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USAID/PERU FY 1994-1995 ACTION PLAN

Introduction

The USAID/Peru Fiscal Year 1994-1995 Action Plan (AP) reflects
both Mission efforts to enhance focus in our program and clarify
strategic objectives, and changes in the situation in Peru within
the past year which have affected our ability to implement the
program as designed. The most obvious change in terms of the AP is
that our strategic objectives no longer include one aimed at
replacing coca-based employment and foreign exchange with legal
alternatives. The planned next generation alternative development
project, Selva Economic Revitalization, has been temporarily placed
on hold while policy, staffing and resource level decisions for
Peru are under consideration in Washington. If positive decisions
are made - to promote alternative development as a part of an
integrated couinternarcotics strategy, to restore our staffing
levels to those approved by A.I.D., and to maintain ESF levels for
our program - then we are fully prepared to restore alternative
development to our strategy and progran.

Why the changes? There are two forces at work. On the one hand,
as a part of our effort to focus and concentrate resources, we as
a Mission havi worked over the last several months to review,
refine and, where necessary, reorganize our approach towards Peru's
development. This meant a review of our statement of goals,
analysis of the activities proposed to promote these objectives,
and meobilization of the necessary human and financial resources to
support approved interventions. As a result, we decided not to
pursue plans for four of the future projects listed in last year's
AP. In some cases, key activities will be incorporated into
existing projects. In others, the planned activities will not be
part of USAID interventions in Peru. In a related effort, we have
streamlined our set of strategic objectives, outputs and indicators
to make them more manageable, and to reduce duplication.

The decision to forego future alternative development activities
responds to a set of circumstances which constrain our ability to
fulfill the amnbitious objectives established in the 1992-1996
Country Development Strategy Statement (CDSS) for Peru. In the
fifteen months since the FY 1993-1994 Action Plan was submitted,
the USAID program has been affected by a series of events outside
of our controcl. Among the most important are the following acts,
described chrorologically.



Political Crisis Points

Auto-golpe invokes suspension of major elements of the
program.

Oon April 5, 1992 President Fujimori  suspended the
Constitution, closing the legislature and the courts. This act led
to USG freezing of most new assistance, including the planned 1992
balance of payments (BOP) program, reduction of the important P.L.
480 Title III program from a multi-year to single year grant, and
slowdown or suspension of activities for many of our projects.
Over the course of the next eight months, as actions were taken to
return to constituticnal order, the holds were lifted on most
activities. Following a Paris Club agreement, 620(q) sanctions
were lifted on September 30, allowing obligation of new government-
to-government grants. As of this date, however, a total of $30
million in balance of payments support obligated in FY 1991, for
which the negotiated conditions precedent have been met by the
Government of Peru (GOP), has not been released because of concerns
over democracy and human rights,

Terrorist violence 1leads to USG security measures
restricting travel and assignment of American personnel
to Peru.

1992 marked an upsurge in urban terrorist acts, including the
bombing of the American Ambassador's residence in February and of
the Institute for Liberty and Democracy (an A.I.D. grantee) in
July. In early August, the Department of State declared Authorized
Departure status for Peru. This allowed only essential travel to
Peru, and prevented families from accompanying perscnnel who
arrived at post after August 8. Effectively, most new staff
assignments were placed on hold. Imposed with this measure were
very tight restrictions on TDY travel to Peru, which sharply
curtailed USAID's ability to call on outside technical experts to
participate in design, implementation and evaluation of the
program. Authorized Departure remained in force for more than
seven months, and there are still significant restrictions on
numbers of TDY visitors for all USG agencies in Peru, and on
assignment to post of long~term advisors for projects.

Effective reduction of USDH staffing leads to decision to
phase out alternative development activities.

After the imposition of Authorized Departure, the Department
of State announced new HNational Security Decision Directive-38
(NSDD-38) restrictions on USDH staffing in Peru; they prevent us
from filling three of our eighteen USDH positions. USAID and
A.I.D./W appealed this decision, without success. Ironically, LAC
Bureau analysis of staffing levels issued in 1992 resulted in a
theoretical level of twenty-nine USDH for Peru. Reduction of three
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positions in a mission with such a large and complex portfolio
places USAID in an extremely vulnerable position from a management
and accountabil. ity perspective.

The Embassy has also placed a cap on U.S. PSC hiring for USAID. In
addition, in the last several months USAID has not received State
permission for new employees of institutional contractors and
grantees (as well as a CDC PASA) to move to Peru. This situation
is endangering the implementation of key projects which, for
reasons of political sensitivity and/or technical qualifications,
require non-Peruvian leadership. In two cases, the individuals
have been on salary for several months, but only allowed to come
for short (TDY) visits. Since USAID does not know when or if this
hold will be lifted, we are unable to proceed with final selection
of the institutional contractor for our major Export, Trade and
Development (formerly Investment and Export Promotion) Project.
The hold calls into guestion the technical feasibility of the new
projects, such as Sustaining Child Survival Programs, Judicial
Strengthening end Selva Economic Revitalization, which will require
long-term technical assistance 1if they are to succeed.

Uncertaini:y over levels of ESF NSD-18 (Andean
Counterna.rcotics) funds in FY93 and future years make
program planning difficult.

Under the approved 1992-1996 Mission Strategy (CDSS), NSD-18
funds have been used and, in some cases, could continue to be used
to finance counternarcotlcs education, balance of payments support,
technical assistance for macro-economic policy reform,
administration of justice, democratic initiatives and export trade
development actiivities, as well as alternative development. At the
time of the writing of the Action Plan, no decision has been
announced as to the USG counternarcotics pelicy for future years,
nor the status of NSD-18 funding. Indeed, Washington review of our
proposal for & new balance of payments program (Stabilization,
Trade and Marketing Program - STMP} has informally been put on hold
until there is more clarity on the USG policy for counternarcotics
and Peru. I: this hold is not 1lifted soon, or USG policy
enunciated soon, we risk not being able to complete the difficult
policy negotiations in time for a release of the $75 million
pledged for the 1993 Support Group from this grant. The ESF
planning figures being discussed in Washington for FY 1994 and out-
years - $22.5 million - would not allow the Mission to continue
alternative development and balance of payments support, and would
limit our ability to play an effective role in the difficult and
important area of democracy/human rights.

For these reasons (the NSDD-38 staff reductions being the central
cause), we have reluctantly determined that, unless staffing and
funding constraints are addressed, we can nho longer undertake
alternative development in Peru. The Acting Administrator for
A.I.D. stated ..n a memorandum to the Secretary of State on January
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15, 1993 that, without adequate levels of both financial and human
resources, the Alternative Development Program will be terminated
after the 18-month extension of the Upper Huallaga Area Development
Project (June 1994), In June 1993 the Office of Economic Recovery
will be merged with the Office of Food and Agriculture. All four
USDH positions in OER are being eliminated. One has been converted
to a Population Officer, to oversee our expanding population
portfolio.

Positive Trends

These disruptive events during the past year have unfortunately
distracted attention frcm the range of very positive trends in Peru
relating to realizatiorn of our program goals and USAID program

achievements. Among the noteworthy progress indicators are the
following: _
* In March 1993, Peru was formally reaccepted as a credit-worthy

country by the IMF and World Bank; it has since agreed in
principle at the Paris Club to reschedullng agreements with
bilateral donors and private lenders.

* Annual inflation, nearly 7000 percent when Fujimori was
elected, was reduced to 57 percent in 1992; the GOP has
promised and is currently taking actions to reduce it still
further this year.

* The pace of privatization of state-owned enterprises has
accelerated, and has received praise of foreign observers.
Studies and technical assistance under the Policy Analysis,
Planning and Implementation (PAPI) project have led directly
to reforms. The arrests of numerous leaders of both Sendero
Luminoso and MRTA terrorist groups in the past few months are
helping to renew citizen confidence and investor interest.
Foreign investors are demonstrating confidence with
acquisition of such high ticket items as the national copper
company and state-owned airline. The USAID-supported Peruvian
council of exporters, ADEX, is actively seeking new markets
and improvement in Peruvian product guality. Peruvians have
organized a jeint public-private council on trade to improve
coordination and reduce administrative and tax policy barriers
to export.

* The USG is co-leader with Japan of the 1993 Support Group, and
has pledged $105 million to help meet the funding gap
identified by the IMF (of which $30 million is from the USAID
1991 balance of payments program, and the remainder from the
proposed 1993 BOP program).

* Following the unfortunate April 5th closing of the judiciary
because of rampant corruption and inefficiencies 1in the
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judicial process, the President has taken significant first
steps to reform the judicial system; the GOP has welcomed
current and planned USAID assistance.

The free and fair elections of the constituent assembly (CCD)
in November and municipal governments in January (which USAID
supported through technical assistance and OAS observers
financed with USAID ESF) are a positive step towards
democracy. The CCD is paying special attention to judicial
issues in drafting a new Constitution, due to be promulgated
by late July. Organizations financed under various USAID
projects are guietly advising the CCD on sections of the
Constitution with direct relevance to our objectives in Peru,
and supporting mechanisms for open discussion of the
Constitut.ion between the CCD and the public at large.

Human rights issues continue to be a concern, though some
progress is visible. The installation of the USAID-financed
National Registry of Detainees throughout the country is
allowing the timely tracking of detainees, in order to monitor
detentions and thereby reduce/prevent disappearances.

The Government is beginning to mobilize its own resources
(proceeds from privatization) to provide a social safety net,
using manv of the ideas put in practice under USAID P.L. 480
programs. USAID is consolidating its own social safety net
activities, using the new PVO Support project as the focal
point. Through Private Voluntary Organizations (PVOs) our
food reaches one in seven Peruvians, with self-help and
employment: generation stressed in programs. We have recently
signed a three-year Title III program, which includes
important policy conditionality directly aimed at enhancing
food security in Peru through liberalization of pricing and
marketing policies.

The 1991 Demographic and Health Survey (DHS) has confirmed
improvements made in infant mortality rates. Five years ago
Peru had the third highest infant mortality rate in Latin
America and the Caribbean. The rate has dropped from 88/1000
live births five years ago, to about 55/1000 (which is still
high), duz in large part to gains in immunization (a major
USAID dollar and local currency-funded activity during the

last several years). Immunization rates for small children
and infants have increased from 35 percent in 1987, to about
80 percent in 1992 - a considerable achievement. A clear

demonstral:ion of progress in the health sector is that,
although c¢holera continues to return in summer, the mortality
rate has been very 1low, thanks to quick detection and
appropriate treatment by personnel trained under A.I.D.

projects. '
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* Impressive gains are being made in family planning, with vocal
support from the President. The DHS showed overall
contraceptive prevalence to have risen from 46 to 59 percent
in five years, with rates for modern contraceptive prevalence
doubling. There 1is still much to do. Rural areas 1in
particular continue to show very high fertility rates (6.2 vs.
2.8 in urban areas). A.I.D. is by far the largest donor in
family planning in Peru. As an emphasis country for child
survival and population, our programs are rapidly expanding,
with both bilateral and centrally-funded resources.

The Alternative Development Conundrum

Ironically, alternative development activities had received more
Peruvian government support in the last several months than ever
before, and increasing security in the zones targeted has
facilitated assistance. Residents of coca growing areas are
starting to take positive steps against the drug trade. We have
been building a network of cooperating agents, which may disappear
if visible support to their efforts cannot be maintained. Specific
achievements in the past twelve months include:

* GOP ratification of the 1988 UN Convention on Illicit
Trafficking in Drugs (Vienna Convention).

* GOP conclusion of bilateral agreements with the U.S. that are
pertinent to control of narcotics trafficking, including
agreement on chemical control, and Tax Information Exchange
Agreement.

* Undertaking of a series of pilot activities in alternative
development (community development, agricultural development,
river basin programs tied to future ccca eradication, and road
rehabilitation). Democratic community development programs
(similar to the Municipalities in Action system in E1l
Salvador) have been especially well-received 1in the ten
provinces of the Huallaga Valley where they are being carried
out. Some sixty pilot activities are underway. USAID plans
to use the Valley experience to replicate the community
development program in other economically disadvantaged areas
of Peru.

* Contribution of GOP budget resources to alternative
development for the first time, including $13.5 million
through the GOP emergency fund (FONCODES), despite strict
budgetary austerity measures in force.

* Financing of the construction of the Picota Bridge, using host
country owned local currency (HCOLC). This is the largest
bridge across the Huallaga River and the last bridge in
northern Peru to cross a major river before it reaches the
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Amazon. The bridge will open up nearly a million hectares for
legitimat2 agriculture, with access to transportation.

* Support to private sector efforts to revitalize 1licit
production and trade in the Valley. The GOP has loaned funds
to finance construction and/or repair of rice mills, food
processing plants and a feed mill within the past year.

* Arrangements for complementary development activities by other
donors and IBRD and IDB (road rehabilitation).

* Supplemen:ing road repair and maintenance activities under
donor projects with mobilization of Peruvian Army corps of
engineers to repair roads in the least secure parts of the
coca-producing zone.

The GOP exceeded measures required in the 1991 ESRP (and Department
of Defense Foreign Military Fund - FMF) for counternarcotics
action. Unfortunately, the second and third tranches of ESRP have
not been released, and funding for most of the second and all of
the third tranche of the FY31 FMF has been rescinded. Indeed,
during 1991 and from 1992 to April 1993, only $3.1 million were
obligated for zlternative development activities. During the past
year and a half, therefore, the GOP has taken an extensive range of
actions which respond to U.S. desires on the full spectrum of
counternarcotics policy, which in effect were self-motivated since
the earlier U.S. assistance was frozen (in the case of ESRP) or
rescinded (in the case of FMF).

Alternative Development is important to our program for Peru.
Unfortunately, it is both management intensive and politically
sensitive, requiring significant levels of USDH personnel for
oversight, and depending for all its funding on rapidly diminishing
NSD-18 resources. Without both restitution of the disputed direct
hire positions. and adequate NSD-18 funding in the future, USAID
cannot continue this program.

USAID/Peru needs A.I.D./Washington support in resolving issues
which are seriously and adversely affecting the program:

- Acceptable staffing levels - USDH, USPSC, contractor and
grantee employees, must be released from formal and informal
restrictions by the Department of State.

- Adequate }MNSD-18 funding, or other dollar resources to support
our existing portfolio and to maintain assistance in balance of
payments. If LSF levels drop precipitously, we will not only not
be able to work in alternative development, we will have to reduce
drastically (if not eliminate) our balance of payments support
efforts. Further, sharp reductions in ESF, such as those now being
discussed in Washington, will also call into question how USAID
would be able to finance its important democracy initiatives.
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These and other issues are discussed in the last section of this
Action Plan.
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Table A

STRATEGIC OBJECTIVES FOR PERU

#1

#2

#3

Sustainable Economic
Growth Led by the
Private Sector

Improved Health
Status through Access
to Quality Primary
Health Care

Strengthened
Democratic
Institutions that
Sustain Individual
Rights and Freedoms
and are Responsive to
their Constituencies

I
[
PROGRAM OUTPUTS

1.1 Establishment of
economic policies
favoring private
initiative

2.1 Increased equity
of access & use of
primary & preventive
health services
(including family
planning)

3.1 Strengthened
judicial and
legislative systems
that promote rule of
law & protection of
human rights

1
1
I
|

1.2 Expanded
participation in and
efficiency of
domestic and export
markets

2.2 Improved
sustainability of
primary & preventive
health services

3.2 Increased
democratization and
tranaparency of
public decision-
making

1.3 Enhanced food
availability, arcess
and utilization

i
|
1
|

1.4 Improved
preservation and
sugtainable use of

natural resourcse base

* Note: We are rrepared to add a fourth strategic objective, Coca-based
Employment Replaced with Legal Alternatives (which was one of Mission's

strategic objectives

in previous years)

Mission staffing and funding are provided,

if policy support, adequate
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SECTION 1. STATUS OF STRATEGIC OBJECTIVES

L.AC Bureau Objective:

Support the Achievement of Broadly-based, S8Sustainable
Economic sGrowth

USAID Strategic Objective 1:

Sustainable economic growth led by the private sector

Program Outputs

1. Establishment of economic policies favoring
private initiative.

2. Expanded participation and efficiency of
domestic and export markets.

3. Enhanced food availability, access and
utilization.

4. Improved preservation and sustainable use of
the natural resource hase.

A. Refinementsi/Changes in Strategic Objective and Program Outputs

This Strategic Objective (S0) is a compilation of former SO 1
(Establishment and maintenance of sound economic policy and
structural reforms that promote economic stabilization and
sustainable economic growth) and former SO 2 (Reactivated labor-
intensive privete sector generating employment and foreign exchange
for small business, non-traditional exports and agriculture
sectors). The intention is to remove artificial divisions in
viewing Mission activities and goals, and to simplify the statement
of objective. The two Strategic Objectives were, from the
beginning, tigitly linked. We found last year that there was a
tendency towarid duplication in articulating program outputs and
indicators for the two objectives., In redefining the objective, we
also closely examined the outputs and indicators used last year,
and reduced their number to increase clarity and focus.

The first two program outputs selected (policy and markets) are
basically those used in last year's Action Plan, with some wording
changes (last year we had three, rather redundant outputs relating
to policy). We have added two outputs to highlight aspects of our
program, food siecurity and the environment, which were not clearly
articulated last year. :



10

Food security was and is a major aspect of our objective to achieve
sustainable economic growth. Improving access, availability and
utilization of food is a recurrent theme both in this S0 and the
second which targets health status in particular. Defining food
security as an output in itself will make it easier to highlight
and display progress in the future. This output incorporates the
previous program output dealing with the "social safety net." It
is important to clarify that the intention of our social safety net
activities (which center around the large P.L. 480 Title 1II
program) is not to perpetuate charity, but to help bring the poor
into the economy (which can be defined as improving food access)
and provide temporary employment to those affected by the short-
term negative impacts of the economic readjustment program. With
the commencement of the PVO Support Project and the
institutionalization of new tracking and reporting systems for food
aid-managing PVOs, we should be able to have data for an integrated
set of indicators by next AP. :

We have also increased the visibility of our natural resource
management (NRM) efforts in formulating a program output directly
tied to conservation and sustainable natural resource use. We have
made considerable progress in the last year in highlighting
environmental protection/sustainability issues and actions in
projects, and have plans for a new Sustainable Environmental
Management project, as well as more policy dialogue on NRM in 1994.

As noted in the introduction, we have made a major effort to narrow
the focus and concentrate management units in our portfolio.
Changes made in Mission portfolio plans have necessarily led to
modifications in outputs and indicators. Following advice from
Washington on last year's Action Plan that counseled caution in
dealing with agricultural credit institution-building, we decided
not to pursue the design of Agricultural Credit and Rural Savings
Mobilization (0359). We have since decided not to proceed with the
planned projects Small Business and Employment Expansion (0350),
Agricultural Technology Dissemination (0358) (which had been
renamed Agricultural Export Promotion project in some Mission
documents), and Policy Analysis for Private Sector Agricultural
Development (0357). We have eliminated from our monitoring plans
indicators which would have been strictly related to these
projects.

Reference to possible GOP contribution for credit activities has
been eliminated from the Export, Trade and Development (ETD -
formerly Investment and Export Promotion) project. After the delay
in contracting for ETD of virtually one year because of April 5th
and new US legislative requirements, some simplification of the
project's activities (e.g., elimination of all plans for investment

activities, per se) has been made. We will not pursue the
investment-centered project amendment described in last year's
Action Plan. Instead, next phase agricultural production/export

activities will be incorporated into ETD in a project amendment (a
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summary descriotion is included in Section II of this AP). The
result is a portfolio of interventions in agriculture and trade
which has fewer units and is more focused on areas in which we
believe there is an opportunity for long-term sustainable success
in the next few years.

Combining of <*the two strategic objectives does not imply any
flagging of USAID attention to this objective, nor Jdecrease in
funding planned (although USAID's ability to support balance of
payments is directly tied to ESF levels, which we cannot control,
and access to P.L. 480 resources is dependent on availability of
resources to an extent not encountered in DA dollar programs).

B. Strategic ¢bijective Performance

There has beern strong performance in the macro-economic reform
aspect of this SO in the past year. As displayed in the attached
economic policy score table, performance in most cases has exceeded
expectations. This has been a year of achievements in the economic
program. Peru reduced annual inflation to the lowest rate in 15
years. In December, it successfully completed an IMF Rights
Accumulation Program and a World Bank Debt Workout Program. The
Bank noted that Peru had met all 83 loan-specific conditions during
the performance period, with one exception. Peru cleared arrears
with the IMF and the World Bank in early 1993, and has been
declared credi:-worthy by the IMF after a long hiatus. Peru has
met over 50 conditions of Inter-American Development Bank (IDB)
loans, and kept current with payments to the IDB in the past year.
The GOP has recently agreed with commercial creditors on the
principles of a debt rescheduling plan under the Paris Club.
Bilateral donors are meeting in June for the IBRD-led Consultative
Group, and have pledged for the 1993 Support Group, of which the
United States Sovernment is the co-leader (and in which the USG
pledges funds from USAID/Peru balance of payments programs from
1991 and 1993).

USAID's influence on economic reform during this period has been
exerted througt conditional balance of payments support, Title III,
and PAPI project technical assistance/studies to public and private
sectors, in particular. One example of progress tied to USAID
efforts is the government's development of a liberalized exchange
rate policy, for which the PAPI project provided technical advisors
and studies. 3imilarly, PAPI consultants have provided the data
economists needed to convince government of the advantages of
privatization of various parastatals, and 1liberalization of
regulations on export trade which were constraining that sector's
growth. USAID policy dialogue and actions have helped the
government move toward privatization or liquidation of ENCI, the
grain import and marketing parastatal. Our refusal to hire ENCI to
manage the $25 million in FY92 Title III wheat imports has played
a major role in reducing ENCI's power to resist reform. We also
demonstrated to a very reluctant Ministry of Economy and Finance
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(MEF) that the private sector could provide equivalent services at
lower cost, with competition and transparent transactions.

Peru still has many changes to make in its economic policies and
government regulations, if it is to correct completely the effects
of thirty years of skewed economic policies, and to revive an
economy badly hit by recession and the effects of narco-terrorism.
It is important that the United States Government maintain a
positive role in this ongoing process of change, through a
combination of policy dialogue and economic assistance. One of the
steps needed is a final decision by Washington on whether balance
of payments support can actually be provided to reward this
extremely impressive performance, and to promote new economic
reforms.

The Mission focuses a large portion of its resources and policy
dialogue on food security. For example, we are working with the
IDB and World Bank (IBRD) to effect change in agricultural pricing
policy. Although, because of April 5, we were for several months
not allowed to engage high-level GOP officials in policy dialogue,
we were able to work behind the scenes last year to show the GOP
that we are serious about the issue of surcharges (sobretasas) on
agricultural imports. With the Title III and Stabilization, Trade
and Marketing Program (STMP) design processes, we have raised our
profile on this issue. Under an agreement with the IDB, USAID is
financing independent studies of aspects of the sobretasa system,
while IDB and IBRD lead the public policy dialogue. The GOP has
made some changes in the system already, as suggested. We expect
more progress 1in the next two years in the broad range of
agricultural pricing and marketing issues through the policy
aspects of the 1993-95 Title IITI program and the 1993 STMP balance
of payments conditions.

During the past year, USAID has continued to provide food for over
3,000,000 Peruvians, or one in seven residents. In addition, our
food program directly supports the outreach programs of four PVOs,
with special attention to income and employment generation, and
health/nutritional status of children under five. One example of
the way in which food assistance is used to help the poor become
economically active is community soup kitchens (comedores). The
comedores are organized by community groups, almost always women.
Through PVOs we support thousands of comedores in poor
neighborhoods throughout the country. The organizers prepare and
sell meals for a small price (with the truly indigent eating for
free). The fees go to buy vegetables and condiments to improve the
meals, and to provide savings which can be used to continue the
kitchens once food aid ends and/or to start income-producing
activities. In many cases, the women have used their good
management records in handling comedor resources to qualify for
other PVO assistance, such as micro-enterprise training, loan
guarantees and credit. Through the new PVQ Support Project, we
will expand these efforts and help build capacity and outreach of
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indigenous PVOs in grassroots development, with special attention
again to employment generation, natural resource management, and
child survival. The Title III program adds policy conditionality
relating to food pricing, import and marketing, as well as
generating sales proceeds for use in activities of mutual interest
to the Government of Peru and USAID, with special attention to food
security. This year we have been able to direct funds at PVOs
without going through a technical ministry as sponsor. This
innovation, part of the policy dialogue on Title III, will help
expand PVO participation in the program, as using a ministry as
liaison had proven a barrier for some voluntary organization
programs in tke past.

Despite many constraints (including drops in foreign investor
confidence imrediately following April 5), we are helping to make
progress towards an increase in incomes and employment in export
trade. Although we were not able to field a large technical
assistance team last year as planned to help potential exporters of
non-traditional products (such as asparagus, mangoes, jewelry), the
Peruvian exporters' association, ADEX, has been very active on its
own in sponsoring seminars, arranging for consultant assistance,
publicizing the importance of export trade. We are also promoting
policy dialogue on export promotion, which may result in "tax
drawbacks"” or other incentive systems for exporters which do not
undercut the macroeconomic reform program.

The past year has marked completion of many of the Mission's long-
standing agricultural research and dissemination activities. A
modern seed multiplication capacity has been established through
efforts of USA.D's Agricultural Technology Transformation project.
The GOP is mov.ng to privatize agricultural research to the extent
possible, and some research stations have already been privatized
and are in the hands of communities/producer groups. The World
Bank has announced its intention of assisting the Government in
this area in the future. Hence, USAID is able to close out its
direct support to the system as a whole, and will negotiate with
the Government and the Bank possible future support to selected
stations which have potential for pay-offs for our export trade
prograns.

After a slow start, in part tied to inability of The Nature
Conservancy (TMNC) experts to gain permission to travel to Peru, the
Employment and Natural Resource Sustainability project is showing
progress in helping residents of the Pacaya-Samiria reserve to
increase their incomes while protecting this fragile environment.
We have also built in environmental review criteria into other
projects, including for review of PVO proposals under the PVO
Support project:.

Activities in the Huallaga Valley during the past year picked up in
pace, and are closely tied to the strategic objective and the
outputs relating to markets, food security and natural resources.
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Through a combination of local currency and dollar resources, we
have ‘been able to start a variety of community development
activities aimed at reviving production, processing and trade of
licit products of this potentially productive zone. Unfortunately,
external factors tied to staffing and funding levels are likely to
end our direct participation in 1994, with the PACD of the Upper
Huallaga Area Development Project.

C. Monitoring and Evaluation Status and Plans

Monitoring systems have been designed for trade activities, and
will be fully implemented with arrival of the contract team for ETD
(before end of FY93). We are able to maintain part of the system
in USAID, under the MIS activity (financed under NSD-18). We are
also maintaining reporting and monitoring systems developed for
alternative development projects, as they are very appropriate for
measuring progress towards improved competitiveness of selected
goods and enhanced food security.

Various monitoring systems are being designed for food security.
Each Title II food aid-recipient PVO is introducing new monitoring
and reporting systems, designed to allow comparison among prograns.
The PVO Support project will have its own monitoring system, to be
managed by PACT, the implementing agent. We have requested
assistance from LACTECH in synthesizing these various systems, and
developing monitoring systems related to Title III and STMP
conditionality, to provide an overall food security monitoring
system for USAID. These systems are all designed to focus on
impact on disadvantaged groups. Unfortunately, Embassy has not
allowed the Chief of Party of PACT to move to Peru, causing delays
in start-up of PACT's monitoring system, and we have had
difficulties for the past year in gaining approval for TDYs on
program monitoring issues. Next year's Action Plan will include a
full set of indicators for foocd security, designed and implemented
by PACT.

By the end of the 1993, final evaluations will have been completed
on the previous generation of grants to food aid PVOs, and on the
Agricultural Technoleogy Transformation project. The evaluation
results will be used in design efforts, and alsoc to improve
monitoring of such activities in the future.



Y4

0'06 L66T 3abael

9661

0°s8 S661

b661

0°es8 £66T

L*Z8 0°08 Z66T
Lrae 0-os 66t suoT3ejoadxa papasosxa
0661 Z66T uT ssaxboad ‘'aTqel TINI PIyoe3lle 835  SJUSUMIOD
T°1¢ 686T auT[aseq Hd1D :92IN0S
I®n3oyY pauueTd Ieax Q0TI-T1 :s3uTogd :3TUun
. XopuT 3a02s AoTlod DTwWOUODE  I03eDTPUl
aAaT3eT3TUT aj3eaTtad bButiocae] saToTlod oTWOUOCS® JO JUIUWYSTTEISH 1°T INJILNO WYHD0HI

L66T

9661

L*8T1 5661

P66T

£66T

slqepeasioN | 91 C66T
L2 1661 Fs3uswwuod
9°ET | ==~ 066T auTased d9¥D> :82anog

TEN}OY pauuetd aeax 3 satun |

dJ9 % S® JUBWSSAUT 03095 23eAaTid uT sseasoul :1I103e3TPUl

aoaoes a3eaTad ayiz Aq pal yamoabd oTwouose SIGEUTEISNS

T*ON JAILDICHO OIDILVHIS

niad

sourmioyaad IaT3Idalqo orbezeaszs :1 9iqel




V4

u L66T jabaey]

u g966T

0'0T S661

5°6 ve6T

0°6 £66T

£'g P L T66T
“Z661
£°9 1661 Ul suoTieloadxa pPapa’oXs JOUPWIOIIS] *UCTIIZDTIOD XEI
wioyTun/atqesiTnbs ‘sjea xe3 Teutbiew paonpaa ‘snidans
066T JybTis/39bpnq pasueTeq aIe pajlel SSTOTIOd ! S3IUSLWOS
A -— 6861 auTased qAdID :30INn0S
1en3ay pauueid Jeax OT~T :3TUnN
sa1oT11od saanzTpuadxa pue xej :I03FOTpUl

" LEBT 38baeg

" 966T

0°61 S66T

0°gl ¥66T
0Lt £661 *gabarvyoans Jo 39s paleaTTdwWoOD UO IOURTTIET PSNUTIUCD
551 191 7661 Jo asneosdq ZeeT Ul suoTieljoadxs pulysq pabbwy ssazboiag
0-61 TE6T *gsuoTleIndal jusjzuod 1EDO0T
ou pur ‘siaTaieq FITIELI-UOU pue JITIE] WIOFTUN PuE
066T Mol 3o *qeise utl ssaaboad syoeal AojzeoIpul rejUBWCD
g8'v e 686T autTased qdID r803INOS
Tenioy pauuelgd aeax 6T-1 :3TUf

Ao110d4 Speal :303EBOTPUIL




o

" L66T 3abaey

u g66T

0*8T S66T

S°9T veetl

0°ST €661

£°TT 8°0T ¢66T
101 1661 *2IN3oNIISEIIUT ‘waisds BuTjuncooe pue
Tebat ‘uoTieIjsTUTWPR 3406 3uaTOoTIIe ‘saubra Ajaadoad
066T ajeaTad ‘ojuT 3eqaIPW JO MOTJ 2231 SOPERIH  :SIUSUOD
0'6 —-—— 6861 autTases IdID :892IN0CS
Ten3ovy pauueid B9} 8T-T 3ITUN
JjusuuolITaus TeTorTpnl pue Arojernbaa ‘Teboa7 :ioj3eaTpul

T 1661 3ebaeg

M 9661

o°ot S66T .

06 re6l

0°8 £661
s'L 3°s 661 *SINITISOATP UT seEM ZeeT Ul uswsacadut
8 v T661 318973eaJ9 "uUoTlIPZIFeATId PaIBTNWIS ‘S3DTAISS DIBIS
Jo bursTtyoueai ‘sastadisjus-paumo-aleis s1bajzeiisuou
0661 3O 2aN3TISIATP UT ,23P35 JO 2[0d, :S3UUMOD
0°¢€ ——— 6861 auTtraseqd 441D :92anos
Ten30¥ pauueld Ieaj 0T1-T :37TuUn

UOTIBRZTIBATI4 :I03ROTIpUl




L66T 3ebael
9661
S66T
be6T
00G‘ 2zl £661 EELETN
adl 66l *RPE6T DUNL UT Spua OYHN £66T ©3 3138 ST aesd 38bag]
€Tt ‘20T Y¥/N 1661 . *S3UTRAISUOCD JI8YyjEsm pue Hutisyirw
‘31paao o3 enp uoTionpoad uTr uotrjonpay ASTIEPA
£ETL1IZT ¥/N 0661 ebeteny o3 pa23Twil AT3uaians seale 3abiel :sijusuwo)d
—— {xeax) auTfosed Q¥HN :392aInog
Ten30¥ pauuetd aesx IX  :3TUN
seaae 38bael uTr 80711 Jo ucTilonpoad paseaIdUT IOIBRDTPUT
- - L66T Jebaeg S )
agd 9661
yaeu 00FT 9661
b66T
addL £66T
£T0°'T 0001 T66T
303095 310dx® pajsbivl 103 viep auTiaseq oTyToads
966 ¥/N T66T ysiTgeise o3 Apn3is e HurjoeIjuecd ST (LA :S3IuUSLWO)D
¥LE -— 0661 suTiaseq XdavY ‘d€¥d :@2Inos
Ten3oy pauuetd axeax WS sn  :3TUn
s3a0dx® TRUOT3ITPEII~-UOU Ul BSESIOUT IOJIEDTPUI
saoyxew jaxodxa pur OIISBWOP 3Jo Adualonijie pue uotiedratiaed pepuedxd g°'T ILOJINO WYID0OUd




;

L66T a8baeg

966T

S66T

1413

000‘08 £66T 3abaey _

. ‘sjutexlsuos bBurisiazw
agx 266T pue 3Tpaid  ‘Isyjesm 03 anp uotionpoad ul 8sSElIII]
‘667 sunp UT Spua QUHN “c£661 ©3 385 aeval jabaegl
#8559 ¥/N I66T *A3T7TeA ®BBeTTENH AT3UuaIano evaae 38biawl :s3usuwo)d
Sty TL -—- 0661 suTtTased gv¥Hn :323Inos
1en3oy pauuetd aeax IWN :3Tun

seade 38biel UuT azTEW JO uUoTIjonpoad pasesarIsul 1I0OJIEOTIPUT




ey

*potaad f6-£6 X4 BYI TIJAO 9SESIDUT O3
pual TIlm paystanoulew AT{enioe aae jeysy pazsbiex
uaIpiTyo jo uoizaodoad eyl ‘sacisasys !asyubry
ST UOTITAINUIRW JO JOUSPTOUT BYI 8IAJYM -0 UBIPTTUD
3o uct3acdoxd HuiseaaouT ur 38baey 7T weaboxd
ay3l ‘aeasl xad uotaeindod AaetoTrFsusq Q00°0ZZ 243 Jo (p)
{wexboad syl ut sIE8A 5-f UBIPTTYD
086 '¥9T 843l 3o %Iy °®°71) g-¢ sabe azem £16't9 -
(wexboad ay3z uTt saeak g-Q UDAPTTYS
020'19 243 30 %48 '9*'T) £-0 sobe o10m 98’15 -~
ipoysSTINOUTRW S€ PITITIUSPT UIPTTUD 08L‘6TT @43 jo (o)
(%£S) pPaysTanouTew se paTyTIuspPT axam 08L’'61T -
{%22) £-0 sabe aaam 0zo't9 -
(s£L) g-¢ sobe aasm Qe ’bol -
:wezboxd ay3 ut uaaplTy2 000°'9ZZ FO (q)

L6661 38baey “L6-€6 Ad woal aeak/oopo’oze pue
Z6 Ad I03 000’gzz :uctaeindod AaetoTyausg Tesol (e)
9661
*sascadwT sSn3e3s TeUuoTIITIINU
Seel atayz axczag wexboaxd saesy 30U Op USIPTIYS 3IEBUS
oS paysTiqelsa DuTtaq OSTE ST SaTieTsTjausq I0J BTAPITID
be6l uotienpean (o) 358 sem uortzeTndod ¢-g styz Buowe
€661 pejoajap (e/m dszZ) UOT3TIINUTRPW pur sIeal ¢-( pebe azam
sataeTotryauaq TT® 3O %LZ ‘2661 UI -sijabaes Kaetorjouaq
7661 1Tea2a0 BU3 Dutsesabur Aq 3ou pue ‘uorjerndod
KAxetoT3isuaq ayzy ut saead ¢-p uaapiTyo 30 uotzaodoad
1661 ay3 bButsevoaaoutr Agq payoead oq [1TM siabael :sjusuwod
-== 0661 autIased YWSIYd :82anos
(e} sdnoab ajabael
1eNn30V psuueTd Ieag juatdrosad II S9T3ITI UT sIeak § Japun uaapIiyo :3TUn

sdnoib 3abiel UT ©3'd UCTITAIINUIERW PTTIYD =searssq I0JEDTPUL

UOTIEZTTTIIN pu®P Ssa523e ‘AJTITQEREITEAE pPOOJ pPaoUByUY ¢£°'T LN4LNO WYES0dd




=

LEET 3ebaeg
966T uosaad zad uosazad aad
Tenjoe pauuetd sxad
56671 ow/uey ow/uey 32ed4 ON I ow /uew
Ten30Y psuueiqd butgjediotrlaed ECEY sutioseg
vé61 oW/ & oW/$ ON sI1a3 OW/$
foet ‘naad 03 daow 03 JOO IOF IouBILDTL ASsequy JO
HoBT O3 anp H{Iom STY3 JIIBIS 03 STqE uaaq 30U sey JLOvd
7661 ‘swa3siAs butzojtuow joedwrt butubrtsep 103 argrsuodsaa st
3o08foxd 3aoddns oad) IDO¥d “poUTWiIalap aq O3 SaINSEIN
*{yjuocur/uew} pajyiom SAPpP JO F UT 9SEAIDUI :SJUSUNIOD
(ze2x) autioseg s310da1 oad II @131l ‘310ddns OAd :804n0S
1en3o0¥ pauueTd aesx *sdnoif pabejurapesTp bDuoure paseaIduTl SwWOHUI 3ITUN
sdnoab psbejurapesTp pailsbien juswioTdws/awcoutr asesasul  :Io3eslpul
LB6T Iabaey
9661
CRAT
V661 *1BW ajnoy *TeW 8a3noy butuutbag
*day -uan *2T33ed pulg *IBH 83NoY paTIoOIuUd II3qWny
£66T
$ % % (coo)
Zee6l iButmoTTol pPI2@TA TI1M wailsdAs :s3uUsUWO)
1661 SOAd 2430 ‘YRWSIYd :39anos
0661 autiaseg
: {go3eax ucyiziIznUIEm s3noe) uotizeinded
1en3oy pauueld aeax 1texauab ‘sa sdnoab 3sbae3y urt uazx aa:u Tooyosaad :31Ufn

uaIpTiyo

fooyss-2ad UT UOTITIINUTEW 23NDOF UT SSESIDA] :J03BOTIPUT




ymmeab uotrzeindod
‘a3ex abueyoxa ‘siaTazeq FITAELI-UOU

Zz-1 3ndang o3uT paIoidey aq [ITM S80T3oeAd TRan3zinotaby
*(g°I uoT3oBS 888) Xa3pul 81025 ADTTOd DTWOUOIE UT paxodexl aie (- 238 ‘siybtx Ajasdoad
‘s3yjtaey ‘-Hra) AgTiTqEertear pool bHurjoazjye sartorrod dJdOO

"II UOTIO09S 8IS ‘ssjex

$330N

*juswsaToauT Teaelsered gnoyzTm weizsds satiTisdwod
pue jusaedsural ‘pajdeocoe AriebeT v s1 aatzoalgo
3yl ‘MaTAS®I JIapun Ia3pow Iopends® woxj sbisaTp

paysT1qeqsd S66T T T qabael Kew niag ut pa3dssoe wxcy TeBaT FRUTS  :SJUSWUIC)
pa3sal Y661 s3iodea III @731l :801n0OS
T paystiqe3sa (welsAs SAT3IEUIIQTE
auoN £e6T suTI=aseg 10) =sbueysoxad AJTpowwod I03085 83®ATId  13TUn
4Ajuo S66T 3sbaw]
suotjrUC(] ve6T
aId¥sn-uonN £E66T *s3zodwt OgP Id Ino
UT 970X woI3y IDNT pPoIeUTWITS Apealie sey Qiy¥sn 930N
00F ¥/N Z661 ssaaboxd AotTod jo aojzeoTpur UR ST I0399s 83EATid
U3t uot3Tiadwos woxy Teacwar s, 10N Huriyayaew/3yxodut
T66T be ut Teseaseaed BuT3sSTX® TPUTF ST IDNT  :S3USWWOD
-—— {aeax) autissed BlEpP QHEI ‘409 :80IN0§
Ten3oy pauueld Iea} (IW 000) 3ITWTT Durpeal IONZ :3TUun
Put3syaew ¥ 3zodwT AJTpPOWwMIoD [eIN3TNOTIDE IdAC axe3 swojzsis satiijedwos o3waTid

1307e0TpUl




X

L66T 3abaey
9661
S66T
ve6l
€661
7661 sswaisis HutaojzTuOw
pue aurTeseq plati 11Tm (pg XJI)} 329load auswabeuen
T66T TE3jUBWUOITAUY 2TCRUTEISNS O ubBTsag :sS3USWNOD
(xeax) sautiaseg 1801N08
1eh30Y¥ pauued Ieax 131U

*§80In0sSal TeEIN1eU IO ISh ITUEUTERISNS wWoll awolul paseaisuTt ‘saTtoads
paaabuepua jo uoriosizoad Is33aq ‘sTestwsyocibe Jo asn paseaIssdp ‘sSeale palsSal0IalT POSEIADUT  1IO0IEOTPUIL

aseq 95JIn0sSaJ [EINJEBU JO 9SN ATEUTEISNS puP uoTiealasaid psaocadw] ¢{'T ILNdINO WYEOCHd




AE

Wwawafeaepy [PUswWUoNAUg
alqeuteisng §9£0-LLS

Hoddng OAd £5£0-£78

uoddng OAd £5€0-L25

oI =il osy “T'd

woddng OAd £SE0-LTS

AN[IQRLIFIENG A2IN0say
iney pue uamlonlng ($C0-£T

11 =PI 08¢ "T°d

1 HL 08F "1'd

(eriLLvaquiny) 109fo1g

(enrLuaqnN) 19fo1g

wawdolasag
pue apel] ‘Wodxd rE0-LTS

jusmdojaaac]
vary wivjpeny Jaddny ¢+$70-LT8

(eniLequIny) s109f01d _

weidold Junsyiely
pue apel] ‘UONBZIIGRIS L9£0-LTS

uoneyuawalduy pue Suuurig
‘SIsAEuy Adllog £7E0-LTS

(SPLLAPQUINN) S103f01d

3seq 9DINOSAI [BINJBU JO 98N
SlqBUTEISOIS PUE HoneAsasaid
poaoxdw] $'1 "ON
HIWOOLN0 WVEDHOAd

uoneziin

pue Ssa00® ‘A)I[IgE[TRAR
pooj paoueyuy €1 "ON
JINOIJLN0 WYEDOUd

sjalew podxa

PUE d1352WOP JO A2U2101y2
pue u1 uonedionied
pepuedxq 7'l 'ON
AN0ODLN0 WVEDOUd

Janenul aeaud

3uuioae) samrjod onrouos?
jojuwystiqesy [ "ON
HWNOD.LNO WVAIDOUd

103305 31eatad 2} Aq Pa| YAm0I3 dWOU0d JGEUIEISNS 1] *ON AALLDALAO DIDALVULS

padejueapesip Ajeouoisiy 2y Aq Awouosa ay) ut sanunuoddo pareia200e 93BINOJUD {UOIBIIJISIOAIP PIAIUILIO
-premino pue juawhojdwa aanonpoid ‘juswsoaur aoword jey; sarorjod smwouodss afernoduy :9Analgo-qng neaing

YIMOIZ HWOU0I3 JJqRUIRISNS ‘Paseq-AJpeolq JO JUAWIAIYR 2y) Noddng :0analqO neaing

niag

wJIALy WVEADOAd TALLDALFO JIDALVILS T ATIV.L



15

USAID Strategic Objective 2:

Improved health status through access to quality primary
health care.

Program Outputs

1. Increased equity of access and use of primary
and preventive health services.

2. Improved sustainability of primary and
preventive health services.

A. Refinements/Changes in Strategic Objective and Program Qutputs

We have refineid somewhat the statement of the outputs under this
unchanged strategic objective definition, to increase attention to
equity issues and to make sustainability of services an output
rather than focus on the use of private sector services, which is
really a subset. of the above. We have dropped the output which was
improved targeting of information-education-communication (IEC), as
this is more & description of project activities than a program
goal.

Modification o the outputs has led to some changes in and further
focusing of indicators. We have eliminated indicators which are
not directly related to our program (except at the strategic
objective level) and/or which appear to be project outputs.

B. Strateqic Qbjective Performance

Despite sanctions (which limited USAID's ability to provide dollar
resources for rublic sector child survival efforts), a continuation
of the seasonal. cholera epidemics, MOH personnel strikes, and some
disruptions to the MOH decentralization process because of April 5
events, there has been real progress seen in achieving objectives
and outputs.

The 1991-1992 Demographic Health Survey (DHS) yielded the following
key statistics: .

* Drop of infant mortality rates from 88/1000 (1987) to 55/1000.
The Government of Peru's goal for the year 2000 is 35/1000.

* Immunizat:ion rates for children under five at an all-time high
for Peru 80 percent), up from 35 percent in 1987.

* Modern contraceptive prevalence at 46 percent (from 23
percent), and overall rates at 59 percent (from 46 percent).

iy
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Peru is close to eradicating the wild polio virus. USAID financial
support for special immunization campaigns in the last year has
been key to this action.

Although cholera continues to resurge in summer, the mortality rate
is low, due in large part to health worker/epidemiologist training
received under USAID auspices, which led to correct clinical
management of the disease and early warning on disease outbreaks.

Peru continues to show relatively low rates of HIV and AIDS. And
thanks in part to USAID-financed PVO educational activities, there
is growing awareness of the problem, and positive steps to monitor
conditions of at-risk groups in the Lima/Callao metropolitan area,
where nearly a third of the Peruvian population now resides. We
have devolved our direct involvement in the effort to other donors
and Peruvian organizations as we clarify the focus of our health
activities and reduce units of management.

Within the past vyear, our efforts to increase private sector

involvement in family planning have progressed well. Overall
contraceptive prevalence increased by 13 percent in the last five
years, with use of modern methods gaining 11 percent. Private

sector sales of modern contraceptives are increasing, and there is
growing client demand for more permanent forms of contraception.
However, the continuing economic recession has had a negative
effect on the ability of Peruvian PVOs offering private family
planning services to recover costs. Clients have proved unable to
pay more for services and products, thus making it difficult for
the PVO services to become self-sustaining. An evaluation is being
conducted to determine how to increase revenues without
jeopardizing quality of services. Convincing private companies to
include family planning in private health plans has also proven
difficult during the recession. Many companies are actually
cutting health coverage for their employees, for financial reasons.

USAID looks forward to rapid expansion of centrally funded services
for population in the next year, as an emphasis country for A.I.D.
for both child survival and population. Through the services the
centrally funded agencies can offer to the MOH and voluntary
agencies, we can help Peru reach more women in rural areas, where
there is a large unmet demand for services, and where fertility
rates are still very high (total fertility rate 6.2, and unchanged
in five years). The R&D/Population contractor is now setting up
its operations in Peru.

Sustainability of health services is a major preoccupation for
Peru. We are dealing with this issue through a variety of
projects. After a slow start for reasons beyond our control
(sanctions, April 5 fall-out), the Strengthening Private Sector
Health Institutions project (SHIP) is moving to set up a model
private primary health care system in one region of northern Peru,
and expanding community-based primary health care systems through
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grants and technical assistance to NGOs which are involved in
primary healtl care in southern Peru (Arequipa and Puno). The
intention is to test varying models of primary health care delivery
for financial self-sustainability. The Mission is now completing
design of a seven-year project, Sustaining Child Survival Prograns,
which will focus on cost recovery, greater efficiency through
decentralization, and technical service issues for public sector
delivery of thesse essential services.

The PVQ Suppcrt project and Titles II and III also support
achievement of Mission objectives for health. Through the Title II
program, we provide nutritional assistance and counseling to at-
risk mothers and small children. An example of the success of this
program is the very poor San Juan area of metropolitan Lima, where
73 percent of at-risk children and mothers have met nutritional
standards needed to graduate from the PRISMA nutrition program
after six months (at which time they continue to be monitored, but
do not receive supplemental foods).

C. Monitoring_and Evaluation Status and Plans

Each of the projects which have direct impact on this ocbjective
features monitoring and evaluation systems aimed at extracting
impact data. 7This includes a health/management information system
(HIS/MIS) installed in the Ministry of Health, and impact
monitoring systems being designed and installed for private sector
primary health care activities under SHIP. The perieodic
Cemographic ani Health Surveys (DHS) are of particular value for
measuring achiavement on the national level, both in health/child
survival and in family planning.

The National Census, to be conducted in July 1993, should prove
very valuable for future monitoring, as there have been no accurate
nationwide popalation data for years (there have been particular
studies financed by USAID and other organizations relating to
specific issues or geographic areas). Census data will be of value
to the program as a whole, when analyzed and published.

PVO family planning activities are being evaluated in April-May
1993, and results of the analysis will help determine needs for the
remainder of tke current project (0335}, and for the future Quality
Improvement project. The PVO managing the Mission's Private
Commercial Family Planning Project is installing and testing a
variety of moritoring systems to track outputs (e.g., sales of
contraceptives' and impact. The system is not fully completed, as
it requires U.S. consultants, who have had difficulty obtaining
permission to fravel to Peru in the last year.
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Peru

I Bureau Objective: Support the achievement of broadly-based, sustainable economic growth

(

Bureau Sub-objective: Encourage accelerated opportunities in the economy by the
historically disadvantaged

STRATEGIC OBJECTIVE NO. 2: Improve health status through access to quality
primary health care

PROGRAM OUTCOME PROGRAM OUTCOME
NO. 2.1 Increased equity of || NO, 2.2 Improved

access and use of primary sustainability of primary and

and preventive health preventive health services

services, including family

planning

Projects (Number\Title) Projects (Number\Title)

527-0285 Child Survivzl Action 527-0366 Sustaining Child Survival
Programs

527-319 Strengthening rivate 527-0355 Quality lmprovement and

Sector Heaith Institutions Strengthening of Populatiom\Family

Planning Programs

527-0326 Private Commercial
Family Planning

527-0335 Private Voluntary Sector
Family Planning Services
Expansion

527-0355 Quality Imprc vement
and Strengthening of Pcpulation
Family Planning Programs

527-0366 Sustaining Child
Survival Programs

527-0353 PVO Support
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LAC Bureau Objective:

Support the Evolution of Stable, Participatory Democratic
Societies

Strategic Objective 3:

Strengthened democratic institutions that sustain
individual rights and freedoms and are responsive to
their constituencies

Program Outputs

1. Strengthened judicial and legislative systems
that promote the rule of law and protection of
human rights.

2. Increased democratization and transparency of
public decision-making.

A. Refinements/Changeg in Strateqgic Objective and Program Outputs

Over the past year, despite and in some cases because of the
turmoil following April 5th, USAID has made significant progress in
developing a strategy for the strengthening of democracy and human
rights in Peru, and in carrying out an integrated set of
interventions in support of this strategy. OQur strategy is
indicated in the two program outputs. The first, “strengthened
judicial and legislative systems that promote the rule of law and
the protection of human rights," is in direct support of the USG's
first two overriding goals for Peru, as expressed in the Mission
Program Plan for FY93-97: 1) promote democratic evolution and
strengthen democratic institutions, and 2) promote respect for
human rights in accord with U.S. and international standards. The
second program output, "increased democratization of public
decision-making," 1is aimed at the second aspect of strategic
objective No. 3, i.e. strengthening the responsiveness of the
democratic institutions to their constituencies. Assistance will
thus be provided for electoral reform, and to both representative
non-governmental organizations and to governmental bodies charged
with channeling the political will of the people upward to
decision-making levels of government.

The result for the Action Plan is a strategic objective, program
outputs and indicators that are more focused, less project output-
oriented than in the previous Action Plan. For example, we have
scaled back on the number of different indicators used for judicial
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reform efforts, as the previous set was very large and individual
indicators tended to overlap. We have added indicators which
reflect new democratic initiatives activities which will continue
through 1995, and dropped ones which no longer need tracking. With
the commencement of our next generation judicial reform (JUST) and
cdemocratic initiatives projects over the next two years, we will
continue to refine the program outputs and indicators. Note that
we have now incorporated anti-drug education efforts into this
strategic objective, as they all involve mobilizing public opinion
and community action against drug trade and use in Peru.

The democracy/auman rights situation in Peru is rapidly evolving.
A year ago, for instance, no one foresaw that the President would
close courts and Congress in one day. Nor could anyone have
predicted the writing of a new Constitution in 1993. Our approach
to democratic initiatives must be flexible enough to be able to
take advantage of targets of opportunity such as requests for
elections assistance, and to be able to survive unpredictable
setbacks that will occur during this difficult process.

B. Strateqgic Objective Performance

The past year has had tumultuous effects on the evolution of
democracy in Feru. There have been pronounced achievements and
setbacks, and almost continual change. All of +this has
demonstrated the need for the USG to remain engaged in the process
- through USARID policy dialogue and financial and technical
assistance - so as to help move the process in the right direction.
As mentioned previously, the events of April 5, when the President
of Peru closed the courts and the legislature, caused immediate
repercussions. For the elements of the USAID program which are
directly related to democratic initiatives, it meant: freezing of
activities of the AOJ project (lifted in September after
modification of the project to move implementation responsibilities
directly to USAID); slowdown of the establishment of the National
Registry of Detainees (formal hold on activities lifted after three
months); cance.lation of plans for an immediate move into a second
generation jud:cial support project; and derailment of many of the
democratic initiative activities then being undertaken by the
Institute for liberty and Democracy (ILD - project 598-0772). This
situation required USAID to modify certain of its activities,
adjust schedules and look for opportunities to promote a return to
democratic systems. Ironically, we have been able to do much more
in the last several months than ever before. The disruption of
entrenched institutions has provided a more receptive audience, and
many requests for substantive assistance in moving towards
democratic, responsive institutions in the judiciary, national,
state and local. governments. ' '

The President's actions of BApril 5th, as well as numerous
subsequent declarations and actions, such as sacking of numbers of
judges with dismal reputations, demonstrated his determination to

27
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clean up and modernize the judicial system, previously plagued by
corruption, lethargy, and antiquated methods of jurisprudence. He
followed the court closure with the naming of new personnel at all
levels of the Judicial Branch and Public Ministry, including the
President of the Supreme Court and Attorney General. Subsequently,
orders were given to purge the Public Ministry of its worst
performers (from prosecutors to administrative personnel; based on
an analytical study financed under A0J), and to shift the
jurisdiction of trials for senior-level terrorists to military
courts (a move with both positive and negative aspects). USAID has
refocused and concentrated activities in administration of justice
to assist the government in making changes in a transparent,
equitable manner. We are working closely with key reform-minded
leaders in government and private sectors, and have been able to
obtain the services of experts from the United States and Latin
America to advise the government on how to move towards a more
responsive, efficient and honest judiciary. For example, the April
1993 TDY of Dr. Timothy Cornish, which coincided with an A.I.D.-
sponsored National Conference on Criminal Justice implemented by
ICITAP, helped to coalesce support among key GOP actors in the
Judicial Branch, Public Ministry, CCD, Ministry of Justice, and the
National Police for upcoming reforms that will be transcendental in
the area of criminal procedures. The project is also providing a
variety of training courses for judges and prosecutors, to help
prepare for introduction of the accusatorial system of justice, and
to improve administrative skills. The follow-on Judicial
Strengthening project is currently being designed, to commence by
the end of FY93. ’

USAID is also supporting a wvariety of efforts to inform policy
makers, and the Peruvian public, on democracy and human rights

issues. An example is the study commissioned from ex-Senator
Bernales on the economic costs of terrorism, which 1is being
completed now. This study will form the basis for public

discussions of this complex and touchy subject. We are actively
working on a number of levels to promote the protection of human
rights in Peru. Through our financing and the expert assistance of
the UN-affiliate ILANUD, Peru is establishing a National Register
of Detainees, which 1is an important step in preventing
disappearances of detainees - one of the problems which human
rights advocates cite in Peru. Despite slowdowns because of April
5th, the system is well on the way to installation and active use
throughout the country. We have financed design of the systemn,
computer acguisition, training and installation, and will monitor
for effective use. We plan to continue work with the Registry
under the JUST project, and to work with ILANUD, which is the
regional specialist in this domain.

USAID has been active in promoting free and fair elections in Peru.
Following the disbanding of Congress, the President agreed to the
election of a <constituent assembly (Congreso Constituyente
Democratico - CCD), which would serve in a legislative capacity

7y
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and revise the constitution. USAID actively participated in the
national and municipal election process. We helped the Peruvian
government prepare for and conduct the November CCD elections and
January 1993 municipal elections through the provision of expert
technical assistance. USAID ESF funds were also contributed to the
0AS, through the Department of State, for elections observers and
an assessment of electoral performance, The OAS declared both
elections free and fair. We hope to be able to assist in building
a more permanent capacity for democratic elections in the future,
and to increase assistance to the CCD itself. We recently financed
travel by members of the constitutional committee of the CCD to
provincial cities, where they met with constituent groups from
different economic strata, to get feedback on the constitutional
reform effort. We are awaiting the results of the OAS assessment
of the 1992/93 elections to determine next steps for elections
support. Builcing governmental capacity to conduct fair elections
will be one of the activities under the 1994 Democratic Initiatives
project as well.

With the lifting of 620(g) sanctions, we were finally able to sign
the contract for implementation of the Peruvian Peace Scholarship
project (PPSP - CLASP 1I), the follow-on to the highly successful
Andean Peace Scholarship project. PPSP will play an integral role
in our efforts to build democratic institutions in Peru through its
targeted training of current and potential leaders from
socially/econcnically disadvantaged groups.

The Institute for Liberty and Democracy's (ILD) activities were
also affected last year by April 5, which disrupted many of the
grassroots democracy-type activities then underway, as well as by
the major bomb attack on its headquarters in July. However, ILD
has adapted quickly to changed circumstances, and continues to be
a leader in exploring and promoting change in Peru. ILD is active
kehind the scenes in shaping the new Constitution. For example,
ILD suggested (and used news media to press for) a national
referendum on the Constitution. This has been accepted and
incorporated into the draft Constitution by the CCD. Note that
certain of the indicators used in last year's Action Plan were
kased on ILD activities. In the case of a unified business
registry, ILD has completed its work and spun it off to the
government, af:ier registering more than 80,000 businesses in 1992
(exceeding its goal). ILD has also transferred responsibility for
administrative simplification to government officials trained by
ILD, as well as fostered other entities' participation. An A.I.D.
evaluation of the regionally-funded project which supports ILD
(Private Sector Institutional Reform) gave unstinting praise to the
institution as a think tank and gadfly, and to its efforts to help
the informal sactor.

USAID is promoting a variety of efforts promoting democratic
governance. ILD has been and remains active in promqting progress,
using studies, seminars, media releases and formal proposals for
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constitutional change. We are about to co-finance with the
National Endowment for Democracy an assessment by a Peruvian NGO
(FORO Nacional/Internaciocnal), aimed at improving democratic

governance in Peru.

During the last several months, pilot testing of the Municipalities
in Action system for building grassroots leadership and community
action (first developed in El Salvador) has been carried out in the
Huallaga Valley. This program, as implemented in Peru, is aimed at
strengthening participatory democracy at the critical levels of
provincial and district governments. = The program has been
enthusiastically received by government and communities, and we
plan to expand the effort to other economically less developed
areas of Peru over the next five years. A new project, Democratic
Development of Local Governments, is proposed for FY94, to be
financed with NSD-18 funds and host government owned local
currency.

The Peruvian counternarcotics educational organization, CEDRO,
continues to be the leader in South America in promoting community
awareness and organization to combat drugs. A recent evaluation of
narcotics awareness and education activities in Latin American
lauds CEDRO for its excellent reputation in international drug
prevention circles. CEDRO is also the leader in Peru in assisting
street children to be reincorporated into society. USAID has been
able to finance part of this extraordinary effort, thanks to
special Congressional funding.

C. Monitoring and Evaluation Status and Plans

USAID, CEDRO and ILD have recently developed benchmarks for
achievement in the area of democratic initiatives. We have in
place already project-specific monitoring systems which can be
verified in evaluations. An internal "lessons learned" evaluation
of the AOJ Project is now underway and the baseline study for the
FY93 Judicial Strengthening Project will be completed in May. The
new JUST and planned FY94 Democratic Initiatives and Democratic
Development of Local Governments projects will further refine these
methodologies.

Monitoring systems, including development and tracking of impact
indicators, will be designed into the new projects planned for this
strategic objective. 1In the interim, we will use PD&S funds over
the next year to commission particular studies and surveys on
democratic initiatives issues (supplementing baseline data being
gathered on Jjudicial issues}. We will also arrange for expert
visits from other countries on these issues, to the extent that TDY
restrictions allow. Given the fluid situation in Peru in terms of
democratic systems and institutions, leeway must be allowed to
continue to refine these systems over time.
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Peru

Bureau Objective: Support the evolution of stable, participatory democratic societies

Bureau Sub-objective: Strengthen civilian government institutions and public participation
in democratic process

STRATEGIC OBJECTIVE NO. 3 Strengthened democratic institutions that sustain
individual rights and freedoms and are responsive to their constituencies

PROGRAM OUTCOME
NO. 3.1 Strengthenzd
judicial and legislative
systems that promote rule
of law and protecticn of
human rights

PROGRAM OUTCOME
NO. 3.2 Increased
democratization and
transparency of public
decision-making

Projects (Number\Title)

Projects (Number\Title)

527-0303 Administration of Justice

527-0061 Special Development
Activities Fund

527-0352 Judicial Strengthening

5270244 Upper Huallaga Area
Development

327-0340 Peruvian Peace
Scholarship Program

527-0340 Peruvian Peace
Scholarship Program

527-0356 Democratic In tiatives

527-0347 Narcotics Education and
Community Initiatives

598-0772 Private Sector
Institutional Reform

527-0356 Democratic Initiatives

527-0371 Democratic Development
of Local Governments

598-0772 Private Sector
Institutional Reform

Y7
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SECTION II. PORTFOLIO ANALYSIS

A. New Initiatives

New Project Descriptions (NPD) are provided for the FY 1994
projects: Democratic Initiatives, Sustainable Environmental
Management and Democratic Development of Local Governments. We
have also included a summary NPD for the planned FY93 amendment to
Export, Trade and Development. Not included are NPDs for the FY
1994 and 1995 balance of payments programs (provisionally named
Stabilization, Trade and Marketing Program II and III). Given the
complicated situation of our current balance of payments program,
and that the GOP macro-economic reform program is moving very fast,
and that future balance of payments programs may have minimal
funding available ($8-10 million per year under rumored $22.5
million ESF levels for Peru), it would be premature to speculate
what those programs might entail. 1In any case, it is anticipated
that the PAADs will be submitted to Washington for review.

As noted in previous sections, USAID nc longer plans to proceed
with the following projects, listed in last year's Action Plan and
cther Mission documents:

527-0350 Small Business and Employment Expansion
£27-0357 Policy Analysis for Private Sector Agricultural
Development
§27-0358 Agricultural Technology Dissemination (later called
' Agricultural Export Promotion)
527-0359 Agri:ultural Credit and Rural Savings Mobilization

The amendment to the Export, Trade and Development Project
(formerly Investment and Export Promotion) will be executed in lieu
of a new projezt in agricultural export promoction. The amendment
clescribed in last year's Action Plan is not being pursued.

The Non-Projec: Assistance/Health Policy Reform program (527-0360)
planned for FY 1993 has been changed to 527-0366 - Sustaining Child
Survival Programs. The NPD was approved by Washington in FY93.

The planned Selva Economic Revitalization project (527-0348) will
only be implemented if there is a policy determination and
restoration of staffing and funding levels which give reasonable
assurances of long-term support to alternative development in Peru.

B. Status of Portfolio

See the attacled Table 3. Given uncertainty as to ESF funding,
this plan may be revised.
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C. Central and Regional Projects

USAID benefits from an array of centrally-funded population
activities, which may or may not shift to Mission management in
future years. We also benefit from central grants to PVOs related
to food assistance. There are various other central and
regionally-funded activities from which we receive occasional
assistance. One important one for the Mission is LACTECH, which
has provided short-term assistance by agriculture and rural
development experts which has proven of great benefit to USAID's
program. Given security concerns, USAID has reduced use of central
and regional projects over the past years, to eliminate those of
marginal interest +to the Mission. Unfortunately, at times,
security problems have also precluded access to resources (such as
a Michigan fellow) which would be of direct value to our program.
We treat one regionally-funded project (Private Sector
Institutional Reform - which supports ILD) as our own project in
all USAID reports. Management responsibility was shifted to USAID
by LAC, hence this presentation of the project as one of our core
management units is appropriate.

5/



NEW PROJECT DESCRIPTION

LAC BUREAU OBJECTIVE: Support the achievement of broadly-based,
sustainable economic growth.

LAC BUREAU SUB-OBJECTIVE: Encourage economic policies that promote
investment, productive employment and outward-oriented
diversification; encourage accelerated opportunities in the economy
ky the historically disadvantaged.

MISSION STRATEZIC OBJECTIVE: Sustainable economic growth led by
the private sector.

PROJECT TITLE: Export, Trade and Development (ETD) - Amendment

PROJECT NUMBER: 527-0349

FUNDING ($000): FY 1993: 1,000 (DA) LOP: 8,000 (DA - this
amendment)
19,500 (ESF =~
previously
authorized)
10,000 (PL 480 1local
currency)
TYPE OF FUNDIN(G: DA
ESF
P.L. 480

Authorized in 1991, previously named Investment and Export
Promotion Project, the ETD Project is currently ongoing. The
purpose of ths NPD Amendment is to inform Washington of the
Mission's plans to authorize an increase in Project activities and
funding. This NPD amendment supersedes the NPD amendment in the
1993-94 Action Plan.

A. Consistency with Mission Strategy: This project amendment does
not alter the goal and purpose of the ETD project. The amendment
will provide a more integrated systems approach to increasing agro-
exports by incorporating production technology techniques proven to
be successful under another soon-to-be terminated Mission project.
The amendment and ETD project as a whole, directly support the
Mission objective of sustainable economic growth led by the private
sector, and program outputs relating the expanded participation and
efficiency of idomestic and export markets. The project provides
support to food security objectives as well.

B. Relationship to A.I.D. and Other Donor Activities: The project
and this new component will be coordinated with planned World Bank

rural development project interventions in agricultural research,
infrastructure development, etc. By increasing emphasis within the
ETD project on agricultural products, and foregoing a discrete
agricultural project, USAID is assuring tight integration of all
production and marketing activities sponsored by A.I.D.



C. Relationship of Project to Overall A.I.D. Policy Objectives:
As stated previously, the project and this amendment are closely
linked to free market, economic growth and food security objectives
in Peru. The project amendment supports policy dialogue on market
liberalization, privatization of State-owned-enterprises, and
support to private sector initiative.

D. Project Description: The Project will be expanded from the
present agro-processing and export activities to include a focus on
complementary export-oriented production support activities., It
will take the most successful, directly applicable aspects of the
Agricultural Technology Transformation (ATT) Project--which will
end on August 31, 1993~--and incorporate them into the structure of
the ETD Project. The final evaluation of ATT (May - June 1993)
will verify USAID'S technical assessment of activities which are
export-oriented, private sector-managed, and which merit
continuation. The planned interventions will be carried out with
private agricultural organizations (including some producers'
associations) and feature: technology dissemination, private seed
and root stock systems, and small credit funds.

E. Planned Implementation Arrangements: A Handbook 13 Cooperative
Agreement will be signed for the additional activities with a
registered Peruvian PVO (FUNDEAGRQO)}. ©On the basis of Memoranda of
Understanding (MOU), FUNDEAGRO will make small grants to private
research stations, farmer groups, and agro-processors to support
the dissemination of the production technologies and will manage a
small rotating credit fund for production. ADEX will managed a
small rotating credit fund for agro-processors and agro-industries.
The same U.S. institutional contractor selected for technical
assistance to ADEX will be used to provide short-term assistance to
FUNDEAGRO on production issues.

F. Sustainability of Proposed Activities: By emphasizing private
sector implementation of all activities USAID 1is promoting
sustainability of activities. The activities to be undertaken are
of great interest to the Peruvian private sector, and with
potential to make agricultural exports much more profitable in the
medium and long-term. This should assure sustainability.

G. Mission Management Role: The amended Project will continue to
be managed by the Private Sector Unit of the new Office of Rural
Development.

H. Potential Issues and/or Innovative Approaches:

© A program for Rural Women training and preparation to do
income raising activities for the homehold should somehow be
added to the project. ATT has had a very good experience in
this area.

o The final evaluation of the ATT project will be conducted May-
June 1993, and should yield lessons learned and guidance on

47



optimal organization of the activities planned under this
améendment.,

USAID will assure that funding for credit is needed and can be
managed adequately by implementing agencies before supporting
any/all requests for HCOLC for this purpose. The final
decision ¢n credit activities depends on the GOP, whose funds
(PL 480 Title III proceeds) would be used.

14



NEW PROJECT DESCRIPTION

LAC BUREAU OBJECTIVE: Support the evolution of stable,
participatory cemocratic societies.

LAC BUREAU SUB-OBJECTIVE: Strengthen «c¢ivilian government
institutions.

MISSION STRATECIC OBJECTIVE: Strengthened democratic institutions
that sustain individual rights and freedoms and are responsive to
their constituencies.

PROJECT TITLE: Democratic Initiatives
PROJECT NUMBER: 527-0356
FUNDING ($000): FY94: $ 3,000

LOP: $10,000
TYPE OF FUNDING: ESF

A. Consistency with Mission Strategy: The Mission's strategy to
strengthen democratic institutions that sustain individual rights
and freedoms and are responsive to their constituencies includes
two basic elements: a) strengthening the judicial and legislative
systems; and b) securing wider public participation in selected
political inst.tutions and practices to ensure their openness and
transparency, public accountability and responsiveness. This
project will address both elements of this strategic objective.

B. Relationship to A.I1.D. and Other Donor Activities: The project
will follow on A.I.D.-funded activities undertaken by the OAS in

support of the National Elections Board (JNE), and other activities
supported by the PAPI Project in support of the Constituent
Congress (CCD). It will also complement a number of other
activities, including those supported by the new FY93 Judicial
Strengthening Project, which will expand efforts to strengthen
Peru's judicial system begun under the Administration of Justice
Project (PACD 12/31/93), as well as those undertaken by the
Institute for Liberty and Democracy (ILD) with respect to
democratic initiatives and property rights. Other donors have
shown their interest in the issue of democracy and human rights,
and their activities range from sponsoring visits by experts in a
specific field to provide technical assistance to their Peruvian
counterparts, £to the development of sector studies that identify
which areas they would be interested in pursuing to help strengthen
Peru's democratic institutions. Such institutions include the
United Nations Development Program and the World Bank.

5



C. Relationship of Project to Overall A.I.D. Policy Objectives:
A.I.D.'s highest priority is to maintain and strengthen Peru's
commitment and efforts to attain economic stability with sustained
growth. The project will promote strong democratic institutions
which constitute the necessary foundation for economic growth.

D. Project Description: The project goal will be to strengthen
democratic institutions that sustain individual rights and freedoms
and are responsive to their constituencies. The project purpose is
to support the development of demccracy in Peru through
strengthening the legislative branch of government and ensuring
responsiveness of public institutions to society.

The proiect is directed toward many activities carried out by the
Peruvian State that affect the country's nascent democratic
institutions, as well as toward activities undertaken by non-
governmental organizations that complement those public-sector
efforts. - It will include a strengthening of the technical
capabilities of the legislative branch of government and a variety
of activities aimed at increasing the government's responsiveness
to its constituencies. The National Elections Board and the Office
of the Controller General will be the objects of efforts to
strengthen these two GOP institutions that are key to the
development of a government that is accountable and responsive to
its constituency. An improvement in civil-military relations will
be the objective of training activities that, given the prohibition
on A.I.D.'s provision of assistance to benefit the military, will
be directed toward selected segments of the civilian population.
Assistance to such non-governmental entities as grass-roots
organizations, the Jjournalism profession, and labor unions is
designed to expand and improve the quality of popular participation
in the governing process.

E. Planned Implementation Arrangements: The Mission will decide
during project design whether to obligate funds through an overall

Cooperative Agreement or another instrument. The project is
probably not appropriate for an HB 3 grant due to the political
sensitivity of its activities. Nonetheless, activities will be

implemented in coordination with corresponding GOP institutions
such as the CCD and the JNE. Technical assistance will be acquired
from local and international PVOs/NGOs, such as AIFLD, PARTICIPA
and CEAL (Chilean civic education PVOs), Constitucién y Sociedad,
IFES, and others. Ta also will be acquired through buy-ins to
regional projects funded by LAC/DI.

F. Sustainability of Activities: In keeping with the sub-
objective of strengthening civilian government institutions,
activities will focus on GOP entities requiring further
institutional development and will necessitate substantial
involvement in the planning, coordination and implementation of
activities to ensure GOP "ownership", and to ensure the funding and
adequate staffing of any follow-on activities.




3. Mission Managemen ole: Design will focus on measures to
assure that the activities are within the management capacity of
USAID. Should implementation be through a cooperative Agreement,
the role of the Mission technical office will be one of providing
technical support to the recipient as well as oversight to ensure
that proper coordination and information-sharing occurs between
contractors, P70s/NGOs and GOP institutions. Should implementation
be through an NGO grant, the Mission technical coffice role will be
more limited, primarily to one of oversight.

H. Potential Issues and/or Innovative Program Approaches: The

pace and willingness to change in this area is particularly subject
to the vagaries of the Peruvian Government. Consequently, the
project will include allowances for unanticipated adjustments to
the project design to permit timely responses to a changing
environment.

7



NEW_PROJECT DESCRIPTION

LAC BUREAU OBJECTIVE: Support the achievement of broadly-based,
sustainable economic growth.

LAC BUREAU SUB-OBJECTIVE: Encourage economic policies that promote
investment, productive employment and outward-oriented
diversification; encourage accelerated opportunities in the economy
by the historically disadvantaged.

MISSION STRATEGIC OBJECTIVE: Support sustainable economic growth
led by the private sector.

PROJECT TITLE: Sustainable Environmental Managemenﬁ (SEM)
PRQJECT NUMBER: 527-0368

FUNDING ($000): FY 1994: 1,275 LOP: 11,000

TYPE OF FUNDINCG: DA

A. Consistency with Mission Strategy: The goal of this Project is

to improve the natural resource base of Peru. The purpose is to
encourage and strengthen community groups and private organizations
to carry out improved, sustainable management of natural resources
while preserving biological diversity. This purpose directly
supports the stated CDSS objective of increasing the productivity
and income generating possibilities of the Sierra and Selva
populations. It is also a direct expression of the Mission's
desire to preserve, and where possible rationally exploit, the
tremendous bioclogical diversity of Peru, leading to increased
incomes and productivity. ' '

B. Relationsh:p to A.I.D. and Other-Donor Activities: The World
Food Program (WFP} and the International Fund for Agricultural
Development (IFAD) are initiating a similar natural resource
conservation program in 65 watersheds in the southern Highlands
working through the Ministry of Agriculture. Similar activities
have been carried out by various PVOs (CARE, ADRA) under the USAID-
managed Title II program. A.I.D./W is supporting with central
funding various activities related to protected areas and
biological diversity in Peru (Parks in Peril, Biodiversity Support
Program, Environmental Support Program) while a number of U.S. PVOs
(World Wildlife Fund, The Nature Conservancy, Conservation
International) are also providing support.

C. Relationship of Project to Overall A.I.D. Pgolicy Objectives:
The project directly supports both the Environmental Strategy and

the Agricultural Development Strategy prepared recently by the LAC
Bureau.

D. Project Description: The Project will improve the preservation
and sustainable use of the Peruvian natural resource base.
Activities will be concentrated in the Northern and Central Sierra




and the high Jungle (Selva Alta) where procblems of soil erosion,
deforestation, and decline in biological diversity are especially
aggravated by existence of widespread poverty and the need to
maximize production over the short run in detriment of long-term
sustainable production. Project activities will consist of the
following focussed efforts:

1. Forest Management - Emphasis will be placed on the integration
of selected tree species into agricultural production activities
(agroforestry), regeneration of timber stands in presently denuded
areas (reforestation), and preservation of existing forested areas
(forest management) .

2. Soil Management - In areas with erosion problems, various types
of conservation mechanisms (bench terraces, wind breaks, contour
planting, etc.) will be employed, while so0il quality will be
improved through the use of biological practices (organic
fertilizers, humus, nitrogen-fixing legumes, etc.).

3. Integrated Pest Management - IPM will be emphasized in order to
reduce air pollution, water/soil contamination, and health problems
in humans, plants and animals by excessive or inappropriate use of
pesticides and other agrochemicals.

4, Biological Diversity - Disappearing species of flora and fauna
which are important to the Peruvian ecosystem will be identified,
protected, and managed in a sustainable manner. This could include
a rational exploitation of these species for income and employment
generation purposes {(2.g., Andean crops for market).

5. Institutional Strengthening - Since these activities will be
carried out principallv through local NGOs and community groups,
efforts will be made to strengthen these environmental and natural
resource groups in problem identification, project planning and
implementaticn, envircenmentel education and extension. Close
coordination will be maintained with the PVO Support Project (527-
0353) which will assist in the training and technical assistance
activities related to institutional strengthening.

A special effort will be made to arrange for food assistance
support from PVOs participating in the Mission's Title II program,
while the possibility of using Title III local currencies will be
explored.

E. Planned Implementation Arrangements: A contract will be signed
with a U.S. institution to assist the Mission to carry out the soil
conservation, agro-forestry and IPM activities. The Mission will
sign a cooperative agreement with a U.S. PVC to manage a project-
financed biodiversity fund from which Peruvian NGOs will be
selected on a competitive basis to undertake biodiversity
activities., Individual agreements will be signed with each
selected NGO. An implementation agreement will be made with the
PVO Support Project to carry out the institutional strengthening of
the participating NGOs and community groups. The issue of whether

Sy



an overall bilateral grant agreement or single Cooperative
Agreement should obligate the funding for this project will be
studied during project design.

F. Sustainabjility of Actjvitijes: The participation of community
groups and NGOs directly interested in the purposes and benefits of
the various activities, as well as the institutional strengthening
of these groups, assure the sustainability of the proposed
activities.

G. Mission Management Role: The Project will be managed by the
senior FSN Mission Environmental Officer within the Office of Rural
Development. The Project Officer for the PVO Support Project,
located within the Office of Rural Development, will participate
with the Controllers Office and the Program Office in a Project
Implementation Committee.

H. Potential jssues and/or Innovative Approaches:

o What kind of role will the GOP take (or want to take) in this
project?

© Will an institutional contractor be allowed to establish a
permanent presience 1in the country? If not, what are the
implementation alternatives?

o Will the 0Office of Rural Development have sufficient person-
power to handle this project?

;e



NEW PROJECT DESCRIPTION FY 94

LAC BUREAU OQEJECTIVE: Support the evolution of stable,
participatory dzsmocratic societies.

LAC BUREAU SUB-OBJECTIVE: Strengthen <civilian government
institutions.

MISSIQON STRATEGIC OBJECTIVE: Strengthened democratic institutions
that sustain individual rights and freedoms and are responsive to
their constituencies.

PROJECT TITLE: Democratic Development of Local vaernments
PROJECT NUMBER: 527-0371
FUNDING ($000): FY 94: $ 1,500 LOP: $ 4,000
HCOLC: $16,000
TYPE CF FUNDING: ESF (NSD-18)
A. Consistency of Project with Mission Strategy: The project

directly supports USAID's democratization objective and program
output of democratization of public decision-making. The project
builds on past USAID-financed efforts in this regard.

B. Relationship to A.I.D. and Other Donor Activities: This
project builds upon current Mission activities in the Huallaga
Valley, as well as a similar highly successful Municipality in
Action Program in El Salvador. It will support efforts of the GOP
to decentralize government and promote the provision of basic
services through democratically elected participatory 1local
governments. Both bilateral and multilateral donors have shown an
interest 1in strengthening local governments. Members of the
European Community are currently providing funding for a social
development fund, FONCODES, and the IDB is discussing the
possibilities of funding local government projects in the near
future.

C. Relationsh:.p of Project to Overall A.I.D. Policy Obijectives:

The project will strengthen participatory democracy at the critical
levels of provincial and district governments. Both levels are
considered to be crucial in achieving political and economic
stability because of their direct interaction with the population
and because th2y are the lowest level of government to have the
financial and technical capability to provide basic services.
Strong local governments will promote an improved environment for
economic growth, A.I.D.'s highest priority.

D. Project Dzscription: The Project Goal is to promote the

development of democratic institutions that protect individual

&/



rights and freedoms and are responsive to their constituencies.
The Project Purpose is to strengthen local government's capability
to plan and implement. democratically selected development projects
and to provide basic services such as environmental protection,
potable water, public markets, sewage, public lighting, garbage
collection, communication and maintenance of local roads, paths and
bridges. The project will focus on strengthening the GOP
decentralization process by providing long term technical
assistance at the national level and training Peruvian provincial
mayors, district level mayors and members of local government
councils in Peru in project selection, planning and implementation
techniques and local government management. The Project will also
implement community-based democratically selected development
projects using PL480 Title III generated HCOLC. These small scale
activities will serve as on- the-job training for local officials.
The project area will cover two culturally and economically
distinct regions of Peru, the Sierra and the Selva.

The GOP is currently redefining relationships between the national
government and local governments. It is attempting to decentralize
the unresponsive current system which is run from the top down.
One attempt being implemented by the GOP, is the construction of
small scale community development projects in many areas of Peru in
an attempt to restore people's confidence in local governments and
to improve economic and social conditions at the community level.
Unfortunately, local governments have not traditionally played an
active recle in the development process because of lack of
understanding of what local government's role is in the development
process as well as the lack of resources at the local level.

Experience gained in the Huallaga Valley during implementation of
"Municipalities in Action" type of activities funded by the Upper
Huallaga Area Development Project, showed that strong responsive
. local governments are a key factor in the promotion of social
stability and economic growth even where terrorism and/or narcotics
trafficking had previously reduced the role of Government. UHAD
funded training programs for local officials improved the quality
of public administration and delivery of public services. This, in
turn, generated popular support for the government, improved the
security situation and encouraged private investment. This
proposed project will use grant funds to provide training for all
of the local government mayors as well as a significant portion of
the local government councilmen in the Project area. The Mission
expects that this will be the initial effort in strengthening local
governments and can later expand the training to the whole country,
if funds are available. The Mission will actively encourage other
donors to participate and will coordinate this project with donors
such as the IDB and EC who have signified an interest in local
government strengthening.

E. Planned Implementation Arrangements: The project will be
funded through a bilateral agreement between the GOP represented by
INADE, Ministry of the Presidency and USAID/Peru. The dollar funds
will be obligated through a HB3 grant agreement to Peruvian
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institutions such as the Universidad del Pacifico which will be
competitively selected to provide the development training of local
officials. The local PVOs and GOP institutions such as INADE will
implement the development activities using HCOLC. A cooperative
on-the-job tra:ining and exchange program between the GOP and the
Government of El1 Salvador (GOES}) has already begun, and will
continue, if needed, during this project.

F. Sustainability of Proposed Activities: Part of the training
provided local officials will include the provision and maintenance
of basic services. Any facilities constructed with HCOLC funds
related to this Project will be maintained by the communities
themselves witil support from the GOP. No construction will be
approved without assurance that the facility will be properly
staffed and ma:ntained after the project is terminated.

G. Mission Management Role: The Mission technical office's role
will one of ovarsight to ensure proper planning, implementation,
monitoring and reporting of project elements.

H. Potential Issues and/or Innovative Program Approaches: The

main problem in project implementation is security, because the
activities will be implemented in emergency zones of Peru.
Although the threat of terrorism is diminishing, it is anticipated
to remain a po:ential problem during the life of the project. A
second issue which may occur is the changing philosophy of a new
government. The current President of Peru, President Fujimori,
will finish his term in office in June, 1995. It is possible that
a new President will not place local government support at the same
level of priority as President Fujimori.

Note: This is local modification of the successful project in El
Salvador.
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SECTION III. ENVIRONMENT

A. Major conservation challenges facing Peru

Deforestation in Peru has been high due to unsustainable
agriculture in the Andes, and the exclusively extractive nature of
product harvesi practices and coca cultivation in the jungle. An
estimated 120,000 farmers are engaged in coca cultivation in
approximately 129,000 hectares of land throughout the country.
Coca is associzted directly with deforestation, erosion and damage
from indiscriminate disposal of toxic chemicals into rivers.

Another challenge for Peru is the conservation of its rich
biological diversity. The two major causes of species extinction
or rapid declines in animal populations are hunting and habitat
destruction. Hunting of wild animals for food or commercial
purposes has bzen cited as the primary cause of endangerment for
species. Although many threatened species inhabit areas that are
now protected, 1inadequate enforcement of hunting laws and
increasing human encroachment and disturbance in reserved areas
continue to be major problems. Habitat destruction, primarily a
result of increased turnover of wildlands for agriculture or timber
harvesting, is perhaps the most critical cause of species losses.
Despite the establishment of conservation units that represent many
of the ecosystems to be found in Peru, many more are needed to
preserve those species with broad ranges or which are highly
adapted to particular habitats.

Peruvian environmental legislation 1is still inadequate. The
Environmental and Natural Resources Code, promulgated in September
1990, has not been implemented. Regulations are interpreted in
contradictory fashion by various agencies. The lack of clear
criteria for environmental impact assessments of productive
activities tends to allow manipulation for short-term gain over
longer-term ecological sustainability.

A natural resource assessment prepared by the Mission in 1990

identified the following problems, grouped according to the three
conventional major regions: Costa, Sierra and Selva,

Costa, comprising the Tropical Desert region, the Subtropical
Desert region and the Desert Scrub region.

- Soil salinity associated with over-irrigation and puor water
management, leading to ultimate abandonment of some 400,000 ha.,
with other areas suffering from reduced productivity.

- Destruction of Prosopis, Capparis and Acacia stands in the
Piura and Lambayeque departments, and the consequent advance of the
desert.

b
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- Desert encrecachment into irrigated areas, wind erosion,
obstruction of irrigation canals with wind-blown sand, particularly
in the San Lorenzo irrigation project in Piura.

- Destruction, through uncontrolled tree cutting, hunting
fishing, aquaculture and other activities of the mangrove forests
near Tumbes in the northern coastal area, which are primary
breeding areas for many commercially valuable marine organisms and
are feeding grounds for juvenile marine species.

- Destruction of coastal "lomas" (fog-supported naturally
vegetated hills in desert zones).

- Destruction of forests and overgrazing of hill pastures,
especially with goats, leading to instability of watersheds such as
that of the Rimac river and the catchment areas of important
reservolirs, particularly those of San Lorenzo and Poechos in Piura
department.

sierra, comprising the High Andean Desert region, the Paramo or
Puna region, the Steppe region, the Moist Steppe region, the Andean
Tundra region, and the Permanent Snow region.

- Low productivity and erosion of agricultural soils. According
to available historical records, the Sierra in Inca times was able
to support more than twice its present population on a sustainable
basis. This was possible, despite what modern experts would
consider a highly unfavorable land-capability picture, because Inca
technicians knew how to change land capability by means of bench
terraces which had the effect of modifying the topography,
preventing erosion and permitting controlled irrigation. Since the
Conquest, these structures have fallen into disuse and farming has
spread to the hillsides. These, in Inca times, were under natural
forest, but under the Colony mining was developed intensively, with
increasing demands for timber and fuel, leading to deforestation
and permitting a progressive change to agricultural use.
Destruction of these hillside forests has led to a breakdown of
fuel supplies and to the burning of farm manure as fuel, a practice
that aggravates soil depletion. Erosion of agricultural soils is
now present wherever land is cultivated in the Sierra, excepting on
limited areas of riverine soils and on those bench terraces that

are maintained. Erosion 1is also widely associated with
uncontrolled grazing, particularly of goats and sheep.
- Pasture degradation in the Paramo or Puna region. This

region's most .mportant renewable resource is its 7.4 million
hectares of natuaral pastures, which are suffering from a serious
decline 1n productivity due to poor range management.

Selva, comprising the Dry Forest region, the Rain Forest (Cloud
Forest) region, the Wet Forest region (High Jungle), and the Moist
Tropical Forest region.

- Landslides and sheet erosion, increased incidence of damaging
flash-floods in rivers and streams, with damage to roads and
structures. These problems occur in both the Rain Forest (Ceja de
Selva) and Wet Yorest (High Jungle) regions.

67
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- Deforestation and erosive agricultural use of hillside soils

officially clessed as unsuitable for agriculture. Informed
estimates put the area deforested in the Selva of Peru at 300,000
to 350,000 hectares a year. Contrary to general belief, the

destruction of the tropical forest is not the work of loggers,
although 1logging roads do encourage shifting agriculture.
Basically, slash-and-burn farming is practiced in these regions
because it is the cheapest way of converting forest to farm. Also,
it is usually cheaper to cut and burn hillside forest land than to
clean and fertilize weed-infested, degraded valley-bottom
agricultural land or renovate worn-out pastures, in a region where
costs are high and prices low because of the distance from markets
and sources of inputs.

Conservation, or sustainable resource use, generally implies
foregoing some short-term benefits for the sake of long-term
productivity. The geo-economic handicaps of the Peruvian Selva do
not favor this approach, and land-users generally are forced to
seek quick gairs, or, simply, to avoid up-front expenditure beyond
what is strictl.y necessary for their cropping needs.

A special case which highlights this problem is that of illicit
coca growing. Because of its high value, coca suffers less than
legal crops from handicaps such as distance from markets, poor
roads and economic disincentives of various kinds that affect the
Selva. These adverse geo-economic factors cause people to exploit
the soils of this region on a minimum investment, short-term profit
basis. In most cases this means predatory land use.

In the case of coca, the depredation is fourfold: first, it causes
deforestation at a rate never before experienced in the Selva, with
the destructicn of thousands of hectares of protected forest;
secondly, as coca-growing requires frequent weedings, downhill
planting and roepeated defoliations and weedings, it is one of the
most erosive crops Kknown to man; thirdly, coca tolerates poor,
eroded soils; and finally, large amounts of noxious chemicals and
kerosene used in on-site coca processing are dumped in streams and
rivers.

B. Progress Jver the past vear on conservation of biological
diversity and rreduction of deforestation

There is graduzl progress on bringing environmental concerns to the
forefront in Peru, and inciting action. During the past year, the
USAID-financed project, Environment and Natural Resource
Sustainability. which concentrates on legal residents of the
Pacaya-Samiria reserve in the Amazon basin, started on-site
activities. The Mission has provided administrative support to
centrally-funded conservation projects, such as the Parks in Peril
Project (598-0782) which continues activities in area protection,
training/equipping rangers, and promotion of park management
activities in Pampas del Heath National Sanctuary (Madre de Dios)

10
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and Yanachaga MNational Park (Pasco). Support has also been
provided for the Biodiversity Support Program, a research grant
administered by the World Wildlife Fund in consortium with The
Nature Conservarcy (TNC) and the World Resources Institute.

The Government of Peru has recently established a national
environmental trust fund (Fondo Nacional para Areas Naturales
Protegidas por el Estado, FONANPE} and has created a national
natural resource institute (Instituto de Recursos Naturales,
INRENA) . Moreover, the existing forestry legislation is being
revised.

C. Recommended follow-up actions

During the Action Plan period, USAID plans to carry out the
following actions:

- Analyze the feasibility of Debt-for-Nature Swap for Pacaya-
Samiria and other selected protected natural areas.

- Support conservation initiatives in the following critical
geographical areas: Upper Huallaga Valley, Tambopata-Candamo
Reserved Zone (& large area with rich biodiversity located in the
southeastern Peruvian Amazon and subject to increasing human impact
from gold mining, international road construction, and
unsustainable production systems), Pantanos de Villa (only natural
wetland and migratory bird area in Lima district), and various
inter-Andean valleys with potential for reforestatlon and soil
conservation programs.

-  Continue support for the centrally-funded Parks in Peril
Project, Biodiversity Support Program, and Environmental Support
Project (pilot projects for the conservation of blodlver51ty)

- Initiate support for FONANPE and INRENA. _
- Contribute to the institutional development of small
environmental N3Os with potential for significant contributions

(Sociedad Peruzna de Derecho Ambiental, Asociacion Amazonia, -

Asociacion Peruana para la Conservacion de la Naturaleza,
Asociacion de Ecologia y Conservacion, Asociacion de Conservacion
de la Selva Sur, Red de Accion en Alternativas al Uso de
Agroquimicos, Asociacion Civil para la Investigacion y Desarrollo
Forestal). _

- Design and implement a new Sustainable Environmental
Management project (described in Section II). We also will help
PVOs involved in the PVO Support Project to .carry out
environmentally sound activities, including projects directly aimed
at protection of the natural resource base.

- Extend the life of the ENRS Project 1in Pacaya~Sam1r1a if
delays outside of TNC's control cannot be made up, and if the
possibility exists for additional TNC contributions.

The Mission will continue its efforts to highlight attention to the
environment in its policy discussions with the Government of Peru.

l
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SECTION IV. RESOURCE REQUIREMENTS

2. Program Builget Reguirements

DA levels. Thz2 attached Table 4 presents funding controls as per
Action Plan instructions, therefore does not include increased
earmarked levels for population and child survival; nor does it
incorporate population adjustments suggested by the Mission.
Whether given directly to USAID, or made available in terms of
services and commodities through central projects, the additional
population funding (up to $7 million per vyear) is of great
importance to the program in Peru. Although the Mission staffing
has been reduced overall (in effect by State not allowing new
assignments over the level of 15 Americans), we have created a new
USDH Population Officer position to provide oversight over this
important, and fast growing program.

USAID is now receiving the majority of its DA funding in two

program targets ("earmarks") and a substantially reduced amount (25
percent of the total 0YB) for non-earmarked - activities
("unrestricted?'). If this reduction trend continues, it will
create a problem for the Mission portfolio, which includes
important projects in areas not in 1line with Congressional
earmarks. A portfolio of health projects, for example, cannot be
exclusively child survival and population funded without missing
important opportunities to deal with the broader issues of primary
health care anc_increased income which need resolution if a country
is to offer sustainable child survival and family planning
services.

The levels we have been instructed to use for DA for the Action
Plan do not conform to levels we have been instructed to use for
other budgeting exercises. Hence care should be taken not to
assume that the Table 4 is the definitive statement of budget for
fiscal years 1994 and 1995,

ESF levels. Fuarther note that in preparing Table 4 we have used
the assumption that the Selva Economic Revitalization Project
(SER), planned as a FY93 start under NSD-18 funding, will be
implemented on.y if and when USAID is given the right to fill its
eighteen USDH positions, given policy support by the USG for
alternative development, and provided a level of funding adequate
to finance alternative development. Since this situation does not
currently exist, we have divided estimated ESF funds in FY 1993 and
future years among other projects in the portfolio, including
planned new projects - Democratic Initiatives, Democratic
Development of Local Governments. If there should be a change in
policy and USAID is allowed to staff all of our approved positions,
and if sufficient Project and Operational funds are made available
to assure successful completion of the project ($73 million LOP in
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dollar resources, as the project is currently designed) and related
alternative development activities, we are prepared to proceed with
SER in FY 1993. The Project Paper was submitted to Washington in
April.

We are at this point uncertain of ESF and NSD-18 future funding
levels. ESF funding levels in Table 4 are not based on the Action
Plan guidance, consistent with ABS controls, but on advice of LAC
to use $22.5 million, the latest State recommendation for FY 1994.
Current program mortgages and new project starts this year were
based on the A3S level of $100 million straight-lined for the
planning period (in fact FY 1993 has been approved at $40 million
in lieu of the $100 million). This $22.5 million reduced level
underscores the importance of the USAID/Peru concentration on
program implementation in the period covered by the Action Plan.
In effect, in addition to foregoing all alternative development, we
will have to cut back more on activities such as balance of
payments and the set of democratic initiatives interventions
planned and underway. Another effect of reduction in ESF will be
that 0.E. Trust Funds may be impossible to create in future years,
as they are tiec entirely to balance of payments programs, and are
only palatable 0 the Peruvian Government as small percentages of
the value of the dollar transfer (as the Trust Funds are not
created by "generation" but by contribution of the GOP).

P.L. 480. Note that the levels shown in Table 4 for 1994 and 1995
for Title II do not include ocean freight costs, hence may appear
lower than other Mission planning documents would indicate.

USAID will need to count on continued availability of Title II and
III resources at the levels planned for by USAID and Washington,
that is, approximately $100 million per year combined (including
‘freight) for both 1994 and 1995. Maintenance of these levels is
important. We have not been able to deliver planned Title III
levels in the last two years, for a variety of reasons connected in
part to events in Peru, but also to unanticipated needs in other
.countries. While we have been able to reduce funding to some
extent and still convince the GOP of the need to be serious in its
‘side of the barcain (conditionality, management, use of resources,
etc.), we cannot continually cut back planned resources without a
negative impact on USG credibility and in turn on our ability to
negotiate reform in areas related to food security. In addition,
proceeds from Title III commodity sales are essential to child
survival and other food security-related programs of USAID.

Title II food and monetization budget needs remain high, as the
Peruvian poor continue to suffer from dire conditions, and the
numbers of the poor continue to rise. At the end of 1992, it was
estimated that over 80 percent of the potentially economically-
active population was un- or underemployed. Over fifty percent of
the population falls below the internationally established standard
of poverty line.
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B. Operating xpenses

The approved annual level of $6.0 million appears adequate to cover
anticipated needs for FY 93. Estimated 0.E. costs for FY 94 and FY
95 are $5.65 nillion and $5.7 million respectively. Although
current projections for FY 93 show only a slight decrease (2%) from
our ABS estimates, projections for FY 94 were reduced by almost 20%
from the proposed level in our FY 94 ABS. Personnel reductions,
the transfer of financial management backstopping of MDCs Brazil,
Chile and Colorbia to Bolivia and Ecuador; the recovery of OE costs
for support services provided to project funded contractors; and
reductions in both operational travel and procurement of
non-expendable property are primarily responsible for the lower
cost projections for FY 94. The Department of State decision to
reduce USDH staffing levels from 18 to 15 affected cost decreases
in post assignment travel and freight costs, education and other
allowances, housing, and other costs directly associated with US
Direct Hire pe:isonnel. Also, during FY 93, two foreign national
direct hire ositions that became vacant were eliminated.
Recently, the Mission implemented a hiring freeze, and our
projections ares based on the assumption that the freeze, with
limited exceptions, will not be lifted during the period covered by
this Action Plan.

Although a recent cost-of-living spot check resulted in an approved
FSN salary increase of 36% across the board, retroactive to March
21, 1993, we have assumed no additional FSN wage increases this
fiscal year. Yor FY 94 and FY 95, our budget projections include
wage increases of 25% each year. We estimate that these increases
will be only partially offset by exchange rate gains.

Although several budget elements, such as rent, office supplies and
security guards services increased from the levels in the ABS, we
have been able to maintain funding reguirements at a lower overall
level because of Mission's management efforts to reduce costs. For

example, we estimate that over a 3 year period, more than $150,000

will be saved by charging for costs associated with the USAID's
support to project funded institutional and PSC contractors. Also,
actions have keen taken to more strictly control the costs of
communications, especially telephone calls and faxes, utilities,
and maintenance.

W2 expect to ke fully under a LAN environment by FY 94, Cost
estimates for procuring computer equipment necessary to continue
the conversion during FY 93 and FY 94 is included in our estimates.

Although there has been considerable improvements in controlling
terrorism and inflation, Peru continues to be a critical threat
post; and Lima is one of the most expensive cities worldwide.
Danger pay to U.S. and FSN employees and contractors (unique
conditions allowance), two R&R's, Cost of Living Allowances to U.S.
citizen (off-shore) contract and direct hire employees, and

A
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security guard services are some of the reasons for the high cost
of doing business in Peru.

Our budget projections for FY 93, FY 94 and FY 95 include funds for
the partial amortization of accrued severance liability through
9/30/91. The projected financial plan is to fully amortize over a
~five year ©period. This projection reflects the recent
State/Embassy decision to modify the current pay plan to reflect
compatibility w:ith Peruvian law changes made in 1991. This causes
an abnormal funils requirement as each year also includes its own
funding needs to remain current on the severance liability.

An alternative to the projection of dollar funds requirements over
the five year period would be to pay off the liability through
9/30/91 with Trast Funds in FY 93. This approach to the problem
was presented in prior year Action Plans, ABS, and by separate
cable correspondence. The approach was rejected as an overall OE

budget level increase, using Trust Funds, would not fit into the

Bureau's  regional OE requirements, and approved = levels.

Considering this alternative, the current year's OE approved levels

would need to be increased by approximately $1 million in Trust
Funds. Concurrently, the Mission would need to renegotiate the FY
1991 Cash Transfer Agreement to provide the additional Trust Funds.
This would be possible assuming that the remaining $30 million
dollars of this Agreement will be authorized soon. The Mission
ability to provide for projected OE needs is dependent upon the
availability of Trust Funds.

The Mission has already foreseen the need to renegotiate the FY 91
Agreement for an additional $3 million to cover projected funding
needs of FY 94 and FY 95. This increase would provide the $1.8
million Trust Funds yearly base for FYs 93 through 95 and leave an
approximate balance of $400 thousand, assuming a constant exchange
rate. '

Currently, Trust Funds in excess of our immediate cash needs are
deposited into an interest-bearing account at a local bank.
Although interest is earned, the rates available do not allow us to
maintain full Dollar value. This problem would be lessened if our
Trust Fund levels were increased thus enabling quicker drawdowns of
Trust fund balances.

During FY 95, the Embassy will move to a new building, and in all
probability their current building will be used to house the USAID.
This move will occur during FY 96. Our projections do not include

any costs relative to this move, since we assume that 636 (c)

funding will be used for remodeling and adapting the building to
the USAID's requirements. The Mission will need to address this
issue in the near future and coordinate with the appropriate AID/W
Ooffices. If this assumption is incorrect FY 95 projections would
need to be increased. See Section IV.D regarding this issue.
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Our projected O.E. needs for FY 93, 94 and 95 reflect the general
assumption that the Mission's Alternative Development Initiative
will be eliminated. If the Alternative Development Program is
reinstated and the USDH ceiling, for example, is set at 17, the FY
93, 94 & 95 O.E. Budgets would increase by approximately $150,000,
$75,000 and $200,000, respectively.

C. staffing Levels

0.E. Funded Staff Levels

As discussed throughout the Action Plan, USAID staffing of three of
our approved lsvel of eighteen USDH positions has been blocked by
the Department of State. Mission requests Washington support to
restore at least two of these positions as soon as possible to
allow resumption of alternative development activities. If
alternative development is not part of our future program, then the
Mission will have to manage with fifteen positions, but can only do

go if we have relief on security restrictions now imposed on other

hiring (US PSC, institutional contractor and grantee employees).
We also have one USDH resident-hire, part-time secretary, which
position will 2e maintained throughout the planning period.

We are gradually reducing numbers of O.E.-funded FSN staff, both
direct hire and contract. This plan was reported in previous
Action Plans. We have recently imposed a freeze on 0.E. hiring.
Any exceptions must be personally approved by the Director. Trends
in FSNDH employment are dependent on retirement rates, as the
majority of employees in this category have long service and many
are employed :n key, senior positions. USAID is making every
effort to reduce overlap in functions so that the trend to overall
reduction in 0.E.~-funded employment can continue as planned without
the necessity of disruptive forced reductions.

C.E. funded USPSC's reflect minimum reguirements. These are
positions in which we cannot afford to forego US employees because
of vulnerability issues, and which cannot be shifted to project
funding.

Staffing Pattenn FY~-93 FY-94 FY-95
a) USDHs 156* 15%* 15*
b) USDH ~RH/PT** 1 1 1
c) FSNDHs 39 37 36
d) USPSCs S 4 4
e) FSNPSCs 109 109 108

* Tf NSDD-38 restrictions not lifted.

** USDH resident-hire/part-time employee.

_/é
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D. Infofmation Resources Management

We are currently a Wang user of E-mail. This has significantly
diminished the cuality of services in both down-time and system

capability. Over the past several years the Mission has been in

the process of converting from a Wang VS system to a LAN
environment. To date we have converted all offices to LAN except
for the Executive and Controller's Offices. Our planned conversion
date for these offices is FY 94. It is imperative that we complete
our Mission conversion to the LAN as soon as possible. We have
reprioritized our NXP budget, delaying some purchases until FY 94
thus allowing the conversion to occur. Based on LAC Bureau's

instructions to preserve discretionary O©O.E. options, we are.

deferring the issuance of obligating documents for the high
priority LAN related procurement until early fourth quarter of FY
93. In FY94, however, the Controller's office plans to convert
~MACS MACSTRAX from a Wang proprietary architecture to an open
(UNIX) local area network during late FY 94 or early FY 95. This
cost together with the delayed purchases from FY93 will again
regquire that the Mission reprioritize our NXP budget.

E. Shared Administrative Services

USAID is continuing to explore combining certain administrative
services between the Embassy and USAID in order to more efficiently
provide services. These talks have been delayed due to severe key
staff shortages in the Embassy. Now that authorized departure has
been lifted, Key positions in the Embassy should be scon filled and
consolidation discussions may continue.

F. Management Controls

Through the Mission's Management Control Review Committee (MCRC)
Senior Mission Management is actively involved in audit activities.
Due to the increased workload associated with the Audit Management
and Resolution Frogram (AMRP) and the Recipient Audit Program, one
Financial Analyst is fully dedicated 'to monitoring these
activities. :

Of thirteen weaknesses identified during the Mission's FY 92
Management <Control Assessment (MCA), five have already been
resolved, and actions are being taken to resolve six of the
remaining eight by May/June 1993. At this time, we cannot predict
resolution of the other two, since they involve staffing issues
- that will require the Ambassador's and State Department approval,
due to NSDD-38 restrictions and security reasons. Except for the
staffing related issues, we do not anticipate any material cost
implications . ror external support in resolving the MCA
deficiencies. :

11



TABLE 4

USAID/PERU

SUMMARY PROGRAM FUNDING TABLE

Dollar Program (000)

Funding Category FY93 FY9%4 FY95
Estimated Requested Requested
STRATEGIC OBJECTIVE # 1: SUSTAINABLE
ECONOMIC GROWTH LEL BY THE PRIVATE
SECTOR
Development Assistance (includes FY 92 carryover)
327-0000 Program Development and Support 440 600 600
527-0282 Agricultural Technology Transformation 1,801 -- --
527-0341 Employment and Natural Resource 1,475 -- --
Sustainability
527-0349 Export, Trade and Development 1,000 3,111 1,126
527-0353 PVO Support 2,201 3,300 4,989
527-0368 Sustainable Environmental Management . 1,275 2,000
ﬂstotal DA 6,917 8,286 8,715
Economic Support Fund (includes FY 92 carryover)
527-000 Program Development and Support 635 400 869
527-0244 Upper Huallaga Area Development 7,000 - --
527-0343 Policy Analysis, Planiing and Implementation 2,000 2,000 2,354
527-0343 Export, Trade and Development 5,000 4,000 2,000
527-0367 Stabilization, Trade a1d Marketing 88,000 -- -
527-0369 Stabilization, Trade a1d Marketing Il - 8,500 -
527-0370 Stabilization, Trade a1d Marketing I11 -- -- 10,077
Subtotal ESF 102,635 - 14,900 15,300
P.L. 480 Title 11 19,490 30,000 30,000
Title 11 71,830 50,806 51,000
Subtotal P.L. 480 91,320 80,806 81,000
STRATEGIC OBJECTIVE TO"AL 200,872 103,992 105,015




SUMMARY PROGRAM FUNDING TABLE

TABLE 4
USAID/PERU

Dollar Program (000)

Funding Category FY93 FY94 FY95
Estimated Requested Requested

STRATEGIC OBJECTIVE #2: IMPROVED

HEALTH STATUS THROUGH ACCESS TO

QUALITY PRIMARY HEALTH CARE

Development Assistance

527-0000 Program Development and Support 190 400 400

527-0285 Child Survival Action 4,001 - -

527-0319 Strengthening Private Sector Health 5,314 4,212 3,068
Institutions

527-0326 Pnivate Commercial Family Planning 2,496 - --

527-0335 Private Voluntary Sector Famuly Planning 615 -- --
Services Expansion

527-0355 Quality Improvement for Famuly Planning - 2,887 5,411

527-0366 Sustaining Child Survival Programs 4,063 8,732 8,332

Subtotal DA 16,679 16,231 17,211

STRATEGIC OBIECTIVE TOTAL 16,679 16,231 17,211

1



TABLE 4
USAID/PERU
SUMMARY PROGRAM FUNDING TABLE
Dollar Program ((00)

Funding Category FY93 FY% FY95
Estimated Requested Requested

STRATEGIC OBJECTIVE #}: STRENGTHENED
DEMOCRATIC INSTITUTIONS THAT SUSTAIN
INDIVIDUAL RIGHTS AND FREEDOMS AND
ARE RESPONSIVE TO THEIR
CONSTITUENCIES

Development Assistance

527-00C0 Program Developmert and Support 24 50 50
527-0061 Special Development Activities Fund 200 200 200
527-0340 Peruvian Peace Scholarship - CLASP 11 869 2,616 1,207
527-0352 Judicial Strengtheniny 2,000 - -
Subtotal DA 3,093 2,866 1,457

Economic Support Fund

527-0000 Program Developmert and Support 340 100 200
527-0347 Narcotics Education :¢nd Community 2,500 1,000 _ 1,500
Initiatives '

527-0352 Judicial Strengthening 5,192 2,000 2,000
527-0356 Democratic Initiative: -- 3,000 2,000
527-0363 Elections Support 4,500 -- -
527-0371 Democratic Developrient of Local -- 1,500 1,500
Governments

Subtotal ESF 12,532 7,600 7,200

STRATEGIC OBIECTIVE TOTAL 15,625 10,466 8,657




TABLE 4
USAID/PERU
SUMMARY PROGRAM FUNDING TABLE
Dollar Program (000)

Funding Category FY93 FY9%4 FY95
' Estimated Requested Requested

OTHER

Development Assistance

5§27-0365 Displaced Children - Ayacucho Orphanage 200 - -

Subtotal DA 200 - -
*

OTHER TOTAL 200 - -

PROGRAM TOTAL 233,376 130,689 130,883
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SECTION V. ISSUES

A. Staffing Levels

This Mission <2annot maintain its current and approved future
program as well as a labor-intensive and politically sensitive
alternative development program with an effective USDH level of 15.
It is for this reason that we have placed on hold the next
generation alif.ernative development activities until we have
adequate personnel levels, funding and policy support for such
programs. A LAC Bureau analysis in August 1992 revealed that Peru
could justify 29 USDH positions. This is a large, complex and
politically-sensitive program. We cannot continue to do more with
less (as we did when a previous staff reduction exercise reduced
USAID to 18 USDH slots) without having severe vulnerabilities of
management and accountability. Since that time, under Washington
mandate, the prrogram has grown considerably.

This year we have stated in the Internal Control Assessment that
the staffing situation is an administrative deficiency
("Unsatisfactory"), and one which the Mission cannot by itself
resolve. We have, for example, approximately $100 miliion per year
in food aid (Titles II and III) which is now under the direct
responsibility of a single USDH Food for Peace Officer. Plans to
devolve some of the monitoring responsibility to a US PVO have been
stymied by our inability to bring grantee employees to post under
and following he lifting of Authorized Departure.

The removal c¢f the MDCs from our direct responsibility for
Contreoller and (in one case) EXO functions does not resolve the
Mission's overall vulnerability problems. Coupled with limits on
our USDH staffing, State has also placed limits on the number of
Americans we <can employ in any capacity (PSC, project
contractor/grantee employee). And our operational budget, and the
prospects for its diminution in future years, does not now allow us
the luxury of adding new Peruvian professional staff outside of
projects.

USAID/Peru neeis immediate relief of external limitations on our
staffing.

B. OYB levels

At the time of writing of this Action Plan, the Administration's
plans for counternarcotics and for Peru are still unclear. Because
o much of our approved program in Peru is now dependent on funding
from ESF (NSD-:8), it is difficult to plan for the future. If NSD-
18 funds are not available, USAID will need (regular)} ESF and
additional unrestricted DA funds to be able to complete already
approved projects/programs in our portfolio, and to embark on
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judicial strengthening and democratic initiatives activities which
are of great interest to all parties in Washington.

C. Alternative Development

‘While we are prepared and anxious to build on experience gained

under the Upper Huallaga Area Development Project and other
alternative development initiatives over the last twelve years, as
stated earlier, without an increase in our approved staffing levels
for Peru, we cannot continue with the very personnel-intensive,
politically-sensitive alternative development activities. These
projects require direct oversight and involvement of American
staff. With 18 JSDH, we were already understaffed throughout the
Mission.

D. Move to Current Embassy Building

As stated in the OE Narrative Section, USAID may be required to
occupy the present Embassy Building when the Embassy moves to its

new - building. The condition of the Embassy Building has
deteriorated over the last few years as only minimal maintenance
has been provided. Since the Embassy move is imminent, major

outlays have been deferred, thus increasing the investment that
must be provided by A.I.D. To enable USAID to occupy this building
during FY 96, necessary remodeling and other capital improvements
must begin during FY 95. The Mission has requested FBO to provide
a team to assess the extent of the improvements necessary. It is
difficult to estimate at this time what specific building
improvements wil.. be necessary and the cost implications without a
thorough evaluation by experienced engineering and architectural
personnel. We would estimate at this point that in FY 95
approximately $500,000 would be expended on air conditioning,
electrical upgrade, new generator, etc. An additional $600,000 is
estimated for the remodeling, recarpeting, paneling, ADP
preparation, restoration of existing A.I.D. building, etc., during
FY 96. Reguest assistance as follows: '

a) Support our reguest to FBO to field a team to evaluate
feasibility and cost implications of assuming current embassy
building.

b) If funding is required, fund the team from Non-Mission
resources or provide additional 0.E. to the mission to cover
these costs,

c) FBO holds title to the Chancery. Therefore, per 6FAM 722.5,
FBO will be responsible for capital improvements and repairs.
In the event that the cost is passed to A.I.D., then OE will
have to be utilized per Section 636(c) of the Foreign
Assistance Act. The Bureau will have to ensure that these and
related costs will be covered with non-Mission O.E. funds.
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E. Accrued S=verance Liabilities

2s the missior implements the New Severance Plan, we request an
increase of $1 million in the 0.E. Trust Fund Cap to cover accrued
severance liabilities through FY-91. If additional Trust Funds to
cover this liebility are not forthcoming, we request additional
dollar resourcss to cover these costs.

F. Trust Fund Dependency

USAID/Peru has experienced difficulty in dealing with O.E. trust
funds. Because of limitations on dollar resources for operational
budgets, Mission was instructed to create an 0.E. Trust Fund, using
the resources made available under the FY 1991 Balance of Payments
program (Economic Stabilization and Recovery Program - ESRP). We
did so. Local currency is not "generated" by this program. The
dollars are used for debt payments to IMF and similar institutions,

}:-n'nfu: +hoeevn 2120 na_YnrnanndeY as in o OTID. A cimilar nramrram
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Further, Peruvian law requires that the Ministry of Finance (MEF)
transfer local currency funds from the government budget to the
Central Bank (BCR), which exchanges the currency for dollars and
makes the debt payment. The BCR is not allowed to pass any of the
budget funds back to MEF. Hence, the trust fund payment to USAID
is a true grantee contribution. This fine point was not revealed
in program negotiations, but only afterwards, when we prepared for
the transfer of the first tranche. This has made the GOP reluctant
to accede to large trust fund transfers, especially since the GOP
has only been given the first of three tranches (40 percent of
total dollar wvalue) of the ESRP, because of State Department
concerns over democracy and human rights.

Hence, USAID finds itself in a position of needing more trust
funds, with orlly one potential source of additional trust funds
{balance of payments programs). Either USAID will have to press
the GOP to amend the ESRP agreement to provide additional trust
funds out of the remaining tranches (which we hope may be released
by Washington soon), or we will have to wait for the $5 million
trust fund transfer in the planned first tranche of the FY 1993
balance of payments program (Stabilization, Trade and Marketing
Program - STMP). The STMP PAAD was submitted for approval to
2ID/Washington at the end of March. At the time of the writing of
this Action »lan it has not yet been reviewed because of
uncertainty over future funding to Peru. Neither option guarantees
that additional trust funds will be available when needed by USAID.
Mission unders:ands that trust funds may be a necessary part of our
programming. However, we have found it embarrassing to have
grantee representatives suggest that our interest in helping the
government to meet conditions precedent in the balance of payments
program is tinged with a desperation to obtain trust funds. This
puts us in a weak position in negotiations. The perceived weakness
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G. Government of Peru Imposed Taxes

As the Bureau is aware, the GOP has suspended the tax exemption
status for all U.S. Government Mission activities (as well as other
donors) as pertain to the General Sales Tax (IGV) and the Selective
Consumption Tax (ISC).

As a consequence of this action, the U.S., Government Mission
organizations are required to pay substantial funds from limited
operating expense budgets. A.I.D. appropriated DA and ESF Funds
are utilized for the payment of GOP imposed taxes relating to the
program, which 1is contrary to U.S. Government policy. In
addition,the action by the GOP pertaining to the imposition of IGV
and ISC taxes appears to be contrary to the terms of the Vienna
Convention Agreement and the Bilateral Agreement between the United
States of America and Peru.

Both the Embassy and A.I.D. have raised the tax exemption issue
with the GOP officials at various levels. Due to general non~
responsiveness of the GOP to requests to exempt the U.S.
Government, the U.S.G. withdrew tax exempt status from Peruvian
diplomats in the U.S. This action has not helped to resolve the
lssue.

The Mission has met many times with GOP Officials and we have been
told that resolution of the tax issue for A.I.D.-funded activities
would be forthcoming. Although such discussions have led to
alternative arrangements being discussed (e.g., voucher type
system, reimbursement type system) no functional solution has been
implemented.

The Mission will continue negotiations with the GOP in order to
resolve the tax issue. Our expectation is that we will resolve
this issue within the next month. If we are unable to resolve this
issue by Program Week, we will seek consultation from the Bureau
and other AID/W offices, as appropriate, and take further action
based on those consultations.

The RLA has been consulted on this issue and believes that the
Mission's actions are and have been appropriate both legally and
operationally. The RLA will continue to assist the Mission in
resolving this issue. He has advised the Mission that formal
consultations with AID/W regarding the tax will be necessary if the
issue is not resolved in the near future. This issue will be
discussed with AID/W at the time of the review of the AP, if not
resolved before then.





