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SECTION I - SUMMARY AND RECOMMENDATIONS

1. Borrower: 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 tne Regional Development of the Affected Zone).

z, Amount and Terms of Loan: The loan will not exceed US$10

rillion. Financing is requested on the most concessional terms
avallable, 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 et 3% thereafter,

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

This nackage of assistance will be available to new or
existing entesprises in industyiy, service, or commerce that are
privately vr community-owned and that meet selection criteria
including employment creatlon, income distribution, high value-
added characteristics and conformance to GOP development plans.

By providing resources to assist these eaterprises, the
project will aid the GOP in its rural develcpment efforts, will
offer 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 Yy

Fund Small Business Assistance Program were very

effective in alding the reconstruction affort in the zone, and are
now providing substantial developmental benefits as well, The
Community Development Program provides slerra community organi-
zations with the planning, financing, organlzation aad management
necessary to successfully start and operate an {ncome-pnroducing
enterprise. (There are severa: housing and community iInfrastructure
projects as well under that project not included in this proposed
loan.) The Small Business Assi:tance Program provides credits as

1/ An acronym deriving from "Créditos para la Reconstruccidn de
Comercio y Empresas”



woll as a limited amount of technical assistance to small businessos
in the Zones.

Both of these programs have demonstrated that most rural
enterprises require technical in addition to credit assistance to
achleve thelr desvelopment 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 receptivity toward
accepting techunical assistance as well as credits when available
in an integratied program at reasonable terms and conditions.

5. Projest Description: The project 1s designed to partially
fill this inst!tutional ' -id by assisting two agencies of the GOP
in developing the capacity to deliver a combination of specialized
technical assistance and credits to enterprises iocated In some of
the least develcped areas of Peru. The two Implementing Agencies
that will recelve loan funds to assist them in carrying out
respective portions of this activity are the Banco Industrial del
Perti (The Bank) receiving US$6.0 million, and ORDEZA, receiving up
to US$4.0 milliom, ‘

A Rural Enterprises Development Fund wiitl be established
within the Bank to finance sub-projects. This Fund will have a
total planned capitalization of US$9.7 million. ORDEZA will
apportion its US$4 million allocation betwéen its Community Develop-
ment and Small Business Development projects. Interest charged on
sub-loans will bc competitive with that now char-ged by the Bank in
its industry programs, (ranging from 6 to 13% dopendiny 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 commerce-type enterprises, the rate depending primarily
on the size of the loan. Rates now charged under the CRECE Fund
Small Business Assistance program range from 8 to 10%, and from 3
to 5% in the Community Development Program. These rates will be
reviewed by ORDEZA in partiel satlsfaction of a Condition Precedent.
Rates as proposed by ORDEZA, subject to A.I.D. approval., are expected
to be higher.

Local Firancial Intermediarics will continue %o participate
In the CRECE Fund Small Business Program (where they novw generally
finance 107 of the loan) and will also serve as banking agents for
sowe 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 Pund
(and therefore the GOP) will assume the remaining risk.
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Technical assistance will be provided to sub-borrowers by
both Implemanting Agencles, 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 Financlial 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.

0. Financial Plan: The total amount of furding expected from
all sources for the project is US$16.9 million.

The A.I.D., contribution will be US$10.0 million. Up to
Us$6.0 million will be made avallable for that portion of the
project to be implemented by the Banco Industrial, with up to
US$300,000 of this amount avallable for Technical Assistance to
the Bank and sub-borrowers. Up to US$4.0 miliion will be available
for that purtion of the prnject implemented by ORDEZA, with up to
US$3C0,000 of this available for Technlcal Assistance to ORDEZA
and sub-borrowers.

The Banco Industrial is expected to contribute approxi-
mately US54.5 million to the project, compocsec of US$S4.0 million
to the Tund vo be established in the Bank and '$$500,000 in staff’
and operating expenses. ORDEZA 1s expected to contribute approxie
mately US$1.0 million for staff and operating expenses of its portion

of the project.

Additional funding for the project expected from Par-
ticlpating Financlal Intermediaries 1s U5$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.1.D./W 1s requested to obtain offfclal confirmation of these
positions. Private local and forelgn institutions are not
appropriate sources of financing fuor a project of this type.

8. Scatutory Criteria: All statutory criteria have been
met. (See Annex C)

9. ssues: None.

—n




FINANCIAL PLAN - SOURCES OF FUNDS

Rural Enterprises Development Project

Participating
BANCO Financial Sub-
Program Elements A.I.D, INDUSTRIAL ORDEZA Intermediaries Borrowers
A. BANCU INDUSTRIAL

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 )] 3.7 m
2. CRECE Fund Small Businesc g With apportionment

Assistance Projects ) to be recommended 0.3 m 0.1 m

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

3. Technical Assistance to

ORBEZA fnr (1) and {Z) above 0.3 m
4. ORDEZA tCounterpart 1.0 m

4,0 m
Sub~Totals 10.0m 4,5 m 1.0 m 1.0 m 0.4 m

TOTAL PROJECT = $16.9 million




10. Recopmendations: Authorization of a loan to the Ministry
of Economy and Finance acting in the capacity of Borrovwer for the
Coverumen: of Peru in an amount not to exceed ten million dollars
(Us$10,000,000.00) on the most concessional terms presently
avallable.

A. Prior to the first disbursement or the lssuance of
any ccmmitmont documents under the Loan, Borrower shall submit to
A.I.D., in form and substance satisfactory to A.1.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-
wise agree in writing, submit to A.1.D., in form and substance
satisfactoyy to A.I.D.: "

(1) evidence of the creation of a Rural Enterprises
Development Fund ("Fund") within the Banco
Industrial;

(2) a Project Organization and Operations Plan,
giving a complete description of how the Banco
Industrial will implement its portion of the
Project. This Plan will include, but not necese
sarily be limited to;

(a) an organizacion plan showing how Fund

-4

activitias will be executed by the Banco Industrial,

including provisions for adequate staffing;

(b) provisions for sub-project identification,
Fund promotion, and technical assistance to sub-
borrowers from the Fundj

(c) a time-phased implementatlion plan;j

(d) a credit manual containing the rules and
regulations governing the Fund.


http:US$10,000,000.0O

(3)

evidence of the availability of sufficlent
budgetary resources to make the Banco Industrial's
contributiou to the Project.

C. Prior to any disbursement or the lssuance of any com-
mitment documents under the Loan for that portlion of the Project
being implewmented by ORDEZA, the Implementing Agency shall, except
as A.1.D. may otherwise agree in writing, submit to A.I.D., iIn
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 neecessarily be
limited to:

(a) a description of how Loan funds will be
administered within the Rural Community
Development Project and the CRECE Small HBusiness
Asslstance Fund presently administered by
ORDEZA and financed under A.I.D. Loans

527-1.-052 and 527-L-053, respectively;

(b) provisien for the deposit in the Fund (of

the Banco Industrial) of princ!pal repayments and
interest payments derived frow 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 exlsting
projects;

(d) provisions for technlcal assistance tv sub-
borrowvers;

(e) a time-phased implementation plan;

(f) a statement of the rules and vegulations
governing the use of Loan funds;

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

-5-



(2) evidence of the availability of sufficient
budgetary resources for ORDEZA's contribution to
the Project.

D. Tane Borrower will covenant to make its financial
contributions to the project in 8 ¢imely manner.

E. The Borrower will covenant that all sub-lcan principal and
interest of Program funds will be returned to and utilized in the
Rural Entecrprises 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:

Loan Officers: Gregory Smith, USAID/Peru-CAP
Edward Lijewski, AID/W
Gabrlela de Perez Albela,
USAID/Peru-CAP

Economists: George Gebhart, USAID/Peru-ECON
Rollo Ehrich, USaiD/Peru-AGR
Janet Ballantyne, U3AID/Peru
(consultant)

Financial Analysts: Donald Hickson, USAID/Peru-CON
Cesar Espino, USAID/Peru-CON
Aurelio Tasso, USAID/Peru-CON

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

Contributors: Edward Butler, USAID/Peru-UCD
Hector Garcfa, USAID/Peru-UCD

USAID Approvall Donald Finberg, USAID/Peru-D
Charles Weinberg, USAID/Peru-ADD
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SECTION II - THE PROJECT

A, Program Delcrlgtion

1 Characteristics and Goals of the Project

The goal of this project is to contribute to the efforts of the
Government of Peruy in rural development., Ip support of this goal, the

Specifically, in the rural areas selected, the activities of the
Program will contribute to:

1)
2)
J)
4)

the development and strengthening of rural enterprises;
the creation of employment ;
the zeneration and distribution of Income; and

a hiyher level of economic activity In several of the
poorer regions of Poru.

The Program {ncorporates elements of two previous A,1,D, loan
Projects described below, Those activities have demonatrated clearly

that:

1)

2)

3)

4)

there 15 a large potential demand for credits ae reasonable
terma for rural enterprises not being natiafied by Cop 4
convantional financlal inatteutionsg;

this demand can he natinfiea hy eotablishing atem;le banking
procecduras within Already extating L0 and Private banking
lnntltutlnnﬁ;

many «=if not moatee rural enterprises requlge vatylng
arounts of technical snsintance tu deteraine ptojact
fonnl‘)lllty, for project deaten, and for succeeful projecy
management ; and

rural rommunity enteriyine itejecta tequite the ol technge
cal ataintance Inputa, 2 cawfmem of preemtionel effor;, ans
auhatantia) Interagency raojeration,
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rural enterpcrises, Where in=houge capacities to provide all of the
needed inputs ave 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
8 welledesigned program of financial and technical assistance can
‘reach the rural areas, and that subeprojects financed under such a
.program will be viable and credit=worthy in terms of seeking future
-financial assistance from regular channels, Thus, the heavy assist~
.ance provided to the entrepreneur and his project under the proposed
program 1s ervisioned as a single, once~only necessity, essential to
‘enable the entrepreneukr to establish a "track record" of business
performance and financial rellabllity - Subsequent credit needs of
‘the entrepreneur should be satisfied by regular, existing credit
channels,
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2, Backg;gund
as A.1D. Loan No,527-L-052

Loan Agreement 527-L-052 signed in November 1971 provided
up to U.S5,$3.0 million under the Loan for the following purposes:

a) The major portion of the Loan, approximately
$2,075,000, provided for financing construction materials, equipment,
and other costs incident to implementing self-help community suh-
projects in housing, 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 construc-
tion gquipment and vehicles, which the Executing Agency required to
implement the Project,

c) Up to $100,000 provided for technical assistance and
traning activities related to the Pro ject,

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

The GOP agreed to provide funds for the personnel and
other operatioral costs, estimateu at $1,000,000, required for de-
veloping and executing sub-pro jects,

With the integration of the Executing Agency (PROCOM) in<o
the GOP Social Mobilization Agency (SINAMOS) in early 1972, and ths
inability of that new agency, as reorganigzed, to undertake this tvpe
of 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 Rural
Projects and preparing Implementation Plans for each, the Rural
Implementaticn 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 es*tabiizhel
in May 1972 to implement the Loan, Administrative and executive
personnel were hired and micro-regional planning teanms establisheq <:
analyze the development and reconstruction needs of small rural com-
munitles within defined micro-regions., Based upon that analysis, a
serles of feasible sub-pro jects 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 organi-
zations, credit, technical asslstavice, and training were made aviiinhr
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for the implemsntation of the sub-pro jects. The first sub-loan was
approved in December 1972,

Implementing Agency

In early 1972 CRYRZA was transformed from a Coordinating agency
for Earthquake reconstruction to an executing agency, ORIEZA, respon-
sible for direc*ing and carrying out all sector development and re-
constiruction activities in the Bartnquake Zone, In effect ORDEZA
became a regional authority with direct controi over other sector
agencles in ihe Earthquake Zone, In this context the Rural Develop-
meni Division (RDD) was created in ORDEZA especially to implement the
A.I.D. Loan which recuired a coordinated multi-sector approach to
rural development,

The RO Organization administers all the essential components
(1.e., professional technical assistance staff for sub-pre ject promo-
tion, planning and implementation, sredit, construction equipment,
e¥c,) required for the development of - varlety of community Projects,
Sub-pro ject 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,, clvil englneers, economists, soclologists, industrial
engineers, cooperative experts, etc,), and 100 skilled workers (agri-
culture, construction, maintenance, etc,) Construction equipment
(i,e., trasicrs, bulldozers, dump trucks, cement - .xers, etc.) is
tised for the implementation of sub-pro jects with <he self-help in-
puts contributed by the community, 2

Sub-Pro ject Development

Sub-projects are developed in the feilowing menuer:
1., Micro-regional studies

Multi-disciplinary planning teams perform a resource survey
of selected rural micro reglions with the Sierra regicn of the earth-
quake zone (Z2S), Basic data are gathered on housing needs, agricul -
ral production, winerals and water resources, rural infrastructure,
commercial and ‘ndustrial activities, population, employment, sxisting
communal organizal.ions, etc, Prior'ties are established arang Jeasibic
development ari reconstruction activities that could be aiministered oy
existing cousunity organizations, Sub-pre ject activities are tonta~
tively identified and designed te support and complemsnt other ;OP
development progrems and priorities in the area,

2, Specific gub-pro ject planning

A project development team then develops a detaileqd gub=-pro je 1t
feasibility study, The team (compnsed of an engineer, architect, social
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promotor, eccnomist, and other types of techhicians 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 pre-
pared by the planning team in consultation with a community enter-
prise, The Loan is approved by an ORDEZA committee and sub-10an
documents and contracts are Prepared and signed,’

4, Sub-Project Implementation

ORIEZA purchases all required materials and phases delivery
according to implementation needs, The Rural Development Division of
ORDEZA provides the necessary techrilcal supervision, construciion
equipment, and materials; and the community provides the unskilled
labor needed for construction of the housing, agricultural production,
infrastructure, and other facilities as required under the sub-pro je«t,

5+ Sub-prcject operation

During the first year of operation of income producing enter-
prises, the Rurai Development Division generally as:igns a technician
to advise on management and other technical matters, Prior to and
during the operztional phase, RDD also arranges for formalized
technical training for members of the community organization respon-
sible for operztions. '

Sub-borrowers, Lending terms and conditions

Sub-loans are made exclusively to those community organizotions
recognized under Peruvian law, zuch as cooperatives, Agricultural
Socleties of Social Interest, recognized Indian communities, ete,

The Sub-borroser organizations are typically rura) based in towns nt
less than 5000 irhabitants, Sub-borrower experience with credits iz,

in most cases, non-existent, The Suv-loan project activity, partic.izr-
ly in the case of income—producing enterprises, usually represents g

new activity not previously undertaken by the zub-borrower organiza-
tion-

The maximum sub-loan amount is $/,8,000,000 ($184,000) with loan
terms and conditions uepending upon the type of project and capacity
for repayment, Loans for housing and supporting Infrastructure are
made at 3% interest, 20 year maximum repayment period, with the house
serving as security, Small industry loans are made at 5% intersst,
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10 year maximum repayment pericd, 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 guarantee,

The above described sub-loan interest rates were set at lower than
vrevalling interest rates in the area (i.e., housing 6%, agricultural
credit 7-13%. small industry credit 6-i3%, small business credit,
8-10%) with sumewhat easier terms and conditions. The rationale for
this decision was: 1) Target group characteristics - isolated,
marginally employed campesinos with liittle or no previous credit
experience, 2) Zarthquake reconstruction subsidy factor - the loan
was originally concelved as an even more subsidized program than
currently is the case with matching grant instead of credit assistance
to communities; credit was only introduced because of the GOP's
conzern that reciplents become accustomed to repay credit rather than
grant assistance in the development prograh, and 3) housing construc-
tlon, which was the most pressing reed in rural communities,could only
be feagible as a credit program if it were ccupled 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 essentlal considering that income generated
would also be used for credit repayment on housing,

Based upcen experience to date, ORIEZA feels that if the earthquake:
reconstruc*ion ratlonale 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
Institutlons asuisting the rural, low income target group. It is
generally agresd that the level of the interest rate is not a critical
factor (within certain limits) in serving this target group, but
rather 1t is the amount and effectivennss of 1he promotion, training,
and techinical assistance provided by Implementing Agency which is
essential for sub-project success,

Soclo-Economic Groups Benefitted

Sub-borrowing organizations are typically located in small rura?
towns, population 500 to 5,000 people, whose economy is linked
directly to agricultural activities, It is estimated that averaz:
income of those ypersons directly beneritting from the sub-lcan
activity ranges from $500 to $1000 year., It is probable that thi::
program reaches those persons already in or on the threshold of the
modest cash eccnomy existent in theses communitlies, but who are naver-
theless in a state which could be described as economically stagnant
and not permitting them to enjoy minlmumally acceptable standards of
health, education, and other community services,
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ORDEZA, with A,I,D, cooperation, is establishing a sub-project
evaluation system which should provide more Preclise 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 ternms.

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 approvais 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-f7

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, 1€,6% for small
industry, 5.1% for commerce, and 31,6% for multi-sector pro jects,
Agriculture projects have included installation of pig and other small
animal production facilities, improvement of sheep breeding and
production, and storage facilities., Industria: activities include
milk processing plants, marble mining and processing, plaster productior,
brick ovens, etc. Commercial activities have been limited to small
rural restaurants, artisan shops, and vehicle ser: ice and maintenance
stations., Multi-sector projects all include self-help housing
components an¢ complementary income production activities (commural
restaurants, srall 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), initial
indications are good that the sub-projects will te 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 ap-
proximately 20%. Actual experience to date has been approximately
8% mortality, Because of this conservative estimate and overall gocd
management of the sub-project, the Hog Farm's profits were larger than
planned and the Cooperative recently made an advance payment on its
sub~-loan from OKDEZA with the unexpected surplus, Based on review
and on-site inspections of other sub-projects, the USAID feels con-
fident that repsyments of those sub-loans will be prompt. Refer to
Annex F for a listing of the total sub-loan portfolic under loan 052,

1/ Initially, under 052, ORDEZA had discretionary sub-lending authorit,,
up to 3/2'19500-000 (US$34,578),
That level was raised to its present level of S/,3,000,000 (US$E).196)
pursuant to USAID's decision that ORDEZA's sub-lending procedure:;
and operations merited a higher discretionary level,



-15-

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 raconstruc-
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 operation¢l costs, including those associated with the "CRECE Teams"
responsible for promotion and technical assistance activities.

In the aftermath cf 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 597 of the non-farm employment of
the area affected.

These small businesses. actually mini-businesses by U,S,
standards, were at the lowest level of business sophistication, Thelr
limited capital had been painstakingly accumulated; few had ever
done business with 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 repalr, 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 preclonged economic disaster was to be
avoided, It was equally obvious that a major element of the solution
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to the proublem was the provision of medium to long term credit at
reasonable terms, The task was to devise a system which could de-
liver a loan to someone who had not previously borrowed from the re-
gular banking system,ensure that defaults were minimized and that the
project contributed to the overall reconstruction effort, Above all
else, in viex 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 responsibilities which did
not depend upen a new and large bureaucracy, the creation of which
would impede rather than enhance the implementation of the project,

Imglementing Agency

A survey of the existing development banks quickly established that
their philosophy, methods, and personnel were not suited to the require-
ments of the project, primarily because of the lengthy period, up to a
year, required to process a sub-loan, Also, many of these banks were

overly bureaucratized,

The commercial banks and cooperatives appeared to be the only bank-
ing agencies with sufficient flexibility to make a loan in a reasonable
length of cime, Unfortunately, none had any experience with lending
to small scale borrowers irvolved in industry, commerce, and service
activities, especially in the more rural, sierra target area, However,
all commercial banks contacted expressed great interest in the possi-
bility 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 partici-
pate 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 tne loan was initiated and developed
largely on humanitarian grounds, AID did not require a counterpart con-
tribution to the loan 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 & high percentage of successful projects,

At the outset, the propesed project attracted much interest on the
part of GOP agencies which wanted to participate in its management and
implementatioa, Various divisions ¢f the earthquake relief agency
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(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 porition that simplicity and flexibility should be charac-
teristics of the operation, and a staff of dedicated and qualified
young techniclans 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 107 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 bank would not approve a politically motivated loan f(or
fear of los‘ng 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 achleved.

Once the two parties approve a sub-loan application, the applica-
tlon 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, Iin some cases within 72 hours
after jolnt approval of the application.

Sub-Borrowers, lLending Termes, and Conditions

Sub~loans cen be approved to any individually-owned enterprise or
legal entity which ls a resident of the designated earthquake zone,
whose subscribed or paid-in capital does not exceed S/,2,000,000
($46,084,00), wihiose 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 b sup-
ported by a ‘easibility study end is reviewed and priority ranked
according to the contribution made by each project to the rehatilita-
tion and develooment of the earthquake zone,

Since the subk-loans were for reconstruction purposes, it was deci-
ded to allow interest rates of from 8% to 10% depending on the slize of
the sub-loan. The following rates and terms were established;


http:115,210.00
http:46,084.00
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Industry and Service Sectors

Minimum sub-loan: s/ 50,000 ($ 1,152,00)
Maximum sub-loan: S/.2,000,000 ($46,084,00)

Interest Rates

From S/, 50,000 ($ 1,152.00) to S/. 500,000 ($11,521,00)=8% annually
From 5/, 500,001 ($11,521.00) to $/.1,000,000 ($23,042,00)=9% "
From $/,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: $/.1,000,000 ($46,084,C0)

(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 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%

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 exceed two years,

Consistent with the need to ensure full commercial bank cooperation,
it was decided that the commercial banks could not be asked to sacri-
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 137% on thelr 10% participation of the :total sub-
loan, The difference in Interest income is absorbed by the CRECE Fund,
In addition, to avold the necessity of creating a special bookkeeping
staff, collectinn agency, etc., the banks are authorized to deduct Lhe
standard fees which they charge for estate and fund management ot 3%
of the value of the fund being managed for performing all the servi:es !
of loan management, including collection, supervision, and bnokkeepin,.
To keep the entire system as simple as possible, the fees and charges
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are handled on a cash basis which means that when the local bank
,collects a payment on a sub-loan including interest of say, 8%, it
deducts 13X on its 10% (or 1.3%), 3% handling on the remaining 907
(or 2,7%), end remits the balance of 4% to the fiduciary, Monthly
the fiduclary 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 cpe-
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 sys-em, This effect is of great importance since individuals
in the target group have traditionally been suspicious of any actlons
of the Government or large, wealthy institutions.

Project Analysis

The system h .3, 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 pertiod
being 7 months. In each case, the Government techniclans have investi-
gated the feacibility 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 disbursemenrs
are expected tc be completed by December 31, 1974, 18 months ahead of
initial projections, Demand for these funds has far outstripped
avallability,

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, 399 new jobs have
been created at an average cost of $2,122, Industrial type enter-
prises created 647 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 217% 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 creuated 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 ecarly
stages of sub.project development (and within the grace periods).
However, of 127 enterprises financed under Loan 053 since the [lirst
disbursement in December, 1972, there has been one instance of a
business fajlure, and another business in financial difficulties,
The businees fallure, a brick factory which went into bankruptcy,
has been taken over and is being operated by ORDEZA which has brick-
making technicians on its Staff., The business presently in trouble
(UNINSA - & foundry) will also be taken over by ORDEZA., ORDEZA {n-
dicates that {t has received a feasibility study (rom a third party
who wishes to rebuild the operation,

A new accounting system, using accrual rather than cash account -
ing, was recencly instituted in the CRECE Fund at the USAID request,
Preliminary (igurecs received by the USAID on the status of sub-loan
repayments suggest & delinquency rate of slightly over 5%, reprosent.
ing accounts due (interest) for 60 days or more., The [i1gure for out-
standing principal payments of 60 days or more l& approximately .7
of total principal due. The USAID intends to review these data o
greater depth with ORDEZA shortly for the purpose o! determining 1!
special action is necessary,

In the Coastal arcva, there are thirty cub-borriwers that now nave
developed sufficlient financial strength and business teputaticn sudh
that local banks have given them supplemental credits averaglng 57,000,

Refer to Annex G for a listing of the total aub-loan partfaifa
under loan 053.
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The Program Unit will offer credit and technical assist-
ance to: a) projects which are already bankable (i,e,, accompani ed
by a feasibility study establishing the economic, financial, and
technical viability of the enterprise) and which require little or
no refinement in project design and credit application, b) projects
which need cxtensive technical study and assistance, and c) to po=-
tential projects which are ldentified and developed largely through
the efforts or the Program Unit itself, and with coordination of
other GOP ageacies as required,

To achieve the above, the Program Unit will develop and
execute an active program of publicizing and promoting the objectives
and benefity of the <frogram to the target group., This promotional
effort may include che printing and distribution of informative lite-
rature, meetings or seminars with communities, soclal or business
groups, the use of radio, television, and newspapers, and the distri-
butlon of credit manuals, Project applications and interest in suba
mitting applications will be generated through this effort, 'The Program
Unit in the Branch office of the Banco Industrial will receive and re-
view all formal requests and work closely with others who exhibit an
interest in establishing a new business or expanding an existing busi -
ness but who are unsure of procedures and requirements,

In addition to responding to those applications generated
Ly the abeve, the Program Unit will also be responsible for developing
and coordinating "global" studies in a determine! geographic area to
identify and assess the local resources and the existing 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 withir the Bank's other Divisions, and on regional planning en-
titles, as appropriate),with technical experts assigned to TDY duty
for this purpuse, Based on the resource evaluatjon, the Program Unit
in Lima will prepare feasibility studies for those pre jects which
appear most favorable, It 4 community organization does noc exist
to manage the activity, one will have te be former, For that the Pro-
gram Unit will depend heavily on ocher GOp agencies such as Agrarian
Reform, SINAMOS, etc,, out The Program Unit will alsc prcvide the ser-
vices of cooperative specialists, etc,, as required to provide contj-
nuity for the activity, Once the proposed project feasibility is
established, the project can be approved with the regyuired technjcal
assistance and community collaboration efforts coordinatad to ensure
efficlent project implementation, For the comriuniiy c¢nterprise pro-
Jects, it :: expected that a technician provided by the Frogram Uni:
will remain witn the project for the first 4-8 months to rnsure that
the community organlzation is able to handle al. arpects of the actia.
vity,
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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, accountlﬁg, 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 efficlent operation and development, To the extent that the A
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 it with 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 tralning
as needed, The Unit will organize and or participate in training
courses or geminars designed to treat those problems of business which
can be effectively treated through group training programs, Such
programs, sub-contracted to an educational organization in the area
(e.ge, 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. Progran Operation

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

$4 Million of the proposed Rural Enterprises 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 tctal 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, OKDEZA's
satisfaction of this condition will include:

(1) a Program Organization ard Opevaticis Plan, indicat-
ing how the Program will carry out

- Project Identification, Develcpnent, and Promotion
- Technizal Assistance
- Training

(2) 4 Time-Phased Implementation Plan

{3) a revised Credit Manual fer the waril Fuad

4,%.D, must review and approve ORDEZA's suggesied appor-
tionment of the resources both by activities an” paeugraphical areas
prior to disbursing funds to OKDEZA.

The rationale for USAID's proposal for additional resources
for these projects derives from the joint USAID/GOUP ‘Ministry of
Economy and Finance; National Planning Iastitute) judgement th:i bLnth
052 and 053 are Successful projects which have generated !arp: amounis
of unsatisfied demand. (See Section IV, Borrower aad implementing
Agencies). The councepts and mechanists of 2ach propram were initiaily
innovative and experimental in Peru and the Implementating Agentv
(ORDEZA) was inexperienced. However, ORDEZA has cdemonstrated its
effectiveness, Tor example, te woerk with its projscts ORDEZA has
recruited and continues to attract wel) above averapge caliber rersonnel,
who bring profescional expertise and dedicatiorn to the tasks of
implementing these projects. As ¢ result of the 0ORDEZA efforts Lo
date, both of these projects have pruven eftzz: :ve in tha earth-
quake area and have the potential to help satisfy tne large cemand !o:
the benefits they bring to the target groups.



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 3¢ 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 052-type was created by the devastation of the 1970
earthquake. While there yet remains some "reconstryction" demand in
the zone, it appears from sub-loan applications received as well as
from discussions 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, vather than for the reconstruction
of destroyed enterprises.

There is substantial demonstrated demard Zor credit to
finance Rural Community Development project activities already induced
by ORDEZA's pcoject 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 pro-
ject development effort directed ty stimulating it. Theoretically,

a very large amount could be placed through a program of this type,
given corresponding administrative support from the 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
lmplemented under 052 and 053 as described earlier. The target
groups, terms and conditions of sub-loans, sub-project activities
will not be chanped substuntially. Those elements which it is
planned to change are for example, the eligibility of urban housing
construction activities under the Rural Tommunicy Pevelopment project
(to be deleted), the interest rates for Rural Community Development
projects (probably raised two percentage points or more above the ]
present very concessionary levels), the present technical assistance
and administrztive 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 (revised to reflect
accrual accounting methodology and provide more sub-project da:za),

It is USAID's judgement that the most productive uses of
the original 052 project were those which focused on the development
of community industry, agriculture, and infraslructure in the
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depressed rural areas of Lhe sierra region., While the nced for hnus-
ing in those areas is undeniable, the more urgent develupmental need

is for activities which attack the ecopnomic backwardness and stapn.lion
of those aveas, 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.1.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 reconstruc-
tion 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 comnmunity 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
8mall 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 been
demonstrated 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 favoreble (world price of foond
commodities, fishing conditions, etc.) than is that of the Sierzra,
ORDEZA will accordingly be requested to justify - if they wish to program
a significant portion of loan funds to the Coast ~ the reasons for
this allocaiinn, and to demonstrate how these funds will reach the
lower levels of the tarpet proup,
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For both activities, the "Criteria for Measuring Project
Success" as outlined in the discussion on Evaluation in Section
VI-B, Implementation Plan, will apply.



-29.

SECTION ITI - ECONOMIG ANALYSIS

A« Ovarview of Economy - Structure of the Peruvian Economy

The Peruvian economy can be characterized as follows: diverzifinq
structure of production; high external dependence; high but diminisning
concentration of ownership of economic resources and power; severe
inequality ln the distribution of income; high concentration of eco-
nomic activily on the coast and especlally in the Lima/Callao metro-
polltan areas; high underemployment ; large percentage of population
dependent on agricultural sector; low productivity in the agricultural
sector; low investment ratioj heavy migration to the coast and to
urban areas; 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 exist-
ing economic ard social structures, and has implemented a series of
economic policles designed to stimulate economic growth and to provide
increased econcmic opportunities to all Peruvians,

The Peruviezn economy produced approximately $8.4 billion of goods;
and services at current prices during 1973, for a per capita income of
$560, The corresponding figures for 1972 were $7.2 billion and $501
respectively,

The structure of the Peruvian economy 1is highly diversified with
respect to the sectorial composition of real GDP. As shown in
Table III-1,, the manufacturing sector is the major single contriby-
tor to GNP, accounting for gearly 22% of the country's production of
goods and servires, followed by the agricultural scctor which con-
tributes 14%, The latter sector, while generating a relatively small
proportion of GLP, provides nearly 45% of the employment in the country,
The commercial and services activities included in the "other" sector
and listed in Table III-1.are of increasing importance to the economy
and account for an estimated 15% of the GDP., The mining sector, which
annually earns searly 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 in
Table III-2, Exports accounted for 18.6% of the total demand for
goods and services, and were slighily 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 Govern-
ment 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, Natlonal Income i1s distributed as shown in Table III-3,
The sole proprietorship and partnership, etc., income figure of 73.5
billion soles includes the incomes of professionals plus the profits
of sole proprietorships and partnerships (lncluding 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 praid is referred to in
Peruvian naticnal 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 rercentage of Naiional 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 ir 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,1/
Basic education, 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 the Government's structural reforms
1s 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 modemn 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
slerra 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 availabie to the sector,

Most of the slierra is isolated from the major markets along the
coast by the lack of access roads due to the severe topography of the
Andes, For th!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, 1963-1973, unpublished doctoral dissertation, Harvard
University, 1974,
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This and the high cost of transport severely reduce the competitive~
ness in coastul markets of products produced in the sierra and the
.jungle, mcst 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 pro-
vidiug urban infrastructure for those areas further deprives the
provinces of irvestment resources, thus completing the vicious circle,

The Peravian jungle is thoughtto hold the greatest potential for
the fulure development of the country, Sti1l largely untouched, it
contxins 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 Economi.c Performance

The rate of growth of real Gross National Product ¢i’ the Peruvian
economy has averaged about 5,5% over the last five years, Due to the
impact of the reforms imposed by the present Government, especlally
the Agrarian arnd Industrial reforms, the relative growth of the
various sectors of the economy has altered significantly from that of
the past., Agricultural sector growth has slowed somewhat, especially
the predu~*lon of basic foodstuffs of internal consumption, Produc-
tton of the manufacturing sector is also growing mcre slowly than in
the past, Over the past couple of years, private investment .- been
limited to reinvestment of earnings as a result of the indus+i: iu.
corrunity and social property reforms which have shehe: the confidence
o1 the 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 investpents,

The construction (housing and public constructinn®, comrersial,
and government (especially public investment) sectors nave been
gicwing most rapldly in recent years, as the result of a consumer
speuding boom plus a government pollicy of economic expansion, Feszl
growth o1 the nining sector has been very modest cdue to pravi -lve
capacity limitations and the reluctance of forelgn investvore L

invest,

Althoug'. the overall growth rate of the economy hag ve~n r.. . rately
good, budgetary and balance of payments difficulties have pl:. . .4
Peruvian economic policy makers for the past sever:l years, ‘These
difficulties have hecome much more severe in recent months due to
increasss inflaticnary pressure internally and much higher prices for
some of the courtry's most essential imports,


http:spud-.ng

An Inelastic tax revenue structure combines with sharply increased
government spending on development programs has resulted in large and
rapldly gowing budgetary deficits over the past four years, Tax
changes introduced at the beginning of 1973 increased revenue hy
simplfying the adminlstration of the system and reducing tax eviiion;
however thess changes did little to increase the income clasticily ol
the tax struciure, On the other hand, government spending i expecled
to increaseauch more rapidly in coming months since many development
projects are just entering the execution stage and the international
prices of some heavily subsidized imports (petroleum and whezt) have
increased substantially,

In the past, tudgetary 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 1s expected as industrial sector investment
recovers,

Inflation has become a more serious problem over the past few
years also as a result of growlng shortages of basic consumer goods,
especially food items, sharply higher prices for essential imporis,
and continuing deficit spending by the Government, The rate of price
increase reached 14,6% in calendar year 1973, compared with 7,2% the
previous year, 6.8% in 1371 and 5.1% in 1970. Prices are expected to
increase by around 18 to 20% in 1974 for many of t1e same reasons
listed above, TIn addition, there are indications that consumer
spending 1s beginning to respond to inflation as the relative utility
of holding idle balances declines,

Balance of Paymznts

Following an overall surplus of $13 millicn in 1973, Peru's
balance of payments has undergone wide fiuctuaticns during 1974, At
the end of March there was an overall deficit of $159 million; iu
late May, the Mialstry of Economy and Finance reports a surplus of
$14 million, These fluctuations are thought to be the result cf
sharply higher irports and debts repayments early in the first quarier
followed by larg: exports of fishmeal and delayed drawdowns of detct
refinancd.: "oans during the following two months.

It 1s estimated that the final 1974 balance of payments will
show a deficit cf approximately $120 million (in spite of expected
very large inflows on long term capital account). This estimate ic
subject to substantlal uncertainties regarding fur.her fluctuatlons
in commodity prices of both major exports (copper, fishmeal) and
principal importe (petroleum, wheat), Should the former show cor-
slderable gains in relaticn 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

=32
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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
(Cua jons, Cerro Verdeg 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 miliion, The Government
has concluded three major debt rescheduling agreements since 1971, and
has reportedly negotiated another agreement for this year. Bazsed or
the GOP's expectatlions under +his agreement, the Ministry has released
the following ralculation of projected debt service to exports ratio
(Figures in millions of US dollars):

Year Debt Servicel/ Exports 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 31,6 1,950.0 16.3%

l/ Net of prepayments and refinaucing

Source: Ministry of Economy and Finance, Mey 1374,
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GR1SS DOMESTIC PRODUCT BY SECTORS

(Millions of 1970 Prices)

1968 Percent 1973 Percent Fercent Compound Rate of Growth
of Total of Total Increase 1968-73
Agriculture | 34,249 16,0 40,408 14.4 2,4 3.4
Fishing 4,991 2,3 2,105 0.7 - 23.4 - 58,0
Mining 19,369 9.0 21,057 7.5 3.3 1,7
Manufacture 43,006 20,1 60,202 21,6 7.5 7.0
Construction| 10,033 4.7 19,425 6,9 12.0 14.1
Energy 2,052 1.2 3,643 1.3 5.1 6.7
Housing 10,238 4,8 12,419 4,4 4,5 4.0
Government 17,416 8,1 22,631 8.1 6.0 5.4
Others 72,480 33.8 98,088 35.1 6,6 6.2
G.,b.P, 214,424 100,0 279,983 100.0 5.8 5.5
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B. GOP Economic Restructuring Progransl/

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 gnals:

1. Pormation of a .more just society.
2. Accelerated and self-sustained development.
3. Strengthened national soveraignty.

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.

Agrarian Reform

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 (-oast, sierra and jungle) as well as the complexi-
tlesof imdementing 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 Soclietiec
of Social Interest (SAIS), a quasi-cooperative model designed to
operate large livestock estates which had been expropriated in the
highlands. In addition, agricultural cosperatives are being promoted.

An evaluation made in July 1972 of both agricultural production
cooperatives anu SAIS disclosed the existence of several disturbing
problems. It secemed that these un!ts were bacoming isolated enclaves
enjoying a quasi-caplitalistic environment while areas immediately
adjacent were economically and soclally stagnant. The evaluation
also pointed out the need for decentralization of authority from
Lima In ordur to accelerate the reform so as to achleve the goals
of the Nationa! Davelopment Plan. It also 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.

1/ See Annex K for complete description. The above section and Annex X
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 Peru's 12 Agricultural Zones. Plans for 1973-1974
call for establishment of 26 PIARS, 213 enterprises, covering 990,969
hectares to henefit 52,760 families, and the generationd 307,800
new jobs by 1975,

Measured against the medium term Agrarian Reform expropriation
objectives laid out in the Nattonal Development Plan (1971-75) of

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

6,044 estates have been affected

5,804,409 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 ou 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 aware of the potential problems, but is nevertheless cone
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 Refourm

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 hawe 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 {ndust.ies considered as priority
(essential) industries, and to lessen dependence on forelgn sources.



The new structure of the Industrial sector will consist of the
following sub-sectors:

l. Those industries reserved for the State, Including all of
the "basic" Industries such as steel, cement, paper,
atc,

Zs The reaformed private sector, which involves a 50-50 mix
of private (corporation or Individual) /worker ownership
and ranagement, Each year the firm will grant 15% of
profits in form of ownership and equivalent management to
the workers until the 50% target 1s reached.

3. The social property secter, involving soclal ownership
and mariagement, 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 additior to these structural changes, the GOP has establ ished
a system of industrial priority which it uses in allocating resources,
especially investment rossurces and resources devoted to importation.
All Industries and firms are assigned one of four ~rlorities (lst,
2nd, 3rd, ard 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 producs those gocds and services most needad by the
majority of Peruvians and to eliminate vestiges of rank and privilege.

The role of the foreign firm seems to be very limited in the
future in Peru, not only because - f Paruvian legislation, but because
of the Andean Foreign Investment ¢ :de to which Peruvian legisiation
already largely cornforms. The (Ot “as repeatedly said that it
welcomes foreign investment, Fowever only if it contributes to
Peruvian development priorities and 70oals and if it is willing to
ablde by the conditions prescribed fa: ‘t, It should be noted that
little new foreign direct investment hus entered Peru in the last few
years, except for some large new int:stments by sowe of the existing
mining and smelting componles (Southerr Peru Copper Corp. and Marcona
especlally), and some investmunt in 011 exploration in the Peruvien
jungle,

- 39-



-40-

One can say then that the industrial reform s progressing
towards the goals of the revolution. Barring any abrupt, unfore.
seen changes in implementing the reform, the State wil} 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.

Education Reform

The education reform began 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 und other flelds to prepare a basic
design for overall education reforu, The draft of the Reform Law
was completed in early 1971, distributed for public discussion and
suggestions, then reconsidered by the GOP and finally promuigated
on 21 March 1972,

Basically the Refor 1is a strategy for the transformation of the
very fundamentals of Peruvian education, which is to be an integral
part of a profound ctransformation of traditional structures and is
aimed at eliminating the inequalities in Peruviar society.

It has its foundation in three major goals: education for
development and employment, education for the structural transfor-
mation of the society, and education for the self-affirmation and
indeperdence 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"
structure coordlnating all of the learning resources in each com-
munity and serving the needs of all individuals taraughout their 1ife-
times. These learning resources ara orga~ized according tn three
different levels. initial, or overall chtild development; basic
education; and higher educa“ion.

The curriculum is to become mure vocationally oriented through-
out the systewm, more relevant to Peru's socio-economic devel opment,
and more relevar.t 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 Peruviarized . Self-education is to be
emphasized, and public service iz 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 the community and a catalytic agent in avakening
abilities of children, adolescents, and adultsand stimulating in
them a permanent process of self-development. Teacher training
then 18 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 in the time frame established which may lead to its
distortion.

Mining Reform

Peru's mining reform when fully implemented will result in
substantja) 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 in meeting the most urgent
needs of the Peruvian people. Some of the more general goals of
the "revolution'" are expected to be served by the reform also, e.g,
lessened external dependence, redistribution of Income.

To effect its refprm, the GOP caused all unexploited conces-
slons to revert to the State (with the lmportant 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 itself 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 cemmunity. The general
purposes and guals underlying this concept are the same as in the
industrial communities, however the details vary somewhat.

Telecommunicatizns Raform

The telecommunications reform Is one of the most important of
Peru's social and economic reforms. The principal idea underlying
the reform !'s tou 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 tima) Peruvianization of TV and radio
programming. It 1s unclear at this time how far the GOP Intends
to extend its Influcnce over the dissemination of information, etc.;
within the couutry, however, there is no doubt of the potential
seriousness of this reform.

SINAMOS (National System of Support to Social Mobilization)

SINAMOS, 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 tb institutionalize the
re forms sought by the revceclution 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 ccreates mechanisms and institutions to provide a means
through which low income groups can exercise ownership and control
of avallable 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 community infrastructure projects for which it
inherited both funds and staffing from the National Office of Com-
munity Development.
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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 ahd
jungie), and urban vs, rural areas, Ranking the distinct areas of the
country in term of their relative development reveals the following
patterns

Most Developed: Urban Coast

Followed by: Urban Sierra (eg, Arequipa)
Urban Jungle (eg, Iquitos)
Rural Coast '
Rural Jungle ;o
Rural Sierra

A cimposite of selected socio-ecunomic indicators reinforces that
wide discrepancies occur between predominantly coastal departments
and other-than-coastal regions, (See Table III-4), Of the ten sierra
Departmente 1isted, 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 scale mining ventures in these
areas; discounting these mining activities, which benefit only a small
percentage of the total departments'population, the relative devel op=
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,

7f the distinction between'coast! and 'nonecoast' 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 availa
able, it would be fair to estimate the wages are four to five times
higher in urban areas, and that some B0% of the productive wealth of
Peru is located in urban areas or modern capital intensive mining
enclaves,

The sierra region is characterized by traditional agriculture,come
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 10% 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 III-4 1/
SOCIO-ECONGMIC INDICATORS IN PERU~

% Total 2/
Per Caplta % Eco, % Population % Population Dwelling Rural Pop.as Rank Ordering
Income (Soles) Active over 17 yrs not Speaking units with- % of Total leMost Develc
(3) __(1961) Pop,.in Agric, illiterate Spanish out elec , Population 24=least Dev,
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
Ica 6,258 50 33 1 65,3 52,7 5
Arequlpa 5,697 35 39 8 56,2 51,2 4
Tacna 9,543 39 44 5 60,4 44,4 3
HMoquegua 9,205 58 51 12 77,0 65,6 9
Tumbes 4,861 42 32 0 75.9 45,0 ]
Lambayeque 4,532 49 49 2 69,8 43,6 7
La Libertad 4,196 57 52 0 79,4 64,5 11
Pliura 4,259 56 62 0 84,7 56,9 13
PREDOMINANTLY
JUNGLE 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 DEPTS,
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
Hudnuco 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 {
Huancavelica 2,848 78 75 62 96,4 95.4 23 ,*:
Apurimac 2,675 77 84 71 94,3 93,4 24 “t:
1. Statletics taken from 1961 ®asus date complled and analyzed by D,S.Palmer In "Revolution from Above":Military ‘

Govarnmeat and Popular Part!. natizn in Peru,1268-1972,Cornell University Latin American Studies Department Serles

#47, January 1973

2, Rank ordering 1s based on a corralatlion of eleven varfables, six of which arc
3, The classificaticn as to Coast,Junﬁle and Sierra refers to the
land extenslon;“hus department suc

slerra geography,

as arequipa and Moguzgua a

%enera%

included here.
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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, 1,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.)ll
these departments are among the most depressed areas of Perus

(2) Despite the economic and social marginality of the region,
there generally exists z2dequate physical and institutional
infrastructure to assure successful implementation of the
project,

(3) The existing supply of credit in the region is insufficient
to assure 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 (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, apart and are joined by a paved
highway, The Puno-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,

1/ D,S, Palmer, " Rewolution from Above: Military Government and Popular
Participation in Peru, 1938-1972; Ph D Thesis, Cornell University,
Latin Americen 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 thlxrd, Puno ranked fourth, Cuzco sixth and
Junin thirteenth,
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There are several other minor urban areas, located in Provinces,but
most inhabitants 1ive 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 economie
activity, ‘

B, Economic Activity: The economic activity of the Department is
overvhelmingly agricultural, The 1961 Peruvian census gives the fol. /
lowing oceupational breakdown of the economically active populationg~

Economic Activity Persons Employed & of Total
Agriculture (farming 162,231 71,5
and livestock)

Mining 4,188 1.8
Mfg, Industry 20,082 8.8
Constenction 4,479 2,0
Utilities 164 0.1
Commerce 13,779 6.1
Transport 2,534 l.1
Services 15,291 6.7
Other 4,368 1,9
TOTAL 227,116 100,0

Source: Repiblica del Perd, Direccidn Nacional de Estadfstica
y Censos, VI Censo Nacional de Poblacidn, Tomo 1v,
Caracterfsticas Econdmicas,

For the most part the agricultural sector is characterized by
Bubsistence farming; local Gop authorities in the Puno region estimate
that the average individual land parcels are slightly over one hectare
in arable extension,

ing departments, Because of this migration to other areas the internal
Population grewth rate of the Department of Puno ia one of the lowest
in Pemo

2/ Note: The 1972 Census figures are not yet avajlable,
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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,
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(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 assare maximum development potential as determined by
the GOP,
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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 ma jority 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 Juliaca (population: 38,000),
These citles arz located some 30 km, aperi. and are joined by & 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, " Rewlution from Above: Military Government and Popular
Participation in Peru, 1938-1972, Ph D Thesis, Cornell University,
Latin Americen 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,




There are several other minor urban areas, located in provinces,but
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 1s relatively less populated, but which
the GOP feels is a prime area for colonization and future economic
activity,

B, Economie Activity: The economic activity of the Department is
overwhelmingly agricultural, The 1961 Peruvian census gives the fol- /
lowing occupational breakdown of the economically active populationy=

Economic Activity Persons Employed & of Total
Agriculture (farming 162,231 71,5
and livestock)

Mining 4,188 1.8
Mfg.Industry 20,082 8.8
Constunction 4,479 2,0
Utilities 164 0.1
Commerce 13,779 6.1
Transport ' 2,534 1.1
Services 15,291 6.7
Other 4,368 1,9
TOTAL 227,116 100,0

Source: Repiblica 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
bubsistence 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-
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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 grewth rate of the Department of Puno 18 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 i1s reorganizing production
into community cooperatives of SAIS (Social Interest Agrarian Societies),
A major problem involved in this process is that the total number of
agriculturai 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 this sector are weavers, potters,leather
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 1s growing in the Puno area, famed for its
proximity to Lake Titicaca and the monolithic Tiahuanaco ruins border-
ing the lake, Puno {s also an important intermediate point for travel
between Peru and Bolivia, COPESCO, the Peruvian Commission for study
and evaluation 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 3/ 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 authorit.es, however, recognize that present productive patterns
in the Department are inadequate to take full eronomic advantage of
projected increases in tourism in Puno., That is while the macrnecunomic
advantages which will accrue to Peru as a whcle may be great, the micro-
economic advantages accruing to Puno per_se are likely to be fairly
minimal, This is due to the almost complete lack of industries in the
area that can serve as backward linkages into the tour!sm industry .
i.e. hotel furniture and equipment, processed food, and other like
inuustries, Most inputs into the tourist trade will then have to be
"imported® from Lima, Arequipa or other industrial centers, There is,
as well, a fairl'y 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 econdm!co y
social del Perd : un estudic de diagndstico, 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 64% 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, located to the south, {3 an area
marked by subsistence agriculture and tourismj the montaiia area, to
the norteast bordering on the departments of Madre 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 aad railroad H
the road system is judged to the insufficient for the movement of
heavy transpoct and the GOF 1is currently considering construction of
a direct road connecting Cuzco and Quillabamba,

The City or Cuzco alsc has railroad and road cecnrect'ons with hoth
Arequipa and Cuzco, and roads connect the zity with tne coast,

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

Economic Actjvity Pensons Employed % of Total
Agriculture 126,237 al.4
Mining 1,554 0.8
Mfg, Industry 24,568 12,0
Construction 4,468 2,2
Utilities 294 0.1
Commerce 17,435 8.5
Transportation 2,779 1,4
Services 22,633 11,0
Other 5,481 2.6
TOTAL 205,509 100,0

As in the Department of Puno, the major activity - . agriculture -
can be divided into two areas: small subsistence farming in the sicrra
and the more highly productive livestock and export crops in the wone
tana area. Diminishing returns on the loid in the forrer area have
caused the Agrarian Reform to propose that large numherr of agricultura!?
workers leave the land in the sjerra, and the idea is to apen un new
areas for agricultural production inthe m.aiafia vegion, The mon+afia
area is considered to be one of the most srcmising agricul.urai sreas
of Peru, and the GOP has initlated plans tc /1) increase ke area
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under cultivation; (2) colonize the lower areas; and (3) increase
the value-added in agriculturai production by fomenting agro-
industries for the intermediate and final processing of crops ,

It is expected that the bulk of new industries cveated will pertain
to either the new Social Property sector or rurul 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 spokesmen
In 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 twc new facilities in Cuzco, ard there are additional
plans for the constri.:tion of a modern hecel at Macchu Picchu, (Section
III-K discusses the Inter-American Development Bank Loan for the
development of the tourist industry),

Artisan activities are also importsant within the manufacturing
industrial secior, and over 500 artisans are registered with SINAMOs
in the Cuzco region, The majority of these work alone, but SINAMOS
s working closely with them to form credit and production cooperatives,

Plans for the development of the region call for (1) increased at-
tention to agro-industry in the La Convencidn 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 highlv organized artisan activity, to suppl: tie tourist trade
to the area and meet foreign demsna for Cuzquefio artifacts,

C, Institutional Infrastructure: GOP offices are located in the
city of Cuzco, and most ma jor commercial dand state banks have offices
in both Cuzco and Quillabamba, The Ministry of Industry and Tourism
maintains a small office in Cuzco, and is under pressure from SINAMOS
to expand in order to lend technical assistance “o small industries,
The most dynamic bank is the Banco de los Andes, tne regional bank
serving 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
devel opment plans,

JUNIN

1. Geography and Population

The Department of Junin is located in the Central Sierra region
of Peru, The 1972 population was 691,130, with 407% living in rural
areas, The capltal of tae Cepartment 1is Huancayo, with a population
of 176,200, which serves as the commer.ial and industrial center of
the entire central region of the country,
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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., Induetry 19,843 12,5
Construction 44313 2.7
Utilities 330 0.2
Commerce 12,309 7.7
Transpor: 4,779 3.0
Services 17,761 11,2
Other 3,136 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 population and the latter accounting
for the bulk of productivity and eznnonic benefits, A strong modern
economic center has grown up in the Mantaro River valley, some 70
kilometers long and sevensto-eight kilometers wide, Agricultural
units within the valley are of sufiicient size to permit mechanization,
and crup ylelds per acre are among che highest in Peru, It is estimated
that some 207% of department agricultural workers :ve located in the
Mantaro Vallev, producing some 837 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 Huancayo is another 2xample of the miero modern sector
within a depressed macro region, Virtually all industry aud the majority

of commerce is carried out in Huancayo, and per capita income is several
times higuer than in other urban ard seri-urban areas of the department,

The GOP has indicated the pepartment of Junin as a future economi ¢
growth center, specifically in swill to medium inductrial expansion,
The Mantaro River hydroelectric prajcrt, currently in the execution
phase, will triple tne amount of rlectric power in the central sierra
by 1976, and the government hopes o channel this additional energy
into three major sectors: (1) min'us. thus increasing processing capacity
for minerals frowm small to medium oi.e wining ventures; {2) rural electrie
fication, to improve both the genaral standard of living and allow
for expansion of smell industtyv, and (3) medium sized industry, to be
centered in the duincayo urban area,
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In general the infrastructure tavoring the growth of small
and medium industries in the Depar:ment cof 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 supplv and market centers on the
coast; the city ot Huancayo is connected to Lima by the central
highway (5«6 hours), and there is deily railroad service via the
Central Railway, There is further rail service from Huancayo
south to Huancavelica, capital of the department of the same
nana,

There is an active and diversitied artisan industry in
the department, which supplies the Iocal tourist industry (center-
ed around the Huan:ayo Sunda- fair), snd a growing export market,

3. Institutional Infrastructure: all major government offices
have branches in the city of Husncayo.

AYACUCHO

1, Geography and Populatinn

The population of the Deps:tment of Ayacucho in 1972 was 459,747,
of which 66,67 (306,144) were classified as living in rural areas,
There is one significant urban area in the Department, the city of
Ayacucho, with a populaticn of 34,600,

Ths Department is mostly lo‘ated 1n the Sierra, sloping off into
the jungle on the east, The topagraphy of the ares is extremely
rugged with hlgh mountain peaks dividad by narrow valleys and gorges,

2, Economic Activity

The 1961 census gives the {~liowing orcupational breakdown, by
categories employment:

Economic Activity Persons Employed % ot Total

Agriculture (farming

and livestozk 87,133 76,7
Mining 983 o9
Manufacturing Industry 7,282 6.4
Construction 1,376 1,2
Utilities 56 ol
Commerce 5,454 4,8
Transport 697 +6
Services 7,875 6.9
Other AN 2.4

TOTAL: “13,572 100,0



As the da:a atove indi‘ate, the aconomy of the Department is
primarily agriculeurai, with approximately 757 of the labor force
engaged in agricultrural asctivitles, The major agricultural pro-
ducts produced in the Departmeat include vheat, potatoes, rice,
peanuts, camte &ni yuca, Thete is considerable wool production,
and some meat and milk and other dairy products produced in the
area also, with most ol these products consumed practically in
their entirety within the ar:a, Small scale subsistance farming
precominates, and attempts to cooparativize the existing structure -
of ‘ndividual holdings have met with considerable resistance,

Area snurces report khat total arricultural production in the
Department has falleo cdabstarn i lly in the part two years as a re=
sult of these attempuis and :ligt nuch of the expropriated land
presently lies fallow awaitiag the resolution of this problem,

Agricuitural productivity is extremely low in the area for
several reascns, including 4 lack of price incentives resulting
from the GOP's policy to subsidize consumers tnrough low food
prices, lack of watar for irri-.t'on, poor soils, and low levels
of applied technology. Compleinencary inputs such as fertilizers,
ingecticides, etc, are not available ar reasonable cost and the
cost of transport to markecs ovtside the area is prohibitive in
relation to the present 1+ .ixed prices, Thus, the local pro-
duction is used for farm Yousehcld consumptior and for sale in the
local market, wita very liccle axported to outside markets,

Even then, the loca! market i1as been subject to r-ecurring shortages
ot basic food items in recent months dus tn the drastic decline in
area production,

Due to thie lack of s-dequate income~procducing opportunities an
estimated 50% of the oaers of srall farms and of the Farm labor

force move to tha coast and i vhe  :rger tdrnies in the sierra
seeking work during the ctf srdsod, then returning to werk the
farms during the growing sea:nn, There ace 261 established farm

communities organizesl as auch in the depariment with a tota! of
around 240,000 memhers who cevote an averaje cof 2C <1y per year

to communal work a~tivities, The economi: activitie. of these com-
munities are limited by a lack of resources with which to work, so
they currently function more as political organlzations,

Industriai activity within the Depariren: {s very limited,
Ministry ot Inoustry otticigla ~stimate that there are only a tew
firms (perhaps 20} in the Dencetment which %o 'd ke classified
as medium-sire and perhapc *-=er rimnes that numter of small size
firms, There are saver.i “nct.rc which Jimit the potential fo-

-33.
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the marketing of 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 dew
veloping pPrograms to promote the sale of art.isan products,

of the worid. It, and most the other villages in the Department

of their restoration ls extremely high, In the absence ot addition-
al attractions and facilities, the tourist industry probably will
continue its sloyw growth,

in the area, Some of 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 minesg flows back into
the Department,

6000 studentg atteﬁding the two Universities located in the clty,
about 50% ot whom are from outside the area, Competition from
goods produced in other dreas, often ot both better quality and
lower price, provides yet another obstacle to the expansion ot 1o
cal retail outlets, Finally, the lack 0ot credit on reasonable

~ As 13 the case in most of the sierra, the absence ot sutficient
remunerative opportunitieg in the Department hag led to a massive
migration 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 litetime, and although the birth rate exceeds 1,17,
the rate ot growth of the area's population, during the last
decade was only 27%. Since the persons migrating are generatly
the younger, more able=bodied of the labor torce, there is probae
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 of 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 of the Western Hemisphere',
in which approximately 70,000 people were killed, 150,000 injured
and material damage was estimated at over $500 million, Internatione
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 progressivaly moving intou development activities,
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The Department ot Ancash was the area most severely affected
by the earthquake, Both in the coast and sierra areas, Ancash's
economic lite wag severely disrupted by material damage to ine

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 gas 726,605,
ot which 53,3% are living in rural areas, There are two major
population Centers, Huaraz (the capital of the Department) with
8 population of 29,719, and Chimbote on the coast with a popu-
lation of 159,045,

The geugraphy of the Department is well defined between coast
and sierra, 607 of the Coastal population is located in urban
areas, mostly in Chimbote which igs a major center of the Peruvian
fishing industry and site of the Peruvian steel Plant, The sierra
is predominantly rural, with some 607 ot the population scattered
on the slopes of the white and black cordillera mountains, and the
remaining 407 living in Intermediate townsg and small citiesg ot
which Huaraz is the largest,

2, Economic Activity

The 1961 Census gives the tollowing occupational Category
breakdown for the Department: ot Ancash:

Economic Activity Persons Employed % ot Total

. nora.
Agriculture 106,538 63,5
Mining 2,681 1,5
Mfg, Industry 21,506 12,8
Construction 4,014 2.4
Utilities 359 0,2
Commerce 8,220 5.0
Transport 2,816 1,7
Services 15,224 9,1
Other 6,429 3,8
TOTAL: 167,788 100,0

[t is recognized that the above absolute figureg may be somee
what distorted given substantial migration from the area following
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the 1970 earthquake and the significant lnss of employment; since
1972 Census analysis has not been completed, however, we assume
that the nercentagesare at least indicative ot overall employment
distributinn,

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 of the industry in the Dapart-
ment, and along with smaller coastal urban areas such as Casma pro-
bably 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 ceveloped, although the GOP has plan for constructing
facilities in the sierra Callejon de Huaylas region, There is a
small amount of 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 govemment established in Peru, having
an independent budget and Supreme authority over all other govern-
ment entlties working in the area, ORDEZA has established close
working reiations with SINAMOS and rural development activities are
coordinatea between the two agencies, (See CAP Section II A,Z and
IV tor a complete description 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 wi]l have a seconda-
ry effect upon the target regions selected; third, there will be bene-
fits generated which will be felt on the macro-economic level of the
national economy as a whole, The project's real and measureable
effects at the 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 and Communi ty Benefits, Employment and Income : The
major economic and social problems of the Peruvian rural sierra may
be summarized in the following manner:

1. There are limited employment alternatives to traditional agri-
ture in the rural Slerra;

2, The net population in these areas Is growing faster than new
arable land is becoming available, This Increased population
pressure has led tov an increasing man to land ratio, with the
consequence of Increasingly lowered Per capita incomes and
underemployment,

3. In general the only escape mechanisnm from this vicious clrcle
is by migration from the Sierra te Jrban areas; If such migra-
tion has had a somewhat Stabilizing effect on rural agriculture,
in that it draws off part of the population excesses, it has also
Created enormous problems for the urban migration centers,

) Téble III-5below gives a breakdown of tlhe agricultural and non-
agricultural labor force in Peru and in the southern and central areas
of the country, according to condition of enployment or unemployment,
The figures are, however, to somu degi ee misleading since underemploy-
ment (deflined as those part time workers who earn less than the minimum
wage or work less than 35 hours a week) is not identified, Especially
in rural agricultural sectors there are Indlcations that underemployment
is the rule rather than the exception; for example in the southern de-
department of Puno it has been estimated that fully 70% of agricultural
workers would fall into underemployment Categorles,
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Table III-5 papoR FORCE, AGRICULTURE AND NON-AGRICULTURE ACCORDING TO

CONDITION OF EMPLOYED AND UNEMPLOYED -l/
(Figures given in thousands)

A) PERU (Total)

Economic ictivity Employed Unemployed

No. % No, %
Agriculture 1,320.6 69,1 591.8 30.9
Non-Agriculture 1,732,2 78.2 483,2 21.8
Not specified - -0- 220,3  100,0
Work aspirants - -0- 47.1 100,0
TOTAL 3,052,8 71.5 1,215,9 28,5

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

Economic Activity Employed Unemployed

No. % No, 7%
Agriculture 307,5 69.4 135,3 30,6
Non-Agriculture 177.8 1.4 65,1 28,6
Not Specified -——- -0~ 10.8 100,0
Work Aspirants - -0- 4,2 100.,0
TOTAL 485,3 69.3 215,4 30,7

C) CENTRAL REGION (Junin, Huancavelica, Ayacucho, Pasco, Huanuco)

Economic Activity Employed Unemployed

No, % No, 7
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 37,1 25,7

_1/ Source: INP 1971-1975 Plan Global de Desarrollo



-61-

This project is designed to facilitate credit for employment gene-

- rating activities within the Sierra, which will provide an alternative

to increasing pressures on agricultural land, Small industries, espectal-
ly 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 ur-
ban or semi-urban areas of the Slerra, These types of economic activities
will provide enployment alternatives to leaving the Sierra entlrely and

-migrating to Lina, as well as involve the purchase of goods and raw ma-

terials produced by individuals and communities in the rural areas,

Regional Berefits. The criteria established for approving loans under
the project will include not only employment and income generation, but
will also cunsider the value added effects of individual projects, By
glving first priority to industries which will process raw materials pro-

"duced in the zone, it is expected to greatly increase the value added
raccruing 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 pro-

cessed or semi-processed goods, 1ocal producers will recejve higher pri-
ces for thelr pruducts, and local consumers will be able to purchase goods
previously imporved from other reglons at lower prices,

Careful selection and continual supervision of projects by the imple-
menting agency is intended to Insure that linkage effects are maximi zed
in projects within a partlcular region, Two examples of activities where
supervised credit could have a high multiplier effect in the region are:
the processing of pork products, and the weaving industry, In each case
individual projects would be Jjudged on their own specific merits, but by
fomen' ing backward and forward linkages the total economic benefit would
be even greater. In the case of the processing of pork products (sau-
sages, etc,), the ideal economic configuration would include the develop-

.ment of the feed Industry, the expansion of pig farming, and finally the

development of final processing industries; this would insure maximum pro-
fitability 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 artdisan cooperatives, raw material processing facilities could

be offered to individuals who would not otherwise have sufficient volume

P |
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E. Social Benefits of Project

1, Improved Rural Living Standards

A primary objective of this Project is to increase employment
opportunities for the underemployed and unemployed workers. The
income thus generated will be available to individuals and groups
for obtainiag 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 quanticy
and improving the quality of services and commerce located in small
rural 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 non-
economic 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 per-
centage of profits may be used for the construction of a modest
medical facility or for additional classrooms in the local school.

2e  Job Training and Informal Education

Sub-borrowerswill receive technical assistance and a certain
amount of job training. In rthe case of individual sub-borrowers it
is expected that trhe professional technical consultation provided
will introduce the borrower to additional aspects of his enterprise,
particulariy simple budget analysis, elementary planning, and adminis-
trative techniques which had heretofore received little or no attention,
It is anticipated that more formalized training programs in elementary
bookkeeping, Management, and planning will also be arranged for sub-
borrowers when appropriate. The 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 program
for community enterprises are more significant. The participatory
process utilized for management and sub-project implementation, of ten
through self-help construction techniques, assisted by Government
provided technical assistance, has application for meeting other
community needs which may exist in housing, health, and other areas.
In terms of technical skills, rudimentary construction techniques
will be taught as well as the skills required for the successful
operation of the enterprise., For example,in a small hog production
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facility, training in management, accounting and animal care will
be provided as an intepgral part of the project,

In summary, it jg éxpected that the Project wil have a bene-
ficial impart on the quality of rural life, wil} provide marginally

emerging job demands, and will increase the Planning and organi-
2ational capability of rural inhabitants to mobilize their resources
for community improvement,

3. Integration of Women into the National E conomy

integrated into most broductive sectors, Table III-6 shows the
percentages of men ang women in the Peruvian labor force, according
to economic activity,

TABLE III- 6 ; PERCENTAGE MALE AND FEMALE PARTICIPATION
IN OCCUPIED LABOR FORCE By ECONOMIC ACTIVITY

Economic Activity Male Female
Agriculture/Livestock 89.2 10.8
Mining 97.3 2.7
Industry/Mfg, 72.4 27.6
Construction 99.1 0.9
Utiliries 95.4 4,6
Commerce 72.7 27.3
Transportation 95.1 4,9
Services 50.8 49,2
Other 78,2 21.8
TOTAL : 79.1 20,9

Source: DNEC, V1 Censo Nacional de Poblacidn, Tomo 1v,
Caracteristicas Econdmicas, 1961

The Participation of women has been greatest in Pery ip
exactly the economic activities ip which the present pProject will
be working -- small induStry, artesania, commerce and service actj-
vities. In the greater part of the rural sierra, subsistence leve]
family incomes ¢an only be reached if al1 members of the family are
occupied; men have traditionally Wworked the land, and women engage
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in home-industry handicrafts, or small industrial or commeicial
ventures, The economic marginality of sierra women is less a
function of sex diserimination than the generally depressed con-
ditions 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 haa 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, 177 of
the Individual enterprise loans in the slerra region of the Earthquake
zone were made to women ( a knit goods factory, commercial enter.
prises,pharmacy, etec), and 457 of the jobs created under the project
have been occupied by women, 1In 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 equal 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 manuels to be developed and distributed and all other forms
of program pronotion (radio, flyers, newspapers, etc,) materials
will indicate equal eligibility of projects sponsored by or employing
men or women,
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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 Bynks; (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 smali 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 III-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 zre five such banks in Peru: (1) the A8ricultural 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, [t is authorized to make loans to individuals, cooperati-
ves, SAIS, and campesino communities. The following chart shows types
of loans pgrunted by the Bank, amounts of loans, and the effective in-
terest rate for each type.
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AGRICULTURAL DEVELOPMENT BANK: TYPES OF LOAN, MAXIMUM
AMOUNTS AND EFFECTIVE INTEREST RATES

(amounts given in Peruvian Soles)

EFFECTIVE
TYPE OF LOAN AMOCUNT OF LOAN INTEREST RATE
s r AN
Small Agriculture; 0 - 50,000 7%
50,001 - 100, 000 9%
100,001 - 150,000 10%
Against production 10%
Medium Agriculture; Up to 300,000 127
Against production 127
Large Agriculture; Up to 18,000,000 137
Against production 137%
Special Loans: Food Products:
Small producers 7%
Medium producers 9%
Acquisition of capital
equipment 10%
Jungle loans Variable: Maximum;12%
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
108"-
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The Bank's loans are directed towards actual agricultural
production, not industrial ventures related to the agrarian sector,
Sub-loans made to organizations under the present Project will pe com-
Plementary to *he Bank's credit 1ines 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 outa
side the scope of the present project (fishing, éxports, etc,), Loans
may be made to individuals or associations, Pertinent credit lines,
including the amounts and interest rates, are given in the following

INDUSTRIAL BANK: TYPES OF LOANS, AMOUNTS AND EFFECTIVE
INTEREST RATES

(amounts given in Peruvian soles)

TYPE OF LOAN AMOUNT EFFECTIVE INTEREST RATE
IFE OF LOAN AMOUNT

Artisans Up to 50,000 8%

Small Industry 30,001 to 400,000 7-12%
Medium- Over 400,000 9-137

Industries

Amortization periods are from 3 to 7 years, according to
the amount of the loan and tke activity to which {t Is applied, Grace
periods are normally up to six months, but .may be extended to one year,
For loans over 50,000 soles Phe Bank requires guarantees in the amount
of the loan (oy sometimes higher, according to offictals in provincial
branches); these guarantees may be in the fornm of .eal estate, machine-
Ty, raw materials or the production of the Industry, or personal value
guarantees, In the case of loans made to smail artisans, The Bank utf-
lizes insurance programs offered by the Banco de la Nacion: for a flat
fee of 2% the Banco de la Nacion wi]) guarantee up to 80% of the value
of artisan loans made up to S/4+50,000, This raises the efective {n-
terest rate op this type of loan .. from 8% in the first year to up
to 14% in final years - but allows artisans without Personial proper-
ty to have access to Bank credits, The Industrial Bank repc:tg that it

will shortly accept similar Banco de la Nacion Insurance to be applied
to loans up to S/.250,000,

2. Associ ated Banks

The Banco Popular de] Peru, Banco Internacional dej Peru and
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Banco Continental de} Peru are the associated banks, those in which
the GOP has acquired a majority interest, (Credits are extended to
all economic sectors and borrowers may be either individuals or
assoclations, There are two basic types of credit -- a normal credit
line, simllar to that extended by the commercial (non-associated)
banks, and selective credit, facil{itated by special rediscount rates
offered by the Central Reserve Bank.

Normal credits fluctuate in amount from S/.50,000 up to a
Mmaximum of 10% of the bank's loan portfolio, The current effective
interest rate is 147, Three types of guarantees are accepted: on fixed .
assets, letters of credit, 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 a
Separate section below,

3. Private Commercial Banks

Graph III - 2 give a breakdown of the growth in commerclial and
savings banks loan portfolio balances since 1970, by regions; Table II] - 8
presents this in table form. The private commercial banks maintain credit
lines similar to those described under the "normal credits” of the Asso-~
ciated Banks, Regional Development Banks maintain an identical commer-
clal credit line, plus a line of Selected Credits, Their scope of acti-
vity is limited to a 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, In the CRECE
Fund Small Business Project, two banks and a credit cooperative are parti-
cipating with ORDEZ4, providing 10% of the amount of individual sub-loans,
and administering repayments,

4. Cooperatives

The majority of production and credit Cooperatives in the slerra .
are relatively small, Production cooperatives are generally concerned
with providing short-term credits for the purchase of raw materials and
working capital untii production is sold, Credit cooperatives are of the
credit union variety and tenerally 1limit their loans to two or three
times an individual's savings., The majority of loans are for the purchase
of houschold items, not working capital for small enterpreneurs, Interest
rates are gencrally 1% a month on a declining bal ance,

Selective Credit Program cf the Central Reserve Bank, The Central Reserve
Bank's Selective Credit Program was established in 1471 in an attempt to
promote regional development via a System of preferential credits in se-
lected activities, The Central Bank offers preferential rediscount rates
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to state Associated and Regional Development Banks for the financing of
projects submitted by individuals or firms which fall into selected ca-
tegories, and the banks in turn offer preferential interest rates to
borrowers (107 or 117%, depending on the geographic location of the proa=
ject, in comparison to the 14 + % charged by commercial institutions),

Selective Credit lines include the following:

l. for agricultural production destined for internal consump.
tion, particularly that production which contributes to
lmport substitution;

2. fishing activities For human cons&mption;

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

4, tourism;
5. artisan activities,

The Central Bank has set the following guidelines on maximum amounts
of loans which may be made unc:: *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. ¢ mpanies whose capital is between one million and maximum
vonsidered under Selective Credit (S/.6 million in sierra and
S/.8 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 $/.336,000,000 at the end of March 19745 of this amount some 58.8% has
been actually utilized, Table ITI.9 glves a breakdown of the Selective
Credit activities in the four target areas and for the country as a whole,

Ir. gencral the Reglonal Yevelopment Banks have adopted a vi~

gorous policy in utilizing Selective Credit, Banco Central figures show
that of the 5/.113,000, 000 assigned to the Associated Banks at the end of
March, 1974, they have only loaned 5/.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 $/.203,000,000), During trips made to the target areas, the Selectiveo
Credit Program was discussed with banking officials, Generally they felt
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that the relative success of the Regional Development Banks has been
due to thelr active promotion of the program; the Associated Banks,

on the other hand, have used the credit line more sparingly-wnot due to
a lack of demand but rather to their own lack of promotion.

Banco de 1a 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 B0Z of the loan, charging a flat annual fee of 2% during the
life of the loan., Policies may be purchased (or often must be) for loans
up to $/,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 cffered 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 Portfolio/Balances (in million Soles)

Ancash Ayacucho Cuzco Junin Puno Totgllj

Z 7% % % % . -
Dec 1970 0.7 160,5 0.7 20,4 0.8 177 .5 1.1 258.9 0.3 68.4 123,6337’
b 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 34,539,3
June 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 portfolio balance.
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Loan Portfolio Balances of Commercial and Savings Banks and Governmental Development Banks

Ancash - Total
Agriculture
Industry
Commerc-
Others

Ayacucho - Total

Agriculture
Industry
Commerce
Others

Cuzco - Total
Agriculture
Industry
Commerce
Others

Junin - Total
Agriculture
Industry
Commerce
Others

Puno - Total
Agriculture
Industry
Commerce
Others

Source: Superintendencia de

Dec 70
%
100 335.1
46 154,.1
5 17.7
12 39.6
37 123.7
100 66,8
53 35.4
19 12.4
21 14,2
7 4.8
100 568.0
62 353.4
8 46,2
17 94.5
13 73.9
100 954,8
72 688.0
4 35.2
16 156.2
8 75,4
100 303.8
71 214,7
5 15,5
14 41,1
10 32,5

Dec 71
7%
100 440,4
48 210.7
12 53.8
13 58,0
27 117,.,9
100 90.5
55 49 .4
14 13.1
27 24,3
4 32,7
100 708 .4
60 428,0
8 55.1
17 121.4
15 103.9
100 908.8
61 558,.4
6 53.3
22 200.3
11 96,8
100 353,.7
63 224,2
6 20,9
17 61,1
14 47,5

la Banca y Seguro

(In million of soles and percentages per Economic Activities)

Dec 72

7%

100 487,5
49 238,5
10 48,9
13 66,7
28 133,4
100 118.5
59 69,8
12 14,2
24 28,6
5 5.9
100 823.3
53 439,9
10 82,8
20 165.5
i7 135,1
100 1096.7
55 606,.4
7 76,1
24 259.7
14 154,5
100 443 .4
60 265,2
6 27,1
19 83,1
15 68,0

Dec 73
7%
100 677,0
47 319.9
8 52,5
12 78 .4
33 226.2
100 165,6
66 109,2
10 1645
20 34,0
4 5.9
100 899.5
42 380.2
15 131.7
23 204,.3
20 183,3
100 1347.0
53 718.0
8 105.6
25 336,0
14 187 .4
100 629,7
64 401,.5
5 33.4
16 101.0
15 93,8
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SELECTIVE CREDIT PROGRAM OF CENTRAL RESERVE BANK, BY REGION

(amounts glven in thousands of soles)

cuzco PUNO AYACUCHO-HUANCAVELICA JUNIN TOTAL REPUBLIC

Anount Amount 7 Amount Amount % Amount Amount 7 Amount Amount X% Amount Amount X
Asslgned loaned loanca Assigned Loaned loaned Assigned loaned loaned Assigned loaned Loaned Assigned loaned loanec

PERIOD EN" 3G,

Deceaber . . ol - - 25,000 -- - 15,000 700 4,6 -- - -- 110,000 6,780 6.2
December 1972 25,000 8,427 33,7 33,000 18,115 54.9 40,000 13,028 32,6 23,000 1,500 6.5 286,000 95,320 33.3
Decerber 1572  30,00G 14,934 49,8 33,000 18,773 56,9 40,060 25,909  64.8 23,000 3,830 11.6 336,000 133,183 39.6
March 1974 36,000 13,653 43,5 13,000 28,830 87.4 40,000 29,485 73,7 23,000 6,020 26.8 336,000 197,493 58.8

Source: Central Reserve Bank of Peru, March 1974,
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Eavthquate 6,750,000 25,3
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TOTAL 26,650,000 100,0

The figures given above, as wvell as breakdowns previously given,
are meant to be 1llustrative and actual disbursement would, of
course not be made on this basis, The implementing agency will be
given discretim to disburse funds on the basis of actual created
demand in the specified geographical target areas. It is felt that
potential demand is sufficlently greater than avallable funds to
Insure that disbursesent will Eake place In the time frame anticl.
Plt“n
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Tatle 1l aeto fugth the propased aub.luan Interest retes,
BTACH perluds and amirtisaCiovh perlods, fur the part of the luan
going Intu nav arvas (.tler than Arcash), which vary sccording to
slse and category .f laan and accorditg tu the priveity level (lat,
Ind, 3¥rd and oy privortity) of the anterprise, The terme and conditions
of sub-loans /1 that portion of the loan which will repleniah the
032 and 0%) toans will be subolantially the same as thoee provided under these
earlifer loans. 'uteres! {a to be charged un the sursvending
balance at the end uf each cukputatlun perled (sonthly). There
vill ba nu u'her chargea (fees, ctc.) tu the borrower am! the loans
vill not be dtscounted, thus these ratoy are "offective” rates.
Other financiel Institutions are expected to participate in some
uf the sub-loana, espscially in the cosmerce and services ssctors,
under the conditions and meohanlems deacribed in Section IV, of
this paper. Ir genersl, these Institutions wil! contriduts up to
13% of the sub.loans in which they participate. They will earn the
regular commercis! rate of {interest on their contribution to the
sub-loen and a fixed administration feo on the balance of thw sub-
loan,

ANY chinges In the torms or conditlons of these sub-loans
Bust be mutwallv agreed upon by the Bank and A.1.D.

2. Justjficatiop for Selection

The GOP utfilires the credit system of the country to attain
certain specific development goals. These goals include: supporting
inter and Intra-sector priorities, encouraging geographical (regional)
decentral ization; stimulattng tho creation of new enterprises; prowot-
ing and supporting smaller soalo enterprises; and providing general
atimulus to economic activity. To accomplish these goals the Govern-
ment has set uo a complex systew of rates, with lower rates for
priority sectors and subsectors, for sierra and selva vs. coast
and Lima/Callao, and for smaller vas. larger loans.

411 rates of interest in offect in Peru are fined by the
Govormment and most of these arc concessional in that they are no high
enough to cover «l11 of the costs associated with lending in the
country today; i.0., administrative costs, bad debts, exchange risk,
coverage for inflation, and return on investment. The rates
established for the State Development Banks are concessional in this
sense and these banks are subsidized by the Government. (In



TABLE'[II - PROPOSED CONDITIONS AND TERMS POR

2UR-LOANG

(In Soles: S/.43.38/51)

CATEGORY AMOUNT OF LOANS n::.f: T QGACE PEE YY) mr;%gm
I. S=all and Medlium Up to 50,000 (0-51,153) &I?{ Tp 1 7 years U tn T yests
Industry 50,001 to 400,000 ($1,153-39,220) 7-10%7, - -
400,001 =5 2,000,000 (59,220-546,104) §-137~ - -
II. Commercial and Service Up to 50,000 (0-%$1,153) 87.3,, Up to 1 yest Vp te I pests
Enterprises 50,001 to4 00,000 (51,153-55,220) 0-!21;} - -
400,001 t> 2,000,000 759,220 -545,104) 11 ¥R - -
III. Organizations Up to 400,000 (0-58%,220 ) b Up to 2 yesta Dp 1o & oresrs
(Cooperatives, Com- 400,001 ©s 2,000,000 (39,225-946,104) “ - -
munity Assoclatlons, 2,000,001 ©o 10,000,000 (546,104-22135,520) T
etc.)
1/ Interest Rate to be charge on the outstanding balance 5f the l-an.
2/ Small industry loans up to S$/.250,000 are considered to carry the hlghaer rlaks; fuor Tessnn e lopLepelilvg
agency will be given the discretlon to seek loan relinsurance under the Zancs %o 1s Naclon srogram for Juomn: up
to S/.250,000. This reinsurance covers 507 5¢ the lsan, and th¢ 3anzo 2¢ 1a Nacifn Barges & flat annusl fee of
2% (i.e. on entlre amount of the loan, not the declining balance).

3/ These rates vary depending upon the orisri=y 5¢ the fndustry t: which the borroving fimm YWejongs.
The Banco Industrial is limlted by statute to a saximuz {nteres: rate > 11317.

~HR-
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agdition, t*he Central Reservs Bk grants preferential discount rates
to the Suate Duvelopment Biaks.) The rates that the commercia)

banks arv parmitte fo cherpe ave alsg lesa than the ful! costs oyt
lined above, howev.s they ary -fle o reduce the Ir coats aubstantially
by restricting their clientels ¢u only the most secure of borrowers
(large scale etilerprises with hiyh capital base, sound mnagemenc
performence, etc.) and by requiring excessive collaters] {in support
of thue !van. Moreuver, while the Interest rate 1a fixed, these

banks du charge for "auxiliary" services through a carrying charge,

8 trenefer of funds charge, and a charge for "extraa" (telephone
calla, cables, etc.), which substantially Increases the effective
rate of iIntorest pald by the borrover.

The system tonds to 1lmlt total comserclal bank credit ton
the privace scctor as wvell, and directs private saving into public
sector investwments through the bank's purchases of treasury bhonds,
Thus the Gevernmont's public sectur Investment priorities are sup.
ported also,

The proposed rate structure for sub-loans to samall indug-
tries (see Table Il ) aro {dontical to those chargedby the Indus-
trial Bank of Peru. Since the Industrial Bank s the only
effective soutce of crodit for small and modium size industrial
firms, there src no other rates of Interest Wwith which to compare
those proposecd In this loan.

The proposed rates are thercfore not concessional with
respact to other credit available to small and modium Industry,
They are somewhat concessional, however with respect to regular
commercial baaks rates of Interest and therefore with respect to
the costs, r'sks, etc., assoclated with lending In Peru today,
Concessional -ates (in this sense) are justified on the besis 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 level
of development, the Departments of Cuzco, Puno, Ayacucho, and Junin
are among the most economirally depressed areas of the country.

(See Section C for a descriptisn of these areas.) Industrial
activity in these areas is 1imited by a variety of factors, probably
the most important of which is their isolation from the major

urban markets of the country, which increase the cost of production
and the risks cf entering into any type of enterprise there. These
factors along wi<h the lack of managerial capacity of potential
entrepreneurs and the excessively conservative bunking practices
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of the othur suurces of credit In the areas exclude practically
all potential untrepreneurs and existing small and medium size
enterprises from the credit market. Even If they had access to
credit, ths rates that the other sources of credit (primarily
the commerclal banks) would charge would place an unduly
heavy burden on enterprises already confronted with serious
obstacles ro their development.

Thetefore, the GOP has decided that concessional rates
such as thoss offered by the Industrial Bank and proposed for
this loan are justified as cconomic development policy for these
arcas. 7Thii loan supports tho Government's policy in this regard
and proposes rates cqually concesslonal, but no more so, for this
target group.

Mcreover, the utllization of rates of interest ldentical
to those commonly belng used by the Bank wil! greatly facilitate
the administration of the loan.

For rhe sccornd category, small oand medium Commercial
and Service Enterprises, concesslonary rates are proposed for
reasons similar to those outlined above for small industrles.
While commercial and service enterprises gonerally earn a
higher return than do manufactuing firms (for that reason somee
what higher rates are proposed for this category) the economic
obstacles In these Departments facing new entrants into this
category of enterprise and existing enterprises in the category
wishing to expand are formidable. To cover the hlgher costs and
risks of dolng business In these areas the commercial banks
charge a combination of interest rates and fees which result in
effoctive rates nf interest of from 18 to 23%. (There is no
development bank scrving commerclal and service enterprises.)
In add{itlon, they do not lend for terms exceeding one year - in
fact, the vast majority of the commerclal bank loans are for
perlods ot 90 and 180 days - and they require collateral in
support of the lvan cqual to an average of no less than 150% of
the amount of the 1loan.

These rigld terms and conditions, imposed by the severe
economic conditions of the areas and the highly conservative
practices of fhe oxisting 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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Mnreover, the lack of experience and managerial training
of the target group entrepreneur contributes to the risk of
lending to kiw. The commercial banks must also cover this rigk

sufficiently concessional top compensate for most of the obstacles
facing this category of enterprise, however not so much go as to
eliminate the discipline required of the entrepreneur {in efficlently
managing his enterprise,

The terms and conditions proposed for the third category,
Oggnnlzatlons. are heavily concessional. The reason for such
rates is that this target group is the least well-prepared for
undertaking any type of enterprise, having had little or no
experience in activities other than in the agricultural sector.
These orginizations consist of 'tampes ino" communities, rural
'cooperatives, and SAIS, all of which are characterized by relatively
low income structures and as a result have had practically no
Tecourse to credit in the post. The purpose of mking sub-loans
available to these organizations is to provide employment and
Income alternatives which have not been avallable in the past.

bility studies prior to granting the sub-loans made to these organi.
zations to Insure that the projects are economically viable and

that income eng employsent criteria are met, there is a high risk
factor involve-. This is primarily due to the fact that reciplent
organizatiins will be, for the most part, untrained in the use of
credit, ang Initially p orly mepared in non-agricul ture activities.
Thus while feasibility studies will seek to prove profitability,

the profit mrgins are likely tou be quite low in comparison to

urban industrial projects, and the projects would be judged infeagibte
if normal comiiercial Interest rates wvere used,

The Intercst raLtes selccted (5-7%) are obviously sub-
sidized ones, but justifiable on the grounds that sub-loans will
provide a posit!ve fmpact on community development which could
not be secured rrop traditional credit sources,

Future Sub-borrover Loans

8Serve to stimylate economjcal ly marginal industries, commercial
and gervice activities to the point where borrowers will be eligible



for future loans from regular credit sources. It is therefore anti-
cipated that sub-borrowers will not be eligible, except in extra-
ordimary circumstances for repeat loans under this project, 1Ip
the case of CRECE Fund Small Business Assistance program (053)
sub-borrower: wishing to expand operations have been Jdirected to
commercial batks for second loans at strictly commerc{al terms and
conditions.

3. Maximum Sub-lLoan Size

It is expected that the maximum sub-loan size to Individual
enterprises will be $/.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 with A.I.D.; for loans over this amount, the Banco Indus-
trial will first review the project with A.I.D. It is anticipated
that this celing will be reviewed following the first year of
disbursement under the loan to determine if it should be changed.



I. Place of Yroject 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
and 056) implemented by the Agricultural Development Bank (Banco de
Fomento Agropecuario) were made during the period of 1966 through 1972
for the purpote 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 geographir 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 furd 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 actjivities through the establishment of a revolving fund
for sub-lending to local municipal governments and community organiza-
tions for community projects, In 1968 GOP support of locally elected
municipal governments was withdrawn, Severely limiting the potential
market for sub-ioans. Subsequent implementation was also hindered by
frequent reorganizations within the GOP Implementing Agency. The
Project ran 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. there-
fore deobligated $1.5 million of the original loan amount,

Other 1lyans containing elements related to rural development
are the Market Drvelopment Loan and the Private Investment Fund, As
amended, the fcrmar provides up to 30 percent of the total fund to

generally wiil be used to finance equipment and buildings for sorting,
cleaning, and grading of agricultural products. The purpose of the
Private Investmen: Fund is to finance facilities for processing,
transformation, and PrTeservation of agricultural products, This loan



complements the Market Development Loan by enabling increased ver-~
tical integrution of agricultural processing and marketing enterprises,

Grants

A numder of grant progr:ns have been initiated that deal directly
with 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 anu 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 rehabilita-
tion programs totalled $10.5 million between 1970 and 1972, Addi-
tionally, because of the actual and anticipated employment generation
effect of the A.1.D. grant and loan financed earthquake reconstruction
programs in hoth rural and urban areas, A.l.D. assisted the Government
of Pv: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 require-
ments, and provide accurate data in the earthquake zone.

The graut 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, The
ultimate objective of Lhis assistance is to introduce greater
rationality in-o agricultural policy and to increase the efficiency
of allocation of public capital and resources, All of the above
assistance conrributes 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 manusers of associated enterprises and advising on a series
of micro-econonic studies or representative enterprise types, The
results of the latter investigations will contribute essential
information to the {mplcmenting Agency and collaborating or anizations
regarding the community enterprise development portion o chqs loan,
For example, programming analysis of typical enterprises in particular
valleys will provide a rational framework for developing specific loan
pro jects,
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J. Relationship to National Plans and Priorities

The GOP's development policy, as expressed in the Natjonal Develop-
ment Plan 1971-75, places high priority on integrating the country's
rural population into the national economy through various progr:as
deslgned to support and stimulate economic activities in rural areas.
First and foremost among these programs is the aprarian reform 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-
metion of artesania and tourism.

Agrarian veform is defined broadly to include not only land re-
distributior. brall programs designed to develop the rural sector.
Thus, social mobilization programs, industiial or tourism promotion
programs, technical assistance and educational programs, etc,, are all
embraced by the 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 vo develop a segment of the rural sector :hat has been
heretofore relatively ignored. As such many of thesubeloans are expect-
ed to support or establish agro-industrial or agro-commercial activities
with a direct ralationship to increased agricultural production, e.g.,
grain mills, farm implemeqt outlets, etc., Other subdoans will support
or establish activities not directly related to agricultural production,
e.g., brick factories, carpenter shops, etc, Each subsdoan 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 the Lima/Callao area. Nevertheless, substantial
benefits are expected for rural areas from the decentralization prougram,
especially in 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 prugram 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
Justificatiou for its existence. Also, as additional income is injected



into the arez, the community's ability to pay for the additional so-
cial services will be enhanced,

Natural regource development may also be supported by this loan to
the exteat to which small Scale projects involving the proceseing of
natural resources are developed and in need of financings Mining of
mineral resources will not be eligible for financing under this loan,
nor will projects involving the refining of minerals. The further
processing of natural resources into semi-finished or finished products
and the manufacturing 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 subeloans also; however, given the special credit pro-
grams already existing for these industries, care will be exercised to
avoid substjtution 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.



-94-

K. Consistency with MLI Programs

The purpuses 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 institutionst World
Bank, International Monetary Fund and the Interamerican Committee
of the Alllunce for Progress of the 0.A.S. The annual reviews of
the economic and social conditions in Peru published by each of
these organizations support the rural development 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 dierra to the coast,
especially' the migration to the Lima/Callao metropolitan area. The
proposed loan will contribute directly to accompiishing 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
attractiveness of the major urban areas. Thus, 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 programs which conform to their recommendations, and which
are complementsry in nature to those anticipated in the present pro-
jectn

l. Inter-American Development Bank

(a) The IBD is expected to shortly announce a loan to the GOP for
the inplementation of the first stage of Plan Copesco (Peru =
UNESCO tourism and cultural plan), The Plan calls for the de-
velorment of tourist infrastructure in the Cuzco-Puno region,
and the first stage will comprise the following:

- H!ghway construction and improvement;

Rural electrificacion;

= Construction and improvement of hotel facilities;
~ Improvement of sewage facilities;

Financing of Cuzco airport improvement studies.

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



-9%5.

communi ty enterprises, etc,) in high priority Agrarian Re-
form areas throughout the country. The GOP contribution is
an estimated $ 14.5 million and the BID contribution is $ 12
million, Three GOP agencies have roles in.implementation;
Banco de Fomento Agropecuario, the Ministry of Agriculture
and SINAMOS., Projects eligible for financing are, for the
a08t part, related directly to agriculture, but can include
roacd Construction, food processing, supply outlets, etc,
Sub-project activities are viewed in the context of a detail-
ed development plan for g given associative enterprise. The
interest rate on all sub-loans is 9%; grace periods and am-
ortization schedules are determined on a case-by-case basis,
Ther~ are several important differences between this IpDB

Loan and the proposed A.I,D. Rural Enterpriges Development
Project;

- The IDB project's average sub-loan size is about
$ 800,000, in comparison to the average estimated
size of $ 75,000 - $ 100,000 (depending on the area)
under the A,.I.D, Project for Rural Communi ty 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 areas:-the A.I.D, project will not be so restricted,

2. International Bank for Reconstruction and Development

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,
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This Project is complementary to the Rural Enterpriscsbevelop-
ment project in that its; objective is the improvement of rural
economic conditions, The Projects differ, however, in that the IBRD
credits are uged exclusively in the agricultural Sector and canpot
be applied to alternative types of enterprise, The target groups to
which the two loans are directed are also quite different: the A.I.D.
Project, by emphasizing the technical assistance Component both 4p
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SECTION IV - BORROWER AND IMPLEMENTING ACENCIES

I. wer - 8 of Eco and Q

The Borrower is the Government of Peru represented by the
Ministry of Economy and Finance (MEF). The MEF was established
in 1969 (undsr the name of Ministry of Finance) by Decrae Law No.
17391, and was later restructurad and yenamed by Decrae Law No.
17703, also issued in 1969, The main function of the MEF is to
design and implement national economic and financial polioy. This
includes economic and financial analysis of the economy resulting
in specific monetary andfiscal policy measures designed and imple.
mented on the basis of that analysis; responsibilities incident to
the nationa® debt, both internal and external; tax collactions;.
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 MEF to eoordinate with the
policies and programs of other governmental and international
entitlies '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 wilt
likewise coordinate the Rural Enterprises Development Loan with
this office. All accounts with external donors are registered and
sarviced by the Office of Public Credit of the MEF.

USAID has received a letter from the Borrower represented by
the Minister of Economy and Finance requesting a loan equivalent
to US$10 million 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 in Annex B.

USAID has received a second letter from the Minister of
Economy and Finance in which he designates the Industrial Bank as
the Implement'ng Agency for the Rural Small Enterprises Develop-
ment Fund program under the loan, and QORDEZA as the Implementing
Agency for that part of the loan to be utilized in the earthquake zone.
A translation of this letter also appears in Annex B.
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iI. Impleme: ting Agency - Banco Industrial

A, Implementing Agency and Scope of Authorily

enterprise. As of December 31, 1972, the authorized capital of the

Bank was s/.2,€00, 000,000 ($46,104,195), and the paid-in capital was
$/.1,180,731, 000 ($27,218,326), The Bank's shares are in two

Classes: 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 anrually as The Bank's
profitability allows. When fully paid-in, Class A shares will con-
stitute approximately 90% of The Bank's total Capital; as of December 31
1972, Class A shares constituted 837% of paid-in capital,

’

The Bank lists total assets of S/.9,647,397,918
($222,392,759), including a loan and investment portfolio of
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, authorijzes it to promote and finance
nUMerous activities supportive of industrial development such as the

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 I'he 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,

from international institutions and foreign governments; when such
borrowing is conditioned on a government Bvarantee, The Bank is
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In the area of small industry, T.he Bank is specifically
charged with sponsoring the organization of small industry in "pre-
Cooperatives and other Cooperatives, and other associative forms,
investigating and encouraging respectively, the factors and
activities which can serve as precnﬁtating elements of collective
interest, perritting T-he Bank to extend its services to the largest
number of people," (Supreme Decree No, 299-68-H8, August 14, 1968),

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

B. Organization and Management

The Nank recently undertonk a major internal reorganization,
Now complete, ttis reorganization was begun in 1973 in response to
recognition of The Bank's very rapid rate of growth in two particular
areas: 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

The Bank is now organized into sevepn divisions, two functional
and five line, as follows:

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

2) Tke Financial Division, which studies, recommends, and
implements the financial policies of ‘the Bank;

3) The Ogerating Division, which organizes, directs,

coordinates, and controls the banking operations of the institution;

4) The Industrial Credit Division, which studies, recommends,
and implements The Bank's credit and assistance policies in support of
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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
processineg, uf pro‘ect investment plans submitted by holders of
agrariar 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: one 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 lndustries and Tourism, and two representatives from
the Ministry of Fishing. The Directlors 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 Supeérvised 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 phe Bank in
recognition 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
The 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 jinterest 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 asscssed on these loans, while larger
customers needing special attention or supervision 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 1,714 loans, to S/.162,476,000 ($3,745,412) comprising
1,488 loans. (These figures do not include additional small business
lending realized by .the Bank for small fishing/fish industry opera-
tions which is included in T-he Bank's Fishing Credit Division report).
The Bank states that this significant increase was due in large part
to the increase¢ autonomy and authority to approve loams given to the
Branct. Offices in Piura, Trujillo, Arequipa, Tacna, Huanuco, and
Cuzco and Puno up 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 §/.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 inyolving industrial processing of production
of food and clothing (43% of 1972 total amount approved).

Of tae 1972 total, §/,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 opara=~
tions for 197), and was unaffected by the increased decentralization
of authority realized during 1972,

To date, The 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 otjective of the effort was promotion of the availability
of credits under the Program, In view of the total of 111 loans for
5/44,995,000 ($115,145) approved as a result of this effort in Puno
alone, the Bank feels strongly convinced of the large demand for such
credits and irtends 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 $/.50,000
($1,153). Previous promotional activity has not been as intense and
continuous as is planned for the proposed project and technical
assistance (bcth 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, The Bank entered into an agreement with ALIDE Fur the purpose
of creating a Center for Documentation and Instructionai Materials in
Development Banking to be located witchin 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

l. Appraisal of Operating Lxperience

As noted above, T-he Bank has had considerable experience
in the development of small industry and artisan programs, particularly
through its branch offices where approximately 907 of sub-lending activi-
ties are directed at small industry and artisan projects. In the Cuzcu
and Puno Branch Offices for example loans totalling $/.10,000,000,
($230,520), and S/.9,000,000, ($207,468), respectively were made in
1973, This was accomplished with only minimal promotional and technical
assistance inputs from the Bank. The Bank estimates that this volume
can be significantly increased with Lhe additional technical assistance,
promotion, and training inpute proposced under this Project,

The Bank's tavor.ubl. experrence with small industry/fishing/
artisan lending notwithstanding, the Rural knterprises Development Propran
to be implemented by o Bank undet the proposed loan will requite special
efforts and inputs in sceveral phases of project development some of which
might not be availuble within ™he Bank's permanent professional otatt,

In particular, with repatd to the mote extensive orpanizational and
technical assistance LBpuLs which are expected to be necegggg for the
development of communily or cooperative enterprises, which might involve
agricultural activities, it is anticipated that The Bank will epter into

inter-agency agreenenls with other op Development Agencies for pProvision
of these inputs,
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€. Ensure that The Bank's backstopping services
(technical assistance, training, promotion, etc,)
are provided to field operations as needed.

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

@, Approve thosc¢ 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-
ments a5 required,

Regional chordination and support staff will be hired for
the Branch Oftices nelected for Program implementation. Their responsi-
Lility will be to implenent the Rural Enterprises Development Program
wtilizing the existing Branch office resources and the technical back-
stopping asetstance avarlable in the Bank's various technical divisions,

3. Progran tormponents
4. Project Promotion

Ihe Bank will carry out an active program of promotion,
publicizing the benefity of the Program, both the technical assistance
ad vell as the financial assistance, to reach the target group in the
priority areas s«lected,  [he means of achieving thic may be illustrated
by the following examplen:

= Publication and distribution of descriptive literature
about the Propram, e.p., credit manuals, pamphlets,
brochuren, flyers, newspaper articles, etc,

= Meelings ot seminars, conferences with business groups,
Campenino orpaniszations, social organizations, local
participating baks, ete,

Uy Project Identitication

Atealty-dieciplinary team (composed, for example, of
sode or all of th- fullowing professionals: an economist, industrial
engineer, &nall businen: develupment techniclan, community organization
expert, etc,) will tdenti'y potential sub-projects and sub-borrowers
(individuale and groups) by -

e Initiating field surveys in selected towns and
micro-reglons 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 p romotion staff.

¢. 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 The 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 (,8., 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 those
problems which can be effectively treated through group training
programs, such as basic accounting, PUsiness management, cooperative
management, mcrketing, sales, promotion, etc,

For those businesses needing highly specialized
training, The Banl 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) collaboratr with the Bank in the development of feasibility studies,
d) provide tecknical 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 GQOP
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 host 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 prcjects 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 zuthority will be increased for the Rural EnterprisesPro-
gram, .

E, Organization/management strengthing required

As The Bank is an industrial development financing institution,
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 industrcy 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 contrccted locally utilizing the technical assistance alloca-
tion of the Lozn,

l. COrganization and Staffing Proposed by The Bank

The Bank has agreed to 5et up a special office to imple-
ment the proposed Program., The following proposed organizational
structure anrd staffing for the Program to be initially implemented
through the Puns 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 implement the Program. This Divi-

project backstopping functions with respect to small industry
development, It igs also the function of this Division to analyze

for the Bank, and to initiate new program development to meet
identified needs, Given the technical assistance emphasis of the
proposed projec: and itg innovative aspects (including Commercial/

Program within the Studies and Development Division,

To the extent the Project proves successful it may
subsequently be inCorporated into another line Division., Jt is The
Bank's judgemeat that the proposed location will alloyw 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. He will have the rank of Deputy
Manager, reporting directly to 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, ap economist, an agricultura]
expert, a communirv organization expert, and a Statistician, This
staff will be supplemented by part time assistance from other Depart-
ments within the Studies and Development Division as needed, While the
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unit will be based in Lima, over 50% of its work will be in the
Departments served by the Progran, thus requiring considerable travel
by the unitc,

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 offices in Cuzco and Puno each contain 5 to 7
professional staff (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 pirogram implementation is S/.24,000,000 or U.S.$553,250
over a three year implementation period.

USAID considers T.ne Bank's organizational structure
and staffing renquirements proposed for this Program as tentative and
subject 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-depth The Bank's current
Branch Office capacity and the quality and timeliness of Lima back-
stopping 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 The 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
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description (Program Organization and Operations Plan) of the proposed
program and the manner in which it will be carried out (See Section V1
for descriptivn of Conditions Precedent).
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ITI. Isplementing Agency - ORDEZA L/

A. nqjmugg§gL4Agency and Scope of Authority

In response to the 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
ma jor 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 nlanning.

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 %o 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 (Comisidn de

" Reconstruccién y Rehabilitacién de la Zona Afectada) was ranamed
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.



USALD has developed a close relatfonship with ORDEZA in
project monitoring and execution, This is well illustrated by the
assignment and performance of ORDEZA as implementing agency for
the A.I.D. Community Development and Small Business loans, and the
cooperatior 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: “hief'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 respective names.

llanagement 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, proiotion, implementation, and coordinates inputs from
other ORDEZA Divisions. It also Supervises construction and credit
operations,

The CRECE Fund Small Business Program is likewise ad-
ministered through a special office, the Program for Financial
Investment, which reports directly to the General Manager of ORDEZA.
This office cnordinates all staff and outside inputs of the frogram,

C. Experience of Agency

As described in earlier Sections (Section II, The Project),
ORDEZA is now ilanaging programs initiated by financing under loans
052 and 053, The allocation of additional loan funds to ORDEZA
under this proposed pProject 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 pro-
jects financed by 1loans 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

=-1ll1l2-
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continue at much their present rate, The 052 Community Development
Program now has a staff which includes 4 executive and administrative
personnel, 25 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. approval 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 2zone.
Possibly because of this unique status, ORDEZA's relationships with
other agencies in the zone are now quite good. A spirit of coopera-
tion 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. There are,
however, severzl changes that will be made in the Small Business
Program. The Small Business Program will Strengthen its capabili-
ties to provide technical assistance to sub-borrowers, To achieve
this, ORDEZA will, through in-house efforts or by contracting with
an outside ertity, evaluate its existing portfolio of 053 sub-projects
and attempt to determine deficiencies in the Planning and operations
areas of these projects, It ig also planning to organize courses or
seminars to include training in the technical, economic, financial,
accounting, administrative, and other aspects of these businesses,
with the objective of solving or overcoming those elements of their
operations whichk restrain efficient operation and development,

Ir addition, ORDEZA will insure that an adequate number
of professicnals in business operations/management are available to
visilL 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 propram and the manner in which it will be carried out,
(See SectionVIfora 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,

1. A.I.D.

The A.I,D. contribution will be $10,0 million, 1In 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 ORIEZA,

2, Bancn 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
1s 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
asslstance in project evaluation, 1In order to provide specialized
technical assiustance to sub-borrowers, The Bank expects to go outside
of 1ts 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 ard 053, To support this effort, A.I.D, will provide up
to $4,0 million to ORDEZA, ORIEZA, 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
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Rural Enterprises Development Project

FINANCIAL PLAN

SOURCES OF FUNDS

Participating
BANCO Financial Sub~-
Program Elements A.I.D, INDUSTRTAL ORDEZA Intermediaries Borrowers
A. BANCO INDUSTRIAL
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 )
Developaent Projects ) 3.7 m
2. CRECE Fund Sz=all Business ; With apportionment
Assistance Projects ) to be recommended 0.3 m 0.1lm
by ORDEZA, approv-
ed by A.ICD.
3. Technical Assistance to
ORDEZA for (1) and 2) above 0.3 m
%. ORDEZA Counterpar: 1.0 m
4,0 m
Sub-Totals 10.0 4,5 m 1.0 m 1.0 m 0.4

TOTAL PROJECT = $16,9 million

-9TT~
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C. Utilization of Repayments

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

1. Repayments 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 thet 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 plan will be submitted by December 1977, or earlier.
ORDEZA indicates that, with the additional resources provided to it
under the proposed loan it will, with repayments from 053 and 052, be
able to contiiwe 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 sooncer, the very large demand generated by the two project
activities, as described elsewhere, argues strongly that ORDEZA use
its significant orpanizational capacity to continue to provide and
manape the two assistance programs in the earthquake area, although
administration of the two programs will over time become more closely
coordinated and, perhaps, consolidated. USAID intends to discuss such
confrolidation of funds with ORDEZA during loan negotiations with a
viuw to requiring that ORDEZA submit a plan for such consolidation.

D. Disbursement Procedures

l.  To OKRDEZA

It 15 propesed that disbursements of the $4 million to be
channelled rhru ORDEZA as the Implementing Agency will follow existing
procodures applicable to Loan 052 and Loan 053, respectively. These
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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 resources 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 Eund.

e. Dolliar 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 each in accordance with a schedule
acceptable to AID,
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8. AID disbursement of 1local 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 dis-
bursement procedures will be defined by Implementation
Letter).

The rreferred 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 perio-
dically 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 requirements o the Program. Such
advances would be deposited in The Bank to establish the Revolving
Fund Account. Periodic replenishment of this Revolving Fund would
be made pursuant to a schedule 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 fror 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 essen-
tially of administrative costs, the advance method will continue to
be utilized with ORDEZA.

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.



SECTION VI - IMPLEMENTATION PLAN

A. Executicn
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The following schedule estimates the timing for the critlcal
Pro ject events:

1.

2,

3.

5

Event
Authorization of Loan

Draft, prepare for negotiating loan
agreement

Termination of Negotiations and
Signature of Loan Agreement

- prepare Implementation Letter No.l
Implementation Letter No.l issued
Satisfaction of Conditions Precedent
to Initia] Disbursement by Borrower
(Ministry of Economy and Finance)
A, Opinion of Borrower's Legal counsel,
B, Decignation of Borrower's repre-
sentatives (Implementing Agency
Representatives)

(Implementing Agency - Banco Indus-
trial or ORDEZA - can proceed to

contrast for Technical Assistance to

jtself as eligible for financing
under the loan, e.g.,, full time
Project Advisor, and for purchases
of eguipment and vehicles required
for project implementation by both
Implementing Agencies.

Satisfaction of Conditions Precedent
to Additional Disbursement of Loan
Funds through the Borrower to the
Banco Industrial

Date event completed

June 21, 1974

August 15, 1974

September 1, 1974

September 15, 1974

November 1, 1774



A.

B.

C.

Bvidence of the creation of a Rural
Enterprises Development Fund within

the Banco Industrial for the Program,

Evidence of sufficient budgetary re-

sources to make the Banco Industrial's

coniributions to the Project

- for capitalization of the Rural
Enterprises Development Fund

- for additional personnel and
operating expenses as required
for the project.

Program Organization and Operations
Flan, Rural Enterprises Development
Program. A complete description of
the program and the manner in which
the sub-project activiiies will be
carried out, including evidence of
The Bank's authority to work with
Commerce and Service type busi-
na2sses 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 responsibllity
and authority for Program
executlon from the Branch or
Field offices,

- The proposed staffing of the
speclal 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. Projert Identification
b, Project Promotion
¢, Technical Assistance

d. Training

The Plan will also include:

criteria and methods Br select-
ing sub-pro jects

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) Araual Time-Phased Implementation Plan

3) Operations Credit Manual

Satisfaction of Conditions Precedent to
Additional Disbursement of Funds through
Borrower to ORDEZA 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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November 1, 1974



- evidence of sufficient GOP budeciary

support to ORDEZA 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 corganigation, criteria and
procedures to he followed in
carrying out the Rural Community
Devélopment 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 Program 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 sefcting
these sub-projects, including
measures to obviate any discrimina-
tion against women or minority

groups.,

- procedures for financing including
terms, collection methods, provi-
slon 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,

Annual Time-Phased Implementation
Plan, Also to be included will be a
twelve-month time-phased implémenta-
tion plan 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-
sentatlion of these activities will
be by bar charts, critical path
nethods or flow charts,



7.

9.

10,

11,

12,

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 ine
cludes, among other things, the
rules and regulations establigh«
ed by ORDEZA and the CRECE Fund
Trustee, and approved by A,I1,D,
in writing, governing Particie
pating Financial Intermediaries
(with provision for increasing
the PFI's minimum contribution
to the CRECE Fund program from
102 up to approximately 257)
eligible sub-borrowers, condf-
tions of subeloans, methods of
approving sub=loans, and rules
for general operations of the
Fund, to reflect any changes
resulting from the new Project
Organization and Operations Plan
referred to above,

[}
First Disbursement through the Borrower to
elther the Bgnco Industrial or ORDEZA

Joint Project Review (with ORDEZA and the Bank)

- general assessment of status

Subject to negotiations between USAID and
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,

Joint Project Review (with ORDEZA dnd the Bank)

= 8eneral and specific assessment, to focus
on progress of Projects, evaluation of ac=
complishments, make Program management
recommendations to ensure realization of
Project goals/targets,

Joint Project Review (with ORDEZA and the Bank)
= a8 above

Final Di sbursement
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November, 1974

April, 1975

August, 1975

December, 1975

December, 1976

June, 1977
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B, Evaluation

1, Under loan 052, ORDEZA, with technical assistance to be con-
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 asslstance
will focus on defining evaluation criteria, establishing
measurement indicators, designing a comprehensive and effective re-
porting system, and implementing such a system,

Pricr to the disbursement of loan funds for ORIEZA's Rural
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 d:signed for the 052 activities as well as the system for
this loan will lncorporate 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, functlons, and sub-project,eligibility 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.

To suppert and assist this effort, Te Bank proposed the
full-time assignment of an individual from the Statistics Section of
the Studies and Development Division to be in charge of gathering,
maintaining, and preparing the data required for project reporting
and evaluation, This individual will be responsible directly to the
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
suggested to The Bank that it contract with a consultant firm expe-
rienced in project evaluation to assist in designing appropriate
methodology and systems for establishing criteria, monitoring, getting
feed-back, measuxsment, etc.., The Committee also suggested that
financing for thls purpose could be made available from the portion
of the loan reserved for iechnical assistance.
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The USAID intends to continue discusaions with the
the overall cubject of project evaluation following loan aggggifghtion.

An effective evaluation system proposal is 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 disbuxsement 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.

subloan.
b. Value added through sub- b. Sub-projects expected to
project activity. create additional value over
cost of raw inputs.
¢. Economic integration effects c. (1) sub-projects expected to
of sub-projects. utilize on average, a per-
centage (x2) of locally-
(1) utilization of locally regionally produced inputs
produced raw materials, (materials and labor).
inputs. (11) (Indicators to be developed).
(11) consistency with GOP
policies for vertical in-
dustrial integration.
d. Incowe generated through d. Confirmation of a continued

Employment Generated

-cost per job created
relative to amount of

sub-projects.

~profitability of enter-
prise (individually or
communally owned)

-galaries paid to new
emgloyecs

Benchmark Data and Means of

Verification

a.

Data from 053 experience will
be used as guide.

profitable operation of sub-
project near or above level

of activity when sub-project
implemented.
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b.

C.

e. Soci~economic groupe
benefitted.

[}
~-community enterprise
~individual enterprise

f. Employment-Integration
of Women in Sub-projects.

THE INSTITUTIONAL OBJECTIVE

Criteria for Measuring Project
Success

a. Numbers of sub-projzcts ap-
proved and total amount of sub-
lending per year or other period
as selected. (In conformance
with the purpose of the Project,
sub-loans will be made only to
tndividuals or community enter-
prises not having access to
credit on reasonable terms and
conditions)

Effectiveness of Promotional
Efforts

~confirmed by wide knowledge
of program concepts and pro-
cedure within population of
target areas, groups.

=individual enterprise de-
mand level predicated upon
promotional efforts .achieved;
demand for community enter-—
prise type projects induced as
projected.

Technical Assistance

-project output, i.e. mag-
nitude and kinds of services
provided tov sub-projects.

~confirmation of continued
utilization of T.A. advice
in sub-projects during
project implemenation,
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e. Sub-project application will
identify socio-economic
category of entrepreneurs,
employees and participants.

f. Numbers of women in manage-
ment and other positions,

Benchmark Data and Means

of Verification

a, Target figures selected for
sub-projects approved:

(18 mos) (24 mos) (36 mos)

Communal
Enterprise

Individual
Enterprise

Full disbursement by 36 months
b. Numbers of sub-projects:

-identified by T.A./Promotion
Team (as either potential or
feasible)

-numbers of actual applications
approved.

~information on how entrepreneur
learned of Program to be required
on sub-project application sheet.

¢. Confirmation of actual
delivery of TA to sub-projects,
as contemplated in CAP through
Regular Reports.
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Repaymant experfence

-lov, or acceptable, level
of delinquencies, accord-
ing to pre-project estimages,

Degree of follow-up monitor-
ing and asstetance by
isplementing agent,
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d. Using ORDEZA's -052 -03)
experience as & guideline.

€. Number of perfodictty of
follov-up vistts to be established
in Borrowver's Operational Plan

(In sattafaction of Conditlon
Presedent).

The following are considered to be criterta and Ecdnulcments of
both Program and Instituttonalizatton objectiven,

Criteria [or<§ggggrlnﬂ

Project Succesn

4. Partictipation 1n program
by local financial inter-
mediarien

-number and type of inatity-
tion participating of thosme
eligible,

b. Disposition of sub-borrowern
to seek credtt through traditfon-
al banking/credit systens.

Benchmarh Data and Meann
of Vertficatton

a. HKumher of cligible agents
and intermedisrfen to be
tatabl{uhied whepn Program credit
Banusl prepared (in uatiafact{on
of Condtttons Precedent),

b Follow-up viates to aub~
bortowern wil} entabl {ah,
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CERTIFICATION PURSUANT TO SECTION 611(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 other
factors the maintenance and utilization of projects in Peru previously
financed or assisted by the United States, do he reby certify that in
my judgment Peru has both the financial capability and human resour-
ces 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, £27-L-053,

- . /'.i‘ ;'
Donald R. Finberg
Director, USAID/Peru
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ANNEX B
Page 1 of 2
TRANSLATION
Ministry of Economy and Finance
May 171 1974

LETTER No. €06-74-EF/75.14

Mr, ¢ Donald Finberg
Director, Agency for
International) Development

SUBJECT: Small Business and Industry Project

This letter is in reference to the establishment of the
Rural Small Euterprise Development Fund whose objective is to pro-
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 Interna-
tlonal 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 deveropment,

We have not as yet determined the implementing agency
for the project but zre 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 co-
operation 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 Marcd del Pont S,
Minister of Economy and
Finance
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ANNEX B

Page 2 of 2
TRANSLATION
Ministry ot Economy and Finance
June 4, 1974
Lima, Peru

LETTER No. 734-74-EF/75,14

Mr, Donald Finberg, Director
Agency for International Development
LIMA, PERU:

This lettex 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
implementing agent for the credit programs, ORDEZA will act as
implementing agency for the portion of the Loan applicable to
the earthqueke zone,

Consequently, AID and these entities can coordinate as necessary
for program davelopment 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 Marcd del Pont S,
Minister of Economy and
Finance.
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AID 1240-2 (4-74)

CHECKLIST OF STATUTORY CRITERIA
(Alliance for Progress)

The following abhreviations 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 Marine Act of 1936, as amended,

BASIC AUTHORITY ANSWER OR DISCUSSION

1. Faa 8 103: § 104 § 105;
106; 8§ 10?7, 1Is loan being made

as 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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e. in support of the general
economy of the recipient
country or for development
programs conducted by private
or international organiza-
tions.

COUNTRY PERFORMANCE

Progress Towards Cohntry Goals

2. FAA 8 208; § 251 (b).

A. Describe extent to which
country is:

(1) Making appropriate
efforts to increase food
production and improve means
for food storage and dis-
tribution.

(2) Creating a favorable
climate for foreign and do-
mestic private enterprise and
investment.

(3) Increasing the public's
role in the developmental
process.

ANNEX C
Page 2 of 19

The GOP has an active agricultu-
ral credit program for both large
and small farms, as does A.I.D.
with its Food Marketing Loan. A
top priority activity of the GOP
1s the Agrarian Reform program
which is designed to bring new
lands under cultivation.

In the context of its industrial
reform program (Industrial Law)
and its balance of payments managew
ment, the GOP is actively seeking
forelgn and domestic private
investments in areas identified as
being essential to growth. The
Greene Agreement which resolved
outstanding USG-GOP claims arising
out of exprupriation of the assets
of several U.S. firms has improved
the climate for Zoreign private
enterprise and investment.

Newly decreed programs in Industry
(Industrial Law), fishing (Fishing
Law), Agrarian Reform, ard Social
Property are especially designed
to achieve this objective, as are
effects to mobilize rural pvpu-
lation.
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(4) (a) Allocating availa-
ble budgetary resources to
development,

(b) Diverting such
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-
cial, and political reforms such
as tax collection improvements
and changes in land tenure
arrangements, and making prog-
ress toward Lespect for the
rule of law, freedom of
expression and of the press,
and recognizing the importance
of individual freedom, initia-
tive, and private enterprise.

(6) Adhering to the
principles of the Act of
Bogota and Charter of Punta
del Este,

(7) Attempting to
repatriate capital invested
in other countries by its own
citizens.,

ANNEX C
Page 3 of 19

Sizeable portions of the GOP
national budget are being allocated
to the top priority programs of
educational, agricultural and
industrial reform (18%, 10% and 5%
respect vely?.

"See items No, 10 and No. 19."

While freedom of press aand of
expression has been somewhat cur-
tailed in recent years, tax collec-
tions have improved, laws are
enforced and land reform has been
given high priority. The Industrial
Community and Social Property
concepts are supportive of the
rights of workers.

Sound monetary and fiscal policies
leading to real growth in GNP,
stable prices, and a balance of
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,

Recent decrees requiring full
repatriation of foreign capital
of Peruvians have had an impor -
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 GOP appears Lo be responding,
the vital economic, political, to the economic, political 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 subjact assistance?
Treatment of U.S. Citizens by Recipient Country
3. FAA £ 620(c). If assistance is No known outstanding instan-e,
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 wherc (a) such citizen
has exhausted available legal
remedies and (b) debt is not
denied or contested by such
government?
4, FAA 8§ 620(e)(1l). If assistance Outstanding expropriation claims,
1s to a government, has it have been settled to satisfactidﬁ
(including government agencies of GOP and USG.

or subdivisions) taken any
action which has the effect of
nationalizing, expropriating,
or otherwise 3eizing 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 § 620(0); Fishermen's

Protective Act, g 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
by Fishermen's Protective Act
been made?

b, has complete denial of
assistance been considered by
A.I.D. Admiristrator?

ANNEX C
Page 5 of 19

No deduction has been required.

The Administrator will take into
consideration prior seizures of
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.

7,

8,

FAA § 620(a). Does recipient
country furnish assistance to
Cuba or fail to take appro-
priate steps to prevent ships
or aircraft under its flag
from carrying cargoes to or
from Cuba?

FAA 2 620(b). If assistance

is to a government, has the
Secretary cf State determined
that it is not controlled by
the international Communist
movement?

FAA E 620(d). If assistance
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?

No significant trade or assistance
to Cuba,

Yes,

No such enterprises to be assisted.
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9.

10.

11,

12,

13,

14,

FAA g 620(f). Is recipient

country a Communist country?

FAA 8 620(i). 1Is recipient

country in any way involved in
(a) subversion of, or military
aggression against, the United

States or any country recelving

U.S, assistance, or (b) the
planning of such subversion or
aggression?

FAA 3 620(j). Has the country

permitted, or failed to take
adequate measures to prevent,
the damage or destruction, by
mob action, of U,S. property?

FAA B 620(1). If the country

has failed to institute the
investment guaranty program

for the specific risks of
expropriation, in converti-
bility or coufiscation, has
the A.I.D. administration
within the past year
considered denying assistance
to such government for this
reason?

FAA 3 620(n). Does recipient
country furnish goods to North
Viet-Nam or permit ships or
aircraft under its flag to
carry cargoes to or from
North Viet-Nam?

FAA 8 620(q). 1Is the govern-
ment of the recipient country
in defawmlt on interest or

principal of any A.I.D. loan
to the country?

ANNEX C
Page ( of 19

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 § GZQSEQ. Has the country
severed diplomatic relations
with the Uaited States? If 8o,
have they been resumed and
have new bilateral assistance
agreements been negotiated and
entered into since such
resumption?

16, FAA g 620(u). What is the

payment status of the countiy's
U.N. obligations? If the
country is in arrears, were such
arrearages taken into account

by the A.I.D. Administrator in
determining the current A,I.D.
Operational Year Budget?

17. FAA 8 481. Has the government
of recipient country failed to
take adequate steps to prevent
narcotic drugs and other
controlled substances (as
defined by the Comprehensive
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 enteriug
the U.S, unlawfully?

ANNEX C
Page 7 of 1Y

No,

According to data available in Peru,
Peru is current on all U,N, paymentis,
except for small amounts to be con-
tributed to specialized agencies.
These amounts will be paid during

CY 74, except for $10,000 in Soles
to be included in CY 75 budget.

No. The GOP has taken such measures
as are within its capacity to
control narcotics traffic and is
cooperating with U.S. efforts to
eliminate production and trade in
narcotics.
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18,

FAA, 1973 § 29, If (a) military
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 £ 620 (s). What percentage

of country budget is for
military expenditures? How
much of foreign exchange
resources spent on military
equipment? How much spent
for the purchase of sophis-
ticated weapons systems?
(Consideration of these points
Is to be coordinated with the
Bureau for Prugram and Policy
Coordination, Regional
Coordinators and Military
Assistance Staff (PPC/RC), )

ANNEX C
Page 8 of 19

Not applicable.

Of the two-year 1973-74 budget,
14,6% is earmarked for military
expenditures.,

Best estimates indicate that in
the 1973-74 budget biennium
Peru will spend $167 Million in
foreign exchange on military
expenditures, and nothing for
sophisticated weapons systems,

The Administrator has taken these
matters into account in determining
to continue to furnish assistance
to Peru .
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CONDITIONS OF THE LOAN

General Soundness

20,

21,

22,

23,

24,

FAA 8 201 (d). Information and
conclusion on reasonableness
and legality (under laws of
country and the United States)
of lending and relending terms
of the loan.

FAA 8 251 (b) (2); § 251 (e)
Information and conclusion on
activity's economic and
technical soundness. If loan
i1s not made pursuant to a
multilateral plan, and the
amount of the ioan exceeds
$100,000, has country sub-
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?

FAA § 251 (b), Information
and conclusion on capacity of
the country to repay the

loan, including reasonableness
of repayment prospects,

FAA §-251 (b). Information and
conclusion on availability of
financing from other free-
vorld sources, including
privale sources within the
United States,

FAA 8 611 (a) (1). Prior to
signing of loan will there be
(a) engineering, fi cial,
and other plans necegsary to
carry out the asststance and
(b) a reasonably firm estimate
of the cost to the United

States of the assistance?

ANNEX C
Page 9 of 19

The loan terms are reasonable
and legal under both United
States and Peruvian law,

The sub-loan terms for this
project are proposed by the GOP
and considered reasonable and
legal in all respects,

For the reasons given in the loan
paper the project is considered
economically and technically

sound. An application with appro-
priate assurances has been received
and is included as an annex in this
paper (Section VII, Annex B).

There are reasonable prospects
that Peru will be able to repay
the loan fully and promptly,
(See CAP Section III A and B).

See Section I, 7, of CAP,

Yes,
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25. FAA 8 611 (:) (2), 1f The Bank will have to obtain Gop
further legislative action is authorization enabling it to provide
required within recipient under its charter technical and
country, what is basis for financial assistance to service
reasonable expectation that and commerce-type enterprises.
such actlon will be com- This authorization will be in the
Pleted in time to permit form of a Council of Ministers
orderly accomplishment of Resolution or Decree.
purpose of loan?

26, FaA S 611 (&), If loan is Yes, See Annex A for Section
for Capital Assistance, and 611 (e) certification, e,

all U.S. asslstance to project
now exceeds $1 million, hasg
Mission Director certified

the country's capability
effectively to maintain and
utilize the project?

Loan's Relationshi to Achievement
of Country and Regional Goals

27, Faa 8 207; §251 (a); § 113, The loan is designed to assist
Extent to which assistance rural enterprises owned by
reflects appropriate emphasis private individuals or community
on: (a encouraging develop- groups, As such, the
ment of democratic, economic, actlvity is supportive of the
political, and social insti- listed rural institutions, will
tutlons; (b) self-help in assist Peru in its agriculture
meeting the country's food program and will provide signi-
needs; (c) improving availa- ficant on-the-job training,
bility of trained manpower There will be no discrimination
in the zountry; (q) programs among potential sub-borrowers or
designed to meet the country's workers in the enterprise due
health needs; (e) other to sex; thus integration of women
important areas of econonic, into the country's national
political, and social develop- economy will be aided,

ment, including industry; free
labor unions, cooperatives, and
Voluntary Agencies; trans-
portation ang communication;
Planning and public adminis-
tration; urban development, and
modernization of existing laws; or
(f) integrating women into the
reciplent country's national
economy,
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34

35,

36,

FAA & 281 (a)s Describe extent
o 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,

FAA § 281 (b). Describe extent
to which program recognizes the
particular needs, desires, and
cappcities 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 mmental and
political processes essential

to self-govarnment,

FAA § 601 (a). Information
and conclusions whether loan
will'encourage efforts of the
country to: (a) increase the
Tlow of internautional trade;
(b) foster private initiative
and competition: (c) encourage
development and use of
cooperatives, credit unions
and savings and loan associ-
ations; (d) discourage
monopotistic practices;

(e) improve technical
efficlency of industry, agri-
culture, and commerce; and
(f) strengthen free labor
unions.

ANNEX ¢
Page 12 of 19

The loan is designed to assist
rural enterprises owned by

private individuals and cooperative
assoclatlons, 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 oI 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 apd
savings and loan associations
may also participate;

(d) by fostering new enterprises
will promote free competitinrn;
(e) yes, by strengthening enter-
prises in industry, agriculture,
and commerce;

(f) no significant impact,
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37.

FAA § 619. If assistance is

for newly independent country;
is it furnished through multi-
lateral organizations or plans

to the maximum extent appropriate?

Loans! Effect on U.S. and A.I.D.
Program .

38.

39.

40.

FAA § 251 (b) (4); § 102. Infor-
mation and conclusion on possible
effects of loan on U.S. economy,
with special reference to areas
of substantial labor surplus,

and extent to which U.S. com-
modities and assistance are
furnished in a manner consistent
with improving the U.S. balance
of payments position.

FAA g 252 (a). Total amount of

money under loan which is going
directly to private enterprise;
is going to intermediate credit
institutions or other borrowers
for use by private enterprise,
is being used to finance imports
from private sources, or 1is
otherwise being used to finance
procurements from private
sources.

8
FAA 8 601 (b). Information and

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.)

ANNEX C
Page 13 of 19

Peru not newly independent.

Apart from possible purchase of
some U.S. goods and services,
loan is for local costs with
negligible effect on U.S. eco~
nomy, slight adverse effect on
U.S. balance of payments.

Approximately $3-4 million of loan
funds will be allocated to the use
of ORDEZA in its ongoing programs
which often utilize local banks

to lend to private enterprises.

All remaining loan proceeds will

go to the Banco Industrial, an
intermediate credit institution
which will also utilize the private
banking system. All procurement
under the loan will 5 from private
sources. There may La some procure-
ment of U.S. goods and services
from private sources.

See item 38.
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b1,

L3,

FAA S 601 (d). If a capital
project, are engineering and
professional services of U,S.
firms and their affiliates
used to the maximum extent
consistent with the natiomal
interest?

FAA § 602, Information and
conclusion whether U.S, small
business will participate
equitably in the furnishing of
goods and services financed by
the loan.

FAA § 620 (h), Will the loan
promote or assist the foreign
ald projects cr activities of
the Communist-Bloc countries?

FAA § 621, If Technical

Assl stance is financed by the
lecan, information and con-
clusion whether such assistance
will be furnished to the fullest
extent practicable as goods and
professional and other services
from private enterprise on a
contract basis, If the fa-
cilities of otiier Feder:l
agencles will be utilized,
information and conclusion on
whether they are partiailarly
sultable, are not competitive
with private enterprise, and

can be made avallable without
undue interference with domestic
programs.

ANNEX C
Page 14 of 19

Services of U.S., Peruvian, Code
941 firms may be used for procure-
ment of goods and technical
assistance as appropriate., All
other financing for local costs
of sub-borrowers under ICI
guldelines,

See items 38 and 41,

Loan agreement will specifically
provide against such eventuality,

Technical assistance will be
supplied in the program.

Private firms are expected to
be utilized on a contract basis
to provide some of the technical
assistance. There are no
current plans to utilize the
facilities of U.S, Government
agencles.
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AID 1240-2 (4-74)

Loan's Compliance with Specific
Requirements

45, FaA §110 (a): £ 208 (e), Has Yes.
the recipient country provided
assurances that it will provide
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 No.
to finance police training or
Telated mrogram in recipient
country?

47.  FAA § 114, Will loan be used No,
to pay for performance of
abortions or to motivate or

coerce persons to practice ¢
abortions?
48, FAA § 201 (). Is interest Yes,

rate of Loan at least 2% per
annum during grace period and
at least 3% per annum there-
after?

49. FAA S 604 (a). Will all com- Yes,
modity procurement financed
under the loan be from the
United States except as
otherwise determined by the
President,

50, FAA S 604 (b), What provision Not applicable.
15 mde to prevent financing
commodity procurement in bulk
at prices higher than ad justed
U.S. market price?
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51,

524

53,

54,

554

FAA S 604 (3), If the coop-
erating country discriminates
against U.S, marine insurance
companies, will loan agreement
require that marine insurance
be placed inthe United States
on commodities financed by the
loan? ®

FAA S 604 (e)s If offshore
procurement cfagricultural com-
modity or product is to be
financed, is there provision
against such procurement

when the domestic price of

such commodity is less than

parity?

FAA § 604 (£). If loan i®uances
a commodity import program, will
arrangements te made for supplier
certification to A.I.D., and A,I.D.
approval of commodity as eligible
and suitable?

FAA S 608 (a). Information on
measures to be taken to utilige
U,S, Government excess personal
property in lieu of the procure-
ment of new items,

FAA S 611 (b); App. & 101, If
loan finances water or water-
related land resources con-
struction project or program,
1s 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, 19627

ANNFX C
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Loan Agreement will so specify,

No financing of such procure-
ment is contemplated,

The loa'e will not finance a
commodity import program,

The loan is expected to be
primrily for local expenditures,
If appropriate, however, U,S,
overnment 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.

57,

58.

59.

60,

61,

FAA § 611 (¢)s If contracts
for construction are to be
financed, what Provision will be
made that they be let on a
competitive basis to maximum
extent practicable?

FAA S 612 (b); § 636 (n).

Describe steps taken to assure
that, to the wmaximum extent pos-
sible, the country is contributing
local currencies to meet the cost
of contractual and other services,
and foreign currencies owned by
the United States are utilized to
meet the cost of contractual and
other services,

App. s 113, wil1 any of loan funds

be used to acquire currency of
reciplent country from non-Uy,S,
Treasury sources when excess cur-
rency of that ocountry is on
deposit in u,s, Treasury,

FAA $1612 (4). Does the United
States own excess foreign cur-
rency and, if so, what arrange-
ments have been made for its
releasge?

FAA § 620 » What provision
1s there against use of sub ject
assistance to ocompensate owners
for expropriated or nationalized

property?

FAA § 620 (k). If construction
of productive enteprise, will
aggregate value of assistance
to be furnished by the United
States exceed $100 million,

ANNEX C
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No such Tinancing is contemplated,

The GOP will contribute to

the project sufficient budgetary
Tesources to cover all adminis-~
trative costs, No excess U,S,
owned currencies are available
in Peru,

No. Peru is neither an excess nor
& near excess currency country,

No. U,S, owned excess foreign

currencies available,

No such financing contemplated,

No.
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62,

63.

6k,

65.

66.

67.

69.

App._S 110,

FAA § 636 (1), Will any loan

funds be used to finance purchase,

long-term lease, or exchange of
motor vehlcle manufactured out-
slde the United States, or any

guaranty of such a transaction?

App. 8 103, Will any loan funds
be used to pay pensions, ete.,

for military personnel?

App. 8 105, If loan is for
capital project, is there

movision for A,I.D. approval
of all contractors amd
contract terms?

ADD. 8 107, Will any loan funds
be used to pey UN assesments?

App. § 109, Compliance with
regulations on employment of

U.,S. and lccal personnel,
(A.I,D, Regulation 7),

Will any of loan
funds be used to cargy out
provisions of FAA §s 209 (d)
and 251 (h)?

App. £ 114, Describe how the
Committee on Appropriations of
the Senate and House have been
or will be notified concerning
the activity, program, project,
countgy, or otheroperation to
be financed by the Loan,

App, 8 601, Will any loan funds
be used for publicity or
propaganda purposes within the
United States not authorized by
the Congress,

ANNEX C
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No,

No.

The loan provides for technical and
technical assistance to private, rural
enterprises through intermediate insti-
tutions, A.I.D, will review these
institutions procedures for loan financed
contracts, The Loan Agreement will pro-
vide for A,I.D. approval of all contrac-
tors and contracts. °

No',
Loan Agreement and implementa-

tion letters will provide for
application of Regulation 7,

No,
By special notification on May 24, 1974,
Congress was informed of AID's intent

to finance this project at a level
of $10 million.

No,
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70,

MMA S 901,b; Faa § 640 c,

(a) Compliance with requirement
that at least 50 per centum of
the gross tonnage of commodities
(computed separately for dry bulk
carriers, dry cargo liners, and
tankers) financed with funds made
avallable under this loan shall
be transported on Privately owned
U.S.-flag commercial vessels to
the extent that such vessels are
avallable at fair and reasonable
rates,

(b) Will grant be made to loan
recipient to pay all or any
portion of such differential as
may exlst between U,.S, and
foreign-flag vessel rates?

ANNEX ¢
Page 19 of 19

The Loan Agreement will
provide for compliance
with the 50% u,s, flag
shipping requirements,

Consideration will be glven

to making such g grant avail-
able if a situation should .
arise wherein a differential
is substantial, At this time,
however, no such situation

is anticipated,
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TELEGRAM

ACTION: AID UNCLASSIFIED
INFOgs AME DCM ECON CHRON Classiication CONTROLs 3TATE 493519
P 87158712 MAY 74 7 MAY 74 AT {1313 4R35

FM SECSTATE WASHDC
TO AMEZMBASSY LIMA PRIORITY 7963
BT

UNCLAS STATE 993519

ACTIONs CApP (FI

AIDAC INFO: gcn
EO 11652t N/A AD/0

SUBJECTs RURAL ENTERPRISE IRR

1+ DAEC REVIEWED AND APPROVED SUBJECT IRR OWN APRIL 29 SUBJECT
TO THE FOLLOWING COMMENTS AND GUIDANCE ON PREPARATION OF caP,
DAEC FOUND RURAL DEVELOPMENT FOCUS OF IRR CONSISTENT WITH
CONGRESSIONAL PRIORITIES FOR A.l.D. ASSISTANCE AS SET FORTH
IN THE FaA.

2« CAP SHOULD DESCRIBE THE EXPERIENCE GAINED UNDER LOANS 452

AND @53, INCLUDING (A) AN ANALYSIS OF THE SUBLOAN INTEREST

RATES, GRACE PERIODS, AND REPAYMENT TERMS3 THE CHARACTERISTICS

OF THE BORROWERS, E.G., SIZE OF ELIGIBLE FIRMS, PR0ODUCTS OR
SERVICES WHICH THEY PROVIDED, ETC,s 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 CONCEPTS5/APPROACHES/ELEMENT S OF
THE TwO EXISTING PROGRAMS WHICH WILL BE INCORPCRATED 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 aL530
Be THOROUGHLY DISCUSSED.

S THE CAP SHOULD CONTAIN A DEMAND ANALYSIS TO JUSTIFY THE 31z A4D
SCOPE OF THE PROPOSED PROGRAM. MAJOR ELEMENTS TO BE COVERED 1IN
DEMAND ANALYSIS WOULD LIKELY INCLUDEs (A) A DETERMINATION AS TC
WHETHER LATENT DEMAND FOR CREDITS TO RURAL ENTERPRISES EXISTS, AWD
IF SO, WHY THIS DEMAND HAS/1S NOT BEING SATISFIEDg (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 CREDITS
PROPOSEDs (C) A SURVEY OF THE POTENTIAL DEMAND FOR RURAL ENTERPRISE
AND COMMUNITY DEVELOPMENT CREDITS IN THE AREAS IN WHICH THE
PROGRAM WILL BE OPERATING OUTSIDE THE EARTHQUAKE ZONE, AS WELL A5 A
PROJECTION OF ADDITIONAL DEMAND IN THE EARTHOUAKE ZONE., SINCE THE
LOAN 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 EARTHRUAKE

AREA .
!’h’;uljon
?a‘ FS.412


http:ENTERPI.SE

ANNEX D

Department of State guu i’

TELEGRAM

PAGE 2/STATE 993519 UNCLASSIFIED

Classification
4. SUBPROJECT ELIGIBILITY CRITERIA. THE CAP SHOULD DEFINE TH& TARGET
GROUP AND INDICATE HOW CREDITS WILL BE LIMITED 10 THIS GROUP (l.E.,
THOSE ENTREPRENEURS WHO HAVE NOT GENERALLY HAD ACCESS TO CREDIT
UNDER PREASONABLE TERMS AND CONDITIONS)3 ESTABLISH THE PROPOSED
SIZE LIMITS OF BORROWERS FOR SUBLENDING 3 AND OUTLINE THE SPECIFIC
STANDARDS FOR EMPLOYMENT GENERATION, VALUE ADDED AND INCOME
DISTRIBUTION EFFECTS_EXPECTED FOR RESFECTIVE SUBPROJECT CATEGORIES.,

3+ CAP SHOULD DESCRIBE THE TECHNICAL AND MANAGERIAL OPERATIONS AND
FUNCTIONS NECESSARY TO THE SUCCESS OF THE PROJECT AND ASSESS THE
CAPABILITY OF THE IMPLEMENTING AGENCY, AS MEASURED BY THE NUMBERS,
TRAINING, EXPERIENCE, AND PERFORMANCE OF ITS PERSONNEL, TO CARRY

OUT THESE FUNCTIONS. THE CAP SHOULD IDENTIFY ANY STAFF ADDITIONS
JUDGED NECESSARY TO INSURE THE PROGRAM IS CARRIED OUT IN A TIMELY
AND EFFICIENT MANNER. THE CAP SHOULD ALSO CONTAIN A PROJECT IMPLEMEN-
TATION PLAN SHOWING, INTER ALIA, THE TIME REQUIRED TO ACTIVATE THE
PROGRAM OUTSIDE THE EARTHQUAKE ZONE,

6. THE QUESTION OF A\PPROPRIATE SUBLOAN INTEREST RATES SHOULD BE
CAREFULLY CONSIDERED. ANALYSIS OF PREVAILING RATES FOR SIMILAR syg-
LENDING IN OTHER SECTORS SHOULD BE INCLUDED. IF CONCESSIONAL SuB-
LENDING RATES ARE PROPOSED, CAP SHOULD ESTABLISH WHY SUBSIDIZED RATES
ARE PREFERABLE TO RATES APPROACHING COMMERCIAL MARKET RATES, WHY
SUBSIDIZED INTEREST RATES ARE PREFERRED OVER OTHER FORMS OF LOAN
CONCESSIONS (LONGER TERMS = GRACE PERIODS), AND WHETHER THE BORe
ROWERS WOULD LATER BE ELIGIBLE FOR, AND ABLE TO USE, CREDITS OF
PREVAILING MARKET RATES. CAP SHOULD ALSO CONTAIN A FULL DISCySSION
OF THE PROPOSED INTEREST RATE SPREAD AND THE USE OF THIS SPREAD RY
THE VARIOUS ENTITIES INVOLVED IN PROJECT IMPLEMENTATION.

T+ CAP SHOULD, INTEK ALIA, DESCRIBE EXTENT TO WHICH PROJECT WILL
CONTRIBUTE TO MEETING OBJECTIVE OF FAA, SECTION }[3.

8. CAP SHOULD CONTAIN AN EVALUATION PLAN, INCLUDING IDENTIFICATION
OF BENCHMARK DAT AND CRITERIA FOR MEASURING PROJECT SUCCESSs E.G.,
JOBS CREATED, REPAYMENTS EXPERIENCE, EFFECTIVENESS OF PROMOTIONAL
WORK3 SOCIO-ECONOMIC GROUPS TO BE BENEFITTED$ AND PERIODICITY OF
PROGRAM REVIEWS. RUSH

LAR/

:OIIM - glss)ljcarjon
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LOAN_AUTHORIZAT [ON

Provided from Development Assistance lFunds
PERU: Rural Enterprises Development

Pursuant to the authority vested fn the Administrator, Agency
for International Development, by the Foreign Assistance Act of 1961,
as amended ("The Act") and the delegations of authority issued there-
under, I hereby authorize the establishment of a loan ("Loan™) pur-
Suant 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 financing to rural enterprises in
Peru and to provide technical asslstance ("Project"), Up to four
million dollars ($4,000,000) of Loa digbursements 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 available for the portion nf the Pro-
Ject 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 (37) per annum there-
after,

II, Other Terms and Conditions

insurance financed under the Loan shall have their source and origin
in Peru and countries lncluded In Code 941 of the AID Geographi- Code
Book. Marine insurance may be financed under the Lnan 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 vutilized under the Loan to finance
local currency costs shall be made available pursuant to procedures
satisfactory to A.I.D.,

(C) Prior to the first disbursement or the issuance of any
commitment doc:iments 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 commi t-
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 ree
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 deseription of how the Banco Industrial will
implement its 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 subeproject 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 or the 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 Develcpment Pro ject and
the CRECE Business Assistance Fund presently
administered by ORDEZA and financed under A.I,D,
Loans 527-1-052 and 527-L-057, respectively;

b) provision for the deposit in the Fund of principal
Tepayments and interest payments derived from syb-
loans made with Loan funds;

) 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 plan;

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,

(2) evidence of the avallability of sufficient budgetary re-
Sources to make ORDEZA's contributicn to the Pro ject,

(F) The Loan shall be subject to such cther terms and condi-
tions as A.I.D, may deem advisable,

Administrator
Date
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Page
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Date of
Institution Prc ject Approval
Cooperative “"Artesanos Addition to 05/03/74
Unidos de Chavin® Loan No, 3
No. 429 Restaurant
- Chavin
San Jacinto de Mita Hog Farm 05/03 /74
Chicken Farm 05/03 /74
Rural Community in Housing, Agricul- 19/03/74
Huasta tural Support
Community of Catac Improvement of March '74

Sheep Livestock

Projects to be Approved by July 1, 1974

Community of Pampas Housing

Grande

Community of Calpe Hog Farm

Community of Masin Plaster factory

Community of Shupluy Production of San-
ltary faclilities

Community of Anta Hog Farm

Community of Anta Housing

Community of Shumay Chicken Incubators

S.A.1.,5, Atusraria Alpaca Breeding
Centiers

Grand Total

2 0f 3

Amount

33,456

$ 75,3730
$ 1,517

$184, 331

$103,686

$1,149,970

$ 57,603

$ 32,258
$ 18,433
$115,207

$ 32,258
$ 57,603
$ 80,417

$ 46,082

N$Uu0.092

$1,590,062



Average Loan Amount

Housing (4)
Mixed (4)
Commercial (3)
Industry (4)

Agriculture (10)

(9%}

$ 63,602

e e,

$ 168,311,00
503,001,00
81,737,00
264, 524,00
572 ,487,00

$1,590,062,00
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10,59%
31.63%

S5e14%
16,647













R

~ Borrower Business New New mru ronths Gross oreCE PUND

Job Type Cop Bank Term Grace Loaned $hare Fuad
R nsns ‘Expansic ___ Soles ¥S Dollars
114 Andrés 3arrlientos Anahua grocery store 3 NC c 66 6 400,000 8.293.°
115 Maximillano Pastor La Rosa poultry slaughter- % NS c 63 3 5C0,000 10,373 .44
house
116 Hugo D.Muru Cabrejos evp.scr.stetlon 7 s X 3 72 12 700,000 14,522.82
117 Marcellna Lopez Espinoza exp.grocery stere 1 c X B >4 6 90,000 1,867.22
118 Marco La Jara Habhitch laundrv 22 NS c B4 ¢ 1,650,000 34,232.37
119 Olga Balcazar Ramirez ready made cloches & ny c 54 £ 265,000 4,252.11
workshep
iz0 Embutidos 'El Santa" Saus.2C faclory 12 M B 12 iz 2,000,100 1.1,493.71
12 Corerctalizadera Chancay tomato sauce mark. ¢ NT B 108 12 2,000.00C 41,493.77
122 Luctols H.Vda.de Caballero exp.plaster factory 3 1 X B 9¢ 6 1,065,5G0 22,125.56
12 Hernain Zunlga Zanmora tricyle asscmbler 10 NI B 5 6 700,0C0 14,522.82
124 Rogelio Tenltez Ponce Furniture Factory 3 Ni B 72 12 30c,000 6,224.07
123 Lourdes de Patrocinio exp.hookstore 1 c X 2 A7 3 225,000 4,563 .0%
126 Maximo & Jorge Adrian Ceramic shop 6 NI B o 12 1,210,000 25,103.13
127 Tomds Henoctroza Z, working capital for 1l NI b 84 4 100,000 2,074.69
auto-body workshop —

- 61,291,536 1,271,608.60

-
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ENVIRONMENTAL CONSIDERATIONS

In considering possible adverse effects on the environment vwhich
could resut from projects financed by thle loan, it is noted
that the industries and services to be developed will be small
and widely scattered, Cuareful consideraticn cf these factore,
in relation to the environmental character of the areas to be
benefited by the ioan, directs one to *he onelusion thas

there will be very ilitle s N0 resul:iant effects,

Inpliccticns of porsible erfects on the environment Wiil be
diffic. it w assess, However, t¢ ensure control over rotential
rreblens which coutd arise - individual prsiects under the
loar, the criteria for Proj- ~t selection will include, among
other things, - wequiresc vt that vefore ezch rroject is
approved a deteraination wiil be made that 1t will nave no
siguificant adverce environmental effects,
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GOP Economic Restricturine Propram

Shortly after coming to power in 1968, the current Millitary Govern-
ment establisted a Long Term Nat!onal Development Strategy which con-
tained the followlng three broad permanent national developrant goals:

1. Formation of a more just soclety, without privileges, devoid
of economic, social, political, and cultural marginal ization
or discrimination, which provides growing possibilities for
achieving maximum development of human capacities and for
evolving an authentic national culture.

2. Acceierated and self-sustained davelopment, generated primarily
by the internal potential of the country through a regional'ly
and sectorially integrated productive struacture, characterized
by a substantlai inecrease in internal production, greater
efficiency in the use of human and natural resources and

better use of the nationsl land basc,

3. Strengthening of the national sovereignty which implies a drastic
reduction 111 the existing conditions of gencral deperndency and
economic vulnerability, guaranteeing naticnal control over the
countiy's internal resourcas, modifving the traditlonal scheme
of international cconomic relations, and strengthening the
contribution of the external sector in accordance with national
development palicy.

To accomplish these goals, the GOP has embarked upon a vigorous
preogram of economic and soclai structural change w! ich will completely
reform tnc economic and soclal bases of the country. This program is

veing 'mplemented tnrough a serles of reform laws which are described
below,

agrayian Reform

The agrarian roform program seeks = radleal change In the land renure
pattern of Peru and the full {incorporation of some eight million land-
less peasants into the economic and sncta' 1ife of the country. Wher
the present administratlor took over in 1668, one percent of the land
owners cuntralled 14 of the 15 mitt{on hectures of cultivable land
avaliable, leaving 1 million hactares to a'l other land owners.
Agrarian raform laws enactod by previsis auaministration had been evadled
by the large land owners, who thereby l.ad retalneci both political and
economic power. One of tle currant administration's first actlons: was
to enact u comprehensive agrarian reform 'aw, which 1¢ has since
vigorously irplemented.
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To cope with problems arising from the great diversity of Peruvian
agriculture (coast, slerra and jungle) ay tel} as the complexities of
implementing the new law, the GOP created the Center for Investigat{on
and Training of Agrarian Reform (CENCIRA). This Center was given
rosponsibilisy for forging a new image of the reform, for changing the
nentality of the bureaucrats through continuouys training, for promoting
"campes {no" spport and for designing viable strategies for implementation
of the Program, Operating with great autonomy, under the Ministry of
Agriculture. it was able to forge ahead with relative Success. Its most
salient accompi{shment wasg the creation of the Agricultural Socleties
of Social Interest (SAIS), a quasi-cooperative model designed to
operate the large privately owned l1ivestock estates which had been
eéxpropriated in the highlands. CENCIRA together with other gevern-
meital agencies has continued ite tunctions. emphasizing training and
research as pre-requisites for Successful long-term implementation of
Agrarian Reform.

Prior to the enactment of the Agrarian Reforpm Law the majority of
éxpropriated lands had been transferred to "comuneros! y, 4 mix of
private and communal ownarship callec "cooperativas de Integracién
parcelaria" (integrated parcels'cooperatives). This model provided
for 10% of the lands in a community to be operated as an agricultural
production Cooperative while the remaining 90% were to be indiv{dually
owned. Over time, this model fostered precisely the conditions whick
the Agrarian Reform had set out to correct, {,e, minifuidla or small,
Uneconomic land holdings. 1In tha light of these developments, the
GOP turned to cooperatives, The SAIS are also Operated as glant
agricultural production cooperat{ives,

An evaluation made in July 1972 of both agricu.tural production
Ccooperatives and SAIS disclosed the cexistence of several disturbing
problems, It seemed that thege units were becoming isolated enclaves
enjoying a qQuas!-capitalistjc environment while areas immediately
adjacent were economically and soclally stagnant. The ¢valuation als,
pointed out the need for decentralization of authority from Lima in
order to accelerate the reform so as o achir a2 the dvals of the
National Development Plan. It also Identifiad the need for asplying
an Integrated 4pproach which would achleve nuyt only a more equitable
distribution of Income but also the active Involvemeat of the
"campesino" {p the dec!sion making process,

The strategy being tested and planued fop future irplicatiosn
contemplates the establ ishment of Integrated Rural SCchlement‘qujecta
(PIAR) 1in each of Peru's 12 Agricultural Zopes, The DPIAR stratagy
Seeks to provide full amployment to "campesinogn by developing ecu-
nomically viahle enterprises which are functionally Integretad with{n



Annex K
“Pape 3 ot 13

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
gseneration of 307,800 new jobs by 1975,

Measured against the medium term objectives lald out in the
National Development Plan (1971-75) of affecting 9,000 estates and
expropriating 10 million hectares; progress attained as of 1In April,
1974 was as follows:

6,044 estates have heen affected;
5,806,409 hectares have been expropriated, Of
“hese, 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 veen selective expropri-
ations on the most modernized and productive lands irn Peru.

While the Agrarian Reform program poses primarily a political
problem, the impact on production and the enormity of resources
required to malntatn the pace set forth under the National JDevelopment
Plans add substantial complexity to its implemen tation. The GOP 15
confident that the change from private to collective tenure of lands
will result in a substantial increase in production in the long run.

It realizes, liowever, that turning expropriated rfarms Immediately to
collective exploitation may ralse havoc with production. To avert such
a development it has retained the farm management st ucture intact until
new managers are trained to tave over. It has also> appointad profes-
siorzl managers to administer large holdings,

The GOP is seriously trying to copa with the prohlems which stem
from implementation f such an ambiticus program and is attempting
te respond with a cot.uriuble degree of ‘magination v!i*h alternative
solutjons. These, however, ars for the mos* par! untried and not easy
to implement.

Industrial Reform

The GOP is effecting a radical Eronsformation of Lhe country's
Industrial sector which, when completed, will leave faw remmants of
the previous structure. The new structure will emphasize State and
cooperative formg of ownership and control, with the purely private
sector encompassing only the very smal!' buslness ird corm::clal
establ ishments.
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To this end, mechanisms have been established:

a. To {nvolve the State much more in the activities of the
industrial sectors, with ownership as well as now fourms of
control;

b. to spre.d ownership and the income flowing from “he 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 sectsr will consist of the
following sub-sectors:

a, those Industries reserved for the State, including all nf
the "basic" Industries such as steel, cement, paper,
manufac turing, etc.;

b. the reformed private sector, which involves a 50-50 mix of
private (corporation or iIndividual)/worker ownership and
management;

c. the soclal property sector, Involving soclal ownership and
management

d. the purely private sector, encompassing smiil scale industry
and commerce.

The major characteristics of these sub-sectors are as follows:

State Sector.- This involves complete twnership and managemont by the
State of all the "basic" industries. M1 firms currently operating
within these industries, including forelign firms, aro required tn enter
into agreements with the State which provide for thelr purchase by thw
State. When agreement cannot be reached, the firm will he expropriated,

Reformed Private Sector.- All firms employing more than 5 worker-
must establish an "{ndustria)l community” cf the employees of the f1rm,
At the end of each year the company must distribute shares {n bLoth
oWwnership and management to the community until it reaches 507 partici-
pation. These communities include all the omployeas of the firm,

including the management employees, and cut acruss all other workers!
oroanizations in the firm,
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The idea of the industrial community concept is to provide the
worsers of the firm, and thus of the industrial sector, with ownership

of all value to labor. With the workers asg part owners receiving a
share of the profits, the GOP's goal of better distribution of income
1s served. Also, it is thought that once the workers become owners,
labur-management conflict will be eliminated since the workers would
be in confliet with themselves as owners.

The mechanism works as follows. Every firm in the industrial sector
must establigh a "Community". Each year the Community receives 10%

service, ete. In addition, the Community recetves 15% of gross profits
which must be invested in ownership in the firm, either in new or
existing shares, until the Community reaches 50% ovnership. Immediately

As of this date all firms have estal:lished 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. Re-
garding efficiency, some firms have experienced increases in efficiency
through more highly motivated workers, while others have reported little
changs and stili others, substantia] reductions in efficiency. Many
managers report excellent relationships with their Communities, while
others have noted considerable interference in decision making by the
Cusmmunity representatives.

The attitudes of the original owners are equally as varied as that
of the workers, with some willing to work with thelr Communities and
others who want at best to ignore their Community. Until recently,
new private investment had largely Stopped, and is still slow, although
recovering somewhat.

The GOP has announced that the "industrial community" concept is
under study and that some changes will soon be made in it to cgrrect
Ccertaln deficiencies. These deficlencies were not made specific byt
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the slow progress being made by some communities in acquiring owner-
ship due to low rates of profit, the problem of channeling the invest-

ment of these firms into priority areas, etc.

Soclal Property Sector.- According to GOP plans, the social property
sector will become 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 basic characteristics include: social ownership
and accumulation; formation and management of firms by worker groups;
up to 100% initial financing by the State; preferencial treasment with
respect to flnancing terms and conditions, taxes, exporting, supply
contracts with govarnment entities and on government projects, etc.;
continuous upgrading of workers skills through training and edu-
cational programs; continuous technical asslistance to social property
enterprises; a system of preferencial labor regulations unique to the
sector. The major governing body of soclal 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 nationai coma-
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 predominent sector of the industrial structure, it is antici-
pated that the sector will develop slowly and will need cons iderable
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 estab! ishe:l
a system of industrial priority which it uses in allocating resovurces,
especially investment resources and resources devoted to importatior.
All industries and firms are assigned to one of four priorities
(1st, 2nd, 3rd, and 4th) and receive the benefits, obligations,
etc., of that priority.
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It is clear from Statements by Government officials that the
State is going to play a very active role in the industrial (and

other) sectecrs. It has begun programming its takeover of the basic
industries. Moreover, =11 industrial firms, regardless of priority,
must submit snnual 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 to expand
and which are not. Also, firms must submit their request for

foreign exchange to fmport raw materials, capital goods, consumer
goods, etec., to MIT officials for approval, again giving the Gop
control over rates of expansion, ete. 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 thisg system, the GOP s able to encourage those
Industries it considers essential to the National Interest and to

resources to produce tlpse goods and services most needed by the
majority of Peruvians and to eliminate vestiges of rank and
privilege.

The role of the foreign firm seems to be very limited in the
fature 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: conditiong prescribed for it. It should be noted
that little new foreign direct investwent has entered Peru in the
last few years, except for some large new Investments by some nf the
existing mining and smelting companies (Southern Peru Copper Corp.
and Marcona especially), and some investment in ojl exploration in
the Peruvian Jungle.

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 extemal dependence will be reduced,
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Education Reform

The education reform tegan 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 pPrepare 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 socilety. ‘

It has its foundation in three wajor goals: 1) education for
development and employment; 2) education for the structural transfor-
mation of the society; and 3) education for the self-affirmation and
independence of 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, €.B., health, nutrition
and family eanvironment. It seeks education for the arousal, develop-
ment 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 avajlable 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 self.
evaluation, a truly national solution to their own unique problems.
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The structure of the system is to.change from a highly cen-
tralized one of public formal education with individual and un=-
coordinated private and non-formal schools existing in isolation,
basically oriented to a 1imited part of the traditioral school-age
population, tc a community controlled "nucleo" structure coordinating
all of the learning resources in each community and serving the needs
of all individyals 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 intere
ministerial coordination on programs); (b) private schools and none
formal programs lose their autonomy in the sense that they must
serve the '"nucleo” in meeting the educational needs of all the
members of the community, i.e. several systems become one to serve
a common purpos:; (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, 1.e. students would move
from one learning level to another in terms of their individual
accompl ishment. of the objectives required at each level; (e) move-
ment 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 ievel; (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 i{s to become more vocationally oriented through-
out the system, more relevant to Peru's soclo-economic development,
and more relevant to all people, ages and regions. Sclence and
technology will ba stressed, and the role of women will be "revalued;"
Indigerous languages and' cultures are to be preserved and the private:
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 avakering
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abilities of children, adolescents, and adults and stimulating in them
4 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 1in accord with curriculan reforms and indi-
vidual needs will be assured by, the Ministry of Education (MINED), and
local development and production of materials will be encouraged,

The use of educational technolo will be improved and expanded
in order to iwprove instruction and expand educational opportunities.

The organization and administration of the system at the initial

and basic leve’s is to be decentral ized glving increasing power to
reglons, zones and "nucleos". Schools are to be rur by all the
elements in each community; the MINED will greatly diminish i{ts 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 ef existing resources are stressed. However, new
sources of reveaue are to be explored, such as obligatory contri-
butions to education from private firms, tax deductions for Indi-
viduals 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. Con-
tinuous 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 concern critical to successful implementation of the
Reform 15 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 over the
exploitation of the country's mineral resources. Also, the
marketing of all mineral products will be accomplished by
a State Trading Board.

the Peruvian People. Some of the more general goals of the
"revolution" are eXpected to be servad by the reform also, e.g.,
lessened external dependerice and redistribution of income.

To effect its reform, the GOP caused all unexplojted concese
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 proparty of the State, and reserved to itself the right
and responsibility of marketing all mineral products. Those companies,
domestic and foreign, that were working their concessions were
permitted to continue; however their Investments 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 underlyling this concept are the same
as In the industrial communities, however the detalls vary somewhat.

The Goverument's progress In developing these urwvorked concese
slons has been slow. Since it does not have the resources to
develop these concessions, it has been seéking external financing and
technical assistance. Work has begun on the Cerro Verde conces-
sion which 1s being developed under contract by British and Canadian
firms in cooperstion with Minero-Peru, the Peruvian State mining
agency. Some Interest has been shown by foreign firms and govern-
ments in developing other concession also. Southern Peru continues



~rninex K
Page 12 of 13

Peru's mining reform probably will provide the country with
additional praduction of mineral products earlier than if the rcform
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 véery important contribution
to the attainment of the economic and soclal goals of the Peruvian
‘revolution'

Telecommunications Reform

The telecommunications reform is probably one of' the most
important of Peru's social and economic reforms. Th: 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 1s unclear at this time how far the GOP intends to extend {ts
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 Soclal Mobilization)

SINAWOS, established in June 1971 but not active until its
organic li:w 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 tha revolutions and to bring about soclal 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 mechanisms 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 thzt 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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SINAMOS brings together eight formerly independant agencles and

thirtcan departmental corporations, with its Chief holding cabinet
rank. 7z date i has made relatively little progress toward the
inicial owiectives of consolidating disparat: arganizational elements
into a cohesive whole. 1t is trying to decrntralize actions to its
13 regional offices as a means of 2¢ ring power Lo the peopic and of
stimulating their support. 1Its ma_. thrust fr- the time being lies
In continuing community infrastructure projects for which it

Inherited both funds and staffing from the National Offlce of Com-
munity Development.
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IMFLEMENTATION PLAN

The following is an elaboration of the lmplementation Plan
contained in Section VI c¢f the CAP, and represents USAID's
present judgment on what Inplementation Letter No.l will

contain,

A, Execution

The followiny schedule estimates the timing for the critical
project events:

Event Date event completed
1. Authorization of Loan; after which June 21, 1974
draft, prepare for negotiating loan
agreement
2. Termination of Negotiations and Signature
of Loan Agreement August 1%, 107,
- prepare Jmplementation Letter No.1l
3. Implementation Letter No.l Issued September 1, 1974
4, Satisfaction of Initial Cenditions Precedent
to Initial Disbursement Ly SBorrower (Ministry Septemicr 1%, 1974

of Economy and Finance)
A, Opinion of Borrower's legal counsel,

B. Designation of Borrower's representatives
(Implement ing Agency Representatives);
supporting documentation,

(Implementing Agencies - Banco Industrial,
ORDEZA, can proceed to contrect for Tech-
nical Assistance tc thems: lves with fj-
nancing under the loan, e.g., full time
Project Advisor, and for initial commodi-
ty and vehicle procurement as approved by AlID)
S. satisfaction of Conditions Precedent to Novemker 1, 1974
Disbursement of Loan Funds
' to the Banco Industrial

A, Evidence of the creation of a Rural Enter-
Prises Development Fund within the Banco
Industrial for the Program.

B. Evidence of sufficient budgetary resources
to make the Banco Industrial's contribution
to the Project.

- for capitalization of the Rurai Enterpri ns
Development Fund,

- for additionai personnel and nperating
éxpenses as required for the Froject,



ANNEX L

Page 2 of 4§

Program Organization and Operations Plan,
Rural Enterprises Development Program,

A complete description of the program and the
manner in which the cub-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 Frogram. The Plan will
include but not be limitegd 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.

h)_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 financial assistance, tc reach the
target group in the priority areas sclected. The
means of achieving this may include some or all of
the following:

- publication and distribuiion of descriptive litera-

ture about the program -- credit manuals, pamphlets,
brochures, flyers, newspaper articles,etc.

- meetings or seminars, conferences with business

groups, campesino organizations, social organizatinns,

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, account-
ing, administrative and other aspects of those
businesses, with the objective of solving or over-
coming those elements of their operations which
compromise or restrain their efficient operation
and development,
4) Training 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
raining courses, or seminars designed to rectify
those problems of clients which can be effectively
treated through group training programs, such as
basic accounting, business management, cooperative
management, marketing advice, sales, promotion,ct-.
For those businesses needing special training,
arrange tc deal with the problem on an individual
basig.

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 cf goods

financed under the loan.

~contrnl, inspection and folliow-up of proiucts

~system for evaluation of the Progrim's activities

—-accounting system to be used for funds proviided

under the loan,

-provisions to consider environmental effects of sub=-prosece:,
2)_Annual Time-Phased Implementation Plan. Also ta he
included will be a twelve-month time-phased implement -
ation plan for carrying out the Project, and an estimat -
ed implementation projection for the following twenty-
four months. This Plan wiil give starting and terminal
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 gocds anu services.
Presentation of these activities will be by bar charts,
critical path methods or flow charts, as approprinte,.
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3)_Operations Credit Manual.' The Plan will indicate
how a credit manual designed to be easily distributed
and 1ead 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 2reas for the project, or which has
devised a method of operating with the Fund which
is acceptable to the Banco Industrial angd 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: employmint
creation benefits, value added, profitability,
dependence on locally produced inputs, consisten-
cy with GOP development plians. 1In 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 rot mcre than 2 years,
and wiil bear interest of from 6 to 13% on the out-
standing balance (se2e section of CAP on Interest
Rates).

The assets acquired with the proceeds of the sub-
loan will be pledged as :ecurity for the repayment
of the sub-loan; no other guarantees will be
required.
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Gé) 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 use of repay-
ments of Principal ang interest ea:rned by the
Fund, the handling of uncollectible accounts,
duties of the administrative ang technical
assistance staff furnisheq by the Executing
Agency, anc¢ such other matters as may be requireqd
for the Proper operaticn of the Fund.

Development Fung and the CRECE Fund cctivities,

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 ac-
tivities during the life of the project; for
additional Personnel ang operating expenses as

1) Prooram Organization and Operctions Proposal A

Development Project and the CRECL Fund Small Busi-
ness Assistance Project. The plap will indicate,
but not be limited to, the follewing:

- The proposed administration of the Program with-
in tte Implementing Agency' s existing institutional
structure,

- The Proposed Staffing for both Program activities,
to include sufficient pProfessional, technical, ang
auxiliary personnel to ensure the Frogram wall
achieve the follewing objectives:

1974
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&)_Project Identification The Program will identify,
promote, and develop projects, and carry out studivg
and investigations searching for new investment
opportunities, for either community or individual
enterprises,

b) Promotion The Program will carry out an active
effort of promotion or publicizing of the benefits
of the Program, both the technijcal assistance as well
as the financial assistance, to reach the target
group in the priority areas selected.

¢, Technical Assistance Provide or arrange for the
provision of technical assistance and advice or
counsel to small businessmen and community enter-
prises (in industry, commerce, or service activities)
in regard to technical economic, financial, account-
ing, administrative and other aspects of these busi-
nesses, 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, coopecative 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.q., setting up, organizing, arranging, for
the individual to get the assistance or training
required.)

This Plan will also include:

=~ A three year pProjection cf 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.

- Procedwes 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,

- Lnspection/follow-up of these sub-projects

~ System for evaluation of the Program's
activities,

2) Annual Time~Phased Im lementation 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 Busi-
ness Assistance Projects, and an implementation plan
estinating project activities during the following
twanty-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 fundin~ and source
of goods and services., Presentation of these activi-
ties 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 es-
tablished by ORDEZA ang 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 sub-
borrowers, 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 ang Operations Plan referred
to above,

First Disbursement to either the Banco lndustrial or
ORDEZA.

Joint Project Review (with ORDEZA and The Bank)
= general assessment of status

Subject to negotiations between USAID and ORDEZA prior
to signing of the Loan Agreement, USAID will seek

November, 1974

April, 1975

August, 1975
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ORDEZA agreement to prepare a plan

in form and substance satis-
factory to USAID for the consolidation of the two
Funds adninistered by ORDEZA under Projects 052
and 053,
Joint Project Review (with ORDEZA and The December, 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.

Joint Project Review (with ORDEZA and The December, 1971
Bank)
- as above

Final Disbursement June, 1377



CONDENSED COMPARATIVE BALANCE SHEET - INDUSTRIAL BANK

PERIOD 1968 - 1973 AND PROJECTED BY BANK FOR DECEMBER 31, 1974

{Millions of Soles)

CASH .
(Includes Trust Funds and Funds restricted to
conform the legal liquid reserve.)

LOANS, DISCOUNTS AND ADVANCES
(Includes loan portfolio, discounted notes, and
loans for account- of third parties.)

INVESTMENTS
(Includes Public Debt Bonds, ather securities and
acsets held by the Superintendence of Banks.)

BANKING VREMISES, FURNITURE & FQUIPMENT AND OTHER
FIXFD ASSETS

othEr AssiTs 2/
(Includes advances, inrerest receivable and other
irems listed in footnote a/ below.)

TOTAL RESOLURCES

DEMAXD DLPOSITS AMD CUKRENT PAYABLES
O4FD TO BANKS AND AGENTS

TIME DEPUSITS AND OUTSTANDING BONDS

OTHER LIABILITIES 2 :

CAPITAL, PROFITS AND RESERVES

TOTAL LIARILITIES AND CAPITAL

Back's Projection

1968 1969 1970 1971 1972 1973 1974
s/. Z s/. z s/ Z s/. z s/ s/. X s/, z

118 2 187 4 455 8 737 12 1,516 16 357 2 99 1
4,122 82 3,901 77 3,591 65 3,926 63 6,252 65 11,107 62 13,292 65
64 1 148 3 219 4 327 5 175 2 236 1 249 1

28 - 30 - 24 - 4l 1 49 - 45 - 85 -
729 15 798 16 1,257 23 1,163 19 1,655 17 6,348 35 6,850 3

[ 4

5,061 100 5,064 100 5,546 100 6,194 100 9,647 100 18,093 100 20,575 100
742 15 821 16 474 8 365 6 1,159 12 558 3 661 3
2,166 43 1,928 38 1,992 36 2,116 3% 3,567 37 6,554 36 8,036 39
12 - 141 3 201 4 179 3 595 6 1,20 7 926 5
1,109 22 1,083 21 1,606 29 2,17¢ 35 2,871 30 7,908 44 2,670 42
1,032 20 1,091 22 1,273 23 1,358 22 1,455 15 1,872 10 2,282 11
5,061 109 5,064 100 5,546 100 5,194 100 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 other assets and other liabilities in
1968 1969 1970

1971

1972

1973

equal ffsetting amounts for the following years (in

615

Reasons for the Overstatement are:

1002

934

1490

6093

millions of soles):

1. The Bank's policy of shovwing contingent liabilities for endorsementsc and warranties and documeatary credits as actual liabilities with a contra

account on the asset side.

2. Including offsetting memorandum accounts --i.

The Bank's unorthodox method of acconntin,
results in rhowing the same assets and 1i

& for the Fund for Devclopment of the Fishing Industry,
abilities twice in differrnt parts of the Balance Sheet.

e. exchange operations-- as other assets and liabilities.

for which it acts as Fund Administrator, which

N XANNV
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COMPARATIVE INCOME STATEMENT - INDUSTRIAL BANK

PERIOD 1968 - 1973 ACTUAL AND PROJECTED FOR 1974 (BY BANK)

(Millions of Soles)

. Combined Income Stat. Banks’ Projectica

for the six~year for 1974
1968 1969 1970 1971 1972 1973 period
s/. Z s/. 3 s/. Z s/. Z s/. Z s/. 'z s/. 2 s/. H
_— .
INCOME:
Interest & Commis.earned 369 95 409 95 398 95 368 99 510 99 886 94 2,950 9% 1,086 9%
Exchange, Commis. & Orher
Income 20 5 21 5 23 S 4 1 ] 1 __52 6 124 & 48 [}
Total Incowe 389 100 430 100 421 100 372 100 514 100 938 100 3,064 100 1,134 100
DISIRIBITION OF INCOME: v
Cos* of Money Borr s / / g
Interest o Coumis, paig 158 40 168 39 148 35 123 33 149 29 3592 33 1,108 36 5162 4
L e Uparariecp Cograe: .
§*\'
Seiarves 4 Frin;e Benaf g 105 27 121 28 146 35 156 42 182 35 233 25 943 n 308 27
Other Aduainistrat ive FExpenq. 31 8 36 3 49 11 42 11 48 9 63 7 269 9 81 7
hWrita-offe § Provisons b/ b/
(dﬂpx».‘cia:inn.bad debls,ete.) 38 10 5S4 13 19 5 22 [ 49 10 206~ 22 386 13 86~ 8
Toral Urhep Up:.‘r.ltim; Costs
(exclusive of €Ost ul roney
Lo raved) 174 45 211 49 214 51 220 59 279 54 500 54 1,598 52 475 42
Yt lrcone %7 15 51 12 59 14 29 8 86 17 79 8 361 12 143 12
—_ —_ —_— —_ - —_— —_— —_— —_— —_— —_— —_— _— v
DISikIr 10N OF NET - -
INe e s .
=Ircona 1o Cmployees & for
Medical Fund, 102 of Income
(il 1971) 5 S 6 3 - Not -
-Divide~ds for Class B Stocks, Dis- (
pPrivate cupital, 12% of trib-
tominal valye 21 23 24 24 . 25 uted rd
~keserve Fuad 31 23 29 2 8 £
~budlic Treasury = = hd — =33 [ — —— o
Total Net Income 57 51 59 29 86 79 361 143 n -
P p——y == s == ——d = —— ‘96
[
al The B.ak anticipates an increased percentage of financial costs because its use of funds from external sources is now greater than in 1973 and also w

becanse the Cust of capital in the markers of capital is higher than in 1973,

b/ a Provision for loans in arrears of 180 million soles is tncluded in 1973; the Provision projected for 1974 is 60 millions soles, which affects the
cerparadilivy,



COMPARATIVE FUNDS FLOW STATEMENT OF THE BANCO INDUSTRIAL

(Statement shows funds made available from increasss in de

the assets in each of the ycars of operation.

PERIOD: 1/1/68 - 12/31/73

(In Millionsof Soles)

e ene e .

bts or capital and conversion of assets and how these fund were applied to reduce the debt or incresse

FUNDS WERE PROVIDED BY:

Profit from operations and capital increases

Net Increases In:
Derund deposits and short-term payables
Tire deposits, Acceptances and Private Credits
Debt owed to Banks and agents
Other Liabilities a/
Net Decreases In:
Cash Balance
Loan Portfolio
Investment s
Value of Banking Premises, etec.
Other Asuets
TOTAL SOURCES

FUNDS WERE APPLIED 10:

Net Increases In:

Loan Portfolio

Cash Balance

nvestments

Value of Banking Premises, Furniture & Equipment

al

Other Assets &

Net. Decreases ln=‘
Debt owed to Banks and Agents
Demand Deposits aad Short-Term Payables
Time Deposits, Acceptances and Credits
Other Liabilities

TOTAL FUNDS APPLIED

2/ Octher Asscts and Other Liabillities are inflated as

1974
(Projected
1969 1970 1971 1972 1973 TOTAL by _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
21 310 - - -
- - - 152 - -
- 6 - - & -
- - 94 - - -
488 1,145 873 3,605 10,498 13,216 3,015
- - 335 2,326 4,855 6,985 z.1as‘
69 268 282 779 - 239 -
84 n 108 - 61 172 13 E
2 - 17 8 - 1? “w
69 459 - 492 4,693 5,619 502
ég
238 - w
- 347 109 - 889 184 - °
- - 22 - - - 75 P
26 - - - - - - o
488 1,145 873 3,605 104498 13,216 3,015

detailed {n note a/ to the Comparative Balance Sheet (EXHIBIT “A"),



CONVENTIONAL RATIOS APPLICABLE - INDUSTRIAL BANK

1974
(vith figures
projected by
1968 1965 1970 1971 1972 1973 ., Bank)
1.DEET, SOLVENCY & SOUTCE RATIOS
1.1 Debt to Fauity 2.2 Times 1.9 Tiges 1.6 Times 1.6 Times 2.6 Times 3.8 Times 4.1 Tie
(Dec: = Owed to hanks & Ageats)
1.2 Deposits to Equity 1z 73 2 35 2 222 101 2 46 2 6 2
(Margin of Security for Depositors)
’
1.3! Debt to Assets 2/ 49 2 44 2 44 1 40 2 43 57 2 57 2
1.32 Earity te assecs 2/ 222 23 2 27 2 25 2 17 2 15 2 15 2
1.33 Other Claim= (not Loans) Acainst Assets af 29 2 332 29 2 35 2 40 28 2 28 2
deposits, cirrent payables, scceptances and trust funds)
2 PATTOS MFASURING SHOBT=-TERY LIQUIDITY .
2.1 Cach to Derand eposits and Current Payaodles 16 2 23 2 9€ X 201 2 . 105 Z 54 2% 132
2.2 Cash and Short-Term Investments to Demand
Deposits and Current Payables 18 2 26 2 125 X 230 2 110 2 74 2 221
3 RATIOS MFASIRING FROFITABILITY
3.1 Return on Equity 6 2 5 Z L3 4 22 62 Sz 72
3.2 Return on Total Resources al 1.30 2 1.15 2 1.29 2 0.59 2 1.28 2 0.78 X 1.10 2
3.3 Frofitability of Operations 15 2 12 2 14 % 8 2 17 2 82 13 2
(% of Profit on Total Income) i
3.4 Profitabilitv of Loan Portfolio 5.2 2 5.5 2 5.5 2 4.0 % 4.6 2 4.9 2 S.4 2
(Interest Paid for Borrowed Money and Net Income
to Average Loan Portfolio)
-3.5 Ordinary Income to Average Loan Portfolio 9.0 2 '10.2 2 10.6 2 9.8 2 8.8 2 10.02 8.9 2

N XINNY
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Conments on_Comparative Palance Sheot (See Page 1 ) (To be read usiny said

comparative statemenc)
General

For the period 1968 through 1971 the balance sheets show a more or less stable
level of operation with a slow but steady growth in total assets. 1ln 1970 ~pd
1971 the demand for loans declinad substantially and the Pank wvas forced jinto

a high liquidity pasition with excessive cash and investments, The decliue in
loan portfolio and increase in idle cash had an adverse cffact on earnings in

these years.

Starting with 1572, the balance sheets reflect a marked expansion. The loan
portfolio fncreased 5°% from 3,926 million soles in 1971 to 6,252 willing gnles
in 1972, Debt to banks and arents increased by 1,451 mil)ion soles Lut it
appears this borrowing evceeded actual needs since cash continued to far excen
the Burk's needs for a safe reserve. The Lank's growth in assets jumned avain
in 1973 with increases in the loan portfoljo of 78% ta 11,107 million snles, an
increase of debts to bauks of 2,987 million soles and an increase in capitii of
417 million soles. Cash reserves were reduced to a more acceptable level (a1~
though still on the high side). 1In reviewinsg the rrowth of the Bank, caution
nmust be taken to veduce other asselg which ave overstated by amounts chown under
footnote i/ to Page 1. Horwtthscnnding, these overstatements, 1072 -ig
truly an impressive year of growth for the Lank and should have been yeat of
record profits. In fact net income dipped slightly to 78 million solaz, ile
resson is that a special adjustment of 135 nillion soles was made to th o=
vision for lcans in arr2arg, based on evaluation made of individual 1oan fiics,
This adjustment resulted in 3 chatrpe agatnst 1273 income to adjust for wnder-
ctatements of the provision for bad debts in previous years. Without this ad-
justment 1973 nct fncome would have been 213 nillion soles.

The growth trend is axpected ton continue in 1974. According to the Rank's
projections as of December 31, 1974 the loan portfolio will increase to 13,292
million soles. This increase in portfolio will be financed by lncreasiup delt
to banks by n2arly 1,500 million srles and increasing capital by 400 million
soles. Cash reserves will drop sharply and the Dank will be moved from a hi-=
torical position of excess liouidity to a position of minimum 1dquicity toare :r-
ing minioum reserve requirements. Thisg problem is discusged in grzater detail
in a following section.

Loan Portfolio Palances - By Major Tynes of Inangs

The following table shows the growth of the Lank's portfoliot
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million soles credit within the next two months which could concliderably §n-
prove their cash position, depending of course on whether they biold on to soree
of the cash or lead out all of the new credit. The Tank people aiso explajnod
that they expect the tight cash position to bve temporary because, hefore L
end of the year, they will have to prepare the biannual budget €or 1975-7¢
which must consider the ausmented cash needs, Therefore they exveoct that tle
global loan contract sipgned with the Central Bank next year will provide for
greater periodic cash allotments than in previous years.

Capital, I'rofits and Reserves

rollowing page
The table onthe /. chows the capital structure of the Bank as of Decenuer 21,
for years 1968 through 1973,

The successive lncreases in capital stock reveal that during all these vears
there have been adfitional contributions to the .apital of the bank frca the
Peruvian Government, as well as capitalization of accunaulated earalnrs. lhe
table niso reflects that the Peruvian Government is the controllin~ interect
of the bank, since tie relatively small private contrilutions (Class B SlLock)
werc maco early in the life of the Bank, Frior to the tevolutiouary Govern-
mentl

Pank's Fxperience with Supervised lending Propram

v

The Dank's supervised lending program is directed to asslisting artisans and
sm3ll industries. Loans are made mostly through the Lranch Offices in amounts
less than 5/040010000

The budget figure for supervised loans in 1973 was 190 million soles and the
loans actually made were 176 million soles or 93% of gnal. The distributicn
of psupervised loans made was ac follows!

Territory Amount {
Lina ._38.0 _22
Urovinces 138,1 78
Arequipa 7.5

Cuzco 10.5

Puno 9.0

ICa 7.8

Tacna 3.0

Huancyo 17.5

Ayacucho 7.5

Huanuco 6.3

Huaraz 3.5

Piura 5.7

Chiclayo 10.2

Cajamarca 8.5


http:intere.5t

TABLE _HOWING COMPOSITION OF EQUITY OF THE INDUSTRIAL BANK OF PERU

PERIOD: 1968 TO 1973

(Mi{1lions of Soler)

19ce 19%9 970 1971 . 1972 1973
s/. z
C'ass A Stocks, rwne: by
Pecuvian State 1,392 74
Ciass B Stucks, owned by P:.vatle persons,
Divideads of 12% 1ren of raxes have sren
~ensistetly paid. 205 11
Total Capitil Stocn n7l “90E 1,057 1,143 1,181 1,597 85
Rrcerve Fund 104 134 To1s? 186 188 196 10
Barnings of the Year tc bLe D._tiibutes in the 57 ©l 59 29 86 79 S
folleving year
MULARYS 1,032 1,091 1,273 1,358 1,455 1,872 1002

N JGENNY
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Trujillo 32,0
Chinmbote 5.2
Iquitos 3.2
Pucallpa 0.7

Collections of both principal and interest, in 1973, vere of about 132 million
soles, or roughly 752 of loans made during the year, f{rom vhich could be de-
rived that most of the lending activiiy in the ycar was firanced by capital
returns from supecrvised loans made in prior years.

Bad Debts Experience with Supervised Loang

Tha balance of the supervigsed loan portfolio at the close of Year 1973 vas
368.8 million sles, broken down as followg!

Million % for 7 for
of Soles % Lima Provincesg
Good Accounts or not due 328.0 88.9 72.7 92.5
In arrears 1/ 24,17 6.7 12,5 5.4
Overdue 2/ 16.1 4.4 14,8 2.1
TOTAL 368.8 100.0 100.0 100.0

The provicion for bad debts recorded for supervised 1oang as of December 31,
1973 was 48.2 willion soles, or 13% of the supervised loan portfolio. This
vas sufficient to eccver the potential losses for loans already determined in
default, (1oans in arrears and loans overdue) which from above table is #n,n
million soles plus allowance for tood loans, which may later become in detauly,

Summagz
Million Soles A
Supervised Loan Portfolie 36a.8 100
Proevision for uad Debcs 48,2 13
Loans in Defauilt 40,6

1/ Loans with delinouent piyments for which cause the whole amount of the loans
have been declared in ATrears and payable,
g/ Fully matured loans for which paynents are overdue,
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For cowmparative purposes ve relate below the piovision for bad debts for
other types of loan for which provisions for bad debts are wade, exclusive
of supervised loans. It should be noted that no provision ig 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
Otker Loans 380
Loans for Cxportation 1,001
TOTAL 4,605 1002
Total Provision for Bad Debts 457
Less!
Provigion for Supervised Loans 48
Total Provision for B.D. on
Above Portfolia 409 92

Above table denotes that the Bank's estimate of doubtful accounts for loans
other than the supervised loans ig of about nine percent (95%),

It can be seen from the above statistics that the bank aztually loses noney
on its supervised lending program since interest rates are less than the
percentage of bad debts losses. An evaluation might show that this is rore
than offsct by accomplishment of development objectives. The losses on this
program wvust be made up either from the Fank's own resources (e.p. profits on
other types of loans) or thiough additional inputs into the Lank from the
Pudblic Treasury.
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Conclusions 'ased on the Compovative Income Statemont (See pagre D)

1) Operating income, derived from lending activities, var'es from 953 to 93 of
total incomes thus only from SI to 1% of income is derived from other l'ank-
ing activicies,

2) The operating costs of the tank averaced 527 of total income for the sive-year
period, leaving an averare margin of 437 to cover coat of money borrowed {oy
purposes of relending and a reasonable profit maryin. ‘the percentace of
operating costs is projectcd to decline to 423 ia 1974 which will help to off-
set increases in costs of tioney borrowed,

3) Total income for the six-year period was 3,064 willion soles, of which 1,105
nillion soles (26X) was apnlied to cover the cost of tioney borrowed for sni-
lending. The cost of oaney borrowed has fluctuated between 4O% and 207 of
total income for individual years and the trend is now wovin: sharply » <rard
from 299 to 32, in 1973 and 487 projected for 1974, Causal factors cre in=
cr2ased dependence of the Lank on borrovuing as a source of lending cajital
and the current high interest rates charged in the money rarhot.

4) Operations of the Pank in the six-year period have been profitable. 1In
every year there has been cn excess of total ‘nrote over total costg. 1t
lowest surplus was of 29 milllon soles in 1971 and the hizhest was £6 ~illion
soles in 19272, O0na the averare the surplus was 12% of total inceme for oo,
period, tha absolute figure, being 361 million goles for the six=year neriord,

'

Comnent_on lacios Measuring Profitability (Sece Page 4 )

3.1 Return On Enultys

Has averapged about ST a year except for a low period in 1971 uhen this »atio
fell to 24. licasured by commercial standards this is less tlan a satisi:ctery
profit on invested capital since the rate of return has not even Kept yice
with the rate of fi:flation which oreseatly exceeds 9% in Peru (and reloted
deflation of the Sol). Un the other hand, it =ay Le raid, that as a PSR
went owned development bang, the Industrial bank's cain objective ts nut te
vaximize profits., iather, itg real oijective {5 to promote and finance pro-
ductive activities in the incustrial, comnerclal znd fishinz rectors. I%ysg
the l'ank cannot negotiate rates of interest with only ecarninpe in mind Lo~
caus€ these rates are set v hipler political mutheritios with social ..}
country Lencfits in nind, /iewed from the davelopaoat aspect, the Lani's
earning portfor iance can bLe toasidered satisfactery and Letier in fact tin
other developnent banks onrtrating tn ferus 1he bink hae achioved geli-
sufficlency and limited crowth through accumulation of earnings.
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Return on Tota! Resourcest

3.3

This perceatape varies froa approximately 1/2 of 1% in 1371 to 1 1/47% in
1972 and appears to be extrenely low., firvointing the reasons for such a
low return on resources employed would requitve much more detall analysic,
liowever, it appears to be related to a low rate of sross incone rencrated
on the loan portfolio --~averapge of about 94 in receur years. Since the
Bank borrows the majority of funds loaned, possibly interest rates peed to
be raised to provide more of a sporead tetveen interest earnad ond intercst
pald by the oank, f.e. if increased profitability {s un objective, The
extraordinarily lou rate of return im 1971 appears alco to be related to
too much liquidity and an underutilization of assets (due ia part to lack
of demand for loans as a result of a decline in industrial activity). It
may very well bte ~hat this ratio is comwmonly low for cevelopment hanks for
reasons stated in the section above,

Percentase of Profit on Total Incomes

This percentage represents the excess of iucome over costs (brofit 7).

This percentage averaged 127 for the six-vear period 1938-1973 ¢nd anyeary
te Lae reasonable, althoush,for lack of a staudard o ainsl vhich to weoora
the results of lank operaticns, ve feel some liwvitacion in cxnreseing 2n
opinion. Operatin: costs appear reasonalle and low profits in ausolute
figurcs are related to a low inccae penectated frem iavestmenty nob to o=
cersive operating costs. In 1974 the increased costs of roney Lorvoe.rd [or
relendiug iy cause a pinch on the profit percentarc unlers the iont ron
realize the reducad perceatage of operating costs w.ilch they have projeccted
(See Page 2 ).
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tomrents on the Comnarative Funds Flow Statemont (See Pare 3) . (To te road
together with the reiated statcuent, )

Our interpretation of this statement is limited because ve did not have ac.esg
to internal data that reflects the actual arouats of vres and sources of un-is,
Therefore our comments are based on net changes in the acsetg and liabilities

aad capital 3CCOUnts, using 1968 as the starting year for weasuring chanpes,

Sources

1) The major source of funds for the Bank ja the debt oved to banks and arcents,
over 4,328 milliun soles, of wiieh the Centval Pank 1 the major creuitor
with @more than cipnty percent (80%7) of Credits.

2) Time deposits, aceeptances, and other private credits are the second -oct
important source of funds feor the Bank, and Lthe next would be the profits
from operatiorns capitalized together with additional canital conrributicng
by the GOP,

Useg

3) The Createst use of funds hag Leen to increase the lean portfolin, wirich ipn
1972 and 1973 matovially increased by 2.3 and 4.8 billieq soles, resp:~tively,

4) Next comes the use to increase the balance of eashi. Cash increansed €ach veay
from 1969 to 1972 until it vas substantislly reduced {p 1973 by 1.2 Lillion
soles, which is reflected under the Sources of Funds soction.

5) Increased investronts and denand deposic withd=-wals absorbed 356 millian
soles in the five-ycar period.

6) Additions to tanking premisos and furniture and cauiprent are relativnly
small, (17 million soleg of net increase for the five-year pertod). in can
Infer that additions are financed threush charges to operatinans via dr-rogjae
tion.
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b MAP OF PERU INCLUDING PROJKGT AREAS
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