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Summary

Paverty is one of Peru's most pressing problems, and attacking
it successfully is arguably its most arduous challenge. The inability
of the country to create quality jobs in the last few vears has brought
vast segments of Peruvian society to the brink of desperation, The
perception is widespread: something — perhaps something radically
different — must be done.

This document lays oul a framework for thinking through
appropriate responses to Peru's poverty, It starts from the premise
that government cannot da it all, that ultimately market forces must
get the job done. From this premise. it traces oul a number of
strategic directions for public policy, to harness the power of the
market to make a dent in the country’s poverty problem. In the
process, the document challenges much conventional wisdom, It
asks the reader to rethink with care what works, and what does
not, The proposed strategy makes no claim to work miracles over
night. Rather, it argues that the strategic directions proposed, if
adhered to over time. can have measurable, sustainable impact,
The authors ask the reader to reflect on the propasitions laid out
here and, if they make sense, to act accordingly.

Background

In 1994, USAID/Peru prepared its path-breaking Food
Security Strategy, Among other things, the strategy concluded that
food security in Peru has its roots in poverty, As a consequence,
the strateqy arqued that the kev to reducing food insecurity in Peru
is to raise the incomes — that is, the purchasing power — of the
poor Since poverty will not disappear overnight. it also recognized
that appropriately targeted health and nutrition interventions shotld
receive high priority in the short run, but it stressed that such
programs, by themselves, will not have a permanent impact on
Peru’s food security problem.
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Figure 1.2

Mustrative Food Security Conceptual Framework

FOOD
UTILIZATION

nowledge
Cultural Practices

Time Alloca er ‘\
\» Quality Distary Health 4/

of Care Intake Status

-

Intra HH food FOOD

/ ACCESS

Comunity/
Social
Networks

- ] /
Food Market Transfer/ <
Production Purchase Loans
Y
FOOD /’ if;gz
VAILABILIT Other
N Food Cash
Prices Income
Stocks * -
[  Co— I —
Community Capital Natural Human
Resources Resources Resources Resources

Source: Adapted from the FANTA Foad Security Indicators and Framework,
1996.(Footnotes)






















































































































































IV. Constraints to Attacking
Poverty and Food Insecurity

Peru evokes superlatives to describe its panorama of contrasts,
Attacking poverty and food insecurity is a major challenge, A broad
array of obstacles constrains the country’s capacity to address
effectively the magnitude and pervasiveness of the problems
described in the two previous chapters. Nevertheless. Peru is not
without instruments to address those constraints

Peru enjoys generous natural resource endowments, but the
fragility of its numerous ecosystems requires especially careful
management for sustainable productive use. Achieving sustainable
management 5 an urgenl national priority. Peru's diverse and
impasing physical topography and resulting dispersed resource base
engender a multiplicity of problems affecting economic and social
integration, the development of efficient marketing systerns, and
the adaptation of technology 10 highly variable micro-climes. Still,
these very characteristics often present unique ecanomic
opportunities, many of which present special technical, investiment,
managerial. and organizational challenges.!

Penu also is the depository of an especially rich social, cultural,
and artistic heritage.® Extanl manifestations of this heritage offer
largely untapped economic opportunities. Af the same time, societal
manifestations of this heritage present special challenges for
achieving social and political integration. for preparing and
maintaining a productive work force, and for building an adequate
cadre of public and private sector managers to respond effectively
to the opportunities for rapid, broad-based economic development
in today's global economy.

I Riordan, James T., et al.. Food Security Strateqy for Peru, LISAID/Peru,
Lirma, 1994; Amat v Ledn, Carlos, et al, | Estrotegia de segurided alimentaria
pora ef Perig, USAID/Peri. Lima, 199

! Arvamburd, Carlos, and Carlos Figuerca, "El desatio de entrentar la
heterogeneidad de la pobreza extrenia en el Perd,” in Vasquez: Enrique fed.],
AComo reductr lo pobreza y o nequidad en America Latina?, Programa
Latinsamericano de Politicas Sociales - IDRC. Lima, 1999, pp. 73-98.
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policies were accompanied by: 1) structural reforms to open and
deregulate economic activity, redefine the public sector’s role, and
privatize state-owned productive enterprises; 2) increased public
sector social expenditures financed from improved tax collections
and privatization income; and 3) an aggressive counter-terrorist
campaign.?

By the end of 1992, economic and structural reforms had
successfully stabilized the economy and restored the confidence of
the international financial community. From 1993 to 1997 . inflation
was stabilized to international levels, average annual GDP grew by
7.2 percent, and GDP per capita rose by 5.4 percent. This robust
GDP growth was financed in large measure by inflows of foreign
private capital — U.S. $14,141 million during the period. or an
average of U.S. $2.828 million annually, equal to 5 percent of
average annual GDP. From 1990 to 1992 total foreign private
capital inflows had only reached U.S. $82 million.> High foreign
capital inflows. especially short-term capital, stimulated substantial
increases in private sector credit from the financial system, from
U.S. $718 million annually in 1990-1992 to U.S. $1,779 million
annually during the 1993-1997 period.®

Beginning in 1998, international financial turbulence triggered
a deceleration of Peru's robust economic growth. That year, annual
private sector financing flows dropped by 23 percent. A 58 percent
contraction of financial system credit to the private sector had an
even greater negative impact, bringing outstanding credit in line
with sharp liquidity reductions as short-term foreign capital
abandoned Peru.”

Although international financial turbulence undoubtedly
triggered the economic deceleration, many argue that government
policy prolonged and deepened the recession. Some analysts suggest
that economic policies to stabilize the exchange rate have, in fact,
resulted in overvaluation of the Peruvian currency. Overvaluation

* [guiniz. Javier, "La estrategia econémica del gobierno de Fujimori: una
vision global,” in Crabtree, John, and Jim Thomas (eds.). EI Peru de Fujimori,
Universidad del Pacifico — Instituto de Estudios Peruanos, Lima, 1999, pp. 15-
43.

® Information obtained from the Ministry of Economy and Finance.

o Information obtained from the Ministry of Econemy and Finance.

* Information obtained from the Ministry of Economy and Finance.
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investment normally generates few, if any, jobs for the poor In
somme privatizations the resull may be net job losses.

According to a recent World Bank study, a majority of the
jobs created during the nineties are precarious in character.' Most
new jobs are primarily in the inlormal sector, where workers do not
have employment contracts, Workers in the formal sector have
contracts, but a significant number are short-term and include neither
retirement nor health insurance. In sum, employment may have
risen in the nineties, but at the cost of increased job insecurity for
many wage zarners. The upshot is that many poor people must
bear the burden not only of low incomes but of increased job
insecurity as well

Employment trends for the poor during 1999 and 2000 are
discouraging. During 1999, urban employment dropped by at least
5 percent n firms with 10 or more werkers ™ Although employment
did not drop quite so rapidly in 2000, for the growing pool of the
poor who are looking for work, the overall panorama is not
particularly encouraging.

Are the poorest of the poor better off today than in
19937

Household survey data show clearly that the percentages of
the total poor and of urban extremely poor have declined significantly
since 1993, The data also show that the rural poor and extremely
poor participated very little in these better times. Even more
disturbingly, the poorest of the urban poor may not have participated
significantly in the rise out of poverty. Such a result appears to be
incansistent with the pace of new job creation, especially in the
informal sector, during this period. Part of the apparent incunsistency
may lie in the measurement of poverty by family and by payment of
wages to individuals,

According to a 1998 [LO study, between 1994 and 1996
urban family incomes increased by 7.2 percent in real terms, while
urban family labor incomes grew by 7.8 percent (labor income

M iWarld Bank. op. cit.
" El Comercio, July 20, 2000, p. BZ. referencing the Ministry of Labor
May Statistical Report.
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Other concerns

1 Problematic financing of future fiscal expansion: Generally
unchanged (Grade: C).

0 Very high current account deficit: Continuing problerm and
may worsen (Grade: C),

a Exports limping badly: Improved but highly dependent on
mining and fisheries (Grade: C+).

Financial sector is fragile: Continuing problem, but for different
reasons (Grade: C).

C

3 Fxtremely skewed income distribution: Apparently worsened
{Grade: D).

The report card is not good. despite favorable grades for most
macroeconomic performance indicators. at least until 1998. Does
this mean government policies are anti-poor? The answer: a qualified
no. On balance, government growth policies have been appropriate.
Still, the overall policy mix has suffered from failure to re-dynamize
sectors such as agriculture, tourism, and labor-intensive
manufacturing, expanding the poor's participation in growth

What are the prospects for the economy and for the
poor?

The Central Bank has projected export-led GDP growth at 4
to 5 percent annually up through 2005 as a result of private sector
investments in mining and energy as well as new investment
cormmitments linked to revitalized privatizations and concessions. '’
Realistically. it is unlikely that growth of thal magnitude can be
achieved, at least in the short term, The recent downturn in private
investment and the hesitancy of the banking system to expand
lending make it unlikely that exports will achieve projected levels.
Stagnant consumer demand will also make it difficult for the domestic
economy to recharge its batteries on its own. On balance, the

¥ Information obtained from the Ministry of Economy and Finance.
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on the one hand. and external and internal markets, on the other,
perpetuating poverty and economic under-performance ® These
conditions in turn lead to: 1) continued unbalanced growth; 2)
arowing inequities in income and wealth distribution, not only
between rich and poor bt also spatially between Lima and the rest
of the country; 3} declining domestic re-investment: and 4) ever-
increasing dependence on foreign investment [or economic growth.
These realities increase exposure to externalities that undermine
economic stability and make the challenge of [acilitating inclusive.
employment-generating economic growth all the greater.

To reverse Lima's economic and political hegemony, Peru
needs a consistent set of policies and programs to tip the balance
toward the interior of the country, stimulating private sector business
investment bath in its secondary and tertiary cities as well as in the
hinterlands that feed into them, Realistically, for such policies and
proarams to be effective, they must not only neutralize the current
bias toward Lima but shift it consciously outwayd.

Major problems that constrain economic and political
decentralization toward Peru's intermediate cities and thelr respective
hinterlands include:

High non-market transaction costs for decentralized
businesses

MNon-market costs associated with setting up and operating
formal business enterprises generally are high in Peru, particularly
outside Lima. Many permits require the approval of several
government agencies; processing of permits, which can be tedious
and lime-consuming, often must take place in Lima. “One-stop
shopping” for such services has vel to be put in place, especially
outside Lima. Such a change in policy could lower non-market
iransaction costs significantly.

High market transaction costs for decentralized
businesses

Businesses outside Lima find it difficult to obtain market

M Kahatt, Farid, Sociedad el v gobernabilidad democratica en el Peru,
documento internc, 1999, p 27,
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As indicated in 1994, prospects for net increases in cultivated
lam area in the future are poor. Problems of salinity build-up and
dralnage on irraated land on the coast continue without resolution,
leaving an estirated 20 percent of coastal land - nearly 150,000
hectares —unproductive, thus offsetting gains realized from bringing
new coastal lands under irrigation. Similarly, even though producers
are Gsing proven soil and waler conservation and management
praclices in the Sierva and the high jungle, agrcultural lands allected
adversely by erosion continue to make up approximaltely two-thinds
of land under cultivation in those areas (800,000 heclares), and
hall of the cultivated land in those areas (GO0, 000 hectares) suffers
fram severe erosion.

During the nineties. government land expansion policy focused
o bringing new coastal land under irvigation and o ensuring
stfficient water for land already irrigated " The program managed
b the Special Commission lor Promotion of Private Investinent in
Land Irrgation (CEPRI Tierras) seeks to encourage national and
foreign private investors 1o invest in coastal drylands apl for irmigated
agriculture. especially for producing export crops thal can be qrown
throughoul the vear to access export markel windows 1" The
goverprment is investing lunds (o bring a reliable supply of rgation
water to those lands. It is also expanding the capacity of several
miajor coastal irrigation systems 1o bring approsineately 140,000
hectares of new lands under fmigation, as well as to improve the
rellability of water supplies to more than 400000 hectares of existing
irricgated land

As the 1994 strategy pointed oul, evidence strongly sugaests
that the imgation projects undertaken during the nineties and
projected to continee into the futire can be expected 1o vield very
low returns. Additionally, as discussed further below, withaut major
overhaul of the system for pricing irrigation water. misuse of water
and inadequate maintenance of physical facilities will continue 1o
result in the degradation of sustem capacity and frrigated land
productivity. & 1979 study by Chiriboga compared the costs of
creating a person-year of employment from investments in irrgation
on the coast and in the Sierra In 1979, il cost an average ol over

W Chavdmochie: nuevo emporio expartador.” In Agronoticios. Caroling
Trinldad Avdiles, Lima, Year 22, No, 242, 2000, p. 53
Uit A wwne. copri.gob. pe feetierras Marcos T 20para® 20terias hitm
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do expenditures on secondary and university education and hospital
care," In 1997, less than 20 percent of public expenditures on
primary education went to support the richest 20 percent of society
In contrast, over a third of public expenditures on secondary
education benefited the richest 20 percent, and over half spent on
unlversity education went to that group. Even though primary
education expenditures were considerably more progressive than
secondary and higher education expenditures, the poorest 20
percent still captured only 14 percent of expenditures. Similarly,
hospital care was considerably more regressive than primary health
care, with 30 percent of resources going to the richest 20 percent
of the population.

Table 4.8

Distribution of Public Expenditures on Education
by Levels of Education and Income Class (1997)

“Levels of Education Percent
Primary Education

Poorest 206k 14.2
Richest 208 149.4
Educacion secundaria

Poores) 20F% 7.0
Richest 20% 369
Educacion universitaria

Poorest 20% 2.5
Richest 20% 531

Source: ENNIV 19497

By their very nature, education and health programs are (or
should be) universal programs. By definition, however. anti-poverty
programs, must reach the poor. First, their coverage must be high
— that is, they shauld reach a high percentage of poor people. And,
second, their targeting must be good - in other words, a high
percentage of tolal expenditures should go to the poor and not to
better-off groups in society

According to World Bank estimates,®” PRONAA (which
finances the comedores populares) and FONCODES (the sacial

“ fbid
T Warld Bank, op. cit.
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Looking at the ather side of the coin, the regions with the
mast non-extremely poor beneficiaries were Lima. with almost 2.6
program beneficiaries, and rural areas of the Sierra, with almost
2.3 million program beneficiaries. In percentages, the highest
leakage took place in Lima and other wrban areas: in Lima 95
percent of the people who benefited from the country’s food
programs in 1997 were not extremely poor. The corresponding
percentages for urban areas of the jungle and urban areas on the
coast and in the Sierra were 87 and 76 percent, respectively,

Geographical and Cultural Barriers to the Delivery of
Social Services

Peru’s difficult topography. in combination with poor
transportation. communications, and logistics systemns. presents
major obstacles to the delivery ol food assistance as well as health,
education, water and sanitation services™ Geographical isolation
is still pronounced in the central and southern Sierra, where terrorist
activities constituted a threat for many vears, By restricting access
to and from rural areas. especially in the Sierra and Selva,
geographical barriers also have contributed to keeping Peru's large
non-Spanish speaking population relatively unassimilated into the
national economy, As a result, social sector programs still must be
tailored Lo a wide range of ethnic, cultural, and linguistic differences,
complicating service delivery even more

Institutional Constraints Affecting Public Sector
Delivery of Health Care Services

The Peruvian health sector recovered rapidly in the nineties
with the recovery of the economy and the reduction of terrorism.
Total public and private spending on health rose by over 50 percent
in real terms in the three years after 1994 ™ The largest increase
came from households' out-of pocket payments for health care,
which doubled in real terms between 1994 and 1997, The Ministry
of Health (MINSA), which is the source of health services for most

“ Riordan, James T, op. cit;; Amat y Ledn, Carlos, op, ¢lt
Warld Bank, op. cit
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fiscal constraints, which is exactly what took place when public
funding for health shrunk in 1998,

Ancther challenge is to increase the quality of primary health
care and increase the efficiency with which existing resources are
used to deliver primany health care to the poor. The productivity of
primary health clinics is low, with a national average of one to two
consultations per health worker per day, Plus, primary health care
services are not adapted sufficiently to local needs, which can vary
greatly given the economic, cultural, and geographical diversity of
the country. Services often are provided without local diagnostic
assessments. for example, and are bound by unnecessarily
bureaucratic rules.

New forms of organization, involving community participation.
are emerging to increase effectiveness in primary health care. One
system uses committees, called CLAS. The CLAS, composed of
community mernbers, help administer clinics in accondance with
population-based local health plans. Indications are that the CLAS.
which now operate 10 percent of MINSA's primary health clinics.
are successful in increasing the effectiveness of the delivery of primary
heaith services,”™ MNavertheless, the CLAS systemn faces growing
apposition from regional government officials, who lose direct
control over the clinics once CLAS are pul in place.

Human resources lie at the root of many inefficiencies and
inequities in the health system. lssues related to geoaraphical
distribution, skills mix, and human resource quality are especially
impartant for provision of services to the poor, Geographical
distribution has impreved noticeably during the last two decades as
physicians have been attracted to small cities as their populations
and incomes have grown. Mare recently. the new targeted health
programs have placed over 10,000 workers in less-favored locations.
These programs provide substantial financial incentives, but workers
have no benefits and no security on the job. Turnover is still very
high in remote locations as higher incomes do not make up for the
combined effect of the pull of professional careers, tied to city-
based medical specialization and private practice, and the difficulties
of life in what are frequently radically different cultural environments.

" Cortez, Rafsel, Equided v calidad de los servicios de salud: el caso de
los CLAS, Centro de lnvestigaciin de la Universidad del Pacifico, 1998, p.
98,
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5.1 Major Findings and Conclusions

Although this document focuses an the poverty side of the
equation, it is rooted in a broader conceptual framework of food
security. L therefore makes sense to summarize findings and
conclusions, lrst, under the rubric of Tood security and, second,
under that of poverty,

Findings and Conclusions: Food Security

Of the three dimensions of food security — availabilily, access,
and utilization - lack of access continues to be the root cause of
food insecurity in Peru, In other words, Peru's food Insecurity is
more than anything else a question of poverty. 1l poverty can be
reduced, lack of availability and poor wilization can be addressed as
well

The remainder ol this chapter outlines a strateqy that attaches
the highest priority lo poverty reduction. As discussed in Chapter
1, henvever, poverty reduction is a medivnm -to long- run proposition.
In the shor to medium term, large numbers of Peruvians will
continue to be malnourished or al nutrtional risk. In particular,
substantial numbers of voung children will continue to be vilnerable
to irreversible physiological damage and low cognitive and long
term productive capacity unless measures are taken to ensure they
can benefit from whatever food they are able to access, given the
incomes af their households As a consequence, the proposed
strategy’s primary focus on income generation for the poor must
be complemented by a focus on utilization, especially on Peru's
most hutritionally vulnerable population: children less than three
vears of age that are either currently malnourished or at high
nutritional risk

Strategically, food availability is an important. but secondary
concern. If Peni's poar were not poor - that is, if they could translate
nutritional needs into effective demand for food - food availability
would increase markedly, either through increases in national
production or through Increased commercial Impaorts. Producing
food often is a cost-effective way for poor households to increase
their access to food. But increasing food production is only one -
and not always the most cost-effective — way to reach that result.
Furthermore, it Is not an end in itsell.
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Findings and Conclusions: Poverty

During the decade leading up to the new millennium, the
Peruvian economy underwent a metamorphosis. Robust growth
and major increases in public sector social expenditures alleviated
the severity of the economic crisis of the late eighties and early
nineties. From 1994 to 1998, annual GNP grew at an average of 8
percent, and 1.3 million new jobs cam into being. The public sector
social investment budget more than tripled from 1991 to 1999,
and expenditures for direct food assistance programs increased
nearly five-fold. More peaple than ever before now have access 1o
basic education and health services, patable water, and direct food
assistance. Chronic malnutrition in children under five declined from
36.5 percent in 1991-1992 to slightly more than 25 percent by
the end of the decade. Per capita availability of calories and protein
shifted from severe deficits in the early nineties to surpluses by 1995,
And the share of the total population that was extremely poor
declined from approximately 27 percent in 1991 to slightly less
than 15 percent in 2000.

Unfortunately, the news is not entirely rosy. Despite continued
attention to macroeconomic stability and major expenditures on
social programs, magnitudes of malnulrition, extreme poverty, and
overall poverty remain at unacceptably high levels. As many or
more Peruvians are extrerely poor now as in 1991, the percentage
of the population that is poor. but not extremely poor, is unchanged,
In ather words, the poor have grown apace with total population.
Although emplovment growth has taken place, most new jobs are
precarious and, proportionally, have accrued less to the lowest
income quintile than to higher quintiles. Income gaps have increased
between rich and the poor, as well as between urban and rural
populations. Two-thirds of rural inhabitants are still poor. and one-
third are extremely poor.

Figure 5.1 summarizes the key elements of this discussion
graphically.! On the positive side of the ledger, Peru has made
relatively steady progress in reducing both chronic malnutrition and
infant mortality. On the negative side. poverty and extreme poverty
have been more resistant o change. Worthy of note. however, is

I The authors are Indebted to PRISMA for portraying these relaticnships.
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GDF per capita increases, poverty and chronic malnutrition drop.
When GDP per capita stagnates, so too does progress in reducing
poverty and chronic malnutrition.

Peru's poarest people did not participate equitably in the robust
economic growth of the nineties, which was concentrated
disproportionately in Lima. Similarly, a disproportionate share of
the benefits of social programs has accrued to populations other
than the poorest and moest food insecure, Clearly, major
improvemnents in targeting are in order if Peru is to attend to the
nieeds of its most valnerable peaple efficiently and effectively in the
future.

In surmmary, Peru has made impressive strides in ameliorating
poverty and improving food security through macroeconomic
stabilization, robust economic arowth, and major increases in social
investmient, but the task ahead remains daunting, to say the least.
To make a permanent dent in poverty. stable economic growth will
continue to be essential. So, too, will investment in social programs.
On the one hand, sustained investment in basic social services will
prepare poor people to become healthy, educated members of a
productive and competitive work force in the future. On the other
hand, social safety nel programs are essential to alleviate poverty
that is intractable to productive investment in the short mun. Yet, for
the social safety net to be effective, giant leaps in quality and targeting
efficiency are in order, especially in reaching those most vulnerable
nutritionally — namely. poor households with children less than three
vears of age at high nutritional risk.

5.2 Vision of Peru in 2010

It is one thing to define Peru's poverty and food security
problem and enumerate constraints to solving it: it is another thing
to suggest appropriate solutions. To do that, one must have a clear
conception not only of where one is now, but of where one would
like to go. In what follows, the strategy team presents a vision of
Peru in the year 2010, The vision is nat a projection, bul rather a
value judgment tempered by a sense of the possible. By making its
desired destination explicit, the team presumably can make more
informed choices among competing policy and program options
on how to gel there.
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The ecanamy will have grown substantally, accelerating its
growth from rates of 2 or 3 percent at the beginning of the
decade to rates of 6 to 8 percent by 2010.

Primary agriculture will have grown, but less rapidly than
other sectors. Activities with backward and forward linkages
with primary agriculture will have become more important.
Intermediate cities will have created platforms for expansion
ol agribusinesses — that is, activities that provide inputs to
agriculture and process and market final products. In short,
primary agriculture and related industries will have become
maore modern and productive

Labor-intensive activities will have grown more rapidly than
capital-intensive activities. Examples include agribusiness.
tourism, construction, and manufacturing, Despite the
expansion of these activities, employment generation stll will
be a major national concern,

Social expenditures will increase in absolute terms, but
decrease as a proportion of GDP. As extreme poverty falls,
lhe quality and efficiency of social expenditures will become
more important than their coverage.

Sacial expenditures will be better targeted and reach a larger
propartion of extremely poar people in rural areas. Still, there
will be pockets of the rural poor, especially in the Sierra and
Selva, whom health, nutrition, and education services still will
fail to reach:.

Social expenditures will have expanded markedly in the
intermediate cities of the country. Nevertheless, heawy rural-
urban migration will make it difficult for public budgets to
satisfy all the health, nutrition, and education service needs
of urban populations, The percentage of urban people in
poverty will have fallen, but the absolute number of urban
poor will not have changed significantly.

Peru's educational system will have improved substantially.
Schoaol attendance will have risen, especially in primary
schools. Also, a notably larger proportion of young peaple
will have finished secondary or technical school. By the end
of the decade, as a result, it will be possible to discern growth
in national labor productivity,

Productive investment. both private and public, will have
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grown significantly, especially in economic cornidors with high
potential. The investments will increase economic dynamism
outside metropolitan Lima, contribuling 1o the decentralization
of economic power.

. Local government expenditures will have increased, and
become more efficient and effective. Communities will be more
invalved In resource allocation decisions.

] Peru will have expanded its exports substantially, not only of
mining products, but also within agriculture and other sectors.
Proporticnally, exports will have become a much larger
proportion of GDP. The country will have begun to specialize
in products in which it has a comparative advantage Peru
will not necessarily be more foad self-sufficient. but it will be
more food secure.

. As a result of the creation of a more predictable economic
environment, Peru's pattern of economic growth will have
become less valatile over time . The country will not experience
large swings in rates of economic arowth from one vear to
the next.

. Finally, the coumtry will have strengthened itself institutionally,
The political environment will have become more transparent,
and corruption will have fallen in both the public and private
sectors,

5.3 Principles for Setting Priorities to Attack Poverty

Every strategy team brings a mindset to its interpretation of
the facts. Ultimately, acceptance or rejection of its recommendations
depends on the degree to which readers share that mindset. Prior
to proposing specific policy and program directions for
consideration, therefore, this section attempts to make explicit the
principles guiding the team’s selection of palicy and program
priorities,

With the benefit of hindsight, the presentation of principles
probably was the most significant contribution of the original Food
Security Strateqy. Although one can always quibble about the relative
merits and feasibility of implementation of specific recommendations,
ultimately the most important test of a strateqy is whether it affects
the way readers think about a problem and react to it. By that
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The place one finds a problem is not necessarily the best
place to attack it, As a case in point, the location of the
majority of Peru's poorest people in rural areas does not

| necessarily make rural areas the best place to attack their
poverty.

It is one thing to identify and describe who the poor are. It is
another to define appropriate programmatic responses to assist
the poor in bettering their lol.

Although Peru's poorest people live in nural areas of the Siena
and engage in agriculture, among other pursuits, the evidence in
previous chapters underscores the clear overpopulation of the rural
Sierra demographically, economically, and environmentally. As a
consequence, strategies that focus on raising agricultural productivity
in those areas are simply nol up to the task, by themselves, of
generating sulliclent incomes to lift significant numbers of households
out of poverty, Such consideralions suggest that it may be advisable
to consider program responses outside the areas of extreme poverty
themselves, Peru's rural poor appear to have internalized that lesson
themselves, as the diversity of their income sources bears witness.

' The logical place to direct productive infrastructure and |
| services s the country’s intermediate cities with economic
potential, together with their respective countrysides.

It one sense, promotion of growth in Peru's intermedliate cities
and neighboring countrysides is the country’s only reasonable
development chaice. On the one hand, the current pattern of mass
rigration to Lima is neither desirable nor sustainable, On the other
hand, Peru's rural areas are overpopulated now, and will continue
to be so, even with canceivably dramatic increases in agricultural
productivity, Moreover, and as painful as it may be to acknowledge,
reaching all of Peru’s poorest people with productive interventions
~ and Peni's poorest people are, almost by definition, its most
{solated physically - lies beyond the country's budgetary grasp. Hard
choices therefore must be made. As a matter of relative priority,
directing productive infrastructure and services 1o those intermediate
cities and corresponding countrysides with economic potential is
the sensible choice — not only to service a substantial portion of
Peru's currently poor population, but also to furnish relatively
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“The promotion ol exports does nol vequire special and
exclusive sectoral measures but a competitive environment
the same for all: few taxes without exceptions or exonerations:
a structure of relative prices {consumer prices, interest rates,
the exchange rate) that is stable and in line with international
levels: infrastructure costs similay to those ol our competitors,
elimination of excess costs, etc. Under these conditions
businesses can compete with products made anywhere in the
world, (Peni Exporta, No, 289, May-June, 2001, p. 4.} (Per
Exporta, No. 289, May-June. 2001, p. 4.)

The demand-driven principle has far-reaching implications
for the provision of social services,

The primacy of demand has applicability not anly to the
promation of productive activities but also to the provision ol social
services, In designing social safety net programs, il Is common to
lake the supply side as one's starting point — that is, warrying about
who shall provide the services in question. All other things being
equal, it is more cost-effective to fund the demanders rather than
the suppliers of the services. Two examples sufflice to make the
point.

When children reach weaning age. they are especially
vulnerable nutritionally. Accordingly, a major concern of nutriticnists
is the availability of appropriate weaning foods, especially in poor
rural areas of the Sierra. Over the years, researchers have developed
a number of formulas that rely primarily on food products grown
locally. Once they develop the formulas, the designers’ knee-jerk
reaction is to look for someone to produce them on & commercial
scale. The danger, of course, is the tendency o create a sweetheart
deal for the supplier, setting him or her up in a quasi-monopoly. An
alternative design strategy would be to distribute “papilla vouchers”
ta eligible mothers in poor rural communities, thereby converting
them into a source of effective demand for the formulas in question
- and furnishing a market incentive for firms to compete for their
business, giving them not only a choice. but ultimately a lower-
priced product.

In a similar vein, designers of technical training programs for
the poor are wont to create special institutes 1o provide the training
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in question. Again, an alternative design strategy would be to finance
scholarships for needy students, allowing them to choose what
technical schools they will attend, thereby providing market
incantives for suppliers to compete for students — and deliver an
Hp-to-date quality educational product.

In bath these examples, note the healthy distinction between
financier and implementer: government assumes the former role
and private parties the latter, building on the respective strengths of
each. More broadly, the examples also suggest the appropriate
functions of government in such Instances: defining the programs,
setting specifications for the products in question, monitoring
compliance, and evaluating impact.

Direct purchases by government locally are a two-edged
sword;: although they boost local demand temporarily, they
run the risk of distorting product and factor markets.

Managers of food assistance programs can source their food
in two ways, either by transporting foad into the area or by buying
it locally All other things being equal, it is natural for project
managers to opt for the second alternative. “Why should we pay
more for food from outside the project area?” they argue. adding,
“if we buy food locally, we give a boost to poor farmers in the area,
extending the benefits of the project even more.” Al first glance,
the case for purchasing locally appears airtight. In practice, however,
the option can have drawbacks. First s the temporary nature of the
demand injected into the area, a demand that creates expectations
that government often is not prepared to honor long term. More
serfously, food assistance programs have tended to buy local produce
at prices above the local market's, thereby undercutting established
commercial relationships, which it is often difficult to repair ance
the program of subsidized purchases come to an end.

The same argument applies to local labor markets. Economy-
wide unemplovment statistics are ample justification for ternporary
public employment programs along the lines of the current
government's A Trabajar initiative. In a number of local markets,
however, labor often is in shortage, nat in abundance, especially
during the harvest season. In such cases, the entry of government
employment programs can have the perverse effect of bidding up
local labor costs o levels thal make il attractive for employers to
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invest in capital as a way to economize on labor. The point, obviously,
is not 1o refrain from launching temporary public employment
programs. but to exercise care in carrving themn out. In this
connection, USAID's experience in food-for-wark programs suggests
the advisability of paying wages slightly below the going wage as a
way to ensure that the program reaches its targel beneficiaries —
namely, poor people who really do not have aother employment
aptions

Food is a necessary but not sufficient condition for good
nutrition. |

Malnutrition is not just a disease, and food is not its cure
Rather, malnutrition is a state that results from a number of
interrelated variables. Although food can be useful as an income
transler and to lure nutritionally vulnerable mathers and children Lo
health services - in fact. often recompensing mothers for the difficulty
in getting to them — food per se typically is not the key variable at
wiork

5.4 Recommended Policies and Program Actions to Attack
Poverty and Food Insecurity

As the argument presented both in previous chapters and in
the previaus sections of this chapter makes clear, the factors affecting
poverty and food security are legion. For that reason, unless one is
ambitious enough to launch a full-fledged Plan de Gobierno, any
list of recommendations to attack poverty and enhance food security
must necessarily be partial.

Below the strateqy team presents illustrative examples of policy
and program actions that can contribute to the reduction and
alleviation of poverty, as well as improve Peru's food security. As
discussed in Chapter 1, the examples are organized in three parts:
first, policies and program actions conducive (o boosting productive
investment in physical capital, secand, policies and program actions
for increasing productive investment in human capital; and, third,
meastres associated with social spending and policy.

Although the recommendations are nol exhaustive, they do
deal with key policy and program choices. More than that, they
llustrate how one can apply the principles elucidated above to
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