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ANNEX II

. Exhibit A
PROJECT AUTHORIZATION
(Amendment No. 4)
Name of Country: PERU
Name of Project: Private Sector Policy
Planning and Institutional

Development

Number of Project: 527-0298

1. Pursuant to Section 106 of the Foreign Assistance Act of 1961, as amended,
the Informal Private Sector Component of the Private Sector Policy Planning and
Institutional Devclopment Project for Peru was authorized on June 20, 1985 and
amended on Junc 23, 1986, August 27, 1986 and September 29, 1987. That
- authorization, as amended, is hereby amended as follows:

A. Section 1 is deleted and substituted in lieu thereof by the following:

1. Pursuant to Section 106 of the Foreign Assistance Act of 1961, as
amended, I hereby authorize the Private Sector Policy Planning and Institutional
Development Project for Peru (the "Cooperating Country™) 1involving planned
obligaticns of not to exceed Six Million United States Dollars (US$6,000,000) in
grant funds (the "Grant") as follows:

~ Informal Private Sector Component —'US$1.941,400 over a forty-two
month period from the date of authorization (June 20, 19853)

- Formal Private Sector Componen£ and Project Guidance and
Coordinztion Component - US$2,458,600 over a fifty-four month period from date
of authorization (June 23, 1986); and

- Public Sector Component US$1,600,000 over a four year period from
date of suthorization (August 27, 1986).

All planned obligations are subject to the availability of funds in
accordance with the A.I.D. OYB/allotment process. Funds will be used to help in
financing foreign exchange and local currency costs for the project. The
planned life of the project is sixty-six months from date of initial obligation.”

2. Except as specifically anended or modified herein, the terms and conditions
of the authorization, as previously amended, remain in full force and effect.
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Private Sector Policy Planninp and Institutional
Development Project: Informal Private Sector Component
with the Instituto Libertad y Democracia (ILD)

PP Supplement

I. Backpround and Status of Project

The Informal Private Sector component with the Instituto Libertad vy
Democracia (ILD) 1is one of three related, but separately implemented,
components of the Private Sector Policy Planning and Institutional Developnent
Project (lo. 527-0298). The overall Project is desipgned to strenpthen the
institutional capability, in both the private and public sectors, to anzlyze
Peru's cconcmic situation and formulate apprepriate ond consistent policy
responses tc constraints limitiny investment and growth. In addition, the
Project is designed to help the private sector (formal and informal) coalesce
around key issues of national importance and facilitate a public-private
policy dialorue around these issucs leadinpy to the remcval of the constraints
and the promoticn of private investment and exports. As described further in
the Project Parer (I'P), which was approved on June 23, 198¢, the three Project
cormpcnents consist of the followinp:

1) Informal Private Sector - Strengthening of the Instituto Libertad y
Democracia (ILD) in its efforts to research and document the role ot the
informal rivate sector in the Teruvian econemny, redule unnecessary

bureaucratic regulations and advocate a policy framework more conducive to
investment and "integration" into the formal economy.-

2) Formal Private Sector - Institutional development of the Watiecnal
Confederation of Private Enterprise Institutions (CONFIEP) and strengthening
of the research and ana.ysis «capability 1in the formal private sector
(including assistance to sectoral and provincial associations).

3) Public Sector - Strengthening the economic policy formulation and
analysis capabilities of the GOP's key policy-making entities, interagency
coordination among these entities, and dialogue between them and private
sector representative organizations.

The Informal Private Sector component with ILD, titled the Institutional,

Applied Research and Reform Activities Support Precject, was authorized by the
USAID/Peru Mission Director on 06/20/85. The Project Authorization document
authorized a total grant contribution for this component of $1,200,000. The
Authorization was amended on September 29, 1987 to increase grant funding by
$191,400 to a new total of $1,391,400 and to extend the Grant expiration date
by five months, from November 1, 1987 to March 31, 1988. To date this amount
has been fully obligated and committed to finance allowable TProject
expenditures. As described in Section II below, titled "Justification and
Description of PP Supplement Activities', this PP Supplement proposes an
increase in grant funding of $550,000 to finance project activities tor the 9
month period beginning April 1, 1988 to December 31, 1988. Thus an extension
of the Grant expiration date through December 31, 1988 is required.




The purpose of the ILD component is to provide the organization with
institutional support to continue its applied research, analyses and reform
activities on the informal sector and on the economic and legal relationships
between the formal and informal sectors. The activities beiny carried out
under this ongoing Grant are based on the rescarch work supported by AID and
carried out by ILD under previous grant apreements. The emphasis of the ILD
Project is on the lepal and regulatory framework, specifically concrete
actions to alier this framework, rather than to continue turther studies and
simulations. In carrying out 1its activities, ILD has taken the initiative and
established contacts with the Congress, as well as with various ministries and
municipal governments. Additionally, such institutions as the Supreme Court
have requested teochnicel support and invited ILD to participate in special
projects. ILD also has signed apreements with various entities te test or
implement 1ideas vresulting ftrom their research work. Specific areas of
activity supported by the Grant are indicated immediately below.

1. Instituticnal Support. ILD has provided 1institutional support,
primarily technical assistance, information, and advice to Peruvian public
sector institutions (such as the Fiscalia de la HNacidn (Attorney Genecral),
municipal governments and Conmrecs) and other institutions (such as formal
sector busines: entities, inforral sector business entities, universities. the
press, and pclitical parties). These relationships have borne fruit in the
sponsorship of the Administrative Simplification ard Public 1nformation Acts
and the passage ot Improvec Land and Housing (Construction) Titling acts.

2. Industry. ILD is implementing the means (through its proposed Law of
Industry) of simplifying steps to legally establish small industries, thereby
promoting a less complex, less costly process which will encourage legality.

3. Personal Identity Documents. ILD has also assisted in the
implementation of legislation and regulations to simplify the formalities for
acquiring these various documents, along with the elimination of some and the
comhination of others.

4., Commerce. ILD continues to propose and help implement means of
formalizing commercial activities that are currently carried out informally.
A major step in this direction is the recent agreement between ILD and CONFIED
(the Natilonal Confederation of Private Enterprise Institutions) to jointly
analyze problems relating to informality and to plan and implement a shared
program of activities in 1988.

5. Housing. ILD 1is carrying out two subcomponents, one proposing
regulations and legislation concerned with property legalization, the other
rroposing means of integrating the formal and informal housing sectors. ILD

has used itc experience in the housing sector, together with a study of the
insurance industry, to develop a proposal to provide housing insurance (and
thus a source of credit guarantees) to the informal sector.






2) extend the expiration date of the Grant by nine months, from April 1,
1988 to December 31, 1988,

This level of funding, which most closely corresponds to the "Medium
Case” scenario proposed by »DAI, will assure that ILD retains the czpacity to
influence the policy debate on informality in Peru, while allowing it time to
implement important programatic and technical improvements identified in the
assessment.

As noted above, in addition to DAI's recemnendation for additional
funding, the assessment made several other important reccormendations. that
once implemented, will help assure that the ILD propram is beth sustained. and
qualitatively imrroved. The most important among these is the development of
a focused, stratepic plan for the organization which clearly defines a limited
set of objlectives and priorities, specifically articulating how and when these

objectives will te carried out, Additionally, in a&accordance with DAI
recommendations, ILD will hire two senior staff members: a senior economict
and concroller. The senior cconomist is required to present more effectively

the methedolopy and results of ILD's rescarch to the intellectual cormunity
and to allow ILD to participate more fully in, and benefit from, the acaderic

debate on informality. The hiring of a controller and provision of financial
management  training to selected staff addresses significant concerns
identified in the financial assescment. These cspecific concerns centered cn

the adoption of more advanced financial management and planning tools to
assure imfrroved internal controls and accurate up-to-date information to
donors.

ILD's formal agreement and a schedule to implement these recommendations
will be a condition precedent to the initial disbursement under the proposed
Grant Agreement. Subsequent disbursements will be dependent upon the
presentation and approval of a calendarized detailed workplan for the extended
Grant period that provides benchmarks to assure that ILD is complying with
identified targets.

III. Project Outputs During Extended Grant Period

In analyzing the comparative advantages of ILD (policy-oriented survey
research, formulating property rights legis'ation, institutional change, and
generating debate on informality), the assessment recommended that ILD should

focus its activities on:

- consolidating past work done on the wurban informal sector
(specifically, publication of a series of research monographs on
housing, transport, commerce and industry to complement the book El
Otro Senduro and its appendices);

- conducting research on the economic effects of lepal institutions and
procedures;



-~ continuing action programs (advocacy etforts, publicity campaigns, ‘and
group action) based on solid research; and

~ presenting seminars on informality and institutional change directed
toward Peruvian social scientists and professionals from other Latin
American countries.

Within the above framework, the anticipated outputs during the proposed
nine month extension of the grant will include the following:

A. Applied Economics Research.

ii.

Capital Markets.

Analysis of the Cost of Credit Access in the Formal Capital
Market. This will include the 1impact of the interest rate
structure imposed by State Financial Institutions, negative {in
real terms) interest rates and the corresponding scavcity of
credit and excessive anounts of time expended in. securing loans.

Analysiz o
Market. Simulation studies and interviews will be carried on
with formal and informal entrepreneurs to ascertain the true cost
of credit in the informal sector.

Housing.

Outputs will focus on four areas: adjudication of state lands,
simplification of technical norms, the market for rental housing,
and development of an insurance policy for land and honme
possession. Research is already underway in all four areas.

Adjudication of State Lands. Carry out a cost/benefit analysis
of existing legislation and the proposed new law.

Simplification of Technical Norms. Develop legislative proposals
to eliminate unnecessary technical requirements that are creating
obstacles to popular access to land for housing. During the nine
months of this proposal, reviews of (A) the technical ncrms
required for obtaining and developing land and (B) the technical
requirements for housing construction-will be completed.

Market for Rental Housing. Develop legislative proposals to make
rental a viable and attiractive alternative for popular housing.

Diffusion and Implementation of Credit Insurance. Negotiate
implementation of the already completed and published proposal
for credit insurance based on home posscssion (rather than
title). This insurance policy concept already has the support of

f the Cost of Credit Access in the Informal Capital'



various insurance companies, implementation will begin within the
next nine months.

B. Research on Rule-making.

i. Democratic Producticn of Law. The ILD will continue in its
program of increasing citizen part.cipation in the rule-making
process, analyzing the impact of rules once implemented and doing
cost benefit analyses of proposed norms. ILD will pursue its
investipaticn of the rule-making procedures used by advanced
democracics and rapidly developing countsies, as well as that
proposed by the current Peruvian government, in order to develop
reform proposals relevant to the Peruvian reality. Several
specific proposals for feed-tack mechanisms and cost-benefit
analyses will be deve.cped and vready to pot inte the torm of
proposed legislation.

ii. Access to Public Information. Applied research involving the
review of the mechanisms (laws, regulations, and bureaucratic
practices) which currently deny access to public information in
Peru and the review of the criteria advanced democracies use for
defining the type of inftormatior. which should be made available
to the public. The obiective is to desipgn a series of reforms
that would provide access to information necessary for effective
citizen oversight of the governing process while puarding that
which is crucial to state security. A legislative proposal on
access to public information will be designed and published and a
program of public education on the issue undertaken.

iii. Institutional Equilibrium (Checks and Balances). ILD will begin
research into the mechanisms of oversight (e.g. congress,
judiciary, electoral procedures, inspectors-general, controllers)
established by advanced democracies and the means by which
informals oversee their organizations. By the termination of
this fifth grant period, ILD expects to have identified and
detailed several significant oversight mechanisms that will
enhance the guarantee of citizens' 1rights provided for in the
constitution,

C. Monograph Publication.

Based on work already completed or well underway, ILD will compile and
publish several research monograph series, Material which served as the
background for El Otro Sendero will be updated with additional information and
findings which have become available since the publication of the book. The
subject areas include housing, transport, commerce, and methodological guides
for the calculation of informality at a macroeconmomic level.




D. Seminars.

ILD has several research projects underway on capital markets, democratic
production of law, and access to public information which is of interest to
different groups of professionals in Peru. ILD will hold at least four
roundtables or seminurs to present its research results to the Deruvian
research and policy comuunity for discussion and analysis.

F. Institutional Reform.

The DAT assessment recormended that certain internal management reforms

be carried out to improve administrative oporations within ILD.  To that end,
ILD will hire a contreller and senicr economist before the start of the tifth
grant period. Tt will also provide an inteprated tundraising plzn for

calendar years 1988 and 1989 as reconmended by the DAL assecssment team.
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V. Revised Financial TI'lan

Total Estimated Project Budget
(April 1, 1985 - December 31, 1988)

PREVIOUSLY ADDITIONAL
APPROVED PLAN OBLIGATIONS TOTAL
AID GRANT 1,391,400 550,000 1,941,400
OTHER DONORS 1,286,476 354,800 1,641,276
TOTAL $£2,677,776 $904,800 3,182,676

Oblipgated Amount - (April 1, 1988 - December 31, 1988)

Foreign Exchange Local Currency

Evpenses Catogory Costs Costs Total AID Funding
Wages/Salaries $38,700 $326,250 $364,950
Travel/Per Diem $15,600 $ 20,800 $ 36,400
Direct Proj. Oper. Exp. $ 10,350 $ 10,350
Indirect Proj. Oper. Exp. $ 23,850 $ 10,350
Administrative Expensecs $ 84,450 $ 84,450
Equipment $ 14,000 $ 14,000
Printing $ 16,000 $ 16,000
Total $54,300 $495,700 $ 550,000






Private Sector Policv Plsuning and Institutional
development Project: Informal Private Cector Componenrt
with the Instituto Libertad y Democrecis (ILD)

PP Supplement

I. Bacvpround and Status of Project

The Informal DPrivate Sector component with the Instituto Libartad y
Democracia (ILD) is one of three relasted but separately implemented components
of the Private Sector Policy Planning and Institutional Development [Project
(No. £27-0298). The overall Droject is designed to strengthen the
institutional capability, in both the private and public sectors, to analyze
Peru's economic situation and formulate appropriste and concistent policy
responsec to constraints limiting investment and prowth. In saddition, the
Project is designed to help the private sector (formal ard informal) coalesce
around key issues of national importance a&nd facilitete a public-private
policy dialogue srcund these issues leading to the rermoval of the constraints
and the promotion of private investment and exports. As described further in
the Project Paper (D), which was approved on June 22, 19f€, the three Droject
components concist of the following:

1) Irnfcrmel Private Sector - Strenpthening of the lnztituto Litertad y
Democracia (ILD) in its efforte to research end document the role of the
informel rrivate sPClor in the Deruvian  cconomy, reduce  URNeCcCessary

bureaucratic reguletions and ecdvocete a policy framework more conductive to
investment and "integyraticn' intc the formal econcmy.

2) Formel Private Sector - Institutionsl develeorment of the Naotional
Confederation of Private Enterprise Institutions (CONFIEP) and strengthening
of the reseerch and analysis capability in the formel private sector
(including acsictance to sectoral and provincial associations).

3) public Lector - CStrenpthening the economic policy formulation and
snaelysis capebilities of the GOP's key policy-making entities, interagency
coordinetion emong these entities, and dialogue between them and private
sector representative vrgenicetions.

The Infermel Private Sector component with ILD, titled the Institutional,
toplied Eeceerch and Reform Activities Support Proiect, was suthorized by the

USAID/Peru Mission Director on 06/20/85. The DProject Authorization document
guthorized a total pgrant contribution for this component of $£1,200,000. To
dete thic emount has been fully obligeted end cormitted to finance allowable
Project expenditures only through October 31, 19&7. The cxpiration date of
the Grant is January 31, 198&&. Ac described in Section II below, titled
"Justification and Description of PP Supplement Activities", this PP

Supplement propoces an increase in grant funding of $191,400 to finance
project activitiec for the five month period beginning November 1, 1987 to
Merch 31, 198&. Thuc an extension of the Grant expiration date through March
31, 1988 is reguired.

The purpose of the ILD cemponent 1is te provide the orpanization with
institutional support to cecntinue its applied rescarch, anelyses and reform
gctivities on the informel sector and on the economic end lepal rclationships









- Complete legal and economic analysis of rentsl ma .ot for houses and
apartments which will serve as basis to prepare legislative
initiative. ‘

- Prepare a report on the administrative and operational procedures
relating to Congressional and Judicial functions.

- Complete the redesign of & project proposal relating to a#ailability
and public access tc public information.

In addition, ILD will continue its research and advocacy activities on:
the legal and administrative procedures which inhibit private sector growth;
determining actual costs for smsll businesses to become lepally integrated
into the formal privste sector and continue operating within a legal
fremework; a sceiisticel model to estimate the costs for ambulantes to have
access to the le,al svstem snd remain within the system; and the relationship

between formal and informel capitel markets.

III. REevised Financiel Plan

PREVIQUSLY ADDITIONAL

APSEOVED PLAN OBLIGATIONS TOTAL
AID GRANT 1,200,C00 191,400 1,391,400
OTHER DONORS 1,104,044 182,432 1,286,476
TOTAL £2,304,04¢4 $£373,832 $2,677,876

1. Obligeted Amount - (November 1, 1987 - March 31, 1688)

ID

wWares/Salaries
(Peruvian: 127,230) 138,320
(Foreign: 11,090)

Travel/Per Diem
(Peruvian: 2,7€5) 6,960
(Foreign: 4,19¢%)

Project Opersting Expenses
(Direct Cost: 3,425) 13,675
(Indirect Cost:. 10,240)

Administrative Expenses 26,145
Eguipment 2,000
Publications 4,300
TOTAL 191,400



