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POLICY ANALYSIS, PLANNING AND IMPLglldENTATION (PAPI ) PROJECT 

PROJECT PAPER SUPPLEadENT 
(Amendment No. 1) 

I. Objective 

The objective of thls modification to the PAP1 Project design 
1s to 

a) extend the PACD by 2 years, and, b) simplify the prolect 
admlnistrat~ve structure and procedures, so as to enable the 
project to more quickly respond to requests for asslstance from the 
publlc and private sectors In Peru The supplement also defines 
prolect actlvltles and end of project status wlthln the Mission's 
new strategic framework and updates the description of Peruvian 
Government counterpart involvement in the Project 

11. Background 

In September 1990, USAID/Peru approved the Policy Analysis, 
Planning and Implementation (PAPI) Project (527-0343) wlth the 
Government of Peru (GOP) The purpose of thls four and one half - 
year, $7 15 mllllon grant was to asslst in the analysis of current 
and proposed GOP economic policles, support dlalogue on econormc 
policy between the GOP and the prlvate sector, develop and 
reinforce the GOP polxcy decision-maklng process, and assist the 
publlc and prlvate sectors in establlshlng their own capaclty to 
design and Implement sound economlc policles In the future 

The Grant Agreement requlred that the GOP complete several 
Conditions Precedent prlor to lnltiating procedures to contract an 
rnstltutlon to asslst the Secretary General of the Presidency 
(SGPR) In implementing the project Recognlzlng the tlme the GOP 
would requlre to meet these conditions, and In order to avold 
delays In pro] ect start-up, budget elements were re-al~gned to 
temporarily permit USAID to contract badly needed technical 
asslstance at inltlal, critlcal stages of the Fujlmorl 
Adminxstration Through a USAID-direct implementation line item, 
the pro j ect f lnanced several key studles requested by the Mlnxstry 
of Econormcs and Flnance (MEF) and approved by the SGPR 

During this crucial perlod, USAID, through PAPI, was the only 
source of funds available to assist the GOP In the design and 
~mplementatlon of ~ t s  macroeconouc reform program, lncludlng 
negotlatlons of a Rlghts Accumulation Program wlth the IMF and the 
GOP's very successful Parls Club renegotlatlon of Peru's external 
debt Due to GOP arrears wlth the World Bank, the IDB and the IMF, 
lt could not access funds from these major lnternatlonal flnanclal 
xnstltutlons 



Pre-~mplementatlon studles and technical assistance by experts 
flnanced by the Project resulted In the following lnltlal 
successes rescheduling of the external debt by the GOP at the 
Parls Club meetlngs and formation of the Donor Support Group, 
enactment of two new laws governlng publlc enterprlses pollcy and 
lnltlal prlvatlzatlon of publlc enterprlses, a law governlng 
flnanclal ~nstltutlons, a prolect to merge state owned banks lnto 
one bank to lncrease efflclency, and laws In the trade sector whlch 
led to a nearly total llberallzatlon of the legal framework 
governlng foreign trade 

The selection of an Institutional Contractor, under which most 
prolect actxvltles would be implemented, (the Developing Economies 
Group - DEG) was accomplished In March 1992, after a protected 
contracting process Key personnel were to have arrlved at post In 
June 1992, but before DEG's staff could be relocated to Peru, the 
polltlcal events of Aprll 5, 1992 (closlng down of Congress) led 
to the temporary suspension of U S dlrect assistance to the GOP 
Thls resulted In an long delay In the start-up of prolect 
actlvxtles Nevertheless, the prolect continued to support prlvate 
sector lnltlat~ves, through the Confederaclbn Naclonal de 
Instxtuclones Empresarlales Prlvadas (CONFIEP), uslng remalnlng 
funds In the Dlrect USAID Implementation budget llne Item 

In December 1992, USAID/W approved full resumption of the 
Prolect, wlth the Institutional Contractor (IC) At that tlme, the 
Deputy Chlef of Party was hlred, but due to securlty concerns of 
the U S massy In Peru, DEG1s Chief of Party (COP) was unable to 
obtaln clearance for permanent residence In Peru untll September 
1993 The tralnlng offlcer of the IC too dld not begxn work untll 
September 1993 Slnce the bulk of the tralnlng component of the 
PAP1 Prolect 1s dependent on the IC1s work plan, and slnce traxnlng 
funds can only be disbursed under IC supervlslon, lmplementatlon of 
the malorxty of the tralnlng component dld not begln untll late 
1993 

Inltlally, and up to the llautogolpell In Aprll 1992, the PAP1 
project was meetlng ~ t s  targets In terms of project purpose and 
goal After that date -- due to the suspension of support to the 
GOP and securlty concerns of the U S Embassy -- severe delays in 
project lmplementatlon occurred As the bulk of prolect funds lle 
wlth the IC, thls delay In start-up seriously affected project 
lmplementatlon and lmpact 

Further, USAID Prolect management has recognized for some tlme 
that the pro]ectls lmplementatlon arrangements and structure 
requlred that a dlsproportlonate amount of funds would be absorbed 
by the contractor, thus reduc~ng the amount of funds available for 
project purposes, namely stud~es and trazn~ng for pollcy analysls 
Of a total project budget of $5,200,000, only 31%, or $1,625,000, 
was allocated dzrectly to studles and traln~ng under DEG1s 
contract Whlle the tremendous success of the pro] ect, 



particularly In terms of asslstlng the Government of Peru (GOP) to 
achleve macroeconomic stablllzatlon cannot be negated, thls 
unbalance, comblned wlth lengthy and cumbersome administrat~ve 
procedures for the selection of technical studies and trainlng 
actlvltles, have lessened the pro]ectls ablllty to conduct a 
greater number of studles and tralnlng, thus reduclng ~ t s  overall 
potentla1 lmpact 

A mld-term management renew of the PAP1 prolect was carried 
out durlng the month of August 1994, which confirmed USAID1s 
concerns related to the fxnanclal unbalance between project 
management and prolect actlvltxes, as well as the project's complex 
admlnlstrat~ve procedures The evaluation recommended a re- 
focus~ng of the project, In addltion to modlflcatlons to ~ t s  
admln~stratlve procedures, if the prolect were to be extended 
Implementing such changes would strengthen the focus of the prolect 
on USAID1s pollcy and program ~nterests, and would contribute to 
Improved lmpact 

T h ~ s  Prolect Paper Supplement addresses the following concerns 
learned from prolect implementation to date 

A. PAPI8 s Policy Agenda 

The PAP1 prolect was deslgned In 1990, following the 
electlon of Alberto Fujxmorl as President of Peru The lntent was 
to offer asslstance to the new government In undertaking an 
ambitlous economic program, In order to achleve macroeconomc 
stabxl~zatlon Slnce that tlme, the Peruvlan economy has 
stablllzed and 1s growing at a high rate, prlorlty structural and 
sectoral pollcy reforms have occurred, and the instltutxonal 
capaclty of the malor GOP economlc pollcy entltles has been 
strengthened 

Durlng the same perlod, USAID development asslstance 
prlorltles changed, whlch has had a dlrect impact on the Prolect 
As a result, a new pollcy agenda, focused on structural and 
sectoral policies, as well as reform of the GOP1s instltutlonal 
framework, was adopted by the project ln January, 1994 These 
reforms are needed to reduce the cost of dolng buslness in Peru, to 
lmprove the economlc sltuatlon of the poor, especially in the areas 
of micro enterprise development, agriculture, and flnanclal 
management of soclal mlnlstrles, and to achieve sustainable 
economc growth 

Through thls amendment, the project1 s pollcy agenda wlll 
be focused further, as the agenda IS stzll too broad and the 
stud~es belng undertaken vary wldely The GOP agrees wlth t h ~ s  
need and wlth the need to ensure that prlorltles accord wlth USAID 
strategic objectives 



B Technxcal Role of the IC 

The Pro] ect Paper speclf les that almost all actlvitles 
wlll be managed by an IC, whlch w~ll be contracted wlthln the flrst 
elght months of project lmplementatlon At that tlme, due to the 
effects of hyperlnflatlon and terrorism, the GOP and the country in 
general were suffering from a lack of h~ghly qualified 
professionals who could deslgn and implement a sound stabllxzation 
program, whlch was one of the reasons behlnd hlrxng a US 
lnstltutlonal contractor Another reason was the need to mlnlrmze 
uS~ID/~eru's adrmnistrative burden in terms of dlrect prolect 
management 

In practice, however, the techn~cal role of the IC 1s 
actually qulte limlted Among the findlngs of the recent 
management renew of the prolect was that Itthe IC1s technical 
capabilltles are applled malnly on the quality supervlslon of 
studles performed by outside consultants If the IC1 s role is 
admlnlstratlve and superv~sory, one could well ask why xt is 
necessary to have such highly quallfled economsts instead of 
adminlstratlve and/or contract experts wlth a certain degree of 
tralnlng In sum, IC 1s fulfllllng basically an admlnlstratlve 
role, whlch 1s a costly under utlllzatlon of ~ t s  current technical 
skllls and capablllties 

USAID/Peru selected DEG as the lnstltutional contractor 
for the lmplementatlon of PAP1 actlvltles from March 11, 1992, to 
March 30, 1995, wlth a contract cost of US$5,204,268 Of thls 
amount, US$5,O6O1O00 has been budgeted The contract was 
negotiated based on a four-year fleld technlcal assistance effort, 
and contams a clause glving USAID the rlght to extend the contract 
term, at ~ t s  option, through March 10, 1996 

The Pro] ect Paper contemplates an amount of $1,903,000 
for technlcal studles and $1,000,000 for training durlng the Llfe 
of the Project (LOP) As the result of the high overhead cost of 
the DEG contract, these amounts were reduced to $868,000 and 
$757,000 for studles and training, respectively Regrettably, 
DEG1s overhead 1s based not only on ~ t s  long-term staff, overseas 
and home-offlce based, but also on short-term consultancles 

111. Revxsed Project Description 

The project design requlres no baslc changes that would 
lnvalldate the goal and purpose However, the admln~strative 
structure of the project needs simplxflcatlon to Increase 
flexlblllty and the pro-Jectls pollcy agenda requlres further 
focussing Implementing such changes wlll enhance the pro~ect's 
abxllty to support economlc polrcy ob~ectlves of the GOP and the 
prlvate sector and will contribute to lmproved lmpact The 
following changes are made to the project description 



A Prolect Goal and Purpose 

The goal and purpose remain essentially unchanged, other 
than to delete the word llnewll (GOP) from the purpose statement and 
the word "renewed," whlch 1s replaced by the words "broad based," 
In the goal statement The goal of the project, therefore, 1s to 
bring about economlc stabllizatlon and bu~ld the foundation for 
broad-based growth through improved economic policxes The purpose 
is "to assist the Government of Peru and the private sector In 
developing sound economic policies and strengthening the policy 
dlalogue and decision-making process 

End o f  Project Status 

The technical studles/assistance component seeks to 
lmprove the pollcy environment In Peru to achleve broad-based 
growth Thls wlll be accomplished primarily through the 
development of technlcal studies and the provision of short-term 
technlcal assistance needed to asslst the GOP and the prlvate 
sector, through CONFIEP, In the formulat~on of sound economic 
pollcles orlented toward poverty alleviation and broad-based 
economic development of mlcroenterprlses and small farmers, and the 
consolldatlon of economlc reforms lnltiated in 1990 

The speclflc end-of -pro]ect status will be the following 

- Increased pollcy analysis capacxty of the public and 
private sector 

- Major GOP economlc and soclal pollcy-maklng decisions 
influenced by PAPI's technlcal studies/assistance 

- Improved publlc-prlvate sector pol~cy dialogue 

- Economlc production galns achieved through policy 
reforms developed under the project 

IV. Project Activities 

A Technacal Studies/Assistance 

The general description of technlcal studles/assistance 
wlll be changed The GOP and CONFIEP agree with the need to ensure 
that priorities are consistent wlth new USAID strategic ob1ectlves 
The areas proposed hereln as the baslc elements of the new PAP1 
pollcy agenda for 1995/97 fall withln the scope of the origlnal 
PAP1 policy agenda 

The flve strategic ob~ectlves of the Mlsslon are 

1) Increased partlclpatlon of cltlzens In democratic 
processes, 



2 )  Improved health of hlgh-rlsk populations, 
3 )  Increased food securlty of the extremely poor, 
4 )  Increased incomes and employment of the poor, and, 
5) Improved environmental and natural resource 

management 

The PAP1 prolect can contribute to all of these 
development ob]ectxves, particularly to the thlrd and fourth, 
through economlc pollcy analysls and reform The following 1s an 
lllustratlve list of areas of pollcy reforms that support strategic 
objectives three and four that the pro3ect could address over the 
next two years 

1) Institutional reform and decentrallzatlon 

la Improve the quallty of publlc sector 
personnel The GOP1s economic reform agenda 
contemplates, among other thlngs, the 
improvement of the c~vll servlce through 
tralnlng programs for public personnel, and a 
gradual f lnanclal independence among 
decentralized publlc lnstltutlons In order to 
establish competxt~ve salaries schemes over 
the medlum-term 

Improve the flscal system to Increase flscal 
revenues Tax revenues as a percentage of GDP 
should Increase from the current 13 percent to 
at least 18 percent over the medlum and long- 
term to enable the GOP to meet mlnlmum soclal 
expenditure and other flscal needs Studles 
and/or technical assessments An th~s area 
rmght examlne the posslbilxty of tax reform, 
improvements In f lscal collection, the 
incorporation of the lnformal sector Into the 
formal economy and/or the lmplementatlon of 
effective legal enforcement procedures In 
order to lessen tax evaslon 

Improve the quallty of fiscal 
~nvestment/expendltures Scarce f lscal 
revenues must be allocated In an optlmal 
manner PAP1 wlll support GOP lnitlatlves to 
lmprove the quallty of publ~c 
~nvestment/expend~tures, e g the GOP1s 
Programa de Focallzacldn del Gasto B6slc0, 
whlch targets the poor in the health, 
education and justice sectors 

Id Elim~nate admln~strat~ve obstacles 
Transact~on costs, espec~ally those generated 
by the government, are important constraints 



for dolng buslness In the country The PAP1 
project may help to ~dentlfy some of these 
constraints and recommend effectlve ways to 
overcome them 

le Promote decentrallzatlon It 1s well accepted 
that decentrallzatlon 1s one of the central 
elements of equitable economlc development and 
democracy PAP1 may help in the 
decentrallzatlon process through the training 
of local government officials, technical 
studxes to identify effective and efficient 
ways In whlch to allocate central government 
resources and/or to lmprove munzc~pal tax 
collection In order to achleve some degree of 
flnancxal sustalnablllty 

2) Improve the legal and regulatory systems 

2a Improve the GOP1s capacxty to develop and 
implement proper norms and regulatlons PAPI 
studles and tralnlng actlvltles may assxst the 
publlc sector In developing adequate norms and 
regulatlons related to key economic 
actxvitles, especially those wlth hlgh Impact 
on soclal sectors 

2b Improve regulatory mechanisms Efforts ln 
thls area wxll focus on monopolies that have 
been created through the sale of state-owned 
enterprises Inltlatlves cormng from 
Instltuto Naclonal de Defensa a1 Consumidor y 
Protecci6n de la Propiedad Intelectual 
( INDECOPI) or Superxntendenc~a de 
AdmlnlstraclBn de Fondo de Penszones (SAFP) 
will be given prlorlty 

3 )  Mlcroentreprlse development and rural household 
development support studles 

3a Mlcroenterprlse development and rural 
household development are Important tools of 
an effectlve poverty reductlon strategy In 
the past, the PAP1 prolect has studled other 
country experiences in mlcroenterprise 
development by hlrlng experts from other 
countries and asslstlng the Mlnlstry of 
Industry to formulate an adequate legal and 
regulatory framework for mlcroenterprlse 
development In the future sxmllar 
lnltiatlves may be supported by PAP1 



3b Rural development comprises a set of complex 
elements PAP1 may help in the ldentiflcation 
and conceptualization of solutions to rural 
development In Peru, in coordination wlth 
USAID/Peruis Food Security Strategy and GOP 
efforts In thrs area 

3c Support the development of economc pollcles 
to effect relatlve prlce ad~ustment that will 
promote the use of labor-lntensxve 
technologles 

3d Support pollcies to lmprove labor relations 
and new methods of labor contracting so as to 
stimulate job creatlon and greater use of 
labor intensive technologles 

4) F~ne-tun~ng of macroeconomlc policies 

Although macroeconom~c concerns wlll be 
deemphaslzed, the prolect may address a few macroeconomlc 
Issues In the face of unpredictable events or exogenous 
economlc shocks that could hit the economy In additlon to 
thxs, some of the topics that may qualify under macro policies 
are 

4a Improve financial servlces for the poor, 
mainly for micro entrepreneurs and small scale 
rural entrepreneurs The creation of new 
financial lnstruments and servlces for 
mlcroenterprises and small rural households in 
Peru 1s just beginning In the rural area, 
the creatlon of Ca]as Rurales 1s at an 
lnclplent stage of development These requlre 
support In training officials or In the 
introduction of viable flnanclal lnstruments 
to develop rural financial markets Credlt 
dellvery and savlngs moblllzatxon are also 
lacklng for mlcroenterprise activltles 

4b Support of efficient export and import- 
substitution activities for mlcro and small 
enterprise sectors PAP1 may support policies 
to encourage productxon activxties in 
efficient tradable sectors wlth speclal focus 
on those whlch have dlrect or lnd~rect 
positlve effects on microenterprlses and rural 
households 

4c Periodlc revlew of macroeconomlc developments, 
especially In the external sector of the 
economy An adequate Internal and external 



macroeconomic balance is st111 mlsslng In the 
Peruvlan economy The success of brlnglng 
~nflatlon down and the recent economlc 
recovery may be hidlng a growlng problem of a 
current account unbalance in the balance of 
payments The recent Mexlcan external crlsls 
1s a good example of the need to keep an 
adequate balance In both the ~nternal and 
external sectors of the economy 

Wlth regard to other USAID development oblectives, 
the economlc pollcy perspective of the PAP1 project suggests 
that PAP1 can make valuable contrlbutlons In the followlng 
areas 

5) In the area of envlronment, the PAP1 pro~ect 
wlll contrlbute to the development of envlronmental pollcles - - 

In the followlng areas 

5b Environmental destructlon from targeted 
lndustr~al sectors, especially mlnlng, 
fisheries, and energy 

5c Urban pollution from solxd waste, contaminated 
water, and the untreated drscharge of sewage 
dlrectly Into the envlronment 0 

5d An inadequate legal, regulatory and ~udlclal 
framework relatlng to envlronmental and 
natural resource management, and 

5e Degradation of Peruf s water and unlque coastal 
resources 

6) In the area of population and health, the PAP1 
prolect w~ll contrlbute to Improved health of hlgh-rlsk 
populations through the development of more ratlonal 
expenditure pollcxes In publlc health, and In the development 
of new systems of actlve partlclpatlon of the community In the 
provlslon of health servlces 

B. Tra~nang and Information Disseminatxon 

Thls component wlll remaln essentially as In the orlgxnal 
PP The only changes are (a) ellmlnatxon of the long-term 
tralnxng, b) increased emphasls of in-country traxnlng In relatlon 
to partlcxpant trainxng, and c) the technical Unlt of the SGPR and 
USAID will be responsible for xmplementat~on of thls actlvlty 



C. Implementation arrangements 

1 GOP Counterpart 

The Prolect Paper states that the primary 
counterpart agencles In the publ~c sector are the Intermlnlsterlal 
Comrnlttee for Economlc and Financial Affalrs (CIAEF), the Minlstry 
of Economics and Flnance (MEF) and the Secretary General of the 
Presidency (SGPR) Thls tripartite divlsion of power was never 
established CIAEF has played little if any role at all in the 
project SGPR has played a domlnant role, wlth MEF submitting 
requests for assistance through and wlth the approval of the SGPR 
Thls PP supplement approves a slmplifled approach to project 
lmplementatlon lntended to facllltate prolect implementation 

The Project's Technlcal Unlt (TU) will be the first 
fllter to accept publlc sector proposals (for studles and training) 
from any GOP lnstltutions A copy of the proposal should be sent 
to the SGPR and USAID, whlch may provlde comments, request changes, 
or reject the proposal The prlvate sector proposals channeled 
through CONFIEP w ~ l l  be reviewed and approved by USAID The IC's 
Technlcal ~dv~sor/Econortust will assxst the USAID Project Manager 
in thls renew and approval role 

Note The orxglnal deslgn discusses the role of the CIAEF as 
a "Board of Dlrectorsll for public sector aspects of the 
prolect CIAEF has not played thls role to date, and wlll not 
be expected to play a decision-maklng role In the future 

Under the new arrangement, the TU will be staffed by 
three economlsts (one servlng as Prolect Coordinator) , and a 
Secretary, wlth the occasional help of an Advlsory Councll Thls 
Advlsory Councll would conslst of renowned Peruvlan economlsts that 
would be called upon as needed to provlde advlce In the development 
of terms of reference or the supervlsxon of studles 

2 USAID 

USAID wlll be staffed by a Project Manager, who will 
be contracted on a full-tlme basxs The Prolect Manager wlll work 
closely wlth the IC's Technlcal Adv~sor/Econormst, who will act as 
his/her advlsor on technlcal Issues 

USAID wlll be responsible for the lmplementatlon of 
partlclpant tralnlng actlvltles through its Tralnlng and Soclal 
Development (TSD) Dlvlslon USAID wlll also be responsible for 
~mplementlng and monltorlng technlcal asslstance/studles carrled 
out under the USAID Dlrect Implementation 11ne-ltem These 
actlvit~es wlll be lnltlated and subsequently ~mplemented by USAID, 
following approval of the TU and the SGPR to proceed 



3 Instltutlonal Contractor 

As was mentioned In the background sectlon, the role 
of the lnstltutlonal contractor (IC) In the project has been 
llmlted basically to admlnlstratlve functions The IC wlll 
contlnue to perform baslcally an admlnlstratlve function, whlle 
provldlng technical expertise to USAID and CONFIEP 

Under the new arrangement, the IC wlll be staffed by 
a Contract Admlnlstrator (Chlef of party), a Technical 
Adv~sor/Econom~st, an Admlnlstratlve Ass1stant/Accountant, a 
secretary and a drlver/messenger The TechnicalAdv~sor/Econom~st 
wlll advlse the USAID Project Manager, especially on proposals for 
studles/tralnlng from the prlvate sector 

Slnce USAID recognizes that a dlsproportlonate 
amount of funds have been absorbed by the contractor, thus 
reduclng the amount of funds available for project actlvltles, 
namely studles and tralnlng for polxcy analysis, the IC wlll not 
charge overhead on ~ t s  short term consultancles, although lt wlll 
contlnue charglng overhead over ~ t s  long term staff , as well as ~ t s  
fee Short-term consultancles will be contracted uslng flxed- 
prlced contracts 

A two-year extenslon of the project 1s requlred The proposed 
PACD wlll be March 30, 1997, for a total project llfe of 
approximately slx and one half years A revlsed Illustrat~ve 
Flnanclal Plan 1s show In the attached Table I 

Clearances n 


