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1.  SUMMARY AND RECOMMEWDATIONS

A. Pacesheet

B. Rectommendations

It is recommended that a grant (the Grant) be authorized for the
formal private sector and guidance and monitoring components in the amount
of US$ 3,200 .000, of the $6,000,000 AID contribution for the Private Sector
Policy Planning and 1Institutional Development Project (the Project). A
grant for the informal private sector component ($1,200,000) was previously
authorized on June 20, 1985. A grant for the public sector component
(81,600,000) will be suthorized in FYB?. The Project will de obligated and
implemented through three (3) separate grant agreements with: the
Confederacién Fecional de Instituciones Empresarieles Privadas (CONFIEP),
the Instituto Libertad y Democracia (ILD), and the Government of Peru (GOP),
and four (4) personal services contracts, two (2) for Project guidance and
monitoring and two (2) for technicsl assistance in investments, savings and
export promotion. The Project will have a life of five (5) years and is
expected to be incrementslly grant financed over the next five (5) fiscal
years, including FYB6 (but excluding FY85 during which the first grant
increment of the ILD component was financed).

C. Summaries
1. Background

Peru it presently in the midst of a severe economic crisis
characterized by an unmanageable foreign debt, limited growth, high
unemployment and underemployment, threatening of hyper-inflation, and little
recovery in standards of living. Although external factors such as
commodity prices and weather related disasters have aggravacted the situation
in recent years, the crisis must be primarily attributed to the development
strategy, economic policies and poor economic management of the past two
decades,

The principal factor contributing to this structural (rather
than temporary crisis) has been the large-scale intervention by the State in
the economy, particularly since 1968. This intervention can be seen in:
the high level of regulation of all aspects of the economy; direct
Government investment in productive and service enterprises; increasing
controls on private economic activity in "exchange” for special incentives
or protection for high priority sectors; the emergence of a very large
informal sector; and, most dramatically, in the very high foreign dedt
incurred in large measure to help finance the Government's intervention in
the economy. 1In addition, state interventionism has been manifcsted in an
extraordinary large number of laws and regulstions often contradictory and
emanating from many state entities not always scting in coordination.

Since private savings and investment have been declining to
very low levels due to this policy climate, the Government has felt
obligated to compensate by increasing its own spending. This spending has
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mostly been financed by further foreign and domestic borrowing and the
printing of money, but has not been nearly sufficient or sdequately targeted
and maraged to revitalize the economy, address unemployment and low living
standards or generate the foreign exchange needed toc pay off the debdt.

Given the magnitude of the requirements in Peru for jobds,
foreign exchange and imprcved standards of living, the principsl challenge
facing the country is how to generate sufficient investment in productive
sctivities. Since the Government clearly lscks the resources to meet these
requirements (without even considering whether the resources would be
eofficiently managed) and can no longer depend as bdefore on foreign
borrowing, it is evident that for the economy of Peru to grow and create the
jobs required to at least meect the population expansion it must rely on a
large-scale increage in private savings and investment.

2. Problem, Rationale and Strategy

Although the primary answer to the economic cerisis must be
found in private investment, the ability of the private sector to respond to
the challenge is constrained by the policy framework. At the same time, the
fragmentation of the private sector (informsl vs. formal, regional vs. Lima,
sector vs. sector), and the weak institutional capability to research,
formilate and promote policies that are more conducive to private savings
mobilization and productive investment, have prevented the institutional
leadership from assuming a more protagonist role in the design of policy.
In addition, the possibility of reforming the present policy framework is
limited by the corresponding lack in the public sector of an institutional
capacity for policy analysis, planning and convensus-building required to
promote private investment.

In this context, it is necessary to develop the institutional
capability, in both the private and public sectors, to analyze the economic
situation and formulate appropriate and consistent policy responses to
constraints limiting investment and growth. In addition, it is necessary to
help the private sector (formal and informsl) coalesce around Xkey issues of
national importance and to facilitate & pudblic-private policy dialogue
around these issues lesding to the removal of the constraints and the
promotion of private investment.

To the extent that this assistence contributes to the
development of a national consensus on the definition of the problem, as
well as to a better understanding of the role of the private sector, the

likelihood of achieving a consensus on the policies required will be greatly
enhanced.

The proposed Project is an outgrowth of a comprebensive
Peruvian Private Sector Assessment carried out by Coopers and Lybrand
(1883), 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 Tesk PForce on International Private Enterprise, and other
in-depth studies/evalustions prepared by Development Alternatives and, most
recently, by Arthur D. Little.

The Project strategy is to support the development of an
sdequate policy analysis, dialoguc and consensus-building capaebility by

4
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providing institutional support and technical assistance to existing
organizations with the potential for serving as focal points ia the
formulation of an appropriate economic policy. The Project will stremgthen
CONF1EP, ILD, regional chambers and key GOP units in terms of their
staffing, professional excellence and ability to carry out (or sponsor)
studies, conferences, publications and other activities aimed at policy
reform and increased private investment. The guidance and coordination
component will identify aud support Project efforts leading to the
harmonization of economic policies, the definition of priorities,
coordination of sctivities and the efficient and effective use of Project
resources.

3. Project Description

The goal to whicii this Project contributes is the promotion of
economic growth and employment through the alleviation of policy,
institutional and attitudinal constraints to private savings and
investment. The purpose of the Project is to promote policy dialogue and
reform through the improvement of: 1) the institutional capacity of the
private sector to research and analyze key issues of national importance and
to engage in constructive policy dialogue with the GOP; 2) the institutional
organization of the private sector (formsl and informal) around key policy
issues of broad significance; 3) the institutional capability of the GOP to
research and analyze similar policy 1issues; and 4) the enhanced
understanding of the positive role of private enterprise and its potential
economic contributions.

The Project consists of four basic components:

a) Institutional development of CONFIEF (the most comprehensive
representative of the private sector in Peru) and strengthening
of the research and analysis capebility in the formal private
sector (including assistance to sectorsl and provincial
association. The principal thrust of this component involves
the strerngthening of CONFIEP 8s the major representative of the
private sector on key cross-cutting policy matters and as a
generator end cstalyst of economic research and policy
dislogue. Major activities include: hiring and development of
staff to guide and implement the program of economic studies,
public affairs/publications and membership affairs; studies and
publications; meetings, forums and conferences; technical
assistance and training. These activities will be focused on
two basic themes:

(a) opportunities and constraints for private ssavings and
investment; and (b) the role and potential contribution to
economic development of private entarprise in the Peruvian
context.

b) Strengthening the economic policy sanalysis capablility in
the public sector. The principal thrust of this component
is to identify and develop the appropriate unit or units in
the GOP as the focal points for policy research and
analysis of investment related issues. Activities would
include: funding of studies to anslyze constraints and
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opportunities for investment as well as other key economic
issues; strengthening of the appropriste GOP units,
principally in the Ministry of Bconomy and Finance (MEP)
and the Peruvian Central Neserve Bank (BCR); and training
and technical =ezssistance to support the professional
development of the appropriate staff.

Strengtuening of ILD (the foremost sguthority on the
informal sector in Peru) in its efforts to research and
document the role of the informal sector in the economy,
reduce unnecessary bureaucratic regulations and advocate a
policy framework more conducive to investment and
"integration™ into the formal economy.

Establishing & Project guidance and coordination unit to
assist in: insuring permanent linkages and coordination
among the principal actors (CONFIEP, sectoral and regional
chambers, ILD and GOP); monitoring, evaluation and periodic
adjustment of the Project; helping to define scopes of
work; identifying opportunities for working with the GOP
and initiating dialogue directed at changes in particular
policies, regulations and/or administrative opractices;
identifying and following-up opportunities for private
investment and export development.

4, Summary Financial Plan
Participating Host Country
AID Counterpart = T O T AL
Formal Private Sector 2,005,000 1,383,000 3,388,000
a. CO¥FIEP (1,645,000) (1,276,000) (2,921,000)
b. Repional Chambers (360,000) (107,000) (467,000)
Project Coordination 1,195,000 0 1,195,000
Informal Private Sectorx 1,200,000 1,097,000 2,297,000
Public Sector*x $1,600,000 $§ 900,000 $2,500,000

PROJBCT TOTAL

6,000,000 3,380,000 9,380,000

FPirst obligation ($450,000) occurred in FY8S
Pirst obligation ($400,000) scheduled for FYB?

D.

Project Issues
1) Issue: The Project should focus on policles which most

directly facilitate increased exports and investment.

Response: The entire Project has been designed to encourage
change in Peru's development strategy and policy framework

\



required to mobilize savings and investment. All policy
snalysis and diaslogue activities are focused on two broad
thenes: (a) constraints and opportunities for privaete
investment; and (b) the role of the privete sector and the
necessity " of relying on private investment. The principal
criteria for selecting resesarch topics and defining the agends
for conferences and policy dialogue initistives would be:

® Beconomic impact as mesasured by the potential for
stimuleting new savings and investment (end consequently
employment and exports).

* Likelihood of obtaining o broad private sector consensus
around the issues.

*  Potential benefits to both the private end public sectors
from following up the issues.

2) 1lssue: Significant efforts should be aimed at modifying the
attitudes of the private sector, GOP and society in general
toward the role and potential contributions of private
enterprise.

Response: As noted above, efforts aimed at educating and
modifying attitudes, on the basis of a droader understanding of
the private sector (to include informal enterprises ) and its
role in the economy, is ome of the two basic themes of the
activities to be financed under this Project. The formal
private sector has come to expect special privileges and
protection in return for investment in productive activities.
Consequently, it is organized institutionally to protect
special privileges, ugually st the expense of other elements of
the private sector and of the economy as a vhole. The
activities included in the Project are aimed at modifying these
sttitudes through a Lwo way educstion process which: a)
educates Peruvian entrepreneurs to be competitive, socially
responsible partners in Peru's development; and b) fosters more
positive attitudes toward the private sector in the GOP and
Peruvian gociety in general by demonstrating how a system that
encourages investment by all private interests would benefit
the national economy and the entire private sector. In
addition, the Project seeks to address the tendency of informal
entrepreneurs to perceive themselves as being outside the
private sector.

3) Other issues raised during the PID review are addressed in
Annex I1II.

E. Summsary Pindings

The Project Committee has reviewed all aspects of the proposed
Private Sector Policy Planning and Institutional Development Project and
concluded that the Project is irstitutionally, financially, economically,
technically, socielly and environmentslly sound and consistent with the
development objectives of the GOP and with Mission strategy and objectvies.
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The Project Commitiee recommends that the Project be authorized.
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11. BACKGROUMD

A. Country Setting

The manapement of Peru's economy over the past 10-15 years has led
the country into economic stagnation and enormous foreign indedtedness.
Although the crisis is often blamed largely on external factors (depressed
world prices for export commodities and weather related disasters) a review of
the dsta suggests that the economic policies and development model adopted
during the period, as well as poor economic mansgement, have been even more
important factors. The "structural” nature of the criais implies that Peru is
at a crossroads in terms of having to define and implement a new and viable
strategy for stimulating sustained economic growth.

In very brief terms, Peru's economic strategy over the past 10-15
yesrs has been characterized by the following features:

- Heavy reliance on exports of commodities (minerals, fishmeal,
agricultural products) to finance imports (foodstuffs, capital
goods and consumer products) as well ar Government investments
(infra-structure, and para-ststisi institutioms).

- Import “substitution™ in the manufacturing sector, aimed at
stimulating the assembly of products for the local market through
import tariffs and other special incentives and protective
regulations.

- Bmphasis on policies favoring manufacturing and services for the
urban population, as opposed (o agriculture and the rural
population.

- An increasing direct state role in the economy, as reflected in
the growth of state owned enterprises involved in production and
distridbution of goods and services, the extensive regulation of
virtuslly all ecoromic activity and the increasing dependence of
the economy on public sector investment, consumption and
transfers (through social programs).

- A large foreign debt ($14.1 bdillion), incurred in large measure
to help finance the State's expanding role in the eccnomy, and
its consequences.

This approach to economic management has resulted in econounic
stagnation. Table 1 (page 3) indicates that in the decade between 1975-1985,
GDP (in constant terms) increased on aversge by only (.6 percent per year.
Although the ecciiomy actually contracted by an average of 0.4 percent per year
between 1980-1985, the slow 1.3 percent average annual growth experienced
between 1975-1980 indicates that the stagnation of the economy has been a
relatively long term problem.

In general, the productive sectors (agriculture, fisheries, mining,
mamufacturing, and construction) have performed less well than non-productive
sectors (goverrnment, services, trade, transport, finance). PFurthermore, smong
productive sectors, manufecturing and construction have shown the worst
performances over the period. More export-oriented sectors such as fisheries,



mining, and agriculture have experienced grealter growth. Although prices for
Peru's principal export commodities have been low in recent years, it would
appear from these statistics that the country's economic malaise has more to
do with its internsl structure than with external factors.

The consequences of limited economic growth can de seen in Table 2
(page 5 ). Per capite income, measured in 1970 Soles, has decreased 6 percent
since 1970, 17 percent since 1975, and 14 percent since 1980. Purthermore,
official statistics suggest that unempioyment increased from 4.7 percent in
1970 to about 11 percent in 1984. In asddition, underemployment (defined as
those with less than full time jobs or earning less than the 1967 minimm wage
adjusted for inflation) has increased from 46 percent of the work force in
1970 to 57 percent in 1984. 1In the 1970-1983 period, the economy generated
1.6 million jobs while the labor force expanded by 2 million people.

Economic stagnation can largely be attributed to low and declining
levels of investment and savings. Table 3 (page 6 ) shows that in constant
terms, gross fixed investment has declined steadily since 1975. As a
percentage of GDP, investment has declined from about 20 percent in 1975 to
only 15 percent in 1984, (1) Except for the three years of increased levels
between 1980-1982, private sector investment has been declining in both
absolute and relative terms. Investment by the public sector has increased
slightly over the period such that its share of total investment is now about
36 percent.

Despite iow levels of investment, internal savings have veen
inadequate to fund these investments. Since 1975, savings as a percentag~ of
GDP have exceeded investment only once (in 1979). Extensive foreign torro -ing
have been necessary to make up the difference and, most recently, Lo ser-ice
the debt. For example, of the $2.7 bdillion borrowed in 19684, 55 percent --ent
towards the debt, B percent towards fcod imports and othec purposes, and .nly
37 paercent was left for investment projects, most of those in the putlic
sector.

(1) In contrast, fixed investment in Ecuador, Colombia, Venezruela and Brazil
averaged 24 %.



TABLE 1

GROSS DOMESTIC PRODUCT BY PRODUCTIVE SECTOR: 1975-1984
(Million 1970 Soles)

Average Annual

1975 1980 1983 1984 1985 1975-85 1980-84

1. Agriculture 39,106 38,530 41,222 44,886 46,180 1.7 3
2. PTisheries 2,623 4,073 2,099 4,028 3,758 3.7 -1.6
3. Mining 18,251 31,330 29,910 31,838 35,508 6.9 2.5
4. Manufacturing 80,582 82,802 66,616 68,474 70,789 -1.3 -3.1
5. Construction 18,603 17,230 15,368 15,603 13,539 -3.1 -4.7
6. Government 24,114 25,420 27,066 27,066 26,795 1.1 1.1
7. Other 127,852 138,594 127,062 132,063 134,248 0.5 -0.6

TOTAL 311,131 337,979 309,343 323,958 330,817 0.6 -0.4

Productive

Sectors (1-5) 159,165 173,965 155,215 164,829 169,774 0.6 -0.5

Won Productive

Sectors (6-7) 151,966 164,014 154,128 159,129 161,043 0.6 ~0.4

* Source: Banco Central de Reserva del Peru, Memoria 1984, and unpublished data.



£~

Foreign private investment has not been a significant factor in recent
years. In contrast to a net inflow of $316 million in 1975 (mostly in mining
and petroleum), Peru in 1985 experienced a net outflow of foreign investment
capital amounting to $178 million.

Orie of the bdbrightest aspects of Peru's econouic situstion since 1975 has
been the growth of its exports and its positive dalance of trade since 1978
(except in 1981 and 1982 when there was a major surge in imports). As can be
seen in Table 4 (page_7 ), the value of exports was 134 percent greater in
1984 than in 1975, even though depressed world commodity prices resulted in a
20 percent decline in the value of exports between 1980 and 1984.
Purthermore, Peru has kept its imports at or below 1975 levels, except in
1980, 13881, and 1682.

The positive long term trend in exports and the trade balance has
unfortunately not been sufficient to compensate for the increasing levels of
foreign debt. Begative financial transfers have resulted in a negative
current account in every year since 1975, except in 1979. The increasing
burden represented by the foreign debt is evident from the debt service to
export ratio which reached 63 percent in 1984, (1) The only factor
maintaining a positive balance of payments (in most years) has been additional
foreign borrowing. Officisl loans have represented the major inflow of
capital, and in 1984 Peru received no new commercial bank credils. The one
year GOP restriction on payment of no more than ten percent of its export
earning to service its debt has assured little or no access to coimercial (and
in some cases official) loans.

In the context of the poor overel' economic perfermance ~f the vest
decade, it is important tc note the veir, high - and increasiny - level of
public sector participstion in the economy, as e result o agpressive
borrowing and not of taxation. Table S5 (page_8; indicates that i1 1984, iotal
public sector expenditures (excluding financial institutions) az.unted to 56
percent of GDP, compared to a high of 66 percent in 1983, and 4. percent in
1975. Furthermore, the public sector deficit has ranged from ¢ Jow of 4.7
percent of GDP in 1980 to a high of 12.1 percent in 1983. Since & tignificant
portion of this deficit has been covered by foreign borrowing, i. is evident
that the public sector is the major contributor to the debt problem.

Public sector expenditures are now fairly evenly divided between the
central government and stete owned enterprises. In both cases, most of the
resources are being spent on current operations (primarily payroll and poods
and services) with only a relatively small percentage being invested in
capital formstion. 1In 1984, only 15 percent of total public sector outlays
went into investments, although the level was a slightly higher, 19 percent in
the state owned enterprises.

(1) 1Interest and principal obligations for 1985 represented an estimated 122
percent at 1984 exports.



TABLE 2

SELECTED INDICATORS OF BCONOMIC WELLBRING*

1970 1975
GDP/Capita (1970 Soles) 18,011 20,410
BEmployment (thousands) 3,971.4 4,581,
- Agriculture 1,873.6 1,950.
- MNon-Agriculture 2,097.8 2,631,
Labor Force(thousands) 4,167.3 4,817,
- Unemployment (percent) 4.7 4.
- Underemployment(z) 45.9 42,

(1) 1985 data is not available

(2) Defined as a person working less than 35
1967 minimm wage adjusted for inflstion.

1980 1983 1984(1)
19,519 16,550 16,856

35,2107 5,599.0 W.A.

0 2,046.0 2,111.0 W¥.A

3 3,164.7 3,488.0 ¥.A.

5 5,605.2 6,169.5

9 7.0 9.2 10.9

8 51.2 57.1  57.4

hours or earning less than the

* Sources: Banco Central de Reserva del Peru; Ministry of Labor.



TABLE 3
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SELECTED INDICATORS OF SAVINGS AND INVESTMENT

Gross fixed investment
(Thousand 1970 Soles)

-~ Government (%)

= Public Institutions (%)
- Private (%)

Internal Sevings/GDP (%)
Investment/GDP (%)
Difference (%)

Foreign Borrowing (Wet)(2)
(Million U.S. §)

(1) 1985 data is not available

(2) Wet borrowing reflecting different between

793

1980

55,039

22.
23.
54,

17,
17.
-0,

3n

outflows (payments of principal and interest)

a0 »

~

inflows

1983

50,257

19,
38.
A2.

11.6
.0
A

17
-5

1,409

(new

7
2
1

1984 (1)

46,602

22,
35.
A2,

LY

a oo

15.
-1.

~4

LT, - Y]

1,068

dedbt)

minus

\{\
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TABLE 4

TRENDS 1IN THE BALABCES OF TRADR AND PAYMEWTS
(Millions of U.S. dollars)

Irade Balance

- [Exports FOB
- Imporis FOB

Current Account

-~ Bet Transfers

Bet Capital Flows

- Official Loans (net)

-~ Other Public Sector (net)

-~ Private Loans (nat)

~ Direct Foreign Investment(net)

- Short Term Capital

Bslance of Payments

1975

-1,097

1,330
-2,427

-1,535

-438

958

793

26

316

-177

<577

(1) 1985 data is not availadble
(2) Reflects non-payment of debt

*x Source: Banco Central de
unpudblished BCR data.

Reserva

3,916
-3,090

-101

-927

823

n

64

27

361

122

del Peru,

1983 1984(1)

293 1,007
3,015 3,147
-2,722 -2,140
-872 -252
-1,165 -1,259
832 499
1,400 1,068
22(2) 368(2)
-85 ~114
3B -89
-552 ~734
-40 247

Memoria 1984, and

"’I/A



TABLE 5

PUBLIC SECTOR INCOMR AVD EXPENDITURES

Bon-Financial Public Sector
Revenues
Expenditures
- Pixed investment
Deficit
- Foreign Financing
Public Sector Expenditures
Central Government
- Current expenditures
- Capital formation
Enterprises (non-financial)
- Current expenditures(l)

- Capital formation(l)

(1) Preliminary

* Source: Central Bank

(As a percentags of GDP)

46.

(8.

(s.

24,

(16

(2.

22.

(16

(é

.5)

9)

.0)

.0)

1980

55.
59.

(5.

(2.

27.
(18.
(3.
32.
(24,

(1.

2)

0)

1)

6)

0}

6)

54.2
66.3
(10.2)
12.1

(6.9)

29.1
(15.2)

(3.4)

37.2
(28.2)

(6.8)

29.

(17

(3.
26.

(20.

(5

.8)

5)

6)

.2)

(1.

(4.

20.

(17

1)



To summarize, it is evident that the major challenges facing Peru are:

- The need to stimulate sudbstantially higher levels of new
investment in productive activities in order to generate
exployment (and improved standards of living) ané the foreign
exchange needed to service the foreign debt (once debt servicing
is fully reinitiated).

- The critical importance of mobdilizing sufficient intermal savings
(or foreign investment) to satisfy investmant requirements.

Internal savings for investment can be mobilized in two fundamental
ways: taxation (or forced savings) and encouragepent of private savings
through the financial system. The former spproach is considerably less
officient, particularly in Peru, considering that most of the resources
ceptured by the GOP are utilized for operating expenditures rather than new
capital formation. Even if the GOP could increase its revenues through
taxation (and recently it hes reduced many taxes), most would have to be used
to cover the fiscal deficit. 1In other words, the public sector's potential as
8 source of savings and investment is very limited. Yet, in order to improve
the standard of living of "all Peruvians," as promised by the APRA Government ,
substantial new wealth must be created.

Based on this assessment, it is evident that any strategy for
stimslating sustained economic growth will have to rely primerily on private
savings and investment, both domestic and foreign. However, neither the
public nor private sectors in Peru have formulated clear economic developuent
strategies or sdequately addressed the issue of how to stimslate sufficient
savinge and investment.

B. Constraints to & Private Sector Response

The ability of the Peruvian private sector to take the lead role in
formulating and implementing a strategy aimed at stimulating savings and
investment orn the scale required 1is seriously limited by a number of major
constraints. These constraints, which are briefly reviewed below, are related
to the policy environment, private sector and government institutions, and
prevailing public attitudes.

1. Policy environment

The policy environment in Peru over the last several decades, bdut
particularly since 1968, has played a fundamental role in shaping the private
sector and its capability to respond to the challenges described above. Some
of the key aspects of the policy environment, and their impacts on the private
sector, include:

- The extensive GCovernment use of special privileges and
incentives as a basic spproach to encourage growth or address
the stated needs of different sectors. For example, priority
industries thave received particularly high protective
tariffs, duty free privileges for imports of raw materials
and equipment and sudbsidized credit. However, in return, the
GOP has often asked thr industry involved to go along with
other policies and regulations that aight not otherwise have




10

been accepted (such as labor, pricing, taxation and other
regulations) and which might be detrimentsl to the interests
of the private sector as a whole. The principal impli:ations
of this approach for the private sector have included: a
high level of dependence on the special "privileges™ provided
by Government; a generalized perception in the private sector
that the "decision making™ process is a zero-sum game with
one group's gains coming at another's expense; an extremely
complex policy and regulatory framework; the fragtentation of
the private sector (further described bdelow); and a general
mistrust of the role of the private sector in overall
economic development.

- The extraordinary web of often times contradictory policias
and regulations, particularly since 1968, (1) that hag
further fragmented the private sector and acted as a
disincentive to savings, investment and job creation. One of
the principal impacts of the regulatory maze has been the
emergence of an extraordinarily large "informal™ sector
(estimated by ILD to represent about 60 percent of ecomomic
output in the Lims metropolitan area) that operates partially
or completely outside the legal and regulatory framework
established for private businesses. Compliance with and
edministration of this system of regulations represent a high
economic cost. Moreover, certain economic inefficiencies
associated with the informal sector (e.g., the tendency of
informal operations not to expand because of inadequate
eccess to credit or the fear of greater "visibility;” the
difficulty and cost of obtaining materials and equipmont,
etc.) severely inhibit greater productivity and growth.

The trend, since 1968, towards greater direct public sector
involvement in the economy. There are now 150 enterprises,
wholly or partially owned by the state, invelved in a wide
range of activities including production, distribution and
marketing, wutilities and finance. These enterprises
represent "nationalized"” private companies or investments
perceived by the public sector to have been necessary to
sddress either the "inefficiency” of the private sector (e.g.
distridbution of agricultural products) or the lack of private
investment in selected industries (e.g. steel). Since state
owned companies are either competitors, buyers or suppliers
of most private enterprises (particularly in the formal
sector), their existence and the policies affecting them are
important aspects of the policy environment.

-~ The failure of interest snd exchange rate policies and other
related financial policles to stimulate sufficient levels of
domestic

(1) The Instituto de Liburtad y Democracia (ILD) has estimated that more laws
and regulations have been enacted since 1968 than in all of Peru's
previous history.
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savings and investment. The steadily declining rate of domestic
ssvings and the corresponding reduction in investment, hss
already been noted above. The lack of adequate incentives for
savings and investment must be considered to be a fundanental
policy constraint to economic growth.

2. Private Sector Institutions

Another major constraint to the private sector's sbility to take
8 leadership role in the economy and its revitalizstion is its weskness and
fragmentation as s broad interest group. These characteristics, which are
clearly reflected in the large number of specialized and relatively wealt
private sector representative organizations, appear to have resulted from the
tendency of each economic sector to look out only for its own interests in its
relations with the public sector and other private groups. Although the
principal private representative institutions are assessed in Section IV A -
Institutional Analysis and Annex I - some general observations would include:

-~ The historical insbility of the private sector to unite to
advocate effectively for principles, policies and
adeinistrative practices of interest to all private business.
(e.g. enforcement of contracts, right of private property,
market determined prices, etc.).

- The relatively weak lesdership of many privete associations
in the formal sector because of the tendency of the most
important entrepreneurs to maintain a low profile and to
delegate leadership of the business community and its
associations.

- The absence of institutional mechanisms to resolve conflicts
in the private ssector - the creation of COWFIEP
notwithstanding.

- The lack of a broad private sector "identity" incorporating:
formal and informal businesses; Lima and other regions; and
enterprises from all economic sectors.

- The widespread perception in Peru that the private sector is
both risk averse and synonymous with a small privileged elite.

- The lack of sound economic and technical anslysis to promote
policy change, reflecting the fragmentation of the private
sector and the tendency of the representative associations to
react defensively to protect special privileges rather than
to propose policies (based on sound research and analysis)
aimed at stimulating private investment and savings.

- The absence of formal, regular mechanisms through which the
private sector can initiate and sustain dialogue with the
public sector. Very few institutionsl mechanisms exist to
engage the government in policy discussions of critical
importance to the privete sector, and underlying al) the
above.



12

-~ The lack of strong, self sufficlent private sector
institutions which ergzaze in atrategic planning to ensure
both long term financial viability and provide valuable
services to members which in turn generate financial support
from them.

3. Public sector institutions

A third major constraint to an effective private sector responsa
to the economic crisis is the fragmentation of the public sector's policy
analysis and planning functions, as well as the lack of a capability to
dielogue with the private sector and involve them in the policy reforn
process. For the most part, esch Government agency seeks to formulate and
apply policies and regulations relevant to its specific areas of
responeibility. However, a number of institutional weaknesses tend to work
against the type of sound anslysis and policy planning required to stimulate
significantly incressed levels of private investment and savings. For
example, these weaknesses include:

-~ Poor capability to look at the broader economic situation,
clearly "diagnose” the problem, define an appropriate overall
strategy, and formulate an internally consistent set of
policies for strategy implementation.

- The tendency of the public sector to develop policies on the
basis of an "ideological™ umderstanding of major econwmic
issues or as a quick reaction to specific crises or pressure
from the most powerful and effective interest groups.

- The inability to evaluate the costs and benefits of proposed
laws and regulations (policies), particularly in relstion to
their impact on investment, employment creation and economic
efficiency.

- The conflicting signals (snd changing rules of the game)
coming from different parts of the GOP, some favoring private
sector growth and development and others advising or
admonishing against it or advancing new governmental
interactions in the econcmy.

~ New themes emerging in the COP, such as decentralizstion and
privatization of some state enterprises, which have not yet
found an adequate response in the policy and institutional
franeworks.

C. Definition of the Problem

To summarize, the problem to be addressed by this Project is the
severe economic crisis charscterized by a stagnant economy, a declining
standard of living, insdequate savings and investment, and s heavy burden of
foreign debt. Because the magnitude of these prodlems is so large, and given
the very limited resources of the public sector, the primary snswer to the
crisis must be found in substantial private sector investment to creste jobs,
foreign exchange and new wealth required dy the expanding Peruvian population.

/
/

7
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However, an adequate response is presently constrained by the
existing policy framework and GOP organizaetional limitations a¢ well as by the
fragmentation and weakness of the privete sector and its institutions. 1In
addition, the reform of the policy framework is made difflcult by the weak
analytical, planning and consensus building capability in the iustitutions of
both private and public sectors.

D. Project Rationale and Strategy

1. Principal Strategic Approaches

The Project is intended to develop the means to address the
policy and regulatory framework that has contributed to both the economic
erisis and the  .:3mentation of the private sector. 1In order to facilitate
the formulation of an appropriate economic strategy and policy framework, it
is necessary tc work separately with the principal actors whose cooperation
will be required: the formal private sector, informal private sector and
public sector. However, by working towards a common goal, the Project's
strategy is aimed at reducing the institutional fragmentation separsting these
"gectors” while simultaneously contributing to the formulation of policies
more conducive to investment and economic growth.

The principal approach of the Project will be to work with the
private (formal and informal) and public sectors to:

- Develop the institutional capability, in both the private and
public sectors, to analyze the econoxic situation and
formulate appropriate and consistent policy responses (o
constraints limiting invesiment and economic growth.

- Pacilitate public-private policy dialogue, based on sound
analysis of critical economic problems and issues, and aimed
st creating an attractive policy framework for stimulating
private savings and investment (and consequently job
creation). In addition, the policy dialogue would be aimed
at addressing fiscal deficits, particularly of public
enterprises, which are contrary to capital formation.

- Asgist the private sector (formal and informal) coalesce
around key issues of national importance and alleviate the
institutional fragmentation which has traditionally weakened
the sector.

2. Rationale

The formulation of sound economic policies for growth and
development requires a clear and realistic understanding of:

- The nsture of the economic "prodblea” and the constraints to
growth and investment.

- Opportunities for mobilization of resources and investment,
as well as for policy reforms that would stimulate a more
efficient utilization (allocation) of resources within the
economy.

/1/&7



- Resources that would serve as the basis for new growth and
deveiopment, including the resources to formulate ang
implement an appropriate policy framework.

1f & broad consensus can be achieved in the "definition” of the
problems and constraints, as well as in the realistic appraisal of
opportunities and resources, the likelihond of achieving consensus on the
policies required to oddress the problems would be greatly enhanced.

Although it is evident from the background ecoromic analysis that
sustained economic growth can only be generated by significant levels of
private investment, it is unlikely (given the present political environment)
that the current GOP would be interested in "strengthening” the private secctor
as long as it perceives this as meaning further privileges to a small
minority. In order to be successful, this Project, through the analysis of
economic problems and formulation of policy recommendations, must demonstrate
that its goal is to improve the living standards of all Peruvians, which in
turn requires:

- Substantial expansion of national wealth;
- Increased savings and investment;

- Increased employment and productivity;

- Greater exportsg;

-~ Dedbt restructuring; and

- Industry restructuring and privatization of state owned
companies.

Because of the fiscal deficit and foreign debt, investment on the
scale required can only come from the private sector (local and foreign,
formal end informal). Stimulating the needed investment in turn requires the
creation of conditions that would greatly accelerate the rate of private
saving and investment in the economy (including the informal sector).
However, since the traditional model of "private sector™ development has
involved only the formal component, and has been based on the granting of
special privileges, a better understanding is required of private enterprise,
its role in the economy and what the private sector could do to contribute to
the economic well-being of all Peruvians. This improved understanding, or
attitude, is required within both the private (formal and informal) and pudblic
sectors.

Ultimately, an evolving, regularly modified "agreement” would
have to be worked out between the GOP and the private sector to bdring adbout
the needed levels of investment and to insure the private sector's
intervention in helping to attract foreign investment and alleviate the
foreign dedt (for example, by working out counter trade deals, debt for equity
swaps or privatization of state owned enterprises).

In this context, the institutional capacity of the privete sector
to research, analyze and articulate convincingly the problems and



opportunities (for all and not just a privileged few or specialized segment)
will need to bde pgreatly enhanced. This institutional development effort
should be aimed both at strengthening the research and dissemination
(education and dialogue) capability and at cresting a concerted private sector
effort, oggregating the resources that are presently utilized in inefficiently
in disperse and often conflicting wsctivities. As the private gector
demonstrates an increased willingness and capability to contribute to the
national well being, its position vis a vis the GOP will improve.

For its part, the GOP will require & strong policy analysis
capability to address effectively the economic crisis. As the new GCP has
developed a sounder understanding of the issues, and particularly of its
limited resources in relation to the need, it has dbecome more inclined and
prepared to engage in policy dialogue with the private sector. To overcome
the problem of fragmentation of the GOP's economic policy anelysis and
formation apparatus, the Project will have to develop new formuias. The
increasing role of the INP and the traditional respvonsibilities of the BCR,
the MEF and the MICTI will have to be rationalized and coordinated. There are
signs that the GOP fully recognizes the numerous inconsistencies in policy
formation, regulatory requirements and administrative practices and would use
this Project to better its intermal structures as well as a means to engage
the private sector (formal and informal) in resolution of major economic
issues.

Finally, the fragmentation of the private sector
(informsl/formal, sectoral and regional) is largely the result of “special
deals”, over-regulation and state interveniion in the economy. These

"artificial™ divisions must be minimized to the extent possible in order tc
restructure the economy and stimulate broad-based growth.

E. Relationship to USAID's Development Assistance Strategy

This Project is not only entirely consistent with AID's Private
Sector Development Assistance strategy for Peru but should also become, to s
large degree, the centerpiece of this strategy. To increase productive
employment and incomes, and increase the human and financial resources
available to development activities under present conditions in Peru, the
involvement of the private sector is absolutely necessary. Present conditions
in Peru, as discussed in the Bacikground section of this paper, suggest serious
limitations to the expansion of revenues and GOP resources, severe external
(and intermal) debt constraints and the need to strengthen market alternatives
over administratively decided allocatior of resources in order to develop
efficiency and productivity in the ecrcnomy. At the same time over the medium
term, Peru can expect no other source of major investment except the domestic
snd international private sector, and must therefore depend on the greater
efficiency and resources of the private sector for sustained growth.

This Project's purpose is aimed at promoting reforms in the economic
policy framework to facilitate or allow for the attainment of increased levels
of private sevings and investment in the economy, and consequently the
creation of jobs and exports. 7To bring about the necessary reforms in the
policy framework, the resesrch and analysis capadbilities of the private and
public sectors will need to be significantly enhznced. However, the first
step in this direction will call for the strengthening of the representative
institutions of the private sector (CONFIEP, and the sectoral and regional
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chambers) and public sectors. While the structure of the GOP in regardg to
the formation of economic measures is not fully defined, it appears that the
Central Bank may be one of the most likely entities to play a leading role
both in the economic policy reform area and as interloecutor of the private
sector. Regarding the private sector, the record during the first ten months
of APRA leadership suggests that it has chosen CONFIEP as the primary
organization of the formal private sector with which it will interact. This
is particularly important since the Project also contemplates bduilding
linkages to the provinces to strengthen the national character of proposed
reforms and the broadness of the support they will enjoy. The additional
fspport to ILD that this Project provides is also consistent with USAID's
strategy to build upon “successes,” both to optimize the use of resources as
well as to serve as a catalyst for the mobilization of Peruvian resources.
ILD's work has bdegun to impact GOP policy and, more importantly, will
contridbute to the removal of constraints to increased savings and investment
by the informal private sector as it becomes increasingly legitimized.

The choice of the central theme, savings and investment, cuts across
all of the artificial demarcations that today divide the Peruvian private
sector and offers the public and private sectors a very powerful rationale for
collaboration. This bdasic theme will allow the Project to build si ong
institutional links and policy consensus among the participating organizations
to facilitate discussion of other more specific and potentially controver -ial
policies and regulations. This will occur as the inter-relationship of such
specific policies to savings and investment are realized. Additionally, .ver
the past difficult twenty years, savings and investment have been and re .ain
priority concerns of all sectors. By initieting project activ . ies
concentrated on acknowledged priorities the Project will avoid “any
historically devisive topics while focussing policy discussions and reiorm
initiatives on relatively uncontroversial issues. This emphasis on promwiing
savings and investment is entirely consistent with AID's development stralegy
for Peru and supports most of the individual Project goals in the USAID ireru
program.

The Project is consistent with the strategic approach that seeks to
use limited pgrant assistance funds in ways that would bring about a
significant mobilization of Peruvian resources. By working to reuove
obstacles to savings and investments by the Peruvian private sector the
Project, if moderately successful, could have a major effect on econmmic
growth and job creation in Peru.

This Project represents a major component of USAID's private sertor
strategy in Peru which in turn is the formula for achieving two of the four
Mission goals, i.e. 1) Stimulating Economic Growth with Increased Bquity. and
2) Improving Institutionsl Capacity to Manage Development. This Project =ill
contribute to goal 1 by promoting improvements in the policy and regulacory
environment needed to generate private sector investment, production, exports
and employment which are & precondition for Peru resuning its debt ser-ice
payments and meeting domestic needs. The Project will be a cornerstone o the
Mission's program to improve the institutional capscity to manage developmant,
both in the private and public sectors by: developing the analytical and
policy formulstion resources of both sectors; promoting self-sufficient
private sector associstions which support long term private enterprise
development Initiatives; and forging dislogue linkages between the formal
private sector, the informal private sector and the GOP.

14



17

As noted adbove, this Project is not only related to other Mission
projects, but also forms the bdasis for 1) Project policy directions and
technical assistance initiatives to increase the private sector's direct role
in all areas of Peruvian development (i.e. health, sgricultural, private
enterprise and education); and 2) policy dialogue with the GOP which will
result in streamlined, rationalized regulatory environment which supports a
larger development role for the private sector in Peru.

I11. DETAILED PROJECT DESCRIPTION

A. Project Goal and Purpose

The goal to which this Project contridbutes is the promotion of
economic growth and emplcyment in Peru through the alleviation of policy,
institutional and attitudinal constraints which inhibit expanded private
sector investment, production, exports and employment.

The purpose of the Project is to promote policy dialogue and reform
through the improvement of: 1) the institutional capacity of the private
sector to research and analyze key issues of national importance and to engage
in constructive policy diaslogue with the GOP; 2) the institutional
organization of the private sector (formal and informal) around key policy
issues of broad significance; 3) the institutional capability of the GOP to
research and analyze similar policy issues; and 4) the enhanced understanding
of the positive role of private enterprise and its potential economic
contributions.

B. BEnd-of-Project Status

The components of thbe Project aim to develop the institutional
capability in the private and public sectors required to formulste development
strategies and policies for stimulating investment and ecornomic growth.
Specifically, the conditions that will exist at the end of the Prcject include
the following.

1. A strengthened private sector umbrella organization, CONFIEP, as
indicated bdy:

Substantially increased membershiv., with particular emphasis
on provincial, agricultural, informal, finan-ial and other sectoral
sspoclations, In addition, linkages would t: established with other
associations where formal meabership in CONFIEP is not imnediately possidle or
desirable.

Professional economic research ant analysis capability bdased
on the hiring of a highly qualified professional and support staff, and the
contracting of special studies over the life cf the Project.

. Hational recognition of CONFIEP's leadership role in areas of
broad interest to the private sector, developed through: the sponsoring of »
presentations by distinguished speaker series, regular luncheon fora and major
conferences; the publication of a newsletter, economic analyses and studies;
organization and operation of a madis campaign to improve pudlic understanding
of the private sector and its role in the economy; and an establighed system

2



of policy dislogue and review with the GOP on economic and regulatory issues.

Incressed financial support from members or other non-AlD
sour-es, resching, by tha last year of the Project, 100% of the costs required
to {inance COBFIEP's core activities and st least 57% of total Project costs
for this component. This increased financiesl support will insure the
continued viability of CONFIEP without further AID sssistance.

Linkages and coordination with the GOP and ILD in the
planning and implementation of research activities and conferences.

2. Improved national understanding of the need for private savings
and investment in order to stimulate economic growth, to dbe indicated by:

The establistment of specific mechanisms (consultative
commissions, worklng groups, etc.) for public-private sector policy dialogue
on how to stimulate private savings and investment, generate employment,
increase exports, address the foreign debt, privatize state owned enterprises
and decentralise the economy.

The successful organization of the conferences, the speskers
series and research’/analysis activities around these themes.

GOP eliminstion/modification of policies and regulations to
improve the business climate,

3. greater understanding, within and beyond the privete sector, of
the meaning and role of private enterprise, characterized by:

increased recognition among formal and informal enterprises,
of the "informals™ as an integral part of the private sector.

Successful organization of one of CONFIEP's major

conferences, and the concentration of some of the research activities, around
this thenme.

Public-private sector policy dialogue on how to stimulate
broad-based savings and investment (and consequently production, employment
and exports) rather than on specific "deal making” for further privileges.

Publicstion and dissemination of ILD's research.

4. Strengthened policy analysis within the GOP:

Strengthening the analytical and policy coordiantion and
implementation capacities of policy analysis units principally in the BCR and
HEF, to serve more effectively as key focal points for economic research and

snalysis within the government, at least of issues related to savings and
investment and exports.

Training of individuals within the policy analysis units.
Completion of studies on constraints to and opportunities for

investment and economic growth and subsequent changes/modifications to
specific lsws and regulations to improve the business climate.
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5. 1Initiation of a constructive private-public policy dislogue

focused on how to stimulate investment and economic arowth:

Invitation of public sector officials to participate in
CONFIEP sponsored conferences and seminars.

Establishment of regular linkages between CONFIEP and the
GOP's policy analysis units (e.g. monthly lunch meetings).

Esteblistment of public-private sector task forces or
commissions to study key policy and investment related issues.

6. Strengthened regional privete sector associstions ané development
of effective linkapes between COWFIEP and the repional associstions.

C. Project Activities

The Project consists of four separate but related components:

1) Institutional development of CONFIEP and strengthened research
and anelysis capability in the formal private sector (including assistance to
sectoral and provincial associations).

2) Further strengthening of ILD in its efforts to research and
document the role of the informal sector in the economy and to advocate a
policy framework more conducive te investmen! ané "integration”™ into the
formal economy.

3) Development of a strengthened economic policy analysis capability
in the public sector.

4) Guidance and support to: assure coordination among participants;
assure Project monitoring, eveluation and regular Project adjustments; help
stimuilate and focus dialogue on key Project themes; and identify and follow up
opportunities for private investment and export development.

The need to divide the Project into four separate components is a
reflection of the problem which the Project 1is intended to address.
Specifically, the policy and regulatory framework has contributed to an
economic crisis as well as to the fragmentation of the private sector (formal
vs. informal, and along sectoral and regioral lines). 1In order to develop an
appropriate economic strategy and policy framework, it is necessary to work
individually with the key actors whose cooperation will be required: the
formal private sector, informal privaete sector and government. However, by
working with each actor under an integrated Project structure and towards a
common goal, the Project will reduce over time the institutional fragmentation
88 well as lead to the formulation of policles more conducive to investment
and economic growth.

The activities associated with each of the three Project conmponents
are summarized below and presented in detail in Section IV. A.

1. TYormal Private Sector Component

&



The principal thrust of this component involves the institutional
strengthening of CONFIEP as an umbrella organization for the entire private
sector and afs a8 more effective catalyst of economic research and policy
dialogue. The principal elements of this component will include:

Institutional development, specifically the Thiring and
development of staff for supervising economic studies, pudblic
affairs/pudblications and membership affairs.

Studies and pudlications, including preparation of position
statements on major policy 1ssues, publication of conference and working
comisgion papers, publicstion of & bi-monthly newsletter and funding and
disgsemination of studies to be prepared and/or sponsored by member
associations.

Meetings, forums, and conferences organized around two
general themes ---- the role of the private sector and its role in economic
development and job creation, and the mobilization of private savings and
investment .,

Technical assistance to CONFIEP in organizational
development, orientation and support of the economic studiec department, and
general support in the areas of investment and export development.

Training for CONFIEP and member association staff.
Punds to strengthen sectorul asgocietioms.

In sddition to the sassistance to COEFIEP, (his component of the
Project will provide funding to epecific regionzl =zscociations which are
members of CONFIEP. Initially assistance will be provided to the chanbevs of
Commerce and Industry of Arequipa and Trujillo, primarily for staffing and
strengthening  of their economic anslysis and invesiment promotion
capabilities. Opportunities for working with other regional chambers will be
identified during the c¢ourse of the Project. The principal purpose of the
agsistance to the regional chambers is to improve their capability to promote
investment in their respective regions, thus contributing to decentralization.

2. Informal Private Sector Component

This component will provide the ILD with financing to continue
its research and enalysis on the informal sector and its advocacy of legal and
regulatory reforms. The latter would be aimed at overcoming the factors that
have led many entrepreneurs to establish "informal™ rether than formal
enterprises. Principal elements would include:

Institutional support simed at improving ILD's capability to
review and respond to public policy initiatives, edvocate policy reforms and
coordinate with formal business sector entities.

Studies of legal and regulatory constraints affecting
informal enterprises and the economic role of the informsl sector.

3. Public Sector Cogponent
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The principal thrust of this component is to support appropriate
sctivities within the GOP that strengthen the coordination, policy analysis
and impiementation capacities of key Policy analysis units in areas relating
to private sector investment and export promotion. Major elements would
include:

Punding of studies to anslyze constraints and opportunities
for private sector savings aend investment, as well as other key econcmic
policy related issues, in order to demonstrate the value of such studies to
the GOP.

Strengthening of appropriate GOP units principally in the BCR
and MEF to serve wmore effectively as focal voints for poliey snalysis
gpecifically of savings and investment related issues.

Training and technical sssistance to support the professional
development of appropriste staff.

Ability to dialogue with the privaete sector and involve it in
the policy reform process.

4. Project Guidance and Coordination

In addition to the direct support for the three components
described above, the complexity of the Project requires a separate management
and coordinstion component that involves long term technical assistance to
undertake the following:

Pursuit of concrete linkages ané coordination among the
principal sctors (CONF1EP, regional Chambers, iILD, and GOP).

Monitoring, evaluation and adjustmon’ of the Project to
reflect initial results and changing circumstances.

Help define scopes of work for studies’/analyses and short
term technical assistance required in other Project components.

Identification of opportunities for working with the GOP,
specifically in policy analysis and reform.

Identification and follow-up of opportunities involving
private sector investment and export development initiatives.

This component of the Project involves three separate elements:
1) the Project Guidance and Coordination, consisting of a Project Coordinator
and Assistant Project Coordinator, with responsibility for both assisting AID
in the monitoring of the Project and providing guidance and coordination in
the implemantation of the three principal Project components; 2) technical
sssistance to the various institutions involved in this Project, in the areas
of investmant and export promotion. The experts to be funded would provide
assistance to COWFIEP, regional and sectoral associstions, and the GOP in
identifying policy issues affecting savings and investment, defining
eppropriate studies and policy dialogue sctivities, and identifying specific
opportunities for investment and export promotion that could dbe followed up by
these institutions; and 3) audit and evaluations which will be carried out to



better insure appropriate use of Project funds and success towards meeting
Project goals, objectives and benchmarks.

IV. PROJECT ANALYSES
A. INSTITUTIORAL ANALYSIS

1. Formal Private Sector

a. Analysis

The Peruvian private sector is now just emerging from a
period of fragmentation, isolation, end weak leadership. Beginning in 1968,
the Velasco pgovernment launched an attack on the Peruvian landowning
"oligarchy” (which eventually came to include most large businesses) and their
allies, foreign capital. Given the adverse climate created for the private
sector, investment stagnated. 1In addition, the Velasco government pursued a
strategy designed to divide and conquer the private sector, wutilizing
government privileges and sanctions to play one sector off against another as
they struggled to survive in a difficult policy environment. The
government-private sector relationship was aptly summarized by Alejandro
Tadini, President of IPAE, in a 1974 speech to CADE:

"There is 8 valid comparison of the Peruvian state and a train
coming from afar which, six years ago, took on a new crew, this
time in uniform. Those who were at the station waiting to board
took different attitudes. Many got on board immediately for
different reasons: some tc enjoy the ride while it lasted;
others to help guide the train for honest and patriotic reasons;
and still others to persusde the crew to reroute the train in
benefit of their own narrow interests. Others failed to to get
on board and tried suicidally to derail it rather than adapt to
change.

This historical development of the Peruvian private sector poses
a challenge and a dilemma. The challenge is to encourage emerging leaders of
the private sector to overcome fragmentation, isolation, and the excessive
reliance on government privileges, and to speak with one strong voice on
national issues through CONFIEP. The dilemma is that sectoral divisions and
regional rivalries are still strong, and that CONFIEP is a relatively new
organization with few resources. Moreover, many branches of the private
sector are either weakly organized (e.g. the Radio snd Television Association,
many of the regional chambers) or without representstion entirely. Thus, it
is recommended that a strategy to strengthen the formal private sector
concentrate on CONFIEP but also direct resources to the sectoral chambers and
the regional associations. The objective is to strengthen existing
institutions, and foster strong linkages among CONFIEP and its sectoral and
regional members. This will bde accomplished through institutional
developoent, studies and communicetion, technical assistance and training,
improved dialogue with the government, and changes/modifications in policies,
lows and regulations.

i)  CONFIEP

In order to galn credidbility, build private sector
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consensus, and contribute to improving the economic policy environment, as
well as to improve its long term institutional viability, CONFIEP needs to
teke a leadership pcsition in defining, researching, and discussing the Xkey
policy issues affecting private sector investment. It should, in effect,
develop a consensus-building rationale of the positive role the private sector
can play in helping to overcome the economic crisis. CONFIEP must avoid
making pronouncements on all governmental actions considered prejudicial to
private sector interests; rsther, it should concentrate on issues of national
significance, leaving to the sectoral chambers the defense of more narrow
interests. The strategy is to define CONFIEP as & nsational business
association, one uniquely capadle of initisting policy dialogue with the
government .

The first requirement is for CONFIRP to refine its
economic philosophy which clearly delineates its role from its member
associations. This policy statement shouid not be a stale repetition of
economic liberalism, but rather take account of Peruvian realities, including
the role of the ststa and the need for productive investment. It should
elaborate CONFIEP's stuted interest in the issues of regional development and
decentralization, constraints to savings and investment, labor productivity,
the informal sector, foreign commerce, and fiscal and monetary policy. This
will enable CONFIEP to establish a conceptual framework for its activities,
one which will allow it to set the policy agenda for dialogue with the
government and prevent its misuse by mexber associstions for narrow sectoral
ends. CONFIEP's "misgsion” should also enable its board of directors to
identify topics of critical importance a year or more in advance to guide
research and studies (in-house and by contractors) and to react to issues
which erise iumediately thet lepitimately affect bdrowd privete secior
interests.

The second requirement for CONFIEF is 8 strengthered
organizational structure. The current administrative scheme is appropriate
for a small, understaffed association with a very limited budget and designed
only to cocrdinate private sector positions. It will not serve a powerful
organizstion with a pgrowing budget, technical staff, and an expanding
membership.

Early in the Project, an organization/process expert will
be contracted to undertake an analysis of the organizational structure
best-suited to the accomplishment of CONFIEP's objectives (consensus-building,
conflict resolution, private sector advocacy) within the Peruvian business and
government environment. In addition to examining in detail how Peruvian
business associations are structured, the analyst should look at the
organizational structures of major business associstions in Colombis, Spain,
and Venezuela. This might be followed up by exchange visits of CONFIEP
leaders with their counterparts in these countries.

CONFIEP has analyzed the national business association
confederations of Mexico, Spain, Switzerland and Venezuela (in terms of their
goals, objectives, actions, organization, membership, etc.) in order to draw
from international experiences of institutions similar to itself. This
snalysis (see Annex XI, No. 14) has been reviewed and determined to de a
valuable guidance document.

The following diagrams present possidle organizational
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arrangements for CONFIEP at the end of the first year of the Project and by
the end of the Project. These are illustrative and will benefit from the
recommendations of the organization/process expert.
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The third requirement for CONFIEP is the solidification
of its national membership base. CONFIEP originally only represented the
largest, Lima-based industrial, mining, and commercial concerns. However,
sore recently large segments of the private sector including services,
agriculture, private banke, and regional chambers have become members. Tnis
expanded membership base is a major achievement which will require a
sophisticated organizational structure and decision making process to respond
to diverse demands.

CONFIEP is taking active measures to cspitalize on and
increase the interest which regional and sectorsl associations have shown in
it thus far. 1In May of 1986 CONFIEP held an impromptu seeting open to board
of director members of all private sector business aspociations to discuss the
economic situation of Peru since 1970, the role of privaete enterprise in
Peruvian development, and to take stock of private businessmen’'s concerns
under the current government.

The degree of influence which CONFIEP has already gained
is portrayed by the fact that the meeting, which was called on very short
notice, was heavily attended by board members from regional associations
throughout the country; the number of attendees surpassed 200 and thereby far
exceeded original expectations of 50-100 people.

The fourth requirement for CONFIEP is the creation of a
department of economic studies capable of guiding serious economic research
and communicating its findings to the government, the business and scademic
worlds, and the public at large. Without such a capacity, COWNFIEP will not be
able to set the policy agenda, respené in a timely faghion to pgovernment
initiatives, contract and coordinate thr economic gtudies of member
associations and other research institutionu wnor forge a united position on
igsues of common concern to the privste cector. CONFIEP must have the
technical capacity to argue its case before the government and the media, and
this position must be perceived as representing the private seclor as & whole,
not one of the technical studies of its member associations. 1In addition, the
economic studies department would provide an in-house capacity to coordinate
and monitor the work of the permanent commissions and direct the work of
outside local and international contractors.

The final requirement for CONFIEP is the formation of a
leadership cadre dedicated to the success of a nstional organization and
devoted to the promotion and defense of private enterprise in Peru. Evidence
of such leadership exists in the very establishment of CONFIKP. However, this
commitment will be tested as CONFIEP grows, sectoral dissgreements emerge, and
the financial viability of the organizastion becomes an issue. With regard to
the latter, AID's financial contribution is 4zsigned to decline over time,
coming to an end after five years. The Peruvian private sector will have to
step forward during this time, providing an increasing share of the financial
burden and ultimately sustaining COWFIEP's activities. In this regard, it has
been recommended that CONFIEP's current leaders approach leading bdusliness
figures in Peru to form a "Patrons Council™ to underwrite a portion of the
sssociation's annual operating budget and/or estadlish an endowment similar to
AID's contribution.
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ii) Sectoral C.ambers

The requirements of the sectoral chambers vary
considerably, depending on their size, representativeness, budget, goals and
organizstional structure. The Wational Association of the Fishing Industry
(SWP), for example, is well-organized, amply funded ($744,000 per year)
technically competent, and able to promote its members' interests. The Radio
snd Television Association (ARTP), by contrast, is badly in need of resources
to expand its membership base and provide minimal services to its members. 1In
general terms, the most that can be said is that some require funds for
institutional development and technical assistance, others could use help only
for conducting and publishing sound economic studies, while a third group's
interests could best be served through a strengthened CONFIEP. (See Annex-I).

In order to both strengthen CONFIEP and the sectoral
chambers, it 1is recommended that a portion of the grant to CONFIEP
(approximately $295,000 over four years) be set aside to assist the member
chambers in developing their institutional capacities. With the approval of
CONFIEP's board and within the guidelines established by AID, these funds will
be used to support institutional development (e.g., pudblications, services,
technical assistance), conduct economic studies of sectoral issues relevant to
the overall approach of CONFIEP, provide for international travel and
participation in specialized conferences, and facilitate wmember chambur's
dialogue with the government of Peru. However, for both administrative and
institution-building purposes, it is important that resources be disbuised
through CONFIEP rather than through separately signed grant agreements vith
individual chamdbers. Each member of CONFIEP should be encouraged to formu:)ate
8 proposal to CONFIEP's boa~d. Priority should be givern to those propou:als
most beneficial to the advancement of the private sector as a whole anc to
those chambers most in need of funde to stirengthen thelr activilies
specifically related to investment and export promotion efforts.

1ii) Regional Chambers

With the notable exception of Arequipa, Peru’'s regional
business associations are seriously underdeveloped. In part this is due to
the excessive concentration of economic power in Lima (over B80 percent of
non-agricultural economic activity is concentrated in the capital) and in part
to the lack of agricultural associstions as a result of the land reform
process.

Strengthening of regional chambers of commerce is
required in support of the government's (and AID's) objective of economic
decentralization. These chambers can play an important role in highlighting
(through studies and publications) policies that discriminate against
investment in the provinces and agriculture, as well as indiceting potential
investment opportunities.

CONFIEP will channel $360,000 to the regional chambers
over a four year period. 1Initially most of these funds would have to bde
channelled to the Arequipa Chanber (which is easily capadle of adsorbing and
utilizing additional resources) and the Trujillo Chamber (which is badly in
need of an injection of resources to provide bdasic services to wmemders).
Other regional chambers may include Piura (to strengthen its activities in
agridusiness in coordination with the University of Piura, a participant in
the Management Improvement Project), 1Iquitos, Chimbote and Cuzco. The
strategic thrust of these funds will be to promote regional development and

i
i



investment in Peru's provinces.

At present, even minimal statistical information on
Peru's provinces is unavailable, potential domestic or foreign investors have
no one, centralized location to obtain advice on local production capacities
and sales, infrastructure, taxes, investment incentives, the labor force,
etc. Programs avajlable to the Arequipa and Trujillo Chambers will focus on
studies of regional development, investment promotion activities, and
organizational technical assistance.

b. Activities

The strategic thrust of this Project is to develop consensus
within the private sector on key policy issues and to improve the capacity of
business associations to communicate effectively with the GOP. Equally, the
program will identify and support thcse agencies within the government of Peru
best able to analyze the problems of savings and investment and implement the
results of their research. These oljectives will be accomplished thrcugh
institution building, studies and publications, conferences and seminars, and
technical assistance and training.

The Project strategy is tn initially focus analyses ang
GOP-private sector dialogue around savini:s, investment, and consequently,
employment generation, because these topics are "safe" vehicles for pclicy
reform against which neither the GOP nor piivate sector will have okjecticns,
Once the basic consensus for policy reforr has been established around these
"safe” topics, more specific and difficult areas of policy referm, which are
still related to increased investment, exports, etc, can be addressed sush as
labor stability, deregulation and divestiture.

i) CONFIEP
(a) Institutional Development

Immediate steps are necessary to strengthen CONFIEP's
administrative and analytical capacity. The new government has made overtures
to the private sector through CONFIEP, partly in response to early con*tacts
which CONPIEP established with the APRA party by presenting working documents
which showed that CONFIEP is willing to work with the GOP to overcome the
economic crisis in Peru (See Annex XI, Nos. 2 and 3). This opportunity must
be maximized by increasing CONFIEP's technical expertise to engage the GOP in
meaningful discussion of key economic 1issues. In the short term, this
technical expertise can only be provided through contracting economic
consultants, therefore, CONFIEP will use some of the grant funds to develop
it's adwinistrative capacity to compete, contract and manage technical
assistance contractors. The Project envisions CONFIEP contracting four

technical studies, to be defined by the board, in the first year of the
Project.

Over the longer term - and beginning in 1986 - CONPIEP
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must develop its own department of economic studies. This is essential if
CONFIEP is to achieve consensus among its members on broad economic policy
issues, gain credibility with the GOP and public opinion, and make rational
use of local and interriational consultants. The department should consist of
a senior economist and two assistants (one at the masters level and one a
recent university graduate). The senior economist should be widely respected,
have both private and public sector experience, be able to communicate with
government officials on a technical level, and have a demonstrated capacity to
deal effectively with the press. The senior economist will be responsible for
initiating and supervising economic studies contracted by CONPIEP,  for
coordinating the economic work cf the permanent commissions, and for insuring
the quality of CONFIEP's economic policy recommendations to the government.
The two assistant economists will play a key role in preparing position
statements on critical policy issues.

A second institutional requirement for CONPIEP is the
strengthening of public affairs/publications activities, including the
establishment of an appropriate department. The duties of this office would
include planning and execution of conferences and meetings (with assistance
from consultants), publication of a bi-monthly newsletter on the association's
activities, production and distribution of special economic studies, and the
planning (with consultants) and publishing of a quarterly magazine of general
interest to the Peruvian private sector. This office should be headed by a
senior public relations professional, assisted by a highly campetent
administrative assistant,

CONPIEP's small staff is currentiy doing an admirable job
of issuing public statements in support of private enterprise, rplanningy a
national conference (see Annex XI Nos. 1! and 15 respectively), preparing for
the first issuie of a bi-monthly magazine, and corresponding with key GOP
officials ‘see Annex XI, Nos. 4-10). However, given CONFIEP's ambitious
agenda to expand and solidify its regional presence, and the numerous
applications for admittance which it is receiving from diverse business
associations, CONFIEP will clearly need the full-time services described above
to coordinate and produce effective publicity and educational campaigns aimed
at improving the image and knowledge of the private sector, as well as
promoting policy and regulatory changes needed to stimulate private enterprise.

The third requirement for CONFIEP is the hiring of an
assistant director for membership affairs. This individual will Dbe
responsible for broadening CONPIEP's membership base, maintaining close
contact with sectoral and regional chambers, and providing appropriate
services to CONFIEP's members. For example, this office would be responsible
for fostering the growth of new associations in unorganized business sectors,
strengthening regional chambers, and maintaining liaison with the i{nformal
sector. Further, he/she will coordinate CONFIEP's outreach activities, being
responsible for arranging specialized seminars and meetings for the regional
associations. This office would consist of one professional and a secretary.

Finally, it 1is essential that CONPIEP acquire i{ts own
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office space. This is important not ornly because CONPIEP's activities will
demand more space than can be provided by member organizations (e.g.,, several
offices, a conference room, a large auditorium) but also to establish the
identity of CONFIEP as a thriving, active organization with its own
headquarters. Within the Peruvian political culture, an association achieves
added importance and prestige from its own physical plant,

(b) Facilitating Dialogue

$245,000 of the grant to CONFIEP is allocated to
facilitate dialogue with the government and forge consensus among the private
sector. CONFIEP will require an active studies and publications program to
achieve this, As mentioned above, the program will consist of special
economic studies, a bi-monthly newsletter, and a quarterly magazine.

Initially, the special econowmic studies will be highly
technical studies of key economic issues facing Peru and will offer specific
policy recommendations. CONFIEP's board will identafy four key policy issues
of concern to the FPrivate sector, and then commission technical studies by an
economic consulting firm or academic research entity. Special care will be
given to select cross-cutting policy issues and to avoid those that favor some
sectors over others. Topics could includes opportunities and constraints for
private savings and investment, private enterprise and its role ang potential
contribution to development; the food production system and recommsnded
special incentives for production, labor productivity;, foreign debt and its
implications for private enterprise deve.iopment; regional/urban/rurel ecom -nic
integration; etc. Approximately four studies wili b prerazed each year of
the Project. These studies wou.id be 40 to 60 pages in lencth, beginning ' ith
a statement of the problem, followed by an analysis of <he issues, and e€n’ing
v th concrete proposais of how the private sector and the government can work
toward their resolution. Approximately 3,000 copies will be printed and
Jistributed to gcvernment officials, businessmen, the press, and universities.

After the first year of policy studies, OCONFIEP will
broaden the focus of this publication series to include the results of special
conferences, the output of the permanent commissions, and the work of the
economics department.

A  Dbi-monthly newsletter is an essential inteinal
communications component of CONFIEP's efforts to unite the private sec:ur.
The 4 to 6 Page newsletter will provide information on the associatinan's
activities, highlight upcoming meetings and conferences, publish snort
articles on the contributions of the private sector to national developuznt
and social well-being, and present the assoclation's views on leading econcaic
issues of the day.

A carefully structured program of meetings, forums, and
conferences with broad national participation will assist CONFIEP in
developing private sector consensus, disseminating its research regults,
forging links with the 4overnment and the informal sector, and building the
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prestige of the organization. Over the next four years, CONPIEP will focus
its yesearch and conference activities on two major themes: the role of the
private sector in national development and the general issue of ‘savings and
investment in the Peruvian economy.

The first thrust of research and outreach activities will
be on broadening the concept of the role of the private sector in the Peruvian
economy and of its contribution to national development. The objective will
bs to change public and governmental perceptions that private enterprise in
Peru is synonymous with a small elite. Research activities, coordinated by
CONFIEP's economic studies department in collaboration with the sectoral and
regional associations and the informal sector (ILD), will develop a data base
and profile of the Peruvian private sector. This effort will be partly
directed at erasing the artificial barriers between the formal and informal
sectors which have been one of the indirect economic distortions brought about
by Qdefective economic peolicies (administratively oriented, non-market
responsive). In addition, estimates will be made of the private sector's
contribution to national Jevelopment in terms of employment, investment,
wealth creation, and national well-being. The results of this research effort
will form the basis for a 2-3 day national conference and perhaps a media
campaign.

The second research and outreach activity will focus on
the necessity of mobilizing savings and investment in thre Peruvian economy,
The purpcse will determine the policy reguiremente nacessary to incresse
significantly private savings and investment to promote economic growth and
export earnings. The results of the reseirch effort wili be presented at a
joint government-private sector forur designed to discuss an3 resolve the
roadblocks to ecocnomic growth in Peru.

Figure 3 (page 34 ) presents the outline of research in
these areas, culminating in a major conference in both 1387 and 1288.
However, the immediate needs of CONFIEP to Jemonstrate a high level of
activity and establish a policy agenda require an interim series of meetings
before research results and conference activities come on stream. Beginning
in 1987, CONFIEP will initiate a distingquished speakers series. Prestigious
businessmen and academics from Europe, Latin America, Asia, and the United
States will be invited to address selected Peruvian audiences during a 2-3 day
visit (2 small meetings, 1 large audience, and, where appropriate, a day visit
to Arequipa or Trujille).

(c) Sectoral Relations

$295,000 of the grant to CONFIEP will be allocated to
support the institutional development and studies activities of its members.
In the case of existing CONFIEP members, criteria for the allocation of funds
will be as follows: activities that strengthen the private sector as a whole,
activities designed to strengthen the institutional and service capacities of
financially weaker associations (newsletters, publications, membership drives,
information, etc.), and economic studies by member associations which are

N


http:design'.ed

- 33

directly related to CONFIEP's strategic emphasis on the private sector and
national development and the promotion of savings and investment. 1In the case
of new CONFIEP members, priority will be given to activities designed to
provide membership services.

In order to minimize or aveid sectoral disagreements over
the allocation of funds, a subcommittee of CONFIEP's board of directors will
be formed to administer the funds. In conformity with the guidelines
established in AID's grant agreement, and in consultation with the AID Project
Manager and the Project Coordinator, this subcommittee will decide the most
appropriate allocation of these resources.

ii) Regional Chambers

In order to strengthen the private sector generally,
contribute to the representativeness of CONFIEP, and build bridges to a
government committed to regional development and Jdecentralization, $80,000 to
$100,000 per year of the grant funds obligated through CONFIEP will be
allocated to regional chambers. Since the regional chambers have recently
become members of CONFIEP, the money earmarked for them would be channelled
through CONFIEP but coordinated with the Project Coordinator.

The strategic approach of the regional aciivities will be on
institution-building and the promotion of regional investmrnt. In the case of
the Arequipa chamber, the most pressing needs ares staf. support, including
an econarist to develop an analytical capacity within the association to
enable it to dialogue on an equal technical level with the Lima-based sembers
of CONPIEP and the national government, and an investment
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promotion specialist; a computer to help maintain a regional ststistical data
base; and financial support for studies and publications. In the case of the
Trujullo chamber, which is struggling to survive, funds will be made available
to increase services to members 4and to develop an investment promotion
capacity, including a data bank on the Trujillo region.

With regard to other regional chambers, the Project Coordinator will
undertake a study of the most effective role AID can play in assisting the
chambers in Iquitos, Cuzco, Piura, and other regional centers.

2. Informal Sector

The informal sector is institutionally weak, by de’inition,
since it consists of enterprises (individuals) that operate partially or
completely outside of the formal legal and regulatory framework. Although
parts of the informal sector have organized into ad-hoc associations, usually
to pursue a short term objective such as seeking better treatment from the
regulatory system, the "informales™ have serious institutional limitations for
several reasons:

Because they are outside the legal system, individuals
associated with the informal operations would prefer to maintain a low profile.

. Because "informales™ do not perceive themselves as forming
part of the private sector (as indicated by an ILD survey) they tend to lobby
for very concrete and specific interests rather than brosder "clase” inlerests.

Ad-hoc associations of “informales” would probebly not be
recognized ar lepitimate or of equa) standing by the govermvent or the formal
private sector; and many "informales'" would lack the financial resources to
pay membership dues.

Aithough in terms of numbers and overasll ecconomic
importance the “informales"” are very significant, both the lack of
understanding of their importance and their political diffusion limits their
political effectiveness.

Within this context the ILD was founded in 1980 as a research
institute seeking to develop a better understanding of the dynamics and
economic importance of the informal sector. Based on its initial findings
regarding the importance of informal economic sactivities in the Peruvian
economy, it has begun advocating policy and regulatory reforms aimed at
simplifying and facilitating the estadlistment and operation of these
enterprises (ultimately allowing them to become integrated into the formal
economy).

ILD's program has been evaluated as part of AID's review both of
previous support grants and of ILD's proposal (of April, 1985, see Annex 1V)
for additional support This proposal, as incorporated into the current
Project, will involve:

Institutional gupport for ILD to: institutionslize its
policy dialogue process; assist in implementing the changes in structure it
has recommended to the Fiscalia de la Bacion; promote pilot projects on
deregulation st the municipal level; coordinate and work jointly with formal
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sector business entities; advocate policy reforms aimed at integrating formsl
and informal sectors by improving the business climate for all enterprises;
and provide recommendstions to improve land titling procedures for the
informal sector.

Studies of topics such as: the procedures and requirements
necessary to establish legally a small enterprise; the simplification of the
costs and procedures involved in obtaining different personal identity
docunents; possible approaches for “formalizing™ commercial and construction
activities currently carried out informally; and estimations of the relative
importance of informal economic activity.

3. Public Sector

The GOP is still in the process of defining its medium and long
term economic development strategies. Thus far, the government has focused on
political and social concerns (e.g., reorganization of the police force, and
the war on drug trafficking and corruption) while limiting its steps in the
economic field to important but largely symbolic measures (e.g., the ceiling
on foreign debt psyments, the campaign against inflation and speculation,
consultations with the labor and business sectors). Even the exchange control
mechanisms implemented in August of 1985 were more for the purposes of halting
the loss of foreign exchange reserves and stabilizing the monetary situation

while the government prepares its economic program than part of a long-range
strategy.

The APRA--although & rmajor politlcs) force for nearly 60
years--has never governed Peru, and lacks & trained czadre of experienced
professional managers and technocrats. Moreover, APRL it & heterogeneous
party which has never had to confront diffieult economic policy choices which
potentially can undermine its cohesion and erode its bese of popular support.
This implies that a coherent economic strategy will be slow to emerge,
particularly since the GOP appears surprised at the magnitude of the economic
cerisis, the bloated size of the bureaucracy, the inefficiency of state
enterprises, and the level of official corruption.

Bevertheless, it 1is clear (as demonstrated in the background
section of this paper) thst the GOP will need private sector invesiment if it
is to achieve its twin goals, of growth and grester equity in the distribution
of wealth, enunciated by the President in his inaugural speech. Given the
economic crisis and the government's probable inability to attract foreigp
capital (either loans or investment), the state will soon realize that it
cannot be the engine of growth. As a result, it is expected that an
opportunity will exist for a shared role with the private sector in promoting
private investment and creating favorable conditions for economic growth.
Only by first creating s political, economic and legal environment conducive
to domestic investment, will the GOP then bde asble to attract the selective
foreign investment it claims to desire and appreciate.

AID plans to implement the public sector component through the
MEF and the BCR. Although the MEF and the BCR will take the lead role in the
pudblic sector component of the Project, the INP, and the MICTI may also
participate. 1In addition, AID should be alert to opportunities to assist new
governmental commissions or bdodies which might be created to study and make
policy recommendations on specific issues (e.g., capital markets, lador
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stability, small b.siness development, foreign investment, export promotion).

AID resource: to the government of Peru will be provided to key
policy formulation ent::::s such as the MEP, BCR and other appropriate
Ministries in order to .=v-ove coordination ani sharing of information among
these groups and strengthen their capacities to identify and analyze policy
options. It is expected that such assistance will help remove obstacles to
private sector investment (including informal sector investment) and/or
provide incentives to savings and investment. Within this overall thrust, AID
will give priority to research and policy formulation that remove artificial
barriers between the informal and formal sectors (thus pramoting efficiency
and growth) and correct the artificial market signals to which the informal
sector responds. The goal of the public sector component of this Project will
be to promote growth and employment in Peru bw reducing policy and regulatory
impediments to private sector investment, production, and exports.

Policy reform in the Peruvian public sector will be promoted
through institutional developmert and training, research and studies, and
regular dialogue with private sector representatives., Given the fact that the
APRA Govermment's policy planning formulation process is not yet clearly
defined, authorization of the public sector component will occur at a later
date (PY87) upon a clearer understanding of how the public sector cmponent
should best be structured. In fiscal year 1987, it is expected the: funds
will be made available for studies, training, technical assictance, 2 .etings,
conferences and international travel. In fiscal years 1988 and 198, these
activities would be expanded with almost $1 million being made availale. It
is anticipated that the success of the MEP and KCR in proaoting regyuletory
reform and increased investment will enable AID to rhase out its suppert
activities in 1990,

B. FINANCIRL ANATYSIS

The total Project budget is estimated at $9.38 million, of which AID
contributes $6 million and the host country (GOP and private institutions)
$1.380 million (see Table 6). The AID financial contribution is Qdivided as
follows: formal private sector - $2.005 million (33%), informal sector - $1.2
million (20%), GOP - $1.6 million (27%), and program guidance and coordination
- $1.195 million (20%), Counterpart contributions are expected as follows:
formal private sector $1.383 million; informal private sector $1.097 million,
and the GOP $0.900 million. Specific allocation of funds will depend on
opportunities which develop within the private sector (formal and informal)
and the GOP during Project implementation. The Project mu : be flexibly
designed to take advantage of events as they transpire in what will be a
highly dynamic policy and institutional enviromment. As discussed elsewhere,
this is especially important since economic policy formulation and
implementation are still at an incipient stage.

1. Pormal Private Sector

Of AID's $2.005 million designated for the formal sector, $1.645
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million is allocated solely to CONFIEP, and CONFIEP will channel $0. 295
million to sectoral associations ard $0.36 million to regional chambers (to be
disbursed through CONFIEP). fTable 7 (page ), presents a breakdown of the
formal private sector's budget by type of activity (institution building,
facilitating dialogue, strengthening sectoral and regional relations,
etc.) and by source of funds, AID grant or recipient counterpart. It
is important to note that AID's portion of the total Project cost declines
from 76 percent in 1986 to 43 percent in 1989. Moreover, AID's contribution
to CONFIEP's core programs is expected to be zero by the endo of the Project.
As the table indicates, two-thirds of AID funds are devoted to institutional
development (staff support, technical assistance, special studies, training,
and commodities), with the remainder going to facilitating dialogue ($245,000)
and strengthening sectoral ($295,000) and regional ($360,000) members.

Table 7, Part B presents the allocation of funds to the regional
chambers. The Dbulk of these resources are devoted to institutional
development and the creation of information centers about investment
opportunities in Peru's provinces. Initially, most of AID's funds are
earmarked for the Arequipa and Trujillo chambers, with an increasing
proportion to be maje available to other regional chambers as they propcse
strategies for their own institutional development, in consultation with
CONFIEP-USAID and the Project Coordinator. (In Annex VII a det:iled listing
of the assumptions on which these financial tables are based is presented.)

2. ONFPIEP': Funding Zapacity

The vultimate success of CONPIEP will depend on the willingress
of the private sector to continue to assume ownership of the organization an2
its activities, This Prcject is designed to demonstrate that CONFIEF can play
an important role in resolving conflicts within the private sector, producing
economic studies an? conferences whieh influence government poiicies, ari
sustaining a dialogue with the government on key eccrnomic issues. OONFIER's
current annual baudget isg nearly $100,000. However, the combined cperating
budgets of its members total over $3.0 million (see Annex 1). The President
and General Manager estimate that CONFIEP's budget grow to $200,000 in 1987,
based on a modest increase in the contribution from its members, the provision
of new services and direct contributions from key entreprenuers.

By the end of the Project period, it is expected that CONFIEP
will generate, from non-AID sources, 100% of the revenues required to finance
all core activities, and therefore will become financially self-sustaining.
The institution-building activities described above will result in both a
greater willingness on the part of existing association members to finance
CONFIEP's core activities and a much larger and stronger membership base.
More importantly, if CONPIEP can achieve its objectives, it will be able to
attract financial support from wealthy Peruvian entrepreneurs who support its
philosophy and goals, but prefer to remain outside of the formal structure of
private business organizations.
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3. Informal Sector (ILD)

£500,000 of AID's planned $1.2 million contribution to ILD has
already been obligated (June 20, 1985). The remaining $700,000 will be
obligated in ¥v86 and 87 and disbursed over three years. Approximately BO
percent of AID's grant to ILD is to be used for institutional development,
primarily for staff support and studies and publications. Table 9 {page )
presents data on the sources and uses of grant funds under the Project by ILD.

4. Public Sector

As noted above, this project component will be authorized at a
later date (FYB87) upon a clearer definition of the GOP's policy formulation
process, and thus a better understanding of how best to structure the
component. It is expected that AID's contribution to this Project component
will be disbursed over a four year period beginning in early FY87. Table 8
{page ) presents a propcsed breakdown of the uses of funds by activity and
source. This component will remain the most flexible of the four in order to
respond to particular GOP needs and to support USAID's general policy dialogue
objectives.

5. Project Guidance and Coordination

$1.195 million is budgeted for program management, with about
two-thirds allocated for the Project Coordinator and his/her deputy. The
individuals who occupy these positions are crucial ©o the success of Lhe
Project, and they will be contracted by USAID as soon as possible to
familiarize thexselves with the scope of the Project and its sensitivity
within AID's program, and to private sector efforts to engage in dialogue with
the government. Funds are also provided in the component for USAID to
contract two irvestment, savings and export development specialists who will
work with the various institutions involved in the Project to define key
policy issues related to investment, savings and exports, prepare scopes of
work for and supervise appropriate studies, recommend policy dialogue
activities, and identify investment and export opportunities, and savings
possibilities. This direct USAID technical assistance will be critical in
insuring that the institutions involved in the Project stay on target with
their activities and maximize their effectiveness. Initial contracting and
procuring assistance will be provided to CONFIEP through this technical
assistance while OONFPIEP strengthens its administrative capacity in this
area. Finally, funds are budgeted ($195,000) for a formal audit, financial
reviews and evaluations. Given the diversity found in the groups among which
this project will coordinate policy Qdialogue, the sensitivity of the issues
involved in this dialogue, and the fluid nature of both the economic
environment and the GOP's political needs, this Project has been designed to
be flexible in response to the changing conditions of the Peruvian
environrent. Therefore, evaluations are critical to this Project as they will
assess the success of the Project in its current form, determine which changes
are needed, i{f any, and make recommendations on how and when to make needed
adjustments. Table 10 (page 44) provides the budgetary details on this
component of the Project.
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Tabie 6
Summary Financial Plan

AID BC Total
I, Formal Private Sector
a. CONFPIEP
1. Institutional Development 1,105,000 781,000 1,886,000
2, Pacilitating Dialogue 245,000 395,000 640,000
3. Strengthening Sectoral
Relations 295,000 100, 000 395,000
Subtotal CONFPIEP 1,645,000 1,276,000 2,921,000
b. REGIONAL CHAMBERS
1. Institutional Development 250,000 100,000 350,000
2. Pacilitating Dialogue 110,000 7,000 117,000
Subtotal Regional 360,000 107,000 467,000
Subtotal Pormal Private Sector 2,005,000 1,383,000 3,388,000
I1. Government of Peru®
a. Institutional Developmant 1,410,000 755,000 2,1€5,000
b. Pacilitating Dialogque 190,000 145,000 335,05¢
Subtotal 5IP 1,600,000 900,000 2,500,000
I1T. Informal Private Sector
a. Institutional Development 950,000 1,097,000 2,047,000
b. Pacilitating Dialogue 250,000 0 250,000
Subtotal Informal Private Sector 1,200,000 1,097,000 2,297,000
Iv. Project Coordination, Support &
Evaluation
1) Project Coordination 650,000 0 650,000
2) Specialized Project Support 350,000 0 350,000
(T.A.)
3) Audit and Bvaluations 195,000 0 195,000
Subtotal Coordination 1,195,000 0 1,195,000
TOTALS 6,000,000 3,380,000 9,380,000

*Subject to authorization of the Public Sector component.
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Formal Priwate Sector

By Project Year (PY)

Gmand Totals PY |% P 2 PY 3 0
AID IC Thtal A IL Total AID I Total A Total AD K Weal
GRMAL PR TVATE SECIDR 2,005 1,383 3,388
(WNFLEP
1. Institutionl Developmers 1,105 781 1,886 3z 323 254 156
a. Staff 290 415 705 94 0 144 94 80 a 67 120 187 35 165 20
b. TA 480 ) 480 16V 0 140 145 0 145 120 0 120 75 0 75
c. Stulles 180 88 268
TA 77 30 107 45 10 by 2 10 32 10 10 20 0 0 0
Prad 'n 103 58 161 17 1 27 2 13 39 k| 15 45 30 20 W
e. Office Spsce 0 200 200 0 45 45 0] 46 46 0 54 54 (4] 59 55
f. Commodities 48 » 76 43 25 o8 3 1 4 1 1 2 1 1 2
2. Facilitating Dilslogue 245 395 640 45 115 160 130 30 160 65 95 160 5 155 1
3. Sectoral Relat ions 295 100 k3 60 y. ¥ & 65 30 95 85 25 10 85 25 L
ONFIEP SUBIDTAL 1,645 1,76 2,921 417 20 757 518 220 738 404 335 739 266 ) 687
REGDNAL CHAMBIRS
- Arequipa 129 85 214 45 9 S 3% 17 53 k 1 25 55 18 % 52
- Trujtlo 9] pJ] 113 x 2 ? 23 5 28 26 6 30 19 9 28
- Others 140 ) 140 0 0 0 4 0 40 40 0 40 30 0 0
EGINAL SUBTOTAL %0 10 467 100 T 151 99 7] 121 9% 31 125 6 43 110
DTAL FORMAL HRIVATE SECTOR 2,006 1,383 3,388 S7I7 291 864 a7 262 859 498 366 864 30 W4 797
TIGTAL S® 41X 66t & X 2 S&Z 4= 3 o

"PY 1 will begin hme 1, 1986 ard end May 31, 1987; other P¥s [allow commecu fvely in 1£ mo¢h perlais.

S
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Public Sector by Project Year (PY) =«

Table 8

uss (000)
PROGRAM WMIUKNENTS PY 1 Py 2 PY 3} PY 4 PY 5 TOTAL
USAID MP USALD QP USAID QP USAID WP USAID QP USAID Qpr Toral
I. Instftutional Development
a. Staffing Support 25 25 ) 75 100 125 75 175 25 100
b. Technical Agsistance 25 75 75 50 25
c. Studies 50 10 150 20 200 20 200 30 100 20
d. Training 10 10 Jo 20 40 20 35 20 15 10
e. Offlice Space 5 10 10 10 5
f. Commoditles 5 5 10 S 10 10 5 10 5
- '
SUBTUTAL INSTITUTIONAL SUPPORT 115 55 340 120 425 185 Jos 245 165 140 1410 755 2165 N
]
I1I. Facilitation Dialogue
a. Meeting & Conferences 10 5 30 i5 40 20 35 20 15 15
b. Press/Publicicy 5 5 5 10 10 5 10 5
c¢. Public Educ. Campaign 5 5 10 5 10 10 10 10 5 5
SUBTOTAL FACILITATING DIALOGUE 15 15 45 Z8 60 40 50 40 20 25 190 145 335
TOTAIL PUBLIC SECTUR 130 70 385 155 485 225 415 285 1565 165 1600 900 2500

U\
LALN

*Subject to authorization of the Public Seclor Cowrlonent
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Table 9

Informal Private Sector
by Project Year (PY)

Us$ (000)
PY Ox _PY1 PY 2 Total
AlD HC AID HC AlD HC AlD HC
1. Institutional Nevelopment
@a. Staffing 144 80 140 68 60 52
b. Technical Assistance 67 1] 10 0 70 0
¢. Studies & Pudblications 200 400 130 300 50 155
d. Commodities 9 25 10 10 0 7
SUBTOTAL INSTITUTIONAL DEVELOPMENT 420 505 350 3?g 180 214 950 1097

2. Paciliteting Dialogue

a. Meetings & Conferences 71 0 80 0 50 0

b. Press/Publicity 0 v 10 0 10 0

c. Public Education Campaign 9 0 10 0 1.0 0
SUBTOTAL FACILITATING DIALOGUE 80 ¢ 100 0 70 0 250 0
INFORMAL PRIVATE SECTOR 500 505 450 378 250 214 1200 1097

* Although the informal sector component ectivities through ILD began in 1985, for the
purposes of this PP, this preceeds PY 1.
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Tahle 10

Project (uidarce & Coordination
by Project Year (PY)
Us$ (000)

Y1 PY2 PI3 PY4 PYS5 Total

L Project Coordination

* a, I'roject Marager (1) 55 148 124 147 66 540
** b, Depury Manager (Peruvian)(2) 17 2 8 29 9 110
SUBTOTAL 72 175 152 176 75 650

11 Specialized Project Support

* a. US Bipert (1) 50 122 73 245

* b, Peruvian bpert (2) 10 24 2 B 16 105
SUBTOTAL 60 166 100 28 16 350

OL Adit and Evaluation X 65 0 100 195
TCTAL 132 351 37 204 191 1,195

MNote: A 6.5% inflation related cost adjustment hes been imcluded in the calculations.

(1) Ircludes salary plus trawel, shippirg, housing, edwcation allowares and
other associated costs.

(2) Includes only salary and direct berefits as estahlisted by law,

* Starts Jamary 1987
** Starts October 1986

s
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Table 11

Sources & Uses
Summary Cost Estimates and Financial Plan

Us$ (000)
SOURCE
A1D HOST
USE GRANT » COUNTEY TOTAL
I. Technical Assistance
0 Short Term 1,170 30 1,200
0 Long Term 1,000 0 1,000
2,200
II. Training 237 130 367
III. Commodities 118 105 223
Iv. Other (including staff,
publications, conferences,
travels and miscellaneous) 3,478 3,115 6,590
TOTAL 6,000 3,380 ©,380

*Includes $1.€ million for the public
of the Public Sector component

sector subject to the authcrization
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Table 12

Obligation of
AID Grant Punds by FY

Us$ (000)

PY PY FY FY FY FY

85 86 87 88 89 90 Total
Public Sectort* 0 0 500 400 700 0 1,600
Pormal Private Sector 0 1,000 €05 400 0 0 2,008
Informal Private Sector 500 450 250 0 0 0 1,200
Project Coordination 0 0 449 300 450 0 1,185
TOTALS 500 1,450 1,800 1,100 1,150 0 6,000

This table represenzs the planned obligations schedule per Project compornent
through their termination.

*Subject to the authorization of the Public factor componant.

Lf'
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Expenditurp by Project Activity by Project Year (¥Y)

AID Grant US$ (000)

Component PYO* PY1l PY2 PY3 PYA PYS Total
I. Institutional Development 420 914 909 740 567 165 3,715
11. Facilitating Dialogue 1Y) 183 278 158 76 20 795
III. Strengthening Sectoral

Reletions 0 60 65 85 85 0 285
Iv. Guidance, Coordination 0 132 3s1 Kby 204 191 1,195

& Supportxx

TOTAL 500 1,289 1,603 1,300 832 376 6,000

This table represents a regrouping of the planned disbursement schedule for the
Project per major category of activity as explained in the text and in Tables 6

through 9.

* Although some Project Activities (through ILD) began in 1985, for the purpcses

of this PP, this preceeds PY 1.

%% 1) Includes 8195,000 for evaluastions, sudit, and financial reviews.

2) Includes technical assistance for investment and export promotion.

n



Table 14

Expenditure by Currency by Component

by PY
Uss (GO0)

PY O* PY 1 BEY 2 PY 3 PY 4 PY 5
U3 I/. Total U3Y 1/. Total US¥ 1/. Total USS 1/. Totai USE 17. iotal USS 1/. Total

1. Formal Sector 262 315 5717 347 270 617 236 262 498 197 116 313

11. Informal Sector 67 433 500 70 380 470 70 180 250

111, Public Sector == 65 65 130 196 195 385 225 260 485 190 225 415 90 95 185

Iv. Program Coordination 105 27 132 300 51 351 262 55 317 147 57 204 166 25 191
SUBTOTALS 67 433 500 502 787 1289 907 696 1603 723 577 1300 534 398 932 256 120 376

Total US$ expenditures = 2,989 49.8%

Totel local currency (US$ equivalent) expenditures - 3,011 50. 2%

US$ 6,000 T100.07

This table represents an eriitrary distinction between expenditures to be incurred on U.S. sourced components and expenditure:
on Peruvian sourcea or spent components. It 18 quite probable that the local currency proportion will increase.

*Although the informal sector component activities through 1iLD began in 1985, for the purposes of this PP, this preceeds PY |.

*Subject to the authorization of the Public Sector Component

-48-



Tadble 15

Methods of Implementation and Financing

Budget Item and Method of Budget
Method of Implementation Financing Estimate
I. Informal Private Sector

Specific Support Grant - ILD Direct Payment 1,200,000
II1. Formal Private Sector
Specific Support Grant - COFFIEP
(Includes grantee contracts for
local and foreign TA, commodities
and training) Direct Payment 2,005,000
I1I. Public Sector *
Specific Support Grant
(Includes grantee contracts
for local and foreign TA,
training and Commodities) Direct Payment 1,600,000
IV. Project Coordination/Guidance
Direct AID Personal Services
Contracts Direct Payment 1,000,0000
V. Evaluation/Audit/Financial Reviews
Direct AID contract - EBvaluation Direct Payment 100,000
Audit - 1G/¥on-Federal Audit Direct Payment 65,000

Pinancial Reviews - Mission IQC

Direct Payment

Total

*Subject to the authorization of the Public Sector component

30,000

6,000,000
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C. Technical Analysis

The types of aectivities to be financed under this Project have been
descridbed in the Institutional Analysis while the most likely scenaric
regarding the mix of activities has been detailed in the Financial Analysis.
The mix of sctivities budgeted in the Financial Analysis are considered the
most effective means of accomplishing Project odbjectives. Specifically, heavy
emphasis is being placed on institutional development (CONPIEP, regional
associations, GOP, and ILD) in order to insure an ongoing capability to
research, analyze, dialogue and ultimately formulate and implement an adequate
policy framework. The institutional wecknesses in both the private and public
sectors in these areas are such that the achievement of Project objectives
would not be possible unless this is addressed. Particular emphasis is given
to staff development and technical assistance for selected focal
organizations* which can begin to alleviate the existing fragmentation (public
vs. private, informal vs. formal, Lima vs. provinces and sector vs. sector)
and develop a greater consensus regarding a development strategy and policy
framework benefitting all Peruvians under a democratic framework.

Similar emphasis is being placed on the studies, pudblications,
conferences and other activities contemplated under this Project. Although
these activities will be crucial in developing a national understanding of
critical issues and their resolution, their quality and effectiveness will
also be a function of the strength and credibility of the sponsoring
institutions.

Although the PFinancial Analysie oproposes & specific mix of
activities, this Project will require significant flexibility in its
implementation. As is described in the Imrlementation Arrangements, the
Project guidance and coordination function is an esscntial component for
insuring the effectiveness of the Project.

The methodology utilized in arriving at the strategic approach and
mix of activities recommended for this Project has involved the assessment of
possible options for accomplishing Project objectives.** 1In addition to the
PID and guidance cable, various possibilities regarding Project design and
activities were identified in extensive interviews with private sector
associations (CONFIEP and its member associations and chambers), ILD

* While these have been explicitly identified thiroughout this paper in the
cage of the formal private sector (CONFIEP, chambers in Arequipa ond
Trujillo, etec.) and the informal private sector (ILD), it is not possible
to provide the same level of specificity in the case of the public sector
since the new administration has not fully defined the role of various
ministries in designing economic policy.

XX To stimulste economic growth and employment through the alleviation of
policy, institutional and attitudinal constraints to cavings and
investment.



51

and leading Peruvian economists. Some of the principal design and stratepy
related considerations included the following:

o

Should the Project focus primarily on financing studies ov oo
developing the institutional framework required to facilitate policy
dialogue? Given limited resources, it was determined that emphasis
should be piaced on institutional developasent. This emghasis is
required in order to insure thst policy analysis sctivities can be
properly defined, focused and chsnneled into effective policy
Gialogue activities. Because of the weak institutiona framework
existing in Peru, it was determined that the studies financed under
the Project would have limited impact, thus requiring institutional
strengthening. Furthermore, the policy analysis and dialogue
activities would only be sustained after the Project ends if these
institutions are adequately strengthened.

Should the formal private sector component of the Project seek to
improve the lobbying capability of the various sectoral and regional
associations? One of the options considered (and included in the
PID) would emphasize channeling resources to COVFIEP's members, in
order to irprove their policy analysis and lobbying capabilities,
rather than strengthening CONFIEP. This option was rejected for
several reasons: 1) it would tend to apgravete the existing
fragmentation of the private sector and the tendency of each group to
seek special deals or privileges in their interaction with the
govertwent; 2) it would encourage the perception in governmeat that
the formsl private sector is only after more privileges without
making an adequate contribution to the overall econcmy, corsequently
dameging efforts to stisulate policy dialogue, ané 3) only &
strengthened CONFIEP would be able {o marshall the necessary
resources and economy-wide credibility to engage in policy dislogue.

Should support for regional chambers be chasnneled through CONFIEP?
Given the fact thet all the regional chambers of Peru have recently
become members of CONFIEP by virtue of CONFIEP's induction of
CONFECAMARAS (the umbrella confederation of regional chazbers of
commerce), and that CONFIEP has a strong comritment to, and its own
agenda for, the institutional development of regional chambers, AID
support for regional chambers will be channelled through CONFIEP, but
joint!y aédministered by the AID Project Coordinator.

To what extent should linkages ©between ILD and CONFIEP be
formalized? ILD and CONFIEP are entirely different types of
organizations; while CONFIEP is a representative associstion, ILD is
a8 group researching issues affecting the informal private sector and
helping the informal sector organize around activities based on ILD's
proposals. However, since close coordination is essential (and
should be insured by the Project Coordinator) ILD snd CONFIRP will
enter into a formsl agreement to coordinate their policy analysis and
dialogue activities, as well as jointly pursue the objective of a
Peruvian investment environment attractive to all investors.

To what extent are the recommended skills available in Peru or the
U.S.?! The success of the Project, as designed, will depend heavily

on the calibre of the individuals recruited for key positions. This
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makes it particularly important to consider whether those skills are
svailable in Peru or the U.S. PField research indicates that
qualified candidates can be found in Peru to fill the positions
required within CONFIEP (economist, public relations, membership
sffairs) as well as the deputy coordinator and one of the
export/investment promotion specialists. The most difficult position
to fill will be that of economist given the qualifications specified
and the need to convince prominent economists to work with an
unproven organization. U.S. expertise will be required for the
Project Coordinator, (see Annex VII for a description of the Project
Coordinator) export/investment promotion and most foreign short term
technical assistance. For other short-term technical assistance, it
may bDe necessary to look beyond the U.S., for example, to a
Venezuelan with experience in FEDECAMAEAS or a Spaniard with
experience in the Spanish Confederation of Enterprise Orgenizations.

© What would insure effective implementation of this highly complex and
experimental Project? Becsuse this Project involves working with
three entirely separate components (formal private, informal private,
and government sectors) towards common objectives, this Project
requires special attention to the monitoring, coordination and
support function. This has been provided by a coordinator, deputy
coordinator, and two investment promotion specialists. The former
two individuals would focus on guidance, coordination, monitoring and
adjustment of the Project while the latter two would provide hands on
agsistance in conceptualizing and undertaking Project related
sctivities and anlyses.

D. Econoamaic Analysis

The economic situstion fully described in Section II --- Background
is characterized by limited growth and investment, declining standards of
living, growing urexplcyment, and an unzanageable foreign debt. Furthermore,
these problems are lacgely structural in nasture due to the development
strategy, economic policies and management of the economy of the past fifteen
years. Of particular importance has been the increasing state intervention in
the economy, both through direct investment in state owned companies and
extensive regulstion of the economy. This has resulted in the emergence of a
very large "informal™ sector and limited incentives for savings and investment
in the formal private sector.

The public sector, which has traditionally asttempted to compensate
for limited private investment with its own spending (largely financed by
foreign borrowing) can no longer financially afford to continue to rely on
this model. Purthermore, the macroeconomic situation is so serious that the
resources that might be mobilized by the public sector do not even come close
to meeting the requirements for jobs, foreign exchange and improved standards
of living. BSome of the specific challenges facing Peru might be quantified as
follows:

The creation of about 300,000 jobs to reduce open unemployment to
1975 levels and an additional 600,000 jobs to absorb new entrants to the labor
force over the life of the Project.

The creation of improved employment opportunities for 57% of the

pm—
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labor force considered to be underemployed.

The generation (or inflow) of an average of about $2 billion per
year in additional new foreign exchange to be able to meet debt service
obligations over the next five years.

. An increase in GDP of 20%, in real terms, over the life of the
Project just to restore per capita income levels to 1975 standards (without
considering further growth of the population).

In the context of these challenges, it is evident that the estimated
$1.2 bvillion in gross fixed investment in 1984 (15.4% of GDP) is inadequate.
For example, assuming that $10,000 in investment is required per job created
(roughly the actual ratio in Peru), $1 billion in new investment would
generate 100,000 jobs, which if sustained over the life of the Project would
not address even the open unemployment problem. Investment levels would have
to be doutled, without access to foreign borrowing, such that domestic savings
would need to increase correspondingly.

Given the magritude of the problem, AID's total assistance program
(not to mention this Project) can provide only a very small part of the needed
resources. Projects must be designed to have the greatest possible leverage
in terms of their economic impacts. Specifically, each dollar of AID Project
financing must stimulate many dollars of productive investment in the economy
(consequently generating jobs, foreign exchange and improved standards of
living). This must be the primary criteria for the economic analysis of the
present Project.

If properly implemented, the Project can have a significant economic
impact well beyond the level of direct AID invesiment. Although the econcric
benefits are impossible to quantify, the Project could be described as having
the following impacts:

. Imprcved understanding of the severity of the economic crisis and
the need for greatly increased levels of investment, in contrast to the very
limited public sector resources available for invesiment.

. Enhancement, as a result of the understanding of the problem and
the limited options available for its alleviation, of the possibility of
significant policy reform aimed at creating an attractive investment climate.

Increased domestic savings and investment, in both formal and
inforual private sectors, generating needed employment and national income.

Improved environment for privatization of state-owned companies,
which in turn would reduce the fiscal burden on the government and free
resources for social services and infrastructure.

Private and public sector cooperation in the promotion of foreign
investment in priority sectors (particularly exports and sgriculture).

Increased exports, providing needed foreign exchange for
servicing the debt and financing essential imports.

Incresased economic efficiency resulting from the

L
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elimination/modification of policies and regulations that are costly to
adrinister snd comply with, and which aggravate structural distortions in the
economy (e.g. policies and regulations that have contridbuted to: thigh cost,
highly protected industries, disincentives to agriculture and investment in
rural areas, and the emergence of the informal sector).

Increased production and greater competition, benefitting both
producers and corsumers.

The beneficiaries of the economic impacts generated by the Project
can be descrided as follows:

The informal sector which would benefit from fewer burdensome
regulations and discriminatory policies (for example that provide special
privileges to large scale enterprises), as well as from easier access to
credit and recognition within the formal system.

The unemployed and underemployed who would be the primary
beneficiaries of new savings and investment.

Consumers benefitting from increased and more efficient (lower
cost) production.

Producers who would find it easier and more attractive to invest
in the Peruvian economy.

In evalusting this Project, it will be important te delermine the
extent to which the research, institution building, poilcy dislogue and
related activities have resulted in policy reforms with 2 direct impact on
investment and economic growth. Specifically this evelustion should seek to
peasure the extent to which AID's "investment" has been leveraged in terms of
stimulating investment, employment, foreign exchange, national income, and
greater eccnomic efficiency. In Section V. F. evsluation needs and means are
discussed in greater detail.

E. Social Soundness

The feasibility of this Project depends upon the willingness of the
three sides of the triangle (public sector, formal private sector, and
informal sector) to collaborate in resolving Peru's economic crisis.
Ironically, the very severity of the crisis may push these three sectors of
society together. The government appears willing to dialogue with the formal
private sector and to reach out to the informales; the private sector has
formed CONFIEP in an attempt to speak with one voice; and the most visible
exponent of the informal sector (ILD) is already engaged in a research project
with the Arequipa Chamber (a member of CONFIEP).

Safeguards for the Project are detailed in the Implementation
Arrangements. The risks to the Project are well-known: that the government
could increase steste intervention in the economy; that the private sector
could again fractionalize in the pursuit of narrow sector interests; and that
the informal sector could continue to expand rather than legalizer its
activities in response to non-market signals (increased regulation, price
controls, etc.) from the government. This latter development would probadly
®ean an increasing role for the state as champion of the informales to the
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exclusion of other organizations and, at the same time, exercising greater
control.

With regard to the activities envisioned in the Project, these fit
within the socio-political and cultural parameters of Peru. Studies,
publications, conferences, discussion of alternstives, technical assistance,
and training all fit within Peru‘'s democratic framework. In addition, there
is 8 history of public-private dlalogue in Peru, as exemplified by the annual
business executives conference meeting (CADE). This particular effort has
been successful bdecause it has been organized by an organizetion with nc
specific sectoral interests (IPAE, a participsting business educationsl
organization in the Private Sector Management Improvement Project) and around
isesues that can provide a common forum ror all sectors. The lessons of this
successful precedent have been incorporated into the present Project.

% Legalization is used here to represent the acceptance by all parties of a
rinimum set of rules that do not penalize the growth and development of
individual enterprises currently considered part of the informales
stratum.

D



V. Implementation Arrangements

To obligate Project funds three (3) separste grant sgreements, four (4)
AID direct Personal Services Contracts (PSCs) and a series of AID direct
institutional and/or PSCs for evaluation and audit will be used.

Grant agreements will be negotiated with organizations representing the
three components of the Project -- the formal private sector, the informal
private sector and the public sector. To date, Project design envisions grant
sgreements with CONFIEP, ILD and the public sector, aost likely the BCR.

The task of coordinating and guiding these diverse and potentially
antagonistic elements will fall, of necessity, outside the three groups. The
decision on how best to plan and execute the Annual Implementation Plans
required under the grant sgreements will have to be made in the manner that
least compromises the impartjaelity and ability of the USAID Project
Coordinator and Deputy Project Coordinator to work with all parties involved.
The task of the Project Coordinstor and his/her Deputy will require special
care and sensitivity to recognize the existing divisions within and between
sectors and to strive to overcome them. Improving communication and enhancing
collaboration on all fronts are the fundamental pillars for building
consensus. Therefore, the guidance and cocrdination component is critical and
will be implemented through four (4) AID direct PSCs.

To provide needed objectivity in the evaluation and sudit of the Project,
$195,000 is available for AID direct contracting under institutional and/or
PSC modes.

The following pages provide specific guidelines for nzpotiation, project
financing, procurement and implementation.

A. Private Sector

1. The Formal Private Sector

A ppecific support agreement will be signed with CONFIEP with a
threefold purpose:

Strengthen the institution and its mpember sectoral and
regional oganizations (including the attainment of financial self-sufficiency).

Develop its economic/policy research and anslysis capability.
Develop its opinion/consensus forming capability.

The initlal focus will be in the institutional strengthening area
with a gradual shift towards the development of study and dialogue
capabilities. Since it will take time for CONFIEP to develop
organizationally, technical essistance, conendities and training
opportunities, especislly in the earlier phases, will te contracted by CONFIEP
through a series of institutional contracts. The institutional contracting
mochenism will be used to facilitate access to needed local and forelign skills
and reduce CONFIEP's contracting burden. A US/Peruvian consortium approach
will be used to avoid too strong a non-Peruvian identification of this
sensitive effort.

\o
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CONFIEP will accomplish (1) the contracting of technical
sssistance; (2) the purchsse of goods and commodities; (3) the selection and
hiring of new staff; and (4) the orgenization and financing of conferences and
public education activities. CONFIEP Management and the Board of Directors
reslize that the accounting and financial control as well es contract
management operations must be strengthened and must adhere to AID approved
requirements, standards and procedures (CONFIEP has alresdy received the
Spanish version of HB 11). CONFIEP, its member organizations and the
individual entrepreneurs who comprise all these associations have the
requisite skills to mansge and control Project resources. USAID, the Project
Coordinstor and the Deputy Coordinator will periodically review the growth in
CONF1EP's staff to assure that administrative functions are expending in
accordance with the program elements and project objectives.

2. The Informal Private Sector - Institute for Liberty and
Democracy (ILD)

This Project component has already been obligated with TLD
through a specific support grant agreement on June 20, 1985. Funding is made
aveilatle to continue ILD's work involving the preparstion of studies on the
informal private sector, the publicity of their findings and the preparsation
of a book on the informal sector. The result of ILD's work to date has deen
an increased awareness on the part of the government and the general public of
the size, functioning and impoytance of the informal sector and of the need to
reduce the regulatory and legsl maze which impedes the evolution of the
informal sector to formalized legal status.

Based on 1ILD's substanties)l =zarlier experience in successfully
implementing s series of AID-financed activities it is fully conversart with
AID project requirements. The organizational strueture ie in plsce and
capadle of adrinistering the remaining grant resources as planned.

B. Publie Sector

Treditionally, the key economic pelicy meking entities in Feru have
been the BCR and MEF, and to a lesser extent, the MICT1I and the INP.
Indicastions from the Garcia pgovernment show that the office of the Prime
Minister (which currently shares portfolio with Economy and Finance) and the
newly established Ministry of the Presidency will also play a decisive role in
economic affairs. However, as noted earlier, given the fact that the policy
formulation/analysis process of the APRA government is not yet well-defirned,
wuthorization of this component will be postporied until early FY87, when the
Mission will have a better understanding of how this component should best be
structured.

USAID has had much experience with the MEF, the BCR and mumerous
other GOP agencies in the design and implementation of both grent and loan
financed projects. All organizations being considered for participation in
this component of the Project have implemented or are implemanting USAID
assisted activities. Additionally, all are fully aware of AID financial and
contracting requirements and will comply with these responsibilities.

A
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C. Project Coordination and Guidance

Because the Project aims to facilitate dialogue between an
institutionally weak private sector and an inexperienced government, the task
of guidance and coordination of Project components becomes critical. This
task is all the more delicate due to the current atmosphere of social and
economic crisis. Given the fluid present situation, frequent adjustments will
probably have to be introduced in the implementation of the Project. These
adjustments will be made on the basis of periodic reviews and evaluations of
the progress, problems and opportunities encountered as the activities
unfold. This component of the Project, therefore, will be implemented at the
earliest possible time. The budget figures shown in Table 10 (page 44 )
reflect the importance attached to this component, which is key to the success
of the whole Project as well as indivisual components.

The Project Coordination an3d Guidance component will be implemented
directly by USAID through four (4) PSCs. Two (2) of the PSCs will provide
USRID and the Project with general prcject coordination and gquidance skilis.
These two senior coordinators (one U.S. and one Peruvian) contemplated under
long term personal services contracts will have complementary skills in order
to adequately monitor and evaluate the progress of the three principal
operational components of the Project. The US PSC Project Coordinator will be
selected and contracted with FY87 Project resources and is expected to start
work in Peru in January 1987. The Peruvian PSC Deputy Cocrdinator will also
be hired with PY87 Prcject funds but will begin work earlier, probably in
October 1986, Should the Deputy Coordinator »e identified and availatle
before FYB7 Project funding is in Flace, the Mission will contemplate using
Project Design and Support funds for the first period of this two-year
contract. This procedure will allow rapid implementation of the coordination
and guidance function.

In addition to the Project coordination function, this component
also includes technical assistance for investment and export promotion
specialists who will help to define and support the work in these field.
These experts, one U.S. and one Peruvian, will be experienced in programs
aimed at improving the policy climate for investment, savings and exports as
well as in the identification and follow-up of specific opportunities. Both
individuals will be contracted through PSCs with USAID in late FYS87.

D. Negotiating Status

USAID is fully prepared to negotiate a $2,005,000 specific support
grant agreement with CONFIEP and obligate the first increment ($1,000,000) of
funding. Documentation is also in place for the second increment ($450,000)
of the informal sector grant with ILD, Extensive discussions hawe taken place
over the past two years with CONFIEP, and the ILD agreement was previously
signed on June 20, 1985, CONFIEP submitted a grant request proposal
on 6/16/86' which, in combination with the analyses in this PP, will be the
basis of the specific support grant agreement. All major CPs and covenants
for the CONFIEP agreement have been discussed. These include.

A\ '
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a) Conditions Precedent to Initial Disbursement

Prior to any disbursements or the issuance of commitment documents
under the Grant, CONFIEP will submit to AID, in form and substance acceptable
to AID, the following:

i. Evidence that CONFIEP is duly organized and registered in
accordance with the laws of Peru; and

ii. Evidencze that CONFIEP is recognized as an entity exempt from
taxation under the laws of Peru.

b) Conditions Precedent to Disbursements

Prior to any disbursements after the first $100,000 has been
disbursed under this Grant, CONFIEP will submit to AID, in form and substance
acceptable to AID, the following.

i. A copy of a CONFIEP Board of Directors' resolution indicating
that there will be increasing self-sufficiency for CONFIEP's core activities
during the Grant period and full self-sufficiency for core activities when AID
financial assistance terminates.

ii. The first Annual Implementation Plan which provides expected
accomplishments for the period, and the anticipated Project inputs, objectives
and specific progress indicators for each gquarter. The pian will specify the
funding source for ajl proposed Project activities.

iii. Documertation that CONFIEP has developed and is utilizing an
improve3 financial mznazement, internal control and procurement system..

iv. A n-py of an executed agreement between CONFIEP and ILD which
indicates that these organizations plan to collaborate to promote the
integration of the formal and informal private sectors in Peru, and describes
the general manner in which this will be accomplished.

c) Conditions Precedent to Subsequent Disbursements

Prior to any disbursement or the issuance of commitment documents
under the Grant to finance Project activities not contained in the Annual
Implementation Plan in effect at the time, CONFIEP will submit to AID, in form
and substance acceptable to AID, the following:

i. An amendment to the Implementation Plan currently in effect, or
if appropriate, a new Annual Implementation Plan

ii. Documentation which indicates that CONFIEP has provided no less

than the Project counterpart requirements to date as described in its proposal
to AID.



d) Covenants
CONPIEP covenants that it will:

i. Undertake campaigns, studies and other actions that promote and
expand private sector investment, production, exports and employment in Peru.

ii. Conduct public education programs on the important role of the
pPrivate sector (both formal and informal) in the development of Peru.

iii.Prepare regular studies, arnalyses and recommendations that
integrate private sector views from the private formal and informsl sectors
and from Lima-based and regional associations. Publicize the findings and
conclusions of these studies, analyses and Tecomnendations and present them in
appropiate ways to other private sector organizations, to the general public
and to the Goverment of Peru.

iv. Work to integrate CONFIEP, sectoral associations and regional
associations and strengthen their capacity to promote private sector
investment, production, and employment outside of Lima.

v. Work with appropiate private and puilic organizations to help
integrate Peru's large informal private sector into the formal economy of Peru.

vi. Implement a fund raising campaign which wil) lead to increasing
CONFIEP revenues from non-AID sources in order that CONPIEP can continue and
maintain core project activities when AID fundiny terminates,

vii.Seek additional funding for CONFIEP from local sources and, as
appropriate, from other international agencies and/or from friendly countries.

viii.Bmploy the technical and administrative staff needed to develop
successfully CONFIEP's institutional and technical capacity and to implement
effectively the AID grant.

ix. Coordinate CONFIEP activities with other private sector groups
being assisted by AID such as Instituto Libertad y Democracia (ILD), Instituto
Peruano de Administracién de Empresas ( IPAE), Escuela Superior de
Administracidn de Negocios (ESAN), Universidad del Pacifico, Universidad de
Piura, Accidén Comunitaria del Peri, Asociacién Promotora de Institutos
Tecnoldgicos Superiores (TECSUP), etc. When appropriate, utilize the research

findings and development experiences from these organizations in CONFIEP
programs.

x. Conduct regular project review sessions with AID to discuss:
a) the status of activities being carried out under the grant, b) problems
encountered in implementing the grant ¢) means for addressing these
problems, d) progress in developing CONFIEP's institutional capacity and
financial self-sufficiency, e¢) status of private sector counterpart

contributions to CONPIEP and f) other issues mutually agreed upon by CONFIEP
and AID,
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xi. Participate with AID in all project evaluations, financial
reviews, and asudits and incorporate into the Project @eppropiate
recommendations resulting from such activities as mutuaslly agreed upon bdy
CONFIEP and AID.

xii. Locate, select, contract and purchase all AID-financed project
technical assistance, training services and commodities in a competitive
manner approved by AID.

The informal private sector component of the Project has already bdeen
outhorized and includes all source/origin and nationality requirements, as
well as Conditions Precedent and Covenants. This asuthorization ig included in
Annex 10, Exhibit A. The suthorization of the pubdblic sector component, final
negotiastions and signing of a Grant agreement with the GOP will take place in
FYB7. Conditions and covenants will be determined it thet time.
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E. PROJECT METHODS OF FINANCING

Table No. 15 (page 49 ) outlines the planned methods of
implementation and financing as required by Policy Statement No. 1 of the
Agency's Payment Verification Policy. Planned methods of financing conform to
the preferred methods established by AID policy. However, the design
anticipates, for critical institutional development reasons, that Grantee
contracts will be executed for technical assistance training and commodities.
All financial flows for these contracts will be in the form of AID cash
advances to the Grantee and then reimbursement to the contractors. OONFIEP
has little experience in competing, evaluating, negotiating or managing the
type of broad, long-term services contracts contemplated by this Project.
Nonetheless, the institutional development considerations of Grantee contracts
versus the internal control advantages of direct AID contracts were concidered
by the design team, with the selection of the former for project
implementation. The USAID, Project Coordinator and the Deputy Project
Coordinator will provide contracting assistance to CONFIEP in the inmitial
stages until CONFIEP refines its capabilities in this area.

CONFIEP will face also substantial responsibility to monitor the use
of, and account for, federal funds going to conduct seminars, studies and
other research/policy dialogue activities through sectoral and regional
associations. As a result, in addition to enhanced review by USAID and the
Project Coordinator and Deputy, the Specific Support Grant may be used to
finance the necessary financia! management expertisc and overview to account
properly for incurred costs. Specifically rescurces will bz available under
the staff and techrical assistance line items in the Specific Support 3Srant.

wWhile CONFIEP has access to highly trained and internationally
experienced business profescionals who are members of its confederation, it is
nonetheless currently a fragile organization with only three staff, a general
manager, a secretary and a part-time accountant. As noted in the detailed
CONFIEP analysis {Annex 1), CONFIEP is a nascent organization still at the
early stage of development, especially from a financial management
perspective. As a result Mission management realizes that exceptionally close
monitoring of CONFIEP's initial contract execution, management and staffing
process will be required along with close oversight of all AID cash resources
disbursed to CONPIEP. 1In this regard, it should be noted that specific and
extensive funding for a formal audit and CPA consulting services have been
budgeted in the Project as required by AID policy and
commitments/disbursements above $100,000 will require CONFIEP to improve, as a
Condition Precedent, its accounting and financial controls systems in a manner
satisfactory to AID,

P. PROCUREMENT PROCEDURES

1. Source and Origin of Cammodities, and Nationality of Services

In accordance with the Project's underlying flexibility and
desire to use the institutional and policy dialogue/formulation experiences of

.
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countries {n the free world (particularly Mexico, Argentina, Colemdia,
Venezuela and Spain), the following illustrative waivers may be requestad
during project implementation because in many cases no suppliers from US and
Peru will be able to provide the required commodities, services and/or
training. These waivers will be analyzed and justified on a transactional
level if/at the time they are regquested.

a) A.1.D. source and origin regulations will be waived to permit
the procurement of up to $200,000 of commodities, including training, data
processing equipment and publications, from countries included in AID
Geographic Code 941.

b) A.I.D. nationality regulations will be waived to permit the
procurement of up to $200,000 of services from suppliers who.s nationalities
are in countries included in AID Geographic Code 941.

c) A.I.D. nationality regulations will be waived to permit the
procurement of up to $200,000 of services from suppliers whose nationalities
are in countries in AID Geographic Code 935.

All other standard AID requirements and grant language will be used
in the negotistion and obligation of Project funds.

2. Procurement

Procurement of  Project goods and  services wiil be  the
responsibility of USAID, CONPIEP (and its member associations), ILD znd the
GOP. The coordination and guidance component requires four lang-term perscnal
service contractors who will be contracted directly by USAID. All other goods
and services will be procured by the grant recipients using competitive
practices approved by USAID. Pull consideration will be given to small,
minority and women owned busiaesses for the provision of all goods and
services. It is expected that CONFIEP, and possibly tlie GOP, will use
institutiona) contracts, with a US firm(s) or US/Peruvian consortium(s), to
provide much of the technical assistance, commodities and training. This will
reduce the rumber of contracting transactions and the resulting administrative
requirements., The audit and evaluations will be conducted by outside
contractors contracted by AID, for which a toral of $195,000 has been
allocated.

The inputs to be covered under each of the obligating agreements
are summarized below.

a) Long term personal services contracts

= Project coordinator (48 person months)-US

= Deputy Project coordinator (48 person months)-Peruvian

= U.S. investment, savings and export promotion expert (24
person months)- US

- Peruvian investment, savings and export promotion expert
(48 person months)



b) Grant agreements
CONFIEP

- Staff support

- Studies*

- Commodities®*

- Other Associations

- Conferences, public education, meetings, speakers
- Technical Assistance®*

-  Training*

=  Training*

= Commodities®

- Meetings, publications, public education
- Technical assistance*

- Staffing Support

- Studies

- Commodities

- Public education campaign

* Approximately 75% of these inputs are expacted to be procured through
institutional contracts pessibly with Peruvian and/or U.S. institutions.

G. Implementation Plan

An organizational structure indicating lines of commurication arni
responsibility are shown in Figure 4 !page ). Pigures 5 and & (pages
and ) summarize the key implementation arrangements over the life of the
Project and, specifically, for the first twelve months. The principal tasks
required to insure that the Project gets underway in a timely and efficient
manner (following Project Authorization) are described below:

1) Negotiate and amend grant agreements: A new specific support
grant agreement will be negotiated with one of the three principal
institutional beneficiaries of the Project (CONFIEP). A grant agreement has
already been signed with ILD and a grant agreement will be negotiated with the
GOP in early FYB7. Hence, the initial focus will be on CONFIEP, and through
it, the regional and sectoral associations. Recommended conditions and
covenants, are further described under "Negotiating Status" (page ).

2) Contract for Project Inputs:s Because CONFIEP presently lacks the
organizational capacity to administer fully the entire range of discrete
activities to be provided under the Project, related activities will be
grouped together where possible and CONFIEP will competitively select, where

—
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possible, institutional contractors to manage the detailed technical
assistance, training and commodity procurement actions. CONPIEP will contract
directly with some individuals, but institutional contractors will be used to
provide the largest portion of Project inputs. These contractors may be
Peruvian and/or US and/or from a 3rd. country. As discussed earlier, given
the sensitivity of the Project, a Peruvian/US consortium may be the preferable
mechanism to introduce needed foreign technical assistance, training and
commodities. It is expected that institutional contractors will be
responsible for the following areas:

. Providing short term assistance to CONFIEP in the areas of
organizational development, economic and investment arnalysis, and organization
of conferences and other Project related activities.

. Providing short term technical acsistance or study teams to
be in position to respond to requests for assistance from CONFIEP.

. Identification, organization and ©provision of suitable
training.

Computers and other equipment needed by the formal private
sector.

. In order for the institutional contracts to be finalized by
Januery 1987, it wil)l e necessary to issuz reguests for proposal in
mid-September.

3) Estadblish the Project Guidance and Coordination Component: The
Project Coordinator shoulé begin to work in Lims in Sanuary 1987. The Deputy
Project Coordinator, a Peravian, shoul3 be on board in October as he/she wil.

be easier to identify and ceontrace. Pirst priority will be given t2
establishing good working relat:ions with CONFIEP, ILD and the key publiz
institution(s). Working with CONFIEP to develop and execute its Annual

Implementation Plan will be particularly important. The search for the U.S.
and local export and investment experts will begin as soon as possible. While
contracting these individuals is important to Project success, first attention
will be given to the Project and Deputy Project Coordinator PSCs. Contracting
for the export and investment PSCs will take place in mid to late FY87,

4) 1Initiate institutional development of OCONPIEP; As indicated
above, defining the specific tasks required to strengthen CONFIEP must be
initiated almost immediately. It i5 recommended that the AID Project Officer
and the Deputy Project Coordinator work on an Annual Implementation Plan with
a2 select committee of CONPIEP board members and the general manager. This
plan will specify how the various elements of the grant agreement will be
implemented, with specific attention to:

Staffing
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Increased membership and member contributions
Pinancial self-sufficiency

Training

Organizational changes and development

Studies

Technical assistance and community requirement

Conferences, and workshops.
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Figure 4
Organization Structure

AID

0 Project Officer

Project Guidance
and Coordination
0 Project Coordinator
(USPSC)
o Deputy Project,
Coordinator (Peruvian PSC)
o Investment and
Savings (US PSC)
o0 Deputy Investment and
Savings Export
(Peruvian PSC)

ILD

CONFIEP J

GOP

Sectoral

Associations

Regional
Associations

40



Flgure 5

Project Implementation Schedule

Projecl Years (PY)

I. Formal Private Sector

A. CONFIEP
Steffing b m e i
Organization Process g S i
Technical Assistance S - - —1
Studies/Publications e e —————— i
Confecences e e I
Distinguished

Speakers N, i
GOP/CONF1EP meetings e e e ———
o Tralning P L R }

0000000

-]

B. REGIONAL CHAMBERS

o Staffing g QBB Upp
Technical Assistance b e e e e e e e e e e
Studies/Publications OO USSP

Seminars/Meetings g

-2 - 2 -

I1I. Public Sector

Studles e e e e
Steffing Sy
Technlcal Asslstence e e e §
Treining S i
Meetings/Conferences gy
Press/Publicity } e e
Public Ecucation o o e

Q000000
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Filgure 3 (cont'd)

Project Implementation Schedule

Project Yeaars

i 1985* & PY 1 i PY 2 I PY3 I PY 4 i PYS [
] i i i i ¢ { | i ] i i i | ] | i i H i ] { L} L} i
I11. 1ILD
o Staffing e e e e ————— )
0o Technical Assistance PRI i
o Studies/Publlications b e e e
o Meetings/Conferences J o e e e m— e
o Press/Publicity b i m——m e ——————— e
o Public Educatlon O SRR
IV. Project Coordination
o Project Coordinator b e e e = ¢
o Deputy Coordinator e m e n e — e ————————— 1
o U.S. Expert | S ————————— i
o Peruvian Expert e mr e e — . ———— i

» Although the informal sector component actlvities through ILD began in 1985, for Lhe purposes of this
PP, this preceeds PY 1.
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Flrst Year mplementatlon Schedule

AID

Date Tark Responeibllity
1985 June 20 o Sign 1LD agreemant o AID/ILD
1986 June 16 o Approve project paper o AlD
June - December o Negotlate grant apreements o AID/CONFIEP/GOP
July o Prepare CONFIEP Implementation plan o CONFIEP
December 0o Select a Project Coordlinator o AID
August o Recrult addltional CONFILEP staff o CONFIEP
August - Bovember o Monltor ILD progress o AID
September o 1ssue RFPs [or technical assistance o AID
September o0 Inltinte CONFILEP crorsanizatlon 0 CONFIEP
September 0o Recrult Deputy Contvdinator o AID
October 0 Contcact inltlal studles o CONFIEP
November 0 Recruit CONFLEP economics/support o CONFIEP
November o Deflne initlal COMFIET studies o CONFlEP/AID
November o Initlate Reglonal Chomber aectivitles 0 Chambers/AlD
1987 January o Project Coonrdlnator in Lima o AIlID
Januacy 0o Sign contracts for Projact lnputs 0o CONFIEP
January 0 Inltlate CONFIEP/GOP moetlings o CONFI1EP/ALD
Januery o Organlze distlingulshod npeakers serles o CONF1lEP
Pebruary 0 Recrult staff{ - Roglcoanrl Chambercrs o Reglonal Chambers
February o Define inltlal pudllic sector studles o GOP '
] o

Februsrty

Recruit U.5. & Feruvisn Expecls
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V1. EVALUATION AWD MONITORINGC PLANS

A. Genersl

The paramount goal of the Project is to stimulate economic growth and
employment through promoting privete investment and savings in Peru. To this
end, the Project seeks to create a policy and regulatory environment conducive
to the expansion of domestic savings/capital mobilization and the attraction
of foreign and domestic private investment. In turn, an improved policy
environment will result from greater private/public sector participation in
policy design. Given the nature of the Project's overall goal, performance
could be evalusted by measuring macroeconomic variables such as: (a) increases
in private investment; (b) increases in domestic savings; and (c) relative
participstion of the state in the GDP

Also, given the Project's purpose of changing the policy and
regulatory environment to facilitate increased private sector production and
employment, success could be measured by the following: a) number of laws
eliminated, changed and/or introduced; b) quality of legislation and
regulations as perceived by the private sector; and c) identifying which
Project outputs lead to the earliest and/or most effective policy
modifications.

However, to evaluate a Projeet solely based on macroeconomic and
legislative figures would be unrealistic as it will not provide timely
detection of either Project problems or opportunities. Given the relatively
large number of institutions involved, and the diversity and complexity of the
ectivities programmed, Project monitoring and adjustmeni ¢! be an essential
part of the management procesc and the direct responsihiliiy of the Project

Coordinator and his/her Deputy. Therefore, an integruted wonitoring and
evaluation plan has been devised. Monitoring will bo continous and more
intense than is common on most AID assisted projects. Additionally,

evaluations of both the goal and purpose levels of the Project will he
conducted.

The Coordiration and Guidance Counterpart includes $195,000 for
evaluation, financial review and formal audit costs. These activities will be
directly contracted and mansged by USAID to insure objectavity.

B. Monitoring

As stated above, the Project Coordinator and Deputy will monitor
continuously the progress of the Project towards the attainment of its
purposes, outputs and inputs. Equally important will be the frequent testirg
of the strategic assumptions that have been made in the design of the Project,
and the detection of problems and opportunities that could retard the
schievement of favorable results. Becauge this is a very complex and
ambitious Project, management will need to be resourceful and alaptive.

One of the early tasks of the Project Coordinatcr and his/her Deputy
will need to de the design of a matrix to messure progress in implementation
sand to determine the commitment of the various grant recipients. Some of the
benchrarks that could be estadlished will have to focus more on the me:hanigms
(msans) than the ends.
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The monitoring parameters ou.lined below are illustrative. In each
case, the Project Coordinator and Deputy will have to quantify benchmarks to
be attained for each period of the Project and negotiate these targets with
the various organizations as part of each Annual Implementation Plan,
Quarterly progress reports will be required of and prepared by the
participating institutions and reviewed in meetings with the Project
Coordinator and AID Project Officer. Any changes to Annual Implementation
Plans or benchmarks will be negotiated at that time.

Below is a list of probable benchmarks which will be included in the
Annual Implementation Plans of participating organizations.

The Pormal Private Sector

CONPIEP

- Increases in membership - new associations joining

- Increases in revenves from membership dues and other non-AID
resources

- New agreements to extend services outside Lima

- Progress towards restructuring to include "Board of Patrons”

- Development of the internal organization

- Quality and gquantity of economic studies

- Conferences organized and type and number of atterdees

- Workshops, meetings and consultations by GOP officials

- Effective financial management

Other associations [sectoral and regional)

- Increases in revenues

- Development of the organization (staffiny

- Jevelopment of new services to the meabership

- Expansion of the mexmbership

- Participation and sponsorship of regional private sector,
workshops, conferences and nmeetings towards the promotion of
investment.

The Informal Private Sector

ILD

- Publication and dissemination of book tentatively titled "the
Emergence of the Informal Sector in Peru"

- Publication of technical papers containing the results of studies
in progress

- Increases in non-AID financial support

- Progress towards the institutionalization and effective
functioning of CODE

= Progress towards the effective functioning of the Fiscalia de la
Nacion

- New agreements for research and analysis with national and
regional associations of the formal private sector.

L
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= Conferences, workshops and meetings cosponsored with CONFIEP angd
other associations of the formal private sector.

The Public Sector

- Studies of critical economic issues affecting private savings and
investment

= Development of stronger and better coordinated focal points for
the study of policy reform to promote private savings and
investment.

- Development of the staff for policy analysis

- Participation and sponsorship of workshops, meetings and
conferences leading to policy reform to improve opportunities for
private savings and investment.

- Participation in promotional activities to attract private
investment to Peru

- Formulation and enactment of policies removing obstacles to
savings and investment.

C. Evaluations

The participating institutions and the Project Coordinator, in
conjunction with the AID Project officer, will conduct an interim
evaluation/financial review of the Project in the second year, for which
$30,000 is available in the budget. Short term Peruvian contractors may be
included in the evaluation/financial review, as needed, The interim
evaluation financial/review will look at progress to date and develop the
Annual Implementation Plan for the subsequent year. $65,000 has heen
budgetted for an extensive formal audit which will take place during the third
vear of thre Project.

s repeatedly stated throughout this paper, the strategy proposed to
overcome the paucity of private investment in Peru, rests on the assumption
that greater participation by the private sector (in its broadest sense) in
the design of economic policy will result in a freer policy environment and
one that will stimulate capital mobilization and investment. Thus, the
ultimate measure of success will be found in increased savings and
investment. It is obvious however, that many other conditions will also
impact these variables. Therefore, other parameters will also be measured and
evaluated. This final evaluation in mid 1990 will be conducted by an outside
study tea- and is expected to cost $100,000.
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CONFIEP and Its Member Organizations

More than forty business associstions exist in Peru to express the
nterests of Peruvian entrepreneurs at the national level. The most recent -
ind most comprehensive - of these associations is the Wationsl Confederation
f Private Enterprise Institutions (CONFIEP), established in October 1984 to
levelop a private sector consensus on economic issues of national importance
nd to articulate these positions vis-a-vig the goverrment of Peru. COEFIEP,
n turn, is comprised of fifteen sectoral organizations which represent the
wjority of business activity in their respective sectors: AA - the Shippers
ssocistion; ADEX - the Exporters Association; ARTP - the Peruvian Radio and
‘elevision Association; CAMCO - the Lima Chamber of Commerce; CAPECO - the
‘eruvian Chamber of Construction; COBACO -~ the Wational Confederation of
lerchants; SNI - the Nstional Association of Industrialists; SONAMINPET - the
'ational Association of Mining and Petroleum; SMP - the National Fishery
ssociastion; ABP - Peruvian Banks Association; APESEG - Peruvian Association
or Insurance Enterprises; AHORA - Hotels and Restaurants Associstion; CANATUR

Eational Chamber of Tourism; ONA - Bational Agrarian Organization; and
'ONFECAMARAS - National Conferation of Peruvian Chambers of Commerce and
roduction. In addition, there are several regional chambers, the most
mportant of which are the Arequipa and Trujillo Chambers of Commerce.

CONFIEP was the latest and most advanced effort of the fragmented
eruvian private sector to overcom: particularistic interests and to unite to
efend private enterprise against a steadily encroaching state. Its
stablishment comes at a critical time: TPeru is experiencing its worst
conomic crisis of modern times; the APRA Govermment is apparently willing to
iscuss and possibly accept policy propossls formulated by the private sector;
nd there is a growing awareness among entrepreneurs that the private sector
ust cpeak with one strong voice or face increasing state regulation and
ontrol. Conversely, some members of the private sector fear the loss of
rivileges and government largesse without compensating arrangements. Thus,
ONFIEP has the potential to become an important, effective institution which
efends the private sector and represents its interests through dialogue with
he Government.

As a nascent institution, (one year ago) CONFIEP had a number of
eglmesses and faced a number of challenges. The weaknesses included:

- Unrepresentativeness

CONFIEP was the creation of only 9 institutions, all of which are
based in Lima and have only limited contact with businesses in the
provinces. In the past year CONFIEP has successfully met the
challenge of reaching beyond this Lima dased group as is demonstrated
by the inclusion of the private banking sector, the services
industry, agriculture, the regional chambers, and diaslogue with small
businesses (informales) to eventually include them in CONFIEP.

- A Cumbersome Decigion-Making Structure

All fifteen members of COWFIEP's board of directors have veto power

of
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over organization policies, activities, and pronouncements.
Moreover, the Presidency is to be rotated each year among the
agsociations, with no president serving more than one year. CONFIEP
ig currently in the process of anslyzing the effectiveness of this
kind of decision making structure, in view of its expanded membership
base and ambitious agenda for the future, and will consider making
changes in its statutes if necessary to increase its effectiveness.
Thus far, however, the veto power has not created a dbottleneck in the
decision making process. Board members, discuss controversial issues
among themselves until they reach a counsensus, rather than calling a
vote which is subject to a veto.

A Lack of Resources

At present, CONFIEP's budget is about $100,000. Its personnel
congists of a general manager and a secretary. For the past year and
a half the association occupied free office space from CAPECO, whose
president Mr. Julio Piccini was the first president of CONFIEP.
CONFIEP has imminent plans to move into its own, spacious locale
within a month.

An Absence of Technical Expertise

CONFIEP has no independent technical expertise and must rely on its
member institutions for economic studies and advice. To achieve
credibility, and achieve its objective as the spokesman of the
private sector, CONFIEP needs to develop a capacity to analyze
ecconomic problems of national =siznificance and communicate these
findings to the Covermment, business community, the press, and the
public.

The challenge to CONFIEP was to expand from its modest beginnings to
become Peru's premier defender and promoter of private sector interests. The
opportunity exists; leadership is critical; a combination of national and
international resources 1is essential. CONFIEP has grown from 9 to 15
institutions, and more importantly, expanded its membership from Lima-based
organizations to include most of the major regional sassociations. CONFIEP's
challenge aow is to solidify its membership base, become self-sufficlent and
institutionalize the capability to provide valuable services to its members
and the private sector in general, as well as to be technically capable of
engaging the GOP in sound economic policy dialogue asimed st promoting
investment, production, employment and non-traditional exports.

cowWACO

The private sector organization with the largest membership is CONACO,
which claims to represent 130,000 enterprises, has a budget of $200,000 and
occupies a large building next to the Bational Congress in downtown Lima,
CONACO, which is largely & merchants’ association, was formed in October 1945
by & group of dissident members of the Lima Chamber of Commerce. COMACO
represents medium and smsll businesses, and has four offices in the provinces
to sttend to member needs.

CONACO is formally run by a President, an 18 member board of directors,
and an extensive consultative council system. However, the true power in the

ol
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organization is Dr. Herles Buzzio, who has been general manager for 37 years
and is clearly in comnmand of the organization and its policies and programs.

To & much greater extent than other Peruvian business agsociations,
CONACO places great emphasis on the provision of services to its members. In
the case of COEACO, these services include: 1low cost medical insurance to
pambers and their families; legal services regarding tax, commercial, trade,
and labor regulations; a cleims division for outstanding debts; credit
information on potential borrowers; and specialized publications relevant to
swall and medium size businesses. CONACO is financed primerily through
membership dues,

Although CONACO claims to represent the interests of its members
vis-a-vis the government, this is clearly secondary to providing concrete
services to its members. The association lacks an economic studies department
and publishes few technical studies. If COBACO plsys a lobbying role, it is
through informal channels of access and the public pronouncements of its
colorful general msnager.

CAMCO

The Lima Chamber o¢f Commerce, founded in 1888, has 1,900 members,
including most of the largest commercial firms in Peru. It has an annual
operating budget of $140,000, 83 percent of which comes from membership dues,
which are pro-rated based on a member's capital base.

The Lima Chamber has & complex bdut very workable administrative
structure. The peneral assembly meels once a year to review the association's
activities and finances and to elecct the board of directors. There are eight
cstegories of members (based on monthly dues) and each elects two members to
the board for one year terms. 1In addition, the presidents of the chambers of
eight sectoral committees sit on the board, as do the past presidents from the
previous four years, making a total of 28 members. The board of directors
elects the association's officers, sets policy, and oversees its implementa-
tion by the executive committee. The executive committee meets weekly to
discuss issues of importance to CAMCO's members and takes action to implement
policies.

The Lima Chamber is administered by a general manager, who also serves as
the association's legal counsel. He is supported by a staff of 52 people,
including a manager of professionsl services, a manager of public relationms,
one economist, six lawyers, one customs adviser, and accountants and
secretaries.

CAMCO offers its members a wide variety of services and foremost among
these are legal and regulatory advice on commerce, taxes, labor lsws, and
international trede matters, including tariffs, export credits, and custom
regulations. In addition, it pudlishes a nationally circulsted bulletin on
supply and demand information, and weekly bulletins on legal and regulatory
developmants. The Lima chasber also offers seminars and conferences both
specific to the interests of its members' business sctivities and on more
general macroeconomic themes. Pinally, ihe Lima Chamber is relatively sctive
in pressing its demands bdefore the government. CAMCO consistently supports
policies to reduce inflation, curdb fiscal spending, and rationalize the labdor
stability law. The chamber also supports a government reorganization which
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would centralize all activities relasting to commerce in one ministry, but
strongly opposes the creation of an Institute of Foreign Commerce, which would
separate domestic and international commercial activity.

SN

The VWNational Association of 1Industries, founded in 1896, has
approximately 1,590 memders and is one of the better orgenized and more
powerful business organizations in Peru. Originally created by large estate
holders investing surplus funds in industry, it now also represents small and
medium-sized industrialists, who make up about 80 percent of the membership.
The Association’'s goaels are: to protect and advance members' sectoral
interests; defend the private sector from state encrocachment; and study
macroeconomic issues through the Institute of Economic and Social Studies.

The SNI is governed by a general assembly which meets once a year to
review association activities, finances and policies, and to elect the 67
member board of directors, which is the organizations' general policy-making
body. A fourteen member executive committee meets 3 or 4 times a month to
make decisions and enact measures following the board's policy guidelines. A
General Secretary oversees a staff of 54 professionals (economists, lawyers,
sccountants, public relations, etc.) and 20 assistants and secretaries. The
SNI's annual budget is approximately $187,000 of which $8 percent comes from
member dues. A major feature of the SNI is its extensive network of sectoral
committees based on the United Nations industrial classification schem:, which
enhances membership participation.

A with other business associstions, SHI offerc & wide veariety of
services to members. These include legal services, customs end taxes, ladbor
relations, and international trade, SEi publishes a2 directory of
manufacturers, a bi-monthly bulletin, =« monthly magezine, and various
pamphlets of special interest to members. The Association alsc supports the
Institute of Ecoromic and Social Studies which publishes studies of inflation,
monetary policy, integration, industrial development, etc., and communiczles
the results to government and business leaders. Finally, the SNI uolds a
national congress to bring together leaders from business, government, and the
academic world to discuss policies affecting the industrial development of
Peru.

CAPECO

The Peruvian Chamber of Construction was established in 1958 to defend
and promote the development of the construction industry in Peru. CAPECO has
about 663 members and claims to represent over 95 percent of the construction
companies in Peru. The chamber operates on a budget of $143,000, 66 percent
of which comes from member dues.

CAPBCO is organized into five governing bodies (General Assembly, Board
of . Delegates, Board of Directors, Executive Council, Arbitration and Bthics
Committee) and seven permanent committees bdased on different branches of the
construction industry. The Board of Directors consists of twelve msmbers
elected by the General Assembly and the seven presidents of the permanent
committees, and sets objeciives and policy for CAPECO. A six-member executive
committee implements policies and oversees the administration of the
organization, but real power in CAPECO is concentrated in the President of the
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Avgociation.

The general manager of CAPECO is responsible for the work of & full-time
staff of forty, including 9 professionals. The chamber hes six departments
which offer services to the members: technical and economic studies; legal
advice on laws and regulations; publications; computer services; conferences
and seminars.

The Chamber lobbies on behalf of ite members' interests, and serves on
several councils and boards of government institutions to represent
construction interests. Yet CAPECO is in a relestively wesk position vigz-a-vis
the government because its members are heavily dependent on the government for
contracts and privileges.

SONAMINPET

The BEetional Mining and Petroleum Asgsocistion was founded in 1968 and
consists of 103 members. Unlike other associations, SOEAMINPET is a mixture
of state and private companies, with the government responsible for 2/3 of the
mining sector and 1/3 of Petroleum. SONAMINPET operates on a budget of
$298,000, all of which is from member dues. Members pay dues according to the
asscciation's budget requirements and in accordance with each member's net
profits.

SOKAMINPET is guided by a 32 member board of directors (26 from mining, 3
from petroleum, and 3 from related industries) elected yearly. The board
elects the essociation's officers, who serve as the executive committee; this
body meels weekly to implement policy.

SONAMINPET is managed by a powerful general manager who presides over a
staff of 4 professionals. The services the associstion provides are primarily
technical and scientific, relating to studies, conferences, and geminsrs.
Although SONAMINPET representatives maintain a dialogue with key ministries,
it is neither an effective lobby nor a defender of private sector interests in
general. This is because the state enterprises which are association members
are constrained from such activities, while the private sector members are
affiliated with powerful, highly visible multinational mining and petroleum
companies.

ADEZX

The Exporters Association was founded in 1973 by a group of exporters
dissatisfied with the representation of their interests by SEI. 1Its formation
was encouraged by the Velasco government, which bestowed special privileges on
certain exporters in exchange for their support of other government policies
prejudicial to industrial interests. ADEX now has 760 members and operates on
& Yyearly budget of $257,000, only one-third of which comes from membership
dues. The main goal of the Asgociation is to promote the development of
non-traditional Peruvian exports and to lobby the government for export
incentives.

Like most Peruvian business asscclations, ADEX is governed dby s general
assembly which meets twice yeariy to estadlish policy guldelines. The gpeneral
assembly consists of thirteen sectors (hased on economic activity or
products), each of which names a2 representative to the board of directors.
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The board selects the Association’'s offlcers; names the secretary general; and
meets monthly to determine pollicy and review the actions of the executive
council, which meets weekly.

The general secretery directs a staff of 39 people, including 3 lawyers
and 6 export promotion specialists. ADEX provides its members the usual
bugsiness services: information,legal advice, technical ostudies, and
organization of seminars and meetings. However, ADEX is unique among business
groups in that it has developed @ School of Foreign Comnerce (founded in 1975)
to train professionsls in intornational commerce and exports. The school
currently generates 35 percent of ADEX's cperating revenues.

ADEX is very active in lobbying goverrment officials who decide Peruvian
trade policies. The Association has been very active regarding the CERTEX
program to assist non-traditional exports.

A A

The Peruvian Shippers Association - founded in 1919 - represents 11 of
the 18 shipping companies active in Peru (only one member is state-owned). It
is primarily a service organization devoted to the development of the shipping
industry and the promotion of its efficiency. AA's annual budget of $84,000
comes totally from member dues, which are tased on the amount of services a
menber utilizes.

Given the Association's csmall membership, its organizaticnal structure is
fairly simple, A six member executive council oversees the work of the
general manager, sets &ssociation policy, anG discusses issues of importance
to the well-deing of AA's members.

The general manager is responsible for @ small fulltime staff of 2
assistants and secretaries; professionals are hired on a contract basis. The
main services offered to members by the AA are legal counseling, customs
advice, a computerized cargo-tracking system, and 8 library of statistical and
technical information. '

AA has been mctive in lobbying egainst government attempts to monopolize
cargo shipments in state hands. 1In pddition, the Associstion serves as a
watchdog over the industry to assure industry compliance with shipping
regulations and standards.

ARTP

The Radio and Television Association of Peru is a small (160 meabers),
newly-formed (1983) organization devoted to freedom of the press and
protection of television and radio gtations from state intervention. The
President of the Association - Mr. Humberto Maldonado, owmer of a emgl]l Lima
radio station - conducts the group’'s sctivities from his office. ARTP's
snnual budget of about $8,000 is largely consumed by » $3,500 payment to an
international associstion and $2,4C0 to CONFIEP.

Due to financial limitations, the ARTP is unable to offer services to its
mecbers. If resources were to become available, the ARTP would like to:
provide its members eccess to technical training; pudblish a bdi-monthly
bulletin on the broadcesting industry; and lobby the government for a
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reduction in electricity rates for radio and television, exoneration of
tariffs for broadcasting equipment, and freedon from state control.

SEBP

The Association of the Wational Pishing Industry, established in 1952, is
a vigorous lobby for the private sector fishing industry. SNP currently has
about 120 members, and operates on @& budget of approximately $744,000. The
Associstion's revenues come from member dues (60 percent) and the commissions
they pay to CODICO, a marketing operation for fishmeal and fish oil
sdministered by SWP.

SNP is governcd by a general assembly, divided according to economic
activity (i.e., canners, freezers, shippers and others). Positions on the 15
member board of directors are distributed as follows: canners-9; freezers-2;
shippers and others-4. An executive committee meets weekly to implement boar”
policy.

The general manager of SNP administers a highly professional staff of 27
people. The Association provides marketing information, publishes scientific
and technical studies, and distributes a monthly magazine.

SWP is an active and effective representative of the private fishing
industry, which accounts for abcut 70 percent of the total. The Association
utilizes the media well, and was very successful in its national campaign to
promote the domestic consumption of sardines as an inexpensive and high
protein alternative to meat and poultry. 1In addition, SY¥P msintains close
contact with government officials who regulate the indusiry, und lodbbies for
tax, customs, and export incentive policies which denefit its mambers.

Arequipz Chamber of Commerce and Industry

The Arequipa Chamber is the second oidest in Peru (founded in 1877) and
one of the nation's most effective and representative. It has about 220
members, and is virtually the only business association in the Arequipa
province. The Chamber's annual budget is approximately $100,000, 60 percent
of which comes from member dues, 20 percent from interest on capital
investments, and 20 percent from services and publicstions. The Chamber
provides the same basic services offered by other business associations
(legal, information, telex, publications) but does not have a department of
studies, an investment promotion specialist, or a data bank on the southern
region,

The Chawmber is governed dy a member Board of Directors, assisted by an
executive comnittee which meets regularly to make decisions and implement
policies. The Chamber also features an extensive commiitee system to respond
to the sectoral needs of its diverse membership.

administration of the Chamber is carried out by a pgeneral manager
(Stanle; Simon, who is highly respected) and 2 deputy managers who oversee the
work of 14 gecretaries and assistants. The Chamber owns its own headquarters
- & house with sufficlent spasce to accommodate seminars and classes. The
Chamber has an agreement with FOPEX to promote non-traditional exports, has
agreed to conduct a joint study with ILD of the informal sector of Arequipas,
and is exploring an agrecment with IPAR to provide professional training for
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its members.

The Chamber lobbies the government of Peru, but is somewhat constrained
by the concentration of power in Lims. The association wants to form a
technical studies department to focus on decentralizstion, regional

development, and investment promotion.

The Trujillo Chamber of Commerce, Industry, and Tourigm

The Trujillo Chamber, established in 1902, focuses on small and medium
businesses. Due to the economic recession and the lack of governmental
resources directed to the La Libertad province in recent years (an Aprista
stronghold) the chamber's membership has fallen from a high of 900 members to
550. The chamber's operating budget is about $14,000.

’he Chamber is run by a general manager supported by four sssistants,
operating out of their own headquarters. The limited budget results in
minimal services, including a bi-monthly newsletter, a magszine which is
published when advertising revenues cover the printing costs, and legal
counseling. The government's export promotion office, FOPEX, also operates an
office in conjunction with the Chamber.

Below are brief descriptive summaries of the six associations which have
joined COMFIEP after the first year.

ABP

The Peruvian Banking Association was founded in 1967 to represent and
defend the legitimate interests of its members in the comeercial baniing
sectorr vis & vis the government and foreign banking interests. 1t ig
comprised of 16 banking entities including »oth Peruvian Yarke and Feruvian
branches/offices of intermational banks.

The Board of Representatives, the highest authority within ABP, is made
up by the presidents or directors of the banks, and in the case of foreign
branches/offices, the highest representative in Peru. The Board names a six
menber Executive Committee, presided by the president of the board, which is
in charge of overseeing ABP's administration. The actual administration is
undertaken by the Committee of General Managers of each bank, which is headed
by the general manager of the bank whose president is the president of the
board.

The Committee of General Managers work with an 8 member staff and is
aided in the implementation of ABP's activities by specialized technical
committees and ad hoc committees which respond to specific issues/agenda items.

ABP's most important services include the publishing of technical reports
and news publications, consulting services and other information provision.

APRSEG

The Peruvian Association of Insurance Companies had its beginnings in
1904 and currently represents the 21 insurance companies in Peru. APESEG is
divided into three organizational areas: 1) the governing bodies which are the
Board of Directors and the Executive Committee; thece make APESEG policy ané
guide the direction of its activities; 2) the technical committees which
reflect the various branches of the insurance industry; these are comprised by

(QK
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representatives from the relevant technical offices of the member
sspociations, and respond to specifiec industry issues, queries, concerns,
ete., in wddition to articulating conditions for insurance coverage and tariff
processes; and 3) APBSEG's internal staff of 25 which is divided into general,
sdministrative and technical management branches.

AHORA

The Hotel and Restaurant Association was founded in 1943 to represent
hotel, restaurant and related enterprises vis a vis the relevant authorities,
and to provide its members with sectoral consulting services.

AHOKA is comprised of 14 regional assoclations which represent a total of
500 enterprises.

The General Assembly is AHORA's highest authority which elects the
members of the board of directors and the Hotel and Restaurant Committees. A
general manager works with a staff of 10 to aéminister the Association's
activities. AHORA's services include sectoral support, advices, information
provision, etc., on legal, tax, labor and other relevant matters to its
members.

CANATUR

The National Chamber of Tourism was founded in 1971 to represent all
people and crganizations invelved in tourism in Peru, and has been recognized
by the GOP as the official representative of the tourism industry in Peru.

CANATUR's major obiectives are to contridute to the economic and social
development of Peru, and to promote tourism in Peru.

CANATUR is comprised of 12 tcurism associaticns through the country, as
well as individual tourism firms. All are members of the General Assembly
which e.ects the Bcard of Directors and the Executive Committee, both ¢f which
are led by the President of CANATUR.

A general manager directs a staff of 8 which administer CANATUR's
activities and services. The latter include consulting, publishing of
sectoral information, maintaining a library eand promoting infra-industry
communication.

CONFECAMARAS

The \National Confederation of Peruvian Chambers of Commerce and
Production was founded in 1970. CONFECAMARAS joins 5 regional federations
which in turn represent 80 Chambers of Commerce, Industry and Production
throughout Peru. 1Its objective is the defense of regional commercial and
{industrial int:rests vis a vis the GOP and the achievement of political,
business and administrative decentralization.

The General Assemdbly and the Board of Directors are both comprised of the
Presidents of the member federations, both of which set policy directives; the
administration of CONFECAMARAS' activities 1is directed by its general
manager. Its services include lobdying for the interests of its regional
members, along with the provision of legal and business information tailored
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to regional needs.

oA

The WNational Agrarian Organizstion was founded in 1980 to defend the
interest of agri-businessmen and to promote agricultural and agri-business
development . ONA represents 235 sectoral organizations which represent
400,000 agri-business and livestock enterprises.

The General Assembly, the highest authority, is comprised of the
presidents of the Nstional Committees of Production and the presidents of
ONA's regional members. The Board of Directors and the Executive Committee
ere responsidble for setting policy and overseeing ONA's management, which is
actually carried out by a managerial and technical staff of 40 people.

ONA's technical staff provide such services as marketing of members
products and providing equipment, technical information, and financial
consulting.

)
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SUBJECT: ©PRIVATE SECTCR POLICY PLANNING AND INSTITUTIONAL
DEVELOPMENT FID (527-8298)

1. TEI DAEC REVIEWED AND APFROVED SUBJECT PID ON APRIL €,
1685, MISSION I8 AUTHORIZED TO NEGOTIATE AND SIGN OFG
AGREEMENT ITE INSTITOTE FOR LIBERTY AND LEMOCRACY (ILD)
PRIOR TO PP DEVELOPMENT. GUIDANCE TO ASSIST USAID IN
PREIPARATION OF TEE PP FOR OTEER ACTIVITIES DESCRIBED IN
PID FOLLOWS.

5., SCGPE OF ACTIVITIES. TEE LIST OF POLICY CONCERNS THAT
COULD BE ADDRESSED BY TEE PKOJECT IS EXBAUSTIVE. IT WAS
SUGGESTED TEAT TBE FROJECT FOCUS ON THOSE PCLICIES VHEICH
MOST DIRECTLY FACILITATE TEE INCPEASED EXPORTS ARD
INVESTMENT CRJECTIVES STATED IN TEE PID. IT VWAS
RECOGNIZED TEAT EGREE~EINT CN A FOLICY AGENIA WOULD EAVE TO
AVAIT TEE INSTALLATICN OF & NEW GOVERNMENT, WEICE 1S
EXFECTED.TO TACE OFFICE IN LATE JULY. AS INDICATED IN TEE
PID, TEE PP WILL INCIUDE CRITERIA FOR SELECTING RESEAECH
TCPICS. TWO SUCE CRITERIA WILL BE: 1) WEAT CAN BE
REASONABLY ACCOMPLISEED; AND 2) POSITIVE ECONOMIC AND
EMPLOIMENT IMPACT. BASED ON TEESE CRITERIA, MISSION
REPRESENTATIVES PRCPOSED TEE FOLLOWING PRIORITY AREAS:

DEREGULATION, CAPITAL MAREETS DEVELOPMENT, LABOR POLICY,
AND INCENTIVES FOR DOMESTIC AND FOREIGN INVESTMENT. VE
CONCOR WITH ACCORDING EIGE PRIORITY 70 THESE AREAS.

2. PROJECT DESIGN.

A. PRIVATE SECTOR ATTITUDES. TEE PROJECT IS DESIGNED TO
SPRENGTEEN THE ANALYTICAL CAPABILITY OF TEE PRIVATE SECTOR
AND TEE GOP ?0 ANALYZE EEY POLICY CONSTRAINTS TO PRIVATE
SECTOR GEOWTE, AND TO PROMOTE A PRIVATE SECTOR-GOP POLICY
DIALOGUE WEICE wILL LEAD TO ADOPTION OF POLICIES WEHICH
PETTER STIMULATE GROWTE AND EMPLOYMENT. TEE PROJECT VILL
SUPPORT A PRIVATE SECTOR LCREYING AND EDUCATION CAMPAIGN
T0 FOSTER MORE POSITIVE ATTITUDES TOWARD THE PHIVATE
SECTOR IN THI GOP AND PERUVIAN SOCIETY IN GENERAL,
EOWEVER, SUCCESS IN ACEIEVING RESULTS WILL ALSO DEPEND ON
TEE PRIVATE SECTOR CEANGING ITS ATTITUDES, ESPECIALLY IN ({\
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MEMBERS. ACCORDINGLY, IT 1S SUGGESTED TEAT TBE PP CONTAIN
A PLAN FOR TEE PROGRESSIVE DEVELCPMENT OF CONFIEP STAFY,
FINANCING, AND EDUCATION PROGKAM CAPABILITY. TBE FUNDS
FOR TECENICAL ASSISTANCE TO CONSTITUENT ORGANIZATIONS
PROPOSED IN THE PI1D SEOULD BE TEE MINIMUM NEEDED TO ENSURE
CONTINUINS CONSTITUENT COMMITMENT TO CONFIEP. THE MAXIMUM
AMOUNT TEAT WILL BE USED FOR SUCH PURPCSES SBOULD BE
SPECIFIED IN TEE PP, 1IT 1S ALSO SUGGESTED THAT CONFIEP
CONSIDER TAKING ADVANTAGE OF ILD’S EXPIRIENCE IN POLICY
ANALYSIS AND EDUCATION BY BIGE LEVEL INVOLVEMENT IN
CONFIEP, SUCE AS A SEAT ON CONFIEP’S BOARD.

C. GOP POLICY COORDINATION., MOST POLICY ISSUES WILL CUT
ACROSS TBEE LINES OF KESPONSIBILITY WITHIN TBE GOP. TBIS
MAY REQUIRE INVOLVEMENT OF SEVERAL EEY POLICY MAEING
ENTITIES, E.G. MINISTRY OF ECONOMY AND FINANCE, CENTRAL
RESERVE ZANK, MINISTRY CF INDUSTRY, ON EEY ISSUES. 10
ENSTRE TEAT THE RESULTS OF STUDIES COMMISSIONED BY ONE
ENTITY ARF NOT REJECTED BY ANOTBER, IT WAS SUGGESTED THAT
TEE GOP CONSIDER FORMING A SINGLE, BIGE 1EVEL GOP POLICY
ANALISIS GRCUP TO PRCVIDE ASSISTANCE IN POLICY ANALISIS TO
ALL GOP AGENCIES LIYELY TO BE INVOLVED IN TEE PROJECT.
ALTEENATIVELY, A COORDINATING MECHANISM TO ENSURE TEA?

1SSUES ARE FULLY VETTED BY TEE RELEVANT AGENCIES WOULD
SEEZM TO BE NELDED.

3., IMPLEMENTATION AREKANGEBMENTS.

A. COCRDINATION OF CONFIEP, ILD, AND TEE GOP, SEraRATE
GRANT AGFEIEMENTS WILL BL SIGNED WITE CONFIEP, ILD, AND THL
GOP. THIS COULD LEAD TO INCONSISTENCY OR MISUNIERSTANDINGS
REGARDING FROJECT OFJECTIVES AND TEE EXPECTED RELATIONSHIP
FELTWEEN TBE TEREE INSTITUTIONS. TEE MISSION SBOVLD

DEVELOP A STRATEGY AnD IMPLEIMENTING MECEANISMS FOR

INSURING FUTLL AND COMPLETE UNIERSTANLING CF TEE FROJECT EY
TBE TEREE GRCUPS, TEEIR EXPFCTED INTERPELATIONSEIPS IN
PROJECT IMFLEIMENTATICN, ANDT THE MISSION’S HROLE IN

PROMOTING THE POLICY DIALOGUE PROCESS.

B. MISSION CONTROL CF ACTIVITIES FINANCED. TEE MISSION
SEOULD BUILD IN TO THE IMPLEMENTING ARRANGEMENTS A SISTEM
FOR CONTROLLING FUNDS USE TO ENSURE THAT TEE POLICY
ANALYSES CARKRIED OUT ARE EIGE PRIORITY AND APPROPRIATE FOR
A.1.D. FUNDING.

C. PROJECT MANAGEMINT AND SUPPORT. TEE FUNDS PLANNED FOR
PROJECT MANAGEMENT AND SUPPORT SEQULD ONLY FINANCE
CONTRACTCRS WEOSE SERVICES ARE NEEDED TO MANAGE AND
SUPPORT TEIS PROJECT.

4. OTBER CONCERNS AND CLARIFICATIONS: DURING TEE REVIEW

PROCESS, MISSION REPRESENTIVES ALSO AGREED TO TEE FOLLOWING:

A. PROJECT EVALUATION: GIVEN TEE EXPERIMENTAL AND

~ SENSITIVY NATURE OF PROJICTS DESIGNED TO PROMOTE POLICY

REFORM AND TEE MIXED RECORD OF TEESE TYPES OF PROJECTS IN
TRE BURIAU, TEE PP SEOULD INCORPORATE AN INTENSIVE
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RELATION TO INLUSTEIAL FECTBCTICON, CCMPETITION,
DEREGULATION, AND SOCIAL RESPONSIEFILITY OF TEE PRIVATE
SECTOR. TBE REVIEW CONCLUDED TEAT A SIGNIFICANY BFFPORT
SEOULD BE MADE TEFOUGB THE PROJECT TO ENSURE A TWO WAY
EDUCATION PROCESS. SIGNIFICANT ACTIVITIES SHOULD BE
INCLUDED AIMED AT EDUCATING PERUVIAN ENTREPRENEURS TO BE
"MODERN, COMPETITIVE, SOCIALLY RESPONSIBLE PAETNERS IN
"PERU’S DEVELCFMENT.

B. CONFIEP ROLE., RESPONSIBILITY FOR EDUCATING TER
PEIVATE SECTOR WOULD KEST WITE CONFIEP, WBILE CONFIEP’S
ABILITY T0 ORGANIZE ITS CONSTITUENTS TO LOBBY TEE 40P WAS
NOT DOUBTED, IT IS UNLIKELY TEAT IT COULD CARRY QUT AN
EYFECTIVE EDUCATICN CAMPAIGN FOR THE PRIVATE SECTOR WITEH
TEE MINIMAL STAFF AND LIMITED ROLE ENVISIONED IN TEE PID,

IT WAS AGREID TEAT TEE POLICY STUDIES AND ANALYSES (BOTB
TEOSE CONTRACTED BY TEE PRIVATE SECTOR AND THOSE REQUESTED
BY TRE GOP)_SEOULD BE CARRIED OUT MAINLY BY INDEPENDENT
THEINE TANK ™ ORGANIJZATIONS (SUCH AS SELECTED PERUVIAN
UNIVERSITIES). TERSE CRCANIZATIONS WOULD BE ABLE T0 PUT
IROADER TEVELOPMENT CONCERNS AECVE MORE PAROCHIAL
INTERESTS. BOPEFULLT TEIS WILL INCREASE THE ACCEPTABILITY
CF THE RESULTS TO A1L PARTIES. BY IN EFFECT PLAYING A
EROEERING EOLE BETWIIN TEE PRIVATE SECTOR AND THB GOP, TEEB
THINE TANES WOULD SIT TEE AGENDA FOR TEE TWO WAY EDUCATION
CLHPA%GN AND KEEP CONFIEP ANALYTICAL STAFF REQUIREMINTS TO
A MINIMUM.

BCWEVER, IT MUST FL IXPFCTED TEAT MANY OF THE PEOPOSYD
CEANGES WILL NCOT BY rEADILY ACCEFTED EY ONE Oh MCRE (OF
CONFIEP’S CONSTITUENT GROUPS. FOR EXAMPLE, THER COMMERCIAL

SECTOR CAN EB EXFECTXLD TO FAVOR LIC¥ IMPCRT TARIFFS ON
FINISEED GOODS AND TZE INDUSTEIAL SECTOn CAN BE RIFECTED
TO FAVOR EIGE TARIF¥FFS. CONFIEP WILL NEED TO PLAT A
BROLERING ROLE WwITGSIN THE PRIVATE SECTOR, AND ATTEMPT TO
FCRGE UNIFIED PCSITIONS ON TEE ISSUES AMONG ITS
CONSTITUENTS. IT 1S EARD TO SEE BCw THE CONSTITUENT ]
ORGANIZATIONS VWILL NOT SIMPLY UNDERCUT EACE OTEER WITE TEE
GOP IF TEEY ARE NCT FIEST CONVINCED TO SUPPORT A UNIFIED
POSITION ON TEE ISSUZS. ACHIEVING THEIS CONCENSUS WILL
REQUIRE A MAJOR EDUCATIONAL CAMFAIGN BY CONFIEP, WEICH
WILL BE A MAJOR TASK FOR A WELL ORGANIZED AND DEDICATED
PROFESSICNAL STAFF.

TBE PROJECT DESIGN SEOULD INCLUDE ARRANGEMENTS FOR
TEVELOPMENT OF A STRONG STAFF CAFPABLE OF EDUCATING TRE
PRIVATE SECTOR AND EXERCISING LEADERSEIP WITHIN I?. IT IS
RECOGNIZED TEAT CONFIEP COULD NOT BE EXPECTED TO PLAY TEIS
ROLE AT TEE OUTSET. PLATING TOO AGGRESSIVE A ROLE COULD
COST CONFIEP SUPFOKT FROM EEY CONSTITUENTS AMONG ITS

1/2 UNCLASSIFIED STATE 137737/21
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EVALUATION FROGEAM TO FACILITATE KREGUIAR ADJUSTMENTS TO
TEL PROJECT BASED ON IMPLEMINTATION PROGRESS. SUCE AN
EVALUATION EFFORT 1S ALSO CONSIDERED IMPOKTANT IN LIGET OF
TEE FACT TEAT CONFIBP, ONE OF THE IMPLEMINTING
ORGANIZATIONS, EAS ONLY RECENTLY BEEN ESTABLISBED AND
"TERREYORE EAS NO TRACE RECORD.

'B. RISPONSIVENESS TO GRAY AMENDMENT: THE USE OF SMALL
BUSINESSES AND MINORITY OWNED FIEMS IN PROJECT LEVELCPMENT
AND IMPLEMENTATION WILL BE MAXIMIZED,

5. DETAILED FIRST YEAR IMPLEMENTATION PLAN. MISSION IS
ADVISED TEAT LAC/DR WILL NOW BE EEVIEWING TEE
IMPLEMENTATION PROGRESS OF NEWLY AUTHOKIZED PROJECTS AS
PART OF TEE SEMI-ANNUAL PIPELINE REVIEVW. TO PRRMIT
INFORMED DISCUSSICN, PLEASE INCLUDE DETAILED FIRST YIAR
IMPLEMENTATION PLAN IN PP, AND INCLUDE DISCUSSION OF
ACBIEIVEMENT OF EACB PLANNED ACTIVITY IN SEMI-ANNUAL
PROJECT STATUS REPORTS,

€. PROJECT APPROVAL AUTEORITY: TEE MISSION’S REQUEST
TEAT TEE MISSION DIRECTOR RE DELEGATED AUTEORITY TO
APPROVE THE PROJECT WAS APPROVED. DAM

BT
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ANNEX 111

RESPONSE TO PID GUIDANCE CABLE

The principal issues raised in the Guidance Cable, and the response that
has been integrated into the Project paper, are summarized below:

1.

Issues CONFIEP should seek to take advantage of ILD's experience in
policy analysis and education.

Response: It is anticipated that ILD will provide wvaluable
assistance to CONFIEP in its efforts to demonstrate to the public at
large that the private sector is much broader than the privileged
elite associated with traditional perceptions. Purthermore,
provisions have been made in the Project for the coordination and
guidance function to insure linkages between CONFIEP and ILD. Any
formal linkage {such as an ILD seat on the CONFIEP Board) appears to
be premature at this time.

Issue:s A single unit in the GOP for policy analysis and coordination
should be considered.

Response: Although it appears that the BCR will play a key role in
policy analysis, the Project is designed to identify ard develop the
policy analysis and coordination capabilities of the GOF entity(ies)
most appropriate for assuming the lead in the pclicy formulation and
implementation [ -ocess.

Issue:s Separate grant agreements with CONFIEP, ILD and GOP could
lead to misunderstanding if not adeguately coordinated.

Response:s Strong emphasis has been attached to the Project Guidarnce
and Coordination function in order to adequately coordirate the
different “actors" and insure that they work towards common
vbjectives. This function will also ensure that the policy analyses
carried out are of high priority and appropriate for AID funding.
Furthermore, reqular monitoring and evaluation of the Project will
allow for regular adjustments. This is particularly important given
the limited experience of the new Government, CONFIEP and ILD and of
the lack of traditional inter-relationships among the three.

Ispues Consideration should be given to having think tanks and
universities, and not CONPIEP, undertake the policy studies.

Response: The principal policy studies will be contracted out by
CONFPIEP to member associations and outside consultants, universities
and think tanks. The role of CONPIEP's economic staff will be to
identify key issues, define the scopes of work, supervise studies and
coordinate the dissemination of results. Studies carried out
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in-house will be limited to the preparation of position papers and
relatively simple policy analysis. A 1list of organizations that
might be contracted to undertake policy studies is presented in Annex
IX. It should be noted, however, that given the emphasis on
institutional development, the resources available for subcontracting
of studies is somewhat limited.

Issues An adequate system should be provided for insuring that only
high priority studies are firnanced.

Response: While the PID contemplated the financing of studies on a
wide range of policy issues, the Froject design has been more
rarrowly focused on the issue of savings and investment. This has
been deemed to be the most critical issue, on the bisis of the
aralysis of the Peruvian economic situation. In addition, it is an
issue that would most contribute to a cohesive and non-fragmented
policy dialogue.

Since CONFIEP and the other institutions involved in the Project may
not have the necessary experience to focus on the most important
aspects of the savings and irnvestment question, the investment
promotion specialists funded under the Project Coordinator component
will be responsible for providing the necessary gquidance.

Issues Because of the experimentz)l rature of this Proiect, special
emphasis should be placed on ewvalua“ion.

Resporses The Project design plazes heavy emphasis on the role of
the Prcject Coordination function in providing an ongoing monitcring
and evaluation capability. On the basis of periodic plans, progress
reports and perfcrmance reviews, the Project CZoordinator will >e
asked to assess results and recomend appropriate adjustments in
Project design and implementation. The ability to make these
adjustments will be critical to the success of the Project. In
addition to periodic evaluations, provisions have been made for
interim and final evaluations, and a formal audit by ocutside
contractors,
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P AGENCY FOR INTERNATIONAL DEVELODFMENT

. "N\ UNITED STATES AID MISSION TO FERU
-,-.‘-".—- C/Oo AMERICAN EMBASSY
(LL"L"
g LIMA, 1 PERU
TLLETHIONE. L6200 CABLE. USAID'LIMA

June 20, 1985

Mr., Herrnando De Soto

President

Instituto Libertad y Democracia
Osa Mayor 157

Urb, Los Grarados

Monterrico

Subject: 1ILD - Institutional and Research Support
Prcject No. 527-0298
Grant No., 527-0298-G-00-5123-00

Dear Mr. De Soto:

Pyrsuant to the authority contained in the Foreign Assistance Act of
1961, as amended, the Agency for International Developmeat (hereinafter
referred to as "AID™ or "Grantor”) hereby grants to the Instituto
Libertad y Democracia (hereirafter referred to as "ILD" or “Crantee”),.
- the sum of $¢500,000 to provide support for a multidisciplinary study of
Peru's urtan inferzal sector and 1ts implications for private enterprise
developzent 2s described in Attachment 1, the Schedule of the Grant and
Attachment 2, entitled "Progrzm Description.” The sum indicated abtcve is
the first increzent of AID funding expected to total $1,200,000;

subsequent increzents are subject to the availability of funds for this
purpose.

This Grant {s effective and obligation is made as of the date of this
letter and shall apply to conzitments made by the Grantee in furtherance
of program objectives during the period beginning April 1, 15985 and
ending December 31, 1985,

This GCrant i{s rcade to ILD on the condition that the funds will be
administered in accordance with the terms and conditions as set forth in
Attachment 1, the Schedule, Attachment 2, entitled “"Program Description,”

\ \\ A
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Mr. Hernardo De Soto 2,

and Attachments 3 and 4, entitled "Mandatory Standard Frovisions™ and
"Optiecnal Standnrd Provisions,” which have been agreed to by your
organization,

Please sign all six (6) copies of this letﬁer to acknowledge your
acceptance of the conditicns uncer which these funds have been granted,
and return five (5) copies to LSAID/Peru,

Sincerely yours,

il

/Xohn K. Sanbrailo

/ irector
Attachoents:
1, Schedule
2, Program Description
3. Mandatory Standard Provisions
4, Optional Standard Previsions
Acknowledged:
INSTITUTO LIBERTAD Y DEMGCRACIA
e
By: J \_ﬂ\\_ Z:
Hernando De Soto
Title: President
Date: June 20, 1985
Fiscal Data:
Appropriation : 72-1151021
Budget Plan Code + LDAA-85-25527-DG13
Project Number v 527-0298

Total Estimated Amount: $1,200,000
Total Obligated Amount: $500,000
Funding Source : USAID/Peru
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Lima, 16 de Junio de 1986
~ONF1EP-127/86

Sedor
JOHN SANBRAILO
DIRECTOR DE A.1.D.

LIMA, PERU

De nuestra mayor consideracién:

La presente tiene por objeto formalizar
por escrito nuestra solicitud de apoyo financiero tratada con usted
en forma verbal en varias ocasiones, entregando, esta vez, nuestro
Proyecto CONFIEP-AID que contiene un Plan de Accién a cuatro (4)
afios para el fortalecimiento y desarrollo de la Confederacién Nacio-
nal de Instituciones Empresariales Privadas.

CONFIEP, como es de su conocimiento, es
una institucién de cipula empresarial, que a la fecha estd integra-
da por quince (15) entidades gremiales empresariales que en conjun-
to representan més del 80X de la actividad empresarial privada
de nuestro pafs,

La institucién tiene como principios: (a)
Propiciar el logro de objetivos nacionales de desarrollo y crecimien
to con evolucién social, al servicio de los intereses nacionales,
el mejoramiento de la sociedad peruana y el logro de la libertad
y de la superacién de la persona humana. (b) Afirmar un sistema
de empresa privada, fundamentado en la libertad personal, la inicia-
tiva particular, la retribucién al esfuerzo, la propiedad privada
Yy la adecuada rentabilidad de la inversifn que se enmarcan en la
economfa social de mercado y en el libre Juego de la oferta y la
demanda,

El Proyecto 1involucra una serie de accio-
nes que conducirén al fortalecimiento de la institucién reciente-
mente creada, asf como para asegurar su mis répido desarrnllo con
el prop6sito de consolidar la accibn de una entidad seria, técnica,
con gran capacidad de convocatoria y de atencién en el &mbito guber-
namental .coadyuvando en sus esfuerzos por el desarrollo del pafs.
Asf, es de particular preocupacién la institucionalizacién del
didlogo con los diversos estamentos del Gobierno, especfalmente
sobre an&lisis econémicos que permitan establecer sistemas Yy regu-
laciones que propicien fundamentalmente el incremento de las expor-
taciones, las inversiones y el ahorro interno.

CONFEDERACION NACIONAL DE INSTITUCIONES EMPRESARIALES PRIVADAS Paseo de 1z Repiblica 571. Piso 14 Lima 13 Tell. 232637
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Deseamos enfatizar que el propfsito fun-
damental del proyecto CONFIEP-AID, propuesto por la presente, es
el de fomentar la expansién del ahorro, produccién, inversién,
exportaciones y empleo en/por el sector privado del Peri. Este
proyecto tambien tiene la intencién de ayudar a mejorar la unidad
del sector privado Peruano en una organizacién fuerte. CONFIEP
reconoce 1a muy primordial prioridad de mejorar la {integracién
de los sectores privados formal e informal, asf como estrechar
mejor las relaciones entre las asociaciones privadas de Lima y
las de provincies.

El presupuesto del proyecto est§ estructu-
rado de tal manera, que el apoyo financiero de AID tiene una pro-
yeccibn decreciente, mientras la contrapartida se presenta en forma
creciente, logréndose al finalizar el cuarto afo el autofinancia-
miento de CONFIEP.

E) Directorio de CONFIEP, tiene la convic-
cibn y se compromete a hacer los mayores esfuerzos para incrementar
paulatinamente los ingresos institucionales por concepto de cuctas
y donaciones ain cuando ya el Proyecto contempla moderados incre-
mentos en estos rubros en délares, lo que en moneda nacional son
substanciales debido al proceso 1inflacionario y la consecuente
devaluaci6n.

CONFIEP desea dejar expresa constancia
del cumplimiento puntual de las contrapartidas seilaladas, y ain
més, de alcanzar antes del plazo {ndicado lo propuesto, solicitando
a AID considerar la posibilidad de adelantar los desembolsos en
la proporcidn correspondiente, si ello se produjera.

Les estamos adjuntando 1la propuesta de
donacibén de CONFIEP, la cual evidencia que CONFIEP est& debidamente

organizada y registrada de acuerdo a las leyes Peruanas y a su
vez exonerada de impuestos.

Hacemos propicia 1a oportunidad para reite-
rar a usted los sentimientos de nuestra mayor consideracién y estima
personal,

Muy atentamente,

(AUgq C

Miguel Vega Alvear
Presidente

adj.: Proyecto CONFIEP-AID

MVA/i1
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Director

Agencia Internacional para el Desarrollo-AlD
Presente.-

Es grato dirigirme a Ud. con e} fin
de confirmarle por medio de le presente el interés de este Ministerio
en poser desarrcllar un programa de Cooperacion técnico-financiera -
con el auspicio de la Agencia que Ud. dirige en el &rez ce rienea -
miento de politicas econémicas y desarrollo institucional.

Como es de su conocimiento la actual
administracion est§ abocada a reactivar la economia, especialmente me
diante el uso de la capacidad industirial ocjosa y la promocién de ex<
portaciones de manufacturas. En este sentido, el planeariento de polf
ticas que permitan alcanzar estcs objetivos son de gran jnt_rés, -

Asimismo, este Ministerio se halls
muy interesado en su £onsolicacidn instituciona) y profesional, razén
por la que entendemss viatie unm proyects de ests natureieza.

/
/

-:E},O*t J;@éiayt"' 'Jth . Sin otro particular quedo de Ud.
" _ (G//é Zj Atentamente, p
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FPigures for 1986 represent base costs with an inflation releted increase
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DETAILED PINAMCIAL ANALYSIS AND BUDGRIARY ASSUMPT] Oons

Formal Private Sector

of 6.5 % per annum over the life of the Project (LOP).

Unless otherwise noted, costs represent those sttributed to AID

1986 salaries are pro-rated according to starting dates.

A. CONFIEP
Institutional Develcpment
a. Staff

1. Director @ 835,000 approx. - CONFIEP picks wup entirely (this
person is already in place)

2. Economics Studies Department
- Senior Economist @ $£35,000 / Yr.
- Master's Level Economist @ $20,000 / Yr.
-  Recent college grad Eccnomist @ $10,000 /7 Yr.
~ Secretary @ $6,000 / Yr.
This g-oup should be hired as soon as possible with optimel dates
Nove=ter., It is essential to mcve as quickly o4 pescsitle to
provide COWFIEP's Director and President with scund eccnomic
analyses of repidly changing events in Peru and to teke edvantage
of the new goverament's overtures to tbe private sector. Also
this steff is needed in order to initiste the process of deciding
apd contracting studies on iovestment, saviags, privete sector
definition and other brosd issues.

3. Membersbip Department
- MWembership Director @ $25,000 / Yr.
- Secretary @ $6,000 / Yr.
This teem will be responsible for broadening the senbership base
among associstions and with the regioncl chambers. Among the
activities it will undertake will be: the coordinstion of
dialogue ectivities with the reglonal chambers, and the
preparation (based on member contributions and announcements) of
the bi-monthly newsletter. Those two staff members should be
bired mid-year.

4. Public Affairs / Publications Department

\\\3

£
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~ Public Affairs Director @ $30,000 / Yr.
- Executive Secretary @ $8,000 / Yr.

This Department will be responsible for managing and coordinating
CONF1EP's publicetions and its counferences, meotings, etc.

It will work in close cooperstion with Lhe economic studies
department and the membership Director to coordinate the timing,
production and dissemination aspects of publishing. In
essence,this team will handle logistics while tbe Econoaic
Studies and Meabership Directors bhandle substence.

The second set of asctivities for the Publie Affairs Office will
be the coordinstion apd implementation of maetings, seminars and
conferences designed by the Economic Studies Depsrtment in
collaborstion with outside technical expertise.

These two personnel should be hired as soon as possible in order
that studies be undertsken and that meelings be planned and
realized early on. Both persons should be highly experienced in
conference management snd/or publicetion coordinstion.

Librarian @ $3,500 / Yr. (1/2 time)

As it is important that CONFPIEP develop the inhouse capacity to
snticipste and to react to timelr events, o small library is
planned. Such a fecility would include not only current econowic
snalyses, at netional and intersationel levels, but also would
offer information relevant te regliongl and sectoral
chembers/associstions. A part time librariam {5 required with ¢
sterting date toward the mid to end of year ),

Messengers 2 @ $2,000 / Yr. (each)

e Em e Em-— " -

With the exception of the Director, who is slready in pleace and
whose salary should contioue to be covered by CONFIEP, all other
selaries for steff are calculated ot the base rates given above,
increasing by approrimstely 6.5 % per year with A1D covering 80 %
in year 1, 60 % year 2, 40 % in year 3 and 20 % in year 4. The
totals are approrimately $290,000 AlID, $485,000 COWFIEP,
totalling $775,000 over LOP.

b. Technicel Assistance @ spprox. $600,000 over 4 years.

1.

Bconomic /Investment Expertise @ approx. $180,000 over 4 years.

The purpose of this expertise is to assist the Bconomlic Studies
Department Identify and analyze {ssues for tbe preparation of

position papers, publicetions and conferences. Perbaps equally
{mportant will be the ecxpertise these personnel can lend to
COMFPIEP as it initistes dialogue with the government through both
formally planned activities (es steted obdove) and through
laformal mestliogs. Punding for this expertise is planned to be
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grestest in year one with the amounts diminishing over time.
Perhaps 60,000 year 1 declining to 30,000 year 4.

2. Orgenizstional Process Expertise @ approx. $130,000 over 4 years.

CONFIEP will grow in year 1 from a very smell organization to one
of substantial size. Especially in years 1-2 and then
diminishing substentially in years 3-4, COWFIEP will rpeed
expertise in order to brosden its base and scope, take o stronger
leadership role and develop the management systoms to coordinate
s mix of activities which are both sensitive politicelly and
complicated logistically.

3. Conference / Meeting Expertise @ approx. $160,000 over 4 years

The bulk of this expertise is anticipeted for year 2 and 3 of
the Project during which time major conferences are planned. 1In
1986, COMFIEP's Public Affeirs Department will be responsible for
organizing Public/Private Sector Roundtsble Lunchecons and for
initiating the speakers Serjes. Prom a Jogistics standpoint,
neither type of event is terribly complicated. However, as large
conferences are planned for 1987 and 1588, CONFIEP will need some
guidance toward the end of 1986 and will need a great deal during
1987 and 1988. A possible flow would be $20,000 in 1986; $60,000
in 1987-1988 (each) and $20,000 in 1985.

4. Bvaluetion @ 860,000 each in 1987-1989

Two evaluastions are planned - one et mid point and the other
towards the end of the Project.

e. Studies
1. Speciul Studies

In order to establish a policy dialogue with the new goverament,
the first set of sctivities should be the preparation of soundly
based analyses of the current economic situstion. Approzimately
foue studies should be prepared in 1986 and five or six each yesr
thereafter. Because these studies should be of a sophisticated
and professional neture, and because COMPIEP will not have the
capacity to carry out such studies - ot least icitielly, locsl
technical assistance is csalled for to conduct such studies. By
year 4 of the Project, CONFlEP's staff should assume more of the
responsibility to carry out the research snd prepare studles
in-house sud/or contract with member organizations for
complementary resources.

The cost of outside local TA to prepare a study was calculated at
spproiimstely $10,000 per study end production costs were
estimsted at approximstely $12,000-$15,000 per study st o
disseminstion of 3000 copies per study. It is essuped that
Peruvian organizetions would prepare these studies.

2. HMonthly Newsletter
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The objective of the monthly sewsletter is to incresse and
enhance communications among the msmber associstions and with the
regional chambers. The goal is thst the Newsletter be prepared
in-house and be beased upon stories and/or articles written and
submitted by member sssociastions. The Public Affairs/
Publications Department would coordinate the preparstion,
production and disseminstion of the Wewsletter. 1In yesar 1,
however, epprorimately $5000 im locel technical assistence 1isa
anticipated to work with the newly hired staff. By year two, the
operations should be handled in-bouse.

Production costs were estimated ot $250.00 per 1000 units. With
s dissemination level of 3000/issue, the cost per month is
approx. $750.00 { in 1986).

1986 6 issues = 4,500
1987 12 issues = 9,600
1988 12 issues = 10,200
1989 12 issues = 10,800

Training @ approx. $30,000 - 40,000 / year

While the precise mix of training activities should be decided per
the needs of COUFPIEP at the implementstion stage of the Prcject, the
types of training might include trips to, and exchange programs with,
similar private sector association. im other Latin American
countries. (i.e. FEDECAMARAS in Vevernela), particlpetion in World
Bank Seminars or short US wuniversity coursey. Training will be
provided to COMFIEP Boerd members (visits to other countries) and
staff. The Specific courses for the latter will depend on tbe needs
of the staff bired. This training activity should not be confused

with the separate $100,000 grant agceement for COWFIEP sponscred
training.

Office Space

@ approx. $58,000 / annum covered entirely by CONFIEP

It is very important that CONFPIEP be located in a facility separate
from those of its member associatioss end begin to take on an
identity of its own. A large facillty is called for to include
sufficient office space for S-6 professionals, 3 secrelaries and
other support staff, and to provide spsce for e library, and an
sconomic studies department with computer capability, and conference
rooms of sufficlenst size to host some of the moetings and seminars
planned. A large office space in Niraflores has been used for
purposes of estimation.

Commodities

- 2 computers @ $8,000 / each {
- 3 Typewriters @ 85,500 / each (
- 1 Xeros machine @ 810,000 [ AID
-  Approzimately $5,000 maintenance (
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and new supply purchase over LOP {

Office Purniture for staff and (

Conference room @ $25,000 { CONF1EP
{

2. Paciliteting Dislogue

s. Meetings and Conferences

1. Distiaguisbed Speskers Series

@ epprox. $7,000 / event.

Four events are planned in 1986 and six are proposed for 1987.
The purpose of the series is to highlight {mportant issue, by
bringing to Peru (or utilizing locsl expertise) persons of high
reputstion and stature. The series is proposed for the firgt 2
years only to "put the issues on the map."

Costs/event were calculated to include:

International travel for spesker 1,600
Honorarium/fee st $1000 / day 4,000
per diem @ $75/day 300
Small luncheons for 25 people 125
Cockteils for 25 people 2%
reception for 75 people 150
room rental 50
Breakfast for 25 people 50
Audio / Visual 50
Misc S00
Xerox 300
Approx. 7,000

It is proposed that the "distinguished speaker™ spend about 4
deys in Peru and

- address a small select group over lunch

- address a larger group that efternoon

- address @ rmall bresakfast group

- travel to Arequipa or Trujillo to eddress & regicnal chamber
with the regionel chamber sssuming travel costs (spasker,
COMFPIEP director, etc.) to the region and assunimg copt of
mocls.

2. Luncheot Roundtables GOP/Private Sector

Smsll luncheon groups (20-25 people) to meet on & regular basis @
approx. $200/event to cover meals/cocktalls.

Seven moetings are anticipated for 1986 and 12 are proposed for
each year thereafter.
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3. Conferences

Two major conferences are proposed; one in 1987 and one in 1688.
These will be major events - one to address the issue of savings
snd investment and enother to address privsie enterprise and its
role in dev:lopment in Peru and elsewhere. Participation of
several internstional speakers is anticipated. Attendeance 1is
ostimated ot 200-250 people for 2-3 days st a hotel outside
Lims. Bach event will cost approx. 8100,000 with AID
contridbuting 875,000 for conference 1 and 850,000 for conference
11. Costs above and beyond $100,000 per event will be covered by
the participants in the form of s fee to attend the event.

b. Press Releases / Advertisements

Approx. $1,500 /year asre anticipated with the bulk picked up by the
bost country iastitution either im financial terms or inm kind, for
example, contributions by the Redio TV Associstion.

c¢. Public Bducation Campaign

Approx. $1,500 / year is planned

Strengthening Sectoral Relstions

$295,000 over 4 years with the emount incressing over time. The purpose
of such funds ir to strengthen the weaker associations, improve
administration where needed and subsidize studies, especially those
beneficial to the privete sector as ¢ whole. <These resources should be
channeled through CONFPIEP upon approval by CONFIEF's Bosrd of propotais
submitted by member ctambers.

N\
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B. GIONAL CHAMBERS

$360,000 over 4 jyesars to Regional Chambers {s proposed. This would be
divided approx.

$130,000 Arequips
$90,000 Trujillo
$140,000 Others (Iquitcs, Cuzco,

Piura, Puno)

Areguips

s. JTostitutional Development

A small research/studies department {s envisioned to lnvestigsate
means of (a) stimuleting end/or esttrecting investment in Arequipa and

(b) creating/forging greater linkages between Arequips end Lima and
other regions.

This research depariment will require:

1. Steff

- EBcooomist @ $16,000 / year with AID covering entire salary in
year one and diminishing over time.

-  Investment Specialist @ $15,000 / year with AID coverinmg 30 %
in year 1 and decreasing over LOP

-~ Secretary @ $2,000 covered by HC
2. Commodities
-~ One computer @ $8,000
- One Typewriter @ $4,000 with AID contributing approx. $100

additional iz msintenance over LOP

3. Technical Assistance (Peruvian)
Approz. $20,000 over LOP for an investment specialist

4, Studies
Approx. $10,000 over LOP for production costs of studies
conducted in-house
b. Pacilitating Dialogue
Approx. $30,000 over LOP to:

- Easble members of Arequipa chember to travel to and participate
{n meetings io Lims.

- Cover travel costs end mesls associated with the Distinguished

Speskers series to bring the speaker plus 1 or 2 CONPIEP.
representatives to Arequipa to address the Regionsl Cheamber.

\\(b
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2. Truijilloe

= A plan on s similar but more modest scale to thet of Arequipa is
envisioned.

a. Institutionsl Development
1. Staff
- Economist / Investment Specialist

@ 816,000 / year covered by AID {p year sod decreasing
over time

- Secretary @ $2,000 / year covered ontirely by chamber
2. Commodities

- One computer @ $6,000 and epprox. $1,000 in msintenance
over LOP

3. Technical Assistance @ appror. $16,000 over LOP
4. Studies / Publications
Approx. $9000 over LOP
b. Pacilitating Dialogue
Approx. $20,000 over LOP

Other Chambers

Approx. §140,000 over years 2,3,4 to enable the smaller chambers to
conduct research and participate in naticnel level meetings. Approx. 60%
(880,000) for 1Imstitutional Development and Approx 40% (860,000 for
facilitating dialogue). The Chambers considered gre Iquitos, Cuzco,
Ayacucho and Puno.

d
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JOB DESCRIPTION]

1. Project Coordinstor

A. EBducation end Experience

The Project Coordinator sbould be treined in economics and/or socisl
sciences preferably with a masters' degree 1level in business or public
administretion with 10-15 years sbared experience in government and the
private sector, currently at or npesr sonlor levels of msscagement with
responsibility for the supervision of otber professionals.

Be/she should be fully bi-lingual, with writing skills io Boglish and
Spanish and should have lived extensively in Lat!in America.

B. Principal Tasks:

* Assist AID in the monitoting of the various pgrent sgreements
called for in the Project.

®  Assist AID in the definition of the jobs to be performed by the

Peruvisn Deputy Project Coordinstur, the US Expert in investment
promotion and the Peruvian Expert in investment end export
promotion and the defirnition of desired professional end personal
quaelifications.

®  Assist AID in the recruitment and selection of the ?Project
guidance and coordinstion staff.

Assist AID in npegotisting with CUNFIEF the provision of office
space and other support services (not provided for inm the budget

for this conponent) reguired for the Prcject guidance and
monitoring group.

®  Advire COMFIEP on orgsnizationsl development matters by

- Assisting in the definition of the functions of the staff to
be hired under the grant agroement.

- Assisting in the description of the functions of the
professional staff end the definition of professionsl and
personal quelifications of all the direct staff of COWPIEP.

-~ Assisting 1o setting wp the priorities and a schedule to
develop the organizationsl structure of CONFIEP along the
lines of what is belng proposed {n this Project.

- Assisting COWFIRP {n to plap end carry out structural changes
{n tbe orgarizstion of Cowriep, 1i{.e., the rules for
{ncorporation of oaew associations (new members); the
composition and liokages of & possible "bosrd of patrons™ as
proposed; the restructuring of the board of directors; the

W
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formation of specislized committees and others, directly
re:ommended in the Project paper as they may be modified thru
negotiations.

*  Assist AID define the terms and covenants (as related to
organizstional changes) of the grant agreements to be entered
into with CONPIRP.

*  Assist AID in the evalustion of opportunities to build linkages

to appropriate pudblic sector agencies as called for in the
Project.

*  Advise CONWFIEP and tbe sppropriate public sector agency(ies) on
criteria for prioritizing the program of studies to be supported
(funded) by the Project.

» Advice CONFIEP and the appropriate public sector agency(ies) on
the preperation of scopes of work for the prioritized economic
studies to be undertaken under the Project.

® Supervise the “guidance and monitoring™ contrect team in
developing appropriate work plans of colleboration with COKFIEP,
the regional ctambers, the public sector and ILD.

®*  Supervise the activities of the Peruvian Deputy Project
Coordinator whick will focus in the area of dlalogue/consensus
development through the program of conferenceas diestinguished
speakers series, publications and other iunformation digsemination
efforts.

. Supervise the activities of the US irvestmont and export
devel:pment expert and and assist tim/ber and the Peruvian
counterpart, in developing appropriste linkeges with the
associaticz memders of COWFIEP directly invcived in this ares as
well as with the regional cleambers and apny eppropriste public
sector agency({ies).

% Based on the terms of existing agreements with ILD teke principal
responeidbility for monitorieg progress towvards the schievement of
Project pgoals and assist ILD's mansgement; make adjustments in
program content if this becomes necessary es a result of
unfolding events.

®*  Assgist ILD's maragement in building linkages with COMFIEP and
regionsl chambers.

Reporting Requirements

®  Prepare quarterly progress reports in English and gpanish for the
Mission ead CONPIRP's President and Board of Directors.

*  Propare sty otber reports deemed necessary to alert the Mission
and CONWPIEP of possible requirements for changes in focus or
emphasis resulting from the periodic (interim) prozram
evalustions called for io the "“coject.

\6\
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®  The Project Coordinator will work closely with the chief of AID'S
Private Sector Division and should sttend periodic: briefings and
program reviews.
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POTENTIAL SOURCES OF ECONOMIC EXPERTISE iN PERU

Universities

1. Universided del Pacifico
Bachelors and Masters programs and economic research center,
CIUP presently under contract with the IBRD.

2. ESAN
Graduate programs and en economic development research institute
which also does limited consulting work. Presently concentrating on
energy policies issues.

3. Universided Catolica
Graduate and undergraduate programs

4. Universidaed de Lima
Undergraduste programs and CIESUL a research and analyeis institute
on socio-economic subjects.

Economic and Matagement Research and Analysis Organizstions

1. Apoyo S.A.
Concentretes in publishing and editing periodicals and special papers
on ecooomic issues. It also bas a large group of private clients for
whom Apoyo does policy analysis work.

2. IPAR
Principally dedicated to organiting conferences and sympogia for the
Peruvian private sector, using distinguished ' (independent)
prcfessionals.

3. GRADE
Principally concerned with economic snslysis of long term prospects.

.
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PROJECT AUTHORIZATION

Nace of Country : PERU Nape of Project: Private Sector Policy
Planning and Institutional Developzent

Nuzber of Project: 527-0298

Grant Number ¢ 527-0298-G-00~5122-00

1. Pursuant to Section 106 of the Foreign Assistance Act of 1961, as :r=nded,
I hereby authorize the Informal Private Sector couponent of the Private Uovior
Policy Planning and Institutional Developaent Project for Peru 1uvalving
planned obligations of not to excecd One Million Two Hundred Thousand Unft.d
States Dollars ($1,200,000) in grant furds ("Grant”™) over a two and crc 'wif

year period from date of authorization, subject to the availability =f iu-t;
in accordance with the A.I.D. 0Y3/allotment process, to help in .. -t ~
foreign excharge and 1local currency costs for the project component. i

Flanned 1life of the project cozponen: is thirty wmonths from the date of
initial obligation. The cozponent being authorized {is part of a larger
project, totalling approxicately 6.0 willion which will foclude azctivities
with the [orzal private sector to assist it to become a more effective policy
analysis and lobbying force, and with the GOP to strengthen 1its czpacity fcr
mah.ng coherent, timely, an? informed judgements concerning policy formation.

2, The project (componcat) consists of grant assistance to a Peruvian private
sectcr entity to enhance its capacity to perforn policy analysis and procote
policy reform. The comzponent will be impleoented through a Specific Supnort
Grant to the Irstitute for Liberty and Democracy (ILD) in the accunt or $1.2
zillion. The Grant will support a continvation and ex;znsica of I.D's
research on the inforzal sector, focusing om the legal and reguletory
frzocork and actions to alter this.

3. The PFrolect Agreezecnts, which cay be negotiated and executed by tie
officer to whom such ez thority f{s delegated in asccordance with A.1.D.
regulations and Delegations of Authority, shall be subject to the follow: _
essential terms and cajor conditions, together with such other terms and
conditions as A.1.D, zay deen appropriate,

3. Sourre ani Origin of Coczodities, Nationality of Services (Grant)

Commodities financed by A.I.D. under tte CGrant shall have their source
and origin in Peru or in the United States, except as A.I.D. may othervise
agree in writing., Except for ocean shipping, the suppliers of cocrodities or
services financed under the Grant shall have Peru or the nited States es
their place of naticrality, except as A.I.D. pmay othervise asgree in writing.
Ocean shipping financed by A.1.D. under the Crant shall be financed only cn
flag vessels of the United States, except as A,I.D. may otherwise agree in
vriting.
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b. Conditions Precedent to Disbursczent (ILD)

(1) Condition Precedent to Disbursement for Project Activities After
Decezier 31, 1985

Prior to any dictbursement or the issuance of commitment docupents
under this Crant to finance project activities after December 31, 1985, 1ILD
wvill publish and initiate distribution of the book it is preparing on the
informal sector, which will contain the results of ILD's work to date.

(2) Conditions Precedent to Disbursement for Project Activitics for
CY 1986 )

At least two months prior to any disbursement or the iesuance of
corpitwment documents under this Grant to finance project activities for CY
1886, ILD will rubmit to AID:

(a) An onproved detailed workplan for CY 1986 which clearly
estatlishes ex;zected accomplishments for the Grant period, goals, expected
outputs, and specific benchzarks,

(b) A 1isting of all other (non-AlD) financial support, by
grantor, that JLD has reccived to further the objectives of the Grant, 2loup
with a brief description of the specific purpcses of such support and the tize
period over which it will be utilized. Non~-AID support will equal at least
46X of total finzncial reeds for the period.

(3) Conditions Precedent to Disbursecents for Project Activities for
CY 1567

At least twvo oonths prior to any disbursement or the issuzace of
coz=itment docuzents under this Crant to finance project activities for CY
1387, ILD will subzit to AID:

(a) Ao approved detailed workplan for CY 1987 which clearly
establishes expected asccompliishzents for the Grant period, goals, expected
outputs, and specific benchmarks.

(b) A 1listing of all other (non-AlD) financial support, by
grantor, that ILD has received to further the objectives of the Grant, alcnp
vith a brief description of the specific purposes of such support and the tize
period over which it will be utilized., Non-AID support will be egual to at
lea: 702 of total financlal neceds for the period.

A l//_’/
/ .John A. Sanbrailo
Mission Director
June 20, 1885
Date

9
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* &k v AGENCY FOR INTERNATIONAL DEVELOPIAENN

=T UNITED STATES AID MISSION TO iCAU
e C/O AMERICAN EMBASSY
iy .
LIMA, 1 PERU
TLLEPHONE: 2806200 CARLE: U I 11As
Project Authorization
(Amendment Bo. 1)
Name of Country: Peru
Name of Project: Private Sector Policy Planning and Institutional
Development
Wumber of Project: 527-0298

1. Pursuant to Section 106 of the Foreign Assistance Act of 1961, as
amended, the Infcrmal Private Sector Component of the Private Sector Policy
Planning and Institutional Development Project for Peru was authorized on June
20, 1985 in an amount of One Million Two Hundred Thousand United States
Dollars ($1,200,000) in grant funds (the “"Authorization"). The Authorization
is hereby amended to 8dd the Formal Private Sector component and the Project
Coordination component involving planned obligations not to eoxceed three
million two hundred thousand United States Dollars ($3,200,000) in grant funds
(the "Amendment") over a fifty-four month period from the date of the
Amendment, bringing the toal amount suthorized for the praoject to four million
four hundred thousand United States Dollars ($4,400,000) subject to the
aveilability of funds in accordance with the A.I.D. OY5/allotment process, to
help in financing foreign exchange and local currency costs for the project.
The planned life of the Amendment is fifty-four months from the date of
initial obligation under the Amendment. The Amendment and the initially
authorized component shall be referred to herein collectively as the "Project".

2. The Amendment consists of assistance to & private sector confederation,
which represents the great majority of Peru's formal private sector
associations and businesses, and which has assumed a key role in the private
sector policy formulation process. The Project, including the previously
suthorized informal sector component, has been designed to promote policy
dialogue and reform by: (1) strengthening the institutional capability of both
the private and public sectors to engage in constructive policy dislogue, and
(2) enhancing the understanding of the indispensable role of private savings
and investment in economic growth. A public sector component is planned to be
authorized in the future. AID/Peru is authorized to utilize up to $1,195,000

of Project funds to contract for goods and services for project coordination,
monitoring and evaluation.

3. The Project Agreement(s), which may be negotiated and executed by the
fficer to whom such authority 1s delegated in accordance with A.I1.D.
regulations and Delegations of Authority, shall be subject to the following
»dditional terms and covenants and major conditions, together with such other
terms and conditions as A.1.D. may deem appropriate.
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a) Conditions Precedent to Initial Disbursement

Prior to any disbursements or the issuance of commitment documents
under the Amendment, CONFIEP will submrit to AID, in form and substance
acceptable to AID, the following:

1. Bvidence that CONFIEP is duly organized and reglistered in
sccordance with the laws of Peru; and

2. Bvidence that CONFIEP is recognlzed as an entity exempt from
taxation under the laws of Peru.

«, Conditions Precedent to Disbursements

Prior to any disbursements or issuance of comritment documents after
the first $100,000 has been disbursed under this Amendment, CONFIEP will
submit to AID, in form and substance acceptable to AID, the following:

i. A copy of a CONFIEP Board of Directors’' resolution indicating
that there will be increasing self-sufficiency for CONFIEP's core activities
during the Grant period and full self-sufficiency for core activities when AID
financial assistance terminates.

ii. The first Annual Implementation Plan which prcvides expected
accomplishments for the period, and the anticipsted Project inputs, objectives
and specific progress indicators for each quarter. The plan will specify the
funding source for all proposed Project activities.

iii. Locumentation that CONFIEP has developed and is utilizing an
improved firancial maragement, internal control and procurement system..

¢) Conditions Precedent to Subsequent Disbursements

Prior to any disbursement or the issuance of commitment documents
under the Amendment to finance Project activities not contained in the Annual
Implementation Plan in effect at the time, CONFIEP will submit to AID, in form
and substance acceptable to AID, the following:

i. An amendment to the Implementation Plan currently in effect, or
if appropriate, a new Annual Implementation Plan.

ii. Documentation which 1indicates that CONFIEP has provided no less
than the Project counterpart requirements to date as described in its proposal
to AID.

d) Covenants

CONF1EP covenants that it will:
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i. Work to integrate CONFIEP, sectoral associations and regional

associstions and strengthen their capacity to promote private sector
investment, production, and employment outside of Lima.

ii. Implement a fund raising campaign which will lead to increasing
CONFIEP revenues from non-AID sources in order that CONFIEP can continue and
maintain core project sctivities when AID funding terminates.

iii. Seek additional funding for CONFIEP from local sources and, as
appropriate, from other international agencles and/or from friendly countries.

iv. Coordinate CONFIEP activities with cther private sector groups
being assisted by AID such as Instituto Lidertad y Democracia (ILD), Instituto
Peruano de Administracion de PEmpresas (IPAR), Escuela Superior de
Administracion de Negocios (ESAN), Universidad del Pacifico, Universidad de
Piura, Accion Comunitaria del Peru, Asociacion FPromotora de 1Institutos
Tecnclogicos Superiores (TECSUP), etc. When appropriate, utilize the research
findings and development experiences from these organizztions in CONFIEP
programs,

v, Locate, select, contract and purchase all AID-financed project
technicsl assistance, training gservices and commodities in a competitive
menner approved by AID. .

4, Except as specificelly amended or modified herein, the terms and
conditions of the Authorization remain in full force end effort.

\\r/ //%/?[/ {z// ~

Mission Director

é /723/ g

/Date




$C(2) = PROJECT CHECKLIST

Listed below are statutory criteris applicadble
to projects. This section is divided lmto two
parts. Part A includes criteria applicable to
all projectes. Part B applies to projects funded
from specific sources only: B.1 applies to all
projects funded with Development Assistance

losns, and B.3 applies to projects fundsed from
BS?.

CROSS REFERENCES: IS COUNTRY CHECKLIST UP 7O
: DATE? HAS  STANCARD 1TEM
CHECKLIST BEEN REVIEWED FOR

THIS PROJECT?

A. GENERAL CRITERIA FOR PROJECT

l. FY 19B6 Continuing Resolution See. 524:
FAA Sec. 634A,

Descride how authorizing and
aeppropriations committees of Senate and
House hava Yeen or will be wnotified
concarning the project.

2. FAA Sec, 611(8)(1). Prior to obligation
in excess of $500,000, will there be (a)
engineering, firnanclal or other plans
necessary to carry out the assistance
end (b) @ reasconably firm estimate of
the cost to the U.S. of the assistance?

3. FAA Sec. 611(a)(2). 1f further
legislative action 1is required within
reclpient country, what 1is basls for
reasonable expectation that such section
will be completed in time to permit
orderly accomplishment of purpose of the
asslstance?

A. FAA Sec. 611(b); FY 31985 Continuing
Resolution Sec. 501. 1f for water or
water-related land resource
congtruction, has project met the
pcinciples, etandards, and procedures
estadblished pursuant to the Water
Resources Planning Act (42 U.S. C. 1962,
ot seq.)? (See AlD Harndbook 3 for new
guldelines.)

A Technical Notificatiun for
the Prcject was sent on Moy

30, 1986 and expires on Junc
18, 1986.

(a) Yes.
(b) Yes.
No further legiclalive
action is required to

implement any activity under
this Project.

The Project is not o water
or water-related land
resource project.



6.

FhA Sec. 6ll(e). 1If project is capital
asglstance (e.g., construction), and all
U.S. assistance for it will exceed §1

million, has the Mission Director
certified and Reglonal Assistant
Aduinistrator tsken into consideration

the country's cepebllity effectively to
msintain and utilize the project?

FAA Sec. 209. 1Is project gusceptible to
execution as part of regional or
miltilateral project? If so, why is
project not 60 executed? Informatlon
and concluslon whether assistance will
encourage reglonal development programns.

FAA Sec. 601(a). Informatlion and
conclusions whether projects will
encourage efforts of the country to:

(a) increasa the flow of international
trade; (b) foster private initistive
and competition; and (c) encourage
development and use of cooperatives, and
credit unions, and savings and loan
apsoclations; (d) discourage
monopolistic practlices; (e) improve
technical efficlency of industry,
ggriculture and commerce; and (f)
strengthen free labor unlons.

FAA Sec. 601(b).
conclusions on how
encourage U.S,

Informatlon and
project will
private trade and

Not applicable.

The Project is noL
susceptible to cxeculiun as
part of a3 repional  or
multilateral project.

(a) The project is denipned
to increase Teruvian vsports
gs a result of relevant
policy imprevencents, an)
rationalize cconomic
policies to increase the
competitive integration of
Peru inte the internalienal
market.

(b} The project will fusler
private initiative and
competition by impreving Lie
policy envircnrment relevant
to private enterprise  and
increasing the appreciotion
of private sector eulerprise
by Peruvian soclely.

(c) Not applicable.

(d) Economic policy ounlyscs
and policy reform projnsals
to be generated throuph the
project will discourage
non-competitive, inefficient
business/economic practires,
(e) The project will prouvice

technical assistance to
improve the overall, mcl
ppecifically technieal,
efficiency of privute
enterprise,.

(f) Not applicable.

The Project is desijied L
stimulate US, other [oreinn
and local investmenbl in Per.

Y%



9.

10.

11,

12.

13.

investment abrosd and encourage private
U.S. participation in foreign essistance
programs (including use of private trade
channels and the services of U.S.
privete enterprise).

FAA_ Sec.  612(b), 636(h); FY 1986
Continuling Resolution Sec. 507.

Describe steps taken to assure that, to
the maximum extent possible, the country
is contributing local currencles to meet
the «cost of contractusl and other
services, and foreign currencles owned
by the U.S. are utilized in lieu of
dollars.

FAA Sec. 612(d). Does the VU.S. own
excess foreign currency of the country
end, if so, what arrangements have been
made for its relecse?

FAA Sec. 60l(e). Will the preoject
utilize competitive selection procedures
for the &awarding of contracts, except
where applicable procurement rules allow
otherwise?

FY 1986 Continulng Resolution Seec. 522.
If assistance is for the production of
eny commodity for export, 1is the
commodity likely to be in surplus on
world markets at the time the resulting
productive capacity becomes operative,
and 1is such assistance likely to cause
sudbstantial 1injury to VU.S. producers of
the same, similar or competing commodity?

FAA 118(c) and (d). Does the project
comply with the environmental procedures
set forth 1in AID Repulation 16? Does
the project or program taske into
considerstion the problem of the
destruction of tropical forests?

IS PO

et
by developing a wlable,
reational policy envivonment

which attracts inveslors.
The .project will «cuvouropoe
private U.S. parlicipatlon
in the foreign a<sislance
program by utiliziuny U.S.
technical assictlauce,
finsanciag and manngement
skills as well as
procurement of specific

conmodities, as apprupriate.

The parlicipaling
institutions will couulribute
the equivalent of U.u. %2.4u
million to meel Lhe custs of
carrying out this Project.

¥o,

Yes.

Not applicable; the Project
will stimulate vrnports
through relevant policy
reforms, not through cxport

productlon assistance.

An 1EF has been carried ¢

for this Project and
negative delevminatinn )
been made.

¢



14,

15,

16,

1.

FAA 121(d). 1If a Sahel project, has a
determination been made that the host
governnent has san adequate system for
sccounting for and controlling cecelipt
and  expenditure of project funds
(dollars or local currency pgensrated
therefrom)?

FY_1986 Continulng Resolution See. 533.
Is disbursement of the assistance

conditioned solely on the basis of the
policies of any multilateral institution?

I1SDCA of 1985 Sec. 310.

———

For development
sseistance projects, how much of the
funds will bYe avallable only for
activities of economicelly and soelally

disedvantaged enterprises, historieally
bleek <colleges and universitles, and
private and voluntary organizations

which are controlled by individuals who
are black Americans, Hispanic Americans,
or DNative Americans, or who are
economically or soclally disadvantaged
(inzluding women)?

FUNDING CRITERIA FOR PROJECT

Deyelopment Assistance Project Criteria

@. FAA Sec. 102{a), 111, 113, 281(a).
Extent to which activity will (a)
effectively involve the poor 1in
development, by extending access to
economy at local level, 1increasing
labor-intensive production and the
use of appropriate techoology,
sproading lnvestment out from elties
to small towns and rural aress, and
insuring wide participation of the
poor in the benefits of development
on & sustained basis, using the
appropriate U.S. institutions; (b)
help develop cooperatives,
especially by technical aessgistance,
to essist rural and urdan poor to
help themselves toward better 1life,
and otherwise encourage demoeratlc

private and local governmental
institutions; (c) support  the
self-help efforts of developing
countries; (4) promote the

AN

Esthes. o0 <

Not applicabdle.

No.
Full consideration will Le
given to small aund winnrity

and women owned busincssces
for the provision of ail
goods and services.

(a) The Project goal i35 L.
promote economic prewlh ool
employment in  Peru, wilh
specific components geared
to institutionalizing Lie
participation of the poor,

and those in deccnlralized
areas, in the benelils of
economic development. The

project will seek to extend
the access of [inancial crd
legal services to  many
(emall) enterprises which
currently do not enjuy thesc
benefits, and proincte
decentralized investinent,

(b) Not upplicable.
(c) The Projeect will uliiisw

Peruvian experls vhare
possible for TA and leainii:

50



participation of women in the

national economiss of developing
countries and the improvement of
women's »status; and (e) utilize and
encourage regional cooperation by

developing countries?

FAA Sec. 103, 103A, 104, 105, 106.
Does the project fit the criteria

for the type of funds (functional
account) being used?

FAA Sec. 107. 1s emphasis on use of
sppropriate tochnology (relatively
smaller, cost-saving, labor-usling
technologles that are generally most
appropriate for the small farms,
small businesses, and smsll incomes
of the poor)?

FAA Sec. 110(a). Will ‘he reciplent
country provide at least 25% of the
costs of the program, project, or
activity with respect to which the
assistance {s to bde furnished (or is
the latter cost-sharlng requirement
being walved for a "relatlively least
developed” country)?

FAA_Sec. 122(b). Does the activity
give reasonable promise of
contriduting to the development of
economie resources, or to the
incresse of productive capacitles
and self-sustaining economic growth?

FAA__Sec. 128(b).
attempts to

If the activity
increase the

ANKI

Exhilipt C
snd Lthe devolopumenl ol
institutions.
(d) One of the I'voject
components will underlake

gender differentialion
studies to determine tle
specific needs of (untly
poor urban) women

entrepreneurs, and usn the
results of these studirs (as
appropriate) to Jdevelop
policy recommendatious.

(e) This Project has not
been designed to huve a
regional impact.

Yes.

The Project includes the use
of Lechnical
appropriolte te develop the
institutlional capacity of
Peruvian ingsiitutions.

ssuiclance

Peru will provide $2,4¢0,000
of total Project conts of
$6,880,000, i.e. 3t% of
Project costs.

The Project will result in
more technically «qualiflied,

self-sustaining inslitulions
in Peru which are dedicated
to ecornomle growth, an well
@8 In the more efficivnl use
of scarce national rescurces
88 & result ‘a rationnlized
econonle pollcy environnut,

The Informal Teclor
component of Lthe Projevl las

\”b\


http:qua1i.ed

3.

.

institutional capsbilities of
private orgenizations or the
government of the country, or if it
attempte to stimulate sclentific and
technologicnl research, has it been
deslgned and will it be monitored to
ensure that the ultimate
benefliclaries are the poor majority?

g FAA Sec, 281(b). Describe extent to

which progran recognizes the
perticular needs, desires, and
capecities of the people of the
country; utilizes the country's
intellectual resources to encourage

institutional development; and
supports civil education and
tralning in skills required for
effective perticipation in

governmental processes essential to
self-government.

Development Assistance Project Criterla

{Loans Only)

&, FAA. Sec. 122(b). Information and
conclusion on  capacity of the
country to repay the loan, at a
reasonable rate of interest.

b. FAA_Sec. 620(d). If assistance is
for any productive enterprise which
will compete with U.S. enterprises,
is there an agreement by the
reciplent country to prevent export
to the U.S. of more than 20% of the
snterprise's annual production
durling the life of the loan?

Economie Support Fund Project Criteria

a. FAA _ Sec. 531(a). Will this
assistance promote economlc  or
political stadbility? To the maximum
extent feasible, 1s this aessistance
consistent with the policy
dicections, purposes, and programs
of pert I of the FAA?

been designed to clrei,.!ing
the institutional capalilivy
of a private organizali« n to
conduct research and su;;ori
reform activitles whase
ultimate ©beneficiaries are
the poor majority. JFroject
evalustion will monitor Lle
success of such activiticz.

The Jroject has been
specifically designed Lo
enalyze and respond Lo
Peruvian policies and policy
reform requirements, and to
develop the institulionnl
capacity of Peruvian privale
sector organizations Lo
dlalogue with the poverient
and contribute to the juiicy
formulation prucecss,
Peruvian tectuiical
asglstance, expertice ang
other resources will bte uscd
to the fullest cxlent
possidble in Froject
lwplesentstion.

Vot applicable.

Not applicsble.

Not app}icable.



b, AA c. 53)l(c). Will ascistance
under this chapter be wused for
military, or rnrunnitury activities?

¢. ISDCA of 31985 Sec. 207. Will ESP

funds be wused to finance the
construction of, or the cperstion or
malntenance of, or the supplying of
fuel for, a nuclear facilityr 1If
g0, has the President certified that
such country 1is a party to the
Treaty on the bNon-Proliferstion of
Nuclear Weapons in Latin America
(the “Treaty of Tlateloleco™),
cooperates fully with the IAEA, and
pursues non-proliferstion policles
conslistent with thcse of the United
tates? . '

d. FAA Sec. 609. If comuoditles sre to
be granted so that sale proceeds
will sccrue to the recipient
country, have Special Account
(counterpart) arcangements been made?

SC(3) - STANDARD ITEM CHECKLIST

Listed below are the statutory items which
norsally will be covered routlnely in those
provigiong of an asselstance agreement dealing
with itg icrlementation, or covered in the
sgreement by icposing limits on certain uses of
funds.

These Iitoms are arranged under the general
headings of (A) Procurement, (B) Construction,
and (C) Other Restrictions.

A. Procurement

1. FAA Sec. 602, Are there arrangements to
parmit u.s. small businessas to
participate equitably in the furnishing
of commodities and services financed?

2. FAA Sec. 604(a). Will all procurement
be from the VU.S. except as otherwise
deternined by the President or under
delegation from him?

3. FAA Sec. 604(4). 1f the coocperating
country discriminates epainst marine
insursnce companies authorized to do

Mot applicable.

Not applicabdble.

Yot applicable.

Yes.

Yes.

Peru does not dicerininot
against marine inturarnce
companies.

L
\ -



7.

business in the U.S., will commodities
de insured in the United Ststes sgainst
marine risk with such & company?

FAA Sec. £04(e): I1SDCA of 1980 Sec.
105(a). I1f offshore procurement of
agricultural commodity or product is to
be flnanced, is there provision agelnst
such procurement when the domestic price
of such compodity is less than parity?
(Exception where commodity financed
could not reasonably be procured im 0.S.)

FAA Sec. 604(p). Will constructioma ot
engineering wservices Ye procured from
firms of countries which recelve &irecct
economlc &assistance under the Fa% and
which are otherwise elipible under Code
941, but vhich 1ave attained o
competitive capability in internatlonal
markets in one of these areas? Do these
countries permit United States fims to
compete for construction or engloeering
services financed from essistance
programs of these countries?

FAA Seac. 603. 1Is the shipplng excluded
from compliance with requirement in
sectivon 901(b) of the Merchant %erinc
Act of 1936, ags amended, that at least
50 per contum of the gross tonnsge of
commoditles (computed separately for dry
bulk carriers, dry cargo liners, and
tankers) flnanced shall be transported
on privately owned U.S. flag comcercial
vessels to the extent such vessels are
available at feir and reassonable ralas?

FAA Sec. 621, 1f technical assistance
ie flnanced, will such assistance be
furnished by private enterprise on a
contract basls to the fullest axtent
procticable? 1If the facilities of other
federal agoncies will be utilized, sre
they particularly suitadle, not
compotitive with private enterprise, and
nade avallable without undue
interference with domestic programs?

International Air  Transportion Falr
Competitive Practices Act, 1974. 1If airc
transportation of persons or property is
financed on grant Dbasis, will U.S.
carrlers be used to the extent such
service ls avallable?

RN RN

Fabiloor C

Not applicable.

Not applicable.

ko.

Yes; bot applicable

Yes.



C.

1.

2.

3.

FY 1985 Continulng Resclution See. 504.

+1f the U.S. Government is a party to a
contract for procurement, does the
contrect contaln a provision authorizing
termination of such contract for the
convenlence of the United States?

‘.Qsm.c_up_q

FAA_ Sec. 601(d). If capitel (e.g.,
construction) project, will u.s.
engineering and professional services be
used?

FAA__Sec. 61i(e). If contracts for
construction are- to de flnanced, will
they be let on a competitive basis to
maximuz extent practicable?

FAA Sec. 620(k). If for construction of

productive enterprise, will aggregate
value of assistance to be furnished by
the U.S. not exceed $100 million (except
for productive enterprises in Egypt that
were descridbed in the CP)?

Other Restcictlions

1.

2.

FAA Sec. 122(b). 1If development loan,
is interest rate at least 2% per annum
during grace period and at least 3% per
annun thereafter?

EAA Sec., 301(d). 1f fund is establighed

solely by u.s. contridbutions and
sdministered by an international
organization, does Comptroller General
have audit rights?

FAA Sec. 620(h). Do arrangements exist
to insure that United States foreign aid
is not used in & manner which, contrary
to the best interests of the United
Stastes, promotes or assists the foreign
8ld projects or sctivities of the
Communist-bloc countries?

Will  arrangements
financing:

preclude use of

shge ey
Anhra oo

Extiibsr

Yes, all U.s.
contracts will contain g
termination for conveninnce
of the U.S. clause.

direct

This is not &
project.

cupital

Not applicoble.

Not applicable.

This project is wholly prant
funded.

Not applicable.

Yes.



£.

FAA_Sec. 104(f);: FY 1986 Cozstinuing
Besolution Sec. 526: (1) To pey for

performance of sbortions as s method
of family planning or to motimts or

coerce persons to pectice
abortions; (2) to pay for
perforrance of invaluntary

sterilization as method of family
planning, or to coerce or provide
financisl incentive to any psrson to
underge sterilization; (3) & pay
for any blomedical research which

.Telates, In whole or pa, to

methods or the performames of
adbortlons or invsluntary
sterilizations as a means of family
planning; (4) to lobby for a%ertion?

FAA Sec, 488. To reimburse gersons,
in the form of cash payments, whose
illicit drug crops are eradicsted?

FAA__ Sec. 620(n). To cospensate
owners for expropriated naticsmlized
property?

FAA Sec. 660. To provide tesining
or advice or provide any flmmcial
support for police, prisom, or
other law enforcement forces, except
for narcotlcs programs?

FAA Sec. 662. For CIA activiiles?

FAA __Sec. 636(1). For purehsse,
sale, long-term lesse, exchage or
guaranty of the sale of wmotor
vehicles manufactured outside U.S.,
unless a walver is obtained?

FY 1986 Continulng Resolutios, Sec.
203. To pay pensions, anmsdties,
retirement pay, or adjusted macvice
compensation for military perssmel?

FY_1986 Continuing Resolutiom, Sec.

205. To pay VU.N. acsessaant s
arcearages or dues? -

EY 1986 Continuing Resolutiom, Sec.
206. To carry out provisions of FAA
section 209(d) (Transfer of FAA
funds to multilateral organizations
for lending)?

Yes.

Yes

Yes.

Yep.

Yes,

Yes.

Yeo.

Yao .



3.

k.

1.

FY 1986 Continulng Resclution, Sec.
510. To flnance the export of

nuclear equipment, fuel, or
technology?

FY__1986 Continuing Resolution, Sec.
511. For the purpose of aiding the

offorts of the pgovernment of euch
country to repress the lepitimate
vights of the population of such
countcy contrary to the Universal
Declaration of Human Rights?

FY_1986 Continuing Resolution, Sec.
$16. To be used for publicity or
propeganda purposes within U.S. not
authorlized by Congress? -

Yes.

Yeas.

Yes.

Al o
Erbizioa



ANNEX X

Exhitit D
- 26 -
ENVIRORMENTAL DETER™IRATION
Prodect location: Peru
Project Title and humber: Private Sector Folicy Plaoning &nd
Institutional Develcpment
Yunding: FY 85
Project Purpose anc Activities: To promote policy change through

improving: (i) tbe technical and
ecovomic analysis withio tbhe public sector of key policy and progrem
constraints to private sector growtb, apd (ii) the techrical capscity of
Peruvian private sector orgavizations to anslyze key lesues fotdbiting growth
and to build up and support their institut{ocal capscity to Jobby for sounder

policy apnd promcte attitudipel changes that stipulate eccooomic pgrevtb and
eaployment.

Statement for Categorical Exclusion: It {¢ tbe opiniop of tbe USAID/Peru
that the Project does pot require an
Initjal Epvironmental Examinstion becsuse its activities are within the

classes of actiops described in Section 216.2, Paragrapb c(i) and c(xiv)
“"Cetegorical Exclusions of 22CFR Part 216.°

"Sectfion 216.% ¢(2) (xiv)":

"Studies, prcjects or programs inteuded to develop tbe capability of
rec!ipient countries to engage o developneont plaoning, except to the
extent decigced to result in activities directly affecting the
ecvircnment .

"Section 216.2 ¢(2)(1)":

"Education, techoical aseistance or traiping programs except to the

extent such programs include ectivities directly affectipg the
envirooment.”

Concurrence of the Mission Director

I have revieved the abcve statement and copcur in the determination that the
Project "Private Sector Policy Planning snd lnstftutional Deselopaent” dces
pot require an Initial Eoviroomental Examinstion.

John A, Sanbrailo
Director
USAID/Peru

D
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PROJFCT DESIG _ LMARY e
LOCICAL PRAMPIRK IR

Life of Project: FY A5 to FY 0

njact Title &§ Nher: Private Sector Molicy Planning & Inatitutioml Deve lopment
Total U.S. Puding: $6.0 million

527-02

Dste Prepered: March 7, 1985

NARRAT TVI- SUMPIARY

ORJECTIVFLY WRIFIAAE

MEANS OF
VFRIFICATION

INDTCATORS

—————

njart Gnl: Tn prremte ecrnamic
Tth sl epligment by reducing

dicy el attinidinal camtmints
vhibiting exprwded priwte asctor
odrtion, {mwatment ad exports,

roject Airpose: To prewote poilcy
harge thnagh rpowving:

) tatnical av econmmic amlywes
{thin tlx puhlic sector of key
nlicy/prngrmn constreints to
rivte sctor growtiy

1) tectniical rapacity of private

pctor to analyre low famwe tnhibit-

rnq grosh ani to hf 1d/aupport

rat (tut lannl cnpmcity m both lobby

or sounikr policiea amd promote
teitislinal chmpes that et {milate
crwywnic rowth and ewployment .

Imprvement  (n eronomy AR measured
by (ncreane In GNP, decreane I

debta, recuctiona in unamployment.

Strergthen mechanison within the
QP to imorove technical analysis
of policy altermatives af fecting
the private sactor.

Strengthen mechanimm  within priwte
mector (formal and informal) to '
artlcrilate mector interwata/

pomritirms, to influ~re policy chege
and to conduct puhlic msrenses
programs that foster improved axtitules

townrd private mector griwth,

a) Private eactor policy gtud ies
prepared, puhlisbed e disssmairatel
iy the (P and Private Sector ertitios,
1) Garrespwviing recameniat ione for
policy chwge frmtitutionalized In
termn of nmv legimlation, dmaft lawve
and/or hualget allocationa.

c) Training of DF staff In policy
plaming and analyats.

Fcoramic inmdicatorw.

Progrea & monitoring
reports.

Procese and hpact
evaluationa.

Cont imued political stabflfty.
Absence of matural disasterw,

GOP will ect or recomweriatjons

Strong leadership in QOP.
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ANNEX XI'

Page 2 ot 2
LNDICAm VERIFICATION A IRPTIONS

NAUAT (VI SUSWRY

- gr— - o -~

“nquiea (RYN);

Tednical Aesintenrce
Trainimg

Infimat tem MNialogw
Grmwditra

Adminfatmi {a/Termumnel
Pualimt Lim

TOTA.

d) Stragthening of Private Sector
repreasntat ive orgsnizations theewgh
training, aaseaswnt of rands  =d
provision of Tarhnical Asaistmxe.

e) P ard Privste Sector Semimars
ard Workshopa.

f) Ruhlic swmreneas Crapeign throegh
mmdio, TV. and print madla.

) Collection ard {mwntory of
pertinent mscmeconazic snd ssctorel
stull{en.

Private

AD  fector  @P  TTAL
4,404 1,293 5,689

400 50 - £%0

b 400 I0c 1,089

206 42 & 292

220 411 &0 1,033

153 25 - 150
6,000 2, [H) hA 3,749

- Pnyls Availshle on a ticely tesis
- TA io cotracted in a

timely mamer.



