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NEW PROJECT DESCRIPTION FOR FY 93

LLAC BUREAU OBJECTIVE/SUB-OBJECTIVE: Support achievement of broadly-based,
sustainable econ>mic growth; Encourage accelerated opportunities for increased
participation in the economy by the historically disadvantaged,

PROJECT TITLE: Non-Project Assistance/Health Policy Reform
PROJECT NUMBER: 527-0360
FUNDING: ($000) FY 93: $27,000 (20,000, ESF; 5,000, HE; 2,000, CS)

LOP: $50,000 (20,000, HE; 20,000 ESF; 10,000, CS)
TYPE OF FUNDING: Health, Child Survival, PL-480 Title IITI (LC), ESF

A. Consistency of Project with Missjon Strategy: The Mission strategy
promotes improved health status through access to quality primary health
care. To fulfill this objective, USAID will encourage the Ministry of Health
{(MOE) through thils project to 1Increase support for preventive services,
decrease percentage of budget support for urban-based curative care, and
improve personnel management of the MOH program.

B. Relationshir to A.I.D. and Other Donor Activities: USAID is one of the
largest donors in the health sector. PAHO, UNICEF, Rotary International,
UNFPA, and billateral donors from the EEC provide varying levels of support,
largely to public sector institutions in primary health care., Virtually no
assistance has been provided to date 1In the development of effective,
self-financing and cost recovery strategies for the MOH. '

G. Relationshiyp of Project to Overall A.I.D., Policy Objectives: The proposed

project conforms with Agency and LAC Bureau policies assuring accelerated
participation of the poor in the growth process by both protecting low income
sectors during transitory economic displacement and improving health status,
which is required if economic growth is to be sustained,

D. Project Description: The goal of this project is to induce policy reform
and institutionil change in funding priorities within the Peruvian public
health sector. Our purpose 1s to achieve a higher proportion of scarce
resources commit:ted to preventive health programs that will reduce infant,
child, and maternal mortality rates. This five-year project will utilize the
disbursement of tranches of NPA to promote and reward effective health policy
reform within the public sector, either at national or regional levels.
Execution of prcject agreements with one or more Regiocnal Governments would be
conditioned on the demonstration of their financial and poclitical viability,
The three primary issues to be addressed by NPA support are:

(1) Emphasizing the primary mission of the public sector in the extension and
sustainability of quality preventive services, functioning as a normative
public health agency, which guarantees primary health care through
public—-private partnerships;

(2) Establishing cost recovery and sustainability mechanisms such as
contracting out services or charging appropriate user fees, especially for
curative care services;



(3) Meeting the basis health needs of those at high risk by strengthening
preventive care services and providing new incentives to improve the
efficiency of service delivery mechanisms including personnel performance and
satisfaction.

Intermediate objectives will be designed to stimulate and encourage the
implementation of alternative models of health systems management, some of
which will be developed and adapted to Peru under the technical assistance
provided through the new Strengthening Health Institutions Project. These
milestones will reflect the most notable constraints of the public health
sector: provision of efficient preventive services, cost recovery from
curative services, and setting appropriate norms. Such conditions might
include target percentages of MOH budget for preventive wvs., curative care,
percent of curative ctosts recovered, and salaries vs. other expenditures.



Overview

This fiscal year (91) coincided with the implementation of a major
economic stabilization program in Perus The initial results of this
program have teen mixed: hyperinflation stopped, but inflation remains a
chronic preoblem with monthly inflation ranging between 11% and 1% during
the first and second quarter of the year; the exchange rate was
stabilized but devaluation expectations remain high as the current
exchange rate is overvalued; the recession deepened with growing labor
unrest., Yet, there is a growing sense that the economic situation is
slowly improving and that previous economic distortions are
disappearing, and that the government intends to follow through with its
program, particularly with the implementation of austere fiscal policies,

The Mission developed 1ts Operating Expense Budget on the basis of
assumptions that reflect the Mission's assessment about the course of
the economy over the planning period. The first assumption 1s that a
stable relationship between inflation and movements in the exchange
rate. This assumption is based on the recent liberalization of the
exchange rate and measure inflation control measures adopted by the
GOP, We expect a 607 annualized inflation rate by the end of FY 92Z.
Consequently, we do not expect the dollar equivalent of local costs to
vary significantly over the planning period., Moreover, we are confident
that the valu2 of our Trust Fund will be maintained as the GOP has also
liberated interest rates, which have become positive in real terms, If
current trends continue, projected revenues should be sufficient to
cover our OE requirements.

For FY91, our requirements will be lower than the approved funding
level, This {s due to exchange rate gains during the year and continued
efforts to reduce costs., The renting of space to other U,S, Government
agencies, the reduction of personnel levels, and the limited procurement
of NXP were other cost saving measures which enabled the Mission to
reduce OE requirements in FY91, For subsequent years, two major
concerns could affect our OE requirements: the revision of the FSN
local compensation plan which includes the FSN severance plan and, the
establishment of an OE Trust Fund.

The payment of advance severance, a benefit afforded to the FSN
employees in accordance with the local compensation plan, was suspended
at the beginuing of FY9l. Due to a revision of the compensation plan
now under consideration, this benefit will be eliminated, and is
therefore not reflected in our ABS budget estimates, However, a recent
Peruvian Government decree made the payment of accrued severance
mandatory during FY91, This requirement will be incorporated in the
revised local compensation plan which will probably be implemented in
early FY92,

As of Septamber 30, 1991, accrued Operating Expenses totalled
approximately $673,700, It is estimated that $146,400, $161,300 and
$177,760 will be accrued during FY92, FY93, and FY94, respectively., We
cannot fund the accruals through FY 91 or the amount attributable for FY
92 under our current level, We have included the yearly acecruals for FY

of



93 and 94 in Table VIII (a). For FY 92, it is recommended that approval
be given to cover accruals through FY 91 and those earned during FY 92
from Trust Funds. We suggest that an additional level of trust funds
for FY 92 be given for $900,000. This would only be used to cover
accrued severance through FY 92, Over time, this would provide the
Mission with dollar savings, reduce the cost implications and morale
effects of the termination of advance severance payments, and enable the
Mission to do annual budgeting on a more consistent level, Although the
terms of the decree and the draft compensation plan allow for a 1l0-year
payment period, we belleve postponement of this payment would be against
the employees' financial interests and would negatively affect our
foreign national workforce, In addition, the cost to the Agency will
increase since the accrued benefits are calculated based on the
compensation plan at the time of payment. Presently, the total
Mission's OE funded workforce, including PSCs, is 150 employees. Delays
in implementing these new requirements would create additional financial
burdens which would probably be difficult to meet, especially at times
when appropriated funds are becoming scarcer and the reliance on Trust
Funds for OE is discouraged.

It is expected that the INCA determination needed to release NSD-18
funds will be made in FY91, and the establishment of an OE Trust Fund
will be implemented in FY92. We expect these funds will be available by
16/1/91, and that their availability will last through FY94. The value
of the local currency will be maintained by establishing
interest-bearing accounts, now permitted by new financial regulations to
earn positive real rates of interest, and by closely monitoring
withdrawals, We do not intend to wuse Trust Funds for reverse
accommodation exchange., Although the amount to be received is unknown
at this time, the Mission will negotiate with the GOP on an annual basis
as long as we have an ESF Cash Transfer, to secure sufficient Trust Fund
deposits to cover projected 18-month OE needs., It is anticipated that
the Trust Funds deposited will exceed the maximum levels imposed by the
LAC/Bureau. We are confident that these levels will be increased, to
minimize the utilization of appropriated dollars to meet the severance
payment accruals explained previously.

As in past years, the procurement of NXP has been limited due to the
scarcity of funds., Vehicle purchases have also been suspended since
1987. However, it will be necessary to resume long delayed wvehicle
replacement to avoid higher repair costs and unacceptable service
reduction. Household furniture and equipment replacements are also
behind schedule, and some equipment replacements will also he required,
The budgets for FY91 through FY94 only include the purchase of NXP
purchases of residential and office replacement property, ADP hardware
and software, and vehicles., Although the real needs amount to $1,628.5
million during this four-year period, we are only including $1,158.0
million, which will cover the highest priority needs.

(2



By renting space to State, USIS, FCS, and other US Government agencies,
the Mission eipects cost sharing of the office building and other costs
to be approxinately 397 during the next three years, However, it must be
taken into coasiderationm that an offset against the office rental costs
($200,000 in FY92 and $100,000 in each preceding year for the building
previously owned by the Mission) will not be available after FY92,
Also, State will probably discontinue using our facilities during FY94
as they move to a new Embassy compound, However, it is expected that
the space vacated by State will be rented to selected Project Funded
institutional and other A.I.D, contractors.

Due to Mission efforts to develop and improve our management
capabilities to enhance overall organizational efficiency, as well as
internal control, several training courses, in wmanagement, project
implementation, payment procedures and A,I,D, accounting will be
sponsored by the Mission during the FY91 through FY94 period,

Starting at the end of FY91l, one USPSC will be added to the Mission OE
funded workforce, This person will occupy the position of Deputy
Executive Officer now held by a USDH employee, The Mission will
continue funcing three USPSCs through FY92, In FY93, one of these
contractors wlll be project funded, thus reducing our OE requirements by
more than $95,000 in FY93 and $100,000 in FY94, It is assumed that
USAID/Peru will have responsibility of the three ADC's of Brazil, Chile
and Colombia at least until FY94, If this is no longer required, the
Mission could decrease Controller personnel by two FTEs, assuming that
this is not offset by the effects of Peru'’s increased program,

The increase in communication costs is primarily caused by two factors:
(a) a rate increase of approximately 500% at the end of FY90; and (b)
utilization of facilities by State and other agencies. As shown below,
the lease amcunts will be $518,99, $555.71, $577.09 and $557.09 for F¥s
91 through 34 respectively. About 40% of these and other office
operations costs, such as maintenance, utilities and computer costs, are
recovered from State and other agencies, but for accounting purposes,
the recoveries are applied to Office Rent instead of the applicable
expense categories to which charges were originally recorded. Increased
use of FAX and ICS, and our servicing to the ADC's, are also
contributing factors for the increased costs,

During FY91, the Mission changed from a LQA to a U.S. Government housing
program. In part, this policy was adopted because of security problems,
geographic restrictions for authorized housing, and delays experienced
by employees in finding adequate housing. Although this program will
have additioral cost implications during its initial phases, in the long
run it should be cost effective, since rental costs negotiated by the
Migsion have been lower than those negotiated by employees under LQA,
Also, new enployees and their families will move to their respective
residences irmediately upon arrival at post, instead of spending two or
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more months in hotels or temporary quarters, Aside from security
‘considerations, the new system 1s more cost effective, because of the
savings on temporary lodging and related expenses and the better
utilization of the Mission's human resources.

Other costs that could have cost implications are; {(a) 1local guard
services {b) Wang maintenance costs and (c) operational travel.
Local security guard services have been primarily funded by State, In
Peru, while the Mission utilizes approximately 19%Z of the services
provided, our share of the costs has been minimal, as demonstrated by
the table below:

Total costs ($000) A.I.D, portion A,I.D, contribution
1989 $1,489.4 $266.5 $60,0

1990  1,387.3 252.7 60.0

1991  1,148.8 340,1 ' 60.0

1992  1,749.3 340,2 63.6

(Est)

1993  1,749.8 340.3 67.4

{(Est)

1994  1,750.3 340.4 71.5

(Est)

We have budgeted local security guard service at past rates of $60,000
per year plus a 6% increase due to inflation and pay raises, If A,I.D,
were required to pay its share of the services, the estimated yearly
dollar amount would be an additional $280,000 over our present
contribution, '

Wang maintenance costs will continue to be funded by AID/W through the
end of FY91 for only new peripheral equipment. Effective in FY92, these
costs will be the responsibility of the Mission. The actual costs are
unknown at this time, but we have projected maintenance costs of
$79,500, $84,300 and $89,300 for FY92, FY93 and FY94 respectively.

The present limitation of operational travel is $105,000, However, it
is likely that the Mission will need $125,000 to meet our requirements
in FY91. This figure has also been budgeted for FY92, FY93 and FY9%4,
The travel level requirements could be less due to decreased in-—country
for security reasons, however, with the approval of the Narcotics
Agreement and availability of ESF funds, the program will expand and
require increased travel, Also, the i1mplementation of our training
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plans will necessitate an increase in operational travel funds., These
additional reqiirements could in part be offset by a reduction of TDY's
from AID/W forr project design as the need for project design will be
less and the Mi.ssion's Project Design positions will be filled on FY 92,



TABLE IX-A - WORKFORCE SUMMARY

A, General., The current budgeting period presents a particular challenge to
the USAID/Peru workforce. As the Mission's activities move from planning to
implementation stages in FY 92 and FY 93, staff assignments will change to
adjust to the altered workload, For FY 1992 only one staffing level has been
reported to mat:ch the single budget based on the levels that have already been
set. Although Trust Funds are expected to be used to pay a portion of FNDH
and FNPSC salaries in FY 92 and FY 93 as indicated in Table VIII, positions
are not designated as either OE or TF, Trust funds will be used for payrolls
as they become available and up to the limits of the amounts authorized for
this purpose, It is thus not possible to identify individual positions as
"TF" or "OE".

B, Changes in VWorkforce

Proposed Change

Labor Catepory FY 91 Est, FY 92 FY 93
U.S. Direct Hire 14,8 +2.8 +0.4
U.S, BESC OE 2.2 +0,.8 -1.0
U.S. PSC PROJ, 5.0 +6,0 +2,5
U.S5. PASA 0.0 +1.0 NC
FSNDH 41,1 -2.1 -2,0
FSNPSC OE 101.3 +1.7 +1.9
FSNPSC PROJ, 12,2 +3.3 -0.3

Discussion: Increasing 11 new project activities during FY 1992 and FY
1993 will require corresponding increases in output by the Mission workforce,
To meer these demands and given OE budget limitations for these years, the
Mission's staffing strategy, is to increase productivity within existing OE
staffing levels and to maintain full staffing at those levels through active
recruitment anc careful planning, The apparent increase in USDH actually
represents a reduction of one position and full staffing of existing
positions, FNDH positions decrease slightly due to attrition, but are offset
by FNPSC increases, consistent with Mission policy to £i1l1 FNDH vacancies with
PSCs. Because these changes in the workforce will only occur if retirements
or resignations occur, Table VIII figures do not show a shift within budget
line items altiough the net effect on the overall budget would be minimal.
Project-funded US and FN PSCs will increase as the Mission moves into the
implementation jhase of the new projects.

C. Regional Support/Services Organizations: NA,
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D. Support Services — Bilateral Missions:

Bilateral Mission Supports Attributed Workforce - FY 1991

Country Supported Category of Support Workyear Estimates
Chile Executive Officer .1 WYs
Procurement Agent .1 WYs
Financial Management 2.2 WYs
Colombia Financial Management 2.6 WYs
Brazil Financial Management 1.2 WYs

Discussion: The six man-years of financial services provided to the above
three ADCs represent 207 of the FTE of the Controller Office. For several
reasons, relieving the Mission of responsibility for the ADCs will not allow
the Mission to reduce staff by six FTEs. The ADC workload has grown over
several years. Equivalent additional resources have not been allocated to
reinforce Mission capacity to manage this work. The gap has largely been
filled through compensated and wuncompensated overtime and reduction of
services both to USAID/Peru and the ADCs, To accomplish this, the work has
been widely distributed among the existing staff. Only one position is 100%
dedicated to the ADCs and one Financial Analyst has significant ADC
responsibilities,

As stated elsewhere in this document, the Mission is concerned that the
growing ADC workload cannot be adequately managed through the present
arrangement and hopes that the situation will be remedied by FY 92,

E. Special Program Authorities: NA,

F. Skills Requirements:; The Mission is entering into a phase of new project
implementation which will require additional personnel in several new skill
areas. We have found that people with Democratic Initiatives and
Administration of Justice project experience are hard to find within A.I.D,
and on the open market, This is probably inevitable for any movement into new
program areas. On the other hand, the Mission will be involved in one
infrastructure project which we have not done here for several years, but we
have FSN project managers on the staff who originally came into A,I.D, as
engineers,

Although the above areas represent two new areas of specialization, the
Agency as a whole needs to develop a more flexible staff to fill positions
that 1include elements from two or more backstop codes. With increased
limitations on staffing and budgets, tasks must be allocated to fewer people.
This necessarily means that personnel must be able to handle a wider range of
activities, The Controller staff notes that financial staff working with ADCs
have been called upon to provide assistance beyond the confines of the 04
backstop., It may be useful to provide broader experience and training to
controller and administrative staff who have responsibilities for ADCs. As
Field Missions begin to focus on new strategic issues and consolidate
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staffing, the distinction between program and project development functions
will become 1less i1mportant at the Mission level. Therefore, it would make
sense for Missions to combine these two functions.

Another general observation 1s many technical staff in A.I.D. in the social
sciences  have traditionally worked within government or university
institutions, Many are not familiar with the role that the private sector can
play to accomplish development goals within their technical areas. In the
future, successful managers in all of the technical backstops need to have a
greater understanding of the role that the private sector can play both as
project implementors and as actors within host country service delivery
systems,



Rarcotics Activities Narrative

The lack of a timely certification uuder Section 4 of the International
Narcotics Control Act of 1990 has delayed the design and implementation of the
counternarcotics economic assistance program. The long-term goal of USAID's
Strategy for this program is to assist the GOP and the productive private
sector to: stabilize the economy, make 1t export-oriented to substitute coca
foreign exchange earnings with non-traditional exports, and promote growth
vhich will create legitimate employment opportunities. This is still wvalid.
The Mission's on-going and proposed narcotics activities relate te four types
of programs: short-term economic stabilization, promoting sustained economic
growth throughout the productive sectors of the economy, addressing the
special needs of coca-growing and adjacent areas, and increasing narcotics
public awareness and counternarcotics support.

Since taking office in July, 1990 the Fujimori administration has embarked on
a comprehensive macroeconomic reform and adjustment program and initiated a
process of reinsertion into the international financial community. To assist
the GOP in its efforts to reduce jinflation and eliminate price distortions
thereby encouraging 1legitimate economic activities, beginning in FY 91 and
continuing through ‘FY 94, the Mission will provide balance of payments
assistance cond:tioned on progress on 1ts stabilization program and on
stemming narcotics production and trafficking. ESF dollar resources are
financing technical assistance in macro and sectoral policy analysis and
program/project preparation under the ©Policy Analysis, Planning and
Implementation (?API) Project. Thls Project currently is providing eritically
needed assistance toe the GOP In implementing its stabilization and economic
restructuring program. '

With counternarcotics funding released, we plan to approve the Investment and
ixport Promotion Project in FY 91 and initiate full implementation in FY 92 to
provide assistance ¢ through the private sector to expand non-traditional
exports, thereby generating foreign exchange and employment. The assistance
provided in market ldentification and export production/processing technology
initially to coattal regions will be transferable to coca producing regions as
a more stable security situation develops. The other activity to increase
employment and lessen the attractiveness of coca-producing areas to the
unemployed is the Small Business and Employment Expansion Project targeted at
small and micro--enterprises in urban areas. We plan to carefully evaluate
these activities to expand their area of focus in the out years.

Under programs and projects directed at the special needs of the coca
producing areas, we plan to continue providing assistance under the Upper
Huallaga Area Development Project, Increasing efforts in road maintenance and
fostering greater private sector and community involvement in social and
productive Infrastructure. The Upper Huallaga Area Development Project has
Initiated a nurber of activities with farmer associations and groups as
mechanisms to channel assistance more directly to farmers. Due to the delay
in counternarcotics assistance funding, the Upper Huallaga Area Development
Project will be extended to the end of CY 1992 to permit the orderly design
and implementation of follow-gn and expanded alternative development
activities in tle Huallaga Valley. Security concerns continue to be a major
factor affecting USG narcotics control and alternative development activities
in the Valley. Therefore, we plan to initiate the Selva Economic
Fevitalization Project and Huallaga Valley-coastal road rehabilitation efforts
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in FY 92 when it is expected that security will gradually permit expanded
development activities. Under the Selva Economic Revitalization Project,
activities are planned to increase small farmer participation in oil palm
production to meet the domestic edible oils deficit. We plan to examine the
feasibility of privatizing a palm oll parastatal as part of this project as
well as providing technical assistance to develop other crops and off-farm
enterprises.

USAID has been very successful in advancing its public drug awareness goals
through CEDRO, a Peruvian PVO. Currently, we plan to provide additional
project funding ($943,000 ESF) as soon as it is available toe continue the
national drug prevention program through the private sector. The project has
been extended to September 1992 to focus CEDRO efforts in urban areas with
high drug use risk and coca producing/trafficking rural areas. A follow-on
project is planned with GCEDRO jin FY 92 tc significantly expand narcotics
avareness and increase CEDRO's abllity to analyze and disseminate the social,
economic, and political costs of narcotics production and trafficking to
Peru. USAID financing of activities with the Ministry of Health to track drug
users seeking emergency room treatments was terminated in September 1990. We
are awaiting the availability of funds to initiate an expansion of a drug
awareness curriculum with the Ministry of Education. USAID plans to continue
concentrating on private sector initiative in drug awareness which have thus
far proved very successful. '





