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PREFACE
 

This report is based on an intensive review of policies affecting the
 

food and agricultural 
sector of Peru during the month of October, 1982. All
 

four members of the University of Minnesota study team arrived in Lima on
 

October 10, 1982. Visits were held with various agencies in the Peruvian
 

government and the basic design of the 
study was outlined during the next
 

three days. Terry Roe and G. Edward Schuh then returned to the U.S., but
 

Duty Greene and David Orden remained in Lima for the next three weeks to
 

work with the Peruvian Working Group in assembling information and data on
 

the food and agricultural sector and on policies applicable to that sector.
 

They also began drafting part of this final report. Drs. Roe and Schuh
 

returned to 
Lima during the week of October 25 to review the information
 

and material assembled, to help write the draft of the overall report, and 

to provide feedback to the Minister of Agriculture and representatives from 

the Ministry o Economy and Finance and from the Prime Minister's Office of
 

Nutrition. The entire team returned to the University of Minnesota at 
the
 

end of October and completed a draft of this report during Rovember. The
 

draft report was sent to Lima for review by knowl'gible people there.
 

Comments were sent back to the University of Minnesota and Professor Schuh
 

made this final revision based on these coments.
 

Obviously, this has been too short a period of time to make a defini

tive analysis of the policies affecting the food and agricultural sector of
 

Peru. A great deal of information and data collection is still needed,
 

together with a great deal more analysis. However, we believe the preli

minary conclusions we have reached have relevance to istues 
faced by
 

policymakers in Peru. They also point to further research and analysis
 

that is needed.
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POLICIES AFFECTING THE FOOD AND AGRICULTURAL
 

SECTOR IN PERU; 1970-1982:
 
AN EVALUATION AND RECOMMENDATIONS 

I. INTRODUCTION
 

This report provides a baseline study of prices and price policy for 

crops and food imports of p-incipal importance in the Peruvian economy. 

In April 1982 a Presidential Agricultural Task Force arranged jcintly by 

President Belaunde and President Reagan Visiied Peru for two weeks. The 

Task Force reviewed a vde spectrum cf issues affecting Peruvian agriculture 

and identified the key influence of domestic agricultural, food, and trade 

policies on performance of 'he agricultural sector. The Task Force recom

mended that review of these policies be given high prioritv. 

This report follows upon that recommedation. The objectives of the 

study on which it is based were to characterize the evolution of price 

regimes during the past decade and describe their effects, to identify 

further policy changes with potentially large payoffs to the economy, and to 

assess areas of conflict among policy objectives. 
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II. A PERSPECTIVE FOR THE ANALYSIS OF AGRICULTURAL POLICY
 

It is customary in addressing problems of food and agricultural policy
 

to take a sectoral approach to the analysis. The food and agricultural sec

tor is treated as if it vtre a closed economy and in isolation of the rest
 

of the economy. The policies considered are those that impact directly on
 

consumption or production, and are usually referred to as food policies or
 

agricultural policies. The impact of trade politics tends to be ignored, as
 

is the effect of policies affecting the value of the nation's currency.
 

Moreover, should trade and exchange rate policies be considered, they are
 

considered for agriculture alone, ignoring the fact that there may be dif

ferential trade and exchange rate policies among sectors of the economy.
 

That approach to the analysis of food and agricultural policy is in most
 

cases misguided, and may well conceal more than it reveals. A more proper
 

approach is to analyze the food and agricultural sector in the context of
 

the total economy, and to consider the full range of policies that might be
 

impacting it, including trade and exchange rate policies for both agri

culture and the rest of the economy. To take this broader perspective is to 

try to understand the food and agricultural sector as it actually exists 

intricately embedded in and inter-related with the total economy. 

Relative Social Profitability
 

There are a number of reasons why this broader perspective is impor

tant. In the first place, policies such as tariffs, export quotas, export
 

embargoes, and distortions in the value of a nation's currency tend to be
 

pervasive in the economy, and affect many or all sectors of the economy,
 

either directly or indirectly. Second, from a policy perspective, what is
 

needed is to know how policies affect agriculture, for example, relative to
 

other sectors of the economy.
 



Two examples will illustrate the importance of this broader perspec

tive. For one thing, it is typical in many developing countries to provide
 

high levels of protection for the industrial or manufacturi a
easector as
3a 
means of promoting import-substituting industrialization, while at the same
 

time providing little or no protection for agriculture. Such a combination
 

of policies will obviously affect the relative profitability of the two sec

tors, and may have a strong impact on the flow of investment funds within
 

the economy.
 

Similarly, it is very common for countries to overvalue their curren

cies. This may be part of an intentional policy to help promote
 

industrialization, or it may be nothing more than the tendency to resist
 

devaluations that in practice tend to raiie the cost of living for politi

cally important groups, or stimulate inflation generally in the economy. In
 

any case, tn over-valued currency can have important and pervasive effects on
 

resource use and the distribution of income in society because it is in
 

effect an implicit tax on exports. If the country is relatively unimportant
 

in its export markets, that export tax rill be extracted from domestic
 

producers, causing those producers to receive less for their products than
 

their opportunities in foreign markets, and making it possible for consumers
 

to acquire the product at lower prices than they otherwise would have to
 

pay. In this sense the tax can be a significant disincentive to producers,
 

and a significant subsidy for consumers. The net effect can be a signifi

cant redistribution of income within the domestic economy.
 

Overvalued currencies also constitute a subsidy for imports. If the
 

country has a domestic sector which produces in competition with the
 

imports, the over-valued currency agai may be a significant disincentive to
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domestic producers, and a subsidy to domestic consumers. Again, there may be 

both a significant productionifect and a significant redistribution of 

income away from producers and towards consumers. 

It is entirely possible that the tax associated with an over-valued 

currency can be so great as to shift a country from being a net exporter of 

a particular product to being a net importer. The important point, however, 

is that a distortion in the value of a nation's currency affects the price 

of traded goods - either exports or products that compete with imports 

relative to the price of goods and services that are not traded. Hence, 

such a distortion can have a significant effect on resource use and on the 

distribution of income in the society. 

In many countries the effects of different levels of protection among 

sectors by means of tariffs and other trade restrictions, combined with the 

effects of distortions in the value of te nation,'s currencies, will far
 

outweigh the totality of effects of what is conventionally referred to as
 

food and agricultural policies. Yet, the conventional approach to the ana

lysis of food and agricultural policies, which neglects the effects of trade
 

and exchange rate policies, will ignore these important effects.
 

We have emphasized the relative effects of these policies among the
 

respective sectors of the economy. This relative effect 
is important for a
 

variety of reasons. In the first place, those who do take account of the
 

effects of trade and exchange rate policies often do it by comparing
 

domestic prices to their border price equivalents, where the border price
 

refers to the FOB price (in terms of the foreign currency) for exports and
 

the comparable CIF price in the case of imports. The important point about
 

such comparisons is that they tell only part of the story. For example,
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cultural products, but 
if high levels of tariffs and other restrictions to
 

trade cause the price of industrial products to be significantly above their
 

border price equivalents, ther, there still remains 
a distortion in relative
 

prices of the agricultural and industrial products.
 

This points to another consideration. In attempting to investassess 

ment policy or to understand the flow of investment funds within the eco

nomy, it is relative social profitability that matters. Prices for the 

ogricultural sector, for example, may well be set at their border price 

equivalent ane agriculture still be unprofitable in a relative social sense.
 

That would be the case if there were substantial protection of the
 

industrial sector. This difference in 
relative social profitability
 

explains why it is possible to "have 
the prices right for agriculture," as
 

'he saying goes, and there still 
be a lack of investment in agriculture.
 

The point is that the protected sector will be relatively more profitable.
 

A final problem with 
the narrow sectoral approach so commonly used is
 

that it fails to account for the various linkages by which food and agri

cultural policies in the coDventional sense affect other important
 

variables. These include the size of government budgets, the size of
 

government deficics, the rate of rural-urban migration, the level of
 

employment and unemployment, and the external balance of paments. In light
 

of the importance of these variables in 
the design of overall s':onnuic 

policy, analyses which fail to include these linkages are ciet,,iy fnidequate 

as a means of understanding the overall consequences of food and agri

cultural policy. 

Two additional points further emphasize the importance of the policy 

perspective taken in the present study. The first is the relative impor
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tance of food as a wage good in low-income countries. This relative impor

tance means that policies which affect the price of food can have a
 

significant effect on the distribution of income within the society.
 

Moreover, they have important implications for wage policies, and in turn
 

employment and industrialization policies. Policies which cause food prices
 

to be low, for whatever reason,make it possible for employers to pay relati

vely low nominal wages, thereby affecting the profitabiity of economic acti

vitits in general. This can affect the comparative advantage of the nation
 

in the international economy.
 

In addition, the trade and exchange rate policies we have discussed can 

have a significant effect on the domestic terms of trade - the relative 

price between agricultural products and other goods and services in the eco

nomy. This, in turn, can have a significant effect on the rate of rural

urban migration, and the rate at which migrants from the rural sector pile 

up in urban cities. 

The domestic terms of trade are important, despite the fact they have
 

not received the same attention as changes in the ezternal terms of trade.
 

They are important because they influence resource use and resource flows
 

within the economy. They are important because they influence relative
 

social profitability among sectors. And they are important because they
 

affect the relative distribution of income.
 

The Situation in Peru 

During the past decade Peru has experienced several different policy 

regimes. Early in the decade, policy involved the nationalization of many 

enterprises, an emphasis on import substitution with high tariffs for the 
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industrial sector, a fixed and overvalued exchange rate, and low agri

cultural prices. This was followed by a progressive relaxation of many of
 

these policies, with a tendency to let external market realities be reflected
 

in the domestic economy. At the time this study was undertaken, the
 

Peruvian economy was marked by reduced import restrictions, lower tariffs,
 

continual devaluation of the currency tc adjust for the differential between
 

domestic and world inflation rates, greater reliance on markets for the
 

allocation of resources, higher producer prices for some agricultural com

modities, and substantial consumer subsidies for some food staples.
 

The effects of these very different policy regimes on Peruvian agri

culture, and the general policy issues now confronting Peru. provide a per

fect example of the need to take a broad perspective on the agricultural
 

sector and on food and agricultural policies. Policies usually considered
 

to be food and agricultural policy, such as fixed output prices, food sub

sidies, credit subsidies, and other distortions in agricultural input and
 

product markets, would tell only part of the story. Tariff policy and impli

cit taxes and subsidies provided by means of distortions in the value of the
 

currency are at least as important.
 

The Effective Protection Perspectives
 

One of the problems in assessing they1fects of policies effecting the
 

food and agricultural sector, or any other sector for that matter, is the
 

multiplicity of policy instruments vich governments use to affect the
 

economy. As noted above, these may range all the ,ay froc what are generally
 

recognized as conventional food and agricultural policies, such as price
 

supports, price ceilings, subsidized interest rates, and input subsidies, to
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trade and exchange rate policies. And within each category, these various
 

policy instruments may be used.
 

The difficulty is in knowing how to sum up the effects of these policies
 

into a net affect. Economists have developed a rather simple framework for
 

making such a judgment about the net effect of all policy interventions.
 

This framework is referred to as the concept of effective protection.
 

The effective protection framework was originally conceived to take
 

account of the fact that just assessing the protection, subsidy, or taxes on
 

product prices was not adequate because there might be other policies which
 

affect the absolute and relative price of inputs used in the sector. Hence,
 

it was necessary to measure the combined effects of policies affecting both
 

input and product prices. More generally, however - as will be seen below 

the effective protection perspective permits the analyst to assess the com

bined effects of all policies affecting the sector in order to determine the 

net effect of all policies combined. This effective protection framework 

will be used as the framework for part of the analysis which is to follow.
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II. BACKGROUND
 

This brief background is designed to provide the setting for the analy

sis which is to follow in the following sections. Topics covered include
 

the macroeconomic performance of the economy, an overview of the performance
 

of agriculture, and a brief synthesis of agricultural and food policies.
 

More details on these topics can be found in Appendices C, D, and E.
 

The military government in 1968 initiated several programs designed to
 

redirect the Peruvian economy. Among these programs were land reform,
 

worker participation in the management of business affairs, the creation of
 

several public parastatal firms, and the development of a complex system of
 

tariffs and subsidies to protecc and encourage the development of a more
 

modern industrial sector. The economic reform implied by these programs
 

induced, at least in the short run, inefficiencies in resource allocation in 

several sectors of the economy. These programs also required large finan

cial outlays which necessitated public borrowing from both domestic and 

international sources.
 

Macroeconomic Performance in the 
1970's and Early 1980's
 

The economic consequences of the government's attempt to reform the
 

economy is in part reflected in the overall performance of the economy
 

during the 1970's. Growth in real (adjusted for inflation) CDP fell from
 

7.1 percent in 1970 to 3.1 percent in 1976. In 1977 and 1978 real growth in 

GDP was negative, declining by -1.2 and -1.8 percent, respectively. Budget 

deficits emerged, and the deficit as a share of GDP increased from 1.4 per

cent in 1970 to 7.5 percent in 1977. Inflation also burgeoned out of 

control, increasing from 4.2 percent in 1972 to 73.7 percent in 1978. With
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the nominal value of the sol fixed relative to the dollar, the nation's
 

currency became increasingly overvalued in foreign exchange markets. This
 

in turn contributed to an increasing deficit on the country's trade and ser

vice 	account.
 

These problems induced 
the government to embark on a btabilization-cum

economic-recovery program with the support of the 
IMF and the World Bank.
 

The recovery program aimed at strengthening finances, stimulating exports,
 

stemming the 
loss of currency reserves, and promoting a more efficient use
 

of private and public resources. A major component of the program was the
 

devaluation of the sol in 1976, 
followed by successive devaluations through
 

1978 in real terms. While deficits on the current account persisted between
 

1976 and 1978, they declined significantly. The current account showed a
 

positive balance in 1979 and 1980.
 

The austerity measures imposed were not without their costs. The eco

nomy entered ,into a recession in 1977 and 1978. And although inflation
 

declined from 1978 to 1980, it still remained at a high level (60.8 percent
 

in 1980).
 

The change in government in 1980 led to policy changes to decrease
 

government intervention and to increase the role of the private sector in
 

the economy. These changes came at a time of worldwide recession and
 

shrinking markets for Peru's major exports. Budget deficits recurred in the
 

early 1980's, as did deficits on the trade accounts. The real value of the
 

sol rose relative to the dollar, at the very time the value of the dollar was
 

rising at an unprecedented rate. 
 Since February 1982, however, an acce

lerated rate of devaluations for the sol has caused it to decline in 
real
 

terms.
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The Performance of Agriculture
 

Agriculture now constitutes a small and declining share of the nation's
 

GDP 	(14 percent in 1972 and 12.6 percent in 1982). This small share is in
 

part 	misleading, however, since it reflects policy discrimination against
 

the 	sector which leads to an undervaluation of the output of this sector
 

(while protection of the manufacturing sector causes an overvaluation of the
 

output of that sector).
 

Growth in agricultural output has averaged less than 2 percent per year
 

since 1972, substantially less than the estimated population growth rate of
 

2.7 	percent.
 

Agricultural exports accounted for approximately 20 percent of total
 

exports in value terms from 1972 to 1977, but thereafter fell to 5.3 percent
 

in 1981. The major agricultural exports during the last decade, in order of
 

importance, were coffee, sugar, cotton and wool.
 

The share that imports of grains make up of total agricultural imports
 

in value terms increased from 52 percent in 1970 to 87 percent in 1980.
 

Wheat accounts for the largest component of this total, and imports of this
 

coamdity have increased rapidly - an average of 35 percent per year from
 

1970 to 1975. Imports of this grain declined during the years of austerity,
 

but since 1978 have recovered to grow at a rate of 8.5 percent per year.
 

Peru has for the most part been self-sufficient in rice. However,
 

in 1979 and 1980, imports of rice accounted for 18.4 and 20.3 percent,
 

rp.PcC A 7respectively, of the total value of agricultural exports. Hence, in 1979, 

wheat and rice accounted for 70 percent of total agricultural imports. 
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With the exception of milk, imports of livestock products tended to
 

decline during the last decade. However, growth in the domestic beef and
 

poultry sectors led to large increases in the imports of corn and soybeans.
 

Fertilizer imports have tended to remain fairly constant since 1974,
 

with the exception of urea, which has declined significantly.
 

An Overview of Agricultural and Food Policies
 

The objectives of food and agricultural policy in most countries are
 

set within the framework of priorities regarding overall macroeconomic
 

growth and social welfare. And that appears to be the case in Peru as well.
 

However, the basic objectives of agricultural policy - which in the 

case of Peru appear to be to increase food output, reduce production costs 

and achieve higher net returns to land and management - may conflict or com

pete with other government objectives. In Peru these other objectives 

appear to include development of the industrial sector, maintenance of high 

emplcy-ent and low inflation, the reduction of government deficits and
 

adverse balance of payments problems, reduction in perceived international
 

dependency, provision of higher incomes (especially to low income groups),
 

and achievement of greater regional decentralization. Selecting a course
 

of action in terms of particular policy instruments (i.e., price policy,
 

exchange rate policy, etc.) requires the acceptance of tradeoff. among
 

these various objectives.
 

The massive direct state intervention in the market economy of Peru by
 

the Velasco government during 1969-75 illustrates the costs of government
 

efforts to manipulate a great number of policy instruments to achieve con
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flicting policy objectives. Agricultural sector policy during this period
 

was characterized by the agrarian reform, which converted the latifundio
 

land tenure system into one of agrarian cooperative enterprises of various
 

types. The state-owned agricultural institutions EPCRAP, EPSA, and ENCI
 

were created to control the marketing and distribution of basic agri

cultural inputs and outputs. 
 Special prograns of direct state financing
 

for the agrarian reform enterprises and ever greater subsidies to the
 

Agrarian Bank were granted. These initatives contributed to the large
 

annual deficits in the budget of the central government and to the severe
 

balance of payment problems that characterized this era, and which even

tually forced a shift in policy orientation.
 

While the present administration has lessened the degree of state inter

vention in the econcymv, ENCI and ECASA still control the prices of basic
 

agricultural comm dities such as wheat, rice (ECASA), corn, cotton, vege

table oils, and dried milk, all of which are 
traded on the international
 

market. Policies are presently being considered to relax the state's mono

polistic control over the marketing of some of these commodities by
 

allowing private enterprise to compete with ENCI; for example, in the
 

marketing of cotton and fertilizer. A relaxation of state control should
 

serve to decrease the cost to the Peruvian economy of performing these
 

marketing services.
 

The continued existence of state-owmed marketing institutions has
 

been given renewed legal sanction throug Article 15 of Legislative
 

Decree No. 2 (The Law of Agricultural Prom~tion and Development) of 1980.
 

This article mandates that certain state institutions have the right to
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establish price controls and set regulations on agricultural products.
 

This law requires that these controls and regulations be reviewed at least
 

once a year.
 

Since the enactment of the above decree, a periodic list of basic food
 

products and inputs subject to price controls has continued to be published.
 

The list of August 1982 included the crops of rice (unpolished), corn
 

(hard yellow), wheat for flour, vegetable oils, and milk. The August 1982
 

decree also transferred the authority for fixing the level of prices of
 

agricultural outputs and inputs from the Ministry of Economy, Finance, and
 

Cmer.e (MEFC) to the Ministry of Agriculture (MAGR) and, more specifi

cally, to the General Direction of Agriculture and Livestock (Direccion
 

General de Agricultura y Canaderia, D&AG). The significance of this
 

transfer is unclear since HEFC continues to exert a leadership role in all
 

areas concerned with the direction of the general economy, the magnitude of
 

government deficit, and the trade account balance.
 

In order to fix the level of prices of those agricultural products
 

controlled by the government at the farm level, the DGAG uses as a guide
 

nationwide average cost of production budget studies--one prepared inter

nally with real costs of inputs at official prices and one prepared for the
 

given product by a national commodity group. These budget studies include
 

the costs of labor, machinery, and financing as direct costs, the costs of
 

1
 
administration and financing as indirect costs, and a "fair" profit
 

1This inclusion of financing as both a direct and indirect coat seems
 
strange without more detail to explain it. However, this is the way
 
Ministry of Agriculture documerts describe it. The study team was not able
 
to reconcile the disparity in the time available.
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(utilidad) to management. These studies are therefore presumed to provide a
 

national average "fair" faru price for the prodact. This may be viewed 
as
 

including at least a partial return to 
land since the value of land is not
 

included as a cost.
 

It is unclear, however, what weight is actually given to these costs of
 

production studies in the final setting of producer prices. For example, the
 

price of unpolished ordinary (corriente) rice actually set by the government on
 

June 18, 1982, was 200 soles per kilogram dhile the cost of production esti

mates in official prices were 220 soles 
for the DGAG and 320 soles for the
 

national rice producers.
 

The actual process by which the government-decreed price is actually
 

established is rather difficult 
to understand, as bureaucratic processes
 

tend to be for outtiders. Wahat appears to happen is that, based on their
 

own cost of production studies, the various producer groups 
initially submit
 

their own suggestions for commodity prices. 
 At the same time the Ministry
 

of Agriculture submits its own suggestions for each commodity. These are
 

then percolated through 
the Ministry of Finance, which takes into account
 

such things as budget costs 
and balance of payments implications.
 

Ultimately, the decision 
is made by the President, in conjunctiou with the
 

pertinent Ministers of State. It is at this higher level that consumer
 

interests cone into play.
 

More detail on pricing policies and the marketing system are provided
 

in Appendix E. The six principal agricultural commodities considered
 

there include rice, wheat, corn, cotton, sugar, and potatoes. Policies
 

affecting important agricultural inputs are described in Section V.
 



IV. AGRICULTURAL AND FOOD PRICES
 

The outcomes of Peruvian policy interventions as reflected in histori

cal trends in prices of six agricultural commodities are evaluated in this
 

section. The commodities considered are wheat, corn, rice, cotton, sugar
 

and potatoes. The effects of world prices, exchange rate policy, and
 

domestic agricultural and food price policies on the level and movement of
 

Peru's prices of these commodities over the past thirteen years are eval

uated and discussed.
 

The section is divided into four main parts. The first part provides
 

an analytical framework for understanding the later data that are to be pre

sented. That is followed first by an overview of the price relatives for
 

the six commodities considered, and then a more detailed discussion of each
 

individual commodity. A discussion of prices at the consumer level is then
 

presented. The section ends with a brief summary of the results.
 

An Analytical Framework
 

Given world prices for the commodities it produces, a country can 

within limits - use trade restrictions and taxes and subsidies of various 

kinds to set whatever domestic prices it chooses for the products it pro

duces or imports. Once those prices are set, producers will try to maximize 

their incomes given the prices and production technology they face, and con

sumers will try to maximize their utility given their budget constraints and
 

the prices they face. In general, of course, the prices consumers face will
 

be different than the prices producers face.
 

If domestic prices depart from world prices for reasons other than
 

transportation costs and competitive marketing margins, domestic producers
 

may choose to produce quantities and mixes of outputs that do not maximize
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national income compared to the international trading opportunities it
 

faces. Similarly, consumers may not consume the bundle of goods and 
ser

vices that is consistent with maximum national income given the trading
 

opportunities the nation faces.
 

This'raises the question of what is a proper criterion for determining
 

whether a country "has its prices right", or has efficiency prices. It is a
 

well known principle of economics that for traded products - those a country 

either imports or exports - a country will maximize its national income if 

it fixes its prices at what are referred to as border price levels. For
 

products it exports, the prices are the FOB prices at its exporting ports.
 

For products it imports, the prices are the CIF prices at the importing
 

ports.
 

The plausibility of this criterion as a basis for price policy can be
 

seen in the following way. Border prices represent the trading oppor

tunities the nation faces. If a country pays its producers less for an
 

export commodity than they would receive in international markets, the
 

nation is clearly undervaluing the resources used to produce that cormodity,
 

sacrificing income potential in the process. If it pays domestic producers
 

more than they would receive at the border price export level, they cause
 

consumers to pay more for the product than they would otherwise have to pay,
 

again sacrificing potential income. Similarly, for import cosodities,
 

domestic prices set lower than CIF import levels may result in paying
 

domestic producers Less than the nation is willing to pay foreign producers.
 

Policies which cause Jomestic prices to depart from theme border or
 

efficiency price levels therefore tend to cause the country to sacrifice
 

national income, and therefore to experience a slower rate of economic
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growth than it would experience if proper prices had prevailed. There are 

important exceptions to this principle, such as the protection of infant 

industries, but most of the exceptions involve a willingness to sacrifice 

short-term losses in economic efficiency in order to have an expected 

longer-term higher rate of growth, or because of national security issues. 

The important point is that such departures need to be explicitly justified, 

because they do tend to sacrifice national income for the nation as a whole. 

Care also needs to be taken that short-term distortions are not stretched
 

out to become long-term drags on a nation's economic growth.
 

In the analysis which follows, this efficiency price criterion is used
 

as the basis fcr evaluating price and :rade policies pertinent to the com

modities be-rng conridered. Departures from this criterion obviously have
 

effects on the distribution of income in the economy. The income distribu

tion issues raised b various pclicy options are discussed in Section VII.
 

The distinction we make in the balance between domestic prices and
 

world prices highlights an important distinction in the determinants of
 

domestic prices over time. On the one hand, Peru faces shifts in world pri

ces over which it has little or no influence. On the other hand, given
 

movements in world prices, Peru's trade, exchange rate, agricultural, and
 

food policies also affect domestic price levels. These latter effects and
 

their implications lie at the heart of our policy analysis.
 

To clarify t*ese relationships, consider the case of a country that has
 

no explicit agricultural price policies. In this case, domestic prices of
 

traded agricultural c:,rzdities are world pricer, say in U.S. dollars,
 

adjusted for trbrtp~ rtation copts and converted to domestic currency via the
 

prevailing nocmial exc ange rate. TPt is: 



-19

(Nominal World ) Nominal ) = (Nominal Domestic 
Agricultural Price Exchange Rate Agricultural Price 

Changes in world prices and in the exchange rate would be reflected directly
 

in agricultural prices. Similarly, in deflated terms one would have: 

Real WorldReaWold) x (Purchasing Power Parity / (Real Domestic 
Agricultural Price Adjusted Exchange Rate Agricultural Price 

This expression shows the effect of exchange 
rate policy on the agricultural
 

sector. If the domestic currency is overvalued, real domestic agricultural
 

prices would be lower than they would be with an equilibrium exchange rate.-


As has already been pointed out, such an exchange rate policy creates an
 

implicit tax on the agricultural sector, and causes resources to be forced
 

out of the sector :ver time.
 

Now, in the case of a country with explicit agricultural and food price
 

policies, the Etrict equahity be'veen domestic ag-icultural prices and world
 

prices mutip7ied by the exchange rate may be changed, so that:
 

Real World ) x (Purchasing Power Parity) < (Real Domestic
 
Agricultura: Price Aojuuted Exchange Rate Agricultural
> Price
 

In this case, changet in world prices and in the va'ue of the exchange rate
 

over time may or may not be reflected directly in domestic prices. However,
 

large deviations froa equality ray bear a high cost in terms of direct sub

sidies if the government bears the cost of a difference between world and
 

domestic prices.
 

l/ The purcha irg pover parity or "price level adjusted" or "real" exchange
 
rate is: (rrc~ir,a: exchange rate) foreign price index/dom-Ptic pice
 
index).
 

2/ An equilibriua exchange rate is the one that wo:ld prevail if there were
 
no government intervention and competitive market forces alone de
termined the va:ue of the currency.
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An Overview of the Price Relatives 

Historical trends in the real domestic prices of wheat, corn, rice, 

cotton, sugar and potatoes during the period 1970-1982 are presented in 

Figures 4.1 through 4.6. As a basis of comparison, two world price series 

have been comiuted. The first series is the real world price in U.S. 

dollars conveTted to a domestic va lue at the real exchange rate effective 

during each vear. Thu second is the domestic value of the world price 

assum:ng that th, 1978 reol exchange rate had prevailed throughout the 

period.
 

The real excharpe rate in 1972 was 65.2 soles/dollar, s.bstanti

ally greater "h&. a !ow of 4C.8 in 1975, or the June 1982 value of 

-55".) At. the hgVite exChnnge rate Peru had a net surplus on its goods trade 

account, wh:le at the >: rt ratef, it has run substantial tzade deficits (see 

Table C.1). For this reason we choose to treat the real exchange rate in 

1978 as the equilibrium level. TL.,*!i rate is also consistent with the con

cept of an equilibrium exchange rate bnaed on Central Reserve Bank percep

tions that the sol is nov 1C to 15 percent overvalued.I 

With a cona tanz real exclar.ge rate, shifts in the domestic values of 

commidity prices are accounted for by changen in world prices only. For 

vheat and corn, rice, cotton and sugar these prices exhibit very similar
 

1The real equilibrium exchanlje rate is determined by a nation's underlying
 
productivity. This does nort change significantly in a short period of 
time. Hence, for purposes of the kind of analysis conducted herein, it 
doesn't do great violence to the facts to treat the underlying real
 
exchange rate as constant.
 

http:exclar.ge


Figure 4.1. Border and Domestic Prices of Wheat, Constant 1975 Soles, Peru 
1970-1982t 

Border price per metric ton at prevailing real exchange 
rate, C & F, Callao 

Border price per metric ton at 1978 real exchange rate, 
C & F, Callao 

Controlled domestic price per metric ton set for 
domostic and imported wheat upon delivery to com
morcial mille 

Uncontrolled market price of soft wheat 

200 * 

: I ow0040r /100 -%../ ... 

1970 71 72 73 74 75 76 77 78 79 80 81 1982 

Year 
t Border price at prevailing real exchange rate In 1975 (6,773 soles/MT) set equal
to 100. All other prices adjusted to scale. 
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Figure 4.2. Border and Domestic Prices of Corn, Constant 1975 Soles, Peru 
1971-1982t 

Border price per metric ton at prevailing real exchange
rate, C&F, Callao 

..... Border price per metric ton at 1978 real exchange rate, 
C&F,Callao 

Controlled price per metric ton set for domestic corn 
upon deliveryto commercial mills 

200 

: / %% 

0 % 

10 0 

I A I I I A 1 1 
1970 71 72 73 74 75 76 77 78 79 80 81 1982 

Year 
tBorder price at prevailing real exchange rate In 1975 (5,671

soles, Mr')iet equal to 100. All other prices adjusted to scale. 

(For furlher references on Drice series it% Tahl 62, 
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Figure 4.3. 	 Border and Domestic Prices of Rice, Constant 1975 Soles, Peru, 
1970-1 982 t 

Border price 	per metric ton at prevailing real exchange 

rate, C & F, Callao 

Border price per metric ton at 1978 real exchange rate, 
C & F, Callao 

Polished rice 	equivalent of controlled price per metric
ton set for unpolished domestic rice upon delivery to 
commercial mills 

. a 

Controlled retail price per metric ton set for ordinary 
grade polished rice. 

* • 

200

d -7
 

200---	 - .o 

100

1970 71 72 73 74 75 76 77 78 79 80 81 1982
 

Year
 
t Border price at prevailing rear exchange rate In 1975 (16,809 soles/MT) tet equal 
to 100. All other prices adjusted to scale. 

(For further roferences on Drice series see Table 6.3) 
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Figure 4.4. Border and Domestic Prices of Tanguis Cotton, Constant 1975 
Soles, Peru, 1970-1981 t 

Border price per metric ton of flber at prevailing real 
exchange rate, FOB, Callao 

Border price per metric ton of fiber at 1978 real ex
change rate, FOB, Callao 

.	 Base price set per metric ton of seed and fiber upon 
delivery to commercial ginning mills 

Controlled price per metric ton of fiber set for sale to 
domestic textile mills 

200/ 

,% - -

- -/ 

100 "" : -. 

10 -" - .. - - -

-. I ** ftf t 

1970 71 72 73 74 75 76 77 78 79 80 1981 

Year 
t Border price at prevailing real exchango rate In 1975(51,367 sores/M'l) set equal 

to 100. All other prices adjusted to scale. 

(For further refetoncs on price series see Table 6.4) 



Figure 4.5. Border and Domestic Prices of Raw Sugar, Constant 1975 Soles, 
Peru, 1972-1981 t 

Border price per metric ton at prevailing real exchange 
rate, Callao 

Border price per metric ton at 1978 real exchange rate, 
Callao 

Controlled price per metric ton set for raw sugar for 
domestic industrial use 

: 0 
2 0 

* o, 

. S .. 

100

0 0 

Yea 

tBorder price at prevailing exchange rate In1975 (18,768 soles/M'r) set equal to(For Allth r parices ndjusted t o am 
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Figure 4.6. 	Domestic Prices of Potatoes, Constant 1975 Soles; Peru, 1970
1982t 

= -" - Average farm price 

Average retail price in Lima metropolitan area 

200, 
A 

,.,. %I %

,., ,_,,
 

0% / \ 
0% % %.

% \4100-
' 

opOR dip % 	 %% 

1970 71 72 73 74 75 76 77 78 79 80 81 1982 

Year 
tAverage farm price in 1975 set equal to 100. All other prices adjusted to scale. 

(For further references on price series see Table 6.8) 
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trends. Essentially for each commodity, prices were relatively low and
 

stable through 1972, rose in 1973 and 1974, fell for a period of several
 

years, then recovered moderately, and have fallen steadily since 1980.
 

World prices are not shown for potatoes, which have been treated as a non

traded good due to their perishability aid high per-unit-value transpor

tation cost. 2
 

At the prevailing real exchange rate, domestic values of world prices 

reflect changes in both world comodity price and Peru's exchange rate policy. 

Generally, domestic values of world prices at the prevailing exchange rate have 

been substantiall, below constant 1978 exchange rate levels, particularly in 

the early 1970's when the sol was most overvalued. For the entire 1970-1982 

period, a net real depreciation of the sol of 6 percent would have brought 

the two price levels somewhat closer together.
 

The prevailing-exchange-rate-price series follows cyclical patterns over
 

time similar to tose of world co odity prices at the constant exchange rate.
 

However, there are notable periodn in which the exchange rate effect dampens,
 

magnifies, or even reverses the movement in the commodity price. For example,
 

during the 1972-74 period real world wheat prices in dollars rose 228 percent,
 

For wheat and corn, which are imported, the world price is based on FOE
 
Gulf ports plus transportation. For cotton and sugar, which are generally
 
exported, world price is FOB Gulf Ports minus shipping. The sugar price in
 
based on the U.S. market price, which is supported above world level., so it is
 
only an approximate price in so far as the Peruvian export quota is nonbinding.
 
The world rice price is based on FOB Bangkok plus shipping. The Bangkok rice
 
price is substantially below U.S. rice prices, so the price series computed is
 
not necessarily equal to prices paid for imported U.S. rice under PL-480.
 
None of the world prices include ur'oading or port to mill transportation cost.
 
Similarly, domestic produ:er prices do not include farm to mill transportation.
 
For further discussion of the world price series see Appendix D.
 

2 For these reasons the international market for potatoes is not a reliable
 

arket. Under these conditions the brder price is not a reliable
 
basis for comparison.
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but appreciation of the sol in real terms by 8 percent kept the sol price
 

increase to 210 percent.! / Conversely, from 1977 to 1978 world wheat prices
 

rose 13 percent and rice prices rose 20 percent; devaluation of the sol by
 

27 percent during this period resulted in increases of 43 percent and 52
 

percent, respectively, in the sol values of these world prices. Looked at
 

another way, if the currency had been at its real 1978 level during 1977,
 

domestic values of world agricultural price would have been 27 percent
 

higher. AgLin, this comparison serves to point out that Peru's exchange rate
 

policy, along with changes in world prices, have had a significant effect on
 

farm prices and corresponding income flows.
 

Detailed Discussion
 

Wheat
 

In the case of wheat prices, the uncontrolled domestic producer price
 

of soft white wheat produced primarily in the Sierra, dnd he controlled
 

price for wheat delivered to domestic flour mills, are illustrated in Figure
 

4.1. Throughout the 1970-82 period the controlled price to domestic mills
 

was below the uncontrolled market price. Aside from variety considerations,
 

the importance of which is easily overstated, it is not surprising that with
 

free market prices above prices paid by millers, little domestic wheat was
 

delivered to commercial mills. Further, the coaparison of domestic prices
 

with international prices suggests that the controlled domestic price of
 

wheat has been consistently below world levels at the constant 1978 exchange
 

rate, and also belco world levels at the prevailing exchange rate in all
 

years except 1970-72 and 1977. Th*s implies that price policy has pushed
 

more resources out of weiat production than would have been the case without
 

distortions in agricultural prices and exchange rates.
 

I the limit if a x b - c then the proportional change in c is the1 1n 

sum of proportional changes in s and b. However, with discrete data this
 

relat:onship dces not ho'd an s perfect equality; ratherfa x " b *frc. 



It is interesting that cyclical movements in the soft wheat price
 

series generally parallel the movements in the prevailing-exchange-rate
 

world price, with allowance for some lags or significant deviations for short
 

periods of time. The principal changes in world prices and in the prevail

ing real exchange rate are apparently passed through to agricultural prices
 

in the uncontrolled domestic market. This relationship is particularly
 

strong in the latter part of the decade. For example, from 1976 to 1978
 

world wheat prices in dollars fell 14 percent, and the sol depreciated 43
 

percent, implying an increase in the sol value of the world price of 23 per

cent. Producer prices increased by exactly the same proportion. Similarly,
 

from 1978 through 1981, the sol value of world price fell 25 percent and
 

producer prices declined 24 percent. This close correlation suggests that
 

world market force6 are a signifcant factor affecting price levels in
 

domestic markets. Uncontrolled markets in Peru have not been insulated from
 

changes in world prices and will almost certainly respond to future changes
 

in world prices. This suggests that price policy should also be desi2nee
 

with the need for this type of flexibility in mind.
 

Corn
 

The price of corn paid to farmers for domestic production is shown in
 

Figure 4.2. This price is controlled upon delivery to commercial feed mills.
 

This controlled price has been above world price at the prevailing exchange
 

rate in almost all years. The domestic corn price has also exceeded the
 

world price at the conotant 1978 exchange rate in all years except
 

1972-1977. Corbequently, more resources may have been attracted to the pro

duction of corr, than. would have been the case had world prices prevailed in
 

domestic warkets, other things being equal. Nevertheless, corn production
 

has declined, as shcwjn in Table A4.3.
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Rice
 

Comparison of the hulled rice equivalent producer price with world
 

prices illustrates quite a different outcome of agricultural price policy
 

than that described above. Movements in the controlled domestic producer's
 

price suggest that the domestic market has been substantially insulated from
 

fluctuations in world prices. The domestic producer price has been substan

tially below the domestic value of world prices at either the prevailing or
 

constant-1978-real-exchange rate since 1971, though it may have been above
 

world levels in 1982 .1/ Thus for rice the use of agricultural price policy
 

as a separate policy instrument has driven a substantial wedge between world
 

prices and exzhange rate policy, on the one hand, and domestic producer
 

prices on the other hand. For exanple, from 1976 to 1978 the world
 

dollar price increased 21 percent. Combined with a real depreciation of the
 

sol of 43 percent, this would have implied an increase in the sol value of
 

worl'd prices of 73 percent. In contrabt, domestic producer prices actually
 

fell 9 percent. Conversely, from 1978 to 1981 the sol value of the world
 

rice price fell 26 percent, but the domestic producer price rose 22 percent.
 

IThe domestic producer price for rice does not account for milling costs 
which may be as much as 10 percent of product value. Thus the domestic 
price series shown. in Figure 4.3 msy be too low for direct comparison to 
world prices for milled rice. Acounting for this factor would tend to 
reduce the discrepancy between domestic producer and world prices when 
domestic prices are below world levels and incriase it when domestic prices 
are above world levels. 
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Cotton and Sugar
 

Evaluation of world versus domestic producer prices for cotton and
 

sugar is complicated by the multiple products produced from the basic com

modity for which the farmer is paid. For example, the farmer in Peru is
 

paid for cotton fiber and seed together, but world cotton prices are for
 

fiber only. Similarly, farmers are paid for sugar cane, while it is raw
 

sugar that is traded internationally.
 

It was beyond the scope of this study to carefully evaluate these indi

vidual markets, but some comparisons are presented for cotton in Figure
 

4.4. For Tanguis cotton, of which 80 percent is used domestically and 20
 

percent exported, it appeare that cotton fiber is sold to local textile
 

mills at a price below the level received by ENCI for expcrt sales. Since
 

prices received by Peruvian farmers are based on final sales prices, with
 

individual adjustments based on quality, this subsidy to domestic textile
 

mills appears to depress domestic farm cotton prices. This has the effect
 

of pushing resources out of cotton production. An export tax of 25 percent
 

also depresses the price received by farmers for the exported portion of
 

their cotton.
 



Potatoes
 

Finally, trends in domestic producer prices for potatoes are shown in
 

Figure 4.6. Prices have tended to fluctuate around a fairly constant real
 

value during the period studied, while production has declined (see Table
 

AL.5). Since potatoes are treated as a nantraded gocd and there ir no
 

domestic price intervention in the potato maaiet, no international com

parisons are made in Figure 4.6. and there are no direct policies to con

sider. However, policy distortions in other markets will have an impact on
 

the potato market. On the one hard, ore rrght expect low producer prices 

for wheat, rice and cotton (relative In ther respective levels had world 

prices prevailed at an equilibrium, exchar rate) to shift production out 

of these cropE and in:o alternatives includ ng potatoes. One might also 

expect that low consumer prices for ;htat an rice (discussed below) would
 

shift consum;ti:n away from potatoes cD.pared to consumption levels that
 

might have been attained had wheat and rice consimer prices been at world 

levels. These production and consumptioT shifts would tend to depress the 

real price of potatoes. 

On the other hand, domestic corn prices have generally exceeded world
 

levels, tending to draw resources towards the production of corn. Further,
 

exchange rate theory auggests that short run equilibrium with an overvalued
 

exchange rate is attained at home gc-cd 'traded good price ratios that 
are
 

higher than would prevail with an equilibrium exzhange rate. This would
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I
 
suggest higher rather than lower real prices for nontraded goods. Thus,
 

further analysis needs to be done to draw definitive conclusions concerning
 

the Indirect policy Yfect on the potato market.
 

Consumer Prices
 

Turning to consumer prices, there are three issuez to consider in examining
 

the price data.2 The first is the extent to which consumer prices of
 

domestically produced goods are subsidized relative to domestic producer prices.
 

This subsidy contributes to the country's internal government deficit. The
 

second issue is the extent to which consumer prices of imported goods are
 

subsidized relative to world prices at the prevailing exchange rate, creating
 

yet another source of budget deficit and causing an additional drain on governmen.
 

holdings of foreign reserves. Finally, one can consider the relation of consumer
 

price to world price at the constant 1978 exchange rate. To the extent that the
 

1978 real exchange rate approximates an equilibrium level, this comparison
 

provides a measure of the magnitude of the distortion in agricultural
 

consumption prices relative to an optimal base frame of reference.
 

In the case of wheat, the appropriate consumer price Is the price paid !or
 

wheat by flour mills, which is set by the government. This price (shown In
 

Figure 4.1) is the same for imported wheat as the price which is paid to domestic
 

ITo the extent that potatoes are an inferior good they may provide an
 

exception to this rule, since the exchange rate argument is based in part on
 
consumers spending more in relation to their income at the lover price level
 
induced by an overvalued currency than they would at the higher price level
 
associated with an equilibrium exchange rate. See Anne 0. Krueger: "The
 
Role of Home Goods and Money in Exchange Rate Adjustients," 1973.
 

2The more general issues of the effect of food prices on nutrition,
 

income distribution, and employment, and the long run implications of subsidlzed
 
consumer prices for staple foodstuffs are considered in Section VII.
 



producers upon delivery of wheat to commercial mills. Since essentially
 

all wheat for commercial flour mills is imported, the relevant comparison
 

from the point of view of considering the government deficit is between the
 

controlled price and the world price at the prevailing real exchange rate.
 

In all years except 1970-72 and 1977, the mill price was significantly below
 

the world price, with the difference being 24 percent of the world price in
 
1 

1982. The discrepancy between domestic prices and world prices at the 

constant 1978 real exchange rate is cven greater. 

Low domestic prices, of course, serve to help the poor meet their 

basic nutritional needs. However, these low prices stimulate consumption 

tind serve to subsidize wealthier segments of the population as well. 

Furthermore, low food prices tend to cause low nominal wages, which allow 

otherwise inefficient industries to continue in business. 

In the case of rice, another basic consumption staple, a substantial 

subsidy has emerged, particularly since 1979, with controlled consumer prices 

being below both domestic .prodticer prices and world prices at either the 

prevailing or the constant 1978 real exchange rate. Since the domestic 

producer price does not include milling costs, the domestic producer versus 

consumer price differential underestimates the magnitude of the subsidy 

provided out of government revenues. Even so, the subsi6.v has risen to an 

average of 30 percent of the producer price during the 1980-82 period,
 

based on the producer price series utilized in Figure 4.3. The total cost
 

of the rice subsidy was over 20,000 million soles or 14 percent of the
 

government budget deficit during 1980.2
 

1The full extent of the subsidy exceeds the stated value since unloading and
 

port-to-mill transportation are not included in our world price series.
 

2More recent figures 
were not available.
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For raw sugar, government controlled prices for domestic commercial use
 

are presented in Figure 4.5. Domestic sugar prices for retail consumer use
 

are also controlled and tend to be lower than industrial prices, as shown in
 
1
 

Table E.3. Hence, differences between industrial-use domestic prices and
 

world prices underestimate the subsidy provided to consumers for direct
 

utilization of sugar. The data suggest differentiating, at least for
 

industrial use prices, between the early and latter parts of the 1970-82
 

period. Up until 1976, domestic industrial raw sugar prices were well below
 

world levels at either the actual or constant 1978 real exchange rate.
 

From 1978 through 1980, domestic price movements closely parallel world
 

movements, with the domestic price somewhat below world levels. 
 The sharp
 

drop in world sugar prices in 1981 was not reflected immediately in
 

domestic prices, which went above the world price level. Data for 1982 are
 

not yet available.
 

In the case of cotton, the effect on producer prices of the low fiber
 

prices granted to domestic mills has already been discussed. No direct
 

government subsidy is involved, but protection is provided to domestic
 

textile mills relative to their international counterparts, while domestic
 

cotton producers are discriminated against. Domestic consumers do not
 

necessarily benefit, however, since the domestic tcxtile industry is also
 

protected by high tariffs that raise domestic fabric prices above world
 

levels. Effective protection created by trade policies is discussed in 

Section VI. 

Finally, there is no direct intervention in the potato market so cocsumer 

to producer spread. reflect marketing costs and local market conditions. 

The magnitude of this differential over time was not determined for 
this study. 
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Consumer potato prices exceed producer prices in each year considered, as
 

ezpected.
 

Summary and Conclusions
 

To summarize, a comparison of domestic versus world prices for six
 

agricultural co-odities during the 1970-82 period suggests several impor

tant policy issues. First, it illustrates the distinct but often rein

forcing roles of exchange rate policy and domestic agricultural price 

policies in determining the degree to which domestic agricultural prices 

deviate from a reference price based on world price levels. Second, it 

suggests that in the mid-l970's, domestic producer prices tended to be 

substantially below world levels, thereby imposing rather severe discrimi

nation against agriculture.
 

Real devaluation of the sol and falling world prices have reduced
 

these discrepancies during the early 1980's particularly for corn and rice,
 

while the domestic price of hard wheat for flour remains significantly
 

below the world level. For export crops, such as cotton, a high degree of
 

price distortion may also still prevail due to existing domestic pricing
 

and trade policies.
 

Finally, despite relatively low real world rice prices during the past 

few years, the movement of domestic producrr prices to world levels has 

been accomplished only with the simultaneous subsidization of consumer pri

ces. If world commdity prices should recover from their current depressed 

levels, a major policy dilem=a may emerge. On the one hand, if domestic 

producer prices rise concurrently with world prices but consumer prices are 
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held constant in real terms, then the cost of the food subsidy would
 

increase. On the other hand, if producer prices are held low in the face of
 

rising world prices, then the degree of discrimination against agriculture
 

would be increased and domestic incentives for expanded production would be
 

repressed.
 

It is clear that exchange rate and price policies have resulted in
 

discrimination against agriculture, the overall result of which has been the
 

movement of resources out ot agricultural production. At the same time, sub

sidized consumer prices and the overvalued currency have increased the demand
 

for certain domestic and exported foods. For Peru to attain a more efficient
 

use of resources and experience a higher rate of economic growth, these distor
 

tions need to be corrected. Specific recommendations for policy changes are
 

discussed in detail in Section VII.
 

A more complete analysis of these data would seek to understand what
 

the sup')ly and consumption responses to changes in domestic prices would be.
 

That is beyond the objectives of the present study and would require
 

substantial resources to carry nut. The supply response for individual com

modities, for example, would require a statistical analysis of the price of
 

individual commodities relative to prices of other commodities, together
 

with an analysis of the impact of changes in prices of modern inputs such as
 

fertilizer and the technology base for the individual commodities.
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V. AGRICULTURAL INPUT POLICIES
 

Since the primary focus of this report has been on the analysis of
 

agricultural product prices, time did not allow a thorough investigation
 

of pricing and policy issues for agricultural inputs. Time series data
 

on agricultural inputs (e.g., land, fertilizer, water, machinery, labor)
 

and related costs were not available. Nevertheless, discussions with
 

various people in government, universities and the private sector provided
 

the basis for some general observations on pricing policy for agricultural
 

inputs.
 

Land
 

There has not been an active open market for the private sale or rental 

of agricultural land since the Agrarian Reform Program of the Velasco 

Administration in 1969. The majority of the land which has been 

expropriated since 1970 has passed from private land-owners to the state 

and has been redistributed to collectively managed Agrarian Reform 

enterprises. These Agrarian Reform enterprises were held responsible for 

paying the indemnification costs to the former owners. As of January, 1976 

these costs were 13,225 million soles (292.9 million dollars) of which
 

2,915 million soles was to be paid in cash and 10,310 million soles were to
 

be paid in Agrarian Reform bonds with no escalator clause for inflation.
 

Reportedly, in recent years there has been progressively more repar

celization of Agrarian Reform lands into private parcels--used by indivi

dual members. Selling or renting of the land is apparently still
 

prohibited.
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A second major source of land exchange during the past decade has been
 

the government colonization efforts in the northern "frontier areas", close
 

to the Ecuadorian border, in the Ceja de Selva, and in the Amazonian areas.
 

Presently, there is little information on the cost of colonizing these lands.
 

Similarly, no complete economic investigation has been undertaken concerning
 

farm-land values and government tax and subsidy policies affecting this basic
 

economic resource.
 

It is worth noting, however, that an open market for the transfer of
 

land is vital to making efficient use of the nation's agricultural resour

ces. Such an open market may make it possible for a larger share of the
 

land to move into the hands cf those mzst able to make productive use of it,
 

especially if inflation should be brought under control and a viable
 

domestic capital market created. Similarly, an open market for land would
 

help establish a price for this important resource, and thus enable those
 

using it to combine it more efficiently with other resources.
 

Water
 

Since 1969, the General Direction of Water (Direccion General de Aguas,
 

DGA) has been the primary government agency determining irrigation water tariff
 

rates. The DGA taR hmd final authority over rates which are initially set at
 

the irrigation district level. In addition to tariffs, vater users have had
 

to pay a fixed annual quota to cover the maintenance and periodic improve

l
 
ment of irrigation infrastructure in their district.
 

1Water levies are described in detail in the 1977 IBRD report (Annex 6,
 
which is based on USAID's project paper, "Program for Improved Water and
 
Land Use in the Sierra" (AID-DLC/P-Z]32, December 1975).
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As is often the case, there are many problems of cost recovery and of
 

optimal water allocation under the levy system. Data describing payments
 

for water use by region and crop were not obtained for this study, nor were
 

payments for water compared to costs. This information would be necessary
 

in order to complete an analysis of subsidies to the agricultural sector,
 

particularly on 
a crop by crop basis. In the absence of such an analysis,
 

one can only surmise that some producers may tend to overuse irrigation
 

water for which they are not charged the full cost, while other producers
 

do not have access to sufficient water. If this is true, some producers and
 

crops which use water relatively intensively (e.g., rice) receive an implicit
 

subsidy. Further emTirical research needs to be done on the cost and economic
 

value of irrigation water for crop production in Peru and its impact on crop
 

substitutions in different regions.
 

Fertilizer
 

In October 1982 the National Enterprisi for the Marketing of Irpiirs
 

(Empresa Nacional de Comnercializacion de Insumos, ENC7) had monopoly control
 

importation and domestic wholesale marketing of fertilizer.
over the In 1975,
 

ENCI had been given the authority to market all imported fertilizers and the
 

domestic production of PETROPERU (tren), CACHIMAYO (Ammonium Nitrate) and
 

PESCAPERU (Guano de Islas). In March 1976, fertilizer production of FERTISA
 

(A=onium Sulfate and An,,niun Nitrate) and INDUS (Simple Calcium Superphos

phate) were added to their internal marketing authority. By 1980, ENCI hauled
 

72,500 metric tons of fertilizer (13 percent of the total volume) using their
 

ov trucks, and stored 70,400 metric tons (12 percent of the total volume)
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in their own warehouses. The remaining storage and transportation were per

formed under contract by private firms.
 

Since 1970, a uniform nationwide price series of fertilizers has been
 

established by Congressional decrees. This !;eries is adjusted periodically.
 

Official prices from 1969 through July, 1982 are shown in Table 5.1.
 

Charging a nationwide uniform price has provided a subsidy to ogricultual
 

producers in the Sierra and Selva who use fertilizer and who woid other

wise pay higher transportation costs. The proportion of farmers in the
 

Sierra and Selva wh3 used fertilizer is relatively low compared to the
 

Costa, based on evidence nvailable from the 1972 Agricultural Census.
 

Fr-. 1975 throutg '979 tre gcvernrenrt had a policy of directly 

subsidizing fertilizer use by requirirn EFN: to sell fertilizer to producers at 

a price )elow their acqust~itor, ccLt. Tahie 5.2 indicates that the largest 

subsidy was provided on imported Tripir Calcium Superphcsphate (61 percent) in
 

1975, and on inpc'rted 12-12-12 N-P-K (82 percent) in 1976. This table also
 

shows that the average nubsidy on fertilizers had fallen from 45 percent of
 

cost in 1975 to 31 percent in 1977.
 

Since October 1979, the direct govtrnment subsidy to fertilizer users
 

has not been reestablished. This policy change, along with the drought 

of 1979-80, has caused the recent decline in the ue of fertilizers. 

The present fertilizer pricing anrd trade policy of the Belaunde Admini

stration needs further investigation to ccopare domestic farm level 

producer prices with CIF border priceo, and the recent increase in the 

tariff rate from 3 to 15 percent. In January, 1983 the monopoly control 

given to ENCI for the importation and domestic marketing of fertilizer vas 
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Table 5.2. Fertilizer SubidLes, Peru, 1975-1977 

Total C(St rtIre to 
l"t
raruirr Submldy (percent of cost)
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scheduled to be eliminated. ENCI was expected to continue its operations, 

but private firms were to be allowed to compete in fertilizer markets. The 

impact of this change in policy should be to lower the cost of government
 

outlays to ENCI, reduce the producers' price of fertilizer in real terms,
 

and improve the efficiency of timely fertilizer delivery.
 

Other Agricultural Inputs
 

The pricing and wage policies of ot'ier agricultural inputs, including
 

machinery, tools, seed, non-fertilizer chemicals, and labor, will not be
 

analyzed in any detail. The majoritv of sales of agricultural machinery,
 

tools, and non-fertilizer chemicals appear to have been handled through
 

private marketing channels during the past decade. Little analysis has been
 

done on the distribution and prices of these inputs, or on taxes and subsidies
 

1
 
use.
their
affecting 


The distribution of sme improved seeds (e.g., rice and cotton) has been
 

handled by government parastatals. A complete economic study of the pricing
 

and marketing policy on seeds, including the costs and returns to devel.ping
 

new varieties w&a beyond the scope of this study. Similarly, analysis of agri

cultural wage policy and wage earnings for landless and off-ow-n-farm workers
 

has not been undertaken for this report, nor has other research on these
 

topics been identified.
 

A useful starting place for the analysis of input use would be: Billone,
 
Carbonetto and Martinez, Terminos de 'ntercambio Ciudad - CamDo 1970--980,
 
Precios y Excedente Agrario, 1982.
 

1 



Credit
 

The primary lender to the agricultural sector has been the Agrarian Bank
 

of Peru (Banco Agrario del Peru, BAP). 
 The value of loans and their distri

bution by region, purpose, and crop are Tables A4.16 A4.19.
shown in - The
 

maximum interest 
rates that co ercial banks and the BAP were authorized to
 

charge on short-term loans (less than a year) during the 
period 1970-82 are
 

shown in Table 5.3, and compared to annual increases in the consumer price
 

index (CPI). Although the annual rates of interest actually paid by agri

cultural borrowers have probably been considerably higher when corissions,
 

risk premiums, and other loan charges are included, rates of inflation have
 

been significantly greater than irnterst rates in most years. This
 

situation has provided a substantial subsidy to crop production and, along
 

with low 
rates of borrower pa.back, has caused a decapitahization within
 

the agricultural banking system. This decapitalization has led to greater
 

reserve placements in the BAP by the Central Reserve Bank so 
that agri

cultural credit could be 
expanded. Table 5.4 indicates the significant
 

increase in the Central Reserve Bank's reserves 
going to the BA- since
 

1980, compared to funds allocated to banks for the industrial and mining
 

sectors.
 

It should be noted that providing subsidized credit to a sector such as
 

agriculture makes it difficult to control the money supply so 
as to coctrol
 

inflation.
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Table 5.3 Average Interest Rates for Agricultural Loans by

Commercial Banks ant 
the Agrarian Bank of Peru, 1970-1982
 

cor.-ercia, and Agrarfan Bank Increase in Peruvian
Ye..inr anks1 of Perul! Consumer Price Index
 

1970 10 
1117 : 10i9) 7" .. .. 0 
 4 .2

197 b. .10 
 13.8

197/4 14.A. 10 
 19.1 
1975 12 0 10 2.. 0
1976 15.5 14 44.7

1977 
 17.5 
 16 
 32.4
1978 
 22.3 
 21.0 
 73.7

1979 32.4 32.5 66.7
19h0 32.5 32.5 60.8
19S1 48.2 49.5 
 72.7*
]982 47.5 47.5 
 70.0 

1/ Maxirlum interest rates authorized c-, loans of less than a year. 

Estimated.
 

Source: Central Reser-ve Bank of Peru.
 



Table 5.4. Placement of Yeserves of the Central 
Reserve Bank of Peru
in S~ctor il DeveIopret FBanks for AgriculIure, 

Industry, an 
 Mining, 1970-1982
 

Agrarian Bank 
 Industrial Eank Mining Bank
Yfar 
 of Peru 
 of Peru 
 of Peru
 

..............- .
-:l-ns r-
 of so 5-- 

i97C, 9_,. 1, 02 7 2C0

1971 1,294.8 
 1,065 
1972 1,896.0 

416 
2,448

1973 2,6q2. 
540 

4,364 
 87.
1974 3,K5.0 5,904 1,234
1975 4,875.0 
 7,883 
 1,650

1976 8,00. 0 13,62] 3,818
1977 10,59'.0 17,359 
 5,384

197E 13,504 .0 22,749 6,28411,79 19,80' .. 30,846 4,915

46,L,14.0 35,846 6,4151381 98,E:4.0 
 47,240 
 9,415
1482-" 
 250, OC0!.0 57,746 
 11,342
 

1/ Based on January-May. 

Source: Central Reserve Bank of Peru.
 



-4F-

Transportation
 

One of the primary stated objectives of the Belaunde administration is to
 

develop the Selva and Sierra. One of the basic 
means of furthering this objec

tive has been to increase road construction in these regions. Transportation
 

costs 
to and from these regions have also been subsidized by uniform nationwide
 

prices for inputs and outputs. This subsidy causes a regional shift in
 

resources 
and production by providing incentives for producers in the Selva
 

and Sierra to use subsidized inputs (e.g., fertilizer) and to plant those
 

crops which comnand a relatively high price (e.g., corn). The full cost of
 

these regional subsidies has not been evaluated, nor has the optimal mix of
 

yrrducts been determined on a regional basis.
 



VI. EFFECTIVE PROTECTION
 

A comprehensive approach to assess the treatment of the agricultural
 

sector within the Peruvian economy would be to consider a broad framework of
 

effective protection provided to private domestic resources utilized directly
 

in each economic activity. The construction of such a framework would take
 

into account taxes and subsidies arising from trade and domestic policies
 

on both the output-price and input-cost sides of production.
 

The present study has to this point focused on only two of these 

issues. First, the discussion of domestic producer and consumer prices for 

several agricultural commodities has provided a means of assessing the 

dogree of discrimination or subsidization that has existed in the narrow 

sense of domestic prices being different from their international counter

parts. Second, the review of agricultural input policies has suggested
 

cases in which production costs have been subEidized by land, fertilizer,
 

credit, water, and transporration policies.
 

What these two approacher fail to consider is the extent to which relative
 

prices between sectors have b-en distorted away from world levels. Even if dom

estic prices in a particular sector are equal to their world levels, a sector
 

may be discriminated against. 
 If trade and price policies directed at other
 

sectors raise their output prices relative to world prices, domestic price
 

ratios shift against the first sector when compared to world levels. A common 

neans of creating such a distortion is for certain sectcrs to be protected by 

high external tariffs. 

A similar argument applies to inputs. A particular sector may be "pro

tected" by input subsidies even if there are no interventionb affecting
 

output price. Conversely, discrimination against a sector created by shifts
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in relative output prices may outweigh input subsidies received by the sec

tor, with the net effect being to leave an apparently subsidized sector
 

relatively disprotected.
 

In this section the analysis is extended to consider intersectoral protec

tion provided by trade policies. The role of domestic price policies is
 

ignored. That is, the effects of trade 
tariffs, duties, exemptions, and quotas
 

are considered as if world prices would prevail in 
their absence. This is
 

clearly not the case in the agricultural sector. To the contrary, this
 

paper has highlighted the discrepancies between domestic and world prices
 

created by exchange rate policy and domestic price policies. Thus, on its own,
 

the analysis presented in this section is still inadequate to provide a complete
 

characterizt'3n of the treatment of the agricultural sector. 
 However, extend

ing the analysis to consideration of a broad range of trade policies provides
 

useful insights.
 

The level of nominal protection provided in 1973 to sixteen categories
 

of industries are compared in Table 6.1. The arithmetic average of official
 

ad valorem tariffs charged on the imports in each category is presented in
 

column (b). Additional duties and fees of various types are added to obtain
 

the total official tariffs presented in column (c). Exemptions and deductions
 

allowed on specific items are then subtracted to obtain the actual applied
 

tariff levels in column (d). Total nominal protection is computed by also
 

The analysis in this section draws on 
the work of Jorge Torres Zorrilla
 
of the Junta del Acuerdo de Cartjena. In two related articles Dr. Torres
 
has compared nominal and effective protection between sectors in the
 
years 1973 and 1981. See references for complete citations.
 



Table 6.1. Nominal and Effective Protection Crented by Trade Policies, by SITC Divisions, Peru, 1973
 

Nulnal Prntection Effective Protection 
-ff'al Tota-I " Actual Tariff and Tariff ard -

Number of Ad Valorrm (lff Ic ial Applied Nontrliff Monteriff 
SITC Division liems Tariffs Tariff Tariff level Protection Protection 

II Agrirulture 119 -- 5% 52 61 	 75 
12 Ptirestry 45 -- 68 45 45 45 
11 Fish 9 -- as 26 46 Af, 
21 Charcoal and Coal II 41 29 29 i5 
72 Petroiem 2 29 8 a 2 
21 Metalic Mineral. I1 -- 41 0 0 -19 
29 )ther Minerals '1 -- 61 40 40 55
II Prnctseed Food and Beveraqes 409 -- 7s 15 10/i 112 
12 lextI loi and Vlot hlng 211 -- IlI 160 215 491 
11 Wood and Furnill.re 67 -- 96 91 106 216 
14 Paper and Printing 13 -- Y8 69 77 127 
5 (hemicals 1.459 -- 52 34 35 46 
If, Mon-setallc Products 150 -- 79 49 56 78 
31 Bsilc metal 211 -- 65 311 42 75 
IR KM'chlner, and Pquipaent 1.420 -- 59 38 40 55 
39 Diverse Industrles 146 -- 105 105 123 216 

Total 	 4.641 55 69 52 61 I1
 

source: 	 "Prntecclonee Pffecttvae y ,untituclnn de luporta-lonei en Peru," Icrge Torre. Z.. Publicacion 13. Centro de Invostiseclones 
Sociales. Fcnnomicas, Politicos y Anthropologicas. Ponlificla lnlvetRqldad Catulco del Peru. Lima, Peru. December, 1976. 

http:Furnill.re
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considering nontariff barriers. This is presented in column (e). 
 Nominal
 

tariff and nontariff protection averaged 61 percent in 1973. This level of
 

tariff protection continued through 1978.
 

In 1979 preliminary steps to liberalize international trade were under

taken. Import prohibitions were eliminated on 775 items, as shown in Table 6.2.
 

During 1980 and 1981 the current government continued and extended this change
 

in trade policies. Nontariff restrictions were lifted on over 1000 additional
 

commodities. Nominal tariffs were also reduced on many goods 
and the maximum
 

allowable tariff of 60 percent was established. Average tariff levels in 1981,
 

by category of industry, are presented in Table 6.3
 

A comparison of Tables 6.1 and 6.3 illustrates the change in regimes that
 

has occurred in the two Compared 1973, by 1981
past years. to the average level
 

of nominal protection on all goods had 
fallen from 61 percent to 32 percent.
 

The current government is committed to achieving 
further tariff reductions, but
 

as of October 1982, such policy action was stalled. In fact, in early 1982,
 

a temporary tariff surcharge of 15 percent of the initial level entariff was 


acted. Legislation for 1983 proposed to extend the surcharge another year and
 

raise it to 20 percent of the initial tariff level.
 

From the data presented in Table 6.1 and 6.3, and recalling that domestic
 

price policies are ignored, the 
average tariff level on agricultural goods 

appears to be at a middle level -- above forestry, fishing, coal, petroleum 

minerals, chemicals, non-metallic products, and machinery and equipment, but 

well below important domestic industries such as food and beverage, textiles 

and clothing, wood and furnitur., and the residual category of diverse industries. 



Number_ uf tems: 

Il'reRtrl'led 

Table 6.2. Nontariff Barriers, Periu 1973-1981 

December July 
1973 _ 1979 . ..... 980 

2,734 3,745 /4,745 

December 

19 

4,979 

December 
8 

5,069 

RestrIcted 1,051 1,258 343 118 1.3 1 

ProhllbIted 786 9 9 -7 7 

Tit al 4,571 5,012 5,097 5,104 5,207 

Provided by .Jorge Torres Z. 

Sorce: Hemorla, 1981, Central Reserve Bank of Peru. 
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Table 6.3 Nominal and EFfctive Prctection Cre;:ed by Trade Policies, 
by SI- ,vsions, Peru, 19E1 

Nominal Effective

.Number of 
 Tariff 
 Tariff
 

'/ISern.iioe Protect-io n - Protection 
11 Agriculture 	 215 24.0 30.0
12 Porestrv 45 24.0 
 22.0 

9 29.0 	 22.0 
nc(jco ;] , C:, a ] 	 14 1.0 9. 0 

.. rLtrC,_U 2 10.0 
 10.0
23 Netalfc Xinerals 
 32 
 12.0 
 10.0
29 Other Minerals 47 19.0

31 Processed 
Fooo and Beverages 438 	

19.0
 
43.0 
 107.0
32 Textiles an'! ClothinF 
 371 
 56.0 
 104.0
33 Wood and FL.niitre 78 
 76.0
34 Paper and Printing 	
43.0 

139 
 27.0 
 57.0
3 Chai->ls 
 1,495 
 23.0 
 27.0
36 -" 	-1 Ic r...rts 
,':d.,ic 

160 54.0, ~t~l2el 	 39.0 
25.0 " 

35 MSc>,:ifev Ir d ui,7e-t 1,412 33.0
39 1) . s e 1-n2 -:-1t 1 e s 	 41.0l 5i.0 80.0 
To a 4,91"1 32.0 51.0 

1/ tnntariff barr ers r-n "nclded 

Source: 
"Protecciccs Effectivas y Sustitucion de Importncines en 
Peru,
1981," Jorge 71rrcs Z., Centro de Investigaciones Socialcs,
Fco!oIr.:Icas, Politicas y Anthropclogicas, Puntificia Universidad 
Cato]ica del Peru, Lima, Peru, forthcoring. 
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For many of the latter categories nominal tariff and nontariff protection exceeded
 

100 percent in 1973 and, even after the reforms of the 
past two years, still
 

averages almost 50 percent. These data are indicative of a pattern of high
 

protection for certain domestic industries, moderate tariffs on important imported
 

inputs, and relative disprotection of export-oriented sectors such as min.ng,
 

agriculture, and petroleum.
 

This pattern Is confirmed if the trade-policy-induced effective protection
 

of domestic res6,urc, i utilized in each industry is computed. This computation
 

consider6 boil the no, anal protection received for outputs and the additional
 

input cost crea'ed by inpu: trade pclicies. Such results, based on the input

output matrix (ifthe Junta del A - , ..de Cartaena, are presented in the labt
 

column of Tab'e, 1.1 and 6.3. FYr a:l ,o1s, tr-de-policy-:nduced effective
 

protection nveraged 
113 perccnt in l1Q3 and 51 percent in '98:. The relative 

ranking among , u tr e .s qoite ',m -lar to their riinking -,n the bas-s of 

nominal tariff and n.ntaritf protection, but dispnrities am:,rg industries 

are often ircreased. For eoarz .., en the basis of nominal protection,
 

agriculture recveived 2F percent of the protection received by textiles and
 

clothing in 1973, but the ratio of effective protection of agriculture to
 

textiles and cw::h ng wat only .15. In 1981 
the ratio of nominal protec

tion was .43 and of effective protection .29. In general, levels of effec

tive protection tend to exacerbate distortions in relative output prices
 

created by Peru's tariff pouic If . 

The Ipr. tectior, *,evels presented in Table. 6.1 and 6.3 represent arithmetic 

averages for eac, inestry. The underlying data suggest rather wide dispersion& 

around these means so that the averages may be somewhat misleading. For example, 
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the average 1981 tariff level for 215 agricultural goods includes 52 with ad
 

valorem tariffs of 15 percent or less and 56 with a 60 percent tariff. Tariffs
 

tend to be low on basic foodstuffs and high on unusual specialty items. 
 As
 

illustrated in Table 
6.4, tariff levels are relatively low on milk and cattle
 

products, cereals, and vegetable oil, 
 and quite high on fruits and nuts, hor

ticultural products, processed foods and cheese.
 

Effective protection among these conmmodities follows a similar pattern. 

Further, export products such as cotton or sugar receive negative effective 

protection as a result of the tariffs paid on imported inputs. This 

suggests a igh level of discrim.*naticn against export crops in par

ticular, vhch reinforces the conclusi-ris from previous analysis comparing 

domestic and world output prices. 



Table 6.4. Nominal and Effective Protection Created by Trade Policies,
 
Selected AqrictIturaI romrnmoditie, Perti, 1973 and 19R1
 

1973 
 1981 
N,,Ifin I Tnr-ff nnd Tariff and 
Tai ff and N,\ntnrlff No-ilnai Nontariff 

Value NnntnrIf f rffectlve Titriff Effective

'de ..... Cn,.dltDe-_ription 
 Added Protect i(in Protection Pr,tec tion Protection 

'.l
;ilk Products 
 .270 .150 -0.439 .185 
 .144
 

1.01 rntthl Products .250 .350 .391 .264 
 .380
 

2.02 vcra I .510 .430 .662 .226 .307 

,. Fr~iit' ind Nuts 
 .660 1.110 1.455 
 .232 .252 

2.(IL r ir u lrural Products .560 .840 1.142 .299 .361 

.,, \'- t ,PI Oils .520 .240 .290 .144 
 .143
 

!..t9 r'innv, I'r itq and \I'ectnbIcs .240 1.910 6.324 .610 1.625
 

14.14 Flour and Prepor-d Flour .180 .920 3.348 
 .417 1.255
 

1.4.03 Nittir.al and Proceised Cheese .110 1.220 6.875 
 .610 2.762
 

.. I r,( n .460 0.0 -0.116 0.01 -0. 195 

14. 1' ioi. md ecf[ned t;'z-ar .340 0.0 -1.002 
 0.0 -0.532
 

S.oorce: "Proteiclones Effectivr.s v Sustioicion de Importaclones en Peru," Jor'j- Torre, Z.,
iU±1,I ,-Lono 3 1, Centru do Invc'stig.clore,; ;,w)CIi les, conominc;is, !'oliLtica:N y Anthropologecas,
nrtI f ci- Univi-rsid.-d Cnzolics d l Peru, 1.irtr , Peru, December, 1976. 

"Protucclones lffectivas y Surtltuclon de T-portaclones on Peru, 1981," Jorge Tortes Z.,
Centro de Inve-7t lpnctenrs Sori;iles. Eronomfra-, Pollticas y Anthropolokicas, Pontificia 
!',,Ivtr ;lld Cat,l ics del l'eri, lirrl, Peru, Fort-liconing. 
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VII. FURTHER ANALYSIS, CONCLUSIONS, AND PECOMMENDATIONS
 

The analysis of this report has addressed five basic issues: (a)
 

Are there substantive differences between macroeconomic and agricultural
 

sector policy objectives to the extent that current policies are 
working at
 

cross purposes? (b) Does trade and exchange rate policy in Peru discrimi

nate against agriculture in the aggregate by shifting the domestic terms of
 

trade against the sector? (') Does eccnomic policy discriminate against
 

agriculture in the narrower sense that producers receive prices lower than
 

equivalent world price 
 levels? (d) Are there consumer food subsidies of
 

sufficient importance to have significant implications for such things as
 

income distribution, rural to urKan migration and wage!' and (e) Are there
 

probems or 3.*stor*1ons in agricultural input and marketing policies that
 

have impicatior s for the food and agricultural sector or for macroeconomic 

policy more geierailv? 

In this &ection, which is organized according to these topics, an 

attempt iu mnde to flesh out the analysis of previous sections, draw the 

sajor conclusions, and to make policy recommendations.
 

PolicvObjPet ives
 

Consideration of anticipated developments 
in the world economy are
 

appropriate as a background for discustion of 
policy objectives. Although 

the internationnl economv is recovering, prospects do not appear good for a 

strong recovery. If that out loc4 )r.,ven to be valid, pricef. of Peru's 

primarv u.rneta export& are likelv to reosin at relativelv low 

levels and demand for their exports wi:l remain Eluggish. In addition, 

Peru is ]i~ely to encourti r lncren;ink difficult% mark eting its 



nontraditional gocds, which have grown from 5.9 percent to 
21.5 percent of
 

total exports during the past decade. 
 Thus policymakers can not anticipate
 

an exogenous boost 
from the trade account to moderate the consequences of
 

domestic economic problems, as occurred during the 
early 1970's. 

With respect to world agriculture, sluggish economic growth and large 

supplies have created low comnodity prices for 
the past three years, espe

cially in dollar terms. Barring an unanticipated severe producLion short

fall or a large monetary disturbance as occurred in the 
1970's, prices of
 

agricultural commdities are 
likely to remain low for 
some time.
 

The implications of this Eituation for Peru are two-fold. 
 First, revenue 

from coffee, cotton and sugar exports will probably continue to be depressed.
 

Second, the co;t of wheat, 
corn, and ether agricultural imports are also 

likely to be relatively low, an" the drain on government finances asso

ciated with current food 
subsidy policies will be lessened.
 

In this context the extent 
of the prevailing macroeconomic crisis in Peru
 

is quite ominous. Real economic growth was negative in 
1977 and 1978, rose
 

to 3.9 percent in 1981 but was projected to be only 2.0 percent in 1982. The
 

decline in export earnings has 
severely affected revenue from parastatal enter

prises. Efforts to reduce the g6vernment deficit to 4.2 percent of gross
 

domestic product have consequently proven ineffective. For 
1982 the deficit 

was estimnated t, be closer to 6.0 percent of GDP. One consequence is that
 

inflation remaans at 
a very high level.
 

Sucri a ma(rLecon)Jm=c environment makes 
it difficult to adopt policies
 

that are conducive tc, development of the agricultural sector. For example, 

the depressing effect of an overvalued currency on domestic prices of
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traded agricultural goods was noted above. Peru has been experiencing a
 

domestic inflation rate around 65 percent above the average of its major
 

trading partners. just to maintain a constant real value for its currency
 

therefore requires nominal devaluations that are rather substantial. These
 

devaluations are quite likely to be perceived by the public as contributing
 

to, rather than a consequence of, domestic inflation, and support for such
 

a policy is likely to wane, Continuation of current Central Reserve Bank
 

of Peru policy aimed at modest real depreciation of the sul is thus
 

threatened and the likelihood of a rrversal in exchange policy increased.
 

Movement towards liberalization , : trade policy is also thwarted by 

!ow rates of real economic growth, since lowering trade barriers will cause 

ahort-run adjustment dislocations that are not easily absorbed. Recently, one 

aspect of Peruvian trade policy has been to raise the very lowest tariffs to a
 

uniform 15 percent. The underlying presuaption is that a uniform tariff has
 

less distortionary effects on resource utilization than do diverse tariff
 

levels. One result was that tariffs on fertilizer rose by 12 percent. In
 

general, however, tariff levels for agricultural commodities tend to be
 

lower than those on other consumption goods. Hence, in a relative sense,
 

agriculture stands to gain from further trade liberalization.
 

Continuing government budget deficits also create strong pressure for
 

fiscal reforms. Direct subsidies become an obvious target of government budget
 

directors, while export taxes and other tax sources are unlikely to be changed.
 

The disincentives affecting agriculture which are related to overvaluation of
 

the currency or differences in tariff rates are rather subtle, but many forms
 

of subsidy to agriculture are direct and overt. With pressure on the fiscal
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budget these subsidies tend to stand out. However, removal of these
 

subsidies without concurrent adjustment of policies which create disincen

tives for agricultural production is likely to reduce agricultural output.
 

Stagnant economic growth and high inflation that make for falling real per
 

capita income create greater pressure for low food prices than would exist in
 

a growing economy with stable prices. The recent emergence of large food
 

subsidies in Peru is closely associated with the post-178 era of slow
 

growth and rapid inflation. By way of comparison, in the early 1970's when
 

the economy was growing in real terms at six percent and inflation averaged
 

less than ten percent, domestic food subsidies were much smaller even
 

though domestic food prices were at or above world price levels. rplicit
 

consumption subsidies of course, directly conflict with efforts to control
 

the government deficit and improve the trade account.
 

This discussion suggests that the confluent effect of likely monetary, trade
 

and fiscal policies in the current macroeconomic environment of Peru bodes
 

poorly for the agricultural sector. There are three aspects to be considered.
 

First, macroeconomic policies obviously impinge on agriculture. Second,
 

macroeconomic considerations may constrain the set of feasible options 
con

cerning policy instruments specific to the agricultural and food sector.
 

Finally, a potential viscious cycle may result in which the economic
 

situation stimulates the adoption of policies that create Inefficiencies
 

in the domestic economy. These Inefficiencies are counterproductive In
 

generating economic grovth since 
they create further demands on government
 

it should be noted that heavy subsidies existed long before 1978-79, and
 
many were greater than those established in that period.
 

I 
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resources and increase the 
imbalance in external accounts. In turn, a new
 

economic environment 
is created in which initial problems are exacerbated.
 

What emerges is the clear implication that future vitality of the agri

cultural sector depends on restoration of macroeconomic stability and higher
 

levels of real econooic growth. It is beyond the scope of this report 
to make
 

detailed suggestions as to appropriate macroeconomic policies to be pursued.
 

However, two comments concerning the interface between sectoral and general
 

economy policy are ir,order. Fir&t, macroeconomic policymakers should eva

luate direct agricultural subsidies in the context of comparative explicit
 

and imphicit taxes that arise 
froa trade and exchange rate policies.
 

Macroeconomic pclicymakers 
should rfcognize also that rome agricultural
 

subsidies, such as those affecting consumer prices for 
rice and wheat, are
 

in large part induced by wakriess in the gpneral perfocmance of the eco

nomy. To try, for example, to reduce inflation by reducing the drain on
 

government resources created by 
food subaidies may be a less appropriate
 

strategy tian to reduce inflation by other means. With lower inflation the
 

need for consumer subsidies is less pressing and the consequent drain on
 

government revenue is less &evere.
 

Second, agricultural policy makers must recognize that the 
economy is the
 

suration of many sectors. 
 To the extent that public resources are
 

committed to agriculture, either directly or indirectly, these coitments should 

be assessed in terms cf their contribution to production and growth. When 

viewed in i larger perspective, some subsidies currently benefiting agriculture 

may prove too costly.
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Discrimination Against Agriculture
 

The evidence presented in Section V! suggests that trade policy in Peru
 

continues to discriminate against agriculture relative to other domestic
 

industries, _'though the liberalizations undertaken since 1980 has alleviated
 

this discrimination to a modest dcgree. 
 Extractive activities such as mining
 

and petroleum receive the least protection from trade policy. Agriculture and
 

industrial input-creating activities such as chemicals, basic metals, machinery
 

and equipment receive, on average, 
a moderate degree of tariff protection.
 

Industries such as textiles and 
clothing, processed food and beverages, and woo(
 

and furniture receive the highest degree of protection.
 

Abstracting from other domestic taxes and subsidies, and the effects
 

of monetary policy and the exchange rate, 
trade policy causes d.-mestic
 

capital and labor 
resources to shift into the litter categories of economic
 

activities compared to the former. Within the agricultural sector, the
 

tariff structure creates n.gative protection fox export products, low
 

levels of protection for basic food 
staples, and high levels of protection
 

for specialty commodities. Consequently, the average level of tariff pro

tection overstates the protection of Peru's major domestic agricultural 

products. In addition, of course, agriculture has to purchase goods from 

sectors of the economy that are highly protected. 

One of the important implications of the shift in relative prices 

among sectors that is created by trade policies is that tariff-protected 

high industrial prices are transformed into relatively high industrial wages. 

Consequently, labor is drawn out of rural activities into urban-based manufac

turing activities at 
the same time that the shift in the domestic terms of 



trade against agriculture provide impetus for labor to leave that sector.
 

High rates of rural-urban migration, over which concern is often expressed,
 

are therefore in part induced by trade policies. The lack of social ser

vices in rural areas and other considerations also contribute to rural-urban
 

migrations.
 

A second implication of the tariff structure is that net investment in
 

agriculture is reduced relative to 
that which would be undertaken without
 

tariff distortions. Efficient new technology is often embedded in capital
 

goods such as machinery. In other cases, increases in productivity
 

available through improved inputs such as seeds or fertilizers can only be
 

effectively captured with simulraneous investments in new equipment. 

Consequently, reduced investment in agriculture is likely t: be associated
 

with slow growth in the -,oductivity of all agricultural resources. Thus,
 

trade distortions may account in part for productivity gains in Peru's
 

agriculture being well below 
levels obtained in many other countries over
 

the past decade.
 

The tariff-related shift in relative prices also implies 
that official
 

accounts understste the importance of sectors of the economy receiving low
 

levels of protection. This in turn may influence the commitment of public
 

resources to these sectors, which further discriminates against their devel

opment. Agriculture in particular may suffer from this indirect bias in
 

policy making.
 

When export taxes are considered together with tariffs on imports, the
 

degree to which domestic prices are shifted agsinst exported commodities
 

often becomes quite severe. Export taxes tend to provide an administ:a
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tively tractable source of government revenue. Granting this point, export
 

tax policies are often influenced by well-intended but misguided percep

tions. For example, with respect to agriculture, export commodities are
 

often believed to be produced by large estates, with the result that the
 

incidence of export taxes is expected to be on In
the wealthy. Peru, this
 

is not the case, since the land reform of the 1970's turned the large
 

export crop plantations into cooperative enterprises.
 

More fundamentally, exports are often viewed suspiciously, especially
 

when basic foodstuffs being imported. form of suspicion very
are This 


likely contributed to the adoption of the "pan levar" 
laws in Peru which
 

require that a min:mun of 40 pe-rcent of all land holdings be used for
 

domestic fcod production. The same suspicion contributes 
to enactment of
 

export taxes which have a similar, if indirect, affect on resource utiliza

tion. What is not recognized is that if a given set of domestic 
resources
 

can produce 
a higher value of export commodity than of import-competing com

modity, then the country is better off 
to produce the export commodity and
 

trade for the imported commodity.
 

A final aspect of discrimination against the agricultural sector 
 con

cerns the overvaluation of the sol. 
 The effect of an overvalued currency
 

is to lower the 
prices of traded goods relative to prices of non-traded
 

goods. For a country that is small in terms 
of world markets, an overvalued
 

currency 
affects prices of exported commodities and imported commodities uni

formly. The net effect on 
specific domestic industries depends on the value
 

added by domestic resources.
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Since 1980 substantial steps have been taken to reduce price distortions
 

created by trade policy in Peru. Domestic inflation might have been even higher
 

had it not been for these measures. Over time these changes in trade policy
 

should result in a more productive allocation of domestic resources. The
 

growth of nontraditional exports over the past decade confirms that the
 

world economy, in addition to import substitution, can provide an avenue for
 

further growth. We recommend that the government reaffirm its long run
 

commitment to a uniform tariff level well below the current average tariff.
 

Even if further tariff reductions are currently infeasible, the effect of
 

a credible long run co=itment woul- be to direct investment planning and
 

new investments towards activities that would be more productive in the long
 

run.
 

More specifically one vehicle for directing the evolution of trade
 

policies is the recently established commission on tariffs and protection
 

(CONAPA). At this time we understand that the agricultural sector is not
 

specifically represented on this commission. We recommend that the Minister
 

of Agriculture endeavor to insure that agricultural interests are represented
 

on CONAPA in the future and that the influence of a-ternative trade policies
 

on agriculture b reglarlv raised for consideration by the commissioners.
 

With respect to export taxes on agricultural commodities, consideration 

should be given to whether other forms of taxation would lead to a better 

allocation of resources within the sector. To illustrate, soe misutilization 

of land and water inputs may occur due to undertaxation of these resources. 

Finally, we recommend that Peru continue its current policy of adjusting 

the real value of the sol to an equilibrium value. The short run benefits 
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of an overvalued currency, which are created in part by overstating the
 

country's real wealth, are quickly swamped by the necessity of repaying
 

foreign loans from a reduced base of export-goods production. This was the
 

experience of Peru during the mid-1970's. Restoring the sol to an equili

brium value illustrates the policy-strategy selection problem discussed
 

above.
 

Devaluing the sol is an appropriate macroeconomic response to the
 

macroeconomic problem of the balance of payments. The consequences of this
 

policy, in the absence of offsetting distortions, will be to create
 

improved incentives for the production of all traded goods. Overall, the
 

agricultural sector stands to gain from this approach. An alternative
 

policy, such as a tariff on impcrts, which might also improve the current
 

account balance, would have a deleterious effect on relative prices of
 

agricultural goods.
 

International and Domestic Prices
 

The question of whether price policies discriminate against agriculture in
 

the narrow sense that prices received by domestic producers are below equivalent
 

border prices was addressed in earlier sections. For exported commodities the
 

appropriate comparison is between domestic producer prices and prices FOB
 

Callao, since the FOB price represents the local value of the comnodity on
 

world markets. For imported goods the appropriate comparison is with prices
 

CIF Callao, which represents the cost to Peru of alternative supplies.
 

Both the form of price iitervention and its consequences differ among 

commodities. For wheat, rice, and corn domestic prices are met directly upon 
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delivery from farms to commercial mills. The data indicate that in the early
 

1970's domestic wheat and rice prices were above border equivalents at the
 

prevailing exchange rate and approximately equal to border prices at the real
 

exchange rate 
of 197P, which was taken to represent a long-run equilibrium
 

level. Domestic corrn prines, on tht. other hand, 
were above border levels at
 

either exchange rate.
 

In the mi-1970's, the sharp upswing in world co=odity prices and
 

increasing cverva!ualion of 
the sole reversed these ratios. The domestic 

corn price fell bf low world levels in 1973 and 19'4, but Las been et above 

the border price at the PrevailLing exchange rate ,in-e 1975, and above the 

border pri:e bped on thc '97t real e> hnnge rate ftince 977. Domestic 

wheat a: d rice ,.:c(,s were ant.:'y below border pricel.b levelf, from 

1973 to 1975. T.i ghp war, a Led aS d co -b ;t.V ) fellrs,I. wcr prices 

in 1976 and :Q77, but grew aga r,a . w,,r d pricer. rebou.,ded in 1978. During 

the next three years domestic prices remained well below border levels 

despite fahl:ng ,or'd prices. Ini182 the dome tic price for rice appears 

to be slightlY above it6 border equivn'ent at tle previ,;.1ing real exchange 

rate, while d.,=estic wheat price wa, st;:l well below the b rder level. 

Compari'cr. of domte-tic to bVrdcr prices for cotton arid 6ugar waf; complicated 

by differences between the produ-t so:d by fnrmtera and the proce-sed products 

traded interna:ionally. Dc entic pr:JLd cr ,ricen of these c'cmr= ditiea are not 

set directly, but insteiJ reflect prce received for the finnl product. 

The analysis -n these two catien f.cused or, cn ;,,ring prices received for 

domestic sales of cotton fiber arid raw tugar for irdustrial use to prices 

received for intertnatioal: sales. i, the caie of cotton, the per unit
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price*4t-for -sales - to- doestic textile- mills'has been consistentlybel...... 

prices received FOB Callao for exports. Domestic raw sugar prices were
 

substantially below border levels from 1970 to 19750 and slightly below
 

border levels most years since 1976. During the latter period, domestic
 

prices followed closely those of world prices until 1982, when the sharp
 

decline in world prices was not reflected in domestic prices. The domestic
 

raw sugar price was, therefore, above the border price in 1982.
 

With the possible exception of corn, during the past decade agricultural
 

price and trade policies have kept average domestic producer prices of the
 

five traded agricultural commodities considered in this study well below
 

border levels at prevailing real exchange rates. Domestic prices have only
 

approached or exceeded border levels in periods of low world agricultural
 

prices (i.e., 1970-1972, 1976-77 and 1982 for grains, 1975 and 1980-81 for
 

cotton, and 1976-77 and 1981 for sugar).
 

The distortion is even greater when domestic prices are compared to border
 

prices based on a constant 1978 real exchange rate. This additional distortion
 

reflects the role of an overvalued currency in depressing border prices of
 

traded goods. In conjunction with trade policies, which shift domestic relative
 

prices atainst agriculture on the basis of border price levels, the distortions
 

created by agricultural price policl and the overvalued currency sun to a
 

rather severe policy discrLmination asainst the agricultural sector.
 

One consequence of agricultural price policy in Peru has been to stabi

lite domestic producer prices compared to world prices by reducing the
 

magnitude of variations in these prices over tie. This stabilisation is
 

particularly evident for rice, a basic food comodity.
 

. I-, . 
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%i-6..option of stabilizing domestic prices Is a preference feunl 

encountered in agricultural policy. This may contribute to a sense of 

national security about a basic economic activity on the part of govern

ments and individuals. However, it should also be recognized that fluc

tations of world prices, in response to changing supply and demand con

ditions, serve as signals to producers and consumers. These signals help
 

then adjust production and consumption to respond to changes in their
 

environment - increasing production and reducing consumption when prices are
 

high and reducing production and increasing consumption when prices are
 

low. After unusual price fluctuations, these producer and consumer respon

ses make it possible for prices to return rather quickly to their historical
 

trends,
 

A second aspect of agricultural price policy is that prices have been set
 

well below border levels on average. Whatever the benefits of price stability,
 

having average domestic prices below world levels creates a disincentive for
 

agricultural production. The relatively stagnant performance of the agri

cultural sector during the past decade Is almost surely due at least In
 

part to these policies.I
 

Interestingly, the greatest distortion In relative prices appears to
 

have been In the 
case of corn, with the price of corn relative to other
 

agricultural comodities having been higher than equivalent world price
 

ratios. Consequently, domestic farmers may have produced more corn and lees
 

IThe lack of an adequate agricultaural research capacity to produce 
a flow
 
of new production technology for the sector was also undoubtedly lmportant&,
 
as were other aspects of general economic policies.
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of other commodities than they would have produced had border price ratios
 

prevailed.
 

A related issue is the effect on the uncontrolled price of potatoes of
 

agricultural policies directed tovards other comodities. Preliminary
 

assessment suggests that the net effect of policies directed at other crops
 

has been to reduce domestic potato prices relative to the level they would
 

have attained in the absence of agricultural price policies. Because pota

toes are produced primarily on small Sierra farms this price shift works
 

against efforts to raise incomes in rural mountain areas.
 

The basic premise underlying the comparison of domestic to border pri

ces is that the aggregate income of Peru would tend to be maximized if both
 

domestic producers and consumers face relative prices equivalent to those
 

at which the country can trade internationally. To this end, we reco=end
 

that agricultural prices be set at world levels and adjusted flexibly
 

over time. If it is deemed desirable to stabilize domestic prices and
 

cushion the most severe swings inworld prices , then domestic prices
 

should be set so that on average they are equal to world prices, with
 

domestic price movements following vorld price movements but with propor

tionatelI smaller variations. Either of these policies would represent a
 

dramatic departure from price policy durint the past decade.
 

In particuiar, such a policy could be implemented for hard wheat by raising
 

the price paid to domestic producers to its border level. Even a small response
 

by domestic producers would result in savings of foreign exchange. Domestic
 

producer prices for wheat would rise vithout affecting the total cost of current
 

wheat consumer subsidy programs.
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A pricing policy for corn based on world prices would result in lover
 

average domestic producer prices. 
 This would lower feed costs and stimulate
 

expansion of domestic livestock production. One option would be to remove the
 

quota restrictions on corn imports, thereby creating competition between domestic
 

and interuational producers. Since there are no consumer subsidies on corn,
 

the entire storage and marketing process could be handled by the private sector.
 

An additional adventage of this approach vould be the savings In government
 

revenue associated with eliminating the quota system.
 

For rice, as for wheat, it is not feasible for storage and marketing
 

to be handled completely within the private sector so long as consumer sub

sidies are provided. We recomend that producer rice prices, which are now
 

close to border price levels, be linked to international prices. This
 

would provide incentive for future investments and expanded production of
 

rice. If international prices rise significantly, policymakers would be
 

faced with the option of increasing current consumer subsidies or raising
 

domestic consumer prices proportionately. Such a policy Issue would focus
 

attention on the true cost of the 
consumer subsidy and stimulate evaluation
 

of policy alternatives, without eliminating policy options.
 

Finally, current pricing policy discriminates against domestic cotton
 

producers through export taxes 
and sales of cotton fiber to domestic textile
 
I Given the nosing1 tariffs on


mills at prices below FOB export prices.
 
inputs and final products, trade policy appears to favor the textile
 

IIt also appears that price policy discriminates against domestic sugar

producere5 but further analysis Is needed to justify policy recomendations.
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Industry --compare-d--to- agriculiIture. The -da-ta ali6iusoages-t that- domes tic 

price policy further subsidizes the textile industry through artificially 

low fiber prices. 

While recognizing that recent liberalization of trade policies has created
 

difficult adjustments for the textile industry, we recommend that domestic
 

textile mills be required to bid for cotton fiber on a competitive basis.
 

The establishment of a cotton exchange is already being considered as part
 

of a possible shift In domestic marketing policy. We anticipate that such
 

an exchange could be highly successful in attracting domestic and foreign
 

buyers. Bidding could be conducted electronically without the physical
 

presence of buyers, if sales were based on vell defined grades and rigorous
 

enforcement of contracts. 
 Insuring the smooth operation of such an
 

exchange could be an important role for government. At the same time,
 

allowing the private sector to manage other aspects of the farm to market 

process would improve marketing efficiency. In particular, a private 

marketing system might help eliminate delays associated with the current
 

base price and rebate system.
 

In all of the above discussion of agricultural price policy, a key
 

issue is the response of producers to the proposed changes in prices. 
There
 

are those who argue that producers do not respond to changes in prices and
 

that therefore price policy snd/or markets are a poor basis for the alloca

tiou of the nation's resources. In the case of Peru, the stagnation of the
 

corn sector in the face of prices set at above border price levels io 
some

times cited as a case in point.
 

t+ ++++ + +++++.+ , + +++++++i+ ++: + ++ + +++
+: + + ++ + +: 
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We were not able to find previous studies of supply elasticity for the
 

agriculture of Peru, and a careful investigation of this issue was beyond
 

the terms of reference of the present study. However, a number of points
 

seem relevant in this context. First, the evidence from other countries
 

that farmers respond positively to changes in the prices of their crops and
 

livestock is overwhelming. The particular response depends on the produc

tion and technological alternatives they face. The evideice suggests that
 

this response may be anywhere from 2 percent to greater than 10 percent for
 

a 10 percent change in price.
 

It in important to note that it is the change in relative price that
 

matters. The price has to change relative to other production alternatives.
 

This point ha been the cause of much confusion. Observed changes in price
 

may be the result of a general change in prices, with no change in the price
 

relative. Under these circumstances there would be no expectation that the
 

output of a particular commodity would change.
 

Another issue is the time permitted for response. In the very short 

run, within a crop year, typically there will be very little response. 

However, as time passes and a change in price persists, the rcponse will be 

larger. For intermediate lengths of run of up to three years, an elasticity 

of I is a good general rule. That is, the response in supply will be
 

approximately proportional to the change in price.
 

For longer lengths of run, the resp:rnse can be even greater, since
 

there will be tie for investments in capital to mature and for new produc

tion techniques to be discovered. The .nportAnce of the particular produc

tion technology cannot be over-estimated ir e'is context. For example, an
 



important characterstc of the high-yielding rices and wheats is that they
 

are more responsive to use of modern fertilizers. With higher fertilizer
 

consumption, supply viii be more responsive to price.
 

Expectations also have a great deal to do with the responsiveness of
 

producers to changes in price. If producers expect prices to prevail for a
 

sustained period of time, they are 
likely to be more responsive to changes
 

in price than they would be if prices demonstrated a great deal of instabi

lity. In 
a broader context, the overall ambiente that governments set for
 

policy has a great deal to do with the responsiveness of the private sector
 

to price signals. Producers who have confidence that basic policy perspec

tives viii prevail and policies themselves will be stable will commit
 

resources and make changes in production plans with greater ease than if
 

policies and governments are perceived to be unstable.
 

Consumer Subsidies
 

The analysis presented earlier suggests the importance of consumer
 

subiidies of wheat and rice during the past four years. 
Prices charged to
 

domestic mills for imported wheat were 24 percent below border costs at the
 

prevailing exchange rate In 1982. Domestic rice was 
being purchased by ECASA
 

at prices averaging 30 percent above prices charged to consumers, expressing
 

both prices in terus of polished rice equivalent. Willing and transportation
 

costs were also subsidized by the government.
 

The rice subsidy has induced increases in the per capita consumption
 

of rice beyond levels that can be explaited by changes in per capita Incomes.
 

The annual growth in per capita consumption of rice sinte 1970 has averaged
 

4.2 percent per year. Consumption has rsaged from a low in 1970 of about
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20 kilograms per capita to an estimated hi6h of 29.7 kilograms per capita in
 

1982. Since the implementation of larger subsid;es in 1979, growth in the
 

per capita consumption of rice has accelerated to about 9.5 percent per
 

year.
 

The per capita consumption of wheat dropped from a high of about 56.7
 

kilograms per capita in 1972 to a low of 46 kilograms per capita in 1977.
 

However, the real price of wheat has been declining since the implementation
 

of major sub6idies in 1979. Accordingly, the per capita consumption of
 

wheat has been increasing at about 2.7 percent per year since 1979, and has
 

reached an estimated level of about 50.5 kilograms per capita in 192.
 

Some appreciation c: the magnitude of consumer food subsidies can be
 

obtained from data available for 1989. The Central Reserve Bank reports total
 

food subsidies to have been 87,47i millio: soles. Subsidies for wheat and rice
 

accounted for 29.9 and 23.4 percent of t s total, respectively. Other aub

sidized products included sugar, fresh zilk, oils, imported corn, and evaporated
 

milk. The total value of the subsidy &naanted to 2.7 percent of total consumer
 

expenditures of 3,239,688 milliun soles, or 1.8 percent of gross domestic product
 

of 4,962,461 million soles.
 

Th t Central Bank estimated that 53.7 percent of food subsidies benefited
 

low income groups, 33.3 percent benefited medium income groups, and 13.0 percent
 

benefited high incocme groups. These esiates suggest tnat the value of food
 

subsidies received by low income groups in 1980 was 46,971 million soles.
 

1Data concerning the magnitude and distribution of food subsidies are
 
provideJ by the Central Reserve Bank of Peru and reported in USAID Mission:
 
Briefing Book for the Presidential _Agricultursl Mission to Peru, Match, 1982.
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Date pertaining to total expenditures during the year are not available
 

by income groups. However, the World Bank estimated that the lowest two
 

quartiles of the population received 9.93 percent of all income and
 

accounted for 11.3 percent of 
consumer expenditures in 1971-72. Applying 

these proportions to 1980 consumer expenditure, , total expenditures by the 

half of the population with the lowest incomes would be approximately
 

366,085 million soles. If this portion of the population is roughly
 

equivalent to the low income group identified by the Central Bank, then the
 

value of food subsidies for this group was 12.8 percent of their total
 

expenditure. Therefore, changes 
in conrumer food subsidy policies would
 

have a significant effect on real income for 
low incoGe groups.
 

Further insight into distributional issues 
can be attained by distinguish

ing between low income persons in urban versus rural areas. The World Bank
 

estimates that among the lowest two quartiles of the population based on income,
 

39.3 percent live in urban areas and 60.7 percent live in rural 
areas. Both
 

groups spent approximately 60 percent of their income on 
food, but for the rural
 

&roup, two-thirds of this food is self-produced. Subsidies are not applied to
 

self-produced food. If the distributijoa of income between the urban and rural
 

low income population is proportional to their population numbers and consumer
 

preferences of . e two groups ar- approrimately the same, then it could be
 

assumed that the urban poor make two-thirds of the food purchases of low income
 

persons. If the food subsidy in a.simed 
to be distributed proportionately ,o
 

purchases, then 
the value of food subsidies to urban poor would be 31,240
 

million soles. This represents 21 percent of the value of the urban poor's
 

expenditures. For the rural poor, in coptrast, the subsidy iaplied is 15,310
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million soles or 7.2 perccc.t of their total expenditures. These are .ough esti

mates 
since the available data is only precise enough to provide broad guidelines
 

on the distribution of subsidies within low income groups.
 

An important issue, of course, is that policies that discriminate
 

against agriculture as a relatively easy way of keeping food prices lower to
 

urban groups works a serious hardship on the rural poor. The loss in income
 

of the rural poor due to lower prices for the output they produce in most
 

cas(,g probably outweighs any benefits they receive as consumers.
 

Hence, Peru has discovered, as have other countries, that a1tering food
 

prices is a rather blunt instrument for dealing with income problems 
or
 

addressing the needs of the nutritionally deprived. The subsidization of
 

food has uneven effects among the poor and at the same time provides i sub

sidy tc wealthier groups of the population that do not require assistance to 

meet their nutritional requirements. 

There are also more general undesirable effects of food subsidies,
 

especially when they are provided by distorting relative price rPtios.
 

Among these are: (a) they tend to induce a larger migration from rural to
 

urban areas than can be explained by the possibilities for employment and
 

other services that are more readily available in urban areas, (b) they
 

tend to encourage laborers to accept low wages which result in artificially
 

lower costs for the industrial sector, and (c) they tend to develop con

sumer preferences for a diet of preferred foods (i.e., foods with higher
 

incc'ae elasticity of demand relative to root and tuber crops) that is
 

costly to maintain after subsidies are reduced.
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Brief remarks on these effects will highlight some of the problems of
 

Peru's food subsi'ies. In the case of migration, Peru is experiencing a
 

rural to urban migration rate in excess of five percent per year. Since it
 

is unlikely that in the near future jobs 
can be created at a sufficient
 

rate to accomadate this inflow, urban unemployment and underemployment can
 

be expected to incrtase. One side effect will be to create pressure for
 

even greater food subsidies. Since food expenditures are significant rela

tive to income, wages become sensitive to these prices and subsidies. Large
 

food subsidies to primarily urban areas, as in Peru's case, can be expected
 

to distort nominal industrial wages downward.
 

This effect on wages can have two effect:,. In the first place, they
 

should have a positive employment effect. In the second place, they may
 

create problems of a longer 
term nature which may make it difficult to
 

change policies at a later date, or create significant costs when the poli

cies should be changed. Low wage rates induce plant structures and firm
 

organization that make greater use of labor. Those firms will be inef

ficient if the price and wage policies are later changed. Similarly, firms
 

and industries may stay in operation that otherwise would not 
have been
 

sustainable. Again, 
if price and wage policy should later be changed, there
 

firms and industries will face significant adjustment problems.
 

Experience frou other countries concerning consumer preferences has shown
 

that if prices tre used to subsidize foods consumed primarily by the low income
 

groups of the population (i.e., foods having low income elasticities of demand),
 

then prices tend to be a somewhat more effective instrument in targeting food
 

subsidies 
to the poor. In this cqae, higher income groups of the population
 

will tend to consume relatively less of the subsidized food because, given their
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income levels, they prefer to spend a larger portion of their incomes on meats,
 

fruits and preferred grains. Cereals such as rice and wheat products are pre

ferred as income rises, so not
using price subsidies for these commodities is 


well targeted. Also, the subsidization of rice and wheat prices 
serves to
 

develop a consumer preference by the poor for foods that 
can only be maintained
 

at considerable expense once the subsidy is 
removed. The implication is that 

if Peru is to continue using food prices as an instrument to help meet the 

needs of the j eoor price subsidies should be placed on those foodsthen consumer 


having low income elasticies of oemand, for example, root and tuber crops.
 

The Peruvian government has recognized many of the problems associated
 

with price subsidies and has taken some steps 
to better target food sub

sidies. These steps include attempts to implement a food stamp program and
 

to subsidize rice varieties that are more likely to be consumed by low income
 

groups, but which 
are consumed by upper income groups as well. Recently, a high
 

level comission for the formulation of a national food plan has also been
 

established. Efforts 
to target food subsidies will need to be increased
 

if Peru is to remove the distortions crested by food price subsidies,
 

while at the same time addressing the needs of the nutritionally deprived.
 

A major difficulty of administering a targeted food subsidy program
 

is to identify the nutritionally deprived and then to find an administratively
 

cost-effective means 
of addressing their food needs. Government administrative
 

costs will tend to be lover if normal marketing channels can be used to target
 

food subnidieb. Invariably, the development of an effective program will
 

require information on such consumer characteristics as family size, family
 

composition, loction, *our,-es 
of income, assets, and seasonality of nutritional
 

status. An effect~ve program will invariably employ several means to target
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food subsidies. The means employed in urban areas will also vary from the 
means
 

employed in rural areas.
 

Alternative means to target food subsidies employed in other countries in

clude (i) food for work programs, (ii) food stamp-ration books, (iii) fair
 

price shops, 
and (iv) the targetingof food subsidies directly to individuals
 

such as pregnant and lactating mothers, and children. 
 Food for work programs
 

often involve employment in 
public works projects such as road construction and
 

maintenance. Instead of being paid 
the full minimum wage, workers receive part
 

of their payment in fo'cd (generally cereals). Although establishment of a food
 

stamp program has been unsuccessful in Peru, other countries, such as 
Sri Lanka,
 

have been successful in administering their food subsidy program using ration
 

books. Ration book holders are required to submlt a comprehensive set of data,
 

such as occupation, income, land 
cultivated, and family composition, in order
 

to have their ration books revalidated. In the 
case of ration books, care must
 

be taken to prevent an urban bias.
 

Fair price shops are stores located in low income areas that generally
 

sell only subsidized foods. A rationing mechanism, such as coupons, may be
 

used to limit purchases. Fair price shops appear to work more effectively
 

in urban areas, where the poor tend to be more segmented, than in rural
 

areas.
 

The use of schools as a vehicle to distribute food has received somewhat
 

less attention than other targeting mechanisms in low income countries. One
 

variant of this scheme is to simply pr.'vide nutritious lunches, insuring that
 

children receive their minimum nutritional requirements. Another variant of
 

this approach is to actually "pay" children to attend school by giving them food
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parcels--such as a sack of rice--if their school attendance is adequate for a
 

specified period of time. The food parcel serves as an incentive for children
 

to attend school and, thus, contributes to the creation of human capital as well
 

as nutritional assistance. This approach has the advantage of helping to
 

offset the high opportunity costs of attending achocl of many low income
 

children. These chiidren often need 
to utrk to help sustain the family.
 

Imports of PL-480 commodities, under either Title I or 
1II, are attractive
 

in many situations because commodities imported under this program represent a
 

resource transfer in kind. However, the usefulness of PL-480 imports, as a
 

resource 
transfer to the growth arid development of an economy, declines and can
 

become negative, if the /rports distort producer incentives. In this case,
 

excessive PL-480 imports may have becime an implicit 
tax on the production
 

of coup-ting domestic agricultural crops. Peru is the largest importer of
 

PL-480 shipments of rice. Yet, in recent years it is not clear that these
 

shipmen~s have been needed. it for resource
If were not the transfer
 

implicit in these shipments, they probably would not have been requested.
 

We have not been able within the constraints of this study to unequivo

cally discern whether PL-480 shipments of rice have given rise to farm
 

level price distortions for rice. Hitorically, docettic producer prices
 

have been well below their world market counterparts. However, in 1982
 

domestic producers were receiving a price at above world levels. At the
or 


consumer level, 
real prices for rice were receiving an increasing consumer
 

subsidy at the time of large PL-480 imports. The PL 480 shipments of rice
 

have served to delay the point in time when the government must address the
 

issue of consumer price subsidies. These imports may have also actually
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distorted consumer prices for rice downward in order that 
the larger stocks
 

of rice could clear the market. In any came, if Peru is to address its
 

food subsidy__problems, PL-480 coamodity imports may need to be
 

reprogrammed. 
 During the last few years Peru may have imported more rice
 

than would othervise be required. Larger imports were needed because of
 

the demand induced effects of the rice subsidy.
 

PL-480 shipments of food should bt introduced into the food system in
 

such a way that they help build human capital and, at the same time,
 

have minimal disincentive effects for producers. FL-480 shipments can be
 

used in this vay if they are dirtributed as income transfers to the poor
 

by means of ore or a combination cf the targeted programs mentioned above.
 

Peru does not have a comparative advantage relative to the United Staten
 

in producing wheat for ufie 
in noodle; and flour ,roducts requiring a high gluten
 

content. 
 On the other hand, Peru is nearly self-sufficient in rice production.
 

If consumer price vubaidieh were decreased and producer prices were maintained
 

at world levels, 
it is quite likely that Peru could be self-sufficient in rice.
 

Under these circumstances, 
and in light of the previous discussion, on the
 

basis of economic considerations we recomend that Peru increase its
 

mports of PL-480 wheat and decrease its imports of PL-480 rice in order to
 

minimize the potential for price distortions and to facilitate the removal
 

of food subsidies.
 

In any 
co ;e, care needs to be taken so that neither producer nor con

sumer wheat prices bec~oe further distorted as a consequence. One way to
 

do that would be to use the imported grain as part of targeted feeding
 

pr..grams rather than to 
sell it into the market. Such programs might
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include a combination of school lunch programs, fair price shops, and food
 

stamps. Used in these ways, the concessional imports would have minimal
 

price distorting effects, and 8L the nane time induce useful institutional
 

innovations that hive value over time.
 

In devising a proper food strategy, the role of rural development as a
 

means of dealing with both the poverty and nutritional problem in Peru
 

should not be neglected, nor should the role of current policies in contri

buting to those problems be neglected. Research in Brazil has shown that the
 

incidence of distortions in the exchange rate similar to those in Peru were
 

primarily on the rural poor. Removing those distortions would improve the
 

income situation of the rural poor. And the rural poor constitute a
 

majority of the income problems in Peru. A combination of more rational
 

price policies for agriculture and targeted feeding programs for the urban
 

groups may be an ideal combination.
 

Which of the various targeted programs would be best for Peruvian con

ditions is difficult to know. School feeding programs have great merit
 

since they can be an important subsidy to schooling. Beyond that, Peru may
 

need to experiment with food stamps, fair price shops, and other variants to
 

determine which system will work best.
 

Inputs and Marketing
 

The discussion of pricing policies for agricultural inputs In an 

earlier section suggests that the prices of several important resources do
 

not reflect their market values. These distortions in input prices have
 

resulted in the misuse of agricultural resources, inefficiencies in the
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production level and mix of agricultural commodities, and disincentives for
 

long-run capital investaent in the agricultural sector.
 

Among the primary disincentives for long-run capital investment in Peru's 

agricultural sector have been the instability of the land tenure atrL~cture and 

the absence of open land sales and rental markets. The absence oi a free market 

pricing of land leads to an undervaluation if this basic resource. Investments 

in complementary inputs tend to be reduced, especially those of long-term 

maturation such as those associated with erosion and salinity control and 

irrigation infrastructure. Further, land cannot be used as collateral for 

agricuitural loans of any type, so the entire level of investment in agri

culture is reduced. The issues of aEricultural land valuation and processes 

for the redistribution and taxation of land as existing land tenure struc

tures continue to evolve merits more thorough, ongoing investigation. 

In addition to the absence of a land warket, the loan policies of the
 

Agrarian Bank of Peru (BAP), which have given priority to subsidized short-term
 

crop production loans, have contributed to reduced long-term agricultural invest

ments. An a result of the negative real interest rates on these loans the agri

cultural sector has received an implicit subsidy. These subsidized agricultural
 

loans have primarily benefited annual crop production activities in the Costa,
 

particularly rice and co)tton producers.
 

The subsidized inttrest rates of the WAP have been !over than the rates
 

at which private commercial banks could profitably extend loans to the agri

cultural sector. Thus, there hap been subetantial crowding out of comercial
 

bank loan., especially in low risk, short-term production loans for crops in
 

the Costa. ABAPypolicv of r'.dupinL the subsidized creditjgoing to coastal 
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rice and cotton producers and reallocating this capital to either higher risk
 

*&all farmu producers in the Sierra and Selva or to longer-tern irrigation,
 

marketing and- aro-industrial projects vold direct subs:dies to priority devel

opment areas and lead Zo more short-tern co=ercial bank lending to the agri

cultural sector. However, in the short-run, because of potentially higho 

payback defaults, such a policy might result in an even higher rate of decapita

lization in the BAP and the need for larger goverument support to underwrite
 

these losses. In this respect, greater consideration should be given to the
 

crop insurance program and technical assistance package now under discussion in
 

Peru. lnterest rate policies which tend to increase savings also deserve
 

increased aztention.
 

The pricing policies for water and fertilizer have reflected a relatively 

high degree of inconsistency since 1970. Data on the pricing and collection of 

vater levies are very difficult to find, but there are indications that the 

collection of water levies has been quite low and has varied widely among irri

gation districts. Farmers who have not had to pay the full levy have probably 

overused water or, at least, not used it as efficiently as they otherwise would. 

This would partly explain the tendency to plant crops which u,4e more water 

(e.1g., rice) and the lack of incentive to invest in maintenance and repair of 

irrigation systems which would provide greater efficiency ;n water use. 

Another explanation Is the failure to cbirge rates for wt,ter that recover
 

costs in the long run. t more consistent pOlicy forj ricinj and
 

collect1ng irriqation water levies anon irrjsation districLs would 

rLeatlincrease the efficiency in the use of this resource. 
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The preliminary review of fertilizer prices given in an earlier section 

indicates that fertilizer pricing policy was also changed substantially 

through the 1970's. Early in the decade, price differences between 

domestically produced and imported fertilizers existed, especially for
 

ammonium nitrate. In 1974, these price differentials were increased signi

ficantly. Then in March, 1976 these price differentials were eliminated
 

and ENCI completely monopolized the marketing of domestic and imported fer

tilizers. Uniform fertilizer prices, set for the entire country,
 

created subsidies for the user; of fertilizers who would ordinarily have
 

had to pay higher prices due to transportation costs. In addition,
 

substantial direci nibsidieg were reported by ENCI to have accrued to fer

tilizer users from 1975-1979. 

I;hile recognizing that the removal of the direct fertilizer price sub

sidy implies a decrease in the use of this input, data are lacking on who 

received the primary benefits of this subsidy program. Bence, the effects 

of fertilizer subsidies on efficiency and equity cannot be fully evaluated. 

The Belaunde Administration is taking positive steps to limit parastatal 

intervention in fertilizer marketing. Alloying more competition in marketing 

should reduce government outlays to ENCI, lover on-farm fertilizer costs in 

real tern., and improve the efficiency of timely fertilizer delivery. If the 

governbrnt continues to set national prices for fertilizers and to subsidize
 

the cost of transportation to the Siorra and Selva, we recom-mend that fertilizer
 

prices be set and adjusted uing international bordtprice as point of 

reference. The cos tm and b refI t& of aubsieies should be care fu .ta geted 

and monitored. 
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Probably the moat important investment that Peru can make to increase
 

agricultura' productivity is the 
financing of agricultural research and exten

sion. During the 1970's, the amount of technical assistance provided to far

mers 
from agricultural research and extension wag substantially reduced when
 

greater emphasis was 
given to the social and political organization of the Agraria
 

Reform enterprises. The number of technically trained agricultural researchers,
 

extensioniOLs, and field statisticians 
were decreased during the military admi

n.istrations. Greater productivity 
in the agricultural sector will occur 
in the
 

long-run as farmers learn how to 
use productive new technology. We recommend
 

that applied agricultural research and extension education be 
increased in the
 

1980's.
 

As concerns marketing, it has 
been pointed out that various state enterprises
 

(i.e., ENCI, ECASA) have 
played key roles in implementing government pricing
 

policy. It is unlikely that the private sector could have been induced to
 

distribute fertilizer at subsidized prices, to import wheat and make it
 

available to millers at 
prices below world market levels, or to market rice at
 

retail price levels that are below 
farm level prices. As other countries have
 

discovered, the creation of public enterprises to implement price policy has
 

had the undeirable effect of inducing economic 
inefficiency in the performance
 

of marketing functions. That is, in addition to 
the direct effects of price 

policy itself, the resources allocated by public enterprisas to perform 

transportion, atorage, processing, and sales functions tend to be allocated 

inefficientl" crtsAred to the efficiency of performing these functions by the 

private sector. Hiowever, as Peru permits firm and retail level prices to 

approach the levels of their world market counterparts, thi need for state
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enterprises to perform the various agricultural marketing functions will, with,
 

some exception, diminish accordingly. We recc~mend that the overnment take
 

advantage of policies vhich diiinish the distortion in domestic price!,by per

mitting the private sector to take on a greater role in performing agricultural
 

marketi ctivities.
 

While it was beyond the scope of this qtudy to rank those marketing 

activities performed nou t inefficiently, it in clear that resources are being 

inefficiently allocated in transportatiot, storage, and, to a lesser degree, in 

the processing of agricultural comm-,:dties. It also appears that public vhole

sale facil ities , e.pecinllv in Lima , need to be renovated and enlarged to permit 

more compezit:nn 1iimng whc'esaerh and retaileb. 

F:rt I,er, rice, and cor: at ;v. t,the fnirly high vD..mo prodjct, for 

which virtallv equal g? ,ra;IAic pr 1: are na i , ted. In cruder Icr this mandate 

to be chr r e.! out, a-2 ? .t m ;f ,,Okt,-r (ort rAct Lbz2er. or supply their 

own tran.,pjrt s, ia: rg, de aa.dr, are prices.carriers - t I r 3atisi'ied at set 

This po' icy amo3jtu to a subsidy to the ab3rp revote, high tranuport cost regions 

and a tax ,u the lower tr anport-cos: regions of the country. Tranaporting 

fertil.zer to and corn frou the Selva is the most outstmrding example of an 

area recei ,ing a transport suhsidy. 

There are two cloce:y related distortions to vhih a trar.sportation subsidy 

can give risv.. Thr firsti distortion :s that it induces the region receiving the 

subsidy to overcipitta i.e 0 .e. , to over invest in capita!., land, and mumin 

skills) it"prodac ing rocrdA that coold p, dae rrf tailly vi thoutt ieb A t not . 

the subsidy. C,,rveral,, !he rt&;otI I-. ,Z r^axed tends to t.jt,,lire in pro

ducing those commodities. If the trar sportation subsidy catrnot be maintained 
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in perpetuity, then its phasing out will impose unnecessary adjustment costs on
 

both regions.
 

This problem appears particularly significant for the case of fertilizer
 

and corn. The subsidization of transport costs for fertilizer has been
 

justified in some countries on the grounds that a subsidy is required to induce
 

farmers to experiment with and learn how to use fertilizer efficiently. The
 

validity of this argument for farms in the Sierra and Selva regions has not been
 

evaluated in this report.
 

The second problem that subsidized transport causes is that the cost of the
 

subsidy, in term! of recurrent expenditures, competes for public funds that
 

could othe:rwise be allocated to improving main roads, feeder roads, and rail
 

4scilities. These latter investments serve to stimulate sustainable long-run
 

growth by making markets more accessible to farmers. Investments in roads and
 

other transport structures which serve to increase the accessibility of markets
 

to farmers are clearly a function of the public sector since the private
 

sector lacks the incentives to make these investments.
 

A second marketing inefficiency occurs in storage activities. In
 

principle, a closed economy should experience seasonal commodity price
 

variation. The magnitude of the variation should be just sufficient to cover
 

the costs of storage. The costs of storage include the interest payments that
 

could be received if the crop were sold and the revenue invested in its next
 

best income earning alternative, costs due to spoilage, and costs due to the
 

capital invested in and maintenance of the storage facility. Those commodities
 

that are more easily stored, such as grains, shot!d experience smaller seasonal
 

price variability than perishable commodities (e.g., potatoes). Interventions
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such as anti-hoarding laws or seasonally constant mandated retail prices serve
 

to discourage the private sector from investing in storage facilities. The
 

public sector is thus required to maintain larger inventories than would be
 

the case if some modest seasonal variability in prices were permitted.
 

It should be made clear that government intervention to stabilize
 

seasonal prices is generally considered to be appropriate when seasonal prices
 

vary in excess of the amount required to earn a fair return to storage costs,
 

or when it is necessary to prevent low income families from becoming nutri

tionally deprived. The solution in this latter case, as discussed pre

viously in this report, is to target food policies to the nutritional 

deprived. 

It has been pointed out that the milling of rice and wheat is primarily
 

a function of the private sector, but regulated by the government. Some evi

dence exists to suggest that efficiency gains can be realized in grain process

ing also, although further investigation is required to substantiate this
 

possibility. Areas of possible efficiency gains lie in the method of payment
 

to millers and the practice of assigning quotas to mills. It appears that
 

millers are not required to bid for government contracts, and are permitted to
 

operate based on a quota system. The quotas are based on the quantity of grain
 

the mills have processed in the past and mill capacity. This practice encourages
 

mills to build additional capacity. The contracting method also fails to
 

reward the low cost firms by increasing volumes of grain milled in their
 

plants, while decreasing or eliminating entirely the processing of grain in
 

the higher cost plants.
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Agricultural markets in particular are "information intensive". For any
 

single commodity, spatial and temporal surpluses and deficits exist, but the
 

judgement of a myriad of producers and consumers are required to discern these
 

imbalances. At the same time, the attainment of financial gain must be per

mitted in order for the private sector to accept the risks of market arbitrage
 

and storage to correct these imbalances. No public institution has yet been
 

devised which can pool, utilize, and manage such large amounts of information
 

in as an effective way as do markets. This is not, however, to imply that
 

the removal of public enterprises from agricultural marke:s vould lead to a
 

resolution of all of the apparent inefficiencies in Peru's agricultural mar

keting sector.
 

We reernwend that as public enterprises are phased out of the marketing
 

of agricultural commodities, public investments in market information and
 

infrastructure (e.g., roads and public wholesale facilities) should be
 

increased. Perhaps the first priority should be given to the development of
 

a market information system. In the absence of government announced prices,
 

producers, in particular, need to know the prices paid for coimodities in other
 

markets. Because truckers and other middlemen are "closer" to retail market
 

activity than are producers, they have access to more information regarding
 

spatial and temporal imbalances in product supply and demand. Hence, producers
 

are likely to be at a disadvantage when negotiating with intermediaries regard

ing the terns of sale for their products.
 

Information should also be made available on production cowmitments
 

other producers appear to be making. In the case of potatoes, for instance,
 

Peru has had the experience of apparent shortages leading to over-planting
 



-93

and then a surplus the following period. Providing inforuation to produ

cers on national stocks, regional weather conditions, and regional produc

tion commitments will 
serve to decrease the errors farmers are otherwise
 

likely to make in the produc tion of various crops. In the case of com

modities whose prices can be affected by international trade (e.g., feed
 

grains, wheat, export crops) farmers should be given access to up-to-date
 

forecasts of world market conditions and their implications to domestic
 

markets.
 

Markets tend to function more efficiently according to the extent to which
 

producers have access to them. Unfortunately, financial incentives do not exist
 

for the private sector to invest in roads, rivers, and rail facilities which
 

serve to provide this access. Consequently, it is recoended that investments
 

be expanded in road, rivers, and rail facilities which would yield the highest
 

net social returns and serve to give farmers in the Sierra and Selva better
 

access to markets. Plans must also be developed for meeting the recurrent
 

cost of maintaining these investments.
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XIII. SUGGESTIONS FOR FURTHER STUDIES 

The policy reco-mendations emerging from this study fall into four 

broad categories: (1) incr~tase awareness of the effects of macroeconomic 

policies on the agricultural and food sector and of the role of the sector 

and sector-specific policies in a macroeconomic setting; (2) link domestic 

agricultural producer prices to world price levels; (3) target consumer food 

subsidies towards the low income segment of the population; and, (4) improve 

the efficiency of the agricultural and food sector by revising input pricing 

policies, expanding private sector participation in marketing and storage, 

and increasing public expenditures for marketing infrastructure, price 

information systems, research and extension. 

Perhaps the most distinguishing feature of this policy perspective is
 

its requirement that Peruvian agriculture be re-integrated into the inter

national economy and that it take advantage of its comparative advantage
 

in that economy. The analytical and research needs that emerge from this
 

new perspective may require the development of new research and analytical
 

capability if the information and knowledge needs of policy makers are to 

be met.
 

We will therefore divide our remarks in this section into two parts:
 

(1) 	 institutional needs, and (2) suggestions for additional research. 

Institutional Needs
 

1. 	 The Ministry of Agriculture and the USAID in Lima are proposing the
 

establishment of an Agricultural Policy Analysis Group in the Ministry
 

of Agriculture. Such a policy analysis group is urgently needed. It
 

will strengthen the hand of the Minister of Agriculture as he par
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ticipates in the inter-agency bargaining within the government. 

Currently, other Ministries have analytical capacity to back them up;
 

the Ministry of Agriculture typically has little or none.
 

In forming this group it is important that it have people train

ed in international trade, monetary and macroeconomic policy, and the
 

economics of open economies. The old concept of a closed economy with
 

agricultural policy in the narrow sense reigning supreme is simply
 

not appropriate any more.
 

2. 	 An international commodity market analysis group is of high priority.
 

Such a eroup could be located in the Agricultural Policy Analysis Group,
 

or it could be a separate entity. Its mission should be to study
 

international commodity markets of direct interest in Peruvian agri

culture. It very likely could benefit from collaboration with the
 

International Economic Division of the USDA's Economic Research
 

Service.
 

3. 	 To support the above two groups a statistical service group is
 

needed. This group would maintain data banks of interest to both
 

policy analysts and policy makers. It would also generate data on
 

issues that are not comonly recognized in agricultural policy anal

ysis. These include a set of equilibrium exchange rates, tariff
 

structures, identification of trade interventions in both Peru and
 

abroad, and so on.
 

4. 	A market information system is badly needed. 
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Suggestions for Additional Research
 

1. 	 Knowledge on certain building blocks useful for policy analysis is
 

badly needed. This includes supply response, demand analysis, demand 

for fertilizer, and the foreign demand for Peru's exports. Such 

knowledge is needed for the major agricultural commodities and com

modity groups. 

2. 	 Knowledge on the major commodity sectors of Peruvian agriculture needs
 

to be generated on a continuing basis. These diagnostic studies should
 

indentify the :aajor economic forces affecting the sector, trends in
 

resource use and productivity, and the returns to families.
 

3. 	 Creative research to design targeted feeding programs should have high
 

priority. Connecting Peruvian agriculture to the international economy
 

through border-price equivalents for domestic prices will have impor

tant income distribution consequences. Means need to be found to deal
 

with this problem if the proposed policies are to be viable.
 

4. 	 Similar creative design and analytical research is needed on marketing
 

arrangements in Peru. If markets are not performing efficiently,
 

diagnostic work is needed to identify the failure of these markets to
 

york as expected. Wew institutional arrangements then need to be
 

designed.
 

5. 	 Knowledge on the linkages among macroeconomic policies and commodity
 

markets is badly needed.
 

6. 	 The reports on effective protection used in this study can only be
 

described as preliminary. Similar studies need to done in more depth,
 

and the range of coeodities studied needs to be broadened.
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7. 	 A careful evaluation of water and irrigation policies needs 
to be made.
 

Such research shuuld be focused on institutional design questions as
 

vell.
 

8. 	 Present credit policies reed to be evaluated and more creative work
 

done to design new credit arrangements.
 

9. 	 The domestic dynamics of production need to be better understood.
 

Issues of regional comparative advantage within Peru should receive
 

high priority in ongoing research programs.
 

10. 	 The design of an improved marketing and distribution sector should
 

receive high priority.
 

11. 	 More knowledge is needed on nutrient status of low-income families.
 

There is also an important role for designing new institutional
 

arrangements that would enable the nutritional status to be improved.
 

12. 	 Research is needed to determine appropriate food policy targets and the 

trade-offs among them. 
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APPENDIX A 

AGRICULTURAL PRODUCTION AND INPUT UTILIZATION 



Table A4.1 Irrigated end ainted Area and Quantity of Production by Regions,
 

Total Consumption and Trade. Rice. Peru, 1970-1982
 

Area (thousand hectatel) 
Production, Conaumiptlo


end Trade (thousand metric tons) 

1 2 a1980 191
196 1977 1918 . 197
19" " 1974 _19 5

1970 191i 1972 

13).2 134.4 114.3 111.4 95.9 149.7 141.4
T-tal area 140.4 147.1 118.1 117.8 115.8 122.5 

461.5 494.2 516.8 570.4 594.0 467.8 560.4 420.4 712.1 681.1Tutal ?rodwc t O 586.7 591.1 482.1 
387.0 390.8 447.4 491.1 556.0 

onwup t Ion 241.5 276.6 301.1 337.2 317.2 346.5 383.2 379.9 

.-- 18.2 70.6 --
 -- 150.4 227.7 116.6 56.1Iwq,,,rt w 15.4 -- up, ~a -- -..... 53.1 6.5 ................--


6,.ta (Irrilatedl 
71.7 75.b 80.2 87.1 88.2 61.5 69.4Area 54.2 18.4 69.3 

459.0 J16.3 384.8Pr.,dc t I(M 420.7 426.5 340.2 151.9 364.9 405.7 426.4 

Sierra _lrri"ted)
 
Area 0.2 0.2 0.3 0.1 0.3 0.3 0.4 0.4 0.4 0.5
 

11.4 11.6 1.8 2.1 2.3tProthictlun 1.1 1.0 1.3 1.4 1.4 

Seva (Irrigated) 
20.1 19.7 22.4 17.4 20.1 21.6

Area 18.9 20.1 19.9 18.9 

91.0 88.6 94.6 92.? 301.2 76.9 88.7 96.8I'rids,tlom 98.9 94.5 

.%S.v (MalnfeJ) 
22.2 23.2 28.4 32.2 40.0

Arta 37.0 18.7 28.6 25.0 19.6 
76.6
Ir . tInM 66.0 67.1 47.7 42.0 33.3 37.1 39.2 56.2 60.6 

l. t Imt td. 

if rrouttlon Is reported fur ,npolished rice and is not equal to consumption plus tier tred, as In the case for other crops. 

.*..r: Islt ias S,.titorhal do ntadiatlca (OSE). Minletty of Agriculture. Lima, Peru. 



and (Ooentityof Prodtiction by Regions. 

Total Conaumptlo and Trade, Cotton, Pert. 1970-1982 

Area (tllowesjtd ht-ctarea) 

Production, Coviumption 
and Trade (thousand metric ton) 

Table A4.2 Irrigated and Poined Area 


1977 1978 .... 1979 1980 . 1981 9 2 
1970 1971 1972 1973 1974 1975 1976 . 

I

241.9 256.4 285.8 241.0 

Total ar214.5 212.7 224.5 215.5 25h. S 22t.5 164.5 171.1 l98.5 

0) 
1-j 

l ) .. 98. 109.9 115.7 114.7 149.( 157.3 114.5!

T,,I,-I I,r,,d.oI34).8 l1b.1 127.6 114.7 148.2 1lIn 


89.1 97.6 114.7 116.8 125.8
a5.5 11.7 7.7 10110.6 91. 62.616.9 

6.6 15 7 21.2 18.1 20.0 12.2 31.5


66.9 50.8 4,9.9 47.0 41.6F..,,,, 


C,l a linIgllatvJ)
 
96.1 109.2 111.4 131.3
146.1 132.3
Art*;s 141.4 311.3 124.8 132.5 

196.7 240.6
231.9 254.8 225.4 162.9 172.7

PI,,d,. tIho 246.0 210.5 222.1 


Siurnr (Irrigatetd) 
0.2 0 0.1 0 0 0

0.2 0.1 0.2
Arc - 0.2 
0.1 0 0 0

0.1 0.2 0.1 0.2 0.2 0Prodet1--n 

3.42.0 2.11 1.1 2.0 0.1 2.32.6 1Are., 2.2 
).2
1.0 1.5 0.5 1.8 

Prod, tI -tw 1.6 2.0 2.) 1.5 1.5 

..... .- : ci it Inss %r, l,,-I,l dva FatadtwtIvu (IiSK). Flinlmtry of AKwit-oIt.re, I.Ima, Pero. 

http:AKwit-oIt.re
http:I,r,,d.oI


--

-- -- 

--

-- 

-- 

-- 

Table A4.1 irrigated and Ralnfed Area end Q.:antlty of Production by Regihons,
 
Total Consumption and Trade, fiard Yellow Corn, Peru, 1970-1982
 

Area (thousand hectares)
 

Product Ion, C:onausption
 s
 
and Trade (thousand metric ton )
 

1970 1971 1912 1971 1914 1915 1916 191? 1978 19.9 1980 1902
 

166.6 136.4 157.) :11.5 142.0 14.7

Tistal ad 

o').) 179.1 408. I 300.9 J9.0 395.11 
Total , lruect Ion 

-- -- -- 674.4 528.7 5)5.8 786.3 745.9 
0.,suw.mtI ,n 


171.1 149.6 121.5 405.4 359.1
0.4
l-.rtts 0.? 104.1 223.2 218.2 )21.9 278.) 

. ..........
 

.......
............................................. 

I, 

4 -,,ItO Irf ijd t d ) ! 


Are. 101.I 112.5 110.2 94.6 9f).9 Il7.2 I.121.0 116.1 76.3 79.4 


414.1 271.1 272.8
J14.2 162.3 417.0
I'r,,du. t., 115.5 141.8 345.8 314.9 


I-sets 1a Infod) 
-- 3.2 2.5 -- .-- 0.1 -- --

Awe 
0 -- -- -

2.8 3.5 ......
l'r.tdu. Ialm --

S1err.. Irr Ile tcdtI 

Area ..... ....... 3.2 2.5 2.6 
5.9 4 .7 4 .16
 

I',w.u, 'Iun .............. 


Sierr,, (Ralnfed)
 
0.8 0.7
 

.. 

IPrd,w !t .............. 
Area 

1.0 0.9 0.9
 

. . .
...
SweIve (Irrigated) 
1.0 0.5 0.9
 

--Ar 
2.1 1.7 1.8 

..............
Prio.' w I n 

56.1 73.6 
Area 

.....Iti.- 50.38 98.7 128.4 

statlstics were combined with soft white corn (amllaceo).
liiii-rmat l-n nut vallible allivu bt.lorm 1971 hard yellow vorn 
hard yellow corn.
 

I,9y .cr,.in ,i tlh.total corn prodoced on the Costa dur11in 1970-75 we 

.,: tIva (OS:). Ministry of Agricultur. 1.1,s,Peru. 
t.osr, sitI Ina S.e,turiul de Utlidl 


I 

http:0.,suw.mt


Table A4.4 irrigated end laInfod Area end (uanti, *.-fIroduction by Regions, 
Total Con umptnio and TrIde, Sliograne. Peru, 1970-1982 

Area (thoummnd hector*@) 
Production, Consumption 

and Trade (thousand metric tons) 

1970 1971 1972 1973 19 74 1975 1976 1977 1978 1979 1980 1981 198? 

i,,8I area 
1,,tal productio'n 

ila,2PrIu'' 
fwr.rtul 

46.4 

7,591.1 

--

4Oi.2 

47.9 

8,109.4 
--

428.6 

48.9 

8,611.7 
--

40.9 

51.0 

8,772.4 
--

40?.0 

54.5 
9,183.6 

--

4 

5..1 
8,958.2 

--

-2.2 421.8 

54.9 
8,791.5 

--

2G4.0 

55.6 
8,825.5 

--

4%1 .6 

53.8 
7,970.2 

--

;65 . 9 

53.9 
7,034.2 

--

180.8 

49.1 
5,598.1 

--

52.8 

41.6 
5.78.9 
219.0* 

. 

45.0 
6,800.0 

-

. .. 2 

CD 

imat a (Irrigated) 
Area . 

PrtJlp" tIon 

48.2 

7.562.5 

47.8 

6,293.4 

49.7 

8,587.7 

50.9 

8,743.6 

54.1 

9,156.4 

55.1 

8,928.2 

54.8 

8,761.5 

55.6 

8,825.5 

53.8 

7,970.2 

53.9 

7,034.2 

Sierra. (Irrigated) 
Area 

ProJucf Ion 

0.2 
28.8 

0.1 
16.0 

0.2 

24.0 

0.2 
28.8 

0.2 

27.2 

0.2 

30.0 

0.. 

30.0 

-- -- -

.----

Area hvG.,, rpn

cowla (IrrIgiated) 

Sierra (Irrilated) 

76.0 

0.3 

8).6 

0.3 

8).6 
0.3 

85.7 
0.3 

89.8 
0.3 

91.5 
0.3 

87.7 
0.3 

93.1 
--

92.9 
--

53.9 
-

vtl Irasted. 

I t II.. ,e 

I/ .aw 

. 

nd)iar. 

tnaervot 13t-Ina sectorial do Rdtadistica (031). Ministry oftAgr iculioaro. Lima, Peru. 



Tble A.5 Irrigated end Wainfed Area and Quantity of Production by egSoe.
 

Total Consumption and Trade. Potatoes, Peru. 1910-1982
 

Area (thousand hectarge) 

Production, Consumpt ion 

and T'ede (thoseand metric ton*) 

1974 _975 1976 1977 1978 I!F79 1980 1951 19821970 1971 1972 1973 

191 399.3
246.8 247.2 242.0

T,,ta area 115.1 170.1 270.9 267.7 767.9 250.7 252.b 

1,661.0 1.615.6 1,695.) 1,695.2 1.379.6 1,618.6
I,al ,ruduatlon j.929.5 1.967.9 1,711.4 1,711.1 1.712.3 1.619.6 

Ip,. t --... 10.2 3.0 ............ 6.0 

2.0 4.7 6.0 ......up-orIr N.... 

Ou~ateIrrlIuted)
 
6.7 8.2 9.1 11.0 11.3 10.6 10.7 9.4Arri 10.2 7.8 

1 161.5
I' I,J Il n 161.1 I19.0 110.3 115.1 162.6 169.1 156.9 165.0 185 

%i.-, ye (It Igiated) 

14.7 il.416.1 1l.0 17.5 17.4 16.7Area 16.2 17.6 M6.4 
281.0

I .ntr,., 273.4 282.9 261.2 764.) 211.9 279.6 296.1 29U.2 280.6 

.,1,a 1Utelnl,l 
200.8 198.4221.9 218.4 203.2 702.2 198.6

A-e,. 261.8 214.7 226.4 

I'rK,. ;. tn .,492.9 1.545.9 1,128.4 1,305.7 1,2;5.9 1.184.9 1.201.7 1.154.7 1,221.0 ,24?.5 

Sv v3i (W,3Inl cd) 
-- -- 1.4 .3... 8 I1 1.8 1.0 I.1 0.9 

A,ea 
7.5 7.1 10.0 5.8 10.2 5.7 6.3 5.2 

....ri,.J,rct lon 

ul Agi ltulue, lima, Peru. 
.,otti E o itl Ind !tttov Iot do Vat.Jlutlln ()S.. Ministry 



Table A4.6 Irrigated and Rainfed Area and Qumntity of Production by Regions. 
Total Coessuptlon and Trade, Wheat, Peru, 1970-1982 

Arms (thousand hectares) 

Produttion, ConnupL Ion 
and Trade (thousad metric tons) 

T, l outs 

T.taI Pr.,,J, 
ptMpt 

Iw,.rt 9 

tion 

1970 

136.2 

15.4 
--

521.8 

1971 

139.5 

122.2 
687.9 
695.8 

1972 

134.9 

120.1 
764.7 
853.3 

197) 

16.1 

122.6 
829.9 
763.4 

1974 

117.8 

127.4 
716.1 
713.3 

1975 

13.6 

126.) 
771.1 
820.3 

1976 

133.9 

127.5 
767.1 
743.7 

1977 
115.1 

115. -

771.3 
766.8 

1978 
103.6 

104.4 
774.2 
720.4 

1979 
96.2 

IO2.1 
807.2 
898.7 

1960 
68.6 

77.1 
886.1 
823.7 

1981 
102.3 

V8.6 
921.6 
941.7 

1982 
110.9 

110.9 
966.0 
965.0 

1 
0) 

Ara-
rr..-do a. 

Cu.t ._ ufu_,_d) 

At 

I'r,,J,,, t IM 

0.9 
2.0 

0.6 

0.4 

7.7 
5.7 

0.6 

0.5 

2.1 
4.4 

0.6 

0.5 

2.6 
4.7 

...... 

...... 

2.8 
5.1 

1.6 
3.6 

1.9 
3.8 

.... 

........ 

1.9 
3.7 

2.1 
5.3 

1.5 
3.1 

Ar,, 
I'r,.,d., I I,,, 

Sit-Ira (N.mI,,II 
As ..o 

mf,,, 

20.1 
21.9 

11 .7 
0',,.1,.101.0 

21.0 
22.4 

116.2 
91.6 

17.8 
19.1 

114.4 
96.2 

18.0 
19.7 

115.7 
98.3 

18.1 
21.4 

116.9 
100.6 

19.6 
21.9 

112.3 
101.0 

20.0 
22.7 

11 .1 
101.0 

14.9 
16.9 

98.4 
94.8 

13.9 
16.1 

87.6 
82.9 

11.7 
14.8 

83.0 
84.1 

v:..i,I1.
lnt, 

S.,,,.. ll |, 1I.,, .. l~urlnI iJe Iut.,,JlwtI.n (OSE'). Mllatry ii{ Arilture, Li.ma, Peru.r: 



-- 

-- 

In 	 Prodo - low' 

Total area 


Toilm I prduo tIon 
-rint,.uiition 

I'bta (IrrIlated) 

Area 

p1ro.1r I 

'lIrrra (Irr igated)
 
Area
Prcxdirt I ion 

Sierra (Irinfed) 

Ar-u. 


irdmuoo tlir 

Area 
V!.14111 l.n 

qllv o. ( 4,IlsreI) 

Arie 
'fi"Ioi t lion 

isto-l)Ili 'psI(IrrI lli'l)sovrral fliffi 

.elv. (IrrIKmila't
1 

';.Iv~i (Ruoinfei) 

.ovrce: III h1 In.1 s,-,t-

1970 


111.4 


fS .4 
19.8 
4.plirt15.6 

2.0 


2 .8
1.1 

5.0 
.6 

III7.7 
62.1 

int.1 


I1.1
Jl.8 

rlnl 

Tool,e AI..toM.7 

1971 19U2 

171.2 121.? 


70.6 70.2 


28.4 16.9 
to2.2 53.1 

2.0 2.1 

.
 

2.) 2. 3I. 4 

0.8 0.8 


0.5 0.3 


0.9 1.0 
0.6 0.8 

II,.) 1)1.1 
h7.I 66.6 

0.I 0.1
0 .4 01.51.1 

1 1).2
12.2 8l.fl 

%It F'l;tllelt h ;o (11SE). 

Quaintlty of ProductlonIrrlptatid ,d PalnteI A-i, uisd I 

Toiil oiot.ooi lon motidlTroe. (Cii I ,c, l'er", 1970-1981 

1973 1 11, i1976 1977 . 973 . 

127.1 116.6 1211.6 120.8 1)4.1 142.2 

10.4 6Q.9 65.4 65.6 80.2 88.2 

IA9. 	 37.79.6 42.9 21.2 15.7 

60.8 27.0 42.2 46.9 44.5 53.5 

2.4 	 2.4 1.8 .7 0.. 0.4 

.42 1.5 l.0 1.0 0.2 0.21.4 


2.5 3.5
2.6 " .1 2.9 2.6 I .2 0.71.5 I.5 1.... 

3.0 	 0.7 0.6
0.8 0.8 	 0.9 


0.j 0.1 0.3 0.3 0.2 0.2 

1.2 1.1 I.) 1.1 5.9 2.1 

0.7 0.8 0.9 0.8 1.6 .5 

10. 	 1 Il'. I 111.7 111.9 14.? 11 .6 

. 65.1 61.9 63.1 75.0 84.6 

0 	 00.2 0 	 00.2 0.2 01.3 0.3 2.4 1.4 

0.2 0.2 .....I1.2 0. 
.2 6.9 1.1 7.0 6.2 5.3 

Perot.Mlolnltiy of Agrlvstit irr, I.lma, 

by 	 lit.oItom. 

Area (thcooisnd Il'oteres)
 
Producttion. (onsumtion
 

and Trade (timusan metric tone) 

919 	 . 1980 1" . 1912 

1154,.7 142.5 144.4
 

105.5 95.0" 95.0 98.0
 

16.0 
69.5 

0.4
 -I.M 


4.8
2.4 

O.6
 

0.2 

1.8 
1.3 

147.1 
101.) 

U0.1
 

4.7
 



Table A4.8 Irriqated and Painfed Area and at,1y of roduct... 
total Consumot ionand Trade, Beans. Peru, 1970-1982 

. -

At -it (0lvtend hocterel 

Produc teii, Comnmimption 
•ond Trsde (thpoiand metric tons) 

1"otnl 
1,,tnt prit 
Conn-.iap |ion 

110 

65.8 
S"t1.3 
45.1 

--

1971 

60.3 
46.1 
40.9 
11.5 

192 

58.4 
4Q.9 
42.4 
1.4 

19713 

60.4 
51.8 
44.0 
2.6 

1974 

61.9 
51.1 

165.1 
2.4 

1975 

61.3 
49.0 

41.7 
........ 

1976 

67.6 
49.9 

42.4 

1977 

59.2 
4R.9 

41.6 

19711 

55.7 
47.1 

40.1 

1979 

' 1 
&;.7 
Al.. 

1.2 

qoO 

45.0 
39.1 

33.4 

0.9 

19111. 

49.A 
43.6 

37.0 

1.6 

1932* 

56.1 
49.0 

41.7 

1.6 

'n~tn (Ir ilpted) 
Ar3:, 

Pr ,luc t Io- 24.7 
621.58.8 

21.7 
71.7 
27.2 

21.3 
26.9 

21.8 
27.3 

19.7
22.3 

27.0 
23.7 

20.2
27.6 

19.021.5 
18.8211.5 

• 
-

1 
40 

Ar." 

P uduwc t I n 
Sierra fir r ltmted) 

Arc a . ... ..... 

Produrtion 

0. 1 
0.2 

3.6 

3.0 

0.4 
0.3 

3.0 

3.2 

0.4-
0.3 

3.3 

3.4 

.. 
--

3.4 

3.5 

.. 

3.4 

3.5 

.. 

4.0 

3.6 

..... 

3.5 

3.3 

3.3 

3.4 

3.4 

3.3 

.. 

. 

4.2 

.. .... 

SIerra (RtInIed). 
Arr. 
Yrn.h- t InC-1 
Brelv.% J1rr Ipted) 

A,e., 

Productin 
set va (w re.I ed) 

Are., 

Frod.,tio _ 

27.4 
16.8 

0.1 

0.06 

1.0 

.6 

23.2 
12.2 

0.04 

0.02 

15.2 

10.7 

24.7 
13.1 

0.06 

0.04 

8.3 

6.0 

25.8 
13.4 

0.06 

n.03 

9.4 

8.0 

25.5 
13.4 

0.08 

0.0 

11.2 

8.8 

26.2 
14.4 

O.O 

0.05 

11.2 

8.7 

25.6 
13.9 

0.01 

0.0 

11.5 

9.1 

25.3 
14.1 

0.06 

0.01 

10.4 

8.8 

23.5 
14.0 

0.07 

0.06 

9.8 

8.2 

71.6 

0.05 

11.07 
r. 

i.3 

1.6 

14n1.trv of Arttculture. Lima. Peru.
 
crrinn 5--tnri1a do Uiatndtstica (OSE).
Seworret 



Table"-%.9 Toti| Area, Production, con.uuption end Trade, loybeanr. Per,,1970-1912 

Area (thousand hecterem) 

Prodict ion, Conlstmptiofl 

and Trade (thousand metric tnnqj 

190 1971 1111U 1971 1974 1975 1976 1917 1978 1979 1980 1951 1980, 

Tntal -tee 0.4 0.7 11.6 0.7 1.4 1.0 2.0 2.0 3.4 4.4 6.1 1.6 5.1 -

Total prodctlIon 0.4 0.8 II.b 0.9 1.8 1.5 2.9 1.1 5.0 7.3 10.1 14.0 9.5 

Con,.1'tIon 6.0 6.1 4).01 20." 17.8 15.9 37.2 29.2 40.0 29.9 10.7 

Import I 5.6 5.3 '. 19.1 16.0 )4.4 34.3 26.1 1S.0 22.6 -- --

Eat iwmatcd. 

Source: Oficlna Sectorial de Eatetdistic.' %:3JE). Hinlatry ol Agric,,lture, Lima, Peru. 



Table A4. 0 Total Arra, PvilurIlon. OinstiumplIon and Trade. Sorghum, Peri. 1910-1982 

Ar,,, (Ihi.iotfld bertarv) 
Pro3-, 1 Irew, Gi'onsusopt hin 

ated licde Itlousend onetrl, totue) 

1970 1971 1972 1971 1974 1975 916 1977 . 1978 1979 1911 1981 19832 
I-. 

,.Is1 ,181 1.6 5.7 7., H.3 5.9 9.1 14.7 16.0 16.9 5.s 12.11 11.1 1I. 1 

l pr.-fet vlain 12.2 11. 7 21.5 28. 21.7 29.4 415.9 55.2 59.0 54.7 J5. 44. 1 42.1 

(i,nsump In 12.2 37.1 6).9 54.4 94.6 12.1 45.9 101.1 59.0 80.9 15.0 

Import a 40.4 26.1 72.9 42.1 -- 51.9 -- 26.2 

Vt ImAted. 

';t.,*'e: till, In Sectorlal de a+ldltla (E1SE). Hlnlloivy tl ARrIrclture. l+Im,. Peril. 



------------------------

Total Fertilizer Sales and Itilization of Nitrogen, Phirnphorolls,
Table A4.11 

and Potassium, Peru, 1970-1980
 

/

1977 1978 1979 1980.1
1970 1971 1972 1973 1974 1975 1976 


(thosand metric tons).......
 

Fertilizer Sales 231.9 291.5 267.5 292.3 263.2 288.6 315.0 370.9 367.3 327.3 314.5 

N-P-K use 81.6 100.8 92.3 99.5 9f.6 105.1 129.4 143.8 140.5 124.8 123.8 

Nitrogen (Ise 67.8 86.2 75.5 79.5 70.7 83.8 100.5 109.4 104.4 91.3 87.1 

P'hosphorous use 8.2 10.0 10.1 11.9 12.3 11.? 17.1 21.7 22.7 21.0 22.6 

Potassium Use 5.6 4.6 6.7 6.1 7.6 9.5 11.8 12.7 13.4 12.5 l14. 

I/ Civen data are significantly lower than the fertilizer sales data reported In ENCI's Memorlas 1976-81. 

Sector A&rarlo, OfIcina Sectorial de Estadistica (OSE). Ministry of 
Source: BoletIn FstadiStlco del 

1981.Agriculture, Lima, Peru, December, 



.rve)91Uw

Table A4.12 TrrtIlIZtilon t11rltton by Farm SIT and Aei...iIa 

within Inr 1117, gr-oug, )
("timber of farms anti peqentage of [aran 

Fem I.re (heI treli) 
K,,t 

I a 
2n If) to O lhan" 1110 All 81i.. 

I to 5. tothen I . r ,.r 2 h.. K_.er _ I ..N..,,mhc' H,,.j,.r N,.,mhb. I Nsl,, 

cl-illtTy 4S.511 2(1 111.5122 I"211i 210 
14o.40 7 IIh.8'17 19 


Fari lIosngifertllIIPrI 

H 1I on,0 811I.84 18.. 15 1I o.mf 

1.248 6h 1.261 05 63,97 1
 
°'. 49 16.119 %8
Wqinlt 1)rtllleprU15 'itGV.nq
'i*.() 


169,9R7
1.481
4.818
27,871
6A5fl8
67.1069
,,'ta ni..ber "l fear. 


15 113.51 1
1.124
5.666 i
17 26.022 17
6 RO.I
Z.4.9
Farnq .unIn3 fertllltrs 12.137 10,965 1.083.066 
155.156
480.884
4n]. 125
Total nitaher (it forms 

S.e Iv1 1. 190) 7 1.548 7 21%! 10 7,go( 6 
189 I 2,522 5 

f.rtl tPrII I17.R24
i.tr.4 it'Ini 2.611
22.42h
4R.5lI
50.%9
12.q56
Tital numbefr of firms 


I/ , I sdpq 
,heImlAl anti .rg.oI.h I,,tIllzors. 

I. 1911 - Ilan@ 10. 1912. 
21 p,.l reit. r Per lud: loily 


farm l.sidl of iindeclared ize.
 
[#arms Inc'l ,de enumeratedII I.,tal 0,,.hre of 


(I nsus, September, 1972.
 
S.e,lnd Nat Ional AmrIcauturJI
.alr,-: 




TabmIe A4. II Ire lat lin lit IIlent Ion by farm SIrE and Prpon. Per,,. 1972 

(N.Hubr of Irrigatef farms 

be Ilillutrd 

sod perrennag of farms will, arable 
within farm mize grotips)! 

/ 
crop land which ould 

Farm SIle (ie t rev) 

than I I 10 5 5 tcv 20 2(0 to 10011 111111IfH) -All Slateg 

Naiber 2 Nimle't I Nimhr t 2 H1mber 2 NwlamubtI NuMber T 

IlraIted armw 

1..t~l nomlier of arable fuie'ni 

12.18-5 
1.,656 

5) 110.89 
549115 

42 0f. 5% 7 
7'11 . u 

II 11,765 
46,466 

25 1. !fI 
8,.14' 

17 195.71.7 
966(l)9 

41 

I r I Itdt d fIrum 
I.,tsI ntm.btr of arable farina 

14.49 
14,917 

97 51.1l 
55, 110 

91 ,11,244 
21,1 8 

91 1,756 
4,1169 

91 1.219 98 
1, 31) 19,11) 

91,95h 91 

IrrimlRed larml 

lI.tal vimeber of araile farms 
61.611 

I11.04 
4a9 1?6,718 

454,.h)6 

29 42,703 
143,416 

)0 6.R75 
25,510 

21 1.871 
7,494 

25 2I95.8)1 
767,168 

39 

S.- Iv.. 
IttlodI'd r 
hg.,I nambr 

. 
,f mralsle triIn 

11 
2."75 

6'b9 
19.%6,9 

8 1 ,65 
9,91114 

1.114 
11,l36 

1 III 
1. 91'% 

7.91) 
10(1.814 

a 

I/ liefur nte p'.rilod: haly I 1911 - .lhme 10. 1912. 

.ar t. V: Se;onnd National AKriaultAurdl uenvos, September. 1972. 



Table A4.14 Tractor Ownership by Farm Size and Region, Pert, 1972 
(Number of tractors and percentage of the country total)!' 

Le-
than 

Number 
1 

7 
1 to 5 

Number 

arn Size (hectares) 

5 to 20 20 to 100 
Number Nimber Z 

More 
th.-l 100 

Numhr x 
All Sizes 

Number 

CountrV 

Costa 

131 

75 

2 

1 

822 

483 

10 

6 

1,791 

1,283 

21 

15 

2,150 

1,636 

26 

20 

3,4'18 

2,8i5 

41 

34 

l-.,3522 / 

6,332 

100 

76 

SIerrii 50 - 322 4 415 5 319 4 408 5 1,514 18 

lva 6 - 17 - 93 1 195 2 195 2 506 6 

1/ IRference Period: July 1, 1971 - June 30, 1972. 

' 'live total number thnt own -tractors Is 5,265. 

Soure: Second National Agricultural Ccnmtis, September, 1972. 



by Farm Size In Peruvian

Table A4.1' Ptirchased Seed 	ItIllzntion for Selected Crops 


Costa and Sterra Regions. 1972.
 

(Number of fnrm and percentage of farm growing the crop within the farm size group)-

Fnrm Size (hectares) 

- More 

20 to 100 than 100 All Sizesthan I I to 	 to 20 
Number Z

Number Z N-mber Non-pr -I Nimber % Ntmher Z 

:1ce purchased seeds 
83 8,651 78
843 72 4,772 7S 2,288 82 527 82 221

Costa farms 

563 11

46 33 281 33 131 27 93 31 12 23 
Sierra farms 


:orn purchased seeds
 
1,718 93 6h3 100 34,427 69
 

Costa farms 5,352 85 17,765 65 8,948 	 69 

12 299 17 39,274 10
22,877 10 5,853 9 1,164
Sierra farns 	 9,081 12 


Iheat pqtrchaaC'd seeda 
961 19108 17 73 28 32 76

(op ta farma 	 57 31 49 1I 
774 13 205 21 18,182 8

9 10,995 7 1,511 8Sierra farmn 2,875 


'otato ptirchased seeds
 
4,770 85
 

Costa farms 453 100 2,404 84 1,429 	 83 347 78 121 91 


25 4,457 27 1,210 29 108,853

Sierra farms 17,820 22 63,540 23 21,826 	 23
 

1, 1971 - June 30, 1972.I Reference Period: .July 

;ource: Second National Agricultural Census, September, 1912. 



to the AVrlciturl Secior by Cmmercial Bnnks and the
 
Table A4.16 Total Vnlue (if Lonns 


Agrnrlan Bank of Peru, 1970-1981
 

/
 
....... .fnk of PerT.. .	 . Total-. ...
 . A .rar. Inn..s ......... .... ...
Snvings__nnk
Commercial .nd 

Value VsIu te Vnlue 

Yea_. (millions of soles) Percentae (mllons (if sol es). Percentae (millions of soles) 

1970 1.540 (18) 7,007 (82) 8.547
 

1971 1,581 (17) 7.596 (83) 9,167
 

1972 1,769 (17) 8,709 (83) 10,478
 

1Q73 1,861 (15) 10,432 (85) 12,293
 

1974 t.864 (12) 1-3.164 (88) 15,228
 

1975 1,950 (11) 16,238 (89) 18,188
 

1976 2,150 (10) 20,44) (90) 22,593
 

1977 2,377 (8) 26, 19 (92) 28,566
 

2.419 (6) 35.39 (94) 	 38,158
1978 

1979 3,541 (6) 58,481 (94) 	 62.022
 

1q80 	 7.265 (6) 120,500* (94) 127,765
 

1981 20,486* (9) 211,900* (91) 	 232,386
 

I/ Ar l,.Itursi ID)t.velopment flank until 1975.
 

Es t Im.1 ted. 

Source: 	 FstudioPero el Establecimlento del SguroAgrarto en el Perd. Comlsi6n Especial del Seguro 

ARrnrlo, RSN 003-82-INTI'A, January, 1982, p. 4. 



Table A4.17 Value of Loans of the Agrarian BAnk of Perit by Agricultural Activity, 1970-198I1/
 

Machinery I migd 

Year Agrlculture Llvetin,k & TooI.a Forelry marketlng Agro-Indsitry .I r Igat lon Imlr,,vitwnt TotiI 
---------------------------------------------------- (tihIlcnp of .',,Irn).----------------------------------------------

1
.


IVll1 1,057 299 21 H '161, 6 6 .12 

1)1 1,976 411 12 I I A411 11 Ia 4 5. 12 
14?2 1,A1 15 1.122 6 7 6 5.45Is I 

14 1 % 1I] an 7 1.n:I 151 21 6.ql5IR 

14?4 7,)Fi9 9 I 24 1 I I I * .1a. 26 74 tf, 

191S I ,ig 1.115 16i) I 1.5h? .'1 51 147 14, l,4 

1 t. I 10,01,4 I 705 4%1 It 1, ! 1 | 4114 2.1 1114) 

Ig 17 21.%4)4 7,491 S12 S.. 6.1 It, 12 21 a? 11,911 

I918 12.6%0 1.641 1.149 112, 761 I1f 90 144 41,%89 

qlq 6,1.&q 7.204 I.w1l 1141 14. 1701 pm1 269 641 91,827 

I9Rl) IIA, ,40 1 1 662 6,199 mt. 24 .4,1H6 160 1,056 1.411 260,444 

IQl 211.,4 10 26,464 5,941) 1.614 :11.214 .9 1.746 1,512 211,419 

I/ rtvm 1970-1977 mnn resources and from 1978-81 own req.oreu inod exrerlor account. 

S.,r-e: Aptrarlan Rank of Peru.
 



Table A4.18 Percentipe Dstilltliuzion of Loang of the Agrarian Bank of Peril by 
Primary Ag l-IcLural Crops, 1970-19821/ 

Fru its and 

)Po WheatYear Cotton Rice Coffee Suitar --.- Corn t a toes Ot hers Total 

0.1 11.5 100.0
1970 28.0 33.9 8.2 3.3 1.3 7.7 
0.4 10.0 100.0
1971 31.5 31.3 6.2 8.1 8.4 4.1 
0.3 11.5 100.0
1972 31.9 29.1 5.5 7.0 9.4 5.3 

5.6 0.3 11.0 100.0
1973 34.3 30.3 3.2 7.0 8.3 

0.9 9.8 100.0
1974 33.1 29.2 3.3 8.8 7.8 7.1 
0.7 12.6 100.0
1975 22.4 1/.8 3.1 4.9 12.2 9.1 


1976 21.8 34.9 2.6 7.6 13. 0 8.8 0.5 13.8 100.0 

3.4 3.1 11.6 10.7 0.5 14.2 100.01911 21.0 33.3 
0.4 11.8 100.01978 '11.0 27.2 5.0 2.2 9.,) 10.9 
0.4 12.8 100.01979 1-1.6 2R.5 4.6 4.1 8.0 8.) 

6.1 1 1. 4 0.3 12.1 100.0I,18() 14.0 29.1 5.0 . 
14.0 0.2 11.3 100.0I81 21.8 36.0 2.2 5. v1.0 

I/ Corresponds to the loans for agricultural crop productton. 

Source: Agrarian Bank of Peru.
 



Table A4.19 e.icna'- :a ,: .7aran Bank :,,7 P;eru Lcans. 

Year Costa Sierra Selva Total
 

1970 59 11 30 
 100
 

1971 
 65 8 27 100
 

.972 60 31
9 100
 

1973 69 
 8 23 100
 

1974 67 14 19 
 100
 

1975 68 
 13 19 100
 

1976 65 15 20 100
 

1977 
 60 14 26 100
 

1978 63 14 23 
 100
 

1979 64 24
12 100
 

1980 60 14 
 26 100
 

1961 
 64 16 20 100
 

SCcrresponds to the loans for agricultural crop production.
 

Source: Agrarian Ban~k Of Peru.
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Rice Producing Areas,
MajorA4.1 

Ji\.. Peru, 1977 

e r 

I
( 

A4.2 'o.r Cotton Prodicing Areas, 
Peru, 1977 

\ 
. 4 

0
 



II 

A4.3 Major Corn Producing Areas,
) Hard Yellow and Soft White 

Corn, Peru. 1977 
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A4.5 Major Potato Producing Area 
Peru. 1977 

a.% 

O ,I 

* .. 1 

.. 

• 

" 

ris 
. ..

o-d 

.1 



Figure A4.6 Network of Principal Roads, Peru, 1981 
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APPENDIX B
 

INTERNArTIONAL AND DOMESTIC AGRICULTURAL PRICES
 



---- ----

fable B6.1 
 Domesti Producer Prices Coepared to Border Prices Based an Prevailingad Estimated E ,ilbrim
i E,.hange Rates, Nominal Values 
and Contant
 
9
1975 Soles, Wheat. Peru. 
1 70-192
 

. . .. ..
..... .. .....19__/0 
 19 1 91 1 
1) 919179 I 
 1 
 I79 . 1111194101_....119411.. 
.. .20 
i ~ 8m 

INTfINATInNAIp PI
(4oliare -rl An ANSPTIP3AyIIwailper meirir ton)
Werld Price. rMl 
U.S. Qlf Porte y al 
 70 
 l1l 
 ISO 
 149 
 114 
 05 
 1113 167
l l 311 Il 1tel FPort cerg '
elm 9 & 1630
order Prlre-. C-F IsCoIIn., Plr1 19 20 20 
 26 
 22 
 19
9661 152 -2- 151 182 202 194 Is.
 

4)IDI AND C"fl-1tIr Palcas
 
Siurder Prlre. (soles
CII Pallao per metric ton)
2.471 2.31 
 2.86%
Dometic liet 5.960 1.01 1.171
IWmea Pl 1,090 1.270 8.12% 10,191 21.60 &0.8591.94! 3,033 639 l0.437 5.91 91.114 109.221
"omtic Nord wheat 10l01 18.106 10.202 47.416... .. ......rice--------!)!_ 61.800 108.019
. . . _ 119.910
 .. . 0021
. . - &.A9&5-30 . .4, 9 _- 3 I 1"9II'2_. . 3- 8 .. 220iyi_01... ..1 ...22 9. _3)1_ 05 _? 42 50 1
 

Ij $26..
_.. 


soneD.l Axn tw r;c Pmsic(funugant 1915 1vivi per msetric l,on)
efarder 
price. (st collie.
 
Pl al ll 6 oal e ch a g 
e
rat 1 

,Isa &.201 4.)12 ,611 'b
,,S39 %3 53 6561 

Iq197 p l o 


3.111 s,*26 1.531 0.11)
border 3.60Price. C&F Callao,c ess"eso" 
rate 

5,711 5,616
4 6,209 220Dnealie £.oft 1 llea Price 3,%,6 30.3.I 91161 ?111,09 8.12) ,796
1,287 1821 8.607 1,&I9
8.12 3.187 6.197Il, 4' 1.nq7 
 9,911 10.182
D. ewtc Sard -%Set _Price .... 
I1l 0.005 ?.982 ?.l0s. 7 3&_2 
 _.061 7,659_ _ ? 34, .41 6,S4 .6,!n 1695 
 _1641. 5,516 
 5,93 .4,219
 

f'eetlr Soft wheat proitt

wodera ir Price. rate Pr ce/ l 35 A.
 
real eareasse
Ned I&.teprevaillin 3.111 3.70 1.73 ""•1
.95 .96 
 3.55 1.26 
 1.101 3.23.8 3.361 1 1000 1.29.9 1.211 2
 
weel e2cha1e rate 
 3.29 1.21 1.I! 
 .89 .60 
 .82 .90 
 1.10 .91 
 .91 .71
vmentlc soft .92 .15Wheat Price/• ,.h-,,gg rate
Pe.r.rr Pae. 3.?'.
Il' real 1..6I 3.-b 
 .6 .'R 
 .,' .lhe 
 3. 31 I.:.'. I.I . 3 .1' 1.13 

-N.+. ** was1a. r.0
esche.h n. rate .. ipP. . ..Ii . ' o .e ..* l .. '~ 1 i .1' .i"n ." ".... **. '* .
 .. .6.2
"
 

a.d uI lemdary- Iv 4 

.I.l13 er0111
emir 
 o Iv roo11 .t r lm error.2. Nard Vinier, nrdinarv Pr-liesns "Salaried 
trJLes uf 
International Signii.ane." Ill S U3.3. h..'rtm.,I 
21 Umghies.orsn 0. C. .lurl,,llure,


Vpiswola 
ir flew Chartar. PuI!r charese do n.rt Include unloading. Provided by Nevieraj/ tvrw,,lrolled marbo Hg..mb..ld, .'.,price nif Jeiw. P.es.
4/ f..merqlle. price eel 
olrt %Ael. Provided b.'for persent epon delivery to 

ml..Ihinfatry ofol4grlr.elur. loss. Pr..tnmortill 
.Il11 of domweair and lmp.rlsed wh+eg (sea Perlhin V'I. rrisvihled

,1 -rf Asleiroag.e 3lse. by tis NinitryXmsnal al-, prssper nat i. I n/'Pl Peru. or eq.Ivall n ti. (n minal drllar 
e par melrl . tonrl P-lG/ l,,mnaiel dollars per metric l u)Irrico level adjuilrd eaci angeInn/(Pl-li. .) rate).


1 l9 P0 Price lesval adjuoted eachatse rae.. 



Table 06.2 	 Domiestic Producer Prices Comcvred to Forder Prices fAased an Prevailing 
and Estimated Equilibrium Echartge Rates, RnIinl Values and Constant 

1975 Soles. Hard Yellow Corn. Peru. 1970-1912
 

a 
1970 1971 1977 19?1 1974 1915 1916 11 1 1918 M y 191111) 1I9 1 12 

INIIPINAInNAI rli-r .Nfl lI' NPfPTAlloe4
 

(,.nlIar pet Metric lIpo)
 

WUo;Id PrI~ce.FO IrI~l.S. Calfl1 1r sot.. 56 97 Ii) 122 11 98 105 Its 129 i15 I1s
 

lrfneep.,rnlfloviand Port 
1 16 01 20 26 19 

Tarilff. e d tle ..... -- --.................. 

!krder Price,_ eru .. 62 .. . 60 Ill1 lIS) _19 . I Ill . 5 1s l0 ..... Is?- _5I 

(-%art@* 9 .	 193 19 211 22 

Billflt AND DIVIFS1. POIlIrT 
(9 ,lps pr wertrih ton) 

3,vdet Price. {IF Call oilt 2199 2.122 11.171 5.921 5,671 1.63r. q.Sn 19.51? 10.901 44.11 66,179 1,269 
,e,'i. Prcduar Price- ,6 . I I, 4,2n1 5,3IO 8, .0t,, IDO,.11,010 11 150 61,670 0)0I !223,500__-0 J,4n 	 __20,750 

S sls rIow 	 -1lilt ton ) 

si.rdwr Pr I. a. cL? ( ill&l. 
rres111ng real rchai ge 	 A 
v.&Z? 	 s.627 1.67:t 6. 119 7. 119 5.61l 5.;134 , 19 6,716 f. 189 5.19 4,902, 4.061fi, 


U.,rdeg P.l *e. fLI t d,.e 
3918 real @,change A, 

r,.]Is 5Sjo8 5.175 5 3 . 4.1 lit, MtQ) 11h1 11.191, ;01' 6.2. #,6q 6,601 6.057 q9q 

pII. 	 169 7 ?ga0,65Drvs i of Pr Icef 	 6 31)1. A.:.00 110 7.) h.05 6,6
nITI,
 

~b.,.ei Ir Pr..d., vi Prt'at, 
L.,.r rIre. pro-e-il l 
W-ha.g.t a el. 1.19 1.19 1.5, .96 .90 3.13, 1.12 1.11 1.O6 1.01 1.lt 1.21 1.6, 

ml01,el1, Produrer PrlIe/ 

16-rdrr Prce. 1918 ral 
,.k.,e , t._. . 1.1) 1.1 b.. .61 110 A. .. 0 n...9." 111 1.21 1.06 1.15 

* 3git . iii ... i * 

til 16 hI,1- IInIt -I pr| P- I wit Ion I ,I en .A .e I% t 1 5 1-r 1 - trI II A 11 1 1. I-*
I .... .. 5e3!w "'*.l..*t.1 3rrlpq ,.' Inhi.Tnlll.Ilnl I~nlil,..n F i~ll . 31.5 33,.p.j.i.n l ,.I lvrl.,,I,,r,'. l:',h n 'l.,i. Ilt. 

7f - 1I. rl- re r r. Pl.r i h d.. n,,t in h,,j V . rr * I I.... t ., rr ,,3'l I' \. l ' al 3I,,h ,,lg S. I 

it f t, t,, lled rl - eel for rl .- i ..- 3'. n J il r-'. I .'.. T . .*l ' l '. I..i |'-n 3.I,,'I h d Plol lIrtr, .,( hil-It.. l.1 . teraw.tlo 

%/ N.iIe J.3 ll .3T s Ie ,wirl I-01 .A .*rI.il .'.rIj 'r, nt 1'r l.. ! , ! .i ' ..mli I 1 	 I t- I. I 
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table B6.3 Domestlc Proilicer and Retail Prices Compared to Border Prices Based on
 

Prevailing and Estimated Equilibrium f.change Rates, Nominal Valises and 

Constant 1975 Soles, Rite, Peru, 197-1982
 

INTIUMATIrmAI PWilrS A."D TA1SPt) TATI(N4 
(JolleS ?at metil. tsn) 

lierld F~lir ? FinQ sanalkibt 1h& ;Mi 1161 161 254 271 169 lJ14 41) 4) H16 
1hallaldrT It) 


is 66 S1Ta'asparltlsti and Port (le*pe I? It 12 43 57 i 51 51 60 60 
feorl:11 " lets
ut Pr
 

549
border Price.(LF Cal _a,Pe .. I ?o . 41 160 A2 . 598. .. 1 328 . 2.9 194 ... _ . it) 

mOlnft .t"u IYIISIIC P31rr 
soulas pow metric ton) 

14,009 21.141 16,809 11,679 27,46 67,05) 31.51 I11,163 3) ,l11 211,369sorder price. E&f Callaq 6.579 5,457 6.192 
7V00 . 1.i5 l1.5n0 16,275 20.670 12,175 67,915 111,000 132,505 264.20komestlc pr'ducet Price' 7,505 7. 1M. 9.0 W 


8,300 10, C'oil 18,120 n% 150 16,520 67,0 _0 0
671014,Lluisis 9t Ic Ccoo wo:r :cpA1 10Poo 0,00 3310. 

StMIOS AND IXKIISTIC eRl,I5 
(constant 1975 sales per aetric ton) 

16.vvdlv File*. ci 'LF e 
pveelling rool *earhri 

9,?9l 20.2"4 28,607 16,609 11.261 14.914 21,050 1.2 1 19.160 J1.14) 11.106 
reatf! 11.918 9.249 


1
orde, P rie. Cir f-•11 s.-6/ 'I.21.073 l9.O:. 21.804 21 .I0 1I1. 3 
Ils feel eut-ecel5 gale- 15,171 12.225 1I1.'26 2.%'9 42.565 26.t02 10.981 18.916 

NMi.atll P.l Aror Piles I1.51 12.712 11.166 10.118 11.12% 11.5)00 12.190 11.715 11.16I 1.0l 15.156 1).4?9 11.111 n 

il,7 12lI7 11, 10. I1, 100 31,573 I),155 17,5$4 11.955 12, 1.t0,58! - 10,)19o- ( -- --r- ----- 15_942 14,9111 


RATIOS 

.48 .17 .19 .79 1.21fiaetir Producer Prircelorder 1.14 1.11 1.21 .51 .19 .90 .92 .IS 

Pilre. proaillig real 
.;1 .79 .19 1.21vetoag$r. 1.1, 1.)1 1.21 .5) .19 .0 .92 .15 .4.I 

rk,..tl c ro-asm4e Pricelskordr 
Price. pee-ailing roal
 

.63 .16 .79 1.02 .92 .54 .lh .64 .62 .92
 
osehamg rate 1.1 1.61 1.12 


Drmstil(1C PrO4.cere Prirelottder
 
PrIe. |9;3 toal e. hantle hNI . I 
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Table 96.5 	 Oomestic Industrial Raw Sugar Prices ComvDared to Oord-rr Prices
 
Based nn Prevailing nd Estimated Equilibrium Exchange Rates,
 

flominal Valises and Constant 1975 Soles, Peru, 1972-1981
 

............. ........ . .. .... ......... . . . 

1972 191) 1974 1975 1976 1971 1978 1979 1910 _ 191 

INTERNATIONAt. PRICES AND TRANSPORTATION 

(dollars per metric ton) 

Ii.S. Market Support Price 21 200 276 649 494 2qo 246 215 164 662 447 
Transportation and Port Charges- a 12 18 34 16 35 40 40) 5z 44 

Tairiff ni 'utlen -- -- -............ 

border Pri,-e, ra_.1o, Peru- - - - 194 611 4601 154 208 215 324 . .0 401 

RoRDFR AND 1*IF51IC PRICES 

(loles poor metric tou) 

I 
11,,.r i, 

eile [111,alil10 
I, r,,hll, ProI.0 . .... 

1.430 
. 

7.5ins 
5,000 

21,646 

5,000 
18,168 14.579 

105,150 
l',410 
18,20 

15,610 

13,2? 
72,711 
51, 6 

176,046 

15n,0(X.. 
I/0, IH 
20,,WO 

BOTPIFR AND rW*IFS1IC PRICES 
('onaCant 1975 solt. per metric ton) 

*&trdwr Irivc. (:allau, prevlling 
real on, lima11 rodt 11.755 10.84 29.229 11, 768 10.920 9,457 12,626 15,104 22,8(4 12,584 

Ik)tdt P'ricr. (allao. 19;8 real 
inthntj tt 

- 5 
-t 16,111 is, e1 29,991 15,651 12,011 12 641% 15,660 25,9711 I5,54/)1 42,490 

HATIO 

rmi, Inditril Prilti/Border 
l'rlo-G, l'tr~VAlll1K cet~ 

e.-olitng.- rate .67 .bb .21 .27 1.i4 1.05 .911 .79 .85 1.88 
lD,m.sts| I ttsdiu tr Idl Prlce/Border 

",,te, 1478 rea.!_change rate. -.49 . .4Y .14 .17 .77 .85 .90 .77 .75 1.52 

II1f1r costly d.e to rounding error. 
If s'tuar. |.S. isorkat: "Internat onil Cumlndity Pri -e BIlletin,' Organization of American Stalte, Wauhlnlton, . C. 
z/ '..t Im.,liid rgi'm rulated uilppIn r,,ter. P,,rt ciu#i~ca dlo not Include unloadina. 
1/ ,.,,, ri led r' I,-v met f(,r rww i,,tur l,r domestic ied,ouarial uDe (see Set lon V). Provided by the :'.Istry of Algriculturv I Im, Piaru. .
4/ pNyvt- jI ,':.. per aetric ton/lfl'l-Pera, or eq.lve iently (Nominal do', aars per mtzrlc $.;:'c- Isn/CPlI edJusted rc-t.-'.ev.9! extiuntce 
5., V. --- " -v -w etric '!1 Pr cT ad'o-ted io 



Table B6.6 Domestic Producer and Retail Prices, Nominal Vulites ani Conistaent 1915 Soles, Potatoes, Peru, 1970-1982 

1970 1971 1972 1q73 1974 1975 1976 1977 1 q78 1979 1980 1981 1982
 

NOMINAI. I'RICES 
(soles per metric ton)
 

Domestic 
Prodiiter 
Price ! /  2,254 2,160 2,815 3,422 4,546 5.899 6,411 10,774 16,751 33,850 62,030 66,690 64,628
 

Dqrk)MC t I c 

(:onsuimer 
1'rIce 2 / 4,060 3,959 5,110 6.150 5,470 9,710 9, 00O 18,580 18,610 39,880 89,21)0 110,410 1i6,553 

ra-FI.ATED PR i .ES 

(constant 1910 soles per metric ton) 

flmest Ic 
Preldoictr I 

I'rle 4,083 3,661 4,450 4,940 5,620 5,899 4,800 5,85() 5,760 6,981) 8,030 4,930 1,354 
Ilillme'aI I 

Ciainuffmer
 
Pr Ice 7 15_5 6712 8 (181) 8 890 6 760 9,710 70)l 10,080 6,400 8 200 11.,550 . 50 6......
 

RATIO
 

DomeNt Ic 
P'ro~doler 

1'r Icef
 
Domes t It
 
C onfmomr r
 

Price .56 .54 .55 .56 .83 .61 .63 .58 .90 .85 .56 .55
 

Haisu'ul on .antn r y-.ltne. 

I/ Averngg Farm price provided by Oficina Sectorial de EtadisLic& (OSE), Ministry of Agicuiture, i.l wa, Peru. 
2]1 .vv'rnm:v -et.t! 1 ini- l.!mp .metropol Itan ariea. Provide?.! by ":'- Th-!stry .f 1,gricul ttre- !Ama, Perit. 
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Table B6.7 Nominal Exchange Rate, Consumer Price Indices for the United 
States and Peru, and the Price Level Adjusted Exchange Rate 
(Soles/Dollars), 1970-1982 

I-xchannc Price Levl .. djusted 
Rate CPI CPI Exchange Rate 

Yenr _. (Sulus/S) Pert United StaLC (S '.LS,') 

period verge----------------------------

l1 s. 72.1 50.5 
1973 3,.7 39.0l 75.2 49.3 
1972 3S.7 63.2 77.7 47.6 
1973 38.7 6?9.2 82.6 46.2 
197A 38.7 80.9 91.6 43.8 
1975 40.8 100.0 100.0 40.8 
1976 57.4 133.5 105.3 45.5 
197/ 63.8 184.3 112.7 51.2 
197, 156.3 29C.9 121.2 65.2 
19*/9 224 .5 484.q 134.9 62.4 
19,0 288.6 772.0 153.1 57.1 
tr1 422.S 1354.0 169.0 52.8

55'.1 ,927.0 176.9 53.4 

January 518.6 1,71 P. ) 175.2 52.9 
February 539.5 1,784.0 175.8 52.9
 

562.7 1, 9.9 175.6 51.8 
April 595.4 1,981.4 176.4 53.0 
May 628.0 2,n.3.4 178.1 54.6 
June 660.2 2,13t.0 180.3 55.4 

!/ BCied on Janirr.'-Ji'ne. 

Snirre: lnternatioua! rinaricial Statistics, Intern3tional Monetary - n. 
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APPENDIX C
 

THE MACROECONOMIC SETTING
 

This appendix is divided into two parts. The first part reviews some
 

basic economic indicators and the macroeconomic performance of the last
 

decade. The second part is a discussion of sectoral growth and trade.
 

Basic Indicators and Macroeconomic Performance
 

The basic economic indicators reported in Table C3.1 show that growth
 

in real GDP fell from 7.1 percent in 1970 to 3.1 percent in 1976. For the
 

two years 1977 and 1978, real growth in GDP was negative, declining by -1.2
 

and -1.8 percent, respectively. Associated with the decline in GDP were
 

high levels of deficit financing in the domestic economy. The deficit, as a
 

percent of GDP, increased from :.4 percent of GDP in 1970 to 7.5 percent in
 
t
 

1977. Incrfases in the rate of inflation accompanied growth in the deficit. 

InflaLein irnzeased fror 4.2 percent in 1972 to 73.7 percent in 1978. 

Meanwhile, the nominel value of the sol relative to the U.S. dollar 

remained essentially unchanged from 1970 to 1975 and, in real terms, 2 became 

increasingly overvalued relative to the U.S. dollar. 

During the early and mid-1970'. the increase in the real value of the 

sol and expansionary fijcal policies contributed to an increasing deficit 

The data on government finance in the table refer only to that for the
 
Central Government. They eyclude public enterprises. The significance of
 
this can be seen by noting that if the losses of the public enterprisen are
 
included, the total deficit as r share of GDP is estimated to be apprc,ximn
tely 8 percent in 1981, whereao consideration of the deficit for the Central 
Government alone reduces it to 4.9 percent of GDP. 

2The real value of the ol in tera of the U.S. dollar is obtained by
 

adjusting both the sol and the dollar for the respective rates of infldtion
 
in the two countries.
 



Table C3.1. Basic Economic TndiCAtors, Peru, 1970-1982
 

1..dtc,1or __70 1911 1W-'} 9y) 14 -- T9:9 7 9S 1§79 19AO I g I! 19_"__ 

St.-'v.t I* test CDt (1) so 7.31 5.12 5.85 6.18 6.86 3.3 3.06 -1.70 -1.7 3.76 3.OO 3.87 7.0 
I-Crea,4 1' Cr-e,-qer Prlces 4.2 11.8 19.1 24.n 44.7 32.4 71.7 66.7 60.6 72. 70.0 

SPr,|- t !'.) 4.7 4.4 4.2 4.2 4.0 4.,v.2 5.5 6.5 7.1 7.0 6.8 6.8 
"- .-.- I , , 0O* 45.9 44.4 44.2 41.1j ,1.a 42.4 44.3 4.2 52.0 5 .4 51.7 47.9 46.0 

- deIcit) -1.1 -1.1 -10.I -14.1 -14.1 .30.6 -46.4 -79.1 -85.0 ;6.4 -140.9 -416. I 
' . • *t- 1.4 3.1 3.1 3.9 ).1 5.5 6.3 7. 5 5.1 0.6 2.8 4.9 6.0 

e~t~f 
- d llre) 

"ro~v e-4 to,-ir@ Accovkqt 

- - 202 -35 -31 -247 -72S -1541 -1194 -922 -192 755 63 -1619 -1171 

-15 6 337 9lt 1042 fez 912 195 281 545 985 1) 

- 1 04061e -10? -89 -30 -93 -41) 41 312 -60 -4 -1066 -608 634 4,8 
11* *et~, Porlc4 Awefego 

* .e'!' 1 )831.7 33.1 31.7 33.7 31.7 40.6 37.4 33.3 136.3 224.5 280.6 422.3 6O.1 

-0.54 49.30 47.56 46.21 43.1 40.30 43.50 51.20 65.18 62.41 57.14 52.5 35.4 

weai)'Ill . Ce-tra IIer v lark of Peru. Lfwa, Peru. 
*4* 

tr.ItIfv * la r. I Ind. Peru. 

r r n:1,ern.ittona! Finan( I t at1*tf(-q, Internit onal Monetary Fusid, and calculntlon of the authors 



on the country's trade and service account. Deficits on current account 

increased from 35 million dollars in 1971 to 1,541 million dollars in 1975. 

The current account deficit was financed to a large extent by compensating 

nonreserve capital inflowE. In 1975 these nonreserve capital inflows were 

1,042 million dollars and government reserves holdings of foreign currencies 

fell by 499 million dollars. 

Deterioration in :he country's financial accounts induced the government 

to embark on a s abilization-cum-economic-reccvery program with the support 

of the IMF and the World Bank. The recovery program aiwed at strengthening 

finances, stimulating expcrts, sterming the loss of currency reserves, and 

promoting a m:,re efficeant use of private and public resources. A major 

component of the pr-:gram was the devaY.ation of the sol in 1976, followed 

by successive hr:ug. 17 in real While deficits on1evC.or,8 terms. 

current &-count p,rKF:ted be:vfec 1- ar.d 1978, they declined from a deficit 

of 1,194 2o:lin'o'ars to a deficit cf only 192 million dollars. The 

current account w a potvc ba'nnce in 1979 and 19B0. Total reserve 

holdings a15 increased for the years 1977 to 1980. However, the austerity 

measures forced the country into recession in 1977 and 1978. The rate of 

inflation also remained high, ranging from 73.7 percent in 1978 to 60.8 percent 

in 1980. 

The change in government in 1980 led to policy changes to decrease the 

level of public intervention and to increase the role of the private sector in
 

economic activity. These changes have come at a time of worldvide recession
 

and shrinking markets fcr Peru's major exports. The resurgence of large
 

government finarcial deficits of 4.9 percent of CDP in 1981 and a projected
 



6 percent in 1982 reflects revenues foregone from declining export earnings.
 

The decline in export earnings from agriculture averaged about 28 percent in
 

1981 and 1982 compared to 1980, while the decline in export earnings from
 

minerals averaged about 15 percent during the shm', period. The increase in
 

the financial deficit since 1980 also reflects the postponement of upward
 

adjustment in consumer prices for major foodstuffs and the persistence of othel
 

government subsidies which have required foreign borrowing, and aggressive
 

borrowing for capital investment.
 

Excess demand has also resulted in trade deficits on current account of
 

magnitudes exceeding the deficits of 1975. Again, despite heavy borrowing
 

this has resulted in record declines in official reserves of 634 million
 

dollars In 1Q8: and an estimaLed 44.S mM lion dollars in 1982. The real
 

value of the currency incrcesed from '978 through 1981 relative to the U.S.
 

dollar. Since February 19E2, however, the Central Bank has pursued a policy
 

of depreciating the sole at a faster rate than the inflatiDn differential
 

between Peru and the United States. Consequently, the sr! has depreciated
 

in real terms since February despite very high levels of inflation.
 

Sectoral Growth and Trade
 

Sectoral growth of the economy is reported in Table C3.2 for the years
 

1972-81. Agriculture has declined as a portion of Peru's GDP from about 14
 

percent in 1972 to about 12.6 percent in 1981. These estimates are probably
 

biased dow-nwards be:ause, as is noted elsewhere in this report, Peru's price
 

policies appear to discriminate against the agricultural sector, lowering
 

the price of agricultural products relative to prices in other sectors of
 

the economy. The grovth in the agricultural sector has averaged less than 2
 



Table C3.2. 
 Gross Domestic Product by Sectors, Constant 1970 Soles, Peru. 1972-1981
 

1972 1973 1q7 197' 1976'd-7--! 1 ]' * 1S--- 97 Jq ; 1980 ____Q5! * 
... .. .... .... .... .. .. .. .. .. .. .. . il io s )f 19)9 so1,,i .. . . . . .. ."..
 

As.r I.--"l t %re 37,613 
 38.536 39,42?I'rr'rtt ChOang. 2.4 2. ] 
)qH16 

1.0 
41,110 41 .130 1',89(. 4 , 1 2', 38,918 43,9003.0 0 - 1.0 1.1 -5.4 12.1
 

Vi l lnp. 2,960 2,276 3,091 2.621 
 -,145 2,972 1,867 4,21, 4,01) 3.611I'terrcr't Chanllge -23.0 15.9 - I'.2 20.0 -5.6 11).1 1.6 -5. 1 - [M1.0
 

HI, In 20,398 20,276 
 21,026 18,114 20,1.01 25.952 29,071 32.944 32,025 30,616Sc-t Chunge -. 6 1.7 -31.0 15.0 27.2 1'1.1 I).1 -2.1 -4.3
 

M ., nr t, r rIn g 66,662 71,595 76.905 8O. 2 
 Q1, 9w6 18,508 75.68 ' 78,6 F, 82,802 84 326|' t t ni Chi.ngo 7.4 1.5 4.7 4.1 -6.5 AI.6 1.4 '.3 1.9
 

on.t,,t I ,,m 12,413 11.055 
 15,917 1 .,(601 IR,0A2 16,690 1.,,n)1 14,511 17,25l 18.8R6, ,,,it Chativo 5.0 22.0 16.9 -1.9 -7.7 -h,.o 1.7 18.9 9.4 

C..w rnr..t 22,071 22,557 23,076 24,114 24,596 25,285 25,159 25.0)1 25,420 26,0!%I','rc,nt Change 2.2 2.3 ,.4 2.0 2.p -. 5 -. 1 3.6 2.3 

Oth,'r 105,625 116,1)89 124,370 129,557 1 32,214 129,192 125,505I'virercnt Chaio 129, 142 135,174 141,29410.0 7.1 4.1 2.0 -2.3 -. .9 3.0 4.5 4.6 
Ti, :t 1 267,78.2 284,38. 303,879 314.029 321.559 319,729 313,98.1 325,834 , 348.650Pr- -oil Change 6.1 6.9 1.3 .0 -1.1 -. 08 . 3.0 3.9 

Prk I Imnry. 

Novirccr' HIf1!L91 ,rral Remarve fMnk of Parti, I.1mntu, ports. 
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percent per year since 1972, far below the estimated population growth rate
 

of 2.7 percent. The drought in the late 1970's and in 1980 contributed to
 

years of zero and negative rates of growth. If the preliminary estimates
 

reported for 1981 are correct, however, the agricultural sector would appear
 

to have recovered from the drought, with output increasing by 12.1 percent.
 

The mineral sector has ranged from about 6 percent to 10 percent of
 

GDP since 1972. The mineral sector has experienced the highest rate of
 

growth relative to other sectors. The major contributors to growth in this
 

sector were copper and petroleum, both of which increased in volume and prices
 

during 1976-79. Growing world demand for these products eased the impact of
 

the austerity measures imposed during this period. However, the value of
 

exports from this sector has declined during 1980-81 along with declining
 

world demand for mineral and petroleum products.
 

The manufacturing sector accounts for the largest single component of
 

1
 
GDP, averaging about 25 percent of GDP since 1972. This sector expanded at
 

an annual rate greater than 7 percent in the early part of the 1970's, but
 

except for 1980, growth was significantly lower in the latter part of the
 

1970's and into the beginning of the 1980's.
 

The growth of the government sector has exceeded 2 percent per year with
 

the exception of the three year period 1978-80. The share this sector makes up
 

of total GDP declined slightly from around 8 percent in 1972-73 to approxi

mately 7.5 percent in 1980-81.
 

1This estimate is biased upward for the same reason that the share accounted
 

for by agriculture is biased downward. The protection of the manufacturing
 

sector causes the price of output to be higher than it otherwise would be.
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Data on the value and vo!ume of mineral exports are reported in Tables
 

C3.3 and C3.4 for the years 1972-82. Copper exports comprised the major com

ponent of mineral exports through 1978. From 1978 to 1981, the value of
 

copper exports increased by about 29 percent while the value of petroleum
 

exports increased by about 28-4 percent. From 1972-80, the growth in mineral
 

exports averaged about 20 percent per year. However, in 1981-82 the volume
 

of exports generally increased while the value of these exports actually
 

declined. Hence, the decline in the value of mineral exports in 1981-82,
 

and corresponding loss in foreign exchange earnings, refects declining world
 

prices.
 

The value of agricultural exports accounted for roughly 20 percent of total
 

export value from 1972 to 1977, but has Fince fallen to 5.3 percent in 1981,
 

as shown in Table C3.3. The major agricultural exports during the last decade,
 

in order of importance, are coffee, sugar, cotton, and wool.
 

Historical trends in exports of these commodities are presented in
 

Table C3.5. The value of agricultural exports for the most part increased
 

from 1970 through 1976. This corresponds to the period when the country
 

was experiencing increasing rates of inflation, and an increase in the real
 

value of the col offset by expanding world markets. Accompanying the
 

devaluation of the sol in 1976, the value of total agricultural exports
 

increased by over 20 percent in 1977. Since 1977, however, the total value
 

of agricultural exports has fluctuated frou a high of 361.6 million dollars
 

in 1.979 to a low of 170 million dollars in 1981. These more recent fluc

tuations reflect the effects of drought and declining world market prices
 

for coffee and sugar.
 



Table C3.3. Distribution of Export Value by Sectors, Peru, 1972-81
 

1972 1971 1974 1975 1976 .. 1977 1978 _ 1979 1980 1981
 
percent -----------------------------------


Mining 44.5 55.4 48.2 42.4 50.8 52.2 47.0 41.8 45.0 43.4
 

Petroleum and Petroleum Products 0.7 1.4 1.9 3.4 3.9 3.0 9.2 18.5 20.3 21.5
 

Agriculture 19.3 18.4 21.6 29.1 19.4 18.5 13.3 9.4 5.8 5.3
 

Fishing 27.3 12.4 16.1 15.0 13.1 10.4 10.0 8.0 4.9 4.4
 

Other Traditional Prodticts 2.3 1.8 1.7 2.3 2.4 1.6 2.8 3.0 2.7 3.9
 

Non-Traditional Products--1 5.9 10.6 10.5 7.8 10.4 14.3 17.7 19.3 21.3 21.5 
i-j 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 io0.O lOO.O 

1/ IncludIng textiles, frozen and canned fish, fishing vessels and other non-traditional exports. 

Source: Memoria. 1981, Central Reserve Bank of Per,, Lima, Peru. 



Table C3.4. PrIncipal Exports of MineraIR and Petroleum, Peru, 1970-1982
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Data on the volume and nominal value of Peru's imports of grains, livestock
 

products, and agricultural inputs appear in Table C3.6 and Table C3.7. For
 

years 1970-80, the imports of grains ranged from 52 percent of the total value
 

of agricultural imports in 1970 to a high of 87 percent in 1980. Within the
 

grains category, wheat accounts for the largest component of the total value
 

of agricultural imports. Wheat imports ranged from 41 percent of the total
 

value of agricultural imports in 1970 to over 52 percent In 1979.
 

The rate of increase in wheat imports also exceeded the increase of
 

other major comodities imported. The growth in the value of vheat imports
 

averaged over 35 percent per year from 1970-1975 followed by three years of
 

decline. The decline in wheat imports corresponded to the period 1977-79,
 

when austerity measures were undertaken and when the sol was devalued. Since
 

1978 wheat imports have risen at a rate of 8.5 percent per year.
 

Peru has for the most part been self-sufficient in rice. Modest
 

imports of rice occurred in 1975 and 1976. Bowever, in 1979 and 1980 rice
 

imports accounted for 18.4 and 20.3 percent of the value of total agri

, 	 cultural imports, respectively. Hence, rice and wheat together accounted
 

for 70 and 56 percent of the total value of agricultural imports for the
 

years 1979 and 1980. In other parts of this paper, it Is pointed out that
 

consumer prices for these major food grains have declined in real terms. The
 

increased imports of these grains therefore reflect in part the demand
 

creation caused by Peru's consumer price policies.
 

Imports of livestock products, with the exception of milk, have tended
 

to decline during the last decade. The most notable decline has come in the
 

Importation of beef. Conversely, growth In domestic beef and poultry produc



Table C3.6. Volume of Principal Imports of Agricultural Commodities and InputR, Peru 1970-1980
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tion has given rise to large increases in corn and soybean imports. For example,
 

average corn imports in 1980-81 were 224 percent above 1978-79.
 

Fertilixers imports have tended to remain fairly constant since 1974,
 

with the exception of urea, which has declined significancly. The level of
 

fertilizer imports in the immediate future will depend on whether Peru decides
 

to use national gas by-pr~ducts from its petroleum operations to manufacture
 

ammonium nitrate fertilizers, and the corresponding trade and pricing policies.
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APPENDIX D
 

THE AGRICULTIMUL SECTOR
 

This appendix is divided into three parts. 
 The first part provides
 

data on the population and land resources of Peru. 
The second provides data
 

on agricultural production and the third on agricultural inputs.
 

Population and Land Resources 

Peru has a land area of 128.5 million hectares and an estimated population
 

in 1982 of 18.3 million people. Approximately 33 percent of this population
 

is considered rural. According to the 
last National Agriculture Census (1972)
 

23.5 million hectares (18 percent of land area) were classified as farmland, 

as shown in Table D4.1. Farmland includes cropland, natural grassland, forest
 

and woodland. 
 Three percent cf the land area (3.7 million hectares) was
 

classified as crnpland. Approximately one million hectares under
were 


irrigation.
 

The country is made up of three distinct physiographic zones. These
 

zones are delineated in Figure D4.1. The Coast (Costa) is the narrow strip
 

of desert along the 
2,300 kilometer Pacific coastline. ThL, area of 13
 

million hectares cocnprises approximately 10 percent of the total land area. 

In 1982, 8.2 mill'on people (45 percent of the population) lived in the 

Costa. According to .- L972 Agricultural Census, 14 percent of the Costahe 


vas classified as farmland, and 800,000 hectares (6 percent of the zone)
 

were cropland, of which 600,000 hectares were 
under irrigation. The Costa
 

accounted for approximately 43 percent of the 
gross value of national
 

agricultural production in 1981.
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The second geographic area is the Andean mountain range or Sierra. This
 

region covers approximately 28 percent of the total land area and is where 45
 

percent of the populition lives. Of the land area in the Sierra, 19.4 million
 

hectares (54 percent) are considered farmland, of which 2.3 million hectares 
are
 

cropland. Of the cropland only 400,000 hectares were irrigated in 1972. Produc

tion from the region accounted for approximately 42 percent of the gross value
 

of national agricultural production in 1981.
 

The third region is the jungle or Selva. This area is subtropical to
 

tropical and comprises approximately 62 percent (79.7 million hectares) of the
 

total land area, with a population of 1.9 million people in 1982. The 1972 

Agriculr ;ral Census reported that only 3 percent of the Selva was classified 

as farmland, and only 0.8 percent as cropland, of which only 5 percent was 

irrigated. The SEva accounted for approximately 15 percent of the gross
 

value of agricultural production in 19Ei.
 

Agricultural Production
 

The crops of primary value produced in Peru from 1970-79 are shown in
 

Table D4.2. In terms of total sales value in 1979, the crops would be ranked
 

as follows: potatoes, cotton, rice, Eugar, hard yellow corn, coffee, soft
 

yellow corn, wheat, beans, sorghum, and soybeans. Overall, the value of
 

crop production decreased slightly in real terms (-0.6 percent average
 

annual growth rate) over this ten year period. The greatest declining trends
 

appear in cotton (-2.3 percent/year), beans (-2.0 percent/year), and potatoes
 

(-1.6 perctnt/year), while soybeans (+31.8 percent/year), sorghum (+18.3
 

percent/year) and coffee (*3.3 percent/year) show the 
largest average increases
 

in value.
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Table D4.1. LAnd Area end FoPuliton by Region, Peru, 1972
 

-
-- i 

_______________________________Total 
 Costa Sierra SelVa
 

Land area (m1lion has.) 128.5 13.0 79.7
35.8

Percent of land area 
 (100) (10.0) (28.0) (62.0)
 

Population (Millionh)* 18.3 1.9
8.2 8.2 

Percent of population (100) 
 (44.8) (44.8) (10.4)
 

Farmland (million hav.) / 
 23.5 1.8 
 19.4 2.3
Percent of land area (18.0) (13.8) (54.2) (2.9) 

Cropland (mllion /as.)/ 1.7 0.8 3 0.6
Percent of land area 
 (2.9) (6.2) (6.4) (0.8)
 

Irrigated land (million has.)-
 1.0 0.6 0.4 
 0.03
Percent of land area 
 (0.8) 
 (4.6) (1.1) (0.04)

*l 

1982, U.S. A~ency for lnternational Dcveluonent.
 

l/ Tncludes croplard, natural grasslnd, forest and w~o2land.
 

2/ Includes land under short and long-tern fallow and perennial crops.
 

3/ Total irrigated cropland not including the land area occupied by perenndl
 
crops, cultivated perennial pasture and 
forest plantation.
 

Source: Second National Agricultural Cersus, September, 1972.
 



Figure D4.1. Geographic Reg-ions of Peru 
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By examining the principal crops in more detail a better understanding
 

of the production trends through 1982 can be developed. Production tables
 

are included in Appendix A. Starting with rice, Table A4.1 shows that the
 

area planted in rice in 1981 (149,700 has.) and the estimated area for 1982
 

(143,400 has.) are slightly greater than the area planted in 1971 (140,000 has.).
 

Likewise, the total annual production for 1981 (712,000 MT) and forecast for
 

1982 (681,100 MT) are greater than production in 1971 (591,000 MT). The
 

yields for the latter two years were also higher, averaging 4.75 MT/ha. in
 

1981 and 1982, compared to 4.01 MT/ha. in 1971. The decreases in area planted
 

and producticn in 1978-80 relative to 1977 can be partially explained by the
 

drought which restricted water use in the Costa during this period.
 

The northern coasral area is the major rice prodiction region in Peru, 

as shown in Figure A4.11. The irrigated rice production area of the Costa 

repreben:ed appr-2zin-aelv 63 percent of the Peruvian rice land during 

1970-77, while fa ling to approximately 53 percent in 1978-79. In 1979 

almost all of the remaining 47 percent of the rice land was in the Selva, 

with 35 percent of this Selva land under irrigation. Because of the dif

ference in yields between the two regions, the Costa accounted for 69
 

percent of rice production in 1979, with an average yield of 5.5 MT/ha.
 

The second major coastal crop is cotton, which is primarily produced 

south of Lima, as shown in Figure A4.2. In 1981, 157,300 hectares of cotton 

were planted in Peru and 285,800 metric tons were produced, as shown in Table 

A4.2, living an average annual yield of 1.82 MT/ha. This represented a 9 

percent increase in area planted and a 15 percent increase in production, 

compared to 1970 when the yield was 1.72 MT/ha. However, both area and 
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production are expected to decrease in 1982 due to prices that are expected 

to be lower. Over 97 percent of the total land area planted in cotton in 

1979 was in the Costa under irrigation. The remaining proportion was pro-

The third major crop of the Costa in terms of land area is hard yellow 

corn (Table A4.3). Since the production statistics for hard yellow corn 

were conbined with those for soft corn until 1976, overall production trends 

for hard yellow corn are difficult to discern. However, comparing land area 

and production from 1977 to 1981 suggests there have been decreases of 15 

percent and 23 percent, respectively. In 1970, essentially all of the hard 

yellow corn was produced in the Costa under irrigation. In 1979, only 50 

percent of the land planted in corn and 67 percent of the corn produced in 

Peru was attributed to the Costa under irrigation as the area in this crop 

decreased by 26 percent frou 1970 to 1979. The area of increasing importance 

for production of hard yellow corn has been the Selva under rainfed con

ditions. This area accourted for 47 percent of the land planted in hard 

corn and 31 percent of the total production in 1979.
 

The fourth major crop of the Costa is sugarcane, which is cultivated under
 

irrigation and is primarily concentrated in the area north of Lima, as shown in
 

Figure A4.4. The total area devoted to production of sugarcane has varied
 

from 55,600 hectares in 1977 to 41,600 hectares in 1981. Production
 

reached a high of 9.1 million metric tons in 1974, and was at e low of 5.3 

million metric tons in 1981. In 1981, us shown in Table A4.4, approxima

tely 219,000 metric tons of raw sugar were imported to fill domestic needs.
 

Production in 1982 is estimated to have recovered sufficiently to provide
 

estimated net exports of 92,000 metric tons.
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The primary crop in the Sierra in terms of land area has been potatoes.
 

Total national hectarage planted in potatoes has been trending downward from
 

the high of 315,200 hectares in 1970 to 194,100 hectares in 1980, which repre

aents a 38 percent decline. Total production decreased 28 percent from 1970
 

through 1977 and has been fairly stable at 1.7 million metric tons since
 

1978, with the exception of the drought year of 1980, when production fell
 

to 1.4 million metrict tons. In 1979, approximateiy 90 percent of the potatoes
 

were produced in the Sierra, of which 82 percent were produced under rainfed
 

conditions. The area of irrigated potatoes produced in the Sierra has s1iyed
 

around 35,000 hectares since 1970, while that under rainfed conditions ha
 

reflected the overall downward trend. In 1979, approximately 9,400 hectares
 

(4 percent of the total land planted in potatoes) were planted in the Costa
 

of the total land plarted in potatoes) were planted in the Costa with irri

gation, producing 10 percent of the 1979 output.
 

The second main crop of the Sierra in terms of land area is soft white
 

wheat. The total land area planted in wheat has generally declined, as shown
 

in Table A4.6. The greatest number of hectares (138,500) were planted in
 

1971, while in 1980 area planted fell to 68,600 hectares. Essentially all
 

of the domestic wheat is grown in the Sierra. In 1979, 86 percent of the
 

total wheat area and 82 percent of production were in the Sierra without
 

irrigation, while an additional 12 percent of the area and 15 percent of
 

the production were in the Sierra under irrigation. The small amount of
 

wheat grown in the Costa was probably red hard wheat, grown primarily as a 

rotation crop under irrigation.
 

In the Selva the primary crop in terms of land area and value is coffee.
 

The trend in coffee hectarage and production have been upward, peaking in 1979
 



with 154,700 hectares and production of 105,500 metric tons. Over 95 percent
 

of area and production in 1979 was in the rainfed Selva, as shown in Table A4.7.
 

National production of beans in terms of hectares planted and annual output 

has shown a slight decrease since 1970. In 1970, the total area planted was 

65,800 hectares and total output was 53,300 metric tons, giving an annual yield 

of .81 MT/ha. By 1981 the total area planted had fallen to 49,900 hectares, 

and output had fallen to 43,600 metric tons. Yields had risen slightly to
 

.87 MT/ha. Approximately 49 percent of the land planted in beans is located
 

in the Sierra of which 85 percent is p:anted without irrigation. The Costa
 

contains 33 percent cf the land patted in bcans, all under irrigation. The
 

remaining :8 T.,rcent ol bean hectarage is in the Selva under rainfed ccnditions.
 

The annual avtIrage yiel in 1979 fLr mfans in the Sierra was approxirmately
 

.63 MT/ha., compared to 1.1 MT/ra in the Costa and approximately .93 M:/ha.
 

in the Selva. The area panted in 'he Sierra under rainfed conditions shows
 

the greatest decline since 1970.
 

Time series infarmation on the production of soybeans and sorghum on
 

a regional basis is limited. On a country-wide basis, the number of hectares
 

planted to szybeans has increased from 400 in 1970 to 7,600 in 1981. During
 

this period production has increased from 400 metric tons to 14,000, as indicated
 

in Tatle A4.9. The production of sorghum has show-n a similar overall trend.
 

In 1970, only 3,600 hectares were planted, with an output of 12,200 metric tons.
 

In 1981, planting was reported at 13,700 hectares, with total production at
 

44,300 uetric tons.
 



Agricultural Inputs
 

As shown In Table A4.11, the sale of fertilizer in Peru increased fro
 

233,863 metric tons in 1970 to 370,875 metric tons in 1977, and then decreased
 

in the following years, falling to 314,486 metric tons in 1980. This overall
 

trend is reflected in the apparent ut.lization of nitrogen, also shown in
 

Table A4.11. The amount of nitrogen used was 109,359 metric tons in 1977.
 

Since that time, nitrogen utilization has decreased steadily to 87,121 metric
 

tons in 1980.
 

Data on fertilizer use by regions is presented in Table A4.12, which is
 

based on the 1972 Agricultural Census. In 1972 only 15 percent of all
 

farms in Peru used fertilizer. There is large variation by region and farm
 

size. Of all farms in the Costs, 38 percebt used fertilizer, compared to 13
 

percent in the Sierra and 6 percent in the Selva. In the Costa only 15
 

percent of farms less than one hectare used fertilizer, as opposed to 65
 

percent of farms of 100 hectares or more. Fertilizer use tends to increase
 

with farm size in the Sierra and Selva as well, but differences are not
 

nearly as large.
 

The importance of Irrigation and water use in the agricultural sector in
 

Peru is reflected in the previous discussion of regional crop production.
 

Agricultural production in the Costa Is especially dependent on Irrigation.
 

According to the 1972 Agricultural Census, approximately 95 percent of the
 

total arable cropland (producing annual crops) and 93 percent of the farms in
 

the Costs are Irrigated, as shown in Table A4.13. In the Sierra, 39 percent
 

of the farms have Irrigated land, and such land accounts for 24 percent of
 

arable cropland, while in the Selva only 8 percent have some irrigation. In
 



terms of hectares of irrigated land, rice was the major user of irrigation
 

in 1979.
 

Data on other major inputs used in crop production (e.g., machinery,
 

seeds, non-fertilizer chemicals, and labor) disaggregated by region and
 

crop were not available in any consistent time series format. Consequently,*
 

the trends in the use of these inputs cannot be analyzed at this time. The
 

data taken from the 1972 Agricultural Census on ownership of tractors by
 

size of farm and region is given in Table A4.14. Similarly, the number of
 

farms using purchased seed for selected crops is shown by farm size for the
 

Costa and Sierra regions in Table A4.15. Use of tractors and purchased
 

seeds were concentrated on large farms in the Costa.
 

Annual data is available regarding credit going to the agricultural
 

sector. Credit has increased significantly in nominal terms since 1970;
 

however, prior to 1979, it was decreasing in real terms. As shown in Table
 

A4.16, the total value of loans going to the agricultural sector in 1970 was
 

8,547 soles, with 82 percent of that total originating in the Agrarian Bank
 

of Peru (Banco AgrarL de Peru, SAP). In 1981, the total volume of loans
 

had Increased to 232,386 soles, vith 91 percent coming from the SAP. Of
 

this amount, approximately 90 percent went for short term loans directly to
 

crop production activities, as shown in Table A4.17.
 

The distribution of short term loans by crop enterprise price is given 

in Table A4.18. in 1981, rice production enterprises received the highest 

proportion of short-term loans (362), folloved by cotton (242), potatoes 

(142), corn (72), and sugarcane (62). Coffee has shown a significant 

decrease in BAP loans since 1970. On a regional basis the majority of ZAP 
4, 



credit has gone to the Costa since 19'0, averaging over 60 percent each 

year. In 1981, 64 percent of the BAP credit went to the Costa, 20 percent 

to the Selva, and 16 percent to the Sierra, as shown in Table A4.19. 

Transportation also plays a crucial role in the agricultural sector. 

The principal network of roads in Peru is illustrated in Figure 4A.6. High 

quality roads are concentrated in tt.t Czfta and there is neghigible road 

construction in the Sierra and Se:va. Consequently, tranFportation of 

agricultural n Dducts in the Cofta oczurs tDrughout the year at relatively 

low ccst, wI-ile the cost of tran porting agricultural products in the Sierra 

and Selva is quite high.* 

*See Richord Ting. "A Study of the Production And Msrketirg of Corn and 

Sorghum in Peru," 1982. 



APPENDIX E 

PRICING POLICIES FOR SIX PRINCIPAL AGRICULTURAL COK4ODITIES 

This Appendix provides de tail on the pricing practices and marketing
 

systems for six principal agricultural commodities. These include rice,
 

wheat, corn, cotton, sugar and potatoes.
 

Rice
 

a Rice is one of the basic foods of consumption and production in Peru. 

Continuing monopoloy rights to market both domestic and imported rice was
 

granted to the Rice Marketing Enterprise, Inc., (Empresa Comercializadora
 

de Arroz, S.A., ECASA) by legal decree 22056 of March 26, 1980. As recently
 

stipulated, the price of unpolished rice is fixed by the General Direction
 

of Agroindustry and Marketing (Direccion General de Agroindustria y
 

Comercializacion, DGAIC) of the MAGR, in coordination with the MEFC. -The 

milling of rice i performed by private firms under contract to ECASA.
 

Before domestic rice producers can sell their rice to a local rice mill they
 

must receive an income order from their respective regional ECASA office.
 

After receiving this income order, producers can then deliver their output
 

to the mill where it Is graded according to the degree of humidity and
 

impurities.
 

After the rice is polished at the mill, ECASA controls the distri

bution to different regional varehouses based on quotas established by the 

XAGR. In Metropolitan Li., processed rice is distributed by ECASA directly 

to the retailer, vith a charge for an average transportation cost 



included. In other parts of the country, retailers must pick up their rice 

from the appropriate regional ECASA warehouse or designated rice mill. 

As of- decreed to pay probeenbr,182 


ducers for unpolished rice was 200 soles per kilogram in the Costa region
 

and 220 soles in the Selva, as shown in Table E5.1. Processed rice is
 

marketed in a three-grade system. The best rice (extra) has no consumer
 

subsidy and costs nearly two and a half times as much as the subsidized
 

ordinary rice, which retailed for 270 soles per kilogram in September, 1982.
 

The conversion rate for producing ordinary rice from unpolished rice is 69
 

percent in the Costa and 67 percent in the Selva, while the conversion rate
 

for superior rice is 65 percent, and for extra rice 58 percent. The percen

tales of rice designated as ordinary, superior, and extra in 1982 were
 

approximately 75, 23, and 2, respectively.
 

In addition to handling all domestic production, ECASA is the only
 

importer of rice. The DGAIC has been given the responsibility to determine
 

the annual volume of rice imports. From the DGAIC, ECASA solicits a sanita

tion request which describes the characteristics and conditions of the grain
 

to be Imported. It also solicits a license to Import from KEC. The impor

tation of rice has been ezoaerated from all types of tariffs and duties.
 

The rice storage reserve policy of the DGAIC has been to maintain an
 

average stock volume of 100,000 metric tons. This volume corresponds to
 

approximately two months of storage. I December, three months supply is held
 

in storage since domestic harvests are at a minimum during the months of
 

January through March. The P-480 rice Imports for 1982 will provide 53,000
 

metric tons of rice. Since domestic production has tended to be equivalent
 



Table E5.1. nistribution of Costs in the Prcducric, Prccessin; and Marketing 
of Rice, and Official Prices,
 

Pet-J, September, 19E2
 

Distribution of Costs
 

Percent of Final Value
 

Farm Price (poished rice equivalent) 7..2 

Processinz 
 20.1
 

Pulling 7.4
 
National eighted Transportation 9.3
 
Spoi age- 0.6
 
Other 2.8
 

esae :rcfit 0.0
 

Re a~i .. :r:butin 
 5.7
 

LOa:S Trans rt:at';;r, 1.8 
Si.- c ar 0.0 
C.rer 1.0
 
Ft ta er ro0 - 2.9 

100.0
 

Official Prices
 

Polished
 
Farm Price 
 Unpolished Rice Rice Equivalent-2/
 

Cesta 200 300
 
Selva 
 220 330
 

Processed Prices Who!esae- Retail-'
 

Grade c-f R:ce
 
Ordlnar, (:,rriente) 252 270
 
Supericr 436 480
 
Extra 591 650
 
:=por ed 350 385 

. IncJce%. r etJrs to :abor. 
Base cr a :r.'.rsir. facts for nrwduc;ng rcrriente rice frc'- unpclished 

ri e c! 6". 
3/ PAIA'd t." ... A.FA v ;-_vr e fetal" o-jrets. 

4/Paid c 

Sc'urc C. T. r -1:7~ Ar 1: 9E.. Arroz." .:nistr' of Agriculture 
. :,, 
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to consumption at the prevailing price, PL-480 imports tend to enhance
 

current government stocks. In the years 1979-81, however, there was no
 

equivalence between production and consumption.
 

W1heat
 

Wheat used in the manufacture of flour for bread and noodles is included 

in the list of agricultural products controlled by the government. The price 

of both domestically produced and imported wheat it controlled at below world 

levels on enteri5g flour mills. The price of domestic wheat for uses other 

than flour miliing (trigo mnte, wh-,ie Frain, etc.) is not controlled. The 

mjCrit Cf thh prdccd douesticaliv is soft white grain an!d used pri

marily for :(,.c;. iA. the S -ra. red hard wheat,c-I mptior. quantities 0f 

are growi ai ti-e coast as a rotation Lrcnp. In 1981, of the 118,55, metric tons 

of domestic wheet produced, only 67 metric tons went into the flour milling 

indus t r. 

Given that sach a small percentage of domestic wheat enters commercial flour
 

milling channcls, the manufacture of bread and noodlei as well as other wheat
 

products is totally dependent on imports. The importation of wheat is subject
 

to quota rules set by the MAGR in conjunction with ENCd and the MEFC at the be

ginning cf ehch year. The DGAC determines th! annual needs of the industrial
 

mills and assignu monthly quotas. These quotas are subject to change during
 

the year. In September, 1991, four mills received maxitsum quotas of cver
 

100,000 metric tons, five mills had quotas of 20,000 to 99,999, and three
 

received quotas of under 20,000 for the year 1982.
 



Since 1977 the ass igrnment cf quotas has been based on an arithmetic average
 

of actual milling volume in the previous two years weighted by capacity of each
 

company. The milling capacity in the 12 plants presently operating is substan

tially underutilized.
 

In Arril 1980 the gcvernment institit,;ted a consumer wheat flour price
 

subsidy for certoi. 
breiad ahd noodles tc,reduce the coft increases of these 

basic foods. H-11 p6ly:,-,MJcL !; 50 j1,rent Iei's for flour g '>ng to bread 

arid noodle , aF iilus"ra d in 7a.le E5.2. ;;Ith tri! pricing21er fbctLre, 

structure htrt ha3 been a growirg dvr.,jnd for basic whent products. 

Recently a sv,:,-m of selling the ocpular bread only 1- o1;cr Incone neigh

borhooJE and on:%> dring certain .F. of the day han lbn it itted in 

t rr,.r: . ,d. ,,e e te. c ru ces. inl tr ,:.nj, ,'4 ,zed. pr'

du.6ts to e ,:oMe ir n,,r Iasnot ovenpecj c groups tc r t, r ;ghly 

investigated, r'thzugh the Cer trb Fanl has made etiMateB. 

Corn
 

Two typeb of corn--hard yellow and soft white--are produced in substantial 

quantities in Peru. The soft white corn iss primarily ut,1ized for local huxan 

consumptior, and not c ,=Prcia nel. ve'!does enter mirk,,-ing c, -, ThP1 hard 

corn is ui-hrrdee rily as a hlivettock feed. The jrce: a :ci of tL:s 

study fccuset or, the hard ye.low corn variety. Irports hv crCo(tr.' tied a 

substantial r I:AprI--) of the tota u;,y cf hard yel:cw _:rn. lrxports 

ranged froze uider 30 percent in four of the past ten wcars to over 60 per

cent in 1980.
 



Table E5.2. Offic-al Prices cf Wheat Flour by Final
 
,se Ciassificatitn, 


Location 	 Final Product 


La 	 Bread popular 

Nc-es popuar 

Other uses (cookies, etc.) 

Iquitos 	 Bread popular 


Noodles popular 


Other uses 


Lima (retail) Bread Dopular 


Nodles 


Ot'er uses 


Sour:e: 	 "?7,-Rama c Aastecieto 19E1: 
(DGAIC), Lima, Peru. 

Peru, 1980
 

Official Price 
April 1980 August 1980 

S/.25,500 TM 5/.43,220 TM 

32,991 43,220 

69,225 69,225 

29,551 50,086 

37,010 50,086 

74,225 74,600
 

49.16/kg. 73.06/kg.
 

58.98/kg. 73.06/kg.
 

106.50!kg. 107.1&7/kg.
 

Trigo", Ministr, cf Agriculture
 



Corn imports are controlled by quotas assigned to private feed mixing
 

mills by the MAGR in coordination with ENCI. Of the 24 commercial mills 

operating during 1980, two received quotas of over 50,000 metric tons per year, 

five had quotas for 10,000 to 49,999, 14 received quotas of 1,000 to 9,999, 

and 3 had quotas of under 1,000. Prices paid by commercial mills for domesti

cally prodiced corn are subject to control. Seventy-five percent of doOestic 

hard yellow corn is marketed through the c:.aercial mills. The remaining 25 

percent is mareted through less formal channels which are not controlled. 

Corn impcrt quotas are highly valjed for two reasons. First, the con

sistency of th- quilitv of imported ccrn is generally considered to surpass 

that of dome-tic corn. Second the price of imported corn has generally 

beer below the crice set for doeI:Vc . These reasons have motivated 

c mr cial millert to ccr: nuallv Fie',s !:r increases in qL,OLa levels.
 

A final in6crtar. espect c! cor pring policies concerns the
 

acquisltion of corn from the eiva. ENCI is responsible for buying this corn
 

and is mandated to pay es ntiaily the same price as is set for delivery
 

to mills :n ntier regions of the country. Transportation from the Selva to
 

corn deficit areas can cot as much as a third or more of product value. Thus, 

a substantial iubidy is being utiliz.'d to encourage corn production in that 

region. A reent attempt to eliminate this transportation subsidy was 

rescinded, after protests among corn producers in the affected areas. 
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Cotton
 

Through 1982, ENCI has maintained exclusive control of the purchase
 

of all cotton from farmers. ENCI also controls the distribution of fiber and
 

seed to domestic and foreign markets. Cotton ginning has been performed by
 

private firms which contract to provide this service on the basis of a quota
 

system. 
 A second parastatal firm, FUNDEAL, is responsible for the distribution
 

of certified seed at prices set by the MAGR.
 

As shown in Figure ES.l, the two principal types of cotton produced are
 

Pima, which is primarily exported, and Tanguis which is used primarily by
 

domestic textile mills. Since March tc
1978, prices charged domestic textile 

mills have been bared on world prices (as reflected in "Index A" published in 

the Cott-mqu)u,>-ol, Liverpocl, Ungland) multiplied by t:-e official nominal ex

change rate and sdjusted by a coefficient determined by ENCI specifically for
 

each type of domestic cotton. From 1978 through July 1979, the specific coef

ficients were 0.9 for Tanguis and 1.2 for Pima. In August 1979, these coeffi

cients were increased to 1.1 and 1.5. By way of contrast, during 1977-79
 

the export price of Peruvian 7anguis reported in the Cotton Outlook averaged
 

31 percent above Index A. Cotton exports are subject to a tax of 25 percent
 

of FOB valie.
 

Prior to each production season ENCI announces base prices which will
 

be paid to farmers upon delivery of raw cotton containing fiber and seed to
 

the ginning mills. This initial payment is based on a weighted average of
 

the expected unit value of domestic and foreign sales of fiber 
(less processing
 

and sarketing costs, and export taxes), and on the expected sales values of
 



Figure E5.1. Processing and Marketing of Cotton, Peru, 1980 

ARM PRODUCTION 
(cotton lint and seed) 

CO1/
ACOPIADO6PES ' 

91 ) 

-- PRVATE GINNING MILLS 
(contract for milling services)
I 

F1 	R EED-- CER FIED SEED 

EXP2ORT DOM STIC DOMESTIC 	 FUNMDEAL 
(33%) MARKET MARKET
 

(67%)
 

PRODUCTION AND SALE OF COTTON FIBER
 

Variety 
 Production Exports
 
.... metric tons
 

Tanguis 
 70,879 14,280
 
Pima 
 19,066 12,911

Supima 
 3,234 3,257
 
Del Cerro 
 2,723 2,489
 
Aspero,'Semi Aspero 
 1,790 	 635
 

TOTAL 
 97,692 32,230
 

l/ 	These agents pool cotton from small farms to be able to deliver the
 
minimum quantity accepted by the mills.
 

SOURCE: "Programa de Abastecimiento 1981: 
 A.god6n" Ministry of Agriculture
 
(DGAIC), Lima, Peru.
 
Memorla, 1980, ENCI, Lima. Peru.
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cotton seed. Upon delivery the raw cotton is weighed and graded. ENCI
 

then sells the entire season's production, calculates its profit on total
 

sales, and issues a second payment to farmers based on total net earnings and
 

the quality and quantity of each producer's share of output. Thus, the final
 

price received by a farmer depends on the quality of his cotton, the pricing
 

decisions of the MAGR regarding sales of cotton seed and fiber to domestic mills,
 

the level of world prices, and ESCI's success as an international marketing
 

agent.
 

During the seventies, the marketing and processing of s&garcane was
 

handled -rimarily by :telve sugar cooperatives. These
6rc&..e:-&aaed ver

ticallv i 'egratee i-gr-idu :ri sar processing plants we:e formerly
 

privately owned mV's .iIh were exproriated by the state during the
 

Ve;ascc A ri itrtir . Prior to Ja7.uary 1982 these cocperative plants were
 

joined in a co::-Jinating association of sugar production cooperatives,
 

CECOAAP (CertI*_ C..nertivac Azucareras del Peru), which handled both the
 

interna an, externa: marke:ing cf pr3cessed sugar and by-products.
 

However, the drought of i979-8K, which caused declines in domestic sugar
 

production and the importation of sugar in 1981, led to the breakdown of the
 

CECOAAP marketing arrangement.
 

Since the technizal coefficients of processing sugar cane into its
 

multiple product., including bajasse for paper products, were not
 

available, the details and the pricing policy for paying sugarcane produ
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cers for the three different varieties grown in Peru are 
beyond the scope
 

of this report. The DGAIC sets the prices of processed raw and refined
 

sugar for consumer and industrial use. An shown in Table E5.3, the official
 

prices of raw and refined sugar for domestic consumer uses are set at sub

sidized levels well below industrial use prices. The DGAIC also programs
 

the quotas for each sugar processing plant and the respective quantities of
 

raw and refined sugar to be proportioned for consumer and indr.;trial use.
 

Since control over the compliance with these quotas is difficult to regu

late, leakages of subsidized sugar into industrial manufacturing and shor

tag-s of consumer refined sugar at the official price would be 
expected to
 

occur.
 

Potatoes
 

During the 1970's, rarketing of potatoes has been handled almost exlu

sively by the private sector, with hitrited intervention by EPSA and ENCI.
 

For example, in 1980, ENCI sold approy:maLely 4.7 thousand metric tons of
 

potatoes (less than one percent of the 
total Peruvian potato production).
 

The majority of the potatoes, which are grow'n primarily in the Sierra, 
are
 

consumed on the farm or iAd 
loctdly through regional markets. The potatoes
 

that are sold in Lhe cities move throigh the traditional marketing channels
 

of individual truckers, wholesalers, and retailers. The DGAIC estimated
 

that in 1981 the potato producer received approximately 65 percent of the
 

urban retail price.
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Table E5.3. Official Prices of Sugar by Final Use
 

Classification, Peru, February 1982
 

Retail Distribution Price per MT 

Raw sugar S/. 146,014 

Refines sugar S/. 183,864 

ndustrial 1se 

Raw sugar S/. 270,000 

SI. 300,000Refined sugar 


Source: Ministry of Agriculture (DGAIC), Lima, Peru.
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Prior to September 1978, the prices of the three basic types of pota-

S----- toes ylow 4wRt set na tionally at_adcolored) were ad locally the 

wholesale and retail level by the Departmental Price Regulating Groups for
 

Food Products (Juntas leguladores de Precios de Productos Aliventicios 

Departaentalus, JUILPAL). Bowever, JURPAL was unable to rigorously enforce 

the official prices during these years. Since then potato prices have been 

allowed to move freely, although in January 1982 there was an official 

public price (DS.003-82-EFC) of 82 soles per kilogram and a retailer margin 

of 30 percent (DS010-82-LEc) set on white potatoes sold inLis. 

Since 1978 potato prices have shown a marked seasonal variation within 

the year. The lowest prices occur in April through June when potatoes are 

harvested In the Sierra. e:suse of an antispeculation lev, which imposed 

severe fiaes on persons found hoarding produce for the purpose of selling 

later at a bigher price, large supplies of potatoes were dumped on the 

central markets inedLately after harvest. This law was the primary cause 

of seasonally low producer prices and high potato spoilsge rates, and 

created a strong disincentive to invest in storage facilities. 

Recently, the 1AG has proposed further state intervention In the 

marketing system for potatoes (and other perishable crops), which would pro

vide competition for the traditional market intermediries. This plan, 

PFOCOMPRA, would develop twenty to twenty-foor regional producer organiLS

tions (Rural Market Centers) and seven urban retail outlets isLima (Urban 

Distribution Centers). The longer run pla includes the creation of 

approuimately eighty 'Peoples Markets" where producers 9"id sell directly 

to consumers, particularly in low Incose areas. Also, &ad perhaps sost 
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importantly, the plan provides production and marketing credit assistance,
 

market price information services, technical training on packaging, 

shipping, weightf and measurement market standards, and support for export 

promotian activ.ies when docestic supp'ies are large. 
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