ASTAN DEVELOPMENT BANK TAR: PHI 32499

TECHNICAL ASSISTANCE
(Financed from Asian currency Crisis Support Facility)

TO THE

REPUBLIC OF THE PHILIPPINES

FOR PREPARING THE

DEVELOPMENT OF POOR URBAN COMMUNITIES PROJECT

November 1999




CURRENCY EQUIVALENTS
(as of 31 August 1999)

Currency Unit
R 1.00
$1.00

Philippine Pesos (R)
$0.0252
R39.70

(i) The foreign exchange rate of the Fhilippine peso is determined by market forces.
(i) For the purpose of calculation in this report, an exchange rate of $1.00 = R 38.2 has

been used.
ABBREVIATIONS
CMP - Community Mortgage Program
HUDCC - Housing and Urban Development Coordinating Council
IEE - initial environmental examination
LGU - local government unit
NGO - nongovernment organization
PO - people’'s organization
TA - technical assistance

(B
(i)

NOTES

The fiscal year (FY) of the Government ends on 31 December.
In this report, “$” refers to US dollars.



l INTRODUCTION

1. In response to a request from the Government of the Philippines, the Bank Fact-Finding
Mission was fielded in April 1999 to formulate a technical assistance (TA) to prepare a project
for the development of poor urban communities. The Mission held discussions with
representatives from the National Government, local government units (LGUs), external aid
agencies, nongovernment organizations (NGOs), and people's organizations {POs), and visited
urban poor communities in Metro Manila, Davao and Cebu cities. The objective, scope, terms of
reference, cost estimates and financing plan, and implementation arrangements for the TA are

based on the understandings reached with the Government.’
In. BACKGROUND AND RATIONALE

2. Despite the Philippines’ reasonable rate of economic growth, poverty has remained a
pernicious problem. Many of the people migrating to urban areas in order to escape rural
poverty become victims of urban poverty. While urban poverty can be considered less

extensive and severe than rural poverty, it is associated with a poorer quality of life.” The urban
poor find they are (i) obliged to pay for their food and shelter (rather than rely on their own
production), (ii) disproportionate victims of urban environmental hazards, and (iii} vulnerable to
social fragmentation. Key problems of poor quality housing, overcrowding, inadequate access
to basic services and poor security of tenure result in insecurity, environmental degradation,
and increased risks to public health.

3. According to the National Statistical Coordination Board, the incidence of poverty in the
Philippines progressively declined over recent years. For the urban sector, Government data
show an improving trend, with the incidence of urban poverty declining from about 33 percent in
1985 to 18 percent in 1997, although the number of urban households below the poverty line
has remained at about 1.25 million over this period. These figures, however, may not capture
the full scale and extent of readily evident urban deprivation. An estimated 2.5 million urban
households (about 35 percent of the urban population) reside in informal “slum” settlements.
Recent research on the impact of the Asian currency crisis suggests that the poverty level may
have risen in 1998.

4, The high incidence of informal settlements is an indication of the shortfalls of affordable
housing. The housing market has been unable to keep pace with urban demand, which has
been intensified by rapid urban growth. The Government has recognized the need to solve the
urban housing problem, and has for some years embarked on an ambitious housing initiative
through the National Shelter Program. During 1985 to 1998, an average of about 100,000 low-
income housing units were created per year. This rate of supply, however, was inadequate to
clear the backlog, which was estimated at 3.7 million units in 1998, and keep up with the
increasing demand, which is currently estimated at 240,000 units per year and increasing.

1
The TA first appeared in the ADB Business Opporiunities in March 1999 (Internet Edition).

2 Quality of life includes concepts that can be measured to some degree such as freedom from hunger; capacity to
live a healthy life: access to education, shelter, and basic services; and a secure and livable environment at home
and the workplace. Equally important but less quantifiable are concepts such as family stability, freedom from
crime, and full involvement in the community in decision-making about their own lives.
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Design Summary

Targets

Monitoring

Risks/Assumptions

»  Feasibility study for four

pilot cities.
Inputs
= TA budget

« Bank financing

¢«  Government financing

Provision of improved
security of tenure and
access to basic
municipal services for
urban poor
communities
Provision of
microcredit for
housing
improvement.

$1,215,000

22 months
international
consultancy

25 months domestic
consultancy
$850,000

$365,000

Consultants work
plan.

TA progress
reports.

Review missions.

Consultants
performance
satisfactory.
Government provides
counterpart funds.
Government
counterpart staff
provide timely
guidance for the
consultants.
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OUTLINE TERMS OF REFERENCE

The scope of work under the TA is divided into three Parts. The study will assess
whether the programs and projects will include or exclude Metro Manila.

Sector Review and Program Concept Formulation

The consultants will do the following:

(®

(ii)

(iii)

(iv) -

V)

Review of the Government's shelter program and policy with specific focus on
programs, strategies, and mechanisms for delivering low-income shelter
{(including rental housing) and associated infrastructure and services at national
and local levels.

Review current policy framework guiding the provision of housing and associated
basic infrastructure and services for urban low-income communities (the lowest
four deciles of household income) as set out under the new National Shelter
Strategy (NSS). Assess the completeness and effectiveness of the policy
framework in (a) making shelter and services available to urban poor
communities at prices affordable to them; and (b) assisting with market-based
economic recovery in the urban sector. Review the effectiveness of associated
shelter strategies. identify reforms required to improve the policy framework or
effectiveness of the shelter strategy.

Review past and current administrations’ programs that have an urban poverty
focus or are specifically targeted at the urban poor. Review the operation and
analyze the performance of the Government's current socialized housing
programs, including the Community Mortgage Program (CMP). Analyze the
performance of these programs against the objectives set out in the previous and
current national shelter strategies and programs of the Government. Determine
how effective these programs are in reaching the urban poor and identify
impediments to their effectiveness, efficiency, and accuracy in targeting intended
beneficiary groups. Recommend how to improve the effectiveness, efficiency,
and targeting of such programs.

Investigate the rental housing market and assess the constraints to the
development of rental housing, particularly for the lowest four household income
deciles. Recommend how to improve the efficiency of the rental market for low
income families.

Review at national and local government levels the institutional framework
responsible for delivering socialized housing, basic infrastructure and services,
and other programs with an urban poverty focus. Identify institutional overlaps,
inconsistency, or other institutional impediments to efficient local delivery of these
programs. In particular, review the current arrangements in the context of the
Local Government Code, NSS, and Nationa! Urban Development and Housing
Framework Plan 1299-2004.

Review the Urban Development and Housing Act (Republic Act 7279) and

assess the appropriateness of its measures in addressing the requirements for
housing and services, and their responsiveness to the needs of urban poor

(Reference in text: page 4, para. 14)
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communities. Recommend how to address gaps and deficiencies, and identify
possible action to ensure implementation of the measures.

(vii)  Carefully develop and prepare a set of criteria that will provide a basis for
selection and involvement in the project by pilot iocal government units (LGUs).
Develop quality of life’ indicators and use them in the selection of urban poor
communities in the LGUs. Select at least four LGUs for inclusion as pilot areas
under the project, of which at least one should be in a highly urbanized city.

{viii}  Identify nongovernment organizations (NGOs) active in the shelter sector and
assess the nature and effectiveness of their operations in the context of their role
in shelter and service provision in urban poor communities. Assess the
sustainability of the NGO network and develop mechanisms to help maximize
benefits from and enhance the sustainability of their activities in the sector.
Based on the assessment of their capacity, identify their role in the
implementation of the project and the need, if any, for capacity building.

(ix) Review the private sector’s role in funding and providing housing for lower
income groups and explore the constraints preventing a more active role for the
private sector. Examine the opportunities for increased involvement in the sector,
and develop mechanisms to leverage more private funding into housing and
service provision for lower income groups in the future.”

{x) Review the policy and legislative instruments that currently guide the urban land
market. Review the urban land administration and taxation system and determine
the factors that under the current system constrain the free functioning of the
urban land market. Review and comment on the proposals for land
administration reform being considered by the Government through the World
Bank-supported Land Administration and Management Project.

{xi) Review the zoning and building ordinances and determine any impediments
these place on the development of affordable housing for low-income
communities. Highlight the applicability of these ordinances vis-a-vis the
requirements of urban poor communities.

{xit)  Investigate the demand for and supply of innovative building materials and
techniques applicable to low cost housing construction. Determine the
constraints to further development and expansion of the market and recommend
measures required to improve responsiveness to demand and penetration.

(xii)  Determine the approximate total number and location of urban poor communities
and the number of households affected. Using communities in the pilot LGUS,
assess the demand for land, secure tenure, shelter, and basic municipal services

1 Quality of life includes concepts that can be measured to some degree such as freedom from hunger, capacity to
live a healthy life, access to education, sheller and basic services, and a secure and livable environment at home
and the workplace. Equally important but less quantifiable are concepts such as family stability, freedom from
crime, and full involvement in the community.

The consultants will closely coordinate with World Bank activities on reforming housing finance systems and
contractual savings institutions which include: (i) developing the primary and secondary mortgage markets; (ii)
rationalizing public housing finance institutions; (iiiy improving the efficiency, transparency and cost-effectiveness of
transfers for socialized housing programs; and (iv) strengthening Government's policy formulation and analytical
capability on housing finance issues.




(xiv)

(xv)

(xvi)
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among low income communities, and the affordability and willingness to pay for
land, tenure, housing, and basic urban services.

Assess the accessibility to urban poor communities of microcredit for shelter
improvement including house construction, improvement, enlargement, and
expansion. Recommend how such access can be improved.

Prepare a policy matrix and outline a policy-driven program concept for a Poor
Urban Communities Project to (a) improve the efficiency and effectiveness of
shelter delivery to the urban poor; (b) improve targeting of government resources
to the urban poor; (c) encourage local governments to develop their own shelter
strategies and programs; {(d) unblock the urban land market; {€) enhance the
level of service and infrastructure provision to urban poor communities; (f)
improve access of urban poor to low cost building materials and techniques; and
(g) provide an urban planning and zoning standards, and a building ordinance
environment conducive to the development of shelter for urban poor
communities. This will include policy reforms, an institutional strengthening and
capability building program, and an investment program for relieving urban
poverty through the provision of security of tenure, improved housing, and
access to basic services for the urban poor. Prepare a timetable and action plan
for implementing the identified policy reforms.

Prepare, organize, and run a workshop at which the policy matrix, reform
proposals, and program concept are discussed by a wide range of stakeholders,
including representatives of national and provincial governments, the pilot LGUs,
NGO and people’'s organization originators and implementers of CMP projects,
developer associations, and other key stakeholders.

B. Institutional Reform and Shelter Plan Formulation

3. The consultants will do the following:

(i)

(ii)

(iii)

(iv)

Based on the program concept agreed under Part 1, propose mechanisms for
decentralizing the shelter programs for poor communities under the Housing and
Urban Development Coordinating Council (HUDCC) and developing for the pilot
LGUs shelter strategies and programs to improve the efficiency, effectiveness,
and sustainability of such programs.

Recommend how to reorganize or reorient low-income community improvement
programs such as the CMP, and as appropriate, develop proposals for the
adoption of similar approaches at the LGU level.

To strengthen collaboration between LGUs and poor urban communities,
propose area-based approaches to linked shelter and secondary- and tertiary-
level infrastructure initiatives.

Assist the pilot LGUs to (a) generate comprehensive city (municipal) shelter
strategies, plans, and programs (within the context of the LGUs urban
development plans); (b) establish local housing bodies to guide and implement
the programs; and (c) identify budgets and prepare time-bound action plans for
program implementation.



(vi)

(vii)

(viii)

(ix)
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Review the manual for LGU shelter planning and programming and recommend
how to improve it as necessary, setting out the key steps and providing examples
of potential “good practice” approaches for LGUs of varying populations and
communities with a variety of physical, affordability, socioeconomic, and other
constraints. Explore innovative financing schemes for LGU shelter and service
programs, including bond issuance by local governments.

Establish criteria for the (demand-led) identification and prioritization of
communities for inctusion in the programs, and {based on the criteria) select and
prioritize potential beneficiary communities in the pilot LGUs. Pilot areas selected
should provide examples of each of the major approaches identified in para. 3
(iif). Undertake socioeconomic surveys in these urban poor communities to
determine affordability levels etc.

Draw up institutional reform proposals to improve cooperation and strengthen
linkages between HUDCC, its subordinate units, and local governments in the
provision of shelter for low-income communities, and support decentralization
activities in the sector under the Local Government Code.

Determine the budgetary implications at national and local government levels of
meeting the costs of decentralization reforms in the shelter sector and developing
LGU shelter programs. Establish the willingness and ability of LGUs and potential
beneficiary communities to borrow for tertiary infrastructure provision, and of
individual householders to borrow for house improvement, expansion, or
extension.

Prepare, organize, and run a workshop at which the proposed institutional reform
and strengthening measures, LGU shelter strategies, and other outputs will be
presented, discussed, and validated by the stakeholder group involved under
Part A

Project Investment Design and Feasibility Analysis

The consuitants will do the following:

(i)

(ii)

(iii)

Prepare a proposal for a poor urban communities project, likely comprise a policy
component and a physical component designed to leverage the policy reform
measures identified under Part A.

Prepare pilot subprojects for at least eight communities or 2,000 households. The
subprojects should be site-specific and address the key issues of land, tenure,
the provision of basic infrastructure and services (including off-site infrastructure
as necessary); and housing construction assistance as appropriate. Develop the
necessary plans and documentation in close coliaboration with the urban poor
communities and local NGOs concerned. Carry out surveys as necessary.

Based on the foregoing, determine the appropriate eligibility criteria and
procedures for subprojects to be included in the project. Determine the
mechanisms for preparing, evaluating and appraising subprojects, and set out
the appraisal criteria. Develop a set of subproject targets in terms of the likely
overall numbers of beneficiaries and those below the poverty threshold.




(vi)

(vii)
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Prepare programs of associated activities for each pilot LGU to include (a)
institutional strengthening and capability building of the housing boards and
executives at the local government level, and (b) training support to NGOs on
managing and implementing urban poor communities development projects.

Prepare detailed cost estimates for the pilot projects along with appropriate
contingencies in accordance with Bank procedures. Determine the financing plan
and identify sources and applications of funds among national and local
government, aid agencies, and the community beneficiaries.

Draw up proposals for project implementation maximizing the opportunities for
local involvement in project management and labor, and develop standard
community contracts. Provide guidelines for undertaking LGU feasibility studies,
to facilitate the replication of these pilot studies in other urban areas.

Based on the foregoing analysis, propose mechanisms for establishing,
managing and operating a fund to assist housing materials purchase for house
improvement, extension, and enlargement.

Based on the demand analysis carried out under Part A and the pilot projects
prepared under Part C, define the framework, scope, scale, costs, and
implementing arrangements for the proposed poor urban communities project.
Following discussions with naticnal and local government agencies, propose a
lending modality for the Bank.

Carry out the necessary financial, economic, environmental, and social analysis
for the project as a whole and for the proposed pilot subprojects in accordance
with standard Bank guidelines and procedures and Government requirements.

Prepare an initial environmental examination (IEE) and a summary IEE in
accordance with Bank guidelines. These will (i) address, among other things, the
impacts of the project on the services of local infrastructure (water supply,
electricity, solid waste disposal, sewerage collection, drainage, and
transportation); and on land use; and {ii) propose measures to mitigate adverse
impacts identified.

Assess the impact of the project on poverty, and prepare a poverty impact
assessment for the program in accordance with the Bank’'s guidelines. Identify
the number of direct and indirect beneficiaries and their poverty level. Provide a
gender analysis of the project. Collect sufficient baseline data to establish
quantifiable, measurable, and realistic targets for the project. Prepare a logical
framework in accordance with the final policy matrix and project design, and
include detailed targets.

Based on the work undertaken, carefully develop the Bank's justification for
undertaking this intervention. In addition to the number of poor beneficiaries as
classified by the Government, the justification should include data on quality of
life indicators and the extent to which the project will address these constraints
for “near poor” beneficiaries. The proposed investment should be a logical
outcome of the project objectives.
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Appendix 3
COST ESTIMATES AND FINANCING PLAN
($'000)

Foreign Local Total
ltem Exchange Currency Cost
A. Bank Financing {ACCSF) -

1. Consultants
a. Remuneration and Per Diem
i. International Consultants 306 0 396
ii. Domestic Consultants 0 100 100
b. International and Local Travel
i. International Consultants 99 0 99
ii. Domestic Consultants 0 25 25
c. Travel
i. International Consultants 55 10 65
ii. Domestic Consultants 0 5 5
2. Equipment (computers and other related equipment) ? 15 0 15
3. Seminars and Workshops 0 20 20
4. Reports and Communications 15 0 15
5. Administrative and Technical Support ® 0 15 15
6. Contingencies 55 40 95
Subtotal (A) 635 215 850
B. Government Financing
1. Counterpart Staff and Per Diem 0 125 125
2. Studies and Surveys 0 105 105
3. Office space, Furniture, Equipment, 0 50 50
and Communications
4. Local Transport 0 35 35
5. Contingencies 0 50 50
Subtotal (B) 0 365 365
Total 635 580 1,215

Source: Staff estimates

(Reference in text: page 4, para. 15)

The equipment will be transferred to the Executing Agency upon completion of the Technical Assistance.
Including secretarial and other expenses incurred by the consultants.





