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PROJECT AUTHORIZATION
 

Name of Country: PERU 
Name of Project: Policy Analysis, Planning & Implementation 
Number of Project: 527-0343 

1. Pursuant to Section 531 of the Foreigii Assistance Act of 1961, as
 
amended, I hereby authorize the Policy Analysis, Planning & Implementation

Project for Peru involving planned obligations of not to exceed Seven Million
 
One Hundred and Fifty Thousand United States Dollars (17,150,000) in grant
 
funds ("Grant") over a four and one half year period from date of
 
authorization, subject to the availability of funds in accordance with the
 
A.I.D. OYB/allotment process, to help in financing foreign exchange and local
 
currency costs for the project. The planned life of the project is fifty five
 
months from the date of initial obligation.
 

2. The project consists of grant assistance to the Government of Peru (GOP)
 
and the private sector, to be administered and implemented through a contract
 
with a private fim. The project will provide assistance for the analysis and
 
impact of current and proposed GOP economic policies, support GOP economic
 
policy dialogue, develop and reinforce the policy decision-making process, and
 
assist the public and private sectors in establishing their own capacity tc
 
dec.ign and implement sound economic policies in the future.
 

3. The Project Agreement, which may be negotiated and executed by the
 
officer to whom such authority is delegated in accordance with A.I.D.
 
regulations and Delegations of Authority, shall be subject to the following
 
essential terms and major conditions, together with such other terms and
 
conditions as A.I.D. may deem appropriate.
 

a. Source and Origin of Commodities, Nationality of Services (Grant)
 

Commodities financed by A.I.D. under the Grant shall have their
 
source and origin in the United States, except as A.I.D. may otherwise agree

in writing. The suppliers of commodities or services financed under the
 
Grant, including those of ocean shipping services, shall have the United
 
States as their place of nationality, except as A.I.D. may otherwise agree in
 
writing.
 

b. Conditions Precedent to Disbursement
 

Prior to the first disbursement under the Grant, or to the issuance
 
by A.I.D. of documentation pursuant to which disbursement will be made, Peru
 
will except as the Parties may otherwise agree in writing, furnish to A.I.D.
 
in form and substance satisfactory to A.I.D..
 

(1) A statement of the name of the person holding or acting in
 
the office specified in Section 8.2 of the Project Grant Agreement, any of any

additional representatives, together with a specimen signature of each person
 
specified in such statement;
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(2) Evidence that a full time Projec Manager has been appointed
 
by the Secretary of ti.e Presidency (SEP).
 

(3) Evidence that the SEP has established a Consultative Council
 
composed of 
one representative each of the Committee for Inter-ministerial
 
Economic and Financial Affairs (CIAEF), the Ministry of Economy and Finance
 
(MEF), the Secretary of the Presidency (SEP), the Central Reserve Bank (BCR),
 
the National Confederation of Private Business Institutions 
(CONFIEP), the
 
National Planning Institute (INP), and A.I.D., for the purpose of providing
 
guidance in the overall direction and implementation of the project, and
 
making recommendations for longer term strategic planning.
 

(4) A plan for the intended use of project resources for
 
technical studies 
propcsed by the SEP and the criteria for selection of
 
technical personnel required to perform the studies.
 

c. Conditions Precedent to Private Sector Disbursements
 

Prior to any disbursement under this Grant or to the issuance by

A.I.D. of documentation pursuant to which disbursement will be made to finance
 
project activities for the private sector, the National Confederation of 
Private Business Institutions (CONFIEP) will, except as the Parties may 
otherwise agree in writings 

(1) sign a letter of understanding with A.I.D. which details the
 
responsibilities and operational arrangements 
for the delivery of assistance
 
to the private sector over the life of the projectl and
 

(2) provide evidence in writing to A.I.D. that one individual has
 
been designated as its official project representative.
 

d. Condition Precedent to Disbursements for Host Country Contracting
 

Prior to any disbursements under the Grant for Host Country
 
Contracting of technical assistance or studies/analyses, or to the issuance by
 
A.I.D. of documentation pursuant to which disbursement will be made for Host
 
Country Contracting, Peru will, except as the Parties may otherwise agree in
 
writing, submit to A.I.D., 
in form and substance satisfactory to A.I.D., the
 
followings
 

(1) Evidence that the SEP has the administrative and financial
 
capabilities required to carry out Host Country Contracting in accordance with
 
the rules and regulations contained in A.I.D. Handbook 11.
 

e. Condition Precedent to Disburements for the Donor Coordination Unit
 
(DCU).
 

Prior to any disbursement under this Grant or to the issuance by
 
A.ID. of documentation pursuant to which disbursement will be made to finance
 
project activities for the Donor Coordination Unit (DCU), the Secretary of the
 
Presidency will, except as 
the other Parties may agree to in writing, submit
 
to A.I;D. in form and substance satisfactory to A.I.D., the followings
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(1) A Plan of Action which details the functions and
 

responsibilities of the DCU and the location of this unit within the GOP.
 

f. Condition Precedent to Additional Disbursements
 

Prior to any disbursements beyond the first $200,000 disbursed under
 

the Grant for the purpose of funding GOP/SEP requests for technical
 

studies/assistance, or to the i~suance by A.I.D. of documentation pursuant to
 

which disbursement will be made for this purpose, Peru will, except as the
 

Parties may otherwise agree in writing, submit to A.I.D., in form and
 

substance satisfactory to A.I.D., the following:
 

(1) An Annual Plan which details the GOP/SEP priorities for project
 

assistance during the first calendar year.
 

g. Special Covenants
 

(1) Project Evaluation
 

The Parties agree to establish an evaluation program as part of
 

the Project and to carry out joint annual evaluations of the Project. Except
 

as the Parties otherwise agree in writing, the Program will include, during
 

the implementation of the Project and at one or more points thereafter:
 

(a) evaluation of progress toward attainment of the objectives of
 

the Project;
 

(b) identification and evaluation of problem areas or constraints
 

which may inhibit such actainment;
 

(c) assessment of how such information may be used to help
 

overcome such problems; and,
 

(d) evaluation, to the degree feasible of the overall development
 

impact of the Project.
 

(2) Other Covenants
 

Peru covenants that, except as A.I.D. may otherwise agree in
 

writing, it will:
 

(a) ensure that CIAEF members (government Ministries and entities)
 

provide adequate counterpart support; and
 

(b) disseminate economic policy information obtained through
 

project funded technical studies/assistance and training programs
 

to other government entities and national universities as
 

appropriate.
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h. Waivers
 

(1) Waiver for Permitting Local Procurement
 

A waiver for the local procurement of up to $700,000 for Peruvian
 
technical assistance services, and up to $10,000 for the local procurement of
 
American-made commodities, over the four and one half year life-of-project,
 
are effective as of the date of your signature of this Project Authorization.
 

(2) Waiver of Pro-urement of Trarel for Participant Training
 

A waiver for the procurement of all travel costs related to
 
participant training activities over the four and one half year LOP for all
 
GOP participant trainees selected under the project, effective as of
is the
 
date of your signature of this Project Authorization.
 

(3) Authority for Project Authorization by the Mission Director
 

Although 620 (Q) and Brooke/Alexander sanctions have prohibited the
 
provision of A.I.D. assistance to the GOP, Section 518 of the FY 1990
 
Appropriations Act provides an exemption for narcotics-related projects, and
 
the PAPI project is integrally related to the U.S. Narcotics Control Program.

The PAPI project was included in the Mission's strategy (Reftel '89 Lima
 
17037, STATE 024026) approved to operationalize NSD-18.
 

Pursuant to Delegation of Authority Number 752, you have the
 
authority to approve projects in amounts of up to U.S. Dollars. 20 million and
 
with lives-of-projects that do not exceed ten years. The new project
 
description 
review for the PAPI project was approved by AID/W in February,
 
1990 (STATE 53178).
 

Based on the above justification and that contained in the project
 
paper, by signing below I also hereby approve a nationality and source waiver
 
permitting local procurement of services up to an amount of $700,000, and the
 
local procurement of U.S.-made commodities up to an amount of $10,000, as per
 
the justification contained in A.I.D. Handbook 1, Supplement B, Chapters 5D,
 
lOa(l), and 5B, 4a, respectively; and a waiver for the procurement of travel
 
for project participant trainees, as per the justification for the Mission
 
Director's authority contained in A.I.D. Handbook 10, Chapter 16, Section C.5;
 
over the four (4) and one half (1/2) year life-of-project.
 

Date., 94 o7/90
 
Craig G. Buck
 
Director
 

USAID/Peru
 

.1 
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I. SUMMARY AND RECOMMENDATIONS
 

A. Facesheet
 

B. Recommendation
 

The project committee recommends that a grant (the Grant) be
 
authorized with the GOP for the amount ef $7,150,000 to accomplish the
 
objectives of the Policy Analysis, Planning, and Implementation (PAPI)
 
Project. Of this amount, it is expected that 20 percent, or tl,430,000, will
 
be utilized in support of the private sector, represented by the Confederacion
 
Nacional de Instituciones Empresariales Privadas (CONFIEP). The Project will
 
have a life of four (4) and one half (1/2) years and is expected to be
 
incrementally grant funded over the next three (3) fiscal years.
 

C. Summary
 

1. Background
 

Over the past two decades, Peru has experienced a steady
 
deterioration in economic performance. Per capita income levels dropped to
 
1960s' levels, while income distribution continued to worsen. Since mid-1988,
 
Peru has been experiencing the ruinous effects of a hyperinflationary
 
recession. In 1989, inflation reached approximately 2,800 percent, while real
 
GDP dropped 12 percent. Civen the policies of the past administration, Peru
 
has become increasingly isolated within the international financial
 
community. Accumulated arrears on the country's $19 billion external debt 
reached approximately $12 billion. Exacerbating the economic problems are the 
sustained expansion of two terrorist insurgencies in rural and urban areas, 
and the presence of the illegal narcotics industry, which pose a combined 
threat to democratic stability. The narcotics trade represents a considerable 
economic force that, if left unchecked, is capable of undermining legal 
economic activity and rendering ineffective the support of democratic 
institutions -- essential to bringing about a stabilized economy and providing 
the necessary policy framework to allow for future growth. 

2. Rationale
 

A new Peruvian administration, led by President Alberto Fujimori,
 
took office on July 28, 1990. This new government faces the daunting
 
challenge of putting the economy back together under the growing threat of
 
narcoterrorism and armed subversion. As an initial step, the GOP adopted a
 
tough economic stabilization program based on a sharp reduction in the fiscal
 
deficit, the elimination of government controlled prices for all goods and
 
services except petroleum products and public utilities, and the unification
 
of the exchange rate and its determination by market forces. Cognizant of the
 
deleterious effects of these measures on low income sectors, the GOP also
 
initiated the implementation of a social emergency program. To bring about
 
stabilization and lay the foundation for future gicowth, however, much more
 
remains to be done. The GOP needs to formulate, design, and implement a
 
longer-term strategy to reactivate the economy on a sustained basis. If this
 
is to be achieved, the GOP policy strategy must incorporate and rely on market
 
forces, while the private sector
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must build a coalition of support for policies that are consistent with the
 
intended liberalization of the economy. There is an immediate need to help
 
strengthen the GOP's policy formulation capabilities, and to develop and
 
reinforce a policy decision-making process that draws on the technical skills
 
and takes into account the interests of different public entities as well as
 
the private sector. To this end, the PAPI project will provide resources to
 
strengthen the public and private sector's capacity to analyze, design, and
 
implement scund economic policies.
 

The new GOP must obtain, in a timely manner, high level technical 
expertise needed to help plan, develop, implement, and monitor economic 
policies, programs, and projects. Assistance is required in continuing the 
formulation and implementation of policies that can bring about economic 
stabilization, -- a necessary condition for implementation of the USG's 
counternarcotics economic strategy in Peru -- renewed growth, and social 
development. The new Peruvian administration will be faced with unforeseen 
technical problems and policy constraints, all of which require careful but 
rapid study. The GOP and the private sector also need assistance which 
complement their technical skills through training and information 
dissemination. 

3. Project Description
 

The PAPI project will fill an important niche by provicing high
 
level technical expertise in response to the immediate and longer term policy
 
and training needs of the new government. USAID/Peru will enter into a
 
long-term contract with a private firm, which in turn will contract technical
 
expertise as required and will be responsible for the organization and
 
implementation of project resources and activities. The contract will provide
 
for the services of a long-term senior economist, a project deputy
 
economist/technical specialist, a training/technical specialist, and an
 
administrative support office. Short-term technical assistance will be
 
supplied for high priority macroeconomic analyses in areas such as fiscal
 
reform, monetary policy, investment and export promotion policies, and
 
assistance in the design and implementation of a social compensation program.
 
Key sectoral areas addressed through short-term assistance provided under the
 
contract include but are not limited to agricultural pricing and marketing,
 
agricultural credit, non-traditional exports, small enterprise development and
 
labor relations.
 

Project funded training and information dissemination will be
 
directly related to policy analyses and the decision-making process. PAPI
 
technical resources will also support activities which directly complement the
 
USG's narcotics control initiative. The project will provide funding for
 
feasibility studies to assist the GOP in leveraging additional international
 
resources for development activities supportive of narcotics control.
 

In the public sector, the Inter-ministerial Committee for
 
Financial and Economic Affairs (CIAEF), together with the Office of the
 
Secretary of the Presidency (SEP), will have a central role in channeling and
 
analyzing respectively the requests for assistance, and ensuring the quality
 
and applicability of final studies/analyses supported by project technical
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assistance. CIAEF will serve as the forum through which demand for project 
services will be channeled. The high level nature of this committee will 
ensure that the project will address priorlty policy areas. The SEP will 
serve as the technical secretariat to CIAEF as the implementing institution of
 
this project. To assist in project implementation and coordination, the
 
Project will fund the establishment of a technical unit within the office of
 
the SEP. In the private sector, CONFIEP will be used to organize and help
 
administer project assistance in support of policy analysis directed toward
 
the private sector. Some project interventions will be geared to address high
 
priority topics such as non-traditional agricultural exports, small enterprise
 
development, labor markets, and other areas with a direct impact on the lower
 
income members of the private sector.
 

In addition to channeling requests for policy analysis and
 
technical assistance from the private sector to the project's institutional
 
contractor, CONFIEP will also play an important role in the project's training
 
and information dissemination component. CONFIEP will help design and
 
organize in-country training seminars/conferences on economic policy issues
 
for private sector representatives. The confederation will also serve as a
 
resource for gathering project information and providing library facilities
 
for disseminating this information to key policy decision makers.
 

As a means of strengthening project management and providing
 
USAID/Peru with a close liaison with day-to-day project activities, the
 
project will finance the services of a long-term project coordinator to be
 
contracted as a PSC. This individual will work with the contracted private
 
firm in facilitating the administration of project technical
 
studies/assistance and in carrying out training and information dissemination
 
activities. The project coordinator will also be responsible for reporting
 
and monitoring the progress of the project.
 



-4­

4. SUMMARY FINANCIAL PLANi 
(US$ Or's) 

Project Component Total 
I. Program Costs 

A. SEP Technical Unit 
1) Coordination Staff 310 
2) Technical Studies/Assistance 400 

Sub-total 710 

B. Institutional Contractor 
1) Contractor Support Costs 2153 
2) Technical Studies Assistance 1903 
3) Training/Information Dissemination 1000 
4) Other Direct Costs 144 

Sub Total 5200 

C. Direct A.I.D. Implementation 200 

Total Program Costs 6110 

II. Administration Costs 
Project Coordinator 600 
Evaluation 100 
Audit and Financial Reviews 150 

Total Administration Costs 850 

III.Contingency and Inflation 190 

TOTAL PROJECT 7150 



II. BACKGROUND
 

A. Background Overview of E'onomic Policy and Country Setting
 

Peru is currently at a critical economic, social and political
 
Juncture. On the economic side, the country is making initial attempts to get
 
out from under the crushing effects of a hyperinflationary depression that has
 
been raging since the second half of 1988, and to restore minimally acceptable
 
standards of living to the majorities after nearly three decades of poor
 
economic performance. The country is experiencing a rapid widening of the gap
 
between rich and poor with concomitant and increasingly strident social
 
unrest. On the political front, the newly elected administration is trying to
 
restore ecc-;omic order through a politically unpopular economic adjustment
 
program, and is continuing efforts to restore civil order in areas infested
 
with narcoterrorists and the fighting of two bloody insurgency movements.
 

From the beginning of 1990 to the end of the outgoing
 
administration's term in July, 1990, accumulated inflation had reached 
over
 
800%, while production stagnated. Macroeconomic mismanagement by the previous
 
administration is largely responsible for the crisis. The GOP's economic
 
policy stance during the 1988-90 period can be fairly characterized as
 
directionless -- comprised of a series of individual adjustment measures
 
applied inconsistently and without regard for the integration of a
 
comprehensive strategy. These policies were designed primarily to contain the
 
widespread damage inflicted on the economy by the hyperinflationary surge of
 
the second half of 1988.
 

The results of past policies have been disastrous. Peru's foreign
 
exchange reserves were nearly depleted, with the proliferation of severe price
 
distortions and credit shortages permeating the economy. These and other
 
factors served to obstruct market mechanisms and the normal functioning of the
 
economy, and exacerbate the root causes of social and political unrest and
 
upheaval.
 

Within this economic and social context is the growing illegal
 
narcotics industry with its deleterious effects on the country's legal fiber.
 
Inefficient economic policies penalize the formation and operation of
 
legitimate business enterprise in Peru; and increase the lelative
 
profitability of illegal coca production. These undesirable effects 
 are
 
compounded by the near absence of government authority in the coca producing
 
zones, thereby worsening political instability in these areas.
 

The economic force of the illicit narcotics industry is witnessed by
 
the generation of some $600 - $800 million in foreign exchange flows per year, 
and the employment of approximately 80,000 workers in the Upper Huallaga 
Valley. Many more are indirectly dependent on the industry. Much of this 
foreign exchange enters the country by means of money laundering schemes via
 
the banking system, or by informal and illegal channels through the
 
"underground" economy.
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The growing social discontent in Peru has provided a fertile ground
 
for recruitment into terrorist groups. The outgrowth of terrorism, and the
 
concomitant diminishing respect for Peru's legal system, have made it easier
 
for narcotraffickers to move in and expand their activities. As such, the
 
prolonged economic recession continues to foster both terrorism and growth of
 
the narcotics trade. Other disruptions to the economy, in addition to those
 
caused by inadequate economic policies, are attributable to the narcotics
 
industry. For example, the inflow of foreign exchange outside banking system
 
channels has robbed the monetary authorities of needed control over monetary
 
aggregates. These inflows have pushed the exchange rate below Its parity
 
level, thereby eroding export competitiveness. Narcotics activity also
 
debilitates the Peruvian fiscal system in several ways. First and most
 
obvious is that illegal, drug-related income does not provide the government
 
with tax revenues. Counternarcotics activities also exacerbate the budgetary
 
deficit through increasingly greater expenditures needed to maintain even
 
minimum standards of enforcement. In addition, generalized government
 
subsidies on certain inputs (e.g. fertilizers, kerosene) for agricultural and
 
household uses, uninteitionally serve to stimulate narcotics activity, given
 
that these chemicals are used in the processing of coca leaf.
 

As an initial step, the new GOP announced and has begun to implement
 
a tough economic stabilization program that relies on a drastic reduction of
 
the fiscal deficit, the elimination of a broad range of subsidies on key goods
 
and services, the unification of the exchange rate and its determination on
 
the basis of market forces. The inherent risk of this strong economic package
 
is that it could provoke a social outcry from marginal income and
 
disenfranchised populations. To prevent thio outcome, the GOP is implementing
 
a social emergency program designed to cushion the negative impact of the
 
adjustment program and, if necessary, provide continued social support beyond
 
the timeframe of economic transition. A second stage of the GOP program
 
consists of implementing a broad range of structural adjustments designed to
 
put the economy on the path to economic recovery.
 

Against this backdrop, the proposed Policy Analysis, Planning, and
 
Implementation project (PAPI) will play a key role in the mission's overall 
strategy to assist the GOP to: stabilize the economy -- a necessary condition 
for implementation of the USG's counternarcotics economic strategy in Peru -­
with first priority being reactivation of the productive, private sector; lay 
the groundwork for longer-term growth and an improvement in living standards; 
provide assistance that is a fundamental component of the Mission's 
counternarcotics program; and assist in GOP efforts to coordinate donor 
assistance, especially in relation to the counternarcotics struggle.
 

B. Constraints/Problem
 

The project's primary objectives are to help alleviate and resolve
 
constraints to developing an effective economic policy dialogue, and to
 
establish a stronger, more effective process of economic policy
 
decision-making within the GOP. Several GOP institutions and entities are
 
involved to varying degrees in the analysis, formtlation and implementation of
 
macroeconomic policies. These include: the office of the Presidency; the
 
Ministry of Economics and Finance (MEF), the Central Reserve Bank (BCR), the
 
National Planning Institute (INP), and the Inter-ministerial Committee for
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Economic and Financial Affairs (CIAEF). For sectoral economic policy

development, some or all of the 
 above institutions and corresponding
 
government Ministries may have a role in the policy formulation process.
 

In practice, the economic policy dialogue and decision-making
 
process in Peru has tended to be carried out in a vacuum, with most 
of the
 
policy analysis and formulation responsibilities remaining the exclusive
 
domain of a few economic advisors to the President of the Republic and other
 
cabinet members. While this approach may be desirable for a very limited
 
number of sensitive policies, a healthier and sounder process for the
 
development of an economic policy strategy 
would require that differing
 
opinions and policy options be fully 
considered by representatives of the
 
groups more likely to be affected by policies under consideration. In line
 
with this process, a consensus of opinion would be reached, providing a broad
 
basis for the sustainability of adopted policies over the longer-term.
 

The primary constraints to the development of a stronger and more
 
effective policy dialogue and sound policy decision-making process in Peru,
 
include: 1) a lack of sound technical knowledge 
and information needed to
 
analyze and guide the formulation of policy, as well as the means of providing

dissemination of information and independent forums 
for policy discussion and
 
review; 2) an absence of skilled policy analysis professionals both within the
 
government 
and private sector research entities; and 3) a cumbersome and
 
inefficient ministerial organizational/management structure, which does not
 
have the capacity or flexibility needed to respond to the policy development
 
challenge which Peru now faces.
 

Given the current economic crisis in Peru, accomplishing the goal of
 
economic stabilization and building a foundation for renewed 
growth will
 
require strong economic policy development capabilities which are not
 
available to government Ministries. GOP policy-makers must have access to
 
analytical, design and implementation resources needed to formulate and put in
 
place coherent economic policies. At the same time, policy information must
 
be disseminated swiftly to government, private sector 
 and legislative
 
officials and representatives, to allow for better 
 understanding and
 
modification and/or change according to current circumstances and the need for
 
longer-term, sustainable economic impact.
 

Economic sectoral policy development also depends on the
 
Institutional capabilities of each Ministry. 
 One of the most pervasive
 
problems in the Peruvian public sector is the fragmentation of policy analysis

and planning functions. In general, each government agency formulates and
 
applies policies and 
regulations relevant to its own area of responsibility.
 
Hence, there is a lack of broad guidance and coordination from MEF/INP in the
 
design and implementation of macroeconomic and sectoral policies.
 

There also exists a shortage of well trained and experienced

technical and administrative personnel within the public sector. This is the
 
result of low salaries, limited opportunities for advancement, job

dissatisfaction, political interference and overall instability within 
the
 
public sector. The only notable exception is the BCR, which in the last two
 
decades has been able to develop and maintain a capacity to train and retain a
 
staff of highly qualified professional economists. Together, these shortages
 



constitute a major constraint to effective economic policy design and
 
implementation.
 

Current policy reforms must address a number of complex issues and
 
policy trade-offs, each requiring specialIzed economic and technical expertise
 
needed to provide the basis on which informed policy decisions can be made.
 
Some of the major trade-offs which must be evaluated before a comprehensive
 
policy package and strategy can be formulated includea weighing the impact of
 
deflationary policies against economic reactivation needs1 choosing between
 
divestiture and reorganization of public enterprises; blending resource
 
allocation with fiscal revenue needsl and weighing the need to reduce consumer
 
subsidies against the need to assist the poorest segment of the population.
 
Given these difficult policy trade-offs, and the need for in-depth yet rapid
 
policy analysis and a healthy policy dialogue, the project will assist in
 
strengthening the process for arriving at final decisions.
 

C. Project Rationale and Strategy
 

The Fujimori administration's economic package included tax
 
increases, government spending cuts, the elimination of subsidies and the
 
partial opening up of the economy through reduced import tariffs and trade
 
liberalization. A social compensation program was also adopted to provide
 
direct assistance to the poorest segment of the population during the
 
difficult economic transition period and beyond.
 

This new policy framework will help determine the course of the
 
Peruvian economy over the near term. Actual performance, however, will depend
 
in large part on the implementation of new and complementary policies needed
 
to reactivate the economy on a sustained basis. This task can be supported
 
through the provision of short-term, technically specialized expertise, needed
 
for timely and sound economic analysis and the formulation of economic
 
policies. Of equal importance are technical studies and accompanying
 
technical assistance, and in-country and offshore training activities, which
 
need to be planned and implemented to support and strengthen the GOP's policy
 
making process.
 

The PAPI project will respond to the economic policy needs of the
 
new government through the provision of technical assistance in the form of
 
technical studies/analyses, and training and policy information dissemination
 
activities. To acc-mplish project objectives, USAID/Peru will enter into a
 
long-term contract with a private firm (i.e. "institutional contractor"). The
 
institutional contractor in turn will be responsible for responding to
 
requests for assistance by planning and organizing project activities,
 
contracting specialized technical and training personnel, and administering
 
project resources. The institutional contractor's in-country team will be
 
comprised of a senior economist, a project technical expert and a
 
training/technical specialist, supported by an administrative office. The
 
firm will have the central role of interacting with and responding to GOP
 
implementing agencies, the private sector and the USAID mission in carrying
 
out project technical, administrative and implementation responsibilities
 
included under the contract.
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It is anticipated the institutional contractor will not be in place
 
and fully operational until approximately June, 1991. AID contracting
 
procedures for full and open competition call for a period of five to eight
 
months to allow for the selection and contracting of the institutional
 
contractor. This period also includes the placement of in-country
 
professional staff and the establishment of an administrative office. (See
 
Procurement Plan, Section V.C.). Given these conditions and the urgency of
 
the project, several project activities will be contracted by the Mission
 
outside of and prior to the contracting of an institutional contractor. These
 
activities will provide the new government with an immediate show of
 
substantive support in terms of economic policy guidance and technical
 
assistance, and constitute a head start on the accomplishment of PAPI project
 
objectives.
 

A PPC Bureau buy-in mechanism (CAER) and other forms of contracting
 
will be utilized to obtain the highest priority technical assistance requested
 
by the new government. In-country training activities supportive of policy
 
development will be carried out with project funds, prior to the start-up of
 
the institutional contractor.
 

The public sector mechanism for identifying needs and approving
 
requests for public sector project assistance will be centered around the
 
Inter-ministerial Committee for Economic and Financial Affairs (CIAEF). The
 
CIAEF is a broadly representative, GUP inter-ninisterial board, which has
 
planning, oversight and coordination responsibilities for economic policy
 
making and implementation.
 

The project will utilize the CIAEF as a board of directors for
 
longer-term project planning and the establishment of project assistance
 
priorities. In particular, CIAEF will be responsible for the approval of
 
annual and quarterly plans and corresponding project decisions. CIAEF will
 
serve to generate requests for public sector assistance and will have final
 
approval on the priority of technical and training assistance carried out
 
under the project. In this way, CIAEF will set the framework for projeLt
 
assistance, as well as establish a check and balance to ensure the
 
participation of many sectors of the economy in the analysis, design and
 
implementation of economic policies assisted by the PAPI project initiatives.
 
In addition to the demand generated by CIAEF, the project will allow for 
direct, high priority, requests from the office of the Secretary of the 
Presidency (SEP). 

The primary GOP counterpart institutions for the implementation of
 
PAPI activities will be CIAEF, the Ministry of Economy and Finance, and the
 
Secretary of the Presidency SEP. The project's lead institution, responsible
 
for receiving, reviewing, prioritizing and assisting in the implementation of
 
requests for technical assistance and training, will be the SEP, with support
 
from a technical unit to be established by the project. The technical unit
 
will play a managing role in assuring the quality standards of all
 
project-related assistance. A SEP representative will be assigned to the
 
project to assist in the review of terms of reference for all authorized
 
assistance. The SEP project representative will serve as the project manager
 
for the GOP with administrative liaison functions with the institutional
 
contractor, the USAID project coordinator and other public sector project
 



- 10 ­

entities and their representatives. Moreover, project support provided by the
 
technical unit will complement the work of project-funded specialists as
 
needed. Support will also be provided by the technical unit for the
 
organization and follow-up of project training and information dissemination
 
activities.
 

For assisting economic policy development within the private sector,
 
the project will allocate 20% of project funding for technical
 
studies/assistance and training. This assistance will be focused on
 
addressing the primary constraints to improved private sector economic policy
 
development in both macro and sectoral areas. The institutional contractor
 
will have the same responsibilities for contracting assistance and
 
administering project funding as described under the public sector delivery
 
mechanism. However, the lead private sector counterpart entity will be the
 
National Confederation of Private Business Institutions (CONFIEP). CONFIEP is
 
the most representative private sector organization in Peru and is capable of
 
providing the required back-stop support needed to effectively implement
 
project activities and disseminate project results. CONFIEP will be
 
responsible for generating and screening project requests for
 
technical/studies and training assistance.
 

It is anticipated that private sector assistance will be given high
 
priority in the area of tax policy analysis for investment attraction and
 
export promotion. Other private sector demand for priority project assistance
 
will include non-traditional agricultural export development, small enterprise
 
development, privatization of public entities and labor relations management.
 

In terms of the Mission's responsibilities for project management,
 
monitoring and reporting, and its relationship with GOP counterpart entities
 
(both public and private sector) and the long-term institutional contractor,
 
the project will fund the position of Project Coordinator to be contracted as
 
a PSC. The Project Coordinator will provide technical and administrative
 
back-stop support for the Mission and ensure that project activities are
 
carried out efficiently and in accordance with AID Handbook criteria. Other
 
support functions include the design of potential follow-on
 
activities/projects in conjunction with USAID direct-hire staff and GOP
 
counterpart personnel. This position will be key to the smooth and effective
 
operation and implementation of project activities, and the overall
 
accomplishment of project objectives.
 

PAPI technical resources and support services will be utilized in
 
activities which complement the USG's Counternarcotics Control Initiative.
 
The project will provide technical assistance/studies for supporting the
 
establishmeit of a donor coordinating unit (DCU). The purpose of the DCU will
 
be to coordinate other donor activity (e.g. IDB, UNDP, and the IBRD) in
 
conjunction with the Fujimori government and USG economic initiatives in the
 
control of narcotics production and trafficking. Assistance to the GOP will
 
be provided in the development of feasibility studies and the provision of
 
other support incentives needed to leverage financing for development
 
activities. In addition to mobilizing other donor support, DCU support will
 
be provided to assist the new GOP in gathering background information and
 
preparing analyses required for the design of new project interventions.
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D. Relationship to USAID/Peru's Development Assistance Strategy
 

The Mission's strategy supports a reorientation of the economy
 
toward the opening of external markets leading to economic growth. In order
 
to achieve this, policies and incentives must be in place to promote
 
confidence in the economy, induce wealth-generating private sector investment,
 
encourage the spread of market forces, and emphasize exports and economically
 
efficient import substitution programs. Other elements of the Mission's
 
strategy for supporting economic reform and counternarcotics initiatives
 
include assistance in forming micro- and small industries, developing human
 
resources and creating self-sustaining employment needed to absorb workers as
 
they re-enter the legitimate labor force.
 

Accomplishing the PAPI policy objectives, combined with the
 
completed objectives of other planned USAID program and project initiatives
 
(including the Economic Stabilization and Recovery Program Assistance, the
 
Social Emergency Fund, the Investment and Export Promotion Project, and the
 
Selva Economic Revitalization Project), will ensure the achievement of
 
development goals for stabilizing the economy and sustaining wealth-generating
 
growth. Over the longer term, the proposed interventions counteract the
 
reasons for and help narrow the gap between the extreme disparities in the
 
distribution of wealth, contribute to bringing about an improved %tandard of
 
living, and strengthen the fiber of Peruvian democratic institutions.
 

E. Relationship to A.T.D. Economic Policy Reform/Narcotlcs Initiative
 

The PAPI Project is a fundamental component of USAID's
 
Counternarcotics Strategy for Peru, which is a part of President Bush's
 
Narcotics Initiative for the Andean Region. The primary objectives of the
 
Mission's overall strategy, which is key to the success of the
 
counternarcotics strategy, are to assist Peru to stabilize the economy,
 
provide the foundation for sustained economic growth with emphasis on the
 
productive private sector, and help create employment opportunities for
 
re-entry of workers into the legal workforce. In this context, the PAPI
 
project will promote economic stabilization and the adoption of sound economic
 
policies by providing the GOP with technical assistance, economic policy
 
studies and training resources.
 

The PAPI Project will also serve to coordinate and mobilize other
 
donor support for counternarcotics initiatives. One of the primary functions
 
of the project coordination unit under the PAPI Project will be to assist in
 
developing an awareness of the types of counternarcotics activities which can
 
be effective. These activities will help draw the attention and support of
 
other donors to projects which complement the Peruvian counternarcotics
 
program.
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III. DETAILED PROJECT DESCRIPTIOM
 

A. Project Coal and Purpose
 

The Goal of the project is to improve Peruvian economic policies to
 
facilitate economic stabilization and renew growth. To accomplish the
 
project's goal, the Purpose of the PAPI project is to assist the new COP and
 
the private sector in developing sound economic policies and strengthening the
 
policy dialogue and decision-making process.
 

B. End of Project Status
 

The technical studies/assistance component will contribute to
 
economic stabilization and a reorientation of the economy toward growth in the
 
productive, private sector. This will be accomplished primarily through the
 
development of technical studies and the provision of short-term technical
 
assistance needed to help formulate sound economic policies, as well as
 
strengthen the economic policy dialogue and decision-making process in Peru.
 

As a result of project assistance in this area, it is expected that
 
resources brought to bear by the PAPI project will have a positive impact on
 
alleviating and resolving the major constraints to macro and sectoral economic
 
stabilization and sound economic policy development, and on improving some of
 
the key economic and social development indicators over the four and one half
 
year LOP.
 

At the Goal level of the project, the specific macroeconomic
 
conditions that are likely to exist at the end of the Project, attributable in
 
part to the technical studies/assistance and training and information
 
dissemination components, include the following:
 

1. Improved Economic and Fiscal Performance
 

Elimination of hyperinflation and a reversal in the decline of
 
real GDP (i.e. stopping the decline in GDP, with small growth increases in GDP
 
taking place from 1992 forward). Control of the fiscal deficit, held to
 
approximately 2 to 3 percent of GDP. Balance of payments improvement through
 
increases in non-traditional exports, with increased capital inflows needed to
 
finance imports and open the economy to trade and investment opportunities. A
 
non-traditional export growth rate of at least 5 to 8 percent p.a. beginning
 
in 1992. The price of foreign. exchange remains stable and determined by
 
market forces.
 

Growth in employment, and improved per capital real earnings.
 
Once inflation is stabilized, real earnings should increase by approximately 2
 
to 3 percent p.a., expected to occur from 1992 forward.
 

2. Improved Social Development Indicators
 

Reduction of infant mortality and malnutrition rates. By the
 
PACD, it is possible to decrease by 30 percent and 25 percent, respectively,
 
the rates of mortality and malnutrition, as a result of increased incomes and
 
the impact of improved social policies and growth factors taking hold within
 
the economy.
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At the project's Purpose ievel, the technical studies/analyses
 
and 	training and information dissemination activities will serve to improve
 
the 	analytical capacity of GOP and private sector organizations that have an
 
impact on the formulation and implementation of economic stabilization
 
policies. As a result of the PAPI project, Peruvian economic policy makers
 
will have a greater capacity to develop policies for bringing about economic
 
stabilization and returning to positive GDP growth by the end of the Project.
 

There are four economic groups that will benefit from the
 
Project training and information dissemination. Participants will be the
 
mid-level policy analysts and decision-makers in the Ministry of Economy and
 
Finance (MEF); selected technical staff of the Banco Central de Reserva (BCR);
 
and other GOP entities that require a better trained staff and can play a role
 
in the design and implementation of sound economic policies.
 

The second group of beneficiaries include members of the private
 
sector confederation, CONFIEP, which represents 15,000 firms and 63 chambers
 
of commerce throughout the country.
 

The third group, considered an indirect beneficiary of the
 
training opportunities to be offered under the project, will be the
 
representatives of key labor organizations. By including labor sector
 
representatives in training and the diffusion of project technical
 
information, it is expected that a coalition can be built between private
 
sector groups and labor so as to better achieve the objectives of sound
 
economic policy development and renewed growth.
 

Lastly, a fourth beneficiary group of the training component
 
will be the Peruvian Parliament and other legislative representatives. If
 
policies which guide economic growth are to be implemented, the legislative
 
branch must play a significant role in support of these policies. The project
 
aims to address the constraints to effective technical information
 
dissemination which currently restrict the law-making body; thus enhancing the
 
Mission's democratic initiatives and reinforcing the long-term development
 
strategy for Peru.
 

3. 	An improved economic policy analytical capability in selected
 
GOP organizations.
 

Macroeconomic policy planning during the LOP requires analysis
 
of reliable economic data by decision-makers. Alternatives must be assessed
 
based on information that is gathered systematically on the performance of the
 
economy for a given period in time. This ongoing process is the
 
responsibility of the mid-level analysts from the MEF, BCR, and to a lesser
 
extent, the INP. This target group will be the primary recipient of project
 
short-term training. Seminars, conferences, short-term courses and third
 
country programs will be the primary modes of training.
 

4. 	Economic policy dialogue between the GOP and the Private Sector
 
In developing sound policy decisions.
 

CONFIEP will design and conduct workshops, seminars and
 
conferences on topics which address the issues of economic recovery and the
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stabilization reforms of the GOP. Participants will include members of the
 
CONFIEP community, particularly business leaders, representatives of labor,
 
the public sector and members of other chamber organizations representing
 
specific sectors of the economy.
 

The site of the seminars, workshops and conferences will be
 
determined on the basis of subject matter and according to the needs and
 
interests of the regions. In order to disseminate information to a regionally
 
diverse audience of private sector leaders, the information generated by the
 
studies and technical assistance component of the project will emphasize the
 
need for conferences to be held at various locations throughout the country.
 

When appropriate, publications, brochures and other materials
 
will be produced by CONFIEP or other private sector entities under the project
 
used to further the policy information dissemination and dialogue effort.
 

5. Information access network for the Peruvian Parliament.
 

The results of project studies and training seminars will be
 
made available to the Parliamentary committees. The purpose is to help
 
strengthen the policy dialogue between the Executive branch, the Legislative
 
branch, tho private sector and the labor sector, so that coherent policies can 
be conceptualized and understood, and that eventually laws will be passed 
which are supportive of the stabilization and economic growth objectives.
 

Whenever practical and desirable, members of Parliamentary
 
commissions will be included in training events so they are better informed on
 
the progress of economic revitalization measures. The project will make
 
available technical information to selected members of commissions as part of
 
the training component. Publications resulting from the seminars and
 
conferences will be available t-) members of Parliament upon request and as
 
appropriate.
 

CONFIEP will maintain a technical information library/data base
 
of project studies. The library will store, and disseminate as appropriate,
 
policy research conducted under the project on the major topics of economic
 
stabilization, social compensation fund issues, trade policies, and other
 
issues related to the stabilization program. This information network can
 
then be accessed by Parliamentary commissions in preparing legislation for
 
economic stabilization and economic revitalization policies;
 

C. Project Activities
 

1. Technical Studies/Assistance
 

The proposed technical assistance to the new GOP and private
 
sector entities will serve to carry out studies and provide follow-up
 
technical assistance leading to the formulation and implementation of policies
 
and programs consistent with sound macroeconomic and sectoral objectives.
 



Technical studies will be funded and carried out in response to
 
Peru's most urgent development problems. The fundamental criteria used to
 
determine the subject matter and scope of the studies are that they address
 
urgent economic policy constraints, and that project studies provide viable
 
and actionable solutions. A limited number of these studies will be funded
 
prior to contracting the long-term Institutional Contractor (IC), due to the
 
urgency of responding to the GOP's needs for policy studies and the length of
 
time required to contract the IC. Technical studies will be heavily utilized
 
during the initial two years of the project. The technical studies/assistance
 
component will support the Mission's macroeconomic and sectoral policy
 
dialogue with the new GOP. In addition, policy dialogue with the new GOP will
 
include the review of policies put forth by private sector entities engaged in
 
policy research and analysis.
 

The following is an illustrative list of some of the most
 
important policy reform topics that the Project should address during the next
 
4 years:
 

- Stabilization program. This will support a continuation of a
 
process which began in mid-1990. Monitoring the impact on the poorest 
population and help for an efficient targeting and distribution of food aid 
will be of paramount importance. 

- Pricing policies. The main topics include the establishment 
of efficient market-determined management of the principal prices in the 
economy such as foreign exchange, interest rates, wages, and goods and 
services administered by the State. 

- Fiscal reform. Primary areas include the control and 
reduction of the fiscal deficit, comprehensive tax reform, realistic pricing 
policies for goods and services administered by the state, reorientation of 
public investment, public sector deficit financing. 

- Monetary policy. A key objective in this area is the
 
establishment of a monetary regime conducive to non-inflationary economic
 
growth. This would involve review and reforms in banking policies, and the
 
rationalization of financial sector regulation.
 

- Trade policy. Emphasis will be given to trade liberalization 
issues, the promotion of non-traditional export industries, the reduction and 
eventual elimination of protective tariffs, and coordination between trade 
policies and other relevant policy instruments such as exchange rates, 
monetary policy, and fiscal policy.
 

- Institutional reform. This area covers a wide range of
 
topics, such as streamlining the role of the state and government regulation,
 
strengthening the policy analysis capability within public sector agencies,
 
restructuring the public sector, improving the management of public
 
enterprises, divestiture, development of selection criteria for public sector
 
investment projects, export promotion activities, customs and port facilities,
 
education and training programs, research and extension programs, public
 
health and social security, urban development and housing strategies.
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- External Cooperation. Work in this area will include studies 
and strategies for securing multinational donor assistance, debt renegotiation 
and improved access to world markets. 

At the sectoral level, the PAPI Project is also expected 
to
 
provide technical support. Following is an example of the policy areas in the
 
agricultural sector which 
are of interest to the project: Agricultural
 
pricing and marketing policies; agricultural credit; land tenure;
 
infrastructure; and technical assistance to producers. 
 Of special interest
 
are coca related studies such as the environmental impact of coca growing and
 
processing, agricultural marketing systems in the productive and nearby
 
regions, and the extent and impact of illegal coca cultivation in other areas.
 

2. Training and Information Dissemination
 

The training and information dissemination component consists of
 
in-country, short-term training and 
a limited amount of participant training.
 
The proposed training will be directed toward the following project

beneficiaries: GOP Ministerial management and other 
GOP policy officials;
 
private sector representatives; leaders from the 
 labor sector; and
 
Parliamentary legislative staffs directly involved in the 
 preparation,
 
analysis and/or implementation of stabilization and economic revitalization
 
policies and programs.
 

The project's training and Information dissemination component
 
will seek to achieve three objectives over the four and one half year LOP.
 
First, this component will address the immediate need for trained policy
 
analysts, decision-makers and other key personnel in mid-level management and
 
top levels of the GOP. Second, the project will increase the technical
 
capacity of principal GOP and private sector entities which play a role in the
 
formulation and implementation of policy reforms in support of economic
 
stabilization and growth strategies. Third, project training and information
 
dissemination will help develop the capabilities of a wide range of public and
 
private sector policy entities that carry out public policy analysis and
 
participate in the implementation of projects.
 

(a) In-country Short-Term Training
 

In-country training will be conducted through the presentation

of seminars/workshops 
and conferences, as well as the dissemination of
 
research results to principal decision-makers and representatives of both the
 
public and private sectors.
 

Short-term training will be conducted by faculty from existing
 
post-graduate institutions, complemented in certain cases 
by outside and other
 
Peruvian experts. Public sector participants will be selected by the GOP
 
entities participating in the project according to the criteria 
described in
 
(b) below. Those participants eligible to attend the seminars and workshops
 
will continue to receive salaries during their attendance at training courses.
 

The estimated time of in-country seminars will range from one
 
day to a maximum of four weeks. Subjects will be developed based on those
 
project activities described in Section III., C.1, as 
well as others which are
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essential to achieving the training objecEives of strengthening the policy
 
dialogue/decision-making procebi, and bringing about economic stabili~ation
 
and growth. Seminars or workshops will correspond to the specific training
 
needs identified during the course of the project by the GOP Project Manager.
 

In instances where outside experts have conducted research,
 
the dissemination of results will be done through conferences or publications
 
and by follow-on technical assistance from the external experts themselves.
 
All conferences for the public sector will be organized by the GOP
 
Implementation Manager, and by CONFIEP for the private sector community, with
 
the close involvement in both cases by the Institutional Contractor's
 
personnel.
 

The institutional contractor (IC) also has the responsibility
 
for coordinating training events with the most appropriate local educational
 
facility. Final design of the workshops will be made with guidance provided
 
by the IC's Training Advisor. During the seminar or conference, project funds
 
will cover the cost of didactic material, classroom rental space, fees,
 
publications, and supplies.
 

(b) Selection Criteria
 

(1) Public Sector. Participants eligible for selection must
 
have direct responsibility for the analysis, implementation or legislation of
 
policies related to economic stabilization and growth. The sponsoring agency
 
must agree to cover the cost of salaries and maintenance while the
 
participants attend the training event. Final selection will be determined by
 
the CIAEF through its representative, and in conjunction with the advice of
 
the IC's Training Advisor, who will determine the maximum number of attendees
 
for each training event.
 

(2) Private Sector. Selection of CONFIEP members and labor
 
leaders at short-term courses will be determined by the CONFIEP Project
 
Manager, in consultation with the IC's Training Advisor. Most training events
 
programmed for private sector groups will be for one day seminars or short
 
conferences.
 

(c) Contract Training Activities
 

(1) Short-Term. A limited number of GOP participants will be
 
offered short-term participant training in the U.S. or a Third Country when
 
training is not available in the U.S. The training will consist of short
 
seminars, conferences and/or special events to be planned in conjunction with
 
the IC's Training Advisor. The PIO/P process will be used to ensure that all
 
A.I.D. Handbook 10 requirements are met. The IC's Training Advisor will be
 
responsible for preparing all documentation and forwarding the document to
 
USAID/Peru's Training and Social Development Office. The IC's home office
 
will be required to make all placement arrangements and provide follow-up
 
assistance as needed to ensure the successful completion of the training
 
course by the project participant. Departure orientations will be handled by
 
the Training Advisor in consultation with the Mission TSD Office.
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(2) Long-Term. It is estimated that five- long-term
 
participant training scholarships will be made available under the PAPI
 
project. The IC will be required to prove that a competitive cost, high
 
quality program has been designed for participants selected for master's level
 
education.
 

For both short- and long-term training opportunities, the COP
 
sponsoring agency must ensure that the participant will be reinstated in the
 
same position, or at a higher level, after the offshore training is
 
completed. Moreover, the GOP entity must require that upon completion of the
 
technical training, the participant agrees to continue in his/her position for
 
a period of at least twice that of the training period, or a minimum of one
 
year, whichever is longer. As a counterpart contribution to the project, the
 
sponsoring agency will be required to cover the cost of salary.
 

The participant training covered by this project is considered
 
the sole responsibility of the IC. The final training plan will be submitted
 
to the Mission TSD Office by the IC's Training Advisor, in compliance with
 
Mission Order 500-8 Section IV (B).
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(d) Illustrative Project Training Budget
 

ILLUSTRATIVE PROJECT TRAINING BUDGET
 

IN DOLLARS US$ 

ACTIVITIES YEAR 1 YEAR 2 YEAR 3 YEAR 4 TOTAL 

I. In-country Training Events 9 12 8 6 35 
A. Seminars No. Days 135 180 120 90 525 

Number of Participant Days 225 300 200 150 875 

a. Instructor Fees $100/dy 13500 18000 12000 9000 52500 
b. Didactic Materials $45x30/eac 12150 16200 10800 8100 47250 
c. Site Facilities $80/dyx525 10800 14400 9600 7200 42000 
d. Refreshments *5/part day 1125 1500 1000 750 4375 
e. Instructor External *260/dy 8775 11700 7800 5850 34125 
f. Danger Pay 15% 1316 1755 1170 878 5119 
g. DBA .399 (sal + DP) 4026 5369 3579 2684 15658 
h. Travel RT$1300 ea 7800 7800 5200 5200 26000 
i. Per Diem $102/dy 5100 5100 2550 2550 15300 
j. Other Direct Costs 

1. Local Transport 1000 1000 1000 1000 4000 
2. Communications 300 400 400 300 1400 
3. Rental Equipment 600 600 600 600 2400 
4. Visas, Taxes, Phone, Fax 550 550 550 550 2200 

k. Contingency 3500 3500 3500 3500 14000 

Sub-Total 70542 87874 59749 48162 266327 

266327 

B. CONFIEP Training and Dissemination 
Number of Conference Days 40 40 36 20 136 
Number of Participants 1200 1200 960 960 4320 

a. Instructor Fees $100/ea 8000 8000 7200 4000 27200 
b. Materials 6000 6000 4800 4800 21600 
c. Site Facilities $100/conf 3600 3600 2400 1200 10800 
d. Refreshments 3000 3000 2400 2400 10800 
e. Travel $I300RT 5200 7800 5200 3900 22100 
f. Per Diem 102 1020 1632 1632 1020 5304 
g. Publications 6000 6500 7000 6500 26000 
h. Contingency 3000 3500 3500 3500 13500 

Sub-Total 35820 40032 34132 27320 137304 

137304 
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ACTIVITIES YEAR 1 YEAR 2 YEAR 3 YEAR 4 TOTAL 

II. Contract Training 
A. Short Term 

Number of Participants US 
Number of Participants Third Cnty 

10 
12 

12 
14 

4 
10 

4 
8 

30 
44 

a. Tuition/Fees $4000/mo 
b. Tuition/Fees Thrd Cnty $2500/ea 
c. Travel $1300/ea US 
d. Per Diem US 
e. Per Diem TC 
g. Contingency 

40000 
30000 
13000 
18000 
16000 
10800 

48000 
35000 
15600 
21600 
12800 
7800 

16000 
25000 
5200 
7200 

12800 
7800 

16000 
20000 
5200 
7200 
9600 
9800 

120000 
110000 
39000 
54000 
35200 
35400 

B. 

Sub-Total 

Long-Term Training 
No. of Participants 
Length of Training (Yrs.) 

120000 

3 
2 

139000 

2 
2 

69200 

0 
0 

64600 

0 
0 

393600 
393600 

5 
4 

a. 
b. 
c. 
d. 

e. 

Tuition $14,500 
Allowances $15,000/ea. 
Travel $500/ea. 
HAC Insurance 

Materials & Supplies 

87000 
90000 
4500 
3000 

1500 

58000 
60000 
3000 
2000 

1000 

0 
0 
0 
0 

0 

0 
0 
0 
0 

0 

145000 
150000 

7500 
5000 

2500 

Sub-total 186000 124000 0 0 310000 

TOTAL $1000000 
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IV. FINANCIAL PLAN
 

A summary of total project costs by component follows in Table I. The
 
PP provides the estimated total costs for the life-of-project; however, the
 
Mission will be obligating project grant funds on a yearly incremental basis.
 
The project budget presents A.I.D. financed inputs only. It is recommended
 
that approximately $200,000 of either in--kind or local currency GOP
 
counterpart support will be required over the LOP to cover the costs
 
associated with the establishment of the GOP technical secretariat office and
 
a minimum support staff. The programming of these funds will be decided in
 
the first year of the project, when in-kind support levels are determined and
 
local currency needs are better defined.
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TABLE I 

ANNUAL AND TOTAL PROJECT COSTS, BY PROJECT COMPONENT 
------------------------------------------------------­

(US$000) 

Project Component Year 1 Year 2 Year 3 Year 4 Total 

I. Program Costs 
A. SEP Technical Unit 

1) Coordination Staff 85 75 75 75 310 
2).Technical Studies/Assistance 400 - - - 400 

Sub-Total 485 75 75 75 710 

B. Institutional Contractor 
1) Contractor Support Costs 348 568 590 647 2153 
2) Technical Studies Assistance 380 508 508 507 1903 
3) Training/Information Dissemination 100 300 300 300 1000 
4) Other Direct Costs 54 30 30 30 144 

Sub Total 882 1406 1428 1484 5200 

C. Direct A.I.D. Implementation 200 - - - 200 

Total Program Costs 1567 1481 1503 1559 6110 

II. Administration Costs 
Project Coordinator 150 150 150 150 600 
Evaluation - 50 - 50 100 
Audit and Financial Reviews 10 65 10 65 150 

Total Administration Costs 160 265 160 265 850 

III.Contingency and Inflation - 50 100 40 190 

TOTAL PROJECT 1727 1796 1763 1864 7150 

==== 490 



I 
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TABLE I.a
 

INITIAL FUNDING OF FIRST YEAR'S BUDGET
 
(us$ 000)
 

Project Component 	 Year 1
 

Program Costs
 
A. 	 SEP Technical Unit
 

1) Coordination Staff 85
 
2) Technical Studies/Assistance 100
 

Sub-Total 	 185
 

B. 	 Institutional Contractor
 
1) Contractor Support Costs 348
 
2) Technical Studies Assistance 214
 
3) Training/Information Dissemination 100
 
4) Other Direct Costs 	 54
 

Sub-Total 	 716
 

C. Direct A.I.D. Implementation 	 200
 

Total Program Costs 	 1101
 

II. Administration Costs
 
Project Coordinator 75
 
Evaluation
 
Audit and Financial Reviews 10
 

Total Administration Costs 	 85
 

III.Contingency and Inflation
 

TOTAL PROJECT YR.1 FUNDING 	 1186 * 

* Actual Total FY '90 Obligation $1,185,808. 
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A; BUDGET ELEMENTS
 

1. Program Costs
 

Program cost elements 
are separated into phases of activity. In as much
as the Institutional Contractor will not 
be operative until the third quarter of
the first year, alternate means of procuring technical studies and training have
been established. 
Funds have been set aside to provide for the establishment of a
Technical Unit within the 
Secretary of the Presidency (SEP), that will serve as
the project 
liaison with the Office of the Presidency. This input will 
start at
the inception of the project and continue through the LOP; 
 Additionally, funding
has been separated to provide the GOP with immediate access 
to domestic sources of
consultants and technical assistance. 
 These costs may be either dollar or local
currency, depending upon prevailing practices. It has been estimated that
approximately $100,000 of these funds will have been 
committed prior to the
installation of the institutional contractor. The of available
balance funding
for this input 
will be folded into the contracted amount for the Institutional
Contractor, however, these funds will remain 
separate and available for the

original purpose. An additional input of funds has 
been made available for the
pre-institutional contract provision of technical assistance/consultancy/financing

having an off-shore origin. 
 These funds will be managed by A.I.D.
 

The institutional 
contractor will provide all subsequent consultancy,

technical assistance and 
training through internal arrangements. The call for
such services will 
be through the GOP coordinating entity and the Private Sector
 
coordinating entity, and approved by USAID/Peru.
 

2; Administrative Costs
 

Project Administrative Costs are defined those
as 
 related to USAID/Peru

monitoring of progress and coordination with the institutional contractor, the GOP
and Private Sector implementing entities. Included also are 
Evaluation, Audit,
and Financial Reviews. E'raluations are planned at the close of year two and at
the end of year four; The first evaluation will measure progress toward
achievement of project objectives, and will establish changes in budgets 

the 
orsuggest corrective actions, if needed. Financial reviews will be conducted at the
start of the project to assure 
that financial and administrative needs are clearly
defined and procedures established to assure compliance, and, after the firstnon-federal 
 audit to assist in implementing corrective actions, if any.
Non-federal audits will be performed near the end of year two activities. Theresults of this audit will be available for the mid-term evaluationt and, after


the end-of-project evaluation to provide for formal project termination reporting.
 

3. Disbursement Procedures
 

a) Methods of Financing Foreign Exchange Costs
 

Program costs allocated to the 
GOP will be contracted for by A.I.D.

The criteria for the eligibility of these costs will 
be developed and earmarked
through a PIL. The contracting mechanism will be defined by PIO/Ts. 
 The funding
provision for A.I.D. pre-institutional contract services will be clarified by PIL,
 
earmarked and contracted for through PIO/Ts.
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The Institutional Contractor will be financed through the Letter
 
of Credit procedure and charged to the project by advices of charge (AOC).
 
Costs will be -earmarked through PIO/Ts, at the request of the Institutional
 
Contractor, and contracted and paid for by USAID/Peru. Reports of contracting
 
and disbursement will be provided to the Institutional Contractor periodically.
 

Project audits will be contracted through the non-federal audit
 
mechanism established by RIG/A/T. The PIO/T and contract will be executed by
 
USAID/Peru. Payment terms will be specified by RIG/A/T. Financial Reviews
 
will be confirmed and contracted through co-signed PIO/Ts and contracts
 
executed by USAID/Peru.
 

b) Methods of Financing Local Currency Costs
 

The local currency costs of the Institutional Contractor will be
 
financed from dollar funds provided through the Letter of Credit, which will
 
be used to purchase intis through banking procedures. The level of local
 
currency procurement cannot be clearly defined at this time.
 

4. Recurrent Costs and Other Financial Issues
 

Recurrent costs are those incremental expenditures associated with
 
activities that must be made on a regular basis during the Project to achieve
 
objectives. As the project does not contemplate institutional development and
 
has a discrete and identifiable goal/purpose, there are no recurrent costs
 
beyond the life-of-project.
 

5. Financial Reviews and Audits
 

Audits and Financial Reviews will serve as companion efforts in this
 
project. The first intervention will be a Financial Review at the inception
 
of the project to assure full understanding and compatibility of financial and
 
reporting needs of USAID/Pern and the Government of Peru. Project financial
 
and compliance audits required by A.I.D. regulations will be requested from
 
RIG/A/T as per their established procedures concerning non-federal audits.
 
These will be performed at the end of the second year activities and within
 
two months of the project's completion. The second Financial Review will be
 
performed in year three, as a follow-up to the audit recommendations and to
 
assure that compliance is effective.
 

6. Financial Analysis
 

The project does not generate revenue from project activities. The
 
objective is to provide the Government of Peru a medium for the development of
 
studies and training activities that will provide immediate impact upon
 
economic recovery in the short- and medium-term. The terms of reference for
 
contracting with the Institutional Contractor that will provide technical
 
assistance, training and studies, will be developed by the implementing entity
 
and USAID/Peru. Contracting will be done by the A.I.D. Regional Contracting
 
Office through full and open competition. USAID/Peru will contract for
 
GOP/SEP Program Costs and Administrative Costs (i.e. Project Coordinator,
 
Evaluations, Audits, and Financial Reviews) through competitive procurement
 
procedures.
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TABLE II 

PROJECTED OBLIGATIONS AND EXPENDITURES OF PROJECT FUNDS
 
BY FISCAL YEAR (FY)
 

(U.S.$ 000)
 

U.S. FISCAL YEAR 
 FY 90 FY 91 FY 92 FY 93 FY 94 TOTAL
 
(Project Year) (PYl) (PY2) (PY3) (PF4)
 

1. Beginning-of-year Balance 
 - 1185 2287 3627 1864 ­

2. Obligations 1185 2829 3136 ­ - 7150
 

3. Expenditures - (1727) (1796) (1763) (1864) (7150) 

4. End-of-year Balance 1185 2287 3627 1864 - ­
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B. FINANCIAL PLAN AND METHODS OF IMPLEMENTATION
 

1. Financial Plan
 

The total cost of the A.I.D. Financial Inputs for this four and
 
one-half year project is estimated to be US$7,150,000. The project detailed
 
budget presents only A.I.D. Financed Inputs, as local currency costs cannot
 
yet be clearly defined. It is being recommended that approximately US$200,000
 
of in-kind and/or local currency support will be required for in-country
 
costs. The programming of these funds will be decided in the first year of
 
the project.
 

SUMMARY OF TOTAL PROJECT COSTS
 
BY FUNDING SOURCE AND FOREIGN EXCHANGE (FX) AND
 

LOCAL CURRENCY COSTS (L.C.)
 

(IN US$ 000)
 

Funding Source FX % LC % TOTAL %
 

USAID 6840 95 310 5 7150 100
 
In-kind or Local Currency - - 200 100 200 100
 

2. Methods of Implementation
 

The table below outlines the planned methods of implementation and
 
financing for the project. The preferred methods established by A.I.D. policy
 
are appropriate to assure adequate monitoring and control of funds; and to
 
provide methods of implementing consistent with the degree of involvement of
 
USAID/Peru. To ensure and clarify various implementing procedures during the
 
LOP, the Mission will issue Project Implementation Letters (PILs).
 

'­
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METHODS OF IMPLEMENTATION BY TYPE OF ASSISTANCE AND FINANCING METHOD
 

ESTIMATED
 
METHOD OF METHOD OF AMOUNT
 

INPUTS IMPLEMENTATION FINANCING ($000)
 

I. 	Progra' Cocts
 

A. SEP Technical Unit Contracts executed by Direct Payment 710
 
A.I.D. (PIL/PIO/T)
 

B. Institutional Contracts executed by Federal Letter 
 5200
 
Contractor A.I.D. (PIL/PIO/T) of Credit
 

C. Direct A.I.D. Contracts executed by Direct Payment 200
 
Implementation A.I.D. (PIL/PIO/T)
 

II. 	Administrative Costs
 

A. 	Project Coordinator PSC Contract (PIO/T) Direct Payment 600
 
USAID/Peru
 

B. 	Evaluation Contract (PIO/T) Direct Payment 
 100
 

C. 	Audits (NFA) and Contract (PIO/T) Direct Payment 150
 
Financial Reviews
 

III.Contingency and Inflation 
 190
 

TOTAL PROJECT (A.I.D. FUNDING) 
 US$7150
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TABLE III 

INSTITUTIONAL CONTRACTOR 
ILLUSTRATIVE BUDGET 

($ U.S.) 

(FY and Project Yr ) 1991 1992 1993 1994 Total 

I CONTRACT SUPPORT COSTS 

1. SALARIES 
- Economic Policy Advisor 

($295/day) (3% increase) 
- Training Advisor 

($250/day) (3% increase) 

19175 

16250 

79000 

66950 

81371 

68958 

83812 

71027 

263358 

223185 

Total Salaries 35425 145950 150329 154839 486543 

2. FRINGE BENEFITS 6375 23281 27059 27871 87576 

3. INT'L TRAVEL, INCLUDING 2 R+R AND 1 HL 
- Senior Policy Advisor 

(contractor and 3 dependents) 3000 
- Training Advisor (contractor 

and 3 dependents) 3000 

4000 

4000 

6000 

6000 

7000 

7000 

20000 

20000 

Total International Travel 6000 8000 12000 14000 40000 

4. TRANSPORTATION OF EFFECTS 
- Airfreight 

Senior Policy Advisor 
Technical Advisor 

1750 
1750 

---
---

1750 
1750 

1750 
1750 

5250 
5250 

- Seafreight 
Senior Policy Advisor 
Technical Advisor 

9824 
9824 

---

---

---

--
9824 
9824 

19648 
19648 

- Storage 
Senior Policy Advisor 
Technical Advisor 

1200 
1200 

1200 
1200 

1200 
1200 

1200 
1200 

4800 
4800 

- Automobile Shipment 
Senior Policy Advisor 
Technical Advisor 

3600 
3000 

---

---
---

---
3000 
3000 

6000 
6000 

Total Transportation 31548 2400 5900 31548 71396 
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TABLE III 
INSTITUTIONAL CONTRACTOR 

ILLUSTRATIVE BUDGET 
($ U.S.) 

1991 1992 1993 1994 Total 

5. TEMPORARY LODGING AND QUARTERS ALLOWANCE 
- Economic Policy Advisor 21606 
- Training Advisor 21606 

16280 
16280 

16280 
16280 

21606 
21606 

75772 
75772 

Total Temp. Lodging + Quarters 43212 32560 32560 43212 151544 

6. EDUCATION ALLOWANCE 
- Economic Policy Advisor 
- Training Advisor 

21900 
21900 

11900 
11900 

11900 
11900 

11900 
11900 

57600 
57600 

Total Education Allowance 43800 23800 23800 23800 115200 

7. LOCAL HIRE STAFF 
- Training/Technical (5%) 25000 
- Accounting/Administrative (5%)12000 
- Sec/Adm (5%) 6000 

26250 
12600 
6300 

27562 
13230 
6615 

28940 
13891 
6946 

107752 
51721 
25861 

Total Local Hire Staff 43000 45150 47407 49777 185334 

8. INDIRECT COSTS 30000 152160 157356 163251 502767 

9. FEE 108590 131629 133639 138782 512640 

TOTAL SUPPORT COSTS 347950 567920 590050 647080 2153000 

II. TECHNICAL STUDILS/ASSISTANCE 380000 508000 508000 507000 1903000 

III. TRAINING AND INFORMATION 

DISSEMINATION 

100000 300000 300000 300000 1000000 

IV. OTHER DIRECT COSTS 
(In-country office, Supplies, 
Equipment) 

54000 30000 30000 30000 144000 

TOTAL INSTITUTIONAL 
CONTRACT COSTS 

881950 1405920 1428050 1484080 5200000 
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V. IMPLEMENTATION ARRANGEMENTS 

A. Project Management/Implementation Mechanism
 

The overall project organizational structure is shown on chart No. 1.
 
(p.3 3 ). Under the proposed management structure, the project will have two
 
Peruvian Implementing Agencies. A technical unit located in the office of the
 
Secretary of the Presidency, will serve as the Implementing Agency for project
 
technical support to the public sector. The National Confederation of Private
 
Sector Institutions (CONFIEP) will be the Implementing Agency for project
 
technical support to the private sector.
 

An institutional contractor (IC), contracted by A,.I.D. will provide 
the required technical support services. The IC will also be responsible for 
managing project resources; All project disbursements under the contract will 
be made directly from A.I.D. to the IC. 

One Consultative Council will be established to provide longer-term
 
guidance and planning for project activities. The Consultative Council for
 
the public sector will made up of the Deputy Minister of Economics (MEF), the
 
General Manager of the Central Bank, the Secretary of the Presidency, the
 
National Planning Institute (INP), the President of CONFIEP and the A.I.D.
 
Mission Director;
 

1. Public Sector
 

The Inter-ministerial Committee for Economic and Financial
 
Matters (CIAEF), will act as a government umbrella committee to generate and
 
regulate demand for policy studies. CIAEF is chaired by the Prime Minister
 
and its members include the Ministers of all sectors of production in the
 
economy. The main role of this umbrella organization is to analyze/debate
 
macroeconomic and sector policy issues. The conclusions and recommendations
 
of this committee are submitted to the Council of Ministers for their
 
consideration and approval.
 

a. Functions of the Public Sector Implementing Agency
 

The project's Implementing Agency must have a demonstrated
 
capacity, both technical and administrative, to carry out the following
 
functions/responsibilitiesi
 

-Represent the government as the project Implementing
 
Agency. The Implementing Agency must be capable of analyzing the need and
 
priority of policy studies to be carried out under the project. If a request
 
for assistance does not meet the criteria of the project, the Implementing
 
Agency must document the reasons why and provide an explanation to the
 
requesting government entity.
 

-Review and analyze the proposed the terms of reference for
 
technical requests submitted by the participant government institutions.
 

-Identify technical personnel to work as counterpart to the 
IC consultants on each specific study.
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-Review the final draft of the studies prepared by the IC to
 
verify compliance with the terms of reference.
 

-Conduct meetings and seminars for government Ministries to
 
discuss the studies and propose follow-up activities for training and
 
information dissemination.
 

-Coordinate with government agencies and the Institutional
 
Contractor all support required by the public sector participating
 
institutions. This support will be geared to specific studies, other
 
technical issues and training.
 

-Ensure compliance with and implementation of the PAPI
 
project agreement.
 

-Submit periodic reports to A.I.D. and the GOP on project
 

progress.
 

b. Criteria for Selecting the Implementing Agency
 

In line with the above functions, the project Implementing
 
Agency was selected on the basis of the following criteria:
 

-Technical and managerial capability needed to carry out the
 
functions described above.
 

-Ready access to economic data and other analytical resources
 
within government institutions and other entities.
 

-Cooperative linkages with other participating organizations
 
involved in policy analysis.
 

-Efficiency of the organizational structure and quality of
 
the working environment, low turnover of key technical personnel and good
 
labor relations.
 

c. Implementing Agencv
 

Given the above criteria, the SEP, with the key technical
 
participation from representatives of the Central Reserve Bank (BCR), was
 
selected as the most appropriate implementing agency for project assistance to
 
the public sector. The SEP will be responsible for receiving, reviewing,
 
prioritizing and assisting in the implementation of requests for technical
 
studies/assistance and training. The SEP will play a key role in assuring the
 
quality standards of all project-related assistance. As the lead and
 
responsible institution, the SEP will nominate a project manager who will
 
serve as administrative liaison to the institutional contractor, the USAID
 
project coordinator and other public sector project entities and their
 
representatives. Moreover, project support provided by the SEP will
 
complement the work of project-funded specialists as needed. Support will
 
also be provided by the SEP for the organization and follow-up of project
 
training and information dissemination activities.
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The Central Reserve Bank will have a key support function in
 
project implementation. The BCR will select from its staff an officer to
 
carry out the day-to-day implementation activities.
 

The Bank employs over 150 well qualified economists from
 
which it can assign technical personnel to provide counterpart support for
 
project activities. The Central Reserve Bank ecornomists work within one of
 
three divisions of the Bank: International Operations; Credit and
 
Regulations; and the Economic Research Division (ERD). The ERD has a staff of
 
120 economists, with more than 40 holding graduate degrees. Over the years
 
the Bank has maintained a strong scholarship program for its top personnel.
 
The scholarships are for graduate level studies aimed at obtaining a degree,
 
with Bank personnel to date having earned graduate degrees from universities
 
throughout the United States, England and France.
 

The Bank has developed a strong institutional capacity
 
through sound management and organizational policies which enables it to
 
retain qualified professionals. The Bank maintains close working
 
relationships with several government organizations, and in recent years has
 
provided many of these organizations with key technical support. For example,
 
for the past ten years the Bank has had a program of lending the MEF technical
 
support in economic policy analysis and in other technical areas.
 

The Bank also has experience in the implementation of USAID
 
projects. In the Private Sector Policy Planning and Institutional Development
 
Project, the Bank played an important role in accomplishing the training and
 
institutional development objectives of the project.
 

d. Organization
 

The Inter-ministerial Committee for Economic and Financial
 
Affairs (CIAEF), will serve as the government representative for public sector
 
agencies and the use of project technical services.
 

Government agencies that will use the technical services of
 
this project are comprised of the Ministries representing the productive
 
sectors of the economy; the MEF and INP and their role in macroeconomic
 
policy development; the Secretary of the Presidency and the Central Reserve
 
Bank. Other public sector institutions may have access to the project through
 
the Ministries that would normally represent them under CIAEF.
 

As a condition precedent to disbursement under the grant
 
agreement, the SEP, as project Implementing Agency, will provide the Mission
 
with the names of the Technical Unit's representatives responsible for direct
 
implementation of the project. The Minister of Economy and Finance will also
 
provide the name of the Project Liaison Officer for the CIAEF. The
 
Consultative Council to the project will hold an initial organizational
 
meeting within one month following the signing of the project agreement, to
 
allow for the rapid implementation of the project assistance selection process.
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e. Project Coordination of the Technical Studies/Assistance
 
Component
 

The participating government agencies will submit requests
 
for technical studies/assistance to the CIAEF.
 

The request for studies will normally be presented to CIAEF
 
on a quarterly basis. The technical unit within the SEP 
will issue
 
instructions to the participating organizations for all information that must
 
be submitted to the CIAEF for initiating the selection process. CIAEF will
 
determine which requests are acceptable, and forward the requests to the
 
technical unit for screening and proposed prioritization.
 

The technical unit will determine which requests are most
 
appropriate for meeting the objectives of the project. 
 The technical unit (in
 
conjunction with the BCR) will also establish approval guidelines 
to ensure a
 
more consistent decision-making process. CIAEF will 
provide final approval

and the prioritization of 
requests for studies after giving consideration to
 
the opinion of the technical unit.
 

The IC, together with the technical unit, will complete the
 
terms 
of reference for the study submitted through the CIAEF/technical unit
 
process. The IC will identify the appropriate consultants 
for the study and
 
submit corresponding resumes for the, consideration of the technical unit.
 
Final decision on the selection of the most appropriate consultant(s) for
 
performance of the study/training activity will, however, under the terms of
 
the contract, be that of the IC.
 

The IC will carry out the study with counterpart support

provided by the technical unit. This team will also receive support from a
 
Liaison Officer of the organization that requested the study.
 

The IC will be fully responsible for the quality of the study
carried out by the contracted technical expe- -s. However, the final draft of 
the study will be reviewed by the technical i iit so as to verify the study's
compliance with the terms of reference, and to certify the overall quality and 
applicability of the analysis before submitting the final product to the 
requesting organization.
 

f. Project Coordination for the Training Component
 

The project will provide support for the implementation of
 
the following training activitiess 1) Short-term in-country trainingr 2)

Short-term third country and U.S. participant trainingl 3) Long-term
 
participant trainingi and 4) Dissemination of Information.
 

l)Short-Term, In-country Training
 

The short-term, in-country training program will be designed

by the IC in consultation with the technical 
unit. The IC will submit an
 
annual training plan to the technical unit and A.I.D. for approval of the
 
technical merits of 
 the plan. The technical unit will be responsible
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for the selection of participants for the training events and/or coordination
 
of this function with the project participating institutions.
 

2) Short-term Participant Training
 

The technical unit will select candidates for training
 
according to criteria established under the project, and as approved by the IC
 
and the USAID Mission. The IC will make all arrangements to implement the
 
training program once the candidate has been selected by the Implementing
 
Agency.
 

3) Long-term Participant Training
 

The technical unit, together with the BCR, will be
 
responsible for the selection of candidates for long-term participant training
 
at the master's level, for economics programs at U.S. universities The
 
primary GOP entity for providing the names of potential candidates for
 
long-term participant training will be the BCR.
 

4) Dissemination of Information
 

The technical unit, together with the organization
 
that requested the technical study, will prepare a plan for the dissemination
 
of project information. The requesting organization will determine the most
 
appropriate target audience for disseminating the findings and results of the
 
study. The dissemination plan will be submitted to the IC, who will be
 
responsible for making all arrangements for implementation of the plan.
 

2. Private Sector
 

a. Implementiihg Agency
 

CONFIEP, a non-profit, widely representative private sector
 
organization, will be the primary Peruvian implementing agency for the private
 
sector. CONFIEP is also the most technically qualified Peruvian organization
 
for coordinating and assisting in the implementation of private sector policy
 
analysis and information dissemination.
 

CONFIEP represents thirty two, nation-wide trade
 
associations, which are comprised of ninety two private sector organizations.
 
These organizations are in turn made up of approximately 26,000 private
 
business enterprises. Based on CONFIEP data, these enterprises provide
 
employment to 1.5 million Peruvians. (Peru's economically active population
 
is currently 10 million, and of this amount unemployment and severe
 
underemployment represent approximately 75%).
 

The objectives of CONFIEP are directly supportive of the
 
project purpose. CONFIEP's long-term objectives are to:
 

- Promote the accomplishment of national development
 
objectives and economic growth with social progress; and
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- Strengthen the private sector as 
a system based on personal
 
freedom, individual initiative, private investment, and
 
return on investment within a free market economy.
 

CONFIEP has a full time staff of eleven professionals and
 
twenty-one research and administrative support personnel. CONFIEP possesses a
 
full institutional capacity for managing and coordinating policy analysis

studies. In addition, CONFIEP has considerable experience in the
 
dissemination of information derived from policy 
studies within specific
 
economic sectors, as well as for government entities and the general public.
 
Over a period of twenty months, from January 1, 1989 through August 31, 1990,
 
CONFIEP carried out thirty nine economic studies on a wide variety of
 
subjects. At least twenty five of these studies are 
directly related to the
 
types of issues/constraints that will be addressed under the PAPI project.

The following two studies are examples of the kinds of policy studies recently
 
undertaken by CONFIEPs
 

- Economic Stabilization and Gro.th in Peru - An Independent 
viewpoint. 

- Emergency Social Assistance Program.
 

CONFIEP's organizational structure provides an effective
 
network for identifying private sector economic policy issues, as well as
 
managing and/or coordinating the studies and disseminating research findings.
 

CONFIEP's Executive Committee will help generate the demand
 
for policy analysis. The Department of Research and Special Projects (DRSP)
 
makes the arrangements for carrying out studies through its own personnel or
 
other sources of technical support. Other sources include individual
 
consultants, consulting firms, and CONFIEP's 
own Committees for corresponding
 
economic areas or issues. The committee members are professionals in the
 
private 
sector who volunteer their time to CONFIEP for assistance on economic
 
policy and/or their private sector issues as needed.
 

Dissemination of information will require support 
 for
 
carrying out the distribution of project research findings. Between May 1989
 
and August 1990, CONFIEP organized approximately 40 events related to
 
training, conferences and forums. The organization published and distributed
 
27,000 copies of 14 
 studies and reports. In addition, CONFIEP has
 
disseminated information on a large scale through newspapers and journals.
 

CONFIEP together with the Central Reserve Bank, served as the
 
implementing agencies for the 
AID-financed Private Sector and Institutional
 
Development Project. In 1989, grant funding provided by USAID for this
 
project and other donations from international organizations represented
 
approxfmately 74% of CONFIEP revenues. In 1990, CONFIEP estimates that its
 
major sources of funding will be A.I.D. ($540,000) and the Andean Development
 
Corporation ($150,000). Although USAID support for CONFIEP under the
 
Institutional Development project will end on September 30, 1990, CONFIEP is
 
negotiating an extension of 
six months through April 30, 1991, to allow for
 
continued project activities and benefits.
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b. Organization
 

Implementation of project resources to the private sector
 
will involve the participation of the following institutions: CONFIEP, as the
 
Implementing Agency representing the private sector; and the Institutional
 
Contractor (IC) as the provider of technical services.
 

c. Coordination of Studies
 

CONFIEP's general manager will be the Project Implementation
 
Manager for the private sector.
 

CONFIEP's Executive Committee will generate private sector
 
demand for policy studies. Each quarter the committee will prepare an agenda
 
of the needs for policy analyses for the next period. CONFIEP's DRSP will
 
review this agenda with the general manager in coordination with A.I.D., who
 
will prepare detailed terms of reference for the studies. The general manager
 
will submit the terms of reference to the Committee for approval to proceed
 
with the studies.
 

The General Manager (CM) will issue work orders and provide
 
the terms of reference to the InstitutLonal Contractor. The GM will also
 
interact with CONFIEP's staff and committees to better organize and coordinate
 
the participation of CONFIEP's professionals in the studies.
 

The IC's Chief of Party (COP) will prepare the work plan for
 
each study and provide the general manager with both a work plan and the
 
curriculum vitae of the professionals selected. The COP will proceed to
 
implement the work plan after obtaining the general manager's and A.I.D.'s
 
approval.
 

The general manager will approve the studies submitted by the
 
IC after verifying the IC's compliance with the terms of reference.
 

d. Coordination of training
 

Coordination arrangements for the private sector training
 
component will include the following types of training activities:
 

:Dissemination of knowledge gained from the policy analysis
 
studies.
 

Short-term in-country training through seminars and
 
conferences on specific subjects, and participant training in
 
the United States and other countries as appropriate.
 

1) Dissemination of Information
 

CONFIEP will prepare a program for disseminating information
 
derived from each policy analysis study, and in turn will submit the plan to
 
the Institutional Contractor and A.I.D. for consideration. The IC will be
 
responsible for covering the cost of the following items required for the
 
information dissemination activities:
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- Conference room facilities ( including coffee breaks ). 

- Reproduction of documents. 

- Equipment and materials.
 

- Diplomas for participants.
 

2) Other Short-term Training
 

The IC will prepare each year a short-term training plan and 
submit it for the consideration of A.I.D. and CONFIEP's General Manager and 
Executive Committee.
 

The program instructors will be composed of professionals
 
provided directly by the IC and by Peruvian training institutions contracted
 
by the IC.
 

3; 	 Institutional Contractor Implementing Arrangements
 

The IC will be contracted under an A.I.D. cost reimbursement
 
contract, for a period of four years. The IC will provide two long-term
 
consultants for the full period of the contract, a training/technical expert,
 
and an administrative support staff. The IC will be responsible for
 
identifying and assigning short-term consultants on an as requested basis for
 
carrying out specific studies/analyses and training activities..
 

a; 	 Chief of Party COP), Senior Economic Policy Advisor, job
 
descriptions
 

- Provide the consultant team with technical and managerial 
leadership. 

-	 Manage the IC's project office and ensure the effectiveness and 
efficiency of the project's technical support services. 

- Coordinate the IC's technical and management support services 

with both the Implementing Agency and the USAID Mission 

- Maintain coordination with the IC's home office. 

- Design and implement a project monitoring system. 

- Keep the USAID Project Coordinator and Project Officer informed 
of project progress, and make recommendations for strengthening 
the implementation process and for the feasibility of
 
complementary project activities.
 

-	 Submit periodic progress reports to the Mission and the IC's 
home office.
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Review and complete terms of reference for specific project
 
technical assistance and training tasks.
 

Select the short-term consultants and obtain approval of the
 
Implementing Agency for assigning project technical expertise to
 
specific project activities.
 

Help in the design and/or review of the training program.
 

Participate in training events and meetings aimed at
 
disseminating information obtained from the policy analysis
 
studies.
 

Revie: and approve the consultants' work plans.
 

Supervise the implementation of project work plans.
 

b. Deputy Chief of Party. Project Technical Specialist (Local Hire)
 

The second long-term advisor will serve as the Deputy to the COP
 
and will be capable of carrying out most or all of the functions of the COP.
 
The COP will delegate to the Deputy some of the functions indicated above in
 
order to more effectively distribute and carry out the required tasks.
 

Both the COP and Deputy will have Ph.D. degrees in economics, or
 
master's degrees will an equivalent amount of project experience, and be
 
fluent in Spanish. Both will have at least 10 years of experience in
 
macroeconomic policy analysis. In addition, at least one of them (preferably
 
both) will meet the following requirements: 1) five years of management
 
experience as supervisor of technical teams on economic development projects
 
in less developed countries; 2) three years of experience in Latin America;
 
and 3) relevant experience in the design of short-term training programs for
 
economic policy analysis and related issues.
 

c. Home Office Support
 

The IC nust have the corporate capability to provide the
 
requested short-term offshore and Peruvian national consultants in a timely
 
way. The firm must also provide the in-country project office with the
 
support required for designing and implementing all project participant and
 
in-country training programs.
 

d. In-country Project Office
 

In addition to the consultants, the project office will have the
 
following local personnel:
 

- One offshore, Coordinator/Technical Expert, for the in-country
 
training program.
 

- A Project Accountant
 

- An Administrative Assistant/Secretary
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4; USAID Implementing Arrangements
 

The Mission will hire a Project Coordinator through a personal

services contract to carry out the day-to-day project monitoring, coordinating

and reporting of project results; The Coordinator will report to the
 
Mission's Program Economics Officer who will 
serve as the USAID project
 
officeri
 

The USAID Mission will have minimal, if any, administrative burden
 
for the project given the IC and Project Coordinator's role in project
 
management.
 

B, Implementation Schedule
 

DATE 	 TASK 
 RESPONSIBILITY
 

September 28, 
'90 o Sign PAPI Project Agreement A.I.D./GOP
 

October 30, '90 
 o Initial CPs met by SEP/CONFIEP SEP/CONFIEP
 
(Project Liaisons from SEP and CONFIEP)
 

November 15, '90 o 	Short-term TA from CAER 
 A;I.D./CAER
 

November 20, '90 o Project Coordinator position and
 
Institutional Contractor RFPs,
 
advertised/issued A.I.D./AID/W
 

December 10, '90 o 	Organizational structure established
 
for project requests through CIAEF
 
and the SEP, and CONFIEP in the
 
private sector. 
 CIAEF, CONFIEP,
 

A.I.D.
 

December 15, '90 o 	Pro-Ag CPs fully met 
 SEP, CONFIEP,
 

January 19, '91 o Selection Committee for
 
Project Coordinator position,
 
interviews if required A.I.D.
 

February 2, '91 o 	Selection Committee for
 

the Institutional Contractor
 
reviews short-list/interviews
 

A.I.D.
 

March 1, '91 o 	Contracting of Project Coordinator 

A.I.D.
 

March 30, '91 o 	Project Coordinator in-country
 

A.I.D.
 

May 3, '91 o 	Institutional Contractor contracted
 

A.I.D.
 



- 34 -

DATE TASK RESPONSIBILITY
 

June 3, '91 o Institutional Contractor in-country,
 
office operational A.I.D./IC
 

June 30, '91 o First meeting of Project Consultative
 
Council A.I.D./GOP
 

BCR & CONFIEP
 

July 30, 91 o Initial tranche of technical assistance
 
and follow-on, in-country and participant
 
training. IC, SEP,
 

CONFIEP
 

August 1, '91 o Participant trainees selected and
 
scholarship process underway. IC, BCR,
 

CONFIEP
 

August 30, '91 o Prepare quarterly request information
 
for 1st quarter '92. Proj. Coord
 

SEP, CONFIEP
 

September 30, '91 o Financial Review A.I.D. Contract
 

February 1, '92 o Technical assistance, studies
 
and training IC/CIAEF, SEP,
 

and CONFIEP
 

January 3, '92 o Prepare annual plan and approve Ist
 
quarter project requests CIAEF/SEP,
 

CONFIEP, A.I.D.
 

November 1, '92 o Project Evaluation/Audit A.I.D. contract
 

January 5, '93 o Prepare annual plan and approve 1st
 
quarter project requests CIAEF/SEP
 

CONFIEP
 
February 1, '93 o Technical assistance, studies
 

and training IC/CIAEF, SEP
 
CONFIEP.
 

September 30, '93 o Financial Review A.I.D. contract
 

January 15, '95 o Final Project Evaluation/Audit A.I.D.
 

March 30, '95 o PACD
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C. Procurement Plan
 

The primary procurement under the PAPI project will be the services
 
of a long-term Institutional Contractor (IC), to be procured by the USAID
 
Mission through full and open competition. A private firm will be responsible
 
for the performance of this contract. The firm will carry out the contracting
 
and administration of project technical assistance and services and the
 
procurement of a limited amount equipment and materials.
 

Given the amount of time required for full and open competition, and
 
the urgent need for project resources and economic policy action in Peru, the
 
project contemplates the use of approximately $300,000 in project funds to
 
carry out a series of project activities for the procurement of technical
 
services and 	training, prior to the contracting of the IC. It is anticipated
 
that several 	Peruvian and offshore (i.e. U.S. and third country national)
 
economists will be contracted initially by the Mission under a buy-in
 
arrangement, or procured locally through the office of the Secretary of the
 
Presidency. 	 The technical experts will carry out studies and provide
 
assistance to key GOP policy development entities, staff and officials, who
 
either presently or in the near future will be responsible for developing and
 
setting economic policy. Project resources will be used for high priority
 
assistance needs for the purpose of responding quickly to requests for policy
 
assistance from the new government, and before the long-term, project-funded
 
institutional 	contractor is in place.
 

Procurement of the services of a Project Coordinator, contracted by
 
the Mission under a PSC, will be financed with PAPI project resources. It is
 
expected the Project Coordinator position will not be filled before a period
 
of approximately six months, required to allow for the full competitive
 
process to take place. This position is required for the provision of
 
management and administrative support to counterpart entities and the USAID
 
mission, as well as specific assistance for the project's beneficiary
 
population.
 

Other project procurements made over the life-of-project will be for
 
services to carry out a mid-term and final project evaluation, as well as for
 
A.I.D annual audits and project financial reviews as required.
 

The following Procurement Plan provides the timing of key actions
 
required for procuring the services of an institutional contractor and for
 
contracting the Project Coordinator under a PSC:
 

DATE ACTION
 

10/15/90 	 Completion of the preparation of the PIO/T for the services of a
 
long-term Institutional Contractor, including the criteria
 
against which the technical proposal will be evaluated.
 

10/15/90 	 Completion of the preparation of the PIO/T for the services of a
 
Project Coordinator, to be contracted as an A.I.D. PSC.
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DATE ACTION
 

10/20/90 	 RCO/EXO signs RFP for the Institutional Contractor which is sent
 
to the AID/W Office of Small and Disadvantaged Business
 
Utilization (OSDBU) for review prior to publication in the
 
Commerce Business Daily.
 

10/25/90 	 RCO/EXO sends out notice for publication in the CBD for the
 
position of Project Coordinator.
 

11/20/90 	 RCO/EXO sends RFP to all interested parties and other sources
 
suggested by the technical offices of USAID/Peru.
 

1/10/91 	 EXO and the Project Review Committee receives all bids/proposals
 
for selection of the lowest bid which meets all technical
 
requirements.
 

1/20/91 	 Selection committee for Project Coordinator PSC position reviews
 
short list of candidates. Interviews held if necessary.
 

2/1/91 	 Selection committee for the Institutional Contractor reviews
 
short list of firms and proceeds to best and final offers.
 

2/25/91 	 Interviews held with COPs of firms reaching best and final offer
 
stage.
 

3/1/91 	 Selection of Project Coordinator and contracting.
 

4/1/91 	 Project Coordinator on-the-job.
 

5/1/91 	 Institutional Contractor selected and contracted.
 

6/1/91 	 In-country IC team in place with locally hired staff, and
 
in-country administrative office operational.
 

It is anticipated that limited amounts of materials and equipment may
 
be required for project training sessions and for the development of technical
 
studies. A small amount of project funding will be set aside under the
 
institutional contract, and for the technical unit within the SEP, to allow
 
the firm to meet any unforeseen small procurement requirements in a timely way.
 

D. Nepotiating Status
 

Prior to the first disbursement under the Project Grant Agreement, or
 
to the issuance by A.I.D. of documentation pursuant to which disbursement will
 
be made, the GOP will, except as the Parties may otherwise agree in writing,
 
furnish to A.I.D. in form and substance satisfactory to A.I.D.:
 

Evidence that a full time Project Manager has been
 
appointed by the Secretary of the Presidency (SEP);
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Evidence that 
 the SEP has established a Project

Consultative Council composed 
of one representative from
 
each the CIAEF, Ministry of 
Economy and Finance (MEF), the
 
Secretary of the Presidency, the BCR, INP, CONFIEP and
 
A.I;D., for the purpose of providing guidance on the
 
implementation and direction of the 
overall project, and
 
making recommendations for longer-term strategic planning 
and project modifications as necessary.
 

Private Sector Disbursements
 

Prior to any disbursement under this Grant, 
or to the issuance
 
by A.I.D; of documentation 
pursuant to which disbursement will be made, to

finance project 
activities for the private sector, the National Confederation
 
of Private Sector Institutions (CONFIEP) will except as 
the parties may
 
otherwise agree in writingi
 

-sign a letter of understanding with A.I.D. which 
details the
 
responsibilities and 
operational arrangements 
for the delivery of assistance
 
to the private sector over the life of the project; and
 

-provide evidence in writing to A.I.D. that one individual has
 
been designated as its official project representative.
 

Condition Precedent to Disbursements for Host Country Contracting
 

Prior to any disbursements under the Grant 
for Host Country Contracting of
 
technical assistance or studies/analyses, or to the issuance 
by A.I.D. of

documentation pursuant 
to which disbursement 
will be made for Host Country

Contracting, Peru will, except 
as the Parties may otherwise agree in writing,

submit to A.I.D., in form and substance satisfactory to A.I.D., the followingj
 

-Evidence 
that the SEP has the administrative and financial
 
capabilities required to carry out Host Country Contracting in accordance with
 
the rules and regulations contained in A.I.D. Handbook 11.
 

Condition Precedent to Disbursements for the Donor Coordination
 
Unit (DCU).
 

Prior to any disbursement under this 
Grant or to the issuance by

A.I.;D of documentation pursuant to which disbursement will be made to finance
 
project activities for the Donor Coordination Unit (DCU), the Secretary of the

Presidency will, except 
as the other Parties may agree to in writing, submit
 
to A.I.D; in form and substance satisfactory to A.I;D., the followinga
 

-A Plan of Action which details the functions and responsibilities
 
of the DCU and the location of this unit within the GOP.
 

Condition Precedent to Additional Disbursements
 

Prior to any disbursements beyond the first 
$200,000 disbursed
 
under the Grant, or to the issuance by A.I.D. of documentation pursuant to
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which disbursement will be made, Peru will, except as the Parties may
 
otherwise agree in writing, submit to A.I.D., in form and substance
 
satisfactory to A.I.D., the following:
 

(1) An Annual Plan for the first year of the Project which provides
 
a detailed outline of the GOP's economic priorities during the first calendar
 
year.
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VI. PROJECT ANALYSIS
 

A. Economic Analysis
 

1. Introduction
 

The PAPI project is a policy based assistance activity because
it will provide the GOP with technical assistance in the design,

implementation, and monitoring of 
 economic policies. Donor assistance
 
resources from AID other are
and sources limited. As such, policy based

assistance activities, like those envisaged in the PAPI project, should be

selected only if economic
the returns from them compare favorably with the

economic returns anticipated from more traditional project activities in such
 
areas as 
health, education, transportation, and agriculture. Ultimately,

options for policy based 
assistance activities need to be compared not only

with project based activities but also among 
themselves as competitors for
 
limited assistance resources.
 

Reflecting the observations 
above, AID recently developed a

framework for the rate
estimating economic 
 of return from policy based
assistance activities. The methodology has been applied 
to the PAPI project

for the purpose of estimating the economic rate of return that 
can be expected

from it. In brief, the application of this methodology to the PAPI project

suggests that the PAPI project will provide large 
returns at small costs.
 
From a more quantitative perspective, the economic rate of return can be very
conservatively estimated at 20%. 
 Policy improvements facilitated by the PAPI
 
project could result in an average annual per 
capita GDP growth rate 2.1
 
percentage points higher than would otherwise be 
recorded. The basis for this
 
assessment follows some introductory remarks on the nature of the 
economic

benefits that derive from more efficient economic policies. The AID study

that outlines the methodology is set 
forth in the Economic Analysis Annex.
 

2. The Economic Benefits from Efficient Economic Policies
 

The benefits from improved economic policies stem from utilizing
resources more efficiently. 
 In some cases, the benefits will be directly

recorded as income increases in the national 
income accounts. Suppose, for

example, that the 
same set of final outputs could be produced with 10% fewer
 
intermediate inputs. Alternatively, suppose that a different set 
of final

butputs with 10% higher value 
could be produced with the same set of

intermediate inputs. Since the returns to labor and capital are defined as
the difference between the value of final output 
 minus the cost of
 
intermediate !-iputs, the common thread in both of these examples is 

the returns to labor and capital would be 10% higher. 

two that
 
In other words, income


would be 10% higher and either or 
both labor and those who own capital would

be better off. It is equally important to note that the benefits 
from
 
improved economic policies may not and, 
from a practical point of view, often

do not show up as recorded increases in national income and may be
even 

recorded as decreases in national income. Policies that produce benefits in
the form of more leisure and reduced contamination of the environment provide

examples of economic benefits that may not be 
recorded as increases in income

in the national income accounts. 
 Suppose, for example, that the same set of

final outputs could be produced with a 20% reduction in the average work week
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and an unchanged weekly wage bill. GDP in this example is unchanged because
 
traditional national income accounting methodology does not record a value for
 
increased leisure. Similarly, benefits that take the form of reduced
 
contamination of the environment or enhanced preservation of the resource base
 
for future generations may not show up as recorded income increases in the
 
national accounts. For example, policies that reduce contamination of a
 
stream by imposing a pollution fee could actually reduce national income by
 
raising intermediate input ccsts to the firm. If, however, the reduced
 
contamination lowers intermediate production costs for downstream users, the
 
effect on recorded income might be neutral.
 

The point of all the examples above is this: policies that
 
promote efficiency in resource allocation always produce net benefits but
 
these net benefits are only imperfectly captured in the way in which
 
traditional accounting practices record national income.
 

3. The Economic Return to the PAPI Project
 

With these cautionary remarks on the imperfect linkage between
 
policies that improve efficiency in resource allocation and recorded growth
 
rates, the relevant questions can be ordered as follows: How large is the
 
scope for more efficient policies in Peru? How large might the benefits be
 
and how might they be measured? Given the cost of the PAPI project, how do
 
anticipated benefits compare with costs?
 

a. The Scope for Policy Improvements
 

The AID study contained in the economic analysis Annex
 
provides economic policy "scores" for 42 AID recipient countries in two time
 
periods in the 1980's, the period 1980-1983 and the period 1984-1987. These
 
scores assess the extent to which the economic policy frameworks of each of
 
the 42 countries promoted or suppressed efficiency in resource allocation.
 
Raw policy scores could range between -40 and +40. The raw scores represent
 
responses to 40 questions concerning whether policies and practices in such
 
key areas as fiscal, monetary, tax, pricing, regulatory and the foreign trade
 
and payments policy regimes promote (+1) or suppress (-l) efficiency in
 
resource allocation. The higher the policy score the more efficient is the
 
policy framework in allocating resources. Singapore and the United States
 
were chosen as "control" countries in order to place the policy scores of the
 
'42 AID recipient countries in perspective. Peru is one of the 42 countries
 
covered in the study.
 

The answer to the first question is clear from the economic
 
analysis Annex. There is plenty of room for improvement in Peru's economic
 
policy score. Peru's economic policy score deteriorated substantially in the
 
latter period of the 1980s, ranking third from the bottom out of 42 AID
 
recipient countries. President Fujimori is quite correct in saying that he
 
inherited an economic disaster, not just in terms of the macro-aggregates but
 
also and more importantly in terms of the policy framework for allocating
 
resources.
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b. The Size of the Benefits From Policy Improvements
 

The next important question is whether the economic
 
benefits from policy improvement are substantial. Using the data in the
 

economic analysis annex the results of regressing the per capita GDP growth
 

ratc. on the policy framework scores are reported in equation 1 below. These
 
regression results indicate that the economic benefits from policy improvement
 
are substantial. In particular, the regression results imply that per capita
 
gdp growth will rise by .7 of 1% for every 10 point improvement in policy
 
score. (The results are also statistically significant in the sense that the
 
T value indicates that there is less than a 1% probability that an estimate
 
for b would yield a value equal to .07 if the true value for b were in fact
 
equal to zero.)
 

(1) gdp growth p.c. = a + b*policy score
 

parameter estimate T value
 

a - .197 - .54 
b 0.70 3.26
 

2R- = .70 

It is instructiveto put these results in the perspective of
 
Peru's policy score in the late 1980s. Peru's policy score of -26.5 placed
 
Peru almost 30 points below the average for the 42 AID assisted countries in
 
the sample. If Peru were to raise her policy score by 30 points and to
 
sustain the improvement for 10 (20) years, per capita GDP growth would be 23%
 
(52%) above the growth that would be registered with no improvement in policy
 
score over the 10 (20) year period.
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B. Social Soundness Analysis
 

Social Impact of the PAPI Prolect
 

The project will build on a new working relationship between the
 
government and the private sector. Within the private sector, CONFIEP has a
 
well organized leadership involved in both economic and social problems.
 
CONFIEP has the professional staff and capacity to implement, through
 
initiatives by the private sector, the ideas derived from the project's

technical studies. Given the government's concentration at present on
 
problems of economic stabilization, CONFIEP has been designated as one of the
 
leading non-governmental organizations hclping to administer the Social
 
Emergency Program. CONFIEP representatives are on the board of directors of
 
the emergency food supply system in Lima, the "comedores populares", as well
 
as being an important contributor to the comedores program. Thus, CONFIEP
 
will serve as an effective contact for PAPI technical studies and training in
 
both economic and social problem areas.
 

The government's pressing problems with economic stabilization
 
and reorgani.zation of the economy mean that low priority is being given for
 
the near term to social programs. However, sound economic policies that help
 
the economy stabilize will do a great deal to lessen poverty through growth in
 
employment and productivity. For example, exchange rates which promote
 
increased exports also serve to generate employment opportunities and increase
 
wages at the level of the export firms. Moreover a positive effect on
 
employment and incomes will come about once the foreign exchange constraints
 
on investment and overall growth can be overcome and resolved. A steady
 
increase in productive employment opportunities with the possibility of
 
continued improvement through economic policy measures that restore capacity
 
for growth, and contribute greatly to an overall reduction in poverty. The
 
PAPI project in its initial stage will provide studies and training activities
 
which address the primary constraints to increasing the productive capacity of
 
the Peruvian economy. Economic growth in itself is not enough, however, to
 
overcome poverty. This is especially true in the Peruvian context, which has
 
experienced over many years the deterioration of falling social irvestment.
 
Conditions are now so extreme that specific social objectives must be achieved
 
as soon as possible.
 

The types of studies and technical training having the greatest
 
social impact are likely to be identified through joint initiatives by
 
Peruvian public and private sector entities with existing social programs.
 
The joint social development programs would include planning personnel and
 
economists from the government and representatives of private business
 
organizations. Although social program planners can address constraints and
 
establish objectives, they often lack the skills needed to assess cost and
 
demand factors. Economists, on the other hand, tend to emphasize structural
 
and opportunity costs and alternatives, but are often unaware of social impact
 
and the obstacles to social development. Both sides are essential for a
 
successful program. The PAPI project will serve as an effective vehicle for
 
bringing the two sides together.
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The primary social problems that demand most urgent attention
 
are: infant, child, and maternal survival and health care; malnutrition; and
 
provision of both food and productive employment for families in acute
 
poverty. Education, and particularly opportunities for children in rural
 
areas, is another crucial field. With one-third of Peruvian children under 15
 
lacking even primary education, addressing the underutilization of human
 
potential will be a priority target. The quality of tducation in most public
 
institutions extremely low at both primary and secondary levels, due to
 
related problems of resource constraints and lack of effective organization

and administration. Thus, problems of educational quality may be even 
more
 
pressing than the need to expand educational capacity. An effective program
 
would address both constraints at once, with a careful prior analysis of how
 
best to allocate resources between these needs. To the extent possible, the
 
PAPI projects technical studies and training will support and complement
 
social programs designed to alleviate poverty and improve standards of living
 
among the poorest segment of the population.
 

For the development of employment opportunities in poor urban
 
areas, the project will help support the growth of small enterprise. This
 
sector of the economy includes mainly labor intensive enterprises. For able
 
people without regular employment in the formal sector these entities provide
 
an essential alternative either as employees or as independent small
 
businessmen. These small firms and new entrepreneurs have the potential for
 
economic growth through their own technological innovation by focusing on
 
alleviating, or working effectively within the specific constraints of the
 
Peruvian economy. This sector of business can serve as a trial-by-error
 
training ground, wil i potential for social mobility for those who are
 
successful.
 

Many of these small firms lack such basic skills as accounting

and marketing, often can not access technical information or credit, and
 
rarely make full use of their own technical and financial capacities. The
 
PAPI project could take advantage of existing contacts within organizations in
 
the small business sector to provide selective technical assistance and
 
training, and thereby improve the chances for raising low incomes and
 
providing for greater social mobility.
 

The project has been designed with the idea of focusing on
 
problems recognized by Peruvians to be important to them, and on working with
 
Peruvian public and private agencies to help identify possibilities for
 
corrective programs. The PAPI technical studies should serve to train more
 
Peruvians in ways to analyze recurrent problems, and to assess alternative
 
responses in the future.
 

The Social Emergency Program
 

The design of the social emergency program needed to supplement the
 
economic stabilization program is the result of two socio-economic problems.
 
One is the persistent trend toward worsening poverty in Peru since 1975,
 
running contrary to most of the rest of Latin America. The other is the
 
specific impact of the economic stabilization program. The policy strategy
 
which emphasizes an immediate impact by the stabilization effort strives to
 

A9
 



- 44 ­

prevent poverty from worsening seriously in the near term, and to return
 
quickly to the conditions preceding the stabilization program. The second
 
policy strategy emphasizes the longer term trend, with the objective of
 
rever!ing the long-term poverty cycle and eliminating acute poverty altogether.
 

Acute poverty is clearly more widespread and more intense than it
 
was twenty years ago. As of 1970, a study of poverty in nine Latin American
 
countries showed Peru to be close to the median for these countries in terms
 
of urban poverty, though 10 percent worse than the median for rural poverty.
 
Since then, the region as a whole has made considerable progress in reducing
 
the percent of people in acute poverty, but Peru has gone the other way. One
 
revealing indicator is the supply of calories per capita. This indicator is
 
closely tied to changes in poverty because it is the very poor whose calorie
 
consumption changes most in response to income changes. Middle and upper
 
income groups, and even the moderately poor, do not vary their calory intake
 
to any significant degree for economic reasons. For Latin America as a whole,
 
the median increase in per capita calorie intake between 1965 and 1985 was 9
 
percent. Since the upper two-thirds of the population changes its calorie
 
consumption very little as incomes rise, this implies an improvement for the
 
lowest one-third of approximately 27 percent. However, for Peru, per capita
 
calorie intake fell by 5 percent, implying a uecrease on the order of 15
 
percent in nutrition for the poorest third of the population.
 

From 1985, changes in the degree of poverty in Peru have been
 
charted by an "index of poverty" published monthly by the journal Cuanto.
 
This index is based on surveys of real earnings of three groups: rural labor,
 
workers in the informal urban sector, and those workers in the formal sector
 
who are at the minimum wage level. This index shows a considerable reduction
 
of poverty levels in 1986 and 1987, followed by a steep increase starting the
 
end of 1987. From December 1987 to June 1990, the index increased by 91
 
percent, while the number of people in acute poverty nearly doubled. The
 
measure for June 1990 was of course prior to the stabilization program.
 

As part of the stabilization program, the government announced that
 
it had initiated a social emergency fund on August 6, to "provide basic food,
 
health care and employment to the 7 million most desperately poor.Peruvians."
 
Figures given for intended spending include $400 million, to be derived from
 
Peruvian financing, plus $150 million requested from foreign donors. For the
 
longer term, the program proposed allocating 3 percent of GDP toward the goal
 
of eliminating acute poverty, to be complemented by land-improvement work
 
projects financed by regional governments. But in the immediate context, it
 
is not clear that the government can provide the $400 million intended for
 
emergency assistance, within the constraints of its target for fiscal
 
balance. It is also unclear what forms of help are available, apart from food
 
aid to be administered through private charitable organizat_ is and medicines
 
made available through hospitals.
 

The figure of 7 million people in acute poverty suggests the need
 
for the proposed "programa social de emergencia," which was presented in the
 
GRADE-Sachs study published in May 1990 (chapter 5). The study used a World
 
Bank model to estimate the basic needs of an individual in Peru in 1990, and
 
calculated that a minimum income at $48 per month was necessary to cover basic
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needs. The study defined the "urgent social deficit" in terms of a
 
scaled-down estimate of immediate needs for minimal food and transportation,
 
equal to approximately $31 per month. The figure for 7 million Peruvians in
 
acute poverty is the number of people with income below the poverty level.
 
The calculation implies a total social deficit of $1.4 billion a year.
 
Including costs of administering the program as outlined, the annual cost
 
would be $1.6 billion. Roughly 20 percent of that amount would be for
 
distribution of food and medicine; with the other 80 percent in support of
 
programs for productive employment, paid for with food aid or with the
 
commodities' monetary value. (Note: All calculations apply to income levels
 
and numbers of people in acute poverty before the price shocks of the
 
stabilization program.)
 

It is anticipated that the stabilization program will have the
 
hardest impact on urban workers and the middle class. Rural incomes may even
 
be improved, at least for those producers who own their own land and have a
 
marketable surplus. Landless rural laborers, and those with little or no
 
productive output beyond the subsistence level, will gain or lose depending on
 
increases in agricultural output given the improvement in relative prices.
 
Urban workers will be adversely effected by changes in relative prices for
 
products and a highly probably fall in production and employment. Although
 
the government has made an important salary adjustment for minimum wage
 
earners by raising salaries by 300 percent, the question of any change in
 
basic wage scales above the minimum level has gone unanswered. Actions taken
 
thus far provide support to people at the lowest income level, rather than
 
providing compensation for those effected most by price increases.
 

Rising rates of infant mortality, and of mortality for children
 
under four, plus exceptionally high rates of maternal death, have made clear
 
the need for health programs focused on prenatal and early postnatal care of
 
mothers, and on the nutrition and health problems of young children.
 
Guidelines are needed for the types and costs of actions to be taken. A good
 
example can be seen in the Chilean program initiated in the mid-1970s with
 
similar project objectives. In the course of 15 years, the infant mortality
 
rate in Chile was cut by approximately 80 percent, even though real wages and
 
the standard of living did not rise substantially. Chile's infant mortality
 
rate in 1988 was down to 21 per thousand; while the Peruvian rate remained
 
nearly four times as high, at 81. In the six poorest departments of Peru, the
 
rate is equal to 114 per thousand. Some of the key elements of the Chilean
 
program were the provision of food for expectant mothers, subject to a
 
requirement to come to clinics for medical examinations and advice; a system
 
of trained midwifes to assist at birth outside of hospitals; a follow-up
 
program of nutritional supplements and medical checks in the early months
 
after childbirth; and a special nutritional program for children (under four)
 
identified as seriously malnourished. These measures were accompanied by
 
investments in cleaning up water supplies and sewage in the poorest urban
 
areas, ard studies suggest that this may have had the highest payoff of the
 
whole effort. Given Peru's tight economic constraints, it may not be feasible
 
to undertake large scale investments. However, water supply conditions are so
 
poor in Lima that this type of investment deserves high priority for
 
investigation in connection with proposed health interventions.
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Chronic malnutrition raises questions of food supply as well as
 
food distribution. As measured by height-to-age indicator, 38 percent of
 
Peruvian children are chronically malnourished. In Cajamarca, the proportion
 
is 63 percent. (See special folder on soc;ial deficiencies published with the
 
August 1990 issue of Cuanto.) School !inch programs and community kitchens
 
may be the most direct means of reducing malnutrition, but these programs must
 
to backed up by measures to increase the supply of tood most important to the
 
poor. Food production and distribution involves major questions of
 
agricultural incentives and productivity, and policies with respect to food
 
Imports. The stabilization program's elimination of subsidies for food
 
imports will make food more expensive and thus directly hurt the poor, but at
 
the same time will help stimulate food production. The stimulus could be
 
minimal, however, if producers are hesitant given expected policy reversals
 
and the possibility of returning to the earlier efforts to hold food prices
 
down through controls. The initiation of a system of guaranteed prices on
 
basic foods, using as guidelines actual international prices with assurances
 
made to producers (at the time of planting) on the prices they can expect to
 
receive, is one option which appears to be viable. (See proDosals in GRAPA,
 
"Lineamientos de Politica Agraria, 1990 - 1995," Lima, July 1990.)
 

The largest component of the GRADE-Sachs proposed social emergency
 
program is for the generation of employment in activities that contribute to
 
national income. Although these proposals might be considered "make work"
 
projects, given the deteriorated state of the country's road network and
 
infrastructure in general and the potential for greater food production
 
capacity from improved land and irrigation, suggest the possibility for real
 
gains from a large scale employment program in rural areas. It is expected
 
the PAPI project will be useful in determining the kinds of projects most
 
appropriate for the accomplishment of longer-term socioeconomic policies.
 

/ 
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VII. EVALUATION AND MONITORING PLAN
 

A. General
 

The overall goal of the project is to stabilize the economy and
 
establish a policy framework that will enable the country to renew economic
 
growth. To accomplish this, the project purpose is to facilitate a
 
broad-based policy dialogue among key public and private sector entities and
 
representatives, and to establish a policy decision-making process and a cadre
 
of highly qualified policy analysts, that will help ensure the design and
 
implementation of a coherent sut of effective economic policies that can be
 
sustained over the longer term. Given the nature of the project's goal,
 
performance could be evaluated by measuring macroeconomic variables such as:
 
(a) reduction in the rate of inflation; (b) reduction/elimination of the
 
fiscal deficit; (c) tax and interest rate policies; and (d) non-traditional
 
exports.
 

Given the project's purpose of enabling the public and private
 
sectors to develop the capacity to carry out effective analysis, design and
 
implementation of economic policies, success could be measured by the
 
following: (a) number of highly qualified policy analysts in the public sector
 
Ministries and other entities, and the number within CONFIEP and other private
 
sector entities; (b) quality of economic policy legislation and the process
 
leading up to the development of economic policy legislation; and (c)
 
identifying which project outputs lead to the earliest and/or most effective
 
policy modifications.
 

Nevertheless, to evaluate the project solely on the basis of
 
macroeconomic and legislative figures would be unrealistic as it will not
 
provide timely detection of either project problems or opportunities. Given
 
the relatively large number of institutions involved in the project, it is
 
anticipated that project monitoring and adjustments will be an essential part
 
of the project management and the scope of work of the Project Coordination.
 
Thus, an integrated monitoring and evaluation plan has been developed.
 
Monitoring will be continuous and more intense than is common on most A.I.D.
 
assisted projects. Evaluations of both the goal and purpose of the project
 
will also be conducted during the two formal project evaluations.
 

The project has budgeted $100,000 for two evaluations, and $150,000
 
for regular audits and financial reviews as required. These activities will
 
be directly contracted and managed by USAID to insure objectivity and
 
compliance with A.I.D. Handbook requirements.
 

B. Monitoring
 

The Project Coordinator will continuously monitor the progress of the
 
project toward the attainment of the project purpose, outputs and inputs.
 
Equially important will be the frequent testing of the strategic assumptions
 
that have been made in the design of the project, and the detection of
 
problems and issues that could obstruct the achievement of favorable results.
 

One of the early tasks of the Project Coordinator will be to design a
 
matrix to be used to measure progress in implementation and to determine the
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effectiveness of the participating public and private sector entities. The
 
Project Coordinator will quantify benchmarks to be attained for each period
 
of the project as well as negotiate these targets with the various
 
participating organizations (primarily the BCR and CONFIEP) for inclusion as
 
part of the project Annual Plan. Quarterly progress reports will be required
 
of and prepared by the participating institutions and reviewed in meetings
 
with the Project Coordinator and the A.I.D. Project Officer. Any changes to 
the Annual Implementation Plans or benchmark progress indicators will be 
negotiated at that time. 

C. Evaluation
 

The participating institutions and the Project Coordinator, in
 
conjunction with the A.I.D. Project Officer, will conduct an interim
 
evaluation/financial review of the project after the second year of
 
implementation. Short-term Peruvian project evaluators and financial analysts
 
will be contracted respectively for the evaluation/financial review, as
 
appropriate. The interim evaluation financial/review will look at prog !ss to
 
date and develop the Annual Implementation Plan for the subsequent year.
 

The proposed project strategy to facilitate economic policy dialogue
 
among a broad group of public and private sector entities and representatives,
 
and to strengthen the economic policy decision-making progress, rests on the
 
assumption that through successful implementation of project activities and
 
resultant outputs, sound economic policies will be designed and imp]emented
 
and the benefits sustained over the longer term. Many other conditions will
 
also impact on the effectiveness and success of the project. However, the
 
ultimate measure of performance of the project will be measured by the
 
stabilization of the economy, and the possibility of achieving renewed growth
 
sometime during the LOP. The final evaluation is scheduled several months
 
before the PACD, or approximately November - December, 1994.
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ANNEX B 
Page 1 of 3 

ENVIRONMENTAL DETERMINATION
 

Project Location: 	 Peru
 

Project Title: 	 Policy Analysis, Planning and Implementation
 

Funding: 	 FY 1990 Grant $7,150,000
 

Life of Project: 	 4 1/2 years
 

Prepared by: 	 Claudio Saito, Mission Environmental Officer
 
June 19, 1990
 

Project Goal and Purpose: The Goal. of the Project is to improve Peruvian
 
economic policies to facilitate economic stabilization and renewed growth.
 
The Project Purpose is to ensure that a series of sound economic policies are
 
in place, which enable the GOP to accomplish the project's goal of economic
 
stabilization and renewed growth.
 

Proiect Description: The project will provide high level Peruvian and foreign
 
expertise to assist the new Peruvian government and the private sector to
 
formulate and develop coherent economic policies, programs and project. This
 
will be achieved by: a) providing the GOP and the private sector with policy
 
advisory services and technical assistance; b) performing technical studies;
 
and c) providing training to strengthen the capacity of the GOP and the
 
private sector to design and formulate economic policies.
 

Statement for Categorical Exclusion: It is the opinion of USAID/Peru that the
 
Project does not require an Initial Environmental Examination because its
 
activities are within the classes of action described in Section 216.2,
 
paragraphs c(i), c(2) (i) and (xiv) "Categorical Exclusions of 22CFR Part 216".
 

"Section 216.2 c(1)": "The action does not have an effect on the natural or
 
physical environment."
 

"Section 216.2 c(2) (i)" "Education, technical assistance, or training
 
programs except to the extent such programs include activities directly
 
affecting the environment (such as construction of facilities, etc.)."
 

"Section 216.2 c(2) (xiv)": "Studies, projects or programs intended to
 
develop the capability of recipient countries to engage in development
 
planning, except to the extent designated to result in activities directly
 
affecting the environment."
 

Recommendation: The Mission Environmental Officer (MEO) and/or REA/SA should
 
be in continuous communication/coordination with the PP design team.
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ANNEX B
 
Page 2 of 3
 

Concurrence of the Mission Director: I have reviewed the above statement and
 
concur in the determination that the "Policy Analysis, Planning and
 
Implementation Project" does not require an Initial Environmental Examination.
 

Craig G. Buck
 
Director
 
USAID/Peru 


V ti 

Date:.
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ANNEX B
 
Page 3 of 3
 

ENVIRONMENTAL THRESHOLD DECISION
 

Project Location: Peru 

Project Title: Policy Analysis, Planning ank! Implementation 

Project Number: 527-0343 

Funding: FY 1990 $7,150,000 

Life of Project: 4 1/2 years 

Recommended Threshold Decision: Categorical Exclusion 

Bureau Threshold Decision: Concur with recommendatio' 

Comments: None 

Copy to: Craig G. Buck, Director USAID/Peru
 

Copy to: Luis E. Arreaga, USAID/Peru
 

Copy to: Claudio Saito, USAID/Peru
 

Copy to: Howard Clark, REA/SA
 

Copy to: IEE file
 

James S. Hester
 
Chief Enviroraental Officer
 
Bureau for Latin America
 

and the Caribbean
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GROWTH AND INTERNAL POLICY
 

Summary
 

An empirical investigation was undertaken in A.I.D. to
 
address two questions. Do LDC economic policy frameworks
 
promote or suppress efficiency (i.e., competitive inarket forces)
 
in resource allocation? Are growth rates likely to be higher
 
for those countries whose economic policy frameworks promote

efficiency in resource allocation? The investigation covered
 
forty two A.I.D. recipient countries for two periods in the
 
1980s, 1980-83 and 1984-87. The economic policy frameworks of
 
the forty two countries were ranked in accordance with the score
 
received on a questionnaire designed to assess the extent to
 
which each country's economic policy framework--its fiscal,
 
monetary, trade, pricing, regulatory, etc. policies--promoted or
 
suppressed efficiency in resource allocation.
 

The results of the investigation undertaken in A.I.D. are
 
easy to summarize. There is room for substantial improvement in
 
the efficiency with which LDC policies allocate resources and
 
good evidence that such improvements could result in
 
quantitatively important increases in LDC growth rates. In
 
brief, the gap in growth rate between the 10 countries with the
 
highest policy framework score.s and the 10 countries with the
 
lowest scores was at least 2,3 percentage points. The gap in
 
growth rates between the top scoring group and the average
 
growth rate of all three lower scoring groups was at least 1.5
 
percentage points. These differences are significant. In round
 
numbers, the year 2000 is ten years away. A growth rate is that
 
2.3 or 1.5 percentage points above what would otherwise prevail
 
would result in an income per capita level 25% or 16% above what
 
would otherwise result in the year 2000. Put another way,
 
suppose that in the absence of improved policies, LDC grow"h
 
rates would only keep per capita income from falling. A
 
'favorable shift in the policy environment, in contrast, could
 
change such a no-growth-in-per-capita-income scenario for the
 
1990s to a case with a 25% or 16% increase in per capita
 
income. Over a 20-year period--the traditional measure of a
 
generation--this would compound up to a 57% or 35% increase in
 
income per capita. At the 5.0 percentage point differential
 
between highest and lowest policy scorers in 1984-1987, the
 
additions to per capita incomes over coming decades would be
 
much larger.
 

There is equally clear evidence of room for improvement in
 
the efficiency with which LDC policy frameworks allocate
 
resources. Policy scores could fall in an 80 point range. The
 
U.S. and Singpore, taken as reference countries, fell in the top
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(tenth) decile of the range in both the 1980-83 period and the
 
1984-87 period. In these same periods, the lowest 10 scoring
 
countries fell in the second and third deciles and the highest
 
10 scoring countries fell in the seventh and eighth deciles.
 

There are, of course, powerful forces that have nothing
 
whatever to do with internal LDC economic policies that are
 
important determinants of LDC economic growth. These include,
 
for example, world market prices and volume demand for the
 
products LDCs export; prices for the products they import from
 
developed countries; interest rates on external debt and the
 
openness of developed country markets to the products in which
 
LDCs have comparative advantage. Given the obvious weight of
 
these exogenous factors determining the level of growth, why
 
should special attention be paid to the role that is played by
 
the economic policy environment that LDCs choose to allocate
 
resources? The answers are clear.
 

First, the internal policy environment is unique in that it
 
is the only variable determining performance that is directly
 
under LDC control. While LDCs can do little directly to
 
influence world demand and prices for their products, the
 
interest rates they pay on their external debt, and trade
 
openness, they can alter their internal policy environments.
 
Second, while good policies cannot ensure that good growth rates
 
will result, such policies can compress the gap between actual
 
and potential growth rates. In essence, performance will be
 
better with good policies than with-bad policies even though the
 

level of growth might be very low or negative because of
 
external factors over which LDCs have no control. Finally,
 
prospects for external resource availability for the LDCs in the
 

Private creditors of LDCs, recalling the
1990s are not good. 

debt crises of the 1980s are likely to follow the adage 'once
 
burned, twice shy' in considering the credit worthiness of
 
private and sovereign risk loans to LDCs. There are, moreover,
 
no grounds for optimism that multilateral and bilateral official
 

flows will grow at levels that will serve to replace a reduction
 
With fewer external resources available,
-in net private flows. 


LDCs need policies assuring efficient use of their domestic
 
All three of these factors provide strong arguments
resources. 


for emphasizing the importance to growth of the internal policy
 
framework.
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2. Policy and Efficiency
 

Economic growth is intimately linked with the economic
 
policy framework an LDC chooses to allocate the resources
 
available to it. The policy framework chosen can promote the
 
role of competitive market forces in ensuring that resources are
 
efficiently allocated. Alternatively, it can suppress the role
 
that competitive market forces play in ensuring that resources
 
are efficiently allocated. These points are sufficiently

important to merit some brief illustrations because so many

elements in the policy frameworks chosen by LDCs fail to promote
 
efficiency in resource allocation.
 

Ghana and the Philippines are examples of countries that
 
have created public and private monopolies in production and
 
marketing. The resulting monopolies have been insulated from
 
the competitive market forces to which they would otherwise have
 
to respond in the form of raising quality or lowering price.

The outcome has been bloated bureaucracies with real and
 
financial cost structures far in excess of those that would have
 
prevailed in a competitive environment. Those costs have been
 
borne by producers who have been forced to sell or market their
 
products through these monopolies and by consumers,who have been
 
forced to buy the products from those granted such monopolies.
 

The Ghanaian Cocoa Marketing Board (GCMB) is a case in
 
point. In order to raise government tax revenue during the
 
1970s, the GCMB lowered real prices to farmers to well below
 
half of GCMB export receipts. Some farm families were able to
 
smuggle their cocoa to the Ivory Coast. Most simply cut back or
 
abandoned care of their trees. Cocoa production fell from
 
4000,000 tons in 1970 to 250,000 tons in 1980 and 159,000 tons
 
in 1983/84.
 

Neglect led to capsid infection and the spread of swollen
 
shoot virus disease. Demoralized farmers were discouraged
 
against planting new areas or replacing old trees. Much of the
 
land formerly devoted to cocoa production ceased producing

anything. Ghana has now reversed its policy and currently pays
 
cocoa farmers domestic prices that are much closer to
 
international market price equivalents. Their supply response

has been strong. But investment in a tree crop that takes time
 
to bear fruit requires judgments about future prices; and given
 
cocoa farmers' experiences over a prolonged period, they are
 
likely to be cautious about price prospects. In this case,
 
clearly the damage caused by inappropriate economic policies has
 
and will endure long after those policies have been reversed.
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Costa Rica and Rwanda are examples of countries that have
 
relied heavily on direct administrative determination of the
 
prices and the amounts of credit that are made available for
 
preselected areas of economic activity--e.g., for industry,
 
commerce, domestic and export agriculture and other specialized
 
areas. Those activities that do not fit within the criteria of
 
the specialized credit lines are, as a result, excluded from
 
access to bank credit even though they may be far more
 
profitable and income generating than activities which are
 
favored by the credit destination system. moreover, the
 
activities that have often been favored by the credit allocation
 
regimes have not been efficient sources of income and employment
 
generation, relying on artificial credit subsidies to create the
 
illusion of commercial viability.
 

Liberia is an example of a country that has set loan rate
 
maximums at levels that have made it unprofitable for banks to
 
make loans, sacrificing sources of economic activity that would
 
have been commercially viable at loan rates above the legal
 
maximums set by the state. Moreover, Liberian banks typically
 
have to require 100% offshore collateral for loans as a result
 
of administrative and legal problems that effectively make
 
domestic collateral too risky a basis for making 'loans.
 

Panama is typical of countries whose tariff rate structure,
 
by involving high rates of effective protection, has channeled
 
scarce investment and human resources and intermediate inputs
 
into the production of import substitutes. This has had
 
multiple negative consequences. Ba eliminating the need to
 
respond to competitive market forces from abroad, the protected
 
items are typically higher in cost and lower in quality. In
 
part explaining Panama's long standing balance of payments
 
problems, it has created an anti export bias in Panama's policy
 
framework because high protection at the border for final
 
products, in combination with tariff exonerations on
 
intermediate inputs, has elevated profit incentives for
 
producing goods locally for the internal market relative to the
 
incentives for producing goods locally for external markets. A
 
case in point is provided by the high tariffs provided for the
 
"manufacture" of spiral bound notebooks used by Panamanian
 
school children. All the material inputs--the notepaper, wire
 
and cardboard for covers--are imported with tariff exonerations
 
that make them duty free. "Manufacture" consists of a simple
 
assembly operation. The combination of high border protection
 
for the notebooks with duty free import for the inputs creates a
 

highly profitable import intensive industry. Guaranteeing,
 
moreover, these profits is a system of import licenses and
 
controls that restricts entry by others into the production of
 
notebooks. In effect, Government has created a private monopoly
 
through public policy.
 

I;
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Honduras and Egypt are two examples of the vast majority of
 
LDCs that- provide preferences to the Central Government and
 
other public sector entitles in the cost and availability of
 
credit, in taxation and in cost and access to foreign exchange.
 
These preferences either exclude access by the private sector or
 
raise real private sector costs. In Honduras, for example,
 
Government bonds are eligible for inclusion in banking system
 
legal reserves, the interest earned on such bonds is exempt from
 
taxation and the bonds enjoy an automatic repurchase guarantee
 
at the Central Bank at par. The implications for the
 
development of a private capital market are obvious. Private
 
sector instruments can't compete with Government sector
 
instruments that (1) are convertible into cash on demand at the
 
Central Bank, (2) that are exempt from taxation and (3) that can
 
be held to satisfy legal reserve requirements. The net result
 
of these and other like preferences accorded Government is that
 
they typically result in a substitution of less efficient public
 
sector generated economic activities for more efficient private
 
sector generated economic activity. Such preferences also give
 
the false impression that government costs are lower. But they
 
are only lower in the sense that government accesses a command
 
over real resources at financial costs that goyernment itself
 
fixed at below market rates.
 

Virtually every LDC in Africa decries the absence of domestic
 
entrepreneurship, of low private domestic capital formation in
 
industry and agriculture, of capital flight and of low private
 
foreign investment. These are often precisely the countries
 
that have legal systems that do not provide reliable guarantees
 
of private property rights. Their judicial systems are weak,
 
dispensing judgments not justice. Their legal systems often
 
make land tenure uncertain and costly to achieve. Taken
 
together, these factors create elevated risk premiums for
 
investment with the result that, for example, on farm investment
 
levels and agricultural sector GDP levels are significantly
 
below what would otherwise result.
 

Brazil and Argentina are typical of the Latin America syst:.,
 
of employing regimes for the allucation of foreign exchange that
 
rely heavily on rules that distinguish across products, uses and
 
sources of foreign exchange. These allocation regimes,
 
themselves, create foreign exchange shortfalls by establishing
 
prices for foreign exchange that make it cheap to import and
 
unprofitable and expensive to export. As a result, their
 
policies are part of the root cause of the balance of payments
 
and external debt problems that they currently face.
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3. Policy and Growth
 

The examples above are illustrative as distinct from exhaus­
tive in character. The country examples are virtually a random
 
selection from a vast population of many similar examples which
 
could have been selected. The fundamental point of the examples
 
is that internal economic policy choices do matter. As each of
 
these examples suggests, there are clear linkages between the
 
policy frzmework that LDCs adopt to allocate the resources
 
available to them, the efficiency with which these resources are
 
allocated, and the growth rates the countries achieve. But,
 
this in itself, does not mean that economic growth will occur or
 
will result from good policies. In fact, there are powerful
 
forces that have nothing whatever to do with internal LDC
 
economic policies that are powerful determinants of LDC economic
 
growth. These are the factors that are traditionally focused
 
upon as 'constraints to growth." They include the limits
 
imposed by the domestic resource base and infrastructure; world
 
market prices and volume demand for the products the LDCs
 
export; prices for the products they import from developed
 
countries (DCs) and from oil exporters, interest rates on their
 
external indebtedness; the availability of multilateral,
 
bilateral and private capital flows, and the openness of DC
 
markets to the products that LDCs produce and can produce.
 

Given the obvious quantitative and qualitative importance of
 
these non-LDC policy related factors determining LDC economic
 
growth, is it not legitimate to ask why the LDC internal policy
 
framework needs to be given special emphasis? After all, can't
 
it be swamped in quantitative significance by the joint or even
 
individual result of other factors determining performance?
 

What are the answers to these questions? It is certainly
 
true that a host of factors besides internal policies determine
 
recorded LDC economic growth rates. Examples are easy to find.
 

A high price and buoyant demand for LDC exports--e.g., sugar, in
 
the case of the Dominican Republic,..bauxite in the case of
 
Jamaica, energy prices in the case of Egypt and Indonesia, and
 

tin and natural gas in the case of Bolivia--will have
 
.significant weight in determining growth. An abundance of
 
external resources, whether provided from foreign aid or the
 
fortuitous coincidence of favorable exogenous factors, can
 
enable resource abundance to substitute for good policies and
 
even suppress or postpone the introduction of good policies.
 
Egypt in the early 1980s provides a classic example of how
 
policies that do not promote efficient resource allocation can
 

combine with temporarily supernormal foreign exchange abundance
 

to produce high positive growth.
 

[ / 
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While growth is the result of a host of factors, it is
 
nevertheless true that the internal policy environment deserves
 
special emphasis. First, the internal policy environment is
 
unique in that it is the only variable determining performance
 
that is directly under LDC control. While LDCs can do little
 
directly to influence world demand and prices for their
 
products, the interest rates they pay on their external debt,
 
and trade openness, they can alter their internal policy
 
environments. Second, while good policies cannot ensure that
 
good growth rates will result, such policies can compress the
 
gap between actual and potential growth rates. In essence,
 
performance will be better with good policies than with bad
 
policies even though the level of growth might be very low or
 
negative because of external factors over which LDCs have no
 
control. Finally, prospects for external resource availability
 
for the LDCs in the 190s are not good.
 

Private creditors of 'LDCs, recalling the debt crises of the
 
1980s, are likely to follow the adage "once burned, twice shy"
 
in considering the credit worthiness of private and sovereign
 
risk-loans to LDCs. There are, moreover, no grounds for
 
optimism that multilateral and bilateral official flows grow at
 
levels that will serve to replace a reduction in net private
 
flows. With fewer external resources available, LDCs need
 
policies assuring efficient use of their domestic resources.
 
All 	three of these factors provide strong arguments for
 
emphasizing the importance to growth of the internal policy
 
framework.
 

These relationships among policy, efficiency and growth
 
raise two fundamental questions:
 

How divergent are LDC policies from those
 
that would allocate resources efficiently?
 

How much higher might growth become with
 
substantive improvement in the policy en­
vironment?
 

4. 	 An Empirical Investigation of the Relationships Among Policy 
Efficiency and Growth 

Table I below presents the summary results of an
 
investigation undertaken in A.I.D. to shed some light on these
 
questions and, more generally, on other key relationships among
 
policy, efficiency and growth. It also provides some
 
interesting examples of the more.perverse relationships that can
 
exist between policy and growth and that were outlined above.
 

_V
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7ABLE I
 
INTERNAL POLICIES AND ECONOMIC GROWTH:
 

AN EMPIRICAL EXAMINATION OF THE LN! BETWEEN THE POLICY FRAMEIWORK
AND GROWTH RECORD FOR 42 A. I.D. RECIPIENT COUNTRIES IN THE 19G86S 

PER IOL' TERi OD1960 1983 1984 1997
 
*'CLI LX
 

SCOR:E .TTGFOT- COOFTR?"------- F 'CPOLIC--- -T -

OC,UF SCORE SCORE RAI E
Dt'.3 RATE 

G'PLIF I: Moza!3ique -32.0 -0.95 Egypt -30.5 -1.14 
LOiW.;EST Bclivia -31.0 -4.95 El Salvador -27.0 1.62 
POL ICY Ghana -30.0 -7.15 Peru -26.5 2. 69 
SCOrE Guinea -30.0 0.188 Dom. Repub. -20.5 -3.656:' a 

Ecypt -2B.5 3.31 Sudan -20.5 -. 04 
DOm. Repub. -27.5 0.16 Mozambique -20.0 .5 b 
E! Salvador -26.0 -5.50 Honduras -15.5 -0.59 
Ecua-or -25.5 -3.25 Liberia -14.5 -3.27 
Pakistan -25.5 1.89 Ecuador -13.5 -1.40 
Zaire -25.0 -3.55 Tanzania -13.5 -1.46 

AVERAGE -28.1 -1.91 AVERAGE -20.2 -1.48
 

GROUP 1: Sudan -24.0 1.71 Somalia -9.0 -9.66 b 
Iaaica -23.5 0.25 Uganda -9.0 -0.54
 

LOW T: ania -23.0 -4.44 Pakistan -6.5 3.90
 
POLICY Costa Rica -19.0 -5.33 Guatemala -6.0 -3.4S
 
SCORE Somalia -14.0 -1.38 Ilali -3.5 "1.07
 

Madagascar -14.0 -5.63 India -2.0 . 03 
Mali -12.0 -2.10 Haiti -1.0 -1.83 
1I-enya -11.0 -2.74 Senegal -1.0 0.64 
Gambia -11.0 1.77 Rwanda -1.0 2.17 
Senecal -11.0 2.19 Zaire -1.0 0.09 
Honduras -!0.5 -4.58 Jamaica -0.5 -1.58 

AVERAGE -15.7 -1.84 AVERAGE -3.7 -C-.47
 

GROUF II7: Burundi -10.0 -0.91 1Kenya 1.5 -0.06 
hEDIUM 1ndi a -10.0 4.07 Burundi 2.0 O. 90 
HIGH Ucanda -9.0 3. 99 Bangladesh 3.5 5.06 
POLICY Guatemala -9.0 -4.50 Indonesia 4.0 0.56 
SCORE Nicer -8.5 -4.43 Zambia 7.0 -3.36 

Peru -6.0 -3.97 Madagascar 7.5 -1.35 
Hpati -6.0 -3.63 Ghana 8.0 -0.02 
Rwanda -5.0 1.30 Niaer 8. 0 2.46 
Philippines -5.0 0.63 Ga!.bia 9.5 -3. 16 
BE.ngladesh -4.0 0.80 Philippines 10.5 -27.85 
Indonesia -3. 5 5.47 Costa Rica . 11.0 0.44 

AVERAGE -6.9 -0.09 AVERAGE 6.6 -0. 12 

GROUP IV: Zambia -3.0 -3.07 Belize 13.5 -0.02 b 
HIGH Liberia 4.5 -2.41 Guinea 18.0 -3.62 b 
POLICY Belize 7.5 -0.04 Jordan 18.5 0.24 
SCORE Jordan 12.0 2.52 Thailand 18.5 1.62 

Thailand 14.5 3.16 Botswana 20.0 6.66
 
Malawi 16.0 -3.82 Bolivia 20.0 -4.30
 
Lesotho 20.5 -2.01 Lesotho 20.5 6.43
 
Botswana 22.0 4.59 Malawi 21.5 -1.53
 
Cameroon 24.0 6.30 Cameroon 22.0 2.50
 
Swaziland 28.5 -1.73 Swaziland 29.5 9.06 b
 

AVERAGE . 14.7 0.35 AVERAGE 20.2 1.70 

AVERAGE OF 42 COUNTRIES -9.1 -0.88 0.8 -0. 10
 

REFERENCE SINGAPORE 33 7.61- SINGAPORE 33 4.72 
GROUP U.S.A 30 0.55 U.S.A. 30 2.05 

PREPARED SY PPC/EA a=84/6 b=84/85 
DATE 3 1-Oct-88 
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In brief, Column 1 of Table I orders 42 A.I.D. recipient
 
countries by the "score' each country received from A.I.D.
 
economists responding to a policy framework questionnaire.
 
Column 2 of Table I arrays the recorded growth rates (average
 
annual per capita) alongside the policy framework scores for
 
each of the 42 countries. The policy framework questionnaire
 
was designed to measure, through a series of yes (-I) and no
 
(+1) responses to 39 questions, the extent to which a country's
 
economic policy frame-work suppressed or promoted the role of
 
competitive market forces in allocating the resources available
 
to the country. The higher the score, the more oriented is
 
economic policy towards promoting the role of competitive market
 
forces in resource allocation. Two periods were covered,
 
1980-1983 and 1984-1987. To provide perspec­
tive and a notional upper bound on the scores received by the 42
 
A.I.D. recipient countries, the questionnaire was filled out for
 
the United States and Singapore. The questionnaire (attached)
 
was quite broad, dividing the 39 questions into seven policy
 
subregimes (pricing, tax/fiscal, foreign trade and exchange,
 
regulatory/legal, credit/monetary and two regimes that
 
characterize the capacity to respond to adjustment
 
requirements). To facilitate comparisons, the 42 countries are
 
divided up into four approximately equal subgroups--the top and
 
bottom subgroups, comprising the ten countries with the highest
 
and the lowest policy scores; and the two middle policy score
 
subgroups, comprising 11 countries each.
 

The results of Table I are easy to summarize. At the same
 
time, and as emphasized further on, the results should be
 
treated as suggestive rather than definitive.
 

First, the policy framework alone can and often has minol
 
influence on the level of recorded growth. In fact, the results
 
can be quite "perverse.' A number of the perverse cases are
 
identified in Figure 1. From the data in Table I, for example,
 
both Egypt in 1980-1983 and Peru in 1984-1987 recorded quite
 
high real per capita growth rates. Over these same periods both
 
had policy framework scores near the bottom of the lowest
 
scoring group and close to the theoretically lowest possible
 
Lcore. In the case of Egypt, the confluence in the early 1980s
 
of a number of favorable (but transitory)
 
developments--emergence of Egypt as an oil producer and exporter
 
at a high point of oil prices, growth in workers' remittances,
 
in Suez Canal and in tourism earnings and in foreign
 
aid--resulted in very sharp growth in foreign exchange
 
availability over a very short time period. This enabled a
 
correspondingly sharp rise in th.e capacity of the country to
 
expand domestic demand without running into a foreign exchange
 
constraint that would have limited Egypt's ability to pay for
 



Figure 1: Internal Policy and Economic Growth:
 
The Perverse Cases
 

Srowth Results

Policy, k>
 

Framework Positi-ve Negative
 
Group Growth Growth
 

Lowest g 1980-83
 
' Peru 1984-87
Policy 


Pakistan 1980-83
Performance 

P 1
Group 


I* 

Middle 1
 

Policy 6 1
 

Performance '
 
Groups ' 

I I
 

6
3 

Righest ' Malawi 1980-83
 
Policy Zambia 1980-83
 
Performance ' Bolivia 1984-87
 
Group 0
 

Source: Table I
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the intermediate import requirements of sharply higher domestic
 
demand. In the case of Peru, a large external reserve position

in combination with a policy decision to limit debt service
 
payments provided Peru with a similar ability to achieve
 
temporarily higher growth. Thus, in the cases of both Egypt and
 
Peru, resource abundance could facilitate high growth in the
 
face of policies sheltering inefficiency in resource
 
utilization.
 

The perversity works in the otherdirection as well. In marked
 
contrast to Egypt and Peru, Malawi in 1980-1983, Bolivia in
 
1984-1987 and Guinea in 1984-1987 all regiscered sharply

negative per capita growth rates with policy framework scores
 
well within the highest scoring group. In each of these cases,
 
adverse external developments were major factors explaining the
 
negative rates of growth registered by these countries. In the
 
case of Bolivia, for example, tin prices collapsed, and hard
 
currency payments for deliveries of natural gas to Argentina
 
were delayed.
 

In the case of Guinea, he sharp improvement in the policy

environment after the 1984 change of government will take
 
considerable time to overcome the 26 years of economic
 
mismailagement of the Sekou Toure government. Also, the data
 
base is limited and the economy is dominated by a few Large
 
mineral enclaves essentially insulated from the policy

environment. In the case of Malawi, the country experienced a
 
substantial decline in foreign exchange availability as a result
 
of being caught between the blades of the scissors of rising
 
import pr 'es (e.g., petroleum) and falling commodity export
 
prices.
 

Second, while the policy framework may often be a minor
 
influence on the level of recorded growth, the data in Table I
 
strongly suggest that the policy framework plays a major role in
 
compressing the gap between actual and potential growth.
 
Reflecting this, higher policy framework scores from group I
 
through group IV are directly associated with higher growth
 
rates from group I to group IV. This is shown graphically by

the.rise in growth rates with policy framework group scores in
 
Figure 2. Note from the graphical presentation in Figure 2 that
 
this is so both for the period 1980-1983 and for the period
 
1984-1987. The presumption is that the rise in growth with
 
policy framework group scores reflects a compression of the gap

between actual and potential growth rates as the poLicy

framework improves. At the samt time, this compression is fully
 
.,ostent with the possibility that the level of the growth
 

outcome may be quite weak, refl6cting low potential growth
 



Figure 2 

GROWTH RATES BY POUCY SCORE GROUP 
1980-83 AND 1984-874
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resulting from factors exogenous to the policy framework. For
 
example, the average growth rate was barely positive for the
 
countries in the high policy score group in 1980-1983 but was
 
more strongly positive in 1984-1987. The former result reflects
 
the impact of the recession in the first years of the 1980s and
 
the latter result, the recovery that began to be strongly felt
 
in the mid-1980s.
 

Some quantitative aspects of the association of improved
 
growth with improved policy are worth noting. Table I and
 
Figure 2 show that countries in the group with the highest
 
policy framework scores registered average annual growth rates
 
2.3 percentage points higher during 1980-1983 and 3.2 percentage
 

points higher during 1984-1987 than countries with the lowest
 

policy framework scores. The gap in growth rates between the
 

lower three policy framework groups and the high group was at
 
least 1.5 percentage points over both periods. These growth
 
rate differences are significant. In round numbers, the year
 
2000 is ten years away. A growth rate that is 1.5 (2.3)
 
percentage points-above what would otherwise prevail would
 

(25%) above what would
result in an income per capita level 16% 

Put another way, suppose
otherwise result in the year 2000. 


fhat in the absence of improved policies, LDC growth rates would
 

only keep per capita income from falling. A favorable shift in
 
the policy environment, in contrast, could change such a zero
 
growth in per capita income scenario for the 1990s to a 16%
 
(25%) increase in per capita inaome scenario. Over a 20-year
 
period--the traditional measure of a generation--this would
 
compound up to a 35% (57%) increase in income per capita. At
 

the 3.2 percentage point differential between highest and lowest
 
policy scorers in 1964-1987, the additions to per capita i.ncomes
 
over coming decades would be much larger.
 

Third, the data in Table I, presented more graphically in
 

Figure 3 and Table 2, suggest that there is plenty of room for
 

improvement in LDC policy frameworks. In brief, many LDC
 
policies diverge substantially from those that would allocate
 
resources efficiently; and there are wide gaps among the LDCs
 
individually and in their group scores.
 

Reflecting these generalizations, there is an approximately
 
80 point range within which individual country and group policy
 

Table 2 shows the location of
scores can fall (-39 to +39). 

each of five country groups among the 10 deciles within this
 
policy range.
 



Figure 3 

POLICY SCORES BY GROUPS 
19130-13 AND 1984-!7 
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Table 2.
 
Policy Group Scores by Decile Rank
 'Change in
 

Decile Rank Decile Rank
 
Between
 

Country GrouDps 1980-1983 1984-1987 Periods
 
Reference Group 10th 10th 0
 

Group I, Hi Policy Score 7th 8th +1
 
Group II, Med Hi Pol Score 5th 6th +1
 

Group III, ed Lo Pol Score 3rd 5th +2
 
Group IV, Low Po. score 2nd 3rd +1
 

Source: Table 1.
 

The United Statrc and Singapore, the two reference
 
countries, score well into the 10th decile of the range. The
 
highest policy score countries, in contrast, fall in the 7th
 
decile in 1980-1983 and in the 8th decile in 19841987. The
 
lowest policy score countries, in even sharper contrast, fall
 
only in the 2nd decile in 1980-1983 and in the 3rd decile in
 
1984-1987. The apparent improvement between the two periods in
 
the decile placement of the four policy groups is certainly a
 
positive sign. At the same time, there's clearly a long way to
 
go, particularly for the countries in the lower policy framework
 
groups.
 

In sum, the investigation undertaken in A.I.D. suggests that
 

there is room for substantial improvement in LDC policy environ­

ments and good evidence that such improvements could compress by
 

meaningful amounts the gap between actual and potential growth!
 

The Political Economy of Changing the Policy Environment
5. 


It is one thing to establish that the policy environment
 

does matter. It is quite another thing to achieve the
 

efficiency improvii*g gains in the policy environment that would
 

enable potentially higher growth rates to be achieved. The
 

problems are two fold.
 

First, in many instances, policies are not flawed by intent 
but
 

by lack of expertise in devising proper policies. Politicians
 

who are not trained or do not have access to sound economic
 

advice can all too easily become swayed by simplistic and,
 
In the interest of raising urban
ultimately disastrous advice. 


1A
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living standards, they might agree, say, to impose rent
 
controls, fix low prices for food products in urban consumption
 
baskets, reduce interest rates on "productive" loans and,
 
establish high rates of protection to promote local industrial
 
development and jobs. Unless the simplistic appeal of such
 
policies is blunted by pointing out, say, that rent controls
 
will adversely affect housing construction and that food price
 
controls will reduce farmers incentives to produce food products
 
and/or require more imports to supplement domestic supply at a
 
cost to the budget and balance of payments, there is a good
 
chance that politicians will unintentionally introduce policies
 
that promote inefficiency and reduce growth. For this first
 
problem, there is at least a relatively clear albeit only
 
partial solution.
 

There are well trained economists in a large number of
 
LDCs. Often, however, there are too few relative to the demands
 
on their time. There may be specialized areas where there are
 

gaps in the talent that does exist. There may also be no
 
critical mass in the sense that there are no strong and
 

respected voices in the public and private sectors that press
 
for policies that promote objective efficiency considerations in
 

The
resource allocation. The talent problem.is remediable. 

interim solution is to supplement the domestic talent that does
 

areas
exist with technicians from abroad with training in the 

where local capacity is limited. The permanent solution is to
 

create a cadre of well trained economists through a 10-15 year
 
Korea, Brazil and Chile are countries where
training program. 


such training has paid large dividends in creating highly
 

capable indigenuous economic capacity.
 

Having economic talent is a necessary condition. Tt is by
 

no means sufficient because disposing of economic taleIt is
 

quite distinct from using it. The second, and far -,reserious
 

problem, is the political economy of improving economic
 
policies.
 

The fact of the matter is that no matter how 'badpolicies
 

may be from an efficiency point of v-ew, thereT7s virtually
 

always someone or some group that benefits directly from the
 
More often than not these groups
maintenance of the status quo. 


as well as have large
and individuals are politically powerful 

investments and high future income flows to protect.
 

Cases in point are easy to find. Efforts to reduce
 

effective protection in Costa Rica, Panama, Argentina, 
Chile and
 

a host of other countries have run smack into powerful
 

individuals and groups, often in alliance with one another, 
that
 

http:problem.is
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have important economic stakes in maintenance of the status
 
quo. To continue the example cited earlier, the Panamanian firm
 
that *manufactures" spiral notebooks wants monopoly profits
 
maintained. That, to the firm, means three things--that nominal
 
protection on the notebooks remains high, that the firm
 
continues to receive tariff exonerations on its intermediate
 
imported inputs and that import licenses or access to foreign
 
exchange for imports continue to be used as vehicles to control
 
the entry of potential rival manufacturers. The profits and
 
investments that are involved are sufficiently high to lobby for
 
maintenance of the status quo with those who have the power to
 
maintain it.
 

Throughout much of Asia and Latin America, 'efforts to
 
rationalize credit policy run into similar barriers. The
 
groups/activities that receive credit in preferential amounts
 
and at preferential rates are the first to protest against
 
efficiency related proposals to end their privileged position in
 
the credit allocation system. It is easy to understand why
 
firms and industries in countries as diverse as the Philippines,
 
Argentina, Egypt and Indonesia have reacted so negatively.
 
Oftentimes real investment in plant, equipment, technology,
 
etc., has been undertaken in support of activities that have
 
been receiving subsidies through the credit system. If and/or
 
when the subsidies end, the value of this investment may have to
 
be substantially written down, if not written off to zero.
 
Again, this provides a powerful incentive to lobby for the
 
maintenance of the status quo and to deploy resources in support
 
of such efforts.
 

in many ways, the most poiU.kant
Egypt is the classic and, 

.. ion
onsumz.p
example. The composition of investment, production, 


and employment has been built up over three decades d',ring v,ich
 

the structure of relative prices has become increasingly
 
divorced from the structure that reflects what real relative
 
costs are. The efficiency costs of the distortions are
 

the Egyptian Government perceides as
 enormous. So also are wh z 

the political and sociael adjustment costs with the result that
 

the preferred path by Goe,:nment itself is to try to maintain
 
The Egyptian dilemma is that it is impossible
the-status quo. 


resource
to maintain the status quo because the real 

requirements of maintaining it simply cannot be met.
 

To illustrate, take energy and food prices in Egypt and the
 
Since 1973,
consequences of what they are as.a case in point. 


- 20% of their real
energy prices in Egypt have been about 10 

_ to the economy. On the basis of the low financial cost of
 

energy, public and private sector firms and individuals have
 



made7-cho~~~ ~ opou~~ ~ -7-nhw 	 ticso-wa 	 ht 

uiadeustries povideweamopres.ceBotho od 	 that'pr ucye it 

intensive products." If Egypt were 1to, cose both" production ''
 

facilities and, export the 'oil iquivaleht ofthe energy'~saved,
 
'Egypt could? import all of the foregone, domestic production .Of
 
aluminum' and 'fe'rtil'izer andiave a net-surplus of,export:"
 
earnings. Miore generally,"firms, farmersand',individuals
 
throughout' the 'economy, rich'land pooralike, have chosen to use ~
 
enry-nesv t'honyta is'incorporated 'in motors,
 
irrigation systems, trnnsport' equipment'a ote aia
 

equipmnent. The equipment uses a lot of.'energy but is relatively 
cheap 'initially as coprdwith alentvsta~a be more 
expensive initially but use a lot less energyo From.. a f inancial 
perspective, the choices are perfectly rational,"-Prom an~ 
economic-point of view,. they are a disaster becausel as the 

... 	 aluminum and fertilizer exampe ugsrtyuersocs
 
inefficiently.........lssg~',t~ s eore
 

Why, thereforej isn't something done to use resources.,< 
efficiently. To see why, ask what would ,happen if, oherigrea
- ' 

energy prices were to rise teniold (or fivefold) 
-C, 	 ,costs to the~ economy.' Whilethis is iot the place to"'trace,' 

economy wide impacts, some things are quite clear., Inlumany_ ''v::K 
cassfirms could not pass.~on th'e 'nergy price' increases- into, 

ou.....tput price increases, with the result that profits, of,1irms 
,using energy 'intensive production methods might fall to zero or, 

'~become negative. . Whole industries'like auminum andfert.ilizer 
&JLUUULA.JUJI me eergy,1ensive proucon' 'i.mign~cose. 


''t..echnology in place 'in 6th~r 'industries, 'would ,have to be ­
subst'antially-"written off.Those industries' and f irms that... 

. might be faced with large retrofitt.ing' 
expenditures. .Big problems" would, remain even if"firms culd '''7 

pase rg-pieincreases, forward into output price 
7,increases.~ There would be a~t least an initial upwardi adjustmerit' 

in' prices" that" could be politically destabilizing or use.I tob 
'achive destabilization ends by opponents",of' the. regim',e.-IWhat 

could 	 still bepoial 


'X 

s true of, energy pri~es, is also Itrue.'f food~pri6e Isjin fact, " 

', 

--' 

~Y~ii'~A I. 4~ estimated "in: the early. 1980O's "that t'he average.hhsehold" 
~~ o ncraelf2" 25 in
 

"..--~ Corder 1t6 buy.;the avrg odbske,'fte od items 'in the
 
~"""""~, ~basket were zincreased ,to 'their ,real cost tothe econ'6,my'. "'-"
 

Govr'mns-do'not.,win"ip larity,,contests by rai sifgn -prices.
 
~ Egypt's~ pricing~ structure fo fodadenergy,". when placed ,in a 
 -;?~~ 

'otxhl
P~~ oltia oepanterlcac 	 on the part of 
;tDCgovernents to introduce the .type of economic\'policy 

-"- reforms that are "desirable. 
Sman 


'.t"i~ 	 ' 
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tR[lTIMONETART 	 FOREIGN TRADE POLICY RESPONSE IUREAUCRATIC POLITICAL RECEPTIVITY/ IOTK. 
RION COUNTRY POLICY TA IMINEI PRICIN! REGIME AND AEGImE RECIP+E IRPLRE[NIATION RECORD[ICHARGE REGIME SCORE 

foils fill? lOl13 14117 l0/ll 14/11 80113 34/81 30/83 14117 1018314/17 10/13 sil? l01l 3411? ...... ....... 00•0*e .- . .	 . *.0 . . ...... •.
... . . .	 . O -... m 4,4.* *.........l . ........... . ............................*0.*. l*o•~~ e . . .............. . ~ i ... O .I.O.. •
........ 
 . .
 ............
 

Ant 	 flypt *3.0 -3.0 -1.0 -1.O -5.0 -3.0 -5.0 -7.0 4.0 4.O •.5 -1.5 -4.0 -4.0 -21.3 -30.5
IeWo41il 	 *.5 0.$ 0.0 0.0 -3.0 -3.0 5.0 5.0 2.0 2.0 -5.0 -3.0 1.0 3.5 -3.5 4.0
Ja'gaa 5.0 -3.0 	 5.0 3.0 2.0 .- -1.5 3.0 3.0 12.0 11.57.0 "3.1 	 5.0 5.0 3.0 5.0 

?Miitia 3, "5.5 "5.0 ".. 3*'0 *|.5.. " 5.0 -2.0 4.0 -3.0 "1.0 0.5 0.5 *25.3 "1.5 
lhillaed 1.0 1.0 3.0 3.0 -0.5 "0.3 5.0 5.0 -1.0 3.0 -2.0 -2.0 3.0 3.0 11.5 11.3P"IaIppaets -5.0 3.0 0.5 3.0 0.0 2.0 -3.0 1.0 4.0 4.0 -5.0 -5.0 1.5 2.5 -3.0 10.5
h11laljdla "].5 2.0 -1.5 -1.5 0.0 1.0 "3.0 -3.0 3.0 4.0 -2.0 -2.0 3.0 3.0 -4.0 .s 
Iis -3.0 ". -0.3 -0.3 .0 -.0 1.0 1.0 1.0 2.0 1.0 1.0 -2.5 -3.5 -10.0 *2.0 
AIvHAct 	 -1.4 1.4 -0.9 -0.9 -1. -0.1 -0.1 1.3 0.3 2.3 -3.4 -2.5 0.7 1.0 -. 3 2.0 

......................... 	 .............................................................................................................
 

LaC 	 h6l. 3.0 5.0 -3.0 -3.0 1.0 1.0 3.5 3.3 2.0 4.0 -i. -2.0 -0.3 3.0 7.5 13.3
Coii, H1 -5.0 1.0 -2.0 0.0 1.0 1.0 -1.1 3.0 -2.0 2.0 -1.0 1.0 -3.0 3.0 -it.# 11.1 so. lpub. -3.0 *3.0 0.0 0.0 -5.0 -3.0 -1.0 -3.0 -4.0 -2.0 -5.0 -4.0 -3.5 -3.3 -21., -20.5
Icul.or 	 -5.1 -5.0 -5.0 -53.0 -4.0 0.0 -1.0 1.0 -1.3 0.3 -3.0 -3.0 -4.0 0.0 -25.3 -I3.5
(I Saillest 	 -0.0 -. 0 -2.0 -4.0 -4.0 -4.0 -3.0 -5.0 -4.0 0.0 -. 0 -1.0 -1.0 -2.0 -20.0 -21.0switaoll 1.0 1.0 -2.0 -2.0 -3.0 -3.0 -1.0 -7.0 0.0 2.0 0.0 3.0 0.0 0.0 *,.O -1.0
Jaseica 	 -3.0 0.0 -3.0 -3.0 -4.0 -4.0 -5.0 3.0 -4.0 2.0 -3.0 -3.0 -3.3 2.5 -23.3 -0.5 
For 	 -4.0 -5.0 -2.0 -2.0 1.0 -3.5 1.0. -3.0 1.0 -2.0 *1.0 -7.0 4.0 -4.0 -0.0 -21.5
lolivia 	 -3.0 5.0 -4.0 -1.0 -5.0 "1.0 -7.0 1.0 .4.0 2.0 -4.0 -2.0 -4.0 4.0 -31.0 20.0 
Neill 	 -1.0 1.0 1.0 1.0 -3.0 -t.0 [. -3.0 0.0 2.0 -3.0 -3.0 1.0 2.0 -1.0 -1.#
 
Ko~den1 2.0 2.0 -3.0 -3.0 -0.3 1.5 0.0 -*.0 -2.0 -3.0 • -4.0 -4.0 -3.0 -3.0 -10.3 -15.5 

hEARSE 	 -2.0 -0.4 -2.1 -3.3 -2.3 -0.? -2.9 -0.1 -3.1 0.1 -3.1 -3.1 -1.4 0.2 -30.0 -0.O 
---------.-------------...-...------------0.0 n...nn..----- 3.3 --------------------------------...---.-..---------------..-------------------------------------7.0 4.0 4.0 2.0 20.0MU 	 hllo.eaa 3.3 3.3 0.0 3.3 7.0 2.0 2.0 2.0 22;.0 

to 3.5 3.5 2.0 2.0 0.0 0.0 7.0 7.0 4.0 4.0 3.0 3.0 1.0 1.0 20.3 20.3
11ala -3.0 3.0 1.0 1.0 -3.0 -3.0 3.0 3.0 0.0 2.0 -3.0 -4.5 -4.0 0.0 -31.0 1.5
ti,l3a 3.0 3.0 2.0 2.0 -0.5 -0.5 1.0 -4.0 0.0 -2.0 -7.0 -7.0 0.0 -4.0 4.3 -11.5 
lItll -3.0 3.0 1.0 1.0 -3.0 -1.0 7.0 t.5 2.0 4.0 4.0 4.0 4.0 4.0 31.0 21.5 
POallaatI4 -. 0 -1.1 -4.0 -2.0 -. 0 -5.0 -3.0 -1.0 -4.0 -2.0 -3.0 -. 0 -4.0 -2.0 -32.0 -20.0 
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This is a high priority task which I've discussed at some
 
length with the Administrator and our new chief economist. At
 
the same time, we are aware of the workload implied by the
 
questionnaire. In the interests of keeping the initial
 
workload down and speeding up the provision of the required
 
information, the period 1965-79 need not be addressed at this
 
time. Moveover, some responses may be indicated as subject to
 
further investigation/verification. Please have your chief
 
economists working towards a 9/05/88 deadline for this.
 
Country compilations should be forwarded as completed to J. La
 
Pittus, Director, PPC/EA.
 

Clifford M. Lewis
 
November Report Director
 

Attachment:
 
Economic Policy Orientation
 
Typology
 

/ 



AGENCY FOR INTERNATIONAL DEVELOPMENT 
D C. 20323WASHINGTON. 

July 26, 1988
 

MEMORANDUM
 

TO: 	 ANE/DP, M. Crosswell
 
AFR/DP, J. Wolgin
 
LAC/DP, J. Fox
 

FROM: 	 AAA/PPC/EA, Jerome R. La Pittus
 

Economic Policy Orientation Typology
SUBJECT: 


The questionnaire has been designed to permit "yes' 
and 'no"
 

Except for section VIII, a -yes'
 responses to each question. 

response is indicative of a policy framework 

that is not market
 
a policy framework
A Ono" response is indicative of
oriented. 


that is market oriented.
 

There are alternative ways to score the questionnaire. 
I ask to
 

bear your indulgence until we discuss the appropriate 
course to
 

to quantify yes and
 
take. The simplest way to obtain a 'score' is 


no responses with values of -1 and +1 respectively. 
Using this
 

approach, the proportion of total responses with 
a +1 value will
 

be 100% if policy is 100% market oriented and 0% if policy 
is 0%
 

market oriented.
 

All other scoring systems involve weighting 
patterns that diverge
 

from equal weight for each question. For example, each
 

subaggregate can be given its own market orientation 
score using
 

th- approach above and they can then be added up in 
accordance
 

wizh a weighting system designed to characterize 
the relative
 

importance of each subaggregate.
 

Attachments: a/s
 

#3108A
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T4SLeO . Dono:ic Policy Orlentatlon Typolo.y 

Average 1900-87 
over 
period 1980-83 1984-07 Trends/Explanatio 

-ed t/onetarr Poli i a!posit rates less than inflation. 

!edit allocation by administrative regulation 
,eater than 20% of total credit. 
'eferences accorded 
J cost of credit, 

public sectorl 

1) allocation of credit. 
inking system nationalizcd 
of total credit from public banks greater than 20%. 
:ntral Bank rediscount on specialized credit lines 
re greater than 20% of total credit extw-,ed by 
inking system 
iterest rate cellings exclude/preclude arnr 
)rtcwers from forral banking system. 

OVMRALL CLA=C1U ATItVSMfl 

raxation 
ic:om tLaxe less than 201 of total taxes. 
Ifective rate of protection in excess of 20%. 
iterest earned on government bonds exept from 
ixes. 
jblic Sector entities enjcy-'ertions f£€rs 
rport, export, other taxes. 
axes that distinguish between origin and 6esti­
ition of production greater than 201 of total, 

OVEML CL%.kOIACrMI A? O:)PXtV 

Prices 
.oncmically iriportant input prices subject
)ntrols, public wrketing channels. 

to 

.onomically iportant output prices subject to 
)ntrols, public racketing channels. 
iergy prices held significantly below other 
restic prices. 
gqnificant dirtortions In the structure of relative 
ices. 
rec 20% of CFZ basket subject to price controls. 

OVIDALL COARACTRZATIOI/5CRM 



Foreign Exchange Regirme 
Divergence bctwccn ofLcical and racket exchange 
rates In excess of 20%. 
xchange rates not uniform across products, across 
exporters, irorters. 
Public sector enjoys preferential cost/access to 
foreign exchanqe.
 
Over 20% of foreign exchange transactions outalde
 
of primary official rate.
 
Access to foreign exchange for irports irportantly
 
dependent upon availability of dometic substitutes.
 
Country deemed to have multiple currency practices.
 
Tarlffs, quotas, etc., significantly distort Irport
 
prices.
 
Rationing techniques are used to allocate at least
 
20% of foreign exchaw:ge.
 
Exporters are cbligated to sell at least 20% of forcign
 
excharre to Central Bnk/h.netary uthotity.
 

OV7I CHAWACTER ZATI0VSXPR 

Policy Resonse to Exogenous Shocks 
ar Ckher Adverse Impacts
DrTestic prices not permitted to track Inter­
national price developwments for key tradeable# 
(pqtroleum, energy, grains, other).
 
External borroing xcessive relative to debt
 
service capacity.

Payments arrearages iftriortant source of supple­
mentary external financing. 
Stabilization policies not rapidly introduced 
and not in correct mix/.&unti. 

OvV.LL CfARACTDU ZATIOtVOORE 
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Average 
OVer 

period 

1960-97 

1900-03 1904-87 Trends/Explanaloam, 
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Average 
ove r 
period 

19B0-87 

1980- 3 1984-87 T s a 

bureaucratic Impacts on trcornmic Activity
ticcnses/approvals Loc econcnlc activity conmon and
subject to abuse or provide rent to holder. 
Adinistrative rules/regulations Are costly In torr 
of tine, fees, procedures.
Judicial system does not guarantee property rights.
Bribery important factor In gainirng approvals.
Govetrvent does not permit decentralized decialon on local taxes or on revenue collected locally.
rce (or service not establishtd practice In any rajoc area.Public sector heavily involved in nmnaremnnt/ownership of
activities that can be run at least as efficiently by
private sector. 

OaA.LL CHARACF IOATZOtS 

1.Overall measures 
Is 1IMFco .pliance record poor?
Is World Bank ccmpliance record poor?
Are few Influential 9ov't policymaker8 
cTtted ,,; ncket liberalization? 
Your overail assessrent of antipathy 
toward markets. 

O'taLL C~kRACTOU ZATZOSXPX 

It.Sensitivity to£zoq usaShocks/Factore
Strong ItCEc on c6.wstIc economy of o=D level of 
activity.
Heavily affected by InternatiorAl energy pcic 
developments.
Drought/other natural disasters frequent,

OVULALL OAACrtI ZAZC"/MRE 
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ANNEX D. SOCIAL ANALYSIS
 

A., Social Analysis
 

The project will begin at a critical time in Peru. The country's
 
prolonged social and economic deterioration has greatly increased poverty,
 
fostered growing violence, and undermined confidence in the ability of the
 
society to hold together. The changes in economic policy initiated by the
 
Fujimori government open up possibilities for recovery and for long-run social
 
gains, however, questions remain as to the program's near-term social impact
 
and in defining the most appropriate economic course of action over the next
 
several years. The PAPI project will help to identify key problem areas and
 
clarify the costs and gains of alternative policy options. The project can
 
help achieve significant gains through the design and implementation of policy
 
options that are oriented toward reversing the trend of increasing poverty,
 
while strenrjthening the capacity of the economic system to function
 
effectivelv-


The social analysis will address the following three issuess (1) the
 
social impact of the government's economic policy reforms. (2) the need foi
 
and spread effects of the proposed social emergency programl and (3) the
 
potential social-economic impact of the PAPI project.
 

1. The social impact of the economic policy reforms
 

The immediate impact of the Fujimori government's economic
 
policy reforms on the mass of the population has been primarily negative.
 
This negative impact must be quickly reversed, especially for people living
 
under conditions of acute poverty.
 

The basic thrust of the stabilization program is to stop
 
hyperinflation and the deterioration of the productive system. This will be
 
accomplished by raising government revenues to offset the fiscal deficit and
 
eliminate distortions in the price system, while allowing market forces to
 
operate more freely. A close relationship exists between prices charged by
 
state-owned firms and the subsidies allowed on basic commodities. The
 
previous government incurred large fiscal deficits and financed these deficits
 
through Central Bank funding, which resulted in severe hyperinflationary
 
pressure. Price controls and direct subsidies were imposed on public services
 
in order to hold down specific service and commodity prices. This approach
 
was particularly costly when applied to prices of foreign exchange and
 
state-owned firms. Although it was imperative to correct relative prices, the
 
sudden jump in prices for petroleum products translated into higher costs for
 
gas cooking and public transportation. At the same time, lower income groups
 
were hit particularly hard by the removal of subsidies on food imports and
 
domestic food supplies. Thus, the degree to which living standards fall and
 
the time necessary to improve these standards, will depend on many factors
 
determined by the impact of economic and social policies.
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At present, some of the most pressing issues arej (1) wage policies,
 

employment, and sustainable tLrgets for living standards, (2) policies with
 
respect to food prices, supplies, and distributiony (3) import prices,
 
exchange rates, tariffs, and export incentives; (4) the structure of taxes and
 
government spending, and (5) the nature and scale of the Social Emergency
 
Program ("Programa de Compensaci6n Social").
 

With respect to wages, employment, and living standards, whatever
 
choices are made need to be supported by technical criteria and the need for
 
practical application. If wages are raised too sharply to compensate for the
 
n, itive effects of higher food and gasoline prices, and for the higher cost
 
ot public utility services, then the stabilization effort could fail. On the
 
other hand, if nominal wages are kept under tight control, implying a very
 
sharp drop in real wages and purchasing power, living standards could be
 
driven down for many people already in acute poverty, with falling demand
 
worsening the rates of unemployment and underemployment, which are already
 
high.
 

The establishment of a consistent and coherent policy of minimum
 
wage is an area of critical importance for the nations' poor. The
 
government has taken immediate steps to help marginal income people by means
 
of significant salary increases. (Minimum wage earners now comprise
 
approximately 11 percent of the total labor force). However, there most
 
likely exist many more workers in the informal and agricultural sectors who
 
earn far below the minimum wage. As a resjlt, any abrupt change in relative
 
prices can be expected to hit the informal sector particularly hard. At the
 
same time, higher prices may produce a counter effect in terms of increasing
 
rural incomes. The latter is particularly likely since the elimination of
 
import subsidies on food commodities (representing 80 percent of food
 

commodity prices), will raise prices as well as the incomes of producers of
 
agicultural products. Within the agriculture sector, the anticipated gains
 
and loses are not clear. Producers in markets with strong demand should gain,
 
while the more self-sufficient small producers and landless rural labor will
 
most likely lose. The issue of what can be done to neutralize or avoid losses
 
for the poorest population will be addressed through the application of PAPI
 
technical resources.
 

Financial implications of the reform package include the near-term
 

effect of currency appre-iation, particularly with respect to liquidity
 
shortages which could threaten the viability of private firms currently in a
 
sound financial condition. As measured by the Cuanto index of consumer
 
prices, the price index increased by 136 percent the day after the
 
announcement of the stabilization program. This implies a loss of
 
approximately 70 percent in real wages and real money supply. A modest
 
downward shift in prices over the next week was attributable to the sudden
 
drop in demand, and the need for currency arbitragers to gain liquidity.
 
However, this same need for liquidity forced people to shift from dollar
 
holdings to the purchase of local currency Intis, thereby creating strong
 
currency appreciation just when the government intended to bring about local
 
currency depreciation favorable to exporters. This unforeseen problem
 
illustrates the need for prior identification of key constraints, and prior
 
study of the interrelationships of economic variables before sound and
 

sustainable economic policies can be established.
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Within the present policy context, current tariff policies may
 
interact with exchange rate policies in a negative way. For example, a key
 
objective of the government is to reduce tariffs. In particular, the GOP is
 
striving to reduce differentials among tariff rates, while avoiding the
 
possibility of destructive import competition through depreciation of the
 
currency. In the application of an effective policy for tariff reduction,
 
however, delays in tariff reforms are due primarily to misgivings of the
 
government's own economic advisors as to the appropriateness of economic
 
policy proposals, rather than any strong opposition by the private sector.
 
Instead of the originally proposed division between a maximum rate of 50
 
percent applied to industrial finished goods, and a minimum rate of 10 percent
 
for all other products, the present discussion revolves around a more narrowly
 
defined range of 15 to 25 percent for all imported goods. Although this would
 
lessen market distortions, it also implies less protection for emerging and
 
new industries: With a 15 percent tariff on imported food commodities, it 
would also imply a marked change in future relative prices as compared to 
prior subsidies on food commodity imports. The near-term social impact of 
intensified competition for industry and higher prices for food imports,
 
could result in an extended period of time required to halt acute poverty, and
 
provide some of the means needed to alleviate the conditions of joblessness
 
and create viable employment.
 

It seems clear that the stabilization program could have serious
 
negative effects on the urban poor, as well as the great mass of urban
 
consumers who are not in the borderline poverty category. Yet the
 
stabilization program will have a positive impact on rural wage-earners. All
 
of these issues and potential constraints will require careful study in order
 
to clarify policy options, and strengthen the policy dialogue and
 
decision-making process.
 

A recent AID memorandum by Ben Hoskins, "Social Emergency Program",
 

June 27, 1990, describes a wide range of possible actions and recommends
 
immediate action on nutritional studies as a first priority. He also
 
recommends that a team begin to study both the Bolivian Social Emergency
 
Program and programs for targeted commodities. Ull of these are promising
 
possibilities for design and implementation of programs that could make a
 
significant contribution to alleviating extreme poverty in the years ahead.
 
The new government is understandably swamped by the magnitude of the problems
 
involved in the stabilization effort at present, and has done little as yet in
 
the design of a significant program to reduce extreme poverty. Studies
 
initiated in the next six months could help both to clarify alternatives and
 
to prepare for active programs as soon as resources become available.
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ANNEX E. WAIVERS
 

JUSTIFICATION iOR WAIVER PERMITTING LOCAL PROCUREMENT
 

Problemi
 

There is a need for a source and nationality waiver under the PAPI
 
project to permit the local procurement of services and commodities. A waiver
 
of nationality is required for project services totalling $700,000, and a
 
waiver of source is required for local American-made commodities, estimated to
 
be $10,000.
 

Discussiona
 

The PAPI project will provide support to the new GOP in the form of
 
technical personnel and a limited amount of commodities related to the
 
analysis of macroeconomic and sectoral policies. Technical services are
 
required to establish a project technical unit within the office of the
 
Secretary of the Presidency (SEP). The technical unit will play a key role in
 
the review and implementation of project requests for policy analysis,
 
studies, assistance and training. Three long-term Peruvian economists are
 
needed to staff the technical unit of the SEP at an approximate cost of
 
$300,000 over the LOP.; In addition, project resources will be used to
 
contract short-term Peruvian technical assistance, up to an amount of
 
$400,000, to respond directly and rapidly to the requests from the SEP for
 
policy technicil assistance/analyses.
 

It is anticipated that a limited amount of American-made commodities will
 
be required to support the efforts of the technical unit. Several computers
 
and software programs related to policy analysis will be procured locally,
 
based on convenience and the availability of American-made computer products.
 

The availability of a significant number of well trained Peruvian
 
economists is critical to the success of the project. The project could more
 
effectively achieve its objective of developing a cadre of economic policy
 
analysts, needed to strengthen policy dialogue and improve the policy
 
decision-making process in Peru, if procurement of these services were
 
permitted under the project. Local economists procured with PAPI resources
 
would also be capable of complementing and providing follow-up assistance to
 
the short-term technical expertise procured through the Project's
 
institutional contractor mechanism.
 

Support for the technical uthit and short-term technical assistance is
 
required in the form of several American-made computers and related software
 
to effectively carry out policy analyses, and develop a data base of
 
information for measuring project results and comparing progress with other
 
economic policy indicators. Both of these activities are critical to
 
accomplishing the policy analysis and information dissemination objectives
 

established for the project.
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Authorityi
 

In accordance with A;ID. Handbook 1, Supplement B, Chapter 5D, 10a(l),
 
the justification criteria for granting a waiver of nationality for the local
 
procurement of services is based on "such other circumstances as are
 
determined to be critical to the success of project objectives". Likewise, in
 
accordance with A.I.D. Handbook 1, Supplement B, Chapter 5B, 4a, the
 
justification criteria for granting a waiver of source for the local
 
procurement of commodities is based on "such other circumstances as are
 
determined to be critical to the success of project objectives".
 

Recommendationa
 

That you authorize a waiver for the local procurement of up to $710,000 of
 
services and American-made commodities, over the four and one half year
 
life-of-project, effective as of the date of your signature of the PAPI
 
Project Authorization.
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JUSTIFICATION FOR WAIVER OF PROCUREMENT OF TRAVEL FOR PARTICIPANT TRAINING
 

Problems
 

You are requested to approve a waiver of the requirement that the host
 
government fully fund international participant travel costs, to enable the
 
use of resources authorized under the PAPI project to cover the cost of
 
international participant travel.
 

Discussions
 

The project contemplates an extensive training and information
 
dissemination component, part of which will require participant training in
 
the U.S. and third countries on a short-term basis. The project also includes
 
long-term participant training through the provision of five scholarships for
 
graduate level degrees in Economics.
 

Project beneficiaries of the participant training activities will include
 
mid-level policy analysts within the key policy-making government Ministries,
 
and other GOP entities such as the Central Reserve Bank and the Secretary of
 
the Presidency. High level policy officials within the new government,
 
together with key private sector representatives of business organizations,
 
are also primary beneficiaries of project participant training programs.
 

The Project anticipates a considerable amount of in-kind support provided
 
by both GOP Ministries and other GOP entities, in particular the BCR. The
 
extensive use of BCR economists in the design and implementation of policy
 
studies and the in-country training programs is key to the successful
 
accomplishment of project objectives. The Project also relies on the
 
back-stop support of the Secretary of the Presidency in terms of coordination
 
and policy analysis follow-up, and for the provision of in-kind support for
 
office space and limited amounts of secretarial assistance.
 

GOP financial resources are not adequate to provide for full travel costs
 
for the participant trainees given the current critical economic situation in
 
Peru. Although the majority of the proposed target group for project funded
 
participant training activities are not from economically disadvantaged
 
backgrounds, the level of in-kind support provided by the GOP for
 
project-related activities more than compensates for travel costs funded under
 
the project. Without the proposed participant training activities taking
 
place in the U.S. and appropriate third countries, the project would not be
 
capable of overcoming some of the key constraints to the development of a
 
strong policy decision-making process and the establishment of a cadre of
 
well-trained policy analysts within the primary GOP policy-making Ministries
 
and organizations.
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Authority&
 

Chapter 16, provides that the 	cost of international
A.I.D. 	Handbook 10, 

cost of travel
travel, including incidental costs en route as well as the 


between the participant's city and the points of departure and return in the
 

host country government or
participant's home country, shall be paid by the 


other local sponsor unless, in the case of Mission-funded participants, the
 

Mission Director has justified and authorized full or partial waivers and has
 

so notified the Office of International Training (OIT) in AID/Washington.
 

Chapter 16, Section C.5, provides for the
However, A.I.D. Handbook 10, 

the decision of
possibility of waiving this requirement and leaves 


justification and issuance of such waivers to the Mission Director.
 

Recormnendations
 

That you authorize a waiver 	for the procurement of all travel costs
 

activities for GOP participant trainees
related to participant training 


selected under the project, effective as of the date of your signature of the
 

Project Authorization.
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5C(1) - COUNTRY CHECKLIST
 

Listed below are statutory criteria applicable
 
to: (A) FAA funds generally; (B)(1) Development
 
Assistance funds only; or (B)(2) the Economic
 
Support Fund only.
 

A. GENERAL CRITERIA FOR COUNTRY ELIGIBIT
 

1. FY 1990 Appropriations Act No.
 

gec. 562-021. Has the President
 
certified to the Congress that the
 

government of the recipient country is
 
failing to take adequate measures to
 

prevent narcotic drugs or other
 

controlled substances which a:e
 
cultivated, produced or procezised
 
illicitly, in whole or in part, in such
 
country or transported through such
 
country, from being sold illegally
 
within the jurisdiction of such country
 
to United States Government personnel
 
or their dependents or from entering
 
the United States unlawfully?
 

2. FAA Sec. 481(h); FY 1990 Yes. The President
 

AprPpriations Act &S c. 569 b. (These certified in 1988
 
provisions apply to assistance of any INSCAR that Peru has
 

kind provided by grant, sale, loan, cooperated fully with
 

lease, credit, guaranty, or insurance, the United States and
 

except assistance from the Child that the vital national
 

Survival Fund or relating to interests of the United
 

international narcotics control, States require the
 

disaster and refugee relief, narcotics provision of assistance.
 

education and awareness, or the
 

provision of food or medicine.) If the
 

recipient is a "major illicit drug
 
producing country" (defined as a
 

country producing during a fiscal year
 
at least five metric tons of opium or
 

500 metric tons of coca or marijuana)
 

or a "major drug-transit country"
 

(defined as a country that is a
 

significant direct s'ource of illicit
 

drugs significantly affecting the
 

United States, through which such drugs
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are transported, or through which 
significant sums of drug-related

profits are laundered with the
 
knowledge or complicity of the
 
government) : (a) Does the country have 
in place a bilateral narcotics
 
agreement with the United States, or a 
multilateral narcotics agreement? and
 
(b) Has the President in the March 1
 
International Narcotics Control
 
Strategy Report (INSCR) determinedand
 
certified to the Congress (without
 
Congressional enactment, within 45 days

of continuous session, of a resolution
 
disapproving such a certification), or 
has the President determined and 
certified to the Congress on any other 
date (with -enactment by Congress of a 
resolution approving such.
 
certification), that (1) during the
 
previous year the country has
 
cooperated fully with the United States
 
or taken adequate steps on its own to 
satisfy the goals agreed to in a 
bilateral narcotics agreement with the 
United States or in a multilateral 
agreement, to prevent illicit drugs
 
produced or processed in or transported
 
through such country from being 
transported into the United States, tn 
prevent and punish drug profit 
laundering in the country, and to 
prevent and punish bribery and other
 
forms of public corruption which
 
facilitate production or shipment of
 
illi'cit drugs or discourage prosecution
 
of such acts, or that (2) the vital
 
national interests of the United States
 
require the provision of such
 
assistance?
 

3; 	 1985 DPr_ Act Sec. 2013. (This section 
applies to the same categories of 
assistance subject to the restrictions 
in FAA Sec. 481(h), above.) If 
recipient country is a "major illicit 
drug producing country" or "major 
drug-transit:country" (as defined for 
the purpose of FAA Sec 481(h)), has the 
President submitted a report to 

No such, report has
 
been submitted to
 
the Congress.
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Congress listing such country as one:
(a) which, as 
a matter of government

policy, encourages or facilitates the

production or distribution of illicit
 
'drugs; (b) in which any senior official
 
of the government engages in,
 
encourages, or facilitates the
 
production or distribution of illegal

drugs; (c) in whici any member of 
a
 
U.S. 	Government agency has suffered or

been threatened with violence inflicted
 
by or with the complicity of any

government officer;, or (d) which fails 
to provide reasonable cooperation to

lawful activities of U.S. drug
enforcement agents, unless the 
President has provided the required

certification to Congress pertaining to

U.S. 	national interests and the drug

control and criminal prosecution
 
efforts of that country?
 

4. 	 FLkA c . If assistance is to a
government, is th3 government indebted
 
to any U.S. citizen for goods or
 
services furnished or ordered where:

(a) such citizen has exhausted 
available legal remedies, (b) the debt
 
is not denied or contested by such
 
government, 
or (c) the indebtedness
 
arises under an unconditional guaranty

of payment given by such government or 
controlled entity?
 

5. 	 FAS_{. 0). If assistance is 
to a government, has it (including any
government agencies or subdivisions)

taken any action which has the effect 
of nationalizing, expropriating, 
or 

otherwise seizing ownership or control 
of property of U.S. citizens or 
entities beneficially owned by them
without taking steps to discharge its
obligations toward such 	citizens or 
entities?
 

No
 

Allegations of expro­
priation have been made
 
against the GOP. A
 
petition to terminate
 
the GSP designation of
 
Peru because of the
 
alleged expropriations
 
has been referredto
 
the Interagency
 
Expropriation Group.
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6. 	 FAA Secs 20(a). 620(f) 62 1990 No 
Aprpriations Act_ s 512, 548. Is
 
recipient country a Communist country?
 
If so, has the President: (a)
 
'determined that assistance to the
 
country is vital to the security of the
 
United States, that the recipient
 
country is not controlled by the
 
international Conmunnist conspiracy, and
 
that such assistance will further,
 
promote the independence of the
 
recipient country from international
 
communism, or (b) removed a country
 
from applicable restrictions on
 
assistance to communist countries upon
 
a determination and report to Congress
 
that 	such action is important to the 
national interest of the United
 
States? Will assistance be provided
 
either directly or indirectly to
 
Angola, Cambodia. Cuba, Iraq, Libya,
 
Vietnam, South Yemen, Iran or Syria?
 
Will assistance be provided to
 
Afghanistan without a certification, or 
will 	assistance be provided inside
 
Afghanistan through the 
Soviet-controlled government of
 
Afghanistan? 

7. 	 FAA Sec. 62_0_(i. HaJ the country No 

permitted, or failed to take adequate
 
measures to prevent, damage or
 
destruction by mob action of U.S.
 
property?
 

8. 	 FAA SecL_620II. Has the country Yes. However, the GOP 
failed to enter into an investment is officially discussing 
guaranty agreement with OPIC? signing the agreement. 

9. _AASe. 62 _ FhermensProtective No 
6Lt__0_f 1967 (as amended) SgLC5. (a) 
Has the country seized, or imposed any 
penalty or sanction against, any U.S.
 
fishing vessel because of fishing
 
activities in international waters?
 
(b) If so, has any deduction required
 
by the Fish'ermen's Protective Act been
 
made?
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10. 	 FAASeg. 620():L ) FY 990 Apprp1itj 
Act__Me.m__nek Jel. _J (a)
Has the government of the recipient 
country been in default for more than 
six months on interest or principal of 
any loan to tile country under the FAA? 
(b) Has the country been in default for 
more than one year on interest or 
principal on any U.S. loan under a 
program for which the FY 1990 
Appropriations Act appropriates funds? 

11. 	 EAAe 2_s). If contemplated

assistance is development loan or to 

come from Economic Support Fund, has 

the Administrator taken into account 

the percentage of the country's budget
 
and amount of the country's foreign
 
exchange or other resources spent on 
military equipment? (Reference may be
 
mado to the annual "Taking Into 
Consideration" memo: "Yes, taken into
 
account by the Administrator at time of
 
approval of Agency OYB." This approval
 
by the Administrator of the Operational
 
Year Budget can be the basis for an
 
affirmative answer during the fiscal
 
year unless significant changes in
 
circumstances occur.)
 

12. 	 FAA Se .i62_(_t. Has the country 

severed diplomatic relations with the
 
United States? If so, have relations
 
been resumed and have new bilateral
 
assistance agreements been negotiated
 
and entered into since such resumption?
 

13. 	 FAASQ__2DCi_ . What is the payment 

status of the country's U.N. 

obligations? If the country is in 

arrears, were such arrearages taken 

into account by the A.I.D. 
Administrator in determining the 
current A.I.D. Operational Year 

Budget? (Reference may be made to the 

"Taking into Consideration" memo.) 

(a)As of 8/2/89, the
 
GOP was "more than 6 
months in arrears on 
AID Loan No. HIG-527-HG­
011.
 

(b)As of 9/1/89, the
 
GOP has been in default
 
for more than cne year
 
on DOD loans Ncs. 851D
 
and 852D.
 

Yes, taken into account
 
by the Administrator at
 
time of approval of
 
the Agency's O13.
 

-No.
 

The GOP is in arrears
 
in its obligatcry
 
payment of UN dues
 
which must be =aid in
 
order 	to participate. 
Since the arrears came
 
about after issuance of
 
the "Taking into Consid­
eration Memo", the 
Administrator did not 
take it into account in
 
determining the A.I.D.
 
OYB.
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14. FA____Q.CUA. 
Has the President 

determined that the recipient country
grants sanctuary from prosecution to
 any individual or group which has
committed an 
act of international
 
terrorism or otherwise supports

international terrorism?
 

15. 
 -Y 1990 Appropriations Agt-Sjeq 5Has the country been determined by the
President to: 
 (a) grant sanctuary from
prosecution to 
any individual or group
which has committed an 
act of

international terrorism, or 
(b)
otherwise support international
 
terrorism, unles2 the President has
waived this restriction on grounds of
national security or 
for humanitarian
 
reasons?
 

16. [D7A of 
 _ 552 b. 
 Has the

Secretary of State determined that the
country is 
a high terrorist threat
country after the Secretary of
Transportation has determined, pursuant
to section 1115(e)(2) of 
the Federal

Aviation Act of 1958, 
that an airport
in 
the country does not maintain and
administer effective security measures?
 

17. 
 FAA JC._UCbI. Does the country

object, on 
the basis of 
race, religion,
national origin or 
sex, to 
the presence
of any officer or employee of the U.S.
who is present in such country to 
carry
out economic development programs under
 
the FAA?
 

18. 
 669, 
 Has the country,

after August 3, 1977, delivered to any
other countiy or received nuclear
enrichment or 
reprocessing equipment,

materials, 
or technology, without

specified arrangements 
or safeguards,
and without special certification by
the President? 
 Has it transferred a
nuclear explosive device to a
non-nuclear weapon state, or 
if such a
state, either received or detonated a
nuclear explosive device? 
 (FAA Sec.
620E permits a special waiver of Sec.

669 for Pakistan.)
 

No
 

No 

Nd
 

No
 

No
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B. FND1NQ__$URCE
ELIGIBILITX 

CRITERIA FOR COUNTRY 

1. Development Assistance Country Crl 

a. FASec. E1. Has the Department of 
State determined that this government has 
engaged in a consistent pattern of ross 
violations of internationally recognized 
human rights? If so, 'can it be 
demonstrated that contemplated assistance 
will directly benefit the needy? 

No 

b. 
Has 

FY 1990 Apro0priations Act Sec. 535. 

the President certified that use of 
No 

DA funds by this country would violate 
any of the prohibitions against use of 
funds to pay for the performance of 
abortions as a method of family planning, 
to motivate or coerce any person to 
practice abortions, to pay for the 
performance of involuntary sterilization 
as a method of family planning, to coerce 
or provide any financial incentive to any 
person to undergo sterilizations, to pay 
for any biomedical research vnich 
relates, in whole or in part, to methods 
of, or the performance of, abortions or 
involuntary sterilization as a means of 

family planning? 

. ~Economic Support Fund Country Criteria 

c. FhAC_ _5B. Has it been 
determined that the country has engaged 
in a consistent pattern of gross 
violations of internationally recognized 
human rights? If so, has the President 
found that the country made .uch 
significant improvement in its human 
rights record that furnishing such 
assistance is in the U.S. national 
interest? 

No 

d. EY93__A pp.-taiti-_tS 
5 9Idj1. Has this country met its 
eradication targets or otherwise 
significant steps to halt illicit 
production or trafficking? 

drug 
taken 
drug 

Yes 
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5C(2) - PROJECT CHECKLIST 

Listed below are statutory criteria applicable
 
to projects. This section is divided into two
 
parts. Part A includes criteria applicable to
 
all 	projects. Part B applies to projects funded
 
from specific sources only: B(1) applies to all
 
projects funded with Development Assistancb;
 
D(2) applies to projects funded with Development

Assistance loans; and B(3) applies to projects
 
funded from ESF.
 

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO
 
DATE? HAS STANDARD ITEM
 
CHECKLIST BEEN REVIEWED FOR 
THIS PROJECT?
 

A. GENERAL CRITERIA FOR PROJECT
 

1. 	 FY 1990 Aroropriptijns Act Sec. 523; A Congressional Notifica-
FAA Sec. 634A. If money is to be tion for the Project

obligated for an activity not previously was sent on September 14,
 
justified to Congress, or for an amount 1990 and expired on
 
in excess of amount previously justified September 29, 1990.
 
to Congress, has Congress been properly
 
notified?
 

2. 	 FAA Sec. 611(a). Prior to an obligation (a) .es
 
in excess of $500,000, will there be: (b) Yes
 
(a) engineering, financial or other plans
 
necessary to carry out the assistance;
 
and (b) a reasonably firm estimate of the
 
cost to the U.S. of tl? assistance?
 

3. 	FAA__c,_61IaL_. If legislative No further
action is required within recipient legislative action by
country with respect'to an obligation in Peru is needed. 
excess of $500,000, what is the basis for 
a reasonable expectation that such action
 
will be completed in time to permit
 
orderly accomplishment of the purpose of 
the 	assistance?
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4. 	 FAA Sec. 611(b) : FY. 1990 Apropriatiji. 
Act Sec. 501. If project is for water or 
water-related land resource constructi6n,
 
have benefits and costs been computed to 
the extent practicable in accordance with 
the principles, standards, and procedures
established pursuant to the Water 
Resources Planning Act (42 U.S.C. 1962, 
9l ag.)? (See A.I.D. Handbook 3 for
 
guidelines.)
 

5. 	 FAA Sec. 611(e). If project is capital 

assistance (ag±, construction), and
 
total U.S. assistance for it will exceed
 
$1 million, has Mission Director
 
certified and Regional Assistant 
Administrator taken into consideration 
the country's capability to maintain and 
utilize the project effectively? 

6. 	 FAA Sec. 209. Is project susceptible to 

execution as part of regional or 

multilateral project? If so, why is 

project not so executed? Information and 

conclusion whether assistance will 
encourage regional development programs.
 

7. 	FAA Sec,Q601fi. Information and 
conclusions on whether projects will 
encourage efforts of the country to: 
(a) 	 increase the flow of international 
trade; (b) foster private initiative and 

competition; (c) encourage development

and use of cooperatives, credit unions,
 
and savings and loan associations;
 
(d) 	discourage monopolistic practices;
 
(e) improve technical efficiency of
 
industry, agriculture and commerce; and
 
(f) 	 strengthen free labor unions. 

8. 	 FAA SA c. 601b). Information and 
conclusions on how project will encourage 
U.S. private trade and investment abroad 

and 	 encourage private U.S. participation 
in foreign assistance programs (including 

use of private trade channels and the 

services of U.S. private enterprise). 

Not Applicable.
 

Not Applicable.
 

The project is not
 
susceptible to execution
 
as part of a regional
 
or multilateral projezt.-


The project will encour­
age Peruvian efforts 
in areas (a) through (f) 
through high level econ­
omic policy anaysis. 

The project is not
 
designed to encourage
 
u.s. trade and invest­
ment abroad. However, 
the project will utilize 
private U.S. participa­
tion in the foreign 
assistance effort through
 
technical assistance and
 
procurement of some
 
commodities.
 



9. FA -- b)- 636(h. Describe steps 
 The GOP will contribute
taken to assure that, 
to the maximum the equivalent of at
extent possible, the country is 
 least U.S.$200,000 to meet
contributing local currencies to meet the 
 the costs of carrying
cost of contractual and other services, 
 out the project through
and foreign currencies owned by the U.S. P.L.480 Xocal currency
are utilized in )ieu of dollars. 
 generations.
 

10. FAA 
 Does the U.S. own, No
 
excess foreign curre'dncy of the country

and, if so,'what arrangements have been
 
made for its release?
 

11. FY 1990 ADpropriations Act Sec. 521. 
 If Not Applicable.

assistance is for the production of any

commodity for export, is the commodity

likely to be in surplus on. world markets
 
at the time the resulting productive

capacity becomes operative, and is such
 
assistance likely to 
cause substantial
 
injury to U.S. producers of the same,

similar or competing commodity?
 

12. FY 1990 ApproPriations Act Sec. 547. 
 No
 
Will the assistance (except for programs

in Caribbean Basin Initiative countries
 
under U.S. Tariff Schedule "Section 807,

which allows reduced tariffs on articles
 
assembled abrcad from U.S.-made
 
components) be used directly to procure

feasibility studies, prefeasibility

studies, OL project profiles of potential

investment in, 
or to assist the
 
establishment of facilities specifically

designed for, the manufacture for export

to the United States or 
to third country

markets in direct competition with U.S.
 
exports, of textiles, apparel, footwear,

handbags, flat goods (such as wallets 
or
 
coin purses worn on the person), work
 
gloves or leather wearing apparel?
 

13. 1- Will the Not Applicable.

assistance: 
 (a) support training and
 
education efforts which improve the
 
capacity of recipient countries to
 
prevent loss of biological diversity;

(b) be provided under a long-term
 
agreement in which the recipient country
 
agrees to protect ecosystems or other
 

'<l
 



wildlife habitats; (c) support efforts
 
to identify and survey ecosystems in
 
recipient countries worthy of
 
protection; or (d) by any direct or
 
indirect means significantly degrade
 
national parks or similar protected areas
 
or introduce exotic plants or animals
 
into such areas?
 

14. 	FAAFjec. 121(d). If 6 Sahel project, has 
 Not Applicable.
 
a determination been made that the host
 
government has an adequate system for
 
accounting for and controlling receipt

and expenditure of project funds (either
 
dollars or local currency generated
 
therefrom)?
 

15. 	FY 1990 Apyprpriations Act" Title II, Not Applicable.

indr headin__Agency for International
 
Development." If assistance is to be
 
made to a United States PVO (other than a
 
cooperative development organization),

does it obtain at least 20 percent of its
 
total annual funding for international
 
activities from sources other than the
 
United States Government?
 

16. 	EYI1990 Appropriations Act Sec. 537. If Not Applicable.
 
assistance is being made available to 
a
 
PVO, has that organization provided upon
 
timely request any document, file, or
 
record necessary to the auditing
 
requirements of A.I.D., and is the PVO
 
registered with A.I.D.?
 

17. 	EY_1990 Appopriations Act Sec. 514. If Not Applicable.
 
funds are being obligated under an
 
appropriation account to which they were
 
not appropriated, has the President
 
consulted with and provided a written
 
justification to the House and Senate
 
Appropriations Committees and has such
 
obligation been subject to regular
 
notification procedures?
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18. 	State Authorizatio_c .39 (as

interpreted by conference report). Has
 
confirmation of the date of signing of
 
the project agreement, including the
 
amount involved, been cabled to State L/T

and A.I.D. LEG within 60 days of the
 
agreement's entry into force with respect

to the United States, and has the full
 
text of the agreement been pouched to
 
those same offices? (See Handbook ,

Appendix 6G for agreements covered by

this provision).
 

19. Trade Act Sec. 5164 (as interpreted by 

conference report), AmgndiDngq trig
 

_y~e
_r_j- Act of 1975 Sec. 2. Does the
 
project use the metric system of
 
measurement in its procurements, grants,

and other business-related activities,
 
except to the extent that such use is
 
impractical or is likelyto cause
 
significant inefficiencies or loss of
 
markets to United Ftates firms? 
Are 	bulk
 
purchases usually to be made in metric,
 
and 	are components, subassemblies, and
 
semi-fabricated materials to be specified
 
in metric units when economically
 
available and technically adequate?
 

20. 	FY_933 Apprpraions Act, Titl I_ 


pn_r h ijng "WQmen in Developrr-.nt" 

Will assistance be designed so that the 

percentage of women participants will be
 
demonstrably increased?
 

21. 	FY_990 ApprQpriaios Act Sec. 592(a). 

If assistarce is furnished to a foreign
 
government under arrangements which
 
result in the generation of local
 
currencies, has A.I.b. (a) required that
 
local curreilcies be deposited in a
 
separate account established by the
 
recipient government, (b) entered into an
 
agreement with that government providing

the amount of local currencies to be
 
generated and the terms and conditions
 
under which the currencies so deposited
 
may be utilized, and (c) established by

agreement the responsibilities of A.I.D.
 
and that government to monitor and
 
account for deposits into and
 
disbursements from the separate account?
 

Yes
 

Not Applicable
 

The project will
 

disaggragate by gender
 
all training activities.
 

Not Applicable
 

http:Developrr-.nt
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Will such local currencies, or an
 
equivalent amount of 
local currencies, be

used only to carry out the purposes of

the DA or ESF chapters of the FAA
(depending on which chapter is the source
of the assistance) or for the 
administrative requirements of the United
 
States Government?
 

Has A.I.D. taken all appropriate steps to
 
ensure that the equivalent of local
 
currencies disbursed from the separate

.account
are used for the agreed purposes?
 

If assistance is terminated to a country,

will any unencumbered balances of funds
 
remaining in a separate account be

disposed of for purposes agreed to by the
 
recipient government and the United
 
States Government?
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B.'FUNDING CRITERIA FOR PROJECT
 

1. Dgv--m~Assi~Assistance Project Criteri
 

a. FY 1990 p 
 Not Applicable.
(as interpreted by conference report for

original enactment). If assistance is
 
for agricultural development activities
 
(specifically, any testing or breeding

feasibility study, variety improvement or

introduction, consultancy, publication,

conference, or training), 
are such
 
activities: (1) specifically and
 
principally designed to increase
 
agricultural exports by the host country

to a country other than the United
 
States, where the export would lead to

direct competition in that third country

with exports of a similar commodity grown
 
or produced in the United States, and can

the activities reasonably be expected to
 
cause substantial injury to U.S.
 
exporters of a similar agricultural

commodity; or 
(2) in support of research
 
that is intended primarily to benefit
 
U.S. producers?
 

b. 
FAA Sec. 107. Is special emphasis Not Applicable.

placed on use of appropriate technology

(defined as relatively smaller,

cost-saving, labor-using technologies

that are generally most appropriate for
 
the small farms, small businesses, and
 
smalf incomes of the poor)?
 

c. FAA e.281Cb). Describe extent to Not Applicable.which the activity recognizes' the 
particular needs, desires, and capacities

of the people of the country; utilizes
 
the country's intellectual resources to
 
encourage institutional development; 
and
 
supports civic education and training in

shills required for effective
 
participation in governmental and
 
political processes essential to
 
self-government.
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d. EAASe._J9J). Does the activity 

give reasonablrpromise of contributing
 
to the development of economic resources,
 
or to the increzst of productive
 
capacities and self.-sustaining economic
 
growth?
 

e. F es () ,13 !
e. FAA__~cs2 111,113 2 la).1 
Describe extent to which activity will:
 
(1) effectively involve the poor in,
 
development by extending access to
 
economy at local level, increasing
 
labor-intensive production and the use of
 
appropriate technology, dispersing
 
investment from cities to small towns and
 
rural areas, and insuring wide
 
participation of the poor in the benefits
 
of development on a sustained basis,
 
using appropriate U.S. institutions;
 
(2) help develop cooperatives, especially
 
by technical assistance, to assist rural
 
and uriban poor to help themselves toward
 
a better life, and otherwise encourage
 
democratic private and local governmental
 
institutions; (3) support the self-help
 
efforts of developing countries; (4)
 
promote the participation of women in the
 
national economies of developing
 
countries and the improvement of women's
 
status; and (5) utilize and encourage
 
regional cooperation by developing
 
countries.
 

f. FAA Secs. 103, 193A,_4__5_, 106 

Title I, unde_1r healing "Sub-Sahar_ 
Africa, DA.:' Does the project fit the 
criteria for the source of funds 
(functional account) being used?
 

g. FY 9_ APropra *ns AqLit, T II.
llD_! _ Q_ D g "Smj__zL_h r_ n A ric a DA ." 

Have local currencies generated by the 
sale of imports or foreign exchange by 
the government of a country in 
Sub-Saharan Africa from funds 
appropriated under Sub-Saharan Africa, DA 
been deposited in a special account 
established by that government, and are 
these local currencies available only for 

Not Applicable
 

Not Applicable
 

NOt Applicable 

Not Applicable
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use, in accordance with an agreement with
 
the United States, for development

activities which are consistent with the

policy directions of Section 102 of

FAA and for necessary administrative

the
 

requirements of the U. S. Government?
 

h. FAA _Ee_c. Is emphasis placed on use of appropriate technology (relatively

smaller, cost-saving, labor-using 
,

technologies that are generally most

appropriate for the small farms, small

businesses, and small incomes of the
 
poor)?
 

i. FAA Secs, 110, 124(d). Will the 

recipient country provide at 
least 25
 
percent of the costs of the program,

project, or activity with respect to

which the assistance is 
to be furnished
 
(or is the latter cost-sharing

requirement being waived for 
a

"relatively least developed" country)?
 

j. EAA Sec. 128(b). If the activity

attempts 
to increase the institutional
 
capabilities of private organizations or

the government of the country, or 
if it
 
attempts 
to stimulate scientific and
 
technological research, has it been
 
designed and will it be monitored to
 
ensure that the ultimate beneficiaries
 
are the poor majority? 

yS 'k. FA .T2_h_}. Describe extent to
which program recognizes the particular
needs, desires, and capacities of the

people of the country; utilizes the
 
country's intellectual resources to
 
encourage institutional development; 
and
 
supports civil education and training in
 
skills required for effective

participation in governmental processes

essential to self-government.
 

1. _ 

headinq "Population. and
DA," Sec. 535.Are any of the funds to be used for the
performance of abortions as a method of

family planning or to motivate 
or coerce
 
any person to practice abortions?
 

Not Applicable
 

Not Applicable
 

Not Applicable
 

Not Applicable
 

Not Applicable
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Are any of the fundt to be used to pay

for the performance of involuntary

sterilization as a method of family

planning or to coerce or provide any

financial incentive to any person to
 
undergo sterilizations?
 

Are any of'the funds to be made available
 
to any organization or program which, as
 
determined by the President, supports or
 
participates in the management of a'
 
program of coercive abortion or
 
involuntary sterilization?
 

Will funds be made available only to

voluntary family planning projects which
 
offer, either directly or through

referral to, or information about access
 
to, a broad range of family planning

methods and services?
 

In awarding grants for natural family

planning, will any applicant be
 
discriminated against becauLe of such
 
applicant's religious or conscientious
 
commitment to offer only natural family

planning?
 

Are any of the funds to be used to pay

for any biomedical research which

relates, in whole or in part, to methods
 
of, or the performance of, abortions or

involuntary sterilization as a means of
 
family planning?
 

m. FAA Sec. 601(Q). Will the project

utilize competitive selection procedures

for the awarding of contracts, except

where applicable procurement rules allow
 
otherwise?
 

n. FY 1990 Appropritions Act S 
What portion of the funds will be 
available only for activities of
 
economically and socially disadvantaged

enterprises, historically black colleges

and universities, colleges and
 
universities having a student body in
 
which more than 40 percent of the
 
students are Hispanic Americans, and
 

Not Applicable
 

Not AppLicable
 



- 19 ­

private and voluntary organizations which
 
are controlled by individuals who are
 
black Americans, Hispanic Americans, or
 
Native Americans, or -ho are economically
 
or socially disadvantaged (including
 
women)7
 

0. FA Sec. lS(&c. Does the assistance 

comply with the environmental procedures
 
set forth in A.I.D. Regulation 167 ,Does
 
the assistance place a high priority on
 
conservation and sustainable management
 
of tropical forests? Specifically, does
 
the assistance, to the fullest extent
 
feasible: (1) stress the importance of
 
conserving and sustainably managing
 
forest resources; (2) support activities
 
which offer employment and-income
 
alternatives to those who otherwise would
 
cause destruction and loss of forests,
 
and help coqntries identify and implement
 
alternatives to colonizing forested
 
areas; (3) support training programs,
 
educational efforts, and the
 
establishment or strengthening of
 
institutions to improve forest
 
management; (4) help end destructive
 
slash-and-burn agriculture by supporting
 
stable and productive farming practices;
 
(5) help conserve forests which have not
 
yet been degraded by helping to increase
 
production on lands already cleared or
 
degraded; (6) conserve forested
 
watersheds and rehabilitate those which
 
have been deforested; (7) support
 
training, research, and other actions
 
which lead to sustainable and more
 
environmentally sound practices for
 
timber harvesting, removal, and
 
processing; (8) support research to
 
expand knowledge of tropical forests and
 
identify alternatives which will prevent
 
forest destruction, loss, or
 
degradation; (9) conserve biological
 
diversity in forest areas by supporting
 
efforts to identify, establish, and
 
maintain a representative network of
 
protected tropical forest ecosystems on a
 
worldwide basis, by making the
 
establishment of protected areas a
 

Not Applicable
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condition of support for activities
 
involving forest clearance or

degradation, 'and by helping to identify
tropical forest ecosystems and species in

need of protection and establish and
maintain appropriate protected areas;

(10) seek to 
increase the awareness of
U.S. Government agencies and other donors
of the immediate and long-term value of
tropical forests; 
 and (11)/utilize'the
 resources and abilities of all relevant
 
U.S. government agencies?
 

P. F S-18(c)(131. If the 
 Not-Applicable
assistance will supvort 
a program or
project significantly affecting tropical

forests (including projects involving the
planting of exotic plant species), will

the program or project: (1) be based
 
upon careful analysis of. the alternatives

available to achieve the best sustainable
 
use of the land, ard (2)/take full
 
account of the environmental impacts of
the proposed activities on biological

diversity?
 

q. FAAQ_. l18(c)(.14 Will assistance Not Applicable
be used for: (1) the procurement or use
 
of logging equipment, unless an
environmental assessment indicates that
all timber harvesting operations involved

will be conducted in an environmentally

sound manner 
and that' the proposed

activity will produce positive economic
 
benefits and sustainable forest
 
management systems; 
 or (2) actions which
will significantly degrade national parks

or similar protected areas which contain

tropical forests, or introduce exotic

plants or animals into such areas?
 

l(c)15)
r. 15AA Will assistance 
 Not Applicable
be used for: (1) activities which would
result in the conversion of forest lands
 
to the rearing of livestock; (2) the
construction, upgrading, or maintenance
 
of roads (including temporary haul roads

for logging or other extractive
 
industries) which pass through relatively

undergraded forest lands; (3) the 

http:l18(c)(.14
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colonization of 
forest lands; or (4) the

construction of dams or other water
 
control structures which flood relatively

undergraded forest lands, unless with
 
respect to each such activity an
 
environmental assessment 
indicates that
 
the activity will contribute
 
significantly and directly to improving

the livelihood of the rural poor and will

be conducted in an environmentally sound
 
manner which supports sustainable
 
development?
 
S. - Not Applicable
 

e _ If assistance relates to
tropical forests, will project assist
 
countries in developing a systematic

analysis of Ehe appropriate use of their
 
total tropical forest resources, with thE
 
goal of developing a national program fox
 
sustainable forestry?
 

t. FY _5QOAprprpations &_
_ 
 Not Applicable
BgC.5ib1. If assistance relates to
 
energy, will such assistance focus on

improved energy efficiency, increased use
 
of renewable energy resources, and
 
national energy plans (such as 
least-cost
 
energy plans) which include investment in

end-use efficiency and renewable energy

resources?
 

Describe and give conclusions as to how
 
such assistance will: 
 (1) increase the
 
energy expertise of A.I.D. staff, (2)

help to develop analyses of energy-sector

actions 
to minimize emissions of
 
greenhouse gases at 
least cost, (3)

develop energy-sector plans that employ

end-use analysis and other techniques to
 
identify cost-effective actions to
 
minimize reliance on fossil fuels, (4)

help to 
analyze fully environmental
 
impacts-(including impact on global

warming), (5) improve efficiency in
 
production, transmission, distribution,
 
and use of energy, (6) assist in
 
exploiting nonconventional renewable
 
energy resources, including wind, solar,

small-hydro, geo-thermal, 
and advanced
 



biomass systems, (7) expand efforts to
 
meet the energy needs of the rural poor*,

(8) encourage host countries to sponsor

meetings with United States energy

efficiency experts'to discuss the use of
 
least-cost planning techniques, (9) help

to develop a cadre of United States
 
experts capable of providing technical
 
assistance to developing countries on
 
energy issues, and (10) strengthen P
 
cooperation on energy issues with the
 
Department of Energy, EPA, World Bank,

and Development Assistance Committee of
 
the OECD.
 

u. YA1990 Appr riatins A T e 

under heading."$ b-Saharn Africa, DA"
 
(as interpreted by conference report upon

original enactment). If assistance will
 
come from the Sub-Saharan Africa DA
 
account, is it: (1) to-be used to help

the poor majority in Sub-Saharan Africa
 
through a process of long-term

development and economic growth that is
 
equitable, participatory, environmentally

sustainable, and self-reliant; (2) being

provided in accordance with the policies

contained in section 102.of the .FAA;

(3) being provided, when consistent with
 
the objectives of such assistance,
 
through African, United States and other
 
PVOs that have demonstrated effectiveness
 
in the promotion of local grassror

activ-ities on behalf of long-ter
 
development in Sub-Saharan Africa;
 
(4) being used to help overcome
 
shorter-term constraints 
to long-term
 
development, to promote reform of
 
sectoral economic policies, to support

the critical sector priorities of
 
agricultural production and natural
 
resources, health, voluntary family

planning services, education, and income
 
generating opportunities, to bring about
 
appropriate sectoral restructuring of the
 
Sub-Saharan African economies, to support

reform in public administration and
 
finances and to establish a favorable
 
environment for individual enterprise and
 
self-sustaining development, and 
to take
 

Not Applicable
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into account, in assisted policy reforms,

the need to protect vulnerable groups;

(5) being used to increase agricultural

production in ways that protect and
 
restore the natural resource base,

especially food production, to maintain
 
and improve basic transportation and

communication networks, 
to maintain and
 
restore the renewable natural resource
 
base in ways that increase agricultural

producti6n, to improve health conditions
 
with special emphasis on meeting the
 
health needs of mothers and children,

including the establishment of
 
self-sustaining primary health care
 
systems that give priority to preventive
 
care, to provide increased access to

voluntary family planning services, to
 
improve basic literacy and mathematics
 
es! .cially to those outside the formal
 
educational system and to improve primary

education, and to develop

income-generating opportunities for the

unemployed and underemployed in urban and
 
rural areas?
 

V. lnterniti n l Deveopmen ft_Se_,
711. FAA 
c. 3 If project will
 
finance a debt-for-nature exchange,

describe how the exchange will support

protection of: 
 (1) the world's oceans
 
and atmosphere, (2) animal 
and plant

species, and (3) parks and reserves; or

describe how the exchange will promote:

(4) natural resource management,

(5) local conservation programs,

(6) conservation training programs,

(7) public commitment to conservation,
 
(8) land and ecosystem management, and

(9) regenerative approaches in farming,

forestry, fishing, and watershed
 
management.
 

w. FY I90 Ap ro-itions Act Sec. 515. 

If deob/reob authority is sought to be
 
exercised in the provision of DA
 
assistance, bre the fund- being obligated

for the same general purpose, and for
 
countries within the same region as

originally obligated, and have the House
 
and Senate Appropriations Committees been
 
properly notified?
 

Not Applicable
 

Not Applicable
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Dvelpne1oit_ iatance 
Project Criteria
 

a. FAA_ I _(. Information and 
conclusion on capacity of the country to
 repay the loan at a reasonable rate of 
interest.
 

b. FAASeQc_ _M2(9_. If assistance'is 
for any productive enterprise which will 
compete with U.S. enterprises, is there 
an agreement by the recipient country toprevent export to the' U.S. of more 
than
 
20 percent of the enterprise's annual 
production during the life of the loan,
 
or has the requirement to enter into such
 
an agreement been waived by the President 
because of 
a national security interest?
 

c. FAA Sec.122{_I_. Does the activity
give reasonable promise of assisting

long-range plans and programs designed to

develop economic resources and increase
 
productive capacities?
 

3. Economic Support Fun 
Project Criteria
 

a. FAA__Sec. 531(alj. Will this 
assistance promote economic and political

stability? 
 To the maximum extent 
feasible, is 
this assistance consistent
 
with the policy directions, purposes, and
 
programs of Part I of 
the FAA?
 

b. EAA__Sec, 531eI. 
Will this 

assistance be used for military or
 
paramilitary purposes?
 

c. FAAS 9. ifi. commodities are to
be granted so that sale proceeds will accrue to the recipient country, have 
Special Account (counterpart)
 
arrangements been made?
 

got Applicable
 

Not Applicable
 

Not Applicable
 

Yes
 

Yes
 

No
 

Not Applicable.
 


