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USAID/PERU FY I987 ABS
ACTION PLAN

SECTION A: MISSION STRATEGY

I. INTRODUCTION

Since the approval of USAID/Peru’'s PFPY 86-90 CDSS im April 1984, the
¥iggion has been preparing for policy dialogues with the new GOP about
mecroeconomic management improvements and parellel changes in the management
of key economic development sectorsm (principally sgriculture, health and
housing). On April 14, 1985 the Peruvian electorste voted heavily in favor of
the APRA candidate, Alar Garciws, rejecting eltermatives to the left and right
of APRA by wide margins. The July 1985 democratic transition—the first in
Perv in four decades——presents the U.S. “with what may be & unique window of
opportunity to influence the policy and program Inltiativewrof—the—new—GoF—
Theseinitiutives will shape the course ol Peru’sdevelopment far st Isast the
next five years and probably -for yests beyond thet. The policy decisions to
be made in the rest of 1985 and during 1986 can set Peru on & Iong-term path
af market-Ied equitable growth or send the country carsening back ta the
statist and unproductive policies of the 1970s. We must be positioned to act
c%Eg}1EiEEllI_iB_JL;hﬂggﬂmhig_Ingkbotb with the Garcis government and With
other donors in encouraging gound economic esnd developmentsl policies. If
tHis opportunity is approached in a creative way, AID development investments
can pay high dividends for U.S. foreign policy interests in Peru. e

However, anr adequate Ievel of resources must be made available if we are
to support the adoption and implementation of the Improved policiea that are
outlined in this submission. Although these IdentiFied policy changes are the
product of many careful analytical efforts carried out over the last two
years, they are still only a preliminary list of what the Mission believes
are, -in general termsg, the kinds of policy changes that can lead to long-term
growth and development in Peru. USAID/Peru believes that about $800-850
million in an appropriate mix of assistance instruments will be needed for
this purpose over the five-year period, ag shown inm the following table. In
this proposal, Development Assigtence, ESF, Housing Susranty authority and
food assistance have been structured in an integrated fashion that parallels
the inter-related policy changes that we are szeeking.

If a significantly Jlower level of resources ig likely ta be pravided over
the next five years, the Mission will have ta reconsider what kinds of policy
improvements would be possible. This will depend on both the level and mix of
resources that are likely to be provided. We Dbelieve that we have
appropriately scaled the resource request to our objectives. The purpose of
this submission is to consider whether the objecti "_;-EBZH—EE"YB‘*

-meet the resources that are likely to be avallable. We believe that the

gituation argues strongly for changing resource plans rather than changing
policy objectives.

We elgo such that, once
decided, resource—levels—witl—not——suffes_major cuts over the e-year
*——'—“——’_- . .I
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period. We have tao be able to deliver if the GOP makeg the policy commitments
we are seeking snd maintains those commitments over time.

I preparing the submission, USAID/Peru hss followed the approved CDSS
strategy of preparing three generasl prograsm options for the 1985-90 period:
first, the " gerious development/foreign policy package presented harein;
second, = MMMLMMMLW:a that emphasizes
pnojeet—Iévef policy improvements im key aress; and third, s reduced program
that emphasizes building private sector counterbalances Et& znna&qm:tr@?“
policiss. " The last option zeems to have beem cbviated by the electiom of am™
"APRA government. However, AID and the USG now have to decide between the
first twa options.

-

We will shortly want to begin intensive dislogues with the new GOP
regarding its entire approach to Peru's key economic and developmental
problems and possible improved policy directions. Informsl cortacts wsre
initiated about & year ago. These contacts and APRA's statements on ite
platforma indicate that we will want to focus on overszll macroeconomic policies
as well as policies inm key sectors, particularly agriculture, health and
housing. Oversll policy directions in important areas of concern suchk es
private sector development, decentralization, and food. aid will algo be of
special interest ta us. There will also be a comprehensive review of caca
aradication and crop subgtitution programs to determine what the USG can and
should do to further strengthen these programs. In APRA's campaign
statements, the elimination of drug trafficking _ has been given specieal
prominence.

In addition to these overriding policy discussions, we will want to talk
about program and sector-like multi-year funding in the context of the GOP's
development policy framework. (The sector-like instruments are largely
projectized sector losn/grant combinations tranched over five years or closely
related projects developed and implemented withiz &n overall sector
framework.) We would like to. be able to discuss & five-year program
(1986-1990) that totals about $B00-BS0 miltlion—this—wmount iy goen &8 the
minimum necessary to enable the USG to exercize—w significart role im the
palicy dialogue that deals with fundamental development issues. The five-gear
program will be closely coordinated with other donors and be designed to
complement and support the policy dialogues that other donors will be
conducting in FY 1986. This proposal reflects our view that the lack of
follow-up after the 1981 Paris Club donars meprin5*lihh_ihg_EESE:EEE_Efi%ggae
administration was @ mistake that should not be repeated in 1985 and 6.
The basic framework for the proposed program flows will be developed more
fully over the next six months. However, we expect that authorizations,
obligations, commitments and disbursements would be tranched over five years,
based on GOP progress in dealing with key policy issues at the macroeconomic
and sector levels.
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The program and sector-like approack iz appropriate for Peru not only
because of the country's. serious economic and developmental problems and the
opportunities before us, but alsc because of other actions and conditions that
bhave been integral parts of the USAID/Peru satrategy and actiox plar, as
follows: .

~— PFirst, im carrying out cur short-term CDSS strategy (1984-85), the AIDx
pipeline in Peru is being substantially reduced and all major ongoing projects
-butTne=—Agricultural Research, Bxtension and: Bducation--will be fully funded
by the end of FY 1985.  As & result, the pipaline problem i® under contral and
we wWill have virtually no mortgage by the end of CY¥ 1985%. As indicated in our
approved CDSS, the "decks will be cleared'™ for: the beginnings of a new AID
program in Peru ip FY 1986.

~— Second, in implementing AID programg in Paru, the GOP and USAID have
achieved or are schieving -same -important—institutiomai Improvessits v Koy
' afeas such as agriculture and healthk, and in private sector and decentralired
programs. While edditional institution-building efforts ere needed, we have
an important base. 8ignificant AID resourcea can be absorbed more quickly in

1986 and beyond.

L d

—-— Third, for the past two yenrs, USAID- has been developing an improved
analytical EWH&WWWW.
Thig “has taken the form of USAID assessments and evaluations ia important
sectors (e.g. agriculture, housing, private sector, nutritlon) and the
‘@stablishment of mejor new sector policy—planningefferte—{erg.agriculture,
decentrahzatxon, health) that can provide both analysis and program options
for discussion with a new GOP. USAID has prepared sector assessments and
policy dialogue agendas for all areas of program concentration included in
this submission. These will serve es & basis for our policy discussione with
& new GOP. Similarly, the YBRD will produce a new Country Development Study
(and the IMF will probably prepare & major macroeconomic report) that will
provide a further anslyticel framework of policy changes needed at
macroeconomic and sectoral 1levels Ffor use in coordinated donor policy
discussions with the new GOP. We are most interested in cocoperating with the
IBRD and other donors in the preparation of this framework and will be able to
provide significant inputs.

—  Pourth, during the past two years, USAID has gained substantial
experience by working closely with multilateral agencies and other donors,
particularly the IBRD and IMF, and by developing and coordinating our policy
agendas with ‘these agencies. We are working closely with the IMF in
implementing the first AID program loan ever provided to Peru. We have
developed with the: IBRD a ccmmon policy agenda for the housing sector and have
undertaken closely coordinated AID/IBRD housing policy discussions with the
GoP. USAID has close working relationships with other donors in the
agriculture and health sectors and in areas of private sector development and
food aid. In a number of key areas (e.g. health, nutrition, decentralirzation,
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private sector development, population, food aid, sgricultursl policy
analysis, agricultural research and extension, end disszter reconstruction),
AID iz looked to by the GOP and by other donors as a policy and programmatic
Iesader. This leadership role will be of even more critical importance when
the new GOP assumes officer. ’

— Pifth, givenr the slower-than-expected rccovery in the world' econoay
and Peru's debt burden, the new government will confroant balance of payments
and budgetary problems at least as serious as those ther Belaunde government
has: had tc confront im 1983-84. A news raund of negotiationm will be needed
withk the IMF and with Peru's private and public creditors. _Hqw Peru desls
with the IMF and its intermational creditors in 1985-8& will be one of the
£irst big tests of the new GOP. Rven under the bast of circumgtances, it ia
Iikely that the GOP wWill have very limited access to private internatiomal
capital markets. Peru may adopt & stabilization program that will severely
limit public sector spending. These economic problems will constrain any GOP
public sector progrn: options tor dntling nith Poru'c long-term d.vtlopnnnt
problems. .

The only major source of funding for development programs will be the
IDRB, Iéﬁﬁ_hiﬁaf"xltﬁjjin;ch should pgreatly increase our politcy—and—progrem——
Teverage with the new GOP, if we have a sufficient level- of resources to bring
to the table. This fact underscores the need for clear and coordinated donor
policy positions. If these three internstional agencies, together with the
IMP, can act in a coordinated and coherent fashion, we can better help guide
the new GOP through the difficult periocd that lies ahead. Howaver, past
experience indicates that donors coften need aggressive USG leadership to act
jointly and coherently in difficult pelicy environments. (This has certainly
been the case with IDB and its approaches to indugtrial reactivation.) The
approach proposed im this submission would allow the USG, through AID, to
exercise the type of positive leadership with both the GOP and with ather
donors that cam be highly beneficial to U.S. foreign policy and developmental
cbjectives in Peru.

- Sixth, our proposed resgponse to the new Peruvian administratiom in
1985-86 1is Dbased on some of the problems (and on some of the lost
opportunities) that AID experienced in responding to the new Belaunde
administration im 1980-81. The Belgunde goverpment entered offjce strongly
committed to major new policy directions at both the macroeconomic and sector
Tevels  that AID enthusiastically supported. However, while the current
portEolls of projects 1s addressing significant policy considerations, in
retrospect, AID and other donors did not provide Peru with sufficiently

f1n;igég_fgfgﬁiiii_gﬁnlx_gnouzh (1980-82) to help the Belaunde administration
genérate rapid policy and program momentum and thereby quickly consolidate its
most—important—mew—inttiatives———While—AID resources provided during the
1980-82 period correctly focused on increasing the GOP‘'s abgorptive capacity

by strengthening key implementing institutions, a sector policy framework in
gome areas (e.g. health, decentralization, smell hydro) might have better




-5 -

targeted AID resources to important sector constraints that later had toc be
‘filled by project design changes and new activities. In 1983-84, the
worldwide recession and the E1 Niflo natural disasters had already seriously
disrupted the momentum of many of the Belsunde administration's most important
policy reforms and new developmental intitiatives. However, USAID velievex
that, in addition ta institution building, mare policy and program progress

.. could have been made if AID and ather donors had more quickly financed
programs which. better reinforced the GOP's positi.ve policy megsures.

Pinally, the Development Assiztance levels propoaed: hereiny average only
317 milliomr per year above the Aipproved Assigtsnce Program Levels given in
State 127207 and, im any case, sre below the level of D.A. made available to
the Belaunde government. The additiomal D.A. authority, as an integral
element of the proposed strategy, will eneble broader and more profound policy
negotiations than were pogslble heretofore.

For all of the sbove ressons, 'USAID believes that the program and
sector-like approach outlined imr the CDSS and further defined in this
submigsion “should be the Dbasia for AID's FY 1936-90 budgetary
decigion-making. . In Embassy and USAID discussions with APRA leaders, it is
clear that many of them will be looking to the USG for policy input and
funding commitments that demonstrate our support for Peru's democratic process
and its newly elected government. If the USG is correctly positioned early on
in the new administration, and can offer significant multi-year funding
agsistance, there will be important oppartunities for major developmental
policy and programmatic breakthroughs along the lines described in our CDSS
and in 84 Lima 3702. '

However, the AAPL levels proposed in State 127207 for Peru are completely
inadequate fJr carrying out the gtrategy described above. The AAPL levels
%111 not provide the leverage necessary for the USG ta exercise the
developmental leadership with the GOP and with other donors needed in Peru in
1985-86 and throughout the 1986-9Q period. Except for ESF, the proposed AAPL
levels will not even get us & seat at the table where dislogues of major
sectoral policies that condition the overall development climate will be
discusgsed, let elone allow us to promote important U.S. foreigm pelicy and
developmental. interests. Clearly there is a major conflict between our
approved. CDSS strategy (and the funding and staffing levels presented therein)
and the 1inadequate funding and staffing levels that have since then been
propased to carry out the CDSS strategy. We have based this presentation on
the approved CDSS strategy and resource levels. If we cannot get an adequate
level of resources, we could not realistically sit down with the GOP to
negotiate the kinds of broad policy changes that are needed and identified in
thig submission. Nor could we do so in good faith.

At the same time, USAID recognizes that comprehensive policy breskthroughs

at the macroeconomic and gector levels may not be possible ip 1985-1986. 1In
this event, we would fall back to the project approach outlined above in which
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we would negotiate assistance in the form of individual projects that would
Wwork within saector frameworks that irdicxts thuro—ts—w good chance of
obteining veluable development policy improvements. For example, if we do not
negotiate fer or cannot obtain major macroeconomic policw changes, we would
not continue developing the propesed Agricultural Sector Recapitalization
program; instead, we would fingnce only one or two components of this programe
(suchr as =& second phase of Agricultural Research, Educatiom and Rxtension).
Similarly we would proceed with smaller HG investments through privata sgector
savings and lcan associations if & housing sector policwy breakthrough is not
possible. Within this second option, projects would be developed with both
public and private sector entities withinr most areas ocutlined in this ABS—but
the public sector projects would be funded at -significantly lower levels tham
those shown herein. Our objectives would be significantly reduced in parellel
fashion.

We will not be able to act with creativity and dynamic leadership if we
cannot begin discussing significantly higher economic and developmental
funding lavels for Peru. This includes higher Development Assistancer.
levels-—about $17 million per yeer above the present AAPL levelsx, with larger
increases than that in FY 87-88 and smaller incresses in FY 86 and FY 89-90C.
It alsc includes higher RSF, PL-480 Title II and Section 416 levels. Above
all, we need stability in our resource expectations.

If USAID is to play the catalytic policy role envigioned abaove and in AID

policy directives, we need to get our multi-year funding instruments (ESF,
PL-480, HG) and DA resources im place now. The 1lessonr of the 1980-8L
transition is that AID and other donors moved too slowly and did not always
have the funding instruments in place that were most appropriate. We musi
take action now so that AID can quickly respond to the foreign policy and
developmental opportunities that are now upon us. Ag we said in ¢ur CDSS:
"The immediate challenge for the USG ig to help Peru maintain the positive
policy reforms and private sectcr directions initiated by the Belaunde
government while strengthening those democratic forces that will ensure that
these reforms are continued and deepened in the second half of the 1980s.**

We must begin taking up that challenge now.




Z. OVERALL PROGRAM SETTING

s, U.S. Poreign Poclicy Interests

The United States has varied economic, political and security
interests in Peru. The U.S. ig Peru's largesxt trading partner and the source
of the largest part of its Fforeign equity investment and debt caepital. Perw
returned ta constitutional, democratic government five years ago, and it nowm
boasts a vigorous free press. It has just held remarkably wviolence-frea
presidential and congresszional elections. Pers haes = generally good human
rights record despite the need ta counteract’ the violencer and seditiom
perpetrated by the Senderc Luminoso terrorists. It i o traditionsl
third-world leader in internatiocnal fora. Although Peru is major source of
illegal cocaine entering world marksts, the GOP has elsca ersdicated more tham
4,000 hectares of 1llegal cocx plmtiu;ﬁmd contingc_g_gndication _programg i
the face of violant rtwt{onu from ua.rcctcrrorilts‘ el ) e

. _ . - e RS e :__r;_._‘: L _».%a%'
.S, foreign policy objoc:\ives in Ptm includn. tho ulntonmce of :
constitutional government and the institutionalization of democratic processzes
at all levels of government; the preservation of human rights and respect for
the rule of law; the supression of terrorism ag antithetical to the above
interests; a continued positive Peruvian role in masipzaining regional peace
and international stability; gaining expanded Peruvian support for U.S.
policies; limiting Soviet influence; expanding international trade and
investment in general and U.S. commercial trade and private investment in
particular; supporting disaster recovery, economic stabilization and long-term
economic growth in Peru; and encouraging enhanced bilateral cooperation in
areas of special U.S. concern, such As the eradication of 1illicit coca
cultivation and international narcotics trafficking. Advancement of these
long-term interests in the objective of all official contacts and programs in
Peru.

As & major expression of our overall foreign policy interests, the
aconomic eassiatance program first approved in the CDSS and further gpecified
herein combines multiple sourcee of support in s coherent general framework of
program and policy priorities. It is designed to advance the above U.S.
interests as much as possible, and ta do so effectively, efficiently and in
accordance with established AID policy on general development priorities,
modes of assistance, and technical sector approaches. It is important to
maintain and expand progress achieved to date on advancing these interests by
providing the needed human and financial resources.




b. Development Contaxbt

Peru faces an array of economic, social and politicsl challenges. After
20 years of economic growth spurts and subgsequent recelsion,‘ggr capita income
igﬁat sbout the level first achieved in 1965. Population end migrationm—
pressures combined with alienation of much .of the population from an
over-centralized government have spawned pueblos jovenes, the informal sector,
and the Senderoc Luminoso—phenomena. which have attracted intetrnational
attentiom. Peru continues ta be & major producer of illegal cocaine and
suffers under the domestic and internstional consequences. Om April 14, Peruw
elected the APRA candidate, Alan Garcia, to the Presidency. The peaceful,
democratic transfer of power will be the first im 40 years. APRA, ¢ 60 year
old’ Peruviamr npationalist party, has never governed. The charismatic Alan
Garcia, at 35, vrepresents & major generational change in politicsl
leadership. His political track record is short. Peru's development problems
will crowd nis sgenda. . oL o , . o

Economic Performance

Perw approaches the 1985 change in government having passed through one of
the most 4ifficult periods of 1ite history. After experiencing e brief
economic recaovery in 1979-81 following the social and economic disruptiorm
agsociated with the military government, output stagnated in 1982 before
plunging 12 percent in 1983 as a result of natural disasters and low world
market prices for the country's principal exports. Evemn leaving aside natursl
disasters, the economy's performance im the best years of the past decade has
beeéit —lackluster. In only cthree years of the past ten has the increase in
production been greater thanm the increase in population. Two of these (1379
and 1984) followed years of subgtantial decline inm production.

The most gtriking fact has been the Ffailure of output to recover from the
catastrophic Ffall associated with the natural disasters of 1983 and an
extremely tight belance of payments sityation. Overall output fell 12.0
percent Im 1983 and recoversd only 4.5 percent in 1984. The Central Bank's
projection of the rate of growth for 1985 is only 2.0 percent, lower than the
2.5 percent estimated population growth rate.

The one relatively bright spot in recent years has been the agriculture

and livestock sector. Agricultural output fell 7.9 percent io 1983,
relatively less than total output (in purt, however, because 1livestock
producers increased rates of slaughter in response to drought conditions). Im
1984, agricultural production increased by 8.4 percent (versus 4.5 percent for
the economy as a whaole). The Central Bank projects 1985 agricultural
production to increase by 3.8 percent in contrast to 2.0 percent real growth

* for the economy as & whole. Indeed, gince 1981, the agricultural sector has
consistently outperformed the economy as a whole. This i3 in marked cGatrast

to—the—previous—decdde Whed the agriculturzl—mector consistently lagged the

rest of the economy. The reasons for this relatively better performance are

,
»
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several. Following 1980, dzrect public sector participationm in the merketing
of agricultural inputs and butput was reduced and most price conmtrulsz om—
sgricultural™ products were eliminated.” These, imr conjunction wWith the
Iiberalization of the international trade regime, have improved the
transmission of price signals to the agricultural sector.

Balance of Payments and Debt - woe -

The origin of the balance of payments problem lies im continuing depressed:
prices for most of the country's principel primary exports, togather with the
country's substantial debt service burden. Overall, Peruvian export prices
declined by 30 percent om & weighted average basis between 1980 and 1984.
Over—the same period, export volumes remained essentislly vomstant. Io 198L
and 1982, Peru was able to meet its external obligations by undertaking
subgtantiel additionaX¥ aexternal borrowing. However, as international credit
markets tightened. and the extent of the fundamentsl weakness of the Peruvian
economy became .clearer, the financing gap between export receipts, on the one
hand, and debt service obligations and the cost of essentisl imports;—om-the
other;hag been Met by reschedulingh AN, #ifice Wid-1984, by arrearages on
dubt dervice inéluding interest obligations. Peru's total debt ig now sbout’
$I4 billlion. The country faces external debt service obligations equal to
approximately two-EHiFds 0f merchandise exports, oF which approximately Nalf

is interest obligations. Because of accummulated arrearages, Peru faces 1985

debt service requirements which exceed total merchandise export earnings.

The management of a difficult external payments situation has been
exacerbated by a chronic fiscal imbalance. The consolidated public sector
deficit increased from 4.7 percent of GDP in 1982 to 8.4 percent in 1981 and
3.1 percent im 1982 primacily-es—aresult of falling export receipts of state
petroleum and minerals enterprises. The deficit increased to 11.6 percent in
1983, primarily the result of declining tax revenues in the face of the
natural disasters. Despite heavy reliance on external financing in 1981-1983,
substantial portions of these deficits were financed through the domestic
financiel system. Bconomic recovery, increased tax rates, and some
improvement in tax administrotion reduced the deficit im 1984 tg 8.1 percent
of GDP:" Firther revenue measures, especially increases in indirect taxes and
public sector pricing measures, are projected to reduce the deficit to 7.1
percent of GDP ig 1985. The significant claim omr domestic and external saving
which this deficit represents confronts the GOP with the difficult choice of
either facing an increased balance of payments deficit which it is im no
pogition to finance, accelerating the rate of monetary creation and inflation
(in effect, imposing an inflation tax), or digplacing private sector credit.
In the event, the GOP has done none of these. Rather, it has pgenerated
additional external saving by accumulating arrearages on debt service
obligations. - Its ability to continue to do this for any prolonged pe.iod of
time is doubtful,

]



Rconomic Prospects

Unfortunately, the bleak recent past iz matched by almost equally clouded
medium-term economic prospects. The country's miners]l depogits, =& major
growth HOtor For Peéru 1o the past, sre Fully exploited with little prospect
for significant medi ia output. Production of petrolaus,
.currently the pation’'s number one export, iz forecast.to decline and the
country is projected toc be a net importAT oF petroleum by 1988 Unless
gignificant expenditures om secondary recovery are made, imports could come
aven gsooner.

The mining and petroleum sector accounts. for about 1Q percent of total
output directly and subgtantially wore when the allied operatlons of refining
and smelting are taken I{ntoc sccount. The sector experienced & 6.4 percent
increase in output in 1984, esgsentially recovering the output lost because of
transportation disruptions in 1983. The Central Bank's projection for 1985 !=x
for 1.4 percent growth. ‘Little more ~an be axpected for the remainder of the
decade.

The overell. policy environment continues to be unfavorable ta the
‘EEiE;E;;ZZ} gector in many respects. The overall levelgs of import duties
remal Ty migh, tending tc cause ti& exchange rate to be higher tham it

would otherwise be, thereby lowering relative prices of intecnationally traded

agricultural commodities and discourgging investment in the sector. Legal

obstacles to the sale and mortgaging of land are a serious aobstacle to

effictemt—Tresource use. The relatively strong performance of the sector

despite—these obstacles suggaats EHAt Tt NEY Consideérable Potential &s &

" source of medium~term growth.

Growth in the manufacturing and service gectors ig closely related to the
abi}EEE_jﬂi_ilﬁ_sgunizxnln_xﬂlaxmtha_ﬁanni;n_nx;hgnag congtreint in the short
and medium term. The restrictive demand management policies which the Central
Bank has been forced ta adopt since 1982, in response to an increasingly
stringent balance of payments situation, has been a major obstacle to the
recovery of these gectors,.

The domestic economy continues to suffer from structural rigidities.
Labor stability and indugtrial community legisla*ion seriously impede the
redeployment of labor and capital to  new progmtive—apportuntties
Over-bureaucratization and regulation of invegtment and sales transactions
exact high overhead costs on private productive capacity and create incentives
for growth of the underground (informal) economy. Restrictive demand
management practices since 1982 have left the private sector suffering from
serious soles liquidity problems--impeding new domestic investment and
expanded output.




Social Straing

The shifting of economic and development policy from the nationalistic,
Teftist import gubstitution model of the military revolution between 1968 and
1980 to the more openm, market-driver and outward lookiang policies of the
Belaunde regime 1980-1985 hgs exacted s sociel and psychological toll. To =
considerable degree, both models failed—or were never completely
implemented. Both :raused substantial economic disruptiom. The collective
results are that most of Peru's population feels itself to be worse off todag
thram it was 20 years ago.

The indicators are stark. Formal sector wages have been compressed for 12
years with most wage earners taking home two-thirds or less, in constant
soles, of what they were earning in 1973. Health and nutritition indicatore
show little improvement over the past 15 years. Access to education seems to
have expanded dramaticelly, but recent studies JUestion whether Lthe cost im —
Yast—qUality hasr cripplad the coustry's ebility to train future lesaderd.”
Intlation has risen to over 100% 53E‘iEiE:n!I::ﬁh::iﬁiizfzgjg%grrv—ussa1ng
domestic monetary savings and exacting = major tax on elements of the society

leagt capable of” protecting themselves.

These social pressures led to the burgeoning informsl sector and unique
and still largely unstudied forms nf aceommodation in urban and rural areas.
The most visible urban phenomenon is increasing reliance on community kitchens
for daily food needs. The societal and familial consequences in the Ilonger
term are unknown. Without question, the general level of violence and other
crime in the society is increasing.

Political Challenge

X terrorist movement has continued to hound the society-—draining
resources into millitary protection in thse emergency—seones—end-casting & pall
of uncertainty and insecurity over large numbers of the population &8 power
towers have been dynamited, bridges blown «nd violent conflict between Sendero
Luminoso and security forcev im and around large areas of the Southern Sierra
have affected most of the population.

The elections of April 14 cam only be interpreted as a call for change:

~ the govétning AP party was routed, gaining only about 5% of the vote.

- the 1left, running as a single front encompassing many parties and
factions, failed to improve over 1its showing 1in the 1980 presidential

elections and the 1983 municipal elections.

With very nearly 50% of the vote in a nine-party contest, the American
Popular Revolutionary Alliance (APRA) was the r~lear people’s cheice.
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Yat, of all the parties, APRA announced the least gpecific "program of

government.” Its campaign was waged against the current ecomomic, social and
political stagnation and on the proffered hope that things can get better. On
such & framework APEA hags gained the most solid fundamental basis for
gaverning pogsible. They have won the Presidency and hold clear majorities in
both houses of Congress. But APRA is no monolith. It hag & wide variety of

conflicting development philosophies. The sgtruggie within the party. .over
policy and prescriptions for Peru’s future will be intense.

The strastegy proposed im the action plam iz designed ta supporct U.S.
efforts ta influencer Peru's development course at this critical juncture.
Some linesz of thought withinr APRA, if ascendent, would be inimical to U.S.
foreign policy interests in Peru and, by extension, the Andean democracies.
If APRA can be enticed into & generally orthodox policy framswork for
resolution of Peru's economic and development problemg, not only will
important U.S. intersst be safeguarded, but the stage can be sat for restoring
growth to Peru's. economy and improving opportunity .-for its .citizeas. The
Mission's policy dislogue agendt md program px:opoul are directed toward
these objectives.

T




(1) Policy Agenda for Balances of Payments Support

Backrground

Peru currently faces & serious economic and financial crisis resulting
from & combination of serious structural distortions, inept public sector
management by the current government, and adverse developments in the world
economy. External debt currently stands at over $13.3 billionr and will reach
almost $14 billiom by the end of 1985. Im 1984, debt service of &ll kinds
exceeded 77% of exports, of goods and non-factor services with interest alone
equal to 32.7 percent. Falling world prices for exports whose prices declined
by 33% between 1980 and late 1984, and rising real interest rates make the
rea] burden of that debt even greater. A persistant public sector deficit im
excess of 8% of GDP, Ilargely financed externally, has further complicated
economic management. The GOP's re~ponse¢ to the crisis has been mixed. On the
one hand, the GOP has taken 'important revenus mesasures, edjusted the real
exhange rate, and maintained a monetary stance sufficiently tight to prevent
further loss of foreign exchange reserves. On the other hand, the economic
downturn resulting from the Central Bank's monetary stance hes led to numerous

qalls for industrial protection and the GOP {® pruteoding—down—the—siippery
slope of a return to a de facto import substitution development model. The

existance of widespread idle capacity (some of which should be idle)
reinforces the clamor for a "reactivation" of the economy through industrial
protection.

The incoming APRA government faces a major economic and development
challenge. Current debt gervice and accummulated arrearages exceed Peru's
total export earnings. The size and structure of the debt overhang are a
crippling mortgage on future export earnings. The new government's highest
economic priority will be to obtain debt relief. At the same time, in order
to present a credible plan for eventuasl debt repayment--a plan which will give
creditorg the confidence necessary to reschedule Peru's debt—-the GOP must
begin the domegtic sgtructural reforms which will increase the country's
productive capacity, especially for exports. Given the relatively open nature
of Peru's economy and its dependence on & subgtantial continuing level of
imperted intermediate goods, the balance of payments resources which can be
made available for even rescheduled debt service without crippling domestic
productive capacity are limited. Substantial balance of payments financing
will be necessary to complement increased domestic resource mobilization for
new productive investments. Creditors and donor countries will be asked to
share a substantial portion of Peru's financing requirements.

The Country Team has [ .oposed initiation of an ESF balance of payments
support program for Peru beginning in FY 1986. Given the long term nature of
the structural adjustment program that Peru will have to undertake, ESF
support for Peru's efforts should continue through the action plan period.




The Mission's Balance of Payments Support Program, supported by Title I
and certain Title II activities, will attempt to maximize medium term growth
congistent with balance of payments recovery. It should be emphasized that
while certain aspects of the Mission's program are specifically designated as
financial support of policy meagsures takenr ta improve the macroeconomic
environment, many other sgpects of that program are dependent upon a favarable
overall policy environment. Specifically, much of the Agricultural BSector
Recapitalization Program and private sector activities ip export promotion and
small business development depend on tha existence of & policy enviromment in
which those activities contribute to increased productivity. Moreaver,
financial market and other resources allocatiom policies must be supported sc
as to assure that our resources are additional to those which can reasonably
be expected to be mobilized domestically and externally. ESF and all other
resources proposed in this submission will be used to ove-come the problems
and constraints that need to be rezolved in ordar to put Peru on a course of
self sustaining market-led 5rowtb.. ]

(1) Needed Changes

Discussions with the new GOP omr macroeconomic policy will focus on
the mobilization of rescurces and the elimination of price distortions and
other obstacles to the efficient use of resources. More sgpecificelly, the
Migsion will discuss the rneed for: T

(a) Maintaining a competitive exchange rate and avoiding such
distortions as exchange controls and multiple exchange rates. Of particular
concern is the adverse effect of tariff and other forms of external protection
of final stage manufacturing on the agricultural and urban informal sectors.

(b) Improving, poliecies and procedures for the selection of public
sector investments. For the foreseeable future, financing for public sector
investments will be extremely tight. It is imperative that the GOP develop
policles and procedvres to assure that public investment resources are
directed to those activities promising the highest economic rates of return.

(c) Mobilizing savings, public and private, domestic and foreign.
In view of the expected acute shortage of private investment, and of resources
to finance public investment, it 1is important that the GOP take maximum
advantage of the resources available to it. The needed steps include:

(1) Substantial reductions in the size of the consolidated
public sector deficit;

(2) Promotion of foreign private investment to the maximum
extent possible;

(3) Development of internal procedures to optimize the use of
the sizeable soles resources that should be generated by external debt
reschedulings. . )

L3




(¢) Improving the efficiency with which resources are alilocated by
the financial system. It 1s particularly important that policies Dbe
inplemented which increase the attractiveness of saving im soles insgstruments.
Present controls on scles interest rates have led to a stesdy increase im the
proportion of domestic financiasl system deposits held in the form of dollar
certificates. While these generate some domestlec credit, the need to maintain
confidence in their convertlbility requires that the banking system maintaln
large foreign asset balances ag reserves for the certificates. The rolution
to this problem {a& not to restrict the certificates (which would sgimply drive
savings offshore) but to make soles saving more attractive. There are geveral
options available for daoiag this.

(e) Implementing other measures to improve the functionling of
markets. These include:

(I¥ The eliminatiom of unnecessary or counterproductive
regulstions and reporting requirementz, and

(2} The elimination of laws and regulations which intecfere
with the effective mangement of business enterprises, including requirement
for worker participation and labor stablility legislation.

(Z2) Proposed Strategy for Policy Dialogue

The development policy dialogue with the new APRA government will bhe
multifaceted and complex. It will begin with discussion between Peru and its
creditors. While a few public trial balloons have been launched by Alan
Garcia, the forum(s) for and actors in the debt and economic policy
discussions have not yet beenm announced. The Mission belleves that
discussions of debt relief are not separable from discussions of the
stabilization end adjustment policies which the government will choase to
pursue. Tt will be important to coordinate bilateral rescheduling options
with our policy dialogue package. Bilateral reschedulings. will bhe. a_major. .
source of external financing .over the next several _years In the past, the
domestic “counterpart of such rescheduling has benn_gnphunmi_by_iho—or»gzaal
borrowtnp "agency and there is little evidence that guch—additionel—domestic.
£. 1anc1ug KiE been eéfficiently usad Inproved—alloceablton—of—thut—counterpart—
could repceZ:;;brE—fﬂf2333%?325___gn:ne_—0£——adGition&L‘~gpmest1c investment
financing—av ot reallocation to highest priority investment uses. ~ The
initial focus of our development dialogue must be on macroeconomic
stabilization and adjustment issues. The dialogue cbjectives are framed by
the preceeding list of needed changes.

The principal instrument for negotiating the macroeconomic policy
agenda will be the BSF-funded balance of payments support loans. Discussion of
specific 1issues which affect the agricultural sector (e.g. intersectorsl
pricing distortions resulting from trade policy and financial market issues)
will be 1initisted as well 1in conjunction with the negotiation of the

'




Agricultural Sector Recapitalization project. Similarly, issuves which affect
the non-agricultural private sector, particularly financial market distortions
and unnecessary regulation, will be raised in the macroeconomis context end
continued in the course of negotiating several private sgectos projects.
Policy issues affecting the houging sector, such as financial market obstacles
to improved housing finence, improved investment priorities im housing and
improved resource allocatiom procedures, also must be linked to the macro
policy dialogue. Reasonable agreements on these igsues will be essentiazl to
full implementation of the sector strategies proposed im the action plan. IF
only partisal agreements are obtainable, we will review the various sector
strategy dialogue proposals and proceed with those which are consistent with
the new government's chosen policy options. - If sector strategy agreements
cannot be achieved, we will select project aress where targeted development
interventions may continue to make sense.

(s) APRA Position on Macroeconomic Policy Questions

Although no comprehensive statement of APRA pogitionz on major
economic policy questions yet exigts,.a number of public statements by the
presidental candidate and a few of his close advisors give a stroang indiction
of the likely plans and priorities of the next govermment. First, it is clear
that the style of economic policy under a APRA. government will be Far more
state orientecd unmd—imterventionist than has been the case under the present
gavernment. Much of our policy dialogue effort in the early days of the new
government may have to be focused on dissuading the new administration from
taking measucres which are superficially attractive but counterproductive to
thelirolitimete goals.

Expressed priorities of APRA include a high priority for the
agricultural sector (particularly in the sierra), measures to promote private
seving, and a recognition of the need for & substantial reduction in the
public sgector deficit. Although some statements talk of the need to reduce
interest rates, it is8 generally in the context of progress in the reduction of
inflation. In these areas there is already some convergence of views on
sppropriate policy.

In other areas, we seem to be farther apart. _ The most important
of these is in the area of trade and exchange rate policy. . Theee is a strong
protectionist streak In the published statements of APRA and past problems
with 1nefficient protected 1ndustrfies are attributed to details of
implementation <(e.g. the need for a more vertically integrated productive
structure] rather than a recognition of fundamentel flaws—imtheproteetionist

..model. There is absolutely no recognition in APRA statements that
protectionist measures merely act to distort domestic price relations and Ethat
thegovernment protects one industry only by disprotecting another, in a
futile effort to increase the total returns from a negative sum game. APRA
statements talk of the need to increase tariffs on final goods, progressively
reduce the rate of devaluation, apply an '"adequate'™ system of exchange
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controls, and establish e system of multiple exchange rates to promote "the
obtaining of imported mass consumption goods at adequate prices.™ RBarly and
extensive dialogue on these 1izsues may prevent serious erosion of the
country's economic position later on.

) é&E2EEg5%Jgzgg_gﬁ_nntﬁntially—so:iaus_pcohlams_mnz_lgise in the
area of workdr participation in management decisions Some APRA documents
talk of increasing worker participation and giving warkers an effective voice
tr mana;ement decisions (rather tham gimply a right ta pnrtxcipate in profits
as at present). While these proposals have been described only in vegue terms

up to this point, they could present the private sector with & major challenge
if a.new government should attempt to implement them.

On questions of external reschedulings and relationships with
the external financial community, there have been very kixed signs thus far.
While the President-elsct has spoken of refusing to deal with the IMF and
Megotiating dirwctly with external creditors and called from the formation of
“& Tatin America debtors cartel, a prominent APRA Senator-elect (and Fformer
Pinsnce—Minister) has outlined a detsiled plen for multi-year debt
restructuring. The plan also calls for & substantial reduction im the fiscal
“deficit, primarily through revenue measures, while taking unspecified measures
to raduce unemployment and limit the adverse impact of stabilization measures
on low-income families.

(b) Ongoing Policy Dialogue Activities

The principal vehicle for macroeconomic policy dialogue
activities in the recent past has been the Disaster Assistance Program Loan
gigned in May 1984 to counteract the countinuing adverse balance of payments
effects of the 1983 natural disasters. Conditions in the 1loan agreement
required adherence to the 1983 IMF standby agreement as a condition for
disbursement. The chief conditiom of that agreement was a substantial
reduction in the level of the public sector deficit through a combination of
revenue measures and expenditure reductions. Other conditions of the
agreement focused on administered prices and on efforts to reduce the burden
of unnecessary regulation which are believed to be a major obstacle to the
efficient operation of the economy. The failure of the GOP to meet the IMF
targets and the adoption by the GOP of an alternative program which the U.S.
could support has led to extensive discussions with the GOP over the shape of
short-term fiscal, monetary, and exchange rate policy. The GOP has
im,. semented a program to reduce public expenditures, increased soles interest
rates, and continued to adjust the exchange rate in excess of the rate of
inflation. The GOP has also institutionalized procedures for the review of
existing.and proposed regulations with a view to limiting their burden on the
public.

(¢) It is hoped that the IMF and IBRD will play a major role in
discussions with the . GOP over macroeconomic  policies, with the former
concentrating on short-run measures (savings mobilizations, reduction in the




figcal deficit, and exchange rate competitiveness) while the latter would
concentrate on public investment szelection, financial market reform,. and the
meintenance of a liberal trade regime. While we expect to work closely with
both organizations regarding these respective topics, it is not c¢lear that the
new GOP will be able to reach an agreement with either institution. _In that
cage, the Missiom must be prepared to proceed without them if nanasan:xLia—bhe
megotiation of essential policy reform in close consulation with the Fund and
the Hank.

(d) PFuture Steps to Carry Out the Policy'Dialogue

-

It is anticipated that the policy dialogue will begin ag soon 28
new minigters are named by the new government. As in the past, most
macroeconomic policy igsues will be negotiated with officisals of.the Ministry
of Economy and Finance and the Central Bank. APRA may try to revitalize the
National Planning Institute; if so, it could be a third GOP player. However,
the precise institutional sgetting will depend on the organizastional structure
of the new government. The Mizsion has e '‘de variety of analytical work,
both completed and ongoing, which we are in « pogition to share with the new
government, These include a number of internal Mission studies of the
mcaroeconomic situation the Coopers and Lybrand report and the analytical work
of the Liberty and Democracy Institute. The Misgsion's Private Sector Policy
Analysis Project will provide a vehicle for such additional macroeconomic
analytical work as may become necessary as will sector programs (especially in
agiculture).

Ir addition, the Mission will propose plans to utilize a small
part of the ESF grant (approximately $1 million per year) to provide needed TA - -—
to the GOP to examine alternative options in macroeconomic pol1cy

Ag goon as the key actors in the new GOP sre identified, the new
government will have to initiate diascussions with commercial banks and
bilateral creditors to achieve some regularization of 1its current debt
situation. Using our pcsition as a Paris Club cred1tor, we expect to
undertake policy discussions with the GOP on macro-issusy. :

Qur five-year macroeconomic policy reform strategy will be laid
out im a PAAD to be presented in Washington in September ar Tcfober of this
year—The—generdal framework for policy reform will be established in the

—TT?EF—EEar and will focus on an efficient reduction in the fiscal deficit,
exchange rate competition, prioritization of public investment, financial
market—Treform, and deregulation of the private sector. Our experience in Peru
dimd—elsewheredemonstrates—that—these Kinds Of reforms cannot be accomplished
by one-shot measures but require repeated evaluation,. reenforcement and
deepening to accomplish their intended purposes. It is our judgment that a
S5-year program of policy reform can bring about substantial improvement |in
resource mobilization and the efficiency of both public and private resource
use.
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(2) Policy Agenda for Agricultural and Rural Developmant Program

A. Background

In 1980, when the present GOPF came into office, the policy structure
affecting the agricultural production, processing and marketing and
congsumption- system was characterized by (1) major state intervention imx the
domestic pricing and marketing system, (2) state control of agricultural
imports and exports, (3) & largely dismantled, weak and ineffective
agricultural research and extensiocm system, and (4) a macroeconomic policy
structure (e.g., exchange rates, teriff and non-tariff barriers, and public
investment priorities) that negatively impacted on agriculture's terms of
trade in relation to the rest of the economy. The effects of these policies
were reflected in & severely decapitalized agricultural system as evidenced in
finencial, technological and human capital terms by the following performance
indicators: agricultural output per capita, both for dowestic consumption and
for export, declined from 1969 to 1980 and in 1984 (in spite of improvements
gince 1980) still was below the levels of the mid-1960'sz; less land is in
production now than in 1965; yields have increased at & rste lower than
population growth rates snd are lower for many major products than in other
South American countries; and, congequently, imports  of foodstuffs have
increased dramatically during the past several years.

From 1980 through 1983, the GOP made a number of policy changes that
(1) _eliminated or substantially reduced state jintervention in domestic
agricultural prices and markets and agricultural import and export markets,
‘and (277 adjusted exchange rate, tariff and non-tariff apd public investment
policies to reduce the negative terms-of-trade impacts om the system.
However, becauge of 2 Jlack of sustained commitwment and follow-through to these
~ifitlel changes, continued pelicies favoring consumers and Imported Foodstuffs
and continued severe institutional weaknesses in the sector, the required

magnitudes of private sector recapitalization are not taking place.
i

There continuesg to be a need for clear policies and strong evidence
of & strong GOP commitment to agricultural development and to the private
sector as the primary source of agricultural system growth. Without stable
policies and long-term GOP commitment, private recapitalization of the system
in the magnitudes required will not take place.

Recapitalization of the agricultural system involves institutional
development as well as productive investments{to be effective, institutional
development must take place not only in national level public and private
institutions but also at the level of market towns and local govermments.
Strengthened government and private sector institutions in market towns are
necegsary to provide the 1linkages and the services ta the agricultural
production sub-sector that trigger the production responses indicated by
demand signals from peruvian consumers and export markets.




B. Proposed Policy Arenda

AID has actively helped the GOP examine key esgriculture and rural
development policy questions through special studies and, most recently,
through the $15.5 million Agricultural Planning and Institutional Development
project, and the $16.6 million Integrated Regional Development project. Both
projacts -revolve around improving the capacity of relevant GOF institutions ta
conglder alternative development policies that affect major portions of our
target group and to execute development programs.

The USAID/Peru policy sgenda for agricultursl system development
builds on the substantial accumulated experience and expertise established
through these projects. It includes: (1) Macro-economic policies related to
intersectoral pricing (exchange rate, internationel. trade tariffs,
import-export restrictions, and public economic Iinvestment decisions); (2)
policies affecting factor use efficiencies (marketing and pricing of purchased
inputs, irrigation system organization, water pricing, credit markets,
agricultural research and extension, so0il and water conservation, land
ownership markets); (3) intra-sectoral resgource use (obstacles to investment
in agri-business. and to development of rural financial organizations, ceatral
government institutional and budget allocation deficiencies); (4) policies
ralated to marketing, processing and demend structure (including market
structure and food price policieg); and (5) local and market town development
policies (improved regional investment planning and implementation, expanded
local revenue generation and investment, and increased local participation in
investment decisions and implementation). o

The government-elect fully endorses the constitutional imperative of
.priority development emphasis on the agricultural sector. Specific policy
changes to be discussed include the following priority areas:

1) Intersectoral Pricing:

Meintenance of competitive exchange rates and elimination of
digadvantages to agricultural production and invegtment resulting from current
tariff structure and foodstuff import policies.

2) Mobilization and Allocation of Public and Private Savings and
Investments:

Substitute private sector resources for public sector investment
in priority areas, thereby reducing the public deficit and improving the
efficiency of investment.

Reduce restrictions -on and encourage appropriate foreign and
joint venture investment in agribusiness.

Remove obstacles to and provide incentive for establishment of
new private financial structures in market towns.
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3) Improved Allocation of Resources by the Financial System:

Remove obstacles to land mortgaging under selected conditions.
Permit market-determined interest rates.

- - Direct loan portfolic shares to priority- investments related to o
agricultural production, marketing, processing and: market town development.

4). Reduction of Price Distortions andJOther‘obatacIe:'ta Bfficient
Markets: '

’ o
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Water price policy. x

Land sale and rental markets. -

Rationalize foodstuffs import substitution policy. Cael

Modernization of input and output merketing systems land and o
water conservatiam. - N

Improved efficiency and profitability of agricultural
cooperatives.

§y Agricultural Technology Generation and Transfer: o S e

Human capital development and improved salary scéles in
appropriate public sector institutions.

Increased private tector involvement in technology generation and
transfer procesgs, especially for cash crop, export oriented and coastal
agriculture. - -

Expansion of soil and water conservation prougrams.

6) Bconomic Stabilization Support:

Targeted food programs and short-term rural and market town
employment generation options.

C. Strategy For Policy Dialogue

USAID is continuing a prdcess that has been under way since 1983, via
on-going projects, evaluations and PD&S activities to make available a
competent conceptual and analytical base for carrying out a sgubstantive and
effective policy dialogue with the incoming GOP. The Agriculture Policy
Analysis Group, supported by Title XII advisors under the Agricultural Policy
and Institutional Development Project, is conducting a brosd range of policy

’
’




gtudies and assisting the Minister of Agriculture with ongoing and mid-term
issues which transcend the present administratior. AID's leadership in the
decentralization policy dialogue is being carried out through the Integrated
Regional Development and Disaster Reconstruction Projects that are working
withh the Office of the Prime Minister, WNational Municipal Development
Inatitute, National Development Institute, departmental development.
corporations and, municipalities, and: through grants to private palicy
regsearch institutions and contracis with individuals for key policy studies.
In addition, we have had =& nuriser of contacts with people making up the
technical teams working or APRA's Plan of Government, which includes seversal
persons mentioned as pogsible Ministers of Agriculture.

-~

L

USAID's leadership withim the donor communily in both agricultural
development and decentralization hasz helped faclilitata domor coordination.
Detailed digcussionz have been initiated with the IDB and IBRD, as the most
recent part of long-standing coordinationr on approaches and policies. We wuwill
share with them our comprehensgive policy dislogue papers soon to be finalized,
and have already given them the various evaluations and studies now
available. We also have been sharing and will continue to provide these
documents to the present GOP and the government-elect both now and when it
takes office. '

USAID plans to provide financial and technical support for transition
forums (briefing sessions, seminars, retreats, etc.). The present Minister of

Agriculture is actively working with the incoming administrationm and has
designated the Agricultural Policy Analysis Group formed under the APID
project to lead the Ministry's contribution to ensuring that the transition
results in minimum loss of policy momentum.

We anticipate that the dialogue process will continue throughout the
period the new GOP is im office. As deeper mutuality of understanding
develops, we expect to support additionel specific studies under the APID
project to further analyze issues where differences exist.
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(3) Private Sector Employment Stratepy

I. Background

The approved USAID/Peru FY 1986-90 CDSS and FY 1986 ABS describe
the important opportunity which exiasts to help the private sector demongtrate
ita productive utility to the Peruvian economy. Briefly, the Government of
Peru hags attempted to reverse the import substitution economic model which
Peru had adopted over the last 20 years and which had led to increasing public
gsector dominance of Peru's productive capacitwy. The Belaunde administration
tried to open the economy to competitiom and allow market forces to replace

the stIflifng system of legislative controls established undec the prior
military regime. TIhese pollicies fostered good economic growth in 1980, 1981
end—1982, accompanied by increaged exportz, Investment and exployment.
However, growth vag frustrated in 1983 and 1984 by the international
recession, the most depressed pr prices for traditional exports since the 1330°s,
‘Unprecedented satural disasters, fractious management of domestic budgets and
externel  debt, and mounting terrorist activities. In the face of these
Eﬁiiivntﬁii “the gradual structufal transformation of Peru's economy was
balted. The bifurcated nature of Peru’'s private sector into formal and
informal elements has become a source of public policy concern. Kxcept in
agriculture, private sector productive performance in the formal sactor has
not generally responded well to the partisl reforms of the Belaunde government.

The incoming GOP faces problems for which ' the solutions are
exttemely limited. Basic commodity prices are expected to remain depressed.
Peru's debt burden is growing and will require multi-year rescheduling. Labor
stability laws and political pressures make it difficult to effect needed cuts
in GOP spending and capital transfers to public enterprises. To maintain and
deepen the economic reforms and encourage the private sector to take advantage
of its new opportunities, it is essential that USAID support economic policies
and programs which continue to lead the new GOF away from the controlled
market, antl-private sector policies which have proved to be so ruinous in. the
past.

Iir. Overall Private Sector Stratepy

The objective of the Mission's Private Sector Strategy is to assist
Peru realize economic growth through the potential of its private sector to
increase exports and employment end attract investment.

The Mission is carrying out a three-phased private sector strategy
to achieve this objective. Phase I followed the recommendations of the
Coopers and Lybrand Study which recommended that, before meaningful medium to
long-term assistance can be made available to the Peruvian private sector, the
private sector has to be helped to weather the effects of Peru's unprecedanted
economic crisis. The Mission, therefore, im phase I of the private sector
strategy, is helping economically and financially viable firms to avoid
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bankruptcy by making needed working capital loans available. Through the
Disaster Asgistance Program Loan, Privater Sector Agricultural Investment
Promotion and Urban Small Enterprise Development projectz, the Misgion
disbursed nearly $25 millior in working and investment capital to medium and
mmall-scale private industrial, service and agricultural firms in 1284 with an
additional $40 million expected to be prowvided in CY85 under these projects.
The Disaster Assistance Program Loan specifically addresses the most pressing
shart term private sector problemr—lIquidity—-whlle simultaneously praviding
balance of payments support. .

Phase IT of the Mission'"s private sector strategy is, over the
medium term, to essist im rreating the basic conditicns for private enterprise
growth by (a) improving policies that facilitate private sector growth and (b)
improving the institutional and technical capacity of key management training
ingtitutions, private sector asgsociations and financial organizations in the
small industry sector. These activities will help develop positive public
attitudes toward the private sector and entrepreneurship; provide for s more
consistent and rational private sector policy environment; identify investment
opportunities with high rates ‘of ‘return; support & system which promotes
private ownersghip. and effectively resolves contract disputes; and make
monetary, fiscal and economic policies more predictable.

The Private Sector Policy Planning and Institutional Development
Project and the 1institutionmal development component of the Small Industry
Credit Project proposed herein, combined with the complementary Private Sector
Management Improvement and the Agriculture Policy Planning and Institutional
Development Projects, represent the beginning of USAID’s broader, longer iange
strategy in dealing with private sector development as do major portions of
the Agricultural Recapitalization proposed to beginm in FY 86. Through Phase
ITI of the Private Sector Strategy, USAID/Peru will promote rational policy
change from within the public sector while simultaneously strengthening key
Peruvian private sector organizations (Confederacidn Nacional de Instituciones
Empresariales Privadag, Instituto Libertad y Democracia, and sectoral and
regional assocliations) to participate in the policy formulation process.
Increased private sector investments, production, exports and employment will
follow as the participating organizations better arnlyze and evaluate risk
alternatives and discuss/lobby for appropriate policiea. At the same time, we
will add to the strength of the privete sector organizational network by
promoting institutional changes and contributing to the creation of more
positive attitudes toward market mechanisms for economic growth and the role
of small enterprises in the economy. Taken together, USAID projects will wo:.x
to reduce the longer term policy, attitudinal and human resource constraints
to private sector development and market-led economic growth.

Phase III of the HMission's private sector strategy will address
selected key sectoral constraints. Export and Investment Promotion and other
projects in the FY 86-90 period will have strong policy elements. Esgentially
no capital will be provided for credit funds in Phase III projects, as these
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projects will concentrate on technical asgsistance and traipming. Phase IIT
projects will help increase exports, attract investment and create employment
through policy and technical improvements inm non-traditional export promotion,
agro-industry development, investment promotion, strengthening financial
cooperatives, technical/vocational educstiomr and public sector enterpriss
divestiture., Identification, development and implementatiom of these projects
will be aided by the macro-economi. policy, institutional and humen resource
framework put in placa by our preparato~y efforts. Current Phase II

activities will provide much of the technica.. knowledge and financiel skills .

needed to help develop these program activities.

III. Proposed Policy Dislozue strnteiy

USAID's proposed private sector policy dialogue strategy closely
follows the overall private ‘sector strategy outlined sbove. Policy reforms
and eccompanying project support are needed inm three broad areas: private
enterprise development; economic structure; and employment. These policy
areasg are being addressed in all three phages of our private sector strategy.

A. Private Enterprise Development

1. Use of Market Signals

With the new GOP we will continue cur dialogue to keep the
evolving Peruvian economic structure daway from renewed emphasi® on
protectionism and towards market-led growth. Earlier policy achievements must
be preserved and deepened. Some Peruvians, frustrated with the recent years
of negative growth, wish to revert to a protected and statist economy. Our
policy goal will be to sugtain and deepem the use of market principles, and to
continue to reduce the role of government in the econcmy. This will improve
regource allocation and build long-term growth on international comparative
advantages.

2. Barriers to Private Foreign and Domegtic Investment

Pert has in effect policies which gi tly restrict
foreign investmenft  and shelter inefficient private enterprises. Msjor

barrterz—to—private international and domestic capital 1investment and
technology transfer exist. New external investments needed to create maore and
better employment are gravely compromised. Despite gome improvement in
bureaucratic procedures, the process of approving foreign investment continues
to be lengthy and complex, with foreign ownership generally liuited to 49% of
equity. New foreign and domestic investment is constrained by inflexible
regulations of the Industrial Community Law which restrict management's
comtrol—of—private Firmg. In addition, the GOP reguires that gettlement of
disputes be mandled exclusively by Peruvian or Andean Regionsl courts; foreign
investors must forfeit access to internationmsal legal processes. Some 150
parastatials, whose production represents nesrly 20% of GDP, enjoy protectionm

’ . '
!
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from the discipline of the market place. Their continued inefficient
dperxticn places severe atrains on the GOF budget (nearly 25% of the GOP
budget deficit is used to cover costs incurred by these public enterprises).
USAID will support a gradual reduction in both local ownership requirements
for private enterprise and GOP efforts to privetize certaip parastatals. We
will asgsist these 1initiatives through detailed analyses which propose
salutions that minimize labor displacement and insure aconomically relevant
invegtment. We will also work to coanvince the GOP of the edvantages of
entering into an OPIC agreement. - . .

.-

3. Deregulatiom of the Private Sector

.

Bxcessive regulation of the Peruvian private sector has
resulted in a misallocation of resources, diminished private sector productive
activity, and the flourishing of an informal productive sector. Despite
progress under the Belaunde government to take action to reduce price controls
and required investment documentation .and increase the use of market signals
to regulate economic activity, there are still many areas which need to be
deregulated, especially if red tape iz to be reduced and the informal sector
ig to be brought intc the formal arena. Specifically, the administrative
procedures that make it difficult for a business to enter the formal gector
require simplification. Regulations that favor 1large or established
businesses over small or new businesses need to be modified. Finally,
mechanisms that allow the formal and informal private sector to review and
respond to changes in laws and regulations are needed.

-
- 3

B. Economic Structure

.1. Import Policy

.Over the past 5 years Peru has opened much of its market to
imports. Some analyses have indicated that—it—wus done tod quickly and was
——imdigcériminate. Import tariffs have since been incress.d (and now average

40%) and gome diract rontrolz have beem resppliled:—USAID will pursue policies
which permit needed imports and eliminate tariff and non-tariff barriers to

competition.

2. Interest Rate Policy

Most interest rates in Peru are no¥ market determined.
This discourages savings mobilizatlon and mizallocater srurce credit—Formal
credit, especially for smaller enterprises, is difficult and time consuming to
obtain. Moreover, subsidized financial markets increase inflation, encourage
the dollarization of the economy, inhibit savings in soles, and raise the
cogts of channelling limited savings to those investors with the maost
profitable investment oppoctunities. AID will continue to press for policies
which lead to efficient market-adjusted interest rates. We expect to increase
the absolute amount and improve the allocation of investment resources.




C. Employment

1. Labor Stability

Labor stability legislation has exacerbated Peruvian
unemployment and under employment. Laws. _ limit personnel management
alternatives, reduce employment opportunities, unduly reward longevity,
adverfely —offect productivity, promote capital verses—labor intensive
mveatmez{imbute to the satagnatiom of talent and skills. It
imposes costs om those who adhere tor it and on those trying too avoid lt.
These laws and administrativee practices must be reviewed, simplified and
rationalized to reduce theu: negative effects and to dlow rntionﬂ; resource
allocation. . - -

2. Informal Sector

~ s

- The rapid growth of the Peruvian informal sector iz &
ragult of the slow, cumbersome and capriciously administered requirements faor
the registration and functioning of & business, the inability of the formal
sector to meet employment needs, and continuing efforts to proteet certain
economic activit{es. As & result, the GOP collects- fewer direct taxes and
informal enterprises do not benefit from the advantages of formal sector
operation~--better access to credit, insurance, legal services, contracts, etc.

Tax and licensing documentation requirements, and the way
in which the GOP decides regulations, will be examined to ensure that the
private sgector receives fair opportunity to review and respond to proposed
measures. This review will promote reduction of complex and often unnecessary
procedures which are formidable barriers ta market entry and commercial
development and which discriminate most against smeller enteepmew»—-—kl's'u“”"
USAID will continue its efforts to asgist the government in divesting itself
of productive enterprises. Similarly, unfair advantage gained by spacific
(powerful) private gector organizations, groups or firms will be @xamined and
addressed in an effort to insure competition in the market place. The
ratinnal growth and development of smaller enterpriges is critical to the
development of expanded employment o,;;portunities.

P

IXIr. Leading Party’'s Policy Statements

APRA's positions on many economic, employment, industrial and
private sector issues have yet to be announced. However, agricultural and
small business development designed to increase productive employment,
particularly in the sierra, are expected to be a major policy focus. APRA has
shown some concern about the size and cost of the public sector, yet they have
been careful to assure that employee rights will be protected. APRA shares
major concerns for our target beneficiary groups and seems to favor a more
efficient yet mixed economy. Nonetheless, some APRA rhetoric is blatantly
protectionist. APRA will probably continue to restrict the importation of
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certain luxury goods and might expand the prohibited list (cars, electronic
equipment and special foodstuffs are commonly mentioned). APRA can be
expected to explore the opportunities for further import substitutionm. Still,
APRA statements have held out the posgibility of foreign investment in certain
priority areag of the economy. Of &ll the major parties, APRA has most
regularly stressed the need to generate more non-traditional exports ta earn
foreign exchange and to create employment. Other economic management areas
will require substantial policy dialogue. APRA's policies appear to conflict
with USAID's strategy in financial market development. APRA views interest
rates as too high. Although there iz recognition of & necessary link between
inflation and interest rates, interest rate subsidies may appeal to APRA a&s an
initial 1inte. sention. Despite these potentisl probleme, we are optimistic
about the outcome of policy dislogue opportunities with a new APRA government.

IvV. Rasultgs of Approaches/Contacts to Date

To begin the design af the Private Sector Policy Planning and
Ingtitutional Analysis PID, we initiated & number of discussions with leaders
of major business and trade associations. Thege have been important as a way
of learning of the policies of major political parties and of the probable
effaects of the election on organized business. Representatives of CONFIEP and
other private sector assoclations have already met with Alan Garcia. We have
informally pursued a number of conversations with banking leaders with strong

connections to APRA. During the desigm of the PP, we will be able to review
the GOP portion of the project with APRA officials. This will pravide us with
an opportunity ta review and analyze private sector policy posgitions.

v. On—-going AID Policy Activities

The current USAID Private Sector Program is essentially comprised
of credit projects for working capital, small enterprise investment and
warking capital, and medium term agricultural investments, in addition to
private gector elements in other portlons of the program. Each of our private
gector credit projects seeks the use of market determined interest rates. We
will continue our discussions on real interest rates. Technical assistance
needed to insure vegular monltoring and use of real interest rates will form
an integral part of the proposed Small Industry Credit Project.

Our ongoing activities with ILD have led to & greater understanding
of the informal sector, its problems and potential. Moreover, we have helped
establish a mechanism which allows the private sector an opportunity to review
proposed legislation and administrative codes before their final promulgation
by the GOP. ILD is also carrying out a public campaign to ease the licensiag
burden on enterprises.

VI. Role of Other Donors in Policy Dialogue

Most other donor organizations active in Peru--the World Bank, the
IDB and other bilateral donors--have less interest in specific private sector

r




policies and issues than.AID. While the World Bank is especially involved in
the overall structure of the Peruvian economy and interested in employment
gaing, it does not have major activities carried out through or aimed at
private sector organizations. The IDB, following our lead under the Disuster
Program Loan, has recognized that the liquidity crisis will permanently damzge
viable industries and is providing working capital through the Iidustrial Bank
to qualified firms, using the policies and administrative structures
established under our assistance. .

-,

VII. PFuture Stepz to Carry out Palicy Dialb;ue

Many of our planned dialogues will be carried out as part of
project design and implementation. The private sector dislogue will be a
long-term underteking. Through the PS. Policy Planning and Institutional
Development Project (PID recently approved), we will have establisghed
continuing long-term relationships with key formal and informsl private sector
organizations and with the new GOP. We fully expect the private sector's
institutional framework to form the basis of our growing private sector
program. However, we g&lsc expect to deal with the new GOP about private
gector concerns in the context of the discussions on the overall level and
composition of a possible five-year program of economic development assistance
for Peru.
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(4) Policy Agenda for Supplementary Feeding Prograns

I. Overview

Under ther Belaunde Administration, the Peruvian Government has
undertaken & number of P.L. 484 Title II intervemtions. The CARR food for
work PIBA program has constructed 500 schoolrooms, 44 healthlr posts, and 87
comnunity centers and other basic urban infrastructure works in the pueblos
jovenes of greater Lima. Under the national food faor wark (FFW) reforestatioz
program through Church World Services-SEPAS, Peruvians are annually planting
aver 13 million eucalyptus and pine trees imr eight Sierram departments to stem
80il erogion and provide sources of fuel and income. This iz AID's largest
reforestation program anywhere in the world. Drawing om Section 416 dairy
products, the Ministries of Health ard Education are reaching about 3 miilion
children im their school feeding program. end 160,000 pregnant and lactating
women and children under five in their maternal and child heslth cars prograas
{MCH). In sddition to these programs, voluntocy egencies (Catholic Relief
Services-CARITAS, Adventist Drvelopment Relief Agency-OFASA, and SEPAS) ara
conducting supplementery feeding programs reaching about 550,000 recipients,
primarily in FFW and MCH activities. MNany Title II programs receive GOP
technical c¢ollaboration and all are partially financed by GOP Title I
counterpart funds.

In addition to these Title II and Section 416 food rescurces (which
in 1985 smount to $9 million and $7.2 milliom, respectively), the GOP receivec
Title TI1 multilateral food resources averaging $6 million annually from the
United Nations World Food Programme (WFP) channeled into agricultural
infragtructure and MCH projects. Combined these constitute & sgsignificant
levael of resources, about $22 million annually. The Mission's supplementary
feeding program forms an important part of our overall program and, when
coupled with Development Assistance and Title I, provides an opportunity to
support constructive policy dialcgues with the Government and the voluntary
agencies.

II. Bilateral Program

In the Migsion's April 17th memorandum to the DCC Food Aid
Subcommittee, preliminary economic and nutritional cases were made Ffor
increased Title Il assigtance levels beginning as early as FY 86 and ceriainly
by FY 87. . The memo requested reconsideration of the current DCC-AID/W Title
II phase-down instructions that would decrease regular program volag Title II
aggistance until reaching 1978 "pre-crisis'" levels. The "pre-crisis" levelsz
were 19,137 MT then worth about $8.35 million. The "crisis" was the 1977-79
economic recession that saw tremendous foreign exchange shortages, a 24
. percent decreage in real wages and positive economic growth for those three
years at 0.7 percent. Unemployment and underemployment totalled 57 percent.




- 30 -

Axz was polnted out in the April 17 memo, unemployment and
vnderemployment now gtand at around 68 percent of the labor force. At the
same time, blue collar wages dropped 16 percent im 1983 and & further 20
parcent in 1984; they are now less than half the real wages received in 1973.
Those statistics imply that the AID target group has suffered even larger
drops in real income. Stebilization programs, whichk will have to include
improved economic- and financial management policies, may exacorbate the daily
strugpgle of low income families to maintain themselves. Incomes may well
suffer-——along with nutrition and health status. - It is clear to us that Peru

i3 ip much more difficult strsits now than it “wag im 1977-79. For this

redsorn; we—are reéquesting am Increase in Title II resources and are projecting

& need for Sectian 416 productsz through 1989. -

It is very likely that the incowing GOP will immediately launch
programs- to stabilize the economy in the short run and later start an economic
restructuring program. These could entail large social costs above and beyond
the hunger, assoclated mslnutrition, and unemployment/underemployment probleas -
now plaguing the AID target group. Leading figures {nr the winning political
perty have already approsched the Mission on the need for the new GOP to
scften some of the most acute humenr costs of the stabilization program. They
see increased supplemental feeding programs as an integral and necessary
element of their overall efforts. Upom taking office, they will probably
request USG assistance to embark uponr & large-scale food distribution
program. Rhetoric during the campaign has on numerous occasions stressed the
need to confront the hunger problem as well as dramatically increase food
availabilities through increased production, especially by small farmers.

The Mission believes that supplemental feeding programs, 1if
correctly conceived and administered, can be of great benefit to the AID
target g-oup, not only in the short run but also in the long run--if and to
the exten: that they concentrate on increasing productive capacity and lead to
increased consumption capabilities, especially for the purchase of food.
Straight give-away programs would be of little long-term usefulness in helping
solve the human suffering involved in Peru's present circumstances. As sgtated
in the Agricultural Recapitalization program description, we are trying to
affect both the supply and the demand sides of agricultursl production because
both are important to our program strategy.

Perhaps more importantly, USAID/Peru ig convinced that supplemental
feeding programs may be essential tc the eventual success of economic and
financial stabilization efforts. Stabilization efforts will seek to reduce
government expenditures, control credit expansion, and thereby depress the
level of economic activity. More people may become unemployed or see their
real wages decrease. A temporary counterbalance will be needed to cushion the
. shock for the most seriously affected. segments of society. The lack of this
cushion may make the stabilization program untenable socially and
politically. Failed stabilization efforts usually complicate the process of
seeking more effective alternatives. It is therefore important that the




- 31 -

government's first attempt succeed, and that we be positioned to provide at
least part of the resources. Although one could justify our support on purely
humanitarian grounds as well as in terms of supporting economic development,
the crux is that we have strong foreign policy interests in building democracy
in Peru and in protecting advances in democracy achieved to date. GOP
economic policy improvements will be required to do thisg.

We are proposing s major ESF/Title I program to help meet the
regsource needs of stabilization/structural adjustment. the Title I1I
supplementary foad being requestsad will be implemented through s program
designed toc make the stabilization program morer feasgible. Therefore, the

rogramz will be targeted to those low income: groups most affected by the
BtIEIIianMIf)}; program. P
It would ba premature to guess what form ox.; modality the new
Administration will wish to employ in its program for the distribution of
supplementary food resources, but .it iz likely to:include one or more of the
following: ) .

a) A continuation of the PIBA urban project which would agein
elicit the «collaboration of several government ministries (Agriculture, .
Health, Education and the National Food Aszigtance Office - ONAA):

b} &n enlargement of the PIBA program beyond Lima and Trujillo,
including perhaps a nationwide FFW public works/agriculture production program;

¢) An enlarged school feeding/maternal child health care program
through the Ministries of Health and Education;

d) ‘Some type of food and technical- assistance package to increase
the coverage of public and private sector community kitchens or comedores
which offer low cost prepared meals to poor families, primarily in Lima; and

@) GOP marketing of staples (rice, corn, flour, beang, milk, etc.)
at subsidized prices to the pocr. 1In this case, we could be asked for & USG
food donation to lower average costs of the program. This would not be an
attractive modality from the Mission's perspective.

III. Mission Strategy

Regardless of which modality or combination thereof the new
Administration proposes, there are several issues the new Administration will
need to address in the near term.

There is an urgent need for the formulation of carefully
constructed supplementary feeding policies. The term "supplementary'" will be
emphasized in the Migsion's bilateral discussions as P.L. 480 Title II does
not attempt to provide an entire food basket. In MCH and FFW programs, it

,
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provides only those complementary items which will compensate for caloric
and/or protein deficiencieg. The idea ig to supply & ration package that will
have & posgitive income transfer value ta the recipient household that will
result in improving the diet of the family or increaging their opportunity to
engage in income generating or social improvement activities. The Migsion
will issue its supplementary feeding policy ststement by August 198S5.

GOP gupplementary feeding policiet ghould address the importance of
geographic targeting, socic-economic and nutritional impact, productive
employment, income generation, minimizatiom of recurrent costs, the role of
private sector, and self-reliant/self-perpetua‘ing project activities.

In terms of nutrition interventions, our policy dialogue will
closely reflect the results of the National Health and Nutrition. Status Survey
(ENNSA) data analysis which will provide & clearer picture of the magnitude of
Paeru's nutritional prcblem. However, emphasis will continue to ba placed on
the vulnerable .groups. mccogrnphic targeting will be a cormerstone in setting
program parameters not only bilaterally and mltihtctnlly hut also through
Title II regular program volag sctivities.

In t:erms of socioceconomic and nutritionel impact, psarameters or
guidelines should be established prioritizing the types of programs which
should be implemented, consistent with the intent to achieve development
impact (whether nutritional or economic). In terms of the former, nutrition
education and growth surveillance need to be strengthened. Both are essential
ccmponents of any Title I1 nutritiom intervention. This August, 74
nutritionists from four volags and two GOP agencies will participate in a
nutrition education course to be conducted by the Institute for Nutritional
Investigation utilizing funds under the Nutrition Amendment to USAID Project
527-0219. The course, desigomed to enable thege nutritionists to train other
nutrition promoters, is8 the first step in & multiplier nutrition education
effort, In FY 87, a follow-up study will be implemented to evaluate the
effectiveness of both the original trainees and their students.

In terms of economic impact, productive employment, income
generation, recurrent budget implications, and food self-reliance projects,
the Mission intends to continue to concentrate on establishing FFW programs
which maximize income producing mechanisms which can be continued once outside
resources are no longer available. Legs emphasis will be placed on
constructing additional infrastructure such as schoolrooms, health posts, and
community centers. The Migsion will emphasize small-scale, community-based
agricultural and income generation FFW projects to assist in: 1increasing food
gself-sufficiency and overall food availabilities; increasing income; reducing
dependency of imports; and reducing migration to urban areas.

In order to develop self-sustaining projects, the Mission and the
volags will be experimenting with the integration of locally-produced staples
from FFW projects into our MCH nutrition interventions, t)ereby linking FFW
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and MCH activities in the same community. With GOP technical assistance and
collaboration, indigenous protein-rich staples can be incrementally integrated
into volag and government-to-government programs. Several Peruviam
Institutions are working toward the development of weaning foods. The Title
II Rstion Study, concluded in April, recommended reducing the number of Title
II commodities used. In FY 86, a total of five types will be requested versus
nine in FY 85. In edditiom to simplifying operations, this will alsx ease the
gradual phase-in of locally-produced foods Iinto our supplementary feeding
programs. It is &lso our intent to maximize the use of local resources from
the community to reduce costs and increease the community*s "investment™ in the
project. The sbove conastitutes the basic tenets .of our multiyear operatiom
plang. Specific and measurable benchmarks will be eatablished and annually
evaluated. The first such evaluaticn will be held in FY 87.

The Migsion is currently examining the role that community kitchens
(somedores) can play in reaching the poorest strata of Peruvian society and in
particular the vulnerable groups. In these .centers, poor  families pool
financial resources in order to prepare » daily low cost breakfast and lunch.
In Lima, there are currently @ 400 comedores reaching 40,000-50,000
beneficiaries and many are providing growth surveillance services and
nutrition education classes. The women, which are the backbone of these
voluntary neighborhood associations, are alse particularly interested in
improving their socio-economic conditions through income generation
activities. The Mission will soon begin discussions with these groups to
explore whether their operations can be made more self-reliant and to
determine if and to what extent we should be more actlvely supporting this
rapidly-growing community kitchen movemest. .

Another area of focus will be improving the level of GOP-PVO
collaboration and joint implementation of projectsz. The PVOs could benefit by
increased technical assistance which could be furnished by the GOP. Several
PVOs have already demonstrated their ability to work closely with government
entities. The use of one or more volags in .the design and operation of a
bilateral GOP food distribution program would help ensure adequate controls
are undertaken. We will encourage the appointmeat of a Presidential Special
A gistant in Supplementary Feeding Affairs to serve es coordinator of a
multi-sectoral volag-GOP working group. This individual should have enough
stature and rank to resolve operational problems in both GOP and volag
programs.

In the MOH Section 416 school feeding (PAE) and MCH (PROCAMI)
programs, we hope to reduce our relative support to school feeding and
concentrate on increasing MCH, which is more in line with our nutritionsl
strategies. Section 416 commodities can and should be used as an incentive to
increagse the utilization o0f Thealth services. In addition, the new
Administration will be made aware of the jcint CARE-MOH REvaluation of
PAE-PROCAMI, which will be available in May, since its findings will agsist in
determining our recommendations on CY 86 levels for Section 416 commoditiers.
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ONAA should assume a larger portion of Section 416 im-country Ilogistics.
However, additional budget resources will be required to accommodsate this
added responsibility.

Iv. Resource Request

FY 86 FY 88 FY 8% F¥ 90

Title I - Volag Program 9.5 L1z 12.0 1z.Q
3

2.4 -
4.8 zZ.5

Section 416 -~ School Feeding 7.z .a’ .
- MCH . 5.3 I+ LI F.

o
— Stabilization Support 1Z2.5 . .G - -
r4

The Mission intends to submit & PID in July 1985 for Development
Asgistance Grants to the volags and selected GOP agencies totalling $7.0
million for FY 86-90 . .and for the Title IX and .Saction 416 resources outlined
above. We have 1ot negotiated the termse and corditions of either
stabilization support or Section 416 commodities. This will be done in the
context of ocur policy dialogue on macroeconomic program sssistance if we have
preliminary support for such resources & & result of ' the review of this
Action Plan. The need for increased volag Title II levels will be
substantiated in the PID. The Mission believes that progress to date in
improving the development impact of the volag program--including multi-year
planning, recipient targeting and similar breakthroughs--is an excellent basis
for increasing ATD support of these programs. We project such an increase
starting with FY 87. '




(5) Pollcy Agenda for Health Sector Progream
(Includes Population, Nutrition and Rnvironmental Sanitation)

A. Background:

Although the Belaunde Administration has undertakem new initiatives
to increase primary healthr care services to both urbar and rural populationm
groups, the health satatus of Peruvian citizens remains poor. The national
infant mortality rate is 10l per 1,000 live births, and life expectancy is 58
years. Available statistice confirm that health care disproportionately
favors urbam areas. Infant mortslity exceeds 200 per thousand in some areas
of the southern sierra. The malautrition rate is currently estimated at 50%.

Yet existing health resources in rural areas are underutilized, due
to ineffective program planning and mansgement. For example, in spite of the
need to trsim and utilize suxiliaries and para-professionals and GOP progruams.
for this purpose, the universzities continue to educate doctors. The result is
an oversupply of medical doctors, who remeain concentrated im urban areas (80
per cent are in Lims, Trujillo and Arequipa) where there are few opportunities
" for employment. , In 1979, the MOH estimated that there were 2,515 physicians
in excess of public sector needs. The figure now ig reportedly over 5,000.
This situation will become even more critical if the four new medical schools
that have been proposed are allowed to operate.

In tha past, Peru's health policy evolved on the basis of medical
practices of 1industrialized countries that do pnot address the main health
problems and demands of Peru's population. The Belaunde Government formulated
& National Plan of Coordinated Health Actions (PNAC) for 1982-85 with strong
emphasis on primary health care. This plan led to a reorganization of the MOH

and the preparation of the National Primary Health Care Policy (PHCPY“adopted

in January 1982. However, while the MOH is now emphasizing Primary Health
Care (PHC), there is a clear gap between objectives, financlal resocurces, and
operstions. There iz also @& need for clear policies conducive to greater
involvement of private sector organizations in national health problems. The
actual planning of health programs is constrained by the lack of health
management professionals and reliable statistical ..data needed to analyze
health programs and redirect resources and the delivery of services. AID's
Health Assistance Policy Paper accurately states that many of these management
and policy problems need to be addressed in "second generation' primary health
care programs. A strong health policy analysis and planning capability is
needed to formulate nationwide policies and collect and analyze
epidemiological data to effectively plan programs and to c¢ollect and .analyze
expenditure and service delivery data to monitor the programs of the GOP and
private sector agensias. Besides 1looking at the coverage, quality and
community participation of programs, policy-makers must also examine numerous
related financial and management issues which have not been emphasized,
including alternative methods of financing health care and private sector
involvement.
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B. Proposed Changes:

Peru hag received large amounts of international donor support since
1979 fer the development of its health gector. In addition to USAID support,
the West Garman Government, the World Bank, UNICEF, UNDP, and other bilateral
and multilateral donors have provided well over US$ 100 million. Over the
next five years, USAID, the Interamerican Development Bank, and other
international donors have tentatively programmed about the same level of
support. Yet, during Peru's current economic crigis, the government'z own
financial commitments to the heslth sector have remained constant st best,
and probably deteriorated. ) :

The government's budget limitationg are exacerbated by the national
health system's lack of coordination among its public, social insurance and
private sector components. Moreover, mos:k existing health services are
underutilized due to ineffective management systemr in - the. sector, and the
actual planning ::of: -health .programs: is- constrained by an ' insdequate
documentation base and information system. The Mizsion's Health Sector
Analygis (HSA) addresses these issueg with reference to the country's hesalth
regsources and health status. In eddition to uging existing primary and
gsecondary data sources, the HSA incorporates an in-depth analysis of data from
the USAID-financed national household surveys in Peru. The HSA will be used
te guide rational policy and resources allocation decisions, and sector
decisions will for the first time have a strong analytical basis.

Overall policy areas for which the HSA will yield findings and
recommendations include: facilities operating costs and cost containment
posgibilities; improvements im the utilization of existing health care
faclilities; health system organization and management changes to improve human
and pharmaceutical resource utilization and generate cost sgavings; increasing
domegtic health care financing with particular emphasis on social insurance
and private sector alternatives; and more effective decentralization of
planning, programming and budgeting of health services. These policy changes
and policy support actions will be implemented during the 1986-1990 period.
The HSA is composed of six technical studies: health status; demand for and
utilization of health services; physical infrastructure; human resources;
pharmaceuticals; and financing. In additlon, certain issues addressed by the
HSA are sector-wide and include institutional analysis of the sector agencies,
management assessment of their implementing systems, coordination among sector
ingtitutions (especially MOH and Social Security) to expand coverage, improve
quality, and increase efficiency, and definition and estimated coverage of
private medical care and its relation to public health and insured health
services.

A policy agenda for population is being prepared concurrently with
the HSA. Policy issues will discuss some or all of the following concerns:
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The commercial pharmaceutical sector is the largest providec of
family planning services in Peru. It provides contraceptive commodities to
more than 240,000 couples, im gspite of Iews, regulations and taxes intended to
restrict the capacity of the private sector. Specifically, MOH regulations
regarding prescription for oral contraceptives are largely ignored but still
have & limiting effect on over-the-counter sales. The MOH has some
regulations concerning the public promotionr and advertising of ethical
products. Although not specific, these regulations have prevented the Iocal
pharmaceutical labaratories from uging the mass media. All moderm
contraceptive methodg sre imported. Import duties are imposed, nat ta protect
Iocal production, but ta. generate revenues. This policy im
counter-productive. Revenues generated from  import duties are minuscule
compared to the cost of providing for unwanted children. The commercial
sector as well ss the Contrzceptive Soclal Marketing project (CSM) would
benefit from a clesrer, more consistent policy in the area of advertising and
medical prescription for family planning products. The issue of duties is

. more complexr becsuge it lmpacts on revenue generation for the GOP, but the
" dampening effect of high prices for contraceptives is an additional congtraint
for the commercial gector.

The cubrent regulations allow for the importation of donated
contraceptive without duties with the proviso that said contraceptives are not
subsequently sold. In order to insure the success of the Contraceptive Social
Marketing project (CSM), a special exception to this poliecy is required.

Lastly, imr 1981 the MOH and IPSS agreed tao provide family planning
within their MCH services. A ministerial decree in 1983 permitted promoters
to distribute contraceptives. At present, these policies and decrees have had
limited acceptance by medical personnel at the hospital area and below, in

eeeee————"gn{te of verifiable data that indicate a very high unmet demand for
contraceptive services. Policy dialogue in the public sector will focus on
the sacceptance and implementation of these norms at all levels of the MOH and
IPSS health sgystems in order to accelerate the delivery of family planning
sarvices in the public sector.

Qur policy dialogus in nutrition will be mostly determined by
analysie of the results of the Natlonal Health and Nutrition Status surveys
and the Punctional Classification Study being conducted by CDC and Sigma One
Corporation during the June-September 1985 period. For the first time, the
GOP will have a firm estimate of the magnitude- of the nutrition problem,
disaggregated to the department and health region levels, by functional
(occupational) groups. These analyses will also draw upon the S&T/N-financed
CEAP study and produce targeting issues and primary health care/nutrition
program coverage lissues. The S&T/N~financed weaning project, which is using
local costs financed under the Mission's Project 219 nutrition amendment, will
identify and test specific nutrition education messages and interventions
degigned to improve feeding practices of weaning-age children (6-12 months).




The nutrition amendment is also finencing a study to test culturally
appropriate educational messages to increase ORT usage and a study to analyze
the effects on nutritional status and diarrhes incidence of specific infant
feeding practices (including feeding practices which decrease effectiveness of
breast feeding and what foods or liquids are the source of diarrhea causing
bacteris or viruses). Another study financed with Migsion PD&S funds includes
an analysis showing what combinatiom of food snd ORT can be given to children
with diarrhea in order te keep them from becommg malnourished and to speed
their recovery from malautrition.

Bagsad on the above studies and anslyses, & comprehensive nutritioa
policy dislogue will be drawn up by December 1985. It is clear aow, however,
that any policy dialogue will emphasize that solving the nutrition problem
involves more than just feeding programs and lincreasing food production; that
nutritional status can be rapidly improved with incresased coverage of PHC
sarvices - and water and sanitation; and that feeding programs, an obvious
priority of the leading party's platform, can be nsed as incentives for people
to utilize health services that may be as important as the food itself.
Lastly, the policy dialogue will attempt to identify sustainable sgolutions to
nutrition problemsg, many of which may be outzide the health sector.

Our policy dialogue in environmental sanitation will be expressed
basically in refinements to the on-going project, such as: continuation of the
policies for decentralization of system design and construction; continuation
of personnel at the regional 1lIevel including engineers, tcrezraphers, and
treiners for health education; establishment of a system to u¢owmpensate DISAR
engineers on a4 bagsig equal to other engineers working in the water sector; and
continued emphasis on operationa and maintenance of &constructed gystems.
Additional importance will be assigned to the health education aspects of the
rursl water and environmental sanitation investment, and incorporation of =
stronger latrine promotion, construction, and utilization program. The
Miggion may suggest that 3 regions be sgelected to promote an aggressive
latrine utilization campaign under the new sector program. Steps will also be
taken to maintain system costs at their current level of $31 per capita.
Coordination with IDB and Other Donor investments in the rural water sector
will also be discussed during the policy dialogue.

C. Strategy for Policy Dialogue:

During the past year the Mission's Office of Health, Nutritiotr and

Education has met periodically with the leading party's health technocrats,

mostly members of the Colegio Médico, to discuse the party's health platform

and priorities. Most party members subcribe to WHO's emphasis on primary

health care end UNICEF's GOBI strategy for delivering health care (i.e.,

:-growth --monitoring, oral rehydration therapy, - - breast-feeding, and’
immunization). Family planning services are also included in the lead party's

definition of primary health care and access to fertility control measures is

a high priority. A legislative decree on family planning is about to be

H




approved by the Peruviam Congress with full support of all political parties
and #&ll presidential candidates ip the recent elections. During the list Few
daye prior to the April 14 elections, the major party's newspaper gave front
page headlines to the problem of malnutritiom and infant. mortality im Peru,
drawing upon the AID-financed 1983 Nutrition Assessment for basic facts.
(This assessment had beenr widaly diuseminated throughout the public and
private sector in Peru in 1984.) As stated above, the Mission is financing =
major analysis in the health sector. The broad outlines of thisz analysis were
shared with the leading party before itz initiaion and received their hearty
endorsement. )

The Mission, as part of the HSA, hag beer consulting Other Donors
about their policy interests and future investments in the sector. The IDB
and the World Bank have both agreed to withhold future investments in the
health sector pending the results of the HSA. The IBRD hasg slready laid out a
series of policy dialogue subjects which coincide in.part with the Mission's

_own. agendx. Yor axample,.the Bank is talking about the MOH and IPSS freezing -

&1l new investments (basically coastruction) over the next Ffew years and
developing sn incentive system for staffing health centsrs and posts. Another
aresa the Bank is addressing is the overproduction of medical doctors and poor
quality of medical education in Peru. Other policy areas for the Bank will be
identified once the HSA has been completed.

USAID's strategy is for the international donor community as a group

tor enter into s policy dialogue with the new government and reach agreement on
basic policy issues before any new donor investments are made in the sector.
We have such an agreement with the German Government's technical assistance
program and the UNFPA.

D. Future Stepg to Carry Out Dialogue:

The HSA will be completed by February, 1986. Prior to that date,
Stonybrook will prepare a policy agende by June, 1985, which the Migsion can
utilize in its preliminary policy discussions with the new government during
August and September 1985. A PID for the new gector program will be prepared
October-December, 1985 and will incorporate the policy dialcgue contents for
the negotiations of the new program beginning in CY 1986. The PP will detail
the results of those policy dialogues and describe areas of mutual agreement.
The dialogue will be conducted by the Missiom and PAHO with supporting roles
played by the IBRD and IDB representatives and the Germans. For this reason,
our strategy has been to "Peruvianize'" and '"internationalize" the HSA (by
using Peruvian and PAHO specialists). We foresee the dialogue being conducted
over a geries of months in multilateral donor coordinating forums, as well as
private discussions by the Mission Director and staff with GOP officials. We
further foresee .that on many issues PAHO,. supported by AID and the- banks,  will
take the ‘'eadership role in the discussions. We propose to conduct this
dialogue .ot only with major health sector institutions, but also with the
Central Bank, the Ministry of Finance and, for certain aspects of the

-
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nutrition component of the policy agenda, with the Ministry of Agriculture.
We will also use the transition period to begin inserting AID policy concerns
inr briefing papers prepared for the new GOP management team.

.o




(6) Shelter and Urban Servicesg

Background

While there are few official figures on housing for the last four years,
there is no doubt that housing conditions in Peru have deteriorated. High
interest rates and declining real incomes have virtually. wiped out private
formal housing finance. Low incomes have also depressed home improvement
(upgrading). Im 1981, the last year for which netional housing data were

"available, about half of urban housing units and virtually all rurel units
were built of "non-permanent™ materials. Regerding services, about 60 percent
of urban dwellings had piped water, 45 percent sgewer connections, eand 63
percent electricity. o :

Pormal sgector housing productionr in recent years has beon far baelow
"needed levelz. Total formal sector (public' and private) housing coastruction
has averaged .about. 22,000:.units "annually over the-last>five years. Thisx
suggests that between two-birds and three—quarters of new urben housing units
in Peru are being produced through informal construction.

Housing finance 1institutions--the BCH and the Mutuales—-and the
development banks, including BANVIP, have had poor performance in recent
years, as measured by key financial indicators. Part of the problem is due to
the inability of BCH and the Mutuales to compete for resources with other
financial institutions, notably commercial banks. Unlike the banks, BCH and
the Mutuales are excluded from the dollar savings market and are obliged by
law to lend at rates that are negative in real terms.

(1) Needed Changes

Fundamental chapges needed inm the structure and policies of Peru's
Shelter Sector fall into four broad categories:

- Limiting and focusing public sector shelter programs on
infrastructure nupgrading, preparation of serviced and non-serviced residential
sites and provision of individual small construction/housing improvement loans
exclusively for low income families. The Government should get out of the
buginess of developing housing projects entirely and should concentrate public
regsources on critical infrastructure development, especially water supply and
sanitation. ’

- Faclilitating increased private sector efforts in shelter delivery
by improving the functioning of the housing supply and demand markets and
removing regulatory and structural restrictions that hamper private gector
initiatives, distort the pricing of shelter solutions, and separate popular
demand from formal supply and finance mechanisms.




— Improving the efficiency of both public and private financial
intermediation in the shelter sector by structuring and requiring the use of
indexing for 1lending and sgavings through out the system, improving the
management of finencial resources. making possible the flow of private savings
into shelter finance and requiring public financial resources not gpecifically
and explicitly earmarked for subsidies to yield & return at or above the
market cost. for savingsz. All prospective subgidies in shelter or
infrastructure programs should be evaluated prior to initiation of any
spacific program, its overall long~term cost determined and the source of
funds for this subsidy identified and approved beforehand.

~ Bstablishing anr on-going public/private shelter sector policy
formulation and analysiz capability to improve the long range functioning of
the shelter sector as it relates to overall economic development objectives
and to reduce the possibilitiss of ed hoc, piscemesl legislation that is
currently the practice in Peru. . R : oo W :
el e : Tlew o T . ‘ . .
Within the framework of the four broad categories of needed changes
are s host of specific policy issues and corresponding actions that must be
taken in order ,to effectively implaement shelter programg in Peru. These
specific issues can be prioritized as to importance and timing. These are
digcussed in detail in USAID Peru's Shelter Sector Assessment. They will be
further refined in the final version of the Policy Agenda now being prepared.
The principal specific policy and 1institutional issues at this time are
sumuarized below:

P el
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1. Maintenance of Value: 1In the short run, an indexing system must
be implemented for loans in key shelter programs in order to lessen or
eliminate the decapitalizing effect of inflation. Likewise, new legislation
must be deviged to resgtructure the social housing fund if it is to be
continued.

2. Subsidies: Prospective subsidies ig shelter programs must be
evaluated beforehand. Efforts aimed at reducing subsidies or making them
explicit are critical. Financial returnz should be as high as possible
consigtent with affordability and should be realized through indexing. The
true value of land, labor, materials, and cost escalations during construction
must be reflected in pricing shelter solutions.

3. Targeting of Public Sector Shelter Programs: Public sector
programs should focus exclugsively on low-cost solutions, especially sites and
services, non-serviced sites, basic Iinfrastructure, infrastructure upgrading,
and building materials loans. ‘

- . 4, Infragtructure:. The government must immediately begin to
explore ways of reaching agreement with external donors on new financing for
basic infrastructure, especially water supply. This will require a
willingness to raise tariffs to more roealistic levels and to Improve the




management of infrastructure institutions. Amr investment strategy must be
devised for the water supply sector, which has been underfunded and which
lacks & coherent set of policies and objectives. ‘

5. Banco de la Vivienda: BANVIP should be reagsigned itg role asg
setter of financial policy in the housing sector. It should allocate public
regources among various programs, assure financial soundness, and exercise
direct control over a restructured social housing fund (FONAVI).

6. Mutusleg (Savings and ULoans) and Banco Central Hipotecario
(BCH): To help the .mutuales survive financially, the government should
consider allowing them to accept savings in dollars and loosening interest
rate controls. Legislation should be passed permitting the S&Ls to reorganize
their management and legitimize their broader role in financial
intermediation. BCH &lsc needs to be able to compete sgainst the mutuales and
the commercial banks on an equal footing; thus controls on savings end
interest should be rslaxed. - The technical quality of BCH managemant must be
improved.

7. Housing Policy Capability: The government should consider
' forming a high-level housing policy group to provide 1leadership to the
gector. This group should consist of representatives of shelter and economic
policy organizations, including the Ministry of Economy and Finance and the
Central Reserve Bank. Its main task should be tc formulate a national housing
policy and advocate appropriate legislation for its implementation. Given
that (1) many policies that affect the shelter sector are not under the
control of the Ministry of Housing and (2) the Ministry has lost many of its
implementing, normative, and technical assistance functions, efforts should be
focused on recommending ways to rationalize the Ministry's role snd reduce
duplication of effort between it and other ingtitutions.

8. Banco de Materiales: The BM must improve internal financial
controls and limit operating costs. It should algo attempt to resch greater
numbers of lower-~income families with loans that do not require & mortgage or
employment guarantee.

9. ENACE: The government should consider 1limiting ENACE's
involvement in housing. As a prelude, studies should be conducted on the best
means of liquidating its current projects and portfolio.

10. Shelter .osts, Standards and Regulations: Changes are required
in design specifications to lower costs. The introduction of progressive
levels of infrastructure over time gshould be 1legitimized. The entire
structure for construction permits should be revigsed and streamlined and
public/private construction procedures. should be reformed to provide
incentives to bullders for rapid, on-time performance. New legislation on
rental housing is needed.
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(2) Proposed Strategy for Policy Dialogue

The Mission has been active in promoting policy reform in the
gshelter sector for several years. MNegotiations were in fact initiated with
the current government on many of the priority issues outlined above, only to
be curtailed when it was clear that the present administration was not going
to take positive action to introduce and support measures that would improve
the maintenance of velue of public and private financial resources in the
gector., Thig issue ig clearly known by the lecding political party leaders.
Although no c¢lear statements as to the pogitions of the various political
parties have been made on the indexatiom igsue, the problem has been clearly
stated by AID and others. Recognition of the tremendous costs involved with
large scale government sponsored housing projects by the new GOP will most
probably result in & sharp curtailment of this type of public shelter
program. AID took steps to make sure representatives of the lesding parties
were exposed to and understood the sbove iszsues, and has tried to- influence
their policy development prior to _the change of government. At this stage of
the political process in Peru, however, it is unclear as to what specific
policies and actions will be taken in the shelter sector by & new GOP.

Meanwhile, the Misgion is finalizing its recently prepared draft
Shelter Sector Assessment and is working on a prioritized Policy Agenda for
discussion with a newly elected GOP. We believe that the possibility of a
multi-year HG will provide an important incentive Ffor encouraging a new
government to adopt improved housing sector policies.

(3) Role of Other Donors

AID has been and continues to be the leading foreign donor in
shelter sector assistance in Peru. Both the IBRD and IDB have had programs-im—
the shelter sector but are no%t presently involved with housing loans. IBRD
had considered an additional urbanm development loan. Given problems with the
meintenance of value issue and other macroeconomic issues, this loan iz no
longer being congidered. Both donors have active loans in urban water supply
and sanitation, an area directly related to the ghelter sector's development
and critical to specific policy issues. The conditions requiring indexation
of water rates have been only nominally complied” with and serious issues
involving international procurement have 3lowed disbursements under these
critical loans, AID has been coordinating with these donors to assure a
compatible approach to the conditioning of assistance on the implementation of
critical policy reforms in shelter and urban development. The area of water
supply and sanitation will of course be the principal area where a common
policy position will be most important in the short term.

(4) PFuture Steps to Carry Out Policy Dialogue

Peru's shelter sector involves an array of specialized ingtitutionms
that deal with gpecific programs and needs for shelter delivery. These




inst .utions are generally capable of carrying out their mandates. Given
preaidential interest and action during the past five years, they have not
played an important role in formulating sector policy. The leadership roles
in formulating policy implementation sction will need to be restored to some
of these key institutions.

Over the years, the Housing Bank of Peru hes beenx the prime
implementing agency for AID's shelter programs in Peru. Ag things stand now,
it will continue to be the key institution for channeling our assistance.
However, in order for the shelter policy issue agends to ba effectively
addressed, the aexecutive branch and Congress will need to focus their
attention on the range of issues contained therein. Several key policy issues
will require legislative action involving new or revised laws.

At thiszs time, analytical work to identify the major policy issues
hes been completed along with technical support material to  explain these
iscues in detail. .. However, support for major policy formulation and anslysix
must be done as part of the Project and as sgreement to take action on
specific issues iz reached. For example, work on designing an appropriate
shelter sgector financial indexing system, revising savings and loan system
legizlation, rental legislation and legislation to restructure the social
housing fund are critically needed. Given the broad scope of the policy
agenda, substantial technical work will be required during the next two
years. Grant assistance will support an improved policy and planning process
in the sector.

AID will continue to build its contacts within the leading party.
We plan toc work closely with the GOP transition tesm until such time as major
appointments (ministers and agency heads) are known. A detailed, prioritized
policy agenda will be made available to the new team. AID will seek to
proceed with discussions at the working level as well ag the senior level to
discuss policy issues germane to shelter sector development.
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(7) Special Poreign Policy Concerns

(a) Narcotics

Background:

Peru is one of the two leading producers of cocaine for the illicit
narcoticg trade. The U.S. iz its primary market. Production volume has
increased dramatically aver the last decade in response to demand in external
markets. The effects of thim illegal traffic have caused increased concern
within the U.S. and have made supression of 1llegal narcotics production and
trafficking oner of the most important bilatersl 1issues betweenr the two
countries. : ’

Increasing concern in the U.S. has heightened Peruvian awareness of
the narcotics trade within the country, the domestic effectz of the narcotics
trade on social, economic.and legal institutions in Peru, snd the reelization
that illegal cocs production, processing snd trade increases the risks of
narcotics abuse to Peru's own population. .

In late 1981, Peru sgreed to begin an ambitious program of narcotics
control and eradication with U.S. support. A joint effort was designed to
eliminate illegal cocaine production from a specific geographical area (Upper
Huallaga Valley)--estimated to be the source of 25% of Peru's 1illegal
production. Control and eradication programs costing about $15 million over 3
yedars (INM/NAU financed) were designed to assist Peru and a special police
unit to enforce Peruvian laws against illegal narcotics production. Because
of the isolation of the valley and the degree of dependence of the 1local
valley economy on coca production, the GOP alsc requested assistance in

" development activities in the area that would generate alternative sources of
income and employment . AID designed and authorized an embitious $18 million
ares development project (527-0244) to complement cocaine control and
eradication efforts. :

Joint control, eradication and development efforts were initiated in
1982 eand began £full operations during 1983, After about two years of
experience;

over 4000 hectares of coca plantings have been eradicated;

the complementary development project is providing credit,
extension, road maintenance and other sgervices to farmers in the
valley;

three implementing institutions (police, eradication teams and
the development project office) are staffed, equipped aad
operating in the area;
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~ the isolation of the valley and relative absence of normal civil
authority and governmental services has complicated project
operation for &ll three institutions; and .

sporadic but deadly outbreaks of violence in the area from
terrorist and/or narcotics interests is forcing eradication and
development activities to adapt to the more dangerous operatiny
environment.

To complement the joint U.S. and Peruvian enforcement, eradicatios
an® development efforts, USAID has proposed a° public education effort to
support Peruvian private sector organizations im their efforts to raisze
consciousness. about the incidence and implications of domestic drug abuse and

of the drug trade.

Strategy and Constggintn’ L - ~T=A;, R

A

It is cloct thet coca ptoduction 12 uxpanding in Ptru. The effects
of 1increased productior on Peru's institutions ead the challenge which
increased trafficking activity poses to the society sre slowly being
recognized as ursent mattergs for the country. At the same time, Peru's
capability for dealing with the problem of illegal narcctics production and
uge is not expanding. Police and military units are increasingly occupied
with countering the violent terrorist movement in the South Sierrs and in
controlling a mounting level of crime and social disorder spawned in all
gections of the country by years of economic retrenchment. Illegal production
of coca leaves 1is concentrated in the most isnlated parts of the country where
the govermment's ability to extend normal police and civil government services
ig fragile at best.

The additional human and financial resources that will be required
to expand active narcotics enforcement efforts into these areas will strain
the GOP's administrative capabilities. The GOP's capacity to accompany
expanded enforcement efforts with intensified governmental services in order
to build its presence in isolated coca growing areas is weak. Yet, it will be
important for the GOP to complement increased enforcement efforts in these
aress with an improved ability to control production, monitor trafficking and
present alternative income and employment opportunities that are both
productive and legal.

Many of the coca production zones in the Peruvian high jungle may
not lend themselves to traditional area development projects which the GOP
could develop for donor financing. Issues of productive potential, access,
and population concentrations, among other things, will have to be assessed on
an area-by-area basis. However, it is clear that the GOP will request help in
establishing or solidifying its- presence in areas 1identified for future coca
control and eradication efforts.




Program Description:

USAID proposes to program up to $60 milliom of 1locel currency
proceeds from Economic Support Fund balance of payments assistance agreements
to complement GOP narcotics enforcement and eradication  efforts. Specific
activities will be planned and developed jointly with the government as new
areas for concentrated enforcement and eradication programs are identified.
It is not contemplated that local currency proceeds would finance police
activities necessary for enforcement of Peruvian laws prohibiting production
and trafficking. However, complementary development activities or activities
eggential to establishing, restoring or reinforecing civilian government
presence and services in coca producing zones would be eligible for financing
from this source. NAU/INM, DRA and other  members of the Country Team
Narcotics Task Force will also be sctive in the design and epproval process.




(b) South Sierra

The most economically depressed and socially and culturally
traditional area of Peru is in the southern highlands centering on the
Departments of Ayacucho, Huancavelica, Apurimac, Cuzco and Puno. The area is
characterized by the vast expanse of the high altiplanc which is cut by
roaring gorges and Andean peaks, by the extreme- isolatiomr of all but & few
population centers which are served by domestic airlines, and, by a population
which is overwhelmingly of traditional Indian stock with most adults speaking
Quechum ag their first language. : .

The indigenocus terrorist movement, Sendero Lumincso, was incubated
at the university in Ayacucho—in the heart of Peru's Southern Sierra regiom.
A strange amalgam of Macist, nihilist philosophy drives the movement to seek
the destruction of the existing civil, social and economic order. Since
procliiming the active phase of their "revolution™ in 1979, S.. L. has proved
itself to be & small, but hardy and troublesome movement. Their influence in
the South Sierra has spread through use of extreme violence. Their relative
effactiveness inm the rural high sierrs has been complemented by occasional
effortgs to disrupt major population centers by dynamiting power towers end
random bombings of fixed facilities.

A 1983 incident in which seven members of Peru's press establishment
were killed in the rural village of Ucchuruccay and the investigation report
of & special commission established by President Belaunde and headed by Peru's
prize-winning novelist Mario Vargas Llosa, dramatized the conditions of
isolation and poverty within which S. L. has grown up. It also dramatized the
challenge that terrorism presents to Peruvian society.

The "GOP has mounted an increasingly expensive police and military
initiative to control S. L. depredations in the Southern Sierra. A state of
emergency has been declared in some 15 provinces of Ayacucho, Apurimac, and
Huancavelica. The Belaunde government has complemented its efforts to exert
military and police authority in the emergency zone with development efforts
to improve the welfare of the general population supported by an IDB grant.

APRA hag clearly stated its reprehension of S. L. terrorism. It has
propounded its belief that government efforts to control the area militarily
mugt be accompanied by an extensive development program to limit the social
and economic deprivation which ig hospitable to terrorist objectives and
fosters antipathy towards civil authorities. Initial contacts with APBRA
policy-level spokesmen indicate that a major development initiative in the
Southern Sierra will be a high APRA priority. U.S. can expect to receive an
early request for assistance in this effort.

Strategy and Constraints

A development effort in the Southern Sierra would focus on the most
impoverished and traditional elements of Peru's population--a high priority

2 .
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AID target group. However, development activities in the area must overcome a
number of constraints.

1. Becaugse of altitude, lack of infrastructure and- limited
natural resources, the development potential of much of the South Sierra ls
gxtremely limited.

2. The violence in the area has made it Impossible for nearly
all of Peru's heterogenous private development organizations to work in the
area. .

3. The isclated and widely disbursed population centers which
characterize the area require myriad, small, individually-designed development
responses to their problems. : .

t:\ The subsistence nature of most productive activities in the
region limits the impact of market income and makes it likely that many of the
development investments will have & heavy welfare component.

USAID ‘'has, however, 1long institutional experience in the South
Sierra. From disaster relief activities in the - 19508, to 1inmitial
infrastructure investments pioneered by John R. Neal in the late 1950s and 60s
to provide access from Puno to the selva, to the 1983 drought disaster, we
have been involved in the Southern Sierra for some 30-plus years. The Mission
also has developed administrative techniques and capability to finance local
development activities directly through the Departmental Development
Corporations.

Activity Description

The Mission believes that the most appropriate response to an APRA
development initiative for the Southern Sierrs is to make svailable up to $30
million of local currency generations to support and complement the GOP's own
initiative. :

The 1local currency financing will support decentralization
initiatives ta strengthen government presence in the area. It will allow
local development authorities to design appropriate interventions for each
area and can be used to coordinate important development services from
national organizations in Peru, such as agriculture extension services and
small irrigation 1investments, by wuse of local agreements between the
corporations and other agencies. These mechanisms were piloted under our
successful disaster relief experience.

The proposed use of local currency has the added benefit of
requiring minimal on-site U.S. management. While the details of this activity




will be dependeat on a proposal from the new APRA government, & South Slerra
development plan was drawn up- by the National Planning Institute in 1983.
Misgsion analysis of the plan was reported in 83 Lima 4242. We foresee no need

to seek exception to FAA precepts in programming local currency to respond to
an APRA South Sierra development initiative.
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(c) Fisheries

Background:

Peru controls omne of the world's five most productive ocean
figsheries in the world. The cold waters of the Humbo'dt Current which run
slong most of Peru’s coastline, nourish a wide variety of marine life. Most
important in year's past was the anchoveta which drew the birds that crested
the historically important fertilizer industry in Peru. .Until 1972, Peru's
fishing industry still was heavily based om this single species which was
directly converted to fish meal and oil and the export of which was the
country's second most important source of foreign exchange.

The Bl Nifo phenomenon of 1972 largely destroyed the breeding stock
of sanchovy. Since then, the fishing {ndustry has struggled tao diversify
itgelf away from dependence on the industrial fish mesl and o0il trade and
develop the ability to- uee other available specieg. During this period fish
production fell from 4.7 million metric tons to 3.0 million (1984) and foreign
exchange earnings from fishing have declinod to $136 nillion in 1984 which wag
a recovery year from the 1983 EI Kino.

Peru's major medium term development challenge 1s to generate
additional sources of export earnings which are necessary to service its
enormous debt load and finance productive development investments for the
future. The fishing sector, given its natural potential, will be a major
priority for the GOP. There is & strong foreign poiicy interest im the
fishing sectar because of exigting treaty arrangements between Peru and the
USSR which accords rights for a flotillae of Soviet fishing vessels to exploit
Peruvian fisheries in exchange for a percentage of the catch.

The current GOP has made substantial structured changes in the
fishing sector. The state owned fighing company (PESCAPERU) has closed
inefficient plantsg, bought out the employment contracts of some 4,500 excess
workers, returned price incentives to private boat owners and coops and
shifted its regulatory emphasis from a focus on price and quantity of cstch as
it impacts on domestic markets to a concern for sound environmental management
of the natural resource based on overall catch limits and appropriate fishing
technology. The West German government is completing a sector assessment in
the fishing sector. The assessment will identify sector constraints and
detail investment requirements in the sector to speed modernization and
increase catch and ©processing efficiency. USAID is coordinating closely with
thig effort.

Proposed Program

The fishing sector can be expected to generate export earnings and
prof1ts which, overtime, will allow necessary modernizing investments to be
made. The FRG can be expected to finance substantial fleet modernization
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requirements which this sector assessment will recommend. The IDB has
financed artisanal and cooperative fishing credit needs and can be expected to
continue these lines.

The GOP has asked the U.S. for specialized technical assistance in
two areass:

I. Cooperative research in evaluating and monitoring Peru's fishing
resource the rich but fickle Humboldt Current, and

Z. Technical Assigtance im fish p:ocessiug technology including
quality control and marketing techniques largely for export.

Given the resesarch center at tha University of Rhode Island which
AID has helped to reinforce over the years and other U.S. sources of technical
assistance such as the rocently approved ™“Stock Assessment™ CRSP at the
University of Maryland Eastern ‘Shore, USAID proposed to design appropriate
ribbon arrangements with Peruvian institutions such as IMARPE and the Ministry
of Pigh to provide access to U.S. technology.

At thig time, we believe financing for the venture should come from
PD&S buy-ins to existing U.S. institutional arrangements with AID. An
alternative of breaking out a small project which might also finance limited
training costs in the U.S. of Peruvian resarchers and specialists as well as
technical assistance will be cansidered.

The total costs of this initiative are estimated ta be less than
$1.0 million over five years.




(8) Repionally-funded Activities

USAID/Peru currently monitors or implements a relatively large number of
development activities receiving central or regional LAC funding across
virtually the full spectrum of AID program areas. In FY84, these amounted to
about $5 million, operating through approximately 53 separate arrangements
with public and private entities im Peru. Because of its gize, the richness
of local aorganizations, and its many development challenges, Peru is a natursl
site for many AID-supported initiatives. All such undertakings are important
expressions of our overall U.S. presence in cooperative efforts to assist
Peruvian davelopment. Several have been absolutely critical to the
schievement of msjor development advances realized in the past, such as
Cooperative Research Study Programs in small ruminants and tropical soils,
whose products are being integrated into major sctivities being undertaken by
the Ministry of Agriculture. Of particular note are past activities that have
since received Mission funding (such az ILD's study of the informal sector),
those that are our principal means of support for high-interest special
programs (such as energy, non-project training, and the AID/SCI research
program), and those which use U.S.-baged intermediaries to implement
grass-roots programs with their Peruvian counterparts (such as the PVOs and
the population intermediaries).

While AID/W-funded activities require the active participation of
USAID/Peru personnel as either monitors or implementation officers and at
times imply the provision of Mission support services, we have encouraged the
initiation of most AID/W-funded activities in Peru as they were proposed and
the continuation of most on-going activities ag their original funding was
exhausted. AID/W-funded programs can make unique contributions to our ability
to develop policy agendas and multiply the channels through which USG
development assistance can reach the AID target group. They are also a
principal meang of transferring appropriate U.S. development technology to
Peru.

Because of these factors, USAID/Peru will continue to draw on
AID/W-funded sources of assistance to the maximum extent consistent with our
development strategy and Peru's capacity to utilize effectively the human and
financial resource. they make available. Although the private sector nature
of many of the arrangements makes it impractical to include the approval of
resources in the policy negotiating process, the Mission will continue to make
GOP policymakers and the Peruvian general public aware of the gignificance of
thig form of development cocperation.

As part of an effort to expand bilateral contacts with Peru, the Country
Team has proposed the formation of a mixed private sector/public sector
bilateral science and technology council between the U.S. and Peru. A good
number of AID/W~funded projects could become important sources of particularly
relevant, high-quality expertise to advise the council.
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4. ACTION PLAN MANAGEMENT BENCHMARKS

This section presents information on how USAID/Peru plans to negotiate a
group. of key macroeconomic and sectorsl development management policy
improvements with the GOP if sufficient resources can be provided. ¥,
definitive list of benchmarks for judging the Mission's progress towards the
correspondingly higher level of objectives would be premature in advance of
resaurce decisions. Nevertheless, the benchmarks provided below will be
reasonable intercim measures of the Misgion's progress towards current
objectives.

As stated ip the FY 86 ABZ, the four mejor USAID objectives for FY 85-86

are:

1. Carry out policy dialogue with GOP;

2. Support macroeconomic recovery; . .° e e et

3. Complete implementation. of disaster activities; and: LF:s= - -
e e succu:ttully t-plt-at ongoing portfolio and reduce pipb!inc.-

Thegse involve tyc kind: of- bcnchnarks. those arising fzon;thc implementation
of currently committed resources (elements of which appear in all four
objectives); and those having to do specifically with the policy dialogue.

A. Implementation Benchmarks. FEach major program or project has summary
management objectives that capture the essence of the Mission's implementation
targets. The following is a list of the Mission's proposed interim benchmarks
to be achieved before the end of FY 86 (unless another date is given).

1. Disaster Relief, Rehabilitation and Reconstruction

’ Project 0277 and PL-480 local currency resources fully disbursed
by INADE and by GOP and PVO implementing agencies. About 400 activities
related to recuperation of agricultural production and ta reconstruction of
damaged infrastructure completed by GOP in ell 15 departments. GOP
coordinating mechanisms fully operationsal. Title II food resources
digtributed and over 6,000 PVO-assisted local subprojects completed.

2. Disagter Assistance Propram Loan

Project dollars ($60 million) and local currency generations fully
disbursed, the latter through medium-term credit to more than 250 private
sector enterprises. Economic management policies improved and better basis
laid for more extensive stabilization/structural adjustment program of new GOP.

3. Agricultural and Rural Development

Bvidence secured of support of new GOP for Agricultural Research
and Extension through signing of $4.4 million loan amendment. National
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livestock program established under project by 12/85 with Small Ruminants CRSF
assistance. Integrated pest management and genetic resource programs
established by 12/85.

Integrated Regional Development loan funds fully disbursed (by
12/85) and 75 rural public works sub-projects and 20 market town development
sub-projects completed (12/85). Final evaluation undertaken. Contiguing
grant-funded advisory services provided through 12/86. - .

Agricultural Planning and Institutionsl Development cural
household survey completed and results processed and anelyzed (9/85). Arse
gample frame completed for Peruvian north coast (4/86). Fourteen policy
gtudies completed (seven each im 1985 and: 1986).-

National Soil Conservation Plan upproved and implementation system
in place (12/86). . : o

li‘;ht“xz .irrigation sub-projects completed under 'Inptovech Water "
and Land Use project (Plan MERIS) by 12/85.

Central Selva project evaluated (8/85) and redesign implemented

(12/86).

Upper Huallaga credit and extension services redesigned and fully
operational (9/86), reaching 80 percent of the rural population in the zone.

Private Sector Agricultural Investment Project fully disbursed
through 160 medium-term loang to small and medium farm enterprises.

Small Hydro Development project fully disbursed and 10
sub-projects completed and providing electricity to 205,000 beneficiaries in
three departments (12/86).

4., Primary Health Care Services

Some 500 small potable water systems constructed (by 12/86) using
decentralized design mechanism.

Private sector agencies providing 1increased Ffamily planning
gervices (from 130,000 in 1985 to 155,000 in 1986) and, in addition, CSM
project sales launched (12/85) and providing femily planning services to =z
further 20,000 families (by 12/86). Public sector agencies providing
increased FP services (from 172,000 in 1985 to 184,000 in 1986).

Projects 219 and 230 at 1least 90% expended by 9/86. Major
institutional improvements in place (6/30)--improved financial management,
logistics, supervisory system, training plan and pilot health information
gsystem,
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Growth monitoring and onutrition surveillance end educatiom
component installed in three health regions, including nutrition training of
1,000 promoters and 500 midwives.

S. FPFood Asgistance

PL-480 Title II agencies have prepared and are implementing
multi-year programming for all supplementary food programs- (6/86). Personnel
traeined in management and use of multi-year regionsl and nationsl plans.

PL-48C Title I 1local currency génerations being provided am
counterpart to AID and other donor assisted development projects.

Section 4l6-provided food commodities being distributed throughout
CY 1985 =xcheol year to one million school c¢hildren and te 160,000
materaal/child health beneficiaries in both 1985 and 1986.

&. Urban Low Income Programs

Both non-digssster HGs fully disbursed by 12/85.

Urban Small Enterprise project fully disbursed through 4,500 loans
to small-scale urban enterprises. Four Accién Comunitaria offices open and
funcioning under PVO small enterprise project.

B. Negotiating (Process) Benchmarks. The policy dialogue process: itself
also affords several benchmarks for appraisal of USAID progress. These tend
to be oriented towards inputs and intermediate outputs rather than final
products, which in this case would be the adoption of improved policies anad
the attainment of the desired economic and developmental effects.

In addition to the gpecific measures ligsted below, program and project
evaluations will be completed for many current projects. These evaluations
will be valuable inputs to the policy dialogue process, especially where new
sctivities serve to expand or extend actions initiated wunder current
projects. These evaluations are gcheduled in the evaluation plan.

1. Agricultural gnd Rural Development

The on- going Agricul’aral Plannxng and Institutional Deveclopment
project 0238 will have produceec a number of analyses on specific sectoral
policy topics, as described in the- previous section. 1In addition, the Mission
will have completed comprehensive studies under PD&S funding dealing with
agricultural marketing (8/85), agricultural research and extension (9/85),
irrigation water rates (9/85), net economic returns to agricultural research
and extension (8/85), and public sector agricultural research investment
strategy (3/86). Under the Central Selva Resources Management project 0240,
the APODESA unit will finalize a major selva development policy paper (7/85).
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Under the Integrated Regional Development project, seminars will be held
(6-9/85) on decentralization and municipal development (for which an overview
documen: will be prepared by 6/85) and on improving the planning and
implementation of decentralization.

2. Primary Health Care

-~ The Health Sector Analysis will be a primary policy negotiation

' channel even though final outputs will not be received until May 1986. 1In
addition to the six technical studies and & policy recommendations document to & -
produced as final outputs, a policy agenda paper (8/85) and draft PID: (12/85)
will be intermediate outputs. These documents will serve as the technical and
strategic policy inputs at their respectiva atages in the policy dialogue
process.

3. Private Sector Program . AU ;,.m. —

Under the Prirxate SQctOt Policy Planning project 0238, & body- otna;'k

l studies will be produced by CONFIEP in FY 86 regarding actual and proposed
policies of the GOP which affect the private sector. (The number of studies
completed by the end of FY 86 depends on when our initial funding is
provided.) Pive sectoral or national conferences will be held (9/86) and the
establicied CODE mechanism for public review and comment of proposed
legiglation will be re-enforced (12/85). Regional chambers of commerce,
informsl sector organizations and sectoral business and trade agsociations
carrying on technically-based policy negotiations with GOP. -

4., OQOther Sectors ¢

USAID/Peru will have discussed policy topxqi_!igg,goe regarding
macroeconomic and financial management,— marcotits; housing gector Einance,
small and medium industrial credit, supplementary nutrition programs and
development investment priorities. 1In each case, & policy dialogue position

paper will be produced (8/85). We will alsoc discuss deregulaticn and

privatization. All major counterparts will be briefed on current AID
‘ portfolio in general and on gpecific AID activities in their ares of
responsibility (9/85). R

C. Action Plan Submigsion. The above interim management benchmarks will
guide USAID/Peru actions through the initial rounds of negotiations with the
GOP. Depending on the results of those negotiations and on AID decisions
regarding future funding levels, the Mission would want to revise its approved
CDSS and provide a set of proposed definitive goals and benchmarks. We expect
that an updated CDSS and Action Plan could be prepared in the first quarter of
1986--if the strategy proposed in the FY 1986 CDSS and elaborated herein is
approved and being implemented. If not, a revised CDSS with scaled-down

) definitive goals and benchmarks would be prepared for submission at that time.




PVQO STRATEGY

The Mission has a long history of supporting private voluntary
organizations (PV0s) in & wide-ranging group of sectors. Building on
community-level work, PVOs often develop unique capabilities and areas of
expertise which can effectively complement Jlarger bilateral development
efforts. Their comparatively small-scale activities--whether funded by AID or
not--may also sgerve as prototypes for larger AID-supported programs.
USAID/Peru seeks actively to benefit from this source of experience and
expertise, and is currently supporting elevemr PVOs in & wide array of PVO
activities that are integral components of our main strategy areas. Im
add¢ition, three of the four PIDs asubmitted by the Migsgion in FY 1985 will
build on or expand our support for PVOs in areas of major concern: family
planning, private sector, and narcotics awareness and education. During FY
1985, we have provided initial Operational Program Grants to PVOs working with
sgriculture cooperatives and seeking to expand primary health care services.
Beyond these Mission-funded sctivities, tharo is o lu'ge and growing nunbct of
centrally-funded P¥O programs in Peru.

Because the Misgsion believec that continued growth of indigenous PVOs isg
important to Peru's long-term development prospects, over 60 percent of the
Migsion's PVO portfolio is comprised of support for Peruviam PVOs. Many of
these PVOs are providing an important complement to GOP development efforts.
In heglth and family planning, for example, PVOs are serving geographic areas
and low-income populations which are beyond the reach of government services.
New Mission PVO initiatives in health and family planning are aimed nrimarily
at strengthening such local organizations.

During the Action Plan period, the Mission will continue to work toward
the development of multi-year planning with the four PVOs implementing PL-480
Title II programs. The preparation of multi-year plans will provide each PVO
with a better basis for designing their geparate programs while, at the same
time, maximizing the development and nutritional impact of the Food for Peace
activities when taken as a whole. It {s anticipated that these plans will
also enable the Mission to expand 1its policy dialogue with the GOP with
regpect to encouraging rational, cost-effective approaches to targeted
supplemental feeding and general nutrition programs.

In other sectors as well, Mission support for PVOs goes beyond improving
services delivery programs to including PVOs as an integral part of our policy
dialogue strategy. ror example, work being carried out by the Institute for
Liberty and Democracy 1is providing the nucleus of specialized talent for a
multi-faceted dialogue on the integration of the informal sector into the
national economy and generally on the deregulation of private enterprise. The
new Private Sector Policy Planning and Institutional Development project 0298
will work with CONFIEP (& confederation of private sector- trade associations)
and similar organizations to enhance the role of the formal private sector in
the formation of relevant government policy.
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Depending onm how negotiations go with the new GOP on overall directionsz of
the development assistance program, the Mission may look to PVOs to carry out
& larger share of the program. In any event, the Migsion will continue to use
PVOs, espacially local organizations, to supporting efforts which are central
to our overall strategy. :
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6. FUNDING LEVELS AND TIMING OF RESOURCE DECISIONS

The two following tables show the oversll funding levels seen by the
Migsion as the minimum amounts necessary to achieve the major development
policy breakthroughs described inm this submisgion. From the Mission's paint
of view, the two most important results we hope to achieve as a result of the
Program Review are: first, Washington endorsements of our proposed policy
dialogue approach and of the general framework of policy changes we believe
should be negotiated with the new GOP; and, second, & Washington best-efforts
commitment to provide the level and kinds of funding authorities that are
required to undertake the negotiations. . S :

| FIMMARY RESOURCE TABLE
1" T URATD/PERU_FY 86-90
. (& million)

FY 86 FY 87 FY 88 FY 89 FY 90 TOTAL

ARDN 20.0 30.3 28.3 27.7 23.7 130.0
POP 3.7 4.1 2.1 5.1 3.1 18.1
HEALTH o 0.9 10.1 10.0 5.9 7.9 34.8
EDUCATION 3.2 4.3 4.1 1.2 - 0.1 12.%
SDA 10.0 11.3 10.6 2. % 0.8 35.6
Sub-DA Funds 37.8 60.1 55.1 4Z.8 35.6 231.4
Memo: Control Level 24.5 26.0 28.0 3z.0 35.0 145.5
Difference +13.2 +34.1 +27.1 +10.8 + 0.6 + 85.9

BSF 45.0 60.0 60.0 60.0 60.0 285.0
TITLE 1 20.0 20.0 20.0 20.0 20.0 100.0
TITLE II 22.0 20.0 15.0 12.0 12.0 g8l1.0
416 12.0 12.0 12.0 7.2 2.4 45.6
Sub-Approp. Funds 136.8 172.1 162.1 142.0 130.0 743.0
HG 20.0 20.0 20.0 20.0 20.0 100.0
TOTALS 156.8 192.1 182.1 162.0 150.0 843.0




ARDN

Ag Sector

Health Sector
Ag. REE

Food Aid
Decentralizatiox
PD&S

Ceantral Selva
Small Hydro

OPG INS Coop. Dev.
80il Conservation
APID

IRD

Population

PD&S

230 APROPO
Health Sector
PS Pop.

Health

Health Sector
PD&S

_ PVO (SIID)

Education

PD&S -

PS Mgmt.

Narco Education
Tech/Voc Education
OPG TECSUP

Small Ind.
PS Inv. Prom-
PS Pol. Plng (ILD)

PS Pol. Plng (other)

Housing/Urban Dev.
PS Export Prom.
PD&S

SDAF
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DEVELOPMENT ASSISTANCE
USAID/PERU FY 86-90
($ million)

FY 86 _FY 87 FY 88 FY 89 FY %0
10. G 25.0 23.0 22.0 20.0
— 1.0 _— 1.0 —_—
4.4 — —_ . e— —
.G 1.5 L.5 1.5 1.5
— 1.0 z.0 2.0 1.0
I.5 1.3 1.3 1.2 1.2
0.8 —_ — - -—
0.3 -_— -_— -— —_
a.3 —_ — _— —
-~ T o " — —  —
a.X 0.5 0.5 — -—
1.0 — o — —
20.0 30.3 28.3 27.7 23.7
0.1 0.1 0.1 0.1 0.1
0.6 - — - -
- Z.0 - 3.0 1.0
3.0 2.0 2.0 2.0 2.0
3.7 4.1 2.1 5.1 3.1
-— 9.5 3.5 8.5 7.5
Q.6 0.6 Q.5 0.4 0.4
0.3 — _— — —
0.% 10.1 10.0 5.9 7.9
0.3 0.2 0.2 0.2 0.1
1.5 2.0 2.0 —_— -
0.5 - _— -— -
- 2.1 1.9 1.0 -
Q.9 - -— -— -
3.2 4.3 4.1 1.2 0.
6.5 5.0 5.0 -— -—
- 2.0 .0 - -
.45 .25 - - -
1.55 1.55 1.2 0.5 -
0.5 0.5 0.5 0.5 -
- 1.0 1.0 1.0 -—
a.9 0.9 0.8 0.8 0.7
0.1 0.1 0.1 0.1 0.1
10.0 11.3 10.6 2.9 0.8

TOTAL
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SECTION B: IMPLEMENTATION PLAN

I. NEW FY 86-87 PROJECTS

@&. Pipeline Narrative

—_— The Migsion has continued to pursue the strategy described in its most
recent CDSS and ABS, namely that of focusgsing virtually exclusive attention to
the implementation of the pipeline developed during the 1979-82 period. Thase
problems: occurred because of the complex desigr of some projects, weak
implementing institutions, delays in contracting technical assistance,
inadequate Misgiomr staffing and lsck of GOP counterpart resources. The effort
ta accelerste implementation has been an across-the-board USAID priority
during the FY 84-85 period. It required the establishment of an improved
portfolio mansgement system and the redesign of several projects. As a result
of thizx and similar steps, many long-standing implementation problems have
been overcome, .and substantive gains were made in implementing the project
portfolic. These accomplishments took place while USAID was faced with
additional unexpected requirements related to & mejor disaster relief effort
s well as & balance of payments support program.

The pace of implementation has improved significantly. The momentum
has. been established to assure continued improvements in implementation
performance. Analysis of expenditure data indicates a steady decrease in the
overall pipeline. FY 84 expenditures, excluding the Disaster Assistance
Program Loan, were more than 100 percent higher than the best of the
preceeding four years. Experience during the first half of PFY 85
suhstantiates that this improved trend 1is continuing. Thus, our portfolio
liquidation rate has steadily increased from 16 percent ia FY 83 to 30 percent
in FY 84, and the number of years needed to liquidate the portfolio fully has
decressed from 6.1 years at the end of FY 83 to 3.3 years at the end of FY
84. Current FY 85 performance shows additional improvement in managing the
pipeline; the liquidation rate for the year a8 a whole will increase to about
80 percent. By the end of FY 85, the Migsion expects to have substantially
disbursed a large portion of the ongoing program allowing more attention to be
placed on the development of new program interventions, utilizing the
extensive analytical base available to USAID.

The Migsion has also reduced the amount of future funds mortgaged to
complete funding of already authorized projects. For FY86, these projects are
scheduled to received $9.4 million, of which the major amounts are for
recently approved projects ($1.8 million) or for on-going projects that need
to be extended for a year until sector program funding can be put in place
($5.6 million).

Thus, the Mission has "cleared the decks" for & new program starting
in FYB6, judging from both the pipeline and the mortgage points of view.




b. Documentation and Authorization Schedule

The following program for new project development and obligation is
based on the projected completion time of preparatory work, a good deal of
which is already in progress, and on USAID/Peru's expectations of the length
of time required to complete negotiation of overall program and project level
policy issues. We believe that it will be advantageous to. show the new GOP
leaders early on that the USG ghares some ilmportant basic concerng with them
end that we can respond to well-degigned, high priority needs. PFor this
reasgon, the Small Industry Credit project—which we salready know will be &
high priority of the new GOP administration--is being prepared for obligatiom
Jate in PY8S: (should funding become available then) or early in FYB6.
Similarly, the Private Sector Policy Improvement and Institutional Development
project will be resdy for final negotiation and obligation at the same time.
(The private sector portion of this project will be obligated in advance of
the public sector portion, however.) o

Our negotisting strategy will be tao address macroeconomic and
multi-sectoral policy concerns: first, based on overall program objectives.
Progress om thig front will facilitate the Mission’'s ability to expand the
negotiating framework to other sectoral objectives and programs. For this
reason, obligation of the Balance of Payments Recovery Program grant is shown
before obligation of other sectoral activities. Of course, the obligation of
any sectoral assistance will also depend on reaching agreement on sectoral
policy improvements.

FY86 ) ' PID OBLIG.

Ag Sector Recapitalization §/85 2/86
Housing/Urban Sector approved 12/85
Small Industry Credit G/85 9-11/85
Private Sector Policy Planning 4/85 9~11/85
Food Asgssistance 8/85 1/86
BOP Recovery Program PAAD - 12/85
Health Sector Efficiency 12/85 9/86

87
Non-Traditional Exports
Investment Promotion
Technical-Vocational Training
Decentralization
BOP Recovery Program PAAD Amendment
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Project Number and Title: ' 527-0303
Balance of Payments Recovery Program
Proposed FY86 Punding: $45 million (Grant ESF) X
Life of Project Funding: $285 million (Grant ESF) 41
. s
Appropriatiom Account: ' ' Econmomic Support Fund ,}SF

. L . S
. * Nl et

Purpaose: The Migsion's proposed balance of paymentg support program ig
intended to reliever the acute foreign exchange ghortfall in the short term ss
well ag support policy measures expected to be undertaken by the new
government to relax the foreign exchange constraint in the medium term in an
orderly fashion so as to permit & more rapid expansion of real output.

T ¢ -
-

Background: The nature of Peru's foreign exchange problem is complex, due to
long-standing structural problems. Superficially, the Peruvian banking system
appears to have ample reserves. Net reserves now equal about three months of
imports of goods and non~factor services, and the country recorded a balance
of payments surplus of $250 million in 1984. However, because the financial
system has heavy short-term foreign exchange-denominated 1Iiabilities to
domestic residents, it also has to maintain substantial short-term foreign
- exchange-denominated assets above and beyond its needs for normal current and
capital trangactions, In fact, $222 million of the $250 million increase in
banking system foreign exchange asgets in 1984 represents the increese in
reserves backing dollar-denominated banking system deposits. At the presant
time, the banking system has net foreign exchange assets of $1.0Z billion
against dollar-denominated 1liabilities to domestic residents of $1.75
billion. The monetary authorities regard this as the absolute minimum
necessary to meintain confidence in the system and in the systems' ubility to
meet itg obligations. Monetary and exchange rate policies at the present time
are therefore focused almost exclusively on preserving the level of exchange
reserves.

At the present time, Peru faces an enormous external debt which will approach
$14 biilion by the end of 1985. In 1984, the debt service that fell due was
equal to 77 percent of exports of goods and usa-factor services. Begianing in
mid-1984, the GOP began to fall behind in meeting its debt service obligations
to external creditors. At the present time, these arrearsges are estimated at
more thar $300 million. Inm part, these arrearages are a reflection of the
public sector fiscal situation and the refusal of the Central Bank to supply
credit to the non-financial public sector. This refusal is, however, itself a
reflection of the undoubtedly correct view that any significant extension of

Now
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Central Bank credit to the public sector would have unacceptable consequences
for foreign exchange availabilitiss and would lead to balance of payments
problems rather quickly.

In the sghort run, therefore, the Peruvian payments aiLe being balanced by
involuntary lending from the international banking community. This is not =
viabla alternative for more than & short period. A major priority for the new
government will thus be the regularization of Peru's external debt situation.
What is required to produce a fundamental recovery of the Peruvian economy ism
& multi-year effort aimed at producing basic structural changes. The dilemaa:
which Peru presently faces ig that it must expand itz production of tradable
gouds at precisely the time when it faces a severe shortage of the resources
needed to finance such an expansion. Debt rescheduling, even onm a multi-year
basis, merely achieves a certain amount of breathing room within which to
undertake the adjustment.

The basic dimensions of the problem are stark. Peru currently has merchandise
exports of $3.1 billion; imports, although severely constrained, still require
$2.3 billion. Other non-factor services equal -$0.2 billion while transfers
are about + $0.1 billion. Thus, the balance on goods, non-factor services,
and transfers shows a positive balance of $0.7 billion., Factor payments of
$1.3 billion transform this into a $0.6 billion deficit on the currest
account. Ordinary financing inflows from donors. are about equal to this at
$600 million. This leaves nothing left over for any debt amortization. 1In
practice, amortization payments ta IPIs ard private sector capital outflows
have transferred this into & significant deficit. To finance accumulated
arrearages and achieve eventual BOP recovery, Peru needs to increase exports
by at level $200 million per year over the next five years. To do that, it
will require additional investment resources of $500-600 million per year.
The difficulty of that task underlines the importance of having a favorable
policy environment. OQur ESF resources can fill a significant part of this
gavings gap in addition to filling a part of the balance of payments gap.

At the same time, the GOP will have to address other macroeconomic management
and policy problems, including the maintenance of exchange rate
competitiveness, substantial reductions in the fiscal deficit, and measures to
increase the mobiiization of domestic savings through the financial gystem, if
it is to make progress on solving the long-term structural causes of its
foreign exchange and foreign debt problems.
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In the medium term, Peru must find ways to increase the supply of tradable
goods in the face of the decline and eventual digappearance of petroloum
axports as a net contributor to foreign exchange earnings. This will require
extensive structural reform measures to increase export production and
rationally substitute domegtic production for imports. Thus far,
non-traditional export pgrowth has beenr due mainly, eslthough not exclusively,
to the costly tax drawback sgystem (CERTEX) on non-treditional exports and to
the uge of these products for in-kind debt payments to Bloc countries.

can

aa e

Any successful effort to achieve balance of payments recovery in the medium .
term must be based om anr "IMF-type” medium term stabilization program, whether
or not the GOP enters into & formal arrangement with the Fund. The commercisl
bankg, the Parisg Club donors and the IFIs sare in agreemeant onm this. Thesge
measures must include, at & minimum, the maintenance of & competitive exchange
rate and a rate of monetary expansion consistent with available sources of
balance of paymeants and other financing. At the same time, financing the
public and privats investments nesded to expand the output of tradable goods
requires that the GOP maximize public sector saving as well asz resource
mobilization through the domestic financial system. PFor this, it will bave to
promote private gavings and put the domestic financial system on a more solid
footing so that’ more savings are generated locally, allocated to their most
productive use, and not eroded by inflation.

The measures listed above are—-essentiel—preconditions for economic recavery.
At the same time, the measures, particularly on the fiscal side, involve Dasic
questions—of—poulitical priorities and national sovereignty. The Mission does
not “intend to engage in detalled negotiation oF such‘ﬁr1mvgrnm7“‘REtH§FT”TE
will- consider whether the GOP's own program meets the minimum required. If
thre—GOP—is ot prepared to impl & stabilization
program, our balance of payments support would be-wasted —————" ~

Agsuming that the. GOP is prepared to implement an adequate multi-year
astabilization effort, we propose to support that effort through the
digbursement of $285 million in ESF grant resources over a S5 year period for a
series of carefully staged structural adjustment measures designed to expand
the production of exportables and rational import subgtitutes. Of particular
importance will be the prioritization of public sector investment (with which
the local currency counterpart of the balance of payments support grant will
play a gignificant supporting role), extensive financial gystem reforms to
improve the mobilization of domestic financial resources, modification of
regtrictions on foreign investment to mobilize external saving and technology
transfer, and the elimination of unnecessary obstacles to import and export
transactions.

The balance of payments support program will take the form of cash transfers.
Peru at the present time has, for practical purposes, no exchange controls and
therefore a commodity import program is not practical. We also propose that
the cash transi{er take the form of a grant. The enormous external debt that




Peru currently faces makes it lmeppropriate for us to add to that debt burden
with additional loan resources, however concesgional. In addition, the
availability of grant resources will provide a substantial incentive to the
GOP ta negotiate the policy changes and policy implementation measures that
will be needed. It in effect provides us more policy leverage from a program
amount which is, frankly, marginsl given the total size of the effort needed.

" In addition, the Missior proposes chat AID waive the requirement Ffor
attribution of these resources to U.S. imports. Imr 1983, the latest year for
which full year figures are available, Peru imported $958 million im
merchandise from the U.S. The usual requirement, that the GOP prove to us
that they have imported one-twentieth of that smount to be attributed to grant
proceeds, would impose & completely unnecessary administrative and paperwork
burderr, on the GOP and on the Mission, at precisely a time when we are urging
the GOP to aboligsh unnecessary paperwork goquirtn.nts on the private sector.
Uses of local currency generations arising.from dalance of pnjlontt support
wi{ll depend to & certain extent or the progress of negotiations both of the
balance of payments sgupport “program itself and of gectoral azgistance
projects. In. general, local currency usegs will be divided into three
categories: (a) credit for economically and financially viable private sector
activity; (b) financing of activities of high priority to the USG; and (¢)
financing of high priority public sector investment activities. The Llist
below is illustrative, but represents the Mission's current appreciation of
what would be an appropriate distribution of local currency resources. Half
of' the total to be generated will be used to expand credit to the private
sector. Of the remainder, approximately $95 million will be utilized in
support of narcotics dontrol, South Sierra development (many proposed
investments in the South Sierra area might not survive a strict cost/benefit
test) and civic action programs, and an AID trust fund. The remaining $50
million will be directed in support of high priority donor development project
activities.

Title I local currency generations will also be used tc support macroeconomic
a8 well as agricultural sector policy diaicgue activities. Heavy enphasis
will be given to agreement on investment priorities, financial market reforms,
and pricing policies in the sgsector in support of small farm agriculture.
Local currency generations will be used in support of activitieg of particular
importance to the development of rural areas, including the Agricultural
Sector Recapitalization Progrea ($60 million), Health Sector Program ($10
million), Decentralization ($10 million), and other high priority donor
projects ($20 million). .




ILLUSTRATIVE LOCAL CURRENCY USES

ESF _TITLE L

Privata_ Sector Credit - - - $140' million $60 million

— Ag Sector (Part of Ag Recap. Prog.) . 60 million 60 million:
- Other Private Sector Credit W 80: million ‘

A
~

-

High Priority Activities for the USG ., $95 million

~ South Sierra Development/Civic Action ’ 3¢ million
~ Marcotics - . ' . 60 million C
"= AID Trust Fund ' Tl e 5 million . SR

P -

','”\._f‘. '.."w.' VO - A .

-

Support of High Priority Public Sector Activities $50 million t $4C million

- Health Sector ' . 10 million 10 million
~ Decentralization Project o 10 million 10 million
- Counterpart for other high priority

AID and Other Donor projects 3@ million 20 million’
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Project Number and Title: 527-0282
Agricultural Sector Recsplitalizatiom

Proposed FY86 Funding: Loan: $S million
Grant: $5 million

Life of Project Funding: : . «-- Loams- $65 million e e

B
-,

Grant: $15 million Lo, . ' , o
Appropriation Account: . L Agriculture, Rural Development end: ;‘ .k
* Nutrition R TR
Complementary Resources: _ $1206 ailliom . . T T

Purpose: To support and accelerate tﬁe‘hplmntation of policies that . -

stimulate the recapitalization of agricultural -‘production, processing and
marketing systems by the private sector and that rebuild the techanicsl and
mansgerial capabilities of pudlic sector sgricultural cervice institutions.
This will results in improved efficlencies and & more effective partnership of
the public and private gectors in agricultural related investments, technology
generation and  adoption, institutional capebility, natural resource
conservation and management, and stimulation of entrepreneurship in
agriculture, as the engine or rural and urban growth and development.
Background: Indirect indicators of the present decapitalized state of the
agricultural sector are: output per capita, both for domestic consumptiom and
for export declined from 1969 to 1980 and ir 1984 (in splite of improvements
since 1980) still was below the levels of the mid-1960's. Fewer hectares are
in production now than were in production im 1965. Yields have increased at a
rate lower than population growth rates and are lower for many meajor products
then in other South American countries. Consequently, imports of foodstuffs
have increased dramatically during the past seversl years.

At the same time, present low levels of productivity and th: relatively
impressive response of the gector to the more market and price oriented policy
changes of the past five years (3.32% annual growth rate during 1980-84 ag
compared to -4.88% for manufacturing) suggest that agriculture will respond
rapidly and aggresively to an sppropriate policy and Investment climate.

Policy Framework and Major Constraints: Analytical work carried out since
1982 points strongly to the need for a policy framework that encourages
increased efficiency of the use of existing factors of production (land,
water, human resources, capital). This can be accomplished in the short to

A3
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medium term by 1increasing the application of appropriate technology and
cepital inputa to the production achieving marketing and processing
subsystems. These increases depends heavily uponr the economic policy
environment within which entrepreneurs in these sub-systems operate.
Components of that policy environment of direct concern to development of the
system are discugssed im the gection on the policy agenda.

The overriding constraint tc accelerating economic growth with equity in the
agricultursl production-marketing-processing  system is its present
decapitalized state and lack of recapitalization. GOP actiong and policies
from 1965 to 1980 resulted in continuous financial, techmical, managerial and
entrepreneurisl decapitalization of the sector. - More market—oriented policies
and improved targeting of public investmentz since 1980 have not been
sufficiently aggresszive nor far-reaching to provide the stable economic
environment and profitability potentisl necessary to encourage the private
recapitalizetion that nonld allow thc lcctor to realizo its ;routh potential.
The~ Mission hat identifiod seven lpecific- conltraint aress chat rust be
slleviated through policy changes and public gervices and investments in order
to create the «conditions under which accelerated private sector
recapitalization can take place:

I. Macroeconomic Policies Prejudicing Agriculture. International trade,
exchange rate and price policies continue to negatively bias agriculture's
terms of trade. This has affected negatively the relative profitability of
agriculture and has been a major contributor to limited capital formation and
private investment im the sector.

2. Inadequate Technology and Information Generation and Transfer Services.
Public agricultural research and extension services were digmantled during the
1970's. Bven though progress since 1980 in strengthening public agricultural
regearch and extension institutions 1is encoursaging, much remains to be done
both in terms of scope and quality of activitieg. Additionally, market and
price information services are inadequate, and farm management and market
analysis sgervices are virtually non-existent. Private activities in these
areas are minimal and existing policies do not encourage private gsector entry.

3. Lack of Sufficient Quality and Quantity of Trained Personnel in
Agriculture. During the decapitalization period, a large number of
well-trained researchers, university professors, traimed technical personnel,
experienced managers and capable entrepreneurs abandoned the sector. Quality
new entrants have not replaced them. Mid-level agricultural technical schools
have deteriorated or have disappeared entirely. The teaching and research
quality of the National Agrarian University at La Molina (UNA) and regional
~ universgities. also has deteriorated as poor income prospects and a negative
working environment resulted in the exodus of quality EFfaculty and - ud
students. External graduate training in agriculture virtually ceased during
the 1970's and still is quite limited.
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4. Poorly-organized and TInefficient Marketing Systems. The military
government replaced much of the private sector marketing system with a broad
range of para-statal institutions that were unable to provide essential
services. Though the present government has reversed these trends, there are
& number of further actions needed to foster a more market driven
agriculture. Present deficienclies result in high transsctiomr costs, poor use
of resources, inadequate demand gignals to. producers, and generally poor
integration of supply and demand relationships.

5. Financial System Unresponsive to Agriculture’s Needs and Opportunities.
The financial system draws savings from the periphery to Lims without either
an  understanding of, or interest in, potentielly profitable growth
opportunities in rursal areas. The privete banking system virtually withdrew
from agricultursl lending in the 1970's 18 negative terms-of-trade reduced
profitability of traditionel sgriculture. The National Agrariasn Bank (BAP), a«
state development bank, resches only 12% of &ll farmers, usually the best
capitalized aeand wusually on the -coast..  Further, subsidized interest rate
policies and paoor loan collections erode its capitsel base and discourage
private commercial banks from entering the agricultural market.

6. Deteriorated Land Bagse and Irrigation Systems. Existing land tenure and
irrigation organizational and tariff gsystems are not conducive to efficient
and productive use of land and water, the two most scarce factors of
production. As a result, many previously cultivated lands now are not
cultivated or are degraded. Soil erosion, deterioration of range and forest
land, salinization and water-logging continue apace, Existing policies and
programs do not encourage rehabilitation of degraded lands or proper
conservation of presently cultivated and pasture lands. Further, there is an
almost total lack of natural resource conservation consciousmess in Peruvian
sgriculture both at the producer and professional levels, compounding land and
water use problems. :

7. Inappropriate and Inadequate Public Investment in Agriculture. Although
improvements have been avident during the past £ive gyears, investment
priorities continue to be overly oriented toward long range, economically
doubtful and socially questionable investmentz in land expansion activities
instead of toward investments to improve efficlency and profitability in use
of existing land areas and irrigation systems.

Program Strategy:r USAID envisions detailed coordination with other main
donors, building om AID's resgources and comparative advantages, and taking
into consideration AID's recognized 1leadership in many of the proposed
interventions. We propose a sector-like project approach, integrating local
currency and Title II resources, and with policy reform as the centerpiece.

. The . approach 1is based on a strong framework Cfor - developing a sound

agricultural development program from the beginning of the new administration
in mid-1985. As stated in our CDSS, a concerted effort to emphasize
agricultural policy dialogue is ona of our principal undertakings.
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The strategy, aimed at both supply and demand, anticipates increased domestic
congumption because of lower unit costs of agricultural production, a part of
which will be passed on to consumers as lower unit prices. However, because
aggregate consumer lncomes (and thus, consumer demand for foodstuffs and other
agriculture-based products) are expected to rise only slowly in the next three
to five years, markets for increagsed agricultural productiom will need to be
expanded through increased agricultural exports and increased import
substitution if aggregate farm incomes are ta increase. This also will
increase agricultural employment and rural demand for urban-produced goods.

The: proposed strategy addresses equity and  bagiec nutritional needs
considerations. Technology genersatiom and transfer priorities will be based
on both unit cost of production congiderations and lsbor utilization impacts
in the production subsystem (i.e., eppropriate technology). MNot only will
total demand for labor in the agricultural production process. increase, but it
also will have an important multiplier effect because of 1) producing and
marketing incressed volumes of purchased inputs, 2) marketing and processing
increased volumes of outputs, and 3) incresased demand for urban produced
capital and consumer goods. as the result of incressed rural incomes.
Furthermore, to the extent that increased demand for labor iz accompanied by
improved labor productivity, there will be a reduction in unit costs of
production. .

Key elements of the proposed supply and demand impact st-ategy are:
a. Adjust macro-economic policies to improve terms-of-trade for

agriculture vis-a-vig the rest of the economy, and to neutralize explicit
and implicit penalties on agricultursl exports.

b. Bxpahd sharply the role of the private sgector, especially in the
areas of factor and product markets and processging.

c. Enhance the effectiveness of public and private sector technology
generation and transfer services and public sector investments as stimuli
to expanded private sector investments.

" d. Bxpand the role of the marketplace and the pricing system in
improving factor use efficlency.

Sector Program Description: Application of the proposed strategy must
maintain & balance between improved production efficiency, more efficient and
expanded marketing and processsing systems and expanded markets. The proposed
project components briefly outlined below will be designed to maintain a
time-phased balance among the different policy and investment interventions in
the constraints areas described. e - - -




The Mission proposes to negotiated a $220 million package ($70 millionrr loan,
$30 million grant, and $120 million local currency counterpart for a five year
program, with annual tranches. The program will be negotiated in coordination
with negotiation for the decentralizatiom planning and investment project
described later, and will be linked sgpecific specific agreed-upon policy
changes and support actions., The amounts of annual tranches will be linked
directly to progress in institutiocnelizing specific policy changes.

The Development Assistance portion of the program will address the followin&
four components (with preliminary estimates of Ffinancing):

1) BExpanded policy analysiz and‘formulatfon, and program implementation
design and execution ($15 millionm).

-

2) Agricultural resource use effiéioncy improvement ($20 million).

“+.. 3) Agricultural marketing “and ptocanuing' subgystem deveiopmhnt undfl
support ($30 million).

-

4) Capital market strengthening and development ($35 million).

These components will be assisted through institutionr building inputs
(technical assistance, commodities, budget support and training) as well as
through capital assistance activities integrated with technical assistance and
training. g

Local currency resources will be used to: 1) provide Sierra Small Farmer
credit to asgsist in implementing rural bankKing/Caja Agraria policies and
provide local. cost budget support for design and implementation of other
policy change follow through activities, (e.g., severance pay, sslary support,
research and training endowments, local scholarships, etc.); 2) fund programs
to offset the temporary adjustment distortions and may occur inm nutritional
intake levels of at-risk populations as the result of price and marketing
policy changes, complementing Title. IT resources; and 3) short-term employment
generation in rural and market town areas to provide income lmprovements until
development efforts have a chance to result in permanent employment
generation. This short term employment will be dedicated to soil and water
conservation, rehabilitation and protection infrastructure construction, and
will work through local governments and private sector organizations. The
gecond and third uses of local currency listed here will serve to stimulate
demand for domestically produced foods, thereby helping to improve local
market prospects.

Specific activities for funding will be defined further during PP
-.. preparation, and relative emphasis will be-established during programming of °
annual tranches, as the result of implementation and policy improvement
experience.




Activities currently being considered for Development Assistance under
each component are ag follows:

1. Continued Bmphagis on Appropriate Policy Change

.. Expand policy analysisz and formulation activities initiated under
the on-going APID Project. The Agricultural Policy Analysis Group (GAPA),
which now constitutes a major resource in the policy dialogue for both the GOP
and AID, will be strengthened and further ingtitutionmalized in the public
agricultural sector. Resources will be made available for development of &
legal and social dats base to .complement the economic data base, and to .
integrate the social and legal dinonsionn with thc economic dimengion in the
policy formulation procons. .

b. P:ovidor luppOtt for development of e univ;rtity and/or private
sector-besed  agricultural system policy anslysis ' capability as ey
" private-sector institutionsl counterpart to GAPA. - - Tl oo T

¢. Given the major importance of macro-economic policy orientation ta
agricultural system development, enhance public sector capabilities for
agricultural jmpact analysiaza of macro-policies, such ag at the Banco Central
and the National Planning Institute, and expand assistance for this purpose to
the Minister of Economy and Pinance. This will include an examination of
mechanisms for introducing policy analysis and formulation results into the
policy-making processz of the Peruvian Congress.

d. Increase public awareness of the needs and opportunities in
agriculture, and of the broader development and policy problems, issues and
solutions needed to achieve a& more afficient and profitable agriculture sector.

2. Improvement of Farm Level Resource Use Rfficiency.

a. Institution Building

1) Continued development of INIPA's research and extension
capabilities.

2) More intensive incorporation of UNA and sgselected regional
universities into the national research and extension system, and improvement
of their academic programs (with focus on masters training at UNA and
undergraduate training at selected reglonal universities).

3) Assistance (perhaps through UNA and selected regional
universities) to agricultural technical schools to improve quality of training
of fileld technicians and farm managers and to promote- their participation in
field testing and extension activities.
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4) Asgistance to expand participation by private firms, farm
organizations and agri-businesses in the agricultural regearch and extension
process.

5) Assistance in improving institutional structures to increase
pacticipation by farmers and to enhance human resource capabilities in
irrigation system operation and management. This will involve building an
INIPA analogue within INAF, including improved on-farm mansagement research ancd
extension capability within INIPA and improved irrigation engineering and
administration capability im INAF. AID will provido egsential complementary
regources to other donor capital investments.

b. Key Technology Generation nnd‘fran:fe}: .

1) Livestock Development and Range Management: Asgigtance to
activities identified as high priority under the on-going Small ‘Ruminant CRSP,
with expected emphasis on pasture and range management,. herd management,
animal nutrition end complementary credit. Experlence under the CRSP and
pilot Soil Conservation projects indicates that considerable resource use
efficiencies can,be achieved in the short to medium term.

2) On-Farm Soil and Water Mapgement: Progress under USAID's Plan
MERIS and pilot Soil Conservation projects points strongly to considerable
potential for resource use efficiency gains in the short to medium term from
1) introduction of low cost, farmer-constructed soil conservation investments
and improved practices for beth rain-fed and irrigated agriculture, 2) better
on-farm irrigation water management and 3) improved tertiary distribution
systems (construction, maintenance and management).

3) ' Parm Management Improvement:— -Improved flhancial planning and
economic analysis of production costs and returns, plus improved
technical/economiec production systems, enterprige combinations and crop
rotations.

4) Cagh Crops (especially land and labor intensive non-traditional
export-oriented crops) Research and Rxtension .Program Development: through
private sector institutions (farmer organizations, agri-businesses). Design
of this activity will build on lessons learned from pilot programs and
guccessful agri-business experiencesg in Peru.

5) Reforestation, Wate:'shed Protection and Selva Resource
Management. In support of Soil and Water Conservation under our productivity
improvement strategy, a major expansion of reforestation and other off-farm
conservation activities is planned as a complement to on-farm soil and water
congervation programs. Thege activities will assure future protection of the
productive land and water base and generate employment and enhance labor
capitalization in the short run, as well as establigh future income producing
potential (firewood, timber, agro-forestry, etc.).
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In additiom, activities in Selva resource management will be
expanded and intensified to address critical problems of appropriate land use
and protection of the environement in this highly fragile ecological area as
population pressures increase the prospects of environmental and economic
digaster in the longer run.

c. Human Resources Development: Significant external graduate traininpg
program in the US and third countries to provide the technical and. managerial
leadership required for sustained growth of agriculture.

3. Agricultural Marketing and Procegsing  Subsystems Development:
Institution building and technical and capital -assistance to enhance the
private sector role and to strengthen the quality and scope of appropriate
public sector supporting services. In conjunction with S&T/RD and GAPA, we
are undertaking & marketing sector assessment to provide more detailed design
criterie. Several activities in this component have been tested in pilot
programs. . - . o :

'
R

" w. Institutional Development and Strengthening

1) Factor Markets: Institutional development and strengthening
activities to improve efficiency and scope of the purchased iaoput supply
system (with a focus on impraved sgeeds, fertilizer, pesticides and animal
health products), greatly expanding the private sector’s role.

2) Product Markets: Assistance in organizing and implementing
private sector modern wholesale merchandising outlets, plus, at the rural
asgembly level, assistance to farmer organizations to improve integration of
retall and wholesale functions. We also expect to help an appropriate public
sector institution to previde accurate and timely current and projected market
and price information, end marketing extension services.

b. Iraining Assistance Activities: EKxternal short-term and long term
graduate training in agri-business for university faculty and agri-business
managers, and establishment of an undergraduate and masters level
agri-business curriculum in one or more zelectad universities.

5, Capital Market Strengthening and Development. Capital markets must
function in a way to assure that both credit and equity capital moves into
productive uses that improve efficiency and increase returns to all subsystems
of the agricultural system.

a. Technical assistance and capital resources to the Banco Agrario for
developing and implementing a 1long term strategy for decentralization and
targeting 1its lending programs to sierra agriculture and medium term
investment credit.
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b. Technical assistance and capital resources for a program designed to
establish locally owned independent banks or cajas agrarias in areas of strong
commercial agriculture. This will include provision of assistance to the
Superintendency at Banks and the Central Reserve Bank (or other national
banking institutions). .

c. Technical assistance to assist the GOP in examining the feasibility
of requiring minimum loan portfolio investments by commercial banks in rural
locations where their branches are lacated.

@. Technical assistance, training and capital resources for carrying
out appropriste feasibility studies and establishment of a pilot integrated
technical assistance, equity participation and credit fund facility for
agri-business development administered by the private sector. .

" e. Provide technical assistance and capital assistance for designing -
and establishing Q.gilot.;tnd purchase mortgage financing/guarantee program.

e. Creste & self-capitalizing cooperative investment credit Ffund For
livertock production and marketing, patterned along the lines of the Fondo
Ganadero in Colonbia. . .

ILLUSTRATIVE FINANCIAL PLAN

($Millions)

_ Components (ARDN) LOAN GRANT TOTAL
Policy Change 5 10 1s
Agricultural Resource Use

Bfficiency Improvement 10 10 20
Agricultural Marketing and

Processing Sub-Systems Improvement 25 5 30
Capital Market Strengthening 30 _Ss 35

TOTAL 70 30 ' 100
Complementary Resources:

ESF 60

Title I 60

Mission Pogition on PID/PP Approval: This is the only planned new start in
Agriculture and Rural Development through FY 87. Due to its lImportance,
USAID/Peru will seek AID/W assistance in design at both the PID and PP
approval stages. Migsion proposes to send the agricultural system
recapitalization PID to AID/W for approval in June, 1985. The PP will be
prepared and ready for authorization by October, 1985. . .




Project Number and Name: 527-0300
Small Industry Credit

Proposed FY86 Funding: $6.5 million -
($6.0 million loan)
($0.5 million grant)

Life of Project Funding: $16.5 nillion
($15.0 million loan)
($1.5 million grant)

Functional Account: Selected Development Activities

A. Major Uevelopment Problem Being Addressed

Managing the current. economic crisie is the firgt step before Peru can
effectively pursue longer—range dévelopment goals. The crisis has caused am
acute shortage of funds available to meet private sector working and fixed
capital debt financing requirements. The private sector is faced with limited
access to credit and has to contend with declining production, sales and
profits. Further, interest rate controls and high inflation have created
disincentives to financial savings and weakened capital markets. A result has
been very low rates of capacity utilization and a high number of failures cf
businesses of all sizes. However, smaller industries have shown the capacity
to generate increased production and Income, and expand employment for low
income groups. The small enterprises are efficient and as a whole have the
ability to weather serious economic depression. Unfortunately, small
enterprises do not have regular access to- formal credit markets in Peru. They
are often unattractive to bankers because the transactions they generate are
small and require intensive supervision. Many small enterprises do not keep
formal and verifiable records, and they often cannot meet collateral and
guarantee requirements to the satisfaction of Peruvian financial institutions.

Incorporation into the formal economy of the large and rapidly growing
{informal sector is a serious concern in Peru. The informal sector functions
outside of Peru's official regulatory and tax structures and now employs some
50X of the labor force. Many small industries are in the informal sector,
which means that they are not registered, regulated or licensed by the
Government. These entrepreneurs are often self-financing, or borrow from
family or friends, or pay very high interest rates to money lenders. (25X per
month indexed in dollars in one recent case).

Illiquidity, excessive financial controls (interest rate ceilings and
barriers to competition), and concentration of loan resources in the larger
firmmsg, all contribute to making formal credit unavailable to many small
industries, However, during the current c¢risis, the small industry sector has
proven resilient and innovative, able to generate direct income and employment
at low investment costs, and able to improve the. standard of living of lower
income groups. Nonetheless, the demand for credit by small industry far
out-strips resources now available. Therefore, additional financial
assistance to small enterprises, both formal and informal, 1s required. The

project addresses specific small industry constraints of: (1) excessive
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regulation of financial markets; (2) market barriers to credit access; aund (3)
timely processing of credit requests. These constraints will be overcome by
promoting deregulation of interest rates for savings and loans, thereby
fostering competition in financial services.

The five year Project will (1) promote private sector lending at market
rates to small formal and informal industries through the use of re-discount
or guaranty mechanisms and (2) improve the institutional capability of private
sector organizationms to analyze the technical, financial and economic value of
lending to smaller industries. This will lead ta:

a) privatizatiom of lending to smaller ' industries and {increased
individual bank participation in thia segment of the market;
b) more flexibility in collateral requirements;
c) reduction in documentation required in loan processing;
d) use of real interest rates and/or indexation.
e) increased deregulation of financial markets; and '
- £) technicsl.z:liscance to participating organizationa and nubborruwers.
The proposed ProJect is an ‘outgrowth of a coapreheusive Peruvian Private
Sector Assessment undertaken by Cooperg and Lybrand, as well as a number of
other private sector reports prepared by a PRE Reconnaissance Mission to Peru
(1984), the findings of the US Presidential Task Force on Internatiomal
Private Enterprise on small enterprise and financial markets, and the recent
DAI evaluation of the Small Urban Enterprise Development Project (527-0241).

B. Relationship to Overall Policy Objectives and to AID Policies

The project 1is consistent with overall AID policy objectives and directly
supports AID's focus on private sector development through emphasis on the use
of commercial banks to supply private sector credit to small industries. Ino
general, profitable smaller enterprises use capital effectively and account
for a disproportionately large nimber of industrial sector jobs. This project
is a private sector initiative which improves the financial envirommeat for
small industries and helps mobilize savings and efficiently channel credit
without creating new financial intermediaries., Small industrial firms appear
to be labor-intengive —--recent data estimate average costs of $1,200 per job
created. The Project will strengthen linkages between the formal and informal

sectors as well as provide needed employment and income opportuanities to the
AID target group of low income families.

C. Consistency with Approved Mission Strategy and Other Projects

The Mission CDSS stresses the goal of supporting the private sector as a
means ¢f increasing employment and development. The short-term private sector
emphasis (Phase I of the Mission's Private Sector Strategy) is concentrated on
helping economically viable firms weather the present recession while
addressing specific issues of financial deregulation. The longer-range Phase
II of the Mission's private sector strategy 1s to improve the environment for
private sector growth; while Phase III of the strategy 1s designed to address
gsector constraints with specific projects aimed at increasing exports,
attracting investment, and creating employment through activitfes in small
enterprise development, export and investment promotion and agro-industry.
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fhe proposed Project will provide critical resources to the smallest
industrial firms while simultaneously implementing the longer term structural
and financial market development components (Phase III) of the strategy.

D. Project Components, Activities, and Implementing Organizations

The $15 million Project will be composed of a credit fund and technical
assistance, with a small amount of commodity support. .

a) Credit Fund

A discount and/or guaranty fund would be housed im am existing
intermediary financial institution (IFI). The IPFT will administer the funds
in trust. It will discount/guarantee loans meeting Project criteria to small
industries, those loang will be presented by banks, PVOs, other IFIs, credit
unions snd similar organizations. A trust fund cooxrdinating unit will review
the loans to verify eligibility, which will be based on the economic and

financial viability of the subproject. Collateral and processing requirmntn .
will be minimized to the extent possible in.the Peruvian context. ! I

Discounts and/or guarantees’ will leverage :he capital of the IFTL
dealing with small industries, will make viable industries creditworthy for
more traditional formal financial intermediation, and will enable PV0s and
IFIs to mobilize more resources, cover expenses, compensate for risk and make
a reasonable profit on these transactions. In the process of working directly
with the small industries, the PVOs, principally, and some IFIs, will thereby
be able: to assist informal sector firms to move into the feormal sector and
facilitate the "graduation™ of firms to more traditional forms of finance.
Project will allow sub—borrowers tec establish a credit record at IFIs. IFIs
will learn to work with this new market segment and be comfortable with
lending their own resources by the end of the Project.

b) Technical Assistance and Trailning

The Missivn realizes fully that the successful implementation of
credit projects relies heavily on the early provision of technical assistance
inputs. Trust fund opera“ions, disbursement mechanisms and subloan criteria
must be clearly defined and constantly monitored. The organization housing
the discount/guaranty unit must be initially staffed with expert outside
assistance. This 1s particularly critical in this Project as small industry
lendingr still remains an unknown market for more than a few financial
organizations.

Therefore, technical assistance will be in place before credit fund
disbursements commence. Distinctions will be made between TA to IFIs and TA
to sub-borrowers. IFIs require assistance in the following areas: subloan
evaluation, - treasury operations and cash management, - loan collection
techniques, protection of assets in an inflationary economy, and in providing
needed training to sub~borrowers. Training in business gkills for the smsller
sub~borrowers is expected to be undertaken by PVOs. As a Condition Precedent
to use of the credit fund, these sgkills must be in-country and available at
the credit fund disbursing organization.
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E. Financial Plan ($000s)

Private Sector

Inputs AID PVO/IFI Subborrowers Total
Loan Grant
- Credit 14,500 - 7,500 7,500 29,500
- Technical -
Agslstance I, 500 - - , 1,500
- Commodities 500 ~ - - 500
TOTAL 15,000 1,300 7,50 7.500 31,500

F. Given USAID's extensive experience with credit programs in general and
small business lending in particular, we will request that NSAID be granted
PID/PP approval authority. Project development began with the excellent
evaluation of the Urban Small Enterprise Development Project. A Devalop.ant':"
Alternatives Inc. follow-up team ia expectad to complete an orgnnizaticmnlnd -
financial assessment, analyze small industry credit demand and sod.u. iy
“ goundnesg, and provide s pmject 1np1enentntion and administration framework. ° B
We hope to have the PP prepared and the project ready for & late FY85

obligation to utilize deobligation/reobligation funding that may be made
available for the Andean democcracies.




- 83 =

Project Number and Title: 527-0279
Housing Sector Support

Proposed FY 86 Punding: Grant: $1,000,000
Loan Guaranty: $20,000,000

Life of Project Funding: Grast: $2,000,000
Loan Guaranty: $100,000,000

Appropriation Account: Grant: Selected Developmant Activitles
Loan Guarsaty: Housing Guaranty Program

Background: The Mission in itz recent CDSS presented its Housing and Urban
Services Strategy as one which will influence GJP policies and resource
allocations, and reinforce the sector's institutions to assure the sustained
delivery of basic urban services and adequate shelter to low incoms urban
families. The MNission strategy is based on en in depth Housing Sector
Asgessment and Policy Issues Agenda that identifieg the key sector constraints
and the policy actions needed to address these congtrainks. A multi-year HG
totaling $100 million will be the primary USAID vehicle to encourage the GOP
to adopt needed policy changes and to implement shelter sector programsg from
1986 to 1990. The multi-year HG concept for Peru has already been approved by
AID/W.

As with the Mission's other sector programs, those for the shelter sector are
strongly determined by the present economic and financial situation in Peru.
Nevertheless, the broad objectives established for AID's Housing Guarasty
Program provide the basis for the proposed Misgion shelter program. The
overall objectisr » is to structure and support a sustainable, for the most part
financially se’ sufficient, private sgector oriented housing delivery system
or systems based on rational houeing policy anelysis and responsive to the
realities of effective demand for affordable, appropriate shelter and
residential services. In the current Peruvian context, this mesns thet
Government or public sector sction ghould be digected almost exclusiveiv to
the orderly and economically  sound development of land, infrastructure
services and upgrading that is or will be required by cucrrent and near-term
future demand. Moreover, it is clearly apparent that the government's direct,
politically defined development of massive, costly housing projects must be
drastically reduced or eliminated in order to cut both explicit and implicit
subsidies that in the recent past have proven to be both socially inequitable
and economically unaffordable.

Degpite recent huge outlays for government built housing, the vast majority of
Peru's housing is provided in the context of the private sector, most notably
within the informal and quasi-formal private sector. From the stand point of
both numbers and economic realities, this has been the most efficient
mechaniem in the shelter sector. Nevertheless, in the past, Peru‘'s formal
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private sector home builders have played an important role in shelter
delivery, a role that has been seriously curtailed and distorted by the recent
highly subsidized public interventions inmn sheltsr construction. To restore
formal private sector initiative (and Ffacilitate informal construction) not
only must the distortions of high subsidy, public programs be eliminated but
algo an economically sound, largely self-gustaining public and private
financial system must be restructured for both shelter and infrastructure
needs. This restructuring will require a major overhaul of Peru's current
shelter filnance policies and practices and baecomes in itself a principal
abjaective of the Mission's shelter gector program. -

The above expressed objectives are, considering the case of Peru, madium to
longer term goals. Despite Peru's serious economic and fiscal problems, the
Misgion believes that these program objectives are achlevable within a
reagongble time frame and that their achievement is =bsolutely essentisl if
Peru's current mscroeconomic and financisl problems. are to be resolved.

The current GOP administration's well intentioned but extremely costly (in
terms of loss of investment return and direct subsidies) program has left the
coffers of Peru's housing finance instituticas empty. This fact is recognized
by many of Peru's potential housing sector leaders. Since current housing
policies are exclusively - those of the current GOP administration, it |is
certain that they will be changed by a nawly elected administration upon
taking office. From the Mission's contacts within APRA thus far, it appears
that APRA shares our diagnosis of the policy issues and constraints in the
sector. We have a chance to support the adoption of & set of sound policy
prescriptions for the housing sector by continuing our policy dialogue and
linking substantial finencial support through the HG program to the outcome.

The shelter sector program is part of the Mission's total package directed at
policy reform in Peru. This program relatos directly to overall policy
objectives involving credit igsues, private sector/market approach, and in
limiting direct government programs to those¢ appropriate only to the public
sector. Indeed, to the extent that more shelter sector financial policies and
practices can be brought into line with finair~ial policies in other gectors,
the whole public/private financial intermediztion system will benefit. of
course how price inflation, wage levels and devaluation rates behave will

determine in the 1long run how these financial markets will rezpond. The
shelter sector program 1is completely congistent with AIL s policies for
shelter and urban develcpment. Environmental issues will be examined;

howaver, at this time no major inconsistencies with AID policy are foreseen.
The proposed shelter program is part of the approved CDSS and ABS for Peru and
as such remains consistant with overall Mission development strategy. (The
FY-86 Congressional Presentation contains e data sheet on this program.)

Purpose: To assist the GOP to improve housing sector policies, to support the
strengthening and expansion of private sector participation In housing finance
and construction, 2ad to implement ghelter and service sub-programs which
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increase the effectiveness of sector resources and provide maximum benefit to
lower—-income families.

Sector Program Description: The program will focus on improving sector policy
and planning, financial policies and mechanisms, shelter development and
delivery systems, and the participation of the private sector. AID's
objective in the housing sector is to influence GOP policy-making and planning
so that more efficient and rational invesgtments are made in the sector. 1In
the past, AID has controlled the invegtment of HG funds in each particular
project and has influenced Peruvian Houging Bank (BVP) investment of some of
its own resources. Although past HG projects helpedl a substantial number of
people improve their 1living conditions and also improved BVP operations, the
project approach did .not make an overall impact on resource sllocation
policies within the housing sector, nor hacs it lead the GOP to change its
subgidy policy for the housing sector. . . . . . .

e

The GOP ig responsgible for generating the resources, the financial mechanisms,
and the public and private Iinstitutional structures required to resolve
housing sector problems, as well as for encouraging the mobilization and
participation of private sector resources inm the shelter development process.
The proposed AID program will support these GOP efforts and influence the way
they are carried out. In order to have an impact on the decision-making
process, USAID's approach addresses the nature and magnitude of the problens
and demonstrates a willingness to enter into a medium-term (five-year) effort
with the GOP; a readiness to provide significant resources in relation to the
magnitude of the problem to complement GOP resources; and a willingness to
discuss a variety of problems affecting the sector, not just those particular
to AID's gpecific project concerns. Thus, the gectcr approach multi-year HG
demonstrates a concern about infrastructure problems at a macro level even
though they may not be funded by the program, and demonstrates a concern about
housing for middle-income groups even though HG fundg will not finance such
housing. Special emphasis will also be placed on implementing a long-term
strategy for strengthening the savings and loan systen.

In examining the changes required in the shelter gector, the Mission concludes

that while the overall structure of the gector is in place, many policies and -

practices have yet to be defined or need to be revised. <Thus, AID has the
opportunity to influence sector activities at the outset of a new
administration, within the framework of a viable institutional structure. 1In
short, 1985-86 is likely to be & fruitful time for attempting to negotiate a
sector-type input. Since policy chanre is not always rapid, AID must be
prepared to maintain 1its presence in the sector over a period of time,
pressing continuously for positive changes. At the start AID will press for
agrecment with the new GOP on key the overall policy directions. These
directions can then lead to more specific policy action on specific sectorial
and institutional 1issues and will set the basis for discussing financing
conditions and timing keyed to the GOP taking action on agreed policy
changes. A continuous programming effort over the life of the project will be

v
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needed to permit the GOP and 1its housing institutions to continue the
planning, implementation, and evaluation of sector activities inm the future.

In summary, AID is proposing this multiyear, $100 million program im crder to:

I. Influence sector policy and planning by assisting & new GOP to formulate
improved policies;

2. Help increase, through improved financial intermediation, the number of
houging solutions produced during the period end assure the maximum return on
the resources invested;

3. Support the increased participation of private sector entities in

mobilizing and channeling resources for shelter productions

A. Establish a continuous plnnning proccsw thronsh 1ongrttmu TA nnpport to
the housing sector; and .

5. Avoid the 1limitations that a short-term, project-oriented. approach can
impose on AID'g ability to encoursge policy and financial improvements.

In eaddition, this program will support the Mission's Private Sector Strategy
by encouraging an increased role for the private sector in the housing finance
and delivery systems. It will also support decentralized activities by
working with CORDEc snd municipalities in urban upgrading and sites and
services projects. :

Target Group: The multi-year sector program will focus on three levels:
policy dialogue, instltutions, and individual Ffamilies. Over 100,000 below
median income urban families throughout Peru will directly benefit from
investment in the housing sector. Continued investment will be 1linked to
progr2ss at the policyr dialogue level in support of improved redistribution of
GOP resources on & cost recovery basig to the target group. 1Institutionally,
the program will improve the effective operation of the Housing Ministry, the
Housing Bank and other public and private ghelter seclor delivery institutions.

Funding: Total HG funding will be 3100 million over & projected four to five
year period. This funding would be authorized in tranches of up to 825
million annually in FY 86 through FY 90. An equal amount of internal Peruvian
resources ($100 million, soles equivalent) will constitute local financing and
beneficiary contributions. The grant assistance input will be 2.0 million to
be authorized over the FY 86-89 period. The development grants will be used
principally feor U.S. technical assistance. In summary, the inputs are:

HG Funds $100.0 million Investment

DA Funds $§ 2.0 million Technical Assistance
Peruvian Financing $ 90.0 million Investment
Beneficiary Funds $ 10.0 million Down Payments & Equity

$202.0 million
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Authorizetions will be linked to policy actions. Disbursements will be keyed
to the production and delivery of shelter solutions. This will require that
the GOP and AID are in agreement on major policy implementation plans which
will set the specific conditions and eligibility criteria for use of HG
funds. Policy action and agreement can occur at any time within the project
implementation period and thereby trigger future authorizations.

In accordance with established practice, the Mission will submit the PP to
AID/W for review, the PID having been reviewed in 1983. '




Projecc and Title: 527-0302
Food Assgistance Program Support

Proposed FY 86 Punding: $1.0 million Grant

Life of Project Funding: $7.0 million Grant

Appropristion Account: Agriculture, Rural Development
and Nutrition

Purpoge: To respond to the deteriorsating ecopomic and nutritional situatiom
ir Peru by providing targeted supplementary food assistance in Maternal-Child
Health (MCH) and Food for Work (FFW) programs through private voluatary
organizations (PVOs) and specialized GOP entities. To strengthen PVO and GOP
institutions implementing on-going and new supplementary food assistance

programs using OPG resources for technical assistance and operational support -
to improve their planning, edministrative, implementation, and evaluation
skills, and thus increase the nutritional and developmental impacts of their

programs. . '
Background: Since the late 1970s, food eaid has beem viewed by the Mission as
an essential safety-net for the lowest income families to cope with falling
real incomes and with widespread malnutrition. At present, rapid declines in
real incomes, growing unemployment and underemployment, and the corresponcing
deterioration in health and nutrition status have considerably increased the
need for food assistance. PL 480 Title II and Saction 416 resources can
provide important income and nutritional supplements to our target groups.
When coupled with Development Assistance and Title I, these resources provide
an opportunity to support constructive policy dialogue witl: the GOP.

The deteriorating economic and nutritional situation in Peru, underscores the
need for significantly increasing food assistance levels and complementary
financial support to expand and qualitatively improve PVO and GOP feeding
activitiegs. Rhetoric during the campaign hag on numerous occasions stressed
that Peru has to confront the hunger problem as well as significantly increase
food availabilities through increased production, especially by small
farmers. Leading figures in the winning political party have already
approached the Mission on ways the USG could contribute to soften some of the
most acute human costs of the stabilization program. They see increased
supplemental feeding programs ag an essential element in their overall
efforts. Upon taking office, the new administration will probably request USG
agsistance to embark upon a large-scale food distribution program.

An impressive history already exists regarding the PVOs' ability to integrate
Title II food resources, Title I counterpart funds, and OPG monles to
carry-out large-scale feeding programs. Based on the 1984 Title II
evaluation, and the latest nutritionai status data provided by a series of
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AID-financed studies, there iz a& need to increase program coverage to include
more of the most-at-risk groups in the neediest geographic regions. This
implies more efficlent use of food assistance and increased levelg of food and
financial resources for improvements in the planning, project implementation,
nutrition surveillance and educatiom, and evaluation capabilities of these
organizations and of specialized GOP institutions dealing with nutrition.

The Mission's long-range goal is that the GOP assume the responsibility for
gupplementary feeding. However, the GOP cannot reasonably assume major costs
of such prozrams over the next five yesrs, givem that the near-terms economic
picture remains very ¢ .ouded. Therefore, while the Mission continues to work
to strengthen GOP institutional capabilities to provide required resources and
implement supplementary feeding programs. The PVO& will continue to play an
essential role in the near future. . . .

Policy Framework: Support for the GOP's economic stabilization measures, in
the form of incressed PL 480 Titles I/IX &nd Section 416 food assistance.to
soften the blow of austerity messures on the lowest income groups, is an
essential element of the USG foreign policy objective to promote and
institutionalize democracy in Peru and assist the GOP to meet the bagic human
needs of 1its people. At the seme time, AID has embarked on an effort to
increase the effectliveness and efficiency of food assistance programs.

In order to respond to the new GOP's concern for increased supplementary
feeding programs to deal with the growing hunger problem in Peru and to soften
the effect of economic stabilization measures, the Misgion is proposing a
major bilateral food assistance program. The mejority of these food resources
will be furnished during FY 86 and FY 87, the first two years of a planned
three-year program. At the same time, there is a proposed 25 percent
increase in FY 87 for the regular Title II PVO program, which should be
maintained through FY 90.

Title IT Pood Resgsources
($ Millions)

FY 86 FY 87 FY 838 FY 89 FY 90 TOTAL

VolAg Programs: 9.5 . 12.G 12.0 12.0

Stabilization Support:

TOTAL: . . 15.0 12.0 12.0

The Mission is also proposing a major ESF/Title I initiative to meet the
regource needs of the macroeconomic adjustment program. The Title II food
resources, requested under the above bilateral stabilizatiom support program,
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will be targeted to those low-income groups most affected by GOP austerity
measuregs and utilized to make an economic adjustment program more feasible
socially and more palatable politically. The Misgion has not yet negotiated
the terms and conditions of either Title IL stabilization-support or Section
416 commodities. This will be done in the context of our policy dialogue on
macroeconomic program assistance if we heve preliminary support for such
regources as_a result of the review of the Actionr Plar. Howevaer, the GOP will
have to formulate constructive supplementary feeding program policies which
will target asgistance effectively and provide the necegsery humanm and
financial resource support ta coordinate the implementatiom of such enhanced
programs and policies. ' :

e
t

Improvements are being made in our Title II and Section 416 programs in Peru.
Increased levels of OPG funding and Title I counterpart will support the
qualitative changes required. to enhance the developmentel impact of PVO and A
GOP feeding programs {such- as materisls and training programs designed to - -..:
improve project - planning, targating, implementation, . evaluation, and e
supervisgion). ‘ . ‘

All PVOs receiving Title II food assistance, OPG monies, and Title L
counterpart have been requested to submit multi-year operational program plans
spanning FY 87-91 which will outline desired improvements in their programs.
These plans will include specific annual benchmarks, designed to attain these
improvements. Annual evaluations will be conducted to determine progress
toward these goals as well as adjustments which may be necessary in the
long-term development strategy. The Operational Program Grants will be
designed to reinforce the goals and objectives of the multi-year operational
program plans. As a first step in this direction, FY 86 PVO operational
program plans have included a number of specific benchmarks to be reached
during that fiscal year. The level of PVO Title II food and OPG requests for
FY 87-90 will be subject &Lo the Migsion's review of PVQ progress in
implementing the program improvements agreed to in the multi-year plans.

AID has long asgsisted GOP school feeding (PAEK) programs. The last Title II
resources for PAE were provided im 1980, when AID made a decision tha*
untargeted school feeding programs were relatively inefflicient in helping
change the nutritional well-being of low-income families. However, Saction
416 dairy products were made available in 1983 and 1985 to support PAE and MCH
programs of the GOP. Under the 1983 grant, approximately 90 percent of these
commodities were used inm school feeding and 10 percent in MCH activities.
Under the 1985 grant, school feeding was reduced to 60 percent and MCH
increased ko 40 percent.

The Mission would like to increase the proportion of food resources going to
MCH. Therefore, the following Section 416 division is being proposed for the
1986-90 period.
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($ Millions)

FY 86 FY 87 FY 88 FY 89 FY 90

PAR 7.2 6.0 4.8 2.4 —
MCH 4.8 6.0 1.2 4.8 2.4
7.2 2.4

TOTAL 12.0 " 12.0 12.0

Major Project - Components: In addition to the food resources provided under
Title IT and Section 416, the Mission will continue to integrite complementary
OPG and Title I funding to support its food essistance programs. OPGs will be
the main wvehicle to.finance on-going operational ‘expenses {staffing, project
and educational materials, and technical aessistance requirements) as well as
qualitative changes in PVQ and GOFP programs which have been cited in the
Policy PFramework section. OPG funds will be complemented by GOP Title I
counterpart monies which will be used primarily for meeting logistic and
administrative costs.

Part of the increased funding for continued improvements in the implementation'

of Title II and Section 416 programs in Peru, will be apportioned to PVQO and
GOP institutions (especially the Ministry of Health-MOH, and the National
Office of Food Support-ONAA, and possibly & presidential-level PFood Policy
Advisory Office) for technical assistance to formulate constructive policies
in supplementary feeding programs and to make improvements in the planning,
administration, and evaluation of these programs.

Improved training for PVO and GOP supervisory staff in community organization.

and gocial promotion will strengthen community institutions and leadership, as
well as increase grass-roots perticipation in project edministration and
decision-making. .

Through additional OPG funding for PVOs and GOP agencies to implement
supplementary feeding programs, the quality and coverage of programs directed
to low-income families will be improved and expanded. Such programs will
improve basic social serviceg, including access to Primary Health Care;
health, nutrition, and vocational education; income generation and disposable
income; agricultural production and consumption; family diets; and natural
resource/environmental protection.

Ch
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Financial Plan

($ Millions)

FY 86 FY 87 FY 88 FY 89 FY 90
Project No. 527-0302 '

Grant Funding® 1.0 1.5 I.5 1.5 1.5
Title IT 220 20.0 15.0.  12.0 12.0
Section 416 1Z.0 | 12.0 12.0 ) 1.z X
Total by FT 5.0 '_33.5 28.5°  '20.7  15.%

.oy,

e e TR F b " . "~"_ = ._‘ '. -“.-(--, -
!!inion Positigi}uon PID gggroval* A PID vill be pmcntcd: i lugtut: -1985. © Ik
will present & consolidated plan of support to PYOs and other orgnni:utionv
which administer the feeding programs designed to &lleviate the effects of
deteriorating economic conditions (as outlined above) and which support the
Policy Agenda for Supplementary Feeding Programs. The PID also will
demonstrate the need for and request increased supplementary feeding resources
for Peru (ir terms of both food and financing) and outline the Mission's
interest in coatinuing to increase the integration of these programs into our
overall development strategy. We believe an AID/W review of the PID both by
the LAC Bureau and by the DCC Food Aid Subcommittee will be a ugeful input to
the design of the USAID/Peru feeding progrm




- 93 -

Project Number and Title: 527-0285
Increasing Health Sector Efficiency

Proposed FY87 Funding: Loan: $s milliom (HE)
Grant: $7.5 million-
(4.5 million HE,
2 million POP,
I million ARDN)

Life of Project Funding: Loan: $20 million (HE)
Grant: $20 million ($12 million HE,
$6 million PP, $2 million
ARDN)

Appropristion Account: S Health, Agriculture, Rural Davelopment
. and Nutrition, and Population Funds.
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s .- P [P L T . - ‘i
pxS R N ey’ e o, -ttt .
I '«--b-v."' " - toe.
.- R o

Purpose: To .u‘ppox:t' thu ) inplai.cntation'o-f 'lpocific hialth sector policies

which increase the efficiency and viability of the heslth care system, end to
continue strengthening the primary heslth cere (PHC) system in the private and
public sectors in order to expend cost effective system coverage (including
maternal child heslth, family planning, oral rehydration therapy (ORT),
immunizations, growth monitoring, nutrition education and rural water and
sanitation services) to the more than 30% of the population not currently
attended. ’

Background: The Mission launched its primary health care strategy in 1979
with the authorization of a $1.4 million pilot project, Sur Medio, and the
$7.1 million extension of Integrated Primary Health Project (527-0219). It
was followed quickly by the $11 million Rural Water end Sanitation Project
(527-0221) in 1980, and the $10.8 million Integrated Health Family Planning
Project (527-0230) authorized im 1981. These four projects formed an
integrated package for PHC which included family planning, water, and
environmental ganitation. With the Misgion's FY 84 Nutrition in PHC Project
Amendment to Project 0219, the remaining component, nutrition, was added to
the health portfolio. In addition, in FY 1985 the Mission will add another $3
million to 1its health portfolio for the policy analysis and private sector
components including Child Survival initiative. The above projects, totaling
$34 million, have been implemented as integrated compcnents within our overall
health sector strategy and have been focussed on management improvement of the
PHC system, increasing service coverage in both the private and public
sectors, pollicy analysis, and private sector delivery systems.

In FY 1985 the Mission initiated & comprehensive $1.3 million Health Sector
Analysis (HSA) which is being carried out under a . cooperative agreement with
Stonybrook in conjunction with the Pan American Health Organization (PAHOQ),
the Ministry of Health (MOH), and an array of Peruvian institutions including
the Peruvian Institute of Social Security (IPSS), the Graduate Business School

v
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(ESAN), Central Bank, Cayetano Heredia University, and other US consulting
firms under contract to Stonybrook. The HSA consglsts of six
technical/analytical studies which will yield research findings and policy
recommendations for: (1) facilities operating costs and cost containment
pogsibilities, especially of regional and area MOH/IPSS hospitals; (2)
improvements in utilization of existing health care facilities; (3) health
system organization and management changes to {mprove human and pharmeceutical
resource utilization and generate cost savingz; (4) increased domestic health
care financing with particular emphasis on social insurance and privete gsector
alternatives; end (5) decentralization of planning, programming ancd budgetizg
of health aervices to the regiomal and hospital ares levels. The HS& will
serve both the ansalytical needz of USAID and Othar Donors for making future
investment decisions in the sector and the needs of Peruvian heelth sector
agencies to identify. their principle problems and constrzints to
intersectorial coordination, future investment requirements for expanding
system coverage, and improving management and adwministration of the Peruvian

health care system. The HEA will stimulate demand for information ant..:”.:

analysis for health sector pelicy making; upgrade the government's capacity to
conceive and anelyze different health sector policy options; improve the
information bsase on which poliecy decisions are made; and strengthen the
capacity of sactor institutions to efficiently and effectively carry out their
functions. On the basis of experience gained in implementing the pregent HSA
& policy agenda will be developed and specific health sector intervantions
will be designed inm order to negotiate a FY 1987 $60 million comprehensive
health sector program. This program will be implemented over a five-year
period and will be funded in three traanches. The funding for each tranche
will be tied tao GOP progress in implementing specific policy initlatives for
each sector component. Included 1in the $60 million is $40 million in
Development Assistance funds and about $20 million in complementary local
currency resources.

Policy Pramework and Sector Constraints: Analytical work in the health sector
has been initiated with the National Nutrition and Health Statuz Survey
(NNHSS) which gathered data from 18,000 households for expenditures for hesalth
services and provided  health and nutrition gstatus baseline data.
Subsequently, & World Bank/PAHO/AID-financed provider survey gave us a picture
of the supply side of the sector. A geries of evaluastions funded by USAID cf
the wmid-wife and promoter saystems, the financial management study of the
Ministry by a local accounting firm, the project evaluations for 219/230/Sur
Medic/and Rural Water and Sanitation, and the strategy for increasing coverage
and financing for QRT and expanded immunizstion programs, developed by
PRITECH, along with the HSA findings described above, will assist the Mission
to ldentify basic policy issues in the gector and to formulate a policy agenda
to be discusgsed with the new government during FY 85 and FY 86.

Most of the basic constraints in the sector are known: policles which are
counterproductive to efficient resource uge, lack of health management
professionals operating in the sector, limited resources for PHC programs
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because of heavy expenditures for high cost curative and tertiary care
facilities, 1large portion of recurrent cost budget devoted to personnel
expenditures (80%), oversupply of high cost physiciens im excess of public
gactor needs (some 5,000), a total of nine medical schools operating in Peru
helping to increase this excesszs supply yearly, inadequate health planning
regulting in poor programming of GOP resources for expanding PHC, and grossgly
under-expended GOP counterpart funds for planned program activities, etc. The
constraints are numerous, complex, and interrelated. Our stretegy is to use
the AID financing (plus local currency counterpart resources) to encourage
improved policies which will begin addressing these constraints. Besides
examining demand, coverage, quality control, endi community participatiom of
programs, policy makers need to look at numerous financial and management
{ssues which, to date, have not been emphasized by any of the donor prograng
in the sector, iuncluding alternative methods of Efinancing delivery of health
care, private sector lnvolvement, and hospital cost containment proposals.

gector Program Description: The 860 milliom program, ($20 million in loan,
$20 million in grant, and sbout $20 million im counterpart) will be authorized
over & five year period with four major bilateral tranches. It will be
negotiated bagsed on a specific policy agenda which will outline required

policy changes. qr policy support actions. This agenda is & specific output of
our FY 85 HSA. .

The $40 million Development Assistance portion of the program will be composed
of four components: (1) health policy planning and Iinstitutional development
($7 million); (2) primary health care service delivery including MCH, family
planning, growth monitoring, ORT, immunizations, and nutrition educatiom (820
million); (3) water and environmental sanitation ($11 million); and (&)
private gector support including financing alternative health delivery systems
(PVOs, HMOs, etc.) and support for basic and operations research being
conducted in the private sector in diarrhea, nautrition gurveillance, and
targeting food aid ($2 million). <This $40 million DA package is only slightly
above the $34 million currently authorized for the health sector. The size of
esch of the components is roughly the same as in the existing portfolio, i.e.
$20 million for PHC, $11 million for water etc. However, the new element is
health policy planning and inastitutional development, which under the existing
program is only funded at $1.3 million for the HSA. At the game time it iz
the most critical component of the new sector appproach. Consequently, the
initial $12.5 million tranche is composed of the first $3.0 million for the $7
million policy planning and institutional development component, $9.0 million
for expansion of PHC services including family planning, as well as $500,000
for private sector alternative health delivery systems and private sector
vesearch. This first tranche should be phased to coincide with termination of
the activities financed under the existing projects, i.e. June 30, 1986. For
this reason, the Mission will accelerate project design and, if funds are
available, project authorization to FY 19846. If not .the PACDs for projects
2197230 will have to be extended to first quarter FY 1987 in order to cover
the gap between the old and new program. The second tranche is phased to
coincide with the termination of existing project activities in July 1987 and
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is composed of $6 million for water and rural ssnitation activities to be
authorized in FY 1988, $3 million for the health policy planning and
institutional development component and $500,000 for private sector health
activities. The third tranche, $8.0 milliom, will be allocated for the PHC
component, with smaller amounts for policy planning and private sector
activities. The 1last tranche will complete project funding. The first
tranche will most likely support policy changes im any or all of the following
eresas: increased system efficiency resulting from higher MOH/IPSS facility
utilization rates, lower MOH/IPSS unit costs, well defined job descriptions
and delegationg of authority for primary health care workers, especislly the
health promoter, more effective MOH supervisory system, redesigned MOH/IPSS
training programs resulting in modularized, individualized, competency based
skills training programs for primary health workers, restructured MOH
financial, administrative managerial, and logistics systems, facility and
steff sharing between MOH/IPSS, reduction in number of medical doctors traimed
for public sector, dscentralized health planning and program budgeting,
promulgation of diacrheal -research strategy for Peru, restructuring of
existing or establishment of & new school for public health sdministrationm,
ingerting nutrition into medical school curriculum, and development of a cadre
of trained public health administrators to manage the MOH's health reglon/area
hospital administrative units. This list of policy issues iz 1llustrative
pending the results of the HSA.

The secocnd tranche would reinforce the above policy changes and introduce

policy reforms related to the water and environmental sanitation component.
These policy agenda items would most 1likely include: (1) <continued
decentralization of DISAR's design and approvel system; (2) continued
gimplification of water systems design; (3) ways to improve construction and
utilization of lgsgigggk_gtw the community level; (4) continued Ffocus on
operations 4and maintenance training; (5) establishment of a human resources
development unit in DISAR to oversee health education activities; and (6)
egtablighment of a system in which compensation of DISAR engineers is omn a
basls equal to that of other engineers working in the water sector. The third
tranche would provide financial and policy support for activities already
initiated under the first two tranches.
The $60 million program will be negotiated as a single package with the new
administration so that the greatest leverage possible can be obtained for the
policy changes we view as essential for rationalizing the sector. Therefore,
the entire policy agenda will be developed by the time of the first tranche.
The Mission will work in close collaboration with other donors (IBRD, 1IDB,
Garman bilateral program) to maximize our impact. A donor coordinating
mechanism for Peru in the health sector is already in place. If plans for the
Consultative Group approach materielize, health will be added to these
"negotiating sessions as well. Project beneficiaries will be the institutions
whose planning and wmanagement capabilities will be gtrengthened under the
project through rational sector policies, and families who will benefit from
expanded, cost effective PHC services in both the public and private sectors.




1. Health Policy

2. Primary Health
Care (PHC)

3. Water & Sanitation

4. Private Sector
Delivery/Research

TOTAL:

X

Planning & Inst.Dev.

. Project Components by Tranches gnd Funding Source.

FYB86/87
(1st tranche)

$3,000
(grant HE)

$9,000

($5,000 loan HE)
($1,000 grant HER)
($2,000 grant POP)*
($1,000 grant ARDN)

$500

(grant HE)
$12,500

FP equipment & TA,
No contraceptives.

Financial Plan

(000's)

FY89
(3rd trenche)

*

FY88
(2nd tranche)

$3,000
(grant HE)

$1,000 ,
(grant HE) il

$8,000 s
($3,000 losn: HX
($1,000 grent: HE)
($3,000 grant. POP)*%

($1,000 grant ARDN)

‘6.000 -
(grant $1,000 HE)
(loan $5,000 HE)

$500 $500
(grant HR) {grant HE)
$9,500 $9,500

xx Contraceptives 5"?
equipment & TA,

FYS0
{4th tranche)

$3,000
($2,000 loap HB)
($1,000 grant POP)*3

$5,000
($5,900 losn HE)

$500
(grant HE)
$8,500

Total

$7,000
(grant HE)

$20,000

{$10,000 loan HE)
($2,000 grent HE)
($6,000 grant POP)
($2,000 grant ARDN)

$11,000
(grant $1,000 HE)
(logp $10,000 HE)

$2,000

{(grant HE)
$40,000

-.LG_




Migsion Position on PID/PP Approval:

The Migsion proposes to send the Health Sector PID to AID/W for approval in
Dec. 1985. The PP will be prepared and ready for authorizatiom by June 1986
in case FY 86 funds become aveilable. Becaugse the PID will detail a
comprehensive policy agenda and contain preliminary findings from the HSA,
plus a detailed health sector strategy and preliminary results of early policy
dislogue with the new GOP, the Mission will request PP approval and
suthorization authority in order to facilitate & possible late FY 86
obligation. If project obligation slips to FY 1987, Mission will send PP to
AID/W Bince the $40 million LOP Development Assistance amount exceads
Misgion's delegation of authority of $20 million.
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Project Number and Name: b 527-0286
Private Sector Non-Traditional Export
Promotion

Proposed FY87 Funding: ' $2 million grant

Life of Project Funding: $4 million grant

Functional Account: Selected Development Activities

A. Major Development Problem being Addressed

Peru today is suffering through the worst recession in moderm times.
Peru's options for confronting these critical .time are extremely limited.
Prices for Peru's traditional exports will remain deeply depressed; Peru's
current debt burden and wmounting principal and interest arrearages will
prevent private banks from increasing exposure in Peru. and may force them to

accede to further debt rascheduling; and the new govermnment coming to power in -

July 1985 will be under severe pressure to defer and avoid difficult but
imperative cuts in government spending.

Over the near and medium term, Peru must significantly increase the value
of 1ts non-traditional exports to generate foreign exchange. However, much of
its industry has developed within highly protected domestic markets and is not
competitive in dinternational markets. The real prices of its traditional
mineral exports are the lowest since the 1930s and the forecast is for at best
a halting and gradual recuperation of prices. Further, many analysts belleve
Peru will not be a net exporter of petroleum after 1988. Therefore, Peru is
turning more frequently to barter trade agreements with controlled economies
ta reduce its overwhelming debt and ensure some imports. In this context, it
becomes vital to i1ncrease the variety and absclute value of non-traditional
exports from Peru.

The GOP and the private sgector have Joined in sponsoring several
initiatives in the past to promote exports. They have had mixed financial and
political success, with non-traditional exports not growing at the rates
expected let alone required.

The proposed project i1is a major effort to (1) improve the flow of
external information, and knowledge to promote non—traditionmal exports; (2)
promote more direct and regular contacts between agro-industrial groups and
sther industrial groups, tvrade associations and individual firms in Peru and
their counterparts in the U.S.; and (3) provide marketing strategies/services
and technical information for new and existing private enterprises to develop
and launch new products for foreign markets. This will be accomplished on a
systematic, product—~by—product basis, in accordance with market research,
extrapolation of present trends and market demand analyses. Policy and
training interventions to promote non-traditional exports, ipitiated under the
Private Sector Policy Planning and Institutional Development and the Private
Sector Management Improvement projects, will be continued and more fully
institutionalized under this project. The innovation contemplated here is to
try a new approach to transferring practical, hands—on know-how’ to make
Peruvian industrial products, particularly agro-industrial products, more

(4




- 100 -

acceptable in Iinternational markets. Likely topics of knowledge transfer
include product quality control, health and packaging requireme.ts, pricing,
stability and volume of supplies, 1information networking, timeliness of
filling orders, credit possibilities and market penetration gtrategies.

The proposed Project 1is an outgrowth of a comprehensive Peruvian Private
Sector Assessment undertaken by Coopers and Lybrand, as well as a number of
other private sector reports prepared by a PRE Reconnaissance Mission to Feru
(1984), and other in-depth studies/eyaluations prepared by Development
Alternatives Inc. and Arthur D. Little.

B. Consistency with Approved Misgion Strategy and Other Projects

The approved: Mission CDSS, in concert with the AID Policy paper on Private
Enterprise, places a high priority on both " short~term and longer—term
initiatives to strengthen the private sector and, in 8o doing, to promote
exports and employment. It stutes that asgsistance will be aimed at increasing
axports by 1dentifying market opportunities with high rateg of returm omn
investment and introducing new product posgibilities and by providing
practical knowhow, access to wmanagement, capital and technology <resources
necessary to expand exports and to use existing capacity more fully. This
will directly support and employ market mechanisms as detailed i1iu the
Presidential Task Force on International Private Enterprise.

C. Relationship to Overall Policy Objectives and AID Policy

This Project, part of Phase III of the overall Private Sector Strategy,
complements and grows from Phase II activities, especially the Private Sector
Policy Planning and Institutional Development and Private Sector Management
Improvement Projects. The proposed Project fits in with the objective of
using U.S. trade associlation expertise to augment Peruvian private sector
efforts to their mutual advantage. Experience with a similar projects
confirms that this 1is a cost—efficient way of introducing local manufacturing
end agri-business groups, and individual firms, to international markets.

D. Project Components, Activities, and Implementing Organizations

The proposed project has two major inter—related compcnents:
a) Information Supply and Support Services

A time sensitive and reliable information service will be established
between a Peruvian private organizacion or organizations and a U.S.
intermediary firm. This linkage will facilitate the provision of timely and
accurate information to Peruvian clients. To complement the dinformation
service, a serles of workshops and seminars will address specific exporter
problems and strengthen the implementor's role as an effective contributor to
the policy making process on 1issues relating to non~traditional exports. This
component will also support improved strategic planning by financing a series
of analyses to 1identify high potential export products and provide potential
exporters with guidance to develop activities in these areas.

'
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b) Improvement of the Technical Infrastructure

The network of private sector organizations supporting Peruvian
industry and agro—business export 1s small and weak. A particularly
vulnerable area 1s the dissemination of appropriate and current technical
information on international demand for products, regulations and business
practices, trade channels, required gstandards and production needs. The
entire network of private sector associations and universities as well as
individual firms and the nearly independent govermment export promotion agency
are viewed as critical actors in “this process. These channels must be
improved and protected from government intervention and influence. Moreover,
the international links ta major foreign markets will be enhanced and, as
necegary, forged through formal agreements with. the infermation supply
orgauization(s) described in "a” above and with US import associations.

¢) Firm Specific Marketing Expertise

Due to the previously large role of import substitution policies in
Peru, many firms do not have. the knowledge and experience to sell succesfully
in the international marketplace . Too frequently, those firms which try end
up floundering since they are unaware of the requisite procedures and analyses
required to penetrate external markets. The majority avoid trying altogether
since the perceived risks, are too high of moving into praviously unknown
areas of activity.. Greater training and direct firm level technical
agsistance 1s imperative to overcome marketing, quality control and production
constraints to export growth. The ability of the enterprise to analyze
intelligently risk and use information (made available through component "a"
above and other sgources), as well as to plan, identify and assess
opportunities will be improved by this component.

E. Financial Plan ($000s)

Private Sector/

Inputs AID GoP Total
Grant
-~ Technical 3,000 3,000
' Assistance

= Training 1,000 ) 1,000

- Commodities "~ 71,000 1,000

- Oper exp. 1,000 1,000
TOTAL _ 4,000 - 2,000 6,000

F. Mission Position on PID/PP Approval

Given the experiences of the LAC Bureau in the Caribbean and Central
America to stimulate exports, and the need to avoid unnecessary duplication of
export promotion efforts among countries in the region, the Mission will have
the PID for this project reviewed in AID/W. PP approval will remain delegated
to the fileld.
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Project Number and Title: 527-0284
‘ Decentralized Planning and Investment

Proposed FY86 PFunding: Grent: 1.0 millionm .
(under Project 527-0178, Integrated
Regional Development)

Life of Project Funding: Grant: §6.0 million

Appropriation Account: Selected Development Activities

Major Development Problems Being Addresgsed: For the past several decades,
Peru has been struggling with the problems of how to mcve away from its highly
centralized society, econcmy and government. How best to decentralize so ax
to promote & more efficient use of resources it one of Entu'c lundu-ont;l
dovelop-nnt pcoblc-s . .

The Belaunde government entered office committed to developing decentralized
planning and implementing units at the municipal, departmental and regional
level and to Dbetter decentralize Lima-based ministries and autonomous
agencies. As & result, in 1980 the municipalities were given greater local
autonomy through the election of their own mayors and through the promulgation
of a new Municipalities Law assigning development planning and implementation
respongibilities to municipalities. In 1981 new Departmental Development
Corporations (CORDEs) were established to carry out local interest public
works and other locally planned development projects based on the model
formulated by the National ‘Planning Institute (INP) for approval by the
Peruvian Congress to regionalize the country and eventually establish true
regional governments. The interest is to bring decision making closer to the
people, thereby strengthening democracy, rather than simply to add another
layer of bureaucracy to the process of government. In 1985, municipalities
started receiving the proceeds of a one percentage point add-on to the
national general sales tax. This is an important new source of municipael
revenues. In addition, several departments which are important to natural
resource extraction are receiving a share of the central government's revenues
from those resources. These are two significant ways that the GOP i{s meeting
its objective of greater decentralization.

In addition, a number of central government ministries and autonomous agencies
have also implemented decentralization programs by establishing regional or
gpecial project offices throughout Peru. The El1 Nifio disasters of 1983-84
have accelerated the investment management and construction responsibilities
of the CORDEs in those departments affected by disasters. All of these
initiatives are part of Peru's continuing .efforts to decentralize its
development programs so as to improve the efficiency of resource use, better
meet local needs and strengthen the democratic process in Peru.



- 103 -

However, Peru's historic and political traditions, hesitancy to take difficult
but necessary decisions, institutionel and human resource weaknessegz, and
insufficient funding <combined to 1limit the ability of the Belaunde
edministration to implement and rationalize all its long-term decentralization
policies and programs. The GOP has not been able to dedicate sufficient
technical and financial resocurces to fully develop the CORDEs and the
municipalities; they remain weak institutions for the most part. The plan to
regionalize the country and tc develop regional governments is only now
beginning its first stage of implementation. Wwhile some progress was made in
decentralizing Lima-based ministries and sutonomous agencies, greater efforts
sre needed to rationalize and coordinate the various GOP decentralizationm and
regionalization strategies that include the CORDEs, municipalities and the
regional and special project offices of central government agencies. Efforts
to. develop the CORDE sgystam, to strengthen municipalities, and to decent-ilize
national-level ministries and sutonomous agencies represent importan. new
initiativeag that need to be further strengthened lnd deepened follouing the
1985 nationel oloctions.

v . .

Relationship of Proiect to Overall Policy Obiectives: Baged on our
digcussions with various Peruvian groups, USAID expects that any new
government entering office in July 1985 will Taunch a major new
dacentralization program aimed at further strengthening regional governments,
CORDE-1ike institutions and the municipalities. We want to be ready to
support efforts to build upon the overall decentralization policies and
directions initiated by the present administration as an expression of a
general Peruvian concensus that the country should and must evolve a more
responsive form of government.

The decentralization policy dislogue 1is one of two integrally - linked
components of the agricultural and rural development policy dialogue. The
policy issues concerning decentralization focus on strengthening sub-national
levels of government, mainly municipalities and CORDEs, related to: 1)
improved technical quality of regional investment planning and implementation;
2) expanded local revenue generation and £iscal autonomy; 3) enhanced
capacities to stimulate private investment; 4) strengthened roles in
coordinating development activities across . sgectors; and 5) increased
democratic participation of beneficliaries/constiluents in setting investment
priorities and managing implementation. The implementation of these policies
will require major modification in the legal and institutional structure of
the Peruvian government. Budgetary processes, laws and regulations regarding
promotion of private investment and generation of 1local revenue, and the
reorganization of sectoral Ministries and Special Project” Offices to devolve
coordination of implementation of regional, departmental and local activities
to the corresponding level of decentralized institutions will all be necessary
to carry out these policies. These changes and a program of technical
aggistance and training for decentralized institutions will ‘be the foci of
future AID and GOP collaboration under the proposed Project.




Relationship of Project to General AID Policies: AID special concerns are
comprehensively pursued through this Project. Institutionm-~building will be at
the heart of the program. Technology trangfer of planning, administration,
management, private sector promotion, communications, data processing and
engineering will be expanded, based on the accomplishments already realized
through the on-gaoing Integrated Regional Development (IRD) and Digaster
Reconstruction projects. Policy dialogue and formulation is the key agpect of
the Project, building from the dialogue with the entering govermnment in the
lagt stages of the IRD and Disaster Reconstructiom projects and expanding to
the whole range of new decentralizatiom policies, resource allocations and the
gtrengthening of dacentralized entities. Private sector promotion will alszso
be an important part of thig program in that -Iocal investments that openm up
new profit possibilities cag stimulate seversl times their cost in private
investments.

Finally, the GOP and &AID will further develop & comprehensive policy and
programning framework early in the new government s¢ ae to ettrset other donor
financing. AID is recognized sz the leader within the donor community in this
area. AID will be creating the absorptive capacity so that other donors can
channel their funding into this important area.

Congsistency with Approved Strategy/Policy Dialogue: The ission's CDSS places
high priority on improving Peruvian decentralization policies and
strengthening decentralized development planning and implementing entities.

The FY 86 ABS and CP continued that support indicating that, given Peru's very
localized and diverse geographic, ecoanomic, and socio-cultural structures,
there is a growing concensus that more efficient use of Peru’'s resources
requires more effective decentralization policies and programs on investments
that reflect departmental and local priorities.

Major Components, Activities, and Implementing Organizations: USAID has been
supporting Peruvian decentralization policies and programs through our
Integrated Regional Development Project that terminates on December 31, 1985.
Based on a mid-1983 evaluation of the IRD project, a national-level
decentralization policy planning, technical assistance and training program
was aunched to assist the GOP to design and implement decentralization
policies and strengthen the CORDEs and municipalities. This policy planning
component 1is creating a comprehensive decentralization framework that we
expect will be used by the next government to sgtructure and continue its
decentralization programs.

Furthermore, 1large amounts of AID Disaster Reconstruction Assistance are
flowing through the CORDEs. While these resources are not intended to address
long-term institutional weaknesses, they are promoting the development of the
CORDEs as effective expressions of regional priorities and as managers of
gsignificant investment resources. These AID disaster resources should be
almost fully disbursed by the end of CY 1985.




Building upon our experience with the IRD and Disaster Recongtruction
programs, USAID proposes to continue to support Peruvian decentralization
policies and programs from 1986-90. An ¥Y 1987 grant project will encourage
the new GOP to continue to improve decentralization policies while further
strengthening decentralized planning and implementing agencies.

The program will be designed Ffirst and foremost to support improved
decentralization policies. Within the context of various PD&S policy studles,
other dialogue activities, and final evaluationsz of the IRD and Disaster
Reconstruction programs, we are beginning negotiations on improved
decentralization policies and thereby preparing to help & new GOP mobilize
greater international agency support for Lhese policies and programs and to
strengthen the organizations responsible for administering the increased
revenues digcusgsed earlier. - The Project will take advantage of our project
experience tnd a broad range of PD&S-funded preparat~ry activities. With the
proposed Project, we will -have the means to support an inter-related set of
components designed to better suppoct decentrslization policies and improve
coordination among different Peruvian decentralization strategies, closely
coordinated with the Mission's new 1986-90 agriculture, health, housing and
private sector programs. Fineancing will be provided for the following:

1. Institution-Building: AID-funding will strengthen tLc CORDEs and
municipal governments through technical assistance, training and other support
in regional planning, public administration, engineering, date processing, and
financial/figscal management, including revenue generation and collection.
Given Peru's serious central government budgetary problems, special emphasis
will be placed on promoting subprojects that generate local resources and
leverage private sector ianvestment. This TA and training program will also
help other donors better direct their funding to decentralized entities.

2. Urban-rural Linkage Subprojects: Funding will be provided to continue
effortg to establish in Peru the urban-rursl 1linkage regicnal planning
mothodology, essentislly continuing the types of small rural-urban subprojects
being implemented in our current IRD project which concentrate investments to
improve productive and transport Iinfrastructure In rural arecs and create =&
local environment which increases private sgector product processing,
marketing, and input supply capacity 1in urban areas 1linked to thenm.
Agricultural marketing, agroindustry, infrastructure imnrovements and other
activities will be financed in small market t-wns and the rural areas linked
to them, 1in the context of an overall regional planning framework. AID
funding will come from local currency resources.

3. Subprojects that Promote Improved Coordination among Decentralized
Peruvian Entities: Financing will be provided.- to promote- better development
coordination among municipalities, CORDEs, regional governments, and regional
offices of «central government ministries and autonomous agencies. For
example, the rural-urban linkage subprojects will promote improved
coordination at the planning and implementation level between the CORDEs and

ks
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central government programs, particularly in the health, agriculture anc
houging sectors and in the autonomous Special Project. 0ffices. Through the
USAID disaster reconstruction program, the CORDEs are already gaining
worthwhile experience in this area and we would like to futther support this
trend after 1985-86.

4. Private Sector and Revenue Generating Subprojects: Mechanisme will be
supported whereby regionsl governments, CORDEs, and municipalities can better
promote private sector productive profit-making activivies within their
Jurisdictions. Thix element will be closely coordinsted with USAID private
sector and agricultural strategiec. A Fkey olement in promoting
decentralization is producing local revenue sources to lessenr dependence om
central government transfers. Subprojects will be financed thet produce local
revenue pgenerating activities (e.g., public markets, urban csadastral
surveys). Financing is expected to come from local currency cocunterpart
generations. : % : )

. \ ) .
PRV R e + . - - . PR . -
. "" .. . “

S. Subprojects that 'Improve Local Maintenance Capability: Local level
maintenance of equipment, roads, irrigation systems and other infragtructure
remaing a major problem both at the CORDE and municipal levels. During
project preparatfon, more work will be done to see how best to deal with this
problem through the CORDRs and municipalities.

Financial Plan
($ million)

FY 86 FY 87 FY 88 FY 89 FY 90 TOTAL

Tech. Assgistance (D.A.) (1.0) 1.0

Local Currency 5.0

TOTAL (1.0) - 6.0 . . 26.0

The bracketed amount appearing above will be added to the on-going IRD
program, with the current PACD being extended by one year for the technical
agsigtance component only. While we view this as a necessary bridge in the
overall program, it iz not considered technically a part of this project. The
local currency amountz shown above are a tentative order-of-magnitude estimate.

In accordance with established policy, the PID and PP will be prepared and
approved at the Mission.
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Project Number and Title: 527-0301
Tachnical and Vocational Education

Proposed FY87 Funding: $2.1 million Grant
Life of Project Fuading: $5.0 million Graat

Appopriation Account: Bducation and Human Resources

Purpose:

To strengthen the institutional capacity of selected private and public
institutions to carry out technical skillg/vocational education training
responsive to labor market demands, and to establish linkages between these
ingtitutions and the employers of their graduates.

A. Background:

The Migsion heg been supporting tecunical/vocational education activitias
in Peru since FY 1978 when it ficst initieted OPG wmupport to the vocational
training activities of the local organization, Fé y Alegria, in the pueblos
jévenes of Peru. 7The project was extended for three years in 1981 and a total
of $720,000 has been provided to date. A recent project evaluation cited more
than 12,000 students were trained in 1984; in 1983 more than 11,000 were
trained, Specialities were offered in carpentry, sewing, typing, mechanics,
and electricity. The Mission has alsa been supporting a 1local private
organization, ISEFA, since FY 1983 with a grant of $540,000 for vocational
education activities in pueblos jdvenes of Lima, especially in the crafting of
_alpaca sweaters for export to the U.S. and Eidrope. To date, more than 400
women have been trained. Starting in Y 1981, the Mission financed, under an
OPG for $575,000 with the Asociacién Obras de Bien Comin, community services
centers in various pueblos jévenes which support technical skills training for
women, guch as book binding, sewing, carpentry, and other arts and crafts.
The Misgion in its FY 1986 budget proposes a $900,000 OPG to TECSUP, Promotion
Aggociation for Advanced Technological Institute, a formerly PRE-assisted
technicsl skills trsining institute to continue the institution building
activities begun under the 1983 PRE grant of $1.2 million. This new OPG will
further strengthen TECSUP's capabilities in setting up financial, personnel,
administrative systems and further expand its course curriculum. A demand
study will be conducted with private sector firma to confirm the size of the
gehools' enrollment, 1its curriculum content, and private sector financial
support to the school.

Furthermore, 1in the public sector USAID supported three public sector
vocational educational training centers under its now terminated £1.6 million
Education Service Centers project. Under the Special Development Activities
Pund more than 50 disparate, small training centers have been supported.
Finally, the Mission supports several vocational skills training programs
through its PL 480 Title II program. In summary, the Mission has been
financing numerous activities 1in the field of vocational education. and
technical skills training. We believe it is now time in the FY 1987 program
to pull together a more coherent strategy in the aree and support a selected
number of high priority institutions based on a needs assessment to be
initiated in FY 1986 and completed in FY 1987,




B. Development Problem Addressged:

The Mission's 1983 Private Sector Assessment by Coopers & Lybrand
identified private gector human resource development, in general, and the area
of technical skills training, in particular, as necessary inputs to a renewed
export-oriented economy. In eaddition, the demand study conducted in
preparation for the Mission's FY¥ 1985 Private Sector Management Improvement PP
degcribed the need to sastrengthen technical training programs generally, and
mentioned an unmet demand at the post-gecondary,’ institute or certificate
lavel of buziness training in Peru. Manufacturers of whataver size gave the
highest priority to speciality and technical skills training, especially in
the extractive industries (miniag, petroleum) and among artisan groups. It is
clear that, based on the Mission's analyses to date, technical skills training
iz a high priority investment ares in order to implement the Misgion's privnte
sector strategy, which is discussed below. .

Along with Coopers & Lybrand, the reports of a PRE 1984 Reconpaissance
Migsion to Peru, the U.S. Pregidential Task Force on International Private
EBnterprise and studies by Development Alternatives and Arthur D. Little have
identified private sector human resource development ag an area of great
importance. Strategically, Peru must adapt its institutions and populaticen to
a more competitive world which 1is demanding 1less of what has been
traditionally produced. Persons will have to receive training and instruction
with an outward, export orientation; organizations will have to be managed and
directed in more efficient and effective ways; and systems will have to be
more spontaneous in their response to'rapidly changing conditions in a market
oriented economy. For Peru tc compete more effectively in the marketplace,
improved private sgector technlical skills and insatitutions with timely access
to information and technology are essential. This Project will address these
neede and create linkages between training insgtitutions and the businesses
they in effect serve.

C. Relationsghip to Overall Policy Objectives and to AID Policies

This Project supports AID policy on private sector development through its
emphasis on: a) allowing the private sector to play a dominant role in Peru's
aconomic development, and b) assisting GOP effortsz to liberalize the economy.
Project activities gpecifically address constraints to private sector growth,
and are geared toward stimulating employment and raising income levels. These
objectives will be achieved by developing a work force whose skills reflect
the demands of the productive marketplace.

D. Consistency with Approved Misgion Strategy/Policy Dialogue

The Mission is currently carrying out a three phased private sector
strategy. Phase I followed the recommendatio of the Coopers and Lybrand
Study to provide emergency relief to the private gecter through medium-term

’




working capital loans. Phase II of the Mission's private gsector strategy is,
over the medium to long term, to assist in creating the basic conditions For
private enterprise growth through: a) improving policies that facilitate long
term growth of the private sector, and b) improving the institutional and
technical capacity of key management training imstitutions and private sector
aggociations. '

OQur humanr resources strategy is geared to assisting several privaete and
public insgtitutions in communicating the technical and business management
skills necessary for productive employment. Strengthening the capacity of
seiacted public and private sector training institutions to carry out more
relevant and quality vocational and technicel education is an integral part of
Phase II of the Mission's strategy which supports institution building, in
this case to expand in-country capacity to produce gradustes with needed
technical skills in areas of special concern to A.I.D. This strategy is fully
congistent with priorities identified in the LAC Strategy Paper and Management
Plan, USAID's CDSS, and builds on all important areas of AID interest.

‘s

The human resources strategy also fits iantec Phase III of the overall
Private Sector Strategy which seeks to improve Peruvian business output in key
sectors. In this case, the export sector will acquire technical skills needed
to boost exports, generate foreign exchange earnings, and create employment in
the nontraditional export and egiro-industry sectors of the economy.

E. Major Project Components:

The project will be implemented during a five year period (FY87-91) and
will incorporate the OPG activity initiated with TECSUP in FY 1986
($900,000). The project strategy iz to consolidate disparate, ongoing
activities, and selected new ones, into a cohesive approach designed to bring
about Immediate impact and put szeversl on-going Mission activities in
context. In addition, it complements other Mission activities designed to
strengthen and support Peru‘'s private gsector, such as the Mission's management
improvement project which focuses on academic and in-service management
training. The strategy is based on the premise that upgrading and expanding
the base of technically trained manpower will lead to increased productivity
in the private gector. From a review of existing analyses already conducted
" by the Mission and the World Bank, it iz clear that:

1. There is an array of Peruvian institutions which are working in
vocational training fields;

. 2. A few of these have mature programs and networks which are
functioning fairly well in certain fields;
3. 0f these, two particularly should be able to respond immediately to
efforts designed to achieve more and better-trained outputs within key areas;




4, Kore profound overall study of vocational skills training im Peru
should be undertaken before proceeding beyond assistance to the two
institutions selected for FY 87 support but that;

5. Based on current evidence, there iz 1little reasou to hesgitate in
providing assistance to the two institutions; and’

6. That support for thesa two institutions would be congruent with
Migsion activity currently directed tawatd TRCSUP.

The two institutions suggested as possibler immediate- tnrgets, are the
public-sector CENECAPE-PROMAR network and the semi-autonomoug, lacgely private
sector organizationm, SENATI. If support’ to these institutions iz to be
provided, it should be accompanied by arrangemants for & "sactor sassetsment™
of Peru's vocational, technical system. The Pruject therafore incIludes a
component for such an analysis. We hope to initiate the assessment ig ¥FY36
using PD&S funds in order to begin to identify the policy issues to be
addressed as part of the private sector policy dialogue and confirm the need
for assistance of these two new institutions, plus TECSUP. The essessment
activities would then continue under the project to identify other technical
and vocational education institutions which would qualify for "institutional
strengthening” grants from the $1.5 million Ffund component of the Project.
Project funds will also be used to finance a long term technical/vocational
"education advisor beginning in FY87, ag well as short term, targeted technical
asaistance.

Initial support to SENATI and CENECAPE/PROMAE will be based on the regults.
of the FY86 initial assessment findings and the WorTd FBank's review of
vocational training in Peru (completed in 1982). This support would include
local cost support for facility upgrading, improved curriculum, facility
enhancement, and other budget support requirements.

The three institutions to be supported initially under the FY 1987 project
are related conceptually to each other. USAID institutional support efforts
would be linked in the following manner: from (1) working with a key public
sector 'institution influencing and developing individual gkill reliance,
through (2) supporting efforts of a semi-private sector institution (SENATI)
to anticipate future industry needs; to (3) supporting an institution devoted
to fulfillment of advanced skills demands (TECSUP). Without taking on the
entire societal system for employing people, the proposed Project would
provide input to the most Influential institutions and, within those
ingtitutions, for key programs at appropriate gtages. It also could be argued
that the Mission thusgs would be supporting the system in an integrated fashion.
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FPinancial Plan

($000Q)
PROJECT
Component FY86 FY87 FY88. FY89 TOTAL
1. TECSUP 900 (OPG) 600 - — 600
- (900 non add)
2. SENATI ) — 500 500 — 1,000
3. CENECAPE- e s — . 500 800 — 1,000
p s CoL e . .
4. Pund for Ingtitutional - — 500 1,000 1,500
Strengthening
5. Tec/Voc Ed Asgessment 100 (PD&S) 150 —— -_— 150
(100 non add)
6. Tech Advisor/ — 350 400 -— 750
Short-term TA -
Total: 1,600 2,100 1,900 1,000 5,000

(non-add
to project) |,

Mission Position on PTD/PP Approval: .

The Migsion proposes to approve the PID and PP at Mission level given theat
the proposed size is well within the levels delegated to the field. The
Mission expects to approve and authorize the project by June 1987.
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Project Number and Namer 527-0299
Private Sector Investment Proaoctioun

Proposed FY87 Funding: $2 million grant
Life of Project Funding: $4 million grant

Functional Account: Selected Development Activities

A. Major Devélqpment Problem Addressed

L

Peruw is fn the midat of the most serious economic crisis in its moderm
history which is in part due tor a) past policiea which expanded the role of
the public gector in the economy {(contributing to large in growing fiscal
deficits); b) a huge foreign debt burden; c) three digit 4inflation; &)
. severely depressed traditional mxport pricas, e) the X1 Nifio related disasters

. of 1983-84; and.f) .increasing terrorism. Fer capita' GDP in 1985 ia lower in
.. real :terms than it was 20 ‘years ago. Du-stic and. ‘foreign., invegtment have _:
fallen dramatically due to poorly designed investment policies, foreign
exchange and increased levels ¢of terrorism. On top of investment capital
shortages, most private enterprises are adversely affected by severe shortages
of working capital. Financing the public sector deficit (brought about in the
past by an extensive public sector investment program) through borrowings has
created debt sgervice levels now requiring more than 45% of export earuings;
this forces increased 1Internal borrowing, and reduces the availability of
credit to the private sector. These factors have contributed to the
widespread problem of unemployment and underemployment which together now
- affect over 60% of the economically active population. They have also
highlighted underlying structural problems in Peru, including a highly
inefficient and risk averse private sector, poor public administration and
policy formulatfion, unstable legislation and an inappropriately large role of
state enterprises in the economy.

& related concern is the rapid growth of a large “paralegal™ informal
private sector functioning outside of Peru's officially established. laws,
regulations and taxes. The “informal sector,” now employing some 502 of the
labor force according to some reports, results from severe bureaucratic and
regulatory constraints within the formal, organized private sector. Moreover, . .
many formal private sector enterprises are unwilling to invest in -anm unfair
co, vetitive scenario where the 1informal sector avoids taxes and regulatory
burdens are placed on existing formally registered firms.

Peru's options for confronting these critical concerns are extremely
limited. Prices for Peru's traditional exports will remain depressed in the
near and medium term; Peru's current debt load and mounting principal and
interest arrearages will prevent private banks from increasing exposure in
Peru and may force them to accede to further debt rescheduling; and the new
government coming to power in July 1985 will be under severe pressure to defer
or avoid difficult but imperative cuts 1n government spending.

Over the past 20 years, both domestic and foreign private investment ‘have
been discouraged in Peru. The reasons are many and vary 1n ‘importance at
different periods: government regulations, which substitute for market signals;

4
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swings between domestic protection and liberalizing moves to. open the economy
to international competition; pelitical uncertainties; changing rules of the
game regarding ownership of investments and repatriation of profits, and
cumbersome, capricious bureaucratic procedures. One constant in this £fluid
gcene has been a lack of accurate and timely information about investment
opportunities and the policies and administrative practices affecting them.

This 1institutional strengthening grant Project will create a positive *

investment environment with sufficient incentives to benefit both the
investors and those in need of capital. It will support the strengthening of
institutions which will be respomsible for promotion of risk-taking, equity
Investments, business expansion and private initiative. It will alsc help to
build an organizational infrastructure capable of working with and utilizing
international resources. This will be accomplished by praviding information
to potential investors about new investment opportunities, the procedures and
regulations of CONITE (the GOP's foreign investment regulatory agency) and the
Andean Pact. Private sector investors will be supported in their efforts to
- study and analyze investment alternatives. -Additfonally, the Project will
. collect, analyze, disseminate and review, with key private. groups .and GOP
agencles, the economic benefits of specific policies which will insure an
enviroament conducive to risk-taking and investment. The need and potential
role of venture capital will be analyzed. : )

The proposed Project is an outgrowth of a comprehensive Peruvian Private
Sector Assessmert undertaken by Coopers and Lybrand, as well as a number of
other private sector reports prepared by a PRE Reconnaissance Mission to Peru,
the findings of the US Presidential Task Force on International Private
Enterprise, and cther in—depth studies and evaluations prepared by Development
Alternatives Inc. and Arthur D. Little.

B. Relationship to Overall Policy Objectives and AID Policy

The proposed Project directly supports Agency and USAID policy objectives
of supporting private sector growth and greater employment and production.
Specifically, increased investment willl result from improved exchange of
information, improvedthe quality of investment analyses, reduced risk, and the
introduction of unbiased, stable GOP policies.

C. Counsistency with Approved Mission Strategy and Other Projects

The Project 1s one of several projects planned for Phase III of the
overall Mission Private Sector Strategy. Basic long range attitudinal, policy
and organizational changes will be affected by Phase II projects =— Private
Sector Policy Planning and Institutional Development (527-0298), and Private
Sector Management Improvement (527-0272) and the technical assistance
component of the Small Industry Credit Project (527~0300). Phase I efforts
together with -the. ESF-financed macroeconomic policy improvement program to
address working capital needs for larger industries and the extension of
formal credit markets to small (informal and formal) sector industrial firms.
This Project 1is built upon Phages I and II, and reinforces these efforts by
increasing the flow of  information, deepening policy change and reducing
start~up costs which make 1investments feasible, and take advantage of the
opportunities put in place by previous projects. Y
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D. Project Components, Activities, and Implementing Organizations

The project will consist of 3 principal compoments:

1. Information Enhancement

Reliable information to bring together potential Peruvian and foreign
investors in joint ventures 1is nearly impossible to find. More and better
communication of information and knowledge of Peruvian investment
opportunities will be facilitated through publications, conferences, trade
fairs, observational travel, and similar means. This will be beneficial to
both the Peruvian and U.S. business communities. Continued strengthening of
private sector associations i1s planned in order that they serve as better,
more cost effective conduits of information. .

Consideration will be given to an investment promotion unit within the
private sgsector to provide information and facilitate investment procedures.
The activities would be placed primarily in Confederaridon Nacicaal de
Instituciones Eapresariales Privadas and other assgsociations, but will be
closely coordinated with GOP organizations (e.g. Ministerio de Economia ¥y
Finanzas, Ministerio de Industria, Turismo e Integracidén, Banco Central de
Reserva del Peri,. Gomisidn Nacional de Inversiones y Tecnologifas. Extranjeras).

2, Feasibility Study Fund

For many U.S. enterprises, the risks == real and perceived -~ of
investing in Peru are greater than the possible rewards. Many potential
investors probably do not know that Peru's internal market 1iIs one of the
largest in South America, and they have trouble identifying skilled lsbor
sources. Investments are tenuous as the government 1s less stable,
regulations and bureaucratic procedures more cumbersome, Infrastructure and
labor less reliable and the economy more fragile than in the U.S.. Therefore,
feasibility and start—up costs are higher, more time is needed to understand
the local milieu, and technologies must be modified. USAID envisages a small
fund to finance (probably on a 50/50 basis) studies for potential US/Peruvian
partnerships which meet sound development criteria. Investment project
identification and the accompanying counterpart requirement 18 critical to
generating investor interest in Peru.

3, Policy and Long—range Risk Analysis

. Technical assistance to analyze, recommend and, where possible,
implement improvements 1in investment laws and regulations will be financed by
the Project. Specifically addressed will be: political risk dinsurance
(including further study of the possibility of the GOP concluding an OPIC
agreement, fpllowing the recent examples of Colombia and Ecuador), ownership
questions, acceptable returns for risk and proper use of resources, use and
protection of technology as part of an investment package, contract security,
research and development requirements and economies of scale and product needs
for domestic and/or international markets. Attaimment of 1increased
information flow may require the organization of informal investment groups or
establishment of an investment center.
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E. Financial Plan ($000s)

Input Grant (USAID) Private Sector/GOP Totzal
~ Technical Assistance $ 3,000 $ 1,000 $ 4,500
- Feasgibility Studies 80Q 800 . 1,600
~ Commodities 200 200 492
Total 5'4,,000 3 2,000 § 6,500

F. Mission Position of PP/PID Approval

USAID requests approval at the Mission level for both the PID and PP.
This Project closely supports the USAID Private Sector Strategy and the
efforts ta be started under the recently approved PS Policy Planning and
Tastitutional Development Project. Moreover, it ig a relatively small project
to be designed with and implemented by institutions of which we have
considerable knowledge.




3., EVALUATION PLAN.

The Mission's evealuation plan for FY 86-87 is designed to reflect the
major Mission objectives for the period: (1) continued progress: in program
implementation; (2) expansion of the institutional and analytical bases for
the initiation of gector programs, and (3) continued policy dialogues.

&. Program Implementation

Project implementation coatinues to be enr important Mission concern.
The combination of increased counterpart &vailubilty and effective use of
evaluations to identify problems and appropriste project modifications has
improved or will improve gignificantly the implementation process for several
projects during the last two years (0202 Land Use Inventory and Environmental
Planning, 0192 Agriculture Research, Extension and EBducatiom; 0221 Rursl Uator
Systnmt and xnvironn:ntal zanitntion. 0220 8011 COntorv;tiony. )

The Bi:sion will continge to use cvaluttiona ag an important
implementation tool both for major projects approaching their midpoint during
the period (0238 'Agriculture Planning and Institutional Development) and for
innovative Private Voluntary Organization programs (0293 Technoserve
Cooperative Mancgement; 0294 SIID Peruvian PVO Hezlth Promotion Network; 0230
Integrated Health and Family Planning--APROPO component).

be-..Bxpand Institutional and Analytical Bases for Initiation of Sector
Programs in 1986 and Beyond

The major activities in the Mission's portfolio are addressing high
priority development problems. It is therefore anticipated that activitlies in
these critical areas will be continued in some form as the Migsion moves
townrd broader sector strategy programming.

Final evaluations of projects ending during the planning period will
document major 1lessons learned and enable the Mission to design Ffuture
programg from a solid basis of actual implementation experience. We will look
to these evaluations to indicate the most appropriate form and context of
future activities in related fields (0192 Agricdlture Research, Extension and
Education; 0202 Land Use Inventory and Environmental Planning; and 0220 Soil
Congervation). The mid-term evaluation of projects 0219 Extengsion of
Integrated Primary Health and 0230 Integrated Health and Family Planning
conducted by Clapp and Mayne in mid FY 1985 is providing a basis for the FY
86-87 health sector program. The final evaluation of lessons learned from
thegse two projects will take place during the planning period.

- Bvaluations of the PVO OPGs related -to the PL 480 Title II Program, in
conjunction with a new, multi-year planning effort, will facilitate joint
Mission-GOP efforts to meke food assistance and nutrition targeting efforts
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more effective within the context of both health and agriculture gector policy
dialogues.

¢. Continued Policy Dlalogue

Policy dialogue will continue to be a major Mission priority,
especially as we begin to design new programsg with the GOP which will assume
office in July 1985. The evaluatiom process itself provides & forum for
initiating and supporting policy discussions as the Misgion encourages the
government to take appropriate steps to help overcome economic problems and
restructure the economy. Each evaluation carried out in FY 86 and 87 will
teek to identify means of increasing policy dialogue opportunities. Some
projects are specifically targeted toward policy development (Agriculture
Planning and Institutional Development 0238). The Health Sector Analysis
funded under FY 85 PD&S will also be an important part of this process. These
sctivities will examine major sectoral policy issues and how we will have
dealt with them. . C o '

V)

Of particular importance in this regard will be the annual evaluation
of program assistance, starting in FY 86 with an evaluation of tke Disaster
Assistance Program+ Loan 0273. USAID will begin to provide RSF program
assistance to Peru in FY 1986 in support of GOP economic stabilization and
adjustment efforts. The ESF program will be designed to support the U.S.
development policy dialogue in Peru. Key features of the program will include
improvements in a number of economic and development policies by the GOP and
the preogramming end use of ESP resources, both dollar disbursements and local
currency generation, to support the balance cf payments, assist the GOP to
carry out policy improvements and finance development investments which
complement gtructural changes which the GOP seeks to foster.

USAID will mount an annual evaluation of ESF program performance
designed to improve the design of successive ESF program asuthorizationg and to
engure that AID and the GOP monitor the effects of economic and development
policy improvements.

The Mission's move toward sector programs is clogely linked with the
continuing policy dialogue. The joint evaluation carried out in FY 1985 of
the two health projects, Extension of Integrated Primary Health 0219, and
Integrated Health and Family Planning 0230, indicated possible components of
future health sector programs. The final evaluation of Agriculture Research,
Extension and EBducotion 0192 will indicate appropriate directions for Ffuture
agriculture sector programs and policy dialogue.

An important evaluation to be conducted in FY 86 will be of the Upper
Huallaga Program 0244. This evaluation will not only provide a final
assessment of major project components but also identify areas for increased
policy dialogue during the design of a follow-on program of ESF local currency
activities related to narcotics.
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In all cases, policy dialogue progress will be evaluated and goals and
benchmarks will be reevaluated 1in 1light of achievements and changing
circumstances in Peru. In thig way, Mission strategy will be current and
realigstic, and thus more likely to achieve its objectives. ‘
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4, GRAY AMENDMENT IMPLEMENTATION

USAID/Peru wag recently vigited by & contracted congultant team which
examined how the Mission is implementing the Gray Amendment, including
knowledge within the Mission of the provisions. of the Gray Amendment and the
ragources within AID to facilitate compliance with this provision of law. The
team received information on the level of Gray Amendment commitments made by
the Migsion in 1984.

USAID/Peru has a solid record of contracting with minority and women-owned
buginesges. As we undertake program development and project design during the
Action Plan period, we will continue to give emphasis to the utilization of
minority resources as contractors and :ecipionta durin; the PID and PP
development and review processes. oL -

Working with the Regional Conttactins Officer, the Mission will continue
to seek out and identify minority organizations which, by wirtue of their
technical and management capabilities, constitute & reliable source of
required expertige. The recently announced ASSET system developed: by the
Office of Smell and Disadvantaged Business Utilization will be called upon for
minority resource identification. Thiz will be ean important addition to our
ability to use Gray Amendment resources, since we anticipate that changes in
AID procurement practices required by the Competition in Coantracting Act of
1984 will create many more instances in which the use of minority contractors
will aveid unreasonable delays on relatively small procurements.

The Mission is taking two specific steps to ensure continued compliance
with the provisions of the Gray Amendment. First, a gstanding committee
comprised of the Office of Development Resources, the Program Office, and the
Executive Office will meet on a bi-monthly basis toc review all on-going and
planned procurement actions for both project design and implementation. The
Office of Development Resources will serve ag secretariat to the committee and
will maintain a record of Misgion procurement actions covered by the
legialation and. the acquisition/assiatance . actions directed towards
appropriate Gray Amendment organizations as contractors, subcontractors,
grantees, subgrantees, recipients, and subrecipients under both Mission and
host country contract and grant awards. This record will be reviewed
periodically by the Director to ensure that the Mission is meeting its share
of the Bureau's goals. The establishment and functions of the committee will
be the gubject of & Mission Order.

Secnnd, all Missiom contracting and project implementation training
sessions, as well as orientation briefings for newly arrived employees, will
give special emphasis to the requirements of the Gray Amendment. We will thus
ensure that all Mission employees are aware of the mechanisms for obtaining
the services of minority and women owned businesses, historically Black
colleges and universities, and minority private and voluntary organizations.




Operating Expenges and Persgsonnel Narrative

The attached detailed schedules reflect the Misgion's requirements Ffor
Operating Expense funds in FY ‘86 and FY 87 to manage the USAID/Peru program
portfolio. 7Two funding levels are provided for each year corresponding to the
current AID/W provided pasition level and the Mission's identifled gtaffing
needs. The budgets reflect office operations costs on the assumption that the
major initial cost elements asgociated with the office relocation are funded
in FY 198S.

The effective management of planned resources will require an appropriate
level and gkills mix of USDH personnel. The Mission's plan for 27 full-time
permanent positions in FY 1986 and 29 in PFY 1987 will provide the necessary
pergsonnel to insure the effective utilization of Foreign Assistance resources
in the achievement of U.S. foreign policy ‘sad devolopmental objectives in
Peru. The positions and functions identified for  USDHE employment represent
the minimum number of core staff necessary to effectively represent the direct
interests of the Agency in program negotiations, procurement procedures and
effective internal control of project activities. Reviewerz ghould note that
the USAID Mission in Lima actz as a regional office supporting the Bolivis and
Bcuador Missions with reglonal contracting services, a regional economist, =&
contract regional environmental advisor, a regional housing advisor, and we
propose to re-egtablish a regional legal advisor position by FY 87.
USAID/Peru also is the regional accounting and paying office for the AlD
affairs offices in Brazil.

. We believe three additional USDH posgitions for the bilateral program (plus
the regional legal advisor) will be necessary to carry out the strategy. An
assigstant program economist will be necessary to menage joint studies end
analyses which will be part of the macroeconomic policy dialogue with the
GOP. The sensitive policy advisory nature of this task requires a USDH
officer to successfully carry it out. A deputy executive officer ig required
to help manage the large administrative support services office. Increased
program personnel, a new office building end a much upgraded computer
capability have increased the amount of asgets. uader management by the EXO,
Maintenance of adequate supervision and effective control over Mission dssets
requires this additional position. The major growth ares proposed to carrcy
out the action plan strategy is in the private sector. 1In addition to an
enlarged number of projects which will require management oversight, the
nature of creative private sector development requires USDH project manager
authorities and responsibilities. FEach of these positions is important to
adequately direct and safeguard agency assets.

Beyond the core USDH staff budgeted, extensive use of Foreign Service
National employees in key developmental professional positions is planned.
The Mission's staffing plan has integrated personnel requirements and costs
into project activities where appropriate, based on the functions to be
performed by the position. Overall steffing levels will remain roughly the
same from FY 85 through FY 87. However, within the totals, substantial shifts
will occur as the major disaster relief program cumes to a close and new
initiatives outlined in the action plan begin.
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GLOSSARY
USDE - United States Dimct Bire Employee
) FNDH N Foreign Nl.ticmaI Diract Hire Employee .
usPsc _- : -;_"Unitodv States Por:o;ul Satvicn COntru:t:o: . Cys ‘
: msc . '—ML%‘-»,. - ;or;i‘gn ;;tivond. Poz::o;xal Services COntuctexr - ~

OR - ‘Opcrating.xxpenncs '
PROG ] - Program Fund; (PD&S)
PROJ - Project Punds

D.4 - Pogition occupied at the end of fiscal year
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OFFICE OF THE DIRECTOR

POSTITION FUNDING FY 85 FY 86 FY 87

UsDH Director OR x x X
Deputy Director oE . b 4 X x
Regional Contracting 0):4 x x X
Regional Legal 0):4 . 4

FNDH Secretary . om x b x - |
Secretary " Ok . b 4 X x

USPSC  Executive Assistant . -. . LS e T . e et

to Director ... T OB ’ AR A 1 D

C ,,,v_.;'J 3 ':~:,{. :'-I. ) ' .o - ',':.':,.':1'.;

FNPSC  Secretary . ikt e D RN
Secretary ' ’ oB. - X X
Contract Negotiator " OF X ) 4
Contract, Assistant - 0): 4 X X
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EXECUTIVE OFFICE

"
®

POSITION FUNDING

USDH Bxecutive Officer o) o
Deputy Dzsc. Officer OR.

FNDH Translator 0):4
Personnel Specialist (0):4
Personnel Assistant . ‘. OB
C&R Supervigor ) :

. Mail Clerk
" Mail Clerk
... Procurement Agent
. * . Procuremsnt Agent
3.0 -Contract Assistant TR
L, Ceneral fervy. uSpecialist
" 'General Serv. Asst. T
* Customs Expeditor
Shipment,Clerk
Travel Asgsistant
Supply Supervisor

L LLLLLLLL LY

TLLLLEELEY

USPSC Executive Mgmt. Adv.
Secretary to EXOC
Personnel Assistant

=
X

PSPSC Clerk Stenographer

Computer Manager 0}:4
Computer-SpectaIlsE  OE
Computer Specialist B ¢):4
Computer Clerk OE
Personnel Assistant OR
Personnel Clerk , OE
Secretary OB

e Support Stenographer 10):4
Support Stenographer 0):4
Mail Clerk OE
Contract Assistant OE
Purchasing Agent OE
Procurement Agent OE
Receptionisgt OE
Receptionist OE
Secretary OE
Shipping Assigtant OE
C&S Ass.:tant OE
C&S Clerk OE
Travel Clerk OE
Warehouse Clerk OE
Adminigtrative Asst. OE
Programmer OE
Personnel Asst. OE .
Property Asst. (0):4
Shipping Asst. OE

DO DY D4 D B D PO P D b DO D MMM B

b N
SO0 B4 DS 4 DG b B D B Dt Be bt B D DO P DO DS DE DY D B De B D M

PO DS DO D D PP DD D 2 D P e PO D D P D DD ope P P
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OFFICE OF THE CONTROLLER

&
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POSITION FUNDING

Controller OR
Deputy Controller OE.
B & & Officer OR

Secretary : .- OR
Financial Analyst ' (o): 4

Supv. Fin. Anslyst ' o) :
Accountant .. OE
Accountant oo x OB

Budget Analyst RS
Support Youcher lxalinot i) SIS

 Cushier . ik Lo O LN

Azst. Cashier ,”‘ oE
Voucher Examiner . (0). 4

LN

MMHMEHHN MW MHN
ELLLL ALY,

usesc None

FNPSC  Computer Analyst
Inform. Asst.
Financial Analyst
Financial Analyst
Financial Analyst
Financial Analyst
Financial Analyst
Pinancial Analyst
Secretary
Budget Analyst
Accounts Mtnc. Clerk
Accountg Mtanc. Clerk
Accountsg Mtnc. Clerk
Accounts Mtnc. Clerk
Steno Clerk
Voucher Fxaminer
Voucher Examiner
Voucher Examiner
Voucher Examiner
Voucher Examiner
Accounts Maint., Clerk
Accounts Maint., Clerk
Accounts Maint. Clerk
Accounts Maint. Clerk
Accounts Maint. Clerk
Voucher Examiner
Acct. Technician
Voucher Examiner
Acct. Tech.

Clerk Typist

R R R R R A R R R R R R ]
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PROGRAM OFFICE

POSITION

H
b

Program O0fficer
Agst. Prog. Officer
Prog. Economisgt (Reg)
Asst. Prog. RBconomist
(Regional)
IDI
FPFD Officer
Asst. !FD

CE R
L)

Yam

’

R

Programs 8p¢c1t1£lt (cnn) ,

Program Specielist (Gcn)

Secretary - -iWRT "

Prog. Specialist
{(Nutrition)

Prog. Specialist
(Nutrition)

R LI
C R
.1
NIy

MR MMM MM M KW

MoOMMMN MM
MM MMM MMM

P

Asst. Prog. Officer
Asst. FFD Officer

4
Lol ]
?s s

Secretary
Secretary
Secretary
Clerk-Steno
PPP Aggistant
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OFFICE OF DEVELOPMENT RESQURCES

POSITION

H
H

Project Dev. Officer
Agat. Proj. Dev. Officer
Aszt. Proj. Dev. Officer
IDI (Proj. Dew.)

Agst. Proi. Dev. Officer
Trade Dev. Officer
Asst. Trade Dew. Officer
Agst. Hsg. & Urbano Dev.
Private Sector Officer

A NN
M

CHNEER

Admin. Assistant ' — " .- .o
Pin. & Prog. ECOE.. =, - =% :
Prog. Specialist (Wn) -~
Secretary -

Engineer, Chief

Engineer, Gen.

Engineer, Gaen.

Bngineer, Civil

Secretary

C it

S be M MMM HNH
MM EHH AN

Disaster Advisorc/Lc.Mgr.
Private Sector Off.
Technical Assistant
Agst. Proj. Dev. Off.
Proj. Manager

Asst. Proj. Imp. OfFf.
Agst. Proj. Dev. Off.
Asst. Proj. Manager

X
X
X

L

Secretary
Secratary
Secretary
Secretary
Secretary
Secretary

Program Specialist
Proj. Fin. Analyst
Proj. Fin. Analyst
Secretary, Spec. Proj.
Secretary
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OFFICE OF AGRICULTURE AND REGIONAL DEVELOPMENT

POSITIOMN FUNDING FY 8% FY 86 FY 87
USDHE  Ag. Dew. Officer oK x b 4
"Proj. Mgr. Agr. (0): 4 X X’
Proj. Mgr. Agr. )4 x X
Adg. Rconomist : 0): 4 xr . )
. Proj. Mgr. — Rur. Daw. - ON K K.
Proj. Mgr. — Rur. Dev. oE X b
IDI - Ag. Bconomist . OE X .
IDI -~ Environment ) 4 . X . z
e e sas e e R e Lot
. PASA  Soil Conservation .. . ‘. PROG:. ... .. ~ X | .. K. .
' Ag. statisticiam . . TSV PROG - w0 TURT S 5 ‘
T Ag. Sstisticlien <y il ims o pROG LT L X EE e !
Jjcc Ag. Economist YT om — FY8S St ..
' . " . . PROG - FYS86 X R S 4 -
' Agri. Business " PROG ) 4 X
FNDH Admin. Asst. OE X b4 - X
Prog. Specialist OE X X X
Secretary OE X X X
uspsc Spec. Asst. PROG X ). 4 X
Environmental Mgt. (Reg) AID/W Reg. X X X
_FNPSC  Secretary ) o) 4 X X X
Ag. Rconomist 1):4
' PROG .- 86 ) 4 3 x
Secretary OE X b 4 x
Secretary . OK. X x X
Prog. Specialist OE
PROG - 86 X X X
Secretary ‘ (0]:4 X X x
Secretary OE X ). 4 X
Secretary OE X X
Librarian OE ).+ X X
Project Coordinator PROG X ).4 pid
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OFFICE OF HERALTH AND NUTRITION

&
H

POSITION FUNDING

|

Gen. Dev. Officer (0). 4
Population Officer (0): <
Health Dev. Officer R
Asgt. Health Dev. Off. 0). S
IDX Population ).

Sanitary Eng. Adv.

Admin. Assistant

Prog. smcidist

Prog. Specialist (ldtu: )
Ptp.. Irg. lﬂlitttnt‘.r

-y

R LT RN T L)

1JSPSC’ Populn.tion Adw,
Populatdion Adv.
Health Planner ‘ PROG
Health Advisor PROG"
RHealth Planner PROG
Health. Adv. PROG "
Tech/Voc. Ed. Adv. PROG
Training PRQG ~ FY85
PROT — FY86

bt

L

TCNPSC Prog. Analyst CE

FNPSC Secretary OE
Secretary 0K |
Prog. Asst. . PROG.
Secretary OE
Secretary oE
Secretary 0}:9
Secretary 10):4

bt PR M b

L RN
PP Pt b b by P
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PROJECT FUNDED POSITIONS

OFFICE OF DEVRLOPMENT RESOURCES

POSITION : FUNDING FY 85

us .

PSC Digester Adviscr . PROJ p -4

' Disaster Coordinator ' PROJ. X
Project Coordinator PROJ . D -3
Departmentsl Advigor . = - o

(Chiclayo) L PROT _ x
Departmental Advisor -:~ s X% P
; (Arequipa) - . . s 0 x
" Departmental Advisor' -
YT (Cumeo) e x
Departmentel Advisor . . . -
(Piura) " PpPROI X
Departmental Advisor '
(Tumbes) - .  PRrROJ .4
Departmental Adviscr :
(Puno) , " PROJ x
Housing Advisor PROJ X
Private Sector Mangt. PROJ
Private Sector Mangt. PROJ
Private Sector Policy PROJ
Private Sector Policy PROJ

TCN o .

PSC Departmental Advisor . PROJ X
Project Coordinator FROJ X

FSN -

PSC Financial Analyst " PROJ’ b.4
Financial Analyst PROJ X
Financial Analyst PROJ )4
CORDES Advisor PROJ - X
CORDES Advisor PROJ X
CORDES Advisor PROJ X
Secretary PROJ X
Secretary PROJ X
Secretary PROJ )4
Secretary PROJ X

‘" Secretary : PROJ X

Legal Advisor PROJ

4
00
i C

"o MM

Y

be b LT T I I R

PO D De bs DO pe b be b B

e "

URRRY




USPSC

FNESC

)
* [l -

.
:
SR

R e e * eww mua ew A . » -  hoswi e - m ms rmmvms v S A -

- 137 -

OPPICE OF AGRICULTURE AND RURAL DEVELOPMENT

POSITION FUNDING FY 85 FY 86 ¥y 87

Project Coordinator ' PROJ ) 4 -

Prog.
Prog.
Prog.
Prog.

Specisliast (Agr Econ)  PROJ . .
Specialist (Irrig) )

Specialist (Agr) PROJ: x Lo
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o o 4t sg::_. s . e e O T PN '..'", L :t,,:‘n' _,'f"

s, : ':.:-‘ e v [N e W T At ey .--qt'c' u',»“‘:“.'-', o

. ...,.;. ‘A Vel ?.":'."',.

T a e ,-n.__-. -

3 v
il .";&'E ,

"
. SIS
-l ....“.‘2 . :,.‘1
,,.' D v, "'“"-h i

s e

PR ™
- x
S .
M
- . \
. .
.
B . L
. . [
. . . . . . .
. o e
B L . K
. . . .
. . . .- 0
« o
‘ . .
. s . - .
. - . . - .
. «
. .
. ) . .
~ o, -
*a ks
2 * .
®
’
.
f . :




-~—

LT RS

uspsc

FNPSC

-

POSITION
Training Advisor

MOH Advisar

- 138 -~

OFFICE OF HEALTH AND NUTRITION

FUNDING FY 85
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03/03/85

0.E. FY 198s

D e

DESCRIFTION

US DIRECT HIRE

US CITIZENS BASIC PAY
PT/TEMP US BASIC PAY
DIFFERENTIAL PRY
EDUCATION: ALLDWANCE
RETIREMENT US

OTHER AID/ FUNDED 12
ALL OTHER CODE 12 US
POST ASSIGMMENT TRAVEL
POST ASSIGMMENT FREZIBHT
HOME LEAVE TRAVEL

HOME LEAVE FREIGHT
EDUCATIONAL TRAVEL

R & R TRAVEL

ALL OTHER CODz 215 TRAVEL

FOREIGN NATIONAL DH

BASIC PAY

. OVERTINE

ALL OTHER COE 1!

ALL OTHER CODE 12
BENEFITS FOr FORMER EWP

CONTRAST PERSENNE.

FC

STRFF LIMT

LEYEL
{23 USDH

N

-
-

US PSC SALARIZS & BENer,

ALL OTHER US PSC CCSY3

FN PSC SALARIES & BENEF,
ALL OTHER £N 25C o873

MONPORER CC5°2

JOC COSTS PRIZ BY A1 a

HOUSINz

RENT-TAAN3. & 7'[ § RZEIL.
UTILITIZS

RENUVN ‘05 RAINTWRCT
QUARTEPS ALLCaANCE
PURCHAZZ, FlFa, (RESIENT
TRANGF. (FRE.54T
SECURITY GuAR:
DFFICIAL &

REPRESEATATY

"ol

. .
MY R IR

T 5.0 oo + IRI's

¢

e X




OFFICE OPERATIONS

RENT (HAREHOUSE/COOPENAR) 501 774.0 774.0
UTILITIES 502 25.0 25.0
BLDG.HAINTENANCE & RENOVA. 503

OFFICE FURNITURE & EQUIPN 504, 95.7 ©96.7

VEHICLES 505 89.0 89.0

OTHER EQUIPMENT 504 90.7 90,7

TRANSP. {FREIGHT) 507 10.6 30,6
FURN/EQUIP/REP. KAINT 508 81.8 81.8
CONMUNICATIONS 509 90.& ' 90.4 .

SECURITY GUARD SERVICES 510 47,1 AT.1

PRINTING 511 1.1 TNt

SITE VISITS - MISSION PERSONNE 513 8.3 195.0 88.3  195.0
SITE VISITS - AID/W PERSONNEL 514 52.5 2.6 5.3 2,0
INFO MEETINGS (INTL TRAV) 515 0.0 0.0

TRAINING ATTENDANCE (INTL) 516 2.5 1.0 26 - 1.0
CONF. ATTENDANCE (INTL ) 517 3.5 10.0 31.5 10,0 -
OTHER OPERATIONAL TRAVEL 518 2.9 9

SUPPLIES & MATERIALS 519 275.0. - 275.0

FAAS + 520 52.3 52.3
N6T/PROF. SERVICES 522 12.0 12,0

ALL OTHER CODE 259 524 151.0 ) 151.0
\ gt 1,984.7 1,984.7

TOTAL BUDSET - 7,022.0 7,231.6

RECONCILIATION (AID/M COSTS) * 1,931.5 . 2,043.1

MISSION ALLOWANCE 3,090.5 J3,188.3




PERSONNEL FOR FY 1984

USDHs-

{. MISSI1OM DIRECTOR |

2. DEPUTY MISSION. DIRECTOR

3. EXECUTIVE QOFFICER.

4. REG,CONTRACTING OFFICER

5. CONTROLLER

6. DEPUTY CONTROLLER

7. PROGRAMN OFFICER

g. ASSIS.PROGRAM OFFICER

¥, REG. PROGRAM ECONOMIST

10.. FOOD: FOR PEACE OFFICER
1. PROJECT DEVELOPMENT OFF
12. ASST.PROJ.DEV.OFFICER

13. ASST.PROJ.DEV.OFFICER

14, TRADE DEVELOPMENT OFFICER
13. AGRIC.DEVEL.OFFICER
. 16. ASST. AGRI.DEV. OFF

17. PROJECT MANAGER AGRI

18. AGRICULTURAL ECONOMIST
i9. ASST. RURAL DEV. OFF

20. PROJ.OFFICER SPECIAL PROS
21, PROJECT MANAGER RURAL DEV
22. BENERAL DEV. OFFICER

23. POPULATION LEV. OFFICER
24, HEALTH DEV. OFFICER

23, HEALTH/POP/NUT

REGUIRED POSITIONS:
24. PRIVATE SECTOR DEV. OFF
27. REG. LEGAL ADVISOR

IDI's:
1. ECONOMICS
2. PROJ.DEVELOPNENT
3. PROJ.DEVELOPNENT
4, AGRI/ECON
5. POPULATION
b. ENVIRONMENT

JCC:
ABRICULTURAL ECONOMIST

—
»-

PART-TINE:
. VOUCHER SUPERVISOR
2. ASST.FOOD FOR PEACE

—

J. SANBRAILOD
6. HILL

J. THRONER

1. SNYDER

R. BONNAFFON:
0.ARNOLD/REPL
. RHOADS
L.DOURIS
R.BURKE
A.DAVIS

&. NACHTENHEIN/REPL

¥.SILVERMAN
VACANT

it. JOKNSON

D. BATHRICK
D.FLOOD-

T HILLER
R.®ALDRON

W. SUGRUE/REPL
J. WALL
D.HESE
N.PARKER
A.DANART/REPL
J.LAROSH
L.KELLEY

VACANT
VACANT

T.CREEK

R KHELDEN
D.HIMELFARB
D.FAULKNER
B.DOE
®.DEESE

F. HANN

H.POLO
§. WHELDEN
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RER
R bR

R %R

HLRTR
P.4. OUT/REPL. I¥
R 4R

HL/RTP

R&R

HE/RTR

.. CUT/REPL TN
HLIRTP

PA Ih

RER

RuR

RUR

RER

HL/RTP
P.A.OUT/REPL IN
HL/RTP *

HL/RTP

ROR
P.A.OUT/REPL. [N
HL/RTR

Pof IN
Pofie IN

HL/RTP
HL/RTP
HL/RTP
HL/RTP
RuR
RER

HL/RTP
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kesidential Furnishings
Freight

Office Equipment
Freight

Vehicles
Freight.

Other equipment
Freighr

TOTAL NXP
TOTAL FREIGET - »

GRAND TOTAL:

SWMMARY
FY-1986

$280,480
45,510

96,700
8,800

89, 000.
18,000

90, 700
13,750

$556, 880
86,060

§642, 940




Obsect Class 405 : -Residential Furnishings
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Qry
ltem

1z
12
12
12
24
48
24
12
1z
12
12
12

10 .
‘12
18
18

-
WO VWD VWY VY VY

Revlacement Property

Living roor sets
Dining room setls
Fawmily room sets
Masterd bedrom sets
Dependents bedroom sets
Rugs 12' x §°
Rugs 12* x 15!
Freezers 900 °
Refrigerators
Range, electric .  *
Washers '
Drver clothes
lamp table )
Lamp foot -
Kirchen sets .
Card table/chair sets
Bookcase, wood
Dehumidifiers
Ixtended cost .
Est. Pkg. Ship
CIF (Destination)

New Property

Freezers
Refrigerators
Range Electric
Washers
Dryers
Kitchep sets
Card Table/Chair sets -
Desk Lamps
Dehumidifiers
. Extended cost
Est. Pkg. Ship.

CIF (Destipation)

:rAD TGTAL:

Unit
Cost

2,
Z,
zZ,
2,
2,

goo
300
o000
750

200

220
400
900
300
500
600
500

S0

50
400
220
200
300

900
900
500
600
500
400
220

50
300

FY-86 NXP PROCUREMENT PLAN

Extended "Pkg. £ Toza'k
Cost Shp | .
e oS .?G?" i
24,000 24,000
.27, 600 27,60C
24,000 24, 0Q0
33,000 33,000
52,800 52,800
10, 560 10,560
9, 600 2,600
10, 800 5,400 16,200
10,800 5,400 16,200
6, 000 3,000 2,000
7,200 3,600 10,800
6, 000 . 3,000 2,000
2,400 1,200 3,600
300 150 - 450
4,000 &,000
2,640 1,320 3,960
3,600 : 3,600
5,400 2,700 5,100
240,700 - ’
25,770

266,470

8,100 4,000 12,100
8,100 4,000 12,100
4,500 2,250 6,750
5,400 2,700 €,100
4,500 2,250 t,750
3,600 1, 800 ' 5,400
1;980 940 2,920
900 450 1,350
2,700 1,350 4,050

29,780
12,740
59,520
$280, £ 80 45,510 325,990
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FY-86 NX¥ PROCUREMENT PLAN

.
P

Objéct Class S04: Office Eqv.{ipment

Y
«

e Extended Pxg. /[ Taial
—— e "__Cost Shp.
Replacement Property T . ‘
Table end, corner ) e 960 960
Welcome chairs ‘2,880 . o 2,880
Swivel,'chairs, executive ' 4,320 4.,32C
Swilvel, chairs, secretarial - ‘ 3,360 . 3,360
- Typewriters, Selectric - 14,400 16,400
Caleculators, electr. 4,200 5,200
Sofas, office . 4,800 o 4,800
Extended cost T . $34,920 :
Est. Pkg. Shp. '
CIF ( Destination )

-—

$37.920 |

Neu”Property Requirements
Computer equipment
64 K, 5 1/2 Drive
Daisy Printers
Filing cabinets 4/5 drawers
Table office . :—
Extended cost
Est. Pkg. Shp. -
CIF ( Destination )

56,000
7,500
2,640
3,440

¢ 67560

GRAND TOTAL = $ 96,700 ¢ £,800 $10%, 50¢

2L F-2-F 3 : F-F 33 3-% 3 R-F B B g R R e
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FY-NXP PROCUREMENT PLAN

Objecr Class 505: Vehicles

Qry- : i . . Torak A

lten

-
- .1 J) o .
BT Y-S
ARS EAE PR PN
) R S AR ,§

Replacement Property } N
1986, Seéan, 4 door ' _ ' T L
automobile i ‘ : ' 15,0803

~ Ty

1986, 4 x 4, carryall . Lo
CR20 Model, Chevrolet ' B 68,0C

Extended cost
Est. Pkg. Shp.
o . CIF (Destination) . .
1986, CHevrolet- Truck 21,000 3,000

GRAND TOTAL " $89,000 $18,000

. v . :




FY-86 NXP PROCUREMENT PLAN

1

-t
Object Class. 50&: Other Equipment : .
N Ocv. ‘ B © Untr - Extended Pkg./ Total
dlrex - - ) ' Cost Cost Ship.
Replacement Property w7 : e 5¢?3$§
10 Air conditioners L X200 12,000 »~ 76,000 " 18,006
16 Floor polishers, domestic C 380 - 6,080 . 6,084
1 Floor polisher, industrial - -Iy000: - 1,000 © 200 L 1,208
16 Vacuum cleaners, domestic 300 - 4,800 . - g 8ot -
3 Vacuum cleaners, industrial 1,000 - 3,000 600 - 3,600
6 Blender T ' . L. 150 "800 . Co— e : 90
6 Irons R _ 70 @ 420 T~ 420
1 Sewvage drain cleaner - 300 : 300 50 35w
2 Carpet shampooer machine : 800 1,600 400. 2,000
9 Ladder steps . 100 800 - 90k
40 Transformers .. . 80 3,200 . - 3,200
Extended cost T $34,3200 g
Est. Pkg. Ship. : - 7,250 :
CIF (Destination) : - 4Y 450
cL . O
New Property Requirements. ) - . SR
20 Transformers step down 5,000 wT. . . T i
6C Bz., 110/220 400 - - 8,000 - £,000
10 Burglar Alamms ' 300 3,000 500 3, 500
6  Air conditioners : 1,000 ' 6,000 3,000 _ 2. 00C
5 Vacuum cleaners industrial 1,000 5,000 1,000 6,000
10 Water dispensers - 150 1,500 500 2,000
20 Security radios r 1,500 30,000 1,000 31,000 %
Rarehouse equipment ) . 3,000 500 3,50C
Band 1ift, carts, powered
tools, cabinet, racks, etc.) -
Extended cost $56,506- '
Est. Pkg. Ship. , 36,500
CIF (Destination) : $63,000

GRAND TOTAL: $£90,700 §13,750 5104,45C v
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05/03/83 0.E. FY 1987

STAFF LIMIT RISSION.
LEVEL REGUIREMENT
DESCRIPTION FC {25 USDH) UNITS {23 USDH}  UNITS

US DIRECT HIRE

US CITIZENS BASIC PAY 1,462.0 1,650.5
PT/TEMP US BASIC PAY 36.8 . 36.8
DIFFERENTIAL PAY 146.2 185.1
EDUCATION ALLOWANCE 205.2 : 285 -
RETIREMENT US » 1263 140.3
OTHER AID/W FUNDED 12 36T 3.7
ALL OTHER CDDE 12 US 3.0 .0
POST ASSIGNNENT TRAVEL 30.9 2
POST ASSISNMENT FREIGHT 185..0> . 230.0
HOME LEAVE TRAVEL 27,4 22.4
HOME LEAVE FREIGHT 4.5 144
EDUCATIONAL TRAVEL '

R & R TRAVEL 75 A ' 6.2
ALL OTHER CODE 215 TRAVEL . 7.0 . 17.0

Z,367.6 2,703.2

— [ ———

FOREIEN NATIONAL DH

BASIC PAY 404.1
OVERTIME 3 . - 29.8
ALL OTHER CODE 1! . . LB
ALL OTHER CODE 12 1.8
BENEFITS FOR FORMER EMPL &7.0

CONTRACT PERSONNEL

US PSC SALARIES & BENEF. 8.0--
ALL OTHER US PSC COSTS

F¥ PSC SALARIES & BENEF.

ALL OTHER FN PSC COSTS

KANPORER COSTS

JCC COSTS PAID BY AID/K

HOUSING

RENT-TRARS.APT/D'S RESID.
BTILITIES

RENGVATION & HMAINTENANCE
QUARTERS ALLOWANCE

PURCHASE, FURN. {RESIDENT)
TRANSP. (FREIBHT)

SECURITY 6UARD SERVICES .
OFFICIAL RESIDENCE EXPENSES
REPRESENTATION ALLONAKCE




OFFICE OPERATIONS.

RENT (NAREHOUSE/COQPENAR)
UTILITIES

BLDG. NAINTENANCE & RENOVA.
OFFICE FURNITURE & EQUIPM
VEHICLES.

OTHER EQUIPMENT

TRANSP. (FREIGBHT)
FURN/EQUIP/REP. MAINT
COMMUNICATIONS

SECURLTY GUARD SERVICES
PRINTENG: _
SITE VISITS - NISSION PERSONNE
SITE VISITS - AID/¥ PERGONNEL
INFO MEETINGS (INTL TRAV)
TRAINING ATTENDANCE{INTL)
CONF. ATTENDANCE (INTL )
OTHER OPERATIONAL TRAVEL
SUPPLIES & MATERIALS:

FAAY

MGT/PROF. SERVICES

ALL OTHER CODE 239

TOTAL BUDéET

RECONCILIATION- (AID/W COSTS)

RISSION ALLOWANCE

2.3

102.8
18.0
5.3
k4
85.%

Co9e.L.
191
1.5
7T
55.1
0.0
2.7
33.1
3.0

288.8
54.%
13.0

160.0

———— s o

1,991.5

—— g ot S

T,428.4

2,084.%

5,344.0
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PERSONNEL FOR FY 1987

USDH:
. MISSION DIRECTOR .

2. DEPUTY MISSION. DIRECTOR
3. EXECUTIVE OFFICER

%, REE.CONTRACTING OFFICER
5. CONTROLLER

6. DEPUTY CONTROLLER

7. PROGRAM OFFICER

8. ASSIS.PROGRAM OFFICER
9. RES. PROGRAM ECONOIST
10. FOOD FOR: PEACE OFFICER
11.. PROJECT DEVELOPHENT OFF
12. ASST.PROJ.DEV.OFFICER
{3. ASST.PROJ.DEV.OFFICER

t4. TRADE DEVELOPMENT OFFICER

15. AGRIC.DEVEL.OFFICER

6. ASST. ABRI.DEV. OFF - --
17. PROJECT MANAGER. AGRI

{6. .AGRICULTURAL ECONOMIST
19. ASST. RURAL DEV. OFF

20. PROJECT OFFICER SPEC.PROJ
21. PROJECT MANAGER RURAL DEV
22. BENERAL DEV. OFFICER

23. POPULATION DEV. OFFICER
2%. HEALTH DEV. OFFICER

23, PRIVATE SECTOR DEV.OFF

REQUIRED POSITIONS
2b. REG. LEGAL ADVISOR
27. ASSIST.PROG/ECON OFF

———28—A5518T. TRADE/DEVELOPM

29. DEPUTY EXQ

.

IDI's:
{. ECONOMICS
2. PROJ.DEVELOPMENT
3. PROJ.DEVELOPHENT
4. AGRI/ECON
5. POPULATION
6. ENVIRONMENT

JCC:
~~~~~ -~ NONE =--m-meemee

PART-TIME:
1. VOUCHER SUPERVISOR
2, ASST.FOGD FOR PEACE

J,GANBRAILO/REPL
B HILL/REPL

J. THROWER
¥.SNYDER/REPL
R. BONNAFFON:
REPL ARNOLID:

W RHDADS
L.DOURIS

R. BURKE/REPL
A.DAVIS.

REPL WACHTENHEIN
M. SILVERMAN:
HUNKNONN#

. JOHNSON
D.BATHRICK/REPL
D:FLOOD/REPL - -
T.MILLER/REPL

R KALDRON:

REPL SUBRUE

J. NALL

D.HESS

N. PARKER/REPL.
REPL DANART
J.LARDS#A
HUNKNOWN+#

HUNKNORN##
VACANT
VACANT
VACANT

T.CREEX

R. WHELDEN
D.HINELFARB
0. FAULKNER
B.DOE

_W.DEESE

#.POLO
S.WHELDEN

P.&
P&
HLRTP
P.A.
RERr

RuR

HLRTP
Ba&R
P.“’

RER.

RFaR
1
RER
HLRTP
P. e

- P.A

P.A.

RER
RER
R&R
FaR
P.4.

RaR
RGR

R&R

R&R
P.A.
PIA'

P.A.

R&R
ReR
RE&ER
RER
HLRTP
HLRTP

N
N
.
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SUMMARY- OF FY-B87 NXP PROCUREMENT FLAN

Residential Furniture
Replacement Property
New Property Reguirements

Office Equipment
Replacement Propexty
New Property Redquirements

Vehicles

Replacement Property

New Property Reguirements
Other Egquipment '
Replacembnt Property

New Property Requirements

.

Extendect-

-Cost

- 144,170
102,800

48,000

Yo ouaa
Toe W

2275 |
18,200
10,500

‘5,706  2¢,000
, ooy
‘ tedy . ‘.|\ .

.

Grand TotaI Replacement Prop. $ 309,270

- $ 61,505 & 370,175
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PY~87 NXP PROCUREMENT PLAN
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e, — - -

Object class 405: Residential Furniture

Qty. +  .Unit Extended Fkg./ Total
Item . . ’ . Cost ____Cost . Shp. o
. Replacement Property , ' T L Tt “:-_; T
6 Living room sets - Z,2000 13,200  -— " 13,200
& Dining room sets - . 2,500 15,000 — 15,000
6 Pamily room/den - 2,200 13,200 — + 13,200
6 Master bedroom sets 3,00G - 18,000 -— 18,000
12 Dependents bedrocm sets 2,400 28,800 — 28,800
24 Rugs 12* x 9° ‘ - 240 , 5,760 2,887 8,640
12  Rugs 12* x 15° . 440 5,280 2,640 7,820
6 Freezers C . " 1,000 6,000 3,000 - 9,000
8 Refrigerators t+,000 8,000 - 4,000 12,000
8 Range, electric : 550 4,400 2,200 6,600
& Washers o 660 5,280 2,640 7,920
8  Dryers clothes ' ) 55G 4,400 2,200 6,600
48 Lamp, table - , 55 : 2,640 1,320 3,960
6 Lamp, f-ot » 55 330 - 165 495
8 - Kitchen sets 440 3,520 1,760 5, 280
8 Card table/chair sets 25Q¢ 2,000 1,00C . 3,000
8 Bookcase, wood . 220 - 1,760 _— 1,760
__ 20 Dehunidifiers . © T 336 .° 6,600 3, 30Q 9.900
7 * .
L Extended cost ' : ‘144,170 ‘
Est. Pkg. Shp. 27,105 L

CIF {Destination)
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FyY-87 NWXP PROCUFEMENT PLAN

Object class 504: Office Eguipment

..

- Y
oty .~ t Extended

Item , : Cost

. Replacement Property .
Office set, executive 10,400 10, 600
Office set, secretarial 10,400 ' 10,400
Table end, corner 17,200 1,200
‘Welcome chairs 3,200 ' 3,200
Swivel chair, executive ' 4,800 : T.200
Swivel chair, secretarial 3,600 5,400
Table, office . T .. 2,200 . 1,800
Typewriters, Selectric . 16,200 18,200
Calculators, elect. 4,800 5,800
Typewriters, manual 1,800 2,200
Computer equipment _ 40,000 50,00
Sofas, office ’ 5,200 . 5,200

Extended Cost 102,800 . : 8
Est. Pkg. Shp.
CIF (Destination)- - 121,000

P
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FY-B87 NXP PROCUREMENT PLAN

. ¢+
. ¢
Cbject Class 505: Vehicle

A e e w e

Qty. ‘ Unit Extended Pkxg./ Total
Item . . Cost Cost Shp.

Replacement Property L ey D
:"l . .

3 1987, 4 x 4 Carryalls : . S T
- 16,000 - 48,0000 10,500 58,500

CK20 ModeI, Chevrolet
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FY-8.7 NXP PROCUREMENT PLAN

- ]
Ob%ect Erass 506: Other Equipment

Qty. : ‘ .Extended Pxg./
Item : ' Cost Shp.

.
- -
.

Replacement Property . a o .
Air conditioners 10,400 = 5,200 15,60
Space heaters 1,300 s5aa T.E00
Tadder step o T S BOC S L LOO S
Transformers ’ T, 800 ' T, 800

Extended cost ) : . 14,300
Est. Pkg. Shp. '
CIF (Destination)




