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PERU ~ PRIVATE INVESTMENT FUND

SUMMARY AND RECOMMENDATIONS

1. BORROWER: The Industrial Bank of Peru will be the Borrower
and will relend the A.I.D. loan funds to the Government of Peru
for deposit in the.Central Bank. The Government of Peru will
assume the repayment obligation or will guaranty the obligation
to A.I.D. The Central Bank will create and administer a Private
Investment Fund (P.I.F.) to be made up. of this A.I.D. loan and
Central Bank matching funds. State development banks, investment
companies (financieras) and commercial banks acting as intermediaries
will be utilized to achieve the desired distribution of P.I.F. funds.

2. AMOUNT: Up to $7.5 million for procurgment of goods and services
in the U.S. (up to $100,000 of this total will be available for
technical assistance to the Central Bank.)

3. DESCRIPTION OF LOAN: This loan is directed towards the expansion
of the agro-industrial sector of the Peruvian industry. Loans will
be made via the various intermediary credit institutions to private
industrial enterprises which engage in processing, packaging, or
preserving agricultural commodities (both food and non-food). In
addition, projects or services which provide major inputs to the
agro-industrial field will be eligible when it can be clearly
demonstrated that such projects are of sufficient scale to be
efficient. :

Project proposals requiring more than $500,000 of U.S. procurement
will be referred at an early stage to the Export-Import Bank to
determine whether or not the Bank is interested in financing the
particular project. In order to avoid potential competition with

the normal medium term export financing of the Export-Import Bank,
A.I.D. resources will not be made available for pure equipment financ-
ing (that is, where dollar loan funds alone are needed to purchase
particular pieces of equipment for an existing enterprise).
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The AID loan of $7.5 million will be matched by an equivalent
amount of Peruvian soles provided by the Central Bank to
complement the AID loan dollars and finance a portion of the
local currency costs of projects. The total fund of $15 million
equivalent should be committed over a two year period with
disbursements (allowing for engineering and construction etc.)
over a three year period. It is hoped that in the long run the
PIF will attract financing to other countries interested in
contributing to the further expansion of the private sectors

in Peru.

General allocation of the total AID funds will be established
from time to time tb ensure a broad distribution of the funds
among the, various intermediate credit institutions. Initially,
the commercial banks will be allocated up to 3.2 million of the
loan funds, the private financieras up to $2.6 million, and the
development banks up to $1.7 million.

The AID.loan witl carry the concessional terms of 40-year
repayment, 1% interest for the first ten years ‘(grace period),
and' 24% interest for the remaining 30 years.

PIF funds will be loaned to (or guaranteed by) the intermediate
credit institutions at from 8 to 10% per annum (the higher interest
rates applying to the longer term loans). The private sub-
borrower interest rate would be 12 to 14% (the current rates in
Peru for sole development loans) for terms of from 2 to 15 years.,
The GOP will assume the exchange risk so that repayments of sub-
loans will be made to the P.I.F. in soles, The intermediaries

will assume the credit risk for all sublending.

The Central Bank will create a three-man Review Committee to
manage the P.I.F. and will publish the regulations and operating
procedures governing the use of the P.I.F. to intermediaries by
means of bank circulars.

Projects proposed by intermediaries will be examined by the Review
Committee to see that the project conforms to provisions and
Regulations of the P.I.F. The Central Bank will also monitor

such things as the 50/50 shipping requirements and report periodically
on the expenditures made with loan funds.
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OBJECTIVES: The AID loan will be used to achieve the following

objectives:

(a) Provide medium to long~term financing without exchange
risk for priority agro-industrial activities.

(b) Provide medium to long-term financing without exchangs risk

to_encourage expansion of Peruvian, export industries (when
related togthexggricultural sector).xP

(c) Stimulate U.S. exports and expand markets for U.S. equipment.

(d) Assisti the Central Bank to ensure that priority industrial
activities are accommodated during the coming months when
the Central Bank's tight credit policies are likely to
continue.

(e) Assist GOP balance of payments hy bartially}éﬁbstituting PIF
financing for commercial and short—term supplier credits ==
currently obtained from non-U.S. sources by Peruvian industrialists.

(f). Encourage commercial banks to undertake medium term project
lending, and support and strengthen financieras.

EXTMBANK CLEARANCE: Export-Import Bank clearance has been obtained

for this project. Export-Import Bank will participate in the PIF
program to the extent they finance projects requiring $500,000 or
more in dollar expenditures. All such projects submitted for PIF
consideration must be cleared with Ex-im prior to final consideration
by the PIF. Ex-im will be given adequate time to consider whether
they want to finance such projects or not.

IDB and IBRD INTEREST: The IDB and IBRD have both declined to

undertake this project.

COUNTRY TEAM VIEWS: The USAID/Embassy in Lima supports this

project as being highly beneficial to industry in Peru and in
furtherance of the major effort now underway in the agricultural
sector. 1In addition, exports to Peru of U.S. equipment and
services will be increased.

STATUTORY CRITERIA: All statutory criteria have been met.

SPECIAL,_TERMS AND CONDITIONS: None.
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10, ISSUES: None.

11. RECOMMENDATION: A loan of $7,500,000 will be made to the Govern-
ment of Peru through the Industrial Bank to establish the PIF
-on the following terms:

8. Interest and Terms of Repayment: The GOP shall repay the
loan to AID in United States dollars within forty (40) years
from the first disbursement of the loan, including a grace
period of not to exceed ten (10) years. GOP shall pay to
AID in United States dollars, on the «lisbursed balance of
the loan, interest of one (1) percent per annum during the

race period herein above mentioned and two and one-half
%2%0 percent per annum thereafter.

b. The GOP shall deliver the proceeds of the loan in trust to
the Central Bank to establish the PIF; the Central Bank
shall act as fiduciary of the GOP ang operate the PIF
as agreed upon with AID,

C. Equipment, materials and services financed by the loan shall
be procured from the United States.

d. Subloans extended by the PIF .shall be made in accordance
with the Central Bank regulations governing the use of PIF
funds or as amendeqd by mutual agreement between AID and the
Borrower.,

e. Except as AID may otherwise agree, no PIF financing will be
made available for the processing for export of food or

PROJECT COMMITTEE :

Loan Officer ¢ CBuchanen USATD/Lima
Industrial Officer ; GLindahl USAID/Lima
Economi st ¢ GLamberty EMB/ECO/Lima

Legal Coungel : DFalk USAID/Lima
Advisor ¢ MGerson AID/W
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SECTION I - BACKGROUND AND ECONOMIC JUSTIFICATION

A, The Industrial Sector

During the period 1960-€5, the Gross Natlcnal Product
of Paru grew at an average rate, In constant prices, of 6.5% par
annua and this growth was largely paced by the industrial end private
sector, During the four-year period 1960 to 1964, for exaaple,
manufacturing increased 43% while agriculture and fishing increased
'by only 174, (1) During 1965 rmenufacturing accounted for 16.1% of
GNP, commerce 15,7% and mining 6,5%.

The private sector also plays en Important role %n
new capital formation. In 1965 total gross Investment aczsunied for
217% of GNP ard roughly four fifths nf this iavestment took place in
the private sactor. The industrial gector has also pleyed an importens
role In tha marked expansion of Peruvian exports of mining preducts
and fishmeal, The rapid development of the fIshing industry and
mariked increases in mining production, especlally copper, have lod to
a 547 Increase In exports during the perlod 1960.196%, (1)

In 1965, the total gross product of the mar{fazturing
sector (exclud!ng minling) totalloed tie equivalent of rougily $370
milifon. (2) About a third of the production was in the fosd pro-
ducts industry (including fishmeal) with roughly 12% in textilae,

10% chemiczcls, and 16 to 20% in basic metal productiocn and wmeotai-
vorking.

In general (with the exception of fishmeal) the
Peruvian manufacturing industry is largely directed towards the demes-
tic mactket. Tariffs on goods imported from outside LAFTA average
about 40 to 457 with somewhat less for the LAFTA countries, Tariffs
are higher on consumer goods, espeelally consurer durables, and
somewhat lcwer or capital goods; in fact, the ndustrial oroxation
law provides for varlous reductions in tariffs on capitel gosds and
{mportad rew materials. It is probably true that most

(1) 1963 prices
(2) Iu 1953 prices converted at 8/.26,80 per U.S,.$
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Pexuvisns beliere they have less o gailn from full participaticn in
LAFTA than do other vountriesy without the pressure of LAFTA, the
induatrinl g2stor of Powm wisht further develop elong the 1linzs of
doneaticallycariouted, tarifisprotected industifes,

In razent yaavs the growth in manufacturing has beon lead Ly
gxpaasicn in tha fishreal Industry, arcificial £ibers and toxidles,
leather goods, the chemizal induatry, end wetalevorking. Food
proces:.iag Industries generally have not kept pace, This expinsicn
has lazgely baen in the Limeofallao area, due principally to <ha
availebdlity of tnfragtructure cnd the prozimity of the markeci, As
of 1965, the (ina-Calleo even aceounted Zor 462,5% of natioral incconn
and onfy 229, of the population, In teims of output: of the mawu:facinrcs
firng sector alone, the figures reveal an even greater disparity: duriug
the lest few yeavs the Lima=Callao are:s has accounted for sbeut 557
of the annual value of all manufacturirg,

FoT ueny veers, Peru has enjoyed an excellent climzte for
private investment which generally accounts for the performance 2€ tha
private aector, With a complete absence of exchange contreis, 4
relatively stable cccncmy, and with adequate exports in relaticnship
To impoxxgy foreign cresis and direct favestment has been readily
avallatle,

Nevertheless, credit restraints Placed upon the economy by
the GOP to combat inflation over the past two years are being felt by
the industrial sector. This, combined with the belief held by a
number of them that the Peruvian 80l may soon be devalued, has made
industrialists cautious and investments more selective. It 1s hoped
that the P.I.F. can help both stimulate investments in new industrial
activities and keep general industrial expansion from stagnating.

With the exception of the Chimbote steel project, the salt
and tobacco industry, an oil company, and relatively mincr investe
wents by reglonc!l asuthorlites in fertilizers and cement, the govern-
ment has not Invested in the industrial £1eld; the GOP has, in fact,
recently cpened the tobacco and salt industries to privatz invests
ments, The industriel promotion law provides various incentivcs
(income and other tsx and impurt duty reductions) for a wide variety
of {nvestuents cutside the Lima<Callo area,

The bock value of U,S, direet investment in Perv has lLzen
variouzly estimated in the range of $500,million to $800 million,
Encouraged by a special get of inecentives (relating largely to
tariffs), Fordg Chrysler, General Motors and American Motors have
recently established sssembly plants in Peru,
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B, Agricultural Processing and Marketine and Exrcort

Industries

During the 1560.66 perlod agricultural production
has failern sligity behind the population growth of three percent a
year, and agriculture’s share of GLP has declined from 21% o 17%
althouzh 50% of the population sti1}l obtalnsg irs livelitood From
egriculturo, Agrilcultural Izports doubled in the first half o7 the
6G°s, increasing from $60.2 mi11ion in 1960 to $130.3 In 195 and
aboitt $140.0 million in 1966, Since 1960 agricultural exoorts have
climbed oniy slightly from the $150 milllon level attalned tiat
year, and agriculture’s share of total exports have declined from
35% to an ascimated 22% in 1966.

Tha impiications of tha relative stagnatisn of the
agricultural sector in terms of economic growth, saclial davelonment,
and an increased domestic market have led AID in Peru to categnrize
agricultural development as its highest priority. The GOP, AID and
other international‘agenc!es are attacking the producticn sida of
this problem In terms of agricul tural credit, technical exCaicicn,
frrigation; and &ceass.road constructlon, ete., hut a gr=2ater offort
is clearly needed on the processing and marketing sida,

USAID has preparad a loan proposal for assisiance in
the fisld of agricultural marketing for the Lima ares, Inis croject
will be administered by the Banco Industrial in collaboration with
CONAP (Government Agricultural Marketing Agency) and will finance
primarily tihe construction and equipping of such faciliries as
central warehouses and retall supermarkets. Because of ths nzture
of the agencies edministering the program, and because of thz need
for a systematic approach to the entire marketing problem (wich a
possible high technical assistance/feasiblllty study coxponent), the
AID marketing loan could not appropriately include financing for
private sector Projects which involve pProcessing of agricultural
cormoditles, Nevertheless, somso method of promoting and financing
an increased private sector partiecipation in food products process-
ing 1s clearly required if farmers, fishermen, etc, are to bs assurad
of a steady market for commodities and if the spreac betwsen the
relatlvely low prices received by farmers and the high prices petd by
consumers is to be reduced,

It 1s virtually fmpossible to estimate th: amcunt of
investment that could be forthcoming in the agro-~industrial seator,
However, a few rough estimates wi1} suggesat gome order of magnitude,



The investment in fixed essets in thke food srocesw
sing (excluding fishmeal), beverages, leather working, and wood-
Ferking industries --all closely related to agriculture-- ca: be
rougly estimated at (1) $180 to $280 milllon in 1963. IF thase
agricultural relatad tndustries are to expand by 5 to 10% a yrar,
it would suggest a financing need on the order of $9 to $28 allifon
ver yaar, In additlon to such direct industrial invastmant, any
affective agre-industilal program should provide financing Zar the
relatad actlvities or services such as refrigeration Eacllizlias, etc,

The expansion of export industrles will alse be an
objective of this loan, (Approximately ona third of its precueds
may be used for tHs purpose.) The rapid inerease In exports Irom
Paru experienced in the early 60's ended in .196% Exports in 195
wore at approximately the came level as In 1964; in 1966, the volume
of exports remained about the same but value increcsed by about 15%
bacause of high prlces for metals, especially copper end an increase
in the U.S, sugar quota, A major reason for export stagnation is
limivation of supply and International demand. Fishmeal production
is already at the highest lavel consistent with maintalning supply
ovar the longer run; increased mining production will demand new
investments (large amounts of which are presently contemplatsd) and
new production takes a* ut flve years to begin to bring subk=ntial
rsturns, Low international prices have affected cotton, sugar and
fishmeal exports. Making P.I.F. loans avallable for export industries,
particularly those producing non-traditional items for expor?% . vhich
show prospects of significant forelign exchange earnings can hulp
stimulate the flasging export sactor,

C. Credit Sources and Demand in Peru

The domestic sources of credit cvailabla to “he private
sector Include tha commercial banks, the stata development banka (In.
¢ustry, Mining, Agriculture), the mortgage and housing banks, the
sutual savings and loan assoclations and a fow privatc financierss.

The relative Ipportance of these credit sourcaes can
be seen from the tabie below:

(1) This ls an extremely rough estimate based generally on the
Industrial census statistics of 1965, It may wall be conserv-
ative,
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CREDIT OUTSTAMI:ING . Dec. 31. 1965 - Billion of Soles

Coumercial Banks 14,5 (4,3 to Industry)
Banco Industrial 2.8
Banco Agropecuaslo 3,2
Banco Minero 0.4
Baneo Hipotecario 1.4
Banco de la Vivienda 0.4
Mutuales 1.2
Financleras 0,7
Tot.l 2406

In terms of financing industrial projects, howevar, the
only relevant domestic cradit sources are the commercial banka, the
Banco Industrial del Peru, and the private financleras. Ther: is
really no developed money market and the insurance companies, govern.
ment pension fund, and mutual savings and loan assoclations do not
lend to industry. In recant months one of the financieras (Poruinvest)
and one of the "Construcilon banks™ arTanged to sell S.yaur hbonds
taking advantage of cartatn tax-incentives asgsoclated with thusc
instruments but in both cases there was a peripheral guaruntes to
re-purchasa the bonds prlor to caturity glving them t“e charucreriu-
tics of a skort-term loan. Except for this 1imitod t/pn of access
to the moncy mar'zat, thero is no real nmavket for wodlur. and lurgz-ternm
industrial debt., Tha stock market s open for 13 oinutes par ¢ay and
{3 virtually non-operativa,

The lloited role played by the commerclal banks In {inan-.
ing lnduatrial expansion can be approclated by noting that losna ty
Industry constituted only 4.3 Lillfon Soles (5160 asillilon) of thelr
total portfollo (14.5 billlon Soles, 3540 sillfon) and to a large
extont, thuse funds flnance cngoing working-cepltal requlireseints as
opposed to acw {nvestnent. Furtheroore, commerclal bLanks are
linited to loans of up to one year duration and tend to lend only
vhen "adequite” socurity or personsl guarentess are avellablec. Tuts
latter policy tends to concentrate the credit on a Jlultec nuter of
cllencu and dfacouragus the banks frum lending based o Pinarcial
projectlenn. In past years a portion of nev Incustrial expanata.,
has been flnanced through the sxpansion of commmrclal Lank credlr,
Notwoen 1961 and 1969 coztmrcial Lank credit to Industry ({n (urrent
prices) expanded by roughly 230%. However, progran of tncycaead
oredit restraint by the Central Bank hae, In recent montlia, acvere}y
curtalled chis crdit expanston (See discusston of Contra} hark §n
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As shoun im Table IV, U.S. exports of major capital
goods to Peru have suffered a relative decline in recent years,
This decline 1s partly attributable to an increase in trade between
Peru and other Latin American countries and partly attributatie %o
competiticn from Europe and Japan which, by the late 1950%s tad re-
covered from the effects of the War and were competing vigorcusly
in terms of quality, price, and finracing.

Such competition has been stimulated szill further
during recent years as European and Japanese companies conduct
aggressive salea gampaignl,succeed in closing transactions promptly
and offer cash loans to complement financing of equipment purchases,
The companies are now participating in a wide variaty of medium and
long-term investments. The projects can be generally divided into”
two categories: those that have GOP backing (these carry the GOP
repaymant guaranty) and those that do not,

Projects in the first category usually are public
sector projects (rosdas, steel mill, etc,), but frequently private
or mixed cwnership projects having special importance and/or socfal
implications (i,c., private hospitals) are included. In many cases
these projects require local cost financing in addition to equipment
imports, Therefore, forefgn compantes interested in selling the
equipment for the projects usually obtain participation of their
respective governments and are able to offer "package deals", Data
gathered on these credits by the Project Committese showed terms
varied from 7 to 9 percent interest with repayment periods of from S
to 13 years. Grace periods of 1 to 3 years are often allowed, Ale
though P, I.F. financing will go strictly to the private sector, note
should be taken that there has been an abundance of these "arrange~
ments"” entered into over the past few years aud they are increasingly
going to represent a heavy debt servicing burden,

The second category of projects includes the in-
dustrial type such as those that P,I.F, will be financing, Generally,
all these supplier credits are done with the export insurance of the
reapective foreign govermment's export promotion agency., They
normally  carry interest charges of about 67 to 7=1/2% payable in
dollars or other hard currency, Repayment periods usually are 3 years
but occaesionally are given for 4 and 5 years, There is general agree-
ment on the part of Peruvian importers and industrialists with whom
the Project Committee discussed this matter, that these supplier
‘oredits are very costly, Even if apparently attractive terms (actual
example: 3 years, no interest) are offered it ias general knowledge



TABLE W
ZERUVIAN IMPORTS BY MAYOR TARIFF GROUPS AMD U:S. SHARE ~ 1060-1964 -~ CIF Value in Millions of Solas >/

1960 1961 1962 1963 1864
Non-gzecu-.gcal Machinory
and Apparctus Total 1,820.7 2,413.8 3,099,2 3,002.3 2,905.1
Prem U,S. $32.9 £,225.5 1,377.4 £,372,7 1,365.0
v.S, %4 51,2 50,6 44,4 45,7 47.0
Elestrical ic’niner‘; and
Apparatus Total 558,0 898,7 1,175.8 1,277.9 1,160,4
From U.S, 276.4 355.4 %23.9 "422.7 ’370.9
0.5, & 40,2 39.5 35,2 33.1 31,2
Iron & Stoel Mill Products
Total 606.1 729.3 838.1 70%.4 772.3
Frenm U,S. 194,7 203.3 170.0 127.46 137.% 0
U, 5. % 32.1 27.9 20.3 18,2 20.4 c
:
Manufactures of Basa Matale
Total L4658 339.8 587.0 616.4 623.5
From U,S, 158,8 19,8 197.2 189.0 212.6
U.S. % 33.7 33,5 33.6 30,7 34,1

1/ One Poruvien Sol equalled U. S, $:).037 &n 1960, V.S. $0.0373 in 1961, 1962, 1953 and 19864+



that high finceveing charges will buried in the final purchase price,
The Central Bark has no good recoxd of Ghese tracsactions. Gross
statistics arc submitted by commercial banks (not financleras) om &
montiily basis to the Superintendencia de Bancos giving only the total
values of Soveign transactinns conducted during tha menth. Terme of
these credics are not tabulatad so no figures are available on the
total foreign debt servicing burden of thz privata sestor cver the
next Tew yeaxrs. This situation is attributable to the free forelgn
exchange polivies which have prevailed in Peru.

The Project Committee was, therefore, ol:liged to
obtain data directly irom importers and bankers during the Intensive
Review, After (xamining the informstion on these credfts, given
above in sunmary form, and after ccmpsring them with the P.I.F,
kerms, the Project Committee believes indications &re that the P.I.F.
cradit terms will be quite attractive to Peruvian investors and
P.I.F, financing wiil serve to swing rew husiness &ntc the orbit of
the U,S. exporter, From the Central Bank’s point of view the Psl.r»
dellars will be welcome assistance to ease the private sector axternzl
debt burden and thus help reduce the growing pressures ca the Peruvian
#ol,

In the final analysis; the fact that the GOP is
assuming the exchange risk and suboborrowers will repay loang in
soles indicates that P,I.F, financing will compete morkRSER lzzeign
suppliier credits and result in Madditiou.liry® for U.S. exports to
Peru, All foreign suppliers ucmand repaynen.. in hard currency
(usually doliars),

Es Central Bank Monetary Policy and the FoIsFo

Since 1953 the Central Bank has followed a tight money
policy, establishing high reserve requirsments (69% for new sol
deposits, sol accounts and 100% for new foreign exchange deposits)
for commercial banks and chamneling most new private sector credit
through the state development banks to productive investments,
Compered with 1965, dur{ng which credit to the private sector
increased by 25,7% (public sector by 82,31), private sector coredit
expansion in 1966 increased by 11.8% (public sector by 41.8%).

For 1967 the Central Bank has progresmmed another year
of tight credit. The high reserve requirements, under which the com-
mercial banks are almost "loaned up", will be maintained and the most
productive uses will be sought from credit expansion to the private
sector,
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In the context of such a fonetary program, thn
P.L.Fo 18 looked on by the Central Bank as an ideal instrumen’: for
achleving two objectives, First, the P,I.F. finencing forms a
part of the credit expansion contemplated for the private sector
vhich can be directed to productive investments, And second, this
expansion can be done through the private sector intermediaries
(state development banks weve mostly used in 1966) thereby easing
someuhat the very tight credit situatfon into which banks have been
forced by resexve requirements,

Fo Goals of AID Industria} Credit Program

Given the above background and analysis, the follewing
general goals of an AID credit program can be atated:

1. Seector Goals

The program should provide financing for, and
encourage the development of, agroeindustrial projects {n the private
sector and expand export industries significantly eaxning forzign
exchange, To the extent practicable, the program will finance
investment outside the Lima=Callao area,

2o Institutional Goals

The program should encourage the Industrial Bank
to undertake a more aggressive promction effort in the agroeindustial
field, It should strengthen and support development banking oper-
ations of the private financierss to provide a more diversified bage
for industrial credit within Peru, It should, to the extent possibie,
encourage the commercial banks to move towards expanded "industriale
development™ types of lending. It should offer encouragement where
feasita to the development of new financlal institutions in the
interior of Peru in an effort to mobilize local resources,

3. Export Promotion

The program will assist and fidance the growth
of U,S., exports to Peru,

4. "Macro-Economic" Goals

in view of a potential period of credit constraint,
the program will encourage and assist the Central Bank in channeling
available credit to more productive uses, The program will also
develop a channel for long-term foreign credit to industry to offset
the mounting reliance on suppliers credit and short-term foreign
bank financing,
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SECTION II - ADMINISTERING AGFNCY (Central Bank)

A. The Central Bank

Responsibility for establishing the P.I.F. and supervising
its operation rests with the Central Bank (Banco Central de Reserva
del Peru). No new legislation is required to create the P.I.F, which
will be established pursuant to a trust agreement to be signed between
the GOP (Ministry of Finance) and the Central Bank.

It is the country's only baik of issue and exergises
significant powers in determining monetary policy and regulating the
nation®s banking activity, Originally chartered by law in 1932, the
Central Beak now operatzs under a 1962 law which expanded its powers,
altered its capital struature and consolidated the numercus amende
monts made to its founding leglalation.

The Bank?'s authorized and paid=in capital is 50 million
soles, all of which 1s subscribed by the Peruvian Government, The
Bank is governed by a nine-man Board of Directoxrs consisting of three
directora selected by the President of Peru (one of whom presently
gserves as the Bank's Prasident)$ one director elscted by the Govern-
ment development banks; one elected by the commercial banks in Lima,
one by the regicnal commarcial banks; one each by the National
Agricultural Society and the Natfonal Industrial Society, and one
jointly by three Chamber of Commexce organizations.

In addition to determining the money supply and
effecting the coinage and issuance of currency, the Central Bank's
principal functions include shoxt-term lending to the Government and
fts development bank's and, under specisl circumstances, to commercial
banks and individuals, It also determinas the resarves to be main-
tained by banks, controls interest rates, re=discounts commercial
paper and fixes the re-discount rate; undertake open market operations,
determines foreign exchange policy, renders clearingshouse services,
and acts as depositary of the Government and as its representative
to the International Monaetary Fund, the World Bank and other inter-
national £inancial institutions,
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The increased powers of the Central Bank have enabled it
to influence recent monetary developrant in Paxu, and the Bank has
attempted to uge these powers to broaden the avajlabilfity of credit
while resiating excessive inflationary pressures end naintaining
adequate foreign exchange reserves, Bank circulsrs issued since
1962 have limited to 127 per annum the maximum interest rate charge-
able by comuercial banks, and to 7% and 5% per snnum the interest
payable ong raspectively, time deposits and savings deposits. The
Bank racently prohibited the 17 interest previously peid by commercial
bank on sight deposits and authorized an additional 1% charge to be
wade for all diascounting of commercial paper. The Bank's rediscount
rate has been relatively stable in recent years, at the present time
being 9-1/2% for commercial banks, 2 to 4% for developrent banks and
2% for the government, :

Since 1962, the Bank has gradually reduced from 52% to 29%
the basic reserve which commercisl banks are required to maintain
against thelr deposit lisbilities. However since 1965 marginal re-
serve requirements have been modified several times with the result
that the present -eszive resvirement for new sol deposits 1s 69% and
for dollar deposits, 100%. The Bank required commercial banks to
deposit with it Government bonds as securlty for credits from the
Bank in an asmount equal to 5% of such bank's capital and reserves.

A large part of the Central Bank’s extension of credit has
{a the past been to the Government, Due %o the volume of Govern=
went borrowing from the Bank in 1957 and 1958, the smount of
Tzeasury oblizations whish may be discounted by the Bank in any
one year was limited by the 1962 law to one twelfth of the Governe
xzent®s ordinary revenues for such year, and all such cbligations
must mature within 90 days and be paid by December 15 in each year,
Nevertheless, as a result of budgetary deficits in certain raeceat
ysars, such as 1964, the Bank lent additional funds to the Governo
ment by alternative means, such as purchases of Govermment bonds
g‘n‘: direct advances, resulting in increased issues of currency by

Bark,
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The Bank has bgen very instrumental in enabling ?eru
thus far to maintain one of Latin America®s freeat systemng
governing foreign exchange transactions,

As shown in Table I, the total assets of the Central
Bank amounted to $500,000,000 at the end of 1966 and capital and
reserves over $3,500,000, Table IX shows that the profits of
the Central Bank have averaged between $2 and $4 million dollars
over the past three years, In view of the Brnk's financial
strength and its excellent reputsation in international financial
circles there cen be little doubt of ita ability to manage the
P.1,Fs



iold and FX

osns & Discounts
To: Domn®L Banks
To: Dev®l Banks
To Gov't

nvestaesnts
Kher Assets

Total

CONSOLIDATED BALANCE SHEET OF PERUVIAN CENTRAL BANK

As Of December 31, 1963, 1964, 1965, 1966
_m—

ASSETS

1963 1964 1965 1966
3,489 4,028  4,364,1 3,871
6,979 6,244 7,001 8,416
(97) (28)  (108) 241
(1,165) (1,321) (2,009) 1,229
(3,717)  (4,895) (4,884) 6,934
754 754 945
186 434 646 466
9,408 11,450 12,765 13,699

TABLE I

Capt. & Reserves

Bank notes in
circulation

Deposita

Inttl Mcn't
Fund

Other Int?]l Inst,

Foreign Currency
Deposits ’

Forward ssies of
Forn, Exch,

Other Liabs,

Total

LIABILITIES

1963 1964 1965 1966
53 65 83 9%
5,884 7,186 B,440 9,481
2,307 2,925 2,848 2,748
754 754 754 945

3 14 12 4

37 58 84 112

o 121 258 -

370 337 286 315
95508 11,4580 12,765 13,699

QCI-



Income from Interest and
Commissions

Expenditures:
Interest Payment
Salaries
Directors! Remmerations
Contributions
Administrative Costs
Penzlties & Provisions

Profits

1% -

TABLE IT

CENTRAL BANK STATEMENT OF PROFIT & LOSS
(thousands of soles)

1963 1964 1965 1966
141,100 191,826 163,732 138,235
£2,723 12,865 91,860 107,153

5 3.0 - -

27,989 33,830 37,887 41,649

212 259 258 302

3,765 45899 4,561 4242

16,766 18,198 34,685 19,766
160990 15,277 14,868 21,194
Lot wge aen gow




-15-

SECTION III - PROJECT DESCRIPTION

A. Structure of P.I.F.

The A.I.D. loan will be made to the Banco Industrial,
as Borrower, at the most concessional terms (40 years, 10 years grace,
1% interest for 10 years, 23% thereafter). It is necessary to
use the Banco Industrial as Borrower since it presently has the
necessary borrowing authority and neither the GOP nor the Central
Bank may borrow directly from A.I.D. without Congressional authorization.
The Central Bank has given assurances that the Industrial Bank will
be only a channel for the funds which will immediately be reloaned
to the GOP on identical terms and on the condition that A.I.D. may look
solely to the GOP for repayment of principal and interest on the
loan. There is presently in the Peruvian Congress a proposed law
to grant general borrowing authority to the Executive in the case
of loans frcm "agencies" (including A.I.D.). If the law is passed’
before the Loan Agreement is signed, the loan will be made directly
to the GOP. The GOP will place the A.I.D. funds in the PIF to be
established by the Central Bank as trustee of the GOP.

The Central Bank will add to the $7,500,000 A.I.D. loan
a.. equivalent amount of local currency (soles) increasing P.I.F.
capitalization to $15,000,000. Such Central Bank contribution will
be made available on an annual basis and in accordance with the
estimated needs of th~ Fund. Exchange risk on repayment of the
A.I.D. loan will be assumed by the GOP.

These funds will be made available through "intermediaries"
(state development banks, financieras and commercial banks) to the
private sector for the expansion or modernization of agro-industries
(see definition Section B). The A.I.D. loan dollar will be divided
between these intermediaries at the outset roughly in the following
proportions:

Development Banks %1,700,000
Financieras 2,600,000
Commercial Banks 3,200,000

Total %7, 500,000

These intermediaries will be responsible for appraising
projects and will assume the credit risk.
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A Review Committee consistiang of 3 members will be
established in the Central Bank to review and approve proposals for
P.I.F. financing received from intermediaries.

Ine P.I.F. funds will either be loaned to intermediaries,
as in the case of the state banks and financieras, or will be loaned
directly to sub-borrowers on the guaranty of commercial banks. The
interest rate to sub-borrowers will vary as follows: 12% for two
year loans, 13% for loans from over 2. to 5 years, 1% for loans from
over 5-15 rears. For P.I.F. loans all intermediaries will be
entitied to a 4% spread in interest rate to cover administrative
costs and prcfit. This same spread applies to commercial banks
guaranteelng projects. Therefore, the Central Bank will be lending
P.I.F. resources at 8, 9 and 10%.

B. Eligible Activities

As discussed above, the agro-industries will be the
primary activities eligible for P.I.F. financing. The definition
used by the Central Bank (and approved by A.I.D.) for agro-industries
is as follows:

"Those industrial activities designed to transform,
[ eserve or otherwise process any animal, vegetable,
or other organic materials generally derived from
agriculture, livestock, poultry and edible fish
production.

"With respect to food products, preservation includes
such operations as canning, pickling, freezing,
dry.ng, packaging, etc."

An illustrative (not exclusive) list of these activi-
tles prepared by the Central Bank in consultation with the National
Institute of Industrial Promotion (INPI) and the Peruvian
Industrial Bank is included in Annex IV. Other projects to be
agreed upon by the Central Bark and A.I.D. may also be eligible.

The second priority category will be those "agro-
industrial" enterprises producing "inputs" for the agricultural
sector (e.g. hand-tools, pesticides, stc.). However, these
industries will not be generally eligible unless it can be demonstrated
that the project can operate effectively without sufficlent tariff

protection.
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4. Whether a participating financiera meets the Central
Bank qualification test. (See Section III D2).

5. Whether the proposed project will receive excessive
tariff protection and become a "hot-house" industry.

6. Whether the proposed projects include #$500,000 of
dollar costs and therefore must be submitted to Eximbank for their
consideration prior to further consideration by the Review
Committee.

In addition the Central Bank will keep tabs on a number
of items not connected with specific project reviews such as:

1. Whether the A.I.D. 50/50 shipping balance is being
maintained.

2. Whether the general allocations of P.I.F. funds between
development banks, financieras, and commercial banks are proper in
light of demand for and movement of funds or whether slow moving
funds should be shifted.

3. If P.I.F. activities are receiving adequate and periodic
publicity promotion throughout Peru.

4. Through post-audits and spot checks the Bank will police
P.I.F. operations to ensure that the funds are used as authorized.

After having approved an operation for P.I.F. financing,
the Review Committee will notify the intermediary concerned and
authorize it to utilize the A.I.D. loan dollars by opening a letter
of credit in favor of the U.S. supplier under one of the Letters of
Commitment issued by A.I.D./W to U.S. banks. Local currency will
be drawn from an account set up for this purpose in the Central
Bank.

Reporting to A.I.D. each quarter on P.I.F. operations
will be the responsibility of the Central Bank. USAID intends to
hold periodic review sessions with the Central Bank to discuss
the P.I.F. and resolve any problems which arise.

The Central Bank will obtain AID approvals for any trans-
actions involving more than $250,000 of A.I.D. loan funds. The
Central Bank will obtain Eximbank clearance before financing any
project including $500,000 or more of dollar costs.
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Such approvals will be obtained by the Review Committee
in writing from USAID/Lima at the time it is conducting its
review. In the case of Eximbank clearance, the Review Committee
must receive notice in writing or by cable that Eximbank is not
interested before proceeding with final approval.

Intermediaries will be required to furnish the P.I.F.
Review Committee with quarterly reports giving, in summary form,
information regarding the projects being financed by P.I.F. Such
reports will include data on amounts disbursed to a project, status
of equipment imports (if equipment ordered, received, or installed),
percentage of physical completion, etc,
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D. Farticlpating Intormedisries

Yo obtain wido dispersion of P,I.F. resources and flexi-
bility in taeir application, utilization of P.I,F. monias will be
onen to (1) the threu government devolopment banks (2) selected fi.
nancieras (investment companies) and (3) commorelal beanpks,

General allocations of A,1.D., loan doliars between thase
groups will be made by the Cantral Bank as follows:

Developmeat banks $ 1,700,000
Firencieras 2,600,000
Comzercial bankg 3,200,000

TOTAL $ 7,500,000

Usa of P.I.F. funds within the general allocations wil) be
on a "first come first served" basis subject to consideratiors of
priority project categories, atz, These allocations were dacided
upon by the Centrai Bank and tha Projicct Cowmittoe after extensive
discussions vwith the intermediaries coacarned to estimate each sroups
absoxtive capaclty over a two year poricd. The Central Bank will
have the right to modify these allocstions after consulmtion with
A.I.D. 1f it appcars that one group®s allocation is rot being used
as rapidly as anticipatod. It is worth pointing out that the thrae
stato developrent banks ara recelving a rvelatively small share be-
causa of (1) the availability of BID lsan fundy ¢o the Industrisl
Bank (2) the genmerally rather slow paca at which these banks precoss
loars and (3) special interest of the Central Bank in encoureging
comrercial banks to do more appraisal banking.

1. GOP Davelopmemt Banks

a, Bautco Indu_g_t;_rlal del Peru gnxr;

The Banco Industrial will be the main recipieat
of P.I.F. resources allocated to the devalopment banks. Orgznlred
as a mixed public (80%)/private (20%) entity in 1935, this bark is
the principal sourte of mediim to long tarm industrial credits.
Roughly half of all bank credits outatanding to industry are frca
the BIP, Its resourcesfrelude: (1) Equity of $22,000,000 (21%
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ralsed by public offering). GOP recelves no dividend on its
shares vhich are purchaced with revenues from a 1% duty on all
non-food imports. (2) Four IDB loans totalling to data $15.5
million; a balance of about $3.0 million 13 as yet undisbursed
on the last BID credit made in mid-1963 for $7,000,000. (3)
Central Bank advances totalling $15,000,000 as of year end 1965.
(4) Speclal credit lines (3 year) for flshing Industry from pri-
vate U.S., banks totalling $24.0 million, (5) Speclal GOP ara-
dit to fishing industry viaz BIP for $8.2 miilicen. (6) "Depogits
on current account" for clients and cormmorcial banks totalling
$6.0 millton,

Its lending terms for 1ts own funds (in soles)
are: loans cen be msde for up to 10 years (usually do not ex-
ceed 3 years) at maximm Interest of 12% freo of all taxes.
loans to tha jungle carry 9% interast. Subsidized small incuatry,
promotion loans carry 6% interest.

IDB loan funds in foreign exchange are subloaned
ususlly for 5-10 years ag 4% far Zrae world aquipment puxchasas
wicth the exchange risk being taken by the subcborrower, .
Most equipment purchiased undsr BID lcans comes from Germany znd
Italy. The Baneo Industrial extends its operations to tha in-
terior of Peru through oight strategically located Regional Banks
which represiot it to clients, Small loens up to 5/:160;000
(about $3,700) can be made by Reglonal Banks using Banco Indusg~
trial funds without referenca to Lima. All loans above this
amount must have Lima approval,

In ganeral) locans from BIP are limited to 30% of
borrower?s assets and first mortgages are usually required om
all tangible asgets,

b. Banco de Fomento Mmﬂo

Thils bank formed In 1931 lends principally
for agricultural and livestosk production on short, medium and
long terms (up to 20 years). Interest ratos vary from 7% to
13% depending on the size of the loan (13% for loans in excess
of 200,000 Soles - $7,463)., The Agricultural Bank is entiraly
government owned and has capital and resserves totalling over
$20,000,000. It adminlsters throe A.I.D. loans to the GOP
for agricultural credit vhich total $24,600,000. A loan
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from the IBRD for madiwm and long-term agricultural and livestock
credits totalling $15,000,000 was granted in 1965, In the opinion
of the Project Committae only a small amount of P,I,F. resources
will move through this bank, but the Bank has the legal authority
to finance food processing operations conducted by agrisultural
producers and in response to interest shown by bank offictals in
expanding such activities it has been included aa an eligible
intermediary,

C» Banto Minero del Peru
M—

This bank serves the national mining community in
Peru. That 1s, it can operate only with Peruvien companies which
limits its activities to the medium and small sized companies, I
has been in operation since 1941 and is ent {rely state owned,

Its loan terms range typically from 3 to § years
with interest rates varying with the amount of the loan, Interest
rates vary from 5% (small mining company promotion subsidy) to 117,

for sole loans over $37,300, A commission of 1% %8 charged in
cases where special services (i.e., letter of credit transactions)

are required. The demand for P.I.F. funds by Enco Minero is
expected to be extremely small or non-existent.

2, Financieras

Over fifty finaaclaras exist i{n Peru serving a varfety
of investment functions. Most of these are in no way strong enough
to undertake operations with the P,I.F, nor have any experience in
anything but high cnllateral and high intereat, commercial transo
actions,

It 1s estimated that the eligibility test for finan-
cleras, as set forth below, to be applied by the Central Bank will
exclude all but about 6 to 8 or the most reliable financiercs,
Eligibility, a3 determined by the Central Bank and A,I.D. will be
based on (1) minimum paid in capital of $500,000, (2) maximum ratio
of debt to net workth of 4:1 and (3) a demonstrated ability for
appraisal banking and a reagonably diversified lending experience,
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Finarcieras ave not ragulates by banking lawe as
are commerclal banks. /As a ecasaquenca ti3y can land for more
than ore year and charge interesic in excess of the 14% allowed
by law (plus cormiszions, taxes, ete,) to commercial banks,
Many financiera operations cerry interest charges of up to 30%,
Since they are not required o disclosa tielr books to the Su-
perintendancia da Bancos, no precise statiztics are available
for firancleras. The higher interest charges are, in several
rospects, justilicd considering: 1) investments made by Fiman-
cleras are often 7edlum torm. 2) Investmmts made by fi.
nancleras are oftem for relatively high-risk operations for
which :cumerclal or developuent bank finazsing could not be
obtalined,

Tha largest and most dynam$e financlera in Paru
is PERUINVEST whose total assets on Juno 30, 2966, emounted tc
over $16 milllon. 1Its loan portfollo Zot:lled almost $11 mil-
licn or that sama date. Its capital stoex 1s held by a numbe:
of U.S. and Swiss banks, a fow individusls and the Banco Con-
tinentzl of Per: (a Chase Manhattan subsiiiery). PERUINVEST
hag fnitlated gome equipment leasing txanzactioms and with P.
I.F, flnanelng could do wore. Tha IDB griated a loan of
$730,0C0 to PERUINVEST in 1663,

The zecond hrgest financiera 16 Financiera Perua.
na, S. A. assoclated with Payu’s largest sommerclal bank, Banco
de Crécito; it hasz 2 loan perefollo of roughly $6.1 million.

_ A number of srwa’ler financieraz, such as Inversice
nee Abarzay, have intapest in axpanding thoir nmedium to long
tarm pertfollo and have gocd equity bases to do so, (Inversic-
nag Abancay paid-in capital reprssects absut 85% of total age
sats,)

Althcugh many ef the financisras would 1ike to
contrituta mora to ithe expansion of now §3dustrial activitiaes
and Paruvis development genarally through ilong Cerm lending,
the high cost o foreign bank fisaneing obliges Cham o operate
largely in shoif-teim, mora-prafitable cormerrial operations,
The loriger tern P.I.F. financing will ailsw theso institutions
to carry out taym operations without haviag to incur the high
cort ferelgn bank and supplier obligations., P.I.F, financing
will be doubly attreetive sires financior:s normilly pass on
the exchange risk te ciicats when foralgn purchases are invol-
ved,
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3. Commarcial Bsnksg

A1l comiercial banks ¥1ll ba eligible to perticipate
in P.I.F. Linancing aince, unlike tha finnncieras, thoy are re-
quized to cdhere ‘sirietly to banking laws acd reserve requiremaats
and report on thalr activities to the Superintoendeacia de Bansos.,
By 2aw, commercial banks have never besn parmittsd to wzke loans
for longer than one year.  CGuarantea operations, en the othar hand,
cen be carried out for longer perieds with the approval of thae Sue
pexintendencis de Barcos, This latter procadura will be amployed
fox P.I.F. opersticns vith corrorcial banka.

The one year lending 1imit has not completely res-
tricted the banks from serving the longer term lending needs of
their clients. Refinancing debts on a yearly basis is s falrly
common practice as 1s permitting clients to meke sizesble over-
drafss.

Although no modifleation to the banking 1lew %3 needed
o mcoke P, I.P, sublosne over ong year, tha Central Bunk eonsidaers
thiz lew outedated and would 1ika to g2e 1t changad,

Ag cammorcial banks ingrsase their tera lending using
P.I.I. regources, tha Contral Rank hopee to demonstrata tha of-
fectivae role which ¢oemarcial banks can play in the devslopmont
eflort 1f permitied to do zs, In this way support fosr modifying
the law ¢an be obtalned,

Cormarclal banks In Peru have “ended in 2ha past to
lend only agains: tho pledza of "adequate" security or porsonal
guarantees. Neturally, this polley has concentrated ionding on &
1imited numbar of favored clientz with good credit rating and
discouraged banks from landing on the basis of project appraisalg,
Tho Centzal Dank hopes to braak this habit with the P.I.F. by pro-
viding the finencing nasded by Industrialists on attractive terma,
These indugtrielists will turmn to their commerclal banks to obtain
P.1.F. financing obiiging those banka, in a senge, to appralse pPro-
Jects $o most roquircments of tha Central Bank, The interest rate
sprsad allovad (47) should bo attractive emough anyway to encourage
coxmercial banks to got Iinto projoct apprxalsals,
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A 1l1st of the commercial banks in Peru with some
statiatics about each 1s given in Table III,

Eight commercial banks, atrategically located throughe
out Peru are set up to operate under a 1959 banking lauv as Regional
Banks, These banks are agyressive and emsure that, to the extent
possible, complete f£inancial and administrative banl:ing scxvices
are available to all parts of the country, Each bank hes a reglon
of responsibility., Converastions hava been heid by the Project
Comnittee with scveral of these outlying banks and on each occasion
considerable enthusfasm was shown for the P, 1.5, financing oricnted
toward agro~industrial expansion,

Besides acting as commercial banks, these regional
banks represent the Banco Industrial throughout the interiorx,
Racently (1965), authority was delegated to these banks to act
independently for the Banco Industrial in loan approvals up to
100,000 soles ($3,700), Above this smount £ina)l decislong m:st be
made in the main office of the Benco Industrial in Lima,

Since the reglional banks will be required to staff up
before they will be in a position todo appraisal banking for
relatively large projects, it is not clear yet the extent to which
their initial enthusiasm will be converted into projects submitted
for PIF financing, If they do respond will to the incentives
afforded by ths PIF, these regional banks could be tnstrumental én
stimilating significant amounts of agro=industrial sctivities in
the interior of Peru,
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COMMERCIAL BAIKS ]
Ysar of

Commarcial Banks Fbundigg
Banco de Credito du:i Peru 1889
Banco Popular dol Peru 1899
Banco Interascional del Pory 1897
Banco Continental (affiliate
of U.3, Chass Mhnhattan Bank) 1951
Banco Wizse Ltdo, 1943
Banco del Prograso 1961
Banco Comarzial dol Deru 1947
Banco de Lima 1952
Banco Union 1932
Baneco Glbson, S.A. 1928
Caja de Ahorros de Lima 1868
Banco de la Industi-la da la
Construceion 1965
Regicnal Banks
Banco Nor.Pary (Trirjilio) 1961
Banco Regional del Norte (Plura) 1960
Banco Rsgional dol sur Medio (Ieca)1962
Baneo del Sur del Pezu {Arequipa) 1962
Banes Ruglonnl dal Centro (Husn.

eayo) 1961
Baneo de los Andas (Cugso) 1962
Baneo Axazonieo (Tjuitos) 1962
Banco de Ahorro y Pregtamo (Tru-

Jillo) 19¢4
ggraigg Banke
First Fational City Pank - U, 8. 1920
Banco de londzes ¥y America dei
Sud, Ltdo. {Engianc) 1936
Tha Royal Bank of Canada (Canada) 1925
The Bank of Tokyo !Jopan) 1965
Bank. 7 Ameri.a .. 1.8, 1966

+As of December 31, 1965,

Numbay
ctf
Offices
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149
140
89

42
28
23
22
18
19
26
18
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Millionsz
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81

35
35
43
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20
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Es PaI,F, Lendigg Terms and Conditions
h—-_

b
1, Terms to Sub barrowers..

The £inal interest rates charged sub=borrower will be
12% for two year loans, 13% for loanas of over two to five year-term
and 14% fcr loans over five yeara, No commissions or other chargaes will
be added by the intsrmodtartag,

Although 12 to 137 are the higheat lending rates
employed by the state development anks and considered the develcop-
ment lending rates, the Central Baak decided tocharge a slightly higher
rate of 147 for the longest term PoI.Fo money considering it to be good
banking practice in view the fact that it carries no M,0,V. obligation,

The present cost of loans from con nercial banks in
Soles is currently rumning at about 18 to 20% per annum, The legal
interest rete is 13%7 on overdrafts and 147 on loans and discounts,
The government atamp tax of 0,97 p2r quarter adds a cost of 3,67 per
<noum to these basic rates, Prior discounting of interest, compensa-
tory balances, and other techniques tend to add 1 to 3% to borrowing
costs. Ther» is a 2% stamp tax on mortgages which tends also to add
to the cost of borrowing,

The govermment stamp tax of 0.9% per quarter charged
for each banking transaction (up to a maximum of 3,6%) will be wsived
for all PoI.Fo' financing, The Central Bank has authority under
Law 9140 to make such exemptions,

P,I.Fs subloans will not be mede for less than 2 years
nor longer than 15 years, Undoubt2dly, most projects will have terms
of under ten years but 15 years is being allowed as a maximum in case
4 project §s initiated under difficule conditions, such as being locatad
in the Peruvian "selva", and required such a repayment term,

The repayment term of any subloen will be generally
related to the pay-out period of the project, Grace periods granted
sub-borrowers will be related to plant or equipment start-up time.

The Project Committee believes it desirable to keep
the PIF lending criteria as uncomplicated as possible so it can be
easily understood by both sub-borrowera and intermedieries. Should
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experdence dictate some other arvargement of texms of eubeloans ox
evon interest sproads for participating intercediaricss Ao I.D. and
the Banco Central will consult to decide mutually on modif£4cations,

2, Subeloan Limitatiqgg

PsLoFs f£inoncing will not exceed 70% pf project necds
but investzents in existing assets can be considered in ths aaalysia,

. Working capital will ccme frem the. local curzercy
vindow of the P,I,F.frem funda provlded by tha Central Banly, but'only
vhen fixed assets are alsobaing f£lnsnced in a project. Working capital

financing to meet up to three months needs has been decided upon ag
the maximum amount allowable,

?rojects lnvolviag less thon $10,000 of UoS. procuze=
ment will not be financed co as to aveid interfering with eptabliishad
UoS, supplier=importer realticnshlpsa,

Local cuvrrency necded for a project will be 2fmited
to the equivalent vatue in goles of the equipanent being purghaced une
less the Central Bank agrees otharwise.

That 1is, if the value of equipment ond services needed
for plant expansion is $50,000 then the equivalent of $50,000 is the

maximum amount that the sub-borrower can obtain in local currency

from the P.I.F. unless the Central Bank agrees otherwise. This provision
is consldered a necessary safeguard due to the very great demand for
long~-term credit in soles and the need to prevent sub-borrowers from
procuring a reletively inexpensive plece of machinery in the United States

and requesting unreasonsble amounts of local currency from the P.I.F.
for general use.

It 1a belicved that in gcre casea the intermadiarizs
will help good clients and not excmine too closzly the dollax/aol
"miz" ia projects and simply posa on the proposal to the Centzal
Berk Review Committee, Taia provision will warn a proggective client
that approval will have to be obtained for larse cmeunts of locni
currency end ag the some timz iree the Revlew Committee frem - -the
tagk of checking the dollar/sol "aix" in coch caae,

3o Intczest Rate Spread to Trtemmadinrien

Intermedlaries will be given a gpread of 4% on
Py IsFs trancactions,

Cn the basls of c¢onvernations with ccomercial bankers,
financiera officers and development benk officials, the Project Com-
mittee concluded that this oprcad was adequate to cover administxative
costs of intermedlaries and, at the same time, be attractive enough to
provide &n incentive to participate in P,I,F. operations,
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SECTION IV - LOANS FROM IDB AND TERD

The Inter-American Development Bank has made the followling
loans to Peru for industrial development:

Amount To Date Status (at Feb. 1967)
ga,soo,ooo Industrial Bank 10/62 Disbursed
5,000,000 Industrial Bank 12/63 Disbursed
27,000,000 Industrial Bank L4/65 3,000,000 undisbursed
1,000,000  Industrial Bank 6/65 800,000 undisbursed

$ 750,000  Peruinvest 11/63 $109,000 undisbursed

- IDB 1s now engaged in an evaluation of 1ts previous four
loans to the Banco Industrial which it will complete before congldering
a fifth loan of aporoximately $10,000,000. All these IDB loans are
for foreign exchange costs (Free-World procurement) of machinery re-
quired for all types of industrial expansion. Most of the procurement
according to BIP officials has been from Europe (Germany and Italy).

The IDB has expressed some concern over the fact that the
GOP will assume the exchange-risk for this loan and has not done so
for the IDB loans to the Banco Industrial. IDB fearsthat A.T.D. loan
will be more attractive and slow down disbursements under its loan.
The Industrial Bank does not expect this loan to interrupt the reasonably
gocd disbursement rate of the TDB loan, particularly since most Dro-
curement with IDB funds is from Europe. While we anticipate diversion
of business from European to U.S. exporters under this loan, the A,I.D.
loan 1is directed at only the agro-industrial ang export sector and
can fill only a relatively small portion of total industrial needs; also,
for reasons of price, suitability and the 1like there will remain a sub-
stantial demand for European exports to all sectors of Peruvian industry.
Turthermore, A.I.D. believes that there is a substantial job to be done
to stimulate development of agro-industries and Peruvian exports and
that this can only be accomplished with the type of lcan we are propos-
ing.

The TBRD has not made any loans to Peru for industrial expan-
slon.
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SECTION V - IMPACT ON U.S. ECONOMY

During the current period of credit restraints which ara
likely to be stiffened, it is expected that the P.I. F. loan funds will
be in demand and move rapidly. Furthermore, with the P.I.F.
financing terms and repayment periods being so competitive with
other foreign credits to the Peruvian private sector, thers is every
rezson to expect this loan to quickly result in $7.5 million in imports
from the U.S.

Following the procurement of U.S, equipment will, of course,
come the requirement for continued purchases of spare parta.
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SECTION VI . JIPLEMENTATION PLAM

A. Schedule of Bvonis

Follewing loan authorisation, tho USAID Capital Dovoldpe
mont Offtco ond logel Ceunsel respestively will propare Izplee
montation lattor No. 1 end tha loan agrocmant. Ioon negotlations
and signlng will bo conduated in Lima by USAID oficiala.

Concorning tho dotalls of how tho P.I.F. vill operate,
the Central Bank will publish a civcular, the draft of which 1is
included horoin as Ann-x II, ©o oil intermadiarles.

in the opinion of the Frojest Cciraitten condltions piae
codent to disburscmzat eon be mct withln threa wonths after lcam
sigﬂln;',.

The P.I.F. resources can probably be allocated to projects
within 18 months and the A.I.D. loan fully disbursed in about fwo
years. USAID will maintein close contdct with the Central Bank
Review Committee and monitor progress. Frequent visits to project
sites will be made by USAID loan officers to spot check on end use
of loan funds.

B. Small Busipgasz legificaticn

Duo to tho fact that only adoquately olaborated propc-
gals can b2 prosonticd to tho Central Pank by invermodlaries, tha
solaction of cquipment and cupplicyw wi1l, in moat cages, alzrzady
have boen mado by tho prospsciiva cudhoryoizzd vaon tho Contral
Bank congidarz a project. Ia sema innksacas 1= miziit be that the

atoaticn of equipc-nt w3 mada in ccia idoratlon of the nsad €o
cacure compatibility with equipmant aircady instalicd. Az a Ta-
guit, Central Dank compllanco with the Swall Business Notlfiseticn
{SEN) requlzeomont would be pointlicos and wizlaading to U.S5. ctip-
pliors cnualng Cthel URICCISIATY {rconvenicnes  in attenpting to
coupate. In &ddizion, tha dalays imohozeant in follcwing thoe formsl
SBN procodura cosld ssriously hezpor repid digburscmcnt of tho lean.
Such delays may woll ba dawnging Lo a project (rotard production,
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start up, etc.) resulting in additlonal costs to the gponrsors,

Condloring the siwilerity of ¢heso clrsumstances with
those invelved in many developzent banlk opsrations fox which the
SEN regquirements hat boon ¢zceslonally waived (Sco AIDTO A-143 to
Managua), the Projoct Cormittee belleves that sguch a walver 1z
Justifled for this lcan, Instead, a goreral notice to Swali-
Businesa' could ba .mace in the Cozmerca Business Daily following
this loan's authorizaticn. Such a netice would cover in datail
the P.1,.F, objectives, deseribe tho oligible sectors, projeci:a,
etc., and advise U.3., businose men that the funds will be made
avallable through comzmorclal btan%s, finsncicras and state deo
velopmont banks in Peru. To cusure adzquata disemination thia
notice could be reposted a atgber of times in the Commarce Busie-
ness Dailyand small business circulars,

Hondling the SBN im this wey w111 halp streamiinag the
P.I.¥ approval process at ihe Centroil Lank level, .

SECTION VIT . TSSUES: None

SECTION VITI ~ COUNITICHS Al COTREHANTS

a, Tao GOP shall dolivesr the proceeds of the loan i trust to
the Central B,nk ©o establich the P,1.7.5 the Central Bank
skall act as Ziduciary of the GOP and operate the P.I.F
az agrezd upon with AID,

b. Equlpmont, msterials and nervices firancad by the loar shall
be prozuraed from the Unlind States,

c. Subloans extended by the P.I.F, shaall be made in accordance
wlth the Contrald Bank rogiiatlons governing the vea of P.I.PR.
funds o as amanded by mutual agreszont between AID ard tha
Borrewarr,

d. Except ag AID wey otharvlse egraee, no P,1.F., financing will
by made availablao for thio prceesslag for export of focd or
feod conmaditios currently fcundé in oxceas supply on vworld
mazlots or for tha pxocassing for export or domestic cons: D
tion of any agricultural cormodity, other than food or fead,
currently in worid sugplus,
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FRAMEWORK FOR A.i.D. PROGRAM

Objuctive 8

U.S. assisance to Peru is properiy viewsd in the context not
ouly of the i{raditional Inter-American political institutions which
bring the two couentries together but also in the context of thx very
close ¢rade and commercial relations that axict. The U.S. is ut
oncs Peru's best customer and largest supplier buying about 4¢
percont of all Peru's exports ard selling roughly ths sarne parcent-
age of Peruvian {mports, U.S. private investors have on ths order
of $500, 000, 000 izvesiad in this country, and profit remittanceas 2 -
broad from Paru (with the baik going to tha U. 8, ) currently run to
more than 100 million annually,

Beyond these commarcial intsrests, the U.S. ho2s an import-
act stake in the success of the economic and social modurnization
procass initiatad by Prestdent Belaunde, Internal stability, economic
viability, snd political development compatible with U. S, policies
and objectives depend to a larga degree on the success of that pro-
cess. Accordingly, the objoctives of the A.I.D. program are, first,
to support Peru's efforts io create improved economic and social
opportunitiss for the presuntly disadvantaged half of tte population
living in 2 subsistence economy, and secondly, to establish an insti-
tutional base -~ public and private - for sustainzd economic and social
growth in Peru.

The Setting_

Peru has many of the assantial fogredients for a meaningful
attack on ths constraints which hold half the populaticn of this nation
in poverty evan while maintaining the outatanding economic perform-
ance chalked up over the past decade. Peru has a democratic,
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reform-~minded government which believes in the goals of the
Allinnce for Progress and is deeply committed to development
and progresa.

Peru is traditionally a private enterprise economnr, The
private sector has done a remarkable job over the past dacade in
giving Peru cne of the highest aggregate growth rates in Latin
America. That growth, however, has been ill-diastributed with
the urban coastal areas sharing fully in its fruits and the tradi-
tion bound peasants of the Andes benefitting little, if at all,

With over two years of his six-year term still bafore him,
President Belaunds is as determined as evar fo move forwazrd
on a broad development front. The Alliance for Progress is view-
ed, nct only as & source of potential external resources, although
that is importast, but also as 2 commitment to internal reform
and progress. Specific accomplishments z0 far include the pas-
sage of basic agrarian reform legislation, the first municipal
elections in over forty years, aud the initiation of 2 community
development program to strangthen small communities and local
governments,

Notwithstanding the mzny favorable factors, howsver, Peru's
economy 18 not yet sufficiently strong nor adaptable for its govern-
ment to be able to mobilize the quantity of capital, technical and
human resources which will be needed to support the major effort
which the size and urgency of the problems requirs. If, however,
Peru can reasonably count on substantial external as sistance from
the United States, in collaboration with the internaticnal leading
agencies and European countries, it should be able to achieve a
developmental push on a scale sufficient to put it well along towards
the solution of its most urgent problems. The consequent advantages
to the U.S5. in tarms of political stability, national and continental
economic growth, and success of the Alliance for Progress in South
America's third largest Country, would be considerable.

UNCLASSIFIED
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Growth Pattern

Peru's per carita incoms has Increasad by more than 40 perx.-
ceat since 1950 and by 25 percent since 1959. Tha growk performe.
ance of the past saven yaars haa on avarage, then, mozre than mat
the basic Alliance target of 2.5 percent par capita per yoar, even
while population was growing by nearly thres percent per year ..z
remarkable performance sustained by very high levels of domestic
savings ranging around 20 paxcent of gross product on the averapga,

It §s in respect to the quality or structure of growth thet hea
been achicved that the Peruvian record is clearly deficisnt. The
expansion in overall output reflacted in the nationzl statistics wag
produced (apart from the mining contribution) alrost eatirsly by
the modern export agriculture, fiehing, mznufacturing, and com-
marce of the Coast, and the bensfits of growth have, in turn, been
very largely retained on the Coast.

One of the most significant and basic deficianciss that has be-
come increasingly acute over the years is that in agriculture, food
production for domestic consumption appears to havae stagnated over
the past 15 years., As a result increases in food prices conatantly
lead upward the general rise in prices while food products are a
constantly growing share of Peru's import bill,

While investment has been high, it has been heavily concentrat-
ed in directly productive and largely export-oriented activities and,
to a lesser extant, in urban construction. Investment in basic aco-
nomic and social infrastructure has, especially outatde of the Coast,
been a2 small pert of the total, and very slight indeed in relation to
Peru's needs at the present stage (n the development process.

The GBEI

The problem of underdevelopment ic the past and economic
growth in the future --and this applies in particular to increased
public sector investment --. can be stated analytically {n terms of

UNCLASSIFIED



UNCLASSIFIED
Annex I, Page 4 of 8

gaps in human and financial resourcesz. On both fronts, ths problem
in Peru are sizeable.

As 1t concerns the 2ability of the Government to effectively mobi-
lize it3 human resources to implement the public investment program,
substantial administrative reforms are envisaged in the key ministrias
of govsrnment including Firance, Dsvelopment, and Education. To
cope with the shortage of skills, a growing amount of resources is
being davoted to formal education. Furthermore, the technical as-
sistance programs of A.I.D., the FAO, and other organizations add
measurably to the available pool of skills.

On the financial side it i8 clear that higher investment (public or
privata) requiras iargaer savings (voluntary or forced). Recognizing
the nead for more public funds, the Bslaunde administration embark-
ed on a series of revenue raising measures after its inauguration.
This has included two successive boosts in the transactions tax, bring-
ing the rate to five percent; an across-the-boz2rd increase in import
tariffs, plus additional duties on certain luxuries imports; and new
or higher excises on some dorhestic products, including notably alco-
holic beverages. But the expsrience of the past three ysars has de-
monstrataed that Peru's basic tax structure will have to be overhauled.
It is impossible te pyramid rates much farther on the present archaic
tax structure with its 1arge component of earmarked taxes, heavy re-
liance on indirsct levies, vulnerability to foreign trade fluctuations,
profusion of minor levies, general complexity, and inadequate admin-
istration.

The inability of the present tax aystem to capture a proportionate
share of the growth in national income has forced the government to
turn to domestic borrowing to get the resources to finance its programs
as the following table shows.
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Public Sector

Revenues, Expenditures, and Savings

Percentage of GNP

1963 1964 1965

Curront Revenues 18.3 17.9 17.1
Current Expenditures 15.8 16.1 15.7
Curraent Savings 2.5 1.8 1.5
Domestic Borrowing - .7 1.3
(Including change in
cacsh balances)
Public Investment 4.4 5.9 5.8

THE BALANCE OF PAYMENTS

The underlying strength, and it is considerable, in the Peruvian
balance of payments lies in an extraordinarily diversified natural re-
source endowment. The catalog includes semi-tropical fertile (whon
irrigated) coastal lands, an abundance of rich mineral resources cloee
to cheap ocean-going tramport and a unique combination of cliraats and
current which make Peru the leading fishing nation of the world., These
assets mixed with significant home-grown enterpreneurship ard govern-
ment policy hospitable to foreign investment have generated a ro:qark-
able increase in exports. From 1950 to 1960 exports more than doubled
rising from $198 million to $440 million and the gain in export value
from 1960 to 1966 was equal to the gain of the preceeding decade, Aftar
stagnating in 1965 exports rose again in 1966, but imports ross even
more rapidly.

It is, however, easy to overstate the strongth of Paru's forafgn
balance. Quite aside from import demand which has generally kept
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pace with the growth in exports, investment income runs to more
thana ter percent of the valys of Peru's exports. Such outpRy ' Tants
coupled with more than matchicg ocutflows for freight and insuranze
have put the current account of the GOP into deficit in 17 of tr.3 iast
14 years and five of the past oixz years,

indeed, ths current account position has deteriorated in each
of the past six years, 1964 excopted,

Currant Account

Balaace of Payments

(millicas of dollars)

1961 1962 1963 1964 1965 1946

Exports 510 556 555 685 %87 791
Imports =429 -478 .515 .513 =846 742
Freight & Insuzance =53 =63 -63 -75 -85 <102
Investment Income 63 -66 =72 72 ~77 =123
Miscellanecus 27 15 14 ~]1 -5 =11
Current Account

Surplus (Deficit) «8 =36 -81 14 <126  .189

Thers is no reason to extiect the trend in current accourt ¢t re
verse {tself over the next few Y&are; on the contrary, thas weisht ¢
the evidence points to an increcsing need for foreign capital, riviic
and especially public to maintain equilibrium in the balance oi pay -
ments.,
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Summary Balance of Payments

(millions of dollars)

1961 1962 1963 1964 1365 1963

Balance-Current Account =8 .36 81 14 -126 ~189
Net Public Loan Receipts «4 20 47 59 63 145
Private capital, and other
non-current items 53 28 64 -38 36 14
Surplus (deficit) on 41 12 30 35 (~27) (;30)
which: '
Centrzl Ranle 34 6 18 25 15 (<22}
Cther Financial Inst. 7 6 12 10 (-42) (-&)

Public Investmeant

Total public sector fnvestment has rissn over sixty psrcent during
the paast thres years, but the share of it which is financed by public
sector savings has fzllen to practically sero.

Available estimates of investmeat by sector in the pre-Delaunde
year of 1962, and in his first full year in office 1964, show that outlays
in agriculture 2nd school construction doubled; that hospital and rural
medical centers expendiiures tripled; and that transportation (highway
construction) investments reached a peak of almost one billiorn sclas,
equal to 5% of public sector current revenues. Looking to the future,
public investment will continue to rise with the larger share of the
increase programmed for the same sectors --agriculture, highway,
and education.

Even as the Government continues to invest in bricks and mortar,
it {s conscious of the need for sustained inputs into human resources.
The President's principal vehicle for effecting social change in its many
facets -- education, local government, personal motivations, and expec-
tations --1s Cooperacion Popular,
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Ioan Terms

The disbursed portion of foreign public sector debt has cisan
from $16! million at the end of 1960 to an estimated $574 million 2t
the end of 1966. Projectad annual dabt service requirzmenia for
1967 point to a burden of roughly 12 parcent of projectad sxports.
There is every expectation that the debt burden will risa rayidly in
the noexi few years, Indead, the World Bank estimates thzi svan i
Perua takas on new dabt on terms in uge by the internationzl lenders
the debt service will still rise to mcra than 15 percent of projected
export volume by 1976. I A.L D, and othe= agencies loan on teime
significantly skorter than their minimum, there is a raal pro:pect
that debt service by 1970 could reach 20 percent of prospective ex.
rort volume, ‘

Most of the projacts included in the Peruvian investmen: prec-
gram will yield sukbstantial returns, but in many cases only ovey a
iong payout pertod. Further, the infrastructure investrments which
will raceive priority -- education, agriculture, roads -- oiten rield
a significant part of thair benefits in the form of so-called external
economies (by way, for example, of expanded opportunity or ;:reater
efiiciency for the general Fublic) or {n a form (impravad hzalth) which
cannot be cirectly translated irto {ncome, It is adminictrativaly ¢if -
ficult to lev, user charges to pay off such investments and ic addi.-
tion the social objuctives whick tha public investment scrvas deaarve
strong support.

For a zombination of reagong, then, balance of piymenis, tha
type of public investmsat envisioned and the end which it ssrvas, tha
Mission believes that minimum loan tarms ars fully wacrantai for
Peru,
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DRAFT CENTRAL BANK IESQEQIION
Part I : Statenent Announclgg the FIP

With the participation of internationsl dsvelopmaent
org:nizations. and tha cooparation of the Government of Peru,
the "Fondo de Inversiones Privedas® hereby 15 established -sithi:
the Banco C=ntral de Reserva del Perd, The Fund is viewed aam ¢
valuable {ratruient in providing the financial intarmediaries in
the Peruvian economy the incentive to remove existing £inancial
bottlanecks in the fingncing of private investment projaec:is in
order to facilitate the non-inflationary, sustained, and balanced
grouth of thea economy,

Par: Il : Specifica of Operation of the FIP

(1) Purpose of the Fund:

The resources of the fund are to be used to help finunce
sound private investment prajects in thoge sectors of the Peruviin
e@conomy lacking adaquate financa.

(II) Sources of the Fund:

Badowmznt funds denominated in foreign currency in aruunts
needed to finencz the purchase of machinery, plant, 2quipment, ree
materials, and taechnical assistance abroad 43 wall as part of the
local (soles) ccst will be provided by international and national]
davelopment organizations. Thase funds will be deposited in an
account to be called "Fando de Invarstones Privadss™ (FIP) at the
Central Reserva Benk. The funds required for local expenditurcs
("matching funds") will be gensratad by the central Reserve Bar:
€8 an fntegral part of {ts wonetary progrem and depcaited in the
FIP aceount st the Bank.

(ILI) Operation of the Fund:

A customar seeking a loan will spprosch thz financtal
intermediary (Comnerciasl Banks, Banocos de Fomsnto or Financieras)
with his request for the loan and supporting documents,
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lent at the legal rate of interest and, belng conjoined with the
development efforts of the FIP, shall be free from tha stamp tax.,

(VI) Distzlbuticn of Revenuves Between the Financial Intermadiarias

and the Central Bsnk

ény loans grantad undar the Fund will assure the pariizipat.
Ing financiel intermediary a revenue on that portion of FIP funds disa
tributed in a glven loan of 4% on project financing and 2% an the
financing of capital 2quipment imports for an already opera:ing cnter.
prise. 1/ Yhls revenue i3 Infendsd to cover the administrative cnst
of tha financlal Intermedfary in processing the loan application,
provida a sinking fund agalnst “he possiblilicy of custower defauls on
the loan, and provide a profit for the intermediary,

The remalning portion of the ravenue from the loan involv-
ing FIP resourcias will accrue to the Central Bank. This revenue is
intended to cover the Central Bank’s administrative cost for running
the fund, pay the interest charge on the imernational funds borrowed,
and provide a profit to the Central Bank. This profit will be re-
Investad to augment the Fund's resources and Is to be viewad as a
working reserve within the FIP and, simultaneously, as a fund agalnst
the risk of exchange devaluation.

(VXI) Responsibiiities

(A) Rasponsibilizy of the Government of Peru will be the
exchange risk on dollar resources distributed,

(B) The responsibilities of the Central Reserve Bank shail
include:

1/ Once the fund is in operation, the rates given in (V) and (vi)
= above w1l be subject to changa at the discretion of the Central
Bank as credit and market conditions and the movement of FIP

funds dictate,
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(1)

(11)

(111)

(1v)
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advertising the fund to the publie, the commer-
clal banking institutions, Bancos de Fomanto,
and Financieras;

processin: the loan application:

The Central Reserve Brnk will astablish a Review
Committee to administer the FIP, The Review
Committee shall consist of two members of the
Board of Directors and one Fund Officlal from tha
Central Reserve Bank, The Reviev Committee will
have a full-time staff of bank emplsyees to process
the loan application and supplementary information.
Thls staff will be headed by tha Fund Officlal of
the Central Bank, The granting of a loan will
require as a necaessary condition the unanimous
congent of the three members of the Review Commit.
tee.

distribution of funds:

The Central Reserve Bank will have the responsibi.
l1ity of distributing the endowment funds, thesa
funds to be used by the intermediaries and borrowvers
within the 1imits of the general directives issued
by the Review Committea,

Aquarterly evaluation by the Central Bank of the
allocation of Fund resources within the sectors of
the economy and of the efficlency with whieh these
funds are belng used §n accomplishing the objactives
of the Fund,

Responsibilities of the Financlal Intermediaries

Those intermediary institutlions wishing to participate
will be responsfible for:

1)
(11)

advertising the fund to the publie

fully processing the customer®s application and
presenting the application together with the aup-
plementary information required by the Central
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Reserve Bank's Review Comnittee for a decision
on the loan application. This supplementary
information shall include:

a) A commercial feaslblility study of the proposed
project.

b) A technical feasibllity study of the proposed
project. This study shall contain recomrenda.
tions as to the amount and type of technical
assistance desirable for the project, the avall-
ability of such technical assistance sources
(domestic or foreign), and the cost for this
assistance,

c) Proving to the satisfaction of the Central Eankts
Board that the loan will Tepresent a net adéition
In their balance sheet for the sector concerned.

(111) Guarantee

The financial intormediarias are required to guaran.
tee on their own resources (an "aval") the repeymant
to the Centwm Bank of FIp resources (both the Intar-
national and matching funds involved in loan), 1In
the case where discounting procedures are used to
free the funds, the participating financial instizu.
tior will be required tu Supply the usual commercial
guarantee on the discounting operation,

tv) A pertodic progress report should the loan be granted.

Participation of the
AID) in the FIP

Memorandum Concernin the for

Part III:
Intaernational Developmant

Outstanding among the problem areas that have developed in
the Feruvian economy has been the relative stagnation of the agricultural
sector (real output increasing by only 12% during the 6-year period
1960-66), the Inflation that has ocurred in this sectpr (80% during the
6-year perlod), the necessity of the economy to tum Bportation of
foodatuffs and related agricultural products to meet lts needs, and the
subsaquent strain this has put on the balance of payments of the economy,
A second problem has developed in the manufacturing sector. Although
output in the manufacturing sector has increased substantially during
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the pexriod under question (an incressa of 67Z from 1960 to 1966), the
Increase largely has been concentrated in selact aress, This, &n the
face of broadly rlsing demand for manufactured goods in the economy,
has rasulted in inflationary pressures \n this sector (85% during the
6-year perfod), imports increasing over &« broad range of manufactured
products furthsr increasing the precsures on the balance of payments,
and, more importantly, a failure to lay the base for vhat many consider
to be the tong run solution to the balance of payments problemy, namely,
the eventual exportation of nanufactured goods,

Fondo de Inversionas Privadas
M

Tha Agancy for Intematicnal Davelopment has indicated its
willingness to help Paru in its development efforts by initially endow-
ing the PIP with a llne of credit for Uss million for a term of not
lees than 40 yoars,

(I) Uses of the Fund

(A) Primary use of the AID funds will be towards increasing
production in the "agro-industrial™ sector of the
Peruvian economy, 2/

(11) Project FPinancing under the Fund

The customer generally will be required to finance approx-
imately 307 of the total cost of the projact. The resourcas of the FIP
will be used to finance the remaining cost of the project, approximate-
1y 70Z. In the case of AID, it 1s understood that the initial endow-
mont of funda mey be used solely to purchase imports (machinery, equip-
mant, raw material, etc,) from the United States. Because of thu nature

2/ "Agro-!ﬁduatrial" activity may be fdefined as an investment designed
~ to tranaform, preserve, or otherwise process animal, vegetable, or
other organic material.
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of the projects to be financad within the FIP (c.f. (I) rbove), it

is estimnted that, except In the casa of financing tha importation of
capital equipnent for a previously operating entorprise 3/, ¢t the

70% of the total cost of the project to be financed from I'IV ru.ources,
the incldence of AID funds wilthin this 707 generally will amcunt %o
least one-half (50%) of the total vnlue of the loan. The remalring
portion of the total coat of the project will be financed as czcdit
and market conditlons dictate though matching funds end tie use of

the fron resarves of the participating Inatitutions.

(I11) Opsration of the Fund

A customer seeking a loan will approach tha financlal
intermadiary (Commercial B %t brnecos de Fomento or Flnancieras) with
hls =equest for tho loan/: s .Tting documents,

Tha intermediary will be required to study the project for
its commerclal foasibllity and eligibllity for financing under the
FIP, These studles will be submitted to the Central Benk for erpioval.
The Central Bunk Review Committee will judge on a losn application on
a "first come, f£irat served"” basis among the commerclal bankc, Beicos
de Fomento, &nd Financleras and on the basis of the commerciol feusibi.
11ty end oligibility of the project for financlng under the AID grmant
with consideratlion being pald to the previous alloeation of FIF
resources (c.f, (II))., Should the Contral Bank decide fovoruhly o~
the application, tha funds will be freed for lending by the interiadi.
arias,

(IV) Special Qualifications

Special qualifications on the use of AID loan funds are
that the minimum size of a loen financed under the FIP involve nox
less than US¢lO 000 and that all loans requiring bSOO 000 or more
in dollar cost must be submitted to Eximbank foir their considera*ion.
A notice of rejecticn must be received from Eximbank tefore the FIP
can approve such loan.

i/ It is understood that the greater portion of the AID funds will
be used in the area of project finencing rather than in the area
of financing the importation of capital equipment for an already
operating enterprise.
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CHECK LiST OF STATUTORY CRITERiA

(Alliance fqr Progress)

FAA S, 102, Precsutions that
IO ¢

have veen or are being talken

fo assure that loan proceeds
are not diverted to shorte
term emergency purposes.
{such)as budgetazry, balance
of .payments, or military
purposes} or any otioer
ruYpose net esgsential to tos
countryls longeerange
cecnomic development,

Information on
oeasgures taken to utilize
United Stgtes Government
excess personsl property in
lieu of the procuremni of
now items,

FAA S,102, TiInformaticn
whekker the country pemmits,
or fails to toke adequate
meagures to prevent, the
damage or deatruction by mob
action of United Staies
property.

FAA 5,201(d), TInformation

and conclusion on legality

(under laws of country and

UseSe) and reasonablenezs of
lending and relending terms
of the loan,

la All joan disbursements will
only be made for the puwchase by
the private sectorx of Peru of
equipment and services in the U,
Sa on the basiz of adequately
prepared proposale approvad by
the Central Bank, USAID Capital
Developmant OfIine will =cceive
pericdic pregress re2poris and
make spot checks of projecis to
ensure prover end use of loan
funds and the GOP mstching -
contribution (Seciion IiI),

2, HOT APPLICABLE

3. The GOP deazs noi permii,
and takes adequate ricesures &
prevent, dcmage cr destructien
of 0,3, property by mob acticn.

&4, The proposad loan is 2one
siatent with the laws of Paru
and the United States and the
United States and the terms eve
congidered reaconable by both
the Borrower and A.1.D,

INCLASSIFIED



S,

6,

FAA 8.2315353 Manner 1n

h loan wil} promote
comitry’s economic develop=
ment and contribute tp the

welfare of its people,

FAA S.ZSISbE-SIE. Extent to
ch country is adhering to
the principles of the Act of
Bogota and Charter of Punta
del Este and ts showing a
Tesponaivenesg to tie vital
economic, political, and
goclal concemns of its peojle
and extent to wiaich country
bas demonstrated a clear
datermination to take efface
tive self«help measuras,

Information

7o FAA s.zsngggzg.
énd conclusion on activity?!s

8e

9%

10,

economic and technical sounde
ness,,

FAA S,251(b)(3), Information
conclusion on activity’s
relationship to and conw
sistency with other develop.
ment activities, and its
contrivution to xealizable
iongexznge objectives,

FAA 5,252(b)(4), Informuaticn
and conzlusion on possible
effects on U,S. economy,

with specia] reference tu
areces of substantial labor
surplus,

FAA S,251(b)(5), IpformaZion
and conclusion on the degree
to which the countyv ia

JNCLASSIFIED

L

6o

7q

8

9«

10,

UNCLASSIFIRD
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This loan will promote

Paruts economie deﬁelop-
ment and contribuyte to the

‘waelfare of its people,

Account; has been taken of the
GOP*s adhevence to the princie
plés of the Act of Bogota and
the Chazter of Punta del Este,
and the Borrowver?s responsive-
neas to the vital economic,
pditical and scoial concerns

of 1ts people, Contributions
by the GOP to various programs
includiug agrarisn reformy low
and medium cost bousing, civic
action, educsation and community
develapment are demonstrations
of effective selfohelp measures,

This activity has been found
economically and technieally
sound,

This activity has a basic
significance for GOPYs develop-
ment activities, and wiill play
an esasential part in the realeo
2Ation of leng range
objectives,

The impact of this lean on
the U,S. econcmy is stated in
Seetion v,

Peru has a dewocratic yreforxme
minded goverument which be-
Lieves in the goals of the



1L

12,

13, FAA S.251!b!(82. Infore

aaking progress toward res
spliot fox tha rule of law,
freedam of expression and
of the press, and Tecoge
nitfon of the Importauce of
individual f£reedom, initie
ative, and private enter~
pr’ﬂeo

FAA 50251 b 6 o Infomﬂ. 115
tion and conelusion on ghe

degrae to which the courtzy”

is taking steps tn improve

itg climate for private

FAA 84251(b)(7). Inforae 12,
mation and conclusion on

wvhether or not t¢he ectivity

to be financed will cone

ttribute to the achievement

of self-gustaining growth,

13.
mation and conclusion on

the extent to which tho

activity will contribuie

to the economic and politie

cal integration of Latin

Amarica,

UNCIASSIFIED

UNCLASSIFYED
ANNEX III Foge 3 of 13

Allience frzr Progress and is
deeply cormitisd in the deo

. velopment and process,

Efforts o improve sconomic
and gocial oproztinities fox
the presencly Jisedvaniaged
half of the popuvlation living
in 2 subsistence economy and
to establish an institutionsl
baseeapublic snd privatece
for sustained economy end
social growth in Peru are
exemples of wovement in this
dizection,

Peruta econowy 13 strongly
orientated towéad private
enterprise, The private
sector provides 807 of the
GNPe The Pervuvian industrial
prowoiion law encourages
foreign and domestic prifate
investmente in Peru's
industrial sectoz, Several
private invegement banks
have been eatablished in
Peru in tha past five years,

See “Eurpese™ in Summaxy
and Reccrmendations secticn
of Loan Peper and Section I,

Expoxt industries being
finenced by the PyI.F, wili
expand trade between Peru
oud other Latin Arerican
countries,



14,

15,

16,

17,

18,

FAA 30251 b ° Infomtion
and mduu*on on availa-
bility of £inancing from
other free world souxces,
including private sources

vithin the United States,

FAA S.251(b). Infoxrmation

conclus on capacity
of the comtry to repay the
loan,

FAA 8.25151:%.. Information

conciusion on country?s
efforts to repatriate
capital invested in other
countiies by its owm
citizens,

FAA 8,251(b), Information
conclusion on reagsonable
prospects of repayment,

FAA Se251(c), Information
and conclusion on availse
bility of an application
together with aufficient
information and assursuces
to indicate xessorably
that fumds will be used

in an economically end
technically sound manner.

Information

19, FAA 3.2515520
and couciusion on use of

20,

loan to assist in promoting
the cocperative movement
in Latin America,

FAA S,251(h). Information
concluesion on whethar
the activity is consistent
with the £indings and
recommendations of the
Inter-American Committce
for the Alliance for Progress
in its review of national
development activities

UNCLASSIFIED

14,

13,

16,

17,

18,

19,

20,

DNCLASSIFIED

ANNEX XXX, Page L4 of 13
Financing for this activity is
not available from other free
world sources, including private
sources with the United States,
on reasonable terms. Eximbank
has option to participate on
projects requiring $500,000 or
more in dollar costs.
It appears ressonably
cextain that the Boxrower
will be capsble of repaying
the loan,

It appears that the GO? is
attenmpting to repatriate
capital invested in other
countries by its oun citizens
thrcugh its Eree exchange
polioy aad strong endorsew
went of private enZerprise.

It appears zeasonebly
certain that the GOP wiil
be willing and able %o vepay
the loan,

The GOP has made a formal
application for loanefunded
assistance in this accivity,
and A, 1,Ds has received
sufficient infoxrmation and
assurance o indicate
reasonably that funds will
be usad irn an aeconomically
end techniesally soimd mancer,

NOT APPLICABLE,

This activity is fully cone
sistent with recommendationg
nmade by the CIAP comnittee
during its Beptember 1966
mecting on Pery,


http:informat.on

222,

23,

244

Ty wadexr oan which
1s joing dizectiy to
erivate onterprise, is
goinz to intermediate
credic insvdtucicns ov
other borxewers fox vge
by privace entevpriee. is
sing used o Cinance
imports Trem privete.
Louzceg, or & otherwise
bedug woed to Zicence
ProCIreTQUE Yyom wrivate
SoUYCLa,
EAA S, 283, Entent to wiich
the lcan will contribute to
the objeckive of asawing
mafienm participstion in
the tasl of econcmis develape
ment on the vpari of the pectie
of the rdeveloping nOUNEYies,
through the encouragcneny of
demoCrasic private and lpcal
govermaaatal lanuicariong,

Eéé;gmégiﬁil* Infowuiion and
conclucions whather loan vill
encorrage efforis of the
cowitry ter (8) iueweas? the
flow of inter-ationsal tradas
(b) foster private initi.-
ative and compeiition; fc)
encourage development and
use cf cooperatives, crcdit
unloas, ond ssvings and loca
assoclacions; (d; discourage
monopolistic practices; (e)
improve technieal eificlency

- FAA S.GOlsb;» Information
and eonciusion. on low the

“loan will encourage UeSa

private ftxade and investe

INCLASSIFIRD

21,

224

23,

e

UNCLASSIZIED
ANIBI YIX, Page 5 of 13

The entire .i.1.D. loam wiil
be used by intamaediate
credit ioseituiions and
commareial baaks far ree
lend2ug o 22 privace
sector i Fesu, o finance
UaS~ proCiasapent of equipe
ment end serrices from
private sounces,

Private £ivarcial ingtie
tutious will be strengthened
by chis lcen and maximmm
pariicivacien by Pemwrilons
will be abtaiuned through PIF
subloang Sox industrial
expatsion (Sge Secticas I
aud TiD),

This lean w3 GacoLYEge
efforts af the COP in
welaticn to fa), {b), (d)
ang (e}, (Sectica I)

.S, wamufacturers will ho
supplying equipment for
projects £inanced by this
loan,



23,

26,

®eat abroad and how it wil}
encourage privatce UsSe
participation 1n foreign
assistance programs (ine
cluding una of private
trade chaunais and the
services of U,S, private
entexprige),

FAA S,601(d), Conclusion
mm‘p?.éc%ng information
on complisnce with the
Congrasaional palicy that
engineering and profeaw
slongl servicas of UeSe
finmg and theyy affiliaces -
are o be used in comnmection
with capieal Projacts eo the
maximm extent consigtent
with the national interess,

FAA S.602, Information ard .
conciusiona vhether 3osn
will permit American smsll
businesa to participace
equitably $n the furnizhing

of goods and gervices financed

by it,

27, FAA s.eoataz-, App. Se108,
Compliance with restriction

28,

of commodity procurement to
UsSs except as othewiae
determined by the President
aad subject to atatutoxy
reporting z’equztjementa,

FAA 8,604(b), Compliance
with commodity procurce
ment restriction to pricea
no higher than the garkat
Price prevailing in the UeSe
at tima of purchage,

23,

264

27,

28,

UNCLASSIFIKD
ANNBX III. Page 6 or 13

The §100,000 of the loan
allocated for tochniecal
asslstance msy he vsed fox
procurewsat of 1.3,
professional seyrieces to
the Central Daak, Qtherw
vise,engineering and
profeauiona? servicag are
not {avolved,

Small busfnese will be
advised of this loun and be
given a fair chance to
Competeq {Section VI)

AID loan dollars wiil ba
spent iu the US for equip~
ment and services,

Any commodities €inanced

by the loan and purchased
in bulk will be purchased
4t prices no higher than
prevailing US market priceg,

UNCLASSIFIED



29,

30

31,

32,

33,

PAA §=606§d!. Compliance
vith requircment that

zATine insurcice be
purchased on cemmedities
if the host country
diseriminates, gnd thal:
sich insurauce be placed
in the UeS.

FAA 8.604{c). Cempliance
with requirement that funds

nct be used for procuree
ment of any agricultural
Commodity ox product theraw
of outside the United States
when the domestic price of
such comnodity is less than

parity,

FAA S.611(a1£lz, Information
and consiuion on availao
bility of engineering,
financial, end other plens
nacessary to carxy out the
asgistance and of & reasone
ably firm estimate of the
cost of the assistancs to
the Onited S&mao

FAA S.Gll(aafza, Necessaxy
Tegisiative action requixed
within recipient country

and basls for reasomable
anticipation such action

will be completed in tize

to permit orderly accomplishe
ment of purpoges of loan,

FAA S.Gll(bZE AEE' S.lOla
1f water or watcrerelate
land resource construction
project or program, infore
mation and conclusicn on

benefit.cost computation,

29,

30.

31,

32.

33,

UNCLASSTFIED

UNCLASSIFIED
ANNEX IIT, Page 7 of 13

This secticn will be
complied with,

NOT APPLICABLE

The necessary engineering,
financial and other pleng
for the project, and a
reasonably firm estimate of
the. coat of the project,
have been made,

No legislation required,

NOT APPLICABLE









4,

43,

45,

46,

any action vhich has the
effect of nationalizing,
expropristing, oy othera
wisa selzing ownership
or control of property
of U,S, citizens or
entities beneficially
owed by them without
taking aporopriste steps
to discharge its
oblitgations,

FA8 5,620(f)3; App. S.109.
Coap ce witn prohibitions
agninst asshatance to any
Communisty country,

FAA S5.620(g), Compliance
with prohibition agailnst
use of assistance to
coumpensate owners £or exe

' propriated or nationalized

property,

FAA S,620(h)s Compliance
with regulations and pros
cedures adopted to insure
against uvie of assistance
in & manner which, contrazy
to the Best interests of
the UsS., promotes oz
asgists the foreign aid
projects or activities of
the Communist=blec
counticies,

FAA S.620(i » Existence of
detemmination that the
cowatyy is engaging in or
praparing for aggressive
military efforts,

FAA S,620(i). Information
on representation of the
countyy at any intermational

UNCLASSIFIED

42,

43

<o

&4,

45,

46,

UNCLASSIFIED
ANNEX I1¥, Page 10 of 13

or otherwise seizing
ownarships or control of
property of US citizens

or entities beng€icially
owvnad by them without

taking appropriate steps

to discharge its obhligations
as epecifiad in this section,

Agsistance provided under
this loan will not be
furnished to eny Commmisty

countxy.

Asslstance provided by this
loaa will not be used to
coapensate for expropriated
or nationalized property,

Assgistance provided by this
loan will not be tszed in a
manney which, contrary to
the best interests of tha
UsSey promotes or asgists
the foreign aid projects or
activities of the Communist
blo¢c countries,

The President has not
determined that the GOP is
engaging in oz prepaving
for aggressive mikiary
etforts,

There has been no official

-~ representation of Feru at

any international conferences



47,

48,

49,

300

conference when that
representation includes
the plamning of activia
ties Iavolving insuye
rectionor subversion
agalust the U.5, or
coumtries receiviug u,
S« essistanca,

FAAs S, 620(%:), If cone

struction of productiva

enterprisa where aggrge

gate valua of assigtanee
to be furnished by U,S,

will exceed $100 millicn
identification of stafum
tory euthority,

FAA 5.620(1), Consideraticn
which has been given *»
denying assistance to tic
governrent of &8 country
which after December 31,
1966, has failed to
institute the investment
guaranCy program for the
specific ricks of inconverte
ibility and expropriation or
confiscation,

FAA S,620(n}3 App. 107(b)

and 116. Compliance with
proEibition‘against asgiss
tance to countries which
trafiic or permiz trafficke
iIng with North VieteNam,

FAA S,620(c)., If country

8 seized, or lmpoged any
penalty or sanction against,
any U,S, fishing wessel on
account of its fishing
activities in international
waters, information on the

UNCLASSIFIED

&7,

48,

49,

50.

UNCLASSXFIED
ANNEX 11X, Page 11 of 13

which inclided the plamning
of activities irvolving ino
surrection or sntvarsion
against the United S:iates
or countries recelving U,S.
azsistance,

NOT APPLICABLE,

Consideration was given
and it was deteimined to
review the gituation again
in June 1967,

The Hoat Countzy doea nog
traffic or knowvingly pexmit
trafficking with Noxth

. VietaNam,

Consideration iz currently
being given to zesolution
of the problem arising from
the Peruvian assertion of
200«mile cerritorial iimit,.



St

524

53a

56,

consideration which hag
been.given to excluding",
the country from assiga
tances

Existenge of 31,

FAA S.SZOngg

detauit under any Forelgn
Assistance Act losn to the
Country«

FAA 50621. mfomtiﬂn 525
and conciusion on how the
loan in providing technicai
aggistance will utilize

to the fulleat extent
practicable goods and
profesgional.and other
gezvices from privage
enterprise on a contract
basig, If the facilities

of other Federal agencies
will be utilized, infore
mation and conclusion on
vhether they are particulare
ly suitable, are not
competitive with private
enterprise, and can be made
available without undue
interference with domastic
programs,

Appe _S.102, Complianee with 53,
requirement that payments in
excess of $25,000 for archie
tectural and enginearing
services on any one project
be veported to Congress,
,gggg_§u104° Compliance with 54,
ar against funds to pay

pensions, etcs for military
Fersonnel,

UNCLASSIFIED

UNCLASSIFIED
ANNEX III, Page 12 of 13

Peru is not in default
under any FAA loan,

The $100,000 ailocated to
tecknical assistance may
be spent for the procure=
ment of U,S, profesaional
sexvices from private
cnterprise, '

Payment in excass of $25,560
for engimeering services on
this project will be report
ed to Congress pursuant Lo
the requirezent of thio
section,

Funds obligated Ly the lcan
and local currency gencrated
thereby will not be uged to
pay pensicns, annuities,
ete. as prohibited in this
section,



35,

38,

€0,

Apc. $+206. If country 55,
attempis to crazte
distinctiong because of
thelr race or weligion
among Amexicanrs in grani-
ing personal or conmercial
access or other vights
otherwize available vo
YaS. citizens generslly,
application waich will Le
made in negoiiatimms of
conkxary principlias as
axpressed by Congres:s,

l,inpa Snn.llq Complit’.nce S6o
with e ziating requirements
for sacurity clearance of

personned.

533‘:'_“"..‘_?.”‘5}_(. Compliange with 5%,
requiremens for app‘cvaL of
eentractoxs and contractk
terrs Zow capital pznjectaa
£D. S, 114, Compl*ancc wiith
Tay ;:rﬁnst use of funds o
PAy Assessments, clca, of
U.He membera
48Py 5.315s  Cowplionee with 39,
1egaiauvo. on cmployewnt of

UsSe aad lecal pexsonnel for

funds chligated after April

30, 1284 (Rpgulution 7).
AQE,uthQ1° Coeapliience with (0,
sar against ues of funds for
publicicy or nropaganda

purponcs within U,5, ase
bereerniorn mithowizad by

Coagrvess.

URCLASSIF I
ANNEX III, P2ga 13 of 13

No agtemis by the Host
Covernrent to create
distinctions becsuse of
race or religion cwsag
Amexicens in grantiog
personal or commmercial
access or otker rights
otherwise aveilabie to
UaSs citizens genecally
ave kmown, If the Host
Government atfempts &
crecte such d;su,ncuﬂonso
application will be made
in negotiations of
contiary principies as
expressed by Congress.

This vequizemont wilil
be euforceda

IIOT APPLICABLE.

Loan funds will no% bhe
uged %o nale any paymeni
0 the UQE\IQ

NOT APPLICABLE,

Loar funds will not ba
uzed £or publiciey o
propaganda purmses within
the United jtaces.

UNTLASZIFIRD
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June 5, 1967

LUJUSTRATIVE LIST OF ELIGIDLE ACRO-INMISTRIAL YROJECTS

Cuda_Mo, {latvezorics antracted from Unlted Hations "Unifoon laknr-
netlonal Yndusrial Clazsificarion"),

20 Feod marcfaeturing inductries axcopiing drinks

201 Sisughter, preparation and conserva®sion of zeags and fcul
slaughtci-houses, paciting plants; inecludas suring, suoizing,
pecking, ete, and {roozings also, preparation 6f giouses
atd other adlbie auizal oils.

202 Dzizy preducts; making of cheas=os, bulter, condensed millk,
pssteurlzing and bottling of milk or milk producs,
203 Conservezion and pscking o fruits and vegatebless iniiudosz

cotzling of julces, gaucee, asupg and peeling, dahydzaring,
6y freezing of fruits and vegacteblas.

204 Cincervation and pecking of f£ich and othor zes fond; ine
cludes ¢aliling, drylng, freezing, fi1lsiing, stc,

205 Pioar erd other wmiils; gxinifing preparatior, clenning, ete.
¢l rice, graina eand carealaf?ﬂuman or animal ¢onsitrgiicn,

206 Menufacture of breads and related products,

208 Cicoa, chocolate, ate,

242 Wine making, cider, otc.

23 Texntilas manufacture ¢f varisus fibars (exeap? eotten)

233 M nufaetura of ropes and cexd.

25 Wood and cork industries

251 Wzed corstrustion mazerilale

252 Hood and cane packing contaiaers

268 Furaltuzre

27 Peper Pulp and cazdboard manufaciure

272 Pulin and paper preducts inciuding bags and tozes

2 L:echar and furs; curing and tanalng plantgas

292 Vrnulactura of leather articles.

312 Vzgeotable and aninal cils and greases; cotionseod olla,

ste,
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DRAFT
LOAN AUTHORIZATION

Provided From: Alliance for Progress Funds
PERU: Private Investment Fund

Pursuant to the authority vested in the Deputy U.S. Coordinator,
Alliance for Progress, by the Foreign Assistance Act of 1961, as
amended, and the delegations of anthority issued thereunder, I hereby
authorize the establishment of & loan ("Loan") pursuant to Part I,
Chapter 2, Title VI, Alliance for Progress, to the Republic of Peru
or in the alternative to the Industrial Bank of Peru ("Borrower") of
not to exceed seven million five hundred thousand United States
Dollars ($7,500,000) to assist in financing through a Private
Investment Fund priority agro-industrial activities, such assistance
being designed also to stimulate U.S. exports and expand markets for
U.S. equipment. This Loan is to be subject to the following terms
and conditions:

1. Terms of Repayment: Borrower shall repay the Loan to A.I.D. in
United States Dollars within forty (40) years from the first
disbursement of the Loan, including a srace period of not to
exceed ten (lO) years. Borrower shall pay to A.I.D. in United
States dollars on the disbursed balance of the Loan, interest
of one (1) percent per annum during the grace period and two
and one-half (2%) percent per annum thereafter.

2. Other Terms and Conditions:

() The Government of Peru shall deliver the proceeds of the
Loan in trust to the Central Bank of Peru in order to
establisn a Private Investment Find. The Central Bank
chall act as fiduciary of the Government of Peru and
operate the Private Investr nt Fund as agreed upon with
A.I.D.

(b) In the cvent the Borrower is the Industriasl Bank of Peru,
this Loan will be guaranteed by the Government of Peru.

(c) Equipment, materials and services financed by the Loan
shall be procured from the United States.
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(d) Sub-loans made by the Private Investment Fund with A.T.D.

(e)

loan funds shall be made in accordance with A.I.D.-apnroved
regulations governing the use of such funds.

Except as A.I.D. may otherwise agree, no Private Investment
Fund financing will be made available for the processing

for export of tood or feed commodities currently found

in excess supply on world markets or for the processing of
export or domestic consumption of any agricultural commodities,
other than food or feed, currently in world surplus.

The loan shall be subject to such other terms and conditions
as A.I.D. may deem advisable.

Deputy U.S. Coordinator
Allisnce for Progress

Date
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