratic inertia in
responding to the rapidly developing and changing needs of a relatively
short term emergency housing program.

Having decided upon the Bank as Program implementatlon
agency, the Government saw no particular advantage in inserting itself as
an intermediate borrower, This in itself is impressive evidence of the
Government's confidence in the Bank. The Government will, however, be a

party to the loan agreement in assuring its $10 million contribution,
guarantying repayment, assuming devaluation risk and jolning as approprlate
in certain other undertakings under the loan agreement., Also, while the
Bank enjoys the operational freedom of actlon to be expected of a financial-~
1y self-sustaining autonomous institution, 1t is responsive to policy
guidance from the central government,
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Wniie the USAID was willing to consider alternative
arrangements for borrower and program implementing agency, it considers
the Government's choice of the BVP to be well founded, As indicated in
Section 4,2.6 above, the Bank has served as borrower and implementing
agency for other AI D loan financed projects as well as AID housing
guaranty projects. Over the years the USAID and BVP have established
excellent working relationships.
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AID-DLC/P-1028
Annex 1
Page 1 of 3

Loan Authorization (Draft)
Provided from: Alliance for Progress Funds

Peru: Urban Reconstruction - Earthquake Area

Pursuant to the authority vested in the Deputy U.S.
Coordinator, Alliance for Progress, by the Foreign Assistance
Act of 1961, as amended, and the delegations of authority
jssued thereunder, I hereby authorize the establishment
of a loan ("Loan"), pursuant to Part I, Chapter 2, |
Title VI, Alliance for Progress to the Housing Bank of
Peru ("Borrower") of not to exceed fifteen million
United States dollars ($15,000,000) to assist in
financing the local currency costs of a program to ,
provide housing, utility services and community facilities
for low income families in the area affected by the
earthquake of May 31, 1970 (“Program'). The Loan
shall be subject to the following terms and conditions:

1. Interest and Terms of Repayment

Borrower shall repay the Loan to AID in
United States dollars within forty (40) years
from the date of the first disbursement under
the Loan, including a grace period of not to
exceed ten (10) years. Borrower shall pay to
AID in United States dollars on the disbursed
balance of the Loan interest at the rate of
two percent (2%) per annum during the grace
period and three percent (3%) per annum
thereafter.

2. Other Terms and Conditions

(a) All goods and services financed under the
Loan shall tave their source and origin
in Peru and countries included in AID
Geographic Code 941.
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Annex I
Page 2 of 8

United States docllars utilized under

the Loan to finance local currency eosts
shall be made availabla pursuant to
procedures satisfactory to AID.

Prior to any disbursement of loan funds,
the Borrower shall submit, in form and
substance satisfactory to AID, an oversll
Program Implementation Plan, to include
inter alia: (1) a satisfactory Allocation

of Program Funds based on the final report

of the Housing Market Study: (2) detailed
definition of the roles of the wvarious
project implementation agencies; (3) detailed
description and scheduling of sub=-program
activities during first year, together

with summary forecast for subsequent four
years; (4) detailed statement of the terms,
conditions, and other criteria which shall
govern the use of Program funds under

each of the respective sub-programs; and

(5) detailed description of collection proce-
dures to be used by project administrators.

Prior to any disbursement for each subse-
quent year of the Program the Borrower

shall submit, in form and substance
satisfactory to AID, a Program Implementation
Plan duly revised to reflect the then current
situation.

Prior to any disbursement of the ten percent
of Program funds reserved for self-help
housing, and, in any event, within one

year §rom the date of the Loan Agreement,
the Borrower shall submit, in form and
substance satisfactory to AID, a Plan for
developing and carrying out the self-help
housing and community improvement aspects

of the Program. Relative to self-help
housing, the Plan should indicate the agency
or agencies responsible; availability of
necessary staff; procedures to be followed;
and size, location, and nature of projects
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Annex I
Page 3 of 3

proposed for the twelve months following
preparation of the Plan.

The Government of Peru shall agree to provide
the sole equivalent of ten million dollars

to the Program as a capital contribution

to the Borrower pursuant to the schedule
agreed upon with the Borrower.

The Borrower shall agree to advance for

the Program from its own resources, at no
charge to the Program, sufficient funds to
cover any difference between the amount

of Government of Peru funds needed to cover
its pro-rata share of periodic disbursement
requirements, and the amount of Government
of Peru funds actually received by the
Borrower.

The Government of Peru shall agree to coordinate
jits imfrastructure investments in the Zome,
particularly in the areas of tramsport,

power, and sanitation, so as to complement

the projects to be carried out under the
Program.

This Loan shall be subject to such other
terms and conditions as AID may deem advisable.

Deputy U.S. Coordinator

Date
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ATID-DIC/P-1028
ANNEX II
Page 1 of 3

CERTIFICATION PURSUANT TO SECTION 611(e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AMENDED

I, Louis V. Perez, Director of the Agency for International
Development in Peru, do hereby certify that, to the best. of my
knowledge and belief, Peru possesses both.the financial and
human resources to effectively use and maintain the program for
assistance to low cost housing (earthquake area) proposed to be
financed by an A-TI.D. $15 million loan to the Housing Bank of
Peru. In so certifying, I have relied upon a memorandum dated
May 6, 1972, from the Assistant Director for Capital Projects,
USAID/Peruj I have taken into account the use and maintenance
of similar projects in Peru previously financed or assisted by
the United Statesj and 1 have particularly taken into account
the capabilities of the Rank as program administrator, and of
CRYRZA, the Ministry of Housing, EMADI, the Peruvian savings

and loan system, component agencies of SINAMOS and the Peruvian
engineering profession and construction industry as demonstrated
in past performance of functions similar to those assigned to
them in the subject program.

May 17, 1972 | /<$kw U

‘Date Louis V. Perez
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ANNEX II - Page 2 of 3

Attachment
MEMORANDUM
TO : Mr, Louis V, Perez
FROM : .
Afésistant Director for Capital Projects
SUBJECT : Sectien 611{e) Certificatien for Proposed $15 millicn

Loan to Peruvian Housing Bank for Low-Cost Housing in
the Barthquake Area

Section 611(. of the Foreign Assistance Act, as amended, requires that
before development loans are made for any capital assistance project
estimated to cost in excess of $1,000,000, the Adminisirator of AID
must have received and taken into consideration a certification fxrom

the principal officer of AID in the country in which the project is
located as to the capability of the country (in both financial and
human resources) to effectively maintain and utilize the project, taking
into account, among other things, the maintenance and utilization of
previous projects in such country previously financed or assisted by
AID,

The proposed program will be administered by the Banco de la Vivienda
as Borrower, using the Ministry of Housing, CRYRZA, EMADI, the Peruvian
Savings and Loan System, SINAMOS, and some private sponsors as
implementing agencies for the various projects within the program,

We have had satisfactory prior experience under direct loan and housing
loan guaranty projects with the Banco, the savings and loan system,
housing cooperatives, and peruvian private engineering and constructicn
firms., We have also had favorable experience with CRYRZA and the
Ministry of Housing in the temporary housing projects financed by the
AID earthquake relief grant, On the basls of this prior experience, I
believe these agencies have shown the capaclty to perform reasonably
well the functions assigned to them within the subject program. Al-
though SINAMOS is a new agency, it has incorporated two existing
agencies, Oficina Nacional de Pueblos Jovenes (ONDEPJOV) and Promocidn
Commal (®ROCOM"), which had demonstrated competence in performance of
the functions to be assigned to SINAMOS within the subject program.
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Accordingly, I consider that Peru possesses both financlal and human
resources to effectively use and maintain the subject project; and
on the basis of the information contained in the loan paper, I
recommend that you sign the attached certification.
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Exhibit 1
COMPARATIVE BALANCE SHEET OF THE HOUSING BANK

(1971 - 1970)

1971 1970 Absolute and Percentage
Changes
e (Absolute Figures in millions of Soles)
ASSETS
- Cash & Banks " 3210 11.0% " 986.3  40.2%1 = -~ 665.3 - 67.4%
= Short-term Investments 814,.6 28,0 528.3 21.6 + 286,3 + 54,2
- Interest, Commissions & Othey : .
Accounts Receivable *-'10%,0 3.5 ‘51.1 2.1 + 51,9 + 181.6
- I-loan Portfolio 95".0 3258 692.3 28.3 + 261.7 + 37:8
- Housing Programs 346,3 11.9 108.3 4.4 + 238.0 » + 219.7
- Long-term Investments 348,9. 12,0 66,4, 2,7 + 282.58  + 425.4
« Land, Buildings & Equip. (Net) 18.7 0.8 17.4 0.7 + 1.3 + 7.5
Total Assets 2,906.9  100.0  2,450,5  100.0  + 456.4  + 18.6
$ 67.0 mill (1) $ 56.5 mill $ 10.5 mill
LIABILITIES
'~ Sight Deposits 349,7  12,0% ©402.8 16.47% - 53.1 - 13.2%
-~ Time Deposits . ' 608.1 20.9 527.6 21.5 +  80.5 + 15,2
- Accounts Payable 33.1 1.1 29.8 1.2 + 3.3 + 11.1
- Mortgage Development Bonds 686.8 23.6 622, 4 25,4 + 64,4 + 10.3
- IDB Loan 160.2° 5.6 26.3 1.1 + 123.9 + 509.1
= Federal Home Loan Bank of New York & Boston 154.0 5.3 + 154.0 + 154,0
- Retentions & Pending Accounts 31.6 1.0 © 17.9 0.7 + 13.7 + 76.5
~ Regserve for Indemnities 6.1 0.2 4,2 0. + 1,9 + 45.2
EQUITY
- Paid-in Capital 727.9 25,1 - T19.7 29,4 + 8,2 + 1.1
~ Reserves 149.0 542 99,4 4,1 + 49.6 + 49,8
2,906.8 100.0 2,450,5 100.90 + 456,4 + 18,6

N 1T e G700 = <f 47 38 & £ oM i1 ' S 56.5 mill. 10,5 mill
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HOUSING BANK

COMPARATIVE PROFIT AND 1.0SS STATEMENTS

(1970-1971)

Income

Interests & Commissions on Loans
Banking Interests
Income from Stocks & Bonds

Interests & Commissions from
Housing Programs

Others

Total Income

Expenditures

Interest Payments

Salaries, Fees and Others

Publicity .and Seminars

General Expenditures

Depreciation of Fixed Assets
and Others

Total Expenditures

Net Surplus

Pilust: Excess revaluation

(1) U.S. $1.00 = S5/.43.38

Exhibit 2

(Millions of Soles)

Increase (+)
Decrease (-)

1971 1970
54.3 41.6
38,9 37.9
74,9 21.0
19-2 -
3.8 3.8
191.3 104.5
54,409 (1) $2,408
98.3 42.4
30.4 22,8
1.3 3,0
10.2 9.4
3.5 2.8
143.9 80.6
$3,317 51,857
47.4 23.9
2.1
49,5 23,9
51,141 $550

Figures expressed in thousands of dollars

+ 12.7
+ 1.0
+ 53.9
+ 19.2
+ B6.8
$2,00L
+ 55.9
7.6
- 1.7
‘+ 0.8
+ 0,7
T 63.3
$1,460
+ 23.5
+ 2.1
+ 25.6
$591
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FINANCIAL ANALYSIS OF THE HOUSING

BANK

{1971-1970)

1.0 Solvency Ratios

2.0

3.0

l.t

1.2

1.3
1.4

Deposits time Paid-in Capital and
Reserves (Equity)

Trade on Equity {Investment devided
by Equity)

Equity to Total Assets
Equity to Total Assets (Excluding Cash)

Liquidity Ratios

2.1
2.2

Cash to Deposits
Cash to Sight Deposits

2.3 Primary (Cash and Secondary (Short-

term Investments) Reserves to
Deposits and Current Liabilities

»

Earnings on Investment Rat ios

3

.1
.2
.3
!

Net Income to Equity
Net Income to Total Assets

Net Income to Income Producing Assets

1971

Gross Income to Income Producing Assets

1.09K:3

2,.80X11
30%

34%

33%
92%

1.11X11

5%
1.6%
1.9%

ANNEX V
Page 3 of 3
Exhibit 3

1970

1.13X:1

1,70%:1 .
33%
56%

106%
245%

1.55X:1

3%
0, 9%
1.7%

7%
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APPROXIMATION OF DIRECT EMPLOYMENT GENERATED BY A.I.D. —-GOP LOAN

HOUSING PROGRAM IN EARTHQUAKE DISASTER ZONE

1. SUMMARY AND CONCLUSIONS

The proposed A.I.D. Loan of $15.0 million and the $10.0 million
GOP counterpart for housing investment in the earthquake disaster zone
are likely to directly generate approximately 8,125 years of employment
over a five-year time period in that region. The average $5.0 million
annual expenditure will generate 1,625 man-years of employment or appro-~
ximately $3,077 cf housing investment per man-year of employment gene~
rated. This employment generated estimate includes on-site employment
plus the labor component of the materials utilized in the construction
program and produced within the earthquake disaster region. The impli-
cations of any self-help housing program as a segment of the total pro-
gram are excluded from this-calculation.

In addition to the A.I.D./GOP housing program, the HIG ($28.3
million) and BID ($29.4) housing loans will provide an additional $58
million of funds for earthquake disaster housing construction. Utiliz-
ing the estimating procedures discussed below the employment generating
impact of those expenditures will result in 18,850 man-years of employ-
ment over the five-year time period or approximately 3,770 man-years of
of employment per annum. Together the $83.0 million combined housing
program will provide 5,395 man-years of employment per annum for the
five year period. Unemployment in the earthquake disaster zone was es-
timated by CRYRZA to be about 150,000 persons out of an active labor
force of 413,000.

The above discussion has been limited to the employment generat-
ing effects within the earthquake disaster zone. Including the employ-
ment generating effects of bullding material purchases from outside the
earthquake disaster zone, the AID/GOP housing program will provide 9,800
man-years of employment over the five year period or 1,960 man-years of
work per annum., This inclusion reduces the investment man-year employment
ratio to $2,571 per man-year generated. For the entire $83 million of
housing censtruction expenditure mentioned above, the total number of man-
years employment increase (including A.I.D./GOP program) to 32,536 man-
years or 6,507 man-years per annum. This calculation does not endeavor
to account for reduced requirements for labor and in man-years generated
because of imported materials purchased from the foreign trade sector.
These are likely to be relatively minor.
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2. TYPICAL HOUSING PROJECT MODEL

The summary figures for man-years of employment generated by the
A.1.D./GOP housing program was based on the cost profile of a typical
project mode. A simplifying assumption made was that the program consis~
ted of module units of 500 housing units with average construction costs
of $2,000 per unit. Aside from self-help type housing projects, the cons-
truction methods and distribution of inputs applicable to this typical
project was considered as representative of the $1,000 - $2,500 housing
cost average to be included in the A.I1.D./GOP housing program..

No allowance was made for downpayments as a factor in estimating
the investment labor generating impact mentioned above. The inclusion
of a 10% downpayment, for example, would increase the total investment in
housing and the employment generating effect.

: The summary and conclusion section above has not confined ktself
solely to the impact of the A.I.D./GOP housing program. The impact of
the HIG and BID housing programs are also noted. Whether or not the
A.1.D. typical project model is representative of the higher priced HIG
housing units (up to $8,622 mortgage) is uncertain. It would appear to
contain 2 somewhat different distribution of costs and a different weight
for the labor component. The available information 1s not adequate to
make any meaningful adjustment for this factor. The A.1,D./GOP housing
program does include a small proportion (5% for construction of community
facilities. The HIG program somewhat more. Our calculations have treated
these investment as if they were additional housing units.

(Brief technical description of typical housing project, specifi-
cations and building methods to be inserted when available.)

3. ON SITE EMPLOYMENT GENERATED BY A.I.D./GOP HOUSING PROGRAM

Investigations by USAID on local experiences and practice in regard
to selected low-cost housing construction has indicated that on-site labor
accounts for 25 percent of total costs, materials,inputs represent the
largest cost factor at 55%, and other items (engineering, supervision, aa-
ministration, financial charges and profits) the remaining 20 percent.

Table 1 (next page) presents data on the daily wages of construction
workers by three labor categories in the program arza. Columns 3; 5 and 7
present the daily wages for each of departments included in the earthquake
disaster zone. In order to provide a weighted average, the preliminary
estimates of A.I.D./GOP funds assigned to each department (column 2) was
adopted as a reasonablcz weighting factor for the individual labor catego-
ries. The weighted daily wages are shown in columns 4, 6 and 8.
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Table 1

CALCULATION OF DAILY AVERAGE WAGES FOR

CONSTRUCTION WORKERS IN PROGRAM AREAS

(As of April 1, 1972)

Department % of funds Skilled Worker Semi-Skilled Unskilled

assigned (c) (in soles) (in soles) (in soles)

Wage (W) C.W. Wage (W) C.W. Wage (W) C.W

e (2 (3) (4) (5 (6 (7 (8)
Ancash (Santa) 35% 140.65 49.22 121.28 42,40 101.50 35.52
La Libertad 357% 123,70 43.40 107.17 37.50 90.61 31.71
Ancash 20% 127.70 25,54 107.63 21.52 87.09 17.40
Lima 107% 155.73 15.57 126.59 12.66 105.47 10.55
Weighted Daily
Average Wages 100% 133.73 114,08 95.18

Sourcet Bulletin #413 of the *Camara Peruana de 1a Construccion"

In order to derive a weighted average for a construction worker
on the typical housing unit, a percentage distribution of the various
types of laber was adopted. This factor (Column 2 of Table 2) was utili-
zed in order to derive an average daily wage for the composite on-site
construction worker employed on the typical housing project. As shown in
Table 3 (next page); this weighted average daily wage was S/.113.43.

This weighted average daily wage represents only one portion of
the housing units on site labor costs. A social benefit factor of 65 per
cent of the daily wage is also paid by the employer. The monthly salary
of this composite construcf}on work is approximately $108 (S/.4,674.95)
including social benefits.—

lj Basic salary for 25 working days 125 x 113.34 = S/.2,837.50
+ 65% social benefits: 0.65 x 2,833.50 = S/.1,841.45
Average Gross Monthly Cost S/+4,674.95

Approximatelys: $ 108.00
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Table 2

CALCULATION OF AVERAGE DAILY WAGE FOR

THREE CATEGORIES OF CONSTRUCTION .JORKERS

Type of Worker % of Utilization in (U) Average Wage {AW) U x AW

housing construction (in soles) (in soles)
D) (2) & (3 (4)
Skilled 407% 133.73 53.40
Semi-Skilled 15% 114.08 17.11
Unskilled 45% 95.18 42,83

& Based on local experience, studies by the "Camara Peruana de la
Construccidn® and "Table of Labor Minimum Outputs' by the Ministry
of Housing.

The typical housing project has a construction cost of $1,000,000.
On-site labor represents 25% of those costs, oT $250,000. Utilizing the
$108 monthly composite labor costs, the $250,000 cost figure represents
2,315 man-months or 193 man-years since the construction period in the
earthquake zone is all year round. The 193 man-months multiplied by 25
results in 4,825 man-years for the total A.I.D./GOP hcising program or
965 man-years per annum for the assumed five-year construction program.

4., LABOR COMPONENT OF MATERIAL INPUTS AND OTHER CATEGORY

Material inputs account for approximately 55% (ot $550,000) of the
cost of the typical housing project. Table 3 endeavors to estimate the
proportion of materials that are likely to be produced in the earthquake
disaster zone over the 5-year construction period for the A.1.D./GOP
housing program. Approximately 60 percent of the required materials are
presumed to be produced Dby enterprises from within the earthquake disas-—
ter zone. Over the projected higher levels of construction in the pro-
gram and this proportion necessitates a substantial expansion of building
material capacity and output in the earthquake disaster zone. If the
percentage of building materials projected as available in the future is
lower, than the employment generated in the zone by AID/GOP housing pro-
gram will be smaller and other regions will drain off some of the r.ploy-

ment benefits.



2110 Page 5 of 7

Table 3

APPROXIMATE PERCENTAGE BREAKDOWN BY MATERIALS

AND POSSIBILITY OF PRODUCTION IN THE

PROGRAM AREA

Material % of cost in relation to % Produced or Manufac-
total costs of materials tured in Project Area
¢y (2) , (3)
Bricks 207 20%
Cement 18 -
Steel 10 10
Aggregates 7 7
Wood (Forms) 6 3
Doors Windows 10 8
Bath Fixtures and
Plumbing 10 5
Electrical Inst. 3 ——
Glass 3 -
Paints 3 2
Other 10 5
TOTAL 100% 60%

Source: Publications of the 'Camara Peruana de la Construccidn®
Economic Indicatiors on Comstruction Costs by the Central Reserve Bank

A further assumption was made that the approximate iabor component
in the total production cost of building materials was 40%. Since only
607 of the building materials for the AID/GOP housing program are to be
produced within the earthquake disaster zone, the approximate labor com-
ponent of the 55% of total cost abblicable to building material is cal-~
culated at 24% (40% x 60%). The local labor compsonent of the $550,000
toral materials cests is, therefore taken as $132,000 (24% x $550,000).
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For convenience, the previously calculated construction worker
cost es-imates was adopted as a reasonable proxy for the wages of the
various categories of labor employed in the numerous building materials
sub sectors. Generally, wages for these sub-sectors are lower than for
construction workers, but the difference is offset by the higher sala-
ries of the technicians and white collar workers of the construction
materials industry. The $132,000 in expenditures for the labor component
of building materials produced in the earthquake disaster zone is equi-
valent to 1,220 man-months or 102 man-years. The equivalent projections
for the entire $25 million A.I.D./GOP housing program is 2,550 man-years
over the five-year construction period or about 510 man-years of employ-
ment per annum.

In the "other " category, local labor was assumed as 20% of the
$200,000 costs or $40,000. This reduces to 750 man-year for the five-
year construction period or 150 man-years per annum.

5. Total Laber Component of A.I.D./GOP Housing Program in Earthquake
Digaster Zone

Table 4

SUMMARY OF LOCAL LABOR COMPONENT

Cost Breakdown Local Labor Employment
Generated-
Components % $ % $ Man-Years
(L (2) (3) (&) (5 (6)
"On Site" Labor 25% $ 6,250,000 100 $ 6,250,000 4,825
Materials 55 13,750,000 24 3,300,000 2,550
Other (Eng. &
Super. Administ.
& Firancial) 20 5,000,000 20 1,000,000 750
Totals 100% $25,000,000 $10,550,000 8,125

Table & summarizes the employment generated by the A.I1.D./GOP
$25.0 million housing program in the earthquake disaster zone. Local
labor cost represents about 427% of the total costs shown in Table 4.
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The 8,125 man-years shown in Table &4 (or the 1,625 man~years per annum)
do not include the employment generated outside the zone. The employ-
ment generated leackage out of the zone is represented by the necessity
to produce 40%Z of the building materials needed for the housing progran
from outside the program area. This leakage reduced the regional labor
component of building materials production from 40 percent to 24 percent,
or'ly 16 percent. When included in the labor component for ‘the entire
country it increases total labor costs by $1,205,000, from $10,550,000
to $11,755,000 and the proporticm of total labor costs from 42% to 47%
of total construction costs. Including this leakage out of the earth-
quake disaster zone also increases the number of man-years of employ-
ment generated from 8,125 man-years in Table 4 to 9,800 man-years (or
to 1,960 man-years per annum) for the five year construction period.
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ANNEX T1X

MACRO-ECONOMIC ANALYSIS OF PERU

, Page 1 of 9
General Economic Policy of Current Government

When the current Government of Peru came to power in October 1968,
the eccnomy had just passed through a highly unstable period characteri-
zed by stagnant real production, negative net investment, high and risirg
un and underemployment, serious inflation, large balance of payments and
Central Government deficits, and general lack of public confidence in
the previous Government's policies. Most of the previous government's
difficulties stemmed from the Administration's inability to obtain new
tax legislation from the Congress which would have provided the funds
required to finance the Administration's development plans. Unwilling
to moderate its expansionist policies, the Administration relied on
short-tern foreign credits and Central Bank financing, both highly in-
flationary given the stagnant productivity of the economy. As a result,
the balance of payments deteriorated and the debt service butden for the
first half of the 1970's increased ominously. An austerity program was
introduced (under a truce between the Administration and Congress) follow-
ing the devaluation of late 1967 and some improvement had begun by the
time the Government changed hands.

The current Government strengthened and expanded the austerity pro-
gram during its first full year in office, while at the same time deslgn~
ing and beginning to implement a program of structural reform destined to
effect profound changes in the economic and social order of the country.
In its economic policies, among other things, it limited government spend-
ing, tightened monetary policy and its control over the banking and finzan-
cial system reduced Central Government borrowing both external and inter-
nal, instituted measures to increase taxes, and in general followed con-
servative economic policies. The result was a dramatic improvement in
the overall economic situation which included balance of payments and
Central Govermment budget surpluses and a reduction in the rate of price
increase from 19.1% in 1968 to 6.2% in 1969. Real production increases
in 1969 were small, however, due to the conservative spending policy of
the Government and the lack of significant new net private investment.
This latter was adversely affected by the uncertainties of the political
and economic situations.

In 1970, the Government changed its economic policy to one of cautious
expansion, having decided that it had sufficient control over the economy
to prevent a reoccurence of the previous administration‘'s difficulties.
Thus, it began a program of government spending (mostly on public works
projects in 197C) to stimulate the economy which it has continued with
marked success up to the present time. Consequently (in 1970), a five
year economic and social development plan was devised covering the
period 1971-1975. This Plan (National Development Plan 1971-1975) calis
for a total investment of some 52 billion over the flve years with major
emphasis on agriculture, education, communications and transportation, and
the extractive industries. This investment is expected tc generate a 7.5%




114
-2

annual average increase in real gross national product for the period
and to provide nearly 1 1/4 million new jobs.

At the same time that it was bringing order to the economy, the
Government hegan slowly introducing a pattern of economic and social
change which has as its intermediate objectives a better distribution
of income and ownership of property, greatly lessened external depen-—
dence, and a much greater participation by the State in the economy.
The ultimate objective, of course, is to increase the well-being of
all Peruvians.

Among the changes that have been introduced to reach thase object-~
ives are the following? greatly accelerated implementation of agrarian
reform; an education reform which will extend access to education to
many more Peruvian children and which will develop Peru's human resocur-
ces to correspond to the manpower needs as énvisioned in the National
Development Plan; a public administration reform which will restruc-
ture Peru's administrative system with the view to increasing its
efficiency, thereby eliminating a potentially serious obstacle to ful=-
fillment of the Plan; strict controls over both domestic and foreign
invesiment so as to assure that the countries resources are used for
essential, priority projects and to lessen the foreign influence in
the economy since the interests of foreign investors do not always
correspond to those of Peru (for example, foreign mining interests
for years have been sitting on valuable mineral deposits the exploita-
tion of which would probably have been in the interest of the country)s;
strict controls over the inflow and outflow of foreign exchange sc as
to reserve ilts use to the most pressing needs and to prevent capital
flight; and the introduction of the concept of "the community'" into
the laws regulating the various sectors of the economy (industry,
mining, etc.) under which fifty percent ownership of all enterprises
will eventually be turned over to the workers through the reinvestment
of 15% of the company's profits in company shares in their names.

The Government has reserved ownership of the basic industries
(communications, extractive industries, etc.) for the State, however,
private firms foreign and domestic will be permitted to operate in
these industries under contract with the State regulating agency (for
example, foreign oll companies are working under contract to PETROPERU
in the exploration for oil and they will be permitted to exploit any oil
found, agaln under contractual arrangement with the Government). In
the non-basic industries foreign ownership will be limited more or less
in accordance with the Andean Pact foreign industrial investment code.

In addition te its contreols over private investment, the Government
is expanding its own investment program with/goal of 50% public and 507%
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private investment by 1975, and it has taken over the marketing of
the ccuntries major export products, including fishmeal and the
mineral products.

As a consequence of these changes the State will exercise pro-
gressively greater control over the economy and the lives of the
Peruvian peopleg however, thare should also result a fuller and more
efficient use of the countries human and material resources with
accompanying benefits to all Peruvians. The Private sector's role,
although reduced, will continue to be important, especially in non-
basic areas of the economyj however, it is clear that this Govern-
ment intends to regulate and direct the private sector in the best
interest of the country.

Naturally, thesa changes have had short-term repercussions on
the economy. Private investors have been reluctant to invest in
new plant and equipment because of having to relinguish ownership
under the Mcommunity" laws and because of the general uncertainty.
Also, the acceleration in agrarian reform has resulted in some
decapitalization in rural areas. However, recent indications are
that private investors are beginning to replace worn cut plant and
equipment and some new investment is occurring. Whether or not the
private sector is soon to become a dynamic factor in the economy
again depends upon the absence of injections of new uncertainties
into the picture and upon the success of the Government‘s develop-
ment efforts.

Peru's development prospects have always been good, due tc its
vast mineral wealth; but now with the discovery of oil in the
Peruvian jungle and the rapid advances made within the Andean Group,
the prospects are even better. If the Government's contrel over
the economy remains effective, Peru could be on the verge of an
unprecedented period of economic and soclal progress.
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Recent Performance of the Peruvian Economy

Gross National Product Growth

As table I shows, Peru's real GNP grew very slowly during the
two "crisis" years (1967 and 1968) and the one austerity year (1969),
but rebounded sharply in the two expansionist years (1970 and 1971).

TABLE I
GROSS NATIOQNAL PRODUrT™
(Constant 1963 Price..

Year G.N.P, G.N.P. % Increase
Billion Soles Billion Dollars— From Previous Year
1965 88.1 3.3 4.8
1966 53.2 3.5 5.7
1967 94,7 3.5 1.6
1968 95.4 2.5 0.7
1969 96.7 2.5 1.4
1970, 104.1 2.7 7.7
1971= 110.4 2.9 6.0

The strong expansion of 1970 was due primarily to increased government
investment spending and sharply higher exports occasioned by strong
international demand (with higher prices) for Peru's major export pro-
ducts. Also, consumer spending was up significantly in response to
the expanding economy and to increased personal iiquidity caused by
the required repatriation of foreign deposits in the last half of the
year. Private domestic and foreign investment actually decreased in
1970 as investors were wary of the new, restrictive legislation then

being promulgated.

In 1971, government investment spending was again«~an important
growth factor, and consumer spending continued increasing as a result
of higher wages and as consumers worked off some of t»» jidle balances
caused by the foreign deposit repatriation of the previ..s year. Pri-
vate domestic investment recovered somewhat, and some foreign private
investment occurred under contractual arrangement with the Government.

1/ Converted at S/.26.80 = 51,00 through 1967, and at 38.70 = 31,00
for 1968 until 1971.

2/ Estimated, accoiding the last speech of Minister Morales Bermudez
(February 16, 1972)
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(For example, several companies began exploring for oil in the jungle,
under contract with the state oil company PETROPERU, and there was
some new investment under contract by foreign mining companies).
Exports fell considerably in 1971 due partly to an inflexible price
policy for fishmeal in the face of declining international demand and
partly to a series of crippling strikes in the mines which reduced

the supply of mineral products.

Construction was the most rapidly growing sactor of the economy in
both years, followed by the industrial sector. The growth of output in
the latter sector resulted from increased use of existing capacity, rather
than from expansion in capacity. The agriculture sec®or was moBt disap-
pointing, with very little growth in either vear. Over the past decads,
per capita production of food products has fallen by an average of 2%
annually, with corresponding increases in feood imports.

Real per capita gross national product decreased in the three low
growth vears (67, 68, and 69), and increased in the last two years (70
and 71)., See Table II. {(Peru's population is thought to be growirs at
a rate of from 3.1 to 3.57 annually.) The distribution of income has
probably not yet been significantly affected by the changes introduced
by this governmentj however, the varying sectoral growth rates of the
past two years probably mean a slight redistribution in favor of labor.

TABLE II
GROSS NATICNAL PRODUCT PER CAPITA

(1963 Prices)

Year G.N.F, % Increase
Per Capita From Previous

Soles Year
1965 7,502 1.3
T 1966 7,699 2.6
1967 7,585 -1.5
1968 7,407 -2.3
1969 7,285 ~1.6
1970, 7,610 4.5
1971~ 7,765 2.0

1/

—"  Estimated, according the last speech of Minister Morales Bermudez
(February 16, 1972)
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Private Consumption Srending

Real private consumpticn has increased rapidly over the past two
yearsy and, given the Government's policy of redistribution of income
and the rapid growth of the population, it is likely to increase as a
proportion of GNP in the future. The required foreign deposdt repatria-
tion of late 1970/early 1971 provided considerable domestic liquidity,
some of which was spent on consumer goods. In addition, higher wages,
both in the public and private sectors, and the general growth of the
economy have contributed to increased consumer spending.

Real Private Domestic Investment

Real private domestic investment has increased very little over
the five year period 1967-1971, In the early years (1967 - 1969) the
instability of/EBBnomy prevented such investment, while in the latter
years (1970-1971) the uncertainty over the role the private sector was
to play in the future had the same effect. There was some recovery in
1971 when many firms found it necessary to reface equipment and machi-
nery worn out by two years of near full-capacity operation and when
the legislative uncertainties diminished somewhat in the face of brighter
econcmic prospects in the future.

Private domestic investment is expected to continue increasing in
the near futurej however, within the limits prescribed by the Govern-
ment. The Government has announced its intention to be the sole pro-
ducer in the basic industries (with the exception, that private firms
may work under contract to the State), and has indicated that it is will-
ing to enter into joint ventures with private firms in other industries.
There is a considerable role left for the private sectory} however, and,
in spite of eventually having to pass 50 ownership over to the workers,
many domestic firms appear willing to undertake replacement (and some new)
investments.

Private Foreign Investment

Private foreign investment has been seriously affected in the last
few years by Peruvian legislation regulating private investment in gene-
ral and foreign private investment in particular, and by the provisions
of the Foreign Investment Code of the Andean Pact., New investments have
beenn 1limited to a couple of expansion programs by extractive firms al-
ready heavily committed through previous investments and to selective
investments under strict contractual agreements with the Government (soch
as the foreign firms under contract to explore for oil in the jungle,and
the joint venture agreement between Dressler Industriesand the Govern-
ment's Development Finance Corporation to make drill bits for the mining

and o0il industries).
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Peru's policy is to encourage foreign firms to take a minority
position in joint ventures with Peruvian private and State partici-
pationy and, in fact, with respect to divestiture by foreign firms,
is perhaps going further than that required by the Foreign Invest-
ment Code of the Andean Pact. Some U.S. firms appear to be interes-
ted in joint venturerprojects, and a number of third-country firms
have been investigating similar arrangements. There appears to be a
decided trend towards third country investment (non U.S.) in Peruj
however, there still cannot be said to be any surge of private fo-
reign investment in Peru from any source.

Balance of Payments

Peru's balance of trade has been in substantial surplus for the
past four years (68 through 71), with the surplus of 1970 exceeding
$400 million and representing 40% of exports. However, in each of
these years with the exception of 1970, debt service-payments, invest-
ment income outflows, negative tourist and transport balances, and
other foreign payments more than offset the trade surplus resulting
in moderate balance of payments deficits. Fortunately, the large
trade surplus of 1970,combined with a substantial capital inflow result-
ing from the required repatmation of foreign depesits and tight con-
trols over certain other foreign payments,provided for a substantial
balance of payments surplus thus replenishing Peru's international
reserves. In spite of the sizeable deficit in 1971 ($76 million),
Peru's international reserves at year's end were equal to $343
million or approximately 507 of one year's imports.

Due to the heavy short term foreign borrowing of the previous
administration, Peru's debt service for 1972 through 1974 rose to an
annual average of $200 million for an estimated debt service ratio
(debt service to exports) of from 20 to 25%, depending on the level
of exports. Within the past year though, Peru has been able to
reschedule part of the debt service for 1972 and 1973, thereby obtain-
ing much needed relief for those years. The debt service ratio for
1972 is now estimated to be no more than 15 to 167% and additional
relief will probably be forthcoming for subsequent years.

Peruvian Ministry of Economy and Finance and Naticnal Planning
Institute officials have forecast a total balance of payment deficit
of $780 million for the Plan period, 1971-1975, under the assumption
that the Plan will be fully carried out. Any shortfall in executing
the plan will correspond to reduce this deficit. With this foreign
capital deficiency in mind, Peru has obtained promises of substantial
foreign assis:.nce from the World Bank sponsored Consultative Group
which met in Paris in early 1972.
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If the required foreign capital inflows are forthcoming as expected,
Peru should be able to weather any foreign exchange crisisz in coming
years. The present Government of Peru has never defaulted on a debt
service payment (in which it prides itself) and it is unlikely that
foreign exchange shortages will force it to do so in the near future.
If the recent oil discoverk®sprove to be of commercial quantities as
expected, the Government should be able to mortgage this asset within
a year or two if necessary. Exports of oil products are not expected
until at least 1975.

Central Governwent Budgetary Performance

Throughout 1966 and most of 1967, Peru's Central Government budget
was in substantial deficit as the Government followed an expansionary
fiscal policy in the face of stagnant tax revenue. The legislature
refused to increase taxes, in response to which the Administration
resorted to Central Bank and foreign short-term financing. The result
was serious inflation followed by devaluation of the currency in late
1967. The austerity programs of 1968 and 1969 plus some increases in
taxes led to the practical elimination of the budgetary deficits for
these two years. In 1970, the sharp increase in government spending
coupled with slowly increasing taxes led once again to a moderate bud-
get deficit, financed in large part through the sale of treasury bonds.
The following year saw continued increases in government spending accom-
panied by a reduction in government revenues occasioned by the virtual
elimination of the tax liability of the mining industry due to a series -
of strikes which substantially reduced the profits of that industry.
Thus, the mining companies, which are normally among Peru's leading
taxpayers, paid practically no taxes that yeary however, once again
the Government was able to finance the dificit through the sale of trea-
sury bonds, thereby avoiding having to borrow from the Central Bank.

The Government's ability to sell treasury bonds derived from the
excess liquidity in the economy resulting from the repatriation of
foreign deposits in combination with the coincident lack of investment
demand for money for reasons stated above. This repatriation, amount-
ing to an estimated $170 million, was accumulated in idle balances in
demand and savings accounts which still have not been completely worked
down (deposit velicity is still significantly below normal). The lack
of competing demand from the private sector permitted the budgetary
deficit to be financed in-a relatively non-inflationary manner.
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Through the first quarter of 1972, Peru's Central Government
budget was in large surplus as a result of a substantial increase in
taxes and only slowly increasing expenditures. The .strong increase in
taxes was the result partly of uninterupted operations in the mining
industry and partly of better tax administration and higher taxes. if
this trend continues, Peru's tax effort should show a significant in-
crease for 1972, and, although the rate of expenditure is expected to
accelerate in coming months as the Government implements its develop-
ment plan, any budgetary deficit should remain well within manageable
bounds.

The fiscal policy of the current Government has been pragmatic.
The Government has stood ready to stimdate the economy td the extent
necessary to assure economic growth, but it has also been willing to
hold back expenditures as necessary in the face of inflationary pres-
sures. Thus, while the Government is committed to growth, it must be
growth with stability.

Infiation

Prices have risen only moderatdy since the Government began its
austerity program in late 1967. The following two years, 1968 and 1969,
were years of little inflation as the Government reduced its expenditu-
res and kept tight control over private liquidity. 1In 1570, despite
considerable inplulse provided through increased consumer and government
spending, prices rose only moderately (5%) as fuller utilization cof
existing plant and equipment provided additional supply to meet the
growing demand. In 1971, prices again rose only moderately (6.8%)
despite rising consumer and government spending and the partial resump-
tion of private investment spending. Full capacity production, espe-
cially of consumer goods, once again offset some of the pressure of
demand.

In the first quarter of 1972, shortages of certain basic items,
primarily food products pushed the consumer price index up sharply
(237 annual rate). While this is thought to be a temporary phenomenon
caused by disrupted transport (landslides and floods) and crop damage
through floocding, there is little doubt that the trend is toward more
rapidly increasing .prices. With demand continuing to increase and
production probably having neared its maximum due to the lack of invest-
ment over the past few years, infiation promises to be one of Peru's
most difficult problems in the months ahead. It may cause the Govern-
ment to scale down its ambitious development plans.
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ATD-DIC/P-1028
ANNEX X

CHECKLIST OF STATUTORY CRITERIA

(Alliance for Progress)

In the right-hand margin, for each item,write sanswer or, as appropriate, a

summary of required discussion.

As necessary, reference the saction{s) of the

Capital Assistance Paper, or other clearly identified and avsilablis document,

in which the matter is further discussed.

Capital Assistance Paper.
The following abbreviations are used:

FAA

This form may be made 2 part of the

- Foreign Assistance Act of 1961, as amended.

App. - Foreign Assistance and Related Agencies Appropriastions Act, 1972.

MMA - Merchant Marine Act of'1936, as amended,

COUNTRY PERFORMANCE

Progress Towards Country Goals

I. PAA § 208; §.251(b).

A. Deseribe extent to which
country 18:

(1) Making appropriate efforts
to tnerease food production
and tmprove meane for food
storage and distribution.

(2) Creating a favorable climate
For foreign and domestic private
enterprise and investment.

The GOP has an active agricultural
credit program for both large and
sma_1 farmers. A top priority acti-
vity of the GOP is the Agrarian Reform
program which is designed to bring new
lands under caitivation.

In the context of its industrial reform
program (industrial law) and its balance
of payments managemen!, the GOP is acti-
vely seeking foreign and domestic private
investments in areas identified as being
essential to growth.
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(3) Increasing the public's
role in the developmental
process.

(4) (a) Allocating available

budgetary resouroces to
development.

(b) Diverting such
resources for unnaosssary
military expenditure (See
also Item No. 16 and
intervention in affaire
of other free and
independent nations.)
(See also Item No. 14.)

(5) Willing to contribute funds
to the project or program.

(6) Making ecomamic, social,
and political reforms such as
tar collection improvements
and changes in land tenure
arrangementa, and making
progress toward respect for
the rule of law, freedom of
expression and of the press,
ard pecognizing the tmportance
of individual freedom,
initiative, and private
enterprige.

Newly decreed programs in Industry
(Industrial Law), fishing (Fishing Law),
and Agrarian Reform are specifically
designed to achieve this objzctive.

Sizeable portions of the GOP national
budget are being allocated to the top
priority programs of educational, agri-
cultural and industrial reform.

GOP Military expenditures for the years
1971 and 1972 are $433 million or 167 of
the total two-year budget. No known inter-
vention in affairs of other nations.

The GOP is contributing 40% cf the re-
quired funding for the project: i.e.,
$10 million in soles equivalent.

While freedom of press and of expression
has been somewhat curtailed in recent
yvears, tax collections have improved,
laws are enforced and land reform has
been given high priority. GOP is making
significant efforts to improve quality
of judiciary.
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(7) Adhering to the principles
of the Act of Bogota and
Charter of Punta del Este.

(8) Attempting to repatriate
capttag invested in other
countries by its owm citigens.

(9) Otherwise responding to
the vital eoonamie, politiecal,
and social concerms of ite
people, and demonstrating a
elear determination to take
effective self-help measurecs.

B. Are gbove factore taken into
account in the furnighing of the
subject asesiatance?

Treatment of U.S. Citizens

20

FAA § 820(c). If aseistance ie
to govermment, is the govermment
liable as debtor or unconditional
guararitor on any debt to a U.S.
citizen for goods or services
furnished or ordered where (a)
such citisen has exhausted
oiilable legal remedies and (b)
debt ia not dented or oomtested
by euch government?

Sound monetary and fiscal policies lead-
ing to real growth in GNP, stable prices,
and a balance of payments surplus,coupled
with significant economic and social re-
forms designed to restructure the Peru-
vian society along more equitable lines,
clearly indicate Peru's compliance with
Alliance for Progress goals.

Recent decrees requiring full repatria-
tion of foreign capital of Peruvians
have had an important impact on the bal-
ance of payments and make available re-
sources for investments in Peru.

The GOP appears to be responding to the
economic, political and social concerns
of its people, particularly the poor,

‘and has strengthened the self-help mea-

sures as indicated above.

Yes.

No known recent instance.
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FAA § B22(e) (1), 1f apeietance
"8 to a govermment, haw <t
(ireiuwling government agencies

or subdivisions) takem auy

action which has the gffect of
nationalizing, expropriating,

or ctherwise seising ownerehip
°r control o} property of U.S.
citizens or entities beneficially
owred by them without taking
steps tc discharge ite >ligations
toward such citizens or entitieg?

FAA § 620(0); Pighermen's
Protective Act. § 5. I country
has se{zgd, or imposed any pemalty
or sanciiom againat, amy U.S.
Sfrahing vessel on acocount of its

fiahing activities in intemmational

waters,

a. has any deduction required by
Pishermer's Protective Act been
made? h

b. has complete denial of
assistance been considered by
A.1.D. Admintastrator?

124

In 1968 the GOP expropriated the holdings
of IPC, a company beneficially owned by
U.5. citizens. It has been determined
that appropriate steps to discharge its
obligations have been taken by the GOP,
within the meaning of the statute.

No claim has been made and therefore no
deduction is required by the Fisherman's

Protective Act.

The Administrator has taken into account
prior fishing vessel seizures by the GOP
in determining to continue assistance to

Peru.
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Relations with U.S. Govermment and

Other Nations

5.

FAA § 620(d). If aseistance is No such enterprises to be assisted.
for any productive enterprise

which will compete in the United
States with United States enter-
prise, is there an agreement by
the recipient country to prevent
export to the United States of
more than 20% of the enterprise's
amual production during the life
of the loan?

FAA § 820(3). Has the country No known recent instance.
permitied, or failed to takse

adequate measures to prevent,
the damage or destruoction, by
mob action, of U.S. property?

FAA § 620(1). If the country The Administrat@r . has taken Peru's

fatled to institute the limited guaranty program into accoun
imvestment guaranty program in determining teo continue assistanc
for the specific risks of to Peru.

expropriation, in comvert-
ibility or confiscation, has

the A.I.D. adminietration within
the past year congidered demying
asstatance to-such govermment
for this reason?

FAA § 620{q). Is the govermment No.

of the recipient country in
default on intereet or prinecipal
of ayy A.I.D. loan to the
country?
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10.

11.

12.

Fih § 620(t). Has the country
severed diplomatic relations

with the United States? If so,

have they been resumed and
have new bilateral assistance
agreements been negotiated and
entered into since such
resumption?

Fas § 620(u). What is the

payment atatus of the country's

U.N. obligations? If the

country is in arreare, weré such
arrearages takem into aocount by

the A.I.D. Administrator in
determining the current A.I.D.
Operational Year Budget?

FAA § 620(a). Does recipient
country furnish assistance to
Cuba or fail to take appro-
priate steps i prevent shipe
or aircraft under ite flag

" from carrying ocargoes to or

from Cuba?

FAA § 620(bj. If assistance
18 to a govermment, has the
Secretary of State determined
that it ia not controlled by
the international Communist
movement?

No severance of diplomatic relations.

GOP budget authorizes expenditures for
delinquent U.N. dues and payment on re-
gular budget account. The GOP has sta-
ted its intention to liquidate delinquent
obligations. Peru's arrearages were con-
sidered in determining the current OYB.

No known assistance to Cuba or carriage
of cargoes to or from Cuba by Peruvian
flag ships.

Yes, such determination made.
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13. PAA § 620(f). Is recipient country No.
a Communist country?

X

14. FpA § 620(1).  Ie rccnpwnt country No ir both cases.
- n any wvay tmvolved in (a) subver-

- sionm of, or military aggression
against, the United Statee or any
country receiving U.S, assisvanoce,
or (b) the plaming of such
aubverawn or aggrcaawn"

15. FAA § 620(n). Does recipient No known instance.
country furnich goods to North
Viet-Nam or permit ships or
aireraft under ite flag to

carry cargoes tc or from North

Viet-Nan?

16. PAA ; 48l. Has the govermnment of The U.S. Department of Justice,
reciplient country failed to take Bureau of Narc?tics and Dangerous
adequate steps t0 prevent narcotic Drugs, is working closely w1th-
drugs and other cofitrolled sub- Peruvian law enforcement agencies
stances (ag defined by the to control illicit drug traffic

to the U.S. GGP also cooperating
with international organizations
(e g.s UlN.) to control the drug
problemn.

- Comprehensive Dfug Abuse Prevention
and Control Act of 1970) produced
or processed, in whole or in part,
in such country, or transported
through such country, from being
sold illegally within the juris-
diction of such country to U.8.
Govermment personnel or their
dependents, or from entering the
U.5. unlawfully?
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7.

Eﬁé,§_£§2££2° What percentage of
country budget is for military
expenditures? How much of foreign
exchange resources spent on
military equipmert? How much
spent for the purchase of sophis-
ticated weapons systems? (Corsid-
eration of these points is to be
coordinated with the Bureau for
Program and Policy Coordination,
Regional Coordinators and Military
Assistance Staff (PPC/RC).)

"ONDITIONS OF THE LOAN

reneral Soundness

3.

FAA S 201(d). Informstion and

conciusion on reasonableness
and legality (under laws of
country and the United States)
of lending and relending terms
of the loan.

Fan § 251(b)(2); § 861(s).

Information and conclusion on
activity's econcomic and
technical soundness. If loan
is not made pursuant to a
multilateral plan, and the
amount of the loan exceeds
$100,000, has country submitted
to A.I.D. an application for
such funds together with
assurances to indicate that
funds will be used in an ecocnom-
ically and technically sound
manner?

FAA § 251(bJ. Information and
conclusion on capacity of the

country to repay the loan,
including reagonableness of

repayment prospects.

In 1970, Peru's defense expenditures re-
presented 18.77 of central governments
expenditures. Of the two-vear 1971-72
budget, 164 is earmarked for military
expenditures.

In 1969 (the latest year for which data is
avallable), the GOP spent $249 million in
foreign exchange on military imports.

With respect to sophisticated weapons sys-
tems, Peru purchased 16 mirage type aircraft
plus spare parts, for a total of $28 million
in 1968, repayable over 8 years berinning as
of 1970, :

As requested by the stature, the Administra-
tor has teken these matters into account in
determining to furnish this assistance,

The Sub-loan terms for this prcject are
proposed by the GOP and considered reason-
able and legal in all respects.

As indicated in the Loan paper, the project
is considered economically and technically
sound. An application with appropriate
assurances has been received and is inclu-
ded as annex in this paper.

Best Available Copy

As indicated in Section 6.5 eof the loan

paper, Peru's long term foreign debt appears
manageable and there :are reasonable pros-
pects for repayment of the loan.
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23.

2L,

FAA § 611(a)(1). Prior to
signing of loan will there be
(a) engineering, financial,

and other plans necessary to
carry out the assistance and

(b) a reasonably firm estimate
of the cost to the United States
of the assistance? =

FA4 § 611(a)(2). 71f further
legislative action is required
within recipient country, what
is basis for reasonable expec-
tation that such actionm will be
completed in time to permit
orderly accomplishment of
purposes of loan?

FAA § 611(e). 1If loan is for
Capital Assistance, and all

U.S. assistance to project now
exceeds $1 million, has Mission
Director certified the country's
capability effectively to
maintain and utilize the project?

EHAA§ 251(b). Information and

conclusion on availability of
financing from other free-world
socurces, including private
sources within the United States.

&

All planning necessary to the execution
of this intermediate .credit program has
been carried out. The existence of an
ample market for the .houses to be cons-
tructed has been established (See Section
7.0) ané the implementing agency has the
professional and technical staff necessary
to develop and carry out the overall pro-
gram. Prior to commitment of funds to
individual sub-projects, plans and firm
cost estimates will be prepared for efch
sub-project. The cost of the Program to
the U.S. will be $15million.

No further legislation necessary.

Yes. See Annex II,

'EX-IM Bank, IADB, and IBRD expressed
no interest in financing this project.
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Loan's Relationship to Achievement
of Cowntry and R@gtonaf Gbaig

25.

°6.

28.

» Extent to
which assistance reflects appro-
priate emphasis on: (a) encour-
aging development of democratic,
economic, political; and social
institutions; (b) self-help in
meeting the country's food needs;
(c) improving availability of
trained manpower in the country;
(d) programs designed to meet
the country's health needs, or
(e) other important areas of
economic, politice), and social
development, including industry;
free labor unions, cooperatives,
and Voluntray Agencies; trans-
portation and communication;
Planning and public administration;
urban development, and
modernization of existing laws.

M° Is project susceptible
of execution as part of regional
project? If so why is project rot
so executed?

FaA § 251(b}(3). Information and
conclusion on activity's relation-
ship to, and consistency with,
other development activities, and
its contribution to realizable
iong-range objectives.

FAA § 251(b)(?). Information and
conclusion on whether or not the
activity to be financed will
coutribute to the achievement of
~elf-sustaining growth.

Proposed loan is designed to assist self-
help measures, promote the establishment
of housing and service cooperatives, and
generally strengthen urban development
programs throughout the earthquake zone.

Not susceptible.

Project represents a significant contri-
bution to the GOP's long term reconstruc-

“tion objectives for the earthquake zone.

It is estimated that 1,600 new construction
jobs will be cmeated over a five-year period
in connection with the various sub-projects
under the loan. Moreover, backward linkages
will be established for materials and ser-
vices required in the various construction
programs. Both of these factors will con-
tribute to the long-term objective of self-
sustaining growth,
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FAA § 281(a). Describe extent to
which the loan will contribute to
the objective of assuring maximum
participation in the task of
economic development on the part
of the people of the country,
through the encouragement of
democratic, private, and local
governmental institutions.

RAA_§ 281(b}. pescribe extent

to which program recognizes

the particular needs, desires,
and capacities of the people of
the country; utilizes the
country’'s intellectual resources
to encourage institutiinal devel-
opment; and supports civic
educsation and training in skills
required for effective partic-
ipation in governmental and
political processes essential to
self-government.

FA4 § 801(a). Information and
conclusions whether loan will
encourage efforts of the country
+o: (a) increase the flcw of
international trade; (b) foster

private initiative and competition;

{c) encourage development and use
of cooperatives, credit unions,
and savings and loan assoclations;
{4) discourage monopolistic
practices; (e) improve technical

efficiency of industry, agriculture,

and commerce; and (f) strengthen
free labor unions.

Proposed loan is designed to assist self-
help measures, promote the establishment
of housing and service cooperatives, and
generally strengthen urban development
programs throughout the earthquake zone.

Program contemplates a significant self-
help input at the community level to sa-
tisfy housing needs of the highest prio-
rity in the disaster zone. By promoting
a cooperative effort, the program streng-
thens democratic processes at the grass
roots level.

(a) Not Applicable

(b & ¢) Yes, by encouraging self-help
measures and the establishment of housing
and service cooperatives,

(d) Not applicable

(e) Not applicable

(f) No
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33.

34,

PAA § 818. 1If assistance is for
newly independent country; is it

furnished through multilateral
organizations or plans to the
maximum extent appropriate?

FAA 5 251{h). TInformation and

conclusion con whether the activity
is consistent with the findings
and recommendations of the Inter-

Peru not newly independent.

The CIAP review of Peru emphasized
the justifiable need of international
financial assistance to Peru's develop-

ment programs.

American Committee for the Alliance

for Progress in its annual review
of national development activities.

FAA § 251(&). Information and

conelusion on use of loan to
assist in promoting the
cooperative movement in
Latin Americs.

FAA § 209; § 251(b)(8),
Information and conclusion
whether assistance will
encourage regional develcpment
programs, and contribute to
the sconomic and political
integration of Latin America.

Loan'’s Effect om U.S. and A.I.D.

Progrom
FAA § 251(b)(4); § 108. 1Information Loan is for local costs with negli-

-
S0,

and conciusion on possible effects

Sub-loans may be made to local coopera-
tives, thus supporting the cooperative
movement in Latin America.

Not directed toward regional development.

gible effect on ".S. economy.

of loan on U.S. economy, with special

raeference to areas of substantial
labor surplus, and extent to which

U.S. commodities and assistance are

furnished in a manner consistent
with improving the U.S. balance of

payments position.
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T. PAA § 801(b). Inlormation and gee item 36.
conclusion on how the loan will
encourage U.S. private trade and
investment abroad and how it will
encourage private U.S. participation
in foreign assistance programs
(including use of private trade
channels and the services of U.S.
private enterprise).

L)

. Faa § 601(d). 1f = cepital Not applicable.
project, are engineering and
professional services of U.S.
firms and their affiliates used
to the maximum extent consistent
with the naticnal interest?

(@]

39, FAA § 602, Information and Not applicable.
conclusion whether U.S. small
business will participate
equitably in the furnishing of
goods and services financed by
the loan.

Lo, FAA § 620(h). Will the loan Loan agreement will specifically provide
promote or assist the foreign against such eventuality.
2aii projects or activities of
th2 Communist-Bloc countries?




AID 1240-2 (h-72)

o
AV

FAA.§ 621, If Technical No technical assistance to be financed
Assistance is financed by the by the Loan.

ioan, information and conclusion
whether such assistance will be
furnished to the fullest extent
practicable as goods and profes-
sional and other services from
private enterprise on a contract
basis. If the facilities of other
Federal agencies will be utilized,
information and conclusion on
whether they are particularly
suitable, are not competitive with
private enterprise, and can be
made available without undue
interference with domestic programs.

FAA § 252(a). Total emount of It is contemplated that all loan funds

moniey under loan which is going
directly to private enterprise,

will be used to finance procurement
from private sources.

is going to intermediate credit
institutions or other borrowers
for use by private enterprise, is
being used to finance imports from
private sources, or is otherwise
being used to finance procurements
from private sources.

Loan's Compliance with Specific

Zequirements

M
e £

Ly,

FAA_§ 201(d). 1Is interest rate  Yes.
of loan at least 29 per annum

during grace period and at least

3% per annum thereafter?

FA4 § 608(a). Information on All financing to be for local costs.

measures to be taken to utilize
U.S. Government excess personal
property in lieu of the
procurement of new items.
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-2, FAA § 604(a). will all commodity A1l financing to be for local costs.
procurement financed under the
loan be from the United States
except as otherwise determined by
the President?

It
O

. PA4 § 604(b). vnhat provision is All financing to be for local costs..
made to prevent financing commodity

vrocurement in bulk at prices higher
than adjusted U.S. market price?

L7. PA4 § 604{d).. If the cooperating Loan Agreement will so specify.
country discriminates against U.GS.
marine insurance companies, will loan
agreement require that marine
insurance be placed in the United
States on commodities financed by
the locan?

L8, FAA § 604(e). 1If offshore procure- No financing of such procurement
ment of agricultural commodity or is contemplated.
product is to be financed, is there
trovision against such procurement
when the domestic price of such
commodity is less than parity?

hg, FAA § 611(b); égg. g 10Z. 1If loan No large scale water or water related
Tinances water or water-related land rescurce construction project or
land resource construction project  program will be financed.
or program, is there a benefit-cost
computation made, insofar as
practicable, in accordance with the
procedures set forth in the Memorandum
of the President dated May 15, 19622
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°5.

FAA § 611(e). 1f contracts for To maximum extent possible, provisions
construction are to be financed, will be made to ensure competitive
what provision will be made that bidding on sub-projects.

they be let on a competitive basis

to maximum extent practicable?

FAA § 620(g). Wwnat provision is No such financing contemplated.
there against use of subject

assistance to compenssate owners

for expropriated or nationalized

property?

FA4 § 612(b); § 636(h). Describe (op contributing 40% of required

steps taken tf agsure that, to the £inding for project. No excess U.S.
maximum extent possible, the country ,umed currencies are available in
is contributing local currencies to  pap,,

meet the cost of contractual and

other services, and foreign currencies
owned by the United States are utilized
to meet the cost of contractual and
other services.

4pp. § 104. will any loan funds be No-
us~1 to pay pensions, etec., for
military personnel?

App. § 206. 1f 1osn is for capital Loan Agreement will so provide.
project, is there provision for

A.1.D. approval of all contractors

and contract terms?

App. § 108, Will any loan funds No.
be used to pay U.N. assessments?
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Loan agreement and implementation letters

App. § 109. Compliance with [ € on e
lati i ovi application ol Regulation
rorulations on employment of .g. Will provide for app

oot Local personnel for funds
obligated after April 30, 1964
(A.I1.D. Regulation 7).

FAA § 636(i). Will any loan fumis  Neo.
te used te finance purchase, long-

Term leass, or oxchange of motor
vznicle manufactured outside the

Jnited States, or any guaranty of

1

s
SHIT g Uransacoion?

1)

App. § 50i. Will any loan funds No.
be used for publicity or

profpaganda purposes within the

nited States not authorized by

tone Congress?

FAA § 620(k). 1t construction Not applicable.
o8 productive enterprise, will

afrepate valus of assigtancs

b furnishe i by the United

States zxcoed $100 million?

FAA § 612(d). voes the United U.S, does not currently own excess
Steves own excess forelgn currency foreign currency in Peru.
ant, 1i so, what arrangenconts have

veen made {for its release?

Best Available Copy
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MMA § 801.b. Compliance with All financing to be
requirement that at least 50

per o centum of the gross tonnage

of cummodities {computed separately
for dry bulk carrisrs, dry cargo
linere, and tankers) financed with
funds made available under this
loan shall be transported on
irivately owned U.S.-Tlag
woomrreial vessels to the extent
tiiat such vernsels are availoable

al zir ane reasonable rates.

for local costs.

Best Available Copy



