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February 8, 1967

MEMORANDUIM FOR THE DEVELOPMENT LOAN COMMITTEE
SUBJECT: Pern - Feasibility and Pre-Feasibility Studies

Attached for your review are the recormendations for
authorization of a loan in an amount not to exceed $3,200,000
to the Government »f Peru ("Borrower") to assist in financing
the cost of feasibility studies, pre-feasibility studies and
related technical assistance and equipment in Peru.

This loan proposal is scheduled for consideration by
the Development Loan Staff Commit’ee at a meeting on Tuesday,
February 21, 1967.

Rachel C, Rogers
Assistant Secretary
Ievelopment Loan Committee

Atbtachments:
Sunmary and Recommendations
Project Analysis
ANNEXES I-VI
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PERU-FEASTBILITY AND PRE-FEASIBILITY STUDIES LOAN

SUMMARY AND RECOMMENDATTONS

Borrower: The Borrower will be the Republic of Peru (GOP).
Part of the loan will be administered by the Nficina

Necional 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 guldance of the Instituto Nacional de Planificacion
(INP). The Forido will meke sub-loans to entities of the public
sector to assist them carry out priority feasibility and pre-
Peasibility studies. Both ONERN and INP are part of the GOP
plapning structure.

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

LOAN TERMS: The AID loen will have a term of L0 years, including
a ten year grace period, with an interest rete 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 & period of from

3 to T years, at an interest rate of from 6% to 9%. There may be
certain studles, however, for whiz=h ~ID might wish to allow &
longer repayment period.

TOTAL, COST OF OVERALL PROJECT: The AID loan will be part of a
larger GOP scheme to produce & permanent pipeline of economic and
technical studies and to increase the technical competence of the
GOP planning institutions. The total cost of the GOP program 1s
approximately $9,800,000 broken down as follows:

A.I.D. $1,600,000 $1,600,000 $3,200,000
I.D.B. 2,600,000 1,000,000 . 3,600,000
G.0.P - - 3,000,000 3,000,000

’ b Rdded
$I, 200,000 %5,600,000 $9,800,000

Note: All conversions of Soles into dollars throughout this paper
are calculated at the exchange rate of 5/26.8 = $1.
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PURPOSE: The primary purpose of the proposed losn 18 to secure
a continuing flow of feasibility and pre-feasibility studies

in order to develop proJjects guitable for AID loans and to
gtrengthen the investment plans of the Peruvian Government. The
studies financed with loan proceeds will result in & pipeline

of projecis which the USAID may propose to finunce in the near
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.

LOAN DESCRIPTION: The $3,200,000 loan will be used by ONERN and
the Fondo to cover the costs of the following types of studies
and technical assistance:

a) area surveys by ONERN for the purpose of establishing the
development potential of naturel resources in selected priority
areas and of preparing the economic feasibility of identified

projects;

b) feasibility studies of speciic projects;

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

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

produced equipment and supplies for field investigations, fleld

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

cost of additional local technicians and sub-contractors to work

on specific studies and (c) tecanical assistance to ONERN under .

e 3-year contract for which consideration w3ill be given to the I.A.G.S,

as well as short-term training in project selection, evaeluation 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 private fivms for feaslibility and pre-
feasibility studies to be mutually agreed upon between the
USAID and the ¥Fopndo.

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

This loan has been fully committed since mid-196L and the
remaining undisbursed balance of $282,000 will be used prior
to the February 28, 1967 terminal disbursement date. Out of
13 contracts a total of 38 studles have been or are being
concluded. '

To sustain the momentum gained from the first loan, for the
purpose of assuring & continulng plpeline of projects and
identifiable feasibility studiles appropriate for AID and other
international financing, the INP requested & further $3 million
in 1964. As AID did not at the time provide the requested
emount, the INP began discussions with the IDB. These
discussione 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 Sectlon ViI, Issues, of thls paper the
USAID feels senrh a loan is essential to assure a supply of
projects that fit into the USAID country progrem and provide
the type of intormation reguired by AID to make loans.

Tn addition to the $3 million feasibility study loan mede in

1963, the following year ATD also considered & $7.9 million loan
to ONERN for natural resources studies. The latter was designed
to study four areas of Peru covaring approximately 348,000 Kme.

The loen did not materialize, however, as AID was not in a position
to provide the financing at that time. In congidering a second
proposal by ONERN the USAID has convinced thet institution to
narrow the focus of +the studies and to 1elete them more closely

to the action plans of the variosus Minlstries of the GOP.

On September 20, 1966 the CAEC considered the IRR for the project
and approved 1t as presented as evidence by the cable communice-
tion to USATID of November 12, 1956 (see Annex V).
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EXTMBANK CLEARANCE: On September 28, 1966 the Export-Import
Bank indicated it was not interested in meking the loan.

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.

STATUTORY CRITERTA: All statutory criteria have been met.
PROBLEMS AND TSSUES:

A. Whether an AID loan is needed in view of the IDB's recently
approved $3.6 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 technical
assistance to ONERN.

These issued are discussed and recommendations made in
Section VII of the Paper.

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 Repaymeﬁt

Borrower shall repey the lcan to the Agency for International
Development (A.f.D.) in United States dollars within forty

(40) years from the first disburs.ment under the loan, including
& grace period of not to exceed ten (10) years. Eorrower 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 veriod and two and ore-half (2-1/2%) per cent per annum

thereafter.
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B, Other Terms and Conditions

(1) Equipment, materials and services (except marine
insurence) financed under the loan shall have their origin
i1n and be procured from the United States or Peru. Mavine
insurance financed under the loan shall be placed in the
United Stetes with a company authorized to do merine
insurance business in any state of the United States.

(2) United States dollurs utilized under the loan to
finance locel currency shall be made svailable to Borrower
or its designec 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 loen funds will be made to the
FINEPI Account, will be subject to the terms and conditlons
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
sctivities 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 mey deem advisable.

Project Commlttee:

Loan Officer : R.Bobel - CAP
Development Officer: T.Holsoe - NRE
Economlsts ¢+ D.Greene - AID/ECO
. G.Lamberty - E/ECO
Legal Counsel ¢ G, Flood ~ LEG.
Engineer + J.Chattey ~ CAP

Drafting Officers R.Bobel/T.Halsoe/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~Illo project,

3, Small Hydroelectric Projects

Of the fourteen studies ten were of a pre-
feasibility nature, Four proved to be uneccnomical 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 fcasibility 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 to 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 1l.,) there are no immediate plans for
their construction,

5, Pancitos Hydroelectric Study

This stu roves th j i be -
fenlly justified. dy p ‘ e project not to be econom

0. Agricultural Marketing Studies

Two marketing studies were completed under the
loan, one for rice and a second for wheat, Additional infor-
mation has becen requested by the INP for therice 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,

UNCLASSIFIED
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a highway plan was carried ouf with World Bank financing, thus
substantially reducing interest in continuing the secona 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
provided $14.5 million for the first stage of this program.)

Experience Derived From the First AlD Loan

The experience derived from the first loan shows that
a much firmer control and review process is necessary if high quality
and desired uniformity of methods for the establishment of project
priorities and of content of the st-idies are to be obtained. The
USAID is prepared to work closely with the nlanning agencies and,
through them, with the consultants to raise the stardard of the
selection and the aquality of the studies. (See Section VI -
Implementation Plan.) Also, by a careful appraisal of the proposed
studies on the basis of the svailab.e information and through the
use of short-term ecconomic pre-feasibilities, the USAID intends to
approve only such studies which present a reasonable prospect of
project f'inancing and execution in the near future.

B, Background of the New loan Proposal

As the entire AID loan was committed in studies
by 1964, and in order to assure 2 tontinuing pipeline of projects
in future years appropriate for AID and other international
financing, the INP requested a further $3 million in that same
year. As AID did not provide the reauested financing, the INP
initiated discuszsions with the IDB. These discussions have
resulted in the latter's recent aporoval of a $2.6 million vre-
investment stucy loan (described bziow under C.) This approval,
of course, raises the question as %o 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 $7.9 million loan for
natural resource studies in 196L4. The latter was designed to
study four broad areas of Peru covering approximately 384,000 Km
However, Lhat loan did not materialize. Ir considering second
proposal by ONERN the USAID hasg convineed that institution to
narrow the focus of the studies and to relate them more closely
to the action nlans of the various GOP Ministries. The USAID
has been quite soLive in coordinating the proposed ONERN sludies
to tuture planc ot the GOP, for example colonization on the
eastern clope« of the Andes.

On September 20 the IRR for the new AID loan was
presented to and considered by the CAEC. The intensive review
was authorized cn November 12, 1966 (see Annex V).
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C. Description of IDB Studies Loan and the Fondq_

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

The Fondo was formally established in September,
1965, through Supreme Decrece for the purpose of mobilizing fi=-
nancial and technical resources and channeling them into the
execution of preinvestment 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
d Projects of the INP serves as the Executive Secretary of the
Council, The functions of the Deliberative Council are to (a)
establish the general policies frr 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 Secrctary arc to (a) review sub-loan requests submitted by
public and private cntities and present them to the Council for
approval, (b) cncourage the efficient execution of the decisions
of the Council and the implementation of the studies it approves,
and (c) assess, in conjunction with Technig¢al Coordinators, the
executicn of the studies financed with Fondo resources in order
to assure that thc studies meet the requirements of lending
institutions,

Although the 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 AID 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
conditiored by the origin of the resources made available to
the Fondo in cach 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 meckanism
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 sube-scctor
(either through budgetary allocations or revenue from operations)
and, perhaps to a very limited eoxtent, by privatc companies, As
presently contemplated, study ffinancing from IDB sources of no
morc 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
following:

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

ii, The first annual program describing the
scctoral, subsectoral, regional, and specific studies to be
made during the year with indication of their costs and sources
of financing,

UNCLASSIFIED
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iii, Certification that during thc disburscment
period there shall be available to the 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 IDG 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,

UNCLASSIFIED
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SECTION II ~ PLACE OF LOAN IN TUE COUNTRY PROGRAM

This loan will assist in achieving two goals of the
Country Assistancc Program; Goal I, Public Policy and Adminis=
tration, and Goal 1I, Agriculture and Rural Development,

A, GOAL I - In the area of Public Policy and Ad-
ministration, ATD's coal is to bring about priority changes
which will enable the GOP to achieve the public investment and
financial goals desirved, The present activity will scrve to
strengthen the GOP's public investment capacity, It will pro=
vide assistonce fo key Peruvian institutions dealing with
national cconomic plannine (the INP) and the evaluation of
natural resources (ONERN), (Sce Section ITII for an analysis of
these organizations and AlD's efforts to strengthen them),

B, GUAL II -The vast majority of the studies fi=
nanced under this loan will be divectly related to AID's
Agricultural and RQurat Development priorities,

The road studics alvcady selected will be in an
area of high potential agricultural output on the eastern
slopes of the Andes, These studies will assist both the GOP
and AID to firm up their investient plans for development of
that area as part of a bread=-basket for the large Lima market,
Tne agricultural marketing studies to be undertaken will serve
to establish mecans by which certain bottlenecks may be brokeu
in this arca,

The ONERN studies will also be rclatcd to AID's
agriculturat goals, Thice of the five studies already
sclected will provide key natural resource intormation in
three zoncs of the eastern slopes of the Peruvian Andes and serve
as a basis for frture agricultural development, The twn coastal
studies will provide information on means to reduce salinity and
provide information of a multipurpose naturc for the Greater
Lima arca, Finally, the USAID will continue its discussions
with ONERN aud ONRA for the nurvosce of financing colonization
studies, the goal of which would be maximization of food production
rather than the number of pceoplc sctiled,

UNCLASSIFIED
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SECTION T11 - PROJECT DESCRIPTTON

A. Exccuting Azencices

The agencies responsible for execution of the loan
will be the Instituto Nacional de Planificacion (INP), serving
as the technical coordinator +{ thelfondo, and the Oficina Nacio-
nal para la Evaluacion de Recursos Naturales (ONERN),

Lo ANP

The INP was costablished pursuant to a decree
of October 25, 1962 as an integral part. of the National Planning
System,  (See Ammex T, Exhibits 2 and 3 for organizational
structure of INP)., Its priucipal obje:tive is Lo formulate
systematic ceonomic and social development plans aad to coordi-
nate the activitics of the various minislrics in order to as=
suve prompl implomentation of the plans,  The INP staff consists
of 195 Pull=time omployoesy ) ol whow arc professionals dis-
Eributed as tollows: 20 cacineers, 13 ceonomists, 8 agronomists,

i

5 lawyers and 7 other exnerts,

AlD has provided Timited technical assistance
Lo the INP over the past [ew vears Cthrouch the assignment of
several cceonomists Erom Jowa State University under an AID grant
contract, Those cconomists have concentrated their efforts in
the arvcas of macro~cconomics and soctoral studics and have ime
proved Lechniques fov preparing investment plans at both national
and regional Tevels,  Duvine £y 1967 and 'Y 1900 Lwo cconomists
from the Towa team will continue to work with the TNP, the
Cenbral Reserve Bank, the dMinistrics of Agriculture and Dhevelop=
ment and other institations concerned with the identification of
hasic policy nceds,  In oaddition to the twa cconomists, an [owa
rescarch associate will continue Lo work wilth the THP and other
acencivs ducing Fy 1967 and FY 1908 on the improvement of pro-
coditres Tor pavning the costs and benefits of major investment
projocls,  Initial attention is hedne oiven to "tancible®
projects - divrication, penctralion roads, land scttlement, cte,
Finally, in order to strvengthen the planning capabilitics of
the INP and ONERN, a small portion of the loan funds may be used
to arrange o shovt scuinar Lo NP and OMNERN staff covering
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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
activities through its Project Officc, The latter consists of
three sections; Analysis and Evaluation, Project Inventory and
Control, and Standards and Advisory Services, It has a techni-
cal staff of ecleven professionals, including nine engincers and
two economists, The basic responsibilities of the Project
Office are the fdlowing: identification of the principal public
and private projects in execution or preparation which are
basic to the attainment of development purposes and programs;
promotion of the prepavation of priority projects lacking in
both the public and private scctors: issuancc 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 cfficiently.

2. ONERN

This organization was started as a Servicio
under the name of the Scrvicio Cooperativo Interamericano do
Fomento (SCIF), 1In 1962 it was decided to create the Oficina
Nacional de Evaluacidn de Recursos Naturales (ONERN) as a purely
Peruvian entity but with continue AID financial and technical
assistance, ONERN became a dependency & the Instituto Nacional
de Planificacidén shortly after the latter was formed, However,
in January, 1965 ONERN obtained administrative autonomy consti=
tuing itself as an office of the Presidency of the Republic but
retaining a closc tic with the INP,(See Annex IlI, Exhibit 4 for
organization chart)

ONERN has the central responsibility for
collecting, cvaluating and disseminating natural recsource
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information within the GOP. Mgre specifically, it is responsible
for the pfanning and implementation of a national natural rcsources
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 gcology
soils, ciimatology, hydrology, transportation, socio-cconomics

and eccology,

ONERN, with the assistancce of three U,S.
technicians (Management Apronomist, Soil Scientist arl Economist)
provided by AID under a PASA arrvangement with the Inter-American
Geodetic Survey of the Department of the Army (IAGS), has made
creditable progress in the last two years and is beginning to
devclop into a viable institution capable of efficiently executing
natural resources studies if provided with sufficient funds, The
IAGS 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 ol the "Critical Puth Method" (PERT) to assist ONERN
to better coordinate the work of its cight separate departments
by clearly defining the study objectives of cach department, and
by establishing priorities and time scheduless and (¢) the prepa=
ration of an Qverall work Scheduling Prooram which has speeded up
work complcotion and effcectively pointed up delays caused by
accepting addirionual work without vegard for budgetary and man-

power limitations,

These inteornol organizational improvements
have progressed simultancously with the progress made in making
valuable natural resource studics which have dircctly influenced
a number of curvent agricultural, colonization and road programs,
These studics include the followiig: (Sce amnex 111, Exhibit 5,
for additional information on cach study),

(a) Evaluation and Integration of the Economic
and Social Po:zential of the Tingo Maria-Tocache zon:,

(h) Evaluation and Tnventory of the Natural
Resources of the Departmeit of Puno,

UNCLASSIFIED
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(c) Evaluation and Integration of the Economic
and Social Potential of the Perenc-Satipo=-Ene zonc,

(d) Evaluation and Inventory of the Natural Re-
sources of the Kcosfnipata~Alto Madre de Dios-Manu zone,

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

(£) Inventory, Evaluation and Integration of
the Natural Resources of the River Pachitea zone,

(g) Rvaluation 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 ensurc that the newly
introduced advanced managemcut systems are carried out cffective=-
ly, but also to organize and cxecute the new studies to be under=
taken when loan funds are made available, Thus, the USAID has
agreed to finance two IAGS specialists (Managcment Specialist and
Economist) with FY 1967 grant funds pending the approval of the
AID loan at which i :hnlenl consuliants will be {irdod under the loan,

Bascd on the above, it is USAID's opinion that
ONERN possesses thc necessary technical capacity to carry out

the proposed studies,

B. Project Activities

1. ONERN Sfudies

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 thc basis for identifying project
alternatives in the arcas of irvigation works, agricultural
development through colonization, redistribution of land through
agrarian reform, fecasibility studies for road construction, etc,

UNCLASSIFIED
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These studies arz very important at this time in view of the need
to identify those areas of Peru having the greatest agricuitural
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, (b) Marcopomacocha Prcject, (c) Maranon Inventory, (d)
Inambari lnventorv and (e) Land Uee and Celonization Studies.

(See Annex 111, Exhibit 6, for snb-proiect details).

2. INP Studies

N

a4) Roads

The roud studies under the proposed loan
would all be tisd o the USAID's objectives in the agricultural
ector. All feasibility studies, deseribed in Annex III, Exhibit 7,
w111 be complzted for a 360 kilometer stretch of road running trom
San Alejandso (approzimately the midway point of the Aguaycia-
Pucallpa highwav) to Palea. All studies are basic to the Mission's

~

breadbasket. plian. (See Amnex LI, Exhibit 7 for a map of the area. )

In view of the apricultural potential of
the region, (based on existing naturdl vesource studies completed
by ONERN and the {easibilily stndy of the Villa Rica-Puerto Pachitea
road recently «ompleted by ”AYS\ and ths oroximity of the avea to
significant amounts of foodstuffs for the Groater Lima areu providing
proper access is developed. A; the presen’ road between Lima and
Palea is in relatively good condition and 1s presently being further
improved, no loan conditions reuqrd'ng Tartner 1nnrov~mrrt< are
needed at thie time. However, to assure an orderly developmznt of
the entire area studies of the Fullow1ng roads are needed:

Approximate Cost

a, Palea to Puente Paucartambo & 59,000
b. Puente Paucartambo to the confluence of

rivers Cacatu and Palcaeu $150,000

c. Puerto Pachitea Lo San Alejandro $250,000

d. Contingency for road studliegs $ 50,000

3500, 000

(A more detniled descriphtion of the rosd gtudles is gilven in
Annex I[1, Exhibit 7.)

UNCLASSIFIED
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b) Other INP Studies

In addition to the above-mentioned ONERN
and road studies, the USAID is considering financing additional
INP studies in priority areas. The studies would be designed
primarily to alleviate agricuitural marketing, bottlenecks and
solve rural development and other problems. No decision has
yet been made by the USA as to the specific studies to be flnanced
but the following list is illustrative of the types of studies
the USAID is considering for possible financing:

Study Approximate Cost

1. Small irrigatior improvement on

the coast $200,000
2. Fish extraction and marketing for

Lima area market 70,000
3, Food marketing in Lima area 130,000
4. Industrial park for Piura 70,000
5. Sslva air cargo 60,000
6. National plan for food storage 220,000

7. Rural elecirification in selected areas
such as:

Callejon de Huaylas, San Lorenzo,
Vileca Nota Valley, the Mantaro
Valley, and Tacna 150,000

TOTAL $900,000

While some of the listed studies are fairly
firm, as USAID lending and the implementation of the IDB loan
develop over the next six to nine months, some and perhaps a
substantial number of the listed studies may be replaced by
others and the scope of a number of the listed studies may be
considerably altzred.

UNCLASSIFIED
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SECTION IV - ECONOMIC ANALYSIS

The feasibility and natural resources studies proposed
under this loen are designed to provide information critical to the
most rational development of Peru's epricultural potential. It is
not sufficiently clear whal the oplimum distribution of Peruvian
and external resources is Cor the improving of the agricultural sector,
especially the increesing of food production. These studies are
necessary if intelligent choices are tc be made between vaiious
alternatives, For example between coastal irrigation and the opening
of ceja and selva through rcad progrems; between large scale and smell
irrigation projechtc: between development of new water sources and
conservation and improved utilization of present sources, and
alternative modes of transportation. In addition, these studies will
provide vital informetion about the nosaibilities for agricultural
develomment anue rolenitation alony varts of the contemplated route
of the Carrectorc Mar-inal, wrich the Peruvian are determined shall
go forward,

Tere studies are focused on agriculture in which the
country is devendent for more than 50f of its emnloyment, at least
15-204. of INP, and about 209, of fToreign exchange earnings.
Furthermore, as described in Annex 1V, the agricultural sector has
been a nroblem for hhe cconomy.

Although there is a great deal of enthusiasm by the
present Government to develop the Ceje area and road construction
and colonizstion vrojects are underway, few new projects can hegin
until odditional studies are carried out. The AID studles loan is
heavily concentrated on this region ard is focused exclusively on
the Tood vroblem and the most efficient means to both increase
production and improve merketing.

UNCIASSIFIED
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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 regarding 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
Greater Lima area. Thus, all of the ONERN studies also are
closely tied ho the agricultural problem.

Most of the remaining studies probably will be in the
area of food marketinz. It appears to the USAID that the GOP
is ready to move quickly in this area, in some cases without
thinking through the consequences of certain actions. Thus, the
studies should serve a very useful role. Improved use of
selected existing water resources also may be studied.

UNCLASSIFIED
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SECTION V -- FINANCIAL ANALYSIS

A. Financial Plan

The {inancial plan for the GOP overall vrogrem of
feasibility studies is as follows:

Fx IC Total
A.1.D. $1,600,000 $1,600,000 $3,200,000
I.D.B. 2,600,000 1,000,000 3,600,000
G.0.P. and -0- 3,000,000 3,000,000

Private Sector .
$4,200,000 $5,600,000 $9,300,000

The contribution from the GOP (and the private
sector to the limited ertent such sub-loans are made) represents
approximately 0% of the total cost and 54% of the local currency
cost. The USAID f(eels that such a contribution is quite adequate.

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

1. O.N,E.R.N.

The aporoximate cost breakdown for this phase of
the project is as follows:

FX c Total
A.I.D. $ 600,000 $1,200,000 $1,800,000
0.N.E.R.N. -0 - 600,000 600,000

$ 600,000 §1,800,000 4$2,400,000

‘he amount of $1,800,000 to be assigned Lo ONERN
includes $300,000 for the planned land use and colonization studies
which were nob projected at the time the IRR was submitted. The
details of such studics are presently discussed with both ONERN
and the Institute for Agrarian Reform (ONRA).

The following table projects the ONERN costs by specific

project studies and year of execulion (except ror $300,000 allscated
to land use and colonization studies).
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Loan Cos¢ts ONERN Costs
Projecct
1st year 2nd year 3rd year Total lst vear 2nd ycar 3rd year Total Grand Total
Saliaity $220,790 S$1563,600 35165,300 S 649,390 $ 83,462 s 94,735 5 98,735 $276,932 $ 926,822
Marcapomacocha 170,390 109,990 112,290 393,170 35,222 62,04l 58,541 165,304 553,974
Inambari 18,630 - 118,160 136,840 9,483 -y 54,094 63,577 201,417
Maradon 18,0680 118,160 - 136,840 9,483 54,09¢ - 63,577 201,417
Tazbo™ 10,000 .- -- 10,000 20,320 .- - 20,320 30,320
$538,040 3391,750 $395,950 $1,325,740 $157,970 $210,870 $221,370 $590,210 $1,918,950
Contingencies 173,260 9,790 181,050
TOTAL $1,500,000 &/ $600,000 32,100,000
Q . -
publication costs
E/ex:i:jing 1300,000 for lznd use znd colenizaticn studies - details not zvailsble,

QITAISSVIONN
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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 be 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 produccd cquipment and
supplies for field investigations, ficld support, processing of
maps and preparation of reports, (b) the cost of additional
local technicians and sub=-contractors Lo work on specific
studies and (¢) technical assistance in the form of the proposed three-
year contract with the TAGS as well as short-term training in
project sclection, cvaluation and implementation techniques
for the key staff of ONERN and Lhe INP., This broken down as

follows:
A1D Financingl/ X 1c 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
ATT,153  1.008.547 1,500,000 Y/
(See ipnce -0, TaRiLILC 6 for sn oanelysis o7 the Cinancial

requirenent, »f individusl studies propozed Ly om0 o0L)

2. l;‘lI'N.ElP'II

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

EK EE Total

A, I.D. $1,000,000 400,000 $1, 400,000

L.D,.B. 2,600,000 1,000,000 3,600,000

Ge0. T, ——.= 1,200,000 1,200,000

Public and -~ 1,200,000 1,200,000

Private Scctor

$3,600,000 $3,300,000 $74 430,000

.];/f%x-:,‘.'.;r] phgn 00,000 Cor Tand use cnd catonicotion stadies for

whicobh Lhe oot broskdown i net v i b le,

L IEREIN
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As the I.D.B. loan requires a contribution
of $2,400,900 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 contribution, when first considering a second
loan but that was taken over by the TDR when the AID 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 rescurces, we feel it is reescnable to
count all Fondo rerources ns part of the project financial
plan.

AID lozn 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 vacying from 6% to % under the
IDB loan and, ir most cases, under the AID loan. We chose these
terms in order to conform with “he IDB and assist in standardizing
Fondo loan terms as much as possible. There may be certain stud.es,
however, for which AID might wish to allow a longer repeyment
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.

UNCLASSIFIED
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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
—— — L)

The justification for the dollar financing of local
currency cesbs in Peru is provided within the Framework for A.I.D.
Program in Annex 1, vage 8.

UNCLASSIFIED
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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 reduced period batween loan
authorization and signature should result inasmuch as the draft
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 furds 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 scparate for the
ONERN and INP portions of the loan,

A, O.N,E,R,N, Studies

Prior to the disbursement of loan funds for each
project, ONERN will submit, for the approval of the USAID,the
following information:

(1) Description 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 informwation has already becn compiled
for four of the studies to be undertaken,)
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Under ONERN's normal'operating procedures, before
pny 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 vossible informetion. Furthermore, all
aveilable 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 ONERN 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 reviscd 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 ectivities 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 Lo make the economic evaluations needed
to determine the benefit-cost ratios for vroposed projects. Thus
the PERT method has proved an invaluable tool to ONERN.

In addition to the already established time PERT
charts mentioned above, ONERN 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 IAGS 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 for loan fund disbursement against the total
cost of the project and the prograss 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 correspona 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. Tor administrative ease ONERN desires to purchase
all such equipment at once, The Tambo study is presently being
completed and will be published during the first vear of the
loan, Finally, the colonizatiop studies will be carried out
once study details have been developed and approved jointly by
ONERN, ONRA, and AID, This phase is estimated to take approxi=
mately three months. The implementation period 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 Developwent 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 {indings;

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

(4) Work progress is satisfactory and there is
compliance with specifications, work plans and other conditions
of the loan;

{or otner censultant)

(5) IAGS/ assist ONERN in the preper planning and
execution ol the projects anrd provides technical assistance
needed to insure that work meet’s the professional mnd accuracy
standards estublished in the loan. {Consultant 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 USAID staff for compliance with the
scope-of-work, USAID will also discuss with relevant GOP
ministries the action plans to »e devcloped as a result of the
reports,
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B. I,N,P, Studies

0f 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 1is
very important thet work begin by mid-IFebruary. Thus, the
USAID is working very closely with the INP and the Roads
Division of the Ministry of Development 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 Agreement 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 vointed 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 $3.6 million loan.

This question applies only to the INP or Fondo portion
of the loan, that nart 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 establishment of the basic criteria of the Fondo, and third,
the review and avproval 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 orogram. 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 consulied by AID in Washington. In view
of the specific nature of the AID loan, the Bank considers it to
be complementary to its own finanging.
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B. Whether the INP vortion 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 financing of preinvestment studies is commendable and
should be supported. After discussions with INP officials it is
the USAID's present judgment thet, although commitment of funds under
the IDB loan are months away due to reasons stated in A. above, the
Fondo's repulations are sufficiently flexible to allow the immediate
commitment of studies under the AID loan. Thils 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 terms of the relevant loan agreement or contract."

In the =zvent, however, that the Fondo cannot begin to
function immediately or if its initial procedures are so unwieldy so
as to unduly delay the studies to be carried out under the AID loan,
we would like 50 have the flexibility to not use the Fondo mechanism.
Such a decision would not harm the Fondo or its concept as such
financing would rlearly be "pre-¥ondo" designed to carry out studies
needed urgently. INP of'f'icials understand our concern and are agree-
able to our propnsal to use the Fondo insofar as possible but at our
discretion to operate outside of 1t (though still through the INP)
if necessary.

C. Whether the IAGS should continue to provide technical
assistance ko O.l.E.R.N.

Section 621 of the FAA, and PD-33 of August 12, 1966,
require that, prior to entering into an interagency agrcement for
techniral services, the advice and recommendations of the Office of
Engineerineg be sought to determine whether no private firm is
available which could provide comparable facilities and resources at
a reasonable cost,

The 1.A.G.S. under grant financing (PASA) has provided
for the last two years three technlcians to ON,E.R.N. (Management,
Agronomist, Soil Scientist and Eccnomist) to assist in the execution
of the GOP program for natural resources studies. In “the Mission's
judgment the 1AGS assistance has resulted in a creditable progress and
ONERN is beginning to develop into a viable and capabvle Institution. The
description of IAGS assistance rendered is provided in Section 1I1 - B.
The Mission and ONERN intend to rebtnin IAGS for another 2-year coniract
to be financed from the proceeds of the proposed loan. The special factors
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Jjustifying the IAGS retention are the following: a) the IAGS
consultants are familisr 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 continuity 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 reguired 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. Repsyments from sub-loans mede 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 AID.

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

SECTION IX - IMPACT ON U.S. ECONOMY

Approximately $1,/,00,000 of the AID loan will be
used for the procurement of commidities and servieces in. :
the United Statec. Furthermore, as U.S5. dollars utilized under
the loan to finsnce local currcncy shall be identified with
U.5. procurement, the U.3. balance of payments will not be
adversely affected,

The studies to be curried out should result in

projects which will offer increased markets for U.S. goods and
services,
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ANNEX I, Page 1 of 9
February 8, 1967

FRAMEWORK FOR A,I,D, PROGRAM

Objectives

U.S. assistance to Perd is properly viewed in the con=-
text not only of the traditional inter-American political
institutions which bring the two countries together but also in
the context of the very close tr&de and commercial relations that
exist, The U,5, 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 Per? (with the bulk
going to the U,S,) currently run to more than $70 million
annually, !

Beyond these commercial interests, the U,S5., has an
important stak: in the success of the economic and social modern-
ization process initiated by President Belaunde. Internal
stability, cconomic 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 Perd's efforts to create improved
economic and social opportunities for the presently disadvantaged
half of the ponulation living in a subsistence economy, and second-
ly, to establish an institutional base--public and private--for
sustained cecconomic and social growth in Perd,

The Setting

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 over the past decade. Perd has a
democratic, reform-minded government which beliceves 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 brirging 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 problem here is in certain
respects unique, The core of the Peruvian problem is disparity-=
disparity of income and cconomic opportunity between the coast and
the Sierrva, 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 corrvect historic land tenure
inequities and intermittent rural violence and defiance of authori-
ty coupled with active communist agitation,

With half of his six-vear term still before him, Presi-
dent Belaunde is as determined ss ever to move forward on a broad
developmental front, The Alliance for Progress is viewed, not only
as a source of potential extermal resources, although that is
important, but olso as a commitment to internal reform and progress,
Specific accomplishments so far include the passage of basic agra-
rian reform legislation, the first municipal elections in over feorty
years, the initiation of a community development program to
strengthen small commmities and local governments and increased
emphasis on agricultural output by onening new areas and providing
capital to swall farmers,

Notwithstanding the many favorable factors, however, Pcrd's
economy is not yet sufficiently strong nor adaptable for its
government to be able to mobilize the quantity of capital, technical
and human resources which will be nceded to support the major effort
which the size and urgency of the problems require, If, however,
Pord can rcasonably count on substantial external assistance From
the United States, in collaboration with the intornational lending
agencies and possibly some European countries, it should be able to
achicve a developmental push on a scale sufficient 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 pelitical 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 Invest-
ment Program points out, per capita income has incrcased by more
than 40 percent since 1950 and by 25 percent since 1959, The
growth performance of the past seven vears has on average, then,
more than met the basic Alianza target of 2,5 percent per capital
per year, cven while population was growing by nearly three percent
per year--a remarkable performance sustained by very high levels of
domestic savings ranging avound 20 percent of eross 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 urowth ia the caoenonmy has, if anything, increased the
regional disparities which lie ‘at the heart of many ot Perd's
political, social, and economic problems., The expansion in overall
output reflccted in the national statistics was produced (apart
from the mining contribution) aimost entirely by the modern export
agriculture, rishing, manufacturing, and commerce of the Coast, and
the benefits of growth have, in turn, been verv lareely retained on
the Coast,

One of themost sivnilicant and basic defliciencies that has
became increasingly acute over the vears is that in azriculture food
production for damestic consumptinn appears to have stasnated o-er
the past 15 years, As a result increases in food prices constantly
lead upwar:d the general rise in prices while food products are a
constancly growing share nf Perd's import bill.

Lt follows from the foregoing that there have been major
deficiencies in the structure of the investment that has taken place
to date, While investment has been high, it has been heavily concen-
trated in dirz2ctly productive and largely export-oriented activities
and, to a lesser extent, in urhan 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 Gags

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 includirg Finance, Development, 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,IL,D,, the FAQ, and other organiza-
tions add measurablv to the available pool of skills,

On the financial side it is clear that higher investment
(public or private) requires larger savings (voluntary or forced),
Recognizing the need for more public funds, the Belaunde administra-
tion embarked on 4 series ol revenue raising measures after its
inauguration, This has included two successive boosts in the
transactions tax, bringing the rate to five percent; an across-thoe-
board increase in import tariffs, plus additicenal duties on certain
luxuries imports; and ncow or higher excises on some domestic prod-
ucts, including notably alcoholic beverages. But the cxperience of
the past three years nas demonstrated that Perd's basic tax structure
will have to be overhanled, Lt is impossible to pyramid rates much
farther on the present archaic tax structure with its large component
of earmarked taxes, heavy reliance on indivect levies, vulnerability
to foreign trade [luctuations, profusion of minnr levies, general
complexity, and inadequate administration,

The inability of the prescnt tax systoem to capture a
proportionatc share of the growth in national income has forced the
government to turn to domcstic horrowing to get the resources to
finance its programs as the foliowing table shows,
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Public Sector

Revenues, Expenditures, and Savings

Percentage of GNP

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 Borrvowing - o7 1.3
(Including change in cash
balances)
Public Investment hobs 5.9 5.8

New tax measures arc expected to play a material role in
the Government's 1967 budget, A real estate tax and possible
increases in highway user Laxes through either the device of highway
tolls or a higher gasoline tax are 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, aud it is considerable, in the

Peruvian balance of payments lics in an extraordinarily diversified
natural resource endowment, The cataloge includes semi-tropical
fertile (when irrigated) coastal Tands, an abundance of rich mineral
resources close to cheap ocean-going transport and a unique combina-
ELion of climate and current which make Perd the leading fishing
nation of the world, These assets mixed with significant home-grown
enterprencurship and government policy hospitable to foreign invest-
ment have gencerated a remarkable increase in exports, From 1950 to
1960 exports more than doubled rising from $198 million to 3440
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 is however, casy to overstatc thestrength 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 Perd's exports., Such outpay-
ments coupled with more than matching outflows for freight and
insurance have put the current account of the GOP into deficit in
12 of the last l4 years and five of the past six ycars,

Indeed, the current azcount 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 510 556 555 685 687 750
Imports -429 -478 -515 =513 -646 -700
Freight and Insurance -53 -03 -03 -75 -85 -90
Investment ILncome -63 -606 -72 -72 =77 -100
Miscellancous 27 15 14 ~-11 -9 -10
Current Account '

Surplus (Deficit) -8 -36 -81 14 =126 =160

There is no reason to expect the trend in current account
to reverse itscl? over the next few vears; on the contrary, the
weight of the evidence points to an increasing need for foreign
capital, private and especially public to maintain equi librium in
the balance of payments,

UNCLASSIFIED



UNCLASSIFLED
ANNEX I, Page 7 of 9

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, DNomestic finauncing 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 Investment 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 construction) investments reached a
peak of almost one biilion soles, equal to 5% of public sector
current revenues, Looking to thz2 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,L,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 halance of payments only when the
local government is itself making an adequate contribution of its
own resources, In the Mission's "Prelininary 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 currency 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 oif social change, reduced disparities through rural
habilitation, increased inputs into domestic agriculture, and
broadened econnmic opportunity through education can only be
effectively met if A,TI.D, is able to judiciously finarce some share
of local costs, 7o forego priority projects that are in the long-
term U,S, interest because they involve a local currency cost
component would make an anomaly 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

UNCLASSIFIED



UNCLASSIFIED
ANNEX I, Page 9 of 9

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 11 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
Perd 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
extermnal cconomies (Lv way, for cxample, of expanded opportunity or
greater efficiency for the generftl public) or in a form (improved
heal th) which caunnot be divectly 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 secrves deserve strong sunport,

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

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 deveclopment,

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
purposcs) or any o*her 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.

FAA s.102, Information on reasures taken to uvtilize U,.S.

Goverument excess personal property in lieu of procurement
of new items,

The Borrower shall take measures to utilize USG cxcess per=
sonal property in licu of the procurement of ncw items

wherever possible,

FAA 5,102, Information whether the country permits or fails

to take adequate measures Lo prevent the damage or destruce

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 meb
action of U,S. property,
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FAA s,201(d). Information and zonclusion on legality

(under laws of country and United States) and reasonable-
ness of lending and relending tcrms 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.

FAA s.251(a), Manner in which 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 welfarc of its people (See Section IIIL
and Scction IV),

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 cffective self-help measurcs,

Account has been taken of the Borrower's adherence to the
principles of the Act of Bogotd and the Charter of Punta
del Este, and the Borrower's responsiveness to the vital
economic, political and social concerns of its pcople,
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 sclf-help measures,

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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FAA s,251(b)(3)., Information and conclusion on activity's
relationship to other development activitics, and its
contribution to recalizable long-rangc 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
Recomnendations)

FAA s,251(b)(4)., Information and conclusion on possible
cffects 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. cconomy or arcas of substantial labor surplus in
the U,S. economy,

FAA s,251(b), Tnformation and conclusion on availability of
financing from ecther f[rec-world sources, including private
sources within the United States,

Financing for this activity is not available from other
free world sources, including private sources within the
United Statcs on reasonable terms, (Section V)

FAN s,25,(b), Infor.ation and conclusion on capacity of the
countyry Lo repay the loan,

It appears rveasonably cervtain that the Borrower will be
capable of repaying the loan, (Scction V)

FAA s.251(b), Information and conclusion on country's efforts
to repatriate capital invested in other countries by its own
citicens.,

It appecars that the Borrower is attempting to rcpat.iate
capital invested in other countries by its own citizens
through its free exchange policy and strong endorsement of
private enterprise,
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FAA s.251(b)., Information and conclusion on rcasonable

prospects of repayment,

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

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 tcchnically sound manncr,

The Borrower has made a formal application for loan-funded
assistance in this activity, and A,T.Ds. has received suffi=-
cient information und assurance to indicate reasonably that
funds will be used in an economically and technically sound
manner,

FAA s,251(g)s  Information and conclusion on usc of loan

to assist in promoting the coopecrative movement in Latin
America,

NOT APPLICABLE.

FAA s,252(a), Total amoun: of moncy under loan which is

going dircctly to private e¢nterprise, is going to inter-
mediate credit institutions or other borrowers for use by
private enterprise, is being used to finance imports from
private sources, or is otherwisce being used to finance
procurement from ;aivate sources,

Of the total amnunt of monev loancd approximately $1,7
million is being used to finance imports (voods and services)
from private sources: and 33,3 million is being used to fi-
nance procurciaent from private sourcces.

FAA s.001(a), Information and conclusions whether loan

will ecncourase cfforts of the country to: (a) increasc the
flow of international trades (b) fLoster private initiative
and compcetition; (c¢) encourage development and usc of co=-
operatives, credit unions, and savings and loan associations;
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(d) discourage monopolistic practices; (e) improve
technicelefficiancy of industry, agriculture, and
commerce; and (f) strengthen free labor uniens,

This project will encourage efforts of the Borrower in
relation to e above, See Sections II, III, and IV,

FAA 5,601(b), Information and conclusion of how the
loan will encourage U.S, private trade and investment
abroad and how it will encourage privete U,S, partici-
pation in foreign assistance programs (including use
of private trade 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 Recommendations)

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
Recommendal ions)

FAA 5,602, Information and conclusions whether loan will
permit American small business to participate equitably
in the furnishing of goods and services financed by it,

All U,5, commodity procurement financed by the loan will be
advertised pursuant to A,I.D, Small Busincss Requirements

thus permitting American Small Business to participate
equitably in the furnishing of goods and services,
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FAA s.604(a); Apps.s.108, Compliance with restriction of

commodity procurcment to U,S, except as otherwise determined
by the Precident and subject to statutory reporting require-
ments,

Materials and scrvice financed under the loan shall be
procured from the United States or Peru, U,S, dollars
utilized under the loan to f£inance local currency costs
shall be made availablc te Borrower or its designee through
appropriate procedurcs, and shall be identified with proe-
curement in the United States,

FAA s,604(b), Compliance with bulk commodity procurement
restriction to pricc 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.

FAA s5,604(d), Compliance with requirement that marine
insurance be purchascd on commoditics if the host country
discriminates, and that such insurance be placed in the
U.,S. This section vill be complied with,

FAA s.,611(a)(l), TInformation and conclusion on availa-

bility of cnginvering, financial, and other plans
necessary to carry out the assistance and of a rcasona=-
bly firm cstimatce of the cost of the assistance to the
United States.

Necessary technical and financial plans have been
completed, and 2 rcasonably firm estimate of the cost
to the United States of the activity to be financed has
been attained, (Sections II1 and V)

FAA s,611'(a)(2), Necessary legislative action rcquired

within recipient country and basis for recasonable antici=-
pation such action will be completed in time to permit
orderly accomplishment of purposcs of loan,
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Congress must pass a law to give the exccutive lending
authority for the loan, The law is presently being dis-
cussed in Congress and passage is imminent,

FAA s,011(b); App. s.101, If water or water related land

resource construction project or program, information and
conclusion on benefit-cost computation,

NOT APPLICABLE,

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

for construction be let on competitive basis to maximum
extent practicable,

NOT ATPLICABLE,

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

taken to assure that, to the maximum extent possibtle, the
country is contributing local currencies to meet the cost
of contractual and other scrvices and foreign currencies
owned by the U.S5, are utilized to meet the cost of con=
tractual and other scrvices,

Appropriatc steps have been taken to assure that, to the
maximum cxtcent possible, the Host Country will contribute
local currency, Foreign currencies owned by the U,S. are
not available for financirg this activity, If these be-
come available during the coursce of disbursements, they
will be substituted for U.S. dollars,

FAA s.,019, Compliance with requirement that assistance to

newly independent countrices be furnished through multi-

lateral orgonizations to maximum extent appropriate,
NOT APPLICABLE,

FAA s,0620(a); App.s,l07(a), Compliance with prohibitions

against assistance to Cuba and any country (a) which
furnished assistance to Cuba or failed to take appropriate

UNCLASSIFIED



31.

32,

33.

UNCLASSIFIED
ANNEX 11, Page 8 of 15
Exhibit 1, Page 8 of 12

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 signficance, 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,

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

country, cxistence of determination it is not controlled
by the international Communist government,

The Secretary of Statc has determined that the Borrower is
not controlled by the international cemmunist movement,

FAA s5,0620(c), 1f assistancce to the government of a country,

existence of indcebtedness to a U.S. citizen for goods or
scervices furnished or ordered wherc such citizen has ex=
hausted available legal remedics or where the debt is not
denied or contested by such government or the indebted-
ness arises under an unconditional guavanty given by such
covernment,

The Borrower is not known to be indebted to any U,S,
citizen f{or goods or scrvices furnished or ordered where
such a citizen has exhausted available legal remedies or
wvhere the debt is not denied or contested by the Borrower
or the indebtedness arises under an unconditional guaranty
of pavment by the Borrower,

FAA s5.020(d), 1If assistance [or any productive enter=

prisc which will compete in the U.S, enterprise, existence
of agreement by the recipient country to prevenlt export

to the U.S. of more than 207 of the enterprise's annual
production during the lifce of the loan,
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NOT APPLICABLE.

FAA s.,620(e)(l)., If assistance to the government of a
Eguntry extceut 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 entitics beneficially owned by them without
taking appropriate steps to discharge its obligations,

The Borrower (including Government Agencies or Subdi-
visions) is not known to have takcn steps since January 1,
1962 to repudiate or nullify contracts or taken any action
which has the cffect of nationalizing, expropriating, or
otherwise seizing ownership or control of property of U.Se
citizens or entities beneficially owned by them without
taking appropriate steps to discharge its obligations as
specifiad in this scction,:

FAA s,620(£); Apps. s.109, Compliance with prohibitions
against assistance td any Communist country,

Assistance provided under this loan will not be furnished
to any Communist country,

FAA s.020(g)., Compliance with prohibition against use of
assistance to compensatc owncrs for expropriated or national-
ized property,

Assistance provided by this loan will not be used to compen-
sate for cxpropriated or nationalized property.

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 forcign aid projects or activitiecs of the
Communist=bloc countrics,

Assistance provided by this loan will not be used in a
manner which, contrary to the best interests of the U,S.,
promotcs or assists the ferecign aid projects or activities
off the Communist=bloc countrics,

UNCLASSIFIED



38,

39,

40,

41,

42,

43,

UNCLASSIFIED _
ANNEX II, Page 10 of 19
Ixhiibii o, Popre 10 of 12

FAA s,620(i). Existencc of determination that the country -

is engaging in or preparing for aggressive military efforts,

The President has not determined that the Borrower is en-
raging in or preparing for aggressive military efforts,

FAA s5,620(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.

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,

FAA 5.620(n); App., 107(b), Compliance with prohibition

against assistance to countries which traffic or permit
trafficking with North Victnam,

The tlost Country doecs not traffic or knowingly permit
traffickineg with North Vicetnam,

FAA s.020(c). If country has scized, or imposod any

penalty or sanction against, any U,$. fishing vessel on
account of its fishing activities in international waters,
information on the consideration which has been given to
excluding the country from assistance,

The Host Country's scizurc of U,S, tuna clippers has heen
considered, It has bLeen determined that the incidents do
not, at this time, warrant withholding of U,S, assistance,

FAA 5,021, Information and conclusion on how the loan in

providing technical assistance will utilize to the fullest
extent practicable goods and professional and other services '
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from private cnterprisc on a contract basis, 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 enterprisc, and can be made
availabie without undue interference with domcstic programs,

With the exception of the ONERN portion the loan financed
studies to be carried ouc will be providced by private firms
on a conkract basis,

The IAGS will provide technical assistance in view of its
past and continuing velationship with ONERN.

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

NOT APPLICABLE,

45, App. 84102,  Compliancce with vequirement that payments in

exXeess $25,000 tor architectural and engineering scrvices
on any onc project be reportud to Congress,

Payments in excess ol $25,000 for engincering services on
this project will be reported to Congrcss pursuant to the
requirenient oif this section,

46, APPe Se104s  Compliancs with bar against funds to pay

pensions, cte, for military personncl,

Funds obligated by the loan and local currency generated
thereby will not be usced to pidy pensions, annuitics, cte,
as prohibited in this Scetion,

47. App. s,100, Lt country attempts to create distinctions
hecause of their race or relipgion amoae Americans in
granting persenal or comnercial access or other rights
otherwise available to U,8, citizens gencrally, appli-
cation will be made in negotiations or contrary

principles as expressed by Congress,
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No attempts by the Host 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.,

App. s.1l1, Compliance with existing requirements for
security ciearance of personnel,

This requirement will be enforced,

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

Firms which provide engincer.’)ng aod other professional
services financed by the loan for the project, and the
terms of their contracts, shall be approved by A,I.D,

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

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

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

NOT APPLICABLE.

App. s.401, Compliance with bar against use of funds
for publicity or propaganda purposes within U.,S, not

hceretofore authorized by Congress,

Loan funds will not be used for publicity or propaganda
purposcs within the United States,
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ADDENDUM
to
CHECK LIST OF STATUTORY CRITERIA

PERU-FEASIBILITY AND PRE-FEASIBILITY STUDIES

1. FAA Section 251(b) (5). Information and concluslon on the degree
to whic® he country is making progress toward respect for the
rules o. taw, freedom of expression and of the press, and recog-
nition of the importance of individual freedom, initiative, and
private enterprise.

Peru has a demccratic reform-minded government which believes in
the goals of the Alllance for Progress and is deeply commlitted in
the development and vrocess. 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--public and private--for sustained economy
and social growth in 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 imorove its climate for
private investment.

Peru's economy is strongly orientated toward private enterprise.
The private sector provides 80% of the GNP. The Goverument of
Peru issued an industrial promotion law in November 1929 to
encourage foreign and domestic private investments in Peru's
industrial sector. Several private investment banks have been
rstablished in Peru in the past tive 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 growth.

See "Purpose" in Summary and Recommendations section of Ioan Paper.
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FAA s. 251(b) (8). Information and conclusion on the extent

to which the activity will contribute to the economic and politicael
integration of Latin America.

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

FAA 8. 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 Progress 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
1ts Sept. 66 annual review, the CIAP staff specifically communi cated
the need for a continued series of feagibility studies to provide
for international financlng in Peru.

FAA s. 281. Fxtent 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 meximum participation.

FAA s, 611(a) (7). Information and conclusion on availability
of engineeriﬂé} financial, and other plans necessary to carry out
the assistance and of a reascnably 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. assigtance,

There has been no official representation of Peru at a.y in-
ternational conferences vhich included the planning of activities
involving insurrection or subversion against the United States

or countries recelving U.S., assistance.
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PROJECT STUDIES - LOAN 527-L-023

AMOUNT CONTRACT
e N PROJECT
CONTRACT N CONTRACTOR STUDY Total in US $ Us $
Breakdown
s/.
527-L-023-1 Hydrotechnic Corpc-  Tumbes Irri- $ 176,346,27 $75,600.00
ration gation- s/. 2,700,000,00
Hydroelectric
527-L-023-2  Hydrotechnic Corpo- 14 Hydro- $ 383,388.05 §186,000,00
ration electric Power s/. 5,290,090,00
Projects
527-L-023-3 International Engi- Piura Irri- $ 439,000,000 $210,365,00
neering Company, gation-Hydro- S/. 6,127,418,00
Inc, electric
527-L-023-4 International Engi- Ica Irriga- $ 395,000,00 $226,000.00
neering Company, tion-~Hydro- S/« 4,529,200,00
Inc, electric
527-L-023-5 Greeley and Hansen Lima Sewage $ 40,000,00 $40,000,00
Engineers Disposal S/, --
527-L-023-7  McCreary-Koretsky. Moquegua-Ilo $ 220,000.00 $120,000,00

Engineers

Irrigaticn-
Hydroelectric

s/. 2,680,000,00

¢ Jo T a8ed ‘1 21qIyxy

0% jo 1 o%e

IT XUV

7

O =J 0T =0V

AITATSSVIONN

LTLEG ]

Y

<

FARNY



PROJECT STULIES

- LOAN 527-L-023

AMOUNT CONTRACT

, . . PROJECT
CONTRACT N CONTRACTOR STUDY Total in US $ S s
Breakdown
s/.
527-L-023-8 Parsons, Brincker- National $ 120,009,00 $120,000,00
hoff y Cfa, S.A, Transporta- S/, --
tion
527-L-023-9a Agri Research Inc, Rice Mar- $ 23,850,000 $23,850,00
keting in S/, -=
Perd
527-L-023-9b Ernest Keller & Wheat Mar- $ 48,500,00 $48,500,00
Associates, S,A, keting in S/. --
Perd
527-L-023-10 Hydrotechnic Corpo-  Small Irri- $ 216,544,77 $38,000.00

ration, S,A, -
Olaz4bal & Ledn, S.A,

gation
Projects in
Arequipa

s/. 4,785,000,00

527-L-023-11

J. G, White Engineer-
ing Corporation -
Piazza & Valdez
Engineers, S.A,

Pancitos
Hydroelec-
tric

$ 143,100,00

$69,480,00
S/. 1,973,016.00
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PROJECT STUDIES - LOAN 527-L-023

CONTRACT Ne

CONTRACTOR

AMOUNT CONTRACT

PROJECT
STUDY Total in US $

Us $

Aot
Breakdown s/.

527-L-023-12

Brown & Root Overseas

Inc,

Tarapcto- $ 520,000,00
Juanjui, La

Morada-

Tocache, and

Teresita-

Quimpiri

Roads

$520,000,00
S/o ==

527-1L-023-13

TAMS American Corpo-
ration

Villa Rica- $ 274,000,00
Puerto .
Pachitea

Road

$170,000,00
S/. 2,787,200.00

TOTAL

$2,999,729,09
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STUDIES MADE BY ONERN, THEIR COST AND USL

l,- Evaluacidn e Integracidn del Potencial Econdmico v Social
de la Zona Tingo Marfa - Tocache

(a) Location.- This project is located in the "high jungle"
on the upper reaches of the Rfo Huallaga in the depart-
ment of Hudnuco and San Martin,

(b) Extent,.,- An arca of some 113,000 Has,., were studied of
which 96,000 Has, were selected for . ricultural deve-
lopment,

(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 Uxim Bank and BID for the construction of a segment
of the Marginal Highway irom Tingo Marfa to Tocache,

2,- Programa de Inventario vy Evaluacidn de Recursos Naturales
del Departamento de Puno

(a) Locatiuvn.- This project is located in the department of
Puno in the southern Sierra of Perd.

(b) Extent.- The extent of the project covers an area of
1,388,200 has,

(¢) 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 Corporacign de Fomento y Promocidn So-
cial y Econdmica del Departamento de Puno (CORPUNO).
Also information from this study is being used by Ofici
na Nacional de Reforma Agraria (ONRA) to implcment the
agrarian reform,
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3.~ Evaluacidn e Integracidn del Potencial Econdmico y Social
de la Zona Perené - Satipo ~ Ene

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

(b) Extent.- The study coveirs an area of 182,200 has,
(¢) Cost,~- This study 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 Actlion is building roads in the area and
spontancous colonization is taking place. The original
study indicates that therce is suflicient land to sup-
port 200,000 colonists,

4.~ Inventario v Evaluacidn de los Recursos Naturales dr la zo-
na_Kcosiiipata - Alto Madre de Dios - Mand

(a) Location,- This study is located in the Department of
Madre de Dios in the moderately low jungle,

(L) Extent.- The study arca covers some 181,000 hectares.
(c) Cost.- This project was done at a cost of $123,800,

(d) This study resulted in changing the coursc 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
tares were found to be suitable forv agricultural ex-
ploitation, Plans arc being formulated for colonization,

5.~ Evaluacidn de los Problemas de Salinidad y Drenaje en la Cos
ta Peruana

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

UNCLASS LF 11D
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irrigated valley of the arid coast of Pecru, The
study began in Tacna the southern most valley and is
progress northward,

(b) Extent,=- Since its inception in 1963, 16,000 hectares
distributced over 15 valley have been covered,

(¢) Cost,~ The cost of making the study is approximately
$99,600,

(d) Uscew This study has shown the 91y ol the cultivated
Land in the 15 vallovs covercd arce affected Lo some
dearce by salinity, arcalinity and/or poor drainage,
In view ol Lae seriousness of this problem the GOP
has Lhe dosire to male more Jetailed studics leading
to dmprovencet of thone daportant lands,

Inventario, Evaluacidn ¢ [ntegracion de los Recursos Natu-
rales de la Zona del Rio Pachitea

(a) Location,- This study is located in the Department of
Hudnuco and c¢ncompasscs the valley of the pachitea
River,

(b) Extent,- This project covers and arca of 902,000
hectares of which 533,000 were found suitable for
agricultural usco,

(c) Cost,=- The cost of this study ircluding publication of
the veport ameunted to $2106,500,

(d) Use,= This study has just published. AlD has already
shown interest in making a loan for a feasibility
study of a scclion of the Marginal highway in this
arca due to the Pachitear report,
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7.- Evaluacidn de los Recursos Hidrdulicos del Pert

(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
hydreoelectric and irrigation projects based on this

study,

8.- Other basic Natural Resource Studies made by ONERN

(a) Tnventario de Estudios ‘le Suelos del Perd (Primera
Aproximacidn) ,

(b) Proyecto de Inventario y Evaluacidn de los Recursos Na-
turales dcl Perd,

(c) Inventario de los Estudios y Disponibilidades de los Re
cursos Forestales del Peri,

(d) Inventario de los Estudios Geoldgicos del Perd.

(e) Inventario de los Recursos Naturales de la zona Ollae-
chea-5an Gabdn-Inambari.

(f) Reconocimiento de los Recursos Naturales del Curso Mee
dio del R{o 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 ccordinated und executed by ONERN. Extensive cooperatlon
by other apencies will be required 1f duplication of effort is to
be avoided. The study willl covey the valleys and existing irrigation
projects, approximately 7,000 Km® of the Pacific coastal area. The
objective 1s to assemble baslc data on a physical and economic nature
which has & bearing on salinity and related problems and is needed
for implementatlon of progrems.or projects which will minimize their
detrimental efferts upon the productivity of the land. This objective
will be accomplished through compilation and review of existing data,
analysis of projects and programs related to salinity problems and
collection of new data needed to meet minimum data requirements.
Activities to meet this objective will be undertakern in two phases.
The initial phuse is for one year and will cover many coastal valleys
and irrigation rrojects. It will consist of compiling existlng data
and collecting selected new data at a reconnaissance level. Based
on this intormation & selection will be made of those areas which
offer the maximun cconomic return for investiment inputs. The second
phase is for twe years and will consist of field investigation and
date collecting; activitics in the selected areas for deteiled de-
finttion of calinlty or related problems and their solution.
Additional beénefits of this project will be the identitlcation of a
number of other problems which have an important bearing upon the
economic development of the coastal area and development of extensive
cooperation betweern ONERN and agencles working in the area.

UNCLASSIFIED
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b. Marcapomacocha Project

The Marcapomacoc¢ha project covers the vatersheds
of the Rimac, Lurin, Chillon and upper Mantaro rivers and lncludes
the Greater Lima uren, which is the focal point for the potential
development. The study to be financed through loan funds involves
the natural resources portion ~f & large multl-purpose project
concerned with hydro-electric power production, utilization of
potable water and water for irrigation, land use changes and urban
planning. ONERN will evaluate the mineral and hydrologlcal resources
on 14,000 km~ hectares and make a soll survey on 100,000 hectares
to determine land capability and sultability for agricultural pur-
poses. The study will take two years and is of importance to
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,
covering approximately 8,000 km“, which will be coordinated and
executed by ONERN. It is lccated 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
and is an alternate route for the marginal jungle road. The object-
ive is to make a preliminary determination of the economic development
potential of the arca. This will include determining suitability
of the aren for settlement and agricultural development, determination
of resources whilch may be utilized and the practicability of construct-
ing roads wlthin the arca. The forestry and farmland potential appear
to be high. ONERN will make integrated reconnailssance reconnalssance
resource studies involving forestry, soils, geology end hydrology
surveys. It will supplement thiz data with social and economlc studies
of human and economic resources.

d. Inambari Invéntbry

The Inambari Inventory is a one year project
covering approximately 10,000 kmg, which will be coordinated and
executed by ONERN., It is located on the eastern Andean slopes of
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Southern Peru along the margins of the Marcapate, Inamberi and Madre
de Dios rivers. This area has been opened by & penetration road.
The objectlve is to make a prelimlnary determination of the economic
development potential wlth specisl reference to cattle raisins and
other agricultural potentials, This will involve determination of
economic size farm units within the areca with recommerdations for
integrated farm crops 1o vroduce cash food crops which can be
marketce in Puno and Areguipa. ONERN will make an integrated
reconnainssance inventory of resources involving studies in geology,
solls, forestry and hydrology.

e. Lanﬁ“gqg_gqg Cclgg}zation Stqugq

e ;

:n the Villa Rica-Puerto Pachitee area and
other sections withiv the bread vasket area for Lima, ONFRN will
make detailed land use classificaetion maps in & scale of 1:40,000
of all areas within the sphere of influence oi proposed road
construction and which will fail within the land use classifications
I to VI which are sultable for agricultural uses. Based on the
above end studies to determine the economical farm unit size, which
will also be made by ONERN, the letter then will lccate on the land
use map, family size and larger ferm lots to be occupled by colonizers.
The above studies and implementation maps will be used by ONRA
(Peruvian Land Reform Office) towards settling, in an orderly fashion
colonists who will have sufficient agricultural land to rrodure cash
food crops to be marketed in Jima and other areas.

Four of the studies, excluding the Land Use and
Colonization 5tudies will heve a total cost of approximetely
$2,100,000 of which the AID loan would finance approximetely
$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 fully defined.

Depending on the individual scopes-of work, each
of the studies will provide some or all of the following information:
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Geology will 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 lardforms resulting from erosion such as terraces, flood
plains, disected drainage patterns, etc. Mineral resources potentlal
production, employment, and economic data for geologlc resources will
be collected.

Hydrology and Climatology will map watershed areas, in-
clude maps of all stream gauge and weather stations, collect and
prepare, &s appropriate, all climatological and hydrologlcal data.
They will show hydroelectric vroject locations, locatlion of water
sample and analysic.

Soils will mmake pedoiogic &nd/or other soil classifications
and studles consistant wlth 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 Classificetion, Pedolupic Classification, Utllitarlan
Classification and provide data on soll fertility, erosiveness, physical
and chemical labovatory analynis. vroductivity, adaptability of crops
to soll conditions, etc.

Transportation will make pre-feasibllity road analysis
+to map and evaluate exlsting, proposed or potential roads and road
routes, road requirements, road specifications, transportation costs
and charges, traffic load, etc., as specified by each project,

Jocio-Economics will inventory and evaluate the appro-
priate human resources. It will collect costs, production and economie
impact data on the agricultural and industrial sector, collect and
evaluate production costs, yield, merketing, land use and other data
as specifled.

Forastry and Vegelation studies wlll provide data classified
by species and will determined the extent, locatici and production
volume of each wnit of classification. Data will slso be collected on
the reserves, present employment, value and economic 1mpact, whern

appropriate.
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Land Use Studies will proviie information on actual land
use and if appropriate on past land use patterns to determine use
change trends.

Miscellaneous Studies dJdf special nature wlll be made when
considered appropriete when financiel 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 Marandn and Santiago and some of their tributaries
in the upper jungle of northern Perd, An incrcased interest has
been manifested in the arca because it has been proposed as an
alternate route of the Carrctera Marginal and because Civic
Action is now constructing a road into the area which should be
completed within two to three years, This is apt to lead to
spontancous colonization with the subsecquent destruction of a
vast forestry resource. The area appears to have a significant
agricultural potential, Its untapped forestry resources appear
to be extremely rich, This inventory is to make a preliminary
survey ol the resources and to direct attention to their hest
probable usc, ONERN has the capability for making this type of
study and has in fact made sceveral similar studices,

IT, OBJECTIVES:

1, Investigate the water resources of the Santiago, Marandn,
and their tributaries that arc within the study area,

2., Investigate t'e geologic resources,

3, Investigate the forestry resources,

4, Investigate the soils,

5. TInvestigate the present human resources,

6. Make a preliminary determination of the colonization
potential,

7. Make a pretiminary evaluation of the desirvability of
routing the Carretoera Marginal through the arca,

8. Make a preliminary determination of the agricultural
potential

UNCLASSILFILED
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ITII, SCOPE OF WORK

1. Revicw, compile and evaluate all existing data pertaln-
ing to natural resources and their use,

2, Treparc suitable basc maps or mosaics,
]

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

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

5, Make a soil survey of the avea and suitable soil
interpretations of such data,

6. Through sample surveys make an inventory of the human
resSourees.,

7. Ldentify possible development projects,

8. Identily the economic activities that might relate to
cconomic development of the area,

9, lnventory the hydrologic resources of the arca,

IV, EXECUTION OF THE PROJECT

This project is programmed for the second yvear of the loan and

will require two ycarvs [rom its start until the report is published,
Some disciplines will not require this much time and will lend
needed support to other projects, The work will be programmed
using the PERT (Critical Path Method) and calendogram charts,

This arca is remote and inaccess*ble to terreostrial vehicles,
Motor bhoat Lravel will be nece essary.,  Precaution must he taken
so that data sampling isn't confined to proximity arcas along
watcrcourses,  The ficeld work will require two months in which
the group representing seven or cight different disciplines will
be in the field,

Time must be allowed to permit non-existent photo coverage to be
{1own,
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V, PROFESSIONAL PERSONMNE

L REQUIREMENTS IN MAN MONTHS

3
v e

of Grand

Loan Contract

ONERN Cost

Ltem men  Total Ist  2nd  3rd 15t 2nd  3rd
ronths  year yzar year Total year vyear year Total
Cartography 4 48 - - 36 36 - - 12 12
Geolony 2 24 - - 12 12 - - 12 12
Soils 2 24 - - 12 12 - - 12 12
Hydrology 2 24 - - 12 12 - - 1z 12
Economics 2 24 - - 12 12 - - 12 12
Forestry 4 48 - - 36 36 - - 12 12
Transportation 1 12 - - 12 12 - - - -
Vi. BUDCET REQUIREMENTS IN DOLLARS
Loan Costs ONERN Costs
Ltem 1st 2nd 3rd Ist  2nd 3rd
Vear year YEOAr Total year yecar year Total
Salaries techincal - - 41,800 41,600 - - 27,000 27,000
Fiecld support - - 12,900 12,900 - - - -
Transportation - - 2,0C0 2,000 - - -
Maps and nhotos - - 35,000 35,000 - -
Ficld equipment 3,750 - - 3,750 - - - -
administrative equip 5,130 =~ - 5,130 - - - -
Camp equip 530 - - 530 - - - -
Exploratorv survey 3,500 - - 3,500 - - - -
Cartograrhic supply - - 3,660 3,660 - - - -
Cartographic equip. 5,670 - - 5,H70) - - - -
Technical assistance - - 22,000 22,000 - - - -
Salari.s administration - - - - - - 18,695 23,238
Public scrvices - - - - 6,543 - 271 365
“atevrials various - - - - 94 2,710 3,638
Equipment various - - - - 603 - 1,896 2,559
Maintenance & vepairs - - - - 760 - 2,167 2,927
Social Sccurity - - - - 475 - 1,355 1,330
19,680 - 118,160 136,840 9,483 - 54,094 63,577

11 3¢ ¢ o%ud ‘49 1rqryxy
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MARCAPOMACOCHA

I. INTRODUCTION

This project covers the watcrshed of the Rimac, Lurin, Chillon and
upper Mantaro vivers, It is located on the central coastal arca
with Lima as the focal point, This study consists of the natural
resources portion of a much larger multipurpose project concerned
with hydrocloctric power production, water utilization, agriculture
al capability, land use changes, urban planning and a multitude of
urban improvement, The project wntails an evaluation of the
minceral and hydrvologic resources on 1,400,000 hectarces and a semi=
detailed soil survey on 100,000 hectarces to determime land capa-
bility and suitability for irrigation,

This data is urcentiy nceeded to develop long and short term plans
for urban, agricultural and hydropowcr projects, Expenditures for
these type ol projects are expected to run into the billions of
dollars, Urban, hvdropower, industrial and agricultural intcrests
arce anticipating increasced cxpenditures which will increase areca
developnent,  They are expressing a keen iuterest in basing these
expenditurce on adernate information, Several covernment ard
private institutions arc carrying out studics, Closc cooperation
and coordination will be needed to avoid duplicity of work and

to maximize prompt cffcctive usc of the data,

I1, OBJECTIVES

l.  To investigate the water resoucvces of the Rimac, Lurin,
Chilldn and upper Mantaro river watersheds,

2. To investigate the collection of hydrologic and watcer
data pertinent Lo this project,

3. To investigate the present agricultural water distria-
bution system and nceds ol samc,

4, To investigatce land and water usc,

5. To investigate the geologic resources

UNCLASSIIIED
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To investigate the suitability of the soils for
agricultural usc,

To coordinate and cooperat= closcly in the collection of
data with the many agencies involved in various aspects
ot this multipurposc project,

SCOPE OF WORK

10,

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

Review, compile and cvaluate the available geologic and
soils data,

Review, compile and cvaluate the adequacy of the available
. J . s

data on the hydrologic resources of the Lurin, Rimac,

Chillen and upper Mantaro rviver watersheds,

Determine the adequacy of the present hydrologic and
weather data collection system, Make specific proposals
for overcoming any deliciencies such as the kind, number

and location of stations requived,

Inventory the agricultural water distribution system
and its present day requirements,

Determine present land use and alse land use trends,

Detcrmine water consumption for potable, agricultural
and industrial uscs,

Make a scmidetailed soii survey on approximately
100,000 hcctarcs,

Make @ geolosic and mineral potential survey.
Install a primary strecam sauge and weather station

systent for increcasing this kind of data nceded in
portion of the watersheds concerned,

UNCLASS1FIED
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IV. EXECUTION OF TUE PROJECT

These studies will be done during the second and third ycar 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 e¢fficiently schedule
and utilize ONERN's capability, The soils and hydrologic studies
are time consuming and musi be initiated within the first yecar of
the loan period,  Procurement of adequate acrial photography
coverace, mosaics and base maps will causc some initial delay
because it is anticipated that some ncw photography will be
required,

V. PROFESSIONAL PERSONNEL REQUIREMENTS IN MAN MONTHS

LOAN CONTRACT ONERN
Ne of Grand

men TOtaly%%i ;%g% ;2&% Total ;ég% ;%5§ égﬁ% Totd

Cartography 4 9% - 6 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 -— - —— e .- - -~ Qs> 0.5
TOTAL 13,5 302 - 109 lo8 216 =~ 48 48,5 96,5
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VI. BUDGET REQUIREMENTS IN DOLLARS

Item

Loan Costs

ONERN Costs

st Znd 3rd lst 2nd 3rd
vear year vear Total year year year Total

Salaries technical - 23,408 41,500 76,500 - 21,400 27,900 49,300
Field support - 23,800 22,800 46,600 - - - -
Transportation - 19,700 17,000 36,700 - - - -
Field equipment 29,780 - - 29,780 - - - -
Maps and photos 40,000 - - 40,000 - - - -
Metcorologic and
stream gauge stcations 62,000 - - 62,000 - - - -
Adminiscrative equip 18,290 - - 18,390 - - - -
Exploratory survey - 3,000 2,500 5,500 - - - -
Camp cyuiprent 3,700 - - 3,700 - - - -
Cartographic supplies - 5,490 5,490 10,980 - - - -
Cartographic equipment 17,000 - - 17,000 - - - -
Technical assistance - 23,000 23,000 46,0060 - - - -
Salarics administration - - - - 24,303 28,042 28,042 80,387
Public services - - - - 352 406 406 1,164
Materials various v - - - 3,522 4,064 4,064 11,650
Equipment various - - - - 2,465 2,845 2,845 8,155
Maintenance & repairs - - - - 2,818 3,251 3,251 9,320
Social security - - - - 1,762 2,033 2,033 5,82

170,870 109,990 112,290 393,150 35,222 62,041 68,541 165,804
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INAMBARI

I, INTRODUCTION

This area co.prises approximately 1,000,000 Ha, along the
margins of tne rios Inambari and Madre de Dios, There is
interest in this arca because of its proximity to the over
populated Puno arca and its possibilities for colonization,
The area anpears to have agricultural possibilities and
could be a mecans of alleviating some of the sociological
pressures in the department of Pung, This inventory will
make a preliminary survey of the resources and recommenda-
tions will be made for their best usec,

I1, OBJECTIVES
1, Investigatce the water resources of the Santiago,
Marafon and their tributaries that arce within the
study arca,
2, Investivate the geolopic resources,
3, Investigate the forest resources,
4, Investigate the soils

5, Investigate the present human resources,

6. Make a preliminary detevmination of the colonization
potential,

7. Makc a preliminary cvaluation of the desirability of
constructing the Ollacchca=-San GabdneInambari road,

8, Make a preliminary determination of the agricultural
potential,

UNCLASSTF1ED
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I1T, SCOPE OF WORK

1. Review, compile and cvaluate all existing data pertain-
ing to natural vesources and their use,

2, Prcpare suitable basc maps or mosaics,

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

4, Study thc geology of the arca and prepare a geology
and a mincral potential map,

5, Make a soil survey of the arca and suitable soil
interpretations of such data,

6, Through samplc surveys make an inventory of the
human resourccs,

7. TIdentify possiblce development projects,
8. Iuaventory the hydrological resources of the area,

9, Identify the cconomic activities that might relate
to cconomic devcelopment of the arca,

IV, EXECUTION OF TI'C PROJECT

This project is programmed Lfor the thivd year of the loan,
Some disciplines will not requirce this much time and will lend
needed support to other projects, The work will be programmed
using PERT (Critical Path Mcthod) and calendogram charts,

This area is remote and iraccesable to tervestial vehicles,

Motor boat tiavel will be necessary., Precaution must be taken

so that data sampling isu't confined to proximilty arcas along
watercourses., The [iceld work will require two months during which
the group representing seven of cight different disciplines will
be in the [icld,

UNCLASSIFIED
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Time must be allowed to permit non-existent photo coverage to
be flown,

V., PROFESSIONAL PERSONNEL REQUIREMENTS IN MAN MONTHS

Grand Loan Contract ONERN Cost
Ne of

Item sen Total 1st 2nd 3rd Ist 2nd 3rd
' 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
lydrology 2 24 - - 12 12 - - 12 12
Economics 2 24 - - 12 12 - - 12 12
Forcstry 4 48 - - 36 36 - - 12 12
Transportation 1 12 - - 12 12 - - - -




b

VI. BUDGET REQUIREMENTS IN DOLLARS

Loan Costs

ONERN Costs

lst Znd 3rd lst 2nd 3xd
year year year Total year year year Total
Salaries technical - - 41,600 41,600 - - 27,000 27,000
Field suplort - - 12,900 12,900 - - - -
Transportation - - 2,000 2,000 - - - -
aps and photos - - 25,000 35,000 - - - -
Field ecquinment 3,750 - - 3,750 - - -
Administrative equip, 6,130 - - 6,130 - - - -
Camp equipmient 630 - - 630 - - - -
Exploratory survey 3,500 - - 3,500 - - - -
Cartographic supply - - 3,650 3,660 - - - -
Cartozraphic equip, 5,670 - - 5,670 - - - -
Technical assistance - - 22,C00 22,000 - - - -
s2larics adm.aistration - - - - 6,543 - 18,695 25,238
Publ e services - - - - 9% - 271 365
~atsrials various - - - - 948 - 2,710 3,658
Equipnent various - - - - 663 - 1,896 2,559
daintanance & repairs - - - - 760 - 2,167 2,927
Social Security - - - - 475 - 1,355 1,830
19,680 « 118,160 136,840 9,483 - 54,094 63,577

1T 30 11 98ed %9 arqryxd
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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 elther the Puente Paucartambo-Puerto Pachitea section
or the Via Centrul Satipo section ([inal design of the latter is
presently being financed by +he World Bank), let alone from the
eventual connection to San Alejandro.

The first eleven Kilometers outside of Palea are
treacherous for even the present traffic flow of 300 venicles a day.
This portion of the road drops 5,000 feet and consists of a series
of one Jane switch-backs with intermittent sports for passing. The
next thirty kilometers to San Ramen are also of poor quallty with a
number of half-tunnels and nunerovs stretches of only one lane. The
road is two-lan. between 3an Rmwon and Puente Paucartambo but is
generally weshboard anrd, during the dry scason, extremely dusty.

In order o determine basi - economic feasibility,
USAID plans to vequire a pre-feasibility stuay which will fully
consider the sconomic ben=fits of the roadimprovement as well as
a general range of its construction cost. The approximate cost of
the pre-feasibility study is $50,000.

b. Puaente Paucartambo to the Confluence of the
Rivers Cacazu and Palcazu

This feasibility study 1s necessary to complement
the study of the Villa Rica-luerto Pachilea road financed under loan
527-L~023 (see attached mip of this area). The gcopa-of-work of
that study called for work Lo bazgin et Villa Rica and to “ollow
an existing fecder road for a distance of 29 kilometers. However,
baged on a recent, {icld review of the area and discussicns with
the TAMS personnel in charge of the study, the USALD hag come to Sh2
conclusion tha', the study should te revised und begin at Puente
Pauncartambo t'ollowing lhe best route to the confluende of the

Cacazu and Paleazu rivers, This is necessary beecause of the primitive

nature of the conne~tion between Puente Pauncartambo and Villa Rica

and because an allernate route will probably reduce construction costs

and raise the cconomic benetits. The approximate eost of this study
is $150,000.

UNCLASSIFIED
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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-Pucallpa 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
AIDITO CIRCUIAR LA-95.

UNCLASSIFIED
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ANNEY, TV - Page 1 ol §
Ffebruary &, 1907
PROBLEM OF THE AGRICULTURAL SECTOR

a. Nature of Problon

During the 196C-1966 period agricultural production
has fallen slightly behind the population growth of three percent a
year, and sgriculture's share of GNP has declined from 21% to 1T%.
Agricultural imports increased from 56C.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 agriculture's share of
total exports have declined from 35} to an estimated 22% in 1966.
The composition of Freru's sgricultural imports and exports over
the 1960-66 period detailed in the following tables:

UXCLASSIFIED



Cotton
Sugar
Coffee
Wool

Others

Total Agricultural Exports

1/ Preliminary
2/ Forecast

SOURCE: Ministry of Finance & Commerce data and Embassy Estimates

PERU'S AGRICULTURAL EXPORTS

1960 - 1966

(In ~illions of Dollars)

1960 1961 1962 1963 1964 1965L/ 19662
73.2 79.6 97.2 93,0 91.3 87.4 78.0
47,4 63,9 53,8 63,1 63,4 37,3 42,0
18,5 22,8 24,2 25,6 37,0 29,0 27,0
7.0 7.3 8.8 11,7 11,6 9,0 8.0
5.6 6.0 749 7.7 6,6 6,8 7.0
151.7  179.6  191.9  20l,1  209.9  169.5 16440
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PERU'S AGRICULTURAL IMPORTS
1960 - 1966

(In Millions of Dollars)

19560 1961 1962 1963 1964 1963£/ 19663/
Wheat and Flour 27,0 33.1 31.9 28,5 34,3 37.8 35,0
Rice 3.5 1.1 0.2 0.2 7.3 13.5 13.5
Corn 0.1 l.2 0.5 0.3 1.0 0.4 0.3
Barley 0,3 1,1 1,1 1.3 1.6 1,2 1,2
butter 3.3 2,5 3.3 3.8 6.1 6.7 743
Powdered and Canned Milk 1,1 1.2 2,7 3,3 5,0 5.1 5,6
Other Dairy Products 0.7 0.9 1,1 1.2 1.5 2,1 2.5
Livestock and Me .t Products 3,0 7,3 15,7 24,7 13,1 19,7 25,3
Fats and Oils 742 11,8 9.8 4,6 9,2 11,6 12,5
Cigarrets and Tobacco 1,8 2,5 2.6 A 3,1 3,6 4,0
Vecetables 1.7 2,0 2,4 2,6 2,9 1.4 1.5
Apples 0.3 0.6 0.7 1.0 1.4 2,4 3,0
Qther Agricultural Imports 10,2 9.9 10.3 12,2 11,8 24,8 27.1
Toral Agrjcultural Imports 60,2 75,2 82,3 88,1 98,3 130.3 140,0

1/ Preliminary
g/ Forecast

SOURCE: Ministry of Finance & Comerce data and Embassy estimates,
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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
seme in 1966 as 1t 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 shae of Peru's needs for
additional agricultural products has becn met by imports rather
than increased domestic production is that the country has
relatively few restraints on the importation of agricultural
goods and 1its 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
conswuer prices low while increasing prices to producers through
subsldies 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 ef'fective attack on the problems of agriculture
without using devices which solve one economlc problem by
creating others.

B. Role of Coast and Sierrs

In 196k Peru had some 657,000 hectares of crop
land under irripation in its coastal zone. Because of the almost
complete lack of rainfall on Peru's coast, it is impossible to
grov anything without irrigation and irrigated lcad has expanded'
very little on the coast since 1960.

The land producing supar, rice, cotton and to
an increasing extent corn, 4s being tairvly -{fectively util-
lized, and per hectarc outputs for these CToOps compare very
favorably with those obtained in the world's mest advanced
agricultural countries. A good portion of the agricultural
land on the coast 18 1ot used very etficliontly, but this 1s
mainly because it 1s held in very small paveels and/or 1s at
the margin of 1rrigated areas wherve 11 does not always get.

UNCLASSTIFIED
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enough water to permit maximum production. However, efforts by
extencion agents and supervised cr=dit disvensers are bringing
about some improvement in the effilclency of a munber of these
marginel producers. Tt 1s hoped that the salinity study to be
financed with loan funds can provide scme effectlve short-range
solutione for further increasing coastal production. Over the
longer range one must, of course, consider the larpe lrrigetion
schemes vresently being studiled.

The estimeted 1.1 million hectares of crop land
in the sierra is generally of low quality, is not used very
efficiently und is largely held in units too small to permit
economic menapement cr vy backward-looking latifundistas.

Some progres: can be mude over the long run to lmprove the
productivity of sierva farmers, bul ihils will involve a long
process of upgrading the human resources of the small farmers
of that area anc petling the +radition-bound latifundistas to
use thelr holdings more vroductively.

c. Rule of Eastern Slopes of Andes (cejal

The experience of the last six years shows that
great agriculture progress has been made in the Coja with
relatively little assistance from Pernvian institutlions. Wherever
reasonably adegquate transport facilities have existed and settlers
neve had the fortitude to remain in the Ceja through the difficult
first years, falirly prospzrous communiities have been leveloped,
based on the production of commoditics such as cofree, vanenas,
yeca, aud citrus frults which could benr the transport costs or
which are read:ly marketable in the more populated purts of Peru.

The Peruvian government, prior to President
Belaunde, limited its assistance lo occasional spurts of road
pullding snd to promises of grondious assistance «fPorte for
the Ceja, which promises were almest never tully eurrvied out.
A large part oi the reason the Ceja has not received full
suprort from the government is that most Peruviang, ofrlelal
i orivate., ave coast-oriented and look upon tne Ceja as &
ver, unvleszant olece to llve which 1s too Car removad fom
Peru's more modern and comflortable coastal arca.

UNCILASSIFIED
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Nevertheless a number of Ceia 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 e rate of 4O to 50 percent a year and cur-
rently outstanding credit from these banks totals over 10 million
dollars, 6 million ol which is outside the commercial center of
Iquitos.

If one looks at the list of Peruvian agricultural
imports it is clear that the Ceja can play & major role in
increasing domestic production of'most of the items which Peru
can hope to become self-sufficlent. If wheat is eliminated as
a target for import replacement, the Ceja would be able to pro-
duce efficiently almost all of the remeining agricultural
products now imported in sizeable quantifties. The amjor exceptions
would be dairy oroducts and certain non-tropical frult. such as
apples. With vroper Ircentives, but no subsides or excessive
tariff nrotectlon, the Ceja could make Peru self-sufficient in
rice, corn, cattle, fats and oils and tobacco as well as other
minor products, This would unavle Peru to save some $55 to 60
million walch 1t s now spending amnually to import these items.
No other area of Peru could produze these ltems in the required
quantitles without displacing other crops currently being produced
for either local or foreign markets.

It appears that for both the short and longer
run the Ceja offers great potential for agricultural developuent.
In many parts of the Ceja tracts of land of economic size and
with access to falrly adequate transportation facilities are not
being fully utilized and perhaps have not been tully cleared. In
other areas, technicully well qualified farmers have title to
Ceja lands which they have not de:xded to utilize yelt because of
the uncertainties and hardshinps of Ceja 1ife,

However, one must consider the economlic alter-
natives between the large coestal irrigation schemes already
mentloned and btulldirg additicuel venetration roads to the
Ceja and Selva. Previous road studies 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 8, 1967
APPROVAL OF IRR

The apuvroval of IRR and the AID/W directives for the
intensive review were communicated to the USAID/Peru by cable dated
November 2, 1906, with the following text:

"At meeting held Sept. 20, CAEC approved up to $1.5
million for ONERN portion of proposed project and deferred other $1.5
million for IND portion pending Washington coordination with proposed
IDB loan.

IDR apgreed at Sevpt. 22 meeting that there was room
for separate AID loan since IDB loen was not designed to accomodate
project studics Tov AID Ty G7/68 program.

Subsequently, Deputy Coordinator approved IRR as
presented for up to #3 million on basis such funds are needed for
execution currert TISALD vrogram.

The T.{ approval was subject to following directives
for intensive review:

1) Only specific prilority studles 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.

LY TAGS function to be reexamined and clearly determined.

Tn views apparent urgency this financiug CAPaper should
be submitted ASAP."

UNCTASSIFIED
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LOAN AUYHORIZATION

Provided From: Alliance for Progress Tunds
PFRU: Peasibility & Pre-Frasibility Studies

Pursuant to the authority vested in the Deputy U.S. Coordinator, Alljance
for Progress, by the Foreign Assistance Act of 1961, as amended, and the
delegations of authority issued thereunder, I hereby authorize the
agtablishment of &4 loan pursuant to Part [, Chapter 2, Title VI, Alliance
for Propress to the Govermment ot Feru ("Borrower") of not to exceed
three million two hundred theusend United States dollars ($3,200,000)

to assict in finencing the conl of feesibility studies, pre-feasibility
studies nnd related teetnical assistance and equipment in Peru; this

loan to be subject Lo tac Followings Lorms and conditions:

1. Tntercst and Terms of Repayment.  Borrower shall repay the loan to
the Agency tor [abornadionad Development ("ALL.D.') in United States
dollars within torty (h0) years trom the rirst disbursement under
the toan, including a grace period of not to exceed tlen (10) years.
The Borrower shall pay Lo ALL.D. in (nited States dollars on the
disbursed balence on the loan interest oft cne (1) percen’ per
anmum during; Liee cracs perion and fwo and one-half (Q%) percent
per annun bheroattor,

2. OLior Terms and Contitions:

(a) Bquipment, matorisly nnd sorvices (except marine insurance)
Pinanced under the loan anal! have theis origin in and bhe
procurcd {rom Lhe United Statoes of America or Peru., Marine
insurance inanced nwnder bae toun shall be placed in the
United States of Awmerica with a company anthorized to do
merine insurance business in any state of tne lnited States
ol Americi,

(b) United Statesn dottwrs utilized under Lhe toan to finance
local cocts snel !l be moade available Lo the Borrower or its
desipgnee Lhrouech appropriate procodures and shall be used
only for procurcpent in the Hnited States,

(c) Unlecs A.T.D. otherwine aprecs in writine, repuyments from
sub=loann made withyy ALL.D. loan funds will be made Lo the
FINHPT Aceount, will be gubieel Lo the terms and conditions
ot Lae FUHEPLH nystem crd sache vepayments will be uaed flor
Lorposen approved by ALLLD.

UNCLADH LY ED
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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 tcelinical consulting services.

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

2 of 2

Deputy U.S. Coordinutor

Date

UNCTASSIFIED
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