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Peru’s size, topogrephy, and tropical location endow it with a variety of

environments and natural resources. It ~omprises three broad natural regions: the coast, the
Aindezn Sierra and the Amazonian Selva. Nearlyonehalfof?cru’sﬁ million people iives in
_mm'mm,w%hmsmmmmmmmmwmchmmﬁm 67% of
Pera’s area. These physical divisions are reflected in mar]mdsocxal contrasts which have slowed
Peru’s integration as a society, and in recent years have inhibited effortstocommltheviolmce
that threatens the country’s fragile democracy. |

Peru has a relatively open economy, with merchandise trade representing about
one-fourth of GDP. Principéleconomic activities are manufacturing, mining, agriculture, and
services. Manufacturing producu mostly consumer goods for the domestic market, intermediate
.goods, and 10 3 lesser extent capital goods. Manufacturing contributed 21% to GDP in 1990
and about 12% 10 exports. The manufacturing sector emerged behind a complex web of trade
barriers and regulations that protected it against external competition, and fostered a dependence
oa intported inputs and technologically outmoded and capital intensive production processes.

Mining is Peru’s largest source of export earnings, and it remains an enclave sector
withfcwlinkae:wdterﬁtofthgecmomy. ‘Ihepnnc:;nlmmﬂalsareooppcr,nnc lead, and
silver. bﬁﬁingcmuiblnedIZ%toGDPinImandgumtedM% ofcxponunﬁngs. In the
60’s and 70's, fisheries were a major export, but later declined to around 15% of export
wnings.dtxtoover-cprimim, and the nationalization of private ﬂm.'

Peruvian agriculture reflects the country’s varied ecological regions, with irrigated
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fanning in some 52 coastal valleys, and a combination of rainfed and irrigated farming in the
highlands. Forestry anc! some agricultural activities, which are poorly linked to the national
market, are the principal legitimate economic forms of land use in the Selva. The services
sector employs about 26% of the economically active population and generates about 52% of
GDP. This sector is. comprised mainly of commerce, government, insurance and other
activities. | | | |

Peru’s diverse topography constitutes a major constraing ao‘_ba.lanced economic
development. It restricts the development of a transport network, limiting the possibilities_ of
economic integration and trade within the country. The rcad network has.disinteg:med in the
past decade because of insufficient public investment. Other infrastructure facilities including
ports, railways and power generation and transmission networks have declined because of lack
6f:minwnanceaswell;tsmdstacﬁons.

Governmentil intervention in the Peruvian economy has been ubiquitous. A number
of public enterprises (reated in the 60's and 70’s attempted to control prédmtion and
infrastructure in strategi: sectors. The growth of the state reduced its efficiency and the private
sector’s contributon to the economy Currently, there are about 180 state-owned enterprises,
mostofwhiﬁlmbeenopgaﬁngatamowingmpoormagcmtpmioes.

Since 1968 there have been abrupt fluctuations in Peru’s economic growth, with
repeated balance of peyments crises and growing inflation. Themainmumhavebem
inappropriate eCONINK pohcxs that distorted the functioning of thc economy, discouraged
savings and investmen:, and fosiered resource misallocation. By mid-1990, inflation was
running at over 3,000% per year, while me'mmy was in a deep recession. The public sector
mopaaﬁngmadeﬁchwimbardymghmtomyfmmadm Large-scale

cotruption, generalized subsidies and price controls severely distorted relative prices. A



unilateral moratorium on most external debt service isolated Peru from its traditional creditors;
arrears reached about $12.9 billion, or 65% ofextémaldebt_. Asaconsequmt_:e, economic and
socminﬁamcm, normally financed with external funds, deteriorated to unprecedented levels.

Perv’s population has doubled since 1961, with a mean annual growth rate of 2.5%
adcﬁngalmwaO0,0(l}peoplépu'yw. Income distribution in Peru is ope of the most
regressive and uneven in Latin America. Over 70% of Peru's economically acﬁvc population
is vne:nploysd or underemployed. The lack of jobs and government restrictions have contributed
to ‘he generation of an informal underground economy as an aiternative to the formal sector.
Chronic povecy is a pervasive problem, primarily in rural areas, and especially the highlands.
However, because of poor economic performance and extensive migration of rural poor to
squatter slums inn metropolitan areas, poverty has increased in urban areas as well.

In 1984, 38% of children under six suffered from severe chronic malnutrition, and
the situation has deteriorated significantly since then. The infant mortality rate of 81 per 1,000
is one of the highest in Latin America. Ataxntcholaaepidc:nicﬁnﬂiamkmed?ﬁu's
health starus and highlighted the tremendous deficiencies in safe water supply and sanitary waste
disposal.

B. Political Setting

Puu’sdammﬁcinsﬁmﬁmuarefmgﬂc;ﬂwmnyhasb@mledbydeﬁwm
regimes for much looger periods than by coastitutional and democratic governments.
Throughout most of Peru’s history oal? a small minority exercised political power in alliance
* with a narrow class of economically powerful industrialists, importers, and land owners. They
' used their 30cesy o government to secure special privileges and concessicns tat frustraed
compeﬁﬁon,eﬂi:im,andmmeamomicoppommitybymostm While

freaty-elected deaiocratic governments have ruled since 1980, serious and deep-rocted economic
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and social ills have fiustrated the growth of democratic institutions. Informality, corruption, .
political violence and the infringement of human rights have reached serious levels.

| Most government activitiss lack transparency, public feedback and accountability.
After elections, Peru’s citizens rarely.dialoguc openly withtheirrepresmtativ&s.i'!‘heexealﬁvc
br.anehexacisesdisproportim power compared to the judiciary and legislature, and the
syszemofcuecksmdbalan;mismk. The Congress often abets executive branch
pre-eminence by giving the President wide powers to legislate by executive decree. The judicial
branch is nctoriously inefficient, under-funded, corrupt, and saddled with poorly mOﬂvamd
personnel in dilapidated facilities. Other components of a democratic society that could stimulate
a free interchznge of ideas and the incorporation of considerations important 1o all elements of
Peruvian society are weak or fragmented. Political parties, the media, unions, pressure groups,
regional and municipal govemments and think tanks are often unstable, highly partisan,
personalistic or single-issue oriented. 'lhcylackthcbmdbaseofn@ort.neededtomobﬂize
acmsmmmisamofinmmamajqityofm.

The 1990 presidential elections marked 2 major change in Peru’s approach to
politics. Alberto Fujitnori became the first Peruvian President of noo-European origin, and to
a large extent, a new group of congressman was elected. mmualdmmted
a rejection of traditiozal political parties and leaders, and a victory for a new cualition of
mnmﬂmﬁﬂkmdomgovmmm It also resulted in 2 fragmented Congress,
susceptible to Presidential manipulation. Concurrent with the Presidential elections the country
embarked 0o a region:lization process with the creation of regional assemblies and naming of
wmmoﬂﬁam@mfwmnwmsﬁﬁﬁumamﬁmdm. Sharing power
with the regional goverments and establishing an equitable division of limited government

' rmmwim_mmmémmmmfmmu'spdiﬁdinsﬁmﬁom
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The: past decade has seen the growth of Sendero Luminoso (SL), the most violent and
nihilistic terrorist movement in Latin America. BetweenSendaoandﬂ:egmnnient'seffom
to eliminate it, more than 19,0C0 Peruvians have been killed, and some $20 billion in material

damages_orlostproducﬁonha.sbemimned. WhiIcSLhaslessmanS,(ll)wﬁsans'mdu'

 arms, it operates with impunity in many highland areas, the Upper Huallaga Valley, and many
coasta! cities. :iLhasthmtuwdénydevdopmentwﬁvitymademonmmpsm'sinm

in improving the welfare of ity citizens and their support for the country’s democratic

institutions. More recently the Movimiento Revolucionario Tupac Amaru (MRTA), a more

traditional Manist terrorist group with less than 500 armed supporters primarily in urban areas,

has become an mcreasing problem.

Neither of these texronist groups is likely to come to power over the next five years.

However,theansequuwesofmdrvidmtwﬁviﬁdindﬁdetbepmgrﬁvemtofﬁzm
as an effective authority from many rural areas, massive migration to the cities, an increase in
human rights abuses, m_mofphmmmmmmmﬁm,
and an inability to carry out development activities in areas where they are most needed. F:muc
' Wh&m@uﬁmﬁew’sﬁﬂybm&mzﬁimm
aabilization and growth program wile avoiding the disintegration of society through subversive
violence. |

- C. Narcoucs

For ceaturies Peru’s coca production. was oniented tosards domestic demand. But,

as cocaine consumption exjanded abroad, narcotics traffickers found Peru’s Upper Huallaga
valley to be an ideal envirooment for the production of high-quality coca. Peru now supplies
‘over 60% of the world’s production of coca jeaf, and is rapidly becoming a major coca base
producer. Some 120,000 farmers are engaged in coca cultivatica througaout the country, with
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perhaps 5,000 more involved in related processing, trafficking and financial operations. The
industry brings at least $600-700 million in foreign exchange into the country each year.
mmmam:mmmgaﬂmﬁugmmmm,
*economic, political and eavironmental harm to Peru. Narcodollar liquidity has distorted exchange
ralutoﬂwdetiméntoflegitimateexpmtsaxﬂdﬁveul&uproﬁtablecrops.outofexmsivcams
that formerly supplied food to internal markets. The narcotics indusiry undermines Peru’s
legitimate authorities :und has established a symbiotic relationship with both Sendero Luminoso

andﬂ:cMRTA, while: its power of corruption is felt throughout the government.

President Albeno Fujimori assumed office in July 1990, and immediately took action
‘to address Peru’s unprecedented hyperinflation and deep economic recession. His government
mwﬂm@u;@m:mmmmmmwmmwum@u
in public spending togsther with tax reforms and the climination of subsidies. Results achieved
mdamammmgim;,‘wim:smwmxﬁmmmmﬁm,_mdmegwmtprw@ng
with negotiations on i medium term economic program with the IMF and the World Bank,
airned at restoring macroeconomic equilibrium and sustained growth. An IMF agreement should
enable Peru to rescheciule its bilateral and multilateral debs.

The Fujimori administration’s policy agenda is consistent with many U.S. foreign
policy concerns. The President has assigned high priosity to ending terrorist violence,
imm@humﬁghm.m,mhngmejqummmm
the country’s endemic problem of corruption. Effommpromotcdemocmlcdeasonmahng
and administrative siniplification should strengthen public support for democratic institutions.
Fqﬁmmamummmwofmmmwm's



Presdent Fujimori is interested in cooperanng with the United States in oﬁntrolling
narcotics prodution and trafﬁck_ing. After initially rejecting proposed U.S; counternarcotics
military assistance, he called for an integrated approach to the drug problém involving military,
police, and eccnomic assistance. The U.S. Mission has recently concluded an overall
framework agrecment for a comprehensive anti-narcotics program. The GOP is setting up an
Autonomous Awhority for Alternative Development (ADA) to coordinate all GOP anti-narcotics
efforts and to interface with U.S. assistance efforts. Initial discussions with GOF authorities on
the economic measures needed to address the country’s narcotics problems indicate their
approach largely parallels our own.

USAID has good access to and a productive dialogue with the new authorities.
Because our owr priorities coincide with many of the new administration’s, and because of the
additional resources we anticipate becoming available, we should be able to impact positively
on Peru’s econcinic and democratic development over the CDSS period.

. PROBLEM ANALYSIS AND DESCRIPTION

Over the last two decades, Peru’s’econqmicpolicieschangedfrbmone
administration @ the next mmﬁc.wonomic&ﬁmworbconuibumdwasusmined
deterioration in production, income levels, income distribution, and inflation. The Gatma
administration (1985-1990) inberited an economy with a strong intemational reserves position,
a competitive rezl exchange rate, and public sector prices and tariffs that roughiy covered
operating and capital costs. But, growth rates were low, reflecting exogénau shocks and low

investor confidence. The Garcia administzation initiated a "heterodox™ economic program,
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which was based on the belief that sustained real GDP growth, employment and wages could
be achieved by expansionary fiscal and monetary policies combined with administrative omﬁols
on kery prices and foreign trade, the financing of deficits through forced savings, and subsidies
on basic goods and services, Garcia introduced a sustained wage increase program aided by

expansionary fiscal policies to stimulate demand. Subsidized credit, lower taxes, price subsidies
on agricultural innuts and outputs, and import restrictions on goods competing with domestic
industry stimulated production. Inflation and the maintenance of real incomes were addressed
hy widespread price controls. The Garcia administration also unilaterally limited the amount of
extemal debt servicing payments to 10% of export receipts, and arrears jumped from $1.3 to
$12.7 billion between 1984 and mid-1990. S

While the Garcia program initially cut inflation and generated economic
. growth, it faltered when. fioreign reserves and excess capacity in key sectors were exhausted, and
when inflation accelerate¢. By 1990, the country was clearly worse off than in 1985. Garcia's
exprbpsiéﬁon of a U.S. c;il company and his attempt at nationalizing the banking system eroded
investor confidence. Net international reserves declined from $1.4 billion to minus $189
million. Tax.re:venue as ¢ peroéntage of GDP dropped sharply from 13% to 5%. Inflation was
running about 32% per mionth, real GDP had dropped 21% since 1987, and real wages were
equivalent to 43% of thei- 1988 level. With the accumulation of external arrears and Garcia's
coafroatational debt policy, external creditors, including the IFI’S, suspended further lending. _
Most new U.S. economic assistance except for food aid, resources channelled through NGOs,
and countsrnarcotics assistance ceased because of payments arrears.
Personal income and its distribution worsened. GDP per capita in 1985

was about equzl to that of 1968, while current levels are even lowef than the levels reached at

the end of the 1950s. “he ratio of income eamed by ihe highest 20% of the population
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compaiedh:tlulom 26%.1332&) 1. In 1981, wage eamers received 37% of national
income, indepzndent workers received 22%, while businesses received 36%. By 1989, _the wage
earners’ share dropped to 20% and the independent workers’ share declined to 17%, while the
business share increased to 61%.
Amprodwﬁonindustryemag&dinpaﬂ_ialresponsetoandabeﬂedby
- the policy environment. Narcotics production and processing preempted resources for economic
development, and further hindered the functioning of the economy. Itm]zgeddm:ﬁsmldéﬁcit
| by requiring adlitional expenditures to fight drug trafficking while generating few tax revenues.
TheCentral Bank lost control over a significant portion of the money supply as coca-dollars
entered through the parallel banking system. These inflows aggravated inflation and maintained
artificial exchange rates that progressively eroded‘thecompetitivms of legal Peruvian exports.
The newly elected Fujimori admmmnon immediately implemented
major, controversial, and politically painful reforms, to reduce price dxstortons, improve tax
collection, narrow the fiscal deficit and stop hyperinflation. The actions included: (1)
unification and floating of the exchange rate; (2) substantial foreign trade liberalization; (3) large
overnight incmas#inanumbu of previously subsidized prices, including fucls, foodsmff#,and
public utilities; and (4) the liberalization of interest rates. * In March 1991, the GOP
Wﬁﬁmmﬁmammpmjvcmuofmmfmmw
at strengthening 'tabilization and laying the basis for sustained growth. These measures are
having a profounc impact vn the structure of the economy by reducing the extent of government
participation in and control of it. They have removed decades of government attempts o control
mﬁc&m,mdoﬁuwwmwmwméﬁmfdmcpﬁmmmw
o newly deregulaicd market forces. |
Reforms adopted include the liberalization of the trade regime by further



lowering tariffs and reducing their dispersion. 'meGovemmentsimphiedtempomryadmissionv
procedures to facilitate: the import of inputs used by the export sector, liberatized ports and
customs operations, and eliminated profit and capital repatriation constraints. It established an
mﬁmmk'mhMmmmbmuponmfmwmmumeefm
exchange market by allowing residents to hoid foreign curreacy deposits at home and abroad.
And, interest rate conirols were further reduced.

‘'he functicning of the labor market was improved by making short-term
employment less subject to litigation and reducing the costs associated with seniority benefits.
Legal causes for worker dismissal have been more precisely defined.

A framework 1o carry out the privatization and rationalization of public
enterprises has been established. And, the GOP identified the first 23 state firms to be
privatized and is moving to divest them.

Public sector monopolies in the agricultural and insurance sectors were
eliminated, and they must now compets with the private sector. The GOP has established the
umsfmm_ﬁmﬁmingofardaﬁvdymimpmmmu,anditwmmwp‘mm’:fam;m
to be mortgaged. |

'IheGOPprogmmxsbegmnmgtoproducesohdmuhx Inflation has been
uaizmdd:amally themommsdlsmmmsmrehnvepmuhavebemdimnawd and fiscal
accounts are roughly balanced. US. food assistance has been critical to containing potential
.mideMCw}dhavcbemgmmdbyth&mfam. However, the economic
stabilization program needs to be complemented by renewed growth and expanded employment
opportunities in the short term to easure continued commitment to it.

The GOP is coordinating its economic stabilization program-with the IFIs

in order to reinsert Peru into the international financial commuaity and obtsin financial support
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for the program. m&nm.mpporﬁveofmepmgmm.andtheGOPnowhsadraft
agreement with the IMF, which will be concluded upon securing mddmonalmoum through
a Support Group.

2.

Private sector development in Peru reflects decades of public sector
attempis to direct the functioning of the economy and to participate in it directly. The resuit has
been the development of a thinly linked bipolar privaite sector.  Rent-seekers in
vertically-integrated import substitution industries, prot-cied b’ trade barriers and other
govemnment regulations that impede competition, exist alons side the informal sector. The
informal sector is the antithesis to govemment regulation, and emerged as an alternative to
entrepreneurship and employment in the formal economy. Between these poles are the
traditional exporters who, since colonial times, have utilized Peru's agricultural and mineral
mmmwmmtwgmmfmeignmgeandefnpbyum Atelativetysn'nall
non-tradiional export sector dedicated to the transformation of Peruvian raw materials has
emerged in the past two decades. |

| This pattern of private sector development has nox utilized Peru’s
resources efficiently. Rent seekers rely on outmoded capital-intensive lechnologies. The
informals rely m rudimentary labor-intensive technologies that generate inadequate levels of
income. The expe 1t sector is competitively weak since its cost structure and modus operandi
have been subject to excessive government regulation and inadequate economic poliies.

The bipolar nature of private sector deveiopment in Peru is reflected
in employment atterns. In Lima, about 1 miilion people are empioyed in the informal sector,

or about 42% cf total employment in the city. Duxingﬂ:leBS-Sthpainﬂa&ona:y_a'isis,-
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mﬁxnnianploymlgmw by 4.5% annually in response to the decline in formal economic
activity. mmmmymmwubymnmm(ambmnmywmshm
of total employment ruse from S5% in 1987 to 61% in 1989,

| wﬁkmfmmlmpmmmtm,ﬂwmmmlmmmm
secmrwuegroﬁslyinadeqlmmmeabasicneecb. In early lm,meavmgesélatypaidin
the informal sector was only enough to purchase lO%ofabasicconmmpﬁonbaska.
Micro-entreprencurs earned enough to cover 25% of the same basket and self-employed informal
workers 13%. But, the informal.sector isndaﬁgﬂﬁmnt vehicle for increased productivity,
savings and investment. Only about 15% of the informal urban sector labor force is employed
i activities that have potential for growth. |

TheGOP’scompmbensiverefofm_pmgmmfrednguptheprincipal
mﬁsh&emny,mhmhw,ﬁmmmmmm,m.amwerﬁﬂ
stimulus to renﬂhzc private enterprise. But further efforts to reduce governmental interference
ars needed. And, public investment in infrastructure is needed for Peru to capitalize on its
comparative advantage. Mostimpbrmﬂy,ﬁ:égovmmmtmustmthatitspolidmare
dwdopedmmghaaopmdmlmmththepnvammandamﬁeeoﬂheammry
m:annentthatdlmnagedmvmtmmepast.

The private sector has great potential to lead Peru’s economic
reactivation 2 its insertion into world business and commerce. It has a relatively large and
sophisticated light inchistrial base. Peruvian businessmen are creative and adaptable, and quick
to respond to new growth opportunities. Thecmmtryhasmymicrmﬁmamthataﬂow_
cultivation of a wide: variety of agricultural products, a seasonal *window® on the U.S. and
European fresh produce markets and a large labor force, skilled in a wide range of export-related
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A.LD.-supported efforts ha§e developed the countiy’s capacity to |
train entreprencurs and skilled labor as well. A.1.D. has helped establish a private sector
cbnfederation md exporter community that vigorously communicate their concerns to the
govemnment. 1henewlnvmmentandExpm1Prmnoﬁmpmject_wiﬂaddres§anumba'ofﬁn
“more fundamertal credit, technological and marketing costraints to rapid private sector led
export growth. Efforts through ILD are decreasing the administrative burden in establishing new
formal sector eaterprises. And, implementation of the Andean Trade Preference Ak should
greatly improve Peru’s access to the U.S. market.

Peru’s agricultural sector employs 35% of the economically active
population and produces 13% of GDP. It has significant potential for earning foréign exchange,
generating income, and creating viable employment. However, agricultural production has not
kept pace with opulation growth. Inadequate performance is due to excessive government
mmmﬁmmmcmomyimmingahasﬁiyimmmmndmfmmmm-
established inefficient collective enterprises, import substifution policies that turned the terms
of trade against griculiure, and the steady deterioration of research and extension services.

~ These trends climaxed under the Garcia Administration, which
WmmmmmbyMgmnm&mgmmmmmgm |
costs while ensuring the supply of basic foodstuffs at reasonable prices. A low exchange rate
* for food imports aliowed the GOP to generate a surplus from domestic sales. The surplus was
wsed to fund farmer subsidies. Price controls kept consumer prices down, while subsidized
credit and price supports promoted agricultural expansion. ’Ihestrategymvdedasdu
international prices of agricultural imports increased but the corresponding exchange rate and
domestic prices were kept repressed. Thishdpedexhaustintemaﬁona!mandledtoa
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rapid monetary expansion, Other detrimental effects included the erosion of agricultural export
competitiveness and a decline in the production of domestic substitutes. While agricultural
consumers and producers gained 2t first from these policies, in the end, both lost.

Agricultural productivity remains very low, with per hectare yields
in Peru being among tae lowest on the continent. Little has been done to develop new export
pmduct#; policies did not favor nm—uﬁditional exports. Few investments have been made in
improving productivity and encouraging thepmductive use of comparative advantage.

The stultifying and meddlesome presence of the government
permeates the sector, limiting competition and hindering private sector growth. Uatil recently
ch&nmmtmmmﬁmmmsponpﬁdng,cmpmqhbm,andfoodmbﬁngaﬂunﬁt
the growth of the private sector in agriculture.

The agricultural credit system is a major barrier to growth. The
amount of credit is sharply limited by the economic stabilization program. The traditional
mofmm.migmepmucmmmuwmmmymw.
Whilepdvawbanhmdsoaﬁectedbymecreditshmﬂge,ﬂwiriacmsedlmdiﬁgm
agriculture will deperd on the effectiveness of current GOP efforts t liberalize Tand markets
‘toward the unimpeder] use of land as collateral.

Peru’s inadequate and deteriorated infrasructure is a major constraint
to agricultural development. Poor transportation linkages isolate many producing areas from
in;msandmarkm. LargeirrigaﬁonprojactsignoredtheneedsofSimaprodmmdwm'
poorly managed. These projects were not acconipanied by cost recovery policies or technical
assistance and salinizztion has become an increasing problem. The system for generating and

dissemninating new technology and production packages is weak, is not demand driven, and lacks
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public-private sictor cooperation. Theextensxonsemoehassharptydmoratedandlsnot
coordinated with mh.

Thenewgovemmeathasaboliﬁhedmcgminmrkeﬁngagéncy,
elmunared monopolies, and compelled government food suppliers to compete with the private
sector. A.LD's Policy Analysis and Institutional Development project helped provide the
analytical justification for these actions. The Fujimori administration épparenﬂy intends to
dissolve the Agrarian Bank and establish a new credit system, and is committed to a iarger role
for the private sector in the generation of agricultural technology. And, it is now focusing
mrcheffomonp_riorit_ycmpswithhighdemndaswdlasadding its own resources to

support the research agenda under AID’s Technology Transfer Project.

Pov&tyispavasiveinPetu,andmoavaianslackadqquamfood,

housing, ecucation and health services. While chrouic poverty bas been traditionally
concentrated in the Sierra, in recent years it has extended to the urban coastal areas. 'The
number of people living at poverty risk rose from 5.5 million in 1986 to 8.8 million in 1989.
MnmokmmmMﬁmmﬁanymcmdmmﬁmm
to 6.6 million over the cotresponding period, with further serious deterioration in nutrition status
| auring 1990.

Some 40% of all deaths occur among childrea under age six. Acute
respiratory infections (ARY) and acute diarrheal diseases (ADD) together account for 55 percent
of all child deaths and for over 82 percent of all illnesses in Peru. Overall immunization
coverage bas reached barely 65-70% of children under six. ADD is closely refated o water and

saniﬁﬁmp«bhumandisalsoﬁxesecondcauseofadultmorbidiﬂy. However, access to safe
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drinking water and appropriale waste disposal facilities are very limited, particularly in the
Sierra and Selva. Only 60% of all Peruvians, inchuding 24% of rural inhabitants, have access
to potable water, with 45% of the total population having access to sanitary sewage disposal,
including 18% of the rural population. Inadequate water and waste disposal systems are major
transmission modes for the current cholera epidemic, which has affected nearly 200,000
Peruvians to date, and will likely become endemic in the country.

Reproductive problems, including complications from spontaneous
and illegally-induced abortions cause an estimated 30 maternal deaths per 10,000 live births each
year. High maternal mortality rates are due to malnutrition, inadequate prenatal care, unassisted
delivery, high leveis of fertility and inadequate birth spacing. Currently, only 60 percent of
Peruvian women: receive prenatal care and less than half of all births are assisted by trained birth
attendants. |

?&u’sfaﬁﬁtymfﬁlfmmova6bhthspawomanin19ﬂw4.l
in 1990, but is still high in relation 1o economic resources and carrying capacity. Peru has a
very young population, of which 39% is under the age of fiftcen. There is a large unmet
demand for family planing services, with approximately 60% of Peru’s couples of fertile age.
cmpressingadﬁmfm'wmdlﬂd:mer&)ﬁmnbmmmmxfum. Yet, only 23%
ofca:plahaWMbundun&mﬂyplanningm |

mmmofﬂmmommummofw |
Security (IPSS) are respoasible for peoviding bealth care to 85% of the population, but more
than six million Peruvians have little or no access to modern health services. The 1991 MOH
budget of $350 million is caly 68% of the amount invested in real terms in 1984, and only 10%
istargetedoa;xioﬁl}-primyhmlthweandprwmﬁvcpmgrms. Provision of adequate
mmisadvawya&mbymmmgmmmﬁnmmofmm,
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_andhighmmovet of personnel.

Public sector health financing is not oriented toward criticai

priorities. Hospital based curative care in urban areas receives more resources than preventive
care and services in rural areas where the needs are greatest. Public institutions are overly

centralized, bureaucratic and politicized. New IPSS management is considering decentralization

and some privatization of services. There is great interest and promise in the mobilization of

the private sector lo enhance and extend access to public sector services. However, at present,
ﬁbﬁc, PVO and private sector services and institutions are poorly coordinated.

 Peru’s major support for child survival comes from USAID, and
resources are focused on expanding coverage of services and strengthening management

capabilities in the public sector. Efforts have significantly increased immunization coverage, use

of oral rehydration therapy, and the development of epidemiological surveillance and

health/managenent information systems, which have contributed to managing the current cholera |

epidemic. Cotabined Title I PVO supplementary feeding and maternal child health activities
have been critcal in moderating severe malnutrition among targeted women and children.
Usmsm.?smmmnaﬁmmmmnypm;w,mmmummm
mmﬁnpubﬁcandpvoumas. Ongoing activities support sustainzble PVO family

phnﬁngmm,impmvedmmmgemmgandcm&wepﬁwmppﬁawimalogiﬂimand_

information system to track their use.

4.

Peru has an extremely varied number of environments and an exceptional
diversity of florz and fauna. Many of its ecosystems are fragile, and some have aiready suffered

serious deterioration due o loag-term population pressure. Others are threatened by the effects

ofmigaﬁmﬁunndghbming,wumpmmedmmd‘mmpmbm“npmﬁcmmym :



in the Sierra and Selva. In the Selva, tropical forests are threatened by colonization. Selective
logging, often followed by slash-and-bumn agriculture, destroys annually more than 300,000
hectares of prime tropical forest. Coca cultivation has caused wholesale destruction of tropical
forests, erosion of hillsides and serious pollution due to toxic waste disposal. In the coastal
region poor water management and resulting salinity in irrigated areas has led to the loss of
more than 300,000 hectares of agricultural land. Fragile dry forests have suffered deforestation,
and several coastal habitats are threatened by over-exploitation. Watersheds rising in the Sierra
and providing irrigation waxe.r for the coast need integrated management to regulate water
- supplies and protect property and supply routes. |

Recognition of the threats to natural resources and biological diversity is
growing, with increased activity on the part of public and private organizations. The GOP
recently published an exvironmental code, and it has established a number of national parks and
protection areas. Nevertheless, the problems are so immense that most efforts have not been
adequate to provide the ugededconsa'vaﬁonandpmwcﬁon.Also,themmtmomicsimaﬁon
 and policies encourage short-term, depredatory resource use rather than long-term, susizinable
man.agand:t.

‘Recent advances in the development of techniques for sustained-yield
ménageamt of tropicil forests, notably in the A.LD.-supported Central Selva Resource
Management Project, mfaﬁmpwnfmpmgmmmmmm&mmn
Legal changes are being; discussed which would establish user rights over land in addition to the
forest crop b encourage investment in longer term forest management and pmervatién, and
increased Peruvian participation in world markets.

- Policies and incentives for private sector involvement in natural resource

and biological diversity preservation need to be developed. These should be tied to activities



to generate incoine and employment o ensure their sustainability and wider acceptance over time

by private entrepreneurs.

Peru’s government has been democratic since 1980. Earlier gdvemnmts

- restricted elections to literates, thereby excloding participation of most of the indigenous
population. Goverment instability has been endemic in Peru. Nevertheless, there is a general
~ consensus that democratic institutions are the most appropriate means to recognize and achieve
meommuy’gnaﬁonanas;mﬁms. Some Peruvians argue for more authoritarian rule to deal
‘with terrorist threats and economic stagnation. But, the country’s recent experience of more
than a decade cf autocratic, de facto government reinforces the commitment of fmost Peruvians
to popular participation. |

The activities of the executive, judiciary and legislamure branches lack
transparency, feedback and accountability. [Equal access to the law and government
decmon—mahngdoanmm ﬁmpectforimﬁvidualﬁghtsandthemfmwnmtofconm
ismmévm.. Human rights abuses are common and rarely punished. Economic and social
discrimination limits access by many to decision-making levels.

“The concept of checks and balances is weak in Peru.  The executive power
ismg&andmmmmbgimﬁvemmmm The overextended executive
branch encrcaches on the private sector’s productive functions and does not effectively discharge
its own obligation to provide efficient regulatory and supporting services. A cumbersome public
administration hinders private creativity and investment, forcing citizens to resost to corruption
or to informality to conduct normal business.



'While Peru’s legislature is frequently critical of executive authority, the
Congress nonctheless often defers 1o it to enact laws that it is incapable of preparing. Between
July 1985 and January 1991, Congress approved 2,087 laws while the executive approved 2,114
sxx;nexnedecmaisswdtmderits'emaoﬂimrym'auﬁmﬁy. ’I'!wéxinmttongrusis
fragmented into four principal parties or coalitions, none of which comprises over 34% of the
nicmbérshipofeithcr bouse. Many members are poorly informed about major economic,
political and social issues as well as specific legislation. No institution systematically keeps
them informed on issues on the agenda.

Communication between Peru’s citizens and elected representatives is
weak, There are few ties between individual legislators and their constituents. Senators are
ManeMMﬁmﬂelecﬁdns,anddepuﬁmmmmah:gemmﬁvs of
extensive, bem'ogmemdxsmas | | | |

The judicial system does not work for most Peruvians. It is notorious for
corruption, inefficienc'y, apparent arbitrariness, high transaction costs, and virtual inaccessibility
to mainstream society. Utt!cdignityisamordedtomostémntpersonnel,'andﬁnpoorin'nge
of the courts and low salaries attract judicial personnel with mediocre talent and questionable
moral standards. Leyal procedures are abstruse, antiquated, and uneguipped to strengthen the
handofhwmfummtoﬁidﬂsmthcbamcagamﬂtermﬁsmmdnarw&cs.uﬁfﬁchng.

The judicial system coasists of three overlapping and\mooordmated
functions which diffuse responsibility. Judges carry out investigative functions that often conflict
«.ith those of law enforcement and prosecuting officials. Annual changes in the Supreme Court
P:ﬁduuandﬂ:chckofaplanningmdmamgementofﬂoe'donotpmnitany coherent
irprovements to.gamin_ate. The Public Ministry, an autonomous executive branch eatity,
mmmmmm. The Ministry of Justice administers the prison system and
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codiﬁﬁhwsandpmvidathkinfommﬁonmothujwicialsystemp&sonnel. The Ministry is
highly politicized, with the Minister hzving changed 9 times in the past five years.

- Judicial inefficiency includes the failure to hear and resolve disputes in a
tiincly manner; there are too few judges for the populauon The number of trial judges per
100,000 Peruviing declined from 2.8 in 1960 to 1.2 in 1989. Be@useofjudicial oveﬂoad,

judges delegate functions to court clerks, adding further delays and opportunities for corruption.
Clerks retain a percentage of fees collected for processing documents, and the consequent
proliferation of docummmﬁon.further clogs the system.

Pery’s government is highly centralized, with most dems:on—mahng
authontycmﬁredtohm Reg;mmmmunmpalgovanmmlkanhomy,mowﬂy'
depmdmtmmecmuﬂgovmmghavefewmmdlkaepowwmm
financing. Exptpdimmofalb-naﬁonalgovmmmlsarevaylow, amountingtoonlyahwtf%
of total governrient expenditures, compared to an average of 20-40% motha'counm The
mgiomﬁnﬁon;mstanadinl?@mnﬁnmmgofmrd,andl%lisdleﬁrstyear'that
the regions have: budget authority.

It is not clear whether the regionalization process will strengthen Peru’s’
democracy by developing governments that are more participatory and respoasive to local needs
and aspirations. So far the process has been highly partisan. Individual regicas have been
established based on geographic propinquity rather than common and uniting features.  And,
meregimdgwmmmumMmﬁmlyMasmqmb&dmambmmmofbo&l
elected and appointed members. | | |

mmammmmmwmmd
govemnmt. kaerwmﬂym:wucsmfﬁchnghasgraﬂyexpandedmupmusscopeand
level, especially in the military and police. Bribes from individuals or corporate interests are
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comumon 0 acquine special privileges, contracts, or to have government officials perform their
publifduties. President Fujimori announced the creation of an Anti-Corruption Commission at
the beginning of his adriinistration, but no action has yet been taken to overationalize it.

Human rights abuses sbound in Peru, and are committed both by
gove:mmmtaswei_las terrorist organizations. Coﬁtinued abuses threaten approval of U.S.
econiomic development resources. |

Pn:misartma:i:ablyogensocietj. _'I‘hcmediarepmﬁentsahrbadspewum
of political values, .and Jpen political cebate of opposing perspectives is common and tolerated.
The country has carried out three fair and open elections in the past two years even though
MMMantedwdimﬂwmbyhmngwedofﬁdmmm.mm
participating in them. Th. GOP's ability to organize and carry out the electoral process — and
the public’s interest in participating in them in spite of extreme difficulties—demonstrates the
country’s commitment to the most fundamental precepts of democxacy.’

Local community organizations have demoastrated great strength and
resourcefulness in responding to the hardships caused by the economic adjustment program.
But., their capacity to articulate common political concerns, and the willingness of higher level
msﬁmﬁohs:ompondmmcmmﬁmiwa. Their continuing input to political decision-making
neexds to be assred. This includes greater grass roots access to and contact with the legislature,
promoting greater efficiency and respousivencss (o them by the judicial branch, and better
recognition of their needs by the executive branch in terms of economic and social poiicies and

decisons.

Notwithstanding the President’s autocmncmnagement style, there are

significant cpportunities for Peru’s democratic institutions to mature and for broader public
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commitment to them. TheFujxmonadnnmsnauonseoonomxcpohcmumﬂmdmngﬂw
government’s activities, privatizing many enterprises and functions, and improving those
remaining. These policies should help foster allegiance to democracy as the government better
fulfills its role in areas where it can concentrate. Recent initiatives including administrative
simplification and the democratization of decision-making manifest the President’s interest in

making the govermnment more respoasive {0 the average citizen's concemns. The new
| administration i4 committed to overcoming the corruption that exists in ail state activities. It is
interested in major systemic changes in the judicial system, and, it has given mild support to the
process of regionalization. _

Through A.LD.’s leadership in the identification of problems threatening
m'smmmmmmofimmmmmm
could be implessented quickly to accelerate judicial processing. This project has also defined
aseria: of issues that require policy-level attention. A.LD. bassupponed anti-corruption
activities, the democratization of decision-making, administrative simplification and the
strengthening of regional authorities through the Institate of Liberty and Democracy. And, we
have been critical in the development of local community organizations.

The administration’ s concerns regarding strengthening democracy coincide
lo a large extest with our own. Yet, the administration has developed no coherent strategic
approach to address the prodlems. Thus, we have a chalienging opportunity with the new
government and other politic 1 foroes to establish areas of cooperation to strengthen democTatic

C.

_Puuampﬁmmwiofmcwmid’smleafandisamjormbase

producer. mkitm&mﬁngemploysmw,ml)farminﬂ:eUppaﬂmnagaVanq
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(UHV) and almost the same rumber in other areas of Peru. Tlmeareaboﬁt 121,300 hectares
in coca production. We estimate foreign exchange amit_:gs from coca actmliy mtenng Peru
at $600-700 million anrually.

The expansion of coca production and trafficking has done serious economic,
~ political, social and environmental harm to Peru. Narcodollar liquidity has distorted exchange
ntesm&hasswungﬁwcoﬂl@mssﬁx&magainﬁhgiﬁma&mpmdoﬂmpmdxﬁve
activities. A symbiotic relationship between narcotraffickers and terrorists has virtually
eliminaced civil governmental authority in the oomgrowmg areas, making control and alternative
development efforts highly risky. Deforestation, erosion and the disposal of toxic chemicals
associated with narcoﬁcsgremusinginmlculable ecological damage in these areas.

The new administration has proposed an integrated approach to the narcotics
problzza. It is establishing an Autonomous Authority for Alternative Development (ADA) to
coordinaie activities anid administer resources in the counter narcotics effort. It will probably
coontinate and moaitor alternative development programs like USA™D’s Upper Huallaga Area
* Development Project, as well as administering future economic assistance resources. On May
14, 199% the United States signed an umbrella agreement with the GOP, which committed us
tondpinchmanyoutaoompmhmsiveanﬁnarcoﬁmpmgnm. |

| Consmimsmﬂxemdwﬁonofﬁlicitminmmchﬂepasistmtmm_
distortions caused by faulty economic policies, making legal crops unprofible. The
m&mo{mﬁasummgmmmmmmmngof@mm
frorn coca-growing arezs. The management and level of police and military resources currently
mwmmmmmmememmmmmg
and keep the price of coca down over time, a sine qua non for alternative development

programs. And, the lack of security inhibits legitimate private sector investment in the region.



A.LD. has been involved in the Upper Huallaga Valley since 1981, and we have
substantial infornnation concerning alternative income eaming pmgranis that cbuld function in
‘the area. We an: supporting one of the few civilian authorities in the Valley through the PEAH
project. If security is restored in the area and the price of coca driven down over time, we will
be able to assist in the pmvmon of legal and self-sustaining employment for current coca
producers and processors.
m. STRATEGY -

A. Strategic Objectives

Peru’s complex deveiopment agenda includes maintaining the economic
stabilization program and placing thceomomyonapathofstmdjgmwth. Conditicns must be
created under which tﬁepoo_rcanﬁndviablecmploynmtand services that help meet their basic
needs. Structural reforms must be accomplished to strengmeu suppoit férdemocracy and to
wduceoamers io individuals exercising theirmtrepreowﬁalaﬁdcmﬁveskiﬂsandcmuibuﬁm
to economic growth. Harcotics production and subversion with debilitating effects on the
| economy must o2 sup ressed.

' TohdpPuuﬁdxessitsdcve!opmmtagwdaﬂ:ehﬁssion_wiﬂmrsueﬁve
specific objectives. They are consistent with the LAC Bureau objectives of broadly-based,
sustainat °. % aomic growth; the evolution of a stable, democratic society; and, responding 0
spesific cruisnges of ¢ 1+ interest to the United States. In descending order of priority our
ob]ecbves are |

- /in ove .i pulicy framework and structural reforms that promote economic
stability and sustzine . growth;
- Reactivated private productive sectors generating employment, foreign

exchangeand:mcmwdpmducﬁﬁtj,whﬂep:mvingnanmlm;



- Replacement of coca-based employment and foreign exchange earnings with

| - Strony; democratic institutions that reinforce economic freedom; and,

- Improved health status through access to quality primary health care.

These cbjectives are inter-related, cross-cutting and mutually supportive. For
exarnple, greater access to quality primary health services should improve the productivity of
the workforce mctwaung the private productive sectors. Increased legal income-earning
alternarives for Peruvians now engaged in narcotics production should reduce the corrosive
impact this industry hai on democratic institutions. Similarly, open and transpareat pohtmal
institutions, including ecual access to law, inhibit special interest regulations that distort balanced

| economic growth benéﬁ-.tting large numbers over time.
| USAID has worked on activities related to these objectives. They involve
sectors where we have substantial background knowledge and experience, and where the
Peruvians seck our participation. A.LD. currently is the only significant donor in these sectors,
mmmtm@fm&mmmimﬁm. To a large extent private
wmm are prepared to collaborate with the government in these areas. In addition, they
are areas where Peru his rapid growth potential and untapped productive capacity.

L. Policy Famework and Structyral Reforms

~ Our highest priority is to mzintain and strengthen Peru’s commitment and
efforts to establish a sound economic policy framework and to carry outmmml reforms that
sexve as t:hc foundation for econormic stability with sustained growth. Peru’s lack of piogress
in the past two decades can be traced to fundamentally flawed policies that led to increasing
dxsuxtlms, inefficiencies and disinvestment. These policies stultified economic growth,

contzibuted 1o a civic culture that questions the capacity of democratic institutions 1o solve
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 natiooal protlems, and enabled the narcotics industry to flourish.

The importance attached to an adequate policy framework rests on other
strategic factors. It is directly relevant to vital U.S. narcotics interests becausc sound policies
‘must be in p:ace for alternative coca income programs to be effective. USAID maintains 2
productive dilogue with senior decision-making officials in the public and private sectors who
' wckomcounsdonpohcymﬁers We have the capacity to provide culturaily and politically
seusiﬁie policy analyses and options. The amount of A.I.D. program assnstancc proposed over
the CDSS period should leverage further changes in coordination with other donor assistance.

The structural reform agenda we will support is wide ranging, but
" achievable. The tax system and its administration should be reformed to distribute the tax
burden more c\}enly, promote efficiency, and generate sustained revenues. - Customs
administration needs to be simplified to faciiitate trade. - The scope of public sector activities
should be reduced, and the government’s regulatory role streamlined. Public investment should
be increased while the number of public sector enterprises must be reduced. Ongoing financial
sector reforms need to be sustained, including judicious management of the money supply,
strengthening bunking system regulation, restructuring or privatizing public development banks,
and promoing private sector lending to the agricultural sector. The GOP's commitment to
modifying labor laws to permit the free negotiation of wages should be assured. And, we must
ensure that the (FOP maintains a market determined exchange rate, gradmllfred&mtariffsto
a flat targeted 15% rate, substantially reduces non-tariffs barriers to trade, and encourages
foreign direct imvestment. We"wmmm&ﬁmmmmmmmmmm

The Peruvian economic devdbpmwt strategy is evolving, and the

gnthoﬁtiswiﬂkuwctomakzreﬁnemmtsmtheovmﬂagmda. This will require an approach
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that reflects a judicious blend of technical analysis, an undersianding of the social and political
context that surrounds them, and continued political commitment. USAID’s Policy Analysis,
 Planning and Implementation (PAPT) project, dirsctly tied to the highest economic policy making
levels of the_ country, already has become essential to providing guidance to make the

stabilization and structural adjustment progmm succeed.

The second Mission objective is to support a rapid and sustainable private
s'eétor-led economic ruactivation that generates foreign exchange, employment and boosts
productivity while preserving Peru’s natural resources. Qur emphasis will be on labor-intensive
small busim, the non-traditional export sector, and commercial agriculture. We will also
mdﬁ&mmdmm:pmﬁmxﬁﬁﬁaﬁmwﬂf-mﬁngmdMgmw '
jobs. 'l"hi.s objective is complemm:ary to a sound market-oriented nﬁcroeconomic policy
framework that should facilitate private sector growth. Italso coincides with GOP priorities and
the LAC Burean objective of excouraging a vigorous response by the private sector 1o a
favorable policy enviroament. Improved welfare through economic growth is urgently needad_
after years of recession and high unémpléymenl and underemployment and a generation of
demy..- And, increased incomes will enable the poor to secure needed social services.
Moreover, the private s:ctor s prepared 'o collaborate with the government and external donors.

V/e have selected smail business, non-traditional exports and agriculture
because they have the jireatest potential for rapid expansion and shm;d involve large numbers
of underemployed Peruvians. Significant growth is possible without major new invesiments
through thc utilization cf existing productive capacity. Relatively low cost interventions in such
areas as marketing, quality control, basic management and accounting training, and limited

admkalupgradingwmambismuadiﬁmmﬂpqnmandsnaﬁmmmmmmkz
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advantage of Prru’s comparative advantages. Our invoivement also is supportive of USAID's
other objectives of providing increased alternative income-eaming oppommlm fof coca farmers
and acceleratec. participation of the poor in the growth process. And, resources available
through the Andean Free Trade and Enterprise of the Americas Initiatives will provide further
mncentives to private productive sector growth. |

The Mission’s objective also is to stimulate investments that balance the

useofmnimoumwimﬂldrmmvaﬁmwhikcmﬁngviabk,mlf-mmm;

employment. Entrepreneurs, banking on short term gains, particularly in the Selva, will be

prone to give low priority to conservation. Peru's resource conservation needs are immense,

but our involvement will be focused on investmests that impinge upon tropical areas. Our

objective includes mobilizing financiag from other sources including the private sector and GOP

investinents in resource conservation. Debt for 1 ature swaps could be an important component
of our involvenient toward the out years of the (DSS if the GOP resolves its commercial debt
problem. |

RedllcingtbeamountofdmgspfodueedandprmsedinpmiSakey
U.S. foreign policy objective. Our commitment kas materialized in the recent signing of 2

comprehensive J.S.-Peru narcotics agreement that lays out a framework for joint economic,

military and law enforczment cooperation. To fulfill this U.S. foreign policy priority requires
an integrated Country Team approach within which A.LD."s participation is critical. Police and
military activitizs mustratomarésombleammtof-mﬁxy for the legitimate private sector
to become involved and for A.LD. activities to g5 forward in coca-growing areas. And, law

enforcement and interdiction efforts must drive the price of coca down over a sustained period
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30 that coca growers will be compelled to look to other sources of income. ’ﬁus is a cross
sutting issue, affecting three of the Mission's other objectives. We will achieve the
counternarcotics objective by helping establish a proper macro economic policy framework,
enabling legal alternativess to become profitable. Reactivated private productive sector should
provide }'Qbs for those n¢'w engaged in coca production and we will give particular attention to
crﬁting alternative crop andmcome earﬁing Opmfmm&ﬁ in coca growing areas. We will focus
onhdpingforgeanaﬁo:ulm on the need 10 attack Peru’s drug production, processing
and consumption problern while strengthening democratic institutions such as the justice system, -
which can help address the narcotics proﬁlem.

4-. Damocratic Institutions that Reinforce Economic Freedom
| . We will support the evolution of selected Peruvian governmental structures

so that they become more open, accessible to all citizens, accountable to the people, and
stimulate responsiveness and fesdback. This will contribute to the development of a better
system of checks and balances among the three branches of government. Our efforts will facus
first on strengthening the judicial system, making it more efficient, enabling it to process
narcotics cases effectively, and ensuring equal access to the law. Second, we will concentrate
on enhanced popular participation in key public institutions o ensure their transparency,
sccountability and feedback. This will involve increased participation in the executive decision
making process to enhar.ce the framework for promoting economic freedom. It will also include
assisting the Parlizment. to be responsive o constituency concern, helping to reduce corrupt
practices in public instirutions, and making community organizations better promoters of civic
education.

Beyond some intsrest on the part of other donors in the issue of human

rights, A.LD. is the ocaly external participant helping strengthen Peru's democratic institutious.
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We have been involved in administration of justice activities for the past five ym,.have
considerable krowledge of the constraints, and solid working relations with Peruvian leaders in
the sector.. The issues of corruption, justice admixﬁs&ation, regionalization and development of
representative j2rassrocts organizations are high pﬁorit:‘m for the Fu;unon administration, and

our collaboration is sought. Widespread discontent with the efficiency of Peru’s democratic
insticutions, andacﬁmateofchangereﬂectedmtherccmtélecﬁms,expandtheﬁk:ﬁhoodof

successful inteventions in this area.

Peru’s unprecedented economic adjustment process is causing tmnmory

econonic displacement and further hardships in low income sectors, resulting in a reduction of
basic health care services and access 10 adequate food supplies. Thcsedxsnzptmnsmxum
ready depresied levels of well being prevalent among the poor, which require improvements
if economic growth is to be revived. The acoelerated participation of the poor in the growth
process must be given special emphasis. Wewmdo:hismmughmamﬁomimm
health status and access to quality health care, including feeding and nutrition services, child
émdval, reproductive health, and water and sanitation needs. | |

This obj&tive will be achieved by A.LD. involvement in two areas. First,
we will strengthen preventive health care systems, promoting partnerships and effective
collaboration tetween the private, PYO and public sectors. Our objective is to ensure that
m'rmumsmu:ﬁaedwmmchﬂdrmamimm.mﬁmd;dmammmmm
and salts are available nationwide; that reproductive bealth services including family planning
achieve national coverage; that consumers pay for the health care they can afford; and that
acoastopota!»icwateranisanimﬁonfacﬂiﬁabasedoncostrewvaygmwsby?.ﬁ%_and
3.2% respectrvely per year in peri-urban and marginal urban areas. A.LD.-financed food
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assistance ;xograms, nows enabiing the GOP to mo?e forward o macroeconomic policy reforms,
will continue to be targeted on the reduction of malnutrition and provide temporary feeding
support to those in great:st economic need.

Second, we will increase the coverage of family planning services so that
 at-risk couples or individuals have access to family planning information and contraceptive
supplies on a timely and atffordablc. basis. This will involve increasing the sustainability of PYO
family planning programs, more vigorous participation by the private commercial sector, better
coordination between the public and private sector, and a strmgthmed public sector capacity to
deliver services along with mcrw.sed GOP resources.

Preventi/e health care, child survival and family planning are .arms in which we
have a comparative advantage, considerable experience, and knowledgc. of constraints and
opportunities. They are fields in which USAID is currently the leading donor. Qur resources
should be complemented over the CDSS period by increased and better GOP iavestments as well
as other donor programs, particularly in the areas of health ﬁacﬂltymhabmmnonandthe
expansion of urban water and sanitation systems. A.LD.’s food assistance program will
continue to play a vital role in averting further malnutrition, especially through the first three
years of the CDSS period.

B. [mplcmentation Strategy
1. Policy Framework and Structural Reforms
~ The economic stabilization and liberalization program initiated by the new
administration is the mo:t ambitious in modern Peruvian history. But, it is only the beginning
of a long and complicated economic transformation process. Political consensus on the policy
framework is weak, axd social unmt, exploited by terrorist groups, could force the

administration to back down from its pursuit of a radical change in Peru’s approach o
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development. ‘The GOP must confront the implementation problems and political repercussions
associated with far reaching reforms, and make corrections and adjustments as circumstances
require. In a number of areas the administration has signalled its intentions, but concrete plans
lo execute them have not been developed, and the GOP will nesd assistance in translating its free
ma:mincummsimo;peciﬁcmplam. These include discrete areas where A.LD. can
play a leading role, such as in privatization, financial sector reform, and savings mobnhzauon

A.LD. s strategy to help Peru sustain and refine its policy framework and
mralmfmmpmgramwiﬂbeimplemmdmmghanimngrmedpmgmmwmbining
diplomacy, policy dialogue and conditionality, technical assistance, balance of payments support,
a.ndfoodrmo@cestobelp mitigate the impact of economic adjustment. A.i.D.shouldsbow
 diplomatic leadership in facilitating Peru’s reinsertion inlo the international financial and
wouomlccommmuty This will require working with the IMF, World Bank and IDB to develop
mmmngimﬁvemdemmmMPm*smmblmwimm |
é@muammmwmmmﬁqmmmmhm. A.1LD. should
assume a leading role in bringing together a2 Support Group of bilateral donors 10 mobilize
resources for Feru. The Mission’s analysis of critical development issues and capacity to
provide feasibility and background information on potential projects for other donor assistance
_isapowuﬁﬂr:mmanbbbﬁa@dmorswpmvideaﬂyassimwm In addition,
the United States will need 1o exercise leadership 10 ensure that the Paris Club extends the most
concessional terms available to Peru in rescheduling its official debt. Finally, the Enterprise of
mmmm%mamemememmwmmmmw
U.S. commitment to Peru’s full participation in the international economic community.

Our strategy entails strengthening the @oguewé_tmg with Peru’s



~ assistance. Our support for public and private sector access to critical analyses of developmental
issues and public consideration of these studies will help build a consensus on furher policy
changes needeé Our eventual leadership of a Support Group should ensure that our policy .

Balance of paymests suppott is another integral part of our strategy to
ensure that the GOP coninues implementing appropriate macroeconomic policies. We will
.mndiﬁontheuseofbalanceofpaymmtsmmsasappmpﬁmtomsureﬁn&neededpoﬁcy
changes are effected. or sustained. Fuiﬁermore, balance of paymeats support will also be
conditioned on the GOP’s meeting specific narcotics control and/or human rights pafommnce
cfiferia.

_ A.I.b.'s food assistance program supports the proper policy framework.
The Title I program will help finance the country’s balance of payments deficit as growth
resunnésaﬁwtllasmeeting urgent nutrition needs. Itudllbemdiﬁonedontheimplemenmﬁon
uﬁm:ﬁnt&mceofmmcandagﬁuuunﬂmmfomsasdaammedmmmual
basis. The Title II and Hection 416 programs will continue to provide a safety rmetofft;od,
einployment and health activities that help the poor adjust to the dislocations caused by economic
stabilization.

We will require approximaiely $178 million each year over the FY
1992-1994 period to achicve our policy framework and structural reform agenda, and some $150
million.pe:ywthcreaﬂrr. Each year of the first pericd we need $70 million in ESF balance
of payments support, an zverage of $1.5 million in ESF project funding for policy analyses and
\echuical assistance, $30 million in Title I resources, and $77 million in Section 416 and Title
[l food resources (including transportation). After FY 1994 ESF levels should remain constant,

bmdnhumﬁuﬁmmimlevdoffoodmmsbmﬂddmpmarmmdssomlﬁm



annually. This assumes that the economy will experience significant growth by FY 94, thus the
GOP willbe'incmsinglyabletoimponfoodneedswith_itsown resources, and that emergency

feeding, employment and health programs can be reduced from currest levels.

We will concentrate on the reactivation of labor-inteasive small businesses,
: non-tmhuonal 2xporters, commercial .agricultm'e, and employment-intensive self-sustaining
natural resource preservation activities. Majorbazriexstoexport, small business and agricultural
sector growth hzve been eliminated with the government’s new economic policies. Nevertheless,
years of deteriocating infrastrucmre, excessive govemment interference, the failure to explore
new crop and industrial opportunities, high levels of protection, distorticns caused by
government mcnopolies, and inadequate financial sector mediation wili retard the private
ptodu#ﬁve sectcrs from taking advantage of the more favorable environment.
a.  Expont Promotion and Small Business Development

Our strategy is to provide technical assistance in export promotion,
training and senminars, and credit while strengthening Peruvian export promotion organizations
to provic'se.susnained services to non traditional private sector companies. This includes
devdopin’g production technologies suitable for Peruvian exporters and smail entrepreneurs, and
: mbushingﬁnlagmsodmﬂ;eywiﬂhavemmmemohaconﬁnﬁingbasis- This is most
important in the: export area, where Peruvians have not exploited their comparative advantage.
We will furnish assistance in areas such as product design, processing, quality control,
packaging and tabeiingandgradingand standards. Wéwi]l lookforapbropriate U.S. business
investment opportunities, consistent with the Administrator’s Business and Development
Partnership Initiative. _

We will help develop the marketing skills and information systems
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mm'bymesmntmmdexponmmmughpmjea-speciﬁcmmmﬁm This
includes stimulating coatact between larger enterprises and potential small business suppliers,
and facilitating exporters’ contact with external buyers. We will also promote the development |
of managerial kills, Current A.LD. activities are strengthening the Peruvian institutional
capacity to provide management training for larger entreprencurs andexporwts One institution
is deepening its commitment to small businessmen with training in management, accourting,
inventory and quality control, and marketing. We will broaden these efforts particularly to focus
onwomen;whoad&a.dynamicelementtothesxm}lbuﬁmm. |

We will help reduce the intrusive role that the state exercises over
.enucprenetu'_izlactivity. meeinfomalmmanbusimmwewmconﬁnueﬁoma
admhiﬂraﬁveﬁmpliﬁcaﬁqnéndmmﬁngmmmesecwr’sﬁmmwgmﬁmmmdwfm
economy. We will expand the activities that ILD has pioneered to reduce administrative
bamem,andspinoﬁnmmﬁupmgmmsmbmlmganinﬁbmmom&mofﬂnwunuy.
Tmpmmexpomvmwiﬂampmeﬁmmmovebummﬁc"obmmmmmm
trade. mmmmmfmmammammandmponmmwimp;m
efficiency and m.mponandexponpmsmgandm; Inandiﬁon,gﬁvazesem
investment in port level transport, marketing, and cold chain storage facilities will be
encouraged. TheE:qummui]mbccrwedundaﬂwInvmmtandE@thmoﬁon
project will identify major administrative coastraints, and will bring together the public and
' private sectors to support practical means of eliminating them. _Techniul'smdiaundetmePAPI.
project will also highlight constraints as well as focus public atiention on addressing them.
pra:ﬁommatmhibumadiummdlmgmlendingandﬁmitmﬂmmm’mw

credit.  Policy studies under ihe PAPI project will identify the major problems and suggest
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altn‘mﬁvutocaauingtheivai}abiﬁtyofinvmm. Weérepmpamdtoaddmss
financial sector concems, either through a discrete project, or as an element of broader project
activities to prownote small enterprise aadﬁxpondevdoﬁmmt.
Wewﬂimkea#ailabklomlmrmcyasociawdwimthebalance
of payments program through credit lines 1o private commercial banks for on-lending to
specifically-targisted sméﬂ'businessuandexpmmwmstthatthcy.m ﬁnanceexpan&d
operations. Credit will be provided on commercial terms and at real positive rates of interest.
And, as Peru mjoins the international financial community we will help expand the private
sector’s capital xase by promoting external investmest in specific production fines.
| Finaﬂy,ourstra@ywiﬂsupponpriv#ﬁnﬁon.'\‘hmcumﬂy
analyzing possitile support for an effort to set up a temporary organization to manage Peru’s
privatization program, and we are financing assistance in valuing state enterprises that will be
sold..Wewi]lcontinwp?mvidingtechnimlaﬁm.mmhprmm,andmaycxpmditinthe _
future to link it to investment promotion activities as weil as efforts to identify external sous s
of capital for companies to be divested. | |
| We do not amticipate significant A.LD. dollar resources for
infrastructure, but we will influence investments in physical facilities. Under the
counternarcoticy objective we will finance the rehabilitation of the road from the Selva coca
 growing regicn to the Coast. This will establish a vital lifeline between legal production
activities in the valicy and markets on the coast. We will help create a Dosor Coordination Unit
within the Office of the Secretary of the Presidency, which will develop background and
' pre-feasibility irformation on proposed projects that can be used to pursue oher donor financing.
Local currency associated with A.L.D. balance of payments assistance may be used to help

ﬁmmemxtupanmdsofomadmmﬁmdedmﬁmmtpttjmwmpmmymm



sraiegy. |

It is unlikely that the GOP will resolve its commercial bank arrears
problem in the near future. Thus, Peru will not be eligible for investment fund resources under
the Enterprise for the Americas Initiative (EAT). Wewmmgeﬁmmemoonminmfﬁcim
flexibility 10 enable Peru 1o benefit from the EAI'S investment fund program so long as it
continues to implement sonnd macro-economic policies that would permit a future settlement of
the commercial debt issue.

b.  Agriculture and Natural Resources |

Our strategy to reactivate agricultural secior growth will focus first
on addrassing the GOP's voatinuing need for ongoing policy analysis. In the past the analytical
tmformmammurgayﬁmncedummuy,mdmecop'smﬂyﬁwmmty
has not been institutioralized. 'l‘hegove:'mnentnowappmrspumed'tomise'itssalary
schedule to recruit and retain the highly skilled professionals to carry out this function, 3 mayor
skoricoming in the past. If this salary policy change is effected, A.L.D. will assist the GOP in
instilutionalizing a policy analysis function.

Second, we will direct technical assistance and policy expertise on
several fundamental insitutionz] constraints. Titie Il assistance will provide us with the
leverage to cnsure that concreiz measures to overcome them are adopted. Changesnwded.
mctukbgﬂahwm&f%mhndmmmammmtgagmgofammm
These reforms should enable commercial agriculture to ackieve economies of scale, particularly
in the area of aom-traditional exports. Cost recovery schemes and user fees must be
implemented for costly irrigation systems. Further removal of market barriers, including
transport pricing, labor, and input supply is nceded. We anticipate that the policy analysis unit
10 be created in the Miistry will give priority to reviewing these impediments to the exercise



of free market forces in the agricultural sector.

| We will also foster the development of an agriculturad crodit system
Mpmvidutesmminaﬁmdymamwandazpodﬁvemﬁlmmofmm Wewillmeet
part of the credit needs of non-traditional agribusiness exporters through ESF generated local
currency channeled through commercial banks. But, a better system to target credit on small
commercial projucers is needed. 'I'thOPisintheptoémcf&tnblishinganagricxﬂﬂxml
foundation, partially capitalized from surcharges on food imports, that may replace the Agrarian
Bank. Ouce the government’s plans are clearer we will be able to define our involvement inore
ptedsely. Support for the sector’z policy analysis function should define the options that the
country has to resolve the agricuitural credit probiem, and develop an action plan to address it.
We anticipate, however, supporting a rural savings effort thatmoblhzcs resources for local
inv&m_rmt.

We will continue to help resolve the technological problems that
reszﬂtinlow;er_hednreﬁdds. We wiil further develop a demand-driven agricultural
technology generation system in which the private sector plays an increasingly important part.
 The indiscriminute use of water and loss of land to salinization will be addressed. In addition,
we will belp sirengthen the sysiem for disseminating technology through private farmer
organizzﬁmmmdeomm&cialﬁrms. We will also examine the possibility of supporting
extension efforty carried out by new regional authorities. The availability of certified seed will
mnainamajanwd,and.wewiﬁapandmpponfmpmgmmsmmbﬁshnm&ﬁnpﬁm
seeﬂpmd\wa:sociazimsu

Acompbmmtaryaspec:ofmnmaxcgytbmmcpmducﬁvc
private ssctor will be to generate employment and foreign exchange in activities that make use
ofPau'sdivmzmbascwhile]xmcﬁngmﬂmphcingiL 'l"heﬁonsa'van?onofthc
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Peruvian Amazon for sustainable oonnibuﬁontoﬂ:e‘economywillbetheeomustoneofthjs
effort. Wewill focus on the achievement of public and private cooperation on integrated
resource management activities that involve long term, sustainable yield managerment of tropical
forests. Technologjical practicess and experience developed under earlier A.LD. activities will
be promoted, which will yield significant short and long term profits white sustaining Peru's

To impiement our strategy to reactivate the private productive sectors
‘we will require appmﬁmm!y $31 million per year throughout the CDSS period. This includes
both DA ard ESF dollar funding for specific projects. ESF and PL 480 generated local
currency will supglement dollar resources. Local currency will be used for credit funds
coanected with A.I.D. export promotion and small business development projects, to help
finance the GOP coatribution to A.LD. project activities, and to finance the GOP counterpart
“to infrastructure and other domor-financed projects tha:areomsxstmt with our strategic

objectives.

Our counternarcotics strategy depends heavily on actions over which
A.[.D. has minimal control. First, security must be restored within the coca growing areas so
that development z:tivities can go forward and the legitimate private sector will make medium
and long serm investments in the area.  Civil authority must be re-estblished in the Upper
Huallaga Valley (UHYV), and the presence of civilian operating: ministries restored. Second, law
enforcement and interdiction activities must drive the price of coca dowa in order 0 make
' Yegitimate altemative crops and cccupations competitive. |

Ommxegyﬁmmubgiﬁmmmngdmﬁvmmm
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growers is cosely related to and fully integrated into three of the Mission’s otherpnmary

objectives. First, the country must have appropriate macro-economic policies in place that

provide incentives, reward investment and stimulate iegal growth in a non-distorted manner.

Our strategy of providing technical assistance and balance of payments support under the policy

ﬁanwworkaudsummnlmfofmobjecﬁveshouldmmmatthcwdmmicwndiﬁmsam
established and maintained that facilitate the participation of farmers and others in licit activities

that generate reasonable retumns.

Second, new sources of foreign exchange and employment generation must.

be developed to replace those that will be lost by a sustained and aggressive GOP attack on
drugs. Our efforts to reactivate the productive private sectors should bhelp achieve this. The

growth of small and micro enterprises within the formal sector and the promotion of investiments

mdmn—nacﬁﬁmﬂexpom_mmfm&gnexchangcwhibcmﬁngmhbdrfm.

opportunities. We will give priority attention to identifying export opportunities for products
that can be jrown or processed in the coca-growing regions. Further, buoyant agricultural
~ sector growth should reduce the tendency to migrate to coca growing areas. '

The third component of our strategy is to promote legitimate growth, jobs
mpﬁvﬁesmmmumﬂzm-grwﬁlgm This element of our strategy is also
supporﬁveof@objwﬁveofmvanngmemmmvem. To do this we will
continue efforts on adaptive research and dissemination of production packages to farmers.

Agricultural credit will be resuscitated to stimulate the growth of legal crops. And, we will

provide incentives for private sector involvement in crop collection, storage, transport and

marketing. Wewillcoopmic to secure thepdvaﬁzaﬁonol’agovmmmtpalmoﬂfaciﬁty in

the UHV, which could absorb large numbers of coca growers. Reforestation of coca-growing -

~areas also will further natural resource preservation goals. And, complementary off-farm
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eoployment opportunities will be created, and our small business development efforts should
provideguidanceonstlcoe&iﬁll approaches. In addition, the rehabilitation of tthdva—CoaStal
road should greatly lower the cost of goods produced in the UHV wiile expanding the export
competitiveness of the area’s output. | |

'The final component of our counternarcotics strategy is to_strﬁzgdm
democratic institutions that will help address the narcotics problem, another of USAID’s priority
objectives. We will cirect Administration of Justice activities 3o that they focus more closely
on drug crimes specifically, while expediting the judicial process more generally in areas that
could affect narcotics cases. We will also continue to build a constituency that recognizes the
drug.c.iangerto Peru and demands that the government confroat it. Drug awareness activities
willbeext_ended,andwewiu'mmthatrecogniﬁonofthenarmﬁcsdangaisbtﬂtimomn
particigant training program. | | | |

Resources to achieve the objective of replacing coca-based employment and
foreign exchange émings with legal alternatives aiso will support other priority Mission
objectives. We will need approximately $197 million each year, including 3167_mimonini531=
balance of payments and project assistance, PL 480, and Section 416 to ensure that the
appmpnaxepohcyfmmcwmhssusmmed We will need $25 million in ESF project assistance
plmadditioml-loalcmyfctpmjectstogmfoidgncxd:angcandemploymmtandto'
addmthcspec‘nlmzdsofﬂxemyowingm. And, $5 million will be needed in ESF
project funding to {inince drug education and administration of justice activities that strengthen

democratic institutions and serve counternarcotics objectives.

Many activities carried out by the Peruvian siate stifle economic freedom,

creativity, risk-taking, and legitimate entreprencurial activities. The justice system is inefficient,
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lacks credibility, and impedes investment and growth by its inability to eaforce fundamental
contractual rights. Legislators are poorly informed on issues of national importance.
Corruption, which is increasingly associated with narcotics trafficking, weaiens popular support
for democratic values. New regional govemments may not even have the financial independence
t0 become stron g autonomous democratic institutions. Many grassroots organizations are poorly
equipped to mobilize popular support for actions that will bene_:ﬁt large numbers of Peruvians
or serve as incubators of democratic ideals.

| | Ourstra:egytopromotesumgdemocraticinstimﬁonsﬁ:axreinfome
economic freedom includes a complex, but interrelated series of intefvmtions, but with two
major themes. The first element of our strategy will be to strengthen the judiciai system and
make it more efficient. We will develop a consensus on reforms needed within the judicial
sector and on practical measures to carry them out. Expanddpohcydsalogw and potitical
consensus will help achieve this, and wcwmmpm-medeveimmtofapﬁvmm
.advocacygrwp to help forge greater commitment to action. The reform process must then be
institutionalized so that major structural changes are achieved over time in such areas as the
organic laws of the Judicial Power and the Public Ministry, and simplified procedurss for
enforcement of artntral awards.

‘We will also help o improve the quality of judicial performance in the
courts. WewitlmpponGOPeffomwredmemeanmntoftim;ohwmmﬁmolye
controversies, and increase pubiic access to dispute resolution institutions. Activities to advance
this strategy include the development and promotion of alternative dispute resolution venues,
such as arbitraton, and standardizing and simplifying legal procedures and rules of court. We
wﬂlalsbnwmtheSuprm Court President’s request for geographic expansion of the

successful cour'. management program, which is sireamlining case processing, providing judges



with skills to adjudicate cases more rapidly, and maintaining recérds and casé information
uniformly to provide: greater judicial oversight and accountability. We will also continue efforts
to develop a compendium of Peru’s laws and legal precedents. | |

The second element of our democratic strengthening strategy is to secure
wider public particigation in selected political institutions and practices to ensure theix openness
and transparency, public accountability, and respoasiveness o popular concerns. 'fo achieve this
we will help reduce executive branch intesference in political and financial decisions so that .
market forces may guide economic agents by strengthening support for an effective democratic
decision making process. Executive branch decisions and regulations should take into account
feedback from groups that may be affected by them. We will also broaden the administrative
simplification program, whichwﬂlimmseopponuﬂidaforsnmﬂbusinmmpardciparem
the formal cconomy. Finally, we will help privatize state-owned or managed enterprises and
reinforce the GOP’s recent decision to eliminate all govemment monopolies. This will be
1mplcmented miough external advisors to assist in privatization, the pmmonon of external
investment in compimes to be sold, and assistance in the valuation of assets. ESF and PL 480
conditionality wili b the primary vehicle to suppon the GOP’s decision to eliminate government
- monopolics.

Existing project activities to disseminate policy studies and analyses of
major development issues 1o Peru's legistasors should increase their understanding of the
county’s options to stimulate growth. But, more umely Lnfom:.aﬁnn'on specific Iegislatioq,
practical informaticn txansiatihg development theory into law, and an appreciation of the
complex duwnstrearn effects of proposed laws are needed. We will develop an independent and
noa-partisan information resource that is available to parfiamentarians to provide them with up

mda_zcanalyﬂofﬁximpﬁmﬁmandimpamofspeciﬁcpmposed taws. This institution should
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also keep track of proposed laws as they advance through the Congress, thus helping legislators
establish their agendas so that they can be better informed and more effective represeatatives of
their constituents, | |

Tbencwgovernmeuthasnotyddcﬁnedanappmachtbcmﬁont.
corruption, and our own sirategy may be modified as GOP plans become more precise. Wewiﬂ.
mnﬁnucomeﬁommprommedeumcmﬁcdedsimmaking,imhﬂinghdpingthe?mﬁam
develop systems so that they can make information available to the public that may otherwise
mask improper behavior.  We will promote the adoption of 2 rigorous criminal code governing
standardsofethmalbehauorasweﬂasﬂwcmhmofasﬁmgmformtumtmm
mdesprndautimtyandpubhccredibmty WewﬂlbepreparedtowpponthcAnuCompuou
Commnitiee, wtuchPrcs:dthu]unonba.samouneedbmnotyetmadcopmnmal Existing
meumlmybemmﬂedwhlchfocusontbeuscofpubhcfommsfortbcldmuﬁmon
~ of improper practices, research and investigation into their nature, and the formulation of new
_ sysfcmsmmmmmcmoblunism Narcotics awareness activities will also develop
éoonmsonto%waﬁmdﬁm:almofmrpﬁm. |

TMdegrccofourinvoheumtwithmgioﬁalandlocalgovemmmrswiﬂ
depend upon the results of a stedy regarding their financial viability. If they can become
reasonably seif- sufficient over time we will explore hdping‘dcéeiopawcﬂ-ﬁzinedandcompetmt
cadre of regions officials with increased authority to mobilize local resources. This would also
kmhﬂeﬂmwdcvdopopuaﬁngsymf¢mmoﬁicialsummmmamnﬁwmm
consuited about government decisions, and the design of procedures that safeguard against
corruption. Aml, discrete projects could be focused to streagthen local and regional authorities,
such as local agricultural extension agents or health personnel.

We will strengthen the capacity of Peru’s grassroots organizations to serve
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as tepmtanves of their communities as well as to prmnotedemoctanc principles ard
aspirations among their members. Our training program, which is concentrated on local
organizations, will be the major vehicle to implement this strategy. We will also add a civic
education component to our work with community organizations tl_irough the large Title I
feeding program, which relies heavily on the organizational and management skills of local
private institutions primarily organized by women.

Many activities that strengthen democratic institutions will be financed
underodxerkz_yl\{issi_on objectives. For example, one project supporting the policy framework
and structural reforrs objective also wili help create a more informed legislature. Local
currency funded activities focused on the same objective will be used for civic education for
community organizations. We will need only approximately $7 million in ESF project financing
over the CDSS period to finance directly the mmgmmmg of democratic instituticas. However,
resources supporting <ther policy objectives including ESF project funds and ESF, PL 480 and

Section 416 monctization program local cumencies must be assured.

The quality of life of Peru's poor has not improved in the ;ast two
decades. Access to modern contraceptive services and supplies remains far below de 'and, and
primary bealth services are not available 1o all Peruvians in need. -Infant mortality rates arc
among the highest in this hemisphere. Malnutrition kas grown sharply, and may well increase
in the short run as the GOP continues its economic stabilizabon and adjustment program.
Access 1o safe water and sanitation services is limited to less than half of Peru's citizens. While
these problems are refated to some extent to a lack of iavestment in basic health and family
planning services, they are based more directly on inappropriate sectoral pokicies and institutional
ixaoﬁcummmmwm.
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Toincrwsecovmgeoffamﬂyplanningsuvicdwewﬂlpromoteand
mmgmmaﬁgmuspﬁwm.mmlcmthepmducdmandprwiﬁmofcoﬁuaccpﬁvm This
mammdhmofaﬁﬁudnmﬁngmmmmofammmmmw
'omumq:ﬁwnmkeﬁngammufxnningapadty We will also expand the inclusion of
famﬂypianmngscmwunderpnva:emh&lthmphns

Wem]lsupportmoreefﬁmentandsdfmmgpmatcand
non-governmental family planning programs. This includes the adoption of a cost-recovery ethos
mdmamganmtsymnswiﬁﬁnfamﬂyphnﬂng?vmmmdwcmdrrdimmcxmml
| f\mdmg We will promote greater coordination between the public and private sectors both in
-prevenﬁveh&lthand_famﬂyplmningsothatmcprivatcmmmak:useofmdcr*uﬁ!ized
public sector facilities or the public sector may coutract out services fo private firms. In
addition, we will foster the role of women as community leaders, educators, and first-line health
promoters, utilizing staff training programs, basic health education, the promotion of effective
breastfeeding and weaning foods, and encouraging innovative approaches to addressing child
survival and maternal health issues. '

Presidential support for vigorous family planning programs must be
sustained and channelled into practical and effective initiatives. We will finance further
opaznousrwambandcoﬂecuonofdaﬂmdxmpaaof?mswpuhnmgmwthm
development o strengthen the empirical basis for priofity to population programs. In addition,
we will ensure that adequate contraceptive supplies, and a logistics system are available for
public, private and PVO programs with a decreasing reliance on A.LD. a3 the primary source
of supplies. -

The public sector will continue to be the major provider of long lasting

oonnmpdvemethodsandwewiﬂéxpanditsapacitywptmidctinm. We will encourage the
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development of protocols to use promising new methods, such as NORPLANT or extended use
[UDs. This will requure further training of family planning personnel and limited equipment and
supplies for modern long lasting ccatraception. We will also work with the Ministry of Health
(MOH) and Social Security Institute (IPSS) so that they devote an increasing proportion of their |
resources 1o family planning semm estabhshmg a cost recovery criterion for efforts in curative
care. |

Our strategy to strengthen preventive heaith care systems, primarily within
the private and nouprofit PVO sectors, involves encouraging collaborative efforts among PVQs,
and between them and the public sector. We will promote new mechanisms for supporting
innovative efforts in :elf-financing pnmary heaith care, the application of proven child survival
technologies, and regional efforts to develop new efficiencies in the provision of services. We
‘will provide: inceatives for a better division of labor in the provision or primary health care and
hospital-based servio:s between the MOH and IPSS. We will also assist tentative IPSS efforts
1o privatize and com mercialize health insurance and other services.

USAID will encourage a reoriertation of the MOH away from the direct
provision of curative services to the establishment of norms and quality criteria that the private
sector should increasingly fulfill.  We will work with the public sector so that it targets its
mmodﬂsmgm@mlwﬂaﬁoﬁhmlﬁm,-%ﬂimuhﬁngmepﬁmwmd
PVO sectors increasingly to absorb the relatively more affluent Peruvians who can pay for part
or all of thesir health needs while the MOH ensures that service criteria and norms are followed.

The MCH and IPSS appear predisposed to a cleser working relationship
mmmm&,mwm@ammmmmmmmmmm
mnofmm facilities and the employment of new procedures to generate additional

resources through user fees. We expect that lowered costs and quality improvements will



49-

stimulate the GOP to replicate pilot models to additional areas. wewin'azsobunda
cost-recovery couiponent into public sector programs that are carried out by community
organiuﬁmsandpﬁvatcoonm. In this regard, with local currency we will finance an
expansion of urbin and peri-urban small water and sewerage systems withan.edumﬁonai
component, which can increase over time through the creation of a user-financed revolving fund.

Thcpublicsectorwillrdainannjormleinprevmtionpmgmmsto
pmmmachﬂdsmwdandwemﬂom&umﬁnﬁuwpponwmfmmdMOHandIPSS
programs. Ass:sxance will be tied to incentives toxmprovemequahty of preventive health
programs, a cost "ecovery basi3 for curaﬁvefa:ﬂlitiﬁandintetvmﬁms,andncwmechanisms
to improve the quality and management of personnel. In addition, we expect to extend our
. involvement in the area of child survival by financing vaccine preventable disease programs,.
diarrheal disease control, upper respiratory infection control measures, and strengthened support
systems including health and management information systems and active epidemiological

WewilloonﬁnucmpplemmmyfeedingpmgmmsusingPLwO'ﬁﬂcH
resources as an irtegral part of child survival activites. These programs will be increasingly
targeted and determined according to child survival and nusrition indicators 10 focus assisance
onthoseihglw-éstnced' Whiicthwcproyammtoa]a:geexMwnmiratedonthe
nutritionally valnerable, by FY 95 toere should be sufficient growth in the economy so that our
financing of the safety net can be reduced. As the Title II program begins to decline we will
ensure that remai ting resources are targeted on those children at greatest autrition risk.

To implement the proposed quality health care program we wiil need
appmﬂm#tdySlimﬂﬁmmhywinDevdopmauA&mncemmwamelm-I%

period. In addition, $77 miltion in PL 480 Title II and Section 416 resources for FYs 92-94,




which will decline: to approximately $50 annuaﬂyinﬂlemnyurs,alsov)illmpponﬂﬁs
objective, While resources will be projoctized,, we are coasidering the use of Non Project
Assistance 10 strerigthen public secbor child survival programs if we secure needed policy
changes with respect to a greater pie for the private mmamﬁmmonmmdprévmﬁve '
services directed af. the approprizie target. |

. C. Monitoring and Evaluation

MmAmmMmmwfmmMWmmmh
Mission strategic objective along witha appropriate targets 1o be achieved over the CDSS period.
IV.  RESOURCES |

A Pmgram Funding

The proposed program is inter-related and self-reinforcing; resources will
frequently support several objectives. For example, humanitarian food assistance will provide
a'saféty net to enable the GOP o sustain the proper macroeconomic policy 'ﬁamework.while
helping mest nutrition objectives. Simnilarly, improvements in judicial administration will help
mmeM¢. objective while strengthening democratic institutions.

Our highest priotity s for ESF program and project funding. ESF balance of
paymmﬂgmMﬂmgMﬁeGOP’smrﬂMtwamﬂmmmicmﬁcies
withq:twhichmostotbc:objecﬁva cannot be ananed. These resources are also important
because they will signal the pricity we attach to Peru's reform program, thereby leveraging
otber dovor resowces. In addition, local curreracy associated with ESF support is critical o
appropriate policy framework and neexded structural reforms through policy advice and analyses.
thu'ESFptqectﬁmdmgmﬂhdp reactivatee the private productive sectors including the
coca growing areas, whik strengihening democratic institutions.
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The second priority is for PL 480 Title Il and Section 416 humanitarian food
assistance. mn:ﬂmmu@mofmwaﬁngmmwmm@mmmmﬁng
under the ecomomic stabilization program combined with already existing severe chronic
ﬁxalnuu-ition. In FY 1995 and beyond the direct food assistance program will be reduced, in
expectation of renewed economic growth, greater domesﬁc food production and increased
income levels.

T‘hcthirdmrcepﬁoﬁtyisformvdopnmtm; with the greatest need
being for family planning services, an area where A.LLD. has a history of successful
involvement. This is also a priority of the new administration. Afiter population needs are met
our priority is for [evelopment Assistance funding for primary h&lﬂ\careptognm.inresponse
to critically low child survival indicators. Subsequent priorities for Development funding are
_for agnculmml programs, participant training and for natural resource development and
preservation activiies. These arcas are ranked lower because other requested resources can be
used to achieve reated elements of the same Mission objective or because other donors over
time will become involved in these areas.

Our final priority is for PL 480 Title Il food assistance. While the balance of
payments effect of Titte I will contribute to the most fundamental objective of continuing the
proper policy framework and structural reforms, because of its nature it is not as flexible as
other higher resowrce priovities. Mmyg@byhﬁtkﬂlpmgmnwiﬂbéused
in part o help finance GOP counterpart requirements for A.LD. Development Assistance funded
projects as well as other donor funded activities complementary 1o A.LD.'s.
| ncmbicatAnnchptwidadaaﬂsofmwbeusedfmmhobjecﬁvc

over the FY 1992-1997 period.
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B. Staffing ad Operating Expense Levels

The: table at Annex C summzrizes USAID/Pery’s organizational structure and
Operating Expense fundsd work force as of mid-1991. We have a total of 166 OE-funded
- emnployees on beand, organized within six Mission oifices.

In addition to the OE funded personnel, there are an additional nine project
funded professional pummmﬁnginmgusmbumﬁngwhospmdpanofmmmén
nonpmject-rda_mdmttcrs. |

| USAID management has just participated in an NSDD-38 review of all U.S.
positions, and we believe that the OE funded workforce detailed above should be adequate to
manage and implement our strategy. We anticipatenésig:iﬁmm changes in OE funded
pe:mndowrdxeCDSSnmeframe There will be, however, an increase of project funded
pumndumumooﬁcsmmmmm. | |

In addition to handling USAID/Peru matters, the Executive and Controller
Qfﬁcuhaveadminishzﬁwandﬁmdﬂmnganmtmﬁbﬂiﬁﬁfmmmmm
Colombia, Brazil and Chile. We have irged for some time that these responsibilities be taken
over by A.LD./W or another Mission. Whilethiswmldnotrwﬂthﬁgxﬁﬁmmper@nd
reductions, &t would enzble us to better mznage USAIL/Peru's rapidly expanding portfolio.

US AID’s Executive Office and the Embzssy Administrative Section have agreed
maﬁﬁempcinooopu'aﬁvcpmgnmtoachicveamorcefﬁcimtuseofU.S.Gwmmmt
resources. mmsbdmﬂn.expmﬁmofmlhbmaﬁonmanumb&ofamimludingmmd
building space, combined shattle service, joint non-expendable property disposal, and possibly
shared warehonse space. The Embassy is completing plans for the construction of 2 new office
mm,bmnamdmgmmammmwﬁ_un If s0, we
will give greaser priority 1o a consolidation of our administrative functions with the Embassy.



We anticipate establishing a Trust Fund by FY 1992 to cover 25% of our local
cunmcyopaaﬁngcxpmsuinacoordanccwimLACBtmuguidanoe. QOverall OE costs
avmagesﬁgﬁﬂylessman%mﬂlionpayw. OE costs are high in Peru. Tkis is due to some
extent to econom:c distortions and narcotics eamings, which keep exchange rate depreciation
from paralleling inflation. OE needs also are large due to high FSN salary and severance
payment levels. Furthermore, the lack of U.S. Resident Hire or qualified Peruvians has

frequently required the employment of more expensive USPSCs.
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LAC Sub-
objectives

MhﬂﬁSnaqﬁ
iccti

Performance
Indicstocs

1990

1995

Promote
Investment,
Employment and
Export-led
i et

An Ovenall Policy
Framework and
Structural
Reforms that
PrOmMNG OCOBOWEC
stability and

sustsined growth

Increase m Real
Wages
{1989=100)

Underemployment

as s % of
economically

 active population

(bese 1989
Limas)

"Central

Goverament

budget surpius ss
% of GDP

% of Ceatral

Goverament -

deficit finsaced by
the Central Bank

Central
Government
domestic
borrowing ss & %
of GDP

Net  Internstional
Rrserve Level

. (equiveiency ia

maothly imports}

Tax revenies as a
% of GDP

43.4%

$1,010

73.8%

-3.3%

70%

2.3%

3 months

7.5%

8%

$1,140

120

5¢.0%

-1.4%

7%

2.3%

5 mooths

13.2%

“\



Vigorous response
by the Private
Sector to 1
‘favorable policy
snvironment :

Reactivated
private sector

gemerating

employment,
foreign exchmnge

and increased

_ productivity

-2

Private sector
mvestment sz 2 %
of GDP

Domnestic  svings
as 3 % of GDP

Exteraal savings
as 3 % of GDP

Foreign dizect
iavestment
(muflica USS)

Agricultural
borrowing  from
the bankiag
sysiem as 8 % of
GDP

Spread  betweem
sonmal borrowing
aad lendiag
interest rates

Sy
R

Agricultural
wholesals  price
Iondex -

11.8%

13.4%

0%

%

3%0%

6.4%
-143%

4,866

76.4

-487.2

1028.8
2420

100.0

18.7%

22.4%

2.1%

700.0

5%

[aternational
levels

6,500

182.0
' 310.0
1,883.0
3330

229.9

sE



Accelerated
Opportunities for
increased
participation in the
sconomy by the
historically

disadvantaged

Improved bealth

stetus  through
sccess to quality
primary health
care
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Decrexsed

infust  mortaiity

rats

Increased shire of

MOH budget for

preventive
L

Incressed % of
target -
i mm. ﬂ .

Increased MOH
distnnibution of

ORS packets per

year

Decrease i mnfant
disrrhes (episodes
per year per
infant)

Incresse in % of
MOH opersting
costs recovesed
from bospitals sand
health care center
Incressed access
to potable water
(% of populstion)

Increased
acess o
ssoutary  dispossal

of wastes

(Sofpmdnbﬂ'

Incressad modern
contraceptive

prevalence (% of
WIF)

% of opersting
costs recovered

imn PVO Smily
planning services

81/1000

0%

65%

500,000

i0

5%

46%

13%

3%

10%

65/100

40%

3%

6,000,000

40%

0%

5%

0%

0%



outlets 3,500 6,500
iacrease in
Couple-Years-
Protection 620,000 1,000,000
Decrease i acute
child msinutritica
nics % 3%
Decrease in i
chroaic <child
melnntrition rates 60% . 40%
il Support the Erolution of stable democratic socicties
LAC Sub-  Mission Strategic  Performance Baseline
objective Objective Indicators 1990 1995
Eeccurage the Encourage strong
strengtheming  of democratic
rastitetions  that reinforce
will mert the econoas: fresdom
comfidence of
political aad Sub-chiectives
military  leaders,
citizess and Judicial Branch # of courts using
Iyvestos strengthened case mmnagement
systesns 10 . 193
7 of attomey
offices using cage
MARAgCemMORt
systesos 0 193
MQJ budget = 2
% of wotal Central *
Gov. badget 0.75% 5%
Anti-corruptioa
committes



Increased popalar

participatios  in

key public

institutions to

IsSSULEe new
snccountability,

{ransparency, aod
{eedback

-5-

Noa-partisan
ianstitution

ing udicial
reform

adoption rate (%)
of  administrati
simplification

- programs in

public sector

¥ of propecty titles
granted

Noc-partisan

institution

pttmdmgmlyas
of legisiation

Number of
organizations
volved in Givi
educstion

50%

85%

800,000

about 1,000

118 R@MbmﬂsthmnMw&mwﬂnmdMy

based sustainabis economic growth end the evolution of stable democratic socictios.

Baseline

.LAC Sub- Mission Strategic Porformsace
objective Olbyective Indicators 1990 1995
Countribxte to the Replace cocs  Decresses ia
formulaticn and tased employment foreign eachange
implementsation of smd foreign carnings from
USG strstegics for ¢« xchamnge coca/cocaine
dedling with isees carniages with {xillions US$) 800 400
of special coocem lzgal altarmatives o
sach as the incresse in forcign
prodactiosn, cxchange emuings :
- trafficking  and from legal exports 3,276 4,000
comsumoption  of
drogs, terrocism Foreign exchenge
sad eavircusoenial caraings from
degradeticn son-iraditional
exports  (millicms
Us$) g4 1,400
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Decrease in coca
farmercr

employuoat
Increased ares in

production of
legal  marketable

cropes in the

Huallaga Valley
(Has.)

Increased gow
mvestment in legal
productiosn
activities in  the
Huallaga Valley
(million US$)
(absolute
vestment)

§ of institut:
iavolved im
nsrcotics
awareness and
Prevontion

100,000

19%0

70,0000

160,000

100

3,200




Counter-Narcotics

Policy Framework (ESF Program and Project,
Title I, Title I aund Section 416)

Private Productive Sectors (ESF projects)

Democratic Institutions (ESF/DA projects)
Democratic Institutions

AQJ/Anti Corruption, etc. (ESF/DA projects)
Participant Training Special Activities (DA)

Quality Health Care
Family Planning (DA)
Preventive Health (D)A)

Total®

* Excludes PD&S.

{$000} , _
Policy Amalysis (ESF Project) 3,000 254 - - =
Balance of Payments (ESF Program) 70,000 70,000 70,000 70,000 70,000
Balance of Payments (Title IIT) 30,000 30,000 30,000 30,000 30,006
Safety Net (Title Il and Section 416) 76,000 80,000 75000 50,000 50,000
Exports and Small Business (ESF/DA Projects) 24,321 24,246 23,000 25,000 27,000
Agriculture (DA) 3,070 5623 5343 829 10,600

(207.800)(211,800)(206.213) (180.000) (180.000)

(179,000)(180,254) (175,000 (150,000) (150,000)
(24,000) (24,246) (23,000) (25,000) (27,000)

(4,300) (7,300) (3,213) (5,000) (3,000)
6639 9400 10443 6331 3100
4800 7300 8213 S.000 3,000
1,83 2,100 1,930 1331 100
10450 15542 18,033 11467 10.000
3,170 2,600 - 2,330 4,000
7,280 12942 18,033 9,137 6,000
223,480 235,065 231,519 201,094 200,700

Y N
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Directoc

i S s T

Health and Democratic Development
Agriculture aad Naural Rm

Pro;ectDevelopmalandegrm

Total

18

"

10

2

18

103

n

18

11

31

166



