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PREFACE

As a direct participant in the unfolding of USAID/Peru's work in
support of decentralization in Peru from 1983 to 1986, I feel both
uniquely qualified and less than completely objective in reviewing
Greg Schmidt's work. I believe that the reader will be the final
judge of the extent to which Schimdt's work is useful. I can only
offer commentary from my personal perspective, which has been
profoundly influenced by my experience in Peru. That perspective
unabashedly views decentralization of authority, £financial
management, decision-making, and resource allocation as necessary to
empower people who have to live with the results of programs and
projects intended to benefit them.

Schmidt's work examines -USAID support for the Peruvian
government's decentralization efforts through the Integrated
Regional Development (IRD) Project, the Disaster Relief,
Rehabilitation and Reconstruction (DRR) Project, and Program
Development and Support (PD&S) funded actitities. The common
element in the IRD and DRR Projects was their use of decentralized
organizations, especially Departmental Development Corporations
(CORDES), as planning and implementing agencies.

The IRD Project began in 1979 as an experimental project which
sought to test the wviability of 1linking investments with
institutional development in two highland departments. In 1983 its
mandate was expanded to promote the institutional development of
CORDES and municipalities throughout the country. Operating through
CORDES in 15 of Peru's 24 departments during the 1983-1987 period,
the DRR Project helped the country to recover from the "El Nino"
related disasters of 1983 by supporting tne rebuilding and
rehabilitation of infrastructure, the recapitalization of poor
farmers, and measures to alleviate the effects of future disasters.
During the 1984~1986 period MSAID/Peru tried to 1link the lessons
learned from these projects to more permanent institutional changes
through applied research financed by Program Development and Support
Funds and through policy dialogue with organizations and individuals
in the public and private sectors.

The outcome of Schmiat's work is an extensive review of these
efforts, a comprehensive assessment of what they contributied to
decentralization in Peru, and a thorough analysis of how they
conpare with decentralization experiences in other developing
countries. For the reader interested in focusing quickly on major
findings and their applicability to development work, he provides an
excellent snyopsis in the Executive Summary. For the reader
interested in extensive treatment of the Peruvian experience, Part I
(published separately hy CDIE as a "wWorking Paper") offers a
detailed account of Peruvian decentralization efforts and supportive



USAID assistance. For the reader who wants an analysis of the
Peruvian experience vis-a-vis the literature on decentralization in
developing countries, Part II provides insightful commentary and
some bold hypotheses offered to guide future research;.

Throughout the study Schmidt displays an exceptional ability to
relate the details of two very complex projects to broader issues.
The most important lessons drawn out and analyzed by him deal with
the political dynamics of decentralization in the Peruvian context,
and what can be generalized from that experience. He goes well
beyond invocation of the need for political support, examining with
keen insight the conditions and strategies conducive to creating
such support.

Perhaps Schmidt's most important and original contribution is
the treatment of interest group politics and the motivations
affecting group and individual behavior toward decentralization. In
addition, Schimdt's analysis of the role of donor organizations in
the decentralization process is insightful and of particular use to
the donor community. He also makes a commendable effort to address
how decentralization efforts can be sustained, even though
sustainability was not emphasized in either project.

It is fitting that Schmidt's work on government decentralization
in Peru is being published just one year after Hernando de Soto's
benchmark study of Peru's informal economy called for greater
empowerment of the private sector in economic affairs. In his
best-selling book, El Otro Sendero, de Soto argues persuasively that
a top-heavy Peruvian government is suffocating economic growth
through over-regulation of business and that effective channels for
private sector input and feedback in the policy process are
necessary for long-term success. Schmidt's work on governmental
decentralization draws similar conclusions with respect to the need
to release regional and local governments from stifling central
controls and to increase their accountability to the public,

In conclusion, Greg Schmidt's work is highly relevant for those
of us who seek to help governments to more efficiently and equitably
carry out the process of economic development. By "picking apart"
the Peruvian case and analyzing lessons learned there in light of
the broader experience with decentralization world-wide, he has made
a substantial contribution to our understanding of the dynamics and
impacts of governmental decentralization. If, with Schmidt's help,
we can find more effective means to bring development planning and
implementation closer to the intended beneficiareis of such efforts,
then wec have a better chance of producing meaningful and sustainable
results.

David W. Hess
USAID/Bolivia
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EXECUTIVE SUMMARY

This study presents an evaluation and comparative analy-
sis of recent Peruvian decentralization initiatives and of
USAID support for these initiatives through the Integrated
Regional Development (IRD) Project (527-0178), the Disaster
Relief, Rehabilitation, and Reconstruction (DRR) Project
(527-0277), and Program Development and Support (PD&S) fund-
ed activities.

The Introduction discusses the growing interest of inter-
national doncrs and developing countries in decentraliza-
tion; explicates the rationale for the study; outlines its
scope and organization:; and defines the concept of decen-
tralization. :

Part I of the study analyzes the historical evolution of
Peruvian decentralization initiatives; describes the objec-
tives and designs of the IRD 2nd DRR Projects; evaluates
their direct impacts on decentralized organizations; and re-
views USAID's attempts to link projectized assistance to in-
stitutional reform.

Drawing on the Peruvian case study, Part 1II critically
examines some key issues and working hypotheses identified
in the recent literature on decentralization in developing
countries. The richness of the Peruvian case also affords
many opportunities to formulate alternative and supplementa-
ry hypotheses, which could help advance the state-of-the-art
to a higher level, This part of the study relates evidence
on the impacts of decentralization in Peru to the larger
literature; addresses the mobilization of support for decen-
tralization; critically examines some key design issues in
the literature; and reviews the role of international donors
in supporting decentralization.

The study has been designed in such a way that readers
who are primarily interested in the broader, comparative
relevance of USAID experience in Peru may read only the In-
troduction and Part II, which are published in an A.I.D Pro-
gram Evaluation Discussion Paper. The Introduction and Part
I are contained in a CDIE Working Paper, which is available
from the A.I.D. Library.

The study sheds light on a number of interrelated issues:
(1) the impacts of decentralization policies; (2) the link-
ing of projectized assistance to institutional reform; (3)
the mokbilization of support for decentralization; (4) the
balancing of capacity-building and institutional change; (5)
the use of interorganizational 1linkages for multiple objec-
tives; (6) the design of financial transfers; and (7) the
ability of international donors to effectively support de-
centralization.
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The Impacts of Decentralization Policies. The major leg-
acies of the IRD and DRR Projects are improved decentralized
planning and implementation capabilities that are more flex-
ible, efficient, responsive, and innovative than those of
the central covernment. The projects also enhanced the
abilities of decentralized organizations to mobilize and
manage resources; strengthened interorganizational networks
at the regional and local 1levels: reinforced the private
sector; made positive contributions to Peru's economic de-
velopment; and reached economically and socially disadvan-
taged groups.

These positive impacts not only demonstrate that there is
a strong rationale for decentralization in Peru, but also
can be zdded to the small but growing body of empirical evi-
dence in favor of decentralization in developing countries.

Linking Projectized Assistance to Institutional Reform.
Notwithstanding the relative successes of the IRD and DRR
Projects, their impacts probably would have been only tempo-
rary and limited 1if national constraints hindering the de-
ve_.opment of decentralized institutions had not been amelio-
rated. USAID had considerable success in linking the IRD
and DRR Project experiences to institutional reforms fur-
thering decentralization. Lessons learned from project ex-
perience gave rise to applied research on decentralization
issues relevant to the policy dialogue. Proposals developed
through this research were articulated by a decentralist
lobby that in large part grew out of the IRD and DRR Project
experiences. Organizations and personnel affiliated with
USAID projects played key roles in winning budgetary reforms
that give decentralized organizations more predictable fund-
ing and greater autcnomy; in influencing the organization
and operation of microregions; anéd in shaping the new system
of regional governments.

This experience demonstrates that deonor agencies can play
a critical catalytic role in securing reforms that increase
the viability of decentralized organizations, while respect-
ing the self-determination of recipient countries. It also
shows that effective donor support for institutional reforms
favoring decentralization can be a logical outgrowth of
project experience, although the link is not likely to be
made within the bounds of the traditional project mechanism.

Mobilizing Support for Decentralization. Analysis of the
Peruvian case casts doubt on recent emphasis of political
commitment as a major determinant of decentralization. Al-
though almost all political actors in Peru support decen-
tralization in principle, few if anv are willing to invest
significant amounts of political capital in decentralizing
initiatives. By applying some elementary concepts from the
"public choice” school of policy analysis to the Peruvian
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case, it is possible to derive hypotheses which may help to
resolve this paradox and similar gaps between objectives and
results in other developing countries:

Collective action is usually much easier for oppo-
nents of decentralization than for its potential
beneficiaries. The costs and benefits of collec-
tive action for and against decentralization are
influenced by the organization and scope of the
central government; the importance and alignment
of ethnic, religious, and social cleavages; anrd
linkages to other issues. (Hypothesis 1)

In competitive political systems "political entre-
‘preneurs” will seldom invest in the implementation
of decentralization policies, which typically pro-
vide relatively low returns in the form of politi-
cal support while entailing high political costs.
(Hypothesis 2)

Effiective politiral support for decentralization
is most likely to be mobilized during windows of
opportunity when extraordinary events or factors
alter the normal calculations of political actors
in a direction more favorable to decentralization.
(Hypothesis 3)

Authoritarian regimes are most likely to support
deconcentration, wvhile demncratic regimes are
likely to place at least rhetorical emphasis on
devolution. (Hypothesis 4)

Regardless of regime-type, the ability of a gov-
ernment to support decentralization is strongly
influenced by the strength and programmatic unity
of its supporting coalition. (Hypothesis 5)

Balancing Capacity-Building and Institutional Change.
USAID experience 1n Peru suggests that the incremental ca-
pacity-building approach to decentralization emphasized in
the recent literature is fundamentally sound but incomplete.
Capacity-building strategies cannot be designed without ref-
erence to the broader political system. ' In highly central-
ized political systems, such as Peru, capacity-building ef-
forts soon run into limits which can be changed only through
institutional reform at the center. From the Peruvian ex-
perience emerge several hypotheses which may shed 1light on
relationships between capacity-building and institutional
change:

In highly centralized political systems, and per-
haps in other contexts as well, technical assis-
tance is best designed on a rolling basis as cen-
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tral constraints and the needs of decentralized
organizations are better understood. (Hypothesis
6)

In highly centralized political systems incremen-
tal capacity-building and efforts to achieve in-
stitutional reform are both necessary and poten-
tially reinforcing, although simultaneous pursuit
of both objectives requires considerable manage--
ment skill. (Hypothesis 7)

In highly centralized political systems the role
of the donor in "insulating"™ technical assistance
efforts from central political and bureaucratic
pressures is crucial to maintaining their integri-
ty. (Hypothesis 8)

Since capacity-building and institutional reform
are likely to follow different rhythms, the long-
term time perspective required by the incremental
capacity-building approach must be supplemented
with an understanding of and sensitivity to polit-
ical cycles and other opportunities for reform.
(Hypothesis 9)

Using Interorganizational Linkages for Multiple Objec-
tives. The recent literature has emphasized the lmportance
of reorienting and strengthening central organizations to
better support decentralization and of designing appropriate
interorganizational linkages to build on strengths and to
compensate for weaknesses at different levels. The Peruvian
case provides significant evidence in support of these em-
phases, while suggesting a strategy for achieving reorienta~
tion at the center and demonstrating that interorganization-
al linkages can serve other functions while they build
capacity. Two hypotheses are:

In highly centralized political systems working
through project-related units within key national-
level organizations 1is the most effective way of
establishing or reinforcing central organizational
capacities to assist decentralized organizations.
(Hypothesis 10) '

Interorganizational linkages formed initially and
primarily for the purpose of addressing adminis-
trative weaknesses also can be used to (a) in-
crease the access of decentralized organizations
to political authority within existing legal pa-
rameters; (b) effectively mobilize support for in-
stitutional reforms that favor decentralization;
and (c) spread innovations generated through
pr?ject expericnce at the periphery, (Hypothesis
11




Designing Financial Transfers. The recent comparative
literature argues that financlal transfers, even if modest
and supervised from the center, are a key catalyst for ef-
fective decentralization. USAID project experience in Peru
confirms this view, while providing insights regarding the
categorical transfer mechanism employed under both the IRD
and DRR Projects. Several hypotheses on this topic can be
extrapolated from the Peruvian case:

Categorical transiers from central project funds
to decentralized organizations can be a practical
and effective way to increase the role of decen-
tralized organizations in resource allocation dur-
ing the initial stages of decentralization. Among
the potential advantages of this mechanism are:
(a) political practicality; (b) predictability;
(c) versatility; (d) congruence with the incremen-
tal capacity-building approach to decentraliza-
tion; and (e) stimulation of interorganizational
coordination. (Hypothesis 12)

Central project funds must be administered by an
agency whose organizational objectives and proce-
dures are congruent with the project and the ob-
jective of assisting decentralized organizations.
(Hypothesis 13)

A pre-requisite for successful use of categorical
transfers is consensus on clear, easily understood
criteria which can be operationalized. (Hypothe-
sis 14)

Improving Donor Support for Decentralization. The recent
comparative literature on decentralization maintains that
assistance from international donors is often crucial to de-
centralization efforts--a conclusion strongly supported by
this analysis of USAID experience in Peru, which also pro-
vides some additional rationales for donor involvemsnt. But
much of the more general literature on foreign assistance
argues that organizational imperatives of major donor agen-
cies severely constrain their abilities to effectively sup-
port the development of decentralized institutions. The
current analysis suggests that there are potential congrui-
ties and synergisms, as well as tensions, between the needs
of donors and decentralized organizations. Working through
decentralized organizations may imply benefits, as well as
costs, to donor agencies, while appropriate project design
may allow donors to transcend some of the apparent trade-
offs between effective implementation and institution-build-
ing. The following hypotneses are posited and discussed:

Where project implementation is likely to be hind-
ered by slow or unpredictable resource transfers



through the 'central government, it is faster to
work through decentralized organizations that re-
ceive resources directly from the donor. (Hy-

pothesis 15)

While they can facilitate the incremental capaci-
ty-building approach to decentralization, categor-
ical transfers from project funds also can be used
to "move money" in large amounts. (Hypothesis 16)

The threat of the money-moving syndfome to insti-
tutional development varies considerably with the
task and project at hand. (Hypothesis 17)

Linkages between supportive national agencies and
decentralized organizations can drastically lower
costs to the donor agency 1in terms of staff time.
(Hypothesis 18)

Where there are alternative channels for implemen-
tation, direct financial ties between the donor
and decentralized agencies can increase the do-
nor's flexibility and lessen the dangers of it be-
coming)captive to any one organization. (Hypothe-
sis 19

In highly centralized contexts PMUs within perma-
nent decentralized agencies can be used to facili-
tate both institution-building and implementation
objectives. (Hypothesis 20)

The long-term institutional impacts of PMUs are
likely to be greatest if they are established
within agencies having broadly congruent goals
rather than being merged into existing agencies.
(Hypothesis 21) -

1f higher salaries are needed to attract superior
personnel to a PMU, organizational jealousies will
be less if salary differentials are limited to a
few key persons. (Hypothesis 22)

Given the importance of appropriate design to both the
feasibility and effectiveness of donor support, a new premi-
um must be placed on developing and using donor capabilities
for institutional analysis. Donors must (1) find ways of
building support for decentralized organizations into a va-
riety of projects, and cf 1linking this projectized support
to institutional reform; (2) take 2 more active role in
building political support for institutional refurm, while
respecting the political traditions of the recipient coun-
try; and (3) not allow the long-term objective of decentral-
ization to become a hostage to short-term fads.
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INTRODUCTION

In recent years "decentralization" has emerged as a cut-
ting edge topic in the developmental literature, as leading
analysts in the field have argued or suggested that decen-
tralized organizations in the public and private sectors may
facilitate various development objectives. Over the last
fifteen years, a number of developing countries have at-
tempted significant = decentralizing initiatives.! Moreover,
as major international donors have searched for ways to sup-
port more egalitarian, participatory, and self-sustaining
development efforts since the mid-1970s, they have displayed
increasing interest in various modes of decentralization in
det :loping countries. During the 1980s, a wide range of do-
nor agencies--including the Commonwealth of Nations, various
United Nations organizations, the United States Agency for
Internationzl Development, and the World Bank--have spon-
sored significant research or conferences on decentraliza-
tion (see Conyers 1983: 97-98 and 1984: 191-192).

The policy of the United States Agency for International
Development (USAID) states that "investments in national
public institutions must be balanced both by the establish-
ment of decentralized institutions at the regional and local
levels and by encouragement to the private sector" (USAID
1983a: 4). From 1979 to 1987 USAID supported decentraliza-
tion efforts of the Peruvian government through two major
projects—--the Integrated Regional Development (IRD) Project
(827-0178) and the Disaster Relief, Rehabilitation, and Re-
construction (DRR) Project (527-0277)--as well as through
Program Development and Support (PD&S) funded activities.
These efforts not only have significantly improved the per-
formances of decentralized agencies in FPeru, but they also
have contributed to significant institutional reform at the
national level.

Analysis of Peruvian decentralization initiatives and
USAID's support of these initiatives is worthwhile for five
major reasons. First, the experiences of the IRD and DRR
Projects provide significant evidence that there is a strong
rationale for decentralization in Peru--a rationale which is
consistent with the expressed objectives of recent Peruvian
governments and with majority public opinion. Second, these
projects demonstrate that it is possible for donors to link
decentralized project implementation to reforms which are
necessary for the long-term development of decentralized or-
ganizations in many countries. Third, review of Peru's long

! The collection of articles in Cheema and Rondinelli (1983)
provides the best overview of recent decentralization ex-
periences in different areas of the developing world.
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history of decentralization experiments sheds much light on
the difficulties of mobilizing political support for decen-
tralization--an issue which is poorly understood in the re-
cent comparative literature on decentralization. Fourth,
analysis of the IRD and DRR Projects provides many insights
regarding design issues that have been the central concern
of the recent comparative literature. Fifth, contrary to
what might be predicted on the basis of much recent writing
on foreign assistance, design features employed by USAID
projects in Peru facilitated the development of decentral-
ized institutions while helping the donor to meet its organ-
izational needs.

Scope and Organization of the Study

The current study consists of two parts. Part I is con-
tained in a CDIE Working Paper, which is available from the
A.I.D. Library. Part Il is published in an A.I.D Program
BEvaluation Discussion Paper.

Part I draws on extensive historical research, project
documentation and evaluations, and interviews with Key par-
ticipants to discuss in some detail Peruvian decentraliza-
tion efforts and supportive USAID assistance. It provides
background on decentralization issues and initiatives in
Peru; describes the two USAID projects; evaluates direct
project impacts on decentralized organizations; and analyzes
the mission's conscious strategy of linking project experi-
ence to institutional reform.

Part II draws on the arguments and evidence presented in
Part I to critically examine some key issues and working hy-
potheses identified in the recent literature on decentrali-
zation in developing countries. This part of the study sum-
marizes available evidence on the impacts of
decentralization in Peru; draws on the Peruvian case and the
public choice school of policy analysis to develop and dis-
cuss z.me hypotheses concerning the monilization of support
for de.entralization; critically examines key design issues
in light of the Peruvian case; and analyzes factors influ-
encing the capabilities of international donors to support
decentralization.

The study has been structured in such a way that readers
who are primarily interested in the broader, comparative
relevance of the Peruvian case may read only this Introduc-
tion and Part II.
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The Concept of Decentralization

Although the study has been designed to serve different
audiences, it is necessary to proceed from some common defi-
nitions. The term "centralization™ has a clear and stable
meaning, referring to the concentration of powers in a sin-
gle head or center. But its antonym "decentralization" is
actually an umbrella term for a number of distinct and even
confllctlng concepts since one can move away from "centrali-
zation" on différent dimensions. Political authority, ad-
ministrative staff, public finance, and economic activity
are just several 1mportant dimensions which may be relative-
ly centralized or decentralized. The typology of decentral-
ization chosen ultimately depends on the task at hand (Leo-
nard 1982: 27-29). :

The most systematic research on the topic to date distin-
guishes four major modes of decentralization:?

1. deconcentration of administrative responsibilities or
resources to lower levels of the central government;

2. delegation of responsibilities or resources for spe-
cific functions to public organizations outside of
the regular bureaucratic structure--such as public
corporations, regional development agencies, project
management units, and other parastatal organizations;:

3. devolution of 1legal powers or resources to sub-na-
tional governmental units substantially outside of
the direct control of the central government; and

4, privitization of governmental functions or responsi-
bilities involving private voluntary organizatiors,
cooperatives, or private enterprise.

The above typology, which will be followed in this study, is
somewhat different from usage in Peru and other Latin Ameri-
can countries.?

? For discussion of these modes see Cheema and Rondinelli
(1983: 18-25), Rondinelli and Nellis (1986: 5-10), or Ron-
dinelli, Nellis, and Cheema (1984: 9-26).

* The Spanish term "desconcentracion" is similar to its Eng-
lish cognate "deconcentration;" however, the Spanish term
"descentralizacion” means approximately the same thing as
"devolution." Further distinctions among different types
of "descentralizacion”" are often made: descentralizacion

olitica generally refers to the granting of legal per-
sonality to a sub-national unit; descentralizacion finan-
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The four nodes identified in the typology above are
"ideal-types" which are often mixed in practice. For exam-
ple, recent USAID-supported decentralization initiatives in
Peru have primarily supported Departmental Development Cor-
porations (CORDES), which include representatives from min-
isterial field offices, elected municipal officials, and lo-
cal interest groups. Moreover, CORDES have been established
as transitory organizations leading to the formation of re-
gional governments, which primarily are to embody the prin-
ciple of devolution. USAID already has supported :his last
mode of decentralization by providing technical assistance
to popularly-elected municipal governments under the IRD
Project.

The above typology may be further refined in accordance
with the objective of the analysis. The scope of decentral-
ization within the public sector is of particular importance
to the current study. Deconcentration and devolution both
may b? relatively general or specific (see Leonard 1982:
29-34).

1. General deconcentration (also called prefectorial de-
concentration) occurs to the extent that a variety of
tasks are deconcentrated to a horizontally-integrated
administrative system.

2. Functional deconcentration (also called ministerial
deconcentration) occurs to the extent that specific
tasks are deconcentrated to the field units of a par-
ticular ministry or agency.

3. General devolution occurs to the extent that a va-
riety of tasks are devolved to multipurpose represen-
tative bodies--generally speaking, local or regional
governments.

4. Functional devolution occurs to the extent that spe-
cific tasks are devolved to specialized representa-
tive organizations, such as school boards or water
user associations.

ciera to efforts to transfer resources to lower levels or
to create greater capabilities for resource generation at
those levels; . and descentralizacion economica to the es-
tablishment of public firms, a usage similar to "delega-
tion" as defined above. See Bustamante Belaunde (1986:
265-277) and Garzon (1986: 15-17).

- xix -



Sources

The first section of Part I presents an analysis of de-
centralization issues in Peruvian history on the basis of
sources cited in the text and footnotes. The remainder of
Part I is based on review of project documentation, reports,
and evaluations, as vell as interviews with key partici-
pants. The key documentation and evaluations consulted are
listed in the bibliography. Of particular importance are
the mid-term and final evaluations of the IRD Project
(French et al. 1983; Chetwynd et al. 21985); cost-effective-
ness evaluations and surveys of beneficiaries undertaken for
the IRD Project by Rural Development Services in 1983 and
1985 (see French et al. 1983: 87-127; Hatch et al. 1985);
the final report of the university technical assistance team
to the Integrated Regional Development Project (LRAP 1984):
an extensive analysis writcen by the director of an IRD-sup-
ported technical assistance agency (Franco 1986): and the
final evaluation of the DRR Project (Checchi 1987).

During May-July, 1985 and March, 1987, the author inter-
viewed 23 officers and professionals in USAID; 9 officials
in the Ministry of the Presidency (formerly the Office of
the Prime Minister); 6 officials in the National Development
Institute (INADE); 4 officials in the National Planning In-
stitute (INP); 52 officials and professionals from CORDES in
the departments of Cajamarca, Junin, Lambayeque, Piura,
Puno, and Tacna; 18 leaders of other public and private or-
ganizations in the provinces; and members of . two peasant
communities in the Department of Puno.

This analysis has especially benefited from conversations
with the managers of the IRD and DRR Projects, David Hess
and Michael Hirsh; George Baldino, Paul Dillon, Henry
Izquierdo, Keith Kline, and Johannes QOosterkamp of USAID/
Peru; Ray Bromley and Jose Garzon, both formerly affiliated
with the Lima mission; and Arthur Mudge and Fernando Cruz-
Villalba of the DRR final evaluation team. The author also
learned a great deal from participation in brain-storming
sessions with members of the IRD final evaluation team:
Eric Chetwynd, Linn Hammergren, Ronald Johnson, Dennis Ron-
dinelli, and Patricia Wilson Salinas. Maria Reynafarje pro-
vided important information and insights on the recent evo-
lution of the public sector and municipal development.

In addition David Hess, Michael Hirsh, Keith Kline, and
Dennis Rondinelli provided written comments on drafts of the
study at various stages. Dennis Rondinelli also gave useful
advice regarding the focus of the comparative analysis,
while Michael Hirsh's extensive written comments on the fi-
nal draft were especially helpful.



All of this generous assistance does not imply agreement
with the content or conclusions of the study, which remain
the author's sole responsibility.
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PART 1: PERUVIAN DECENTRALIZATION INITIATIVES AND SUPPORTIVE

USAID ASSISTANCE




1.0 DECENTRALIZATION IN PERU: ISSUES AND INITIATIVES

Although formal authority has been highly concentrated
during most of Peruvian history, since the mid-1950s several
major trends--the increasing spatial concentration of the
economy, high rates of internal migration, politicization of
the peasantry, and the state's increased role in the econo-
my--have helped to make decentralization an enduring politi-
cal and policy concern. Today almost all major political
forces--from the center-right to the Marxist left--support
some sort of governmental decentralization, although there
is considerable debate over which mode is most appropriate
(see Iguinez et al., 1986). Many Peruvians, including the
current Garcia administration, view the strengthening of re-
gional or local governments as a pre-requisite for a more
self-sustaining and eguitable pattern of economic growth
oriented to the poor majority. The emergence of the extreme
Maoist Shining Path guerrilla group in one of the poorest
and most neglected regions of the country during the 1980s
has served to dramatize the decentraiization issue.

Successive sub-sections below (1) provide background on
Peruvian geography and the territorial organization of the
Peruvian state; (2) sketch major patterns of center-periph-
ery relations in Peruvian history before 1956; (3) analyze
various decentralization initiatives at the departmental and
regional levels during the 1956-1981 period; (4) examine in
more detail the current system of Departmental Development
Corporations (CORDES), established in 1982, and the new sys-
tem of regional governments; and (5) present major conclu-
sions regarding Peruvian decentralization efforts in the ab-
sence of donor support.

Those who are primarily interested in the impacts of the

USAID projects on decentralization may wish to read only
Sections 1.1, 1.4, and 1.5.

1.l Geography and Territorial Organization

Covering almost one-half million square miles, Peru is
the third largest country in South America after Brazil and
2rgentina. Superimposed upon the midwestern states of the
U.S., it would cover almost all of Minnesota, Wisconsin,
Iowa, Missouri, Illinois, Indiana, and Ohio. (Werlich 1978:
1). The country is divided into three very different natu-
ral regions:

l. The Pacific coastal desert, commonly referred to as
the "coast," which accounts for approximately 12
percent of the country.



2. The Andean mountains, commonly referred to as the
"sierra,"” which'constitute approximately 30 percent
of the national territory.

3. The Amazonian lowland forest, commonly referred to as
the "jungle,"” which covers almost 58 percent of the
nation.

The ceja de la selva or "high jungle"--a transitional area
between the sierra and the jungle which has been the focus
of recent colonization attempts--is sometimes identified as
a fourth major region.

Even though some of the pre-Inca civilizations were cen-
tered on the coast, the population of the Inca empire was
concentrated in the sierra at the time of the Spanish
conquest in 1532. For strategic reasons the Spanish founded
the capital city of Lima and its port, Callao, on the coast.
Although the coast attracted a disproportionate number of
colonists and immigrants from Spain and other countries, the
proportion of the population living in the sierra declined
very slowly between 1876 and 1940 from 69 to 62 percent.
Since approximately 1950, however, putterns of economic de-
velopment and internal migration (see Section 1.3 below)
have contributed to a massive demographic shift toward the
coast in general and Lima in particular. By 1972 the sier-
La accounted for only 46 percent of the population, the
coast for 48 percent, and the jungle 6 percent (Ponce and
Vallenas No Date: 6). In 1940 only 13.3 percent of Peru-
vians lived in the Department of Lima and the Province of
Callao; by 1980 this figure had increased to an estimat-
ed 28 percent (Amat y Leon 1986b: 213). The estimated popu-
lation for the entire country in 1985 was 19.7 million (INE
1986: 128).

The major cities of the North and Central Coast--Piura,
Chiclayo, Trujillo, Chimbote, Lima-Callao, Pisco, and Ica--
are located near sea-level in the principal coastal valleys,
as are Moquegua and Tacna in the south. In the sierra, the
major cities are located 1in inter-mountain valleys, or--in
the cases of Juliaca and Puno--on the altiplano. With a
strong hispanic tradition, Arequipa, the major southern
city, culturally belongs to the coast but is located in the
sierra. Iquitos, 1located on the Amazon, 1is the principal
city of the jungle.

The coast and especially Lima generally enjoy a standard
of living which is significantly higher than the sierra. If
the median family expenditure in the country as a whole is
indexed at 100, the comparable figures are 56 for the sier-
ra, 139 for the urban coast excluding Lima-Callac, and 211
for metropolitan Lima (Thomas 1978: 2). Social statistics
depict a similar pattern: 1life expectancy in Lima-Callao is



58 years as compared to 42 years in the sierra Department of
Huancavelica; while the rate of infant mortality is 72 per
thousand in the former department in contrast to 227 per
thousand in the latter (Amat y Leon 1983a: 17). Beyond sta-
tistics, virtually every Peruvian recognizes that residents
of the capital have access to the best educational facili-
ties, services, and amenities.

The Peruvian state is unitary with three pr1nc1pal levels
of territorial organization: department province, and dis-
trict. Departmonts are divided into provinces, and provinc-
es into districts. These levels are administratively linked
by 2 prefecture system, but elected governments currently
exist at only the provincial and district levels and within
officially recognized peasant and native communities.

At the time of independence, there were 7 departments and
58 prov1nces which were based on the intendencias and cor-
regimientos of the colonial period. Since that time, popu-
lation growth, the workings of the electoral and the budg-

etary systems, and rivalries among  cities, towns,
haciendas, and peasant communities have contributed to the
proliferation of territorial units at each level. By 1986

there were 24 departments, the constitutional prov1nce of
Callao which has gquasi-departmental status, 179 provinces,
and 1,747 districts (INE 1986).

The 1979 Constitution and the recent Basic Law for Re-
gionalization (Law 24650) provide for regional governments,
but do not define the regions, which could be synonymous
with existing departments, group more than one department,
or not respect current departmental boundaries. Most re-
gions, however, probably will be based on departments. Ef-
forts to establish multi-departmental and cross—departmental
regions under the Morales Bermudez (1975-1980) and second
Belaunde (1980-1985) administrations proved to be political-
ly impossible, and there is no reason to believe that a dif-
ferent result can be achieved in the future. The current
president Alan Garcia, has publicly stated his preference
for using departments as the basis for most regions.

Municipal governments at the provincial and district lev-
els have been elected during recent periods of constitution-
al rule. Traditionally these bodies have provided and man-
aged such services as civil registration, public markets,
sanitation, parks, sports fields, and public libraries. Al-
though the 1979 Constitution and subsequent laws give munic-
ipalities a wide range of developmentally-oriented responsi-
bilities, none of the new functions outlined in recent
legislation has been been carried out by a majority of rele-
vant municipal governments; indeed, most have been imple-
mented by less than 20 percent (Althaus 1986: 26-29). At
least until recently, municipal resources have been limited
by weak taxing authority and capacity (Garzon 198¢€: 33),
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Yet another level of organization--microregions--also
should be mentioned, given their prominence in the current
government's plans. Microregions are an effort to shape de-
velopmental jurisdictions to fit the complex reality of the
Andes, which perhaps contain more environmental variation
than any area of comparable size in the world (see Brush
1977: 2). These units have been delineated by the National
Planning Institute (INP), and roughly correspond to river
basins with some modifications to take transportation pat-
terns into account. The Garcia administration is attempting
to use microregions as the basic developmental unit, al-
though they are subordinate to regional governments. Mic-
roregions sometimes cut across provincial lines but respect
the boundaries of districts, whose elected officials double
as representatives to microregional assemblies. Thus, mic-
roregions also represent an effort to link the representa-
tive function of municipal government to a unit having
greater resources and larger economies of scale.

1.2 Center-Periphery Relations Before 1956

Although there was little direct institutional continuity
between colonial and republican Peru, the colonial experi-
ence left a pervasive cultural legacy supportive of centrai-
ism in this and other La.in American countries. Most cities
and towns were founded as administrative centers, their
physical layout being shaped by meticulous instructions from
Spain. Beginning in colonial times, a sophisticated urban
culture emerged well before 1industrialization (see Veliz
1980: 218-236). While wealth and power were concentrated in
cities and towns, especially Lima, the duminated indiganous
masses were overwhelmingly rural.

Corporatist political structures were .iegitimized by an
elitist political culture, which made the monarch responsi-
ble upward to the will of God, rather than downward to the
will of the people. Although there were conflicts between
the crown and colonists, these were largely mediated through
a complex bureaucracy, whose constituent parts had overlap-
ping jurisdictions. Such a system tended to produce stale-
wates to be resolved at a higher administrative levels
\Skidmore and Smith 1984: 19-21).

These colonial patterns--an administratively determined
pattern of urbenization, an elitist political culture, and
bureaucratic mediation of disputes--all contributed to a
predisposition to look toward the geographical and political
locus of authority for the resolution of conflicts and prob-
lems.



Although some definite regional cleavages have been evi-
dent in Peruvian history, politics generally has not been
polarized between Lima and the provinces, or between differ-
ent regions since the early political conflict over the for-
mation of the Peru-Bolivia Confederation (1836-1839). In-
deed, during most of Peruvian history, national and local
power have been linked by a vertical brokerage system
through which provincial cliques 1lent virtually uncondi-
tional support to central factions on national issues in ex-
change for local dominance. During the early republic
(1821-1844) competing local factions tended to make tenuous
alliances with various caudillos. Later, as politics became
more structured during the mid-19th century, rival factions
struggled for control of the 1local electoral caucuses and
prefectures, making more stable alliances with intermediate
and national-level ©political factions.® Although the rules
of political competition varied under successive electoral
systems after the War of the Pacific (1879-1883.),? this ba-
sic pattern continued without a major challenge wuntil the
1920s. In more backward areas, the system persisted until
the agrarian reform of the Velasco administration
(1968-1975).

In addition tc the general centralist disposition dis-
cussed above, two principal factors explain the emergence
and endurance of the provincial brokerage system. First,
the exogenous sources of economic growth gave successive
central political elites contrcl over new resources which

could be used for patronage. For example, rising guano
revenues enabled the most notable of the nineteenth century
caudillos, Ramon  Castilla (President 1845-1851 and

1855-1862), to abolish the system of Indian tribute--thereby
eliminating the principal source of departmental revenues,
centralizing patronage in Lima, and undercutting the cen-
trifugal tendencies of regionally-based caudillos (see es-
pecially Romero 1949: 371-374). Later, central elites de-
rived resources from taxes on agricultural and mineral
exports, foreign loans and supplier credits, and petroleum
royalties, rather than having to extract them from the pe-
riphery.

' For discussion of the nineteenth century electoral system,
see Basadre (1968: 1II 264-267, 275-278; 88-89, 319; 1V
214-215, 224-226) and (1980: 13-40); V.A. Belaunde (1940:
32-59); and Villaran (1918: 11-13). See also the consti-
tutional and legal norms found in Oviedo (1861: 1
332-333, 344-347, 366-373, 386-391; II 16-20, 28-36,
52-53) and Pareja Paz Soldan (1954: 444-454, 509-523,
546-557, 619-621, 627, 688-689, 697).

I See Basadre (1980: 67-86), V.A. Belaunde (1940:
64-65), Miller 1982: 117), and Villaran (1918: 16-19).
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Second, given ambiguously defined and even conflicting
interests among and within various provincial strata, pro-
vincial actors usually stood to gain more from making alli-
ances with central actors on the basis of particularistic
advantage than from joining interest groups or political
parties organized around regional, sectoral, or class is-
sues. More traditional landowners were favored by the sys-
tem of congressional representation,® but also were dis-
persed throughout the rugged sierra and often competed
against one another for land, labor, and water. They had no
motive to wunite against central authority as long as the
latter did not question their effective local autonomy or
quasi-feudal labor systems. Various segments of the provin-
cial middle class, which developed along different regional
export axes after the War of the Pacific, had 1little in
common with one another. Conflicts among peasant communi-
ties rootes in the pre-conquest and colonial past inhibited
effective horizontal alliances among the peasantry, but in-
dividual communities used alliances with central actors to
free themselves from the domination of towns and haciendas. *

During the first century of the republic (1821-1919)
calls for "decentralization" and "federalism" came from very
different political actors having diverse motives--liberal
intellectuals, caudillos out of power, and the central gov-
ernment itself during periods of fiscal crisis.

> On the one hand, house seats have been nominally appor-
tioned by population during most of the republic's histo-
ry, as have senate seats since 1933. On the cther hand,
literacy requirements drastically reduced the size of the
electorate between 1896 and 1980. The ballots c¢f voters
in the backward provinces carried extra weight since dis-
proportionately large numbers of illiterate Irdians could
not vote but were nevertheless counted for the purpose of
apportionment. Moreover, prior to the 1933 constitution,
small rural provinces were overrepresented since each
province was guaranteed at least one congressman, and sen-
ate seats were divided .n accordance with the number of
provinces in each department under the 1860 Constitution.
For discussion, see Astiz (1969: 49-52), Basadre (1980:
24-26), and V. A. Belaunde (1940: 70-72). The relevant
constitutional norms are contained in Pareja Paz Soldan
(1954).

‘* This process began around the turn of the century in some
areas of the central sierra (see Samaniego 1978: 52-56;
Alberti and Sanchez 1974: 51-60), and was well under way
throughout the country by the 1960s. For an excellent
summary of the empirical literature and analysis of verti-
cal alliances, see Whyte and Alber-i (1976).
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Liberal intellectuals, who dominated most of the early
constitutional conventions, favored a federal system but
they were afraid that immediate adoption of federalism would
exacerbate the centrifugal tendencies of the early republic,
weakening the country vis-a-vis the external threats that it
then faced. The 1823 and 1828 constitutions contained pro-
visions for departmental boards (juntas departamentales),
which were to serve as nuclei for departmental legisla-
tures.’ The juntas functioned from 1828 to 1834, when they
were abolished in anticipation of the Peru-Bolivia Confeder-
ation. Later attempts to resurrect them in *he liberal 1856
and 1867 constitutions were not successful.

Caudillos and politicians out of power used "decentrali-
zation" and "federalism" as political slogans to rally sup-
port in the provinces. Leaders who attained office on ade-
centralist or federalist platform, however, were unwilling
to implement policies which would significantly undercut
central authority (Mariatequi 1944: 144-151). Such an
about-face was not necessarily a betrayal of provincial sup-
porters, since no major class or sector had a consistent in-
terest in decentralization per se. Indeed, maintenance of
central authority and resources upon attaining office in-
creased the chances of rewarding one's clientele, who in a
sense also became the new "ins."

Faced with a fiscal crisis as guano revenues declined, in
1873 the government transferred additional responsibilities
in education, law enforcement, and public works to a system
of elected district, provincial, and departmental councils,
which were primarily financed by property and other taxes
collected at the local and regional levels.® This system,
however, was abolished in 1880 after the outbreak of the War
of the Pacific.

The precarious financial organization of the state after
the war prompted the establishment of a new version of the
departmental boards in 1886.7 Made up of notables elected

* For discussion of the early juntas departamentales, see
Basadre (1931: 207-211), (1947: 157-162), and (1968 I1I:
282-283); and Caravedo (No Date: 22-23). See also Pareija
Paz Soldan (1954: 460-463, 518-521." 534, 675-676,
731-732).

¢ For discussion, see Basadre (1931: 212-214) and (1968 VII
7£-80, 272-275); Mariategui (1944: 161-162); and Romero
(1949: 375).

'’ For discussion see Basadre (1931: 214-216), (1947:
164-168), and (1968 X: 228); Capunay Mimbela (1942:
100-102); Harumergren (1974: 91-95); Mariategui (1944:
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from each province in the department and responsible for ed-
ucation, public works, and charity in their jurisdictions,
the boards were assigned revenues from local property and
excise taxes., As the central government recuperated during
the first two decades of the twentieth century, the boards
were gradually deprived of their taxing powers and relieved
of their responsibilities.

The character of the decentralization debate began to
change during the 1920s for two principal reasons, First,
commercial and middle sectors in the south sought to revi-
talize the region's economy by developing the internal mar-
ket--a strategy which led to conflict with both the exter-
nally-oriented agro-exporters of the north and traditional
landlords throughout the country. In an effort to rally
support from other social classes in the region, these
southern elites employed such slogans as "decentralization"
and "autonomy" (Caravedo 1979). The Decentralist Party at-
tacked the traditional values of the sierra landlords, ex-
tolled the Indian, and argued that development of an in-ar-
nal market was the key to improving the 1lot of the
indigenous masses. The Autonomist League attempted to ap-
peal to the incipient working class in Arequipa.

Second, the modernizing but authoritarian government of
Augusto Leguia (1919-1930) attempted to destroy pre-existing
political organizations, extend effective state authority
outside of Lima and other major cities, and expand the
state's role in development. Leguia abolished the depart-
mental boards and suspended municipal elections, creating
an alternative system of regional congresses dominated by
his followers (see Basadre 1968 XIII: 47-49). He threatened
traditional landowners by establishing a national police
force and by wusing the provincial brokerage system to pro-
mote a new middle class political stratum in the provinces
leyal to him.® Peasant communities received official protec-
tion as the state established independent linkages with
them, but they also became subject to labor conscription for
road construction.

Leguia's efforts to establish a centralized but perso-
nalistic political apparatus and the concentration of public
investment in Lima under his administration provoked a
strong backlash among both progressive and conservative
forces in the provinces. The southern decentralist move-
ment played a key role in the overthrow of Leguia, More-

162~163); and McQueen (1325).

' See Basadre (1980: 135-137), V.A. Belaunde (1945:;
209-216), Burga and Flores Galindo (1980: 139-140), and
Cotler (1978: 191).



over, during the fluid political period following his oust-
er, a rival government based in Arequipa and supported by
civilian and military leaders in Cuzco and Puno played an
imp:rtant role 1in replacing his caudillo successor with a
prox;sional junta wuntil elections could be held (Caravedo
1979).

During 1931-1933 representatives of the decentralist
movement in the Constitutional Assembly advocated the estab-
lishment of a new type of governmental body at the depart-
mental level, which could”’be used to counter the local power
of landowners and to stimulate development. The 1933 Con-
stitution outlined a system of elected Departmental Coun-
cils (Consejos Departamentales) to be financed by a number
of internal taxes and responsible for most activities of the
state within their jurisdictions, the major exceptions being
justice, defense, and international relat:ons (see Caravedo
1983: 24-25).

The departmental councils, however, were neve estab-
lished. The semi-authoritarian administrations of General
Oscar Benavides (1933-1939) and Manuel Prado (1939-1945) did
not implement the enabling legislation that had been passed
by the Constitutional Assembly because the councils would
have claimed too many resources during a period of fiscal
austerity,® and most councils in the north would have been
controlled by the outlawed American Popular Revolutionary
Alliance (APRA), the principal leftist party of the time,
Also afraid of APRA, many decentralists deferred to these
presidents. During this period, the central government also
usurped the developmental functions foreseen by advocates of
the departmental councils, undercutting demands for their
implementation.!® Economic and investment policies general-
ly furthered development of the internal market with less
spatial inequality, although industry later became concen-
trated in Lima. With its economic demands partially ful-
filled and its political demands being unrealistic 1in the
polarized climate of the times, the southern decentralist
movement unraveled.

During the democratic opening of 1945-48, demands for
decentralization came from another segment of the political
spectrum, as the APRA-controlled Congress established pro-
visional municipal boards (juntas municipales transitori-

' See Victor Andres Belaunde (1957: 436-437) and Caravedo
(1983: 36-74), on which this paragraph is largely based.

'®* The major exception to this centralizing trend was the
Santa Valley Corporation, a regional agency modeled on
the Tennessee Valley Authority which was founded in 1943
with the assistance of U.S. advisors.
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as), which were to govern districts and provinces until

municipal elections could take place. The party used
these boards as an important power base in its attempt to
control the central government. Not surprisingly, the

juntas trensitorias were relentlessly attacked by the right-
wing opposition as foci of corruption,** and later were
abolished under the vehemently anti-APRA government of
General Manuel Odria (1948-1956).

During his authoritarian presidency General Odria had
little reason to create autonomous departmental organiza-
tions which likely would have been controlled by industrial-
ist and middle class opposition in the south or by aprista
opposition in the north. At the urging of a United Nations
technical assistance mission, he established an important
regional development organization to coordinate relief
and reconstruction after the 1950 earthquake 1in Cuzco,
but it was centrally administered.:? More important to 0Od-
ria's urban coalition strategy was the establishment of a
development authority in the port city of Callao, which
was dominated by centrally-appointed members, as were sever-
al other departmental organizations set up on an ad hoc ba-
sis in response to pressures from various provincial
cliques.??

Odria's economic policies rekindled southern grievances
against centralism, as owners of smaller industrial firms in
the region suffered from more liberal import policies and
public investment policies increased the primacy of Lima. A
1955 general strike in Arequipa played a key role in forcing
the dictctator from office in 1956.

1.3 Regional Development Organizations 1956-1981

In contrast to the more regionally balanced pattern of
economic growth during the 1930s and '1940s, patterns of de-
velopment after 1950--expansion of the mining sector, devel-
opment of the fishing sector, and accelerated industriali-
zation--contributed to increasing spatial concentraticn of

'' See various issues of the Boletin de la Alianza Nacional
during 1948. For an aprista view, see Seoane (1957:
31-34).

'? See Garzon (1986: 70-77, 86), Lovon Zavala and Vega Gano-
za (19807: 10), and Supreme Decree No., 36 of July 7,
1950,

'? See Caravedo (1983: 93- 97), Decree Law 11008, and Laws
11541, 11542, 11623, 11629, 11898, and 11908.
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economic activity. By the mid-1970s, Metropolitan Lima ac-
counted for 52 percent of the gross domestic product and 70
percent of value added in the industrial sector; placed
73 percent of all bank deposits while receiving 76 percent
of all loans; and contributed 90 percent of all taxes while
being the beneficiary of 65 percent of public spending (Ca-
bieses et al. 1982: 18).

The population also became more spatially concentrated--
as a high rate of population growth, the stagnation of food
agriculture, and improving transportation and communications
contributed to massive internal migration from the sierra to
major cities on the coast, especially Lima. Lima tripled
in size from 600,000 to 1.8 million between 1940 and
1961, then almost doubled to 3.3 million between 1961 and
1972 (Dietz 1980: 34-35), and now has approximately six mil-
lion inhabitants. Although the increasingly capital-inten-
sive export and manufacturing sectors of the economy creat-
ed little additional employment, migrants were absorbed into
expanding "informal" sectors of the urban economy. Seek-
ing low-cost housing, migrants and other urban poor organ-
ized "invasions" to settle arid public 1lands around Lima
and other major coastal cities. By the 1980s at least one
third of the population of Lima-Callao lived in the squat-
ter settlements (Pueblos Jovenes).

Attempting to ameliorate or even to reverse this increas-
ingly severe pattern of spatial concentration, each succes-
sive government since 1956 has established development or-
ganizations at the departmental or regional levels. In
approximate chronological order, the major types of organi-
zations have been:?!‘*

1. the National Fund for Economic Developiment (FNDE) and
affiliated Departmental Public Works Boards which
were founded in 1956;

2. early Departmental Development Corporations (some-
times called Rehabilitation and Reconstruction
Boards) organized on a department by department basis
during the 1950s and 1960s, and often absorbing the
Departmental Public Works Boards;

3. the regional offices of the National Support System
for Social Mobilization (SINAMOS), a social mobiliza-
tion agency created under the Velasco administration
which functioned from 1971 to 1978;

'* For analyses of these various organizations, see espe-
cially Garzon (1986: chapters 1V, VI, and VI1) and
Schmidt (1987: chapters 8 and 9).
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4. Regional Development Committees founded after 1972 in
some regions and departments;

5. the Regional Organization for the Development of the
Affected Zone (ORDEZA), an earthquake relief and re-
construction agency founded in 1973;:

6. Departmental Development Committees (CODES) estab-
lished after 1976 with the restructuring of the Re-
gional Development Committees;

7. Regional Development Organizations (ORDES) formed
during 1977-1979, whose jurisdictions covered 15 of
the then 23 existing departments; and

8. contemporary Departmental Development Corporations,
generically known by the "CORDE" acronym, re-estab-
lished in 1982 as transitory organizations leading to
regional governments.

There is considerable continuity in the functions and per-
sonnel of these various agencies, Although their activities
vary considerably over time and space, construction of pub-
lic works has remained their core concern. In the six
CORDES visited by the author, many informants had worked for
SINAMOS during the 1970s and a few had begun their careers
with the Departmental Development Corpcrations and Public
Works Boards during the 1960s.

While natural disasters historically have served as im-
portant catalysts for these initiatives in decentralization,
their scope and character have been influenced by the type
of regime in office (civilian or military), the strength of
governing political coalitions, and the scale and organiza-
tion of the central government. Over time these factors
have interacted to influence the degree of administrative
and financial dependence on the central government; rela-
tions between decentralized organizations and the field of-
fices of the national ministries; patterns of political in-
fluence within decentralized organizations; and the amount
and distribution of public investment channelled through
them,

The remainder of this section sketches the evolution of
departmental and regional organizations during the 1956-1981
period, while the contemporary CORDES and prospective re-
gional governments are the focus of Section 1.4 below., Sec-
tion 1.5 summarizes key conclusions regarding Peruvian de-
centralization efforts in the absence of donor support.
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1.3.1 1956-1968: Decentralization from a Fragmented
National Administration

Before 1968 the Peruvian state was characterized by se-
vere budgetary and fiscal fragmentation. Most of the domes-
tically-funded public investment budget was allocated by
earmarked taxes to central minicstries, autonomous agencies,
and specific programs and projects. The Treasury Bureau
controlled only a small portion of income and expenditures,
as various private and public entities collected taxes and
paid out obligations with little or no central coordination.

During the 1956-1968 period the balance and intensity of
partisan competltlon under a constitutional regime increased
the political importance of the provinces, where unmobi-
lized, non-committed, and floating groups held the balance
of power. "Decentralization" became an issue in the 1956
presidential campaign second in importance only to resto-
ration of constitutional democracy By the 1962-63 presi-

dential campaigns, Belaunde's Popular Action Party, the
Christian Democrats, and APRA all had elaborate platforms
promising agrarian reform, institutional decentralization,

and increased public investment in the provinces. In ad-
dition to the establishment of development organizations at
the departmental level, the period saw the re-establishment
of municipal elections in 1963 and ambitious community de-
velopment efforts throughout the republic by agenc1 s of the
central government.

The National Fund for Economic Development and Depart-
mental Public Works Boards.!® At the beginning of Manuel
Prado's second administration (1956-1962), several factors
favored prospects for a comprehensive, unlform approach to
decentralizatior. First, the coalition supporting the
Prado adminiscracion was still relatively strong and unit-
ed.’* Second, conflict among the major parties was low and

** The fcllowing discussion is primarily based on: (1)
analysis of Laws 12676 and 1288l; (2) review of the ac-
counts of the FNDE and Departmental Public Works 1in the
Cuenta General de la Republica; (3) examination of
plans and reports published by these organizations; and
(4) interviews with a former general secretary of the
FNDE and members and employees of individual departmental
public works boards. See also: Bromley (1985: 14-17),
Caravedo (1983: 111-121; 137-140), Hammergren (1974:
235-244) and INP (1980a: 7-20).

‘¢ The president's party held an absolute majority in the
Senate and a sizeable pLurallty in the Chamber of Depu-
ties, and he enjoyed a positive working relationship with
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programmatic consensus on the regional issue was high.
Third, the bureaucracy was still small and largely confined
to Lima.

Law 12676 of December 1956 established the National Fund
for Economic Development (FNDE) and departmental public
works boards--a system which combined general devolution and
general deconcentration with emphasis on the former.:’ Sup-
ported by a series of old and new earmarked taxes, the FNDE
was created to finance public works of "reproductive char-
acter or social interest”™ throughout the country (Law
12676, Article 2). 48 percent of its funds were divided
equally among the 23 departments and Callao, 50 percent
were allocated on the basis of population (with a special
provision limiting Lima's share), and 2 percent covered ad-
ministrative expenses.

At the departmental level, project selection was control-
led by the respective public works board, made up of
elected representatives from the functional organizations
and provincial councils in the department.:*® At the national
level, a Superior Council of the FNDE, made up of four
representatives from the public works boards and five min-
isterial representatives and supported by a technical
staff (the General Secretariat), had to approve all de-
partmental project lists. In practice, intervention by the
Superior Council at the departmental level was usually lim-
ited to cases where local factionalism prevented the public
works board from operating. The Superior Council also con-
tracted loans and suppliers' credits, but participation of
the public works boards in externally-financed programs was
voluntary.

both the military and APRA. As his term wore on, how-
ever, Prado tended to expand and modify his coalition at
the expense of programmatic unity.

'7 There were several important precedents for this system:
(1) the Unemployment Relief Fund and Boards (Fondo Pro-
desocupado and Juntas Pro-desocupados) which constructed
public works during the early 1930s; (2) public works
boards that had been established earlier on an ad hoc ba-
sis in some departments and provinces: and (3) an apri-
sta-backed proposal to establish an "Autonomous Public
Works Fund" during the democratic opening of 1945-1948.

'* Provincial councils have been popularly elected during
the 1963-1968 period and again since 1980.

'’ The discussion of departmental development corporations
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Early Departmental Development Corporations.}® A second
and 1ncrea51ngly important type of regional development or-
ganization established during the 1956-1968 period was De-

partmental Development Corporations, which also emphasized
general devolution and embodied some aspects of general de-
concentration, Independently funded by specific earmarked

taxes at the national and regional levels, the depart-
mental corporations were more autonomous and controlled more
resources than the public works boards. Although presiden-
tial appointees served on their governing boards, represen-
tatives from interest associations and provincial councils
in the department formed a clear majority. Morsover, no
central coordinating body oversaw their activities.

The first departmental corporation was established in
Cuzco in 1957 as a result of a campaign promise by Prado
to democratize the centrally-administered and Lima-based
junta that had been established under Odria for the pur-
pose of earthquake relief. After a 1958 earthquake in Are-
quipa, a second such organization was established 1in that
department.?°® Recovery from natural disasters--drought in

Puno, floods in Ica--also served to justify the founding
of two important regional organizations during the early
1860s. The earmarked taxes funding these various organi-

zations, however, did not revert to the state once recon-
struction or recovery from the natural disaster had been
accomplished. Indeed, the founding legislation foresaw
these organizations undertaklng developmental activities
once the tacks of rehabilitation and reconstruction had been
completed.

and similar organizations below is based on: (1) analy-
sis of relevant leglslatlon, most of which is contained
in INP (1980b); (2) review of the accounts in the Cuenta
General de la Republlca' (3) examination of plans and an-
nual reports publlshed by these organizations; (&) review
of national public investment budgets, plans, and sup-
porting documentation elaborated by the INP during the
1960s; and (5) 1interviews with former officials of vari-
ous corporations, See also: Caravedo (1983: 121-133;
145-147), Garzon (1986: 70-95, 97-99), Dew (1969), Ham-
mergren (1974: 244-257), and INP (1980a: 52-103).

?° The names of the departmental corporations varied. The
organization in Arequipa was called the Board for the Re-
habilitation and Development of Arequipa (Junta de Reha-
bilitacion y Desarrollo de Areguipa). Organizations
founded 1n the departments of Madre de Dios and San Mar-
tin had similar names.

—16_


http:department.20

Not surprisingly, departments which had not recently suf-
fered natural disasters began to demand their "fair share"”
of regional development funds, and regional development per
se served as sufficient justification for the establish-
ment of subsequent departmental corporations. The forma-
tion of corporations accelerated under the first administra-
tion of Fernando Belaunde (1963-1968), who had championed
this model of regional development organization during the
1962-1963 presidential campaigns. By 1368 corporations were
established in 15 of Peru's then existing 23 departments.
In most departments where they were established, the de-
partmental development corporations absorbed the public
works boards, administering the department's FNDE quota as
well as their own earmarked taxes.

Patterns of Institutional Development. During this peri-
od, the fragmentation of national administrative structures
and the limited presence of the central government in the
provinces gave departmental public works boards and devel-
opment corporations a considerable amount of "institutional
space” ir which to develop. Moreover, under the first Be-
launde administration, these organizations also enjoyed con-
siderable leverage vis-avis the central government as a re-
sult of intense rivalry between the executive and the
opposition-controlled Congress. A number of central govern-
ment controls existed 1in theory but were selcdom exercised.
The corporations also successfully resisted early efforts by
the new National Planning Institute (INP) to bring them un-
der rein and 1indeed controlled the first regional planning
office set up 1in 1966. During times of fiscal austerity,
the FNDE and corporations had to sacrifice a fixed percent-
age of their earmarked taxes, but thev suffered less than
central government agencies.

Since only the ministries .of agriculture, education, and
health had established field offices throughout the repub-
lic before the mid-1960s, the public works boards and corpo-
rations were the most important public agencies in many are-
as. During the 1956-1968 period, these regional
organizations accounted for most investment in local roads,
sewerage, potable water, electricity, and small-scale irri-
gation. In some southern departmental development corpo-
rations also played important roles in providing credit
and operating public firms within their jurisdictions.

The proportion of direct public investment channeled
through departmental-level agencies increased from 6.4 per-
cent in 1957 to almost 30 percent in 1968, even though in-
creasing amounts of foreign aid were mostly channelled
through central government agencies.?! The regional distri-

** The figures for these years are from the respective.
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bution of this investment approximated that cf the popula-
tion, except for the Department of Lima whose low share re-
flected the very intent of the decentralist legislation,

1.3.2 1968-1975: Centralization and Sectoralization??

The status and character of departmental agencies changed
precipitously under the military government of General Juan
Velasco (1968-1975), whose supporting military coalition was
initially strong vis-a-vis the opposition. Administrative
reform was an area of special consensuc within the military
institution. Upon assuming power, the generals rapidly re-
structured the public sector. The ministries and autonomous
agencies were reorganized into more clearly defined sectors;
all earmarked taxes, except those for the military, were
eliminated; and all income and expenditures were channeled
through the treasury in the Ministry of Economics and Fi-
nance (MEF). Although by no means all-powerful, the INP ac-
guired authority at various stages of the budgetary and im-
plementation processes which it used to induce compliance
with national plans.

These administrative reforms were followed by rapid ex-
pansion of the public sector. The public sector share of
the Gross Domestic Product increased from 11.4 percent in
1968 to 21.4 percent in 1975 (Fitzgerald 1979: 84). The
number of public enterprises grew from 18 in 1968 to 174 in
1977 (Ortiz de Zevallos 1985: 166).

The departmental corporations and public works boards
were guickly brought under control through direct military
supervision, elimination of their earmarked taxes, absorp-
tion of their enterprises by central ministries and firms,
and the expanded powers of the INP in the planning and
budgetary processes.?’ Their share of direct public invest-
ment plummeted from 30 percent in 1968 to 11 percent in
1970. ‘

Cuenta General de la Republica. They actually underesti-
mate the share of regional development organizations dur-
ing this period since some regional development organiza-
tions did not submit closed budgetary accounts to the
Contraloria General de la Republica.
** For discussion of this per.od, see Caravedo (1983:
173-185), Garzon (1986 101-150), and Schmidt (1987:
319-322).

3 See Decree Law 17653 and FNDE (1970).
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In 1971 the FNDE, public works boards, and corporations
were incorporated into the National Support System for So-
cial Mobilization (SINAMOS), the government's social mobili-
zation agency. Although many professional staff previously
employed by the public works boards and corporations contin-
ued to work for the regional bureaus of SINAMOS, whose ac-
tivities included the implementation of small-scale public
works, the new multisectoral agency accounted for less than
S percent of public investment. After the demise of the
SINAMOS experiment, the agency was liquidated 1in the
mid-1970s, 1its personnel and activities being absorbed by
the central ministries.

The Velasco government did not promote a system of alter-
native regional development organizations because it viewed
sectoralization as critical to the 1initial stages of admin-
istrative reform and to the rapid completion of the so-
called structural reforms in agriculture and industry. The
ministries created by sectoralization--transport, industry,
and tourism, energy and mines, fishing, and housing~-opened
up field offices in the provinces, but deconcentration was
functional with minimum horizontal coordination through in-
tersectoral Regional Development Committees which existed in
some areas and regional offices of the INP.

The major exception to this sectoral orientation was
prompted by the disastrous May 1970 earthquake centered in
the north-central Department of Ancash. 1In 1970, an inter-
sectoral commission was established to coordinate relief and

reconstruction efforts (see Decree Law 18306). In May
1973, the commission became the Regional Organization for
the Development of the Affected Zone (ORDEZA), an au-
tonomous agency for earthquake relief which followed the
principle of general deconcentration. Incorporating the

field offices of the various ministries in the earthquake
area, ORDEZA was headed by a general with ministerial rank
and given independent budgetary authority.

With the earthquake and the establishment of ORDEZA the
proportion of funds channeled through regional development
organizations and SINAMOS rose from 1l percent in 1970 to 23
percent in 1973-74, Unlike the earlier corporations, how-
ever, ORDEZA did not have earmarked funds and the military
resisted pressures to continue a high level of support once
reconstruction was completed or to expand the program to
other departments. As reconstruction wound down, the agen-
cy's share began to drop during 1975 and 1976. By 1979 its
successor agency recaived a funding share which roughly re-
flected the area's population.
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1.3.3 1975-1981: Abortive General Deconcentration?*

As the so-called structural reforms were completed during
the mid-1970s, the government turned its attention to the
spatial organizat.on of the state. During 1974-1975, under
the direction of then Prime Minister Francisco Morales Ber-
mudez, a more comprehensive plan for general deconcen.ration
to the regional level had been drawn up. Following the gen-
eral outline of ORDEZA, planning, budgeting, and personnel
were to be deconcentrated through a new system of multide-
partmental Regional Development Organizations - (ORDES) which
would integrate the bureaucracy horizontally.?® Eventually
the system would be extended down to the departmental and
zonal levels.

In order to link resource allocation to regional planning
and to overcome the compartmentalization of regional admin-
istration that was a by-product of sectoralization under Ve-
lasco, each ORDE would incorporate the INP's regional plan-
ning office and field offices of the ministries in the
region under a regional director with ministerial rank and
budgetary authority. With their own budgetary authority,
ORDES were to assume responsibility for planning and im-
plementing projects not considered to be of national or
inter-regional scale. Field offices were to be primarily re-
sponsible to the ORDE director, sukLject to the regional
plans fcrmulated by their respective ORDE, and dependent
upon the ORDES fer supplies and eguipment. They would, how-
ever, continue to be responsible to their ministries on
technical issues and matters of sectoral policy. Field of-
fices were to implement projects within the ORDE budget, as
well as those projects remaining in the budgets of their re-
spective ministries, Consultative councils, composed of
representatives from various interest groups in the region,
would have a purely advisory role.

** The discussion in this sub-section is based on (1)
analysis of relevant legislation, most of which 1is con-
tained in INP (1980b); (2) the lists of public sector in-
vestments elaborated by the Ministry of Economy and Fi-
nance (MEF 1980); (3) review of national public
investment budgets, plans, and supporting documentation
elaborated by the INP during the late 1970s; and (4) in-
terviews with officials in the INP's regional and public
administration bureaus.

% For description of the ORDE model, see especially
INP (1980a: 78-103).
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Several months after assuming the presidency, Morales
Bermudez invited public comment on the proposed Law of Ad-
ministrative Regionalization that outlined the ORDE system
in November 1975. Most of the public debate revolved around
jurisdictional issues--especially the drawing of regional
boundaries and the selection of regional capitals--rather
than on the merits of the proposed ORDES. A variety of bu-
reaucratic interests resisted the implementation of the
ORDE system, or attempted to shape regional reform to suit
their organizational goals. Ministers often arqued that
the field bureaus bad limited technical capacity and that
deconcentration would distort sectoral policy, while the
regional or zonal military commanders heading the Regional
Development Committees generally favored the ORDE system.
Ministries proposed conflicting schemes of regional delin-
eation best suited to the boundaries of their field offices.

Although the military under Velasco had previously over-
come more intense and coherent opposition 1in implementing
the agrarian and other reforms, the Morales Bermudez govern-
ment dealt from a position of declining strength and pro-
grammatic unity in the context of an increasingly severe ec-
onomic crisis. Moreover, the issue was complicated by the
growth and differentiation of the state during the

1968-1975 period. In 1968, only three ministries--agricul-
ture, health, and education--had had full-fledged systems of
field offices. By the mid-1970s, each of the new minis-
tries created by sectoralization, had its own system of

field offices with often overlapping jurisdictions.

Under these conditions, the president withdrew his propo-
sal from public debate in early 1976 and pursued two less

ambitious policies. First, 1in 1976 Regional Development
Committees were restructured along departmental lines. Each
resulting Departmental Development Committees (CODE) was

subordinated to a supervising ministry and advised by INP
departmental offices. In 1977 these committees assumed the
community development functions formerly undertaken by
SINAMOS, identifying "local interest projects"” for implemen-
tation by the various sectors. Tensions developed between
the INP field offices, who saw the CODES as a mechanism for
regional planning, and the supervising ministries, who con-
sidered them as an additional budget allotment. In most
cases, the ministries held more sway in budgeting (Garzon
1986: 159-160).

Second, in 1977 the administration proceeded to establish
ORDES on an ad hoc basis, beginning in areas where there was
the least intra-military and intra-bureaucratic conflict
over regional boundaries. Five of the first six ORDES were
established 1in frontier regions, reflecting the military's
concern for national security and the political muscle of
frontier commanders, Later, ORDES were generally estab~-
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lished on a departmental rather than on a regional basis.?*¢

By the end of the Morales Bermudez administration in 1980
the ORDE system covered 15 of the then 22 existing depart-
ments. Only two of the ORDES were truly mul:idepartmental:
ORDENORTE (Piura, Tumbes) and ORDETAM (Tacna, Moguegua), and
the latter had separate budget lines for each of its two de-
partments. ORDESO, a multidepartmental agency based in
Cuzco was split into three ORDES under pressure from the
smaller departments of Apurimac and Madre de Dios (Garzon
1986: 168-169). ORDES were never established in Lima and
the departments of the central and northern sierra, which
continued under the CODE system. Even where multi-depart-
mental ORDES were established, - CODES continued to operate
independently.

In all but one of the ORDES established, the regional di-
rector was the ranking military commander of the region.
Consultative councils were never established, or existed
only nominally.

The ORDE system was implemented 1in a context of fiscal
austerity resulting from a severe economic crisis, and most
of the available public investment budget had already been
claimed by ongoing projects. Ministries learned to circum-
vent ORDES by using the broadest possible definition of sec-
toral policy, creating centrally-administered special
projects, or grouping small projects into "national" pro-
grams. Consequently, the proportion of public investment
administered by ORDES and CODES remained below 5 percent.

1.4 Redemocratization and Decentralization Since 1981

During the late 1970s Peru was convulsed by major strikes
and demonstrations of regionally based popular movements
protesting economic austerity, lack of public investment in
their respective regions, and political centralization (see
especially Garzon 1986: 151-159). Under pressure from such
movements on the north coast and in the jungle, the central
government earmarked part of a petroleum royalty tax to de-
partments producing or refining this product. In this heat-
ed context, decentralization became one of the major issues
in the 1978-1979 Constitutional Assembly (see Caravedo 1983:
195-200; Garzon 1986: 252-256). The 1979 Constitution pro-
vides for a system of autonomous regional and municipal gov-
ernments with broad responsibilities in economic development
(see Peru 1979, Capitulo XII and Section 1.4.2 below).

¢ These were called Departmental Development Organizations,
but they shared the same "ORDE" acronym.
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Since controversy over regional boundaries and capitals
had frustrated previous regionalization efforts, the Consti-
tution gave the executive branch considerable leeway in de-
lineating regions. Within three years of assuming office,
the president would submit a regionalization plan to Con-
gress, which wculd then have a year to accept or reject the
plan without amendment. The plan would become law automati-
cally if Congress failed to act. If Congress rejecteu the
plan, the executive would submit a new proposal under the
same ground rules (see Peru 1979, Titulo VIII, Novena).

Regional governments would be created within four years
after passage of a regionalization plan., In the meantime,
the Constitution provided for the re-establishment of the
pre-1968 Departmental Development Corporations as tran-
sitional organizations. Since most, if not all, regions are
likely to be based on departments (see Section 1.4.2), the
corporations are likely to secrve as cores of the new region-
al governments. In 1982 Law 23,339 re-established the cor-
porations, which are known by the "CORDE" acronym.

l.4.1 Contemporary Departmental Development Corporations?’

Since their re-establishment, CORDES have had a predomi-
nant public works orientaticn, which reflects their organi-
zational heritage and the emphasis of Law 23,339. In 1985
CORDES accounted for 18.9 percent of all executed public in-
vestment, with the comparable figures being 12.8 percent for
the central ministries, 1.2 percent for the national commu-
nity development agency (Cooperacion Popular), 27.3 percent
for autonomous agencies, and 39.8 percent for public enter-
prises. In 1986 the CORDE share of executed public invest-
ment rose to 24.4 percent,.?®

Nevertheless, given the expansion, centralization, and
sectoralization of the Peruvian state during the 1968-1975
period, contemporary CORDES are developing in a context very
different from the pre-1968 corporations. Whereas the ear-
lier corporations faced a central government marked by se-
vere budgetary and financial fragmentation 1in a growing

! Discussion under this heading is primarily based on anal-
ysis of Law 23,339, CORDE documentation reviewed by the
author (see Schmidt 1985: Appendix B), Francc (1986), and
interviews with officials in six CORDES.

'* Figures on public investment in . this paragraph have been
computed from data provided by the Investment Programming
Bureau (Direccion General de Programacion de Inversiones)
in the National Planning Institute (INP).
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economy, the latter CORDES have confronted a more integrated
central government. During the 1950s and 1960s the presence
of the central government in the provinces was quite limit-
ed, but beginning in the 1970s numerous field offices and
public firms were established outside of Lima. Under the
first Belaunde government (1963-1968) different party coali-
tions controlled the executive and legislative branches,
giving the constituents of departmental development agencies
some leverage against the center. The second Belaunde
(1980-1985) and Garcia administrations (1985-1990) have con-
trolled absolute majorities in Congress.

These changes in the scale and spatial organization of
the central government, the political incentives for decen-
tralization, and economic conditions have contributed to
policies which severely limited the "institutional space"”
for CORDE development. Direct political interference from
the center has distorted the organizational structure of
CORDES and undermined their autonomy. Centrally-imposed
regulations stifle CORDE initiative, much like the economic
regulations and policies of the Peruvian government have un-
dercut private initiative in the "formal" economy and con-
tributed to the ‘levelopment of a huge "informal" economy.

The remaining discussion under this heading presents an
overview of these external constraints and related difficul-
ties in CORDE organization and operation as they existed
during most of the 1982-1985 period. Sections 3 and 4 below
assess the degree to which USAID activities have helped
CORDES to overcome these problems.

Organization. Although loosely modeled on the pre-1968
corporations, CORDES are governed by uniform national legis-
lation, especially Law 23,339, which combines attributes of
general devolution and general deconcentration. All CORDES
have an assembly, a directorate, a general manager, and a
president. The assembly is made up of egual numbers of pro-
vincial wmayors, representatives of professional and economic
organizations, and ministerial field offices. From its mem-
bers the assembly elects three members of the five person
directorate--with the provincial mayors, the professional
and economic organizations, and the ministerial field offic-
es each having one representative. The mayor of the depart-
mental capital 1is an automatic member of the directorate.
The president of the CORDE, who 1is appointed by the Presi-
dent of Peru, is the other automatic member. The director-
ate is responsible for the organization of the CORDE and se-
lects its general manager, while the president of the CORDE
selects key stuff,??

?’ In practice several CORDES have operated without s gener-
al manager--an organizational variatiorn which increases
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As CORDES were re-established under the second Belaunde
administration, selection of representatives to the assembly
from private organizations and ministerial field offices was
manipulated to favor the governing party. With most of its
membership owing their positions to central actors, it is
not surprising that the assemblies played largely passive
roles during this period. Most assemblies met only twice a
year: (1) to approve the corporation report and balance
sheet from the previous year; and (2) to approve the CORDE
plan and budget. Real power rested with the centrally ap-
pointed president, the directorate, and the general manager.
CORDES were placed under the supervision of a Secretariat
for Regional Affairs (SAR) in the Prime Minister's Office,
staffed primarily by political appointees.

Under the current aprista government, the president of
Peru has continued to appoint the CORDE presidents. The
Garcia administration also has had little trouble gaining
effective working majorities within the CORDES through its
control over ministerial representatives, the APRA majority
among provincial mayors after the 1983 municipal elections,
and influence in the composition and selection of represen-
tatives of professional and economic organizations. CORDES
are currently under the supervision of the Ministry of the
Presidency, staffed largely by political appointees like the
Prime Minister's Office which it replaced.?®

External Constraints. Not only has CORDE leadership
largely been determined from above, but once selected it has
lacked autonomy in decision-making. Under the Belaunde ad-
ministration CORDE sub-projects and components were often
capriciously reversed or delayad by the central government
during the budgeting process. In some departments as much
as 60 percent of the CORDE budget was changed by Congress--
whose members under the 1979 Constitution no longer control
specific budget lines for their jurisdictions (iniciativas
parlamentarias). Since any decision reached was only tenta-
tive, there were few incentives for meaningful negotiation
at the departmental level. The sense of responsible bar-
gaining--the spirit of "give and take"--which is so crucial
to developing democratic institutions failed to take hold in
most CORDES. Indeed, groups in the minority on a given de-
cision frequently have undermined the CORDES' integrity by
appealing to central actors and organizations. During im-
plementation, the required approval of budgetary modifica-
tions by the MEF and Congress usually resulted in long de-

the power of the CORDE president.

*® Several of the CORDE presidents appointed by President
Garcia were mayors of the departmental capitals and
served in both positions simultaneously.
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lays.

This lack of autonomy is closely related to the lack of
an independent and predictable resource base. Most corpora-
tions depend upon the central government for virtually all
of their revenues.’® Moreover, the Finance Ministry's prac-
tice of limiting or delaying authorized revenues through its
disbursement procedures (see Section 1.4) has resulted in
very unpredictable revenue flows to CORDES. The corpora-
tions often received the bulk of their funds at the end of
the calendar and fiscal year when efficient use is hindered
by insufficient time and the rainy season in the sierra.
This unpredictability also has contributed to procurement
problems since contractors and suppliers consider the corpo-
rations 'to be unreliable.

The "institutional space" for CORDE development also has
been limited by nationally-imposed legislation and regula-
tions which are often inappropriate, constricting, or con-
tradictory. For example, the regulations governing the pro-
curement system were designed for universities and research
institutes providing services, rather than for investment-o-
riented agencies, and do not take into account the difficul-
ties of doing business in the interior. CORDE administra-
tive structures are often overwhelmed by onerous and
ever-changing programming, budgeting, and reporting require-
ments imposed by Congress, the Finance Ministry (MEF), the
National Planning Institute (INP), the National Public Ad-
ministration Institute (INAP), and the Comptroller General.

The sectoral orientation of national legislation has lim-
ited or hindered the range of potential CORDE activity. For
example, upon completion, infrastructure projects must be
delivered to the appropriate sector. Ministerial field of-
fices often jealously protect their turf, even though they
usually lack the financial resources *o administer effective
programs.

Internal Weaknesses, CORDES also have had a number of
internal weaknesses. Most CORDES are top-heavy, as general-
ly weak administrative offices tend to be the dumping
grounds for patronage employees. Administrative personnel
accounted for over 60 percent of the personnel in two of the
CORDES visited. CORDES generally have had weak planning ca-
pabilities. Plans were usually little more than "laundry
lists" of desired investments, but even if based on a sound
investment strategy, they seldom have shaped the actual

! The exceptions are four CORDES which receive earmarked
taxes on petroleum produced in their department and the
corporation in the port city of Callao, which enjoys some
customs revenues.
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budget. Many, if not most, investment decisions have been
made on the basis of political or pork barrel criteria by
the directorate, the general manager, or by the national
Congress. '

CORDE salaries are extremely low: for example, the basic
salary of an engineer is less than US $100 per month. Cor-
ruption is endemic in a context of low salaries and limited
opportunities. Officials of some CORDES have been sent to
prison.

Several points should be made about these internal weak-
nesses. First, most "internal" probliems are closely related
to, if not determined by, national policies or processes, as
are weaknesses in the CORDES' organizational structure dis-
cussed above. Second, despite all of their problems, CORDES
appear to be at least as viable on average as national-level
agencies., For example, there is 1little reason to believe
that CORDES are more prone to corruption than central gov-
ernment agencies in the provinces or even in Lima. Indeed,
if the assembly becomes a more viable and representative
body, CORDES may even be less susceptible to corruption than
national ministries. - Third, conversion of CORDES into re-
gional governments could correct or ameliorate most of the
internal weaknesses, while providing a much stronger legal
base for addressing external problems.

1.4.2 Regional Governments

Jurisdictional disputes have delayed the establishment of
regional governments, despite the transitory provision in
the 1979 Constitution strengthening the hand of the execu-
tive on this matter.?? Shortl, after returning to office,
President Belaunde formed in August 1980 an intermifdisterial
National Regionalization Commission (CONAR), which reviewed
various regionalization proposals during 1980-1982. Using a
weighted formula that took into account a wide range of fac-
tors, CONAR adopted a proposal for eleven regions which did
not specify regional capitals. President Belaunde submitted
the proposal to Congress in January, 1983,

Although virtually all political forces in the country
support "decentralization" in principle, specific provisions
of the regionalization plan drew criticism from across the
political spectrum. Smaller departments feared absorption
by larger departments, while larger departments wanted to be
distinct regions or the leading departments of larger re-

'* This discussion draws heavily on Garzon (1986: 256-288).
See also Acosta Villar (1984).
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gions. Given its control of key departmental capitals, the
Marxist left sought to increase the powers of municipal gov-
ernments., Moreover, no political party defended the CONAR
proposal or offered a viable alternative, since at least in
the short-run political risks and costs on the regionaliza-
tion issue far outweighed any dividends, Furthermore, Be-
launde's governing coalition was in disarray by this time,
and the president expressed little personal interest in the
issue.

In April, 1983 the Senate Committee on Decentralization
rejected the executive's proposal. Officials from the INP,
the Prime Minister's Office, and two USAID-supported project
units then began to draft an alternative law which would
have defined regional governments without specifying the re-
gions themselves (see Section 4.6). Regional governments
could then be created on an ad hoc basis, much 1like the
ORDES had been implemented under Morales Bermudez. The pro-
posed law was approved by the Senate in early 1985, but the
Chamber of Deputies delayed action at the request of Presi-
dent-elect Alan Garcia.

The Garcia government eventually followed the same strat-
egy, revising the alternative proposal with the assistance
of its original authors. Promulgated on March 19, 1987 as
Law 24,650, the Basic Law of Regionalization (Ley de Bases
de la Regionalizacion) outlines the structure and functions
of the regional governments (see Section 4.6), but not re-
gional jurisdictions. Each regional governments will be
created by a separate law which also will specify capitals
and boundaries. Such laws may be proposed by the executive
acting on his own initiative or at the request of the
CORDES, which are to be absorbed into the regional govern-
ments. President Garcia has publicly stated his preference
for using departments as the basis for most regions. The
boundaries of departmentally-based regions could be adjusted
by plebiscite in specific provinces and districts, as speci-
fied in article 4 of the law.

1.5 Peruvian Decentralization Initiatives: Some
Important Patterns

An attempt to generalize about decentralization initia-
tives in Peru is in order before assessing the impacts of
USAID projects and policies on these efforts. No less than
nine major generalizations can be extrapolated from the pre-
ceding historical overview, Some of these generalizations
also will be relevant for the comparative analysis in Part
II.

_28_



First, the paradox of decentralization in Peru 1is that
almost all political actors support some mode of decentrali-
zation in principle, but few if any are willing to invest
significant amounts of political capital to support decen-
tralization in practice. In a sense, decentralized govern-
mental structures are like a public good, whose benefits are
desired by many, but whose costs are difficult to allocate.

The difficulty of sustaining support for decentralization
is closely related to a second pattern: short term politi-
cal calculations usually have taken precedence over a com-
mitment to decentralized political institutions. Not sur-
prisingly, central elites are reluctant to embrace measures
which might undermine their authority in the short run, even
if they might pay political or economic dividends over the
long run. In addition, political actors in the provinces
usually have valued immediate policy concessions from the
Central government over institutional autonomy which might
be beneficial in the future. When nominally decentralized
organizations such as the CORDES are established, they can
be undercut by provincial actors appealing to the center to
cverturn decisions not in their short-run interest. Thus,
centralism can easily become a vicious and self-perpetuating
circle.

Third, given these first two points, it is not surprising
that an extraordinary "shock™ or exogenous factor is usually
needed to stimulate decentralizing initiatives. One such
factor is an autocratic government, which offends major pro-
vincial strata, such as the presidencies of Leguia and Od-
ria. Since 1950 natural disasters also have served as im-
portant catalysts for decentralization to the departmental
and regional levels, although the scope and character of de-
centralization initiatives have been influenced by other
factors. In Section 4 below and in Part II, it will be ar-
gued that an exogenous actor, USAID, has played a critical
catalytic role 1in decentralization initiatives during the
1980s.

Fourth, when decentralizing initiatives do occur, there
is a correlation between the type of regime at the national
level and the mode of decentralization at the sub-national
level. Deconcentration was the most important mode of de-
centralization under the authoritarian military regimes of
the 1968-1980 period, while the elected democratic regimes
of the 1956-1968 and post-1980 periods placed greater empha-
sis on devolution.

Fifth, there is a corr-iation between the strength and
programmatic unity of the governing coalition--whether it be
civilian or military--and its ability to undertake major ad-
ministrative reforms, including those related to decentrali-
zation. Establishment of the FNDE system under Prado and
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the restructuring of the state under Velasco occurred when
these respective administrations were relatively strong and
united by consensus on these issues. 1In the absence of this
condition, pressure groups or bureaucratic agencies are
likely to shape or undermine any reform, as exemplified by
the ad hoc formation of departmental development corpora-
tions under the first Belaunde administration and the Mo-
rales Bermudez administration's inability to implement ORDES
in accordance with a comprehensive plan. The current Garcia
government is politically dominant and enormously popular,
but it remains to be seen if this administration will con-
tinue to have the strength and programmatic unity to actual-
ly implement the new system of regional governments.

Sixth, since a presidential administration is likely to
be strongest and most united at the beginning of its tenure,
decentralization like other major reforms is highly suscep-
tible to presidential cycles. It is no accident that the
most significant decentralization initiatives have come dur-
ing the first year or two of a presidential administration
after which the window of opportunity rapidly closes.

Seventh, the scope and organization of the central gov-
ernment have strongly influenced the "institutional space"
available for the -development of decentralized organiza-
tions. For example, as a result of the expansion, centrali-
zation, and sectoralization of the state during the
1968-1975 period, the post-1982 CORDES have faced centrally-
imposed constraints which were much more severe than those
encountered by the pre-1968 corporations.

Eighth, decentralization efforts which observed existing
departmental boundaries (the departmental public works
boards, early corporations, development committees, and
CORDES) faced less opposition in the provinces than those
which attempted to establish multidepartmental regions (the
ORDES and the CONAR plan).

Ninth, following the pattern established by the provin-
cial brokerage system, decentralization initiatives in Peru
nave emphasized resource transfers rather than the mobiliza-
tion of resources by regional units. While the FNDE and the
early corporations achieved a high degree of budgetary au-
tonomy, this was primarily accomplished through the "cap-
ture"” of national-level earmarked taxes, rather than by the

generation of resources in the provinces. ORDES and CORDES
were almost totally dependent on transfers from the central
government. Regional governments, however, have the poten-

tial for breaking from this pattern.
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2.0 DECENTRALIZED USAID PROJECTS IN PERU

Beginning in 1979, USAID collaborated with Departmental
Development Corporations (CORDES) and their predecessor or-
ganizations on two quite different sorts of projects. The
$16.6 million Integrated Regional Development (IRD) Project
(527-0178) began as a pilot project designed to test an ur-
ban-rural investment strategy and to increase the regional
planning capabilities of decentralized agencies in two de-
partments of the sierra. In contrast, the objective of the
§65 million Disaster Relief, Rehabilitation, and Reconstruc-
tion (DRR) Project (527-0277)--the largest ever undertaken
in Peru by USAID--was to support recovery from natural dis-
asters, rather than to build institutions or to test a de-
velopment strategy.

This section provides a simple descriptive overview of
these projects, while Section 3 below assesses their im-
pacts on CORDES and supporting national organizations.
Analysis of the projects' contribution to broader institu-
tional reform is included in Section 4.

2.1 The Inteqrated Regional Development Project

Initiated in 1979 and largely completed at the end of
1986, the $16.6 million* IRD Project sought to increase the
capacities of decentralized agencies in two departments of
the sierra, Cajamarca and Junin, to plan and implement in-
frastructure, The project paper foresaw three major types
of investment in infrastructure: (1) productive rural in-
frastructure such as irrigation and terracing in areas with
high agricultural potential; (2) investment in urban infra-
structure (electricity, water and sewerage systems, ' facili-
ties for storage and processing agricultural products, mar-
kets, slaughterhouses, transport terminals, street paving,
municipal equipment, and similar investments) in key market
towns and rural service centers; and (3) rural roads linking
the priority rural areas to key market towns and rural ser-
vice centers (USAID 1979: 31-39). Despite the project's
name, this strategy of selectively promoting urban-rural
linkages should not be confused with the more comprehensive
approach followed by most so-called integrated rural devel-
opment projects.?

' This fiqure included a $15 million loan and a $1.6 million
grant for technical assistance. Peruvian counterpart
funding was $6.5 million.

* The investment strategy articulated in the project paper
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The project paper and agreement also called for the use
of mechanisms that would facilitate beneficiary participa-
tion in the identification, planning, construction, and
maintenance of public works. With the goal of sustainabili-
ty in mind, the project introduced the concepts of user
charges and cost recovery. Other components were designed
to increase the revenue generation and planning capabilities
of municipalities in Cajamarca and Junin.

Since the original start-up period for the project coin-
cided with the transition from military to civilian rule,
USAID and the outgoing Morales Bermudez administration tac-
itly agreed to postpone the project's commencement until af-
ter the change in government in mid-1980. By early 1981 al-
most no’ loan money had been disbursed a year and a half
after the signing of the project agreement, and the mission
came under intense pressure to show results or to risk can-
cellation of the project. 1In this context of external pres-
sure, uncertainty, and institutional instability, two unfor-
tunate policies reduced the long-term institutional impact
of the project.

First, instead of waiting for the re-establishment of the
constitutionally-mandated CORDES, USAID initially collabo-
rated with weak and obsolete decentralized agencies, and
then worked through parallel organizations once the CORDES
were re-established. At the beginning of project implemen-
tation in 1980, new organizations called PRODERINs’ were
loosely attached to Departmental Development Committees
(CODES) in Cajamarca and Junin. CODES, however, were weak
organizations which had been established by a discredited
military regime and which under the 1979 Constitution would
be replaced by CORDES (see Sections 1.3.3 and 1.4). Rather
than being incorporated into the CORDES in 1982, PRODERINS
werz given special project status and placed under the su-
pervision of the Prime Minister's Office. The autonomy and
effectiveness of the PRODERINs incieased, but their separate
status made a positive institutional impact more problematic
in the long-run.

was influenced by the work of Rondinelli and Ruddle (1978)
on the role of market towns in development, although the
"urban functions in rural development” (UFRD) methodology
later developed by Rondinelli and others was peripheral to
the project. For explication of UFRD theory and tech-
niques, see Rondinelli (1985) or Rondinelli and Salinas
(1685: 3-12),

> "PRODERIN" is the Spanish acronym for "Project for Inte-
grated Regional Development™,
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Second, although the technical assistance contract for
the project was signed more than a year 1late, the mission
insisted that the Departmental Development Plans for Caja-
marca and Junin be completed by the original deadline of
June, 198l. This rigid enforcement of the project timetable
temporarily wundercut the goals of establishing regional
planning capabilities and encouraging popular participation.
This decision also exacerbated already tense relations with
the regional offices of the INP, complicating the long-term
institutional impact of the project.

Other problems became evident during the 1980-1982 peri-
od. Technical assistance advisors soon found that central
constraints severely limited the effectivenuss of their ef--
forts to improve regional planning capabilities by working
solaly at the periphery. The unpredictability of counter-
part funds and accompanying red tape made planning efforts
very tentative exercises and forced project staff to devote
excessive attention to developing contingency plans, comply-
ing with ever-more onerous reporting requirements, and re-
programming investments. IRD and counterpart management
spent an inordinate amount of time in Lima to resolve admin-
istrative and disbursement problems. Despite these efforts,
research programs, training courses, and publications were
often cancelled or postponed for lack of timely funding.* No
urban public works projects were funded, primarily because
administration of the corresponding Key Market Town Develop-
ment Fund was entrusted to the Housing Bank--a rigid, let-
hargic agency which had little interest in the objectives of
the project. Moreover, given the restrictive lending poli-
cies of the Housing Bank, one of the key assumptions in the
project paper--that municipalities could borrow money for
public works--turned out to be erroneous.

In addition to the problems related to central con-
straints, there was serious disagreement over the UFRD ap-
proach within the university technical assistance team in
charge of implementing the project (see Rondinelli and Sali-
nas 1985: 21-24),.

The major problems encountered during the 1980-1982 peri-
od--rivalries between PRODERINs and CORDES, frustrating cen-
tral constraints, non-implementation of urban public works,
lack of consensus in the technical assistance team--prompted
major modifications in the project's design and organization
during 1983 when the project's mid-term evaluation was com-

* See LRAP (1984: 60-74) for discussion of the problems re-
lated to central constraints. This report also discusses
other serious but less fundamental difficulties in project
implementation attributable to insufficient support from
USAID/Peru.
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pleted and USAID/Peru itself underwent major staff changes.
Concern among both Peruvian and USAID officials led to in-
clusion of the PRODERIN's budget within those of the corpo-
rations in January, 1983 and to organizational merger in
September, 1983, At the end of that year the technical as-
sistance contract was allowed to expire and advisors on per-
sonal service contracts were hired. There was, however,
some continuity in technical assistance as one of the prin-
cipal advisors from the original team was retained on a per-
sonal services contract. The non-implementation of urban
public works and the need for central support were addressed
by Amendment VI to the project agreement, which transferred
$2,35 million of the $8 million Key Market Town Development
Fund to new technical assistance components for CORDES and
municipalities throughout the country (see Section 2.3.1).

Although the difficulties mentioned above prevented test-
ing of the wurban-vural linkage approach in a comprehensive
or synchronized fashion, sufficient experimentation did take
place to establish it as a viable development strategy for
the Peruvian sierra (Chetwynd et al. 1985: 3-4, 8, 10-11;
Annex A: 23-24). Largely as results of the IRD Project, the
Cajamarca and Junin corporations are in the vanguard of non-
traditional CORDE activities--including investment recupera-
tion, generation of private investment, municipal develop-
ment, and microregional planning. Moreover, after the major
project revisions in 1983, IRD management (1) stimulated the
development, diffusion, and incipient adoption of break-
throughs in investment prioritization and regional planning
methodologies; and (2) formed the cutting edge of USAID's
efforts to achieve broader institutional reform.

The project's original anticipated completion date was
June 30, 1984, but, upon recommendations by the mid-term and
final evaluation teams, it received two extensions to Decem-
ber 31, 1986. At the request of the Garcia administration
one component of the project which provides technical assis-
tance to municipalities has been extended an additional two
years after the project completion date.

2.2 The Disaster Relief, Rehabilitation, and Reconstruction

Project

In contrast to the IRD's institution-building objectives,
the purpose of the $65 million® DRR Project was to support

* The $65 million was comprised of a $40.181 million loan
and $20.019 million grant to the Peruvian government and
$4.8 million in grants to private voluntary organizations
(PVOs) .
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recovery from the effects of two severe natural disasters
which Peru had experienced in 1983--torrential rains and
flooding in the north and drought in the south.*

As a result of the prolonged presence of "El Nino," a
warm current in the Pacific, during the first half of 1983
the heaviest rains in recorded history--some 160 inches--
fell on the normally arid northern coast where much of the
country's most productive agriculture is located. This del-
uge destroyed or severely damaged irrigation works, highways
and streets, water and sewerage systems, and electrical
transmission and distribution lines. Crops 1in some of
Peru's most important valleys were lost, and future produc-
tion was jeopardized by the destruction of irrigation sys-
tems,

During the same year the weather pattern accompanying El
Nino had brought drought to the sierra, and in 1984 late but
unusually heavy rains produced further damage in this re-
gion. The resulting losses of crops and livestock deprived
some 150,000 subsistence farm families of their food and
working capital for the future.

These dual disasters cost well over a billion dollars in
lost property and production. They exacerbated an already
severe economic crisis, accounting for approximately half of
the 11 percent decline of Peru's GNP in 1983.

Since both disasters developed gradually, it was some
time before the Peruvian government and international donors
apprcoiated the magnitude of their cumulative impacts. Dur-
ing the early months of the disasters, USAID's Office of
Foreign Disaster Relief (OFDA) provided approximately a mil-
lion dollars of immediate relief, helped to assess the dis-
asters' impact, and gave advice on reconstruction and reha-
bilitation. On July 18, 1983 USAID and the Peruvian
Government signed a PL 480 Title I add-on agreement for
$10.6 million, with the local currency proceeds being ear-

marked for relief and reconstruction. The DRR Project
Agreement was signed on July 20 for $4 million, an amount
which had been reprogrammed from mission funds. As USAID

funds were deobligated from other parts of the world and
then reobligated to Peru, the project took its substantive
shape over the next three months through two amendments to
the original agreement. Overall USAID disaster assistance
to Peru eventually totaled $180.9 million: §6.7 million
from OFDA and reprograiumed mission funds, $65 million for
the DRR Project, $36.7 million from P.L. 480, $12.5 million

‘ Description of these disasters in the following paragraphs
is largely based on Checchi (1987: 5-7) and Roush et al.
(1984: 54-55).
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in housing loan guarantees, and a disaster assistance pro-
gram loan of $60 million (see Checchi 1987: 57).

At the onset of the DRR Project, the CORDES--despite
their recent creation and shortcomings discussed above--were
perceived to have comparative advantages for implementing
disaster-related works. Central ministries and agencies
generally had poor track records in implementing previous
USAID projects (see Section 3.3.3). The corporations did
not suffer from the sectoralization and centralization which
characterize the ministerial hierarchies.” As new and
smaller organizations, they were less set in their ways and
could be expected to have less bureaucratic inertia (Chec-
chi 1987: 20). At the other end of the organizational spec-
trum, CORDES hal greater technical capabilities than Cooper-
acion Popular, the community development agency prominent
under the Belaunde administration. Independent project man-
agement units (PMUs) were not practical, given the sheer
number of sub-projects in the DRR Project and their great
geographic dispersion. While the mission believed CORDES to
be the best alternative, previous experience with these or-
ganizations through the IRD Project made it sensitive to
their weaknesses, which were addressed by extensive techni-
cal assistance (see Section 2.3.3).

Almost all DRR sub-projects were implemented in collabo-
ration with CORDES,” which also received the. major part of
two PL 480 local currency funds valued at $18.4 million and
approximately $100 million in disaster relief funds from
the Peruvian government.*® As initially conceived, the DRR
Project was to work with six CORDES (USAID 1983b: 18); how-
ever, as the Peruvian government came under pressure to ex-
pand its disaster efforts during the latter half of 1983,

7 $50.3 million of the $65 million projects budget was spent
on subprojects implemented by CORDES, while minor sub-
projects implemented by other agencies accounted for §l1.5
million. The remainder of the project budget was spent on
technical assistance ($5.3 million), operational support
($3.1 million), and grants to PVOs ($4.8 million).

* Through the obligatory purchase of reconstruction bonds by
public employees, the Peruvian government raised $139.2
million plus interest accruing on this amount for disaster
relief, far exceeding the $22 million required as counter-
part funding wunder the DRR Project. Approximately $100
million was assigned to the CORDES with the remainder be-
ing directed to other ministries, especially the Ministry
of Transportation. Working primarily through agencies of
the central government, the World Bank and Inter-American
Development Bank supported reconstruction of major high-
ways, water systems, and irrigation projects.
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the scope of the project was increased to include 15 CORDES.
The project supported 113 sub-projects, 572 components, and
three thousand activities.’ Although DRR Project management
was sensitive to institutional concerns, institution-build-
ing was not one of the project's formal objectives..

Approximately 70 percent of DRR assistance was directed
to the flood-ravaged departments of the north, where the
project restored or replaced to its pre-disaster status dam-
aged or destroyed infrastructure. Pricrity was given to in-
frastructure crucial to the region's economy, such as major
roads, irrigation works, and power systems. Repair of water
and sewerage systems critical to public health also received
prompt attention. Restoration of other non-critical social
infrastructure such as streets, residential electricity, and
housing was addressed during the latter stages of the
project.

In the drought-stricken south, immediate priority was
given to employment-~generating public works and replenish-
ment of seed stocks. The project then placed emphasis on
measures that would help farmers better cope with drought in
the future while enhancing their productivity in the mean-
time: small irrigation systems, wells, and reservoirs among
the public works components; as well as agricultural devel-
opment and natural resource management.

Although the DRR Project agreement was signed in July,
1983, its organizational phase and the rainy season delayed
major implementation progress until March, 1984. Cumulative
expenditures on CORDE subprojects--a good indicator of actu-
al implementation progress--totaled $23.5 million at the end
of 1984, $37.6 million at the end of 1985, and $47.3 million
at the end of 1986 (Checchi 1987: 58). The project's origi-
nal anticipated completion date of July 20, 1986 was extend-
ed twice to a final date of May 31, 1987, Nevertheless,
most of the recunstruction and rehabilitation efforts sup-
ported by the DRR Project were completed by the end of 1985,

2.3 Common Design Features

While the IRD and DRR projects had quite different objec-
tives, there were some important similarities in their de-
signs: (1) support for project-related units serving
CORDES, which were established within national-level agen-

' "Sub-projects" grouped all similar "components," such as
roads or irrigation works in a given department. In turn,
some components, especially in community development, were
broken down into numerous activities.
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cies; (2) central funds for sub- projects and components
meeting project criteria; (3) supportlve technical assis-
tance; and (4) project management units within CORDES.

2.3.1 Support For National Agencies Serving CORDES

Both progects prov1ded support to national-level agencies
whose primary purpose is to. serve CORDES. In each case,
pro;ect related units were established within national agen-
cies--an approach de51gned to gain both adequate political
support and managerlal flexibility. 1In 1984 under Amendment
VI to the IRD project agreement, the Technical Assistance
and Training Program for Departmental Development Corpora-
tions (PATC-CORDES) was established in the Prime Minister's
Office to provide technical assistance and training to
CORDES throughout the country.!°® The DRR Project provided
operatlonal support to the Rehabilitation and Reconstruction
Division (GRR) and the Sierra Microregional Project (PMS)
Yithin) the newly formed National Development Institute

INADE) .

The supportive orientation of these organizations was a
major departure from the norm in Peru, as decentralized or-
ganizations received technical assistance and political sup-
port from the center on a sustained basis for the first time
since the 1960s, or indeed during their entire histories.!!
Exempt from the very low salary scales prevalllng in the Pe-
ruvian public administration, these units attracted person-
nel who were usually above-average and sometimes exception-
al. Each unit also received ongoing technical assistance
from a USAID advisor detailed to it.

* Also under Amendment VI the IRD Project's components for
municipal planning and revenue generation in Cajamarca
and Junin were supplemented by a broader program of tech-
nical assistance for municipalities throughout the coun-
try, which was channelled through the Comprehensive Tech-
nical Assistance and Training Program for Municipalities
(ATI) within the National Institute for Municipal Devel-
opment (INFOM).

*? The FNDE had provided technical assistance in the area of
engineering to the departmental public works boards be-
fore 1968 (see Bromley 1985: 14-17), while municipalities
had received support from agencies affiliated with USAID-
backed municipal assistance programs during the 1960s.
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The Technical Assistance and Training Program for Depart-
mental Development Corporations (PATC-CORDES5.11 This na-
tional-level agency was created in March, 1984 as a conse-
quence of Amendment VI and became operational the following
August. It undertook four major sets of activities: (1)
training of CORDE personnel; (2) provision of technical as-
sistance to CORDES; (3) development of microcomputer systems
serving the needs of CORDES; and (4) basic research on CORDE
organization and development strategy. The agency's inter-
nal structure paralleled this scheme of task differentia-
tion, with Offices of Training, Technical Assistance, Com-
puting, and Basic Analysis.

The focus, character, and time frames of these offices
and their corresponding tasks were different but largely
complementary, being the results of a conscious strategy of
institutional change which had evolved in the mission. The
Offices of Training, Technical Assistance, and Computing
primarily addressed internal deficiencies of the CORDES,
largely taking the current legal framework for granted and
attempting to produce results in the short and medium runs.
Their objective was to improve CORDE perfermance as much as
possible within existing constraints, so as undercut pre-
texts for more central intervention and to strengthen the
case for additional measures increasing the CORDES' autonomy
and resource base.

The Office of Training organized training activities for
CORDE personnel at the national, regional, and departmental
levels in the fields of financial, legal, and general admin-
istration, as well as in more specialized topics in engi-
neering and planning. During the period from August, 1984
to May, 1985, 2,425 participants received training at 61
training events, of which only 5 were held in Lima. The Of-
fice of Training emphasized practical applications and group
interaction among participants from different CORDE offices
and related organizations. Both permanent staff and outside
specialists under contract taught courses. ‘

The Office of Technical Assistance sent multidisciplinary
travelling teams to provide assistance to CORDES in the are-
as of organization and methods, personnel, budgeting, pay-
ments, accounting, procurement, and project management.
Drawing on this direct technical assistance and on feedback
from the CORDES, this office also developed and disseminated
standard operating procedures which provided CORDES with
guidance in these areas. Individual experts also worked
with CORDES in special problem areas on an ad hoc basis.

*? For background on the founding, organization, and opera-
tion of PATC-CORDES see Franco (1986, especially 104-113)
and Hammergren (1985, especially 10-12),
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The Computing Office designed microcomputer systems and
developed programs to serve the CORDES' needs in the areas
of investment programming, budgeting, costs, inputs, advanc-
es, liquidation, and inventory. This office -also provided
general and specialized training in computing to CORDE per-
sonnel,

In contrast to the first three offices, the Office of Ba-
sic Analysis undertook more basic research on CORDE organi-
zation and development strategy which usually addressed ex-
ternal constraints, advocated needed legal changes, and had
a longer time horizon. This office produced a number of ma-
jor studies and policy proposals on diverse topics that
formed a major knowledge base for the policy dialogque and
future decentralization efforts (see Section 4.2). Offi-
cials from this office also had a major influence on impor-
tant legal reforms enacted under the Garcia administration
(see Section 4).

The Rehabilitation and Reconstruction Division (GRR).
During the first half of 1983 a political realignment within
the Belaunde administration and the need to address the
flood and drought disasters resulted in the creation of the
National Development Institute (INADE) within the Prime Min-
ister's Office {(see Garzon 1986: 234-236; INADE 1985). This
new aqgency gained responsibility for major coastal irriga-
tion, jungle settlement, and smaller special projects in the
sierra, as well as for disaster-related rehabilitation and
reconstructic..

Accounting for about half of the agency's overall pro-
gram, INADE's Rehabilitation and Reconstruction Division
(GRR) coordinated disaster efforts implemented through
CORDES.*® The GRR reviewed sub-projects and components for
technical wviability, provided technical assistance to
CORDES, contracted and supervised consulting firms, and
served as the CORDES' representative vis-a-vis the minis-
tries and other central institutions in Lima.** It also co-

'? Although the law creating INADE gave it responsibility
for coordinating all disaster efforts (see Decreto Legis-
lativo 261), 1in practice those ca:ried out by the minis-
tries were largely beyond the supervision or even the
knowledge of the GRR (see Hirsh 1987: 73).

!¢ Approximately half the CORDES also have liaison offices
(oficinas de enlace) in Lima, which vary tremendously in
size and capabilities. Given the overall effectiveness
of the GRR in representing the CORDES in disaster-related
matters, some CORDE liaison offices concentrated on other
activities and had little to do with the DRR Project.
Others worked closely with the GRR.

..40..



ordinated the implementation of components financed by
counterpart funding and managed the monetized PL 480 Title
II fund.

Given its task of coordinating highly visible reconstruc-
tion and rehab.litation efforts, the GRR enjoyed greater po-
litical support :han PATC-CORDES, which addressed less sa-
lient and often arcane issues. On the other hand, there
appears to have been a higher incidence of favoritism in the
staffing of INADE and the GRR--wholly undertaken by Peruvi-
ans=--thai. in the recruitment of PATC-CORDES personnel where
USAID played a key role. Although clearly above-average for
the public sector as a whole, GRR personnel were less ex-
perienced and perhaps not as competent as those in
PATC-CORDES before January, 1986.

The Sierra Microregional Project (PMS).!® Also a part of
INADE, the Sierra Microregional Project (PMS) ran a modest
microregional program during the Belaunde administration
with Peruvian government funding. 1In addition, the PMS pro-
vided direct consulting services to CORDES in Cajamarca,
Cuzco, and Puno for disaster components funded by USAID and
the Peruvian Government. For the latter task the PMS desig-
nated a resident technical assistance coordinator in each
department and established a team of agricultural special-
ists and civil engineers based in Lima and the departmental
capitals. PMS technical assistance teams were composed of
dedicated public servants, all with extensive experience in
the departments which they served. The PMS also contracted
short-term specialized assistance, as needed.

The quality of PMS consulting was generally higher than
technical assistance provided by the GRR. PMS technical as-
sistance coordinators and team members viewed themselves as
on-site technical facilitators--an orientation which had
both positive and negative ramifications. On the one hand,
unlike private consulting firms PMS technical assistance
teams identified with their clients in the CORDES and devot-
ed considerable time and effort to solving a broad range of
implementation problems. On the other hand, for both legal
and professional reasons, PMS advisors did not fulfill the
most needed roles--those of actually designing and supervis-
ing works--which generally were performed better by private
consulting firms.

*? The description and analysis under this heading draw on
Hirsh (1987: 47-48), which also includes a more thorough
comparison of technical assistance provided by the PMS
and private consulting firms.
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The PMS connection assumed new importance under the Gar-
cia administration, which has made microregions the cutting-
edge of its development efforts. Although responsibility in
this area was transferred from INADE to a new agency in the
INP, its top management was nevertheless drawn from the for-
mer PMS.

2.3.2 Central Funds for Sub-Projects Meeting Project
Criteria

Rather than designating specific components from the be-
ginning, both projects established ceritral funding mecha-
nisms to finance certain types of components that were se-
lected later in accordance with project criteria.

Under the IRD Project sub-projects and components were
financed by a $10.5 million Rural Public Works Fund (RPWF)
and Peruvian counterpart funding and by a USAID-financed Key
market Town Development Fund (KMTCF), initially capitalized
at $8 million. Administered by the Cajamarca and Junin cor-
porations under USAID supervision, the Rural Public Works
Fund was established to finance components (primarily feeder
roads and small irrigation canals) identified and implement-
ed with community participation and meeting project cri-
teria. The purpose of the Key Market Town Development Fund,
administered by the Housing Bank, was to make loans to pub-
lic agencies, municipalities, and private organizations and
firms for revenue-generating components in urban infrastruc-
ture (electvicity, markets, slaughter houses, and facilities
for the processing of agrirultural production).

The DRR Project channelled grants and loans for disaster-
related works directly from USAID to the CORDES, while a
special unit in the Finance Ministry processed and super-
vised disbursements of Peruvian counterpart funds. Most re-
habilitation and reconstruction components had been identi-
fied by CORDES during the aftermath of the disasters and
then consolidated into a multi-departmental list prepared by
the INP (see INP 1983). The GRR and the CORDES subsequently
updated this list, CORDES selected components from the ap-
proved list, subject to verification by the GRR and DRR that
those financed by grants or loans from USAID were indeed
disaster-related, had basic technical studies, and met the
project's technical specifications.

DRR Project management developed a series of brief but
sufficiently detailed control cards,!* which greatly expe-

'¢ Annual budgets were largely based on Forms "A" and "B,"
which the CORDES used to reguest approval of sub-projects
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dited the approval and monitoring processes, contributed to
stable expectations among CORDES, and allowed technical
studies to be wundertaken on a rolling basis.!’ The project
also devised a practical system of Financial liguidation
whereby summary data were submitted on a monthly basis to
Lima, but extensive supporting documentation was reviewed
periodically by a travelling team of financial analysts.
From the very beginning of the DRR Project, USAID conducted
extensive training programs on its requirements and proce-
dures for INADE and CORDE personnel. These were reinforced
“throughout the life of the project by the technical assis-
tance efforts discussed in the next sub-section.

2.3.3 Supportive Technical Assistance

Both projects provided CORDES and supporting national
agencies with general and specialized technical assistance.

Under the IRD Project there were two stages of technical
assistance. From 1981 to 1983, a U.S. university provided
teams of resident departmental and some short-term advisors
in the areas of regional planning, key market town develop-
ment, participatory planning techniques, and the identifica-
tion and implementation of public works. Advisors trained
CORDE personnel, diffused planning concepts and methodolo-
gies, and became involved in sub-project implementation.
From January, 1984 until the end of the project, technical
assistance was provided through direct hires under personnel
service contracts--with advisors being assigned to
PATC-CORDES, INFOM, CORDE-Cajamarca, and CORDE-Junin.

The DRR Project primarily provided technical assistance
to the CORDES through nine departmental advisors, .vho were
development generalists residing in or frequently visiting
all departments receiving project assistance. The project
also provided strategically directed technical assistance in
the areas of engineering, finance, agriculture, environmen-
tal impact, irrigation, and housing through eleven special-
ists who visited CORDES more intermittently. These special-

and components in principle. Disbursements were contin-
gent upon approval of Form "C," which included certifica-
tion of technical studies and detailed implementation
plans. Any substantial changes were submitted for ap-
proval on form "D."

'?” In contrast, CORDES had to complete technical studies for
components financed by the IRD Project's Rural Public
Works Fund before the beginning of the fiscal year during
which they were programmed.
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ists reinforced the DRR departmental advisors, helped to re-
move bottlenecks, diffused specialized knowledge, and some-
times took on basic training activities related to project
goals. The technical assistance team's chief of party
served as advisor to the GRR in INADE. The contracting of-
consulting services from private firms and the PMS under the
DRR Project further bolstered the technical capabilities of
the CORDES.

2.3.4 Project Management Units

The IRD and DRR Projects both employed project management
units (PMUs) within the CORDES.

In the case of the IRD Project use of autonomous and
semi-autonomous units was less a strategic choice than a re-
sult of institutional instability and inadequate institu-
tional analysis (see Section 2.1).

In most CORDES receiving DRR funds, project management
units (generically called PIRR units)®* were established to
administer and implement disaster programs. In some depart-
ments, such as Piura and Puno, CORDES took the initiative in
creating their own PIRRs, while 1in others slow progress in
implementation prompted internal and external pressures for
the establishment of a special unit. Most PIRR units even-
tually became semi-autonomous, taking on administrative re-
sponsibilities related to emergency work 1in areas such as
supply, personnel selection, budgeting and programming, ac-
counting, and financial management,?’

PIRR units varied greatly in absolute size and their rel-
ative importance to other units in the CORDES. At the peak
of the DRR Project in 1984, investment by PIRR units in the
six CORDES visited by the author ranged from approximately
US $1 million to $37 million, and the PIRR share of total
CORDE investment in these departments varied from 22 to 70
percent. In the same year these PIRR units employed 25 to
215 persons, accounting for one twentieth to one third of

'* "PIRR" is the Spanish acronym for "Comprehensive Rehabil-
itation and Reconstruction Program."

'* Of the six CORDES visited by the author, only the PIRR
unit in Piura remained a line agency whose administrative
needs were serviced by the corporation. This was possi-
ble given the Piura corporation's greater administrative
capacity and the fact that most of its work was imple-
mented via contracting, which is less administratively
intensive than forced-account.
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personnel in their respective CORDES. Approximately half of
PIRR unit personnel were professionals, with the other half
being composed of secretaries, clerks, and blue collar work-
ers.

A handful of top level PIRR personnel, generally engi-
neers and accountants and never more than 10 percent of the
total, were hired through the GRR at salaries well above
those prevailing in the CORDES, although modest in compari-
son to the private sector. Other PIRR unit employees gener-
ally were paid the same as their counterparts elsewhere in
the CORDE for similar work, but since most were contracted
they did not have the job security of tenured personnel
(nombrades).?® Junior-level engineers and accountants were
typically hired at the top of CORDE salary ceilings on rene-
wable one year contracts for the duration of the project, as
were most medium-level employees such as draftsmen, secre-
taries, and clerks. Other employees, such as resident engi-
neers, foremen, and construction workers, usually were con-
tracted for shorter periods to perform tasks linked to
specific components. There was, however, considerable con-
tinuity in this last category, as the PIRR units often were
able to sign personnel that performed well to new contracts.

Junior-level professionals and other employees working in
PIRR units were on the average younger and initially less
experienced than their counterparts holding similar posi-
tions in other line units. Many junior professionals were
recent university graduates or even university students
willing to put in long hours for low pay in remote area of
the country. Even the much better compensated top-level
management of PIRR units was on the average younger than
their counterparts elsewhere in the CORDES--a pattern stem-
ming from the GRR's hiring strategy at the beginning of the
project.?® In contrast, PRODERINS tended to attract profes-
sionals with proven track records in their respective de-
partments by paying salaries which were considerably higher
than those in other departmental agencies.

** In some cases tenured personnel were detailed to the PIRR
unit from other units of the CORDE, usually with formal
or informal guarantees of job security.

‘' Even the higher salaries paid through the GRR were insuf-
ficient to attract top-notch persons from the private
sector, while senior professionals in the CORDE often
lacked management skills and initiative. 1In consultation
with CORDE presidents, the head of the GRR, himself
young, tried to identify and hire up and coming young men
and women from the public sector who were competent, dy-
namic, and enthusiastic.
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3.0 DIRECT PROJECT IMPACTS ON CORDES

Through disbursements and technical assistance, the IRD
and DRR projects increased the CORDES' access to resources
and technical skills, while introducing them to new concepts
and styles of management. Both projects improved the per-
formance of CORDES in two mutually-reinforcing ways. First,
they 1intentionally or inadvertently worked to circumvent or
ameliorate external constraints hindering CORDE development
since these constraints also inhibited efficient implementa-
tion. Thus, apart from the explicit institution-building
goals of the IRD Project, USAID's concern for efficient im-
plementation had the effect of at least temporarily clearing
"institutional space" for CORDE development. Second, within
this expanded "institutional space," both projects increased
CORDE capabilities and influenced their orientations.

This section presents an overview of direct project im-
pacts on CORDES to the extent that project documentation,
indepencent evaluations, and multiple informants permit use-
ful treatment.® The first sub-section examines the projects'
roles in insulating CORDES and supportive national agencies
from administrative and political pressures. Subsequent
sub-sections then review project impacts on administrative
and technical capabilities, governmental responsiveness, mo-
bilization and management of resources, local organizations
and the private sector, and economic development. It is not
possible to provide comparable analyses of both projects on
all topics, since there are major gaps in availabla data and
independent evaluations.

3.1 Implementation, Insulation, and Institutional Space

Analysis of DRR and IRD Project experiences suggests that
the donor's traditional tendency to "insulate" its projects
from uncertainty and to support efficient implementation may
also serve the end of at least temporarily clearing "insti-
tutional space" for decentralized organizations facing na-
tional-level constraints. As discussed in Section l1.4.1,

! The IRD Project also strengthened municipalities, focusing
first on selected provincial councils in the initial tar-
get departments of Cajamarca and Junin, and later on local
governments throughout the country via the Comprehensive
Technical Assistance and Training Program for Municipali-
ties (ATI) within the National Institute for Municipal De-
velopment (INFOM). This effort is largely beyond the
scope of the present analysis, although its impact on mu-
nicipal finance is noted in Section 3.4.6.
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the complexity, arbitrariness, and unpredictability of na-
tional legal, budgetary, and administrative norms severely
limit the "institutional space™ available for CORDE develop-
ment, After USAID decided to work in collaboration with
CORDES, these same constraints also posed obstacles to effi-
cient project implementation, quite apart from the institu-
tion-building goals of the IRD Project. In accordance with
the traditional concerns of donor agencies, the two USAID
Projects intentionally or inadvertently worked to circumvent
or eliminate external constraints threatening efficient im-
plementation by insuring a more regular flow of resources,
providing a more supportive and predictable program context,
and increasing the political powe: of CORDES.

3.1.1 Predictable Resource Flows

The DRR Project and the IRD Project's Rural Public Works
Fund dramatically increased the predictability of CORDE
cunding by (1) channeling grant and loan money from USAID
directly to the CORDES, instead of through the Finance Min-
istry (MEF); and (2) speeding disbursements of counterpart
funding. Although loan funds remained subject to Jow MEF
budget ceilings which did not anticipate accelerated devalu-
ation and to restrictive MEF requlations governing transfers
among sub-projects, USAID project managers learned how to
work around most centrally-imposed restrictions in the short
run and to eventuallv achieve some changes in the system
(see Section 4.3). Moreover, the DRR Project had some addi-
tional short-term flexibility, since grants constituted ap-
proximately one-third of its funding.

Disbursements of Peruvian counterpart funding to IRD and
DRR sub-projects and components were much more timely and
predictable than disbursements received by CORDES through
the reqular transfer process. Three major factors account
for this difference. First, at the most general level,
USAID has considerable influence over Peruvian counterpart
funding, much of which is raised through the sale of U.S.
agricultural commodities on concessional terms under Title I
of U.S. Public Law 480.? The IRD and DRR Projects both re-

ceived counterpart funding financed by Title I, while the
DRR Project benefited from additional monetized Title 1II
funding managed by the GRR. Second, during the 1983-1986

! USAID/Peru has been among the leaders in integrating PL
480 Title I funds into country programs. For example, in
1982 Title I funds accounted for an average 53 percent of
counterpart funding for 21 USAID-supported projects in
Peru. See Johnson et al. (1983: especially, pp. 33-35 and
Appendix H.).
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period prompt disbursement of counterpart funding was a spe-
cial priority of the mission director, who repeatedly ex-
horted project managers to "stay on top of your counter-
part." Third, the DRR Project also successfully promoted
the establishment of a special unit in the MEF to process
and supervise disbursement of counterpart funding from the
Peruvian government. This unit, the Disaster Relief and Re-
habilitation Project Office, was staffed by several of the
most competent professionals in the ministry and enjoyed
high status, reporting directly to a vice-minister.

3.1.2 Predictable Program Context

USAID project experiences suggest that a key issue in the
design of strategies to support decentralization is likely
to be the character and predictability of any central con-
trols, rather than the existence of such controls per se.
Officials from a variety of central government agencies in
Peru seek to enforce regulations which are complex, chang-
ing, and sometimes contradict.ory without providing support
to help CORDES comply. Like national-level agencies of the
Peruvian government, the DRR and IRD Projects have subjected
CORDES to controls, but departmental advisors also promoted
a predictable program context by helping corporations to un-
derstand and comply with project regulations. Although some
advisors made unpopular decisions, all high CORDE officials
interviewed spoke very favorably of the advisor in their de-
partment and expressed a desire to have a departmental ad-
visor in the future. They were particularly appreciative of
the advisors' problem-solving attitude, which was contrasted
with the excessively "inspectionist™ attitude of officials
from central government agencies,

While changing CORDE attitudes and orientations was not a
formal objective of the DRR project, it indirectly contrib-
uted to attitudinal change by insulating CORDES from outside
pressure: and providing a predictable and supportive program
context. Whereas the excessive controls and petty regqula-
tions prevailing in Peruvian public administration contrib-
ute to an emphasis on not making administrative errors,
characteristics of the DRR Project--predictable financial
support, high technical standards, and supportive technical
assistance--have created a context which rewards self-start-
ing and problem-solving. CORDE c:ificials have known what to
expect as the GRR and DRR approved and processed successive
implementation documents in accordance with consistent cri-
teria. Challenged by higher technical standards, the gener-
ally younger and less experienced engineers working in dis-
aster units have consistently outperformed more experienced
staff in other units. "Under this program, we've done
things that we didn't know we could do," comnaented one engi-
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neer who summed up the feelings of many. The general manag-
er of one CORDE remarked that "higher standards and superior
assistance of the DRR Project provided a great context for
team-building."

The IRD Project adopted a more didactic style of techni-
cal assistance in regional planning, but a predictable pro-
gram context and insulation from outside pressures were pre-
requisites for the upgrading of capabilities in - this area,
Moreover, in the line units a more predictable program con-
text, supplemented by some supportive technical assistance,
stimulated attitudinal change in a manner similar to the DRR
Project. Some engineers in Cajamarca and Junin nostalgical-
ly recall the esprit de corps and "mystique" present during
their days with the PRODERIN.

Analysis of DRR Project experience, however, also sug-
gests that donor agencies are more likely to have success in
insulating decentralized organizations from counterproduc-
tive administrative and budgetary requlations directly af-
fecting them than from national policies or political con-
trols. Although their project objective is reconstruction
and rehabilitation from natural disasters, DRR management
and advisors have encouraged CORDES to think how future dis-
asters might be ameliorated or even avoided through better
management of natural resources, particularly in the areas
of watershed management and irrigation use. CORDES, how-
ever, are discouraged from taking new initiatives in these
areas by national policies.?

3.1.3 Linkages and Empowerment

Linkages to national-level agencies and USAID increased
the political power of CORDES and served as catalysts for
the emergence of a "decentralist lobby." '

* For exumple, under Peruvian law irrigation water 1is the
property of the state and responsibility for its distribu-
tion belongs to the Ministry of Agriculture. Under pres-
sure from organized users, water is virtually free and
there is little incentive for conservation by farmers with
access. Users in the upper reaches of some coastal val-
leys grow water-intensive crops, leaving little water for
farmers downstream. Although officials of some CORDES ac-
knowledge long term problems with water supply and distri-
bution and seem genuinely interested in solving these
problems, there is little that they can do without changes
in national policies.
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The GRR became an effective lobby for CORDES vis-a-vis
central institutions and agencies. It was particularly ef-
fective in securing MEF approval for budget transfers among
sub-projects. CORDE officials valued their linkage to the
GRR, considering it to be their "consul" in Lima.

Courses sponsored by PATC-CORDES' Office of Training not
only diffused knowledge, but often served as consciousness
raising experiences, as managers and staff from different
CORDES found that they shared similar problems. As dis-
cussed in detail in Section 4 below, PATC-CORDES' Office of
Basic Analysis has been at the center of efforts to address
external constraints through institutional reform. The for-
mation of an outstanding cadre of talented young "decentral-
ists" might prove to be the most important legacy of the IRD
Project.

USAID itself enhanced the political power of CORDES in
three basic ways. First, the mission provided some insula-
tion from short-term political pressures to the national-
level agencies serving CORDES. This protection was espe-
cially important during the waning days of the Belaunde
administration when officials in the Prime Minister's Office
wanted to use PATC-CORDES exclusively for short-term politi-
cal objectives. Second, USAID brnught project clout to bear
on lethargic central agencies that blocked implementation
progress. Such pressure was most important in prodding the
Housing Bank and Electro-Peru to initiate and implement com-
ponents financed by the IRD Project's Key Market Town Devel-
opment Fund. IRD project management held monthly meetings
with representatives of these agencies and CORDES, typed up
and distributed the agreements reached at these meetings,
and monitored their implementation. Third, 1in addition to
their technical assistance and quality control functions,
under both projects departmental advisors often represented
their corporation vis-a-vis USAID, the GRR, PATC-CORDES and
other organizations in Lima.

3.2 Administrative and Technical Capabilities

The IRD and DRR Projects both increased the general ad-
ministrative capabilities of CORDES and supportive naticnal-
level agencies. In addition, the IRD Project had some last-
ing impacts on the regional planning capabilities and
orientations of CORDES in Junin and Cajamarca, while the DRR
Project increased the technical and process capabilities of
the corporations that implemented its disaster-related com-
ponents,
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3.2.1 Supportive Orientation at the National Level

As noted in Sections 2.3 and 3.1.1 above, the technical
assistance and political support provided to CORDES by USAID
and collaborating national-level agencies under the IRD and
DRR Projects were major departures from the norm in Peru.
Moreover, in sharp contrast ‘to the "inspectionist" attitude
of most Peruvian agencies, the supportive orientation of
technical assistance under both projects contributed to more
effective management at the CORDE level.

This more supportive orientation has been consciously em-
ulated by the INP's Special Project for the Development of
Microregions in Economic and Social Emergency (PEDMEES),
whose top management was drawn from the DRR-supported PMS
program. Since this 1is a high priority program under the
Garcia administration, the institutional impact of more sup-
portive technical assistance is likely to be considerable.
A more supportive orientation is also likely to be diffused
by the new Public Management Project in the INP, whose lead-
ers are former officials of PATC~CORDES.

Paradoxically, PATC-CORDES, which until January, 1986 had
been a paradigm of a supportive agency, lost much of this
capability as the result of the institutional reaiignment
that accompanied the change in government. USAID's ability
to insulate PATC-CORDES from short-run pulitical pressures
(see Section 3.1.3) declined as the IRD Project wound down
and the agency was subsumed with reduced organizational sta-
tus in the new Ministry of the Presidency (MIPRE). In the
jockeying for position that is a part of every presidential
transition in Peru and elsewhere, the top posts in the MIPRE
and PATC-CORDES happened to be awarded to old-line APRA loy-
alists, who have emphasized control over supportive techni-
cal assistance in their dealings with the CORDES. Whereas
CORDES previously could accept or reject advice from the
agency's technical assistance teams (see Hammergren 1985:
16), PATC-CORDES now sends its reports to the Minister of
the Presidency, who sometimes has ordered CORDES to make
changes. Although some top-notch professionals remain, the
quality of technical assistance also has declined as many
staffers were replaced with aprista partisans, while others
resigned to take positions with agencies working on the cut-
ting-edge of the new government's program.

Ironically, much of the former PATC~CORDES leadership was
sympathetic to the policy objectives of the incoming Garcia
government. As noted above, some former PATC-CORDES offi-
cials assumed top positions in other agencies under the Gar-
cia administration. Moreover, acting in individual capaci-
ties, some former PATC-CORDES officials played major roles
in shaping the new government's legislation on decentraliza-
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tion (see Section 4 below). Thus, PATC~CORDES has had a
much greater impact than the rather debilitated organization
which now bears this name.

At this writing, it is difficult to assess the extent to
which other central agencies will continue to follow or
adopt supportive technical assistance orjentations in their
dealings with decentralized organizations. The USAID model
appears to have been internalized in the GRR, but the future
of this agency after the completion of the DRR Project is
uncertain. While an independent evaluation of ATI's techni-
cal assistance to municipalities is not available, extension
of the IRD Project's municipal component for another two
years obviously affords an additional opportunity to encour-
age a supportive orientation.

3.2.2 General Administrative Capacity in CORDES

Neither the IRD or DRR Projects had a follow-up methodol-
ogy to assess impacts on general administrative capacity.*
It is nevertheless possible to discern some positive effects
in the areas of basic organization, cost-indexing and con-
tracting, technical studies, and computerized information
systems and programming.

Basic Administration. PATC-CORDES' Office of Technical
Assistance had significant success in helping CORDES to
achieve basic organizational coherence. The office (1)
systematized complex legal norms to facilitate understanding
and compliance; and (2) assisted CORDES in elaborating and
integrating internal regulations and processes. Emphasizing
these very basic concerns, the office predictably had most
impact on the weakest CORDES. Given data limitations, it is
not possible to objectively assess the impacts of
PATC-CORDES' training activities in the area of basic admin-
istration, although several informants stated that there
wcre significant improvements in accounting and financial
mauagement.,

‘ Hammergren (1985) and Schmidt (1985) offer analyses of
project impacts in this area based on field visits to
CORDES, but these studies were undertaken when PATC-CORDES
had been in operation for less than a year and DRR impacts
were still hard to assess. The analysis under this head-
ing is based on these studies and follow-up questions to
USAID, PATC-CORDES, and former PATC-CORDES personnel in
early 1987,
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Cost-Indexing and Contracting. The impact of
PATC-CORDES' training efforts 1s most apparent in the area
of cost indexation (formulas polinomicas). Before
PATC~CORDES training, many CORDES could not accurately
project future costs for labor and materials in the prevail-
ing context of high inflation. Some left the calculations
to contractors, who oiten charged materials and labor used
during the initial stages of implementation to the end of
the contract at a much higher price. After receiving train-
ing from PATC-CORDES, most corporations gained the capacity
to satisfactorily perform the calculations.

Available evidence also indicates that PATC-CORDES train-
ing significantly enhanced the ability of CORDES to follow
the Peruvian government's complex regulations for contract-
ing.

Technical Studies. CORDES and other Peruvian agencies
often initiate components without completing basic technical
studies, which were a pre-requisite for disbursements under
both the IRD and DRR Projects (see Section 3.1.1). Satis-
faction of this reguirement generally was within the capa-
bilities of the CORDES, which received needed help from IRD,
DRR, or GRR advisors, as well as from consulting firms con-
tracted under the DRR Project. While USAID technical re-
quirements appear to have been high in some cases, they did
not contribute to flagrant overdesign. With very few excep-
tions, components constructed under the IRD and DRR projects
were at least of satisfactory quality (Checchi 1987: 11;
French et al. 1983: 98-99).

The requirement of technical studies applied only to com-
ponents funded by USAID loan or grant money,*® and usually
was carried out by the respective project management unit--
the PRODERINs or PIRRs. Nevertheless, the requirement
served as a positive example for each CORDE as a whole.
Moreover, the project requirements were complemented by
PATC-CORDES' Office of Training, which gave courses on the
subject to relevant personnel from other line units of the
CORDE and ministerial field offices.

A number of CORDES--including Junin and La Libertad--now
routinely require basic technical studies for all components
before the opening of the new budget year. 1In additional to
their contribution to technical soundness, these studies
provide a foundation for more accurate programming since
better estimates of physical and financial progress can lead
to more accurate projections of procurement needs, disburse-
ment requests, and payments to contractors. In addition the

* Disaster components solely financed with Peruvian funds
were subject only to GRR approval.
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DRR Project was one of only a handful of donor-assisted
projects--and the first involving CORDES--to require compli-
ance with existing Peruvian government norms for technical-
financial liguidation, 1in which all modifications to origi-
nal technical designs and expenditures are justified,
documented, and archived. Such a system is a pre-requisite
for effective maintenance. USAID not only insisted on com-
pliance, but also provided supportive technical assistance
to help CORDES meet the legally mandated but hitherto unen-
forced regulaticns.

Information Systems and Programming. The IRD Project
provided microcomputers to CORDES 1in Cajamarca and Junin,
while 15 CORDES participating in the DRR program obtained
identical systems with funds from PL 480 Title I or the DRR
Project itself. Provision of hardware was accompanied by
the software development and training activities of
PATC-CORDES' Computing Office (see Section 2.3). Under the
IRD Project CORDE-Junin also developed its own computer pro-
grams for financial management, personnel, and budgeting.

It is difficult to assess the ultimate impact of this as-
sistance, which has only recently been provided to CORDES
with varying results over time and space. As of March,
1987, most CORDES had had their computers for little over a
year, and there is considerable variation in CORDE perform-
ances to date. At one extreme is CORDE-Piura, which with
the help of the DRR departmental advisor had achieved a num-
ber of corporation-wide applications by May, 1985, At the
other extreme 1is the corporations in Cuzco which did not
have a operational system in March, 1987. Moreover, as is
the case in other countries, CORDES have had difficulty in
retaining computer programmers and operators, who freguently
leave for more lucrative jobs in the private sector.

Several tentative conclusions can nevertheless be of-
fered. First, in almost all cases where operational systems
have been established, they have eventually performed tasks
for the CORDE as a whole, instead of only for the management
units linked to the IRD and DRR Projects. Second, computer
systems and accompanying software have allowed most CORDES
to more efficiently perform myriad reporting and data col-
lection tasks. Such a basic application is by no means
trivial, given the number of central agencies to which
CORDES must supply information (see Section 1.4.1). Third,
many CORDES have been able to use the systems for actual
programming in such areas as personnel budgeting, investment
programming, and cost indexation. In March, 1987 the DRR
Chief-of-Party estimated that about half of the CORDES re-
ceiving assistance from this project had moved beyond mere
data collection to programming applications. Fourth, if ef-
fective technical assistance from PATC-CORDES continues,
programming applications are 1likely to increase in the fu-
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ture. The more advanced CORDES working with the DRR Project
are now beginning to undertake benefit/cost analysis.

3.2.3 Regional Planning Capacity and Orientation
Under the IRD Project

During the early stages of the project, PRODERINs in Ca-
jamarca and Junin developed capacities to plan and implement
priority investments in rural public works.* 1In Cajamarca,
an urban-rural linkage approach guided planning, while a
microregional approach oriented planning in Junin. In both
departments, however, the PRODERINs were able to use depart-
mental plans as a basis for selecting rural works projacts.
In Cajamarca all ten rural road projects in 1982 followed
the plan's logic of linking rural hinterlands to key market
towns. In Junin the 35 rural works components completed or
underway duving 1981 and 1982 were located 1in priority mi-
cro-regions. Neither PRODERIN developed significant capaci-
ties to select, design, implement, or evaluate urban infra-
structure.

In the process of merging the PRODERINs and CORDES during
1983, efforts to retain these planning capabilities were on
balance unsuccessful, at least in the short run. Although
some staff trained in regional planning during the PRODERIN
stage eventually received tenured positions in the Cajamarca
and Junin corporations, they were mostly placed in offices
which are peripheral to planning. The planning offices are
dominated by ex-personnel of the INP, who had developed an-
tagonistic relations with the PRODERIN, exacerbated by the
way in which the first plans were produced on a crash basis
(see Section 2.1),. Since most rural works components had
been selected or implemented before PRODERIN-CORDE integra-
tion, USAID had very little leverage with the corporations
with respect tv regional planning. These two CORDES gener-
ally continued to program their investments using the tradi-
tional "laundry list" and "pork barrel" approaches (see
Section 1l.4.1). Some of the data base generated by the
PRODERINs was lost during the transition.

Nevertheless, the IRD Pro-ect had an impact on investment
orientations in both departments. Prior to the project in
Cajamarca, regional plans had revolved around the initiation
of a large mining venture which never has been begun. The
IRD Project shifted the terms of reference to small-scale
public works in agriculture and transport. In Junin a com-
parison of recent CORDE investments not funded by the IRD
Project reveals a 20 percent increase in the percentage des-

¢ This paragraph draws on French et al. (1983: 31-42).
...55_



tined for agriculture. The percentage devoted to urban in-
frastructure and school buildings dropped accordingly. It
also should be noted that the late-starting electricity
projects financed by the Key Market Town Development Fund
were generally selected in accordance with : the urban-rural
linkage approach, especially in Cajamarca.

Moreover, after 1983 the project achieved a methodologi-
cal breakthrough, which can help decentralized organizations
to transcend the artificial dichotomy between "technical"
and "political"™ decision-making. The decision-tree method-
ology developed by the new departmental advisor to Junin and
PATC-CORDES allows decision-makers to (1) disaggregate and
prioritize their objectives; (2) graphically and numerically
rank the relative payoffs of various investments in accor-
dance with these objectives; and (3) select the most appro-
priate investments in a process that is open to public scru-
tiny (see Dillon 1986; Hess 1986: 20-21). Thus, the
methodolugy provides a mechanism for linking popular partic-
ipation throuch elected assemblies to regional planning.
Along the same lines, a reprograming methodology was devel-
oped to help CORDES prioritize their investments when faced
with budget cuts. '

PATC-CORDES facilitated the diffusion and encouraged the
adoption of the prioritization methodologies. In 1985, 12
CORDES participated in introductory seminars on public in-
vestment prioritization sponsored by this agency. In Au-
gust, 1986 the Ministry of the Presidency officially ap-
proved the methodology for use and all CORDES attended more
intensive workshops on the subject the following September
and October. As of this writing, the prioritization method-
ology has been adopted by CORDE-Junin and CORDE-Huancavelica
respectively for the 1986 and 1987 budget years.

The IRD advisor in Junin also made state-of-the art con-
tributions in UFRD applications, which were considered to be
the best field wuse of this methodology in the world by the
leading international expert on the subject (see Hess 1986:
19-20; Rondinelli and Salinas 1985: 14-15).

3.2.4 Increased Technical and Process Capacities
Under the DRR Proiject

Under the DRR Project CORDES developed expanded or new
capabilities in public works, their traditional focus, and
gained process capacities’ through their dealings with con-

' Process capacity is the ability to obtain zritical servi-
ces from other institutions instead of developing an in-
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struction contractors and consulting firms.

During the emergencies some CORDES, most notably the cor-
poration in Piura, took on temporary functions in the areas
of health, insect control, agricultural extension, and the
distribution of emergency food and supplies. Most CORDES in
flood areas gained experience in emergency maintenance,
which should be useful in the future, given frequent damage
to infrastructure during the rainy season.

In the course of reconstruction and rehabilitation,
CORDES developed new or improved capabilities in public
works. For example, in the flood~ravaged Department of Piu-
ra, the corporation for the first time contracted out major
bridges; made major investments in irrigation works; and
completed first-order paving components, river defenses, -
aqueducts, deep wells, housing for flood victims, and major
school complexes, In the drought-stricken Denartment of
Puno, the CORDE greatly expanded its role in irrigation
works and for the first time made investments in deep wells,
terraces, mini-reservoirs, and multi-community facilities.

Prior to the DRR Project, many CORDES had little or no
experience in contracting out works to private construction
contractors. During the course of the DRR Project, CORDES
gained invaluable experience in negotiating with contractors
and supervising the contracts. Many CORDES can now effec-
tively manage this input.

The DRR Project also contracted consulting firms to pro-
vide assistance to CORDES in the design and supervision of
project compcnents, While there was significant variation
in experiences with various consultants, their contributions
were generally wuseful and often essential 1in areas where
CORDES have limited experince, as in the design of irriga-
tion canals and bridges. Unfortunately, some CORDES were
captive consumers of ineffective consulting firms, having
had little voice in their initial selection and little legal
recourse wren their performance was unsatisfactory. CORDES
and other implementing agencies would have been better
served if they had had greater influence in the drawing up
of the scopes of work, the selection of the firms, and the
management of the contracts (see Hirsh 1987: 48-49).

Nevertheless, since only a few CORDES had previously
worked with consultants, the DRR Project contributed to the
development of important process capacities in these techni-
cal areas. CORDES now have a much better understanding of
the potential contributions of consulting firms, as well as
the potential problems with this input. Many CORDES can now

ternal capability for providing them (see Bremer 1984).
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take the initiative in defining their consulting needs.
Several may even be capable of effectively negotiating with
and supervising consulting firms.

In sum, the development of process capacities through the
contracting of construction and consulting firms provides a
potential solution to one of the major obstacles to decen-
tralization in Peru and elsewhere--the existence of critical
gaps in technical capacity at sub-national levels.

3.3 Impacts on Governmental Responsiveness

Evaluation of enduring IRD and DRR Project impacts on
governmental responsiveness is not possible in the strictest
sense, because adequate time has not evolved since the com-
pletion of these projects. But it is possible to make some
inferences about these impacts on the basis of CORDE per-
formance under the two projects, and by comparing these per-
formances with those of central government agencies that
have collaborated on similar projects supported by USAID and
other donors.

3.3.1 The Rural Public Works Fund Under the IRD Project

In implementing components financed by the IRD Project's
Rural Public Works Fund (RPWF), PRODERINs and CORDES were
generally responsive to community needs. At times, however,
there were trade-offs among the different values and objec-
tives of the project--responding to community initiatives,
following the wurban-rural linkage strategy, and pursuing
broader institutional reform.®

Most irrigation components began as community initia-
tives, rather than as initiatives from above {French et al.
1983: 104, 117; Hatch et al. 1985: 48). Moreover, there ap-
pears to have been an increase in community initiative over
time, since a higher rate of community initiative is evident
in the 1985 than in the 1983 survey. Of the 12 components
in the 1985 sample, 10 began as community initiatives, 11
were approved by a general assembly of local residents, and
all had an elected community-level committee to help manage
them.

' As noted above in Section 3.2.3, the investment prioriti-
zation methodology developed under the IRD Project pro-
vides a way to transcend the apparent trade-off between
popular participation and regional planning.

_58_


http:enduri.ng

Most roads completed in time for the 1983 sample also
were initiated by communities in both departments, although
location and routing were largely determined by the PRODE-
RINs (French et al. 1983: 107, 115-116). Beginning in 1983,
however, community initiative fell in Cajamarca as linkage
criteria displaced petitioning and proximity to the depart-
mental capital as the primary basis for component selection
(see LRAP 1984: 108). In the 1985 survey 64 percent of all
respondents in Cajamarca attributed initiative to outsiders.
In Junin, where linkage criteria were not emphasized before
most road components had been selected, only 16 percent
cr?dited outsiders with the initiative (Hatch et al. 1985:
51).

The implementing agencies under the IRD Project received
high evaluations from beneficiaries in both the 1983 and
1985 surveys (see Hatch et al. 1985: 32, 50, 53). There
was, however, some decline in the ratings between the two
years, which may be related to the 1983 merger of the PRODE-
RINs and CORDES. In the 1983 survey 86 percent of irriga-
tion and road beneficiaries in Cajamarca rated the perform-
ance of the implementing agency as good, while in 1985 this
evaluation was given by 75 percent of irrigation and 78 per-
cent of road beneficiaries. In Junin 54 percent of all
road and 80 percent of all irrigation beneficiaries in the
1983 survey gave a gocd ranking to the implementing agency.
In 1985 the rating for road components improved to 71 per-
cent, but the ranking for irrigation components declined to
70 percent.

The chief rationale for a good rating wezs completion of
the component and fulfillment of promises made during imple-
mentation. Cumplimiento, meeting one's promise, is the main
thing that counts with rural folks, who neither demand nor
expect a lot (Hatch et al. 1985: 50). Under the IRD Project
implementing agencies . demonstrated an ability to complete
many components begun and abandoned by other agencies
(French et al. 1983: 120), and generally kept their promis-
es. In those cases in which beneficiaries said that commit-
ments were not met, the implementing agency received low
ratings (see especially French et al. 1983: 121). Moreover,
serious implementation problems tended to occur in the ex-
ceptional cases where the community did not participate in
component identification or formally request a component
identified on the basis of planning priorities (see French
et al. 1983: 33).

Given the importance of timely completion, it should be
noted that after 1984 IRD project management faced a trade-
off between pushing implementation of components and ad-
dressing broader issues of institutional reform (see Section
4). Not all rural public works components were completed by
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the formal end of the IRD Project in December, 1986,° al-
though the mission has taken steps to finish them after this
date.

Finally, the two evaluation surveys carried out by Rural
Development Services were themselves highly significant.
Not only were beneficiaries asked to evaluate components and
implementing agencies, an unusual occurrence in Peru, but
some beneficiaries participated in the design and adminis-
tration of the instrument along with PRODERIN and CORDE per-
sonnel. At the very least, this experience had the effect
of increasing the status of beneficiaries. It also may have
contributed to a more responsive attitude on the part of of-
ficials from the implementing agencies.

3.3.2 The DRR Project

CORDES on the north coast performed heroically during and
immediately after the flood disaster, rapidly restoring cru-
cial economic infrastructure on a provisional basis (see
Checchi 1987: 10). During the phase of reconstruction, the
corporations were generally responsive to the needs of their
respective departments, although their emphasis of produc-
tive rural infrastructure over urban social works prompted
some criticism in the national press. Direct community col-
laboration during reconstruction was limited by the large-
scale and technical sophistication of many components, and
by the fact that beneficiaries felt less of an obligation to
contribute to restoration efforts. The chief exception to
this generalization was in the area of housing where approx-
imately 70 percent of the beneficiaries participated in im-
plementation (Ibid: 13).

During the early phase of the emergency in the south,
DRR~sponsored public works components provided jobs and food
on a timely basis. The smaller scale and different charac-
ter of rehabilitation components in the south generally af-
forded greater opportunities for collaboration with communi-
ties during the design and construction phases. While
community-level collaboration was greater in the south than
in the north, it was was constrained by the short time
frame of the project and by an emphasis on the construction
of primary canals over components which were more conducive
to popular participation.

' 68 of B8l had been completed by September 20, the date of
the last semi-annual reporting period.
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Given the importance attached to cumplimiento, it is im-
portant to note that most DRR-financed sub-projects and com-
ponents were completed within three years of the signing of
the project agreement, This record is extraordinary, given
the scale of the project--the largest ever undertaken in
Peru by USAID, the number of components and activities, and
the relative inexperience of PIRR unit personnel (see Sec-
tions 2.2 and 2.3.4).

3.3.3 Comparisons with Central Government Agencies

Some additional light can be shed on the responsiveness -
of CORDES by comparing their records of implementing USAID-
supported components and projects with those of central gov-
ernment agencies,

Due to the very riqgid lending policies of the Housing
Bank, with a single exception 1loans from the IRD Project's
Key Market Town Development Fund (KMTDF) were only made to
beneficiaries of electrification components. Whatever :he
merits of this policy, the Bank's glacial processing of loan
applications delayed major implementation progress until
1984, wundercutting the very rationale of the urban-rural
linkage strategy. Only after USAID reallocated $2.35 mil-
lion to other components did the Bank's performance improve,
Largely as a result of these centrally-determined delays,
beneficiaries of KMTDF components--who took the initiative
in organizing themselves for loans--gave evaluations of im-
plementing agencies that were considerably lower than those
given) for RPWF components (see Hatch et al. 1985: 34,
45-46).

Similarly under the DRR Project, implementation of a mi-
nor sub-project through the Health Ministry floundered, pri-
marily due to shortcomings in that central organization,
There was also a delay in replenishing seed stocks, although
this problem appears to be more attributable to poor per-
formance by a contractor than to deficiencies within the re-
sponsible agency in the Ministry of Agriculture.

Collaborating with agencies of the central government,
USAID has supported other prcjects in Peru that have prima-
rily built infrastructure similar to that constructed by
CORDES under the IRD and DRR Projects. These projects in-
clude: Improved Water and Land Use 1in the Sierra (PLAN
MERIS) initiated in September, 1976 and completed at the end
of 1985; the Rural Water Systems and Environmental Sanita-
tion Project (RWSES), initiated in September, 1980 and to be
completed 1in September, 1987; and Small Hydroelectric
Plants, also started in 1980 with a PACD in May, 1987.



Although each of the projects has considerable merits,
all have suffered significant, if not severe, implementation
delays.?® As initially conceived, PLAN MERIS was to have
constructed 27 components over a five year period; it was
scaled back to 17 components and took over nine years to
complete. These changes took place despite the fact that a
project management unit (PMU) within a national ministry was
in charge of implementation. USAID support for the RWSES
Project was almost cut in half after a scathing GAO report
highlighted lack of implementation progress in February,
1983. Since that time, however, deconcentration within the
Ministry of Health has coniributed to remarkable improvement
and the project is expectcd to meet its initial construction
objectives by the original PACD. Similarly, significant im-
plementation progress on the small hydro project did not oc-
cur until management responsibility was shifted from a line
unit of Electro-Peru to a PMU. Indeed, during the late
1970s and early 1980s, the pattern of slow implementation in
these and other projects gave USAID/Peru a reputation in
Washington as having one of the slowest "pipelines" of any
mission.

At the broadest 1level of analysis, these delays are
largely consequences of Feru's decade-long fiscal crisis and
the Finance Ministry's policy of reducing or delaying dis-
bursements. In each case, however, subordination to highly
bureaucratic and centralized agencies has created or exacer-
bated implementation obstacles. The most common problem is
that project monies are held by central government agencies
to meet other obligations. Disbursements must trickle
through several levels of a byzantine bureaucracy before
reaching the field; once there, payment of personnel usually
takes priority over implementation. Although some CORDES
also tried to hold or divert project funds for other purpos-
es, they were largely deterred by the clearer lines of ac-
countability to USAID. Moreover, whereas implementation de-
lays in the field are not readily appavrent or even important
to bureaucrats in Lima, CORDES are closer to the beneficiar-
ies and more responsive to local needs and priorities.

In addition to problems related to disbursement, imple-
mentation of USAID projects through central ministries is
generally slowed by red tape and the over-centralization of
authority. These factors were a significant cause of imple-
mentation delays in the RWSES and the mini-hydro projects,
as well as in the Soil Conservation Project, which involved
less construction.

'® The remainder of this sub-section draws on GAO (1983),
Moncada et al. (1985), Painter et al. (1985), Wilkinson
et al. (1984), and other project documentation supplied
by USAID,
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Similar shortcomings are also evident 1in the dealings of
central agencies with other donors. During the disaster re-
covery experience, central ministries were in charge of re-
construction efforts financed by the Inter-American Develop-
ment Bank and the World Bank. Peru lost some $30 million
dollars in funding from these agencies as the result of in-
adeqguate coordination arong central agencies in the alloca-
tion of counterpart funds and the failures of some central
ministries to satisfy conditions precedents (see Checchi
1987: 23-24, 47). The DRR final evaluation team concluded
that the performance of CORDES under the DRR Project was no-
ticeably stronger than that of central ministries implement-
ing disaster-related components financed by multilateral
agencies (see Checchi 1987: 21).

Two conclusions emerge from these comparisons. First,
some mode of decentralization is an operational necessity in
Peru. Second, despite all of their problems, the track
records of CORDES (and PRODERINs) in implementing rural pub-
lic works under the IRD Project and especially in implement-
ing disaster components under the DRR Project compare favor-
ably with those of central agencies implementing similar
types of donor-supported projects.

3.4 Mobilization and Management of Resources

Since the mid-1950s decentralizition initiatives in Peru
have emphasized financial transfers from the central govern-
ment rather than mobilization of resources in tre provinces
(see Section 1.3). USAID projects enhanced the capacities
of CORDES to mobilize and manage resources by (1) stimulat-
ing local resource mobilization during construction; (2)
keeping construction costs in line with those of other agen-
cies; (3) demonstrating and disseminating techniques of in-
vestment recuperation; (4) 1increasing the probability of
community-based maintenance efforts:; and (5) supporting the
first extensive use of rotating credit funds for poor farm-
ers in the country. The IRD Project also has demonstrated
that provincial municipalities can significantly increase
their tax base.
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3.4.1 Local Resource Mobilization During Construction 13!

The 1983 and 1985 samples of IRD components and the com-
panion surveys of beneficiaries in the same years show a
pattern of high local resource mobilization, especially of
labor. The value and rates of local resource contributions
were particularly high under the PRODERINs before 1983; they
declined to still high levels after the PRODERINs were inte-
grated into the CORDES. The generally greater decline in
Cajamarca also may be attributable to reduced incentives re-
lated to the food-for-work program in that department.

In Cajamarca, where food-for-work was employed, community
resource contributions accounted for 29 percent of the total
cost of IRD components in 1983 and 16 percent in 1985,
Moreover, while most IRD-supported components benefited more
than one community, the local contribution to single commu-
nity Rural Development Support (PADRU) components was 85
percent in the 1983 sample and 76 percent in the 1985 sam-
ple. In the 1983 survey 93 percent of all irrigation and 92
percent of all road beneficiaries in Cajamarca reported la-
bor contributions during construction. In the 1385 survey
the corresponding percentages were 57 percent for irrigation
and 89 percent for road beneficiaries. Data on material and
cash contributions also azre included in the 1985 survey. 1In
that year 20 perc-nt of irrigation and 17 percent of road
beneficiaries reported donations of materials; 6 percent of
irrigation beneficiaries reported cash contributions; and 31
percent of irrigation and 33 percent of road beneficiaries
reported other types of contributions.

In Junin, there is a major discrepancy between the value
of local labor contributions recorded by PRODERINs and other
implementing agencies--which are much lower than those in
Cajamarca--and rates of labor contribution reported by
project beneficiaries--which generally are higher than those
for Cajamarca. Commun:ty resource contributions were
recorded as only 4 percent in 1983 and 6 percent in 1985,
well below the corresponding figures for Cajamarca given
above. Nevertheless, in Junin higher proportions of irriga-
tion and road beneficiaries--100 and 95 percent respective-
ly--reported labor donations in 1983. In 1985 the corre-
sponding figures are 83 percent for irrigation beneficiaries
and 69 percent for road beneficiaries; the former rate being
higher than in Cajamarca, the latter rate being lower.
Since communities 1in Junin have a well-deserved reputation

'* The discussion under this heading draws on French et al,
(1983: especially 87, 93, 104, 107, and 116-118) and
Hatch et al. (1985: especially 2-3, 20, 27, 30, 34,
36, 40, 45-46, 48, and 51).
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for being the most progressive in the Peruvian sierra (see
Long and Roberts 1878), this discrepancy is probably attrib-
utable tc differences in record keeping by implementing
agcncies in the two departments. Records on community con-
tributions were less important in Junin, where food-for-work
was not used.

The more developed Department cf Junin also had higher
rates of non-labor <contributions: in 1985 47 percent of
irrigation and road beneficiaries reported donations of ma-
terials; and 45 percent of ifrigation and 58 percent of road
beneficiaries reported cash or other types of contributions.

In both departments, brueficiaries of electricity compo-
nents financed by the KMTDF contributed cash, labor, and ma-
terial: during construction, but the small number of compo-
nents examined in the 1983 and 1985 surveys precludes more
extensiv: analysis.

Assessment of the DRR Froject's role in mobilizing local
resources 1s not possible, because relevant data were not
collected by the project's reporting system (see Checchi
1987: 1%),

3.4.2 Cost Effectiveness During Construction

Analysis of two samples of components implemented in Ca-
jamarca and Junin by various agencies shed some light on the
IRD Project's contribution to cost effectiveness.!? Although
small samples and some marked differences in the character-
istics of the components within each category prevent pre-
cise comparisons, generally speaking IRD-sponsored compo-
nents implemented through PRODERINs had cost/benefit ratios
which compare favorably with components constructed by other
agencies, In Junin, PRODERIN irrigation components cost
about the same per hectare, but benefited three to eight
times as many families per unit of cost as those built by
PLAN MERIS, a USAID-supported project implemented through a
central government agency specializing in irrigation works.
The 1983 data indicate a similar pattern for irrigation com-
ponents in Cajamarca, if expenses for food assistance and
community resource contributions are deducted from total
costs.'? New roads built by PRODERIN-Junin were more cost
effective than those constructed by CORDE-Junin, especially

3 See French et al, (1983: 87-96) and Hatch et 'al. (1985:
8-23).

'!* The 1985 data do not permit reliable cost-per-hectare
comparisons in Cajamarca (Hatch et al. 1985: 15).
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in the 1983 sample. The net costs of PRODERIN-Cajamarca's
road compcnents per kilometer constructed were also lower
than those of CORDE-Cajamarca in both samples.

During the DRR Project's initial emergency phase the ur-
gency of restoring critical economic infrastructure and
eliminating threats to public health took precedence over
controlling costs. Often the CORDES took provisional meas-
ures which were wiped out by subsequent surges of flooding
or later replaced with more definitive structures. Thus,
components built during the early stages of the DRR Project
tended to cost more than comparable noi-disaster components.
Efficiency increased over the life of the project, as the
disasters subsided, less urgent components were implemented,
and the  project developed procedures to control costs and
gquality (see Section 2.3.2). Overall comparison with non-
disaster components indicates that DRR costs were at the
very least reasonable for reconstruction work (see Checchi
1987: 10-11).

The ability of CORDES to compute their costs and procure-
ment needs under the government's system of cost indexation
(formulas polinomicas), increased as a result of training
provided by the IRD's PATC-CORDES and direct technical as-
sistance obtained through the DRR Project. CORDES thus be-
came less vulnerable to manipulation of the system by con-
tractors. '

3.4.3 Investment Recuperation After Construction

One of the main achievements of the IRD Project was the
introduction of the concepts of investment recuperation
through loan repayment, assessments for improvements, and
user fees, Such different modes of investment recuperation
potentially can increase the financial independence of de-
centralized organizations and contribute to more self-sus-
taining development. Initially wunpopular, these concepts
have gained increasing acceptance as CORDES and municipali-
ties search for ways to improve their resource base in the
current context of economic austerity.

Although hindered by implementation delays largely caused
by a central agency, the experience of the Key Market Town
Development Fund under the IRD Project demonstrates the
willingness of even poor Peruvians to finance components of
immediate benefit to them. In September, 1986 eight compo-
nents had entered the cost recovery stage. Unfortunately,
data on loan repayment were not available a half year later,
due to the continued lethargy of the Housing Bank.
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Under the IRD Project, CORDE-Junin took the lead in re-
searching the feasibility of various mechanisms of invest-
ment recuperation in the Peruvian legal and institutional
context. Later supported by PATC-CORDES and presented at a
national seminar in Huancayo in May, 1985, this research de-
veloped concrete proposals regarding the delineation of in-
vestment and recuperation responsibilities among various
public agencies, specific modes of cost recovery to be used
for each type of investment, and modes of administration
(see Palomino 1985). In 1986, PATC-CORDES followed up this
policy research by initiating a pilot program of cost recov-
ery in La Libertad.

While some CORDES have begun to make assessments for im-
provements and to charge users fees, national laws and regu-
lations continue to undermine their ability to recover in-
vestments. As discussed in Section l.4.1, most major
infrastructure constructed by CORDES must be turned over to
a national agency upon completion. Although the burden of
maintaining regional and local roads has been dumped on the
CORDES, the ministries have resisted losing control over in-
frastructure with significant possibilities for investment
recuperation. Moreover, in those areas where cost recovery
through improvement assessments or user fees is possible~--
street paving, markets, slaughterhouses, industrial parks,
and similar works--any sums generated and not spent within
the fiscal year revert to the national treasury.

3.4.4 Maintenance

As in most Third World countries, agencies implementing
rural public works in Peru seldom if ever have adequate re-
sources for maintenance. Unfortunately, the PRODERINs and
CORDES which implemented IRD-sponsor-d components are no ex-
ception. Only 3 of 12 irrigation components and 5 of 13
road components in the 1985 sample received any maintenance
support whatsoever from the implementing agency (Hatch et
al. 1985: 49, 51). It must be remembered that national lev-
el agencies had legal responsibility for maintaining both
irrigation and roads components when these surveys were tak-
en. In November, 1985 the Ministry of Transportation and
Communications transferred maintenance responsibilities for
regional highways and local roads to the CORDES, which did
not receive any increase in resources to undertake these new
tasks.

Nevertheless, by consulting with local people, encourag-
ing local resource contributions, and helping to create a
local organizational capability for maintenance during the
construction phase (see Section 3.5.1), the IRD Project ap-
pears to have contributed to relatively successful mainte-
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nance efforts by local people. While the absence of a con-
trol group prevents rigorous comparisons, the rates and ef-
fectiveness of local maintenance efforts reported in the
1985 survey of IRD beneficiaries would appear high to most
people familiar with rural Peru, especially vwhen one bears
in mind that most IRD components have beneficiaries in more
than one community. In that survey 48 percent of respon-
dents in Cajamarca and 78 percent in Junin reported contrib-
uting labor to canal maintenance tasks.** In Cajamarca 7
percent of irrigation beneficiaries reported making cash
contributions and 41 percent reported making other types of
donations to maintenance, Comparable figures on non-labor
contributions to irrigation maintenance in Junin are not
available. . Of road beneficiaries in the same survey, 71
percent in Cajamarca and 54 percent in Junin reported labor
contributions to maintenance; 24 percent in Cajamarca and 19
percent in Junin reported donations of materials; 4 percent
in Cajamarca and 27 percent in Junin reported donations of
cash or other materials.

In Cajamarca, 8l percent of beneficiaries reported that
their irrigation component was well-maintained, while 73
percent said that maintenance levels of their road component
was at least acceptable. Beneficiary satisfaction with
maintenance was considerably lower in Junin, where 81 per-
cent of irrigation and 58 percent of road beneficiaries gave
their component a good or adequate ranking. These lower
ratings were partially due to the fact that some of the com-
ponents surveyed in the latter department had not been com-
pleted--a circumstance beyond the control of 1local mainte-
nance committees. These figures are in line with the
opinion of the USAID engineer who supervised :rural public
works under the IRD Project. He estimated that locally-man-
aged maintenance is adequate for about 70 percent of all IRD
components--a rate much higher than the norm in rural Peru.

The apparent connection between local participation in
construction and community-based maintenance of IRD compo-
.nents is concistent with experiences from other developing
countries, The pattern also is 1in line with recent state-
ments by President Garcia that more maintenance tasks should
be undertaken at the local level.

** The figures in this and the next paragraph are drawn from
Hatch et al. (1985: especially 27, 30, 36, 40, 49, 51).

There is, however, a discrepancy between the data on
contributions to irrigation maintenance in Cajamarca pre-
sented on pages ¢7 -~nd 49. The figures presented here

were computed by the author on the basis of what seem to
be the more reliable raw data on page 27.
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3.4.5 Rotating Funds?s

The DRR Project sponsored the first major effort to es-
tablish systems of rotating credit and technical assistance
in the largely impoverished departments of southern Peru.
Mostly implemented by the extension service or agrarian
field offices under CORDE supervision, the rotating funds
loaned seed, fertilizer, pesticides, and other inputs to
peasant farmers, who could repay in cash or in kind.

The rotating funds had considerable success in assisting
poor farmers. 80 percent of the loans were made to tfarmers
who had never received credit. 1In the majority of cases in-
puts were timely and of at least adequate quality, although
ben.ciciaries complained of inadequate amounts. 62 percent
of clients surveyed reported that inputs arrived on time.
52 percent classified input quality as good, 33 percent as
adequate, and 12 percent as poor. 41 percent reported that
the quantity received was adequate, while 58 percent said
that it was insufficient.

A majority of clients received training or technical as-
sistance which they valued. 28 percent received visits
every 15 days, 28 percent every month, and 24 percent every
two to six months. 48 percent classified the assistance as
good, 34 percent as adequate, and 18 percent as poor. 88
percent said that they would continue to use the techniques
learned. 61 percent reported that they had improved their
economic situation over the previous year.

Although these impact results are promising, the system
of rotating credit 1is far from oeing institutionalized and
sustainable. Administration and supervision are both weak,
due to a lack of experience and training. On the average
only 21 percent of loans made were amortized, accounting for
only 25 percent of the amount lent.

Nevertheless, this experiment was a far better use of
USAID money than simple charity. It must be remembered that
the funds were initiated as part of an emergency program in
the poorest region of the country, parts of whichk have suf-
fered from terrorist activity in addition to the recent nat-
ural disasters. The program gave CORDES invaluable experi-
ence in this area and revived a moribund extension program,
Moreover, the strong performances of funds in Huancavelica
and Tacna demonstrate the plausibility of the approach.

'® The data presented under this heading are drawn from La-
nao Flores et al. (1986: 1-43), which also provides the
basis for most of the analysis.,
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Given both the problems and potential of rotating funds,
PATC-CORDES held a major seminar on the topic in September,
1986 (see PATC-CORDES, 1986). The agency is now working on
legal and administrative changes that are a pre-requisite
for improved management in this area.

3.4.6 Municipal.Finance

Although this study deals with project impacts on CORDES,
it also should be noted that the IRD Project's municipal
component had some success in increasing the resource base
of municipalities. Cadastral work increased the property
tax revenue base of pilot provincial councils 1in Cajamarca
and Junin between 500 and 800 percent (Hess 1986: 18).
Through the Comprehensive Technical Assistance and Training
Program for Municipalities (ATI) in the National Institute
for Municipal Development (INFOM), the IRD Project extended
its efforts in revenue generation to selected municipalities
of varying sizes throughout the country. Available evidence
indicates that the program has helped to increase actual
revenues generated at the local level. Also, the municipal
wing of the decentralist lobby, which the IRD Project helped
to stimulate, played an important role in the passage of
laws providing new and expanded sources of revenue, includ-
ing the earmarking of a .1 percent value added tax on goods
and services for municipalities.

At the reguest of the Garcia administration, the IRD com-
ponent for municipalities was extended for two years after
completion of the project at the end of 1986. ATI continues
to provide technical assistance for revenue generation and
other objectives to 1local governments of varying sizes and
capabilities.

3.5 Project Impacts on Other Organizations

The IRD Project reinforced the roles of community-level
organizations during construction and maintenance, while
available evidence indicates that the DRR Project strength-
ened PVOs and their working relationships with CORDES. Both
projects primarilyv benefited private farmers, and each had a
pesitive impact on the development of private enterprise in
other ways.
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3.5.1 Local QOrganizations **

Data on local resource contributions to the construction
and maintenance of IRD components, cited above, demonstrate
that the project benefited from the strong Andean traditicn
of self-help and community-level organization. But the IRD
Project in turn also had a positive impact on local organi-
zations by reinforcing their role in decision-making and by
serving as a catalyst for cooperation among different commu-
nities benefiting from a given component.

The signing of implementation agreements and the ratifi-
cation of these agreements by a community assembly or an
open meeting were usually pre-requisites for initiation of
an IRD rural works component.!’ During construction benefit-
ing communities organized ‘"pro-irrigation" and "pro-road"
committees to facilitate participation in management and re-
source mobilization. For intercommunity components, which
were the norm under the IRD Project, promotores from the
PRODERIN or CCRDE helped to organize intercommunity commit-
tees or work crews. After construction these committees
formed a basis for coordinating maintenance within and among
communities., All twelve irrigation components in the 1985
survey had a local management committee during construction,
and in all but one case a water user group continued to co-
ordinate maintenance (Hatch et al. 1985: 48-49). The same
survey found intercommunity work crews to be in charge of
maintaining four of seven TRD road components in Cajamarca
(Ibid: 30). Although these local organizations have shoul-
dered the brunt of maintenance, some have received loans of
machinery and other assistance from the PRODERINS . and
CORDES.

Most components under the auspices of the IRD Project's
KMTDF were initiated at the request of local pro-electrifi-
cation committees, which also helped to organize community
financing. Although some of these committees still exist,
the regional electricity companies have assumed responsibil-
ity for maintenance of electricity components, a logical
choice given their different character. The one non-elec-
tricity component financed by the KMTDF--a refrigerated
slaughter house--was built for a rural cooperative.

'¢ The discussion under this heading is based on Hatch et
al. (1985) and on conversations with USAID staff involved
in the IRD Project.

'’ These "conditions precedents" appear to have been more
rigorously enforced aiter the mid-term evaluation.
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Under the IRD Project CORDES in Cajamarca and Junin also
provided significant technical assistance and training to
municipalitie 1in their respective departments, but it has
not been possible to assess the extent to which this capaci-
ty became internalized. Similarly, lack of systematic data
prohibit any generalizations about the impacts of the DRR
Project on regional and local organizations other than
CORDES.

3.5.2 Private Voluntary Organizations??®

Private voluntary organizations (PVOs) played important
roles in the DRR Project, especially in administering the
food-for-work side of the employment generation components
in the south. Their role 1in housing construction was also
important in the north.

Available evidence indicates that the experience of meet-
ing DRR Project requirements significantly strengthened the
administrative and technical capacities of PVOs. Moreover,
although there was some friction over food distribution be-
tween CORDES and PVOs in the south, in general the experi-
ence of collaborating toward common objectives strengthened
the working relationships between these two types of organi-
zations.

3.5.3 Private Enterprise

Under both the IRD and DRR projects USAID encouraged the
development of private enterprise serving the provinces.
Independent farmers were the primary beneficiaries of compo-
nents financed by the RPWF in Cajamarca and Junin and of the
DRR Project's rehabilitation efforts 1in the south. Both
projects also provided an impetus to private construction
firms, and the IRD Project further stimulated discussion of
appropriate collaboration between the public and private
sectors.

The DRR Project encouraged CORDES to contract out most
types of components to private firms and stimulated the de-
velopment of process capacities through contracts with pri-
vate consulting firms (see Section 3.2.4). CORDE-Piura,
which had the largest and most successful reconstruction
program, primarily used the contract mode.

'* The discussion under this heading 1is based on Checchi
(1987: 21-22), conversations with two PVO managers, and
interviews with CORDE officials.
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Most electricity components under the IRD Project's KMTDF
were contracted out to private firms, as is standard prac-
tice in Peru for this type of work. In implementing RPWF-
financed components, however, there was a trade-off between
the objectives of private enterpriss promotion and popular
participation. Most rural public works components were im-
plemented by forced account; the high degree of local par-
ticipation in construction obtained (see Section 3.4.1)
would not have been possible if they had been contracted
out. In any case, contractors were less interested in these
components, given their small to medium scale.

Through its support of research by PATC-CORDES and its
role in the policy dialogue (see Section 4.1), IRD Project
management stimulated analysis and discussion of different
modes of collaboration between CORDES and the private sector
(see Hess 1986: 22~25), In two departments, representatives
of the private and public sectors have participated in fo-
rums on this topic. Virtually all participants in this dis-
cussion agree that (1) the private sector in provincial Peru
is weak 1in both entrepreneurial and organizational terms,
especially in non-agricultural activities:; and (2) CORDES or
regional governments can support private sector development
by giving private sector representatives roles in investment
planning, providing supportive infrastructure, and identify~-
ing investment opportunities for private capital.

PATC-CORDES' O<fice of Basic Analysis and many CORDES
further argque that given the weakness of the private sec-
tor, corporations or regional governments should (1) promote
public or mixed enterprises in critical bottleneck activi-
ties whose development would open up opportunities for the
private sector; and (2) become involved in securing or pro-
viding finance for private firms. USAID is understandably
hesitant about supporting these positions, given its commit-
ment to promoting private enterprise, the poor record of
public enterprise in Peru, and the limited experience and
expertise of CORDES in this area. But to its credit, the
mission has assumed a pragmatic attitude vis-a-vis such pro-
posals, ~-ather than dismissing them out of hand. USAID
recognizes the obstacles to promoting private enterprise in
the provirces. Indeed, to date its efforts 1in this area
have focussed almost exclusively on Lima. Solutions are
likely to be heterodox and to arise from the process of ad-
dressing real problems, rather than being derived from any
simplistic ideological premises.

3.6 Impacts on Economic Development

Both USAID projects undertaken 1in collaboration with
CORDES made positive contributions to Peru's economic devel-
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opment. In the case of the IRD Project, such a positive im-
pact was a primary objective. In contrast, the goal of the
DRR Project was reconstruction and rehabilitation, rather
than economic development per se. Indeed, it could only
support components which were disaster-related, although
some components could and did contribute to economic devel-
opment as well,

3.6.1 The IRD Project

IRD-sponsored irrigation components contributed to three
main benefits: increased agricultural production, higher
livestock production, and the availability of water for do-
mestic use.'’ In Cajamarca data from the 1983 survey show
that IRD components resulted in a 77 percent increase in the
number of families with access to irrigation water and an
average 25 percent increase in the area cultivated by fami-
lies who had previously irrigated. Overall, the area under
cultivation increased by 43 percent. Gains in yields of ir-
rigated crops ranged from 50 to 100 percent, while 43 per-
cent of the respondents reported that irrigation allowed

them to plant more than one crop per year. 82 percent of
the respondents to the 1983 survey reported increased crop
production from increases in cultivated area, greater

yields, or multiple cropping; 28 percent improved drinking
water supplies for humans and animals; and 28 percent ben-
efits from food assistance during construction.

In 1985 22 percent of Cajamarca respondents who farmed
reported increases in the area cultivated, but yield incre-
ments were minimal., Nevertheless, 60 percent of the respon-
dents reported some increase in crop production. In addi-
tion, 28 percent reported livestock improvements, 15 percent
more reliable domestic water supply, and 55 percent some
other benefit, 13 percent--all from an uncompleted compo-
nent--reported no benefits. 61 percent of the respondents
anticipated continuing or future increases in crop produc-
tion, 15 percent greater livestock production, and 58 per-
cent some other benefit.

In Junin 65 percent of respondents to the 1983 survey re-
ported that the IRD component enabled them to irrigate for
the first time, as the area under cultivation expanded by 43
percent, 44 percent of the farmers planting potatoes

!* Data on the impacts of IRD irrigation components are
drawn or calculated from French et al. (1983: 102-104,
116-117) and Hatch et al. (1985: 28-30, 36-38, 485-50).
Percentages do not add up to 100, since some respondents
listed more than one benefit.
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achieved yield increases averaging 91 percent. 45 percent
reported increased agricultural production, 22 percent mul-
tiple cropping, and 43 percent improvements in cattle pro-
duction.

In 1985 45 percent of the Junin respondents reported no
benefit because their component had not yet been completed,
but the remaininy responses indicate considerable economic
impact. While no significant iscreases in the area under
cultivation were reported 1in this year, 47 percent of the
respondents said that they had achieved greater use of mul-

tiple cropping. Significant yield increases were reported
for potatoes, corn, and broadbeans, although these were
achieved by only a few farmers. 54 percent of all respon-

dents anticipated improvements related to livestock produc-
tion or dairying, 36 percent improved employment opportuni-
ties, and 30 percent improved income.

A number of factors may account for the generally lower
production gains from irrigation between the two surveys:
differences in sample, lower marginal increases among and
within irrigation components over time, and the severe
1983-1984 drought years. Moreover, it should be emphasized
that in many cases greater complementary resources such as
production credit and marketing assistance are needed to
take advantage of increased water supply (see Hatch et al.
1985: 49, 51).

IRD road components made transportation of farm produc-
tion and other goods faster and less expensive, stimulated
commercial activity, and provided rural ccmmunities with ac-
cess to improved or additional services.?®

In 1982 69 percent of beneficiaries from IRD road compo-
nents in Cajamarca reported improved community or market ac-
cess, 24 percent new health services, 22 percent increased
commercial transactions, 21 percent improved transportation
services for marketed produce, 20 percent increased sales of
farm produce within the community, 15 percent food assis-
tance during construction, and 14 percent better educational
and health services. In the same year 70 percent of respon-
dents in Junin reported that the road components permitted
the 1initiation of motorized transport for farm products.
Other benefits cited in Junin were more frequent passenger
traffic to and from the communities by 42 percent; initia-
tion of a local market day by 18 percent; improved supplies
of farm inputs by 15 percent; higher income and savings by

'? Data on the impacts of IRD road components in this and
the next two paragraphs are drawn or calculated from
French et al. (1983: 104-107, 112-116) and Hatch et al.
(1985: 30-33, 40-43, and 52).

_75-


http:services.20

16 percent; increased availability of essential goods by 14
percent; new stores by 13 percent; and increased commercial
transactions with neighboring communities by 10 percent.

The 1985 surveys contain more complete information on
project benefits in both departments., In Cajamarca 76 per-
cent of all respondents reported less time spent on travel-
ing to market, with an average saving of 1 hour forty min-
utes, In Junin 63 percent of all respondents reported
saving up to 4 hours in traveling to market; another 10 per-
cent now save 4 to 10 hours. Traneport costs for all compo-
nents in Cajamarca declined by an average 2.24 times, whiie
in Junin transport costs on four roads fell by an average of
4.5 times.

Desplte drought-related declines in production 1in 1984,
increased marketing of agricultural productlon was evident
in areas served by new IRD components in both departments.
In Cajamarca, 51 percent of all potato farmers, 47 percent
of all wheat growers, and 37 percent of barley growers re-
ported sales increases which on average were significant.
In Junin increased sales--on the average of significant mag-
nitude--were reported by 65 percent of all potato farmers on
various roads, all pea and barley growers on the Colca road,
all corn farmers and 88 percent of coffee producers on the
.Tingo route, and 45 percent of all olluco cultivators on the
Comas road. In Cajamarca significant percentages of the re-
spondents also reported that the components stimulated new
or better services from clergy, teachers, doctors, and pub-
lic employees.

The limited evidence available suggests that streest
lighting and residential connections were the primary ben-
efits of electricity components (see French et al. 1983:

34-35, 45-46; Hatch et al. 1985: 118-119). In one of the
three available cases, however, most respondents had pur-
chased electric machinery for home workshops. In the other

two cases, residents anticipated the stimulation of small
industry.

3.6.2 The DRR Project??

In the flood-ravaged departments of the north, the DRR
Project was successful in restoring damaged economic infra-
structure--roads, irrigation works, and electrical sys-
tems--upon which agricultural production and distribution

?! Discussion under this heading 1is based on Checchi (1987:
especially 15, 17, 18-19, 51-52 ) and additional data sup-
plied by USAID/Peru.
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depend. For example, 1in the Department of Piura the 1983
floods virtually wiped out agricultural production and irri-
gation infrastructure. 1In the less than nine months between
the end of the rains and the beginning of the 1984 planting
season, 148.2 kilometers of badly clogged canals were
cleared, 123 irrigation structures were rehabilitated, 95.7
kllometers of canal access roads were re-opened, and 233,446
cubic meters of material were moved to protect intake
points. By the 1984 planting season 88,273 hectares--over
four fifths of the pre-flood total--were back into produc-
tion. Eventually, 1in Piura alone the project restored 16
roads whose cumulative length is over 300 km. (255 km. of
which are asphalt), four major bridges, and electrical ser-
vice to 22 communities.

Similar results were obtained in other northern depart-
ments., While restoration of the region's productive base
may not be considered to be economic development 1n a strict
sense, it certainly was a pre-requisite for sustained devel-
opment in the future. Likewise, restoration of water and
sewerage systems removed health hazards detrimental to fu-
ture development. Although the prOJect also completed com-
ponents with less impact on economic development, such as
street repaving an¢ housing reconstruction, these were ac-
corded lowest priority. In sum, the project's reconstruc-
tion efforts in the north were prioritized with developmen-
tal criteria in ming, and completion of high priority
components was a pre-requisite for future economic develop-
ment.,

Given the different character of the drought in the
south, analytlcal distinctions among relief, rehabilitation,
and economic development were often blurred in practice.
Indeed, over time a given component might be the means to
all three objectives. Bearing in mind these conceptual dif-
ficulties and the 1limited data on DRR impacts, it appears
that the project was generally successful in providing re-
lief and rehabllltatlon, which--as in the case of the recon-
struction efforts in the north--are necessary for futura de-
velopment Efforts to support components with a high direct
impact on economic development seem tc have been less suc-
cessful.

In the estimation of the DRR final evaluation team, the
project was substantially successful in 1ncreaslng employ-
ment and food available to drought victims Lrough invest-
ments in public works components. No evaluations or data on
direct feeding activities administered by the PVOs are
available.

" The project was also reasonably successful in restoring

agricultural productlon in the south. The 1982/1983 potato
crop was substantially lost as the result of the drought;
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then late rains and seed shortages reduced the 1983/1984
crop to about half of the normal amount. Between the
1983/1984 and 1983/1984 agricultural cycles USAID used funds
from PL 480 Title II and the DRR Project to distribute seed
through PVOs and private contractors. This effort greatly
alleviated the seed shortage in time for the planting sea-
son, although some of the contractors, PVOs, and authorities
in charge of distribution did not perform well. The timing
and amount of rains during 1984/1385 portended an-above av-
erage crop, but the harvest was slightly helow normal due to
some continued shortages in seed. ’

irrigation components emphasizing mairtenance, repair, or
modest improvements in existing systems appear to have been
relatively successful. For example, in the Department of
Puno, rapid attention to the rehzkilitation of motorized
pumps and other deteriorated irrigation infrastructure put
2,307 hectares into production at the height of the drought
in 1983,

On the other hand, new irrigation works having a higher
developmental potential appear to have been less successful.
The DRR final evaluation team found incidents of irrigation
canals constructed in jnappropriate places, some sections of
major components which may be too expensive to complete, and
cases where well-constructed components probably will not be
used by communities. These shortcomings, however, were not
due to intrinsic deficiencies of USAID management or the
CORDES, but rather to the project's fast track approach
wvhich reduced available time for technical studies and un-
dercut the notential for community participation in design
and follow-up. The final evaluation team recommended a sep-
arate system of sub-project managenent, if not a different
project, for newer, more developmentally-oriented ccmponents
wvere similar reconstruction and renabilitation efforts to
take place in the future.

The shortcomings of new irrigation components in the
south should be put in perspective. The DRR Project had a
remarkable record of going beyond its primary objective of
reconstruction and rehabilitation to make additional posi-
tive contributions to economic and institutional develop-
ment, The new irrigation components appear to be the only
major area in which it overreached. While USAID was quite
conscious of the additional risks in this area, it consid-
ered them to be worth taking With the benefit of hindsight
this judgment aprears incorrect, but it was well within rea-
son and the goals of the project.

_78_



4.0 CHANGING NATIONAL-LEVEL CONSTRAINTS: THE DONOR
AS CATALYST

The previous section has shown that the DRR and 1IRD
Projects insulated CORDES from many external constraints
while helping to increase their capabilities. But it also
foliows from the preceding analysis that the institutional
impacts of these projects were likely to be only temporary
and limited unless the external constraints inhibiting CORDE
development could be ameliorated or eliminated. For this
very reason, USAID attempted to promote more permanent in-
stitutional reform by (1) drawing on project experiences to
propose remedies for specific constraints encountered during
the course of implementation; and (2) sponsoring applied re-
search on decentralization topics in an attempt to enrich
and influence the policy dialogue on these issues.

This policy of encouraging and supporting institutional
reform complemented the more direct capacity-building meas-
ures examined in the previous section. On the one hand, ca-
pacity-building measures quickly ran into obstacles which
could only be removed by addressing external constraints.
On the other hand, it was difficult to make the case against
these external constraints unless one could point to some
increased capabilities achieved within existing parameters.
Moreover, the viability of broader institutional reform
rested on on the strength of the "decentralist lobby,"
which grew out of the programmatic experiences of the IRD
and DRR Projects, and on satisfying certain short-term po-
litical pressures through capacity-building activities.

The first sub-section below describes USAID's support for
basic policy research. Subsequent sub-sections then examine
the impacts of USAID-supported efforts to achieve institu-
tional reform. This review begins with the most incremental
type of reform effort--attempts to make central organiza-
tions more sensitive to the needs of CORDES. Attention then
turns to budget reform, microregional planning, and other
areas in which substantial legal changes were necessary.
Finally, the most comprehensive proposals are.examined--a
new basic law for CORDES and the basic law for regional gov-
ernments.
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4,1 Applied Research and the Policy Dialoque?

Anticipating a window of opportunity for institutional
change after national elections in April, 1985 and the inau-
guration of a new president the following July,  USAID/Peru
mission management during June and July of 1984 developed a
strategy for linking research on decentralization issues to
the policy dialogue. The mission sought (1) to use the best
available minds to generate a broad base of knowledge from
which policy positions could be developed; and (2) to ensure
that potential 1linkages between decentralization and such
USAID concerns as good management, private sector develop-
ment, and democracy were considered in the dialogue. This
strategy was implemented by using Program Development and
Support (PD&S) funds to sponsor research, publications, sem-
inars and workshops through grants and direct contracts;?
and by providing operational support to PATC-CORDES' Office
of Basic Analysis through the IRD Project. Most research
was written up in Spanish; significant research in English
was promptly translated.

Research began in July, 1984 as Peruvian and foreign ad-
visors working for the IRD Project drafted Decentralization
Policy Dialogue Issue Papers which examined the historical
context of decentralization, regional planning, private and
public financial mechanisms, administrative decentraliza-
tion, local community participation in development, and mu-
nicipal government. These papers were then edited and syn-
thesized into a coherent package, "Decentralization: The
Next Five Years," completed in March, 1985. This initial
work provided a foundatiorn on which subsequent research
could build.

In order to stimulate creative discussion on decentrali-
zation-related issues in a context not dominated by any po-
litical party, interest group, or government agency, USAID
provided a grant to a private research institute, the Peru-
vian Center for Regional Development Studies (CER) in 1985.
In March of that year CER sponsored a workshop, which was
attended by experts from universities and research insti-
tutes, practitioners from the public administration, and
representatives of the major political parties. CER then
edited the working papers prepared for the workshop in light
of the discussion which they generated. The edited papers
were grouped in four preliminary volumes dealing with (1)
the overall structure and management of decentralized gov-

' This section draws heavily on Hess (1986, especially pp.
10-17). See alsc Franco (1986: 111-113).

* See Hess 1986 for a list of PD&S sponsored publications.
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ernment; (2) decentralized planning; (3) decentralized fi-
nancial and budgeting systems; and (4) appropriate levels
and jurisdictions for decentralization. The major conclu-
sions from these volumes were presented at a seminar 1in
June, 1985. Final editions were then published the follow-
ing August and September for general sale. In April, 1986
CER held a seminar on decentralization of the development
finance system, which was attended by key f1gures from the
public and private sectors.

While CER provided an important alternative channel for
discussion and dissemination, PATC-CORDES' Office of Basic
Analysis undertook and published applied research on a num-
ber of issues related to the policy dialogue, including le-
gal reforms needed to strengthen CORDES and implement re-
gional governments; decentralized finance; planning and
budgeting organization; modes of contracting; personnel sys-
tems; sources of international financial and technical as-
sistance; resource generation and cost recovery; investment
prioritization; enterprise promotion; microregional develop-
ment; inter-agency and inter-governmental relations; and
popular participation. These studies were broadly dissemi-
nated to public and private organizations. Much of this
work was synthesized in a book published for sale to the
general public by CER.

USAID also contracted other studies related to decentral-
ization, 1including an interim analysis assessing the insti-
tutional impacts of the DRR Project; final evaluations of
the IRD and DRR Projects; an examination of the incoming
APRA government's approach to decentralization; an analysis
of some of the pre-1980 decentralization experiments in
Peru; a major study of municipal development elaborated with
data from an INFOM survey; and a retrospective look at the
strategy employed by PATC-CORDES during the second Belaunde
administration.

The mission also provided support to two opolicy insti-
tutes located in the provinces: the Institute of Applied
Research for Decentralization (ILADER) in Huancayo and the
Center for Social Studies and Promotion (CEPS) in Puno.
ILADER, which was founded in late 1984, has held several im-
portant seminars on microregional development, the APRA gov-
ernment's approach to decentralization, municipal finance
and administration, and irrigation projects in the sierra.
It has published significant work on linkages between local
organizations and CORDES/regional governments and the use of
urban cadastres. Through its support for these research in-
stitutes and the training of young professionals in Cajamar-
ca and Junin under the IRD Project, the mission has ad-
dressed one of the ironies of decentralization in Peru: most
of the significant policy research on the issue has emanated
from organizations in Lima, where intellectual resources are
concentrated.

...81..



Although under the Belaunde administration municipalities
benefited from two successive municipal laws in 1981 and
1984, the leadership of INFOM was largely aloof from the
process of legal reform. Toward the end of the IRD Project,
however, INFOM and ATI bzcame more active in efforts to in-
crease municipal revenues (see Section 3.4.6), and to define
the roles of municipalities in microregional government and
intersectoral cocrdination., -

4.2 The Limits of Persuasion and Coordination

Although most of PATC-CORDES' efforts to achieve institu-
tional reform necessarily involved lobbying for legal chang-
es before Congress, where possible the agency attempted to
persuade other organizations to make changes in their admin-
istrative regulations, policies, or operating practices that
would help CORDES or be of mutual benefit. Negotiations of
this sort took place with two types of organizations: cen-
tral ministries or agencies in charge of administrative pro-
cedures, such as the MEF, the INP, and INAP; and the field
offices of central ministries or agencies in charge of im-
plementing substantive programs. '

PATC-CORDES' Office of Training attempted to use the rich
experience and information generated through "hands on"
training and technical assistance as a basis for proposed
modifications to existing regulations and laws in such areas
as personnel, procurement, and the system for cost indexing
(formulas polinomicas.) One especially innovative strategy
employed by the Office of Training was recruitment of in-
structors from the central offices responsible for the vari-
ous procedures. The aim was to "sensitize" central offi-
cials to the difficulty of complying with many uniform
national regulations in the provinces and to win their sup-
port for needed changes. In at least one case upon return-
ing to Lima from teaching a course, the instructor/central
bureaucrat issued a directive simplifying uadministrative
procedures.

Such success, however, was the exception, rather than the
rule for two major reasons. First, although under the ju-
risdictions of different head offices in Lima, most adminis-
trative systems are interdependent: changes in one system
presume modification of one or more of the others (see Fran-
co 1986: 140). Attempts to achieve significant change
through "sensitization" must convert a number of key offi-
cials in various offices at the same time, and even then the
problems of coordinating coherent reform would be formida-
ble. Second, the agencies in charge of administrative sys-
tems derive much of their political power and indeed their
raison d'etre from control over these regulations. It is
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highly wunlikely that such organizational interest can be
overcome through individual conversions alone. Significant
changes in the budget process were achieved only when nego-
tiations with the MEF were accompanied by an intense lobby-
ing effort before Congress (see Section 4.3)., Although jus-
tified by applied research undertaken by PATC-CORDES,
exemption of microregional offices from government procure-
ment regulations reflects their high priority under the Gar-
cia government (see Sections 1.1 and 4.4).

CORDES had greater success in winning recognition as the
"guiding entities" in their departments within existing le-
gal constraints and in strengthening their working relation-
ships with field offices of central ministries and agencies.
The DRR management's performance-oriented philosophy in-
creased incentives for mutually beneficial collaboration be-
tween CORDES and resource-starved field offices, thus ameli-
orating problems of horizontal coordination at the regional
level. Within each department most DRR sub-projects could
be implemented through CORDES or field offices of central
agencies, and--contrary to the conventional wisdom that ad-
ditional agencies can only complicate and slow down imple-
mentation--DRR management encouraged inter-agency collabora-
tion. CORDES often signed agreements for DRR sub-projects
to be implemented by field offices, while the latter fre-
quently provided the former with some influence dver secto-
ral policy. For example, in most departments in the south-
ern sierra the greater part of the budget in the
agricultural sector has been financed by the DRR Project
through CORDES. In a few instances, employees from the
field offices were detailed to CORDES.

There also has been some success in reducing the overlap
in responsibilities for different kinds of public invest-
ments. PATC-CORDES sponsored research on this issue in con-
junction with its efforts to promote investment recuperation
(see Palomino 1985). At a February, 1987 meeting agreements
delineating responsibilities for electricity and potable wa-
ter were reached between CORDES and field offices in a num-
ber of departments.

The Garcia administration has stressed greater coordina-
tion between CORDES and field offices. In June, 1986 a
presidential directive gave CORDE presidents authority to
convene coordinating meetings of the public sector in their
respective departments., At the request of PATC-CORDES and
the MIPRE,, in 1987 President Garcia held nationally tele-
vised meetings to review past and current development pro-
grams in each department. Attended by representatives of
the public and private sectors, these meetings generally re-
inforced the CORDES' role as the "guiding entities" of their
respective departments vis-a-vis the field offices. On the
other hand, the president's charismatic personality, his de-
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sire to push his own priorities, and his impatience for re-
sults at times have worked against CORDE autonomy.

Nevertheless, even when there is good will and strong po-
litical support from the top, subservience to vertical min-
isterial hierarchies has placed severe limits on the ability
of field offices to coordinate their activities with CORDES.
Even at the microregional level where presidential support
has been the strongest, problems of horizontal coordination
continue to impedz program success.

4.3 Budget Reform?

PATC-CORDES served as a catalyst for changes in the budg-
eting system which have increased the predictability of
- funding for CORDES and their mlcroreglonal offices, as well
as their autonomy and programming flexibility

On the basis of preliminary discussions with some key
CORDE officials and its own experiences, PATC-CORDES pre-
sented a platform of proposed budgetary reforms tc the 1984
annual meeting of CORDE managers, which approved it with
some slight changes. PATC~-CORDES and CORDE representatives
then lobbied for changes before the Bicameral Budget Commit-
tee of Congress during the debate over the 1985 budget law,
but little was achieved during this round of the budget.
With input from the CORDES, the INP, and the PMS,
PATC-CORDES then revised and updated the platform, 1ncorpo-
rating a set of proposals deallng with mlcroreglons in light
of the new Garcia government's priorities. In 1985 this
lobby presented the revised package to the MEF and the Bi-
cameral Committee, obtaining some 51gn1f1cant changes in the
1986 budget law that favored CORDES and microregions. Addi-
tional progress in this direction was made in 1987.

The first major area of change has been modification of
central programming and disbursement procedures in order to
increase the predictability of CORDE funding. Before 1986
comnitment schedules (calendarios de compromisos) were drawn
up by the Ministry of Economics and Finance (MEF) on a
monthly basis at the level of projects.* Amounts committed
were almost always less than those reguested by the CORDES;

 This section is based on Franco (1986: 117-127), Law
24422, and conversations with current Peruvian officials.

‘ A "project" in the Peruvian budget usually groups similar
components in a prov1n-e--for example "Irr1gat10n Works in
the Province of Cajabamba." Thus, it is equivalent to
what USAID/Peru usually calls a "sub-project.”
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further cuts were often made during authorization (autoriza-
cion de giros). Furthermore, there were usually delays in
both the ccmmitment and authorization processes. These pol-
icies made a mockery of the budget process and severely lim-
ited the ability of CORDES to achieve coherent programming.

The 1986 budget law established a trimonthly commitment
schedule by source of finance at the level of the CORDES., A
subsequent MEF regulation allows CORDES to- draw up and modi-
fy commitment schedules for specific 1investments within
global ceilings. Moreover, in order to prevent arbitrary
reductions or curtailments of dlsbursements as in the past,
the MEF must propose any revisions to Congress. Article 20
of the law further states that disbursements to CORDES must
be in line with the overall amounts established in the com-
mitment schedule., While CORDES are still subject to monthly
sub-ceilings established in the authorization process, the
trlmonthly commitment system and related modifications have
increased the predzctablllty of their funding and the flexi-
bility of their programmlng.

A second 51gn1f1cant change, announced in the 1986 presi-
dentlal address, is that CORDES now enjoy greater autonomy
in the selection of their investments. CORDES still depend
on transfers from the central government, but Congress no
longer attempts to determine specific investments. While
they must abide by certain centrally-determined programming
procedures and follow general priorities established by the
INP, the selection of specific components is now the prerog-
at1ve of the CORDES.

In addition, CORDES have gained greater flexibility in
the reprogramming of their investments. Before 1986 all re-
programming had to be approved by a law or supreme decree,
depending on provisions stipulated in the annual budget law.
In the 1986 law CORDE gained authority to reprogram funds
within projects and any amounts leirt over from completed
projects. Reallocation from uncompleted projects became
only slightly more flexible, regquiring the approval of the
Budget Bureau in the MEF, the INP, and Bicameral Budget Com-
mittee. In the 1987 budget law, however, CORDES gained au-
thority to transfer amounts among budgetary lines, after
only informing central institutions,
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4,4 Microregions?

For reasons discussed in Section 1.1, the Garcia adminis-
tration has emphasized a microregional approach to decen-
tralization. Drawing on the experiences of the IRD and DRR
projects as well as on the applied policy research sponsored
by USAID, PATC-CORDES and the PMS have helped to operation-
alize this approach.

On the basis of experiences 'gained through the 1IRD
Project and the DRR-supported PMS, PATC~CORDES and the PMS
undertook applied research on microregionalization before
the July, 1985 change in government. This research and sim-
ilar work completed by the INP served as the basis for the
September, 1985 Supreme Decree which outlines the microre-
gional planning structure and identifies priority microre-
gions. In accordance with this decree, CORDES established
microregional programs under officials designated by the
corporation, while central ministries and agencies deconcen-
trated personnel, resources, and programing authcrity to the
microregional level. Intersectoral microregional committees
were formed to coordinate the acticas of the public sector,
while the population was represented through a Microregiocnal
Development Council, composed of municipal officials, repre-~
sentatives of peasant and native communities, and delegates
from cooperatives.

The decree also established a fund for priority microre-
gions to be administered by the Special Project for the De-
velopment of Microregions in Economic and Social Emergency
(PEDMEES) . Led by ex-PMS personnel, PEDMEES has drawn on
IRD and DRR Project experiences to establish a system for
combining financial transfers and supportive technical as-
sistance.

The new government's enthusiasm inclined it to promote
rapid microregionalization throughout the country on a crash
basis, a recipe for administrative chaos and failure that
would have discredited decentralization. The influence of
PATC-CORDES and the PMS was especially crucial in the fram-
ing of a more cautious approach. During 1986, 39 out of the
136 identified microregions received support from PEDMEES;
in 1987 this number increased to 53. PEDMEES plans to con-
tinue this pattern of gradual expansion,

PATC-CORDES, the INP, and the PMS also secured a series
of measures in the 1986 budget 1law which favor the priority
microregions, In order to avoid potential bottlenecks cre-

* This sub-section 1is based on Franco (1986: 121-127,
136-139) and interviews with Peruvian officials.
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ated by the CORDES' weak administrative offices, microre-
gional offices in priority areas became autonomous budgetary
execution units. Transfers within projects at the micrcre-
gional level are subject only to approval of the microre-
gional office, while those between projects require the ap-
proval of the CORDE president. In order to made work at the
microregional level more attractive, the law allowed exemp-
tions to normal salary scales and personnel practices; requ-
lations to this effect were issued in May, 1986. The prior-
ity microregions also were exempted from standard Peruvian
government procurement regulations, which are unrealistic
for rural areas. Subsequent regulations made it easier to
procure from local suppliers. The law also facilitated im-
plementation agreements between CORDES or their microregion-
al offices and peasant or native communities by allowing
expenditures to be documented on the basis of sworn affidav-
its by community officials.

The 1987 budget further increased the status of priority
-microregions from budgetary execution units to budgetary
pregrams., Moreover, in order to increase possibilities for
collaboration between the microregional offices and the min-
isterial field offices, each sector established budgetary
accounts in its field offices serving the priority microre-
gions.

4.5 Legal Reforms in Other Areas

'PATC-CORDES also attempted to achieve specific legal re-
forms in other areas: planning, natural resource royalties,
public enterprise promotion, and reform of administrative
regulations affecting investments in public works.

On the basis of a proposal from PATC-CORDES, the govern-
ment issued a decree which strengthened CORDE planning of-
fices. PATC-CORDES' proposals regarding the natural re-
source royalty law (Ley de Bases de Canon) influenced the
provisions on this issue 1In the Basic Law of Regionalization
(see Section 4.6).

Although under Law 23,339 CORDES can form and manage pub-
lic enterprises in principle, they would be on shaky legal
ground until administrative regulations are issued.
PATC-CORDES drafted a supreme decree to regulate enterprise
promotion by the CORDES, but as of this writing it had not
been promulgated due to the Belaunde government's efforts to
reduce the state's role in the economy 3nd uncharacteristic
indecisiveness on the part of the Garcia administration. 1In
making its case, PATC-CORDES has argued that CORDES would
support firms that are small-scale, labor-intensive, and
linked to the regional economies, and thus would be gualita-
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tively and quantitatively different from those in Peru's in-
efficient parastatal -sector.

PATC-CORDES also drafted a proposed General Law of Public
Works, which. included sweeping charnges in the systems of
procurement, contracting, disbursements, and other adminis-
trative systems (see Franco 1986: 132-135). This proposal
was forwarded to the higher levels of the MIPRE, where it
has languished due to lack of political support. Although
the proposed law is probably too ambitious to actually be
approved in the foreseeable future, its dissemination helped
to change the terms of debate over central regulations. Be-
fore PATC-CORDES, the burden of proof was always on the
CORDES to demonstrate that relaxation of central controls
would not lead to waste and corruption. After research un-
dertaken and disseminated by PATC-CORDES, central agencies
are incrzasingly on the defensive, having to show that their
regulations are a means to some end, and not mere ends in
themselves.

4.6 Comprehensive Reform Efforts

While seeking specific changes through persuasion, coor-
dination, or focused legal reform, PATC-CORDES also was in-
volved in the drafting of two proposed comprehensive reform
laws.

The first of these proposed laws, the Basic Law of Re-
gionalization, provides 3 framework for regional govern-
ments. It was passed by the Senate at the end of the Be-
launde administration, but further action was delayed at the
request of President-elect Garcia, who wanted time to study
the proposal. Acting in personal capacities, officials from
PATC~CORDES and the PMS served as advisors on this topic to
the relevant congressional committees, the presidential
transition team, and the president-elect himself.

Meanwhile, well aware of the failure of previous region-
alization efforts (see especially Sections 1.3.3 and 1.4.2),
during the first three months of 1985 PATC-CORDES officials
had drafted a back-up option--the Organic Law of Departmen-
tal Development Corporations--which would have corrected a
number of weaknesses in Law 23,339, Among other things,
this proposed law included provisions for the incorporation
of ministerial field offices along the lines of the ORDE
model; a more democratic assembly; a larger share of the na-
tional budget; more predictable transfers from the central
government; greater authority to generate resources; autono-
my in selecting investments; flexibility in administrative
procedures; and a well-defined role in enterprise promotion.
The proposal was debated during the first meetings of the
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new aprista cabinet in Auqust and September of 1985 and re-
jected by virtually all of the ministers, who did not want
to lose their new authority.

During the first year of the Garcia administration, offi-
cials from PATC-CORDES and the PMS, as well as former offi-
cials from these agencies who had moved to the INP, contin-
ued to advise the government at the highest levels. Revised
to give greater weight to micro-regional planning and to
permit the formation of regions on the basis of existing de-
partments, the Basic Law of Regionalization was passed by
Congress as Law 24,650 in early 1987 and promulgated by
President Garcia on March 19, 1987.

The role of regional governments cannot be accurately
predicted on the basis of the Constitution or Law 24,650,
Many details are left to the laws establishing specific re-
gional governments and other legislation. Moreover, certain
provisions in Law 24,650 could be used by central agencies
to subvert the regional governments. It is, however, accu-
rate to say that the law provides for entities which are
much more democratic and representative than CORDES, and
gives them a much stronger legal and political basis for re-
sisting central incursions.

The regional governments embody the principle of general
devolution: incorporating the field offices of most central
ministries and agencies, they will have primary responsibil-
ity for economic development and social services within
their jurisdictions. Each regional government may pass laws
on matters outlined in its founding legislation or specifi-
cally delegated to it by Congress. These laws, however, may
be vetoed by the president of the republic. Regional gov-
ernments are supposed to adhere to sectoral policies set by
the ministries, however, compliance is compulsory only when
specified in a national law or presidential decree.

The Constitution and Law 24,650 provide for a number of
possible sources of finance--including progressively in-
creasing transfers from the national government; taxes on
natural resources in the region; regional taxes; proceeds
from services, investment recuperation, and improvement as-
sessments; internal credit; and profits of affiliated public
firms. Transfers from the central government and twenty
percent of the natural resource tax will be channeled
through a Regional Compensation Fund, modeled on the FNDE
(see Section 1.3.1) and designed to ameliorate interregional
disparities.

The 1law specifies that regional governments will have
budgetary autonomy, except for transfers that are earmarked
for a specific purpose and projects of national importance
delegated to them. The national Congress may change amounts
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transferred, but not line items. The budgeting process must
follow national guidelines.

Regional assemblies will be composed of representatives
elected by direct suffrage, indirectly through municipal
elections, and by interest associations. In a major depar-
ture from previous departmental organizations, whose member-
ship was biased in favor of urban areas, the weight of rural
interest associations in the assembly is to reflect the per-
centage of rural population in the region. The assembly
will elect the executive body, the Regional Council.

The system of microregions initiated by the Garcia admin-
istration (see Section 4.4) 1is codified in the law. Local
governments are to play a strong role through the regional
assemblies and the microregions.
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5.0 SUMMARY AND CONCLUSIONS

The IRD and DRR Projects were both complicated efforts
undertaken in a very complex and shifting environment. This
part of the study has attempted to do justice to both the
Peruvian context and the projects by describing and analyz-
ing them and their interactions in considerable detail. It
is now appropriate to to stand back from the trees and to
view the main outlines of the forest that are most relevant
for the comparative analysis in Par: II. °

Despite tremendous changes in the Peruvian political sys-
tem over time, there are some consistent patterns in decen-
tralization. Politics generally has not been organized
along ethnic or regional lines; instead, national and local
power typically have been linked and mutually reinforcing.
Throughout Peruvian history many political actors have given
rhetorical support to decentralization, but few if any have
been willing to actually invest political resources to sup-
port its various modes. Indeed, some sort of external
"shock" or exogenous factor, such as a natural disaster or
regime tran-zition, has been necessary to stimulate decen-
tralizing in 'tiatives.

Although decentralization usually has lacked sustained
political support, economic and social trends have made it
an enduring political and ©policy concern since the
mid-1950s. Each successive government since 1956 has estab-
lished development organizations at the departmental or re-
gional levels, with varying objectives and degrees of suc-
cess. Military regimes emphasized deconcentration, while
elected democratic governments placed greater emphasis on
devolution, Regardless of regime-type, however, there is a
correlation between the strength and programmatic unity of
the governing coalition and its ability to implement decen-
tralization policies. Decentralization 1initiatives have
come during the first year or two of presidential adminis-
trations, when coalitions typically are strongest and most
united.

Although regime-type and coalitions have tended to have
fluctuating impacts on the mode and feasibility of decen-
tralization, the centralization and sectoralization of the
state during the 1968-1975 period have made it much more
difficult to devolve or deconcentrate authority and resourc-
es to departmental or regional levels. Contemporary Depart-
mental Development Corporations (CORDES) are evolving in a
very different context than the pre-1968 corporations on
which they are modeled.

USAID céllaboration with CORDES began in 1979 under the
Integrated Regional Development (IRD) Project--initially a
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small, pilot effort to test an urban-rural linkage strategy
in two departments of the sierra--and was greatly expanded
under the Disaster Relief, Rehabilitation, and Reconstruc-
tion (DRR) Project--which had the objective of supporting
recovery from the drought and floods of 1983. Although
their objectives and scale were quite different, both
projects employed similar design features: (1) support for
project~related units serving CORDES, which were established
within national-level agencies; (2) central funds for sub-
projects and components meeting project criteria; (3) sup-
portive technical assistance; and (4) project management
units within CORDES.

Through supportive linkages, timely disbursements, and
technizal assistance, the two procjects had positive direct
institutional impacts on CORDES by insulating them from cen-
tral constraints, increasing their capabilities, and influ-
encing their orientations. Both projects increased the ad-
ministrative and technical capabilities of CORDES and
supportive national-level organizations, while stimulating a
more flexible, problem-oriented style of management. CORDES
working with the two prcjects were more responsive to needs
of the provincial population and efficient in implementing
components serving these needs than central government agen-
cies collaborating with other donor-supported projects.
Within parameters imposed by national legal and regulatory
constraints, USAID projects also enhanced CORDE capabilities
for resource mobilization and management. The projects
strengthened interorganizational networks at the regional
and local levels; reinforced the private sector; made posi-
tive contributions to Peru's economic development; and
reached economically and socially disadvantaged groups.

Although the IRD and DRR Projects significantly improved
CORDE capabilities, their impacts probably would have only
been temporary or quite limited in scope without the amelio-
ration of external constraints hindering CORDE development.
Anticipating a window of opportunity around the 1985 presi-
dential election, USAID made a conscious effort to 1link
project experience to institutional reform by sponsoring ap-
plied research on decentralization issues relevant to the
policy dialogue. Proposels developed through this research
vere articulated by a decentralist lobby which in large part
grew out of the IRD and DRR Project experiences. This ef-
fort has enjoyed some significant successes in winning budg-
etary reforms that give CORDES more predictable funding and
greater autonomy; influencing the structure and operation of
microregions; and shaping the new system of regional govern-
ments.

Part II draws on the arguments and evidence presented

above to critically examine some key issues and working hy-
potheses identified in the recent literature on decentrali-
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zation in developing countries. Given the richness of the
Peruvian case, it is also possible to formulate a number of
alternative and supplementary hypotheses, which could help
advance the state-of-the-art to a higher level.
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