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INTERIM REPORT - RURAL DEVELOPMENT AGRIBUSINESS FUND 

IVart 01w- Project Background and Detailed Description 

A. rnackground 

1. Introduction
 

In the FY 1978 Annual Budget Submission, the Mission submitted aPID entitled Agricultural Services Rediscount Fund for a proposed A.I.D.
loan-financed project to establish in the Central Bank of Peru a facility

for rediscounting loans made by financial institutions to sub-borrowers

which produce, process or market agricultural products or provide com­plementary services to the agricultural sector. 
The PID was approved in
August 1976 
(State Cable 212819) and the PRP was submitted in October
1976. 
 In reviewing the PRP, the DAEC raised a series of questions per­taining 
to the project design and asked that these be treated in 
an in­terim report. The purpose of this paper is 
to respond to those concerns,

spcifically the questions posed in State 296084. The issues regardingGOP policy, the proposed implementing agent, demand, and interest rates
(points 1, 2, 3, 4 respectively of the cable) are treated in Part Two ofthe report and the questions regarding promotion and technical assist­ance (points 5 and 6) are discussed in Part One 
 B, (Detailed Description).
In addition, Part Three of the interim report addresses the credit
asp cts of thie proposed FY 78 A.I.D. Loan for Development of Sub-Tropical
Lands. This section is intended to resi.ond to point 10 of State 296088which also requested an interim report related to that project's credit
 
co|ponen t.
 

Finally, in the course 
of analyzing the DAEC issues, particularly
witli regard to the effective demand for project sub-loans by various groups and the credit supply situation including other donor initiativeswhich have surfaced in recent months, the Mission and GOP have reeval­
uated project components and concluded that some redesign is required in
order for the Project to respond best to unsatisfied effective demand.

Basically, it was concluded that the Project would fill a needed gap
through an agribusiness focus - that is, a sub-lending program to in­dustries processing and marketing the output of the sector. Accordingly,one of the categories of sub-lending contemplated in the PRP -- creditsto small farmers for on-farm improvements for crop production -- hasdropped from the program. The rationale for the agribusiness strategy,

been 

the background on the agricultural sector and constraints faced by thetarget group, and thet, proposed design modifications are treated in Part 
One immediately following. 

2. Agricultural SectorOverview
 

a. Recent Growth 

In recent years the performance of the agricultural sector has
 
been poor; 
in 1975, the sector grew at the rate of only 0.6%, compared to
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2.3% and 2.4% in 1974 and 1973 respectively. While tle sector still('ml'Ioys aibout 42% of the country's labor force, its contribution to totalCDTI has been decroasinq, from 20% in 1960, to 15% in 1969, to 12.7% in
I TV. Th, average annual sectoral growth rate of 1.8% for 
the 1973-1975 
period contrasts with an overall GDP growth rate of 5.3% for the samepl'rod and a population growth rate of 3.1%. 
 Domestic production of basic
food items has failed to keep pace with the high population growth.
 

b. Constraints
 

During the past eight years, the GOP has implemented one of
the most extensive agrarian reform programs ever undertaken in South

America. 
The expropriation of large estates and the redistribution of
lad 
 and the creation of worker-based associative enterprises will be com­
pleted this year.
 

The general disruptive atmosphere which can normally be expected
to accompany massive land transfers and prior price policies which acted
ais a disincentive to domestic production may be cited as 
two factors

which contributed 
to poor pro'X.tion performance in recent years. 
 The
 
practice of keeping the prices of basic food products relatively low has
been eliminated, and, recognizing the need to stimulate production of

st'aple commodities, the GOP has consistently raised support prices.

Major upward price adjustment of foodstuffs occurred in July 1975,
January 1976, June 1976, and March 1977, thereby restoring production in­centives. 
Concerning the agrarian reform, the latifundia --
which im­p.ded the economic utilization of available agricultural resources and
labor --
have jiow been eliminated. Since the distributive phase of
the reform is nearly completed, the disruption and uncertainties gen­
erated by the reform also have been reduced.
 

Nevertheless, serious constraints remain. 
A fundamental problem
is the poor quality of land resources manifested in an extreme scarcity of
cultivable land. 
 Of the country's total land area of approximately 128.5
million hectares, only about 3% or 3.7 million hectares is under cultiva­tion (including fallow lands), while 12%, 
or 15.1 million hectares re­presents natural pasture. 
The rest of the land area includes forests,
jungle, mountains and desert. 
There is only about 0.38 hectares of farm­land per rural person and 0.18 hectares per inahbitant, the lowest ratios
in all of Latin America. Harsh topographic and climatic conditions

inhibit the expansion of the 
amount of arable land. 
While vast amounts
of unutilized land are available in the 
 jungle and high jungle, efforts
to develop these areas must await te completion of land transportation

routes, and great differences in agro-economic potential exist among
jungle regions. Expansion of land on 
the coast is very expensive, al­though the GOP is supporting the development of a number of large scale
coastal irrigation projects. 
Some marginal increases in cultivable land
in the sierra can be obtained through improvements in irrigation facili­ties and technologicil developments 
to reduce the time that land must
 
lie idle.
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Further constraints to increased production and income are
 
imposed by low levels of technology, the low average level of farm man­
agement skills, and scarcity of physical infrastructure. Farm families,
 
particularly in the sierra and high jungle, use primitive agricultural

techniques with the result that very little surplus is available for sale 
after immediate family requirements are met. Factors of production in 
current use by most Peruvian farmers are minimal: unimproved seed from
 
year to year, 
a depleted soil which must be fallowed regularly to restore
 
a minimum fertility, and hand labor and animal power. Dependence on tra­
ditional farming methods is both a function of limited technical knowledge

and 
an unreliable and fragmented system of delivering agricultural inputs
 
to the end-user.
 

Difficult communications -- e.g., scarcity of all-weather 
roads, limitations of mountainous roads whose use is often interrupted by

landslides, and the great distances that separate the widely scattered
 
productive valleys -- contribute to a continued, low level of production

technology. Government efforts to provide technical assistance to these

farmers have been greatly reduced in efficiency in recent years as 
the
 
extension service has been utilized heavily for agrarian reform activi­
ties. High operating costs due to communications difficulties for exten­
sion services and 
a general scarcity of trained extension personnel due
 
to low salaries and budget constraints have led to e dearth of technical
 
a;s-;ist.ance for farmers. 

The supply of short-term production credit provided by the
Aqrarian Bank has increased significantly in recent years (at an estimated 
real rate of 23% in 1973, 21% in 1974, and 34% in 1975) and the Bank is 
making concerted efforts to improve the timeliness of its delivery. How­
ever, a basic constraint to increasing production (and improving market­
ing) is the inadequate supply of medium-to-long term credit for on-farm 
improvement, equipment, storage facilities, etc. The needs for such 
credit are large in light of the heavy decapitalization which occurred in
 
the sector due 
to the agrarian reform; foner landowners, in anticipation

of expropriation, sold fixed assets and deferred ordinary maintenance.
 
Pent-up demand exists for, on the one hand, the expropriation process is 
virtually completed and land titles have been validated for many eligible
independent farners, enabling then to now plan their production activi­
ties and invst in on-farm improvements. On the other hand, the new 
aissociative enterprises have completed their formation stage, and are now 
entering a phase of consolidation and development, includinq the imple­
mentation of longer-term investment programs. 

Final constraints are 
incomplete linkages within agribusiness

syst.ems and the absence of adequate physical infrastructure for the proc­
essing and marketing of agricultural production. Rural collection centers 
are almost makingtotally inadequate , it necessary for producersto seek 
out itinerant truckers who serve the 
areas as outlets for their surplus
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or to : t'll in small lots to huu'drds of slmal1, plart-tilme buyers.
production, 

largely to high spoilage losses and 
The present system is costly, owing 

Inadequate market information and lack of competition
transport cost. 

among local bayers contribute to pricing inefficiencies which operate to 

the disadvantage of the small producer and raise consumer 
prices as well.
 

The lack of processing capacity has prevented the expanded 
production of
 

foregone off-farm employmentprofitable crops and has resulted in 
Storage facilities that would
 opportunities for Peru's rural population. 


reduce losses and eliminate peaks and valleys in the supply 
of various
 

commodities are also lacking and represent a serious 
constraint to pro­

duction and efficiency.
 

A major consequence of all of the above constraints 
is the high
 

rate of rural underemployment. GEAR, a special study unit created in the
 

Ministry of Industry and Tourism to study and implement 
measures to gen­

erate employment in rural areas, has estimated that 
two-thirds of the
 

of theforce in Peru is underemployed. The inability
aqiricultural labor 

sector to absorb natural population increases, the extremely
a(ricultural 

the few off-farm employment opportunities
high inhabitant/land ratios, and 

are factors which have contributed to the heavy outmigration from rural 

areas to seco,.day and primary cities. 

c. Agricultural Policy and GOP Actions
 

In the past year, a series of incentives has been 
implemented
 

by the GOP to stimulate agricultural production. The increase in farm
 
In addi­

prices and new pricing policy have previously been 
mentioned. 


Lion, the major exchange devaluation (45% in July 1976) has caused sig­

nificant price increases for imported grains, thereby providing a relative
 

price advantage to local producers.
 

Tn support of the Ministry of Food's extension efforts, a new 

established by law. Briefly, it 
N,Itional Production System has been 

seeks to revitalize tho extension system and unite producer groups and
 

of production committees 
technicians of the Ministry of Food in a series 

level. The system is developing a national 
fro,,, the local to the national 


which will influence the allocation of resources, in­
production plan 


credit and technical assistance.
cluding 

on improving
GOP development policy places highest priority 

country's rural population into 
income distribution and integrating the 

to andvarious programs designed support
the national economy through 

of the agrar­rural Consolidationstimulate economic activities in areas. 
of basic social serv­

ian reform, industrial decentralization, provision 

ices and economic infrastructure, the development of natural resources in 

rural areas, the promotion of rural industries and tourism all 
aimed at
 

anong priority activities articulated in recent
 reducing unemployment are 


planning documents orie~nw-d toward the rural areas. 
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The GOP's 1975-78 Agricultural Plan further specifies prior­
ities for agricultural development as 
follows: i) consolidation of tle
 
Agrarian Reform with the view of improving the organization and admin­
istration of tle established associative enterprises; ii) establishment
 
of the national production system, vertically integrated from national
 
to regional to local levels, with the view of better channeling available
 
inputs 
to meet specific crop production targets; iii) the incorporation

of new lands for agricultural uses through colonization and irrigation

projects; 
and iv) the improvement of the marketing system by facilitating

the establishment of rural collection centers, silos, warehouses, and

processing facilities to assure regular production flows and more stable

prices. Recent pronouncements also stress the need to maintain adequate

production incentives and to give priority to projects with a short-term
 
production pay-off, to projects which will produce basic inputs and

needed staples (foodstuffs), and projects which will integrate the pro­
duction structure.
 

d. Other Donor Activity
 

Indicative of its commitment to agricultural and rural develop­
ment, the GOP has invested substantial sums andof internal externally
boriowed funds in rural infrastructure, particularly roads and irrigation.

Other donor support for these activities has included loans from the IDB,
 
TBRI', Germany, England, and Yugoslavia.
 

in thi' field of agricultural credit, both the TDB IBRDand

haiv on-going and new programs to assist in the recapitalization of
 
farm production units. The IDB's Loan No. 322 for 
 agricultural credit,
which was executed in June 1972 in tie amount of $12.0 million, is now

nearly fully disbursed. To continue its support, the IDB has just
authorized a new loan for agricultural credit in the amount of $30.0 
million. $20.0 million of the new IDB loan would be relent by the
Agrarian Bank to 
an estimated 75 associative enterprises for the follow­
ing purposes: i) on-farm installations for increasing production; ii) the
planting of perennials; iii) land preparation and on-farm irrigation;
iv) livestock acquisition; and v) the purchase of agricultural machinery.
$10.0 million would be utilized for supervised agricultural credit for
production purposes to the beneficiaries of the 12 irrigation zones 
developed with th, assistance of th: IDB's linea global ( loan P 277). 

Pho IBR6 '11!'o is providing credit to the agricultural sector.
 
IID loan it 933, in the umount of $2i) million, was initiated in
 
Sptemudber 197 3 [ot Iinmncinm wediu:. and long-term credit.: through the 
AIIrarian Bank to issoci itjve enterprises and individual f.:rmer!;. The 
loan is expected Lo be fEily disbh r,cd oy the 'nd of 1977, and tile World
8ank is now appraising a new ,omn for similar purposes to help meet thelarge projected needs for longer-term agricultural credit through 1980. 

on
The new loan would be the order of $40.0 million, with a significant
portion earmarked for tl!s,;
by the coastal sugar estates.
 



3. "'tmt.otgy oi: tiil ' :oj(Ct. 

a. Strategy Statement 

The strategy of the proposed Project is to alleviate major
z.'.,riers, including the availabtlity of medium- to long-term credit,
technical assistance and promotion, to the development of agribusiness

enterprises in Peru which have a dir:ect linkage to small farmers and
associative enterprises vr, 
- ed undea-, the Peruvian Agrarian Reform.
 

b. Target Group
 

Although the Project has been redesigned and now focuses on
the development of agribusinesses, the target group and ultimate benefi­ciaries of the Project remain unchanged -- individual small farmers and
members of associative enterprises created under the agrarian reform.
The more profitable, export - oriented farmers and associative enterprises
producing cotton and sugar are excluded from the target group.result oC the proposed change in project design, hewever, benefits 

As 
will 
a 

principally accrue to the target group in an indirect manner ratherdirectly as originally intended than
(i.e., receipt of credit for on-farm
improvments). 
 A developed agribusiness sector is expected to create
linkages which will benefit the target group by providing services and
inp'uts required for increased production. 

The lack of efficient agribusiness enterprises in Peru (e.g.,aq'ricultural marketing, processing and service industries) has beenidentified as one of the constraints to increased small farmer production.Without adequate transportation, processing, packing, storage, etc. andappropriate agricultural inputs, the market for small producers isstable and insecure. un-
By assisting wit] agribusiness development, potential
benefits which could be derived from Projectthe include: provision of aconvenient and orderly market for small farm production; greater stabil­ity in prices; reduced spoilage, wastage and loss associated with un­processed produce; reduction in bulk, thus facilitating distribution

contribution of added value; conservation 
and 

and concentration of nutri­tional values; and increased supplie!s, lower costs, and improved delivery
of agricultural inputs. 
 Taken together these benefits expectedare 
create the incentives necessary to 

to 
increase small farmer production and,therefore, profitability and incom,. In addition, the agribusinessescan also generate off-farm (mploymennt opportunities since many processing

activities are L dor i.it-ensive. 

c. 
Rationale for Agribusiness Focus
 

In selecting an agribas-iness strategy, the Mission has beeninfluenced by the following three factors: 1) the present gap betweenneed and GOP and other donor activity oriented toward this critical area;
2) the existence of ccaditions faced by A.I.D. 's target group that could
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be alleviated through agribusiness developmentl and 3) the Project's
 

propitious timing, given recent policy changes which have reduced con­

straints to agribusiness development in Peru.
 

The auount of credit channeled toward rural areas and activi­

ties associated with agriculture in Peru at the present time is severely
 

The scarcity of credit available for such activities represents
limited. 

a serious barrier to the improvement of incomes of the rural poor. The
 

needs for such credit are large, particularly in light of the decapital­

ization which has occurred throughout the agricultural sector since the
 

late 1960's as a result of the Agrarian Reform. Former landholders
 
new associative enterprises
severely decapitalized their holdings, and the 


a result of the Agrarian Reform generally did not have suffi­crea'ed as 

cient. resources to recapitalize. Recently, external resources such as the
 

previously mentioned IDB and IBRD loans for on-farm improvements have
 

of the problems this has created. There are,
helped to alleviate some 

the sector which must
however, additional critical areas and linkages to 


be developed if productivity on Peru's limited land base and rural in-


The other donors' credit programs are oriented
 comes are to improve. 

toward on-farm investment programs to restore and improve the production
 

potential of Peruvian farms, leaving the important gap of inadequate
 
to the
credit for agribusiness industries providing goods and services 


to be filled.
soctor and processing or marketing output of the sector 


so(condly, improvements in the marketing of products produced 

by A. 1. 1). ':;t,irkot- group clearly are needed. Wasttage, losses and spoilage 

sinall -irmers occur due to lack of adequateel raw mLtri,al lood:s gr own by 

facilitits for storale and processing. 3ecause of transport costs and 

is sometimes feasible only in processedprishability, ,marketing of produce 
incomesform. Agro-industry is seen as an important mechanism to raise 

given the ability of agro-industries.m.d promote development in rural are.as 
Lastable outlet and thereby reduce marketing uncertainties forto provide 

raiw maoterials. 'The promotion of investments in industries which have 

direct linkages with the, agricultural sector may also provide new opportu­

nities to rural by promoting the integration of the ruralincrea:-e incomes 
sector with key sectors of the economy. Opportunities for increasing
 

rural incomes are likely to remain limited until stronger economic link­

rural und urban sector and among comple­ages are achieved between the 

mentary components of the rural. sector.
 

largely completedConcerni;UJ uthzProject's timing, ?the GOP has 
in t:.he pattern of economic developmentimplement:ation of- the basic change-. 

awhich have been designled to link economic growth with broader partic­
social and politicalipation of the populition in the c.,,ntry's economic, 


life. Understandably, such basic '-cructural changes as the Agralian
 

Reform have resulted in uncertainty. For industrial establishments 

serving the sector this uncertainty, manifested in a hesitancy to invest
 
compounded byin modernization prograw,; ALd ,ew ventures, has been 



.1	udu: .rial shruet ikual roito11SI proii qa ted il rocont years :,ch .1 tho 
ilu:;trial conlluni t.y (11)"10) and social property (1974) ehX:islation, 

RceOntly, tho W11 has gone a long way toward countering the n(,gativ 
feo-turs of previous policies. At present, priority is given to increas­
ing efficiency in thie productive systems, and extensive efforts to re­
stor confidence and dyliamism in the private sector are being made. The 
ir'lustrial community legislation was greatly modified in early 1977. 
w Wti the result that the present owners will be guaranteed managerial 
control of the enterprises.l/ Social property development is still 

supported but no more as the foremost priority sector, and it is to com­
pete with the private sector on equal terms. Also, the labor stability 
law, a cause of low labor productivity, is in the process of being 
modified. With the elimination of these basic p:'licy constraints to 
agro-industrial development, a development stratey with an agribusiness 

elements is considered timely and appropriate. 

d. Constraints to be Addressed
 

The following table lists some of tLe major constraints which 
Ihov boen created or aggravated by agriculture sector decapitalization, 
a]oe1( with tihe situations which have resulted from the vrious con­
str. ints. Four major constraints ire identified: i) inadequate marketing 
facilitio:.s; ii) Lack of agro-industrial processing facilities; iii) un­
rlialbl goods and service input industries; and iv) incomplete linkages 
wit hin agribusiness systems. 

11. lrojecL D),scri.,tion 

With the reorientation of the proposed Project toward a strictly 
agrihusiness Focus, some changes in tie logical framework transmitted 
with te PRP become necessary. A revised logical framework is attached 
(Annex I). 

1. Project Goal and Purposus 

The goal of the proposed Project remains unchanged: to increase
 

food production, ,.Tpoynent and inco ;',s of tiet- rural poor, and improve
 
nutrition. The Project will con:t.ril,,ut, to the Mi usion's agricultural
 
sector goal by promoting i'n :;tw, e, ts in agribuiii suez i; such a. manner
 
as to maximize their in; ,' ct aon -h.L2 1 V poo!". 'Ph, se inves unents will
 

conwil vi,. t for 
transfer of i speci fied portion :,)!, anUn :1rofits of privat com­
panies to their worlAr; in the, krin o shart-s until the workers 
acquired 50,, of the firm's r.ii 1, ,nd a corresponding number of 

seats on the Boar(. f Directors. 'Wlorkers a 170 received an addi­
tional 10% of prof I i< cash. The effect of the now law is to 
limit distribution (,J ':ofits to one-third of the -,hare capital in 
the form of special stocks which w,'uld still allow for Board 
representation but: would leave managerial co:itrol to the conunon 
stockholders. 

1/ 'Te origin**l indu,; ,-iial i i prowidcd the 



Constraints 

i. inadeouate 

Marketinc 

Facilities 


2. l::dequate 

Pr-ocessing

Avcilable 


3. Inadequate 

Goods and 

Services 

Input 
Industries 


4. Incomplete 

Agribusiness 

System 

Linkages 


Constraints 
to Increased Agricultural Sector Productivity and Rural Prosperity 

:aifestation 

Lack of storage facilities; inad-

,crute far-, to market transuorta-
ticn; lack of packing, sorting, 

eirent, 

ertien facilities, etc. 

--rad inn and refrig-


Lack of processing facilities for 

agricultural production, 
 _d pro-

vision of basic inputs (e.g. bal-

anced feed). 


L?.ck of input warehouses, trans-
port facilities, machinery pools,
local manufacturers of agricul-
tal tools and appropriate equip-
vent, suppliers of irproved seeds 
and pcsticides. 

Lack of proper quality and 

quantities of raw materials for 

certai: agro-industries; break-

down in product flows frm 

producer to processor dating 

from.Agrarian Reform,. 


Consequences 


Lack of incentives to increase 

production of perishables (e.g. 
meat and milk) in most areas 

outside of 
area of influence of 

7ajor markets; uneven product 

flows and market instability, 


Low level of value added to 

agricultural sector; insecu-

rity of markets during harvest 

season; spoilage high; low 

unit prices to producers; loss 

of by-products; lack of in-

centives to expand land under
 
production.
 

Low productivity especially 

in remote areas; inability to 

achieve economies of scale 

through service centers de-

signed to serve specific geo-

graphic areas; reliance on 

traditional technologies. 


Bottlenecks to agro-industrial 

expansion and foregone rural 

income and employment opportu-

nities. 


Envisioned 

Rural collection centers
 
(packing, sorting, re­
frigeration units); out­
put warehouses; trans­
portation facilities;
 
slaughter houses; etc.
 

Canning industries;
 
creameries; freeze­
drying facilities; oil
 
extraction plants;
 

feed mills; soap fac­
tories; etc.
 

Small transport cooper­
atives or companies;
 
machinery pools; local
 
manufacture of imple­
ments and distribution
 
of agricultural inputs,
 
etc.
 

Manufactures of inputs
 
(crates, sacks) for aglo­
industry; contractual
 
arrangements between 
processors and small 
producers to deliver 

technical assistance
 
and improve product
 
quality and assure
 
sufficient quantities.
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help to alleviate such constraints to increased small farmer income as
limited product markets, the general lack of markets for agricultural
inputs, and the dearth of agricultural-rclated service enterprises. A
sub-goal has been added to the log .s follows:frame to alleviate
identified typical farm level constraints to increased small farm incomethrouqh the expansion of markets for small farmer products and the pro­
vision ef agricultural goods and services. 

The purpose of the Project has been slightly modified to read:i) to istablish in the Central Bank an effective facility for redis­
counting 
 loans made by financial institutions to sub-borrowers which
 
process or market agricultural products 
or provide complementary goodsand services to the agricultural sector, and ii) to establish a program
of promotion and development of such agribusinesses, i'icluding appro­
priate technical assistance, which will maximize benefits to small
 
farmers and the rural poor.
 

2. Project Elements 

The proposed Project involves the development of: i) a rediscount
m'(lihwjism within the Central Bank of Peru for refinancing loans made byparticipating financial intermediaries to eligible rural agribusinesses;

anl ii) a program for ti(, identification, promotion, financing and pro­vi: ion of LLechni,Il Issistance follow-up suchand for eligible enterprises. 

'I. RoIhl :;count F"u nd 

The Rediscou;t Fund will consist a totalof initial capital-
S. 'tioni of $14,7V0,00U, of which $9,800,000 will A.I.D.be loan funds.ind $4,900,000 will be provided by the Centril B:ink. These financial 
re.;ources will the ofsupport development industries which demonstrate!;ignificant direct backward or forward linkages to the target group ofsmall farmers and the food producing associative enterprises through theprovision of goods and services and the expansion of markets. 

Agribusiness activitiej,, which bemay financed under the program can divided threebe into c.tegories, all of willwhich contribute 
to eliminating constraints whih c(ist in the flow of produce from farm
 
to market:
 

i) Agribu.;i nus,,s whichb process rA' 'I:watcrials grown by
sm,-il] producers cnd a.i:nociative -p is, , including fruit and
vegetable process ing plants, canmerji e;, froeze-drying facilities, etc.; 

ii) Agrihui.insses ," assist in the markoting of smallfarmer and associatjv., 'niterpris. agricultural products, such as re­frigerated storage facilities, warehouses, transportation, etc.; and 
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iii) Agribusinesses which contribute to improved small farm
 
and associative enterprise agricultural production, for instance sup­
pliers of inputs and improved technologies (tools, farm machinery, pumps,

vegetablo crates, pesticides, improved seeds) as well as complementary
 
services. Service enterprises would include distributors and/or repair

facilities for the above-listed inputs, input marketing services, con­
struction services for low-cost silos and irrigation facilities, and
 
rental services for farm machinery and land-clearing equipment.
 

To support the GOP's decentralization and regional develop­
ment objectives, eligible agribusinesses will have to be located outside
 
of Lima/Callao. Other urban locations will be eligible, however, since
 
such enterprises can flourish only in areas which provide adequate infra­
structure for power and transportation logistical requirements, labor
 
pool availability and entrepreneurial talent. These prerequisites imply

that the other urban centers of the country should be included in the
 
geographic focus of the Project. Eligibility criteria for processing

and marketing industries will require that a major proportion, defined
 
as 75%, of raw materials be domestically produced. Eligibility criteria
 
for input suppliers and complementary service enterprises will require

that the principal activity of the enterprise, defined as a majority

(crcilter Lhan 51") 
 of sales, be directly related to agriculture. This 
provision would Lhus exclude financing for a firm which devotes only 
1imiLed at tcntion to the sector. 

Apart [rem these general criteria, each sub-project will have
 
to demon.;tra, that it will provide benefits to the 
 target group through 
on. or more of the following means: 

a) Provide market and price equilibria for agricultural 
products; 

b) Reduce prices of inputs;
 
c) Increase productivity of farm laborers, and provide 

more on-farm jobs; 
d) Provide incentives to produce higher value crops;
e) :Irovid, incentives to expaind land under production; 
f) Expand availability of aJricultural inputs at­

reasonable costs; 
g ) Increa:;e vaue.- d(,d 'o the tirget group (cooperative 

sub-projocts); 
Ii) 1ntroduc, new, :-or, procuctive t,'chnoloqy;
i) Reduce cost.-, oi inputs (crates. sacks) required for 

agjro- iniwutry wuici' ',erves thle target group. 

1. Promotion 

The centr ] li ,nk r.cognizes t:hat promotional c'-ivities to 
publi.cize Lhe Jrogra,(:II a ct,ively involve intermediate credit institutions 
(ICI's) will be critcal (,lements for the successful implementation of the 
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Project. 
To be sure, the design, coordination, and follow-up of promo­tional campaigns will be the most important tasks of the special unitwhich will be created within the Central Bank to administer the Fund.Tho staff assigned to this unit will include a full-time promotionspecialist who will be responsible for coordinating and implementingthe promotion program. The major components of tile promotional efforts
can be divided into three categories: media release, publications and
 
direct contacts.
 

i. Mechanics of Promotion Campain
 

Specific p;omotional strategies are presently being
studied by the Central Bank and CAvICO, Inc. 
(contracted to study opera­tional aspects of the Rural Development Agribusiness Fund) and will be
well developed prior to submission of the Project Paper. 
The general

mechanics, however, are described below.
 

Once the Loan Agreement has been signed, an 
immediate
campaign of media releases (radio, TV, and newsprint) will be undertakenby the Central Bank to announce the objectives of the program and avail­ability of financial resources. This bewill followed by the publicationofl pamphlets, brochures, anand operations manual -- all of which will berealdy 
for USAID's review and approval as a condition precedent to dis­but'sement following the signing of the Agreement. (The Central Bankh r,;ponsible for tie preparation and publication 
will 

of these documents).Piqurc, No.1 illustrates the major flows of information contemplated

abonq the relevant sectors.
 

C,,ntr,il Dank's 
The media reloase c'ampaign will be initiated from theoffice in as asLima well its various regional branches,
so t!;to obtain as much geographic coverage possible.
as The operationsp,,nua.l will the basicbe working tool between the Central Bark and
Ic'Is. It. will specify, umonq other things, the 

the
 
eligibility criteriaill ict d,'termination guidelince; and

that must accompany sub-loan applications.Ili iddition, brochures and pliphle ts will be published by th_ Central[;,nk to notify the public of program specifics and will be widely dis­ted exist-l.Ja. ; to acjribul. iness.cs , known potential investors,B,'Vi ,lI IvOIh)pmen t Councils, loc: l Chambers of industry and Commerce,con!u I t i ngj firms, andl ,,uch cocfce-:ned ministries as the Ministryii. :A- iad Toturisa. anld the :'iali' 'ry of Food. 
of 

Thu Central Bank will,,1!;o _,k thi. t.e *azdmip biochuros ivailabl#e t:o IC['s lar further(Ii:;t I-iltio01. iflir vualtaati will a!ecify tie jor features of thecr.d~i ]inc wi ath new!;,ci,l. uo.ph.a{i O l jpIlliny out prcgram objectives,ty,.; () ('lii de]( eat erjar i:ca,
reli i..-

sab--] (aaa tern.. tnd conditions, and impacteraint ;. 'jia,aaajaa of pairtif :ipCitig ICI's will also be included. 

The malw(I.L, re.ei2a,' ,d publicatton ,c-tivities-. will belol. lowed by direct ca(o..t, by tho Central Dank with the ICI's and poten­tiA.1l ('nt1:vrr-neur8. 
 'Iai|c ,aechanics of these direct contacts will be 

http:iness.cs
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patterned after the methodology employed by the Central 
Bank in assessing
 

round table seminars in selected geo­the demand for Project sub-loans ­

graphic regions with the simultaneous attendance of ICI's, 
concerned
 

public sector entities, industry associations, and 
agribusiness repre-


Centralseminars will be staffed and funded by the 
manager level of allsentatives. These 

Bank with the goal of reaching at least the branch 

ICI's which are likely to participate. Follow-up seminars will un­

doubtedly be necessary as operational experience 
is obtained and will
 

a means of disseminating the results of Project 
evaluation.
 

serve as 


ii. Promotion by ICI's
 

Most of the principal ICI's likely to participate 
under
 

the )roject already have departments which promote 
their credit lines and
 

other banking services available to the public, and 
the additional pro­

motion efforts required by the Project can be incorporated 
easily into
 

their responsibilities. Where a participating ICI does not have a pro­

motion department, it will be necessary to establish 
such a capability
 

ICI promo­
since promotion is a critical project element at this level. 

once the Central
tion efforts with potential sub-borrowers will begin 


completed and the brochures and
 
Bink s promotional seminars have been 

by word of mouth is likely
pamphlets have bon distributed. Promotion 


A helpful start in this
 
Lo b, a comimon technique employed by the ICI's. 


r',1,14pt will he the joint participation of the ICI's and potential sub­

Bank's promotion seminars.
borrowrs at th, Central 

iii. Sources of funds for promotion campaigns
 

aconceived will placeThe promotional efforts as now 
among the Central Banks' special unit,

maijor emphasis on direct contacts 
and the 

it. regional offices, participating ICI's, relevant institutions, 
will require a specific

initial promotion requirementspublic, The heavy 
and the Central Bank has agreed to 

Contral Bank counterpart allocation, 
their funds. The source of 

finance these promotion activities with own 


funds, once, Fund sub-lending is institutionalized, will be a
 
promotion similarly,

portion of the interest spread retained by the Central Bank. 


the ICI's will have to cover their promotional costs 
from the interest
 

which they retain. Project analysis and discussions with ICI's
 
spread 

indicate that the spread contemplated will be adequate to cover such
 

incentives for ICI participation.
costs and still provide 

c. Technical Assistance 

for technical assistance atthis callsA project of nature 
on agri­

vrious levels as described bclow. By focusing thu Project 
production sub-lending,alone and e:.imjnating on-farmbusine'ss development 

become less diverse and more
assistance requirementsthe technical 


mnnageable.
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i.. Central Bank Level
 

The special unit to be established withinexilectet'( the Central Bank isto consist of five individuals, supported by existing bank
inrrastructure including the five regional branches of the Central Bank.
 

The creation of a special unit at the Central Bank level will
roeqiuire some 
technical assistance inputs including short-term advisory
services related to 
internal organization design, operational systems
and promotional techniques which are presently being part byconisultants involved in the preparation of background 
provided 
material 

in 
for theProject Paper. Additional short-term technical advisors will be requiredin the above areas as well as in evaluaticn and training. 
Advisors will
assist in establishing the evaluation methodology and in carrying-out
evaluations. 
The evaluation system will include a methodology for
periodic data gathering ard reporting on use 
of sub-loan funds as well as
sampling to determine end-of-sub-project status. 
 This system will pro­vide information on 
the degree to which sub-projects alleviate constraints
faced by the rural poor, improve incomes, and create employment opportuni­ties. Up to $200,000 of the A.I.D. Loan will be available for technical
'1!'s!sistanco to the Central Bank. 

Li . ICI ' levl 

Technical assistance to participating
siuce ICI's will beaqribusiness necessary 
o1' ite 

financing will be a relatively new activity for manyinstitutions and the data collection effort will bewh.il greater than
is normally required for project analysis. The ICI's surveyed are
:I zronqj in financial analysis, and this capabilitytransfertblh should be readilyto the analysis of agribusiness sub-projects.assistance However,will be necessary in the areas of longer-term project economicanalysis and the Project's specific impact analysis requirements 
to
demonstrate the benefits which will accrue to ruralthe poor. 

Project design will provide for this assistance through special
courses which will be organized by the Central Bank to train ICIofficers and branch loanmanagers in project evaluation techniques and impactanalysis requirements. Short-term advisors probably from local univer­sities 
or consulting firms,will assist the Central Bank in carrying-out
these training programs. 
 The cost of these training courses will be borne
by the Central Bank. 

In addition, ICI's may need to contractoe:acsion to assist in 
special expertise onevaluating tPchjological feasibilitymrits of and overallsub-loan applications. i's will absorb the costs of such
tcchnical assistance with a portion of the interest spread retained by

t'ho ICI.
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iii. Sub-borrowers
 

For sub-borrowers, technical assistance will be re­
quirvd for the preparation of studies to support sub-loan applications. 
,rho methodology developed by the Industrial Bank under its rural enter­
pri:es program is likely to be adopted for the Project to assist sub­
borrtwers prepare feasibility studies, where necessary for larger sub­
projects, and impact justification analyses for all sub-loans. The 
system operates by offering packages of three or more loan applications 
that require feasibility studies to a group of pre-qualified local con­
sulting firms. The firms prepare proposals, and the firm with the best 
qualifications (experience) in similar types of projects is selected to 
perform the studies. Up to 4% of the Rural Development Agribusiness 
Fund's resources or approximately $600,000, will be available for such
 
technical assistance, the cost of which will be passed on to benefitted
 
sub-borrowers.
 

Apart from feasibility studies, the other technical 
assistance needs of sub-borrowers will be assessed by the participating 
ICI in the course of its review of an application for a sub-loan. In
 
many instances, the ICI will have been an active participant in the sub­
project development process and will have identified such needs at that 
stale, thus assuring that sub-loan design will cover them. With the 
stl-borrower, the ICI will also assess the possible sources of such 
a;sis tance. 

It is not possible to determine with any degree of 

a-curacy how much techrncal assistance sub-borrowers will require. In 

the c,ase of the less sophisticated entrepreneurs, particularly cooper­
,~itves, technical assistance in administrative, management and production 
maiters will be important. Based on the limited experience of those 
banks (Industrial Bank, COFIDE, Agrarian Bank) that have worked with 
th ,se entities, an estimated 15% of total sub-project cost may be needed 
for technical assistance. Such assistance should be considered super­
visory in nature and its delivery should be a risk reduction element 
from the point of view of the participating ICI. On the other hand, in 
the case of existing agribusinesses which develop sub-projects serving
 

the rural poor, technical assistance requirments of the agribusinesses 
will be of lesser importance. Some assistance is likely in production 
and technology fields. Technical assistance to sub-borrowers will be 
included as part of total sub-project cost and will be submitted in that 
forr, to the Central. Ba.n]. when financing is requested. 

3. Relationship to A.I.D. Priorities and Mission's Programs 

a. A.I.D. Priorities 

The proposed Project falls within the USAID's priorities for 

the DAP identified the agricultural sector asdevlopment assistance as 

th( primary area of USAID concentration. USAID priorities include:
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i) a commitment to develop and implement projects which focus on the poor
majority; ii) priority emphasis on development of the agricultural sectorand increasing rural incomes; and iii) assistance in the development andstrengthening of institutions capable of mobilizing resources to the
 
agricultural sector.
 

The proposed Project fits well within AID's general priori­ties as well, for the agribusiness aspects of food and nutrition programs
recentlylhave received great attention and emphasis. 
Agribusiness activi­
ties 
are being stressed, for it is recognized that if the well-being of
lower income families is to improve, each element in the entire L.D.C.

'ood chain and agricultural system must be healthy and capable of flexible

trowth. 
 Small farmers need to be assured of ready markets and attractive

prices for increased production, and system bottlenecks need to be
 
L'lLminatod in order to insure market demand and a consequent profit­stimulated supply. Reflecting this agribusiness priority emphasis,

p)rol)oned Project. is similar in design 

the
 
to several recent A.I.D. loan 

pro(qrai,s, including the following: i) Latin American Agribusiness Do­vwlopmnt, Central America (1971); ii) Latin American Agribusiness Do­
w.veopminn[, CAribbeaWn Area (1975); iii) Rural Enterprises Development,
lairalUay (19'76); 
and iv) Regional Rural Agribusiness, Central America
(.lY/i). 
 Analysis supporting these projects has indicated that sub-project
activities which demonstrate strong linkages to rural economices based onagriculture can serve as efficient channels for the delivery of signif­
icant benefits to target groups of small farmers and the rural poor.strategy of benefitting the rural poor through the 

The 
development of agri­

bu:;iness development projects is particularly tenable for Peru where,

be'L',ul::e Of the agrarian reform and 
 virtual elimination of the latifundia,

ho,- is,little danger of the benefits from aqribusiness development


indi rectly accruing to an unintended recipient the large
- individual 
lan1downer.
 

b. Mission Prorams 

The proposed Project will complement both on-going and 
p1 .nnrd Mis;ion programs supporting Peruvian agricultural development,'I11 or' which st-ive toward the attainment of the comnon sectoral ofgoalincreased production, incomes, employine:tand opportunities for the rural

loor. 'lhe hulk of, the Mission':s programs oriented toward
are alleviating
tchnological and management constraints faced by small farmers ind
assNociative entcrlrisfz: in the production proccs. . These projects in­clule Sierra W, tter and Land Use, Corn and soy Production on Small Farms,irca ted Sewerage, Fresh Water Fisheries, the CENCIRA training project,and the proposed FY 78 Smll Farm- r Production Technology loan. The 
proposed Project will thesecomplemen. activities by focusing on otherelement.; within the agribusiness .,ystem, addressinq the constraints ofinadequate facilities for the pirocessing and marketing of agricultural
production. Such constr_-,.J.ts -,e already severe and likely to worsen 

http:constr_-,.J.ts
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once GOP production programs including those supported by A.I.D. as well
 
as 
the other donors' credit programs begin to result in an increased
 
production pay-off.
 

The Project will be particularly supportive of two proposed

FY 7H projects, Appropriate Rural Technologies and Sub-Tropical Lands
 
Dolvelopment. The former is envisaged as 
a grant pilot program to develop

institutional arrangements for carrying-out appropriate technology pro­
qr 1s and to develop and field 
test a limited number of specific rural
 
technologies suited to A.I.D.'s target group. 
The proposed Loan could
 
.sevoas an 
important financing source for the widespread manufacture of 
t ,chnolcjies (e.g. simple tools and agricultural implements) which are
 
proVen 
 to be feasible under the grant program. Similarly, agro­
indlustrial investment opportunities have been identified in the Tarapoto

region, the principal center of the Sub-Tropical Lands Development project
 
area. These potential sub-projects appear as logical candidates for
 
financing under the Rural Development Agribusiness Fund and, if realized,

could serve as an important stimulus to regional development in concert 
withi the Sub-Tropical Lan~ds project components. 

The one on-going Mission program which provides limited
 
funding for activities similar in nature to those contemplated under the
 
propos;ed Project is A.I.D. Loan 527-T-058, Agricultural Cooperative

ILd rations (Centrals) Development. The thrust of that program will be


t.tren(Ithening the organizational, 
 financial, and institutional bases of 
up to :20 Centrals, and improving the integration of member associative 
,nterpriss into the second level federations and the services offered 

by the, Cntrals. USAID views the two projects as complementary rather
 
thain duplicative for the following reasons:
 

i) The universe of small farmers and associative enter­
prl:,:; in Peru is much greater than that to be benefitted under loan 058. 
Tho 2o p.rticipating Centrals will represent approximately 160 associa­
tivt enterprises or roughly 50,000 farm families (as compared to an 
estimated 1,000,000 small farm families in Peru); 

ii) While Centrals can offer important scale economies to
member aSsociative enterprises enabling them to purchase inputs in bulk 
and engage in priLary processing activities, they should not be considered 
a s;ubstitute for .ll elements in the agribusiness system. Sophisticated
processing activities as well as the manufacture of inputs are not likely
to he feasible for implementation by Centrals, and thc backward and for­
ward linkages and Central need beto frow the clearly to strengthened; and 

iii) Nevertheless, it is alre:ady apparent that the agro­
industrial primary processng sub-projects to be identified in development 
plans for the, 2) participating Centrals under loan 058 will require fi­nancinq fir in excess of funding availabilities under that program. The 
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developmen t plans will have to prioritize agro-industrial sub-projects 
dud lo~ui 058 will be able to fund only the most needy and profitable sub­
prooects for each Central. There is no reason why other feasible and 

bank.%le sub-projects identified in t-lhe development plans could not be 
Iundod under the Rural Development Agribusiness Fund. 

The proposed Project will also complement the Industrial
 
Bank's Rural Enterprises Fund supported by A.I.D. Loan 527-W-057. The
 

rural enterprises project is designed to facilitate the availability of
 

credit and technical assistance in selected regions to those enterprises
 

and organizatiois which have not previously received or had normal access
 

to credit on reasonable terms and conditions. It provides funding for
 

sub-projects in industry, services, and commerce with an emphasis on
 

omploylent generation, value added, and consistency with regional de­
v]opment programs. The Rural Enterprises Fund is not specifically
 

linked to agriculture, and the vast majority of sub-loans extended to
 

date have been relatively small (i.e. less than $25,000). 

The Rural Enterprises Fund and proposed Rural Development 
Atlribusness Fund thus differ with regard to philosophy and target sub­

borrowers. The Agribusiness Fund will stress linkages to ardfrom the 
aricultural sector, and in this manner seek to benefit the rural pnor. 

Individual sub-projects will be relatively large, averaging on the order 
of $.Tho,000. Technical assistance to sub-borrowers will be less critical 
than in direct lending to small entrepreneurs. The Rural Enterprises 
Fund will continue its orientation, on the other hand, of providing 
credit to small sub-borrowers in deprived geographic regions who have not
 

qualified and been able to receive credit from alternative sources.
 

In the course of promoting the Rural Enterprises Fund, the
 

Industrial Bank has identified numerous agro-industrial investment 
olportunitios -ind financed under the Fund a limited number of agri­

bu.;inius;s activities. USAID, the Central Bank, and Industrial Bank have 

d i:;'ussed at length the question of potential overlap and have concluded 
tlha no duplication of effort exists. Once the Agribusiness Fund be­

comr,.s operational, the Industrial Bank will channel thO agribusiness 
i)1o-,cts it d.velons to the Central Bank for refinancing. rhif; will 

all',w the Rural Enterprises Fund to concentrate on the requirements of 

sm,. rural industries andI trade which are not directly linked to 

agriculturc-, but which will generate jobs as a partial solution to the 

lim ted employment opportunities for sierra inhabitants. 



Part Two - Project Analysis 

A. Implementing Agency 

The proposed Borrower and Implementing Agency for the Project
 
is the Central Bank of Peru. The primary reason for selecting
 
the Central Bank is the Mission's conviction that within Peru
 
institutional channels capable of delivering benefits to the
 
rural poor need to be established and/or strengthened. This is
 
a common thread within many of USAID's on-going and proposed
 
programs in the rural sector. Peru historically has had its
 
share of difficulties in maximizing the use of external assist­
ance. Concern for adequate institutional mechanisms must be of
 
foremost importance in AID's efforts to facilitate the flow of
 
benefits to the rural poor. Now that other donors have increased
 
their lending for Peruvian agriculture, we must not overlook the
 
potential adverse affects of overloading the handful of traditional
 
institutions which presently serve the sector. The Central Bank
 
views the vast network of the Peruvian banking system as a major
 
potential conduit for stimulating agricultural development. A.I.D.
 
can serve as a catalyst behind this concept and create an atmos­
phere for development by: i) seeing that the existing physical
 
infrastructure and human resources are oriented toward solutions
 
to problems faced by the rural poor; ii) seeing that resources
 
includinq funds for longer-term lendinq, promotion and technical 
assi-tance are made available and that the proper incentives for 
their utilization are established; and iii) seeing that the GOP 
analyzes on a continuous basis the implications of overall credit 
policies affecting both the magnitude and sectoral allocations of 
credit.
 

The Central Bank originally estimated that there were 26 
potential ICI's which might participate under the Project with 
over 300 offices located throughout the country outside of the 
provinces of Lima and Callao. The potential existing intra­
structure consists of three state development banks, three 
associated bank,, eiqhL private commercial banks including 
foreig.l banks, 3 ix regional bank&s, and six empresas financieras. 
(see Annex II for a complete description of Peru's financial 
system) . 'hcse will be the targets of the Central Bank's pro­
motion campaign. BasC-d on further Central Bank and Mission 
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discussions with these entities, we believe we can reasonably

expect perhaps nine of these to participate in agribusiness

lending under the Project by the third year (this is reflected
 
as 
an output in the Logical Framework, Annex I). In our view,

the participation of as many as 
nine intermediaries would fully

justify the Project's design along the lines of a rediscount
 
or refinancing facility. Indeed, one could argue that as 
few
 
as 
three or four ICI's participating and developing agri­
business projects which benefit the rural poor would indicate
 
success in opening new channels and spreading the administra­
tive workload among institutions. In any event, we are con­
vinced that a refinancing facility which utilizes existing

infrastructure as an outreach mechanism has validity for
 
agribusiness sub-lending. The Central Bank is the only

institution in Peru which is geared-up for and has experience

in rediscount operations; it therefore is the logical imple­
menting agent for the Project. 

An argument advanced against involving LDC Central Banks
 
in development is that special credit lines arc 
outside their
 
expertise and that such banks should concern themselves only

with implementing overall monetary policy. The Central Bank 
of Peru r:efutes the view that the Rural Development Agri­
business Fund is beyond their purview. They cite as one of

':heir basic objectives to promote credit availability and
 
soctoral allocations of credit to insure economic growth, in-
Come increases, and a high level of employment. They are very
i[hirested in 1'inancing development and in seeing that the
:;ectoral allocations of credit are supportive of the GOP's 
overall development strategy. At present, that strategy, as
articulated in recent planning documents, gives priority 
attention to consolidating the gains of the agrarian reform,

to increasing production, to arresting the growth of food 
imports, to integrating the production and marketing systems,

and to stimulating regional development and decentralization. 
The Central Bank therefore believes it has a k ey role to play
in influencing bankincg system allocations of credit away from
the Lima/Callao area to the rest of the countryside. In short,
tlhy ar-0 en 1lu; ias! ic Over the prosxects of participating in a 
program to oncou'age agribusiness development. 
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The Central Bank also points out that it 
is already involved
with activities similar to those contemplated under the Project.

The Project is administratively attractive in that the Central
 
Bank has ample applicable experience with other rediscount
 
operations and long-established relationships with the banking

system. For example, the administrative feasibility of the

rediscounting mechanism has been demonstrated in the succ.ess­
fill operations of the Central Bank's on-going Selective Credit

Program. The program was established in the Central Bank in
 
1971 in an effort to promote credit decentralization and

regional development by refinancing projects approved by the
 
state associated and regional development banks. The program

is for short-term loans only (generally 180 days). 
 The

establishment of the Rural Development Agribusiness Fund is

thus consistent with present Central Bank activity and the
 
Bank's self-view of its role and responsibility toward
 
P'ruvian deve lopment. 

Furthermore, the Central Bank is a prestigious institution 
that consistently attracts and retains high caliber, well­
trained and versatile personnel. This, coupled with tile

important role the Bank now plays in overall GOP policy formula­
tion and tile strong interest in the proposed Project by the
flank's hiqhest officials, lead us to believe that the Bank will 
be able to successfully assimilate the activities of the Rural
Devlopment Ag ribusiness Fund within its other operations .A.T.D. has had previous favorable experince -ithi the Central 
Bank, and the Bank is familiar with A.I.D. loan implementati-,1n
requirements. For example, tihe Bank acquired such experience

.iln :;crving fiduciary the
as the for CRECE fund established
under A.I.D. loan 527-L-053 which was designed to assist small
enterprises located in the Earthquake Disaster Area. The Central
Bank capably fulfilled its responsibi]ities under the program. 

The Central Bank is also th,_ logical implementing aqency
because of its ulnique pos iti.on at the o.fcente: the finaicial 
system, with responsibilities for !,tr-engtherling banking
in:;titutions . It is thereore, the best vehicle i or organi.,ing
the delivry of tech:-ica a.ss i;tancc and t-raining to ICI's in 
)roject evaination and .irpc:c a ty tech: ig s. The CeutralBank do,!,; not ca' y-o' i-L dir .'t Aeidinq, ind i.ts impartial 
reputat ieom :-:hou].d facil.itak,? it promotionali1 al( Lchnica]
,5is t;ill)Ce ac t i'.t ioos at, ald plcivatc banks: and 
potent ia . ut reprelleurs. 
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Ite commercial bank loan portfolio xqitirements are presently 
under study by tho Bank. Revisions are needed to up-date 
the credit baseline, to reduce the attractiveness of the 
alternative of purchasing bonds, and to redefine the priority 
sectors. We have been informed that the revision will pro­
bably create areas of priority along different guidelines 
from Decree Law 18350. We believe the following two policy 
changes aro attainable and will aid in achieving the Project's
 
purpose.
 

a. The Central Bank in revising the coefficient
 
system should include agriculture and agriculture-related
 
(i.e. agri-business) activities as a first priority activity.
 

b. Projects developed by commercial banks under the 
Rut.al Development Agribusiness Fund should be counted toward 
meet 1(1 t]ue loan portfolio rcquirememts even though the project 
filMlnciIL; will not be principally based on utilization of com­
mereial bank resources. 

3. lRes rve Requirements 

Until November 1976, legal reserve requirements 
appLied to comlercial banks were relatively complicated, con­
;i:;tingj in minimum, basic, and marginal requirements on deposit 
liabilitie; without regard to the type of liability and a 
complicated set of regulations whereby a sizeable portion of 
re!;erves could be invested in securities of the state develop­
mnt bank:;. The GOP made sweeping changes in commercial banks 
1eqal re:;ervc requirements in the period November 1976 -
Marcll 1.977. The effect of these changes was to redirect the 
Flow ot re:;-ves from commercial banks to the Central Bank 
rather I haii Lo the state develo[incnt banks. The new system 
(:;2, Annex ]I) is; les:; complex and more in accord with the use 
of 1"serve requirements as an instrument of effective monetary 
policy to control the volure of money. The Central Bank is not 
azixion:; at present. to experimcnt further with reserve require­
me1nt:;, tond the Miss ion concurs that changes in the commrcial 
bank rc,serv, rcquirement's for agricultural sector related loans 
Ire inippiopriate. First of all, we note that legal reserve 
requirements relate to deposit liabilities rather than to loans 
(which are bank asscts). Secondly, we support the Bank's view 
that reserve requirements are a more appropriate tool to 
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influence the volume rather than the direction of credit. 

4. Changes in Interest Rate Levels 

During the period 1962-1975 interest rates remainedrelatively rigid in Peru with regard to credits and savings
deposits. Throughout this period the maximum interest chargeallowed to commercial banks on loans and overdrafts was 12
Percent per annum plus a 1 percent commission. Intereston ratessavings deposits (typically 5 percent) and time deports
(typically 7 percent) remained fixed throughout the 1962­
1975 period.
 

Important changes wore made in interest rate levels
in 1976 and 1977. 
The Central Bank was empowered to make
changes in a broad array of interest rates on loans and
deposits by means of Decree Law 21504 
(May 25, 1976).l/ Annex
II, Table IV indicates the basic interest rates paid 3n the
major types of deposits and fixed-yield securities issued by
Peruvian financial intermediaries as of June j0, 1976, as of
July 1, 1976 and as of March 1, 1977, and Annex II, 
Table V
indicates tl. basic interest charges theon,redit! extended by 
major types ofPeruvian financial intermediaries at these 

sai11e dates. 

The basic interest charg on short-term credits wasraised from 12.0 percent per annum to 17.5 percent per annum.The basic charges for medium and long-term credits were also
increased, but the magnitude of increase and absolute rates of
interest vary greatly depending upon the financial institution,
upon the purpose of the credit and,in some instances, upon bor­rower characteristics.
 

The relative rigidity in the structure of interest
rates during the period 1962-1975 was maintained in the face
of substantial fluctuations in the rate of inflation,and
furthermore interest rates were low in comparison with an
 

Decree Law2L504 modified Article 59 of the basic charter
of the Central Bank 
 ivinq that institution the power toincrease interest rates up to maximum set by the Executive
Power by means of a Supreme Decree emitted by the Ministry
of Economy and Finance. Previously the charter stated
that the Central Bank could not authorize interest rateswhich exceeded the maximum established by general and 
Specific laws.
 

i 
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average annual inflation rate of approximately i0 percent.Low real interest rates could exist because profits relate

principally to the spread on the funds loaned by financialintermediaries rather than to absolute interest rates, which
 may be positive or negative in real terms (i.e. the interest 
rate less the rate of inflation). 

In any event, the Government of Peru has becomeconvinced that higher interest rates are necessary to pre­vent large-scale disintermediation and has increased interest
rates twice in the past year. 
While it would not be realistic
to expect the Government to enact positive interest rates 
in
r'eal terms immediately, the recent changes mark majora shiftin policy. The Government has indicated that doesit have thelonger-range goal of moving toward positive real interest rates,a goal that may be obtained by successive reductions in therate of inflation and/or further increases in institutional 
interest rates.
 

The Mission believes that the proposed Loan could be
utilized to reinforce the Central Bank's demonstrated concern[or an adequate interest rate structure through the negotiation
of the following: 

a. A confirmation of the GOP's longer term goal ofmoving to positive interest rate levels in real 
terms; 

b. an agreement to periodically review progress
toward meeting this longer-term goal; 

c. 
an agreement to establish for the Rural Develop­
ment Agribusiness Fund interest rates in line
with the rates available in Peru for comparable
 
types of credit; and 

d. an agreement to adjust interest rates fDr the 
Rural Development Agribusiness Fund whenever 
necessary to maintain parity with comparable
 
credit lines.
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Based on the above, we now foresee an initial interest 
rate level for Project sub-loans greater than the rates origi­
nally contemplated in the PID and PRP. Likely rates are fur­
ther discussed in section D. 

5. Indexing 

The indexing of interest rates on medium-term loans
 
to a rate of inflation is at present a practice that is not
 
employed or permitted on any credits made by Peruvian financial
 
intermediaries. The GOP has adopted strong measures to con­
tain inflation and wishes to avoid any formal 'ndexing which 
could institutionalize or perpetuate inflation. However, the
 
lack of indexing does not signify that interest rates have been 
stable. As noted, during the past year, two significant up­
ward adjustments were made in interest rates on all types of
 
deposits and credits. It is significant that interest charges
 
on outstanding loans (including medium-term loans) were 
increased as well as the interest changes applicable to new
 
or potential loans. (There are some exceptions to this rule, 
e.g. some outstanding credits of the Housing Bank). Apart 
from a possible theoretical basis for indexing, we see no 
rason in favor of indexing the principal and interest 
charges on credit all the other creditone line when lines 
are not so indexed and compelling reasons why indexing should
 
not be applied to one credit line in isolation from all others. 
However, interest charges on loans from the Riral Development
Agribusiness Fund should be adjusted (both in regard to out­
standing and potential loans) when there is a generalized 
increase or decrease in interest charges. These adjustments 
should be relatively automatic and triggered by general re­
adjustments of interest charges on the assets and liabilities 
of Peruvian financial intermediaries. By applying interest 
rate changes to outstanding loans, a variant of inflation
 
correction is built into the program.
 

6. ICI Counterpart
 

The Central Bank accepts the principal that, from the 
point of view of making more resources available, it would be 
desirable for ICI's having access to the Fund to provide counter­
part funds to the projects they submit to the Central Bank for 
Fund financing. This could be accomplished by limiting the 
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|krcentcaqe of .a sub-loan eliqible for redis(count to some per'-

Conti' (a 1ess than the lent.
, i00 prcent of amount fowever, 
they point out that currently the lending system faces 
severe liquidity problems and that an overly stringent 
contribution requirement would be counterproductive to
 
achieving the Project's purpose if ICI's refrain from
 
participating for lack of resources. 
Since agribusiness
 
lending will be a new activity for many ICI's and given the
 
present liquidity problem, the Central Bank prefers to ini­
tiate the program with a high rediscount rate - 90%, with 10%
 
to be contributed by the participating IM. This represents a
 
change from the 100% refinancing proposed by the Central Bank
 
during PRP preparation. Based on discussions with ICI's and
 
the Bank's knowledge and analysis of overall liquidity, the
 
Central Bank is convinced that 10% is the maximum contribution
 
that can be expected of ICI's at the present time.
 

In establishing the Rural Development Agribusiness
Fund the Central Bank will need to continuously analyze the 
ddequacy ofiJIte various incentives available, including re­
di'scount p'rcentage and interest rate spreads, to achieve the 
desired l(vel of ICI participation. Through Project evaluations, 
a framework will be established for periodically assessing these 
variables. Such evaluations may lead to recommendations for 
upward or downward adjustments in the ICI counterpart contri­
but ion requirements. 

Demand Analysis 

The following techniques have been utilized to verify the 
existence of demand for Project funds: i) a survey of poten­
tial participating ICI's; ii) field survey work by teama 
from the Central Bank; iii) a review of potential sub-projects 
being promoted by sectorial institutions (Ministry of Industry
and Tourism, Ministry of Food); and iv) field survey work by
the USAID and contracted consultants to confirm the Cenral 
Bank's demand projections. 

The discu:ssicns with potential ICI's and the Central 
Bank resulted in Lhe decision to reorient the Project's
design toward an agribusiness emphasis. Many ICI's were 
enthusiastic over their prospects for developing and financ­
ing abribusiness sub-projects which would benefit the rural 
poor, and all agreed that such financing was sorely needed. 
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However, the ICI's were more hesitant to commit themselves toparticipating in direct sub-lending to small farmers and the
rural poor. Most concluded that the nature of the two types
of lending-direct lending to small farmers for capitalization

to expand production and lending to agribusinesses serving
small farmers -- differed greatly with regard to necessary

financial incentives, guarantees, and sub-borrower technical
assistance to off-set risk. 
 USAID concluded that the original
Project design was overly ambitious in attempting to benefit
small producers both directly as sub-borrowers and indirectly

as ultimate beneficiaries. 
When ',t became apparent that otherdonors were actively addressing t>he problems of on-farm capi­talization credit, USAID and the Central Bank chose to re­direct the Project toward agribusiness sub-lending.
 

Following these discussions, Centrala Bank study groupwas organized to undertake field surveys to asses3 potential
demand. The group focused its efforts in identifying newsub-projects which would alleviate at least one 
of the follow­ing constraints: 
 inadequate marketing facilities, insufficient

processing facilities, and inadequate goods and service in­dustries serving rural areas. These conditions were chosenfor study as they are contributors to the following sectoral
problems: i) a slowdown in the rate of growth of agriculture
sector productivity; ii) 
 scarce employment opportunities;

and iii) low income levels among small farmers working
i3dividually-owned plots and associative enterprises created
 
as a result of the Agrarian Reform.
 

The Central Bank team travelled to selected areas(including Cuzco, Puno, Arequipa, Trujillo, Piura) to inves­tigate investment possibilities. Contacts were made with
local banking institutions, 
 public sector entities such as
t1he Ministry of Industry, Ministry of
of Food, and MinistryAgriculture, local developmen L committees, and local societiesof industries. Round table seminars were held with representa­tives from Lhese entities to discuss the objectives and princi­ples of the Rural Development Agribusiness Fund, operational
requirements for its utilization, and sub-projectsarea nowunder study which would meet the Fund's eligibility criteria.
From these sessions, 51 potential sub-projects were identified as summarized in the following table. 
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Now A i"ibsi,ii:'; l'1"ojovtl; i. SelecLod 

Regions Identified by Central Bank
 

Number of

Constraint and Location Type 
 Sub-Projects Amount
 

I. 	Inadequate Marketing
 
Facilities
 

A. 	Southern Sierra Storage 3 $ 670,000 
13. 	 Cajamarca Storage 
 1 	 45,000

C. 	Cuzco Warehouse 1 45,000
 

I. 	n1:;ufficient Processing

Pacilit-ies
 

A. 	North Coast Balanced food, 8 2,400,000
 
animal protein
 

B. 	Cuzco and Madre Potato, Animal
 
Lie Dios Protein, Corn,
 

H1ides, Yucca,
 
Fruits, Cacao 18 5,250,000
 

C. 	Puno and Abancay Quinua, Animal
 
Protein, Fruits 9 4,700,000
 

1). 	Arequipa Fruits 1 
 150,000
 
E. 	Cajamarca 
 Dairy 2 	 125,000
 

III. 	 in.dequate Input
 
(i,odi and Services)
 
IIndust -Lies 

A. 	Cuzco Transport, tools 4 1,550,000
 
machinery
 

B. 	Cajamarca Machinery,
 

Services 
 4 	 75,000
 

T51 $15,010,000
 



- 33 -

All of the sub-projects are proposed new agribusiness
 
ventures; most have completed the prefeasibility stage of
 
development; 
and none yet have an assured source of financ­
ing. 
 The total estimated cost of these sub-projects exceeds
 
$15,000,000. Approximately 30% of the total amount corres­
ponds to associative enterprise agribusiness sub-projects,

with the balance being developed by private sector groups or 
social property entities. The Central Bank study is based on
 
a limited sample of departments and should therefore not be
 
considered an all-inclusive list of potential new agri­
business ventures. However, the sub-projects identified and
 
the enthusiasm shown for the program in the areas visited con­
vinced the Central Bank that the Rural Development Agribusiness
Fund could play an important role in stimulating sector develop­
ment and that the proposed initial resources for the Fund would
 
be utilized in a reasonable time period. 

In addition to new ventures, existing agribusinesses are 
expected to be prime candidates for developing sub-projects

which serve the target group and thus qualify for Fund
 
financing. Project consultants are presently studying potent­
ial sub-projects by existing agribusinesses for plant expansion

ind modernization 
 programs as well as sub-projects which benefit 
the target group by reestablishing linkages between producers
and processors. The latter is likely to medium-terminclude 

working capital requirements to facilitate the flow of quality
 
produce from small farmers to agro-industrics. Since theAIrarian reform, agro-industries no longer engage in the 
cultivation process but rather entirely rely on receipt of 
,ippropriatc raw materials from the rural sector. In some agro­
industries, 
 existing plant capacity is underutilized due to an 
inability to obtain sufficient quantities and proper qualities
of raw materials. Financing constriants have precluded these 
agribusiness from establishing contractual relationships with 
producers that would benefit producers by stabilizing markets
 
and processors by stabilizing the raw material supply and
 
improving quality, 
Such linkages could include provisions for
 
delivery of improved seeds and technical assistance from pro­
cessors to small farmers as well. 
The potential demand by

existing agribusiness for sub-loans that meet the Fund's basic
 
objectives is likely to be considerable. 

The final technique for assessing demand included field
 
surveys by the USAID and project consultants to verify the
 
Central Bank's original projections and assess the likelihood
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for timely utilization of the Project's resources. This
 
effort, again on a limited sample basis, attempted to select
 
the most promissing (from an impact and feasibility view­
point) of the new venture sub-projects from the-Central
 
Bank's study and merge these with attractive "ready-to-go"
 
sub-projects by existing industries. Known agribusiness
 
investment opportunities in the Tarapoto region were also
 
included, resulting from investigation of the Sub-Tropical
 
Lands Project area. The results of this analysis are
 
included in Annex III as an illustrative sub-project list.
 
The list includes 62 sub-projects with an estimated total
 
cost of $19.9 million. The sub-project list has been
 
divided into three categories. The first category includes 
sub-projects that are nearly ready for financing and that are 
clearly bankable. Feasibility studies for these sub-projects 
are well advanced and funds would be needed during the early 
part of next year. The second category includes sub-projects 
at the pre-feasibility stage which are being developed by an 
entrepreneur; however further study will be needed to determine 
definite costs and assess final feasibility. These sub-projects 
could be ready for financing within eighteen months. The final 
category includes sub-projects which have been studied by 
various promotional agencies and have been determined to be
 
necessary and feasible, but specific entrepreneurs have not
 
been identified. These could be expected to be ready for
 
financing no earlier than the second year of the program. 

The Project Committee believes that field identification 
of sub-projects can identify only a fraction of available pro­
jects which have potential for improving small farmer income. 
It is expected that as the Central Banks begins active pro­
motion of agribusiness sub-lending that there will be many more 
sub-projects identified and developed which meet the Project's 
eligibility criteria. The list in Annex III, however, provides
 
a point of reference and basis for the conclusion that the 
proposed initial magnitude of the Rural Development Agribusiness
 
Fund is reasonable, and that the AID loan and Ce,,tral Bank 
counterpart resources will be able to be disbursed in a timely
 
manner. The time period estimated to be needed to commit the
 
Funds original capital is three years, with full loan dis­
bursement completed within 3 i/' years. 
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Further analysis and 8;tudy of potential sub-projocts will
 
be undertaken for the 
 PP analysis, including a full description
and economic analysis of two or three illustrative sub-projects
to demonstrate the potential benefits which will accrue to the 
target group of small farmers and associative enterprises.
 

L). Interest Rates
 

At the present time, we anticipate the following likely

interest rate structure for the Rural Development Agribusiness

.und: a 16$ annual rate to end-users, a 7% annual rate spread
to the participating ICI, and a 5% basic annual rate to the Central
 
Bank. The balance of 4% would 
accrue to the Fund for recapitaliza­
tion purposes and to aid in maintaining the Fund's value. Future
 
changes in the rate to end-users as discussed in Section II.B 
would trigger a corresponding adjustment in the percentage available 
for recapitalization. The Central Bank's rediscount rate to
 
participating ICI's would be set at the rate to the end-user less

the 7% ICT spread, and under present circumstances would equal 9%.
 

' ,nm.11.1 to 
w'll witlh the haaiL:,interest chalrges ollmedium alnd l.on I-term 

' thledits tir.itied Ior developmental purposes by the Industrial Bank,
COVIll., the Ararian Bank, and the 

The [i,:. 1te enld-u:aers ippears to iccord reasolnably 

Housing Bank. (See also the 
discussion in Annex II.) At present, the evidence for particular
credit lines comparable to the proposed Fund Suggests that a 16%
.innual interest charge is neither excessively low nor high. Even
 

Ihotghi short-term bear higher interest
credits a rate (17.5'),
potenti.il ,;ub-borrowers from the Fund h-,ve costs thewhich borrowers 
of short-term do not have. The more costsimportant are the costs
of pre:senting h -nkable collater-l guarantees and the cost of
proving the developmental impact of sub-projects. With the 
elimnin,!tion of on-f--rm production lending from the scope of the
Project, we see no compelling jua.tification for differential 
interest rntes to end-users. 

Ba,;ed on discussions with the Centra7l Bank and CId's, the 7%
,innual interest spread for the ICI 'a ippeairs adequa-te to cover costs
,issoci ,ited wi t:h ,ub-lonn processivt 0and cover gc oJt lea LUlt risk,
and provide in ample profit micirtn on the ICI '; resources devoted 
to Project sub-loena, t.t shou ld be reccjnized tliut the co:;t of 
processing iny porticulir sub-loan is not a linear function, e.g 
a percentage of the sub-loan, and therefore costs carot be adequate­ly represented as i fixed annual percentage charge. It may be 

http:potenti.il
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reasonable to permit a higher spread to ICI's ol sub-loans that are 
smaller thain o stipulated amount in order to avoid discrimination 
agiainst such sub-loans. At present, the evidence is not yet con­
vlusive, and we will need to explore this issue further with the 
central K ink in prep, rinq the PP. 

Til- , annual return to the Central Mank will yield .i gross 
profit margii, of 3". during the A.I.D. Loan grace period and 2"' 
thereafter as the Central Bank will be the Borrower under the Loan 
and will repay A.I.D. This does not appear excessive when compared 
with the responsibilities and likely expenses of the Central Bank 
in est~iblishinq a special unit for Fund administration, promotion, 
evalution and technical assistance to ICI's. Such expenses have 
been estimited tentatively at $500,000 for the implementation
 
period, roughly equivalent to the earnings which will accrue to
 
the Central Ba-nk during the same time. A detailed budget for the 
Central Bank's special unit will be presented in the PP. 

As noted, the lund will be recipitalized witlh o(,tnngs to help 
mtlint.lin its albility to continue agribusiness sub-lending. An 
additional mechanism to maintain the value of the Fund will be to 
require of the Central Bank an annual contribution to the Fund to 
m.1int'lin tile totl v,llue of the Fund in terM,; of US. doll r. All 

prolits (eller ted by the di fference between tlhO ('01t r,1 H.nk ' r­
di ;keollt 1t,1 ' to telt W'I ' ladtlt i,; a, una I ratt(' I )l 
ient ta. I,i1,1k expn;e:; will be ipplied to the, Fund lld tihe t',ut riil 

Mank willI he ohl[iqited to m Ike ilp the !sholti ll i lov .I ci Ien1cy 
ei'h year ice(,s:,try mahil of the .' ValIor the intealllice lllld'' , illUS 
dloll1 irs. 

'Thte lL1nu,11 ('etal .link contriutioll provi.;ion wIll reple .ellt i 
:;i.ilit _c.nt Centrl 3ink commitment to tl t' , itution:i ii-, ton of 
I.h! kkri1 Development Agribusine: s Funrd. It will a1i3 stimu late 
periodic review of the aidequicy of the Find's iiit-e!ret rate .structure. 
I I tie fi aitecveds in reducii, I inflationiry prf,; strk, ni;d the need 
10o- exch nI,1(1 lev Ln,!tions, the - i a)erceri.,te;,-io,_nt flow to- the Fund 
twhich occur.; with tho pre,;ent strticture of int( rt ralta;) may be 
'tlquite to iili.' i ii n dollar vfliii'. If bith rate': oi infl:,tion per­
:;ist, the Centril Pink will nInIruntcdly increae interit rates 
which will le d to in incre e j; i , ,rnn s I;nd h \,il i of the Fund, 
Iherebyv rteduci n tle 1mount of iin dditionll C,:itrilub con-
I I i ilt,ion!; to tlit' l'11 

.:. I'I )Tevelopmont:e;ledillu 

intusds the lir,il 
Ai: ibtus illu,;,; F.Iid by early August 1977 for .'Y77 lund-lig considera ­
t Lon. The inteunsive rc\,' w will b2 completed duriing My-Ju]y by the 
II3A11) with tlle : ic of(consult.iuts from GAMCO, INC. duriluq the 
t1o11.11 ol May. 
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funding availability and proper phasing with other project activities. 
It Ls. recommtended that a credit fund on the order of $3.5 - $4.0 million 
be ,titablished to finance land clearing and perhaps other on-farm 
improvoments which cannot be expected to be met with funding from the 
Wor Ld Bank. 

Concerning land clearing, Eeveral variables remain to be eval­
uatud and exact procedures have not been agreed upon, e.g. the rate at
 
which equipment, yet to be selected, can clear land of various categories
 
and whether equipment will operate year round and in multiple shifts.
 
It is expected that loans of four years duration will be granted from
 
the credit fund to be established in the Agrarian Bank for the purpose
 
of clearing land. A clearance rate of about 6,000 hectares a year at a
 
cost of about $200/hectare is expected. The following loan schedule
 
for land clearance credit represents our current best estimate of pro­
bable availability of land clearing services.
 

(US.$000)
 

YEAR
 

1 2 3 4 5 6 

lanil Clearance Loans 600 1,200 1,200 1,200 1,200 1,200 

Rel yments - 150 450 750 1,050 1,200 

a. tInce* in Credit Fund 2,900 1,850 1,100 650 500 500 

Actual demand will depend upon the farmers' willingness to incur 
lonki-term debt in order to improve the productivity ot the land. In
 
turn, this willinjness is grounded in the farmers' attachment to the land 
(!;ecure ownership or occupancy) and their perception of the costs and 
risks of the operation. It is likely that, during the first two years, 
est iblished farmers will take principal advantage of the land clearing 
f;vviceo Tr.ictors equipped with plow. will clear established fields of 
stiuip!, roots -ind rocks which will make possible the convenient use of 
roiventionoll trictors in crl1 production. Working wi';h well established 
1i moes will. help demonstrate the advantages of land clearance and 
simlilt:,ieotis deep plowing to othets who would ordinarily abandon 
pi)n ,,illy cl.,'ed land ,ifter a few ",ears, especially if the titling 
proc!:.;; c.in p,)ceed ii idvince of such services. The total need for 

cl,,iri.1l ,,r are, given the1,ii I4 n vices Ln the project is considerable, 

,vct th.,t the project aroa contain3 about 130,000 hectares of potential
 

T-ilceginning with credit fund of $3.5 million, assuming 
incollectible loans equal interest payments. 

http:cl,,iri.1l
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crop land, of which only about 20% or 26,000 are presently being
 

At the estimated rate of clearing, the land development
farmed. 

project could manage only 27,000 hectares in five years, leaving a
 

great deal of potential crop-land to be cleared, or partially cleared
 

by hand. Thus, even with the project, there will be unmet needs, at
 

least during the active life of the loan and the useful life of the
 

original equipment procured thereunder.
 

The foregoing assumes approximately the same levels of funding
 

for different categories of investment as presented in the Sub-Tropical
 

Lands PRP which are subject to change during the intensive review now
 

in progress. In addition, the amount budgeted for medium to long-term
 

credit may need to be increased to accommodate on-farm infrastructure
 

investments other than land clearing, e.g. the purchase of livestock,
 

construction of fences, and irrigation works, should World Bank funding
 

be postfoned or not be available for the Project zone. Further analysis
 

of this issue will be undertaken in the Sub-Tropical Lands Project
 

Paper.
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.. c 1..---,,.-,2 PROJ ECT DESIGN SUMMARY L,, of P,oLec,: 

LOGICAL FRAMEWORK F,. 77 FT_FY ____to 
Tota? U. S F d n 10,000,000 
Cate Pr":::3 _ 

Project Title & Number: RURAL DEVELOPMLNT AGRIBUSINESS FUND 

NARRATIVL SUMMARY 	 OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUm ii I1-' . 
Or Goal: 

which this project contributes: Food production increases equal to survey data. 1. Other donor programs in sector 

Pro .	 %Setor The brooder objective to Measures of Goal Achievemn: National Statistics, census and sample Assump: or och,,ng gol trgets: 

To increase food production, employment and demand growth.---------------------------------------- continue.
 
incomes of rural poor, and improve nutrition Employment and incomes of target Project data and records 2. Adequate production incentives
gropinetase.cmso tre 	 .Aeqae outinicnie 

groupincreas~e.----------------------- (Cont.) Measures ........ (prices) maintained.
 

Sub-goal: To alleviate identified typical Introduction of new technology re- Greater availability of agricultural 3. GOP concern for rural poor

farm level constraints to increased target sulting in greater productivity, inputs, continues.
 
group income through the expansion of
 
markets for small farmer products and the Increased value added accruing to More secure markets and stabilized 4. Internal stability maintained
 
provision of agricultural-related goods and rural sector. (Cont.)* prices for target group production, especially for land tenure.
 
services. 

ProI.ct Purpose: 	 Cond;tios tiat will indicate purpose has been Assumptions for achieving purpose:
I. To establish in the Central Bank 	 an ocieved: End of project status. Central Psnk and ICI records. 1. Gains of Agrarian Reform continue 
effective facility for rediscounting loans 1. Demonstrated Fund capability to Project da.3 and records. to be consolidated.
 
made by financial institutions to sub- maintain its level of rediscounting.
 
borrowers which process or market agricultur- 2. Banking system becomes increasing­
al products or provide complementary goods 2. All Project funds placed in sub- ** (Cont.) Cond.tions ......... ly convinced of viability of agri­
and services to the agricultural 	sector, projects meeting pre-established" 4. Fund reflows are being used for business lending.
 

2. To establish a program of promotion and eligibility criteria, agribusiness purposes. 3. Investment incentives for agri­
development of such agribusinesses, including 3. Real capital value of Fund equal 5. A system of sub-project identifica- business are adequate.
 
app oliate technical assistance, which will to $14.7 million. (Cont.)** tion and promotion is functioning 4. Crop production and on-farm 

mi~me benefits to small farmers and the smoothly, capital credit are available from 
Zaral poor. 
 other sources.
 

6--01o: llgiftiudlef OfpJwts: Assumptions for achieving oups:

1. Sub-loans rediscounted (value in Yr.l Yr.2 
 Yr.3 Central Bank and ICI records. 1. Central Bank is aggressive in
 
millions US.$). promoting the Fund. 

1. 	 3.75 7.5 14.7 Projbct records.

2. nuer of participating ICIs. 2. 	 3 6 9 2. Incentives to induce ICI interest 
3. Oeations Manual distributed to ICIs. 3. to be completed within 120 	 and participation are adequate.days of loan agreement signot.
 

4. Prmotional seminars held. 	 4. 7 10 12 3. Effective demand for credit
 
5. 	 formal evaluations conducted continues to exist.
5. Evaluation system established. 6. N/A 

6. 	 Policy changes effected which facilitate m 
Sencourage agribusiness lending. 4 

pt : (In millions of US.$) Implementation Target (Type and Quantity) 	 Z Assumptions for providing inputs: 
1. A.I.D. : 	 Cumulative (In Million US.$) 

Fund Capitalization $ 9.8 Yr.l Yr.2 Yr.3 1. USAID records. 1. All funds available on timely
Technical Assistance $ 0.2 $2.5 $5.0 $9.8 basis. 

$10.0 $0.1 $0.15 $0.2 2. Central Bank records. W 
2. 	 GOP i F 2. No unexpected problems in 

Fund Capitalization $ 4.9 $1.25 $2.5 $4.9 0 meeting conditions and covenants 
J&imnistration/tvaluation/ $0.2 $0.35 $0.5 0 set forth in loan agreement. 
Technical Assistance and ID 
promotion 	 $ 0.5
 

$ 5.4
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I * STRUCTURE OF PERU'S FINANCIAL SYSTEM 

Peru's organized financial system consists of several banking
institutions and of a number of non-bank financial intermediaries. In
terms of basic structure, we refer to the banking institutions as bank
financial intermediaries and the other financial institutions as non­bank financial intermediaries. The regulatory and control mechanisms
affecting the bank financial intermediaries are more clearly structured
than those affecting the non-bank financial intermediaries and are

similar to those found in other Latin American countries and throughout
the world with the primary regulatory responsibility residing in
Central Bank. a


The degree of institutional and regulatory heterogeneity

for the non-bank financial intermediaries is greater than for bank
financial intermediaries. This situation is typical for many countries

with incomplete capital markets.
 

One of the chief purposes underlying the creation of organized
financial intermediation is the generation of savings and their efficient
allocation toward investment. Financial intermediaries engage in
financial operations between persons or economic units by means of
pieces of paper; and although such intermediation can occur in the
 
context of rulatively unorganized markets, the inherent economies of
scale and acceptance of risk of default generally leads to the creation
of organized financial institutions, i.e. firms which engage exclusively
in the business of financial intermediation. In most countries, govern­mental agencies supervise the operations of financial intermediaries in
order to prevent abuses. 
 The operations of bank intermediaries are
usually subject to controls arising from: 
(i)the power of banks to
create money; 
(ii)the need to prevent bank failure; and (iii) the
dosire to i-event unfair competitive practices. 
The latter considera­
tions generally predominate in the regulations affecting non-bank
 
financial intermediaries.
 

The structure of Peru's financial intermediation system has under­golie substantial changes in the past two decades in regard to number of
financial intermediaries and to a lesser extent in regard to their func­tions. 
 Since 1968 the government has generally expanded its sphere

of influence in the financial system by legal changes and ownership
control. 
At present, Peru's bank financial intermediaries include the

Central Bank, the commercial banks, the state development banks, Banco
de la Naci6n, and the private development banks. The general lines
of control for the bank financial intermediaries suggest the following

scheme:
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-Associated 
Banks
 
- Commercial Banks - Private Banks 

Private Foreign Branch Banks 

- Private Development Banks
Central Bank 
- (BIC - Banco de la Industria de la Contrucci6n)
(Banco Central (BANPECO = 
Banco Peruano de los Constructores)

de Reserva del
 
PerS) 
 - State Development Banks
 

(a) Industrial Bank
 
(b) Agricultural Bank
 
(c) Mining Bank
 
(d) Central Mortgage Bank
 
(e) Housing Bank
 

- Caja de Ahorros de Lima
 

Non-bank financial intermediaries in Peru are a collection of
entities whose principal activity is the intermediation of credit at
medium and long-term. 
They differ from bank financial intermediaries
fundamentally in regard to their ability to create money, that is, their
liabilities must be converted to money prior to being utilized to acquire
goods and services. 
Although the non-bank financial intermediaries are
subject to state regulation, the line of authority is by no means as
clear as those which exist in regard to bank financial intermediaries.
 

The major non-bank financial intermediaries can be grouped as
follows 
(with Spanish names in parentheses):
 

(1) Development Finance Corporation (COFIDE, i.e. Corporaci6n

Financiera de Desarrollo)
 

(2) Savings and Loan Cooperatives (Sistema Cooperativa de Ahorro
 
y Cfeditc)
 

(3) Investment Companies (Compafiias Financieras Privadas)
 

(4) Insurance Companies (Compafiias de Seguros y Capitalizaci6n)
 

(5) Savings and Loan Associations (Caja de Ahorro y Pr6stamo
 
para Vivienda)
 

At the end of 1975, the consolidated accounts for bank financial
intermediaries indicated net domestic assets amounting to S/.153.4 billion
and liabilities to the private sector amounting to S/.141.9 billion, i.e.
equivalent to US.$3.41 billion and US.$3.15 billion respectively (at the
 

http:US.$3.15
http:US.$3.41
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then existinq rate of tcchiiqte ,It th tqnd of l')7 oj S,;.4!,.0
US.$1.O0) . The net domestic 

to 
assots of the Iol-b jk fillcia1 Inter­mediaries amounted to S/.45.3 billion and their liabilities to theprivate sector amounted to S/.35.9 billion, i.e. equivalent toUS.$l.O billion and US.$0.80 billion respectively. The consolidated
nccounts for bank and non-bank financial intermediaries as a whole
indicated net domestic assets of S/.190.5 billion and liabilities
to the private sector of S/.173.8 billion at the end of 1975. The
consolidation of accounts reduces the magnitude of total assets
and total liabilities because a portion of the assets of one set
of institutions are liabilities to another set of institutions.
The interconnectedness of the financial system as a whole signifies
that a sizeable portion of assets of particular intermediaries are
liabilities of other intermediaries. 
For this reason, data on
assets and liabilities for each intermediary in isolation usually


overstates its financial power.
 

http:US.$0.80
http:US.$1.O0
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1f. THE BANKING SYSTEM 

A. The Commercial Banks 

The commercial banks when considered as a whole constitute the 
most important financial intermediary in Peru. The commercial banking 
system includes seven national banks, i.e.. those which have their main 
office in the Lima/Callao area, three of which are the so-called "associated
 
L?.Jnks" which are owned by the Banco de la Naci6n, 
 six regional banks 
which have a separate legal regime, two private development banks, one 

avings bank, and the branches of four foreign banks. At the end of 
1975, these banks offered their services at 767 offices throughout the 
country. 

Beginning in 1969, the Government initiated a policy intended to 
strengthen the commercial banking sector. The Government nationalized 
three banks (Banco Popular, Banco Continental, and Banco Internacional) 
and they are now the Associated Banks. However, there is virtually no 
distinction between private national commercial banks and the associated 
banks in regard to legal reserve requirements and credit regulations. 
The Government also strengthened the remaining commercial banks by 
requiring privately -owned banks to increase their share capital to a minimum 
of S/. 150 million. The increase in capital could be accomplished through 
reserve capitalization, new stock issues, or mergers. TI-e latter course 
was adopted in three cases during 1971. Further mergers ai being en­
couraged by legislation which removed stamp, registration, and transfer 
taxes from such operations. 

In an attempt to make the commercial banks more responsive to the 
needs of borrowers, the Government made several important changes in
 
the early 1970's. Some of the reforms involved interest rate and adminis­
trative regulations, but the most important change was the promulgation 
of an organic law for the Regional Banks, i.e.. those whose train office is 
not in the Lima/Callao area. The Regional Bank Law (Decree-Law 18967) 
was issued on September 21, 1971 to promote balanced growth throughout 
the different regions of the country. This law offers the regional banks 
liberal tax benefits and authorizes them to issue an attractive deposit 
liability called a certificate of deposit. In return for the benefits given, 
the regional banks are required to invest in the regions where they are 
authorized to operate. 

By Decree-Law 19043 of November 25, 1971, the Government of 
Peru required that all new banks must be owned 100 percent by Peruvians 
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and that the share capital of existing banks be at least 80 percent in 
Peruvian hands. (Previously, 75 percent Peruvian ownership was 

required). This regulation implemented the provisions of the Cartagena 
Agreement on the treatment of foreign capital. 

Historically the commercial banks have generally made loans and 

credits of a relatively short-term nature. Their credits are purely in 
domestic money and their liabilities are composed of various types of 

deposits, e.g., demand deposits, savings deposits, and term deposits. 
The credit operations are typically overdrafts, credits of specific term, 

and the discount u, dczuments. Their investments are in fixed assets 

and financial assets, the latter are principally bonds issued by public 

sector entities. In addition to credit operations, commercial banks 
are authorized to perform various other services for their clients, 

including those related to foreign exchange transactions, the opening of 

credit documents, operations related to financial securities, the granting 

of guarantees and bankers' acceptances, collection services, and the 

renting of safe deposit boxes. 

Two commercial banks, the Banco de la Industria de la Construcci6n 

and the Banco Peruano de los Constructores, both created in the 1960's, 

have characteristics similar to thase of other commercial banks. The 

main differences are that their credits are directed solely to the con­

struction sector and that they are specifically permitted to operate at 

medium - term in regard to their deposits and credits. 

The Caja de Ahorros de Lima, although nominally classified as a 

commercial bank, is governed by a separate set of legal statutes. In 

addition to engaging in operations permitted to other commercial banks, 
this institution is authorized to operate at medium and long-term in 

the money market directing credit to housing and to issue savings bonds. 
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TABLE I 

COMMERCIAL BANKS BY TYPE AND GROSS ASSETS 
(April 30, 1976)
 

Gross Asses 
(Billions of Soles) 

VRIVATE COMERCIAL BANKS 60.7 

Banco de Cr~dito del Perfi 38,9
 

Banco Wiese Ltdo. 10.6
 

Banco Comercial del Perd 5.9
 

Banco de Lima 5.3
 

ASSOCIATED BANKS 88.9 

Banco Internacional del Pert 17.8
 

Banco Popular del Per6 44.3
 

Banco Continental 26.8
 

REfGIONAL BANKS 7.5 

Banco Regional del Norte 1.0
 

Banco Nor-Pert 1.4
 

Banco Regional Sur Medio y Callao 1.8
 

Banco de los Andes 0.9 
Banco Amaz6nico 1.3
 

Banco del Sur del Perfi 1.1 

FOREIGN BRANCH BANKS 5.2 

Banco de Londres y America del Sud Ltdo. 1.0 

Citibank 1.8 

Bank of Tokyo 1.6 
Bank of America 0.8 

PRIVATE DEVELOPMENT BANKS 3.7 

Banco do la Industria de la Construcci6n 1.9 

Banco Peruano de los Constructores 1.8 

CAJA DE AHORROS DE LIMA 4.5 

TOTAL 170.5
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B. 	 The Central Bank 

The Banco Central de Reser\'a dh, Pcr1 (hereinafter citedCentral Bank) was 	 as thoestablished in 1931. Its principal duties are toconduct monetary, credit, and foreign exchange policies of the 	Govern­ment 	of Peru. It has 	at its disposal a wide array of monetary policyinstruments to control credit expansion and to channel commercialbank 	credit toward specific economic sectors. These instrumentsinclude rediscount operations, legal 	reserve requirements, the powerto set 	interest rate 	ceilings on loans 	and deposits, and selective creditcontrols. The utilization of monetary policy instruments in recentyears 	is discussed further in Part IV. As is 	 typical for a CentralBank, its liabilities to the private sector consist primarily in thecurrency issue. Its net domestic assets consist mainly in claims onthe government, the Banco de la Naci6n, the commercial banks, and
the state development banks. 

C. 	 The Banco de la Naci6n
 

The government -owned 
 Banco de la 	Naci6n was established in1965 	as the fiscal agent for the State. Its functions included then, asnow, 	 collecting taxes, holding deposits for the Government aad thepublic sector entities, and making payments on behalf of the State.Since 	its founding, it has acquired additional responsibilities, such asguaranteeing public sector obligations, servicing the public debt,administering 	 andthe draft foreign exchange market. In addition, it ownsthe three associated banks. In 1970 it was authorized (by Decree Law181 18) to undertake all ty-pes of commercial, credit, and bankingoperations both 	with the private as well as the public sector. In orderto obtain enough resources to carry out its functions, the Banco 	de laNaci6n was made 	holder of part of the marginal reserve requirementsplaced on commercial bank 	deposits as of 	April 1960 aswell as the holderof all 	deposits of public sector entities as of 	August 1971 (Decree Law 
18955.
 

The Banco de la Naci6n receives only 	a small portion of itssources by means 	 re­of direct: liabilities with the private sector, e.g.,demand, time, and savings, and foreign exchange deposits. The bulkof its 	domestic liabilities are to commercial banks 	and to the 	CentralBank. However, in addition to these sources of funds, it obtains fundsfrom 	external sources as well as from 	the governmental sector. Inrecent: years the growth of Peru's social security system has ledlarge 	accumulation of funds in 
to a

the Banco de la Naci6n which, in turn,has allowed it to channel substantial resources to the 	state development 
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banksi and to the asmociated banks and to hea\'ily influence the hanking 

lending capacity. j/ Therefore, due to fits direct control
system t s 

la Nacin has assumed an increasingly
over hank liquidity, the Banco de 


important role in the execution of monetary policy.
 

D. The State Development Banks 

and credit to the private sector
In terms of total financial resources 

and the Central Mortgage
the Agricultural Bank, the Industrial Bank, 

Bank are the larger of the state development banks, the Housing Bank 

Apart from the 
aTd Mining Bank are distinctly 	smaller (see Table II). 


sells mortgage bonds to the public, most
 
Central Mortgage Bank, which 


receive only small proportions of their
 
of the state development banks 


sector but utilize the bulk of
 
total resources directly from the private 


credit to the private sector.

their financial resources providing 

1. Banco Agrario del Peril 

The Banco Agrario del Perd was created in 1931, its organic law 

directs it to promote agricultural production by providing farmers with
 

At the end of 1975 the Banco Agrario (here­
necessary credit resources. 


for approximately

inafter cited as the Agricultural Bank) accounted 35
 

to the private sector and about
 
percent of state development bank lending 


sector.
 
15 percent of all bank financial intermediary credit to the private 


105 offices throughout Peru, by means

The Agricultural Bank maintains 


and 35 inspectorates.
of 18 branches, 52 agencies, 

In its lending operations, the Agricultural Bank is authorized to 

make loans to promote production of agricultural, forestry, and livestock 

to use a wide variety of technical 
products and, in general, has a mandate 

the Agricultural Bank distinguishedUp to 1976,and financial means. 

medium, and large farming (but only by size of
 

between loans to small, 
Bank made 65, 874 loans for a total of 

loan). In 1975 the Agricultural 

1, 727 loans in the amount of S/. 9. 6z
 

S/. 14. 84 billion. Of this amount 
(cooperatives,billion were made to associative agricultu' al enterprises 
social interest 

agricultural committees, pre-cooperatives, agricultural 

were to individual agri­

societies, and communities). The remainder 
15.07 billionto which the Apgricultural Bank 	lent S/.

cultural proprietors, 
the 

in 64, 025 loans during 1975. Small farmer, received 56, 012 loans in 

and 1976 the financial requirements of public sector non­
_/ In 1975 

and, on balance, thesubstantial magnitudes,financial entities grew by 
enterprises were financed by means 

Banco de la Nacidn's credits to these 


of external borrowing.
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amount of S/. 2. 29 billion; medium farmers received 5, 024 loans in 
the amount of S/. 0. 90 billion, and large farmers received Z, 989 loans 
in the amount of 1.82 billion soles. By value, 92 percent of all loans 
were classified by the Agricultural Bank as short-term, i. t., less than 

two-year term. The above data indicate that the average loan to small 
farmers was S/. 40, 8R4, the average loan to medium farmers wis 
S/. 179, 140 and the average loan to large farmers was S/. 008, 899. 
These averages accord with the Agricultural Bank's practice of specific 
classes of borrowers by size of amount lent. Loans for small farmers 
range up to S/. 100,000, those for medium farmers extend between 
S/. 100,000 and S/. 500, 000, and those for large farming may exceed 
S/. 500,000. 

According to the organic law governing the Agricultural Bank (Law 
21 227 of July 22, 1975), the basic categoiles of loans that it makes shall 
be for support, capitalization, and commercialization. Support loans 
(principally for crop production campaigns) shall have terms not exceeding 
two years and generally do not exceed oae year; capitalization loans can 
have terms of up to 20 years, and exceptionally up to 25 year term; and 
the commercialization loans are limited to one-year term. The Bank is 
authorized to finance the acquisition of land only for the consolidation of 
minifundlo and for the construction of plants owned by producers to process 
agricultural products. 

Prior to July 1, 1976 the intrest rates cha,'ged by the Bank were 
basically governed by a system of preferences in favor of small farmers 
and associative units, with the size of loans also having some influence. 
The maximum rates for these borrowers was 10 percent per annum, but 
the rates for medium and large farmers were 12 percent and 13 percent 
per annum respectively. As of March 1, 1977, the Bank's basic interest rate 
is 16 percent per annum with a 14 percent preferencial iate for associative 
enterprises. 

The Agricultural Bank administers numerous external credits which 
the Government of Peru has obtaired and ent.Ousted to the Bank. The 
purpose, terms, and procedures of those loan-; diffc:rs according to the
spe.ific contractual arrangements. These external .-redits are frorn ISAID, 

the World Bank (IIBRD), the Inter-American Develprnf nt Bank (1DB) and 
the Government of the Netherland,;. The following loans received by 'he 
Bank in the past few years aim at increasing the funds available for its 
agricultural credit activities. In June 1972 a $12. C million Inter-American 
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$ 6 millioni of its own resources available to this Fund. The Contillgency 
Fund wia created In Fchrunry 1472 to refinimct, til t, ltstandling delt %Nhich 
tIthmeal .u1 fiSh oil eOlerpriiem ln with i tate nnd naocialed hAnkm tilpoi 
1h01 talheover by the Government. (The loan portfolio of this Fund in quite 
smnll). The Fund for Financing the Promotion of Industrial Enterprises 
was created in August 1970 for the purpose of financing industrial activities 
through the investment of agrarian reform bonds. This investment may be 
utilized only for the following. (i) financing up to fifty percent of the social. 
capital of new enterprises or the expansion of existing enterprises and (ii) 
financing up to eighty percent of the corresponding feasibility studies. 
The net worth of this Fund at the end of 1974 approximated $14 million. 
The resources of the Non-Traditional Export Fund totaled $97 million at 
the end of 1974 and these resources were given to the Industrial Bank as 
paid-in capital. The Rural Enterprises Development Fund is being capital­
ized under a $10. 0 million A. I. D. Loan to the Government of Peru; this 
loan was signed in November 1974. 

Apart from these funds, the Industrial Bank undertakes the following
types of financial activities: (a) ordinary loans, (b) supervised loans, (c) 

extraordinary loans, (d) other loans, and (e) contingent responsibility 
activities. The ordinary loans constitute the basic lending activity of the 
Industrial Bank. period 1971-1974, BankIn the four-year the Industrial 
made 753 ordinary loans totalling the equivalent of $128. 4 million. About 
three fourth of these loans by value were to enterprises in the Lima/Callao 
area, and approximately 56 percent financed fixed investment and the 
remainder financed working capital. The general terms attached to ordinary 
loans are a maximum period of ten years, a maximum participation of 75 
percent, (as of July 1, 1976) a maximum 17.5 interest rate, a 1.0 percent 
per annum commission on the value of the loan, and a 2.0 percent charge 
on a loan with payment in arrears. The normal terms for ordinary loans is 
three to lx years and normally a one-year grace period is given for loans 
financing fixed investment. 

Supervised loans ire mainly for enterprises outside t-ie Lima/Callao 
area. During the four-year period 1971-1974 the Bank made 6,490 lopns 
totalling $16.2 million in this category. By value, 64 percent was for working 
capita.1 and 67 percent financed the production of consumer goods. Most of 
these loans were for periods of two tc. five years and nearly all loans were 
for less than the equivalent of $10, 000. 
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The Bank's other significant lending categories relate to the 
Fishing Development Fund, with 1, 273 loans totalling $141 million 
in the period 1971-1974, and the Non-Traditional Export Fund with 
$121 millbn in loans in the period 1971-1974, the bulk of which 
financed the export sale of fishing boats. In addition, as of March 
1977 the Bank had financed over 1, 000 loans totalling S1. 243 million 
under the Rural Enterprises Fund. 
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3. Daneo Min'ro dol Per: 

The smallest of five state development banks is the Banco Minero
 
(hereinafter cited as the Mining Bank). This Bank is authorized to make
 
loans in the mining sector to Peruvian nationals only (i.e., to firms
 
the capital of which Peruvian residents hold a participation of at least 
60 percent). The Bank's loans are basically from five to ten year
 
maturity with a one-year grace period and can be classified in two
 
groups in regard to presently - applicable interest rates. Interest
 
rates on loans to small mines are as follows: up to S/.5 million, 10
 
percent per annum with no commission; more than S/.5 million, 14 percent
 
per annum with a 1 percent commission. Small mines are defined as pro­
ducing less than 10,000 metric tons of ore per year. Interest rates on
 
loans to medium mines are 16 percent per annum plus 1 percent commission.
 

Besides its lending operations, the Mining Bank fulfills a
 
number of other functions, serving as a marketing agency for several
 
small mines, a supplier of machinery and equiipment to the small miners
 
throuqh an extensive warehouse network, administrator of the Mining
 
Investment Fund, supplier of technical advice through its own laborato­
ries and, wherever necessary, as a direct investor in mines or in small
 
concdntrating plants. The functions of the Mining Bank were expanded
 
in 1971 by Decree Law 18862 to include buying, selling, importing, and
 
exporting of precious minerals (except those derived directly from
 
metallurgical processes), stones and pearls.
 

4. Banco Central Hipotecario del Peru
 

The Banco Central Hipotecario (hereinafter cited as the Central
 
Mortgage Bank) was founded in 1926 as a corporation with private, public,
 
and banking sector ownership of its capital. The Central Mortgage Bank
 
in the strongest bank in the savings field and obtains the bulk of its
 
funds from the private sector by means of a fixed-yield security called
 
a c6dula hipotecaria de ahorros, i.e. mortgage bond. The Bank was 
gIranted authority to issue c6dulas in 1955 (by Decree Law 12464). 

The Central Mortgage Bank finance principally middle-and upper­
in(.ome housin~g. However, it should also be noted that a portion of 
tht. private sector savings mobilized by c6dulas are directed to the 
p)ulic sector through the requirement since 1971) on the Bank to invest 
fil'ty percent of the resources obtained from sales of c6dula in govern­
ment bonds. Nevertheless, during the period 1970-1974 the Central 
Mortgage Bank made 22,708 housing loans, and in 1974 the average loan 
amount was equivalent to U.S.$ 8,475. 
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A basic housing loan of the Central Mortgage Bank is for up to
75 percent of the total value of the housing unit and land. Usually,
borrow.rs are expected to hold title to the land, which thus supplies

the remaining 25 percent. Thus, in actual practice the bank usually
lends for cbout 100% of the value of the house. The Bank's mortgages

have a term of 20 years and the interest will vary from 14.5% 
to more
 
than 17%. In the latter case developers, who do a large amount of

construction ultimately financed by the Central Mortgage Bank, can
 
charge a one percent commission.
 

For loans in excess of S/.1,026,000, the bank does not lend thewhole amount in cash. Rather, a system of c6dulas comes into play

whereby one part of the 
loan is given in cash, with the remaining given

in c6dulas. 
C'dulas carry a face value of S/.1,000 each, but are not

redeemable by the bank for cash. They can be kipt by the borrower or
sold in the market. In recent years, these c6dulas have had 14 percent
 
coupon rate, are generally of 30-year term, and are traded on 
the
 
market from 89 to 97 percent of par value.
 

5. Banco de la Vivienda
 

The other ban-k with responsibility in the area of housing and

con.struction is the 
Banco do la Vivienda (hereinafter cited as the

h1ousing Bank). This Bank, as contrasted 
with the other four development
bauk; which were created in the period was1929-1944 established in 1962
principally to furnish technical and financial support to the savings
and loan associations (mutuales). 

Thv major purposes of the Bank are to promote the public and
private development of housing in Peru, the concession of loans to pro­
mote home ownership, and the creatioi, and develolsment of savings and

loan associations (mutuales) for housing. At present, the 
mutuales 
operate in under andPeru the direct permanent control of the Bank.The Banco do la Vivienda obtains financial resources to carry out housing 
programs principally through the marshalling of domestic savings, and 
by incurring other types of domestic and foreign financial obligations. 

Decree Law 17,873 (of October 29, 1969) raised the Bank to the

rank of 
a central bank for institutions devoted to home financing, pro­
vided it with new resources, and gave it control of the operations of
!:efinancing or rediscounting loans for the mutuales. 
Several obligatory

mechanisms wore created to increase the Housing Bank's domestic finan­
cial resources. mechanismsThese include the following: (i) The full 
amount of the legal reserves of the savings and loan associations, the
bulk of which was previously maintained with the commercial banks, was
transferred to the Housing Bank. 
(ii) All private construction com­pinies were obliged to subscribe to the Bank's newly created mortgage 
development bonds in an amount of at least equal to 2 percent of the 

http:borrow.rs
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value of their ongoing construction projects.
of the insurance conpanios 
(iii) The liquid reserves
also 

wel] as 
were to be invested in those bond as18 percent theof social security institutiols,(iv) total resources.T'ho commercial banks were recluired to invest 3,1Hnot perobnt to theirallocated under the slective credit scheme in these bondswore, allowed to discharge part of 

and 
their marinalin interest-earning deposits at the Housing 

resorve requirements 
Bank. As a result of thesemeasures, the Housing Bank's financial resources increased fivefold in
the first year after the above obligatory mechanisms were instituted.
 

The programs carried out by the Banco de la Vivienda are wide andvaried and a recent categorization states seven principal program:
(1) housing and infrastructure; 
(2) urban renewal and rehabilitation;
(3) urban infrastructure; 
(4) community facilities;
programs; (6) (5) experimentallarge-scale housing programs; and (7) promotion of the con­struction industry. The Bank carries out housing and infrastructureprograms in coordination with the Ministry of Housing and Construction
and with the mutuales. 
Urban renewal projects are in conjunction with
EMADI PERU 
(the Public Agency for Administration of Real Estate).
Bank has made loans to the Lima The

Water and Sewer Company on behalf ofprojects located in the so-called "Pueblos Jovenes"liis anlso financed schools, medical 

of Lima. The Bank 
.ever,1 

clinics, and colmmunity centers incities. The bonk is also financing experimental
olion.-;orod by th, Ministry 

housing projectsof Ilousinq and Construct:ion. The major large­:;cil,, housing project presontly belny financedkiti,, o" (lthe 1200 unit, Los 
by the Bank is th firstProcres project in Lima.makc'1 financing available The Dink also

to builders and suppliers by ofmeans loans,discounted notes, and the purchase of portfolios. 

There has abeen continuing relationshipand U.S. Agency for International Development. 
between the Housing Bank 

The first A.I.D. loan to
the Bank was in 1962 in the amount of $7.5 million which served as theinitial capitalization of the bank and to stimulate expansion of the
mutuales. 
 In 1965 
a second A.I.D. loan in amount of $6.0 was made to
the Bank. 
During the mid-and late
Ioans (in amount of 

19 60's a series of six Housing Guaranty$17.7 million) were made to the Bank. ShortlyLhe devastating afterMay 1970 earthquake, A.I.D. made a $10.5 millionto Peru for emergency reconstruction in 
grant

the disaster zone. InA.I.D. made 1972,a $15 million loan for urban reconstruction and a $28.3million loUssiing Guaranty Loan to$11.).0 tit, Bank, and in 1.976 A.I.D.million Housing Guaranty made aLoan which is administered by the Bank. 
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1'.co orU~ttind:.. 

Table 11 suggests that, on the whole, the state development banks 
extend credit to the private sector that is substantially larger than 
their liabilities to the private sector. Although these banks do receive
 
funds from the private sector, apart from the Central Mortgage Bank and
 
to a lesser extend the Housing Bank, the bulk of the funds utilized by
 
these banks are from the banking sector and come from the private sector 
through other banking sector institutions. 

In recent years, and particularly in the period from 1969 to
 
mid-1975, the Central Bank channeled injections of reserve money to the
 
state development banks and within this group principally to the
 
Industrial Bank and the Agricultural Bank. Since mid-1975, the Central
 
Bank extended substantial credit to the commercial banks and the Banco 
de la Nacion because the severe loss in international reserves reduced 
the liquidity of these banks. 

Apart from Central Bank credits, up to November 1976 the state 
d velopment banks were also the beneficiaries of a complicated set of 
ro;ervo requirement rules appliable to commercial banks whereby required 
rosorves could by fulfilled through investments in interest-bearing 
securities of the Industrial Bank, the Mining Bank, the Agricultural 
Bank, public investment bonds or deposits in the Banco do la Naci6n. 
An example of the outcome in terms of transferring credit is the fact 
that although tlhe marginal reserve requirement for commercial banks 
with head offices in Lima was 50 percent (in addition to a 20 percent 
hasic reserve requirement in the case of sight deposits), reserves held 
as vault cash and on deposit in the Central Bank rarely exceeded 10 
percent. 
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SOURCES AND USES OF FUNDS OF PERU' S DEVELOPMENT 
December 31, 1975 (Million of Soles) 

BANKS 

Banco 
Agrario 

Banco 
Industrial 

Banco 
Minero 

Banco 
Hipotecarlo 

Banco de 
la Vivienda 

SOURCES OF FUNDS 

I. Own Resources 

i. Other Resources 

A. Domestic Resources 

1. Public Sector 
2. Private Sector 

3. Banking Sector 

4. Securities Issued 

5. Central Bank 

17,635 

4,973 

12,662 

7,569 

81 

1,343 

1,265 

5 

4,875 

17,991 

3,753 

14,238 

10,723 

43 

481 

2,316 

-

7,883 

2,459 

1,310 

1,149 

1,913 

29 

128 

106 

-

1,650 

21,232 

766 

20,466 

20,840 

228 

450 

426 

19,736 

_ 

7,272 

1,083 

6,189 

5,373 

21 

1,868 

1,170 

2,314 

_ 
B. External Resources 

C. Other Account (Net) 

751 

4,342 

2,896 

619 

21 

-785 

-

-374 

1,342 

-526 

USES OF FUNDS 

1. Finarinc or credit 

A. Pub] ic Sector 

13. Private Sector 

C. fanking Sector 

17,635 

16,953 

715 

16,238 

-

17,991 

17,693 

3,934 

13,215 

544 

2,459 

2,355 

41 

2,314 

-

21,232 

18,307 

7,526 

10,730 

51 

7,272 

6,778 

2,399 

4,282 

97 
II. Available Funds 682 298 104 2,925 494 

A. Cash 457 29 25 65 12 
B. Deposits in Central

Bank 63 135 49 - 225 
C. Deposits in Banco de la 

Naci6n 2 2 11 2 35 
D. Deposits in Conercial 

Banks 

E. Deposits in Foreign 
Banks 

61 

39 

59 

30 

11 

18 

2,851 

-

222 

F. Swaps 60 43 - 7 . 

SOURCE: 
 Banco Central de Reserva del Pert
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11 . NON-IAN _ PINANtI AI, IN'r MEH.I:I)lH1.S 

Tie non-hank financial intermid i aries onalqie principally ill the in­t:'ruledi ition of u't1nds at medium and long term. The institutional struicture
of thils sector is heterogeneous and th operational modes are varied. The
liabilities of several of the non-bank financial intermediaries entail
various legal benefits. For example, 
 various liability instru­
ments of COFTDE and of the savings and loan associations entail tax benefits.
In addition, the savings and loan associations and savings and loan cooper­
atives offer depositors the possibility of obtaining credit as well as
 
earnings on deposit instruments.
 

A. COFIDE
 

COFIDE was established as 
an autonomous state enterprise in March

1971, principally to stimulate and promote Peruvian enterpreneurial

activity, coordinate and guarantee the financing of state enterprises,

mobilize rvsources for priority projects of state, reformed private,

private and social property onterprises, and expand tile domestic 
capital market. It has also been designated to act as a holding 
company of a number of state enterprises which are in turn holding
companies in the industrial and tourism sectors. By law COFIDE has
the following functions: (i) lending at medium and long-term (for
fixed assets and working capital) on its own account to state, re­lorned private, private and social property enterprises; (ii) issuing
quarantees on behalf of these enterprises, either on its own account 
or as the Government's agent; (iii) arranging and/or participating inthe financing of state enterprises other than state banks, either on 
its own account or on behalf of the Government; (iv) acting as a

holding company of 
a number of state holding companies in the in­
dustrial and tourism sector; (V) keeping in custody the Governments 
shares in other state enterprises; (vi) promoting new enterprises

and stregthening new ones mainly by participating in their capital;

(vii) financing through loans and grants and occasionally preparing
preinvestment studies; and (viii) broadening the capital market byoffering to the public its participation in non-public enterprises 
as well as its own shares and bonds. Tn addition, by law all medium
and lonq-term borrowings of state enterprises require COFIDE's 
approval. 

At the end of 1975 the bulk of COFIDE's paid-in capital was held
by tile Government and the remainder by individuals and companies which

had received COFrDE's "D" shares in partial payments of debt resulting

from the agrarian reform. 
A third group of dares, the "C" shares,
which had been held by private share-holders under the Government 
tax-exempt reinvestment-of-earnings mechanisms were converted to "C"
bonds effective January 1, 1975. (The "C" shares had a fixed minimum

interest of 8 percent per annum and the investment in such bonds

could be deducted from taxable income over a minimum period of three
 
years.) The "C" bonds have a ten-year term, and currently bear a 
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16 percent coupon rate. 
The purchase of them is not deductible
from taxable income but they bear a tax credit equivalent to 35
percent of their value. 
 In the first quarter of 1977 over
S/.1,000 million of "C" bonds were sold. 
This high rate of place­ment is undoubtedly related to their tax benefits (which brings
their annual yield to 24.6 percent). 

One of the major reasons for COFIDE's creation was 
to coordi­nate decision making for all state enterprise financing, and
initially COFIDE was to own the government's equity shares in all
state enterprises. 
However, subsequent legislation provided that
COFIDE would have neither management nor profit and loss respon­sibility for those enterprises but would only hold their shares in
custody. 
However, in August 1974 COFIDE was assigned full ownership,
profit and loss responsibility and a decisive role in financial
decisions affecting four major state manufacturing and tourism enter­prises; they are STDERPERJ (steel), 
TNDUPERU
EN'IVURPERI (tourism), (general manufacturing),
and EPPAPER[I (artisan activity). These enter­prises are second-tier holding companies assigned ownership of all
state enterprises in their sectors.
 

CO.tDrE also has an important role in financing activities related
to CONAPS and T.ONAPS. CONAPS 

:;ocial) is 

(the Comisi6n Nacional do Propiedad
the central agency responsible for implementing national
SOcial property policy and it has decision making power related toIhe coist i t1 tion and dissolution 
hirii'q poi ieis, 

of social property enterprises, theirand their wage and salary policies. PONAPSNacioial de Propiedad So ial) is 
(Fondo

the financial organproperty enterprises for socialand is responsible for the provision of transi­tory capital to these enterprises. At present both FONAPS and COFIDE
are responsible for determining project feasibilitythe .ind arranqinq forfinaticing of social property enterprises whose formation has been
approvd by CONAPS,
 

In discussing CO'IDIE's financial operationsimiportant to distinguish in recent years, it isbetween CODIDE's operationsformed on behalf and those per­of the Government. About 40 percent ofown operations COPIDE'shave been with private non-financial enterprises(without state participation) and its loan portfolio with such enter­prises amounted to approximately S/.8.0 billion as
1976. of September 30,
Almost 90 percent of its lending has been for fixed capital
requirements and 85 percent of COFIDE's loans have maturitiesexcess of five years. inLoans of in excess of S/.200 million accountedfor over 68 percent of the total loan amount.
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B. 
Savings and Loan Associations, i.e. The Mutuales System
 

The savings and loan system consists of 17 private associations
(mutuales) which are regulated by the Banco do la Vivienda. 
There
 are seven in Lima, ten outside of Lima, and five branches (also
outside of Lima). 
 The mutuales 
are non-profit associations author­
izod to promote the formation of capital under their administration

for the purpose of making loans for the acquisition, construction,

and improvement of houses. 
The major sources of funds of the
mutuales are savings and time deposits, and nearly all funds 
are

used for loans to private sector borrowers.
 

Mutuales can make two basic types of loans-mortgage and non­mortgage. Mortgage loans are 
for new housing, and can be with terms
 up to for twenty years. 
Non-mortgage loans are for housing-related

facilities such as 
home improvement and are 
for five to seven year
term. The mortgage loans for housing are limited by law to value
for house and land of less than $10,000. 
 During 1974 the mutuales

made 5,709 mortgage loans at an average loan amount of $7,125

(S/.309,000). 
 In most cases, the loans are for 80 percent of total
value. 
In 1974 the mutuales made 2,128 non-mortgage loans at an
average loan amount of $1,660 (S/.72,000). 
 The mutuales experienced
rapid growth in deposits in the late 19 60's and early 1970's. 
 in
recent years, deposit growth has slowed. 
 Since 1971 their share of
the savings market has been reduced due to strong competition from
 
the c6dulas of the Central Mortgage Bank.
 

C. Savings and Loan Cooperatives
 

These cooperatives are basically credit unions. 
Members own and
control those cooperatives on 
the basis of one member, one vote, and
deposits are usually in the form of shares. 
 These shares are trans­forrable according to the statutes of each credit union, and bear ai
interest rate not to exceed 11.5 percent annually (as of March 1,
1977). The principal attraction for members is 
access to credit,
with most credit, with most credit unions limiting the amount lent
to a member to three to five times the amount of the individuals
 
share capital.
 

The bulk of the assets and liabilities of Peruvian credit unions
represent transactions with members. 
At the end of 1974 total assets
(also total liabilities) of all credit unions amounted to S/.10.6
billion according to Central Bank data, with S/.9.4 billion in loans
and S/.9.1 hillion in share capital. It is estimated that there are
over 520 credit unions in operation in Peru. 
 In 1973 they made over
290,000 loans averaging $490 each. 
 It is thought that most of the
loans are utilized for the purchase of household goods, home im­
provements, and family emergencies.
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D. Investment Companies
 

As of 1971 there were thirty-eight financieras operating in
Peru. 
 Most of these firms were limited to and, in some cases, owned
 
by commercial banks and their financial resources come from bond

issues, private sector term deposits, and direct commercial bank
 
credit. The financieras loan portfolio were composed of consumer

credit and of industrial and commercial loans, mostly to the
 
fishing and fislaneal industries.
 

Law 18957 
(of September 1971) defined the role of the financieras
 
and established an organic body of regulations governing their
 
operations. 
This law set a minimum capital requirement of

S/.40 million to enterprises utilizing the title "financiera", set
 one year as 
the minimum term of credit they could offer, and required

that 30 percent of their credit be in excess of two-year term, and

made them subject to regulations of the Superintendency of Banking

and Insurance and of the Central Bank. 
A financiera is prohibited

from owning shares of other companies in amounts in excess of

25 percent of its capital and 20 percent of its loan and investment
 
portfolio and is prohibited from investing in real estate 
(apart

from its own offices). 
 In regard to its loan portfolio, a financiera
 
cannot lend for financing the sale of consumer goods and Law 18957
 
states that loans and investments should be oriented to industry

and mining. The Central Bank has subsequently permitted lending for
construction, tourism and partially for commerce. 
 In regard to

deposits, the financieras are authorized to receive deposits at
 
terms of not less than 360 days and rates of interest on deposits

depend on the term of the deposit.
 

Only seven of the thirty-eight financieras decided to comply with
the new regulations. However, the lending operations of the financiera 
.
 
were not greatly affected, and by mid-1973 the lending operations of
the reduced group of financieras exceeded the 1971 volume of the larger

group. 
At the end of 1975, the gross assets of the financieras
 
amounted to S/.5.1 billion. 
Term deposits are the principal source

of funds (S/.2.5 billion at the end of 1975) 
and loans are the

principal use of funds (S/.3.2 billion the of Inat end 1975).
addition, 
a mijor source of business for the financieras consists
 
in granting credit guaranLee!:. At the end of 1975 amountthe
guaranteed was S/.8.9 billion. The bulk of these guarantees were 
related to construction. 

It may he noted that cert:. iii activities permitted to the
fin.incieras by law have not been utilized by them as yet. They have 
not as yet engaged in the intermediation of external funds (even
thouqh domestic ownership need not exceed 51 percent of the capital 
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of a financiera. In addition, they have not as yet engaged in
 
significant operations as development banks, i.e., identifying

projects, undertaking the rela'=ed studies, and forming new enter­
prises.
 

E. Insurance Companies 

The insurince companies engage in the system of financial inter­
mdiaLion principally through the investment of their technical re­
•ierves. Various laws control the investments permitted to insurance 
companies. Supreme Decree No.297-68 HC allocates the paid-in capital
 
of insurance companies as 
follows: real estate (40 percent), Public
 
Investment Bonds (20 percent), 
other public sector debt (10 percent),

other domestic investment (10 percent), 
and the balance in securities
 
registered on the Lima Stock Exchange. The investment of technical
 
reserves are allocated as follows: apartment buildings for low-income
 
workers (50 percent), shares or bonds of construction companies

(15 percent), mortgage loans (10 percent), mortgage bonds and Treasury
 
bonds (20 percent), and the remainder in cash or deposits with the
 
banking system. There are various other regulations governing the
 
minimum size of paid capital, the construction, and maintenance of
 
legal reserves, and technical reserves. 
At the end of 1975, the
 
twenty-one insurance companies operating in Peru had a total capital

and reserves in the amount of S/.6.6 billion (including S/.1.7 billion
 
of paid-in capital).
 

P. Sources and Uses of Funds 

Table I L.I indicates the sources and uses of funds of the Peru's
 
mjor non-bank financial intermediaries. Although the infonnation
 
provided by Table III may be somewhat 
 out of date, the consistency
of treatment and the dearth of data on savings and loan cooperatives 
argue in favor of this presentation. These data contain few sur­
prises and indicate that the mutuales, the savings and loan cooperatives,
and the financieras receive most of their funds from the private sector 
and channel most of their credit to the private sector without engaging
 
in substantial operations with the banking sector. 

COFIDE and the insurance compnies aie obviously special cases.
 
COFIDE's own resources ind externil resources supply the bulk of its
 
funds and the public sector (pirticularly state enterprises) is a
 
significant user of COEID!: credit. The insurance companies differ 
from the other financial interned iaries in that their "own" resources 
lire a1major -.ource of funds and from the f ict that the public sector 
and b.ankinq sectors are maijor noers of insurance company credit. 
lor the insurance companies, "own" resourceL, are mainly reserves 
required by prudence and ]aw. The bulk of the financing provided
by insur.nce compini,- to the public sector and to the binking 
sectors undoubtedly originates in legal requirements. The insurance
companies are the only non-bank intermediaries with substantial holdings
of real property. 
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SOURCES AND USES OF FUNDS OF PERU' S MAJOR NON-BANK 
FINANCIAL INTERMEDIARIES 

December 31, 1974 (Million of Soles)
 

Savings &
 
Loan 
 Insurance
 

COFIDE Mutuales Cooperatives Financieras Companies
 

SOURCES OF FUNDS 8,218.3 8,626.2 10,606.7 2,694.4 6,658.1 
I. Own Resources 3,775.5 591.0 1,030.0 
 532.7 4,341.6 

T1. Othor Resources 4,442.8 8,035.2 9,563.2 2,161.7 2,316.5
 
A. Domest'ic Resources 1,654.6 7,974.7 9,563.2 
 2,161.7 1,943.2
 

1. Private Sector 
 282.0 7,974.7 9,563.2 1,891.0 1,943.2
 
a. Demand Deposits 4.5 380.6 109.1 
 130.1 89.9
 
1. Term Deposits 
 5.7 3,150.0 64.2 
 1,601.6 -.­
c. Savings Deposits -.- 4,444.1 310.9 -.- .._ 
d. Share Deposits 
 --- -.- 9,079.0 -.- -. _ 
e. Ponds 271.8 -.- -.- 159.3 -.­

f. r'ech.Reserves-Life
 
Insurance 


1,853.0
 
2. Banking Sector 1,372.6 -.- -. - 270.7 -.-

P. External Resources 2,788.2 60.5 13.5 
 -.- 373.3 

C. OIther__C. Lt . -.- -. --- -­

1I4.51'.U I.'UNI) 8,218.3 8,626.2 10,606.7 2,694.4 6,658.1 

1. 1iii mcinq; or credit 7,940.4 8,141.3 9,868.6 2,632.6 5,059.8 
A. Publ)ic Sector 5,773.6 35.2 32.4 150.6 859.3 

1. Central Government -13.3 
 112.6 34.3 111.3 724.8 
2. State Enterprises 5,778.0 -1.8 
 0.5 39.7 131.4
 
3. Other 
 -i.i -75.6 -2.4 -0.4 3.1
 

B. Private Sector 2,166.8 8,039.9 9,341.9 2,482.0 2,502.4
 
C. Banking Sector 
 -.- 66.2 494.3 -.- 1,6 9 8.j 
D. Other _ _ 

TI. Other As.iets 277.9 484.9 738.1 61.8 1,598.3 
A. Property 30.4 249.4 677.5 38.6 2,301.2 
D. Other 
 247.5 235.5 
 60.6 23.2 -703.0
 

SOURCE: Bajico Central da Reserva del Perd 



1V. Tho-Ilstrumejjtse QCfs$Ofltsx C 

A., An OverviLew 

Them~letrYpolicy instrmt 
Simpact 

nP tc~mto euapon~the stock :o money aind VOL ofot ci I e 

anid eccredit.t5 Selec4tive credit-contols WAa gt
arate maximum are. policy instri jnt s SSWa.ij~0&tj"j ~ 1tgtetock of money and vol~ae -of credit, bptt~ ave IM~tin det~o 'iinnq the 'alocationa o at ot@ 

Thaeprjod 1962-1969 vwn one of, r~use j ~tyL hor monetary Pzolicy instrumnt# tba9thCea2
votitilatoid all intereut rates and imposed g

o~tIono~tU nd~ooiejli doposits, thoy Wove ohalo lnfwpstly.,riWvt?- wioro tio portfolio roquiroltonts on oogial bWw W, 
by movoniunts ill tilt Cantral Bank's crodLt to tho pubU. 4*vteg & 

ttiare were few specifica pohles apart £xnm thoe Whib deftetho scope of various fi~nanci~al interpodjarla aws, 1A VatU*4 aw, 
to commrcial banks, in the period 1%9-1976 U)q4 CG&GM pi 

~MUMmont we e eployd 
 s mul ane usly an nis rumant~C " Wo nte 

http:eccredit.t5


ANNEX II 
Page 25 of 35 

tendency toward increasing diversity in the rates applied to credits 
of particular typos and purposes, particularly by the state develop­
mont banks. Since mid-1976 thore have been two increases in the 
structure of interest rates. These increases affected the liabili­
ties and assets of all financial intermediaries.
 

B. Reserve Requirements
 

Up to November 1976, legal reserve requirements applied 
to commercial banks were relatively complicated, consisting in 
minimum, basic, and marginal requirements on deposit liabilities 
without regard to the type of liability and a complicated set of 
regulations whereby a sizeable proportion of these reserves could
 
be invested in securities of state development banks bearing
 
low rates of interest (as is noted in Part III). In later 1976
 
and early 1977 the legal reserve requirements for the commercial
 
banks were completely revised.
 

The new system of legal reserve requirements for commercial
 
banks is as follows:
 

(i) As of November 29, 1976 reserve requirements for
 
coiwiercial banks with principal offices in Lima are 46 percent for 
demand deposits and deposits of less than 90 day-term and 31 per­
cent for deposits with terms in excess of 90 days and savings
 
deposits. Reserves may be held in vault cash and/or on deposit
 
with the Central Bank (and bearing 5.5 percent interest per annum). 
Reserves held in the form of deposits with the state development 
banks, the Banco de la Naci6n, and public sector bonds, were with­
drawn and replaced by credit lines from 'he Central Bank bearing
 
interest charges equivalent to the previous average for the funds
 
supplied directly by commercial banks. 

(ii) Tho' legal reserve requirements for the regional 
commercial bink, were altered ac of March 7, 1977. The new require-­
ments are 23 percent for demand deposits and dcpo-;its of less than 
90 day-term and () percent foi: dcpoc its, with terms in excess of 90 
days and savinw'; depogsit.; . Rlt..erves may be held in va,lt cash and/ 
or deposited with the (,.ntral Bank (,uid bearing 12.0 percent interest 
per annn) . 

(iii) The lga L reserve 1-*fquircments! for the two cons­
truction - r(liated coimercial baxnks and tor the state development 
banks were set at 2') 12rcent ior demand deposits and deposits of 
less than 90 daiy-term anti G percent for deposits with terms in 
excess of 90 days and saving, deposits. 
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The percentages selected as the new reserve requiromtnts 
approximated the overall level of legal reserves held for each 
type of deposit under the previous system. Previously, reserve 
deposits in the Central Bank did not earn interest, but invest­
ments counted as reserve requirements earned interest. The new
 
interest rates on reserves deposited at the Central Bank is
 
approximately equal to the average rate of return received by
 
commercial banks on their reserve holdings under the previous sys­
tem. The Central Bank also undertook to compensate through re­
discounts and lines of credit all those financial institutions which
 
stood to lose the deposits (and investments) of the commercial banks.
 

C. Commercial Bank Loan Portfolio Requirements
 

Loan portfolio requirements implemented in April 1969 for
 
commercial banks required that all commercial banks with principal
 
offices in Lima/Callao direct 60 percent of the increase in their
 
credit after May 1, 1969 to priority uses in agriculture (10 per­
cent), fishing (7 percent), industry (40 percent), and construction 
(3 percent). However, the detailed allocative guidelines were
 
revised subsequently on various occassions to facilitate compliance,
 
to adj,-|- to changing circumstances, and to fit them to the evolving
 
industt..1 and other government policies. In March 1971, commercial
 
banks were authorized to cover deficiencies in credit to agriculture
 
and fishing by purchases of Agrarian Development Bonds, and defi­
ciencies in lending for fishing through credit to the Fishing 
Development Fund within the Industrial Bank. Beginning October 
1971, portfolio norms could be met through the purchase of Public
 
Investment Bonds, and banks were required to hold at least 20 per­
cent of the increase in credit in Public Investment Bonds -- a
 
requirement which was abolished in September 1975. Finally, in
 
March 1972 all intra-sectoral guidelines were suspended; the only
 
remaining requirement was that Lima-based commercial banks were to 
dedicate at least 60 percent of the total increase in credit to
 
first priority and second-priority industries or, alternatively,
 
to purchase Public Investment Bonds by the amount of the total 
def iciency. 

j Under law 18350 (July 30, 1970) iirst priority industries are 
basic industries such as steei, non-ferrous metals, chemicals,
 
fertilizers, cement, and paper and specific industries, such
 
as the manufacturers of capital goods for essential purposes;
 
second priority industries are manufacturers of essential 
consumer goods an6 goods used in productive activities. 
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Further revisions of commercial bank loan portfolio
 
requirements are presently under study by the Central Bank. We
 
are informed that proposed revisions will probably create areas
 
of first and second priority (a long different guidelines from
 
Decree Law 18350) rather than to set rigid percentages for
 
narrowly-defined economic sectors.
 

D. The Structure and Level of Interest Rates
 

The Government of Peru has employed the structure of 
interest rates as a major tool for providing concessionary
 
financing to selected high-priority purposes. Accordingly the
 
cost of credit varies widely depending on the priority of the
 
purpose and the source of funds use. Important changes were
 
made in interest rate levels in 1976 and 1977. The Central Bank
 
was empowered to make changes in a broad array of interest rates
 
on loans and deposits by means of Decree Law 21,504 (May 25, 1976)2/ 
Table IV indicates the basic interest rates paid on the major typos 
of deposits and fixed-yield securities issued by Peruvian financial 
intermediaries as of June 30, 1976, as of July 1, 1976 and as of 
March 1, 1977. Table V indicates the basic interest charges on 
the major types of credits extended by Peruvian financial inter­
mediaries at these same dates.
 

The interest rates on savings and time deposits were
 
increased by a minimum of 6 percentage points per annum and more
 
favorable differential rates were applied to time deposits of up
 
ot one year term. The *lds on fixed-yield securities (mortgage
 
c6dulas, financiera bonds, and COFIDE bonds) were also increased
 
generally by 5 to 8 percentage points. Commercial banks were
 
also permitted to apy on interest rate of up to 2.0 percent on
 
demand deposits, but to date none has done so.
 

The basic interest charges on short-term credits was 
taised from 12.0 percent per annum to 17.5 percent per annum. The 
bhasic charqes for medium and long-term credits was also increased, 
but the magnitudes of increase and absolute rates of interest vary 

Decree Law 21504 modified Article 59 of the basic charter of 
the Central Bank giving that institution the power to increase 
interest rates up to maximum set by the Executive Power by 
means of a Supreme Dec .e emitted by the Ministry of Economy 
and Finance. Previously the charter stated that the Central 
Bank could not authorize interest rates which exceeded the
 
maximum established by general and specific laws. 
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greatly depending upon the financial institution, the purpose of
the credit, and , in some instances, borrower characteristics.
The interest rates shown in Table V are 
only a selected sample
of the predominant credit windows. Moreover, it should be notedthat stated interest rates are always lower than credit costs
calculated as ail annual percentage charge. For example, com­mercial banks usually charge a commission of 2.0 percent and
apply a tax of 0.5 percent and the interest charge is normally
subtracted from the face value of the loan. 
 In addition, com­mercial banks often require compensatory balances. 
These
features undoubtedly increase the cost of credit states as 
an
annuil percentage charge. The structure of interest rates on thecredit operations of Peruvian financial intermediaries suggests
a relatively complex structure of rates.
 

The relative rigidity in the structure of interest rates
during the period 1962-1975 was mai,-.ained in the face of sub­stantial fluctuations 
 in the rate 
 inflation, and furthermore
interest rates were 
low in comparison with an average annual rate
of inflation approximating i0 percent. 
Low real interest rates
could exist (even without the intervening mechanisms of selective
crodit regulations) because financial intermediaries profits
re.ate principally to the spread on the funds they intermediaterat-her than to absolute interest rates, which bemay positive ornelative in real terms (i.e. the interest rate less the rate of

inflation).
 

In any event, the Goverrunent of Peru has become convincedthat higher interest rates are necessary to prevent large-scaledi:;intermediation and has increased interest rates twice in the pastyer. While it would not be realistic to theexpect Government tomove 
to move to positive interest rates in real terms 
immediately,
the recent changes mark a major shift in polcy. The Governmenthas indicated that it does have the longer-range goal of movingtoward positive real interest 
rates, 
a goal that may be obtained
by successive reductions in the rate of inflation and/or further
increases in institutional interust rates. Although conclusivedata are not avai]al)[e, there are rcqjxorts that the large marginbetween deposit-- earnings and effuctive loan rates has given riseto a credit market outside the institutional channels of the
financial intermediaries. 
 In our judgement this is 
a relatively
recent phenomena, dating from the past two to three years in the
 
Lima area.
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ON DEPOSIT AND (YrIER LIABILITIESANNUAL INTEREST RA'ES 

OF PERUVIAN FINANCIAL INTERMEDIARIES
 

As of As ofUp to 
June 30, 1976 July 1, 1976 March 1, 1977 

For Commercial Banks,* and
 

State Development Banks
 

2.0
2.0 

Demand Deposits 


5.0 9.0
Savings Deposits 
11.5
 

Time Deposits
 
7.0 10.0* 13.0*
From 90 to 179 days 

7.0 11.0* 14.0*
From 180 to 269 days 


From 270 to 359 days 7.0 12.0* 15.0*
 

7.0 13.0* 16.0*360 days and over 

C.ntl.irl Mort:gaye Bank 

2.0 2.0
-.-D'mand Deposits 
11.5


Savings Deposits 5.0 9.0 

9.0 11.0 14.0


Mortgage certificates 


Savings and Loan Associations 

9.0 12.5
savings deposits 6.0 


Credit Cooperatives 

6.0 11.5
6.0
Deposits 


Financieras
 

Time deposits
 

9.5 13.0 16.0
From 360 to 539 days 

17.0
10.0 14.0
From 540 to 719 days 


From 720 to 899 days 10.5 15.0 18.0
 

From 900 to 1,078 days 11.0 16.0 18.5
 
17.0 19.0
1,080 days and over 11.5 


15.09.0 12.0Bonds 


CCFIDE 

8.0 13.0 16.0

Type "C" Bonds 


10.0 16.0
Basic Industry Bonds 6.0 


*For regional banks, the rate is 0.5 percent higher.
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TABLE V
 

ANNUAL INTEREST RATES ON SELECTED CREDITS OF 
PERUVIAN FINANCIAL INTERMEDIARIES 

Up to As of 
 As ofJune 30,1976 July 1,1976 March 1,1977 

('oaiomercial BanksCredits 
12.0 15.5Regional selective credits by 17.5 

associated banks- in specified areas 
11.0
- in rest of country 

9.0 13.0 
10.0 
 12.0 
 14.0
 

Banco de la Naci6n
 
Credits 
to public sector enterprises,

decentralized agencies, local gov­ernment and private sector 12.0 
 15.5 
 N.A.
 

A2Lcutural Bank 
Credi ts to individuals 

- for working capital 7.0-10.0 10.0-14.0- ltor capital goods 16.0 
12.0*- 14.0,'or commercialization 16.0 
12.0* 15.0 19.0 

cred i t.; to coopera tives 
- for capital goods 10.0 14.0- lot r'olmercialization 16.0 

10.0 12.0 19.0[ nidu ; t r iot I ,,1a,nk 

Short -turmi credits 
12.0 15.5


Medium & long-term credits 
17.5
 

-fo? handicrafts and small industry 6.0-10.0 
 9.5-13.5 
 9-15.5
-for medium & large industry 12.0 
 15.5 
 13-17.5
 

SMining ankOverdrafts & discounts 
12.0 
 15.5 
 17.5
Small mines- special mines 
5.0- other mines 8.0 10.0

10.0Medilum lmine; 12.0 14.0
11.0 14.0 16.0 

i[ousiiit; BlikCredits to savings h' loan association 
('redit.° to hous big 

8.5 9.5 **cooperatives
(redil.r to low 6.0 7.0income housinq projects 9.5('redits not **related to housing 

8.5 
12.0 
 15.0 
 ** 

* The rtih wis 10.0%i lot small farmers.
 
No lonyor applicable.
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TABLE V (cont'd)
 

Up to As of 
 As of
 
June 30,1976 July 1,1976 
March 1,1977
 

,or IlOusiiig 
- elemental & basic nucleus 13
 
- Cle1i11eltal & basic house 14
 
- house almost finished &
 

furnished 

15
 

- improvement of housing 17.5
 

centr"al Mort gage Bank
 
Credits [oi purchase, construction, &

finishing of single housing units ii.0 13.5 14.5


Reqular Mortgages 
 12.0 14.5 
 17.0
 

('OF 1DEW
 
Credits to public sector enterprises
 

- for capital goods 
 11.0 
 14.5 14.5--17.5
 
- for working capital 
 13.0 16.5 
 IC.5-19.5
 

Credits to non-public enterprises
 
- for capital goods 
 12.0 
 15.5 15.5-18.5
 
- for workinq capital 
 14.0 17.5 
 17.5-20.5
 

Fiianc ietas 
(Cr dj ts 
 12.0 19.0 
 21.5
 

-savi.nj;.and Loan AssociationsCredits 
 12.0 14.5 
 17.5
 

credit. cooperatives 
Loali 

- up to one year 
 12.0 12.0 
 17.5
 
- over one year 
 12.0 12.0 
 21.5
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E. Central Bank Rediscount Facilities
 

The Central Bank operates two selective rediscount
 
facilities and numerous lines of credit. 
The status of the latter
 
lines of credit on November 15, 1976 is shown in Table IV. 
 It is
 
fairly obvious that several of these credit lines originate prin­
cipally in the financial problems which come within the province

of Central Bank operations as a lender of last resort. The
 
utilized amounts of these lines of credit amounted to S/.11,402.8
 
million on November 15, 1976. These credit lines were greatly
 
expanded following .the change in reserve requirements for com­
mercial banks subsequent to this date. In general, the nature and
 
purposes of the particular lines of credit indicates that relati­
vely little supervision is required other than those related to
 
general monetary policy considerabns.
 

The two discount facilities operated by the Central Bank
 
which do involve more refined identification of borrowers and
 
closer supervision are the (1) regional selective rediscount
 
facility and (2) the special rediscount facility. The regional
 
selective rediscount facility is limited to firms with capital up
 
to S/.20 million, individuals, small enterprises without accounting 
systems and social property enterprises located outside the Lima/ 
Callao area. This facility rediscount credits for the following 
purposes: agriculture, fishing for domestic consumption, logging,
industries of firstaand second priority, tourism and handicrafts. 
The terms of credit is, in general, up to 180 days and the maximum 
limit is S/.6.7 million and the interests rates are 13 and 14 per­
cent with rediscount rate ranging from 6.0 percent to 10.5 percent. 
The rediscount facility is available to regional banks and the 
beginning in 1977 to all other conmmercial banks. On December 31, 
1976, S/.395 million in credit was outstanding. The special re­
discount facility has idential characteristics to the regional 
facility; however it allows consideration of firms and loan amounts
 
which do not meet the latter's requirements.
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(as of ovekr 15,197g) 

Pecipient Bank 
Rediscount Rate 

(percent) Maturit-
-.o-n: Authorized 

-'..i:,I97E;nillion 
-zmount Utilized 

of soles) Zescription 

III. Other Special Lines of Credit 
Banco Internacio;.a! 
 7.5 90 days varia'le 
 1,542 
 Credits to the Associated Banks
 
Banco Popular 
 7.5 90 days .r:a'1e in order compensate for the1,83G withdrawa! of deposits by the 
Banco Continental 
 9.5 90 days variable Banco de la ::aci6r.2,054
 
Banco Popular 1~
1.0 
 -- 1,000 1,000 
 Credit for general Liquidity.
 
Banco Regional 5',guaranteed 
 1 year variable 
 30 
 Credit granted i:. support of pro­del Norte 
 by bonds, or
Banco Regional 9. guaranteed 1 year variable gram to solve portfolio diffi­55 culties of these banks.
del Sur Medio y by loan docu-

Callao 
 ments 

Banco industrial 
 3.0 
 1 year re- variable 
 3,235 
 Credits to finance non-tradition­
2/ newable
Banco Popular al exports.
4.0 90 days variable 
 900 Credits to finance purchase of
 

Banco Industrial vehicles by the Auxiliary Forces.
5.0 1 year re- variable 
 450.8 
 Credits to finance grain transport

newable 


ships.
Banco Industrial 
 5.0 1 year re- 1,000 
 300 Credits to finance purchase of

newable 


Banco Minero 3.0 
boats and fishing nets.
1 year re- 2,505 
 -- Credits to small and medium mines.

Banco de la :aciOn 3.5 1 year re- variable 
 Credits to finance the rice crop.
 
newable.
 

1/ 4 percent starting January 2, 1977. 
2/ 5 percent starting January 2, 1977. 

SOURCE: Central Reserve Bank of Peru; 
and Fund staff estimates.
 



December 1, 1974 

December 31, 1975 

Decenker 31, 1976 


Characteristics of the
 
Credit
 

Beneficiaries 


Destination of Credit 


Maturity 


Credit Limits 


Interest Rates 
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illionf ses (million of soles)
 

L~ou --{I .unzUtilized 

-. Regional Selective Rediscount Facility 

16 
 82 
19 119 
235 
 160
 

Firms .withcapital up to S/.20 million, individuals, small interprises without
 
accounting systems, social property enterprises located outside of the Lima
 
and C~llao provinces.
 

In :11 regions covered by the credit lines: agriculture and livestock; fishing
 
for domestic consumption; industries of the first and second priority; lumber
 
cutting and transportation under contract from a sa-nill; tourism; handicraft.
 
Exclusively in the forest region: other fishing activities; industries of the
 
third priority :.nd without priority; river transport; forestry; hunting and
 
wildlife stockinu. Exclusively in the mid-southern region: production wines
 
and piscos.
 

181 days, except for credit for lumber extraction and credit for construction or
 
exoansion of hotels, which may have up to 360 days' maturity.
 

Reculated nccording to the capital of the firms, and economic possibilities of the
 
individual, with a maximum limit of S/.6.7 millions.
 

Charged by banks: 13 percent and 14 percent; rediscount rates: ranging between
 
6.0 percent and 10.5 percent. 



January 31, 1375 

December 31, 197' 

December 31, 1 


C. 	rcfteristics of the
 
CrediLt
 

Destination of Credit 


Maturity and interest 

Rates 


>eciona! B~~r~s Br nch-e s o f - oi ei r< 
-.. _ou.TtUzed Amount Utized 

,million of sole i (million sf ss.eS. 

II. pecilReiszont acility 

12 
 9
 
23 7 
17
 

Financing of projects of spezi l interest for regional development, fsr ff~r­
and loins which do not -eez ihe reqirements of the Regional Selective Re­
discount Facility.
 

Seme s those governin credits ;nder the Region l Selective Pedris-n-

Facility.
 



P IA- . ... . -: - . STUDY 

1st. Catecorv: P.dy-to-go Sub-proiect---

Suo-Pro ec-r 	 er---.eur_and Location .re -n t 
-
1. Cheese :rocessanc 	 -rziu-­z-iant Lact-eos del Sur S.A. -Are-uiDa -	 .. % 

2. Grain Silos Co.-nlex 	 Jose Ricket-ts - Areauipa 12, 
3. Chocola-e Confectionaries Plant 	 Ch-ooa-te7 7herica- Arequipa 4::, 
4. Fruit Preserves Processing Plant 	 AliCen-os Cerro Colorado - Arequipa 
 ;, . 

i1l 


Industrializtion of Quinua 


. _lanced F,_% i F :;GALS7:* - -reaaioa 	 2 --
-

Indcstrias Ali-enticias Cuzco - Cuzco 4,
 
7. ChocolEuc Confectionaries Plant 	 :.Ir.*.:oscoso - Cuzco -

8. 	Fruit and Chocolate Processing
 

?ian- Efrain Vergara - Cuzco
 
9. 	Pork Processing Plant Jose .;.Rozas - Cuzco
 

Coo.zerat___-_ 
Santa Elena - Trujillo 
!1. Asparagus Processing Plant Cadene de Conserva San Fernando-Trujillo I, 
12. Balanc-,d Feed ;ill 
 Gaston Tweddle V. - Trujillo 
13. Feed '-'i41 	 Jose 7. de la Puente - Trujillo 4 5 5 
14. Feed :-:llI 	 Ferna~ndo Sch-'roeder - Pacasmayo 3 "05 
15. Poultry Processing Plant Jose B. Jugo - Trujillo 	 4", , 
16. ..... Feed ::il
ce 	 CAP Ra.on Castilla Cuzco
 
17. Balanced Feed'::ill CA: - aL-bayeaue 	 12 1,;: 
18. Tannerv tor Sr-all Skins Carlos Villanueva - Trujillo 	 70, 

TOTAL 

*This sub-borrower has a need for three rore 
..ills w.ithin the next three years. 
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S -rc-.tcng Agency and Location RequiredInvestment 

.. - -ro--lant 
.nlnt "I.-n--: 

-
of Food - Tarapoto
Zf Food - Tarapoto 

$ 350,000
275,000 

-r z -nin -_r- cf Food - Tarapoto 600c,000 
4. :i nt.--

-
ckrf FOA ­
:f Food -

Tarapoto 
Tarapoto 

E5,0SC 
500,000 

Fooo - Tarapoto 425,000 
t-.-­ r-cf industr-...- Satipo 120,000 

.- . .C,.,.-lent. .._: "- ! t - Satipo 295,000 

7- -f ndu try - Satipo 320,000 
.y-::,tor r ,:proc _s­

. f - Piura 270,000 

- .. r 7----:-r 7-rutillo -_-
- Ica 335,000 

670,000 
.- -:r Tru-jilo 400,000 

- n o 55,000 
.nter:rise - Puno 400,000 

t ;, - or - Cuzco 190,000 

I.. .. , 
.-C Z~o 
- o 

530,000 
750,000 

. ..-
. n 

.. 
e 

p 2 3.. 
" ..... ro...;:laAt 

' a 
r.: 

-

-, 

c 
* 

-r 
- Pu:no 

- Cuzco 
-Czo 

600,000 
400,000 
530,000 

Z 
2. . '-

, 
,:Tc.-

-2 
. :-,v*. 

.: ::. 
:,.".c 

- ; 

-

"155,000 
T.r;r.sc 

--­ c 
- Lam.bayeaue 40C,000 

iC7,COO 
,.. r- - -;z r C- 750,OS0 

2% z~ 
*.*S~.-t i 
e-

e ) C4 ' !: trc'1 " 
-.:.-L't' 

;:c;rt)"
.tcr 

i2:etrrr~e 
- Zn~>--1rca - Cuzco 7 5, 00035,00

45,000 

TZYTAL $i0,582,000 


