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October 17, 1938

Mr. Donor Lyon

Director

U.S. Agency for International Development
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 cut 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 poposal 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. Box) 18-1420 - Lima - Per Telfs. 470916 - 469128



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

We appreciate immeaéurably the resources and cooperation provided
by your office in the past and wa 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 ILL 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

o A plan for providing training, information and assistance
to other groups in Latin America that wish to research and
promote ingtitutional reform, using the informal sector as
one of the key components to their research programs

o 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 1¢83 (virtually all of these
recommendations have been or will be adopted shortly), and
by Deloitte, Haskins & Sells in October 1988

~



o 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 methodc '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 alsc 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 198§8). We
have already adopted most of the recommendations made by Arthur
Young, as indicated in Chapter II1. 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 accommndate 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 semianrual
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.



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 ecornomic 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
Financ# 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



EXHIBIT I-1

ILDD PROGRAM BUDGET BASED ON AID AND OTHER DONOR SUPPORT

1982 - 1988
(U.S. dollars)

1982 1983 984 1985 1986 1087 1088
AID 35,772 149,773 351,197 552,072 466,628 331,603 550,000
Other
Donors:
CIPE 36,000 176,789 187,208 199,253 160,800
Smith-
Richardson 10,000 40,000 84,800 75,000
Francisco
Marroquin 2,000 2,000 2,000
IAF 60,000 70,000 39,600
FMME 3,507
Calmedon
Foundation 1551
Tinker - 30,000
CINDE 95,000
Ford 49,850
UNDP 51,000
Total
Qther 0 0 48,000 283,847 344,008 268,853 431,650
Donors
Total
Program 35,772 149,773 399,197 853,919 810,636 600,456 981,650
Increase 318% 166% 109% 3.1%) (26%) 63.5%
(decrease) over
previous year
In Percentages:
AID 100% 100% 88% 66% 57% 55% 56%
Other Donors 0 0 12% 34% 43% 45% 44%

100% 100% 100% 100% 100% 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:

e 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:

o Obstacles and barriers that raise the costs of entry into

the formal economic system

J 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.



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 l1e¢d to a preliminary
identification of the levels and sources of insti“utional
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 those 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 Corplaints (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, deinocratic market economy;
therefore, the term is now 2 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 function 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, selected
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 eracted 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
peing implemented by all Peruvian municipalities

I-6
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The mayor of Lima has withdrawn Order 002 (which was to
requlate 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, ORCGANIZATION AND STAFFING

This chapter presents our general approach and the organization
of key professional staff members who will perform major tasks in:

o Research
o 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 reéently 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.
dur 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 II-2 lists the present

personnel under each major functional division.

II-1



EXHIBIT II-1

ILD ORGANIZATICN CHART

* Duties executed by General Manager

** Duties oxecuted by Controller

Board of
Directors
President
Technical
Program
Review Committee
General
Manager
Manager-
%?:::J:;‘E ImplemeEtation Controller Administrator**
and Promotion
I | ] |
Circle Circle Circle Circle {}‘SDA.
Leader Leader Leader Leader
. International Fi
: . National b inance
Circles: Publi:i‘ity Pu:::gl ty Acc:::ting Administrative
an . Unit
%2:22:22: g Promotion Promotion Department
Researchers C
Researchers D
International
Training
Program



EXHIBIT II-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 Eyzaquirre, 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, Econp st

Carlos Gandolfo, Layer

IMPLEMENTATION AND PROMOTION

Manual Mayorga, Implementation and Promotion Manager
Cuido Lombardi, Director of National Dissemination
Humberto Ponce, Attorney

Mario Guibellini

Guillermo Guedes

Pedro Salinas

Jackeline Silva, Lawyer



EXHIBIT II-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, Zxecutive 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 »f
professional experience in domestic institutions (Central
Reserve Bank of Peru, National Planning Institute) and
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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 methcdology 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, it
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:

J 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

J Institutional checks and balances

) Access to information

J Legal and institutional costs in agriculture

J 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 cf 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 hés 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:
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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. Eyzaquirre 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 eccnomics 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 Univerc:idad 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.
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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:

J 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.

J 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 conte2xt 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 enable 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. 1In 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 newspapefs, 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~an 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 El1 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

J Demonstrates, using concrete cases, how outdated legal

institutions could be restructured

. Includes cost-benefit analyses of the existing and

proposea laws

J Publishes the analyses and recommendations together in the

official paper El Peruano

) Invites citizens and institutions to send in their
comments on the theme within a period of thirty days

o 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
rieces 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 toc associate with informals.

The objectives of the Union are the following:

o 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
J Promote derequlation and simplification of the laws
. Channel public opinion toward necessary institutional
reforms
. Oppose mercantilist practices.

The Union will undertake specific programs, including:

J Continue to support the now-established Committee for

Credit Democratization

. Establish several Committees for Debureaucratization by
sector
. Establish several Committees for the Promotion and Defense

of Economic Rights

. 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 Promoction Manager - Manuel Mayocrga

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 El1 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 the
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

oeen 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. 1In 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 pecple 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

J Train interested parties from throughout the world in how
to do what the ILD does--to measure the extent of
informality 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

o 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.

IT-18



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. 1In 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
wodapted 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
relevani 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
periodicallv publish a newsletter to be distributed to
those 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 readino 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
e  Seminars

o 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:

J 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 designed 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
. Schedule trainings
. Select and invite trainees
II-23
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o 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 Venaing and Markets, and Labor Policies. These,
too, will be published for use in the seminars and for
general distribution to those interected 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
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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

o 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 seridusly 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 will 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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J Organizing internal working groups, when recessary, 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 manageument assessment by Arthur Young. It also
includes steps we will take to expand our staff tc 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-l).

Reduction of the Number of Circles

In early 1988, we were carrying out research in 17
circles. The number has currently been reduced 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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X Benefits Program

We have incorporated a fringe benefit amount for each
full-time ILD emp.oyee 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). 1In 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
pianning, 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 £ind 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 staf€f.

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 cu this 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 tn 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-1 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 Tnter-
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 successrful, and not dissipate
our energies during this two-year period. At that juncture, we
request that A.I.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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o A.I.D. channels substantial additional funds to its
missions throughout the region and worldwide for informal
sector recearch and institutional reforms. These funds
could be structured 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 II-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 Ccrnejo, 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, Economist

Carlos Gandolfo, Lawyer

IMPLEMENTATION AND PKOMOTION

Manual Mayorga, Implementation and Promotion Manager
Guido Lombardi, Director of National Dissemination
Humberto Ponce, Attorney

Mario Guibellini

Guillermo Guedes

Pedro Salinas

Jackeline Silva, Lawyer
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EXHIBIT II-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 III-2 we
have broken down the tasks that will be requifed to meet the

research objectives of our circles.

We demonstrate the scheduling and sequence of these activities
and tasks in Exhibits III-3 and III-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 III-5 and III-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

Identify legal rules that regulate legal access to credit.
Describe steps with which citizens must comply to
legally obtain credit.

Estimate through field studies the economic costs of
complying with identified regulations.

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.

Report.

B. INFORMAL MARKET

1.
2.

Describe the structure of the informal capital market
Describe the mechanisms by which money is lent, and
conditions for lending (interest rates, payback period
and guarantees required)

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.

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



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.
Estimate through field studies the amount of wurking
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.

Quantify the economic cost of complying with identified
regulations.

Compare legal and institutional costs with selected
economic indicators.

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

Report.

LEGAL AND INSTITUTTONAL 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.

Quantify the economic cost of complying with identified
regulations.

Compare legal and institutional costs using selected
economic indicators.

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

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 WITH'N 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 facpor markets.
4, Report.

E.  INDIRECT COSTS ABSORBED BY TWE REST OF THE

ECONOMY

1. Efficiency loss in the allocation of scarce resources
2. Undesirable distributional effects

3. Undesirable social and poiitical climate

4, Report.

F. I'INAL 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.

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

Describe completely the spezific 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. _
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.

Quantify the economic cost of complying with identified
regulations.

Compare legal and institutional costs with selected
economic indicators.

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

Report.

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.

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

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

Study the decision-making process in some informal
organizations.

B. ADMINISTRATIVL, ADJUDICATION

1.

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

Compile and analyze the regulations on public bidding.
Analyze the exonerations to public bidding since 1980,
approved invoking "emergency” or foreign financing
reasons.

Study the cases in which Public Administration
adjudications were objected.

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.

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

Elaborate proposals to reform, order, reconcile and
standardize the administrative procedures in Peru.
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.



CIRCLE 1:

C.

EXHIBIT III-2

TASK BREAKDOWN
YEAR TWO

CAPITAL MARKETS
INFORMAL MARKET
3. Estimate the size of the informal capital marke’,
4, Estimate the transaction costs in the informal credit

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

CIRCLE 3: MANUFACTURING SECTOR

C.

LEGAL AND INSTITUTIONAL COSTS 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.

Quantify the economic cost of complying with identified
regulations.

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.

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

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

Report.

E. INDIRECT COSTS ABSORBED BY THE REST OF THE
ECONOMY

1.

2
3.
4

Efficiency loss in the allor ation of scarce resources
Undesirable distributional effects

Undesirable social and political climate

Report.

F.  FINAL REPORT

CIRCLE 4: MEASUREMENT OF INFORMAL ECONOMIC ACTIVITY

C. APPLICATION

1.
2.
3.

Apply the ILD's methodology
Analyze results
Report.

D. FINAL REPORT

CIRCLE 5: DEMOCRATIC DECISION-MAKING

A. RULEMAKING IN PERU

5.

Compare the Peruvian rulemaking system with systems
of selected countries.

Elaborate proposals to reform the regulatory system
presently in force, in order to guarantee the
participation of citizens in governmental decisions.
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. Cumpile 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.

[RCLE 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.
Elaborate proposals for institutional reforms in order to
achieve a free press.

Report.

B. ACCESS TO PUBLIC INFORMATION

1.

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

Identify the criteria advanced democracies use in order
to define the type of information that should be made
available to the public.

Analyze the behavior of governors, public officials, and
civil servants with respect to their furnishing the
information held bv them.

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

Report.

C. FINAL REPORT

CIRCLE 8: LABOR MARKETS

A. FORMAL LABOR MARKET

1.

Describe the structure and size of the formal labor
market.

Identify legal rules that regulate formal labor contracts.
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.

B.

C.

E.

G.

H.

Estimate the number of lawsuits filed and settled by Judges
during a given period of time.

Compare the salary levels of judges with remunerations
earned in the private sector.

Compare the budgetary allocations corresponding to justice
administration in Peru with those in developed countries and
some developing countries.

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

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

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

Study the possibility of using extra-judicial procedures for
settling disputes based on extra-legal systems of law.

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 lega! 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.

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.

Quantify the economic cost of complying with identified
regulations.

Compare legal and institutional costs with selected
economic indicators.

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

Report.

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.

Quantify the economic cost of complying with identified
regulations.

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.



@)

LEGAL AND INSTITUTIONAL CCSTS OF EXIT FROM
FORMAL MARKETS

1.

5.

Identify legal rules affecting the exit of a formal
enterprise from the market in each of the selected
activities.

Quantify the economic cost of complying with identified
regulations.

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.

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.

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

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

Report.

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.

FINAL REPORT



CIRCLE 11: TRANSPORT SECTOR

A.

LEGAL AND INSTITUTIONAL COSTS OF ENTRY INTO
FORMAL MARKETS

1.

7.

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

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

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.

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.

Quantify the economic cost of complying with identified
regulations.

Compare legal and institutional costs with selected
economic indicators.

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

Report.

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.

Quantify the economic cost of complying with identified
regulations.



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.
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Exhibit 111-3
Proposed ILD Resecarch Activity Schedule
Year One

Month 1 2 3 4 5 6 7 8 9
CIRCLE 1: CAPITAL MARKETS

A. Formal Market
1. Structure and size of formal credit markets /11117 Y.
2. Regulations gaverning access to credit [
3. Present credit application process ’ SIS
4. Economic costs of compliance with above YLl 227777 72777277777 7707777777,
& Costs of borrowing in addition Lo interest rates 7SS,

6. Report 771772

B. Informal Market

1. Structure of informal capital market L 7777 777772 777777 77777 277777 77777

2. Lending mechanisms and terms TLSLLSISLSLILLSLS LSS SIS LIS LIS SIS IS,
3. Size of informal cayilal market ”

CIRCLE 2: HOUSING SECTOR
A. Legal and Inst Costs of Entry into Formal Markets

SILILISSSSLS LSS SIS S,

1. Select important informal activities 77}

2. ldentify entry regulations . 7.

3. Dazscribe specific stepn to title property 7z
4. Determine average time for titling 77471747
5. Quantify ic costs of li 2272

P

S. Coripere costs with economi indicators L274]

7. Lstimate “excessive” costs based on 7
econ. indicators

8. Report
B. Legul snd Institutional Costs of Compliance
1. Identify laws for house ownership =7
2. Quantify cost of compliance /777777077777
3. Compare costs with econ. indicators 77|
4. Estimate excessive legalinstit. costa 227777772
& Report 77,
C. Costs of Formal Traraler
1. Identify rules for sale 77|
2. Quantify ic costs of pli 7272777
3. Compare costs to econ. indicators 77,
4. Estimale "excessive” legal/inst. costs 2rr17/]

5. Report (#7;

D. Costs of Trade in Informal Markets
1. Quanlify econ. costs due to unofBicial status 7747/
2. Econ costs from inability to usa facilitative law 2772273

3. Econ. impact of lack of
access to formal faclor markets ',,,,‘

4. Report

E. Indirect Costs
1. Efficiency loss in resource allocation ' Y L7773
2. Distributionzl effects
3. Social end political climate
4. Report

F. Final Report

lts /.




CIRCLE 3: MANUFACTURING SECTOR

A. Costs of Entry
1. Select activities where informality prevalent
2. ldentify entry regulations
3. Describe specific steps W register enterprise
4. Estimsule time lo meet regulations

e

5. Quantify ic costs of
6. Compare costs with economic indicalors

7. Estimale “excessive” costs based on
econ. indicators

8. Report
B. Costs of Operating in Formal Markets
1. Idenlify laws affecting operation of legally
registered enterprise
2. Quantify econ. coat of compliance
3. Compare costs with econ. indicators
4. Compare “excessive cosls with econ. indicators
5. Report
CIRCLE 4: MEASUREMENT OF INFORMAL
ECONOMIC ACTIVITY
A. Revision of Methodology
1. Review ILD's methodology
2. Find any additional criteria
3. Report
B. Manual Prepamation
1. Describe ILD methodology

2. Prepare case studies Lo illustrate
me
3. Report
C. Application
1. Select ten Latin American countries
to apply ILD methodology
2. Collect data
3. Repar:

CIRCLE 5: DEMOCRATIC LAWMAKING
A. Rulemaking in Peru
1. Review legislative performance of Parliament
2. Study issuance of laws in last three govt. torms
3. Analyze stete regulations
4. Study decision-making process in
informal organizations
B. Administrative Adjudication
1. Compare administrative procedures
in Peru vs. other countries
2. Analyze public bidding regulations
3. Analyze exceptions to public
bidding since 1980
4. Study cases where Public Administration
adjudications were objected
6. Anulyze composition and relationships
of adjudicating entities
6. Study costs dus Lo exceptions to
public biddings
7. Propose administrative procedure reforms
8. Report

CLLLLIL A
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Exhibit 111-3 (cont'd)

CIRCLE 6: CHECKS AND BALANCES

A. Compare legislative capacities of Parliament
and Executive branch 1960-88

B. Evaluvate capacity of Parliament to
supervise Executive

C. Study lawsuits by private concerns against
ugé‘ " Yy pnva ne =18 SSSLIIIILLL SIS LSS IIS TSI S TSI IS IS

D. Review role of Public Miniztry (1980-88) Ll P72 P P2 777 e
CIRCLE 7: DIFFUSION OF INFORMATION
A. Free and Competitive Press

1. Examine regulations of mass media SSIII TS

2. Examine relationship between media
debt and dependence CISLSAL LSS LSS SIS,

3. Examine relationship belween Stata publicity
and dependence SLLLLSLSLLSIILIS IS LS

4 Examine ties belween publicity and dependence PSLISISZ,

ILSLLLSSL IS SIS LSS SIS LIS TILS IS

SLSL LSS LIS LSS S IILLS SIS ST LSS




CIRCLE 1: CAPITAL MARKETS
B. Informal Markets

Month ]

Exhibit [

11-4

Proposed ILD Research Activity Schedule
Year Two

3. Estimate size of i ~formal capital market

TITISTLSS LT SLITLIISSI SIS SIS L IS

4. Estlimate transaction costs as %
of interest rates

5. Report
C. Final Repont
CIRCLE 3: MANUFACTURING SECTOR
C. Coets of Exit from Formal Market
1. Identify exit regulations
2 Quantify econ. costs of compliance
3. Compare costs with econ. indicators
4. Compare “excessive” costa with econ. indicators
& Report
D. Costs of Trade in Informal Markets
1. Quantify econ. costs due to unofficial status

2 Econ. costs due to not being able
to use fadlitative law

3. Econ. cost of blockage Lo formal factor markets
4. Report
E. Indirect Costs
1. Efficiency loss in resource allocation
2. Distributional efTects
3. Social and political climate
4. Report
F. Final Report
CIRCLE 4 MEASUREMENT OF

INFORMAL ACTIVITY
C. Application

§
N
N

(LLLLLI 2

3. Apply ILD's methodology

LLLLLL e

SISIS LSS S LS.

LT

2Ll

L2777

4. Analyze results
D. Final Report
CIRCLE 8: DEMOCRATIC DECISION-MAKING
A. Rulemaking in Peru

27

SIIIIIS

6. Compare rulemaking systems internati Ly

Ll

SILLSLLSSLS.

LLLLLLLLZY

VLSS ILSSSS

ALl

6. Propose reforms for regulatory system
7. Report
C. Civil Service

1. Determine remuneration levels

TILSSSISLSY,

2 Analyze dependency between
political power and buru_ucruy
3. Compile data
4. Examine administrative decisions
6. Determine access of bureacratics
to administrative positions
6. Study cases of control procedures against
officials or civil servants

7. Propose reforms foc civil service's
institutional mechanisms

(Ll

SIS SSIS IS

SISLSSISSSSS

LSS TISS.

VAL IS I s

ILLSSI LTSS SIS S LS SIS TS

LSS SSSS,

SIS S IS S

VLTSI SISS SIS SIS LIS IS,

L L

P

SISLY.

/.

LA

LLLL L l/////////




Exhibit 111-4 (cont'd)

8. Report SLLIS D
D. Final Report

LIS,

CIRCLE 6: CHECKS AND BALANCES
E. Study activities of Court of Constitutional Guarantees SISSSSSSLLLTI LA IS SIS IS IS I ISS,
F. Study activities of Comptroller General VISLSLLSS SIS LLILLTISLISS S S SIS S

G. Propose reforms for checks and balancea VILLLLLLLLSLLLLLLLLILLLIL LTS SIS LISIIS SIS TSI SIS
between Public Powers and other institutions

H. Finsl Report 777777
CIRCLE 7: DIFFUSION OF INFORMATION

A. Free and Competitive Press
4. Relationship between econ dependence and info. KLLLLLY

6. Propose institutional referms for free press SIS LIILILSLL SIS,

6. Report m

B. Accesa to Public Information

/s

1. Review mechanisms blorking public info. SSSSSLILIYY,
2. Analyze official behavior towards public info. | F TSI SLTSSIL SIS SIS

3. Identify eriteria used by advanced democracies 1o
define public info. Celile P72 7772 777774

4 Propose reforms to guarantee access to public info | AT LAAILIALLIITIS S S SIS )

5. Report olrs,
C. Final Report
CIRCLE 8 LABOR MARKETS
A. Formal Labor Market

1. Describe structure and size SIS S A

2. ldentify regulations VSIS SSSS

3. E ic costs of pliance VIIISSS LS LY LS LLLLLL IS SIS AL ITI IS
4 Estimats coat of regulations per
worker 88 % of wage ratcs Y227 22277

6. Report Y222 2727777
CIRCLE 8: JUDICIAL SYSTEM

A. Estimate number of lawsuits filed and settled Y L2 20%
B. Compare malary levels of judges va. privata sector TISTLSSISSSSLIS IS LSS SLY,

C. Compare budget for justice administration
internationally L7772

D. Examine qualificalions of selected judges IIILLLS LIS SIS IS IS SIS

E. Evaluate the quality and consistency of
Jjudicial resolutions . ILTLLLY S LSS SIS LSS,

F. Analyze steps, time and cost of moat
common jud. procedures SIS SIS,

G. Extra-legal procedures for settling disputes 222227
H. Report

CIRCLE 10: AGRICULTURAL SECTOR

A. Costa of Entry
1. Select activities 77,

LIILSSSLSS

Ll L

2. Identily entry regulations 177)

3. Describe specific steps Lo register entarprise P7A
4. Estimate time Lo meet regulalions PZ27777A

5. Quantify economic coats of camplying pZ7773
6. Compare costs with economic indicators y77727A

7. Estimate “excessive” costt vis-a-vis
econ. indicators Y7

8. Report /7.




Exhibit 11i-4 (cont'd)

B. Costs of Operating in Formal Markets

1. ldentify laws affecting operation of legally
registered enterprise Y77

2 Fina econ. cost of compliance PZ27777 77772

3. Compare costa with econ. indicators

4. Compare “excessive® costs with econ. indicstors
5. Report I 1772

C. Coats of Exit
1. Identify exit regulations 773
2. Find econ. ccsts of complianca
3. Compare costs with econ. indicators s/)
4. Compare “excessive® costs with econ. indicators (22777
& Report E
D. Costs of Trade in Informal Markets
1. Quantify econ. costs due to unofficial status 1777,
2. Econ. costs due to lack of facilitaiive law 777777

3 Econ. impact of inability to
access formal fuclor markets 727277

4. Report 77,

E. Indirect Costs
1. Efficiency loss in resource allocation ¥222723
2. Distributional effects D7)
3. Social and political climate (774
4. Report

F. Final Report

CIRCLE 11: TRANSPORT SECTOR

A. Cosis of Entry
1. Select activities 77

IISIISSISSY.

2. Identily entry regulations 273

3 Describe spexific steps Lo register entarprise /s
4. Estimate time Lo mest regulations B2Z2227727]

6. Quantify economic coats of complying (77777,
6. Compare costs with econowic indicators [P72272)
7

. Estimatle "excessive” costs vis-a-vis 7,
econ. indicators ]

8. Report £
B. Costs of Operuting in Forma} Markets
1. Identify laws s{fecting,operation of legally
registered enterpnae z
2 Find econ. cost of compliance P22227277777273
3. Compure costs with econ. indicators {74
4. Compare "excessive costs with econ indicators B2ZZ2227277272

& Report (/.




EXHIBIT III-5
MANPOWER DEPLOYMENT

YEAR ONE
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: 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 28

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 III-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 28

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 Fernandez-Baca, Ecoriomist 25%
Total Person-Years 2.8

CIRCLE 6: INSTITUTICNAL 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 +5%
Maria del Carmen Delgado 20%

Maria Lourdes Sanmartin, Lawyer 20%

Total Person-Years 2.7



MANPOWER DEPLOYMENT EXHIBIT III-

IMPLEMENTATION AND PROMOTION

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

Humberto Ponce, Lawyer

Daniel Herencia, Engineer

Maria Lourdes Sanmartin, Lawyer
Jackeline Silva, Lawyer

Rosa Estrada, Lawyer

Pedro Salinas

Total Person-Years

TRAINING

Director of International Training
Administrative Assistant, Training Program
Hernando de Soto

Luis Morales-Bayro

Julio Velarde

Alberto Bustamante

Jorge Fernandez-Baca

Hugo Eyzaguirre

Mariano Cornejo

Pierina Pollarolo

Maria de los Angeles Murillo
Maria del Carmen Delgado

Ana Lucia Camaiora

Total Person-Years

Person-Years % of time spent

Management and Coordination
Research
Implementation and Promotion
Training

TOTAL

100%
100%
100%
100%

80%
100%
100%
100%

7.8

100%
100%
10%
10%
15%
156%
16%
15%
15%
15%
15%
15%
16%

6.5%
59.2%
23.6%
10.7%

100.0%

. Lo



EXHIBIT III-6

MANPOWER DEPLOYMENT
YEAR TWO

MANAGEMENT AND COORDINATION

Hernando de Soto
Luis Morales-Bayro
Julio Velarde
Alberto Bustamante

Total Person-Years

CIRCLE 1: CAPITAL MARKETS

Circle Leader: Julio Velarde, Economist
Members: Economist, Category A
Economist. Category B
Clara Ogata, Economist
Ana Lucia Camaiora, Lawyer

Total Person-Years

CIRCLE 2: LABOR MARKETS

Circle Leader: Julio Velarde, Economist
Members: Economist, Category B
Clara Ogata, Economist
Ana Lucia Camaiora, Lawyer
Percy Marquina, Economist

Total Person-Years

CIRCLE 3: TRANSPORT SECTOR

Circle Leader: Jorge Fernandez-Baca, Economist
Members: Economist, Category A
Economist. Category B
Mariano Cornejo, Architect

% of time spent

90%
90%
15%
15%

2.1

15%
90%
50%
50%
10%

2.15

15%
85%
50%
10%
60%

20%
85%
20%
85%

Maria de los Angeles Murillo, Lawyer 20%

Total Person-Years

23



MANPOWER DEPLOYMENT

CIRCLE 4: MANUFACTURING SECTOR

Circle Leader: Julio Velarde, Economist
Members: Economist, Category B
Hugo Eyzaguirre, Economist
Fernando Chavez, Economist
Pierina Pollarolo, Lawyer

Total Person-Years

CIRCLE 5: AGRICULTURE SECTOR

Circle Leader: Julio Velarde, Economist
Members: Economist, Category A
Hugo Eyzaguirre, Economist
Fernando Chavez, Economist
Pierina Pollarolo, Lawyer

Total Person-Years

EXHIZIT [II-6

15%
100%
30%
50%
10%

2.05

15%
100%
30%
50%
15%

21

CIRCLE 6: QUANTIFYING THE INFORMAL ECONOMIC ACTIVITY

Circle Leader: Jorge Fernandez-Baca, Economist
Members: Hugo Santa-Maria, Economist
Economist, Category B
Percy Marquina, Economist

Total Persun-Years

CIRCLE 7: DEMOCRATIC DECISION-MAKING

Circle Leader: Alberto Bustamante, Lawyer
Members: Pierina Pollarolo, Lawyer
Ana Rosa Martinelli, Lawyer
dJulio Velarde, Economist
Jorge Fernandez-Baca, Economist

Total Person-Years

35%
100%
45%
40%

22

70%
60%
100%
10%
10%

2.5

-
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MANPOWER DEPLOYMENT EXHIBIT III-6

CIRCLE 8: INOCTITUTIONAL EQUILIBRIUM THROUGH CHECKS AND

BALANCES
Circle Leader: Ana Lucia Camaiora, Lawyer 30%
Members: Lawyer, Category A 100%
Carlos Gandolfo, Lawyer 100%
Jorge Fernandez-Baca, Economist 10%
Hugo Eyzaguirre, Economist 10%
Total Person-Years 2.5

CIRCLE 9: JUDICIAL SYSTEMS

Circle Leader: Ana Lucia Camaiora, Lawyer 30%
Members: Maria del Carmen Delgado 85%
Lawyer, Category B 100%
Jorge Fernandez-Baca, Economist 10%
Hugo Eyzaguirre, Economist 10%
Total Person-Years 235

CIRCLE 10: ACCESS TO AND DIFFUSION OF INFORMATION

Circle Leader: Maria de los Angeles Murillo, Lawyer 65%
Members: Lawyer, Category A 100%
Economist, Category A 25%
Maria Lourdes Sanmartin, Lawyer 20%
Hugo Eyzaguirre, Economist 10%
Total Person-Years 2.2

IMPLEMENTATIOGN 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



MANPOWER DEPLOYMENT EXHIBIT III-6

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 385 256

TOTAL 36.00 100.0%



Iv. DRUDGET

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

Exhibit IV-1 reflects additioral staff, equipment, and space
ccsts. It alzo includes the new proposed activities of the
internations) training and dissemination program and ILD-USA.

It should be noted that the line item for internatf:ional
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. 1In
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-1 /



EXHIBIT IV-1
ILD PROJECTED BUDGET
FIVE YEAR BUDGET

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
B. ILD-USA

Total Fringe Benefits

3. TRAVEL AND TRANSPORTATION
4. NATL ADVOCACY & DISSEMINATION
5. INT'L TRAINING & DISSEMINATION

6. OTHER DIRECT COSTS
A. Telephone/Telex/Telefax

. Mail and Courier Services
Computers and Equipment

. Rent :

. Security

Custodial Costs

. Insurance

. Evaluation and reprogramming
Financial review
ILD-USA

. Other

Total Other Direct Costs

RECmTIOTWEOO®

TOTAL PROJECTED EXPENSES

PROJECTED INCOME:

7. OTHER DONORS INCOME
A. CIPE
B. Others

Total Projected Income

3. AID REQUIREMENT
TOTAL PROJECTED INCOME

* Not committed, but anticipated
** Not committed

TOTAL PROJECTED EXPENSES AND INCOME

e
e

YEXR 1 YEAR 2 YEAE 3 YEAR 4 YEAR 5
$978,000 $1,026,900 $1,078,245 $1,132,167 $1,188,765
$75,000 $78,750 $82,68% $86,822 $91,163
$126,000 $132,300 $138915 $145,861 $153,154
$66,00C $69,300 $72,765 $76,403 $80,223
$1,245,000 $1,307,250 $1,372,613 $1441.243 $1,513,305
$104,400 $109,620 $115,101 $120,856 $126,899
$16,000 $16,750 $16,538 $17,364 $18,233
$119,400 $125,370 $131,639 $138.220 $145,131
$120,000 $126,000 $132,300 $138915 $145,861
$116,400 $122.220 $128331 $134,748 $141,485
$165,600 $173,880 $182574 $191,703 $201,288
$30,000 $31,500 $33,076 $34,729 $36,465
$30,000 $31,500 $33,076 $34,729 $36,465
$78,000 $20,000 $0 $0 $30,000
$48,000 $50,400 $52,920 $55,566 $58,344
$30,000 $31,500 $33,075 $34,729 $36,465
¥12,000 $12,600 313,230 $13,892 $14,586
$5,000 $56.250 $5,513 $5,788 $6,078
$20,000 $21,000 $22,050 $23,153 $24,310
$10,000 £10,500 $11,025 $11,576 $12,155
$60,000 $63,00% $66,1650 $69,458 $72,930
$36005 $37,800 $39,690 $41,675 $43,758
$359,000 $315,050 $309,803 $325,293 $371,557
$2,125,400 $2,169,770 $2257,259 $2,370,121 $2,518,627
$210000 * $210000 ** $210,000 ** $210,000 ** $210,000
$115400 ** $114,770 ** $117259 ** $60,121 ** $98,627
$325,400 $324,770 $327,259 $270,121 $308,627
$1,800,000 $1,845,000 $1,930,000 $2,100,000 $2,210,000
$2,125460 $2,169,770 $2,257,259 $2,370,121 $2,518,627



EXHIBIT IV-2
SUPPORTING INFORMATION

DIRECT LABOR~ YEAR ONE
ILD Lima

Fringe
Name Salary Benefits *
Hernando De Soto $72,000 $7,200
Luis Morales-Bayro $60,000 $6,000
Julio Velarde 354,000 $5,400
Alberto Bustamants $36,000 $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 Lombard{ $24,000 $2400
Mariano Cornejo $24,000 $2,400
Daniel Herencia $19,200 31920
Pierina Pollarolo $18,000 $1,800
Maria de los Angeles Murillo $18,000 $1,800
Maria del Carmen Delgado $15,600 $1,560
Fernando Chavez $16,600 $1,560
Clara Ogata ] $15,600 $1,560
Ana Lucia Camajora $15,600 $1,560
Humberto Ponce $16,600 $1,560
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 $70
Rosa Estrada $7,200 $720
Elvira Barua $7,200 $70
M. Alejandra hada . $6,600 $660
Ricardo Espinoza 36,000 $600
Mario Mendieta $4,800 $480
Pedro Salinas $4,800 $480
Roger Espojo 34,800 $480
Cesar Ocharan $3,600 30
Roger Espinoza $3,600 £330
Patricia Jimenez $3,000 $300
A. Cecilia Gorrio $3,000 $300
Cecilia Gonaz $3,000 $300
Silvie_Urtigas $3,000 $300
SUBTOTAL $655,800 $65,580
To Be Hired:
Director of Intl. Training & Dissemination $66,000 $13,200 **
Economist, Category A $42,000 34,200
Economist, Category A $42,000 $4,200
Economist, Category A $42,000 $4,200
Lawyer, Category A $36,000 33,600
Lawyer, Category A $36,000 $3,600
Economist, Category B $30,000 $3,000
Administrative Assistant, Training Program $3,600 8
Secretary, Finance Manager $3,000 $300
Translator $18,000 $1,800
Librerian $3,600 360
SUBTOTAL $322,200 $38,820
TOTAL $078,000 $104,400

* 10% of salary
** 20% of salary

Page 1
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APPENDIX A

FINDINGS AND IMPLICATIONS OF ILD'S
PREVIOUS RESEARCH




THE FINDINGS OF THE INSTITUTE FOR LIBERTY AND DEMOCRACY 1/

A, First Findings The existence of an Entrepreneuri al
EnerqQy ot Popular Origin
The ILD s worlk  haw revealed the exisvtence of areat

entreproneuari ol energy in the pPopul ar
niter several vears of  resvarch it
AnOredaty bterms,  I9% of the 1984 Gruss Domwesbic Fruduct wuas
produced intormally  and that 417 af total man-hoursw wor ked
were 1 aaformal ecoromic activity, Thim activity i
comovsed of those people who, although pUrsuing legal wenaws,
SUCh asn building & housw or operating &« emall bubiness, have
not met al!l of the legal requirements to do wmo,

Claswire  of  Pury.
dincovered that, an

In addatipn, it waw  lwarrned that official ulutiuvticu
vnderestimated the  anount of intormality WAIREANY 1 many
BEDTLME & e bors, Huusing Providew & good WHGpl e Whey
the LD bugun 1ts reweerch, oftficial wtatistics indicated

that  wnly IV, uf  thu housing in Lima wawm Tnfarmal;
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NOVLIPG 1n the capital iw informal wnd  sheltoere 47% of the
Paputat o, Mrouwgh o house Ly NoUke nheasucemnent, intormul
PO no comsbruct i on over Lthe lawt 20 Yudrw was valied at
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Poome atmowt 40% groeskar than the minimum WagL preucryvhed
by Labor  Yawag. N wuzanc BtuQu Of the ruvearch fourd that
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et viendoigg fauat Hhot utregt vendors thumwel vus avie Legun
Hoounormone o forl Lo luave the  wirwwtuy far  markets  ang
coammer sl o cenlurg upuclally conetructud  for thiw pur puwy.
b owltl, fFormer wiroul: vundurs have  put up 2749 mer ketw  wod
vommiereial cunberu,  worth UEea40.% myllivwn  and uinp louyving
LR T A TY FRVERT IR i  compurcew ey fuvoralilv with Ghe
sbabty of et gver the lawt 20 YWUirse.  Fur o) ear bt put up
Ly Lhe wb i, vitormalen put 12, ancluding  the Largast
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n the canme of tranwoort, findings of equal

el It wan diwcovered that the informalm

Lhe mann tronsportation fleet and 80% of m
Thir fleet  hae a
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neovided meand naful inmfermating.,

21 brnod an o mindng
frog b

marafmetbur ineg §w

Infarmat ity eoviar s AP e
eguinment, bicvelea, Premerved mesad
el Lhat {4 accounte for at Leank 40Y% 1k
aned furnd bure product i on and nome 27Y%

They LD m entimoatres {ndicntm that, 1inftormat frduat g o
compoae D% of Snduntrial production reatablinbhiments, omp) oy

S AT induntrlial woarkers  andg oenerate 1687 of  Khe vl
added dn Lhe esclLor,

and
Lhe ovare neary kg
Of Lok ) urodaction,.

N, Second Findimg: The Existence of

Inatitutional and
Legal Obmtaclewn

A A renull of Lte findimas, the ILD

decided Lo {nvenkinal e
whv  al) of  this oentrepronourlal eneragy  wag  chennnlg)
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conneouenres for  the Snformals hecaumoe st depriven Llaem ny
the  facililative anprcks of the |aw =oroperty  rights,
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1. The obstacles to formal economic activity

Obmtaclens occur At two lrvelmy in accemmn to formanl meonom -
activitime and  in remaining in them, The 11D found Lhat in
order to onerate logallv  peonle have to meet A acriews of

cotrla impouaed bv the state under differnnt requlatinnma. For
example, in the cane

of houmning, a large portion of the
Propulation doras  not have the reogsurcea o buy & piecee of
dievelopod land  im . residential rone, Thum, their onlv
leqQal alternative is tp

requenst Qovernment, adindication of
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abundant,
resource 1n the country,

eating capneity,
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However, bv followino the trail of actual document.=. the ILD
found that the procedures for adiudicating undeveloped state
land acltually take a minimum of S&% months and the completion
of 07 adminiustrative steps, involving 48 public offices.
The avoerage cost per family, not  including the purchase
price of the land, 15 USs 2,150, the wauivalent of 4 vears
and @ months of  income for a person who earns the minimun
WD To this it must be added 27 months of red tape to
obtain the license to develon the land and build on it. ALl
this means, on averawae, 7 YeAI" S,

e w result of  such cbstacles, the invasion of state land
Frat become  fthe only recourse of the poor for QEININD &CCEe%S
Lo housino. In 17685 in Lima, according to police statistics,
there vere 202 invasions of public and private land. In this
same vear, thare were only 3 legal adiudications of land.

Most invaders of public land will eventually bw recognized
by the state, but in arder to et legal tikle to their plots
Lhe setbtlers will have to comply with red tawme that takes an
averagr of 20 vears.  Gntil they obtain title, their status
1% 10N FOor mal . '

With regard  to commerce, the ILD has caloulated that wlreat
vnidor s, duwe to Lthe fact that they do not have acoeswy te
edeauate Teoal  forms of business oraganization, dave Eo walt
Whoaverane of LY veary from bthe moment thiey  duecide ko
Convbract o omarket or commercial center until thev can bein
Lo deo wso. OFf thig, 9 vears and 6 months are required for
complving with  bureaucratic steps and the rest vt the time

18 taken 1N arQanlzing themuvel ves itrformally ay
entranrenenrs,

The case of tranesport i's even more dramatic. The state
Wrmply does  nat permit legal access. It onlv sparadically
allows those who have alreedv invaded tranuport routes to
recerve tormsl recognition. 1§ legal access were permitted,
LD s et vetimate i that compliance with red tape would
Laka "V vears,

Finollv., 1n manuracturing, the ILD conducted & comolete
viamul ai ron of the: process that must be fo!lowed to legally
regirotoer an activaity and start production.  This was done by
stallang a wmal l narment factory, with two BEWLEHQ
Mmachanee, 1N &n oandustrial  site on  the outskirts of Lima,
Foor  amrverarty students  and  one administrative  lavwver
comploted all o of the Jugal reguirements, going trom ofticoe
L mbfoce  woliciking Lhe M ftwrant, required poermits and
Lrcenises, Thev kept careful records ot the time wpent and,
altmfwards, dragrammed  the results on a chart. Working &
huurs a  dav, it toob 2689 davs to complete the red tupe
FEOULE 2Nt s . Ten times they were awked for bribesg wnd were
forced to pay them on two occasions 1v order to preoceed, In
Lwrms of foregone income and enpenses incurred, the 289 davs

I\
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e e valent fo a eont of USHE 1,221 I2 timem Elhe minimnm
memt bl vowaon eababl i shed by the aoverninent,,

-
'

1
Lmaal  ohntacles not  onlv Limit  aceoamn ko aeckoral
Atllvibjme, hut almo to  factor marbet vy, e tlr amadt: § -
oinmple i Aacocram Lo candtal., Even  hefarem  bhe 1w

nalilonalising the banks, 8%% of a)l crecdi b i bhe

financtal
wVREem wan provided by inatd tutionm nartinlliv e

A1 S V)

rontrolled by Lhe ntatm, Yot the dnformal mmehnr rivemi vey
onlv O, 2%  of creee)d + In “"e official mvateam and moml e ey b
to costlv and zempl ey infarmal sourcme, Mraciwhiil e, SOME

tiks 1n  the formal sector receive aubaidized cradgik vilj eohy,
of couran, comen  at  the eupenas  of BAVINOY  winrp the
inflatvon rate  im four timem the nAaminal tnteregt:  pralke,
Thhn., nev  real credit markot axianta but rather » ral v biral )y
ronkrolled s»2amentation of Avallable crorib bhaued ke A Qrmat
mtent on influence, Am a2 reault, the Nese by by b gme ey
Fennomt e eupanainn T and mecial proaaeese by lhe o meed ey
clivmmnn are atunted,

Ther anneogni v weeioht of the dobt s bhe direct rooull o an
inadenuatm inatituiional structure that omems v b QL e b
ant atate-ouned companieg to contract Larae laams wikhool an
effeoctive cost-benefit analvain and procecdures b A3 R
nversioht by or accountability  te the electorabe, New b hat
they t)eht haa beocomes tono heave o be Tenorieod  bu o Flyeee
antitaea, Lhe ragl af Popy ham ko pav Lhe PRl W

o La

N mimilar situation muiate with reaard to bye b e nal ek,

The 11D s emoirical rescearch haa proverd Lhal Logal nbsbac) e
Alsey inermane Lhe operating coatm of formal s ke, Thow LD
~rvaluated the conts of remaining legal bv interviowing fifty
amall, formal firms with 1-~4 emolovess oacl), Thews ftormal
entreoroneurg keep  onlv 23.3%  of their orcas profita: the
reat (76.7%)  qoes ko the avernment, but onlv 27.9% is the
result of tau 1 awes the mainrityv  im poent on bureancre by e
red Lape or in meeting covernment mandat.ed mocd al bene b,

It is clear that many costs are borne bv formal businesy
which contribute oreatly 4o increasing costm of oroducty nn
and/or reducinag output, such ag price rontrols, comoul sory
purchase of inputs from and sale of output to state-owned
tompanies, rtc. While the ILD has rot researcher Lhese o
date. {t would do no under this proponal, The tull cosht +n
the socimtvy  pf leoal and institutional constraints is not
complete without it,

2. The lack of facilitat ve 1aw

The encessive cost o+ entering the formal sector andg

remaining thers means that informals cannot talke adventaar

nf the facilitative ampects of the 1aw, wrincinally pronerty

righta,. security o' contracts, and torts. An the ILLD hag

discovered, thism hawm enarmous imolications for devel noment.
!

)
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Indeed, how much investment would have taken place in the
western world without well defined and secure property

riahts and court swsvstems to orotect tnem? How many
inventions would there have been without patents or
ravalties? Houw many  long term investments would have beswn
made without secure contracts? How manv rishks would have
been taken 1iF there were no limited liability or insurance
policies? Or how much capital could have heen npooled

wi thout 1imited liability companiews and sharehalder svstems?
How manv times could one have failed and then startsd again
1t debtes could not be converted into shares? And how many
rompanies could have prospered and arown over time if there
werse no  oerpetual succession? Could industrialization have
taken nlace without the ability to wexploit wconomies of
Brala? Given the importance of these facilitative aspects
of the law, it is worthwhile considering them svparately.

Property Rights serve a fundamental economic function: the
anslanment  oF  resouwrces. Without well defincd nroperty
rights, all actlvibty and exchange 18 difficult. When neither
exclusivity nar  the right to transfer resources milists, the
means for  determinirg relative values and  for maiimizing
Lronome benefits are lacking, On the other hand., the more
secure oroperty rights are, the less costly transactions
viill b and the oreater will be the inverest in discovering
ad talking adventage of ex1sting economic opportunities.

Thuy, Lthe function of property righte is to encouragse thowe
who hold then te add value to them by innovating, investing,
or combininag them broductavelv., All of the [LD"sy empiricel
research regarding property  demonstrates incontrovertible
bhat Ehe  lack of wecure property rightey enormous!v roeducos
the productivity of the maijcority of Peruvians.

Mok haveirey  legal recoonition of their possensions AU b 21y
pecple 1 andormal seltlements to limit their investment in
them.  Throogh a samole of 38 wettlements, it was determined
that, on averaoe, investment increased 9 times over. 1O ViZary
once beople bhoad title to their land. ‘

Contracts to erchange goode  freelv are  alwo cruclal Lo
devielopment,  To do 20, the law munt provide for wsecurity o
Conbraces. In this regard, courts and wdoes Lo cnsure |
enrarcement. are critical.,

Meverthelows, informal s, Preciuely becaus ot Lher
tnrormality, do  not have  such Becurity., A3 a rawvuly, thav
Caintnnt omeke Long Lterm contracts or famunce thomeel vos w th

contracts containing entorceable guarantees, hev have no
protection an the face of bhroken prom:sow. They  cunrmot
abtain insurance to reduce thear risnks, '
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Contrac by Almo  allow resources from difftormnt vouresns ko be
combiner productivelv +to crratme A buminess throuabh 1imitmd
linbility caorooraticonm. Under the Law, a corneration iv an
antonomous rntity with rights and ohlinatjionm mrablineg 11 e
act oA a huninemm, but, ninee informal s da nok have AL EI ey
to formal law, thev connot benetit from moch nraantcal i onm,

ﬁqmc)hq Olher thingn., thev cannot Vimtt their liabilft .

ey by
amount of  their capital conkribution. thrv  cannct combine
tnouks mfficinnbly., they cannot  mhare  rimka  wilh ol e

invostora, and thev lack the means for receivina inkanaihle
ronteibitinnm, Am A resull, Lhev lome tho s jmolog by aynvmet
over Lheo Lona teem, ANy A remult, InfFormal=y havee [ )41 ),
chofam but to aasociate themaelves with cloam +ami ]y

and to limit themoe) ven to artissn  ornduction ane
firmn,

meembysar- e
rimal |

Torta, a flinal facilitative function of the law. prevent

mnr
reonatr e mftectn of a pernon’s  Actions on o obhers,
Acta sition not formmeen in snecific conYractm, N fFormeld

norcieky wmbablinhes A svsten of torta.  which  roooceos
comnennation for those injured by neqative bternalibing,
In Peru, while informals mav have enstablished  exbtralacsal
normeg. they lack eonforcement power., Thue. informal)ity
bringm a series of uncomoensated nenative axbternalitvesy,
For oxample, in Lima there are 14 times more desbhs  in
Ltransport tham in westorn Euronean countries. A nwmimilar
thino occurs with the street vendors: who. in some casos,
3¢ll fond products without sanitarv control.

The Jack of a tort svetem to dmral with neoative
externalities reduces  the real contribution of the 1nfrormal
sector. turns people against popular enterprivse. and 1nducea
its substitution instmad of its ootimization. :

Other advantages of the Law are lost without adeouate
inatitutions, Lacking formal status. informalm do not have
accens to credit nor can thev adverties effpctivelv. For
fear of detection. it ig virtually imvossasible +n Achinve
rconomies of scale. For lack of cosrcive power. thmv cannmt
deveelon the public 90ods they need nor stand uo to the Dower
of monopolips, And the lack of effirient courts  and

tribunals me:ns that more conflicty end wuo baing resolved
violentlv,
1

Am a rrault., it in obvious that informalitv imperes gociotv
trom obtaining full advantage from its human and nhvaitoal
resources. The value of production is not  maximined ancd
transactions costs  are clearly areater than  thev weould ks
wnder an efficient juridical svatem.

Gy
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C. Third Finding: Inadequate Decision—-making

Once the importance of legal institutions in development was
eutablished, the LI set about answering guestions such as:
Flow wizre these obstacles that cause informality and damage
the Yormals generated?  Whv has the law in Perya not adapted
1twel f bto  bthe needs of a diffuse, pooular entreprencurial

class™

On inmuring anto how laws, specifically rules, arw created
i the country, it was discovered that, to a great degree,
theyvy  werse tictated without any  procedures o " ensure
overvioht by or accountabilitv to the electaorate. - There 1s
no Yrule making”. no "comment and notice!" pericds, no pablic
consul tations through hearings, no cost-benefit studies or
the foresecable conseouences of the approved norm, &and there
s e oway bty make the state or the authorities accountable
Tor the morms once they have been enacted. ,

From 1947 to 1985 the Executive Branch enacted vearlvy 99% of
the: Meruvian  rules and regulations while Conoress approved
wnly 7. Thus, on average, 99% of the 227,400 rules and
reoulations issued annually have been approved without the
most minlmum "rule mahking”  oprocedures to enswre oversiobt
artd accountability by either the elected officialy or the
cibisener vz, f1 @ result, rulies  are  mardee  vilthowbt  anv
conwmideration for the cowtyw imposed on the reskt of socictv,
revaponding bt narrow politlical interests rather than broador
s al and  economic caoncerns, THi %, the LD boelieves, 14
therwcbtly Linked Lo the obstacles both formals and 1nformals
face., and to the lack of facilitative law.

fhewve 1 & close relationebhip between  the  lacl oF  an
sty toetional structure: that allows o merkoet  economye to
apoerate and  laclk aof  aneg that allows o democratie doecosion-
makinn to function vn the country.

Thig centralization of power in a group ot aubthoritice aluwe
relates Yoo thoe guographe  concentration of  investment 1o
Chak wll tnvestors nesd to be close to the oower .  One orood
of thic 19 that the areater peart of provinclal conpani e
midnbkarn Yherr  general managers in the caplbal city, ¥oiar
wway from their fucbtorive, bhecause thov can ot betbter
auluul from negotiations with the asthoritiow tor favorable
rul s oo renulations than from direcilv  supzrvising
croduachbion an their planty,

T wloce thie tvpe of reoime i context, Chie [N raw
compared 1k owibn mercantilism  with predominatod 11 Europe
bebtween  the XTI and XIA centuries. It waw o typwe of
cavrhtalram without  4roee markets and competaiiaon,  With Lhe
nrevent of redaistributing wealth, production wans hindered
aiid khose wibth privileged accesn o political deci191ons vwere
Vs viar . In both cases, the powst and the present, Lhe

<i)
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mercantilial state g characterized by jhe bureaueracy,
einnengive regulating and politiciration. finedd the  )aw,
inntead mf  brino naurimhed by reality,  renoonde  §o T hes
viaren and dntmrembn 0f the fow vwiith nceeme, e 31, .
Eevbkly Foape) Marse and  Acdam Smith Were eribidee of i
rontradictinne nnamndmred hv thiwe eumd e, N 3 e ool i
Fuor opes, ik wan replaced  in Ehe  wedk narkicinatmey

Ademoecracyng Witk onemaly acrraaib e mee ek e I bhiee eant ()

Lndesey s

Wy renlacmd by communl wm, Tha LD araurs Ehak Ehe range
arowth of  Sinformalitby agent  thab  mercanbiliem  gw v
eerenving in Loatin America  an well. (e Appendisy L1, The

TV irationn of  Lhe ILD & Findinonm, for a  morem ek g e
i acommyon,

Thr cruecial 1 mmue, then, is how to help Ehir svstom mvol) ve
ke one that orovides eeconomic and ool ke Liherrdy for
sl . While the mechant omn of transiticom o LOMMLMY S0 ar e
well nown, +those of evolution to a modern democracy are

not, It in to thie eritiecal queation that the LD ~rhlr e,
iteaelf o in bhing proposal .

nD. The Road to Reform: Reducing the Obstacles to Growth
by Creating Proad Bupport

Determining empirically the maonitude ANt nabure of infeemal
eoonomic activity han pointed to inetitutvonal faulta in L

avakrm, Froem theee  the ILD has derived the crste of net
having an  epfflicimnt and  open, formal nvabem of  deeiginne
maklrmn, To date, the mvidence sunorsis Lhat much prooroae

can be moade by bringing the legal svetem ol raer by el by,
The present sviestem of dncininn—making ham not kept pace Wit
nvents, This has 1md to Arowing  discriminatimon aaAainat
these who laclc accras to rulemaktera  and ;¢ haw coaverd Ehe
law itmelf to fall {nto disrepute,

In icon@idering how +n reduce +he mbataclirs 31 Rhae
vdenbtified, the LD ham used two bamir ipputa, The firFat oy
the  extralenal norms the informal « themae) veg hawve
tdevrnloned, Theam indicate what tynea of norma arg rnecesisary
and Aarcceptab) e, The second source is remparative law — the

eperience of obther countriens which have faced wsimilar
orobl rmas and deviased solutions o them,

From thoose two sources of information, the ILD haa develaned
two tvpes of propas.ls  for reform: those  speoeific  +to
nrablems in the sectors il has remgarched and those da2aling
with the institutional nvatem for rule-malina,

i
not onlv A wvmptom of the prablem facing Foru., which i- I ko
mrrcantilist structure of Qovernance, bubt alao a nobential
rovte to  reform. Representinog some 60% of the nonulation,

More itmnortantly, it haw demonubtrated that Lhe intormales ares

&
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they are o potent source of support for reforms that would

grve them a stake in the societv. Two examples should
suwifrice, The ILb's proposal on  informal housing was
supported by more than 300,000 complaints against  the
ernisting svstem. The Praesident of the Republic immediately

aunched his own titling law which was paswswd by Parliament,
Wwith a few modifications suggQested by the ILD.

And, following publication of E1 Otro Smndero, X000, 000
transport drivers of Peru, through their feaeration, asked
the LD suoport in developing the legal structurws needed
tar a4 private, market-based transport sywtem 1in Peru in a
s10ned newspaper ad.

E. The Relevance of ILD Research to the Theory of
Economic Develocpment

The ILD s approach  stresses the role of rules and
inptitutions in determining costs in a developing countryv.
Its focus 1w on the bulk of the population which encounters
severe difficultien in functioning within the formal wector
and  thus resorts to costly, nformal  alternatives. It

broasdenys the  scope of standard cocnomics by concentrating
not. juwt  on andividual behavior in responuwe to diffaring
marlaet conmstrainte, but aluo in response to Eres

institutlional environment in which the product or service iy
produced and the wichange is conducted.

]

Traditiona!d evconomic models have assumned that the coutw of
wRChange are  zoro ond  function 10 a world of non—exi1utent
ntformation couts, While modern work has esxtended Lhe
wbhandard  poar adigm Lhroweh  the arplicit modelling "o
dgaffervnl veonumice conwtreints, particularly  informational
cauts, thear omprrical relevance iev still wnel var., Morwover
eitprl et attention to Lhe costs of trunsactiouns 1y rare, and
detai bed wmprrical wtudi e fucduseing on frarticular,
industr v- or  group-wpwcitic transactions cowsts are rarer
wbill.

g
Al Lhoaghs meny peonomiul s acknowludQe that thure wiist 1inkw
buetvewn wpucralrzatyon, thy costs of trade, und  growth,

their  nndels wrw limited by the categories of @ costu
gunurally permittod  wirthin the dlweuuwyan, Within wtrict
neucliavwlcal modely,  the only  relevent brade barriwry wre
tirone whieh viuvroly afroect transportation costn and

intoernatlonal evrichenge, wuch as tariffu, guotas «and frainght.
Thay undereasttmete  the entent to whrch non=taritft barriorw
Mav vtominete  in bthe  determination of the fi.aal patbare of
bride, However eapirical  warlk by the  1LD roveasls  lhat
tranvactione county, fugel  conwtraints, and mil ba=lauvired
entry barriers  often predominate, rendering many  wtandard
studies incomplete. Additional work in thiw warea mav confiem
that Ehewve obsltacles are the principal or a very important

I
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reason  why  developing countries have not  succeoded in
OrowlInn.

Much work  in mconomic  development  iw criticined on  bthe
orounts bhat  the models - 1t emploves contain assumptinong too
rinicly  £ind teo  the PRPerionee of timvisl eanerd mar o)
lAtaTaThTi S WaTl' Conammausntly, bheros i a bmndeney o diamise he
ratirety af  eronomic theory ae “imply hrina inapplicabhle +n
the dmveloping oeconmmi e, Hownver, the 11D sumoect s fhak
furkthmr roamarch alopn the  linmes 4+ nropoasms mav | end

S rymre
wubatanece o growing awarmness  that economic ]awm arse meares
wnivernaal, onlv the circumetances  differ.

Most poeoole resnond  to changes  in rolabive oricesm.  new
profit opportunitieas  and market {ncentiven. Nnlv  their

di fforont posi bionm with respect tn income, mobility, aceemn
ko rmapitbal, Ability  to work within the  ouialinn lPaal
mwvustem, chanae  the obuarved behavior, but nob Ehe boasis for

that behavieor. In other weords, it mav weld) e that
difberrent  aocietal structures do not  invalidate the
wniveranal nature of economic 1pws, AYthonoh  historical
nircumstonce or  government policy  or  the limltations orf

miimting technolonims  mav diatort  the market  outcomes by

unduly constraining  individual action, they do not chanae
Lhe oconomins.,

Evidence  obtained sugameuts  that legail strucluros  that
distort the workings of the market or that anelk o Feakeict

brade only  serve to provide incentives for people to work
around them, The clasaic metaphor of ecconomic behavior
holde: the economv is like a balloon: soueere it in  one
place and it only bulges out momeplace else.

Morrover. it geems obvious that there are costs to adapting
to different institutional restrictionm. BRarriers to eonbey
and favoritism invite rent-seekino behavior and wasteful
competition for artificial monooolvy rants. The often hiah
coste of circumventing costly stricturess reduce the
willinoness to provide desired aoods and serviees, Hioh
leanl ancd  institutional costs reoduce the overall level of
trade and restrict peonle’s abilitv to 2xchange oroperty
rights in order that thev end up being held by their most
productive users,’

Wherr property riohts are insecure, the incentives £o inveat
are  reduced and the costs of excharar are increased.
Inaecurity reqarding  the rules of ownershio =nd michanae
lwad o attempts bv individuals to invea: in wavs that are

leas prodactive but which leave them less vulnerable +to
chanqQinag wircumatance. Whiere thege factoras areo prasent,
individualas are reluctant to invest and trade, thus

retarding arowlth.
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Much research by economiste in the Woest sugoests that the
buhavior of ecomomic agents is dependwnt on the structure of
incentiveg facing the wconomic actors. . Mot of thiw
literature, howevar, ig Purely theorwtical. ' And, even when
empirical iwsues are raised, the evidence is takan from
daevel oped nationg such as the United GStuataew. The many
uvcholars who are convineced that transactions costs play an
impartant, in  fact, fundamental, role in economic Qrowth
have little avidonce concwining actual transvactions cowtws to
back up  this conviction, particularly aevidercs derivid from
Qrawing, daeveloping nationws. There iv no work, on the
quantitative importance of these :oq}s for devaeloping
nutions, nar information on the evolution of theso costs as
the countries daevelop, nor studies of the impact »f various
institutional arrangements on these coats.

I ' i

In this reqgurd, the work of the ILD on the informal economy
1In Peru iy unique and thus important ams Qround-hbreaking
wWorlk. The ILC's studies indicute that where institutions
fail in facilitating exchange, individuals may ; function
Dutpide of the 1w, Thin ig particularly true of dueveloping
nations wherw the institutional gtrructures make the costs of
legal participation. in the economy high and the benefi's do
not  outwmigh the cootw. That iw, whan the, ecunomic
decision-making system has & built=in biaw toward wutting
barriore to wrnchange inutwad of providing thuw NPCULIaAry
meany Lo - reduce transactions Couts, fuw people will find it
nrofitable to eNQage in  leqal wconomic ‘activity, Further,
incentives are swt up for wideuspread illegal and guasi=legal
econamiuc activity. Fgents and firmw in thig intfarmal vector
coarirronk “oorangu of  coute that would noc be pravunt in the
legal, formal wector, The tulwrance for wuch. couvtn ervatod
by thue high barrisrs to untry makws for much of thw wWCwHmic
waste that impeduw weunamic progrevy. ' '

The work  of the ILD Qoew  buyond most of the

currunt
literature 10 we

eking to undurwtaend how the failurw of legal
thiwtitutions Lo Pluy o pouitive role in watfwguurding
property . rightw and @nwuring  thw functioning of  wwll-
Juvelopwd marbiets My  lwad  Juut aw wuraely  to  weonome
buackwardnews ayw snefticient {ntwrvention, Which inntitutionw
antd which ruleve arw mowt conducive to arowth and duvelopmuont
WE 1LLbUey at the heurt of the ILD"u work,

In qurmﬁ uf the rowesrch carri
1% obviouw that the country iw oparating well boelow icyk
wcuromie  potwential. It iv alwo cluur that. trunendouw
entrepreneuri sl wnergy  uxivte but iw nut baing uffuctively
Channulnd Lo  producw Qruwthe. Thu work of thwe ILD indicutun
that lwegal and inwbkitucional obetacluw  Aimpude pwople,
Purticularly thog paor, from uwtilizing thair r

“d out by the ILD in Phru it

WHourcwes in thiy
mont wfficiunt mannwr, and from wftfwective demcivratic
purbicipuation. In itw initial work, thw ILD haw document wy

Cheuww obataclww in uavural swctarw (houwing, comnerce,

11



transport) and begun  to lomk at them in industry, fAnd 4+
han {dentified the rulemaking svotem an the mxior Cauey mf
thoan obmtaclmn, Howmvemr, much remainm  to ‘be  done in
Auevmmnting the ohmtaclmn o Qrawth dinm Kkey seschore e
foetor mariiete, din develuping  and refining procoduree for

romovina them, and in responding o internatidnal intereost
ir Ll aporeoach,
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APPENDIX II
IMPLICATIONS OF THE ILD’S FINDINGS



IMPLICATIONS OF THE TLD’E FINDINGS

Althouwah much mare research and analysis 15 necessary, what
the ILD has done to date has bequn to undermine the major
anti-democratic and anti-entrepreneurial theories current in
Latin America todav. It has done so bv demonstrating
conclusively that some of their fundamental avsumptions
about the nature of the social and economic order are simply
incorrect, This 16 certain to have practical conseguences
s1nce the opolicies current in Latin America todav are backed
by one or more of these development theories.

It 1s important to realize that Latin American political
culture is characteristically more theoretical and somewhat
lees opragmatic than that of the United States. The
1declogies that give form to the political culture lead not
only to policy) they condition the way in which people
thaink.  Thus, to effect change, 1t i4 crucial to deal not
onlv in terms of poiiciew but in terms of the ideas that
mativate people and guide their actian.

In the following subsections we indicate, first, what the
core concepts  of wach ideology are  and how thev translete
into policivs, and, second, how <the ILD’s Ffirndings and
iutwre reswarch are and can continue to undercut one o more
of these ideoclugiuvsg.

A. The Cultural Hypothesis

The Theory: manv theories, ranqging from tha anthropological,
Lawed an ancient  ndvan forms  of organtzation, to  the
pulitical, rooted 1in Marsism=leninism, take off from the
premioe Ghat Latin American  culture, particulariy that of
the 1ndian and mestizo, 18 basically anti-entreprencurial in
the western suwnse of  the word. The result iu o Wi deupread
bellvf that & western astvie democrecy and a market sconomy
are not natural componentw 9f Latin fmerican culturwe.

Fheretors, any alttempt tn fonter « sociwtvy bawnd on
entreprendurshilp wnd democratic participation is immeds wtuely
Pabeled as cultural imperialiwm. .

The ILD Pomitions our reswarch into thw intormal uector
wndermines thiw argument. AN important puart oy the frmdingw
descrabe the 1ncipient market sconomy and democrallo dyutumw
ppontanecusly generated by the informals. We believe tha®
wne of  our maror  contributions 1w the description of the
@rlralwgal norme,  or common  law, cresated by the 1nfornels
once  thev arrive 1n the cities. We have round no
drctatoruhips or mafia type orgunizetionw, no  kolkho: or
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ayllun bt rather, {individual or  famaly Qunerahip., antj
rulew that  attempt to create fair comoetition Fhr oot
mitralenal normm for praperty, contract riohts and Lorekg,

vhen  Varoge angmenta of the poprvletion. ond primaraly
iR genenis oreen et  thet, have  wed up parkicipatory
clermrgeirat v o wtractuyres ancd a0 market scorcomy, Then an e owaey
an such gtructurss be congidered alien Lo Latin Amerieca,

Seconly, it is clear that part n+t ther  probloem e
deefrpmo i anal., It mint be realized that wuhat 1w bhroadly
Lermiad o market economv, that meistent in the formal —ectora
of l.atin America today. 13 not that  at all,  bub o«
mercanti liat eceonomv. Thum, those who wvooldd dyecoaed &

market  weconomy on bEhe bamia of the pFeanlds o
fmerica’s prosent dav economic stractureas wonled, in
diszard not a market economv but a mercantyliast one,

LLakin
reali by,

Thia' im  nobt to  denv the importance of cul taeo., Fut rather
Yoo anclicate that bthere is no hasia in Latin American ool tors
o declare a participatory democreacy ard  marknt ooonomy
wnconaruouns with national inclinations. 1t 15 obviows that
the manner in which we Latins conduoct our  activitiss and
mantftrat our preferences reflects both culture and ideolonawy,

Buk. 1f we are to overcome barriers and open the rosd to
reform, then we must be willing to carefullv oxamine

preconceived ideas in the light of what people are actually
doinag,

B. Marxism=Lanininm

The Theory: all varianmte of Marxism trach that copitalist
guciety 19 A svatem of domipation and subordination  with
economie roots deriving from control over the means  of
production. Market relationships, particularly thoose betbusen
"troe" waage laborera and the capitalists who contract for
their services, are never relabionships among eanals bt
ronceal domination and exploitation. Politics. as  such,.
includang the legal prescriptiona and  institutions,  are
nerely a reflection of the sconomvy and the strucltures of
domination that 1t establishes,

Essentiel to Marxist orthodoxw is the notion that domination
ie embodied in a dichotomous sncial struchture composed of
two fundamental clasaeea, In the Marxist view, classes are
compoasnd of all those who share a similar posibtion oF
orientation with resoect +o control over the meanas of
material production. In cavitalist waocietv thease are the
bourgenisie (capitalists) and proleta-iat (waqe—-workers).

ated Hialemctically in  that the on-aqoing
capitalism rnecessarilv causes the proletariat
n sine, clasw conwmoiouwsness, and  antagonil um

Thesw are rel
tdrevelonment of
to ancrease 4

o
-
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toward the capitalist order. Therefore, the proletariat is
the "universal class". lts condition of exploitation and
subordination renresents the condition of all but a tiny
handful of obpressors; and its conditione of liberation
represent. the liberation of all. Thia dialectical procvess,
l.&., the unavoidable developnent within the bowels of the
capitalist gystem of A new, implacably hostile, and
eventualy majoritarian oppositional force— forms the baesis
of all Marxrist politicy. '

The ILD Paosition: our findinges undercut local Mariisin-
Lemnimn in two ways, First, they make clear that the
gconomic svstem  operative in Peru today is not modern,
markel, capitalism as 1t i3 kRown in the developed countri ey,
but mercantilism. Thus it rositions itself against the "sane
control by special interests” as do the Marxists. Second,
our research revealing the sire oF the informal sector

negatey  the orthodon understanding of domination by
aemnonstrating that a large part of the society in Fueru is
not proletarian 1n any sense, Instead, this aroup 1y

basically entrepreneurial in its interests and world view.

As documented . 1n E1 Qtro Sendero, itw primarv objective is
Becure  righty OfF  pPropa oy, a bourgeoira rather tth.un
proletarian objective in Marxist terminology. That the
infourmals happen to be poor and culturally different from
the more traditional middle classes in no wavy affects thear
ubicctive class situabtion or interests. What 18 more, the
ILD"s research, Particularly when considered in the light of
comparable Lrends away from traditional factory employment
tn the devel opeod countries, suggests that, far from becoming
the "universal or even a majoritarian clasw, the U
proletarian 1o & minority. 0+ the economically active
population  in FPeru, formal warkers represent 20%  ano
organiced labor, 4.8%. ‘

Thus, «any  communi st revolution in Peruw that would rlaam to
bie "prolet@rluu" would represent o dictatourship or &
MINerity ot the socaety over the majority.

Latin fmertcan Faes sl parties have triwed to ger arcound this
trazonvenl ent faizt by subtly redefining "proletarian® so as
Lo wembrace  all who  are ledt out, of, enploited or oppresuey
v copnibalism, whether or not it occurw by way of the wage
wmeantnm, To g otherwiue, to  admit that the  proletaerd an
cormiibaon iu nowhere pear universal, would undarmine Y e
fundamental bane of e 1dunlogy,

To the Jegree that  the informals do  feel wieluded wrigd
blocked yronm weociocconomntc advancement, they can be wrpected
Lo support  anv pelitical movemant thet aldlies ftwel f with

thuar anteresty, Fruweed pard nough,  they  vall become
revolubionary. I other  countries =italy in the 97208,

frgoenting in the 1940u- thy paor bhave wupportued fawcirwme Ln



Ferw, for soecific historical reasonm, they now  =upoort
varymting nf political Marxinom,. In fart. Marui =t wave of
thinking command considerably more support among the mans of
Peru®n onpulakion  than does anv other sinoloe ideoloay. am
the onteomes  of the last two nlectinone indicate, oaperially
wheon LY da recallied that Aprismo is rooted in Marso em.

Unl{km the propomnaln of  the Marsiaba, bhoose of Lhe LD ars
brasde o Ehe empdricaeally fdentifing clase vmteroatke of ke
pronle vl are ko be aided and ofder practical romadion bhat
depend laraely on their mobilization on their own bebal f.

Even of  Maraioam has  had monme  success  1n
rnfarmiala by fighting for  Lhedr righto. stodiss bhawss ~hown
repealedly that  thense people support it for purelsy tackical
reamong and  roarelv, 4F 0 nver, share ke laracr simaion. N
recent. poliitical  incident in the Lima boarrio of San Marban
fee Forres  confirms that this approach exiate! sven asmona
forrly hiagh=rankzing Marxist parky cardres. The diebrich
Mavor, an official of the most "hard-line" comoonent of the
Uniked Lottt coalition, wam attracted by bhe valoe  of Lhe
ILLD" s proposals for the needs of his constituerncyv. Mo asbked
un o design the program especificallv for his disberict and
publiciced the ensuina joint venture. His daramn 1nibiakive
subigctad him Lo intense political prowsires from kbhe narty
leraderahip and he was altimately forced +to underan a
humiliatang public "self-criticism”. However., followinag fhuws
incidrmnt, three of the council members came b work with .
attracted by the practical solutions proposed,

Therr are numerouws other examoles of sunportd  for  our
ponikions by those of asupposedly Markist inclainatinng, Fer
exampl e, the Parliamentarians of Uniter Left Partyv have beoen

amonyg the main supporters of various ILD leaislative
initiatives, Much of the precsgs on the left ha=s o) eo breen
supportive, designating El Otro Sendern "a sunport ko the
construction of sorialism in Peora', Whant  all nf  these

puampl s indicate ig that practical solutionz o reform fhe

svatem have much more appeal to most than empty 1deoleorcal
ohutractions.

Thin demonstrates preciselv the danner that our  research
refresents $or Marxism-leninism. Hecausze 1t has defined khe
srtuation of the informals correctlyv, in class  kerms,.
whermas the Marxiet have not, there 19 everv  rocason bo
believe that the 1ILD analvsis should win this nparticual ar
contest at both levelwn: by attracting the baze of support or
chanaing their outleook, and by instituting chanoras thatr have
real and beneficial consequences for the informai=z.
. .

It de ey bard for ideolngien  that operate laraely im 4 he
realm of valures and are thua resistent o empirical
falsification to survive for long Lf thev clash continually
and fundamentally with lived expoerience,

ccoopbirg urbare
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[t 15 aleo intoresting to note that one of the leading,
Ferwvian Mariist theorists has already stated that the [LD°s
pusition roepresents the third option eon the Feruvian
tdealogical scene, along with Marsism and Aprismo.

C. Dependency Theary

The Theory: dependency theory is digtinquished by its
neletence that  the brases of the interpational svstem are
rooted an caprtalism as  such. Beginning around 1990, the
Hmted Natione Economic Commiwsion for Latin America (CEPAL
in Hoanieh? bepan to develop ite structuralist theory of
BECNOIn underdevwlopment. It posits that the world
camitelist economy embodirs an  interpational "division of
labor" that  is structwally biased againest the intereats of
thie mewly  industrializing countries. Euch biages tahe the
tform of "unfair" terms of trade, the tranvnationalization of
e bul . Yhe “"monopolizabtion" of technology by btransnet:ona)l
Tirms, arGg wu on. ‘

CEFPAL., thus, concludes that only inadequate or "distorted”
development is  possible for a country that participates

fullv in  the world ECONOMY . The remedy 1w meaid Lo be a
srgnificant degree of withdrawal from the world Qeonomy - and
the dwmplementation ot an 1nward=looking mhirabtegy wF

1nduster tal promotion,  This strategy typically has talon the
form ur vnport-sobeti tution induwtrialisation.

1
Men, wstarling  in the aarly to mid-19608, leftints found
Way Lo combirme CEFALL S ptructuralism with Lemin®w 1) kieath
about the inherently imoeritalist neture of capl tal oun

[
vir 1ol wt il e, Lwriin “r Quesc Lhat certain pnternal
"econbradictions"  ofF  the capitaliut  wywtem roeguired the
wystermatie colonivation arnd exploitation  of the  world

"par ipher e by bhe developed countriems of the "cwnter!,

Blnce ubherwl s L Lysbem would collapoe,.

To his  the leftiets  wadded two innovations. Whereas Lenin
Mad proetured  Che "rwnter® ari rant by "inter-imperialiet”
rivalries qd  doomed to conetant wartare, the new Paracdyogm
portraved the "center” as a coleslve structure af domi raty an
wrgani ed amd led by the United Statems.  And wheroos Ly n
et relativisl v Jittle to way about the detailed forms that
Lbtnrs, "enplaitation® awwmuwmed, the new paradigm profesmscd to
Fineh Yhesse:e  formas 0 Lhe stroctural fawturew that CEPOL Mad
1entafwed. This marriage of Leninwst theory and "Cepal 1emo"
beaiame Y newrn & “renendency theory".

Dependency theary oy stamul abed @ vigerouws debate on bl
Fieedd of  developimnt utudl ow and haw  wpawnod &) CROrmou
numbeer of  pablications pro and con. Teday the overwhelming
weioht of  the ovidence is hizavily against every one of the
core depenldoency  propositions. Lilawisew, the policioes vk

L
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emunited from b (import subwtibution incustrializoakiomg,
Lhe favoring of foreion horrowina over foreion investment,
pubuidization nf urben coneumerms Ak the comt ot wndermining

oroctock sy mn in rurnal Armas) Frevses Nnrrverd kan bes
cnunterprodact v, particularly vl imp | amenkerd | S AN

mercanti|liat state.

Floavirsy e . 4 hes depondeney 1dea haw acoired an 1denl mni ool
nrewence indeoendent  of ite  failurem s theorv, There aps
three resaona for ite continuwing appeal. The firet 12 that
it 1= an eminently nationalintie Ldeolegy  in tlard wer e
tewrme, In fact, it im the characteriskic torm antiomed by
Latin Amoricen radical nationalism in nur time, whick notntm
to an Amportant historical lessont natiornali=m, net Mary iy Fmim,
has conmiatently proven ko her the most attractyun oolrtiral
tdemlogy of  modern +imen. Anrcond. cdependency threory rrablios
third wiorlyg political Ioadora, along with bhe alvaomeljel je,
rrivilegnd, corporate  oliten whno anmaciake  eclnem)y
them, ko oahifk the blame for Their policy faidores omn ke T
showiders of an internatlonal avatom for whirh Elypae L vvaiedrp
and nlingopoalists could not bm enprcterd Lo bhe reagponsible,

Finmallv, the apparently radiral fratures  of  denerdiency

T hinoey give  the Ioaders  whe eater b eyneertaterd
natyanaliom 2 wav nof conpting loecatl Fincsiat  andd/er of
oppraling directly to the Mar:tists” idealaan ol

constibuency,

Since denendency theorists nauate  davelopmerd wy b Loarme -
tealn, high-technology Industrializatkion, theyy  hlawe roAr el
rald much  aktention to the informal asector rpcept ko oraki o
CEFALLY s claim that itse pDresencs reveals "edieitor b
develooment". A partial exception to this nealect. however,
is the work of +he Reginnal Emplovment Frooram 4o Cakin
fmerica  and the Caribbean (PREATL) .,  an  arm  of  ihe
International Labor Organization (I1_0). REALEC emhaoerms an
inelbitubional and theoretical bias 1n favor of viewira the
oroblem of infaormality as one o+ ampl ovmend rnateacd  of
entrepreneurial  outlets  and ooportunities. Its opolicy
recommendations. which  call for the aid and protection of
the state, contain an  imolicit assumotion of informals as
uriemnl oved  proletarian victims while ignorina nor  not
prRrceyvaino their gualitiea as independent economic actors N

need of  a mound legal—-institutional regime that would arart
them oooorbunitv,

The ILD Position undermines denendency themry in bhree wave,
Firet, the dependency position falls to the arountd am soon
as 1t is shown that most of the "distortiorns” it identifies
can be  corrected by nurely local measures that have nothing
ko do with the country®s relations to the world ECONOMY.,
For i 1ecal seolutions mffice, it is ohvious that the mevim
source of the "distortionm" wars loeal all alonae anet conld
not have resulted from international economie structuree,

viy e

o
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The LD has identified these local sources and recommended
purcly domestic policies to eliminate them.

This is not to say that the i1nternatioral emonomic system ig
necpszarily just and free from bias AGwinst the third woeld,
Rather it pownts oul  that there are steps third world
countrivs can take, irrespective of the internatiormal
eccnomic system, which will tmprove the conditien of theyr
veonle. It introduces & note of optimism in the face of the
devp pessimism  of dependency  theory, which poasite  that
nothing can  be dome until the vevelpping countries brek
completely with the international capitalist nYHLEm.,

Sweond, as  noted above,  opur research to date suQosts that
muachs o most of  the 1rformal BRCLOr 13 entregrenweurial
ravher than wroletarian in composition. Therefore. what 1t
Meeds most are entrepreneurial wpportunitiee, which will
Crizate more jobws. rather than measures designed to couse
confrontation between  the proletarian  andg eNtreprencuri al
clusues,

Third, one of the strenoths of dependency theorvy is its
national ist appeal. What the ILD's powition has done 1% to
substitute « positive national ism, based on indigenouslv
dueveloped 1nstitutions  and incorporating much of what in
disktinctly FPevruvian., four a neoative nationalism based on
opROsition to roreign model s.

As the over 290 articles on El Otro Sendzro from Colombia
and Peru  and the some 22700 on the ILD's research over the
last vears indicate, tha primary critics of the [LO s thesis
are o0 nponents of dependency theory.

D. Liberation Theology

The Theory: twentv-odd vears éQr  there arose &« lLatin
Americar variant of FEuropean "political theology.” 1t firut
took institutional form as "Criwmtianos por =1 Socialiwsmo” in
Chile during the Allende poeriod, althowgh 1tw  best=known
current embodi ment  is bhe Bandimsta "lglecia Popul wr" in
Ny caragua. The prominence of Liberation Thwology as both &
political 1dealogy sl @an @ movement  iwn Particularly
notewor thy e Fera and Brazil, where two of LU maor
Rrenohenty hus b ave Butl érrez and Leonardo Dot f,
revoeclavely) rowyde., It haw  gained wbrangth  wilthin o«
pUrprIuanaly Lol wtrata of the Church Fierarchy an wiids tion
Lo bl pracothood and laity, [t alwo eniove conwiderall e
ftollowing yn the Una bed Statww, eopecially within Lhicrwe
Ry sk by ard monawt Grders that operate Rrograms 1n Lubin
FUEr 11 .

e d Bt it on theolougy 1w not wnd doves not prutend Lo by o
Lheory of govelopment. The "Lhuworv' that 1L offwrw, and the
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orrscrinlions for ackion that i+ deriven theretrom, Rhave
heen horrowed directly from Marui sm and droendeney theorv,

Tt adonts from denendmney  theory the eoxolanation of the
nlihht of the ppor am heset bv an unjuat economir synteom.
applving o bthem Lthe new  definition  of nroletarian am
Avponvmous with  the poer  and  prooerlbvieage. IE  oamneraliv
meeimeg ko accent tho Marxist {dea  thabt clame  interoeis in

canltalint  sociatvy are antagoni atic and rannot by
har‘mern 2od.

Mhat, Liberation Theoloav adds to both clencerdency Fheory aned
Maryiuwm iw the maral juntification fer Bl richt of Lhe pooe
te oroamize themamlveas oand  reveolt anainal  the  enaiymling
myetem.

Litiration Theoloainns maintain., witheut deviating trom the
Chureh®n long  adeological tradition.  that a woladpr e,
cohemive soclioety is Bod's plan for humansbv. Thew continam

LA ST RN TH 1N Lhe capitalimt L SV S Y ard vrighee 1wy
Lndividualintic 1deology the princioal 1moedimenta o ke
realization of thas plan, find, Jike Lhe sarlimsre Coakbiol e

rorporaticsks whose Lack of a political abrateaov oneded ol
over & support . for Fascisam, thev saem Lo have no wsv  of
Atnuraing that  thear new political order will be  anv more
it than the old one.

Thn roal question is  whether social revolotion, @s Anpoged
to othor lees apecalvptic strategies for helpino the ooor to
helo themselves, is trulv contrel to Liberation Fheoloave or
whether. on the other hand, & amall number of Mar:iat
entremists have mamaged to bend the Church®s nld  anti-
liberal currents to their particular purpoomea. Without doubt
the aueation bears further investigation.

Ini the interim, three poantya  must  be  reai=stered R
llUﬁraf1Dn Theologv's  favor., Dne is that it recresents the
Churech?® recognition that  economic circumsbancss  are a
central element of the human moral as well as material
condition. Second, this makes the attainment of a iust anc
moral <ocial order in the church’s conception extremelv
unlilely in  the absence of fundamental changer. And, third
tts ntrategies of action empbhasize ecmoowerment of the ([ yTulgl
frrom the bokttom uo in place of their organization from the
top down bv a dictatorial party-state,

The ILD Position: the proposals of the ILD ars bv no means
whkarly out of tune with the moral ‘Yhrust of Liberation
Theol ooy, The ILD, too, identifies structures of prower in
the existing syvstem that embody spwcial orivilege, that ares
biaserd againat the poor, and that muek be overcone the enanh
irect political action, It stregsses the solf-oroarmization
of {nformals as one of the principal, vieble. nolitical
means by  which reforms can be epacted. Snd it abiures the
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ertremes of  self-interested individualism, in the negataive
content of a mercantilist society, maintaining that
deliberate efforts must be made, both at the level of the
state and  at the level of civil society, to assure eguality
of opporbtunity JTor all.

Tiis, we  would not claim that +the ILD’s work in anv wav
undermines the social concerns edpressed by Liberation
Theol nov. It does, however, undermine anv  strand of
political ideology, wevern if disguised as theologv. which
tnuists that there 1% no way o improve ine lot of the poor
short of all-out revolution and the ﬁliminatiqn of
entrepreneurshio. It iz interestino to note, in this
contest, the strong support El Otro Sendero is receiving
from church authorities around Latin America.

A3 we are not  theologiang, we have no desire to interiect
aurselves 1nko  the deeper theological debate now raging
within Ll Catholic Churech over the issue of Liberation

Theolov. But as  concerned lay people we know of noibasis
in  Gatholac doctrine for OppoBiNg  svystemns based on

wivesproad entrepreneurship  per we, 1f they can be made to
oowrabte fairly and justly, as we believe thev can. In fact,
the ILLU"» case studies should challenge Catholic SOC1 al
Lhinkers to  give renewed attention to the rneed to recorcile
marally Lhe oust aspirations of individual humam 1nitiabive
with the coul of & just society. ‘

E. The Fforeign FPFolicy and Assistance Programs. of the
Daveloped Countries

The Probiem: developed countries have faced two problums an
achileving constancy  batween their basie values and thelr
Fureign policy  end assistance programe. Tha firwt 15 that
Lhey nave  often confused mercentilists with  moders mar ket
CR U CY) A wridd democratic electiony with tull ~f ledoged
particrpalbory guemocracy. Yel, a bthe 10w remtarc’ Maw
Bhowr, Ehe mercantilistes are not capitalists  of the tepe
found L Lhe weslorn world and  democratic elections in no
Wav guarantee cibicen input and ovorsight im the rule-making
Process nour any accountability what wo  @ver. Trhae, 'mqny
ceradentel natirons nave often ended up BLLROPTING reol e
whose practices buear little resemblance Lo the valuews +or
vttt el they whend.

wecond, Lhe west has traditionally glven gruat tmportance ko
wtabilaty, believing 1t crucial  to  economie growth:  and,
generwllv, Lo owostern intoruwtms, Buciauwoes: 1n many  L.ebin
T TN o WY COUN b1 e, wtability nupporty thes et ng
mercant: tint wtructure, efforte to changw it have priomarily
romee dram . thie Left while  Ghe west haw bawn fdentt fong with
wprport for the  wtobuw oo, fuk., Wi 0L rueutrer e Fow
demonntroted, the slboatus guo iw cuonktrury  to, rathwr  than
supportive of,  wconomic  growth  wnd political  demotrocy.


http:m.tlq.or
http:conl+fAu.ed

Dinew  Lhe maiority of the population. intluading the
informnla, does not aenerally suooport  the  wmhatusg Mo,
wekntern  policien are identifled with the R ating
olionarchics.

In termm of formion assimstance, the asame mis—-concenti ons
mean that wegtern foreian ansiatance han  of con $ailed to
hrimo the desired results. It han bromoted the atate bv
concentrating fundm (and. thercfore. power) in' the hamus o4
politiciane and government bureavcraty, Tt haa strenobhened
the  husinegy elite, mistakenlv identifving them an
competitive entreoreneurs  like most  of those in the weet,
It hae helped create  and maintain a labor olite that frineg
hegome nart  of the mercantilist structure, Find it hae
nrovided charitv to the poor which, while admirable 1r
humarmi tarian termn,  han not  helped them to  chanoe T
institutional wtruzturem impeding their D" DA oa,

Im addition, by aupporting, or appeerine tm shwpnort. special
interests. western develoned nations Mave hesn nlaving inte
Marvist hands. The Marixists have identified themsel veo with
the interests of the "oroletarians” whom they have redefined
to include . the poor and oopreased, Thus thevy are senn ag
standing for change in the nresent structure while Lhe Wook
in left as the ounardian of the status oo,

The ILD Position: by identifving +the ruling structure as
mercantilist -anti-democratic and anti-mariet- and nroving
that it  ixn the poor -and majoritv- who suonort and pnractice
democracy and neceossible maricets, the LLD s rowsarch  has
Mmven the west the oorning to plece iteel+ savarelv on the
mide of domocratic particivation and economic vooerbunity,
The pramarv effort in PAsSBinNe from a4 mercanbilist to &
damocratic, market-based pociety i3, of necessitv, a local
one. But foreion oovernments througk their nolicvy  and
Aansishance progorams. can ol ow the nrocess or erncouraos ik,
The vroposals set forth in this paper indicate some of {he
things we in Peru must do i+ we are to roform our socinty,
And. Lherefore. thev sugaest  the direction that wesbern
wolicies and assistance should take to assist in  thig
process,
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