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Director 
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Larrabure y Unanue 110
 
Lima, Peru
 

SUBJECT: 	 Proposal for Institutional Reform with Popular Support for
 
Private Sector Growth in Latin America
 

Dear Mr. Lyon: 

We are pleased to present our proposal to carry out research,
promotion, implementation, and training activities to stimulate 
institutional 	reform and economic growth in Latin America. This proposal
presents our intention to perform research at an increased scale, scope and
complexity. We believe our record of achievements demonstrates the great
promise for the application of the kind of research we are pursuing. We 
also believe that this pioneering effort which-you have been supporting will
result in a new, cost-effective means for A.I.D. to support economic change
in other third world countries on a regional and worldwide basis. 

We have attempted to clarify,in this proposal, to the extent we can at
this juncture, the nature of our activities and tasks, especially during the 
first two years of the five-year grant period. Our proposal provides
sufficient detail and milestones so that your office can provide oversight of 
our activities and finances. We have also provided for an external 
operational evaluation, reprogramming, and financial review in our 
budget request. 

The p-roposal sets forth two new activities: 

An international training and dissemination program that 
will promote the methodologies and approaches we are 
employing and annually train up to 145 persons involved in
institutional and legal reform efforts in Latin America and 
elsewhere. 

Instituto Libertad y Democracia 
Benavides 881 - Casilla Postal (P. 0. 9ox) 18-1420 - - PerO Telfs. 470916Lima 	 - 469128 



A liaison office in Washington to facilitate relationships with 
U.S. academics and experts, and others. 

We appreciate immeasurably the resources and cooperation provided
by your office in the past and we look forward to a fruitful working
relationship in the future. 

Please be advised that this proposal is being submitted 
simultaneously to A.I.D. in Washington, D.C. 

Sincerely yours, 

Hernando de Soto 
President 
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EXECUTIVE SUMMARY
 

This proposal emphasizes the approach and the plan of
 

activities of the ILC for the next five years. It also responds to
 

specific issues raised by the Office of Private Enterprise of the
 

LAC Bureau and other A.I.D/Washington officials.
 

It Provides the following information not previously submitted
 

to A.I.D.:
 

A summary of the record of achievements of our
 

organization
 

Brief resumes of the staff members who will execute the
 

tasks
 

An approach and action plan for each principal activity
 

stressing how the work will be accomplished -- as well as
 

an evaluation and reprogramming process. Manpower
 

deployment plans and task plans are presented for the
 

first two years of the grant period
 

A plan for providing training, information and assistance
 

to other groups in Latin America that wish to research and
 

promote institutional reform, using the informal sector as
 

one of the key components to their research programs
 

A summary of the management and staffing improvements
 

recommended by Arthur Young in August 1988 and an
 

indication as to which of these have been adopted by ILD
 

A summary of the financial management recommendations made
 

by Arthur Young in August 1983 (virtually all of these
 

recommendations have been or will be adopted shortly), and
 

by Deloitte, Haskins & Sells in October 1988
 

/ 



* 	 A realistic fund-raising plan to generate counterpart
 

financing through the life of the project.
 

For those reviewers who have not had access to the previously
 

submitted proposal, the findings and implications of our previous
 

research are included in Appendix A as background information.
 

AID/Washington has raised several questions about our
 

previously submitted proposals in memoranda dated September 22 and
 

October 5, 1988. For ease of review, we have summarized our
 

responses to those concerns in the following paragraphs:
 

Methodology for the international programs. The heart of this
 

program would be a training course on measurement methodo.ogy,
 

analysis of legal and institutional costs faced by the informal
 

sector, and development of legal and institutional reform proposals,
 

implementation and promotion. We estimate that up to approximately
 

145 persons can be trained annually in short courses, once we have
 

the program organized. We expect to be able to organize the program
 

in the first five months of the grant period. We will hire a
 

program coordinator and members of our staff will serve as
 

instructors. Our teaching materials will be based on our experience
 

in Peru, but the methodology will be generic enough to allow foreign
 

participants to develop their own program, according to realities in
 

their countries. While they are establishing their program in their
 

countries and once underway, we will continue to provide them with
 

technical assistance and support. We will also develop other means
 

of disseminating knowledge (a newsletter, international conferences,
 

etc.) that will keep policymakers and others abreast of current
 

activities in this important development area.
 

Personnel and management plan. We have presented in this
 

proposal the most detailed plan to date regarding utilization of
 

present staff to perform proposed activities in research, promotion,
 

implementation, training and other areas. This plan is presented in
 



Chapter III of this proposal. We are also recommending a brief
 

external evaluation of our program in the ninth month of every year,
 

enabling us to reprogram and reallocate resources to maintain a
 

program that will yield the maximum benefit possible over the grant
 

period.
 

Financial management systems. The financial management systems
 

of ILD have been intensively reviewed by both Arthur Young (August
 

1988) and Deloitte, Haskins & Sells (September-October 1988). We
 

have already adopted most of the recommendations made by Arthur
 

Young, as indicated in Chapter II. We have just received the draft
 

recommendations of DHS, and our financial administrator (a Stanford
 

M.B.A.) will be using those recommendations to fine-tune the
 

financial system to accommodate and account for larger inflows of
 

cash. We have also included costs in our budget for an annual
 

financial review by international auditors.
 

Regional programs costs. Because members of our research,
 

promotion and implementation staffs will participate as instructors
 

in regional training courses and will occasionally work to assist in
 

the formation and development of research programs in other
 

countries, we estimate that the direct cost our international
 

program will be $470,000 in year one and $490,000 in year two. A
 

summary of our initial planning and programming was indicated above.
 

AID management and monitoring responsibilities. We recommend
 

that AID/Lima monitor our physical accomplishments (deliverables,
 

training numbers, etc.) but that AID/Washington provide a semiannual
 

program and regional impact review. We have also budgeted for an
 

annual external evaluation which will serve, as noted above, as our
 
reprogramming exercise for the subsequent year.
 

Specificity of the budget. We have developed budgets for the
 

next five years based on current program costs and the estimated
 

costs of those components that will be added. Types of personnel to
 

be hired are specified.
 



Fund raising and self sufficiency. While we recognize the
 

desirability to be self-sufficient in terms of funding, our
 

experience has shown us that this activity can absorb considerable
 

management resources. We propose, therefore, that A.I.D. and ILD
 

conduct a major performance review at the end of the second year.
 

If ILD is providing A.I.D. with a cost-effective means to meet the
 

latter's objective, we propose that A.I.D. substantially increase
 

either its direct funding or funding for informal sector and
 

institutional reform to the A.I.D. missions in the region, which can
 

be directed to ILD for specific services. This will enable us to
 

focus on our major activities over the next two years to produce the
 

maximum possible benefit.
 

V 



I. BRIEF BACKGROUND OF ILD
 

This chapter will briefly discuss the Instituto Libertad y
 

Democracia (ILD) in terms of its present organizational status, its
 

research findings and program strategy, and its experience and
 

record of achievements. With the exception of our record of
 

achievements, the information presented in this chapter is a summary
 

of information previously submitted to A.I.D.
 

1. A Brief Description of ILD
 

Our organization is a research and advocacy institute located
 

in Lima, Peru. It was founded in 1982 to study the impact of legal
 

institutions on economic development based on intensive research of
 

the Peruvian informal sector, which has been forced outside of these
 

institutions.
 

It has grown to 22 professionals with 15 support staff members;
 

generally half of the professional staff are economists and half are
 

lawyers. A discussion of the capabilities of the staff is included
 

in the next chapter. The ILD staff will be expanded slightly to
 

accommodate the increased workload discussed in this proposal.
 

Our staff is presently divided into four areas: Presidency and.
 

General Management, Research, Promotion and Implementation, and
 

Finance and Administration. Two new divisions will be established
 

with the funds from A.I.D.: an international training and
 

dissemination program and a U.S. liaison office (ILD-USA).
 

Exhibit I-1 demonstrates the increase in donations from A.I.D.
 

and other sources in the 1982-1988 period.
 

2. Research Findings and Program Strategy
 

The ILD was created in 1982 to develop a better understanding
 

of underdevelopment. Our approach is based on the study of the
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EXHIBIT I-1
 

ILD PROGRAM BUDGET BASED ON AID AND OTHER DONOR SUPPORT
 

1982- 1988 
(U.S. dollars) 

14 18 

AID 35,772 149,773 351,197 552,072 

Other 
Donors: 

CIPE 36,000 176,789 

Smith-
Richardson 10,000 40,000 

Francisco 
Marroquin 2,000 2,000 

IAF 60,000 

FMME 3,507 

Calmedon 
Foundation 1,551 

Tinker 

CINDE 

Ford 

UNDP 

Total 
Other 
Donors 

0 0 283,847 

Total 
Program 35,772 149,773 399,197 853,919 

Increase 
(decrease) over 
previous year 

318% 166% 109% 

In Percentages: 
AID 100% 100% 88% 66% 

Other Donors 0 0 12% 34% 

198 

466,628 

1987 

331,603 

12K 

550,000 

187,208 

84,800 

2,000 

70,000 

199,253 

39,600 

160,800 

75,000 

344,008 

30,000 

268,853 

95,000 

49,850 

51,000 

431,650 

810,636 

(3.1%) 

600,456 

(26%) 

981,650 

63.5% 

57% 

43% 

55% 

45% 

56% 

44% 

100% 100%y 100%/ 100%/ .1000% 100%/ 100%/ 



formal institutional system of Peru, its effect on the economy
 

(especially upon the informal sector), and the structural adjustment
 

proposals that can be envisaged based on the study of informal
 

common law and international comparative law.
 

After researching various aspects of the informal sector, the
 

evidence collected by the ILD has led to two important conclusions:
 

The failure of private enterprise to produce growth in
 

Latin America does not occur because market economies do
 

not function, but, rather, because the legal institutions
 

that control private economic activity are mercantilist in
 

nature, and therefore stifle private initiative.
 

The failure of democracy to provide a stable framework for
 

peaceful and pluralistic development is not the failure of
 

democracy as such, but the fact that Latin American
 

democracies are incomplete and lack many of the
 

institutions and practices that have proven crucial to
 

Western democracies and even to informal organizations in
 

Peru.
 

Mercantilism centralizes economic and political decision-making
 

to the benefit of a small elite. In much of the third world today,
 

no matter what political system is at work, the elite controls in
 

the same way: through closed, special-interest rulemaking that is
 

not subject to scrutiny by the majority of the citizens.
 

The ILD has identified the following manifestations of
 

mercantilism:
 

Obstacles and barriers that raise the costs of entry into
 

the formal economic system
 

Restraints on growth due to inefficient government
 

regulation
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* 	 The absence of facilitative law (property rights,
 

contracts, torts, limited liability, business
 

organizations, insurance, legal instruments for collateral
 

and credit, etc.)
 

The systematic by-passing of existing law by most
 

entrepreneurs -- the poorest of whom must do so to survive
 

Excessive benefits to those who invest an important part
 

of their time in politics, and an enormous prejudice
 

against those who do not
 

* 	 Massive migration to cities
 

Growing illegitimacy of the law and a spontaneous
 

emergence of extra-legal common law
 

Inordinate violence, repression and corruption.
 

The overall objective of this proposed program is to overcome
 

the above-mentioned barriers, and to structure a blueprint for
 

peacefully and deliberately replacing mercantilist systems with
 

modern market-oriented, democratic structures in less developed
 

countries.
 

The work accomplished by ILD to date has led to the
 

identification, description and quantification of informal economic
 

activities in Peru. The results of this research were astounding:
 

39% of the GDP is produced by the informal sector, and about 60% of
 

all employment is generated by this sector.
 

The work has also demonstrated that private entrepreneurship is
 

a widespread phenomenon deeply rooted in Peru's national traditions,
 

and is not an ideological import.
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Analyzing the extra-legal rules created by the "informals," we
 

have found that these rules are democratic and market-based. This
 

is promising evidence that there can be widespread support for
 

democratic and private sector-oriented institutional reforms.
 

The ILD has also begun an examination of legal institutions
 

that the "informals" have avoided or from which they have been
 

excluded. This institutional analysis has i-d to a preliminary
 

identification of the levels and sources of insti'tutional
 

dysfunction, and together with information obtained on extra-legal
 

rules and legal institutions abroad, it has provided the basic
 

components of the institutional reform projects described in this
 

proposal.
 

While the ILD's research has created an impressive record of
 

achievements (to be discussed in the section below), we need to
 

deepen it in the following areas:
 

Further economic and legal research to examine capital,
 

labor and foreign exchange markets, and the housing,
 

manufacturing, transport and agriculture sectors
 

Additional institutional research to identify reforms that
 

encourage the expansion of private sector development and
 

the adequate functioning of a democratic system.
 

It is also necessary to communicate the findings of our
 

research and the proposed reforms so that they will energize public
 

opinion to support the reforms and to test them. This has been a
 

crucial element of our program to date.
 

Reactions in other countries seem to indicate that the findings
 

and proposed reforms may have relevance and application in other
 

third world countries, initially in Latin America. To that end, a
 

program of international dissemination, including a training program
 

for Third World participants, has been proposed.
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3. Record of Achievements
 

The ILD has a record of achievements to date that indicates
 

that its experience will serve as a strong basis for performance in
 

the future.
 

The major achievements of the ILD to date have been:
 

Seminal research on the scale and scope of the informal
 

sector, social class analysis, impact of law on economic
 

growth (barriers to business licensing, barriers to
 

titling property, importance cf property rights in
 

investment, and other topics), and development of
 

appropriate means and language to communicate these
 

findings to Chose concerned
 

Publication of findings on informal housing, commerce, and
 

transport in several working papers and in the book El
 

Otro Sendero, which has become the all-time best-seller of
 

Peru, and the number one best-seller in Spanish-speaking
 

Latin America
 

Formation of two Office of Cor.plaints (one for the
 

Attorney General and one at the ILD offices) which
 

transmit the problems of millions of citizens to
 

government authorities and the media
 

Because of ILD's studies, informality has come to be a
 

euphemism for an indigenous, democratic market economy;
 

therefore, the term is now a culturally acceptable form of
 

understanding entrepreneurship and for breaking the
 

paradigm that private entrepreneurship does not work in
 

Latin America, or that it is not a suitable form of
 

economic organization for the poor, or that democracy
 

cannot furction in our midst
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ILD's studies demonstrate the negative consequences of a
 

statist and political administration of business. ILD has
 

stimulated 3,000 articles in the Peruvian and
 

international press, and, most interestingly, sele6ted
 

published writings of various marxist authors, editorial
 

writers and politicians who acknowledge that their
 

hegemony over the poor has been broken by the ILD
 

Establishment of an institutional framework called the
 

Formal-Informal Union, which is a forum and a vehicle to
 

promote the common interests of formal and informal
 

entrepreneurs. Representatives of more than 500,000
 

"informals" and the authorities of the Confederation of
 

Institutions of Private Entrepreneurs (a formal union)
 

subscribe to this ILD initiative that proposes 12 basic
 

economic rights around which formals and informals are
 

beginning to find a common cause
 

Adoption in 1985 by President Fernando Belaunde of an ILD
 

proposal for citizen participation in the rulemaking of
 

the Executive Branch
 

Draft law for Administrative Simplification
 

(administrative deregulation), which was just approved by
 

the Senate in early October 1988 with the support of all
 

political parties and which is expected to be enacted by
 

Congress by December 15, 1988. In the last three months,
 

eleven municipalities around metropolitan Lima have also
 

adopted ILD's program of administrative simplification
 

The ILD's proposed law for titling of informal property
 

has been approved by President Garcia and is actually
 

teing implemented by all Peruvian municipalities
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The mayor of Lima has withdrawn Order 002 (which was to
 

regulate ambulatory vendors), after the ILD demonstrated
 

that the proposed rule went against the interests of these
 

informal street vendors, without benefitting anyone
 

President Alan Garcia and Congress recently adopted ILD's
 

people's mortgage program (hipoteca popular), to
 

facilitate banking financing to informal entrepreneurs,
 

and to recognize informal possession as collateral. ILD
 

has signed an agreement with the government to establish
 

the system
 

Practically all political parties in Peru today embrace
 

components of the ILD program and all of them recognize
 

the need for widespread entrepreneurship
 

The ILD has received requests from 26 organizations in 14
 

Latin American countries for training and technical
 

assistance. Various representatives of political parties,
 

business and civic organizations have visited the ILD.
 

Chiefs of state, church leaders, and politicians
 

throughout the hemisphere continuously quote ILD
 

literature.
 

This chapter has briefly described the ILD, its research
 

findings and development strategy, and its record of achievements.
 

The next chapter will discuss ILD's approach, organization and
 

staffing for carrying out the activities deemed to have the highest
 

priority in terms of development impact.
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II. PROPOSED APPROACH, ORGANIZATION AND STAFFING
 

This chapter presents our general approach and the organization
 

of key professional staff members who will perform major tasks in:
 

* Research
 

* Promotion and Implementation
 

* International training and dissemination.
 

In this chapter we also discuss the requirement for a U.S.
 

liaison office, which we propose to establish in Washington, D.C.
 

ILD has recently undergone several financial system
 

assessments; one by Arthur Young in August 1988 and one by Deloitte,
 

Haskins & Sells in September-October 1988. Our adoption or proposed
 

adoption of their recommendations along with a proposal for an
 

annual financial review are detailed in this chapter.
 

It has been suggested that ILD strengthen its relationships
 

with U.S. institutions engaged in research on the informal sector.
 

Our present position on this matter is presented below along with
 

our approach to the formation of such relationships over the five

year grant period.
 

Finally, we present in this chapter a realistic approach to
 

fund-raising over the next five years.
 

1. Introduction
 

In the previous chapter, we referred to the functional
 

divisions within the ILD organization. Exhibit II-1 presents our
 

present organization chart. Exhibit 11-2 lists the present
 

personnel under each major functional division.
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EXHIBIT II-1 

ILD ORGANIZATION CHART 

Board of 
Directors 

President 

Technical 
Program 

Review Committee 

General 
Manager 

Research 

Director* 

Manager-

Implementationand Promotion Controller Administrator** 

Circle 1 
Leader 

Circle 
Leader 

Circle 
Leader 

Circle 
Leader 

ID 
USA 

Circles: 

Researchers A 
Researchers B 
Researchers C 
Researchers D 

National 
Publicity 

and 
Promotion 

International 
Publicity 

and 
Promotion 

Finance 
and 

Accounting
Department 

Administrative 
Unit 

International 
Training 
Program 

* Duties executed by General Manager 

** Duties executed by Controller 



EXHIBIT 11-2
 

PRESENT DIVISION OF LABOR BY AREA
 

PRESIDENCY AND GENERAL MANAGEMENT
 

Hernando de Soto, President
 

Luis Morales-Bayro, General Manager
 

RESEARCH
 

Julio Velarde, Director of Economic Research
 

Alberto Bustamante, Director of Institutional Research
 

Jorge Fernandez-Baca, Economist
 

Hugo Eyzaguirre, Economist
 

Pierina Pollarolo, Lawyer
 

Maria de Los Angeles Murillo, Lawyer
 

Mariano Cornejo, Architect
 

Daniel Herencia, Engineer
 

Maria del Carmen Delgado, Lawyer
 

Ana Lucia Camaiora, Lawyer
 

Fernando Chavez, Economist
 

Clara Ogata, Economist
 

Hugo Santa-Maria, Economist
 

Ana Rosa Martinelli, Lawyer
 

Percy Marquina, Econ;r.ust
 

Carlos Gandolfo, Laiyer
 

IMPLEMENTATION AND PROMOTION
 

Manual Mayorga, Implementation and Promotion Manager
 

Guido Lombardi, Director of National Dissemination
 

Humberto Ponce, Attorney
 

Mario Guibellini
 

Guillermo Guedes
 

Pedro Salinas
 

Jackeline Silva, Lawyer
 



EXHIBIT 11-2 (Cont'd)
 

Maria Lourdes San-Martin, Lawyer
 

Rosa Estrada, Lawyer
 

FINANCE AND ADMINISTRATION
 

Daniel Saba, Controller
 

Elso Jo, Financial Assistant
 

Ricardo Espinoza, Accounting Assistant
 

Roger Espejo, Computing Assistant
 

Cesar Ocharan, Cashier Assistant
 

Orlando Eyzaguirre, Administrative Assistant
 

SECRETARIAL SUPPORT
 

Elvira Barua, E.xecutive Secretary, Presidency
 

Maria Alejandra Rada, Executive Secretary, General Management
 

Roger Espinoza, Office Assistant
 

Jeannette Hognimann, Administrative Assistant, Implementation and
 

Promotion
 

Ana Cecilia Gorrio, Secretary, Economic Research
 

Cecilia Gonaz, Secretary, Institutional Research
 

Silvia Ortigas, Secretary, Institutional Research
 

Patricia Jimenez, Secretary, Implementation and Promotion
 

Maria Esther Tamayo, Receptionist
 



In this chapter we demonstrate how key staff members fit into
 

these functional divisions and how their experience and training
 

ensure the success of proposed ILD activities. We believe the
 

quality of our staff is strong evidence of our potential for
 

continued success.
 

Brief resumes of our two chief operating officers are presented
 

below:
 

* President - Hernando de Soto
 

Mr. de Soto has been President of ILD since its
 

conception. He studied humanities in the Universidad
 

Catolica in Lima, and economics in the University of
 

Geneva, where he received his Licence from the Institute
 

Universitaire de Hautes Etudes Internationales. Since
 

then he has been an Economic Affairs Officer in GATT,
 

President of the Executive Committee of the
 

Intergovernmental Council of Copper Exporting Countries in
 

Paris, Managing Director of Universal Engineering
 

Corporation in Geneva, Director of the Central Reserve
 

Bank of Peru, Chairman of a private mining company in Peru
 

and since 1984 he has been a member of the United Nations
 

Committee for Development Planning.
 

* General Manager - Luis Morales-Bayro
 

Mr. Morales-Bayro was appointed ILD's General Manager in
 

February 1988, after serving as Research Director since
 

November 1984. He studied economics at the Catholic
 

University of Chile, Santiago, received his M.A. in
 

development economics from Boston University and completed
 

the coursework for his Ph.D. in economics at the same
 

university. Mr. Morales-Bayro has twenty years of
 

professional experience in domestic institutions (Central
 

Reserve Bank of Peru, National Planning Institute) and
 

11-2
 



with the Inter-American Development Bank, working as an
 

expert in cost-benefit analysis in Peru, Nicaragua,
 

Barbados, Colombia, Costa Rica, Panama and Washington,
 

D.C.
 

2. Research Program Structure and Staffing
 

Research is the activity that drives all other ILD
 

components. The findings of our research have already formed the
 

basis of our success in Peru and have drawn the attention of
 

politicians, business groups, academics, journalists, and aid
 

program personnel in Latin America and around the world.
 

Much of the research performed by the ILD involves economic and
 

legal analysis of field-collected data. This type of research is
 

difficult because it requires the collection of data from primary
 

sources, many of whom are operating in the informal sector.
 

Interviews with "informants" in both the formal and informal sectors
 

go slowly, but are producing a reliable foundation of data in this
 

field of development economics. As this particular type of research
 

has never been done in such depth, the ILD is creating the building
 

blocks for research on the informal sector.
 

Continuing areas of research are intended to dig deeper into
 

the earlier findings of ILD in informal housing, commerce,
 

manufacturing and transportation. An example of this deepening
 

research is the considerable staff-time spent in 1988 on the 

concepts of the Possession Title and the People's Mortgage in the 

informal housing sector. These have recently been adopted by the 

Peruvian government and we are working to institutionalize them as
 

national programs.
 

The research teams are organized into task forces or "work
 

circles," which enable them to respond to research needs with speed
 

and flexibility. The circles are formed to address specific, high

priority problems in a given economic sector or institution, and
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transform themselves once the work results in a proposal for
 

institutional reforms. The transformed circles therefore dedicate
 

themselves to the promotion and implementation of the proposals.
 

Our approach to research over the next five years is to limit
 

the number of circles so that we can deepen the level of
 

understanding in certain fields and make recommendations adoptable
 

by public institutions. The recommendations and "law projects" will
 

primarily be structured to facilitate private sector development and
 

the creation of democratic institutions that affect all levels of
 

society. Unquestionably these reforms are designed to begin with
 

the poorest levels of society.
 

Each research circle is responsible to the Research Committee,
 

formed by the president, the general manager and the economic and
 

institutional research directors, for frequent review of their
 

research progress. The Research Committee and individual circles
 

set milestones and dates for completion of reports on the research
 

they are conducting. Then, the circle leaders are accountable for
 

the quality and pace of work. This system is working well in 1988,
 

and we are presently on schedule for all major research efforts
 

projected for this year.
 

As a general approach to research, the work circles:
 

Determine the nature of informality in whatever sector or
 

activity being investigated by identifying and
 

interviewing key formal and informal respondents in order
 

to:
 

Identify the factor markets and economic sectors in
 

which informality occurs
 

Identify and study the reasons for the existence of
 

that informal activity
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- Quantify the extent to which it occurs. 

Identify the laws and institutions that contribute to
 

informality.
 

Refine and apply the methciology for measuring the costs
 

of legal and institutional barriers to:
 

Single out some of the most significant costs, and
 

analyze the interaction of these inefficiencies in
 

the different markets and sectors, thus clarifying
 

the effects of one sector on the rest of the economy
 

Develop a methodology generally applicable in
 

developing countries.
 

Determine the existing cultural base on which new
 

institutions should be based through:
 

Analysis of the extralegal norms developed by the
 

informal sector to deal with the existing legal and
 

economic institutions
 

Conduct of comparative international research to
 

identify similar problems and their solutions in
 

other countries, and analyzing these solutions to
 

determine whether they could be adapted to Peru's
 

situation.
 

Develop alternative solutions, based on the above, that
 

could remove or minimize the more disruptive structural
 

barriers to economic and political participation,
 

evaluating the effectiveness of the various alternative
 

solutions relative to the existing situation.
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Once the best solution is agreed upon, this is structured
 

into a draft law or policy proposal for reform that is
 

published and subjected to public scrutiny and debate.
 

ILD's experience in this matter shows that if the proposal
 

is right it will be picked up by the authorities, and, if
 

not, it will be enriched by the debate and returned to the
 

drawing board for a comprehensive review and re-initiation
 

of the process.
 

It is envisioned that the research program for the first two
 

years will be in the following areas:
 

* Legal and institutional costs in capital markets
 

* Legal and institutional costs in the manufacturing sector
 

o Legal and institutional costs in housing 

* Measurement of informal sector activity
 

* Democratic decision-making or rule-making
 

* Institutional checks and'balances
 

* Access to information
 

* Legal and institutional costs in agriculture
 

• Legal and institutional costs in the labor market
 

* Legal and institutional costs in the transport sector
 

• Judicial systems.
 

Circles will be set up for each research thrust; Chapter III
 

presents in considerable detail the research program for years one
 

and two. Only seven of these areas will be research during year
 

one. Establishment of new circles will be based on the following
 

criteria:
 

* New research will be based on previous research activities
 

New research should potentially affect the largest number
 

of informal sector members as possible
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New research should hold promise for creating the greatest
 

economic benefit possible for the country.
 

We anticipate undergoing an external evaluation once yearly.
 

Funds are included in our budget for these expenses. This
 

evaluation will also be an opportunity to review our program
 

activities and plan the steps we will take in the subsequent year.
 

ILD's research efforts, in addition to the oversight and
 

process management provided by Mr. Morales, will be led by Mr.
 

Alberto Bustamante, our Institutional Research Director and Dr.
 

Julio Velarde, our Economic Research Director. Brief resumes of
 

Mssrs. Bustamante and Velarde are included below:
 

* Institutional Research Director - Alberto Bustamante
 

Mr. Bustamante is a lawyer who graduated from the Catholic
 

University of Peru and holds an M.A. in Legal Institutions
 

from the University of Wisconsin. He has been in charge
 

of institutional and legal research for ILD since 1984.
 

Mr. Bustamante is recognized as the leading expert in
 

administrative law in Peru and has over twelve years of
 

professional experience in prestigious universities and
 

research institutions.
 

* Economic Research Director - Julio Velarde
 

Dr. Velarde is an economist from the Universidad del
 

Pacifico in Lima, and received his M.A. and Ph.D. in
 

economics from Brown University. He was appointed as
 

Economic Research Director of ILD in July 1988. Dr.
 

Velarde is a leading Latin American expert in monetary
 

policy and has ten years of professional experience in
 

private research institutions and the public sector.
 

Other key research staff members are presented below:
 

11-7
 



Jorge Fernandez-Baca Economist
 

Mr. Fernandez-Baca has a B.A. in economics from the Universidad
 

del Pacifico and is a Ph.D. candidate at the University of
 

Paris. He has been a member of ILD's research staff since July
 

1985, and is the expert in ILD's methodology to measure the
 

size of informal economic activity, using monetary aggregates.
 

Hugo Eyzaguirre Economist
 

Mr. Eyzaguirre has a B.A. in economics from the Universidad del
 

Pacifico and holds an M.P.A. in Public Policy from the Wharton
 

School of the University of Pennsylvania. He has been with ILD
 

since August 1987 and is an expert in the methodologies to
 

measure costs created by institutional barriers.
 

Mariano Cornejo Housing Sector Expert
 

Mr. Cornejo holds a degree in architecture from the Universidad
 

Nacional de Ingenieria of Peru and has studied urban
 

development in France, England, and Japan. Mr. Cornejo has
 

worked at ILD since 1984 and is an expert in informal housing.
 

Pierina Pollarolo Attorney
 

Mrs. Pollarolo holds a law degree from the Catholic University
 

of Peru and an M.A. in law from Harvard University. She has
 

been a member of ILD's research team since April 1987 and is an
 

expert in rule-making and legislative procedures.
 

Maria de los Angeles Murillo Attorney
 

Mrs. Murillo received her law degree from the Catholic
 

University of Peru. She is an expert in informal housing and
 

in the implications for investment due to uncertainty in
 

property rights; Mrs. Murillo has been a member of ILD's
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research team since June 1984. She has been a leading member
 

of the team that worked on the ILD's research on the "popular
 

mortgage" concept.
 

Maria del Carmen Delgado Attorney
 

Mrs. Delgado holds a law degree from the Catholic University of
 

Peru. She is an expert in informal housing, "popular
 

mortgage", and property investment under uncertain conditions,
 

and has been member of the ILD's research staff since November
 

1985.
 

Fernando Chavez Economist
 

Mr. Chavez has a B.A. in economics from the Catholic University
 

of Peru and has a masters degree in cost-benefit analysis from
 

the Universidad Nacional de Ingenieria. He has worked for the
 

ILD since 1985 and is an expert in measuring the costs of legal
 

obstacles to economic activity.
 

Clara Ogata Economist
 

Mrs. Ogata has a B.A. in economics from the Universidad del
 

Pacifico. She has been a member of ILD's research team since
 

1985 and is an expert in informal capital markets.
 

Daniel Herencia Engineer
 

Mr. Herencia has a mechanical and electrical engineering degree
 

from the Univerjidad Nacional de Ingenieria and an M.S. in
 

Mechanical Engineering from the Catholic University of Rio de
 

Janeiro, Brazil. He is ILD's expert in programming, survey
 

processing and data collection. He has been with ILD since
 

1985.
 

11-9
 



Ana Lucia Camaiora Attorney
 

Mrs. Camaiora holds a law degree from the Catholic University
 

of Peru and is an expert in administrative simplification. She
 

has been a member of ILD's staff since 1985, and is one of the
 

key members of the circle that produced the proposed law for
 

administrative simplification, which was approved by the
 

Peruvian Senate in October 1988.
 

3. Implementation and Promotion Program Structure and Staffing
 

The role of the Implementation and Promotion Program is to
 

communicate the ILD's findings to a broad public, both formal and
 

informal, to test research results, and to build support for
 

proposed reforms, both at the grassroots level and with decision

makers.
 

The ILD has developed the following techniques to create a
 

successful public information campaign:
 

Reinforce democratic concepts in the programs. All ILD
 

research is converted into a legislative cr policy
 

proposal, the purpose of which is to test the
 

effectiveness of the research invested and to reinforce
 

the importance of widespread democratic participation in
 

rulemaking. To this effect, ILD ensures that its
 

legislative proposals are made available for comment and
 

review through public hearings before final publication.
 

Select issues on the basis of their relevance to the
 

broadest stratum of the population, the poor. Thus, for
 

example, the ILD deals with issues such as property rights
 

in the context of informal home titling, a problem
 

besetting more than half of the population of Peru.
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Set forth arguments based on reliable, factual data
 

gathered from both the informal and formal sectors. The
 

key is to produce publications that enab.le people to
 

identify and agree with the points being made because they
 

live with them every day. Entrepreneurs at all levels,
 

except those in the elite, mercantilist group, face the
 

same realities when dealing with the government.
 

Adopt the language used by the audience to assure a better
 

understanding of ILD's ideas. Thus, we use the term
 
"entrepreneurship" or "informality" instead of 
"private
 

sector," which is equivalent to the term "oligarchy" in
 

Peru.
 

Use widely read and listened to communication channels
 

(popular press, magazines, radio and TV) directed to the
 

target group, and use the informals' networks for
 

distribution of information in the informal sector.
 

The ILD applies these general techniques to each of its promotion
 

efforts. Below are brief descriptions of each national promotion
 

activity, and the action that will be taken under each one.
 

(1) Dissemination of the Thesis of ILD
 

The ILD uses a wide range of communication channels, such
 

as newspapers, magazines, radio and television to disseminate
 

its thesis. One publication format has proved to be
 

particularly effective: Analyses in Benefit of the Public
 

Interest (ABIPs). These four page articles summarize research
 

on a major topic, using numerous illustrations and photographs
 

to focus attention and communicate the message.
 

The ABIPs are written specifically to illustrate the
 

consequences of badly made laws and to indicate clearly the
 

importance of adequate legal institutions for development.
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They critique the laws that are causing barriers and propose
 

market-oriented alternatives. In doing so, they illustrate the
 

logic behind market-based legislation. They focus on issues
 

such as home titling, anti-trust, rent control, and labor
 

stability from the point of view of the poor majority. They
 

are published in magazines and newspapers, reaching over
 
800,000 readers. They are also published separately and
 

distributed among interested groups, including "informals," in
 

flyer form.
 

ILD also publishes books, working papers and pamphlets.
 

The books contain complete research work on economic sectors or
 

relevant institutional areas. The working papers form part of
 

a series of brief monographs applied to more specific problems
 

or issues. The pamphlets are published and printed for wide
 

distribution and for describing selected ILD projects. These
 

publications are geared to different audiences (urban poor,
 

academic, development experts, decision-makers).
 

(2) Dissemination of El Otro Sendero
 

El Otro Sendero has been one of the ILD's most effective
 

means of communication, as it is the best selling book in
 

Peruvian history. The ILD is committed to making this seminal
 
work available as widely as possible. Arrangements have been
 

made for serial publication of a synthesis of El Otro Sendero
 

as a supplement in a widely circulated national newspaper. It
 

is also being summarized in different forms for different
 
audiences (for example, the chapters dealing with the informal
 

activity in specific activities are being revised for popular
 

publication).
 

In Latin America, El Otro Sendero has sold over 100,000
 

copies. Some 1,300 articles have been written on it in less
 

than one year by Latin Ameri-can politicians, analysts,
 

philosophers, and journalists. The best of these articles,
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both pro and con, are being edited into a'book. The ILD is
 

also 	studying effective means of encapsulating the book for
 

radio, TV and comic editions. It should also be noted that an
 

English version of El Otro Sendero will be published by Harper
 

& Row in January 1989.
 

(3) 	Dissemination of Legislative Proposals
 

Another ILD promotion program is the dissemination of
 

legislative proposals. The objective of this effort is to
 

propose specific changes in the legal and institutional
 

structure of Peru and to build public support for these
 

reforms. The ILD takes the following actions to achieve this
 

objective:
 

* 	 Publishes, based on its research, proposed legislation
 

detailing how the identified problems could be solved
 

0 	 Demonstrates, using concrete cases, how outdated legal
 

institutions could be restructured
 

0 	 Includes cost-benetit analyses of the existing and
 

proposed laws
 

0 	 Publishes the analyses and recommendations together in the
 

official paper El Peruano
 

0 	 Invites citizens and institutions to send in their
 

comments on the theme within a period of thirty days
 

* 	 Collects signatures in support of the ILD's thesis. For
 

example, signatures representing more than 300,000 persons
 

supported the ILD's proposal on titling for informal
 

housing
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Organizes public hearings in which citizens can comment on
 

the proposal and suggest modifications. The objective is
 

to use factual analysis rather than ideology to develop
 

realistic proposals for reform.
 

This mechanism for the dissemination of legislative
 

proposals, which began with a program called "Everybody's
 

Balcony" has been used successfully to date in proposing four
 

Fieces of legislation, all of which have been adopted in one
 

form or another by che government. This system is also being
 

used, in a larger scope, through the "Office for People's
 

Defense", described further on.
 

(4) Formal-Informal Union
 

Peruvians live in a Constant state of judicial
 

instability, as demonstrated by the abrupt bank nationalization
 

in August 1987. Neither formals nor informals feel secure
 

about their property or other economic rights. Thus, in
 

February 1988, the ILD created, in conjunction with the
 

association of private business organizations (CONFIEP), a
 

Formal-Informal Union of entrepreneurs to defend the economic
 

rights of all Peruvians.
 

The Union represents a major step in the evolution of
 

Peruvian formal business thinking. It is the first time formal
 

business leaders have recognized the commonality of interest
 

between themselves and informal entrepreneurs, and indicated a
 

willingness to associate with informals.
 

The objectives of the Union are the following:
 

Defend the twelve Economic Rights described by the ILD in
 

a statement published in all major newspapers of Peru
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* 	 Detect and speak out against governmental abuse in this
 

area
 

* 	 Promote deregulation and simplification of the laws
 

* 	 Channel public opinion toward necessary institutional
 

reforms
 

0 Oppose mercantilist practices.
 

The Union will undertake specific programs, including:
 

* 	 Continue to support the now-established Committee for
 

Credit Democratization
 

* 	 Establish several Committees for Debureaucratization by
 

sector
 

0 	 Establish several Committees for the Promotion and Defense
 

of Economic Rights
 

0 	 Establish several Committees for Projects of Social
 

Concern.
 

(5) 	Office for People's Defense
 

Reciprocity rules in the informal sector as in the rest of
 

the world. One of the ways the ILD is repaying the informals
 

who have provided it with such useful information is to provide
 

them with free legal consulting services. Not only does this
 

compensate for information received, but it also helps us to
 

identify additional problems and develop case studies.
 

The ILD has implemented a legal counseling system under
 

the Office for People's Defense and it is now working to
 

organize a volunteer system in which law students and
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professional attorneys will participate. Cooperative
 

agreements are in effect with the Institute for the Defense of
 

Constitutional Rights and the Pontificia Universidad Catolica
 

del Peru.
 

Key staff members in the program include:
 

Implementation and Promotion Manager - Manuel Mayorga
 

Mr. Mayorga is a mechanical and electrical engineer
 

graduated from the Universidad Nacional de Ingenieria in
 

Lima. He was ILD's manager from 1984 to February 1988,
 

when he was appointed as implementation and promotion
 

manager. During these years Mr. Mayorga's talents as a
 

project organizer have proven very useful to ILD's
 

implementation and promotion program.
 

Director of National Dissemination - Guido Lombardi
 

Mr. Lombardi holds a law degree from Catholic University
 

of Peru. He has considerable international experience in
 

the press and policy analysis, has been a magazine editor,
 

and is one of Peru's most prominent TV anchorman. Mr.
 

Lombardi joined ILD in July 1988.
 

* Humberto Ponce - Attorney
 

Mr. Ponce holds a law degree from the University of San
 

Marcos in Lima, and is an expert with more than twenty
 

years experience in press editorial work, and promotion at
 

the highest levels of government. Mr. Ponce recently
 

joined ILD's staff in July 1988.
 

The program is also staffed by three professionals and three
 

non-professional persons.
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4. 	 International Dissemination and Train.ng Program Structure and
 

Staffing
 

The book El Otro Sendero has struck responsive chords wherever
 

it has been read. From Mexico to Argentina it has hit the best
 

seller lists, stimulated over a thousand newspaper and magazine
 

articles and editorials and, most importantly, captured t-ie
 

attention of leaders throughout the hemisphere. As a resu.c, the
 

ILD has received over 20 requests from leaders of government, heads
 

of political parties, presidents of business associations and
 

research institutions for training and help in launching programs in
 

their countries. Requests have been received from as far as away as
 

Asia and Africa. This strong response suggests that the problems
 

described in the ILD's work are more common in less developed
 

counties than was originally thought. The research techniques of
 

the ILD may be applicable or useful in much of the third world and
 

may provide an important explanation as to why economic growth has
 

been limited in so many of these countries.
 

The proposed international dissemination and training program
 

will put us in a position to provide training, strategic analysis,
 

and technical assistance to parties interested in starting programs
 

having objectives similar to ILD throughout Latin America and, to an
 

undetermined extent, the rest of the world. In this role, we see
 

ourselves as a catalyst for research and reform, but firmly believe
 

that in-country programs must be at the initiative of local leaders,
 

with financing or research institutions committed to spending the
 

time, effort and funds required to promote change.
 

It is critical, however, that this international effort be
 

based in Peru for several reasons. First, the basic work on
 

informality being done in Peru is an invaluable laboratory for
 

further work and training. Secondly, the experienced staff resides
 

in Peru. Third, one of the great strengths of the ILD is that is
 

was conceived and developed in the Third World by people from the
 

Third World. To the extent that it appears to be a U.S. or
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developed country idea being promoted in the developing world, it
 

will be questioned and lose legitimacy.
 

While the ILD has been in contact with international figures
 

all along, the international training and dissemination effort will
 

require us to assume several new functions. Specifically, ILD would
 

undertake to:
 

Promote dissemination of the concept of institutional
 

development through newsletters, speeches and
 

presentations throughout the world
 

* Establish an information center
 

Train interested parties from throughout the world in how
 

to do what the ILD does--to measure the extent of
 

irformality by sectors, quantify its costs, identify the
 

legal and institutional barriers and obstacles causing
 

informality, develop proposals for reforming them, and
 

build a base of support for change through public
 

education
 

Publish findings and methodology through a series of
 

working papers and manuals.
 

Further detail of each component of the international
 

dissemination and training program follows.
 

(1) International Dissemination Efforts
 

The ILD will become a source and clearinghouse of
 

collected information on the informal sector, institutional
 

reform and other pertinent issues in economic development. We
 

plan to disseminate this information through speaking
 

engagements, the information center, publications and
 

newsletters.
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International Promotion and Speaking Engagements
 

It is expected that the ILD will continue to receive
 

invitations to give speeches, debate issues, and generally
 
"make its case." These invitations are considered an
 

opportunity to educate and also serve to help local
 

leaders raise interest in establishing a local program.
 

Within the constraints of time and funds, the ILD will
 

respond to such invitations. In order to do this, it will
 

first be necessary to develop criteria for deciding to
 

which groups we will speak. We also need to prepare more
 

people to speak publicly. This will allow us to respond
 

to the growing interest in our research activities.
 

Effective promotion of ideas requires that they be
 

linked to the strongly felt needs of the audience being
 

addressed. As the promotion and dissemination of the
 

ILD's message expands beyond the nations similar to Peru,
 

attention must be given to making the message relevant to
 

the concerns of the audience. To this end, work will be
 

undertaken to enable the ILD to determine how its message
 

can best be adapted and conveyed to those groups
 

throughout the world requesting its assistance.
 

Information Center
 

As a natural outgrowth of its role as promoter and
 

trainer, the ILD will have a wealth of information on
 

people doing research in the field of informality and the
 

role of institutions in development. And, as a result of
 

the on-going research program, the ILD will be a source of
 

new ideas which should be made available to those working
 

in the field. Finally, the ILD already has (and is
 

expanding) a list of consultants whose knowledge can be
 

udapted to assist in such areas as measurement of
 

informality, quantification of the costs of legal
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institutions, recognition of legal and institutional
 

barriers, and identification of realistic and tested
 

alternatives for institutional change.
 

Thus, the ILD can serve as a source of information on
 

relevan: research and experience throughout the world.
 

Through a computerized information center this information
 

can be made easily and quickly available to local groups
 

throughout the world. We propose to hire a librarian to
 

be in charge of this component.
 

Newsletter
 

One of the most important elements of any reform
 

program is a sceady source of information on the topic and
 

the sense of belonging to a movement. The ILD will
 

periodically publish a newsletter to be distributed to
 

chose undertaking programs in their countries, to
 

theoreticians, and development practitioners interested in
 

the concepts and programs as well as any other interested
 

parties. The newsletter will focus on both practice and
 

theory and the relationship between them. It will enable
 

groups in one country to learn from the experience of
 

others, and will challenge those in the field by providing
 

new insights on the relevant issues. The newsletter will
 

keep all of the various actors abreast of development in
 

the field.
 

Training Programs
 

The objective of the Training Program will be to
 

share the knowledge that ILD has gained regarding the
 

measurement of informality, identificaticn of legal and
 

institutional obstacles, measurement of costs, development
 

of alternative solutions, and mobilization of support for
 

change. The ILD will make available what it has learned,
 

directly through training programs and technical
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assistance, and indirectly through manuals.
 

Responsibility for initiating, funding, and implementing
 

local programs must reside with the local groups. The
 

true test of their commitment to undertaking long-term
 

reform is their dedication of time, effort and funds to a
 

reform program.
 

The individuals and institutions participating will
 

come from two basic sources: those who contact the ILD as
 

a result of reading or hearing about its work and those
 

who are recommended by funders and third parties. To
 

date, the ILD has requests from throughout Latin America
 

from informal organizations, formal private sector
 

organizations, universities, research organizations,
 

political parties, and governments. The first step in
 

this project will be to work out a set of criteria to
 

define selection rules, including estimations of the
 

seriousness of the candidates, as measured by their
 

willingness to commit resources to participation and
 

follow-up.
 

Training will take a number of forms depending on who
 

is to be trained and what the objective of the training
 

is. At present, at least five types of training programs
 

are envisioned, including:
 

* Receipt of high-level delegations
 

* Seminars
 

* Manuals and training materials
 

* Technical assistance
 

Fieldwork.
 

Each of these are briefly described below.
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Receipt of High Level Delegations
 

A number of those who have inquired about the ILD's
 

programs are leading government officials (from prime
 

ministers to mayors), party officials, presidents of
 

national business associations, and others. They are
 

interested in the concepts, not in the details of how
 

research is conducted. They have limited time available,
 

yet wish to familiarize themselves with the ILD's thesis,
 

explore the ramifications of the different approaches that
 

ILD has used, and think through what they mean in their
 

national context.
 

The ILD proposes to continue its current program,
 

hosting officials and policymakers upon their request to
 

spend one to three days with top ILD staff in Lima in
 

programs specifically designed to meet their interests.
 

The programs of seminars, technical assistance, and
 

publications described below will be made available to
 

their staff as follow-up to their visits.
 

Seminars
 

Seminars, generally rangin, from one to two weeks,
 

will be held in Lima for those who will be undertaking the
 

actual work in their countries. The seminars will cover
 

both theory -- why look at informality, what does it
 

signify about a society -- and practice:
 

Measurement of informality and quantification of
 

costs
 

Identification of legal and institutional obstacles
 

Development of proposals for reform
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Public education.
 

Emphasis will be placed on the importance of reliable
 

data, the crucial role of language, and the effective use
 

of media. Depending on need, specialized seminars may be
 

held on specific aspects of measurement, on work in
 

sectors such as housing or commerce, or techniques for
 

mobilizing public opinion.
 

The seminars may be given specifically for a group
 

from one country, if it is large enough, or for
 

representatives from a number of countries. It is
 

expected that participation will run from ten to not more
 

than 20 in each seminar.
 

These seminars will be held in Lima where field trips
 

can be made and all the data is available. The curriculum
 

will be desiqned and taught by ILD staff who have been
 

involved in actually doing the work in Lima, giving
 

participants the advantage of their practical
 

experience. Training materials and techniques will be
 

developed with assistance from experts in training.
 

As noted above, this would be a brand new program for
 

ILD. Therefore, we will need to establish the program in
 

the first five months of the grant period. During that
 

period, we will:
 

Hire a training director and administrative assistant
 

who can develop and take charge of the program
 

* Formalize curricula
 

* Conceptualize logistical arrangements
 

a Schedule trainings
 

Select and invite trainees
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* Set up classrooms and make support arrangements.
 

We project that we will initiate the training program in
 

the sixth month of the grant period.
 

Manuals and Training Materials
 

The development of manuals outlining the ILD's
 

methodology will serve as basic training materials for the
 

seminars. They will also be available upon request to
 

groups who may not be able to attend the seminars but are
 

interested in a concise presentation of the concepts.
 

In addition to the manuals, the ILD is developing a
 

series of wcrking papers describing in detail various
 

aspects of its program, such as the Ombudsman System,
 

Methodology and Results in Housing, Urban Transport,
 

Street Vending and Markets, and Labor Policies. These,
 

too, will be published for use in the seminars and for
 

general distribution to those interested in pursuing the
 

ILD approach.
 

Technical Assistance
 

As groups in different countries begin to apply the
 

ILD methodology, it is likely that they will confront
 

problems and request technical assistance from the ILD, in
 

the form of written or oral consultations or visits to
 

their operations. Criteria will be established to
 

evaluate these requests and decide how they should be met
 

given the staff time and resources available.
 

Fieldwork
 

Under fieldwork, selected individuals would be
 

invited to participate for several months to one year in
 

11-24
 



an ILD project in Lima. Detailed work on a project would
 

enable them to lead a research or advocacy group doing
 

similar work in their country.
 

5. U.S. Liaison Office Structure and Staffing
 

The Arthur Young report suggests that the funding channel from
 

A.I.D. be through an ILD office set up in Washington. There are
 

several reasons for this:
 

ILD will have, through its international training
 

activities, a greater regional focus, and should not be
 

perceived merely as a Peruvian program
 

Severe inflation in the Peruvian economy is affecting
 

ILD's ability to maintain its high-caliber staff,
 

primarily because the funds that it receives through
 

AID/Lima are subject to exchange rates that lag behind the
 

current rate. This seriously affects the buying power of
 

ILD staff.
 

Transfer of the funds through this channel will insulate
 

ILD-Peru from sanctions that may be imposed by the U.S.
 

Government upon the Government of Peru.
 

The ILD-USA office can serve several important purposes:
 

Maintaining close contact with officials of A.I.D., the
 

Inter-American Development Bank, and the World Bank
 

regarding projects and other opportunities to involve ILD
 

in activities related to institutional reform
 

Coordinating the logistical arrangements for the
 

consultants who w4.ll be working with ILD in Peru or who
 

may be contracted to carry out comparative international
 

research on the role of law and institutions in economic
 

development
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Organizing internal working groups, when necessary, on the
 

implications of the different programs of the ILD
 

Coordinating the activities and flow of information to and
 

from the Technical Review Committee
 

Translating and disseminating information prepared by the
 

ILD-Peru staff.
 

ILD-USA will be staffed by one professional director and one
 

administrative assistant. This office need not be large, but should
 

have enough space for a modest-sized meeting (15-20 persons). It
 

will have access to word processor, copying, and telephone
 

services. We anticipate that this office can be set up for
 

$150,000.
 

6. Management and Staffing Actions to be Taken in 1988-89
 

This section discusses actions that we are taking in response
 

to the recent management assessment by Arthur Young. It also
 

includes steps we will take to expand our staff to implement the
 

proposed program.
 

The Arthur Young report made a series of management and
 

organizational recommendations, which will be set forth below along
 

with actions we have taken or intend to take:
 

* Expansion of the Board of Directors
 

We have already identified one candidate, and intend to
 

increase the board from four to six persons in the near
 

future.
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Formation of a Technical Program Review Committee
 

Five academics have been identified for this committee,
 

which will be formed by the end of the year.
 

Organization Chart
 

We have adopted the organization chart recommended by
 

Arthur Young. This organization chart incorporates the
 

circle concept and several needed adjustments in our
 

organizational structure (see Exhibit II-1).
 

Reduction of the Number of Circles
 

In early 1988, we were carrying out research in 17
 

circles. The number has currently been reducea to
 

twelve. For 1989, we hope to reduce that number further.
 

Modest Increase of ILD Staff
 

ILD now has nine economists on its research staff. We
 

plan to hire four more economists, three at the A-level
 

and one at the B-level. Presently we employ eight
 

attorneys and propose to employ two additional A-level
 

lawyers.
 

In line with this modest increase in staff, we also plan
 

add an international training and dissemination director,
 

a translator, a librarian, an administrative assistant for
 

international training and a secretary.
 

We will be moving to a larger building, probably in early
 

1989, which will accommodate this additional staff and
 

provide space for the international training program.
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Benefits Program
 

We have incorporated a fringe benefit amount for each
 

full-time ILD employee in the budget. This figure has
 

been estimated at 10 percent.
 

Additional Computer and Telephone Equipment for Greater
 

Staff Efficiency
 

ILD installed a new telephone switchboard with three lines
 

and 22 extensions to replace the old rented switchboard
 

that only had 12 extensions. ILD has also applied for two
 

more telephone lines.
 

As soon as the A.I.D. grant is approved, we intend to
 

purchase eight additional personal -omputers with those
 

funds, and we hope these can be procured on a tax-free
 

basis through A.I.D./Lima.
 

7. Financial Management Actions
 

ILD has recently undergone financial reviews by Arthur Young
 

(August 1988), and Deloitte, Haskins & Sells (September-October
 

1988). In this chapter, we list the changes in the financial
 

systems that were recommended and note whether we have adopted them,
 

or when we plan to adopt them.
 

The following recommendations were included in Arthur Young's
 

report:
 

"At month-end an unpaid expense incurred should be
 

recorded as a liability to expedite account closings."
 

Will be adopted by the end of October 1988.
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"Requests for reimbursement of expenses should be prepared
 

and forwarded to donors ten days after the end of each
 

month."
 

Will be adopted by the end of October 1988.
 

"International telephone calls are an exception that
 

should be accounted for when cost is known rather than
 

when cost is incurred."
 

Will be adopted by the end of October 1988.
 

"Expenses remaining unpaid at the end of a grant period
 

should be paid promptly so that reimbursement from donors
 

can be received within the period allowed by the grant
 

agreement."
 

Will be adopted by the end of October 1988.
 

"The procedure ILD is now studying to issue checks with
 

simultaneous computer entry program should be implemented
 

as a top accounting priority."
 

Will be adopted by the end of November 1988.
 

"In addition to the micro-computers needed for research
 

projects, the accounting department should have one for
 

its exclusive use."
 

Will become operative as soon as this grant is approved.
 

"Research and other personnel should be trained in the use
 

of spreadsheets and other computer tools."
 

We are providing selected personnel with short courses
 

during the month of October 1988.
 

"The chart of accounts should be expanded to accommodate
 

certain types of assets, liabilities and revenues and
 

certain expense accounts should be re-coded."
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Will be operative by the end of November 1988.
 

The balances of certain asset and liability accounts
 

should be analyzed by components and/or reconciled with
 

the control accounts to provide a sound starting point for
 

fund accounting."
 

Will be operative by the end of November 1988.
 

"A User's Manual should be prepared for the computerized
 

accounting system and a second operator should be
 

trained."
 

Will be operative by the end of November 1988.
 

"Procedure manuals should be updated."
 

Will be operative by the end of November 1988.
 

"As a first step toward project control and financial
 

pLanning, a time-keeping system should be established."
 

Will be operative by the end of November 1988.
 

"The time-keeping system should incorporate costs of
 

personnel."
 

Will be operative by the end.of November 1988.
 

"In addition to annual budgets, cash flow projections
 

should also be prepared for every project on a monthly
 

basis for the next twelve months."
 

Will be operative by the end of November 1988.
 

We have received the draft report of Deloitte, Haskins & Sells
 

and find the recommendations to be acceptable; however, most appear
 

to pertain to previous years. As these recommendations are
 

acceptable, we will move to immediately rectify the problems
 

indicated.
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Our Financial and Administrative Manager whose resume appears
 

below will work aggressively to assure that our accounting system
 

will be capable of handling an increased volume of expenditures and
 

donations.
 

Daniel Saba Financial and Administrative Manager
 

Mr. Saba holds an industrial engineering degree from the Universidad
 

Nacional de Ingenieria in Lima. He also holds a master's degree in
 

Business Administration from the Escuela de Negocios para Graduados
 

(Esan) in Lima, and an M.B.A. from Stanford University. He was
 

appointed as financial and administrative manager of ILD in April
 

1988. Mr. Saba is assisted by five accounting staff.
 

8. Linkages to Academic Researchers and Institutions
 

ILD has had working relationships with U.S. institutions,
 

including Brookings Institution, Georgetown University, Washington
 

University at St. Louis and the Small Business Administration. We
 

hope to work with the Lincoln Land Institute in the near future.
 

However, the ILD does not want to establish a relationship with a
 

single institution because knowledge LIthis subject is extremely
 

dispersed throughout the world. Whenever we have entertained the
 

possibility of an exclusive relationship, it has tended to close off
 

cross-fertilization from other academic sources and has produced
 

resentfulness. In fact, there is no institution currently in
 

existence that has informality and institutional reform as its major
 

focus.
 

We have utilized a series of academic researchers, thinkers and
 

experts, primarily from the U.S., who have assisted us in the
 

formulation of specific aspects of our program. We propose to
 

continue to utilize such expertise, which normally emanates from
 

eclectic sources. If in the course of this grant period we
 

encounter a U.S. research institution with which a close working
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relationship is possible and an interchange of personnel, ideas,
 

resources, etc. will be fruitful, we will be willing to formalize
 

such an arrangement.
 

9. Fund-raising Activities
 

Exhibit I-i demonstrates that we have been able to raise an
 

increasing portion of our budget from sources, ten donors, that are
 

non-A.I.D. Some of this support will continue. At the present
 

time, we anticipate receiving $210,000 from CIPE. As of yet, no
 

other donors have committed funds for 1989. For example, the Inter-


American Bank was considering a grant for about $300,000, but the
 

outcome of our request is as yet uncertain.
 

Our overall quest for funds will continue, but our experience
 

is as follows:
 

Grants from non-A.I.D. and non-CIPE sources have come in
 

smaller amounts (an average of $38,000). These have
 

involved an inordinate amount of time to raise, report on,
 

and account for.
 

Therefore, the budget proposed in Chapter IV is based on a more
 

or less constant amount from the other donors during the first two
 

years of the grant. This will allow us to focus strongly on the
 

activities that will make our program successful, and not dissipate
 

our energies during this two-year period. At that juncture, we
 

request that A..D., in the course of the semi-annual program review
 

proposed above, examine the effects of our program on a regionwide
 

basis. If we are achieving the effects that we believe we can, we
 

would pursue one or a combination of two courses:
 

A.I.D. increases the present grant to create an even
 

greater regional and worldwide impact
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A.I.D. channels substantial additional funds to its
 

missions throughout the region and worldwide for informal
 

sector research and institutional reforms. These funds
 

could be st-uctured so that individual A.I.D. missions
 

could buy our services for their countries.
 

A.I.D. has offered technical assistance on fund-raising, and if
 

such activities are approved by OMB, we would find that type of
 

technical assistance very useful. The ILD presently has
 

considerable material in English with which a fund-raising compaign
 

could be mounted.
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EXHIBIT 11-2
 

PRESENT DIVISION OF LABOR BY AREA
 

PRESIDENCY AND GENERAL MANAGEMENT
 

Hernando de Soto, President
 

Luis Morales-Bayro, General Manager
 

RESEARCH
 

Julio Velarde, Director of Economic Research
 

Alberto Bustamante, Director of Institutional Research
 

Jorge Fernandez-Baca, Economist
 

Hugo Eyzaguirre, Economist
 

Pierina Pollarolo, Lawyer
 

Maria de Los Angeles Murillo, Lawyer
 

Mariano Cornejo, Arcnitect
 

Daniel Herencia, Engineer
 

Maria del Carmen Delgado, Lawyer
 

Ana Lucia Camaiora, Lawyer
 

Fernando Chavez, Economist
 

Clara Ogata, Economist
 

Hugo Santa-Maria, Economist
 

Ana Rosa Martinelli, Lawyer
 

Percy Marquina, Economist
 

Carlos Gandolfo, Lawyer
 

IMPLEMENTATION AND PROMOTION
 

Manual Mayorga, Implementation and Promotion Manager
 

Guido Lombardi, Director of National Dissemination
 

Humberto Ponce, Attorne;"
 

Mario Guibellini
 

Guillermo Guedes
 

Pedro Salinas
 

Jackeline Silva, Lawyer
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EXHIBIT 11-2 (Cont'd)
 

Maria Lourdes San-Martin, Lawyer
 

Rosa Estrada, Lawyer
 

FINANCE AND ADMINISTRATION
 

Daniel Saba, Controller
 

Elso Jo, Financial Assistant
 

Ricardo Espinoza, Accounting Assistant
 

Roger Espejo, Computing Assistant
 

Cesar Ocharan, Cashier Assistant
 

Orlando Eyzaguirre, Administrative Assistant
 

SECRETARIAL SUPPORT
 

Elvira Barua, Executive Secretary, Presidency
 

Maria Alejandra Rada, Executive Secretary, General Management
 

Roger Espinoza, Office Assistant
 

Jeannette Hognimann, Administrative Assistant, Implementation and
 

Promotion
 

Ana Cecilia Gorrio, Secretary, Economic Research
 

Cecilia Gonaz, Secretary, Institutional Research
 

Silvia Ortigas, Secretary, Institutional Research
 

Patricia Jimenez, Secretary, Implementation and Promotion
 

Maria Esther Tamayo, Receptionist
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III. PLAN OF ACTIVITIES
 

This chapter presents our plan for carrying out tasks within
 

the research areas discussed above. In Exhibits III-1 and 111-2 we
 

have broken down the tasks that will be required to meet the
 

research objectives of our circles.
 

We demonstrate the scheduling and sequence of these activities
 

and tasks in Exhibits 111-3 and 111-4. It should be pointed out
 

that these tasks and activities are dynamic and, from time-to-time,
 

subject to exogenous circumstances, which may require their
 

adjustment. For example, our people's mortgage program and the
 

administrative simplification proposal are presently being
 

institutionalized, and this may require additional staff effort over
 

the next several months, and possibly into next year. For this
 

reason we have planned for a project evaluation and reprogramming
 

exercise once yearly. But we also anticipate making minor
 

programmatic adjustments as we go along. Implementation and
 

promotion activities are not included in these exhibits because it
 

is a continuous activity, which for the most part utilizes the
 

outputs of the research efforts and responds to political and
 

economic realities.
 

Exhibits 111-5 and 111-6 demonstrates the allocation of our
 

present and proposed professional staff time among management and
 

coordination, research, implementation and promotion and
 

international training.
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EXHIBIT III-1 

TASK BREAKDOWN
 

YEAR ONE
 

CIRCLE 1: CAPITAL MARKETS 

A. 	 FORMAL MARKET 
1. 	 Describe the structure and size of the formal credit 

markets 
2. 	 Identify legal rules that regulate legal access to credit. 
3. 	 Describe steps with which citizens must comply to 

legally obtain credit. 
4. 	 Estimate through field studies the economic costs of 

complying with identified regulations. 
5. 	 Estimate the relative importance of legal and 

institutional costs (as a percentage of the amount of 
money borrowed) to compare it with official interest 

rates. 

6. 	 Report. 

B. 	 INFORMAL MARKET 
1. 	 Describe the structure of the informal capital market 
2. 	 Describe the mechanisms by which money is lent, and 

conditions for lending (interest rates, payback period 
and guarantees required) 

3. 	 Estimate the size of the informal capital market 

CIRCLE 2: HOUSING SECTOR 

A. 	 LEGAL AND INSTITUTIONAL COSTS OF ENTRY INTO 
FORMAL MARKETS 
1. 	 Select specific activities where the informal economic 

activity is of major importance. 
2. 	 Identify the legal norms that regulate legal entry into 

the selected activities. 



3. 	 Describe the specific steps a citizen must complete to 
register a house. The description should include all 
state agencies the person has to visit and the form-filling 
requirements for each agency, as well as an estimate of 
the fares, rates and taxes to be paid in each stage. 

4. 	 Estimate through field studies the amount of working 
and calendar days which a typical citizen, without legal 
advice, must spend to comply with regulations and red 
tape established by law, in order to legally register a 
house. 

5. 	 Quantify the economic cost of complying with identified 

regulations. 
6. 	 Compare legal and institutional costs with selected 

economic indicators. 
7. 	 Estimate the "excessive" legal and institutional costs 

and compare these costs with selected economic 
indicators. 

8. 	 Report. 

B. 	 LEGAL AND INSTITUTVONAL COSTS OF OPERATING IN 
FORMAL MARKETS 
1. 	 Identify legal rules affecting the operation of a house 

legally registered in each of the specific activities 

selected. 
2. 	 Quantify the economic cost of complying with identified 

regulations. 
3. 	 Compare legal and institutional costs using selected 

economic indicators. 
4. 	 Estimate the "excessive" legal and institutional costs 

and compare these costs with selected economic 
indicators. 

5. 	 Report. 



C. 	 LEGAL AND INSTITUTIONAL COSTS OF EXIT FROM
 
FORMAL MARKETS
 
1. 	 Identify legal rules affecting the transference of a house 

in each of the selected activities. 
2. 	 Quantify the economic cost of complying with identifiad 

regulations. 
3. 	 Compare legal and institutional costs, using selected 

economic indicators. 
4. 	 Estimate the "excessive" legal and institutional costs 

and compare these costs with selected economic 
indicators. 

5. 	 Report. 

D. 	 COSTS OF TRADE WITHrN INFORMAL MARKETS 
1. 	 Identify and quantify economic costs which informal 

home owners must incur as a result of not having legal 
status.
 

2. 	 Identify and quantify the economic'costs which informal 
home owners must incur as a result of being unable to 
use the facilitative aspects of law. 

3. 	 Quantify the economic impact of not having access to 
formal factor markets. 

4. 	 Report. 

E. 	 INDIRECT COSTS ABSORBED BY TPE REST OF THE 
ECONOMY 
1. 	 Efficiency loss in the allocation of scarce resources 
2. 	 Undesirable distributional effects 
3. 	 Undesirable social and political climate 
4. 	 Report. 

F. FINAL REPORT 



CIRCLE 3: MANUFACTURING SECTOR 

A. 	 LEGAL AND INSTITUTIONAL COSTS OF ENTRY INTO 
FORMAL MARKETS 
1. 	 Select specific activities where the informal economic 

activity is of major importance. 
2. 	 Identify the legal norms that regulate legal entry into 

the selected activities. 
3. 	 Describe completely the specific steps a citizen must 

complete to register an enterprise. The description 
should include all state agencies the person has to visit 
and the form-filling requirements for each agency, as 
well as an estimate of the fares, rates and taxes to be 

paid in each stage. 
4. 	 Estimate through field studies the amount of working 

and calendar days which a typical citizen, without legal 
advice, must spend to comply with regulations and red 
tape established by law, in order to legally. register an 
enterprise. 

5. 	 Quantify the economic cost of complying with identified 
regulations. 

6. 	 Compare legal and institutional costs with selected 
economic indicators. 

7. 	 Estimate the "excessive" legal and institutional costs 
and compare these costs with selected economic 

indicators. 

8. 	 Report. 

B. 	 LEGAL AND INSTITUTIONAL COSTS OF OPERATING IN 
FORMAL MARKETS 
1. Identify legal rules affecting the operation of an 

enterprise legally registered in each of the specific 
activities selected. 

2. 	 Quantify the economic cost of complying with identified 
regulations. 



3. 	 Compare legal and institutional costs using selected 
economic indicators. 

4. 	 Estimate the "excessive" legal and institutional costs 
and compare these costs with selected economic 
indicators. 

5. 	 Report. 

CIRCLE 4: MEASUREMENT OF INFORMAL ECONOMIC ACTIVITY 

A. 	 REVISION OF METHODOLOGY 

1. 	 Review the ILD's methodology in microeconomic and 
macroeconomic terms 

2. 	 Study and include additional criteria to improve the 
ILD's methodology 

3. 	 Report. 

B. 	 MANUAL PREPARATION 

1. 	 Describe the ILD's methodology in microeconomic and 
macroeconomic terms 

2. 	 Prepare case studies to illustrate ILD's methodology 
3. 	 Report. 

C. 	 APPLICATION 
1. 	 Select ten Latin American countries to apply the ILD's 

methodology 
2. 	 Collect relevant information 
3. 	 Report 

CIRCLE 5: DEMOCRATIC DECISION-MAKING 

A. 	 RULEMAKING IN PERU 
1. 	 Review the actual performance of the legislative 

elements of Parliament. 



2. 	 Study the procedures followed for the issuance of laws in 
the last three government terms, in the Municipalities 
and the Executive branch 

3. 	 Describe and analyze selected cases of state regulations, 
to get general conclusions with respect to the Peruvian 
rulemaking system. 

4. 	 Study the decision-making process in some informal 
organizations. 

B. 	 ADMINISTRATIV ADJUDICATION 

1. 	 Study the existing administrative procedures in Peru, 
and compare with other systems. 

2. 	 Compile and analyze the regulations on public bidding. 
3. 	 Analyze the exonerations to public bidding since 1980, 

approved invoking "emergency" or foreign financing 
reasons. 

4. 	 Study the cases in which Public Administration 
adjudications were objected. 

5. 	 Analyze the internal composition of the entities that 
adjudicate rights and concessions, their formal or 
informal relationship with the bidders and contractors 
and their ties with the political power. 

6. 	 Study the costs for the State and society, in direct 
contracts by the State because of exonerations for public 

biddings. 
7. 	 Elaborate proposals to reform, order, reconcile and 

standardize the administrative procedures in Peru. 

8. 	 Report. 

CIRCLE 6: INSTITUTIONAL EQUILIBRIUM THROUGH CHECKS AND 
BALANCES
 

A. 	 Compare legislative capacities of the Parliament and the 
Executive, branch during the period 1980-88. 

B. 	 Evaluate the actual capacity of the Parliament to supervise the 
Executive Power. 



C. 	 Study a sample of lawsuits filed by private concerns against 
the State. 

D. 	 Revise the role played by the Public Ministry during the 1980-88 
period, in defending the Constitution and legality and, 
specifically its faculty to act as an ombudsman before the 
Public Administration. 

CIRCLE 7: ACCESS TO AND DIFFUSION OF INFORMATION 

A. 	 FREE AND COMPETITIVE PRESS 

1. 	 Compile and systematize the norms that regulate the 
activities of the mass communication media. 

2. 	 Establish the existing relationship between the 
magnitude of the debt owned by the communication 
media to the State and the dependence of the former 

towards the latter. 
3. 	 Establish the existing ties between the volume of 

publicity directly and indirectly controlled by the State 
and the dependence level derived therefrom 

4, 	 Determine the relationship between the economic 
dependence and the contents of information transmitted 

by the communication media. 



EXHIBIT 111-2 

TASK BREAKDOWN
 
YEAR TWO
 

CIRCLE 1: CAPITAL MARKETS 

B. 	 INFORMAL MARKET 
3. 	 Estimate the size of the informal capital market4 
4. 	 Estimate the transaction costs in the informal credit 

markets, as a percentage of the official interest rates. 
5. 	 Report. 

C. 	 FINAL REPORT 

CIRCLE 3: MANUFACTURING SECTOR 

C. 	 LEGAL AND INSTITUTIONAL COSTS OF EXIT FROM 
FORMAL MIRKETS 
1. 	 Identify legal rules affecting the exit of a formal 

enterprise from the market in each of the selected 
activities. 

2. 	 Quantify the economic cost of complying with identified 
regulations. 

3. 	 Compare legal and institutional costs, using selected 
economic indicators. 

4. 	 Estimate the "excessive" legal and institutional costs 
and compare these costs with selected economic 
indicators. 

5. 	 Report. 

D. 	 COSTS OF TRADE WITHIN INFORMAL MARKETS 
1. 	 Identify and quantify economic costs which informal 

enterprises must incur as a result of not having legal 
status. 



2. 	 Identify and quantify the economic costs which informal 
enterprises must incur as a result of being unable to use 
the facilitative aspects of law. 

3. 	 Quantify the economic impact of not having access to 
formal factor markets. 

4. 	 Report. 

E. 	 INDIRECT COSTS ABSORBED BY THE REST OF THE 

ECONOMY 
1. 	 Efficiency loss in the allo ation of scarce resources 
2. 	 Undesirable distributional effects 
3. 	 Undesirable social and political climate 

4. 	 Report. 

F. 	 FINAL REPORT 

CIRCLE 4: MEASUREMENT OF INFORMAL ECONOMIC ACTIVITY 

C. 	 APPLICATION 
1. 	 Apply the ILD's methodology 

2. 	 Analyze results 

3. 	 Report. 

D. 	 FINAL REPORT 

CIRCLE 5: DEMOCRATIC DECISION-MAKING 

A. 	 RULEMAKING IN PERU 
5. 	 Compare the Peruvian rulemaking system with systems 

of selected countries. 
6. 	 Elaborate proposals to reform the regulatory system 

presently in force, in order to guarantee the 
participation of citizens in governmental decisions. 

7. 	 Report. 



C. 	 CIVIL SERVICE 
1. 	 Determine the remuneration level of public officials and 

civil servants. 
2. 	 Analyze the relationship of dependence between the 

political power and the bureaucratic systems to detect 
the incidence that certain laws or regulations have had 
on this process. 

3. 	 Compile data for a profile of the public official or civil 
servant in Peru. 

4. 	 Investigate circumstances in which the vulnerability of 
the bureaucratic system has enabled the direct handling 
of administrative decisions. 

5. 	 Determine the means of access of bureaucratic 
personnel to administrative positions,evaluating the 
possible incidence of political factors. 

6. 	 Study cases related to control procedures established 
against officials or civil servants. 

7. 	 Elaborate proposals to reform the institutional 
mechanisms that select, promote and control the civil 
service. 

8. 	 Report. 

D. 	 FINAL REPORT. 

IRCLE 6: INSTITUTIONAL EQUILIBRIUM THROUGH CHECKS AND 
BALANCES
 

E. 	 Study the jurisdictional activity of the Court of Constitutional 
Guarantees. 

F. 	 Study the controlling actions by the Comptroller General of the 

Republic. 
G. 	 Elaborate institutional reforms to enable a balanced 

relationship among the Public Powers and constitutionally 
autonomous institutions. 

H. 	 Final Report. 



CIRCLE 7: ACCESS TO AND DIFFUSION OF INFORMATION 

A. 	 FREE AND COMPETITIVE PRESS 
4. 	 Determine the relationship between the economic and 

financial dependence and the contents of the 
information transmitted by the communication media. 

5. 	 Elaborate proposals for institutional reforms in order to 

achieve a free press. 

6. 	 Report. 

B. 	 ACCESS TO PUBLIC INFORMATION 

1. Review mechanisms (laws, regulations and 
bureaucratic procedures) that presently deny access to 
public information in Peru. 

2. 	 Identify the criteria advanced democracies use in order 

to define the type of information that should be made 
available to the public. 

3. 	 Analyze the behavior of governors, public officials, and 
civil servants with respect to their furnishing the 
information held by trhm. 

4. 	 Elaborate proposals for institutional reforms to 
guarantee free access to public information. 

5. 	 Report. 

C. 	 FINAL REPORT 

CIRCLE 8: LABOR MARKETS 

A. 	 FORMAL LABOR MARKET 
1. 	 Describe the structure and size of the formal labor 

market. 
2. 	 Identify legal rules that regulate formal labor contracts. 
3. 	 Estimate the economic costs of complying with identified 

regulations. 



4. 	 Estimate the average cost of regulations per worker as a 
percentage of actual and market wage rates. 

5. 	 Report. 

CIRCLE 9: THE JUDICIAL SYSTEM 

A. 	 Estimate the number of lawsuits filed and settled by Judges 

during a given period of time. 
B. 	 Compare the salary levels of judges with remimerations 

earned in the private sector. 
C. 	 Compare the budgetary allocations corresponding to justice 

administration in Peru with those in developed countries and 
some developing countries. 

D. 	 Select a representative number of judges to evaluate their 
qualifications and university and professional records. 

E. 	 Select a sample of judicial resolutions and evaluate the quality 
of the judicial work and their consistency with previous 
resolutions on similar cases. 

F. 	 Analyze the most common judicial procedures, illustrating the 
steps taken, the average time spent and cost of such 

procedures. 
G. Study the possibility of using extra-judicial procedures for 

settling disputes based on extra-legal systems of law. 
H. 	 Report. 

CIRCLE 10: AGRICULTURAL SECTOR 

A. 	 LEGAL AND INSTITUTIONAL COSTS OF ENTRY INTO 
FORMAL MARKETS 
1. 	 Select specific activities where the informal economic 

activity is of major importance. 
2. 	 Identify the legal norms that regulate legal entry into 

the selected activities. 
3. 	 Desc,-be completely the specific steps a citizen must 

complete to register an enterprise. The description 
should include all state agencies the person has to visit 



and the form-filling requirements for each agency, as 
well as an estimate of the fares, rates and taxes to be 
paid in each stage. 

4. 	 Estimate through field studies the amount of working 
and calendar days which a typical citizen, without legal 
advice, must spend to comply with regulations and red 
tape established by law, in order to legally register an 
enterprise. 

5. 	 Quantify the economic cost of complying with identified 
regulations. 

6. 	 Compare legal and institutional costs with selected 
economic indicators. 

7. 	 Estimate the "excessive" legal and institutional costs 
and compare these costs with selected economic 
indicators. 

8. 	 Report. 

B. 	 LEGAL AND INSTITUTIONAL COSTS OF OPERATING IN 
FORMAL MARKETS 
1. Identify legal rules affecting the operation of an 

enterprise legally registered in each of the specific 
activities selected. 

2. 	 Quantify the economic cost of complying with identified 
regulations. 

3. 	 Compare legal and institutional costs using selected 
economic indicators. 

4. 	 Estimate the "excessive" legal and institutional costs 
and compare these costs with selected economic 
indicators. 

5. 	 Report. 



C. 	 LEGAL AND INSTITUTIONAL CO0TS OF EXIT FROM
 
FORMAL MARKETS
 
1. 	 Identify legal rules affecting the exit of a formal 

enterprise from the market in each of the selected 
activities. 

2. 	 Quantify the economic cost of complying with identified 
regulations. 

3. 	 Compare legal and institutional costs, using selected 
economic indicators. 

4. 	 Estimate the "excessive" legal and institutional costs 
and compare these costs with selected economic 
indicators. 

5. 	 Report. 

D. 	 COSTS OF TRADE WITHIN INFORMAL MARKETS 
1. 	 Identify and quantify economic costs which informal 

enterprises must incur as a result of not having legal 
status. 

2. 	 Identify and quantify the economic costs which informal 
enterprises must incur as a result of being unable to use 
the facilitative aspects of law. 

3. 	 Quantify the economic impact of not having access to 
formal factor markets. 

4. 	 Report. 

E. 	 INDIRECT COSTS ABSORBED BY THE REST OF THE 
ECONOMY 
1. 	 Efficiency loss in the allocation of scarce resources 
2. 	 Undesirable distributional effects 
3. 	 Undesirable social and political climate 
4. 	 Report. 

F. 	 FINAL REPORT 



CIRCLE 11: TRANSPORT SECTOR 

A. 	 LEGAL AND INSTITUTIONAL COSTS OF ENTRY INTO 
FORMAL MARKETS 

1. 	 Select specific activities where the informal economic 
activity is of major importance. 

2. 	 Identify the legal norms that regulate legal entry into 
the selected activities. 

3. 	 Describe completely the specific steps a citizen must 

complete to register an enterprise. The description 
should include all state agencies the person has to visit 
and the form-filling requirements for each agency, as 
well as an estimate of the fares, rates and taxes to be 

paid in each stage. 
4. 	 Estimate through field studies the amount of working 

and calendar days which a typical citizen, without legal 
advice, must spend to comply with regulations and red 
tape established by law, in order to legally register an 
enterprise. 

5. 	 Quantify the economic cost of complying with identified 

regulations. 
6. 	 Compare legal and institutional costs with selected 

economic indicators. 
7. 	 Estimate the "excessive" legal and institutional costs 

and compare these costs with selected economic 
indicators.
 

8. 	 Report. 

B. 	 LEGAL AND INSTITUTIONAL COSTS OF OPERATING IN 

FORMAL MARKETS 
1. 	 Identify legal rules affecting the operation of an 

enterprise legally registered in each of the specific 

activities selected. 
2. 	 Quantify the economic cost of complying with identified 

regulations. 



3 Compare legal and institutional costs using selected 

economic indicators. 
Estimate the "excessive" legal and institutional costs 

and compare these costs with selected economic 
indicators.
 

Report.
 



Exhibit 111-3 
Proposed ILD Research Activity Schedule 

Year One 

CIRCLE 1:CAPITALMARKETS Monthl 2 3 4 6 6 7 8 9 10 11 12 

e. Formal Market 

I. Structure and size of formal credit markets 

2. Regulations governing access to credit 

3. Present credit application process 

4. Economic costs of compliance with above 

5. Costs ofborrowing in addition to interest rates 

&Report 
B. Informal Market 

I. Structure of informal capital market 

2. Lending mechanisms and terms 

3. Size ofinformal capital market 

CIRCLE2. HOUSING SECTOR 
A. Legal and Inst Costs of Entry into Formal Markets 

I. Select important informal activities 

2. Identify entry regulations 

3. Dsribe specific step, to title propcrty 

4. Determine average time for titling 

6. Quantify economic costsofcompliance 

b. Cor'pPre costs with economu, indicators 

7. Estimate 'excessive coats based a 
econ. indicaton 

& Report 
B. Legal and Institutional Costs of Coenplisnce 

I. Identif laws forhouse ownership 

2. Quantify cost of compliancs 

3. Compare costs with econ. indicators EM 

4. Estimate excessive legalAnatit. coste I 

& Report E 
C. Costs ofFormal Trarzfer 

I. Iden'.ify rules for sale 

2. Quantify economic costa of compliance 

3. Compare costs to econ. indicators 2Z 
4. Estimate "eocssive" legalAnaL costa 

&. Report 

D. Costa of Trade in Informal Marketa 

I. Quantify econ. coata due to unofficial status 
2. Econ. costs from inability to use facilitative law 

3. Econ. impact of lack of 
access to formal factor markets 

4. Report 
E. Indirect Costs 

1. E~iciency loss in resource allocation 

2. Distributional effects 

3. Social and political climate 

4. Report 

F. Final Report 



Exhibit 111-3 (ant'd) 

CIRCLE a- MA-NUFAZrURING SECTOR 
A. Costs of Entry 

I. Select activities where informality prevalent 

2. Identify entry regulations 

3.Deeribe specific steps to register enterprise 

4. Estimate time to meet regulations 

5. Quantify economic costs of compliance 

6. Compare costs with economic indicators 

7. 	 Estimate "excesive*costs based on
 
econ. indicators
 

8. Report 
B. Costs of Operating in Formal Markets 

1. 	 Identify laws affecting operation of legally
 
registered enterprise 2a
 

2. Quontify econ. cost of compliance 

3. Compare costs with econ. indicators 
4. Compare "excessive coztswith sen.indicators 

Z,
5. Report 

CIRCLE 4: MEASUREMENT OF INFORMAL [Z 

ECONOMIC ACTIVITY 
A. 	 Revision of Methodology 

1. Review ILD'smethodology 

2. 	 Find any additional criteria 

3.Report 
B. Manual Preparation 

I. Describe ILD methodology 

2 	 Prepare coe studies to illustrate
 
methodology
 

3.Report 
C. 	 Application 

I. 	 Select ten Latin American countries
 
to apply ILD methodology
 

2. Collect data
 
a Rep /
 

CIRCLE 5: DEMOCRATIC LAWMAKING 
A. 	 Rulemaking in Peru 

I. Review legislative performance of Parliament 7797/7/7,07 //l7 

2. Study issuance olawa in last three govt. terms 

3. Analyze stateregulations 

4. 	 Study decision-making process in
 
informal organizations
 

B. 	 Administrative Adjudication 

I. 	 Compare administrative procedures
 
in Peru vs. other countries
 

2. Analyze public bidding regulations 

3 Analyze exceptions to public
 
biddin since 1980
 

4. 	Study caseswhere Public Administration
 
adjudications were objected
 

6. 	 Analyze composition and relationships
 
of adjudicating entities
 

6. Study coats due to exceptions to
 
public biddings


7. 	 Propose administrative procedure reforms 
8.Report 



Exhibit 111-3 (acnt'd) 

CIRCLE 6: CHECKS AND BALANCES j
A. Compare legislative capacities of Parliament 

and Executive branch 1960-88 
B. Evaluate capacity ofParliament to

supervise Executive _/___.________________/__ 

C. 	Study lawsuits by private concerns against 
the State 

D. Review role of Public Minietry (1980-88)
 

CIRCLE 7: DIFFUSION OF INFORMATION
 
A. Fre and Competitive Pre" 

1. Examine regulatios or masa media 

2. 	Examine relationship between redia
 
debt and depe--ence
 

3. 	 Examine relationshipbetween State publicity
 
and dependence
 

4. Examine ties between publicity and dependence 



Exhibit 111-4
 
Propose,! ILD Research Activity Schedule
 

Year Two
 

Month1 2 3 4 5 6 7 8 9 10 11 12 

CIRCLE 1: CAPITAL MARKETS 
B. Informal Markets 

3. Estimat size of i -formal capital market "/1 1// /I ///////// //. 

4. Estimate transaction coastsa% 
of interest ates 

Report 

C. Final Report 

CIRCLE 3. MANUFACTURING SECTOR 
C. Costs of Exit from Formal Market 

1. Identify exit regulations 2 

2. Quantify econ. costs of compliance 

3. Compare coats with econ. indicators 
4. Compare excessive" costs with econ. indicators 

& Report E2 
D. Costs of Trade in Informal Markets 

1. Quantify econ. costs due to unoMcial status 

2. Eco. cogs due ta not being able 
to use -dlitativelaw 

3. Econ. cost of blockage to formal factor markets 

4. Report 

E. Indirect Coats 

I. Efficiency loss in reaource allocationi 

2. Distributional effects 

3. Social and political climate 

4. Report 

F. Final Report 

CIRCLE4. MEASUREMENT OF 
INFORMAL ACTIVITY 

C. Application 

3. Apply ILD's methodology ///_ // / // // ///___ 
4. Analyze results 

D. Final Report 

CIRCLE 5: DEMOCRATIC DECISION-MANG 
A. Rulemaking in Peru 

6. Compare rulemaking systems internationally "/ // //" /11 
6. Propose reforms for regulatory system 

7. Report 

C. Civil Service 

1. Determine remuneration level/ 

2. Analyze dependency between 
politiml power and bureaucracy 

3. Compile data 

4. Examine administrative decisions 

5. Determine access oflbureacratics 
to administrative positions 

6. Study cases of control procedures against 
officials or civil servants 

7. Propose reforms for civil service's 
institutional mochanisma 



Exhibit 111-4 (cont'd) 

8. Report 

D. Final Report
CIRCLE 6: CHECKS AND BALANCES zev 

E. Study activities ofCourt of Constitutional Guarantees 

F. Study activities of Comptroller General 

G. Propose reforms for chocks and balance&between Public Powers and other institutions ///// /'////////// ///////./// 

H. Final Report 

CIRCLE 7: DIFFUSION OF INFORMATION 
A. Free and Competitive Press 

4. 	 Relationship between econ. dependence and into. 
5. Propose institutional refrrms for free press
 

& Report
 

B. 	 Access to Piblic Information 

1. 	 Review mechanisms bloeking public info. 

2. Analyze otcial behavior towards public info. 

3. Identify criteria used by advanced democracies to
define public info. 

-, ____ 
4. Propose reforms to guarantee access to public info 

E_7 	 .i 

5. Report 

C. Final Report 

CIRCLE & LABOR MARKERS 
A. Formal Labor Market 

1. Describe structure and size 

2. 	 Identify regulations 

3. Economic coste of compliance 	 " 

4. 	 Estimate coat of regulations per
 
worker as %ofwage rates
 

5.Report 

CIRCLE 9: JUDICIAL SYSTEM 
A. Estimate number of lawsuits filed and settl4/ 

B. Compare salary levels ofjudges vs. private sector 

C. 	Compare budget far juatice administration 
internationally 

D. 	 Examine qualifications of selected judges 

E. 	 Evaluate the quality and consistency of 
judicial resolutions 

F. 	Analyze steps, time and cost of meet 
common jud. procedurea 

G. Extra-legal procedures for settling disputes 
IL Report 

CIRCLE 10: AGRICULTURAL SECTOR 

A. Costs ofEntry 

1. Select activities 

2. Identify entry regulations 

3. Describe specific steps to register enterprise 

4. Estimate time to meet regulations 

5. Quantify economic costs of complying 

6. Compare costs with economic indicators 

7. 	 Estimate 'excessive costs is-a-via
 
econ. indicators
 

8. Report 



Exhibit 111-4 (cont'd) 

B. 	 Costs of Operating in Formal Markets 

I. 	 Identify laws affecting operation of legally
 
registered enterprise 2D
 

2. Fir econ. cost of compliance 

3. Compare costs with econ. indicators 

4. Compare 'excessive* costs with econ. indicators
 

& Report
 

C. Costs o(Exit 

1. Identify exit reg-alations 

2. Find econ. costs of compliance 

3. Compare costa with econ. indicators 

4. 	 Compare *excessive* costs with scon. indicators
 

. Report "/
 

D. Costs of Trade in Informal Markets 

1. Quantify ocn. costs due to unoiflcial status 

2. Econ. costs due to lack of facilita..ve law 
3. 	Econ. impact ofinability to
 

acce" formal factor markets
 

4. Report 

E. Indirect Costs 

I. Efficiency loss in resource allocation 

2. Distributional effects 

3. Social and political climate 

4. Report 

F. Final Report 

CIRCLE 11: TRANSPORT SECTOR 

A. Costs of Entry 

I. Select activiLies 

2. Identify entry regulations
 

& Desribe specific step to reister enterprise
 

4. Estimate time to meet regulations 

6. Quantify economic costa of complying 

6. Compare costs with economic Indicators 

7. Estimate 'excessive cost. vi-a-vis 
econ. indicators 

& Report EZ 

B. Costs of Operating in Formal Markets 

1. 	 Identity laws afecting.operation of legally
 
registered enterprse
 

2. Find econ. cost of compliance 

3. Compare costs with scan. indicators 

4. Compare "excessive costs with econ. indicators 

6. Report 

7777 



EXHIBIT 111-5
 

MANPOWER DEPLOYMENT
 
YEAR ONE
 

MA NAGEMENT AND COORDINATION 	 %of time spent 

Hernando de Soto 90% 
Luis Morales-Bayro 90% 
Julio Velarde 15% 
Alberto Bustamante 15% 

Total Person-Years 	 2.1 

CIRCLE 1' CAPITAL MARKETS 

Circle Leader: 	 Julio Velarde, Economist 30% 
Members: 	 Economist, Category A 100% 

Clara Ogata, Economist 100% 
Ana Lucia Camaiora, Lawyer 10% 
Percy Marquina, Economist 40% 

Total Person-Years 	 2.8 

CIRCLE 2. HOUSING SECTOR 

Circle Leader: 	 Jorge Fernandez-Baca, Economist 20% 
Members: 	 Economist, Category A 100% 

Maria del Carmen Delgado, Lawyer 65% 
Mariano Cornejo, Architect 85% 
Percy Marquina 10% 

Total Person-Years 	 2.8 

CIRCLE 3: MANUFACTURING SECTOR 

Circle Leader: 	 Julio Velarde, Economist 30% 
Members: 	 Economist, Category A 100% 

Hugo Eyzaguirre, Economist 40% 
Fernando Chavez, Economist 100% 
Pierina Pollarolo, Lawyer 10% 

Total Person-Years 	 2.8 



MANPOWER DEPLOYMENT EXHIBIT 111-5 

CIRCLE 4: QUANTIFYING THE INFORMAL ECONOMIC ACTIVITY 

Circle Leader: 	 Jorge Fernandez-Baca, Economist 30% 
Members: 	 Hugo Santa-Maria, Economist 100%
 

Economist, Category B 100%
 
Percy Marquina, Economist 50%
 

Total Person-Years 2.8 

CIRCLE 5: DEMOCRATIC DECISION-MAKING 

Circle Leader: 	 Alberto Bustamante, Lawyer 70% 
Members: 	 Pierina Pollarolo, Lawyer 75%
 

Ana Rosa Martinelli, Lawyer 100%
 
Julio Velarde, Economist 10%
 
Jorge Fernande.-Baca, Economist 25%
 

Total Person-Years 	 2.8 

CIRCLE 6: INSTITUIrONAL EQUILIBRIUM THROUGH CHECKS AND 
BALANCES
 

Circle Leader: Ana Lucia Camaiora, Lawyer 75% 
Members: Lawyer, Category A 100% 

Carlos Gandolfo, Lawyer 100% 
Jorge Fernandez-Baca, Economist 10% 

Total Person-Years 	 2.85 

CIRCLE 7: ACCESS TO AND DIFFUSION OF INFORMATION 

Circle Leader: 	 Maria de los Angeles Murillo, Lawyer 85% 
Members: 	 Lawyer, Category A 100% 

Hugo Eyzaguirre, Economist t5% 
Maria del Carmen Delgado 20% 
Maria Lourdes Sanmartin, Lawyer 20% 

Total Person-Years 	 2.7 



MANPOWER DEPLOYMF,.'T EXHIBIT III-


IMPLEMENTATION AND PROMOTION 

Manuel Mayorga, Implementation and Promotion Manager
Guido Lombardi, Director National Dissemination 

100% 
100% 

Humberto Ponce, Lawyer 100% 
Daniel Herencia, Engineer 100% 
Maria Lourdes Sanmartin, Lawyer 80% 
Jackeline Silva, Lawyer 100% 
Rosa Estrada, Lawyer 100% 
Pedro Salinas 100% 

Total Person-Years 7.8 

TRAINING 
Director of International Training 
Administrative Assistant, Training Program 

100% 
100% 

Hernando de Soto 10% 
Luis Morales-Bayro 10% 
Julio Velarde 15% 
Alberto Bustamante 15% 
Jorge Fernandez-Baca 15% 
Hugo Eyzaguirre 15% 
Mariano Cornejo 15% 
Pierina Pollarolo 15% 
Maria de los Angeles Murillo 15% 
Maria del Carmen Delgado 15% 
Ana Lucia Camaiora 15% 

Total Person-Years 3.55 

Person-Years %of time spent 

Management and Coordination 2.10 6.5% 
Research 19.55 59.2% 
Implementation and Promotion 7.80 23.6% 
Training 3.5510.7% 

TOTAL 33.00 100.0% 



EXHIBIT 111-6
 

MANPOWER DEPLOYMENT
 
YEAR TWO
 

MANAGEMENT AND' COORDINATION 	 %of time spent 

Hernando de Soto 90% 
Luis Morales-Bayro 90% 
Julio Velarde 15% 
Alberto Bustamante 15% 

Total Person-Years 	 2.1 

CIRCLE 1: CAPITAL MARKETS 

Circle Leader: 
Members: 

Julio Velarde, Economist 
Economist, Category A 
Economist. Category B 
Clara Ogata, Economist 
Ana Lucia Camaiora, Lawyer 

15% 
90% 
50% 
50% 
10% 

Total Person-Years 2.15 

CIRCLE 2: LABOR MARKETS 

Circle Leader: 
Members: 

Julio Velarde, Economist 
Economist, Category B 
Clara Ogata, Economist 
Ana Lucia Camaiora, Lawyer 
Percy Marquina, Economist 

15% 
85% 
50% 
10% 
60% 

Total Person-Years 2.2 

CIRCLE 3: TRANSPORT SECTOR 

Circle Leader: 	 Jorge Fernandez-Baca, Economist 20% 
Members: 	 Economist, Category A 85% 

Economist. Category B 20% 
Mariano Cornejo, Architect 85% 
Maria de los Angeles Murillo, Lawyer 20% 

Total Person-Years 2.3 



MANPOWER DEPLOYMENT EXHIUIT II-b 

CIRCLE 4: MANUFACTURING SECTOR 

Circle Leader: 	 Julio Velarde, Economist 15% 
Members: 	 Economist, Category B 100%
 

Hugo Eyzaguirre, Economist 30%
 
Fernando Chavez, Economist 50%
 
Pierina Pollarolo, Lawyer 10%
 

Total Person-Years 	 2.05 

CIRCLE 5: AGRICULTURE SECTOR 

Circle Leader: 	 Julio Velarde, Economist 15% 
Members: 	 Economist, Category A 100% 

Hugo Eyzaguirre, Economist 30% 
Fernando Chavez, Economist 50% 
Pierina Pollarolo, Lawyer 15% 

Total Person-Years 	 2.1 

CIRCLE 6: QUANTIFYING THE INFORMAL ECONOMIC ACTIVITY 

Circle Leader: 	 Jorge Ferniandez-Baca, Economist 35% 
Members: 	 Hugo Santa-Maria, Economist 100% 

Economist, Category AB 45% 
Percy Marquina, Economist 40% 

Total Person-Years 	 2.2 

CIRCLE 7: DEMOCRATIC DECISION-MAKING 

Circle Leader: 	 Alberto Bustamante, Lawyer 70% 
Members: 	 Pierina Pollarolo, Lawyer 60% 

Ana Rosa Martinelli, Lawyer 100% 
Julio Velarde, Economist 10% 
Jorge Fernandez-Baca, Economist 10% 

Total Person-Years 	 2.5 

(f * 



MANPOWER DEPLOYMENT EXHIBIT 111-6 

CIRCLE 8: INTITTUTIONAL EQUILIBRIUM THROUGH CHECKS AND 
BALANCES
 

Circle Leader: 
Members: 

Ana Lucia Camaiora, Lawyer 
Lawyer, Category A 

30% 
100% 

Carlos Gandolfo, Lawyer 
Jorge Fernandez-Baca, Economist 

100% 
10% 

Hugo Eyzaguirre, Economist 10% 

Total Person-Years 2.5 

CIRCLE 9: JUDICIAL SYSTEMS 

Circle Leader: 
Members: 

Ana Lucia Camaiora, Lawyer 
Maria del Carmen Delgado 

30% 
85% 

Lawyer, Category B 100% 
Jorge Fernandez-Baca, Economist 10% 
Hugo Eyzaguirre, Economist 10% 

Total Person-Years 2.35 

CIRCLE 10: ACCESS TO AND DIFFUSION OF INFORMATION 

Circle Leader: Maria de los Angeles Murillo, Lawyer 65%
 
Members: Lawyer, Category A 100%
 

Economist, Catego. A 25%
 
Maria Lourdes Sanmartin, Lawyer 20%
 
Hugo Eyzaguirre, Economist 10%
 

Total Person-Years 2.2 

IMPLEMENTATION AND PROMOTION 

Manuel Mayorga, Implementation and Promotion Manager 100% 
Guido Lombardi, Director National Dissemination 100% 
Humberto Ponce, Lawyer. 100% 
Daniel Herencia, Engineer 100% 
Maria Lourdes Sanmartin, Lawyer 80% 
Jackeline Silva, Lawyer 100% 
Rosa Estrada, Lawyer 100% 
Pedro Salinas 100% 

Total Person-Years 7.8 
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TRAINING 

Director of International Training 100% 
Administrative Assistant, Training Program 100% 
Hernando de Soto 10% 
Luis Morales-Bayro 10% 
Julio Velarde 15% 
Alberto Bustamante 15% 
Jorge Fernandez-Baca 15%
 
Hugo Eyzaguirre 15%
 
Mariano Cornejo 15%
 
Pierina Pollarolo 
 15%
 
Maria de los Angeles Murillo 15%
 
Maria del Carmen Delgado 15% 
Ana Lucia Camaiora 15% 

Total Person-Years 3.55 

Person-years %of time 

Management and Coordination 2.10 5.83 
Research 22.55 62.64 
Implementation and Promotion 7.80 21.67 
Training 

_5 

TOTAL 36.00 100.0% 



IV. BUDGET
 

This chapter presents our budget for the next five years. This
 
budget incorporates annual increases of about 5 percent in expenses.
 

Exhibit IV-l reflects additional staff, equipment, and space
 

costs. It ak o includes the new proposed activities of the
 

internation4J training and dissemination program and ILD-USA.
 

It should be noted that the line item for international
 

training and dissemination does not include all costs proposed for
 

that activity. The salaries and fringe benefits of the director of
 

international training and dissemination and his/her administrative
 

assistant are included under ILD-Lima direct labor and fringe
 

benefits. Also, 15 percent of the direct labor and fringes of ILD
 

management and staff will be applied to international training. In
 

addition, '.0 percent of the total direct costs have been attributed
 

to international training. The international training activity in
 

the first year will amount to approximately $470,000, in direct
 

costs.
 

Exhibit IV-2 lists all current employees, their salaries and
 

fringe benefits, and the employees that we propose to hire if this
 

grant is approved.
 

IV-l
 



PROJECTED EXPENSES
1. DIRECT LABOR 

A. ILD-Lima 
B. ILD-USA 
C. Cousultants 

1. International 
2. National 


Total Direct Labor 


2. FRINGE BENEFITS 
A. ILD-Lima 
5. ILD-USA 

Total Fringe Benefits 

3. TRAVEL AND TRANSPORTATION 

4. NATL ADVOCACY & DISSEMINATION 

5. INTL TRAINING & DISSEMINATION 

6. OTHER DIRECT COSTS 
A. Telephone/Telex/Telefax 
B. Mail and Courier Service; 
C. Computers and Equipment 
D. Rent 
E. Security 
F. Custodial Costs 
G. Insurance 
H. Evaluation and reprogramming 
I. Financial review 
J. ILD-USA 
K. Other 


Total Other Diret Costs 


TOTAL PROJECTED EXPENSES 

PROJECTEDINCOME: 
7. OTHER DONORS INCOME 

A. CIPE 
B. Others 

Total Projected Income 

3. AID REQUIREMENT 

TOTAL PROJECTED INCOME 

• Not committed, but anticipated 
•* Not committed 

EXHIBIT IV.1 
ILD PROJECTED BUDGET 

FIVE YEAR BUDGET 
TOTAL PROJECTED EXPENSES AND INCOME 

YEI.R I YEAR2 YEAr.I 

$978,000 $1,026,900 $1,078,245 
$75,000 $78,750 $82,68P. 

$126,000 $132,300 $138,915 
$66,OOC $6930 $72,765 

$1,245,000 $1,307250 $1,372,613 

$104,400 $109,20 $115,101 
$15,000 $15,750 $16,538 

$119,400 $125,370 $131,639 

$120,000 $126,000 $132,00 

$116,400 $122= $128,&31 

$165,600 $173880 $182,574 

$30,000 $31,0 $33,075 
$30,000 $31,500 $33,075 
$78,000 $20,000 $0 
$48,000 $50,400 $52,920 
$30,000 $31,500 $33,075 

12,000 $12,600 $13,230 
$5,000 $5250 $5,513 

$20,000 $21,000 $22050 
$10,000 $10500 $11,025 
$60,000 $63,0 $66,150 
$36,00D $37,800 $39,690 

$359,000 $315,060 $309.803 

$2125,400 $2,169,770 $2,257259 

$210,000 * $210,000 $* $210,000 * * 
$115,400 ** $114,770 ** $117,259 ** 
$325,400 $324,770 $327,259 

$1,800,000 $1845,000 $1,930,000 

$2,125,W40 $2,169,770 $V.2,259 

YEAR4 YEAR5 

$1,132,157 $1,188,765 
$86,822 $91,163 

$145,861 $153,154 
$76,403 $80,223 

$1,441,243 $1,513,305 

$120,856 $126,899 
$17,364 $18,233 

$138,220 $145,131 

$138,915 $145,861 

$134,748 $141,485 

$191,703 $201,288 

$34,729 $36,465 
$34,729 $36,466 

$0 $30,000 
$55,566 $58,344 
$34,729 $36,465 
$13,892 $14,586 

$5,788 $6,078 
$23,153 $24,310 
$11,576 $12,155 
$69,458 $72,930 
$41,675 $43,758 

$325,293 $371,557 

$2,370,121 ,518,627 

$210,000 * * $210,000 * * 
$60,121 ** $98,627 ** 

$270,121 $308,627 

$2100,000 $2210,000 

$2,370,121 $2,518,627 



EXHIBIT IV-2
 
SUPPORTING INFORMATION
 

D[RECT LABOR- YEAR ONE 
ILD Lima 

Fringe
Name Salary Benerits 

Hernando De Soto $7 0$7X9 
Luis Morales-Bayro $60,000 $6,000 
Julio Velarde $54,000 $5,400 
Alberto Bustamanta $36,O00 $3,600 
Manuel Mayorga $36,000 $3,600 
Daniel Saba $36,000 $3,600 
Jorge Fernandez-Baca $30,000 $3,000 
Hugo Eyzaguirre $24,000 $2,400 
Guido Lom bardi $24,000 $2,400 
Mariano Cornejo $24,000 $2,400 
Daniel Herencia $19,200 $1,920 
Pierina Pollarolo $18,000 $1,800 
Maria de Ins Angeles Murillo $18,000 $1,800 
Maria del Carmen Delgado $15,600 $150 
Fernando Chavez $15,600 $1,560 
Clara Ogta $15,600 $1,560
Ana Lucia Camaiora $15,600 $1,560 
Humberto Ponce $15,600 $1,0
Hugo Santamaria $12,000 $1,200 
Maria Lourdes Sanmartin $9,600 $960 
Ana Rosa Martinelli $9,600 $960 
Jackeline Silva $9,600 $960 
Elsa Jo $9,600 $960 
Percy Marquina $8,400 $840 
Carlos Gandolfo $7,200 $720 
Rosa Estrada $7,W00 $72D 
Elvira Barua $7,200 $720 
M. Alejandra hada $6,600 $660 
Ricardo Espinoza $6,000 $600 
Mario Mendieta $4,800 $480 
Pedro Salinas $4,800 $480 
Roger Espejo $4,800 $480 
Cesar Ocharan $3,600 $360 
Roger Espinoza $3,600 $360 
Patricia Jimenez $3,000 $300 
A. Cecilia Gorrio $3,000 $300 
Cecilia Goilaz $3,000 $300 
Silvip 3rtigas $3,000 $300 
SUBTOTAL $655800 $65,580 

To Be Hired: 
Director or Intl. Training & Dissemination $66,000 $13,200 
Economist, Category A $42000 $4,200 
Economist, Category A $42,000 $4,200 
Economist, Category A $42,000 $4,200 
Lawyer, Category A $36,000 $3,600 
Lawyer, Category A $36,000 $3,600 
Economist, Category B $30,000 $3,000 
Administrative Assistant, Training Program $3,600 $360 
Secretary, Finance Manager $3,000 $300 
Translator $18,000 $1,800 
Librrrian $3,600 $360 

SUBTOTAL $32,200 $38,820 

TOTAL $S7800 $104,400 

* 10% of salary 
* 20% of salary 
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APPENDIX A
 

FINDINGS AND IMPLICATIONS OF ILD'S
 
PREVIOUS RESEARCH
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put up 271 ieAnr le.I kJ ' iidU16*40. 9/ ie I I I wri(16.', 1 111.il 1 .,4. ) J . and umcp i uvi eQrV L 11 16 VI iu cCJtlFrL~urut /wry fw.vur sdilcI.eu' I ror t' ov t.-'r -LPi L I iww t~ 0e: y w 
v a.W1U th U11 

b~~t 1.1I LI FI 
r *A ro.r VOCch mn..r 11.101 . l L.11.)cmm I ibt Orl put u 21~~,m~..Arb -t i'0e,Ae a UU I faQ Lithtw A.41e3imtI .1 l' .ule11,11111WJ 1 Witt)

aI I. 
cu I L .orm iv chomeeneLeeyri.1b a ~ec~ Lir j.~p'ir lt.rttcI.. YwVL ll. WU .I.j04.11 tccl mud ar,# Li hUaa 

I / (ifg C ~fIeLrpel.rt u f thuw 11.1)'m 1iIednr9L.iie~ap 1.cr .tr 'w (.1 
iJuberAIW11 i 1 LIhi uVL111iU the.in boock "L. Utra ljwndwr.e" Wnid .3.th 
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In 1-.hr? r:nnp1p mf traninarti, fndingw of orcl.t,11 tmnortricom wririi~re1 (1. 1t wtN discovrep that thni~ nfcjrnuaJt pircvidil 9.7. 0-fl:-o mst1,i1 trtintspcortnvtjin f It. and 00%'/ of mtrnt1.nn r.nr1iThin i r rt Iim " it rrp1 1i'mqnt vnJui nF IiC* 6~20i mi 1 Iwhi r.h mst'il hipq 4iddiej 1J3* '1O'Y mil ion t frlqu 
n to~ 

rep'tr D'it'?rrvior pvr rRI , 
',atvl in sI t n, snepm portoa, ntnrj0$ rrof.rt r .ti it'~~.4 tilt j. nr-r vI r o:- n~ wk'", t he.? c~rMA Ii ri nr ornir,r-r..,ror t n re x.I!ctIuI i r i r;#Im oo95%s The avr-rnorp

trrittI lg,~.i InAf~011 t: (Ion t M wh i I M ri 
Art.* riti a Ir-r .iv'irv'f 

mnari wri-ntgorn .. i, "i ~ttinpvrnr.tr9 ,iri USA* rim.1 . 

r ii I 1 v, I in mn I Lo rif ti-e' Tm'et thtI Jn4'arii tnim'rnr I;i.or i rint iI.I~gp~ 'I% f I i ruii t "irp.-tor tO MAAIi fV t'':Ii W, 1~ . t wrwisC.r-III.- I r i e I. A ", trielIrrmtri" , he. mmthocki lV ttsl v IfT .1) %Iwrciv I r~rqil I1 ,tit Pri 1n a I 1 1.1 rr nt.i of I* rmi I. k~YI' ori I r: norr I% r*o.-ti. I-r rw~it /i'n ml ni nr rqui nmr'nt p 1.1 iCve
.1rl Ii 

j f-14 , pri~mr-irv,'q mln'f t I .I-,it i,qit I Ii t. I. o~r:t:ntm f or n. k lprAits 60%. oi; . IItP !r 1:i~,.nIrnmri +ur i i I.ur n product I on onwd fompy VY/. riF t(,-)4 I.- j o r. i.itic t: i cirl.1lhr, ] L)ItIrp r~tsL imAltv-S inMd i Cnt t 11*1.ut. 1n 1-or maI I nldu-if.ri n,,r.0mn#~, ~/. F i ndutiLrimlt prectcro ra/ r 
o1Irtnwrt. mrioA. indI.,untrkiiil mirr anda i g r~nesrmft.ro 10%ri o+ k.hr. V'.i 1I.ur ' (~rg in the' owir'!c .or 

It. Srneond Fridingi The Existonco of InatitutionMl andLegal Obtacle% 

An rfm.r,uj 1. oF I t.s i lndinets. thr? ILI') dopi~'1dri 1:nwhiv o 1 I. (:)f i nvr,.l j n.-i,Ir, 
i n-f rmai I v. Throunh 

th i - (ftti 
niu 

r vtrpr mn 
tin 

nur L£dI cpnterf)y wuii Ii i ItJcn nre1I
andir thrlo ntua.Iv oP r!-A Icnu.ir.i I~I., i loveirej UieL ntr'.reou ubmtoa: Inncnnm1.r ,"i rt r.fno~~ ~- lo-ifthan' tavel opnlon t of thwou orat i vi LAI l. 11n '?+ -fI- I .i t wii'i dr~t.-rmi nnc thwit *\-he 1Imrk. of 1inoil I v han i vr cotq I I1:rnflm'fliir~nr .- -for the I nlormA3% bect t i t Orpr ivc.,' ti.n rifk hi,op +-,%'P 11.I."i.i yon Aapm t - of thot I aw -tornpirt.v r Iohtaere~ .- int ririi -r Ac9. lo Lor Lm- wh i ch tlIrr indiip*rtnm#0Ag'.+orFijrily, 'ir aaik hrecmmonm appmr-K-nl: that ml:v,the~ princpl rcoo.itvr wjr.,', rprrl!e] fmnw w'1 t.11" wav in wh. aci t Fho r'i I c:-; p'.'a,' 

1. The obstacles to formal 
economic activity
 

Obs'tc.lr. tr~r 
 mt two 1rvve',v in nat--
A rt to formill ',ronirur? .1i J 1- r in ri.mai ning in them. Th," 11-15 {ct-icIn 1.hm.ot-dr~r to nw!,-M.q Ir-gndlv peonle hitve 

in 
to mwot mt jrrifvs mfcoqt-i impooliedi by stattwthin under diffL'rmt-t reopulwhiro. Frspnamplre, in thP. CiRWf of hounilng, a Ilarge- wortionpopeil iitinn oFf. tipdooni not Iinve~ thn, roimourcendivveIIot~tprI 1 *nd in m rriamnt i m 

t buty a pi or**' of 
zrne. Thu~m p thol r onI vIui-ol. al L.?rnnLl.v i 1 to reqummt povernmn t, aditclic:adxormn ri-idreJ wwiu plot a F douvsrt of
1atnd the" I.mo.rz M.b'..rdonrttrruIrr.1tr in the~ country. 
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Howeve,-. bv followino the trail of actual documents. the ILD
found that the procedures for adiudicatinQ undeveloped state
land actually take a minimum of 56 months and the completion
of 207 adrninitrativu wteps, involving 48 public o fices.
The avcrage Lct?,-t per famnily, not including the putrchase
price of the land, is US* '2,A50, the eLUiValent tJ' 4 years
ancd G mc)nths of income for a person who earns the minimum 
w Oe. To thi s i t must be added 27 months of red tape to
obtain the license to develop the land and build on it. All 
t his ineann on averatqe, 7 yeal's. 

f, LI rtr .,uI of iiuch obsatacles, the invasion of stcte l .id 
I',-,I, lL-coe i-hu only recourse of the poor for oalitnn accessi.,o I'Iroirno. In 1985 in Lima, according to police statistics. 
there e re 22 invasions of public and private land. In this; 
same vear,. tl-r-re were only .3 legal adJudications of land. 

l:mw:.t ivadLr s of public land will eventual ly ha.L recoon3zed
by Lhe ::ate. but in order -to net l-ga.i title to their plott.
Lhe !ettler5 will have to comply with red tape that ta|k.e,. ar,
,.wvt.r,wtge of 2, vars. Until they obtain title, their tatu, 

Wi V.h r'cr't.d 'to commerc, the ILD hasi calcul .dAd th,,at vAlireet.
v,...ii'J&:(, duC- to the, fact that they do nut have ac.es, to".'tdLIit.. ll '- J LffO),l formns of business ornaniza ti on, , ,.v;.: lto wcti t
,.,rI ,,.g a, v. : 1I vur',s -from -1.l1u moIntrI t th ,y d;J; lCI: 't riQ 
C.--:trt.,Lrtktj mair": t., r commr rcial c, nter Lint] 1 thev cir, buen i
(t.o do !i1. Of this. 9 years and El mnnths are rEquired for

l 

C 'mi1 v iii(i w iLth bureat.tcratic steps and the rest Lf the timie
I !.'; -t; ,I.I..(enr- in organ x z.i na themuel ves i rif ormilni 1v au 
en k-r uon I' el s.ir r 

Thue ce o+ tre.nyport is even more dramatic. 'hY state
1: * dol,'ie not permit loal accesu. It onIv siporac..ically
'Q low.i thoteL? who have lreadv invaded tranport r'oLttesb tor'OCEaVi.Yi. tOrinli.l reconnition. If legal accer.;i wer'e permitted,

i..D" '[be ;t L,timitLte i:.s that compliance with red tape would
 

Fi nl,.liv. Ln rnnm)U-actrino, th II. D cornduc Led a cOinoI Lte
"i.1 11Lt I 0 Lon 'i. he procem that rrit.mt be fo 1owed to Iw '.lalIv
regi, ter tn activi t and start production. This wa-s done by,r,,,;t c I J iwr1)imala I narment factory, wI th two u.wi ig
rhllil'toFL l:.'LL, in zr indUs 'rial ui Le on thu ritiuki rts nV Litiar ,
F i w yen iti'it adm na~lr I~i104! tyv )t A and ragii m i -4 r u t-.t vyC I avivere:: ',nPl j.:.L'1 :ill of t1lo ]eu(al rqLliremerlt , o ror frr.m oFfJ ce 

,- Vl C.,C, r t:i ni,jn -1.h di + wrent p r t, qui reid p vr in%.i nt,4i
lL 1 1 1:.-f1! [Iye. I1pt ccarefui records o. the time pr : and,•i I L:.r,rl . d atrainmud thet rkil.m tw on a chart, Worki nic
huur':. a day, i t took 269 d.s to complute til red t: ,pur,(-'quirt,aentti. 'ren timou they vwere mwisked for bribejo tncd wwerefrorrcLL LC pay th.m Un two occawionsi ii orde:r to jprri;;,wrJ. 1,,
• -.,rm, o; foregone income and empeniiei incurred, the 2B9 rlay% 
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a ri to, v, i.~ 1 ?nt to A cno-mt of US$3 1,2l21 ti m~' kj.. ini milin 
Iriroi a V171Wt rin a 1~"M I tor,' th or', In n1 r.,~1.nht~b~i o~ not on~ Iv 11 mi -1. n~ m-cC:r*~~i - .~ I..Il Al1 9 in -.r'; ' ,h t t~ o + n +~. m-ror IfrI. 4to r:) dr-; 

kor r.,f!)C Amtp1 r. V. ACCP rvu rIt 0 C:Ain tel v(.-n 1)r., 1:nr' I%, Fr'* 441:1otI~ i i ni~p :m hnrmri~ p f3k/ ^11I 
'- AA o:f c-r $?71i I Ii F r, i 'M ;4n i :* v ist i nm wr4 or; tirovi dsnr I.v E: rr 

:1nteti tu-+in ni ir~rf.inll vr.o r ci. I I r-d I..1-~1..kIINh v t.hr. sttaF..u, Yort. fthio m;.1u ilv (). 2% ri 
i ri Firnii eoeht rr- r ir oonjv n Ar;r morj 14: 1n . , onff i r.-A ;p I7) nlv itto cr::rtlIv ooM I I rj iviooI m-r-1-(:lr-F"nd wrompliroot4 in.FnrmaJ rou~rror-m. Mr.,Arwhi I r.!Sin ri Lhio, IA0M R,+ormal ~o:crt:ei vv s1i.'t%.i di rl ti-rrio+ rfwur'wo. vinh jh.c omrs at t hrI e

i nf k 
oipo-n.. o-f rwvi nnn q.,i n'r I+ I thon rn I-.r jiq four ti moni

Thi n . nno 
th or nnmi n.~-AI n t &--rr--;$I-- r-,-4IF.r.%.r ro.%I1ar rood if mAr k rt: n~i i v; t r. ry tr o I I od nv! 

bi.f r i h or!r m- r'o I t I-g r7 -4 1I 

rg ttnt mn 
msn -1t ion t)4 *ivlII1 fr&'.' . I i 'r,'1 , rla or - .-4:ibi. a r

i nf I uionei'. A9 a ror..rrinrimi r- p-rn M rjr, n 
f. 4:F-rr.;' FjII f #r~~:* iI pIir~fII ri~FY I.[ . nlI" dIv 

A -si mi I Par TO tuati on r':xicr,.; wi 1-j.h ror-1.r d fri1hr? I' 'c. r.r. 1v i I, ~ vu s~i-ih* o-f th doFbt ii kh. ki rv~~octino.rIrH rr-!su] 1: ov i ,-d r'a n tji t1.~11. Inon Il st r maturr t h~i 
:k 

onf tu~: rDr!r froi V.: o j.'.d-it-~f.ite--ovinrd a'r f.cri'mo~nij ~n to~ ar~ntr-nct 
e-+ -: ivro I o ! 'I I I:91C11.11a ant-bi-nf.f it 

t~on 
Pnl v'i t .in~d orrr.-inutru-:.:r.v ~,,. lt byv or q a : u n IF .: 

I t,r t ,1r o,r-j1.j-Lv t .h
t~* .i.r ;o-. . I'Ov .I ~tr rJ..)- llf: h (7crn r .~rtoo nv.,t +o br.-hn -q-i or r . t.i v F Ion 1.j1_i. t~ .' L[h rr k .n-F Peoru him.:3 - paiv th:: Pi- 1%1:c.,
 

TI to.- 1) r) '~ 
 i r iiv.a rorcytarrh hi-xn novrl Lh.. It-.-I.-: t- rno:r r, .! thr Loot Lr vm-o or-_,;ti,n,-: cutt of form.tiIlilJr~v,"1L',iLr'rJ t-hor.cortn of :. Vh* (I.J)rlim ni nq'srn.iO. .* *ormini.1 f irmi wi th 
I oo-i I hv i ntr-rmoxo -fifLv*t-4 1 Inr) I,oo-~;r..h. Tr± Ir'"M.ie~ni rfo.nr-r-n-'rq Ifk~co oniI 2:3.3% of thei rr;~.(76. 7%) oolp ar-os rifits,: -hr-to the oovernment 

r. : 1-. aF bu- only Z2.9~% in iht I n Wi; thr, oiirri-ri.1 it i in%ir,nk onm htr~trr. .ts'mpr- or £n m~eLinr iovur~trnmenn mo.ndmtedr tnorcl a 'lr~ * e
 
It i , clea.r thal, many costs ar
whicih born!- by formal~ busi nessc-.n:,ri-1 Lt.A orr-n~tl1 to i ncropaing ro'ntm~ 0+ cDraduati onand/r reduICin0 OL PU L SLUch as price controls. cOMoErsL~ryPut-c ham of inpLItS fromn ~n ds lecomr)nies. etc. 

of output to siteon~While thte 
 ILD has not rrnsnprahtdcvt.it would do Lhorop to140 Undpr this~ p-ootsp~l Thv- Full. (2Dlthe socixtv to.o-F I c- a ' anid institvtion. ; constraints in, notcortu~rzteu withOUt it. 

2. The lack of facilitat.ve law 

The px aes s ive cost of~ e~nt r in a th I formai Irpm~ini no ect or -Aridthr"u meantn thnt i nformnil s cannot takr- ad(Vprtaooof th:e far-j I it.ative a mpecto of t-hep .Iw, I.-rincinallripti. SERCUrity o-4contrxcts. Prmevt 
And torts. 
 Ani the- ILD1ditcoyered, this ham hi ermrr-mous implications -fo(r devreloomen-. 
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Indeed, how 
much investment would have taken place in 
the
western world 
 without well 
 defined and 
 secure property
 
rights and court systems to protect them? 
How many
invennt ions would there 
have been without p tents orroy/alties? 
 How many long term investmant- would have been
made without 
 secure contracts? 
 How many riskls would have
been taken if there were no limited liability or insurance.apolicies? Or how much capital could have 
 been pooled
without tinimied liability companiem and shareholder s5ytems?HowlIlnlv tines could one have failed and then started againif debts could not be converted into hares? (And how manyriomDarie5 coul d have prospered and grown 
over 
time iF there
 
were n'o 
 perpetual succession? Could industrialization have
taken place without the ability to 
 exploit economies of
,s:ale? Given the 
 importance of these facilitative aspectii
of the law, it is worthwhile considering them 'Jparately.
 

Property Rights 
 serve a fundamLpntal 
economic function; the
as. .- ,nmenor Wi thout
t rcsourcws. wel 1. dif i nod property
rjuhl.s, all activity and exchange is difficult. When neither
g:'lu.ivity nor the right to transfer resources e,'ists, the
means fur determinino relative 
values and for 
 mqximiz'ino
wconomilc benefits 
 are lacking. 
 On the other hand. the 
more
secure property rights are, 
 the less costly tr,-ritsactiLons,w.il1 be 
 Sand the gruater will 
be the interest in di scoverin 
.
and takiro advantage of existing economic opportLuniLies.
 

fUr of
I'lus, the Untct .on property r'ights i5 to -r(r:our'aCj(r. thwte
who hsold 
them to add vaiLIe to them by innovating, investing,or combinino them productively. 
 All of the ILD's emp.iric
r esear,:h reoarding .
 
property demonstrate, 
 incontrovertibl.


L.h,,,t tIl. of1c0C .ecure property rights wnormoLu,.it reduc:uwL0in produLct.ivitV 0i the mraj.ority of PerLvians. 

Nut hleyl',] i- l recognition of their ouelsiOnrl 
 cduie
r)e~ol~ iII Informal se"Ltlements to limit their Investment irs
tbems. "hrrt1h a 36sample of rottlem.ents, 
it w i" dturmined
 
Lhj-t, an -%vu~rag3e, investment incroased 9 ti IusC oVEr.D. vuearuonc, people h d title to their land. 

Contracts to :.chunge goodb 
 frwei 
v ar, al o cru.cial L..cdevi-l m:ptillt:rt". 1o do must,oi the law providte. for vjsec'uritv oi.m.,l. r, i t s. III thi-s reQardp coLirtm. ard udt es urito ruenrorcemcent" are cri t:icat. 

t':'vertht I.. i n FcIrmal s prurc uui y bLIECuLltL r.,f thL,I r'intrm.jAl itv. do not have such eacurity. A% i r*suLI , thevC.. OK M"l Lni/ t.vr.'rn contractu or fii 'l.r sct t'ssEe.I VU1m* LvJ.courcts co:rgt.aining with 
enforceablu guarantees. 
 Irhe, have no 

r)r ot eIrtai ir' sn the face of tiroken pr DllinB(Jm. 
 r.v r.anortr.
 
obtasin turan~to to reducw their ri sks. 
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JoiI,'~ Al low.15 .,1 no rmemourcsem from di ffrnri-rif."'r- F) hrc(oribirr nrorductivioalv to crvn+F~m n bt.inrinvniqp thrr.,.n- ii mi eI i rob :1 1itv cnormrdt i onim.* 4Irdor i'hr, I &-Awp i, crvrniro. cn i 4~ amn ,m, irtnnmotjt; rbnti +1v wi th rt aht- mnfl rita 1 i tI:k j 1711"1m rauII.%I:, I' n i I I rl.*tr: ilfst i i ht,'ni fnrit . b,.'1. - VSna-.r i n -f*,r-n:-i I n ria rnt h,.avr, aiiI:r t4m o~ or~r ma I I:1 l(hqv c.'rnnnt brnrif*I I- -frm no ps;:h vir n;,,ro i I r~p'q 

Aninngo, iflhrnr f.h i t h rv r: i.tnnor,1+ imi .Hrair. '1 1 14h , II"1- '1 I:r*vmng Ira of thr~ r capi tal con kr1I hiut i nn. thirv ci-in ror. . aii - 1.1nI nri I.k~i,or-f f ,i r n v khov I:: a~nno tlo rh~~94 P r* wi 1 1ri riva-%torn. mnd 
. 

themv 1mc1 the~ mfp for r r:ri vi nn i rotan- ho pr: r:inir bh ,t+i.j rm An A~ rk-mui t p 1-IiA~v I f~lav 0.Iari m1.11 I (:) rI vi"v, ' 'lloVrrIh~ ton kr'rm. Am~ a rstm,..g II:.* i n-)rafrn.ei I n~ Ie.ir i.I.tI ir )i irn' bit, to3 14nt4:'i iAtel thl',m!Vk vry'4 wi 01 (::I oria + li I v enhre~rod t r. I i mi t thr'mnio- vo-m to n rr) du ch r-,nrlartit'n ton1r) raarn,-4I1
i.ri mm . 

Tort'i, -n f in A -facIIrlt jve f+ nct ion of th i, Izw .- nrrvrnrit nrr r,o 1.11.r M + cr: hi' " + Mo IM f A~ pr)rtI~qo0 M v a1 c.-i n s, (i.+111 vr :rv:.-i'I.j I'. C'ia not forraien in snci f i c~F ctinVr p r. i. f or illPejrrL ov a.m0at. 1l -M,%r'M .3vfitrm o)f t,rrt s. whaac h r- +-?rp11r -vvcomronnai on for those an iiired by negati ve ~ro ~IiFi 
In P'wru. while informaln mav havey hiv ~~t Lr;al.-lttb i e I -)4ta1norm"n. they 1.ncI enforcemmnnt vower . ThUr.5. i n -:ornt,i j4.tbrini ~a %vrie osaf uncompen'nted rhoppaive : (:p rrlj ii.i _%For exn1anpler. in Limn triere ari 14 timept mo ru drrthn intran~sport tha~n we%+--rnin Eu roremn CV Uni-.r i e!-. A. !mi I rthing oCCUr-s with the street vendors: who. i n rjame can.-Acl1I food products without san t ary contral. 

The JcIt of a tort system t.o dron-n wi th rro;4t iveexenlte rqduces the real contribution cof ithk infr~rtmalsector. tirrns pvsopl e agai nst popula~r mnterori?,P Prid nLr?.its sub'mtatution instead o-f its optimization. 

Other advantoges o-f tho Law Are I 09t W it 1OU t A0171IMt4..an-3ti f..ukiconms. L-acking formali nt~AtuI. informat Iri do nOt- h..ivo-Accr -, to redit nor can they ndvvrti-,m r-+pctivvlv.+f-ar L)+ dei-ecti on. it i s vi rtuall1 imoonnibl r-. thI c 
For 

~:hi ovro onomi es of+s 1~r.. For la~ck o)f corciv vIrowrr. khr.v co~nri-i:deovc.,lor the public oooc they npeed nor zt,-.nd Iurn to) the Dr~wr-:!of monipolireg. PAnd thm -c It of eficijcn- court~n arndtr ibl.nalsI mE-;..ns that more conflicts end una bui no r r.nc,1vr d
vi 0.1ct] y. 

-. r rul t. it i -% obvi oun that i n-F ormn Il, t v i inmp.rr.i aq 'aIc-from o~bta.ining full dvantaoeI from i te hu.mi-iin and rohv~ti r:.l 
tv 

reSCLurcI,. The vAl Le of produ~ction is not ma-xi mi -, d .n d
tr,%nimctiaonn contn arm clearly arejatvr th.-.n thvey wo'uld br!tindcI.-r ,tin o:fficirnnrt iutridical sys.tem. 

http:n-)rafrn.ei


C. Third Finding: Inadequate Decision-making 

OnceJleth" inlporLance of leozl institutions in devElopirient wax 
E, 1hed. the ILD set about answering questi nSi U;LCh as; 

How wl.rt , t he,_.io obstacle that cauiSe inlormalitv and damarei 
Lh'. t:or'nit': c unera ted? Why hwa" thu 1 .aw in ,eru i not. adar;ptt.ed 
St.uieI f' LE-c LhL i rH f 'd i, of a. difLt+u e, pO.L1 1ar rlntrL-prL Lir- ia 

Oln iii'in.tirinn Into haw laws, specifi-ally rUleS, ar. created 
in thu ccz.untry: it was discovered that, to a great degree: 
the,/ w .r ,. 1. c t 41 t 0.d ithoUt any procedUres txo * ensl:ure 
ove.r'a!r 'il'hL by or a.ccounLability to the electorate. - herei? iti 
no "r'ule triAiri". no "comment and notice" periods. rio public 
':cnJIns t'tioris thrOigh hewr'ingj: no cost-benefit St.LUi1 e.S O 
the t: orveter-_'Able cor,seoences of the approved norm, and thern: 
.t 110 wv Lo make the state or the authorities ;accoLunt'b]e 

•cx- thce normlis once they have been enc.cted. 

From 19'17 to 19Ei5 the E,:ecu'iv., branch enacted ye.r'Iv 99/1 of 
t Iurr v rLVles and regLlda'i ons, while Concrt.rus,;U approved 
or-1V 1%. TIu,;, on average, 99% of the 27, 0Ki) rLe. and 
rc:, iL.l t-ion~i i ,uued annual ly have been approvEd without the-, 
niII.mt mi.tn inlvui "r-uI e inAir." procedure,5 Lo uri!Ltr;"'e' ovt..r'%i.ht 
4r1"J accourL'it.bilit'.v bv either the electud ofi .ial or the 

-i ; .ir * ai ruesL l t , rLul i..0.S Ar v madi. v'i tlh ou t. ,nv 
ct:wma dcr.;t irn for the couts imposwd on the rL".L f: tucci etv, 
r-'? pnin U) nurarrov poc) tLi cal i nturmunt m r ath.or tLh .in brcoade-r, 
r...I ;I1-ld i -ico'oriaI c cor'icrn5. "hi' the, IL. bul i (?VUl, 1!3 

fliii .-CtAVI 1.1i riIUld LLo th#L obtLLuic 1eu bo :h focrina:i .1 and if orinal u 
ff.'lt. and t.o the Iact cif f';.Acilitativu ilaw. 

x!:,e a (A ct05 ruL L uncmh i p bt w wnw the) I Ac.I.; o+ imll 
1 ('5 t.. 't 1 mrilt I t r'i[:tUr i. th.:tt all ow %. l r I..t..L e:)' i' t) 
r'crwiL .id I :ICr o+ onu that cillowi; a dwinoc-r.At. 1c duec Li-i on
i,'1i:.jrin tO ;Lnct.ior in the country. 

Thi% c:u.ntra i 'z-.itiun of power in a (.jr'aup ot AuhlIcwit..wij'. 15' 1 l'i 
r r?,I ;.it:.,i:-t, I n Vho Qec,rjriphic concerl trAtionL Uf il*1rm| b'tllll4t iL I Vi 

h 1 1 - n vwe .tc.r %nued t a bw c .Iuie to theIL Urjfw'r*. n*ru 
of thI' j t hct thu creat er pirt of prov'i nci a) cumparaiL U, 

iiii IJt-.LiIiLp 1 -t:flra% manaogerur i n t he cap~i l .0 itvp i, w" 
' fr c:,ml thc,,ir 1ar.1-ori iJ , becauu e t ,uy cu r l as I, ,et.ti...r 

on.ui.m 1. f r oi no ')otiat.l ori, with the t' iui, ftornr .t a .nthr.:L t o' ,b 1 
rII i U., .-nil ri.enLl I . 1.i ons than f r rin di rec I v 5up -r vi Lii n i 
pr uid' - I.i Oll 1. t heir'p A~tt 

TI:- .L 0 .-L 'his tVl'vpr, o'f r ogi me, irn com teite t..|.x [-I f .,IU 
,Esr ed ir),.Jj t vii ti' mericanti I i %m w. Lh predomi natod in Eur"opv-e 

IiI.tw Iit.! X It n ci> I t , ofi XJ untur i v a. w,- t t yI,' 
(Ui."t-t1'. lI iLwit l LI ')LI. frU m'.r|w(-Lt6 an d c: omltipe't . 1.1 i, WI tWh t.1"1(: 
Inre' it- ;. of r-di str ibutinn wealth? prodtIC '.ULn w, hrit ildEr fd 
,..IId I:IiO,:: L., pri vi I- %iii tc(:e'7A-ipolI i .i c:C, I dec:i nin. wu r:to n-i 
i m.v'i¢r- L' ..I In boLh causet, the p,.st zind th - pr'e rlt t.' II 

LI/) 
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mrmr:ntili t cs
n1 tt in ha.rnvate~rj z by jn h~-oray
OU1rnvr" rvti. ition A~nd no] i t ici ryin-,.tr,..f .if brino non. And ih I w,nourittihod1 by r'm i ty, r' !',nnorj. 4. '1 h,,.6vi ir n *irir ln$"mrr,,m'.t of tkhr few wit h A rc', ,, t- I'
 
r:ill1h Foiir) MifrH 
 Pnd Arlm Smi t.h wnr, ::r"ii  . ': I hi.', i. rl rir'rinnfr'mrdi. r.an n ..nownr drrrl h'v t.hin nv r ul, n i t ,J,,r ,a,,,,ru ill 
dom'arr- r wit h on"'n] V ncri mir| r rt,r'lrk ,..-., " r:'..,=.'4 rr,nl rg t.. P n it.c": d bv (::omm n m, Th' ;:jr'ILD 1 lrI..i :ha thr rn)':1orrn; w+h of ir' fnrm,,a. i s- g.ev t . .si.irc'r.., ,: rir' -.", 1:1 .1bnLrlr"r:.'vin i!*i rn ow,n'. ini L.ntin Amrric ms well.kr (err? -pr:nndi. 1 . T0,Tmnl .i ntinnn of Lh . I LD Findino.n, for D mor .V . j I,,,i I 

Trcr1 wial~ Imml'!ue, the, 
 is~ how
4 to hula th synhu1n . ono~ thmj o* ,v~Jmm ovm'Jlvr.ravi deno rmcrjnami an~d nt,1.lkc
.1 . Whi 1 tI:he, mnchalniu,gp' of tr ni i 
1.l:~I i I:rt.v fr
 

w,.l, hrown, thome 
: o r u.:r:,".m ar'
m nin

of evo lion to1.1 .
not. m moder.nr Ti do.mrac::r.rv ,.r'r:?It: into thJn critical questionit l i,that thef .in !thi,. prolonn.5 ," L- arlre ro , 

. . . 

D. 
 The Road to Reforms Reducing the Obstacles to 
 Growth
by Creating Broad Support
 

Df. t:rminino ompiricnllv thm maonitLde 
rcrnromi(a naclIvity 

, n n;aLur of infor.'r,-.
has rointe-d to in 'tit.,4-.oirilyv' r.m. From imu tI in Lhr:,th#.-.e the IL) hn dcrivo.dhaving an fficient the cr-, n-f not a.nd open.

molitno. 
formal 'sVyt'm of dMoinj.ion-To date, the evidence ,..oorm KhUL m,,ch prop',rpo,can be mndr by bringing the lqn]. ,v,tpm :la.rThe pr -to :-rAlil v.ert system of dpc i on-m,,ing hm no! krt --r
nvrn ki. "him ha% i thl .d to growing dis crimination aainsi.thc.r who 
 lack accms. to rul emIelrsilaw itse lf Pnd it ho,-i q."nr1 I-hto fQll into d.nreput"..
 

In considpri n 
 how to reduce the nbik-uci " i I: har,drnkLif ivd. the IL!) ha
th,-' ,ntralpoal 
utned two basj:ic in'.ts. The~ +inr';inorms the'devalonl.d. i nform" ,.Them". indirante what tyn,-,a+ hrmn volyr h. normn akr.e rn..e s..r

and acc tabJ 
 ., The second 5.urcm in c-mor-ive-;tomr inncnp low - thqof oLher countri eim which have f a.ed simi 1 r"nrebi-ms and davised solutionn t th-m. 

From these iwo nourcer of information, Vhn
two typ(es ILi) ha-. devls..apedof Oropc ,nl s for reform: thom. nrcifr'cfrarcUl..m.1 tOin the ..cturm it ha. r' mearched arid tho.. dealing
with the institutional syste~m for r.le-maling. 

Mo1r.e. imoort.antly, it ham d.emon1!trate.d tiht Lho in+or-m.:'1.mnot nnr]v n 'ymptom of thr r.
proble~m flcin F'ru. Ihirh 

r-o 
rr;inti: retrure J-o &;imt of governanc b6.Lof tha a roc'i nt.ta.irroute~ to reform, Represe~nting some~ 60%X oF the ocnnu I .i on. 

http:nt.ta.ir
http:do.mrac::r.rv
http:moder.nr


they ar e a potent SCJurce of Support for reforms that would
O-,ive tiht a stake in the society. Two examples should 

.+-f i CF. The ILD" s proposal on inf ormal housi no wassupported by more than 30), Cm)f) compl ii nt agai nst th Lexi-Ating system. The President of the Republic immedia'tely
laurchud his own titling law which was passed by Parliament,
ith a few modifications suggeistud by the ILD. 

And, ol 3.owing pubI i c.ati on of El Otro Sundero, P00,0()0
transp(rt dr'iV.r-s of Peru, through their fuderation, aik.edthe ILD7 5.up port in developing the legal structur's needed
• -or a priva'te, market-based transport fywtem in Peru in a 
sinntud newspaper ad.
 

E. The Ralevance 
of ILD Research to the Theory of
 
Economic Development
 

Tho I.I)L.D ,.pro;¢.h mFtrebaet the rol e of rul e andintitutions in deturmining co't, in a dwveloping country.
It'.i focus iu on the bulk of thu population which uncounLeryi
seve,-e dfficuti Lb in functioning within the formal Lector
and thuim resorts to costly, Formal al terna'ti ves. .1tbr'cod-:n. the sicrip. of ,utandard -. 'zcnomi by concentrating
not. mubt Cnl individual behavior in rLuponwe to difF uri nij
mTar I.k.t con tit.r ai nmt.i , but alwo in re~pansv to thuinsti. tuti o.'livirunmwntr,,4,l in which thu product or Lrvic. iu 
pruuc-ed -irid the u--ch;;angoe 1S conducted. 

Tr.,.dation.tl eccinomic mod.lz hav, axsumd that tho co:t., of
eciia II argut zi'ro And iriurction in a world of non-e)i ii!tenr
21 t:,r,.ritt r . . 

a' 
Whi I e modrn work haa wx ternicl-0 the,

St. Id "A,.rd I.)- dI l4Fl Lhrough -Lhe e uxpliciL modul i ing acidi fI:.r'rL- L'L lU.)rli C Conltr ,-,i r, t parti cularly i nf ur t t oee . 
C.*LL 11(:!.1 r QIli()iL r' i c AI ru1 wv -cw i u %~t 11Iuna I eatir . ocvur*Mui yL';I; L ~i t: ittur.i klon to Lhe cots ouf trA'iactiunu iu rAr, iL nd 

do Li 1iW t.urep L r- i Wt 1~i.1dq-;o Hcuuting an prti XC U LAr ,Au 
ir dl.r:.tr Y.- or or'oLtp--UPWClic tr.nwactions cctitis arv rAr wr 
' , t-.i 1 i. 

fL urJIrl.Lbl,eAI i lClQIl, ,,guI)/ o Is c.norwludge thtxt there wr i ut I :' ti.,
e...:r e.) c Illtt. i z ,L i ion th costu i of tLr'cL',d un d gr'rowthr

thQ1 r" moed-'L,1 %.re Iui mi Led by the catugori u. of c t3tu
qt:nurl I v Fnermi 'tod wi thi n thfu dI cuU m on. W't.hin tor'ict 

reLucIe i;LiMA riedt.. ~ thecmiu y rwl evi.nt Lrmdo b aiirr vr us r wrtEI' o t-1 rh.rh- VLtibIy af iUct trinurport,tion coutw inmdi n i rrlri- i,i on.il L':-longy, sUch an tari f ft qucOtat Ifrfd .frt i rjh0t.
"lh ,/ .ende'r L;' t., tho itnitt. nt tw which Ir r-t ar +f I. rr I VX- up
flh;IV t1i LHIIIlIt I n . h fu r.l:tL'reiin.Atirn of thiv fi.)ii hiat l*. rn r ofI.r' AdU . I cPiv utr' v':mpI r'i a ail wor'lt by theu I I.D r t ,,,Yvai, I .h .,t:
trn atn!:.ctL',l"1 irt rmor~it.I: e 1 I pl c oniutr ai nt iii,, 4il'd mi . -l ,AVu'r od 
t:itrv b er-',rrr . t Prt,. n r erd Mini n iir t a ? rendur 1rilg mrum-y u ta nr Irrd

-1.) L-.-!& It: i i rn : II -te'l I:. Ad rJ i t i n IrA work r tlfii %4 ir v i IiL"y r Ifjr- rri 
(,-hat ,|DIJtU-,. e aww th. prirncipal or a v;r'y i vmpor-trnt 
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reason wIy devel oo.i no countr-i"e have not succeeded i n 
01(OWl P10. 

Muc-h work i n mconomi : dev,'l onment i cri ti ci -r.rti17.nn 
groun. Op t thy mdmdln 'it mploys contain ann3u.mnt i .nn too 
riqi dlv ti ed to thm . mmneri ncp of rmv,-Ir"r&.d m'. r l-el' 
s,.c 'n Cr.'n q.is n+. y, , i -mncrimi. trw 'hrt , n ' -. -nr:v .o ti I.-mi I-:I.hr.: 
,'n:irarv nf rcononj c th orv A, Qimp)y hani : n;applir:hlr fn 
th' dmr./rl'1 pin i r , on mm.- . lI-nw.wo sr , 1-th, 1 .1) t tmrI..,mnr- 1. - -it*.trt'.r,," rr'n,,rch Al.onp t.h- 1. nes, i t nrrnpnm, m0v 1,.'td ,',mr. 
iusic to gro~wing mware~neum thmt oconomic l.a;w% are vmnrri 
uni vr "r.l, only the circum nc,.'is diffr. 

MOan' proule r'soond to chanqes in rn,.aL.ve pricim. new 
prrofit ,pnrionitie 'nd mrket incmn?.'tvri. Onlv thmir
dl'ff,,rrnt ronio.i.nm with respnct to income, mobiA.i., ar. _mm
 
to .. pi I , ,bi ity to work within th- o :<i I.in r, .
~sLrn, tcth-.nqe the ob:mr,rved behaviorp 

mpo 

but not. thre ba.ni s for 

thid bphvior. In other words., it mav w0,11 b.a tht: 
di f +5'.rn rn eta 1 tructur -m do not i.nv n.1. 1 d.4: t ho. 
.nivro.rmal nature of economic ]pws. A]. tho ,oh hi s.ori.c%]
q;irc:,.mn 'tnce or government policy or th,- limit.t:ionn of 
ex .i 'ting tnrchnalogim. mpy di tort the mrkp't out coman b,
undu,ly r.:onstrain:ng individual vation, they do not rhan.Lho, o-c:onomi r., 

Evidenrce. obtained nuggents that egAl Kruct.urs that 
di.:tart the working.i of the mmrket or that mairk, to r,'striat
trade only nerve to provide incentives for people to wor'k 
around them. The clasmic metabhor of economic behavior 
holdi: the economy is like a balloon; sqLeeze it in one 
place and it only bulges out someplace else. 

Moreover. it seems obvious that there are c:osts to adapt.ing 
to different instit tional restrictions. Barriers to en rv 
and favoritism invite rent-seeking behavior and wostofui 
comoetition for artificial monoooly rents. The often hig.h
cont, of ci rcumventing costly ntrictLres rduce the 
wi.llingnesn to provide desired poods and services. High
]eoa.l and institutional costs reduce the overall lowr,. of
trade and restrict people'.s ability to exchange oroperty
rights in order that they end up being held by their mosL 
productive users.* 

Where oroperty rights Pre insecure, the incentives to invest 
are reduced and the comts of exchan.e are .inc.reased.
 
Ins.ciri tv reoardinq the rules of owner-shlo and e.:chonoe
 
lead to attemots by individuals tm inves' in ways that 
are

lens prodoictive but which leave them less vulnerable to 
changing circumstance. Where these factors are oresent.
 
i ndi vi dual s ar- rel uctant to invest and trade, thus
 
retar'ding growth. 
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MuAch rsorch by economits in the Wst ugo.stm that th,
buhavior ofeconomiconnts i dphndwnt on
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nctor 
. Mostlitertur o f thi, howevr, 
is purhly thor'atical. 
 Andt
umpirical itu vn when
wuw are raipud, 
 th vidonc in
dtmvirpud natizinu i(Vn wfrosrch as the 
Unitnd 
Stateu.
chol.ir who The frny
are convinrcwd 
 that ransactionu co.tm play animportant, 
in r act, fnrdamentaLp role in economic growth
hiwpoitl, uvidn nc conc.,'nin 
 atual trnwactions coic
back UP -o
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the countri'es develop, nor studies of the impact if variouLL:in~titutiorol 
arrangements on thesc-u costi. 
In this rpgi~rd, the work of thw ILD on thu informal economyII Peru is uniquw and thu3 important ais ground-brwork. kingThI, ILB"* studi indicato that where inztitutiont,fail in facilitating uxchan)u, individuals
oDUtiidL may, functionof the 1&w. This is particularly
n at iori wherw true of duvelopirgthe institutional structurus make the couts oilegal participaLion, in the economy high and tha benefi':snot outw:m, gh thu co'ts. )hat 

do 
it, when the. '."nomicd eci si n-m king by.tem has a built-in bia towardbarrxr-w utLinrjt(j vvrchiinc inutwad of providing,ieani to the nivcis-'aryreduce trAnsactions couts, few people will find itprof it,iblw to unciga in lugalincr,ntiv5, are economic activity. Furt h .r,%t up +or widuspread illegalCOnoMif: and quasi-lugal4ctivity. Agritm and firmu in thiscc:,ri:r(,)it ., r~nQjL of "ovts 

infornial ouctor 
IWrL 

that would no, be prubiunt in thu1o-iii-I rmwect wr. The tulwraircv for 
such.coqLvs crLod
b.Y i-hL hiol b-rritirs to entry ikwsvism,;-c tha t impedww wwnamic 
for much of thu wcusuiIicprogratu. 

The work o-f trt, ILD gowu beyond most ofIitwr'turia thu curruntin seking to undiorutand how th.a failure'11114t i Ut 1 0114 of lgolt) p I y A pouitiva roluprop-rty ri(htm in If gu-r di rqand unuuring thw 'funct ioni titd.-vulopw4 niirkwtu may I 
uF wti

tkwardmnu 
. d Juit an %Ltrl y to ucrioiiitcas "nwf+iciwnt intwrvntion. Which invu'tiutticnwAnd which rulus riwflt conducivw to growth ;And duvuicopiur, tir i~tuuei at thu- he~ort of thu ILD' s work.. 

In teur... of thu rauvarch carried out by thu ILD in Pjru ita i bviouw th.A.L the country iw oprating wellwcuIret c patLnti A below i . It i u Also cI vr thIat. 'truinwndouwritrprwneuri.±l enrgy u)ii'tw but is nutcheIA0go...jgd buirj u'ffuctivlyto producme growth. Thu workc of thwth.eL ILD indic .uioQaI and iniitut ional obaa
purtici ea.,rly 

l , impidu pwoplcl,tho poor, From utilizing their rw.aourwwiiost wf -1xciunt in thuiL'nnur,F And from eff 
ctivu de'.mg:icr at ic
P ri.ic;ition. In its initial workl,tLhw cjbstcclg thw IL.D h# % dQcu,11U1Itdi n wtyr.Al awctorw (houwing, commnircm 



trli-sriart) and begun to lookIat thprm in i nchut rv11,09% iderli-Ififp An~d 14the rufmikn isystim an +.h maimr mflawHowmyvr much rmd , 
rf

Ormoyr~o il V lrq thmi Obstac1 ev dmran+_0iriko or Owt 11 11- t t;ir oi+ieirm~rImts, Iii sfev ~: "flH-in d-vhslpimp mndrvnevi nm the.mr t-m-inin, 11 -M~fydujr.v*. f (iro'nd in ram~pondinQg~ti lmmni-rlint&.krt 

oorriSchim Uri 



APPENDIX II
 

IMPLICATIONS OF THE ILD'S FINDINGS 



IMPLICATIONS OF THE TLD'S FINDINGS
 

Although much more rwuearch and analys~is im necessary, what 
the ILL) has done to date han begun to undermine the major
anti-democratic and anti-entrepreneurial theories current in 
Latin America today. It has done so by demonstratino
 
conclusivelv that some of their fundamental assumptions
about the nature o the social and economic order are s2moly

incorrect. This is certain to have practical consequences 
since thw oolicies currant in Latin America today are backed 
by one or more of these development theories. 

It is important to realize that Latin American political
culture i5. characteristically more theoretical and somewhat 
IeFs orarimatic than that of the United States. The 
iceologius th~at give form to thm political cuilture lead not 
only to policy; they condition the way in which pwoplu
thInk. Thus, to ef.fmct change, it iu crucial to deal not 
onl'v in terins of poiicies but in terms of the ideaz that 
mo ivvte people and guido their action. 

Iii the folowirng subsections we indicate, first, whiat the 
c.r conrefptti o+ wach ideology are and how they 'tranl.te 
into poli.cies, and, second, how the ILD's findin;.5 and 
iutLAure reisearch are and car) continue to undercut oz r!,. more 

oi: Lho!u i deoluQiv. 

A. The Cultural Hypothesis
 

The Theory3 many theories, ranging from the anthropological,
b :--d on writci %ri i ndt an form, of or'jainL ait.,:n, 'to the 
pO)I.ti,:,l, rootud in M~rxi sm-Leninis , ta|ku off from the. 
pr.meoU L)'t L .tir' American culturu, particularly that of 
the indi~in and mestizo, iu basically anti-entrepreneurial in 
the wettere %unen of thw wo~rd. The rtivult itu a widtipre~id
bello.f .. At a wuztern %tvle dwmocricv and a markLt eo n om 
.-Ire niot ruatturrail componwritu :f Latin (imeriCcan C:WtLtr. 

Yhurte ~ ,w~ tru- ~ ttempt fou.tior rA suci t-. bowlgd on
nLrepr'r)tur,~hip ;ind dumocr-tV ic participation im immetdiutelv 
ibrd m I ai cultltiral imperialitm. 

The ILD Positions our ruwuarch into thu infornit ,.I ctor 
LAI'Ideriis.t flLti'u timi -'i,rcurgum nt-. An impor'tant piart oz' t.bu EirdL iur 
dier:r2bibe thu incipitent market ecor'omy ind dumocr.-Lxic iyLuiib
'%bponLo.ni,.Iou:ily reneria.d by thu, inform Iis. W b ,-. wVt.hia. 
onv L)f our malor contributions in the d&scription of th 
C l (;r-Al ,,9I normiu, or common 1isiwp created by th ini-ormolui 
once th ..V irr:&vu i n the cities. WW h'iave tOLnd no 
rJt ctat.or-hi pm or mwfim typw orgini zat.1arw, no Ieoi k.hoz" or 

V_
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;4 Y I IV h'uf.. r -4.-.h..!r . Anrdiiv J.d u a o~r- f a til.1 I v o.wn or 1-jIi J )...i n 0 
rti i .'. tt at.t m I O . r t:i. or i lir ' uah', t r, t r fi ctntnit 
')Itro'i r.,n% narmfn of.rprcri'p rty p con+.r.,ct: ri, ht.; d r

thn ..-it.i on. cr i n.ir i 1 vWhr, n I Ar rr- % v. of pop, , ..*) r1 

i ridnro,.f ricuhIrl ' t th h qvr.? 11; 1.'r) r( i , t.. r.;.lI-i. : px,p I) r: V 

c,*An suir:h nt. r'.u ,-R bo? cpon t3i d:Jr. r rzd :-41 1en t o L.i t in AiiI-r r: i-4 

S6.c:onri I -,. . cl ear oart thr- bi 1.IT, Si i % ttOat 0+ irr m 

).11 m..nt 3.R th~.p j.' Ti- be r rn i -,ed: mnar,ere that tn h % thm."i hat+nrrnii-l F hr r;.iri II::.,r -,.i o~o v rm , t An 1 ' -,,:'r, 

o IfI t i n Ameri :. t.oda . is not that: a!: m .1 . bu': , 
mrrr.-.,n+.j . i nt ecrnomv. TFh1.1.%. tho.'iz. ,whIo .oI d d) c.;r-ri P 
tnm r 7,:-t t:uc:nornv on t h t- ba i.'i of th.. rr- I -, r-: 1...*, in' 
(riv~r' c.a n, Drnrr 11. Hav et onomi r-v~t r 1.t u res wri r). i ri r-ra I Iv. 
di. :arid not a marlrf.: economv but a merclnt ii 1 ni1: rnr 

Thi n' i - riot to r.d-nv the importance of r:ul t,.*r.. rhi+ rraI Ih. 
tr:, i.nrli.:at..e that 'i.ere is no b,. i-4 in Latin A#nr'i '::I.!] ttr-r .o a oarticipatory democr ,cv ar'-,ad'r-are m, rke l: er:rnlov
 
xncon.r,.oun with nt'rion*l inclinmti cr),.. It r.bvi. th;t
m, ,,i; 
the m.Nrnner in which we Latin" cornrut, otr r.: t . v i i !,. v tnr 
m.nirvii t our presr en,:es r.f lecti both cul.ur. :trnd i doril ov. 

Eut . i: we are to overcome borriers and open thre road to 
ref orm. then we must be willing to ,::aref,.,. IIv , Imt nr, 
orr'r:c,nc:,.ved ideas In the Ii ght of what peopl e are ctuaui. Iv
dot rio,. 

B. Marxism-Leninis3m
 

The Theory: all variants of Marxism trvach that c-0aital.i:.nt 
siciety;k . ,a vynitem of dominaution And .ubJordination ,,i!h 
econoarn c roots deri vi nQ from control over the means of
 
prrjd:i.r:tion. Naright rela'Ci onrhips, parti:u.arly those . 
"fror-'" wage laborern and the aapi tal ists who c.oriLr'aL.:J. 'for 
thieir .rvi' .s are never rela:.iontshipt; am-n , ea;a1-... but 
conreal domination and eIploitation. Poli Uic-;. as Uc.h,
 
inrcling the legal premcri pt ions and i nf3t i tut.i ons. a.re
 
rnereJ.v a reflection of the Pconomv and the structure, of
 
dominat on "thnt it establishes.
 

Essential to Marxist orthodox-,, is the notion that domination 
Ai embo:died in a dichotomous %iocial a'truc'U.re comt.osed of 
twr Ifundamental classes. In the Mar;ii t viw.,' classe' are 
composed of all thosi. who share a simiIar oosition or 
or entati on with rfsoect to control over the-ne r-ns o'F 
mater ial produ'tion. .In caoital ist .ocietv these -'re the 
bo'rrceilusie (capitaliists) and proletariat (wage-workerr). 

They are related diectical ly in tha't the on-'oL na 
r..l/I nomenIt .- f capitali i necesari lv .a,..ise the pro.l etarit 
t o i n a a and ant.goarrin 

'inrcresie sir. rl c:cnsciousne .s, 
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towo,rd the capitali st order. Therefor,:, the proletariat 
is
the "universal class". Its condition of exploitation and
s-"ubordinartion represents the condition of all but a tinyhandful of oppressors; 
and its conditions 
of liberation
represent the 
 liberation of 
all. Thia dialectical process,
i.e. , the unavoidable development within the bowels oi thecapitalist syS.teUM o+ a new, implacably hostile,eventualv naoritarian oppositional force-
and 

forms the bais

of all Marxist politicz.
 

The ILD Position; our findings undercut local MarxismLovnln:,ism in two ways. First, 
 they make clear that the
economic 
nv.;tem opurative in Peru today is not modern,market capitalism as it is known in the developed countr ies,but mercantilism. Thus it posiLions itself against the "samecontrol by 
 special interests" 
as do the Marx{ists. Second,
our resevrch reveal ino the size of the informal sectornegate the orthodo urnderutanding of domination byameaonstr' tirno that a large part of the society in Pwru isnot proletarian in any sense. Instead, this group isbasicallv entrepreneurial in its interests and world view.
 

As documented in El Otro Sendmro, its primary objective issecure r ighLs o+ propm, ./, a bourgeois rather th.nproletarian objective 
 in Marxibt terminology. That the
inormals happwn 
 to be poor and 
 culturally different'from
the more traditional 
middle classes in 
no way affects their
obective c.ass, situation or interests. What im more! theILD'
s researchl particularly when considered in the light of
comparable trendu 
 away from traditional 

irn 

factory employment

the developed countries, muggest% that, far from becrmingthe "unveral " or even a ma.loritarian clasw, the pure


prolutrian in a 

pop.el aLion 

minority. Of the economical ly activein Peru, formal workers represent 20% 
 an

organized labor, 4.8%. 

Thus, H cl jUnit in Peruc',-/ revolution that would claim tobe "prol etar i ne" would represent a dictatuorwh:i p or aminoritv e:)t 'tho vtl,.. c ci: over tho majority. 

I. * A.ie (met.rican M.orlI' t par-ti ew huvw tr iw t o, gt,et .rn:tArd thit
i.nc've'l eni fa.:t bV otly'iti v redefining "prol etar ian" mau m5s tu '.embIrrmge ~all who m~ro Ief t out of , unpliitud or upprumuoui~
bv r.aJ I.aJiul, wlet helr or not it occurs by way o f t.: w..ttny; .I: .* o d:Tee' ' thprwitnw, to ,wdmli'V that t'Ic ;pr ful '"tI'. "ie'*Lca;d)i I:IL " i1,1I i cowhter e "war univer sal , would undor flel nm. the 
fun'1 mj
eIfh.II t ;', " b",e of l thuir r CiLOi Ogy. 

To !he '.I*:*cqreu that the do1fnformal s 
 feel veacludLiad anred
bl crd' fraoocl ,lft Orm nomic a ncem)?t., they can b, mxp.ctwt; suepport anfyV p It crr'l'l fIIoY!egeeliet that ril ii u il w. w e tht.hli r inrt;.rwc t . Prremfmeud hwr d rnouGh , ' L y "ILI b;.:c{)ltire.vol h:iOfary. In othr coutntri es -Italy1 iAr',n't:xnf,. a - n . t'he' . I2L,irf t.'h 19LC0w.. th , poor hav,iVW upporteJ fani: I W,.' In 



Peru fsor soe.ific hi 'm.orical re.onm. they now support 
',~'r , j of politicml In Mari wmv.,- ofim Mrrx inm. fort. t': 
thinlkingj rommnnd conmider'bly more .uppr.rt amnqr t he mani~ 'r 
Prnr.tit oepulahlion thaln doe.,,, any oIthpr sino] r.:. ideolo.n y. anC. 
t .he Of lentt two r'lec'Lionn ind ,P::irt. .ly'.1o,'t,::omern t.he . c ippri lv 
h'en IA. :1 rmcalled thpt Aprimmo is rnoa ed in 1.rni:s.',m. 

InI j I-. 5 lr. r r.¢pem rmln t'hr: iu. ,k-, Ar.. tL 1.1. r:.7o of Mir'm . .'e f t~hr: nw 
i rm iri +..J.ori ,.f t'hrhan'Jr.I on -mo.h' .,MJ iv id.MnL ifi md n irnui-r'u,. k. V 

p"Orp , w'tho or. trs b' ,aiided And off'er or-,r ica.i,..r-em nr.. MYh':'. 
dmu.:'.nrl .arely on thei r moh JI i kt on on t:hei r rwn h aiilF. 

Enif Mm~rn;si *m h:am hmd mouse s1uc:cesmw in coop Iinr. m.rbnn. 
inf'rrmoL ' v i ihting for their ri qh'fm, ..,i'u es h.v". -'"low,.ri 
r .p'Ledlv thane p'eopl suppor t it for p:,ur,.ly t..'o: I. i.'a ithat 
r r*hncupr a-nd rrrIv , if s-.verp mhor .IIltv larr w' inn. I' 
rVC. n pOMi tC1j , incide-:nt in the Lima b;arri i b..a.rMr;-r inl, 
dre, FPorres confirms that hi a nopro)a. '-I.i . wlllOfnlsr's Vvmvr 
• 'i.'1.rly h.h -r Marm i mit c "lteI anl.i ng pairt.y rlrom. d .'t t-ri r.
 
M..vor, ,.an r.fficial of the most "hord-i nr-." cmmounr t uf t.hr?
 
I.Jni Ird L.m.f : co it to. wam by va] ,.,, I:hr.
n, at.rme-'Le.d L.h,:.: of 

Itl)'s oroposals for the needs of his constituency. He ,a.ked
 
u" to reusitgn thm proranm _pecificr.all +r him dis,;trir 5nd
 
publicized the ensuino joint venture. His d arn, ni:i.iv
nubiwatod him to intense political pm.sr.-rn from the vartv
 
1 .adershi p ,and he was ul] ti mately forc.d , 
 unrnoo
 
humi. liting public ".el.F-criticism". However,. fol. lowin.i th is
 
inr.:Ldr.,ntl, three of the ro.,nci:il mmbers canr tr work w. 4h onrs
 
atractd by the practical so.utionn proosed. 

Ther"r? are numerou.s oth'-r ex'mol es n4 .unpor* +or 'r.r 
pmai ti n by thane of %upposedly Ma~rns t inclIi nations.u F nr 
e;pmplej the Parliamentari.ans of United Left P.rtv ho-e been
 
among the main mupporters of various ILD 1 p.' s I ati ie
 
init:i.tives. Much of the press on thin left ho;o)o.c-l hrer
 
supportive, denignatino El Otro Sendaro "a su'npor. to the
 
construr.:tion of socialinm in Peru". 
 What a1. f:d these
 
e'u,.nmnlas indic.te iq that prctic~a smri uhions to ri.For'm +hr.
 
system ha.ve much more appeal to mos!t, th.n emptv doJ. ro9:cal 
abntroct:ions.
 

This demrnnfrates precis:elv the dAr,sr'r that our res',mrch 
rereents for Marx:ism-Leni.nism. Mecause it hon. iefnmed the 
Si t,.,tion of the informals correctly, in class te.rms.. 
,hrmr-.,an the Mar,minit have not p there is,' e',ery r',orn tcl 

bli eve that the ILD analvis should win this ra...rt.icul0mr
content at both levels: by attractino the base M mupport or 
cha:ping thpir outlook, Pnd by inntituting r.h~nn-s that lxv',,e 
real and beneficial consequences for the informal,. 

ver' idoolopimn ,noor', v i 
re-lin of values3 and a.re thus res'i ntent to empirinal 
falsiiftcation to survive for long if t..hpv clash c:r,tinually 
and fondamentally with lived emperience. 

11. it hnrd for thmt ,:.,, lirr,'laruI tn 
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ILt. i is ~ ritur e-t ing to note th-A one ofI theLz lec~rigp
Fr-LI'VICili Mar-,ist theorists has already stated thethat 1LD~ls 

puuBi t i un rcopreientu the thir d option on the PorLi an
idjcl Qral icL'nne, aloing with liar~tisa and Ptpri~ro. 

C. Dependency Theory 

The Theory; ck-pvndE.-ncv theory is distingLkitjt-id by i ts 
a .i:-g,:. cothi-it the b.. airz? of thup inte.~rnati onal systeom a~re

rolted in is is bieginning arounrd 1tCFthec, pial ar Such . 
Jni te-d Nata onis Economnic Coenmi wsion fojr Latin Amrerica~ (CEEPAL

ifIi oni~ eqan to devel op i ts vtructural ii~t thtwor-y of
wconoi u.dr er dev L, op men t . I t Posits that th w warlId 
caoitLl.i st LvroiL)Imv emnbodi r~s an intiarnational "di vision
l~b(:r" th.-A. ici !-ructturally biased 

of 
againvi the intr-e-r t Lo

the11 	 ro W in'Ji.tmtriali2nc couritriem. bi ases thewi SLIch tro+,.e
f-mil of "'' d "terms cof tr~ade, the trantina'tj flrA]. i zatiajfon o 

t~ the ":ocpliz h r f t echrtol rgy by Lr-Liri!riJ..tio
 
f i r iei arnd t.i on.
 

OEFAI., I.hLI-5, c:rcidsthat only 	 orinadeaquate "dibLorted" 
Lieviel pmerit j b prisisa bi e fojr at country that par-ti ci pa ta~fiiI LV ill 1-.h, world #-cranrontv The reinwcdv it- i~et LL to be
ii:iijiv~if1.tc. 

~a 
Aiot .ctc. (o)F Wi tdrwal from thet worl1 ci iortuv

thl i I fip 1 01114-11 gt,:t i ron o-f an iriward-lca:ok inrg 
Lrid 

mI:r a I. L L) f~
i ni.tu.t a pr-timaoLa on Thin~ utr-,itL'gy typ.1i %1lI h~itla t il.I-1 thf.
fo ii I:,u Ige L-'uul.,: i LU ijult 1 JtLibtr-a Lal iI lljr- _-- t i Urit. 

L~r Ln 	 toHI~ ~ Lr the earl y mi d-l 96C), left iwrtw 4k'.td~
Wa Ii o 17cid ne.- CEFIFL mutruLCtLtrPal. i m with Len i fi; .LLIU.EGib(iLA 	 Lt tto mhu.'reuaty i mpewr,'iA l it n~itre o0 C: LkPI LAA 0on

d~ S.,t .-AIi. . I. utn ra or urrJ 1..Lh cur to ri j. Lvir-n r.
 
C C'.,I, L r- d.dt ct i oit~" Of th u c qp a tal i ut %yuwLusa re.q u i r, di tthe
 

tf:I.-u~ i; cn t, :,!,t i ore nrd w x p1 o i t tt 3 on u+ I.1Lee 
 W(;,r"I 	d
":rjIcr,"by Lhu 	 Cievel opcA coLin'r i ii- of thw c-re 

tSiiCE. ulber-wi bethe i~tayLern Wouldc cil a~pte. 

rrC -Jnis th- l;- ,f t - St ti dcded two innovati oiu~. WhL-.rE1..ia Lirnirho5 mtd thee forW) t .r " an runt by "In t r- -:i ipf.r i .uil .lo:" r ivA I. a 'vi doomied~ (1rx ind to ccwiutaunt warf are ttae new pa~rad a Quap I)ri -r-. av E..d tb L? "ceintcr " ~a%- MA LOhI-iL &Vt?- ttr-IAuitire c0+ dlilultii.it .1 
ur Qj WIi .L tt~d .rl 14etC I..V thu Un i tke1 3t.4itue.15 ~nd Ll.* ndLivn n1A
h idi 	 rel ~I I 1 erfi vti I v i.tI 1: a -av a bont 1:ho df.,ii I ed fonr- m; FtL1 h 

C. c.4vivamovdJ, id iot i~e 
~ r tA ra 

1.h x, td t rt L,i on " 	 thIie new piutr pflr r.-)P %!.''c. 

i1~~~~C*~ : i-i I nt I.he ctuoraL 	
t:o 

f wwgU.%r#.fv t hia . ho(I(A~
i Il'.on ii fI ac.d . Jlhi :, rirr i agce of Len a riia t theory and " Cu.i I 61C)l"
bf-.ca inc I nrt ir cv ' 'Ie.*rinuon rc y theory. 

ID:pr..idrr. ,'v a~' hatu utiinmuitt!i:ed ii vi jc0r:Ptim Inbt -tL ito
Fmut ' I'I~evC. tpacca I t *t Ll 1.11 f3fi irac. Kaus mitbrad im a nr-gamtAurimi;~er, rf pukb1 .1t ~L Onvi pro and con . *oy h'0ewauIcit 

we ght (-)f lubie ov~i dric isi heavilIy aiinut every one of: thtid 
c r s c: y p.-rrop c,,5 atxon . L i Itfew Ia tv , t 1.FL. poCIi. 1: 2 ., 1,j V)-t~ C:
.*dejop n 
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http:ii:iijiv~if1.tc


.munn.lk.d From I t. (import subti tution ind'us.ri Ik.iz ior, .the favoring of for-ion borrowinp over {rr.ion :irvrstrnt,
uLtbui dio.;:,' ion of urbon aornIstm-rrm '.t.he co. t r.f .ndo.'rm'injn.
or-li r:I i. on i n rr' l I nre' ) h,*v., r)r-r)QrQd F' .r",cvrt. r .vv.. Jpr.dgrtcu lr 1y wh.n imp I e-mI--n r bveI ,f.,
 

ar.mrr; fi'1. I s1
state. 

IIoro vrr. tho d.'pnerJenav 1 en ii' ar:rl'irPred ,oin J dr'r)ln im ,,i1

prer'mrice, Indnownednt 
 of A tu f~ii urvem nn thporyv. Mohre' .irrk'rom 
resona for itm :ontin.i ng appr'rl. rho fir.t- t fh.hatit. in -'r ram 'invntlynnt.onali tic i.ilt, OtV in t hi.r-'d wi'r]lrt:'rm-. in Nit, it i n the ch.rac t:eri s hi form ai:n'ro..
q'l H'v
L;m.in A m'- r 
radica'l mn t.ional i mm in our timrn, ,,hi t rwrhic
+a ;h inIinr.urt n.tnthi atoriep.c I on.n.. on 

n-fm 
n tior-:nm,.. 1n rrt
i i I''ryi rm. 

h*cnn:ista.intliy proven to be the moat atttio iticajidr~rut "v of mrdrrn j*oti mrem. Sec.ond. dr.pndenry hrnry rr,ohl, ,

thIi rd wur Id 
 polita ml umderniplo11 miong with Fhr itupuuIj*,ri'vi rqrud, rporat, e 1A F.ke who an'ociotr' rrI o;l'vSh'm, IOn f: bla,hm i Fh
 

r . .
 t b. e for IlhIio policy. 'f,-i o 1thI'o',|I' herir , r'u of ,'n rtn r.,f r.n.:il n'utnm for w ith I F1prio r,.uI -1r'.

anfd rligrJ01.1 ]:L '.; cr.,ould not: ba ''i pectr ,d to be: r onr'(r,nn::. ., * 
Fi rha l]v. thp appa~rentl:[y rad ica 
 Mature. r.
W. enonLtrdon-,EV
 
".hmonry 
 g' e' theo leeaders whn i::to: "r I r r',.j r:brr V' r.i:rIntiatn;7 
ru. m a way of r:ooptinq local Mmr:i t. P"il/or ofi'ppar.;v 1i nli di rectly to the Ma,'r't i :. i-;tL' Ide.w. lono '.:v.
con tua..lncy,
 

Since'~ (.Ioiol!rdor.Icy ttleorit 
 aquatm de.velouol:'i Lg)th lftImc.lo: hith-technology 
indu.-t:riali:zation, 
they
IP"' hav-, rArr:,,pad idnuch attention, to the informni sector 
,,..t t.o rtify4:.
CEPAqL' cl aim that i tsi oroee. rev'a~m ls "iuntrtI:
d i om A parLial e 'ption t:oDol L". 
 I: i nce...]ec:1 . i iwrim the wor .
k of the Regional Employment Program fr... L.I inrAmerica and 
 the Caribbean (PREACCC). 
 an arm of I:hi..Inte.irnat'-ional 
Labor Organization 11.O), fPEALC 
.mbodi.-r., anin:.,t..L ional 
and theoretical bi a .nni favor- of ,,iw,.ino throorblr.:o m ofF Informal ity as one of empoympr.tnI nitiei4rJ of
entrpprene,.rial 
 oLt1ets and 
 ooportunitie. 
 If:, Wl.icyr commndaions. which 
 call for 
 the Pid and protectiorn o4
the state. contain an 
 imolicit assumotion 
 of informals a-,
uremo]ryed proletarian victims while 
 ionoring or not
oercevino their 
qualities as indeonndent ecrnnmc actors i.nned of a io..nd legal-in.titutional regime that -ould rc-ant
 
thrm n,Dvor tuni ty.
 

The ALD Position underminmt dependencv thnrorv 
in three w.ys.
First: the dependency position falls to the.ground as. soon
 as it i , shown that 
most of the "distortiors" it id,:Intifies
can be corrected by purely local 
measures 
that have nothi no
 to do with the 
 country's relations 
 to the world v.ronorrmv.Forr 1f i'rcal .rolution mu~ffice, .it ir obtvo,u. thal ths mi,n
source of 
 the "di.stor+ionn" wan 
local ,lJ aono 
;nl co,,lId

not have resul ted from 
 inrternati onal economi: 
 stru.ctLure. 

It 
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The ILD has identified these local source% and recommendedpurely drmestic policies to eliminate them.
 
This is not to say 
 that the 'internatioral economic system isneces.arily just and fromfree bia:u aQ.inst the third "L'Ild.R,.athor it1 points out that there are ateps third worl dcountr ,us can take, irrespective of the i nternati onaleconomic: n3y\tem, willwhich improve the conditirn, of theirpeool. It introduce, a note of optimism thein +ace of thu

fde..p pesi.i MiI depend-ncy thory, which p[:oi Lnothing: thatman b'e done until the aeveloping countries bre~akc.ompletely with the itriernational capi'talist nyUtem. 

Suc'i:oiid, at raoted aiove, our" renwarch to date uuggust5 thatMuchi or-', mQut of -the informal sector i s entrepreneurialrather than proletarian in composition. Therefore. whatn1eeds most are entrepreneurial opportunities, 
it 

which willcreate more iobs. rather than measures deui.ned to causea:.onr+r:ntat ion between the prol etari an and entrwprerieuri al 

Thlrd, one of the strengths of dependency theory is itsnationalirst appeal. What the ILD' powition has done tos•ubtituts o ispos.itive nationalism, based on indigenousivdevel.opud institutiorim and incorporating much of what imditinr.utl uvian,v for a negative nationaliim basedoppo'sitioncr to torlaign model. 
on 

As the 250over a rticle% on El Otra Sendwro from Colombiaaind Peru and the some 2.700 on the ILD;' research overiost vears indicate, the primary critics of 
the 

the ILDs, thesis 
nre opolnents o. dependency theory. 

D. Liberation Theology 

The Theory: t:wenty-odd ywar5 ago there aroe a Latin
American variant of European "political theology." It first
took institut.ioral form a% "Crintiano por el Socialisznmo" in(",hi le during tt: Al lenide poriod, ailthough 1tm best-knownc.rrernt lambodi, lant i s the $a d~inx ta "lriQ euia Ppulr" irN caralgu it. .he prominence of Liburation Thwology an bothpo.i ti r is I rlr_, i'. a 
41 ogy ad an mov,.mnent i nrotae)r thy p.r ti cu I , r' 1 vin Peuru a-nd Braz-i wher two of i L orprtnre in isul (I3U.sLNiVo il.-GuLti lrre, arid LuUnar'do Daiot f:

runpu:1:. cli. 'v) r cni do It ho rJ.i n..d u Lrunrg L wi ~.h ybI rpfr uisiqv I io st~I.r ofa ta
W.r I'hy t hu Chur ch hieorar chy an .idd itiAI"I(J 1ri.:,"o vod an.d'.|, t.v. I t ulnaGi enjmi aVtco'wiiJ{.:rab1L., 

n 
fOi l r i n '1r' thIe UrniL L d Stat um, co plc I al yv wi Ithtin thi',.,:.'I.r' .1:, t: , A nterd mo wt,i. Ic order ,i that op r' atla pr ugrmmm 1rL I.., nt1ri 

Li . :ur..A .' ioln I Iicr',{ol ,)y is not anftd does not pr'utiand L :,iu iL'. LJ:lur V P! 't;1 ye 'plla t. 
r t. 

lo The(1 "thwvary" 'LhAt IL ofi't.rv, ard tht.: 

\'p. 
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orcritionm for a.tion thmt it d.riven therefr'romp hav. 
bo,.n licirrow.d dirnctly from Marxidmm and dnnpndnncv therrv. 

Jt- ,dorot, .from deprendency 'throry the? '>rOi nti on of tho 
ol Qht of the poor a h'.et by nn uniuif economi rq svvtem. 
Appl yi ng to thmm lhe.. row definition .f nrla.t;rn , a m
ivr-onvmriusj wi th thv noor .nd rrLIr-VI vl . It ir, r"a) I v 
,irlmi ': acc;o' t tlh, Marx i. t id a that cl s : ntr.:s, i- i ri 
C;.Ii 1,. . ?d: Ooci ,.tV Are antagoni stic r ndi ,',n,in: bm 

W!'l t Li brerati on Theol r aQvaddn to both rl or dnr.c.y I honrrv Ard 
Mmr ir,k m i s the mora.l .i Fi catior .for thm ri,:., 1. of Ihm,,r:rtv r., n anize themse. ,ys .nd ,aai'. r k. hh",. vn .istioL:P. re:vol t 

Li I '.r a tion Theologinnri maintUmin, wi thout tlr.via tin tramI NLr 
Chi.rcrh'"r lung .idulogical tr'dit'ion, th a n rL. Ir l Il.. 
cijli..'siv, society in God'sr p.lan For human.tv. lhev r.cn i rii'|t 

ri f .ind in ti±he cap it a i nV M'i~~r~ P.. "rvdn cI'rlj, n.jInldivi dual intic ideology the pr nc I nalJ imriu., rnr'roil.'. to rh'.! 
r,:: liza'ition of And. A theI ..thim p io.n. lik,:e L P mearliwrr (Z..,LIt r+ c,:.r.or nrjLtikm wlhome I;ck of a nol tit:.i Cal trMIa v rdd in 
ovo. r (- :;trj)o:orl. +or F..ci am, they %-.m ' ! he,. nc.o w..v v,+
.,' ri.ri Lhat their ne~w political ar'dv.r witll be ary mor-. 
iust thn tth old one. 

Th r':,a. qus-ti on its whether social revo..ion, n:a.; rin seri 
to' other ]esm. apoca).vptic strategies for hel p ino the oror r3
 
helt. themselvmnp inu truly c.ntral to Liberation 'h, olocv or
whether. on the other hand, ,a smal l number of Mar, "jti 
extremists have manaoed to bend the Church's ,:ld anti
liberel currents to their particular p,.roomes. Without doubt
 
thp au__tion bears further investigation.
 

Ini the interim, three po.ntn mnt be reyi "tered in 
Litiorption Th.oloqy's favor. One is thpt it r.oreyent- th-,
Church's recoonition that economic ci.rc.:ms'tarnc. Ar'e a 
central element of the human mo-al as well an materi.al 
condition. Second. this makes the attainment of a iumst and
moral social order in the church's concep:ion extremelv 
unliely in the absence of fundamental chnoge. And, third 
i't strategies of action Y.mohasize emroworrent of the prnr
from the, bottom un in place of their oroan ization +rram the, 
top don by a dictatorial party-state. 

The ILD Position: the proposals of the ILD are by no means
vrtt7,rl , out of tune with the moral 1hr-st of ..i. b 'ration

Theology. The ILD, too. identifies structures of o.wer in
 
the existing 
 system that embody speci.al privilr.gto,, that are
biasv:.,r:l a iin:;t the poor, and that must-h ' r.iv,,rco, , l:.'Ihr'-:nih
direr polit.ical action. It stresses the se]f-rgaizat:ion

of informals an one of the principal, viable, political
 
means by which reforms can be enacted. Anld it. abjures the
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EA.:tr-im.s o'f se].f-interested individual ism, in the negative 
contex t of a merc anti ist society, maintaining that 
del :beraett .e+ort:i must be made. both at the level of the 
state and at the level of civil society, to assure equality 
of o ,0.'"ltunitV '.r all. 

Th.is . we wOLLd not claim that the ILD's work in any way
under mi nr:- the soci al caoncerns expreused by Li berat i on 
Yhel) 1 oCy. I t: does, however, undermine any strand of 
Political ideology. evern i'F disnuised as theology., which 
Lr..i.ts the.-t there is no way to improve ire lot of the poor
shor t of al -out revol ution and the el i mi nat i on a.f 
ernt r fprL..,n r E-h i u. It is interesting to note, in this 
c nw t. l' stitrono .support El Otro Sanduro is receiving
from church ,:lUthori'ies around Latin America. 

As we are not theolonianst we 
 have no desire to interiect 
our'Lelves into the deeper theological debate now ranina 
wit'.hi Lie Catholic Church over the issue of Liberation
 
iheol onv. BLut aLs concerned l ay people we know of noibasi *
 
in Ct',t IsLui c doctrine for oppouing systems based on
 
Wiu iprL.d urrtr'epr.nuur'ship per se, if thy 
 can be made to
 

i-cIr'otu l:airly 
 and justly, as we believe they can. 1n .f,-'ct, 
tie IL.) ca. ie studies should chal lenge Catholic suci.%l 
Lhinl.erus to n:iLve renewed attention to the need to recuncilif 
mor w I]. Lhv .i usit ai-ipiration of individual humfan ini tiative 
W1 th *t.IUL C;,A + Zi j lfit SOci etV. 

E. The Forfi-Lgn Policy and Assistance Programs of the 
DovelIoped Countriws 

rhne Prob iem: dLvew uL)ped countries have { -cd two prub. usmi Lrn 
iitchici~vino (:CiIj)sirlcv btutween their bakimc ValurLtu and LhW I r
 
fui Li q n po i c.nd %,i atanc.. programr,. 'I'ho first ius thc.it
 
Lhv hav. ofteri conl+fAu.ed merr-anti I i st 
 with inodern inirket. 

L~~itan~ "111d 'JtIOLr-itLic: ulections with toU1 -f I lrjed
parl cipiurv ,'nocriicy. Yet, aui Lhe 1L D' v rt . cArci' lilh , 
:ICASIVI', the nu5tic'rcalit I i stu ar w not capi t..1 i btu ot th, tv '.1 
i0.nd. ii LI i wuwl..urn wcrId and dtenocrmt-i c vcLict i llis In Ino 

i EI nt0r' ci.Li ll rip:Ut ijht in thi.e 
procj. FiUr iArt- -Acuin t.tab: i 1Ai v 

N. 0 l rz4.,[. ad ovur- ru.lc -mnAki1,ng 
what suo yuvr . ihuu I1110%UIV 

c~rmLJrt~i t~ rshavo often endeU Lip 2SI.ipport2l *iI reri (iei 
Micuz rr clti ctw bear l ittlew rUQwb I anr.e I.o the lEtor +a 

, l, wett h,.ii t.r wditiu'i ilv oivwn rjruat impnrtdiic-t., .o. 
'ist cl 1 L I I . V, b:,P..I K? 1.(7 1 it c~rUitc ia to econoami c gr ow-1 h - iid , 

'j 'er .I. .1 v, L..u. vm-tA 'r'n i nt uruut%'i: , ius I ir ll"o'l',/ L.o t i n 
1"11,1kr I cc'urA I,' f. vst ab .i i Ly uC eI uuppor t t: I'u( I , t - ni ' 
iIII.,rC Ar tLi I i I 15 f.r i.cti r u- ef +ort U toD L Ii QhLis t 1AV L' pr I in r t I Y 
I.: ulil' i r m iM .., IliI-i Wlii1 I . *hu Wo~it IiAWi bQuuui iCn- L ft IIOt ial LI 
wd.[',[p (ir I f":,; I Vic tif: ,'.. t gt%I. (u t. 0 %h o .ur r L tihir r I i ,J 
dul-nc:1 'th r t,,. th.. W1I-tu quo i wi c r'trmry to, risLhi.:r. 'them1*0' 
m.tlq.or t i"€y e. L-C or.t,ouni a gr owth L-nj pol i t i cail d. e :r ,..:,v 
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in: the maiori ty of propu 1at i on,the 
 i n: I.udi n theinlormn;ul -. does not gonrra llv nu.ooorI. the sta= nuo.
wtwrn o0] i ci mm are i dertif ied with thnolI ioar chi n.. ,exi.nit:i. ng 

In ter-mn of foreion amistancep the sAme min,-concen.tionn 
mean thmql- wentmrn forexorn
brin the 

ann!i stanam hi'n w:ic'en f:.il1. todenired renul., 
 It ham oromoted th- .tn.. byconcentrnt .ing fundm O.nd. ther :forn., oQwer) .n I:he hands,opoliticians Pnd government b, rea.trcr;,t:.. rIthr-. b,.i n(en 
t has ntr ')oe.


eli te, mi.stakenl v . denti Fvin9 them AMcommetjtivn entreoren,rs 
Iike most of !hose :in t.he w +.
It hon 
 h~ oele create 
,nd maintain 
 o labor ,l.itc that ha:mbor.omm vart o+ the mercant 
ili sts1.ructur-. 
 And it her,
orovided charity to the 
moor which. 
 while admir-b],e in
htmpni t. r.i en tprmn. has not 
 h-1 n rd them to .:h;,no,' h,innt.i tutionml mtrus-ture. Impedino their progr'., 

n iaddbj. on. by supportinp, or apoearino to m'.pnort. s'necial
interests, 
 western developed notions; have been olavyin into
M.rrist 
hands. The Maris ts 
have identified themai'?lvent wit.hth. inter,..tm o 
 the "oroletarians" whom 
they have redeFined
to include, the ooor and oppressed. Th,i 
 they are s.on as;tinin For chango in the oresont -structur' while hw, West
in left an the qo.ardian of 
the statur ruo.
 

The ILD Position: 
 by identifying 
the r..ing .str.ctureas
mercantilist -anti-democratic 
 and anti-mar..et-
 and proving
that it is the moor -and majority- who snrinort 
and or.cticcdmmo,:racy and accessible markets, the ILl)'.s r'.s...i.rr.h har. .xv.n the 
 west the 
ooenino 
to olace i!re.lf square.v on themi de of 
 democratic participa'tion 
 and econclomic ouor'tun:it..The primaryv effort 
in pasino from 
 a m.rcant iiintd&-.mo.:ratiaj mark.et-based to o..

society in? 
 of necessit, a locl
one. But foreign governments through 
 their ool icy.a'iancesi program. arid 

can laow the procesj, or encourag . :.The uroooSaiS set forth in 
this paoer indicate 5ome rf the
things we 
 in Peru must 
do i+ we are to reform our .oiciety.Md. threfore. 
they suogest the 
 direc'tion 
 tha't we~etrn
 
pol ,.ci es and a~i 
stance should 
"take to assi st in this 
pr o.cess. 
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