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SECTION I - SUMMARY AND RECOMMENDATIONS
 

1. ,3rrower:The Borrower will be the Ministry of Economy and 
Finance representing the Government of Peru. The Implementing 
Agencies will be the Industrial Bank of Peru and ORDEZA (Organi
zetion for the Regional Development of the Affected Zone). 

2. Amoint and Terms of Loan: The loan will not exceed US$10
 
million. Financing is requested on the most concessional terms
 
available, which are expected to be a 40-year amortization period
 
including a 0-year grace period with interest at 2% during the
 
grace period and at 3% thereafter.
 

3. Puorpse: The project is designed to assist rural enter
prises by making available an integrated program of credit and
 
technical assistance required to develop, finance, anti manage these
 
enterprises
 

This package of assistance will be available to new or
 
e:tsting ente:prises in industry, service, or commerce that are
 
privately or community-owned and that meet selection criteria
 
including employment creation, Income distribution, high value
added characteristics and conformance to GOP development plans.
 

By providing resources to assist these enterprises, the
 
project will aid the GOP in its rural development efforts, will
 
offar employment and income opporcunities, and will generate other
 
social and eccnomic benefit.
 

4. Background of Project: Following the earthquake of May,

1970, a number of loan programs were initiated in the earthquake
 
zone with the assistance of A.I.D. financing. Two of these, the
 
Community Development Program and the CRECE V
 
Fund Small Business Assistance Program were very 
effective in aiding the reconstruction effort In the zone, and are
 
now providing substantial developmental benefits as well. The
 
Community Development Program provides sierra community organi
zations with the planning, financing, organization a:id management
 
necessary to successfully start nnd operate an Income-producing
 
enterprise. 
(There are severa± housing and community infrastructure
 
projects as well under that project not included in this proposed
 
loan.) The Small Business Assistanco Program provides credits as
 

_/	An acronym deriving from "Cr~ditos para la Reconstrucci6n de
 
Comerclo y Empresas"
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well as a liMted amount of technical assistance to small businesses
 
in the Zone.
 

Both of these programs have demonstrated that most rural
 
enterprises require technical in addition to credit assistance to
 
achieve their development potential, but that no Peruvian insti
tution*, governmental or private, existswhich can provide a package
 
of credit and technical assistance for such enterprises. It has
 
been shown, also, that there is wide-spread receptivitj toward
 
accepting technical assistance as well as credits when available
 
in an integrated program at reasonable terms and conditions.
 

5. Proieit Description: The project is designed to partially
 
fill this institutional -Id by assisting two agencies of the GOP
 
in developing the capacity to deliver a combination of specialized
 
technical assistance and credits to enterprises located in some of
 
the least develcped areas of Peru. The two Implementing Agencies
 
that will receive loan funds to assist them In carrying out
 
respective portions of this activity are the Banco Itdustrial del
 
Perd (The Bank! receiving US$6.0 million, and ORDEZA, receiving up
 
to US$4.0 million.
 

A Rural Enterprises Development Fund witl be established
 
within the Bank to finance sub-projects. This Fund will have a
 
total planned capitalization of US$9.7 million. ORPEZA will
 
apportion its US$4 million allocation between its (ummunity Develop
ment and Small Business Development projects. Interest charged on
 
sub-loans will bu competitive with that now cha.*ged by the Bank in
 
its industry programs, (ranging from 6 to 13% do endlnt, primarily
 
on the size of the loan and the priority of the activity as determined
 
by GOP norms) and will be in the 8-13 % range for loans to
 
service and comerce-type enterprises, the rate depending primarily
 
on the size of the loan. Rates now charged under the CRECE Fund
 
Small Business Aasistance program range from 8 to 10%, and from 3
 
to 5% in the Community Development Program. These rates will be
 
reviewed by ORDEZA in partial satisfaction of a Condition Precedent.
 
Rates as proposed by ORDEZA, subject to A.I.D. approval, are expected
 
to be higher.
 

Local Fitancial intermediarics will continue to participate
 
in the CRECE Fund Small Business Program (where they not, generally
 
finance 10% of th6 loan) and will also serve as banking agents for
 
some of the Bank's loans to commercial and service enterprises.
 
To the extent that local financing institutions participate in
 
sub-loan lending they will assume a portion of the risk; The Fund
 
(and therefore the GOP) w!Ill assume the remaining risk.
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Technical assistance will be provided to sub-borrowers by

both Implemanting Agencies, and where appropriate by other GOP
 
agencies. This assistance will be designed to assure proper
 
planning, financing, and execution of sub-projects. The CRECE Small
 
Business Assistance program will be strengthened to provide more
 
technical assistance to sub-borrowers, and to increase the
 
participation of Local Financial Intermediaries. The Bank will
 
create a special office to implement Its program with expanded
 
staffing ia Lima and branch offices to assure the provision of
 
these services. 

6. Financial Plan: The total amount of funding expected from
 
all sources for the project is US$1 6.9 million.
 

The A.I.D. contribution will be US$10.0 million. Up to
 
US$6.0 million will be made available for that portion of the
 
project to be implemented by the Banco Industrial, with up to
 
US$300,000 of this amount available 'for Technical Assistance to
 
the Bank and sub-borrowers. Up to US$4.0 million will be available
 
for that portion of the project implemented by ORDEZA, with up to 
US$300,000 of this available for Technical Assistance to ORDEZA
 
and sub-borrowers.
 

The Banco Industrial Is expected to contribute approxi
mately US,4.. million to the project, composed of US$4.0 million
 
to the Fund co be established in the Bank and '.S$500,000 in staff, 
and operating expenses. ORDEZA is expected to contribute approxi
mately US$1.0 million for staff and operating expenses of its portion
 
of the project.
 

Additional funding for the project expected from Par
ticipating Financial Intermediaries is US$1.0 million and from sub
borrowers, US$400,000. See next page (3-A) for a tabular presentation.
 

7. Altornate Sources of Financing: Ex-Im Bank, IBRD, and
 
IDB have not expressed an interest in financing this project.
 
A.I.D./W is requested to obtain official confirmation of these
 
positions. Private local and foreign institutions are not
 
appropriate sources of financing fcr a project of this type.
 

8. Scatutory Criteria: All statutory criteria have been
 

met. (Sec Anriex C) 

9. Issues: None. 



Rural Enterprises Development Project
 

Program Elements 


A. BANCC INDUSTRIAL 

1. Rural Enterprises Development 
Fund Projects 

2. Technical Assistance to Banco
 
Industrial and Sub-Borrowers 


3. Banco Industrial Counterpart
 
(Staff) 


B. ORDEZA 

1. Rural Community Enterprise ) 
Development Projects ) 

2. CRECE Fund Small Busine.s ) 

Assistance Projects 


3. Technical Assistance to
 
ORDEZA for (1) and(2) above 


4. ORDEZA Counterpart 

Sub-Totals 

TOIAL PROJECT = $16.9 million 

FINANCIAL PLAN 


A.I.D. 


5.7 m 

0.3 m
 

6.0 m 

3.7 m
 
With apportionment 

to be recommended 

by ORDEZA, approv
ed by A.I.D.
 

0.3 m
 

4.0 m
 

10.0 M 

- SOURCES OF FUNDS 

Participating 
BANCO Financial Sub-

INDUSTRIAL ORDEZA Intermediaries Borrowers 

4.0 m 0.7 m 0.3 m 

0.5 M 

4.5 m 

0.3 m 0.I m 

1.0 M 

4.5 m 1.0 M 1.0 M 0.4 M 
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10. Recomendan: Authorization of a loan to the Ministry
 

of Econow and Finance acting in the capacity of Borrower for the
 

Governmnt of Peru in an amount not to exceed ten million dollars
 

(US$10,000,000.0O) on the most concessional terms presently
 

available.
 

A. Prior to the first disbursement or the issuance of
 

any c..mitmont documents under the Loan, Borrower shall submit 
to
 

A.I.D., in furm and substance satisfactory to A.I.D., a desig

nation of the representatives of the agencies which will be
 

responsible for implementing the Project.
 

B. Prior to any disbursement or the issuance of any
 

commitment documents under the Loan for the portion of the Project
 

being administered by the Banco Industrial, for any purpose other
 

than to finance technical assistance or approved commodity 
procure

ment, the Implementing Agency shall, except as A.I.D. may other

in form and substance
wise 	agree in writing, submit to A.I.D., 


satisfactoiy to A.I.D.:
 

(1) 	evidence of the crciation of a Rural Enterprises
 
Banco
Development Fund ("Fund") within the 


Industrial;
 

(2) 	a Project Organization and Operations Plan,
 

giving a complete description of how the Banco
 

Industrial will implement its portion of the
 

This Plan will include, but not neces-
Project. 

sarily be limited to;
 

(a) an organizacilon plan showing how Fund
 
the Banco Industrial,
activities will be executed by 


including provisions for adequate staffing;
 

(b) provisions for sub-project identification,
 

Fund promotion, and technical assistance to sub

borrowers from the Fund;
 

(c) a time-phased implementation plan;
 

(d) a credit manual containing the rules and
 

regulations governing the Fund.
 

http:US$10,000,000.0O


(3) evidence of the availability of sufficient
 
budgetary resources to make the Banco Industrial's
 

contribution to the Project.
 

C. Prior to any disbursement or the issuance of any com
mitment documents under the Loan for that portion of the Project
 
being implemented by ORDEZA, the Implementing Agency shall, except
 
as A.I.D. may otherwise agree in writing, submit to A.I.D., in
 
form and substance satisfactory to A.I.D.:
 

(1) 	a Program Organization and Operations Plan
 
giving a completed description of how ORDEZA
 
will implement its portion of the Project.
 

This plan will include, but not necessarily be
 
limited to:
 

(a) a description of how Loan funds will be
 

administered within the Rural Community
 
Development Project and the CRECE Small Business
 
Assistance Fund presently administered by
 
ORDEZA and financed under A.I.D. Loans
 
527-L-052 and 527-L-053, respectively;
 

(b) provision for the deposit in the Fund (of
 
the Banco Industrial) of princl.pal repayments and
 
interest payments derived fro!n sub-loans made
 
with Loan funds;
 

(c) provisions for adequate staffing to assure
 
proper Implementation of the additional resources
 
provided under the Loan to ORDEZA's existing
 
projects;
 

(d) provisions for technical assistance to sub

borrowers;
 

(e) a time-phased implementation plau;
 

(f) a statement of the rules and regulations
 

governing the use of Loan funds;
 

(g) an analysis of sub-lending interest rates
 
for the Rural Community Development and CRECE
 
Fund Small Business Assistance projects with an
 
objective of adjusting these rates upward.
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(2) 	evidence of the availability of sufficient
 

budoetary resources for ORDEZA's contribution to
 

the Project.
 

D. The 3orrower will covenant to make its financial
 
contributions to the project in a timely manner.
 

The Borrower will covenant that all sub-loan principal and
E. 

interest of Program funds will be returned to and utilized in the 

Rural Enterprises Development Fund during the repayment period of 

the loan, or as otherwise agreed by A.I.D. and Borrower. 

F. The Loan shall be subject to such other terms and
 

conditions as A.I.D. may deem advisable.
 

11. Project Committee:
 

Gregory Smith, USAID/Peru-CAP
Loan Officers: 

Edward Lijewski, AID/W
 
Gabriela de Perez Albela,
 

USAID/Peru-CAP
 

George Gebhart, USAID/Peru-ECON
Economists: 

Rollo Ehrich, US,iD/Peru-AGR
 
Janet Ballantyne, U3AID/Peru 

(consultant)
 

Donald Hickson, USAID/Peru-CON
Financial Analysts: 

Cesar Espino, USAID/Peru-CON
 
Aurelio Tasso, USAID/Peru-CON
 

Norman Williams, USAID/Peru-GC
Regional Legal Advisor: 


Edward Butler, USAID/Peru-UCD
Contributors: 

Hector Garcia, USAID/Peru-UCD
 

USAID Approval: 	 Donald Finberg, USAID/Peru-D 
Charles Weinberg, USAID/Peru-ADD
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SECTION 1I 
 - THE PROJECT 

A. 	 Program , scription
 

I 
 Characteristics and Goals of the Project
 

The 	goal of this project is to contribute to the efforts of the
Government of Peru in rural development. In support of this goal, the
purpose of tLis project is to institutionalize an integrated program offinancial and technical assistance to assist existing and new rural enterprises.
 

Only those enterprises which do notreasonable terns, and which meet other selection criteria described
 
have access to credit on
 

below, will be eligible for assistance.
 

Speclfically, In the rural 
areas selected, the activities of the
Program will contribute to:
 

1) 	the development and strengthening of rural enterprises;
 

2) 
the 	creation of employment;
 

3) the generation and distribution of income; and 

4) a higher level of economic activity in sovoral of the poorer regions of Peru. 

The 	Progran incorporates elementsprojects described below. 	
at two previous A.I.D. loanThose Activities tave demonstrated clearly

that: 

I) theie i s a large potenti ildemand for 	crenttstermA 	 at reasnls!,lefor 	njral enterprises not 	 bring nAtfiated by (.0I orconvintional 
flnnnelnl 
inftltUtiMITfa 

2) this demand can he ntinfai e by cntblishinl
procedures 	 a! n;,l banklnpwithin A)Steady exli*tli. private.01' 	 And vsnil nj
inati tution;
 

3) many ..- If not 
nont. rutral £vnte ilrirle.alnlawmintn of trohnlcnl 	 re,+itr v4 ylitemnmlat+n t'e tt tirtei-itne Ilt lctfea 	 I)llity, for pro ject 'le +sipod f r eof Iwlj ¢manaRement; and
 

4) rural ronmr,:ti y entertia li ,.'e
jeiIt 	 mt itcisjise the *+tist rec"I.#Cal intance Inuta, nm fn-
 Pt t! .i oon-;substantial Interagency + lti 
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rural enterprises. Where in-house capacities to provide all of the
 
-needed inputs are insufficient, the implementing agencies will col
'laborate with other GOP agencies in various phases of the Program,
 
or will contract with private entities for the provision of these
 
:services.
 

Finally, the proposed project is designed to demonstrate that
 
,awell-designed program of financial and technical assistance can
 
-reach the rural areas, and that sub-projects financed under such a
 
,program will be viable and credit-worthy in terms of seeking future
 
.financial assistance from regular channel3. Thus, the heavy assist
.ance provided to the entrepreneur and his project under the proposed
 
program is ervisioned as a single, once-only necessity, essential to
 
,enable the entrepreneuk to establish a "track record" of business
 
performance and financial reliability . Subsequent credit needs of
 
-the entrepreneur should be satisfied by regular, existing credit
 
channels.
 



-10

2. Back rcund
 

a. A.D. Loan No.527-L-052 

Loan Agreement 527-L-052 signed in November 1971 provided
up to US.$3.0 million under the Loan for the following purposes:
 

a) 
The major portion of the Loan, approximately

$2,075,000, p.ovided for financing construction materials, equipment,
and other costs incident to implementing self-help community subprojects in hoising, small industry, agriculture, and community infra
structure in rural areas in the Sierra region of the zone affected by

the earthquake of 1970.
 

b) 
Up to $325,000 provided for the purchase of construction equipment and vehicles, which the Executing Agency required to
 
implement the Project.
 

c) 
Up to $100,000 provided for technical assistance and
trabing activities related to 
the Project.
 

d) Up to $500,000 provided for the development of a pilotself-help housing project in 
a coastal urban 
areas of the affected
 
zone,
 

The GOP agreed to provide funds for the personnel andother operational costs, estimateu 
at $1,000,000, required for de
veloping and executing sub-projects.
 

With the integration of the Executing Agency (PROCOM) into
the GOP Social Mobilization Agency (SINAMOS) In early 1972, and the
inability of that new agency, as reorganized, to undertake this typeof project, the GOP with A.I.D.'s concurrence assigned Executing

Agency responsibilities to CRYRZA (now ORDEZA) in March, 1972. 
 ORDEZA
subsequently began hiring project directors for the Urban and RuralProjects and preparing Implementation Plans for each, the Rural

Implementation Plan being accepted by A.I.D. in July 
1972 and the 
Urban Implementation Plan in Octcber of 1972.
 

The Rural Development Division d ORDEZA was established

in May 1972 to implement the Loan. Administrative and executive

personnel were hired and micro-regional planning teams established t:
analyze the development and reconstruction needs of small rural communities within defined micro-regions. 
 Based upon that analysis, a
series of feasible sub-projects were developed in housing, industry,

agriculture, community infrastructure and small business with the
participation of organized community cooperatives and other groups.Through contractural agreements between ORDEZA and community organizations, credit, technical assistance, and training madewere av%1 I:itl,: 



for 	the implemantation of the sub-projects. 
The 	first sub-loan was
approved in DNcember 1972,
 

Implementing Agency
 

Tn early 1972 CRYRZA was transformed from a Coordinating Agency
for 	Earthquake reconstruction to an executing agency, ORDEZAresponsible for direc-.ing and carrying out all sector development and reconst::uction activities in the Earthquake Zone, In effect ORDEZAbecame a regional authority with direct control over other sector
agencies in -he Earthquake Zone. In 	 this context the Rural Development Division (RDD) 
was 	created in 0RDEZA especially to implement the
A.I.D. Loan which recuired a coordinated multi-sector approach

rural developmnent. 

to
 

The 	 '9it Organization administers all the 	essential components(i.e., professional technical assistance staff for sub-project promotion, planning and implementation, credit, construction equipment,
etc.) required for the development of 
variety of community projects.
Sub-project development is coordinated with,but not 	dependent upon,the 	inputs of cther sector agencies. 
 Current staff includes ap.proximately 4 executive and administrative personnel, 25 professional
staff(i.e., civil engineers, economists, sociologists, industrial
engineers, cooperative experts, etc.), and 100 skilled workers (agriculture, construction, maintenance, etc.) 
 Construction equipment
(i.e., tra_tzrs, bulldozers, dump trucks, cement 
- xers, etc.) isused for the implementation of sub-projects with %;he self-help inputs contributed by the community.
 

Sub-Project Development
 

Sub-projects 
are 	developed in the 	foilowing man:iner: 

1. 	Micro-regional studies
 

Multi-disciplinary planning teams perform a resoarce 
srve0of 	selected rural micro regions with the Sierra region of the earthquake zone (US). Basic data are gathered on housing needs, a&Ticlral 	production, ,rinerals and water resources, rural Infrastructure,
commercial and industrial activities, population, employment,
communal 	 'xlstir,EorganivaQions, etc. Prior'Lies are established aT/,T:hgdevelopment ar:- reconstruction actit,,ies that could 
'ea ibc 

be 	adminis+ered ryexisting c.',,:,,unit.y organizations. Sub-project activities are tentatively identified and designed to 	 support and complement other OPdevelopment prog-ems and prloritle,; in 	 the area, 

2. 	Specific sub-project planning
 

A project development

feasibility study. 

team then develops a detailed zub-proj-.t
The 	team (compolsed of an engineer, aruhiteri, 
social
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promotor, economist, and other types of technicians as appropriate)
resides in the project locale and maintains close communication With
the community which will manage the actual project. 
The feasibility
study includes a time phased plan for implementation, including the
required financial, technical, and training inputs.
 

3. Application and Approval of Sub-Loans
 

Based upon the feasibility study a loan application is prepared by the planning team in consultation with a community enterprise. 
 The Loan is approved by an ORLEZA committee and sub-loan
documents and contracts are prepared and signed.' 

4. Sub-Project Implementation
 

ORIEZA purchases all required materials and phases delivery
according to implementation needs. RuralThe Development Divicior ofORDEZA provides the necessary technical supervision, construction
equipment, and materialsl and the community provides the unskilled
labor needed for construction of the housing, agricultural productirn,
infrastructure, and other facilities as required under the sub-projerct. 

5. Sub-project operation 

During the first year of operation of income producing enterprises, the Rural Development Division generally as-igns a technicianto advise on management and other technical matters. 
Prior to and
during the operational phase, RDD also arranges for formalized
technical training for members of the community organization respon
sible for operations.
 

Sub-borrowers, Lending terms and conditions 

Sub-loan3 are made exclusively to those community organtzationsrecognized under Peruvian Law, auch as cooperatives, Agricultural
Societies of Social Interest, recognized Indian communities, etc.
The Sub-borroder organizations are typically rural based in towrns Of
less than 5000 inhabitants. Sub-borrower experience with creditz Ia,
in most cases, non-existent. 
The Sub-loan project activity, prtic,;Tarly in the case of income-producing enterprises, usually represents a
new activity not previously undertaken by the sub-borrower organiza
tion. 

The maximm sub-loan amount is S/,8,000,000 ($184,000) with loan
terms and conditions uepending upon the type of project ard capacity
for repayment. Loans for housing a.'d supporting infrastructure aremade at 3% interest, 20 year maximum repayment period, with the house
serving as security. 
Small industry loans are made at 5% interest,
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10 year maximurm repayment period, with the security being material or 
equipment purchased, other installations, and income generated as a 
result of the project. Agricultural assistance loans are made at 3%, 
10 year repayment period, with the production, equipment and materials 
purchase as g.arantee. 

The above described sub-loan interest rates were set at lower than 
rrevailing interest rates in the area (i.e'., housing 6%, agricultural 
credit 7-13%- small industry credit 6-13%, small business credit,
 
8-10%) with somewhat easier terms and conditions. The rationale for 
this decision was: 1) Target group characteristics - isolated, 
marginally employed campesinos with little or no previous credit 
experience, 2) Earthquake reconstruction subsidy factor - the loan 
was originally conceived as an even more subsidized program than
 
currently is +he case with matching grant instead of credit assistance
 
to communities; credi.t was only introutuced because of the GOP's 
concern that recipients become accustomed to repay credit rather than
 
grant assistance in the development progra, and 3) housing construc
tion, which was the most pressing n:eed in rural communities,could only
be feasible as a credit program if it were coupled with income pro
duction activities in the same community. Lower than prevailing
interest rates and easier terms for small industry, agriculture, and 
business credit were essential considering that income generated 
would also be Lsed for credit repayment on housing. 

Based upon experience to date, ORtEZA feels that if the earthquak'e 
reconstruc~ion rationale and housing component were eliminated from,
 
the program, sub-lending interest rates terms and conditions could be
 
adjusted to comparable levels being utilized by other GOP Development 
Institutions asuisting the rural, low income target. group. It is 
generally agreed that the level of the interest rate is not a critical
 
factor (within certain limits) in ser.,iig thi target group, but
 
rather it is the amount and effec:tlvenqn:;s of the promotion, training,
and technical assistance provided by Implementing Agency which is 
essential for sub-project success.
 

Socio-Economic Groups Benefitted
 

Sub-borrowing organizations are typically located in small rural
 
towns, population 500 to 5,000 people, whose economy is linked 
directly to agricultural activities. It is estimated that average 
income of those persons directly benefitting from the sub-loan 
activity ranges from $500 to $1000 year. It is probable that thl: 
program reaches those persons already in or on the threshold of thr. 
modest cash eccnomy existent in the!', communities, but who are nevr.rr
theless in a ztate which could be described as economically stagnant. 
and not permitting them to enjoy minimamal]y acceptable standards of 
health, education, and other community services.
 



ORDEZA, with A.I.D. cooperation, is establishing a sub-project

evaluation system which should provide more precise knowledge as to
the social and econonomic characteristics of those directly and in
directly benefitting from project activities as well how they are
 
benefitting in social and economic terms.
 

Project Analysis
 

Seventeen projects totaling approximately S/.50,000,000

($1,150,000) or 56% of available Loan funds, had been lent by May
1974. Eight additional projects are scheduled for approval by
July 1974. 
With these approvals a totalof approximately *.70,000,000
 
($1,620,000) or 78% of available loan funds will be committed by
July 1974. 
It is expected that all available funds will be committed

by the end of 1974.1
 

The average sub-loan amount is S/.2,760,000 ($63,500). Of the
total amount of funds which will be committed by July 1974, 10.6%

has been for self-help housing, 36% for agriculture, 16.6% for small
industry, 5.1% for commerce, and 31.6% for multi-sector projects.

Agriculture projects have included installation of pig and other small
animal production facilities, improvement of sheep breeding and
production, and storage facilities. 
Industrial activities include
 
milk processing plants, marble mining and processing, plaster production,
brick ovens, etc. Commercial activities have been limited to small

rural restaurants, artisan shops, and vehicle serA ice and maintenance
 
stations. Multi-sector projects all include self-help housing

components an6 complementary income production activities (commurnal

restaurants, small animal production, other communal services).
 

Although the Project has been underway for only a relatively short
period of time (the first sub-loan for a non-housing activity was to 
a Cooperative in Pariacoto for a Hog Farm in August., 1973), initialindications are good that the sub-projects will be viable and repay
ment will be on schedule. 
For example, the micro-team feasibility

study on the Pariacoto Hog Farm projected a mortality rate of approximately 20%. 
Actual experience to date has been approximately

8% mortality. Because of this conservative estimate and overall good

management of the sub-project, the Hog Farm's profits were larger than
planned and tho Cooperative recently made an 
advance payment on its
sub-loan from OREEZA with the unexpected surplus. Based on review

and on-site inspections of other sub-projects, the USAID feels confident that repayments of those sub-loans will be prompt. Refer to
Annex F for a listing of the total sub-loan portfolio under loan 052.
 

Initially, under 052, ORDEZA had discretionary sub-lending author;t/
 
up to S/.1,500,000 (us$34,578).

That level was raised to its preent level of S/.3,000,000 (11$(,i,$ )
pursuant to USAID's decision that ORDEZA's sub-lending procedure,;
 
and operations merited a higher discretionary level.
 

I 
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2. 	Background
 

b. 	A.I.D. Loan No.527-L-053
 

Loan Agreement 527-L-053, signed on July 25, 1972 pro
vided up to $2.5 million in support of a project which would make
 
credits available to small and medium industry, service, and commerce
 
in the area affected by the earthquake of May 31, 1970. Specific ob
jectives of the project were to:
 

a) 	re-establish and develop local industry and commerce;
 

b) 	stimulate the production of goods and services in the
 
area, particularly those needed for major reconstruc
tion activities;
 

c) 	generate employment opportunities; and
 

d) 	stimulate private initiative.
 

Tha bulk of the resources provided under the loan established
 
a fund (called the CRECE Fund - Creditos para la Reconstruccidn de Co
mercio y Empresas) in the Central Reserve Bank of Peru. The loan agree
ment provided up to US$50,000 for technical assistance to the Implementing
 
Agency. The GOP agreed to provide US$150,000 equivalent for overhead
 
and 	operationbl costs, including those associated with the "CRECE Tetms"
 
responsible for promotion and technical assistance activities.
 

Irt the aftermath of the May 1970 earthquake, it became evi
dent that the major economic loss suffered by the region and the country
 
was the destruction of thousands of small business which had provided
 
many essential goods and services and 59% of the non-farm employment of
 
the 	area affected.
 

These small businesses, actually mini-businesses by U.S.
 
standards, were Rt the lowest level of business sophistication. Their
 
limited capital had been painstakingly accumulated; few had ever
 
done business wfith a bank and their credit worthiness was known only
 
to local suppliers. The devastation of the earthquake completely wiped
 
them out. Larger firms with established credit ratings could and did
 
get money to repair, replace and rebuild; the small business man could
 
not.
 

The reed to replace or rebuild these small businesses which
 
had significant capacity to generate employment and provide essential
 
goods and services was obvious if prolonged economic disaster was to be
 
avoided. It was equally obvious that a major element of the solution
 



to the problem was the provision of medium to long term credit at
reasonable terms. 
 The task was to devise a system which could deliver a loai to 
someone who had not previously borrowed from the regular banking systemensure that defaults were minimized and that the
project contributed to the overall reconstruction effort. Abo.e all
else, in view of the small size of the contemplated sub-loans, a
major problem was designing a system which would manage the lending,
supervision, bookkeeping and collection repponsibilities which did
not depend upon a new and large bureaucracy, the creation of which
would impede rather than enhance the implementation of the project.
 

Implementing Agency
 

A survey of the existing development banks quickly established that
their philosophy, methods, and personnel were not suited to 
the requirements of the project, primarily because of the lengthy period, up to a
year, reguired toprocess a sub-loan. 
Also, many of these banks were
 
overly bureaucratized.
 

The commercial banks and cooperatives appeared to 
be the only banking agencies with sufficient flexibility to make a loan in a reasonable

length of time. Unfortunately, none had any experience wtth lending
to small scale borrowers involved in industry, commerce, and service

activities, especially !n the more rural, sierra target area. 
However,
all commercial banks contacted expressed great interest 
in the possibility of participating in a small business lending program of the type

under consideration.
 

With the tentative selection of the delivery agencies, attention
 was focused on an additional major problem, that of 
furnishing these
small businesses the technical assistance they required in order to
submit a sub-loan application to the banking system and 
to provide them
 a certain amount of assistance and supervision after they had begun
the reconstruction of their businesses. 
 Consultation with officials
of the GOP revealed 
a desire on the part of the Government to participate in and manage the sub-loan approval process to 
the extent that
the Government would furnish and absorb the expenses of 
a professional

staff for this purpose. Since the loan was 
initiated and developed

largely on humanitarian grounds, AID did not require a counterpart
tribution to the conloan fund; instead, the Government agreed to furnish
 a small staff of technicians who would investigate applicants, approve
sub-loans, and render technical assistance to sub-borrowers necessary
to 'nsure e high percentage of successful projects.
 

At the outset, the proposed project attracted much interest on the
part of GOP agencies which wanted to participate in its management and
implementation. 
Various divisions of the earthquake relief agency
 



(originally CRYRZA, subsequently ORDEZA) wanted to modify it or bring
 

it into their area of responsibilities. Resolving these and other
 

problems took several months. The end result was an acknowledgement
 

of the AID poeition that simplicity and flexibility should be charac

teristics of the operation, and a staff of dedicated and qualified
 

young technicians was established and made responsible (through
 

ORDEZA) for approval of sub-loans. This staff reports directly to
 

the head of ORDEZA and has been performing competently the technical
 

assistance functions. (See Section IV on Borrower/Implementing Agency
 

for details of ORDEZA organization and staffing).
 

As the project development continued, it was decided that any
 

bank or cooperative in the disaster area could participate in the pro

gram, on the condition it would provide from its own funds a minimum
 

of 10% of the amount of the sub-loan. This element of participation,
 

albeit minor when compared with the sub-loan value provided through
 

the CRECE Fund, made it essential that a bank, in its own interest,
 

would review and approve the sub-borrower's application. Since a
 

commercial b~nk would not approve a politically motivated loan for
 

fear of losing its money, and the Government (ORDEZA) would not approve
 

the extension of subsidized, concessional credit to favored bank clients
 

who did not need these special credits, this joint participation in the
 

approval process was felt to be the best insurance that good sub-loans
 

would be approved and the purposes of the project achieved.
 

Once the two parties approve a sub-loan application, the applica
tion enters the regular banking system and is forwarded for rediscount
ing by the Central Reserve Bank, which acts as fiduciary for the CRECE
 

Fund. Experience has shown that under this system a sub-borrower can
 

receive his loan with minimal delays, in some cases within 72 hours
 

after joint approval of the application.
 

Sub-Borrowers, Lending Termsland Conditions
 

Sub-loano chn be approved to any individually-owned enterprise or
 
legal entity 4hich Is a resident of the designated earthquake zone,
 

whose subscribed or paid-in capital does not exceed S/.2,000,000
 
($46,084.00), whose gross sales do not exceed S/.5,000,000
 
($115,210.00) and which provides at least 5% of the total project
 

value as equity contribution. Each sub-loan application must be sup
ported by a ZeAsibility study and is reviewed and priority ranked
 

according to the contribution made by each project to the rehabilita
tion and development of the earthquake zone.
 

Since the sub-loans were for reconstruction purposes, it was deci
ded to allow interest rates of from 8% to 10% depending on the siza of
 

the sub-loan. The following rates and terms were established;
 

http:115,210.00
http:46,084.00


Industry and Service Sectors
 

Minimum sub-loan: S1. 50,000 ($ 1,152.00)
 

Maximum sub-loan: S/.2,000,000 ($46,084.00)
 

Interest Rates
 

From S1. 50,000 ($ 1,152.00) to S/. 500,000 ($11,521.00)-8% annually 
From S/. 500,001 ($11,521.00) to S/.1,000,000 ($23,042.00)-9% " 
From S/.1,000,001 ($23,042.00) to S/.2,000,000 ($46,084.00)-10% " 

Commerc!al Sector
 

Minimum sub-loan: S/. 50,000 ($ 1,152.00)
 
Maximum sub-loan: S/.1,000,000 ($46,084.00)
 

(In special cases, the maximum limit may be extended to
 
S/.2,000,000 ($46,084.00) )
 

From 3/. 50,000 ($ 1,152.00) to S1. 500,000 ($11,521.00)-8% annually
 
From S/. 500,001 ($11,521.00) to S/.1,000,000 ($23,042.00)-9% "
 
From S/.1,000,001 ($23,042.00) to S/.2,000,000 ($46,084.00)-10% "
 

Collateral: In each case goods obtained with the loan funds are to
 
be pledged as collateral. For working capital purposes, the col
lateral requirements for each sub-loan are 
studied and established
 
by ORDEZA and the financial agents.
 

Amortization: Amortization for each type of loan 
is for periods
 
up to 7 years, with provision for amortization periods of up to
 
10 years in exceptional cases. Grace periods may also be granted,
 
not to e:ceed two years.
 

Consistent with the need to 
ensure full commercial bank cooperation,
 
it was decided that the commercial banks could not be asked to scri
fice normal income from their contribution to the project. Normal in
terest rates on sub-lending for the type of activities being considered
 
were 13%, and therefore the financial agents (commercial banks and
 
credit unions, etc.) 
are allowed to collect from the proceeds of each
 
sub-loan, interest at 13% on their lT/. participation of the zotal sub
loan. The difference in interest income is absorbed by the CRECE Fund.
 
In addition, to avoid the necessity of creating a special bookkeeping

staff, collection agency, etc., the banks are authorized to deduct the
 
standard fees which they charge for estate and fund management ot 3%
 
of the value of the fund being managed for performing all the serv.:es
 
of loan management, including collection, supervision, and bookkeepini;.
 
To keep the entire system as simple as possible, the fees and charge%
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are handled on a cash basis which means that when the local bank
 
collects a payment on a sub-1omn including interest of say, 8%, it
 
deducts 13% on its 10% (or 1.3%), 3% handling on the remaining 90/
 
(or 2.7%), bnd remits the balance of 4% to the fiduciary. Monthly
 
the fiduciary sends a statement to USAID showing in detail the sub
loans made from the fund, interest and principal collected, and fund
 
balances, accompanied by a request for reimbursement of the amounts
 
disbursed.
 

In the event of default by a sub-borrower, the fund and the local
 
bank take joint action and share the collection expenses in the pro
 
rata proportion of amounts contributed by the banks and the Fund.
 

All of the above, plus eligibility criteria of sub-borrowers and
 
other operational details, was summarized in 
 a pocket-sized Credit
 
Manual freely and widely distributed in the disaster zone as promo
tional material and delivered to all persons concerned with the ope
ration of the loan. 
The Manual has been a major success in tnat the
 
potential sub-borrower has generally read the Manual before applying
 
for a loan, and, finding that the banks and Fund officials use the
 
same manual, has shown greater confidence in seeking a loan from the
 
banking system. This effect is of great importance since individuals
 
in the target group have traditionally been suspicious of any actions
 
of the Government or large, wealthy institutions.
 

Project Analysis
 

The system h.a, as of March 31, 1974, been operating 9 months. In
 
that period, 127 sub-loans have been made, covering many kinds of busi
nesses, such as 
 new sewing machines for a factory making industrial
 
gloves; new investment in a rock quarry and equipment for a business
 
school. The average size of sub-loan has been $ 10,008, with the 
ave
rage amortization period of 66 months, and the average grace period

being 7 months. In each case, the Government technicians have investi
gated the feasibility and desirability of the project and the effect
 
on employment. Seventy-eight of the total projects approved, requiring

$969,000 were approved in the Coastal area, and 49 of the projects,
 
requiring $ 303,000 were approved in the Sierra. 
The majority of the
 
remaining balance of available funds is committed, and disbursemen:s
 
are expected to be completed by December 31, 1974, 18 months anead rf
 
initial projections. Demand for these funds has far outstripped
 
availability.
 

In the Sierra area, 172 new jobs were created through the 49 sub
loans at an average cost of $1,760. In the Coastal area, 427 new jobs
 
were created through 78 sub-loans at an average cost of $2,270. Over
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all, within the combined Coastal and Sierra areas, 599 new Jobs have
 
been created at an average cost of $2,122. Industrial type enter

prises created 64% of the new jobs at a cost of $1,793, compared
 
with 15% created by commercial enterprises at an average cost of
 
$2,801, and 21% created by service enterprises at an average cost
 
of $2,627. On the basis of experience to date and applications al

ready in process of review, it is estimated that 1,154 jobs will
 
have been created when the loan is completely disbursed by December
 
31, 1974.
 

Meaningful analysis of the overall porfolio repayment records 
cannot be made as yet since most sub-projects are still in the carly 
stages of sub-project development (and within the grace periods). 
However, of 127 enterprises financed under Loan 053 since the first 
disbursement in December, 1972, there has been one instance of a 
business failure, and another business in financial difficulties. 
The business failure, a brick factory which went into b.ankruptcy, 
has been taken over and is being operated by ORDEZA which his brick. 
making techniuians on its Staff. The business presently In trtouhlt: 
(UNINSA - a fo-indry) will also be taken over by ORDEZA. ORDE7A in
dicates that It has received a feasibility study from a third partv 
who wishes to rebuild the operation. 

A new accounting system, using iaccrual rather than cash .ttitinht. 

Ing, was recercly instituted in the CRECE Fund At th USAII) requ-oit. 
Preliminary figures received by the USAID on the 4.tAtus of oub-I,in 
repayments suggest a delinquency rate of slightly ovr 57, rtprusont
ing accounts due (interest) for 60 days or more. The. figura for ,ut. 
standing principal payments of 60 days or more lai approximatvly -. 

of total princlal due. The USAID intends to rvirw thve dsta In 
greater depth with ORDEIA shortly for the purpou.e ! dttiminIn I! 
special action is necessary.
 

In the Coastal nre,, there art, thirty oh-huz t that gnw na0e 

developed sufficient financial strength arid huF. r , irptitatto I ,kh 
that local bAnks have given them supplement.,l Lr.dit,dt a.. z , 

Refer to Annex (; for a listing of the t 'ml iih-.I "it' p ' . 

under loan 053.
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The Program Unit will offer credit and technical assistance to: 
a) projects which are already bankable (i.e., 
accompanied
by a feasibility study establishing the economic
t financial, and
technical viability of the enterpriste) and which require little or
no refinement in project design and credit application, b) projects
which need extensive technical study and assistance, and c) to potential projects which are identified and developed largely through
the efforts of the Program Unit itself, and with coordination of

other GOP agencies as required.
 

To achieve the above, the Program Unit will develop and
execute an 
 active Program of publicizing and promoting the objectives
and benefits of the ±Program to the target group. 
This promotional
effort may include the printing and distribution of informative literature, meetings or 
seminars with communities, social or 
business
groups, the use of radio, television, and newspapers, and the distri.bution of credit manuals. Project applications and interest in submitting applications will be generated through this effort. 
 The Program
Unit in the Branch office of the Banco Industrial will receive and review all formal requests and work closely with others who exhibit an
interest in establishing a 
new 
business or expanding an existing business 
but wlo are unsure of procedures and requirements.
 

In addition to responding to those applications generated
by the above, the Program Unit will also be responsible for developing
and coordinating "global" studies in 
a determined geographic area to
identify ind 
assess the local resources and the exh:ting or proposed
project development potential. 
 To achieve this, the Program Unit will
draw on the backstop support of the Lima Unit (on other expertise
from within the Bank's other Divisions, and on regional planning entities, as appropriate),with technical experts assigned to 
TDY duty
for this purpose. 
Based on the resource evaluation, the Program Unit
in Lima will prepare feasibility studies for those projects which
 appear most favorable. 
 It a community organization does noc exist
to manage the activity, one will have tc. be formee, 
 For that the Program Unit will depend heavily on ocher GOP agencies such as Agrarian
Reform, SINAMOS, etc., but The Progr.nm Unit will also provide the sirvices of cooperative specialists, etc., as required to provide continuity for the activity. 
Once the proposed project feasibility is
established, the project can be approved with the required technical
assistance and community collaboration efforts coordiuat.d to 
ensure
efficient project implementation. 
 For the conm;uriy cnterprise projects, It : expected that a technician provided by the Program Unitwill remain witn the project for the first 4-8 monthE to Pnsure that
the community organization is able to handle al, 
a,,pects of the acti
vity.
 

http:Progr.nm
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For all projects considered, the Program Unit will assess
 
and determine the technical assistance requirements needed. The Unit
 
will provide the assistance and advice necessary in regard to technical,
 
economic, financial, accounting, administrative and any other aspects
 
of the enterprise considered, with the objective of solving or over
coming those elements of the operations which compromise or restrain
 
their efficient operation and development. To the extent that the
 
technical assistance required is a resource available within the Unit
 
itself or the Lima officeu, it will be made available directly to the
 
project; to the extent that professional advice is required which the
 
Unit and the Lima office do not possess, the Unit will make arrange
ments for itwith other agencies or contract with private firms or
 
individuals.
 

In addition to direct technical assistance to the sub
project as described above, the Program Unit will provide fcr training
 
as needed. The Unit will organize and or participate in training
 
courses or eeminars designed to treat those problems of business which
 
can be effectAvely treated through group training programs. Such
 
programs, sub-contracted to an educational organization in the area
 
(e.g., the University of Puno), would include emphasis on basic account
ing, business management, cooperative management, marketing, sales,
 
promotion-advertising, etc. For those individual or community enter
prises requiring training in a field not common to others, the Program
 
Unit will arrange for the training or assistance on an individual
 
basis.
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3. Progra,. Operation
 

b. ORDEZA - Rural Community Development and CRECE Fund Small
 
Business Assistance Projects
 

$4 Million of the proposed Rural Lnuerprises Development
 
Loan will be .nade available for the continuation of the activities
 
initiated by ORDEZA in the earthquake zone under loans 052 and 053.
 
Allocation of the tcta! resources between the two activities has not 
been determined and will be proposed by ORDEZA as an element of a
 
condition precedent to disbursement under the loan. ORDEZA's
 
satisfaction of this condition will includes
 

(1) a Program Organization eird Op-_rat11icis P an, indicat

ing how the Program will carry out
 

- Project Identification, Deveiapnent, and Promotion 

- Techni zal. Assistance 

- Training
 

(2) a Time-Phased Implementation Plan
 

(3) a revised Credit Manual fci th ,,,, Fund 

A.i.D. must revieu and approve ORDEZA's suggested appor
tionment of the resources both by activities ar',- [':uphical areas
 
prior to disbursing funds to ORDEZA.
 

The rationale for USAID's proposal for additional Lesources 
for these projects derives from the joint USAID/GA' !,M~ristry of 
Economy and Finance; National Planning Institute) jtdgement th: t brit.h 
052 and 053 are Juccessful projects which have genr'atnd -Arp, amourv s 
of unsatisfied demand. (See Section IV, Borrower ad im lemening 
Agencies). The concepts and mechanisTs of each 7rogi~u~wro initially 
innovative and experimental iii Peru and the Implet:encating Agent.v 
(ORDEZA) was inexperienced. However, ORDEZA has demonstrated its
 
effectiveness. For example, to work with its projects ORDEZA has
 
recruited and continues to attract well above average caliber :;crsonnel,
 
who bring profesgional expertise and dedicatior to thr. tasks of 
implementing these projects. As a result of the ORDEZA efforts to 
date, both of these projects have pruven eft'rr:.-ve in the earth
quake area and have the potential to help satisfy the large Gemand fonz 
the benefits they bring to the target groups.
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As the Background Sections on 
these loans indicated,
remaining loan funds from those projects will be fully committed noL
later than December 1974. 
Demand for CRECE Fund (053) Credits has
been exceptionally high; 
the loan paper for 053 estimated a 36 month
disbursement period while in fact, since the beginning of Fund
operations in July 1973 until the total funds are expected to be
disbursed in December 1974 or earlier, no more than 18 months will
have elapsed. 
 Original demand for much of the 053-type activities
and some of the O52-type 
was created by the devastation of the 1970
earthquake. 
While there yet remains some "reconstrtction" demand in
the zone, 
it appears from sub-loan applications received as well as
from discussiors with ORDEZA and other GOP officials in the 
zone that
the bulk of current demand is for development of new enterprises and
expansion of existing enterprises, rather than for the reconstruction
 
of destroyed enterprises.
 

There is substantial demonstrated demand 
'or credit to
finance Rural Community Development project activities already induced
by ORDEZA's project promotion and development teams. Furthermore,
potential demand is believed to be high. 
 This demand is in fact
induced demand; it is responsive to the degree of promotion and project development effort directed tj stimulating it. Theoretically,
a very large amount could be placed through a program of this type,
given corresponding administrative support from th" implementing

agency in terms of personnel and operating costs
 

It is the intention of A.I.D. and ORDEZ. 
to continue the
projects in essentially, if not identically, the manner that they are
implemented tinder 
052 and 053 as described earlier. 
The target
groups, terms and conditions of sub-loans, sub-project. activities
will not be changed substantially. Those elements which it is
planned to change are 
for example, the eligibility uf urban housing
construction activities under the Rural Cmmmunity Vevelopment project
(to be deleted), the interest rates for Rural Community Development
projects (robably 
raised two percentage points or more above the
present very concessionary levels), 
the present technical assistance
and administrative component of the CRECE Fund teams (augmented and
strengthened above present levels), and the accounting and reporting
procedures used by the 052-Banking institution and the CRECE Fund
and Participating Financial Intermediaries (reised to reflect
accrual accounting methodology and provide more 
sub-prr:ject da:a).
 

It is USAID's judgement that the most productive uses of
the original 052 project were 
those which focused on the developmen

of community indlLstry, agriculture, and infrastructure in Lhe
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depressed rural areas of Lhe sierra region. 
 While the need for housing in those areas is undeniable, the more urgent. developmental needis for activities which attack the economic backwardness and StatrILion
of those areas@ It is precisely on that point that observers of ORDEZA's

activities under loan 052 agree that progress is
now being made where
 
little was observed earlier.
 

Agreements reached between ORDEZA and A.I.D. on 
the above
points will become a part of the Program Organization and Operations
Plan required to be submitted as a condition precedent for the disburse
ment of loan funds.
 

ORDEZA will implement the Rural Community Development
portion of the project through its Rural Development Division. 
 That

Division will use existing administrative and executive personnel and
micro-regional planning teams to analyze the development and 
reconstruction needs of small rural communities within defined micro-regions

of the earthquake zone. 
 From these analyses, the Division will

develop feasible community projects in industry, agriculture, and
community infrastructure with the participation of existing or newly

organized community cooperatives and other groups. 
 The Rural
Development Division of ORDEZA will provide or 
arrange for the credit,
technical assistance, and training requirements of the community

projects.
 

ORDEZA will also continue to administer the CRECE Fund

project which makes credits and technical assistance available to
s,.ll businesses in the earthquake area with the objective of develop
ing local industry and commerce, stimulating the production of goods

and services ir the area, 
 and generating employment opportunities.
 

Since the demand for the type of credits has beendemonstrated to be quite large, especially in the Coast area, special
care will be exercised to insure that these funds are allocated in

such a manner as to provide maximum employment benefits, generate

maximum value-added, and reach the lower levels in the target group.

'The economy cf the Coast is much more affected by outside variables
which have lately been relatively favorable (world price of food

commodities, fishing conditions, etc.) 
than is that of the Sierra.

ORDEZA will accordingly be requested to justify 
- if they wish to programa significant porLion of loan funds to 
the Coast - the reasons forthis allocaL ion, and to demonstrate how these funld5 wi 11 reachi th,
1owor levels ,,Frthi arel group. 
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For both activities, the "Criteria for Measuring ProjecL

Success" as outlined in the discussion on Evaluatiun in Section
 
VI-B, Implementation Plan will apply.
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SECTION IYI 
- ECONOMIC ANALYSIS
 

A. Overview of Economy - Structure of the PeruvliLui Economy
 

The Peruvian economy can be characterized as follows: diversifii.d
structure of production; high external dependence; high but diminisning
concentration of ownership of economic resources and power; 
severe
inequality in the distribution of income; high concentration of economic activity on the coast and especially in the Lima/Callao metropolitan areasi high underemployment; large percentage of population
dependent on agricultural sector; 
low productivity in the agricultural
sector; 
low investment ratio; heavy migration to the coast and to
urban areaa; large external debt and debt service ratio; and huge but
largely unexploited natural resource wealth. 
In order to resolve the
country's economic and social problems, the Government has initiated
a series of major sectorial reforms which will radically alter existing economic ard social structures, and has implemented a series of
economic policies designed to stimulate economic growth and to provide
increased economic opportunities to all Peruvians.
 

The Peruvian economy produced approximately $8.4 billion of good:,
and services at current prices during 1973, for a per capita income of
$560. The oorresponding figures for 1972 were $7.2 billion and $501
respectively.
 

The structure of the Peruvian economy is highly diversified with
respect to the sectorial composition of real GDP. 
 As shown in
Table III-1., -'he manufacturing sector is the major single contributor to GNP, accounting for nearly 22% of the country's production of
goods arid 
servires, followed by the agricultural sector which contributes 14%. 
The latter sector, while generating a relatively small
proportion of GDP, provides nearly 45% of the employment in the country.
The commercial and services activities included in the "other" sector
and listed in Table III-l.are of increasing importance to the economy
and account for an 
estimated 15% of the GDP. 
 The mining sector, which
annually earns njearly 50% of the country's foreign exchange proceeds
from exports contributes a moderate 7.5% to the national product.
 

ExpenditurEs on GNP during 1972 
were distributed as Indicated ;n
Table 111-2. Exports accounted for 18.6% of the total demand for
goods and services, and were slightly greater than expenditures on
imports. 
Total consumption expenditures, private plus government,
were approximately 85% of GNP, with total investment at about 15%.
Adverse reaction by investors to the structural reforms of the Government has drastically reduced domestic and foreign private investment
in the last few years. 
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Looked at from the point of view of payments to the factors of
production, National Income is distributed as shown in Table 111-3.
 
The sole pro ltorship and partnership, etc., income figure of 73.5

billion soles includes the incomes of professionals plus the profits

of sole proprietorships and partnerships (including income kind) the
 
"home consumption" in the agricultural sector and the return to
 
"family" labor for each of the various types of enterprise mentioned
 
above. 
This item plus the wages and salaries paid is referred to in

Peruvian national accounting terms as the "return to the worker" and
 
constituted 80.5% of National Income in 1972. 
Corporate profits
have accounted for a relatively small percentage 6f National Income
 
during the past five years (1968-1973), averaging about 2% of factor
 
income during this period.
 

Concentrations of resource ownership and wealth in the past have

resulted in 
severe inequality in the distribution of income. Incomes

in the modern sector on the average are estimated to be more than
 
ten times the average incomes in the traditional rural sector._/

Basic educaLion, health services, etc., have been out of the reach
 
of a large part of the population on the lower end of the income
 
scale, especially those persons living in the sierra and the jungle.

The major objective of many of Lhe Government's structural reforms

is to redistribute ownership of economic resources and thereby the
 
future distribution of income.
 

Income, wealth, and economic opportunity are concentrated heavily

on the coast. Most of the country's modern industry is located in
 
coastal citles and agricultural productivity is much higher on

irrigated farms along the coast than on 
sierra or jungle farms. The
 
coastal cities are also major centers of commercial and service
 
activities and Lima is the center of government. The economy of the
sierra is basically agricultural with high labor/land ratios reduc
ing the marginal productivity 
of labor to nearly zero. Productivity
 
is affected alsc by the absence of proper price 
incentives and by

the lack of an effective technology for maximizing output given the
 
inputs available to the sector.
 

Most of the sierra is isolated from the major markets alone the
coast by the la.k of access roads due to the severe topography of the
 
Andes. For thi.s reason, industrial activity is generally limited to

small scale production for the local market at relatively high cost.
 

1/ Richard Webb Government Policy and the Distribution of Income 
in Peru, 196-1973, unpublished doctoral dissertation, Harvard 
University, 19749 
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This and the high cost of transport severely reduce the competitive
nesti in Coastdl markets of products produced in the sierra and the-jungle, most of the young, able-bodied members of the population

migrate to the urban coastal areas where they add to the massive
 
"barriadas" surrounding the cities, thus placing heavy social infra
structure burdens on municipal governments. The necessity of providizg urban infrastructure for those areas further deprives theprovinces of investment resources, thus completing the vicious circle. 

The Peravian jungle is thoughtto hold the greatest potential forthe future development of the country. Still largely untouched, it

con+.'.ins large areas suitable for agriculture and is thought to hold
vast natural resource wealth, including oil. Exploration for oil
in the jungle has begun in earnest, and the GOP is planning to develop

its agricultural potential through colonization and other programs.
Geographic isolation appears to be its major obstacle to development.
 

Recent Economic Performance
 

The rate cf growth of real Gross National Product cA tte Peruvian 
economy hs avcraged about 5.5% over the last five years. Due to the

impact of the reforms imposed by the present Government, especially

the Agrarian and Industrial reforms, the relative growth of the
various sectors of the economy has altered significantly fr',, that of
the past. Agricultural sector growth has slowed somewiat, especially

the produ-KIon of basic foodstuffs of internal consumption. Pioduct'on of the iiinufacturing sector is also growing more slowly than in

the past. 
Over the past couple of years, private investment Y,7'-been

limited to reinvestment of earnings as a result of the indusL, lu
ct-p-runity and social property reforms which havee sh.'e% Lhe confidenceof th2 private business sector. Recent growth in industrial produc
tion has resulted from fuller use 
of existing capacity and increased

labor productivity rather than from additional capital inveEtments,
 

The construction (housing and public constructinn,!, commercial,
and government (especially public investment) sectors have been.(:cwing most rapidly recent years,An as the result of a c,'nsumer
spud-.ng boom plus a government policy of economic expansion.

growth of bhe iining sector has been 

?eal
 
very modest due to pr- v


capacity limitations and the reluctance 
 of foreign Irvestor:: t
 
invest,
 

Althoug'. the overall growth rate economyof the has ue-rj r,..'rn.telygood, budgetary and balance of payments difficulties have pl,., ,.d

Peruvian economic policy makers for the past severa: years. 
These

difficulties have hecome much more severe in recent months due to
increases inflationary pressure internally and much higher prices for
 
some of the country'le most essential imports.
 

http:spud-.ng
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An inelastic tax revenue structure combines with sharply increased 
government spending on development programs has resulted in large and 
rapidly gowing budgetary deficits over the past four years. Tax 
changes introduced at the beginning of 1973 increased rovenue by 
simplfying the administration of the system and reducing Lax Pv;Lu;;1; 
however these changes did little to increase the income c1:bsLii1.y ol 
the tax structure. On the other hand, government spending i expe,Led 
to increasoluch more rapidly in coming months since many development 
projects are just entering the execution stage and the international 
Drices of some heavily subsidized imports (petroleum and wheat) have 
increased substantially. 

In the past, budgetary deficits have been covered largely through
 
external borrowing (primarily debt refinancing) and the internal sale
 
of treasury bonds largely to the banking system. Future deficits will
 
probably be financed in the same manner even though greater competi
tion for private savings is expected as industrial sector investment
 
recovers.
 

Inflation has become a more serious problem over the past few
 
years also as a result of growing shortages of basic consumer goods,
 
especially food items, sharply higher prices for essential imports,
 
and continuing deficit spending by the Government. The rate of price
 
increase reachei 14.6% in calendar year 1973, com.ared with 7.2% the
 
previous year, 6.8% in i?71 and 5.1% in 1970. Prices are expected to
 
increase by around 18 to 20% in 1974 for many of the same reasons
 
listed above. In addition, there are indications that consumer 
spending is beginning to respond to inflation as the relative utility 
6f holding idle balances declines. 

Balance of Payments 

Following an overall surplus of $13 million in 1973, Peru's 
balance of payments has undergone wide fluctuations diring 1974. At 
the end of March there was an overall deficit of $169 million; in 
late May, the Ministry of Economy and Finance reports a surplus of 
$14 million. These fluctuations are thought to be the result of 
sharply higher i.ports and debts repayments early in the first quarter
followed by larg exports of fishmeal and delayed drawdowns of debt 
refinancJi< 'oans during the following two months. 

It is estimated that the final 1974 balance of paymerts wiill
 
show a deficit cf approximately $120 million (in spite of expected
 
very large inflows on long term capital account). This estimate i
 
subject to substantial uncertainties regarding fur.her fluctuatons 
in commodity prices of both major exports (copper, fishmeal) and
 
principal imports (petroleum, wheat). Should the former show corn
siderable gains in relation to the latter, final figures could show
 
a surplus in the magnitude now estimated to be the deficit; if, on
 
the other hand, export prices should deteriorate with regard to the
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prices of Peru's principal imports, the estimated deficit could be
 
increased.
 

The country's balance of payments problems should be alleviated
 
by 1976, when new copper deposits currently in the exploitation stage
 
(Cuajone, Cerro Verde) come into production, and definitely reversed
 
by 1978 when the trans-Andean oil pipeline begins to carry crude to
 
the Pacific coast for export to foreign markets.
 

The Ministry of Economy and Finance reports that Peru's total 
foreign debt (disbursed) is currently $1,490 million. The Government 
has concluded three major debt rescheduling agreements since 1971, and 
has reportedly negotiated another agreement for this year. Based rr
 
the GOP's expectations under +,his agreement, the Ministry has relea-ed 
the following calculation of projected debt service to exports ratio 
(Figures in millions of US dollars): 

Year Debt Service!/ Eports Debt/Service Ratio 

1972 143.9 945.7 15.2% 

1973 194.1 1,119.0 17.3% 

1974 322.9 1,600.0 20.2% 

1975 340.5 1,792.0 19.0% 

1976 31E.6 1,950.0 16.3% 

j Net of prepayments and reflnaiing 

Source: Ministry of Economy and Finance, May i)74. 
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B. GOP Economic Restructurinh Programsi/
 

Shortly after coming to power in 1968, the current Military
 
Government established a Long Term National Development Strategy
 
which contained the following three broad permanent national
 
development goals:
 

1. Formation ofa.more just society.
 

2. Accelerated and self-sustained development.
 

3. Strengthened national sovereignty. 

To accomplish these goals, the GOP has embarked upon a vigorous
 
program of economic and social structural change which will greatly
 
reform the economic and social bases of the country. This program
 
is being irplemented through a series of reform laws which are
 
described below.
 

grarian Refori
 

The agrarian reform program seeks a radical change in the land
 
tenure pattern of Peru and the full incorporation of some eight
 
million landless peasants into the economic and social life of the
 
country.
 

To cope with problems arising from the great diversity of Peru
vian agriculture (coast, sierra and jungle) as well as the complexi
tiescE Inemonting the new law, the GOP created the Center for 
Investigation and Training of Agrarian Reform (CENCIRA). Its most
 
salient accomplishment was the creation of the Agricultural Societier
 
of Social Interest (SAIS), a quasi-cooperative model designed to
 
operate large livestock estates which had been expropriated in the
 
highlands. In addition, agricultural cn-peratives are being promoted.
 

An evaluation made in July 1972 of both agricultural production
 
cooperatives anu SAIS disclosed the existence of several disturbing
 
problems. It seemed that these units were becoming isolated enclaves
 
enjoying a quasi-capitalistic environment while areas immediately
 
adjacent were economically and socially stagnant. The evaluation 
also pointed out the need for decentralization of authority from 
Lima in ordtr to accelerate the reform so as to achieve the goals 
of the National Development Plan. Italso identified the need for 
applying an integrated approach which would achieve nut only a more 
equitable distribution of income but also the active involvement of 
the "campesino" in the decision making process. 

_/ See Annex K for complete description. The above section and Anngx K 
are descriptions of the GOP's Restructuring Programs,and are not 
presented as a Country Team endorsement of all aspects of those 
programs. 
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The strategy being tested and planned for future application
 
contemplates the establishment of Integrated Rural Settlement Projects
 
(PIAR) in each of Peruls 12 Agricultural Zones. Plans for 1973-1974
 
call for establishment of 26 PIARS, 213 enterprises, covering 990,969
 
hectares to benefit 52,760 families, and the generation f 307,800
 
new jobs by 1975.
 

Measured against the medium term Agrarian Reform expropriation
 

objectives laid out In the National Development Plan (1971-75) of
 

affecting 9,000 estates and expropriating 10 million hectares; progress
 
attained as of 30 April, 1974 was as follows:
 

6,044 estates have been affected
 

3,804,409 hectares have been expropriated. Of these
 
actual transfers of land have been carried
 
out on 4,475,996 hectares benefiting 187,228
 
families.
 

While the Agrarian Reform program poses primarily a political
 
problem, the impact oiu production and the enormity of resources
 
required to maintain the pace set forth under the National Develop
ment Plans add substantial complexity to its implementation. The
 
GOP is nware of the potential problems, but is nevertheless con
fident that the change from private to collective tenure of lands
 
will result in a substantial increase in production in the long run.
 

It realizes, however, that turning expropriated farms Immediately
 
to collective exploitation may raise havoc with production. To avert
 
such a development it has retained the farm management structure
 
intact until new managers are trained to take over, and has
 
appointed professional managers to administer large holdings.
 

Industrial Reform
 

The GOP ie effecting a radical transformation of the country's
 
industrial sector which, when completed, will have left few remmants
 
of the previous structure. The new structure will emphasize state
 
and cooperative forms of ownership and control, with the purely
 

private sector encompassing only the very small business and com
mercial establishments.
 

To this end, mechanisms have been established: to involve the
 
State much more !n the activities of the industrial sectors, to
 
distribute ownership and income more widely amongst the workers,
 
to channel resources to those industkies considered as priority
 
(essential) industries, and to lessen dependence on foreign sources.
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The new structure of the industrial sector will consist of the
following sub-sectors:
 

1. Those industries reserved for the State, including all of
the "basic" industries such as steel, cement, paper,

'atc.
 

2. The reformed private sector, which involves a 50-50 mix
of private (corporation ,r individual)/worker ownership
and 	wanagement. 
Each year the firm will grant 15% of
profits in form of ownership and equivalent management to
the warkerg until the 50% target is reached.
 

3. 	The social property sector, involving social ownership
and 	mariagerent, with the government providing the majority
of the financing and the management being predominantly

the function of the members of the enterprise.
 

4. 	The purely private sector, encompassing small scale
 
industry and commerce.
 

In addition to 
these structuro1 changes, the GOP has established
a system of industrial priority which it
uses in allocating resources,
especially investment 
resources and resources devoted to 
Importation.
All 	industries and firms 
are 	assigned one of four ;.riorities (1st,
2nd, 3rd, and 4th) and receive the 
benefits, obligations, etc., 
of

that priority.
 

As a result of this system, the GOP is able to encourage those
industries it considers essential to 
the national interest and to
discourage those it considers as non-essential (luxury) industries.
This fits well with the GOP's goals of utilizing the national
resources to produce those goods and services most needed by the
majority of Peruvians and to elimit1&te v.'stiges of rank and privile[,e.
 

The 	role of the "oreIgn firm seems 
to be very limited in the
future In Peru, not only because 
 f Peruvian legislation, but because
of the Andean Foreign Investment (.dv 
to which Peruvian legislation
already largely conforms. 
The 	G01- has repeatedly said that it
welcomes foreign investment, 
.owever only if it contribute. to
Peruvian development priorities and goals and 
if it is willing to
abide by the conditions prescribed fo.: 
 It. It should be noted that
little new foreign direct investment his entered Peru in the last fpw
years, except for some large new fiv 'tments
mining and smelting 	 by some of the existingcorapon~es (Southerr Peru Copper Corp. antespecially), 	 Marcor,
and 	some invest,-unt In oil exploration in the Peruvian
 
jungle.
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One can say then that the industrial reform is progressing
towards the goals of the revolution. 
Barring any abrupt, unfore.
 seen changes in implementing the reform, the State will play an
increasingly large direct and indirect role in the industrial
sector in the future, resources will be allocated within the sector
in accordance with the needs of the majority of Peruvian people (as
determined by the GOP), and external dependence will be reduced. 

Zducatton Reform
 

The education reform began in 1969 with initial Locus being on
the restructuring 
of the university system. 
This was followed in
early 1970 with the appointment of a National Commission consisting
of some 
120 leaders in education End other fields to prepare a basic
design for overall education reform. 
The draft of the Reform Law
was completed in early 1971, distributed for public discussion and
suggestions, then reconsidered by the GOP and finally promulgated
 
on 21 March 1972.
 

Basically the Refc'r 
 Is a st:rategy for the 
transformation of the
very fundamenta)s of Peruvian education, which is to be 
an integral
part of a profound transformation of traditional structures and is
aimed at eliminating the inequalities in Peruvian society.
 

It has its foundation in three major goals: 
 Rducation for
development and employment, education for the structural transfor.

mation of the society, and education for the self-affirmation and
 
indeperndence of the Peruvian nation.
 

To achieve these goals, the structure of the system is to 
change
from a highly centralized one to a community controlled -?nucleo-l
 structure coordinating all of the learning resources 
in each community and serving the needs of all individuals thriughout their lifetimes. 
 These learning resources arn orga'lized according to three
different levels. 
initial, 
or overall. ch!]d development; basic
education; and higher edu.cation.
 

The curriculum is to become mure vocationally oriented throughout the system, more relevant to Peru's socio-economic development,
and more relevant to all people, ages and regions. Science and
technology will be stressed, and the role of women will be 
 revalued
Indigenous languages and cultures are 
to be preserved and the private
schools' curricula more 
Peruvianlzed . Self-education is to be
emphasized, and public service is to be made an integral part of

the curriculum at the higher level.
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The teacher is to become a "teacher educator", a manager of the
 
learning resources in tie community and a catalytic agent in awakening

abilities of children, adolescents, and adultsand stimulating in
 
them a permanent process of self-development. Teacher training
 
then is to be reformed and all existing teachers retrained.
 

The major concern critical to successful implementation of the
 
Reform is the lack of adequate human and financial resources to
 
carry it out i the time frame established which may lead to its
 
distortion.
 

Mining Reform
 

Peru's mining reform when ftilly implemented will result in
 
substantial State ownership and full State control 
over the
 
utilization of the country's mineral resources. Also, the com
mercialization of all mineral products will be accomplished by a
 
State Trading Board.
 

The cardinal purposes of this reform are to regain for the
 
country disposition over its mineral resources and to make more
 
efficacious use of these resources inmeeting the most urgent
 
needs of the Peruvian people. Sotw of the more general goals of
 
the "revolution" are expected to be served by the reform also, e.g,

lessened external dependence, redistribution of Jncome.
 

To effect its reform, the GOP caused all unexploited conces
sions to revert to the State (with the important exception of
 
Southern Peru Copper Corporation's Cuajone concession which was
 
declared to be outside the reform), declared all mineral resources
 
to be the property of the State, and reserved to its;elf the right

and responsibility of marketing all mineral products. The "com
munity" concept has been extended to the mining sector and each
 
mining company is required to have its community. The getteral
 
purposes and goals underlying this concept are the same as in the
 
industrial communities, however the details vary somewhat.
 

Telecommunications Reform
 

The telecommunications reform is one of the most important of
 
Peru's social and economic reforms. The principal idea underlying

the reform !s to preserve and to nourish Peruvian culture, or stated
 
oppositely, to prevent the alienation of the Peruvian people,
 
especially the youth.
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In carrying out this reform the government has taken ownership,

and thus control, of the country's television stations, and has 
begun the progressive (over time) Peruvianization of TV and radio
 
programming. It is unclear at this time how far the GOP intends
 
to extend its influence over the dissemination of information, etc.;
 
within the country, however, there is no doubt of the potential
 
seriousness of this reform.
 

SINAMOS (National System of Support to Social Mobilization)
 

SINRMOS, established in June 1971 but not active until its
 
organic law was promulgated in April 1972, was created to stimulate
 
support for the reforms of the Military Government by building a
 
network of grass-roots organizations t institutionalize the
 
ri-orms sought by the revolution and to bring about social democracy

with full participation. It operates on two major fronts: (a) the
 
political, wherein it fosters the involvement of marginal groups

in planning and implementing national programs; and (b) the economic,
 
wherein it cceates mechanisms and institutions to provide a means
 
through which low income groups can exercise ownership and control
 
of available resources. 

SINAMOS is trying to decentralize actions to its 13 regional
 
offices as a means of giving power to the people and of
 
stimulating their support. Its main thrust for the time being
 
lies in continuing comunity infrastructure projects for which it
 
inherited both funds and staffing from ths National Office of Com
munity Development.
 



-43-


C. GENERAL BACKGROUND: Peruvian Sierra 

In Peru in general wide social and economic disparities occur in
 
two distinct areas: the coast vs. the rest of the country (sierra ajid
 
jungie), and urban vs. rural areas. Ranking the distinct areas of the
 

country in term of their relative development reveals the following
 
pattern:
 

Most Developed: Urban Coast
 
Followed by: Urban Sierra (eg. Arequipa)
 

Urban Jungle (eg. Iquitos)
 
Rural Coast
 
Rural Jungle
 
Rural Sierra
 

A c'bmposite of selected socio-ecunomic indicators reinforces that 

wide discrepancies occur between predominantly coastal departments 
and othur-than-cosstal regigns. (See Table 111-4). Of the ten sierra 
DepartmentElist-ad, only two are not among the last ten in terms of 

relative development - the Departments of Junin and Pasco. This is 

due primarily to the existence of large seale mining ventures in these 
areas; discounting these mining activities, which benefit only a small 
percentage of the total departments'population, the relative develop. 
ment scale would be altered in a downward fashion for Pasco and Junin, 
and the total sierra area could collectively be termed the bottom 

sector of the country.
 

If the distinction between'coast' and 'non-coast' is great, the
 

disparities between #urban' and 'rural' are even greater in Peru. While
 

accurate statistics showing the breakdown.between urban and rural
 
income, shares in productivity, and standard of living are not avail
able, it would be fair to estimate the wages are four to five times 
higher in urban areas, and that some 80/. of the productive wealth of 

Peru is located in urban areas or modern capital intensive mining 
enclaves.
 

The sierra region Is characterized by traditional agriculturetcom
prising small land holdings, high man-to-land ratios, intensive use
 
of labor, and low productivity. There are few economic alternatives
 
to agriculture Ir.most parts of the Peruvian Sierra, which has resulted
 
in a high level of migration to urban areas; it is estimated that Lima
 
may be growing at a rate of close to 107.a year and that Arequipa at
 

a rate near 7%. In these areas, as well as other smaller urban centers, 
the bulk of migrants become part of the unemployed masses crowding 
urban "pueblos jovenes" (young towns or marginal urban areas). 

This migration has contributed to reducing the economic strain on 

rural agricultural land, but the price has been tne concomitant growth 



TABLE 111-4 
SOCIO-ECONaMIC INDICATORS IN PERU' % Total
 

Per Capita % Eco. % Population % Population Dwelling Rural Pop.as Rank Ordering

Income (Soles) Active over 17 yrs not Speaking units with- % of Total 1-Most Develo
 

(3) (1961) Pb,. in Agric. illiterate Spanish out elec Population 24-Least Dav
 

PREDOMINANTLY (S/43.38 = $1)
 
COAST DEPTS.
 

Callao 9,869 
 9 23 .2 36.7 4.1 1
 
Lima 9,869 
 15 27 1 36.7 14.7 2
 
lea 6,258 
 50 	 33 1 65.3 52.7 5 
Arequipa 5,697 	 35 
 39 	 8 56.2 51.2 4
 
Tacna 9,543 39 	 44 
 5 60.4 44.4 3
 
Noquegua 9,205 58 	 51 12 77.0 65.6 9

Tumbes 4,861 42 	 32 0 75.9 45.0 A 
Lambayeque 4,532 
 49 	 49 2 69.8 43.6 7 
La 	Libertad 4,196 
 57 52 0 79.4 64,5 11
 
Piura 4,259 
 56 	 62 0 84.7 59.9 13
 

PREDOMINANTLY
 
JUNLE DEPTS. 
Madre de Dios 4,308 52 	 32 
 4 	 78.4 76.4 8 
San Martin 2,364 	 76 
 44 5 94.9 67.4 15
 
Amazonas 3,008 
 74 	 49 7 95,7 92.1 17 
Loreto 2,966 	 58 
 45 	 5 85.5 67.6 14
 

PREDOMINANTLY
 
SIERRA lEPTS. 
Junin 4,547 53 	 50 11 
 76.5 67.7 12 
Ancash 3,808 64 65 36 89.0 81.3 16
 
Pasco 5,491 48 	 53 14 63.3 79.7 10
 
Cajamarca 2,873 	 78 
 61 .3 95.5 92.8 18 
HuAnuco 2,589 76 64 	 32 92.7 92.1 20
 
Cuzco 3,721 	 61 
 79 60 	 87.1 79.4 19
 
Puno 	 3,223 
 71 	 71 61 95.7 83.2 21
 
Ayacucho 2,566 77 	 79 66 96.7 89.2 22 
Huancav.1ca 2,848 
 78 	 75 62 96.4 95.4 23
 
Apurimac 2,675 	 77 84 71 	 94.3 93.4 24 
1. 	Statirtlcs taken from 1961 Gnsus dat.e 
compiled ard analyzed by D,S.Palmer In "Revolution from Above":Military

Government and Popular Partati:.,i Peru 1068-1972,Cornell University Latin American Studies Department Series 
#47, January 1943 

2 Rank ordering is based on a correlation of eleven vof'ables, six of which arc Included here.3. 	 The class fl7atlon as to Coast,Jungle and Sierra refer% to the general chracter s ls of the ecogoyAnoh.actual 
land extension-hus department such as Arequipa arid Moq,1Egua arrrdere coas a espte a pre oBnan ly
slerra geography.*
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,.f urban unemployment and underemployment*
 

The concern of this loan is to provide a credit infrastructure in
 
certain selected sierra areas, which will (a) provide employment alterna
tives to subsistence agriculture in rural areas, (b) create jobs in
 
sierra areas where migration has caused employment problems, i.e. in
 
intermediate towns and small cities.
 

ECONOMIC BACKGROUND: Description of Target Areas
 

The Departments of Cuzco and Puno are located in the southeastern
 
section of Peru, a region topographically composed of sierra, altiplano

(high plateau), and jungle. The Departments of Ayacucho and Junin are
 
located in the Central Sierra. Two of these Departments will be selected
 
as 
the priority target areas for the following reasons:
 

(1) Using traditional social and economic indicators (per capita

income, literacy rates, employment by economic sector, etc.)l /

these departments are among the most depressed areas of Peru

(2) Despite the economic and social marginality of the region,
 
there generally exists adequate physical and institutional
 
infrastructure to assure successful implenentation of the
 
project.
 

(3) The existing supply of credit in the region is insufficient
 
to assre maximum development potential as determined by
 
the GOP.
 

PUNO 

A. Population and Geography: According to the National Direction of
 
Statistics and Census of Peru (DNEC) the 1972 population of the Depart
ment of Puno was 779,594 inhabitants, the vast majority of whom (767.)

live in rural or semi-rural areas of less than 2,500 persons. There is
 
one significant urban area, composed of the cities of Puno, the capital

of the Department (population: 41,000) and Jullaca (population: 38,000).

These cities arz located some 30 km. apart and are Joined by a paved

highway. The Pijno-Juliaca area serves as the administrative, financial,

and commercial center of the Department, and all major GOP offices are
 
located in the city of Puno.
 

I/ D.S. Palmer, " Revolution from Above: Military Government and Popular
Participation in Peru, 1968-1972. Ph D Thesis, Cornell University,
 
Latin American Program series #47, January, 1973. Using eleven
 
different variables to arrive at a composite marginality index for
 
each of Peru's 24 Departments, the most marginal of the target areas
 
was Ayacucho which ranked third, Puno ranked fourth, Cuzco sixth and
 
Junin thirteenth.
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There are several other minor urban areas, located in provincessbut
most inhabitants live in dispersed rural Communities,
 
The bulk of the population is located in the high plateau region
of the Departments where the elevation above sea level ranges between10,500 and 13,000 feet. The northernmost part of the Department drops
off into the jungie, which is relatively less populated, but which
the GOP feels is
a prime area for colonization and future economic


activity.
 

B. Economic Activity: The economic activity of the Department is
overwhelmingly agriculturalo The 1961 Peruvian census gives the following occupational breakdown of the economically active population;_
 

Economic Activity 
 Persons Emloyed 
 & of Total
 
Agriculture (farming 
 162,231 
 71,5

and livestock)
 
Mining 49188Mfg.Industry 1.8

209082Cortwaction 8.8
49479

Utilities 2.0 
164


Commerce 0.1 
13,779


Transport 6.1
2,534Services i.1

15,291
Other 6.7

4,368 
 1.9
 

TOTAL 227,116 
 100.0
 
Source: Reptdblica del Perd, Direccidn Nacional de Estadfstica
y Censos, VI Censo Nacional de Poblacidn, Tomo IV,
Caracterfsticas Econ micas.
 
For the most part the agricultural sector is characterized by
bubsistence farming; local GOP authorities in the Puno region estimatethat the average individual land parcels are slightly over one hectare
in arable extenslon,
 
Since the land cannot support increases in population and there arefew alternate rural employment opportunities there is 
a constant migration to the urban sectors of both the Department of Puno and neighbor.
ing departments. Because of this migration to other areas the internal
population growth rate of the Department of Puno is 
one of the lowest
in Peru. 

2/ Note: The 1972 Census figures are not yet available. 
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of urban unemployment and underemployment.
 

The concern of this loan is to provide a credit infrastructure in
certain selected sierra areas, which will (a) provide employment alterna.
tives to subsistence agriculture in rural areas, (b) 
create jobs in
sierra areas wliere migration has caused employment problems, i.e, in
 
intermediate towns and small cities.
 

ECONOMIC BACKGROUND: Description of Target Areas
 

The Departments of Cuzco and Puno are located in the southeastern
section of Peru, a region topographically composed of sierra, altiplano

(high plateau), and jungle. The Departments of Ayacucho and Junin are
located in the Central Sierra. Tvo of these Departments will be selected
 
as 
the priority target areas for the following reasons:
 

(1) Using traditional social and economic indicators (per capita

income, literacy rates, employment by economic sector, etc.)i/

these departments are among the most depressed areas of Peru.
 

(2) Despite the economic and social marginality of the region,

there generally exists adequate physical and institutional
 
infrastructure to assure successful implementation of the
 
project.
 

(3) The existing supply of credit in the region is insufficient
 
to assire maximum development potential as determined by
 
the GOP.
 

PUNO
 

A. Population and Geography: According to the National Direction of
Statistics and Census of Peru (DNEC) the 1972 population of the Departmerit of Puno was 779,594 inhabitants, the vast majority of whom (76.)

live in rural or semi-rural areas of less than 2,500 persons. There is
one significant urban area, composed of the cities of Puno, the capital
of the Department (population: 41,000) and Juliaca (population: 38,000).
These cities arz located some 30 km. aparL and are joined by a paved
highway. The Puno-Juliaca area serves as the administrative, financlal,
and commercial center of the Department, and all major GOP offices are
 
located in the city of Puno.
 

1/ D.S. Palmer, " Revolution from Above: Military Government and Popular
Participation in Peru. 1968-1972j Ph D Thesis, Cornell University,

Latin American Program series #47, January, 1973. Using eleven
different variables to arrive at a composite marginality index for

each of Peru's 24 Departments, the most marginal of the target area,.;
was Ayacucho which ranked third, Puno ranked fourth, Cuzco sixth aud
 
Junin thirteenth.
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There are several other minor urban areas, located in provincessbut
 
most inhabitants live in dispersed rural communities.
 

The bulk of the population is located in the high plateau region

of the Department, where the elevation above sea level ranges between

10,500 and 13,000 feet, The northernmost part of the Department drops

off into the jungie, which is relatively less populated, but which

the GOP feels is a prime area for colonization and future economic
 
activity.
 

B. Economic Activity: The economic activity of the Department is

overwhelmingly agricultural. The 1961 Peruvian census gives the fol
lowing occupational breakdown of the economically active population,-"
 

Economic Activity Persons Employed & of Total 

Agriculture (farming 162,231 71.5 
and livestock) 

Mining 
Mfg.1ndustry 

4,188 
20,082 

1.8 
8.8 

Construction 49479 2.0 
Utilities 164 0.1 
Commerce 13,779 6.1 
Transport 
Services 
Other 

2,534 
15,291 
4,368 

1.1 
6.7 
1.9 

TOTAL 227,116 100.0 

Source: 	Republica del Perd, Direccidn Nacional de Estadfstica
 
y Censos, VI Censo Nacional de Poblacidn, Tomo IV,
 
Caracterfsticas Econdmicas.
 

For the 	most part the agricultural sector is characterized by

hubsistence farming; local GOP authorities in the Puno region estimate

that the average individual land parcels are slightly over one hectare
 
in arable extension.
 

Since the land cannot support increases in population and there are

few alternate rural employment opportunities there is a constant mi
gration to the urban sectors of both the Department of Puno and neighbor
ing departments. Because of this migration to other areas the internal

population growth rate of the Department of Puno is 
one of the lowest
 
in Peru.
 

2/ Note: The 1972 Census figures are not yet available.
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The modern agricultural sector, both large scale production of
 
crops and breeding of livestock, is for the most part being altered
 
by the GOP Agrarian Reform programs, which is reorganizing production
 
into community cooperatives of SAIS (Social Interest Agrarian Societies),
 
A major problem involved in this process is that the total number of
 
agricultural workers must be reduced in order to increase labor produc
tivity -- and as yet there are few alternate employment opportunities
 
for those who must leave the land.
 

The manufacturing-industrial sector has its base in traditional
 
home-oriented artisan activities. The 1961 Census estimated that fully
 
half of the persons employed in thissector are weavers, pottersleather
 
workers, etc., the majority of whom produce goods for the tourism
 
industry. There is little processing of raw materials or agricultural
 
products produced in the zone, the bulk of which is exported in crude
 
state to other sections of the country for intermediate and final
 
processing.
 

The tourism industry is growing in the Puno area, famed for its
 
proximity to Lake Titicaca and the monolithic Tiahuanaco ruins border
ing the lake. Puno is also an important intermediate point for travel
 
between Peru ad Bolivia. COPESCO, the Peruvian Commission for study
 
and evaluatio-i of the tourism Industry, shows growth in the total number
 
of tourists arriving in the Puno area, which as grown from 7,754 in
 
1965 to 23,595 in 1971 1/ The GOP is currently giving top priority to
 
the development.of an adequate infrastructure (hotels, services, and
 
other tourist facilities) to assure steady growth In tourism in Puno.
 

GOP authoritAes, however, recognize that present productive patterns
 
in the Departmentt are inadequate to take full enonomic advantage of
 
projected increases in tourism in Puno. That is while the macrneconomic
 
advantages which will accrue to Peru as a whole rky be great, the micro
economic advantages accruing to Puno aer se are likely to be fairly
 
minimal. This is due to the almost complece lack of Industries !n,the
 
area that can 
serve as backward linkages into the tour!Fm industry .,
 
i.e. hotel furniture and equipment, processed food, and other like
 
Irnustries. Most inputs into the tourist trade will then have to he
 
'imported' from Lima, Arequipa or other industrial centers. There Is,
 
as well, a fairly low value-added component in the artisan industry In
 
the Puno area. Since there is little local capacity for intermediate
 
processing of raw materials used in the production of artisan goods,
 

3/ COPESCO.UNESCO, La actividad turfstica y el desarrollo econn!!co y
 
social del PerS : un estudlo de dlagn6stico.undated, p. 143.
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Cuzco 

A. Population and Geography. The DNEC give the 1972 population

of the Department of Cuzco as 712,918 inhabitants, of which 647. are
 
living in rural areas or small urban populations of less than 2,500
 
inhabitants. There are two major urban poles: the city of Cuzco,
 
'capital of the Department, with a population of 67,000 and Quillabamba,
 
capital of the province of La Convencidn, with a population of 10,850.
 

Both the geography and the economic geography of the Department are
 
well defined. The sierra region, locatedtn the south, 13 an area
 
marked by subsistence agriculture and tourism; the montafia area, to
 
the norteast bordering on the departments of M!adre de Dios and Loreto, 
is a region of high agricultural productivity, especially in citrus
 
fruits, tea, coffee, and other semi-tropical crops.
 

The two geographic zones are connected by highway ana railroad ;

the road system is judged to the insufficient for the movement of
 
heavy transport and the GOP is currently considering construction of
 
a direct road connecting Cuzco and Quillabamba.
 

The City of Cuzco also has railroad and road connect'ons with both
 
Arequipa and Cuzco, and roads connect the -ity with tne coast.
 

B. Economic Activity . The 1961 Peruvian Census gives the following 
breakdown of the economically active population: 

Economic Activity Persons Employed % of Total
 

Agriculture 126,237 61.4
 
Mining 1,554 0.8
 
Mfg. Industry 24,568 12.0
 
Construction 4,468 2.2
 
Utilities 294 M.
 
Commerce 17,435 
 8.5
 
Transportation 2,779 1.4
 
Services 22,633 11.0
 
Other 5,481 2,6
 

TOTAL 205,549 100.0
 

As in the Department of Puno, the major activity - - agriculture -
can be divided into two areas: small subsistence farming in the sitera
 
and the more highly productive livestock and export crops in the won.
 
tafia area. Diminishing returns on the lend in the forrer area have
 
caused the Agrarian Reform to propose teat large nunhers of agricultura
workers leave the land in the aierrs, and the idea is to rpen u new 
areas for agricultural prod'jction inthe m..':ILata region. The nwotaga 
area is considered to be one of the most -r-mising agricul.urai areas 
of Peru, and the GOP has initiated plans 1.'l) increase Lhe area 
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under cultivation; (2) colonize the lower areas; and (3) increase
the value-added in agricultural production by fomenting 
 agroindustries for the intermediate and final processIng of cropsIt is expected that the bulk of new inrustries c-,eated will pertain
to 
either the new Social Property sector or ruril cooperatives.
 

The tourist industry is fast becoming Cuzco's most important sector.
COPESCO notes that the number of visitors to the Cuzco region has
grown from 42,211 in 1965 to 55,482 in 1971; tourist industry spokesmenin Lima claim that the rate of growth in tourism would be much greater
if adequate infrastructure were provided (flights, first class hotels,
and services). The GOP is currently planning to expand the State Hotel.
system with two new facilities in Cuzco, and there are additional
plans for the conttr-.tion of a modern hocel at Macchu Picchu.(SectionIII-K discusses the Inter-American Development Bank Loan for the

development of the tourist industry).
 

Artisan activities are also Important within the manufacturing

industrial sector, and over 500 artisans are registered with SINAMO:5
in the Cuzco region. The majority of these work alone, but SINAMOS
is working closely with them to form credit and production cooperatives.
 

Plans for the development of 
the region call for (1) increased attention to agro-industry In the La Convenci&n area, including canning
and processing plants for citrus fruits and other tropical crops and
possible dehydration facilities for other crops; (2) promotion of a
more highly organized artisan activity, to suppl, 
fiae tourist trade
to the area and meet foreign denn 
for Cuzquefo artifacts.
 

C, Institutional Infrastructure: 
 GOP offices are located in the
city of Cuzco, and most major commercial stateand banks have officesin both Cuzco and Quillabamba. The Ministry of Industry and Tourisgn
maintains a small office in Cuzco, and is tinder pressure from SINAMOS
to expand in order to lend technical assistance '.o small industries.The mosc dynamic bank is the Banco dc los Andes, the regional bankserving the Cuzco-Puno area, which is working closely with artisans
in the area. SINAMOS and the office of the Agrarian Reform, again as
in the case of Puno, are the most active organizations in pursuing

development plans.
 

JUNIN 

1. Geographyand Population
 

The Department of Junin Is located in the Central Sierra regionof Peru. The 1972 population as 691,130, with 40% living in ruralareas. The capital of t,,e DL-partment is Fhancayo, with a populationof 176,200, which serves as 
the commercAal and industrial center of

the entire central region of the country.
 



2. Economic Activity
 

The following table give a breakdown of economic activity within
 
the Department as of 1962:
 

Economic Activity Persons Employed % of Total
 

Agriculture 84,057 
 52.8
 
Mining 10,687 
 6.7
 
Mfg. Industry 19984.3 
 12.5
 
Construction 4,313 
 2.7
 
Utilities 
 330 
 0.2
 
Commerce 12,309 
 7.7
 
Transport 4,779 3.0
 
Services 17,791 
 11.2
 
Other 5,136 3.2
 

TOTAL 159,245 100.0
 

The Department of Junin is 
a good example of the existence of
 
traditional and modern sectors working side by side, with the former
 
accounting for the bulk of 
the pop llation and the latter accounting
 
for the bulk of productivity and e.r noniic benefits. A strong modern
 
economic center bas grown up in the Mantaro River valley, 
some 70
 
kilometers lorig and seven-to-eight kilometers wide. Agricultural

units within the valley are of sufficient size to permit mechanization,
 
and crup yields per acre are among the highest in Peru. It is estimated
 
that some 20% of department agricultural workers -re located in the
 
Mantaro Valley, producing some 8)7. of agricultural yield. The production
 
pattern outside the valley is, however, more typical of the sierra as
 
a whole - i.e. high man to 
land ratios, low land yield and generally
 
marginal farming.
 

The city of liiancayo is another ..-xr.ple of the micro modern sector 
within a depressed macro region. Virtually all industry mtd the majority
of commerce is carried out in Huancayo, and p=r capita income is several
 
times higiter than in other urban and serri-urban areas of the department. 

The GOP has indicated the Department of Junin as a future economic 
growth center, specifically In ssi*.! to :edium industrial expansion,
The Mantaro River hydroelectric pr-<J2, currently In the execution
 
phase, will triple tne amount of electric power in the central sierra
 
by 1976, and the government hopes Lo channel this additional energy

into three major sectors: (1) min 'r, thus increasing processing capacity

for minerala from small to medium o,,e 
lidning ventures; (2) rural electri
fication, to improve both the general standard of 
living and allow
 
for expansion of small industry aJd
, (3) medium sized industry, to be
 
centered in the auincayo urbsr area.
 



In general the infrastructure tavoring the growth of small

and medium industries in the Depnrment of JunIn is much more

adequate than in most of the Peruvian sierra. 
 Along with the

electrification program mentioned above, the 
area is physically

more accessible to the major supply and market centers on the
coast; the city of Huancayo is connected to Lima by the central

highway (5w6 hours), 
and there Is daily railroad service via the
 
Central Railway. There is further rail service from Huancayo

south to Huancavelica, capital of the department of the same
 
natm .
 

There is an active and diversitied artisan industry in
the department, which supplies the local tourist Industry (center
ed around the Huantayo Sunde.r fair), snd a growing export market.
 

3. Institutional Infrastructure: All major government offices
 
have branches in the city of llusncayo,
 

AYACUCHO
 

1. Geography and PopulatoLI
 

The population of the Depa:tment of Ayacucho in 1972 was 459,747,
of which 66.6 (306,144) were classified as living in rural areas.
 
There is one significant urban area 
in the Department, the city of
 
Ayacucho, with a population of 34,600.
 

Th" Department is mostly lo-ited in the Sierra, sloping off into
the jungle on the east. The topogrnphy of the area 
is extremely

rugged with high mountain peak- divided by narrow valleys and gorges.
 

2. Economic Activity
 

The 1961 census gives the £' Uowiug oc&J1latigna. breakdown, by

categories employment:
 

Economic Activity 
 PersonsEmployed % of Total 

Agriculture (farming

and livestock 
 87,1j3 76.7


Mining 
 983 
 .9

Manufacturing Industry 
 7,7h2 6.4
 
Construction 
 1,376 I.z

Utilities 
 56 .1
Commerce 
 5,454 4.8
 
Transport 
 697 
 .6Services 
 7,875 6.9

Other 
 2.4 
TOTAL: 
 13,57,! 100.0 
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As the da'a above indi'at.p, 
the economy of the Department is

primarily agriculturai wit, approximately 77. of the labor force

engaged in agricultural acLtvitle3. 
 The major agricultural pro
ducts produced in tne Department include wheat, potatoes, rice,
peanuts, camte an.i yuca. 
Thete is considerable wool production,

and some meat and milk and other dairy products produced in the
 
area also, with most of these products consumed practically in

their entirety within the ar:ia. 
 Small scale subsistance farming

prevominates, and attempts to cropnrativize the existing structure
of :ndividual holdings have met ,ith considerable resistance.
 

Area sources report thqt total 
s ricultural production in the
Department has falle;, jheta,. i.
ly in the part two years as a re
sult of these atLempts and -hAt nuch of 'the expropriated land

presently lies fallow awa.titig the resolution of this problem.
 

Agricultural productivity is extremely low in the area for

several reasons, including .4lack of price Jnc-ntives resulting

from the GOP's policy to subsi.dize consumers tnrough low food

prices, lack of water for irri.,:it*on, poor soils, and low levels
of applied technology. Conmpl-iencary inputs such as fertilizers,
insectiuides, etc, are noL available ar reasonable cost and the
 
cost of transport to markets outside the 
area is prohibitive in
relation to the present 1-.:; 
:ixe.l prices. Thug, the local pro
duction is used for farm househrld consumptiot and for sale in the
 
local market, witi very liccle P.xported to outsride markets.

Even then, the 
local market '%ap been subject to -ecurring shortages

ot basic food items in recent mo:iths dup to the drastic decline in
 
area productiun.
 

Due to the lack of .!,oequnat income-producing or portunities
estimated 507. of the n'aers of sax'll farms and 

an 
ol the farn labor
force move to the coast intd it;: .ihe -rger ities In the sierra
 

seeking work during the ctf skaso., then rpturning to work the
farms during the groving, sen:-n., ihers ae 261 established farm

communities organizee 
as such in the )cr*;irtmenr: with a tota: of
around 240,000 members who evote an average of 20 ciys per yearto communal work a'.tivities. The econom!c activitie of these communities are limited by a lack .,,resources with wh',:h to work, 
so
 
they currently function more as 
pol|tical organizations,
 

Industriai activity within the Departmen.: Is very limited.
Ministry of Inoustry otticlats 1ntimate that there are only a te.w
 
firms (perhaps 20) in the Dencctmeut which be classified
 
as medium-site and perhap 
 -ev times that number of small size

firms, There are severi 
 n=Vrc which limit the potentfal to
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ndsral development 4int aem, amoin& the most important ,of 
~ wic aehere'atIv Jy n~l~leteo~v miro ok Che area, and 

the high cost' of ty ansport L, outs4 makets wihrstits 
frus- t o ,sma scale', h gh Co production.l 'In~tact, inWmany , 

cases locally, pr e manutactuid ''d~ cno opt vnI , 

~the' ~o amrketwith goodsproducd in other, ars. heeul-K 
Sing 1are'ret 'impo'rt- ot goods ,represents a significant';,capi'tal, 

"66.otflow -alnd der~e 
which would 'followed 

'h'araot~ mc ne'eded- mutiplie r effee't'~~< 
from the cari'&' of~locally produced gob'ds-C 4 

44Probably equally, as'src~~ o iiig atr:hwvr. is
the lack tot-suffici -n ePlic.trlcity and' watp'ein tlheADpartment 4to 

exceds thavilbleSUP1v r,6lo:&I'el'eticcompany- officials 
sy there are no'~existing short. t plansto inc.eas6_e 

Eventually, probtbly in 19,8, tie~regional neto'orkwill 
,.uly

be'tied 
4 in with'the 'nearbyMantaro iydrodectri. complex wtilch1 ,ilprvd 
it with 4sufficien~t electricity to cover frseeable..leeds,~1. 

I The lack ot water is 91,7o . serio'us limitingfactor~especially 
for the food processilng indurtry w'hichi'seemns to have the'evident 
potential for investmetir. in thx area, There are 4few~rivers runn
ing through the area and the ratn'tall Is seasonal. Apparently,
there is little that can be done to tap new sources of water except 

J1 

at very high cost. . 

There have been several ineutrIal~projeci,, identitiedby the 
area development committee,mosit1l agro-industrlal projects, which 
appear to be feasible. The 1JnIversity of San Cr stobalide'Huanan
ga located in the city ot,Aya .u-ho hcs developed several projects
also, and while full feasibility stuo.c!-3 have~no ytbeen done on 
any of these projects, they nave desiSed to i,,.e'>maximum-use of 
inputs produced or avaii'~ble J- rh~i r-,P.and rnattiv of themnappear to 
have export potential (to othv 6reab 'ot Peru, kot le&' iAong
the projects identitied are- mnnMcb'~ilr of che, sss;plant 'producing
concentrated m~ilk; production ot ]Jur ae oaPsorliavttto ---

< 
, 

process' fruit juices; wool 'processing plant; eve'lrpment'.:of the. 
wo'od industry; production of venetab1e oils;targe;'tcal'e wheat mill 

(permittingeconormies 
honey processing -plant; 

of scale) ;. process.d :foodip'i'ant'; 'pig farmns 
'dye plntit, 9 and tbie prduct.ion ~of wine.4 . 
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the marketing ot their final products. 
Moreover, the 
Industrial
Bank is providing loans to the artisan industry at concessionary
rates and terms and the Ministry of 
Industry is currently developing programs to promote the sale of artisan products.
 
Tourism has not been a major source of income to the Department in the past; however there has been steady growth in the
number of tourists visiting the area over the years. 
The city ot
Ayacucho is billed as a quaint, picturesque colonial village,
largely untouched by the economic progress afflicting tke rest
of the world. 
 It, and most the other villages in the Department
contain many very old churches and other building, but little
else in the way ot tourist attractions. 
There are some 
spectacular ruins, still undeveloped, near Ayacucho which are reportedly the equivalent or Macchu Picchu in grandeur however the cost
ot their restoration is extremely high.
al In the absence ot addition.
attractions and facilities, the tourist industry probably will
continue its slow growth.
 

There is 
a small amount ot mining activity in the Department,
but it is oriented economically to the Lima/Callao metropolitan
area and to the external market, thus it has only a marginal Impact
in the area. Some ot 
the income generated by this activity remains
in the area In the form ot wages and salaries; however nearly all
of the other inputs are purchased outside the area* 
Moreover, the
profits generated from the sale ot the minerals, remain outside the
area and little of the tax revenue produced by the mines flows back Thto
thd Department.
 

Growth in the commercial and service activities ot 
the Department is testricted by the general economic stagnation in the area,
by the area's limited money economy and by the slow rate of population growth occasioned by the large net out-migration. 
Much ot
the commerclal demand in Ayacucho is provided by the approximately
6000 studento attending the two Uuiversities located in the city,
about 50% ot whom are 
from outside the area, 
 Competition from
goods produced in other areas, otten ot both better quality and
lower price, provides yet another obstacle to the expansion ot local retail outlets. 
Finbily, the lack ot credit on reasonable
terms effectively prevents the vast majority of commercial and
service enterprises from expanding should they see a potentially
profitable opportunity to do 
so.
 
As is the case 
in most of the Sierra, the absence ot sutficlent
remunerative opportunities in the Department has led to a massivemigration to the coast and a concurrent movement from rural to
urban centers within the region. 
 ORDECENTRO has estimated that over
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307. ot the persons born in the Department move to other regions

during their lifetime, and although the birth rate exceeds 1.1%,
 
the rate ot growth of the area's population, during the Inst
 
decade was only 2%. 
 Since the persons migrating are generally

the younger, more able-bodied of the labor torce, 
there is proba.

bly some loss in overall efficiency, since these workers are 
re
placed on the farm, etc., by others with lower marginal producti.
 
vity. Moreover, the dependency ratio in the region, which is
 
high to begin with due to the high birth rate, is increased even
 
more by the large outmigration.
 

Because of its remoteness and lack of economic ties with the
 
major economic centers of the country, the Department largely has
 
been by-passed by Government programs providing economic and
 
social intrastructure and other public services, 
Access by land
 
is very difficult via tortous mountains road, and air service,
 
while regularly scheduled, is undependable. The area's lack of
 
adequate water and electricity are examples ot the neglect in the
 
provision ot basic services.
 

3. Institutional Infrastructure
 

Most of the Government agencies have offices in the Department,

practically all of which are 
located in Ayacucho. These agencies

have formed a Departmental development committee headed by SINAMOS
 
which has begun a development plan tor the area. This committee
 
includes representatives from ORDECENTRO (Regional Devdopment

Office ot 
the INP covering Central Peru), the Banco Industrial, the
 
Ministry ot Agriculture, and the Agricultural Bank, in addition to
 
SINAMOS. A large number ot 
possible projects have been identified
 
by the Committee, however tinancing for the feasibility studies or
 
for the execution ot these projects has not been secured as yet.
 

EARTHQUAKE ZONE 

On May 31, 1960, Peru was struck by what has been termed "the
 
most destructive earthquake in the history ot 
the Western Hemisphere",

in which approximately 70,000 people were killed, 15O,O00 injured

and material damage 
was estimated at over $)00 million. Internation
al response to the emergency was immediate, and with this assistance
 
and its own resources the GOP has made heavy investments in recon
struction and development efforts. 
 Four years after the earthquake

the zone 
is begining to return to normal economic functioning,

ORDEZA is working intensively in the zone to complete reconstruction
 
and progressively moving into development activities.
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The Department ot Ancash was
by the earthquake. the area most severely affected
Both in the coast and sierra areas, Ancash's
economic lite was severely disrupted by material damage to industrial facilities and commercial and service establishments.
Agriculture was also affected by damage to 
irrigation, loss of
equipment and stocks, and ruptured transport lines.
 
1. Geography and Population
 

The 1972 Census gives the population ot Ancash as
ot which 53.3 726,6b5,
are living in rural 
areas. There are 
two major
population centers, Huaraz (the capital of the Department) with
a population of 29,719, and Chimbote on the coast with a population of 159,045.
 

The geography of the Department is well defined between coast
and sierra. 
 60% of the coastal population is located in urban
areas, mostly in Chimbote which is
a major center of the Peruvian
fishing industry and site of the Peruvian steel plant.
is predominantly rural, with some 607 
The sierra
 

ot the population scattered
on the slopes of the white and black cordillera mountains, and the
remaining 407. living in intermediate towns and small cities ot
which Huaraz is the largest.
 

2@ Economic Activity
 

The 1961 Census gives the tollowing occupational category
breakdown for the Department ot Ancash:
 
Economic Actlvity 
 Persons Employed 
 % ot Total
 

Agriculture 

16,538
Mining 63.5
 

2,681
Mfg. Industry 1.5

21,506
Construction 12,8
 
4,014
Utilities 2.4
 

3J9
Commerce 0.2

8,220Transport 5.0
 
2,816
Services 
 1.7
 

15,225 

9.1
Other I L111993 1 

6,1429 3.8
TOTAL: 

167,788 


100.0
 

It is recognized that the above 
absolute figures may be 
some.
 what distorted given substantial migration from the area following
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the 1970 earthquake and the significant loss of employment; since
1972 Censu3 analysis has not been completed, however, we assume
that the 'ercentagesare at least indicative ot overall employment

distribution.
 

The coast and sierra areas of Ancash have very distinctive
 
economies. The coastal areas are 
linked more 
to the economies ot
the Lima metropolitan area and the cities of Trujillo and Chiclayo
in the north than they are to the sierra regions of Ancash.
Chimbote alone contains more 
than 407 ot the industry in the Department, and along with smaller coastal urban areas such 
as Casma probably contains 1007 
ot modern industrial establishments. 
The sierra

Is highly agricultural, and what industry exists is ot the small
variety, rarely employing over 10 or 15 persons. Tourism as yet Is
not well developed, although the GOP has plan for constructing
facilities in the sierra Callejon de Huaylas region. 
There is a
small 
amount ot local tourism and during the months of July and
August, Huaraz is 
a center for foreign mountain climbing expeditions.
 

3. Institutional Infrastructure
 

ORDEZA is directly responsible for all reconstruction and
development activities in the earthquake attected zone. 
 It is, in
effect, the first regional government established in Peru, havingan independent buiget and supreme authority over all other government entities working in the 
area. 
 ORDEZA has established close
working relations with SINAMOS and rural 
development activities are
coordinatea between the two agencies. (See CAP Section II A. andIV tor a complete uescription ot the ORDEZA organization).
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D Economic Benefits of Project.
 

The anticipated economic benefits of the project will be felt in
three distinct areas: first, the immediate and primary impact will be
upon the micro-economic level of the individuals and communities
having access to credits provided; second, the employment and income
generated at this individual and community level will have a secondary effect upon the target regions selected; third, there will be benefits generated which will be felt on 
the macro-economic level of the
national economy as a whole.

effects at the 

The project's real and measureable
level of the community or 
the individual will be most
apparent whereas the effects upon the national economy will be more
difficult to 
identify.
 

Individual andCommnity Benefits. Employment and Income 
: The
major economic and social problems of the Peruvian rural
be summarized In the following manner: 
'sierra may
 

1. There are 
limited employment alternatives to traditional agriture in the rural §ierra;
 

2. The net population in these areas 
is growing faster than new
arable land Is becoming available. 

pressure has led to 

This increased population
an Increasing man 
to land ratio, with the
consequence of increasingly lowered per capita incomes and
underemployment.
 

3. In general 
the only escape niechanism from this vicious circle
is by migration krom the Sierra to drban areas; If such migration ha5 had a somewhat stabilizing effect 
on rural agriculture,
in that it draws off 
part of the population excesses, it has also
created enorous problems for the urban migration centers. 
" Table lll-5below gives a breakdown
agricultural oL the agricultural and nonlabor force in Peru and In the southernof the country, according to condition 

and central ireasof emiployment or unemployment.The figures are, however, to 

ment (defined as those part 

somu degiee misleading since underemploy.

time workers who earn lesswage or work less than than the minimum35 hrurs a week) is not 
Identified. 
Especially 

is 
in rural agricultural sectors thero are indications that underemploymentthe rule rather than the exceptin; fordepartment of Puno it has been 

example in the southern 
estimated that fully 70. of 

de
agricultural
workers would fall Into underemployment categories.
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Table III. 5 LABOR FORCE, AGRICULTURE AND NON-AGRICULTURE ACCORDING TO 

CONDITION OF EMPLOYED AND UNEMPLOYED _/ 

B) 
SOUTHERN REGION (Departments of Apurimac, Madre de Dios, Cuzco, Puno)
 

(Figures given in thousands) 

A) PERU (Total) 

Economic .\ctivity Employed Unemployed 

No. % No. 
Agriculture 

Non-Agriculture 

Not specified 

Work aspirants 

TOTAL 

1,320.6 

1,732.2 

3,052.8 

69.1 

78.2 

-0-

-0-

71.5 

591.8 

483.2 

220.3 

47.1 

1,215.9 

30.9 

21.8 

100.0 

100.0 

28,5 

Economic Activity 
 Employed 
 Unemployed
 

No. 
 % 
 No. 

Agriculture 


307.5 
 69.4 
 135.3 
 30,6
Non-Agriculture 

177.8 
 71.4 65.1 28,6


Not Specified 

-0-
 10.8 1000


Work Aspirants 

-0-
 4.2 100.0
 

TOTAL 

465.3 
 69.3 
 215.4 
 30.7
 

C) 
CENTRAL REGION (Junin, Huancavelica, Ayacucho, Pasco, Huanuco)
 
Economic Activity 
 Employed 
 Unemployed
 

No. % No. %
 
Agriculture 


399.1 
 74.1 
 139.7 
 25.9
Non-Agriculture 
 288.3 
 79.9 
 72.7 
 20.1

Not Specified 


-0- 17.3 100,0

Work Aspirants 


-0-
 7.4 100.0

TOTAL 


687.4 
 74.3 
 237.1 
 25.7
 

1/ Source: INP 1971-1975 Plan Global 
de Desarrollo
 

7 



This project is designed to facilitate credit for employment generating activities within the Sierra, which will provide an 
alternative
to increasing pressures on 
agricultural land. 
 Small industries, especially those of the artisan variety, will allow Individuals and families.to
supplement their agricultural income without migrating from the land.
At the same time the project places emphasis on the creation of 
communal
industries and agro-industries, which not only provide employment and
income for individuals within the community, but provide a source of
communal income which 
can be used for developing social and physical
infrastructure. 
 It is anticipated that 
larger industrial projects, 
as
well as most commercial and service activities, will be centered in urban or semi-urban areas 
of the gierra. 
These types of economic activities
will provide employment alternatives to 
leaving the Sierra entirely and
*migrating to Lima, 
as well as involve the purchase of goods and raw materials produced by individuals and communities in the rural areas.
 

Regional Benefits. The criteria established for approving loans under
the project will include not only employment and income generation, but
will also consider the value added effects of individual projects. By
giving first priority to industries which will process raw materials pro•duced in the zone, 
it is expected to 
greatly increase the value added
.accruing to the regional economy 
as well as improve the terms of trade
.of the region vis a vis 
the modern industrial sections of the 
coast.
.Such industries might include processing of wool or 
leather, dehydration
or 
canning of fruits cultivated in the region, or 
a sausage factory which
,purchases from local pig 
farmers. By increasing the value added in processed or semi-processed goods, local 
producers will receive higher prifor their products, and local
ces consumers will be able to 
purchase goods
previously Imporced fro'n other regions at 
lower prices.
 

Careful 
selpction and continual supervision of projects by 
the implementing agency Is intended to insure 
that linkage effects are maximized
In projects within a particular region. Two examples of activities where
supervised credit 
could have a high multiplier effect 
in the region are:
the processing of pcrk products, and the weaving industry.
individual projects would be judged on 
In each case
 

their own specific merits, but
fomen ng backward and forward linkages the total 
by
 

economic benefit would
be eve, greater. 
 In the case of the processing of pork products (sausages, etc.), 
the ideal economic configuration would include the 
development of the feed industry, the expansion of 
pig farming, and finally the
development of final processing industries; this would insure maximum profitability by reducing intermediate prices in each step. 
The weaving of
artisan goods is another case where supervised credit could 
be utilized
to maximize both regional benefits and benefits accruing to 
individual
 weavers, most of whom currently work 
on a marginal profit basis. 
 Working
through artisan cooperatives, raw material processing facilities could
be offered to individuals who would not otherwise have sufficient volume
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E. Social Benefits of Project 

I. Improved Rural Living Standards
 

A primary objective of this Project is to 
increase employment
opportuniLies for the underemployed and unemployed workers.
income thus generated will be available to 
The
 

individuals and groups
for obtaining greater share of available health, educational, housing,
food and other resources required for improved living standards.
Additionally, loan capital will be directed at increasing the quantity
and improving the quality of services and commerce located in smallrural towns, thus matching supply with the demand emerging in rural
 
areas. 

It should also be noted that most of the communal enterprises
(potential sub-borrowers) established under Peruvian Law have noneconomic or social functions as 
well as economic ones. 
 Income derived
from loan credit resources is not used exclusively for reinvestment
in the business activity and 
a profit distribution among members of
the organization but also for obtaining improved health, educational,
and other services required by the community. For example a percentage of profits may be used for the construction of a modest
medical facility or for additional classrooms in the local school.
 

2. Job Training and Informal Education
 

Sub-borrowersvill receive technical assistance and a certain
amount of job training. In the 
case 
of individual sub-borrowers it
is expected that the 
professional technical consultation provided
will introduce the borrower to 
additional aspects of his enterprise,
particular.' simple budget analysis, elementary planning, and administrative techniques which had heretofore receivedIt is anticipated little or no attention.that more formalized training
bookkeeping, management, 

programs in elementary
and planning will also be arrangedborrowers when appropriate. The 

for sub
resources of local universities and
technical schools will be utilized 
to the maximum extent feasible


for this purpose. 

The educational and training components of the lending programfor community enterprises are more significant. The participatoryprocess utilized for mianagement and sub-project implementation,through self-help construction techniques, 
often 

assisted by Governmentprovided technical. assistance, has application for meeting othercommunity needs which may exist in housing, health, and other areas.In terms of technical skills, rudimentary construction techniqueswill be taught as well as 
the skills required for the successful
operation of the enterprise. For example,in a small hog production
 

.A 
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facility, training in wanagement, accounting and animal care wil
be provided as an integral part of the project.
 
In summary, it is expected that
ficial impact on the Project will have a beneemployed,,low income rural workers with incredsed skills to meet
 

the quality of rural life, will provide marginally
emerging job demands, and will increase the planning and organi
zational capability of rural inhabitants 
to mobilize their resources
for community improvement.
 

3. Inte'eation of Women into the National Economy
 

The role of women in the sierra economy of Peru is generally
 
far less limited than might be expected, and women have become well

integrated into most productive sectors.
percentages of men and women Table 111-6 shows thein the Peruvian labor force, according
to economic activity.
 

TABLE III- 6 : PERCENTAGE MALE AND FEMALE PARTICIPATION 
IN OCCUPIED LABOR FORCE BY ECONOMIC ACTIVITY
 
Economic Activit 


Male 
 Female 
Agriculture/Livestoc 

Mining 89.2 
 10.8

Industry/mfg. 97.3 2.7 

72.4 
 27.6
Construction
Utililies
Commerce 99.195.4 0.9
4.6
72.7

Transportation 27.3
 
Services 72.795.1 27.3Oer 4.9 
Othe 50.8 49.2


78.2 21.8TOTAL 
79.1 
 20.9
Source: DNEC, V1 Censo Nacional de Poblaci6n, Tomo IV,
Caracterfsticas Econ6micas, 1961


The participation of women has been greatest in Peru in

exactly the economic activities in which the present project will
 
be working 
 small industry, artesania,
vities. commerce and service acti-
In the greater part of the 
rural
c ;ierra, subsistence level

family incomes can only be reached if all members of the family are
 
occupied; 
 men have traditionally worked the land, and women engage
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in home-industry handicrafts, or small industrial 
or commercial
ventures. The economic marginality of sierra women is less a
function of sex discrimination than the generally depressed conditions of the sierra itself. 
 If 
women are less productive as
a 
whole than men it is primarily because the majority of the
area's scarce resources are channelled into the agricultural
sector, which is the economic base of the region and the family,
and secondary activities  specifically those traditionally run
by women  have not had access to credits which would allow them
to increase productivity. 
The present project is designed to
increase the overall resource base of the target regions, and
it is expected 
that these secondary activities will thereby be

strengthened,
 

From the experience of the 052 and 053 loans in the Earthquake
area, we estimate that women will be significantly benefitted by
the increased resource base in the target areas. Under 053, 17% of
the individual enterprise loans in the sierra region of the Earthquake
zone were made to women ( 
a knit goods factory, commercial enterprisespharmsj, etc), and 45% of the jobs created under the project
have been occupied by women. 
 In the case of community and cooperative
enterprises, 41% of jobs created under 052 
are held by women. Given
the similarity of the new project target areas to the sierra portion
of the Earthquake zone, it is expected that women will have an ap.
proximately cqual participation in Puno, Cuzco, Ayacucho and Junin.
 

The implementation program will be designed to avoid
discrimination in the execution of 
the loan. Under this program the
credit manuals to be developed and distributed and all other forms
of prograra promotion (radio, flyers, newspapers, etc.) 
materials
will indicate equal eligibility of projects sponsored by or employing
 
men or women.
 



-66-


F. Traditional and Existing Sources of Credit (Terms and Conditions)
 

There are four major existing sources of credit in Peru which offer
 
loans to individuals and communities and cooperatives for the purposes
 
of agro-industry, small industry, commerce and services: (1) the State
 
Development Banks; (2) Associated Eanks (those in which the government
 
has acquired a majority interest); (3) private commercial banks, in
cluding regional development banks; (4) cooperatives which provide
 
limited credit lines to their own members.
 

In addition, the Central Reserve 3ank of Peru and the Banco de la
 
Nacion, while not extending credit directly, have established programs
 
designed to facilitate credit to small industries and artisans. The
 
Central Bank program of Selective Credit and the Banco de la Nacion
 
program of loan insurance will be discussed below, following a descrip
tion of actual credit lines.
 

Table 111-7 and Graph III-1 show the growth in loan portfolio
 
balances in selected target rural areas since 1970. The greatest in
creaseshave occured in Cuzco and Junin, and in all cases show progres
sive increases in the last few years.
 

1. State Development Banks
 

There are five such banks in Peru: (1) the Agricultural Develop
ment Bank; (2) the Industrial Bank; (3) the Mining Bank; (4) the Housing
 
Bank, and (5) rhe Central Mortgage Bank. The programs of the first two
 
of these, which have credit lines similar to those anticipated under
 
the present project, are summarized below:
 

a. Agricultural Development Bank
 

The Bank offers lines of credit for the expansion and
 
improvement of farming and livestock, the purchase of capital equipment,

forestry, marketing, and for the storage and conservation of agricultur
al products. it is authorized to make loans to individuals, cooperati
ves, SAIS, and campesino comunities. The following chart shows types 
of loans granted by thu Bank, amounts of loans, and the effective in
terest rate for each type. 
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AGRICULTURAL DEVELOPMENT BANK: 
 I'YPES OF LOAN, MAXIMUM
 

AMOUNTS AND EFFECTIVE INTEREST RATES
 

(amounts given in Peruvian Soles)
 
EFFECTIVE 

TYPE OF LOAN AMOUNT OF LOAN INTEREST RATE 

Small Agriculture: 
 0 - 50,000 
 7% 
50,001 - 100,000 9%
 
100,001 - 150,000 
 10%
 
Against production 10%
 

Medium Agriculture: 
 Up to 300,000 
 12%
 
Against production 12%
 

Large Agriculture: 
 Up to 18,000,000 
 13%
 
Aainst production 13%
 

Special Loans: 
 Food Products:
 
Small producers 7%

Medium producers 9%
 

Acquisition of capital

equipment 


10%
 

Jungle loans 
 Variable: Maximum:l2%
 

Loans 
to associations 
 Variable; concessionary
 
(cooperatives, SAIS, etc.)
 
working with Agrarian
 
Reform
 

The following amortization schedules are followed:
 

Short term loans: 1-2 years
 

Medium term: 
 up to six years
 

Long term: 
 up to 18 years
 
In all cases, the Bank requires guarantees in the form of
future agricultural production and/or the goods purchased with the


loan.
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production, not industrial ventures related to the agrarian sector.
 

The Bank's loans are directed towards actual agricultural
Sub-loans made to organizations under the present project will be 
com-
Plementary to the Bank's credit lines and not competitive.
 

b. Industrial Bank
 

The Bank offers supervised credit to artesania, small,
 
medium and large industry, as 
well as 
other sectors which fall out
side the scope of the present project (fishing, exports, etc.).
may be 
made 
 to individuals Loans
or associations.
including the amounts and interest rates, are given in the following
 

Pertinent credit lines,
 
table.
 

INDUSTRIAL BANK: TYPES OF LOANS, AMOUNTS AND EFFECTIVE 

INTEREST RATES 
(amounts given In Peruvian soles)
TYPE OF LOAN 
 AMOUNT EFFECTIVE INTEREST RATE
Artisans 


Up to 50,000 

8%
 

Small Industry 

50,001 to 400,000


Medium-. 7-12%
 
Over 400,000 


9-13.
Industries
 

Amortization periods are 

periods 

from 3 to 7 years, according to
 
the amount of the loan and the activity to which it is applied.
are normally up to six months, but may be extended to 

Grace
For loans over 
 one year.
30,000 soles The Bank requires guarantees in the amcunt
 
of the loan (or sometimes higher, according to officials in provincial
branches); these guarantees may be in the form of .ealry, raw materials or estate, machine.the production of the industry,
guarantees. 
 In the case of loans made to 

or personal valuelizes insurance programs offered by 
small artisans, The Bank utifee of 2% the Barco de 

the Banco de la Nacion: for a flat
of artisan loans madetup 
la 

to 
Nacion will guarantee up to 80% of the value
S/.50,000.
terest rate This raises theon this type of effective inloan --to 14% from 8% inin final years the first year-- but to upty 
to have access to 

allows artisans without personlil proper-Bank credits.
will shortly The Industrial Bank reports that itaccept similar Banco de In Nacion insurance 
to loans up to 

to be appliedS/.250,000.
 

2. Associnted Banks 
The Banco Popular del 
Peru, Banco Internacional del Peru and
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BVnco Continental del Peru are the associated banks, those in whichthe GOP has acquired a majority interest. 
 Credits are extended to
all economic sectors and borrowers may be either individuals or
associations. There are two basic types of credit -- a normal creditline, similar to 
that extended by the commercial (non-associated)
banks, and selective credit, facilitated by special rediscount rates
offered by the Central Reserve Bank.
 

Normal credits fluctuate in amount from S/.50,000 up to 
a
maximum of 10% of the bank's loan portfolios
interest rate is 14%. 
The current effective
Three types of guarantees are accepted:
assets, letters of credit, on fixed,
or government or 
third party guarantees.
 

Selective Credits, which grant concessionary interest rates
(10% and 11% 
for jungle and sierra, respectively) will 
be discussed in aseparate section below. 

3. Private Commercial Banks 

Graph III 
- 2 give a breakdown of the growth in commercial and
savings banks loan portfolio balances since
presents this 1970, by regions; Table Ill
in table form. - 8The private commercial banks maintain credit
lines similar to those described under the 
"normal credits" of
ciated Banks. Regional Development Banks maintain 
the Asso

cial credit line, plus an identical commera line of Selected Credits.
vity is limited to Their scope of actia specific geographic area. 
 Commercial, associated
and regional development banks will be eligible to 
participate with the
Banco Industrial in sub-loans under the present project.
Fund Small Business Project, In the CRECE
two banks and 
a credit cooperative are participating with ORDEZA, providing 10% of 
the amount of individual sub-loans,
and administering repayments.
 

4. Cooperatives 

The majority of production and credit cooperatives in the sierra
are relatively small. 
 Production cooperatives 
are generally concerned
with providing short-term credits for the purchase of raw materials and
working capital until production is sold. 
 Credit cooperatives are of 
the
credit union variety and generallv

times an Individual's savings. 

limit their loans to two or threeThe majority of loans
of household areitems, not for the purchascworking capital 
for small enterpreneurs.
rates Interestare generally 1% a month on 
a declining balance. 
Selective CreditProram of the Central Reserve Bank.
Bank's Selective The Central ReserveCredit Program was established in l.71 in an attempt topromote regional development via a system of preferential credits in selected activities. 
The Central Bank offers preferential rediscount rates
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to State Associated and Regional Development B1anks for the financing of
projects submitted by individuals or firms which fall 
into selected categories, and the 
baqks In turn offer preferential interest rates to
borrowers (10% 
or 11%, depending on the geographic location of the project, in comparison to the 14 
+ % charged by commercial institutions).
 

Selective Credit lines include the following:
 

1. for agricultural production destined for internal consump.

tion, particularly that production which contributes to
 
import substitution;
 

2. fishing activities for human consumption;
 

3. industrial production, or the production and transport of
 
forest products;
 

4. tourism;
 

5. artisan activities.
 

The Central Bank has 
set 
thr, following guidelines on maximum amounts
of loans which may be made un( • .he Selective Credit Program:
 

1. individuals 
or companies without assigned capital: S/.250,000;
 

2. companies with capital of up to one million soles: 
amount
 
equal to capital of the firm;
 

3. ,.mpanles whose capital is between one million and maximum

-onsilcred under Selective Credit (S/.4 million in sierra and

S/.S million in the jungle) 
: S/.1 million plus 30% of 
excess
 
registered capital over S/.1 million.
 

The total Selective Credit line approved by the Central Bank amounted
to S/.336,000,000 at 
the end of March 1974; of this amount some 58.8% has
beEn actually uti 
ized. Table ITII9 gives a breakdown of the Selective
Credit activities 
in the four target areas 
and for the country as a whole.
 

Ir.genera] the Regional iYevelopment Banks have adopted a vigorous policy In utilizing Selective Credit. 
 Banco Central figures show
that, of the S/.i13,000,000 assigned 
to the Associated Banks at the end of
March, 1974, they have only loaned S/.39,393,000 or 
29.6%. The Regional
Development Banks, 
on the other hand, have placed a total of 77.9% of the
funds assigned to 
them under the program (S/.158,000,000 out of 
a total
of S/.203,000,000). During trips made to 
the target areas, the Selectivo
Credit Program was 
discussed with banking officials. Generally they felt
 



-71

that the relative success of the Regional Development Banks has been
 
due to their active promotion of the program; the Associated Banks,
 
on the other hand, have used the credit line more sparingl-..not due to
 
a lack of demand but rather t6 
their own lack of promotion.
 

Banco de la Nacidn Insurance Program for Small Borrowers. The Bahco de
la Nacidn offers a program of insurance for small borrowers which allows

small entrepreneurs to have access to 
credits which would normally be un
available to them given their lack of 
resources and inability to provide

guarantees to commercial 
or state banking institutions. The policy, which
has been widely used in making loans to small artisans, assumes the risk

for up to 80% of the loan, charging a flat annual 
fee of 2% during the

life of the loan. Policies may bc purchased (or often must be) 
for loans
 up to S/.250,000. Since the fee charged is a flat one, based 
on the ori
ginal amount of the loan 
and not the declining balance, this effectively

raises the interest rate from 6% (concessionary rate offered to small

artisans) to 
about 14% in the final years of loan payment. The banks
 
report, however, that this high rate has not 
been a major factor, and

they feel that the majority of borrowers have not been deterred by the

additional interest that the Banco de la Nacidn Insurance Implies.
 



Commercial and Saving Banks 
- Loan PortfolioIralances (in million Soles)
 

Ancash Ayacucho 
 Cuzco 
 Junin Puno Total LI 
Dec 1970 
 0.7 160.5 
 0.' 20.4 
 0.8 177.5 
 1.1 258.9 
 0.3 68.4 :23,33

" 1971 0.7 194.1 
 0.1 31.9 
 0.8 223.1 
 1.1 325,6 
 0.3 93.6 
 28,525.2
1972 
 0.6 196.5 
 0.1 38.1 
 0.9 312.8 
 1.2 425.8 
 0.4 132.1
June 34,539.3
1973 
 0.6 222.7 
 0.1 42.3 
 1.1 427.5 
 1.3 492.6 
 0.4 147.2 
 38,823.1
 

1/ Total of all Departments loan portfollo balance.
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Loan Portfolio Balances of 
Commercial and Savings Banks and Governmental Development Banks
 
(In million of soles and percentages per Economic Activities)
 

Dec 70 
 Dec 71 
 Dec 72 
 Dec 73
 

1. Ancash - Total 
Agriculture 
Industry 
Cowerc-i 
Others 

100 
46 
5 

12 
37 

335.1 
154.1 
17.7 
39.6 
123.7 

100 
48 
12 
13 
27 

440.4 
210.7 
53.8 
58.0 

117.9 

100 
49 
10 
13 
28 

487.5 
238.5 
48.9 
66.7 

133.4 

100 
47 
8 
12 
33 

677.0 
319.9 
52.5 
78.4 

226.2 
2. Ayacucho - Total 

Agriculture 
Industry 
Commerce 
Others 

100 
53 
19 
21 
7 

66.8 
35.4 
12.4 
14.2 
4.8 

100 
55 
14 
27 
4 

90.5 
49.4 
13.1 
24.3 
3.7 

100 
59 
12 
24 
5 

118.5 
69.8 
14.2 
28.6 
5.9 

100 
66 
10 
20 
4 

165.6 
109.2 
16,5 
34.0 
5.9 

3. Cuzco - Total 
Agriculture 
Industry 
Commerce 
Others 

100 

62 
8 

17 
13 

568.0 

353.4 
46.2 
94.5 
73.9 

100 

60 
8 
17 
15 

708.4 

428.0 
55.1 

121.4 
103.9 

100 

53 
10 
20 
17 

823.3 

439.9 
82.8 

165.5 
135.1 

100 

42 
15 
23 
20 

899.5 

380.2 
131.7 
204.3 
183.3 

4. Junin - Total 
Agriculture 
Industry 
Commerce 
Others 

100 

72 
4 
16 
8 

954.8 

688.0 
35.2 

156.2 
75.4 

100 

61 
6 

22 
11 

908.8 

558.4 
53.3 

200.3 
96.8 

100 

55 
7 

24 
14 

1096.7 

606.4 
76.1 

259.7 
154.5 

100 

53 
8 

25 
14 

1347.0 

718.0 
105.6 
336.0 
187,4 

5. Puno - Total 
Agriculture 
Industry 

Commerce
Others 

130 

71 
5 

14I0 

303.8 

214.7 
15.5 

41.1 
32.5 

100 

63 
6 

17 
14 

353.7 

224.2 
20,9 

61.1 
47.5 

100 

60 
6 

19 
15 

443.4 

265.2 
27.1 

83.1 
68.0 

'00 

64 
5 

16 
15 

629.7 

401.5 
33,4 

101.0 
93.8 

Source: Superintendencia de la Banca y Seguro 

I 



SELECTIVE CREDIT PROGRAM OF CENTRAL RESERVE BANK. BY REGION 

(amounts given in thousands of soles) 

PERIOD EN' 'C. 

December . t-

December 197. 

Decerber !S73 

• .cn 1974 

Amount 
Asslned 

25,0 

30,.0'Y 

30,000 

CuZCO 

Amount 
Loaned 

. 

b8,437 

14,934 

13,653 

. 
LoaneQ 

. 

33.7 

49.8 

45.5 

Amount 
Assigned 

25,000 

33,000 

33,000 

33,000 

PUNO 

Amount 7. 
Loaned Loaned 

-- --

18,115 54.9 

18,773 56.9 

28,830 87.4 

AYACUCHO-HUANCAVELICA 

Amount Amount 7. 
Assigned Loaned Loaned 

15,000 700 4.6 

40,000 13,028 32.6 

40,000 25,909 64.8 

40,000 29,485 73.7 

Amount 
Assigned 

--

23,000 

23,000 

23,000 

JUNIN 

Amount 
Loaned 

--

1,500 

3,830 

6,020 

% 
Loaned 

--

6.5 

11.6 

26.8 

TOTAL REPUBLIC 

Amount Amount % 
Asas|ned Loaned Loanoc 

110,000 6,780 6.2 

286,000 95,320 33.3 

336,000 133,183 39.6 

336,000 197,493 58.8 

Source: Central Rescrve Bank of P-ru, March 1974. 
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lOlan Into tv orvao (itt.r the( n Mwdaaf), WhIch vary accordil tU
alit and r4t-!ory .,f l.Ar anr a t, the prlurity level (lot*?nd. )rd- nd ru priurtty) .)r the ntIirpl tau. lhe tor and cuidltiunof sub-loans pi that portlati +P the I-,ai vhich will replenish

and 05) tAgns viii he ubtantially 

the
052 the saa s thoe provlded under theseearl ter I s !nrea Is ti) be ctergdelu the nt, anulm.41t
balance at the end of each cowputatt.a%periud (monthily). 
 Thwrvwill be nu t,,'hr charjua (foes. cc.) Lj the borrower mad tW loansviii nut be dqtcountod. thug these rates are "effectiW rate.

Other finanoial InatItuttone are 
expected to pertIcIpat* in asomeof the sub-loans, especially In commercethe and servto. sotors,
under the condi tins and mechanisms describd in Section IV, of

this paper. Ir general, theme Institutions viii contribute up to
15% of the sub-loans In which they participate. They vii earn
regular cosrcial rate of Interest on their contribution to the 

the
 

sub-loan aMd a fixed administration fe on the balance of the sub
loan.
 

Any cht.nReu In the torms or conditions of theme sub-loans 

must be mutitll, agreed upon by the Bank and A.ID. 

2. justificatton forSeloction
 

The GOP utilizes the credit system ot the country to attaincertain specitic development goals. 
 These goals Include: supportingInter and Intra-sector priorities, 
encouraging geographical (regional)
decentralization; stimulattng the creation of new entezyrises; promoting and supporting smaller seals enterprises; and providing generalstimulus to economic activity. To accomplish these goals the Government has set uD a complex system of rates, with lower rates forpriority sectors and subsectors, for sierra and salvo vs. 
coast

and Liua/Callao, and for smaller vs. 
larger loans.
 

All raths of interest in effect in Peru are tled by theGovernment and most of these are concessional in that they are no highenough to cover ,II of the costs associated with lending in thecountry today; i.e., administrative costs, bad debts, exchange risk,coverage for Inflation, and return on investment. 
The ratesestablished for the State Development Banks are concessionel in thissense awd these banks are subsidized by the Government. (In 



TABLI - PROPOSED CONDITIONS &ND TERMS FOR StaI&M 
(In Soles: S/.43.381$i) 

CATEGORY AHDUN OF L)A!S 	 M',.DT Qr rr ?Z'14m 

I. Saall and Medium Up to 50,000 (0-$1,153) 	 Th- " 7 1L U; ;= -u 
Industry 	 50,001 to 400,000 ($1,153-$9,220) -i 

400,001 to 2,000,020 (9,220-35,1OA) 9-l3 - * 

II. Commercial and Service Up to 50,000 (0-S,153) 	 8 UP tI UpJ t Q I- tUp weta' 

Enterprises 50,001 ro400,000 ($1,153-$;,2_o) 9-1 "
 

400,001 to 2,000,000 '$g.2 -$,0) 11., - 4,w
 

III. Organizations 	 Up to 400,000 (0-$,220) L'P to 2 yteta 1P 1-v 
(Cooperatives, Com- 400,001 to 2,000,000 (& ,220-.4 ,24) 4' 

munity Associations, 2,000,001 to 10,000,000 ($46,C.4-i2$,520)7
 
etc.)
 

I_ Interest RAte to be charge on the jutstanding balance Df the 1- ',. 
2 Small industry loans up to S/.250,000 are considered tj carry t!h h'h' rlsi.; f:r C: an, 

agency will be given the discretion to seek loan reinsirancc- -_;thc- dC la Nacl.;? ?~.~
to S/.250,000. This reinsurance covers S0'. of the lcan, a-d the 
 _'..: ! cn! - ac!.iA f#4 :? 
2% (i.e. on entire amount of the loan, nDt the declining balance). 

3/ These rates vary depending upon the prl[r'7 the .ndust.-..e fwng wZ.n fl 
The Banco Industrial is lmited by statute t? a maxitJu2 nterest rate f 13. OK 

I
 



sadttl~ton. e*rkahe Cant !Reerr* grants preferential discount ratesto Ow 5 ote D tveormant BR ks, ) The rates that the commercialbanks are parml T- o ir arte tlaq lIs than the full co!,ta out.lined above. hoves.s. they or,, ,P le t reduce thwir costs substarntiallyby restrictang their cl entaie cu (Mly the )st secure of borrowers(large tcal entterpriaes with high capital base, sound mnagemeancperformsice, etc.) and by requiring excessive collateral in support
of the :uan. Mreuv. , while the Interest rate !-. fixed, 
 thesebanks do charie for "auxiliary" services through a carrying charge,a trensfer of funds charge, and A charge for "extras" (telephonecalls, cables, etc.), which substantially Increases the effective
 
rate of intoru.t paid by the borrower.
 

The sy.ytem ton,'s to lirnit t tal commercial bank credit tothe privace suctor as well, and dlirects, private saving into publicsector invent-ents through the hank's purchases or treasury honds.

Thus the Gevernmont's public sector are
investment priorities sup
ported also.
 

The proposod rate structure for sub-loans to small |ndul- (see Table I ) are Identical to those chargedby the Indus
trial Bank of Poru. 
 Since the Industrial Bank 
is the only
effective source of credit smallfor and medium size Industrialfirm , there ore no other rates of Interest with which to compare
those proposed In this loan.
 

The proposed rates are 
therefore not concesslonal with
respect to other credit available to small and medium Industry.
They are sor'what concessional, however with respect to 
regular
commercial basks rates of 
interest and therefore with respect to
the costs, r!sks, etc., associated with lending in Peru today.
Concessional 
-ates (in this sense) are justified on the bests of
the depressed and stagnant economic conditions existing in the
areas in which this loan is to 
be concentrated and 
on the basis of
the nature of 
tne target groups to which the loan Is directed.
 

Using practically any generally accepted measure of the levelof development, the Departments of Cuzco, Puno, Ayacucho, and Juninare among tl most economirally depressed areas of the country.
(See Section C far a doscriptl)n of these areas.) Industrialactivity in thiese 
areas 
is limited by a variety of factors, probably
the most important of which Is their isolation from the majorurban markets of the country, which Increase the cost of production
and the risks cf entering into any type of enterprise there. Thesefactors along wi.h the lack of managerial capacity of potentialentrepreneurs 
nd the excessively conservative banking practices
 



of the otlwr sources of credit in the 4reas exclude practically 
all potenti al entrepreneurs and existing small and medium size
 
enterprises from the credit market. Evu-n 
If they had access to 
credit, th, rates that the other sources of credit (primarily
 
the comercial banks) would charge would place an unduly
 
heavy burden on onterprises already confronted with serious
 
obstacles ro their development.
 

Tetoffore, the GOP hMs decided that concessional rates 
such as thosi offered by the Industrial Bank and proposed for 
this loa.1 are justified as economic development policy for those 
areas. "'hi.3 loan supports the Government's policy In this regard 
and proposes ratos equally concessional, but no more so, for this
 
target groip.
 

Hcreover, the utilization of rates of interest identical
 
to those commonly being used by the Bank will greatly facilitate
 
the administrition of the loan.
 

For rhe secohd category, small and medium Commercial
 
and Service Enterpriso;, concessionary rates are proposed for
 
reasons similar to those outlined above for small industries.
 
While commercial and service enterprises generally earn a
 
higher return than do manufactuing firms (for that reason some
what higher rates are proposed for this category) the economic
 
obstacles in these Departments facing now entrants into this
 
category of enterprise and existing enterprises in the category
 
wishing to expand are formidable. To cover the higher costs and
 
risks of doiog business in these areas the commercial banks
 
charge a combination of interest 
rates and fees 4hich result in
 
effective rates of Interest of from 18 
to 23%. (There is no
 
development bank serving coimercial and service enterprises.)
 
In addition, they do not lend for terms exceeding one year 
- in
 
fact, the vast majority of the commercial bank loans are for
 
periods of days
90 and 180 - and they require collateral in
 
support of the loan equal to an average of no less than 150% of
 
the amount of the loan.
 

These rigid terms and conditions, imposed by the severe
 
economic conditions of the areas and the highly conservative
 
practices of the existing sources of credit, exclude all 
but the
 
largest, most Sound commercial and service enterprises located in
 
the Departments chosen for this loan.
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Hnreover, the lack of experience and managerial training
 

of the target group entrepreneur contributes to
lending to him. the risk of
The commercial banks must also cover this risk
with a hiol-er Interest 
charge, collateral, etc.
 

£he proposed terms and conditions
sutficiently concessional are considered to be
to compensate for most of the obstacles
facing this category of enterprise, however not so much so as 
to
 
eliminate the discipline required of the entrepreneur in efficiently
managing his enterprise.
 

The terms 
and conditions proposed for the third category,
Onizations 
are 
heavily concessional. 

rates is The reason for such
that this 

undertaking 

target group is the least well-prepared for
any type of enterprise, having had
experience in activities other than in 
little or no
 

the agricultural 
sector.
These orginizations consist of'tampesino,, communities, rural
'cooperatives, and SAIS, all of which are 
characterized by relatively
low income structures and 
as a result
recourse to credit have had practically 
no
In the post.

available to 

The purpose of nmking sub-loans
these organizations 
Is to
income alteinatives which have 
provide employment and
 

not been available 
in the past.
 

While the 
Implementing Agency will carry out full
bility studies prior 
to granting the feasi
sub-loans made
zations to to these organiIn'ure 
that the projects are
that economically viable andincome and employncnt criteria are met,factor involved. This 

there is a high riskis primarily due to
organizati)ns will be, 
the fact that recipientfor thecredit, most part, untrainedanu Initially in the usep orlyprepared of

In non-agriculture activities.Thus while feasibility studies will seek
the profit mirgins are 
to prove profitability,
 

urban industriat 
likely to be quite low in comparison to
projects, and the projects would beif normal Judged infeasiblecommercial Interest rates were used. 

The interest rates 
selected (5-7%)sidized ones, bUt jUstifiable are obviously sub
provide a positIve Impact 

on the grounds that sub-loans will
on community development which could
not be secured' Crowii traditional credit sources. 

Future Sub-borrowerLoans 

It Is expected that sub-loans serve made underto stimtlate this projecteconomically willmarginal industries,and service activities commercial to the 
point where borrowers will be eligible
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for future loans from regular credit sources.
cipated th&t It is therefore antiiub-borrowers will not be eligible, exceptordinary circumstances in extrafor repeat loans under this project. 
In
the case of CRECE Fund Small Business Assistance program (053)
sub-borroweri wishing to expand operations have been directed to
commercial bat,ks for second loans at strictly commercial terms andconditions.
 

3. Maximum Sub-Loan Size
 

It is expected that the maximum sub-loan size to individualenterprises will be S/.2,000,000 (US$46,104) and S/.10,000,000
(US$230,520) to community enterprises. 
 The Implementing Agency
will have authority to approve loans up to S/.2 million without previous
consultation wlth A.I.D.; for loans over this amount, the Banco Industrial will first review the project with A.I.D. 
 It is anticipated
that this celing will be reviewed following the first year of
disbursement uiider the loan to determine if it should be changed.
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I. Place of Project In Country Program
 

1. Previous A.I.D. Support to Rural Development in Peru 
- Loans
 
The USAID/Peru loan portfolio comprises several loan projects
which focus on 
bringing the benefits of capital assistance to rural
areas of the country. 
 Three loans totalling $17.7 million (047, 054
aud 056) implemented by the Agricultural Development Bank (Banco de
Fomento Agropecuario) were made during the period of 1966 through 1972
for the purpose of establishing and expanding a Supervised Agricultural
Credit Fund to 
improve productivity and to support agrarian reform
activities. 
The initial loan, 047, 
was directed to small and medium
farmers nationwide, while 054 limited its assistance to farmers in
the geographic area of 
the May, 1970 earthquake and 056 restricted
its assistance to farmers affected by the floods of March, 1972.
Loan 049, for $5.5 million, established a Market Development Trust
Fund in 1968 
to finance the formation or expansion of food marketing
activities. 
Loan 052, for $3.0 million for Community Development and
Reconstruction, supported activities indicated by the project title in
the area of the 1970 earthquake. 
 Loan 053 for $2.5 million established
a special fund in the Central Bank for reconstruction and development
credits for small business in the same earthquake area.
 

A 1966 loan, 
045 for $2.1 million, supported rural community
development activities through the establishment of a revolving fund
for sub-lending to local municipal governments and community organizations for community projects. 
 In 1968 GOP support of locally elected
municipal governments was withdrawn, severely limiting the potential
market for sub-loans. 
Subsequent implementation was also hindered by
frequent reorganizations within the GOP Implementing Agency.
project ran The
into further difficulties because of the GOP's failure
(due to congress'onal reluctance 
to appropriate counterpart funds) to
make the required matching contribution to 
the fund. A.I.D. therefore deobligated $1.5 million of the original loan 
amount.
 
Other lbans containing elements related to rural development
are the Market Development Loan and


amended, the fcrmer provides up to 
the Private Investment Fund. As


30 percent of the total fund to
finance rural collection centers for agricultural products. 
These
centers are usually operated by farm cooperatives or other types of
associated entrprises formed by the Agrarian Reform and credits
generally wiil be used to finance equipment and buildings for sorting,
cleaning, and grading of agricultural products. 
The purpose of the
Private Investmenc Fund is to finance facilities for processinb
transformation, and preservation of agricultural products. 
 This loan
 



complements the Market Development Loan by enabling increased ver

tical integration of agricultural processing and marketing enterprises.
 

Grants
 

A number of grant progrzr. have been initiated that deal directlywith the rural sector. 
 These programs may basically be divided into
two categories 
- those that were made for emergency and long-term

rehabilitation of the earthquake and flood areas, and 
those designed
to develop anG improve methodology applicable to 
analysis of systems
of production, leading to improved sub-sectorial and sectorial
 
planning.
 

The grant assistance for emergency and long-term rehabilitation programs totalled $10.5 
million between 1970 and 1972. 
 Additionally, because of 
the actual and anticipated employment generation
effect of the A.I.D. grant and loan financed earthquake reconstruction
 programs in both rural and urban areas, A.I.D. assisted the Government
of Pi :u in establishing employment services and manpower training
programs to help meet the demand for skilled workers. 
The primary
purpose of this grant-funded program is to identify employment
opportunities, train unemployed workers to meet skilled job requirements, and provide accurate data in the earthquake zone.
 

The 'grant program designed to improve sub-sectorial and
sectorial planning in agriculture has askey inputs eight high-level
economic advisors whose major tasks are 
to 
assist GOP counterparts in
evaluation and implementation of priority development programs and to
assist in the development of studies of 
special problem areas.
ultimate objective of 
The
 

this assistance is to introduce greater
rationality 10to igricultural policy and 
to increase the efficiency
of allocation of public capital and 
resources. 
 All of the above
assistance contributes in varying degrees to allocation of capital
among rural development programs. 
 Two of 
the eight technicians are
directly involved in the Agrarian Reform Program, developing training
courses for manr,,ers 
of associated enterprises and advising on a series
of micro-econonic studies or 
representative enterprise types.
results of the 
latter investigations will contribute essential 
The
 

information to the Implementing Agency and collaboratin 
orRanizatins
regarding the community enterprise development portion of this loan.
For example, programming analysis of typical enterprises 
in particular
valleys will provide a rational framework for developing specific loan
 
projects.
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J. Relationship to National Plans and Priorities
 

The GOP's development policy, as expressed in the National Develon
ment Plan 1971-75, places high priority on integrating the country's
 
rural population into the national economy through various progrzas
 
designed to support and stimulate economic activities in rural art.;es.
 
First and foremost among these programs is the agrarian refori which
 
enjoys the highest overall priority of the Government. Other policies
 
oriented towards the rural areas include industrial decentralization,
 
provision of basic social services and economic infrastructure, disco
very and development of natural resources in rural areas, and the pro
motion of artesania and tourism.
 

Agrarian reform is defined bcoadly to include not only land re-;
 
distribution butall programs designed to develop the rural sector.
 
Thus, social mobilization programs, industrial or tourism promotion
 
programs, technical assistance and educational programs, etc., are all
 
embraced by thie Peruvian conception of "agrarian reform". (See Section
 
III-B above on the Agrarian Reform).
 

The various activities to be supported bysub-loans under the pro
posed loan will directly complement Peru's agrarian reform by provid
ing resources uo develop a segment of the rural sector Zhat has been
 
heretofore relatively ignored. As such many of thesub-loans are expect
ed to support or establish agro-industrial or agro-commercial activities
 
with a direct relationship to increased agricultural production, e.g.,
 
grain mills, farm implement outlets, etc. Other sub-loans will support
 
or establish activities not directly related to agricultural production,
 
e.g., brick factories, carpenter shops, etc. Each sub-oan activity will
 
be judged on its contribution to the economy of the rural sector.
 

The Government's industrial decentralization program is designed 
primarily to spread industrialization tothe major urban centers along
the coast outside he, Lima/Cal]ao area. Nevertheless, substantial 
benefits are expected for rural areas from the decentralization program, 
especially .n the development of small industries or businesses dedicat
ed to the processing of the agricultural output of these areas or the 
servicing of the agricultural units and the population producing this 
output. Resources of the proposed loan will be available for such 
industry or business activities. Significant tax and other incentives
 
have been provided to stimulate industrial decentralization, however
 
the locational disadvantages of the jungle and sierra areas are formi
dable barriers to investment therein.
 

The GOP's program to provide basic social services and economic
 
infrastructure will be indirectly assisted by this program in that de
mand will be generated for this infrastructure thus providing additional
 
justificatioi for its existence. Also, as additional income is injected
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into the ares, the communityss ability to pay for the additional social services will be enhanced.
 

Natural resource development may also be supported by this loan to
the extent to which small scale projects involving the processing of
natural, 
resources are developed and in need of financing. Mining of
mineral reaources will not be eligible for financing under this loan,
nor will pro.ects involving the refining of minerals. 
The further
processing of natural resources into semi-finished or finished products
and the manufanturing of items from such resources would be eligible
for financing,however, as long as they meet the eligibility criteria

established under the loan.
 

Projects supportive of the artesania and tourist industries will
be eligible for sub-loans also; however, given the special credit programs already existing for these industries, care will be exercised to
avoid substitution of credit.
 

Likewise, the GOP's more general goals of employment creation,
increased production, income redistribution, and economic and social
integration of the marginal (rural) population will clearly be advanced

by this loan.
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K. Consistency with MLI Programs
 

The purposes to be accomplished by this loan conform to the
 
economic and social development needs and priorities of Peru as
 
identified and analyzed by the multilateral institutionsl World
 
Bank, International Monetary Fund and the Interamerican Committee
 
of the All~ance for Progress of the O.A.S. The annual reviews of
 
the economic and social conditions in Peru published by each of
 
these organizations support the rural de'elopment programs of the
 
country including the agrarian reform, the industrial decentraliza
tion programs and the economic and social infrastructure programs
 
as necessary to reduce the large inequalities in the distribution
 
of income within the country. They also see these programs as
 
methods of slowing the migration from the &terra to the coast,
 
especially the migration to the Lima/Callao metropolitan area. The
 
proposed loan will contribute directly to accomplishing these goals

through increasing the value added in rural areas, and thus the in
comes of rural inhabitants, and through the provision of remunerative
 
opportunities in rural areas which will lessen somewhat the relative
 
attractivcness of the major urban areas. Thuss the loan is directly
 
and fully supportive of the analysis and recommendations of the multi
lateral institutions.
 

Several multilateral institution projects should be noted, in
 
that they envision activities which demonstrate their commitment to
 
financing pro.-rams which conform to their recommendations, and which
 
are complementary in nature to those anticipated in the present pro
ject.
 

1. Inter-Anerican Development Bank
 

(a) The IBD is expected to shortly announce a loan to the GOP for
 
the implementation of the first stage of Plan Copesco (Peru 
-

UNESCO tourism and cultural plan). The Plan calls for the de
velopment of tourist infrastructure in the Cuzco-Puno region,

and the first stage will comprise the following:
 

- Hghway construction and improvement; 
- Rural electrificacion;
 
- Construction and improvement of hotel facilities;
 
- Improvement of sewage facilities;
 
- Financing of Cuzco airport improvement studies.
 

(b)An IDB loan for Associative Enterprises under the Agrarian
 
Reforn Program is presently two years into implementation.
 
This loan was designed to provide credit and technical assist
ance to selected Associative Enterprises (cooperatives, SAIS,
 



corunity enterprises, etc.) 
in high priority Agrarian Reform areas throughout the country. The GOP contribution isan estimated $ 14.5 million and the BID contribution is $ 12million. 
Three GOP agencies have roles in iplementation;
Banco de Fomento Agropecuario, the Ministry of Agriculture
and SINAMOS. 
Projects eligible for financing are, for the
nost part, related directly to agriculture, but can include
road construction, food processing, supply outlets, etc.
Sub-project activities are viewed in the context of a detailed development plan for a given associative enterprise. 
 The
interest rate on all sub-loans is 9%; grace periods and amortization schedules are determined on a case-by-case basis.
Therq are several important differences between this IB
Loan And the proposed A.I.D. Rural Enterprises Development

project:
 

- The IDB project's average sub-loan size is about
$ 800,000, in comparison to the average est4mated
size of $ 75,000  $ 100,000 (depending on the area)
under the A.I.D. project for Rural Comnunity Projects;
 
-
The IDB project does not provide for centralized
technical assistance to potential and actual sub-borrow.
 
ers;
 

-
The IDBproject Is designed exclusively to assist in
credit and technical problems of high priority agrarian
reform areasr-the A.I.D. project will not be so restricted.
 
2. International Bank for Reconstruction and Development
 
The IBRD in October, 1973, made a $ 25 million loan to the GOP
supporting a three-year nationwide lending program of the Banco de
Fomento Agropecuario (Agricultural Development Bank) for medium and
long-term investments in agriculture. 
The loan provides credits to
small farmers, Including cooperatives, and medium-sized farmers for the
Following activities:
 

- Financing livestock farms;-
On-farm development of annual crops, such as alfalfa;
- Development of perennial crops;
- Agro-industrial development of key commodities such as
swine and poultry.
 



96.
 

The current interest rates charged to cooperatives under this
10% thereafter. 
Individual farmers are charged 13% per annum.
 

loan are 9% per annum during the first 15 months of execution and
 

This project is complementary
ment project in that itsk 
to the Rural Enterpris sDevelop.
economic Conditions. objective is the improvement of rural
The projects differ, however, in that the IBR


credits are used excl~isively in the agricultural
be applied to alternative sector and cannot
which the t-4o types of enterprise. 
The target groups to
 
loans are directed are also quite different:
project, by emphasizing the technical assistance Component both in
 

the A.I.D.
identifying dnd supervising sub-loan projects and by offering more
 
concessionary interest rates, is aiming at providing credits to pro-

Jects which are economically 
more marginal and would not otherwise

qualify for bank loans; the IBRD project is geared to expanding the
 
credit base for less marginal activitiess 

for commercial bank Credit. 

many of which would qualify
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SECTION4 IF - BORROWER AND IMPLEMENTING AGENIES 

I. Borrower - Ministry of Economy and Finance
 

The Borrower is the Government of Peru represented by the
 
Ministry of Economy and Finance (MEF). 
 The MEF was established
 
in 1969 (under the name of Ministry of Finance) by Decree Law No.
 
17591, and was later restructured and renamed by Decree Law No.
 
17703, also issued in 1969. The main function of the MEF is to
 
design and implement national economic and financial policy. This
 
includes economic and financial analysis of the econom resulting

in specific monetary andfiscal policy measures designed and imple
mented on the basis of that analysis; responsibilities incident to
 
the national debt, both internal and external; tax collections;.
 
national accounting; public budgeting and finance; and establish
ment of a short-term (2 year) development plan.
 

Under Decree Law No. 17703, the MEF was specifically charged

with accelerating the process of economic development in Peru
 
utilizing mechanisms which allow the MIF to coordinate with the
 
policies and programs of other governmental and international
 
entities !n order to efficiently carry out its assigned responsi
bilities.
 

In this context, A.I.D. coordinates directly with the Office
 
of Public Credit of the MEF on all of its loan programs and it will
 
likewise coordinate the Rural Enterprises Development Loan with
 
this office. All accounts with external donors are registered and
 
serviced by t'e Office of Public Credit of the MXF.
 

USAID has received a letter from the Borrower represented by

the Minister of Economy and Finance requesting a loan equivalent
 
to US$10 mil.lion under the most favorable terms and conditions
 
acceptable to A.I.D. for the establishment of a Rural Small Enter
prise Development Fund. A translation of this letter, No. 606-74
EF/75.14, dated May 17, 1974 appears inAnnex B.
 

USAID has received a second letter from the Minister of
 
Economy and Finance inwhich he designates the Industrial Bank as
 
the Implement.ng Agency for the Rural Small Enterprises Develop.

ment Fund program under the loan, and ORDEZA as the Implemnting 
Agency for thit part of the loan to be utilized in the earthquake zone.
 
A translation of this letter also appears in Annex B.
 

http:Implement.ng
http:EF/75.14
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II. Implemet tina Agency 
- Banco Industrial 

A. Im lementing Agency and Scope of AuthoriLy
 

The Implementing agency for the Rural Enterprises Development Program under the proposed loan will be the Banco Industrial del
Peru (The Bank), originally formed as a mixed capital national industrial development bank but now referred to as an independent public
enterprise. 
As of December 31, 1972, the authorized capital of the
Bank was S/.2,C00,000,000 ($46,104,195), and the paid-in capital was
S/.1,180,731,000 ($27,218,326).

classes: The Bank's shares are in two
Class A shares belong to the State, with no rights of
dividends; Class B shares are reserved for individual ownership and
can receive up co a 12% dividend free of taxes annually as the Bank's
profitability allows. 
 When fully paid-in, Class A shares will constitute approximately 90% of The Bank's total capital; as 
of December 31,
1972, Class A shares constituted 83% 
of paid-in capital.
 

The Bank lists total assets of S/.9,647,39
($222,392,759), including a loan and investment portfolio of
 
7 ,918
 

S/.4,958,101,
274 ($114,294,635), and capital and surplus of
S/.1,455,159,

653 ($33,544,482). 
The Bank has over 800 employees, more
than 200 of which staff the Branch and Agency offices outside of Lima.
 

An autonomous entity formed originally in 1936, The Bank has
as its primary function the promotion of industrial development
throughout the country. 
The Bank's charter, as subsequently modified
and elaborated by Supreme Decrees, authorizes it to promote and finance
numerous activities supportive of industrial development such as 
the
creation and construction of industrial parks, training centers for
laborers and mid-level skilled workers, and certain tourist and hotel
activities. 
 The Bank may also receive and manage trust funds for
these purposes.
 

Decree Law No. 20033 authorized rhe Bank to undertake all
the operations authorized for other banking and financial institutions
in the country. 
 The Bank accepts current account deposits from
individuals and companies, and also accepts time deposits from other
financial and insurance institutions.
 

The Bank: is authorized to 
obtain loans or
from international institutions and foreign governments; when such
borrowing is conditioned 

lines of credit
 

on a government guarantee, The Bank is
authorized 
to seek such guarantee.
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In the area of small industry, The Bank is specifically
charged with sponsoring the organization of small industry in "precooperatives and other cooperatives, and other associative forms,
investigating and encouraging respectively, the factors and
activities which can serve as precipitating elements of collective
interest, Perwitting The Bank to extend its services to the largest
number of people." (Supreme Decree No. 299-68-H8, August 14, 1968).
 
In addition to 


offices and 4 Agencies 
the Lima office, The Bank operates 16 Branchin areas outside of the Lima-Callao area.Each branch office is staffed with an average of twelve personnel
(4-5 professionals, 7-8 auxiliary), while an Agency averages three to
four personn.el in total and depends upon a Branch office for
support. 

B. Organization andManagement
 

The 3ank recently undertook a major internal reorganization.Now complete, this reorganization was
recognition of The Bank's very rapid rate of growth in two particular
areas: 


begun in 1973 in response to
 
fishing and export credits. 
 Taking the figures for the
period 1971-1972 as illustrative, the following growth rates are
noted: Ordinary loans 
- 50.8%; Supervised Loans (Small industry and
artisan) 
- 32.7%; Fishing Loans 
-
495%; Export Credits - 205%. With
such large demand recorded for sublending, The Bank sought to
consolidate and streamline certain of its operational activities while
giving Branch banks more responsiblity and authority as well as
emphasize its program of industrial development including specifically
fishing, export, and 
small industry and artisan credits.
 

The Bank is now organized into seven divisions, two functionaland five line, as follows: 

1) The Administrative Division,
coordinates, and controls the 
which programs, directs,technical administration of personnel,
payroll, supplies, etc.;
 

2) The Financial Division, which studies, recommends, andimplements 
 the financial policies of 
 he Bank;
 

3) The Operating Division, which organizes, directs,
coordinates, and controls the 
banking operations of the institution;
 

4) The Industrial Credit Division, which studies, recommends,and implements The BankIs credit and assistance policies in support of
 

http:personn.el
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the general industrial activity of the country, except those activi
ties in the area of fishing and non-traditional exports;
 

5) The Fishing Credit Division, which studies recommends,
 
and implements the credit and assistance policies of the Bank in
 
support of fishing activities in the country;
 

6) The Export Credit Division, which studies, recommends,
 
and implements the credit and assistance policies of the Bank in
 
support of the country's export activities; and
 

7) The Studies and Development Division, which studies,
 
recommends, and implements The Bank's policies of industrial develop
ment assistance within the country. The proposed Rural Enterprises
 
Development Project will be the management responsibility of this
 
Division to elaborate and implement.
 

Specific responsibilities of the Studies and Development
 
Division are discharged through four separate departments within the
 
Division. These responsibilities involve: the organization, direc
tion, coordination, and control over efforts of the Division in 
the
 
performing of economic studies and evaluations; the provision of tech
nical assistance to small and medium sized industrial business and
 
also artisan activities; project design and elaboration efforts;
 
intervention by The Bank in businesses which are in default on Bank
 
loans ; responsibility for the custody of goods assigned to the bank;
 
and the administration and rehabilitation of businesses operated by
 
The Bank. The Division also supervises the analysis, evaluation and
 
processinp, uf pro'ect investment plans submitted by holders of
 
agrarian reform bonds.
 

Overall direction of The Bank's current and planned activi
ties is provided by the Board of Directors, currently composed of the
 
following eleven representatives: une private representative (for

Class B shareholders), five representatives from the Ministry of 
Economy and Finance (one of which is Chairman of the Board) including
 
one from the Banco Central de la Reserva, three representatives from
 
the Ministry of Industries and Tourism, and two representatives from
 
the Ministry of Fishing. The Directors are appointed by Supreme Decree
 
and serve for a term of two years. The Board holds regular weekly
 
meetings.
 

C. Experience in Similar Programs
 

The Bank currently administers a program of Supervised Credits
 
to Small Industry and Artesanry. This program has been implemented

primarily through the 16 Branch Offices and 4 Agencies of The Bank in
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the areas outside of Lima. The program was originated by lihe Bank in
 

vecognition that small and medium sized industries employ a high
 

proportion of industrial labor force and comprise a high percentage
 

of the total number of industrial establishments. For purposes of
 

'Ihe Bank's Program, an eligible small industry activity is any natural
 

or legal entity which, through the use of machines and a certain
 

number of workers, is dedicated to the fabrication or production of
 

manufactured articles, and whose net worth is not larger than
 

S/.1,200,000 ($27,662) and whose gross income does not exceed
 

S/.5,000,000 ($115,260) per year. An eligible artisan was defined as
 

one who through special knowledge or ability in a certain art or
 

activity, with inputs of manual labor predominating over those of
 

machines, fabricates or elaborates products for sale or special order.
 

Two classes of loans are available under this Program:
 

a) Up to S/.50,000 ($1,153); and
 

b) From S/.50,000 ($1,153) up to S/.480,000 ($11,065).
 

Interest rates on class (a) loans are 6% annually, for all
 

types. The interest rates on loans above S/.50,000 for fixed assets
 

are calculated in accordance with priorities assigned by the GOP for
 

all industrial development and run from 7% through 11%.
 

A 1% service charge is assessed in each case. No other
 

special service charge is assessed on these loans, while larger
 

customers needing special attention orsupervision under regular lend
ing can be assessed up to a 2% per year service fee.
 

During 1972 ( the Report on all Bank Operations for 1973
 

was not available at time of this writing) the total of approved loans
 

under this program rose 32.7% from S/.122,508,000 ($2,824,066)
 
comprising 1,214 loans, to S/.162,476,000 ($3,745,412) comprising
 
1,488 loans. (These figures do not include additional small business
 

lending realized by .lhe Bank for small fishing/fish industry opera
tions which is included inThe Bank's Fishing Credit Division report). 
The Bank states that this significant increase was due in large part
 

to the increaseC autonomy and authority to approve loansgiven to the
 

Branch Offices in Piura, Trujillo, Arequipa, Tacna, Huanuco, and
 
Cuzco and Puno jp to the level of S/.480,000 ($11,065). (The
 

remaining Branch Offices have sub-loan approval authority up to
 
S/.250,000 ($5,763). The 4 agencies are dependent upon the Branch
 

office nearest them for loan approval and have no authority of their
 
own). The Bank's conclusion derives from the fact that, in spite of
 

the authorization of the increased discretionary approval level being
 

.{
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in force for just the last four months of the year, the Branch banks
 
mentioned above accounted for S/.28,500,000 ($656,984) or 72% of the
 
total increase in Supervised Credits during 1972.
 

The bulk of The Bank's lending under this program has been
approved for projects involving industrial processing or production

of food and clothing (43% of 1972 total amount approved).
 

Of te 1972 total, S/.67,227,000 ($1,549,723) or 42% was
 
for fixed assets and S/.95,249,000 ($2,195,689) or 58% 
was for work
ing capital. This ratio was also observed in the Bank's lending opera
tions for 197, and 
was unaffected by the increased decentralization
 
of authority cealized during 1972.
 

To date, -,:he Bank has not performed a formal evaluation of
the Supervised Credits Program and none is currently planned. 
 Nonethe
less, the Bank considers the Program to be successful in view of the
 
increases in lending and the large demand surfacing for these credits.
 
The Bank recently increased its promotional and technical assistance
 
efforts through certain Branch offices. During the month of May, 1974
 
officials of the Bank's Division of Industrial Credit (which manages

the existing Supervised Credits program) spent several days working

with the Branch office in Puno, visiting and reviewing the applica
tions of the small industrialists and artisans in the area 
for these

credits. 
 The objective of the effort was promotion of the availability

of credits under the Program. 
In view of the total of 111 loans for
 
S/.4,995,000 ($115,145) approved as 
i result of this effort in Puno
 
alone, the Bank feels strongly convinced of the large demand for such
 
credits and intends to do more 
in this area.
 

While The Bank's program is called "supervised credits," in
 
fact the prograr does not presently include all elements of promotion,

training, and technical assistance that are contemplated for the
 
proposed project. Additionally -he Bank's program still requires

guarantees in the amount of the loan for 
loans over S/.50,000

($1,153). Previous promotional activity has not been as intense and

continuous as is planned for the proposed project and technical
 
assistance (beth before and during project) plus follow-up monitoring

activities are less than in the proposed project.
 

The Bank shares USAID's opinion that for purposes of rural

enterprises development more emphasis must be placed on 
these essential
 
elements of "supervised" credit and sees 
the proposed project as an

excellent way to 'chieve this result. 
 The proposed project's focus
 
on a special target group and target area, including the eligibility

of services and commercial activities as well as 
small industry - which

remains the prime focus of The Bank's Supervised Credit program 
- and
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the use of special techrical assistance teams and methods, is viewed
by the Bank as the only way to achieve accelerated development: of
enterprises and contribute to raising the standards of living in
 
parts of rural Peru.
 

In addition to its 
own Program of Small Industry and Artisan
lending, the Banco Industrial has taken an active interest in promoting
study and training in the general area of development banking. 
 The
Bank has cooperated closely with the Latin American Association of
Development Finance Institutions (ALIDE), in particular assisting in
the sponsoring of ALIDE meetings. 
 ALIDE, headquartered in Lima, is the
organization which represents the development banks of the region.
Recently, Zhe Bank entered into an agreement with ALIDE F.r the purpose
of creating a Center for Documentation and Instructional Materials in
Development Banking to be located within the Bank. 
According to the
terms of the agreement, the Center will collaborate its efforts with
the Graduate School of Business Administration in Lima (ESAN), the
Institute of Fishing Science in Sao Paolo (IPE) and the Central American

Institute of Business Administration (INCAE).
 

D. Ability to Execute Project
 

1. Appraisal of Operating Experience
 

As noted above, The Bank has had considerable experience
in the development of small industry and artisan programs, particularly
through its branch offices where approximately 90% of sub-lending activities are directed at small industry and artisan projects, 
 in the Cuzco
and Puno Branch Offices for 
example loans totalling S/.10,000,000,
($230,520), and S/.9,000,000, ($207,468), respectively were made
1973. 
 This was accomplished with only 
in 

minimal promotional and technical
assistance inputs from the Bank. 
 [ii- Bank estimates that this volumecan be significantly increased with the additionail technical assistance,promotion, and trailing input,,, prpo:;cd tinder this Project. 

The bank's favor,tbI expe'Ience wi tl Srlia
artisan lending notwit 
1ill du!t y/f ishirig/stt;,ndiri- th,, lotiral Enterprises

to be implement.ed Devo'lopne t i'rot,ir 
e loan tr(efforts and inputs 

by .',0 B;lllk nrde,c i p ops,-ed will 11Uit 5lj,),Ci1l
in several plias(,s of project (levelopment )!:.'Wlmight not be availnble within 

wcll 
itik's permnanent ona 1 ' lhn profe(-;s ,tata.In particular, wi.Lh rog,iid to the miote extensive orpanizatitna] ,itechnical assistarice itiptLs wh i(ch ,r expected to ae ne|cescal lo the,development of comrin i.) or cooperatiwe enterprib.es, which rmi,ht inovoagricultural acti'/ti,_ vy,s, it is allt. iciited that Ihe flank will ,trer irltt,inter-agency agreefi,enltS Wih other (,Q1 Ilevi lupment Agencies for pi ovai!,irj[n

of these inputs. 
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coonprativel wnedh Eare th ltimi.te frloc LacDtepnatnt. 


Bane isn i t
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2. Proposed Msnagement and or~ganization of Project
 

Yased upon an analysis of, its currant operations# InA
 
order to adminibiter and Implement the Rural Enterprises Development 
Program, r.he Bank has agreed to strengthen promotional and technical 
assistance offcrcs inthe field, Increase the lending approval authori
ty of its Branch offices, e.tpand its supeivIsed lending coverage from 
industrial and artisan activities to include commercial and service 
enterprises, and increase its utluiatioii of the local commercial 
banking sysem inlending activties, 

lhd prvposed prooteu. will Lnetlude the following orgniz
tional and functional component. 

A Special Office Will 4*created with Sol* responsibility
for the management and sup~rviniuin of the P'rogram# The Offic person

~ ,nel will report diraitly to the Chil u aoe of the prncipa-l Bank. 
divisions, probably the Oivisiott uf Studies and Development,' allowing 
sufficient authority, 4UtoUMQy, Ao~d flnxibiit# for ad#quat program
developments 1ho Office will have the foltowinjoresponsibiiitiesu 

Btablish policy And operating guidelines for th#Es 


thtthey are4 carie out..44
 

bSuperyise field optaitions. 

http:ltimi.te
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C. Ensure that The Bank's backstopping services 
(technical assistance, training, promotion, etc.)
 
are provided to field operations as needed.
 

d. Inform The Bank's management and AID of Program
 
progress and problems, requesting additional 
support when required. 

0. Approve tho5e sub-projects which require loan 
amounts in 
excess of the approval authority es
tablished at the Branch office level.
 

f. Coordination with other Bank Divisions and Depart
vients as required. 

Revgional C iordinat.itO and support staff will be hired forthe branch Oft Xct telct,-d for Program implementation. Their responsibility will be to irplerent the Iural Enterprises Development Program
teat Ling the extl-Snr, blanich oltfice resources and the technical 
back$topping Abbttnct available in the Bank's various technical divisions. 

3. Prgrari ( oC punent 

J. |r o)ect lZro(Mti on 

Me. lia.'k will carry out an active program of promotion,pbltC1tinK the btne.llj , o the Ilrog'aml, both the technical assistance
 
4* weI AII th. 
 l nri, t l .'Ii:.istance, to reach the target group in theprorlity ateAs f-let ed. 1t., ri*arI, of achieving this may be illustrated 
ty ,ho tol owtin e.x ;j,1,.:
 

'ubltc.,t ln a rd distr';blJLion of descriptive literature 
ibout t.. l1'rogtai, e..g., credit manuals, pamphlets,
brochiji..,, flyo,rs , new'spaper articles, etc. 

, otI- ,',*t# ~~ rer-:inart;, conferences with business groups, 
.an o..o,,rgt.i atii OI5~ social organizations, local 

pat I'll.4t II$- h inks, 'tC. 

6. |lol t..t 1(hdntif( h atoln 

I-diA ll i iay team (composed, for example,
so*# or 41lt th. i,1l1,,wuirI prolfeioninals: an economist, industrial 

of 

0n#ineer, bttll tu i ,':. d'velopment technician, community organizationexport, dtc,) will id.ni if' potential sub-projects and sub-borrowers 
(On41vtdualb lft) i:r., b 

1. lititatLine, field surveys in selected towns and
 
milIro-regions within the selected areas,
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- identifying existing enterprises, their
 
active and potential credit and T.A. needs.
 

- identifying industrial, service, and commerce
 
needs 	for which there is a demand not current
ly being met.
 

ii. Reviewing existing studies on rural enterprise
 
activities and needs, and development priorities in
 
the region.
 

iii. 	 Contacting other GOP development agencies, identi
fying additional potential projects.
 

iv. 	Assisting promotional activities in coordination
 
with training and promotion staff.
 

c. Project Development and Implementation
 

Additional professional technicians will have respon
sibility for the development of feasibility studies for those projects
 
identified at the pre-feasibility level by the micro-planning team.
 
These technicians may collaborate with other GOP agencies (SINAMOS,
 
Agrarian Reform, etc.) in the preparation of the studies, or complete
 
the studies independently. This staff will also have responsibility
 
for the supervision of the credits granted by T.he Bank. Periodic
 
visits will be made to borrowers to identify and assist in resolving
 
problems encountered in implementation.
 

d. Training
 

The Bank will determine either in-house or under a
 
contract with an outside entities (e.g. local universities, Ministry
 
of Labor, etc.) those common deficiencies and technical and adminis
trative problems of the small businesses assisted by the Program, and
 
organize or co-sponsor training courses designed to rectify tho~e
 
problems which can be effectively treated through group training
 
programs, such as basic accounting, business management, cooperative
 
management, marketing, sales, promotion, etc.
 

For those businesses needing highly specialized
 
training, the Bani: will arrange to deal with the problem on an
 
individual basis.
 

4. Technical assistance role of other GOP Development Agencies
 

It is anticipated that the collaboration of other GOP
 
agencies, such as Agrarian Reform and SINAMOS, will be required for the
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development of community enterprises. These GOP Agencies will in most
 
cases: a) identify community enterprises as potential borrowers, b)
 
provide them with assistance in cooperative organization and management,

c) collaboratn with the Bank in the development of feasibility studies,
 
d) provide technical supervision as needed in implementation, and e)
 
provide the community enterprise with other types of assistance essential
 
for project success.
 

The Bank will enter into formal agreements with GOP
 
Agencies as may be required. These agreements will define the functions
 
and correspcnding resources required of each entity for project develop
ment in a given department or sub-region.
 

5. Project Approval
 

The existing Branch Office Loan Committee will have author
ity to approve most of the loan requests; prior to approval all requests

will have been reviewed by The Bank staff, and by the local participating
 
financial institution in those cases where requests have been channeled
 
through that source. The Bank will increase the current approval author
ity of the Branch Offices so that an estimated 75% of the number of
 
eligible projects developed can be approved at the Branch Office level.
 
Branch Offices in the areas selected for initiation of the Program can
 
approve, at the present time, sub-projects requiring no more than S/.
 
480,000. This authority will be increased for theRural EnterprisesPro
gram.
 

E. Organization/management strengthing required
 

As ifhe an industrial development financing institution,
Bank is 

it will have to obtain an amendment of its charter or special decree
 
to enable it to implement the proposed program which will provide credit
 
and technical assistance to commerce and service activities as well as
 
small industry activities. The Bank has indicated its willingness and
 
ability to obtain the special authorization required.
 

The Bank's current organization and managerial capacity is a
dequate for the needs of the proposed program. An increase in staff
 
will be required but within the context of The Bank's current Head
quarter's and Branch Office structure. Technical capability in credit
 
analysis, and small industry development is also adequate.
 

The Bank, however, recognizesthat special assistance will
 
have to be contracted for the development of agricultural related pro
jects and for tne community organization and training components of the
 
rural enterprise program. It is expected that most of these services
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will be contrncted locally utilizing the 
technical assistance allocation of the Lozn.
 

I. Organization and Staffing Proposed by The Bank
 
The Bank has agreed to set up a special office to implement the proposed Program. 
The following proposed organizational
structure and staffing for the Program to 
be initially implemented
through the Puno and Cuzco Branch Offices has been submitted to USAID
for consideration. 
 See Annex I, organogram of Banco Industrial.
 

a. 
Location of Project in Bank Organizational Structure
 
A special office will be created within the Bank's
Studies and Development Division to
sion is implement the Program.
the most appropriate given its This Divitechnical assistance and other
project backstopping functions with respect to small industry
development. 
 It is also the function of this Division to analyze
current industrial program needs, recommend new programs and policies
for the Bank, and 


identified needs. 
to initiate new program development to meet
Given the technical assistance emphasis of the
proposed project and its innovative aspects (including commercial/
service credits and increasing Branch office responsibilities and
authority), it has been proposed to 
locate the Rural Enterprises
Program within the Studies and Development Division.
 

subsequently be incorporated into another line Division. 
 It is Ue
 

To the extent the Project proves successful it may
Bank's judgement that the proposed location will allow for maximum
flexibility and authority required for the establishment and 
initial
operation of the Program.
 

b. 
Organization and professional staffing of Program
 

i. 
 A Program Director (economist) will.be
appointed with full time planning, implementation and coordination
responsibilities for the Project.
Manager, reporting directly to 
He will have the rank of Deputy
the Bank Manager in charge of the Studies
and Development Division.
 

ii. 
 A technical support unit will be established

reporting to the Program Director. 
 This unit will be staffed full
time by three industrial engineers, an 
economist,
expert, a communir, an agricultural
organization expert, and a statistician.
staff will be supplemented by part time assistance from other Departments within the Studies and Development Division as needed. 


This
 

While the
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unit will be based in Lima, over 5M.of its work will be in the
 
Departments served by the Program, thus requiring considerable travel
 
by the unit.
 

iii. Attached to each Bank Branch Office in Cuzco

and Puno will be a Regional Program Office with sole responsibility

for implementation of the Program. 
 Each unit will be staffed by two
 
professionals (probably an industrial engineer and 
an economist).

The unit will report directly to the Program Director but will have
 
access to Brarch Office legal, accounting and other technical
 
services. 
 Branch 6ffices in Cuzco and Puno each contain 5 to 7

professional ataff (accounting, legal, engineering, etc.) 
who will be
 
available on a part time basis to assist the Program.
 

iv. The Regional Program Offices will also
 
coordinate activities with other GOP development agencies with which

the Bank will enter into technical assistance implementation agree
ments for development of projects in the region.
 

v. The estimated operational costs required for

the above described Bank staffing plus clerical staff exclusively

charged with p-ogram implementation is S/.24,000,000 or U.S.$553,250
 
over a three year implementation period.
 

USAID considers 7.ae Bank's organizational structure
 
and staffing requirements proposed for this Program as 
tentative and

3ubject to further definition to be contained in the Program Organiza
tion and Operations Plan to be prepared by the Bank in fulfillment of
 
the conditions precedent to disbursement.
 

The Bank has assured USAID that it will be able to
draw considerably from underutilized Bank technical resources in both

its Lima and Branch Offices, and will provide full time staff in
 
addition to that proposed, should this be required to fully meet

Program objectives. USAID will analyze in-dopth The Bank's current
 
Branch Office capacity and the quality and tilmeliness of Lima backstopping services available to the Branch offices in reviewing the

Bank's program plan called for in the conditions precedent. USAID

will also review closely with r.he Bank the field capacity of other
 
GOP Development agencies which will be collaborating in program
 
implementation.
 

F. Conditions Precedent
 

As a Condition Precedent to disbursement under the loan, The
Bank will prepare for A.I.D.'s review and approval a complete
 



-110

description (Program Organization and Operations Plan) of the proposed
 
program and the manner in which it will be carried out (See Section Vl
 
for descriptiun of Conditions Precedent).
 



III. IfWimentinp Agency - ORDEZA 

A. Ihmrentt Agency and Scope of Authority 

It response to Lhe Earthquake in 1970, the GOP created the
 
Commission for the Reconstruction and Rehabilitation of the Earth
quake of May 1970 (CRYRZA) to plan and.coordinate resource allocation
 
and project execution for the reconstruction effort. During its
 
first year of operation, the CRYRZA role was 
limited to 1) coordinat
ing the emergency relief programs of the GOP agencies with sector
 
responsibilities in Housing, Agriculture, Transportation, etc.
 
2) providing short to 
medium range planning for reconstruction of
 
major regional urban areas, and 3) establishing general norms and
 
regulations governing the reconstruction process. In this effort
 
the GOP line agencies were the primary executors of emergency
 
assistance resources provided by international donors with CRYRZA
 
receiving technical assistance, primarily from the U.N., in urban
 
and regional planning.
 

In February of 1972, CRYRZA was granted significant new
 
responsibilities including the execution of reconstruction projects

and increased control over the 
line agencies operating in the Zone.
 
Complementing this, CRYRZA headquarters moved from Lima to Huaraz
 
and its Regional Zonal Offices were further strengthened. This
 
decision was prompted in part by the lack of tangible reconstruction
 
projects in execution as well as mounting public discontent in the
 
Zone. CRYRZA's effective power over line agencies had proven to be
 
too limited to ensure prompt project implementation.
 

Progress following the decision has been dramatic. This
 
is in part due to ORDEZA's strengthened role and physical presence,
 
as well as *to the natural evolution from project planning to
 
execution.
 

Project execution has improved greatly now that ORDEZA has
 
largely overcome administrative and interagency conflicts arising
 
from'its role as executing autority. ORDEZA has developed into an
 
effective regional development organization.
 

1/ In early 1973, by Supreme Decree No. 19967, CRYRZA (Comisi6n de
 
Reconstrucci6u y Rehabilitaci6n de la Zona Afectada) was renamed
 
ORDEZA (Organismo Regional para el Desarrollo de la Zona Afectada).
 
This renaming was done at the same 
time the scope of activities
 
was expanded from reconstruction in the earthquake zone to
 
reconstruction and development of the earthquake zone.
 



USAID has developed a close reldtLonship with ORDEZA inproject monitoring and execution. 
This is well illustrated by
assignment and performance of ORDEZA as 
the
 

implementing agency for
the A.I.D. Community Development and Small Business loans, and the
cooperation afforded to A.I.D. in the development of this program.
 

B. Ocganization and Management
 

The ORDEZA organization is composed of seven divisions as
follows: 
 Thief's Office, Division of Coordination, Division of
Consulting Services, Division of Audits and Controls, Division of
Planning and Evaluation, Division of Management, and Division of
Implementation. 
The functions of the Divisions are 
those indicated
 
by their resoective names.
 

Hanagement responsibility is centered in the Chief's
Office, and all Divisions report to 
this office. Special offices
reporting directly to 
the General Manager have been created 
to
implement the A.I.D.-ORDEZA Community Development and CRECE Fund
Small Business programs. The Rural Development Division, set up to
manage the 052 
Community Development project, administers project
planning, pronotion, implementation, and coordinates inputs from
"other 
ORDEZA Divisions. 
It also supervises construction and credit
 
operations.
 

The CRECE Fund Small Business Program is likewise administered through a special office, 
the Program for Financial
Investment, which reports directly to 
the General Manager of ORDEZA.
This office coordinates all staff and outside inputs of the ?rogram. 

C. Experience of Agency
 

As described in earlier Sections 
(Section II, The Project),
ORDEZA is 
now i.anaging programs initiated by financing under loans
052 and 053. The allocation of additional loan funds to 
ORDEZA
under this proposed project will finance a continuation of these
 programs with modifications 
as indicated below.
 

D. Ability to Execute Project
 

1. ORDEZA has been the implementing agency for the projects financed by 
loans 052 and 053, and will continue as the
Implementing Agency for these projects with the additional funding
proposed under this program. 
 It is not anticipated that there will
be a major up-surge of activity in either project with the additional
funding provideu under the loan, but rather that the projects will
 



continue at much their present rate. 
 The 052 Community Development
Program now has a staff which includes 4 executive and administrative
personnel, 2i professional staff (engineers, economists, sociologists,
etc.) 
and about 100 technicians. 
 It is anticipated that this staff
will be retained(and financed out 
of GOP counterpart) to continue the
implementation of the Community Development Program.
 

The Small Business gruup includes one manager, 10
professional staff.(engineers), and 5 technicians. 
 ORDEZA has
requested and received A.I.D. approvdl to add an accountant/analyst
and one technician to the Small Business Program, to be financed out
of loan T.A. funds under loan 053. 
 This staff will be retained to
continue the same activity with the additional resources provided

under this loan.
 

ORDEZA has effectively become a regional development
organization with both planning and executing responsibilities in the
zone. 
As such, it is unique in Peru, and often enjoys the advantage
of authority over other GOP organizations operating within the 
zone.
Possibly because of this unique status, ORDEZA's relationships with
other agencies in the 
zone are now quite good. 
A spirit of cooperation rather than competition has evolved, and ORDEZA generally
receives the support and assistance of other agencies. 
In particular,
the relationships with SINAMOS and the Agrarian Reform Agency are very
good.
 

2. Proposed Management Organization for the Project
 

There are not expected to be any changes required in
the management of 
the Community Development Program. 
Thece are,
however, severel changes that will be made in the Small Business
Program. 
The Small Business Program will strengthen its capabilities to provide technical assistance to sub-borrowers. To achieve
this, ORDEZA will, through in-house efforts or 
by contracting with
an outside entity, evaluate its existing portfolio of 053 sub-projects
and attempt to determine deficiencies in the planning and 
 operations
areas of these projects. 
 It is also planning to organize courses or
seminars to include training in the technical, economicfinancial,
accounting, administrative, and other aspects of these businesses,
with the objective of solving or overcoming those elements of their
operations which restrain efficient operation and development.
 

In addition, ORDEZA will insure that an adequate number
of professionals in business operations/management 
are available to
visit each sub-project at least once a month for the first year of
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operation and at least quarterly until the loan is amortized. In
 
addition, ORDEZA will provide enterprises that have special planning
 
or operational requirements with appropriate assistance.
 

E. Conditions Precedent
 

As a condition precedent to disbursement under the Loan,
 
ORDEZA will prepare for A.I.D.'s review and approval a complete
 
description (Project Organization and Operations Plan) of the
 
proposed program and the manner in which it will be carried out.
 
(See SectionVTfora description of Conditions Precedent).
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SECTION V - FINANCIAL ANALYSIS
 

A. Financial Plan
 

The total amount of funding expected to be provided from all sources
 
for the activities of the Rural Enterprises Development Project is $16.9
 
million,
 

l. A.I.D.
 

The A.I.D. contribution will be $10.0 million, In accordance
 
with the designation of two implementing agencies under the Project,

the A.I.D. contribution is divided into two portions: $6.0 million for
 
that portion being implemented by the Banco Industrial, and up to $4.0
 
million for the portion to be implemented by ORDEZA.
 

2. Banco Industrial Implemented Activities
 

Under the proposed Program, the Banco Industrial will set up a
 
"Rural Enterprises Development Fund" to finance projects under an ap
proved program. 
To support this program, A.I.D. will contribute $5.7
 
million for the capitalization of the Fund, and the Banco Industrial
 
is expected to 
contribute $4.0 million,for a total fund capitalization
 
of $9.7 million.
 

Additionally, of the total A.I.D. contribution, up to $.3
 
million will be available for the technical assistance requirements of
 
The Bank in implementing the Program, and for technical assistance
 
provided by The Bank to sub-borrowers. In the former case, The Bank
 
is contemplating contracting for the services of a full-time advisor
 
for the program to work as liaison between the Bank and USAID regard
ing implementation of the Program. 
Also, The Bank may contract for
 
assistance in project evaluation. In order to provide specialized

technical assistance to sub-borrowers, The Bank expects to go outside
 
of its own organization for special skills, 
- e.g. The Bank might
 
contract with a university or business school for a training course.
 

To provide adequate staffing for the new program, The Bank
 
will reassign some personnel and hire additional others. The Bank
 
projects the value of the services of the new personnel over three
 
years at more than $500,000.
 

3. ORIEZA Implemented Activities
 

Under the proposed program, ORDEZA will continue the activities
 
of the Rural Community Enterprises Development and the CRECE Fund
 
Small Business Assistance Projects as initiated under previous loan
 
projects 052 and 053. To support this effort, A.I.D. will provide up
 
to $4.0 million to ORIEZA. OREEZA, in partial satisfaction of a
 
Condition Precedent, will recommend an allocation of these resources
 
between the two activities for A.I.D. review and approval. Of the
 



64 
6-4 

FINANCIAL PLAN - SOURCES OF FUNDS 

Rural Enterprises Development Project 

Program Elements A.I.D. 
BANCO 

INDUSTRhAL ORDEZA 

Participating 
Financial 

Intermediaries 
Sub-

Borrowers 

A. BANCO iNDIJSTR:AL 

1. Rural Enterprises Development 
Fund Projects 5.7 m 4.0 m 0.7 m 0.3 m 

2. Technical Assistance to Banco 
Industrial and Sub-Borrowers 0.3 m 

3. Banco Industrial Counterpart 
(Staff) 0.5 m 

6.0 m 4.5 m 

B. ORDEZA 

1. Rural Community Enterprise ) 
Development Projects ) 

2. CRECE Fund Small Business 
Assistance Projects 

3. Technical Assistance to 
ORDEZA for (1) and(2) above 

4. ORDEZA Counterpart 

3.7 m 

With apportionment 
to be recommended 
by ORDEZA, approv
ed by A.I.D. 

0.3 m 

1.0 m 

0.3 m 0.1 m 

4.0 m 

Sub-TotaIs 10.0 m 4.5 m 1.0 m 1.0 m 0.4 m 

TOTAL PROJECr = $16.9 million 



I ~ 

............
.. he assistance re M of -L- ............
O I~aAll
Aibrsa cotibt anet Ntd $1.0 m0illion during' th*~hnPeriod for operaing 

* 
requirements of 

inoluding personal aWn equipment.oh 0 	 activities, 

Under the lroam, each ,l ileil ain.i.era ProSTA utlbizn al Trust fund mechanism for subt.sp , ( @,L 
will encorage th participation in'sbanks and other financial, institutions (creit unSineIn axieisowetivea 

etc),v in the proj.ct areas. Criteria for, prtic tin in theProgram wi require a VI t contribute a portion of the total suuloan# 

In the 	 instance ofwhichr~i 	 h OtDjUWuiso. 	 Fund,Contribution Uas 	 mint"i "Ision, 	 of,+:been l020 with the fund ontuibution "I. stmn (
that ORMA will allocate APPcoXiMate.Y 502 of the *3@7 million AIDcontribution to the CXKd fund, this gves aminimsa pyI contributionto project firiawcing oa inlaumof $02 mill ion basedrience 	of 053. on the eape(As partial satisfaction of Conitions fteoed&4t todisbursemont OWUIA will be required to review the existkAg CUdgNO1 Credit Mtanuals in particular to toews onI Aaketh.K SItheinreaIsin the Minlimcontribution frau the Pris up to aPPraLmatelY M52. If 	tis isdntthe 	total MFcontribution would be inctVeasedw a$03million), stlmsed 

Dissions viat the Wanc industrial hae oemeidere a Some.Wat higher minima 1Mc=Vri tggjs"rttope Inm"prosrem. Whilo nodecsons hav 	 the Ma*'ireache this Jse WUI be 
to 252 of total sub-loan value# (Used""mono e a--- within the 	CaUo, area in particularp this appOAre feasIble sngbank 	 ONe- the Bowc de los Asdks - indleateg!4$et_ 	 Se- a desire to partiuiegein the 	proposed program with seveal binWM eus..theessad 	dollar" ofits ew 	 remei'e.
 

Homevr, for the PreSet 
 MIAiLtiD it Is GOeSseAtiwjp&amed that a (iLore Of 152 mi"Am Fri ComtTibutti n bethPrograms will result W.appwnmwlo $100 01IJ0s t"eeugthe.tis tfro Pries# J 
+:++;h + <' : I :: : : k 1+ + 4+ : : +:'p+:,+ + + " ? 7 1 J--" ' : ' : ' : :' ,' +: +.. ..... 

54 	 ',;-3 ; ,m :i,::4 : L ,i+.L;r:: r e'+- ig : 

7+-7+.+i:+:]+t+
+ 	 '++ 

43+i jtT .,? y: ,"4-' +++t , ++U:++ +"k ,:sc::,m :4 
. -- '7,++ ...... 7 i 	 + '+ t 2r +7+<+ 	 44+'.4 3 4 

3' - 4 -
24 *' 4'", -,"4 

4,- 24.324]+;7*+++!1+:)u+++;424"+/ 4 	 +4,5+m'+-+,+, 4-"-'+,#lj+,+
' 43+4 	 3+44-244- '343 

3 4sl " 4 	 4w3> "'4 +4, '<44- 4+ 

4 ---4-

http:ain.i.er


a-od 4,th, 

Fu-1 *"a to 

othir-4,~ isptog"CIA ~AU&*!ross5r 

of b. rimfct"es fwW1~asiftoe,
ita''.4ttl Iid ba 

evUsypiw.ubts" u Mga ts o s leQos, ~sumpqars
of'91of tomo Vnsa Valu 6100 0444 Ittas mbe ntedSWhIeIN the ta wil 

of ~sofwi ptjwi -- OSItt s~at of ha asta 

$ItetI s~ &~ bvla9 oatia wtbaIVi 

v Isb-WwM 

b) Mu nltbsft.Ueqt DIno t 

asgas.ad aeveIw .Uaai mted8bsmuaft"au .. stubwAa iig Rta wie lee46be 


frs~ is$)tele Ieworthe EqI& sv"~"t"I
appm W" 

Ofltis SMawi of mblefeuespeas whAK to t*a4110 6,1Z 

ANe wasasisuqwiui l l~ 

i~e. tunt Dpeemsste iqes s *~ lb W~e 4' 



C. Utilization of Repayents 

Repayments of sub-loans, together with interest received (after

deduction of the Fiduciary's fee in the case of the CRECE Fund) will
 
be handled in the following manners
 

I. Repayinents to the Banco Industrial's Rural EnterprisesDevelop
ment Fund will be added to the Fund and be made available for
 
relending under the terms 
and conditions of the Fund.
 

2. Repayments from sub-loans approved by ORDEZA under the addi
tional inputs to the CRECE Fund Project will flow to the
 
Banco Industrial's Rural Enterprises Development Fund to be
 
made available for relending Under the terms and conditions
 
of that Fund in accordance with the plan to be submitted for 
that purpose by ORDEZA as 
part of the Program Organization

and Operations Plan, required from ORDEZA as 
a Condition
 
Precedent to disbursement.
 

Presently, under the 053 loan agreement, ORDEZA must submit to

AID within five years from the date of the first disbursement of the

loan, a plan satisfactory to AID for the disposition of the CRECE
 
Fund. That. 113n will be submitted by December 1977, or earlier.
 
ORDEZA indicates that, with the additional resources provided to it
tinder the propoi.ed loan it will, with repayments from 053 and 052, be
able to conti ue to carry out the two activities of Rural Community
Enterprises Development and the CRECE Fund Small Business Assistance
 
program at a reasonable level indefinitely. While ORDEZA could prepare
the plan soonvr, the very large demand generated by the two project

activities, ;!s described elsewhere, argues strongly that ORDEZA use
its significant organizational capacity to continue to provide and 
manage the iwo assistance programs in the earthquake area, although

,idministration of the programs willtwo over time become more closely
coordlilated and, perhaps, consolidated. USAID intends to discuss such
consolidation of funds with ORDEZA during loan negotiations with a
view to requiring that OIEZA submit a plan for such consolidation. 

D. Dishursvmvht Procedures 

1. To OHDE'ZA 

It, in proposed that disbursements of the $4 million to be
channalled rhru ORDEZA as the Implementing Agency will follow existing 
procoJuren applicable to Loan 052 and Loan 053, respectively. These
 

http:propoi.ed


-120

procedures may be later modified as a result of the review to be
 
made of these programs upon the submission by ORDEZA of its Program
 
Organization and Operations Plan, to be required as a Condition
 
Precedent to disbursement.
 

2. 	To the Banco Industrial
 

A proposed disbursement procedure for the portion of the
 
loan resourcts to be implemented by the Banco Industrial is con
tained below,
 

Assumptions
 

a, A Trust Fund will be established in the Banco Industrial
 
to control and account for all Project Funds (both
 

AID andthe Bank which are channeled for implementation
 
by The Bank.
 

. 
b. 	Net reflows from subloan repayments and interest collec

tions on subloans (including reflows for $4 million
 
cnanneled for implementation by ORDEZA) will become a
 
part of the Trust Fund corpus.
 

c. 	The Bank will maintain separate accounting records for
 
the Trust Fund in sufficient detail to enable prepara
tion of annual financial statements showing Trust Fund
 
assets, liabilities, equity and operational accounts,
 
separate and apart from the financial statements of
 
The Bank.
 

d. 	The Bank will establish a Revolving Fund Account (current
 
account) to control all local currency received or dis
bursed on behalf of the Trust Fund.
 

e. 	Dollar disbursements on behalf of the Trust Fund will
 
be made by Letter of Commitment/Letter of Credit Pro
cedures or other procedures mutually agreed upon.
 

f. 	Contributions to the Trust Fund by AID and the GOP will
 
be made perIodically by ech in accordance with a schedule
 
acceptable to AID.
 



9. AID disbursement of local currency contribution can be
made on strictly reimbursable basis or a modified
initial advance/reimbursement basis. 
 (See discussion of
 
these two alternatives below.)
 

h. GOP contributions 
to the Trust Fund will be made in soles
computed and specified at the highest legal exchange rate.
 
i. Any funds provided for technical assistance will be
handled separately from the Trust Fund (applicable disbursement procedures will be defined by Implementation
 

Letter).
 

The preferred method for AID local currency disbursements
would be:for the Banco Industrial to make an initial contribution
to the Trust Fund Revolving Account. Thereafter, AID would periodically reimburse the Trust Fund, based on either the amount of
disbursements made or subloans approved. 
Thereafter AID and The 
Bank
would continue this process until the total of their respective con
tributions is reached.
 

The second alternative would be for AID and The Bank to make
initial advances equal 
to 90-day requirementsac 
the Vrogram. Such
advances would be deposited in The Bank to establish the Revolving
Fund Account. Periodic replenishment of this Revolving F'and would
be made pursu~nt to a sdedule 
by AID and The Bank, based either on
disbursements made or loans approved, until such time as 
the total
of respective contributions is reached. 

The advance method is one which has been employed traditionally
in the past in Peru, is best understood by Peruvians and has not caused
problems of funds being held idle in the past. 
 However, given AID/W
preference for reimbursement, the USAID will seek to negotiate this
method with the Banco Industrial. 
Since ORDEZA does not have the
financial flexibility of a Bank and its contribution consists essentially of administrative costs, the advance method will continue
be utilized with ORDEZA. 
to
 

E. Government of Peru Capacity 
to Repay
 

See Section III, Economic Analysis (A. Overview of Economy) for
discussion of GOP Balance of payments situation and projected Debt
Service capacity.
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SECTION VI - IMPLEMENTATION PLAN 

A. Execution
 

The following schedule estimates the timing for the critical
 

Project events, 

Date event completed
Event 


June 21, 1974
1. Authorization of Loan 


Draft, prepare for negotiating loan 

agreement 

2. Termination of Negotiations and 
August 15, 1974
Signature of Loan Agreement 


- prepare Implementation Letter No.1
 

September 1, 1974
 
3. Implementation Letter No.1 issued 

September 15, 1974
 4. Satisfaction of Conditions Precedent 


to Initil Disbursement by Borrower
 

(Ministry of Economy and Finance)
 

A. Opinion of Borrower's Legal counsel,
 

B. Designation of Borrower's repre

sentatives (Implementing Agency
 

Representatives) 

- Banco Indus(Implementing Agency 

trial or ORDEZA - can proceed to
 

contrait for Technical Assistance to
 

itself as eligible for financing
 

under the loan, e.g., full time
 

Project Advisor, and for purchases 
of equipment and vehicles required
 

for project implementation by both
 

Implementing Agen cies.
 

November 1, 1974
 
5. Satisfaction of Conditions Precedent 

to Additional Disbursement of Loan
 

Funds through the Borrower to the
 

Banco Industrial
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A. 	 Evidence of the creation of a Rural 
Enterprises Development Fund within 
the Banco Industrial for the Program. 

B. 	Evidence of sufficient budgetary re
sources to make the Banco Industrial's
 
contributions to the Project
 

- for capitalization of the Rural
 
Enterprises Development Funa
 

- for additional personnel and 
operating expenses as required 
for the project.
 

C. 	 Program Organization and Operations 
Plan, Rural Enterprises Development
 
Proam. A complete description of
 
the program and the manner in which 
the sub-project activities will be
 
carried out, including evidence of 
The Bank's authority to work with
 
Commerce and Service type busi
nasses and the following: 

1) A Plan setting forth the organi
zation, criteria and procedures 
tc be followed in carrying out 
the Rural Enterprises Develop
ment Program. The Plan will 
include,but not be limited to,
 
the following:
 

- The proposed administration 
of the Program within the 
Banco Industrial's existing 
institutional structure, al
lowing a maximum of decentra
lization of responsibility 
and authority for Program 
execution from the Branch or
 
Field offices.
 

- The proposed staffing of the 
special Program unit, to in
clude sufficient professional, 
technical, and auxiliary per
sonnel to ensure the Program 
will achieve the following
 
objectives:
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a. 	Project Identification
 

b. 	Project Promotion
 

c. 	 Technical Assistance 

d. 	Training
 

The Plan will also include: 

- criteria and methods f~r select
ing sub-projects
 

- procedures for financing (ap
plication; approval)
 

- procedures for procurement and
 
delivery of goods
 

- control, inspection and follow
up 	of sub-projects 

- system for evaluation of the
 
Program's activities
 

- accounting system to be used for
 

funds provided under the loan
 

2) Annual Time-Phased Implementation Plan
 

3) Operations Credit Manual
 

6. Satisfaction of Conditions Precedent to November 1, 1974 
Additional Disbursement of Funds through 
Borrower to ORIEZA for the Rural Commu
nity Development Fund and the CRECE Fund 
activities. 

A. 	 Program Organization and Operations
 
Plan, Rural Community Development
 
Project and CRECE Small Business
 
Assistance Project. A complete de
scription of both projects and the
 
manner in which the project activi
ties will be carried out, to include:
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- evidence of sufficient GOP budgtary 
support to ORIEZA to commence and
 
continue the project activities
 
during the life of the project, for
 
additional personnel and operating
 
expenses as may be required.
 
1) Program Organization and Operations
 

A plan will be prepared satis
factory to A.I.D. setting forth
 
the organization, criteria and
 
procedures to be followed in
 
carrying out the Rural Community
 
Development Project and the
 
CRECE Fund Small Business Assist
ance Project. The Program Or
ganization Proposal will indicate,
 
but not be limited to, the
 
following:
 

- The proposed administration of 
the Program within the Imple
menting Agency's existing ins
titutional structure. 

- Provision for reflows of prin
cipal and interest payments of 
the additional resources pro
vided under this Prornm to be 
deposited to the Rural Enter
prises Development Fund to be 
administered by the Banco In
dustrial. 

- The proposed staffing for both
 
Program activities, to include 
sufficient professional, tech
nical, and auxiliary personnel
 
to ensure the Program will 
achieve the following objectives:
 

a) Project Identification
 

b) Promotion
 

c) Technical Assistance
 

d) Training
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This Plan will also include:
 

- A three year projection of sub
project development and sub-lending
 
by type of project and by geograph
ical distribution.
 

- Criteria and methods for sesicting
 
these sub-projects, including
 
measures to obviate any discrimina
tion against women or minority
 
groups.
 

- procedures for financing including 
terms, collection methods, provi
sion for adequate maintenance and 
follow-up, etc.
 

- provision to consider environmental
 
effects of sub-projects
 

- inspection/follow-up of these sub
projects
 

- system for evaluation of the
 
Program's activities.
 

2) Annual Time-Phased Implementation
 
Plan. Also to be included will be a
 
twelve-month time-phased impl6menta
tion plani for carrying out both the
 
Rural Community Development and the
 
CRECE Fund Small Business Assistance
 
Projects, and an implementation plan
 
estimating project activities during
 
the following twenty-four months.
 

This Plan will give starting and
 
terminal dates of activities, per
sonnel, training, technical assist
ance, and equipment required, and
 
projected costs for these activities
 
showing the source of funding and 
source of goods and services. Pre
sentation of these activities will
 
be by bar charts, critical path
 
methods or flow charts.
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3)	Operations Credit Manual. The
 
existing CRECE credit manual
governing the operations of the
Fund will be reviewed by ORDEZA
 
to ensure that the Manual Includes, among other things, the

rules and regulations establish.
 
ed by ORDEZA and the CRECE Fund

Trustee, and approved by AI.D,

in writing, governing Partici.
pating Financial Intermediaries
 
(with provision for increasing

the PFI's minimum contribution
 
to the CRECE Fund program from
10% up to approximately 25%)
eligible sub-borrowers, condi
tions of sub-loans, methods ofapproving sub-loans, and rules
for general operations of theFund, to reflect any changes
resulting from the new ProjectOrganization and Operations Plan

referred to above.
 

7. 	First Disbursement through the Borrower to 
 November, 1974
either the Bqnco Industrial or ORDEZA
 
8. Joint Project Review (with ORDEZA and the Bank) 
 April, 1975
 

-
general assessment of status
 

9. 	Subject to negotiations between USAID and 
 August, 1975
ORDEZA prior to signing ot the Loan Agree.
ment, USAID will 
 seek ORDEZA agreement
to prepare a plan in form and substance

satisfactory to USAID for the consolidation
of the two Funds administered by ORDEZA
under Projects 052 and 053. 
Such plan will
be 	due for AID consideration by August, 1975.
 

10. 
 Joint Project Review (with ORDEZA and the Bank) 
 December, 1975
 
-
general and specific assessment, to focus
on progtress of projects, evaluation of accomplishments, make Program management
recomme.ndations to ensure realization o!
project goals/targets.
 

11. 
 Joint Project Review (with ORDEZA and the Bank) 
 December, 1976
 
- as above 

12. 
 Final Disbursement 

June, 1977 
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B. Evaluation
 

Under loan 052, ORDEZA, with technical assistance to be con1. 

tracted with USAID assistance, will soon be establishing a sub-project
 

evaluation system which has as its purpose helping ORDEZA to determine
 

the benefits to the population of the rural communities flowing 
from
 

the 052 Community Development type projects. The technical assistance 

will focus on defining evaluation criteria, establishing 

measurement indicators, designing a comprehensive and effective 
re

porting system, and implementing such a system. 

of loan for ORIEZA's RuralPrior to the disbursement funds 

Community Development and CRECE Small Business Assistance Program
 

activities, ORDEZA will submit for A.I.D. review, as one element 
in
 

a comprehensive Program Organization and Operations 
Plan, its proposed system
 

for evaluation of the Project's activities. It is expected that the 

system to be designed for the 052 activities as well as the 
system for
 

this loan will incorporate major elements of the model Evaluation 
Plan
 

presented below.
 

2. During negotiations with the Banco Industrial, the necessity
 

of providing for regular and comprehensive project evaluation 
in the
 

project design was discussed,including: identification 
and definition
 

of Program objectives, functions, and sub-projecteligibility 
criteria.
 

The Banco Industrial agrees in principle with the need 
for evaluation
 

and regular progress reviews. An evaluation plan and reporting format
 

were developed by the USAID which should effectively 
assess the progress
 

and relative success of the project in reaching the goals identified
 

during the project design. 

The Bank proposed theTo support and assist this effort, 
individual from the Statistics Section of
 full-time assignment of an 


the Studies and Development Division to be in charge 
of gathering,
 

maintaining, and preparing the data required for project 
reporting
 

This individual will be responsible directly to the
 
and evaluation. 

Program Director for the Rural Enterprise Development 

Program in The
 

Bank.
 

As an additional means of assuring that adequate evaluation
 

procedures are developed for this Program, the Project Committee 
has
 

a consultant firm expesuggested to The Bank that it contract with 

rienced in project evaluation to assist in designing appropriate
 

methodology and systems for establishing criteria, monitoring, 
getting
 

The Committee also suggested that
feed-back, measurement, etc.. 

financing for this purpose could be made available from the portion
 

of the loan reserved for technical assistance.
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The USAID intends to continue discussions with the Iankpn
 
the overall cubject of project evaluation following loan author zation.
 
An effective evaluation system proposal ts one of the elements to be
 
included in The Bank's Program Organization and Operations Plan to
 
be submitted for USAID review in satisfaction of a Condition Precedent
 
to disbuxsment of loan funds for the Banco Industrial's Rural Enter
prises Development Program.
 

3. The following represents USAID's judgment of the types of
 
targets and objectives of the Project, benchmark data sources and means
 
of verification which will be addressed in the Program Organization
 
and 	OperationE Plan.
 

EVALUATION PLAN
 

I. 	THE PROGRAM OBJECTIVE
 

Criteria for Measuring Project 

Success 


a. 	Employment generated 


-cost per job created
 
relative to amount of
 
subloan.
 

b. Value added through sub-

project activity, 


c. Economic integration effects 

of sub-projects. 


(i)utilization of locally 

produced raw materials, 

inputs. 

(ii)consistency with GOP
 
policies for vertical in
dustrial integration.
 

d, 	Income generated through 

sub-projects. 


-profitability of enter-

prise (individually or 

communally owned)
 

-salaries paid to new
 
employees
 

Benchmark Data and Means of
 
Verification
 

a. Data from 053 experience will
 
be used as guide.
 

b. Sub-projects expected to
 
create additional value over
 
cost of raw inputs.
 

c. 	(i)sub-projects expected to
 
utilize on average, a per
centage (x%) of locally
regionally produced inputs
 
(materials pnd labor).
 
(ii) (Indicators to be developed).
 

d. 	Confirmation of a continued
 
profitable operation of sub
project near or above level
 
of activity when sub-project
 
implemented.
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a. Soci-economic groups e. Sub-project application will 
banetitted. * identify socio-economic 

category of enttepreneurs,
 
-comunity enterprise employees and participants.
 

-individual enterprise
 

f. 	Employment-Integration f. Numbers of women in manage
of Women in Sub-projects. ment and other positions.
 

II. THE INSTITUTIONAL OBJECTIVE
 

Criteria for Measuring Project Benchmark Data and Means
 
Success of Verification
 

a. Numbers of sub-projects ap- a. Target figures selected for
 
proved and total amount of sub- sub-projects approved:
 
lending per year or other period
 
as selected. (In conformance (18 mos) (24 moo) (36 mos)
 
with the purpose of the Project,
 
sub-loans will be made only to Communal
 
individuals or community enter- Enterprise
 
prises not having access to
 
credit ov reasonable terms and Individual
 
conditions) Enterprise
 

Full disbursement by 36 months
 

b. 	Effectiveness of Promotional b. Numbers of sub-projects:
 
Efforts
 

-identified by T.A./Promotion
 
-confirmed by wide knowledge Team (as either potential or
 
of program concepts and pro- feasible)
 
cedure wit'iin population of
 
target areas, groups. 	 -numbers of actual applications
 

approved.
 
-individual enterprise de
mand level predicated upon -information on how entrepreneur
 
promotional efforts achieved; learned of Program to be required
 
demand for community enter- on sub-project application sheet.
 
prise type projects induced as
 
projected.
 

c. 	Technical Acsistance c. Confirmation of actual
 
delivery of TA to sub-projects,
 

-project output, i.e. mag- as contemplated in CAP through
 
nitude and kinds of services Regular Reports.
 
provided to sub-projects.
 

-confirmation of continued
 
utilization of T.A. advice
 
in sub-projects during
 
project implemenation.
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d. bpAY01nt experience d. Using ORDZIZ. -052 -03
 
-low, or acceptable, level 
 experience s 4 guldelip. 
of delinquencies, accord
ng to pro-project estigates.
 

s. Degree of follow-up monitor-
 e.
inq and Number of perlodielty ofasaistace by

implementing agent. 

follow-up vlastd to be eahabliahe4
 
m
In brrower' Operatcona! Plan
 

(in aatitcfaction of Conition
 
Precedent).
 

III. The following are cogiuldered 
to bt,crltct! 
 anj m egint alentI qfboth Program and Inatituttonalization 
objectiveb.
 

Criteria forHeaurlnA 
 hicti~-~ rk 'lta a ubProect -Sccee,. 
IVrc.to,
n ....
 

a. Participation In program a. Nu=hr of it Iollgb aenttiby local !inancial inter-

mediariea and Intcrmrdlarlot to Ila

eatabllnetj whet, p'tornat tiedl 
-number and typt, of manual prepared (In UAt taltcl
inutitu- ionof Condi tiona Ir1ver l).tion participating of thone
 
eligible.
 

b. 
Diaposition of oub-borrowern 
 b. Iollow-up Vinit.to to "subseek credit through tradition- borrower. vil 
 ceatablJI"t.

al banking/credit cyatmu.
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CERTIFICATION PURSUANT TO SECTION 6 11(e) OF 
THE FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED 

I, Donald R. Finberg, the principal officer of the Agency for Interna
tional Development in Peru, having taken into account among otherfactors the maintenance and utilization of projects in Peru previouslyfinanced or assisted by the United States, do hereby certify that in my judgment Peru has both the financial capability and human resources capability to effectively maintain and utilize the capital assistance
project: RURAL ENTERPRISES DEVELOPMENT. 

This certification is based inter alia on the Government's performance
in the execution of comparable credit projects financed by A. I. D. Loans 
527-L-052, F27-L-053. 

Donald R. Finberg. 
Director, USAID/Peru 
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TRANSLATION 

Ministry of Economy and Finance
 

May 17, 1974
 

LETTER No. 606-74-EF/75.14
 

Rural Small Eiterprise Development Fund whose objective is to pro-


Mr. : Donald Finberg 
Director, Agency for 
International Development 

SUBJECT: Small Business and Industry Project 

This letter is in reference to the establishment of the 

vide credit to small businesses and industries.
 

In order to create the above mentioned Development Fund,
my Government officially requests from The US Agency for International Development, AID, the granting of a loan equivalent to
US $10 million dollars under the most favorable conditions accept
able to AID.
 

The Government of Peru will contribute the equivalent in
soles of approximately US $4 million dollars to the Development

Fund. 

The establishment of the Small Business Fund lies within
the general priorities set forth by the Peruvian Government for
 
national deve-opment.
 

We have not as yet determined the implementing agency
for the project but are presently studying the matter and will
 
advise you as soon as we reach a decision.
 

In the name of my Government, I hereby request AID cooperation in the development and financing of the referenced
 
project.
 

Please be assured of my highest consideration.
 

Sincerely,
 

General of Division of the
 
Army of Peru
 
Guillermo Marc6 del Pont S.
 
Minister of Economy and
 
Finance
 

http:606-74-EF/75.14
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TRANSLATION 

Ministry ot Economy and Finance
 

June 4, 1974
 
Lima, Peru
 

LETTER No. 734-74-EF/75o14 

Mr. Donald Finberg, Director 
Agency for International Development 
LIMA, PERU: 

This letter is in reference to the request formulated by my
 
Government for a loan for the implementation of the rural Small
 
Industries and Businesses Project in the amount of US $10.0
 
million.
 

The Banco Industrial of Peru has been designated responsible
 
ijplementing agent for the credit programs. ORDEZA will act as
 
implementing agency for the portion of the Loan applicable to
 
the earthquake zone. 

Consequently, AID and these entities can coordinate as necessary
 
for program development and successful project execution,
 

Let me take this opportunity to assure you of my highest
 
consideration.
 

Sincerely,
 

General of Division of the
 
Army of Peru 
Guillermo arcd del Pont S.
 
Minister of Economy and
 
Finance.
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CHECKLIST OF STATUTORY CRITERIA 

(Alliance for Progress) 

The following abbreviations are used:
 

FAA - Foreign Assistance Act of 1961, 
as amended.
 

FAA, 1973 - Foreign Assistance Act of 1973.
 

App. -
Foreign Assistance and Related Programs Appropriations Act, 1974.
 

MMA - Merchant M'rine Act of 1936, as amended.
 

BASIC AUTHORITY 
 ANSWER OR DISCUSSION
 

1. 	FAA s103: 1 104: s105:
 

106; 9107.Is loan being made
 

a. for agriculture, rural de-
 a. For rural development.

velopment or nutrition;
 

b. for population planning or
 
health;
 

c. for education, public ad
ministration, or human resources
 
development;
 

d. to solve economic and social
 
development problems in fields
 
such as transportation, power

industry, urban development, and
 
expo..t development. 
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AID 1240-2 (4-74)
 

e. in support of the general
 
econow 
of the recipient
 
country or for development
 
programs conducted by private
 
or international organiza
tions.
 

COUNTRY PERFORMANCE 

Proaress Towards Country Goals
 

2. FAA S 
s 208: 

a 
s 251 (b). 

A. Describe extent to which
 
country is:
 

(1) Making appropriate 
 The GOP has an active agricultuefforts to increase food 
 ral credit program for both large
production and improve means 
 and small farms, as does A.I.D.
for food storage and dis-
 with its Food Marketing Loan. A
tribution. 
 top priority activity of the GOP
 
is the Agrarian Reform program
 
which is designed to bring new
 
lands under cultivation.
 

(2) Creating a favorable 
 In the context of its industrial
climate for foreign and do- reform program (Industrial Law)
mestic private enterprise and 
 and its balance of payments manage.
investment. 
 ment, the GOP Is actively seeking
 
foreign and domen,.ic private

investments in
areas identified as

being essential to growth. The
 
Greene Agreement which resolved
 
outstanding USG-GOP claims arising
 
out of expropriation of the assets
 
of several U.S. firms has improved
 
the climate for :oreign private
 
enterprise and investment.
 

(3) Increasing the public's 
 Newly decreed programs in Industry
role in the developmental 
 (Industrial Law), fishing (Fishing
process. 
 Law), Agrarian Reform, a.d Social
 
Property are especially designed

to achieve this objective, as are
 
effects to mobilize rural pupu
lation.
 

http:domen,.ic
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(4) (a) Allocating availa- Sizeable portions of the GOP
ble budgetary resources to national budget are being allocated
 
development. 
 to the top priority programs of 

educational, agricultural and 
industrial reform (18%, 10% and 5%
respectively).


(b) Diverting such 
 "See items No. 10 and No. 19."
 
resources for unnecessary
 
military expenditure (See also
 
Item No. 19) and intervention in
 
affairs of other free and
 
independent nations). (See
 
also Item No. 10).
 

(5) Making economic, so- While freedom of press and of
cial, and political reforms such expression has been somewhat cur
as tax collection improvements 
 tailed in recent years, tax collec
and changes in land tenure 
 tions have improved, laws are
 
arrangements, and making prog-
 enforced and land reform has been
 ress toward Lespect for the 
 given high priority. The Industrial
 
rule of law, freedom of Community and Social Property
expression and 
of the press, concepts are supportive of the
 
and recognizing the importance 
 rights of workers.
 
of individual freedom, initia
tive, and private enterprise.
 

(6) Adhering to the 
 Sound monetary and fiscal policies

principles of the Act of 
 leading to real growth in GNP,
Bogota and Charter of Punta 
 stable prices, and a balance of
del Este. 
 payments surplus, coupled with
 

significant economic and social
 
reforms designed to restructure
 
the Peruvian society along more
 
equitable lines, clearly indicate
 
Peru's compliance with Alliance
 
for Progress goals.
 

(7) Attempting to 
 Recent decrees requiring full

repatriate capital invested repatriation t foreign cap,ital
 
in other countries by its own of Peruvians 
 have had an imrporrcitizens. 
 tant impact on the balance of
 

payments and make available re
sources for investments in Peru.
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(8) Otherwise responding to The GOF aLppears Lo ho i,'sponwdirl,
the vital economic, political, to the economic, puliiLcal and 
and 	social concerns of its people, social concerns of its people,

and demonstrating a clear deter- particularly the poor, and has
 
mination to take effective self- strengthened self-help measures
 
help measures. as indicated above.
 

B. Are above factors taken Yes.
 
into account in the furnishing
 
of the subject assistance?
 

Treatment of U.S. Citizens by Recipient Country
 

S
3. 	 FAA s 620(c). If assistance is No known outstanding instance. 

to government, is the govern
ment liable as debtor or 
unconditional guarantor on any 
debt to a U.S. citizen for
 
goods or services furnished or
 
ordered wheru (a) such citizen
 
has exhausted available legal
 
remedies and (b) debt is not
 
denied or contested by such
 
government?
 

4. 	FAA I 620(e)(1). If assistance Outstanding expropriation claims,

is to a government, has it have been settled to satisfacti6R
 
(including government agencies of GOP and USG.
 
or subdivisions) taken any 
action which has the effect of
 
nationalizing, expropriating,
 
or otherwise Jeizing ownership
 
or control of property of U.S.
 
citizens or entities
 
beneficially owned by them 
without taking steps to dis
charge its obligations toward
 
such citizens or entities?
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5. 	FAA I 620(o); Fishermen's
 
Protective Act. j 5. If country
 
has seized, or imposed any
 
penalty or sanction against, any
 
U.S. fishing vessel on account
 
of its fishing activities in
 
international waters.
 

a. has any deduction required No deduction has been required.
 
by Fishermen's Protective Act
 
been made?
 

b. has complete denial of The Administrator will take into
 
assistance been considered by consideration prior seizures of
 
A.I.D. Administrator? 	 U.S. fishing vessels by the GOP
 

in his determination to continue
 
to furnish assistance to Peru.
 

Relations with U.S. Government and Other Nations
 

6. 	FAA 0 620(a). Does recipient No significant trade or assistance
 
country furnish assistance to to Cuba.
 
Cuba or fail to take appro
priate steps to prevent ships
 
or aircraft under its flag
 
from carrying cargoes to or
 
from Cuba?
 

7. 	FAA I 620(b). If assistance Yes.
 
is to a government, has the
 
Secretary of State determined
 
that it is not controlled by
 
the international Communist
 
movement?
 

8. 	FAA 9 620(d). If assistance No such enterprises to be assisted.
 
is for any productive enter
prise which will compete in
 
the United States with United
 
States enterprise, is there
 
an agreement by the recipient
 
country to prevent export to
 
the United States of more
 
than 20% of the enterprise's
 
annual production during the
 
life of the loan?
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9. 	 FAA % 620(f). Is recipient 

country a Communist country?
 

10. 	FAA 1 620(i). Is recipient 
country in any way involved in 
(a) subversion of, or military
 
aggression against, the United
 
States or any country receiving
 
U.S. assistance, or (b) the 
planning of such subversion or 
aggression? 

11. 	 FAA 1 620(j), Has the country 

permitted, or failed to take
 
adequate measures to prevent, 
the damage or destruction, by
 
mob action, of U.S. property? 

12. 	 FAA j 620(1). If the country 
has failed to institute the 
investment guaranty program 
for the specific risks of 
expropriation, in converti-
bility or cohfiscation, has 
the 	A.I.D. administration 
within the past year
 
considered denying assistance
 
to such government for this
 
reason?
 

13. 	 FAA g 620(n). Does recipient 

country furnish goods to North
 
Viet-Nam or pernit ships or
 
aircraft under its flag to
 
carry cargoes to or from
 
North Viet-Nam?
 

14. 	 FAA 9 620(g). Is the govern-

ment of the recipient country
in defauilt on interest or
 
principal of any A.I.D. loan
 
to the country?
 

ANNEX C 
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No.
 

No.
 

No known recent instance.
 

The Administrator has taken
 
Peru's limited guaranty program
 
into consideration in determin
ing to continue to furnish
 
assistance to Peru.
 

No.
 

No.
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15. 	FAA I 620(t). Has the country No.
 
severed diplomatic relations
 
with the United States? If so,
 
have they been resumed and
 
have new bilateral assistance
 
agreements been negotiated and
 
entered into since such
 
resumption?
 

16. 	 FAA I 620(u). What is the 
 According to data available in Peru,
payment status of the countty's 
 Peru 	is current on all U.N. payments,
U.N. 	obligations? If the 
 except for small amounts to be concountry is in arrears, were such 
 tributed to specialized agencies.

arrearages taken into account 
 These amounts will be paid during
by the A.I.D. Administrator in 
 CY 74, except for $10,000 in Soles
determining the current A.I.D. 
 to be included in CY 75 budget.

Operational Year Budget?
 

17. 	 FAA 1 481. Has the government No. 
 The GOP has taken such measures

of recipient country failed to 
 as are within its capacity to
take 	adequate steps to prevent 
 control narcotics traffic and is
narcotic drugs and other 
 cooperating with U.S. efforts to
controlled substances (as 
 eliminate production and trade in

defined by the Comprehensive narcotics.
 
Drug Abuse Prevention and
 
Control Act of 1970) produced
 
or processed, in whole or in
 
part, in such country, or
 
transported through such
 
country, from being sold
 
illegally within the jurisdic
tion of such country to U.S.
 
Government personnel or their
 
dependents, or from entering

the U.S. unlawfully?
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18. FAA, 1973 1 29. If (a) military Not applicable.
 
base is located in recipient
 
country, and was constructed or
 
is being maintained or operated
 
with funds furnished by U.S.,
 
and (b) U.S. personnel carry
 
out military operations from
 
such base, has the President
 
determined that the government
 
of recipient country has
 
authorized regular access to
 
U.S. correspondents to such
 
base?
 

Military Expenditures
 

19. FAA ss 620 (s). What percentage Of the two-year 1973-74 budget,
of country budget is for 
 14.6% is earmarked for military

military expenditures? How 
 expenditures.
 
much of foreign exchange
 
resources spent on military 
 Best estimates indicate that in
equipment? How much spent 
 the 1973-74 budget biennium
for the purchase of sophis-
 Peru will spend $167 Million in
ticated weapons systems? 
 foreign exchange on military

(Consideration of these points 
 expenditures, and nothing for
is to be coordinated with the sophisticated weapons systems.

Bureau for Program and Policy

Coordination, Regional 
 The Administrator has taken these
Coordinators and Military 
 matters into account in determining

Assistance Staff (PPC/RC).) 
 to continue to furnish assistance
 

to Peru.
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CONDITIONS OF THE LOAN
 

General Soundness
 

20. 	 FAA 1 201 (d). Information and The loan terms are reasonable
 
conclusion on reasonableness 
 and legal under both United
and legality (under laws of 
 States and Peruvian law.
country and the United States) 
 The sub-loan terms for this
of lending and relending terms 
 project are proposed by the GOP
of the loan. 
 and considered reasonable and
 

21. 	 FAA a 251 (b) (2); 1 251 (e) legal in all respects.
 
Information and conclusion on 
 For the reasons given in the loan
activity's economic and 
 paper the project is considered
technical soundness. If loan economically and technically

is not made pursuant to a 
 sound. An application with appromultilateral plan, and the 
 priate assurances has been received
amount of the loan exceeds 
 and is included as an annex in this
$100,000, has country sub-
 paper (Section VII, Annex B).

mitted to A.I.D. an appli
cation for such funds together
 
with assurances to indicate that
 
funds will be used in 
an eco
nomically and technically
 
sound manner?
 

22. 	 FAAs 
S 251 (b). Information There are reasonable prospects

and conclusion on capacity of 
 that 	Peru will be able to repay
the country to repay the 
 the loan fully and promptly.
loan, including reasonableness 
 (See CAP Section III A and B).

of repayment prospects.
 

23. 	 FAA -251 b). Information and See Section I, 7, of CAP.
 
conclusion on availability of
 
financing from other free
world sources, including
 
privnte sources within the
 
United States.
 

24. 	 FAA ' 611 (a) (1). Prior to Yes.
 
signing of loan will there be
 
(a) engineering, fizancial,
 
and other plans nece sary to
 
carry out the assistance and
 
(b) 	a reasonably firm estimate
 
of the cost to the United
 
States of the assistance?
 



AID 1240-2 (4-74) 

25. FAA s 611 () (2). If 

further legislative action is

required within recipient

country, what is basis for

reasonable expectation that
such action will be com-

pleted in time to permit
orderly accomplishment of 

purpose of loan?
 

26. FAA s 611 (e). If loan is 
for Capital Assistance, and 

all U.S. assistance to project

now exceeds $1 million, hasMission Director certified 
the country's capability

effectively to maintain and 
utilize the project?
 

Loan's Relationship to Achievement
 
of Country and RegionalGoals
 

27. FAAs 
207; s 
251(a) s11. 

Extent to which assistance 

reflects appropriate emphasis 

on: 
 (a) encouraging develop-

ment of democratic, economic,

political, and social insti-

tutions; (b) self-help in

meeting the country's food 

needs; (c) improving availa-

bility of trained manpower

in the country; (d) programs

designed to meet the country's

health needs; (e) other 

important areas of economic,

political, and social develop-

ment, including industry; free
labor unions, cooperatives, and
 
Voluntary Agencies; 
trans
portation and communication; 
planning and public adminis
tration; urban development, and

modernization of existing laws; or(f) integrating women into the
recipient country's national 
econo my. 
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The Bank will have to obtain GOP
authorization enabling it to provide
under its charter technical and
financial assistance to service

and commerce-type enterprises.
This authorization will be in the
form of a Council of Ministers 
Resolution or Decree.
 

Yes. See Annex A for Section
 
611 (e) certification
 

The loan is designed to assist
 
rural enterprises owned by
private individuals or community
 
groups. 
 As such, the
 
activity is supportive of the
listed rural institutions, will
 
assist Peru in its agriculture

prograR and will provide signi
ficant on-the-job training.

There will be no discrimination
 
among potential sub-borrowers or

workers in the enterprise due
 to sex; thus integration of women
into the country's national
 
economy will be aided.
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34, 	 FAA 8 s 281 (a). Describe extent 
to which the loan will contribute 
to the objective of assuring 

maximum participation in the 

task.of econonic development on 
the part of the people of the 

country, through the encourage
ment of democratic, private, and
 
local 	governmental institutions. 

35. 	 FAA s 281 (b). Describe extent 
to which program recognizes the 
particular needs, desires, and 
capacities of the people of the 
country; utilizes the country's 
intellectual resources to .
 
encourage institutional develop-

ment; and supports civic 

education and training in skills
 
required for effective partici
pation in gov -nmental and 
political processes essential
 
to self-government. 

36. 	 FAA s"601 (a). Information 

and conclusions whether loan 

will'encourae efforts of the 

country to: (a) increase the 

flow of international tradel 

(b) foster private initiative 

and competition: (c) encourage 

development and use of 

cooperatives, credit unions 

and savings and loan associ-

ations; (d) discourage

monopoiistic practices; 

(o) improve technical 

efficiency of industry, agri-

culture, and commerce; and 

(f) strengthen free labor 

unions. 
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The loan is designed to assist 
rural 	enterprises owned by 
private individuals and cooperative
 
associations. It is expected
 
to encourage maximum participation 
in economic development.
 

Program contemplates a signifi
cant self-help input at the
 
community level to -satisfy
 
needs f the highest priority
 
in the country. By promoting a
 
cooperative effort, the program
 
strengthens democratic processes
 
at the grass-roots level.
 

(a) not significantly;
 
(b) the loan will be available
 
to private entrepreneurs and
 
will thus foster private
 
initiative and competition;
 
(c) cooperatives will be
 
eligible sub-borrowers under
 
the activity. Credit unions and
 
savings and loan associations
 
may also participate;
 

(d) by fostering new enterprises
 
will promote free competitijr!;
 
(e) yes, by strengthening enter
prises in industry, agriculture,
 
and commerce;
 
(f) no significant impact.
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37. 	 FAA 1 619. If assistance is Peru not newly independent. 

for newly independent country; 
is it furnished through multi
lateral organizations or plans
 
to the maximum extent appropriate?
 

Loans* Effect on U.S. and 4.I.D.
 
Program
 

s 
38. 	 FAA s 251 (b) (4); ' 102. Infor- Apart from possible purchase of 

mation and conclusion on possible some U.S. goods and services,
 

effects of loan on U.S. economy, loan is for local costs with
 

with special reference to areas negligible effect on U.S. eco

of substantial labor surplus, nomy, slight adverse effect on
 

and extent to which U.S. corn-	 U.S. balance of payments.
 
modities and assistance are
 
furnished in a manner consistent
 
with improvIng the U.S. balance
 
of payments position.
 

39. 	 FAA s 252 (a). Total amount of Approximately $3-4 million of loan
 

money under loan which is going funds will be allocated to the use
 

directly to private enterprise; of ORDEZA in its ongoing programs
 

is going to intermediate credit which often utilize local banks
 

institutions or other borrowers to lend to private enterprises.
 

for use by private enterprise, All remaining loan proceeds will
 

is being used to finance imports go to the Banco Industrial, an
 

from private sources, or is intermediate credit institution
 

otherwise being used to finance which will also utilize the private
 
banking system. All procurement
procurements from private 


from private
sources. 	 under the loan will bt 


sources. There may Lq some procure
ment of U.S. goods and services
 

from private sources.
 
s 

40. 	 FAA s 601 (h). Information and See item 38.
 
conclusion on how the loan will
 
encourage U.S. private trade
 
and investment abroad and how
 
it will encourage private 
U.S. participation in foreign
 
assistance programs (including
 

use of private trade channels
 
and the services of U.S.
 
private enterprise.)
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41. 	 FAA s 601 (d). If a capital Services of U.S., Peruvian, Code 
project, are engineering and 941 firms may be used for procure
professional services of U.S. ment of goods and technical
 
firms and their affiliates assistance as appropriate. All
 
used to the maximum extent other financing for local costs
 
consistent with the national of sub-borrowers under ICI
 
interest? 	 guidelines. 

42. 	 FAA R 602. Information and See itens 38 and 41. 
conclusion whether U.S. small 
business will participate 
equitably in the furnishing of 
goods 	and services financed by 
the loan.
 

43. 	 FAA s 620 (h). Will the loan Loan agreement will specifically
 
promote or assist the foreign provide against such eventuality.
 
aid projects cr activities of
 
the Communist-Bloc countries?
 

44. 	 FAA s 621. If Technical Technical assistance will be 
Assistance is financed by the supplied in the program. 
loan, information and con- Private firms are expected to 
clusion whether such assistance be utilized on a contract basis 
will be furnished to the fullest to provide some of the technical 
extent practicable as goods and assistance. There are no 
professional and other services current plans to utilize the 
from private enterprise on a facilities of U.S. Government 
contract basis. If the fa- agencies. 
cilities of otiei Federpl 
agencies will be utilized, 
information and conclusion on
 
whether they are particularly
 
suitable, are not competitive
 
with private enterprise, and 
can be made available without
 
undue 	 interference with domestic 
programs.
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Loan's Compliance with Specific
Requirements 

45. FAA s 110 (a): s 208 (e). Has 
the recipient country provided 
assurances that it will provide 

Yes. 

at least 25% of the costs of 
the program, project, or acti
vity with respect to which the 
Loan is to be made? 

46. FAA s 112. Will loan be used 
to finance police training or 
related program in recipient
country? 

No. 

47. FAA s 124. Will loan be used No. 
to pay for performance of 
abortions or to motivate or 
coerce persons to practice 
abortions? 

48. FAA 5 s 201 (d). Is interest Yes. 
rate of Loan at least 2% per 
annum during grace period and 
at least 3% ptr annum there
after? 

49. FAA ss604 (a). Will all com-
modity procurement financed 

Yes. 

under the loan be from the 
United States except as 
otherwise determined by the 
President. 

50. FAAs 604 (b). What provision 
is mrde to prevent financing
commodity procurement in bulk 

Not applicable. 

at prices higher than adjusted 
U.S. market price? 
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51. 	 FAA s 604 (d), If the coo 
erating country discriminates
 
against U.S. marine insurance
 
companies, will loan agreement

require that marine insurance 
be placed in the United States 
on commodities financed by the 
loan? e 

52. 	 FAA ss604 (e). If offshore 

procurement ofagricultural coin-
modity or product is to be
 
financed, is there provision
 
against such procurement 
when the domestic price of 
such commodity is less than
 
parity?
 

53. 	 FAA s 604 (f). If loan iTijances 
a commodity import program, will 
arrangements le made for supplier
certification to A.I.D. and A.I.D. 
approval of commodity as eligible
 
and suitable?
 

54. 	 FAA s 608 (a). Information on 

measures to be taken to utilize 
U.S. Government excess personal 
property in lieu of the procure-
ment of new items, 


55. 	 FAA 8 611 (b); App. .2101. If 

loan finances water or water-

related land resources con-

struction project or program, 

is there a benefit-cost compu
tation made, insofar as 
practicable, in accordance with 
the procedures set forth in the 
Memorandum of the President 
dated May 15, 1962? 
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Loan Agreement will so specify.
 

No financing of such procure
ment is contemplated. 

The loa,, will not finance a
 
commodity import program. 

The loan is expected to be
 
primarily for local expenditures. 
If appropriate, however, U.S.
 
C vernment excess personal property 
will be procured in lieu of new
 
items.
 

No large scale water or water
related land resource construc
tion project or program will be
 
financed.
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56. FAA s 611 (c). If contracts No such financing is conLumplateI.for construction are to be 
financed, what provision will be

made that they be let on 
a
competitive basis to maximum
 
extent practicable?
 

57. FAA s612 (b); s 636 (h).
Describe steps taken to 

The GOP will contribute to
assure 

that, to the project sufficient budgetary
the maximum extent pos-
 resources to cover all adminissible, the country is contributing trative costs.
local currencies to meet the cost 

No excess U.S.
owned currencies are available
of contractual and other services, 
 in Peru.


and foreign currencies owned by
the United States are utilized to 
meet the cost of contractual and
 
other services.
 

58. App. s 3. Will any of loan funds No. Peru is neither an excess norbe used to acquire currency of 
 a near excess currency country.
recipient country from non-U.S.

Treasury sources when excess currency of that 
 country is on
deposit in U.S. Treasury. 

59. FAA s,612(d). 
 Does the United 

States No. U.S. owned excess foreign
own excess foreign cur-
 currencies available.
 rency and, if so, what arrange
ments have been made for its 
release?
 

60. FAA s620(g. What provision 
 No such financing contemplated.
is there against use of subject

assistance to compensate owners

for expropriated 
or nationalized
 
property?
 

61. FAAs 620(k). If construction 
of productive enteprise, 

No.
 
will
 

aggregate value of assistance 
to be furnished by the United 
States exceed $100 million.
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62. 	 FAA a 636 (i). Will any loan 
 No.
 
funds be used to finance purchase,
 
long-term lease, or exchange of
 
motor vehicle manufactured out
side the United States, or any
 
guaranty of such a transaction? 

s 
63. 	 APP. s 10. gill any loan funds No.
 

be used to pay pensions, etc.,
 
for military personnel? 

64. 	 App. 8 105. If loan is for 
 The loan provides for technical and

capital project, is there 
 technical assistance to private, rural
provision for A.I.D. approval 
 enterprises through intermediate insti
of all contractors and 
 tutions. A.I.D. will review these
 
contract terms? institution' procedures for loan financed
 contracts. The Loan Agreement will provide for A.I.D. approval of all contrac

tors and contracts.
 
65. 	 App. s 107. Will any loan funds No
 

be used to pay UN assesments?
 

66. 	 App. s 109. Compliance with 
 Loan Agreement and implementa
regulations on employment of 
 tion letters will provide for
 
U.S. and local personnel. application of Regulation 7.
 
(A.I.D. Regulation 7). 

67. 	 App. S s110. Will any of loan No.
 
funds be used to car~y out
 
provisions of FAA ss 209 (d)
 
and 251 (h)?
 

68. 	 APp. s 114. Describe how the By special notification on Kay 24, 1974,
Committee on Appropriations of Congress was informed of AID's intent
the Senate and House have been to finance this project at a level
 
or will be notified concerning of $10 million.
 
the activity, program, project,
 
countpy, or otheroperation to
 
be financed by the Loan.
 

69. 	 APP. s 601. Will any loan funds No. 
be used for publicity or 
propaganda purposes within the 
United States not authorized by 
the Congress. 
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70. MMA s 901.b FAA 
s 640 C. The Loan Agreement will
(a)Compliance with requirement 
 provide for compliance
that at least 50 per centum of 
 with the 50% U.S. flag
the gross tonnage of commodities 
 shipping requirements.
(computed separately for dry bulk

carriers, dry cargo liners, and
tankers) finaiced with funds made

available under this loan shall

be transported on privately owned

U.S.-flag commercial vessels to
the extent that such vessels are

available at fair and reasonable 
rates.
 

(b) Will grant be made to loan Considerationrecipient to pay all or any will be given
to making such a grant availportion of such differential 

may 
as able if a situation shouldexist between U.S. and

foreign-flag Nessel rates? 
arise wherein a differential 
is substantial. 
At this time,
 
however, no such situation
 
is anticipated. 
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SUBJECT: RURAL ENTERPRISE IRR -r 

Is DAEC REVIEWED AND APPROVED SUBJECT IRR ON APRIL 20 SUBJECT
TO THE FOLLOWING COMMENTS AND GUIDANCE ON PREPARATION OF CAP.
DAEC FOUND RURAL DEVELOPMENT FOCUS OF IRR CONSISTENT WITH
CONGRESSIONAL PRIORITIES FOR A.I.D. ASSISTANCE AS SET 
FORTH
 
IN THE FAA.
 

2, CAP SHOULD DESCRIBE THE EXPERIENCE GAINED UNDER LOANS f5'
AND 053, INCLUDING (A) AN ANALYSIS OF THE SUBLOAN INTEREST
RATES, GRACE PERIODS, AND REPAYMENT TERMS; THE CHARACTERISTICS
OF THE BORROWERS, E.G., 
SIZE OF ELIGIBLE FIRMS, PRODUCTS OR
SERVICES WHICH THEY PROVIDED, ETC,; SOCIO-ECONOMIC GROUPS
BENEFITTED UNDER BOTH PROGRAMS; AND THE FEASIBILITY OF USING
THESE RESPECTIVE PROGRAMS AS MODELS/PROTOTYPES FOR THE NEW
PROJECT, (B) AN EXPLANATION OF THOSE CONCEPTS/APPROACHES/ELEMIENTS OF
THE TWO EXISTING PROGRAMS WHICH WILL BE INCORPORATED INTO THE NEW
PROJECT, AND 
(C) THE MANNER IN WHICH THE LATTER WILL BE EFFECTED.
THE BASIS FOR THE PROPOSED ALLOCATION OF PROJECT RESOURCES TO THE
COMMUNITY DEVELOPMENT AND THE RURAL ENTERPRISE ELEMENTS SHOULD ALSO
BE THOROUGHLY DISCUSSED.
 

3. THE CAP SHOULD CONTAIN A DEMAND ANALYSIS TO JUSTIFY THE SIZE AND
SCOPE OF THE PROPOSED PROGRAM. MAJOR ELEMENTS TO BE COVERED IN
DEMAND ANALYSIS WOULD LIKELY INCLUDE: (A) A DETERMINATION AS TOWHETHER LATENT DEMAND FOR CREDITS TO RURAL ENTERPRISES EXIST3,IF SO, WHY THIS DEMAND HAS/IS NOT BEING SATISFIED; 
AN
 

(B) AN ANALYSIz
OF THE IMPACT OF INTEREST RATES, GRACE PERIODS, AND PAY-BACK
PERIODS ON THE LEVEL OF PROJECTED DEMAND FOR 
 THE TYPE OF CREDITSPROPOSED; (C) A SURVEY OF THE POTENTIAL DEMAND FOR RURAL ENTERPI.SEAND COMMUNITY DEVELOPMENT CREDITS IN THE AREAS IN WHICH THEPROGRAM WILL BE OPERATING OUTSIDE THE EARTHQUAKE ZONE, AS WELL A3 APROJECTION OF ADDITIONAL DEMAND IN THE EARTHOUAKF ZONE. SINCE THELOAN IS INTENDED TO EXPAND THE 
SMALL ENTERPRISE/COMMUNITY DEVELOP-
MENT PROGRAMS OUTSIDE THE ZONE, 
NO MORE THAN 1/3 OF THE TOTAL
PROPOSED LOAN AMOUNT SHOULD BE AVAILABLE FOR THE EARTHQUAKE
 
AREA.
 

FORM FS .4124-"4
 

http:ENTERPI.SE
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4. SIBPROJECT ELIGIBILITY CRITERIA. THE CAP SHOULD DEFINE THE TARGET
GROUP AND INDICATE HOW CREDITS WILL BE LIMITED TO THIS GROUP 
(I.E.,
THOSE ENTREPRENEURS WHO HAVE NOT GENERALLY HAD ACCESS TO CREDIT 
UNDER PREASONABLE TERMS AND CONDITIONS); ESTABLISH THE PROPOSED

SIZE LIMITS OF BORROWERS FOR SUBLENDING; AND OUTLINE THE SPECIFIC
STANDARDS FOR EMPLOYMENT GENERATION, VALUE ADDED AND INCOMEDISTRIBUTION EFFECTS EXPECTED FOR RESPECTIVE SUBPROJECT CATEGORIES. 

5. CAP SHOULD DESCRIBE THE TECHNICAL AND MANAGERIAL OPERATIONS ANDFUNCTIONS NECESSARY TO THE SUCCESS OF THE PROJECT AND ASSESS THECAPABILITY OF THE IMPLEMENTING AGENCY, AS MEASURED BY THE NUMBERS,TRAINING, EXPERIENCE, AND PERFORMANCE OF ITS PERSONNEL, TO CARRYOUT THESE FUNCTIONS. THE CAP SHOULD IDENTIFY ANY STAFF ADDITIONS
JUDGED NECESSARY TO INSURE THE PROGRAM IS CARRIED OUT IN A TIMELYAND EFFICIENT MANNER. THE CAP SHOULD ALSO CONTAIN A PROJECT IMPLEMEN-TATION PLAN SHOWING, INTER ALIA, THE TIME REQUIRED TO ACTIVATE THEPROGRAM OUTSIDE THE EARTHQUAKE ZONE. 

6. THE QUESTION OF APPROPRIATE SUBLOAN INTEREST RATES SHOULD BECAREFULLY CONSIDERED. ANALYSIS OF PREVAILING RATES FOR SIMILAR SUB-
LENDING IN OTHER SECTORS SHOULD BE INCLUDED. IF CONCESSIONAL SUB-LENDING RATES ARE PROPOSED, CAP SHOULD ESTABLISH WHY SUBSIDIZED RATESARE PREFERABLE TO RATES APPROACHING COMMERCIAL MARKET RATES, WHY
SUBSIDIZED INTEREST RATES ARE PREFERRED OVER OTHER FORMS OF LOANCONCESSIONS (LONGER TERMS - GRACE PERIODS) , AND WHETHER THE BOR-ROWERS WOULD LATER BE ELIGIBLE FOR, AND ABLE TO USE, CREDITS OF
PREVAILING MARKET RATES. CAP SHOULD ALSO CONTAIN A FULL DISCUSSIONOF THE PROPOSED INTEREST RATW SPREAD AND THE USE OF THIS SPREAD BYTHE VARIOUS ENTITIES INVOLVED IN PROJECT IMPLEMENTATION. 

7. CAP SHOULD, INTEK ALIA, DESCRIBE EXTENT TO WHICH PROJECT WILL
CONTRIBUTE TO MEETING OBJECTIVE OF FAA, SECTION 113. 

g. CAP SHOULD CONTAIN AN EVALUATION PLAN, INCLUDING IDENTIFICATIONOF BENCHMARK DAT AND CRITERIA FOR MEASURING PROJECT SUCCESSI E.G.,JOBS CREATED, REPAYMENTS EXPERIENCE, EFFECTIVENESS OF PROMOTIONAL 
WORK; SOCIO-ECONOMIC GROUPS TO BE BENEFITTED1 AND PERIODICITY OF 
PROGRAM REVIEWS. RUSH 

LAR/
 

as aoFORM FS -412N..
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LOAN AUTHORIZATION 

Provided from Development Assistinc ftinds
PERU: Rural Enterprises Develupmnt
 

Pursuant to the authority vested In the Administrator, Agency
for International Development, by the Foreign Assistance Act of 1961,
as 
amended ("The Act") and the delegations of authority issued thereunder, I hereby authorize the establishment of a loan ("Loan") pursuant to Part 
I, Chapter 1 of th. Act 
to the Government of Peru
("Borrower") of not to exceed 
ten million dollars ($10,000,000) to
assist in financing the United States dollar and local currency
costs of a project to 
provide financling 
to rural enterprises in
Peru and to provide technical assistance ("Project"). Up to four
million dollars ($4,000,000) of Loat disbursements will be made
available for that portion of the Project being implemented by
ORDEZA. The remaining portion of 
the ten million dollars
($10,000,000) will be made availabi.. for the portion of the Project to be implemented by the Banco Industrial.
 

I. Interest and Terms of Repayment
 

Borrower shall repay the Loan to A.I.D. in United States dollars
within forty %40) years from the date of 
the first disbursement under
the Loan, including a grace period 
of not to exceed ten (10) years.
Borrower shall pay 
to A.I.D. in United States dollars interest on the
outstanding balance of the Loan at 
the rate of two percent (2%) per
annum during the grace period and three percent (3%) 
per annum there
after.
 

II; 
 OtherTerms and Conditions
 

(A) Goods, services (except for 
ocean shipping) and marine
insurance financed under the Loan shall have their source 
and origin
in Peru and countries Included in Code 941 of
Book. the AID Geographi- Code
Marine insurance may be financed under the Loan only if it is
obtained on a competitive basis and any claims thereunder 
are payable
in freely convertible currencies. 
 Ocean shipping financed under the
Loan shall 
be procured in any country included in A.I.D. Geographic

Code 941.
 

(B) United States dollars utilized under the Loan to
local finance
currency costs shall be made available pursuant 
to procedures

satisfactory 
to A.I.D.
 

(C) Prior to the first disbursement or any
the issuance of
commitment docuiments under the Loan, Borrower shall submit 
to A.I.D.,
in form and substance satisfactory to A.I.D., 
a designation of the
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representatives of the agencies which will be responsible for
 
implementing the Project.
 

(D) Prior to any disbursement or the issuance of any commit
ment documents under the Loan for that portion of the Project being

administered by the Banco Industrial, for any purpose other than to
 
finance technical assistance, or for the procurement of project re
lated commodities, the Implementing Agency shall, except as A.I.D.
 
may otherwise agree in writing, submit to A.I.D., 
in form and sub
stance satisfactory to A.I.D.:
 

(1) evidence of the creation of a Rural Enterprises Develop
ment Fund ("Fund") within the Banco Industrial;
 

(2) a Program Organization and Operations Plan, giving a
 
complete descriptiout of how the Banco Industrial will
 
implement it3 portion of the Project. 
 This Plan will
 
include, but not necessarily be limited to:
 

a) an organization plan showing how Fund activities will
 
be executed by the Banco Industrial, including provi
sions for adequate staffing;
 

b) provisions for sub-project identifications, Fund pro
motion, and technical assistance to sub-borrowers from
 
the Fund;
 

c) a time-phased implementation plan;
 

d) a credit manual containing the rules and regulations
 
governing the Fund.
 

(3) evidence of the availability of sufficient budgetary re
sources 
to make the Banco Industrial's contribution to the
 
Project.
 

(E) Prior to any disbursement orthe issuance of any commit
ment documents under the Loan for that portion of the Project being

implemented by ORDEZA, the Implementing Agency shall, except as A.I.D.
 
may otherwise agree in writing, submit 
to A.I.D., in form and substance
 
satisfactory to A.I.D.:
 

(1) a Program Organization and Operations Plan giving a complet
ed description of how ORDEZA will implement its portion of
 
the Project. 
 This plan will include, but not necessarily be
 
limited to:
 

a) a description of how Loan funds will be administered
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within the Rural Community Develcopment Project and
the CRECE Business Assistance Fund presently
administered by ORDEZA and financed under A.I.D.
Loans 527-L-052 and 527-L-05?, respectively;
 

b) 	 provision for the deposit in the Fund of principalrepayments and interest payments derived from sub
loans made with Loan funds; 

i) provisioris for adequate staffing to assure proper
implementation of the 
additional resources provided
under the Loan 
to 	ORDEZA's existing projects;
 

d) provisions for technical assistance to sub-borrowers; 

e) a time-phased implementation plan; 

f) 	a statement of the rules and regulations governing
the use of 	Loan finds; 

g) an analysis of sub-lending interest rates for the
Rural Community Development and CRECE Fund Small
Business Assistance projects.
 

(2) evidence of the availability of sufficient budgetary resources to 
make ORDEZA's contribution to the Project.
 
(F) The Loan shall be subject to such other terms and conditions as A.I.D. may deem advisable.
 

Administrator 

Date : 
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Date of 
Not Institution PrcJect Approval Amount 

14 Cooperative "Artesanos Addition to 05/03/74 $ 3,456
 
Unidos de Chavin, Loan No. 3
 
No. 429 Restaurant
 

- Chavin
 

15 San Jacinto de Mita 	 Hog Farm 05/03/74 $ 75,334 
Chicken Farm 05/03/74 $ 41,517 

16 	 Rural Community in Housing, Agricul- 19/03/74 $184,331 
Huasta tural Support 

17 Community of Catac 	 improvement of March '74 $103,686
 
Sheep Livestock
 

$1,149.970
 

Projects to be Approved by July 1, 1974
 

18 Community of Pampas Housing $ 57,603
 

Grande
 

19 Community of Calpe Hog Farm $ 32,258
 

20 Community of Masin Plaster factory $ 18,433
 

21 Community of Shupluy Production of San- $115,207

itary 	facilities
 

22 Community of Anta Hog Farm $ 32,258
 

23 Community of Anta Housing $ 57,603
 

24 Community of Shumay Chicken Incubators $ 8V.Q,
5
 

25 S.A.I.S. Atusparia Alpaca Breeding $ 46,082
 
Centers
 

$440,092
 

Grand 	Total $1,590,062
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Average Loan Amount $ 63,602 

Housing (4) $ 168,311.oo 10,59% 
Mixed (4) 503,001.00 31.63% 
Commercial (3) 81,737,00 5.14% 
Industry (4) 264,524.00 16.64% 
Agriculture (40) 572,487.00 3".00% 

$1,590,062.00 100. 00% 
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New ibru r.onths 

Type Cop Bank Term Grace 


Expensic 


NC C 66 6 


NS C 63 3 


S X B 72 12 


C X B 54 6 


NS C 84 1Z 

Ni C S4 6 


NI B 120 12 
"I B 10; 12 
1 X B 9f 6 

NI B 56 6 
Ni B 7? 12 
C X a .; 3 

NI B '4 12 
NI b 84 4 


Gross 

Loaned 

Soles 


400,000 

50,000 


700,00 

90,000 


1,650,000 

205,000 


(l,4
2,000..€100 

2,000.00' 

1,065,3G0 

700,000 

300,000 

225,000 


1,210,000

100,000 


_ 

61,291,534
61,91,$34 


C OOD 
thare Fund
 
OS Do11rs
 

8.293.76
 
!0,373.4.
 

14,522.8.
 
1,867.22
 
34,23237
 
4,253.11
 

93."X
 
41,93.7,
 
22,126.56
 
14,522.82
 
6,224.07
 
4,668.01
 
Z5103.13
 
2,074.69
 

-
1,271,606.60
 

Borrower Business New 
Job 
-Jsns 

Andras 3arrlentos Anahua grocery store 3 

Maximlliano Pastor La Rosa poultry slaughter- 4 


Hugo D.Murv Cabrejos 

Marcelina Lopez Espinoza 
Harc,: La Jara Habitch 
Olga Belcazar Ramir-: 

u '-, S.lta"btltidos 
oir Chanc yCcrc'allzadra 
LAciole H.Vda.de Caballero 
liernan Ztiiga Zanora 
Fogello benltez Ponce 

Lourdes de Patroinlo 

Maximo & Jorge Adrian 

Tomis Heno=troza Z. 


!z
 

ro
 

hoo: e
 

e-:p.sr.Stat1'L 7 

"
 

exp.grocery ster - I 


laundry 22 

read. made cl-,rhe; 4 
worl,.shrp 

sdus.,:4c fic'-ry 12 
tomato sauce mark. 9 
exp.plaster fIactory 3 
tricvle assembler 10 
Furnitue FZcLory 3 
exp.')onkstore i 
Ceramic shop 6 
working capital for 1 

workingcapitalfor
 

auto-body workshop 


674
 

http:H.Vda.de
http:1,271,606.60
http:2,074.69
http:Z5103.13
http:4,668.01
http:6,224.07
http:14,522.82
http:22,126.56
http:4,253.11
http:1,867.22
http:8.293.76
http:2,000.00
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EiVIRONMENTAL CONSIDERATIONS 

1, In considering possible adverse effects oncould result from pro jets 
the eviror ent ,hll.:h

financed by thil 
 loan, it is notedthat the industriec and services to b., developed will be smalland widely scattered. Careful coisiderati.n e these factorL,in relation to the enviror,.ientai character of thebenefited by areas to bethe Loan, directs one to the ,onc-uslon tha7,there will be very !lItle 3r no resul:ant effects. 
2. Implic,.ticns of po:-sib]e o:fecto ,iithe enviro!-,nejt wildiffic, IL to assess, be

lowe"Cr,
prcbeis which 

to ensure control over .:tentialcould arise -. individual pv"Djects uide. theloan., the cr1 'eria for proj--.t selection wll include, amongother things, :.cequJrc.z'-c that before ea:.h project s
approved a deteLi,naTion w'i. be made that it will navesigif.lcant noadverse environmental effects. 
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GOP Economic Restricturinp. Pro'ram
 

Shortly after coming to power in 1968, the 
current Military Governme.nt establisted a Long Term National Development Strategy which contained the following three broad permanent national developrnt goals:
 

1. Formation of 
a more just society, without privileges, devoid
of economic, social, political, and cultural marginalization

or discrimination, which provides growing possibilities for
achieving maximum development of human capacities and for

evolving an authentic national culture.
 

2. 
 Accelerated and self-sustained development, generated primarily
by tne 
Internal potential of the country through a regionally
and sectorially integrated productive stracture, zharacterized
 
by a ,tutste'it'aL Increase in 
internal production, greater

efficiency In the 
use *f human and natural resources and
 
better use of 
the national land baso.
 

3. Strengthening of the national sovereigny which implies a dr-isticreduction Inrthe existing conditions of general dependency and
economic vinerability, guaranteeing national control thecounti'yis over 
Internal resouicas, modif.ing the traditional scheme
of international ,conom!: relations, 
and strengthening thL
contribution of the external sector in accordance with national
 

development p:l icy.
 

To accompllsh these goals, the GOP has embarkcd upon a vigorous

pr- gata of economic and social 
structural change w! "ch will completelyrefo)rw ton: economic and social bases of the c,)unktty. This program isot-ing Implemented through a series of reform laws whic are described
 
below.
 

."jraridn Reform 

The agrarian reform progra: seeks 
- ra1k.icl change in the land 
Lerure
pattern of Peru and the 
full Incorpotation of soute 
eight million landless peasants 
into the economic and 
zncia' life of the country. When
the present admfnlstratlor- took 
over in 1968, one pcrcent of the lrn(
ownier-- cuntrolled 14 of the 15 
mi!lijn hectare3 of cl ltivable landavailalle, leaving I million hnctares to a:1 other land owner;.Agrarior, reform law: enacted by pr v),.is auministrat in: h d beci evaledby the large land owners, who thereby kad retaln.1 both pol itical andeconomic power. One of t!e current administratijns first actions wasto enact i, comprehensive agrarian reform !nw, which 1, has since
vigorously Itplemont e d . 
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To COPS with problems arising fromagriculture (coast, sierra and jungle) as 

the great diversity of Peruvianimplementing the ,ell as 
the complexities of
new law, the GOP created the Center for Investigation
and TraininF of Agrarian Reform (CENCIRA).
responsibility for folging a new image of the reform, for changing the
 

This Center was given
amentality of the bureaucrats through continuous training,
"campesino,, slipport for promoting

of the Program. 

and for designing viable strategies for implementation
Operating with great autonomy, under the Ministry of
 
Agriculture, 
it 
was able to
salient accompiishment 

forge ahead with relative 
success.
was Its most
of Social Interest (SAIS), 
the creation of the Agricultural Societies
a quasi-cooperative 


model designed to

operate the large privately owned livestock estates which had been

expropriated in the highlands. 
 CENCIRA together with other govern
me;ntal agencies has continued its functions, emphasizing training and
 
research as 
pre-requisites for successful 
long-term Implementation of
Agrarian Reform.
 

Prior to 
the enactment of the Agrarian Rqform Law the majority of

expropriated lands had been transferred to 
 comu-,, os,1private and communal ownership callec in a mix of
"cooperativas de
parcelaria, (integrated parcelsfcooperatves) integrac 6
for 10% of the lands in a community 

This model provided
to be operated as
production cooperative while an agricultural
owned. the remainingOver time, 90% were to be Individually
the Agrarian Reform had set out to 


this model fostered precisely the conditions which

lineconomic land holdings. 

correct, i.e. minifuodia 
or small,
In th, light of
COP turned to cooperatives. these developments, the
The SAIS are also operated as
agricultural production cooperatives. giant
 

cooperatives and SAIS disclosed the existence of 


An evaluation made in July 1972 of both agricuLural production

problems. 
 It seemed that these units were 

sE.'eral disturbing

enjoying a quas!-capitalistlc becoming isolated enclaves
environment while areas
adjacent were economically and socially stagnant. 

immediately

pointed out the need for decentralization The evaluation als,
order to accelerate of authority from Lima Inthe reform so asNational Development Plan. 

to achir -) the gjals of the
 an It also Identified the need for applying

integrated approach which would achieve njt only a more
distribution of income but also the active Involvement of 


equitable
 
"campesino,, in the dec sion making process.
 

-he
 

The strategy being testedcontemplates and planiedthe establishment for future ,ipiIcat1.,nof Integrated(PIAR) in each Rural 5CuL.-1en,nt'Pzof Peru's 12 Agricultural ;ject.,seeks to provide Zones. Thefull employment PIAP strat.igy
nomically to "campesino,,viable enterprises by developlilgwhich ecUare Functionally Integr.ted Within 



Annex K
 

Pa'i't 3 nI I j 

themselves as well 
as with Regional Development plans. 
 Plans for
1973-1974 call for establishment of 26 PIARS,'213 enterprises,
covering 990,969 hectares 
to benefit 52,760 families, and the
generation of 307,800 new jobs by 1975.
 

Measured against the medium term objectives laid out in the
National Development Plan (1971-75) of affecting 9,000 estates and
expropriating 10 million hectares; progress attained as 
of 3fl April,

1974 was as 
follows:
 

6,044 estates have been affected;

5,804,409 hectares have been expropriated. 
 Of
 

Yhese actual transfers of land have
 
been carried out 
on 4,475,996 nectares
 
benefiting 187,228 families.
 

It should be pointed out that these have 
oeen selective expropriations on 
the most modernized and productive land2 
in Peru.
 

While the Agrarian Reform program poses primarily a political
problem, the irmpact 
on production and the enormity of 
resources
required to maintain the pace set 

Plans 

forth under the National Developmentadd substantial complexity to its implement3ton.confident that The GOP Isthe change from private to collective tenure of lands
will result in a substantial 
increase in production in the long run.
It realizes, however, that turning expropriated farms Immediately to
collective exploitation may raise havoc with production.a To avert suchdevelopment It has retained the farm management F:! ucture Intact until
new managers are 
trained to tale 
over. 
 It has als,,'pi)ofntad professionl managprs to adminisLer large hoJdnos.
 

The GOP is seriously trying to 
:.pe with the problms whichfrom implementation stem-F such an ambitijus progiimto respond and Is attemotiitgwith a co',.:a',ible degree of wagirnation ".,!'h alternativesolutions. 
 These, how(-ver, are thefor mos' pa,:' untried and not easy
to implement.
 

Industrial Reform 

The GOP Is effecting a radical tri."sformation
Industrial of the country'ssector which, when completed, will leave fe.,, remmants ofthe previous structure. The now structu-.e will emphasize State andcooperative forms of ownership and control, wlth the purely privatesector encompassing only the very small business ad com;.:c!al

establ ishments. 
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To this end, mechanisms have been established:
 

a. To Involve the State much more in the activities of the 
industrial sectors, with ownership as well as now forms of
 
control;
 

b. to spre.;d ownership and the income flowing from the sector
 
more widely amongst the population (workers);
 

c. 
 to channel resources to those industries considered as
 

priority (essential) industries;
 

d. to lessen dependence on foreign sources.
 

The new structure of the industrial sector will consist of the
 
following sub-sectors:
 

a. those industries reserved for the State, including all 
of
 
the "basic" Industries such as 
steel, cement, paper,
 
manufacturing, etc.; 

b. the reformed private sector, which involves a 
50-50 mix of
 
private (corporation or individual)/worker ownership and
 
management;
 

c. the social 
property sector, involving social ownership and
 
management;
 

d. 
 the purely private sector, encompassing smol scale 
industry
 
and commerce.
 

The major chjracteristics of 
these rub-sectors are 
as folluw;:
 

State Sector.- This involves 
complete cwnershIp and management by 
the
State of all 
the "basic" industries. 
 .,11 firms currently operatingwithin these industries, including foreign firms, 
are required to enter
into agreements with the State which provide for their purchase by t.N,State. When agreement cannot be reached, the firm will be expropriat,J. 

Reformed Private Sector.- All firms employing more 
than 5 workor'.must establish an "industrial community" ct the empl oyees of the flIi.
At tho end of each year the company must distrilJto shares It, bothownership and management to the community ntil 
 it reaches 50% partlci.
pation. These communitie; Include all 
the employees of the firm,

including the 
management employees, and cut acros all 
other workers$
 
orr,-nlzatlons In the 
firm.
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The Idea of the industrial community concept Is to 
provide the
worKers of the firm, and thus of the Industrial 
sector, with ownership
In the firm and therefore 
with some role in the decisions which affect
them through their proportionate representation on the Board of
Directors. 
The philosophy underlying this concept appears to contain
something of the labor theory of value which attributes the creation
of all value to labor. 
With the workers as part owners receiving a
share of the profits, the GOP's goal 
of better distribution of income
is served. 
Also, it is thought that once 
the workers become owners,
labour-management conflict will be eliminated since the workers would
be in conflict with themselves as 
owners.
 

The mechanism works as follows. 
 Every firm in the industrial sector
must establish a "Community". 
Each year the Community receives 10%
of the 
firn's gross profits in cash which Is divided among the members
of the Community on the basis of a formula which considers time of
service, etc. 
 In addition, the Community receives 15% of gross profits
which must be 
invested In ownership In the firm, either in
new or
existing shares, until the Community reaches 50% ownerahip. 
Immediately
upon being established the Community shares in the management of the
company with one member on the Board of Directors, and as 
the portion of
Community ownership increases its representation on the Board increases.
 
As of this date all firms have established Communities as required
by law;however their experience with these Communities has been quite
varied. 
 The rate of acquisition of ownership by the Communities
depends upon the level of profits which varies greatly by firm. 
Regardtng efficiency, some firms have experienced increases in efficiency
through more highly motivated workers, while others have reported little
change and still others, substantial reductions in efficlency. 
Many
managers report excellent relationships with their Communities, while
others have noted considerable interference in decision making by the
CLowmunity representatives.
 

The attitudes of the original owners are equally as 
varied as that
of the workers, with some willing to work with their Communities and
others who want at best to 
ignore their Community.
new private investment had largely stopped, and 
Until recently,


is still slow, although
recovering somewhat.
 

The GOP has announced that the "industrial community" concept is
under study and that some changes will
certain deficiencies. soon be made in it to correct
These deficiencies were not made specific but
will probably include some mechanism of adjustment for the inequality
in worker benefits arising from the varying rates of profit of firms,
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the slow progress being made by some communities in acquiring ownership due to low rates of profit, the problem of channeling the invest
ment of these firms into priority areas, etc.
 

Social Property Sector.- According to GOP plans, the social property
sector will bCcome the 
 predominant sector in the 
industrial structure
of the economy. The organization and functioning of the sector and
the firms within the sector are far too complicated to explain fully
here. 
 However, the basc characteristics include: social 
ownership
and accumulation; formation and management of firms by worker groups;
up to 100% initial financing by the State; preferencial treatment with
respect to 
financing terms and conditions, taxes, exporting, supply
contracts with government entities and on government projects, etc.;
continuous upgrading of workers skills through training and educational programs; continuous technical assistance to 
social property
enterprises; a systen, of preferencial labor regulations unique to the
sector. 
The major governing body of social property enterprises
will be the Geieral Assembly of workers, however the State will play
a strong role in managing the Sector, and to some extent the individual

firms through an extensive hierarchy of regional and national 
com
mission.
 

While there is 
no doubt of the Government's strong commitment
to the Social Property concept or of its intention that it become
the predominant sector of the 
industrial structure, it is anticipated that the sector will develop slowly and will need considerable
 
promotion from the Government itself.
 

Purely Private Sector.- This subsector will consist of small 
industry
and the 
commercial and service enterprises required by the economy.
While a "small enterprise" law Is being developed by the GOP, it is
reportedly 
to be only promotional in nature. 
 Likewise, a "commercial"

law is supposedly being designed by the Government, however, given
the inherent complexity of this sector, this 
law will probably be

promotional in nature also.
 

In addition to these structural changes, the GOP has establish d
a system of industrial priority which it uses 
in allocating resources,
especially investment resources and 
resources devoted to 
importation.

All industries and firms 
are assigned to 
one of four priorities
(Ist, 2nd, 3rd, and 4th) and receive the benefits, obligations,
 
etc., of that priority.
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It is clear from statemensby Government officials that the
State is going to 

other) sectcrs. 

play a very active role in the industrial (and
It has begun programming its takeover of the basic
industries. 
Moreover, all industrial firms, regardless of priority,
must submit annual investment plans 
to the Ministry of Industry and
Tourism (MIT) for approval, which gives the government complete
control over which firms (priorities) are to be permitted
and which are not. to expand
 
foreign exchange to 

Also, firms must submit their request for
import raw materials, capital goods,
goods, etc., consumer
to MIT officials for approval, again giving the GOP
control 
over rates of expansion, etc. 
 Customs rights, 
tax incentives,
credit incentives and other similar benefits vary by industrial
priority with the greater benefits going to higher priority industries.
 

As a result of this system, the GOP is able to encourage those
industries it considers essential to the 
National Interest and to
discourage thnse it considers as non-essential 
(luxury) industries.
This fits well with the GOP's goals of utilizing the national
resources 
to produce those goods and services most needed by the
majority of Peruvians and to eliminiate vastiges of 
rank and
 
privilege.
 

The role of the foreign firm seems to be very
future limited in the
in Peru, not only because of Peruvian legislation, but
because of the Andean Foreign Investment Code to which Peruvian
legislation already largely conforms. 
The GOP has repeatedly said
that it welcomes foreign investment, however only if it contributes
to Peruvian development priorities and goals and if it is willing
to abide by th) conditions prescribed for it. 
IL bhould be noted
that little new foreign direct Investment has entered Peru in the
last few years, except for some large new 
investments by some of the
existing mining and smelting companies (Southern Peru Copper Corp.
and Marcona especially), and some 
investment in oil exploration in
the Peruvian jungle.
 

One can say then that the industr1aL reform Is progressing
towards 
the goals of the revolution. 
Ba~ring any abrupt, unforeseen changes in implementing the reform, the State will
increasingly large direct and indirect role in the 
play an
 

Industrial sector
in the future, resources will 
be allocated within the sector in
accordance with the needs of the majority of Peruvian people (as
determined by the GOP), 
and external dependence will be reduced.
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Education Reform
 

The education reform Legan in 1969 with initial focus being on
the restructuring of the university system. 
This was followed in
early 1970 with the appointment of 
a National Commission consisting
of some 120 leaders in education and other fields to prepare a basic
design for overall education reform. 
The draft of the Reform Law
was completed in early 1971, distributed for public discussion and
suggestions, then reconsidered by the GOP and finally promulgated on

21 March 1972.
 

Basically the Reform is
a strategy, based on a probing and frank
analysis of the performance of all national sectors, and of the
interrelationships of those sectors, for the transformation of the
very fundamentals of Peruvian education, which is to be an 
integral
part of a profund transformation of the economic, social and
political structures aimed at eliminating the inequalities in
Peruvian society.
 

It has its foundation in three major goals: 
 1) education for
development and employment; 2) education for the structural transformation of the society; and 3) education for the self-affirmation and
independence ot 
the Peruvian nation.
 

The Reform calls for change of the educational system 
as a
whole with each part related to and dependent upon the others, and
considers education as a process occuring formally and informally
and from birth to death.., 
for all of thepeople. It is concerned
not only with the learning process itself but also with the factors
that support individual learning capacity, e.g., 
health, nutrition
and family environment. It seeks education for the arousal, development and expression of the intrinsic value of each Individual human
 
being.
 

It challenges all Peruvians to participate in, and to be
responsible for, the content and form of this change, and it calls
for continuous experimentation, evaluation, and revision. 
 It
requires a utilization and rationalization of all 
the learning
resources available within the community.
 

Most important, it is a Peruvian reform, growing out of a broad
consensus 
of the need for change, a product of their own selfevaluation, a truiy national solution to 
their own 
unique problems.
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The structure of the system is to-change from a highly centralized one of public formal education with individual and uncoordinated private and non-formal schools existing in 
isolation,
basically oriented to a limited part of the traditional school-age
population, to a community controlled "nucleo,, structure coordinating
all of the learning resources in each community and serving the needs
of all individuals throughout their lifetimes. 
 These learning
resources are organized according to three different levels:
initial, 
or overall child development; basic education, and higher

education.
 

The most innovative aspects of this structural transformation
are the following: (a) priority attention is given to the 
initial
level education for both children and parents (involving close interministerial coordination on programs); (b) private schools and nonformal programs lose 
their autonomy in the sense 
that they must
serve the "nucleol, in meeting the educational needs of all 
the
members of the community, i.e. several systems become 
one to serve
a common purpos.i; 
(c) movement of students between the non-formal
and formal programs is facilitated at all three levels to 
meet the
needs of individuals as 
they occur; 
(d) arbitrary chronological
sub-divisions of the 
structure are ended, i.e. students would move
from one learning level to another in terms 
of their individual
accomplishment of the objectives required at each level; (e) 
movement of students from each of the three basic levels 
to the other is
automatic for those wishing to continue their learning to the
subsequent level; (f) what was before the upper secondary level 
is
now absorbed into the higher education level; (g) age is irrelevant
as a qualification for learning at any particular level; (h) there
is no longeran emphasis on 
trying to 
get a target group of the school.
age population into formal education programs; and (I) the only
route to 
the university will be through either a formal (ESEP) or
non-formal "vocational training" course.
 

The curriculum is to become more vocationally oriented throughout the system, more 
relevant to Peru's socio-economic development,
and more relevant to all people, ages and regions. 
 Science and
technology will be stressed, and the role of women will be "revalued."
Indigenous languages and cultures are 
to be preserved and the privat:
schools; curricula more "Peruvianized." Self-education is to be
emphasized, and public service is to 
be made an integral part of
the curriculum at the higher level.
 

The teacher is to become a "teacher educator", a manager of the
learning resources in the community and a catalytic agent in awakening 
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abilities of children, adolescents, and adults and stimulating in them
a permanent process of self-development. 
Teacher training then is
to be reformed and all existing teachers retrained. 

The development and production of low cost, high quality
instructional materials 
 in accord with curricula reforms and individual needs will be assured by'the Ministry of Education (MINLID), ;,irl
local development and production of materials will be encouraged.
 

The use of educational teghnology will be improved and expanded
in order to improve 
instruction and expand educational opportunities.
 

The organizatIon and administration of the system at the 
initial
and basic leve's is to be decentralized giving increasing power to
regions, zones and "nucleos". Schools are 
to be run by all the
elements In each community; the MINED will greatly diminish its role
of central control and strengthen its support, service, and technical
assistance functions. 
 The higher level is to be administered by
two groups - one for the undergraduate schools and another for the
graduate schools. 
 In both, however, there will be increased
participation of students and teachers in the governance of the

university. 
Co-ed education will be encouraged.
 

In the area of economics and finance, improved utilization and
rationalization of existing resources are stressed. 
 However, new
sources of reveaue are 
to be explored, such as 
obligatory contributions to education from private firms, tax deductions for individuals and firms who do contribute to education, and community
resources heretofore untapped. 
Students loans will be used to
help expand educational opportunity. 
National expenditures in
education will be directed more towards the underprivileged social
sectors and geographic areas of the country. 
 The financing and
budgeting processes 
in general are 
to be greatly impruved. Continuous analysis and planning are essential support features of the
system and research is primarily to be directed at studying the
process of education as 
such and at generating data useful for
 
implementing the Reform.
 

The major conceri critical to successful implementation of the
Reform is the lack of adequate human and financial resources 
to
carry it out in the time frame established which may lead to its

distortion.
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Mining Reform 

Peru's mining reform when fully implemented will result in
substantial State ownership and full State control
exploitation of the country's mineral 
over the
 

resources. 
Also, the
marketing of all mineral products will be accomplished by
a State Trading Board.
 

The cardinal purposes of this reform are to
country control regain for the
over its mineral resources and
cacious use of these 
to make more effi.
 resources 
in meeting the
the Peruvian people. 

most urgent needs of
Some of 
the more general goals of the
"revolutions 
are expected to be served by the reform also, e.g.,
lessened external dependence and redistribution of 
income.
 

To effect its reform, the GOP caused all 
unexploited conces.
sions to revert to the State (with the important exception of
Southern Peru Copper Corporationts Cuajone concession which was
declared to be outside the reform), declared all mineral resources
to be the property of the State, and reserved to 
itself the right
and responsibility of marketing all mineral products.
domestic and foreign, thit 
Those companies,


were working their concessions were
permitted to continue;, however their invesLments plans, sales, etc.,
must be approved by the State. 
 Southern Peru Copper Corporation
was required to have its "plan" for exploiting Cuajone approved by
the Government, and any default in meeting that plan could be cause
for its reversion 
to the State.
 

The "community" concept has been extended to the mining sector
and each mining company is required to have its community. 
The
general purposes and goals underlying this concept are
as the same
in the industrial communities,however the details vary somewhat.
 

The Government's progress 
in developing these urworked conces.
sions has been slow. 
Since It does not have the resources
develop these concessions, to
 
technical assistance. 

it has been seeking sxternal financing and
Work has begun on 
the Cerro Verde concession which is being developed under contract by British and Canadian
firms in cooperation with Minero-Peru, the Peruvian State mining
agency. 
Some interest has been shown by foreign firms and governments 
in developing other concession also. 
Southern Peru continues
to meet 
its schedule with Cuajone, and so far existing companies
appear to be operating under the reformed conditions without too
many difficulti(s. 
The Government has not rushed to exercise its
"rights" with respect to the commercialization of mineral products.
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Peru's mining reform probably will provide the country with

additional priduction of mineral products earlier than if the reform

had not been forthcoming simply because the previous concessionaires
 
would probably not have begun exploiting their concessions. With
 
good management, this reform could make a very important contribution
 
to the attainment of the economic and social goals of the Peruvian
Irevolution's
 

Telecommunications Reform
 

The telecommunications reform is probably one of! the most

important of Peru's social and economic reforms. 
Tb. principal

idea underlying the reform is to preserve and to nourish Peruvian
 
culture, or stated oppositely, to prevent the "alienation" of the
 
Peruvian people, especially the youth.
 

In carrying out this reform the government has taken ownership

and control of the country's television stations, and has begun

the progressive "Peruvianization" of TV and radio programming.

It is unclear at this time how far the GOP intends to extend its
 
influence over the dissemination of information, etc., 
within the
 
country, however, there is no doubt of the potential seriousness
 
of this reform.
 

SINAIHDS (National System of Support to Social Mobilization)
 

SINA4)S, established in June 1971 but not active until its

organic lLw was promulgated in April 1972, was created to stimulate
 
support fo, the reforms of the Military Government by building a
 
network of grass-roots organizations to institutionalize the reforms

sought by ta revolutions and to bring about social democracy with
full participation. It operates on two major fronts: 
the political,

wherein it fosters the involvement of marginal groups in planning

and implementing national 
programs, and the economic, wherein it
 
creates mechanisais and institutions to provide a means 
through

which low income groups can exercise ownership and control of avail
able resources.
 

This strategy seeks to organize the 
population at the provincial

level by creating self-managed institutions to attain political and

economic objectives. It 
is expected thct these institutions, over
 
a period of time, will become the 
core of local governments. This
 
principle could be gradually applied at successively higher levels

within the government until 
it reached the national level.
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SINANOS brings together eight formerly independant agencies andthirtcan de-partment:al corporations, with its Chief holding cabinetrank. T date it: has made relatively little progress toward the
initial ooiectives of consolidating disparatc 
.rganizational elements
into a cohesive whole. 
 It is trying to dec,,ntrclize actieons to 
its13 regional offices as a means o ,Ing power to the peopic and of
stimulating their support. 
 Its ma... thrust n- .he time being liesin continuing community infrastructure project:; for which Itinherited both funds and staffing from the National Office of Com
munity Development.
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IMPLEMENTATION PLAN 

The 	following is 
an elaboration of the Implementation Plan
contained in Section VI of the CAP, and represents USAID's
present judgment on what Implementation Letter No.1 will
 
contain.
 

A. 	Execution
 

The following schedule estimates the timing for the critical
 
project events:
 

Event 

1. 	Authorization of Loan; 

Date event completed

after which 
 June 21, 1974


draft, prepare fo: negotiating loan
 
agreement
 

2. 
 Termination of Negotiations and Signature

of Loan Agreement 


August 1i, 197.;
- prepare Implementation Letter No.1
3. 	Implementition Letter No.1 Issued 
 September 1, 1974
4. 	Satisfaction of Initial Ccnditions Precedent
to Initial Disbursement L% 9orrower 
(Ministry 
 September 15, 1974
of Economy anj Finance)

A. Opinion of Borrower's legaA 
counsel.
 

B. Designation of Borrower's representatives
 
(Implementing Agency Rcpresentatives);
 
supporting documentation.
 
(Implementing Agencies 
- Banco Industrial,

ORDEZA, can proceed to contract for Tech
nical Assistance to themo.[: yes with 
 fi
nancing under the loan, e.g., 
full time
Project Advisor, and for initial commodi
ty and vehicle procurement as approved by AI j
5. Satisfaction of Conditions Precedent to 
 November 1, 1974


Disbursement of Loan Funds
 
to the Banco lidustrial
 

A. 	Evidence of the creation of a Rural Enter
prises Development Fund within the Banco
 
Industrial for the Program.
 

B. Evidence of sufficient budgetary resource&
 
to make the Banco Industrial's .ontribution
 
to the Project.
 

- for capitalization of the Rural Enterpri -s
 
Development Fund.
 

- for additional personnel and operating
 
expenses as required for the Project.
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C. 	 Program Organization and Operations Plan,
 
Rural Enterprises Development Program.
 

A complete description of the prociram aiid the 
manner 
in which the sub-project activities will
 
be carried out, including evidence of the Bank's
 
authority to work with Commerce and Service type
 
business and the following:
 

1) A Plan will be prepared, satisfactory to AID,
 
setting forth the organization, criteria and pro
cedures to be followed in carrying out the Rural
 
Enterprises Development Program. 
The Plan will
 
include but not be limited to, the following:
 

- The proposed administration of the Program within 
the Banco Industrial's existing institutional
 
structure, allowing a maximum of decentralization
 
of responsibility and authority for Program execution
 
from the Branch or Field offices.
 
- The proposed staffing of the special Program unit,
 
to include sufficient professional, technical, and
 
auxiliary personnel to ensure the Program will achieve
 
the 	following objectives:
 

a) Project Identification The Program will identi
fy, promote, and develop projects, and carry out
 
studies and investigations searching for new in
vestment opportunities for either community or
 
individual enterprises.
 
b) Promotion The Program will carry out an active
 
program of promotion or publicizing of the benefits
 
of the Program, both the technical assistance as
 
well as the financidl assistance, to reach the
 
target group in the priority areas selected. The
 
means of achieving this may include some or all of
 
the 	following:
 

- publication and distribution of descriptive lite:a
ture about the program -- credit manuals, pamphlets,
 
brochures, flyers, newspaper articles,etc.
 

-
meetings or seminars, con.ferences with business
 
groups, campesino organizations, social organizations,
 
etc.
 
- personal visits to clients
 
- radio, television
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c) Technical Assistance Provide or arrange for

technical assistance and advice or counsel to
small businessmen and community enterprises (in

industry, commerce, or service activities) in
regard to technical, economic, financial, accounting, administrative and other aspects of those

businesses, with the objective of solving or overcoming those elements of their operations which
compromise or restrain their efficient operation

and development.

d) Traininj Determine either in house, or under
 
contract with an outside entity (eligible for

Loan financing), those common deficiencies and
technical and administrative problems of the
small businesses assisted by the Program.Arrange

training courses, or seminars designed to rectify
those problems of clients which can be effectively

treated through group training programs, such as
basic accounting, business -mnagement, cooperative

management, marketing advice, sales, promotion,etc.

For those businesses needing special training,
arrange to deal with the problem on an individual
 
basis.
 

The Plan will also include:
 

-criteria and methods for selecting projects,including

measures to obviate any discrimination against women
 
or minority groups.


-procedures for financing (application; approval)
 
-terms of repayment
 
-collection methods
 
-procedures for procurement and delivery of goodr

financed under the loan.
 

-control, inspection and follow-up of pro-'>cts

-system for evaluation of the Program's atctivities
-accounting system to be used for funds prvviied
 
under the loan. 

-provisions to consider environmental effects of suh-rr- .2) Annual Time-Phased Implementation Plan. Also tr- be
included will be a twelve-month time-phased implementation plan for carrying out the Project, and an 
%st2imafed implementation projection for the following twentyfour months. 
This Plan will give starting and termin-il
dates of activi'_ies, personnel, training, technical
assistance, and equipment required, prcjected disburse
ment, and projected costs for these activities showing
the source of funding and source of goods anu services.
Presentation of these activities will be by bar charts,
critical path methods or flow charts, as approprite.
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3) Operations Credit Manual.' The Plan will indicate
 
how a credit manual designed to be easily distributed
 
and iead will be developed to govern the operations
 
of the Fund and will include, among other things, the
 
rules and regulations established by the Banco Indus
trial, and approved by AID, governing participating
 
financial agencies, eligible sub-borrowers,conditions
 
of sub-loans, methods of approving sub-loans, and
 
rules for general operations of the Fund. These
 
rules shall include, but not be limited to, the
 
following:
 

a) A participating financial agency may be any
 
banking institution, credit cooperative, or
 
credit union established within the selected
 
priority areas for the project, or which has
 
devised a method of operating with the Fund which
 
is acceptable to the Banco Industrial and AID, and
 
which undertakes to finance from its own funds
 
not less than 10% of each sub-loan handled by it.
 
The local bank will receive the normal rate of
 
interest allowed under existing legislation on
 
the portion of the sub-loan financed by it, and
 
a reasonable fee for the expenses of administra
tion and collection of the balance.
 
b) An eligible sub-borrower may be any person,firm,
 
association or cooperative residing in the Project
 
Area, engaged in industiy, service or commerce
 
activities, which does not have acces% to credit
 
on reasonable terms and conditions for an other
wise desirable project. Specific sub-project
 
eligibility criteria to be met are: employmLnt
 
creation benefits, value addej, profitability,
 
dependence on locally produced inputs, consisten
cy with GOP development plans. In addition, all
 
sub-projects must be approved by Local Financial
 
Intermediaries and the Banco Industrial.
 
c) Sub-loans may be made for the acquisition or
 
repair of capital goods to expand or improve
 
production or services, and for working capital.
 
Sub-loans may be made for terms not to exceed 8
 
years, with grace periods of not mcre than 2 years,
 
and wiil bear interest of from 6 to 13% on the out
standing balance (see section of CAP on,Interest
 
Rates).
 
The assets acquired with tha proceeds of the sub
loan will be pledged as zecurity for the repayment
 
of the sub-loan; no other guarantees will be
 
required.
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d) The participating financial agencies and the
Banco Industrial will approve the sub-borrowers'
applications 
on the basis of their compatibility
with the project criteria.
e) Among 
other rules for the operation of the
Fund will be those governing the
ments use of repayofprincipal and interest earned by the
Fund, the handling of uncollectible 
accounts,
duties of the administrative and technical
assistance staff furnished by the Executing
Agency, an 
 such other matters as may be required
for the proper operation of the Fund.
6. 
Satisfaction of Conditions Precedent to Disbursement of
Funds 
 November 1, 1974
to ORDEZA for the Rural Community
Development Fund and the CRECE Fund Lctivities.
 
A. Program Organization and Operations Plan. Rural
Community Development project and CRECE Fund Small
Business Assistance Project. 
A complete description
of both projects and the manner in which the project
activities will be carried out, to include:
 

- evidence of sufficient COP budgetary support to
ORDEZA to commence and continue the project activities during the life of the project;
additional personnel and operating 

for
 

expenses as
 may be required.
 

1) Proram Oranization and Oeratioris Proposal 
A
Plan will be prepared satifactory 
to 'AID,
setting
forth the organization, critrria and procedures to
be followed in carrying out the Rural Community
Development Project and the CRECE Fund Small Business Assistance Project. 
The Plan will 
indicate,
but not be limited to, the following:
 

-
The proposed administration 
of the Progran within tYhe Implementing Agency's existing institutional
 
structure.
 - Provision for reflows of principal and interest payments of the additional 
resources provided under
this Program to be deposited to the Rural Enterprise.
Development Fund to be administered by the Banco
Industrial.
 

- T'ie proposed staffing for both Program activities,
to include sufficient professional, technical, and
auxiliary personnel to ensure the Program wil
achieve the follcwing objectives:
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a) Project Identification 
The Program will identify,
promote, and develop projects, and carry out ,tucIiI,.;
and investigations searching for now inventm(.,It
opportunities, for either community or indiviI11h,1l
enterprises.
b) Promotion The Program will carry out an active

effort of promotion or publicizing of the benefits
of the Program, both the technical assistance as well
as the financial assistance, to reach the target

group in the priority areas selected.
 
c, Technical Assistance Provide or arrange for the
provision of technical assistance and advice or
counsel to small businessmen and community enterprises (in industry, commerce, or service activities)

in regard to technical economic, financial, accounting, administrative and other aspects of these businesses, with the objective of solving or overcoming
those elements of their operations which comprise or
restrain efficient operation and development.

d) Training Determine either in-house, or under a
contract with an outside entity that could be financed
under loan TA funds, those common deficiencies and
technical and administrative problems of the small
businesses and community enterprises assisted by the
Program, organize or participate in training courses,
or 
seminars designed to rectify those problems 
of
eligible small businesses which can be effectively
treated through group training programs, such as basic
accounting, business management, coope(.ative manage
ment, marketing advice, sales, promotion, etc.
For those small businesses or community enterprises

needing training in
a field not common to others,
arrange to deal with the problem on an individual

basis 
(e.g., setting up, organizing, arranging, for
the individual to get the assistance or 
training

required.)
 

This Plan will also include:
 

-
A three year projection of project development and

sub-lending by type of project and by geographical

distribution.
 

-
Criteria and methods for selccting these projects,
including measures tc obviate any discrimination

against women or minority groups.


-
Procedures for financing including terms,collection

methods, provision for adequate maintenance and
 
follow-up, etc.
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-
Provision to consider enviromental effects of
 
SUb-projects.
 

- Inspection/follow-up of these sub-projects-
System for evaluation of the Program's

activities.
 

2) Annual Time-Phased Implementation Plan. 
Also to
be included will be a twelve-month time-phased

implementation plan for carrying out both the Rural
Community Development and the CRECE Fund Small Business Assistance Projects, and an implementation plan
4stitAting project activities during the following

twonty-four months.

This Plan will give starting and terminal dates of
activities, personnel, training, technical assistance,
and equipment required, and projected costs-for these
activities showing the source of fundin7 and source
of goods and services. Presentation of these activities will be by bar charts, critical path methods or
flow charts.
 

3) Operation Credit Manual. 
The existing CRECE credit
manual governing the operations of the Fund will be
reviewed by ORDEZA to ensure that the Manual includes
among other things, the rules and regulations established by ORDEZA and the CRECE Fund Trustee, and
approved by AID in writing, governing participating
financial agencies (with provision for increasing the
PFI's minimum contribution to the CRECE Fond Program
from 10% up to approximately 25%), eligible 
 subborrowers, conditions of sub-loans, methods of
approving sub-loans, rules for general operations of
the Fund, to reflect any changes resulting from the
new Program Organization and Operations Plan referred
 
to above.
 

7. 	First Disbursement to either the Banco Industrial or 
 Novcmher,1974

ORDEZA.
 

8. Joint Project Review 
 (with ORDEZA and The Bank) 
 April, 1975
 
- general assessment of status
 

9. 	Subject to negotiations between USAID and ORDEZA prior 
 August, 1975
to signing of the Loan Agreement, USAID will seek
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ORDEZA agreement to prepare a plan

in form and substance satisfactory to USAID for the consolidation of the two
 

Funds administered by ORDEZA under Projects 052
 
and 053.
 

10. Joint Project Review 
(with ORDEZA and The 
 Deceiber, 1975
 
Bank)
 

- general and specific assessment, to
 
focus on progess of projects, evaluation
 
of accomplishments, make Program manage
ment recommendations to ensure realization
 
of project goals/targets.
 

11. Joint Project Review 
(with ORDEZA and The 
 December, 1976 
Bank) 

- as above 

12. Final Disbursement 

June, I77
 



CONDENSED COMPARATIVE BALANCE SHEET -
INDUSTRIAL BANK
 
PERIOD 1968 - 1973 AND PROJECTED BY BANK FOR DECEMBER 31, 
1974
 

(Millions of Soles)
 

Satit' Projection

1968 1969
sl.,S I 1970 1971 1972I.z Z7'sl. 	 1973 1974Sl. F Sl7 T $1 

CASH 
 118 2 187 4 455 
 8 737 12 1.516 16 357 2 99 1
(includes Trust Funds and Funds restricted to
 
conform the legal linuid reserve.)
 

LOANS, DISCOUNTS AND ADVANCES 
 4,122 82 3,901 77 
 3,591 65 3,926 
 63 6,252 65 11,107 62 13,292 65
(Includes loan portfolio, discounted notes. and
 
loan, for account-of third parties.)
 

INVESTME S 
 64 1 148 3 219 4 327 5 175 2 236 1 249 
 1
(Irwiludo Public Debt 
Bonds, other securities and 
;,zets held by the Superintenden. of Banks.) 

BANKING !*!:EISES, FURNIIURE & FQUIPMENT AND OTHER
FIXID ASSETS 
 28 - 30 - 24 - 41 1/ 	 49 - 45 - 85OTHER ASSI:'S A 729 15 798 16 1,257 23 1,163 19 1,655 17 6,348 35 6,850 33
(Includes advances, inrerest receivable and other
 
iters listed in footnote a/ below.)
 

TOTAL RESOLRCES 5,061 100 5,064 100 5,546 100 6,194 100 9,647 100 18,093 100 20,575 100 

DEXN DLPOSITS AND CITkRENT PAYABLES 

OWED TO BANKS AND AGENTS 

TIME DEPOSIlC AND OUTSrANDINC BONDS 

OTtIER LIABILITTL -

CAPITAL, ti!ORI'TS AND RESERVES 

742 

2.166 

12 

1,109 

1,032 

15 

43 

-

22 

20 

821 

1,928 

141 

1,083 

1,091 

16 

38 

3 

21 

22 

474 

1.992 

201 

1,606 

1.273 

8 

36 

4 

29 

23 

365 

2,116 

179 

2,176 

1.358 

6 

34 

3 

35 

22 

1,159 

3,567 

595 

2,871 

1,455 

12 

37 

6 

30 

15 

558 

6,554 

1.201 

7,908 

1,872 

3 

36 

7 

44 

10 

661 

8,036 

926 

8,670 

2,282 

3 

39 

5 

42 

11 

TOTAL LIABILITIES AND CAPITAL 5,061 100 5,064 100 5,546 100 6,194 100 9,647 100 18,093 100 20,575 100 

a/ 	Overstatement of Other Assets and Other Liabilities:
 
The Bank's Balance Sheets reflect an inflation of othef
assets and other liabilities in equalcffsetting amounts for the following years (in milliomof sole)'
 

1968 1969 1970 1971 1972 1973
 

615 631 1002 934 1490 6093
 
Reasons for the Overstatement are:*
 

1. 
The Bank's policy of showing contingent liabilities for endorsementr and warranties and documentary credits 
as 	actual liabilities with a contra 
 :" t'
account on the asset side. 

2. Including offsetting memorandum accounts 	 0'--i.e. exchange operations-- as other assets and liabilities.
 
3. 
The Bank's unorthodox method of accounting for the Fund for Development of the Fishing Industry, for which it acts as Fund Administrator, which
resjlts in rhowing the same arsets and liabilities twice in different 	 L 0
parts of the Balance Sheet.
 



COMPARATIVE INCOME STATEMENT - INDUSTRIAL BANK 
PERIOD 1968 - 1973 ACTUAL AND PROJECTED FOR 1974 (BY BANK) 

_________Combined (Millions Of Soles) 

IXC0ME:
lnrerest 

FX111h.nze, 
& Commis.earned 
Co!or,is. & Other 

1968 

369 95 

1969 

409 95 

1970 

- Sl.r 

398 95 368 

1971 

99 

1972 

§l. 

510 

1973 

17193forzI --

99 886 94 

InCome Star. 

for the sanyea 

the six-Year. 

S 
------

laas Projecg~mm 

for 1 tam 

far 1974S-/. 

10---

D 

Total Inco-.e 

S ! H I BI -q'I N OF I ( o . : 

2,".90389 0
10 430 

-

5 
100 

23 
421 

9 
5 

100 

6 
4 

372 100 
1 4 

514 00 
852 

938 
6% 

00 

r, of ':onpV Bry )W,'d: 
5 1 10 93 1 0 0 3 , 0 64 -O 

4 
0 3 O 

' sC'.,' 'a d 158 

frjnle b~e),-flts 105 

Othur Ad-ministrat ive Exp,.n. 31 

'rLt--ojf. & Provi tos
(d~pzciationibad 

debts,etc.) 38 

To r l -. hOr r Ope r ar i n v,Co st s0 
(" 1, .v fCO.-t fony

tz 
177n-o,_)4 

! , or 

40 

27 

8 

10 

5 

I.S 

168 

121 

36 

54 

211 

39 

28 

9 

13 

49 

148 

146 

49 

19 

21.4 

35 

35 

11 

5 

51 

123 

156 

42 

22 

220 

33 

42 

11 

6 

59 

149 

182 

48 

9 

279 

29 

35 

9 

19O 

5 

359d 

233 

63 

_1 04 b/3. 

50050_7 

38 

25 

7 

22 

54 

943 

269 

386 

1 598 

31 

9 

12 18 

2752 

-

308 

81 

8 

, 

27 

7 

f!" :IO OF NET 

751 12 5 14 29 8 86 17 79 8 361 
143 12 

-Ir.Von.. to Employees.edicalFund, 
& for 

(till 
1971) 10Z of Income
 
for Class B Stockst, 


5
 
pri vat".c.Pital. 12-4of 

6 
-r:'v.~1r:'. aIva !,.evaln 

21 

24
23 Dis-Ntb 

24

-Public 25reasury 
 uted31 
 23 
 29 
 2 
 8
Total Net Income 
 57 51 

5
 
S29

The B..,k anticipates an 86

/ 

increased percenrage of financial costs because 36its use of fundsboca,t., from externalthn. cst sourcesof capi:1 is now greater than in 1973 and also
in the markets of capital is hicher - _ 31143 .'IOU
in 1973.b/ A provision 

than 
for loans 
in 
arrears of 180 million soles 
is included in 1973;
r€, ;arai ity. the provision projected for 1974 is 60 millions soles, which affects the 

0 



COMPARATIVE FUNDS FLOW STATEMENT OF THE BANCO INDUSTRIAL 

(Statement shows funds made available frm increas s in debts 
the assets in ecoftecasfoerton. 

FUNDS WERE PROVIDED BY:
 

Profit from operations and capital increases 


Net Increases In!
 
Derand deposits and short-term payables. 


Tirr deposits. Acceptances and Private Credits 

Debt owed to Banks and agents 


Other Liabilities a/ 


Net Dcrases In:
 
Cash Balance 


Loar, Portfolio 


Investm'nt; 


Value of Banking Premises. etc. 


Other As :, ts 


TOTAL SOURCES 


FUNDSWERE APPLIED TO:
 

Net Increases In:
 

Loan Portfolio 


Cash Balance 


!nvestments 


Value of Banking Premises, Furniture & Equipment 


Other Assets A 


N't Decreases In:
 

Debt owed to Banks and Agents 

Demand Deposits and Short-Term Payables 


Time Deposits. Acceptances and Credits 


Other Liabilities 


TOTAL FUNDS APPLIED 


PERIOD: 111/68 - 12/31/73
 

(In Nillionsof Soles)
 
or capital and conversion of assets and how these fund were applied to reduce the debt or increase 

1974
 
(Projected
1969 1970 1971 
 1972 1973 T0WAL bv Bank)
 

59 182 85 
 97 417 840 
 410
 

79  - 1,082  - 103 
129 60 - 278 744 1.189
 
- 64 124 1,451 2.987 4,388 
 1,402
 
- 523 570 545 5,187 6,799 
 762
 

- - - 1.159  338
 

221 310 
 - - -

- - - 152 

6  -4 
 -
- - 94  - _
 

488 1,145 
 873 3,605 10.498 13,216 3,015
 

- - 335 2,326 4.855 6.985 2.185
 
69 268 2E2 
 779  239 
84 71 108  61 172 13
 
2 
 - 17 - 17 40 

69 459  492 4,693 5,619 502
 

238 

- 347 109 - 889 184 - 0 
- - 22 - - 275 " 
26 

.- -

488 1,145 
 873 3,605- 10#498 
 13,216 3,015
 

j/ 
Ocher Assets and Other Liabilities are inflated as detailed in note A/ to the Comparative Balance Sheet (EXHIBIT "A").
 



CONVENTIONAL RATIOS APPLICABLE 
- INDUSTRIAL BANK
 

1974

Cidth figurnes
pro jected by
1968 
 1969 
 1970
1.DrIT, SOVI.PNCY 1972& SOL'i'CE RATIOS 

1971 1973 .Bank-) 

1.1 Debt to F ,sitv 
2.2 Times 
 1.9 Times 
 1.6 Times 
 1.6 Times 
 2.6 Times 
 3.8 Times
(Dec,- = Ow'ed',- !o-,ks & Agents) 4.1 TIn 

1.2 Depoits to 
Equitv
(Margin of Security for Depositors) 

. 71 Z 
 73 Z
1.3 De~bt 35 2 22 2
to Assets 101 2 
 44 X 
 41 2
 

49%2 442 
 44% 40 21.32 E'n,!t7 te As ts /1.33 43 2 57 Z 57
Other Ciajrr.s,
(no Loans) Against Assets 
 22 
 23 Z 
 2 Z 
 25 Z
(deposits, urr--rt payables°acceptances and trust funds) 29 Z 33 2 29 Z 
17 2 15 15 z


35 2 40 2 28 2 
 28 2
 
Z PATIOSNrFISURIG SII-'.2.1 - I-ill LIQUIDITYCash to Dec.and !)"osit 

5 and Current Payables 
16 2 23 Z 
 96 2 
 201 X 
 105 64 X[
2.2 13 %Cash .nd hort--,.rr.D.p0sits and Current rrkvstmentsPayables to Demand
 
18 % 
 26 % 
 125 % 230 % 110 z 
 74 2 
 22 % 

3. PArIOSNFSI'RIG PIOFITABI.ITy3.1 Return or, Equity 

6Z 
 5Z 
 52
3.2 
 Return on Total Resources 2 6 


1.30 2 %
3.3 Profitability of Operations 
1.15 2 1.29 X 0.59 2 
 1.28 2 
 0.78 X 
 1.10 Z1s% 
 12% 
 14 
 8%
(Z of Profit on Total 

17 8 13
Income) %
 
3.4 Profitability of Loan Portfolio 


5.2% 
 5.5% 
 5.5%
(Interest 
Paid for Borrowed Money and Net Income
 
-3.5 to Average Loan Portfolio)
Ordinary 
Income to Average Loan Portfolio 


9.0 % "10.2 2 10.6 2 
 9.8 2 8.8 2 10.0% 8.9 2 

a/ To compute the ratios we adjusted the total 
resources for overstat-ment detailed in note a/to the Comparative balance Sheet of the Bank. 
 (s
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Comments on Comparative Ialance Sheet (See P"g, 1 4 (To be read usin, said
comparative statemenc)
 

General
 

For the period 1968 through 1971 the balance sheets show a more or less stable
level of loperation with a slow but steady growth in total assets. In 1970 i'nd1971 the demand for loans declined substantially and the Bank was forcel J.nto
a high liquidity position with excessive cash and investments. The decli:ne in
loan portfolio and increase in idle cash had an adverse effect on earnin;s in
these years.
 

Starting with 1V2, the balance sheets reflect a marked expansion.
portfolio increased 5.°% The loon
from 3,926 million soles in 1971 
to 6.252 million soles
in 1972. Debt 
 to banks and arents increased by 1,451 million soles Ltut 
it
appears this borrowing exceeded actual needs since cash continued to far excr-,1
the Bzrnk's needs for a safe resprve. 
The bank's r;rowth in assets j,'.,pe,! a-'ain
in 1973 with increases in the loan portfolio of 78% to 11,107 million sole-,
increase of debts to batiks of 2,987 million soles and an 
;n
 

417 million soles. increase in civit;,i of
Cash reserves were reduced to a more acceptable level (although still 
on the high side). In reviewinf,the growth of the Bank, caution
must be taken to -.
'educe other assets which are overstated by amounts
footnote a/ to 'hvvi undJor
Page 1. 'otwithstandin-, thesc overstatements, !7truly an impressive 3ear of growth for the bank and should have been 
:s 

record profits. In fact net a year ofincome dippcd slightly to 78 million solo.:.
reason Lheis that a sprecial adjustment of 135 million soles was made to the inxovision for Icans 
in arr,.ars, 
based on evaluation made of individual I :it files.
This adjustment resulted in a char.e against 1973 income to adjust for
statements of the provision for bad debts in previous years. 
iiit r-


Without thi.s
justment 1973 net 
income would have been 213 million soles. 
id-


The growth trend is 
 expected to continue in 1974. 
According to the B.-nk's
projections as of December 31, 
1974 the loan portfolio will increase to
million soles. 13,292
This increase in portfolio will be financed by increasi:,g 1deLt
to banks by nearly lp,00 million soles and increasing capital by 400 million
soles, 
 Cash reserves will drop sharply and the Bank will be moved fro. a Ii:'.:torical position of excess liouidity to a position of minimum liquidity 
 orc~.ring minimum reserve requirements. 
This problem is discussed in gruater dLtail
in a following section.
 

Loan Portfolio Palances 
- tlyMjor Tyns of lanna
 

The following table shows the growth of the Bank's portfoliol
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t~' -% . 4~r :4 

'too aditional) 1 -062 J.. 971211 

TUTAL 3,925, (,252, 11,107' 3~ ~ V- I' 

t can-,,e,:sethfat loans' to theftifsiiiri sector accountrowth jhe for the lar-eiL:4s:,.te of~' '"~cians were made to cbonolidato and) eet ,'rkvij
to~~~~~~~t-i ~n andi~elprodvrydkn~telorte patsrt efat p~du'ryfo 
*.i par of 

te,1 ), period of poor anchovy fi!hinr~laree.~ ~~ otf ,is: r,cpresented by the.Y,knJ for J),!ve.clr.Fishing,,Idilst'ryI i !ITj-o ~tIrfor 'Whi1ch the ,LrinI' i's 4A :'ir* ~ which Yas formed .:Iethe, g&vernm~nt hat ioinailiied the f fshia indun'iy.,
 

Problemsof_Lgqui ditx~',4
 

Referring to ratioti 
 on Page 4 it can readily bo seen that the Ban' hzhad excees liquidity in recent y.'zars. 
 The pcrceantapc of. ensh v-.ilableLodemiand deposit withdrawals tan.d current payables hasn-in,gced frr i 6.i -,In L201% in 1971. An adequate liquidity ranjoe would pzobab~y b~e 
o 

uro-.-n, 30 to I:,;..althougha the exact desirable liquidity at any point in Li-me roc;uirs~a I rc,.Ideal of detail analysis and is one of the m~ost important m~atters a taak .. tkeep under constant review, beIt can safoly stated that the fi,)k haddesired or L",TJ(r thanoptimium liquidity during the years 1970,Lhrough 1973.
 
The bank's lending, procram (luring 1974 idll 
correct the problem of excec!: liqtuidity and, if the B.In' budretary projcoctions are corecc, wil'lto thQ Oppositce ti lt, the rneal eside of the prq~1.em i.e.' in'ad~quat~e liciuictity, with the *'t'vc~ntare of cnsh reduced to 
to at. 

1'!946f demand deposits -,ndcurrent payables. ~crarrive this cashi position, the 1Lanh will
overdraft with the Central' L~ank' (which 

have to run, an ",0 ilion, %,,ic
overdraft tVe ha.-veSheet refleted4 in t,*lan~counder Debt owed to iLanlis). This cash oalarnce sufficeslalcashb re~serves of? ) 5 rii)ion 

to m'eet iin':, riS0103 Olus c~sh-Itecessiy Ior cuIrren t ±~operaitions but barely and vili lI ttle 6r 'no !aLfety vavrini ' ' '' 

1,doayn)ooto v'ic, 4 '4,or t.,
ntbcnltr; nadtoa 

prorredA ancoov , ivIwt 
I 

wit 
- . 

h4 tC!UP' 0(e iti~ n rofi~l ' I it.,:i Solo', WhIch i.t.i4'~LeIint' nerottated with thc Crntral 'nnk I 
0

'hp )nk
 

I' SPlj ref ect , 

4, 
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million soles credit within the next two months which could considerably i.Hprove their cash position, depending of course on whether they hold on to :of the cash or lend out all of the new credit. 
The Tank people also explained
that they expect the tight cash position to be temoorary because, before Lhl:end of the year, they will have to prepare the biannual budget for 1975-76
which must consider the au-mented cash needs. 
Therefore they exoect that tn
global loan contract signed with the Central Bank next year will provide for
greater periodic cash allotments than in previous years.
 

Capital, Profits and Reserves
 

following page
The Lable onthe /, ehows the capital structure of the Bank as of Decanb,-r 31,
for years 1968 throuh 1973.
 

The successive increases in capital stock reveal 
 that during all these years
there have been additional contributions to the apital of the i'ank frc.l the
Peruvian Government, as well as capitalization of accu'iulated earnings. 'Ietable olso rcflecr.s 
that the Peruvian Government iA the control]nr. intere.5t
of the bank, since the relatively small private contri.,utions (Class 1;'Lou:)
were mace early in the life of the Bank, prior to the i evolutiohtary Govern
mge n t.
 

Panh's Fxoerlence with Supervised Iending Program 

The Bank's supervised lending program is directed to ar-sistin& artisans and
smi.l industries. 
Loans are made mostly through the b:ranch Offices in arounts
 
less than S/.400,000.
 

The bndget figure foT supervised loans in 1973 was 190 million soles and theloans actually made were 176 million soles or 93% of f[oal. The distributi-n

of supervised loans made was an 
follows.
 

Territory Amount 
Li ma 38.0 
 22
 
"1rov ince 138.1 
 78
 
Arcquipa 
 7.5
 
Cuzco 10.5 
Pino 9.0 
Ica 7.8 
Tac-na 3.0
 
lluancyo 17.5 
Ayacucho 
 7.5
 
iiu.nuco 
 6.3
 
Huaraz 
 3.5
 
Piura 
 5.7
 
Chiclayo 
 10.2
 
CaJamarca 
 8.5
 

http:intere.5t


"ABLE iOWIN; C-)MP03 [TiON OF EQUITY OF THE INDUSTRIAL BANK OF PFRU 

PERIOD: 1968 TO 1973 

(M'ilions of Soler) 

19(? 199 1.970 ',971. :972 1973 
_____s/. z 

C's Stoclcr,Peruvian State nwnc., ty 

1,392 74 

C'-.'s S St~cks own, d 
Divideads of 12'. Ir---onsi. .tly paid. 

lv p:.vat,- jjer.,r, ,. 
of trxes have .r.er 

205 11 

Total Capi, il St.o,'-
O71406 1,057 1,143 1.181 1.597 85 

Rr-¢rve Fvrnd 
L04 114 157 186 188 196 10 

Varning- of the Year Lo 

follewinf¥year 

be D._-r ioute,.; iii the 57 I 59 29 86 79 

1,032 1.09i 1,273 2,358 1,455 1.872 100% 

0 

i.3 
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Trujillo 

32.0


Chimbote 

5.2
Iquitos 

3.2
Pucallpa 

0.7
 

Collections of both 
principal and interest, in 1973, were of about 132 million
soles, or roughly 75z of loans made during the year, from which could be derived that most of the lending activi.y in the Year was financed by capital
returns from supervised loans made in prior yearn.
 

Bad Debts Experience with Suervised Loans
 

The balance of the supervised loan portfolio at the close of year 1973 was
368.8 million sles, broken down as follows#
 

Million 
 % for 7 ror-of Soles 
 % 
 Lima 
 Provi neos
Good Accounts or not due 
 328.0
In arrears 1/ 88.9 72.7 92.524.7Overdue 2/ 6.7 12.5. 
16.1 4.4 14.8 2.1
 

TOTAL 
 368.8 
 100.0 
 100.0 
 100.0
 

The provision for bad debts recorded -forsupervised loans 
as of December 31,
1973 was 48.2 million soles, or 13' of the supervised loan portfolio.
was Thissufficient to crver the potential losses for loans already determined in
default.(loans in arrears and loans overdue) which from above table is /lo.P
million soles plus allowance for good loans, Which may later become in default.
 

Summary
 

MillionSoles 

Supervised Loan Portfolio 368.8 
 00
 
Provision for bad Debcs 


38.2 
 13
Loans in Default 

482 
 13
40.8 

l/ Loans with delinnuent PLympnts 
for which cause

have been 

the whole amount of the loansdeclated ini arrears2/ Fully matured ano payable.loans for which payments overdue.are 
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For comparative purposes ve relate below tho PeOvision for bad debts for
other types of loan for which proviaions for bad debts are made, exclusive
of supervised loans. 
 It should be noted that no 
provision is made for
fully secured loans and loans for which no provision is made have been

excluded.
 

Ordinary loans 
 3,044
Loans to Fishing Industry 
 120

Other Loans 
 380
 
Loans for Exportation 1.061
 

TOTAL 4,605 100% 

Total Provision for Bad Debts 
 457
 
Lessi
 

Provision for Supervised Loans 
 48
 

Total Provision for B.D

Above Portfolio 

on 
409 
 9%
 

Above table denotes that the Bank's estimate of doubtful accounts for loan3
other than the supervised loans is of about nine percent (9").
 
It can be 
seen from the above statistics that the bank actually loses norey
on its supervised lending program since interest rates are less than the
percentage of bad debts losses. 
An evaluation mieht show that this is
more
than offset by accompnlishment of development obJcctives. 
 The losses on this
program ciust be made up either from the tank's own resources (e.g. profits on
other types of loans) or through additional inputs into the Lank from the
Public Treasury.
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Coneluq ionsrased on the C'ipar-tive Incoe Stemont ( 
 J'a,.u
 

1) 	Operating income, derived from.lendlng activities, var'es Orom 95Z to 9. of
total income$ thus only from 5% to 1% of income isderived fro's other L3nk
in& activities.
 

2) 	The opqrating costs of the Bank averaed 52Z of total income for the six-year
period, leaving an average margin of 076 to cover co'-t 
at ron'y borrowed fr
purposes of relending and a reasonable profit rar:n. 
the 	p..rcentaje o."
operating costs is projected to decline to 42Z 
in 1974 which will help to offset 	increases in costs of money borrowed.
 

3) 
Total income for the six-year period was 3p064 million soles, of which 1,105
million soles (36:) 
was 	applied to cover the cost of v:oney borrowed for sv 
-
lending, 
The 	cost of .%neyborrowed has fluctuated between 40% and : oftotal income for individual years and Lhe trend is 
now ovirr, sharply ,,".'rd
from 29:" to 38, in 19)3 and 46' proJocted for 19/4'. Causal factors zrr increased dependence of the l.znk on borro;i.,ir, as a source of l-ndinS ca;it-l
and the current high interest rates charged in the money market. 

4) 	Operations of the Bank in the six-year period have been profitable. I.every year there has been an excess of toLal 'nc(,':v over total costs. i',:lowest surplus was of 29 million soles in 1971 .a'I rho hi;he.t was P.6 .iJlionsoles in 1972. On the avera-,e tho surplus was 
22 of total inco,)e fr,- t,.
period, the absolute fiure, being 361 million soles for the six-year 
 r
 

Cotnient on PYactos lrasuring rrofitability (See P -L.... ) 

3.1 	Return On Equity
 

Has 	averaged about 52 a year except for a low period In 1971 
vhen this ratia
fell to 2%. :'ea.ured by comercial -.nndards this is 
less than a satis'.rtcry
profit on invested capital since the rate of return has 
not 	even kept pc'with the rate of iiuflation %,hich 
Drcz nrlv exceeds 9, in Furu (and relited
deflation of the S )). 
 On the other hand, it may be raid, that as a .went owned development bank, the Industrial 6-tnk'n cain objective .Qaxirjize profits. 	 is ,ot t
;,ather, itz real oLiective is to promote and financvt productive activities in the Industrial, comf:ercial and fishln! 
rectors. P:us
the lPank cannot negotlate rates of IntLc,rst with only varninrs in mind I.,!cau c these rates ar: set 
;,v hil..er political uut.(:z-r;irs 'ith socialcountry bencfit. in ruind. uweed frnmit, CVt]o...:IL alio,8Sp'tw the L.-inX Searnin, perfor ;aico can LL, 
coosidered siti.sracLt.ry and LOLLer in fact t::. nother devolopment banhs o:"ratin- In J'cru. 
 ih',b nl; ha. c0,ncived sel.1sufficiency and limited (,rowth through accumulation of earnings.
 

http:siti.sracLt.ry
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3.7 Return on Total Resources,
 

This percentage varies from approximately 1/2 of 1% in 1771 to 1 /4% in 
1972 and appears to be extre!3ely low. 'irnointin:the reasons for such a 
low return on resources employed would require much -;ore detail Onalysi I. 
However, it appears to be related to a lo-w rate of -ross income rencrated 
on the loan portfolio -average of about 94 in recott years. Since the 
Bank borrows the majority of funds loaned, possibly i.nterest ratcs reA..d to 
be raised to provide more of a s~,read between intere, t earned ;nd intercst 
paid by the D.nk, i.e. if increased profitability is an objectivc. The 
extraordinarily low rate of return In 1971 appears also to be related to
 
too much liquidity and an underutilization of assets (due in part to lach
 
of demand for loans as a result of a decline in ind:,strial activity). It
 
may very well be 'hat this ratio is commonly low for development banks for
 
reasons stated in the section above.
 

3.3 Percentage of Profit on Total incomes
 

This percentage represents the excess of Intcome over costs (profit %). 
1his percentage averaged 12. for the six-year period 193:q-l973 cnd av;m:Prt" 
to be reasonable, althourh,for lick of a stAIdArd aLn- :hich -,.c.,,.,rG 

the results of Yank operations, i'e feel some liuit:-ouAt1il cXnrvrs!inP. an 

opinion. Operating costs appear reasonable and low prof1t in a.olu'? 
figuros are related to a low income genetated fro .V i-.,Ltent; n',r. to ,.
cesive operating costs. In 1974 the increased costq of m.oney borro.r.d Frr 
relendii, tray cause a pinch on the profit percentac'.e unlers the -n. , 
realize the reducd percentage of operatih,, costs w.iich they have projected 
(See Page 2 ). 



Comments an 
the CwStAtenrt 

(Se Pa-e 3tosether with thle reLated 

(To l'e read 
statC',cnt.) 

Our interpretation of this statement is limited becauseto internal data that reflects we did not have ac,:.ssthe actual ,.ountsTherefore of ur(,s nd sourcesour comments of (,,.:,are 
based on net chanees
and capital accounts; uin, 1968 

in the a'sets and liabilities
 
as the starting year for measuring chan~e 
 . 

Sources 

1) 
The major source of funds for the Bank is the debtover 4,338 millioin soles, 
owed to banhs and prcnts,of wthinh the Central

with ank i. the major creitormore than eiluisty percent (00") of Credits. 
2) 
Time dcposits, accptancps, and other private credits are
important source of the second 'o!ifunds for the B,nk, andfrom operatior.s capitalized together 

Lhe next uouId be the profi t:;with additional capital contributions 
by the LOP.
 

Uses 

3) The ereatest u!e of funds har, been to increase the loan portFolio, 'w''3ch in1972 and 1973 rateially increased by 2.3 and 4.8 billion soles, resp:ctvwy.
4) Next comes the use to increase the balance of cash.from 1969 to 1972 Cash increased cich ve'ru.ntil it was subntantially redfacedsoles, which is in 1973 by 1.2 billionreflected under the Sources of runds spection.

5) Increased investrcents and (h.wand deposL withd--wals absorbed 356 Millionsoles in the five-year period.
 

6) 
Additions to bankin. premises and furniture and cqulp:ent are relativ.ly
small, (17 million soles of net 
ir.creaF-p1 
for the five-year period). cIrninfer that additions are cfin.aned throu,-h charges to operati, 
 via 
 ctio ra. 

http:relativ.ly
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MAP UF PER11 IhIIJDING PROJECT AREAS 
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