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FY 1988-FY 1989 PERU ACTION PLAN

1. STRATEGY AND POLICY

A. Country Strategy Summary

Peru is by far the largest country in the LAC region where AID
maintains a full Mission and requires an Action Plan submission. - As other
larger Latin 4merican countries progressed and “graduated” from AID
assistance, Peru tried a oumber of unsuccessful developmental approaches and
fell behind. When the APRA government took over a year and one half ago, per
capita income was the same as twenty years before, and Peru was one of the
poorest countries in the hemisphere. -

The Alan Garcia government replaced a constitutionally elected
government in Peru’s first democratic transition in 40 years, and has strongly
supported and strengthened a functioning democracy. The government has
tackled Peru's problems energetically and made good progress in a number of
areas. Peruvian GDP grew by over 8 percent in 1986 compared with 1985, one of
the greatest .ncreases in the hemisphere. Much of the growth went to the
poorer sectors. Agricultural and urban real wages increased 407 te 804 in
1986. Food consumption, in a society with major wmalnutrition, increased
greatly. Agricultural policies were improved, and prospects for further
increases in agricultural output are good. The government has taken several
measures to In:erdict narcotics traffic. The government has alsc shown strong
opposition to the leftist terrorist movement, and has moved to defend
democratic ins:itutions, and improve administration of justice. Despite some
setbacks, it has increased efforts to respect human rights.

The USAID and other U.S. agencies have firm and productive working
telationships with the GOP, and are making good progress in implementing
existing projects and formulating new projects in key areas of mutual interest.

During FY 1986 there were some doubts about the future of USAID
programs because of the GOP policy of limiting debt service payments, and
other uncertainties about the political posture of the new APRA government.
However, AID and FMS arrearages preventing obligations were paid in June,
1986, and since then the GOP has made periodic payments. The full FY 86 OYB
was obligated, and once the narcotics related requirements that have limited
obligations in FY 87 are satisfied, as the Mission expects they shortly will
be, the GOP need pay only a few months of arrearages to permit obligation of
the FY 87 OYB. The GOP has assured us that its policy is to make FMS and AID
debt payments,

The goals of the AID program are set forth in the Options and
Recommended Strategy Paper submitted in lieu of a full CDSS in January, 1986.
This Actiomn Plan is based on the approved strategy contained in the Options
Paper.



Since .the last Action Plan the principal change which affects this
Action Plan is the reduction in the actual and Planned DA and ESF resources
which are available or expected to be available for the Peru program. While
all LAC Mission have faced cuts below actual or planned levels, these cuts
have been particularly deep in Peru. The last Peru Action Plan was based on
DA levels for FY 86, 87, and 88 of $17.9 million, $20 million, and $29 million
respectively; this Action Plan is based on FY 87, 88, and 89 levels of $14.53
million for each of the three years. The ESF levels of $9.6 million, $37
million and $50 million in the last Action Plan have been reduced to levels of
$4.75 million for each of the three years. Although there has been no change
in tne approved strategy, these planning levels have forced substanrial
changes in Mission objectives and targets. The goal of short-term economic
stabilization.remains very important for Peru, and to the U.S. government, but
it has been dropped from this Acrien Plan, as has the Objective No. 3,
"Stabilize fimancial structures,” since the resource levels available and
planned are not sufficient to have appreciable impact on achieving this
objective, Because of the ‘importance to U.S. interests, however, a short
discussion of the macroeconocmic situation and the upcoming crisis is Included
in this section.

The cut in rescurce levels has also severely limited the numbers of
new projects that will be started, and forced cutbacks in the progress that is
expected to be made for a number of the objective indicators listed uander the
various specific objectives. The objective of promoting intensive development
in the Sierraz region threatened by terrvorism has also been dropped in tie
Action Plan. Finally the objective of improved housing has been suspended in
this Action Plan. We expect to include the objective in future Action Plans,
following review ¢f the revised Shelter Sector Assessment now being prepared
and resolution of issues on refipancing existing HG loans and availability of
new HG programs for Peru.

Goal: Basle Structural Reforms Leading to Rapid and Sustained
Economic Growth. There are two major objectives under this goal: increase
agricultural production and strengthen the private sector. Subsidiary to both
these objectives is the objective of promoting exports. A new LAC bureau
objective, that of preserving and managing natural resources, is included in
this Action FPlan because of important Missiorn activities directed toward this
objective, Including this objective also allows the Mission te star:
complying with the new Congressional directive &to amalyze and present
necessary actions on biological diversity and preservation of tropical
forests, The Mission's participant trainiag objective also supports this
goal, as does the Mission goal of alleviating malnurrition, which covers
needed structural reforms for more rapid growth of agricultural production.

Goal: Wider Sharing of the Benefits of Growth. Under this goal,
there are a number of related objectives: improved health and health services,
reducing infant and child mortality, alleviating malnutrition, and increasing
access to voluntary family planning services. The participant training
objective also supports these objectives,
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Goal: Strengthening Democratic Institutions. There are two
specific objectives under this goal. The first is strengthening the Judicial
System through the Congressionally mandated Administration of Justice
project. The second, very important to U.S. Interests, 1s supporting
anti-narcotics programs in Peru. Directly or indirectly, almost all Mission
activities help achieve this goal.

Goal: Short-term Economic Stabilization., Underlying the economic
problems of Peru is a medium and long-term public debt of $11 billiom, on
which the Belaunde government had stopped paying full debt cervice before the
APRA government took over., Arrearages were over $1 billion at the end of
1984, The new government's response to the debt problem was to limit service
on this debt to 10% of export earnings, and to denounce the IMF and its
economic policies. The new govermment also inherited a depressed economy,
with GDP some 6% below the previous high in 1982, a nearly balanced budget,
and a serious balance of payments problem., While the new government took
initial steps o maintain the real exchange rate at parity aand increase fiscal
revenues, it soon gave priority to increasing domestic output and incomes by a
gseries of demand-increasing measures. Taxes were cut, salaries were
increased, many prices were controlled, exchange rates were controlled, and
imports were allowed where supply bottlenecks threatened. The government
worked with the private sector to get a low-unit-profit/high-volume-sales
philosophy adopted that would allow increased output, wages and profits
through putting i1idle productive capacity to work., This private sector
dialogue with the GOP was lead by CONFIEP, FDN and other AID supported
organizations. Both by design and happenstance, the terms of trade favored
the rural areas and rural incomes increased rapidly. The government was more
successful than it expected in this strategy. GDP increased 8.5% in 1986, far
exceeding the GOP target of 64.

The macroeconomic analysis and projections provided in pp 70-76 of
the last Action Plan and in the “"Economic Outlook for Peru” that was
distributed at the Action Plan review proved quite accurate. The balance of
payments and fiscal perfermance in 1986 was very close to that projected.
However, the irncreases in real income for the mass of Peruvian workers in 1986
exceeded both GOP and Mission expectations. While very welcome, they weare
achieved, as forseen by the Mission, by exacerbating disequilibria in the
balance of payanents and fiscal accounts, and by increasing controls over the
economy. Hence they may prove to be temporary. In 1986, net foreign exchange
reserves fell almost $500 million; in early 1987, they fell at a rate of 3100
million per moath, As the Mission expected, the rundown of reserves has led
the GOP to intensify trade and payments controls which will at best only
temporarily control the balance of payments situation.

The demand stimulating efforts of the GOP have lead to a large
budget deficit. In the absence of external sources of finance, much of it was
financed by ceatral bank borrowing. By the end of 1986 Central Bank lending
to the central government was running at 57 of GDP. Complemented by large

credits from public sector banks to producers and government enterprises,
there has been a large increase in the credit base, despite the outflow of

foreign exchange reserves. Slowing the loss of reserves will increase the
rate of increase of the money supply and lead to severe inflationary pressures.

’



The prospects for 1987 are poor. The GOP plans to reduce the pace
of real growth and inflation through lower public and private sector wage
increases. Intensified price, trade and payment controls will be politically
difficult to implement and will worsen shortages and reduce growth in those
sectors of low priority to the government. Absent unlikely windfall export
earnings, or a more flexible exchange rate policy and a reduction of the
fiscal deficit, 1987 will see the worsening of the balance of payments, the
fiscal deficit and inflation.

Later this year, the GOP will likely face a situation which should
compel reconsideration of its fundamental economic policies., While the APRA
administration has proven that there was room to increase economic output, and
previous economic policies may have been unduly restrictive, it has not
resolved any fundamental economic problems. At that time the U.S. may have
the opportunity to intensify our dialogue with the GOP, We should emphasize
the direct linkages we see betwsen strengthening democracy 1n Peru and
adapting a set of economic policies which will support sustainable economic
growth. A more traditional approach to managing Peru's internatiomal debt
should be a key component of such a dialogue.

Given the fundamental long run importance of Peru-—democratic progress,
terrorism, narcotics, Soviet presence, development requirements——higher levels
of U.S. assistance cooperation could readily be justified. But budget
constraints and antipathetic rhetoric act to reduce U.S. development
asgistance, Consequently, current and proposed U.S, goverament assistance to
Peru 1s at th bottom of a range which is consistent with “comstructive
engagement.”
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C. Overview of Progress

Since the submission of the last Action Plan, the Mission has firmly
established a constructive relationship of understanding and collaboration
with the GOP. While operational problems still arise, the GOP values and
appreciates what AID is trying to do. Accordingly, we have made good progress
towards a number of objectives, 1Under the first objective of increasing
agricultural production, the Agricultural Policy and Institutional Development
project made major progress, as the Minister of Agriculture came to rely on
the economic analysis of the policy group, supported use of this analysis in
determining policies, and supported additional survey and study activities and
the institutional strenmgthening of the group. Also, for the first time, the
Ministry of Economics and Finance has asked for assistance from the project,
and is staffing up to use the project effectively. There has also been gocd
support for the Research, Education and Extension project and for preparation
of the follow-up Agricultural Technology Transformation project.

In the private sector, CONFIEP has made notable progress as a
spokesman for the private sector accepted by the GOP. Also, the Central Bank
took the lead in coordinating AID assistance to the GOP as planned in the
Private Sector Policy project. The Ministry of Economies and Finance and the
National Planning Institute are participating with the Central Bank
implementing studies of how GOP policies can strengthen the private sector
contribution to development, The Institute for Liberty and Democracy has
published its book on the informal sector and is favorably influencing pollcy.

While Mission activities to increase exports have not bLeen large
scale to date, they may have significantly influenced GOP policies. Seminars
sponsored by USAID grantees have shown the potential for agriculturzl exports,
and their promotion has become a major GOP priority. Exploratory economic
research (funded by the USAID) for the first time showed quantitatively the
impact of the real exchange rate and its stability for non-traditional exports.

Under the natural resources objective, the GOP came to undarstand
and support the Mission's conception of the Central Selva project as a humid
tropical forest research, development and demonstration project. We now face
the problem of restructuring the project from its prior concept as a capital
development project, with heavy loan requirements, to a more modest RAED
project with continuing grant requirements.

A major breakthrough under the family planning objective was the
direct, public and wvery active support of President Garcia for <family
planning., In addition to his articulate support, his interventions helped get
needed legislation for starting the Commercial Social Marketing project. He
has sustained his support, and the bureaucracy as well as the private sector
is responding.

The Mission's most significant project under the Health .and Health
Services objective is the Rural Water and Sanitation project. Ministerial
reorganizations limited its progress in 1986, but it is now progressing well,

and thanks to project commodity procurement economies the project will provide
1,200 rural water systems, which will bring water supplies to 5% of the rural

population.
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Mission child survival interventions designed to raduce infant and
child mortality were broadened in 1986 to include a number of PV0s, with
technical support from the Institute of Nutritional Research. The oral
rehydration sa.t tragedy was a setback to ORS use in 1986, but this has been
overcome, and prospects are good for further progress. The 1986 vaccination
campaign for children was particularly successful. Progress has been slower
than expected on negotiating the new Child Survival Action project because
Ministry of Health staff wish to be intensively involved in project design.
The delays are being overcome, and we expect to have a project in FY 87 which
will have strong support and have a major impact on infants and children in
Peru.

Durirg the past year, the Mission established the Administration of
Justice project with the Ministry of Justice, the Public Ministry (Attorney
General) and the Court system. All three judicial branches have given strong
support to the project, and a number of individual and joiunt subprojects are
underway.

The Mission made great progress in its narcotics education project.
CEDRO, the local private organization, was established during the year, and
has gathered strong high level backing. There has been a noticeable
improvement in general public awareness of the narcotics problem in-Peru. The
Alto Huallaga nroject faced continued difficulties from the lack of sufficient
progress in coca eradication activities in the project area and the climatez of
escalating violence that exists there.

Ma jo: achievements during the past year in alleviating wmalnutrition
were increasing the amount of PV0O food distribution in the rural areas, better
targeting of projects on those with the poorest nutrition situations,
increasing the development impact of projects as the five-year development
plans are implemented, adding <c¢hild survival elements to most foed
distribution programs, and starting the policy dialogue on overall £ood
policies with :the Ministries of Economics and Finance, and Agriculture.

Finally, although not part of the Action Plan, the large "El NidAo”
Disaster Relief Project is being completed on schedule this fiscal year. An
evaluation novw underway will help guide our response to the next disaster.
The Mission is working with OFDA to prepare the GOP and ourselves for a rapid
and effective respouse when it is next required.
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B. Special Analyses

1., New Project and Amendment Descriptions

FY 88 New Project Description

Country : Peru
Objective No. 5 : Promote Exports
Project : 527-0310 = Non-Traditional Agricultural Export and

Agribusiness Development
Appropriation Account
and Category
Functional Account
LOP Funding

ARDN/DA/Grant Resources
103
Grant $2.5 million
LC $2.5 million
Descriptors : Purpose Code: 000
Priority Areas: Aa
Documentation Schedule: PID: AID/W receipt date: October 1987
AID/W approval date: November 1987

te a4, ws

Brief Description: The purpose of the project is to expand non-traditional
agricultural exports (NTA) and increase use of improved technologies, services
and managerial skills in agricultural production, processing and marketing for
export. Technical assistance, practical training and local currency support
will be provided for private sector non-traditional export promotion and
policy dialogue efforts bullding on lessons learned from our highly successful
pilot activities of the last three years, Limited technical assistance and
training may be provided to the public sector Instituto de Comercio Exterior
(ICE) to enhance its capability to work with the private sector in promotirg
non—traditional agricultural exports.

The project will be composed of three major components which geincide with che
three major functions involved in any NTA export undertaking: 1. Export
quality farm production; 2. Export quality packing and processing; 3. Export
and domestic marketing improvement.

Potential Policy Issues: Potential policy issues will ineclude: (a) recently
mandated restrictions on AID export development activities as articulated in
AID Policy Determination No. 15, so as to avoid damage to U.S. agriculture;
{b) stability of real exchange rates for exported products at historically
favorable levels; (c) bureucratic procedures and legal constraints to
simplified procedures for export permits, astablishment of joint wventures and
more agile mechanisms for importing agricultural inputs supportive of NTA
export expansiony; (d) internal terms of trade biased against the agriculture
sector; and (e) security concerns and inflationary expectations as deterrents
to increased private sectot investment in agriculture.
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Narrative:

Ma jor Components, Activities and Implementing Organizations: Primary private

gsector implementing organizations will be the National Development Foundation
(FDN), the National Exporters Assoclations (ADEX), the Peruvian Private Sector
Management Training Institute (IPAE), and the National Agrarian Organization,
ONA (as well as selected valley level associations).

The FON will be the lead institution in the execution of the project, building
on their considerable experience developed under their pilot project in
creating awureness, training producers, processors aand exporters and
coordinating market activities between thesa three groups. Project activities
will be targeted as follows:

1. Export Quality Farwm Production

3

- Short term external technical assistance, short term observational and

impact training, and local currency operating cost support for ctrailning and

demonstration will be provided to assist the FDN to expand 1its activities,

working primarily through producer associations in creating quality and market

awareness amcng farmers interested in production for export, and in training
farmers in production technology for specific export products.

2, Eprrt Quality Packing and Processing Improvement

Packers and processors in Peru generally have marginmal quality levels and
quality control for sustained participation in fresh and processed XNTA
exporting. Foreign buyers tend to look to Peru for filling shortfall from
higher quality and more reliable sources, or when there is a wide difference -
in purchase price that permits heavy culling at a profic.

Short ta2rm external technical assistance, combined with short term
external observational and impact training, will be major inputs for iamproving
packing and processing quality. In-country short courses and seminars also
will be assisted through local currency support. Some external academic
traicing may be necessary, as well as support for upgrading the Food Science
Technology Department at UNA, and/or support to activities at INDDA
(Agro-Industrial Develocpment Institute).

Additionally, consideration will be given to strengthening and developing
the capital market specifically targeted to export agro—industry through
establishment of a pilot local currency equity—debt capital participation
fund. A major objective of such a fund will be to achieve vertical
integration of the three major NTA export functions via the financing
mechanism and contracting among producers, processors and exporters.
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3. Export and Domestic Marketing Improvement

Technical assistance, short term observational visits and impact training,
equipment, specialized ioformation service subscriptions and local currency
operating costs will be provided to assist FDN to implement a comprehensive
fee or subcription-based export market information and intelligence systenm,
building on the FDN experience under the pilot project. This system also will
include information about domestic market absorptive potential for
non—exportable surplus from production for export. Technical assistance,
short-term observational and impact training, and local support costs for
in~country short courses, seminars and other training mechanisms, also will be
provided for training farmer groups, existing and potential exporters/brokers,
and existing and potential agro-industry entrepreneurs, venture capitalists,
and their employees.

Finally, consideration will be given to funding a pilot private sector
equity-debt capital participation fund as an incentive to promote
establishment and strengthening of NTA export trading companies, integrated
marketing firms for NTA export production, input supply and/or product
marketing, or similar NTA export related agri-businesses,

Consistency with Overall AID Policies: This project responds to the high
priority given by USAID to agricultural development, increased rural incomes
and recapitalization of the agricultural secter. It focusses on three of the
four AID pillars of development: private sector development, technology
transfer and institutional strengthening: and 1is also supportive of AID policy
dialogue objectives.

Relationship to Goal, Objectives and Performance Indicators: This project
contributes to the geal of economic growth with increased equity, and to the
objectives of: 1) increased agricultural exports, and secondarily 2)
stabilize financial structures. It is also a complementary project to the
planned project for agricultural technology transformation for achieving
planned: 1) growth in agricultural gross domestic product; and 2) increase in
crop area with improved technology, specified as performance indicators in the
Action Plan., The project is linked to the improved policy dialogue product
anticipated from contributions through the Agricultural Planning and
Institutional Development project.

The technology transformation project responds primarily to the agricultural
supply enhancement element of our strategy, while this project responds
primarily to the demand enhancement element of the strategy. Both are
considered to be critical components for successful strategy implementation.
Thus, this project should be {initiated as soon as possible following
fnitiation of the technology transformation project.

Ma jor Development Problems Addressed: This project addresses the
demand-limiting elements of the GOP's and USAID's agricultural development
strategy. It will assist in alleviating balance of payment problems, and will
contribute to enhanced farmer incomes and capital formation capability.
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The major focus of the project is on technical, managerial and organizational
improvements that enhance the capability of the private sector to identify and
provide an up~to—date data base of foreign market opportunities, to produce
and process export quality agricultural products and to competitively place
them in foreign markets on a continuing basis. The project builds upon a
successful pilot project in non-traditiomal agricultural (NTA) export
promotion involving producers, producer assoclations, agro-industries and
other private sector orgzanizations.

Proposed Type of Funding: Grant funding is proposed given the fact that

technical assistance will be the main project input.

8, Project OQutputs

= Increased foreign exchange earnings on the order of $10,000,000 to
$15,000, 000;

- 25~50 new or expanded agribusinesses with improved managerial talent;
- 3,000 to 5,000 jobs created; and

- 50=75 improved technologies adopted at the farm, processing and export
operations levels.
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FY 88 New Project Description

Countzry : Peru

Objective No. 15 : Other = Support Anti-Narcotics Programs

Project ¢ 527-0312 - Targeted Area Development for the Upper
Huallaga

Appropriation Account : ESF

Functional Account : NA

LOP Funding : $10 million (G), 3 years

Descriptors : 000, Aa

Documentation Schedule: PID: December 1987 - PP: May 1988

Description: The purpose of the project is to further improve agricultural
and agro-industrial services infrastructure. and delivery and to promote
corresponding local community development and self-help social infrastructure
through which to channel such services in support of the anti-marcotics effort
in the Upper Huallaga area. The components of the project will include
research and extension, processing and distribution, and social services.

Potential Policy Issues: The principal issues concerning the project are the
performance of the GOP eradication and interdiction effort and the security
conditions prevailing in the area.

Narrative: The new project is consistent with AID's 1982 Policy Determination
on Narcotics in that it will offer economic alternatives to farmers in the
Upper Huallaga coca-growing area. The project alsc will complement the USG
anti-narcotics strategy in Peru and support the implementation of the recently
completed GOP national plan (Section 612(a) requirement), which calls for a
comprehensive program of economic assistance in the coca-growing regions where
Interdiction and control activities are underway. USAID/Peru will actively
seek to augment resources available to meet these objectives by encouraging a
cooperative effort which will include the participation of multilateral and
bilateral donors and other institutions.

The new project represents a follow-on to the Upper Huallaga Area Development
Project (No. 527-0244), which has a PACD of September 15, 1988, and will build
on the lessons learned from that project's four years of implementation
experience. Proposal project components, which will focus on the elimination
of obstacles to the development of legitimate agriculture in the area,
include:s (1) research and extension: practical agricultural research and the
effective transfer of improved agricultural technologies to increase yields
and income; (2) processing and distribution: improved efficiency and
increased income in the farm—to-market distribution of products; and (3}
gocial services: expansion and improvement of basic social services, such as
preventive health, potable water, and rural education. Although the Special
Project Office (PEAH) of the ongoing Upper Huallaga Project has demonstrated
an improved capacity to coordinate and manage resources and monitor
implementation since 1982, the Mission will examine alternative organizational
mechanisms/arrangements during intensive review to determine the wmost
appropriate approach for the new project.

L T
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By offering alternmative sources of income and the delivery of social services,
the project will seek to improve the incentive structure for legitimate
agriculture. The principal outputs will include higher average yields for
traditional crops, such as cacao, rice, and corn; increagsed land area planted
in new, high-income crops, such as tea, spices, and agro—forestry; improved
marketing of produce, as evidenced by higher prices and/or lower costs;
increased participation of the local population in self-~help activities; and
improved health, education, and other quality of life indicators. In order to
achisve these outputs, the project will support a program of activities to
improve practical agricultural research, transfer appropriate technological
information and methodologies to farmers, identify and promote simple on-farm
processing and agro-industrial opportunities, maintain and repaiz
farm-to-market roads, provide supplementary agricultural and investment
credit, and improve the local health, education, and community organization
infrastructure. By achieving its objectives, the project will reduce the
potential for social and economic disruption arising from the destruction of
the coca economy and assist in the rapid recovery of the affected areas on a
foundation of legitimate social and economic activities,

The new project will be funded with grant ESF. Use of ESF for the follow—on
Upper Huallag: assistance 1s consistent with the purpose of the ESF account;
i.e., to finance programs in areas of special concern for U.5. foreign
policy. Grant funding will provide additional beverage in negotiations with
the GOP for the commitment of counterpart resources to the anti-narcotics
effort.

Prodect Documentation Schedule:

December 1987
May 1988

June 1988
August 1983

PID approved (AID/W)

PP arproved (USAID/Peru)
Project authorized
Project Agreement signed
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2. PL-480 Narrative
a. PL-480 Tictle 1

The PL-480 Title I program in Peru primarily supports the
Mission objective of alleviating malnutrition by increasing the supply of
wheat, rice and other basic foodstuffs in a country with severe problems of
chronic wmalnutrition. As program assistance to the food sector, it is ideally
adopted to the policy dialogue with the Ministry of Ecomomics and Finance
{MEF) and the Ministry of Agriculture on agricultural production and marketing
policies, food import and financing policies, and targeted food subsidy
policies for those who must receive some public support. The MEF has
strengthened its economic analyses office, which is starting to tackle the
food policy agenda. The local currencies from Title I food sales are an
important element in financing distribution of PL-480 Title II food by the
voluntary agencies and GOP agencies, and in financing agricultural projects.
For example, Title I local currency in 1987 will make possible the start of
the much neaded new national food consumption survey. Title I counterpart
also finances health projects, area development projects in the Southern
S{erra reglon threatened by terrorism, and a number of USAID projects. Title
I will support the Mission's private sector objective in 1987, when the first
Section 108 program will make c¢redit available to small agricultural and
industrial producers.

Peruvian agricultural output increased some 44 in 1986, and,
gliven current condirions, should increase by 5% in 1987. Weather conditions
are not adverse, and more favorable agricultural prices and availability of
credit and inputs are strong factors working to increase agricultural
production, Because of increases in income for the wmass of the Peruvian
population, food demand has increased, and conditions are favorable for better
nutrition for the Peruvian public. Despite the increase in domestic
production, import needs will remain high, and there should be ample room for
Title I imports within the UMR levels set.

A continuation of the Title I $20 million level authorized
for 1987 in 1988 and 1989 will provide needed basic food commodities forward
the policy dialogue and generate the local currency needed to support high
priority projects. The level of $10 million requested in the FY 88 CP would
be completely inadequate for all three of these objectives, and result in a
negative resource flow for Peru, since repayments on prior Title I agreements
will be about $12 million in 1988. It would be difficult to negotiate an
agreement at this level, and inclusion of z Section 108 element in the program
would not be feasible.

The Title I policy dialogue in Peru is closely integrated
with the Agricultural Policy and Institutional Development project. The
Mission is taking a global approach to alleviating malnutrition in Peru (see
objective 16} and the policy dialogue will need to concentrate for a number of
vears on reforms in agricultural producer price policy, agricultural
marketing, agricultural import policy, financing of the food sector, and
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targeted food subsidy programs. Local currency uses too will continue to
concentrate on supporting food distribution programs, agricultural and health
projects, other USAID projects and if sufficient program levels are available,
on support of regional development in the Sierra, and on Section 108 private
sector credit programs to help small producers. The Mission believes that
sufficient progress has been made on agricultural poliecy that Title I imports
will not have disincentive effects on local production. Instead by
encouraging reforms of agricultural policies, the programs will have a
positive impact on domestic food production.

b. PL-480 Title II ({iancluding Section 416)

Title 11 program resources channeled to PV0Os, CRS, CARE and
ADRA, and cosmplementary bilateral Section 416 resources provided to the GOP
Ministry of Bealth (MOH) are important segments of the Mission's overall
development and nutritional strategies responding to income distribution and
malnutrition problems within Peru's poorest strata. The malnutrition problem
in Peru con:inues to be severe, as shown in the 1984 National Nutrition and
Health Survey (ENNSA) where chronic malnutrition within the 0-~5 age group was
determined to be about three times worse in the rural Sierra (63Z) than in
urban coastsl areas (27X) or the poorest areas of Greater Lima (19%). PVOs
and bilaterul supplementary feeding programs are continuing on schedule in
their process of geographic relocation, increasing rural program coverage in
line with U3AID and GOP supplementary feeding program policy. Complementary
Child Survival funds are channeled to PVOs to undertake activities within
their Title II maternal and child health care (MCH) programs in growth
monitoring, ORT, promotion of breastfseding, immunization, better hygiene and
nutritional practices. The Institute of Nutritional Investigation has
received another $356,000 in grant funds to continue through December 1988
with their child survival technical training program assisting PVO regional
and community health promoters to provide the above services, The bilateral
MOH Section 416 program, after years of coacentration in school feeding, is
now totally MCH oriented, another important Mission objective recently secured.

The PRAA Food for Work (FFW) Reforestation Program which has
been sponsored by SEPAS 1is increasingly focused on the preservation and
improved management of natural resources in the Sierra through the use of
conservation techniques such as {nfiltration ditches, 1live fencing, and
terracing to protect agricultural productive areas as part of tree planting
activities. The majority of other PVO FFW programs are now concentrated in
other productive lines of activities such as small animal raising, family and
community girdens, the rehabilitation and construcetion of irrigation canals,
seed banks, handicrafts, and jobs skill training programs in order to increase
digposable income, consumption, and provide productive employment. PVOs will
continue to receive DA financial resources through OPGs (about $400,000
annually) and PL-480 Title I generated local currency, albeit on a reduced
level given cuts in ARDN=DA levels and possible lower Section 416 and PL-480
Title I levels. These cuts come just as the increasing rural orieantation is
raising logistics costs, and complementary inputs £for more development
oriented projects are required. These costs will be covered by Title II and
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Section 416 mometization programs as authorized and encouraged by Congress in
recent legislatiom.

The capacity of the PV0Os in terms of reaching the most needy
beneficiaries is increasing incrementally as their projects become better
designed and targeted to the poorest regions ian line with their multi-year
program. PVO management and administration continue to require upgrading in
project design, implementation, and evaluation. However, improvements have
been evident since multiyear planning was instituted last FY. The Mission
alsc intends to use the results of the FY 86 AID/IG Title II Audit, to be
released in final o/a May 1987, to improve PVO Title II commodity management
and controls as was accomplished during FY 86-87 when an IQC local auditing
firm provided a financial management QPG review of our Title II assisted PVOs.

The CARE Title II FFW program will underge change over the
next six to twelve months as working with the GOP's Cooperacion Popular
(COOPOP) has been less than satisfactory. Frequent senior COOPOP personnel
changes during the past twenty wmonths and project implementation delays in
their joint FFW river defense and community kitchen (comedor) programs has led
CARE and the Mission to the conclusion that an alternate GOP counterpart
organization 1is needed. The Mission 1s also committed to assisting the
orderly transfer of the Church World Services (CWS)—-SEPAS FFW Reforestation
Program to ancther PV0O, given SEPAS' decision to liquidate their operatlons.
An evaluation, conducted in January 1987 by an anthropologist experienced in
reforestation projects, concluded that the project is very worthwhile and
should be continued,

The Mission is reviewing and expects to support a $3.3
million FY 87 bulk wheat PVO Title II Partial Monetization Program which will
use a combination ‘of resources already within their FY 87 AER levels and
addicional Title II budget to assist CARE, CRS-Caritas, ADRA-QOFASA, and
probably the SEPAS gsuccessor in meeting logistics and ancillary project
materials within their Title II programs. Likewise, the Mission anticipates
receiving shortly a CY 87 Section 416 formal bilateral request from the GOP's
Ministry of Health for 11,700 MT of milk powder, 1,470 MT of butteroil, and
8,620 MT of bulk wheat to continue their MCH program which f{eatures child
survival activities. The milk and butteroil are for free distribution and the
wheat for monetization. The wheat sales proceed will finance internal
logistics costs directly associated with the free distribution of the milk and
oi1l. Both proposals should be forwarded to Washington by early April 1987,
Based on early discussions with the agencies drafting the proposals, the
Mission believes they will serve USG development and nutritional objectives in
"~ Peru and are comsistent with Title II and Section 416 guidance.
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3. Local Curreacy Use

Since the reinitiation of the PL-480 Title I program in Peru
(1978~79), local currency generated by sale of Title I commodities has been
used to finaace couterpart for AID projects, as well as selected projects of
internationa.. donors (notably IDB and World Bank). Amouats generated in
excess of ttese needs have been used to finance other priority development
projects of i:he Peruvian government. Beginning in FY 1986, "regular” Title I
local currency is being supplemented with local currency generated through
other agreemants, notably the FY 1986 and prospective 1987 Section 416-Sugar
Quota donatis, and, in FY 1987, proposed regular Section 416 and regular
PL=480 Title II monetizations to support food distribution, and a proposed
PL=480 Title I Section 108 program for private sector credit.

All programming of local currency uses is realized through
negotiations with the Peruvian government, usually with the Budget Office of
the Ministry of Economics and Finance and the National Planning Institute,
which are jolntly responsible for determining the GOP investment budget. Use
of local curirency as counterpart for AID projects has been essential to their
timely implementation and was a key factor in reducing the large AID pipeline
of geveral years ago. The programming process itself as well as the
availability of some local currency to support GOP projects and those of other
donors has also been important in establishing and wmaintaining a dialogue at
the technical levels within the- Ministry of Economics and National Planning
Ingtitute on investment alternatives. Although as in the past, in the Title I
agreements and negotiations we have stressed that counterpart for our projects
is our first priority we have more recently seen the desirability of agreeing
that a portion of the local currency (10-15%) will be used for a number of
high priority Peruvian projects which also coincide with AID priorities. This
has substantially improved the climate of the negotiations and it has also
given rise o new forms of cooperation~=-for example, the proposed use of
special unit3 created under ocur Disaster Relief program in the Departmental
Development Corporations in the GOP's new program of assistance to the
latter. Whereas these units were to be phased out in the first quarter of
1987, it now appears that some of them will be retained and will continue to
contribute to development efforts in the most depressed regions of the country.

Although several of the new sources of local currency are
earmarked for some specific uses, the total available for general programming
and for support for all AID projects will be adequate in 1988 if Mission
proposals ar: approved. This 1is due to two factors: the Title I Working
Group's authorization of a $20 million program for 1987 (despite the FY 87 CP
request for only $10 million) and the 1987 $10.8 million Section 416 Sugar
Quota donation, both of which will generate funds for use in FY 1988.
However, given that a Section 416 Sugar Quota donation cannot be counted on
for FY 88 thet the FY 88 CP request for Title I is only $10 million, and given
the higher costs associated with the AID and GOP interest in channeling a
still greater proportion of funds to projects in the most depressed rural
regions (e.g., in the restructuring of the Title II feeding programs away from
urban to rural emphasis) the USAID may face a severe ghortage of funds for
projects in FY 89. Even with a $20 million Title I program the USAID will be
hard pressed to cover Migssion needs. Any reduction from that level will
certainly produce shortfalls in high priority areas and in all likelihood will
not cover the most basic counterpart requirements.
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5. Summary Program Funding Table:

Peru

Dollar Program by Functional Account

PROJECT TITLE AND Yo,

ARDN

Subtgtal

{Lloan)
{Grani:)

527-0166
PD&S

527-0192
Agriculture Research, Extension
and Eduycation

527-0238
Agriculture Planning and
Institutional Dev.

527-~0282
Agriculture Technology
Transformation

527-0293
OPG Technoserve — Cooperative
Management:

5327-0231
QPG Reforestation - FFW

527-0247
OPG OFASA +- Expanded Feeding
Program

527-0248
OPG CARITAS - Feeding Program

527=0261
QPG CARE - Basic Infrastructure

in Pueblos Jovenes

527-0310

Non-Tradit:onal Agricultural
Export and Agribusiness
Development

éf For successor PVQ

($000)

Fi87

|

2,100

200

75 1/

150

100

75

(5,133)

600

400

3,133

300

3,400



PROJECT TITLE AND No.

ARDN (Cont'd)

527-9999
0PGs (Food Assistance)

527-0313
Andean Pesace Scholarships

POPULATION
Subtotal

{Loan)
(Grant)

527-0208
PD&S

527-0230.01
APROPO - CSM

527-0269
Private Sector Family Planning

HEALTH AND CHILD SURVIVAL

Subtotal

{loan)
(Grant)

527-0167
PD&S

527-0285
Child Survival Action

527-0311
PRISMA-Identification of
High Risk Family to Reduce
Child Mortality

527-Q313
Andean Peace Scholarships

-135-

FY87

2,000

(—)
(2,000)

10G

1,900

FY838

100

1,800
(==)
(1,800)

100

500

1,100

4,667

(==
(4,667)
4GO

4,167

100

F{89

2,300

(==
(2,300)

00

100



¥

PROJECT TITLE AND No.

EDUCATION

Subtotal

{Loan)
(Granz)

527-01638
PD&S

527=0272
Private Sector Management
Improvement

527-0313
Andean Peace Scholarships

SELECTED DEVELOPMENT ACTIVITIES

Subtotal

(Loan)
) (Gran=:)

327-0169
FD&S

527-0061
Special Projects

527-0298

Private Sector Policy
Planning & Inst. Dev,

* TOTAL DA

{Loan)
(Granz)

ECONOMIC SUPPORT FUND

Subtotal

(loan}
{Granz)

527-0303
Administra:zion of Justice

-136-

720

400

1,700

(=)
(1,700)

350

100

250
1,000

14,500

(==)
(14,300)

4,750

(—)
(4,750)

3590

400

1,750

(==)
(1,750)

350

100

(ILD) -
{(other) 1,300

14,500
(=
(14,500)

FY89

1,000

400
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PROJECT TITLE AND No. FY&7 FY88 FYg89

ECONOMIGC SUPPORT FUND (Cont'd)

527-0288 1,000 830 8¢0
Narcotics Education

Initiatives
527=-0315 2,450 - -

Suppert to Agriculture
Policy Initiatives

527-0314 250 - -
Privatization Technical
Assistance Program

527-0312 - 2,360 2,350
Targetad Area Development
in the Upper Huallaga

527-0313

Andean Peace Scholarships 200 600 600

PL 480 TITLZ I (Loan) | 20,000 20,000 26,600

PL 480 TITLE II AND SEC. 416 (Grant) 31,800 10,000 18,000
(Ticle II) (10,000) (10,000) (10,900)
(416) (21, 8G0G) (=) (==

PROGRAM TOTAL 71,050 49,250 49,250

AMIMIN =T 2N MM HIEEZR
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6. Women in Development

USAID/Peru is implementing the LAC Bureau WID strategy, as set
forth in 85 State 130497. The Mission puts greatest emphasis on the main
thrusts of this strategy as it applies to field Missions: (1) integrating
women inte the mainstream of Mission programming, and (2) carefully
considering the concerns of women and building~in appropriacte elements when
new projects are in the design stage. Some significant aspects of this effort
are listed below by objectives.

Women play an important vrole 1in agriculture, and their
participation is essential in reaching Objective No. i, Incraasing
Agricultural Production. The recently completed and published AID sponsored
National Rural Household Survey provides detailed gender disaggregated data
which will te used in all future agricultural planning activicies. The
Agricultural Technology Transformation project is now in the design stage and
women's participation is receiving careful attention. The Mission WID officer
provided a listing of possible design elements to {nclude women's emphasis orvr
participation before project design started, and these elements ars being
carefully coagidered. The role of ' agricultural extension services in
including women and being directed to women 1s receiving particular attention,
with the goal of lessening and eliminating a4 masculine bias in agricultural
extension act:vities up to now, The Social Soundness Analysis for the project
will focus in detall on women's concerns in the project. Women's interests
will also receive careful attention ia the design of the Non-Tradiriomal
Agriculctural- lixport project in 1988.

Women's role in society and women's concerns are also central to
Objective No. 2, Supporting the Private Sector. The AID supported Institute
for Liberty aad Democracy under Hernando de Soto has done extensive research
on, and is now publicizing through its book, El Otro Sendero, the role of
women in the informal sector in Lima, Half of the commerce in Lima is on an
joformal basis, and over half of all street vendors are women., In addicion o
providing gender gpecific information on the informal sector, the ILD is
providing suggested policy improvements to improve the status of informal
sactor worker:i. Women have also been important participants in USAID direct
credit prograus. The Urban Small Enterprise Development Loan, 0241, provided
loans through the Industrial Bank and CARE to small and micro-enterprises. At
least 20% of :hese loans wera to women, and more than 900 women entreprensurs
received cred:t from the project. In addition, many women received employment
from jobs <created through these credits. The USAID's small Special
Development grants also have emphasized assistance to women's income producing
activities.

Another objective where women's concerns are receiving careful
attention is Jbjective No. 10, Reduce Infant and Child Mortality. Completion
and publicatisn of the AID sponsored Nationmal Health and Nutrition Suzvey
provides gender specific information needed for planning both health and
nutrition interventions. The major new Child Survival Action project is now
in the desigrn stage, and the Mission WID officer provided an analysis and
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suggested project elements and concerns for women before project design
began. These suggestions are being taken into account as the design procass
preceeds with GOP agencies. Last year women were slightly less than 23% of
LAC II participanrs. The Mission is working to increase the percentage to 307
in FY 88.

Another objective where women's concerns and women's activities
are very important is Mission Objective No. 16, Alleviating Malnutrition. The
Misgion and the PVOs distributing Title II food have given particular
attention to women's participation in these programs. The Mission £food
consumption survey in Lima slum households receiving Title II £ood showed that
more than 50%Z of households were headed by women. Because these women work
away from home in most cases, they must rely on community Zfeeding centers.
These "comedores™ are often organized spontaneously by local women's groups
which also provide informal education, income generating cooperative
activities, and press local government for better essential services. The GOP
and PVO food distribution programs work with and support these women's
groups. In addition to the research and activities with women's groups in
Lima, the Nationmal Nutrition Survey and its gzender specific information are
allowing better targeting of feeding programs in the rural arveas, where
malnutrition problems are more severe than in the cities. Our experience is
that it 1is not possible to secure the necessary changes in nutrition, health
and population growth without understanding and addressing the roles women can
play in community based services. We are trying to develop the potential of
women community based organizations to back up the specific MOH aad PV3
strategies to implement project interventions. Gender differencas in thase
matters do affect receptivity levels and research efforts in this direction
will provide an effective data baseline for the effective implementatio of
the USAID/Peru WID strategy.

In rural areas the majority of workers in food for work projects
are women, in activities such as potato seed banks, community food plots,
small livestock production, and community cooperatives for production and
marketing. A major objective in this direction is to develop tactics to
overcome the lack of awareness of the productives roles of rural women, and
enable rural women to benefit equally with men from Mission rural development
efforts.
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III. MANAGEMENT

A. Management Strategy

Summe.ry

The 4ission management strategy 1is coansistent with and flows from
the overall U,3. policy in Peru and the development program proposed in this
Action Plan for the FY 1988-89 period. = The overall policy guidelines for the
USAID program are contained in the Peru program option paper produced in
January 1986. The policy calls for staying engaged with and visibly
supporting the democratically elected APRA government. The program resouzces
set by LAC in the Action Plan are the absolute minimum required to implement
the policy. The management of these program resources will be somewhat more
labor and resource intensive than might be the case in a different policy
setting becaus2 of the need to support project activities and manage P.L., 430
and Section 415 genmerated local currencies actively and visibly with a number
of key public and private sector institutions that influence APRA government
policies.

The management strategy takes account of a substantial decrease in
overall Mission size with the phasing out of the major program of
reconstruction in the aftermath of the E1 Nifio natural disaster of 1983,
These reductions of program funded personnel attached to the Mission will be
achieved by the end of 1987. The reductions permit the realization of some
significant savings-—especially the renting of space in the new AID leased
building to other U, S. government ageuncies such as USIS, Foreign Commercial
Service and Foreign Agricultural Service, The constructive engagement policy
calls for holuing together a core staff to carry cut our development program
as proposed in this Action Plam.

Several management improvements and afficiency  enhancing
organizational and physical changes are planned during the Action Plan
period. The najor effect of these changes will be to upgrade the quality of
overall Mission output and to improve the physical security of Missien
personnel in Peru--now one of the Five Class I security threat posts in the
world.

Unfcrtunately, the fall of the dollar, rising local salaries in rsal
terns and local inflation have taken their toll on Operating ZExpense budgets
recently., The inflation level is now over 100% per annum and the exchange
rate is constant, Current GOP policy may continue to restrict local currency
devaluations bhelow the inflation rate. We project that local wage costs will

increase in dollar terms at a rate of 30% per annum.

Issues

USDH personnel levels are targeted to be reduced to 21 £ull tinme
positions during the Action Plan perioed. This will not permit essential
project management coverage of the high priority child survival activity. See
Lima 2413,



The Mission OE budget level is largely driven by personnel costs.
The high inflation environment which we project for Peru during the action
plan period and the probability that devaluation will not fully offset the
effects of inflation create substantial QOE budgef pressure. An OE trust fund,
which would help to ameliorate scme of the dollar cost pressure on the
operating budget will be subject to the availability of ESF program funds to
Peru and successful negotiation with the GOP for a trust fund.

Porctfolio Conmsolidation

The Mission has limited the aumber of project wmanagement units in
the portfolio by concentrating investments in high priority sectors. The
design activities in progress will serve to narrow implementation focus to’
fewer primary implementing organizations. This consolidation will avoid
increased demands on analysis of activity plans, budget reviews, commodicy
procurement assistance and accounting for actual costs incurred. Projects
recently designed and in the design process will continue to include
contractor and grantee recipient intermediaries when f{feasible, to interfaca
directly with various implementing entities.

Trust Fund Strategy

The Mission will attempt to negotiate a S$2.45 million ESF cash
transfer in FY 1987. We plan to negotiate a TI deposit equivalent to
Us$500,000, Because of the time required for apportiocmment, obligation
negotiations, satisfaction of conditions precedent to disbursement aad GOP
disbursement to the Trust Fund, our budget assumption is that local curreacy
generated by am fnitial cash transfer in FY 87 will be available to offset
Mission dollar UOperating Expenses in FY 83. A further cash transfer/trust
fund deposit will be pursued in FY 88/89, if alternate (FY 88 CP) levels of
ESF are secured., The likelihood that a Trust Fund deposit could be obtained
before FY 88 1is remote and, therefore, no Trust Fund local currency 1is
included in the FY 1987 budget estimates. Action Plan table VIIIs are
footnoted Lo reflect our strategy but further progress is necessary, as well
ag assurances of ESF for Peru in future years, before these amounts should be
reflected in the budget schedules.

Management Organization - Restructuring and OE Offsets

Considering portfolio modirications aentioned in " +this plan,
organizational changes are in process at this time. A basic change involves
the alimination of the Office of Health, Nutrition and Education and cthe
establishment of an Office of Human Resources. The Human Resources Office
will be composed of four divisicus: Health and Nutrition, Population,
Training and Social Development, and Focd for Development. In addicfon, the
Capital Development Division will pe integrated into the Program and Project
Development Office. The Agricultural and Rural Development Office will
eliminate the Rural Development Division while continuing
Agriculture/Planning, Agricultural Human/Natural Resource Development and
Production/Technology divisions. Administration of Justice activities will be
moved to the Development Resocurces Office. The primary purpose of these



organizational modifications 1s to separate wanagement staff functioms from
operational functions and create a more efficlent, coherent method of
administering programs and systematize project development tasks.

With the relocation of USAID office facilities this year, plans =zo
incorporate tent and utility offsets will begin to take effect. USIS/Peru
will pay approximately US$150,000 for reant, utilities, guard services and
telephone costs per year when occupancy is completed. Reduced cost figures
for rent and cperations of the new office facility are factored im the budget
schedules in racognition of USIS financing. In addition, with the move of the
State Department Medical Unit to USAID's new site, a FAAS type rent/ucility
offset will be reflected in AID's portion of the FAAS cost sharing ratio. We
hope to negotiate occupancy agreements with FAS and FCS during this FY.

Management Deficiencies

The Mission will continue to draw upon the Agency's Vulnerability
Asgessment anc Payment Verification review to axamine and iamprove our internal
controls, Currently twe local CPA firms are under IQC contract to the Mission
to perform a range of fimancial reviews/analyses of assistance recipients.
Their work performance has proven to be of nigh quality and wvery cost
effective ir  monitoring financial accountability. The  Vulnerability
Assessment proceds and the annual review/certification of the adequacy oI
Mission internal coatrols nas identified eight actions to dimprove our
controls. Five actions have been complasted and three are in process of
implementation..

Also during FY 1986 and FY 1987, the Mission has reczived
substantial audit coverage by the RIG/A/T with six audi: reports issued during
the period, This represents a significant increase in IG oversight of
portfalio activitles over previocus years. During the latest period the
Mission has czlosed twenty audit recommendatlions and nine others are under
review/implemantation.

The MACS automatad accounting system is now fully opeational arnd

planned system enhancements are a major automation objective during the Action
Plan period. Also the Mission has automated its NXP records to strenghten

property inventory controls., While automated applications have also been
implemented Ior payrolls, payables tracking system and quarters allowance
payments, several improvements to these FPC systems are planned duriag che
FY87-FY8Y period to improve internal controls over Mission disbursement
procedures.

Adninistrative and Procedural Improvements

As shown in the workforce tables, iission staffing levels peaked in
late FY 86 and are scheduled to decrease slightly and level off in FY &8 and
FY 89. 1In the course of the next two and one half years attention will focus
on quality inprovement of personnel. Accent will be on formal AID/YW training
requirements and goals for direct hire employees and a concentrated efiort ia
increasing ADP users and user skills with in-house training programs. In
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addition, the Mission will take advantage of AID/W initiatives to rzefine FSN
personnel expertise through new training courses and initlate plans to further
involve local professiocnals in project management responsibilites.

A primary improvement during this perlod will be the comsolidation
of Mission management into a single office building. This effort will enhance
inter~office communication by eliminating fragmentation of Hdission offices and
will streamline management procedures and project implementation schedulss,
The Huilding change will also allow the Mission to review, revise and tightan
motor pool management procedures, NXP movement and control, and security
policies, The physical security program in the new building, with the
on—-going installation of an optimum Public Access Control system, will achieve
the canagement goal of alleviating building security precccupations in Liuna,
one of the most security sensitive posts im Latin America.
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USAID/PERU OC WORKFORCE TABLE
POSITIONS ENCUMBERED AS GF SEPTEMBER 30, 1986

__________ | K
. | TYPE OF POSITION I

OFFICE | S

| USDA  IDI AES.HIR FASA USPSC FNDH FNPSC  TCH NANFWR 1 TOTAL
\ i
! - !

SIRECTOR L2 ! 1 i {3
, | : |

EXECUTIVE OFFICE b2 1 n THh 11
s |

CONTROLLER'S OFFICE | ¢ ! { 7 i T
i I

FROGRAN CFFICE P2 I 3 b9
i |

DEVELOPHENT RESOURCES | S ! 9 5 T
{ |

AGRI. b RURAL DEVELGP. | & { 3 3 P9
1 |

HEALTH, SUTRITION %-EOUCT 2 4 5 | o
| !

| P
| |

| [
| |

i b0
! |

| Lo
| |

| b
| |

| i 2
; i

| I
! |

| Pooe
! [

| LD
~ i |

TOTALS 20 ! 1 0 5 85 75 7 i ml
I |
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POSITIONG ENCUMBERED AS OF SEPTEMBER 30, (987

TYPE OF POSITION

|
|
OFFICE !
| USOH 1D RES.HIR PASA USPSC  FNDH FNPSC  TCN MANPWR | TOTAL
| |
e - i

DIRECTOR b2 ! | ! boos

: l
SXECUTIVE GFFICE I 2 2 16 2 F{ R $T

; ]
CONTAOLLER'S OFFICE 2 1 9 2 1 &0

i u
SROGRAN OFFICE ool 4 7 T

[ |
OEVELIPMENT RESOURCES ¢ 5 t 3 9 .

1 |
ASRIC. ¥ AURAL DEVELOP,! 5 3 8 Y

i |
HEALTH,NUTRITION % EDUCI 4 3 5 | [ 15
| | |

1 booo

| i

| b0

i i,

} ] 9

t i

t P

} |

f P

l ;

! b

[ !

; oo

i |

| P

! !

] P
. 1 I
TOTALS N 0 ! 0 doa %2 it 710 2B

!

. |
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UEALO/PERU OE WORKFORCE TRBELE
POSITIONS ENCUNBERED AS OF SEPTEMBER 39, 1988

———————

|
. TYPE OF POSITION !
OFFICE !

&2 0 [ 0 2 ) 19 0 nity

TOTALS

|

!

r ----------

I WSCH  1DI RES.HIR PASA UEPST  FHOH FNPSC  TCN MANPYR | TOTAL

! |

| i
DIRECTOR i 2 ! t ! ! 3

! I
EXECHTIVE OFFICE i l { 16 24 w2

i I
CONTROLLER'S DFFICE I Z | 9 27 P14

i f
PROGRAM OFFICE ! 3 4 7 i i4

1 I
JEVELOPMENT RESOURCES | ] q 7 il

i !
AGRIC. & AURAL DEVELGP.! 3 3 8 { 14

i !
HEALTH,NUTRITION % ECUCI 4 ) 3 ! 13

! i

i I i

| !

i ! J

! !

{ | ]

| I

| ! 9

| }

i ! ]

| !

l I f

! !

! | 0

| 1

! |

| i

| ]

! |

i

1
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BUDGET NOTES

($000)
FY-87 FY-88 FY-89
Mission OE 2llowance 4,664.2 5,852.0 7,028.9
Cost Increase 1,187.8 1,176.9
% Clange 25.5% + 20.1%
Major Cost Increases FY-87/FY-88 Fy-38/FY-89
1. Dellar Increase = Local Currency Costs (769.6) {934.7)
A. FNDH - FC 200's 212.7 317.9
B. TFNPSC - FC 304 190.6 258.7
C. Manpcwer Contract - FC 306 137.2 178.4
D. Office Utilities - FC 502 96.0 54.3
E. Communications = FC 509" 39.9 52.0
F. Supplies/Materials - FC 519 61.2 73.4
G. Misc. Contract Services - FC 524 32.0 38.4
2. QQarters Allowance - FC 404 57.3 28.0
3. Residential NXP - FC 405/506 159.1 - 74.3
4. Office Furniture/Equipment/Vehicles/
Freight - FC 504/505/506/507 187.1 67.9
5. Security Costs - FC 407/510 5.0 60.0
TOTAL MAJOR INCREASES .1,178.3 1,054.7
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D. Evaluation Plan

1. Narrative

The Mission's evaluation activities for the FY36-87 period
continued to emphasize improved program implementaticu, development of sound
bases to initiate sector programs, and support for constructive policy
dialogue with the Peruvian zovermment.

The recently performed evaluation on the Non~Iraditioral
Agricultural Export Promotion Pilot Project (0l66) fs under Mission review.
This evaluation will serve as a basis to develop a larger scale program
designed to assist Peru expand its non-traditional agricultural exports. The
evaluation has been helpful in identifying potential areas for 4&AID
interventions and policy dialogue topics that need to be addressed to maks an
expanled program a success,

The evaluation of the Upper Huallaga Area Development Project
(527-0244) has provided key information about the structure and workings of
the coca economy in the target region. This information has led to a bhetter
understanding of the economic environment where the project mustc bde
implemented, and will assist in focusing further project interventions. The
Disaster Relief and Rehabilitation (0277) evaluation now underway will provide
the Mission with key information about how effectively the GOP and alID
responded wich an administratively decentralized program after the 1983 "El
Niflo” disaster. This analysis will be of critical importance to the
development of further interventions which may be needed to razspond
effectively to new disasters.

In accordance with the updated Evaluation Plan for FY8&6 (86 LIMA
5873), the Mission originally scheduled seven svaluations. Of these, five
(Agricultural Planning and Institutional Development (0238); OPG=SEPAS (0231);
Upper Huallaga Development Project (0240); Small Hydro Development (C266); and
Non~Traditional Export Promotion (PD&S, 0166) were carried out within the
specified time frame. The OPG-Accidn Comunitaria (0274) and OPG-Technoserve
(0293) were postponed for the first hali of FY87.

During FY87, the Mission originally scheduled (86 LIMA 5873)
seven evaluations. 0f these, three have been completed (Small Hydrc
Development, 0226, Accidén Comunitaria, 0274; Upper Huallaga Area Development,
G240). The Disaster Relief and Rehabilitatiom (0277) evaluation is currently
underway. Some of the evaluations originally scheduled for FY87 were
postconed and ptrogrammed for FY38, The ONERN Land Use Iaventory and
Eavironmental Planning Project (0202) evaluation originally schedulsd for the
second quarter of FY87 was moved to the first quarter of FY38. The Integrated
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Health and PYamily Planning - APROPO Component (0230) evaluation originally
scheduled for the fourth quarter of FY87 was moved to the first quarter of
FY88. In both cases, the delays are necessary to allow the completion of key
activities taiat need to be evaluated., The Mission expects to carry out the
rest as scheculed,

The evaluation plan for the Action Plan period (FY88-89) covers
a period ol vreduced resources available to the Mission. Thus, fewer
evaluations will be carried out. From the Mission's perspective the reduction
in resources does not diminish the importance attached to evaluations and to
evaluation themes developed over the last two years, but with fewer new
projects, lower budgets, and smaller staff, evaluation activicies will also
lessan. In last year's action plan, three broader scope evaluations were
proposed; tha2se are now being deferred to a time when new project design
activity to wse their findings is in prospect.

In FY89, the Mission intends to carry out a wmajor program
evaluation of PVO's funded through the PL-480 Title II Program. The
evaluations :o be performed on ADRA-OFASA, CARITAS, and CARE will focus on
program impazt on income generation, food distribution, child health and
survival, anc the use of "comedores”™ by PVOs as a channel to distribute Titie
II resources. This evaluation will serve as a basis to improve implementation
and redesign program assistance should it be necessary.

The Agricultural Technology Transformation Project (02382) is
programmed for a mid-term evaluation the fourth quarter. The Upper Huallaga
Area Development project (0240) will also be evaluated as par:t of the
monitoring process required by the Congress.

The previous Mission Evaluation Officer left post in June,
1386. The uew Mission Evaluation Officer has just arrived at post, with
preparation o3f tihds Evaluation Plan as his first assigmment. The Mission
expects to give more attention to evaluations in the future than was possible
during the irterim pericd.
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E. GRAY AMENDMENT

1. FY 1936
1., Total DA $17,587,0G0
2. DA Available for U.S. Procurement $7,997,000
3. Gray mendment Awards $2,336, 469
4, Percent to Gray Amendment Firms 29%

2. FY 1987 (estimated)
1. Total DA $14,500,000
2. DA Available for U.S. Procurement $8, 000,000
3. Gray Amendment Awards 32,686,282
4, Percent to Gray Amendment Firms 347%%

* This figure represents a maximum estimate based on last years record, The
actual amount may be significantly less.

** Minimum estimate. Actual percentage may be significantly higher.
3. FY 1986 Gray Amendment Contractors

1. BRonco Consulting Corp., Central Selva Resource Management (023U},
$350,000, 6/20/86

2, Julrez Associates, Integrated Health and Family Planniag (U220),
4397,392, 9/5/86

3. Sigma Cne, Iategrated Primary hralth (0219;, $112,618, 6/253/36

4. Development Associates, Drug Education and Public Awaresness
(0288), $1,100,000, 6/24/86

5. 1ISTI, 2D&S, 3376,459, 3/24/86

USAID/Peru continues its strong commitment to the goals of the Gray
Amendment. Gray Amendment goals continue to be supperted by the Regional
Contracting Office through periodic training programs and Gray Amendment
bulletins. The Standing Committee aensures through the project planning
process that Gray Amendment goals are fully considered and that that
consideration is documented. ©Perhaps the strongest support for the Gray
Amendment has heen generated from the superior performance which the Mission
has received in recent years from its Gray Ameadment coantracrtors.

'
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USAID/Peru Action Plan Annex

Alternate Funding levels for FY 88 and FY 89

A, Narrative

1. 1Introduction

The Alternate funding levels presented in the Annex, as compared with
the Action Plan levels, aund the FY 87 0YB, are shown below., For FY 38, the
Alternate Level is the FY 88 Congressional Presentation Level, while for FY
89, in accordance with instructions in State 32698, the DA and ESF lavels
shown are an approximate 50% increase from the FY 87 QYB levels.

(Millions of Dollars)

FY 87 FY 88 FY 89

QYB Action Alternate action Alternate
Plan Plan

D.A. 14.5 14.5 14,2 14.5 22.0
ESF 4,75 4.75 10.0 4,75 8.0

SUB=-TOTAL 19.25 19,25 24,2 19,25 30.0
PL=480 Title I 20.0 20.0 10.0 20.0 10.0 (7)
PL-480 Title II 10.0 10.0 10.0 . 10.0 10.0
Section 416 21.8 - - -— -

TOTAL 71.05 49,23 44,2 49,25 30.0 (7)

The first thing to note is that the total Alternate funding level in

_FY 88 13 not higher than the Actilon Plan level, but rather is lower, In FY

89, depending on the assumption about the level of PL-480 Tictle I the Bureau
is willing to support, the total Alternate level may be only marginally higher.

The Alternate DA level for FY 88 is slightly lower than the Action
Plan level. Therefore there is no discussion in this Annex oif adjustments to
the Action Plan for DA funded projects in FY 88.

For FY 88, the increased Alternate ESF level is more than offset by
tha fall in the PL-480 Title 1 level. In the discussion below, the
consequences ¢ the higher Alternate level of ESF for FY 88 are discussed, but
1f the PL-480 Title I level for FY 88 remains at the $10 wmillion level, the
Mission will face a severe shortage of local currency in 1989, and some of the
ESF local currencies will have to be used to offset the shortage of loecal
currencies from PL-480, while the ESF may also have to be used in part to
maintain the policy dialogue on food sector policies that otherwise would ve
carried by the PL~480 Title I program.
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The sgituation presented above probably diffars from that shown in the
Annex for other Missions, where presumably the Alternate levels are not lower
than Action Plan levels. This arises from the fact that the FY 87 QYB3 for
PL-480 Title I was increased by $10 million by the Title I working group
agencies after the CP level for Title I in FY 38 had been established. If the
Bureau is going to support higher funding levels for Peru in FY 88 and FY 39,
it is no less important chat it support higher PL-480 Title I levels as higher
levals for DA and ESF.

2. Higher DA Levels in FY 89

The primary impact of the higher DA level in FY 89 would be to allow
larger obligations for ongoiag projects that had iow obligation levels in FY
87 and FY 88, and would have run down their pipelines and in some cases would
othewise be forced to cut back or slow down activities in 1989, These
projects are Agriculture Technology Transformation (0282), WNon-Traditional
Agricultural Exports and Agribusiness Development (0310), APROPO (0230.01),
Private Sector Family Planning (0269), and Private Sector Management
Improvement (0272). Additional funding would increase LOP amounts for APRUPO
(0230.01) and Agricultural Planning and Institutional Development (0238). The
increased funding would be around $5.5 million. All of the Andean Peace
Scholarships would be funded from DA, to limir the fall ian ESF allocations
from FY 88 to FY 89. About 31 million of new projects could be oblizatad from
the EHR and SDA accounts, for local vocational education, and for technical
assistance and other suppert to private sector organizations and credit
programs. The PD&S accounts would be increased slightly to provide project
design funds for FY 389 projects.

A review of the objectives in the Action Plan shows that there are few
7Y 89 specific policy dialogue and project actions listed. Accordingly, we
have not included any change sheets for the FY 89 objectives. Also, since the
amount of funds that will have to be obligated to keep ongoing projects moving
at acceptable levels in FY 89 is not clearly foreseen now, and hence the
amount that would be available for new projects is not clear, no project
descriptions for FY 89 DA funded projects have been included in this Annex.
The management implications of the higher DA funding level in FY 89 also are
not clear. To the extent the workload increased, a higher level of PD&S
funded contract personnel would be used.

3. Higher ESF Levels in FY 88 and FY 89

The Alternate Levels of ESF would provide $5.25 aillion in FY 88 and
53.85 million in FY 89 for a new project. This would allow the USAID to
reintroduce into 1its Action Plan, Objective No. 3, "Stabilize Financial
Structures,” to meet the goal of short-term economic stabilization. The
Mission believes that this objective is so important to U.S. interests that it
should be included, even if at the very minimal level shown here. The funds
would be wused for a cash traansfer, and for support of key technical
assistance, snould it be needed :o support a stabilization program. Although
the balance of payments support would be minimal, it could serve for a nolizy

A
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dialogue on a few key issues, probably concerning the balance of payments and
debt issues, and the establishment of cooperation with international
agencies. The Mission would try toc structure the policy dialogue and the
stabilization program supported to facilitate a food for progress or
structural adjustment food grant to supplement the ESF cash transfer. There
could also be targets of opportunity for the dialogue at the time of
negotiation. A trust fund for OE expenses would be an element in the
negotiations. A change sheet is attached to show the new objective, A new
project descristion is also attached.
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ANNEX

NEW OBJECTIVE FOR HIGHER ESF FUNDING LEVELS

Objective No. 3: Stabilize Financial Structures

1. LAC Indicators: All 5 LAC fiscal, bhalance of payments, and inflation

indicators. USAID projections to be provided in paper distributed at Action
Plan review.

2. Mission Indicators: Real exchange rates for selected exports and imports;
reductions in multiple exchange rates and trade controls; targets for debt
gservice payments, multilateral renegotiation of debt service payments, and
reductions in payment arrvearages; growth in per capita GDP. USAID targets to
be provided in paper distributed at Action Plan review.

3. Accomplishments: NA

4, FKey Assumptions

A, GOP will be willing to reconsider macroeconomic policies and
approaches to intermational agencies.

B. International agencies and other doners will be responsive to Peruvian
approaches on support for policy restructuring.

5. Islicy Dialogue

A. Balance of payments and exchange rate policies
B. Fiscal Policies

C. Debt restructuring and new foreign assistance
D. Real income of lowest income classes.

6. Planned Accomplishments

. Improved balance of payments

. Reduction in trade controls

. Increased public sector savings

. Multilateral public debt restructuring
. Maintain and {ncrease per capita GDP

Mmoo Ow e

7. Projects
Add: FY 87 FY 83 FY 89

527-0306 - Policy and Program Improvement - 5,259 3,850

PL-430/Sec. 415 Food for Progress/Structural
Read justment Food Grant - ? ?

163
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New Project Description

Country : Peru

Objective No. 3 ¢ Stabilize Financial Structures

Project : 5327-0306 - Policy and Program Improvement
Appropriation Account : ESF

Fuactional Account ; NA

LOP Funding : 49,100,000

¢ Purpose: NA '
: Priority Area: Aa
: December, 1987 to AID/W

Descriptors
ESF Concept Paper

Potential Policy Issues: There will be policy issues on all aspects of tche

U.S. approach to and suppor:t of a GOP stabilization and debt restructuring
program.

Brief Descriptiion: This project is designed to help stabilize financial

structures. It will provide a cash transfer to support  a pregram for
stabilization and growth, The policy dialogue will cover balance of paymeants,
fiscal, and debt policies.

Narrative: A: the present time, the GOP -is using 1its foreign exchange

raservaes as an exhaustible resource to support a higher level of domestic
aconcmic activity. Its unilateral policies on debt service have cut it off
from new foraign lending and its policies to increase exports and decrease
imports depend on multiple exchange rates and direct contrcls. They may prove
inadequate to maintain both foreign exchange reserve levels and a desirable
level of domesitic economic activity. Domestic fiscal and financial policies
are leading tc inflationary pressures and inadequate saving. If the policies
currently being implemented do not prove to be viable, by eariy 1988 or sooner
the GOP will have to reconsider jits macroeconomic policies and its approaches
to intermational financial cooperation. This project will provide progranm
support for restructured policies,

The major pro;ect activity will be a cash transfer to the GOP in support of
its policy clanges. Limited technical assistance may also be providad as
needed to ass:ist in the design and implementation of the new policies. The
local currencies from the cash transfer will be used in the GOP development
budget, and for an OE trust fund for the USAID. The project will be

"negotiated and implemented with the Ministry of Finance and Economics and the

Centtal Bank of Peru.

This project supports the objective of stabilizing financial structures,
Although the project funding is minimal for this type of project, together
with PL-430 Title I and Food for Progress/Structural Adjustment Food grants,
it will allow the U.S5. government to participate with the international
financial institutloas and other domors ia the multilateral policy dialogue on
economic stabilization with growth and restructuring of the public debt that
will take place, and to provide some financial suppert for implementation of
the new policies.

Tl



The expected project outputs would be policy and program improvements in the
areas of balance of payments, exchange rate and trade cont=ols, fisecal polizy,
and debt restructuring. It is premature to quantify these project outputs.

An ESF grant will maximize U.S. support for the policy changes Lo be made.
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