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EXECUTIVE SUMMARY
Context of Problem: This study was undertaken at the behest of the Ministry of Economy
and Finance (MEF) of Peru and addresses the challenges faced in the implementation of a
household targeting system, Sistema de Focalizacién de Hogares (SISFOH), designed to
reduce the targeting errors pervasive in Peru’s major social programs. Targeting of social
programs is generally justified on the grounds that fiscal resources are scarce; therefore,
the social objectives of reduction of poverty and inequality necessitate methods to identify
the poor. The MEF designed SISFOH with the aim of establishing a uniform method of
identifying the poor, as it believes that significant discretion in this process across social
programs has been the primary force behind the high levels of mistargeting. However,

various political economy barriers have impeded SISFOH'’s implementation.

Policy Questions: This study evaluates the problem laid out above through two broad
policy questions:
1. Will implementation of the proposed system, SISFOH, increase the likelihood that
social programs reach the desired population (i.e., improve targeting)?

2. If so, how can the political hurdles the proposed system faces be overcome?

Policy Question 1 - Targeting Performance under Proposed System: We address the
first policy question by examining the current state of targeting performance in Peru, and
testing the predictive capacity of SISFOH’s targeting instrument in identifying the poor and
its applicability to the Peruvian context. Our analysis suggests SISFOH is indeed a
technically suitable approach that, if implemented, is likely to reduce resource

misallocation due to mistargeting.

Policy Question 2 - Key Political Challenges to Implementation: In evaluating the
second policy question, we find that the MEF faces three main challenges to SISFOH’s
implementation. The first challenge has been an inability of the Central Targeting Unit
(CTU), located at the MEF, to carry out its mandate of defining a targeting instrument and
ensuring its adoption by social programs, due to weak institutional support. The second
challenge has been the failure of the CTU to delegate functions to local units (i.e., managed

by municipalities), which resulted from a lack of political will and insufficient institutional



support for the CTU. The third challenge is political opposition from social organizations

composed of program beneficiaries, who fear the loss of benefits if targeting is improved.

Policy Recommendations: We propose three policy actions, each of which addresses one
of the three barriers to implementation outlined above. To ensure SISFOH’s
implementation, these proposals should be enacted jointly. First, SISFOH should be
transferred to the National Department of the Public Budget (Direcciéon Nacional de
Presupuesto Publico - DNPP). Once the transfer is complete, SISFOH can link the targeting
performance of social programs to their budget allocations through the Performance
Budgetary Framework (PBF), which is written into Peru’s Budget Law. This tackles three
institutional problems subsumed in the first challenge at once: i) secures long-term
financial stability by incorporating SISFOH into the budget as a recurring expenditure item;
ii) provides SISFOH capacity to impose mandatory use of this system’s targeting rules by
social programs; and iii) aligns SISFOH’s tasks with those of the host department,
increasing its priority level within the MEF. Second, SISFOH should transfer local targeting
functions from municipalities to two social programs, Seguro Integral de Nutricion (SIS), a
public health insurance scheme, and Juntos, a conditional cash transfer program, that have
already begun to adopt SISFOH’s targeting rules. By reassigning local targeting functions to
these programs, whose objectives are more aligned with SISFOH, the MEF can circumvent
the legal hurdles associated with delegating responsibilities to municipalities. Third,
SISFOH’s schedule should be redesigned to incorporate the least politically charged
programs into SISFOH first, and gradually move toward alignment of the most politically

challenging programs, to enable political momentum to build around the system.

Main Conclusion: Our results suggest that SISFOH’s success in reducing mistargeting will
lie in improving the institutional conditions surrounding its implementation. This in turn
will depend on the degree to which SISFOH is able to secure the institutional backing
necessary to clearly define roles and responsibilities and to allow relevant actors to execute
these functions. Thus, at the heart of our proposed policy solutions is the idea that SISFOH
should integrate itself into well-functioning institutional arrangements already in existence
(i.e, DNPP). It is our belief that this will build political support and legitimacy, thereby

facilitating successful implementation of the system.
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Introduction

In spite of Peru’s steady growth over the past years, the country continues to experience
high rates of poverty and inequality. With more than one third of Peruvians in poverty!
and a Gini coefficient of 0.492 that ranks Peru as one of the more unequal countries in the
world, poverty and inequality are among the government’s most pressing concerns. The
government has acknowledged these concerns by increasing social public expenditure and
placing importance on the implementation of targeted social policies (Monge et al. 2009).
As such, social programs have assumed a central role as a public tool for redistribution and
poverty reduction. The success of these social programs in reducing inequality and poverty
hinges critically not just on their design and management, but also on how well they target
their intended beneficiaries. Targeting of social programs refers to the identification of
individuals who will or will not be eligible for a specific program for the purpose of
providing transfers to eligible individuals (Grosh 1994). One of the main goals of targeting

is to ensure that limited public resources reach the poorest and most vulnerable groups.

There are many difficulties associated with targeted transfers, the most basic of these being
targeting errors (or mistargeting), which result from the inability to identify the desired
population with complete accuracy. Targeting errors are commonly divided into two
types: leakage and undercoverage. Leakage is an error of inclusion or Type II error, in
which an individual is a beneficiary when he is not part of the target population.
Undercoverage is an error of exclusion or Type I error, in which an individual is not a
beneficiary when he is part of the target population of the program. The leakage rate is
therefore defined as the proportion of those who benefit from the program who do not
belong to the target population, while the undercoverage rate is the proportion of the

target population who does not benefit from the program (MEF 2008).

1 According to the latest estimates of the National Statistics Institute, the poverty rate in Peru reached 36.2%
of the population in 2008. Moreover, extreme poverty reached 12.6% in the same year. GDP in Peru has
expanded by almost 38% from 2004 to 2008, while poverty has been reduced by little more than 10% over
the same period (MEF 2008 and ENAHO 2008).

Z According to UN estimates, available at http://hdrstats.undp.org/en/indicators/161.html.
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For the purposes of this study, we will focus on the 5 largest social programs, in terms of
number of beneficiaries and amount of public spending designated for each. This includes
3 nutritional programs - Vaso de Leche (VdL), Comedores Populares (CP), and Programa
Integral de Nutricidn (PIN); one public health insurance scheme - Sistema Integral de Salud
(SIS); and a conditional cash transfer program - Juntos. Despite recent efforts by the
Peruvian government, social expenditure effectiveness in Peru is hindered by the presence
of significant mistargeting errors in the major social programs. Leakage surpasses 40% in
four out of five of these programs, and undercoverage ranges from 46% in the program

with the smallest rates of exclusion to 97% in the worst case.

In sum, the benefits of the main social programs are not reaching the desired population.
This is not only costly in terms of the redistributional impact, but also in terms of the cost
of lost resources borne by the government. In fact, the government has estimated that the
cost of leakage - defined as the dollar value of misallocated benefits - in the 5 main social
programs is roughly US$ 230 million, which represents nearly 37% of the total budget for
those programs (SISFOH 2009).

Table 1: Leakage Costs in the Main Social Programs, 2008

| PIN* JUNTOS SIS Vf:;’h‘le (i)ool:ﬁ?:rrés Total
Budget for 2009 166.2 155.2 134.2 110.0 38.8 604.4
(in US$ millions)
Loss due to leakages
(in US$ millions) 70.0 31.2 53.3 49.6 18.8 2229

(*) Programa Integral de Nutricién (PIN), previously “almuerzos y desayunos escolares”.
Note: An exchange rate of 3.3 nuevos soles per dollar is assumed.
Source: SISFOH (2009).

The Ministry of Economy and Finance (Ministerio de Economia y Finanzas - MEF) believes
that these errors stem in large part from a high degree of discretion in the selection of
beneficiaries across programs, in a context in which different types of organizations hold
the responsibility for targeting (SISFOH 2009; MEF 2008). Targeting of social programs in

Peru is determined through three broad categories of organizations:



(i) Organizations composed of program beneficiaries. For example, in the case of VdL, it
is the beneficiaries themselves, through the VAL Commitees composed by mothers,
together with the local government, who designate recipients (Pichihua 2010).

(ii) Public intermediaries. In these cases, targeting is assigned to an intermediary, such
as a health center or a school, whose incentives may not be aligned with targeting
objectives. For example, SIS assigns targeting to health centers.

(iii)Soci al pr ogr amh thesecaaurhstarcds, the dodial pcogram’s central
office itself carries out targeting. For example, the conditional cash transfer
program Juntos’ central office (located in the central government) employs

individual and geographic targeting criteria.

Table 2: Types of Organizations Responsible for Targeting

Organization in charge of targeting Social Programs

(i) Organizations composed of program
beneficiaries Comedores Populares, Vaso de Leche

(“mothers’ clubs” and “Vaso de Leche Committees”)

(ii) Public intermediaries Sistema Integral de Salud, Programa

(health centers and schools which provide the social Integral de Nutricién

program’s services )

Juntos
(iii) Social programs’ central offices

Source: SISFOH (2009)

Aggravating the situation is the fact that social programs - which in Peru have traditionally
been responsible for targeting in addition to managing service delivery - employ different
methods of identifying poverty. Thus, selecting beneficiaries has led to situations in which
an individual who is identified as poor in one social program may not be identified as poor
in other program (SISFOH 2009). Some programs, such as the ones included in types (ii)
and (iii) above, use different algorithms to identify household poverty, while others, like
the ones included in type (i) above, use other discretionary methods and criteria to identify

poverty (SISFOH 2009 and Pichihua 2010). For instance, the mothers’ committees of Vaso



de Leche, without a rigorous methodology, decide who qualifies as poor and who does not.3
This heterogeneity in the identification of poverty has generated space for discretion and
lack of transparency in the selection of beneficiaries, which has increased the prevalence of

targeting errors.

To address these issues, the government responded by designing a household targeting
system, Sistema de Focalizacién de Hogares (SISFOH). SISFOH was intended to serve as a
mechanism for standardizing the identification of poverty and targeting instruments for
social programs; it has faced significant political economy barriers, which have impeded its
full implementation. This paper aims to provide an assessment of these barriers and
propose recommendations to assist the government in surpassing them in order to achieve

its targeting objectives.

The remainder of the paper is organized as follows. Section II examines the status quo of
targeting performance in Peru and provides an overview of recent government efforts to
improve the quality of social expenditure effectiveness in Peru. Section III discusses the
government response to mistargeting, SISFOH, in greater detail, outlining its objectives,
structure, and functional profile. Section IV discusses the technical validity of the
instrument chosen to improve targeting performance. Section V evaluates the main
challenges SISFOH has faced in its implementation and Section VI puts forth the policy
recommendations we propose to address these constraints. Section VII discusses the main

caveat of this study and Section VIII concludes.

3 Vaso de Leche was created by Law N2 24059. This Law only specifies that the program has to be delivered to the poor,
but it does not specify who is the responsible to identify poverty and how.
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The Status Quo of Expenditures on Social Programs in Peru

I.1 Targeting Performance of Major Social Programs

This section assesses the targeting performance of the 5 main social programs - in terms of
expenditure and number of beneficiaries - using the 2008 National Household Survey
(ENAHO). We begin by providing a brief overview. We follow by performing a three-tiered
analysis to examine mistargeting in these programs in greater depth. First, we present
measures of targeting accuracy by region and rural vs. urban areas to explore variation
across these settings. Second, we discuss the distribution of beneficiaries across income
groups and provide a comparison of targeting performance to Latin American examples.
Lastly, we assess how leakage is distributed across income groups, in an attempt to
uncover whether or not leakage goes primarily to the near poor (i.e., those just above the
poverty line). Throughout this analysis we will focus on leakage, rather than
undercoverage, as the salient measure of mistargeting. This choice is motivated by the fact
that under a given budget constraint the main channel through which the government can
increase benefits to the poor is by transferring resources misallocated through leakage

back to their intended beneficiaries, the poor.

I.1.1 Overview of targeting performance

All of the programs depicted in Figure 1, with the exception of Juntos, show a leakage rate
over 40%. The most severe situation is observed in nutritional programs. Nearly half of
Comedores Populares beneficiaries are ineligible. The same situation is observed in Vaso
de Leche, where the leakage rate in 2008 reached 45%. Only Juntos seems to have a fairly
sensible, though not negligible, leakage rate. This may be due to the fact that this cash

transfer program is the only one that has implemented a rigorous targeting mechanism.



Figure 1: Leakage and Undercoverage Rates in Major Social Programs, 2008
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Source: Authors’ calculations based on ENAHO 2008.

As for undercoverage, Comedores Populares shows the highest rate, reaching 97%. This,
coupled with the fact that half of its benefits go to ineligible individuals, translates into
significant reductions in this program’s effectiveness. Of the programs depicted in Figure 1,
the health insurance system, SIS, is the one that shows the smallest undercoverage rate
(46% in 2008).

I.1.2 Regional and urban-rural differences in targeting accuracy

The results of our analysis of undercoverage show no clear trends regional trends, as
demonstrated by Table 3. Similarly, there are no clear urban-rural differences. The gap
between urban and rural undercoverage rates is only high in one of four programs,* SIS;
however, it is likely this difference simply reflects a greater urban-rural gap in overall
coverage by SIS.> In the remaining three programs undercoverage rates in urban areas

are only marginally higher than those in rural areas.

4 Juntos excluded since it targets rural populations only.
5 Based on ENAHO 2008.



Turning our focus to leakage, our analysis by region shows that leakage rates are highest
in Lima and the rest of the coastal areas as shown in Table 4. Urban leakage rates are also
significantly higher than rural leakage across all 5 programs - and in the case of VdL
more than twice the rural rate. Given the limited scope of this paper, we can only
speculate as to the source of this discrepancy; however, we discuss some potential

explanations below.

Table 3: Regional and Urban-rural Undercoverage in 2008

Undercoverage rate, % eligible recipients who are not recipients

Program Urban Rural Lima Rc.c:;;f Highlands Jungle
CP 96.0 97.6 94.5 98.4 97.7 98.8
Juntos - - - 91.4 54.2 85.8
PIN 57.2 50.9 85.0 68.2 51.4 58.1
SIS 61.1 35.7 62.5 64.1 40.0 36.3
VdL 83.2 78.9 81.7 86.3 81.1 76.7

Source: Authors’ calculations based on ENAHO (2008). Note: Cells missing data for Juntos reflects the fact
that the program targets rural households.

First, we may think that high urban leakage rates (relative to rural leakage) are suggestive
of elite capture in urban areas. That is, perhaps the organizations that have discretionary
power in designating recipients are capturing the benefits of the program and providing
them to a particular group of their preference (e.g., friends, relatives). An alternative
explanation for the urban-rural divide may be the idea that communities in rural areas
have more information about households’ poverty status than communities those in urban
areas, and tighter social networks translates into them being more capable of
communicating this information to the social organizations responsible for selection of
beneficiaries. SISFOH intends to reduce the potential for elite capture by standardizing the
definition of poverty. However, an important remaining consideration for social programs
is how to take advantage of community-based methods (when appropriate) in conjunction
with SISFOH’s more rigorous statistical tools to ensure optimal targeting of social

programs.



Table 4: Regional and Urban-rural Leakage in 2008

Leakage rate, % of recipients who are ineligible

Rural

Lima

Program

Ccp 52.6 42.5
Juntos - -

PIN 57.2 36.1
SIS 533 31.7
VdL 59.3 31.9

Ré)s;;f Highlands Jungle
75.8 32.4 55.2
30.1 19.7 22.6
62.5 33.8 51.2
68.2 26.3 47.2
59.6 28.2 40.8

Source: Authors’ calculations based on ENAHO (2008). Note: Cells missing data for Juntos reflects the fact

that the program targets rural households.

I1.1.3 Analysis of distribution of benefits

Moving beyond basic targeting errors, we examine absolute benefit incidence, in terms of

shares of beneficiaries contained in each expenditure decile of the population. Expenditure

data is used as a proxy for income, due to the unreliability of income data in the household

surveys. The results of this analysis confirm that the distribution of beneficiaries programs

is not sufficiently concentrated on the lower deciles. The two nutritional programs that

exhibit the least pro-poor distributions of the five, Comedores Populares and Vaso de

Leche, are shown in Figure 2.

Figure 2: Distribution of Beneficiaries in Programs with Highest Leakage Rates

Distribution of CP program benefits in 2008
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Distribution of VdL program benefits in 2008
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20% 1 199
18% -
16% -
14% -
12% -
10% -
8% -
6% -
4% -
2% 1
0% -

% of total recipients

1 2 3 4 5 6 7 8 9 10

expenditure deciles

Source: Authors’ calculations based on ENAHO 2008.
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The graphical representation of the distribution of transfers in the five main programs,
shown in Figure 3, provides a clear comparison of their targeting performance. The graph
shows concentration curves for each of the programs. Concentration curves plot the
cumulative percentage of the recipients by the cumulative percentage of the sample ranked
by income. In other words, these curves reflect the degree of income-related inequality in
the distribution of program transfers. If the curves lie above the line of equality, then the
greater the gap between the curve and the line of equality, the better targeted the program
is toward the poor. As shown by the graph, Juntos is the best-targeted program (i.e., has
the highest cumulative percentage of benefits accruing to the poor), with individuals from
the lowest quintile accounting for approximately 80% of recipients. By contrast, less than
40% of Comedores Populares’ beneficiaries belong to the poorest quintile. PIN follows

Juntos as the second best targeted program.

Figure 3: Distribution of Program Benefits in 2008
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Source: ENAHO 2008. Note: National poverty line was 36.2% in 2008.

In order to compare the targeting performance of these social programs in Peru to that of
programs in other Latin American countries, we constructed the Coady-Grosh-Hoddinott
(CGH) indicators for the first quintiles of each program by year. The CGH index measures

whether a program is progressive (or regressive) based on the percent of benefits that the
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poor receive above (or below) their population share. The indicator is constructed by
dividing the percent of beneficiaries in the bottom quintile by the percent of beneficiaries it
would have contained if there were no targeting (i.e., a neutral outcome in which the

beneficiaries were distributed equally across quintiles).

An example helps to better illustrate how this indicator works: an indicator of 1.5 means
that the bottom quintile contained 50% more beneficiaries then it would contain had the
program not been targeted. In other words, instead of containing 20% of total program
beneficiaries, the bottom quintile contained 30%. As shown in Figure 4 below, most
programs - with the exception of Juntos, which uses an algorithm similar to SISFOH’s -

perform poorly compared to Latin American examples of well-targeted programs

(Castaneda 2004).

Figure 4: Comparison to Top Latin American Performers
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Source: Castafieda 2004 for programs in Mexico and Chile. Authors’
calculations based on ENAHO 2008 for all other programs.

I1.1.4 Leakage to the near poor

A clear shortcoming in the analysis of targeting accuracy is that it does not take into
account the distributional aspects of targeting errors (i.e., all the poor and all the nonpoor

are treated equally, irrespective of their distance from the poverty line). Economic
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literature on targeting suggests that under political economy constraints, some leakage
may translate into greater welfare gains for the poor than the outcome under perfect
targeting (Gelbach 1999), if leakage is going to the near poor (i.e., those above but near the
poverty line). People immediately above the poverty line have similar welfare levels to
those immediately below; hence, it is safe to assume that the welfare gains accrued from
providing program benefits to people at the margin are not very dissimilar. Following this
argument, since targeting is costly, if leakage is spilling primarily to the near poor, then it

might be more cost-effective strategy to allow some leakage to occur.

As such, the main innovation of our analysis of the status quo in targeting is an assessment
of how much of the leakage is going to those further from the poverty line. To do this, we
begin by performing a distributional analysis of leakage, which presents measures of the
percentage of total leakage that goes to individuals in each per capita expenditure decile.
The results of this analysis make it clear that leakage does not spill primarily to the near
poor. Whether looking at poorly targeted social programs such as CP or better-targeted
social programs such as SIS, a significant amount of leakage goes the upper end of the

distribution (again, Juntos is the exception).

As illustrated by Figure 5, in the two programs with the highest leakage, CP and VdL, those
in the top half of the distribution accounted for approximately 70% and 60% of total
leakage, respectively (see Appendix C for distributions in other programs). The numbers
in Figure 5 imply that greater than 40% of total ineligible beneficiaries of these two
programs came from the richest 40% of the distribution. In PIN and SIS, which show better
targeting performance, nearly 50% and 35% of leakage, respectively, went those in the top
half of the distribution. Since the poverty rate for 2008 was 36.2%, this translates into a
significant amount of leakage to the nonpoor. Thus, we find evidence that the leakage is
not simply going to those close to the poverty line but is in fact going to households

throughout the upper end of the income distribution.
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Figure 5: CP and VdL, Distribution of Leakage in 2008

Fig 5a: Distribution of leakage in 2008, Fig 5b: Distribution of leakage in 2008,
Comedores Populares Vaso de Leche
leakage to leakage
- I 0 -
30% near poor . to richest 40% 30% leakage to !eakage
6% f—l—\ . near poor to richest 40%
25% 1 N SN 23% 25% 1 N —
> g ;0%
8 20% §20% ! \m 18%
[ © !
o @
< 15% < 15% -
g g
S 10% 510% -
X X
5% 5% - 3%
1% 1%
0% 0% -
1 2 3 4 5 6 7 8 9 10 1 2 3 4 5 6 7 8 9 10
expenditure deciles expenditure deciles

Source: Authors’ calculations based on ENAHO 2008.
Note: official poverty line in 2008 was 36.2%.

To complement the distributional analysis outlined above, we performed a three-scenario
analysis to estimate the proportion of leakage to the near poor, who we define as those
individuals with per capita monthly expenditures above the poverty line but less than or
equal to a new threshold, which we call the “near poor” poverty line. We then assigned the
following values to these near poor poverty lines for the three scenarios respectively: 10%,
15%, and 20% greater than the per capita monthly expenditure level at the poverty line.

Figure 6 examines the extent of leakage under the most conservative definition of the
nonpoor, namely, those households that have per capita expenditures at least 20% greater
than households at the poverty line. Despite extending the definition of near poor to those
with significantly greater per capita expenditure than the poor, (excluding Juntos)
demonstrates that a majority of leakage goes to the nonpoor across all programs,
regardless of region. Even Juntos, the highest performer on targeting accuracy, has a
nontrivial amount of total leakage (30%) going to the nonpoor under this scenario (see

Appendix C for distribution of Juntos leakage).
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Figure 6: Scenario Results by Region (>120%)
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Source: Authors’ calculations based on ENAHO 2008.
Note: Juntos excluded from graph since it is targeted only to rural areas.

This finding has two important implications. First, the fact that the majority of leakage
goes to the nonpoor (defined conservatively as those with expenditures at least 20% above
the poverty line expenditure) highlights the inadequacy of the current targeting system and
provides impetus for the adoption of a more effective targeting system. The second
implication of this near poor analysis is that the political saleability of a new, more precise
targeting system can be improved by framing it as having the aim of removing recipients
from the right tail of the distribution (i.e., those furthest from the poverty line). This could
reduce the popular resistance to improved targeting that may arise if the proposed system
is perceived as excluding a large number of beneficiaries from the middle of the income
distribution (i.e., the near poor). Further, the experience of other countries suggests that
while these political costs associated with improving targeting certainly exist, improved
targeting may provide indirect benefits to middle income voters through poverty reduction
(e.g., political stability, sense of social justice), thereby increasing political support (Coady

et al, 2004).
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I1.2 Efforts to Improve Social Expenditure Effectiveness

Minimizing targeting errors is part of the Peruvian government’s new strategy to improve
the quality of social expenditures (MEF 2008). According to the Ministry of Economy and

Finance (2008), this strategy to reduce mistargeting involves the following components:

(i) Implementation of a household targeting system, SISFOH. The aim of this system is
to standardize and integrate information about social programs’ beneficiaries to
support individual targeting. Social programs are expected to assess the eligibility
of potential and current beneficiaries based on the General Household Registry,
which comprises households’ socioeconomic information and their poverty status
(see Section III).

(ii) Expansion of the Juntos program in rural areas (as mentioned in Section I, Juntos is
a conditional cash transfer program). Juntos combines several targeting elements:
a) geographic targeting of the poorest districts; b) individual targeting, based on
extreme poverty characteristics and the presence of children up to the age of 14 in
the household; c) establishment of conditionalities in education, health, nutrition
and identification; and d) the payment of a monetary subsidy. ”

(iii) Implementation of a new resource allocation mechanism. In 2008, the government
began allocating resources to the most basic economic units in health (i.e., health
centers) and education (i.e., schools), to prevent these units from being excluding in

the resource allocation process.

In addition to this strategy, the amount allocated to targeted social programs has been
increasing. As seen in Table 5, public social expenditures reached US$ 1,926 million (1.5%
of GDP) in 2009, of which US$ 875 million was allocated to 12 social programs, which

employ individual targeting mechanisms to identify program beneficiaries.

6 Additionally, social expenditure has been prioritized in the following order: 1) Nutrition (focusing on high risk families,
especially with children under 5 years, expecting and lactating mothers, and individuals with infectious diseases); 2) Basic
health (preventive); 3) Basic education, as well as primary and secondary education; 4) Justice; 5) Pensions; and 6)
Housing (MEF 2008).

7 The monetary payment reaches 100 Nuevos Soles per month (approximately US$ 30).
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Table 5: Social Programs Budget, 2007-2009

| 2007 ] 2008 ] 2000 |

Total Expenditure in Targeted Programs

(US$ Million) 1,194.6 1,632.3 1,926.6
Geographically Targeted Programs 502.4 803.7 1,050.9
Individually Targeted Programs 692.2 828.6 875.7

Main 6 programs (*) 568.1 685.5 758.3
Remaining programs (**) 124.1 143.1 117.2

(*) Includes: Programa Integral de Nutricidn, Juntos, Sistema Integral de Salud, Vaso de Leche, Techo Propio

and Comedores Populares.

(**) Includes: Wawawasi, alphabetization (PRONAMA), Construyendo Peru, Pro-Joven, INABIF, and PANTBC.

Note: An Exchange rate of 3 Soles per US Dollar is assumed.
Source: Reproduced from SISFOH (2009).

In spite of these efforts, the quality and effectiveness of social expenditure has not seen

dramatic improvements (SISFOH 2009, MEF 2008, and Monge et al. 2009). This social

expenditure ineffectiveness is due in large part to the significant errors in individual

targeting present in the most important social programs - as discussed in Section II.1 - and

the inability to adequately carry out implementation of the strategy outlined above.

17



1118

Overview of the Household Targeting System - SISFOH

III.1 Objectives

In 2004, the Peruvian government created the household targeting system, SISFOH, in an
effort to directly address mistargeting errors.® Similar to other unified household targeting
systems, SISFOH is designed to serve multiple social programs (Castafieda 2005). SISFOH
is a system designed to compile information on household socioeconomic characteristics,
including the poverty status of individuals. Once the data is consolidated into a unified
household registry, known as the General Household Registry (Padrén General de Hogares
- PGH), it is provided to social programs through program-specific subregistries derived
from the PGH, with the goal of allowing these programs to identify and select their
beneficiaries (SISFOH 2009). Following this system, social program beneficiaries will be

targeted through the process outlined in Figure 7, below.

Figure 7: Stages of Household Targeting

1. Entry into unified
household registry
(Padrén General
de Hogares)

6. Phasing Out

' 2. Determination of 5. Recertification d
' household poverty level (every 3 years) i

4. Selection of
beneficiaries

3. Identification of
potential beneficiaries

Targeting System (SISFOH) Social Programs

Source: Reproduced from SISFOH 2009.

8 SISFOH was created by Ministerial Resolution N2 399-2004-PCM (December 2004). This same resolution approves
its organization and delegates responsibilities.
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Beyond compiling household socioeconomic information to provide to social programs,
SISFOH’s mandate includes i) establishing the targeting rules used by social programs; and
ii) building the Unique Beneficiaries Registry (Registro Unico de Beneficiarios — UBR),

which is a census of current social program beneficiaries (SISFOH 2009).
III.2 Structure

By design, SISFOH is comprised of three main operational bodies: i) the Interministerial
Committee of Social Affairs (CIAS); ii) the Central Targeting Unit (CTU), which is managed
by the Department of Social and Economic Affairs of the Ministry of Economy and Finance
(DGAES - MEF); iii) and the Local Targeting Units (LTUs), which are managed within
provincial and district municipalities. As outlined in Table 6, the CTU is responsible for
implementing SISFOH in coordination with the LTUs. In fact, both of these units are

responsible for the construction of the PGH.

Table 6: Basic Structure of SISFOH

Entity Roles/responsibilities
CIAS Establish social policy and targeting guidelines.

Central Targeting Unit - MEF Build the PGH, define mechanism to determine poverty;
provide assistance to LTUs and social programs.

Local Targeting Units - Municipalities = Update the PGH and notify households of their poverty status.
Source: SISFOH (2009), based on Ministerial Resolution N2 399-2004-PCM.

The CTU has been managed by DGAES since SISFOH’s creation in 2004, and is responsible
for defining the tools and mechanisms which will be used to gather households’
information, establishing the algorithm to identify poverty status, deciding which social
programs will use the PGH, and providing assistance to the LTUs.? The LTUs, on the other
hand, are managed by local governments (i.e., municipalities) and are responsible for

gathering the information to build the PGH, updating the registry, and notifying the families

9 The steps to create a LTU are: 1) define which unit within the municipality will assume SISFOH’s activities (or create one
if necessary); 2) issue a Municipal Resolution which formalizes the appoinment of this unit and its head; 3) notify the CTU
about the issuance of this Resolution; 4) install a working space for the LTUs (i.e., accessible to public and well equipped).
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of their poverty level. These units have the key role of ensuring a constant flow of new

information regarding the social status of households.

Figure 8: Central and Local Targeting Units

Central

Targeting T -
Unit Central Unit (Ministry of Finance):

Adefines targeting mechanisms

Aconsolidates household registry

Aprovides technical assistance to local targeting
units and social programs

local local local Local targeting units (municipalities) :

targeting targeting targeting Amanage on-demand registration
unit unit unit

Aupdate household registry
Note: CTU = Central Targeting Unit and LTU = Local Targeting Unit.
Source: SISFOH (www.sisfoh.mef.gob.pe).

I11.3 SISFOH'’s Tools

To comply with its mandate, the CTU has developed a set of targeting tools, as outlined in
Table 7. The Unique Socioeconomic Form (FSU) is a standardized form used to gather the
information needed for construction of the PGH. The FSU contains questions regarding the
geographical location of the household, and housing and individual characteristics. Once
collected and consolidated, this information will allow the CTU to identify individual
poverty (see Appendix L). SISFOH’s process to designate poverty status is based on two
components: (i) an algorithm used to construct a welfare index, and (ii) thresholds that

define the households’ poverty status (i.e., extreme poor, poor, nonpoor).

Table 7: SISFOH’s Tools to Identify Household Poverty Levels

Tool _ Function |
FSU This form collects information classified by: (i) housing characteristics, (ii)

assets possession, (iii) and characteristics of household members.

SISFOH Algorithm A household welfare index is constructed using statistical technique (see Section
IV for further discussion and Appendix K for the set of variables included).

Poverty SISFOH determines cutoffs below which an individual is considered to be in

Thresholds poverty or extreme poverty. These exercises identify cutoffs at the point where
total targeting errors are minimized (separately for extreme poor and poor).

Source: SISFOH 2009.
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The algorithm developed by the CTU is used to construct a welfare index (IBH - Indice de
Bienestar del Hogar) by combining weighted household and individual characteristics
taken from the ENAHO household survey (see Section IV for a longer discussion of this
method). The lower the value of the index assigned to a given household, the higher its
poverty level. The CTU has established thresholds that divide this welfare index into 7
SISFOH levels. SISFOH levels 1 through 6 correspond to deciles 1 through 6 of the welfare
index, while deciles 7 through 10 are grouped into SISFOH level 7 (SISFOH 2009 and MEF
2008). As illustrated by Figure 9, households who fall into SISFOH levels 1 through 5 are

considered poor and households who fall in SISFOH levels 6 and 7 are considered nonpoor.

Figure 9: SISFOH Levels
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Source: Reproduced from MEF (2008)

II1.4 Household Registration Strategy

As discussed above, SISFOH’s tools are designed to enable the system to compile and
maintain the PGH. The national PGH is composed of the urban household registry and the
rural household registry. The CTU coordinates the registration process with: (i) SISFOH,
through the CTU and the LTUs, given responsibility for registering households in urban
areas; and (ii) Juntos, a conditional cash transfer program, given responsibility for

registering households in rural areas. 10

SISFOH planned the urban registration strategy in two stages. The first stage, which was
the responsibility of the MEF, consisted of visiting all houses located in the poorer areas of

a given district (i.e., socioeconomic sectors C-D-E, which were identified using the National

10 The rationale behind this strategy is that Juntos has already made the effort to build a household registry in the areas
where it operates (rural areas). Moreover, it uses a form very similar to the FSU to gather this information. Also, Juntos is
scheduled to align to SISFOH’s tools in 2010, therefore, the information reported by JUNTOS will be consistent with the
information gathered by the LTUs.
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Census of 2005).11 The second stage consists of an on-demand registration approach - one
in which potentially eligible household self-select by applying for registration at an LTU -

and is the responsibility of the municipalities (LTUs).

Once this information has been collected and made available to social programs, it is
intended that these programs use the PGH to qualify people as eligible or ineligible for
program benefits. Subsequently, this information would be used for the construction of the
Unique Registry of Beneficiaries (URB). Under SISFOH’s original design, the PGH and URB
would be updated every 3 years using information gathered by the LTUs.

IIL.5 Operational Costs

To sustain its operations, SISFOH requires funding for the registration process described
above, as well as for the CTU’s other activities. In 2008, the MEF estimated SISFOH’s cost-
effectiveness based on the two categories of costs associated with SISFOH: (i) costs of
gathering information and (ii) costs of the system’s operations. We used these cost
estimates and the budget amount designated to each of the 5 main social programs in 2009

to evaluate the potential gains from SISFOH’s implementation under two scenarios.

Recognizing that completely eliminating leakage may be an unrealistic expectation even for
the best proxy-means test, we used fairly conservative estimates of the potential reduction
in leakage to evaluate the cost-effectiveness of SISFOH. In the first scenario, we evaluated
the cost-savings of a one-percentage point reduction in the leakage rate for Juntos (as it is
already reasonably well-targeted) and a 10-percentage point reduction in the leakage rate
for the remaining four programs. In the second scenario, we evaluated the cost-savings of
a one-percentage point reduction in the leakage rate for Juntos and a 5-percentage point
reduction in the leakage rate for the remaining four programs (see Appendix ] for complete

scenario analysis).

11 The stratification by socioeconomic levels (A-B-C-D-E) is performed using housing characteristics and level of access to
basic services. Level A refers to the wealthiest level, whereas level E refers to the poorest one (SISFOH 2009).
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Table 8: SISFOH’s Estimated Cost-effectiveness

SISFOH Estimated Implementation Costs

| Registration Costs |

Number of
households to Registration costs

Households register per household, US$  Total Cost, US$ m
Rural 900,000 5.00 4.5
Urban 3,150,000 2.00 6.3
Total (every 3 years) 4,050,000 10.8
Annual registration cost, US$ m 3.6

| Operating Expenses |

Annual expenses, Number of

Targeting unit Us$ units Total cost, US$ m
Central Targeting Unit 216,000 1 2
Local Targeting Unit 3,720 235 9
Annual operating expenses, US$ m 1.1
TOTAL, US$ millions 4.7
One year leakage cost-savings under Scenario A (US$ m): 46.5
One year leakage cost-savings under Scenario B (US$ m): 24.0
Cost-effectiveness ratio under Scenario A: | 1/9 \
Cost-effectiveness ratio under Scenario B: ] 1/5 \

Source: Authors' calculations based on MEF 2008.

Notes:

1. Cost-effectiveness ratio is the ratio of the cost of the program to expected savings under a given
scenario.

2. Scenario A: 1 percentage point reduction in 2008 leakage rate for Juntos and 10-percentage point
reduction for remaining four programs.

3. Scenario B: 1 percentage point reduction in leakage in 2008 leakage rate for Juntos and 5-percentage
point reduction for remaining four programs.

4. An exchange rate of 3.3 nuevos soles per US$ is assumed.
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We made two basic assumptions in calculating these estimates. First, we assumed that
each individual receiving social program benefits received the same transfer amount. This
was assumed for practical purposes, as the household survey data does not include
information on the amount of the transfer (which in the case of most programes, is in-kind)
given to an individual. The exception is the conditional cash transfer program Juntos, for
which a question regarding amount of transfer has been added to the surveys since 2008.
This assumption does not affect the results of the calculations; however, it allows us to
assume that the simulated reduction in leakage rates translates directly to an increase in
the share of the program budget received by the poor. Our second assumption in
calculating these cost-effectiveness ratios is that the costs of leakage are simply equivalent
to the leakage rate for a given group (e.g., nonpoor) multiplied by the program budget. In
other words, the percentage of program resources lost to this ineligible group. Again, this
assumption was made for practical reasons - as it is difficult to estimate the exact cost
burden associated with misallocated resources - and has no noteworthy consequences for

our cost-effectiveness estimates.

As shown in Table 8, even under these conservative estimates, SISFOH’s implementation
implies significant gains due to the high monetary costs associated with leakage in the main
social programs. We would expect a gain of US$ 9 for every US$ 1 spent on the SISFOH
system under the first scenario and a gain of US$ 5 for every US$ 1 spent in the second and
more conservative scenario. In terms of cost-savings recovered from previously
misallocated funds, as depicted by Figure 10, if SISFOH reduces the leakage rate to those in
the upper tail of the income distribution (i.e., those with greater than 120% of poverty line
per capita expenditures) by only 10 percentage points in CP, PIN, and VdL (and one-
percentage point reduction for Juntos), we can expect to see an estimated US$ 46.5 million
in annual cost-savings, which translates to an equivalent increase in budget share for the
poor. And even if SISFOH achieves only a 5-percentage point reduction in the leakage rate
in these programs (and one-percentage point reduction for Juntos), we can expect to see an

estimated US$ 24 million in annual cost-savings.
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Figure 10: Reduction in Leakage Costs from SISFOH’s Implementation
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Source: Authors’ calculations based on MEF (2008). Note: For Juntos a one-percentage point increase in
budget share is assumed in each scenario.

An important implication of these results is the potential political supportability they can
bring. Given that our scenario analysis holds the middle of the distribution constant and
simply transfers misallocated funds from the upper tail of the distribution to the poor,

these estimates can be used to frame SISFOH in a manner that appeals to the median voter.

II1.6 Progress to Date

In spite of SISFOH’s estimated cost-effectiveness and potential benefits, the system has not
been implemented as planned. SISFOH’s original implementation plan consisted of 3
stages: (i) the construction of the PGH; (ii) the implementation of the LTUs; and (iii) the

monitoring of targeting performance.
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Figure 11: Stages in SISFOH’s Original Design
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Source: Reproduced from SISFOH (2009).

In the first stage, SISFOH registered urban households in 377 municipalities and made
available that information to the relevant parties. In addition, SISFOH is working in
coordination with JUNTOS to complete the rural household registry. However, the
registration process in urban areas is still incomplete, as a portion of urban municipalities
has yet to be registered. Currently, the national registry (urban and rural) contains

information from 1,774 district-level municipalities from the 1,834 that exist in Peru.

In the second stage, the CTU was created at the MEF and, as of November 2009, 171 LTUs
had been created. The CTU has been providing technical assistance to more than 500
municipalities since 2008; however, there are only 53 LTUs operating. LTUs have not been
functioning correctly due to inadequate regulations, lack of equipment, software and other

materials (see Section V for an extended discussion on this challenge).

SISFOH’s objective in the third stage was to align social programs to its targeting rules and
mechanisms. Accordingly, Juntos, SIS and an early stimulation program for poor children,
Wawawasi, have begun to utilize the FSU and plan to adopt SISFOH’s algorithm this year.
In addition, Wawawasi and other smaller programs are already using the PGH to select
their beneficiaries. However, there have not been significant advances in the adoption of
these rules and mechanisms by other major programs, due to resistance from beneficiaries.
This resistance has come mostly from the beneficiaries of VdL, a program whose
beneficiaries are selected through pure community-based methods as discussed in Section

I (SISFOH 2009 and Pichihua 2010).
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IV. Assessment of SISFOH

In previous sections, we have determined that the Peruvian government's primary
objective regarding targeting is to reduce the targeting errors that have been rampant in
Peru’s social programs. SISFOH is the result of the pursuit of this objective. This section
assesses the system’s potential as a solution to the problem of mistargeting. We begin with
a discussion of the technical validity of the targeting instrument underlying SISFOH’s
welfare index and conclude by examining the suitability of SISFOH’s targeting instrument

to the Peruvian context.

IV.1 Technical Validity of SISFOH

SISFOH aims to standardize the definition of poverty using proxy-means testing (PMT), a
targeting instrument that relies on demographic, education, and asset variables to predict
welfare levels. PMT constructs a composite welfare score from a set of demographic,
education, and asset variables that serve as proxies for welfare and are correlated with

income or consumption (Grosh 1995).

The technical validity of the PMT relies primarily on aspects related to two main features of
the methodology: i) the predictive power of the welfare index, measured by its correlation
to the welfare measure it intends to predict, which in the case of Peru is consumption; and
ii) the verifiability of the characteristics on which the predictor (i.e.,, SISFOH’s welfare

index) is based (Grosh 1995).
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The construction of SISFOH’s welfare index follows a statistical methodology known as
principal components analysis (PCA), one of two methods generally used as the basis for
defining variables and weights in proxy-means tests, the other method being regression
analysis (Castaneda 2005). PCA methods are used to find the combinations of variables
that explain the maximum variation observed between households and geographic
locations (Castanieda 2005). Some examples of variables included in SISFOH’s PMT are:

education of the head of household; type of floor or walls in household; and ownership of a
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TV or gas stove (see Appendix K for the full list of variables used as the foundation for
SISFOH’s PMT). Welfare indices based on PCA have been shown to be reasonable
predictors of long-run wealth (Filmer et al 2005). Moreover, several Latin American
countries (e.g., Chile, Costa Rica, Mexico, Colombia) that have implemented targeting
systems with similar objectives to SISFOH’s have also used this method as a foundation for

their PMT (Castafieda 2005).

To review the validity of PMT under criteria of predictive power, we analyzed the
association between the welfare index used by SISFOH and per capita expenditure. As
shown by Figure 12, we found a reasonably strong positive correlation between the
welfare index used by SISFOH and per capita expenditures (see Appendix I for graphs
depicting correlations between welfare index and poverty level by wurban/rural

households).

Figure 12: Correlation between Welfare Index and Household Poverty

Welfare index and per capita expenditures in 2008
(correlation: 69.1%)

welfare index
6
1

T
2 A 0 60 80 100
In of per capita monthly expenditure (in nuevos soles)
Source: Calculations from Peru's 2008 Household Survey (ENAHO).

As shown by Table 9 below, SISFOH’s welfare index shows a fairly strong ability to identify
the nonpoor in urban areas - with over 80% of the nonpoor accurately identified in 2007
(MEF, 2009b). The measure also exhibits a reasonable level of intertemporal robustness
for urban areas, with over 75% of nonpoor accurately identified in 2008. There is less

accuracy in the identification of households in the extreme poor and poor categories.
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Under the status quo, the social programs in our analysis do not directly target the extreme
poor; thus, SISFOH’s technical adequacy is not immediately affected by this difficulty
provided SISFOH’s index retains high predictive power to distinguish between poor and
nonpoor households. However, here it is important to note that SISFOH’s main goal of
standardizing the definition of poverty status does not preclude it from continuing to
perfect the welfare index to allow social programs to use more fine-tuned distinctions of
poverty status (e.g., extreme poverty vs. poverty). Indeed, SISFOH acknowledges that there
is room for improvement and plans to continue to evaluate and update empirical methods

using subsamples of the household survey data (Pichihua 2010).

Table 9: SISFOH Urban Poverty vs. Per Capita Expenditure Urban Poverty

Official Poverty Level
SISFOH Poverty poor
Levels extreme poor et e nonpoor Total
extreme poor 50.1 7.0 1.4 3.3
(not extreme) 42.3 54.9 22.9 28.9
poor
Nonpoor 7.6 38.1 75.7 67.7
Total 100.0 100.0 100.0 100.0

Source: Authors’ calculations based on ENAHO 2008.

As shown in Table 10, the predictive capacity of the welfare index to identify the nonpoor
appears to be weaker for rural areas (see also Appendix I for graphs depicting correlations
between welfare index and poverty level by urban/rural households). However, this could
be a reflection of the fact that poverty in rural areas is highly homogeneous, thus making it
difficult to identify variables capable of discriminating poor households in rural areas from
those that are nonpoor (MEF, 2009). SISFOH should continue to be cognizant of these
difficulties and consider adopting an approach using other methods to complement SISFOH
when these circumstances arise. For instance, community-based methods could be used to
validate poverty status under SISFOH. As mentioned previously, Juntos - which employs a
PMT similar to SISFOH’s - uses community validation of its PMT results to address this

difficulty (Pichichua 2010).
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Table 10: SISFOH Rural Poverty vs. Per Capita Expenditure Rural Poverty

Official Poverty Level

SISFOH Poverty poor

Levels extreme poor ot ) nonpoor Total
extreme poor 62.8 55.8 20.9 40.1
(not extreme) 35.8 35.1 37.3 36.4
poor

Nonpoor 1.4 9.0 41.9 23.6
Total 100.0 100.0 100.0 100.0

Source: Authors’ calculations based on ENAHO 2008.

IV.1.2 Verifiability of the PMT variables

With regards to the verifiability of the predictor, there are several categories of predictive
variables used in the PMT, with varying degrees of verification difficulty. For instance,
quality of housing is fairly easily verifiable, while ownership of durable goods or productive
assets is more difficult. Here an important consideration will be potential behavioral
distortions resulting from inclusion of the variables that are more difficult to verify, as they
may weaken SISFOH’s capacity to improve targeting accuracy. Once people become aware
of the variables included in the PMT, they may learn to game the system by
misrepresenting assets or household characteristics in order to receive benefits for which
they are not eligible (Castafieda 2005). While these assets can be misrepresented, they are
included in the construction of the index because of their high predictive power, which can

lead to substantial reductions in targeting errors.

Despite this drawback, we consider PMT to be a technically sound solution to the problem
of rampant targeting errors in Peru. Since we are currently most interested in removing
people in the tails of the income distribution (i.e., those far from the poverty line) from
program beneficiary lists, we consider this to be less of a severe problem, as those easily
able to deceive the PMT system are likely to fall relatively close to the poverty line.
However, should SISFOH be implemented fully, the frequency and transparency with which
the predictive variables are changed will become an important consideration toward

minimizing these behavioral effects.
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IV.2 Suitability of PMT for Peru

Selection of a PMT as the basis for the SISFOH welfare index appears to fit the Peruvian
context for several reasons beyond technical soundness. First, using the PCA as a
foundation for PMT carries the benefit of reducing the number of variables that must be
included in the PMT questionnaire, thereby decreasing the costs associated with data
collection. Second, PMT is an appropriate substitute for other methods of means testing
(e.g., income testing) in developing countries where there is often i) low quality of
quantitative information that can be obtained through household survey data on income
and consumption variables and ii) inherent difficulties in gathering and verifying income
data associated with high degree of market informality and prevalence of in-kind earnings
(Castafieda 2005). Third, PMTs also carry a certain political appeal in developing countries
(Latin America in particular), as they allow for a more multi-dimensional view of poverty
(Castafieda 2005). Lastly, PMTs do not carry unreasonable burdens in terms of
administrative costs. The fact that the Peruvian population is highly concentrated around
Lima will translate into reduced data collection costs of data collection, which further

enhances the desirability of employing a PMT in Peru.

We reviewed the Latin American experience with design and implementation of household
targeting systems based on similar instruments, in an attempt to draw out the main policy
implications for our problem. These case studies reveal that while PMTs have proved
capable of generating impressive targeting results in some cases, overall they show varying
degrees of success in targeting accuracy, a result the authors attribute to implementation
factors (Castafieda 2005). Two key insights relevant to SISFOH emerge from this finding.
The first is that success necessitates an institutional setting in which roles and
responsibilities for the design, operation, and financing are clearly defined and
communicated. The second is that in cases where there is decentralized implementation -
as is true of SISFOH - the central authority must provide financial incentives for local

activities.
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In sum, the results of our assessment of the technical methodology underlying SISFOH
suggests that successful implementation of this targeting system would be a technically
correct approach to improving targeting accuracy. Moreover, given the extent of targeting
errors found in Peru’s social programs and the high proportion of leakage to the nonpoor,
we believe SISFOH could significantly increase the likelihood that the benefits of these
social programs reach the intended population. However, SISFOH’s effectiveness in

reducing targeting errors will depend greatly on factors surrounding its implementation.
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V. Key Challenges to SISFOH’s Implementation

As discussed in previous sections, the significant mistargeting errors in Peruvian social
programs led the government to create SISFOH. This system, as argued in Section 1V,
seems to be technically adequate for the Peruvian context; however, the government has
not been able to implement SISFOH as planned due to the existence of administrative and

political barriers.

When SISFOH was established in 2004, the Ministry of Economy and Finance expected
three main results to seamlessly follow SISFOH’s creation: i) the Local Targeting Units
would be rapidly implemented, enabling the completion and update of the Household
Registry; ii) three programs, SIS, VdL, and Techo Propio!? (TP), would adopt the PGH to
select their beneficiaries in 2008; and iii) all relevant social programs would begin using
the PGH by 2009. The MEF also estimated that leakage rates in these programs would
decrease on average by 10 percentage points as a result of SISFOH’s implementation (MEF

2008).

However, to date SISFOH has not been adopted by most social programs and the household
registry remains incomplete. Therefore, projected “savings” from the reductions in
targeting errors have not yet materialized. This section discusses some of the main issues

impeding the implementation of SISFOH.

V.1 Inability of the Central Targeting Unit to Implement Mandate

The first challenge hindering SISFOH’s implementation has been the inability of the CTU to
enforce its mandate, due in large part to failure to solidify institutional support inside and
outside the MEF. The main result of the first challenge is that social programs have not
adopted SISFOH'’s targeting rules and tools. We discuss the three main issues preventing

the CTU from fulfilling its mandate below.

12 Techo Propio is a public housing program.
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V.1.1 Lack of clearly defined roles and responsibilities

The Ministerial Resolution that created SISFOH and assigned its responsibilities13 gave the
CTU the responsibility to conduct SISFOH’s operations, in line with the policies established
by the Interministerial Committee of Social Affairs. However, the Social Multisectoral
Technical Committee of the CIAS, which had played a key role in establishing the conditions
necessary for the functioning of SISFOH, ceased to exist in 2006. As such, many issues were
left unaddressed or incomplete (e.g., targeting policy, SISFOH’s implementation plan,
approval of targeting rules and mechanisms). In particular, the relationship between
targeted social programs and SISFOH was not clearly defined, which significantly

decreased the ability of the CTU to lead implementation of the system.14

Under SISFOH’s original design, social programs were required to adopt the PGH for
selection of beneficiaries; however, CTU lacks adequate institutional mechanisms to
enforce the mandatory use of the PGH by social programs, who argue that current
regulations do not specify the mandatory use of the PGH and SISFOH’s targeting rules
(SISFOH 2009 and Pichihua 2010).

V.1.2 Financial uncertainty

Since its creation, SISFOH has been financed entirely by a loan from the IADB.1> With these
resources, SISFOH has covered the construction of the PGH in the first 30 cities (US$ 3.2
million), the wages of the CTU’s personnel, and technical assistance to local governments
and social programs. However, this loan’s resources are almost depleted and the Central
Unit has not been budgeted as a regular activity of the Economic and Social Affairs
Department of the MEF. Although there may not be an inherent risk in the short run - of
the original IADB loan, US$ 142,000 remains and the possibility exists of extending the loan

13 Ministerial Resolution N2 399-2004-PCM.

14 In spite of this, there are some regulations that have helped the implementation of SISFOH: (i) Law 285440 (June 2005),
which creates the Unified Social Programs Beneficiaries Registry; and (ii) Urgency Decree 039-2008 (August 2008), which
establishes that Vaso de Leche beneficiaries have to be poor or extreme poor and creates the Unique Beneficiary Registry
of the VdL and assigns SISFOH to provide technical assistance to local governments to facilitiate the achievement of this
registry (SISFOH 2009).

15 Loan Contract 1601,/0C-PE.
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by US$ 100,000 - SISFOH lacks sufficient resources to continue its operations beyond 2010
(Pichihua 2010).

V.1.3 Weak technical capacity

The CTU is led by a coordinator and is separated into three main areas: targeting,
operations, and information systems. As of November 2009, the technical team of the CTU
was composed of only seven people. Coupled with insufficient personnel, the CTU suffers
from a high rate of turnover, as the wages it offers are not attractive to skilled
professionals. This has affected the CTU’s continuity and technical capacity, especially in
the areas of targeting and operations. Moreover, it has affected the quality and quantity of

technical assistance that the CTU can provide to the LTUs (SISFOH 2009).

V.2 Failure to Implement Local Targeting Units

The second key challenge has been the inability of SISFOH to implement the LTUs. This
failure has given rise to two detrimental results that undermine SISFOH’s institutional
legitimacy. First, the fact that only a limited number of municipalities have undertaken the
complementary registration (i.e., in urban areas where the CTU did not complete the
registry) has disrupted construction and consolidation of the PGH, which as discussed
previously, is an instrumental component of SISFOH. Second, without functioning LTUs,
SISFOH lacks a systematic updating mechanism for the registry, which threatens its
sustainability. Of the 172 municipalities that have created LTUs, only 53 have updated
their registries. The gravity of this situation is exacerbated by the fact that the current PGH
- which was built in 2007 and includes 1.3 million households - risks becoming obsolete
(SISFOH 2009). In the paragraphs that follow, we identify three main issues inhibiting the
implementation of the LTUs; they pertain to both the design and operation of SISFOH.

V.2.1 Inadequate rank of SISFOH regulations

The Ministerial Resolution that created SISFOH established the targeting responsibilities of
local governments under the new targeting system. However, the mandates that govern

municipalities are dictated by the Organic Law of Municipalities (Law N2 27972), which: (i)
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carries a legal rank superior to that of SISFOH’s Ministerial Resolution; and (ii) does not
specify that targeting initiatives are inherent responsibilities of local governments. This
legal discrepancy has hampered the CTU’s ability to enforce the mandatory creation of
LTUs by municipalities, who argue that only their Organic Law can dictate their
responsibilities. This situation contrasts with experiences in other countries, where
targeting policies and strategies are embedded in higher ranked regulations, as seen in
Table 11).

Table 11: Targeting Systems in Latin Americal6

Country Institution Name of RENELT)Y]
System
Argentina Council of SINTyS - Decree (1998)
Ministers - Law of the Nation (2000)
Costa Rica Social SIPO-SABEN - IMAS Law (1971)
Assistance - Regulation governing management, functioning, and
Institute use of SIPO's information (2002)
Colombia Planning SISBEN - Political Constitution (1991) defines targeting as an
Department instrument to pursue equality
- National Council of Economic and Social Policies -
CONPES (1994)

- CONPES (1995) establishes SISBEN as the selection
mechanism in the health system.
- Law (1991) Institutionalization of SISBEN
- Decree (2004) governing SISBEN's functions
Chile Ministry of SIIS - Political decision (1979)

Planning - Ministerial Decree (1991)
- Ministerial Decree (2007)
- Law Chile Solidario (2004)

Brazil Ministry of CadUnico - Decree (2001) institutes CadUnico
Social - Decree (2007) formalizes responsibilities of CadUnico
Development
Mexico Secretary of Padron - General Law of Social Development orders the creation
Social Oportunidades of a beneficiary registry (2004)
Development

Source: Reproduced from SISFOH 2009.

V.2.2 Insufficient political will of local authorities

SISFOH has experienced significant political resistance from social programs managed in
coordination with municipalities (i.e., Comedores Populares and Vaso de Leche). This has

led to the perception by local authorities that implementation of SISFOH is politically

16 The IADB has given assistance to the creation of SELBEN in Ecuador, SIUBEN in the Dominican Republic and SISFOH in
Peru. In most countries, targeting systems are decentralized to the local government level (SISFOH 2009 and MEF 2008).
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costly, which has reduced the incentives of municipalities to create and implement LTUs

(Juan Pichihua 2010).

V.2.3 Weak operational capacity

As with the CTU, insufficient availability of resources to equip and maintain the LTUs
diminishes their operative capacity. The LTUs that have completed their respective PGH
have done so using their own resources.l” However, most municipalities do not possess
the additional monetary and human resources or the adequate staff, equipment, and
software to undertake similar endeavors. The CTU has been providing technical assistance

and basic materials to the LTUs, but this has proved to be insufficient (Pichihua 2010).

V.3 Political Opposition to SISFOH’s Implementation

We identified political opposition to SISFOH as the third challenge to its implementation.
Under the current implementation strategy, SISFOH’s implementation is perceived as
costly by both local government and the MEF. SISFOH’s original design scheduled full
incorporation of SIS and VdL by 2008. As of March 2010, there have been some advances
in aligning the SIS program to SISFOH (setting aside the issue of PGH completion);
however, VdL'’s alignment to SISFOH has failed. When the government tried to align VdL to
SISFOH’s rules, there was unanticipated and significant resistance from the social

organizations in charge of the program.

As seen discussed in Section I, VdL is a nutritional program whose targeting is conducted,
in practice, by social organizations (composed by mothers) that have a strong political
presence. These organizations select beneficiaries and provide the program'’s deliverables,
which gives them significant political power among beneficiaries and increases their
bargaining power against the government. The Peruvian Government has wanted to

introduce reforms to this program for years to improve inadequate management and costly

17 The LTUs have followed different strategies register households. Some of them use their own personnel and others
outsource the registration process. Moreover, as is the case of Trujillo, 12 distrital municipalities built an alliance to
register households with joint efforts, the result has been successfull so far.
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targeting errors, yet so far it has been unsuccessful (Leon 2003, Monge et al. 2009 and

SISFOH 2009).

Given VdL’s large urban presence, number of beneficiaries, amount of resources allocated,
and significant targeting errors, SISFOH had the ambitious goal of beginning its
implementation with the VdL program (Leon 2003; Monge 2007).18 However, discussions
with the municipalities and the social organizations (VAL Mothers’ Committees) in charge
of the program did not translate to implementation. The power held by the committees of
the VAL compared to other programs stems in part from the fact that VdL is the oldest food
assistance program in the country.1® It has been in existence for nearly 20 years, and has
managed to create solid, legitimate social organizations (Leon 2003) that wield significant

political power.

According to an interview conducted with the former head of DGAES, Javier Kapsoli, the
difficulty in negotiating with these committees lies not only in their political power but also
in their number and their fragmentation. Thus, while certain representatives of VdL may
commit to SISFOH’s implementation, the rest of the committees may choose to ignore these
commitments, thereby thwarting the process. In addition, the majority of these
committees opposed SISFOH’s implementation because of the political cost of dropping
current beneficiaries from the program if identified as ineligible. These committees rely on
the support of the local governments and feared the loss of approval from their

constituencies.

Although the VdL was the social program that opposed SISFOH with the largest strength
and presence SISFOH, other social programs in which social organizations play a key role in
identifying beneficiaries (e.g., Comedores Populares) have also shown opposition to
SISFOH’s implementation (Pichihua 2010). After the initial effort to align VdL to SISFOH,

the Central Government - including the MEF - has shown decreased commitment to

18 According to Monge (2007) 25,000 VdL Committees exist in Lima and Callao, which have 2.7 million of beneficiaries
(44% of the total national number of beneficiaries).

19 Following Bencich and Del Valle (2009), the Mothers’ Committees have an elected local leader and are responsible for
program execution. These committees are responsible for registering the beneficiaries, organizing the daily distribution
of milk or other foodstuffs to the registered households, and coordinating with municipalities on the provision of the
foodstuffs (Bencich and Del Valle 2009).
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implement SISFOH. A statement by the former DGAES head proves illustrative: “opposing
the mothers of VdL won’t look good in the newspaper headlines” (Kapsoli 2009).
According to Acevedo (2007), the delay in SISFOH’s implementation is evidence of this lack
of commitment. Further aggravating the matter is the fact that this situation has the
potential to resurface every time that the PGH is updated. Since the poverty status of an
individual can change during the 3 years between each update, quelling the political
opposition only once will be insufficient, as political tensions will be renewed with each
round of updating, when some individuals are added to beneficiary lists and others are

removed.

In conclusion, by choosing to start SISFOH’s implementation with the most politicized
program, the system lost legitimacy and political support.  Therefore, a new
implementation strategy is required that will allow SISFOH to gradually build political
supportability.
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VL.

Policy Recommendations

As discussed in Section II, there are significant targeting errors present in the most
important social programs in Peru, due primarily to the heterogeneity in the determination
of poverty and in the selection of beneficiaries. Moreover, the results of our analysis show
that a considerable share of leakage is going to the nonpoor and that improved targeting
could translate into significant gains for the intended target population, namely the poor.
As such, the implementation of a targeting system, such as SISFOH, that standardizes these
procedures and reduces discretion in the selection of beneficiaries can prove important to
improving the effectiveness of present and future social expenditures. However, as
discussed in the previous section, the MEF has been unable to implement SISFOH due to
various political economy barriers. The strategy to reverse this is multi-pronged as it
entails political considerations (discussed in Section VI.3), as well as operational,
administrative and financial considerations. This section provides policy
recommendations to increase the political supportability and operational and
administrative capacity of SISFOH. It is important to mention that some of the
recommendations we outline below are currently being discussed at the Ministry of
Economy and Finance. With this study, we hope to give more strength to the continuation

of these discussions, especially among high-level policy-makers.

In addition, although we understand that SISFOH’s challenges are multiple and that the
improvement of social expenditure effectiveness is multidimensional, in this section we
focus on three main policy actions that the CTU, within the Ministry of Economy and
Finance, should take as the leader of SISFOH. Here it is important to clarify that these three
recommendations are indivisible; in other words, they should be pursued together in order

to ensure sufficient political momentum is built around SISFOH.

Our first recommendation is to incorporate SISFOH to the Performance Budgeting
framework, a budgetary tool that would enable the CTU to enforce the implementation of
the system. Second, we recommend, that in order to enhance the LTUs’ operational

capacity and implementation effectiveness, local functions be transferred from
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municipalities to the two main social programs whose objectives are more tightly aligned
with SISFOH (i.e., SIS and Juntos). Finally, in order to improve the political supportability of
this system, we propose that SISFOH redesign its implementation schedule in order to
ensure ease of transition by gradually moving away from the status quo toward full

implementation of SISFOH.

VI.1 Recommendation 1: Incorporate SISFOH into Performance Budgeting

Framework

As discussed in Section V.1, the CTU lacks the institutional support and legitimacy
necessary to accomplish its mandate. Our first policy proposal centers on regulatory and
organizational reform of SISFOH and, in particular of the CTU, as the main action
recommended to address the first key challenge. We also outline some complementary

recommendations to strengthen the institutional capacity around the CTU.

As discussed in Section V.1., due to inadequate regulations supporting SISFOH, CTU has been
unable to enforce the mandatory implementation of the PGH and SISFOH'’s tools and
procedures by social programs. Given that use of the PGH and SISFOH'’s tools by social
programs is a fundamental condition for SISFOH’s full implementation, it is imperative that
SISFOH, with the MEF’s backing, work to institutionalize mechanisms to guarantee the
compulsory use of the PGH by these programs. We propose that the regulations supporting
SISFOH be reviewed, and where necessary, reformed in order to ensure that CTU’s authority
to identify individual poverty and to request the mandatory use of the PGH by social

programs is clearly delineated.

The proposed strategy to improve the rank and legitimacy of SISFOH’s regulations is to
incorporate the system into the Performance Budgeting Framework (PBF). This budgetary
framework is led by the National Department of Public Budget (DNPP) within the MEF?20
and links budget allocations in “strategic programs” (i.e., social programs) with specific
outcomes (i.e., targeting). The five strategic results, related to the fight against poverty and

social exclusion that this framework prioritizes are the following: (i) reduction in chronic

20 See Appendix A for MEF’s organizational chart.
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malnutrition of children under five years old; (ii) reduction in maternal and neonatal
mortality; (iii) increase in learning levels in language comprehension and mathematics; (iv)
increase in the proportion of Peruvians with birth certificate and national identification
document; and (v) setting of conditions to improve rural population’s access to basic social
services and market opportunities (MEF 2008 and 2009). As evidenced by SISFOH’s
mandate, improving the quality of social expenditures (e.g., through targeting, poverty
reduction, and improvement of social indicators) is closely linked to the aforementioned
strategic results. Incorporation of SISFOH into the PBF would imply that the CTU could link
budget allocations to social programs and municipalities to the success of their targeting
initiatives (i.e., implementing SISFOH). This would provide the system the enforcement

mechanism necessary to complete its implementation.

One advantage of this strategy is the institutional weight it carries. Since the framework is
under the scope of the yearly Budget Law - one of the most influential laws issued by the
government - it is a high priority for the MEF and as such, counts on significant support
from senior public officials (MEF 2007, MEF 2008, SISFOH 2009, and Pichihua 2010).21 A
second advantage of this strategy is that it implies a transfer of the system to the DNPP,
which leads the framework’s implementation. DNPP, as opposed to DGAES (which currently
hosts SISFOH) or other public entities,?2 has the tools and legal mechanisms to establish
mandatory implementation of SISFOH through the framework outlined above. The third
advantage is that DNPP’s mandate is more in line with SISFOH’s activities, as this
department has constant contact with operational units, while DGAES is an area focused on
analysis. Finally, this relocation would facilitate SISFOH’s incorporation into the budget as a

regular activity of the MEF.

21 Performance Budgeting implies strategic program budgeting, monitoring, evaluation, management incentives,
transparency, and participatory monitoring and training (MEF 2008).

22 Such as the Prime Minister’s Council or the Ministry of Social Development. The former is a highly politicized
department, and the latter does not count on sufficient institutional legitimacy to host SISFOH (Pichihua 2010).
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There are two main steps that should be taken to implement the proposed strategy:

(i) Since the Budget Law enables DNPP to reorganize itself to implement PBE this
department must request the transfer of SISFOH from DGAES to DNPP.

(ii) Once SISFOH is formally transferred to DNPP, it can be incorporated in the PBF
framework of the yearly Budget Law and, therefore, be budgeted as a regular activity
of DNPP. Under this framework, the Law would (a) specify that SISFOH is the entity
responsible for identifying individual poverty and (b) request that social programs
and municipalities engage in targeting efforts to improve the effectiveness of social
expenditures. This request should specify that in order to comply with these
targeting efforts, both municipalities and social programs have to align to SISFOH.
This would ensure both the implementation of the LTUs and the mandatory use of the
PGH by social programs, as compliance with these requests would be linked to the

budget allocations of municipalities and social programs.

We consider this proposal to be politically and administratively feasible within the MEF, as
both DGAES and DNPP are in favor of SISFOH’s transfer to DNPP. Moreover, as of February
2010, the Vice Ministers of Economy and the Treasury have begun to discuss this

possibility (Pichihua 2010).

In conjunction with the regulatory and organizational changes proposed above, we suggest
that the CTU undertake complementary reforms to strengthen operational capacity and
ensure financial sustainability. As mentioned previously, SISFOH has been financed with
an IADB loan and faces financial uncertainty from 2011 onwards. Thus far, it has not been
incorporated into the budget as a regular activity of DGAES and the political will to do so, at
least in DGAES, is low (Pichihua 2010).

In line with our main recommendation, we suggest that SISFOH pursue the following two

options in the short and medium term to improve its financial sustainability:
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A Short term: Extend the IADB loan through 2010 (into second stage of the program).
SISFOH’s management has been involved in talks with the IADB and the probability
this assistance will be extended is high (through loan contract PE-L1072 “Programa
de Reformas de los Sectores Sociales I,” which is being negotiated). These resources
would allow SISFOH to finance the re-certification of households planned for 2010
as well as other operating expenses (Pichihua 2010and SISFOH 2009).

A Medium/long term: Following the relocation of SISFOH to the Budget Department of
the Ministry of Economy, incorporate SISFOH into budget as regular DNPP activity.
This is a feasible option and one which would significantly enhance the financial

sustainability of SISFOH within the MEF.

The weak operational capacity of the CTU should be addressed by strengthening the
technical team and providing the software and equipment necessary for the functioning of
the CTU. As discussed with the head of SISFOH, the targeting area lacks a head, as well as at
least two people to assist in the production of targeting and poverty studies using the PGH
and the Registry of Beneficiaries, as well as other available surveys (Pichihua 2010). CTU’s
equipment also needs to be improved. In particular, the CTU requires equipment to
perform the geographical analysis needed by SISFOH and software for secure maintenance

of the PGH.

VI.2 Recommendation 2: Reassign Local Targeting Functions

In Section V.2, we identified the inability to implement the LTUs as one of the key
challenges faced by SISFOH. The current strategy,23 which assigns the responsibility of
updating the PGH to the municipalities, has failed, and the fact that both local governments

and social programs are aware of this failure has decreased the legitimacy of the system.

Given the nature of the responsibilities that the process of achieving the timely and
permanent completion of the PGH entails, any alternative strategy to accomplish this
objective must involve local presence (SISFOH 2009). As such, one potential option is to

transfer the local targeting functions from municipalities to those social programs that

23 Dictated by Ministerial Resolution 399-2004-PCM.
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have i) national presence and ii) targeting that is more directly under control of the
government (SISFOH 2009 and Pichihua 2010). To implement this strategy, SISFOH must
establish alliances with partners who have the operational capacity (i.e., physical and
human resources such as infrastructure and personnel) to fulfill these responsibilities, and
who can be monitored and evaluated by the Central Unit (SISFOH 2009 and Pichihua
2010). The social programs that fulfill these requirements are: (i) SIS, which has a large
presence throughout the country; and (ii) Juntos, the conditional cash transfer program,
which has presence in rural areas. Under this strategy, SIS would be responsible for
completion and updates of the PGH in urban areas, while Juntos would perform equivalent

functions in rural areas, as outlined in Table 12 (Pichihua 2010).

Table 12: Proposed Structure for SISFOH

Design and update of targeting methodologies and tools CTU

Technical assistance and methodological support to

targeting windows CTU

SIS - urban areas

Implementation of the FSU
Juntos - rural areas

Qualification of potential beneficiaries CTU

SIS - urban areas

Notification of results to potential beneficiaries
Juntos - rural areas

Publication of results and delivery of databases to relevant

. . CTU
parties (e.g., social programs)

Source: Reproduced from SISFOH (2009).

One of the advantages of this approach is that both of these programs have started using
SISFOH’s tools (e.g., algorithm, FSU). For example, Juntos had already been assigned the
responsibility of contributing to the registration process in rural areas, as explained in
Section III.3. Therefore, in the case of Juntos, the transfer of responsibilities implies that
Juntos’ set of responsibilities now includes updating the PGH, undertaking on-demand

registration, and communicating with households concerning their poverty status.
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In sum, SIS and Juntos would undertake the responsibilities that were originally assigned
to municipalities in districts where LTUs have not been created or have not been
implemented. For districts where there are LTUs in operation, municipalities will continue
to bear these responsibilities in coordination with the social program relevant to their area.
This option is operationally viable if implemented under the scope of SISFOH’s
incorporation into the PBF, as this will allow delegation of responsibilities to SIS and
Juntos. Under this framework, the DNPP will possess the budgetary tools to impose the
responsibility of updating the PGH on these programs and consequently, municipalities
would move from being providers of information to being users of this information through
social programs such as VdL and Comedores Populares. To formalize this change, it will be
necessary to modify the Ministerial Resolution 399-2004-PCM, which describes SISFOH’s
organization. However, we believe that this proposal has political support inside and
outside the MEF. Moreover, according to Pichihua (2010), the relationship between
municipalities and social programs has traditionally been cordial and cooperative, with
municipalities eager to attract social programs to work in their districts for the political

recognition this provides among constituents.

Our analysis suggests that transferring LTUs’ responsibilities to selected social programs
will improve the registration process and allow the completion of the PGH. Nonetheless,
the importance of strengthening the LTUs operational capabilities remains. To avoid the
problems faced in recent years, we propose complementary actions to ensure the

functioning of the LTUs.

(i) Provide differentiated technical assistance. This would take into consideration the
particular needs and development stage of a given LTU. In order to achieve this, the
CTU should collect more detailed information that permits an assessment of the
development level of the LTUs and technical assistance plans tailored to those levels
(Pichihua 2010and SISFOH 2009).

(ii)  Improve incentives for personnel. This initiative aims to avoid the high turnover that

has been observed so far among the LTUs’ personnel. One way to improve
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incentives to LTUs and motivate personnel, for instance, would be to publicly award
best performing LTUs and disseminate materials on their experiences and lessons.

(iii)  Strengthen currently functioning LTUs. These LTUs should be provided equipment
and additional technical assistance, to enable them to undertake the new
registration process planned for 2010. This would allow the PGH to be updated,
avoiding the costly potential obsolescence of the registry.

(iv)  Review and reform current regulations. It is important that the MEF (through the
CTU) have the ability to establish goals, indicators, and other monitoring and

evaluation tools to assess the LTUs’ performance (SISFOH 2009).
VI.3 Recommendation 3: Redesign Implementation Schedule

Political support to implement SISFOH has been hindered by the opposition experienced
from some social programs, especially those managed by social organizations (e.g., Vaso de
Leche, Comedores Populares). To increase the political supportability of SISFOH, our third
recommendation is that CTU redesign SISFOH’s implementation schedule, to gradually
build momentum around the system. The proposed implementation schedule is outlined in

Figure 13.

Figure 13: New Implementation Schedule for Social Programs

Type of organization
performing targeting

' \ .
o i Start construction of ii Finish construction of il Incorporate CP and VdL :
Organlzatlon_s_co_mposed i Unique Beneficiary Registry :E Registry and provide results il into SISFOH 1
o bEnEnsEES ! for CP and VdL i to CP and vl EIL |
:Incorporate SISinto :;Incorporate PINinto : Finish construction of
Public intermediaries 1 SISFOH || SISFOH j+ Registry and provide results
1 ! J! to programs
I S e J

: Incorporate Juntos, I i
1 Wawawasi, Construyendo I H
| Peru and Techo Propio into I= i
1 1

1

Social programs

Source: Authors’ elaboration and Pichihua (2010).
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This schedule suggests beginning SISFOH’s implementation in programs were the least
political opposition exists. As discussed in previous sections, Juntos, SIS and Wawawasi are
currently using some of SISFOH’s tools and in 2010 they will complete alignment to
SISFOH. In 2010 the CTU will also begin working with Techo Propio and Construyendo
Peru to implement SISFOH’s tools. The advantage of starting with these programs is that
their targeting and service delivery is controlled entirely by their central offices in the
government. Therefore, we do not expect opposition from these programs, provided they
are given technical and financial assistance from the CTU in the implementation process. In
2011, we recommend incorporating PIN into SISFOH. As with the aforementioned

programs, we do not expect significant opposition from this program.

In the more highly politicized programs that use pure community-based targeting in
selection of beneficiaries (e.g., VdL, CP), we recommend that before attempting to align
them to SISFOH, the CTU focus on the construction of the Unique Beneficiary Registry for
these programs. The advantages of this approach are twofold: (i) it allows municipalities
(since these programs are managed at the local level) and the CTU to begin building a
relationship of cooperation, as social committees and local governments together would be
required to submit the program’s information to the CTU; and (ii) it generates political
pressure and public awareness about the current state of these programs, as this registry

would identify ineligible individuals who are receiving the program (Pichihua 2010).

The rationale behind this proposal is to leverage SISFOH’s “early wins” to strengthen the
institutional support and legitimacy of SISFOH and its political supportability. In doing so,
we expect SISFOH to have broadened its support base among both policymakers and the
general public by the time it seeks to implement the more politically challenging programs.
In addition to our main recommendation to circumvent political obstacles, we propose
several complementary reforms to enhance the political supportability of the targeting

system.

(i) Create a “sense of ur gency "Thrdughthe MHF, ehe
government should highlight the benefits that SISFOH’s implementation can bring in

terms of potential savings and impact on redistribution. For instance, according to
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SISFOH (2009), the Sistema Integral de Salud (SIS) loses approximately US$ 60
million every year due to leakages. With only a 10-percentage point reduction in
leakage, SISFOH’s implementation would allow SIS to recover over US$ 13 million
annually, an amount which could fund affiliation of more than half a million people

without health insurance (SISFOH 2009).

To build the case for SISFOH, the Ministry should also explain to policymakers and

public in general, how severe the mistargeting errors are. It would be useful to

communicate the near poor analysis presented in Section II to argue that a more precise

targeting system can focus on removing recipients from the right tail of the distribution

(i.e., those furthest from the poverty line). To further increase political support, MEF

should also consider estimating SISFOH’s potential impact on poverty and other social

outcomes.

(ii) Evaluate potential implementation alternatives. The CTU should evaluate different

implementation strategies to incorporate and/or drop beneficiaries from the social
programs, to reduce potential political resistance. For instance, when the PGH is
adopted for selection of beneficiaries, social programs may find that a current
beneficiary is no longer eligible and has to be dropped from the program or that it
new eligible individuals have to be incorporated. To offset potential opposition, in
the more politicized programs, it may be that this substitution of beneficiaries will
have to take place in a gradual manner or community validation component will

need to be applied in addition to use of the PGH.

VI.4 A First Approach Toward an Implementation Plan

To enact these proposals, we recommend a timeline for the key next steps in SISFOH’s

implementation process.

We envision that CTU will complete its incorporation into the Performance Budgeting

Framework in the first quarter of 2010. This entails SISFOH’s transfer to the DNPP over

these months. As mentioned, this proposal has the approval of relevant departments and
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the regulations needed to complete this transfer are being prepared by the CTU and the
MEF’s legal team. The advantage of beginning with this recommendation is that once the
transfer is complete, SISFOH will possess the mechanisms necessary enforce the system'’s

rules among municipalities and social programs.

In the second quarter of 2010, we recommend that the CTU prepare and issue the relevant
regulations to completely align SIS and JUNTOS to SISFOH, reassigning the responsibilities
of the registration process in districts where the LTUs have not yet been implemented.
This will ensure compliance with the household recertification process planned for 2010

and prevent the PGH from becoming obsolete.

By June 2010, when the Budget Law is prepared, SISFOH and the CTU should be budgeted
as a recurring expense of DNPP. This will resolve the current financial fragility of SISFOH

and increase institutional support within the MEF.

Following this implementation plan, the CTU should be in a position to enforce the
alignment of social programs under the timeline proposed in the implementation schedule
(see Figure 13). Thus, we expect that beginning this year, SISFOH will be functioning, and
in full force by 2012.
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VIL

Caveats

Before closing, we note an important caveat of this study: targeting accuracy is only one
determinant of social expenditure quality. In order to enhance SISFOH’s effectiveness in
improving the delivery of social services, the Peruvian government will have be mindful of
several related considerations, which could enhance or hinder the ability of our proposals

to improve targeting performance.

First, this study does not speak to the impact of these social programs (e.g., on health and
education outcomes), nor does it attempt an evaluation of whether the delivered goods and
services are the best and most cost-effective strategies to address the problems they are
designed to tackle. For example, in the case of Vaso de Leche this is an important
consideration, as several studies have argued that providing milk may not be the most cost-
effective alternative in terms of cost per calorie provided when compared to other

alternatives and supplements (Monge et al. 2009; Leon 2003).

Second, our analysis does not directly address factors beyond differences in poverty
definitions (although it does indirectly address capture by social organizations) that may
be contributing to mistargeting, such as insufficient resource allocation or delivery
challenges, which are particularly relevant for errors of exclusion. Addressing these factors
may require increases in budget allocation and/or program expansion, as well as

improvements in the management of social programs.
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VIIL

Conclusions

The Peruvian government has faced major administrative and political challenges in the
implementation of the household targeting system, SISFOH, whose main objective is to
reduce resource misallocation due to significant mistargeting in Peru’s social programs.
These political economy barriers have prevented the technically correct solution, SISFOH,

from being fully implemented.

Our analysis shows that mistargeting, which is associated with a high degree of discretion
in identifying the poor in social programs, is indeed a severe problem in Peru. Further, our
analysis suggests a significant amount of resources are going to those far above the poverty
line. This eliminates the possibility that the current mistargeting levels in (the majority of)
Peru’s social programs are allowing more resources to flow to the poor, which according to
the literature can be true in cases where leakage goes primarily to the near poor who are
close to the poverty line (as discussed in Section IV). However, policymakers can
communicate the results of this analysis in a manner that increases political supportability,
by arguing that SISFOH system can transfer benefits from recipients far above the poverty

line to the poor.

In creating SISFOH, the MEF did not provide the institutional support necessary for
successful implementation. First, although SISFOH has de jure institutional backing, it is
not sufficient to achieve its objectives. SISFOH was created as part of a ministerial
resolution, which carries a lower rank in the Peruvian legal system than the mandates of
local government, which are written into law and do not explicitly state targeting as one of
their functions. Thus, SISFOH does not carry the institutional weight to delegate local
functions to municipalities or impose targeting rules on social programs. Second, there is
misalignment between SISFOH’s tasks and those of its host unit in the MEF, the Department
of Economic and Social Affairs (Direccion de Asuntos Econdmicos y Sociales - DGAES).
DGAES is a unit whose primary task is data analysis, whereas SISFOH’s tasks are more
operational in nature; consequently, SISFOH is not considered a high priority within

DGAES. Lastly, the fact that SISFOH’s design did not incorporate SISFOH into the MEF’s
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budget as a recurring expense, threatens SISFOH’s long-run financial stability and

sustainability.

Given the nature of the challenges, it would appear that the binding constraint to SISFOH’s
implementation is a lack of political and administrative support. This lack of authorization
comes both from formal actors (e.g., MEF itself, municipalities, social programs), as well as
less formal actors (i.e., social organizations opposed to SISFOH’s implementation). These
actors provide different sources of obstruction to SISFOH’s implementation, as summarized
in Table 13. However, in analyzing the challenges faced in SISFOH’s implementation, we

see that they often stem from SISFOH’s lack of institutional strength within the MEF itself.

Table 13: Contribution of Political Actors to Policy Problem

MEF SISFOH lacks institutional Inability to carry out mandate
strength and not budgeted as and lack of budget sustainability
regular activity

Municipalities Mandates not aligned with MEF unable to impose local
targeting objectives of MEF; targeting functions

SISFOH has lower legal rank

Social organizations  Political opposition to targeting  Reduces policymakers’ political
efforts of MEF will toward SISFOH and
willingness of social programs
to adopt SISFOH

Evidence from the experiences of other Latin American countries with household targeting
systems suggests that success in improving targeting outcomes is heavily dependent on the
implementation factors surrounding the use of these systems (Castafieda 2005). The
implementation failures SISFOH has faced are consistent with the findings that success in
implementation requires strong institutional grounding with financial, design, and
operational roles and responsibilities clearly outlined. Due to the fact that certain
institutional arrangements (e.g., SISFOH’s legal power vis-a-vis the municipalities) were
weak in SISFOH’s original design, key roles and responsibilities were not clearly defined for
all relevant actors and necessary financial incentives were not provided to social programs.

Our proposed changes seek to resolve this institutional weakness, by providing the
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necessary institutional backing and financial incentives to increase the likelihood of

successful implementation.

Our proposed solutions thus center on how SISFOH can effectively bypass the political
inertia surrounding its implementation by embedding itself in existing successful
institutions to build legitimacy, while pursuing complementary policies to address
operational capacity constraints. We propose three main policy actions: i) linking targeting
performance of the social programs to budget allocations to increase SISFOH'’s support and
sustainability, ii) reassigning functions to circumvent political obstacles, and iii)
redesigning SISFOH'’s implementation schedule in order to enhance the political viability of

transition to SISFOH.

We are confident that if the proposed policies are implemented as outlined in this study,
SISFOH can achieve the government’s goals of increasing the quality of public expenditures

through improved targeting outcomes.
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Appendix A: Organizational Structure of the Ministry of Economy and Finance
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Appendix B: Data used in Quantative Analysis

For the analysis of the status quo of targeting of social programs, we used the household
survey known as Encuesta Nacional de Hogares (ENAHO), produced by the National
Statistics Institute (INEI) since 1996. INEI constructs the ENAHO on a yearly basis for the
24 departments in both urban and rural areas. With the exception of Juntos - a program
instituted in 2005 and which prior to 2008 was not included in the ENAHO - the analysis
was performed using the two most recent household surveys available, which correspond

to the years 2007 and 2008.
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Appendix C: Results of Benefit Incidence Analysis
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Distribution of VdL program benefits in 2007
(% of program recipients)
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Appendix D: Targeting Errors by Region

Comedores Populares: Targeting Errors by Region
Leakage (% of CP Undercoverage (% of
recipients who are eligible who are not CP
ineligible) recipients)

Region 2007 2008 2007 2008
Lima 56.75 55.64 96.34 94.45
Rest of Coa st 69.45 75.79 95.00 98.35
Highlands 25.72 32.42 97.93 97.69
Jungle 51.65 55.16 99.13 98.84
Overall 46.22 48.58 97.64 96.92

Source: Authors’ calculations based on ENAHO 2007 and 2008.

Juntos: Targeting Errors by Region
Leakage Undercoverage

(% of J untos recipients (% of eligible who are

who are ineligible) not Juntos recipients)
Region 2008 2008
Rest of Coast 30.13 91.38
Highlands 19.69 54.24
Jungle 22.63 85.77
Overall 20.14 63.23

Source: Authors’ calculations based on ENAHO 2008.

Program Integral de Nutricion: Targeting Errors by Region
Leakage (% of PIN Undercoverage (% of
recipients who are eligible who are not PIN
ineligible) recipients)

Region 2007 2008 2007 2008
Lima 60.68 62.36 84.35 85.02
Rest o f Coast 66.46 62.50 62.88 68.15
Highlands 26.46 33.81 42.46 51.38
Jungle 43.62 51.16 53.34 58.11
Overall 35.33 42.10 54.82 61.19

Source: Authors’ calculations based on ENAHO 2007 and 2008.



Sistema Integral de Salud: Targeting Er

rors by Region

Leakage (% of SIS
recipients who are

Undercoverage (% of
eligible who are not SIS

ineligible) recipients)
Region 2007 2008 2007 2008
Lima 50.05 57.92 76.71 62.47
Rest of Coast 65.05 68.21 76.41 64.12
Highlands 19.75 26.25 62.39 40.00
Jungle 36.85 47.24 59.71 36.31
Overall 31.65 39.68 65.94 45.78

Source: Authors’ calculations based on ENAHO 2007 and 2008.

Vaso de Leche: Targeting Errors by Region

Leakage (% of VdL
recipients who are

Undercoverage (% of
eligible who are not vVdL

inel igible) recipients)
Region 2007 2008 2007 2008
Lima 59.81 63.87 79.65 81.68
Rest of Coast 66.34 59.59 88.36 86.26
Highlands 23.16 28.19 80.69 81.10
Jungle 35.21 40.77 77.53 76.72
Overall 40.77 45.10 79.97 80.65

Source: Authors’ calculations based on ENAHO 2007 and 2008.
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Appendix E: Urban-rural Targeting Errors in 2008

Comedores Populares: Targeting Errors, Rural vs. Urban

Leakage (% of CP Undercoverage (% of
recipients who are eligible who are not CP
ineligible) recipients)
2007 2008 2007 2008
Rural 36.92 42.50 97.84 97.63
Urban 53.79 52.6 97.38 95.96
Overall 46.22 48.58 97.64 96.92

Source: Authors’ calculations based on ENAHO 2007 and 2008.

Program Integral de Nutricion: Targeting Errors, Rural vs.

Urban
Leakage (% of PIN Undercoverage (% of
recipients who are eligible who are not PIN
ineligible) recipients)

2007 2008 2007 2008

Rural 29.6 3 36.14 43.26 50.89
Urban 48.98 57.15 73.00 78.30
Overall 35.33 42.10 54.82 61.19

Source: Authors’ calculations based on ENAHO 2007 and 2008.

Sistema Integral de Salud: Targeting Errors, Rural vs. Urban

Leakage (% of SIS Undercoverage (% of
recipients who are eligible who are not SIS
ineligible) recipients)
2007 2008 2007 2008
Rural 23.82 31.70 59.00 35.74
Urban 45.85 53.34 76.22 61.06
Overall 31.65 39.68 65.94 45.78

Source: Authors’ calculations based on ENAHO 2007 and 2008.
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Vaso de Leche: Targeting Errors, Rural vs. Urban

Leakage (% of VdL Undercoverage (% of
recipients who are eligible who are not VdL
ineligible) recipients)
2007 2008 2007 2008
Rural 26.97 31.91 78.13 78.85
Urban 55.65 59.32 82.56 83.23
Overall 40.77 45.10 79.97 80.65

Source: Authors’ calculations based on ENAHO 2007 and 2008.
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Appendix F: Near Poor Scenario Analysis Results by Region

CP scenario analysis by region: leakage to nonpoor i
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SIS scenario analysis by region: leakage to nonpoor in 2!

SIS scenario analysis by region: leakage to nonpoor in 2!
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Appendix G: Urban-rural Near Poor Scenario Analysis Results

CP ruralurban scenario analysis: leakage to nonpoor in 20i
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SIS ruralirban scenario analysis: leakage to nonpoor in 20
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Appendix H: Distribution of Leakage by Program, 2008

CP leakage in 2007, by per capita expenditure
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VdL leakage in 2007, by per capita expenditure
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Appendix I: Predictive Capacity of Welfare Index

Welfare index and per Capita expenditures in 2008 - Rural
(correlation: 61.9%)
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Welfare index and per capita expenditures in 2008 - Urban
(correlation: 62.8%)

7
1

welfare index
6
1

20 40 60 80 100
In of per capita monthly expenditure (in nuevos soles)

Source: Calculations from Peru's 2008 Household Survey (ENAHO).

71



Appendix J: SISFOH Cost-effectiveness Scenario Analysis

LEAKAGE STATUS QUO
Program Program budget, 1 1 ! Leakage to Cost of leakage, C‘;Zt:({ 'I:;;l:;g €
US$ m poor near nonpoor nonpoor’ % US$ m J
US$ m

Comedores Populares 38.8 0.51 0.15 0.34 34.0 18.8 13.2
Juntos 155.2 0.85 0.09 0.07 6.9 31.2 10.7
Programa Integral de Nutricién 166.2 0.67 0.12 0.21 21.2 70.0 35.2
Seguro Integral de Salud 134.2 0.60 0.13 0.27 26.6 53.3 35.7
Vaso de Leche 110.0 0.57 0.13 0.30 30.0 49.6 33.0
Total 604.4 2229 127.7

SCENARIO A: 1 percentage point reduction in leakage to nonpoor in Juntos and 10 percentage point reduction all other programs

Proaram Program budget, Leakage to Cost of leakage, Cotf)t:({ ’Ilectzjl;c’z‘g €
g US$ m -{ poor -{ near -'l nonpoor nonpoor’ % US$ m p ’
US$ m
Comedores Populares 38.8 0.61 0.15 0.24 24.0 15.0 9.3
Juntos 155.2 0.86 0.09 0.06 59 29.7 9.1
Programa Integral de Nutricién 166.2 0.77 0.12 0.11 11.2 534 18.6
Seguro Integral de Salud 134.2 0.70 0.13 0.17 16.6 39.8 22.2
Vaso de Leche 110.0 0.67 0.13 0.20 20.0 38.6 22.0
Total 604.4 176.5 81.3
SCENARIO A Leakage Cost-savings 46.5 46.5
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SCENARIO B: 1 percentage point reduction in leakage to nonpoor in Juntos 5 percentage point reduction all other programs

Program Program budget, ! 1 1 Leakage to Cost of leakage, COSt:‘): ’::?)I:;g eto
US$ m poor near nonpoor nonpoor’ % US$ m J
US$ m

Comedores Populares 38.8 0.56 0.15 0.29 29.0 16.9 11.3
Juntos 155.2 0.86 0.09 0.06 59 29.7 9.1
Programa Integral de
Nutricion 166.2 0.72 0.12 0.16 16.2 61.7 26.9
Seguro Integral de Salud 134.2 0.65 0.13 0.22 21.6 46.6 29.0
Vaso de Leche 110.0 0.62 0.13 0.25 25.0 44.1 27.5
Total 604.4 198.9 103.7

SCENARIO B Leakage Cost-savings 24.0 24.0

Source: Authors’ calculations based on MEF (2008) and ENAHO 2008.

Notes:
1. Total budget for program in
2009.

2. apoor is the share of budget received by the poor.

3. anear iss the share of budget received by the poor. Near poor are those above the poverty line and up to 120% of poverty line.
4. otnonpoor is the share of budget received by the nonpoor

5. Nonpoor defined as those with capita expenditures greater than 120% of the poverty line.

6. Leakage to nonpoor is % of recipients who fall in the nonpoor category.
7. An exchange rate of 3.3 nuevos soles per US$ 1 is
assumed.
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Appendix K: Variables Included in SISFOH’s Proxy-means Test

fuel used to cook

as music system
t he roof is most|l ma
under6years | |

household with dirt floor in the highlands
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Appendix L: Unique Socioeconomic Form

"y

VWONCUPAWN—ONXXSE<CHOW PO OVOZZTrAY4HIOTMOTO®>

ESCRIBA CON LETRA MAYUSCULA IMPRENTA. NO ACENTUE LAS PALABRAS, CORRIJA CON CUIDADO. MARQUE ASI

,l‘ MINISTERIO DE ECONOMIA Y FINANZAS
Direccién General de Asuntos Econémicos y Soclales

PADRON GENERAL DE HOGARES
FICHA SOCIOECONOMICA UNICA

Sistema de Focalizacién de Hogares

1. LOCALIZACION DE LAVIVIENDA | | I.ENTREVISTAY SUPERVISION | —
UBICACION GEOGRAFICA VISITA EMPADRONADOR(A)
1. DEPARTAMENTO 2. PROVINCIA 3. DISTRITO FECHA (dd-mm) RESULTADO VISITA (*)
PRIMERA +
4. CENTRO POBLADO CATEGORIA
SEGUNDA {
5. NUCLEO URBANO CATEGORIA TERCERA +
VISITA l JEFE(A) DE BRIGADA
UBICACION CENSAL I FECHA (dd-mm) RESULTADO VISITA (%)
6.ZONAN°® 7. MANZANAN® 8.N° FRENTE 9. VIVIENDAN® 10.;CUANTOS HOGARES 11. HOGAR N° PRIMERA +
DE MZNA. HABITAN EN ESTA /
= ¥ VIVIENDA?
SEGUNDA 4
Sr(a): HOGAR es un conjunto de personas sean parientes o no, que ocupan en su totalidad o en
parte una vivienda, comparten al menos las comidas principales y atienden en comun otras TERCERA
necesidades basicas, con cargo a un presupuesto comun. T
12. APELLIDOS Y NOMBRES DEL INFORMANTE N° ORDEN
REVISOR(A)
13. DIRECCION DE LA VIVIENDA FECHA (dd-mm)  RESULTADO REVISION (*)
TIPO DE ViA: i AVENIDA 2 JIRON 3 CALLE 4 PASAJE 5 CARRETERA 6 OTRO PRIMERA . 1 2
NOMBRE DE LA VIA N° DE LA PUERTA
- SEGUNDA :
BLOCK PISO INTERIOR MANZANA- LOTE KM, TELEFONO DEL DOMICILIO
TERCERA 4 1 2
RESULTADO FINAL DEL EMPADRONAMIENTO
PERSONAL RESPONSABLE RESULTADO (*)

APELLIDOS Y NOMBRES DEL EMPADRONADOR(A)

APELLIDOS Y NOMBRES DEL JEFE(A) DE BRIGADA

APELLIDOS Y NOMBRES DEL REVISOR(A)

APELLIDOS Y NOMBRES DEL SUPERVISOR(A)

DNI DEL EMPADRONADOR(A)

DNI DEL JEFE(A) DE BRIGADA

DNI DEL REVISOR(A)

DNI DEL SUPERVISOR(A)

FECHA (dd-mm-aaaa)

- -

() CODIGOS DE RESULTADO

1 Completa 5 No se inici6 la entrevista

2 Incompleta 6 Vivienda desocupada

3 Rechazo 7 Otro (Especifique) (Sélo para el
4 Ausente resultado final):

10000001 W
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Appendix M: Initial Design of SISFOH’s Functions and Processes

CIAS

Process Function

functioning of SISFOH.

Plannin a) Analysis and monitoring of the environment Approves Proposes
5 b) Elaboration of strategic and operative plans Approves Proposes
a) Design evaluation and optimization of the FSU Approves Proposes
b) Design, evaluation and optimization of households’ Apbroves Proposes
Development qualification algorithm PP P
c) Design, evaluation, and optimization of the system’s
Approves Proposes
processes
a) Process of implementation of the FSU Executes
b) Quality control of the information gathered in the Executes
Registr ESU
sIstry c) Consolidation of the gathered information Executes Executes
d) Administration and maintenance of the consolidated
Executes Executes
databases
a) Elaboration of the PGH, the qualification algorithm Executes
Qualification and double check with other relevant databases
4 b) Maintenance of the algorithm and of the PGH Executes
c) Issuance and delivery of notifications with the results N
of the application of the FSU Distributes | Executes
a) SISFOH’s performance analysis Executes
Monitoring b) Formulation of recommendations to improve
K Executes
and SISFOH’s performance
evaluation c) Elaboration of monitoring and evaluation documents
Executes
for CIAS
a) Elaboration and update of the normative framework | Approves Proposes
. : . s Proposes
Other b) Design and execution of training activities Approves Executes
functions c) Design and execution of a communications strategy
. . — Proposes
oriented to diffuse the characteristics and Approves Executes

Source: SISFOH (2009) based on R.M. N° 399-2004-PCM, norm that regulates SISFOH’s functions.
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