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PROJECT AUTHORIZATION
 

Name of Entity Central American Bank for 
Economic Integration (CABEI) 

Name of Project Central American Shelter and 
Urban Development 

Number of Project : 596-0143 

Loan Num}ber 5967-0.25 

Pursuant to Section 106 of the Foreign Assistance Act of 1961,
 i. 

as amended, I hereby authorize the 

Central American Shelter and
 

Urban Development Project for the Central American Bank for
 

Economic Integration (CABEI), involving 
planned obligations of not
 

to exceed Fifteen Million United States 
Dollars (US $15,000,000)
 

in loan funds (MLoanu) and Four Million 
United States Dollars
 
over a five-year period
 

(US $4,000,000) in grant funds ("Grant') 


from the date of authorization, subject 
to the availability of
 

funds in accordance with the A.I.D. OYB/allotment 
process, to help
 

in financing foreign exchange and 
local currency costs for the
 

project. The planned life of the project 
is five years from the
 

date of initial obligation.
 

The project ("Project") will increase 
the availability of
 

2. 

shelter and basic services to low 

income families in those
 

countries participating in this Project and will strengthen 
the
 

existing capacity of CABEI and national 
and local public and
 

In addition to
 
private institutions to provide these 

services. 


providing financing, in conjunction 
with a Housing Guaranty loan
 

to be authorized separately, for 
the contruction of shelter and
 

basic services, this Project will 
provide training and technical
 

assistance to pursue policy objectives 
in the areas of private
 

sector participation, cost recovery 
and program and financial
 

management.
 

The Project Agreement, which may 
be negotiated and executed by
 

3. 

the Officer to whom such authority 

is delegated in accordance with
 

A.I.D. regulations and Delegations 
of Authority, shall be subject
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to the following essential terms and covenants and major
 
conditions, together with such other terms and conditions as
 
A.I.D. may deem appropriate.
 

a. Interest Rate and Terms of Repayment (Loan)
 

The Central American Bank for Economic Integration
 
(CABEI) shall repay the loan to A.I.D. in U.S. Dollars within
 
forty (40) years from the date of first disbursement of the Loan,
 
including a grace period of not to exceed ten (10) years. CABEI
 
shall pay to A.I.D. in U.S. Dollars interest from the date of
 
first disbursement of the Loan at the rate of (i) two per
 
cent (2%) per annum during the first ten (10) years, and
 
(ii) three per cent (3%) per annum thereafter, on the outstanding
 
disburscd balance of the loan and on any due and unpaid interest
 
accrued thereon.
 

b. Source and Origin of Goods, Nationality of Services (Loan)
 

Commodities financed by A.I.D. under the Loan shall have
 
their source and origin in countries which are members of the
 
Central American Common Market or in countries included in A.I.D. 
Geographic Code 941,,except as A.I.D. may otherwise agree in t 

writing. Except for ocean shipping, the suppliers of commodities 
or services shall have countries which are members of the Central
 
American Common Market or countries included in A.I.D. Geographic
 
Code 941 as their place of nationality, except as A.I.D. may
 
otherwise agree in writing. Ocean shipping financed by A.I.D.
 
under the Loan shall be financed only on flag vessels of the
 
United States,, other countries included in A.I.D. Geographic
 
Code 941, and countries which are members of the Central American
 
Common Market, except as A.I.D. may otherwise agree in writing.
 

c. Source and Origin of Goods, Nationality of Services (Grant)
 

Commodities financed by A.I.D. under the Grant shall
 
have their source and origin in the United States or in countries
 
which are members of the Central American Commnn Market, except as
 
A.I.D. may otherwise agree in writing. Except for ocean shipping,
 
the suppliers of commodities or services shall have the United
 
States or countrieg which are members of the Central American
 
Common Market as their place of nationality, except as A.I.D. may
 
otherwise agree in writing. Ocean shipping financed by the Grant
 
shall be financed only on flag vessels of the United States,
 
except as A.I.D. may otherwise agree in writing.
 

d. Conditions Precedent to Disbursement
 

(1) Firat Disbursement
 

Prior to any disbursement, or the issuance of any
 
commitment documents under the Project Agreement, CABEI shall
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furnish to A.I.D., in form and substance satisfactory to A.I.D.,
 
the following:
 

(a) A plan demonstrating (i) how the Bank's
 
project approval and implementation process has been streamlined;
 
(ii) that appropriate delegation of responsibilities has occurred;
 
and (iii) that CABEI has provided for sufficient management
 
capability in the field.
 

(b) Evidence that CABEI will process disbursements
 

for program components only to those countries which have adequate
 
country subloan mechanisms in place.
 

(2) Subsequent Disbursements
 

Prior to any disbursement, or the issuance of any
 
commitment documents under the Project Agreement, for
 
infrastructure projects after the first round of project
 
selection, CABEI shall furni;h to A.I.D., in form and substance
 
satisfactory to A.I.D., the selection criteria, including
 
environmental controls and cost recovery, to be used for future
 
infrastructure project selection.
 

e. Covenants
 

CABEI shall covenant that:
 

(1) It will provide sufficient personnel in the field
 

and in Tegucigalpa, to manage the implementation of this program.
 

(2) In order to expedite project implementation, it
 
will delegate responsibilities to field managers.
 

(3) It will suspend disbursements under the Public
 
Sector lending component of the Housing Fund to any country which
 
is more than sixty (60) days delinquent on its payments to CABEI.
 

(4) It will require in its loan agreements with housing
 

finance subborrowers that all construction will be done by the
 

private sector.
 

(5) It will ensure that subprojects are environmentally
 
sound.
 

(6) It will honor statutory limitations included in the
 

U.S. Foreign Assistance Act of 1961, as amended, as well as such
 

restrictions contained in authorization and appropriation bills
 

for A.I.D., as well as pertinent U.S. policy, regarding use of
 

Project funds.
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(7) It will finance the cost of an annual independent
 
audit which meets A.I.D. requirements and provides for additional
 
certification statements as required.
 

DwighJ Ink 
Assistant/Aministr ator
 

Bureau for Ltin America and
 

the aribbean
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AGENCYUNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION 

AGENCY FOR INTERNATIONAL DEVELOPMENT 
WASHINGTON D C 20523 

ASSISTANT 
ADMINISTRATOR 

GUARANTY AUTHORIZATION
 

PROJECT NO. 596-HG-006
 

Housing Guaranty Authority
PROVIDED FROM: 


Central American Bank for Economic Integration
FOR: 


Pursuant to the authority vested in the Assistant
 

Latin America and the Caribbean.
Administrator, Bureau for 

the Foreign Assistance
Agency for International Development. by 


amended (FAA), and the delegations of authority

Act of 1961, as 


issuance to eligible
issued thereunder, I hereby authorize the 

to A.I.D. of guaranties
U.S. 	in-,estors (Investors) acceptable 


the FAA of not to exceed Fifteen
 pursuant to Section 222 of 

The guaranties
Million Dollars ($15,000.000) in face amount. 


(of not to exceed one hundred
shall assure against losses 


percent (100%) of loan investment and interest) with respect to
 

made to finance
loans including any refinancings thereof, 


housina proiects in the participating countries.
 

the following terms and
 These guaranties shall be subject to 


conditions:
 

The loans may extend for a 	period

1. 	 Term of Guaranty: 


of up to thirty years (30) from the date of
 

disbursement and may include such terms and
 

conditions as shall be acceptable to A.I.D. The
 

the loans shall extend for a period
guaranties of 


beginning with the disbursements of the loans and
 

such time as the loans have been
shall~continue until 


paid in full.
 

The rate or rates of interest payable
2. 	 Interest Rate: 

the loans shall not
to the Investor pursuant to 

interest prescribed
exceed the allowable rate of 


pursuant to Section 223(f) of the FAA and shall be
 

interest generally available
consistent with rates of 

loans made in the long-term U.S.
for similar types of 


capital markets.
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3. 	 Fee: The fee of the United States shall be payable
 
in dollars and shall be one-half percent (1/2%) per
 
annum of the outstanding guarantied amount of the
 
loans plus a fixed amount equal to one percent (1%)
 
of the amount of the loans authorized or any part
 
thereof, to be paid as A.I.D. may determine upon
 
disbursement of the loans.
 

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

Dwi A Ink
 

Assista , Administrator
 

Bureau for Latin A erica and the Caribbean
 

"Y3 	 0 
-7 Date
 

Clearances:
 
PRE/H: 6Low 	 -',.)ate z/L 

FConway Date
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I. Project Summary
 

A. Recommendation
 

The Project Development Committee recommends that $64 million ($45 million
 
Housing Guaranty Funds, $15 million AID Loan and $4 million AID grant) be
 
authorized to carry out the Central American Shelter and Urban Development
 
Project.
 

B. Summary Description
 

This is a proposal for a five year, $85 million (including $25 million in
 

counterpart) regional program to finance low cost housing solutions and basic
 
infrastructure for the urban poor in Costa Rica, El Salvador, Guatemala and
 
Honduras. This capital inflow, along with a related $4 million grant for
 
technical assistance and training, will mobilize existing, under-utilized
 
private and public capacity to help address the National Bipartisan Commission
 

on Central America and the Jackson Plan objectives for shelter and
 
infrastructure improvements in Central America.
 

The goal of this project is to improve the shelter conditions of low income
 

families in Central America. The purpose of the project is to increase the
 

availability of shelter and basic services to low income Central American
 

families and to strengthen the existing capacity of the Central American Bank
 

for Economic Integration (CABEI) and national and local public and private
 

sector agencies to provide these services.
 

Within the limitations of identifiable projects, absorptive capacity and
 

conformance with U.S.A.I.D. Mission strategies, project funds have been
 

allocated relatively equally among the four countries. However, this
 
distribution among countries and program components may shift based on effective
 

utilization of allocated resources.
 

Physical outputs will include the production of an estimated 10,000 low cost
 

shelter solutions and the provision of water, sewer and other community
 
improvements to dn estimated 145,000 families. Over 900,000 people will
 

directly benefit from the project. The project will also generate approximately
 

five million person days of employment.
 

Of equal importance to the physical outputs of this project are the policy
 

objectives which have been incorporated into the program. The policy agenda
 
focuses on three key areas: private sector participation, cost recovery and
 

program and financial management. This project will support policy dialogue
 

with CABEI, shelter finance institutions and national infrastructure agencies to
 
achieve the following key changes:
 

1. Adoption and implementation by CABEI of a viable financial policy
 
to restore financial stability to CABEI's Housing Fund. In the short
 
term, the use of A.I.D. loan funds will allow CABEI to restore
 
financial stability to its Housing Fund and to renew resource flows to
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the region. As a condition to use of these resources, however, CABEI
 
will adopt and implement a financial policy which provides for full
 
cost recovery of borrowed resources, including administrative costs.
 

2. Housing finance institutions will increase private sector financing
 
and construction of low cost housing, reduce delinquencies, and
 
improve management.
 

3. 	Infrastructure agencies will increase cost recovery by a variety of
 
strategies including adoption of betterment taxes, modification of
 
tariff structures, installation and better maintenance of meters, and
 
stricter collections policies; will move toward market interest rates
 
on financing of off-site costs; and will improve strategic planning
 
and management.
 

The training and technical assistance resources will be targeted to foster
 
understanding, acceptance, adoption and implementation of these policy changes.
 

C. 	Summary Financial Plan
 

Of the projected $45 million in HG loans, $32.3 million will finance new
 
housing while $12.7 million will finance on-site infrastructure services.
 
CABEI's contribution of $25 million will be also split; $10 million wi1l finance
 
new housing and $15 million will finance on-site infrastructure. The $15
 
million AID loan will be used to finance off-site infrastructure improvements.
 
The following chart summarizes the source and use of projected resources.
 

Source of Funds Housing 	 Infrastructure Technical Asst. Total
 
On-Site Off-site and Training


1. 	HG Loan 32.3 12.7 - - 45.0 
2. 	AID Loan - 15.0 - 15.0 
3. 	CABEI 10.0 15.0 - - 25.0
 
4. 	AID Grant - - - 4.0 4.0
 

42.3 27.7 15.0 4.0 89.
 

D. 	Composition of the Project Development Committee
 

1. Project Committee
 

Lee 	Roussel, Assistant Director, RHUDO/CA
 
Alexandria L. Panehal, Regional 	Housing Officer, RHUDO/CA
 
George Peterson, Urban Institute
 
Dan 	Coleman, National Coucil of Savings Institutes
 
Randy Lintz, National Council of Savings Institutes
 
Joseph Arington, Planning and Development Collaborative
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2. Mission Review Committee
 

Nadine Plaster, Director, ROCAP
 
Joe Hill, Jr. Acting Deputy Director, ROCAP
 
Michael Deal, Project Development Officer, ROCAP
 
Michael Lofstrom, Project Development Officer, ROCAP
 
Julian Heriot, Regional Economic Officer, ROCAP
 
Donald Richardson, ROCAP Advisor
 
Elena Brineman, Acting General Development Officer, ROCAP
 

3. CABEI
 

Jorge Papadopolo, Finance Manager
 
Mario Alberty, Project Coordinator
 
Armando Astorga, Project Technical Coordinator
 
Arnaldo Pasquier, Chief, Mobilization of Resources Unit
 
Pedro Lobo, Project Analysis Officer
 
Efradn Ardqn, Chief, Program Financial Analysis Unit
 
V6ctor Rheinboldt, Chief Coordination of External Resources Unit
 
Carlos Godoy, Financial Program Officer
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II. Project Rationale and Description
 

A. Rationale
 

1. Overview
 

This program has been developed in response to four identified regional
 
needs: shelter and infrastructure requirements, capital shortages, inefficient
 
management within public and private housing and infrastructure agencies and the
 
need to revitalize the Central American Bank for Economic Integration's Housing
 
Fund.
 

a. Shelter and Infrastructure Needs
 

The combined population of the four participating Central American
 
countries in 1986 is approximately 20 million persons. At an annual population
 
growth rate of 3 percent, the population of those same countries will increase
 
to more than 30 million people by the year 2000. Today, 42 percent of the
 
population lives in urban areas. Nith urban population growth rates of 5.4
 
percent in Guatemala City, 5.8 percent in Tegucigalpa, and 5 percent in San
 
Salvador, by the end of the century all Central American countries will be
 
predominantly urban.
 

Not only growth rates, but current concentration of this urban
 
population in primary cities is another prevalent trend in these four
 
countries. In 1983, 52 percent of the urban population of Costa Rica lived in
 
San Jose, while 54 percent of the urban populations of El Salvador and Guatemala
 
were located in San Salvador and Guatemala City, respectively. The twin
 
phenomena of general urbanization and concentrated city growth imply that
 
,increasing demands for services will be forthcoming from capital cities.
 

Only 30 percent of the urban population in the region is considered
 
to live in standard housing. To eliminate the current shelter deficit and
 
provide for future needs, an estimated 120,000 new units must be produced and
 
another 142,000 sub-standard units must be upgraded annually. :iurrent
 
production, however, lags far behind. In 1985, only an estimated 45,500 shelter
 
solutions were produced in the region by the formal sector.
 

Nor is provision of infrastructure services keeping pace with
 
demand. Potable water is provided to only 66 percent of urban households in El
 
Salvador, 58 percent of urban families in Honduras, and 44 percent in Guatemala
 
City. Only in Costa Rica is potable water available to the vast majority of its
 
urban population. Urban households served by sewers are even lower. On
 
average, only 42 percent of the urban population in the region had sewer
 
,connections.
 

Despite increased investments, due to population growth and
 
migration, urban service coverage has actually declined in the last few
 
years. For example, The World Bank estimates that sewerage coverage rates in
 
the San Pedro Sula metropolitan area of Honduras actually declined from 78% in
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1980 to 68% by 1986. Similar trends are apparent throughout the Central
 
American Region.
 

b. The Capital Shortage
 

In the face of these overwhelming problems, the region's countries
 

have been unable to mobilize the financial and human resources necessary to meet
 

the demand for housing and basic infrastructure. The regional downturn in the
 

economy since 1979 has weakened both shelter and infrastructure institutions.
 

Public sector finance institutions face the simultaneous challenge of inflation
 
and budget cuts which have drastically reduced their ability to produce
 

housing. Some private savings and loan institutions are experiencing severe
 

liquidity problems. Inflation coupled with fixed interest rate portfolios have
 

limited their ability to maintain previous levels of investment in sheli:er.
 

A recently completed shelter needs assessment for Honduras reflects
 

this trend. Private sector investment in housing dropped from an overall 15
 

year average of 59% of total investment ) an average of 10% in the last: five
 
years.
 

The situation is no brighter for national infrastructure agencies.
 

Water systems in Central America currently do not contribute significantly to
 

their own capital costs. The bulk of resources continue to flow from
 

international donors. However, these international capital flows have dwindled
 

in recent years. Reduced central government support (and in El Salvador the
 

continued destruction of the existing infrastructure network) cou~led with
 

rising costs of imported materials, has significantly diminished the capacity of
 

these institutions to respond to the demands of a growing urban population.
 

c. The Human Dimension
 

The problems confronting shelter and infrastructure agencies in
 

Central America are unfortunately not limited to a lack of capital.
 

Inefficient management and inappropriate policies (or lack of
 

policies) exacerbate the problem. At the policy level, public/private
 
responsibilities in national shelter finance systems need to be further
 
realigned to promote greater efficiency. Public sector shelter institutions
 
need to devolve more responsibility to private developers and construction firms
 

and private sector finance institutions need to increase investments in housing
 

for low income borrowers.
 

Economic pricing policies within infrastructure agencies, which
 

could help to reduce urban sprawl as well as to finance future water expansion,
 
are not being adopted system wide. New financing mechanisms introduced in
 

conjunction with A.T.D. projects have not been adopted across the board. Thus
 

in some instances, low income families who receive services in conjunction with
 

AID projects are paying full costs while other low and moderate income families
 

with services financed from central budget allocations receive subsidies. The
 

political ramifications of maintaining such differential and inequitable pricing
 

policies for services are self evident.
 

( 



Inefficient management permeates institutions. To cite a few
 
examples, delinquency rates on mortgage payments are unacceptably high,
 
mobilization of domestic savings by private S&L's in some countries are
 
unacceptably low and loss of water within existing distribution systems
 
approaches 50% of total supply in many of these countries because of undetected
 
water leaks and illegal connections.
 

In the public sector, inefficient management is a reflection not
 
only of a lack of knowledge about what to change, but who is available to change
 
it. And the 'whos' frequently change as well. Three new and democratically
 
elected administratiois have taken power in the last year in Central America.
 
Personnel turnovers as a result of these power shifts are far reaching an' often
 
affect even lower level managers. Many of the individuals trained in the past

have vacated their posts. The problem, therefore, is not only to train the new
 
'whos' but in a parallel plane, to focus more on building the institutional, as
 
opposed to the individual, capacity to manage projects in order to minimize the
 
deleterious effects of future administrative shifts.
 

In the private sector, the problem is not so much turnovers as it is
 
inadequate financial management and knowledge gaps. Mismatches of assets and
 
liabilities plague many private S&L's while the mistaken perception that a
 
viable lending market with low income borrowers cannot be tapped inhibits the
 
participation of private sector lenders in AID financed projects.
 

d. CABEI's Housing Fund
 

CABEI has had twenty years experience in financing low cost
 
housing. To date, CABEI has financed $236.3 million in housing projects in the
 
region, which represents 48,000 units for nearly 300,000 people. An evaluation
 
of CABEI's performance found that 78 percent of all beneficiaries under the
 
recent HG program were low income families, well above the 55 percent required
 
under this previous program. In addition to the physical impact on the housing
 
sector, CABEI has introduced the concept of a secondary mortgage market, as well
 
as a number of new and innovative financial instruments and concepts, such as
 
Housing Investment Certificates (CIVs). Finally, CABEI has worked with a wider
 
variety of public and private housing institutions than have A.I.D. bilateral
 
programs; 30 versus 10.
 

A.I.D. assistance has been instrumental in helping CABEI to
 
implement its housing programs. Of the $236.3 million disbursed for housing
 
projects through the Bank's Housing Fund, A.I.D. loans have accounted for $114.8
 
million. Thus for every dollar of U.S. assistance, CABEI has generated $1.13
 
from its own resources. Moreover, assistance channelled through CABEI almost
 
equalled the $121.9 million provided in bilateral HG assistance for housing
 
programs in the region. Finally, CABEI has a better track record in channelling
 
resources to the private sector than AID; over 59 percent of all CABEI funds
 
have been provided to private sector institutions.
 

Nevertheless, CABEI's performance in the housing sector has been
 
adversely affected by the economic events of the 1980's. Like borrowers
 

\Il 
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increase in interest rates in
worldwide, CABEI did not anticipate the phenomenal 

As a result of forward lending commitments to borrowers,
the early eighties. 


CABEI found itself in the position of making loans at a rate lower than its cost
 

its Housing Fund in the last three operating
of funds, resulting in losses to 

somewhat, particularly with respect to
 years. Additionally, arrears rose 


debt, including debt to CABEI.
Nicaragua's inability to service its external 


CABEI's response to resolve the problems of the Housing Fund has
 

a high interest rate HG loan; reduce their administrative
been to renegotiate 

expenses and successfully complete a new capital call, bringing $10 million into
 

the Housing Fund, quite an accomplishment and vote of confidence in light of the
 

economic problems facing their member countries.
 

Despite these concrete actions taken by CABEI to unilaterally
 

resolve their financial problems, they are not in a positio' to provide new
 

capital resources for housing and infrastructure services nor to capitalize the
 

Housing Fund without outside assistance.
 

This project will provide the necessary combination of capital,
 

technical assistance and training and will encourage the adoption of policy
 
regain financial stability and
changes within CABEI to ensure that CABEI will 


retain its role as the principal mortgage lender in the region.
 

an active lender in the region is of critical
CABEI's presence as 

success of U.S. policy in Central America. CABEI's ability to
importance to the 


channel and generate a large volume of capital resources will improve the living
 

standards of low income families and involve and support private sector
 
the support of CABEI's regional voice to
institutions. Finally, it will add 


A.I.D.'s struggle to promote responsibie national sectoral policies and the
 

adoption of financial practices which strengthen local institutions.
 

In summary, working through CABEI presents opportunities; to
 

increase the production of low cost housing and the extension of basic services,
 

to increase the participation of the private sector, both in construction and
 
institutional base of housing and
financing of low cost housing; to expand the 


urban actors involved in producing low cost solutions and thus expand AID's
 

overall policy influence in the sector; to reinforce AID's bilateral policy
 

dialogue with national institutions; and finally to support the National
 

America's (NBCCA) recommendations related to
Bipartisan Commission on Central 

CABEI and to the expansion of shelter and urban services.
 

2. Relationship to AID, LAC, Mission, and Host Government Strategies
 

In addition to responding to the regional needs listed above, this
 

program will reinforce U.S.A.I.D., Mission ano host government policies,
 
on the urban poor, institutional
including the basic elements of a focus 

sector involvement.
development, cost recovery and private 
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a. A.I.D. and LAC Objectives
 

In all sectors, the growing gap between rising popular expectations
 
and actual delivery of services creates the potential for political instability
 
in Central Amewica. Given the importance of US strategic and political
 
interests in Lhe region, the National Bipartisan Commission on Central America
 
recognized that by addressing the shelter and basic service needs of low income
 
families, both humanitarian needs and the political interests of the US would be
 
served. For these reasons, the NBCCA report recommended a major expansion of
 
assistance in labor intensive infrastructure and housing projects.
 

The NBCCA's recommendation assumed a more concrete form in the
 
Jackson Plan. This plan stipulated that AID's goal should be to increase water
 
and sewer coverage and shelter solutions by 25 percent over a five period.
 
Subsequent LAC Bureau guidance proposed that $200 million in Housing Guaranty
 
resources be used to achieve this Jackson Plan goal. Since current and
 
projected HG bilateral flows over the 1986/1987 through 1990/1991 period are
 
only $79.75 million, this program will help achieve this funding target. If
 
projected ESF generated local currencies for shelter and infrastructure
 
materialize, the $200 million target will be attained.
 

While AID resources may approach the target funding level, in terms 
of achieving he Jackson Plan goals, projections show that outputs will fall 
short of the mark. Even if all projected resource flows - domestic, 
international and AID - were added together for the period 1986-90, the 
percentage increase in housing production would only be 10.41%. In the area of 
infrastructure the goal is stated in terms of an increase in coverage of 
projected urban population, rather than an increase in services over a period of 
time. The net effect of measuring performance in this way, as the following 
statistics illustrate, is significant. Despite a total projected investment in 
infrastructure of $350 million, a 19.75% increase in households with new or 
improved access to water and a 16.43% increase in sewer services over 1985 
levels, water and sewer coverage for the projected urban population in 1990 will 
remain essentially unchanged. The continued growth in urban areas and an 
increase in the household formation rate obscures the increase in the extension 
of basic services that will be provided. For this reason, in lieu of measuring 
performance in terms of coverage, the goal should be restated in terms of an 
increase of 25% in the number of urban households with new or improved access to
 
water and sewer services over the next five years.
 

The National Bipartisan Commission also recommended that US support
 
to CABEI be renewed. On the basis of the Commission's explicit support for
 
CABEI, LAC Bureau guidance acknowledged that CABEI initiatives should be viewed
 
by Missions as a complementary activity to their existing bilateral portfolio.
 
This project, therefore, supports US and LAC policy objectives adopted for the
 
region regarding CABEI and housing and infrastructure investments.
 

b. Mission and Host Country Strategies
 

This project has been designed to complement bilateral and host
 

\3
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country shelter and infrastructure strategies. Specific aspects of policy and
 

programming coordination biilt into the CABEI program are highlighted below. A
 

more extensive presentation of the integration of the CABEI program into each of
 

the bilateral strategies is contained in Annex A.
 

requested CABEI assistance
Guatemala. The Guatemalan government has 


to finance low-cost shelter. While the bilateral Housing Guaranty program will
 

provide $10 million for low-cost shelter, primarily through the private sector,
 
of investment.
the Cerezo administration is committed to a much higher level 


CABEI housing resources will complement bilateral HG resources to the private
 
support
sector while an IDB sites-and-services program now being developed will 


the public sector.
 

The three infrastructure projects proposed for CABEI financing in
 

Guatemala complement the A.I.D. bilateral program aid conform with Guatemala's
 
By
national planning agency (SEGEPLAN) urban development philosophy. 


emphasizing user charges and cost recovery, the projects will support the
 

SEGEPLAN policy of avoiding subsidized public investment in the Guatemala City
 

central region. CABEI capital, provided at market rates for water and road
 

projects in poor neighborhoods of the capital, will be balanced by IDB capital,
 
similar projects in secondary cities.
provided at below market rates for 


The GOH has also requested CABEI assistace for shelter
Honduras. 

as well as pursuing negotiations on the bilateral HG program. Especially high
 

priority has been given to water connections and upgrading of poor urban
 
country and the GOH has requested that a current
neighborhoods throughout the 


bilateral HG project (008) be re-programmed to serve these priorities. RHUDO
 

and the U.S.A.I.D. Mission support these Honduran priorities.
 

More than in any other Central American country, the severe shortage
 

of water in Tegucigalpa in the near term constrains the production of housing
 

and the extension of infrastructure services to low income families. However,
 
resources will permit a
 an emergency program to be funded with IDB and GOH 


limited amount of new household connections and a new dam now under design with
 

U.S. financial assistance is planned for 1990. Operation of this new dam will
 
supply in Tegucigalpa. SANAA is now
effectively double the existing water 

use of this new supply. Their interim
developinq a strategy to make the Oest 


strategy is expected to focus on establishing the basic network for nearly
 
the next three years via community
complete household access to water over 


new individual household connections and low-cost shelter
standpipes, with 

projects approved where technically cost-efficient.
 

It is expected that SANAA will request A.I.D. bilateral support for
 

this interim strategy when defined and costed out. To complement this strategy
 
1987-1989
adopted for Tegucigalpa, bilateral HG funds will be used during the 


period to expand the upgrading program to San Pedro Sula and secondary cities,
 

where water is not as severe a constraint, and to finance sewer and limited
 

water projects in low income communities in Tegucigalpa through indepenoent well
 

systems. Starting in mid-1988, when major new water sources will be under
 

construction in Tegucigalpa and the bulk of bilateral financing drawn down,
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SANAA has agreed that full scale extension of upgrading in Tegucigalpa can
 
resume with CABEI financing. The CABEI project, therefore, complements the
 
planned bilateral HG program and Honduran and Mission strategies.
 

Since consumer demand for low-cost housing is strongest in
 
Tegucigalpa, given limited water Supplies in the short term, both the bilateral
 
and CABEI programs will be designed to mitigate further drains on water
 
supplies. Although the planned improvements to the existing water supply system
 
in Tegucigalpa during 1987-1989 will allow only a limited number of new
 
household connections, underground water supplies can be used to provide water
 
to individual housing projects independent of the municipal system. Similar to
 
the design of infrastructure improvements, while the bulk of HG bilateral
 
resources for housing will be drawn down during 1987-1989, the majority of CABEI
 
resources will flow from 1989-1991. Limited investments in housing will be made
 
by CABEI during the period 1987-1989 where water is available on-site,
 
independent of the municipal system, or where the water authority approves new
 
connections.
 

Costa Rica The lack of water distribution systems has been
 
identified by both USAID/Costa Rica and the Minister of Housing as the number
 
one reason why local governments have rejected building permits for low-income
 
housing. USAID/Costa Rica already has financed expansion of municipal water
 
systems outside of San Jose to encourage low-income housing production and has
 
requested that CABEI resources be made available to continue support for
 
municipal infrastructure linked to production of low-cost shelter. 

CABEI funds, therefore, will be used to extend a successful A.I.D. 
bilateral pilot project that has firanced water supply improvements in 
municipalities where low-income housing permits have been rejected. CABEI
 
financing will be specifically tied to municipal commitments to authorize 
low-income housing construction.
 

El Salvador. Both the bilateral A.I.D. Mission and the Salvadorean
 
areas
Government have assigned high priority to domestic water hook-ups in 


without piped water service. CABEI financing will be used to continue a
 
domestic water connection project for the San Salvador area begun with a
 
bilateral HG loan to ANDA, the national water authority. CABEI financing will
 

begin in late 1987, once the current bilateral upgrading program is completed.
 

On the shelter side, resources will be coordinated with and offered
 
first to the new national housing coordinating unit (PRONAVIPO). The Social
 
Housing Fund (FSV), the National Housing Fund (FNV) and IVU (the public housing
 

authority) are other likely clients that have expressed interest in CABEI
 
resources.
 

3. Coordination with Other Donors
 

As was touched on in the previous section, the project team examined the
 

effect other donor activities may have on implementation of the CABEI program,
 
both in terms of institutional absorptive capacity and coordination of
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thorough summary of related donor activities follows.
activities. A more 


a) Housing
 

The multilateral finance institutions, notably the World Bank and
 

not very active in the region with
the Interamerican Development Bank, are 


respect to housing projects. Neither institution plans to offer CABEI any
 

housing assistance. Currently only two housing projects are being carried out
 

a planning 	stage of development.
in the region while two are in 


A sites and services project is currently being
Costa Rica. 

Housing Agency, financed by IDB.
implemented by INVU, the National 


Guatemala. IDB is planning a low-income shelter loan to BANVI, the
 
be in the range of $15
National Housing Bank. The amount of the loan will 


be offered at 2 percent for 40 years with
 million to $50 million. Loans will 


BANVI on-lending the funds to beneficiaries at 8 percent.
 

The German 	aid agency may offer assistance to
El Salvador 

FUNDASAL, a private non-profit agency.
 

The German aid agency is providing about $1 million
Honduras. 

housing, implemented through INVA, the National
annually to finance rural 


Housing Agency.
 

b) Infrastructure
 

Guatemala. 	 The World Bank is preparing a major loan program ($30 to
 
with its
 

fund training, technical assistance and

$40 million) to strengthen the capacity of the Municipality to deal 


urban problems. This loan will 

also help the city improve its property register (cadaster)
equipment. 	 It will 


Both of these elements
 system, and the street repair and maintenance system. 

projects.
are central 	to and complementary of the planned CABEI 


The World Bank is also developing a loan project to improve the
 
That
 

internal management of EMPAGUA, the water authority for Guatemala City. 

fund a "sister


project will provide technical assistance to EMPAGUA and will 


city" exchange program in water management to learn from the experience of
 

other Latin American cities.
 

Guatemala also has under discussion with both the World Bank and the
 
supply of


Interamerican Development Bank long-run financing to increase the 


water to Guatemala City. This supply augmentation is necessary to sustain
 

continued expansion in water service.
 

These loans 	will directly complement the activities proposed to be
 
include assistance in
 financed by CABEI. For example, the World Bank loan will 


updating and regularizing land ownership and land occupancy records while the
 

loan will improve the operation

technical assistance provided through the CABEI 


in collaboration with the cadaster
of the contribucion por mejoras office 


revision.
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Honduras. The Interamerican Development Bank is undertaking water
 
supply expansion projects in Tegucigalpa and seven interior cities. The World
 
Bank has a program of supply expansicn and distribution improvements in San
 
Pedro Sula. IDB is expected to finance both emergency water expansion in
 
Tegucigalpa and construction of a new dam which will augment water supplies.
 
While other international donors are planning investments to increase the
 
overall supply of water in Tegucigalpa, they are not involved in financing
 
extension of water and sewer services to low income families. Thus other" donor
 
projects will complement A.I.D. financed construction of household connections.
 

In the area of technical assistance, the French firm BCEOM is
 
carrying out a comprehensive study of SANAA, the national water authority, for
 
the World Bank. Their work is focusing on: (1) development of a leak detection
 
and water management system; and (2) a top-to-bottom overhaul of SANAA's
 
administrative structure (especially in finances, accounting, and maintenance
 
operations).
 

The Italian Government is preparing a $3.2 million donation to
 
undertake the first detailed hydrologic study of Tegucigalpa's aquifers and to
 
plan a new supply line to Tegucigalpa. The British Government has made a loan
 
that includes installation of water mains and well drilling. All of these
 
projects will help overcome the management and supply constraints which restrict
 
the extension of basic services to individual households.
 

Costa Rica. The World Bank is carrying out a $50 million primary
 
water supply project for San Jose co-financed by the Commonwealth Development
 
Corpcration. This will help augment water supply to the capital region. The
 
Interamerican Development Bank has a $43 million program (lasting until 1989)
 
with the Instituto Costarricense de Acueductos y Alcantarillados for
 
improvements of water and sanitation systems in 20-30 small cities. This
 
program directly complements proposed CABEI activities to finance parallel water
 
improvements in cities where the municipal governments, not AyA, have
 
responsibility for water operations.
 

El Salvador. The Interamerican Development Bank is considering
 
support for water ($20-$30 million), 3nd sewerage ($40-$50 million) projects in
 
the eastern sector of greater San Salvador. The water project would pipe new
 
water supplies to the capital and seek to establish legal regulations regarding
 
rights of water use. If carried out, this project would make possible
 
CABEI-financed household connections in an area where the current lack of water
 
now paralyzes the extension of such services.
 

In summary, with the exception of a potential IDB loan to BANVI in
 
Guatemala, no other international donors are currently financing low cost
 
housing in Central America. As explained more fully in the country program
 
descriptions, for both policy considerations and the issue of absorptive
 
capacity the CABEI program in Guatemala does not envision channeling CABEI
 
resources through BANVI to any significant degree.
 

In the infrastructure arena, large capital flows for both
 
construction and technical assistance are planned by other donors. However, the
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bulk of these resources will finance increases in the overall supply of water,
 

not household connections. Therefore, the planned investments by CABEI to
 

extend services to low income communities is a complementary component and a
 

natural outgrowth of these other donor investments.
 

Technical assistance resource flows to infrastructure agencies in
 

the region are also considerable. Most of these services are designed to
 

improve the overall operation of water authorities. CABEI-financed technical
 

assistance will benefit from these system improvements, but will focus more on
 

the micro operation of management system improvements and cost recovery for low
 

income projects.
 

The Mission, AID/Nashington, and bilateral Missions will, to the
 

extent possible, encourage other donors to support project policy objectives,
 
recovery, market rates of interest, and increased participation
including cost 


of the private sector in the financing and construction of low cost housing and
 

related infrastructure.
 

B. Objectives
 

1. Project Goal and Purpose
 

The goal of this project is to improve the shelter conditions of low
 

income families in Central America. The purpose of this project is to increase
 

the availability of shelter and basic services to low-income Central American
 

families, and to strengthen the existing capacity of CABEI and national and
 

local public and private sector agencies to provide these services.
 

2. Expected Accomplishments
 

This program will address the need to increase and improve shelter and
 
It will
basic infrastructure conditions in the region and promote employment. 


also permit CABEI to continue to supply housing finance to the region, a task
 

which CABEI has carried out admirably in the past. Moreover, it will allow
 

CABEI to provide new financing in the area of small scale infrastructure, which
 

will help alleviate shortages in this area. The new inflow of A.I.D. capital
 
the past three
assistance will help to reverse CABEI's losses prevalent over 


years, thereby permitting CABEI to recapitalize its Housing Fund, and continue
 

to operate its housing and infrastructure loan programs for future generations.
 

Finally, the technical, managerial and policy skills of key individuals
 

in CABEI, as well as the national implementing agencies, will be enhanced as a
 

result of the technical assistance and training component of this program, which
 

in turn will improve the capacity of those institutions to design, finance and
 

implement future projects.
 

Specific expected outputs of this project are:
 

- A total of 155,000 families, almost a million people, will 

be assisted. 10,000 families will have improved shelter. An 
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additional 145,000 families will have gained access to water and
 
sewer services;
 

CABEI will have provided $85 million over a five year period for
 
shelter and infrastructure in the region, thereby helping to
 
assure a steady flow of financial resources to crucial economic
 
sectors;
 

Cash flow projections, based on an influx of $45 million HG, $15
 
million AID Loan and $25 million from CABEI demonstrate that by
 
1990/91, the Housing Fund will have positive net and retained
 
earnings;
 

5 million person days of employment will be directly generated,
 
much of it directed to unskilled and semi-skilled laborers living
 
in marginal neighborhoods;
 

75% of all infrastructure construction will be through the private 

sector;
 

- 100% of all sheiter will be constructed through the private sector. 
- Collections by public shelter institutions will improve by 25%. 

Infrastructure institutions will collect 85% or more of total
 
payments;
 

Lending rates will be revised upward by at least eight financial
 
institutions;
 

Pricing policies will be revised by at least six
 
municipalities/infrastructure institutions;
 

177 person months of technical assistance and 36 training seminars
 
will be provided principally in the areas of financial management,
 
cost recovery, and private sector development;
 

CABEI will have expanded its capacity to finance urban upgrading
 
and small scale infrastructure projects; and
 

Shelter and infrastructure institutions in the region will have
 
improved their capacity to finance, design, and develop
 
environmentally sound and financially viable projects.
 

C. Project Description
 

This is an $89 million project. Funds will be expended over a five year
 
period. The source of funds are as follows: $45 million HG, $25 million CABEI
 
contribution, $15 million A.I.D. loan and $4 million A.T.D. Grant. The
 
projected use of funds is as follows: $42.3 million in housing, $27.7 million
 
for upgrading, $15 million for off-site infrastructure and $4 million for
 
technical assistance and training.
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1. Project Components
 

The project will consist of three interrelated activities, all of which
 
are designed to improve the living conditions of thousands of low income
 
families in the region. One activity will permit CABEI and the various shelter
 
finance and development agencies to continue to supply low cost shelter
 
solutions to poor people. The second activity will give CABEI an opportunity to
 
offer a new supply of funds for small-scale infrastructure in marginal
 
neighborhoods. Finally, the provision of technical assistance and training to
 
CABEI and the national participating agencies will lead to improvements in the
 
capacity of those institutions to continue to serve the needs of poor families.
 
A description of each activity follows.
 

a) The Shelter Component
 

The shelter activity will provide affordable shelter solutions for
 
low income families. CABEI will allocate $42.3 million to be loaned for housing
 
purposes to financial institutions in Guatemala, El Salvador, Honduras and Costa
 
Rica. Costs for shelter solutions are expected to range from $1,200 to $8,500,
 
which will permit the construction of solutions for families with incomes below
 
the median. Based on an average cost of $4,158, approximately 10,000 low cost
 
housing units will be produced. These institutions will in turn finance
 
mortgages for low cost shelter projects designed to serve families whose income
 
falls below the median established in each country.
 

Solutions ranging from basic serviced sites to one bedroom units
 
will be the most probable types of solutions financed. Where self-help
 
techniques are employed, larger units may be built. All units will be designed
 
to permit eventual expansion, thus providing sufficient living space for the
 
average family and an outlet for private individual investments.
 

Participating institutions will include private and public sector
 
financial institutions, development agencies, and builders. Over the 20 plus
 
years, CABEI has been involved in housing in Central America, more than 30
 
institutions have borrowed from CABEI. All the institutions operating in these
 
four countries will be eligible to participate in this project, plus a number of
 
other institutions.
 

In addition to the primary and secondary borrowers, as listed above,
 
private sector developers and builder/contractors will also be involved.
 
Developers will work with financial institutions in the development of purely
 
private sector projects, or with public agencies in the development of turnkey
 
projects. As a condition of this loan, CABEI will covenant that in all cases
 
the projects will be built by private contractors.
 

Projects which maximize the participation of private sector entities
 
will be given priority consideration for funding. The ideal private sector
 
project will consist of a loan from CABEI to a private sector financial
 
institution, which in turn will finance a project designed, developed, built,
 
and in some cases sold by private sector entities. Tf, date, 59 percent of
 

'n
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CABEI's housing loans have been channeled to the region in this fashion. This
 
percentage figure includes loans to savings and loan associations which were
 
funneled through central discount facilities.
 

b) The Infrastructure Component
 

The infrastructure component of the Project will provide basic
 
public service facilities for existing housing that does not have access to
 
drinking water, drainage, waste removal, electricity or roads; and will extend
 
such services to areas where new low-income housing construction has been
 
frustrated by lack of service access.
 

Although the "infrastructure" program has been developed separately
 
from the "housing" program, and will work through different national
 
institutions, the two components share much the same orientation. The housing
 
sub-projects typically will finance integrated site development, with
 
much of the emphasis on water, wastewater, electricity and road access. The
 
final product is the basic housing unit, whose price includes the cost of
 
infrastructure support. In the infrastructure programs, access to capital
 
facilities is the specific product. Capital services will be charged separately
 
for cost-recovery purposes. However, the programs carry the expectation that
 
they will trigger complementary investment in new housing construction and
 
upgrading.
 

Governments have traditionally financed infrastructure capital

investments from a combination of operating and general tax revenues. Long
 
delays in approving tariff increases, severe pressure on national tax revenues
 
and accelerating urban growth have combined to create rapidly growing

infrastructure deficits and large numbers of unserviced low-income neighborhoods
 
each year.
 

This Project aims to demonstrate alternative ways to meet financing
 
requirements for infrastructure. Positive experiences worldwide and two recent
 
programs in the Central America show that on-site investments can be fully
 
recuperated from beneficiaries as is proposed in the Project. Since capital
 
costs of developing major off-site investments, including development of water
 
sources, sewage treatment and generation of electric power have rarely, if ever,
 
been charged directly to individual upper and middle income beneficiaries,
 
social equity, tradition, and severe budget restraints require that resources be
 
provided especially for this purpose. Within the context of the infrastructure
 
component of the project, alternative water and sanitation methods, such as
 
rainwater catchment and water vending and non-water borne sewage systems, will
 
be explored. An experimental approach to water suply, water vending by private
 
individuals, has already been incorporated into the Guatemala program.
 

An extensive analysis (summarized in Annex E) demonstrates a
 
probable excess of demand for resources to be invested on-site, given the
 
availability of a minimum of $15 million in soft resources to finance
 
complementary off-sites. Severe budget cuts in A. I. D. resources dictated a
 
stringent limitation of consideration to only those projects least dependent on
 
off-site investments. Additional resources would relieve this stric' constraint
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to project implementation. Availability of an additional $15 million in
 

(either DA or ESF) would be absorbed easily within the
concessionary resources 

It would also substantially accelerate absorption
original project time frame. 


of planned on-site investments, would expand the number of beneficiaries of
 

least 50,000 and would create over a million days
infrastructure services by at 

Annex H, Scenario IV, describes the financial
of construction employment. 


impact these additional low cost A.I.D. resources would have on CABEI's Housing
 

Fund.
 

c) Country Shelter and Infrastructure Activities
 

I) Costa Rica
 

One of the principal bottlenecks to improving shelter conditions
 
the growing population in
in Costa Rica is the lack of infrastructure to serve 


the San Jose metropolitan region.
 

In Costa Rica, the CABEI project will provide $15 million to
 

IFAM, a municipal development institution, to expand water services in 22
 

secondary cities in order to facilitate low-income housing construction in these
 

communities.
 

a $7.0 million USAID-funded
IFAM is presently carrying out 


project to expand municipal water supplies in eight municipalities. Mission
 
This activity has suffered some
 resources will be fully expended by mid 1987. 


delays, but IFAM has been able to resolve the problems that have arisen and has
 

mounted an administrative apparatus to replicate efficiently projects of this
 

type in the future. Among other steps, IFAM has:
 

- Obtained authorization from the Controller General to use 

private bidding (short lists of qualified bidders) rather 

than public bidding for construction contracts. This is 

critical in speeding project construction. 

- Agreed to have all construction work performed by private 

under the direction of a private supervising company.firms 


- Conducted water tariff studies in the municipalities 	where 
waterprojects are being carried out, to ensure that local 


revenues are raised sufficiently to cover operating and
 
The first study of this type which was
maintenance costs. 


new
completed (for Santa Ana) has been adopted. This 


tariff increased revenue over threefold from $13,692 in
 

1983 to $52,373 in 1985.
 

- Established a special implementing unit within IFAM to 

evaluate projects, supervise construction, and conduct 

tariff studies for A.I.D.-financed water projects. 
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Under its new management, IFAM has demonstrated strong support
 
for the principles of cost recovery for capital expenditures and economic
 
pricing of water services. The executive staff of IFAM has recommended to its
 
Board that IFAM seek an increase from 6% to 10% in the interest rate it can
 
charge municipalities on loans from its own resources and that it move toward
 
market rates of interest in the near future, in order to avoid decapitalization.
 

IFAM has the legal authority to make water tariff increases
 
conditions of its loans to municipalities, and has indicated that it will do so
 
under the CABEI project. All municipal budgets must be approved by the
 
Controller General, who will not grant such approvals unless localities are
 
current in their debt repayments to IFAM and include payments due in their
 
future year budgets. For this reason, IFAM now has, and customarily has, zero
 
(0.0%) past-due loan payments from municipalities.
 

To further the policy goal of increasing low-income housing
 
construction IFAM has agreed to tie loan disbursements under a CABE[ program to
 
the actual granting by a municipality of low-income housing building permits fo
 
projects which previously were blocked because of lack of adequate water
 
supplies.
 

The USAID Mission in Costa Rica has urged a greater private
 
sector management role in handling the contracting of water projects. IFAM has
 
agreed to private sector contracting for the supervision and construction as
 
well as the design of the proposed water projects.
 

IFAM is the traditional source of financing for improvements in
 
municipal-owned infrastructure. The sewer and water systems in Costa Rica are
 
allocated in a historically arbitrary manner between municipalities and the
 
national Instituto de Acueductos y Alcantarillados (AyA).
 

AyA is presently administering a $55 million World Bank/British
 
loan for water systems in the greater San Jose region and a $43.4 million IDB
 
program of local water improvements and supply expansion for secondary cities.
 
These programs are likely to stretch the implementation capacity of AyA for the
 
next four years. Because of these other project activities, it is unlikely that
 
AyA will be able to present eligible projects in a timely fashion and therefore,
 
AyA has not been built into the original program design.
 

2) El Salvador
 

The National Housing Agency, IVU, has expressed strong interest
 
in participating in this program. It has prepared a number of low income
 
housing projects, totaling approximately 5,000 units, to be built over the
 
coming years, for which IVU does not have financing. Although IVU has a
 
considerable backlog of units, its current production has only been about 500
 
units annually. However, IVU has requested assistance in the 'turnkey' method
 
of contracting, which in the case of Honduras increased production by their
 
public housing agency from 500 to 3,500 units annually. With devolution of
 
co .truction responsibilities to the private sector as a condition for
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participation, it is expected that IVU's production capacity can benefit from a
 

similar and dramatic increase through CABEI financing.
 

The FNV is an association of eight savings and loan institutions
 

with over 70 branch offices. The Savings and Loan System has also expressed
 

interest in the program. Although the savings and loan associations were
 

nationalized in 1980, they still maintain their role as a primary provider of
 

housing finance. Recently, they have principally been providers of construction
 
financing, leaving the moitgage financing role to other institutions, mostly the
 

Social Housing Fund, FSV. However, they do provide some long-term financing,
 
and would welcome the opportunity to utilize CABEI funds for this purpose. At
 

their current ceiling of 16 percent interest rates on low income mortgages in
 

the system, rates less than 14 percent are feasible . CREDISA, one of the 

largest saving and loan association, estimates that it alone could absorb up to
 

$4 million in external funds. Two potential drawbacks in dealing with the
 

savings and loan system are the curient high liquidity within the system as a
 

whole and its past disinclination to serve lower income families. Nevertheless,
 
housing
the liquidity situation could change overnight and the high demand for 


plus the fact that the mortgages are sold to CABEI may overcome the S&L's
 
reluctance to work with poor people.
 

PRONAVIPO, the new national social housing coordination agency,
 

was established to provide coordination for the sector and to promote and
 

finance low-cost shelter including upgrading. Tne A.I.D. Mission has provided
 

25 million in colones as a local currency grant (now equivalent to $5 million)
 

as its initial capital and PRONAVIPO is working hard to establish its financial
 

policies and regulations. PRONAVIPO is still a fledgeling organization and
 

understandably believes it has sufficient resources at present. By 1988 or
 

1989, it will probably be interested in expanding its base and possibly would be
 

a CABEI borrower in support of municipal upgrading and progressive housing
 

programs.
 

The largest provider of long term financing for low cost housing
 

is the Social Housing Fund (FSV). Based on a recent evaluaticn of FSV
 

operations, FSV currently generates $18 million of eligible mortgages per year.
 

Its current cost of funds is only 1.5 percent, which it pays on member-employer
 
is $2 million,
contributions. Its monthly receipts from those contributions 


which it invests in housing at an average rate of approximately 7 percent.
 

These soft terms distort the shelter finance market and ignore the opportunity
 

cost of capital. The bilateral AID Mission, therefore, is offering a mix of
 

ESF-generated local currencies and HG financing in return for a package of
 

policy reforms. If this negotiation is s;uccessful, and FSV meets the
 
loans.
requirements for policy reform, FSV would be a candidate for CABEI 


In infrastructure, the CABEI project will provide ongoing
 

funding for a household water connection program initiated under the bilateral
 

HG program in the city of San Salvador. $9 5 million will be provided to ANDA,
 

the national water authority, for the distribution system and for water meters.
 
included in the activity.
Some extension of water mains and pumps will also be 


resources are
CABEI financing will begin in late 1987, once the bilateral HG 


exhausted.
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ANDA is currently operating a household water and sewerage
 
connection program, with bilateral A.I.D. financing, in San Salvador, which in
 
its first phase will involve about $2.1 million. This project got off to a
 
relatively fast start after responsibility for project cost estimation, design
 
supervision, contractor selection, contract negotiations, and project monitoring
 
was assigned to a private firm. The project recently has come to a halt because
 
El Salvador was in arrears on other HG payments and could not receive new
 
funding for the upgrading project. Consequently, there has not been an adequate
 
opportunity to judge ANDA's implementation capacity in practice. Both ANDA and
 
the local RHUDO staff estimate that ANDA, given a regular flow of financing, can
 
support $2-$3 million per year in upgrading projects. The backlog of project
 
demand supports this level of activity.
 

3) Guatemala
 

The commercial barking sector has expressed interest in 
participating in the CABEI progrmm. Given the lack of a savings and loan system 
in Guatemala, commercial banks have attempted to fill the need for mortgage 
finance. 

The well functioning FHA mortgage insurance program has helped
 
to ensure that commercial banks channel financing to the housing sector.
 
However, commercial banks have almost withdrawn from the residential mortgage
 
market, due to the high rate of inflation and the cap on interest rates, both of
 
which made it unattractive to invest in long-term fixed interest rate
 
mortgages. Recent policy changes, however, now permit FHA to insure variable
 
rate mortgages and to accept progressive housing solutions. Therefore, it is
 
expected that commercial banks will reenter the market.
 

The CABEI program is expected to be attractive to the commercial
 
banks. With the increase in the interest rate cap to 14 percent, commercial
 
banks will be able to obtain a better return on residential mortgages. In
 
addition, they will be able to fully discount those mortgaQes to CABEI, which
 
effectively reduces their risk. While commercial banks have been reluctant to
 
finance low income housing, the recent changes in the financial regulation
 
system, coupled with full discounting of mortgages by CABE[, will give these
 
banks the incentive to participate.
 

Commercial banks in Guatemala, including the Banco de
 
Construction and the Banco de Los Trabajadores, have participated in earlier
 
CABEI-financed housing programs, although these programs were directed largely
 
to middle income families. The Banco de los Trabajadores currently is the
 
recipient of a $4 million housing loan. This bank currently has loan
 
applications from developers to finance housing for families whose incomes are
 
effectively below the median. One project, El Quetzal, consists of some 5,000
 
units at an average sales price of $2,592. The bank also is confident that once
 
a line of housing credit is announced, developers would be forthcoming with
 
additional eligible projects. Other banks, including Banco Granai and Townsend,
 
the largest bank in Guatemala, have expressed interest in the program.
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The public housing finance sector is represented by BANVI, the
 
National Housing Bank, which also has been a recipient of housing loans from
 
CABEI. BANVI is presently negotiating with IDB for a new housing loan in the
 
$15 to $50 million range, which would be directed to low-income families.
 
Assuming this loan is approved in November 1986 as BANVI hopes, BANVI may not
 
participate in this program since the interest rate on the IDB loan is 2
 
percent, with lending rates to beneficiaries at 8 percent, lower than the
 
expected CABEI rate.
 

The infrastructure projects iiiGuatemala will be carried out by
 
two institutions: the Municipality of Guatemala and EMPAGUA. Both are competent
 
organizations with experience in the administration of foreign loans.
 

The Municipality of Guatemala is the strongest local government
 
in Central America. It has had a forty year history of relatively effective
 
local administration. Its urban infrastructure and local services compare
 
favorably with those of other Latin American cities of its size (1.4 million
 
population).
 

EMPAGUA, the city's water authority, was created in 1972, as an
 
independent, "business-like" organization to address the water needs of
 
Guatemala City. It has strong leadership and enjoys a good reputation.
 

The urban infrastructure aspect of this project will fund three
 
activities in Guatemala City. The first will fund material support for an urban
 
upgrading activity in 55 of the poorest slUm areas of the city. This activity
 
designed by CARE will, using CABEI resources and self-help Food for Work
 
Support, help these communities construct needed drains, sewers, retaining
 
walls, walkways, garbage deposits and improved public water facilities. $1.5
 
million will be provided for this activity to be administered by the
 
Municipality of Guatemala and CARE.
 

The second activity will fund the paving of 67 km of streets in
 
lower middle class areas of Guatemala City. These are older settlements which
 
now have water, sewers and other basic infrastructure. Street paving will
 
provide a significant upgrading for these communities. $3 million will be
 
provided to the Municipality of Guatemala for this priority activity.
 

The third activity will enable the water authority in Guatemala
 
City, EMPAGUA, to extend the water system to virtually all of the presently
 
unserved poor neighborhoods of the city. $4.5 million will be provided to
 
EMPAGUA to extend water lines and install public water taps in these
 
communities. Water from these taps will be sold to nearby neighbors by a local
 
store or through a cooperative arrangement among the neighbors themselves.
 

4) Honduras
 

The National Housing Agency, INVA, will be an active participant
 
in CABEI's housing program. In the past, INVA was a major borrower of CABEI
 
funds, and currently has a number of projects ready for financinq.
 

"51
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The savings and loan associations will also continue to
 
participate in CABEI's housing loan programs. Although the overall system has
 
suffered due to a number of ill advised project investments and the demise of
 
FINAVI, the regulatory and insurance agency for the system, the associations
 
have continued to finance housing although at reduced levels. The current 19%
 
interest rate on loans has resulted in reduced demand, although the associations
 
indicate that if interest rates were reduced, they would be able to move
 
significant amounts of funds. Currently the government, through FOVI, the new
 
discount facility, is making funds available at 10% to the savings and loans,
 
which in turn are lending these funds at about 14%. Assuming a spread of up to
 
4 points, the S&L's are receptive to receiving funds at 9 to 10 percent interest
 
from CABEI. In recent discussions with two private S&L's, Futuro and La
 
Vivienda, both were enthusiastic about the new program and had eligible projects
 
ready to finance.
 

FEHCOVIL, the National Cooperative Housing Agency, has
 
previously borrowed from CABEI for housing purposes. At the present time,
 
FEHCOVIL has received 6 applications to finance 433 units of low income housing
 
for a total investment of $2.2 million.
 

The Honduras infrastructure program will be implemented through
 
the Municipal government of Tegucigalpa, in collaboration with SANAA, the
 
national water authority.
 

The Municipality already is well organized to develop, promote,
 
and supervise the type of water and sewer connections contemplated. The Project
 
Implementation Unit of the Municipality has successfully designed and executed
 
38 subprojects under the bilateral HG-financed Urban Upgrading Project. The
 
unit has completed approximately 2,500 water or sewer installations per year,
 
which also is the rate of completion foreseen under CABEI financing.
 

In Honduras, the project will fund water and sewer connections
 
in the marginal communities of Tegucigalpa and other improvements determined to
 
be of high priority by eligible communities. $9.2 million will be provided to
 
SANAA, the national water authority to provide approximately 10,000 households
 
in these poor neighborhoods with water and sewer connections. Both household
 
connections and public water taps will be used.
 

Table 1 summarizes the financial inputs by shelter and
 
infrastructure activities, and by estimating the average cost per solution in
 
each country, calculates the probable number of solutions that can be provided.
 
Given that each solution is expected to assist one family, 155,173 families in
 
the region will benefit from this program.
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TABLE 1*
 

Shelter and Infrastructure Solutions
 

Cost Per No. Of 

Investment ($) Solution ($) Solutions 

Costa Rica 
Shelter 
Infrastructure 

N/A 
15,000,000 

N/A 
1,250' 

N/A 
12,000 

El Salvador 
Shelter 14,000,000 3,300 4,250 

infrastructure 9,500,000 630 13,000 

Guatemala 
Shelter 14,500,000 4,500 3,240 

Infrastructure 9,000,000 130** 70,000 

Honduras: 
Shelter 13,800,000 5,140 2,683 

Infrastructure 9,200,000 185 50,000 

All Countries 
Shelter 42,300,000 10,173 

Infrastructure 42,700,000 145,000 

million in AID loan resources
(Infrastructure investments include the use of $15 

are 	no direct
to finance off-site infrastructure improvements for which there 


beneficiaries.)
 

* Unlike upgrading in other countries where some services exist, i.e.
 

distribution lines to sites, installation of basic services in the
 
to currently unoccupied parcels where there
municipalities of Costa Rica will be 


higher.
is no installed infrastructure. For this reason, average costs are 


taps.
** Cost of installation of community water 

d) 	Training and Technical Assistance Component
 

Capital, human and institutional constraints must all be addressed
 
The CABEI project will help achieve
in order to achieve the Jackson Plan goals. 


these goals by providing:
 

--	 financing to increase the availability of these solutions and 

services; 

assistance and training to expedite implementation
technical 

of this project; and
 

the 	policy
technical assistance and training to focus on 


issues that confront both the bilateral programs and the
 

CABEI project.
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i) Training and Technical Assistance Mechanisms
 

The specific characteristics of both the technical assistance
 
and training programs are briefly described below.
 

The training component consists of three sub-components:
 
regional and national training, on-the-job training and U.S. training.
 

The first sub-component of the training strategy for
 
Central America will focus on regional and national training activities
 
sponsored through INCAE. INCAE, the Central American Business Administration
 
School, was founded in 1964 with the assistance of Harvard University. In
 
addition to its regular two year academic program, INCAE has sponsored, often
 
with AID financial assistance, seminars dealing principally with private sector
 
management and banking.
 

INCAE's two strongest areas - finance and management - can
 
fairly be described as the weakest areas of many of the regional shelter and
 
infrastructure institutions. INCAE has also recently been developing a strong
 
capacity to assist regional decision-makers to examine macroeconomic and
 
monetary issues.
 

For this reason, the Regional Housing and Urban Developmint
 
Office for Central America chose INCAE to develop and implement a regional
 
training program for shelter and Urban development officials. Since 1985, INCAE
 
has designed and implemented a regional training seminar on housing and urban
 
development policies and a series of national seminars dealing with housing

finance and urban development. In the implementation of these seminars, INCAE
 
has proven particularly effective in two areas. The contacts that INCAE has
 
developed in each of the countries has served to attract a larger, more
 
high-powered group of private sector actors in the shelter sector than has been,
 
seen in past AID-sponsored seminars. The expansion of AID's client base in the
 
private sector has been one of the advantages for AID in working with INCAE.
 
Secondly, INCAE also fortunately proved to be flexible in adjusting its program
 
to incorporate evolving problems in the region, to focus on specific
 
implementation problems and to adjust its program to suit needs identified by
 
the participants.
 

Utilizing case studies to provoke discussions, the seminars
 
have proved to be highly successful in addressing national policy issues.
 
INCAE's technique of exposing decision-makers to the facts and the theoretical
 
and historic advantages and disadvantages of alternate policies has been more
 
effective, especially with high-level decision-makers, than any other approach
 
to date.
 

In this project, INCAE will also provide mid-level training

in finance and management to the officials and private sector managers who will
 
make or break project implementation. This training will emphasize improved
 
program and financial management for infrastructure project managers. INCAE
 
will also provide more specialized courses in finance designed to assist private
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and public finance institutions lending long-term for shelter to address methods
 
of competing with commercial banks, the challenges of savings mobilization and
 
the risks involved in long-term lending in Central America. Through its
 
seminars, INCAE will also address the key infrastructure and housing policy
 
issues in the region.
 

INCAE combines rigorous academic standards, a keen sense of
 

the need to apply research to the re ion's problems, and an awareness of the
 
pragmatic implications of applying its development theories to practice. The
 
effective integration of INCAE within the program will not only provide a
 
high-powered, clearly structured and integrated training program, but will
 
expand the regional institution's understanding of, and capacity to respond to
 
shelter and urban development problems.
 

Coordination of INCAE's programmed activities will be the
 

responsibility of the Regional Housing and Urban Development Office, the
 
long-term training/organizational development advisor, INCAE and its national
 
training coordinators and CABEI. Planning meetings will be undertaken between
 

CABEI, RHUDO and INCAE to plan each yearly program.
 

Because of INCAE's previous experience in implementing
 

shelter and urban development training, their success in mounting these
 
seminars, the desire to bolster existing regional institutions, and the lack of
 

other regional institutions to assume this function, RHUDO will enter into a
 

cooperative agreement with a single entity, INCAE, to provide training under
 
this regional program.
 

The focus of on-the-job training will be in the area of
 

municipal management. The objectives will be to select candidates who are
 
currently in charge of specific municipal services and send them to work with
 
either a U.S. or a Latin American municipality which is currently grappling with
 
similar problems or has developed a creative and practical solution to a similar
 
problem. Existing linkages between U.S. and Central American cities will be
 
strengthened and similar relationships will be fostered for sponsoring
 
on-the-job training in the more advanced Latin American countries.
 

The objective of training in the U.S. will be to develop
 

specific individual skills which are in short supply in the region and which
 
cannot be provided regionally in a timely manner. Areas currently targetted for
 

U.S. training include management of urban services, personnel management and
 
internal staff development programs, environmental planning and design, mortgage
 
finance, construction olanning and financial management.
 

Candidates for U.S. training will be selected from among
 
the senior staff of shelter and urban development institutions based upon their
 
commitment and the potential to effectively use and transmit the specialized
 
skills learned. Language training will be provided in-country prior to
 
departure if required.
 

The objectives of technical assistance are twofold: 1) at
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the project level, technical assistance will be designed principally to expedite
 
project implementation and production and to improve environmental controls; 2)
 
at the policy level, technical assistance will be designed to set the general
 
policy framework and goals to be achieved in order to provide a strengthened
 
presence in the region to bolster RHUDO/CA's policy dialogue. Technical
 
assistance will take two forms: short-term experts and long term resident
 
advisors.
 

The financing of long term resident advisors will be
 
especially important in developing a more systematic approach to the achievement
 
of project goals and objectives at the project, program and policy levels ill
 
each of the four countries. The resident advisors will be responsible for
 
assisting in: 1) implementation of the specific steps required to achieve the
 
policy agenda established by the RHUDO, the Missions and ROCAP for each country
 
and CABEI; 2) identifying tasks and experts required to achieve specific
 
changes; and 3) ensuring the effective coordination of the technical assistance
 
and activities at the project, program and policy levels. The three long term
 
resident advisors attached to RHUDO will include an Urban Development Advisor, a
 
Housing Finance Advisor, and a Training and Institutional Development
 
Specialist. A fourth expert in betterment taxation will be assigned to work
 
with the Municipality of Guatemala and will be available for consultation. For
 
further details on technical assistance and training see Annex K.
 

ii) Technical Assistance and TraininqBudget
 

The total budget required for the training and technical
 
assistance program over the five year project period is $4,710,000. Of this
 
total, $4,000,000 will be provided from A.I.D. Grant Funds, $610,000 from the
 
RHUDO's training and technical assistance budget, an estimated $25,000 already
 
programmed through the Regional Economic Recovery project (596-0114) for
 
environmental training for CABEI personnel, and $75,000 will be requested from
 
the Water and Sanitation for Health project (NASH) to finance technical
 
assistance in areas such as leak detection, cost recovery and alternative water
 
and sanitation technologies. The budget breakdown is as follows:
 

1. 	Technical Assistance ($O00s)
 
a) Long Term Resident Advisors 2,105
 
b) Short Term Assistance 915
 
c) Technical Workshops 250
 

2. 	Training
 
a) INCAE Training Program 897
 
b) On-the-Job Training 186
 
c) U.S. Training 152
 
d) CABEI Environmental Training 105
 

3. 	Project Evaluation ]00
 

TOTAL 	 $ 4,710
 

rl\ 
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Grant Disbursements by Source
 
of Funds for Each Fiscal Year
 

1987 1988 1989 1990 1991 TOTAL 
CABEI Project 

funds 1000 1238 927 785 50 4000 
RHUDO 175 160 125 150 - 610 
ROCAP* 25 - - - 25 
NASH - 25 25 25 - 75 

1200 1423 1077 960 50 4710
 
* Regional Economic Recovery Project (596-0114) 

2. Project Demand
 

CABEI has received applications for loans from housing finance and
 
development agencies throughout the region. A number of these applications have
 
been processed and deemed eligible for CABEI financing if and when funds are
 
available. Other applications have been received but are still being assessed.
 
All applications were received prior to June 1985. While the unit prices need
 
to be updated due to inflation, the basic demand for low-income housing is
 
demonstrable. The figures show the following:
 

Approved Projects
 
Country Projects under Study
 

Projects Units Project Units
 
Costa Rica 3 230 19 1,697
 
El Salvador 4 1,656
 
Guatemala 3 211
 
Honduras 8 13,484 18 3,488
 

Total 15,581 5,185
 

During the preparation of this project, additional information on
 
prospective low-income projects was obtained. The savings and loan system in El
 
Salvador identified 6 projects totaling 6,408 units of low-income housing for
 
which financing is not available now. FEHCOVIL in Honduras is seeking financing
 
for 433 units of low-income housing. FENACOVI, in Guatemala has pending 11
 
projects totaling 922 units, all of which will be built for low-income
 
families. Conversations with public and private finance institutions in the
 
region indicate that additional projects will be forthcoming once CABEI
 
announces the availability of financing.
 

Both at the PID and Project Paper stages, RHUDO/CA and
 
consultants discussed in the field .with potential implementing agencies, central
 
government authorities, and Central Banks, the effective demand for
 
infrastructure project financing that was identifiable at the domestic currency
 
interest rates foreseen in each country. The results of these country analyses
 
are included in Annex E. The analyses show that there is probable excess demand
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for the infrastructure financing, and that therefore CABEI will be able to move
 
funds while selecting projects that carry strong policy commitments.
 

3) How Project Implementation Will Address Policy Objectives
 

Policy objectives have been identified for CABEI, housing finance
 
institutions and infrastructure agencies. For all participating entities, the
 
focus will be on private sector participation, cost recovery and improved
 
financial and program management. However, the specific strategy to be pursued
 
under each of these rubrics will vary depending on the institution.
 

In CABEI, private sector participation will be encouraged through CABEI's
 
loan contracts with implementing institutions. In these contracts, CABEI will
 
insert a clause requiring housing finance institutions to contract with the
 
private sector.
 

The main focus of policy changes related to CABEI, however, revolve around
 
improvements to financial and program management. In this regard, policy
 
objectives include adoption, and more importantly, implementation of interest
 
rate policies by CABEI that recognize the need to recover the cost of borrowing
 
and eliminate portfolio delinquencies. Policy objectives in CABEI's program
 
management include streamlining the decision making process by reducing approval
 
time and delegating more authority to field personnel.
 

In addition to contracting with the private sector for all housing
 
construction, working with national governments and individual housing finance
 
institutions, the project will also stress the need to focus on the low income
 
market, to mobilize domestic savings and to reduce delinquent payments by
 
beneficiaries. Delinquencies are a particular problem with public housing
 
finance institutions. For this reascn, CABEI will explicitly require a
 
commitment from borrowers to pursue fjll cost recovery. The project will
 
increase private sector participation by channeling the bulk of housing
 
resources through private sector entities.
 

Policy objectives of the infrastructure component will typically require
 
more change on the part of implementing institutions than the housing finance
 
component. Therefore, projects using A.I.D. loan funds will be approved for
 
project financing where they strongly and directly reinforce changes in policy
 
consistent with USAID, RHUDO and Mission objectives. Because of this, the
 
initial round of project selection in each country will be performed jointly by
 
CABEI and RHUDO/CA.
 

After the first round of lending is approved, as a condition to future
 
infrastructure loan approvals, CABEI will present for RHUDO approval the project
 
selection criteria they will use. This will ensure that AID/RHUDO policy
 
objectives are incorporated into the CABEI infrastructure program without
 
requiring constant monitoring by RHUDO. In addition, it will create in CABEI an
 
institutional capacity to incorporate needed policy changes into its own lending
 
policies.
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Since infrastructure projects vary considerably by country, the key policy
 
objectives to be pursued are highlighted here. In Tegucigalpa, Honduras, the
 

cot recovery design appears good but actual performance is not satisfactory.
 
The current program faces a 55% delinquency rate on billed charges, and many
 
beneficiaries have never made payments. A.I.D. has provided technical
 

assistance to help install an automated billing system, which now is in
 

operation. It is probable, however, that further technical assistance will be
 

required, especially as concerns effective and socially acceptable collection
 
techniques. DIMA, the San Pedro Sula water authority, has successfully applied
 
a policy of water cut-off to households whose payments are badly in arrears.
 
SANAA has stated its intention to pursue a similar policy and the project will
 
encourage it to do so.
 

In El Salvador, ANDA currently constructs all upgrading projects with
 
private construction firms under a private supervising firm. However, current
 
management believes that ANDA itself can perform the coordination, design,
 
cost-estimation, and contract award functions formerly assigned to a private
 
coordinating company. This matter will have to be negotiated so that
 
CABEI/RHUDO either is satisfied with the administrative and contract management
 
capacity of ANDA staff or a return to the previous arrangement of virtually 100%
 
private sector direction and management is agreed upon.
 

The concept of direct charges for the capital costs of water hook-ups has
 

been accepted by community groups and community residents in San Salvador, even
 

at 14% interest rates. However, to date there has been no repayment
 
experience. Policy dialogue in the El Salvador upgrading project will therefore
 

stress cost recovery and private contracting.
 

The success of the three activities proposed for funding by CABEI in
 

Guatemala depends heavily upon the cost recovery systems which accompany each
 

activity. The cost recovery system of the Municipality is based primarily on
 

its "Contribution for Improvements" system. The office in the Municipality
 
which administers this system, in collaboration with the Municipal cadaster
 

office, determines the increase in value to an individual property which will
 

result from the public work to be constructed. The property owners who benefit
 

from the project then are billed on a monthly basis for a given period to
 

recover the costs of the project. Payments are scaled proportionally to
 

estimated benefits, e.g. on a front footage basis for road paving.
 

This system has worked particularly weli for recovering the costs of
 

streets, sidewalks and other public works in middle and upper class
 
A similar system has worked in poorer neighborhoods
neighborhoods of the city. 


in times of emergency such as the recovery from the 1976 earthquake. The CABEI
 

projects will provide the basis for strengthening the application of this system
 

for urban infrastructure in poor neighborhoods.
 

Technical assistance and training will be necessary to improve the
 

effectiveness of the "Contribution for Improvements" system especially as it
 

applies to improvements in poorer neighborhoods, where land registry now is weak.
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In Costa Rica, policy initiatives include devolution of more responsibility
 
to the private sector, increasing water tariff rates, moving to market interest
 
rates for infrastructure improvements and directly linking infrastructure
 
improvements to low-cost housing.
 

As stated previously, the principal policy objectives are to promote greater
 
private sector involvement, to improve cost recovery and to improve program and
 
financial management. A combination of project conditions, technical
 
assistance, and project monitoring have been developed to ensure these policy
 
objectives are attained. The following chart illustrates the linkage between
 
the policy agenda and technical assistance and training.
 

Technical
 
Assistance and
 

Policy Objective Trainiqj Inputs Policy Outputs
 

1. Promote greater
 
private sector involve
ment
 

a) expand the use of Technical assistance 100% of publicly
 
"turnkey" housing produc- to public housing financed housing
 
tion systems which require authorities to improve projects are
 
the private sector to and clarify public built by the pri
obtain sites, all permits contracting systems and vate sector.
 
and construction financing to expand the use of Production in

"turnkey" contracts. creases in coun
tries where turn
key systems are
 
adopted.
 
Project comple
tion expedited.
 

b) improve the de- Workshop on computer Participation of
 
sign of private sector design of housing pro- private devel
projects to reduce costs jects for private pro- opers in low-cost
 
and to illustrate the moters and Camaras de housing projects.
 
,profitability of low cost Construccion. Increased number
 
housing projects for the Site visits for devel- of private deve
private sector. opers to low-cost hous- lopers designing
 

ing projects, workshops lower cost
 
for private developers projects.
 
on use of local materials
 
to reduce costs.
 

c) promote or im- TA to assist in creating Increased housing
 
prove specialized private specialized finance insti- production finan
sector shelter finance tutions. TA to improve ced by the private
 
institutions, national housing finance sector.
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Policy Objective Inputs Policy Outputs 

policies which support 
private sector shelter 
institutions. 

d) encourage public TA to public sector 75% of all infra
sector infrastructure agencies on benefits de- structure cons
agencies to contract with rived from private execu- truction carried 
the private sector for de- tion of construction con- out by the priv
sign, construction and tracts. Site visits to ate sector. At 
supervision. Costa Rica where IFAM is least three pub

already carr'ing out such lic infrastruc
a program. Resident Ad- ture agency 
visor to monitor com- contracts with 
pliance with CPs. the private sec

tor for the de
sign of projects. 

2. Cost Recovery 

a) reduce delinquen- TA and training to im- Collections in
cies in public sector prove monitoring and creased by 25%. 
shelter institutions collection systems 

through U.S. training, 
b) improve private on-the-job training and 

institution financial seminars to improve 
management. portfolio management. 

CABEI requires borrower 
commitment to full cost 
recovery. 

c) revise interest Seminars on cost recovery, Interest rates 
rates. and housing policy, and revised upward 

services of long term by at least 8 
finance advisor, financial insti

tutions. 

d) Introduce more Technical workshops on Revised cost 
effective techniques cost recovery mechanisms. recovery or pric
for cost recovery, improve Technical assistance, in- ing policies will 
collections, revise tariff cluding Guatemala PSC, to be implemented by 
ratps, increase recupera- improve cost recovery at least 6 infra
tion of full costs within within individual institu- structure insti
public infrastructure tions, policy seminars on tutions. Col
agencies. cost recovery, services of lections main

long-term finance advisor tained at 85% or 
and urban development ad- better for infra
visor, and on-the-job structure insti
training, U.S. training. tutions. 

1A
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Policy Objective 	 Inputs 
 Policy Outputs
 

3. Program and
 
Financial Management
 

a) improve environ- Services of environ-
 Greater con,sider
mental controls and 	 mental expert to work 
 ation of envir
project design 
 with CABE! and imple- onmental impacts
 

menting institutions in project design
 
to improve environment- and implementa
al guidelines, short- tion.
 
term training and tech
nical assistance to im
plementing institutions
 
to improve environmental
 
design; US training,
 
where appropriate, train
ing and technical as
sistance to CABEI to
 
improve environmental
 
monitoring.
 

b) CABEI revises 	 Technical assistance and CABEI adopts

financial policies to 	 training to update finan-
 revised interest
 
ensure Housing Fund cial projections and rate policy.

remains health 
 monitor operational costs.
 

c) CABEI improves Short-term technical as-- CABEI adopts

ability to manage sistance and use of urban guidelines for
 
shelter and infra-
 advisor to promote de-	 delegating

structure projects 	 centralization, streamline responsibilities
 

operations, and incorporate to the field;
 
policy considerations into infrastructure
 
infrastructure project selection
 
selection. 
 criteria devel

oped by CABEI,
 
approved by
 
RHUDO, and moni
tored by CABEI.
 

d) design infra- Technical assistance Beneficiaries
 
structure projects that 	 provided to improve 
 repaying imple
are socially sound. 	 affordability analysis menting insti

and social promotion. tutions.
 
Technical assistance
 
provided to examine
 
alternative technologies
 
for water supply and
 

nif4nn
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4) Private Sector Participation
 

Although dealt with in the context of individual country program
 
descriptions, efforts to involve the private sector merit special attention.
 
The following matrix with an accompanying explanation provides a regional
 
overview of private sector involvement in the CABEI Program.
 

Construction Financing
 
Infrastructure 75% private sector majority public sector
 
Housing 100% private majority private sector
 

a) Infrastructure
 

In the area of financing, both at the PID and PP stage, the project
 
team made a concetted effort to examine both the possibility of assisting
 
existing private sector water and swer authorities and of creating new private
 
entitites.
 

As to the first possibility, there is currently only one small private
 
sector water authority (in Guatemala). Because of its size it cannot realize
 
economies of scale required even to maintain, let alone expand its operation.
 
Poor management has also plagued this company. They are going bankrupt and plan
 
to sell their operation.
 

As to the second option, creating new private water and sewer
 
authorities would duplicate existing operations, absorb an inordinate amount of
 
limited technical assistance funds, and because of economies of scale, could not
 
be competitive with existing large scale public authorities without subsidies
 
into the forseeable future. Because of the need to realize economies of scale,
 
even in the United States purely private water and sewer companies are not that
 
common. The project will, however seek opportunities to award contracts to the
 
private sector for additional management and maintenance functions such as
 
repair of leaks, maintenance of meters and collections.
 

In the area of construction, 75% of the infrastructure investments will be
 
contracted with the private sector and supervised by the private sector. This
 
represents a considerable achievement of AIO over past practices and reflects
 
the continuous policy dialogue that has occurred in the region to reduce public
 
sector payrolls, to strengthen private sector involvement and to expedite
 
project implementation. In the context of this project, it will promote the
 
devolution to the private sector of the design of infrastructure projects as
 
well.
 

b) Shelter
 

Although we would prefer to propose that all shelter units would be
 
built and financed by the private sector, two factors mitigate against such a
 
statement. First is the absence of private sector institutions in some
 
countries, second is the reticence of some private sector institutions to
 
service the client group. Both limitations have been examined in detail.
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Not all countries currently have private sector shelter finance
 
institutions. In the case of Guatemala, there are no private sector savings and
 
loan associations. In the 
case of El Salvador, the government nationalized the
 
savings and loan system in 1980. 
 In Costa Rica, the USAID Mission is already

planning to provide considerable resources over the next five years to a new,

privately managed national mortgage bank. Therefore, proposing to channel CABEI
 
resources exclusively to the private sector would severely limit the number and
 
variety of institutions which could participate, the level of production which
 
could be achieved, employment, and the equitable distribution of resources to
 
lower inrome clientele.
 

This does not imply that the project is not or will not continue to
 
promote in the future greater private sector participation. In the case of
 
Guatemala, the project will target to private
resources 	 sector commercial
 
banks. In El Salvador, there are neither private sector savings and loans 
nor
 
private sector commercial banks. 
 Since it is not in the overall interest of
 
U.S. policy in the next five years to ignore El Salvador completely in pursuit

of a purely private sector lending policy, our program in El Salvador will
 
funnel the majority of resources to quasi-private entities - the Social Housing
 
Fund and the savings and loans.
 

In Costa Rica, the limitations are absorptive capacity and coordination
 
with 'ISAID Mission objectives. The Mission is already providing $50 million to
 
support private savings and loans. The CABEI program in Costa Rica focuses on
 
the principal bottleneck to expanded private sector shelter lending; the lack of
 
infrastructure in the burgeoning small towns surrounding San Jose.
 

In Honduras, a second limitation to increasing private sector
 
participation is evident; the reticence of the private sector to produce a large

volume of units affordable to the client group. Honduran S&L's generally have a
 
mismatch of liabilities and assets. Similar to the crisis recently faced by

U.S. savings and loans, short term payments exceed the stream of long term
 
income flows from fixed interest rate mortgage repayments from borrowers. In
 
the past, the S&L's have resisted involvement in low-cost shelter. With the
 
long-term resources to be made available under this project and the bilateral
 
program, the project expects to overcome this resistance to serving low income
 
families.
 

In summary, the following private sector initiatives will be
 
undertaken:
 

1. 	All new shelter units will be constructed by the private sector.
 
2. 	75% of infrastructure work will be constructed and supervised by
 

the private sector.
 
3. 	The project will encourage the private sector to assume
 

responsibility for construction, supervision, as well as design
 
of infrastructure projects.
 

4. 	The private sector will be encouraged not only to design and
 
construct shelter projects financed by the public sector, but to
 
assume responsibility for the sale of these new units.
 

QY 
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5. 	Preferential treatment will be given to affordable projects
 
presented by the private sector.
 

6. 	Technical assistance and training will be provided to private
 
sector developers and construction industry organizations to
 
encourage them to design more affordable units and to convince
 
them that a viable low income market exists.
 

7. 	In Honduras, technical assistance will be provided to S&L's in
 
portfolio management and domestic savings schemes.
 

8. 	Technical assistance will be provided in Guatemala to promote the
 
creation of a specialized shelter finance system.
 

9. 	The adoption of market interest rates will be promoted in all
 
countries and a concommitant reduction in unit costs so that the
 
private sector can service the client group and still make a
 
profit.
 

In short, without abandoning a commitment to service below median
 
income families, the CABEI project has been designed to promote maximum private
 
sector participation.
 

5. Institutional Absorptive Capacity
 

During the period 1981-85, CABEI financed $112 million of housing
 
projects. The proposed project calls for financing $40 million over a similar
 
time frame; slightly more than one-third of CABEI housing finance activity in
 
the first half of the 1980's. The inclusion of $45 million for financing
 
infrastructure brings the total to $85 million, which is still significantly
 
less than the previous level of activity. This comparison does not take into
 
consideration the effect of inflation, which would indicdte that the physical
 
accomplishments will be less under the proposed project. Assuming that the
 
institutional capacity of CABEI remains at the same degree of competency as in
 
the 1980's, the absorptive capacity of CABE[ to implement the project is more
 
than sufficient.
 

At the national level, Central Banks and Ministries of Finance have
 
responded enthusiastically to the possibility of new financing through CABEI.
 
They have also been taking concrete steps to move HG bilateral pipeline
 
resources.
 

The Honduran Minister of Finance recently visited the A.I.D. Mission to
 
request speedy negotiation of the outstanding $35 million HG authorization. The
 
draft agreement was provided in September 1986. Negotiations should take place
 
by mid-October and the initial disbursement by February 1987. In Guatemala, the
 
Banco de Guatemala is in the midst of its final review before signing the $10
 
million private sector program and has already requested additional resources.
 
Borrowing should take place in the first half of 1987. In El balvador, the
 
Ministry of Plan has resolved GOES HG payment problems which impeded
 
implementation and is pushing ANDA, the national water company to liquidate its
 
advances. Meanwhile, ANDA is aggressively seeking immediate financing for a
 
follow-on program described under this project. The Ministry of Plan is also
 
supporting acceptance of a major Social Housing Fund (FSV) package of HG
 

/
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resources, ESF local currency generations, and policy reform. When this package

is approved, the FSV can be expected to absorb at least $12 million annually.

The Implementation Agreement is signed for HG-006 C. Full disbursement
 
borrowing should take place in early 1987. 
 If FSV performs as expected, the
 
Mission and RHUDO will negotiate the Implementation Agreement for the final
 
tranche of HG-O06 in 1987 and expects to disburse by early 1988. The Costa Rica
 
Central Bank is ready to borrow the final $6 million for its private sector HG 
program. Thus in all countries, serious efforts are now underway by both RHUDO 
and the respective host governments to utilize remaining HG bilateral 
resources. The reasorns for this sudden interest by host country governments are 
twofold.
 

Central Banks and Ministries of Finance interest in near-commercial rate
 
resources flagged for a period when Central American governments perceived that
 
U.S. policy would support apparently unlimited increases in soft resources.
 
They have now gained a more reeaiistic appreciation of potential U.S. financial
 
support. U.S. interest 
rates have also become more attractive so that central
 
authorities and implementing institutions alike 
are drawing down currently

available funds and looking for more.
 

Elsewhere, this document presents projections of utilization by

implementing institutions of the resources requested under this project. These
 
projections are conseratively based on past performance by CABE[ and
 
implementing institutions for identical or similar programs. These projections

take into accoLint bilateral A.I.D. and other donor resources. Because of these
 
other resource flows, some agencies have not been included although they want 
to
 
be, while in other instances, CABEI resource flows will be drawn down after
 
bilateral flows nave been exhausted. 

Large resource flows to be provided by IDB in Honduras, and IBRD in 
Guatemala and El Salvador are designed to increase the overall supply of water
 
or to improve management by watei authorities. Thev are not designed to finance
 
extension of services to communities or households by other donors. Thus these
 
investments will complement the investments contemplated under the CABEI
 
program. Water agencies view the CABEI financing as essential to their ability
 
to be able to recover the costs of these capital investments and to be able to
 
distribute the benefits promptly to those families now without service. By

contracting out to the private 
sector both the design and construction of the
 
major capital investments and distribution systems to bring water and sewer
 
services to beneficiaries, public agencies have the capacity to handle both
 
types of projects simultaneously.
 

A parallel regional shelter program which provided financing to the
 
Cooperative Housing Foundation for activities in Central America has 
now
 
committed the majority of its resources. Specific program activities are
 
expected to increase regional absorptive capacity by their contribution to
 
strengthening existing private 
sector entities and support of the formation of
 
new shelter institutions such as credit unions and cooperatives. As the scale
 
of these activities to date has been small, the analysis of absorptive capacity

has not relied on these activities. However, they will be considered for
 
eligibility under the program.
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In summary, project design directly addresses the issue of absorptive
 

capacity through its offer of resources at a time when they are perceived to be
 

an institution which has had
needed, the regional approach which builds on 


considerable success in the past in moving resources, the private sector agenda,
 

and the variety of institutions which can be considered foy financing.
 

6. Development Process
 

a) Housinq
 

to the
The development process whereby the funds flow from CABEI 


potential homebuyer will vary depending on the institutional framework and
 

The first step in this process requires CABEI to
policies in each country. 

terms and conditions
 prepare a set of deveiopment guidelines which sets out the 


for loans, eligible institutional borrowers, types and cost of shelter
 
information


solutions, income limit for beneficiaries, in short, any and all 


that is required by a developer or financial institution to determine whether to
 

the development process will differ

participate in the program. However, 


slightly depending on whether the primary implementing agency is a private or
 

public institution.
 

When the implementing agency is a public institution, the agency
 

the role of dveloper as well as financial intermediary. The

typically assumes 


which it submits to

authority or bank prepares a preliminary project proposal 


CABEI for approval. Once the project is conditionally approved by CABEI, the
 

the final plans and a private construction contract is

authority prepares 


be obtained locally, either from the

awarded. Construction financing will 


from another financial
public institution's internal financial resources, 

In thp event construction financing is not
institution, or from the government. 


locally, CABEI may authorize a construction loan.
available 


Public housing institutions will employ the turnkey system whereby
 

private sector firms, both financial and develupme;tal, undertake prinary
 

the authority relegated to one of
project responsibility, with the role of 


financial intermediary and overall responsibility for project approval and
 

In this case, the public institution may retain the right to

supervision. 


this responsibil .y to the private
select beneficiaries, or may pass on 


As the units are completed and sold to eligible beneficiaries, the
 
developer. 


submit packages of mortgages to CABEI for financing.
authority will 


When the financial entity is a private sector saving and loan
 

or a cooperative, it prepares a project proposal
association, a commercial bank, 

sector developer. The developer secures access to
 

in conjunction with a private 


a suitable site and prepares a preliminary proposal based on CABEI's
 

proposal to a financial institution,

guidelines. Then the developer submits tile 


sector

which in turn submits the proposal to CABEI. As in the case of public 


be secured locally, or alternatively from
 proposals, construction financing will 

to eligible borrowers, who in turn secure
 

CABEI. The developer sells the units 

A private sector builder,
loan from the financial institution.
a mortgage 


usually the developer, constructs the units. The financial institution services
 

the loans and repays CABEI.
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b) Infrastructure
 

The infrastructure component of the Project in some respects will be
 
administered differently from the housing finance component.
 

Dollar loans to countries for infrastructure financing from HG
 
resources will be made at the same market rate plus CABEI charges as HG loans
 
for housing. To finance off-site investments that make possible on-site
 
infrastructure improvements, but are not themselves fully cost recoverable
 
(e.g., extensions of a water transmission main to an area to permit household
 
connections), the Project will earmark $15 million of A.I.D. loan funds for
 
on-lending to Central Banks. These A.I.D. funds will be tied to programs of
 
institutional strengthening at the same time they are used to finance off-site
 
infrastructure. The Central Bank will on-lend local currency loans to
 
implementing authorities, or, if the loans are made directly to implementing
 
agencies, they will carry a central government guarantee. This procedure
 
reduces repayment risk to CABEI since infrastructure projects cannot be
 
foreclosed by the lending institution and sold in the event of non-payment by
 
the borrower. The government guarantee replaces the construction project itself
 
as security for CABEI.
 

Although efforts will be made to allocate initial funds
 
approximately equally across the four eligible countries, thereafter, the
 
pattern of country project financing will reflect local demand, local ability to
 
implement projects in a timely manner, and the contribution of the proposed
 
projects to policy changes in the infrastructure area.
 

III. Financial Plan
 

A. Summary Cost
 

The Regional Shelter and Urban Development Project will be implemented over
 
a five year period at a total cost of $89 million. Source of funding is
 
comprised of $45 million in Housing Guarantee, $15 million A.I.D. Loan, $4
 
million A.I.D. Grant and CABEI counterpart contribution of $25 million.
 

Major elements to be financed under this project include new housing at
 
$42.3 million, on-site infrastructure investments at $27.7 million, off-site
 
infrastructure at $15 million, and technical assistance and training at $4
 
mil lion.
 

The A.I.D. Loan and Grant will be obligated under a single project agreement
 

signed by A.I.D. and CABEI.
 

B. FundinR equirements 

The percentage of project resources flowing into the shelter sector is 47%.,
 
while 48%/ will be directed to the infrastructure activity, both on-site and
 
off-site, and the remaining 5% will be used for technical assistance and
 
training. CAB[I's financial counterpart contribution will be equal to 28/o of
 
the total cost of the project.
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TABLE 2
 

SUMMARY BUDGET
 
(Millions of US$)
 

Source of
 
Funds A c t i v i t y
 

Infrastructure TA &
 

Housing On-Site Off-Site Training Total
 
- - 45.01. HG Loan 32.3 12.7 


2. A.I.D.Loan - - 15.0 - 15.0 

3. CABEI 10.0 15.0 - - 25.0
 
4. AID Grant - - - 4.0 4.0
 

42.3 27.7 15.0 4.0 89.0
 

The total U.S. contribution of $64 million will be disbursed in U.S.
 
dollars. Based on past program experience, the possibility of potential
 
additional local currency requirements to implement projects has been broached
 
with bilateral Missions. In cases where this is possible, project-provided AID
 
funds will be used for the dollar costs of off-site investments and Mission ESF
 
local currency generations for domestic costs. In all cases, the Missions have
 
committed themselves to consider such requests. USAID/Costa Rica has committed
 
itself to a one time upfront $1 million investment in the urban development
 
program to facilitate program start up prior to the availability of DA resources
 
in FY 88. Future competing demands for potentially smaller ESF allocations
 
would understandably affect allocations of local currencies across all sectors,
 
but the anticipated requirements of less than $1 million per country per year
 
appear to be reasonable to the bilateral Missions.
 

TABLE 3
 

PROJECTED OBLIGATION SCHEDULE
 

1986 1987 1988 1989 1990 1991 TOTAL
Activity 


1. HG Loan Authori- 15.0 20.0 10.0 45.0
 
zation
 

5.0 - 15.0
2. A.I.D. Loan - 5.0 5.0 

3. CABEI (inputs) 5.5 5.7 4.5 4.8 4.5 25.0
 

4. AID Grant 1.0 2.0 1.0 - 4.0 

4.5 89.0
TOTAL 15.0 6.5 32.7 20.5 9.8 

* HG Loans are authorized not obligated. 

C. Disbursement Schedule
 

A.I.D. expects to approve the project in September, 1986. The
 
Implementation Agreement which governs the use of the HG funds, and the HG loan
 
contract and the A.I.D. project agreement are expected to be signed in the first
 
quarter of 1987. Additional A.I.D. resources would be added to this project
 
agreement once available. Up to $5 million from the $45 million HG loan can be
 

advanced to CABEI to initiate project development. Subsequently, CABEI will
 
borrow HG funds as eligible mortgages for housing are originated or as eligible
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projects for infrastructure are approved and presented by national implementing
 
agencies. The last HG loan of $5 million is expected to take place in 1991.
 
The $15 million A.I.D. loan will be made available in blocks of $5 million each
 
in FY88, FY89, and FY90. CABEI will allocate its counterpart funds for the
 
project throughout the life of the pro.ptt, in amounts ranging from $4.5 million
 
to $5.7 million, to total $25 million. The peak year for influx of funds will
 
be 1988, when it is expected that $32.7 million of project funds will be
 
utilized.
 

CABEI will make project funds available to borrowers over a period of five
 
years beginning in 1987 and ending in 1991. In the first year, CABEI will loan
 
$10.5 million, of which approximately 50% will be channeled to housing programs
 
and 50% to infrastructure. Disbursements will be relatively even for the period
 
1988 through 1990, ranging from $19.8 million to $25.5 million. At the end of
 
the program in 1991, $9.5 million will be disbursed. (See Table 4).
 

TABLE 5
 

D. Methods of Implementation and Financing
 

Method of Implementation Method of Financing Approximate Amount 

(US $000) 
Capital Expenditures through Direct Reimbursement $ 85,000 
Regional Institution (advances for immediate 
(CABEI) working directly disbursement 
with intermediary requirements) 
cooperating institutions 
Technical Assistance Direct Pay $ 3,270 
HC, PSC's, IQC's, 
Profit making contractors 
Training: Cooperative Direct Pay $ 1,340 
Agreement, HC, PIO/P 
Evaluation: IQC's Direct Pay $ 100 

Total $ 89,710 
(Note: These totals include all projected sources of funding for technical
 
assistance and training)
 

For those technical services to be contracted by CABEI, RHUDO and ROCAP are
 
satisfied that the Bank possesses the ability to properly a) advertise, award
 
and negotiate contracts, b) monitor contract implementation, c) examine invoices
 
and d) audit contractor records and reports. This judgment is based on the
 
progress to date under the Regional Economic Recovery project (596-0114), under
 
which CABEI has successfully contracted for two large and extremely complex
 
technical assistance packages.
 

E. Financial Considerations
 

1. Interest Rates
 

The terms and conditions of the financial resources will vary by
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source. The interest rate on the HG Loan will be determined by the financial
 
market rates in the U.S. If a loan were contracted today, the interest rate,
 
including the AID commission, would be approximately 9 percent, for 30 years
 
with a 10 year grace period on principal repayment. The A.I.D. Loan will carry
 
a 2 percent interest rate for the first 10 years, with interest payments only
 
being made. The remaining 30 years of this loan will be amortized at a 3
 
percent interest rate.
 

CABEI's contribution will be derived from two sources. $10 million
 
will be generated from capital contributions by member countries made in
 
1985/86. The remaining $15 million contribution by CABEI will consist of
 
internal reflows and repayments of loans (transfers) made by the Housing Fund to
 
the Ordinary Fund in previous years. The Housing Fund is currently receiving
 
interest payments on this interfund loan, currently calculated at 8 percent,
 
which in effect, would be the opportunity cost of these funds if used for other
 
purposes.
 

Based on the expected cost of funds, a composite or blended interest
 
rate can be calculated to give a general idea of the financial feasibility of
 
the loan package. (See Table 6 below) Such factors as the term of the
 
different loans cannot be taken into consideration, therefore, this calculation
 
is only an approximation. The cash flows prepared as a part of this exercise
 
are more accurate indicators of the financia! Feasibility of the program. The
 
A.I.D. grant is omitted.
 

TABLE 6
 

Weighted Average Cost and Return on Funds
 

COST OF FUNDS RETURN ON LOANS
 

HG Loan 9.00% 10.00%
 
A.I.D. Loan 2.25% 6.00%
 
CABEI:
 

Capital 0.00% 10.00%
 
Counterpart 8.00% 10.00%
 

6.57% 9.53%
 

Based on this method, the average weighted cost of funds for this
 
program, therefore, can be calculated at 6.57%. It should be pointed out that
 
this blended rate can change if the interest rate or the quantity of any one or
 
more of the sources change.
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TABLE 4
 
PROJECT DISBURSEMENTS BY FISCAL YEAR
 

(Millions of US$)
 

1987 1988 1989 1990 1991 TOTAL 

Costa Rica 2.0 6.0 7.0 - - 15.0 
Housing - - - - - -

Community-wide (HG + CABEI) 2.0 4.0 5.0 - - 11.0 
Infrastructure (DL) - 2.0 2.0 - - 4.0 

El Salvador 2.0 5.0 6.5 6.5 3.5 23.5 
Housing 2.0 3.0 4.0 4.0 1.0 14.0 
On Site Infrastructure - 1.5 2.0 2.0 2.5 8.0 
Off-Site Infrastructure - .5 .5 .5 - 1.5 

Guatemala 4.5 5.5 6.5 5.5 1.5 23.5 
Housing 2.0 3.0 4.5 4.0 1.O 14.5 
On Site Infrastructure 2.5 2.0 1.5 1.0 .5 7.5 
Off-Site Infrastructure - .5 .5 .5 - 1.5 

Honduras 2.0 4.2 5.5 6.8 4.5 23.0 
Housing 2.0 3.0 3.0 3.8 2.0 13.8 
On Site Infrastructure - .7 2.0 2.0 1.5 6.2 
Off-Site Infrastructure - .5 .5 1.0 1.0 3.0 

Total Loan Program 10.5 20.7 24.5 19.8 9.5 85.0 
Housing 6.0 9.0 11.5 11.8 4.0 42.3 
On-Site Infrastructure 4.5 8.2 10.5 5.0 4.5 32.7 
Off-Site Infrastructure- - 3.5 3.5 2.0 1.0 10.0 
Technical Assistance 

1. Resident .543 .592 .485 .485 - 2.105 
Advisors 

2. Short Term .380 .285 .150 .100 - .915 
3. Technical 

Assistance 
Workshops .075 .050 .050 .075 - .250 
Training 
1. CABEI .025 .040 .025 .015 - .105 
2. INCAE .177 .339 .254 .127 - .897 
3. On-the-Job .062 .062 .062 - .186 
4. U.S. Training .030 .051 .071 - .152 
Training subtotal .202 .471 .392 .275 - 1.340 

Evaluations .025 .025 .050 .100 
Technical Assistance 
and Training Subtotal 1.200 1.423 1.077 .960 .050 4.710 

TOTAL DISBURSEMENTS ll.- 22.123 25.597 20.76 9.55 89.710 

(NOTE: These totals include all projected sources of funding for technical
 
assistance and training).
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It is expected that all of the $75 million for housing and on-site
 

infrastructure will be loaned at the same interest rate, in this example, 10%.
 

Off-site infrastructure loans totaling $10 million will carry a 6% interest
 

rate. 
 The remaining $5 million in off-site infrastructure loans will be
 

recovered at market interest rates. The average weighted return on loans can be
 

calculated at 9.53%, as shown in Table 6.
 

The resulting spread of 2.96 points will be adequate to cover operating
 
recent
and administrative costs, which were calculated at 0.93% for the most 


fiscal year. The remaining points will be added to retained earnings, and in
 

effect, help CABEI to recoup previous year losses as well as to capitalize the
 

Housing Fund.
 

Because of Central Bank internal on-lending policies, the program could
 

experience difficulties if the CABEI rate to the Central Banks exceeds 10%. For
 

rate by the Central Bank in Honduras is 10 percent,
example, the current lending 

be able to lend to the Central Bank at a rate
which means that CABEI would not 


in excess of 10% unless the Central Bank absorbed the loss in on-lending or
 

revised its internal on-lending interest rates. Although this limitation is now
 

only immediately apparent in the case of Honduras, attractive U.S. interest
 

rates to CABEI and Central Bank lending policies which facilitate the use of
 

CABE[ resources are important program factors.
 

2. BorrowinqgTerms 

All member countries will have access to loans under equal terms and 

While the HG rate has beenconditions for housing and infrastructure. 

for eligible borrowers at a slightly
calculated at 9 percent, and the rate 


higher rate, prevailing market conditions in the U.S. will cause the HG rate to
 

vary. Since CABEI will establish its on-lending rate based on its cost of
 

resources and administrative expenses, and since it is planned that CABEI will
 

have multiple borrowings, CABET cannot guarantee to member countries that the
 

the life of the project.
dollar interest rate will remain fixed over 


Interest rates to project beneficiaries will be governed by member
 

countries lending policies and regulations. Private sector implementing
 

institutions, which will receive loans directly from CABEI, will on lend the
 

funds at a rate sufficient to cover costs and allow a profit. Loans from CABEI
 

to public sector agencies will generally be funded through the Ministry of
 

be made available to the implementing agency at the
Finance, and these will 

prevailing market interest rate.
 

3. Interest Rates by Country
 

The terms and conditions of housing and infrastructure loans in the
 

recipient countries are 
strictly controlled by national governments. They also
 

vary considerably from country to country.
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PROPOSED CENTRAL 	GOVERNMENT/CENTRAL BANK ON-LENDING RATES
 
TO FINANCIAL INSTITUTIONS
 

HONDURAS COSTA RICA GUATEMALA EL SALVADOR
 
10% 16% 11% 12%
 

TABLE 7
 

CURRENT INTEREST RATES TO FINAL BORROWERS
 
ON HOUSING AND INFRASTRUCTURE LOANS
 

y Percent
 

Housing: COSTA RICA EL SALVADOR GUATEMALA HONDURAS
 
Commercial Banks N/A 14-21% 14% 19%
 

S. and L. Assoc. 20% 16-21% N/A 14-16%
 
Public Hg. Ag./Banks 20% 4_12% 8% 11-15%
 

Infrastructure
 
Water & Sewer Auth. N/A 14% 12% N/A
 
Municipal Devl. Auth. 10% N/A N/A 17%
 

4. Real Interest Rates
 

Reai interest rates are determined by estimating the rate of inflation
 
and comparing that rate to the current interest rate. If the rate of inflation
 
exceeds the interest rate at any given time, the real interest rate is
 
negative. If the interest rate exceeds the rate of inflation, the rate is
 
positive. Based on inflation rate projections over the implementation period of
 
this project, Costa Rica and Honduras are expected to show positive real
 
interest rates. In El Salvador, the AID Mission and the IMF are pressing for
 

structural reforms including exchange rate adjustments and a decrease in the
 
government deficit which should reduce the inflation rate. In addition, in
 
January, 1986, the Junta Monetaria approved increases in interest rate ceilings.
 
In the housing sector, RHUDO will encourage lending agencies to charge the
 
maximum legally allowable interest rate and will design housing sector policies
 
to be consistent with and supportive of the overall economic objectives of
 
USAID/San Salvador.
 

Guatemala is also suffering from a recent increase in inflation. In
 
response, interest rate ceilings in the housing sector were recently raised to
 
14% and a variable interest rate policy was adopted by the FHA.
 

RHUDO, in conjunction with USAID Missions, will continue to monitor
 
inflationary trends, encourage further adjustments to housing sector interest
 
rate policies where warranted, and design housing policies to be consistent with
 
overall USAID monetary and fiscal policy objectives. Assuming that AID, IMF and
 
host country policies effectively work to reduce inflation in Guatemala and El
 

Salvador to 10% within the next two years and that interest rate ceilings are
 
not reduced in-country, positive interest rates would emerge in year three of
 
this program.
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IV. Implementation Plan
 

A. Impjementation Arrangements
 

CABEI will enter into two contracts; one for the HG loan in the amount of
 

for the AID loan and grant totalling $19 million. The

$45 million imd one 


An HG loan will be
summarized below.
procedures gcverning both agreements are 	
that
lender upon presentation of evidence from CABEI 
contracted from a U.S. 


the HG loan being contracted have been approved.

projects in an amount equal to 


to be
 
With A.I.D. concurrence, CABEI will contract an HG loan with the funds 


released only upon presentation of eligible mortgages
placed in escrow, and 

A.I.D. will, however, permit


and/or eligible project expenditures to RHUDO. 

a total of $5 million
advance not to exceed
CABEI to contract and receive an 


based upon evidence of construction already underway.
 

CABE[ will use the proceeds from the HG loan to purchase eligible housing
 

cost of on-site infrastructure improvements in
 
mortgages and to finance the 


communities. Upon presentation of a package of
 eligible neighborhoods or 

purchase the mortgages,


eligible mortgages or project expenditures, CABEI will 


leaving to the originating financial institution the task of servicing of the
 

mortgages.
 

Under the terms and conditions of the A.I.D. project agreement, ROCAP will
 
costs incurred by CABEI in
 

disburse the necessary foreign exchange to cover 


carrying out on-site and off-site improvements. The disbursement of development
 
procedures. The direct
 

loan and grant assistance will follow A.I.D.'s usual 

all AID loan funds. At
be utilized for
reimbursement method of financing will 


to 90 days of project implementation
finance up
A.I.D.'s option, an advance to 


may be approved. Additionally, reimbursement 	may be requested for project
 

own funds. Local cuirrency disbursements by CABEI
 expenditures made from CABEI's 

the exchange rate the local
 

will be reimbursed in equivalent U.S. dollars 	at 

not make any local currency


currencies were obtained by CABEI; ROCAP will 


disbursements.
 

the positive results of the recent financial reviews performed by

Based on 
 activity,


the ROCAP Controller's Office, independent audits of CABEI's financial 


and on-going review of CABEI financial controls applied to AID-financed
 

activities, the Certified Disbursing Report method of accounting for 
project
 

disbursements will be utilized. Advance requests presented through the
 

submission of SF-1034 Public Vouchers for Purchases and Services other than
 

be accompanied by narrative justification supporting each request,

Personal will 

and such advances will be deposited into a U.S. dollar interest bearing account,
 

earned interest reverting to the U.S. Government.
with all 


In all cases, it will be preferable For local 	implementing agencies to
 
However, in the event
 

obtain construction financing from other sources. 

can make available funds for
 

construction financing is not available, CABEL 


construction financing.
 

each country in conformance with
 
RHUDO through CABE[ will retain funds for 




- 46 

the proposed disbursement schedule now included in the Project Paper. This will
 
ensure that in those countries where proposed disbursements follow upon the draw
 
down of bilateral resources that CABEI funds will remain available even though

disbursements start at a later date. An assessment of project fund utilization
 
for each country will be undertaken by RHUDO and CABEI each year. Reprogramming
 
decisions will be taken after consultation with bilateral Missions.
 

B. Guaranty Arrangements
 

The proposed arrangement, based upon the existing $100 million portfolio of
 
HG loans to CABEI, is to rely upon CABEI's credit worthiness, payment history
 
and the economic interests of CABEI's member states to maintain CABEI's
 
financial viability. CABEI will provide A.I.D. with an institutional guarantee
 
which is backed by the individual loan guarantees from each national
 
government. The CABEI guarantee is also backed by the capital contributions of
 
the five member countries to CABEI. Such paid in capital and reserves totalled
 
US $348.8 million as of June 30, 1985. CABEI in turn will obtain a guarantee

from each of the participating Central Government's for loans made under the
 
project. Such guarantees will take one of two forms, depending on the policy of
 
the Central Bank in each country.
 

One form will be the continued use of the compensatory loan mechanisms,
 
where CABEI swaps dollars with the Central Bank for an equivalent amount of
 
local currency. This ensures the maintenance of value of the U.S. dollars.
 
With the local currency, CABEI makes a project loan to the local borrower, who
 
pledges the project as guaranty for repayment of the loan, again in local
 
currency. When the borrower makes a loan repayment to CABEI, CABEI swaps that
 
local currency with the Central Bank for U.S. dollars. Interest is charged on
 
all loans. This mechanism will be used principally for private sector housing
 
loans.
 

The other form involves a direct loan to the appropriate national
 
government agency, usually the Ministry of Finance, with the U.S. dollars being

passed through the Central Bank for conversion to local currency. The Ministry
 
then makes the funds available to the implementing agency for project purposes.

Alternatively, the government may approve a direct loan to a borrower, with the
 
government guarantying the loan. The implementing agency repays the Ministry

with proceeds from oeneficiary loans, and the Central Bank converts the local
 
currency to U.S. dollars to repay CABEI, which in turn pays the U.S. investor.
 
In all cases, the government will provide a maintenance of value guaranty as
 
well as a repayment guaranty to CABEI.
 

61 
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The Government of El Salvador, viewing the CABEI proposal as a series of
 
risk and guaranty
social programs, has agreed to cover the exchange rate 


repayment of the loans. The Ministry of Planning, SETEFE, would be the probable
 

borrower, passing the funds to implementing agencies.
 

InGuatemala the government has indicated strong support for the CABEI
 

program, and will provide CABEI with the appropriate guarantees necessary to
 

ensure the flow of housing funds to the country.
 

In the case of Costa Rica, while te Government is willing to guarantee
 

repayment, because of IMF restrictions, the Central Bank may require that all
 

implementing agencies absorb an interest spread of 6-7% which the Central Bank
 
life of the loan, in
estimates would cover its foreign exchange risk over the 


the event of devaluation. While this does not pose a problem for housing
 

finance institutions, given local market interest rates of 20%, it has
 

precipitaied the blending of resources to make a program, in the medium term,
 

with IFAM, feasible.
 

Like Guatemala and El Salvador, the Central Bank of Honduras has agreed to
 

guarantee repayment to CABEI.
 

C. Manaqement Arrangements
 

1. Role of CABEI
 

reside with the Financial
Overall coordination of this project will 

Management Division of the Bank. Project design and implementation will be the
 

responsibility of the Housing and Social Infrastructure Section.
 

2. Role of ROCAF
 

RHUDO will make recommendations to ROCAP regarding the management of
 

its overall strategy of assistance to CABEI and major program decisions and
 

evaluations. ROCAP, through its General Development Office and its PSC Liaison
 

officer for the Regional Economic Recovery project, will provide support to
 

RHUDO in the management of the A.I.D. loan and grant resources for CABEI.
 

Project expenditures will be approved by the ROCAP Controller.
 

The Regional Environmental Management Specialist (REMS) based in ROCAP's
 

San Jose, Costa Rica Office will be called upon as needed to review the
 

potential environmental impact of projects proposed for financing under this
 

project.
 

3. Role of RHUDO
 

The RHUDO will recommend to ROCAP the specific policy agenda to be
 

pursued in each country with the Missions. Coordination between bilateral
 

policy dialogue and CABEI policy dialogue will be the responsibility of ROCAP
 

with RHUDO assistance. RHUDO, ROCAP and the A.I.D. Missions will establish the
 

S
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parameters of the policy dialogue to be initiated with implementing agencies in
 
each country. These efforts will provide the policy basis for the development
 
of the training and technical assistance program to support policy objectives.
 

RHUDO will also be responsible for recommending to ROCAP for approval
 
the overall framework for technical assistance and training. RHUDO
 
responsibilities will include supervising the long-term resident advisors,
 
defining work to be performed by short-term experts, supervising the
 
implementation of INCAE's training program, and contracting for services as
 
reflected in the procurement plan.
 

D. Monitoring, Audits and Evaluations
 

1. 	Monitoring
 

This activity will be primarily the responsibility of RHUDO and the urban
 
development advisor (UDA). It will require approximately 40% of the urban
 
development advisor's time. The UDA will have to coordiate project monitoring
 
with CABEI field staff, take the lead on major policy issues such as private
 
sector roles and cost recovery, and intervene to solve the inevitable paperwork
 
and 	bureaucratic obstacles to speed project implementation.
 

Projects will be supervised from the field by a CABLI
 
engineer/institutional specialist, who will have a gamut of functions ranging
 
from engineering oversight to help in resolving institutional and paperwork
 
problems tat arise in project execution. CABEI has agreed to assign adequate
 
personnel to field positions outside Tegucigalpa and to delegate more authority
 
for resolution of problems by field staff.
 

2. 	Evaluations
 

The project life is five years. Interim evaluations will be programmed
 
for 1988 and 1990. The final evaluation will be scheduled for 1991. All
 
evaluations will be conducted by independent contractors. Interim evaluations
 
will assess progress in the following areas:
 

1. 	improvement in cost recovery by infrastructure and housing
 
implementing agencies;
 

2. 	effectiveness of modalities used to provide TA and training;
 
3. 	progress made towards achieving construction targets;
 
4. 	extent to which low-cost housing is occupied by eligible
 

beneficiaries;
 
5. 	effect improved personnel management and project review
 

procedures within CABEI have had on expediting project
 
implementation;
 

6. 	analysis of CABEI's financial management of the Housing Fund;
 
7. 	analysis of private contracting procedures by implementing
 

agencies;
 
8. 	evaluation of environmental training and technical
 

assistance program;
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9. 	evaluation of the congruency of policy initiatives of CABEI
 

and RHUDO;
 
10. 	recommendations related to reallocation of resources among
 

countries or program components.
 

3. 	Audits
 

CABEI annually contracts for an audit of the financial condition of the
 

Bank. The audit, conducted by an U.S. affiliated independent audit firm,
 

audit of balance sheets covering the Bank's assets and liabilities,
includes an 

statements of changes in the
statements of income and retained earnings, and 


financial position of the Bank.
 

In the context of this project, CABEI will covenant that it will finance
 

the costs of annual audits which meet A.I.D. requirements and pro .de for
 

additional certification statements relating to this project as required.
 

E. Conditions, Covenants and Negotiatinq Status
 

1. 	Covenants
 

a. That CABEI will provide sufficient personnel in the field
 

and in Tegucigalpa, to manage the implementation of this
 

program.
 

b. That CABEI, in order to expedite project implementation,
 
will delegate responsibilities to field managers and
 

provide adequate personnel for project implementation.
 

c. That CABEL will suspend disbursements under the Public
 

Sector lending component of the Housing Fund to any country
 

which is more than 60 days delinquent on its payments to
 
CABEI.
 

d. 	CABEI will require in its loan agreements with housing
 
be done by
finance subborrowers that all construction will 


the private sector.
 

e. CABEI will insure that subprojects are environmentally sound.
 

f. That CABEI will honor statutory limitations included in the
 

U.S. Foreign Assistance Act of 1961, as amended, as 	well as
 

such restrictions contained in authorization and
 

appropriation bills for A.I.D. as well as pertinent U.S.
 

policy, regarding use of project funds.
 

g. 	CABEI will finance the cost of an annual independent audit
 

which meets AID requirements and provides for additional
 

certification statements as required.
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2. 	Conditions Precedent to Borrowing
 

a. 	That CABEI adopt an interest rate policy which stipulates
 
that CABEI recover its cost of resources, i.e. as interest
 
rates change, they recover their cost of borrowing plus
 
administrative expenses.
 

b. 	That CABEI provide evidence for four of the five countries
 
that public Housing Fund accounts are current or are in
 
compliance with existing payment arrangements with CABEL.
 

3. 	Conditions Precedent for First Disbursement
 

a. That CABEI prepares a plan demonstrating how the Bank's
 
project approval and implementation process has been
 
streamlined and that appropriate delegation of
 
responsibilities has occurred.
 

b. 	CABEI will provide evidence that it will process
 
disbursements for program components only to those countries
 
which have provided evidence of adequate country subloan
 
mechanisms.
 

4. 	Conditions Precedent for Subsequnt Disbursements
 

a. As a condition to approval of infrastructure projects after the
 
first round of project selection, CABEI will present for RHUDO approval the
 
selection criteria, including environmental controls and cost recovery, to be
 
used for future infrastructure project selection.
 

5. 	Negotiating Status
 

RHUDO/CA has discussed at length with both the technical staff and the
 
policy makers within CABEI the implications and underlying rationale for the
 
above-stated covenants and conditions. As a result, the Borrowers Request for
 
Approval of Project Funds explicitly included this list of covenants and
 
conditions. Based on the concensus that has emerged as a result of these
 
discussions, RHUDO/CA anticipates no major problems in negotiating the
 
Implementation and Project Agreements with CABEI.
 

F. Gray Amendment Opportunities
 

Opportunities for Gray Amendment organizations will be available only under
 
the Training and Technical Assistance component. This component will include a
 
variety of short term assignments in the areas of cost recovery, environmental
 
design, contracting procedures, project preparation and evaluation,
 
decentralization of operations, and financial management.
 

G. 	Procurlment Plan
 

Procurement of services financed by the AID grant will
 
be through the following modes:
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TABLE 8
 

PROCUREMENT PLAN
 

Acct. No. Services Required Duration Start Date Cost Procurement Mode
 
(US$O00)
 

*1 Urban Dev. Advisor 4 yrs 3/87 720 RFP Competitive
 

*2 Finance Advisor 4 yrs 3/87 720 RFP Competitive
 

3 Regional Train. Adv. 4 yrs. 3/87 500 PSC
 

4 INCAE Training and
 
Technical Assistance 4 yrs 3/87 897 Cooperative
 

Agreement
 

5 Guatemala Advisor 18 months 6/87 165 PSC
 
100 IQC
6 Evaluations 4 months 6/88 


6/91
 
9/92
 

915 IQC and CABEI
7 Short-term Tech. Ass. 

(Host Country)
 
Contracting
 

152 PIO/P
8 U.S. Training 

186 Host Country
9 On-the-job Training 


Contracting
 
250 IQC/WASH
10 Technical Norkshops 

105 IQC and CABEI
11 CABEI Environmental 


(Host County
Training 

Contracting)
 

CABEI
* Contracts awarded FY86. Contractors hired with RHUDO funds until 


funds available.
 

1) Technical Assistance Procurement modes
 

For the Resident Advisors, RHUDO has already
 

competitively bid for the Urban Development Advisor and the Finance Advisor and
 
They will be paid from the RHUDO budget
Contractors have already been selected. 


until the CABEI funds are available. Both are institutional contracts.
 

RHUDO will also competitively advertise and select the
 

training PSC. CABEI will competitively advertise the local PSC for Guatema a.
 

Short term technical assistance and evaluations with the exception of
 

environmental activities, will be contracted through existing AID IQC's.
 

Planned environmental technical assistance will be procured through CABEI by
 

means of host country contracting modes.
 

2) Training Procurement Modes
 

RHUDO will enter into a Cooperative Agreement with
 

INCAE to provide the vast majority of training services. The estimated cost of
 

this contract will be $897,000. Environmental training will be contracted
 

through CABEI. U.S. training, which will generally be short term in duration,
 

and on-the-job training will be obtained through PIO/Ps and Host Country
 

contracts, respectively.
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V. SUMMARY PROJECT ANALYSIS
 

A. Technical Analysis
 

1. Shelter
 

The types of housing solutions to be provided under this project range
 
from sites and services solutions to standard units. Under the sites and
 
services solution, a fully serviced site, with water and sewage connections and
 

electrical hook-up, will be provided to eligible borrowers, who as time and
 
resources permit, will build a residence on that site. One step up will be the
 
wet core solution, whereby the same serviced site is produced, but, in addition
 
a small sanitary core is included. The next step is a basic core unit which
 
will consist of the serviced site plus a single room of 20 to 25 square meters
 
with sanitary facilities. Finally a standard unit of 40 to 45 square meters may
 
be built depending on whether the cost of such a unit is affordable to
 
low-income families, as will be discussed below.
 

Unit costs will vary in those countries where the proposed shelter
 
solutions will be built. In El Salvador, the average rates for sites and
 
services solutions, based on current IVU costs, will run about $1,200. However,
 
since land costs are a major component of this solution, the cost is highly
 
contingent on site location. No wet core are currently being constructed in El
 

Salvador, so comparable costs are not available. A basic core unit will cost
 

about $3,000, while a standard unit will run about $6,000.
 

There has been no experience with sites and services and wet cores in
 

Guatemala, however a one-bedroom unit of 27 square meters will cost about $4,000
 
while a 42 square meters two-bedroom unit will be priced at $6,200. In
 
Honduras, a site and service solution will cost $2,000, increasing to $3,000 for
 

the wet core, $5,000 for the basic core and $8,500 for the 2 bedroom unit.
 
Again the costs are illustrative, and costs will vary depending on location,
 
availability of services, demand, etc.
 

TABLE 9
 

TYPICAL UNIT COSTS 
SOLUTION EL SALVADOR GUATEMALA HONDURAS 

- Sites and services $1,200 $2,000 
Wet core 3,000 

- Basic core 3,800 $4,000 5,000 
- Standard unit 6,000 6,200 8,500 

2. Affordability Analysis
 

In all participating countries, site and service solutions, wet cores
 
and basic cores are affordable by families whose incomes fall below the median
 
income. This applies only to urban families, whose incomes are higher than
 
incomes nationwide.
 

\0'
 



Table 10
 

AFFORDABILITY ANALYSIS
 

Month.Med.Incm. Max. Monthly Pmt.* Max. Unit Cost** 

(capital$ city) 

Costa Rica 424 106 $6,639
 

El Salvador 180 
 45 4 124
 

Honduras 469 117.25 9,685
 

Guatemala 234 58.5 
 4,832
 

* 25% of monthly income 

** assumes in El Salvador 12% loan, 15 yrs., Guatemala 14% interest, 15 

yrs.; Honduras 14% loan, 15 years, Costa Rica 20% loan, 15 years.
 

10% down payment.
 

Table 11
 

AFFORDABILITY ANALYSIS
 

Maximum Unit Cost Cost of Solutions
 

($) ($)
 

El Salvador $4,124 site and service $1,200
 
basic core 3,800
 
standard unit 6,000
 
site and service -
Guatemala $4,832 

wet core
 
basic core 4,000
 
standard unit 6,200
 

site and 2,000
Honduras $9,685 service 

wet core 3,000
 

basic core 5,000
 
standard unit 8,500
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In the case of Honduras, where the urban median monthly income is $469,
 

below median income families can also afford a standard unit.
 

In calculating the affordability of the various solutions, it was
 

assumed that families could afford 25 percent of their monthly income to
 

mortgage payments. Mortgage terms in each country were roughly equivalent: 15
 

years terms, in all countries, which reflect the expected term of the CBEI
 

loan, and interest rates of 12 percent in El Salvador and 14 percent in
 
Guatemala and Honduras.
 

Since it is anticipated that no housing will be constructed in Costa
 

Rica through the CABEI program, no affordability analysis was included. In the
 

case of Costa Rica, infrastructure improvements will be repaid through general
 

tariffs raised by the municipalities, not from individual beneficiaries.
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B. Institutional Analysis
 

CABEI is one of the most creditworthy borrowers of HG funds. It has never
 
even been late on any payment. A 1984 institutional assessment of CABEI by
 
Price Waterhouse concluded that "CABEI is a more credible and reliable channel
 
for external financing to Central American economic development than the
 
separate national entities". An evaluation of CABEI's management of the Housing
 
Fund under the most recent Housing Guaranty Program came to a similar conclusion
 
regarding CABEI's performance in the housing sector. In the context of this
 
project, the institutional capability of CABEI has been reevaluated with special
 
attention to two dimensions: financial and managerial. This analysis included
 
not only CABEI's management of the Housing Fund, but its overall management
 
capabilities.
 

1. Overall Financial Status
 

In its overall financial management, the two most important financial
 
issues relate to improving CABEI's liquidity and reducing delinquencies.
 

CABEI has taken a number of steps to improve the liquidity situation and to
 
strengthen its financial base. A total of $57 million was raised in new capital
 
in 1985/86 compared with $8 million in 1983/84. This included $50 million in
 
contributions from member countries.
 

CABEI has also been successful in renegotiating Club loans. In 1984, CABEI
 
negotiated a rescheduling of $119 million by means of a Club loan with 34
 
international commercial lenders.
 

CABEI has made major efforts to renegotiate a second Club loan for $166
 
million. This includes the creditors of Club Loan I, a revaluation of
 
yen-denominated loans, and the inclusion of additional existing creditors. The
 
advisory committee of this group of lenders agreed in late August, 1986, to the
 
renegotiation of this loan. It is expected that a formal signing will occur
 
before the end of September, 1986. This Club loan will strengthen the cash flow
 
of CABEI by stretching payments over 10 years, and by reducing interest payments
 
by $2,000,000 a year because of the conversion from prime rate to LIBOR rates in
 
many cases.
 

In addition to improvements in CABEI's financial standing due to
 
renegotiating the Club loan, CABEI expects to sign agreements with EXIM-JAPAN
 
for $20 million to finance Japanese goods and with IDB for $80 million for an
 
highway construction loan at concessional rates.
 

Additionally, CABEI is obtaining funds from subscriptions of extraregional
 
members into the Fund for Central America Social Development. In early
 
September, 1986, Mexico is expected to sign for $57 million, including $14
 
million payable in 4 annual installments of paid-in capital. The Dominican
 
Republic is expected to sign by the end of August 1986 for $24 million,
 
including $6 million in four annual installments of paid-in capital. Argentina
 
is expected to sign by the end of September in an amount not less than Mexico.
 

X4
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Venezuela has agreed to sign by the end of October for a trust arrangement for
 

$15 million. The Federal Republic of Germany and Spain have agreed to join in
 

principle, but negotiations have not yet taken place.
 

In the area of 	arrears, as a result of pressure from international lending
 

a sustained effort by CABEI management, the past due public
agencies as well as 

sector obligations, other than Nicaragua ($79.3 million), totals only $19
 

less than 90 days. Not including
million of which $16.2 million is past due 

over 90 days had dropped from $12.6
Nicaragua, public sector payments past due 


million in 1984 to $3.3 million in 1986.
 

private sector 	portfolio which represents
Unfortunately the trend in the 

$64.2 million of the total
13% of the overall portfolio, continues to worsen. 

Only $9 million of this is
private sector portfolio of $105 million is overdue. 


past due from Nicaragua. CABEI, with A.I.D. assistance under the Regional
 

Economic Recovery Project (596-0114), is undertaking a major technical
 

assistance program to define and implement actions to reduce the past due
 

portfolio, either through liquidation or rehabilitation. Rehabilitation will
 

involve taking steps to improve the operations or marketing ability of each
 

company.
 

a) Year End Results
 

The Fiscal Year end as of June 30, 1986 has shown a marked improvement in
 
Foreign exchange holdings increased from
liquidity compared to previous years. 


to $33.3 million in FY 1986, including $25.1 million in
$6.5 million in FY 1985 

the improvement in
dollars. The improvement was due principally to two factors: 


collections of past due public sector obligations and $15 million in grant money
 

received from the AID Project 596-0114. Past due obligations did increase
 
was a
because of nonperforming loans in the Nicarguan public sector, but there 


decrease in arrearages in public sector debt in the other four countries. The
 

average age of past due loans has decreased over the last couple of years and
 

there has been a downward trend in total arrearages. The percentage of
 
in 1984 and 4.11% in 1985.
arrears/total debt in 1986 was 3.68% compared to 4.26% 


In 1986, CABEI received $30.4 million more in repayments than it made in
 

new disbursements.
 

b) Projections
 

To improve overall liquidity, CABEI has implemented policy changes over the
 

to member countries are now conditioned to the
last two years. Disbursements 

repayment of existing loans and disbursements are now being made as funds are
 

received from international lendirq agencies.
 

A comparison of projections made two years ago in Chart B.3 of Project
 

Paper 596-0114 and updated projections as of July, 1986 shows a significant
 
the period of CABEI's Fiscal Years
decrease in disbursements, $278 million over 


to be $120 million less for these
1987-1989. Loan recoveries are projected 

three years reflecting a more realistic assessment of payment of Nicaraguan debt
 

(
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and a lengthening out of repayment of private sector debt. 
 Some of the private

sector loans have been written off and therefore expected future payments will
 
be less.
 

The new projections also reflect lower expectations for obtaining

extraregional member support for the next four years, 
a decrease from $250
 
million to $118 million.
 

The new Club loan negotiated with commercial banks includes $170 
million,

compared with $119 million in the previous Club loan. 
 This will ease the cash
 
flow problems as repayments will be much lower.
 

The projections also reflect continuation of the trend of negative cash

flows from CABEI to member countries, with repayments being greater than
 
disbursements for the next three years with net inflows to CABEI of $49

million. This is a continuation of the trend for the 
last two years. The four
 
countries have accepted CABEI's arguments that this is a necessary short term

adjustment and that the countries will 
benefit over the longer term beginning in
CABEI's fiscal year IY89/90 or possibly sooner if new credits are obtained from
 
international lending agencies.
 

In summary, CABEI has taken a number of steps to 
improve its overall

liquidity and strengthen its financial base. 
 CABEI has reduced public sector
 
arrears, implemented a program to reduce private sector arrears, 
increased

capital contributions from current members, extraregional members and other
 
international donors and renegotiated Club loans. 
 CABEI has also instituted
 
measures to improve its overall efficiency.
 

2. Overall Management
 

With 
some outside assistance, a reorganization of CABEI is under study by a

high level executive commission within the bank. The purpose of the

reorganization isoriented toward producing greater production by changing

functional lines, decentralizing decision-making processes and reducing the

number of offices reporting to the Executive Vice-President. Definition of the

relationship and functions of the Board and Directors, Executive President and

Executive Vice-President are particularly important. 
 Once a six month review of
 
job descriptions and salary schedules 
is completed, the reorganization is
 
scheduled to take place at the end of first quarter of 1987.
 

3. Housing Fund Financial Management
 

In a parallel fashion, CABEI has 
taken action to strengthen the financial
 
base of the Housing Fund. These efforts have included an infusion of new

capital, refinancing of a high interest rate HG loan and reduction in
arrears
 
and administrative costs.
 

As a result of the capital received from member countries in 1985/86, $10

million was deposited in CABEI's Housing Fund. 
 The purpose of this contribution
 
was to arrest partially the decapitalization of the Housing Fund. The result of
 

'V 
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this capitalization was readily apparent even though the new capital was
 
Losses in the latest
attributed to the Housing Fund for only part of the year. 


FY were only about half the losses in the 1984/85 FY.
 

effort to increase liquidity, CABEI successfully refinanced a
Also in an 

refinanced in August
$18.9 HG loan. The loan, originally contracted at 17%, was 


a result of staff reductions, administrative costs of
1986 at 10%. Finally as 

the Housing Fund were reduced by $124,000 between 1984/85 and 1985/86.
 

CABEI has proven more successful in reducing public sector arrears within
 

the Housing Fund than in their, overall operations. Mirroring their effort
 

overall, total arrearages in the Housing Fund have fallen from 3.7% in 1985 to
 

1.3% in 1986, excluding Nicaragua. CABEI eliminated all public sector arrears
 

of principal, except Nicaragua, and reduced considerably private sector arrears
 

As of June 30, 1986, Housing Fund arrears in excess of 90
in the Housing Fund. 

days totaled US$2.2 million in principal payments, which is equal to 2.6 percent
 

of the loan portfolio of $84 million. When Nicaragua's arrears are subtracted,
 

just $1.1 million is in arrearage, equal to 1.3 percent of the loan portfolio.
 

In addition to the principal arrears, $656,000 in interest is in arrears from
 

the four countries, plus another $1.9 million from Nicaragua.
 

SUMMARY OF ARREARS AS OF JUNE 30, 1986
 

The private sector arrears consist of a loan to Banco Sogerin in Honduras
 
are
and to Banco de los Trabajadores in Guatemala. CABEI insists that both 


to schedule repayments.
collectable, and has reached agreement with both banks 

current
CABEI is not too sanguine about the prospects of Nicaragua repaying its 


arrears, or in fact, repaying any of its current debt of $2.748 million (see
 

Table 12).
 

In summary, CABEI has taken a series of actions in 1985-1986 which have
 

improved the financial base of their overall operations as well as the financial
 

management of the Housing Fund. Such actions include an increase in capital,
 
a high interest rate HG
 new international loans, renegotiating Club loans and 


loan, and a considerable reduction in public sector arrears.
 

4. Housing Fund - Program Management
 

From a program m~iagement standpoint, CABEI's capacity to undertake this
 

project is good. I,iemenring an $85 million project over the next five years
 

be significantly less of a burden than the implementation of the much
will 

larger ($117 million) A.I.D. supported housing program over the 1981-85 period.
 

Under the proposed project, the maximum amount of funds loaned in any one year
 

is expected to total $22.6 million in 1988 which is less than the $28.0 million
 

loaned for housing in 1983.
 

in the past
In the area of infrastructure, major projects financed by CABEI 


included roads, airports, dams, electrical stations, ports, etc. With this
 

background, CABEI is well versed in the key elements of infrastructure
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formulation, design, and implementation. Implementing organizations that will
 

be receiving loans from CABEI for infrastructure purposes will be able to draw
 

on CABEI's technical depth to ensure that the infrastructure projects are
 

designed and built properly.
 

CABEI, however, does not have any experience in promoting or supervising
 

urban upgrading projects. Three related issues arose in the process of
 

assessing CABEI's capacity to monitor infrastructure projects: the need for
 

field supervision, decentralization and reduction in the time required for CABEI
 

project approvals.
 

First, because of the need to supervise social promotion programs in
 

conjunction with infrastructure projects, project supervision of this type
 

requires a strong field presence. Second, CABEI has been criticized by many of
 

the national implementing organizations for being excessively centralized.
 

Every decision, it is claimed (and CABEI acknowledges ,iecomments to be largely
 
CABEI has agreed to
true), must go to headquarters in Tegucigalpa for action. 


effectively and
decentralize its operations to manage the current project more 

to
it will assign a field engineer/institutional specialist to each country 


subproject analyses and to supervise project implementation. These
conduct 

actions will add greater weight to ROCAP's overall effort to promote
 

decentralization within CABEI tO encourage organizational efficiency.
 

Decentralization of this type should greatly strengthen CABEI's overall
 

management. During the first four months of the project, a technical assistance
 

team will work intensively with CABEI to formalize the procedures necessary for
 

effective field delegation of project supervision.
 

A third requirement of the project is speed and flexibility in the project
 

approval process. CABEI projects sometimes have encountered long delays in
 

obtaining Board approval. In the present case, the infrastructure projects will
 
governments or loans to implementing
be financed through loans to the central 


agencies that carry central government guarantees. This should speed initial
 

project review, since CABEI will not have to make detailed judgements about
 

sub-project bankability.
 

staff, the Bank intends to reduce
On the basis of discussions with CABEI 

time frame from five to 2 1/2 months and the average time
the project approval 


Once project
for selection, approval and execution from 8 to 4 1/2 months. 


approval has been obtained, a local implementing agency can incur costs that are
 
completion of all the
reimbursable under the project loan, subject to final 


In cases where greater speed is necessary, the CABEI Board
legalization steps. 

can approve a project "in concept" in as little as two weeks, subject to regular
 

later review. The implementing agency then becomes eligible to receive bridge
 
own funds which become,eligible for
financing from CABEI or to use its 


These project "advances" to speed implementation will
subsequent reimbursement. 

be made from CABEI's own resources.
 

In summary, as described more fully in Annex I, CABEI has the personnel
 

capacity to review, select, and monitor implementation of the infrastructure
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projects it will finance. It has agreed to the decentralization and
 
streamlining of operations necessary to supervise urban upgrading or similar
 

projects in the field and has demonstrated in the past its capacity to move
 

larger resource flows than are contemplated under this project.
 

C. Economic Analysis
 

The economic viability of a project such as this in financial intermediation
 
isdetermined by the economic internal rate of return (EIRR) to the
 

subprojects. Under the envisaged project, USAID will provide a guaranty to a
 

U.S. investor indicating that repayment of a loan to CABEI will be guaranteed by
 

the full faith and credit of the U.S. Government. Additionally, A.I.D. will
 

itself provide dollar resources to CABEI. These monies will be on-lent to
 

approved subborrowers in Costa Rica, El Salvador, Guatemala and Honduras. For
 

this project to be economically viable, these resources must earn a rate of
 

return at least equal to the opportunity cost of capital in the region. If this
 

cannot be achieved, the financial resources destined for this project would be
 

better utilized in other sectors of the region's economies.
 

The proposed project will establish lines of credit to finance a variety of
 

solutions from water and 
sewer services to one bedroom units affordable to
 
However, tnere are
families with incomes at or below the national median level. 


no specific subprojects which can be analyzed before the project begins. In
 

order to calculate an EIRR on the project, one would have to know the mix of
 

subprojects to be financed for each type of solution, the detailed financial
 
costs for each subproject, the adjustments required to convert financial costs
 

into economic costs, and the stream of economic benefits.
 

Rather than forego the estimation of an EIRR for a HG line of credit loan
 

to CABEI because of lack of data, one can compare economic and financial costs
 

and benefits and determine whether the EIRR on proposed subprojects will exceed
 

the opportunity cost of capital. One can also presume that the project as a
 

whole would make CABEI's member countries better off than without the project,
 

without attempting to quantify the important, longer-term economic and social
 

benefits of the planned technical assistance in modifying housing sector
 
policies.
 

The existence of effective consumer demand for projects that are priced to
 

achieve full cost recovery by itself demonstrates that the private benefits of
 

the project equal or exceed its costs. For example, in Tegucigalpa barrio
 
residents have manifested their willingness to pay for water and sewer
 

connections and local road improvements, even when these capital projects
 

-involve full cost recovery at 17 percent. A large, unsatisfied demand exists
 

for more projects of the same type, on the same cost-recovery conditions. This
 

demand has been registered in community petitions for local improvements.
 
Similarly, in Guatemala City a long history exists of successful cost recovery
 

for 70% of local road improvement costs, and a large backlog of community
 
petitions for similar improvements awaits financing. Most low cost housing
 
programs also have a backlog of demand.
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For projects of this class it remains only to determine whether the
 
external benefits and costs necessitate reconsideration of their desirability.
 
Five external effects or cases where shadow prices may vary from the market
 
prices charged to consumers deserve examination.
 

i) 	Project Benefits or Costs that Consumers are not in Position to
 
Value
 

Research studies have demonstrated that consumers tend to value most
 
highly the cost savings, time saving, and convenience associated with projects.
 
They tend to undervalue health benefits, as measured by the economic value of
 
less time sick, longer life expectancy, or higher child survival rates. This
 
finding often is attributed to the difficulty households have in assessing
 
probable health benefits.
 

The projects to be financed tinder the CABEI project have positive
 
health benefits. Adjustment for this factor, therefore, would tend to increase
 
the public rate of return relative to the private rate of return. In
 
particular, household or community water connections, household sewer
 
connections, the construction of retaining walls and improved dwellings all
 
increase health benefits or protect against hazards whose value individual
 
families may underestimate.
 

ii) External Benefits or Costs of Projects
 

Almost all of the projects contemplated for financing will yield
 
benefits beyond the households paying for project installation. This
 
consideration, too, raises the public rate of return relative to the private
 
rate of return. Illustrative of this class of external benefits is the general
 
increase in sanitation resulting from sewer installations. The principal
 
beneficiaries of wastewater hook-ups frequently are the households located below
 
the point of installation, who have had to suffer from the run-oFf of unclean
 
waters, and the community at large, which has to live with the polluted streams
 
and collection bodies into which untreated and uncontrolled discharges flow.
 

Road paving projects also plainly bring benefits to people other
 
than those living alongside the roads. The roads in question connect tc an
 
urban network that is used by residents throughout the neighborhood and region.
 
For this reason, cost-recovery systems frequently place ceilings on the
 
percentage of costs that can be recovered from those whose property abuts an
 
improved road. New construction projects also provide benefits to adjacent
 
landowners due to improved transportation networks and direct or indirect
 
benefits from improved water and sewer services financed by the projects.
 

iii) Labor Costs
 

In conditions of high and persistent unemployment, the
 
out-of-pocket costs of labor are likely to exceed their shadow costs. That is,
 
workers, especially unskilled workers, would accept employment at lower wages
 
than those offered for public projects, if such work was available and if
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institutional rules permitted lowering wages below the minimum wage. This
 

conclusion is buttressed by a comparison of formal and informal labor markets.
 

Unskilled labor sold in informal markets often commands a price below the
 
minimum wage. Recognition of the economic and social costs of unemployment has
 

led A.I.D. to sponsorship of employment generation projects.
 

Any reduction in the shadow cost of labor relative to actual program
 

costs would increase the public rate of return relative to the private rate of
 

Most of the projects considered here are labor-intensive and will
return. 

contribute to employment generation. Their adjusted rate-of-return therefore
 

would exceed the unadjusted rate of return.
 

iv. Foreign Exchange
 

The cost of foreign exchange o projects may be undervalued in
 
are
private rate-of-return calculations, because of national currencies that 


maintained at artificially high exchange rates. The projects to receive CABEI
 

financing generally have modest requirements for imported materials--though
 

there are individual exceptions, such as the Guatemala community water tap
 

project. Moreover, the overvaluation of currencies in Honduras, Costa Rica, El
 

Salvador, and Guatemala, as measured by the discrepancy between blackmarket and
 

formal exchange rates, has narrowed greatly over the past year. Costa Rica, El
 

Salvador, and Guatemala all have devalued their currencies. As a consequence,
 
although adjustment for the shadow price of foreign exchange would increase
 

project costs and reduce the public rate of return relative to the private rate
 

of return, the adjustment today would be a small one.
 

v. Aggregate Scarcity of Water Resources
 

Probably the most important adjustment to be made to a private
 

benefit-cost calculation concerns the aggregate scarcity of water in some
 
tariff
metropolitan areas, which is not reflected adequately in the water 


structure. Scarcity is most severe in Tegucigalpa, where water prices are
 

greatly below the short-run incremental cost of increasing water supply. Less
 

severe but significant under-pricing of water is apparent in the other three
 
cost
countries. Adjustments for this factor would require including the capital 


in the water tariff and reestimating consumer
of developing new water sources 

demand under adjusted tariff rates.
 

Therefore, in Tegucigalpa the program of household water extension
 

will not move forward until Tegucigalpa's short and intermediate term water
 

supply problems have been resolved. Although household demand for water
 

connections remains very strong, and houselilds are willing to pay the capital
 

cost of installation, under current conditions an expansion of connections would
 

only exacerbate water supply problems for existing consumers, who already are
 

without water delivery for prolonged periods during the dry season. New
 

construction projects in Tegucigalpa will be required to develop their oan
 

sources of water, whose costs will be included in the cost of housing.
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vi. Net Adjustment to Market Demand
 

Although the above factors cannot be quantified exactly, their relative
 

importance can be specified to determine whether the subprojects meet the test
 

of market demand after adjustment for appropriate shadow prices.
 

a
 

position to value, external benefits, differences between market and shadow
 

prices of labor and the difference between the market and shadow price of
 

foreign exchange-only the latter works to lower the market rate of return. All
 

of the other factors raise the adjusted rate of return relative to the
 

unadjusted market rate. The adjustment for foreign exchange overvaluation under
 

present conditions also is the least important of the adjustments to be made.
 

Black market currency rates are now between 5% and 15% above legal exchange
 

rates. The market price of labor exceeds its shadow price by a much larger
 

amount, and the project portfolio to be financed by the program makes far
 

greater use of labor than imported capital.
 

In the first four adjustments-project benefits that consumers are not in 


It is known, therefore, that the adjusted rate of return on water projects
 
is well above the private market interest rate cost of 17% before the final
 

adjustment for scarcity of water resources. This last adjustment can be
 

quantified more precisely. Studies by the World Bank and IDB demonstrate that
 

on 
average in Latin America, the capital cost of developing water sources
 

accounts for 25% of properly adjusted user costs. The cost of capital for
 

distribution systems is 40% of the total and operating costs another 35%. Let
 

us suppose the local water tariff structure recovers no part of the capital cost
 

of source developmert, but as is true of projects in all four countries,
 
recovers the full cost of operations, maintenance and the full cost of
 

true user cost for the cost of water source
distribution. Then adjusting the 

development would require adjusting capital costs upward by a factor of 1.625.
 
(Equal to (.40+.25)/.40)
 

The user cost of capital, calculated at 17% on the cost of distribution
 

only, then is equivalent to user cost of 10.3% on the total cost of capital, for
 

both distribution and source development. Given the strong upward adjustment to
 
can be
the rate of return that results from the other factors cited here, we 


certain from the revealed market demand alone that the projects meet the
 
the World Bank have
standard of 12-15% rate of return that both AID and 


identified as the alternative cost of capital in the region. As emphasized
 
below, the actual rate of return to the project, taking into account consumer
 

surplus as revealed by the demand for alternative types of water supply is in
 

fact far higher than this standard.
 

One final note is necessary. In the short run, before new water sources
 

can be developed through capital investments, the shadow price of water can be
 

very much higher than the market price in locations of water scarcity. This
 
situation now holds true in Tegucigalpa.
 

Consumer Surplus
 

Although consumer demand for projects at market prices establishes
 

http:40+.25)/.40
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an
that the projects at least meet the market rate of return test, there is 


additional consumer surplus associated with the projects. That is, full
 

consumer willingness to pay for water connections or road improvements or new
 

housing typically exceeds, often by a large margin, actual charges. The true
 

private rate-of-return is much higher than the market standard.
 

A large volume of research has established that barrio residents
 
value water and sewer hook-ups at far more than their cost of installation. For
 

example, in Peru in 1980 the addition to the market value of a basic housing
 

unit, as a result of access to water and sewer and plumbing installation, was US
 

several times more than the cost of public and private construction.
$4,000, or 

Similar results have been reported for Cartagena, Colombia, and Bogota. In other
 

words, an extremely large consumer surplus is associated with these improvements.
 

Representative internal rates of return for the projects proposed
 

for CABEI financing further illustrate the magnitude of consumer surplus.
 

Consider the EMPAGUA water tap project. Families in these neighborhoods now pay
 

from Q.70 to Ql per day per family for 55 gallon barrels of water purchased from
 

private tank trucks. Under the proposed community tap system, EMPAGUA estimates
 

that it can provide 60 liters of water per day to each person (more than a 50%
 

increase in per person consumption) at a cost per family of Q5 per month,
 

including operating costs, capital costs, and interest at 12% per year on
 

capital. This would produce a savings of 16-25 quetzales per family per month.
 

On a capital cost of Q233 per family, this produces an internal rate of return
 

of 80%-120% per year from cost savings alone, before taking into accounL either
 

the increased water consumption or the health benefits produced.
 

The same calculations in Tegucigalpa produce similar results,
 
to
although as noted Tegucigalpa's short-run water scarcity makes it undesirable 


expand water connections until water supply is augmented.
 

In summary, since the financial terms (and therefore the Financial
 

Internal Rate of Return) of subloans can be assumed to be mutually satisfactory
 

to both borrowers and lenders and economic benefits have been shown to exceed
 
be considered to be economically
financial benefits, the proposed project can 


viable.
 

D. Financial Analysis
 

1. Cash Flows for CABEI's Housing Fund
 

a) Basic Scenarios
 

The PID guidance cable specifically requested that the project paper
 

contain a number of cash flow analyses designed to address two basic issues: to
 

ascertain the effect the proposed A.I.D. financial assistance package would have
 

on CABEI's ability to recapitalize its Housing Fund and to determine CABEI's
 

overall ability to repay the A.I.D. loan. Over seventy cash flows and income
 
the gamut of financial
projections have been calculated to attempt to cover 


possibilities. An index of the cash flows is contained in Annex H to assist the
 

reader.
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To prepare the cash flows relating to CABEI's Housing Fund, four basic
 

scenarios were drawn up:
 

- Scenario I - No further assistance from A.I.D., i.e. the base case 

scenario; 

- Scenario II - A $65 million funding package, of which HG resources 

contributed $25 million, an A.I.D. loan of $15 million, and $25 

million from CABEI; 

- Scenario III - An $85 million package identical to Scenario II 

except that the HG contribution is increased to $45 million; 

- Scenario IV - A $100 million package identical to Scenario III 

except that the A.I.D. loan is increased to $30 million. 

Scenario I (the base case) demonstrates that without an infusion of
 

additional capital that the Housing Fund would be constrained in its efforts to
 

finance regional programs of any magnitude unless it begins to deplete its cash
 

position which is presently used to generate income to offset expenditures. The
 

best mix of resources to accelerate the recapitalization of CABEI's Housing Fund
 

is Scenario IV. The principal reason this scenario is so beneficial to the
 

financial standing of the Housing Fund is because of the projected 2/ spread
 

could accrue from lending $30 million in low cost AID resources.
CABEI 


The most likely financial package, however, is Scenario III which
 

assumed $45 million HG, $15 million low cost AID resources and $25 million from
 

CABEI. Based on the results of Scenario III, it is clear that CABEI will be
 

able to recapitalize the Housing Fund, although not at the rate it could under
 

Scenario IV.
 

A full list of assumptions is contained in Annex H. One of the basic
 
would be obtained at interest rate of 9
assumptions was that HG resources an 


percent and that AID loan resources would be at 2 percent for the first 10 years
 

and 3 percent for the remaining 30 years. CABEI would make housing and
 

on-siteinfrastructure loans at 9 percent for 15 years and off-site
 

infrastructure at 4 percent for 15 years. In Scenarios II, III, and IV it was
 
loans for off-site
assumed that $15 million of the funding package would be 


infrastructure.
 

b) First Run - Sensitivity Analyses
 
Once the basic scenarios were prepared, sensitivity analyses were performed on
 

Scenarios II, III and IV. The sensitivity analyses included:
 

A) 	The rate of interest on "soft" off-site loans increased from 4
 

percent to 6 percent;
 

B) 	The disbursement period on CABEI loans is increased from three to
 

four years;
 



- 65 -


C) 	The rate of interest on CABEI housing and on-site infrastructure
 

loans increased from 9 percent to 9.5 percent;
 

D) 	The HG interest rate is increased from 9 percent to 11 percent and
 

the interest rate on CABEI loans for housing and on-site
 

infrastructure is increased to 11 percent also;
 

E) Proceeds from repayment of existing housing sector loans from
 
and
member countries are reduced by 10 percent; 


F) 	The rate of interest on CABEI housing and on-site infrastructure
 

loans increased from 9 percent to 9.5 percent and off-site
 
i.e., combining
infrastructure loans from 4 percent to 6 percent, 


A and C above.
 

Excluding Scenario IV as being unrealistic at this point, Scenario III
 
Because
with sensitivity analysis F provides the brightest picture for CABEI. 


of the spread of .5 percent on HG resources, a spread of 4 percent on low cost
 

earns on lending its own funds, the Housing
AID resources, and the spread CABEI 

Fund demonstrates positive net income throughout the period and positive
 

retained earnings by 1990/91.
 

Overall, this set of sensitivity analyses demonstrates that three
 

likely than others to affect the future viability of the
variables are more 

Housing Fund: the availability of low cost AID resources, any increase in
 

non-payment of debts and the disbursement schedule. First, the availability of
 

low cost AID resources is crucial to the renewed financial stability of the
 

Housing Fund. CABEI only makes a comfortable margin on the funds lent for
 

off-site infrastructure. Under this scenario, the .5 spread CABEI would earn
 

on the HG loan is not sufficient to recapitalize the Housing Fund nor cover the
 

Housing Fund's current administrative costs of .93%. Thus, without the influx
 

of low cost AID resources, CABEI will not be able to recapitalize the Housing
 

Fund and retained earnings will remain negative through 1995/96. Second, a
 

reduction in payments by member countries of 10% cripples the Housing Fund,
 

regardless of the level of AID assistance. It should be noted that this
 

rather drastic in that it assumed non-payment by member
sensitivity analysis was 

the 	Housing Fund and
countries, a situation that has not emerged with respect to 


is not expected to emerge in the future, except with respect to Nicaragua.
 

late payments, but payments nevertheless, within the Housing
Delinquencies, or 

and 	have been declining over time. Although
Fund currently only amount to 1.3% 


the third variable, extending disbursements from CABEI to subborrowers from
 

three to four years, improves CABEI's earnings, it is clearly not to the
 

advantage of AID or CABEI's subborrowers.
 

c) Second Run - Sensitivity Analyses
 

To fine tune these results, additional cash flows were run on
 

Scenarios II and III, to test the following changes:
 

4q
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i) A change in the 
lending rates for a portion of the
resources. 
 Originally, it low cost AID
was assumed all 
$15 million in low cost AID resources
would be required to finance off-site infrastructure.
investigations, Based on field
a more 
likely assumption is that $10 
million will
percent while $5 million will be loaned at 6
be lent at market interest rates for off-site
infrastructure.
 

ii) The spread CABEI needs currently to cover administrative costs was
calculated at 
.93%. Therefore, additional cash flows 
were run 
with a spread to
CABEI of 1% 
on HG resources.
 

iii) The disbursement schedule 
was extended from four to five years.
 
The reallocation of 
low cost AID resources, $10
6% and $5 million on million on lent at
lent at market rates (here assumed to be 9.5%) clearly
accelerates the recapitalization of CABEI's Housing Fund.
disbursement schedule to five years also 

Extension of the
 
serves to improve the financial
standing of the Housing Fund.
 

However, based on 
the calculation of CABEI's current
administrative costs 
(.93%) and current U.S. interest rates, the most
Scenario is III G. Scenario III G assumed $45 million in HG, $15 
likely


A.I.D. loan resources and $25 million in CABEI 
million in
 resources.
over three years. CABEI Funds are disbursed
 earns 
a one percent spread 
on HG resources, a four
perceit spread on A.I.D. loan resources,
resources and a 2 percent spread on 

a 10% spread on $10 million of CABEI
the remaining $15 
million of CABEI 
resources.
 
The results of Scenario III G demonstrate that CABEI will
positive net earnings throughout the period. have


Total
$10,246,600, net earnings amount to
a 135% increase over 
the net earnings of the Scenario III base
case. 
 Positive retained earnings materialize in 1990/91 and by 1995/96 amount
to $4,857,600.
 

The difference in the results between Scenario III
assumed a .5% spread on HG resources, versus F, which
 
a 1% spread assumed under Scenario
III G, however, are not significant. The increase in net earnings between the
two is only $654,993. 
 Again, this demonstrates that the 
improvement in the
financial standing of CABEI's Housing Fund is precipitated principally by the
spread earned by the 
use of A.I.D. loan funds and not on an 
increase in the
spread earned on 
HG resources.
 

2. 
Conclusions of the Cash Flows and Sensitivity Analyses for CABEI's

Housing Fund
 

The cash flows have served to highlight that there are
to utilization of AID's funds which can 
several key elements
 serve to recapitalize the Housing Fund.
Chief among them are 
the following:
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a. That the use of low cost AID resources is crucial to recapitalizing the
 

Housing Fund. The spread CABEI can earn on these resources is the principal
 

instrument CABEI would have at its disposal to rejuvenate the Housing Fund.
 

With HG funds, the spread CABEI could earn to cover its administrative costs and
 

to recapitalize the Fund and still remair competitive are limited.
 

b. With CABEI concurrence, it has been concluded that the rate charged by
 

CABEI for use of HG resources must recover the cost of borrowing plus
 
administrative expenses to prevent future decapitalization of the Housing Fund.
 

A condition precedent to this effect has been incorporated into the project.
 

c. That the need to recover payments from member countries is also an
 
essential ingredient to renewed stability of the Housing Fund. A covenant has
 

been incorporated into the project to ensure that CABEI continues aggressively
 
to recover payments from its borrowers.
 

In summary, the most likely cash flow, Scenario III and sensitivity
 
analyses G, indicate that CABEI will restore financial health to its Housing
 

Fund over the life of this project. As an extra precaution, conditions
 

precedent have been written to further protect the financial stability of
 
CABEI's Housing Fund. It is worth remembering, however, that cash flow analyses
 

and income projections are a tool only' they do not predict the future,
 
particularly the future of ten year loans. They do show that a particular
 

course of action is feasible and serve to highlight those variables which cal. be
 

foreseen that are crucial to achieving project goals. However, the most crucial
 

element to ensure that AID assistance to CABEI is well spent is for CABEI to
 

develop and maintain a good financial management system, a system that is both
 

vigilent and flexible, to permit CABEI to adjust to the unforeseen and
 

uncontrollable events that could have a negative impact on CABEI's financial
 

condition.
 

3. Impact of AID Financial Assistance on CABEI's Ability to Repay
 

the basic Scenarios
The results of each of the Housing Fund cash flows for 

I through IV were integrated into a series of consolidated cash flows for
 

CABEI. The purpose of these cash flow analyses was to determine the overall
 

capability of CABEI to meet all hard currency obligations over a 10 year period.
 

Basic assumptions that were applied to all consolidated cash flows included
 

the eight assumptions used to generate the Housing Fund cash flows plus the
 

following explanatory note on incomes and expenditures in the consolidated fund
 

contained in Annex H.
 

In Scenarios I through IV, Cash Flow projections were made to determine the
 

availability of foreign currency for both the new HG and AID loans as well as
 

for repayment of hard currency debt.
 

The results are as follows:
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Scenario I, which presumes no new AID Housing Fund program and no hard
 
currency contribution by CABEI, shows that CABEI's overall financial position
 
remains healthy over the next 10 years.
 

In Scenarios III, the most likely case, over the 10 year time frame of
 
these projections, the inclusion of this new housing/infrastructure program adds
 
$10 million in net income. In all cases, overall foreign exchange within the
 
consolidated fund, counting only that portion without restriction, is sufficient
 
to repay outstanding hard currency repayments in every year, under every
 
scenario throughout the ten year projection.
 

One can conclude, therefore, that the consolidated income and foreign
 
exchange cash flows demonstrate that there is sufficient foreign exchange and
 
income for CABEI to meet their overall debt service requirements. The program,
 
therefore, achieves its objective of recapitalizing the Housing Fund and just as
 
importantly, contributes to reestablishing CABEI as an overall net lender in the
 
region.
 

Based on these financial analyses, RHUDO and ROCAP have concluded that this
 
project will serve to assist CABEI in recapitalizing its Housing Fund. RHUDO
 
and ROCAP have also concluded that on the basis of the cash flow projections for
 
CABEI overall that it will have sufficient foreign exchange to repay all its
 
outstanding liabilities and new liabilities to be incurred under this propject.
 
Therefore, RHUDO and ROCAP recommend that CABEI be approved as a Borrower under
 
the Housing Guaranty Program, that AID loan resources be approved, subject to
 
the availability of funds, that AID grant funds be approved and that this
 
overall project be approved.
 

E. Recommended Environmental Threshold
 

Pursuant to LAC guidance, the design of the PP included a review of
 
potential environmental issues which would arise in the process of project
 
implementation and an analysis of environmental procedures used by implementing
 
agencies and CABEI.
 

Based on these analyses, an appropriate training and technical assistance
 
program targetted for both CABEI and implementing agencies, has been
 
incorporated Into the project. The training and technical assistance includes
 
among other things short-term technical assistance, a regional seminar, training
 
for CABEI staff, and a mobile seminar to be presented in each country. With
 
these safeguards in place, an IEE recommending a negative threshold decision has
 
been developed, as described in Annex J.
 

F. Social Soundness Analysis
 

The target group for this project includes approximately 155,000 below
 
median income families, close to 900,000 people, who live in urban areas of El
 
Salvador, Guatemala, Honduras and Costa Rica.
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Be they called cuarterias or tugurios, low income settlements in Central
 

America share the same basic characteristics. In these neighborhoods, dwellings
 

overcrowded and made of impermanent materials and often precariously located
are 

in areas plagued by mudslides or floods. Secure tenure is rare and living
 

quarters are frequently shared by domestic animals. The proportion of families
 

living in such conditions is frequently staggering. In Tegucigalpa, an
 

estimated 80% of tne current population lives under such conditions.
 

Community organizations are weak and family structures unstable, with
 

law marriages approaching 34% in many of these communities. As a
common 

corollary to the high percentage of common law marriages, the number of female
 

headed households in low income areas exceeds the average. Recent analyses have
 

shown that, as in the case of the San Jose Metropolitan area, the number of low
 

income families headed by women is twice the average rate For the area as a
 

whole. In El Salvador's marginal urban areas, 35% of the households are headed
 
by women.
 

Access to public services is poor. Roads are frequently nothing more than
 

paths, impossible for vehicular traffic, impassable for pedestrians in the rainy
 
sight.
season. Schools and health clinics are a rare 


With the exception
Access to water and sewer services is equally limited. 

of Costa Rica, where urban residents generally enjoy a higher standard of
 

living, the majority of residents in marginal areas have limited or no access to
 

potabe water, let 	alone sewers. The scarcity of piped water forces many
 

reidEPnts to purchase poor quality water from vendors, frequently at five times
 

the price of municipal water. In the case of Tegucigalpa an estimated 31.2
 

percent of the urban population now has no identifiable means of access to a
 

reliable supply of 	water. Sewers are even more uncommon. Only 42 percent of
 

the trban population in the region have sewer services.
 

Throughout these communities, low income families typically work as cooks,
 

maids, cleaners, unskilled factory or construction workers or in various service
 

capacities. Work for these families is often unstable and subject to economic
 

exigencies. For this reason, it is common to find many family members,
 
including children, contributing to family income. Median incomes in each of
 

the four countries 	is shown in Table 13.
 

TABLE 13
 

MEDIAN MONTHLY FAMILY INCOME FOR CENTRAL AMERICAN COUNTRIES
 

Country 	 Exchanqe Rate National Capital Total Urban
 
$1.00 Equals
 

Costa Rica 54.85 colones $360 $424 	 NA
 

El Salvador 5.0 colones $180 $180 	 $180
 

Honduras 	 2.0 lempiris $205 $469 $264
 

Guatemala 2.7 quetzales $213 $234 $204
 

Q(
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Despite meager incomes, the demand and willingness to pay for improved
 
services or housing is high. In Guatemala in 1982, 60 percent of the urban
 

population were renting and 70 percent of those surveyed were wiling to pay for
 

serviced lots and basic core units.
 

There are a myriad of benefits which will be generated by this project. The
 

most important is the production of new housing and access to water and sewer
 

improvements. The affordability analysis has shown that the solutions planned
 

to be financed by CABEI will be affordable to these low income families. In
 

some cases, the program will be able to reach down to the bottom fifth income
 

percentile of the population, with close to full cost recovery. Improved living
 

conditions will have a direct impact on the health of these families by reducing
 

gastrointestinal diseases resulting indirectly in increased productivity at work
 

and in school because of reduced absences due to illnesses. Women will have
 

unimpaired access to financing necessary to benefit from shelter and urban
 

service improvements. Given their more than average representation in low
 
income neighborhoods, we can expect a disproportionate share of beneficiaries
 
will be women, as has been shown to be the case in projects sponsored by INVA in
 
Honduras and INVU in Costa Rica.
 

Secure tenure as a result of many of these orojects will provide an outlet
 

for individual private investment. 'Housing', in whatever form it takes,
 
provides one of the few mechanisms available to many of these low income
 
families 
to save.
 

In addition, family stability, at a minimum in a locational sense, increases
 

as the uncertainty of eviction is removed. All of these factors lead to
 

increased stability and a decrease in social tensions as a larger percentage of
 
society is assured of the basic necessities of life.
 



Jbnduras Shelter and Urban Development Strategy 

The overall goal in Honduras is to improve the production of 
to meet the needs of low income families.appropriate shelter solutions 

To achieve this goal, the following objectives will be pursued: 

1. To develop a rational shelter finance policy to provide for 

the mobilizatio i of domestic capital resources to meet the needs of low 

income families through: 

a) technical assistance to improve domestic savings;
 

b) technical assistance to improve national shelter
 

finance policies; and
 
c) technical assistance to improve cost recovery in
 

shelter and infrastructure agencies.
 

2. To provide external capital resources to expand the
 

production of appropriate low-cost shelter solutions and basic services
 

through:
 

a) 	435.0 million in H bilateral resources and t7.5
 

million in local currencies;
 
b) t23 million in CABEI resources, and
 

c) expansion of low-cost shelter production to secondary
 

cities.
 

3. To improve interinstitutional coordination to ensure the 

timely provision of public utilities for shelter projects through 

technical assistance. 

4. 	To increase the participation of the private sector in low
 

income housing and upgrading through: 

a) 	 use of the turnkey method for construction of all 

public sector financed shelter projects; 

b) 	 stimulation of the participation of private finance 

institutions by channelling AID resources to them;
 

c) continuation of contracting to private firms for
 

construction of infrastructure improvements; and 

d) 	provision of technical assistance to study the land
 

market to identify constraints to private sector
 

provision of shelter for low income families.
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5. To institutionalize the provision of technical assistance
 
and training in the region. Inputs include: 

a. a grant to INCAE to develop and implement a regional
 
training and technical assistance program;
 

b. provision of technical assistance and training to and
 
through CUBEI to support national implementing agencies;
 
and
 

c. investment in three RHUDO resident advisors on four year
 
contracts to work full-time in the region to support
 
regional and bilateral programs and policy dialogue.
 



Costa Rica Shelter and Urban Development Strategy
 

The long-term goal is to increase access to better living
 
conditions for lower income families by increasing production of new
 
shelter and improving the infrastructure base. To achieve this goal,
 
the following objectives will be pursued:
 

1. To create a Central Housing Mortgage Bank to coordinate and
 
increase financing for low cost shelter. Inputs to this objective
 
include:
 

a) provision of $50 million in ESF seed capital, provided 
over the FY87-90 period; 

b) technical assistance and training in management and 
financial planning; 

c) increasing domestic savings for shelter and creation of 
incentives for investmei.r in the Central Mortgage Bank 
by pension funds; and 

d) 	provision of financing to expand low cost housing
 
programs to municipalities surrounding San Jose.
 

2. To improve national and local policy and planning
 
capabilities in order to rationalize the need for subsidies, to reduce
 
the public sector role in housing production and to reduce barrriers to
 
production of low income housing in municipalities. To achieve this
 
objective, the following inputs will be provided:
 

a) technical assistance to revise and consolid-te National
 
Housing Codes and Regulations;
 

b) assistance to the GOCR in developing the 1986-87
 
National Shelter Plan and Strategy;
 

c) finance market studies on effective demand and
 
affordability;
 

d) 	provide training and technical assistance to the
 
instituto National de Vivienda y Urbanismo to improve
 
its operations;
 

e) 	conduct local management and planning studies of
 
constraints; and
 

f) 	technical assistance to improve cost recovery in public
 
sector shelter institutions to expansion in
 
municipali ties.
 

3) To make more efficient use of installed private sector
 
capacity. To achieve tins ebjective, the following initiatives will be
 

undertaken: 

a) 	 channel the majority of AID shelter resources to the 
private sector 

b) 	devolve more responsibility to private sector firms in
 
infrastructure programs. 

c) 	finance studies which examine constraints to private
 
sector production of low-cost shelter. 

4) To improve the infrastructure base in municipalities to 

promote the orderly expansion of housing and industry. Inputs to 
achieve this objective include: 
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a) completion of a $7 million AID grant to IFAM;
 
b) provision of CABEI follow on funding of $15 million; and
 
c) to link directly the provision of improved
 

infrastructure to building permits for low income 
housing. 



El Salvador Shelter and Urban Develcpment Strategy 

The overall goal in El Salvador is to provide increased access to 
better living conditions for urban residents by improving shelter 
finance and infrastructure delivery systems. 

To achieve this goal, the following objectives will be pursued: 

1. 	 To expand urban services to low income families. Inputs to 
achieve this objective will include:
 

a) 1.5 million in CABEI resources to finance upgrading
 
--rog rams; 

b) technical assistance to expand private contracting and 
management to expedite project implementation; 

c) 	technical assistance and training to establish iNDA's
 
system for recovery of capital investment in new
 
ccnnections for low-income families; and 

d) 	technical assistance to promote the adoption of revised
 
construction standards appropriate for and affordable
 
to low-income families.
 

2. To expand the availability of financing for housing for 
low-income families. Intended inputs include the following, subject to 
on-going policy assessment by USAID: 

a) 	 310 million in Mf bilateral resources, tlO million in 
ESF resources and 7 million in CABEI resources to the 
Social Hbusing Fund and/or the savings and loan 
associations (USAID-FSV discussions to begin soon); 

b) 	t7 million in CABEI resources to institutions willing
 
to produce low cost housina throuch the private sector 

c) policy dialogue with the Social Housing Fund to extend 
its target group by financing lower cost solutions; 

d) technical assistance and training to PRONAVIPO to 
develop progressive housing programs; 

e) technical assistance to PRONAVIPO to improve ts 
managerial capacity; 

f) technical assistance to PMONAVIPO to promote the 
adoption of market interest rates throughout the sector 

g) technical assistance and training to improve cost 
recovery in FSV, FNV, and rVU; and 

h) technical assistance to the Social Hbusing Fund (FSV) 
to improve actuarial management. 

3. 	 To expand private sector participation through: 

a) technical assistance to MIVto adopt and implement a
 
turnkey approach to public sector financed housing;
 

b) technical assistance to exind private sector
 
contracting and management of infrastructure 
improvements; 
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c) 	 expansion of available long-term financing to support 
private sector production and marketing of low-cost 
shelter; and 

d) 	 seminars for private promoters and the C ara de 
Cbnstrucci n to encourage the design of progressive 
hcasing solutions. 



Guatemla Shelter and Urban Develcpment Strategy 

The overall goal is to support the adoption of reforms and provide 

capital which will improve the access of lower income families to 

affordable shelter solutions. To achieve this goal, the following 
objectives will be pursued: 

1) To encourage revisions in the organization and functioning
 

of the GOG housing finance sector. Inputs to achieve this objective
 

will include:
 

a) 	TA to the GOG to encourage the further development of a
 

private shelter finance system; 
b) 	TA to assist GOG in defining role of proposed housing
 

sector coordinating unit;
 

c) 	TA to FHA to encourage lowering of standards to
 

accommodate sites and service project;
 
d) 	TA to determine market acceptability of variable
 

interest rate mortgages;
 
e) increase in interest rate ceiling;
 

f) using long-term PSC to provide strategic analyses of
 

housing sector changes; 
g) 	closer policy coordination on interest rate with IDB.
 

2. To increase capital flows to the ousing sector through 

domestic, bilateral and multilateral channels to finance low cost 

housing. Inputs would include:
 

a) TA to increase domestic savings; 
b) use of t12.5 million in HG bilateral funds and local 

counterpart for housing projects during FY 1986-89; 

c) use of approximately t14.5 million through CABET to 
finance low-cost housing. 

3. 	To increase private sector participation in financing and
 

constructing low-cost housing projects. This objective will be sought
 

through the following mechanisms:
 

a) 	 targetting CABEI resources to private sector financial 

institutions; 
b) reauiring that all CABEI financed shelter projects be 

built by the private sector; 

c) TA to assist the development of a private sector 

savings and loan system or other public policy measures 

to encourage shelter finance; 

d) requiring that all public sector financed housing 

projects be built under a turnkey arrangement; 
e) contracting infrastructure work to the private sector. 

4. To increase access of lower income families to improved
 

shelter by expanding COG programs to include slum upgrading. Specific
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inputs to achieve this objective would include using $9 million of 
CABEI funds for water, environmental, sewer and street improvements in 
low income comunities in Guatemala City. 

5) To more equitably distribute available resources to 
low-incane families. 

a) private sector shelter financing targetted to between
 
the 40-49 inccme percentile; 

b) IDB shelter financing to 25-49 income percentile; 
c) t9 million CABEI infrastructure resources to finance
 

community improvements serving 0-49 income.
 



ANNEX A
 

Regional Shelter and Urban Development Strategy 

The goal of the Regional Housing and Urban Development Office for 

Central America is to improve the living conditions for low income
 

families in Central America.
 

To achieve this goal, our objectives are to increase the
 

availability of low cost shelter and access to basic services for low
 

income families and to promote policy changes which improve the
 

performance of the sector. Both bilateral and regional programs will
 

be utilized to achieve these objectives.
 

The specific physical and policy sub-objectives of the bilateral
 

programs are highlighted in individual bilateral strategies.
 

Regional sub-objectives are as follows:
 

Inputs to achieve
1. To complement bilateral policy dialogue. 

this sub-objective include:
 

a. targetting of technical assistance and training to
 

institutions designated by the USAID Missions for
 
implementation of the CABEI program; and
 

b. coordinating the financing of CABEI projects to
 
complement bilateral Mission policies
 

2. To finance shelter and basic services for low income
 

families by providing $85 million through AID and CABEI in long-term
 

financing to produce 10,000 shelter solutions and provide improved
 

basic services to 145,000 families.
 

3. To increase private sector participation in low cost
 

housing and basic infrastructure. Regional actions to achieve this
 

include:
 

a. CA.BEI contracting provisions which require all housing 
finance institutions to use private construction firms; 

b. channelling the majority of CABEI shelter financing to
 

private sector institutions; and
 
c. encouraging the greater use of private sector firms in
 

the design, supervision, construction and maintenance of
 

infrastructure improvements 

4. To improve CABEI's financial management capacity. Actions
 

include:
 

rquiring CABEI to cover its cost of borrowing,
a. 

including administrative costs, in future lending;
 

b. to implement actions which reduce public and private
 

sector arrearages in CABEI's Housing Fund; and
 
c. To provide technical assistance and training to improve
 

CABEI's financial management and planning
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IMPLEMENTATIONI -NOMANAISEMENT. 

SHOULD 

AVAILABIE' ;IRECT COITR -CT PERSONNIEL, 
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8. ENVIRONMENTAL EXAMINATION 
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PROJECT DESIGN SUMMARY 	 Lifo of Protect: 
1From 	 FY 86 oFY 91supL,e"EI-. 	 LOGICAL FRAMEWORK (INSTRUCTION, THIS ISAN OPTIONAL 

FORM WIIICII CAN 5E USED AS AN AID Total U.S. Funding
TO ORGAIIZINO DATA FOR THE PAR DoalPrepared: 

Project Title & Number: Central American Sheltee and Urban Development Assistance REPORT. IT NEED NOT BE RETAINED 
OR SUBUITTED.) 	 PAGE 

NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IKPORTANT ASSUMPf!O:S 
Program or Sector Goal: The broader objective to Measures of Goal Achlevementi Assumptions for achieving goal t-gets: 
which Iis project contributes: 

Improve living conditions of lower In-	 Increase in the level of Investment Comparison of national statistics In Economic and political conditions
 
come families in Cctral America. 	 In housing and basic Infrastructure each CA country with respect to in- will permit large-scale Investments
 

for the urban poor In Central vestments In she;zer, both public and In construction of shelter and
 

America. private, and In extension of basic Infrastructure.
 

services.
 

I 



r~
-,..,,A

N
N

E
X

 
C

 

.P
azZ

 
o

f 
5 

V 
0.(L 

0 
0
. 

C
 

0) 

.0r-l 

0
4

 U
4 
0

'-. 

-
m

U
 

1* 
0. 

0. 

'A
)* 

03. 
* 

O
0 In

44 
' 

0' 
'A

 

-
)-0 U

= 
0 

4 4 0 4>W
 

W
s

E
f.Q

 

2 
-

L
 

" 
C

 
4

A
 n 

44 
0 

0 
L

 

I.0 

.j 

.U
!. 

L
L

. 

0. 

u' c 
cu 

J-

0u00 

> 
-t-L

M
I 

'044 M
 

C
0 

c 

c0 0 M
i

oc I) 

-Z
 

.0 

co 
< u 4)i 

0) 

toW
 

ci 

0 

-, 
~ ~ 

~UO
 

~ ~ 
~* 

4. ~
04 

W
 

Q*~
~

 
>~ 

m
4 

> 
0 

-IC
 

0 
00 

4-4 
E

 
0W

44 

.-
W

 
u~O

 
vi~ 

*~
~

L 

*~Q
 

In 

.L.-~
-0 

> 

-44 

0 

-
D

4
 

0 

04.4 

D
 

U
 

4
3

. 0-
U

-L
* 

a: 
I04-

M
 

h 
LW

 
3
 

4) 

E
 

., 
m

 

04 

0
~

 
a)
*~

 a.
n 

2 
'In. 

0 
0 

2
 

* 
. 

-
u

 

to41
. C

0~ 
L

 

C
 

-

"
 

-
302
 

-= 
t 

0 
u
1
 M

.
41 

00 

W
 

4 
L 

E
 

> 

1' 
0 

m
 

0 

0fl 

'4 

C
 

L 0)0 U
 

' 

. 
.n 

* 
'4

* 

C
L

 
-

-L
. 

0
4

4
 0 

~ 

0 30 

0n >
43( 

L
. 

In 

0101aC
 

=
~
 

ci 
m
4
 

. 
L04 l0f" 

cj.0 
c 

*U
 

%
.4

4
 

.2*-
U

~
" 

1%
 0 

0
 

0
1
0
 

-

-0
4.2 

.
0
 0 

I 
0 

0
-

.4
4
1
 

0. 
M

 

-

-
.,0 

;; -a 
4 

~ 

0'0 
O

. 

0o
3

3:C
 v 

G
i.>

-a 
t 

0'. 
.o

* 
-U

 

.. 
C

 
-

-
"
 
c
 

) 
m

i
4
 

L
 

. 
"0%

' C
L

'0
 

-0 

-0
. 

0 

u
 

*J 
W

 
. 

U
. 

0 

<, 

u20 

c tm
 

C
 

00 " 

)) 

u %
L

 

0
 

'A
41 

. 
' 0 

2 

00 

* 

V
I 

:4, 
I 

A
 o 

a l 

-"~40 
0 
a'

-I U
 

' 4 

C
. C

 

0-

4 

-
J
 > 

24 
4) 

C
O

 
o c-

'0
4
 

L
U

 
= 

L. 

--
0 

.2 

a4>W
 

0
x
C

D
 

cm
1 

U
 -W

 

-
-O

O
.I 

>J 

-L 4
)0
0 

-
c 

L
L

 
U

 
E

 

C
 

l-U
 

0
4
 

014 

O
W

. 
6 

u 
L

M
2 

C
L
 

00
rz 

m
0. 

.c 

4 

Q
. 
c
 

c
 

0 
U

 

u
0
 

1-4 

0 nC
O

IU
9 

m
 

dL
 

-

u 
m

 
lvi> 

6 

o
 

U
g

 
0 

. 
' 

0
4

1
 

a. 
-0 

L
.., 

4,, 
4. 

0 
.U

 

V
) 

-M
 

0'. 

, Y
. 

" , 

0 

-
T

 

4 
Ig 

s4
*
0
 

L
: 

M
 

%
A

 M
 

dU
 

'Aa 
" 



Lila of Projci:PROJECT DESIGN SUMMARY 
LOGICAL FRAMEWORK 	 From FY to FY 

At o 10:-(71 
SUPPt.cuM? m 	 Total U.S. Funding 

Doi* Prepared-

Prjoect Title & Num'r:_ _ _ _ 	 PAGE 3 

NARRATIVE SUP.LARY 	 OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS 

Magnitude of Output&: Agsumplionz Ilo echiving outputz:Outpus: 

1. 10,000 below median Income I. Revi'ew project disbursement re- 1. Changes in CABEI management do not 
I. New shelter units constructed 

aIter their long term courni tment tofamilies benefit, 	 quests. 

lending for shelter and infrastructure.
 

2. 155,000 low-income families 2. Review project disbursement re- 2. National governments continue to
 
2. Basic services improved 


place a high priority on investments
enjoy Improved physical standard quests. 

In shelter and Infrastructure.
of living. 


Implementing agencies are willing
 
3. Direct employment In construction. 3. Five million days of employment 3. Project reporing 	 3. 

to use the available resources from

generated 


CABEI,
 

4.1 CABEI charges Interest rates 4. internal Institutional financial
4. Improved financial policies. 

which recover cost of borrowings policies and actual loan terms.
 

and administrative costs.
 

4.2 Lending rates revised upward
 
by eight financial Institutions.
 

4.3 Pricing policies for basic
 
services revised by six agencies
 
and municipalities.
 

5. Improved Cost Recovery. 5.1 Reports on collections as well 5. Collections reporting and audits
 

as cash/flow and audits are stan- of Imolementino aQencles.
 

dard tools for implementingagencies
 
and CABEI.
 

5.2 Collections Improve 25% for
 
public housing Institutions.
 

5.3 Collections maintained at 85% 	 -v
 

or better for Infrastructure Instl-oci
 
tutlons. 
 r n, 

0 



A . 7-711LOG'ICAL 
SuPPLEuW'. I 

PROJECT DESIGN SUMMARY 
FRAMEWORK 

LOGTolol 

Life of Proiect: 
From FY - to FY 

U.S. Funding*
Dot* Prepared: 

Project Title & Number: PAGE 4 

NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE i!HDICATORS MEANS OF VERIFICATION i IPORTANT ASSUMPTIONS 

Irput : Imp!e.nontallot, Target (Typo and Quontity) Assumptions for pioviding inputs: 

6'. Role of private sector firmly 6.1 All hcusing finance Institu

established. tions use private contractors. 

6.2 Majority of public sector 
Infrastructure agencies use private 
contractors. 

6.3 At least two major Infrastruc
ture maintenance responsibilities 
have been delegated to the private 
sector, e.g. meter maintenance, 
well operations. 

7, 1,500 professionals trained. 7.1 36 training seminars and work
shops held. 

7.i 177 months of technical assist 
ance provided to: shelter Institu
tions, infrastructure agencies and 
CABEI. 

01 n
 



---

Lila of Prol.ct:PROJECT DESIGN SUMMARY 

LOGICAL FRAMEWORK Total U.S. Funding*A,o ttoi-i n-711 
suPLcS.LT a O.. P,.po.d:

FoFYF PAGE 5
Pect Tff. & N r: 

IMPORTANT ASSUMPTIONSMEANS OF VERIFICATION-IH4DICATORSOBJECTIVELY VERIFIABLE 
Assumplims forproiding Inputs:NARRATIVE SUMMARY 

I nrrotlon Trg.1 (Typi and Quontity)Inputs: ($ MiliIons)
 

AID 
HG Loan Grant CABEI Total
 

Funding provided by AID In
 
32.3 - - 10.0 42.3 1. CASEI audit reports. 1. ears on a timely basis. 1. Housing Finance 


- 5.0 2.7subsequent

1.7 50
On-ste 


- I. 0 32.7 2. A.I.D. contract records. 
2. Infrastructure 12.7 5.0 


On-site 


- - 10.0
- 10.0Off-site 


3. Technical Assistance and 4.0 - 4.0 

Tra;lng 


TOTAL 
 ;t5.0 15.0 4.0 25.0 89.0
 

0o=
Q..

http:suPLcS.LT
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Annex D
 
5C(2) PROJECT CHECKLIST
 

Listed below are statutory criteria
 
applicable to projects. 
This section

is divided into two parts. 
Part A.
 
includes criteria applicable to all
 
projects. 
Part B. applies to projects

funded from specific sources only:

B.l. applies to all projects funded

w-ith Development Assistance loans, and
 
B.3. applies to projects funded from
 
ESF.
 

CROSS REFERENCES: IS COUNTRY CHECKLIST 
UP TO DATE? HAS
 
STANDARD ITEM
 
CHECKLIST BEEN
 
REVIEWED FOR THIS
 
PROJECT?
 

A. GENERAL CRITERIA FOR PROJECT
 

1. 	FY 1986 Continuing Resolution
 
Sec. 524; FAA Sec. 634A.
 

Describe how authorizing and
 
appropriations committees of.
 
Senate and House have been or
will be notified concerning 
 This 	nroJect was presented

the 	pro~ject. 
 in the FY 1986 Congressiona
 

2. 	 FAA Sec. 611(a)(1). Prior to Presentation
 
obligation in excess of

$500,000, will there be (a)

engineering, financial 
or 
 a) Yes

other plans necessary to 
 b) Yes
 
carry out the assistance and
 
(b) 	a reasonably firm estimte
 
of the cost to the U.S. of
 
the assistance?
 

3. 	FAA Sec. 611(a)(2). If
 
further legislative action is 
 M/A

required within recipient

country, what is basis for
 
reasonable expectation that
 
such action will be completed

in time to permit orderly

accomplishment of purpose of
 
the 	assistance?
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4. 	FAA Sec. 611(b); FY 1986
 
Continuing Resolution Sec.
 
501. If for water or
 
water-related land resource
 
construction, has project met
 
the-principles, standards,

and procedures established N/A
 
pursuant to the Water
 
Resources Planning Act (42

-U.S.C. 1962, et seq.)? (See

AID Handbook 3 for new
 
guidelines.)
 

5-	 -,FAA Sec. 611(e). If project
 
is capital assistance (e.g.,

construction), and all U.S.
 
assistance for it will exceed
 
S1 million, has Missicn 
 N/A

Director certified and
 
Regional Assistant
 
Administrator taken into
 
consideration the country's
 
capability effectively to
 
maintain and utilize the
 
project? 

6. 	FAA Sec. 209. Is project
 
susceptible to execution as
 
part of regional or
 
multilateral project? If so, Project is a regionalwhy 	 is project not so 	 effort with the Centralexecuted? Information and 
 American Bank for Economic 
conclusion whether assistance Integration
will encourage regional

development programs.
 

7. 	FAA Sec. 601(a). Information
 
and conclusions whether
 
projects will encourage Project will foster private
efforts of the country to: 
 sector initiatives,

(a) 	 increase the flow of encourage use of housinginternational trade; (b) 
 coops, and savings and
foster private initiative and loans and improve efficiency

competition; and (c)
 
encourage development and use
 
of cooperatives, and credit
 
unions, and savings and loan
 
associations; (d) discourage
 
monopolistic practices; (e)

improve technical efficiency
 
of industry, agriculture and
 
commerce; and (f) strengthen
 
free labor unions.
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8. 	FAA Sec. 601(b). Information
 
and conclusions on how
 
project will encourage U.S. 

private trade and investment 

abroad and encourage private 

U.S. participation in foreign
 
assistance programs
 
(including use of private
 
trade channels and the
 
services of U.S. private
 
enterprise).
 

9. 	FAA Sec. 612(b); 636(h); FY
 
1986 Continuing Rlesolution
 
Sec. 507. Describe steps
 
taken to assure that, to the
 
maximum extent possible, the 

country is contributing local 

currencies to meet the cost 

of contractual and other
 
services,. and foreign
 
currencies owned by the U.S.
 
are utilized in lieu of
 
dollars.
 

10. 	FAA Sec. 612(d). Does the
 
U.S. own excess foreign
 
currency of the country and,
 
if so, what arrangements have 

been made for its release?
 

11. 	FAA Sec. 601(e). Will the
 
project utilize competitive 

selection procedures for the
 
awarding of contracts, except
 
where applicable procurement
 
rules allow otherwise?
 

12. 	FY 1986 Continuing Resolution
 
Sec. 522. If assistance is
 
for the production of any 

commodity for export, is the 

commodity likely to be in 

surplus on world markets at
 
the time the resulting
 
productive capacity becomes
 
operative, and is such
 
assistance likely to cause
 
substantial injury to U.S.
 
producers of the same,
 
similar or competing
 
commodity?
 

Private U.S. supDliers
 
may sell goods and
 
services for the project
 

CABEI will provide
 
$25 million in counterpart
 
for 	this P~ogram
 

No
 

Yes
 

Project is not designed
 
to mromote exort
 
commodities
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13. 	FAA 118(c) and (d). Does the 
project comply with the 
environomental procedures set 
forth in AID Regulation 16. 
Does the project or program Yes 
take into consideration the 
p°6[e-of the destruction of 
tropical forests? 

14. 	FAA 121(d). If a Sahel
 
project, has a determination
 
been made that the host N/A
 
government has an adequate
 
sysem for accounting for and
 
controlling receipt and
 
expenditure of project funds
 
(dollars or local currency
 
generated therefrom)?
 

15. 	FY 1986 Continuing Resolution 
Sec. 533. Is disbursement of 
the assistance conditioned 
solely on -the-basis--of -the. 
policies of any multilateral 
institution? 

16 	 ISDCA of 1985 Sec. 310. For
 
development assistance
 
projects, how much of the A portion of project resources 
Zunds will be available only will be used to finance short 
for activities of term training and technical 
economically and socially assistance. Such organizations 
disadvantaged enterprises, 	 as listed inSection 310 ISDCA 

can submit proposalshistorically black colleges of 1985 
and universities, and private

and voluntary organizations
 
which are controlled by
 
individuals who are black
 
Americans, Hispanic
 
Americans, or Native
 
Americans, or who are
 
economically or socially
 
disadvantaged (including
 
women)?
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B. FUNDING CRITERIA FOR PROJECT 

1. Development Assistance 
Project Criteria 

a. FAA Sec. 102(a), 111,
13, 281(a). Extent to 
which activity will (a)
effectively involve the 
poor in development, by
extending access to 

Project will hve direct 
impact on all these items 

economy at local level, 
increasing 
labor- intensive 
production and the use of
appropriate technology, 
spreading investment out 
from cities to small 
towns and rural areas,
and insuring wide 
participation of the poor
in the benefits of 
development on a 
sustained basis, using
the appropriate U.S. 
institutions; (b) help
develop cooperatives,
especially by technical 
assistance, to assist 
rural and urban poor to 
help themselves toward 
better life, and 
otherwise encourage
democratic private and 
local governmental 
institutions; (c) support
the self-help efforts of
developing countries; (d) 
promote the participation
of women in the national 
economies of developing 
countries and the 
improvement of women's 
status, (e) utilize and 
encourage regional
cooperation by developing
countries? 
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b. FAA Sec. 103, 103A, 104, 
105, 106.- Does the 
pro.ject fit the criteria 
for the type of funds Yes 
(functional account) 
being used? 

c. FAA Sec. 107. Is 
emphasis on use of 
appropriate technology 
(relatively smaller, 
cost-saving, labor-using 
technologies that are 
generally mor,.t
appropriate fo:- the small 
farms, small businesses,
and small incomes of the 
poor)? 

d. FAA Sec. 110(a). Will 
the .recipient country
provide at least 25% of Yes 
the costs of the program,
project, or activity with 
respect to whch the
assist-ance -is to be 
furnished (or is the 
latter cost-sharing 
requirement being waived 
for a 'relatively least 
developed country)? 

e. FAA Sec. 122(b). Does 
the activity give 
reasonable promise of 
contributing to the 

Yes 

development of economic 
resources, or to the 
increase of productive 
capacities and 
self-sustaining -economic 
growth? 
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f. 	FAA Sec. 128(b). If the
 
activity attempts to in
crease the institutional
 
capabilities of private

organizations or the 
 Yes
 
government of the
 
country, or if it
 
attempts to stimulate
 
scientific and
 
technological research,
 
has 	it been designed and

will it be monitored to
 
ensure that the ultimate
 
beneficiariei are the
 
poor majority?
 

g. 	FAA Sec. 281(b).

Describe extent to which
 
program recognizes the
particular needs, 
 The 	project is directly
desires, and capacities 
 supportive of initiatives
of the people of the 
 to strengthen CABEI which
country utilizes the 
 have been agreed to by
country: utitllzectul 
 the 	four participating
country's intellectual
resources to enc~ourage	 member countries
 
-institutional
 
development; and supports

civil education and
 
training in skills
 
required for effective
 
participation in
 
governmental processes
 
essential to
 
self-government.
 

A\C
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2. Development Assistance Project
Criteria (Loans Only) 

a. 

b. 

FAA Sec. 122(b).
Information an conclusion on
capacity of the country to 
repay the loan, at a 
reasonable rate of interest. 

FAA Sec. 620(d). If 
assistance is for any
productive enterprise which
will compete with U.S. 
enterprises, is :there an 
agreement by the recipient 
country to prevent export tothe U.S. of more than 20% of 
the enterprise's annual 
production during the life 
of the loan? 

Fe 
Project Financial 
Analysis 

N/A 

3. Economic Support Fund ProjectCriteria -

a. YAA Sec. 531(.). Will this 
assistance promote economic 
and Pr..!itical stability? To
the maximum extent feasible,
is this assistance 
consistent with the policy
directions, purposes, and 
programs of part I of the 
FAA? 

Yes 

b. FAA Sec. 5 31(c). Will 
assistance under this 
chapter be used for 
military, or paramilitary 
activities? 

No 

S:. ISDCA of 1985 Sec. 207. 
Will ESF funds be used to
finance the construction of, 
or the operation or
maintenance of, or the 
supplying of fuel for, a 
nuclear facility? If so,
has the President certified 

N/A 
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that such country is a
 
party to the Treaty on the
 
Non-Proliferation of Nuclear
 
Weapons or the Treaty
 
for the Prohibition of
 
Nuclear Weapons in Latin
 
America (the 'Treaty of
 
Tlatelolco'), cooperates
 
fully with the IAEA, and
 
pursues nonproliferation
 
policies consistent with
 
those of the United States?
 

d. 	 FAA Sec. 609. If
 
comiiodities are to be
 
granted so that sale
 
proceeds will accrue to the NYA
 
recipieat country, have
 
Special Account
 
(counterpart) arrangements
 
been 	made?
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5C(3) - STANDARD ITEM CHECKLIST 

Listed-below are the statutory items

which normally will be covered
 
routinely in p :ov.
those ;ions of anassistance agreetoxnt dr-iel i'l with itsimplementation, o.- COV" '?(' in the 
agreement by 	 ,;,J1I.osing-on 
certain Uses off un-,
 

These items arc a.I t:ndcer thegeneral headings of (A) I'iorirement, 
CB) Constructionatah () .... 
Restrictions.
 

A. Procurement
 

1. 	 FAA Sec. 611'- Azre there
 
arrangemTL Lc::it 
 U.S.
small bus ic ;- [-o Yes 
participate : u .nblv in th 
-fu-rni shn, : :- .: i tcieas 
and servi:-, 

2-. kAA.-Sec. G ,(.) 	 all0,i1a 

procure77 t o 
 ilhe U.S. 
except as 
... ... .

deterrrinci b :',resident Yes 
or urd er 1 LO. frao 
him? ? 

3. 	 FAA SeCo 604((). Tf the
 
cooTert:n CCIunIt 1v
 
discrimira
iaei 1iira:.-t marine 
insurance co, ....es N/Aauthorilded to do business in 
the -U.S., -74i:.- c c iu-.oodities 
be insured in the United 
States against: arine risk 
with sbh a comocA&.-iy? 

4. 	 FAA Sec G04(a) DCA of
 
19 0 ..........
..
 
offshore t['ocu.: 5IIt of 
a :irultura. c,:-,nm.)dity or N/A
p- )duct is to be fiinanced,
is there provJ.sion against
such 	procurement when the 
domestic price of such 
commodity is less than 
parity? (Exrrn -- ;nn w'hpr, 



-19

5. FAA Sec. 604(g). Will 
construction or engineering 
services be procured from 
firms of countries which 
receive direct economic Yes 
assistance under the FAA and 
which are otherwise eligible 
under Code 941, but which 
have attained a competitive 
capability in international 
markets in one of these 
areas? Do these 'countries 
permit United States firms Yes 
to compete for construction 
or engineering services 
financed from assistance 
programs of these countries? 

6. FAA Sec. 603. Is the 
shipping excluded from 
compliance with requirement 
in section 901(b) of the 
Merchant Marine Act of 1936, No 
as amended, that at least 50 
per centum of the gross 
tonnage of commodities 
(computed separately for dry 
bulk carriers, dry cargo 
liners, and tankers) 
Einanced shall be 
transported on privately
owned. U.S.. flag commercial 
vessels to the extent such 
vessels are available at 
fair and reasonable rates? 

7. FAA Sec. 621. If technical 
assistance is financed, will 
such assistance be furnished Yes 
by private enterprise oa a 
contract basis to the 
fullest extent practicable? 
If the facilities of other 
Federal agencies will be 
utilized, are they
particularly suitable, not 
competitive with private 
enterprise, and made 
available without undue 
interference with domestic 
programs? 
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C. Other Restrictions 

1. FAA Sec. 122(b). If 
development loan, is 
interest rate at least 2% 
per annum during grace 
period and at least 3% per 
annum thereafter? 

Yes 

2. FAA Sec. 301(d). If fund is 
established solely by U.S. 
contributions and 
administered by an 
international organization, 
does Comptroller General 
have audit rights? 

Yes 

3. FAA Sec. 620(h).. Do 
arrangements exist to insure 
that United States foreign
aid is not used in a manner 
which, contrary to the best 
.interests of the United 
States, promotes or assists
the foreign aid projects or 
activities- of the 

Yes 

Communist-bloc countries? 

4. Will arrangements preclude 
use of financing; 

a. FAA Sec. 104(f); FY 1986 
Continuing Resolution 
Sec. 526. (1) To pay 
for performance of 
abortions as a method of 
family planning or to 
motivate or coerce 

N/A 

persons to practice
abortions; (2) to pay 
for performance of 
involuntary
sterilization as method 
of family planning, or 
to coerce or provide 
financial incentive to 
any person to undergo 
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of the Infrastructure Comnent 
Analysis. 

a new type of
the Project will involveoponent of 	 of thethe infrastructureBecause 	 type of project implementation for some 

and a new 	 stage,iending for CABEI 	 toth at the PID and Project Paper 
institutions,national implementing character 	and

to identify the 
made 	 speclal. efforts

and consultants 
magnitude of program demand. 
FHUDO 

that 	have been on projects
bel] provide informationsunrmnaries 	 and byThe sub-project 	 for project implementationresn-onsibletLe institutionks) 	 consistent withidentified by 	

:md A.i.D. Missions as 
central 9oreyqimnts 	 at the interestrespective 	 to implementthe 	 fr siblepolicy goals and 	 to the pointproject and Mission 	 will be elaboratedhese projects 

rates projected for financing. 
first sjix IKcnths of the Project by a 	joint
 

At this
of loan applications during the 	 institutions. 
team working with the national 

afUiX>CABE -4cnsultant 	 of the type of projects to be 
forecast 

the pro-ects represent- the best 
point, heading.under the Infrastructurefinanced 

sewerThe water and
broad categories.fall 	into two

projects described 	 tackle the mostThe 	 for very mor neighborhoods
and general upgrading projects 

These projects will have the 
implenEfntation questions. 

but also pose the greatestdifficult policy and 	 - q- succ s tully,
value if imP1.em.nenr(dgreatest 	 A second group of recovery. moreproblems in execution and cost 

c( street paving projects-are
ne ighbor -	 but have

projct5p-ticularly They represent less policy innovation, 
to Luplement.straightforward 

less severely institutional management capa~itY
 
the auvantage of taxing 


Guatemala 
two with the

for Guatemala:at this roint the waterThree projects are proposed 	 and one with DPI&UA,
(the 	capital city) 

municipality of Guatenmala 
These projects are:Cityfor Guatemalaauthority for a 

to provide material support 
to the Muicipality

1. A Q4 million loan 	 essential urban 
Work 	project which will provide 

CARE designed Food For 	 in Guatemala City. 
poorest communities55 of the

infrastructtre ror 


A Q7.5 million loan to 
the Municipality to pave 

67.44 km of streets in
 

2. 

lower middle class areas of 

the city.
 

to Q10.0 million loan to 
EMPAZUA to extend water 

service through
 

3. 	A Q7.5 

self-financing community 

water taps in the poorest 
areas of the city.
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General Urban Upgrading 

This project will be carried out by the Municipality of Guatemala to 
develop crucial public infrastructure in 55 of the poorest ccmmunities in 
the city. Approximately 30,000 families with about 155,000 people live
 
in these settlements. Together they comprise over one half of the city's
 
slum communities.
 

The project will first build drainage and sewerage treatment systems for 

the 55 communities. The project will then provide for the construction 

of retaining walls where steep hillsides threaten housing with mud slides 
during the rainy season. Ccamunity garbage deposits will be built and 
public water supply facilities will be improved.
 

The project will be implemented under the direction of municipal 
engineers and supervisors working with a committee of local citizens in 
each ccmmunity. CARE will assist the Municipality in organizing and 
supplying the project activities. 

Food For Wrk assistance will be provided over 5,000 workers on the
 
project. These workers, who live in the same communities to be helped by
 

the project, will receive food payments in exchange for their work on the
 
project. These payments will represent an increase in family income for
 

the workers and their estimated 20,000 dependents of from 339 to 458, at 

current market prices, for each month that they work on the project. 

CABEI loan funds will be used to finance the materials needed for the 

project. These are construction materials available in the local 
market. No importation of materials is anticipated. 

ihe project study has been fully prepared and is ready to begin as soon 
as funds are available. The Municipality has indicated its intention to 

make an immediate request to CABEI to seek advance funding at the 
earliest possible date. CARE, A.I.D. and Food For Work support have been 
approved for the project. 

The project will directly benefit the quality of life of 155,000 urban
 

slum dwellers. Sixteen percent of these people will receive increased 
family incomes for each month that they participate in the project. 
Eighty peiLcent of the households will be connected to new se~er systems 
with resulting increases in sanitation and family health benefits. 
One-half of the communities will have retaining walls and all will have
 

paved walkways and improved public water systems.*
 

As CARE gives a low. priority to water systems in this type of project, 

these funds will be used primarily for storage tanks and minimal 
extension of water lines into the coamunities to be served. The '3P-1PUA 

community water taps activity, discussed below, will serve most of the 

same communities and will be developed in a coordinated manner. 
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It is anticipated that construction on the project will take 18 Months.

It will create 507,000 man days of unskilled labor and 175,000 man days
of skilled labor (masons) during the life of the project.
 

Cost recovery of the funds borrowed from CABEI for the project will be
obtained from the beneficiaries of the project through the Municipality'swell-established "Contribution for Improvements" systems. This system is
used regularly by the Municipality to recover up to 70% of the costs of

commuity improvements (water, sewers, street improvements, etc.)
Normally the beneficiaries of these improvements have two years to pay
the Municipality. In ,'-e case of this project, the period will be
 
extended to three years L 
a L2% interest rate, and collections will be

made through community omi.. -es. 
These charges ard the cost recovery

system will be discussed withi _...h communiLy before construction begins.
The cost recovery system will rec,. -r 1.00% of materials costs, or roughly

50% of total project costs. The rest of total project cost is being

funded through external do- tions. The Municipality intends to establish
 
a revolving fund which can finance 4 or 5 generations of such projects

within the lifetime of a 15 year CABEI loan.
 

2. Street Paving
 

This project will pave 67.44 km of streets in 10 lower middle class

neighborhoods in Guatemala City. 
The average monthly family income in

the neighborhoods to be served is Q243.60 (497). 
-.
he range of average

incomes is trom Q277 (kii0) to Q181 (375). 
This compares with a city

wide estimated median family income of Q633 (3240).
 

The LMunicipality receives frequent reqc'ests for the paving of streets.

These requests usually come from older, more established neighborhoods.

These areas have typically been improving their quality of life and
 
consider street paving a major step in that direction. The Municipality
responds to these requests in accord with its own economic situation, and

with the capacity to pay of the beneficiaries who Live along the streets
 
to be paved. 
Work is initiated only if a high proportion of the
 
properties along the street have been registered in the Municipal

Cadaster system. The majority of costs of street paving (up to 70%) are
 
recovered by the Municipality through the system of "Contributions for
Improvements" from bordering land owners. 
Communities must have water

and sewer lines in place in order to be eligible for road paving, so as
 
to avoid digging up the road surface in the near future.
 

Approximately one-half of street paving and other municipal public works
 
are contracted out to private contractors. 
 In the case of this project,

however, the Municipality plans to do the work with the staff and

.equipment
of its Directorate of Maintenance and Public Works. 
This will
 

constitute the Municipality's local counterpart for foreign borrowing,

and will not be charged to the project.
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These streets will directly benefit 100,700 people who live on them. An 
estimated 325,200 will indirectly bcmefit as a result of the project. 
These people live in areas served by the streets but do not live directly 
on the streets to be paved. 

These streets will be paved with poured concrete or with locally produced 
concrete paving blocks. In either case, by avoiding the use of asphalt, 
no foreign costs will be incurred for the materials used in the project. 

The Municipality proposes to carry out the project over a three year 
period. They anticipate the need .or one-third of the loan funds in each 
of the three years. 

The recovery of costs for the project will be done through the 
Municipality's regular system of "Contributions for Improvements". Land 
owners along the street which is paved are billed according to the 
frontage of their property on the street and the distance from the curb 
to the middle of the street." In this case, it is propoised that the 
residents pay 100% of the materials costs (the part covered by borrowing) 
or a little less than 50% of total costs. Typically a family on a newly 
paved street will pay Q 10 (U5S 4) per month for a five year period. 
Less than 100% cost recovery fram direct beneficiaries is appropriate 
since many of the benefits accrue to others living in the general area or 
in Guatemala City as a whole. 

3. Cmmunity Wter Tape 

The continuing increase in the population of Guatemala City with widely 
scattered settlements has created problems in providing basic public 

Household water connections in the poorer neighborhoods haveservices. 

been particularly difficult because of the lack of a capacity to pay and
 

questions related to ownership of the land where these houses are built.
 

As a result, approximately 20% of the city's present population have no
 
easy access to piblic water supplies, i.e., ara not within 200 meters of
 
a safe water source. These people currently buy water from vendors or
 
carry it considerable distances from public taps.
 

With this project, EMPAGUA proposes to construct 1,500 community wdter
 
taps to serve approximately 250,000 people :in poor neighborhoods not now
 
served with public water service. Each tap will be located in a
 
convenient location to serve approximately 30 families. The families
 
serviced will be expected to pay the cost of installation and operation
 
of the system through one of two alternatives: either the tap will be
 
located in a neighborhood store whose owner will sell water by the
 
container to his neighbors or the tap will be operated by a community
 
committee who will share the cost of the service.
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If successful, the system will enable EMPA3UAL to serve virtually all of 
the currentiy unserved population of the city on a full cost recovery
 
basis.
 

The project will cost an estimated Q 10.5 million to extend water lines
 
to the coamunities and to install the 1,500 community water taps.
 

The cost of each tap will average Q 7,000. This cost is divided between
 
the extension of a plastic pipe from the existing water line to the tap

(Q 5,500 at a cost of Q 11 per meter) and for the installation of the tap
and accompanying water eter (Q 1,500). The total investment per family

served will be approximatL r Q 233. Some off-site investment will be 
necessary for water mains an, -umps to brinv water into each of the 
locations. 

he project will take four years to complete. EMPPLUA projects that 
between 60% and 70% of total\spending will be needed for imported project

materials.
 

The project will be carried out by H4PAGUA's own staff and
 
contractors. 
An estimated 50% of the work will done by contractors. 
This will generate the need for the employment of between 300 ai, 500 
workers uuring the four year life of the project. 

The community tap program will utilize water lines that at a later date
 
can support individual household connections. As a follow-on program to
 
the community water taps project, EMPA3UA proposes that CABEI consider
 
funding for 14,000 household water connections. This program will be
 
necessary as water supplies to the city increase in the years ahead and 
demand for household connections grows. At an average cost of Q 750 per
household connection this program would cost Q 10.5 million over a four 
year period.
 

Project Issues
 

The success of the three activities proposed for funding by CABEI depends

heavily upon the cost recovery systems which accompany each activity. The
 
cost recovery system of the Municipality is based primarily on its
 
"Contribution for Improvements" system. The office in the Municipality which
 
administers this system, in collaboration with the Municipal cadaster office,

determines the increase in value to an individual property which will result
 
from the public work to be constructed. The property owners who benefit fron
 
the project then are billed on a monthly basis for a given period to recover
 
the costs of the project. Payments are scaled proportionally to estimated
 
benefits, e.g. on a front footage basis for road paving.
 

This system has worked particularly well for recovering the costs of
 
streets, sidewalks and other public works in middle and upper class
 

\\
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neighborhoods of the city. A similar system has worked inpoorer
 
neigh;orhoods in times of emergency such as the recovery from the 1976
 
earthquake. The CABEI projects will provide the basis for strengthening the
 
application of this system for urban infrastructure in poor neighborhoods.
 

Technical assistance and training will be necessary to improve the 
effectiveness of the "Contribution for Improvements" system especially as it 
applies to improvements in poorer neighborhoods, where land registry now is 
weak. This requirement is described under Technical Assistance. 

Honduras 

The Honduras infrastructure component will continue and expand upon the
 
bilateral Urban Upgrading Project (522-E3-006) which is providing water and 
sewerage solutions to over 15,600 families (or 93,500 people) in Tegucigalpa 
and San Pedro Sula. To this end, the Project will finance approximately 49.2 
million in infrastructure services (water and sewerage) in Tegucigalpa on a 
cost recoverable basis. An estimated 50,000 families will receive water 
and/or sewer hook-ups. The Project incorporates key lessons learned from 
bottlenecks experienced in the Urban Upgrading Project in the areas of 
absorptive capacity (timing of localized supply and off-site infrastructure) 
and cost recovery mechanisLs. 

The target group is the 50,000 households inTegucigalpa living inmarginal
 
communities characterized by deficient provision of basic services and
 
generally substandard condition of the housing stock. This population is
 
growing at about 7.8% a year or 4000 families primarily in the southern and
 
eastern sectors of Tegucigalpa. The Project is expected to provide household
 
water connections for roughly 35% of the 1986 barrio population currently
 
without such services.
 

The municipelity of Tegucigalpa through its Barrio Project Implementation Unit
 
(Unidad Ejecutora) and the national water and sewerage utility (SANAA)are
 
already well organized to provide this type of infrastructure extension to
 
"barrios marginales". The Unidad Ejecutora has currently documented 58
 
subprojects awaiting funding which total about 314 million for water and
 
sewerage (310.8 million on-site and 33.2 million off-site) for 15,650
 
families. These projects were requested by barrio organizations (patronatos)
 
for inclusion in the Urban Upgrading Project after program funds had already
 
been fully ccmmitted. For each subproject the Unidad Ejecutora hs already
 
conducted prefeasibility studies which surveyed barrio population and produced
 
initial estimates of on-site and off-site construction costs.
 

The full cost of installing infrastructure services (including design,
 
administration, financing, and construction) will be charged through the
 
system of "contribucion de mejoras" to residents of the communities receiving
 
the services. The cost recuperation for water and sewerage will be handled
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through a cOmputeri; ed billing system in place at SANAA which lists anexplicit water consumption charge, sewerage charge, and loan repaymentcharge. Typical terms in the Urban Upgrading Program were 	12 years at 17%.The documented excess demand, even on 17% money, demonstrates the strongwillingness to pay for this type of project. Current projections indicatethat 	infrastructure loans for the CABEI project will reach barrio residents at10% for 12-15 year terms. Oft-.site infrastrcture will be financed at anexpected 5% offering rate using DA financing. 

CABEI financing is projected to commence in FY 1988. Before that date, asystematic plan of water hook ip will be impossible to implement, because ofthe overall water shortage in rj "'_cigalpa. 

Project Issues 

A. 	 Relation to Bilateral A.I.D. Activities 

The Urban Upgrading Program (522-fU-006), which began in 1981, developedthe implementation capacity and methodology to be followed in the CABEIProject. Final work off-siteon infrastructure for this proj CL will besubstantially complete by the end of 1986 and will thus not overlap the
proposed CABEI projects.
 

However, in order to execute future projects it is -rucial to maintain in
place the institutional capacity developed by the Project Implementation
Unit in Tegucigalpa (Unidad Ejecutora). A significant finding from the
Urban 	Upgrading Project was the longer-than-predicted lag time necessaryto develop the capacity to begin implementing projects. Thus, over 	80%of beneficiaries were reached during the last 	three years of projectimplementation. Future AID activities in this area will 	have theopposite trajectory: without prcmpt ccnmencement of project activity, thecapacity to execute barrio upgrading may be lost.
 

jimultaneously with the development 
of the CABEI project, 1R1UDO/CA isre-programing bilateral H3-008 to provide 420 million of funding forurban 	upgrading throughout the country. 

All except 45 million of this bilateral funding will, at President
Azcona's request, be directed outside Tegucigalpa. It will be used to
finance water and sewer 	connections, household electricity installation,
and road paving in San Pedro Sula and secondarly cities.
 

The 35 million of the bilateral program 
 funding directed to Tegucigalpawill 	serve as bridge financing in FY87 and FY88. It will permitconstruction of part of the backlog of road and sewer projects awaitingfinancing in Tegucigalpa. Equally important, it will maintain the 
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institutional capacity of the Unidad Ejecutora, until completion of the 
Concepci n R o Grande dam permits resumption of household water 
connections. As CABEa project financing comes on line in FTB8 and FY89,
 
CABEI will specialized in financing of water and sewer hook-ups in 
Tegucigalpa. 

B. Overall Water Supply 

SANAA and the government of Honduras have two strategies for meeting the 
overall need for water in the Tegucigalpa area. An 8-point Summer 87 
package will construct 15 new wells and repair five wells which are 
currently out of service. These e.,lls will produce 150 liters/second in 
new supply. The plan will also finance repairs and improvements to 32 
water distribution centers. This program will significantly ameliorate 
the current dry season deficit. 

Expansion of household hook-ups, however, must await completion of the 
Concepci n R o Grande dam. 

The new government and IDB decided in June 1986 to accelerate the 
Concepci n R o Grande Project which had beon planned for the mid-1990s, 
rather than go ahead with the previously planned 3240 million Guacerique 
II Project. Previous SANAA policy had been to fully develop each 
watershed before moving on to another, but this has proven to be much too 
expensive. The R o Grande dam will produce about 75% of the raw supply
which the Guacerique II Project would have provided but will be no more 
than 60 meters high, cost approximately 40 million, and will still 
roughly double available raw water supply for Tegucigalpa. The dam is 
planned in an unpopulated area, where land costs are low. Since the dam 
will capture only about 50% of river flow (as opposed to over 80%for 
Guacerique II), environmental impact should be relatively mitigated. The 
dam will use UC (rolled concrete construction) technology now in ccmm 
usage in the LIS which allws for significant time and cost savings over 
previous dam building methods. The Concepci n R o Grande dam will 
provide sufficient supply to Tegucigalpa at least through the mid 1990s. 
Dam completion is now scheduled for mid-1989. 

Costa Rica 

The Costa Rica sub-project will be carried out primarily through the Instituto 
de Fdmento y Asesor a Municipal (IFAM). The Instituto Costarricense de 
Acueductos y Alcantarillados may also play an implementing role. 

Background and Project Description 

Costa Rica starts from a much different water coverage position than other 
Central American countries. Census and special survey estimates place the 
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proportion of urban families having on-site access to water at more than 
99%*. Even among tugurio residents, coverage rates are extremely high. 
Estimates by the Instituto Mixto de Ayuda Social indicate that 72% of tugurio
houses have individual access to inside piped water, and that almost all of 
the rest have on-site access either to wells or shared pipe outlets.
 

For this reason, an upgrading program designed to extend household connections 
does not make econcuic sense in Costa Rica. Current coverage rates are too 
high to justify making such a program a social priority. 

In contrast, Costa Rican mu.'cipalities have been far more effective at 
restricting new housing constL. tion, because of water shortages, than have
municipalities in other countries. Virtually all municipalities have a 
backlog of rejected building permit_-, especially for low income housing
proposed to be built in areas without .. ter distribution lines. In fact, both
the tSAID Mission in its housing sector strategy and the Minister of Housing
have identified shortages of deliverable water as the number one obstacle to 
low-income housing construction. 

In response to this assessment, LSAID has launched a pilot proje -tdesigned to 
encourage low-income housing construction by working with communities to 
remove the water supply constraint. The type of investment covered i,r-Iudes 
small--scale investment in source development, installation or replacement of
 
distributions mains, installation or expnsion of water treatment plants, and 
installation of pumping equipment. 

*For example, a 1983 survey by the Instituto Nacional de Vivienda y 
Urbanismo found the following coverage for the San Jose metropolitan area 
and other metropolitan areas. 

San Jose Other Urban Area 

Metropolitan Area 

Tobtal in Sample 623 1,099 
Inside Individual Connection 
Outside Individual Connection 

586 
17 

961
0 

Shared Inside Connection 19 112 
Wells (on-side) 0 6 
Public Fountain 1 8 
Other 0 12 
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The initial AID program is sponsoring 47 million (C 308 million) of water
 
system improvements. Works are being carried out in eight communities, 
where A.I.D. estimates that the water system improvements will unblock 
construction of 7,000 low-income housing units. The initial A.I.D. 

funding has been provided through ESP grant funds. There is no capital 
cost recovery, although IFAM ard the municipalities agree to make the 
tariff adjustments necessary to cover future operations and maintenance 
costs. 

The proposed project for CABEI financing would extend this pilot Mission 
project, by providing $15 million of additional funding for IFAM. 
Projects in 11 municipalities totaling LSB 9 million have been studied in 

preliminary detail. Ebr these communities, 7,200 building permits for 

low-income housing units have been identified as having been rejected or 
applications discouraged frcm su mission because of lack of adequate 
water supply. More than half these pending permits are from privatc 
contractors, At this same proportion, the $15 million program would make 

possible construction of 12,000 low-income housing units over a five-year 
period. 

CABEI financing also will permit gradual institutionalization of cost 

recovery for projects of this type. IFAM has accepted the principle that 

capital costs should be recovered, and has indicated that it would aim to 

lend extend resources to municipalities at 12% interest rate. The move 

from zero cost recovery to full recovery of capital cost at a 12% 
represents a very large advancement in cost recovery practice. IFAM has 
stated that its intermediate-term policy is to rove toward full cost 
recovery at full market rates of interest. 

Project Issues
 

Five policy issues stand out in the Costa Rican Project: 

1. Low-Inme FBosing Authorization 

The municipal water improvennt projects have the purpose, from AID's 

perspective, of increasing low-income housing provision. Each of the 
,municipalities proposed for works in Phase I or Phase 2 of the 

citing lack of adequate waterproject have rejected building permits, 
supply as the reason. Removal of this bottleneck is expected to 
permit previously blocked housing construction. 

Municipal authorization of low-income housing building permits, 
however, is not a condition of IFPM loans to municipalities or of 

loan to IFAM. In fact, many reasons exist at the municipalA.I.D. 's 
level for resistance to the concept of progressive housing solutions 
and to integrating low and moderate income housing into the 
community. Lack of water may be the reason expressly stated, but 
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surmounting this barrier does not ensure municipal approval of 
building permits. In our follow-up with the municipalities
participating in Phase I, several indicated that they did not intend 
to authorize low-income applications, even after completion of the 
water improvements. (This response may, to sane degree, represent a 
lack of understanding of the program on the part of newly elected 
mayors who only recently had entered office).
 

It is planned to include in any future agreement with IFAM a 
reauirement that IFAM disbursements to municipalities be tied to the 
municipalities' actual approval of pending low-income building 
permits. IFAM has agreed that such a requirement is desirable is 
desi rable. 

2. Interest Rates 

Te bsta Rican Central Bank has taken the position that it will not 
insure dollar loans against exchange risk i.e., that it either will 
pass the exchange risk on to the implementing institution or refuse 
the loan. It has indicated that it may make an exception in the case 
of a socially valued investment, like water system improvement. 
However, in this case it would add an additional spread to c,'vzr the 
exchange risk. The Central Bank estimated this spread at six 
percentage points or more. 

A six point spread by the Central Bank for exchangL risk implies that
 
a dollar loan to Cbsta Rica at 9% would become a 15% or 16% domestic 
currency loan to IFAM, after other charges. This hould appear to be 
incompatible with the 12% lending rate that IFAM believes is a 
practical ceiling on the rate at which it can lend resources to 
municipalities. 

Four solutions to this dilemma are possible. First, the cost of the
 
dollar resources can be lowered by mixing DA with EU funds. Since 
the infrastructure projects in auestion are all off-site, a component 
of Mi funding is appropriate. The tentative financing mix proposed
is ll million of HG and t4 million of DA, provided at 5%. Even this 
mix, however, will go only part way toward meeting the re-lending
interest rate objective. Second, bilateral ESF resources could also 
be made available to meet this reauirement.
 

Third, it may be possible to accelerate delivery of the DA funds, 
allowing IFAM a period to invest them at local market rates (now
about 25%per annum) thereby strengthening IFAM's financial position 
and its benefits from program participation. 

Fourth, IFAM has agreed in principal to mix its own resources, 
received from earmarked taxes with CABET funds in municipal lending. 
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Since IFM now faces a 6% legal ceiling on lending from its own 
resources (which it is attempting to raise to 10%), any blending of 
external funds with internally generated funds would lower the 
overall re-lending rate, bringing it within program feasibility.
 

3. Private Sector Management Coordination 

The osta Rican Mission has urged that greater responsibility for 
project management coordination be given to the private sector. This 

would expand the Mission's success with such a strategy in oad 
building. In a pilot project, a private implementing institution was 

set up through the Roads and Highways Association. This unit has 
selected investment priorities, designated contractors, and 
supervised design and work3 for road and highway projects in one 
canton. Per kiloneter final construction costs are reported to have 
been reduced by almost 50%relative to public construction, with an 
even greater shortening of the construction period. 

IFAM already has adcpted some of the most important characteristics 
of this model. It has secured approval for private (short-list) 
bidding, and has agreed to do all construction with private firms 
under private supervision. IFAM, RiUDO and the Mission will discuss 
enlargement of the private sector role. 

4. Institutional Capability of IFAM 

IFAM has had 15 years of experience as a development bank for 
municipal projects with subsidized lending rates. It is committed to 

moving toward market rates in its lending. The present project will 

support this policy change. IFAM is also committed to using private 

sector organizations to increase its project implementing 
capability. Although delays have occurred in the execution of the 

A.I.D. grant program, IFAM has taken significant steps in recent 
months to expedite its contracting and purchasing procedures. All 
but one of the water projects have now been contracted out. 

Our overall evaluation is that IFAM is a serious, conmitted credit 

and technical assistance organization that is well qualified to carry 
out the proposed project. 

5. Municipal Debt Capacity 

IFAM's preliminary analysis concludes that the 22 municipalities wbo 

are proposed as participants in this project have the capacity to 

borrow the funds prcposed in this projecL. In most cases these are 

major secondary cities which are growth centers. Their existing and
 

prospective debt capacity is significantly greater than for the 
country-wide average among all the municipalities. 
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El Salvador
 

CABEI financing in El Salvador is planned to be directed primarily toward 
a household water connection program in San Salvador. This portion of 
the program would be financed by a FU loan and would be fully cost 
recoverable. The program would be administered by ANDA, the national 
water authority. Development Assistance funds would be used to finance a 
meter installation program, critical to ANDA's revenue collection 
efforts, and for off-site improvements necessary to sustain water 
delivery to the upgraded neighborhoods. These off-site investments would 
include water main install.- ion and perhaps small water purification 
plants to remove the cyanide . uind in current well sources. 

The El Salvador TSAID mission has -: ed to give consideration to the use
 
of ESF local currency for off-site ii . tment support. If this
 
consideration is favorable, the Project ",uld use DA funding for the
 
foreign currency portion of off-site expenditures and ESF funding for 
the local currency element. 

Background and Project Description 

Data for 1982 indicate that 61 percent of the urban population in El 
Salvador is served by household connections while another five percent is 
served by public standpipes. An estimated 47 percent of the urban 
population is served by the formal sanitary sewerage sy.tem (dwelling 
connections). All average ratios are scmewhat higher in San Salvador. 

ANDA is now carrying out with IMUDO financing its first ousehold 
connection/urban upgrading program in San Salvador. This program is 
designed to reco% r 50% of installation costs from direct beneficiaries.
 

In social promotion and in stinulating demand, the ANrA upgrading program
has been highly successful. Community organizations have accepted the 
principle of cost recovery for water installation, and a large backlog of 
demand has been registered for book-ups. As of July, 1986, ANDA had 
completed preliminary review of t2.3 million of additional project 
applications, which are unfanded from current programs but eligible for 
water installation. It has recuested additional funding of this 
magnitude from LSAID and RHUDO, as the second step of the upgrading 
program. This demand could be satisfied through CABE: financing.. 

In implementation, the ANDA program to date has been less successful. At 
its inception, the program had difficulties as the ANDA bureaucracy had a 
difficult time managing the public bidding process. The President of
 
ANDPA then decided to turn over management coordination to a private firm, 
which became responsible for preliminary cost estimates and designs, 
contractor selection, contract negotiation, ard supervision of works. 
Production rates increased fran 600 meters of distribution pipe installed
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per month to 4,000 meters of pipe installed. The first four of the 10 
sub-project groups were completed swiftly. 

The Program subsequently encountered financing difficulties, and came to 
a halt. As the government of El Salvador was past due in other B3 debt 
payments, no new funding could be released for urban upgrading. These 
prcblems now have been resolved, and resumption of funding is in process. 

Phase 1 of the Urban Upgrading Project will require most of FY1987 to 
complete. Phase 2 which encompasses 72 new projects providing 
apprcocimately 2,900 household connections can begin in FY 1987 for 
completion in FY1988. ANDA staff and resident PHELO advisers estimate 
that a new program of roughly this magnitude ( 2.3 million) can be 
undertaken each year. The effective constraint is not household demand, 
which is ery large relative to production capacity, but ANDA's ability 
to implement programs and El Salvador's general debt repayments, which 
are necessary to assure the timely arrival of new funding. 

The urban upgrading program in El Salvador places relatively modest 
demands on off-site infrastructure. ANDA believes that it can satisfy 
several years of demand for household contactions from its already 
installed basic distribution system. The only off-site requirement will 
be for modest main axtensions and occasional pumps. 

ANDA is pursuing a program of meter installation. Because of political 
resistance, it has been unable to raise water tariffs. Metering is seen 
as a method of augmenting revenues, as well as support for water 
conservation. In a pilot test, ANrA found that households quintupled 
their average monthly water payments, when converted from a flat rate 
water tariff (9 colones per month) to a tariff based on metered 
consumption (average of 45 colones per month). ANIA nciw wants to install 
50,000 meters in the metropolitan San Salvador area, at an estimated 
total. cost of slightly over UStE million. This investment will 
significantly strengthen ANIA's finarcial position. It could be financed 
either through DA funding, or because of its strong cost recovery 
characteristics, through M funding. 

Issues 

Four program issues stand out in M Salvador: 

(1) ole of Private Sector in Management Cbordination 

The present management of ANDA intends to remove project coordination 
from the private sector and return it to ANDA. It acknowledges that 
contracting out coordination responsibilities to a private firm was 
essential in setting uip the new program, but believes that AMDA can 
now perform the management coordination with its own staff. Whether 
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ANDA can in fact manage the program on its own remains to be seen. 
If the current upgrading work is implemented on schedule, there will
be no need foi a larger private sector role (all construction is 
being performed by private firms under private contract 
supervision). However, if implementation continues to lag, it should
be a condition of the CABEI loan that project management again be 
contracted out to the private sector. 

(2) MinicipDal iater Concessions to Private Firms 

The former President of ANDA, now special adviser to the President of
the Republic, has recoiw"'nded pilot experiments of privatization in
the water sector. He has r-commerded that the government grant to 
private firms concessions to irry out all water supply
responsibilities in selected tc. The private firm would operate
and maintain the w-ter system, prouvde new hook-ups, charge and 
collect revenues subject to government review of tariffs, and retain 
all profits and losses. An inquiry was made whether such a pilot
project would be eligible for CABFI financing. 

It should be a program priority to elaborate this idea with F1 
Salvador officials, with a view to eventual funding. Because of its
political repercussions, the decision to move forward will have to 
come from the President's office. 

(3) Relationship to Bilateral 13 Program 

The Project described here assumes that the first step of the
upgrading program will be financed through the current bilateral El;
project, as originally planned, and that the program then will move 
to CABEI financing. However, RH[DO has other bilat1eral resources 
tied up in El Salvador. If these are re-programmed to finance 
further NDA upgrading, it would reduce the amount of ANDAresources 
could be expected to request of CABEI. 

(4) Cost Recovery 

The current upgrading program was designed to recover 50%of costs 
from direct beneficiaries and 50% through the general tariff 
structures. ANDA has been unable to achieve tariff increases and has
fallen into a severe deficit position. A CABEI project should insist 
on at least 75% cost recovery from direct beneficiaries, with the
other 25% of cost to be recovered from the revenue gains associated 
with meter installation. Alternatively, the upgrading project could 
recover 100% of hook-up costs from users, while using all revenue 
gains from metering to strengthen the institution's overall financial 
position. 

/
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Item G u a t e m a 1 a Ho n d u r a s 
CARE Upgrading Road Paving Community Water Taps Household Water and Sewer 

Cbnrect ions/Upgrad ing 

Total Project Cbst 
(mi1lini ) 1.5 3.0 4.5 9.2 

On-Sites 1.5 3.0 3.0 6.2 
Off-Sites 0 0 1.5 3.0 

Timing of Outlays 
(LE Fiscal Year) 

1987 1.5 1.0 0.5 0 
1988 0 1.0 1.5 1.2
 
1989 0 1.0 1.0 2.5
 
1990 0 0 1.0 3.0
 
1991 0 0 0.5 2.5
 

Implement ing Agency Municipality Municipality EAGUA Municipal i ty/JAAA 

Cost Recovery 100%of CABEI loan 100%of CABKI Loan 100% of Total 100%of Total 
100% of Materials 100% of Materials
 
50% of Total 50% of Total
 

Innovative Private 
Role - Yes. Private sale 

of water from Cimnunity 
Taps 

Domestic 
Interest Rate
 
(Based on 10%dollar 
loan to Central 
Bank) 12% 12% 12% 10%
 



TABLE 1 (Cont) 

Item Costa Rica El Salvador Total 
Mnicipal Water Eqpansion Water Qonnections 

Total Project Cost 15.0 9.5 42.7 
On-Sites 11.0 8.0 32.7 
Off-Sites 4.0 1.5 10.0 

Timing of Outlays 

1987 3.0 0.5 6.5 
1988 6.0 2.5 
 12.2
 
1989 6.0 
 2.5 13.0
 
1990 0 2.0 6.0 
1991 0 2.0 5.0 

Implementing Agency IFAM ANDA 

Cost Recovery 100% of Total (bst 100% of Total Oost 

Innovative Private Role (1) Private sector role in Private sector role in 
project management. project management. 

(2) Disbursements tied to 
municipal approval of private 
lcw-income housing permits. 

Interest Rate 16% 12% 
(Includes Central Bank charges for 
maintenance of value. 
Final lending rate to nunicipalities 
to be approximately 12% after blending 
with IFAM funds) 
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TABLE 2
 

Beneficiaries and Job Creation 

Direct Person Days 
Beneficiaries of Epl!yment 

Guatemala 
1. CARE 	 154,500 507,000 unskilled 

residents of poorest 	 44,000 semi-skilled
 
neighbors 

2. Road Paving 110,700 families 800,000
 
living on streets to
 
be paved
 

(325,200 residents 
of oammunities 
where paving will occur) 

3. 	 Water Taps 250,000 300,000 

users 

1bnduras 

400,000Household 55,000 

Connections users
 

Costa Rica 

66,000 	 690,000Municipal 

Water Supply new residents of low-income
 

housing
 

280,000 
current users of water 
systems 

El Salvador 

64,000 	 620,000Household 

Connection & Meters users of connections
 

275,000
 
users of meters 

TCTAL 1,255,200 	 3,361,000
 
(excludes conmuni ty 
residents for road 
paving) 
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TABLE 3 

Chanes in Water Coverage Rates 

Guatemala City 

Currebt Coverage 1990 Cbverage* 

Houseold Cbnnections 71.0% 71.5% 
Public Funtains 7.0% 27.0% 
Wells 2.0% 1.5% 
Uncovered 20.0% 0 

megalpq 

Hous ld Cbnnections 67.0% 73.0% 
Public Fountains 8.5% 20.0 
Wells 3.0% 4.0% 
Uncovered 21.5% 30.0 

San Salvador 

Ebusehold Cbnnections 66.0% 72.0% 
Public Fountains 10.0% 15.0% 
Wells 3.0% 3.0% 
Uncovered 21.0% 10.0% 

Costa Rica (secondary cities) 

Household Cbnnections 98.0% 100%
 
Public Fountains 2.0% 0%
 

* Target estimates. Unusual urban growth rates will affect these targets. 

Distribution of remaining 23% between uncovered and public fountains will 
depend on whether SANAA carries out planned program of expansicn of public 
taps.
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29 de agosto de 1986 

Sra. Nadine Plaster
 
Directora ROCAP/AID
 
8a. calle 7-86, zoa 9
 
Ciudad Guatemala 
Guatemla, C.A. 

REF.: Solicitud Formal Programa Vivienda
 

e Infraestructura
 

Estimada sefiora Plaster:
 

Una de las principales actividades que el BCIE le ha dado prioridad en su 
gesti6n crediticia ha sido el financiadento de proyectos para la constru
cci6n de viviendas, dado el considerable dficit habitacional existente en 
la regi6n y los linitados recursos disponibles para satisfacer la crecien
te demanda. Para llevar a cabo esos Programas se ha contado siempre con el 
amplio apoyo de la USAID, lo que nos ha penitido desarrollar una serie de 
proyectos en los paises miembros, que han beneficiado principalmente a gru
pos familiares de bajos ingresos. 

Dade qua las necesidades en materia de vivienda tienden a aurnntar, el BCIE 
estd conformando un nuevo Programa para atender dicho sector, y por tal ra
z6n scxetemos a consideraci6n de ese Organismo solicitud formal de financia
miento por US$60.0 millones, cuyo destino serd realizar un Programa de Vivien 
da y dotaci6n de servicios bdsicos a barrios y poblaciones marginadas de la 
regi6n centromaericana. 

Segfn los andlisis realizados conjuntamente entre especialistas de la AID y 
el BCIE, para llevar a cabo el referido Programa sern necesarios US$45.0 
millones que podrian provenir de una garantia de la AID y US$15.0 millones 
en recursos concesionados de dicha Agencia. El BCIE aportard una contra
parte de US$15.0 millones que ser~n transferidos de inversiones que mantie
ne el Fondo Financiero de la Viviumda en otros fondos del Banco, y US$10.0 
millones provenientes del capital pagado por los paises en reciente llama
miento. De esta forma se configurard un monto total para el Program por 
US$85.0 millones. 

Adicionalmente, me permito plantear requerimientos por US$4.0 millones en 
calidad de donaci6n, para contratar asistencia t6cnica y capacitar al per
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sonal encargado del Programa y promover mejoras en la admnistraci~n y en las 
pollticas financieras de los organisms ejecutores y del miso Banco, especial
mente en el campo de infraestructura urbana. 

De acuerdo a la nemanda identificada, se espera que los recursos podrhn divi
dirse en la forma siguiente: 

RUBROS A FINANCIARSE US$ ORIG DE LOS 
(MIUAM) FONDOS 

1) Vivienda de Bajo Costo 42.3 Garantia AID mils aporte 
BCIE 

2) Infraestructura en Sitio 32.7 Garantia AID + Recursos 
Especiales + Aporte BCIE 

3) Infraestructura fuera de Sitio 10.0 Recursos Especiales 
SUB-TOTAL....
 

4) Asistencia T4cnica y Capaci
taci6n 4.0 Donaci6n AID 

TOTAL ........ 

El Progra,.a 2ontempla financiar los ccmponentes de vivienda e infraestructura 
en sitio a costos financieros de mercado; la inversi6n en infraestructura fue
ra del. sitio se realizarc a un costo subsidiado debido a la lenta recuperaci6n 
de las obras.
 

Como puede apreciarse el flujo finarv-iero que serd proporcionado a los paises 
durante los pr6ximos cinco anos permitir- una movilizaci~n considerable de re
cursos; sin embargo, y dada la inactivida' qte ha mantenido el Fondo Financie
ro de la Vivienda en los ailtims afios, serd icesario contar con suficientes 
recursos concesionados para lograr devolverle s-. liquidez y rentabilidad den
tro del periodo anteriormente citado. 

Me permito indicarle que el financiamiento solicitado, permitird lograr un in
cremento en la liquidez global del Banco, con la cual se podrd mantener un sal
do positivo de recursos hacia los paises de forma tal que 6stos podr~n continuar 
al dia en sus cctpramisos de pago con el BCIE. Este a su vez. seguirA cumpliendo 
sin interrupci6n sus acuerdos con las fuentes de crddito. 

Asimismo, tfcnicos de RHUDO y del BCIE han discutido las condiciones previas 
para implementar los respectivos acuerdos y de nmmnto no se vislumbra proble
mas para su cumplimiento. 

Es oportuno miencionar el inpacto que podrd lograrse al beneficiar 155 mil fami
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adds los niveles de ocupa
ias con las obras provenientes del Programa,

cian caculados en 5.0 millones de personas-dia de epleo, que ser-n gene-


Tal ca1o ha sido
 
la etapa de construcci6n de las mismas. 

rados durante del Plan Jackson, el Programa dard consi
previsto dentro de la estrategia 

en la Regi6n CentrOamericana, mdian
derable soporte a la actividad privada otros

de construcciOn a empresas privadas y 
contratos ente la asignaci 6n de serd levada a cabo por

financiera que
de la intermediaci 

6 n
beneficios 
tidades tanbi~n privadas. 

de la presente solicitud por parte del 
con la aprobaci 6 n 

Esperando contar de usted ruy atenttamente. 
a su cargo, quedo

prestigiado Organisaio 

1 RImirezDanxte Gab 
Presidente Ej cutivO 
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CONDICINES PREIA9 Y CODV, AVTAS 

1. 	Acuerdos (Covenants)
 

a) 	El BCIE proveerA suficiente personal en la sede y en los paises para
 

adninistrar eficientemente el Programa.
 

b) 	El BCIE para facilitar la implementaci6n de los proyectos, delegara
 

las responsabilidades apropiadas tanto en la sede cCmo en los paises. 

(In anterior significa que en alguna nedida el Banco establecerA la 

debida delegaci6n de autoridad que facilite la toma de decisiones so

bre el Programa de Vivienda e Inftaestructura). 

c) El BCIE suspenderd los deseibolsos bajo el ccnponente de pr~stamo del 

sector pblico del Fondo Financiero de la Vivienda, a cualquier pais 

que se encuentre atrasado irks de 60 dias en sus pagos al Banco. 

d) 	El BCIE debera.incluir en sus convenios de pr4stamo con los sub-pres
 

tatarios del Fondo Financiero de la Vivienda, que todas las construc

ciones sern ejecutadas por empresas privalas.
 

e) El BCIE asegurard que los subproyectos a financiarse no causar/n im

pacto negativo al nedio ambiente.
 

f) El BCIE respetarA las regulaciones estatutarias incluidas en el Acta
 

de Asistencia Externa de 1961 del Gobierno de los Estados Unidos de
 

America, asi coio las enmiendas y restricciones contenidas en las nor
 

mas y decretos de autorizaci6n y apropiaci6n para AID y las politicas
 

pertinentes del Gobierno de los Estados Unidos respecto al uso de los
 

fondos del proyecto.
 

g) El BCIE contratard los servicios de una firma independiente de audito

res, que certifique los requerimientos de informaci6n que AID sefiale 

y en la forma que 6sta lo requiera. 

2. 	Condiciones previas para el otorgamiento de cr6ditos
 

a) 	El BCIE adoptard para el Fondo Finnciero de la Vivienda, una politica
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de tasas de inter6s que estipule la recuperaci6n efectiva del costo 

de los recursos. En otras palabras, los aijlstes que se efectCen a 

las tasas de interds, deber~n reflejar la recuperaci6n de los costos 

financieros y administrativos. 

b) 	El BCIE proveer4 evidencia que en cuatro de los cinco paises, sus cuen
 

tas con el Fondo Finciero de la Vivienda, se enuentran al dia o es

tAn de acuerdo con arreglos de pagos existentes.
 

3. 	Condiciones Previas para el Primr Desemtolso
 

a) El BCIE prepararA un plan demstrando ccmo el proceso de aprobaci6n e
 

implementaci6n de proyectos, contiene procedimientos dgiles y que se
 

ha producido una adecuada delegaci6n de responsabilidaes.
 

b) 	El F.CIE proveerd evidencia que procesard desembolsos para los campo

nentes del Programa (ricanmte a los paises que hayan provisto evi

dencias de un adecuado mcanism interno para canalizar los recursos. 

4. 	Condici6n Previa para Subsecuente:, Deserbolsos
 

a) Ccm una condici6n para autorizar i:'s proyectos de Infraestructura, 

despuds que la primera ronda de proyect-s haya sido aprobada, el BCIE 

presentard para la aprobacidn de RHUDO los criterios de selecci6n in

cluyendo los controles ambientales, de recuperaci6n de costos, que se

rAn aplicados para declarar elegibles futuros proyectos de infraes



ANNEX G 

Social Soundness Analysis 

HONDURAS 

I. POPULATION
 

A. Country population 

Honduras is experiencing the most rapid population growth in 
Central America and also has the lowest urban/rural ratio in the region. 

The population was estimated at 4.2 million in 1985, more than
 
With an annual growth rate of
double the 1955 population of 1.6 million. 


3.47 percent per annum, the population of Honduras is expected to reach 8
 

million by the year 2000. (USAID, Population Strategy Paper, 1984).
 

This growth rate has been the second highest in the western hemisphere
 

over rhe last 25 years. The high fertility rate means that a very large 
As of 1982, 47.5 percent
percentage of the Honduran population isyoung. 


Even with reduced
of the population was under 15 years of age. 

fertility, the momentum of population growth will continue as these young
 

people enter their reproductive years. 

Approximately 64% of the population, (2.6 million) live in rural 
areas, at or near subsistence level. Approximately 39 percent live in 
urban areas. The urban areas are growing at a faster -ate (4.5% per 
annum) than the non-urbanized areas (2.8%per annum), but in absolute 
numbers the rural population will continue to predominate giv-ng rise to 

rural-urban migration with all the concomittant pressures oncontinued 
the urban areas to absorb the migrants. Urban population is estimated to
 

reach 2.24 million by the year 2,000.
 

B. Urban Trends
 

The latest census dates from March, 1974, with the next census
 

scheduled for 1987. Therefore, current urban population figures and
 
The
growth rates are based on projections from twelve year old data. 


SANAA report, PROGRAMA DE FORTALECIMIENTO INSTITUCIONAL Y MJORAS
 
June, 1986) analyzed the variousOPERATIVAS DEL SANAA, (BCEOM, 

Table I) and conductedprojections of population in Tegucigalpa (see 

field work related to their analysis of infrastructure needs for the
 

city. Their estimates are used in the following section.
 

The majority of urban dwellers live in the two primary cities,
 

Tegucigalpa with an estimated population in 1986 of 531,000, (BCEOM,
 

1986) and San Pedro Sula, estimated population in 1984 of 323,500.
 

(Central Bank of Honduras, 1984). Tegucigalpa has had a growth rate of
 

In the ensuing years, it is estimated that
5.8 percent since 1974. 

a slower rate than San Pedro Sula,
Tegucigalpa will continue to grow at 


(4.5% compared with 5.42%) and that Tegucigalpa will actually lose in
 

share of total urban population. In terms of absolute numbers of people,
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however, Tegucigalpa will continue to be the larger city. (Urban/ 
Regional Assessment Report, USAID, 1983).
 

Secondary cities are assuming an increasingly important role. 
The number of people living in urban areas nearly tripled from 1950 to 
1980 and the proportion of the population living in urban areas rose from 
10% to 24% in 1960 to the current 36%. This increase occurred primarily 
in the number of cities with a population of between 10,000 and 20,000 
and from 20,000 to 50,000. By 1980 the number of secondary cities with a 
population between 10,000 and 20,000 people increased by one-third, to a 
total of nine. Twenty-nine rural centers are estimated to increase their 
population to over 10,000 by 1990. 

The secondary cities are projected to grow at over 4% per year, 
a rate which is higher than the projected national average. At the same 
time, the number of smaller settlements will also be increasing rapidly. 

The entry of new cities (those increasing to more than 10,000. 
inhabitants) in the 1950-1980 period was 31 percent (increasing from 5 to 
16), considerably larger than any of its Central American neighbors. 

II. BENEFICIARY POPULTION 

Identification of Target Population 

The beneficiaries of the projects are low income households between 
the 5th and 50th percentile who do not own their homes. A portion of the 
beneficiaries are expected to come from the low income neighborhoods in 
secondary cities. 

A. Living Conditions of the Urban Poor 

Four major studies of marginal neighborhoods in Honduras have 
been completed in recent years. Two studies were undertaken by USAID in 
1981 and 1982 to determine the ability of low-income families" to pay for 
home improvement loans, Informe Final de la Encuesta sobre Viviendas y 
Servicios, Judith F. Laird, and Analisis del Impacto del Programa de 
Mejoramiento de los Barrios Marginados en Tegucigalpa y San Pedro Sula, 
by Joseph F. Lombardo. Ingreso, Gasto, Barrio y Familia: Estrategias de 
ios Pobladores de Barrios en Tegucigalpa was completed in 1982 by
 
ASEPADE. InMarch, 1984, selected low-income neighborhoods in
 
Tegucigalpa and San Pedro Sula were studies by ASEPADE as part of a
 
feasibility study for a USAID-sponsored program to help industries in 
Honduras. This latter study was entitled Estudio de Diagnostico de la
 
Poblacion de los Barrios Chamelecon, Suyapa, Fe y Esperanza. The BCEOM
 
study cited earlier updates, by individual barrio, the population and 
growth rate from 1974 for the capital. The following description is taken 
from all of the above sources.
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1. Overview of Low Income Neighborhoods
 

-Itis estimated that approximately 80 percent of the
 
population of Tegucigalpa lives in low-income barrios (neighborhoods).

While there is
no uniform list, one estimate is that approximately 84 of
 
the total of 191 barrios can be considered low-income or marginal. The

formation of marginal barrios has been underway for over 20 years. Many
of these originated in spontaneous land invasions of ejidal (comunal) and
private lands. Others are sub-divisions developed by private real estate 
companies, often in violation of municipal ordinances, as they do not
provide adequate services. The growth of the marginal barrios in
Tegucigalpa, as well as in San Pedro Sula, has been spurred by the 
continuing influx of rural migrants. 

By contrast, BCEO0M estimated that housing of good quality

(middle, and 
 upper class and part of the center city housing stock) is
 
reserved for 15 percent of the population.
 

The low-income neighborhoods have been divided into four
distinct types: centrally located barrios, marginal areas on the
periphery of the cities, and squatter settlements. Twenty percent of the 
population of the city lives in neighborhoods which are institutional 
solutions to the housing problems of the poor (programas de vivienda 
economica) generally built by INVA. 
These are not included in the

description below as it is assumed that the housing problems of this 
group of the poor have been solved. As the remaining three areas differ 
by the composition of the population, economic activity, and housing
conditions, each is described separately below. 

The centrally located barrios such as Sipile and Las

Crucitas in Tegucigalpa nave been formed around the market, which
 
provides the major source of employment for residents. They are

generally the oldest and the most densely populated neighborhoods, and
 
overcrowding is severe, with 6-10 people occupying a single room.

Estimates in 1980 reached as high as 855 persons per hectare for downtown 
Tegucigalpa (ASEPADE: 1982). 
 Over sixty percent of the residents in
these areas live in one room (cuarterias), located in long shed-like 
buildings which are divided into 8-10 one-room units on deep lots. 
Across a narrow open yard are rows of temporary shacks used as kitchens,
 
as well as toilet or latrine. While some residents have lived in the
 
same room for 10 years or more, most residents are transient, and finding

employment is their primary concern. 
Many seek to improve their living

environment 'nd move into one of the other types of neighborhoods.

Ninety percent of the population rents, incurring a monthly expense of
 
L60-80 per month. 
Those who do own their homes, however, generally have
 
secure title and land tenure.
 

These neighborhoods have reached the limit of growth and

according to BCEC\1 have remained relatively stable since 1974.
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The marginal areas on the periphery of the cities are oftenthe result of the sub-division of former haciendas (farms). Originally
they housed farm workers, but increasingly they have attracted rural
migrahts looking for economic opportunities in the capital. Many of
these areas are semi-rural, 
 with little access to urban infrastructure, 
areas roombut they offer larger land with for small amounts of livestockand agriculture. Density is low, with 39.9 people per hectare (ASEPADE:(1982). Approximately 60 percent of the people owned their home, but didnot have secure title, due to the fact that much of this land wassub-divided and sold by people who themselves did not have formal title. 

Squat-ter settleunts (tugUrios) are the result of illegal
invasions of urban lane, characterized by a near total 
lack of urbanservices. 
Population density is low, but the housing conditions are
amon% the poorest of the low-income areas. 
 The majority of the residents
live in individual mud huts, built as quickly as possible to avoid thepossibility of being kcicked out before they are firmly established on the
land. Eighty percent are oivers, who either bought a shack from a
previous owner, or who built on( at the 
 time they invaded the land, buttenure is insecure as they h-ave no title to the land. Renters paybetween L38 month.and L50 pe. The nmber of squatter settlements hasincreased significantly a the ]asr five years, accounting for much of
h go>h in Tegucigalpi. 

T- general, the rental. housing which is within the means ofmarginal far- LIs is badly d;.'eriorated due -o the lack of maintenance.Unsanitary conulL Joris are prev.,ni; centralin both arl peripheralmarginal barrios, and the lattet avc often subject to flooding, erosion,
and landslides. 

2. Characteristics of the Po - on 

The National Development Plan i - .- 1989, ST/CONSULPLANE,October, 1985 concluded that because of the ecoi. -c crisis facing
Honduras, 
 the levels of extreme poverty and the popL2ation'sdissatisfaction with the basic necessities have increased sharply.
 

The percentage of household incowe spent on housing tendsto 
 increase as family income increases. The study, Housing Sector
Analysis, 1974 presented the following statistics. The families in
Tegucigalpa and San Pedro Sula, of the low, middle and high income groups
pay 17%, 24% and 30% respectively. Families in the urban areas pay more
for housing t'han in the rural areas where the percentages by
socio-economic group are 10%, 13%, and 14%. 

The --.haracteristics of the low-income populations are verysimilar in the two principal citi.s of ibrnduras, with the exception thatthe low income housing in San Pedro Sula is generally of better qualitythan the housing in Tegucigalpa. This is a result of flat land being
available in San Pedro Sula which lowers the cost of housing construction
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and allows more room for expansion. The majority of the low-income 
neighborhoods in Tegucigalpa are located on the hillsides surrounding the 
city, making it very difficult and costly to build even the smallest 
shack. 

The population in marginal neighborhoods is very young. The 
ASEPADE study found that 56 percent of the population was under 19 years 
old and that 75.6 percent was below 30. Thirty-seven percent of the 
population was of school age, but nearly one-half of this group was not 
enrolled in-school at the time of the study. Employment opportunities 
were not growing fast enough to provide-jobs for the large young 
population and evidence was found of social problems among the youth, 
including alcoholism, drug addiction, and prostitution. Literacy rates
 
were generally lower among the marginal population as well.
 

The household income and expenditure study in 1978 - 79 
estimated the average family size nationwide at 6.0 and 5.9 in the urban 
areas.
 

Families in the marginal neighborhoods are larger than the 
average Honduran household. Family sizes range from 5-8 members, with an 
average of 7.0 people per family. An average of 1.06 families lives in 
each household. As a result of overcrowding and inadequate sanitary 
facilities in the majority of the marginal areas, infant mortality is 
high from dysenteries, enterities, and other diarrhea-related diseases. 

B. Income and Employment 

1. Income
 

The monthly median income for 1986 as calculated by 
RHUDO/Honduras is nationwide, L409 ($204.50); total urban L528 ($264); 
Tegucigalpa L938 ($469). 

Income levels will vary considerably among the smaller 
cities as well, depending upon their size and economic base. Puerto 
Cortes, for example, with an industrial free zone and port, can be 
expected to have higher incomes than other towns of similar size which 
function as market towns or rural service centers. The wide variation in 
economic strength among the urban areas in Honduras underlines the 
importance of careful analysis of the potential demand for housing in 
each area prior to undertaking a project. 

The most recent national household survey reporting income 
is the 1978 CONSUPLANE Household Expenditure Survey. The data were 
corrected in 1982 and annual estimates have been calculated using this 
distribution as the base. The National Council of Savings Institutions 
formula for estimated median income was used to calculate the annual 
update. 
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2. Employment 

Results of an analysis of the CONSULPLANE Household Income 
and Expenditure Survey, 1978/79, showed that 67 percent of those
considered poor and 62 percent of those considered extremely poor work in 
the service sector. The manufacturing sector provides employment to 29 
percent of the poor and to about 23 percent of the extremely poor.

(Hernandez, Description of the Honduran Poor, USAID March, 1984). 

The occupations of the residents of the marginal areas vary

by neighborhood. Those living in the centrally located barrios work as
 
vendors in the market, as ambulatory street vendors, or in low level
 
civil service positions and r port the highest earnings. In the

peripheral neighborhoods, employment is less stable, with many people

running a business from their homes. The 1984 ASEPADE study confirmed a
 
much larger number of small industries located in the peripheral

neighborhoods than elsewhere. These included occupations such as 
tailors, shoemakers, and carpenters. Many also work as day laborers'in
 
construction. Due to the nature of their employment, however, the wages
 
are very irregular and a common strategy for many is to go into debt for
 
housing and pay sev ral months at once.
 

Sixty-four percent of the families had more than one wage
earner, with an average number of 1.5 wage-earners per family.
 

C. -!Jle of Women 

Thirty three percent (33%) of the low-income families in
 
Honduras are headed by women. The percentage of families headed by women
 
varioi's by neighborhood, ranging from a low of 27 percent in the 
peri..heral neighborhoods to a high 43 percent in the centrally located 
areas. More women live alone with chb 
 -n in these areas because it is
 
close to their place of employment (the ret) and because the proximity

of neighbors in the cuarterias allow for sL:.i ng of child-cire
 
responsibilities.
 

Women have a high rate of employmeat in Honduras. Forty-five 
percent of the women over age 15 are employed in Tegucigalpa; 40.6 
percent of the women in San Pedro Sula are employed. The majority are 
employed in
commerce (21 percent) domestic service (31 percent), or as
 
factory workers (10.5 percent).
 

The very poor women living in squatter settlements spend

considerable time during the day collecting firewood or obtaining free
 
water from relatively distant sources to reduce household expenditures.

These women cannot generate a complementary cash income for the family by

making food or holding a regular job as is the case in other families.
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There are no legal barriers to women owning property in their
 

own name, or obtaining credit. Furtter a majority of the homes in recent
 
whether married, divorced,INVA proj.ects are titled in the woman's name, 

or single. Conceivable explanations include the desire of mothers to
 of their
provide security for. themselves 	 and their children regardless 

the children, the desire of fathersrelationship with the father of 
their families

engaged in small-scale commercial enterprises to protect 
traditional pattern of
 incase of business failure, and the result of a 


by higher status, wealthier men 	 to lower-incomematerial favors uffered 
women.
 

III. NOM AND DEMAND FOR hOUSING IN HONDURAS 

The latest housing census also dates from March, 1974 and although
 

out of date, continues to serve as the basis for discussion of 
Inusing
 

The most recent isthe "Diagnostico y pronostico de Necesidades
needs. 

de Vivienda en Honduras" (Linares, PADCO, 1986) 

A. Quality of Housing Stock
 

the country is estimated at 707,570The current housing stock of 
of the units

units. In the metropolitan area 	of Tegucigalpa, 5.6 percent 
were substandard (non-upgradable). Forty-eight per cent (47.9%) were
 

Inthe other urban areas, a higher percentage of
 considered upgradable. 

the housing stock was considered non-upgradable (25 percent), 

but fewer
 
The largest number of sub-standard
 were inneed of upgrading. (25%). 


units are found in the rural areas; 60 percent of the rural units, 

300,800 houses, were non-upgradable. Twenty percent (20.6%) of the rural 

housing was in need of upgrading. 

A disproportionate number of substandard units isfound in
the
 

An

neighborhoods where the target population iscurrently living. 


earlier study done by PADCO in 1978 indicated that as much as 65% of
 

housing in low income neighborhoods in the two primary cities was
 

constructed by the informal sector of substandard materials 
inmarginal
 

neighborhoods.
 

Basic services of potable water and solid waste disposal 
are
 

also deficient. Nation-wide, only 30.2 percent of the population has
 

access to piped potable water. Inthe capital, 62.8 percent have access
 

Inother urban areas, 45.7 percent has access, while in the
 to water. 

iral areas, the percentage drops dramatically to 17.9 

percent.
 

While conditions vary according to the type of neighborhood, 
the
 

One study reported that "only
urban poor have very inadequate 	service. 

34% have piped water within the 	house. 37% have access to 

collective
 
water either from neighbors or from vendors. 44% of

faucets and 16% buy 
tne houses have either washable 	toilets or latrines. Depending on the
 

neighborhood, between 9%and 40% do not have any sanitary facility at
 

all." (Hernandez; Description of the Urban Poor, USAID, 1984)
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B. Housing Deficit
 

The need .for housing in all areas of the country continues to be
 
very high.' The projections from the Housing Needs Assessment model 
(PADCD, 1986) indicate that in the year 1990, new construction needed 
nation-wide is 49,100. In the metropolitan area, a total of 14,580 new
 
units is needed. The largest number, representing 58% of the total 
number of new units needed, is for new household formation. New families 
are being formed at the rate of 7,900 in the year 1990, and increases to 
13,300 in the year 2005.
 

The number of houses needing upgrading in the metropolitan area
 
is the second largest category of construction needed. This reaches 
2,200 per year by the year 1990, or 10% of the total need. 

The capacity of the construction sector to provide the housing 
needed is inadequate. A 1984 report from CONSUPLANE (Irma de Diaz) said 
that "Even though the production capacity of the sector has improved 
noticeably, having gone from an average of 2,287 houses per year 
constructed in the period from 1970 - 1979, to 3,857 houses per year in 
the period 1980 - 1983, this is still insufficient to cover the deficit 
generated by the increase in population." 

C. DeLund 

Housing uemand studies have been undertaken in several secondary 
cities in the country including Puerto Cortes, La Ceiba, San Pedro Sula 
and Choluteca. Results from the Puerto Cortes provide an indication of 
the level of demand in one city. 

The demand for housing was so grc-3r in Puerto Certes that the 
initial reaction of many respondents when a--' . I what kind of solution 
they preferred, serviced lot, wet core, and ba., ' core, was that any 
solution would be acceptable if it would allow thn. to purchase ajhome 
with adequate services in an area that was not subje_. to constant
 
flooding.
 

INVA solutions have been well received -by the beneficiary
 
pr-Dulation. In Puerto Cortes, for example, the serviced lot, a new
 
1housing solution being introduced by INVA was favorably viewed by 80.6%. 
86.2% of the respondents liked the basic core unit because it was
 
complete and ready to occupy. 

The experiences from 522-HG-005 in Tegucigalpa, San Pedro Sula,
 
El Progreso and Comayagua have shown the high acceptability of the wet 
core and basic rooms for the wet core and additions to the basic 18 m

core. A large number of families have used part of the house for small 
businesses. A year after sales, families in both Hato de Enmedio and El
 
Carmen were beehives of construction activity. Today they are 
functioning communities with few houses left to be constructed.
 

2 



HONDURAS: BASE CASE WITH REVISED HOUSING STOCK TABLE A.3 
kOUSING STOCK AND REPLACEMENT 

1985 1990 1995 2000 2005 

Metropolitan Area 

Dwelling Units by Construction Standard 

Acceptable Construction G8.60 134.65 Z11.12 294.56 387.58 
(Annual Planned Repl.) 0.00 1.37 2.69 4.22 5.89 

Non-Upgradable Construct. 8.30 6.23 4.IS 2.08 0.00 
(Annual Planned Repl.) 0.00 0.42 0.42 0.42 0.42 

Upgradable Con5truction 70.80 S3.10 3S.40 17.70 0.00 
(Planned Ann. Upgrading) 0.00 3.S4 3.S4 3.54 3.54 

Total Dwelling Units 147.70 193.9E 250.67 314.33 387.58 
Total Overcrowded Units 0.08 0.00 0.00 0.00 0.00 
Planned Annual Construction to 
Relieve Overcrowding 0.00 1.36 1.36 1.36 1.36 

New Households/Year 0.00 7.90 9.98 11.37 13.29 
Construction New Units/Yr 0.00 11.04 14.4s 17.37 20.96 
Total Construction/Year 0.00 14.58 17.99 20.91 24.50 

Other Urban Areas 

Dwelling Units by Construction Standard 

Acceptable Cor;struction 17.10 44.30 72.S 105.03 139.50 
(Annual Planned ReoI.) 0.00 0.34 0.89 1.4S 2.10 

Non-Upgradable Construct. 15.30 11.48 7.6S 3.83 0.00 
(Annual Planned Repl.) 0.00 0.77 0.77 0.77 0.77 

Upgradable Construction 28.70 21.50 14.30 7.10 -0.10 
(Planned Ann. Upgrading) 0.00 1.44 1.44 1.44 1.44 

Total Dwelling Units 61.10 77.27 94.60 lli.9S 139.40 
Total--Overcrowded Units 0.03 0.00 0.00 0.00 0.00 
Planned Annual Construction to 
Relieve Overcrowding 0.00 0.56 0.56 0.56 0.56 

New Hou5eholds/Year 0.00 2.67 2.90 3.71 4.13 
Cons5truction New Units/Yr 0.00 '.34 5.12 6.49 7.E5 
Total Construction/Year 0.00 5.78 6.Ss 7.93 8.99 



H4NOURAS: BASE CASE WITH REVISED HOUSING STOCK
 
H6USING STOCK AND REPLACEMENT (CONTINUED)
 

Rural Areas 

Dwelling Units by tonstruction Standard 

Acceptable Construction 

(Annual Planned Real.) 


lJon-Upgradable Construct. 

(Annual Planned Repl.) 


Upgradable Construction 

CPlanned Ann. UPgrading) 


Total Dwelling Units 

Total Overcrowded Units 

Planned Annual Construction to
 

94.80 280.2s 47S.16 
0.00 1.90 S.S 

300.80 225.60 IS0.40 
0.00 IS.04 IS.04 

103.10 77.33 
0.00 S.16 S.16 

498.70 S83.17 677.11 
0.00 0.00 0.00 

S80.17 
9.50 

7S.20 
1S.04 
S.25.77 
S.16 

781.14 
0.00 

89S.74 
13.60 
0.00 

IS.04 
-0.00 
S.16 

89S.74 
0.00 

1.87 
18.9 

1.87 

4S.35 
50.50 

S1.56 
S6.72 

69.21 
79.34 

80.07 
90.21 

Relieve Overcrowding 

New Households/Year 


0.00 15.02 

Construction New Units/Yr 

Total Construction/Year 


7OTAL COUNTRY
 

New Construction/Year 

Total Construction/Year 


0.00 1.87 1.87 

0.00 IS.02 16.52 


16.92 18.94 21.0s
 
0.00 33.83 39.43 

0.00 38.99 44.S9 


0.00 49.21 58.99 

0.00 59.35 69.13 




ANNEX G 

Social Soundness Analysis
 

COSTA RICA 

I. Population 

The most recent National Housing and Population Census was
 
undertaken in June, 1984. The official results have not yet been
 
published, however, as there are apparent discrepancies in the 
definitions used for urban and rural areas. This has made it difficult 
to compare the data from the census of 1963, 1973 and 1984. The 
discussion below is based primarily upon information in the document,
 
"Diagnostico y Pronostico de Necesidades de Vivienda en Costa Rica".
 
PADGO, 1986.
 

A. Country Population 

After experiencing a long period of extreme population growth, 
the rate of population increase in the country has decreased sharply.in 
the last few years. Costa Rica has experienced the most rapid and 
sustained reduction in the birth rate of any country in Latin America as 
a result of a very successful birth control campaign. The growth rate 
has declined from 3.4 percent in 1974 to Z.4 per cent in 1984. 

According to the 1984 Census, the population of the country is 
approximately 2.5 million people. If the projected gradual decline in
 
the growth rate is maintained, (2.47 - 1985 - 1990, 2.10 to 2000), the 
total population of the country would reach about 4 million in the year 
2000.
 

B. Urban-Rural Trends 

Over half the population (1.25 million people) lives in the 
urban areas of the country. The SJMA with 700 million inhabitants, 
accounts for over half of the urban population, with more than half a 
million living in the other urban centers of the country. These urban 
centers are growing at a much faster rate than the capital ( 7.43 for the 
other areas, 2.95 percenL for the capital). Thus, as the population
 
continues to grow, the other urban areas will increase their proportion
 
of the total urban population of the country and the capital will
 
decrease. By the year 2000, it is projected that the capital will 
represent less than half of the country's urban population. (Table I) 

This trend is explained by the historical urbanization process 
of the country. Costa Rica's four main provincial capitals (San Jose, 
Alajuela, Cartago and Heredia) are located in the country's central 
inter-mountain valley. This Valle Central, the most heavily populated 
area of the country and location of many of the "other urban areas," was 
originally a densely populated rural area located near the cities. As 
the economy of the area changed, these areas have lost their rural 
characterstics and become increasingly urban. 
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Costa Rica: 

Table 

Popuilation by Province 1973, 1920 and 1984 

Province 

Total Costa Rica 

SMn Jos6 

Alajuela 

Cartago 

Peredia 

Guanacaste 

PFntarenas 

~idw6n 

1973 

1,871,780 

695,163 

326,032 

204,699 

133,844 

178,691 

218,208 

115,143 

1980 
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to 4.59 people per family. Family size has shrunk to 4.29 in the SJMA 
according to data collected in the same study. 

Demographic projections from C3HADE indicate that family 
size will continue to decrease in Costa Rica, reaching 4.19 by the year 
1995. Others suggest that the fertility rate, which dropped dramatically 
during the decade of the 70's has begun to rise again in the first half 
of the 80's and may continue on the increase, thus slowing the decrease 
in family size.
 

3. Role of Women
 

Seventeen percent of the households surveyed in the 
Kerley-Lintz-Russin study, were headed by women when the family entered 
the INVU progressive housing program. The number increased to 22% after 
two years in the program. This is significantly higher than the number 
of female headed - households in SJMA reported in the INVU-BID study at 
10.3 percent.
 

Thirty percent of the women in the program were employed. 
Half had full-time permanent employment as factory workers or domestics; 
half had occasional work as household servants or in handicrafts. 

The higher female to male ratio in urban areas continues to
 
show continued female migration to the capital and urban areas for 
employment opportunities. As many of these women are heads of 
households, equal access to housing must remain a criterion of the HG 
Program.
 

A. Income and Employment 

1. Income
 

The most recent data on family income for urban areas is 
found in the study of Effective Demand completed by INVU and tke Inter
 
American Bank (Encuesta De Demanda Efectiva Para El Area Metropolitana, 
Puntarenas, Limon, y Otras Ciudades. Programa de Lotes y Servicios y 
Desarrollo Comunal. BID-INVU, 1983-84) 

In the -NA the average monthly family income for the San
 
Jose Metropolitan Area in 1985 values was c24,619. In the Other Urban
 
Areas of the country, the average income was c13,040; in the rural areas
 
-the average income was c8,855.
 

The median income is considerably lower than the average
 
because of the skewed distribution of income in Costa Rica. The 
difference between average family income and the median income was
 
estimated at approximately 6,000 colones per month.
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wereCurrent estimates of the median income for 1986 
Rica by updating this income distribution using

obtained by USAID/Costa The median

the National Council of Savings Institutionls methodology. 
 The
 
income is cl9i7.71 for the country, c23,260.50 

for total urban areas. 


income Zor the total urban areas is heavily influenced 
by the income of
 
and "other urban
 

Sai Jose and therefore has been used for both the SM 

areas." 

2. Employment
 

Tn a recent study of the low-income population, ("Research
 

On Progressive Housing in Costa Rica and Honduras, 
"Kerley, Lintz and
 

sources of income were described in detail. All
 
Russin, Sept, 1.985), the 
 The
 
the surveyed population was earning well below 

the median income. 


heads of households were largely employed as 
blue-collar workers, with
 

the largest group employed in the building trades. 
While not well paid
 

and experiencing periodic unemployment, they 
also had the highest
 

Other occupational

potential for moonlighting to earn extra 

irKume. 


categories found in this group included service workers such as 
cooks,
 

cleaners, guards, janitors, unskilled factory 
workers, and low-level
 

clerical workers. These occupations are consistent with the brief
 

description of the lowest 25% of the population studied by INVU/BID.
 

Need and Demand for U~using Solutions
TlI. 


A. Need for housing
 

1. Q-:ality of Housing Stock
 

The quality of housing is poorest in the rural areas of the
 

The SJMA has, in both absolute and relative terms, the greatest
 country. 

number of houses in good condition. -I Dercent 

of the housing in the SJMA
 
in the other urban centers
".ent
is in good condition, compared with 4'1 


and 32 percent of the rura] housing.
 

Nearly all urban housing, (99.5 [)..ent) in Costg Rica has
 

running water; in the rural area, this service Le.,hes 63 percent of the
 

Over 98 percent of urban dwellings have either a septic tank 
or

houses. 

are connected to city sewer lines.
 

2. Housing Deficit
 

in 1983, nationwide was estimated
 The total housing deficit 

This total includes the number of houses 

rated
 
at approximately 132,000. 
 the number of houses needed to
 as "Poor" (not upgradable), as well as 


decrease overcrowding and to a-,7ommodate 
new househcld formation. This
 

number had increased from 85 million in 1973.
 

http:c23,260.50
http:cl9i7.71
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The housing deficit in SJMA was estimated at 16,300 houses
 
in 1984 (INVrU-BID Effective Demand Study, 1984). This figure also 
includes construction needed to reduce overcrowding and the number to 
replace non-upgradable houses. 

The USAID Housing Needs Assessment lkdel was applied to the
 
Costa Rican situation and projections of the deficit over the next twenty
 
years are available (PAlCO; April, 1986). Construction to cover the
 
demand from new household formation represents the greatest need in both
 
the SJMA and the other urban areas. As a result cf the demographic 
explosion in the decade of 1950 - 1960 (3.8 percent growth), Costa Rica's 
baby boom generation is now in the market for housing. 

Thus, in 1990 in the SJMA, 7,220 new housing solutions must
 
be provided solely for new household formation; 'in the other urban areas, 
7,160 new houses must be built. The number increases in the year 2005 to 
9,220 in the SJMA and 10,250 in other urban areas, annually to meet the 
demand from new households.
 

Total annual construction for Costa Rica is estimated at 
30,000 in new construction and upgrading of another 8,000 units in the 
year 1990. Total annual construction reaches 52,540 in the year 2005. 

Currently nearly all the housing in the urban areas has 
access to the basic services, electricity, water and some type of 
sewerage. In order to maintain this excellent coverage, it will be 
necessary for the country to provide substantial investment in urban 
services in order to keep pace with new housing demand.
 

B. Demand For Housing 

The potential demand for new housing solutions in Costa Rica is
 
high. According to the 1985 INVU study of the San Jose Metropolitan
 
Area, 29 percent of the families in the SJMA are currently renting.
 
Two-thirds of this group are interested in either buying a house (52.3%)
 
or building their own house (14%). Six percent had already begun making
 
arrangements to obtain a house.
 

The potential demand may be even greater than this, as the large
 
majority of the renters who did not want to buy or build a home cited the
 

high cost of houses or the lack of money to purchase home as the
 
principal constiraint. If solutions affordable to the target population
 
are offered, effective demand (number of families who both want the
 
solution offered and can afford to buy it) will increase substantially.
 

Demand for the particular types of solutions offered by INVU is
 
also iAigh. The study concluded that "a strong global demand exists for
 
the type of housing solution that INVU proposes, that is progressive
 
housing, and that this analysis of global demand indicates that if a
 



Table I'
 

Costa Rica: Geographic Distribution of Critical Shelter Needs
 
( September 1984)
 

Number of
 
IMAS Number of Number of Households Households
 

Administrative Squatter Dwellings in per in Need of
 
Region Settlements Settlements Dwelling Shelter Solutions
 

San Jose 21 276 1.07 295
 

Cartago 30 1,874 1.03 1,903
 

Heredia 20 350 1.00 350
 

Alajuela 36 560 1.05 609
 

Puntarenas 66 4,035 1.10 4,438
 

CcL' acaste 41 798 1.10 878
 

Limon 43 2,171 1.05 2,280
 

Perez Zeledon 26 954 1.14 1,088
 

San Jose
 
Metropolitan Area 212 17,917 1.08 19,426
 

TOTAL 495 28,9r- 1.08 21,267
 

Source: Instituto Mixto de Ayuda Social
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program were begun, it would have strong justification and a high
 

A similar program was begun in the metropolitan area and the
acceptance. 

demand has exceeded the supply." (INVU-BID Study)
 

Acceptance of INVU solutions is also reflected in the response
 

to the question on preference for types of solutions. Over 75 percent 

preferred a lot with a completed home. Nevertheless, a large number of 

the low income population expressed a willingness to accept a less 
as a serviced lot in order to become homeowners.complete solution such 

Low and lower middle class families, the potential beneficiaries of a 

CABEI financed program, were asked additional questions during the 

INVU-BID study about the sites and services program that INVU has done 
the program. Oncepreviously. Over 70 percent knew very little about 

interest increased andthe interviewer explained the program, however, 
over half (50.6%) indicated interest in the progressive housing solution.
 

Interest in a home improvement program also was expressed by.20% 
A large group is interested in repairs (principally
of the homeowners. 

roof and floors); another group is interested in enlarging the house.
 

are actually spending a small amount of their householdFamilies 
in the SJMA, rentorsbudget on housing. The INVU-BID study reported that 

are paytng i-2-peTnt."--.the -incefe. A secon-c.study, -however, undertaken 

in July 1982, as part of the National Household Survey, found :hat 

families are willing to pay considerably more, as much as 25 to 20
 

percent for a new housing solution. As Linares reports, these results 
other countries, which in fact reflectsare consistent with studies from 

the value that families place on owning their own homes.
 



ANNEX G 

Social Soundness Analysis 

GJATMAIA 

I. POPULATION 

A. Country Totals 

Over the last 30 years, Guatemala has experienced growth in 
population and a shift in the geographic location of its people. The 
annual growth rate of 2.8 percent increased the population from 2.8 
million in 1950 to 8 million in 1986. Current projections indicate that 
the population will reach 12.0 million inhabitants by the year 2000, an 
increase of 4 million from 1936. (UN Preliminary Report, Proyecto de 
Apoyo de Desarrollo Urbano, April, 1986). 

B. Urban/Rural 

During the same period, the urban population grew nearly twice
 
as fast as the rural population, with the result that in 1986, over 40%
 
lived in urban areas, compared with 25 percent in 1950. The population
 
has shifted from being basically a rural population to a highly urbanized 
society, and it is estimated that by the year 2000, over 50% of the 

..poplation -ar_.approximat, .6 mi1lion -people, .willl ive in cities. 

The largest growth has occurred in the metropolitan area of the 
capital, Guatemala City (annual growth rate of 5.4%). The estimated 1984 
population of 1. 8 million represents approximately 20 percent of the 
total population. Twenty-one percent of the population (21% lives in
 
other urban areas; 59% lives in rural areas.
 

The southern city of Escuintla, center of a large agroindustrial 
area, is emerging as the fastest growing city (annual growth at 6.9%) 
rivaling Quetzaltenango traditionally the second largest city in the 
country. The population of Quetzaltenango in 1985 was estimated at 
82,000; Escuintla at nearly 55,000 (UN April, 1986). 

Migration accounts for nearly half of the metropolitan grow.h,
 
but most migrants conform to the step-migration pattern, emigrating from
 
rural areas to small town before moving to the capital.
 

II. BENEFICIARY POPULATION
 

This relies heavily on the AID Urban Poverty Study, one of the most 
recent studies available with in depth descriptions of the urban poor, 
the potential beneficiaries of the CABEI loans and the 1982 Market Demand 
Study, Kerley/Padco, which surveyed households in each of these 
neighborhoods. The reader wishing more information on the low-income 
population in Guatemala is referred to this study and the work of 
Marroquin. (Hermes Marroquin, El Problema de la Vivienda Popular en el 
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Area Metropolitana de Guatemala, 1978, and AID Office of Housing, Urban 
Poverty in Guatemala, 1980).
 

A. Income 

The national urban monthly median income estimated at c576. The 
median family income for Guatemala City is estimated at c633 and in 
"total urban areas," it is estimated at Q552. 

The national urban income was updated, using the methodology 
from the National Council of Savings Institutions, from the 1984 Median 
calculated by RHUDO/Honduras. 

B. Sources of Employment
 

The study, Urban Poverty in Guatemala, (USAID 1980) provides the
 
most recent description of the sources of income for the urban poor. 

The poor in the metropolitan area work mainly in small-scale 
industries services, construction and commerce. Their share of service 
workers is relatively small (half the Guatemala City average). In 1980 
their share of construction workers was large, three times the city 
average. The 1980 report concluded, therefore, that any decline in 
Guatemala City's construction activity could seriously worsen the living 
conditions of the urban poor.
 

In fact, in 1985, unemployment rose to 43.5 percent and was 
expected to be higher in 1986. The construction industry was one of the 
most seriously affected. Statistics from the Guatemalan Camara de 
Construccion indicated that the level of activity in 1984 was similar to 
the level of the 1960s. This resulted in a very adverse effect on many 
poor households.
 

About 30 pdrcent of the metropolitan poor are self employed, 
typically in informal businesses such rs tortilla making, laImdering and 
small scale commerce. Self employment and informal work generally 
supplemunts the family income, with the important exception 6f 
single-parent households which are nearly all headed by women. 

Insome lower income neighborhoods nearly three workers per
 
household were found. Except 6or the poorest family income tends to come
 
from more than one source.
 

C. Living Conditions
 

As the urban population has increased, distinct types of 
neighborhoods have developed within the large cities, especially tha 
capital. In order to understand these differencies, the physical 
characteristics of each neighborhood are described and a composite 
picture of the type of people who v%'re surveyed in each follows: 



1. Deteriorated Center City 

The central area of Guatemala City, once the domain of the 
wealt.hy, has. been left to the lower income groups as the original 
residents move further away to suburban areas. Housing in the central 
area of town is sited on a regularized grid dating from colonial times, 
with auto access and a full range of deteriorating urban services. Homes 
are generally of adobe brick or bajareque with roofs of iron lamina or 
clay tile. Most homes are single family units and are occupied legally. 
Some of the large homes have been subdivided into a Guatemalan version of 
rooming houses called "palomares" (chicken coops). Palomares are of two 
types. The most common are mult:*-,family units with common services which 
have been created in once single family homes. The other type of palomar 
is akin to an add-on apartment wherein the reater pays for the land and 
adds on a room or set of rooms. 

These houses are generally one story adobe or brick 
buildings (vivienda del pueblo) with several rooms circling an inner 
courtyard. The sanitary facilities, water and electricity are communal, 
with upwards of 10-12 familie., sharing services designed for a one-family 
dwelling. The social problems encountered contribute to a high turn ver. 

The average family size in these homes is six people. Few 
families have small children under 12 years of age and households often 
span two and three generations. 

In this area, housing is both rented and owner occupied. 
About forty percent are homeowners. Houses are large, and public 
services are available to most of the homes, although they are old and 
not well maintained. 

b. Rooming Houses (Palomares)
 

Overall, the living conditions of the residents of the
 
palomares are the most severe. Low rate of homeownership is. to be 
expected since the palomares are basically rental units with the owner 
occasionally living in a part of the house while renting the rest. Rent 

oneis comparatively high considering that the family rents only room, 
has no separate kitchen, and must use communal sanitary facilities shared 
with 30 to 40 people. Although electricity and water are available, they 
are often strictly controlled and available only at certain periods of 
the day, after which the main switches are cut off. 

The most striking example of overcrowding is found in the 
Palomares. Households tend to be smaller, as more single people rent 
rooms and families are smaller. Nevertheless, the average family size is
 
4.9 people and over 50 percent of the Palomares households have five or
 
more people. The largest number of women headed households is found in 
these units as well, where 24 percent of the women are the sole support 

http:wealt.hy
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of the family, compared with 20 percent reported by other studies for 
low-income neighborhoods in the capital. 

c. -Squatter Communities (Tugurios) 

SfLztter ccmmIities have arisen in Guatemala City 
conforming to the unique geographical features of the capital. Located 
in a mouintainous region, Guatemala City has steep ravines (barrancos) 
surrounding the rentral city which hive nor 1een suitable for formal 
development. These have become the prime areas for squatter 
developments, known as tugurios. 

As pointed out in the AID report on poverty, however, chere 
is a relative scarcity of this lard which is both "sufficient rugged and 

out squatter sites. Thus, squattersunusable" yet suitable for car-ting 
relatively low level until the earthquake. Since then,were kept at a 

other open areas, have been invaded aspublic and private land, parfs and 
stable tugurioswell, increasing the rnmber of tugurios. The more are to 

be fcund in the ste,ply sloped areas rear the center of the city. Newer 

tugurios are on the edge of the city. 

Develop lent is usually the result of land invasions. Houses 
are akin to a labyrinth.are irregularly sited, and the street systems 

i.c:; are by and large spontaneously constructed of the leftovers of an 
urban society, such as tin cans, plastic and heavy cardboard, and afford 
imperfec" :-ortection from the elements. The majority of houses consist 
of one rc-L in which the ,'hole family lives. 

The most impoverished households are found in the tugurios. 
Men and women both are working in the informal sector and include a large 

number of vendors, me;sengers, do,Ftics and the like. 

Families in the tugurio: .rage S.7 persons, with many 
small children. Women are the sole sury, - of the family in many of the 

e financially as well.households, and children frequently contri,. 

The most precarious land tenure is found in these areas, 

where the majority have claim to the land as a result of a land 
are homeowners. In theinvasion. Less than one quarter (24 percent) 
they have no legal claimtugurios, many claim to be ovmers when in fact 

to the land or are just paying rent for the land. 

Household expenses can be high for this group, but they are 
than for other groups. two-thirds (21distributed differently Nearly 
their house. On the other hand, few tuguriospercent) pay nothing for 

are serviced by the city for water, sewage, and electricity. As a
 

result, these families spend a disproportionate amount of their family 

budgets on potable water and- alternative energy sources. The tugurio 
very similar to those described byhouseholds in the PADCO survey were 

Marroquin as "characterized by unstable tenancy, small and insufficient 
space and inadequate services." 
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d. Unplanned Peripheral Neighborhoods 

Increasingly, low-income families have been pushed out to 
the marginal areas on the periphery of the city. These relatively new 
neighborhoods are sometimes illegal subdivisions. Others are large 
parcels whii have been subdivided and sold by a private developer to 
individuals. The streets remain unpaved, and complete infrastructure is 
often lacling. Those located at a considerable distance from the center 
of the city are more rural than urban. 

Families living in peripheral neighborhoods are similar in 
many ways to families in the tugurios, but their living conditions are 
better. Households are roughly the same size, although the largest 
number of families with more than four children is found here (26.0 
percent).
 

Incomes are low, and women were the sole support of 18 
percent of the PADCO surveyed families. 

The largest concentration of home owners, however, is foind 
in the peripheral areas (47.6 percent), where many have purchased land 
from a private developer and built a home. Public utilities reached many 
of these homes; nearly all had electricity and two-thirds had piped water. 

The advantages of having more space and the ability to own 
instead of rent is offset by the high cost of transportation to 
employment. This is compounded by the inadequacies of the bus service to 
many of these areas. Over half the families spend a sizeable portion of 
their household budgets. 

III. NED AND D3IAND FOR NEW HOUSING SOLUTIONS 

A. Guatemala 

1. Need
 

The need for housing is very high. The housing-shortage in 
Guatemala, caused by two commonly seen problems in Latin America, high 
population growth and a shift from rural to urban areas, is further 
compounded .in Guatemala, by the inability of the GOG to rebuild the 
thousands of homes, mostly in the low income neighborhoods, destroyed in 
the earthquake of 1976. Those left homeless in the rural areas abandoned 
the countryside to relocate in cities, aggravating the problem. 

As a result of an unclear policy regarding financial 
mechanisms to stimulate the construction sector, new housing construction 
has not keep up with the demand. It is estimated that 20,000 new 
households are formed annually, while new housing construction in the 
formal sector has barely reached 5,000 units per year. (Camara de la 
Construccion, 1986). The remainder seek housing through the informal 
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sector which provides 4 to 5 times more housing solutions than the public
 
and private sector combined.
 

The quality of this type of housing is largely inadequate, 
however, being built of non-permanant materials on improperly prepared 
sites. A serious problem encountered with much of the housing built in 
the informal sector is that it does not, meet the necessary, minimum 
standards to withstand earthquakes. The destruction from the earthquake 
in 1976 was largely in the low income areas. 

Access to basic urban services is also lacking. As 
described briefly in Section I, statistics from a 1982 Market Demand 
Study (Kerley: PADCO, 1982), while not current, reflect the problem. In 
the tugRurios, where much of the informal housing is found, only 25 
percent had access to water and 27 percent to the sewerage system. 

Overcrowding isa serious issue in the deteriorating center
 
city and in the palomares (rooming houses). Most have access to
 
services, but must share one bathroom with several families. 

While the problem of the housing shortage in Guatemala is 
well known, exact nu bers to describe the magnitude are few. The Camara 
de la Construccion recently published statistics, however, which permits 
reasc:ble estimate to be made. Earlier estimates of 650,000 (SEGEPLAN,
 
SECRH£ARJA GEERAL DE PLANIFICACION) have been superceded by the estimate 
of 800,00n .- the Camara de la Construccion.nde by Nevertheless, 
estimates lade by SEGEPLAN of the needed investment to meet the earlier 
figure provides a clear idea of the seriousness of the problem. SEGEPLAN 
reported that to produce 650,000 housing solutions, using the most 
economical solution of a serviced lot, would require an investment of 
Q3,250 million. The 1986 national budget is Ql,710.4 million. 

B. Demand
 

Demand for new housing solutions ib very high in Guatemala. In 
the 1982 Demand study (Kerley: PADCO, 1982), oc_ 60 percent (62.7) of 
all households surveyed were currently renting, and over 90 percent of 
the palomar residents clearly a large market exists for new affordable 
solutions.
 

Effective demand is somewhat less, but still high. Over 70 
percent of the renters expressed an interest in buying a home and over 
two thirds of the sample expressed a willingness to move to another 
location in order to purchase a home. 

Households also expressed a willingness to pay more for new 
housing, especially those currently paying little or nothing who
 
comprised 60 percent of the households surveyed. Over half were willing 
to pay over 20 percent of their incomes for housing and women not
 
currently active in the labor force were prepared to seek employment to
 
help finance a new home.
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Palomar residents are already paying a considerable percentage
 
of their income for housing arl were able to afford many of the solutions 
offered as examples during the market survey. 

Further evidence of effective dema.- in Guatemala is the 
successful implementation of CHF's Trabajo y Techo Program with 
cooperatives in Guatemala City. In June .1986 RFE (Hogar y Desarrollo) 
began construction of 200 core housing units for corporate members and 
FENACOVI will finance the completion of 311 units for two cooperative.s 
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PERFIL GENERAL UJBANO
 

ARO 1984 CONSTRUC. SEGUROS JOLUC. DEMANDA BANVI SOL 
PRIVADA EIVATIDOS BANVI BANV/IV.T DEMANDA 

Unidades
 
Vivienda 2,220 1, 420 1000 6, 705 15%
 

ACTIVIDAD CONSTRUCTORA NORMAL: 
1n [ 0.3+ 2 -

Cn.3 +1 6.7viviendas x 1000 habitantes5.4 75(2f-75x0.03-0.03) j= 6.7 

- Poblaci6n urbana + 3,2 millones, Cu = 21.440 viviendas (soluciones habitacionales). 

- Necesidades x decil = 2, 15 

- Sector Bancario, 2 deciles = 4, 290 

- Sector Piblico, 4 deciles = 8, 580 x 6, 000 = 51.480 158.730 
- Sector especializado 4 deciles = 8, 580 x 12, 500 = 107.250> 

- Ingreso del trabajo no rural: 1,84 - Q.955.9 millones FONAVI 2.5%= 24.9 miles 

5%= 47.8 miles 

http:75(2f-75x0.03-0.03


AtHEXO 7 

,A vivmm~j p GL7-:@jmA 
DEHAN1YA DE; VIVIED URBIANA POR HIVLE DE 124GPISO 

3iCRES Oani' TI7FAS DE VALOR s PC3L ICNMWUSLIAL, 14VEU=JVY~JJm POR ~ 
DL flCrEMsO 

VrIrMDA MEDIA A~LTA ~ HAS DE 1,000 400,00 nwU~akn 5,0 63 

VIVIDCDA MEDIA60 

[OlE UTMM A Y WUfl1AD BASICA103755,02,5 

FMIlzT: OCNAR G1J~jAjITXZA DE LA MSITdIJCN' 
: 



ANEXO 8
 

LA VIVIENDA EN G'ATEMALA
 

NECESIDADES DE VIVIL(DA POR SECTOR
 

(UnidadeF) 

SECTOR 1986 

PJ. Ri. 

1987 

P R 

1988 

p R 

1989 

P R 

1990 

P R 

6.31% 
9.38% 

13 69% 
33.14% 
27,56% 
9,93% 

1,859 
2,763 
4,033 
9,764 
8,121 
2,925 

29,465 

429 
882 

1,417 
4,947 
1,636 
1,667 

10,978 

1,930 1,257 
2,869 2,059 
4,197 2,750 

10,137 5,474 
8,430 5,818 
3,040 1,667 

30,587 19,025 

2,006 
2,981 
4,351 

10,534 
8,760 
3t153 

31,785 

1,343 
2.294 
2,500 
6,000 
6,000 
11667 
19,804 

2,087 
3,103 
4,529 

10,964 
9,117 
3,284 

33,084 

1,400 
2,412 
2,583 
6,812 
6,182 
1,667 
21,086 

2,419 
3,597 
5,250 

12,708 
10,568 
3,807 

38,349 

1,486 
2,588 
2,750 
7,368 
7,031 
6,364 

27,647 

NECESIDEDES DE VIVIENDA POR SECTOR 
(,Millones de Q.) 

3,500 
7,000 
2,000 
9,500 
5,500 
3,000 

FUENTE: 

1986 1987 1988 
P R P R P 

65,1 15,0 67,6 4410 70,2 
47,0 15,0 48,8 35,0 5Q,7 

48,4 17,0 50,2 33,0 52,2 
92,8 47,0 96,3 52,0 100,1 
44,7 9,0 46,4 32,0 48,2 
8,8 5,0 9,1 5,0 9,5 

298,0 108,0 309,3 201,0 321,4 
65,0 65,7 

CAMARA GUATEMALTECA DE LA CONSTRUCCION 

R 

47,0 
39,0 
30,0 
57,0 
33,0 
5,0 

211,0 

1989 
P 

73,0 
52,8 
54,3 

104,2 
50,1 
9,9 

334,4 
67,3 

R 

49,0 
41,0 
31,0 
65,0 
34,0 
5,0 

225,0 

1990 

P 

84,7 
61,1 
63,0 

120,7 
20,6 
10,0 

350,4 
68,5 

R 

5210 
44,0 
33,0 
90,0 
35,0 
6,0 

240,0 

2 



ANNEX G 

Social Soundness Analysis 

EL SALVADlOR 

I. Population 

Lack of recent data makes it extremely difficult to portray an 
accurate and quantifiable description of the population. The most recent 
population census was conducted in 1971 and several household surveys 
were carried out between 1975 and 1980. Since 1980, however, the civil 
war has prevented further attempts to perform national surveys. At the 
same time, the violence from the war has caused significant changes in 
the demographic patterns in the country, making projections of urban 
growth and urbanization from these data very unreliable. 

The urban and rural population figures used in this section are 

based upon official estimates from the Ministry of Planning. 

A. Country Population 

The most recent estimate of total country population is
 
5,235,700 (Celade: 1985). El Salvador's very high growth rate combined
 
with limited land area and resources has resulted in a very densely
 
-pop~tl-ted-coux-r7.
 

Since 1950, the population has grown at an average annual rate
 
of 3%. Population density is the highest in the Western Hemisphere, at
 
approximately 220 persons per square kilometer in 1983. Nearly all
 
available agricultural land is under cultivation, leaving virtually no
 
land for expansion. 

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

MIPLAN forecasts that once the armed conflict ends, net
 
population growth will return to pre-1978 levels and remain high well
 
into the next century (see Table 11.4). National population is expected
 
to reach about 7.1 million by the year 2000. The proportion of urban
 
population in that year is projected to be about 55 percent, and the San
 
Salvador Metropolitan Area should reach two million between 2000 and 2005.
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B. Urban - Rural Migration 

El Salvador historically had a low proportion of the population
in urban areas, 36% in 1950. By 1983, however, the percent of people

living in urban areas had increased to 49.3 percent, or 2.2 million
 
people.
 

The San Salvador Metro Area (SSMA) experienced the greatest
urban growth growing at the high rate of five percent (5%) per year. The
capital doubled in size between 1964 and 1978. 

Currently almost half the national urban population (46%) is 
located in the SSMA, which in 1983 reached over one million in
 
population. The SSMA accounts for almost one quarter (22.7%) of the
 
total population.
 

II. Beneficiary Population 

A. Living Conditions of the Poor 

1. Overview of Low-Income Neighborhoods 

The urban poor cannot afford to live in housing which meets evenminimum stV'-t L-al and infrastructure standards. They live in three 
basic types . housing: Mesones (inner city rooming houses; Colonias 
ilegales (parcels sub-divaidedand sold with no provision for basic urban 
services); and tugurios (squatter settlements). 

These housing types occur primrily in the largest cities and
 
are most numerous in San Salvador. The )nly one of the three for which

national-level data exist are the mesones. The 1978 
 Household Survey
found that about 23 percent of urban housing inits are rooms jn mesones.
The proportion of mesones to total stock is aboii, the same for the SSMA
 
as it is for other urban areas.
 

According to EDURES, a 1976-78 World Bank study3 , tugurios
housed about five percent and colonias ilegales about 19 percent of the 
SSMA population in 1977. 
Mesones covered about 21 percent. In addition,

EDURES found that around three percent of the 1977 SSMA population was 
living in campamentos, temporary collective structures erected to house 
persons displaced by the 1965 earthquake. Some of these campamentos
still exist today.
 

3 I DURES, A Program for the Integrated Improvement of Critical 
Metropolitan Areas in El Salvador (Programa para el Mejoramiento

Integrado de las Areas Criticas Metropolitanas), MIPLAN/UNDP/
IBRD/PADCO, Inc., May 1978. 
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A CONADES survey done in 1982 of displaced persons' settlementsfound the following housing conditions: 41 percent of dwelling walls were made of improvised materials; 63 percent of floors were of earth; 70percent. used kerosene for light; for water 33 percent depended onrainfall or rivers and 50 percent on standpipes or venders; 44 percenthad access to latrines and 37 percent had no sanitary facilities at all.
 

The temporary communal shelters for displaced persons areunpopular because they do not provide adequate shelter or security.

These are essentially wooden frames with plastic sheets for walls and

roofed with "lamina", designed to house 12 families.
 

B. Housing Stock and Deficit 

Nearly 48% of the current housing stock in the SSMA is either inneed of upgrading or is sub-standard (non-upgradable). In other urbanareas, the figure reaches over 63% and in the rural areas, 97% of the
houses fall into these categories (Table I)
 

A recent application of the Housing Needs Assessment Model in ElSalvador provides projections of the housing needs for the country to theyear 1990. For the nation as a whole, the annual number of newhouseholds requiring shelter reaches 25,000 and is projected to reach
50,000 per year in 2005. 
 10,000 of these new households will be found in
the capital alone in 1990. 
Construction to relieve overcrowding, to
replace non-upgradable units, and to replace permanent units brings thetotal number of new in 1990 tounits needed 45,000. By the year 2005,
the annual requirement for new housing construction may reach 89,000

country wide. (Table II). 

C. No demand studies have been done recently in El Salvador.However, the recent experience of the Cooperative Housing Foundation's 
program in "Cooperative Neighborhood Improvement Job Programand forCentral America" (Programa Techo y Trabajo) indicates that demand is
 
great.
 

CHF reports that "The demand for credit, not previously radily
available to lower income groups, is very strong and widespread. To more
accurately measure effective demand and to protect the Federation
(FEDECACES) and participating credit u ions from unnecessary accumulationof interest charges, it was agreed that drawdowns from C-F could only be
triggered by approved and processed applications from credit union
members. 
The pent-up demand was clearly demonstrated when 100 per-ent of
the initial loan fund was disbursed within two months of the January 1986
signing of the loan agreement between CHF and FEDECACES." (CHF, Progress

Report, May, 1986).
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The mesones are large, centrally-located old houses that have

been subdivided into one-room rental units. Water and sanitation 
are
comunal, with piped water and sewer predominating. Charges for water and
electricity are included in rent. Densities in districtsmeson are high;
the Vivienda Popular study estimated it at 658 persons per hectare.
Family size tends to be smaller than average, 3.8, which reflects the
fact that the meson, with its limited space and low rent, is appropriate
for younger families and recent migrants. In the S3MA a majority of
 
mesones are constructed of mud and wattle, 
 while in other principal
cities the predominant building material is adobe. The stock of mesons 
grew between 1971 and 1978 by about 15,000 units, but it is unclear how

much more growth there has been or can be, given the finite supply of 
existing subdividable houses. According to some observers, a number of new rooming house buildings have been constructed in recent years. There 
are no figures on the magnitude of "new meson" construction. 

Tugurios are squatter settlements found mainly in the SSA but
which also occur in other cities. Tugurios develop piecemeal on public.
lands that are generally unsuitable for regular construction, ravines,
public rights-of-way, and the like. Tugurio settlements tend to obtain
electricity relatively rapidly, but piped water in the form of standpipes
can take years to arri "e. In the interim, water is often obtained by the
barrel from venders or through rooftop collection during the rainy
,eas.i Housing construction is progressive with a heavy component of
self-help and. family labor. Construction materials are primarily mud and
wattle in r e SSkMA and a variety of permanent and temporary materials in
other cities_. Lots tend to be small, and densities are on the order of
350 persons per hectare. Average family size was found in one study to

be 4.7 persons, suggesting that tugurios are especially suitable for

families that are too large to fit into a meson room but too poor to
 
afford monthly payments for a lot in a colonia ilegal. 

It is likely that the proportioii [ urban population living in

tugurios has increased by several percentagG points since the late 1970s
 
as a result of the influx of rural people dispia-ed by the civil war).
 

Colonias ilegales were identified in the mid-1970s as the
fastest growing type of urban settlement. It is important to note that
colonias ilegales are illegal in the sense that they violate DUA's 
physical standards. However, the property rights of a lot owner in a
colonia ilegal can in some cases be perfectly legal. Essentially a
colonia ilegal begins with the subdivision of a tract of land into
modest-sized lots (80 to 150 m2 according to EDURES) located on the
periphery of the city. Lots are sold without services, usually on a
"rent with promise of sale" (arrendamiento con promesa do venta) basis.This means that the seller/landlord retains ownership until payments are
completed. The Vivienda Popular study found that down payments were 
around five to ten percent and terms between five and ten years. Housing
construction is progressive, with the pace of construction and materials 
used varying with income. Newly-established colonias ilegales consist
mainly of dwellings made of "improvised" materials or mud and wattle. 
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Older colonias ilegales in the SSMA and other cities have high 
proportions of masonry houses. Subdividers normally make no investments 
in services. Electricity is usually the first to arrive; water can take 
years. -Inthe late 1970s average family size in colonias ilegales was 
5. 8, and incomes were higher than in mesones or tugurios. This indicates 
that colonias ilegales are appropriate for families that are "later in 
the life cycle"; that is, those that are larger, with more income, and 
with an interest in more secure tenure. It is quite likely that the 
share of the urban population living in colonias ilegales has risen above 
the levels of the late 1970s. 

Z. Characteristics of the Beneficiaries
 

a. Family Types
 

Ethnically, El Salvador's population is homogeneous, the
 
result of a long racial mixing of Spanish and Indian blood and relatively 
little immigration by other ethnic groups. There are virtually no 
culturally distinct subgroups and no traditional Indian social 
structure. There is no strong communal tradition. People tend to be
 
individualistic with few ties beyond the immediate family.
 

Family structure tends to be unstable, with a high 
proportion of common-law marriage (34.4% of the population over age 20).
Because of the lack of employment opportunities, women enter into 
"companion-ship" relationships in search of economic security. Children 
are an attempt to cement the relationship, though the result often is a 
series of relationships with children by different fathers. Since female 
hopes for security rest on producing children, the desire to limit family 
size is weak.
 

b. Other Characteristics 

Health conditions among the low income population are poor
and have been linked to shelter conditions. The high rate of ihfant 
mortality and the prevalence of respiratory and gastrointestinal disease 
are directly related to the lack of adequate water and sanitation, 
overcrowding, dampness, and poor construction. One study noted a marked 
decline of disease after completion of a housing project. A second
 
study, of a project in Santa Ana, while noting the importance of improved 
housing for health condition, stressed that poverty is the basic cause of
 
poor health -- the inability to secure not only adequate shelter and 
sanitation but also adequate food and medical attention.
 

The weakness of community organizations complicates the
 
ability to improve shelter conditions. There are few ties beyond the
 
immediate family and little spontaneous inclination toward organizing.
 
Participation in any kind of organization is extremely low. Inone
 
survey, 96% of the study poj.ulation household belonged to no organization
 
of any kind, and only 15.3% reported turning to neighbors for help when
 
having problems. 
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In addition to cultural factors, Harth notes that the
scarcity of urban housing persuades people not to do anything that ightbe construed as threatening by a landlord. Fear of eviction restrainsorganizing ar6und community or political issues. This is particularly
true for mesones. 

B. Income and Employment 

1. Income
 

Income statistics suffers from the lack ofsame recentnational survey data as do other areas. The most recent household incomeestimates for the population at large are from the 1976-77 Multi Purpose
Household Survey. Based on these data, the median household incomecalculated by USAID/El Salvador for June 1985 was C733 per month (SamPeck, US League, May 1986). This figure was updated using the NationalCouncil of Savings Institutions methodology to yield an urban median

income of C901 ($180 at 1-5).
 

Factors contributing to the justification of one figure arethe following. Family incomes in San Miguel are reported as higher thanin the capital, due to the large influx of rural migrants to SanSalvador. It is estimated that their low incomes deflate the income ofthe city's population. San Miguel is reported as relatively morep;osperous than San Salvador due to the agricultural base of the area. 

2. 7z-loyment 

No information available.
 

C. Role of Women
 

Though the population as a whole !s roughly evenly dividedbetween males and females, females are a
groving majority inurban
areas. In 1975, females constituted 54.10% of the urban population.This is due to the greater number of females migrating from rural areas,
a comon pattern in Latin America. These 
 trends take on significancewhen we come to consider the high and growing number of women-headed
households in urban marginal areas.
 

About 35% of households are 
headed by women. in marginal urbanareas. In some areas a proportion as high as 75% was reported. Theproportion is lower in rural areas (around 15%), but virtually all poorrural women, whether heads of household or not, try to earn some money to
help meet family needs. They are handicapped both by the scarcity of
jobs and by the seasonal character of most employment opportunities.
disadvantages are compounded by their lack of skills and their lower 
The
 

educational attainment. Lack r,.7affordable child care is also an

important constraint. 



Woman's role is highly traditional, especially among the poor.
Although women have equal political and legal rights, custom andtradition limit using them. 
Urban-rural differences in the economically
active population (EAP) composition by sex are sharp. A 1975 labor forcestudy indicates that women form 25.3% of the total EAP; 73% of the female
EAP is urban, 27% is rural. 

Women's earnirgs lower than those 

picture of current housing conditions in El Salvador. 

are of men. In 1975,all working women earned less than C99 per month; almost 
men earned between C40 and Ci99 a month. 

half 
57.2 of 

of employed 

IV. Need and Demand for New Housing Solutions 

A. Housing Need 

The lack of recent data makes itdifficult to paint a reliable 
The last housing

census was carried out in 1971. Several household surveys were completed
from 1975 - 1989, but since 1980, the civil war has prevented attempts to
conduct national level surveys. 
A recent Shelter Sector Assessment
completed by USAID Office of Housing provides statistics taken from the1978 Multi-Purpose Household Survey for analyzing the current need in El
 
Salvador.
 

The very high population growth rate and the disproportionate

growth have increased the pressure on the housing stock of the urban
 
areas of urban centers.
 

The low-income population in particular suffers from inadequatehousing conditions as described earlier. Extra legal housing solutions

(mesones, turgurios, and colonias ilegales sheltered close to half the
population of the Capital of San Salvador in the late 1970's.
 

A major contributing factor to the housing shortgage in ElSalvador is the huge exodus of population from the country side to the
cities as a result of the armed conflict. It is generally estimated thataround one million people have been displaced by the civil war since 
1980. According to an AID study, around 15 percent of the displaced

population, around 150,000 people, lives in separate settlements, with

the rest taken in by relatives or absorbed into existing urban areas.

This appears to be the explanation for the recently reported increase in
household size to 6.2. This has significantly increased the overcrowding

of houses in the urban areas.
 

There are five types of settlements of the displaced: 1)
Thirty-six officially designated settlements, 2) "ad-hoc" settlements, 3)

extensions of existing squatter areas, 4) occupied buildings, and 5)
sanctuaries (churches). 
The people living in these settlements suffer
 
from serious deficiencies in nutrition, health, and education.
 



IABLL I 

HOUSINC STO0CK AID REPLACEMENT 1990-2005 

(Thousands of Units) 

1990 1995 2000 2005 

SSMA 

New Households per Year 10.23 15.06 15.26 19.85 

Replacement of Permanent Units 
(2% per year) 2.68 4.74 7.09 9.45 

Replacement of Non-Upgradable Units* Z.00 - - -

" Construction to Rilieve Overcrowding 2.80 2.80 2.80 2.80 

Subtotal: New Construction per Year 17.71 Z2.60 25.14 32.11 

Annual Upgrading- 5.60 5.60 5.60 5.60 

Total Construction per Year 
(New Units Plus Upgrading) 23.31 28.20 30.74 37.71 

Total SSHA Housing Stock 322.14 411.43 501.71 614.98 

Other Urban 

New Households per Year 6.43 11.21 12.71 15.4 

Replacement of Permanent Units 
(2. per year) 2.08 4.00 6.24 8.64 

Replacement of Non-Upgradahl Units* 1.60 - - -

CcnSrLuction to Relieve Overcrowding* 2.80 2.80 2.80 2.80 

Subtotal: New Construction per Year 12.91 18.01 21.76 26.90 

Annual Upgradi,.q' 8.40 8.40 8.40 8.40 

Total Construction per Year 
(New Units Plus Upgrading) 21.31 26.41 30.16 35.30 

Total Other Urban Housing Stock 326.17 396.22 473.77 565.08 

Rural 

New Households per Year 8.39 12.27 11.9R - 14.68 

Replacement of Permanent Units 
(2% per year) 0.24 3.15 6.45 9.71 

Replacement of Non-Upgradable Units* 4.00 4.00 4.00 4.00 

Construction to Relieve Overcrowding" 1.20 1.20 1.20 1.20 

Subtotal: New Construction per Year 13.83 20.62 23.57 29.59 

Annual Upgrading " 15.50 15.50 15.50 15.50 

Total Construction per Year 

(New Units Plus Upgrading) 29.33 36.12 39.07 45.09 

Total Rural Housing Stock 451.93 519.28 58u .92 664.31 

Total Country 

New Construction per Year .A.5 61.23 70.47 89.59 

Annual Upgrading 29.50 29.50 29.50 29.50 

Total Construction per Year 73.95 90.73 99.97 118.09 

Total Housing Stock 1,100.24 1,326.93 1,560.40 1,'844.37 



IABLE 1I.
 

CATEGORIES OF HOUSING STOCK DUALITY 1978
 

(Percentages)
 

Other
 

SSMA 
 Urban 
 Rural
 
Permanent
 

1. 	 Permanent Materials,

Private Services 
 52.1 
 36.6 
 3.0
 

Upgradable
 

2. 	 Permanent Materials,
Communal Services 
 23.9 
 20.3 
 0.6
 
3. 	 Permanent Materials,


Some Services 

17.2 
 24.7 
 15.2
 

4. 	 Permanent Materials,

No Services 


2.5 
 14.9 
 61.2
 
Non-Upgradable
 

5. 	 Non-Permanent Materials,
 
Some Services 


3.7 
 0.9 
 0.9
 
6. 	 Non-Permanent Materials,
 

No Services 

0.6 
 2.6 
 19.1
 

Total 

100.0 
 100.0 
 100.0
 

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

and wood.
 

Source: 
 1978 	Multi-Purpose Household Survey
 



TABLE 1.1 

URBAN AAD RURAL POPULATION 1950 - 1983 
(Thousands)
 

San

Total (AAGR All SalvadorUrban (AAGR) Metropoli- (AAGR) Other


Urban (AAGR) Rural 
 (AAGR)
 
tan Area
 

lS 1,856 
 67 
 21 
 464 
 1,179

Z<100.> <36.5> 
 <11.5> 
 <25.0> 
 <63.5>
 

1961 4.67
* 2,511 O>lU 967 
2779 2.59 2.48<jlO.l 
 <(.>t 
 352
a. ><e.5 615 
 1,5461.5>
3.54 3.81 . 4.85 
 3.18 

1971 3,555, 3.36
 
0rJ 1,406 5> 565(39<J. (15.9> 841(23.6>)6. 2,1493.00 
 3.67 
 5.09 
 2.65 


1970 4,372 
2.54
 

<100.0O> 1,810
(41.4> 800
(18.3]> 1,010
(23.1 2,562
(58.6>
1.14. 
 4.72 
 5.59 
 4.02 
 <1.74
 
1913 4,Q7 
 2,210 1,050 1,230<49.3> 2,347<22.7> 
 <26.6> 
 <50.7>
 

AAGR a Average Annual Growth Rate 
NOTE: "Urban" is defined as the settlement area in which the municipal authority is located;.thelimits of'this area are determined by tho same authority.
 
Sources: DIGESTYC, 1950, 1961, and 1971 Censuses.
HIPLAN, Department of Population, 1978 and 1983
urban and rural population estimates.
PAOCO analysis, 1978 and 1983 SSMA - Other Urban 

br eakdown.
 
Shelter Sector Assessment, PADCO, 1934, Page 2.
 



Annex H
 

FINANCIAL ANALYSIS
 

1. 	Projections 
of the Future Financial Condition of CABEI's Housing

Fund.
 

The 	baseline data used to develop the following cash flow and income
and expenditure projections were provided by CABEI and is derived in part
from unaudited figures for the 
fiscal year ending June 30, 1986. 
 CABEI
is currently undergoing an theaudit and results of that exercise will bemade 	available in September 1986. 
 The advantage of using the most recent
data available upon which to base projections of CAdEI's future financial
condition 
is clear and is further justified by the fact that CABEI's
financial condition has 
improved since the ofrelease audited financial 
statements in 1985.
 

A. 	 The Scenarios
 

Four basic scenarios have been developed 
 for 	 this financial
analysis. Scenario I assumes no 
further USAID support to CABEI's Housing
Fund. Scenario II assumes the
that project will be implemented as

follows: 
 US$25 million in Housing Guaranty (HG) resources; US$15 million
in Development Assistance 
(DA) 	resources and CA$25 million!/ in CABEI
contributions. 
 Scenario III is identical to Scenario 
 II with the
exception of an 
increase in HG resources to US$45 million. Scenario IV
is identical 
to Scenario III with the exception of an increase in DA
 
resources to US$30.
 

These scenarios 
 carry eight basic assumptions which serve as
underpinnings to 
the cash flow and income and expenditure projections and
the 	accompanying sensitivity analyses. 1) CA$12.6 will
million be
recovered from CABEI's 
interfund investments and transferred to the
Housing Fund as follows: CA$5 million in 1986/87 and 1987/88 and CA$2.6
million in 1988/89. The interest earned 
on these interfund investments
will 	also be transferred to the Housing Fund 
over 	the three year period;
2) CA$10 million in capital contributions from 
member countries was
allocated to the Housing 
Fund 	during 1985/86; 3) operating costs are
assumed to increase at an annual 
rate 	of 8 percent; 4) it is assumed that
beginning in 1986/87 debt service on the 
existing US$18.9 million HG loan
from 	Salomon Brothers will be 10
reduced by percent due to refinancing;
5) HG resources are borrowed at 
9 percent interest for 30 years and 
are

on-lent to member countries at 9 percent interest for 15 years; 
6) DA
 resources are 
borrowed at 2 percent interest for 10 years 
then 	3 percent
interest for 30 years and are on-lent at 4 percent interest for 15 years;
7) the Housing FL'nd's obligated disbursemen-s of CA$6.7 
are 	borrowed at
an average of 11 
percent and on-lent at 13 percent for 15 years; and 
8)
the 	interest rate for one year 
investments made by the Housing Fund 
is
 
8 percent. 

~I/1 CA$ = 1 US$ 



flow and income and
The Appendix to this Annex presents the cash 


expenditure projections based on the above assumptions.
 

(1) Scenario I
 

This scenario illustrated in Table 1 limits CABEI's involvement
 

in the regional housing sector to only two previously obligated
 
in 1986/87 and 1987/88,
disbursements of CA$4.6 and CA$4.1 million 


respectively. Inflows decline by over CA$10 million during the 10 year
 

period while outflows remains relatively constant. The relatively large
 

cash position at the end of 1985/86 allows the fund to earn a significant
 

amount of interest income from short-term investments which more than
 
net cash flow between
offsets the seven consecutive years of negative 


1989/90 and 1995/96. Net income, though positive through the early stage
 

of the projection period, also begins consecutive years of decline after
 

1992/93 and is negative at the end of the 10 year period (Table 2).
 

(2) Scenario II
 

In addition to the eight basic assumptions described above, this
 

of US$25 million and US$15 million in HG
scenario assumes the infusion 

and DA resources, respectively, into CABEI's Housing Fund. As
 

are much better
illustrated in Tables 3 and 4, the results of Scenario II 


in terms of improving the Housing Fund's liquidity so as to develop the
 

capacity to finance housing programs independent of donor assistance.
 

However, retained earnings only reach CA$65,000 at the end of
 

the 10 year projection period, and the trend is downward, which is not
 

adequate to recapitalize the Housing Fund. (Table 4)
 

(3) Scenario III
 

This scenario assumes an additional US$20 million in HG
 

Fund for on-lending. The result ofresources available to the Housing 
this higher level of HG resources is depicted in Table 5. The Fund's net
 

income is lower at the end of the projection period than that recorded in
 

Scenario II (Table 6). This is primarily the result of an increase in 

total HG debt service of nearly 70 percent compared to Scenario II while 

net income over the projection period is only slightly lower than' that 

projected for Scenario II. Retained earnings at the end of 1995/96 were
 

still negative. The proportion of investment income to total income
 

remains approximately the same as that for Scenario II.
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(4)Scenario IV
 

The sharp increase in the level of HG debt service characterized
by Scenario III is partially offset by the addition of US$15 million inconcessional 
resources for off-site infrastructure 
assumed for Scenario
 
IV. This US$30 in concessional resources on-lent with a two pointinterest spread results in an 
increase in net income over 
the projection

period compared to Scenario III (Table 8). A comparison of Tables 6 and
8 indicate that end.-of-period retained earnings 
in Scenario IV have

reached almost CA$2 million.
 

In summary, the projections presented in Scenarios 
II, III and
IV do not enable CABEI to significantly improve the liquidity position of
its Housing Fund. Howpver, 
it is the effect of the concessional
 
assistance that impacts ri,t positively on net income and retainedearnings due to onlending wiLi, - two point interest spread. Increasing
levels of HG borrowed and on-le. 
 at the same interest rate primarily

increases expenditures in the form of debt service, although there is
 
some marginal income from on-lending ior a shorter term than the debt

service period. Therefore, the availability of concessional assistance
is a key factor required to improve the Housing Fund's 
capital base

thereby developing within CABEI the ability to 
generate housing programs

in the future without donor assistance.
 

B. Sensitivity Analyses
 

Scenarios II through IV were subjected to sensitivity analyses todetermine the effect of six separate variations on th, original cash flow

and income and expenditure projections. These variations, labeled A
through F in the Appendix to this Annex as
are follows: a) the

on-lending rate for off-site infrastructure is increased from 4 to 6
percent; b) the eisbursement schedule for 
loans to member countries for
housing and on-site infrastructure is spread out 
over four years rather
than three and the yearly proportions for the disbursements are 20
 
percent in 1987/88, 30 percent in 1988/89, 30 percent in 1989/90, and 20
percent in 1990/91; c) the on-lending rate for housing and on-site

infrastructure loans to member countries is raised from 9 to 9.5 percent;
d) the onlending 
rate for housing and on-site infrastructure loans to

member countries is raised from 9 to 
11 percent and the interest rate at

which the HG loan is contracted is also raised from 9 to 
11 percent; e)
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proceeds from repayment of existing housing sector loans from member
 
countries are reduced by 10 percent; and f) the onlending rate for
 
housing and on-site infrastructure loans is raised from 9 to 9.5 percent
 
and the onlending rate for off-site infrastructure loans is increased
 
from 4 to 6 percent.
 

Scenarios II and III were subject to five additional sensitivity
 
analyses to determine the effect of several other variations on these two
 
scenarios' base case cash flow and income and expenditure projections.
 
These variations, labeled G through K in the Appendix to Annex H, are as
 
follows: g) the on-lending rate for housing and on-site infrastructure
 
loans to member countries is raised from 9 to 10 percent; h) the
 
on-lending rate for housing and on-site infrastructure loans is raised
 
from 9 to 12 percent; i) the disbursement schedule for loans to CABEI's
 
members for housing and on-site infrastructure is spread out over five
 
years rather than three and the yearly disbursement proportions are 15
 
percent in 1987/88, 20 percent in 1988/89, 25 percent in 1989/90, 30
 
percent in 1990/91, and 10 percent in 1991/92; j) only $10 million is
 
required to finance off-site infrastructre costs and will be on-lent at a
 
6 percent annual interest rate, the remaining $5 million of the
 
Development Assistance loan will be used for on-site infrastructure and
 
on-lent to member countries at a 9 percent annual interest rate; and k)
 
$15 million in low cost Development Assistance resources is not available
 
to CABEI.
 

(1) Scenario II
 

The results of the sensitivity analyses for Scenario II are
 
presented in the Appendix, Tables 9-30 and summarized in Table H-l. An
 
analysis of these results shows that:
 

(a) Tables 9 and 10. Raising off-site interest rate from 4-6
 
percent increases total net income for the 1986/87-1995/96
 
period by 42 percent while retained earnings at the end of 
1995/96 are up by over CA$2.3 million. Investment income is
 
increased by less than one percent. Negative net cash flows
 
are lower in certain years due to larger inflows of funds 
resulting in a larger cumulative cash position at the end of
 
1995/96.
 

(b) Tables 11 and 12. Adding a year to the disbursement 
schedule and changing the proportion of funds disbursed in 
each year also increased total net income but by a lesser 
amount of 21 percent. Retained earnings at the end of 
1995/96 are over 18 times higher and total investment income 
is increased by over 2 percent. The cumulative cash 
position at the end of the 10th year is marginally lower. 

(c) Tables 13 and 14. Raising the on-lending interest rate for
 
housing and on-site infrastructure from 9 to 9.5 percent has
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the effect of increasiag 
 total 
 net income over the
projection 
 period by over 38 
 percent.
significant There is a
increase in retained earnings at the end of the
period of CA$2W lover million. Investment
marginally income ishigher and the cumulative cash position at theend of 1995/96 is nearly two percent higher.
 
(d) Tables 15 and 16. An increase in the on-lendinghousing and on-site rate forinfrastructure 
to 11 percent and 
an
 

11 percent has
 
increase in the HG loan interest rate also to
the effect of' increasing total 
net income by 55
Retained earnings percent.at the end of 1995/96 wouldby nearly be increasedCA$3 million. Total investment income overperiod -isslightly higher as 

the
is the cumulative cash position
at the end oi 1995/96.
 

(e)Tables 17 and Tf

loans member 

18. reflows from existing housing sectorto cou;,
result would 

'es were to decline by 10 percent, thebe negai.Ive total
CA$825,000 net income of nearly
at the end of the projection period
retained and a
deficit of CA 
 $6.2 million in 1995/96. Total
investme t income would decline by nearly 11 percent andcumulative cash position for 1995/96 the
would be reduced by 19percent.
 

(f) Tables 19 and 20. Increasing both the on-lending rzto forhousing and on-site infrastructure from 9 to 9.5 percent and
the on-lending rate for off-site infrastructurepercent from 4 to 6has the effect of increasing 4otal projectedincome by 81 percent and retiened net 
CA$4.4 earnings in 1995/96 bymillion. 
 Given these 
 two interest 
rate changes,
total investment income 
would be marginally higher
cumulative cash position in 1995/96 

and the
would increase by nearly4 percent.
 

(g) Tablcs 21 and 
22. Increasing 
the on-lending 
 rate for
housing and on-site infrastructure 
from 9 to 10 percent has
the effect of increasing the Housing Fund's projected netincome to 
CA$9.7 million,

base case 

a 77 percent increase over the
level. Retained earnings
CA$4.3 in 1995/96 wouldmilllion, over be65 times greater than thosebase case. of theThe cumulative cash position in 1995/96 would be
nearly 4 percent higher and the ofend period cumulativecash position would be marginally higher.
 
(h) Tables 23 and 24. 
 Mirroring the 
positive trend 
produced in
(g) above, an increase in the on-lendingand on-site infrastructure from 9 to 

rate for housing
12 percent renders the
following changes over the base case scenario:rises by net income
235 percent 
to CA$18.3 million; retained earnings
 



Table H-i 
Summary of Key Variables in Scenario II
 

Subjected to Sensitivity Analyses

(Current Central American Pesos; End of Projection Period)
 

Cumulative 
Cash 

Scenario II Position 

Base Case 94,954,635 

Variation A 96,807,792 

Variation B 93,219,301 

Variation C 96,701,789 

Variation 0 96,555,442 

Variation E 76,844,355 

Variation F 98,554,946 

Variation G 98,470,408 

Variation H 105,748,833 

Variation I 91,425,512 

Variation J 97,990,794 

Variation K 87,597,235 

Net 

Income 


S,454,460 


7,759,797 


6,574,172 


7,551,603 


8,430,274 


(824,281) 


9,856,940 


9,666,140 


18,285,017 


8,341,855 


9,482,355 


2,416,046 


Retained 

Earnings 


65,460 


2,370,797 


1,185,172 


2,162,603 


J,041,274 


(6,213,281) 


4,467,940 


4,277,140 


12,896,017 


2,952,855 


4,093,355 


(2,972,954) 


Total
 
Investment
 

Income
 

59,382,262
 

59,819,315
 

60,748,402
 

59,793,673
 

59,593,266
 

53,103,522
 

60,230,725
 

60,210,138
 

61,924,020
 

62,050,213
 

59,722,769
 

57,693,437
 



Net 

Income 


4,350,269 


6,655,607 


5,955,860 


7,286,269 


7,106,746 


(1,928,472) 


9,591,607 


10,246,622 


22,313,049 


8,373,820 


8,378,164 


1,311,855 


Scenario III 


Base Case 


Variation A 


Variation B 


Variation C 


Variation D 


Variation E 


Variation F 


Variation G 


Variation H 


Variation I 


Variation J 


Variation K 


Table H-2
Summary of Key Variables in Scenario III

Subjected to Sensitivity Analyses
(Current Central American Pesos; End of Projection Period)
 

Cumulative 

Cash 


Position 


100,808,247 


102,661,405 


98i378,781 


103,254,264 


101,639,714 


32,697,968 


105,107,421 


105,730,330 


115,920,125 


96,365,640 


103,844,407 


93,450,848 


Retained 

Earn1ins 


(1,038,731) 


1,266,607 


566,860 


1,897,269 


1,717,746 


(7,317,472) 


4,202,607 


4,857,622 


16,924,049 


2,984,820 


2,989,164 


(4,077,145) 


Total
 
Investment
 

Income
 

59,847,338
 

60,284,390
 

61,759,933
 

60,423,312
 

59,913,079
 

53,568,597
 

60,860,364
 

61,006,362
 

63,405,/97
 

63,976,537
 

68,187,843
 

58,158,512
 



(b)Tables 33 and 34. 
 Lengthening the disbursement schedule and
changing 
the yearly proportions
raise projected total 	 of funds disbursed would
net income
retained earnings 	
by 37 percent; projected
in 1995/96 would also
million over 	 rise by CA$1.6
the Scenario III 
base case. 
 In terms of cash
flow, investment income would be greater over the projection
period by 
over 3 percent. However, the
position 	 cumulative cash
at the end of 
1995/96 is projected 
to be lower by
CA$2.4 million.
 

(c)Tables 35 
 and 36. Raising 
 the housing and
infrastructure 	 on-site
on-lending 
 interest
points would result in 	
rate by fifty basis
 a total projected net income gain of
nearly CA$3 million, an 
increase of 67 percent.
retained earnings in 1995/96 would Projected


be CA$1.9 million as 
a
result of this change. Both investment income and
of 	 the end
period cumulative 
cash position 
would be marginally

higher.
 

(d)Tables 37 and 38. 
 Increasing the rate at which the HG loan
is projected 
 to be contracted 
 to 11 percent and,
correspondingly, raising the on-lending rate
on-site infrastructure for housing and
to 1 percent would have
of increasing projected net income of the Housing Fund by 63
percent to 

the effect
 

CA$7.l million; retained 
earnings for 
1995/96
would be CA$1.7 million compared to the million peso deficit
projected for 
the Scneario 
III base case. Given 
these
interest rate changes, investment income would 	remain nearly
the same 
over the projection period and
cumulative cash position in 1995/96 would be 	
the projected
 
less than one
percent higher.
 

(e)Tables 39 
and 40. 
 A 10 percent reduction 
in reflows from
existing housing sector loans to member countries would have
a highly detrimental effect upon the 
Housing Fund.
net income would be a 	 Total
negative CA$1.9
accompanying retained deficit 	
million with an
 

CA$7.3 million. 	 in 1995/96 projected be
to
In terms 
of cash flow, investment income
would be expected to decline by
projection period and 
over 10 percent during the
the cumulative cash 
position 
at the
end of the period would be off by 18 percent.
 

(f)Tables 41 
 and 42. An increase in both 
the interest
for housing 	 rates
and on-site 
 infrastructure 
 and off-site
infrastructure by 0.5 and 2 percent, respectively, would, on
the other hand, 
have a highly positive impact
Housing Fund. 	 on CABEI's
Total net 
income

would rise 	

for the projection period
by over 
CA$5 million, 
an increase
percent while 	 of over 120
retained earnings 
 would rise 
 to CA$4.2
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million. Investment income 
over the period would be up and
the projected cumulative cash position in 1995/96 would also
 
be higher.
 

(g)Tables 43 and 44. 
 A 100 basis point increase in the
on-lending rate for housing and on-site infrastructure would
result in a 136 percent increase in net 
income to CA$10.2
million. Correspondingly, retained 
earnings would rise 
to
CA$4.9 million compared to the million peso deficit
projected for the Scenario 
III base case. This interest
rate change would increase both total investment income and
the cumulative cash position at 
the end of the projection

period by 2 and 5 percent, respectively.
 

(h)Tables 45 
and 46. A 300 basis point increase in the
on-lending rate for housing and on-site infrastructure would
have a considerably more positive impact 
on 	CABEI's Housing
Fund. Net income at the end of 
the 10 year projection

period would rise to CA$22.3 million, a 5-fold increase over
the base case level. 
 There would be a concomitant increase
in 	retained earnings to CA$16.9 million by the end of the
projection 
period and the end-of-period cumulative cash
position would be up by 6 and 15 percent, respectively.
 

i) 	Tables 47 -nd 48. By extending the disbursement schedulefor housing and on-site infrastructure loans to five yearsrelative to the Scenario Ill base case, all 
variables except
the cumulative cash position would rise. 
 Not income at..the
end of the projection period would nearly double 
to 	CA$8.4
 ...i'lion and end-of-period retained earnings would 
be CA$3
million compared to 
the million peso deficit projected for
the base case. Although total investment income for the
period increases by 
7 percent, the end-of-period cumulative
cash position declines by nearly 5 percent to CA$96 million.
 
(j)Tables 49 
and 50. If $5 m1.lion in Development Assistance
 resources are redirected to n-site 
 infrastructure 
 and
on-lent at 
a 9 percent interest r&-, and the remaining $10
million in low cost resources 
are in-lent for off-site


infrastructure 
at a 6 percent annual interest rate, the
following changes relative to base
the would occur: net
income at the end of 
the period would nearly double to
CA$8.4 million; end-of-period retained earnings would be
CA$3 million, nearly a four-fold increase; tctal investmentincome would be 	 up by 14 percent; and the cumulative cashposition at the end of the projection period would increase
by 	3 percent to CA$103.4 million.
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Tabe H-3
 
Summary of Key Variables in Scenario IV
 

Subjected to Sensitivity Analyses

(Current Centril American Pesos; End of Projection Period)
 

Scerario IV 


Base Case 


Variation A 


Variation B 


Variation C 


Variation D 


Variation E 


Variation F 


Cumulative 

Cash 


Position 


108,165,647 


111,871,962 


105,736,180 


110,611,663 


108,997,113 


90,055,367 


114,317,978 


Net 

Income 


7,388,683 


11,999,358 


8,994,273 


10,324,683 


10,145,159 


1,109,941 


14,935,358 


Total
 
Retained Investment
 
Earnings Income
 

1,999,683 61,536,165
 

6,610,358 62,410,268
 

3,605,273 63,448,759
 

4,935,683 62,112,139
 

4,756,159 61,601,905
 

(14,279,059) 55,257,424
 

9,546,358 62,986,241
 



(d)Tables 59 
and 60. Assuming that the 
HG loan would be
contracted at 
11 percent and on-lending for housing edon-site infrastructure 
would

interest rate, the 

also carry an 11 percent
effect on the Housing Fund would be
positive. 
 Total net income at the 
end of the projection
period would be 37 percent above the base case and retainedearnings would be up by 138 percent. Inflows of investmentinccme would only 
be marginally higher, however, 
and the
projected cumulative cash position 
at the end of the 10th
year would be up by CA$831,000 or less than 1 percent.
 
(e)Tables 61 and 62. 
 The effect 
of 10 percent reduction in
repayment of existing 
loans to the Housing Fund would, as
for Scenarios II and III, 
be detrimental 
to the Fund. Total
net income 
over the 10 year period would be CA$l.1 million,
an 85 
percent decline 
over the base case. The retained
deficit in 1995/96 would be CA$4.3 
million compared to
retained earnings CA$2
of million 
without a reduction in
inflows 
of the existing loan portfolio. Investment income
would decline by 10
over percent over the period and the
cumulative cash position at the end of the projection period
would be off by nearly 17 percent as 
a result of a fall-off
in repayments of loan obligations by member countries.
 

(f)Tables 63 and 64. 
 A 0.5 
and 2 percent increase in the
on-lending interest 
 rates for housing and on-site
infrastructure 
 and off-site infrastructure, respectively,
would have a significantly positive impact upon CABEI's
Housing Fund. Total income
net 
 over the projection period
would be CA$7.5 above the 
Scenario 
IV base case, a 102
percent increase. Even more significant, retained income at
the end of the projection period would be nearly five times
that of the base 
case. Although investment income would
only rise modestly during the 
 projection period, 
 the
cumulative cash position for 1995/96 would be 
nearly CA$6.2
million higher, an increase of 6 percent 
over the Scenario

IV base case.
 

C. Summary and Conclusions
 

The four scenarios and their 
sensitivity analyses 
 lead
several conclusions regarding the viability of CABEI's Housing Fund as 
to
 
a
source of regional housing finance resources.
 

First and foremost, the Housing Fund will
assistance require more external
if it is to function as a provider 
of resources
regional housing sector. to the
Scenario 
 I demonstrates 
 that without
infusion of additional capital, an
 
its 

the Housing Fund would be constrained in
efforts to finance regional 
 programs of any magnitude unless
begins to deplete its cash it
position which is presently used to generate
income to offset expenditures.
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On 
the other hand, Scenarios
USAID's assistance can bring 
II through IV demonstrate that
about a considerable improvement in the
Fund's viability to support 
the region's housing sector. 
 If USAID is
prepared to provide assistance to CABEI's Housing 
Fund, then the
fundamental questions 
are those relating both to 
the magnitude of this
assistance and the terms at which it is offered.
 

Scenarios II-K and £II-K both demonstrate
of assistance on that the availability
concessionary terms 
 such as those offered by a
Development Assistance (DA) loan is critical 
if CABEI is to recapitalize
its Housing Fund 
over the projection period. 
 Without an envisaged $15
million DA loan offered at an annual 
rate of 2 percent for ten years and
3 percent thereafter, CABEI would 
be unable to earn sufficient income
from a mark-up in the interest rate spread of its 
Housing Guaranty loan
to have positive retained income by the end of 1995/96. 
A mark up in the
interest 
rate spread of low-cost resources such as a DA
would loan, however,
allow CABEI to generate sufficient retained income
projection period to provide future over the
assistance to the region's sheltersector independent of donor assistance.
 

Assuming that DAa loan would be made available to CABEI, thescenarios demonstrate that if USAID chooses to minimize its assistance to
CABEI in terms of guaranty authority, Scenarios II-F (TablesII-G (Tables 21 & 22) or II-H (Tables 23 would 
19 & 20), 

Fund & 24) allow the Housingto generate the most net income over the projecton period. This
would place the Fund in much better position to generate regional housing
programs independent 
of future donor assistance. However, pursuit of
these two scenarios 
 would minimize the 
 actual level of housing
construction which would occur over the life of the project. 
By carrying
out Scenarios III-F (Tables 41 & 42), 1II-G 
(Tables 43 & 44) III-H
(Tables 45 & 46) with or
guaranty authority of US$45 
million, the dual
objectives of making the Housing Fund 
a more viable development tool and
maximizing actual 
housing construction in the 
region could be realized.
These two alternatives also require a lesser amount of scare concessional
resources compared to the many Scenario IV alternatives.
 

One consistancy demonstrated by sensitivity analyses
Scenarios II-IV is that of
regardless of 
the level of resources assumed, 
a
10 percent reduction in reflows of 
the existing loan portfolio would be
extremely detrimental to the Housing Fund. In allretained earnings for 1995/96 cases, projected
would be negative and only Scenario IV-Edemonstrates a slightly positive total 
net income.
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D. Impact of AID Financial Assistance on CABEI's Ability ".o Pay
 

The results of each of the four basic scenarios prepared for the
 
Housing Fund were applied to CABEI's consolidated financial projections.

Three projections for each scenario were prepared: one projection,
 
covering the overall institutional cash, another singling out the hard
 
currency cash flow, and the third an income projection. Analyses of 
these projections demonstrate the impact of the four scenarios on CABEI's
 
overall financial position as well as the ability of CABEI to generate

sufficient hard currency to repay the AID loans. Tables 65 through 76 
show the result of the projections for each scenario, while Table 77 is a
 
summary sheet of those tables.
 

The 	results of these analyses are as follows:
 

a) 	Scenario I assumes no additional AiD financial assistance to the
 
Housing Fund, and essentially is the base case for applying new
 
assumptions on AID financial assistance. The three projections
 
- consolidated cash flow, hard currency cash flow, and income
 
projection - indicate that CABEI's current financial situation
 
is sound and that CABEI will generate sufficient hard cur'rency
 
over the next 10 years to service its external debt. (See
 
Tables 65 through 67)
 

b) 	Scenario II shows the impact on CABEI's overall financial
 
condition if AID supplies $40 million to the Housing Fund. 'An
 
arialytic comparison of the three tables (68 through 70) with the 
base cas- scenarios shows that CABEI will be able to service the
 
AID lcirs over the next 10 years. Because CABEI is converting
 
its cash investments into housing investments, as its
 
counterpart contributions, the overall cash position is
 
reduced. Nevertheless the impact on CABEI's income over this
 
period is negligible, given the margin of error in the
 
calculation.
 

c) 	Scenario III assesses the impact on .BEI's financial position
 
if AID increases its financial assistance to $65 million, which
 
represents an increase of $20 million in l' funds. Since in 
this scenario CABEI's contribution remains the same, the impact
 
on CABEI's financial position is essentially equal to the impact
 
in Scenario II. (See Tables 71 through 73)
 

d) 	Scenario IV shows the impact if AID's contribution is even
 
greater, increasing to $75 million, representing an increase of
 
$15 million in the AID loan. With the increase in concessional
 
assistance, CABEI's financial position improves; however, this
 
improvement is marginal. (See Tables 74 through 76)
 

Table 77 compares the consolidated cash flow and the income
 
projections for all four scenarios. Again, this summary table
 
demonstrates that the impact of AID's financial assistance on CABEI's 
cash flows and earnings is insignificant.
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Given the magnitude of overall operations and consideration of the
 
fact that the calculations cover a ten year period, the differences in
 
net earnings for the various scenarios are negligible. One can conclude,
 
therefore, that while the upfront net outflow of hard currency to finance
 
this new program reduces foreign exchange in the short term over the ten 
year period, the consolidated income and foreign exchange cash flows 
demonstrate that there is sufficient foreign exchange and income for 
CABEI to meet its overall debt service requirements.
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Tables 


l & 2 

3 & 4 


5 & 6 

7 & 8 

9 & 10 


11 & 12 


13 & 14 


15 & 16 


17 & 18 


19 & 20 


21 & 22 


23 & 24 


25 & 26 


27 & 28 


29 & 30 


APPENDIX TO ANNEX H
 
Description of Tables 1-64
 

Description
 

No USAID assistance
 
Infusion of $25 million and $15 million
 
in HG and DA resources, respectively
 
Additional $20 million in HG resources

Additional $15 million in DA resources
 
Variation of Tables 3 & 4 with 
interest
 
rate for off-site infrastructure raised
 
to 6 percent

Variation of Tables 3 & 4 with
 
disbursement schedule extended one year

Variation of Tables 3 & 4 with 
interest
 
rate for housing and on-site
 
infrastructure loans 
 raised to 9.5
 
percent

Variation of Tables 3 & 4 with interest 
rate for housing and on-site 
infrastructure loans raised to 11
 
percent; HG interest also
loan rate 

raised to 11 percent

Variation of Tables 3 & 4 with reflows 
from existing loans to CABEI's members
 
reduced by 10 percent
Variation of Tables 3 & 4 with interest 
rates for andhousing on-site
 
infrastructure 
 and off-site
 
infrastructure loans raised to 9.5 
and
 
6 percent, respectively
 
Variation of Tables 3 & 4 with 
interest
 
rate for housing and on-site
 
infrastructure loans raised to 
 10
 
percent

Variation of Tables 3 & 4 with 
interest
 
rate for housing and on-site
 
infrastructure loans raised to 12
 
percent

Variation of Tables 3 & 4 with
 
disbursement schedule extended two years
Variation of Tables 3 & 4 with $10 
million loaned 
 for off-site
 
infrastructure at 6
the percent
 
interest and an additional $5 million
 
loaned for on-site infrastructure at 9 
percent
 
Variation of Tables 3 & 4 
with no
 
concessional loan available to CABEI
 



Tables 


31 & 32 


33 & 34 


35 & 36 


37 & 3 


39 & 40 


41 & 42 


43 & 44 


45 & 46 


47 & 48 


49 & 50 


51 & 52 


53 & 54 


55 & 56 


57 & 58 


Description
 

Variation of Tables 5 ( 6 with interest 
rate for off-site infrastructure raised
 
to 6 percent
Variation of Tables 5 & 6 
with
 
disbursement schedule extended one year
Variation of Tables 5 & 6 with interest 
rate for housing and on-site
 
infrastructure 
 loans raised to 9.5
 
percent

Variation of Tables 5 & 6 with interest
 
rate for housing and on-site

infrastructure Iu,.as raised to 11
 
percent; HG loan interest 
rate also
 
raised to 11 percent
Variation of Tables 'i& 6 with reflows 
from existing loans to CABEI's members 
reduced by 10 percentVariation of Tables 5 & 6 with interest 
rates for housing and on-site 
infrastructure 
 and off-site
 
infrastructure loans raised to 9.5 and
 
6 percent, respectively

Variation of Tables 5 & 6 with interest
 
rate for housing and on-site
 
infrastructure loans 
 raised to 10
 
percent

Variation of Tables 5 & 6 with interest
 
rate for housing and on-site
 
infrastructure loans 
 raised to 12
 
percent

Variation of Tables 5 & 6 with
 
disbursement schedule extended two years
Variation of Tables 5 & 6 $10with 
million 
 loaned for off-site
 
infrastructure at the 
 6 percent

interest and an additional $5 million 
loaned for on-site infrastructure at 9
 
percent

Variation of Tables 5 & 6 with 
no
 
concessional loan available to CABEI
Variation of Tables 7 & 8 with interest
 
rate for off-site infrastructure raised 
to 6 percent 
Variation of Tables 7 & 8 with 
disbursement schedule extended one year
Variation of Tables 7 & 8 with interest 
rate for housing and on-site
 
infrastructure loans 
 raised to 9.5
 
percent
 



Tables. 
 Description
 

59 & 60 	 Variation of Tables 7 & 8 with interest 
rate for housing ard on-site 
infrastructure loans raised to 11 
percent; HG loan interest rate also 
raised to 11 percent

61 & 62 	 Variation of Tables 7 & 8 with reflows 
from existing loans to CABEI's members 
reduced by 10 percent63 & 64 	 Variation of Tables 7 & 8 with interest 
rates for housing and on-site
 
infrastructure and off-site
 
infrastructure loans raised to 9.5 and
 
6 percent, respectively
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1"93/19 1934113r, 193511M4
1965119E6 19%6/1967 196711968 19N6/199 1989/19rM l996/11 199111992 1997199 

91059 IF FUOS 
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Table 77 

8ANCO CEIIUODAJERICAiO LIE INTEGRACIO ECONOMICA 

CUADRO DELIQUICEZY UTILIVADES DEOCSTRATIVO PORESCENARIOS 

(En Miles de $CA) 

ESCENARIOI ESCEARIO 11 ESCENAItOIII 
Ejercicios Ltquidez Utilidades Liquidez Utllidades Ltqlidez Utilidades 

1986/87 57.151 19.229 67.321 19.009 67.321 19.G02 


1987/88 81.410 31.173 71.777 30.2e0 65.752 3'.:23 


198/89 106.5, 37.539 81.908 36.47P 78.030 35.347 


1929/90 113.065 41.853 80.538 41.00 81.100 40.933 


1990/91 128.3E6 4.49i 97.193 44.124 98.511 44.085 


1991/92 152.840 51.312 124.177 50.894 126.314 50.834 


1992/93 166.561 52.300 140.649 51.866 143.674 51.795 


1993/94 176.135 58.063 153.250 57.616 157.235 57.531 


19941/95 I86.541 61.286 166.90; 60.PD3 171.935 60.EE6 


193$159 !Z.755 83.352 182.837 62.874 1E.977 5.700 


hO0A: La tu,,dez se piec -3 en r nIlnos de dlsa$ y 

las uti~liades e. total oe las monedts del Banco. 

CGC/a-.r 

ESCLUARIOIV
 
Liquidez Utll. da,-& 

67.321 1P.C02
 

65.773 3. 1 5
 

78.353 3..(,
 

82.06 41 10
 

100.350 44.453
 

129.140 51.242
 

147.568 52.ZE5
 

162.268 58.05
 

178.241 (1703
 

196.658 3.7
 



ANNEX I 

INSTITUTIONAL ASSESSMENT OF CABEI 

I. INTRODUCTION 

This assessment deals with aspects of implementation that affect
 
both housing and infrastructure projects. General recommendations are 
inade regarding supervision, decentralization and training. In adddition,
 
since this is the first time CABEI has ventured into small scale
 
infrastructure projects, more specific recommendations are made related 
to the capacity of CABEI to select, monitor, and implement urban
 
upgrading programs. 

In the area of infrastructure, the main role of the bank in the 
last 25 years has been the financing of major projects that promote the 
economic integration of Central America. These have included roads, 
airports, dams, electrical stations, ports, etc. With this background, 
CABEI is well versed in the key elements of infiastructure formulation,
 
design, implementation, and how it relates to the cash disbursements
 
required for the given projects. In the area of housing, CABEI has had
 
20 years experience in financing projects, such as are proposed in this
 
program.
 

Hence, implementing organizations that will be receiving loans 
from CABEI for infrastructure and housing will be able to draw on CABEI's 
technical depth to ensure that the infrastructure projects can be 
implemented properly.
 

II. 1IE CABEI ORGANIZATION 

In order to better understand how CABEI presently works, visits
 
were conducted with key staff personnel to get a clear understanding of
 
how CABEI presently handles projects.
 

Attached is an organization chart (Attachment 1) of CABEI where it
 
can be appreciated that below the level of the Presidency, there is the
 
Area de Planificaccion, Gerencia de Promocion y Estudios, Gerencia de
 
Operaciones, Departamento Juridico, Departamento de Analysis de
 
Proyectos, Departamento de Control Operativo, Gerencia Financiera,
 
Departamento de Personal y Organizacion, and the Area de Servicios
 
Admiinistrativos Generales. 

For purposes of the project cycle three key areas are involved
 
which are:
 

1. From the Gerencia de Promocion y Estudios, the Desarrollo
 
Social, Vivienda e Infrastructura unit is involved in project 
promotion and formulacion. 

2. The Departamento de Analysis de Proyectos has responsibility 
for the review of the project both from the financial and 
technical perspectives. 
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3.. The Area de Supervision de Proyectos of the Gerencia de

Operaciones is responsible for project monitoring during the
 
construction phase.
 

There are other areas of the Bank that 
are involved in the project

cycle, such as the Departamento Juridico, but these are not critical to 
the overview of the problem of institutional capability. Hence, these
 
units will nor be reviewed.
 

The attached descriptions (Attachments 2 and 3) provided by CABEI

detail the functions of each unit. Likewise, a description of the steps

involved in the three key elements of the project cycle are provided.
 

The highlights of these areas, and the project cycle can be
 
summarized as follows:
 

1. Area of Desarrollo Social, Vivienda e Infrastructura (DESOVI). 

Works in the area of project promotion, formulation and
 
eligibility in conjunction with the possib.e executing agency. To do this
 
work, the unit has the following staff:
 

2 Engineers
 
3 Economists
 
1 Chief of area
 
1 Consultant
 
7 Total Professional Staff
 

3 Secretarial Assistance 
10 Total Staff.
 

Normally, activities in the Eligibility phase average some 60 days.
 

2. Area of Departamento Analysis de Proyecto (ANAP)
 

Conducts review of project at 
two levels. First, it reviews the

capability of the implementing organization, both as to its financial

capability and its technical depth. Next, it reviews the proposed project
from ths technical and financial perspective. It also calculates the
 
necessary Net Present Values (NPVs) and Internal Rates of Return (IRRs)

to determine cost effectiveness of the proposed projects.
 

Staffing for this unit 
is as follows:
 

1 Chief of area (Economist) 
2 Economist/Financial Analyst
 
1 Business Administration Specialist

2 Piblic Sector Economists
 
1 Agriculture Economist
 
1 Agriculture Engineer
 
1 Architect
 
1 Civil Engineer 
1 Draftsman
 
2 Administrative Assistants
 
13 Total Professional Staff
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4 Secretaries
 
I Filing Clerk
 

18 Total Staff
 

Depending on the magnitude of the project, the 
analysis cycle
 

takes approximately 90 days.
 

3. Area de Supervision (SUPRO)
 

The Area of Supervision is responsible for monitoring the
 

construction of the project tied to the disbursement 
of funds at
 

pre-established levels. 

This area is critical in determining not only 
that the
 

construction standards are being met, but also that the phases are being
 

completed in a timely manner. Consequently, this 
monitoring activity is
 

tied to the funds disbursement activity.
 

as follows:
Staffing for this unit is 


in Guatemala)
10 Engineers (1 in San Salvador, and I 
Administration Specialists4 Economists/Business 

1 Disbursement Official
 
iS Total Professional Staff 

1 Filing Clerk
 
5 Secretaries
 

121 Total Staff
 

in this phase consists of two parts:
Time requirements 

disbursement, and completion of the work. The first disbursement 
is
 

the time for project initiation. Averages provided by the 
effectively 
Bank are as follows:
 

90 Days
First Disbursement 


Average 18 months depending on
 Completion of Project 

nature of the project. 

The total number of CABEI staff involved in the 
project submission
 

summarized as follows:
and execution phases can be 


CLERICALTOTAL PROFESSIONAL 
3
7
10
DESOVI 
 513
18
ANAP 
 6
21 1s
SUPRO 


14
35
49
Total Staff 


200 employees, so approximately
Total CABEI staff is estimated at 


25% of the staff is involved in reviewing and monitoring 
activities.
 

A4 
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III. UPGRADING PROJECTS
 

Urban upgrading projects are probably simpler to manage from the
 
engineering and construction standpoint, but much more difficult in terms
 
of social interaction. This analysis examined in depth components of
 
upgrading projects: social promotion, implementation, order of magnitude 
and supervision. 

1. The Social Promotion Dimension
 

In order to have a better understanding of the social promotion 
phase of the project, through the RHUDO office and the CDC of 
Tegucigalpa, a visit was arranged to the implementing unit which has had 
success in promoting urban upgrading projects in Tegucigalpa. CABEI staff 
joined us in this field visit along with another visit to the San 'Miguel 
area which has just recently been upgraded (December '85).
 

Through this visit and in reviewing the procedure manual of the 
GMDC, the following Social Promotion tasks have been identified for urban 
upgrading programs. 

a. Eligibility Phase
 

Initial promotion at the community level to convince the
 
community of the need and desirability to have a cost-recovery 
infrastructure program. 

Once a preliminary positive indication is obtained, then the 
following must be done: 

1. Conduct a survey to determine average income per
 
family and ability of the community to pay for the
 
installation of the services.
 

2. Establish that all the households of the proposed
 
program have title to their land (Land Tenure issue), or
 
that they have de facto security of their property.
 

3. Obtain signed statements from the community indicatinig
 
willingness to participate in upgrading program, and 
willingness to pay. Percentage requirement will be based on 
local requirements (In Honduras it is 60% minimum 
participation).
 

4. Begin gathering of preliminary design information to 
begin evaluating technical alternatives. 

b. Construction Phase
 

1. Meet with the Community as needed to make citizens 
understand that the temporary inconvenience is necessary for 
the installation of the services. Some community
 
disillusionment can occur during this stage.
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2. Need to explain to the community the relationship of 

on-site to off-site installation and to co-ordinate
 

completion of on-site to off-site installations.
 

c. Post-Installation Follow-up
 

1. Be prepared to help the Community use the system as 

designed. This is essentially a culturalization process
 

since many of the citizens will not know the standards or
 

how to use the system (ie. with water, one turns off the tap
 

when not in use).
 

2. Over a period of time (5 years) it is desirable to 

have follow-up surveys to measure the level and rate of
 

community improvements associated with the installation of
 

urban upgrading programs. This should include items like 

measuring the volume of self-help housing improvements, the 

value of property, and the equity position of the community
 

in housing.
 

2. Implementation Design 

In order to delineate which are appropriate functions for CABEI,
 

the following implementation guidelines are suggested. These have been
 

discussed with CABEI, and they are willing to implement these, plus
 

whatever other guidelines are offered.
 

will be monitoring anda. It is understood that CABEI 
supervizing the social promotion phase through implementing
 

organizations. They will not be involved in day to day social
 

promotion activities. The Social Promotion activity will be added
 

to their other monitoring activity that is normally associated 

with construction projects.
 

CABEI will interact continually with the implementing
b. 
ascertain that the component of the work is, inorganization to 


fact, being carried out.
 

The specific task of monitoring the Social Promotion
 c. 

component would be incorporated into the project cycle according
 

to the following schedule:
 

CABEI UNIT
SOCIAL PROMOTION TASK 


DESOVI
Initial Promotion 

DESOVI
Social/Economic Information 


Construction Co-ordination 
 SUPRO
 
SUPRO
Post Construction Evaluation 


be affected initially by the
The Analysis unit (ANAP) would not 


process, but would be charged with the responsibility to insure that
 
services, especially
there is on-site/off-site co-ordination of 


concerning water and sewer connections. If required, through this 

analysis C.NBEI would make recommendations concerning the site selection 
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of off-site elements if it would improve the overall quality of the 
project. 

3. Order of Scale Analysis
 

To appreciate the impact of urban upgrading programs on the CABEI, 
a comparison of the past loan portfolio experience in the integrated
 
development area will be made. 

Emphasis is placed on the integrated development area because it
 
is the closest fit that the C\BEI has had to urban upgrading programs in
 
Central America. 

The attached chart (Attdclanent 4) reflects the number, volume, and 
disbursement history of integrated development loans since 1981. 

Of the 22 integrated projects the bank has financed, the average 
value of each project is estimated at $5,122,700. If one discounts the 
BANVI project in Guatemala because it is so far above the normal ($30 
Million), the average project is calculated at $3,938,000. This latter 
figure is more representative of the scale of integrated urban 
development programs the bank has managed in the past. 

In the proposed USAID Urban Infrastructure Project, six to eight 
projects totaling approximately $.40 Iillion have been identified in the 
region. Thus the average loan will be slightly larger than what CABEI has 
managed in the past in this area. However, the influx of an additional
 
$40 million in urban infrastructure loans over a five year period will 
still be in a range consistent with what the Bank has managed in the
 
past, and no significant problems can be identified to indicate that the 
magnitude of the loan package will exceed the institutional capability of
 
CABEI.
 

4. Supervision
 

Because the nature of urban upgrading programs is more development 
oriented, the Bank will be required to dedicate more time and effort than 
they are accustomed to, mainly because of the social promotion dimension 
of the proposed projects.
 

However, in reviewing the Bank's internal process no significant 
impediments were identified to indicate that the Bank could not undertake 
the review and monitoring of urban upgrading programs in a manner 
consistent with USAID program objectives. 

Through discussion with the Bank's staff, it is apparent they are
 
well aware of the implications of the social promotion' elements of urban
 
upgrading programs, and hence are capable of supervising these programs.
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REGIONAL SUPERVISION
IV. 

The magnitude of supervision of 
the implementing agencies will be
 

determined in large part on the capabilities 
of the implementing agency,
 

and the local environment. Hence, 
the quantity of work required in 

the
 

on indigenous factors.
 
area of supervision will be very 

dependent 


the program, it is
of the regional nature of

However, because 
desirable that CABEI include in their implementation 

plan a method for
 

level wherever possible.
the local
monitoring the program at 


In discussing this matter with CABEI, it has been proposed to
 

incorporate this activity with the 
SUPRO resident engineers in San
 

Salvador and Guatemala. Likewise, CXBEI proposes to transfer 
one
 

Engineer from Tegucigalpa to San 
Jos6, Costa Rica to provide this
 

Honduras would be monitored from
 
monitoring activity in that country. 


Tegucigalpa.
 

This assignment of monitoring activities in the respective
 

countries will also be done with 
an eye toward decentralization with 

the
 

resident engineers assuming day 
to day decision making capability, 

and
 
The details on the
 

referring to Tegucigalpa only extraordinary 
matters. 


this reorganization would be implemented 
to facilitate
 

specifics of how 
to be discussed with CABEI at the 

appropriate
 
the AID package will nee 


time. 

AND MONITORING PROCESS
 
V. 	 REVIEW OF THE APPLICA'ION, ANALYSIS, 


in the Bank's
all the elements 
Attachment 5 identifies in detail 

internal procedures between project 
submission to project completion. 

The
 

identified at the
 
time requirements for each step 

in the process are 


and are summarized as follows:
 bottom of the 3tta;h.Wnht, 

TIME FOR REGULAR PROJECTS
PROCESSCURREINT AVERAGE 

2 Months 
1. Eligibility 3 Months 
2. Analysis and Submission to Board 


S Months
 - Project Approval
Total time 


3. Contract signing and first dis
3 Months
 

bursement 


8 Months
 
Total time for Project Initiation 


18 Months 
4. Average for Project Completion 

26 Months
 
Total Elapsed Time 


In discussion with the Bank's staff, 
efforts were made to 	identify
 

areas where the process could be 
streamlined to expedite the flow 

of
 

funds and project review process. The Bank felt that because of the fact
 

that the implementing organizations 
would be pre-selected, the 

time frame
 

fronts: Programmodified and streamlined along two
requirements could be 

Approval and Sub-project Review.
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Essentially the idea is to obtain Program Approval of loan packages
of approximately $8 Million once for each country. Following approval by 
the'Bank's Board of Directors, then the detailed analysis of each
 
sub-project would be conducted, followed by project initiation. This will
 
allow for a "fast track" approach towards project implementation.
 

The following time tables have been considered for these activities:
 

PROPOSED AVEIZAGE PROCESS TIME FOR PROGRAM APPROVAL 

Program Approval - rime to approve approximate $8 million loan 
package.
 

1. Eligibility of Programs 2 weeks 
Since implementing agencies will 
be determined, the Bank's role 
would be minimized. 

2.Analysis and submission to Bank 8 weeks
 
Analysis would be generalized in 
concept with only, major project features
 
identified and would not consider the de
tails of each specific project
 

Total Time for Program Aorovai 10 weeks 
(2 1/2 Months) 

Once the Board approves the loan program, it is estimated that it
 
takes an additional three months for the loan agreement to be signed, 
which is a critical requirement to authorize disbursement,. 

The major reason for taking three months is the need for the 
contract to be signed and notacized according to the legal requirements of 
each country. This time period is reasonable within the l6gal
requirements normally stipulateil in Latin Amrerica for contract signing. 

However, this activity can go on concurrently as the tentative list 
of projects for initial funding begins to be evaluated separately by the 
supervision department SUPRO. This time table would be as follows: 
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PROPOSED AVERAGE PROCESS TIME FOR SUB-PROJECT REVIEW
 

1. Promotion activity - Presentation Minimum 2 weeks 

of eligitility by implementing (to much longer) 
agency. Time element very variable 
depending on the quality of the 
implementing agency. If all
 
documentation is in order,
 
this activity can be done
 
withiih two weeks. 

For later projects, more promotion
 
activity may be appropriate as RHUDO
 

demand identification will not be
 
on.preceded by CABEI promot 


1 month
2. Analysis of project by SUPRO 


3. Arranging for appropriate construction 3 months
 

service contracts
 

4 1/2 months
Total for sub-project Initiation 


Total time for project approval
 
2 1/2 monthsfrom above 


Total time reqaired before project
 
7 months
start (minimum) 


While each separate project of each loan package would go through 

the above indicated review process, CABEI has indicated that with the 
be in the "pipe line"

proposed decentralization, several projects could 
review and execution, thereby
at the same time at various stages of 


allowing.for timely project execution.
 

Essentially what CABEI is proposing is to go to the Bank's Board 

once for a loan package app~oval for each country using a
of Directors 

this method the Board approves the loan "in
"fast track" method. Under 

of the loan package
concept", and delegates approval of specific projects 

to the a(.inistrative staff. 

on the part of the Bank will minimize the
This procedural change 

Board, and streamline thc
bottleneck of submitting all projects to the 

This suggestion has been incorporated into the 
process consider-bly. 
above time estimates, specifically in reducing the amount 

of time of
 

analysis to one month. 

Very critical to this time estimate is that duiring :.he 

4 1/2 months estimated to begin sub-project initiation, the 
loan
 

signing of the
agreement process will have been completed with the 

necessary contracts and legalizations. This will then allow 
for the
 

disbursements to flow when the initial sub-projects are approved.
 

°V
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Once the contract is signed, CABEI allows for advance
 
disbursements up to 20% of contract amount. When contractor submit

monthly expenditure detail, the appropriate percentage of the advancement
 
is deducted before monthly payment is made to the contractor. In this
 
manner, the advance is deducted over the life of the project. Normal
 
disbursements are tied to construction progress.
 

If the case is warranted, an implementing agency can obtain bridge

financing, or use their own funds for C-BEI projects. 
 In this case, the

project can be approved "in concept' with final determination to be made
 on detail analysis. This "in concept" review and approval can be done in
 
about two weeks, if recired.
 

In these cases, while CBEi will recognize the "prior costs" at
the first disbursement (to reimburse the implementing agency's funds or
 
repay the bridge finance), there is 
a certain risk the implementing

agency is incurring if in the detailed analysis the project is not
 
approved.
 

VI. SUMMARY OF FINDINGS 

Based on the analysis conducted in this report, the major findings
concerning the institutional capability of the CABEI can be summarized as
 
follows:
 

1. Social Promotion Supervision Capability - It does not appear

that th-is is a major problem to incorporate within the Bank. The
Bank has indicated a willingness and flexibility to assume this
 
function.
 

2. Regional Supervision and Decentralization.- It appears

pivotal to the success of the program that the Bank delegate more
 
authority to their regional offices and have at 
least one staff
 
person per country for monitoring of upgrading projects.
 

3. AID needs a more formal commitment from C.ABEI to assure that
 
the regional supervisors will, in fact, 
be given the necessary

authority, and that the administrative systems are decentralized
 
a,cordingly.
 

4. Streamlining of Internal Procedures 
- Review of the existing
procedures indicates that 
the time frames can be reduced from an

avei.-2e of 5 months 
to 2 1/2 months for project approval. The

estimate seems reasonable in light of the time frames of other 
projects that the Bank has undertaken.
 

5. Monitoring by AID to ensure that 
a more decentralized form

cf decision making is introduced in the Bank and to streamline
 
procedures.
 

6. The Bank would assume the monitoring function of this
 
program, and report 
to USAID on the physical progress of the

projects and their fianancial status. As envisioned by the Bank,
 
there will be no major F-roblems in conducting this monitoring
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activity, while allowing AID the role of policy 
dialogue and
 

appropriate institutions.reform with the 

Because of the lack of experience in the social 
promotion


7. 
help the bank obtain the 

area, training in this area will 

necessary depth to effectively supervise this 
type of activity. 

This training need and technical assistance to 
improve program 

the overall training program.been integrated intooperati-rns have 

4b
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ATTACHMENTS 

1. 	 Orgaizational Chart of CABEI
 

2. 	 Description of Functions of the Department of Analysis of CABEI
 

3. 	 Description of Functions of the Supervision Department of CABEI
 

4. 	 Summary of Integrated Development Projects financed through CABEI
 
1981-1985.
 

5. 	 Description of Project Process Flow of CABEI
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LA EVALUACION DE SOLICITUDES DE
CONSIDERACIONES SOBRE 

PRESTAMQS DE PROYECTOS DE INFRAESTRUCTURA EN BARRIOS MAR-


GINALES.
 

INTRODUCCION
 

A solicitud del Area DESOVI, el Departamento de Ang

lisis de Proyectos ha preparado los presentes lineamientos
 
y consideraciones de caricter general sobre el andlisis de
 
proyectos de infraestructura para mejoramiento de comunida
des marginales y es el responsable de tramitar, analizar y
 

todas 	las solicitudes de financiamiento
dictaminar sobre 

de proyectos presentados al Banco. Para la consideraci6n,
 
se requiere oue los crovectos objeto de la solicitud que
 
las mismas ha.yan sido previamente declaradas elegibles.
 

El Departamento de Anilisis proporciona al solicitan
te criterios de orientaci6n y los asiste en la estructura
ci6n de las solicitudes de cr~dito y su correcta presenta

ci6n al BCIE.
 

El dictamen que emite el Departamento de Andlisis eva

la en'tre otros los siguientes aspectos especifi-cos:
 

I 	 ASPECTOS GENERALES DEL SOLICITANTE Y ORGANISMO EJECU-

TOR.
 

En este capitulo, el Departamento analiza principal

mente la experiencia del solicitante y/o organismo ejecu
proyectos
tor en el desarrollo, ejecuci6n y supervisi6n de 


similares, asi como su experiencia en la obtenci6n y admi
organismos internacionales. Se
nistraci6n de pr~stamos de 


pronuncia ademds sobre la capacidad en la opera~i6n y man

proyectos similares y en la organizaci 6 n y
tenimiento de 

organismo solicitante y/o ejeadministraci6n que tiene el 


cutor.
 

II 	 ASPECTOS DE DEMANDA
 

Plan Maestro
Dentro de este capitulo se analiza el 

Sector, asi como la informaci6n
 a Plan de Desarrollo del 


de las condiciones
presentada sobre la situaci6n general 

los barrios marginales, con indicaciones de
existentes en 


enla poblaci6n, ubicaci6n y las facilidades existentes, 


tre otras.
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Una vez conocido el grado de desarrollo del sector,
 
proyecto, indicando su localizaci 6n, las
 se indentifica el 


el
e internas, las limitaciones para
condiciones externas 

en la zona, los cri

desarrollo, la prioridad del proyecto 

relaci6n
n en funci6n de la demanda y la
terios de selecci6


con Plan Maestro de Desarrollo
existente del proyecto el 

del Sector.
 

III CARACTERISTICAS FISICAS Y EJECUCION DEL PROYECTO
 

criterios, me-
El profesional responsable, analiza los 
en la estructuraci 6 n del


todologia y resultados obtenidos 
pro

proyecto, que demuestren la factibilidad tecnica y su 


grama de ejecuci6n.
 

Los criterios t~cnicos y constructivos deben estar
 
tipo de proyectos,


basados en los c6digos que rigen este 
pu

presentando las posibles alternativas de soluci6n que 


dieran generar beneficios similares.
 

a las soluciones propuestas, los

Se deber~n acompafiar 


estudios que fueron realizades para la sustentaci 6n de las
 

mismas, asi como la documentaci 6 n correspondiente (planos,
 
de cdlculo, programna de obras,


especificaciones, memoria 

Ptr. ). 

Se analiza adem~s los servicios de ingenieria requeri
n en su eje

dos para el proyecto, incluyendo la .supervisi6
 
su capacidad


cuci6n, indicando la asignaci6n de personal, 

por cada uno de ellos.
 

y responsabilidad asumida 


el estado actual del proyecto,objeto conocerCon el de 
avance general y el monto, de las
 

se analiza en detalle el en 
as-De ser el caso, se-analizan
realizadas.
inversiones ya 


tipo legal, que atafen el proyecto.
pectos de 


el programa de
 
analista se debe pronunciar sobre
El 

del proyecto; obre la metodologia a
 
ejecuci6n y control 

bienes y servicios; sobre
 
utilizarse en la adquisici6n de 

el pro
aspectos ecol6gicos y ambientales que inciden en 


los se exigirSn a las firmas
 
yecto y sobre las garantias que 


de equipos, materiales y serconstructoras y/o proveedoras 

vicios.
 

se
sobre los criterios generales para


Se debe opinar 
 ejese necesita para la

tipo de empresa que
leccionar el 


personaL. requerido, el
 
cuci6n del proyecto, indicando el 


como los procedimnientos establecidos
 equipo'necesario asi se pre
por el Banco, que se seguirdn para su contrataci6n; 

capalas empresas disponibles y la 

sentarS el listado.de de acuerdo a la opi

cada una de ellas,
cidad estimada de 

ni6n del analista.
 

http:listado.de
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IV OPERACION Y MANTENIMIENTO DEL PROYECTO
 

En base a la informaci6n proporcionada por el solici
tante, el analista debe analizar el programa y mdtodo de
 
mantenimiento y operaci6n requerido para el proyecto, men
cionando los deberes del personal responsable para la ope
raci6n y mantenimiento. Se detalla el personal requerido
 
y los materiales a ser utilizados y los recursos necesarios
 
para dichas actividades.
 

V COSTOS DE EJECUCION
 

Presentar un resumen del costo de ejecuci6n del.pro
yecto por grandes rubros, indicando los criterios y meto
dologia seguida para los cilculos respectivos, asi como
 
los procedimientos utilizados.
 

Para los costos de construcci6n se deben indicar las
 
cantidades de obras y precios unitarios basado en costo de
 
proyectos recientemente analizados o en precios, que sean
 
resultados de licitaci6n de proyectos similares.
 

En los costos de ejecuci6n se debe incluir los costos
 
de ingenieria y supervisi6n, costos de la unidad ejecutora
 
costos de adquisici6n de maquinaria, equipos y materiales,
 
imprevistos, escalamiento, intereses.preoperatorios y los
 
costos de operaci6n y mantenimiento, indicando los criterios
 
asumidos.
 

Se debe presentar un Programa de Inversiones, desglo
sado segin la clase de moneda requerida y por rubros de in
versi6n.
 

VI FINANCIAMIENTO DE LA EJECUCION DEL PROYECTO
 

El responsable de este capitulo bs el analista finan
ciero y debe analizar lo siguiente:
 

Plan global de inversiones, indicando los rubros fuen
tes de financiamiento y sus condiciones.
 

VII ASPECTOS SOCIOECONOMICOS
 

En este capitulo se identifica y cuantifica aquellos
 
beneficios socioecon6micos derivados del proyecto y las
 
externalidades y/o colaterales del mismo.
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aquellos cobtos econ6micos
Lo anterior, junto con 

TIR, el VAN, relaci6n
relativos servirdn para calcular la 


beneficio costo y otros.
 

VIII ASPECTOS FINANCIEROS
 

anglisis financiero
El Departamento para efectuar el 

organismo ejecutor, entre otras
requiere principalmente del 


informaciones; ley de creaci6n, reglamentos y sus reformas,
 
sus fuentes de recursos de las operaciones normaasi como 


les de la empresa, (fundamentos legales del sistema tarifa-


Asimismo, ,e solicitan estados financieros 


rio) e inversiones para la implementaci 6 n de sus planes de 

expansi6n. 

auditados 

de sus Oltimos tres afos y sus proyecciones financieras de
 

acuerdo a su demanda proyectada.
 

En base a 6stas y otras informaciones se efecta un
 
organismo ejecutor (ermpresa) para
andlisis hist6rico del 


determinar su actual~posici6n financiera a corto y largo
 

p1 azo.
 

proyeccl ,
Pot otra parte, se estudian 11as onei ,, 

correspondiencieras presentadas, efectudndose los ajustes 

tes. 

la determina-
Parte fundamental de este anlisis, es 

indice de cobertura del
ci6n de su capacidad de pago y el 


servicio de las deudas existentes y por contraer, especial

mente de organismos internacionales.
 

en funci6n de su evaluaci6n-d-termina
El analista, 

el tipo de garantia necesaria para garantizar el monto del
 

pr~stamo.
 

IX RECOMENDACIONES
 

Se deberg presentar las recomendaciones, sobre el mon

to del pr~stamo, tasas de inter~s y comisiones, plazo de
 
la contrataci6n
grac*a, plazo para
amortizaci6n, periodo de 


esdel pr6stamo, plazo para el cumplimiento de condiciones 


peciales del pr~stamo recomendado y la garantia requerida.
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rUj;CIONES SUPRO
 

1) SUPERVISION TECNICA DE PROYECTOS
 

Provectos
la Suocrvisi6n T6dnica 	de 
Actividadcs de 


proyecto preelegibilidad del 

1. 	 Conoccr el.dictamen de 


parado por la GPE.
 

2. 	 Conocer el dictamen de la solicitud de pr6stamo elabo

rado por )2IAP.
 

haccr las
pr6stamo y 

3. 	 Revisar cl proyccto do contrato dc 

caso.observacioncs del 


6 ampliaci
6 n dcl pla
 

n sobre solicitudcs dc 
4. 	 Emitir opini
 

futuros
formuladas por 

para 	cscriturar pr6stamos,
zo 


prestatarios.
 
por 	fu
 

Analizar los documentos pertinentes 
presentados


5. 

sobre el cumplimiento 	dc
 decidir
tijros prcstatarios y 


pr6s
a la 	escrituraci6n do 

condiciones t~cnicas previas 


to de condiciones previas 


tamos. 

6. Analizar y aprobar an su caso, el progrAma dc cumplimien 

a desembolso de pr6stamos 
qua 

prcsentan los prestatarios.
 

decidir al
 
responsabilidades para 


.7. Preparar asignacion de 

pref
a desemb
c lso dc 


condiciones previas
cumplimiento do 


tamos.
 

de plazo para cur
de ampliacionsolicitudesC. Dictamninar 

de pristaa. desembolsopreviasde condicionesplimiento 

/V
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9. 	 Dictaminar solicitudes para flexibilizar el cumplimien
 

to de condiciones previas a desembolso de prestamos.
 

10. 	 Analizar los documentos pertinentes prcscntados por 

prestatarios y decidir sobrc el cumplimiento de condi

clones tecnicas previas a desembolso de prcstamos. 

11. 	 Controlar y dar por cumplidas las condicioncs previas
 

a doscmbolso de Dr6stamos cuando todas las Sreas respon
 

cables sc hayan pronunciado favorablcmente.
 

12. 	 Emitir opini6n sobre los documentos t6cnicos quo dcbe
 

prcscntar el prcstatario a satisfacci6n dcl Banco, ta

1s como: Planos, especificaciones, prcsupucstos, pro

gramas, t6rminos de referencia, etc.
 

13. 	 Emitir opini6n sobre la metodologra y proccsos quo sn 

scguir5n para la obtanci6n de bienes y servicios del pro 

yecto (consultoria, construcci6n, suministro maquinaria 

y equipo, montaje, supervisi6n, etc.) . 

14. 	 Emitir opini6n sobre el an~lisis de las propuestas para 

adjudicaci6n de contratas para la obtenci6n de bienes 

y vervicios del proyecto. 

15. 	 Emltir cpini 6 n sobre los borradores de los contratos 

para la obtenci6n de bienes y servicios del proyecto. 

16. 	 Emitir pronunciamiento sobre los ccntraos suscritos 

por los prestatarios para la obtencibn de bicnes y ser

vicios.
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-3.

6 sobre cambios propuestos al proyecto,
n
17. Emitir opini


acuerdos suplementarios, trabajos extras, ampliacio

nes do plazo y cualquier otra modificacion 
a los con

prestatario.
tratos suscritos por el 


de la fuente externa 
de
 
la consideraci6n
18. Presentar a 


6 n t6cnica rcqueri
la informaci
recursos dcl pristamo, 

6
6 n y/o aprobaci n.
 

da para su correspondiente consideraci


6 en ejecun a proyectos
supervisi

19. Realizar visitas de 


los trabajos
avance y calidad dc 

ci 6 n y verificar el 


del proyecto.
 

en operaproyectos
supervisi6n a 

20. Realizar visitas de 


6	 financicra
n -administrativa y
ci6n cuando la supervisi


estime neccsario.
 

solicitu
 

To 


la prearaci6n de 
a prcstatarios en
I. Asesorar 


des 	de dcscmbolso de prcstamos. 

On desem
en su caso, solicit-odes 


Analizar y aprobar,
22. 


bolsode prestamos. 

desembolsoscalendario de 

23. Hantener un seguimiento del 


de 	los prestamos.
 

modificaci6n del plazo de
 
24. 	 Dictaminar solicitudes de 


pr6stamos.
desembolso dc 


pr~stamos.

reprogramar desembolsos de lor 


25. Programar y/o 


tomar
 
progreso de los proyectos 	

y 

Revisar informes de
26. 


las decisiones.pertinentes
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-Dictaminar solicitudes de modificaci6n dcl con

trato de prastamo.
 

20. 	 Verificar la tcrminaci 6 n de los proyectos y que los
 

tralajos scan recibidos a satisfacci6n por los pres

tatarios 	y se finiquiten los contratos rcspectivos.
 

solicitudcs de modificaci6n
Analizar y opinar sobre 


o libcraci6n de garantfas dc pr6stamos.
 

30. 	 Verif'car en los proycctos el estado y monto de las
 

garant'as de pr~stamos a favor dcl Banco cuando sca
 

requerido.
 

31, En caso de cvaluaciones o dictaimcnes dc nucvos pres
o
tarnos a Set Gtoraadc= z! Bancc! :: o t nrt c Fi

nancieras Intcrnacionalcs, el Area SUPRO actGa como
 

;rca t~cnica de enlace, suministrando a dichas insti;

es
tucioncs las informacioncs de carSctcr tecnico quc 


tas rcquicran.
 
a desembolsos es

32. 	 Cumplir condiciones tecnicas prcvias 


Intcrnacio
tablecidas por las In:;titucioncs Finanqi-eras 


nales.
 
proyec.os en
 

33. 	 Izealizar supervisiones y/o evaluaciones de 


proceso de ejecuci
6 n o terminados cue requicran Institu

clones Financieras Internacionales.
 

4\"
 

http:proyec.os
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II SUPERVISION ADMINISTRATIVA Y FINANCIERA DE PROYECTOS
 

1. Provectos en Eiecuci 6 n
 

1.1 Efectuar visitas de supervisi6n en coordinaci6n con
 

lis Oficinas Regionales a los proycctos del sector pG

blico y privado, para comprobar que 6stos se desarro

lien satisf actoriamente, de acuerd, al plan global de
 

inversiones aprobado y cumplan con las condicioncs es

tablecidas cn los contratos.dc pr6stamo.
 

1.2 	 Preparar cl informe correspondiente derivado de la su

6
 
pervisiZ , al proycct, y proceder a i,; implementaci n 

de 3as recomendaciones. 

2. Proycctos cn Oocraci6n
 

2.1 Efectuar visitas de supervisxon en coord-inaci6n con
 

las oficinas rcgionales a los proyectos del sector pri
 

wado, para comprobar que no existen circunstancias que
 

puedan poner en peligro las operaciones de los proyec

6
 tos y la recuperaci n normal del financia=ientQ del 

Banco y cu-plan con las condiciones vigentes de los 

contratos de pr6ntamos. 

su

pervisi6n al proyecto, y proceder a la implementaci 6 n
 

2.2 Preparar el informe correspondiente derivado de la 

de las recomendacionen.
 

http:contratos.dc
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3. 	 Anglisis v Control de Garant~as (Asignada a un solo 

funcionario) 

3.1. 	 Llevar'registros actualizados de los bienes otorgados 

en garantia al Banco. 

3.2 	 Analizar y opinar sobre los planteamientos dc modifica

ci6n o liberaci6n de garantlas de pr6stamos. 

3.3 	 Elaboraci6n del informe anual do garant~as 

3.4 	 Suministrar pcri6dicamcnte informaci 6 n sobrc garantfas 

a otras Areas del Banco. 

-3.5 	 Cntrolar avles bancarios y p6lizas de lianzas 

4. 	 AnSlisis v Control de Securos (Asignada a un solo fun

cionario)
 

4.1 	 Analizar que las p6lizas de seguros que cbren las ga

rant5:as de los pr6stamos pignorados a favor del Banco, 

esten elaboradas de conformidad con los contratos de 

pr6stamos, debidamente endosados y cumplan con las
 

p-r-cticas generalmente aceptadas en materia de segu

ros, para proteger adecuadamente los intereses del
 

Banco.
 

4.2 	 Registrar en las tarjetas de control de seguros, las
 

renovaciones,.vigencia de las p6lizas y los pagos de
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las primas, observando que se cumplan los t~rmino5 y 

requisitos necesarios para mantener protegidos los in

terescs del Banco. 

4.3 	 Inspeccionar y evaluar daios en caso de siniestro de
 

bienes que forman parte de las garantlas del Banco.
 

4.4 	 Gestionar indemnizaci6n de seguxos de bienes siniestra
 

dos quo forma.n parne de las garantfas del Banco.
 

4.5 	 R, comendar el orocedimicnto v la aplicaci6n que dcba 

al producto de la i-ndennizaci6n de bienes siniestrados 

que 	forman parte de las garantlas del Banco.
 

4.6 	 Revisar, aprobar los desembolsos y efectuar las super

visiones pertinentcs cuando el producto de la indemni

zaci 6 n sc aplique a la reconstrucci6n, reparacion o rc

posici 6 n del bien siniestrado.
 

4.7 	 Recomendar los montos, coberturas y riesgos apropiados
 

de las garantlas en base al anglisis correspondiente
 

de la paridad legal de las monedas.
 

5. 	 AnSlisis v rmisi6n de Dictamenes sobre Diversos Plantea
mientos oresentados nor los n estatar:o 

5.1 	 Emitir dict-menes sobre adecuaciones y readecuaciones 

de pr6stamos conjuntamente con ANAP. 

/".
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6. 	 An~lisis v Control de la Cartera en Mora v Elaboraci6n
 
dc Informcs teec:uando las Recomendaciones 7Ccnic.s
 
Pertinentcs (asignada a un solo Funcionario)
 

6.1 	 Actualizar permanentemente el estado de mora de los
 

prestamos vigentes, tanto del sector p~blico, como del 

soctor privado, 

6.2 	 Conocer la polltica sobre la suspensi6n de desembolsos
 

por causa de mora y velar por el cumplimiento dc
 

mirma 

6.3 	 Preparar documento relacionado con cl estado y antigUe

"a rcc la =ora pa conoc±i.ento del" Director:o.
 

6.4 	 Coordinar con las Oficinas Regionalcs y el DcpartamCn

to Jurfdico, las gestiones de cobro. 

6.5 	 Informar semanalmente al Comit6 de Desembolsos sobre
 

el estado de la mora,
 

7. 	 A nglisis v Control de Estados Financieros 

7.1 	 Solicitar oportunamente a los prestatarios la presenta
 

ci6n de los estados financieros auditados
 

7.2 	'Analizar la inforraci6n presentada ppr los prestatarios,
 

efectuando las obscrvaciones particulares que .el caso
 

amerite.
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B. 	 Proarama de Vivienda del Banco
 

8.1 	 Revisar y analizar los informes trimestrales sobre hi

potecas de viviendas de las instituciones participantes.
 

8.2 	 Controlar las hipotecas sobre viviendas financiadas por
 

el Banco y supervisar la cart era hipotecaria do las ins
 

tituciones participantes.
 

0.3 	 Aprobar novaciones por cambio do deudores hipotccarios 

do vivienda solicitadas prr'.institucioncs participanres. 

0.4 	 Verificar cancelaciones de hipotecas solicitadas por
 

instituciones participantes.
 

0.5 	 Supervisar la cartera hipotecaria de vivienda y educa

cional del Fondo de Prestaciones Sociales.
 

9. 	 .Trabajos Esociales (asignados anualmente)
 

9.1 	 Recomendar-los niveles ad.cuados de reserva para pr6s

tamos incobrables de la cartera del sector privado, bie 

nos adjudicados y de inversiones de capital de riesgo. 

9.2 	 Representar al Banco enlas Asambleas de Accionistas y 

Seniones de Consejo de Administraci6n', donde. el Banco 

tiene inversiones de capi-tal. 

0 Sagfn sea necesarlo.
 

*.i 
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9. 1 Recomendar sobre los pr~stamos que contablemcnte no
 

deben acumular intereses y comisiones en cuentas de
 

resultados.
 

9.4 Elaboraci6n del Plan Operativo Anual 
(POA) y Prezupucs

to del Area.
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XII APOYO A 
OTRAS AREAS 
DEL BANCO
 
Apoyo a! 
Departamento ANAP 
para dictaminar 
solicitu
dei dc 
pre-stamo, 
readecuaciones, 
cambios 
de destino
 

y..otros 
slnmlares.
 

Apoyo 
a la Gcrcncia 
rinanciera 
en las rclaciones
I. .. ' .. o en
tre el Banco 
y las Fuentes 
Externas de 
Rccursos. 
Apoyo 
a la Gerencia 
de Programaci6n 
y Estudios por 
me
dio de 
la participaci6ri 
del 
Area SUPRO 
en los Comit6s
 

de Vivienda y 
Preinversi6n.
 

Apoyo 
al Departamento 
de Co'ntrol 
Operativo 
en negocia
clones de 
convenios 
de pago de mora de 
los sectores 
pG-


Apoyo al 
 RECAP
Area en el anglisis y 
dictamen de 
pro
blnmAs 
t6Cnicos 
en proyectos 
a su cargo.
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IV OT1RAS FUNCIONES 

-

-

Acrui'tcnino del tr5mite de solictudes 

1roaramar viajcs para supervisi~n 

lcaborar inforimes trimestrales de 

ci6n. 

de pr 

de proyectos 

proyccos 

stamo. 

en c~ccu
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COMENUTARIOS 0 SUCERENCIAS 

I. 	 Tomando en considerac16n la carga de trabajo que recae 

.robrc el. Area SUPRO y la Clara discrimlnaci~n de asun

toz.. a'atcendcr.en azspectos t6cnjcos de iflcenieria y en 

adrninistra.:irvos v financieros, se considera, nccsario 

oficializar la cxistcncia de dos subjefaturas quc aticn

da cada uno de estos dos a-,pectos. 

2. 	 Actuainmcnte I s oficialcs t !cnicos asignados al Area 

SUPRO est5n clasificiados corno Analistas de Provcctos. 

Esta. clasificaci6n debe corrcgirse ya quc el titulo 

corrccto debo ser Supe'rvisor de Provoctos. 

3 Dado cuc importantes proyectos cuya supervisi6n est.S a 
d . A--a r,.rt tin- a.g,......,.. 

pecuario, so estima de noccsidad contar con un supervi

sor con tiftuio de irngenicro agr6nono. 

http:a'atcendcr.en
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1  ,STrflIONSOLICITANTE 

-Presinta solicitud de 

financiamiento global
parai proyOcto o pro-
yetos. ocon 

yectos. 


-Los proyectos presenta-


dos deben reunir los 

requi,;itos requeridos 

por el Banco. 


ELEGIBILID'AD 

OFICINA REGIOIJAL 

-Reciben la solicitud en 

la documentaci6n de so-
porte. 


-Afectua una revisi6n 


preliminar de los docu-


mentos. 

-Traslada toda la docu-
a 

mentaci6n a la Gerencia 


de Promoci6n y Estudios 


con copia a las greas 

involucradas. 


(E T A P A I) 

GFRM;ICIA PROMOCION Y 
ESTUDIOS.
 

-Revisa preliminarmente 

la propuesta do finan-

ciamiento y la discute 


e1 Area DESOVI, los 
alcances y calendario de 

acciones para el anali-


sis y preparaci6n del 

dictamen de eleaibilidad.
laGereciaca 

-Aprueba la elegibilidad 


de las propuestas de 

nnat'inento amparadas 
e"ioante dict.imen elabo-

rado por el Area DESOVI. 

a carrdiante-Confirra ao-
-Conarla instite6 la 

ta a la instituci n so-

licitante que la propues-


ta de financiamiento ha 


sido aprobada y que pue
de presentar solicitud 


formal de financiamiento. 
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AREA DESOVI GERflCIA / TESOPERIA 

y -Emite deoinicion 

documentos quo le son sobre la suento de 
-Analiza los pianos 

remitidos por Ia rc- la cual so podran
rencia de Promocion v preasignar recursos
 
EstAldiOS y determina para el financiamien

si la plpuesta d fi- to solicitado.
 

nanciamiento se Pnmar
ca dentro de la Politi
y Normas T~cnicas
 

viqentes dentro del
 

Programa. 

ro rj 
-Prepaar jctOOn de 

elegibilidad sobre la 

propuesta de financia
miento, el cual una 
vez discutido con el
 

Jefe del Area, es tur
nado.
 

-Preparar carta para
 

firma (do la GPI comuni
 
cando al interesado
 
que la propuesta de fi
 

nanciamiento ha sido
 

aprobada.
 

-Coordina con el Area
 

ANAP, sobre la documen
6


taci n que deberi soli
citarle al interesado.
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ATTACIIIIEtT 5 
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DEPTO. JURIDICO 
- Se reune con Representan 

tes de la instituici6n pa-
ra asesorarla sobre la 
forna en qup doberg pre-
Sentar los pianos y docu 

Inentos quo acornpanaron
la solicitud formal de 

financiamiento. 

-Emite asignaci6n de los 
recursos pare el finan.-
ciamiento solicitado, 

-Envia un ejemplar del 
dictamen a cada uno 
de los Directores del 
Banco con la anticipa 
ci6 n estipulada previa 

a la pr 6xima reuni6n 
del Directario n 

-Emite aprobaci6n o de- -Elabora proyecto denegatoria sobre la so- soluci6n. 
*licitud de financia
miento amparada bajo 
el dictamen respectivo. 

- El Jefe del Depto ANAP 
forma el grupo de traba
jo interdisciplinario 
que elaborarS el dicta
men sobre la solicitud 
de financiainiento. 

- Traslada dictamen de fi
nancuwaiunt al Cowit6 
de Credito. 

Trasladd dictamen apro
bado en el Comit6 de 
Cr6dito a la Secretarfa 
del Banco para su eleva
ci6n ante ei Directofio. 

El perlodo de 90 dias se toma como base partiendo de que la instituci6n haya presentado la informaci6n
requerida correctamente.
 



--

AIMLA SUPERVISION DE PROYEC-


TOS. 


los pronuncia-


mientos del Departamelto 


y de las oficinas 


-En base a 


Juridico 
los suyoS pro
reqionales y 


pies, da po Cu11i1lidaS aS 

condiciones pruvias, 


con al 

En forma conjunta 


Departamento Juridco y 
la 


Tesoreria emite 
su visto 


todos los dese;bJolbueor. a 

SOS. 

-Efectiva Supervisi6n 
Tgc-


nica a 1o largo de la 
eje-

6
 
n de un proyectO es-
cuci
 

pecifico. 


-Realize superVisin admi-


nistreativa 
 y financera. 


su VoBo.
aDepto.Jurldico da 


6nicamente cuandO hay com-


pra de hipotecas,Certifica_ 


dos de Participaci6n Hlipo-


tecario y Contratos de Pro-


mesa de Venta 


E T A P A
I S I C' N (
S U P E R V 


OFICINA REGIONAL 


a la Instituci6n
-Remite 

solicitante la resolu-


cion emitida por el Di-


rectorio del Banco. 


-Promueve al cumplimiento 


de las condiciones pre-


vias a contrataci6n 
de 


desembolso en consulta 


con el Departamento Ju 


ridico y el Area SUPRO. 


-Efect6a entruqa de los 


cheques correspondientes 


a los desembolsos de 
los 


prstamos aprobados. 


DEP1O. JURIDICO 


-Elabora borrador del 

la
cortrato en base a 6 


nesoluci6n de Direct
 

ric. 


-fenite borrador deol 


trato a 
la inotituri6n 


solicitante pare 
obsea
 

vaciones y comentarios.
 

-El plazo de escritura

cin es 
de 90. das ca

lerdarij a partir de la
 

fecha de 
comunicaci6n
 

de la Resoluci6n de Di

rectorio.
 

-En forma conjunta con
 

la Gerencia de Opera

cjcnes establece en ca
son
da pr~stamo cuales 


las conjiciones previas
 

de caracter legal y las
 

ticnicas que seran re

el Area de
sueltas por 


Su ervisio:.
 

-Emite memorandum de 
 e
 

crituraci6n.
 

-Emite Visto Bueno para
 

todos los desembolsos.
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III)
 

TESOREMA
 

los pronun-En base a 


ciamientos del Depto
 

juridico y Area de Su

pervisi6n, procede a
 

efectuar los desembo

e los , stamos
spos 
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ENVIRONMENTAL THRESHOLD RECO4IENDATION
 

PROJECT LOCATION REGIONAL CENTRAL AMERICA 

PROJECT TITLE AND NUMBER C.A. SHELTER AND URBAN DEVELOPMENT 
(596-0143) 

FUNDING $ 89 MILLION 

LIFE OF PROJECT 5 YEARS (FY 87-91) 

lEE PREPARED BY ALFREDO DI PALMA, Sanitary Engineer 

DATE AUGUST, 1986 

ENVIRONMENTAL ACTION RECOMMENDED: 

Based upon the findings of the environmental examination on the 
proposed Central America Shelter and Urban Development Assistance 

Program, it has been concluded that significant impacts will be 

mitigated through proper design and subproject implementation as 
Furthermore, institutional strengthening of
outlined in this IEE. 


both CABEI and IFIs will be carried out by training and technical
 
Therefore, a Negative
assistance to be funded by this project. 


Determination is hereby assigned to the CA Shelter and Urban
 

Development Assistance Project.
 

Recommend a Negative Determination
 

Mario Pite 
Deputy Director
 
PRE/H
 

0A
 



AGENCY FOR INTERNATIONAL DEVELOPMENT 
WASHINGTON. D C 20523 

LAC/DR-IEE-86-3b
 

ENVIRONMENTAL THRESHOLD DECISION
 

Central America Regional
Project Location 

C.A. Shelter and Urban Development

Project Title 


596-0143
and Number 


Funding :$89,000,000 (L) 

5 years
Life of Project 


Alfredo Di Palma
IEE Prepared by 

RHUDO
 

Negative Determination
Recommended Threshold Decision 


Concur with Recommendation
Bureau Threshold Decision 


Long term on site environmental
Comments 

technical assistance may be
 

if
increased beyond one year 

needed.
 

Nadine Plaster
Copy to 

Director, ROCAP/Guatemala
 

Frank Zadroga, ROCAP/San Jose
 Copy to 


Alexi Panahal, PRE/H
Copy to 


Lars Klassen, LAC/DR/CEN
Copy to 


IEE File
Copy to 


/N /Date SEP 25 1986 

James S. Hester
 
Chief Environmental Officer
 
Bureau for Latin America
 

and the Caribbean
 



I. URBAN DEVELOPMENT SITUATICN AND ISSUES
 

A. Actual Situation of Central America
 

The four Central American countries, who will participate in the
 

proposed Regipnal Program (Costa Rica, El Salvador, Guatemala, and
 

Honduras), have experienced an economic recession in the last five
 

years. While major economic indicators show that the decline or
 

deterioration in the economies in Central America has stabilized,
 

recovery (quality of life) to the post-1980 level is just beginning to
 

occur.
 

The main factors contributing to this economic decline include the
 

world recession, the drop in prices and market shares of major commodity
 

exports, worsening terms of trade, political instability in the region
 

and low rates of domestic investment.
 

Te economic situation has been aggravated by high population
 

growth rates, high unemployment and rising cost or living. Due to the
 
in basiccontraction of public and private sector investments shelter and 

infrastructure services, the demaid for these basic needs has increased
 

up to an explosive point. Natioal and local governments have not
 

planned and executed programs to respond effectively to the scale of need
 

that exists.
 

B. Urbanization Trends and Issues
 

The total population of the four principal AID countries in the
 

region was 18.6 million in 1983. All of these countries have high
 

overall population growth rates, especially El Salvador, Guatemala, and
 

three percent per year. Urban growthHonduras, which are growing at over 
rates are even higher, due to strong rural-urban migration. Honduras' 

urban population is growing at 5.8 percent, Guatemala's at 4.1 percent, 
at 3.2 percent. On average,El Salvador's at 3.6 percent, and Costa Rica 

42 percent of the population in these four countries is now urban. These
 

spatial growth trends exert considerable pressures in the primary and
 

secondary cities, where increasing numbers of rural migrants arrive,
 

settle in low-income marginal areas, thus, exacerbating further the
 

problems of unemployment and the lack of adequate shelter and basic
 

services.
 

one or two major
The excessive concentration of urban population in 

a significant characteristic throughout
centers within each country is 


the region. One half of the urban population in each of these four
 
In 1983, 52% 6f the urban
countries is concentrated in the capital city. 


are located in San
population of Costa Rica lived in San Jos6; while 54% 


Salvador and Guatemala City. The metropolitan area in each of these
 

least double its present size over the next two decades.
cities will at 

In the four capital cities alone there will be 7 million new residents 

by
 

the year 2000.
 

The twin phenomena of increasing urbanization and concentrated city
 

growth suggest that economic development opportunities for these 
Central
 

American countries will be found in their primary and secondary cities,
 

provided they can offer:
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Sufficient infrastructure, shelter, and services to support
 

both population growth and business development, and
 

A stable political climate to attract private sector
 

investment which is normally stimulated in an urban setting.
 

C. Urban Problems
 

However, urban areas throughout the region currently lack the
 

essential serviccs necessary to support both economic development and the
 

resident population. 

The past two decades of growth have strained-the capacity of 
complement of

institutions and respective economies to expand the whole 

facilities and systems we associate with life and work in the modem 

Jobs, shelter, basic water and sanitation, electricity and
city. 

public transport, schools, garbage collection, firetelephone service, 

are sorely lacking in the urban
and ambulance service and health care all 

areas of Central America. 

The lack of commitment or sufficient incentives to mobilize 

domestic resources to address inpart these deficiencies and to expand
 

the urban economic base has been a major constraint to growth. Per 

capita GNP's in the region (for 1983) range from a low of $ 670 in 

Honduras to highs of $1,020 and $1,120 in Costa Rica and Guatemala,
 

respectively.
 

Urban unemployment and underemployment are serious problems
 

throughout the region, especially where internal conflict has disrupted
 
new job opportunities
investment in new enterprises and the creation of 

has been drastically reduced.
 

far behindUrban infrastructure and service provision lag 
is 66

requirements. The proportion of urban households served with water 

percent in El Salvador (including stand-pipes), 46 percent in bnduras, 

44 percent in Guatemala City and a favorable 95 percent in Costa Rica. 

Sewer connections reach only 42 percent of the urban population in
 

as a whole. The Shelter Needs Assessments carried out by
Central America 

and Costa Rica indicate that the formalAID in El Salvador, Honduras, 
supply of housing is only a fraction of what is needed to meet

sector 
minimum annual requirements. 

II. DES(RIPTION OF TE PROPOSED PROGRAM. 

the project is to improve the living conditions ofThe goal of 
The purpose is to increase the

lower income families in Central America. 
availability of shelter and basic services to low income families 

and to
 

of CABEI and national public and private
strengthen the existing capacity 
sector agencies to provide these services. The primary focus inthe
 

CABEI's housing fund, to increase 
area of policy will be to revitalize 



-3

cost recovery mechanisms at 
and to establishsector participationprivate 

national level which will serve to 
build up the ability of financial
 

the better
 
intermediaries, infrastructure institutions, 

and municipalities to 


serve such shelter and infrastructure 
needs.
 

total amount of this program's resources 
will be $89.0 million,
 

The 	 years
over a period of five 

which are projected to be disbursed 


distinct type and sources of financing 
for the program
 

(FY87-91). The 

are as follows:
 

$45.0 million
HG Loan 

15.0 million
AID Loan 

4.0 million
AID TA Grant 


25.0 million
CABEI funds 

$89.0 million
Total 

$ 42.3to finance 

The application of these funds will 

be used 

$ 32.7 million in basic infrastructure 

in shelter projects, 	 $10
million 	 training. 

projects, and $ 4.0 million in

technical assistance and 


to finance off-site infrastructure 
works,


reserved 
 these
million will be 	
The geographic utilization of 
for upgrading projects.
principally 	 will be primarily invested

service resourcesand infrastructure 	 citiesshelter 	 center and secondaryurbanin each country's primaryin projects 
where economic growth and population 

demands are highest.
 

agency in this program will be the Central 
American Bank
 

The lead monies to eligible
 
for Economic Integration (CABEI) 

who will on-lend 


housing finance and infrastructure 
institutions.
 

that the needs, government programs, 
costs and
 

in mind 	 to
Keeping 	 it is difficult 

priorities of the four countries 

are different, 


with certainty the number of families 
that would benefit 

from
from
 

estimate that range 

the program. the program will finance
Nevertheless, estimates have been 

made 	
a gamut

In housing,
140-150 thousand families. 	 to one or twoimprovements

of solutions that would vary from 

home 
lots, sanitary cores, and basic
 units, including serviced 	 In
bedrooms 	 this component. 


About 10,000 families would benefit 
from 


units. 
the program will finance projects that benefit the 

urban infrastructure the investment 
poorest urban neighborhoods capable and 

willing to repay 
construction orsewers,agencies. Potable water,

made by implementing 	 to addressother solutionsandelectricity,paving of streets, 	 Estimates are 
will be included in the program.
needs 


that a total of 140,000 families 
will benefit from this component.
community-defined 


III. PREVAILING ENVIRONMENTAL CONDITIONS
 

A. 	 Shelter Finance Markets 

has been fiercerecession
Accompanying the region's economic 

for project developmentpublic savings

competition for mobilizing 

Given these circumstances and 
the priorities
 

investments in all sectors. 
their limited resources mainly ih 

to concentrateof many governments 	 etc., the 
areas - agrobusinesses, industrial centers, other productive 
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land. Consequently, the ownership of that land is usually not defined.
 

'Marginal zones constitute a high percent of total housing in urban areas,
 
e.g. at least 40 percent in Tegucigalpa.
 

The "illegal settlements" or "illegal colonies" are similar to each
 

of the above. These settlements are usually created by companies,
 

persons, etc., who are only interested in the maximum profit they can
 

get. By capitalizing on the shortage of housing and creating false hopes
 

of delivery of full services they never intend to provide, developers
 
These poor
sell unserviced lots to families without other options. 


families are not able to buy other types of housing and are forced to
 

remain in these illegal settlements where they have invested all their
 

savings. A large number of people find themselvesliving in the worst of
 

environmental conditions without access to water and sanitation.
 

Despite these conditions, the cost of housing is quite high because
 

demand far exceeds the available supply. Expenditure survey data show
 

that the percent of monthly -ncome spent by the target population on
 

housing isbetween 16 and 30%.
 

C. Urban Ifrastructure Systems 

Potable water and sewerage systems have not been maintained in
 

existing downtown low-income areas or extended to peripheral areas where
 

growing numbers of poor urban dwellers live. To obtain water in areas
 

where there is no municipal water supply, people pay between five and ten
 

times more to purchase contaminated water from vendors. Furthermore,
 

there are no sanitary sewers in the majority of these peripheral areas.
 

People satisfy their physiological needs in open areas or at best in pit
 

latrines and other rural type methods, unsuitable for the existing high
 

urban densities. Streets are predominantly made of earth unpaved inany
 

way and are without well-defined and functional storm drainage
 
Electricity, the one service which traditionally has been
capabilities. 


successful in achieving full cost recovery, has been relatively advanced
 

and available in most poor central city neighborhoods, but even
 

electrical service coverage is now falling behind the pace of rapid
 

urbanization in some major cities.
 

The level of environmental hygiene isa critical problem throughout
 
Access to basic public services of potable
most marginal communities. 


water, sewage collection/disposal, storm drainage and solid waste
 

disposal is severely limited or nonexistent. As a result of widespread
 

contamination, the target population is infested with intestinal
 

parasites and has a high incidence of enteric infections, especially in
 

children. The problems of environmental health are particularly serious
 

to the economically disadvantaged because they lack the means to escape
 
Access to basic public services is even
 or to correct the situation. 


more of a problem in urban areas outside primary cities with the same
 

resulting health hazards more prevalent.
 

-b\
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The following describes the critical environmental concerns and 

probable impacts or changes which are expected to occur in each of these
 

areas as a result of A.I.D.'s proposed actions. The findigs of the
 

impact assessment process were reached after due consideration of the
 

timing, duration, severity and nature of all probable changes to the
 

existing state of the natural and human environment in typical, potential
 

project areas. In addition, the environmental awareness, commitment, and
 

technical capacity of CABEI to deal with these identified environmental
 

issues were weighed in the evaluation.
 

NATURAL ENVIRONMENT
 

1. Water Resources and Existing Water qualit-y
 

The magnitude of urban development and its spatial distribution in
 

three of the four capital cities and in secondary cities in Central
 

America have severely strained the capacity of governmental agencies to
 

provide adequate water supply and sewage collection/disposal 
facilities.
 

resulting in the development of
 Current growth trends of these cities are 
 Because of
 
lands beyond the periphery of existing urban service areas. 


limited financial resources, access to these existing public 
services is
 

For example, in Tegucigalpa, approximately 4S% of
 severely restricted. 

have water connections or proper
the city's population does not 


Similar conditions prevail in
sanitation facilities in their homes. 

other cities with regard to availability of basic water and 

sewerage
 

the residents of marginal settlement and
services. As a resu]i, 

unserviced urban and suburban areas are forced to utilize contaminated
 

their domestic water needs.
surface and groundwater supplies to meet 
The
 

lack of properly functioning individual sewage disposal systems and
 

absence of a public sanitary collection system in many areas of these
 

cities result in the discharge of human wastes into natural drainage
 

swales and water courses. These sanitary conditions are posing serious
 

environmental health problems for residents in these communities as well
 

as settlements located downstream.
 

Although no precise information on the level of water pollution
 

exists due to a lack of equipment and resources for researching it,
 

biological indicators, such as substantial reduction of fish populatiois,
 

indicate that it is reaching significant proportions. The occurence of
 

fish kills usually takes place in low flow periods of the dry season.
 
hoiuteca


One of Honduras' most contaminated bodies of water is the 


River, which rups through Tegucigalpa and Comayaguela.
 

The implementation of the proposed program isnot expected to
 

result in any further significant degradation of existing water 
quality
 

in the major rivers running through urban centers. It is highly unlikely
 

that the construction of new housing units and upgrading 
will appreciably
 

impact water quality conditions, given existing high pollution 
levels.
 

To the contrary, the proposed housing program will require 
installation
 

of sewage collection ad disposal systems in each project thus improving
 

water quality conditions. In smaller communities, selection of
 

appropriate design standards will first take into account 
protection of
 

water quality. For example, latrines will not be built
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in the dry season;
through existing sources of 80,000 cubic meters 

minimum need is 115,000.
 

The current limitations of SANAA's water supply system in
 
growth
Tegucigalpa is primarily attributed to the city's rapid population 


in recent years. Increased demands for potable water are straining both
 

the physical and financial resources of this agency. 

The water supply problem is being addressed by SANAA's current 
expand its water supply sources and distribution
planning efforts to 


system. USAID/Honduras has financed some investments under its
 

employment generation program which have replaced old, leaky pipes and
 

which will develop some new water sources. IDB -iinanced a study 

performed by a German group (Lahmayer) on future water sources for 

Tegucigaipa which recommended the construction of a costly second dam in 

the Guacerique Valley. 

SANAA has received a USAID grant to hire a consultant firm to
 

review the Lahmayer study and by March 1987, to recommend the most
 
Grande appears
economical water supply projects. A new dam on the Rio 


the likely principal recommendation.
 

Bank has expressed considerable
The InterAmerican Development 

interest in providing financing for the recommended solution. IDB is
 

immediate improvements
also considering a request from SANAA to finance 

of water until a new dam is operational in
to minimize the shortage 


1990. This program includes rehabilitation and installation of wells,
 

of leaks, increase and repair of tanks, extension of pipes, micro
control 

and macro metering, and institutional reinforcement. Preliminary
 

estimates indicate that these short term measures will allow for
 

extension of water to households in the period 1986-89. Once the new dam
 

is in operation, water supply will more than double and the shortage of 
San Pedro Sula, the second most importantwater should be eliminated. 


city in Honduras, has obtained combined financing of $84 million from the
 

World Bank and the Norwegian Government and is implementing a master
 

water and sewer plan.
 

La Ceiba, Puerto Cortes, and El Progreso, Honduran secondary cities
 
water
with populations of more than S0,000 people, constructed major new 


years ago, financed with IDB resources. The
service less than five 

to improve the coveragecurrent SANAA administration is looking for funds 

and quality of service. Currently, the IDB is at the point of initiating 

disbursements of a loan of $24 million for potable water systems in four 

other secondary cities; Siguatepeque, Juticalpa, La Paz/Cane and Tela. 

In Guatemala, EMPAWUA, the institution in charge of the water
 

system for the capital city, is trying to increase the supply of water
 

through various projects. The construction or improvement of existing
 
million from
wells, is one of these projects, with financing of $50-60 


IDB and the Government of Japan. Eapagua, with its own.funds, also plans
 
brought by
to drill wells, increase the supply of water to the capital 
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D. iitY of Life 

The combination of settlement patterns and the lack of urban 
services has resulted in a significant deterioration in the quality of 
life for the urban poor. Participation in the formal economy is low and 
frequently chiaracterized by under-employment. Poor health conditions 
include high rates of infant mortality and malnutrition. Without 
external sources of credit and assistance, any improvement in the quality 
of life woul.d be slow; and difficult, because the capacity of governments 
to meet the demand for services with their own resources is very limited. 
IV. 	IDENfIFICATI.X'1 AND ANALYSIS OF [DIVIROMEN'FAL IMPACTS OF THE 

PROPOSED ACTIONS
 

A. 	 Summary otf Critical Environmental Copcerns 

As a preliminary step to the assessment of the proposed housing 
program's ir.;pac-,s on the enviroruneur, an analysis of the potential 
interaction betwcan A. I.D. 's proposed actions and existing environmental 
corditioi;s .!a,-. cczxducred. in additsion, interviews and cosultations with 
local and national officials responsible for urban and regional planning, 
developi.1it con;.rois, infrasr;-ucture, public services and social planning 
were conducted. 

For purposes of identifying potential critical environmental
 
concerns, an impact matrix was prepared to analyze what, if any, 
component:z of the proposed housing program might impinge or significantly 
affe !,m,, ,itoivaintally sensitive areas of the natural or human 
envi rorent. The detailed findings of the matrix analysis are presented 
in App(.>-ix "A". based upon this evaluation procedure, several critical 
issues were ideniified as kxing irmporrant considerations in the 
deteimir !ion of tLe environmenral impact of A.I.D. financing of the 
CABEI shelter aJ urban development program in Central America. These 
potential critical environmental concerns are identified below and 
described in furthe-r detail in the following section along with probable 
impacts of h program in each of these areas: 

1. 	 Waler lReources and Existing Water Quality; 

2. 	 Natural Hzards, Environmentally Sensitive Areas, and Physical 
Development Const raints ; 

3. 	 Adequacy of Regional Water Supply in urban centers;
 

4. 	 Relationship to Land Use Plans and Protection of Natural Resources;
 

5. 	 Availability of Basic Infrastructure Services; 

6. 	 Socio-Cultural Sensitiviry.
 

B. 	 Discussion of Critical Environmental Concerns and Probable Impacts
 
of the Proposed lHousing Program 
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centers have suffered from flooding in the rainy season, a severe drop in
 
river water levels during the dry season, and heavy soil loss from
 
erosion and landslides.
 

The location of the program's prospective sites for upgrading and
 
new construction will be all within existing urbanized areas. CABEI's
 
regulations require that the proposed residential use of these sites be
 

consistent with existing comprehensive land use plans and development
 
regulations (residential zoning and density requirements) of
 
municipalities and other governmental entities. Furthermore, upgrading
 
will not result in the displacement of any existing businesses,
 
residences, or people. 

Most project sites for new construction are-vacant and not being
 

utilized for any productive uses. Field investigations revealed that the
 

natural features of thLe major urban sites have already been subject to
 

major alterations from continuous slash and burn agricultural practices,
 

cattle grazing and deforestation of mature tree cover. Given the high
 

degree of environmental degradation that already exists, the proposed
 
residential uses on these sites will represent a land use improvement.
 
Furthermore, they are compatible with existing and future planned land
 
uses on adjacent properties. CABEI will require that sites in the
 
smaller cities be selected with care to minimize loss of good quality
 

agricultural land.
 

The private sector emphasis of the program will dictate that all 
new construction be located where there is a strong market for sales, 
i.e., in strategic employment/service areas. Indirectly, the program may 
strengthen the economic growth of these urban centers by providing 
housing which is conveniently located to employment areas. In addition, 

the new projects will stimulate new business opportunities to meet the
 
commercial/service needs of project residents.
 

S. Availability of Basic Infrastructure Services
 

Access to basic public infrastructure services, particularly
 

potable water supply and sanitary sewage collection/disposal, is a
 

critical problem in all urban areas. The absence or inadequacy of these 

support systems are a major cause o poor environmental health conditions
 

in target population communities. Thus, both upgrading and new 
construction projects may be expected to encounter potential problems of 
how to obtain essential infrastructure services to meet their needs. For
 

this reason, 12% of this project has been reserved for off-site
 
infrastructure to provide flexibility in financing to meet the problem.
 

The provision of basic infrastructure services has long been a
 

CABEI pre-requisite to the approval of financing for all projects. 
Promotors, supervised by the Intermediary Financial Institutions approved 

by CABEI, will coordinate site planning efforts with the appropriate 

water and/or sewage authorities to secure these essential services from 

public agencies. However, in the event that cost and/br engineering 
constraints do not permit connection of project infrastructure systems to 
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existiing muncipalsystelosAI'ndependentr comiiizity, support system, will 'be 
an aintained~to meet the ed ?fyproject 

'The ,Anstallat ion of basic. ifa te'services inall projects 
rY~will rpr et 6thaieipoeet 

repesen 	 qualitativ
f~1~Klive bot a qantitative and 	 irvmetnte' 
veot;projet benieficiaries. The piject' wiIV,'provide these 

_"~evietpotabl4e er sewage collect iont/di sp a toidrainage,
 
~wsecollec'tion, and eicrii i s 'a 'resu r 'f the improved
 

,J~evel ~otf'these. urban services, the" prog ram will- have 'a beneficial effect.
 
onboth'-enii'roniental hygiene and personal health conditions of the
 

jproject 	pesidents._ 

-6. Socio-Cultural:Sensitivity 

Several. specif ic, areas whi chi have a significant effect on the
 
Squlity of~the buiit environnient were identified throughi visiting,,
 

~7f<4numerousjexisting housing projects in Central America' Citcal social:
 
~ '~dimenfsions'i~tie as important inthe successful planning, 'design,
 

and o ncbme husing projects indldc()4s'f7
ipennation'of 

appropriate housing 4design standards 'compatible with the financial,
 
,limitationsand basic physical needs of pro6spective beneficiaries; (2)


47:,- -replacement''6f the~concept of housing.,as a finis~hed product with that of
 
~~~-"-progressive o,
5 sr.-aged construction over' time to meet changing social,
 

needs; (3)orien~tation sessionis and opportu~nities for particip ation of7
 
~2i7:'beneficiaries~ in somne type of community organization to oversee the
 

maneniance and' operation' of the projet's uonthicopeon
 

A review of the proposed progr~am s planning, design, and 
iplementation. proce-ss and the' sensitivity and, techical capacity of 
CABEI's staff to deal with the above social issues indicatesthat these 
critical 	concen will be eff'ectively integrated into the, overall progFram . 

y-.design. The selection and design of individual housing solutions of U 
4sf ~~~*- 7 proj ect beneficiarlies, will -be conducted, in such a wady so as to require i

atii~iy'batwenhousing costs and the ability of recipients"to make 
~ within 3theirf financial, limitations. 

'will advise implementing agencies on how to design the
 
~'-promotion and -mnaemn ofpiae-ector progressive housing -projects3
 

-CABEI 

* 	 A ad 3 6WA e~intexisive 'community, 'organizio reurd to promote, and
 
imlmn successgul u g,prograins. A.I.D. technical assistance
, 	 ' ., 

''~pr--~dd .'nthe. area' ofm3 dI Itioin of existig"designs and 
'lower'cost designsj' 	 heelomen.:o- ven 	 '~eilriarea of' 

~ "''~7The,.El-Salvador national watercompany (ANDA),and the 

~ ~nuucpaliVies' Jogd 
 an, "Ii c~ tasio hvelo ipad 1ng, ,'sele 

~x'y~cnjm Jites involvi ng-inargi nalcomnteii hedi sion-maKi ng
 

exnsie, expei.n~e in promoti upg 	 Iing eligile 
-, 


ItfeLach~ comuiht9 spost members), .andM in"cost recovr eTTgas 
in onre ,a ve ben d "ig the deeomn f infrastructure, 
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standards more appropriate to the limited repayment capacity of
 
low-income beneficiaries. Regionally-based training and technical
 
assistance to be funded under the project will assure the sharing of
 
these positive experiences.
 

In conclusion, the proposed program has incorporated appropriate
 
design considerations to address these social concerns in order to avoid
 
any significant adverse impacts on the human environment. In the context
 
of existing cultural values and social lifestyles of the target
 
population, the proposed actions will assist beneficiaries to realize
 
their desires and aspirations to have reasonable shelter and improved
 
quality of life.
 

V. CABEI-FINANCIAL ENTITIES CAPABILITIES ASSESSMENT 

A. Institutional Expertise and Experience 

CABEI's experience in housing projects has been very substantial in 
the Central American region with a high volume of production and 
consistently high technical standards. Its participation in urban 
infrastructure projects, though to a smaller degree, has been equally 
successful.
 

In the execution of shelter programs, CABEI has worked with 38 
participant institutions approved by its Board of Directors. From this 
list, 30 institutions belong to the private sector and are part of the 
national savings and loans systems for housing and eight institutions are 
part of the public sector. In this second group, three are regulating 
institutions, two <.re housing institutes, and two are national banks.
 
Through these iristitutions C2ABEI has financed the construction of 48,000 
housing solutions for an amount of $236,000,000.
 

In the field of urban infrastructure, CABEI has financed major
 
projects in the region through governmental institutions in charge of
 
water, sewerage, electricity, telephone, and road systems.
 

B. Institutional Eligibility Criteria
 

Even though CABEI possesses a list of participating institutions,
 
internal policy stipulates that every time a given project is presented,
 
the presenting institution must undergo an evaluation to determine its
 
eligibility. CABEI has a pre-established methodology and format for
 
documentation to facilitate the application for institutional aligibility
 
and project financing. A manual of "Norms and Operating Procedures for
 
Eligibility of Participant Institution" is used to control this process,
 
along with CABEI's "Housing Policy Operating Regulations".
 

The Section of Social Development, Housing and Infrastructure
 
(DESOVI), is responsible for the evaluation of the institutional
 
application and the recommendation for institutional eli-gibility which is
 
presented to the Board of Directors for approval. 

t~ 
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: ' . .. '. ,!' ' l,: ,	 A A,', 

Project Eli ibilityCriteria and Approval Procedures 

division of responsibility for,
;CABEI s oranizational structure a 1d 

s oftheproject 	cycle is, it 

The,.stagesoth cle orre'spond to separat 
tag"es 	 on theace of less" compiexX, 'than: 

depaltmnts til 'coipication of sectoral 'eograh'.a 
wsionsrosutting the organization. ' vJ 

, romotion and Studies Division (GPE) identif ies. a ool of
 
,~~K7project .procpos'als' for 'the p'rograms~ori the basis,.of preliminary
 

_ ':ormation, equivalent to a prefeasibility study and determines
 
' "Eliibility" of projects. It is through this' department' that 'CABEI and,
 

,:, i-the potential borrower have, their first contact on-a speci fic project.
 

The Department of Projects Analysis (ANAP) is responsible for the
 
.'7;next step., It provides the borrower with guidelines for feasibility
 

studies that .specify the information required to carry outthe formal
 
' appraisal o, the technical, financial, Ieconomic and social aspects of the
 

project on which the approval of the loan depends. Once the borrowerhas
 
" furnished this information to the satisfaction of the' department, the'
 
department prepares a loan appraisal report or "dictamen" following its
 
own internal guidelines. The conclusion of that report is a
 

i.r: 	 ! recommendation to the credit committee and board of directors on whether 
approve theloan' based on its projectedinternal' rate of return' and

0other indicators, and a setof conditions or requirements to be included
 
i he loan agreement that govern the implementation of the project.
 

'-""~""'to 

SOnce the loan Jis appr ved, the Operations Division (GOP), is 
.... 	 responsible for inplemientating and monitoring the process. This involves
 

th translation of the 'dictamen" into specific contractual agreements
 
a:i' organizing. the supervision of construction, monitoring the financial :
 
arrangements and compliance with the technical responsibilities
 
conditihal on the loan.'
 

SInstitutional Awareness and Sensitivity to Environmental Issues and
 
A.~ Guidelines
.~'Operational 

CABEI and the instititions wit h experience in housjng and urban 
dev t in Central America have demonstrated environmental awareness 
and.agrowing interest in developing improved envir mrental management 

~ "-capabilities. In general, the inistit'utions responsible for major urban 
~ ~ ifrast ructuire have, deve loped',norms an procedufres for envirornental 
.","~rotectionp an aplied' them at ,least 'for majoir 'multi' or bilaterally 

CBIhas hdexperience in5 environmental plnnn and managemnent, 

andis thi'process of upgradi ng,fits capabilities in this, fiel'd via~the
 
AI, Regicinal' Economic Recovery Project. ''
 

Within the project cycle of, CABEI, environmental' factors are 
mentdn4d*-lnvarious documents. For isacthe ' Si'stema de'
 

in Geti' r. instnce protctio as

Fihanciamiento' y etinpr rog ramas ces, t prtetio a 

http:basis,.of


- is 

a progarm that would require special efforts to promote. Also, the
 

"Instructivo del Programa de Preinversi6n" specifies that environmental
 

-effects, potential impact and environmental protection measures should be
 

included in the terms of reference for pre-feasibility, feasibility and
 

the "Guia para la Presentaci6n de
final design documents. Finally, 
Solicitudes de Prestamos" issued by the Departamento de Analisis de
 

Proyectos for borrowers requires that the borrower submit information on
 

However, these guidelines are new and have
the environmental effects. 

yet to be put into operation. The technical assistance and training
 

activities to be funded by this (shelter and urban infrastructure)
 

project will expand CABEI's environmental capabilities to cover 596-0143
 

project concerns.
 

Technical Assistance 

Long-Term - Shelter and Urban Infrastructure Environmental Advisor 

A technical advisor will be contracted by CABEI for a 24 month
 

period to develop the environmental assessment and management
 
shelter and urban infrastructure sector of
capabilities needed for the 

This 	advisor will train technical specialists within CABEI and
the Bank. 

the IFI's to be able to take over the activity during the latter stages
 

The scope of work for this advisor follows:
of the project. 


Scope of Work for Environmental Advisor
 

in Shelter and Urban Infrastructure 

CABEI in the institutional1. Assist senior environmental officer of 
and managementstrengthening effort in environmental assessment 

for the shelter and urban infrastructure sector. This
specifically 
effort will include but not be limited to the following:
 

a) 	 to introduce the system of environmental procedures into
 

CABEI's project cycle, starting with program preparation,
 
promotion and elegibility phases, and subsequently the
 

feasibility, loan approval and supervision phases;
 

b) 	 to design and incorporate appropriate technical guidance in 

support of these procedures making use of existing guidelines 

from other development agencies as appropriate or preparing 

specific inputs for CABEI guidelines and documents; 

c) 	 to manage CABEI's participation in establishing the
 

environmental planning system in terms of counterpart
 

selection and guidance and of securing the necessary
 

commitments and actions by CABEI;
 

d) 	 to introduce the environmental planning system concepts and
 

methodology to the Planning Division;
 

e) to promote the further development of a 	 funding program for 
and to assist CABEI inenvironmental protection and management 

identifying possible funding sources outside 	the region;
 

,;%) 
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2. 	 Organize and carry out training events; this would include the
 
identification and recruitment of participants and the development
 
of case studies (see section on Training).
 

3. 	 Work with IFIs to develop their environmental assessment and
 
management capabilities and procedures and coordinate with them to
 
improve national legislation and policies. Provide ad-hoc
 
environmental planning guidance to CABEI borrowers.
 

4. 	 Organize and supervise short-term technical assistance activities 
(see Section ) and carry out studies and activities to contribute 
to CABEI's program preparation, project identification, and project
analysis/supervision ,s required to initiate the environmental 
planning system.
 

5. 	 Work with and train CABEI staff to take over the role of 
environmental assessment and management in the shelter and urban 
infrastructure sector. 

Short-Term 

To support the work of the environmental staff and project

technical team, short-term technical assistance will be funded for the
 
following activities:
 

1. 	 Sectoral environmental expert for GPE to assit in building
 
environmental considerations into program preparation;
 

2. 	 Environmental analysis experts to introduce environmental
 
assessment and management methodology to the ANAP staff; 

3. 	 Specific environmental analysis and control experts to participate
 
inproject design/analysis and to transfer experts to ANAP, e.g.
 
sewage treatment, pollution control, road construction/maintenance,
 
etc.;
 

4. 	 Resource economist to advise ANAP on economic appraisal of 
sub-projects and the economic and financial implications of 
environmental protection management measures; and
 

5. 	 Environmental specialists for specific training events. 

Training
 

The following training activities being planned by CABEI with ROCAP
 
Regional Recovery Project funding will be expanded to cover the needs of
 
this project. Modest amounts of operational funding may be required to
 
permit addtional CABEI and IFI participation to meet the needs of the
 
housing and urban infrastructure project.
 

I. 	 A general seminar for senior CABEI management and department heads 
covering the following topics: 
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- Regional environmental issues and trends 
- Implications of environmental issues for the regional economy 
- Prominent development sector interactions that affect natural 

resource management 
Case-studies of projects that cause environmental daage and 

their economic costs 
Case-studies of projects that incorporate environmental 
protection and management with financial and economic 

implications 
General methodology for environmental planning and management 

training programs for GPE and ANAP staff, preferablyShort-term 

making use of regional resources and institutions, covering:
 

- sectoral environmental issues and interactions relevant to the 

region;
 
- environmental analysis and management of projects.
 

* 	 Study tour and temporary assignment for CABEI counterpart 
staff memberenvironmental advisor and possibly one technical from 

GPE and ANAP to other international development agencies with 
experience in environmental planning and management (e.g. OAS, 
IBRD, IDB, USAID). 

The previous description demonstrates the interest of CABEI in 

environmental issues, as well as concrete actions it plans to take to
 

increase its institutional capacity in this area and to improve the
 

understanding and sensitivity of participating institutions.
 

Additional Specific Training Activities funded by the Shelter and Urban
 

Irfrastructure Project: 

1. Participation in general environmental 
management seminar.
 

estimated 	 $ 10,000.00Cost increments at: 

2. Mobil Seminar/Workshop to review and 
improve draft guidelines and procedures
 
(participants will be engineers from all
 

national IFI's). An expected output is
 

the adoption of tese procedures and
 
$ 50,000.00guidelines by GPE (CABEI) and national IFI's 


3. 	 2 study tours visiting cooperating country
 
shelter and urban infrastructure projects
 

(participants will include GPE-ANAP staff
 
$ 25,000.00and environmental expert). 


4. Counterpart staff training (via INCAE, ERIS,
 
$ 30,000.00CATIE). 


$135,000.00
 Total 


Costs to be covered principally under ROCAP Regional Economic Recovery
 

Project (596-0114)
 

http:135,000.00
http:30,000.00
http:25,000.00
http:50,000.00
http:10,000.00
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VI. RECU4ENDATIONS 

The potential inpacts that could occur in the development process 
of the housing and infrastructure projects to be financed by this loan 
have been analyzed based on the existing experience and capabilities of 
CABEI and the list of eligible institutions to whom it will on-lend 
financing for project implementation. Consideration was also given to 
CABEI's commitment to further strengthen its in-house environmental 
analysis and control capabilities under the approved Regional Economic 
Recovery Project (596-0114). In addition, this shelter and urban
 
infrastructure project contains a $315,000 environmental assessment, 
technical assistance and training component as described in Section V, to 
strengthen CABEI and the IFIs specifically in environmental management in 
the shelter and urban infrastructure sector. 

Given CABEI's existing environmental awareness, its present
 
technical capabilities to mitigate or to eliminate potential 
environmental problems through established project review/approval 
procedures and design standards for housing and infrastructure 
investments, the environmental reinforcement to be given under A.I.D 
Project No. 596-0114, plus the training and technical assistance to be 
provided by this 596-0143 project as outlined in the previous section, we 
recommend that a negative determination be made for this loan. 



APPENDIX B 

INSTITUTIONAL ASSESSMENT (INFRASrRUCIURE) 

THE CABEI ORGANIZATION 

Key staff personnel have provided a clear understanding of how
 
CABEI presently handles projects in the infrastructure area.
 

Attached is an organizational chart (Attachment 1) of CABEI which
 
shows that below the level of the Presidency, there is the Planning
 
Division, Office de Promotion and Studies, Office of Operations, Legal
 
Department, Department of Projects Analysis, Department of Operative
 
Control, Finance Office, Department of Personnel and Organization, and
 
the Area of General Administrative Services.
 

For purpose of the project cycle three key areas are involved which
 

are:
 

1. From the Office of Promotion and Studies, Unit for Social
 
Development, Housing and Infrastructure is involved in project
 
promotion and formulation.
 

2. The Department of Project Analysis has responsibility for the
 
review of the project both from the financial and technical
 
perspectives, including the environmental analysis and will work
 
with other related departments.
 

3. The Area Project Supervision of the Office of Operations is
 
responsible for project monitoring during the construction phase,
 
including the environmental aspects. 

There are other areas of the Bank that are involved in the project
 
cycle, such as the Legal Department, but they are not critical to the
 
overview of the problem of institutional capability. Hence, these.units
 
will not be reviewed.
 

The attached descriptions (Attachments 2)provided by CABEI present
 

detailed descriptions of the functions of each unit. Likewise, a
 

description of the steps involved in the three key phases of the project
 

cycle is provided.
 

Highlights can be summarized as follows:
 

Area of Social Development, Housing and Infrastructure (DESOVI).
1. 


Works in the area of project promotion, formulation and eligibility
 
To do this work, the unit has
in conjuntion with the executing agency. 


the following staff: 

,y
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2 engineers
 
3 economists
 
1 chief of area 
1 consultant
 

7 total professional staff
 
3 secretaries
 
10 total staff 

Normally, activities in the eligibility phase average some 60 days.
 

2. Departament of Project Analysis (ANAP)
 

Conducts project reviews at two levels. First, it reviews the
 
capability of the implementing organization, both-as to its financial
 
capability and its technical depth. Next, it reviews the proposed
 
project from the technical and financial perspective. It also calculates
 
the necessary Net Present Values (NPVs) and Internal Rates of Return
 
(IRRs) to determine cost effectiveness of the proposed projects.
 

Staff for this unit is as follows:
 

I chief of area (Economist) 
2 economist/financial analyst 
1 business administration specialist 
2 public sector economist
 
1 agriculture economist 
1 agriculture engineer 
1 architect 
1 civil engineer 
1 draf tman 
2 administrative assistants 

13 total professional staff 
4 secretaries 
1 filing clerk 

18 total staff 

Depending on the magnitude of the project, the analysis cycle takes 
approximately 90 days. 

3. Area of Supervision (SUPRO)
 

The area of supervision is responsible for monitoring the 
construction of the project and disbursement of funds. 

This area is critical in determining not only that the construction 
standards are being met, but also that the phases are being completed in 
a timely manner. Consequently, this monitoring activity is tied to 
disbursement of funds. 

Staffing for this unit is as follows:
 

IV 
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and 1 in Giatemala)(I en San Salvador,10 engineers 
4 economists/business administration 

specialisc
 

I disbursement official
 

15 total professional staff 

1. filing clerk 
5 secretaries
 

2" total staff 

first disbursement is effectively the time of project

The 

Average project timing is as followsi:
 
initiation. 


90 days
First disbursement 

average 18 months-depending on nature 

of
 
Completion of Project 


the project.
 

SUMMARY OF STAFFING
 

The total number of CABEI staff 
involved in the project submission
 

and execution phases can be smmarized as follows: 

TOTAL PRFSS IONAL CLERICAL 

DESOVI 
AAP 
SUPRO 

Total 
staff 

10 
18 
21 

7 
13 
15 

3 
5 
6 

200 employees, so approximately
 
Total CABEI staff is estimated 

at 

monitoring activities. 

25% of the staff is involved in reviewing 
and 
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FUNCIONES SUPRO 

I) SUPERVISION TECNICA DE PROYECTOS 

Actividades de la Supervision Tecnica de Proyectos
 

Conocer el dictamen de elegibilidad del proyecto 
preparado por la
 

1. 

GPE.
 

Conocer el dictamen de la solicitud de prestamo 
elaborado por ANAP.
 

2. 


Revisar el proyecto de contrato de pr'stamo 
y hacer las
 

3. 

observaciones del caso.
 

Emitir opinion sobre solicitudes de ampliaci6n 
del plazo para


4. 
 futuros prestatarios.
formuladas porescriturar prestamos, 

pertinentes presentados por futuros 
Analizar los documentos5. 

prestatarios y decidir sobre el cumpiimiento 

de condiciones
 

tecnicas previas a la escrituraci6n de 
prestamosl
 

Analizar y aprobar en su caso, el programa 
de cumplimiento de
 

6. los 
cordiciones previas a desembolsos de prestamo 

que presentan 

prestatarios. 

Preparar asignaci6n de responsabilidades 
para decidir el
 

7. 
 previas a desembolso de prestamos.
cumplimiento de condiciones 

n de plazo para cumplimiento de
 Dictaminar solicitudes de ampliaci
6


8. 

desembolsos de pr~stamos.condiciones previas a 

Dictaminar solicitudes para flexibilizar 
el cumplimiento de
 

9. 

a desembolsos de prestamos.condiciones previas 

por prestatarios
Analizar los documentos pertinentes presentados y 

a10. tecnicas previas
decidir sobre el cunplimiento de condiciones 

desembolsos de prestamos. 

a deseabolsolas condiciones previas
11. Controlar y dar por cumplidas 

se hayanareas responsablesde pr6stamo cuando todas las 

pronunciado favorablemente.
 

que debe presentar el 
12. Eitir opini6n sobre los docunentos t~cnicos 

tales comb: Planos,
prestatario a satisfaccio'n del Banco, 

especificaciones, presupuestos, prograaas, 
t6rminos de referencia,
 

etc.
 
se seguiran para
 

n sobre la metodologia y procesos que
13. Emitir opini
n 

6

de bienes y servicios del proyecto (consultoria,
la obtenci6 n,
 
construcci6n, suministro maquinaria y 

equipo, mon;aje, supervisi
6


etc.). 
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14. 	 Emitir opini6n sobre el ailisis de las propuestas para
 
adjudicaci6n de contratos para la obtenci6n de bienes y servicios
 
del proyecto.
 

15. 	 Emitir opini6n sobre los borradores de los contratos para la
 

obtenci6n de bienes y servicios del proyecto.
 

16. 	 Emitir pronunciamiento sobre los contratos suscritos por los
 

prestatarios para la obtenci6n de bienes y servicios. 

17. 	 Eritir opini6n sobre cambios propuestos al proyecto, acuerdos
 

suplementarios, trabajos extras, ampliaciones de plazo y cualquier
 

otra modificaci6n a los contratos suscritos por el prestatario.
 

18. 	 Presentar a la consideraci6n de la fuente externa de recursos del
 

pr6stamo, la informaci6n t6cnica requerida para su correspondiente 
consideraci6n y/o aprobaci6n. 

19. 	 Realizar visitas de supervisi
6 n a proyectos en ejecuci6n y
 

trabajos del proyecto.verificar el avance y calidad de los 

n a proyectos en operaci6n, cuando la
20. 	 Realizar visitas de supervisi6


supervisi6n adwinistrativa y financiera estime necesario.
 

21. 	 Asesorar a prestatarios en la preparaci
6 n de solicitudes de
 

desembolso de prestamos.
 

22. 	 Analizar y aprobar, en su caso, solicitudes de desembolso de
 

prestamo. 

23. 	 Mantener un seguimiento del calendario de desembolsos de los 

prestamos.
 

24. 	 Dictaminar solicitudes de modificci6n del plazo de desembolso de
 

pr6stamos.
 

25. 	 Programar y/o reprogramar desembolsos de los prestamos.
 

26. 	 Revisar informes do progreso de los proyectos y tomar las
 

decisiones pertinentes. 

27. 	 Dictaminar solicitudes de modificaci6n del contrato de prestamo.
 

28. 	 Verificar la terminaci6n de los proyectos y que los trabajos sean
 

recibidos a sat isfacci6n por los prestatarios y se finiqueten los
 

contratos respectivos.
 

Analizar y opinar sobre solicitudes de modificaci6n o liberaci6n de
29. 

garantias de pr6stamtos.
 

30. 	 Verificar en los proyectos el estado y monto de la garantias de
 

pr6stamos a favor del Banco cuando sea requerido. 
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31. 	 En caso de evaluaciones o dictairenes de nuevos pr6stamos a ser 
otorgados al Banco por Instituciones Financieras Internacionales, 
el Area SUPRO actt'a como area t6cnica de enlace, suministrando a 
dichas instituciones las informaciones de caraicter tecnico que 
estas requieran. 

32. 	 Cumplir condiciones tecnicas previas a desembolsos establecidas por 

las Instituciones Financieras Internacionales. 

33. 	 Realizar supervisiones y/o evaluaciones de proyectos en proceso de 

ejecuci 6 n o terminados que requieran Instituciones Financieras 

Internacionales. 

II 	 SUPERVISIOLN ADMINISTRATIVA Y FINANCIERA DE PROYECTOS 

1. 	 Proyectos en Ejecuci6n
 

1.1 	 Efectuar visitas de supervisi6n en coordinaci 6 n con las Oficinas 
sector p'blico y privado, para
Regionales a los proyectos del 


comprobar que 4stos se desarrollen satisfactoriamente, de acuerdo
 

al plan global de inversiones aprobado y cumplan con las
 

condiciones establecidas en los contratos de pr6stamo.
 

n al
Preparar el informe correspondiente derivdo de la supervisi6


proyecto, y proceder a la implementaci
6n de las recomendaciones.
 

1.2 


2. 	 Proyectos en Operaci6n 

2.1 	 Efectuar visitas de supervisi 6 n en coordinaci6n con las oficinas 
sector privado, para comprobar que
regionales a los proyectos del 

no existen circunstancias que puedan poner en peligro las
 
n normal del
operaciones de los proyectos y la recuperaci

6


financiamiento del Banco y cumplan con las condiciones vigentes de
 

los contratos de pr6stamo.
 

2.2 	 Preparar el informe correspordiente derivado de la supervisi6n al 

proyecto, y proceder a la implementaci
6n de las recomendaciones. 

Garantlas (Asignada a un solo funcionario)
3. 	 Anilisis y Control de 


3.1 	 Llevar registros actualizados de los bienes otorgados en garantia
 

al Banco.
 

n o
Analizar y opinar sobre los planteamientos de modificaci
6


3.2 

liberaci6n de garantlas de prestamos.
 

informe anual de garantfas.
3.3 	 Elaboraci6n del 

3.4 	 Suministrar peri6dicamente informaci
6n sobre garantias a otras
 

Areas del Banco.
 

3.5 	 Controlar avales bancarios y p6lizas de fianzas. 
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4. 	 Anilisis y Control de Seguros (Asignada a un solo funcionario)
 

4.1 	Analizar que las p6lizas de seguros que cubren las garantias de los
 
prestamos pignorados a favor del. Banco, esten elaboradas de
 
conformidad con los contratos de pr6stamos, debidamente endosados y
 
cumplan con las praicticas generalmente aceptadas en materia de
 
seguros, para proteger adecuadamente los intereses del Banco.
 

4.2 	Registrar en las tarietas de control de seguros, las renovaciones,
 
vigencia de las p6lizas y los pagos de las primas, observando que se
 
cumplan los t6rminos y requisitos necesarios para mantener
 
protegidos los intereses del banco.
 

4.3 	 Inspeccionar y evaluar danos en caso de siniegtro de bienes que
 
forman parte de las garantias del Banco.
 

4.4 	 Gestionar indermnizaci6n de seguros de bienes siniestrados que foman 
parte de las garantias del Banco. 

4.5 	 Recomendar el procedimiento y la aplicaci6n que deba al producto de 
la indemnizaci6n de bienes siniestrados que forman parte de las 
garantias del Banco. 

4.6 	Revisar, aprobar los desembolsos y efectuar las supervisiones
 
pertinentes cuando el producto de la indemnizaci6n se aplique a la
 
reconstrucci6n, reparaci6n o reposici6n del bien siniestrado.
 

4.7 	Recomendar los montos, coberturas y riesgos apropiados de las
 
garantias en base al anfilisis correspondiente de la paridad legal de
 
las monedas.
 

5. 	Analisis y Emisi6n de Dictimenes sobre Diversos Planteamientos 
presentados por los prestatarios 

5.1 	 Emitir dictimenes sobre adecuaciones y readecuaciones de prestamos
 
conjuntamente con ANAP.
 

6. 	Aiilisis y Control de la Cartera en Mora y Elaboraci6n de Informes 
efectuando las Recomendaciones Thcnicas Pertinentes (asignada a un 
solo funcionario) 

6.1 	 Actualizar permanentemente el estado de mora de los prestamos 
vigentes, tanto del sector ptblico, como del sector privado. 

6.2 	Conocer la politica sobre la suspensi6n de desembolsos por causa de 
mora y velar por el cumplimiento de la misma. 

6.3 	Preparar documento relacionado con el estado y antiguedad de la mora
 
para conocimiento del Directorio.
 

6.4 	 Coordinar con las Oficinas Regionales y el Departamento Juridico,
 
las gestiones de cobro.
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6.5 	 Informar semanalmente al Comit6 de Desembolsos sobre el estado de la 

mora. 

Anvlisis y Control de Estados Financieros
7. 


7.1 	 Solicitar oportunamente a los prestatarios la presentacion cie los 

estados financieros auditados. 

Analizar la informaci6fn presentada por los prestatarios, efectuando7.2 
las observaciones particulares que el caso amerite.
 

8. 	 Progrpma de Vivienda del Banco
 

8.1 	 Revisar y analizar los infornes trimestrales sobre hipotecas de 

viviendas de las instituciones participantes.
 

Controlar las hipotecas sobre viviendas financiadas por el Banco y8.2 
supervisar la cartera hipotecaria de las instituciones participantes.
 

cambio de deudores hipotecarios de vivienda
8.3 	 Aprobar nova' iones por 
solicitadas por instituciones participantes.
 

8.4 	 Verificar cancelaciones de hipotecas solicitadas por instituciones
 

participantes.
 

8. 5 	 Supervisar la cartera hipotecaria de vivienda y educacional del 

Fondo de Prestaciones Sociales.
 

9. 	 Trabajos Especiales (asignados anualmente)
 

de reserva para prestamo9.1 	 Recomendar los niveles adecuados 
de la cartera del sector privado, bienes adjudicadosincobrables 


de inversiones de capital de riesgo.
 

Representar al Banco en las Asambleas de Accionistas y Sesiones de
9.2 

el Banco tiene inversiones deConsejo de Administraci6n*, donde 


capital.
 

que contablemente no deben acumular9.3 	 Recomendar sobre los prestamos 
comisiones en cuentas de resultados.intereses y 

9.4 	Elaboraci6n del Plan Operativo Anual (POA) y Presupuesto.
 

* segun sea necesario. 
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III 	 APOYO A OTRAS AREAS DEL BANCO 

Apoyo al' Departaniento ANAP para dictaminar solicitudes de prestamo, 
readecuaciones, carabios de destino y otros similares.
 

Apoyo a la Gerencia Financiera en Las relaciones entre el Banco y
las 	Fuentes i-ternas de Recursos. 

Apoyo a la Gerencia de Prograinaci6n y Estudios por medio de la 
participaci6n del Area SUPRO en los Comit6s de Vivienda y 
Preinversi6n.
 

Apoyo al Departamento de Control Operativo en negociaciones de 
convenios do pago de mora de los sectores p6blico y privado en los 
paises. 

Apoyo al Area RECAP en el anAlisis y dictamen de problemas t6cnicos 

en proyectos a su cargo. 

IV OTRAS FUNCIONES 

- Seguitniento del tr~mite de solicitudes de prestamo. 

-	 Programar viajes para supervisi6n de proyectos. 

-	 Elaborar informes trimestrales de proyectos en ejecuci6n. 
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EXISTING METHODOLOGY TO SELECT, APPROVE AND
 
MONITOR PROJE7S WITHIN THE PROGRAM 

In all Central American countries there exists extensive experience
 
in managing housing and urban infrastructure projects as well as a common
 
methodology i'n the selection, approval and1 tracking of projects for the
 
different participating institutions.
 

As one example, pres-nted is a brief description of the review for a
 

housing and an infrastructure project in Honduras.
 

1. Housing Example
 

A promoter would submit a prefeasibility study to INVA, the public
 
housing authority, along with his sales proposal. INVA, after analyzing
 
the economic and technical aspects of the project, would, preliminarily
 
approve it, and send the study to CABEI. GPE would determine the
 
eligibility of the project. Once CABEl nok-ifies INVA that the project is
 
eligible, INVA asks the prorm Zer for preliminary plans. INVA's
 
Engineering Department then reviews these plans as well as the project
 
site to determine the technical feasibility of the project, including
 
land use, slopes, soil types, ease of locating infrastructure, ease of
 

hygienic access to the area and environmental impact. Based on this
 
analysis, project costs, beneficiary costs, terms of financing and
 
socioeconomic benefits of the project are spelled out.
 

Simultaneously, the promoter sends a copy of his preliminary plans to the
 

municipality, where they are reviewed for the following:
 

a) Ownership of the land
 
b) Property taxes
 
c) Land use
 
d) Agreement of proposed land use with the urban development master
 

plan.
 
e) Open space and public uses (parks, schools, health centers, etc.)
 
f) Environmental problems - slopes, erosion, mudslides, etc.
 
g) Access to public transport
 

Another copy of the preliminary plans is sent to institutions
 

responsible for infrastructure, such as SANAA (water and sewer) and ENEE
 

(electricity).
 

SANAA reviews at this stage the availability of services requested
 
and calculates the cost, the rate of water supply and drainage.
 

ENEE reviews the feasibility of providing electric services and the
 

cost. Once these reports are completed, and assuming they are favorable,
 
INVA proceeds with processing the application through CABEI. The Project
 
Analysis Department of CABEI (CANAP) prepares a report according to its
 

own internal guides. The report includes a recommendation to finance the
 

project or not. This report, if favorable, is sent to the credit
 
committee and the Board of Directors for approval.
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Once financing is obtained, the promoter is notified by INVA to 
prepare and present final plans, designs and technical and economic 
calculations to INVA for its approval. These final plans are again sent 
to SANAA, ENEE and the municipality for their review and approval. 

The municipality studies the design of the houses, street width,
 
latfs and sidewalks, stor water drains, open space, space for schools, 
markets, commercial areas, etc. and verifies the related environmental
 
and transportation aspects. 

SANAA reviews the design of potable water and sewers systems.
 

ENEE reviews the street lighting system. 

INVA reviews the entire design, including problems of slopes,
 
erosion and potential environmental problems created by the project that
 
could injure beneficiaries or neighbors. INVA also reviews the cost and
 
determines the sales price of the land.
 

Once the necessary approvals are obtained, the study, with the 
corresponding reports, are sent to CABEI where they are reviewed by the 
Operations Division (GOP) which writes a loan agreement and organizes 
construction supervision. 

At the outset of construction work, INVA, the municipality, SANAA
 
and ENEE assign their supervisors to ensure quality control over the work
 
to be undertaken in their respective areas. CABEI also controls advances
 
and the quality of work through GOP personnel.
 

2. Infrastructure Example 

In this case, the low income community organization (or patronato)
 
requests that the municipality install water and sewers in its area.
 

The municipality, through its technical department, undertakes a 
field investigation to determine the technical feasibility of the project 
and preliminary cost estimates. Then the municipality consults with 
SANAA regarding the possibility of obtaining water at the site and 
incorporating the comiunity into the SANAA system. In a parallel 
development, the section of community aid of the municipality undertakes 
a survey of incomes to verify if the community can pay for these 
improvements. 

Once the municipality has selected a project or package of similar
 
projects, they send this data to CABEI for its determination of
 
eligibility. The Promotion and Studies Division (GPE) determines the
 
eligibility of the project and notifies the municipality to proceed with
 
processing. 

Subsequently, Municipal representatives meet with the patronato and 
present a preliminary budget so that they can meet with the community to 
explain the costs and benefits of the program. 
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The municipality submits, for the consideration of CABEI, the preliminary
 

project ci package of similar projects with a budget. The Project
 
a report which includes aAnalysis Department (ANAP) prepares 

for loanCommittee and the Directorrecommendation to the Credit 
approval. Once the Municipality obtains financing, they develop a final 

This package of documents is sent tostudy including plans and bidding. 

SANAA for its review.
 

Once the approval of SANAA is obtained, the documents are sent to CABEI
 

where they are reviewed by the Operations Section(GOP) which writes a
 

loan agreement for the package of projects presented.
 

The Municipality submits projects for public bid aid once contracts are
 
SANAA is in charge of the
awarded, executes an order to initiate work. 


general supervision works of on and off-site construction while the
 

Municipality contracts out for the supervision of works within the site.
 

The Municipality through its Betterment Tax office calculates the cost
 

and the betterment tax, establishes the general termsfor beneficiaries 
of repayment for the neighborhood and the maximum term for repayment for 

individual beneficiaries. The costs are recuperated through billing for 
SANAA then passes payments on to thewater services through SANAA. 
kept in the betterment tax.
Municipality where accounts are 


CN
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CIIECKLIST FOR 
1;NV IROMENTA L IMPACT IDENTIFICATION AND EVALUATION 

COIAMN 1 COLUMN 2 COLUMN 3 COLIN 4 

us'r OF SELIECTED CRITICAL LEVEL OF PROGRAM/PROJECT COMPONENTS ENVIROMZIENTAI. NATURE OFI"1.tIIROIIHTI.AL CONCERNS 	 PROJECT LIKELY TO CAUSE CHANGES PROBABLE IMPACTS-NEGATIVE (-)
CONCERN* POSITLVE (+) 

C) 	 Aqulifer Recliarge Areas U 

I)) 	 Rare or Endangered Plant 
and Animal Species and Their 
Ilahi tats U 

I-,) 	 III ;torJ cal, Archaeological, 
and Cu lttira1 Resources U 

3. 	 Tnfluence on Existing 
an(/Or Future Land Use 
AcrlvI ties and Development 

1:. jerliq W lich May Affect: 

A) 	 14i IldlIfe Relhiges U 

11) Pri me Ag|rJ cuI Lt,,IWO Lands P Site Location of Projects (-) Strict Adherence to Site 

Selection Criteria Will 
Minimize Loss of Valuable 
Agricultural Land.
 

Colhimn 2 Symbols: tA-- This area of Concern is not applicable to the country, region of the proposed 
I)ruject. 

U -- ThIs area of Concern is unlikely Lo he of importance. 
P 
C 

-
-

vThis 
This 

area 
area 

of 
of 

Concern 
Concern 

is 
is 

potentially of importance. 
considered critical. 
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CHECKLIST FOR
 

ENVIRONIMENTAL IPACT IDENTIFICATION AND EVALUATION
 

CnLIIN I COLUIHN 2 COLLUN 3 	 COLLUIN 4, 

.1ST OF SE.ECTED CRITICAL 	 LEVEL OF PROGRAM/PROJECT COMPONENTS EIIROIFENTAL NATURE OF 

-.hIRO1IENTAI. 	 PROJECT 

CONCERN* POSITIVE (-) 

• CONCERNS 	 LIKELY TO CAUSE CHANGES PROIBAiBLE INPACTS-NECATIVE (-) 

{) 	Valualul Natural Resources C Site Location of Projects (+) Cosistency in Siting Pro-

Forests, Wetlands, Minerals jects with Comprehensive Land 

Erec. Use Plans Will Lead to im
proved Urban Growth Pattern &
 
Prevent Loss of Natural
 

Resources, Particularly
 

Forests & Wetlands.
 

D) 	Open Space/Recreatlon
 

Lands U
 

F! 	r.nniral 1Balance of the P (+) Development of Site Se

rhe Area/Region 	 lection Criteria & Their
 

Strict Application Will
 

Ensure That the Capacity of
 

Natural & Human Ecological
 
Systems will Not be Exceeded
 
by Project Requirements. Im

ple,-entatlon of the Site Se
lection Criteria will Assist
 

in Preserving the Ecological
 

Balance in the Areas of
 

Development.
 

7nl,,nn 2 Symbols: NA -- This area of Concern is not applicable to the country, region of the proposed 

project. 
U -- Tfhilsarea of Concern is unlikely to be of iAportance. 

-- This area of Concern is potentially of importance. 
'-- of Concern is considered critical.This area 
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COI.IuN I COLMN 	 2 COLIN 3 

LIST" OF SF.IrTF CRITICAL 	 LEVEL OF PROC/PROJECT CO,~MPONENTS 

LIKELY TO CAUSE CHANCESF.*NVIlit.II.IA. CONCERNS 	 PROJECT 
CONCERN* 

4. 	Ecologicnl Cnnsequence from(
 
Tntrodiicing New or Different 


Technological Systems 


Associated with Community 


Infrastructure 	 & Services: 
Potable Water Supply & Dis-

C tributionA) W ter Consumption Versus 
Sanitary Sewage CollectionSupply Limitations 

& Disposal 


I) 	 Energy Iltt'lrimc-ts Provision of Electricity 

C) 	Amhient Air" Quality U
 
C) 	14a-er Quality C Sanitary Sewage Disposal 
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Of 
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NA 	-- ilisCol.,lin 2 Symbols: 


project.
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ern Is cnia Ider.-d critical.
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FORCHECKLIST 

ENVIROI4ENTAL IMPACT IDENTIFICATION 
AND EVALUATION
 

COLUMN 3COLUMN '2
COLUMN I 


LEVEL OF PROGRAM/PROJECT COMPONENTS 

LIST OF SELECTED CRITICAL TO CAUSE CIIANGESLIKELYPROJECTCONCERNSENVII1Of1I".FN'rAL CONCERN* 


F) Population Density 
U
 

G) i1ooiqlng Location U 

3. Fffecr on Public Mealth and
 

General Wel-Being: P(+)
onamu flc-be Disease
C 

l
disea
A)Conrol Cnditonsproved
lleath 


ioaltli Conditions 


Total Housing Program 

Population
RelocationDisplacementof and U 

COLLHN 4
 

ENVIROM.1ENTAL NATURE OF 

PRC2ABLE IMPACTS-NEGATIVE 
(-) 

POSITIVE (+) 

Proposed Shelter Solution
 

and Related Infrastructure 
Im-


Personal Hygiene and
 
provements Will Result in Im-


Life for
Overall Quality of
ubro
eriiet~ 

Project Beneficiaries. H1ow-


Potential Sources and Types
 

of Disease Vectors May Be
 

Reduced, They May Not Be
 

Totally Eliminated.
 

the proposed
 

Tils area of Concern is 
not applicable to the country, region 

of 


NA --C3lulun 2 Symbols: project. 

area of Concern is unlikely 
to be of importance. 

U-- This 
area of Concern is potentlally 

of importance.
 
S-- This 

area of Concern is considered 
critical.
 

- -- This 



CHECKLIST FOR
 

ENVIROMENTAL IMPACT IDENTIFICATION AND EVALUATION
 

COLLN 4
COLIMN I 	 COLUIN 2. COLM*N 3 

LIST OF SELECTED CRITICAL LEVEL OF PROGRA/PROJECT COMIPONENTS ENVIRONIENTAL NATURE OF 

TO CAUSE CHANGES PROBABLE IMPACTS-NEGATIVE (-)ENVIROUIENTAL CONCERNS 	 PROJECT LIKELY 
POSITIVE (+)
CONCERN* 


(+) Employment & Income Gene-C) Employment/Income U 
ration Opportunities in theGeneration 
Construction Trades Will Be
 
Moderately Increased and Are
 

Expected to Occur Over a
 

Short-Term Period of five
 

years.
 

D) 	 Land Tenure and/or 
St;ability of Human 
Settlement Areas 	 U
 

(+-) Voluntary Adjustments in 
E) 	Income Expenditure 


Income Expenditure Patterns
U 

Will Occur as a Result of the


Pattern 


Program's Requirement of Cost 
Recovery. tolerable Limits
 
Will Be Established to Avoid
 

Financial Hardships. 

Column 2 Symbols: NA -- This area of Concern is not applicable to the country, region of the proposed 

U -

project. 
'his area of Concern is unlikely to be of importance. 

P-- This area of Concern is potentially of ifportance. 

C -- Thils area of Concern is considered critical. 
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ENVIRONMENTAL IMPACT IDENTIFICATION AND EVALUATION 

COLUHN 4COLIMN 2 COLUMN 3COLUIMN 1 

LST OF SELECrED CRITICAL 

ENVTIPIIENTAL, CONCERNS 

LOCATIONAL FACTORS POTENTIALLY 

IMPACTING PROGRAM/PROJECT 

1. 	Natural Hazards:
 

A) Seismic DIturbances 


B) 	Floodlng/Iligh Water Table 


C) 	Droughts 
D) 	Tornados, Hurricanes or 


Sirroccos 


E) 	Landslides, Rock Slides, 


or Unstable Slope 

Condi tons 


F) Fires 


G) Soil Stability-Shifting
 

Sands, Expanding Clay, 

Erosion, etc. 


LEVEL OF 
PROJECT 

CONCERN* 

PROGRAM/PROJECT 
LIKELY TO CAUSE 

COMPONENTS 
CHANGES 

ENVIROUIENTAL NATURE OF 

PROBABLE [IPACTS-NEGATIVE 

POSITIVE (+) 

(-) 

C 

C 

NA 

C 

C 

U 

Site Location of 

Site Location of 

Projects 

Projects 
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lection Criteria & Conducting 
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Project Design Studies Will 

Avoid the Potential Hazards 

and Adverse Impacts Associa

ted with These Natural lla

zards. 

C 

This area of Concern is not applicable to the country, region of the proposed

Column 2 Symbols: NA --

project. 

This area of Concern is unlikely to be of importance.U --

S-- This area of Concern Is potentially of importance.
 

This area of Concern Is considered critical.
C--
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CHECKLIST FOR
 

ENVIRONMENTAL ]IPACT IDENTIFICATION AND EVALUATION
 

COLN I COLUMN 2' COLUIN 3 COLLWN 4 

LIST OF SELECTED CRITICAL 

ENVIROtMENTAI, CONCERNS 

LEVEL OF 

PROJECT 
CONCERN* 

PROGRAM/PROJECT COMPONENTS 

LIKELY TO CAUSE CHANGES 

ENVIRON.IENTAL NATURE OF 

PROBABLE INIACTS-NEGATIVE (-) 
POSITIVE f+) 

2. Environmental Health Problems: 

A) Water Quality 

B) Climate and Ambient Air 

Qua i ty 

C) Exposure to Communicable 

Diseases 

D) Man-Made Nuisance--Noise 

Odors, Toxic Materials, 

etc. 

3. Availability and Capacity of 

Basic Community Infrastruc-

ture and Services: 

A) Transportation--Accessabi-
lIty to Jobs, Services, etc 

C 

U 

P 

U 

U 

Potable Water Supply 

Sanitary Sewage Disposal 

Potable Water Supply;Sani

tary Sewqge/Solid Waste 

Disposal 

Site Location of Projects 

(+) 

improved Housing and General 

Environmental Health Condi

tions Should Reduce Exposure 

to Health Risks. 

(+) Anticipated Location of 

Housing Projects Will Be in 

Existing Urban Centers With 

Convenient Access to Public 

Transportation. 

B). Water Supply and DJstri-

bution 

C) Sewage Collection, Treat-

ment and D'sposal 

C 

C 

Potable Water Supply and 

Distribution 

Sanitary Sewage 

(+) Site Selection Criteria 

and Development Feasibility 

Analyses will Ensure Availa

bility and Adequacy of Water 

and Sewerage Services. 

D) Health Care U 

of Concern is not applicable to the country, region of the proposed
Coluniv 2 Symbols: NA --	 This area 

project. 

U -- This area of Concern is unlikely to be of importance. 

F -- This area of Concern is potentially of importance. 

-- This area of Concern is considered critical. 



CLECKLIST FOR 

ENVIRONMENTAL ]IPACT IDENTIFICATION AND 
EVALUATION
 

COLLMN 2
COLUHN 1 

LEVEL OF 
LIST OF SELECTED CRITICAL 


PROJECTCONC.RIJSENVIRO!'NENTAL 
CONCERN* 


E) 3olid Waste Collection
 
U
and Dlsposa] 


Growth and
4. 	 Urban/_RegI,1(ona1 

Land Ise Conslderotons 


A) Strains on the Capacity of C 


Systems
Existing Natural 

(Food Prodtction, Water 
Suplysem or Mar,-Made(Pubic. ran,-peSupply, etc.) 


(Public Transport,Systems 
Supply, Schools,
 

Electrical 

(etc.) Due to Prevailing 

Physical Growth Pattern
 

of Urban Center(s) Antici

pated to Be Possible 1IG Sites. 

) iL-if-able Important 


Env)Ironmtital Resources 
by the ProcessThreatened PAdoptionofhraenedzat. 

of 	 Urbanization. 
U
and Wildlife Habitats 


NA-- This area of Concern is not 
Column 2 Symbols: project. 

COLUMN 3 

COMPONENTSPROGRA/PROJECT 
TO CAUSE CHANGESLIKELY 

Storm Drainage 

Potable Water Supply 


Sanitary Sewage Disposal 


COLUHN 4 

NATURE OFENVIROt IENTAL 

PROBABLE IMPACTS-NEGATIVE (-) 

POSITIVE C+) 

Compatibility Between Se

lected Project Sites and Land
 

as Well as Ecologi-
Use Plans 

cal/Infrastructure Constraints
 

will be Evaluated as 
Part of
 

Site Selection Criteria to
 
Avoid or to Minimize Impacts
in 	 These Areas. 

(+) Protection of Environmen

tally Sensitive Resources Will 

Be 	 Affordable Through the 
of Strict Standards 

Site Selection andGoverning 

Project Design.
 

the proposed

applicableto the country, region of 


This area of Concern is unlikely 
to be of importance.


U--
area of Concern is potentially 

of importance.
 
--	 Tills 

critical.of 	Concern is considered ..-- This area 



CHECKLIST FOR 
ENVIRONMENTAL IMPACT IDENTIFICATION AND EVALUATION
 

COLLJN I COLUIJN 2 COLMIN 3 COLUIN 4 

LIST OF SELECTED CRITICAL LEVEL OF PROGRAM/PROJECT CONPONENTS ENVIRO*1ENTAL NATURE OF 

ENVIRONIENTAL CONCERNS PROJECT LIKELY TO CAUSE CHANGES PROBABLE IMPACTS-NEGATIVE (-
CONCERN* POSITIVE (+) 

Unique Natural Areas U 

Scarce or Cri tical Raw Material U 

Column 2 Symbo s: NA -- This area of Concern is not applicable to the country, region of the proposed 

project. 
U -- This area of Concern is unlikely to be of imp6rtance. 

P-- This area of Concern is potentially of importance. 

S-- This area of Concern is considered critical. 



COLIMN I 

LIST OF SELECTED CRITICAL 


ENVIROMENTAL CONCERNS 

Wetlands 


Agricultural Lands 


Flood 

Forest 

Historic, Archaeological and 


Culturally Significant Sites 


CHECKLIST FOR
 

ENVIRONMENTAL IMPACT IDENTIFICATION AND EVALUATION
 

COLUMN 2
COLMIN 2 


LEVEL OF PROGMA,/PROJECT COMPONENTS 


TO CAUSE CHANGESPROJECT LIKELY 

CONCERN* 


P Total Houaing 	Program 

P Total Housing Program 

C Total Housing Program 

C Total 11ousing Program 

U Total Housing 	Program 

COLWIN 4 

ENVIROMIENTAL NATURE OF
 

PROBABLE IMPACTS-NEGATIVE (-) 

POSITIVE (+) 

(+) Protection of Environmen

tally Sensitive Resources Will 

Be Afforded Through the Adop

tion of Strict Standards Go

veining Site Selection and
 

Project Design.
 

the proposed
 
area of Concern is not applicable to the country, region of 


Column 2 Symbols: NA--	This 

project.
 
This area of Concern is unlikely to be of importance.
U --

This area of Concern is potentially of importance.
P--

-C-- This area of Concern is considered critical.
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ANNEX K 
TRAIIM AND TECHNICAL ASSIS'TW PROGRAM 

The U.S. Government and AID have adopted ambitious goals for 
improving the econcmic climate in general and the welfare of the poor in 
particular in Central America. Given the overall resource constraints, both 
internationally and domestically, the Central American Countries are going to 
have to achieve essential levels of economic growth with acceptable levels of 
social equity for their poorest citizens through resource conserving 
strategies, new policies which enhance the role of the private sector, 
improved institutional structures and performance, appropriate technologies, 
and human resource development. 

The National Bipartisan Ccmmission on Central America, the 
Congress in the Jackson Plan, and AID all have recognized that these ambitious 
goals cannot be achieved without greater attention to the importance of 
training and the strategic use of technical assistance. This renewed emphasis 
is found in all of the key development sectors such as agriculture, industry, 
health and education. However, thus far systematic shelter and urban 
development training and technical assistance efforts are lagging behind and 
require urgent attention. 

Both capital and human resource constraints must be addressed in 
order to increase production to achieve the Jackson Plan goals of 25% increase 
in the production of housing and a 25% increase in water and sewer coverage 
for low income families over the next five years. Increased training and 
technical assistance efforts will have an essential role in generating the 
skills, capacity, and knowledge required to successfully achieve these 
development goals within the overall national constraints faced by the Central 
American Countries. 

The Office of Housing and Urban Programs recognized several years 
ago that additional emphasis needed to be placed on training and the use of 
technical assistance. Recent evaluations, including the study by Booz, Allen 
and Hamilton, have served to reinforce our focus on training. One of the 
conclusions of that study was that while PRE/H had been fairly successful in 
advocating policy changes and in producing shelter solutions, we were falling 
far short of the mark in terms of institutionalizing those changes in any 
permanent form. They stated, specifically, that "the government should 
prepare, in conjunction with its counterpart agencies, a plan for staff 
development. This plan must recognize the extraordinarily long time-frame 
required for building institutional capability". 

Nowhere is the need to create institutional capability more 
prcnounced and more desperately needed at this time than in Central America. 
Three new democratically elected governments now exist in Guatemala, Honduras 
and Costa Rica. Administrative changes, as a result of these power shifts, 
are far-reaching within the civil service and 
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often affect even lower level managers. 
Many of the personnel trained in
 
the past, have vacated their current posts.
 

This phenomena is new,not nordramatically in the future. 
is it likely to changeit is an institutional constraint that the
project must overcome by adopting a wore systematic approach to trainingand technical assistance, with the focus more on institutions than

individuals. 

2. i(ey Issues
 

The continuing scarcity of capital resources for investmentand recurrent expenses in Central Aneri.ca requiresto the increased that emphasis be givenmcbilization and efficient allocation and use of shelterand urban development resources. Training and teclhnical assistanceefforts in support of shelter and urban development, therefore, should be
directed on a priority basis towards that goal. 
The key issues which
will need to be addressed at tie policy, program and project level
 
includes:
 

a) Private Sector Nkbbilization and Support 

in a capital resource constrained development situation
progress cannot be sustained through reliance primarily on public sector
investment. 
Training and technical assistance efforts should support and
facilitate a shift from a focus on pub..ic sector led shelter and urban
development to an enhanced private sector role. 
The goal should be to
involve the private sector more fully in shelter and infrastructure
activities, not merely as executing contractors for public sector
agencies, but in the design, financing, and assembly of programs and
projects. 
Particular support is required for the construction sector
which is severely underutilized, with corresponding negative effects on
national economic development and the generation of employment and
incomes.
 

b) Improved Cost Recovery
 

Affordability and the developnent of solutionsafiordabLe to low income households and improved cost recovery will beessential to reduce subsidies, to ensure an adequate flow of funds and
contribute to the replicability of shelter and infrastructure programs
and projects. 
In order to achieve this goal, training and technical
assistance efforts are required at both the policy and technical level
directed at the revision and development of affordable norms and
standards for physical development; better project design, the promotion
or effective community participation; realistic tariffs and users fees,
and better billing and collection procedures,
 

c) Improvec] Managenent cf Existing Assets 

Much greater emphasis is required on the rehabilitation,
 
operation and maintenance of existing facilities and systems to make more
 

http:Aneri.ca
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efficient use of scarce capital resources to improve often inefficient, 
underutilized capacity. In the case of water and sewer systems, more 
efficient and effective maintenance planning, leak detection and repair, 
etc. needs to be emphasized. 

d) Upgrading of Urban Management and Finance Capacity 

The capacity and performance of urban agencies, 
particularly national infrastructure authorities and local governments, 
to manage, finance and provide urban services and functions will need to
 
be strengthened. Particular emphasis will be required in the development
 
of policies and programs for improvements in selected municipal finance 
systems related to the planning and implementation of urban shelter and 
infrastructure. 

e) Reactivation of National Housing Finance Systems 

The continuing economic and fiscal situation in each 
country has created severe problems and disequilibrium with respect to 
the mobilization and effective utilization of domestic resources, both 
public and private to provide housing finance for construction as well as 
long term mortgage funds. Training and technical assistance will be 
required to assist senior public and private sector policy makers and 
management in each country to understand the problems and opportunities 
related to sector finance, and to implement those structural reforms and 
operational adjustments necessary to reactivate national housing finance 
systems and to strengthen the sector's effective participation in 
national socio-econmic development. 

B. Implementation Strategy 

The CABEI Project seeks to increase the availability of shelter and 
inirastructure services and to strengthen the existing capacity of CABEI 
and national public and private institutions to provide these solutions 
and services. 

The training and technical assistance program is designed to ensure 
project success in achieving its production targets and in developing the 
capacity of regional and national institutions which will be required in 
subsequent years. 

The following strategic implementation guidelines provide the 
essential basis for ensuring the efficiency and effectiveness of the 
training and technical assistance program. 

1. Strategic Objective 

The goal is to improve project implementation and the 
knowledge and skill levels of shelter and urban development professionals
 
as well as strengthening the capacity of their institutions. The 
training and technical assistance objective, therefore, is to 
dramatically increase the number of trained professionals in the region 
and to institutionalize improvements. 
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2. Basic Approachi 

'Ihe training and technical assistance program will provide
participating ,:eogic-..z .I arid : ational institutions with the skills, 
kncwledge, syst-ms ,ir.,J pro¢y.edures necessary to meet project
impiementatioi reaui-J:.evetnts while ensuring the progressive mobilization 
ard develoj-,-nt of the t&> nicl, management and policy base which will 
be needed to instituV.inu-i.jze project related improvements. Training and 
technical ,:iisi.tance ctivilti.es will be focussed on CABEI at the regional
level and r r Vioi n. .rtermediary financial institutions in each 
country, and i.l1 b carricd ot as two discrete but interrelated streams 
of activity.
 

Figure I shcms the conceptual framework for developing and
 
implenentinqg the trai.ning and technical assistance streams of work in a
 
mutually reinforcing manner to achieve project goals and objectives.

Four stages of activity are pLu-ined over the five year period: 1)

investigation a-id "l:uiniu(j, 2) strategic and operational planning, 
 3)
implementation and iJ.-..itutional develop-nent; and 4) consolidation. The 
basic apprcvch to *be folloc.ed at each stage is briefly described below. 

Stage I: Tnvestigation and Analysis 

A regional. seminar on shelter and urban development policies
focussed on the ministerial level of national governments will be held by
INCAE in Noveunber, 1986 (a, tie last event under INCAE's current
 
contract). T-at se:,,-inar will provide the point of departure for this
 
project's training and- technical assistance activities.
 

Folow UP trai.ning activities will be focussed Mn
 
investigation of shelter and urban infrastructure policies and programs

in each country an the identification of problems and constraints.
 
Follow up C hnical assistance activities will consist of the preparation
of project pro -sa ..s;, axid loan agreements, and the establishment of 
operational systems a-d procedures required for effective implementation
 
at the national ar regionai levels.
 

A nat:i.onni sepm.nar will then be held in each country to 
discuss the results of the work carried out and to identify the key
ccnstraints and opportunities facing the CABEI program. The discussion 
and decisions reach&J. in these seminars will set the firm base for Stage
2 implementation. 

Stage 2: Strategic and Operational Planning and 
Implementation 

Both the training and technical assistance streams of 
activity v_1 be focussed on CABEI and the participating national 
institutios in each country. Technical assistance will be directed to 
the technical and operative instrumentation of each institution's work 
program. Training, through the design and implementation of seminars at
 

http:folloc.ed
http:ctivilti.es
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the national level, will assist participating institutions to identify 
objectives and strategies, and the policies and administrative/financial 
changes required for effective implementation. 

A regional seminar will be held for participating 
institutions at the end of the first year (and each subsequent year) to 
review project results, to discuss policy and technical problems
encountered, to share solutions, and to provide the firm basis for 
planning the following year's training and technical assistance strategy 
and work program. 

Stage 3: Implementation and Institutional Development 

During the second year of the project, the training and 
technical assistance effort will continue to support effective project
 
implementation, increasingly focussing on the specific technical and 
policy and operational constraints faced by individual institutions. 
Technical assistance will provide the technical skills required and 
support the changes in technical systems and procedures which are 
required. As policy and administrative financial operating constraints 
are identified, these will be fed into the training stream of work, and 
spec.alized training workshops and seminars developed to meet specific 
needs. Other training activities will focus on larger institutional 
constraints in the areas of policy development and strategic operations 
management. 

The end of year regional seminar will once again review the 
experience of participating institutions, to share ideas and -solutions 
and to set the basis for the planning of future training and technical 
assistance to meet identified needs. 

Stage 4: Consolidation and Institutional Development 

Training and technical assistance streams of work during 
subsequent years of implementation will continue to be based on operating 
experience and the needs of specific institutions. Increasing attention 
will be given to providing the support required to consolidate project 
experience in terms of changes in overall institutional policies and 
operating systems and procedures for the future. 

Coordination and mutual reintorcement between the two 
activity streams will be the responsibility of the long-term resident 
advisors assigned to the PHUD0 office. Planning and coordination 
workshops will be held on a regular basis throughout the project period 
to ensure the fullest possible integration and camplementarity of the two 
activity streams. 
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a) Training Implementation Strategy
 

The training component will be directed at institutional 
policy and strategy development, and the strengthening of the 
administrative and financial organization and management. The vast 
majority of training courses and seminars will be national in scope and 
designed to meet the specific development situation of each country and 
the needs of its participating institutions. This seems sensible given
the major differences in the development situation in each country and 
the variety of institu' ons involved. It will also permit a closer 
policy dialogue to meet individual Mission ard country objectives. 

'These activities will be cmplemented by annual regional
seminars designed to provide the opportunity for representatives of 
national implementing agencies to meet at the regional level to ccmipare
experiences, to jointly evaluate problems and opportunities, and to 
establish priorities for the following year's training and technical 
assistance program. Sustained implementation support will be provided to 
CABEI throughout the project period, through seminars and worksbcps
focussed on key policy and strategy issues and on its administrative and 
financial management systems. 

First year training activities will be based on an
 
analysis of national shelter and urban development policy and operational

constraints and directed at the joint development of project
implementation objectives and strategies with each participating 
institution. Based on implementation experience, second year training
activities will be designed to support the resolution of priority policy 
and operational problems identified by each institution. During the
 
third year, training will be further focussed on individual institutional 
development and provide the basis for institutional consolidation efforts 
during years four and five. 

b) Tecnical Assistance Strategy 

iuring the first year intensive levels of technical 
assistance will be provided to CABEI and participating national
 
intermediary financial institutions to convert th ; preliminary 
infrastructure project proposals into concrete projects and loan
 
agreements and to establish capmacity for future project development,
 
project evaluation and policy dialogue. The streamlining of CPBEI 
project review, the establishment of field supervisory operations, and 
the delegatioDn of project supervision at the national level will be 
required. bupport will also be provided to CABEI and participating 
national institutions to establish systems and procedures and capacity 
for carrying out environmental impact assessment for proposed programs 
and projects. 

Simultaneous efforts will be required in the housing 
sector directed to improve the capacity of national finance systems and 
private financial intermediaries through policy and operational 
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improvements. Technical assistance will also be provided to improve the 
capability of private sector developers to plan and implement low-cost 
housing projects, and to improve the cost recovery rate for both public 
and private institutions.
 

Regional technical workshops will be held for 
implementing institutions each year to review the tecmical problems 
experienced and to discuss technical options related to cost recovery 
revenue collection, etc.
 

In subsequent years, short term technical assistance in
 
support of the infrastructure component will be based on the individual 
needs of implementing institutions in such matters as cost-recovery and 
revenue collection teciiques, tariff structuring, application of 
betterment levies, automated billing, etc. Technical assistance in the 
housing sector will seek to consolidate and strengthen the private sector 
role and capacity in housing finance and production. 

Troughout the project period substantial efforts will 
be required not only to establish project implementation policies and 
operational procedures, but to institutionalize these changes. The 
integral development of specific training activities will be required to 
complement and consolidate the results of the technical assistance effort. 

C. Program Components 

The specific characteristics of the two basic components of the 
program are brietly describeu belowa. 

1. Training 

The training component consists of three sub-components as
 
follows:
 

a) Regional and National Training 

The first sub-component of the training strategy for
 
Central America will focus on regional and national training activities 
sponsored through A.I.D./INCAE. INCAE, a regional training institution 
has developed an extremely successful pilot training program for shelter 
and regional development under a regional grant from the Bureau for Latin 
America and the Caribbean and managed by RHUDO. Financing under the 
CABEI project will build upon that effort, to meet project training needs 
and to set the ground work for the creftion of a permanent regional 
training institution. 

INCAE combines rigorous academic standards, a keen sense 
of the need to apply research to the region's problems, and an awareness 
of the pragmatic implications of applying their development theories to 
practice to the training role they .nave assumed. The effective 

aintegration of INCAE within the program will not only provide 
high-powered, clearly structured and integrated training program, but 
will expand this regional 



-8
institution's understanding of, and capacity to respond to shelter and
urban development problems. 

b) On-the-Job Training 

The focus of on-the-job training will be in the area ofmunicipal management. The objectives
are will be to select candidates whocurrently in charge of specific municipal services and send them towork with either a U.S. or a Latin American municipality whichcurrently grappling with similar problems 

is 
or has developed a creative andpractical solution to a particularly relevant problem. Existing linkagesbetween U.S. cities and Central American cities will be strengthenedsimilar relationships will be fostered 

and 
for sponsoring on-the-job trainingin the more advanced Latin American countries. 

c) U.b. Training 

The objective of training in the U.S. will be to developspecific individual skills which are in short supply in the region andwhich cannot be provided reqionally in timelya manner. Areas currentlytargetted for U.b. Training include management of urban services,personnel management and internal staff development programs,environmental planning and design, mortgage finance, construction

planning and financial management.
 

Candidates for U.S. Training will be selected frcm amongthe senior staff of shelter and urban development institutions basedtheir committment and the potential to effectively use 
on 

and transmit thespecialized skills learned. Language training will be provided

in-country prior to departure recuired.
if 

2. Technical Assistance 

The objectives of technical assistance are twofold. 
At the
project level, technical assistance will be designed principally toexpedite project implementCation and production. At the policy level,technical assistance will be designed to set the general policy frameworkand goals to be achieved by providing short term inputs, and,importantly, mostto provide a strengthened presence in the region to bolsterRHUDO/CA's policy dialogue. Technical assistance will take two forms:short-term experts ana long term resident advisors.
 

The financing of long term resident advisors will beespecially important in developing a more systematic approach to the
achievement of project goals and objectives and to institutionalizing
these policy changes in each of the four uuuntries. The residentadvisors will be responsible for assisting in: 1) the implementation of
the specific steps required to achieve the policy agenda established by
the RHiUDO, the Missions and for eachROCAP country and CABEI 7 2)identifying tasks and experts required to achieve specific changesi and3) ensuring the effective interface and coordination of the technicalassistance and training streams of project activity at the project, 
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program and policy levels. The three long term resident advisors 
attached to RHUDO will include an Urban Development Advisor, a Housing 
Finance Advisor, and a Training Coordinator. A fourth expert in 
betterment taxation will be assigned to work with the Municipality of 
Guatemala and will be available for consultations in the region. 

D. General Implementation Program 

he general implementation program for training and technical 
assistance seeks the most effective utilization of available resources to 
respond to the project's priority implementation needs while 
progressively developing the policy and institutional setting for shelter 
and urban infrastructure development on a sustained basis after project 
completion.
 

1. Preliminary Work Program 

The nature of the CABEI Shelter and Urban Development project 
and its complexities (i.e. four countries, a variety of potential 
participating institutions with unique needs, project and policy 
objectives, etc.) precludes the a priori definition of specific training 
and technical assistance activities throughout the five year project 
periLod. TIhis section, therefore, describes the major stages of program 
development related to the anticipated types of technical assistance and 
training activities required.
 

Annual Focusses 

FY87: Project and Policy/Strategy Development 

The first year of the project training and technical assistance 
activities will support the preparation and funding of projects and 
implementation startup, and the development of project objectives, 
policies and strategies with CABEI and the participating national 
institutions. The types of activities planned and levels of effort are
 
as follows: 

a) Training 

CABEI 
- Assist in the establishment of CABEI's overall projqct 
objectives and implementation strategies 
- Improve financial planning and systems 
Housing Fund 

to recapitalize the 

National Governments and Participating Institutions 
- Investigate/Review national policy context for shelter and 
urban infrastructure development 
- Develop project implementation objectives and strategies 
with participati"ng institutions. 
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- Develop linkages and opportunities for on-the-job training 
- Identify needs for U.S. training and potential training 
locations.
 

b) 	Technical Assistance
 

CABEI 
- Streamline CABEI project review process 
- Establish decentralized project management capacity 
- Establish policies and criteria for 	project appraisal
 
- Develop capacity and guidelines for impact assessment of 
projects.
 
- Implement workshops on environmental impact assessment 
techniques, systems and procedures. 

-Infrastructure 
- Improve cost recovery in existing upgrading programs
 
- Improve technical capacity of participating institutions to 
carry out project planning and design 
- Support participating institutions in project startup 
activities
 
- Implement workshops on cost recovery techniques, systems 
and procedures. 

* 	 Homsing 
- Support policy and operational changes to increase S&L 
participation 
- Improve cost recovery rate for public institutions
 
- Develop strategy and plan with C maras de Construcci n to
 
improve capability of private sector developers to plan and
 
implement low cost housing projects. 

FY88: Project Implementation and Institutional Development Support 

a) 	 Training 

* 	 CABEI 
- Implement management and financial planning policies and 
improvements 
- Support recapitalization of Housing Fund 

* 	 Participating National Institutions 
- Support cost recovery policy and strategy develnrptent 
- Provide support to improve management and financial 
operations 
- Start on-the-job training activities for selected
 
institutions and individuals.
 

b) 	 Technical Assistance 

* 	 Infrastructure
 
- Provide techmical support to improve cost recovery
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- Monitor and support project implementation
 
- Support development of self-financing mechanisms (tax
 
systems, tariff structures, new cost recovery instruments).
 
- Continue cost recovery workshops.
 

* 	 Housing 
- Increase participating of private S&L 
- Support aesign and implementation of savings mobilization 
programs
 
- Assist private developers in affordable project design and 
low-cost housing develcnent construction planning and 
management 

FY89: Institutional Development Support and Consolidation 

a) 	Training
 

CABEI 
- Support institutionalization of infrastructure program 
- Support continued recapitalization of Housing Fund 
- Improve overall financial planning and equitable 
distribution of funds on a regional basis 

* 	 Participating National Institutions 
- Improve administrative and financial planning and operations 
- Institutionalize cost recovery policies and procedures 

b) 	 Technical Assistance 

* 	 Infrastructure 

- support implementation of new financial mechanisms as 
required 
- Expand program to other cities
 
- Continue support for cost recovery
 

Housing 

- Support increased S&L participation and strengthen 
administration and financial management 
- Support cost recovery and collections systems and procedures 

Increase private developers capacities and participation in-
low-cost housing development
 

* 	 First Interim Evaluation 

FY 90 & FY91: Consolidation and Future Planning (1OP Achievements)
 

Many of the FY89 activities will continue on in FY90 and FY91, and 

will be based on actual performance, achievements and needs. The end of 
project policy achievements expected from the training and technical 
assistance effort are quantified in the Log Frame and are offered in more 
detail on the next page.
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a) 	 CABEI 

* 	 Developed capacity to finance and monitor small scale 
inrrastructure projects, and a strengthened environmental 
impact analysis capability. 

Housing Fund recapitalized and earning a profit by 1992/1993. 

* 	 CABEI has developed and implemented improved financial 
planning techniques, including methods of marketing loans 
whose terms are subject to CABEI's cost of resources 
(including administrative costs).
 

CABEI has strengthened its regional role in promoting
 
economic development in Ceitral America.
 

b) 	 Infrastructure 

* Infrastructure agencies and municipalities have improved 
managerial, financial and planning capability, including
implementation of the use of reports on collections as well 
as cash flow and audits as standard control tools. 

* Infrastructure agencies have contracted a substantial level 
of functions to the private sector, including 75% of the 
construction of investments under this program. 

* 	 Full cost recovery an adopted goal and at least six 
infrastructure agencies and municipalities have introduced 
new cost recovery strategies, mechanisms, or pricing 
policies..
 

* Infrastructure services have been expanded to secondary 
cities.
 

New self-financing mechanisms have been adopted and 
environmental aspects integrated into planning and design. 

c) 	 Housing 

* Private S&L's participating in construction of low-cost 
housing.
 

* Private S&L's have found program profitable to continue 
without external resources and eight financial institutions 
have revised their lending rates upwards. 
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Private S&L's financial viability has been strengthened by
 

influx of TA and funds.
 

Private S&L's have improved their financial position by
 
mounting savings mobilization campaigns.
 

Private and public shelter finance institutions are using 
reports on collections as well as cash flows and audits and 
standard management tools and have dramatically improved 
rates of loan recuperation: private institutions are able to 
achieve at least 95% recovery on their total portfolio and 
public institutions are able to reduce their total 
delinquencies outstanding by 25%.
 

Public sector institutions have devolved majority of
 
responsibilities to private developers, including 100% of the
 
construction financed under this project.
 

At least two major infrastructure maintenance
 
responsibilities have been contracted to the private sector,
 
e. g., meter maintenance, well operations. 

Private sector developers recognize profitability of low-cost 
construction and will continue their participation. 

* Environmental aspects integrated into planning and design. 
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The table presented below shows the estimated level of effort for 
training technical assistance over the five year period. 

ESTIMATED ANNUAL LEVEL OF EFFO~r 

TYPE OF SERVICES FY87 FY88 FY89 FY90 FY91 TOTAL 

1. Training 

* Regional and National 

a) 
(Number of Events)

CABEI Wobrkshops 2 3 2 7 
b) tegional Seminars 
c) National Seminars 

1 
4 

1 
5 

1 
5 

1 
5 3 

4 

20 
d) Technical Workshops 

Total Number of Events 
2 
9 

1 
10 

2 
9 

1 
-4 -1 

6 
37 

On-the-job 
(in person months) - 2 6 6 6 20 

* U.S. training 
(in person months) 3 5 7 - 15 

2. Technical Assistance 
(in person months) 
a) Long Term Advisors 

-3 regional 
-1 Guatemala 

18 
12 

18 
6 

18 18 72 
18 

b) Short Term 
-Infrastructure 18 5 3 2 28 
-Housing
-Evaluation 

Total Person Months 

5 

53 

6 
1 

41 

5 

37 

2 
1 

36 
4 

10 

18 
6 

177 

2. Technical Organization and Management 

The systematic assignment of roles and responsibilities for
the development of the various components of the training and technical
assistance program will be essential to the program's success in meeting
project objectives both short and long term. The anticipated
institutional roles and responsibilities are as follows: 

a) USAID 

The process of planning and implementation of the
training and technical assistance program will provide significant
potential for the RHUDO, 14)CAP, and the Missions to influence the future
directions of shelter and urban development in the region and each 
country, and to progressively intensify support for the development of 
coherent national policies, programs and investment initiatives tailored 
in support of national and economic development. 
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In order to realize this potential, substantial 
technical involvement of the RHUDO, ROCAP, and the Mission will be 
required at all stages of planning and implementation, including: 

* Policy Dialogue, Coordination and Development 

The RHUDO will establish the specific policy agenda to 
be pursued in each country with the Missions and RDCAP. RHUDO and the 
Missions will establish the parameters of the policy dialogue to be 
initiated with implementating agencies in each country. These efforts 
will provide the policy basis for the development of the training and 
technical assistance program to support policy objectives. 

The long term resident advisors will be utilized to not 
only to provide direct technical assistance required to achieve those 
policy changes, but to ensure that the overall training and technical 
assistance program is designed and implemented in a manner which 
maximizes the effectiveness of support for policy changes. 

* Technical Assistance 

The RHUDO will be responsible for establishing the
overall policy and technical parameters for the technical assistance 
effort in conjunction with the Mission. The long term advisors will work 
under the direction of the RHUDO to identify needs, develop scopes of 
work, and to identify and recruit the expertise required in specific 
cases. They will also be responsible for providing follow 
up assistance to participating agencies in order to ensure the effective 
implementation of the recommendations of the short term experts.
Together with short term experts, the long term advisors will implement
discrete technical oriented workshops to achieve specific technical 
assistance objectives. They will also be responsible, on behalf of
RHUDO, for ensuring the effective interface and mutual reinforcement of 
technical assistance and training activities.
 

* Training 

The RHUDO will be responsible for establishing the 
overall policy and technical parameters for the major training effort to 
be carried out by INCAE under contract with CABEI. Semi-annual planning

and coordination workshops held by INCAE will provide the basis for
 
ongoing dialogue and adjustments of the training effort. The long term 
resident Training Coordinator will be responsible for the management and
coordination of the INCAE training program and will monitor training 
program implementation and evaluate individual training events. The 
Training Coordinator will also have primary responsibility on behalf of 
14DO for the development and implementation of the On-the-job Training
and U.S. Training comnponents. 'rhe Urban Development Advisor will be 
responsible for the overall development and supervision of the 
substantive technical content of the INCAE training program, assisted by
the Housing Finance Advisor. 
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b) INCAE
 

INCAE, under contract with CABEI will be responsible for 
planning and implementing the major regional and national training 
camponent, inclding its administrative and financial and its technical 
management. As an integral part of its work program, INCAE will assist 
in the identification of those priority areas in which subsequent and
 
additional training and technical assistance will be required, both short
 
and medium term.
 

The PHUDO's resident urban development advisor and, where
 
appropriate, the Training Coordinator will be responsible on its behalf
 
for: 1) monitoring and participation insubstantive seminar/course
 
development; ensuring that substantive content reflects overall policies
 
and strategic objectives; and, in the identification of specific

participants from each country. The long term resident Housing Finance 
Advisor and the Training Coordinator will actively assist in this 
process, within their respective areas of expertise.
 

INCAE's semi-annual planning and coordination workshops will 
provide the basis for annual planning activities and the continuous
 
regular coordination with the RH1UDO and its advisors and CABEI during 
annual program implementation. 

c) CABEI
 

CABEI will be both a target of project training and technical 
assistance, and a key actor in the identification of priority needs to be 
met in each country. The RIHUZX) advisors and INCAE will closely
coordinate their activities with CABEI management in order to ensure the 
incorporation of their inputs in planning and implementing the training 
and technical assistance effort.
 

3. Roles and Responsibilities of the Long Term Resident Advisors 

Three long term senior resident advisors will be required to 
ensure the effective and efficient implementation of the shelter and 
urban development project and its training and technical assistance 
program: an Urban Development Advisorl a Housing Finance Advisorr and, a 
Training Coordinator. 

The three advisors will work as an advisory team assigned to 
and under the direction of the RHUDO in Tegucigalpa. In carrying out 
their services they will work in close coordination with the ROCAP and 
the Missions in each country. Their basic roles and responsibilities are 
as follows: 
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a) Senior Urban Development Advisor 

services: 
The Urban Development Advisor will provide the following 

* CABEI 

Assist CABEI in planning and implementing substantive 
policies, strategies and implementation systems and 
procedures for shelter and urban infrastructure lending
which: 

i. 

ii. 

iii. 

Ensure the most effective implementation of 
shelter and urban infrastructure projects to be 
financed under the project; 
Permit the decentralized promotion and approval of 
projects and their monitoring and supervision on 
the national level. 
Strengthen the substantive impact of shelter ard 
urban infrastructure loans in support of 
residential and economic activities. 

Central Governments and National Institutions 

Advise central governments 
institutions on: 

and their nati nal 

i. Appropriate urban development policies aimed at 
strengthening the role of local governments in the 
ranagement, financing and provision of urban 
services and functions. Particular areas of 
emphasis will be inprovision of shelter and 
infrastructure. 

ii. Appropriate training and technical assistance 
programs to promote more rational divisions of 
inter-governmental responsibilities for 
decision-making, budgeting, program implementation 
and management. 

iii. Fiscal reforms aimed at expanding the muniqipal 
tax base to provide cities with the financial 
resources to provide basic urban services and 
functions. 

Advise local governments on: 

i. The elaboration of urban development plans and 
regulations, including land use, urbanization 
standards, building codes, and environmental 
issues. 
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ii. 	 Municipal fiscal and administrative reforms that 
will improve the management of the urban area, and 
the provision of necessary urban services and 
shelter, both new and upgraded
infrastructure/housing, to lcM-inccme residents 
and for econcmic development. 

iii. 	Municipal self-financing mechanisms for the
 
expansion and proper maintenance of services and
 
infrastructure. 

* 	 INCAE 

Assist INCAE in the planning and development of their 
tzaining program with respect to: 

i. 	 Identification and communication of substantive 
training needs ar assistance in establishment of 
priorities for training.
 

ii. Coordination of the substantive technical inputs 
of RHUDO, their advisors, and the Missions. 

iii. 	Preparation of annual training plans and prorqams 

iv. 	 Participation in training courses and seminars as 
required. 

* 	 General Training end Technical Assistance 

With the concurrence of the Host Country and as directed 
by RIHUr/CA, the specialist shall carry out the required
training cnd technical assistance resulting from the 
above colisultancies. 

b) 	Senior Housing Finance Advisor
 

The Housing Finance Advisor will provide the following
 
services:
 

* 	 CABEI 

Assist CABEI in developing financial policies for
 
housing and shelter related infrastructures to:
 

i. Ensure the financial health of the Housing Fundy 
and enhance the implementation of cost-recovery 
policies. 

ii. Develop alternatives for regional lending which 
will: 



- Reduce CABEI's problems of shortages and excesses 
of local currenciesi 

- Enhance the repayment by countries in deep
economic and financial difficultyl 

- Improve the availability of hard currency for 
repayment of CABEI'S new hard currency loansl and 

- Ensure the timely disbursement of CABEI loan 

iii Provide technical assistance to CABEI to implement 
the selected courses of action.
 

* Central Governments 

Provide assistance to the Central American Governments 
in the development and implementation of sound shelter 
and infrastructure financial policies. 

i. Assist host governments to develop successful
 
financial policies and effective institutions to
 
meet the shelter and urban development needs of
 
low-income families. 

ii. Advise host governments on the advantages and 
disadvantages of the financial policy and 
implementation options available to them. 

iii. Advise on the host government establishment and 
support for national shelter and urban development 
financial entities, and intermediary financial 
institutions and their fir'ancial policies and 
operations. 

iv. Assist infrastructure agencies and/or 
municipalities to develop financial mechanisms
 
appropriate to permit repayment of loans to 
finance basic services for the urban populations 
in Central America. 

In meeting these objectives the specialist will be
 
expected to develop working relationships with 
Ministries of Planning, Finance and Central Bank 
Presidents, among others. 

National Intermediate Financial Institutions
 

Advise intermediate financial institutions on policies
 
designed to:
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i. 	 Strengthen their financial position; 

ii. 	 Expand coverage to include low-income clientst 

iii. 	 Maintain the value of funds against risks such as 
inflation;
 

iv. 4ihance cost recovery; and 

v. 	 Increase mobilization of resources through savings 
and other methods. 

* 	 Technical Assistance and Training 

Provide substantive inputs into the development of the 
training and technical assistance program, identifying
recruiting and managing short-term experts; and 
participation in direct training activities requested.as 

c) 	 Training Coordinator 

In order to set the strongest possible institutional base for 
a permanent sustained training effort in Central America the Training
Coordinator, under director of the RHUDO, will provide the following
services: 

* 	 Overall Training Development and Support 

i. 	 Assist the RHUDO and Missions in the development
of training strategies and plans to meet long term 
needsi 

ii. 	 Provide technical and management assistance to the 
Missions in implementing training policies,
strategies and plans and related technical 
assistancei
 

iii. 	 Develop and coordinate staff training programs for 
RHUDO and Mission personnell 

iv. 	 Develop linkages with Central American and.U.S. 
training institutions and universities, which will 
be required to support a longer-term program, 

v. 	 Coordinate and promote training and technical 
assistance activities with other international
 
donor 	agencies; 

vi. 	 Identify and mobilize the financial resources 
required to meet medium and long-term training
needs. 
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Training Program Implementation Support 

IWCAE 	 Regional and National Training Program 

i. 	 Assist in annual program planning and budgeting 
and semi-annual coordination reviewsi 

ii. 	 Provide logistical and management coordination 
support for the development and implementation of 
the overall training program and its individual 
events and activities;
 

iii. 	 Monitor and evaluate seminar/course 
implementation, identifying required improvements 
and priority areas for follow up assistance. 

On-the-Job Training 

i. 	 Develop overall policies, strategies and work
 
programsi
 

ii. 	Develop and expand linkages with potential
 
sponsoring organizations and cities in the U.S.
 
and Latin America;
 

iii. 	 Identify participants, organize and manage
 
implementation activities, and coordinate
 
logistical support;
 

iv. 	Evaluate on-the-job training implementation and
 
provide follow up support to individuals and
 
institutions as required.
 

U.S. 	Training
 

i. Identify training opportunities and participants
 
for relevant short term training events offered at 
universities and other training institutions; 

ii. 	 Explore ways of increasing the numbers of AID 
paticipant training candidates funded for raduate 
training study in the shelter and urban
 
development and financing sectorsi
 

iii. 	 Evaluate results and follow up on individual
 
participants.
 

General Coordination and Training Support
 

i. Coordinate training program activities with the 
Missions and with AID Washington units with 
training responsibilities 
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ii. Coordinate with international donor agencies and
 
U.S. training institutions;
 

iii. Provide logistical support to the Missions and 
regional and national agencies involved in the 
training program; 

iv. Provide information on relevant training 
resources, individual trainers, and U.S. and Lati
 
America based training programs and options.
 

Central Governments and National Institutions 

i. 	 Assist selected priority institutions to develop 
overall training policies, strategies and plans; 

ii. Assist selected priority national institutions to
 
develop or improve their internal decision making
 
process, to design career paths, and to develop 
training and staff developnent plans. 

iii. Evaluate results and recommend the types of follo 
up programming and technical assistance required
to sustained institutional development. 

E. 	 Budget 

Over the project period, 36 training seminars and workshcps will 
be held, providing an estimated 108 days of training for approximately 
1,500 persons. Approximately 177 person months of technical assistance 
support will be provided. 

The total budget required for the training and technical 
assistance program over the five year project period is 4,710,000. Of 
this total, 4,000,000 will be provided from ROCAP DA Grant Funds, 
$610,000 from the .HUDO's training and technical assistance budget, 
$25,000 already programmed under the 1OCAP program for environmental 
training for CABEI staff, and t75,000 will be requested from the 1iSH 
assistance project. The budget brealdown is as follows: 

I. 	 Technical Assistance ($000s) 
a) Long Term Resident Advisors 2,105 
b) Short Term Assistance 915 
c) Technical Workshops 250 

2. 	 Training 
a) INCAE Training Proqram 	 1,002
 
b) On-the-Job Training 186 
c) U.S. Training 152 

3. 	 Project Evaluation 100 
TOTAL $ 4,710 



Financial Implementation Plan
 
Suwmary Table
 

Disbursements by Fiscal Year
 
Thousands US$
 

1987 1988 1989 1990 1991 TOTL 

I. Technical Assistance 

1. 	 Resident 543 592 485 485 - 2105 
Advisors 

2. 	 Short Term 380 285 150 100 - 915 

3. 	 Technical 
Assistance
 
Workshops 	 75 50 50 75 - 250 

II. Training 

1. 	 CABEI 25 40 25 15 - 105 

2. 	INCAE 177 339 254 127 - 897
 

3. 	 On-the-Job 62 62 62 - 186 

4. 	 U.S. Training 30 51 71 - 152 

202 471 392 275 - -

Evaluations 25 25 50 100
 

Resources by Source of Funds by Each Fiscal Year
 

CABEI 1000 1238 927 785 4000
 
ICUDO 175 160 125 150 610
 
ROCAP 25 25
 
WASH - 25 25 25 75
 

1200 1423 1077 960 50 4710
 

*1 


