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IORANDfI FOR THE DEVELOPMENT LOAN CO1,R4ITTEE 

SUBJECT: Pern - Feasibility and Pre-Feasibility Studies
 

Attached for your review are the recommendations for 
in an amount not to exceed $3,200,000authorization of a loan 

to the Government -f Peru ("Borrower") to assist in financing 
the cost of feasibility studies, pre-feasibility studies and 

related teclnical assistance and equipment in Peru. 

This loan proposal is scheduled for consideration by 

the DeveJ.opment Loan Staff Committ.ee at a meeting on Tuesday, 
February 21, 1967. 

Rachel C. Rogers 
Assistant Secretary 
Development Loan Committee
 

At barhrfnents: 
Sunmiai-y and Recommendations 
Project Analysis
 
ANNEXES I-VI 
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PERU-FEASIBILITY AND PE-FEASIBILITY STUDIES LOAN 

SUIMMARy AND RECOMMENDATIONS 

1. 	Borrower: The Borrower will be the Republic of Peru (GOP). 

Part of the loan will be administered by the Oficina 

Nacional de Evaluation de Recursos Naturales (oNERN) and the 

other part by the Fondo de Financiamiento de Elaboracion de
 

Proysctos de Inversion (FINEPI or FONDO), the latter under 
the
 

technical guidance of the Instituto Nacional de Planificacion
 

The Fondo will make sub-loans to entities of 
the public


(INP). 

sector to assist them carry out priority feasibility and 

pre-


Both ONERN and INP are part of the GOP
feasibility studies. 

plaring structure.
 

The 	AID Loan will be for up to $3,200,000.
2. 	AMOUNT: 


The 	AID loan will have a term of 40 years, 
including


3. 	LOAN TERMS: 

a ten year grace period, with an interest rate of 1% per 

year
 

during the grace period and 2-1/2% per year thereafter. 
Most
 

sub-borrowers under the FONDO portion of the loan will repay 
the
 

sub-loans to the FONDO in local currency over a period 
of from
 

There may be
 
3 to 7 years, at an interest rate 	of from 6% to 9%. 


1 D 	might wish to allow a
 certain studies, however, for whi:.*h t


longer repayment period.
 

The 	AID loan will be part of a 
4. 	TOTAL COST OF OVERALL PROJECT: 


larger GOP scheme to produce a permanent pipeline of 
economic and
 

technical studies and to increase the technical competence 
of the
 

of the GOP program is
 GOP 	planning institutions. The total cost 


approximately $9,800,000 broken down as follows:
 

$3,200000
A.I.D. $1,600,000 1,6oo,o0o 

I.D.B. 	 2,6;L,0 1,000,000 3,600,000
 

O37, 000,ooo
000,000
G.O.P. 	 , 


~ 	 T65,VOO T9,80010OO$4,200,000 


Note: All conversions of Soles into dollars throughout this 
paper
 

= $1.
 are 	calculated at the exchange rate of s/26.8 
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of 	the proposed loan is to secure 
5- PURPOSE: The primary purpose 

continuing flow of feasibility and pre-feasibility 
studies
 

a 
in order to develop projects suitable for AID loans and 

to
 

strengthen the investment plans of the Peruvian Government. 
The
 

studies financed with loan proceeds will result in a 
pipeline
 

propose to finance in the near
of 	projects which the USAID may 

future as well as in the identification of a limited number of 

feasibility studies appropriate for international financing.
 

In addition, the loan, through its technical assistance 
component,
 

will serve to further improve the technical capabilities 
of ONERN
 

and the INP. 

6. LOAN DESCRIPTION: The $3,200,000 loan will be used by ONERN and 

costs of the following types of studies

the Fondo to cover the 


and technical assistance:
 

a) 	area surveys by ONERN for the purpose of establishing 
the
 

development potential of natural resources in selected 
priority
 

areas and of preparing the economic feasibility 
of identified
 

projects;
 

b) 	feasibility studies of speci:'ic projects; 

c) pre-feasibility studies, the end result of which 
will be to
 

dete:.mine which of various alternate projects should 
be selected
 

for feasibility studies;
 

d) 	technical assistance in the form of consultory services and
 

training.
 

Approximately $1,800,000 of the loan will be allocated 
to 0NERN
 

to assist in the financing of (a) the cost of 
imported and locally
 

produced equipment and supplies for field investigations, 
field
 

support, processing of maps and preparation of 
reports, (b) the
 

cost of additional local technicians and sub-contractors 
to woik
 

on specific studies and (c) tecAnical assistance 
to 01XRN under
 

a 3-year contract for which consideration will be 
given to the I.A.G.S.
 

as well as short-term training in project selection, 
evaluation and
 

implementation techniques for the key staff of 
ONERN and the INP to
 

be 	carried out under contract with a private consultant.
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Approximately $1,400,000 is to be used by the Fondo to make
 

sub-loans to entities of the public sector for the financing
 

of contracts with orivate firms for feasibility and pre

feasibility studies to be mutually agreed upon between the
 

USAID and the Fundo. 

7. BACKGROUND: Tn 1963 AID signed a $3 million loan (527-L-023) 
with the COP to finance a number of feasibility studies.
 

This loan has been fully connnitted since mid-1964 and the
 

remaining undisbursed balance of $282,000 will be used prior
 

to the February 28, .967 terminal disbursement date. Out of 
being13 contracts a total of 38 stud:.es have been or are 

concluded.
 

To sustain the momentum gained from the first loan, for the
 

purpose of assuring a continuing pipeline of projects and
 

identifiable feasibility studies appropriate for AID and other
 

international fi.an~cng, the IMP requested a further $3 million 

in 1964. As AID did not at the time provide the requested 

amount, the TN? began discussions with the IDB. These 

discussions have resulted in the latter's recent approval of a 

$3.6 million study loan. This approval, of course, raises the 

question as to whether an AID loan is necessary at this time.
 

For reasons stated in Section V11, Issues, of this paper the 

USAID feels sh a loan is essential to assure a supply of 

projects that fit into the USAID country program and provide 

the type of information required by AID to make loans. 

In addition to the $3 million feasib.lity study loan made in 

1963, the following year AID al3o considered a 7.9 million loan 

to ONERN Cor natural resources 3tudies. The latter was designed 

to study four areas of Peru covring approximately 348,000 Km2 . 

The loan did not materialize, however, as AID was not in a position 

to provide the financing at that time. In considering a second 

proposal by ONIERN the USAID has convinced that institution to 

narrow the focus of the studies and to relate them more closely 

to the action pl.ans of the vari us inistries of the GOP. 

On September 20, 1966 the CAEC considere. the IRR for the project 

and approved it as presented as evidence by the cable communica

tion to USAID of November 32, 19b6 (F-ee Annex V). 
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8. 	 EXIMBANK CLEARANCE: On September 28, 1966 the Export-Import
 
Bank indicated it was not interested in making the loan.
 

9. 	 VIEWS OF COUNTRY TEAM: The Country team urges favorable action 
on the proposal in view of the necessity to provide a
 
continuing pipeline of feasibility and other studies related 
to AID's loan program in Peru. 

10. STATUTORY CRITERJA: All statutory criteria have been met.
 

11. PROBLEMS AND ISStUES: 

A. Whether an AID loan is needed in view of the IDB's recently
 
approved t3.6 million loan. 

B. 	Whether the AID loan should be incorporated under the FINEPI
 
system.
 

0. 	Whether the i.A.G.S. should continue to provide teuhnical
 
assistance to ONERN.
 

These issued are discussed and recommendations made in
 

Section VII of the Paper.
 

12. RECOMMENDATIONS: Authorization of a loan to the Government of
 

Peru (GOP) in an amount not to exceed $3,200,000, subject to the
 

following terms and conditions:
 

A. 	Interest and Terms of Repaynment
 

Borrower shall repay the lcan to the Agency for International
 

Development (A.I.D.) in United States dollars within forty
 
(hO) years from the first disburse.ment under the loan, including 
a grace period cf not to exceed ten (10) years. Borrower shall 

pay to AID in United States dollars, on the disbursed balance 
of the loan, interest of one (1) per cent per annum during the 

grace period and two and ore-half (2-1/2%) per cent per annum
 

thereafter.
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and Conditions
B. Other Terms 

marine(1) Equipment, materials and services (except 

insurance) financed under the loan shall have their 
origin
 

or Peru. Marinein and be procured from the United States 
loan shall be placed in theinsurance financed under the 

United States with a company authorized to do marine 

insurance business in any state of the United States.
 

(2) United States dollarz utilized under the loan to
 

finance local currency shall be made available to Borrower
 

or its designee through appropriate procedures and 
shall
 

be identified with procurement in the United States.
 

(3) Unless AID otherwise agrees in writing, repayments 
from
 

sub-loans made with AID loan funds will be made to the
 

FINEPI Account, will be subject to the terms and conditions
 

of the FINEPI system, and will be used for purposes approved
 

by A.I.D.
 

(4) Prior to any disbursement of AID loan funds for ONERN 

activities arrangements satisfactory to AID shall be made 

for technical consulting services. 

(5) The loan shall be subject to such other 
terms and
 

conditions as AID may deem advisable.
 

Project Committee: 

- CAP
R.Bobel 


Development Officer: T.Holsoe - NRE
 

: D.Greene - AID/ECO
 

Loan Officer 


Economists 

G.Lamberty - E/ECO
 

- LEG.
Legal Counsel : G. Flood 


Engineer : J.Chattey - CAP
 

Drafting Officers : R.Bobel/T.Hl:lsoe/G.Lamberty 
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completed. The Tumbes project was presented at the Consultative
 
Group meeting; there are no present plans to construct the Mo
quegua-Ilo project.
 

3. Small Hydroelectric Projects
 

Of the fourteen studies ten were of a pre
feasibility nature. Four proved to be uneconomical at the present
 
time and immediate detailed studies were recommended for the re
maining six. Some of these could be financed under the IDB loan.
 
Of the four feasibility studies'the Cachi project proved uneco
nomical while the feasibility of the Chonta project depends on
 
the further study of a related project. Two projects, Yuscay and
 
Culqui, were recommended Lo the Consultative Group, and the IDB
 
is interested in financing them.
 

4. Small Irrigation Studies
 

Eleven small irrigation studies were carried
 
out in the Department of Arequipa. Although all appear to be
 
economically feasible, (the highest benefit-cost ratio was 2.87 to
 
1 and the lowest 1.48 to 1.) there are no iamndiate plans for
 
their construction.
 

5. Pancicos Hydroelectric Study
 

This study proves the project not to be economically justified.
 

6. Agricultural Marketing Studies
 

Two marketing studies were completed under the
 
loan, one for rice and a second for wheat. Additional infor
mation has been requested by the INP fo- the rice study. The
 
Ministry of Agriculture is presently considering the recommen
dations of these studies with a view to establishing an action
 
program.
 

7. Transportation Study
 

The scope of work for this study called for a
 
broad first stage or design for a transportation plan. Subsequently,
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a highway plan was carried out with World Bank financing, 
thus
 

substantially reducing interest in continuing the secon. stage.
 

8. Sewerage Disposal Study
 

This study is being used by COSAL, the Lima water
 

and sewerage authority, to firm up its plans for the further 
improve

ment of the Lima System. (AID and the Export-Import Bank have
 

million for the first stage of this program.)
provided $14.5 


Experience Derived From the First AID Loan
 

The experience derived from the first loan shows that
 

a much firmer control and review process is necessary if high 
quality
 

of methods for the establishment of projectand desired uniformity 
and of content of the st-idies are to be obtained. Thepriorities 

USAID is prepared to work closely with the nlanning agencies and, 

through them, with the consultants to raise the standard of the 

(See Section VI 
selection and the Quality of the studies. 


Also, by , reareful appraisal of the proposed
Implementation Plan.) 


studies on the basis of the available information and through 
the
 

use of short-term economic pre-feasibilities, the USAID intends 
to
 

approve only such studies which present a reasonable prospect 
of
 

in the near future.
project financing and execution 

B. Background of the New Loan Proposal 

As the entire AID loan was committed in studies
 

a tontinuing pipeline of projectsby 2.964, and in order to assure 


in future years appropriate for AID and other international
 
samea further $3 million in thatfinancing, the INP requested 

As AID did not provide the reouested financing, the INP
 year. 

These discussions have
initiated discussions with the IDB. 


resulted in the .'atter's recent aporova1 of a $3.6 million Dre

,under C.) This approval,
investment stucy loan (described b:.1ow 

of course, raises the question as to whether an AID loan is
 

necessary at this time. For reasons stated in Section VI,
 

Issues, of this paper the USAID feels such a loan is essential
 

to assure a supply of projects that fit into the USAID country
 

program.
 

In addition to the $3 million feasibility study
 

loan made in 1963, AID also considered a t7.9 million loan for
 

natural resource studies in 1964. The latter was designed to
 

study four broad areas of Peru covering approximately 384,OO0 Km2
 

However, that. loan did not materialize,. Ir: considering a second
 

convinced that institution to

proposal by ONERN the USAID has 

them more closelynarrow the focus of' the studies and to relate 


to the action pIlans, of' the various GOP Mini:tries. The USAID
 

has been quit.e ct-,ive in coordinnting the proposed ONERN studies
 

the GOP, for exnmple colonization on the
to future plan:- ot 

eastern s-lope-. of the Andes.
 

the IRR for the new AID ]oan wasOn S'eptember 20 

presented to anrd considered by the CAEC. The intensive review
 

was authorized on November 12, 19,066 (see Annex V).
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C. Description of IDB Studies Loan and the Fondo
 

I. The Fondo (F,.N.E.P.I.) 

The Fondo was formally established in September,
 
1965, through Supreme Decree for the purpose of mobilizing fi
nancial and technical resources arid channeling them into the
 
execution of prcinvestment studies aimed at project preparation
 
through the granting of sub-loans to public and private entities.
 

The Fondo consistsof a Deliberative Council
 
consisting of the Ministers of State, Finance, Development and
 
Public Works, Agriculture, Education, Health and the Chief of the
 
INP's the latter serves as Coordinator. In addition, the Director
 
cfProjects of the INP serves as the Executive Secretary of the
 
Council. The functions of the Deliberative Council are to (a)
 
establish the general policies fir the use of the Fondo's re
sources, (b) approve annual study programs and (c) approve the
 
contracts by which the Fund receives resources.
 

The most significant functions of the Execu
tive Secretary Lire to (a) review sub-loan requests submitted by
 
public and private entities and present them to the Council for
 
approval, (1) encourage the efficient execution of the decisions
 
of the Council and the implementation of the studies it approves,
 
and (c) assess, in conjunction with Technical Coordinators, the
 
execution of the studies financed with Fondo resources in order
 
to assu:e that the studies meet the requirements of lending
 
institutions.
 

Although tle general policies for the use of
 
Fondo resources have not as yet been established, they should
 
be sufficiently flexible to permit the AID loan to be channeled
 
through it. The wording of the Al!) loan agreement will assure
 
this. An official publication of the INP explaining the Fondo
 
states that "all aspects (of the Fondo's operation) will be 
conditioned by the origin of the resources made available to 
the Fondo in each case according to the terms of the relevant 
loan agreement or contract. In principal, some general lines 
will be established applicable to the majority of the cases but 
in such a manner so as to permit the negotiation of acceptable 

UNCLASSIFIED
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conditions with the sources that provide the Fondo's resources".
 

The GOP expects that the Fondo, with the
 
technical collaboration of the INP and the sectoral planning
 
offices, (presently established for agriculture, industry,
 
mining, fishing, power, transportation, communications, education,
 
health, labor, housing and tourism) can establish priorities for
 
the preparation of studies in accordance with the national de
velopment plan. It has also been considered that such a mechanism
 
as the Fondo will be capable of promoting a continuing program of
 
preinvestment studies,
 

2. The IDB Loan
 

The recently approved IDB preinvestment studies
 
loan for $3.6 million will provide financing to the Fondo for a
 
period of three years beginning with CY 1967. In addition to the
 
IDB funds, the GOP will provide $1.2 million directly and $1.2
 
million will be contributed by entities of the public sub-s~ctor
 
(either through budgetary allocations or revenue from operations)
 
and, perhaps to a very limited cxtent, by private companies. As
 
presently contemplated, study flnancing from IDB sources of no
 
more than $1.2 million a year will be approved in order to as
sure an evenly functioning program over the three year period. 

Prior to the first disbursement from the IDB
 
loan the Fondo will be required to submit, for IDB approval, the
 
followingt
 

i. Basic criteria, including determination
 
of adequate geographic distribution for the selection and fi
nancing of the studies, the contracting of consultants, and the
 
restoration of theresourcesof :he program. (To assist in es
tablishing this criteria three 2xperts would be hired with
 
financing from the IDB loan).
 

ii. The first annual program describing the
 
sectoral, subsectoral, regional, and specific studies to be
 
made during the year with indication of their costs and sources
 
of financing.
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iii. Certification that during the disburscment 
period there shall be available to thc Fondo an initial GOP 
contribution equivalent to $1,200,000. 

During the three year loan program the IDB
 

would approve each of the annual plans as well as the contracting 
of specific projec'- studies whose costs exceeds the equivalent of
 
$100,000. The Fondo's Deliberative Council could approve, with
out prior consultation with the IDB, credits of up to $100,000.
 

The IDS has agreed with AID in Washington 
that it will solicit and consider AID and IBRD views on the annu
al studies program proposed by the GOP before determining its 

position on the GOP program. The IDB will not seek comment on
 

scopes of work, however.
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SECTION II - PLACE OF LOAN IN T'lE COUNTRY PROGRAM 

This loan will assist in achieving two goals of the 

Country Assistance Program; Goal I, Public Policy and Adminis

tration, and Goal I, Agriculture and Rural Development. 

A. GOAL I - In the area of Public Policy and Ad

ministration, AID's goal is to briing about priority changes 

which will enaibl.e thc, GOP to achieve the public investment and 

financial goals desired. The present activity will serve to 

strengtLhen thle GOP's publ ic investinert capacity. It will pro

vide ,aIssistLII:CL tO key Pc.:uvian institutions dealing with 
national. cConomuic planniw (the INP) and the evaluation of 

natural resources (ONERN). (Sec Scctioa 11I for an analysis of 

these organiza t ions aid Aki)' s effo rts to strengthen them). 

B. GOAL II-The vast majority of the studies fi
nanced under this loan will be directly related to AID's 

Agricultural and-{u,,_t Developnit priorities. 

The road studies already selected will be in an 
area of high potential agricultu:al output on the eastern 

slopes of tile Andes. These studies will assist both the GOP 

and AID to firm up their investi cnt pl.ans for development of 
that area as part of a bread-basket for the large Lima market. 

The agricultural marketing stuJies to be undertaken will serve 

to establish means by which certain bottlenecks may be brokeu 
in this area. 

The ONERN studies will also be related to AID's 
agricultural goals. Thice of the five studies already 

selected wil1. provide kCy naturml resour"ce information in 
three zones of the eastern slopes oE the Peruvian Andes and serve 

as a basis for fvture agricultural development. The two coastal 

studies will provide information on means to reduce salinity and 

provide information of a multipurpose nature for the Greater 

Lima area. Finally, the USAID will continue its discussions 

with ONERN and ONRA for the nur)osc of financing, colonization 

studies, the goal of wiilch would be -maximization! of food production 

rather than thle number of people settled. 

UNCLASSIFIED 
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SECTION Till - PROJECT i)ES(:R iPTiON 

A. x. 

The agcnieCs rcsponsible for execution of the loan
 
will he the Instituto Nacional du Planificaci6n (INP), serving 
as the technical coordinator -11theflondo, and Lhe Oficina Nacio
nal para Ia Ewalunci dIe Recursns Nnturales (ONERN). 

1. ] NP
 

'hr, INP was ustahl ished pursuant to a decree 
of October 25, 1962 as ai intugm, l parl. of the National Planning 
System. (Seo Anex ILI, E:hibits 2 and 3 for organizational 
structure of INP). Its principal obje .tivu is to formulate 
systematic conotmic and soci al develojpmnnt plans and to coordi
nat the activi tics o tho vartous mi istrius in order to as
sur. prompt imipIimclt:Lt. LI of the plans. The INP staff consists 

ll-thmn unpn oof I')5 , lo.,; , Y whom arc professionals dis-
I r imtd 1s folotIs': 12 to.inc.l", 13 econoi 5stSt, 8 agronomists, 
5 lawyers and 7 oLhe" exDmrt.*, 

A0 [mas prvicducd limitid technical assistance 
to the INP ovt Pl.:po:st Few years LIrou'I" the assignment of 
several conomi iSL s u: ]owaI StuIl tivCersity under an AID grant 
cntrtact.These (OoiOiSts navu concr':utrated their eMiiorts in 
1lu aras iIIi('uCutien ,ro.msnd studies and haveOf ;ilia sut.ral im
pruvcd t.chniqns Fuo prkOgrimi', .invstmunt pl]anms at both national 
and r'enional ,1wv.les. l)rl FY L9(67 and FY 19ob wo economists 
from the Iowa tran will continLa: to work with the INP, Ihe 
Central IR serv htnk , Ilc .ini tri-s F A,,riculture and u l.op
ment and WlI int; it ont:is uopc'ncd wiLh thc idunti[ication of 
hasic poi0 y WOLNmd;. li Addition Lo IhU tWO (.eOlOif1StS, anIowa 
'eSmLiarc.'h nIsoci:nt-v wil. coint(Atie to work with thu [IP and other 
acnu,,s duriin., FY 1967 and FY I= ninm thu improvemLnt of pro
cdrcs [or ym',,ir the co:ts and l.ncfiLs of major investment 
pIrojcLs. IniL ial attention i; heiny, ,iVrLn to "tan'ibl)c' 
projcts - irri.Ation, pen.t,-Liou roads, land settlement, etc, 
F.'in:ll ly, in ordor to slltrgt t'i the" p lani in, capabi]iticse of 
th. INP a md ONERN, a sinIllIptLio of I ic loan fund s may~' be used 
to irrange a short scmlilnar for INP and ()NERN sLaflf coverin-> 
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methods and techniques for the selection, appraisal and imple

mentation of development projects.
 

On the project level the INP conducts its
 

The latter consists of
activities through its Project Office. 


three sections; Analysis and Evaluation, Project Inventory and
 

Control, and Standards and Advisory Services. It has a techni

cal staff of eleven professionals, including nine engineers and 

two economists. The basic responsibilities of the Project 

Office are the fallowing: identification of the principal public 

and private projects in execution or preparation which are 

basic to the attainment of development purposes and orograms; 

promotion of the preparation of priority projects lacking in
 

both the public and private sectors; issuance of the regulations,
 

instructions, and criteria for preparation, analysis and evalu

ation of specific projects; and coordination of the evaluation
 

and control of execution of specific projects.
 

in view of Al) training efforts with INP, its 

present organizational structure, the experience gained by the 

INP under AID's previous $3 million loan, and the fact that 

AID will approve all selection of studies, scopes of work and
 

contracts, it is our judgement that the loan funds will be used 

promptly and efficiently.
 

2. ONERN
 

This organization was started as a Servicio
 

under the name of the Servicio Cooperativo Interamericano de
 

Fomento (SCIF). In 1962 it was decided to create the Ofic;na
 

Nacional de Eva!uaci6n de Recursos Naturales (ONERN) as a purely
 

Peruvian entity but with continue AID financial and technical 

assistance. ONERN became a depcndencycf the Instituto Nacional 
However,de Planificaci6n shortly after the latter was formed. 


in January, 1965 ONERN obtained administrative autonomy consti

tuing itself as an office of the Presidency of the Republic but
 

retaining a close tie with the INP.(See Annex Ill, Exhibit 4 for
 

organization chart),
 

ONERN has the central responsibility for 

collecting, evaluating and disseminating natural resource
 

UNCL\SS IFIED 
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information within the GOP. Mqre specifically, it is responsible
 

for the lanning and implementation of a national natural resources
 

inventory program designed to provide information nccessary for
 

determining the economic feasibility of road construction, coloni

zation, agricultural development and other programs. It has
 

twenty-five professionals representing the specialties of geology
 

soils, climatology, hydrology, transportation, socio-economics
 

and ecology.
 

ONERN, with the assistance of three U.S. 

technicians (Mnagement Agronomist, Soil Scientist arl Economist) 

provided by AID under a PASA arrangement with the Inter-American 

Geodetic Survey of the Department of the Army (LAGS), has made 

creditable progress in the last two years and is beginning to 

develop into a viable institution capable of efficiently executing 

natural resources studLes if provided with sufficient funds. The 

lAGS technicians have assisted in this development by: (a) the 

introduction of new survey techniques such as the use of photo

interpretation and a new land-use capability scheme; (b) the
 

introduction of the "Critical Path Method" (PERT) to assist ONERN 

to better coorcdinate the work of its eight separate departments 

by clearly dMfining the study objctivus of each department, and 

by establishing priorities and time schedules; and (c) the prepa

ration of an Ov rrli Work Schrduling Program which has speeded up 

work compic tion and effectivc lv pointed up delays caused by 

accepting addi tonal work without ra;a.rd for budgetary and man

power limitations. 

These interna 1. organizational improvements 
have progressed simultaneously with the progress made in making 
valuable natural resource studies which have directly influenced 
a number of cur rent agricultural, colonization and road programs. 

These studies include the followi V:,: (See Annex il1, Exhibit 5, 
for additio a information on each study). 

(a) Evaluation and Integration of the Economic 

and Social Po-ential of the Tingeo Marfa-Tocache zone . 

(b) Evaluation and Inventory of the Natural
 

Resources of the Departmeait of Puno.
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(c) Evaluation and Integration of the Economic
 
and Social Potential of the Perene-Sati.po-Ene zone.
 

(d) Evaluation and Inventory of the Natural Re
sources of the Kcos~iipata-Alto Macre de Dios-Man6 zone.
 

(e) Evaluation of the Problems of Salinity
 
and Drainage on the Peruvian Coast.
 

(f) Inventory, Evaluation and Integration of
 
the Natural Resources of the River Pachitoa zone.
 

(g) Evaluation of the Hydrolic Resources of
 
Perd.
 

Despite the substantial gains made recently 
ONERN still needs technical advice and guidance, not only to train 
personnel of all departments in order to ensure that the newly 
introduced advanced management systems are carried out effective
ly, but also to organize and execute the new studies to be under
taken when loan funds are made available. Thus, the USAID has 
agreed to finance two LAGS specialists (Management Specialist and 
Economist) with FY 1967 grant funds pending the approval of the 
AID loan at which hnic' . 2 ,.oISUlards il 1)-" ir-l under the loan. 

Based on the above, it is USAID's opinion that 
ONERN possesses the tnecessary technical capacity to carry out 
the proposed studies. 

B. P roject Activities 

1. ONERN Sludies 

This portion of the project comprises a number
 
of studies evaluating natural resources in various parts of Peru
 
most suited for immediate development. The studies to be per
formed by ONERN will form the basis for identifying project 
alternatives in the areas of ircigation works, agricultural 
development through colonization, redistribution of land through 
agrarian reform, feasibility studies for road construction, etc. 
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These studies are very important at this time in view of the need
 

to identify those areas of Peru having the greatest agricultural
 

potential with relation to market accessability.
 

The USAID, ONERN and INP are in agreement that the 

following five studies should be undertaken (a) Coastal Salinity 

Study, (5) Marropomacowha P-ojet, (c) Maranon Inventory, (d) 

Inambari inventouv and (e) Land Use and Colonization Studies. 

(See Annex 111, Exhibit 6, for sub-pro~e't details). 

n. INP Studies 

a) Roads
 

The rod studies under the proposed loan
 

would all be tied o the USAID's obectives in the agricultural 

sector. All feasibility studies, described in Annex III, Exhibit 7, 

will be completed for a 360 kilometer stretch of road running from 

midway point of the Aguaycia-San Alejandro (approximately the 

basic Mission's
Pucallpa highwny) to Pnica. Al -tudies are to the 

of the area.)breadbasket plan. (Sen Annex Ill, Exhibit 7 for a map 

In view of the aricultural potential of' 

on existinF natural resource studies completedthe region, (based 
by ONERN and the feasibility stady of the Villa Rica-Puerto Pachitea 

road recently completed by TkMS) and the prximity of the area to 

Grater Lima area providingsignificant amounts of foodstuffs for the 

proper access is developed. As the pesent; road between Lima and 

Palca is in relatively good condition and is presently being further 

improved, no loan conditions regaring fur thur i:nprovments are
 

time. However, to assure an orderly dovelopment of
needed at this 

the entire area studies of the following roads are needed:
 

Approximate Cost 

$ 50,OOOa. 	 Palca to Puente Paucartambo 

of
b. 	 Puente Paucartambo to the confluence 


rivurs Cacatu and Palcaeu 
 $150,009 

c. Puerto Panhitea to San Alej andro 0K50,000 
' d. Contingeuicy for road s ,udies 	 50,000;:Th00, O00 

is in(A more dehailed descriptlon of the road studies given 

Annex IT[L, ExhLbit 7.) 
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b) Other INP Studies
 

In addition to the above-mentioned ONERN
 

and road studies, the USAID is considering financing additional
 
The studies would be designed
INP studies in priority areas. 


primarily to alleviate agricultural marketing, bottlenecks and
 
No decision has
solve rural development and other problems. 


yet been made by the USA as to the specific studies to be financed
 

but the following list is illustrative of the types of studies
 

the USAID is considering for possible financing:
 

Std 	 Approximate Cost
 

1. 	Small irrigation improvement on
 
$200,000
the coast 


2. Fish extraction and marketing for
 
70,000
Lima area market 


130,000
3. Food marketing in Lima area 


70,000
4. Industrial park for Piura 


60,000

5. Selva air cargo 


220,000
6. National plan for food storage 


7. 	 Rural el:ctWriflication in selected areas
 

such as:
 

Callejon de Huaylas, San Lorenzo, 
Vilca 	Nota Valley, the Mantaro
 

1500,00
Valley, and Tacna 


TOTAL $900,000
 

While some of the listed studies are fairly
 

firm, as USAID lending and the implementation of the IDB loan
 

the next six to nine months, some and perhaps a
develop over 

substantial number of the listed studies may be replaced by
 

or the listed studies may be
others and the scope of a number 


considerably altered.
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SECTION IV - ECONOMIC ANALYSIS
 

The feasibility and natural resources studies proposed
 

under this loan are designed to provide information critical to the
 

most rational. 6evelopment of Peru's rqricultural potential. In is
 

not sufficiently clear what the optimum distribution of Peruvian
 

and external resources is For the improving of the agricultural sector,
 

especially the increasing of' food production. These studies are
 

necessary if intelligent choices are to be made between various
 

alternatives, for example between coastal irrigation and the opening
 

of ceja and selva through road programs; between large scale and small 

irrigation procctc': between develowmnent of new wnter sources and 
sources, andconservation and imroved utilizat.on of present 

alternative modes wV tranrsortat!in. In addition, these studies will 

ion about the no sibiliti es for agriculturalprovide vital in"R'o 
.lo [ 'p,rts of the contemplated routedevelopment nA 7olcvn. 't ion 


of' the Carreturc Marinal, wtich the Peruvian are determined shall
 

go forward.
 

There studies are focused on agriculture in which the
 

country is derendent for more thnrn 501 of its emnloyment, at least
 

15-20% of IN?, and about 20/ of foreign exchange earnings.
 

Furthermore, as described in Anney IV, the agricultural sector has 

been a nroblem for the economy. 

kJthough there is a grert deal of enthusiasm by the
 

present Government ;o develop the Ceja area and road construction
 

and colonization projects are underway, few new projects can begin
 
The AID studLes loan is
until additional studies are carried out. 


heavily concentrated on this region and is focused exclusively on
 

the food rroblem an the most efficient means to both increase
 

production Lnd improve marketing.
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The road studies are in an area of the Ceja closest to
 

Lima and which offers good agricultural potential. To assure
 

that maximum food production is attained the USAID will work
 

closely with ONERN and ONRA regardin a rational colonization
 

policy and study. Of the four remaining ONERN studies, two will
 

analyze the natural resource potential in other areas of the
 

Ceja, one will analyze the salinity problem on the Coast and the
 

other the development potential of the sierra region in the
 

Thus, all of the ONERN studies also are
Greater Lima area. 

closely tied to the agricultural problem.
 

Most of the remaining studies probably will be in the
 

area of food marketing. It appears to the USAID that the GOP
 
some cases without
is ready to move quickly in this area, in 


thinking thrcugh the consequences of certain actions. Thus, the
 
Improved use of
studies should serve a very useful role. 


selected existing water resources also may be studied.
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SECTION V -- FINANCIAL ANALYSIS
 

A. Financial Plan
 

The financial plan for the GOP overall program of
 

feasibility studies is as follows:
 

Fx 	 LC Total
 

A.I.D. $1,600,000 $1,600,000 $3,200,000
 
I.D.B. 	 2,600,000 1,000,000 3,600,0OO 
G.O.P. and -0- 3,000,000 3,000,000 
Private Sector 

$4,200,000 $5,600,000 t9,8o0,i00 

The contribution from the GOP (and the private
 
sector to the limited extent such sub-loans are made) represents
 

of' the total cost and 54% of the local rurrency
approximately . 

cost. The USAID feels that such a contribution is quite adequate. 

The financial plan can also be properly broken down 
between the ONERN 	portion and the Fondo portion.
 

.1. O.NoE.R.N. 

The approximate cost breakdown for this phase of 

the project in as follows: 
FX LC Total 

A.I.D. 	 $ 600,000 $1,200,000 $1,800,000 
600o0OOO.N.E.R.N. 	 - 0 - 6oo000 

$ 600,000 $1,sooooo $2,hoo,000 

'Lhe amount of $1,800,000 to be assigned to ONERN
 

includes $300,000 for the planned land usr and colonization studies 
which were not projecietd at the time the IR'R was submitted. The 
details o[' such studies 9re presently discussed with both ONERN 
and the Institute *or Agiariari Reform (ONRA). 

The following table pro jicts the ONERN costs by specific 
studies and year of execution (except for $300,000 all.)catedproject 

to land use and colonization studies).
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Salinity 

)&rc:2po-acC'c 
Inambari 

h 

ist year 

$220,790 

170,390 
18,680 

L o a n 

2nd year 

S163,600 

109,990 
.-

C o s t s 

3rd year 

$165,500 

112,290 
18,160 

Total 

$ 649,390 

39i,170 
136,S0 

is' yvear 

$ 83,!62 

35,222 
9,483 

ONERN Costs 

2nd year 3rd year 

$ 9L.,735 $ 98,735 

62,041 68,5'1 

54,094 

Total 

$276,932 

165,804 

63,577 

Grand Total 

$ 926,822 

558,974 

201,417 

.:ara.on 

Ta.bo " 

18,680 

10,000 

1183160 

-.- -.-

136,840 

10,000 

9,483 

20,320 

54,094. 

-a- -0-

63,577 

20,320 

201,417 

30,320 

Cont inseni eq 

T OT A L 

$538,040 $391,750 $395,950 $1,326,740 $157,970 
173,260 

$1,500,000 2 / 

$210,870 $221,370 $590,210 
9,790 

$600,000 

$1,918,950 
181,050 

$2,100,000 " 

publication costs 

'_30.000 fcr land use and colonization studies details not avaiiable. 

Ca 

-'I 
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The ONERN contribution is principally the 
additional administrative costs arising as result of the ex
panded activities under the AID loan. This is to le reflected
 
in the budgetary allotments to ONERN which will be increased
 

from its CY 1966 level of $300,000 to $480,000 in CY 1967 in
 
view of the projected AID loan. Further increases may be 
expected thercafter. The AID loan will assist in the financing 
of (a) the cost of imported and locally produced equipment and 
supplies for field investigations, field support, processing of 
maps and prcparation of reports, (b) the cost of additional 
local technicians and sub-Contractor:s to work on specific 
studies anid (c) technical assistauce in the form of the proposed three
year contract with the LACS as well as short-term training in 
project selection, evaluation and implementation techniques 
for the k(y staff of ONERN and the INP. This broken dowit as 
follows:
 

AID Financingl/ FX LC Total
 

a. Equipment and supplies 296,053 499,191 795,244
 
b. Local contract cost -.- 436,400 436,400
 
c. U.S. Consultants 115,100 82,200 197,300 
d, Contingencies -. 71,056 71,056 

41 1,153 1,083,847 1.,5(0000/ 

eq i '+! : . ,:" iid i vidu2. studies rr!,ae.. ,''. .". 

2. FI. N.E.P.I. 

The 	 approxima.e cost breakdown for this phase 
of the project is as follows:
 

FX LC Total,
 

A.I.D. 	 $1,000,000 400,000 $1,400,000 
I.D.B. 	 2,000,000 1,000,000 3,600,000 

1- 1,200,000 
Public and -.- 1,200,000 1,200,000 
G.O.P. 	 -. 1,200,000 

Private Sector 
$3,0o0,000 3,,( , 0 0 7$-,47,000 

3J nud;rl' O() !'cv' ].tri a : 112 ,r . +.;r il I! :, 	O nd3:- n., v+?:fr, 

wh!,Ibr ,.':kd<wrtt J:; ,":,. ,'o:L .,< !'.tr,,
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As the I.D.B. loan requires a contribution
 
of $2,4o0,'J0o from Peruvian sources over the three year period
 
it is felt that no additional contribution should be required
 
in connection with the AID loan. It is recognized that argu
ments can be made on both sides of the question as to whether
 
or not it is reasonable to count the GOP contribution to the
 
Fondo under the IDB loan as part of the project financial 
plan. It is the best judgment of the USAID, based on the
 
background of the project, that such contribution should be 
counted. Under the previous AID feasibility study loan 
(527-L-023) no direct GOP contribution was required. We 
negotiated for a contributior, when first considering a second 
loan but that was taken over by the TDP 'when the ID loan was 
not made. Thus, hased on AID's role in laying the groundwork
 
for a GOP contribution and inasmuch as the IDB loan, the
 
Peruvian contribution,and a portion of the AID loan will form 
part of the Fondo's resources, we feel it is reasonable to 
count all Fondo Yesources as part of the project financial 
plan.
 

AID loan money is to be used by the Fondo to 
make sub-loans to entities of the public sector for the 100 percent
financing of contracts for feasibility and pre-feasibility studies 
to be mutually agreed upon between the USAID and the Fordo. As the 
Peruvian contribution will be made as part of studies to be
 
financed with IDB funds, the AID loan will finance the full cost 
of the studies to be carried out. 

Sub-loans would be made for a term of from 
3 to 7 years at interest rates varying from 6% to Y under the
 
IDB loan and, in most cases, ander the AID loan. We chose these 
terms in order to conform with the IDB and assist in standardizing

Fondo loan terms as much as possible. There may be certain studies, 
however, for which AID might wish to allow a longer repayment 
period. 
In the case of loans to the public sector and independent
 
public sub-sector, repayment to the Fondo would come from annual 
budgetary contributions -nd/or other annual revenue.
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B. Repayment Prospects
 

The Republic of Peru will be the Borrower. Based
 
upon the program analysis presented in Annex I, as well as the
 
GOP's outstanding performance in servicing its debt, it is felt
 
that repayment prospects of the AID loan are reasonable.
 

C. Alternate Sources of Financing
 

AID/W has contacted both the IBRD and the IDB as
 

alternative sources of financing this project. The IBRD indicated
 
no interest in view of alternative commitments, while the IDB is
 
participating in the overall GOP program and its financing is
 

complementary to the proposed AID loan. Ex-Tm Bank indicated it 
was not interested in this type of project. 

D. Local ,urrency Financing 

The justification for the dollar financing of local 
currency costs in Peru ,:- provided within the Framework for A.I.D. 

Program in Anne- I, iage 8. 
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SECTION VI - IMPLEMENTATION PLAN 

It is expected that the loan will be authorized during
 
late January and that the Loan Agreement will be signed within
 

thirty days thereafter. This ceduced period between loan
 
the draft
authorization and sgnature should result inasmuch as 


Loan Agreement is presently being prepared and as the GOP has
 

started to process the required law through Congress.
 

Prior to initial disbursement of AID loan funds the 

Borrower, acting through the INP (the operations arm of the
 

Fondo) and ONERN must meet the usual conditions precedent. As
 

all conditions are quite simple it is anticipated that they
 

will be met prior to the end of February. 

Project implementation will be separate for the
 

ONERN and INP portions of the loan.
 

A. O.N,E.I,,N. Studies 

Prior to the disbursement of loan funds for each
 

project, ONERN will submit, for the approval of the USAIDthe
 

following information: 

(1) Descrirtion of project 

(2) Justification of study 

(3) Results of review of existing data
 

(4) Objectives of study
 

(5) Detailed scope-of-work
 

(6) Detailed plan of operations
 

(7) Budget, personnel, and equipment requirements
 

(8) Schedule of operations using PERT charts 

(Critical Path Method or CPM) and calendograms. 

(Most of this informaLion has already been compiled 

for four of the studies to be undertaken.) 
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Under ONERN's normal operating procedures, before
 
Paiy study is undertaken a comprehensive search is made of all
 
available surveys and accounts dealing with the area in question
 
in order to extract all possible information. Furthermore, all
 
available maps of the area are collected. Each division within
 
ONERN is then issued aerial photographs, either contact prints
 
or controlled mosaics, of the area. While these activities are
 
in progress, the Planning Division of ONIMN discusses the
 
various phases of the project with the other Divisions and
 
obtains time estimates for each activity. A preliminary PERT
 
chart is drawn, checked and revised after further consultations
 
with each Division. The final PERT chart is then drawn and the
 
critical path determined. The PERT chart and calendogram
 
indicating the time allotment and when activities are on the
 
critical path are then the management tools and guides for the
 
entire project. 

Each of the major Divisions within ONERN generally
 
has from thirteen to eighteen different activities to be
 
completed before an entire survey is done. And these activities
 
are related to each other. For instance, the economics section
 
has to wait for certain information from almost all sections
 
before it is possible to make the economic evaluations needed 
to determine the benefit-cost ratios for proposed projects. Thus 
the PERT method has proved an invaluable tool to ONERN.
 

In addition to the already established time PERT 
charts mentioned above, ONITiN is presently working to develop
 
cost-PERT charts for its projects. Although these have not yet 
been tested, it is considered feasible to establish such cost
 
control with the help of the TAGS team. With ooth the time and
 

cost PERT system in operation, it will be possible to judge the 
timely progress of a project and also check documentation of
 
expenditures needed fo;" loan fund disbursement against the total
 
cost of the project and the progress of the work.
 

The disbursement schedule for the four projects 
for which most of the details have already been worked out are
 
as specified in the chart in Section V -- "Studies Proposed for 

ONERN." Project execution will closely correspon-. to the
 
disbursement schedule. The Salinity and Marcapomacocha studies
 
will begin the first year and run a total of three years.
 

The Maranon study will be undertaken and
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completed the second year and the Inambari study the third year.
 
First year expenditures for these projects consist of equipment
 

purchases. For administrative ease ONERN desires to urchase
 

all such equipment at once. The Tambo study is presently being 
completed and will be published during the first year of the 
loan. Finally, the colonizatiop studies will be carried out 

once study details have been devoloped and approved jointly by 
ONERN, ONRA, and AID. This phase is estimated to take approxi
mately three months. The implementation pe'iod of the studies 
will be approximately one-and-a-half years. 

During project execution it will be the responsi

bility of the USAID's Development Officer (Natural Resources) 
and the Capital Deve'opnment Office to monitor the project to 
assure that:
 

(1) ONERN executes each project in accordance
 
with the approved work plans, specifications, and time 
schedules;
 

(2) ONERN submits periodic reports on the progress 
made and on preliminary findings; 

(3) Loan fur-idisbursements are based on project 
requirements and progress as indicated by cost-PERT charts; 

(4) Wlork pro~rcss is satisfactory and there is 

compliance with 'pecifications, work plans and other conditions 
of 	 the loan; 

(or o h r cns,,; - tant.) 
(5) IAGS/ assist ONERN in the proper planning and 

execution of the projects and p:ovidOs technical assistance 
needed to insure that work meet's the professional nnd :iccuracy 
standards established in the loan, (Consultatnt will also monitor 

progress and technical adequacy of the work.) 

Upon completion of the studies the data will be 
presented in some permanent type report. These reports will be 
reviewed by the INP and USAI) staff For compliance with the 
scope-of-work. USAID will also discuss with relevant GOP 
ministries the action plans to -e developed as a result of the 
reports.
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B. I,N,P, Studies
 

Of greatest urgency to the USAID is the commence

ment of the Puente Paucartambo-Confluence of the Rivers Cacazu 

and Palcazu feasibility study. In order to assure loan money for 

the Puente Paucartambo-Puerto Pachitea road by the end of FY 1967, 

the feasibility study is required by the beginning of May. As 

the study will take approximetely two-and-a-half months it is
 

very important thet work begin by mid-February. Thus, the 

USAID is working very closely with.the INP and the Roads
 

Division of the Ministry of Developmient in the preparation of 

a draft contract.
 

It is expected that the balance of the road study 

contracts, will be negotiated and signed within three months of 

the Loan Areement date. 

The other studies will be negotiated and signed
 

within nine months from the Loan Agreement date or deobligated.
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SECTION VII - PROBLEMS AND ISSUES 

As pointed out under the Summary and Recommendations,
 

the following issues have been considered by USAID during
 

intensive review:
 

A. Whether an AID loan is needed in view of the IDB's 

recently approved $.6 million loan. 

This question applies only to the INP or Fondo portion 

of the loan, that part which is not ear-marked for ONERN. 

The intensive review was carried out on the basis of 

the CAEC approval of the IRR as evidenced by the cable communication 

to USAID dated November 2, 1966. 

The nroblem is that without this loan, AID will not
 

have an adequate project pipeline. USAID lending plans assume
 

some studies will begin in February, far earlier than is planned
 

with respect to studies under the IDB loan, and chief among these
 

is a study of part of the Villa Rica-Puerto Pachitea road to
 

which President Belaunde attaches so much importance. The IDB
 

loan conditions require first, the hiring of the three experts
 

under the technical assistance portion of the loan, second,
 

the establislmnent of the basic criteria of the Fondo, and third,
 
the review and approval by the IDB of the first annual program.
 

Moreover, the theoretically desirable conditions of the Fondo
 

which IDB funds will create are likely to create practical
 

problems which will limit in various ways the nature and timing
 

of studies which USAID would think desirable for a high priority
 

lending program. Also, studies commissioned under A.I.D. funds
 

with scopes of work approved by USAID are more likely to result
 

in the kind of finished feasibility reports AID desires. The
 

proposed AID loan provides a very limited amount of resources to
 

provide for studies which USAID regards as desirable and which are
 
basic to the lending program it has in mind.
 

IDB has been consulted by AID in Washington. In view
 

of the specific nature of the AID loan, the Bank considers it to
 

be complementary to its own financing.
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B. Whether the INP portion of the AID loan should be
 

incorporated under the FINEPI system. 

The USAID has carefully considered the pros and cons
 
of this question and has decided that this portion of the loan should
 
go through the Fondo unless doing so would unduly delay the commence

ment of priority studies. It believes that the Peruvian self-help
 
effort to establish a system to maximize, over a period of years,
 
the internal f"nancing, of preinveostment studies is commendable and 
should be supported. After discussions with INP officials it is 
the USAID's present judgment that, although comunitment of funds under 
the IDB loan are months away due to reasons stated in A. above, the
 
Fondo's regulations are sufficiently flexible to allow the immediate 
commitment of studies under the AID loan. This is further confirmed
 
by the official publication, previously mentioned, of the INP explaining
 
that "all aspects of -the Fondo's operations will be conditioned by the
 
origin of the resources made available to the Fondo in each case 
according to the Crmis of"the relevant loan agreement or contract." 

In the event, however, that the Fondo cannot begin to 
function immediately or if its initial procedures are so unwieldy so 
as to unduly delay thle studies to be carried out under the AID loan, 
we would like to have the flexibility to riot. use the Foondo mechanism. 
Such a decision wuld not harm the Fondo or its concept as such 
financing would ,'1,arly be "pre-Fondo" designed to carry out studies 
needed urgently. INP of'ficials undorstand our concern and are agree
able to our proposal to use the Fondo insofar as possible but at our 
discretion to operate outside of it (though still through the INP) 
if ne-essary. 

C. Whether the !AGS should continue to provide technical 
assistance to C).>.E.R.N. 

Section 621 of the FAA, and PD-33 of August 12, 1966, 
require that, prior to entering into an interagency agreement for 
techni(.al servi,'es, the advice arid recommendations of the Office of 
Engineering he sougrht to determine whether no private firm is 
available whioh could provide comparable facilities and resources at 
a reasonable cost. 

The I.A.G.S. under g rant financing (PASA) has provided 
for the last two years three technicians to O.N.E.R.N. (Management 
Agronomist, Soil Sientist and Economist) to assist in the execution 
of the GOP program for natural resources studies. In the Mission's 
judgment the lAGS assistance has resulted in a creditable progress and 
ONERIN is beninn'no: to develop into a viable and capable instLtution. The 
description or 1AGS assistance rendered is provided in Section III - B. 

2-The Mission and ONER14 intend to retain lAGS for another rear contract 
to be fInanced from the proceeds of the proposed loan. The special factors 

UNCLASSIFIED
 

http:techni(.al


-27- UNCLASSIFIED
 

justifying the IAGS retention are the following: a) the IAGS
 
consultants are familiar with the.ONERN management and operations;
 
b) they are presently available at site (being temporarily
 
financed under grant) and no time-lag will be involved in the
 
selection of a new consultant and contract negotiations; c) they
 
carry with them a sense of continbity which would be most beneficial
 
to the successful carrying out of the project goals.
 

The Mission recommends the retention of IAGS and is
 
prepared, if reouired under the AID policy, to seek the advice of
 
the Office of Engineering.
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SECTION VIII - CONDITIONS AND COVENANTS
 

The conc ..tions and covenants set cut below are in
 
addition to the standard conditions and covenants:
 

A. Repayments from sub-loans made with AID loan
 
funds will be made to the FINEPI account, will be subject to the
 
terms and conditions of the FINEPI system, and will be used for
 
purposes approved by A"CD.
 

B. Prior to any disbursement of AID loan funds for
 
ONERN activities arrangements, satisfactory to AID, shall be made
 
for technical consulting services.
 

SECTION IX - IMPACT ON U.S. ECONOMY
 

Arproximately '1$11,600,000 of' the AID loan will be
 
used for the prmrnir, ,f ,mrwrdI ies and servires in. 
the United Statec. Furthermore, as U.S3. dollars utilized under 
the loan to l'innce ]ocal currency shall be identified with 
U.S. procurement, the U.S. balance of' payments will not be 
adversely affected. 

The studies to be c:.uried out should result in 
projects which will offer increased markets for U.S. goods and 
service.;. 
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FRAMEWORK FOR A.I.D. PROGRAM
 

Objectives
 

U.S. assistance to Perd is properly viewed in the con
text not on]y of the traditional inter-American political
 
institutions which bring the two countries together but also in
 

the context of the very close trbde and commercial relations that
 
exist. The U.S. is at once Perd's best customer and largest
 
supplier buying about 40 percent of all Perd's exports and selling
 
roughly the same percentage of Peruvian imports. U.S. private
 
investors have on the order of $500,000,000 invested in this
 
country, and profit remittances abroad from Pertl (with the bulk
 
going to the U.S.) currently run to more than $70 million
 

I
annually. 


Beyond these commercial interests, the U.S. has an
 
important stakL in the success of the economic and social modern
ization process initiated by President Belaunde. Internal
 
stability, economic viability, and political development compatible
 
with U.S. policies and objectives depend to a large degree on the
 
success of that process. Accordingly, the objectives of the A.I.D.
 
program are, first, to support Perth's efforts to create improved
 
economic and social opportunities for the presently disadvantaged
 
ha.lf of the poinulation living in a subsistence economy, and second
ly, to establish an institutional base--public and private--for
 
sustained economic and social growth in Perd.
 

The Settinp
 

Perd has many of the essential ingredients for a meaning
ful attack on the constraints which hold half the population of 
this nation in poverty even while maintaining the outstanding eco
nomic performance chalked up ove-" the past decade. Perd has a 
democratic, reform-minded government which believes in the goals of 
the Alliance for Progress and is deeply committed to development 
and progress. 
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Perd is traditionally a private enterprise economy. The
 
private sector has done a remarkable job over the past decade in
 
giving Perd one of the highest aggregate growth rates in Latin
 
America. That growth, however, has been singularly ill-distributed
 
with the urban coastal areas sharing fully in its fruits and the
 
tradition bound peasants of the Andes benefitting little, if at
 
all. The problems which Perd must meet and overcome in the process
 
of bringing the sierra indians into the national economy are com
plex and massive. Although in many ways the challenge is common to
 
all under-developed countries, the prob]em here is in certain 
respects unique, The core of the Peruvian problem is disparity-
disparity of income and economic opportunity between the coast and 
the Sierra, social disparity between the Spanish Peruvians and the 
Andean Indians, and political disparity among regions. Stemming 
from this schism is massive migration to the slums of the coastal 
cities, clamour for more land to correct historic land tenure 
inequities and intermittent rural violence and defiance of authori
ty coupled with active communist agitation. 

With half of his s ix-vear term still before him, Prasi
dent Belaunde is as determined as ever to move forward on a broad 
developmental front. The Alliance for Progress is viewed, not only 
as a source of potential extennal resources, although that is 
important, but ,,lso as a commitment to internal retorm and progress. 
Specific accomplishments so far incluce the passage of basic agra
rian reform legislation, the first municipal elections in ovp- Ocerty 
years, the initiation of a community development program to 
strengthen small communities and local qovernments and increased 
emphasis on agricultural output by onening new areas and providing 
capital to small farmers. 

Notwithstanding the many favorable factors, however, Perd's 
economy is not yet suff iciently trong nor adaptable for its 
government to be able to mobilize the quantity of capital, technical 
and human resources which will be needed to support the major effort 
which the size and urgency of the problems require. If, however, 
Pcrt can reasonably count on substantial external assistance from 
the United States, in collaboration with the international lending 
agencies and posslbv some European countries, it should be able to 
achieve a developmental push on a scale suf ficient to put it well 
along towards the solution of its most urgent problems. The consequent 
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advantages to the U.S. in terms of political stability, national
 
and continental economic growth, and success of the Alliance for
 
Progress in South America's third largest country, would be con
siderable.
 

Growth Pattern 

As the 1965 World Bank Appraisal of Perd's Public Inves 

ment Program points out, per capita income has increased by more 
than 40 percent since 1950 and by 25 percent since 1959. The 
growth performance of the past seven years has on average, then,
 
more than met the basic Alianza target of 2.5 percent per capital
 
per year, even while population was growing by nearly three percent
 
per year--a remarkable performance sustained by very high levels of
 
domestic savings ranging around 20 percent of gross product on the
 
average.
 

It is in respect to the quality or structure of growth
 
that has been achieved that the Peruvian record is clearly defi
cient. The grnw:: in the economy has, if anything, increased the 
regional disparities which lie 'at the heart of many of Perd's 
political, social, and economic problems. The expansion in overall 
output reflect!ed in the national statistics was produced (apart 
from the mining contribution) almost entirely by the mlodern export 
agriculcu-e, jishing,, manufactu riny,, and comn:erce cF the Const, and 
the benefits f growth have, in turn, been very largely retained on 
the Coast. 

One of the most si ,nif.cat and basic deficiencies that has 
become increasingly acute over uhe years s that in a'-ricultureq, food 
production for domestic coo tttinm appears to have st;ijnated o-er 
the past 15 yars, As a result increases in food prices constantly 
lead upward the general rise in prices while fond prnuet's are a 
constancly mrnwing share .r Perd's import bill. 

t follows from the foregoing that there have been major
 
deficiencies in the structure o the investment that has taken place 
to date. 'hiie investment has been high, it has been heavily concen
trated in directlv productive and largely export-orientd activities 
and, to a lesser extent, in urbon construction. Investment in basic
 
economic and social infrastructire has, especially outside of the
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Coast, been a small part of the total, and very slight indeed in
 

relation to Perd's needs at the present stage in the development
 
process.
 

The Gaps
 

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

gaps in human and financial resources. On both fronts, the problems
 
in Perd are sizeable.
 

As it concerns the ability of the Government to effective

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

ministries of government including Finance, Dove]opment, and Educa

tion. To cope with the shortage of skills, a growing amount of 

resources is being devoted to formal education. Furthermore, the 

technical assistance programs of A.I1D., the FAO, and other organiza
tions add muasurablv to the availahbe pool of skills. 

On the financial side it is clear that higher investment
 
(public or private) rcq, ires larger savings (voluntary or forced).
 
Recognizing the nec for more public funds, the Belaunde administra

tion emba rkcd o: a sorI esu r uv'Uc ra i:i-n;g masures a fter i ts 
inauguration, This has included two successive boosts in the
 

transactions tax, bringing the rate to five percent; an across-the
board increase in impott tariffs, plus additional duties on certain 

luxuries imports: and new or hi, her excises on some domestic prod

ucts, including notaibly alcoholic beverages. But the experience of 

the past th e years; has demns t ratcd that Perd's hasic tax structure 

will have to he ,verhaIied. It is itpossible to pyramid rates much 

farther on the present a rchaic tax :str'ucture with its large component 
of earmarked taxes, heavy reliance on ind(irect levies, vulnerability
 

to Fore i'n trade fluctuations, profusion of minor levies, general 
complexity, and inadequate administration. 

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

Revenues, Expenditures, and Savings
 

Percentage of GNP
 

1963 1964 1965
 

Current Revenues 
 18.3 17.9 17.1
 
Current Expenditures 15.8 16.1 15.7 
Current Savings 
 2.5 1.8 1.5
 
Domestic Borrowing 
 - - .7 1.3 

(Including change in cash 
bal ances)
 

Public Investment 
 4.4 5.9 5.8 

New tax measures are expected to play a material role in 
the Government's 1967 budget. 
A real estate tax and possible

increases in highway user 
taxes through either the device of highway

tolls or a higher gasoline tax aie likely to 
receive executive

endorsement. 
 Either these proposals 
or other feasible alternatives
will have to be adopted if the Government is to carry forward with 
a growing investment program in the context of relative domestic 
price stability.
 

THE BALANCE OF PAYMENTS 

The underlying strength, and it is considerable, inPeruvian balance of payments 
the 

lies in an extraordinarily diversified 
natural resource endowment. The catalog includes semi-tropical
fertile (when irrigated) coastal lands, an abundance of rich mineral resources clorse to cheap occan-going transport and uniquea combina
tion of climate nd current which make Perd the leading fishing
nation of the world. These assets mixed with significalt home-grown
enterpreneurship and government policy hospitable to foreign investment have generated a remarkable increase in exports. From 1950 to
1960 exports more doubled fromthan rising $198 million to $440
million and the gain 
in export value from 1960 
to 1965 was equal to
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the gain of the precceding decade. After stagnating in 1965 exports
 

rose sharply again in 1966, but imports rose even more rapidly.
 

It iq however, easy to overstatL the strength of Perd's 

foreign balance. Quite aside from import demand which has general

ly kept pace with the growth in exports, investment income runs to 

more than ten percent of the value of Peta's exports. Such outpay

ments coupled with more than matching outflows for freight and 
GOP into deficit ininsurance have put the current account of the 


12 of the last 14 years and five of the past six years,
 

Indeed, the current account position has deteriorated in 

each of the past six years, 1964 excepted. 

Current Account 

Balance of Payments 

(millions of dollars) 

1961 1962 1963 1964 1965 1966
 

Exports 510 556 555 635 687 750
 

-429 -478 -515 -513 -646 -700Imports 
Freight and Insurance -53 -63 -6, -75 -85 -90 

-100Investment Income -63 -66 -72 -72 -77 

Miscellaneous 27 15 14 -11 -5 -10 

Current Account 
Surplus (Deficit) -8 -36 -81 14 -126 -160 

There is no reason to expect the trend in Lulrent account 

to reverse itsclf over the next few years; on the contrary, the 

weight of the cvidence points to an increasing need for foreign 

capital, private and especially, public to maintain equilibrium in 

the balance of payments.
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Summary Balance of Payments
 

(millions of dollars)
 

,1961 1962 1963 1964 1965 1966 1966 

Balance-Current Account -8 -36 -81 14 -126 -160 
Net Public Loan Recipts -4 20 47 59 63 123 
Private capital, and other 53 28 64 -38 36 -23 

non-current items 
Surplus (deficit) 41 12 30 35 -27 -50 

of which: 
Central Bank 34 6 18 25 15 -48 
Other Financial Institutions 7 6 12 10 -42 -2 

Public Investment
 

Total public sector investment has risen over sixty percent
during the past three years. Domestic financing has held at roughly 
two-thirds of the total over that period which must be counted as a 
considerable performance in view of the weaknesses in the tax system. 

Estimated Public Investment and Its Financing
 

(billions of soles)
 

1963 1964 1965 1966
 

Public Investmeit 
 3.5 5.6 6.6 8.4 
Domestic Financing 2.3 4.0 4.4 5.0
 
Domestic Financing as percent of investment 66 71 66 60
 

Available estimates of investment by sector in the pre-
Belaunde year of 1962, and in his first full year in office 1964, 
shuw that outlays in agriculture and school construction doubled;
 
that hospital and rural medical. centers expenditures tripled; and 
that transportation (highway con;truction) investments reached a 
peak of almost one biilion soles, equal to 5% of public sector 
current revenues. Looking to th: future, public investment will 
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continue to rise with the larger share of the increase programmed
 
for the same sectors--agriculture, highway, and education.
 

Even as the Government continues to invest in bricks and
 
mortar, it is conscious of the need for sustained inputs into human 
resources. The President's principal vehicle for effecting social
 
change in its many facets--education, local government, personal
 
motivations, and expectations--is Cooperacidn Popular. Increasing
ly, with the help of A.I.D., the Government will become even more
 
fully engaged in probably the most difficult and intractable task-
that of integrating the landless, uneducated, Quechua speaking,
 
subsistance "campesinos" of the Sierra into the national market 
economy.
 

Local Currency Financing 

Lending for local currency can be justified on grounds of 
a current account deficit in the balance of payments only when the 
local government is itself making an adequate contribution of its 
own resources. In the Mission's "Preliminary Report" it was ex
plained that the U.S. program is keyed to important self-help 
efforts in increasing revenues. On the balance of payments side 
the "Preliminary Report" sets out that the foreign resources so 
provided will be rcquired by the economy to an increasing extent 
in the coming years. 

Given the scale of the investment program and the increase 
in local resources to be devoted to that program, we consider the 
amount of local cuIr-cncy financing, to be done by A.I.D. to be a 
function of the kinds of activities A.I.D. chooses to promote. Our 
program goals i- social change, reduced dispari ties through rural 
habilitation, incr-eased innuts into domestic agriculture, and 
broadened econnmic opportunity through education can only be 
effectively met if A.I.D. is able to judiciously finance some share 
of local costs. To forego priority projects that are in the long
term U.S. interest because they involve a local currency cost 
component would make an anomal.y of the program. 

Loan Terms
 

The disbursed portion of foreign nublic sector debt has 
risen from $161 million at the end of 1960 to $293 million at the
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end of 1964 and to an estimated $424 million at the end of 1965.
 
Projected annual debt service requirements for 1966 point to a
 
burden of roughly ii percent of projected exports. There is 

every expectation that the debt burden will rise rapidly in the
 
next few years. Indeed, the World Bank estimates that even if
 
Peril takes on new debt on terms in use by the international lenders
 
the debt service will still rise to more than $120 million by 1970
 
or more than 15 percent of projected export volume. If A.I,D. and 
other agencies loan on terms significantly shorter than their mi
nimum, there is a real prospect that debt service by 1970 could
 
reach some $150 million, approaching 20 percent of prospective
 
export volume. 

Most of the projects included in the Peruvian investment 
program will yield substantial returns, but in many cases only over 
a long payout period. Further, the infrastructure investments which 
will receive deserved priority--education, agriculture, roads--often 
yield a significant part of their benefits in the form of so-called 
external economies (by way, for c!ample, of expanded opportunity or 
greater efficiency ',or the cenerhl public) or in a form (improved 
health) which ca1nnot be directly translated into income. It is 
administratively difficult to levy user charges to pay off such 
investments and in addition the social objectives which the public 
investment serves deserve strong sunport. 

For a combination of reasons, then, balance of payments, 
the type of public investment envisioned and the end which it 

.ryes, the Mission believes that minimum loan terms are fully 

warranted for Perd. 
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PERU 

FEASIBILITY AND PRE-FFASIBILITY STUDIES LOAN
 

CHECK LIST OF STATUTORY CRITERIA (Alliance for Progress)
 

1. 	FAA s.102. Precautions that have been or are being taken to
 
assure that loan proceeds are not diverted to short-term
 
emergency purposes (such as budgetary, balance of payments,
 
or military purposes) or any other purpose not essential to
 
the country's long-range economic developmnent.
 

Adequate control will be exercised to assure that loan
 
proceeds are not diverted to short-term emergency purposes
 
(such as budgetary, balance of payments, or military
 
purposes) or any other purpose not essential to the country's
 
long-range economic development. The USAID Capital Develop
ment and Natural Resources Advisors shall approve all re
quests for AID disbursements and make certifications as to
 
the timely and full contributions of the GOP.
 

2. 	FAA s.102. Information on ,easures Laken to utilize U.S.
 
GoverLiment excess personal property in lieu of procurement
 
of new items.
 

The 	Borrower shall take measures to utilize USG excess per
sonal property in lieu of the procurement of new items
 
wherever possible.
 

3. 	FAA s.102. Information whether the country permits or fails
 
to take adequate measures to prevent the damage or destruc
tion by mob action of U.S. property.
 

The Government of Peru does not permit, and takes adequate
 
measures to prevent, the damage or destruction by mob
 
action of U.S. property.
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4. 	FAA s.201(d). Information and :onclusion on legality
 
(under laws of country and United States) and reasonable
ness of lending and relending terms of the loan.
 

The proposed loan is consistent with the laws of Peru and
 
the United States and the terms are considered reasonable
 
by both the Borrower and A.I.D.
 

5. 	FAA s.251(a). Manner in w1ch loan will promote country's
 
economic development and contribute to the welfare of its
 
people.
 

This loan will promote Peru's economic development and
 

contribute to the welfare of its people (See Section III
 
and Section IV).
 

6. 	FAA s.251(b)(1). Extent to which country is adhering to
 
the principles of the Act of Bogota and Charter of Punta 

del Este and is showing a responsivenes to the vital eco
nomic, political and social concerns of its people, and 

extent to which country has demonstrated a clear determi
nation to take effective self-help measures.
 

Account has been taken of the Borrower's adherence to the 
principles of the Act of Bogota and the Charter of Punta 
del Este, and the Borrower's responsiveness to the vital
 

economic, political and social concerns of its people. 
Contributions by the Borrower to various programs in
cluding agrarian reform, low and medium cost housing, 
civic action, education and community development are 
demonstrations of effective self-help measures. 

7. 	FAA s.251(b)(2). Information and concl-ision on activity's
 
economic and technical soundness.
 

This activity has been found economically and technically
 
sound (Sections III and IV)
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8. 	FAA s.251(b)(3). Information and conclusion on activity's
 
relationship to other development activities, anid its
 
contribution to realizable long-range objectives.
 

This activity has a basic significance for Borrower's 
development activities, and will play an essential part in 
the realization of long range objectives. (Summary and 
Reconenda t ions) 

9. 	FAA s.251(b)(4). Information and conclusion on possible
 
effects on U.S. economy, with special reference to areas of
 
substantial labor surplus.
 

This activity will have no significant direct effect on 
the U.S. economy or areas of substantial laboc surplus in 
the U.S. economy. 

10. 	 Ft'\A s.25.(h). Information and conclusion on availability of 
financing from ether frec-world sources, including private 
sources within the United States. 

Financing for this activity is not available from other 
free world sour:cCs, iincluding private soutces within the 
United States on reasonable terms. (Section V) 

11. 	 FAA s.25.(b) , Infor,.atioll and conclusion on capacity of the 
country !:o repay the loan. 

It appeats reasonably curtain tiat the Borrower will be 
capable of repaying the loan. (Section V) 

12. FAA s.231(b). Information and conclusion on country's efforts 
to repatr'iate capitaL itvested in other countries by its own
citi ens. 

It appears that the Borrower is attempting to repatriate 
capital invested in othei countries by its own citizens 
through its free exchange policy and strong endorsement of 

private enterprise. 
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13. 	 FAA s.251(b). Information and conclusion on reasonable 
prospects of repayment.
 

It appears reasonably certain that the Borrower will be 
willing and able to repay the loan. (Section V) 

14. 	 FAA s.251(e). Information and conclusion on availability
 

of an application together with sufficient information and
 
assurance to indicate reasonably that funds will be used 
in an economically and technically sound manner. 

The Borrower has made a formal application for loan-funded
 
assistance in this activity, and A.I.D. has received suffi

cient information and assurance to indicate reasonably that
 

funds will be used in an economically and technically sound
 
manner.
 

15. 	 FAA s.251(g). Informtvion and conclusion on use of loan
 
to assist in promoting the cooperative movement in Latin
 
America,
 

NOT APPLICABLE.
 

16. 	 FAA s.252(a). Total amouni of money under loan which is 
going directly to private enterprise, is going to inter
mediate credit institutions or other borrowers for use by 

private cnterprise, is bi'ngi, used to finance imports from 
private sources, or is otherwise being used to finance 
procurement from pivate sources. 

Of the Lotal amount of money loancd approximately $1.7 
million is being used to finanoc imnports (goods and services) 
from 	 private sources; and $3.3 million is being used to fi
nance Trocurement from private sources. 

17. 	 FAA s.601(a). Information and conclusions whether loan 
will oncoura,, efforts of the country tot (a) increase the 
flow of international trade; (b) foster private initiative 
and computition; (c) encourage development and use of co
operatives, credit unions, and savings and loan associations; 
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(d) discourage monopolistic practices; (e) improve
 

technicalefficiency of industry, agriculture, and
 
commerce; and (f) strengthen free labor unio7ns.
 

This project will encourage efforts of the Borrower in 
relation to e above. See Sections I, II1, and IV. 

18. 	 FAA s.601(b). Information and conclusion of how the
 
loan will encourage U.S. private trade and investment
 
abroad and how it will encourage private U.S. partici
pation in foreign assistance programs (including use 
of privnte trarde channels and the services of U.S.
 
private enterprise),
 

A number of contracts will be made with private U.S. 
consulting firms to carry out project studies, (Summary
 

and Reconimendat ions) 

19. 	 FAA s.601(d). Conclusion and supporting information on 
compliance with the Congressional policy that engineer
ing and professional services of U.S. firms and their 
affiliates are to be used in connection with capital 
projects to the maximum extent consistent with the 
national interest. 

Engineering and professional services of U.S. firms and
 

their affiliates are to be used to the maximum extent
 
consistent with the national interest. (Summary and
 
RecommendaLions)
 

20. 	 FAA s.602. lnformation and conclusions whether loan will 
permit American small business to participate equitably 
in the furnishing of goods and services financed by it. 

All U.S. commodity procurement financed by the loan will be
 
advertised pursuant to A.I.D. Small Business Requirements 
thus 	permittin, American Smnll Business to participate 
equitably in the lurnishing of goods and services. 
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21. 	 FAA s.604(a); Apps.s.108. Compliance with restriction of
 
commodity procurement to US. except as otherwise determined
 
by the President and subject to statutory reporting require

ments.
 

Materials and service financed under the loan shall be 
procured from the United States or Peru. U.S. dollars 
utilized under the loan to finance local currency costs 

shall be made available te Borrower or its designee through 
appropriate procedures, and shall be identified with pro
curement in the United States. 

22. 	 FAA s.604(b). Compliance with bulk commodity procurement
 
restriction to price no higher than the market price pre
vailing in the U.S. at time of purchase.
 

Any commodities financed by the loan and purchased in bulk
 
will 	be purchased at prices no higher than prevailing U.S.
 
market prices.
 

23. 	 FAA s.604(d). Compliance with requirement that marine 
insurance bc purchased on commodities if the host country 
discriminates, and that such insurance hc placcd in the 
U.S. This section will be' complied with. 

24. 	 FAA s.611(a)(1). Information and conclusion on availa
bility of engineering, financial, and other plans 
necessary to carry out the assistance and of a reasona
bly firm estimatc of the cost of the assistance to the 
United Statns. 

Necessary technical and financial plans have been 
completed, and a reasonably firm estimate of the cost 
to the United States of the activity to be financed has 
been 	 attained. (Sections Ill and V) 

25. 	 FAA s,61l(a)(2). Necessary legislativc action required 
within recipient country aqd basis for reasonable antici

pation such action will be comp1etcd in time to permit 
orderly accomplishment of purposes of loan. 
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Congress must pass a law to give the executive lending 

authority for the loan. The law is presently being dis

cussed in Congress and passage is imminent. 

26. 	 FAA s.61l(b); App. s.1Ol. If water or water related land 

resource coostruction project or program, information and 

conclusion on benefit-cost computation. 

NOT APPLICABLE. 

27. 	 FAA s.611(c). Compliance with requirement that contracts
 

for construction be let on competitive basis to maximum
 

extent practicable.
 

NOT APPLICABLE.
 

28. 	 FAA s.612(b) and 636(h). Appropriate steps that have been
 

taken to assure that, to the maximum extent possible, the 

country is contributing local currencies to meet the cost 

of contractual and other services and foreign currencies 
owned by thc U.S. are ucil iized to meet the cost of con
tractual and other servic(,s. 

Appropriatc steps hav, been taken to assure that, to the 
maximum 2xtert possible, the Host Country will contribute 
!ocal cu'rcncy. Foreii currencies owned by the U.S. are 
not available for financirg this activity. If these be

come available during the course of' disbursements, they 
will 	 be substitutcd Eo1 U.S. dollars. 

29. 	 FAA s.619. Compliance with requirement that assistance to 
newly independent counLtries be furinished through multi

iatcral oirgoni:ation1s to maximum extent appropriate. 

NOT APPLICABLE, 

30. 	 FAA s.620(a); App. s,1.07(a). Compliance with prohibitions 
against assistance to Cube and any country (a) which 

furnished assistance to Cuba or failed to take appropriate 
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steps by February 14, 1964, to prevent ships or aircraft
 
under its registry from carrying equipment, materials, or
 
supplies from or to Cuba; or (b) which sells, furnishes,
 
or permits any ships under its registry from carrying
 
items of primary strategic sighficance, or items of eco
nomic assistance to Cuba.
 

No assistance will be furnished under this loan to the 
present government of Cuba, nor does the Borrower furnish 
assistance to the present government of Cuba. The
 

Borrower has taken appropriate steps to prevent ships or
 
aircraft under its registry from engagingin any Cuba
 
trade.
 

31. 	 FAA s.620(b). If assistance to the government of a
 

country, existence of determination it is not controlled
 
by the international Comunist government.
 

The Secretary of State has determined that the Borrower is 
not controlled by the international communist movement. 

32. 	 FAA s,620(c). If assistance to the government of a country,
 

existence of indcbtdncess to a U.S. citizen for goods or 
services furnished or ordered where such citizen has ex
hausted available legal remedies or where the debt is not 
denied or contested by such government or the indebted
ness 	arises under an unconditional guaranty given by such 
government. 

The Borrower is not known to he indebted to any U.S. 
citizen for goods or services furnished or ordered where 
such 	 a citizen has exhausted available legal remedies or 
where the debt is not denied or cnntested by the Borrower 
or the indebtedness arises under an unconditional guaranty 
of payment by the Bor~rower. 

33. 	 FAA s.620(d). If assistance for any productive enter
prise which will compete in the U.S. enturpriaL, existence 
of agreement by the recipient country to prevent export 
to the U.S. of more than 2M7, of the enterprise's annual 
production during the life of the loan. 

UNCLASSIFIED 
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NOT APPLICABLE. 

If assistance to the government of a
34. 	 FAA s.620(e)(1), 

country extent to which it (including government agencies 

or subdivisions) has, after January 1, 1962, taken steps 

to repudiate or nullify contracts or taken any action which 

has the effect of nationalizing, expropriating, or other

wise seizing ownership or control of property of U.S. 

citizens or entities beneficially owned by them without 

taking appropriate steps to discharge its obligations. 

The Borrower (including Government Agencies or Subdi
to have taken steps since January 1,visions) is not known 

1962 to repudiate or nullify contracts or taken any action 

which has the effect of nationalizing, expropriating, or
 

otherwise seizing ownership or control of property of U.S.
 

citizens or entities beneficially owned by them without
 

taking appropriate steps to discharge its obligations as
 

specified in this section.
 

Compliance with prohibitions
35. 	 FAA s.620(f); Apps. s.109. 

against assistance to any Communist country.
 

Assistance provided under this loan will not be furnished
 

to any Comnunist country.
 

36. 	 FAA s.620(g). Compliance 14ith prohibition against use of
 

assistance tocompensatc owners for expropriated or national

ized property. 

Assistance provided by this loan will not be used to compen

sate for expropriated or nationalized property. 

37. 	 FAA s.620(h). Compliance with regulations and procedures 

adopted to insure against use of assistance in a manner 

which, contrary to the best interests of the U.S., promotes 

or assists the foreign aid projects or activities of the 
Commun ist-bloc countric'S. 

aAssistance provided by this loan will not be used in 

manner which, contrary to the bust interests of the U.S. 

assists the fcreign aid projects or activities
promotes or 


of the Commnist-bloc countries.
 

UNCLASSIFIED
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38. 	 FAA s.620(i). Existence of determination that the country 
is engaging in or preparing for aggressive military efforts.
 

The President has not determined that the Borrower is en
r,aging in or preparing for aggressive military efforts. 

39. 	 FAA s.620(k). If construction of productive enterprise
 
where aggregate value of assistance to be furnished by U.S.
 
will exceed $100 million, identification of statutory
 
authority.
 

NOT APPLICABLE.
 

40. 	 FAA s.620(l). Compliance with prohibition against as
sistance after December 31, 1966, for the government of a
 
country which fails to institute investment guaranty program.
 

Investment guaranty agreement presently under negotiation. 

41. 	 FAA s.620(n); App. 107(b). Compliance with prohibition 
against assistance to countries which traffic or permit 
traffickin; with North Vietnam. 

The [lost Country does not traffic or knowingly permit
 
traffickinpg with North Vietnam.
 

42. 	 FAA s.620(c). If country has seized, or imposed any 
penalty or sanction against, any U.S. fishing vessel on 
account of its fishing actvities in international waters, 
information on the conside;ation which has been given to 
excluding the country from assistance. 

The Host Country's seizurc of U.S. tuna clippers has been 
considered. It has been determincd that the incidents do 
not, at this time, warrant withholding of U.S. assistance. 

43. 	 FAA s.621. Information and conclusion on how the loan in 
providing technical assistance will utilize to the fullest 
extent practicable goods and professional and other services 

UNCLASS IFIED 
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from 	private enterprise on a contract bnsis, If 
the facili
ties of other Federal agencies will be utiLized, information
 
and conclusion on whether they 	are particularly suitable, are 
not competitive with private enterprise, and can be made
 
available withont undue interference with do:mestic programs.
 

With 	the cxccption of the ONERN portion the loan 	 financed 
studies to be carried ouc will be provided by private firms 
on a 	contract basis.
 

The L\GS will provide technical assistance in view of its 
past 	and continuing relationship with ONERN. 

44. 	 App. s.(unnumhercd). Use of funds to carry out FAA s.205, 
which pertains to IDA. 

NOT APPLICABLE. 

45. 	 Ap. s.0? . Comtnliancc with requirement that paynents in
 
excoss $.0 o arch
, ar tectural and en, ineeri1ng services 
on any one project be reportLd to Congress. 

Payments in excess of $25,000 for engineering services on 
this project will be reported to Congrcss pursuant to the 
requireni-nU oj this sectiotn. 

46. 	 APp. s. 104. Comp].ianc, with bar ag'ainst funds to pay 
pensions, etc for military personnel. 

Funds obligated by the loan and Local currency generated 
thereby wI'il1. not be us-d to pay pens ions, annuities, etc. 
as prohibited in Lhis Section. 

47. 	 App. s. 106. IE country attempts to create distinctions 
because of their" rac, or re,ligion amnon, Americans in
 
granting pe rso:nl or comn rcil 
 acccss or other rights
 
otherwise available to U,S. citizens generally, appli
cation will be madc in nrgotiat ions of contrary 
principles as expressed by Congress, 
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UNCLASSIFIED
 
ANNEX II, Page 12 of 15 
Exhibit 1, }ag( 12 of .12 

No attempts by the I-lost Government to create distinctions
 
because of race or religion among Americans in granting
 
personal or commercial access or other rights otherwise
 
available to U.S. citizens generally are known. If the
 
Host Government attempts to create such distinctions,
 
application will be made in negotiations of contrary
 
principles as expressed by Congress.
 

48. 	App. s.lll. Compliance with existing requirements for
 
security ciearance of personnel.
 

This 	requirement will be enforced.
 

49. 	 App. s.112. Compliance with requirement for approval of
 
contractors and contract terms for capital projects.
 

Firms which provide engineer.'ng aad other professional 
services financed by the loan for the project, and the
 
terms of their contracts, shall be approved by A.I.D.
 

50. 	 App. s.114. Compliance with bar against use of funds to
 
pay assessments, etc., of U.N. member. 

Loan funds will not be used to make any payment to a U.N. 
member. 

51 	 App. s.115. Compliance with regulations on employment 
of U.S. and local personnel for funds obligated after 
April 30, 1964. (Regulation 7)
 

NOT APPLICABLE. 

52. 	 App. s.401. Compliance with bar against use of funds
 
for publicity or propaganda purposes within U.S. not
 
hLretofore authorized by Congress.
 

Loan funds will not be used for publicity or propaganda 
purposes within the United States. 

UNCLASSIFIED 
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ADDENDUM 
to 

CHECK LIST OF STATUTORY CRITTERIA 

PERU-FEASI BILI TY AND PRE-FEASIBILITY STIUDIES 

1. 	FAA Section 251(b) (5). Information and conclusion on the degree 

to whi&" he country is making progress toward respect for the 

rules o iaw, freedom of expression and of the press, and recog

nition of the importance of individual freedom, initiative, and 
private enterpri se. 

Peru has a democratic reform-minded government which believes in 

the goals of the Alliance for Progress and -is deeply committed in 
the development and process. Efforts to improve economic and 
social opportunities for the presently disadvantaged half of the
 

population living in a subsistence economy and to establish an 
institutional base--publLc and private--for sustained economy
 

and social gro,^'th Ln Peru or examples of movement in this dir
ection. 

2. 	 FAA s. 251(b) (6). Information and conclusion on the degree 
to which the country Is taking steps to improve its climate for 
private investment. 

Peru's economy is strongly orientated toward private enterprise. 
The private sector provides 80% of the GNP. The Government of 

Peru issued an industrial promotion law in November 1929 to 

encourage foreign and domestic Krivate investments in Peru's 

industrial sector. Severn], private investment banks have been 

nstablished in Peru in the past five years. 

3. 	 FAA s. 251(b) (7). Tnformation and conclusion on whether or not 

the activity to be financed will contribute to the achievement of 
self-sustaining groth. 

See "Purpose" in Summary and Recommendations section of Loan Paper. 
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4. 	FAA s. 251(b) (8). Information and conclusion on the extent 
to which the activity will contribute to the economic and political 
integration of Latin America. 

The feasibility studies to be financed will include studies of
 
certain sections of the proposed highway linking Bolivia, Peru,
 
and Colombia.
 

5. 	FAA s. 251(h). Information and conclusion on whether the activity
 
is consistent with the findings and recommendations of the Inter-

American Committee for the Alliance for Prigress in its review of
 
national development activities.
 

This activity is consistent with the findings and recommendations
 
of 	the Inter-American Committee for the Alliance for Progress. In 
its Sept. 66 annual review, the ClIAP staff specifically communicated 
the need for a continued series of feasibility studies to provide 
for international financing in Peru. 

6. 	FAA s. 281. Extent to which the loan will contribute to the 
objective of assuring maximum participation in the task of 
economic development on the part of the people of the developing
 

countries, through the encouragement of democratic private and
 
local governmental institutions.
 

The over-all program providing for the participation in feasibility
 

studies of Government agencies, Local governments, and private
 

enterprise, will assure maximum participation.
 

7. FAA s. 6 11(a) (]). Information and conclusion on availability
 
q of engineering, financial, and other plans necessary to carry out
 

the assistance and of a reasonably firm estimate of the cost of
 

the assistance to the United States.
 

Not applicable. 
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8. 	FAA s. 620 (i), Information on representation of the country 
at any international conference when that representation includes 
the planning of activities involving insurrection or subversion 
against the U.S. or countries receiving U.S. assistance. 

There has been no official representation of Peru at a.iy in
ternational conferences which included the planning of activities
 

involving insurrection or subversion against the United States
 
or countries receiving U.S. assistance.
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PROJECT STUDIES - LOAN 527-L-023
 

CONTRACT NO CONTRACTOR 

527-L-023-1 Hydrotechnic Corpo-
ration 

527-L-023-2 Hydrotechnic Corpo-

ration 

527-L-023-3 International Engi-
neering Company, 
Inc. 

527-L-023-4 International Engi-
neering Company, 
Inc. 

527-L-023-5 Greeley and Hansen 
Engineers 

527-L-023-7 McCreary-Koretsky. 
Engineers 

PROJECT 
STUDY Total in 

AOUNT 
US $ 

CONTRACT 
Breakdown US $ 

S/. 

Tumbes Irri-
gation-
Hydroelectric 

$ 176,346.27 $75,600.00 
S/. 2,700,000.00 

14 Hydro-

electric Power 
Projects 

$ 383,388.05 $186,000.00 

SI. 5,290,000.00 

Piura Irri-
gation-Hydro-
electric 

$ 439,000.00 $210,365.00 
S/. 6,127,418.00 

Ica Irriga-
tion-Hydro-
electric 

$ 395,000.00 $226,000.00 
S/. 4,529,200.00 

× =;z 
M I u- Xog 

. ,' 

Lima Sewage 
Disposal 

$ 40,000.00 $40,000.00 
S/. -

Moquegua-Ilo 
Irrigation-

Hydroelectric 

$ 220,000.00 $120,000.00 
S/. 2,680,000.00 

0 0 
t 

WU 
0 



PROJECT STUDIES - LOAN 527-L-023 

CONTRACT NO CONTRACTOR PROJECT 
STUDY Total 

MOUNT 
in US $ 

CONTRACT 

Breakdown Us $ 

527-L-023-8 Parsons, Brincker-
hoff y Cfa, S.A. 

National 
Transporta-
tion 

$ 120,000.00 $120,000.00 
S/. -

527-L-023-9a Agri Research Inc. Rice Mar-

keting in 
Peril 

$ 23,850.00 $23,850.00 

S/. -

527-L-023-9b Ernest Keller & 
Associates, S.A. 

Wheat Mar-
keting in 
Peri 

$ 48,500.00 $48,500.00 
S/. -

527-L-023-10 Hydrotechnic Corpo- Small Irri-
ration, S.A. - gation 

OlazAbal & Ledn, S.A. Projects in 

Arequipa 

$ 216,544.77 $38,000.00 
S/. 4,785,000.00 

Z 0 

527-L-023-11 J. G. White Engineer- Pancitos 
ing Corporation - Hydroelec-
Piazza & Valdez tri 
Engineers, S.A. 

$ 143,100.00 $69,480.00 
S/. 1,973,016.00 

0 

r 
00 



PROJECT STUDIES - LOAN 527-L-023 

PROJECT 
STUDY Total 

AMOUNT CONTRACT 

in US $ BreakSon us $ 

527-L-023-12 Brown & Root Overseas 
Inc. 

Tarapoto-

Juanjui, La 
Morada-
Tocache, and 
Teresita-

Quimpiri 
Roads 

$ 520,000.00 $520,000.00 

S/. -

527-L-023-13 TXMS American Corpo-
ration 

Villa Rica-
Puerto 
Pachitea 
Road 

$ 274,000.00 $170,000.00 
S/. 2,787,200.00 

T O T A L $2,999,729.09 -

X 

.,.q 

. 

o 

(n
I

0 0 

CQ 

C-o 

0 
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STUDIES MADE BY ONERN. THEIR COST AND USE: 

I.- Evaluaci6n 
de la Zona 

e Integracion del Potencial 
Tinge Marfa - Tocache 

Econ61nico y Social 

(a) Location.- '[llis project 
on the upper reaches of 
ment of 1IS1rLuco and San 

is located in the "high 
the Rfo [Huallaga in the 
Mart fn. 

jungle" 
depart

(b) Extent.- An area 
which 96,000 Has. 
lopment. 

of some 113,000 Has. 
were selected for .. 

were studied of 
ricultural deve

(c) Cost.- This study was made at a cost of about $153,000. 

(d) Use.- From information based on this study the GOP has 
secured financial aid in the form of loans from AID, 
the "xim Bank and BID for the construction of a segment 
of the Marginal Highway from Tinge Marta to Tocache. 

2.- Programa do Inventario 
del Departaniento de Puo 

v Evaluaci('n de Recursos Naturales 

(a) Locatiui,.- This project is located in 
Puno in the southern Sierra of Peru. 

the department of 

(b) Extent,- The extent 
1,388,200 has. 

of the project covers an area of 

(c) Cost.- The cost of this study was about $319,408. 

(d) The results of this study are being used to implement 
the agricultural Development Plan of the area that was 
formulated by Corporaci6n de Fomento y Promoci6n So
cial y E'conomica del Departamento de Puno (CORPUNO). 
Also information from this study is being used by Ofici 
na Nacional de Reforma Agraria (ONRA) to implement the 
agrarian reform. 
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3.-	 Evaluaci~n e Integraci6n del Potencial Econ6mico y Social
 
de la Zona Peren - Satipo L Ene
 

(a) Location.- The project is located in the Department of 
Junin in the high jungle area. 

(b) 	 Extent.- The study coveos an area of 182,200 has. 

(c) 	 Cost.- This 'tudy was accomplished at a cost of $203,360. 

(d) Use.- As a result of this study the World Bank has pro
vided a donation of $300,000 for a feasibility study of 
a road 110 Km. in length from Chanchamayo to Satipo. 
Also the Civic Action is building roads in the area and 
spontaneous colonization is taking place. 'The original 
study indicates that there is sufficient land to sup
port 200,000 colonists. 

4.-	 Inventario v Evaluaci6n dh los Recursos Naturales de la zo
na Kcosdiipata - Alto Madre de Dios - Kintl
 

(a) 	 Location.- This study is located in the Department of 
Mdre de D)ios in tie moderately low jungle. 

(b) 	 Extent.- The 	 study area covers some 181,000 hectares. 

(c) 	 Cost.- This project was done at a cost of $123,800. 

(d) 	 This study resulted itn changing the course of a road 
being constructed by the Civic Action from poor land to 
an area where it would serve good land, also 20,000 hec 
tare's weer found to be suitable for agricultural ex
ploitation. Pl ans arc being formul.ated for colonization. 

5.-	 Evaluaci6 tie los Problemas de Salinidad y Drenaje en la Cos
 
ta Peruana 

(a) 	Location.- This project is a systematic study of the 

UNCIASS IF] ElD 
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irrigated valley of the arid coast of Peru. The 
study began in Tacna the southern most val ey and 
progress northward. 

is 

(b) Extent.- Since its inception in 
distributed over 15 valley have 

1963, 
been 

16,000 
covered. 

hectares 

(c) Cost.- Thu 
$99,600. 

c" St oK making the study is approxi nately 

(d) Usc. 'This smudv has ShOWn th: /, Lo the cultivated 
land ina thu BD vllVs covured are a ffectcd to some 
degree by salinity, ,i ,aliniLy and/or poor drainage. 

In vi e' &t ', SKou;SMss of this problem the GOP 
has tmh (ijv.i rLo nmi:e m",ore detailed studics leading 
to improvmc, of ': ,iLW:iurt nt lands. 

6.- Inventario, EvNiuaci6n e 
rales de' la Zona do! R[i' 

lntagracihn 
Pachi tea 

de los Recursos Natu

(a) Location.- This studv is 
Ilumnuco and encompasses 

Rivcr. 

located in Chu lulpartment 
the valle,, of the Pachitea 

of 

(b) Extent.- This projcct covers and area of 962,000 

hecta res of which 533,000 were found suitable for 
agriculitural usc. 

(c) Cost.- The 
the r,,port 

cost of 
anwountd 

this study ircluding 
to $216,400. 

publication of 

(d) Use.- This study has just published. AID has 
shown interest in msaking a loan for a feasibility 
study of a section of the Marginal highway in 

area due to th: Pachi tel report. 

already 

this 
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7.-	 Evaluacion de los Recursos Hidr~ulicos del Per6
 

(a) This is a study and compilation of the hydrologic data
 

on ten rivers of coast and sierra of Peru done in
 
cooperation with CEPAL
 

(b) 	Cost.- This project cost was about $117,200.
 

(c) Use.- The GOP is forming plans for the development of
 
hydroelectric and irrigation projects based on this
 
study.
 

8.-	 Other basic Natural Resource Studies made by ONERN
 

(a) Inventario de Estudios 1]eSuelos del Peru' (Primera
 
Aproximac ion)
 

(b) Proyecto do Inventario y Evaluaci6n de los Recursos Na
turales dcl Peru. 

(c) Inventario de los Estudios y Disponibilidades de los Re
 

cursos Forestales del Peru'.
 

(d) 	Inventario de los Estudios Geol6gicos del Perdi. 

(e) 	Inventario de los Recursos Naturales de la zona Ollae

chea-San Gaban-Inambari. 

(f) 	 Reconocimiento de los Recursos Naturales del Curso Me

dio del Rio Urubamba. 
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A. PROPOSED STUDIES BY ONERN
 

a. Costal Salinity Study 

The salinity study is a three-year project which 

will be coordinated and executed by ONERN. Extensive cooperation 

by other agencies will be required if duplication of effort is to 

be avoided. The stidy will cover the valleys and existing irrigation
 

projects, approximately 7,000 Km2 of the Pacific coastal area. The 

objective is to assemble basic data on a physical and economic nature 

which has a bearing on salinity and related. problems and is needed 

for implementation of programs, or projects which will minimize their 

detrimenta l effe upo n t,hi- p:oductivity of the land. This objective 

will be accomplished through compilation and review of existing data,
 

analysis of projects an~d programs related to salinity problems and
 

collection of new data needed to meet minimum data requirements.
 

ActivLtie:; to meet this objective will be undertaken in two phases. 
many coastal valleysThe initial_ phase is for one year and will cover 

It will consist of compiling existing data
and irrigation projects. 


and collecting selected new data at a reconnaissance level. Based 

on this information a selection will be made of those areas which 

offer the manimiun economic return for investment inputs. The second 

phase is for two years and will consist of field investigation and 
areas for detailed dedata collectint, acivities in the selected 

related probenLs and their solution.finition of alinily or 
Additional benefits of this project will be the identification of a 

number of other problems which have an important bearing upon the 

economic development of the coastal area and development of extensive
 

cooperation between ONEBN and agencies working in the area.
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b. Marcapomacocha Project
 

The Marcapomaco~ha project covers the .7atersheds
 

the Rimac, Lurin, Chillon and upper Mantaro rivers and includes
of 
the focal point for the potential
the Greater Lima area, which is 


development. The study to be financed thrcugh loan funds involves 

the natural resources portion -,f a large multi-purpose project 

concerned with hydro-electric power production. utilization of
 

potable water and water for irrigation, land use changes and urban
 

ONERN will evaluate the mineral and hydrological resources
planning. 

on 14,000 kn2 hectares and make a soil survey on 100,000 hectares
 

to determine land capability and suitability for agricultural pur-


The study will take two years and is of importance to
 poses. 

determine water resource .potential for expanded agricultural activities
 

for food production within the Greater Lima Area.
 

c. Maranon Inventory
 

The Maranon Inventory is a one year project,
 

which will be coordinated and
covering approximately 8,000 km, 


executed by ONERU. It is located in the eastern Andean slopes of 

Northern Peru along the margins of the Santiago and Maranon rivers. 

This area will b,- opened by a penetration road now under construction 
The objectand is an alternate route for the marginal jungle road. 

ive is to make a preliminary determination of the economic development 

This will include deterlmining suitabilitypotential of the area. 


of the area for settlement and agricultural development, determination
 

which may be utilized and the practicability of constructof resources 
forestry and farmland potential appear

ing roads -within the area. The 
ONERN will make integrated reconnaissance reconnaissance
to be high. 

soils, and hydrologyresource studies involving forestry, geology 

surveys. It will supplement this data with social and economic studies 

of human and economic resources. 

d. Inambari Inventory 

The Inamnbari Inventory is a one year project
 
2
 , which will be coordinated and
covering approximately 10,000 kim


the eastern Andean slopes of
executed by ONERN. It is located on 
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Southern Peru along the margins of the MarcapataInamberi and Madre
 
de Dios rivers. This area has been opened by a penetration road.
 
The objective is to make a preliminary determination of the economic
 
development potential w-ith special reference to cattle raisins and
 
other agricultural poten;ials. This will involve determination of 
economic size farm urits within the area with recommendations for 
integrated fain crops to produce cash food crops which can be 
marketdu in Puno and Areauipa. ONIERN will make an integrated 
reconnainssance invento:r 01' resources involving studies in geology, 
sol]s, forestry arid hydrology. 

e. Land Use and Cclonization Studies
 

n the Villa Pica-Puerto Pachitee area and 

other sections within the bread basket area for Lima, 0NERN will 
make detailed land use classifJcation maps in a scale of' 1:40,000 
of all areas within the sphere. of influence of'proposed road 
construction and which will fail. within the land use classifications 
I to VI which are snitable for agricultural uses. Based on the 
abore and studies tu deternine the economical farm unit size, which 
will also be made by ONERN, the latter then will locate on the land 
use map, family size and larger farm ]ots to be occupied by colonizers. 
The above studies and implementation maps will be used by ONRA 
(Peruvian Land R-form OfficeO towards settling, in an orderly fashion 
colonists who wil]J have sufficient agricul.tural lan to rroduce cash 
food crops to be marketed in Lima and other areas. 

Four of -the studies, excluding the Land Use and
 
Colonization Studies wi!.! have a total cost of approximately 
$2,100,000 of which the AID loan would finance approximately 
$1,500,000. AID loan financing of the Land Use and Colonization 
Studies would amount to approximately $300,000. However, project 
details have not yet been FuJ.l.y defined. 

Depending on the individual scopes-of work, each
 
of the studies will provide sc-me or all of the following information: 

UNCTAfiIFTED 
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Geology mill locate and describe rock units, stratigraphy
 

and formations, their origin, texture and composition, as well as
 

tectolinear patterns, lava flows, and intrusions. Geomorphology will
 

identify landforms resulting from erosion such as terraces, flood
 

plains, disected drainage patterns', etc. Mineral resources potential
 

production, employment, and economic data for geologic resources will 
be collected.
 

Hydroloa- and Climatology will map watershed areas, in

clude maps of all stream gauge and weather stations, collect and
 

prepare, as appropriate, all climatological and hydrological data. 

They will show hydroelectric project locations, location of water
 

sample and analysis.
 

Soils will make pedologic and/or other soil classifications 
and studies consi.stant with the objectives of each project. The scale 

intensity will depend upon the requirements of each project. This 

information will be secured by utilizing existing data whenever possible, 

but will include substantial field study. The data will include land 

Capability C] a:; ifi cetion, Pedo!.ugic Classification, Utilitarian 

Classification and *rovide data on soil fertility, erosiveness, physical 

and chemical lahoratory analy::;is. productivity, adaptability of crops 

to soil conditions, etc.
 

Transportation will make pre-feasibility road analysis 

to map and evaluate existing, proposed or potential roads and road 

routes, road requirements, road specifications, transportation costs 

and charges, traffic load, etc., as specified by each project. 

Socio-Economics will inventory and evaluate the appro

priate hmnan resources. It will collect costs, production and economic 

impact data on the agricultural and industrial sector, collect and 

evaluate production costs, yield, marketing, land use and other data 

as specified. 

Forestry and Vegetation studies will provide data classified 

by species and will detemnined the extent, lo.cation and production 
onvolume of each unit of classification. Data will also be collected 

the reserve:;, iwe!;elt employment, value: and ecornm.ic Ji rrpa'. wher, 

appropriat(:. 

IJNC',AS ;IFT'E},D 

http:ecornm.ic


UNCLASSIFIED
 
ANNEX III, Page 15 of 30
 
Exhibit 6A, Page 5 of 5
 

Land Use Studies will provile information on actual land
 

use and if appropriate on past land use patterns to determine use
 

change trends 

Miscellaneous Studies df special nature will be made when 

considered appropriate when financial and time limitations permit
 

and when they can be adequately justified as necessary to meet the 

objectives of the project. 
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SUB-PROJECT STUDY DESCRIPTIONS
 

MARANON
 

I. 	INTRODUCTION:
 

This comprises approximately 800,000 hectares along both margins 
of the rios Mara dn and Santiago and some of their tributaries 
in the upper jungle of northern PerL. An increased interest has 
been manifested in the area because it has been proposed as an 
alternate route oF the Carretera Marginal and because Civic 
Action is now constructi, a road into the area which should be 
completed within two to three years. This is apt to lead to 
spontaneous colonization with the subsequcnt destruction of a 
vast forestry resource. The area appears to have a significant
 
agricultural potential. Its untapped forestry resources appear 
to be extremely ric'i. This inventory is to make a preliminary 
survey oF the resources and to direct attention to their best 
probable use. ONERN has the capability for making this type of 
study and ha1s in fart made several similar studies. 

II. O,3JECTIVES: 

1. Investigate the water resources of the Santiago, Marafdn, 
and their tributaries that are within the study area. 

2. 	 Investigate tl-e geologic resources. 

3. 	 Investigate the forestry resources. 

4. 	 Investigate the soils. 

5. 	 Investigate the present human resources. 

6. 	 Make a preliminary dte-nination of the colonization 

potential. 

7. 	 Make a p,'.,l iinry evaluation or the desirability of 
routin , the Carrel era Mari na lhrough the area. 

8. 	Make a preliminary detormination of the agricultural 
potenti al 
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III. SCOPE OF WORK
 

1. 	Review, compile aid evaluate all existing data pertain
ing 	 to natural resources and their use. 

2. 	 "reparc suitable base maps or mosaics. 

3. 	Photo-interpret pertinent data such as: land forms, 
geographic features, slopes. 

4. 	Study the geology of the area and prepare a geology and 
a mineral potential map. 

5. 	Make a soil survey of the area and suitable soil 
interpretations of such data. 

6. 	 ThroughJ1 sample surveys make an inventory of the human 
resou roes. 

7. 	 Identify possible development projects. 

8. 	 Identify the economic activities that might relate to 
econnomc development of the area. 

9. 	 Inventory the hydrolo gic resources of the arei. 

IV. EXECUTION OF THE PROJECT 

This project is prorammed for the second year of the loan and 
will require two years from its start until the report is published.
Some disciplines will not require this time and willmuch lend 
needed support to other proiects, The work will be programmed 
using the PERT (Critcal Path Method) and calendogram charts. 

This area i s remoto and inaccessbl to terrestrial vehicles. 
Motor hoat I.ravel will he necessary, Precau tion must he taken 
so that daLa sampling isn't confined to proximity areas along 
watercourses. The field work will require two months in which 
the group representing, seven or eight diFFerent disciplines will 
be in the field. 

Time must be allowed to permit non-existont photo covcrage to be 
f lown. 

UINCLASS IF EI) 



V. PROFESSIONAL PERSO'NEL REQUIREMENTS IN MAN MONTHS 

Nt° of Grand Loan Contract ONERN Cost
Item men Total ist 211d 3rd If3t 2nd 3rd 

.onths year year year Total year year year Total
 

Cartography 
 4 48 - - 36 36 - - 12 12 
Geology 2 24 - - 12 12 - - 12 12
 
Soils 2 24 - - 12 12 - - 12 
 12
 
!Hydrology 2 24  - 12 12 - - 12 12
 
Economics 2 
 24 - - 12 12 - - 12 12
 
Forestry 4 48 -  36 36 - - 12 12
 
Transportation 
 1 12 - - 12 12 - - - -

VI. BUDGET REQUIREMENTS IN DOLLARS
 

Loan Costs ONERN Costs
~Item
 Ite Ist 2nd 3rd Ist 2nd 3rd
 
year year year 
 Total year year year Total
 

Salaries techincal - - /,600 41,600 - - 27,000 27,000
 
Field support - - 12,900 12,900 .-
 -
Transportation 
 - - 2,000 2,000 . ...
 
.aps and photos - - 35,000 35,000 
 . ...
 
Field equipment 3,750 - - 3,750 
 . ...
 
Administrative equip 6,130 - - 6,130 
 . ...
 
Camp equip 630 -  630 . ...
 
Exploratory survey 3,500 - - 3,500 . ... 
 M >
 
Cartographic supply - - 3,660 3,660 - - - -


Cartographic equip. 5,670 - 5,670 -". ... 

Tecnicl[ assistance - - 22,000 22,000 - -


Scaris ed::inistration .-
 -. 18,695 25,238 ,
 
Public s-rvices 
 .- 6,543 - 271 365 5
aterials vaious - - - 94 - 2,710 3,658 -


Equipment various -  - - 663 - 1,896 2,559 ( 0 
.d.itenanc, & repairs - - - - 760 - 2,167 2,927 u
 
Social Security  - - - 475 - 1355 1,830 

19,680 - 118,160 136,840 9,483 - 54,094 63,577 o 

0 
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MARCAPOMACOCIIA 

I. 	INTRODUCTION
 

This project covers the watershed of the Rimac, Lurin, Chillon and 
upper Mantaro rivers. It is located on the central coastal area 
with Lima as the focal point. This study consists of the natural 
resources portion of a much larger multipurpose project concerned 
with hydroulct,-ic power production, water utilization, agricultur
al capahi! iLy, land use changc urban planning and a multitude of 
urban improvement. The project tntai 1s an evaluation of the 
mineral and hydrologic rusources on 1,400,000 hectares and a semi
detailed soil survey on 100,000 hectares to dutermine land capa
bility and suitability for irrigation. 

This data is urcntly ncedcd to develop long and short term plans 
for urham, agri cul tural and hydropowcr projects. Expenditures for 
these type oW projects arc exp.cted to run into the billions of 
dollars. Urban, hydropower, industrial and agricultural interests 
arc ant i CIPI Lin iKcr ased Lxpendi tures which will increase area 
developmnent, M'hy arc exprcssin, a keen interest in basing these 
expend i tur. S On 0 ' Mate iformaLion. Several ,overnment nrr, 
privat,- inst"iL iols are carrying out studies. Close cooperation 
and coordination will be needed to avoid duplicity of work and 
to maximize prompt Nfectivc use of the data. 

II. OBIECTIVES 

1. 	 To inx'c ;t i',ate the water rusoucces of the Rinmac, Lurin, 

Chilln and uppcr Mantaro rive r watersheds. 

2. 	 To invst gate the collccLion of hydrologic and water 
daLa urc t. luluaL to this p rojucC't. 

3. 	 To incstigate Lhe present agricultural water distri
bution system and needs of same. 

4. 	To invest igatL land and watur use. 

5. 	 To inve.;tigate the geologic resources 
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6. 	 To investigate the suitability of the soils for
 
agricultural use.
 

7. 	 To coordinate and cooperato closely in the collection of 
data with the many agencies involved in various aspects 
ot this multipurposc project. 

III. SCOPE OF WORK 

1. 	 Prepare suitable base maps at scales of 1:10,000, :50,000. 

2. 	 Review, compile and evaluate the available geologic and 
so] ls datm. 

3. 	 Review, compile and evaluate the adequacy of the available 
data on th hydrologic resources of the Lurin, Rimac, 
Chiilun and uppcr ManLaro river watersheds. 

4. 	 Determinc the adequacy of the present hydrologic and 
weather data collection system. Make specific proposals 
for overcoming any duLiciennics such as the kind, number 
and location of stations required. 

5. 	 Inventory the agricultural water distribution system 
and its present day requirements. 

6, 	 Determine pircscnt land use and also land use trends. 

7, 	Dcter! ine wa tLer consumption for potable, agricultural 
and industrial1 uses. 

8. 	 Make a semideLailed soil survey on approximately
 
100,000 hectares.
 

9. 	 Make a geoloz:ic and mineral potential survey. 

10. 	 Install a primary stream gaugu and weather station
 
system for increasin; this k ind of data needed in
 
portion of Lhe watersheds concerned.
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IV. EXECUTION OF TILE PROJECT 

These studies will be done during the second and third year of the 

loan. Some disciplines will require less than two years to com

plete their assignment. Scheduling will utilize pert the critical 
path method and calendogram charts to more efficiently schedule 

and utilize ONERN's capability. The soils and hydrologic studies 

are time Consuming and musL be initiated within the first year of 

the loin pcriod. Procurement of adequate aerial photography 
COVC ra'c , :r:osais and base maps will cause sonic initial delay 

because it is anticipated that some new photography will be 
requiiled. 

V. PROFESSIONAL PERSONNEL REQUIREMENTS IN MAN MONTHS 

LOAN CONTRACT ONERN 
NO of Grand 
men Total 1st 2nd 3rd ist 2nd 3rd 

year year year Total year year year Total
 

Cartography 4 96 - 36 36 72 - 12 12 24 

Geology 3 72 - 24 24 48 - 12 12 24 

Soils 3 72 - 24 24 48 - 12 12 24 

Hydrology 3 72 - 24 24 48 - 12 12 24 

Economics 0.5 .. . .. .. .. . .. (*5 0.5 

TOTAL 13.5 302 - i0 108 216 - 48 48.5 96.5 
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VI. BUDGET REQUIREMENTS IN DOLLARS
 

Imt 
Loan Costs 
2nd 3rd 1st 

ONERN Costs 
2nd 3rd 

,'ear year year Total year year year Total 

Salaries technical 
Field support 

Transportation 

Field equipment 
Maps and photos 

leteorologic and 
n stream gauge stations 
> Adminiscrative equip 

Exploratory survey 
SCamp &,juipment 

E Cartographic supplies 
Cartographic equipment 
technical assistance 
Salaries administration 
Public services 
Materials various 
Equipment various 
Maintenance & repairs 
Social security 

-

-

-

29,730 
40,000 

62,000 

18,390 

-
3,700 

-
17,000 

-
-

-

-

. 

25, jQU 
z.3,800 

19,700 

-
-

-

-

3,000 
-

5,490 
-

23,000 
-

-

-

-

-

41,500 

22,800 

17,000 

-

-

-

-

2,500 
-

5,490 
-

23,000 
-

-

-

-

-

-

76,500 

46,600 

36,700 

29,780 
40,000 

62,000 
18,390 

5,500 
3,700 

10,980 
17,000 
46,000 

-

-

-

-

-

-

-

.-

.... 

.... 

.... 

-

-

.... 

.... 
-.. 

-

24,303 
352 

3,522 

2,465 

2,818 
1,762 

21,400 

. 
-

-

28,042 
406 

4,064 

2,845 

3,251 

2,033 

27,900 

-

. 

. 

-

28,042 
406 

4,064 

2,845 

3,251 
2,033 

49,300 

80,387 
1,164 

11,650 

8,155 

9,320 

5,828 

> 

× 

U X 

170,870 109,990 112,290 393,150 35,222 62,041 68,541 165,0804 P. 

o 
0 

t-C 
f-1 
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INAMBARI
 

I. 	 INTRODUCTION 

This area cotiprises approximately 1,000,000 Ha. along the
 
margins of te rios Inambari and Madre de Dios. There is
 
interest in this area because of its proximity to the over
 

populated Puno area and its possibilities for colonization.
 

The 	 area appears to have agricultural possibilities and 
could be a means of alleviating some of the sociological
 

pressures in the department of PunQ. This inventory will
 

make a preliminary survey of the resources and recommenda
tions will be made for their best use. 

II. OBJECTIVES 

1. 	Investigate the water resources of the Santiago,
 

Marana.n and their tributaries that are within the 
study area. 

2. 	 Investigate the geologic resources. 

3. 	 Investigate the forest resources. 

4. 	 Investigate the soils 

5. 	 Investigate the present human resouLxCes. 

6. 	 Make a preliminary determination of Lhe colonization 
potential. 

7. 	 Make a preliminary evaluation of the desirability of 
constructing the 01lacchca-San Gabain-Inambari road. 

8. 	Make a preliminary determination of the agricultural
 

potential. 
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III. SCOPE OF WORK 

I. 	Review, Compile and evaluate all existing data pertain
ing 	 to natural resources and their use. 

2. 	 Prepare suitable base maps or mosaics. 

3. 	Photo-interpret pertinent data such as: land formsp 
geographic features, slopes. 

4. 	 Study the geology of the area and prepare a geology 
and a mineral potential map. 

5. 	 Make a soil survey of the area and suitable soil 
interpretations of such data. 

6. 	Through sample surveys make an inventory of the
 
human resources.
 

7. 	 Identify possible development projects. 

8. 	 Inventory the hydrological resources of the area. 

9. 	 Identify the economic activities that might relate 
to economic developmcnt of the area. 

IV. EXECUTION OF TNY PROJECT 

This project is programmed for the third year of the loan. 
Some disciplines will not require this much time and will lend 
needed support to other projects. The work wi.1 be programmed 
using PERT (Critical Path Method) and calendogram charts. 

This area is remote and iraccesable to terrestial vehicles. 
Motor boat Liavel wil be necessary. Precaution must be taken 
so that data sampliing isn't confined to proximity areas along 
watercourses. The field work will require two Months during which 
the group representing seven of eight different disciplines will 
be in the field. 
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Time must be allowed to permit non-existent photo coverage to
 
be flown.
 

V. PROFESSIONAL PERSONNEL REQUIREMENTS IN MAN MONTHS
 

N0 fGrand Loan Contract ONERN Cost
ofGrn LonCnac
 
Item Total Ist 2nd 3rd Ist 2nd 3rd


mlen months year year year Total year year year Total 

Cartography 4 48 - - 36 36 - - 12 12 
Geology 2 24 - 12 12 - - 12 12 
SoiLs 2 24 - - 12 12 - - 12 12 
Hydrology 2 24 - - 12 12 - - 12 12 

Economics 2 24 - - 12 12 - - 12 12 
Forestry 4 48 - - 36 36 - - 12 12 
Transportation 1 12 - - 12 12 - - - -



VI. BUDGET REQUIREMENTS IN DOLLARS 

Loan Costs ONERN Costs 
1st 2nd 3rd 1st 2nd 3rd 
year year year Total year year year Total 

Salaries technical 
Field suplort 

-

-
-

-
/i1,600 

12,900 
41,600 

12,900 
-

-

-

-

27,000 

-

27,000 

-
Transportation - - 2,000 2,000 - - - -
:.aps and photos - - 25,000 35,000 . - -
Field equinment 3,750 - - 3,750 - - - -
Administrative equip. 6,130 - - 6,130 - - -
Camp ecuipnnt 
Exploratory survey 

630 
3,500 

-
-

-
-

630 
3,500 -

- -. 

-. 
Car tographic supply - - 3,660 3,660 - - -
Cartographic equip. 5,670 - - 5,670 - -
Tocinical assistance 
Saarics adm-.istration 
?'i1< services 
...aLsrials various 

-
-

-

-

-
-

-

-

22,000 
-

22,000 
-

-

6,543 

94 
948 

-

-

-
-

-

18,695 

271 
2,710 

25,238 

365 
3,658 

uupncnt various 
>Iai-iuanance & repairs 
Social Security 

-

-

-

-

-

- - -

663 

760 
475 

-

-
-

1,896 

2,167 
1,355 

2,559 

2,927 
1,830 r> 

19,680 - 118.160 136,840 9,483 - 54,094 63,577 

ooo 
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PROPOSED STUDIES BY I.N.P. 

a. 	 Palca to Puente Paucartambo 

Although a road presently exists between these 
points, it could not begin to bear the additional traffic that would 
emanate from either the Puente Paucartambo-Puerto Pachitea section 
or the Via Central Satipo section (final design of the latter is 
presently being financed by the World. Bank), let alone from the 
eventual connection to San Alejandro. 

The first eleven Kilometers outside of Palca are
 
treacherous for even the 
 present traffic flow of 300 vchicles a day.
 
This portion of the road drops 5,000 feet and consists of a series
 
of one lane switch-backs with intermittent 
sports for passing. The
 
next thirty kilometers to San Ramen are also of poor quality with a
 
number of half-tunns]a unO numarovy stretches of only one lane. The 
road is two-Jann between San ARsrwon and PMente Paucartambo but is 
generally washboard and, during the dry season, extremely dusty. 

In order to determine bas economic feasibility, 
USAID plans to reqnire a pre-fcasibility stuuy which will fully 
consider the economi benefits of the roaOd improvement as well as 
a general range of' its constrution cost. The approximate cost of 
the pre-feasibility study is $50,000. 

b. 	 Paente Paucartambo to the Confluence of the 
Rivers Ca.a7u and Palcazu 

This feasibility study is necessary to complement
the study of the Villa Rica-Puerto Pachitea road financed under loan 
527-L-023 (see attached map of this area). The scope-of-work of 
that study cailed for work to begin at Villa Rica and to follow 
an existing feeder rcd for a dislunce of 39 kilometors. However, 
based on a r'eent ffild review o the area and discussfions with 
the TAMS personiel .i charge of the study, the USAID has nome to th 
conclusion M4 khe study should he revisO and begin at Puente 
Paucartambo following (he best route to the confluende of the 
Cacazu and Palcazu rivers. This is nIoessary oecause of the primitive 
nature of the ,onnetion betiqe" Puente Pau'artambo and Villa Rica 
and because an alternate route will probably reduce construction costs 
and raise the economic benefits. The npproximate cost of this study 
is $150,000. 
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c. Puerto Pachitea to San Alejandro 

This study would determine the feasibility
 
of extending the Palca-Puente Paucartambo-Puerto Pachitea road 
to a connection with the Aguaytia-Pucall.pa highway. This road, 
as well as the large part of the Puerto Pachitea-Puente Paucar
tambo road, would form part of the Marginal Jungle Highway al
ready under construction in the north of Peru. Besides opening 
an additional 250,000 hectares of good agricultural land (as
 
determined by ONERN studies) this road would divert the Pucallpa-

Lima traffic from its present Sierra route (providing all sections
 
between Puerto Pachitea and Palca are also completed) as the
 
terrain is less rugged and as the distance to Lima is cut by approx
imately 100 kilometers. The cost of this study is estimated at 
approximately *250,000. 

Scopes of work for the proposed studies 
will be prepared according to the guidelines established in 
AIDTO CTRCUTAR LA-95. 
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A I.XI, - P'ir e 1 Co7 6 
February 6 1967 

PROBLEM OF THE AGRICULTURAL SECTOR 

a. Nature of Probl.271 

During the 1960-1966 period agricultural production
 
has fallen slightly behind the population growrth of three percent a 
year, and agriculture's share of GNP has declined from 21% to 17%.
 
Agricultural imports increased from :,,00.2 million in 1960 to $139.3 
million in 1965, and are expected to be about $140.0 million in 1966. 
Since 1960 agricultural exporius have climbed only slightly from the 
$150 million level attained that year and agrieulturet s share of 
total exports have declined from 35', to an estimated 22% in 1966. 
The composition of Peru's agricultural imports and exports over 
the 1960-66 period detailed in the following tables: 
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PERU'S AGRICULTURAL EXPORTS 

1960 - 1966 

(In KVillions of Dollars) 

Cotton 

Sugar 

Coffee 

Wool 

Othcrs 

Total Agricultural Exports 

1960 

73.2 

47.4 

18.5 

7.0 

5.6 

151.7 

1961 

79.6 

63.9 

22.8 

7.3 

6.0 

179.6 

1962 

97.2 

53.8 

24.2 

8.8 

7.9 

191.9 

1963 

93.0 

63.1 

25.6 

11.7 

7.7 

201.1 

1964 

91.3 

63.4 

37,n 

11.6 

6.6 

209.9 

19651-

87.4 

37.3 

29.0 

9.0 

6,8 

169.5 

1966- / 

73.0 

44.0 

27.0 

8.0 

7.0 

164.0 

1/Preliminary 

2/ Forecast 

SOURCE: Ministry of Finance & Commerce data and Embassy Estimates 

X 
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PERU'S AGRICULTURAL IMPORTS
 

1960 - 1966 

(In Millions of Dollars)
 

1960 1961 1962 1963 1964 19 6  -


Wheat and Flour 27.0 33.1 31.9 28.5 34.3 37.8 


Rice 3.5 1.1 0.2 0.2 7.3 13.5 


Corn 0.1 1.2 0.5 0.3 1.0 0.4 


Barley 0.3 1.1 1.1 1.3 1.6 1.2 


butter 3.3 2.5 3.3 3.8 6.1 6.7 


Powdered and Canned Milk 1.1 1.2 2.7 3.3 5.0 5.1 


Other Dairy Products 0.7 0.9 1.1 1.2 1.5 2.1 


Livestock and Me-t Products 3.0 7.3 15.7 24.7 13.1 19.7 


Fats and Oils 7.2 11.8 9.8 4.6 9.2 11.6 


Cicarrets and Tobacco 1.8 2.5 2.6 4.4 3.1 3.6 


Vegetables 1.7 2.0 2.4 2.6 2.9 1.4 


Apples 0.3 0.6 0.7 1.0 1.4 2.4 


Other Acricu1ural Imports 10.2 9.9 10.3 12.2 11.8 24.8 


Total Agricultural Imports 60.2 75.2 82.3 88.1 98.3 130.3 


I/ Preliminary
 

2/ Forecast
 

SOURCE: Ministry of Finance & Comerce data and Embassy estimates. 


1966:- / 

35.0 

13.5 

0.3 
1.2 

7.5 

5.6 

2.5 

25.3 

12.5 

4.0 

1.5 
3.0 

27.1 

140.0 

zz 

-

0 

DR 
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On the more positive side, Peru's agricultural
 
exports are still larger than its agricultural imports and the
 
agricultural componenet of total imports is 
expected to be the
 
same in 1966 as it was in 1960, i.e. 16%. Nevertheless, Peru's
 
agricultural sector clearly should be playing a more dynamic
 
role in the country's fast moving economy.. 

A major reason a large sha:,e of Peru's needs for
 
additional agricultural products has been met by imports rather 
than increased domestic production is that the country has
 
relatively few restraints on the importation of agricultural
 
goods and its government is very responsive to consumer
 
complaints about rising prices of food items. Therefore, it 
has not opted for the course of attaining agricultural self
sufficiency through keeping out imports and permitting consumer
 
prices to rise. Thus far it has also been unwilling to keep
 
consuvmer prices low while increasing prices to producers through

subsidies borne by the government's budget. Peru should be
 
encouraged to try to solve its agricultural problem without
 
having recourse to restricting imports or budgetary subsidies. 
The country's agricultural resources seem adequate to permit
it to mount an effective attack on the problems of agriculture 
without using devices which solve one economic problem by 
creating others. 

B. Role of Coast and Sierra
 

In 1964 Peru had some 652,000 hectares of crop
land under irrig:ation in its coastal zone. Because of the almost 
complete lack of rainfall on Peru's coast, It is impossible to 
grow anything without irrigation and irrigated lr,,d has expanded' 
very little on the coast since 1.960. 

The land producing £iirai, ri ce, cotton and to 
an increasing cxtf!nt corn, is being fairly !!t'ectively uti
lized, and per hectare outputs e'or these crops compare very
favorably with those obtained In the m:rld' most advanced 
agricultural countries. A good portion of' the aErJ ci].tural 
land on the coast is -.ot used very etf'i'eintly, bAit this is 
mainly because it is held in very sal. parcc] and/or is at 
the margin of irrigated areas where It does not always get. 
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enough water to permit maximum production. However, efforts by
 

extension agents ad supervised credit dispensers are bringing
 
of theseabout some improverment in the efficiency of a number 

marginal producers. Tt is hoped that the salinity study to be 

effective short-rangefinanced with loan funds can provide some 

solutions for further increas'nI coastal production. Over the 

longer range one must, of coursei_, consider -the large irrigation 

schemes presently 	being, studied. 

The estimattdL 1.1 million hectares of crop land 

in the sierra is generally of low quality, is not used very 
efficiently and Is largely held in units too small to permit 

economic management (A by backward-looking latifundistas. 

Some progres': can be mude over ongoii' run to improve the 

but this will involve a longproductivity of sierra farmers, 

process of upgrading< the human resources of the small far ners 

of that area ann ,-e[tihe traditon-ound latifundi ,tas to 

use their holdings more oroductively. 

e. RBle of Eas_-tern Slopes of Andes (ceja) 

The experience of 	the lait six years shows that 

great agriculture 	 prog.ress has been ride in the Ceja with 

assistance from Pertvian institutions. Whereverrelatively little 
settlersreasonably adequate transport foc ie, have existed and 

through dIfficulthave had the fortitude to remain in the Ceia the 

first years, fairly prosp,:rous comiwruities have been developed, 

based on the production of commodities such as coffee., bananas, 

and citrus frLits which could berar the transport costs or yeca, 
parts Peru.which are read1-1y 	 marketable in the more populated of 

The Peruvian government, prior to President 

limited it,, assistance i.o occasional spurts, of roadBelaunde, 

buildin, and to proinss of grortdiuu .;sistance e,)orts for
 

the Ceja, rr,- >,5 a o.ver cUrried out.
which were tn!ot fully 

large !)art of the reason the to a hfL, not rcived f'u.l
 

s-,,ort from the governmr:nit o that. m-)At P,_eruvians. Cf Cj c.al
 
as a
 

A 

and pri.rate:. e coast-oriented Lnsd 1.e-k u)on the, Ceja 

t'ar fCromn
 ver, unpleasant olacc to live whic h s to'., remuoved 


Peru's hore rri"Aerr' arid comfortaI- ,,ta.l a'a.
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Nevertheless a number of Ce.a communities have
 
been moving forward quite rapidly. An evidence of this is that
 
in recent years commercial bank lending in the Ceja and Selva 
has been increasing at a rate of 40 to 50 percent a year and cur
rently outstanding credit froirt these banks totals over 10 million
 
dollars, b iL-io of which is outside the coraercial center of 
Iquitos.
 

If one looks at the list of Peruvian agricultural
 
imports it is clear that the Ceja can play a.major role in
 
increasing domestic production of'most of the items which Peru
 
can hope to become self-sufficient. If wheat is eliminated as
 
a target for import replacement, the Ceja would be able to pro
duce efficiently almost all of the remaining agricultural
 
products now imported in sizeable quantities. The aipjor exceptions
 
would be dairy oroducts and certain non-tropical fruit, such as 
apples. With proper incentives, but no subsides or excessive 
tariff nrotection, the Ceja could make Peru self-sufficient in 
rice, corn, cattle, ats and oils rnd tobacco as well as other 
minor products. Thi iwould unable Peru to save some $55 to 60 
million wnich it is now spending annually to import these items. 
No other area of Peru could produce these items in the required
 
quantities without displacing other crops currently being produced 
for either local or foreign rmarkets. 

It appears that for both the short and longer
 
run the Ceja offers great potential for agricultural developient. 
In many parts of the Ceja tracts of land of economic size and
 
with access to fairly adequate transportation facilities are not 
being fully utilized and perhaps hav,. not been til.y cleared. In 
other areas, technically well qualified farmers have title to 
Ceja land.s which they have not de zided to uti.lize yet because of 
the uncertainties and hard;his of Ceja life. 

However, one must consider the economic alter
natives between the large costal Irrigation schemes already 
mentioned and buildi-g additi, ne.i penetration roads to the 
Ceja and Selva. Previous road .,tudies in this section of the 
country indicate that the latter may offer the most economical 
means to increase agricultural production in the long run.
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February 6, 1967 

APPROVAL OF IRR 

The aporoval of IRR and the AID/W directives for the 

intensive review were communicated to the USAID/Peru by cable dated 

November 2, .966, with the following text: 

"At meetin[g held Sept. 20, CAEC approved up to $1.5 
million for ONERN portion of proposed project and deferred other $1.5 

pending Washington coordination with proposedmillion for IND Portion 
IDB loan.
 

IDP agreed at Sept. 22 meeting that there was room
 

loan was not designed to accomodatefor separate AID loan s:Ine IDB 
project studies _'t I FV 67/68 program. 

gub ,qu y1,.y, Deputy Coordinator approved IRR as 

.11 on on basis such funds are needed forpresented for up to I} r', 
execution current TISA:.] ,program. 

The :>: approval was subject to following directives 

for intensive review: 

1) Only specific priority studies to be included in 

both sectors of proposed loan. 

2) ONERN role and its participation in INP loan portion 

are to be clearly determined. 

3) USAID must approve all consultants, scopes of work 

and drafts final contracts.
 

h)tIA function to be reexamined and clearly determined. 

In vi,-r apparent urgency this financing CAPaper should 

be submitted ASAP." 
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LOAN AUTHORIZATION 

Provided From: Alliance for Progress Funds
 
PERU: Feasibility & Pre-Foasibility Studies 

Pursuant to the authority vested in the Deputy U.S. Coordinator, Alliance 
for Pogress, by the Foreign Assistance Act of 1961, as amended, and the 
delegations of authority issued thereunder, I hereby authorize the 
establishment of a loan pursuant to Part L, Chapter 2, Title VI, Alliance 
for Progress to the Government c. Peru ("Borrower") of not to exceed 
three mil lion two hundred thousand. IlJted States dollars ($3,200,000) 
to ass:'t in financW7iv,: tWe co OFr,Vx.sihility studies, pre-feasibility 
studies and. related tec ni al asrkiLau. cu aid equipment in Peru; thi s 
loan to be obeut Lu ., I owi rq, torm arnd conitolLt0: 

1. 	 Interest ard lerims oF R'ep;aVmenit. lorrower shall repay the loan to 
LIe Agency :V .'1,.t I, 'aia I Development ("A. 1.1.") in United States 
dollars within Forty (QO) .y( ars from the first disbursement under 
the Loan, Inc , a eri od of not to exceed ten (10)iiting grace 	 years. 

The Borrow(,r n}a L lay to A.1.D. in lnited States dollars on the 
disbursed ia:I .e. "n ti! loan i nterest of one (1) percen, per 
anrnm durn , . jiq,.r . ut a. and one-half' ( eeentor... two erc) 
per ariunI;: ,.i'mt,', 

2. 	 (tn or Turmts atid Cortitio :i: 

(a) EquipmeNI. , tlVi a and strvices (except marine insurance) 
Wa'narced under the loan shad! have Lhei± oriLgin in and be 

procured Prom . e ItnIed Ster n, or Peru. Marine,qm c',,rica 
insirar i nanced tndur L:. ior :al.] ie placed in the 
Uni ted 2 taes o F Amer ica w it a company authori zed to do 

marnue iurance lsiress i n' state of tie lI'led States 
of Amrica
 

(b) 	 Uni.ted Staten d! in ut i Iznd uindor Ie loan to Finance 
local1. osts snullIInb mit av IaLaLe to the borrnwer or its 

dOS lgiO L roi.h apprpriat, 'j'rotv 'W. n anid sa!t h" used 
only for ptrovor' in,-t iLn thie Itt .edStat.; 

(c) 	 Unless A.I.D. oIheiw. so agres in writint , repayments from 
sub-.oam m ni with A.I.D. loan Fund:; will l:: mad. to the 
FIOuPI Aurounit, will he , '',u t to the terms anl conition.--

W1 tq .. w 'P. ard t-.ayntiiL usodA. sy'stem :, wil L ie- 'r 
1 *.. J.;" LJi'p)v.d by' A. L.). 

IINC Ifi2 II, T'0 
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(d) 	Prior to any disbursement of A.I.D. loan funds for ONERN 
activities, arrangements satisfactory to A.I.D. shall be 
made for technical consulting services. 

(e) 	The loan shall he subject to such other terms and condi
tions as A.I.D. may deem advisable. 

Deputy U.S. Coordinator
 

Date
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