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As a result of the floods, landslides and drought of 1983, the already acute
balance of payments and budgetary crises facing Peru were made even worse. These
natural disasters caused over ha~a billion dollars in foreign exchange losses.
As a consequence, the country has experienced an even greater decline in economic
activity and employment nationwide than otherwise would have been the case without
the disasters.

The ?u~spose of the proposed program is to make available $60 million in
foreign exchange to help relieve balance of payments pressure resulting from the
disasters. Local currency counterpart will be used to support productive employ­
ment activities to countera~t the direct and indirect effects of the disasters.

The term of the loan will be 25 years with a ten year grace period with interest
on the unpaid balance of the loan of 2 percent during the grace period and
3 percent thereafter.
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I. Slli1MARY AND RECOMMENDATIONS

A. Economic Background

/1/

During the course of 1983, Peru has suffered a combination of natural
disasters of unprecedented ferocity including extensive flooding all along the
northern coast, severe drought in the southern highlands, and the
disappearance of the anchovy which provide the basis for the country's'
fish~eal and fishoil industry. This, added to the persistent effects of the
\:lorld\'1ide recession which have severely depressed the prices of Peru I S major
exports, .has produced a 10.6 percent decline in real GDP. This decli.ne was
more than t\'7ice the average experienced in Latin American countries in 1983.
As a result, Peruvian per capita incomes have been forced do~m to 1965 levels.

Of the 10.6 percent decline in GOP experienced in 1983, 5.5
percentage points ",ere attributable to the direct and indirect effects of
natural disasters. These included not only the losses of crops ~ petroleum,
and fish, but also the decline in manufacturing, transportation, and commerce
which resulted from the losses in production inputs and the disruption of
productive activities generally~ Thus, the effects of the disasters were felt
throughout the country.

The disasters had a particularly heavy impact on the balance of
payments and the level of foreign exchange reserves. The 1983 halance of
payments is estimated to have declined by over t,,'o hundred million dollars as
a direct result of " e l Nino," and the unfinanced 1984 balance of payments gap
\"rill be at least 80 million dollars greater than it \llould have been without
the disaster. The largest part of this loss resulted from decreased exports
of petroleum, fish products, cotton, and sugar. This loss in foreign exchange
resulting from the disaster further aggravated Peru I s ability to finance
imported inputs necessary for a partial restoration of the loss in GDP caused
by the disaster. In addition, increased imports of rice, sugar, soy oil, and
potatoes \·...ere required as 'a result of the disaster. These enormous foreign
exchange losses carae at a time \orhen Peru's reserves \-lere already at minimum
levels e.s a result of tbe prolonged \'lorld recession.

The sharp deterioration in the balance of ,payments forced the GOP to
undertake significant austerity measures to prevent a further loss of
reserves. Chief among these measures was a significant tightening of the
Central Bank's monetary policy. In addition to the balance of payments
effect, the disasters also brought about a substantial deterioration in the
GOP's fiscal situation. Lost tax revenue of the central government, increased
expenditures to cope \-lith the disasters, and losses by state enterprises
}~cause of the disasters equaled 3.8 percent of GDP. Thus, as a result of the
c:is2.sters, the GOP \olc.s required to tighten credit precisely at a ti.r:le ,·fhen the
C:isc::sters \..1ere substantially increasing the public sector' s m,;n borrowing
reC!.uire~ent.

The inevita:ble result of this set of circumstances v'as that the
b::"c;en of 2.usterity has fallen l:eavily on private sector ernploynent. Not only
\·.·(;1.~e r.lany firms in acute financial distress c;S a direct or indirect result of
t~e natural disasters, but their ability to finance their requirements through
the domestic financial market \-Tas substantially reduced. As of December 7,
1983, total private sector credit from the financial system had declined 15.8
percent, the equivalent of $619 million. The combination of the disasters,
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the decline in business activity g.enerallYt and the credit" crunch has led to
business closings, low rates of capacity utilization, the failure of three
major financial institutions, and rates of unemplo)~ent and underemployment of
I:wre t"nan 60 percent. Rea1wages have declined by 19.3 percent since late
1932. These condit10ns, in turn, have produced a perceptible ~orseuing of
Peru's already serious poverty a.nd malnutrition problems. Moreover, there is
little prospect of significant improvement in 1984. As a result of the need
for continued austerity to deal with the weak foreign exchange situation,
current projections are for, a recovery of only 3 to 4 percent in output from
the very depressed levels of 1983. On a per capita 'basis, this represents
only a 0.4 to 1.4 percent increase.

The substantial worsening of the GOP's fiscal position has also
seriously undermined the prospects for long-term re~overy• With increases in
interest payments on foreign debts, and political and institutional obstacles
to major cuts in current spending, the burden of fiscal austerity has fallen
heavily on the investment budget. For the first ten months of 1983, real
centr.al government investment expenditures were 40 percent lower than in the
co=responding period of 1982. In addition, the 1984 budget calls for a
further slowing down of development projects, even donor-funded projects.
Tnus a maj oreffee t of the 1983 disasters has been the postponement of the
essential development projects v..-rhieh would provide the basis for recovery and
renei.;ed grm..·th.

Tnerefore, at a critic~l time in Peru's history, when the fundamental
=uture orientation of the nation's economic structure will be debated t Peru is
ia=ed wi:h further relative stagnation in ,per capita inco~es and a stretching
out of ongoing inves tmen t as a resul t of the macroeconomic effec ts of 1983' s
disasters. If Peru's fundamental' private sector development strategy is to
conr:illue, it is imperative that it.'ays be found to restore confidence in the
b 2. .5 i c a? pro a c "L1 0 f the presen t governm en t • To doth is, it is e s sent: i a 1· t ha t
fo~e~gn 6xchange resources be provided in order to permit a more expansionarv
policy \.,7:1icn \o,~ill make possible a perceptible irnrn"ovement in living standa'::'d~
:':-l 2.S8Li,

B. Program Sur~ary

1. Dollar Resources

In order to cea1 -,,'ith the balance of payments and employment
aspects of the disaster, the Mission proposes to make available to the GOP $60
~~~llO~ in ~=eely ~vailable foreign exchante, one-eighth of the estimated loss
c:~ ~ t 0 ~he dis as t e r s , l:1 e a~Q un t ? r 0 P0 sed ~'ill ena b1e Per u tore covera
s:'~r.i:ican:: portion of tn€: forei5~ ey.=r1ange loss resulting =rotJ the a~sas:ers,

~f::'-:::'i.:~:.:-;g ~':"1e Cer~trG.: 3:~.::(. tv :01:0';,' i:. ::lore 2;':?2nsionary path in ~oneta~-y

?C':':~:' c:C'n~istelit ..... i::h tG.rge~s established uncer the I!'fF prograr.l. 7nese
c..(_:.:i::ior~21 resour:.es, co~~ined ~,'ith' other donor resources, a significc.ntl~·

reduced ?u~lic sector deficit, and i~provernent in savings mobilization by the
£iu~ncizl system, sho~ld enabl~ the financial sys~em to recover a significan~

part of the 'decline in lending volumes ~xperienced in 1983 and allow the
economy to recover faster than the 3-4 percent growth rate which would
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otherwise be possible in 1984 if additional-external ·~esources_werenot to be
made available. Three percent growth represents a pet capita ~ncrease 9f only
0.4 percent while even 4 percent growth would produce only 1.4 percent
increase in output per capita. The additional 0.8 percent growth that will be
made possible by this program on top of the 0.4 to ~.4 per capita growth which
would otherwise be possible will ,help overcome the widesp~ead impression that
Peru I s current free-market policies have failed and head off measures which
would return the country to the counterproductive interventionist and
protectionist ,policies ofth~pa~~.

. "
~heprogram·~ould'be condi~oned on GOP 'signing an agreement with '.

the IMF and ,an .agreement with the .Mission on a 'series of administrative ..
improvements .r~i~ed ~o :factiita~-e -the .implementation of disaster zecovery
activities.' .'. .

.... '; .. ..:....:.: ;: .

"~e .xm:":resources:',ijtUia:..be ..disbursed in :two tranches. '~e '£irst'
tranche, $30 1Ili1lion, would be:-'cisbursed on signing of the agreement or
shortly thereafter. As a condition precedent to initial disbursement, AID
will require that the GOP furnish evidence of the iMF Board approval of the
Standby Agreement and a statement of GOP intention to establish improved
administrative arrangements that will accelerate implementation of the
disaster rehabilitation and reconstruction program and other high priori'ty
projects. ~e second '"tranche :.of·~':$30 ;raJ1 J ; on ,would be disbursed..approximately
six months .after the £irstdisbursement .if the GOP continued to be e~i9ible

for drawings under the IMP program and, if the GOP is satisfactorily carrying
out the' improved administrative arrangemen'ts described in its statement of
intention .submitted with .respect to ~nitial disbursement.

2. Local CUrrency Uses

Local currency resources associated with the program will be. used
to: provide funds on a priority basis to promote productive
employment-creating activities in areas directly or indirectly affected by the
disaster. To achieve these objectives, the GOP will ~stablish a
special account in the Banco Industrial del Peru (BIP) or other appropriate
financial institution with the local currency equivalent of the first $30
~illion of loan proceeds. The account will be used to address the immediate
need to create and maintain productive employment. The fund will be used to
provide credit to firms in financial distress as a result of the
disaster-worsened recession. Given the apparent reluctance of many commercial
banks to increase lending in the current environment, it is likely that the
major part of such funds will be disbursed through the BIP. Prior to the
disbursement of the second $30 million, the Mission \t.. ill evaluate the EIP
lc~al currency loan progra~ and will explore the feasibility of establishing a
De~~a~is~ tc rediscount local currency funds through commercial
:;.~e=~ecia=ies. If i~ is determined that a rediscount rnechar.iE~ is fea~ible,

thE second tranche of local currency will be provided through commercial banks.
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The disasters aiso prociuced a serious decline in public' sector
revenues. This has forced a severe curtailment in the implementation of
public sector, investments including the implementation of high priority donor
assisted projects. We would plan to leave open the option of utilizing some
portion (about 25%) of the local currency resources to accelerate the
implementation of high-impact, employment-generating disaster and development
projects, including projects~unded by other donors.

'c. Loan Terms
"....

".

The borrower will be the Government of Peru, represented by tbe
Ministry of Economy, Fin~nce, 'and Commerce. The term of the loan will be 2S
years with a ten year grace period with interest on the unpaid balance of ~e
loan of 2 percent during the' grace ,period and 3 percent thereafter.· ~be

improved administrative arrangements referred to in the conditions precedent
to initial disbursement (described above) will be negotiated with the GOP, as
will understandings about the details of the monetary program. In these
negotiations, , USAID/Peru, will. seek agreements that the GOP will make: special
arrangements which wi~l exempt disaster activities from existing ceilings and
restrictions on hiring and' contracting and implement other arrangements which
will improve disaster project implementation. The Mission only expects to
proceed with the loan sUbsequent to the signing of an IMF Standby Agreement.

D. Recommendation

USAID/Peru recommends authorization of a' loan of $60 million from
Disaster Assistance Funds.
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II. CURRENT ECONOMIC SITUATION

A. Basic Trends in Production

The Peruvian economy has suffered serious reverses during calendar
year 1';)83 as a result of natural disasters which, combined with the adverse
effects of the world recession, have gravely imperiled the prospects for
economic recovery.

1. Aggregate Output by Sector

Table 1 summarizes recent trends in aggregate output by sector.
Between 1978 and 1982, the Peruvian economy experienced modest real growth.
Al though real output growth never exceeded 3.8 percent (in a period when
popula t ion was increas ing at 2.6 percent), it was an improvement over the
previous period of economic decline under the military government.

Agricultural production has been extremely erratic during recent
years. Having increased modestly in 1979, agricultural production fell by 5.4
percent in a continuation of a long-standing pattern of stagnating
agricultural production due to a combination of lack of production incentives
and adverse climatic conditions. In 1981, as a result of good rainfall,
increased producer prices, and increased availability of agricultural credit,
overall agricultural production increased by 12.8 percent. Although the 1981
production gains were led by a 70 percent increase in rice production, output
gains were widespread and included significant increases in livestock and
poultry production. In 1982, the growth in agricultural production slowed
markedly to 3.7 percent as drought conditions in the north of the country
reduced production of corn, rice, and wheat. In addition, cotton output
declined by 15.9 percent in response to low world prices, while further gains
i~ poultry and livestock were impeded by market saturation.

In the manufacturing sector, developments have been complicated
by a number of factors. These inc 1ude the significant opening of the economy
to international trade 'vhich was initiated by the previous government in
197-8-79 and intensified by the present government. This opening consisted of
a significant reduction in the levels of many tariffs to an average level of
about 30 percent and the elimination of most non-tariff barriers. These
measures have had an adverse ioi tial impact on a number of formerly protected
indus tr ies. In add i tion, the prolonged wor ld recess ion has depres sed demand
for manurac tured exports. Finally, the impos i t ion by the U. s. Governmen t of
countervailing duties on Peruvian textile exports has had some depressing
effect on the output of that industry but apparently less than had been
anticipated.

Trends in manufacturing sector output are indicated on Table 2.
AIJong major subsectors of manufacturing, the fish processing subsector has
exhibited wide swings in output due to year-to-year swings in the availability
of the catch. Other food, beverage, and tobacc'o production, the single most
ir.tportant. subsector showed essentially stagnant real output since 1980 after
modest growth in the two previous years. Petroleum products and chemicals
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e:dlibited modest growth of 2.2 and 2.4 percent, respectively in 1981 and 1982
after a strong 10.6 percent increase in 1980. The basic metal and metallic
products and machinery subsectors have experienced major output declines
recently as a consequence of external competition and weak domestic demand,
particularly for investment goods. Textile production, which had already
declined by 2.0 percent in 1980, fell by 3.7 percent in 1981 and 7.8 percent
ill 1982.'

Overall, the manufacturing sector, which tends to be most
sensitive to the business cycle in any case, and which was previously highly
protected, has been particularly adversely affected by the opening of the
domestic market to foreign competition. A new general law for industry was
promulgated in mid-l982 to stimulate the manufacturing sector. The new law
continues the system, of tax'incentives which promote reinvestment in existing
firms and 'which provide'additional incentives--up to a 90 percent tax credit.;.­
for investment outside of Lima as well as special incentives for small
enterprises and for' export-oriented firms. Nonetheless, the manufacturing
sector continues to operate under a number of disabilities. Among these are
a provision of the labor 'code which makes it difficult for a firm to layoff
workers during a business" downturn, and an existing capacity, installed under
a regime of substantial tariff and non-tariff production, which is not
appropriate to the 'pattern of costs and prices prevailing now in the Peruvian
market.

2. Functional Distribution Output

The previous' section discussed recent developments in the major
sectors of the Peruvian economy. A somewhat different perspective can be
obtained by looking at the trends in the func tional distribution of output,
that is, the distribution between' consumption and investment, between public
and private sectors, and between domestic activity and the external ~ector.

Table 3, which summarizes recent trends ~n the functional
distribution of dornmestic output, provides useful information about the source
of 'deJiand for output and some indication of the future level of aggregate
supply. The consumption share in total outpu t dec lined sharply in 1979 to
79 .3/~ of total output from 83.2% the previous year then partly rebounded to
81.5% in 1981, 'he ld cons tant in 1982, then fell s till further to 78.9% of the
total in 1982. This pattern is the produc t of a number of trends. Public
sector consumption jumped sharply in 1980 partly as a result of a significant
illcrease in public sector 'revenues resulting from buoyant export prices.
Public sec tor consumption subsequently declined following a sharp fall in
export prices and a significant worsening of the fiscal situation.

The overall'share of investment in total output increased sharply
between 1978 and 1980, on the strength of increases in both public and private
fixed investment. In 1981, domestic investment increased still further, to
20.1 percent of GDP, primarily as a result of strong performance of private
fixed investment and a substantial increase in inventories. Despite the
deteriorating domestic and' international economic situation, the level of
private investment held up remarkably well in 1982 with a decline in fixed
investment of only 0.8 percent of .GDP.
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The buoyancy of Peru's investment perfo~ance despite the
disappointing levels of output growth is surprls~ng. 00 the other hand, it is
also surprising that output growth year after year has been so low (averaging
3.7 per-cent growth f:-om 1978 to 1982) J despi te the levels of investment that
have been undertaken in recent years. The explanation for the latter lies in
a corn":>ination of a poor prioritization of public sector investment projects,
an inappropriate set of private investment incentives (e.g., subsidized
interest rates, taxes on labor), and structural constraints such as the labor
stability law which encourage investment in excessively capital intensive
activities. .

Tne third ~ajor functional category of final demand is the
external sector. From a position of moderate s·timulus in 1978-1979, the
influence of net external demand weakened considerably up to 1981, recovering
only slightly in 1982. To some extent, this pattern reflects the decline in
e)~port receipts associated with the fall in primary commodity prices after the
bODC of 1979-80. More important, however, has been the influence of the

. opening of the domestic economy which began in 1978-79 and culminated in the
reooval of virtually all administrative controls on imports in 1981. It was
proba~ly inevitable that this opening of the domestic economy to external
coupetition should have had a depressing effect on domestic output (even if it
haa beeL1 accompanied by a real depreciation of the exchange rate which it was
not) because the domestic production of importables ",'ould decline immediately
""hile ~r.e capacity to supply increased levels of exportables and non-traded
goods '\~0uld appea:- o:1ly after some lag. . It was particula::-1.y ur..fortunate that
,this c?ening coincided with the onset of the world reces'sion "'hich reduced
international demand for goods which' Peru could potentially export.
Nonetheless J the depress ing effect of reducing trade barriers appears to have
been a:centuated in 1981 and early 1982 by a seriously overvalued exchange
rate \,':'1ich encouraged imports. In 1983 J following a significant real
dep:-eci.::.tion of the· sol, the current account balance imp::ovea signiii"cantly.
Du:.-ing 1903, net e}~terllal demand was a source of some stimtJ!1us to the economy,
equal :0 3.8 p~rcent of G~P.

!~. Production Effects of the Natural Disasters

ine natural disasters of 1983 had a devastating e££ect on an economy
'olhich i..'as in any case contracting due to the effects 10£ external market
conditions. Tnese losses in current production are in addition to the
destruction of infrastructure (which is being addressed by the Disaster
F,elief, ?,.;:':1abilitatio:1 and Reconstruction Project 527-0277). In addition to
C&~Si~b a decline i~ current consumption, these losses in ~urrent output have
:-:ud c:. ~a:-~i:t;larly seve:-€ impact on the ba.lance o~ pa}~nts ",'ith critical
:i.:-,:plicc::icilS for 198~ and beyond.

LGsses r-esulting from natural c:.sasters can be di.vicied :,rocScly into
di~·ec[ losses in agricult~ral and livestock prod~ctio&:!... e::Ltner :=om the
de.struc~ion ot outp~t itsE:lf or from an inability to twl?.rket crops cue to
infr~sc~ucture damage, declines in fishing production ~esulting from the
v:arming of ocean waters, declines in. petroleum product::ion resulting from
danage to the transandean pipeline and some direct disrup~~on of production in
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the Talara area, and manufacturing, transportation, and service output
declines due to an absence of, production inputs. The total effect of the
natural disasters on output during 1983 was the subject of a recent study by
the Central Bank. The conclusions of this study are summarized briefly o'n
Table 4 and below.

Of the losses, in agricultural production, the most important was the
destruction of most of the potato crop, amounting to some 650 thousand metric
tons. Other major agricultural losses resulting from the flooding and drought .,
were sugar cane (200 thousand metric tons), rice (131 thousand metric tons),
corn (109 thousand metric tons), and cotton (710;7 quintales of fiber). In
total, direct agricultural losses, including declines in the quality of output
due to water damage, measured at farm gate prices, amounted to 1.5 percent of
1982 GOP.

In the case of petroleum and mining production, the disaster related
. losses \o;ere equal to 4.6 percent of 1982 production. 'In addition to the
direct losses in this sector, there were also declines in the manufacturing
sector, due to the decline in refining and in the transportation sector.

In the fishing sector~ total output declined by 26.1 percent due to '
the almost tote.l disappearance of the anchovies which are the primary input
into the production offishmeal and fishoil. Again, in addition to the losses
in the fishing sector itself, significant losses were attributable to the
manufacturing sector.

In total, manufacturing output declined by 5 percent as a result of
the disasters. In addit~on to petroleum refining and fish processing, a
verip.ty of productive activities were disrupted as a result of damage to the
trc..nsportation system. '11extile production \oms also interrupted as a result of
daQage to the cotton crop.

In addition to the previously mentioned sectors, significant losses
Viere sustained' by the transportation sector and by a variety of service
sectors including wholesale and retail trade. In total, these "other" sectors
sustained losses equal to 5.4 percent of 1982 output.

Overall losses in all sectors due to the direct and indirect effects
of clir.',atic disasters were calculated by the Central Bank study at 5.5 percent
of 1982 GOP. GOP in 1982, measured at current prices was 13,813 billion soles
or, at the everage rate of exchange for the year of E97.57 soles per dollar,
$lS.8 l:illion.Therefore, the dollar value of the loss in current output
dtJ':i~-Jq 19E3 \o'as $1,089 million.

The losses in output \o-.'ere heavily concentrated in export industries,
iLcluciing petroleum, fishing, and cotton erld 5ugar production- F.s a result,
t,h~ 19[.:; disasters had a particularly heavy impact on the balance of payments
uhi.ch is estinated to, have \o:orsened by over ,beo l:.undred million. This \'.rill be
considered in detail below.
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c. Fiscal Situation

Underlying much of the economic difficulty of the pas t decade has
been the persistently 'Weak financial position of the public sector which has
led to a large volume of external debt and debt service payments. These debt
~ervice payments, in turn, have worsened the balance of payments and led to a
need for still further borrowing. Given its central position in Peru's
economic difficul ties, a detailed discus sion of the nature of the fiscal
problem is in order.

Table 5 summar1zes developments in the GOP's fiscal pos1t10n since
the last years of the military government. Beginning from a position of acute
fiscal crisis in 1977 in which the consolidated public sector deficit reached
10 percent of GDP, the government made subs tantialprogress in reducing the
deficit through curtailment of consumption subsidies and other measures.
Unfortunately, the 1979-80 commodity price boom permitted such a relaxation 'of
fiscal effort that the beneficial effects of the earlier measures were largely
undone. In addition, the new government undertook a number of measures which,
while beneficial and perhaps even necessary in the long run, had the effect of
weakening the fiscal situation.

1. Revenue

On the revenue side, the structure of central government current
receipts is summarized on Table 6. The importance of personal income taxes
has declined markedly since the beginning of the new government after
increasing substantially in the last years of the previous government. This
was largely a result of a reduction in the highest rates of personal income
tax under the new government but also may reflect a decline in the level of
compliance. Also as a result of a deliberate policy decision, the level of
taxes on exports has been reduced drastically in order to rewove disincentives
to exports and, in mining, to increase incentives to reinves t. Tile most
significant source of central government revenue has been and continues to be
taxes on production and consumption which at the beginning of the period
accounted for 46 percent of central government revenue, ~'hich declined in
rel-ative importance to 37 percent of the total in the last years of the
milita:-y government, but which have again risen in relative importance in the
last three years.

The last major source of revenue, and the most controversial,is
taxes on imports. A major initiative of the new government was an attempt to
reduce the levels of tariffs and reduce their dispersion as a part of a~

overall attecpt to reverse the previous pattern of import substituting
industrialization. The initial fiscal effects of import liberalization, which
ac tua lly "Degan la te in 'the prev ious government, were favorab Ie. The virtual
elimination of quantitative restrictions on imports increased the volume of
ta;~able itlports. From 12 percent of central government revenues, equal to 2.2
percent of GDP, in 1979, taxes on imports rose to more than 21 percent of the
total and almost 4 percent of GDP.
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Unfortunately, the government's objective of reducing the average
level of tariffs to a 25 percent average rate by 1984 (with a standard
deviation of 8 percentage points) was frustrated by the need for increased
revenue. The introduction by the government of a 15 percent tariff surcharge
(later chang'ed to a 10 percent ad valorem surcharge) reduced the loss of
revenue due to declining import volumes but only at the cost of increasing the
level of unweighted average tariffs to 41 percent, higher than it had been at
the end of 1980.

2. Current Expeditures

The inability to control current expenditures, both of the
central government and of the state enterprises, lies at the root of much of
the GOP's fiscal problem. Significant gains were made by the military
government under the 1978 EFF agreement with the IMF t in the reduction of
consuraption subsidies, public sector wages and salaries, and in defense
spending. The revenue windfall which accompanied the 1979 commodity price
boom created Q strong political temptation to reverse those reductions and the
government of the day, in its last months, succumbed to that temptation.

The pattern of central government current expenditures is shown
in Table 5. The three signi£.icant items of current expenditure are payment of
wages and salaries, interest on public sector debt, and defense spending.
Beginning in 1978, when wages and salaries were equal to just under 5 percent
of GDP, the military government reduced the real level of payments by almost a
full percentage point. Subsequently the new government used its commodity
windfall to res tore and then somewhat increase the level of these payments
which were equal to 5.3 percent of GDP in 1981 and 1982. During the current
year, the level of these payments has fallen somewhat as wage increases have
fallen behind the rate of inflation.

It should be emphas ized that the primary cause of the changes l.11

the l'2vel of public sector wage payments has been changes in the levels of
public sector wages) not changes in the levels of public sector employment. As
is true in the private sector, the Labor Stability Law, enacted by the
mil'itary government, makes it virtually impossible. to discharge government
employees, even when their services are not longer needed. Hore seriously, it
appears that attempts to control public sector spending primarily by the level
of pUD lic sec tor compensation is having serious adverse consequences for the
quality of the public sector workforce.

The most critical area where cuts in public sector spending have
not been achieved is in the area of military spending. As indicated above,
the military government achieved significant reductions in this area under the
prodding of the IMF. However, under the current government, military spending
has grm"n from less than 5 percent to almost six percent of GDP. It appears
that significant cuts in defense spending are to be made in 1984 but the exact
levels are not known at this time.

The one really uncontrollable item in the central government
budget is the level of interest payments on the public sector debt, which are
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a function of the s~ze of the dei>t, its distribution . between local currency
and fo:-eign exchange instruments, and the levels of domestic and international
interest rates. For practical purposes, none of these can be changed by the
GOP without other unacceptable economic policy consequences.

3. Central Government Capital Expenditures

In addition to altering the level of public sector wages, the
chief instrument used by the GOP for controlling the level of the public
sector deficit has been through alterations in the level of the public sector
investnent budget. The sectoral distribution of the central government
capital expenditure is shown in Table 7. The most striking aspect of these
figures is the absence of any apparent tren~. Although spending on
transportation and communications, and on education have increased noticeably,
the overall impression one receives from these data is that the GOP adjusts by
stretching out everything rather than making clear intersectoral policy
choices.

4. Financial O?erations of the State Enterprises

A major component of the public sector deficit is the combined
deficits of the state enterprises. In 1982, these totaled almost 5 percent of
GDP. Tne origin of tnese deficits is a complex combination of a number of
factors. Lax manage.rJent is clearly an important one. Nonetheless, a key
factor in the financial losses of public enterprises is central government
pr~c:tng policy. liJ.1. e.xample is ENCI and ECASA ....Those very large operating
cieficits, equal to one percent of GDP in 1982, result from a deliberate policy
decisio~ to have thses entities sell their products below their cost of
acqu~s~~ion and distribution. Repeated GOP commitments to eliminate these
subsidies have been frustrated by the protests of the urban consumers v.~ho

benefit from them.

In a so:::c;..,~hc.t sir:uila:- category is Electroperu. Its ve:-y large
0\·erell financiel ceficit l ti~·O percent of GDP, results p:-irnarily fro'Jl an
a:w.:-itic'..:s expar;sion p-;:og::-arn. however,. on its current account, Electroperu
ShO~lS c. opera·ting deficit despite a legal requirement that it price
electricity so as to earn a target rate of return of eight percent.

In general then, although management improvements, or even
outrigh: divestiture, ar-e badly needed to improve the overall public sector
fiscal pcsitio71, a fir':l GOP com.-nitU1ent to adequate pricing policies could
D:-i~g some sig~i£ica~t improvements.

5. Fiscal Effects of the Na:ural Disasters

!n addi:ion to their othe.r- effects, the natural disasters have
h c: u t Lee i fee t 0 f \0,'0::- 5 en ing the GOpIS £is cal posit ion. Over- a11, : rJ es e e. f fee t s
c.~·e esci;:;ated to have: increased che consolidated public sector deficit OV an
ar~ount: .-::qual ::0 3.& percent of GDP. Of this, losses in tax re\-e~ue acc·ount
for 2.4 percent of GDP, of which the largest single factor was the decline in
the sales, and thus the tax payments, of Petroperu. On the spending side,

BEST.AVA/f-ACLE COFY
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government expenditures increased by 0.5 percent of GOP in 1983 as a result of
the disasters. Of this, 77 percent was a result of expenditures to repair
infrastructure. Among the state enterprises, Petroperu lost 0.8 percent of
GDP, while other state enterprises lost 0.1 percent of GOP.

D. Balance of Payments

The Peruvian balance of payments has suffered serious reverses in the
past bllO years 1t7hich Peru has been able to meet only by a drastic reduction in
iwports and a rescheduling of public sector debt •

. 1. The Trade Account

a. Exports

Table 8 summarizes recent developments in the merchandise
export accounts. Beginning in 1979, Peru I s exports increased dramatically
primarily on the strength of major price increases in copper (51.9%), silver
(68.0%), lead (250.6%), and above all, petroleum (110.8%). In addition,
exports of non -traditional products vlere especially buoyant and the completion
of the ·transandean pipeline enabled the country to achieve a 70.3 percent
increase in the volume of petroleum exports.

The year 1980 saw a continuation of
fc~7arable situation. Overall, exports increased 11.7 percent
of a. continued strong performance of non -traditiona1 exports
petrolemn prices, and a continued generally strong performance
~ect()r.

this generally
on the strength
(23.3%), higher
of the minerals

Beginning in 1981, this favorable situation \'las reversed
dramatically. Sharply lm-,'er prices for most minerals, some\<.That 10\"Ter export
volumes for petroleum, and generally soft \lzorld markets for non-traditional
e::ports I p<?rticularly in Latin J..merica, reduced exports by 16.5 percent.

The years 1982 and 1983 have seen no improvement in export
pe:::-formar..ce. In 1982, a sligr.t improvement in non-traditional exports and a
.sl~c:rp increase in fishmeal production \llaS counterbalanced by still 10\'ler
silver and copper prices. In 1983, \·?hatever trends there might otherwise have
r.'een tOHc.rd recovery .\llere overv;helmed by the effects of "El Ni] 0". Fi sr.I':lea 1
l~)}.:·o(:ucti(>n l'!as fallen by 48 percent. ~"he value of petroleum exports has
rE;l1en }~\i 26.3% due to production disruptions resulting from the floods,
fUj~thcr declines in t,.'orld r.1arket prices I and declining quality of the oil
~-'(~'iT)g p~~oduced. Non -traditiona 1 exports in }. 983 have declined 17.1 percent in
T'o:;:;':' cue to restrictive r.leasurcs taken by Feru I s trading partners in response

....~: '.':",:-lc. fin2ncie.l crisis.

The out1ooJ: for Peru I s exports for 1984 and beyond is for
sl"";:;,e ir;-.r-rover.1ent in export prices as the \·;arld economic recovery proceeds.
Fo" '<.':\7(:':.': I t.}:e likelihood of r:l~jor improvement in Peru I s terms af trade i.s
sr:loll. Cap~city expansions in other producing nations s.re likely to liIL1i t
price increases in copper and petroleum. Only the non-traditional exports

BEST AV:lILJ',SLE COP)'
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category seems to hold great promise for the future and that only to the
extent the markets are not blocked by protectionist measures in destination
countries.

b. Iniports

Trends in recent imports are swmnarized in Table 9. This
table is divided into two parts. The upper part of the table gives the fob
value of imports by major end-use category. The lower half of the table gives
the same data expressed in terms of the percentage contribution of each
end-use category to total imports.

The trend of each category of imports follows a fairly
predictable pattern during the last years of the military government and the
first years of the present government. Overall~ merchandise imports increased
56.9 percent in 1980 owing to the availability of foreign exchange~ the
liberalization or the import regime~ and, to a certain extent, to the
progressive overvaluation of the sol. The rate of increase declined sharply
in 1983 as the sol has depreciated in real terms and the pace of economic
activity has declined sharply. The most striking increases in the earlier
years were in consumer goods which increased 164.5 percent in one year, while
consuoer durables tripled in 1980 alone.

Nonetheless, it is possible to overemphasize the importance
or the consumer goods·import boom in the overall growth of imports during this
period. Of the total increase in imports of $1.9 billion in 1980 and 1981,
only one quarter consisted of direct imports of consumer goods. In 1979, the
last full year of the military government, direct imports of consumer goods,
durable and non-durable, accounted for 7.9 percent of total imports. By the
end of 1981, even taking into account that there was considerable pent-up
denand, particularly for durab1es, consumer goods accounted for--on1y 15.9
percent of the total.

Far more significant was the enormous increase in imports
of capital goods of all kinds during this period. Even taking into account
tltat there was a considerable amount of restocking after the constricted
ioport availability of the 1970s, the increase in capital goods imports during
this period was formidable. From a level of $625 million in 1979, such
icports reached $1.5 billion in 1981.

The category of imports which lost ground in relative terms
during tl1is period was that of inputs into domestic production. From 46.4
perc.ent of total imports in 1979, these accounted for only 36.2 percent in
19£.1, 2nd declined still further, to 34.1 percent, in 1982. This is not
surpr ~s l.ng since the' 1ibera 1iza tion of the trade regime under the
democratically elected government tended to reduce the relative importance of
the- protected domestic manufacturing sector, which is the sector most
dependent on imported inputs.

BESTAV/~/LA2LECOP\'
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2. The Service Account

Table 10 gives a detailed breakdown of the balance of payments
s~nce 1978 with projections for 1984. By far the largest single item in the
service account is public sector interest payments. These have been a
function of the size and composition of external public debt and of the level
of international interest rates since much of the commercial debt carries
variable interest rates which are based on the London Inter-Bank Offer Rate
(LIBOR). Public sector interest payments rose steadily from $434 million in
1978 to $716 million. in 1981 for both reasons. Paymen'ts declined slightly in
1982 due to sl{ghtly lower interest rates but have increased substantially in
1983 because commercial reschedulings have been accompanied by significantly
higher interest rates. Rescheduled interest payments are recorded on Table 10
as if they had been paid with an offsetting entry in the capital account.

Overall, the trend in the services and transfers account, has been
one of gradually increasing deficits as deficits in factor services, transport
and insurance, and other services have far' outweighed small surpluses in the
travel account. .

3. Capital Account

The balance on capital account is a product of a wide variety of
factors including investor confidence and the general state of economic
activity. Since, these have varied widely in Peru in recent years, it is
hardly surprising that there has been equally wide variation in the balance on
capital account.

a. Direct Investment and Other Long-Term Private Investment

The most striking characteristic of private sector 'capital
inflows has been their relatively small size even in periods of "good business
climate." Beginning in 1978 when the net inflow of private long-term capital
was 0"11y $39 million (of ~..'hich direct investment was only 525 ffiillion), net
inflows totaled only $92 million in 1980, rose briefly to almost $400 million
in ... 1981 with substantial investments in petroleum exploration, and quickly
fell back to almos t zero in 1983. v1i th the single exception of 1981, the
flows representing foreign direct investment are insignificant.

One reason for this lack of external investment is the
Andean Pact's "Decision 24" which sharply restricts foreign investors' ability
to establish majority-owned foreign affiliates and establishes limits on
profit remittances. Perhaps more important has been the history of
nationalizations under the military government and a fear that these could be
repeated under a future elected leftist government. In an econocic
environment \vhich has been precarious at best, potential investors have simply
chosen to go elsewhere.
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b. Public Sector Capital lmports

The recent history of public sector 'capital imports is
\-Jell-known and will be summarized only briefly here. Under the military
government, extraordinarily high levels of public sector indebtedness we:re
incurred, little of it for productive purposes. In 1978, the government
entered into reschedulings of its official and con~ercial debts. The
subsequent co~odity price boom of 1979 enabled it to retire a portion of the
rescheduled debt. Beginning in 1981, the government, its financial prospects
somewhat improved, secured significant external financing for an ambitious
program of public sector infrastructure investment. However the persistence
of the \'lOrld recession and the balance of payments impact of the naturaJ.
disasters of 1983 have again forced the PerUvian authorities to seek
reschedulings of the official debt. While providing short-term .relief, these
reschedulings significantly increase the longer-term burden of the outstanding
debt, making it highly unlikely that public sector capital imports can be a
significant source of development financirig in the foreseeable future.

4. Long-Term Balance of Payments Outlook

The recovery of the world economy in 1984 should bring some
improvement in the Peruvian ba~ance of payments picture. However, for a number
of rea.sons, the degree of balance of payments improvement is likely to be
limi ted. In the trade account, the prices of a number of critical primary
materials, which provide the bulk of merchandise export receipts, are likely
to show only limited improvement. Copper and petroleum in particular are
likely to ShO\'l only limited price recove'ry because of capacity expansions in
other third-world producing countries. The prospects for non-traditionaJ.
manufacturers, which \'lould appear to hold some promise, are lindted by the
\'!eak balance of payments positions of most other Latin American countries, the
principal markets for such exports. On the service side, there is no escaping
the interest payments due on the large, and still growing, external debt. In
1984, interest on the public sector debt alone will reach $1. 068 billion.
vllien the $5ll"million due on private sector debt is added, interest payments
alone \'Jill abs.orb 4 a percent of total receipts from exports of goods and
non-factor services. In addition, there is little hope :for significantly
10l'Jer real interest rates in international financial r.l.arkets as expanding
\vorld economic activity increases the overall international demand for credit.

E. Balance of Payments Effects of the Natural Disasters

In addition to negative effects on income and consumption, the
nc.:tural disasters of 1983 b2d. a negative impe.ct on the balance of payments. t"

It should be noted that Peru's balance of payments registered a surplus of
$136 nillion in 1982 and a deficit of $31 million in lS83--that is a
cornpare.tive deterioration of $167 million. Thus, axiomatically the over-all
impact of v..orld recession, restrictive demand management by the Government o£
Feru, ~nd natural cisaster aoounted to a net loss of $167 in foreign exchange
assets. Ina sr.mch a s domestic recession \·.'ould serve to reduce irr.ports, and
Peru's 1983 corrlfilodi ty imports \'Tere $1.1 billion (30 percent) lo\·.'er than 1982
cor.~odity imports, one can suspect that the impact of the disaster was
substantially higher than the combined, final impact (a $167 million
decline) •. HOvTever I the disaster also reduced imports through the secondary
income loss resulting from the reduction of exports caused by disaster.
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.
In clarifying this problem, we define two analytical approaches

for assessing the impact of the disaster on external accounts. A general
equilibrium analysis examines the state of a country's- external accounts
"\-li th" and u\'li thout" disaster. This approach recognizes fully secondary
impacts of disaster, notably that the loss of export earnings caused directly
by the disaster \'~ll reduce incomes and hence the magnitude of imports related
to the reduction of income. Thus, the second round effects of the reduction
of income will mitigate the effects of the direct loss of foreign exchange
earnings. Hov.·ever an accurate assessment using this analysis requires more
refined data than are available at present. Moreover, it also requires
careful definition of the moral appropriateness of the "with disaster"
gover.nmental policies. Specifically, the more the government attempts to aid
the victims of disaster the larger the negative' impact on the balance of
payments, and this question boils dO\-ln to how much is needful ~nd necessary.
Even though analytically less satisfying, partial equilibrium analysis can
also be used to explore the impact of disaster on external accounts. In this
approach improvement of external accounts caused by the secondary effects of
the- disaster are ignored. In defending this analytical choice, we also note
that even though the magnitude of erosion attributable to disaster using
partial equilibrium analysis may exceed the magnitude derived \-lith general
equilibrium analysis, the strength of improt decline in the Peru case far
2:-~ceeds v:hat can be attributed to the secondary income declines of disaster
alone. And it is also for this rea~on that partial equilibrium approach is
pel-ferred.

Turning to quantification of the impact of natural disaster on
Peru's balance of payments, a recent D1F study (EBS/84/59) estimated Peru's
J. S33 c2.1endar year export earnings shortfall from trend at SDR 142 million
(about $156 million) and notes this as resulting from the combined impact of
adverse \-,'ea ther, labor st:rikes, and externa 1 prices. However, the IHF study
30GS not attempt to disaggregate these causal forces. In a genral equilibrium
e.ralysis, for example, it might be supposed reasonably that half of the
decline in export earning-s (or $80 million) was related to the disaster.
!lO\·'ever I on a cOr:1f,lodi ty spec~rlC basis (partial equilibrium analysis) the
disaster-caused decline of export earnings appears more impressive. As
examples I the decline in exports of petroleum and derivatives \I.'as about 1.5
milJ.ion barrels, \,rith a market value of $45 million. The volume of 1983
fisr..meal exports Here also substantially belo\-l that of previsou years, 178
t.l")ousand metric tons versus an average of 497 thousand metric tons for the
l'l-eviGl.-s 5-yea.r period. Ilt c:.n e..verage price of $379.8 per l-;T for 1983 (;.;hicl:.
\~2_S also lo\\~er than the previous 5-year average of $406.6 per MT), the loss
::rom IS83 fishmeal exports amounted to $121.2 million.
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As noted above, Peru I s 1983 commodity imports amounted to only
$2,647 million as compared with $3,787 million in 1982. This decline was due
in the first instance to demand management policies of the government which
\'lere related to its EFF arrangement with the IMF. The mechanism of these
policies on imports works through the decline in demand for domestically
produced goods which, in turn, reduced the demand for the imported component
of those goods. However, it should be· noted that the decline in imports
greately exceeded what could be attributed to the decline in domestic
production, i.e. a 10-11 percent decline in domestic output would, other
things being equal, produce a decline of imports not in excess of 20 percent.
(The impact of newly negative expectations on imports, particularly capital
goods may account for the excessive decline of imports; however, the data are
too new and aggregative to permit more analysis on this question at present.)
In stark contrast to the global decline of imports, and most obviously and
directly related to disaster, in 1983 Peru increased purchases of rice, sugar,
soya oil; milk power, and potatoes. The total value of these increased food
imports amounted to $145 million. Apart from these food imports, capital
goods imports for reconstruction amounted to $55 million. Of course, some of
these imports were financed by long-tenn loans or grants and these will be
considered below.

The obvious direct impacts of disaster can be summarized as follows
(in millions of U.S. dollars):

Loss of foreign exchange from reduced exports
fishmeal
petroleum

Loss of foreign exchange from increased imports
food imports
rehabilitation imports

Less: external credits linked to
rehabilitation efforts

Less: external grants linked to
rehabilitation efforts

Total impact of Disaster on B/P

$121
$ 45

$145
$ 55

$ 95

$ 43

$228

F. The Growth of Domestic Credit and the Level of Economic Activity

The disaster1s disruption of normal production had a negative effect
on the cash flows of firms in all areas of the country. This increased the
demand for credit at a time when the public sector1s own borrowing
requirements were also being increased by the disaster-caused worsening (equal
to 3.8 percent of GDP) of its fiscal position. At the same time, the
disaster-related loss in foreign exchange reserves forced the Central Bank to
take restrictive measures to prevent further outflows.
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'I'he re~ationships among ~he growth of aornest.ic credi t, the size of
the domestically financed public sector deficit, the balance of payments
deficit, and the level of economic activity ere among the oldest and most
tho:o'J~h1y studied in economics. Nonetheless, a br ief recapi tulation of the
main r~:ationships and conclusions may be useful to provide a context for th~

PAAD.

To begin with, changes in the balance of payments directly affect the
level of banking system reserves in the absence of offsetting actions by the
central bank. An increase in exports or a capital inflow, through the process
by \o,Thich their proceeds are converted into domestic currency, produce an
increase in "high powered money" which fractional reserve banking converts
into a m~1tiple increase in the level of bank deposits (the precise ratio of
inc:eased bank deposits to the original increas~ in "high powered money"
depends on a number of factors, the most important of which is. the leve1 of
required reserves).

On the other hand, increases in the volume of real credi t increase
.the level of demand for cur rent output and assets in general. Included in
this increase in some proportion will be increases in the demand for
importa~les, domestically produced exportables, and foreign assets. Thus,
changes in the levels of domestic crec5.it lead directly to changes in the
balance of payments. 1/ Changes in the overall level of domestic creai t
\o,Thicr. the monetary authorities can accommodate are directly connected to the
mo~etary authority's target levels of foreign exchange reserves and the
evailc.bility of additional ey.t~rnal credit. This is' true regardless of the
ostens:ble purposes :or which credit is provided.

Finally, the availability of credit to the private sector is
determined by the total availabili ty of crecl t from domestic and foreign
so-...:rces, less the public sectcr borrowing requirement. This last point may
c.p?~c.r ::':i'.."oic.l v.,nei1 expresss-d i~ t['~is fas~ion b:.:t it is not l;nCO;;JiIO~ to foc~s

O~ the :.:se of domestic credit tv the oublic sector and ignore the fundamental
f~n~i~i~ity of co~estic ana exte:r.al credit. Thus, during the course of 1983,
~t~ 8c~2cli~ated public sector ~eficit reached an amount equal to 10.3 percent
of Gr::? Of this, the amount financed domestically was e~ual to or.1y 1.8
perc~r.t of GOP. The remainder, equal to 8.5 percent of GDP, was financed
externally (for the most part, this was the effect of the cOIi.mercial ana
~ilatE::al reschedulings which were Qsec, essentially, to fir-ance the enormous
1983 pu~lic sector deficit). Eowever, in a situation in which a contraction
0: do~s-s:ic credit was essential to counteract the balance of pa~~ents deficit
resul-:ir;q frcIT; the r.atural disasters, the additional (invclcntary) external
sa'; inq \,'l";; ich trJe ref inane inq s r e;.r esen ted coule have been l:sec to 1esser~ the
:-~eC~2sar::' rE:GL:ct.ion in cred:'t ~o trJe private sector, i: it had not beer: :or
~~E: GC?I S h~av~' fiscal losses r~s~lti~s f:Cffi tr.e cisasters.

l/' I~ s:::.:~~a. bE: err~p:-~asized t~.at these c[;c.nges in trJE: balance of pa~7~ents

~es~lt:~q :!O~ chcDges in t~s rate c: co~estic c:edit creatior. de root
necess~:~1y, or even usually, eo~e about as a result of changes i~ the
cO;7.estic price level raising cOrTIestic procuction costs ana rr.aking domestic
goods "less competitive. 1I Rather, it operates directly on the domestic excess
demand for tradable gooos whose prices, in a small open economy, are
externally determinede

t
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A number of these relationships are illustrated on Table 12. It is
clear from the table that, over the period 1980-82, the rate of growth of real
private sector credit was quite rapid. Beginning in 1980 with a 23 percent
real expansion, credit to the private sector expanded at a IS percent rate in
1981 ar.d 12 percent in 1982. This rapid rate of expansion was made possible
hy a number of unusual factors. At the beginning of the period, Peru was
experiencing a substantial balance of payments surplus as a consequence of the
1979-80 commodity price boom. The expansionary effects of this were prolonged
through 1981 and into 1982 as a result of a deliberate decision of the
authorities to 'more than compensate for the contractionary effects of· the
deteriorating balance of payments in order to maintain the level of economic
activity. The authorities were able to do this because of the relatively high
absolute level of foreign eXchange reserves accumulated during the 1979-80
period. Beginning in late 1982, this situation changed abruptly. Foreign
exchange reserves had reached minimum acceptable levels and the central bank
initiated a sharp contraction in the level of commercial bank reserves. ,Two
addi tional factors complicated monetary management during this period. 'One
\'''':?s· the natural disasters themselves, which produced a sudden increase in the
ceraand for credit both for reconstruction and to compensate for reduced cash
flo\oYs. The other was the failure in March of Banco Comercial (and
subsequently two other financial institutions). Prior to l-1arch 1983, there
had been a steady increase in the deposit-to-reserve ratio as a result of the
governr..er.t I s institution of a zero marginal reserve requirement in order to
reduce the spread betvleen loan and deposit interest rates. Beginning in
!'12:cch, the deposit-reserve ratio began to fall sharply.

This presence of excess reserve -in the banking system has led some to
qcest.'::"on vthether the decline in private sector credit outstanding is a
consequence rather than a cause of the present depressed state of the
economy. A number of factors have convinced the 1-1ission that the decline in
credi t is a consequence of a declining supply rather than a declining demand
for credit. First, the presence of excess reserves is concentrated in certain
}:.c.nks. For the month of July 1983, for example, Banco de Credito, Banco
I:'o?ular, and Banco de Lima V.Tere essentially fully loaned up in sales, \·,Thile
:ntertank, Citibank, Banco Wiese, and Banco Continental had substantial excess
soles reserves; This is far more consistent vd th a--perhaps vle1l-founded-­
concerr. on the part of certain banks for the quality of their portfolios than
a general lack of credit demand by borro\'lers. Second, conversations with
ccr:1r,~ercial bankers, businessmen, and central bank officials have all confirmed
'. !.'::--:':' f ':':l t.LC:':'l- vie'.,', there is a substantial e):CE;SS der.land for credit at the
prosent tine, primarily as an consequence of the natural disasters.

G.. Balance of Payments Gap for 1984 and its Consequences

TY.e de: i ci t in tl1e 1984 balance of pcyrnents shOl..n in Table lOis
c :"C:'-I:",c 'i:i ve onE: based on an estimate of the level of imports ,,;rhich would be
r.r:c(;s.:: c.l.-y to r:le;y.e up c:bout half of the (~ecline in real GDP experience in
=- '~':':-:;. Even tr.ough the forecast 1984 level of cc::nmodi ty ir.lpcrts is only
~'.2 rs;ir.2': .hi s!:er then the 1983 level, the 1 S'S4 level v:111 be higher because
s();',e S'200 million of non-productive (mili~ary) he.ve been eliminated from the
forecast as related to the GOP-TI1F negotiations. In addition some decrease in
required food imports is now expected in 1984 due to an expected improvement
in agric~ltural output.

BEST A \;A/L/;DLE (01":\1
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The contrast to past requirements, the 1984 IMF Stand-by
agreement will not be available to close the $145 million forecast gap. The
ll1F agreement requires the Central Bank to maintain through year-end 1984, the
level of its net international reserve position as of year-end 1983. Thus,
the Central Bank must add the full amount of IMF drawings to its holdings ~f

gross foreign assets. Therefore, in 1984, IMF resources are no available to
lower the $145 million gap.

Unless external funds can be found to fill this gap, Peru will be
forced to reduce imports. We suspect that the level of productive imports is
barely adequate to handle a projected mild (about 5 percent) increase of
aggregate demand. One other possible source of coverage for import expansion
\-lould be to draw dO\>ln the gross foreign exchange holdings of the Central Bank
(\-.'hich are equivalent to about six months import coverage). Apart from the
question of compliance with its IMF agreement, these foreign exchange holdings
consist largely of dollar deposi"ts and certifications that are not available
to pay for imports and :,'hich must be redeemed upon demand in a foreign
exchange crunch--if the Belaunde government is to avoid a most terrible
dishonor.

III. PROGRAH HATIONALE

J... Rationale

The natural disasters of 1983 came at a critical time in the history
.of Peru. The democratic government which 'carne to power in July 1980 reversed
the developmental strategy of the previous government which relied on
extensive state participation in the economy and a full panoply of controls
2nd regulations. The ~elaunde govern~ent introduced a strategy which
emphasized the elimination of excessive state intervention and the restoration
of an economy directed by market forces.

~11e natural disasters were unusual in that they also contained
important macroeconomic implications. In most disasters, the effects are
sufficiently localized that relief efforts only have to concentrate on relief
to tllose in acute distress and repairs to housing and essential
infrastructure. Such disasters do not usually have a macroeconomic impact,
nor adversely impact large numbers' of people outside the areas· immediately
affected.

In the case of Peru in the disasters of 1983, the situation contains
an ir.lport&nt additional element. The loss in current output \\'as enormous,
$1.2. biJ lion. In addition I the decline in current output has had a
l"'2,!-i-.:LCi". Jc: )-1:' 1- 02 vy impact on tl:e balance of payment s. '!'his ba lance of
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payoe:1ts impact· came a t a time wh·en the Peruvian economy '~7as already in the
~iddle of a crisis due to the depressed state of ~orld aeQand for its exports,
its large external debt obligations, and the serious distortions in its
econowic structure i~~erited from previous governments. With foreign exchange
reserves at minimum acceptable levels and in a situation in which output would
have declined 5.1 percent without natural disasters, the burden of economic
management has been made much more difficult. Although the GOP has increased
the sol/dollar exchange rate by 130 percent during the course of 1983, the
bul1~ of the burden of bala.nce of payments management has fallen on aggregate
demand management and, given the GOPs difficulty in controlling the size of
the fisca.l deficit, a disproportionate share of demand management has fallen
on ~onetary policy ana the private sector.

The GOP has attempted to deal with the severe decline in the supply
of real domestic credit, which has resulted from the need to limit the loss of
foreign exchange reserves, by making ·BCR credit lines available through the
Banco Industrial (BIP). However, the GOP's ability to do this has been
limited by their need to limit the overall availability of credit.. In the
~bsence of additional foreign exchange resources to permit a net increase in
the level of credit) expansion of special discount lines through public sector
financia.l institutions is essentially a zero-sum ga~e. Only by providing
additional foreign exchange can the tight balance of payments situation which
resulted from last yea.r's natural disasters be prevented from further
cO~=~2:ting eco~o~ic activity.

TI1US, at:: a critical time ~n the nation's history, 'When the
fundar.:lental fu ture orientation of the na·tion' s economic 5 tructure is being
debated, Pe~u is raced with another year of relative stagnation in per capita
incowe as a result of the balance of payments and fiscal eff€cts of last
year's natural disasters. If Peru's free market o:-ientation is to continue,
it is iinperc.tive that ways be found to restore confidence in - the· "basic
stril:egy 0: t11e preser.t gove::'rllJent. To do this, it is essential that foreign
excha::ge resour:es bE::: provided so as to penr:it a more expa~sionary polie"·
,;·,'hich ,;:'11 r.:aKe ,?ossi8le a perceptible iUlprove:::le:-L: in living s:anriards in 1984:

B. Relationship to Mission CDSS

The assistance proposed in this PAJJJ is a fundame.nta.l part of the
st!:"ateg;.· proposed in the Xission1s recent CDSS p:-esentation. The dimensions
0: thE.: :::'.:~rent econc~ic crisis are such that they threaten to undo the
sig~i:i~cr.: p~ogress :hat has been made over the last th~ee years in
est;lblisr:i~1g a \o,'orkCible policy and institutional f::"a~e""'ork. for
::-e€-~c:'~~e:-o~i-:::ntE;c) lO:1g-ceru: development. Indeed, the:-e ~s c. significant
da~~er t~a~ t~e present econo~i~ crisis will dis:redit the free ~c.rk.et model
':":;.:-.c: :'t.::.::.d :;~C: r.s:-:t g·Y:e-=-n~e~1t to r'<3turn to the statist C:evelop'2en:: ::odel of the
last d2~a::e. In :he :ace of t'nis dange:-, the ~ission proposeG in its CDSS
t::.::::: L~2 FY 24-85 p:-og:-c:m focus 0:: Peru's nos t i:ru""2edia:e nee~s) placing
eG~~asis on the i~pl~~entatio:1 of ongoing develo?~ent and reconstruction
pr06"::"8.:::s) a::.C1 on the provision or immediate s·J??o:.-t through tn:.s loan, an
ESF-£unded program loan in early 1985 and in FY-86, and continued significant
PL-480 Title I and II assistance. During the same FY 84-85 period, the
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Mission proposes, to continue policy dialogue with the GOP~nd other g'roups and
continue efforts to build a sound analytical and institutional base for
further development policy discussion and program formulation.

Both the CDSS strategy and the assistance proposed in this document
will also address the concern recently expressed by Deputy Secretary Darn that
adjustments be made in the Peru program which would help the country move from
its cur ren t def ic i t pos i tion in the short term. High level U. S. Treasury
officials who have recently visited Peru have also indicated their support for
program assistance to Peru.

C. Peru's Relations with the IMP

In June 1982, Peru entered into a three year Extended Fund Facili ty
arrangement with the IMF. At the same time, Peru arranged a drawing under the
Compensatory Financing Facili ty. Drawings under the two programs would have
totaled $960 million over the three year period of the program.

Throughout 1983, Peru had serious difficulty meeting the fiscal
targets of the program, which envisioned a reduction of the consolidated
fiscal .deficit from 8.7 percent of GOP in 1982, to 3 .. 8 percent in 1983.
Figures for the first two quarters indicated that Peru was slightly out of
compliance. By September , however, it was clear to the Fund staff that the
original program, especially on its fiscal targets, had been irretrievably
breached. This fiscal collapse was partly a resul t of the effects of the
natural disasters as discussed above, which accounted for 3.8 percent of GOP
of the deterioration, out of an estimated 1983 deficit of 10.3 percent of
GDP. In addition, measures announced by the GOP in early August preannouncing
the exchange rate three months in advance and limiting price increases for
petroleum products threatened, in the Fund's view, both still further erosion
on the fiscal side and a serious loss of international price competitiveness.

Since September, discussions for a resumption of Fund support have
continued. In December, the outlines of a new program were agreed. The new
program would include an 18 month Standby Agreement. The total amount of
drawings would be $250 million (somewhat less than would have been available
frO~l the EFF). The new prograrr. will place heavy emphasis on fiscal control
ana will involve the elimination of food subsidies, a range of new taxes and
measures to enhance collections of existing taxes, increases in gasoline and
electricity prices, some reduction in military spending, and a further
reduction in the already substantially reduced level of investment spending.
The new program will also apparently involve the elimination of preannounced
exchange rate changes and a commitment to maintain the existing real exchange
rate but no large exchange rate adjustments at the outset. The IMF will also
soon name a Resident Representative in Peru to improve coordination with the
GOP in the implementation of the program.

The 1-1ission has reservations about the feasibility of the ne\o," IMF
targets, from what we know of them. The program appears to rely very heavily
on cuts in current spending and new revenue sources which may not be
politically or even technically feasible. For example,· the revenue projected
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from ne",- taxes and improved tax administration appear optimistic. l1oreover,
the program appears to place more emphasis on monetary stringency and less on
exchange rate adjustment than would seem warranted by the present depressed
state of the Peruvian economy. Nevertheless, the basic thrust of the
program, to reduce the present extremely high level of public sector borrowing
in order to permit expansion of the private sector, to maintain price
competi tiveness in international trade, and to maintain an orderly expansion
in domestic credit, are essential to recovery and renewed growth. Therefore,
the Mission plans to coordinate very closely with the GOP and the new IMP
Resident Representative to monitor progress in implemen~ation of the program.

D. Level of Assistance

To assist the GOP in coping with the balance of payments
consequences of the natural disasters, the Mission proposes to provide program
resources to the GOP in return for a mutual understanding of needed
improvements in the implementation of disaster assistance. The amount
proposed in this document, $60 million, is significantly less than the Mission
believes warranted by the degree of the disaster and the size of the
un financed gap. The mission ",'ould prefer to provide an amount closer to
one-fourth of the estimated foreign exchange loss resulting in 1983 from the
disasters. That amount would be SUfficiently large that, when combined with
amounts which will be received from the Fund and amounts which could become
available from the IBRD, the commercial banks, and other donors, would bring
output and employment significantly closer to their 1982 levels. However, $60
million, when combined with resources available from other sources, will
permit a relaxation of monetary stringency and an expansion of domestic output
and employment as well.
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IV. PROGRAM IHPLEMENTATION

A. Disbursement Mechanism

It is the Mission fS plan to disburse the $60 million of foreign
exchange in two tranches. The first disbursement would be in an amount of $30
million and would serve to provide substantial i~~ediate relief from
disaster-caused losses in foreign exchange. The second disbursement would
also be $30 million and would be made six months after the first if the
understandings reached in negotiating the program were ~dhered to.

A necessary precondition to the implementation of the program is an
understanding with the Central Bank about the level of real credit expansion
to the private sector. As explained in the previous section, the chief
short-term determinant of the availability of credit to the private sector,
given the size of the balance of payments defici t and the availabili ty of
other external resources, is the public sector fs use of credi t. Such an
understanding will be an integral part of an agreement with the IMF.
Therefore, evidence of the IMF Board approval of the Standby Agreement will be
sufficient to meet this condition.

The Mission will seek an understanding wi th the GOP on the monetary
program for 1984 and the measures the GOP plans to take to overcome the
disaster-related decline in private sector credit. The agreement would
include: 1) an understanding on the total value of real credit to the private
sector, 2) the distribution of that credit between special discount lines and
increases in commercial bank reserves, and 3) agreement with the GOP regarding
its policy on interest rates and any other measures which would improve
savings mobilization and efficiency of savings use.

In addition to the conditions on global public sect.or res(:>ur~e use,
the Mission regards additional understandings on specific questions-related to
the implementation of disaster programs as essential to the achievement of the
objectives of the program. The Mission is well aware that increases in
disaster spending, in the context of fixed overall budget totals, imply
reductions in other budget categories which may be politically difficult.
However, the GOPfs approach to budgetary control has been to impose spending,
hir ing, and contracting controls across the board. The effect of this has
been to severely hinder the implementation of critical rehabilitation and
development projects. The Mission intends to negotiate an understanding
regardi~g more flexibility with regard to hiring and contracting procedurtes.
Such an agreement will be a condition precedent to first disbursement.
Adherence to the agreement will be a condition precedent to disbursement of
the second tranche.

The Mission has
administrative reforms.
agenda with the GOP:

not yet approached the
However, the Mission will

GOP about
negotiate

the
the

proposed
following

(1) Increased flexibility for INADE to reprogram funds in
accordance with project needs and implementation performance.
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(2) Greater flexibility to increase staff either directly or
through contracting for both INAnE and the Departmental Development
Corporations (CORDES). The ability to increase staff during the fiscal year
whenever increased disas ter projec t needs are identified and funding sources
are available. The ability to compensate project personnel adequately so as
to obtain qualified individuals, either by being able to pay salaries above
GOP civil service levels oOr by being able to contract at market prices. The
ability to contract directly with foreign experts. A mechanism ~stablishcd so
that INADE and the CORDES can directly enter into agreements tiith ministries
and other GOP entities to carry out disaster activities~

(3) Greater
INADE's Disaster Relief
disaster-declared areas.

procurement and contracting
and Reconstruction Division

flexibility for both
and for CORDES in

(4) An improved and effective management information systen
established in INAnE and the CORDES, so that data are readily available on use
of DRR funds, progress of DRR activities, and the state of harvests and other
socio-economic indicators.

(5) An improved and effective financial management capability to
assist COP~Es in establishing sound financial management systems.

The Mission has chosen not to implement a commodity import
program because it is our judgment that a commodity import program (ClP) could
not func tion in the present Peruvian institutional environment. Peru has
essentially no administrative restrictions on trade or foreign exchange
transactions. The establishment and maintenance of such a regime, which
allows scarce foreign exchange to be allocated by the market to its highest
value uses, through one of the most difficult periods of Peru's history
represents perhaps the most significant policy accomplishment of tne present
government. It has been the AID's experience that a eIP cannot disburse in
such an environment due to the various additional costs which importers must
incur in drawing against it.

B. Attribution of Dollar Resources

Between 35 and 40 percent of Peruvian imports originate in the
United States. In any given year, such imports amount to approximately $1
billion. Since Peru has no system of exchange controls or import licensing,
it is impossible for the GOP to absolutely assure us that imports from the
U.S. will exceed disbursements under the loan. Nevertheless, it is clear that
in any given period, Peruvian imports from the U.S. will far exceed the
assistance provided. Peruvian trade statistics make it possible for the GOP
to demonstrate to the Mission exactly how much was imported from the U.S.
during a calendar quarter by major tariff category. Therefore, as part of the
agreement the GOP will agree that it will report to the Mission within 60 days
of the end o~ each calendar quarter in which there are disbursements under the
loan, the amount of imports from the U.s. during that quarter.
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C. Use of Counterpart

The essence of this program is to provide foreign exchange to
ameliorate the balance of payments effects of. the natural disasters. The
local currency generated under the program will be used to provide funds on al
priority basis to promote productive employment activities in areas directly
and indirectly affected by the disaster.> To achieve these objectives, the GOP
will establish a special account in the Banco Industrial (BIP) or other
appropriate financial institution with the local currency equivalent of the
first $30 million of loan proceeds. The account will be. used to address the
immediate need to create and maintain productive employment in areas most
directly affected by the disaster and elsewhere in the country. One use of
the account will be to provide direct support for worthwhile, employment
creating activities in disaster-affected areas. The fund will be used' to
provide increased credit to private sector firms. In most cases this "Till
involve preserving currently existing employment in firms which, although
commercially viable in the longer run, are currently in financial distress
because of the disaster-caused recession. Given the apparent reluctance of
many commercial banks to increase lending in the current environment, it is
likely that the major part of such funds will be disbursed through the Banco
Industrial (BIP). The BIP has already disbursed significant amounts of
Central Bank rediscount funds through such a program in 1983. The Mission has
examined the implementation capability of the BIP and is confident of its
capacity to implement the program. Nonetheless, the Mission intends to
provide technical assistance funded under PD&S to the BIP (and if appropriate
to other financial institutions) to assure that funds from the special account
are directed to economically efficient firms whose financial distress is only
a direct or indirect result of the disaster-related recession. Prior to the
disbursement of the second $30 million, the Mission will evaluate the BIP
local currency loan program and will explore the feasibility of establishing a
mechanism to rediscount local currency funds through commercial
intermediaries. If it is determined that a rediscount mechanism is feasible,
the second tranche of local currency will be provided through commercial banks.

The implementing agency for these loans (BIP, or COFIDE in the case
of discounts to commercial hanks) would examine the financial condition of
potential borrowers. Given the badly decapitalized nature of many business
firms in Peru, it is likely that in many cases an additional equity
contribution either from present stockholders or from outsiders would be a
precondition of the implementing agency for the use of special fund
resources. This, however, would be decided by the implementing agency on a
case-by-case basis.

The implementing agencies would have broad discretion in selection
the loan terms and grace periods for special fund subloans. The Mission will
include in its agreement with the GOP assurances that interest rates are at
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commercial levels and that there is a reasonable probability that interest
rates will be positive in real terms.

Another adverse effect of the disasters has been a serious decline in
public sector revenues. This has forced a severe curtailment in the
implementation of public sector investments including the implementation of
high priority donor assisted projects •. ,We would plan to leave open the option
of utilizing some portion (about. 25%) ,of counterpart generations to accelerate
the implementation of high-impact, employment~geIierating disaster and
development projects, including projects funded by other donors.
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Issues:

The guidance cable (State 13848) raised a number of points lvhich the
}fission has attempted to address in this document. These include;

1) IMF Agreement.

The Mis s ion regards the financ ing package of an IMF Standby,
commercial bank rescheduling, and Paris Club rescheduling as an essential
precondition to the restoration of self-sustaining gr~wth. In addition, the
Mission regards the basic elements of an IMF program, fiscal discipline, an
orderly expansion of domestic credit, and the maintainance of exchange rate
co~petitiveness, as essential to long term recovery. However, because of the
Mission's doubts of the feasibility of certain elements of the anticipated IMF
program as we understand them, we will be far more concerned over the next
year with the qualitative performance of the GOP than with the success or
failure to meet specific quantitative performance targets. In addition to the
policy thrust of the program, there is still a need for detailed coordination
with the Fuud on the interrelationship of this program with the Fund's fiscal
and monetary targets. As there is not yet a Fund resident representative in
Peru, these consultations will take place in Washington.

2) Use of Local Currency

The four issues raised in State 13848 regarding local currency
uses reflect important coocerns which the Mission has atterapted to address
throughout this document. Specifically, these are:

(a) Is the present depressed 5 tate of the Peruvian economy due
to the world recession and the disasters rather than to lack of credit?

The response to this question has been presented in considerable
detail elsewhere in this paper. Briefly, the constraint to increasing private
sector production and employment in the short term is the depressed level of
aggregate demand. Aggregate demand is a variable determined both by
autonomous and policy variables. In the first instance, the depressed level
of aggregate demand was a result of the world recession. This is estimated to
have caused about one-half of the decline in output experienced in 1983.
However, the GOP could have offset these aggregate demand effects, as it did
in 1981 and early 1982, except for its weak foreign exchange reserve
position. In fact, because of the serious reserve loss resulting from the
disasters, it was found necessary to contract aggregate demand still further.
\vithout the capability to expand private sector credit, a healthy reactivation
of the Peruvian economy will not be possible.

(b) Feasibility of establishing a Debt-Restructuring Fund

The Mis s ion is not at th is time propos ing a deb t
restructuring fund as a use of local currency proceeds. The Mission is
proposing. a use of credit which would be coordinated in many cases wi th
commercial bank reschedulings. The difference between a debt restructuring
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fund and what has been proposed here is that debt restructuring would
substitute for existing commercial bank exposure rather than provide
additional resources. The Mission believes that, to the extent feasible,
commercial banks should be encouraged to reschedule their existing exposure as
part of an overall refinancing package. The Mission's conversations with
commercial banks suggest that this is feasible.

(c) Size of resources provided under the program relative to the
size of the problem.

The Mission regards the level of resources provided 1n the
PAAD as the minimum necessary to produce a significant stimulation of the
Peruvian economy during 1984. The additional resources will make possible
increased imports of $60 million which will permit an expansion of real GDP of
0.8 percent. In the absence of additional resources, per capita GDP will
increase by only 0.4 to 1.4 percent from their extremely depressed levels of
1983. The additional assistance will be sufficient to engender increased
confidence in long-run economic recovery.

(d) Use of Targeted Private Sector Credit

Recent studies carried out for the Hission including the
Coopers & Lybrand Private Sector Assessment and the Development Al ternatives
Inc. FRAI Evaluation have concluded that before AID can implement a long-range
private sector strategy in Peru) it must first address the acute shortage of
working capi tal credi t faced by private sec tor firms. The Miss ion's
investigation of this problem revealed that there were two constraints. The
firs t ToJ8S the overall decl ine in the level of real credi t outs tanding as a
result of the need to address the balance of payments crisis. The second
problem was the reluctance on the part of banks to increase their exposure
with firms which could not offer substantial additional collate-ial~ This
reluctance became particularly acute after the failure of Banco Commercial in
Harch 1983. In addition, many commercial banks in Peru are members of
industrial groups and there is some evidence that, in a period of declining
credit availability, banks are giving first priority to firms controlled by
the~r group. Finally, the opening up of the Peruvian economy encouraged some
firms to undertake new investments in non-traditional exports many of which
were heavily debt financed. With depressed export markets, a shrinking equity
base, and a reluctance on the part of banks to extend additional funds, these
firms face bankruptcy. Ironically, other firms which undertook investments in
the protected environment of the mid-1970s have long since had their debts
wiped out by unanticipated inflation.

For the above reasons, the Mission believes it essential that an
attempt De made to target addi tional credit to economically efficient firms.
Although fungibility is inherently an issue in any credit program, the Mission
intends to provide technical assistance to the implementing agency and
negotiate criteria and procedures to assure that only economically efficient
firms, whose distress is a result of the disaster-worsened recession, will be
recipient-s of credit under the program.
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CAPIT~ It-miE 8.86

CAP ITAL EXPOOlmtE 3.47 4.15 5.38 5.15 4.85

DEFICIT OF COORAL G(JJ'T -5.68 -8.58 "2.85 -4.92 -3.95

Fltw«:ING
External 8.48 -8.55 8.20 1.68 2.95
Internal 4.~ 1.13 ., ,- 3.24 1.99•• 0.;)

TOTAL FI~ING 5.88 8.58 2.85 4.92 3.95

S~~?LUS OF N~~-FlNAN:IAL

STATE Eh'fERPRlSES -1.38 -~.S8 -2.23 -3.45 -4.72
SU?.?LUS-OTHER OOJERtKNT 8.38 8.28 8.34 -8.94 -1.85
CCNSCtIr.ATED PUElI C SECTOR -6. J6 -1.87 -4.74 -8.etl -8.73

Source: Banco Central ~ R~va, HfdOOC'ia 1982.
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Tabl e 6
Structure of Central Go."~rnment Current Receipts

(percent 01 total)
1972 1979 1988 1%! 1982

IncO:.1il? Taxes 16.2$' 21.38 29.15 19.69
.

19.32
Proper-ty Taxes 4.17 3.26 3.24 4.€ 1 :3,6e·
Import TaxE's " -- 12.32 15.51 21.08 19.11i.,.1f

Export T-3xes J". ~ ....
15.~4 12,e7 7.62 4.771'::. 1';:

?rod ~ Cons. T~xes 46.21 41.12 37.19 41.38 ~7.e8

Other Taxes 4.55 2.36 3.84 3.25 3.34
Non-tax incOO':e 1.89 °3.62 -a.2e 2.82 2.49
TGI~L Ci_i~~E: IT iNC01: let .el!- leB.ee 100.8Q 1~8.e~ lij~ .~f,

Sour-::e-: Sarp::: C~ntrai ij~ Re:.el",';'. M~i,Oi·ia 1982.
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~orm2tion ~y ~nr.ral ~~~~~r~En,

:

;
l

(~~ ~~'ceilt of Go)?)
11'7B 197$ l°'"'li 1981 1932.0,

I"'.-~~,..... ,.,.
~~l",lll~~

F~,od ~!Hi Agriculture 8.96 1.81 8.67 e.76 1.18
Fishing ~,e6 e.1E· L~6 8.09 e.e·s
Hinirlg 2nd Ene-rg'l e e e.16 8.14 e,~8

T!";ns:;:"~ t:- C<r.r:l. f.M e.~ e/.~ 1.26 1.2B......
!ndll:tr'y, jour i ~r.t, ~.12 e.13 e,g' e.1i e.69

t:I:'~-",,--.
:::~J::: t i ~,n i.1S e.13 a.~8 8.21 ~.L~

H::alth 8.12 8.16 8. ]4 e.18 e.11
1-l,oIJsing & Con~·t • 8.24 B.23 . 8.38 e.11 e.15.....

(u.~in iy''}::i1;~'

rr~!J 1ti :.~.: t~;~a1 pi'og.) .. ...
e.3~ !.~@ 1.2~

.. ,,.
~. ~~ ~ .I:l.;:'

C~uitc.i Tr;,n;fers Lge 1.17 1.7~ t·. ~;3 . ~.-t:... ~...~

TDi?L :3.~ 1 4.15 5,~f' . - ,-
~ ,(.:;::. l:::l

SQt::·c~: be-nee"',' CE;-~tra! C~ ResE""".J<'s M~!o"ia
1" .....•Yo.:.

BEST AVAILA8LECOPY

I
J~



Twle 8 ., .
Volume, Unit Pric~, and Value of Exports

<eetric tons and million U.S. dollars.)
1978 1979 1988· 1981 1982 1983 1984

TR~ ITIa-w.: proj.
FishDeal: t>.. ,

VoIUQe 483.i 657.8 416.8 31~.8 616.8 178.Q 288.ts
Price CU.S.S/;;et. ton) 397.1 389.7 469.4 448.8 328.8 379.8 ~18.0

Value 191.8 256.8 lrs.3 141.1 282.5 67.6 83.6
"cotton:

VolOOIe 18.1 19.8 . 32.4 31.7 59.8 28.4 5.4
Price (cents/lb.) 95.4 112.1 lea~7· 91.5 6S.8 .. 65.4 88.8
Value 38.1 48.9 7L.9 64.8 84.6 41.8 f.5

g,Jgar:
Vol~ 291.8 181.6 53.8 59.8 77.8 .188.8
Price (cents/lb.) 8.8 8.6 11.2 15.8 18.5 18.8
Value 51.3 34.3 13.1 ; 8 19.5 31.4 31.1

Coffee:
VollM 53.6 69.5 44.1 45.4 43.6 ·54.8 49.8
Price (cents/lb.) 142.2 159.8 145.8 165.9 117.9 98.8. 117.3
Value 168.1 244.9 141.8 186.8 113.3 . 117.6 126.7

Copper: (incl. unref. silver)
Volme 343.3 3n.8 358.1 324.8 33S.9 389.8 348.8
Price (cents/lb.) 53.9 83.4 97.4 74.1 62.3 67.8 65.9
Value 488.8 693.3 751.9 529.4 ~68.2 462.8 498.8

Iron ~ Iron Ore:
VoI\!1l;t' 4nl.8 5749.8 sr~'.8 5269.8 5668.8 3888.8 4898.8
Price (U.S.$/net t~,) 15.4 14.8 16.5 17.7 19.1 17.6 16.8
Value 13.5 85.1 94.5 9'3.3 188.1 66.9 64.8

Silver (refined>
VolUOl& 41.6 23.8 16.8 28.1 26.8 33.2 26.5 .
Price (U.S.$/troy oz.> 5.8 9.3 19.6 11.1 7.9 11.7 8.5
Value 288.8 221.7 313.6 311.9 2eS.4 388.4 . 225.3

lead (incl. unref. silver)
Volum~ 176.8 156.8 154.8 146.8 177 .1 192.8 184.8
Price (cents/lb.) 23.1 96.2 112.8 68.8 SS.2 67.8 C7.8
V~lv~ 89.6 338.9 383.8 218.9 21~.6 287.8 275. !

Zinc

/
VCllu~e 437.e 422.4 437.7 477,e 491.~ 4B4.e 4S'5.8
Price (cents/lb.> 13.8 18.6 21.8 25,4 24.8 26.6 29.4

"\ Value 133.8 173.7 218.4 267.2 268.5 283.9 328.9
Petroleu~ ~ Deriv.

VoIlJ:le 13.8 24. t 22.4 19.9 22.7 28.9 23.8
Price (U.S.$/barrel) 13.8 27.1 35.3 34.7 31.6 26.6 26.1
ValuE' 188 .e 652.8 m.e 6S9. J 719.8 555.9 688.3

other Traditional Prod. 56.6 125.6 le3.e 128.B 135.6 121.9 151.8
•

T07F-!.- TF~~:)ITI(N~ 1597.4 2~...6.5 3£l~ .8 ~48.9 zr.s3LS 2422.7 2394.8

~,G:'(-T2;;:: ITICNAL PRODUCTS 344.8 889.6 845.8 ~1.e 762.e 53-5.8 755.8

T01Al F.O.B. VALLE 1941.4 3676.1 39J4.8 3249.9 3m.S 2957.7 3149.8

Source: 1978-83: Banco Central de Reservl, unpublished dita
1984: Hission eitiaates

<~\p
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TABLE :10 .
PERU: BALANCE OF PAYMENTS ,. 1982-1984

(millions of u.S. dollars) , "

CURRENT ACCOUNT

Merchandise Exports,FOB
Merchandise Irrports,FOB·

Balance of Trade
Freight & Insuranc~,net

Tourism (Travel), net '
Transportation, net
Interest & Profit, net
Other Services, net

Balarlce on Services
Tral1sfers, net

Balance on Current A'ccount

CAPITAL ACCOUNT

1982 ,1983 1984-
3293 2955 3150'

'-3787 -2647 -2683
-494 308 467
-119 -61 -56

46 15 40
-110 -115 -132

-1012 -1143 -1415
-126 -88 -92

-1321 -1392 -1655
167 219 191

-1648 -865 -997

48 15 -39
157 -61 -61
205 -46 -100

2042 2550 2506
(1933 ) (1535) ( 1171)
( 109 t· (1015) (1335 )

"
-1048 -1153 ....... -1554
(-966 ) (-1153 ) (-1554 )
( -82)

994 1397 952

!

Pri vate Direc t Investment
Loans to Private Sector

Balance on Private Capital
Gross Disbursements to

Public Sector
Official Loans
Refinancing

Gros s Amo rtiz ation of
Public Sector

Official Loans
Refinancing'

Balance on Official Capital

SDR Allocation
Errors & Omissions and

Short-Term Capital

Over-all Balance

FINANCIHG
.....

Change in Net International
Reserve Position (increase
is. minus sign)

585

136

-136 •

-517

-31

31

-145

145

Central Bank, net (note a) -78
Change in Gross FX Assets -387

. Change in Gross FX Liabilities 304

Other Banks, net -58

Note (a): . A negative sign for FX assets ~ndicate,s an increase;
a' positive sign for FX lia1?~lities indicates an
·i'ncrease.
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STATUTORY CHECKLIST FOR FY 84

COUNTRY CHECKLIST

A. GENERAL
ELEGIBILITY

CRITERIA FOR COUNTRY

1. FAA Sec. 481, FY 84 Continuing
Resolution. Has it been
determined or certified to the
Congress by the President that
the government of the recipient
country has failed to take
adequate measures or steps to
prevent narcotic and psychotropic
drugs or other controlled
substance (as listed in the
schedule in Section 202 of the
Comprehensive Drug Abuse
Prevention and Control Act of
1971) which cultivated, produced
or processed illicitly, in whole
or in part, in such country, or
transported through such country,
from being sold illegally within
the jurisdiction of such country
to u.s. Government personnel or
their dependents, or from
entering the U.S. unlawfully?

No

2. FAA Sec.620(c). If assistance is No
to a government, is the
government liable as debtor or
unconditional guarantor on any
debt to aU. S• ci t izen for goods
or services furnished or ordered
where (a) such citizen has
exhausted available legal
remedies and (b) the debt is not
denied or contested by such
government?

3. FAA Sec. 620(e)(1). If No
assistance is to a government,
has it (including government
agencies or subdivisons) taken
any action which has the effect
of nationalizing, expropriating,
or otherwise seizing ownership or



control of property of U.S.
citizens or entities beneficially
owned by them without taking
steps to discharge its
obligations toward such citizens
or entities?

4. FAA Sec. 532(c), 620(a)? 620(£) ,
620D; FY 1982 Appropriation Act
Sees. 512 and 513. Is recipient
country a Communist country?
will assistance be provided to
Angola, Cambodia, Cuba, Laos,
Vietnam, Syria, Libya, Iraq, or
South Yemen? will assistance be
provided to Afghanistan or
Mozambique without a waiver?

5. ISDCA of 1981 Sees. 724, 727 and
730. For specific restrictions
on assistance to Nicaragua, see
Sec. 724 of the ISDCA of 1981.
For specific restrictions on
assistance to El Salvador, see
Sees. 727, and 730 of the ISDCA
of 1981.

6. FAA Sec. 620(j). Has the country
permitted, or failed to take
adequate measures to prevent ,
the damage or destruction by mob
action of U.S. property?

7•.,FAA Sec. 620( 1). Has the country
failed to enter into an agreement
with OPIC?

8. FAA Sec. 620(0); Fishermen's
Protective Act of 1967, as
amended, Sec. 5. (a) Has the
country seized, or' imposed any
penal ty or sane t ion agains t, any
U.S. fishing activities Ln
international waters?

(b) If so, has any deduction
required by the Fishermen's
Protective Act been made?

, ,

No

Not applicable

No

Due to legal restrictions in Andean
Pact agreement, Peru is unable to sign
agreement with OPIC. Negotiations,
however, are taking place.

(a) Yes

(b) ·Yes, but a waiver of this
provision has been obtained.

l )



1 ,

9. FAA Sec. 620(9); FY 1982
Appropriation Act Sec. 517.
(a) Has the government of the
recipient country been in default
for more than six months on
interest or principal of any AID
loan to the country? (b) Has
the country been in defaul t for
more than one year on interest or
prine ipal on any U. S. loan under
a program for which the
appropriation bill appropriates
funds?

10. FAA Sec. 620(s). If contemplated
assistance is development loan or
from Economic Support Fund, has
the Administrator taken into
account the amount of foreign
exchange or other resources which
the country has spent on military
equipment? (Reference may be
made to the annual "Taking into
Consideration" memo: "Yes, taken
into account by the Administrator
at time of approval of Agency
OYB." This approval by the
Administrator of the Operational
Year Budget can be the basis for
an affirmative answer during the
fiscal year unless significant
changes in circumstances occur.)

11. FAA Sec. 620(t). Has the country
severed diplomatic relations with
the United States? If so, have
they been resumed and have new
bilateral assistance agreements
been negotiated and entered into
since such resumption?

12. FP~ Sec. 620(u). What is the
payment status of the country's
U.N. obligations? If the country
is in arrears, were such
arrearages taken into account by
the AID Administrator in
determining the current AID
Operational Year Budget?

(a) No

(b) No

Yes, the Administrator has taken such
into account in the FY 84 Taking Into
Consideration Memorandum.

No

Peru is not in arrears 1n payment of
its UN obligations.



13. FAA Sec. 620A; FY 1982 No
ADpropriation Act Sec. 520. Has
the country aided or abetted, by
granting sanctuary from
prosecution to, any individual or
group which has committed an act
of international terrorism? Has
the country aided or abetted, by
granting sanctuary from
prosecution to, any individual or
group which has commi t ted a war
crime?

14. FAA Sec. 666. Does the country No
object, on the basis of race,
religion, national or~g~n or sex,
to the presence of any officer or
emp loyee of the U. S. who is
present in such country to carry
out economic development programs
under the FAA?

15. FAA Sec. 669, 670. Has the No
country, after August 3, 1977,
delivered or received nuclear
enrichment or reprocessing
equipment, materials, or
technology) without specified
arrangements or safeguards? Has
it transferred a nuclear
explosive device to a non-nuclear
weapon state, or if such a state,
either received or denoted a

'nuclear explosive device, after
August 3, 19777 (FAA. Sec. 620E
permits a special waiver of Sec.
669 for Pakistan.)

16 • ISDCA 0 f 1981 Sec. 720 . 'Was the No
country represented at the
!'l e e ting 0 f 1'1 in i s t e r S 0 f Fore i gn
Affairs and Heads of Delegations
of the Non-Aligned Countries to
the 36th General Session of the
General Assembly of the U.N. of
Sept. 25 and 28, 1981, and failed
to disassociate itself from the

; I



co~~ni~~= iS2~~d: 1: S~, ~as

t~~ ?resiae~t ~cke~ It i~to

a:cou~t? (3eference ~ay ~e ~ade

to the Taking into Consideration
memo.)

17. ISDCA 0:- 1981 Sec. 721. See
special req~irements foy assis­
tance to E~iti.

1\0:: 2?? li cab 1e

18. ~: 1984 Continuing Resolution. No
Has the recipient country been de­
termined by the President to have
engaged in a consistent pattern of
opposition to the foreign po~icy

of the United States?
B. FUNDI1~G SOURCE CRITERIA FOR COUNTRY

ELIGIBILITY

1. Development
Criteria.

Assistance Country

a.. F.!:l_A.. Sec. 116. Has the No
Department of State
cietermined that this
government has engaged in a
consistent pattern of gross
violations of internationally
recognized human rights? If
so, can it be demonstrated
that contemplated assistance
"-Till directly benefit the
needy?

'", Econonic SUD'DOrt Funci Country-.
CriteriE..

a. ?AP. ·Sec. 502:5. nas it been No
determined that the country
:Las engaged ~n a consistent
patte.rn . .:: gross violationsoJ.
of internationa.lly recognized
hi.l~a.n rights? T+: so, has the-.
country made such significant
in:provements ~n its human
rights record that furnishing
such assistance is J.n the
';12~iona.1 interes t?··

ISDCA of
If ESF is
Argentina,

1981! Sec. 725(b).
to be furnished to
has the President

Not applica.ble

BEST AVAILABLE copy



certified that (1) the Govt.
of Argentina has made
significant progress in human
rights; and (2) that the
provision of such assistance
is in the national interes ts
of the U.S.?

c • I SDCA 0 f 1981 , Sec. 726 ( b) •
If ESF assistance is to be
furnished to Chile, has the
President certified that (1)
the Govt. of Chile has made
significant progress in human
rights; (2) it is in the
national interest of the
U.S.; and (3) the Govt. of
Chile is not aiding
international terrorism and
has taken steps to bring to
justice those indicted' ~n
connec t ion with the murder of
Orlando Letelier?

Not applicable

~\



I •

NONPROJECT CHECKLIST

A. GENERAL CRITERIA
ASSISTANCE

FOR NONPROJECT

1. FY 1982 Appropriation Act Sec. 523;
FAA Sec. 634A; Sec. 653(b).

(a) Describe how authorizing and
appropriations committees of Senate
and House have been or will be
notified concerning the
assistance; (b) is assistance
within (Operational Year Budget)
country or international
organization allocation reported to
Congress (or not more than $1
million over that amount)?

2. FAA Sec. 611(a)(2). If further
legislative action 1S required
within recipient country, y,That is
basis for reasonable expectation
that such action will be completed
in time to permit orderly
accomplishment or purpose of the
assistance?

(a) A Congressional Notification for
the assistance will be sent in
accordance with standard AID procedures.

(b) No

No further legislative action by Peru is
required.

J. FAA Sec. 209. Is the assistance The assistance is not susceptible to
susceptible to execution as part of execution as part of a regional or
regional or multilateral program? multilateral program. The assistance
if so, . why is assistance not so will neither encourage nor discourage
executed? Information and regional development programs.
conclusion whether assistance will
encourage regional development
programs.

4. FAA Sec. 60l(a). Information and
conclus1011S whether .project will
encourage efforts of the country
to: (a) increase the flow of
international trade; (b) foster
private initiative and competition;
and (c) encourage deve lopment and
use of cooperatives, and credit
unions, and savings and lpan

'1

'The assistance will encourage efforts of
Peru to increase the flow of
international trade by providing foreign
exchange to permit importation of
off-shore goods and services and to
foster private initiative and
competition by helping maintain the
liquidity of Peruvian private business
firms~ This assistance will not



associations; (d) discourage
nonopolistic practices; (e)
improve technical efficiency of
industry, agriculture and commerce;
and (f) strengthen free labor
un~ons.

5. FAA Sec. 60l(b). Information and
conclusions on how project will
encourage u.s. private trade and
investment abroad and encourage
private u.s. participation ~n

foreign assistance programs
(including use of private trade
channels and the services of U.8.
private enterprise).

6. FAA Sec. 612(b), 636(h) ; FY 1982
Appropriation Act Sec. 507.
Describe steps taken to assure
that, to the maximum extent
possible, the country ~s

contributing local currenc~es to
meet the cost of contractual and
other services, and foreign
currencies owned by the U.S. are
utilized in lieu of dollars.

7. FAA Sec. 6l2(d). Does the U.S. own
excess foreign currency of the
country and, if so, what
arrangements have been made for its
release?

I {

directly encourage development of
cooperat ives : etc. , discourage
monopolistic practices, or strengthen
free labor unions.

The assistance will encourage u.S.
private trade and inves tment abroad by
strengthening Peru's balance of payments
position and helping the Peruvian
private sector to remain financially
sound though the current economic crisis.

The GOP is making local currency
availab Ie for disas ter recons true t ion
through emergency reconstruction bonds.
The sale of these bonds has provided the
GOP with substa.ntial local currency for
disaster recovery. .

No

8. FAA Sec. 60l(e). Will the Not applicable
ass~stance utilize competitive
selection procedures for the
a\varding of contracts, except where
applicable procurement rules allmv
othenlise?

9. FY 1982 Appropriation Act Sec.
521. If assistance is for the
production of any commodity for
export, is the commod i ty 1ike 1y to
be in surplus on world markets at
the time the resulting productive

Not applicable



capacity becomes operative, and is
such assistance likely to cause
substantial injury to u.s.
producers of the same, simi lar or
competing commodity?

B. FUNDING CRITERIA
ASSISTANCE

FOR NONPROJECT

1. Nonproject Criteria for Developmen;
Assistance

a. FAA Sec. 102(b), Ill, 113,
281(a). Extent to which
activity will (a) effectively.
involve the poor in
development, by extending
access to economy at local
level, increasing
labor-intensive production and
the use of appropriate
technology, spreading
investment out from cities to
small towns and rural areas,
and insuring wide participation
of the poor in the benefits of
development on a sustained
basis, using the appropriate
u.s. institutions; (b) help
develop cooperatives,
especially by technical
assistance, to assist rural and
urban poor to help themselves
toward better life, and
otherwise encourage democratic
private and local governmental
institutions; (c) support the
seltllelp efforts of developing
countries; (d) promote the
participation of women in the
national economies of
developing countries and the
inprovement of women's status;
and (e) utilize .and encourage
regional cooperation by
developing countries?

b. FAA Sec. 103, I03A, 104,105,
106. Does the assistance fit
the ctiteria for the type of
funds (functional 4ccount)

being used?

(a) The assistance will enhance the role
of the poor in development by helping
provide productive employment
opportunities for those directly
affected by the El Nino disasters and
those indirectly affected due to the
economic losses caused by such disasters.

(b) The assistance will assist urban
and rural poor through the generation £0
productive employment opportunities.

(c) Peru has been helping itself to
recover from the effects of the El Nifto
disasters principally through a large
recons truction program financed in part
from reconstruction bonds that mos~

formally employed P~ru~ians were
required by law to purcha-s·e.

(d) Women will participate on an equal
basis in the assistance.

(e) This assistance will not directly
impact on regional cooperation between
Peru and its neighbor countries.

Yes



c. FAA Sec. 107. Is emphas is on
use of appropriate technology
(relatively smaller,
cost-saving, labor-using
technologies that are generally
lilOSt appropriate for the small
farms, small businesses, and
small incomes of the poor)?

d. FAA Sec. 110(a). Will the
recipient country provide at
least 25% of the costs of the
program, project, or activity
with respect to which the
assistance is to be furnished
(or is the latter cost-sharing
requirement being waived for a
"relatively least developed"
country)?

e. FAA Sec. 110(b). will grant
capital assistance be" disbursed
for project over more than 3
years? If so, has
justification satisfactory to
Congress been made, and efforts
for other financing, or is the
rec ip ient coun try lire la t i ve ly
least developed"? (M.D. 1232.1
defined a capital project as
II the cons true tion, expans ion,
equipping or alteration of a
physical facility or facilities
financed by AID dollar
assistance or not less than
$100,000, including related
advisory, managerial and
training services, and not
undertaken as part of a project
of a predominantly technical
assistance character.

Not applicable

Yes

Not applicable

f. FA..<\ Sec. 122(b) . Does the Yes
activity give reasonable
promise of contributing to the
development of economic
resources, or to the increase
of productive capacities and
self-sustaining economic growth?



g. F&~ Sec. 281(b). Describe
extent to which program
recognizes the particular
needs, desires, and capacities
of the people of the country;
utilizes the country's
intellectual resources to
encourage institutional
development; and supports civil
education and training in
skills required for effective
participation in governmental
processes essential to
self-government.

2. Nonpro j ec t Cri teria for Development
Assistance (Loans Only)

a. FAA Sec. 122(b). Information
and conclusion on capacity of
the country to repay the loan,
at a reasonable rate of
interest.

b. FAA Sec. 620(d). If assistance
is for any productive
enterprise which will compete
with u.s. enterprises, is
there an agreement by the
recipient country to prevent
export to the U.S. of more than
20i~ of the enterprise's annual
production during the life of
the loan?

c. ISDCA of 1981, Sec. 724(c) and
Cd). If for Nicaragua, does
the loan agreement require
that the funds be used to the
max~mum extent possible for the
private sector? Does the
project provide for monitoring
under FAA Sec. 624(g)?

This assistance will assist Peru in
dealing with the macro economic effects
of the El Nino disasters. The floods in
the north and severe droughts in the
south have adversely affected Peru's
balance of payments and reduced its
ovcerall economic output in 1983. These
economic reverses have come at a time
when Peru was attempting to restore
democracy and to move away from the
statist economic policies of prior
military governments toward a free
market economy. The assistance will
thus help to stabilize Peru's economy
and in turn help encourage democratic
self government and free market economic
policies.

Last year Peru renegotiated its foreign
debt to ensure long-range capability to
meet its loan repayment obligations and
is now negotiating further assistance
with the IHF.

Not applicable

Not applicable



3. Nonproj ec t Cri teria for Economic
Support Fund

a. FAA Sec. 53l(a) • Will this Not applicable
assistance promote economic or
political stability? To the
extent possible, does it
reflect the policy directions
of FAA Section 102?

b. FAA Sec. 53l(c). Will
assistance under this chapter
be used for military, or
paramilitary activities?

c. FAA Sec. 534. Will ESF funds
be used to financed the
construction of the operation
or maintenance of, or the
supplying of fuel for, a
nuclear facility? If so, has
the President certified that
such use of funds is
indispensable to
nonproliferation objectives?

d. FAA Sec. 609. If commodities
are to be granted so tha t sale
proceeds will accrue to the
recipient country, have Special
Account (counterpart)
arrangements been made?

Not applicable

Not applicable

Not applicable



associations; (d) discourage
mo~opolistic practices; (e)
inprove technical efficiency of
industry, agriculture and commerce;
and (f) strengthen free labor
un1.ons.

5. FAA Sec. 601(b). Information and
conclusions on ho~ project will
encourage u.s. private trade and
investment abroad and encourage
private u. S. part icipation l.n
foreign assistance programs
(including use of private trade
channels and the services of U.S.
private enterprise).

6. F&~ Sec. 612(b), 636(h); FY 1982
Appropriation Act Sec. 507.
Describe steps taken to assure
tha t , to th e max l.mum exten t
possible, the country 1S

contrihuting local currenc les to
meet the cost of contractual ana
other services, and foreign
currencies owned by the U.S. are
utilized in lieu of dollars.

directly enc~urage development of
cooperatives etc., discourage
monopolistic practices, or strengthen
free labor unions.

The assistance will encourage U.S.
private trade and investment abroad by
strengthening Peru's balance of payments
position and helping the Peruvian
private sector to remain financially
sound though the current economic crisis.

The GOP 1S making local currency
available for disaster reconstruction
through emergency reconstruction bonds.
The sale of these bonds has provided the
GOP \\,i th subs tantial local currency for
disaster recovery.

lJ • S. O\o.'TI

of the
\o.lha t

for its

7. FAA Sec. 612(d).
excess foreign
country and,
arrangements have
release?

Does the
currency
if so,

been made

No

8. FAA Sec. 601(e).
assistance utilize
selection procedures
awarding of contracts,
2?plicable procurement
otherwise?

Will the
competitive

for the
except where
rules allow

Not applicable

9 . FY 1982 APpropria t ion Act Sec.
521. If assistance is for the
prOduction of any commodity for
export, is the coromod i ty 1ike ly to
be in surplus on world markets at
the time the resulting productive

Not applicable



NO~PROjECT CEECKLIST

A. GENERAL CRITERIA
ASS ISTA-NeE

FOR NOI,PROJECT

1. FY 1982 Appropriation Act Sec. 523;
FAA Sec. 634A; Sec. 653(b).

(a) Describe how authorizing and
appropriations committees of Senate
2nd House have been or will be
notified concern~ng the
assistance; (b) . is assistance
within (Operational Year Budget)
country or international
organization allocation reported to
Congre s s (or no t more than $1
million over that amount)?

2. FAA. Sec. 611(a)(2). If further
legislative action 1S required
within recipient country) what is
basis for reasonable expectation
that such action will be completed
in time to permit orderly
accomplishment of purpose of the
assistance?

3. FA';' Sec. 209. Is the assistance
susceptible to execution as part of
regional or multilateral program?
If so) why is assistance not so
executed? Information and
conclusion whether assistance will
encourage regional development
programs.

(a) A Congressional Notification for
the assistance ~ill be sent in
accordance with standard AID procedures.

(b) No

No further legislative action by Peru ~s

required.

The assistance is not susceptible to
execution as part of a regional or
multilateral program. The assistance
will neither encourage nor discourage
regional development programs.

4. FAA Sec. 601(a). Information and The assistance \.,ri 11 encourage efforts of
conclusions whether project ~ill Peru to increase the flo\\' of
encourage efforts of the country international tradE: by providing foreign
to: ( c;.) increase the flo\\' of exchange to permit importation of
international trade; (b) foster off-shore goods and services and to
private initiative and competition; foster private ln~tiative and
and (c) encourage development and competition by helping maintain the
use of cooperatives, and credit liquidity of Peruvian private business
unions, and savings and loan firms. This assistance will not



capacity becomes ope.rative, and 1S
such assistance likely to cause
substantial injury to u.s.
producers of the sa@e, similar or
competing commodity?

B. FUNDING CRITERIA
ASSISTANCE

FOR NONPROJECT

1. l\onproject Criteria for Development
Assistance

a. FAA Sec. 102(b), 111, 113,
28l(a). Extent to which
activity will (a) effectively
involve the poor in
development, by extending
access to economy at local
leve1, inc reas ing
labor-intensive production and
the use of appropriate
technology, spreading
investment out from cities to
small to~ns and rural areas,
and insuring wide participation
of the poor in the benef its of
development on a sustained
basis, using the appropriate
u.S. institutions; (b) help
develop cooperatives,
especially by technical
assistance, to assist rural and
urban poor to help themselves
to~ard better life, and
otherwise encourage democratic
private and local governmental
institutions; (c) support the
selfhelp efforts of deve.loping
countries; Cd) promote the
participation of women in the
national econom1es of
deve loping countries and the
improvement of women's status;
and (e) utilize and encourage
regional cooperation by
developing countries?

b. FAA Sec. 103, 103A, 104, 105,
106. Does the assistance fit
the criteria for the type of
funds (functional account)
being used?

This assis~ance is provided to Peru for
disaster relief, rehabilitation and
reconstruction pursuant to the
deobligation reobligation authority ~n

the Supplemental Appropriations Act,
1983 J as extended by Continuing
Resolution for FY 1984. Hence the
nonproject criteria for development
assistance are not applicable.



c. FAA. Sec. 107. Is emphasis on
use of appropriate technology
(relatively smaller,
cost-saving, labor-using
technologies that are generally
most appropriate for the small
farms, small businesses, and
small incomes of the poor)?

d. FAA Sec. 110(a). Will the
rec ipient country provide at
least 25% of the costs of the
program, project, or activity
with respect to which the
assistance is to be furnished
(or is the latter cost-sharing
requirement being waived for a
"relatively least developed"
country)?

e. FAA Sec. IIO(b). y,l ill grant
capital assistance be disbursed
for project over more than 3
years? If so» has
justification satisfactory to
Congress been made, and efforts
for other financing, or 1S the
recipient country "relatively
least developed"? (M.O. 1232.1
defined a capital project as
lithe construction, expanS10n»
equipping or alteration of a
physical facility or facilities
financed by AID do llar
assistance of not less than
$100,000, including related
advisory, ffianagerial and
training services) and not
undertaken as part of a project
of a predominantly technical
assistance character.

f. Fl:v\ Sec. 122(b). Does the
activity glve reasonable
promise of contributing to the
development of economic
resources, or to the lncrease
of productive capacities and
self-sustaining economic growth?
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ENVIRONMENTAL DETERMINATION

Project Location:

Project Title and Number:

Funding:

Project Description:

PERU

Project Assistance Approval Document-Balance
of Payments Assistance 527-0278

FY-84 $60,000,000

As a result of the floods, landslides, and
drought of 1983 t the already acute balance
of payments and budgetary crises facing Peru
were made even worse. These natural
disasters caused over half a billion dollars
in foreign exchange losses. As a
consequence t the country has experienced an
even greater decline in economic activitiy

,and employment nationwide than otherwise
would have been the case wi thout the
disasters. The purpose of the proposed
program is to make available $60.0 million
in foreign exchange to help relieve balance
of payments pressure resulting from the
disasters.

statement For Categorical Exclusion

It is Lhc opinion of the USAID/PERU Project Committee that the Project
does not require an Intitial Environmental Examination, because its
activiLies are within the classes of actions described in Section 216.2,
paragraph(c)(2) "Categorical Exclusions" of 22CFR Part 216:

section 216.2{c){1){i)
The action does not have an effect on the natural
environment.

Concurrance of the Acting Mission Director

I have reviewed the above statement and concur in the determination that
the Project "Balance of Payments Assistance" does not require an Initial
Environmental Examination.

Date




