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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 procurement 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 13.2 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 will carry the concessional terms of 40-year

repayment, 1% interest for the first ten years (grace period),

and 2-% 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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4. 	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 exchanpc risk
to encourage expansion of Peruvian export industries (when
related to the agricultural sector).
 
(c) Stimulate U.S. exports and expand markets for U.S. equipment.
 

(d) Assist 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 1-y partially substituting 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.
 

5. EXIMBANK 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;
 

6. 	IDB and IBRD INTEREST: 
 The 	IDB and IBRD have both declined to
 
undertake this project.
 

7. 	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. 
 In addition, exports to Peru of U.S. equipment and
 
services will be increased.
 

8. 	STATUTORY CRITERIA: All statutory criteria have been met.
 

9. 	SPECIAL TERMS AND CONDITIONS: None.
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10. ISSUES: 
 None.
 

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

a. 
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 th9, disbursed balance of
the loan, interest of one (1)percen,5 per annum during the
race period herein above mentioned and two and one-half
2j) 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 and operate the PIF
as agreed upon with AID.
 
c. Equipment, materials and services financed by the loan slall
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 amended 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
feed commodities currently found in.excess supply on world
markets or for the processing for export or domestic consumption of any agricultural commodity, other than food or feed,
currently in world surplus.
 

PROJECT COMMITTEE: 

Loan Officer 
 : CBuchanan USAID/Lima
Industrial Officer : GLindahl 
USAID/Lima
Economist 
 : 
GLamberty EMB/ECO/Lima
Legal Counsel : 
DFalk 
 USAID/Lima
Advisor 
 : MGerson AID/W
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SECTION I - BACRMROUND AND ECONOIC _JUSTIFICATION 

A. The Industrial Sector
 

Dur!ng the period 1960-65, the Gross National Productof Peru grew at an average rate, in cons:ant prices, of 6.5% par
annum and th's growth was largely paced by the Industrial and prlvate
sector, During the four-year period 1960 to 1964;, for "ample,
manufacturing increased 43% while agriculture and fishing incrensed
by only 17%. (I) During 1965 manufacturing accounted for 16,1% of
 
GNP, comerce 15.7% and mining 6.57..
 

The private sector also plays an Important rote 4n new capital,formation. 
In 1965 total gross investment account-ad for
21% of GNP ard roughly four fifths of this Investment took vlace in
 
the private sector. The Industrial sector has also playcc 
an import :n

role in the marked expansion of Peruvian exports of mining products
and fishmeal. The rapid development of the flshing industry and

maried increases in mining pi-oductlon, especially copper, have lec 
 tc
 
a 54% increase in exports durin& the period 1g60.1955 . (t) 

In 1965, the total gross product of the mnir'".s,::rnSsector (excluding minIng) totallod t ie equivalent of roughly $370
 
million. 
 (2) About a third of the production was in the fo!d pro
ducts industry (including fishmeal) with roughly 12% 
in cetit.s,
10% chemicla, and 16 
to 20% In basic metal production and metal
working. 

In general (with the exception of fishmeal) the
Peruvian manufacturing industry is largely directed towards the domes
tic market. Tariffs on goods Imported from outside LAFTA average

about 40 to 45. with somewhat less for the LAFTA countries. Tariffs
 
are higher on consumer goods, especially consumer durables, and

somewhat lower or. capital goods; 
In fact, the industrial promotion

law provides for various reductions in tariffs on capitzl goods and
 
Imported raw materials. It is probably true that most
 

(1) 1963 prices 
(2) In 1963 prices converted at S/.26.80 per U.S.$ 

http:S/.26.80
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Peruvi-.nZ beii:,'o th,:7 have less to gain grom full participat t. inL FTA ;:h;.n ,duoter tount tz'es; wihaut tne pressure of LATA.\induat..a. o'-_tor of Pr..rtt 1,i.*ht further develop along 
the 

the lins ofdoesc1,ll,.--..ter tarlf ."'rotectadindust:res, 

In ra,-cnt y,..rs the 3rcuth in nulnufactur!ng bas bcmn lead 1ycxpans~oa in th'o [Is!al industryj ar Cficial fibcrs a-aed tcxtilen,leathev -oodsq the chavlcal induatry, E.nd ,.netalworking, Focepr'oce.in -In.]ui;tr!er Fnernlly have not kept pace., This e:.orsicanhas la:gei.y b,.:en i. :ho L."m,:allao area, due principally toavailabil:y of Infr4:st u-cture cnd the pro::inmity cf the mart: , Asof 196-w the tLiaCal.lco aren accoun.ted for 42,,5# of n 1CZl2and on..y 22% .3f the population, 7n teima. of output of the ,ing secto:- al.ne(, the figures reveal an even greater disparity, d:r!.S:the lsat few years the Lima-Callao are& 1ras accounted for abou: 557.of the annual value of all manufacturing, 

For many years, Peru has enjoyed an excellent ?l_.wte
for
private in.vcswmnt whi:h generally accounts for the performnalce .f "Anprivate ector, 
W~t- a complete absence of exchange controlst a
relatively stable cccncmy9 and with adequate exports in relationshir
 
to iAipcrt 


ale, 
foreign credit and direct investment has been readlfly
ave'a8 


Neverthelesb, 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 sol may soon be devalued, has made
industrialists cautious and investments more selective. 
It is hoped
that the P.I.F. can help both stimulate investments in 
new industrial
activities and keep general industrial expansion from stagnating.
 

ith the exception of the Chim-bote steel project, the salt
-and tobacco lndrustryu an oil companyo and relatively minor inviestments by region! authorities in fertilizers and cements 
the government has not Invested in the Industrial field; the GOP haso Ir factp
recently opened the tobacco and salt Industries to privat3 Investments,, The Industriel promotion law provides various Incentives
(income and other tax and import duty reductions) for a wide variety
of iavsest.ents outside the LimacCallo area.
 

The book value of UoS, direct investment in Peru.has been
variou3ly estImated In the range of $5003million to $800 naillio',
Encouraged by a special set of Incentives (relating largely to
tarlffs) ;)Fordg Chryslerp General Motors and American Motors have

recently established asoembly plants in Peru.
 

http:pr'oce.in
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B. ricultural PrOcessI- and MarketIr and E-Co.
 
Tnustr es 

During the 1960-66 period agricultural producic1
has fallen slIgiV.y behind the population growth of three pe.centyear, and ngriculturels share of GIP has declined from 21, 
a 

to 17%although 50% of the population still obtains its livelihood fromiagriculturo,, Agricultur-al imports doubled in the first hlf oZ60s, Increoaing :hefrom $60.2 million in 1960 to $130.3 in 156S • -nd
about $140,0 million in 1966. 
Since 1960 agricultural excortc have
climbed only slightly from the $150 million level attained that
year. and Lgriculture0s share of total exports have declined from35% to an estimated 22% In 1.66. 

The implications of the relative stagnation of the
agricultural sector in terms of economic growth, social davelo,menti,
and an Increased domestic market have led AID in Peru to catagorize
agricultural development as its highest priority. 
The GO:? AID and
other international agenclas are attacking the production sidl ofthis problem in terms of agricultural credit, technical ea:.-.%Icn,
Irrigation, and access-road constructiong etc., but a grenter Offort
is clearly needed on the processIng and marketing side.
 

USAID has preparod a loan proposal for assistance in
the field of agricultural marketing for the Lima area, This projectwill be administered by te Banco Industrial in collaboration withCONAP (Government Agricultural Marketing Agency) and -ll! 
 finance
primarily the construction and equipping of such facilities ,s
central i.srehouses and retail supermarkets. Because of tha noture
of the agencles -dmlnistering the program, and because of the 
 ed
for a systematic approach to the entire marketing problen (wii;h a
possible high technical assistance/feasibility study coxpanent)e 
the
AID marketing loan could not appropriately Include financing for
private sector projects which involve processing of agric;-lsural
commodities. 
Nevertheless
 
, some method of promoting and financing
an increased private sector participation in food products procc.xssing is clearly required if farmers, flshermang etc. 
are to b" ,ssured
of a steady market for commodities and if the spread beLtveen the
relatively low prices received by farmers and the high prices pcid by
consumers is to be reduced.
 

It is virtually impossible to estimate Ih amrunt: of
Investment that could be forthcoming in the agro-industrial setor.
However, a few rough estimates will suggest eome order of masnitude.
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The investment in fixed assets in the food ;proces
sing 	(excluding f sh.aa)D, boveragess leather working, and ,wood
werk:.ng industries --all closely related to agriculture-- ca;i be
 
-ougly estimated at (1) $180 to $280 million in 1963. 
 If tiose
 
-gricultural related industries are to erpand by 5 to 10% 
a year,

It would sugest a financing need on the order of $9 to $28 
 tlllion 
per year. 
In addItion to ouch direct industrial investm3nt, any

af,."ec-ive a ero-!ndusirial program should provide financing .:.r the 
relptad activities or services such as refrigeration fac21i'tsp etc. 

The expansion of export IndustrIes will also bn an
objective of this loan., (Approximately one third of its prccieds 
may be used for tHs purpose.) The rapid increase in exports from 
Paru 	experienced in the early 60's ended in .196,% Exports in 1665 
wore 	at approximately the same level as 
in 1964; in 1966, the volume
 
of exports remained about the same but value Increased by abotit 15%
because of high prices for metals, especially copper and an increase 
In the U.S. sugar quota. A major reason for export stagnation is
limliation of supply and International demand. Fishmeal prod uction 
is already at the highest level consistent vith maintain.Ing supply
 
over 	the longer run; increased mining production will demand new
 
investments (large amounts of which are presently contemplated) and 
new production takes a 'itfive years to begin to bring suh:ntial
 
returns. Low International prices have affected cotton, sugar and
 
fishmeal exports. 
Making P.I.Fo loans available for export Industries* 
particularly those producing non-traditional items for export, which 
show prospects of significant foreign exchange earnings can ::ulp 
stimulate the flagging export sector. 

C. Credit .7ources and Demand in Peru 

The domestic sources of credit available to ';i', private
zector Include the co ercial banks* the state development ba*nka (In..
dustry, l'ngngo Agriculture), the mortgage and housing banki., the 
nutual savings and loan associations and a few prIvato financieros. 

The relative Importance of these credit sourcas can
 
be seen from the table below:
 

(1) 	This Is an extremely rough estimate based generally on the 
Industrial census statistics of 1965@ It may wall be conuerv.
 
ative.
 

http:werk:.ng
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CREDIT OUTSTANfaI& 
 Dec. 31. 1965 - Billion of Soles 

Coz rcial Banks 
 14.5 (4.3 to Industry)

Banco Industrial 
 2.8 
Banco Agropecuaro 3.2 
Banco Hinero 0.4
 
Banco H1ipotecario 1.4 
Banco de la Vivienda 0.4
 
kutualea 
 1.2
 
Financieras 
 0.7
 

Total 24.6
 

In terma of financing Industral projects, howevo-., the
only relevant domestic credit sources are the comnorcial banlo, 
the
Banco Industrial del Perue and the private ftnanciOras. here is
really no developed money market and the insurance companies, govern.

ment pension fund, and mutual savings and loan associations do not

lend to industry. In recant months one 
of the financloras (Puruinvest)

and one of the "Construction banks" arranged to sell 5-yoar hands

taking advantage of cartain tax-incentives associated with th.isc
instrument 
 but in both cases there was a peripheral guarLntc-i to
re-purchasn the bonds prior to maturity giving them t'-
 chartiiuari-.
tics of a ahort-term lona. 
Except for this limitod t'p3 of n'Cess
to the monay mar!zat, there is no real market for medlur. and Jlr'-t.erm

Industrial dobt. 
 ThQ stock market is open for 15 minutw,.; pir epy and
 
is virtually non-operativo.
 

The limited role played by the coerclal bankz In finan'..Ing Industrial exansion can be appraciated by noting thee 
Iv,,ris tj
industry coistituted only 4.3 billion Soles ($160 million) of chir

totol portfolio (14.5 billion Soles, 
$540 million) and to a Intrjuextentc, thus funds finance cngoing working-capital requir%=.*tr* as
opposed to acv Investment. Furthernore, cossorclal barki arelimited to 
loans of up to one year duration and tand to ILnd 
 nly
vhen "ndequica" security or personal guarantees are avilabld. hsta
latter policy tends to concentrate tho credit an a Iluce : r ofcllsr& and dincourague the banks from looding based t l:rar.ln' projectionn. rn post yeara a portion of n .,Industril1r-1,1t'
has been flnanced througth the esp"nsion of comrcila hb~ C-ILt.flot-en 1961 and 1%6 co=jerclaI bank credit to tndu.try (It
prices) oxpanded by ruuJglily 235C1. 

1rtt 
However, a progree if ih.;.,.

credit rustrAint by the Cntral Unik haa, In rec.nt *g th* .*v-r-|ycirtalled this cr-4d1t expansilot (.e iec'ui4ton of C-istr.* bst.h in 

http:l:rar.ln
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As shown in Table IV9 U.S. exports of major capital
 
goods to Peru have suffered a relative decline in recent years,

This decline is partly attributable to an increase in trade between
 
Peru and other Latin American countries and partly attributable to
 
competiticn from Europe and Japan whichg 
by the late 1950's had re
covered from the effects of the War and were competing vigorcusly

in terms of qualityo priceo and finrncing,
 

Such competition has been stimulated still further
 
during recent years as European and Japanese companies conduct
 
aggressive sales eempaigasucceed in closing transactions promptly

and offer cash loans to complement ginancing of equipment purchases.,

The companies are now participating in a wide variety of medium and
 
long-term investments, The projects can be generally divided into*
 
two categories: those that have GOP backing (these carry the G3P
 
repayment guaranty) and those that do not0
 

Projects in the first category usually are public

sector projects (roads, steel mill o etc0 )v but frequently private
 
or mixed ownership projects having special importance and/or social
 
implications (I.e, private hospitals) are included, 
In many cames
 
these projects require local cobt finadncing in addition to equipment

Imports, Therefores foreign companies 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 Committee showed terms
 
varied from 7 to 9 percent interest with repaymnt periods of from 5
 
to 13 years. 
Grace periods of 1 to 3 years are often allowed, Al
though PI.F, financing will go strictly to the private sectorg note
 should be taken that there has been an abundance of these "arrange
wants" entered into over the past few years and they are incrensingly

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 
respective foreign governmentfs export promotion agency0 They
normally carry interest charges of about 6% to 7-1/2% payable in 
dollars or other hard currency, Repayment periods usually are 3 years
but occasionally are given for 4 and 5 years, There is general agree
ment on the part of Peruvian importers and industrialists with whom
 
the Project Comnittee discussed this matter, that these supplier

credits are very costlyo Even if apparently attractive terms (actual

example: 3 years0 no interest) are offered it is general knowledge
 



TABLE [ 
PERUMI IHCORTS 1Y A-Mg TARIFF CECOUpS ADUS. SARE -1960-1964 .~CI? Value in HMlliona of SOWoSf! 

1960 1961 1962 1963 
 1964

Moa-ElecL. cat i.rv
 
a p 
 Total 11820.7 2,419.8 
 3099.2 3,002,3 2,905.1
Fo U'S. 932.9 1,225.5 1,377.4 ;,1372.7 2365.0
U.S. % 
 512 50.1 44.4 45.7 47.0
 

Electrical YAchinery aNdApparou8 Total 558.0 898.7 
 19175.8 1,277.9 
 1,190.4
Prom U.S. 276,4 355.4 425.9 
 422.7 370,9
U.S. % 40.2 39.5 35.2 33.1 
 31.2
 

Iron & Stool Hill Producl-8
 
Total 606.1 729.3 
 838.1 701,4 
 772.3
FrG',n U.S. 194.7 203.3 
 170.0 127.4 
 157.5 0U. S. % 32.1 27.9 
 20.3 18.2 
 20.4


Manufactures of Base Motals
 

Total 444.5 539.8 
 587.0 616.4 
 623.5
From U.S. 158,8 191.8 197.2 189.0 212.6
U.S. % 35.7 35.5 
 33.6 30.7 
 34.1
 

1/ On, Pomwlan Sol equalled U. S. $).037 in 1960, U.S. $0.0373 in 1961, 19620 1953 and 1964.8 
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that high fin-i:cing charges will buried in the final purchase pr!ce., 
The Central 3ar.k has no good record of (:bese transactions, Gross 
statistics ar submitted by commercial banks (not finavleras) on a 
monthly basts to the Superintendencia do Bancos g!vin only the total 
values of foreign transactions conducted during thn mcnthb Terms of 
these credIt are not tabulated so no figcre3 are available on the 
total foreig.n- debt servicing burden of the private sector over the 
next -Cewyears,. This situation Is attributable to the free foreIgn
 
erubs%.ae policies which have prevailed in Perun 

The Project Committee waso thereforeD obliged to 
obtalo data directly krom Importers and bankers during the Intensive 
Rteviev, After tmarining the information on theme credits9 given 
above in summary form9 and after am paring them with the PI.F. 
termat. the Project Committee believes Indications are that the P 0 1J 
credit termn will be quite attractive to Peruvian Investors and 
P.XsFa finan.cna will serve to swing rnew business into the orbit of 
the UoSn exportero F'om the Central Bank's point of view the PdIFn 
dollars will be welcome assistance to ease the private sectoor exteraal 
debt burden and thus help reduce the Srowing pressures ca the Pexuvian 
dol,
 

in the final analysist the fact that the GOP is 
assuming the exchange risk and sub-borrovers will repa loans in 
soles indicatee that PoIF, financinS will compete 1Wrbi reign 
supplier credits and result in -addittoi.,OyvW for UsSo exports to 
Peru, All foreign suppliers ti~mand repaymen.. in hard currency 
(usually dollars). 

Em Central Bank Moneta!y Policy and the FeI.F0 

Since 1965 the Central Bank has followed a tight money 
policyg establishing high reserve requirements (69% for new sol 
deposits, sol accounts and 100% for new foreign exchange deposits) 
for commercial banks and channeling most new private sector credit 
through the state development banks to productive Investmentso 
Compared with 19659 durIng which credit to the private sector 
increased by 25,,77 (public sector by 82.3%), private sector credit 

expansion in 1966 increased by 11.8% (public sector by 41.%). 

For 1967 the Central Bank has programmed 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.
 

http:erubs%.ae
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In the context of such a 
monetary programo thr:
P.Z.F* is looked on by the Central Bank as an ideal instrument: for
achieving -uo objectives., First, the PIoF. financing forms a
part of the credit expansion contemplated for the private sector
which can be directed to productive Investments, And secondo this
expansion can be done through the private sector intermediaries
(state development banks were mostly used In 1966) thereby ea.ingsomewhat the very tight credit situation into which banks have beenforced by reserve requirements, 

Fe Goals of AID IndustrtaL Credit Program 

Given the above background and analysisp the :,"ollaing
general goals of an AMD credit program can be stated:
 

1, Sector Goals
 

The program should provide financing for0 and
encourage the developmnt of, agro-industrial projects in the private
sector and expand export industries significantly earning foreign
exchange3 To the extent practicable, the program will finance
investment outside the Lima-Callao area.
 

2, Institutional Goals 

to undertake a 
The program should encourage the Industrial Bank
more aggressive promotion effort in the agro-industlalfield, 
It should strengthen and support development banking oper.
ations of the private financleras to provide a 
more diversified base
for industrial credit within Peru, 
It should, to the extent possible9
encourage the cowmercial banks to move towards expanded "induorialdevelopment" types of lendingo 
 It should offer encouragement where
feasida to the development of new financial institutions in the
interior of Peru inan effort to mobilize local resources,
 

3o Export Promotion
 

The prog:am will assist and finance the growth
of USa exports to Ptru., 

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 - AftINSTERING AGFSCY (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 countryls only bank of issue and exercises 
significant powers in determining monetary policy and regulating the 
nation's banking activity Originally chartered by law in 1932, the 
Central BInk now operates under a 1962 law which expanded Its powers, 
altered its capital structure and consolidated the numerous amend
mcnts made to its founding legislation-

The Bank's authorized and paid-in capital is 50 million
 
soleso all of which is subscribed by the Peruvian Goverment. The 
Bank is governed by a nine-man Board of Directors consisting of three 
directora selected by the President of Peru (one of whom presently 
serves as the Bank's President); one director elected by the Govern
meit development banks; one elected by the coeercial banks in Llma 
one by the reglnal comueroial banks; one each by the National 
Agricultural Society and the National Industrial Society, and one 
jointly by three Clumber of Commerce organizations, 

In addition to determining the money supply and 
effecting the coinage and issuance of currencys the Central Bank's 
principal functions include short-term lending to the Government and 
its developumt bankis and, under special circmstancees to commercial 
banks and individuals, It also d'termines the reserves to be main
tained by bankso controls interest ratee, re-discounts comercial 
paper and fixes the re-discount rate; undertake open market operations, 
determines foreign exchange policy, renders clearing-house services& 
and acts as depositary of the Government and as its representative 
to the International Monetary Fund, the World Bank and other inter
national financial institutionso 
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The increased powers of the Central Bank have enabled it
 
to influence recent monetary developmet in Peru. and the Bank ba"

attempted 
 to use these powers to broaden the availability of credit
while resisting excessive Inflationary pressures and maintaining
adequate foreign exchange reserves, Bank circulars Issued since 
1962 have limited to 12% per annum the maximum interest rate charge
able by commercial banks, and to 7% and 5% per annum the interest
 
payable on, respectively, time deposits and savings deposits* The

Bank recently prohibited the 1. interest previously paid by commercial
bank on eight deposits and authorized an additional 1. charge to be
made for all discounting of comercial paper,, The Bank's rediscount 
rate has been relatively stable in recent years0 at the present time
being 9-1/2% for commercial banka 2 to 47 for development banks and 
2% for the government. 

Since 1962, the Bank has gradually reduced from 52% to 29%
the basic reserve which commercial banks are required to maintain 
against their deposit liabilities. However since 1965 marginal re
serve requirements have been modified several times with the result
that the present =es.rve rejyir:-mcnt for new sol deposits is 69% and 
for dollar deposits, 100%. The Bank required commercial banks to 
deposit with it Government bonds as security for credits from the

Bank in an amount equal to 5% of such bank's capital and reserves. 

A large part of the Central Bank's extension of credit has
16 the past been to the Government, Due to the volume of Govern
mernt borrowing from the Bank in 1957 and 1958, the amount of
Treasury obligations which may be discounted by the Bank in any 
one year was limited by the 1962 law to one twelfth of the Govern
mentfs ordinary revenues for such year, and all such obligations
must mature within 90 days and be paid by December 15 in each year.
Nevertheleos, as a result of budgetary deficits in certain recent 
years0 such as 19640 the Bank lent additional funds to the Govern
ment by alternative means, such as purchases of Goverzuient bonds 
and direct advanceas resulting in increased issues of currency by
the Bank, 
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The Bank has been very instrumental in enabling 2eru
thus far to maintain one of Latin Americals freeAt systems
governing foreign exchange transactionso, 

As shown in Table Ij the total assets of the CentralBank amounted to $5009000,000 at the end of 1966 and capital and 
reserves over $3,500,000, Table I 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 Btnk's financial 
strength and its excellent reputation in intenational financial
circles there can be little doubt of Its ability to manage the
 
P.I.FO 



TABLE I 

CONSOLIDATED BALANCE SHEET OF PEWVIAN CENTRAL BANK 
As Of December 319 1963. 1964o 1965 1966 

(in millions of SolcS) 

ASSETS LIABILITIES 

1963 1964 1965 1966 1963 1964 1965 196 

bid and FX 3,489 4,028 49364.1 3,871 Capt0 & Reserves 53 65 83 94 

cmms & Discounts 
Tot DmL Banks 
Tot Dev'1 Banks 
To Gov't 

Mvestments 

4,979 
(97) 

(1,165) 
(3,717) 

754 

69244 
(28) 

(1,321) 
(4,895) 

754 

70001 
(1o8) 

(2,009) 
(4,884) 

80416 
241 

10229 
6 9 34  

945 

Ba note in 

circulation 
Deposits 
int'l Wnt 

Fund 

59884 

2,307 

754 

7o186 

2v925 

754 

8o440 

29848 

754 

99"l 

29748 

945 

ther Assets 

Total 

186 

9,408 

434 

11,460 

646 

129765 

466 

13o699 

other Int'l Tnst. 

Foreign Currency 
Deposits 

Forward sales of 
Forn, Exch* 

Other Labs, 

3 

37 

-

370 

14 

58 

121 

337 

12 

84 

258 

286 

4 

112 

315 

Total 9,408 1446012y765 13,699 
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TABLE 11
 
CENTRAL BANK STATEMENT OF PROFIT &LOSS
 

(thousanda of soles) 

Income from Interest and 1963196 1964194 96,19.6 1966 

Camissions 14,0 191c826 1633732 15884L35 
ExpEnditures: 65,725 72,463 91S860 107 153 

Interest Payment 5 3.0 
Salaries 279989 33,830 37,487 410649 
Directors t Remunerations 212 259 258 302 
Contribuitions 3v765 49899 49561 49242 
Administrative Costs 160764 189198 340685 390766 

Penalties & Provisions 169990 15277 140868 219194 

Profits 75.84 119.361 719872 51,082 
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- PROJECT DESCRIPTION
SECTION III 


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, 2J% 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 repnyment 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- Furid. 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 consisting of 3 members will be
 
established in the Central Bank to review and approve proposals for
 
P.I.F. financing received from intermediaries.
 

The 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 loan3, 13% for loans from over 2.to 5 years, 14% 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
 
guaranteeing 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, 
r 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.Lng, packaging, etc."
 

An illustrative (not exclusive) list of these activi
ties 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 Bank 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, etc.). However, these
 
industries will not be generally eligible unless it can be demonstrated
 
that the project can operate effectively without sufficient tariff
 
protection.
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+,iAr-!F.lending pttr every three*months to 
see that a rough 
Sbalance of~ at least ;two to one-in ftavor of agro-indialpoetSis, mitned. NIo, praferontial lendijterms are conzsiderod-nocessar'yto enourage. agro-industri-es' ov xot,161sris no dsiblei

Ssinoe fi~e, moistiunopi d criteria,for the P.I.1. has
 

:In~-1theCoentral Bank Circulaz. to be issued to intermod'a. U'the Central Bankill indiate these fi.; and second priorntcategories, 

Although losn/urhsn opratoa ae otcomo I 
Peru, there. appears to be-interest on th~e part of some fiunnceras
and the Industrial Bank to "prlaentwith leauing inaroast for 
example, such as refirgerated trucks and refrigerated strs fadilitiee. Therefore# leasing 'transactions will "li be e~igIbl forP.I.F. financing, Title to Usequiapmmnt vould, of cow"e, reaei
 
with the intermsdiz7; until time of final purchase.
 

No P.I.7. finmncing will be made available for the pro-3 
3.surplus supply an world makt or for th procewLo for --.....--

odomstic consumption of any agricultural oomt otherbSthnfod 
or fooed currently' in world surplus. The min tood or tood ooemaUts -
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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. Earl; Ic 1LAtL4 n e s1mg orm, 

To obtain vuide dispersion of P.I.F. resources and fIexi
bility in their application, :ztilization of P.I.F. monies will be
 
open to (1) the three government develoraent banks (2) selected fl
nancleras (Investment co!Uanes) and (3) commarcial banks.
 

General allocations of A.I.D. loan dollars between these
 
groups will be made by the Cartral Bank as follows:
 

Developmuent banks $ 1,700,000
Fira.ncieras 2,600,000 
Commercial banks 3,200,000 

TOAL $ 7,500,000
 

Urns of P.I.F. funds within the general allocations vil. be 
on a "first come first served" basis subject to conslderatios of 
priority project categories, etc. These allocations were docided 
upon by the Control Bank and the Project Committee after extrinsive 
discussions wv.th the intermedi aries co arned to estimate each groupts
absortive capacity over a two year porlod. The Central Bank will 
have the right to modify thsao allocations after consulation with 
A.I.D. if it appears that one group'u allocation is not being used 
as rapidly an anticipatod. It is worth pointing out that the three 
state developmnt banks are recelving a relatively small share because of (1) Jho availability of BD loaa fmdz o the Industrial 
Bank (2) the generally rather slow pac3 at which these banks process
loann and (3) special Interest of the Central Bank in encoureging
commercial btks to do more appraisal banking. 

1. G Davelo t Bank 

a. _Bao Industrial del Peru (BIP) 

The Banco Industrial will be the main recipient.
of P.I.F. resources allocated to the devalopment banks. Organited 
as a mixed public (80)/privato (207.) entity in 1939pthis bank is 
the principal source of medium to long tarm Industrial credits.
Roughly half of all bank credits outstanding to industry are frcu 
the DIP. its resourcesIrclude: (1) Equity of $22,000,000 (21% 
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raised by public offering). GOP receives. no dividend on Its 
shares which are purchasod 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 I.s 
as yet undisburseg
 
on the last BID credit made in mid-1965 for $7,000,000. (3)

Central Ban,; advances totaling $15,000,000 as of year end 1963.
 
(4) Special credit lines (3 year) for fishing industry from pri
vate U.S. banks totalling $24.0 million. (5) Special GOP cra-.

dit to fishing industry via BIP for $8.2 million. (6) "Deposits
 
on current account" for clients and can-.cial banks totalling
 
$6.0 million.
 

Its lending term for its own funds (in soles)
are: loans can be mado for up to 10 years (usually do not ex
ced 3 years) at maximm interest of 12% free of all tax". 
Loans to the jungle carry 9% Interest. Subsidize4 small indu3trys,
promotion loans carry 6% Interest.
 

IDB loan funds in foreign exchange are subloaned 
usally for 5-10 ,arj,W V ,.r -Or t,wrld nqipment purchases
wtch the exchange risk being taken by the sub.-bortower .
Most equipment purchased under BID loans comes from Germany and 
Italy. The Banco Industrial extends Its operations to the in
terior of Peru through eight strategically located Regional Banks 
3which-xuprosftt It to clients. Sizll loains up to S/1wl00OOO(
(about $39700) can be made by Regional Banks using Banco radus
trial funds without reference to Lima. All loans above this 
amount must have Lima approval. 

In general0 loans from BIP are limited to 50 of 
borrowerB assets and first mortgages are usually required on 
all tangible assets, 

b. Banco do Fomento AMropecttario 

This bank formed in 1931 lends principally
for agricultural and livesto-.k vroduction on short, modium and
 
long terms (up to 20 years). Interest rates vary from 7% to 
13% deending on t e -mis of the loan (13% for loans in exces 
of 200,000 Soles - $7,463). The Agricultural Bank is entirely
governmet owned and has capital and resrves totalling over 
$20,000,000. It administers three A.I.D. loans to the GOP
 
for agricultural credit which total $24,600,000. A loan
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from the IBRD for medium and long,.term agricultural and livestock
credits totalling $1500OOOOO was granted in 1965o 
 In the opinion
of the Project Committee only a small amount of PaIiFo resources
will move through this bank, but the Bank has the legal authority
to finance food processing operations conducted by agricultural

producers and in response to interest shotm by bank officials inexpanding such activities it has been included as an eligible

Intermed iary,
 

c-, Banco Minero del Peru
 

This bank serves the national mining communicy inPeru. That ia It
can operate only with Peruvian companies which
limits its activities to the medium and small sized companieso Ithas been in operation since 1941 and is entirely state owned, 

Its loan. terms range typically from 3 to 5 yearswith interest rates varying with the amount of the loan, Interes3trates vary from 5% (small mining company promotion subsidy) to 117for sole loans over $370300o A comission of 1% is charged incases where special services (i.e. letter of credit transactions)
are required. 
The demand for P.I.F. funds bylinco Minero is

expected to be extremely small or non-existent.
 

2a FInancleras
 

Over fifty financlaras exist in Peru serving a varietyof investment functionso 
Most of these are in no way strong enough
to taidertake operations with the PIFo nor have any experience inanything but high collateral And high interest* commercial trans
actionsm
 

It is estimated that the eligibility test for financieras0 as set forth belovo to be applied by the Central BanJ

exclude all but about 6 to 8 or the moat reliable financiercs.

will
 

Eligibility, as determined by the Central Bank and A,IoD° will be
based on (1) minimum paid in capital of $500O000 (2)maximum ratioof debt to net workth of 4:1 and (3)a dLmonstrated ability forappraisal banking and a reasonably diversified lending experience0 
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FlitSw.erar are not regnlawe by banking laws as 
are commnercial 3anks. As a consoquence tay can 1aud for mov.
than one year and charge Intoresi in ecceas of the 14% allowd 
by law (plus cotuissions, taxes, etc.) to comnercial banks. 
Many financlera operations c-rry interest charges of up to 30M. 
Since they are not required to disclose tlieir books to the Su
plrintundencla do Bancosno precise stadi.3tics are available
 
for fin.ancierax., The higher lnterest charges are, in several 
respects, JuutI.'i-.d considering: 1) Investmnts made by Finan. 
cleras are oftmi m!ium torm. 2) Inves1 mts made by f I
nanciemrs are o.?tm for relatively high-risk operations for
 
which , zircial or development bank fina ng cuuld not be
 
obtained.
 

The largest and most dynamic 1inanclera In Peru
Is PERUNVEST whose total asf*ta on Juno 30, 1966, amounted to 
over $16 million. Its loan I-ortfollo totdled almost $11 mil
lion on that sae date. Its capital stocc I held by a numbew 
of U.S. and Swljs banka, a faw Individual; and thte anco Con
tinental of Pe z (a Chase M-ardattan subaWliary). PERUINVEST 
has Initiated some equipment leasing tranactirnw and with P. 
I.F. financing could do morm. Tho IDB gr-taed a loan of

$750,0CO to PERUINVEST in 1963. 

ie second argest financlra Ir Financiera Punta
na, S. A. associated with ftu's largest -.ocvorclal bank, Barnco
do Crde-Ito; It has a loan po-follo of roighly $6 1 million. 

A number of sla.ler financieras, such as Inversic
ns Ab a y, hwz Lntqreat: in expanding fteir euiz to long
term portfolio and have good equity bases to do so, (Inversio
nes Abancay paid-ln capital represents abmt 85% of total as-

Sets, )
 

Although many o the flnanci-brav mould like to
contribute vore to 'e expanion of new IA ust:ia! activities
 
and PerOa devoln.opent Sencrally
6 through long to=m lending,
the high cost o' foreign banrl flaancing obligea thea to operate
largely in sho.t-tinv, mor-profitable conerral operations.
The loger tern PI.F. financing will a.l, tho.o InstitutionM 
to carzy out tw operatians without havl:3 to Incr the high
cow.t fareign bank and supplier obllgatIonn. P.I.F. financing
will be doubly attr.ctive sirco financior2. nonwAlly pass on 
the exchan3e r.ak to ci ints when foreign purchase are invol
ved. 
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3. Comacial Hsnks 

All cowercia 
b nks w-ill be eligible to participate
inP.I.F, financing s1nco, unlike the fInancieras, thoy are re.quoted to adhore *strictlyto tbaing laus and resertra equilremmesand report on tll-Ir activ.ties to the St3perintandencla do Bancs.
By law, comm U1 bnko have neyer been parmItta to 7k-loansfor longer then one year. 
Guarantea operatiows, on he other hand,or.= be carried out for longer perieda with the apr val of the Su.perintndencla de Par-cos. V.is latter procadur- w!1l be crployed
z2ror P. l.r. -oper-ations vith cow-mroial ixan'ks. 

The one year lending limit has not completely restricted the banks from serving the longer term lending needs of
their clients. Refinancing debts on a yearly basis is 
a fairly

common practice as is permitting clients to make sizeable over
drafts.
 

Although no madiffcat on to tho bankIng la.i Isneedodto Wnke P. IF. subloans ovor ono yaar, the Central Bank considers
thIs law out-dated and would like to sco It changad. 

AS cOmimrcial banks inorease their term lerding usIngP.I.F. rsou=cs, th Contral Bank hopes to deotrate th3 gffective role which coamrcial barnks can play In the dtveloaz=
effort if peritted to do co. In thIs way 3uppo t for modifying

the law can be obtalned.
 

Carm~orcal banks In Peru have tended in the past to
lend only agains th pledgo of "adequate" socurity or perswnl
guarantee2. Naturally, this policy has cowenztrated lndring on alimitud number of favored clients vith good credit rating -anddi ouraged banks from rOndinZ on the basis of project appraisals.The Csentral Dank hopes to break this habit with the P.I.F. by providing the finzncing naeded by Industrialista on attractive teTheme Industriallata ,,.
illi turn to their coZercal baneks to obtainP.I.F. finaming obilging those banka, In
a sane, to appraise projects to moot roquirzants of the Central Bank. The Interest ratespread allowed (4.)should ba attractive enough anyway to encourage

commercial banks to got Into projoct appraisals. 
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A list of the commercial banks In Peru with some 
statistlcs about each is given inTable III.
 

Sight comercial banks strategically located through
out Peru are set up to operate under a 1959 banking law as Regional
Banke. These banks are agbressIve and ensure that$ to the extent
possible0 complete financial and administrative banking serv.ces 
are available to all parts of the country* Each bank has a region
of responsibility, Coversations bave been held by the Project
Comittee with several of these outlying banks and on each occasion
considerable enthusiasm was shown for the P.IoF. financing oriented 
toward agronindustrial expansion,
 

Besides acting as comercial banks, these regional
banks represent the Banco Industrial throughout the interior,
Recently (1965), authority was delegated to these banks to act
independently for the Banco Industrial in loan approveIs up to 
1OOOOO soles ($39700), Above this &mount final decisions m-st be 
made in the main office of the Banco Industrial in Lima, 

Since the regional banks will be required to staff upbefore 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 the P[IF these regional banks could be Instrumental in
stimulating significant amounts of agro-industrial activities in 
the interior of Peru
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Z;It44.CMIAL LAD LiFJ 

YerfComrYr 
 of 
CO ~~Z!MLlBakgi____ 

Banco do Cr d1to djj1 Peru

Banco Popular dol Peru 

1889 

1899


Banco 	 Interaacional del Poru 1897 

Banco Continental (agfiliate
of Uo0 Chaotd Mlihhttan Bank) 1951
Banco 	Wiese Ltdo. 1943 

Banco 	del Progreg'o 1961

Banco 	Comer-mial del paru 1947

Banco 	de Lims 
 1952 

Banco Uhion 1952
Banco 	Gibson, S.A. 
 1928

Caja do Ahorros de Lima 1868 

Banco de la Indzu;lt-a da la
Constxucicn 


1965 


RegionalBanks. 
Banco 	Nor.Pozu (Trv'JjlIo) 1961
Banco 	Regto19 dol Norte (plura) 1960 

Banco Rgional dol Sur Medlo (ca)1962 

Banco 
del Sur de?. Peru fAr quipa) 1962
Banco 	Ruglo= dol Centro (Huan.


cayo) 

1961
Banco 	do Ion And4.3 (Cuzo) 1962 


Banco 	-.
tnzani,.o 1,iuitog) 
 1962 

Banco de Ahorro y Pretazo (Tru.


J1llo) 
1964 


First 	ytiona Cl- Panc . U.S. 1920 

Banco do Loadees y America de
Sud4 Ltdo. P .Sland)

The Royal 1936


Blank of Canada (Canada) 1.925The Bank of Tokyo jJv.pan) 1965 

Bank.-o Amerta . US. 


As of 	December 1 19650
 

PE! ,1
 

Total 
Numlber Deposits

of (u6s* no 

Of es Milons) 

149 
 202

140 106
 

89 81
 

42 
 55
28 55
 
23 43
 
22 43
 
22 28
 
19 25
 
26 22
 
18 20
 

1 
 6
 

9 
 7
6 6
 
9 5
 

6
 
5
 

8 
 4
6 4
 
4 3
 

3
 

2
 

2 
 19
 

2 
 6
 
1
1 1
 
1966 1
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E01 P-.-F Lending Terms and Conditions 

l Tr to ub-borrowera, 

The final interest rates charged sub-borrower will12% for two year loans, 13% for loman be
 
and of over two to five year-term14% for loans over five years, No coialons or other charges willbe added by the intsruoiariN.r
 

Although 12 to 13% are the highest lending rates
employed by the state development :anks and considered the develop.ment lending rates, the Central Baak decided tocharge a slightly higherrate of 14% for the longest term P.IF,, money considering itbanking practice to be goodin view the fact that it carries no MOoV obligation,, 

The present cost of loans from coa mercial banks insoles is currently running at about 18 to 2O0X per annum,
in'terest rate 13% on The legitis overdrafts and 14% on loans and discounts,
The government stamp tax of 0*97 per quarter adds a cost of 3.6%per*'num to these basic rates, PrIor discounting of interest, compensa.
tory balances, and other techniques tend to add I to 3% to borrowingcostso Ther 
is a 27 
 stamp tax on mortgages which tends also to add
to the cost of borrowing,
 

The government st.amp tax of 0,9% per quarter charged
for each banking transaction (up to a maximum of 3,6%) will be waived
for all PoIoFo financing, 
 The Central Bank has authority under
Law 9140 to make such exemptions,
 

PRI.F. subloans will not be made for less than 2 yearsnor longer than 15 years. Undoubtedly o most projects will have termsof under ten years but 1 
years is being allowed as a maximum in case
a project is initiated under difficult conditions o such as being locatedin the Peruvian "selva" and required such a repayment term,
 

The repayment term of any subloan 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-borrowers and intermediaries. 
Should
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experience dictate some other arrangcment of te.ys of cub-loarn or 
even Interest sproads for part.clp.ting intarad.areo, A1ooD° and
 
the Banco Central will con3ult to decide mutually on modifications*
 

2, Sub-Lo a Limitations
 

PmIoF, financing will not e;cceed 70% pf project needsbut investments in eudaotn3 asse3ts can be coaidered in tE: analysiSo 

Working capital will come from thc. local curcr.cy
vilndowi of the P0 IF.,fro= funds provided by tho Central Banl:o but'only
when fixed assets are also baing fianced in a project Working capital

financing to meet up to three ,monthsneeds 
has been decided upon an
 
the maximum amount allowable,
 

Projects Invol'vlu3 lcss thn $10c000 of UoS, procure
ment will not be flnanced so as to avroid interfering with catab .ishd 
Uo S , supplier-importer realtionalilpso 

Local curreiy necded for a project: will be lted
to the equival2nt value in soles of the equipment beinM purclacc2d uno
 
less the Central Bank agreen ohlr.s
 

That is, if the value of equipment and ser-ices 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 considered 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 relatively inexpensive piece of machinery in the United States 
and requesting unreasonable amounts of local currency from the P.T.F. 
for general use. 

It In believed that in scxc cases the iatc d:'.arivs
will help good clients and not c:tam.ine too elosely The dollar/sol
"mL in p':ojccts and simply poas on Lhe proposal to' the Ccnt%*aZ 
Bank Revi.ew Connitt.e Thiin pr:ovision will warn a prospective :lient 
that apprcrral will havo to be obta.aned for large a-mounts of local 
-currency and at the some Tit free ha- Review Cor-imttee frcmthe 
task of checkIng the dollar/so?. "i!x,, :n each caac, 

3o Inte'.est Rate Sprcead to Trtenued .arvies 

Intermedlarles will be g'vcn a spread of 4% 
on
 
PoI,Fo transactionz,
 

on the basis of conversations w1th c-meorclal banker s 
financiera officers and development bank officials0 the Projec't Com.
 
raittee concluded that this spread was adequmte to cover adminlstratve
 
costs of intermediaries andq at the same time9 be attractive enough to
 
provide an incentive to participate in P.IF° operatlons.
 

http:curcr.cy


a - o 

banks -ijX b. ',startfinf'UIto odo-evn iml appraisals and tbev*' 
incur addii aladainistrative costs. 

Thuso 1413 O spread is cosdee ftr o bt
and the single spread keeps -the P.L?. lending critesri U00011 iu lle 

The GOP' vtll asou, the exchange risk on the repqsmt
of the AID loan. Hlowever, the OCP excpects the P?oy. to operate in a businesslike fashion and earn suficient surlus to be aible tocover the administrative costs of the Cent:a Banks and pay'interest 
on the AI loan. 

The Project Comittee considers this attiUde to be
reasonable considering that sub-loans will be Made tret the P.1.?.. 
to intermediaries at 8, 9 or 10% interest allowing '(during thefirst ten years grac period) the P.I.?. to earn a spread of 7, 6,oor 9%over the AID interest rates. Taking the most conservativeapproach and using 7%as the spread and appngths to the flresources ($15,000,000), which should be loaned out in two ea.one can assume the P.7.. will earn in the neighborhood of 11,050,100annually. Adsuming the Central Bank costs to be relatively M1 

tomeofthefund because of inflation and related devaluation. 
Although it is impossible to preciselyr estimate the Polo?*earin 
devaluations in the future, the Project Comittee believes that the 

p- without any appreciable risk of decapitalisation. 

UNCUSS~kE 
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SECTION IV - LOANS FROM 1DB AND TRD 

The Inter-American Development Bank has made the following 

4/65 $3,000,000 undisbursed
 

loans to Peru for industrial development: 
Amount To Date Status (at Feb. 1967) 

2,500,000 
5,000,000 
7,000,000 

Industrial Bank 
Industrial Bank 
Industrial Bank 

10/62 
12/63 

Disbursed 
Disbursed 

1,000,000 Industrial Bank 6/65 $800,000 undisbursed$ 750,000 Peruinvest 11/63 $109,000 undisbursed 

IDB is now engaged in an evaluation of its previous fourloans to the Banco Industrial which it will complete before consideringa fifth loan of approximately $10,000,000. All these IDB loans arefor foreign exchange costs (Free-World procurement) of machineryquired for all types of industrial expansion. 
re-

Most of the procurementaccording to BIP officials has been from Europe (Germany and Italy). 

The IDB has expressed some concern over the fact that theGOP will assume the exchange-risk for this loan and has not done sofor the IDB loans to the Banco Industrial. IDB feazsthat A.I.D. loan
will be more attractive and slow down disbursements under its loan.
The Industrial Bank does not expect this loan to interrupt the reasonablygood disbursement rate of the IDB loan, particularly since most nrocurement with IDB funds is from Europe. While we anticipate diversionof business from European to U.S. exporters under this loan, the A.I.D.loan is directed at only the agro-industrial and export sector andcan fill only a relatively small portion of total industrial needs; also,for reasons of price, suitability and the like there will remain a substantial demand for European exports to all sectors'Purthermore, A.I.D. believes 
of Peruvian industry.

that there is a substantial job to be doneto stimulate development of agro-industries and Peruvian exports andthat this can only be accomplished vith the type of loan we are propos
ing. 

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

During the current period of credit restraints which are 
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, there is every 
reason 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 part3. 
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SECTION VT . IILMT.(I'TJATiON1 PLAN 

-
Follotig tonn nuthorizat.or)0 tho USAID Capital Dovolcp

civ &1 will are ICplc¢mont Off .co and Logal Counsol AY p 

I an-d the loan agrc-nt. Ioan ncgOtlationsmontation Loattor No. 
and signlng will be conductd in L!mn by USAID ofZiclals. 

i11 operate,Concern1n tho datails of hm eho P.I.F. 

the Central Bard; will publish a civclular, the drnAt of which Is 

as /nnx II, to all in taodSarlos.included heroin 

In tho opinion of tho FrojcctU Ccn 1.tca 6ondltions pro
months afetr loan 

coont to disburacm--ft can be vvL vithin thrc 

signinZ. 

The P.I.F. resources can probably be allocated to projects
 

within 18 months and the A.I.D. loan fully disbursed in about two
 

years. USAID will maintain close contact 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. Sr-ll Bunrn. Vo~if
 

fact that only ad:quatly elaborated propc-Duo to Uio 
sls can bo pracn.cd to the Ccn^=al P.%. by Intcrmodiarics, thv 

selaition of equipmcnt and juplcr wF.l1," n moat caca, already
 

cubbol -rn v hn the Contral
 
have bean i-xdo by tho proz)ccliQv 

thatac ..... 1--ht b o 
Bank consiclors a proj'-ct. In 

.c103In cozi idoratlon of Lto nczd to 
zlo',3tion of e;7t,-rn 3 

c asuxr co .- 11.Alit y with cqu!Pr.n alrcady intzallcd. Ao a ra

wAvi thio Sri.i BInc.sso
cult, Central lnk coI2lianco 

uti-izi and mi-loding to U.S. cvp

(SDN) rcqulzrrz, n vould bo po 
in a ctptfng to 

pliors cn=lnZ hcm urccoroary inconvclcincvo 
tha dulay Inhoront in foll'o-ifng tho fornol
 cc-zpato. In Ae3-tIon, 

tho loan. 
SBN procedur cou id scriously ha-por rrpid diaburnc-crt of 


project (rotard production,

Such dolay3 may wail be dsmaging Lo a 

http:pracn.cd
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start up, etc.) resulting in addltlonal costs to the sponsors.
 

Cond.orlng the similarity of thesO cir 'trsances withthose Involved in many develcmzn bank operat ons for which theSEN requirements hvy boon cec=oionally vzlved (See AIDTO A-1 3 toMannagua), the Projoc. Co=ittee believeo: hat such a alver 1s
justilied for this lean. 
Instead, a gnnoral noteo to ScIal1
Business'could ba.made 'in the Cc=IercoQ Eaisiness Daily followingthis loanls"authorizaticn. Srch a notice wauld cclver In detall
the P.IF, objectiven, describe tho e4l.gible sectors, projeces,atc., and advise U.S. buslnss maii that the funds will be madeavailable thrugh cordbrclal ban."s, finrncieras and state do-.velopmn't banks in Peru. To ensure ad:2uate disomination thlsnotlce could be reponted a uL'bcr o! tl.os in the Commne-e Buzi
ness Dailyand,small business circulars. 

Handling the SBN :inthis way w'll halp atz-eam4ina the 
P.I.F approval prdoss at he Central Lank level.. 

SECTION V1I ..TSUS: None 

S TTION VI0I 
 CONTINS A*D 007 E1'tANTS 

a. The GOP shall doliver the proceeds of the loan In trust tothe Central Bank to establich the PI..; the Contral Bank
shall act as fiduclay of the GOP and operate the P.I.F
 
as agreed upon with AID. 

b. Equ.pment, materials and ncrriccs flitncad by the loan siall
be pro!urod fron the Uaticd State..
 

c. Sub'.oanr actendled by th:2 I.I. F. shiall be made in acrordar1-e
with tho Contra., Ban.: ro-.Uat:iczs ove.ning the tute of P.I.F.funds o 
as araonded by wu,;1!al agrzennt betwreen AID ard t e
Borrwe}:. 

d. Dcapt as AID mcy otheo-ise agree, no P.I.Fo flnancing willbe Eade available for the prccozs 'la for export of focd orfood conmoditios current.y fcund in excess supply on world
marlkqt. or for tlho pTro s3sing for uxpozt or domestic consumnation of any agricultural comrulodt-j, other than food or fee-d,
currently in world surplus. 
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FRA4IEWORK -FOR A.LD. PROGRAM 

Objuctve~s 

Uo S. assistance. to Peru is properly viewed in tiht coutaxt notonly of the tradti.rloa Inter -Amer~can political instituions whichbring the two couantries together but also fn the context of th-, vryclose, tradc and commnrcial relati'ons that exict. Tht U.S. is atonce Peru's best customer and largest suppliur buying about 40porcent of all Peru's exports and sellIng roughly the sar.e, prctent..age of Peruvian irnports. U.S. pri-vate investors have on th orderof $500, 000. 000 imvcstad in thi5 country, and profit remittances a.*
broad from Paru (with the bulUx going to the 
U. S. ) currently run to
 
more than 100 million annually.
 

Beyond these commrcial interests, the U.S. has an import,ant stake in the success of the economic and social moderndzation 
process Inikiatad by Presidlnt Belaunde. Internal stability, economc
viability, and political develonpent compatiblm with U. S. 
 policies
and objectives depend to a larga degree on the success of that process. Accordingly, the objectivea of the A. I.D. program are, first,to support Peru's efforts to create improved economic and socfalopportunities for the presently disadvantaged half of the population
living in a subsistence economy, and secondly, to establish an insti.tutional base - public and private -- for sustalned economic and social 
growth in Peru. 

The Setting 

Peru has many of the essential Ingredients for a meaningful
attack on the constraints which hold half the population of this nationin poverty even while maintaining the outstanding economic performance chalked up over the past decade. Peru has a democratic, 

UNCLASSIFIED 
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reform-.minded government which believes in the goals of th.Alliance for Progress and is deeply committed to development
 
and progress.
 

Peru is traditionally a private enterprise economic. Theprivate sector has done a remarkable job over the past "ir'ade in

giving Peru one 
of the highest aggregate growth rates in LatinAmerica. That growth, however, has been ill-distributed withthe urban coastal areas sharing fully in its fruits and the tradition bound peasants of the Andes benefitting little, if at all.
 

With over two years of his six-year term still before him,President Belaunde is as determined as ever to move forward
 
on a broad development front. 
 The Alliance for Progress is viewed, n6t only as a source of potential external resources, although
that is importait, but also as a commitment to internal reform

and progreas. Specific accomplishments so far include the pas
sage of basic agrarian reform legislation, the first municipal

elections in over forty years, and the initiation of a community

development program to strengthen small communities and local
 
governments. 

Notwithstanding the many favorable factors, however, Peru's economy is 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 requtra. If, however,Peru can reasonably count on substantial external asistance from
the United States, in collaboration with the international Lendingagencies and European countries, it should be able to achieve adevelopmental push on a scale sufficient to put it well along towardsthe solution of its most urgent problems. The consequent advantages
to the U.S. in terms of political stability, national and continentaleconomic growth, and success of the Alliance for Progress in SouthAmerica's third largest country, would be considerable. 
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Growth Pattern 

Peru's Per carita incom2 hat increased by more than 40 pe.rcent since 1950 and by 25 percent since 1959. The growth perform-.ance of the past saven years haa on average, than, more than met
the basic Alliance target of 2. 5 percent per capita per year, 
 eve.while population was growing by nearly three percent per yearremarkable performance sustained by vary high levebo of domnesticsavings ranging around 20 percent of gross product on the average. 

It Is in respect to the quality or structure of growth that has
been achieved that the Peruvian record 
Le clearly deficiant. The
expansion in overall output reflected in the national statistics vas
produced (apart from the mrining contribution) almost entirely by
the modern export agriculture, fishing, manufacturing, 
 and com
merce of the Coast, and the benefits of growth have, 
 in turn, been
 
very largely retained on the Coast.
 

One of the most significant and basic deficiencies that has be
come increasingly acute over the years is that in agriculture, food
production for domestic consumption appears to have 
stagnated overthe past 15 years. As a result increases in food prices constantly
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 extent, in urban construction. Investment in basic eco
nomic and social infrastructure has, especially outside of the Coast,
been a small part of the total, and very slight indeed in relation to
Peru's needs at the present stage in the development process. 

The Gaps
 

The problem of underdevelopment in the past and economic
growth in the future and this applies in particular to increased
public sector investment -- can be stated analytically in terms of 
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gaps in human and financial resources. On both fronts, the problem 

in Peru are sizeable. 

As it concerns the ability of the Government to effectively mobi

lize its human resources to implement the public investment program, 
substantial administrative reforms are envisaged in the key ministries 

of government including Finance, Development, and Education. To 
cope with the shortage of skills, a growing amount of resources is 
being devoted 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 i clear that higher investment (public or 
private) requires larger savings (voluntary or forced). Recognizing 
the need for more public funds, the Belaunde 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-board increase in import 
tariffs, plus additional duties on certain luxuries imports; and new 
or higher excises on some domestic products, including notably alco

holic beverages. But the experience of the past three years has de
monstrated that Peru's basic tax structure will have to be overhauled. 

It is impossible to pyramid rates much farther on the present archaic 
tax structure with its large component of earmarked taxes, heavy re

liance on indirtzt levies, vulnerability to foreign trade fluctuations, 
profusion of minor levies, general complexity, and inadequate admin
istration. 

The inability of the present tax system 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. 

UNCLASSIFIED
 



UNC LA SSIFIED 

Annex I, Page 5 of 

Public Sector 

Revenues, Expenditures, and Savings 

Percentage of GNP 

1963 1964 1965 

Current Revenues 18.3 17.9 17.1 
Current Expenditures 15.8 16.1 15.7 
Current Savings 
Domestic Borrowing 

Z.5 
-. -

1.8 
.7 

1.5 
1.3 

(Including change in 
cash 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 (wlyrn
irrigated) coastal lands, an abundance of rich mineral resources cJOee 
to cheap ocean-going tracsport and a unique combination of cliraatf, and 
current which make Peru the loading fishing nation of the world. These
assets mixed with significant home-grown enterpreneurship and govern
ment policy hospitable to foreign investment have generated a ro0n.rkoable 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 proceeding decade. After
stagnating in 1965 exports rose again in 1966, but imports rosa even 
more rapidly. 

It is, however, easy to overstate the strength of Peru's orefgn
balance. Quite aside from import demand which has generally kept 
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pace %Iththe g.vowth in exports, nvestfent income runs to mnro 

than ten percent of the valu3 of Peru's exports. Such o0.'tpsy,..entscoupled with =ore than matchir.g outflows for freight and insu:anc.,have put tho ctu:rent account of the GOP into deficit in 12 of th&. Iast14 years and five of the past 0i: years. 

Indeed, the current account position has deteriorated in each

of the past six years, 1964 excepted.
 

Current Account 

Balance of Payments 

(millions of dollars) 

1961 196Z 
 1963 1964 
 1965 196
 
Exports 510 556 555 685 687 791Imports -429 -473 -515 -.513 -646 -742Freight & Insurzance -53 -63 -63 -75 -85 -I02Investment iticcme -63 -66 -72 -72 -77 -1-3Miscellaneous 27 15 14 -11 -5 -11
Current Account
 

Surplus (Deficit) 
 -8 -36 -81 14 -126 , 

There is no reason to eqrtect the trend in currant accouit to re'verse itaelf over the next few yaars; on the contrary, th,! weighbt c :the evidence points to an increasIng need for foreign capital, -Yi'r .tand eapecially public to maintain equilibrium in the balance oi ray.
ment s. 
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Summary Balance of Payments 

(millions of dotlarS) 

1961 1962 1963 1964 i b_5 196,. 

Balance-Curreat Account -8 -36 -81 14 -126 -1% 
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 

which: 
41 12 30 35 

-

(.Z7) (-30) 
-

Central Bank 34 6 18 25 15 (-22) 
Other Financial Inst. 7 6 12 10 (-42) (.8) 

Public Investment 

Total public sector investment has risen over sixty percent during
the past three years, but the share of it which is financed by public 
sector savings has ft ilen to prectically sero. 

Available estimates of investment by sector in the pre-D-elaunde 
year of 1962, and in his first full year in office 1964, show that outlays
in agriculture and school construction doubled; that hospital and rural 
medical centers expend.ures tripled; and that transportation (highway
construction) investments reached a peak of almost one billion soles, 
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, highwa-, 
and education. 

Even as the Government continues to invest in bricks and mortar, 
it Is 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 -- is Cooperacion Popular. 

UNC LA SSIFIED 
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Ioan Terms
 

The disbursed portion of foreign public sector del*t as i.is~nfrom $161 million at the end of 1960 to an estimated $5'4 naill.,onthe end of 1966. ,
Projected annual debt service requirznen.--, for
1967 point to a burden of roughly 1Z percent of projec:c1 elpoa'S.
There is every expectation that the debt burden will ris, raidly i!the nexti few years. Indeed, the World Bank estimates that i.f.Peru takes on new debt on 

l. 
terms in use by the internationr,,i lend,-a.the debt service will still rise to mcre than 15 percent of pro.ec.edexport volume by 1970. IEA. I. D. and other agencies loan on tns-nsignificantly ahorter than their mininmu-n, there is a ral pro;,pect
that debt service by 1970 could reach 20 percent of proslpecti'ie 
 t
 

port volume. 

lost of the projects included in the Peruvian investnn" prcgram will yield substantial returns, but in many cases only os.ong payout period. a
Further, the infrastructure investrnents which
will receive priority -- education, agriculture, roads - ol'ten y. eld
a significant part of their benefits in the form of so.-called 
ex1 eraal
economies (by way, for erample, of expanded opportunity or ,rea.r

efi ciency for the general public) or in a form (improve, I 'a.alth)wrichcannot be directly translated into income. It is adm.ni.trativ-.ly cif.fRcult to levc)User :harges to Day off such investments and ic.acdli.tion the social objectives which the public investment scrve .c2e:.ve
 
strong support.
 

For a .ornbination of reasons, then, balance of pz.ynien,-s, thatype of public investmeant envisioned and the end which it 33rvas, theMission believes that minimum loan terms are fully wa:crantel for 
Peru. 

UNCLASSIFIED
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June 5, 1967 

DRAT CMNRAL LAWK RESOLUION 

Part I :onisttmn h l 
With the participation of international davelopmanorgt izatons and the "oopaation Govervnt of Peru,of the

the 1 Fondo do Inversiones Privadas" hereby Is established uithithe Banco C-entral de Rteserva del PQrd. The Fund Is viewed as evaluable instru::jent in providing the financial inarmediaries !athe P'eruvian economy idw Incentive to reMbottlneck- existing i~iiJin the financing of private ivesamAnt proJo.t's Inorder to ftcilliate the non-inflatlonary, sustained, and balanced 
growth of the economy. 

Part XI : SZeciftce of Operation of the FIP 

(1) Purpose of the Fund: 

The resources of the fund are to be used to help financesound private investm nt projects In those sectors of the ?eruvIan 
ecoamy lacking adequate finance. 

EnnBrdmznt funds denominated In foreign currency Ln w--wuntsneeded to financ the purchase of machinery, plant, aquipmFt,materials, rawand technical assistance abroad as well as part of thelocal (soles) ccst will be provided by International and national
development organizatons. 
 These funds will be deposited in anaccount to be called "Fondo do Inversiones Privadas- (PF) at the
Central Reserve Bank. The funds required for local expend!tures
("matching funda") viii be generated by the central Reserve Bsares an integral part of its rwoneary program and dpca3ited In theFIP account at the Bank. 

(III) O2ert!2n.,of the Fund: 

A ustomar seeking a loan will approach tha financialIntermediary (Commercial Banks, Baas do Famunto or Financaieras)with his request for the loan and supporting documentse 
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lent at the legal rate of interest and, being conjoined vith the 

development efforts of the FIPp shall be free from tho stamp ta.x, 

(Vi) Distributicn of Revenues Between the Financial Intermadiaries 

and the Central Bpnk 

Any loans granted undar the Fund will assure the pari!clpat:ing financial Intermediary a revenue on that portion of F.P funds distributed -. .
n a given loan o 4% on project financing and 27. an the
financing of cap tal equipment Lports 
for an already operating intar
prise. 1/ This revenue 
of 

is intended to cover the adminitrative costtho financlal intermediary in processing the loan application,
provida a sink!ng fund against Zhe possibil!ty of customer defzult on 
the loan, and provide a profit 'or the Intermedlary, 

The remaning portion of the revenue from the loan involving FIP resourcs ii 
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 ir~rnational funds borrowed,
and provide a profit to the Central Bank. This profit will be re-

Invested to 
augment the Fund's resources and is to be viewed as aworking reserve within the FIP and, simultaneously, ar.a fund against

the risk of exchange devaluation.
 

(VM) Responslb IIlties
 

(A) Rasponsibility of the Government of Peru will be the
 
exchange risk on dollar resources distributod.
 

(R) The responsbilIties of the Central Reserve Bank shall 
Include: 

1/ Once the fund Is in operation, the rates given in (V) and (VI)
above will be subject to change at the discretion of the Central
Bank as credit and market conditions and the movement of PIP 
funds dictate. 
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(1) advertising the fund to the public, the comer
cial banking institutions, Bancos do Fomento, 
and Financieras; 

(i) 	procossine the loan application:
 

The Central Reserve Brnk will establish a Review 
Committee to administer the FIP. The Review 
Comittee shall consist of two members of the 
Board of Directors and one Fund Official from the
 
Central Reserve Bank, The Review Comittee villI 
ha%e a full-time staff of bank employees to process 
the loan application and supplementary information. 
This staff will be headed by the Fund Official of 
the Central Bank. The granting of a loan will 
require as a necessary condition the unanimous
 
consent of the three members of the Review Commit
tee.
 

(iii) distribution of funds:
 

The Central Reserve Bank will have the responsibi
lity of distributing the endowment funds, these 
funds to be used by the intermediaries and borrowers 
within the limits of the general directives issued 
by the Review Committee. 

(iv) 	 Aquarterly evaluation by the Central Bank of the 
allocation of Fund resources within the sectors of 
the economy and of the efficiency with which these 
funds are being used in accomplishing the objectives 
of the Fund.
 

(C) 	Responsibilities of the Financial Intermediaries
 

Those intermediary institutions wishing to participate 
will 	be responsible for:
 

(I) advertising the fund to the public 

(1i) fully processing the customerls application and
 
presenting the application together with the sup
plementary information required by the Central 
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Reserve Bank's Review Committee for a decision
on the loan application. This supplementary
Information shall Include:
 

a) 	A commercial feasibility study of the proposed
 
project.
 

b) A technical feasibility study of the proposed

project. This study shall contain reco.enda.tions as to 	the amount and type of technical

assistance desirable for the project, the availability of such technical assistance sources
(domestic or foreign), and the cost for this 
assistance. 

c) 	Proving to the satisfaction of 	the Central BanktsBoard that the loan will represent a net additionin their balance sheet for the sector concerned.
 

(ill) Guarantee
 

The financial Intermediaries are required to guaran.toe on their own resources (an "aval") the repeymsntto 	the Centa Bank of FI' resources (both the International and matching funds involved in loan).the came where discounting procedures 
In 

are used tofree the fundsp the Participating financial institu.tion will be required tu supply the usual commercialguarantee on the discounting operation.
 
(v) A periodic progress report should the loan be granted.
 

Part III: Memorandum Conarnin the Partici ation ofInternational Develeopment (ITI 
the ency for 

h I_
 

Outstanding among the problem areas thatthe Peruvian economy have developed in
has been the relative stagnation of the agricultural
sector (real output increasing by only 12% during the 6-year period1960-66), the Inflation that has ocurred In this sectpr (80% during6-year period), the necessity of the 	 the economy to turn/1portationfoodstuffs and 	 ofrelated agricultural productssubsequent strain this has put 	
to meet its needs, and the on

A second 
the balance of payments of the economy.problem has developed in the manufacturing sector.output In the manufacturing sector has 	 Although

increased substantially during 
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the period under question (an increase of 67% from 1960 to 1966)t theincrease largely has been concentrated in select area. This, In theface of broadly rising demand for manufactured goods in the economy,has resulted in inflationary pressures In this sector (8% during the
6-year period), imports Increasing over & broad 
 range of manufactured
products further increasing the pressures on the balance of payments,and, more importantly, a failure to the base'ay for vihat many consider
to be the long run solution to the balance of payments problem, namely,
the eventual e:cportation of manufactured goods. 

Fondo de Inversionec Privadas 

The Agency for International Development has Indicated itswillingness to help Peru in its development efforts by initially endow-Ing the PIP with a line of credit for US$ million for term ofa not
less than 40 years. 

(!) Usso teFn
 

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

(II) Project Fnancing under the Fund 

The customer generally will be required to finance approximately 307. of the total cost of the project. The resourcqa of the PIPwill be used to finance the remaining cost of the project, approximate
ly 70%. In the case of AID, it Is understood that the Initial endowment of funds my be used solely to purchase Imports (machinery, equipment, raw material, etc.) from the United States. Because of the nature 

2/ A3ro-Indus trial" activity may be fdaflned as an Investment designedto transform, preserve# or otherwise process animal, vegetable, or 
other organic material.
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of the projects to be financed within the FPP (cf.(1)above), it 
Is estimated that, except in the case of financing the Irport:ation of 
capital equipmenr for a previously operating entorpiise 3/, cf the 
70% of the total cost of the project to be financed from FP resourcos0
the incidence of ATD funds within th!s 70%generally will amunt !;t) a 
leas- one-half (50Z) of the total value of the loan. The rcmair.ing
portion of the total cost of the project will be financQd a!3 crcdit 
and 	market conditlons dictate though catching funds and the use of 
the 	free reserv"s of the participating institutions. 

A cu tomez seeking a loan will approach the financlal
 
intermadiory (Con-aercia l Bk, Drncos de Fomento or Financieras" ulrth
 
his 	'-quest for "-he loan/sP'ocrt1ng documnts. 

T 	 intermediary will be required to study the projent for 
its commerclia feasibility and eligibility for flnancing under thc: 
FIP, These atudles will be submitted to the Central Benk for ae.p:oval. 
The Central Bank Revieu Committee will judge on a loan applicatlon on 
a "first come, fr3t served" basis among the coi]ercial bank!, Beacos 
de Fomento, and Financieras and cn the basis of the co=*ercl.al fea.ti1bl
lity end eligibility of the project for financing under the AID gzant
with consideration be!ng paid to the prsvious allocation of rIP 
resources (cjf. (I1)). Should the Central Bank decide fanvorzbly 0-.
 
the applicnt on, the funds will be freed for lending by the lnt: ,zdt
aries,
 

(IV) Special Qualifications
 

Special qualifications on the use of AID loan funds are
 
that the minimum size of a loan financed under the FIP involve not
 
less than S$1O0,000 and that all loans requiring .$500.000 or more
 
in dollar cost must be submitted to Eximbank for their consideration.
 
A notice of rejection must be received from Eximbank before the FIP
 
can 	approve such loan.
 

3/ 	It is understood that the greater portion of the AID funds will
 
be used in the area of project financing rather than in the area
 
of financing the importation of capital equipment for an already
 
operating enterprise.
 

http:co=*ercl.al
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CHECK LiSt OF STATUTORY CRITERIA 

(Alliance for Progress) 

i, 	F.A S,102., Precutionithat 
Mlae Geen ox are being taken 
to assure that loan p-oceeds 
are not diverted to short.. 
term emergency purposes. . 
(such)as budgeta-xy balance 
of .paymeatso or militaxy 
purposes) or any other 
purpose not essential to the 
countrys onge-range 

ccnomic development', 

2,, 	 FAA S.102. jnformration on 
Measures taken to util.ze
 
Uniated States Goverrment 
excess personal property in 
lieu of the procurmat of 
now 	items., 

3. 	FAA S,102a information 
etrhe count./ permits, 

or fails to take adequate 
measures to prevent, the 
damage or destruction by mob 
action of United States 
property.. 

4. 	 1FAA S.201(d). Inforation 
and conclusion on legality 

(under laws of country and 

U.S.) and reasonableness of 

lending and relending terms 

of the loan. 


2. All loan disbursermons wil! 
only be wade for the -rchase by

the private sector of Peru of
 
equipment and nerviccs 
 in the U*
 
S. on the basis of adequately
 
prepared proposals approved by

the Central Bani.,, USAID Capital 
Development Of :,ce will receive
 
.eriodic progres3 reports and
 
make spot checks of projects to
 
ensure proper end use of 
loan
 
funds and che rG.0P mtching

contribution (S.'ection 111). 

2 ...... 

3. The GOP does no" permitr
 
and takes adequate m.casurces to
 
prevento damage or destcticn 
of U.So properey by mob actrons 

6. The proposed loan is !,on
sistent with the laws of ?eru 
and the United States and '-he 
United States and the terms are 
considered reasonable by both 
the Borrower and A,.I,,D, 

YNCLASSIFIED
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Si, 	 FAA S2I&%manrin 5o 	 This loan qu1IlPromote
Whc il to 	 Peru'@ ecortomic develop-.coudtry's economic develop- ment and contribute to the 

ment and contribute to the welfare of Its people.
wmfare of its people.
 

6.FAA S.251(b)(1). Extent to 6, Account has been taken of the 
vhtch counz 'is adhirinv to GOP's adhevence to the prnci.
the 	principlesi of the Act of pies of the Act of Bogota and 
Bogota and Charter of Punta the Charter of Punta del Este,del Este and is showing a and 	the Borrower*s responaive
repoenaiveness to tle vital njess to the vital economict
econmeLoc politlcal, and 	 pclitical n soolal concerns
social concerns of its peole of its people. Contributlonsand extent to which country by the COP to various programs
has deunstrated a clear includiug agrarian reform, low 
determination to take effec- and 	medium cost housing, civictive self-help measures. 
 action* education and community 

development are demonstrations 
of effective self-help measures, 

7, 	 F S.251b(2). Infor ation 7. 	This activity has been found a 	c 
 ton activity's economically and tech~nically
economic and technical sound- sound8Des.,, 

8 	FAA 5.251(b) ). laformation 8m This activity has a basic 
and conclusion on activity2s significaace for GOP's develop.,
relationship to and con-
 meint activities, and will pley

sistency with other develop. an essential part in the real
ment activitieso and fts 	 ization of i.cng ranige

contribution to realizable 
 objectives3
 
long-range objectives,
 

9 	 FAA S,251(1) (4. inforrntcn 9, The impact of this loan on 
a c--iuson on possible the 	U.S. ecanony is stated in 
ef~ects on Ul,S, economy, Section V.
 
with special reference L
 
areas of substantial labor
 
surplus°
 

10, FAA S.251(b)(.5) Infomtion 10e Peru has a democratic refor..,
M 	 cnnlsion or the degree minded government which be
to which the counti-i in Lieves in th goals of the 

JTCLASSIFIED 
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making progress toward red 
soot for the rule of lawn 
fweed of eupression and 
of the press, and recogft
nition of the importaace of 
Individual freedom, inltl. 
ative, and private euter-. 
pvise, 

Alliance fnr Progress and is 
deeply cowmitted in the de 
velopmeni and process, 
Efforts to !nproae economic 
and social op.iftnittes fog
the presently disadvantaged
half of the population living
in a subsistence economy and 
to establish an Institutional 
base-public and private.
for susinaed economy end
social growth in Peru are 
exaples of .wvement in this 
direction, 

11. s.25l(b)(, Infoma. 
tton a &heueton an the 
degree to which the cout'try
is taking steps to improve
its climate for private 

11oPru's ecanoy is strongly
orientated tow'd private
enterprise,, The private 
sector provides 807 og the 
GNP* The Peruvian andustrial 
proMoInU law eaCourages
foreign ar domestic piiate
Investments in Per'e 
industrial sectoro Several 
PrIVate 41ivestnent. ban~ks 
have been established in 
Peru in the past five years, 

12, S6125 .7a Infor. 
matIon and conclusion on 
whether or not the activity 
to be financed will con% 

12o See "rurpse" in Stnary
and Reccnendatlon section 
of Loan Paper and Section I, 

ttribute to the achievement 
of self-sustaining growth, 

13 .FA.S251(b)(8)0 Infor. 
matlon and conclusion on 
the extent to which the 
activity will contribuie 
to the economic and politi.. 
cal Integration of Latin 

13. LMpoct industries being
financed by the P,.I.F. wtll 
expand tzade between Peru 
ond other LatIn Axnerican 
countries, 

America, 

UNCLASSIFIED
 



14. 
14a FA S.251( !otmatici 

an avail-., 
bility of financing frm 
other free vorld soures, 
Includift private sources 
within the Uhited States* 


15. F Inforomatin 15o 
and cncluson an capacity 
of the country to repay the 
loan* 

169 FAA S,251(b). Informtson 16, 
and conlion countr-y's 
efforts to repatriate 
capital invested in other 
contfes by its own 
citizens, 

17, 	EAA .251(b). Ifo ation 17, 
and conclusion on Lvasonable 
prospects of repaymento 

18. 	 ,A l(e. Information 18. 
and conclusion on avails, 
bility of an application 
together with auffcient 

in.ormuation and assurances 
to indicate reasosably 
that ftmde wIll. be used 
in an economically and 
technically sound marnero, 

19. 	 -FAA S,251(a)o Information 19. 
and conclusion on use of 
loan to assist in prooting 
the cooperative movement 
in Latin America, 

20. 	FAA S.251(h). informat.on 20, 

andcionclusion on whether 

the activity is consistent 
with the findings and 

recommendations of the 

InterwAmerican Committee 
for the Alliance for Progress
 
in its review of national 
development activities 

UNCLASSIFIED
 

UNCLASS Im 
AM 119 Page 4 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 reasonably
 
certain that the Borrower
 
will be caprble of repaying
 
the loan,,
 

It appears that the GOP is
 
attempting to repatriate
 
capital inve ted in other
 
countries by its own citizens
 
through its free exchange
 
'policyand strong endorse
went ot private enterprise
 

It appears reasonably
 
certain that the GOP will
 
be wiflng and able to repay
 
the loan, 

The GOP has made a formal
 
application for loan-funded
 
assistance in this activity0
 
and A.I.D. has received 
sufficient Infoxmiaion and
 
assurance to Indicate
 
reasonably that funds will 
be used in an economical1V 
and technically sotmd mannero 

NOT APPLICABLEo 

This activity is fully cong 
siatent wit;h recommendations 
made by the CAP cot ,=ittee 
during its Depitmber 1966 
meeting on Perllu 

http:informat.on
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21,, The antire ~. 1~ loan will 

22,, 

23o, 

be Udltb1-ate~zisi atd 
cxvwdit 12itzakg fr ad 
KeMR'dAu 4ao* fo e 
sector ic s"o fiamce 

P-1VCurix,7n% of equip. 
m.-ns and r*.ces 2r=m 
PrivAte or 

Private Eirlarc-',l fnijti, 
tu.t.ons Wal1 be strengthened
by Chia Acan rrq MU *zni 

triiIiPW1,2angt~ue 

mboaC iidm 
expnsm (See Sections I 
a~nd t 

h . n -C0L,..agG 
efforts Of thne COP in 

~eaticn t, (b):, (d)
and (e), (S-cscico X) 

.. ~ruaues~ilb 
supplying equIpm-ent for 
Projects firancped by this 
loan, 

UI1CJASSIF13D
 



UNCIASSUIP2
ANW III.-Pase 6 of 13 

Sabrod aMd low it wille40ourege private U"S,
Pmelipateio 
In foreign

4u19tae programs (n
eluding WN of private
trade ehuneLs and the 
Wtyies of U.S' privateenterprige). 

23. x0d. Cocjumta 25. The $100000atsp -- nf oration of the loan1oae o 
 ehia
 
on eo~llgce with e locardatslhe or teb se!Cngessional pollcy that proak .! bue,eugineering and profae.1 profemsonat e'ces to
siongl servicas of U1s, P48. sena! ca-ro tc)
firms and their affiliates thO Central Bank1, Other.Are to be used in connectio 8iofen-2e
erand w th OaPItal projecs to the prTofes!,ional -,ervides arenot iavolved,"i01M 
extent coUsistent
 
with the national interes 
. 

26.. FAA S,602, Informtion and 26, Small businesa %.IlIcouclusioma whether loan be 
advised of loan and be
will permit American small given a fair chance tob'uiness to Participate COMPeM (Sectlon Vlequitably in the 

of goods and services financed (urniehinig
by it, 

27. _ Ap. S1080 
 27> AID laan dollars willCOpliace with restricUon be 
apent In e.e uS for equip.of commodity procureenn 


U.S. 
to ment and services,

except as othewise 
determined by the President
 
and subject to statutory

reporting requir.u~ents. 

28, F Compllane 28 Any ccunmdItec financedwommodlty procure.
ment restriction to prices by the loan and purchased 
no higher than the market 

inbulk will be purchased 
price prevailing in the U.S. 

at prices no higher than
prevailing US market prices,at time of purolase. 
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29. 	F o Compliuee 

it r-ccnt t.Wmnrlze insurance be 
purehased on ccmmadities
 
if the host country

discriminates, and 	 that 
sW-M 	 iAsuraxce be placed
in the U.S.
 

30. 	 F. Comlfance 
rqirzeueat that fundsnot be used for procure.. 

m nt of any agricultural 
Coi odity or product there.
of outside the United States 
when the dowstic price of 
such 	comodity is less than
 
parit7y
 

31, 	FAA S.6ll(a)QI. Infora tonan 	Cots on availa, 
bility of engineertn 

fInanciagl and other plans
nMcessry to carry out the 
assistance and of a reason. 

ably firm estimate of the
 
cost of the asaieterwe to
 
the United Staes, 

32. 	FAA S l1(! & t ecessary 
Mgls1a~tvj action required


within recipient country

and basis for reasoimble
 
anticipation such action 
will be completed In tj=
to permit orderly Sccwpliash 
ment 	of purpoees of loan.
 

29, 	This section will be
 
complied with,
 

30. 	 HOT APPLICABLE 

31, 
 The necessary engineering,
finai'lal and other plans
 

for the projectv and a
 
reasonably firm estimate of 
thL coAt of the project,
have been mde. 

32. 	 No legislation required.
 

33, FAA S.611(b; App,.SIOIl 33. 
Ifwater-or water-re-&t3 
land resource construction 
project or program, Infor. 
mation and conclusion on 
benefit-cost computation. 

NOT APPLCABLE 
O L 
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any action which has the or otherwise seizing 
effect of nationalizing, ownerships .or control of 
expropriating, or otlhern property of US citizens 
wise seizi g ownership or entitles beaofibially 
or control of property owned by them without 
of U.S. citizens or taking appropriate steps 
entities beneficially to discharge its o1l4iations 
owned by them without as speifted in this section. 
taking appropriate steps 
to discharge its 
oblitgationst, 

42, 	 IFA9S.620(f)l App. 9.109. 42a Assistance provided under
 
CoplIance with prohibi~ons this loan will not be
 
against asstance to any furnished to any Communisty
 
Ccmunisty coutry, 	 country. 

43, 	FAA S.620(g). Compliance 43. Assistance provided by this
 
with prohibition against loan will not be used to
 
u3e of assistance to compensate for expropriated
 
compensate owners for ex. or nationalized propertyo
 
- propr .ated or nationalized
 
propertya
 

IA. 	FAA S.620(h). Compliance 44 Assistance provided by this 
with regulations and pro-. loan will not be used in a 
cedures adopted to insure mannew ahichp contra- to 
against use of assistance the best Interests of the 
Ina manner whicht contrary U.S., promotes or assists 
to the Best Interests of the foreign aid projects or 
the US.g promotes or activities of the Communist 
assists the foreign aid bloc counatries0 
projects or activities of 
the Communist-bicc
 
countries. 

45 	 FAA S.620(i. Exsetencs of 45. The President haa not 
deteminatIon that the determined that the GOP is 
coir.itry is engaging in or engaging in or preparing 
praparing for aggressive for aggressive minary 
military efforts, 	 efforts.
 

46., 	 FAA S.620(1). Information 46. There has been no offi.cial 
on representation of the --representation of Peru at 
country at any International any international conferences 

UNCLASSIFIED 



cnnference when that 
represenstation incldes 

the Plwtnin8 of activiq 
tles Jnvolviu insur. 
rectionor subversion 
against the U,S, or 

countries reaelviAi3 L, 
S" assisvulnce,
 

47. 	 FAA. Sg620(). if on.47. 

t~ruction of productive


enterprise where allre
gate value of assistamg
 
to be furnished by U.S.
 
will eneeed $100 million
 
identification of statu.
 
torf authority,
 

48o 	 FAA S.620(1). Consideration 48n

whit- As been given --
denying assistance to tije 
government of a country 
which after December 31, 
1966v has failed to 
Institute the Investment 
guaranty program for the 
Spelif~c risks of Inconvert.
 
ibility and expropriation,or
 
confiscation,
 

49. FAAS. 6 20(n); App. 1.07(b 49, 
and 116o Corpliance wtl 
-- M agatnst a s-

tance to countries which 

traffic or permit traffIck
 
Ing with North Viet-Nam,
 

50. FAA S.620(c). If country 
 50a 

hasleIzed, or imposed any

penalty or sanction against, 

any U.S. fishing vessel on 

account of its fishing 

activities in International
 
waters, Infor tion on the
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Which included the planning
of a0tivitjeis I" oling In.,
SUrrection or sfbvenr9on 
against the United Stater 
or countries recelving U.S. 
as.stancee 

NO APPLICABLE, 

ConsIderation was given

and It was deteftined to
 
review the .ituation again

in June. 1967o
 

The Host Country does not
 
traffIc or knowingly peimit
 
rafficking with North
 

V1t-Nau.
 

Consideration is currently 
being given to resolution 
of the problem arising from,
the Peruvian assertion of
200-mile territorial limit,. 
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considuration which has
 
been.given to excluding-,

the country from assis. 
tance, 

51, -1S620(q). Existence of 51a Peru Is not in dlefaulte-fsIl iii- any Foreign under any FAA loan
Assistance Act loan to the

country" 

52o FAA S.621, Information 52, Tbe$100,O00 allocated to
M Conclusion on how the technical assistance mayloan in providing technica be spent for the procurew.assistnce will utilize 
to went of U.S. professionalthe fullest extent sevvices from private
practcable goods and enterprise.
professional, and other 
services from private

enterprise on a contract
 
basis, if the facilities
 
of other Federal agencies

will be utilized, infor.
 
mation d conclusion on
 
whether they are particular,.

ly suitable&are not
 
competit've with plivate

enterprise, and be made
can 
available without undue
 
interferenme with domestic
 
programs,
 

53, ANp, Sh102, Compliance with 53,, Paym~ent in excass
requirement that payments in of $25,600Zor engineering sergices one::cessof $25 ,000 for a:chi. this project will be repozt.tectural and erginearing 
 ad to Consress pursuant to
services on any one project 
 the requireafit ofthisbe reported to Congress, sectlon, 

54. AIM. SaIO4, Compliance with 
 54a Funds obligated by the Ican
bat against funds to pay and local currency gencratedpenslonsp etch for military 
 thereby will not be used to
personnel. 
 pay pmtsionsr annuities, 
etc, as prohibited in this
 
section, 

UNCIASSIFIED 
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55,Ap. S, .0 if country 
71:tentlts to o2:zate 
dist~nct ions becausse of 
the~.r race or religoni
Omong Amricains in grant-

n~g personal, or to-imrrcial 
access or'other rights
otherveiSe available to 
U.Sw citieas genlerally,,
applicat ion which will be 

moen negov£atitni3 of 
contravy princip~ as 

,zpesdby Caagresz, 

~ 

55, N~o attemp by the I.Iost 
GOVwrrment to create 
distlactiona beca'.tse of 
race or religioni au~ng
Americansu In 81antzr 
personlai or~ comecial 
aIccess or other rights
otherwise a-allabie to
tnS,, cltie=z generally 
are tinowin, if the Hs 
Government atteapts to 
create sucii d~siaiono, 
apptication wil.l be maide 
in neaotlatious o.1 
cointzrr principles as 
expressed by- Coagxeqsa. 

6~ Ap~p. S,.Z17. Cwpience 560, Thi -uicnt W;J1 
ZTiW exaiting recquirernnt be enforced,, 
Zor sGeurity clearance of, 
pernonrtej. 

S -7,-12, " compl ".00 wdh 57, ilux ikAP~P~L BLIj,(
reqnent for app-oa2 of 
ccnr~ito&nad con:-ract

terraq 5or capital jet~ 

Ag8-, S.14 ComPlianue u;ith 53, Loain furdxs will not be
baragazlist tase o'L J'nds to used Io make any ppayrinig't

p' Yassessments, etc4* of to the UoN, 

-'*~~iSK5~ Co-wplortcc! with 59., NOT APPLIatF)L1 ,reguicfton.x on c1mployerrint o -
U-:' I Iccal Persotmel f~ox 
funds cb3Agated aftcr Apil 

CO,, A-i. rC'.::P'Urn~e with 0o War. ftmois w477 nolt bo 
ljc;nuo0n funda faor Uzed gor pL1b~:c' L 

Qi* n)Tpaiganda popapga.da ltrp.lrc, within 

Cu-',rc US 1o lUntdz"c4ij 

UJNMA 5ZZF F.) 

http:popapga.da
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June 5,1967 

Coo") (CateaOrio6s a cd fouUnted aticni "'Unifowir Irpr-or 

20 FeeId marx!actur~rig Inductr~es croccptAng drinks201 Sg c-,prepwration and cowseivatioai (of Met ani fcul81 auihtrxr-.ho'aos, pacing plants; Includas curing, n~pcrckirg, etc. Pad trizlnir; also. preparati~on of :i.aztd other edible animal oils.
202 D:.iLry pi.o4lucts.; makinS of clheexos, butez, condetised ;ilk.-,

prsteurizing and bottling cf =dlk or mlk prodtc~zs,20.3 Co-nzrveation and pack-ing of frtzits and vegotablaj; la,; ' udosbc't1Uni o~f juices., vauCes, &zvqj and paeing, Chd~r 
or 2reezing of fruits aind vegotzb~es.

204 Ccterv.tion and peckipg of fich and othor sea food; ln
eludes ~ingn~ drjlng, ZrezrVng fillatinty, etc,205 Flour andl other mlU2a; h~p-reparzartiort, c1cyiing., etc. 
c ri~ce, gralns ad cereals %11rnz~nor anicral co,-xurC$Z'CIa,206 Mantfactuzo of broadis and related productsi.

208 C-:voa, chocolate, atc. 
2J.2 Wkit,, makilng, cider, etc. 

2-1 Viilos martifactu-o of fibersvar5 aus (wtvspt ootto7-)233 VW:-ufaetu--- of ropes and cr~rd.
25 W.ud ancf or !ndutrics 

2.51 W-,:cd cars! ru-cin materials 
232 Wcvdan ,.ne packling cotln-rei 

27 Prpor Pu~lp and card.c-4 metnufac'Catra
272 FP*- -- and papnr prv&-'utts includingj bags rind bozes 

L:ac.'hor and fua curing andA tnm-dr-, plantai;292 M!4:fcu.,o oi- leathe:" articla.s.
37.2 V--Zeable and iimal oils and greases; cot',.onserxil oil.,, 

etc. 
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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 authority issued thereunder, I hereby

authorize the establishment of a 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 grace period of not to
 
exceed ten (10) 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-nalf (2'-) percent per annum thereafter.
 

2. Other Terms and Conditions:
 

(a) The Government of Peru shall deliver the proceeds of the
 
Loan in trust to the Central Bank of Peru in order to
 
establish a Private Investment Flind. The Central Bank
 
shall act as fiduciary of the Government of Peru and
 
operate the Private Irivest',nt Fund as agreed upon with
 
A.I.D.
 

(b) 	In the event the Borrower is the Industrial 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.I.D.
loan funds shall be made in accordance with A.I.D.-arrroved
 
regulations governing the use of such funds. 

(e) Except as A.I.D. may otherwise agree, no Private Investment
Fund financing will be made available for the processingfor export of food or feed commodities currently foundin excess supply on world markets or for the processing ofexport or domestic consumption of any agricultural commodities,other than food or feed, currently in world surplus. 

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

Deputy U.S. Coordinator 
Alliance for Progress
 

Date 
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