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PREFACE-

LY

R response {0 a request from the Goverament of the Republic of Peru, the Government of Japan, as
a pait_of its program of téchnological cooperation with respect 16 the development of the Coroccohuayco,
Quéchua, and Tintaya copper minds tn the southéin part of the Department of Cuzéo, commissioned the present
study, ¢ariied oul during 1978 through the good offices of the Japan Intemations) Cooperation Agercy and the
- Metal Minlg Ageacy of Japan, for the purpose of suggesting plans which could facifitate the installation of need.
ed infrastructure for the development of the mines in question.

.. 'The piesent study consisted of a preliminary suney and a main study. The members of the prelimina-
1y suney, leam wesé dispalched {o Pesu for the périod from Agust 916 26, 1978, and during that time they con-
sulted with various Peruvian government agencies aboul what ought to be covesad in the study, Since it was
decided that the main study would be a multifaceted one covering many fields and should play a useful role in
formulating plans whereby improvements in infrastructuie would contribute to regional development in the area
of the mines, the project was commissioned i the International Development Ceatér of Japan. A study leamn
visited Peru from Septémbér 27 to October 24, 1978. c '

 Peru is 6né of the world’s most important minzial-résouice <ovntries, and its wide Variely of re-
sousces include copper, silver, fead, zine, and iron ofe. The export of minesal resources accounts for moze than
$0% of Peru's total exporls and plays an extrémely imporlant role in the countiy’s economy. Since 1973 copper
has i¢placed fish mieal a3 the top export item, 2nd the Peruvian Govemment is pulting much ¢ffort inlo develop-
mznt, ¢onsidesing it; togethes with the developsént of pétroleum resources in the eastern Amazon region, to be
the wining choite as a means of rebuilding Feru's economy. The preseat plan for developing the thies copper

mines in question may be thought to be in linz with the govemineat's intentions in this cegard.

 In ehaborating the sxjggﬁtéd planis for infrastructuré facilitizs, it was considered import to pay atten-

lion to the way's in which the latént of potential impact of the mining development can redound fo the eptimum

benefit of regional econonmic development, 1nd these considerations have been kept alway's in mind during the

- eourse of the study. Thé piesént repoit, which has come aboul as a résult of the above circumstances, stmmarizes

_the results of-the basic study which was carried out with fespect to mines, electricity, roads, housing, use of

geotheumal, agricullure, with due consideralion being givéa to the balsnce between mining operations and region- -

- al development. We should be pleasad if the present report could be of assistance to the economic and regional

development plans of the Républic of Pesu and if if could 344 to the fri¢ndship of the past in promoting the

fricadly sentiments which exist between Japan and the Republic of Peru. .

In cloding, we wish €o express our heastfelt gratitude for the invaluable cooperation from the Peruvian

Govemment and its celated agencies and public corposations, the Ministty of Foreign Affairs of Japan, the
Yapanese Embassy in Peru, the Ministry 6f Inteinational Trade 3nd tndustry and other related ministries.

March 1979

Shingkn Hogen
. President
Japan Inteinationat Cooperation Agency

Mssy v Vi,

Masayuki Nishiiye
Presideant,
Metal Mining Agency of Japan
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CHAPTER 1  SUMMARY AND RECOMMENDATIONS

1. Background

In its official !eller of July 21, 1978 (Oficio No. 224-78-EM/DGM), the Govesnment of the Republic
of Pesu réquested the Government of Yapan for technical assistance in the study of infrastructure development
jelated to the development of coppés mining at Chroceohvayco near Velille-Yauri about 180 km south of Cuzco
City in Southem Peru. Subsequently, the Government of Japan agreed 1o provide the technical assistance and

entrusted the sunvey to the Japaa lnternational Cooperation Agency (JICA) and the Metal Mining Agency of
Japan MAJ).

The Coxoccohua)co cOppes o2 ﬁeld was first found 1o be promising during a geological survey
carried out between 1971 lhrough 1923 under the cooperative mineral exploration project provided by the
Govemment of !3pan Based on the result of the suney, Minero Peru and the Overseas Mineral Resources

Development Company of Japan (OMRD) came into a contracl in February 1974 for a joint exploration of the
deposit, which is cuzrently ongoing.

In 2ddition (o the Corodcohuayeo coppes ofe-field, the area rearby has several development poten-
tials: () thére is an O6ngoing copper mine al Atlaya sbout 15 km west of Corociohuaycd and operated by a
Peruvian privafe company with the capacity of 450 tons pér day; (ii) thire are two olhér promising copper
deposits, one 3t Quéchua 2id another at Tintaya, both of which are located within the 6-8 km sadius from
Corocéohuayco. Geologics! surveys on the former ore deposit were made undét the Japanese Government's -
nverseas geological suney pw)ecl between 1970 and 1977, and 1he deposits are being explored by the Mitwi
Mining and Sirelting Co., L4d. of Japan, who was accorded exploilation condessions, The Jatter Tintaya oze field
- i onned by Mincio Peru, and a feasibility siudy undertaken by H.A. Simons (Intérnational) Ltd. of Canada is
curently under review by the Governmeént of Peru, which is éxpected (0 select a pastner for the mining develop-
rent afier an inteinational tender; and (iii) thése is a strong possibility to develop geothermal energy using high
lempe;atute steam andfor hol wates piped (o the surfate from the earth’s interior. A preliminary survey cardied
outl in 1976 by the Geothermal Frergy Rescarch and Development Co., 114, of Japan with the assistarice fiom
the Ministry of Intérmational Trade and Industry has shewn that the prospects are specifically good for the
Quisicollo area, 2bout 33 km south-¢ast of Coroccohiayco, for utilization of the hzat not only for geothermal
powet de\elio?menl for mining but also for the development of horticulture, loca] air conditioning (district
heating) and other industriat uses. fn view of the above, Minero Pesu propos2d at the Peru-Fapan Joint Commiltes
held in Lima m April 1978 for the development of the Coroovchuayco mine that an integraled regional develop-
ment piogiam for the project aréa be formulated taking into account development poléntials arising from
possibk projects in addition to the proposed Corovvohuayed copped mining.

2. Objective of the Sbhréy

In accordance with the alorementionad tequest by the Government of Peru, this survey has the
uliimate objective of improving the welfare of the people of the propased Projct Area by means of comprehen-
sive and intepratéd dewelopment of the proposed Peoject Area in the provinee of Espinar, Cuzeo 23 well as
development of geothemmal energy, and combined with the improvement of related infrastruciuce. This sunvey is
o b2 carred oul over the period of two years and the present report gives the results of the first year's work. The
speaﬁ.. objectives of the survey are as follows:

)] ldentnﬁcalioﬂ of the development poteatial

Mentification of the development polential of water resources, lransporiation modes, powet, teke-
communications and housing, 23 required in connection with development of lhe mines;

(2‘) _l)ew!épmenl of geot}ie‘nml énergy and of agricullue and livestock

In close coopeu tion with 2 techaical tezm 1o carry out éxplosation and dilling on the Quiscollo and

the neighboring ateas started from 1978 undes a thiee year program, the most suitable way to utilize geothermal
“eneigy Is 10-be examined 50 a3 Lo conlridbule o regional development. In addition to the original objective of
establithing a minéral industay In the area, agdculivee and other industries should be promoted in the Projkect



Area so thal more employment and an improvement in the standard of living covld be provided;

(3) Companative study of infrastruciure improvement and agricultural development

In connection with mine development planning, comparatively analy sing various altemah\'e means for
infrastiucturé improvement and development of the agriculture,;

(4) Estimate of investmént cost neaded for mfras|ruclure mermemml and 35,r1cu!lura! development {with
estimalion of the tolal required invesiment amount o be made in the se¢ond )’ea: of the suney, ‘togethes mlh
evaluating the economic feaqbﬂnl)) and

(5} Recommendation of detaded studies and itéins 1o be studied

For realization of the dévelopnmenti plan, recommeéndations on detaited studies “}mh shou!d be
peiformed, and on itemms which should further be studied. : :

3. The Couatiy’s Economy and the Proposed Praject Ares

Located in the céntral part of the South Amesican Ceatineat's Pacific Coast, the Republic of Peru is
the third largest couniry on the continent and thice times as large as Japan. Pem is one of the world's best
endowed countrics with regard o mineral resources, in terms of both the quantities and the divérsily of those
resources. Geophysically the country has a north-south axis which is somewhat lasger from the cast-wést ands, and
may be divided into Costa (the desest 2062 a‘long the Pacific Coast), Siesra (the mountzins of the Andes which are
on the intand side of the desert zone), and Sclva (the densé forest jungle which is funther mland) and bedsuse of
the difficult topography the country has nol been economically infegrated. In the past, the economic develop-
ment of the country was largely confined o the development of commerce and industry in the cosstal area
having Lima a$ its eentes, and sugar, cotton and other estate faming in the coastal zone wheie it has been easy to,
irrigate. Because of this, virtvally the only development of tr2asporfalion was in and along the leagih of the
coastal zone, and in the form of arterial reads and ratiroads linking inland cities with the coastal zone, and inland
transportation remains largely vadevzloped. Further, xegarémg electric power, major useis are conctnlla!ed in
the ¢oastal zone, while sites most suitable for development of hydropower generation are east of the Andes, and
fransmission costs are high becaute the country is so large. Under these conditions, the deselopmenl of mines in
the Andes zone is faced with various constraints related to infrastruc ture. -

Closly connes ted with 1A legioml diiparil:es'of economie aclmly,a dual struclure of the economy
is senving (o restrzin the economic development of Pesu. In the past, investmeat fwm both domedn. and foreign
sources has been concentrated in the primary products export seclor. As 2 consequénce, a modem sector was
daveloped in which foreizn countries were :lied upon as the scurce of capital equipment and faw malerials, 35
well as the markel fos the products, which were made for export. However, the modern seclor, has beéa able to
absorb only a fraction of the nation’s work force, the majosity of which i is employed in agriculture in the produc-
tion of foodstufls, or in small firms employing kss than five workers. Thesé is a great lechno!o;lcal disparity
between the modern sector and this Lraditional seclor, as well as a d;spanty in productivity and a disparity in
wages. In addition, a viable linkage between the Iwo sectoss in (énms of the supply of saw malerials and other
inputs has not been formed. Therefore, the modem sector has had very litile Impact on the de\elopmenl of the
traditional sector, yet it i only the modem sector which flourishes whén favorable conditions prevail in inler-

national markels for primary produds “fn-ch Peru e\pons and when averseas markets are sofl the entire
economy suffess. :

The military administration which acquired tonlro! in Qtober, I968 tm’buked on lhe Soulh
Américan continent’s most radical progeam of laad reform, 2nd bas promoted strongly socialistic policies, sich as
through the nationalization of the major means of production. However, these m-aasutes have had only the
modern sector a3 their primasy ob]eclne and have not servied 16 fav oubly modify thé dua! s!ruclure SubsequentQ
ty. many public corporations which have been established in tine with nationat policy have ac-:umuhfed growiag
deficits which, among others has contributed to a national fiscal crisis. The tubsequ-:n! increase in monsy supply
has had inflstionasy ellects, and in addition, the counlsy™s imports have substantially increased through Stimulal-
ing imporl demand, as a contequence, Peiu’s external debis expanded, deteriosaling the intemalionat balance of
payments and obliging Peru to seek assistance from IMF, the Executive Board of which in Seplember, 1978,
approved ce2dit facilities. The Peruvian Govemment has adopied emergency measures 1o resteain total demand
which are now being enforced. Fuither, at an international meeting in Paris in Novembes, I9‘!8 2 measure was
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apprmfd for xeiming Peru’s external debis amounlmg fo approximately USS1.9 biltion which were scheduled to
fall due dunng the coming lhfee )ears. $0 that some reliel has been provided for the counu) s mlematlona!
ba?ance of pa) menls

. ’ﬂ‘:e !ong Ie;m outlook for Pen.l s ba!ancé of paymenls is by no means datk Because the count!)'
possesaes ‘both rich and diversified apricultural, I‘ixhe{y and mineral 1esources, exporls do not rely solely onone
of a few wmmod:hes and the econr)m)' is"protecied against the risk of flucluation in éommodity market prices.
ho:e unporlanli)', Pesi became 2 net expori¢r of petroleum in 1978. If the measitfcs {0 Suppress tota) demand
are effedwely Jmplemenled it'is by no means imgossible for the country's economy lo recovei from its curnént
difficulty.- In the fong run, however, it will be utgent to make progress in the integration of the dual struclure
of the econdmy. On the side of the 3id giving counlries and internationat agencies, not only s it necessary fo
strive for contrbution o Mméreases in the production capacity of the modem seclor by means of the development
in mining ind other industriés and deielopment of related infrasiructuie, but akso 1o forging the mutvally-sein-
forcing finkagze of both the modern and fraditional sectois thiough the :mpmsemenl of the standard of living of
residents ‘of the [egaons concemed The Perwsian Governmenl’ recogaues this necessily zhd in June, 1978,
established the Oiganisiio de Dessirollo 'del Sur Oriente (ORDESO) a5 an implmenting azeacy to be concened
specifically with the development of the thiee depariments of Cuzeo, Aprimac and Madre de Dios, which havé

lhe:(o lagt,ed in dewe!opment ’[he pmpoeed Projecl Arca lies within this ar¢a of jurisdiction of ORDESO

. The Ptmmct of Espmar, the prop-o-ed Pw;ect Area is at the southem extremity of Cuzco Depait:
menl in the Ardes al the elzvation of 3,800 - 4,300 m above s2a level. Espindr is large in area, encompassing
4418 9 kni, but ac«.‘ordmg o the 1972 naticaal ceasus the population is only 42,000, making the population
density only 9.5 peisons per square kilometer. The only modern industry present is the Atalaya miné, and more
than theee- fourthe of the area’s residents ace ‘eagaged in camal agriculture and livestock farming (including here
those . faimars who alsé have non-farm income) for theii tivelihoods. Other industries comprisz traditional

industries, commérce, lranspo;iatmn and othes sema.e mdeilnes commérce, transportation and other senvice
indusiries. . .7 :

I'-‘rom the seal of the pm\maal government of Espmar Yausi, to the adjacent Sicuaniin the Pwnnce
of Canchis it s 103 km, and 16 Cuz¢o City, Cozcv, itis 180 kmasa steaight line 0a a map, and 2n additional
straightdiné disfance of 90 Kk to Matarani which is the major port sening the region. Cities other than Yauri are
accessible by means of arlerisl roads and there is a railicad batween Cuico, Sicuani and Araquipa, bul the Yausi
zoné is nol fa-.med by convenientlylocated transposiation 2rtedies. In addition to the area’s being isolated in
this way, because it is 41 an ekevalion of about 4 000 i, the development of the hm&pomlmn rietwork bas been

retarded and dunng the rainy season most transportation senvices are internepted. Within the Project Area the
only pased roads ale some of lh(’)se in the Yausi town.

. With regard to power, in addition to the (wo power stations in Cuzco Department, namely the
\lachu Picc! hu hyd 1opoRer plant (44 Mw) and the Dolores Pata diesel gerenaling plant (3.4 MWY, there are sinall-
séale hyded” powei and ‘diésel Facilities ia various Tocalions in the region but there is no supply of power from
these installations to the pmposed Projéct Afea. The only power generated in the Asea s that of the dicsel urits
in Yaun and al the ij:‘cl Area’s mines. Becausz most of the Area’s residents are not suppl«ed with powes, they
use candles and oil lamps for ltghhng, and bum oil and dried livestock dung for fuel.

Meleoro!og_h-al conditioris in the Pro_,ed Area are sevége. The average armual temperatuie is 8.1°C,
and lhe {ow is 107 C, making conditions extiemely difficult for Farming. Peecipitation is higher thanin adjacent
provinces, bul becaute of the high elevation and stéep gradient of much of the Jand, the enly vegelation is wild
grasses, so that most umfall is dost as surfzed runofi (o lowes elenhons ard the Areain gendsal is dey.

AR Because i is d;l‘l‘:-.ull to :mgate here, agmu!iure in the Pm;ecl Area, being subject to natural restric-
'hons is limited to upland crops. The major ¢rops under cultivation are non-dmpréved varieties of potatoes which
are capable of withstanding the cold tempesature, (‘a‘mhua and Quinua, but production, which must use the ex-
temely short rainy ‘Season, is barely sufficient for meéting the needs of the produceds themselves. Only on a very
few of the faims is thete any me;hamzauon 1o speak of, because steeply-stoping [and is common, the scale of the
average fasm is small, and thé cost of farm machinery is high. Therefore human tabor is the majot source of power
for farming 4nd it is difficult 16 expand the cultivated area. Fuither, badause theee is vietually no usé of fertitizer
o1 ageicultural chemicals, thé Kvel of fsiming technology is extremely primitive, and produciivity of both land
and labor {s Jow. At it Is difficult to increase farm production In this high-elevation Area there is a tredd for
farming to shifi to raising shéep, llamas, alpaca 4nd caltle, 38 the elevation increasés. In additidn to the famers’
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Ipaca, they also use these
obtaining cash income through their sale of wool and meat from sheéep, Hlamas and a A

2nimals for fiansporling materials and goods. Calile aré primarily raised for sale of beef, bul thelf mitk i is used for
production of cheese on the farms, Native grasses are the mainstay of cattle feed, and because hig,h ¢osts piohibit
imporlation of improved breeds, livestock raising in lhe Project Areals camed oninan exueme}y haphazasd way.

Given the exteemely low productmly of agncu!lure and Iuestod: raising in Ihe Ar¢a thé slandas‘d
of tiving of the smallholdess is extremely poor. From 10 (o 20% of the residents migrate 10 Aréquipa to work as
seasonal Farm laborers and oblain cash income, during the fourmonlhslong rainy season. Therefore development
strategy fos the Project Area has o be twofold: fisst, employment opponlumlgs fof the Area sresndenls‘mqu!d_
be created through development and operation of the mines so that they no longes have 1o travel great distances
to find work; second, the productivity of agricolture should be upgiadéd so as to imprové the standard of living
of the Area’s residents. Fuithes, the improvement of infrastruclué in cornection with the mines, such as relafed
to power generation and roads, will also bz highly impostant in mem\mg the lives of the sesidents of the Aréa,

4, Recommendations fot Development Planning

4-1 The Mining Sectos

Within the Préject A:ea in addition to the Al:ﬁas; misie which is cuuenlly operaling, theré aré
severzl promising deposits. Although it is riol at piesent certain when the fatter will be de\e!oped itis pxesumed
that in consulfation with Misero Peru and private compames concerned, there will be de\elopmenl of the Tinlaya
minz in 198082, of the Coioccohauycd minz in 198385, and of the Quechua mine in 198688 I is further
presumed based upon consulfations, that the scale of opesation; volumes of ore, materials and fuel teansportéd;
annval power requirements; water requirements; number of employees; and fife of the mines will be as shown in
Tsble 3-6. ' ' '

From the vicwpoint of economies il is desirable that the same type of ore to be produced at ¢ach of
the mines be processed at the same beneficiation facilitics. For the same reason, it is recommendad thata smgle '
machine chop and repair shop be establishad 10 serve all of the mines.

The Tintaya and Coroccohauycd mines ml! us¢ the same source for waler, bul a more delﬂed study
will be necessary regarding surface runoff and stréams.

4-2  Power Development

The Ala!aya mine generates lts oan power by us@ of a du—*-el unit a! the mine, and msu!hng a diesel
generatos al the Tintaya mine for ifs use is now being proposed m the feasibility sfudy. However, in thé néar
future, when development of the Corovcohauyéo and Quechua mines begins, il vml be teononucal {o o;)eule a
single power plant to supply all four mines. ,

The follo;mg are the five altermatives for supplgmg powet to all four mins l‘ro'n 3 smgle toufce:

(1) Aninceessein the output of the poviei planl {699 MW) at Machu P‘icchu as ennsaged by Eiedro Peru md
installation of an additional {sansmission line (138 kV, 308 km) 10 the Tinfaya miné;

(2) In Arequipa Department in the south; pha<e 1 coastruction work is be.ng proceeding for the Majes
Project, a large-seale regional development plan mncenllatmg on agriculural de\ﬂopmenl "As parl of the
Majes Puoject, odnstruction of the Liula power station (270 MW) 20d the Llvclla powei station (382 MW) it
contemplated. Power may be supplied 16 (he mines by the add:tlonal installation of a haﬁs:nissidﬂline‘ (I'SO :
170 ken in st1aight inzon a map) I'mm eﬂhel ol' lhese s!auon;, : ‘ :

3 lns{allauons of a 5350 kW die¢el generalmg planl at the Tintaya mine sshich ks the frsl of the Lhree new
mines o be developed, 2nd supply power to the olhen by tranmussmn linss (66 kV)

4) The Rjo Jarma and Macama areas which ace e\ammed

dunng the present geo:hetmal sunvey, t ¢thét
with Quisivollo which has already been investizgated, have the 4 og

polential of generating electdle power. i the
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exjstence of high lempetalute geothermal fluids is ascectained, it will be possible 1o supply power through
the construction of a geothermal power plant with the capacity of 30 MW or more and installation of 66 &V
transmission lines to the mines, and

(S) l\e'.\ consiruchon of a h) dﬂ)pO“él stalion ffom which power \mu!d be transmitted 10 the mines. Two
altematnes aré conceuab!e 0] To build a dam at the outlet of Langui La)o 15 ket south 'of Sicvani; building
a po!.\er plant. downsiseam from that, and instal} a transmission line (138 xV, 70 %) 1o the mines; of (i) at
the \alley aboul 2 km nonh of Yaun which is at the point of confluence of lhe Apiimac and the Rio Salado
which flow near the mine to construct a multipurpose dam “hrch will provide irrigation water, dvinking water
and also provide a head for pom‘; generation.

The advanlages and d;sadvantages of these fivé possibilitics has been compared as follows:

) A!though it feas:‘b:hty musl be ascemined by the fulure detailed suney, |fgeolhﬂmal powes genemnon
proves 1o bé feasible, it would require the lowest consiruction cost per unit kifowatt of all (for 30 MW, about
USSI ‘250 pet kilowalf) and the lowest pioduction ¢ost of all (US$0.03.0 Oalfk\\h se¢ Fable 7-11);

: '{2) The ne\l mosl ad\an(eg,ews me:lhod iste supp!)' powerb)‘ sieans of Ifansm:saon lines frora lhe e!usfmg
hydropowet planl ora p!anl fo be built. Two alternalives are possible: (i) supply from the Machu Picchu plant;
(ﬁ) or from the Ma)es Pm;ecl plafﬂs In terms of the dmances involved, 1he Tattes is pxel‘euab!é Howeves,
beq.aus., the conteénts of the Majes Project bécame known al 3 point quite pear to the end of the mission’s stay
in Pem it wasnol posu‘b!e to investigate ils implications thomugh}y or tohave a sahsfadmy exchangé of views
with authoritizs concerned. Sinee 2t the present time the feasibility ol'geolhe;ma] powes géneration has not yet
beenr determined, U B proposed thal thé responsible agencies consider the proposed Project Area as l‘a!lmg
within the 1ang2 of power supply planning under the Majes Project.

(3) Dicsel power gencration isinfe rior in terms of costs to puschasing power by installing transmission lines.

Bec ause économies ol' '-ca_le “oukl nol be oblamed b)’ construcling a h) dropowes plant tc!ely for sal.sfy-
ing the mine’s requiréments, it would be the most expensive method of all. There is also a problem in that a
considerable ares would become submerged as a result of building a dam.

43 Rdaﬂ‘ ﬁere!bbme"nl

th the start ofopelahon of the miries, it is expected that large qu:nhues of construction matérials,
ore, fuel, supplies, eqmpmenl and the like will have {6 be transporied to and from the mines. The existing read
reiwork, namely the road tom the Ala]aya mine te Sicuani {128 kin; transpo:l thereafter by railicad) passes for
much of its length thcough siountainous terrain and has many tuing. Besides, it aould have o be widened in
places in ocder to acodmmodate the expected volume of Leaflic, so that it is nol suitable for meeling the anticipal-
&3 requirements. In the p:esenl sunvey, a humber of altematives weré compared with regard (o construction ¢ost,
truck opérating casl, Ie-:hmul aspects of 1028 improvement, maintenance, regionzl development effects along the
roads’ lengths, and other aspects. Asa result, the mission identified the following two routes as being svitable for
meeting transporl needs of the mining development, and improvement of thesz roads is recommended:

[0} If only rcad transport is used: Mines -- - Sibayo —— Atequipa — — Matarard pont (283 km)
() 3f s0ad and rail Laansport are combined: Mines —— Ayaviri {95 km, thereafter, rail transpoit)

Which of these two shonid be assigned hjg,het priority 1s to be determined through comprehensive
snalysis of thé dévelopment of both raitidad and hatbor, dusing the s2cond year of work. However, It should be
nofed that the’ construction’ of the icad-only sltémative meationed above (l) has many advantages- (2) geeatly
shortening the time” tequired 19 fravel between the min¢ ai¢a and the coatlal zone, (b) connecting with the
Majes Piojéet’s large séale agmultunl dewelopinent project along the 10ad, and (c) tinking the meny villages and
minet in the ased. Because of this, even il the decision is later made 10 assign higher priority to the road-plus-rail
alternative, theze would still be need tof improve the road-only alternative.



44 Housing

At présent, it is p]anned for each mine to have ils own miniog (own, buf because the fO'I-Jf mlpe§ ire
located aear to oné anothes, and il would be more economical, it is recc‘tmmen;ded that a slngJe ﬂiﬂ}ﬂ% Iovfg,_be
developed for all of thenm. Howeier, between Tinlaya aind Quéchua, and ?:»Ie:lfi~¢en Co_focqo!y;uyff) a_n@ Quéchua,
transportation is extremely difficult because of steep topography al ele'ral_lons of_ zbou! 4,700 m. In éf()nlir;.s_?_ to
this, transportation belween Tintayz and Corocechauyco s iela!i_vefyfea'sy, by means Qf‘Rgta:__l)jc_menen}al
No. 104. i is therefore recommended that at keast the mines at Tinlaya and Coroccohuayco have dne and the
same mining (own. o .

As a suitable location for both the Tintaya and Cozoccohuayco mines, it is r_éc‘q:mm_‘pded that the
elevated feft bank of Rio Satado at 2 point aboul midway between the two mines be used. The {opography h(z;é is
gentle, the physical characteristics of soil are suitable for the construction of homes, and it would be fe!atjn'gly
easy {o obiain water. The commuling distance to each mine would be aboul 12 k.

Should a joint development of the mining (own be undértaken 2§ recommended abdve, i_.l"s_‘;&?a_le,
alowing for the workers, thels familics, and the senicetelated pq'pu!;lio_n, wou‘lt_:lr be g_boyl 8,!0(} peisons. The
nvmber of housing units which would have to be supplied is 1,350, for a total of 5,400 persons, <o that a_bqul
100 ha would be required as the land area of the (oan. The development cost would be, in 1978 prices, US$9.8
million, and if requirements for the 3 ~ 5 year péciod peior o the starl of operations are added, the constéuction
cest would conwe 0 US$16.4 million. Developmenl of a fown of the abovedescribed scale would be ércation of a-
town twice the size of Yauri which is the seat of the provincial goverament. ‘ ' o

4.5 Geotheimal Energy Derelopiment

The present geothermal susvey, in addition (o the area of 2 sq ke in Quisivollo which was confifmed
by the 1976 suney, is to coivs the rather brozd area crossing Rio Jarma and Macarara north of Quisivollo and
3 km east 1o west and 5 ki nocth to south, whese having the same héal source as that of Quisicollo, the piesence
of a geothermal zoue, was ¢onfinmed. : ' ' - T

Howgewer, the quantity of heat is greatest at Quisicotio, and that at Rio Jarmais one-tenth of it while
it h3s nol been ascertained what kewel of heat eists al Macarara, although the fevel is expected to be about the
same as that al Rio Jarma. B o o

Judging from the experience of other countsies in utilizing geothéimal éncigy, if it fs possiblé to
collect heal fo the extent of five lines the region’s naturally-teleased quantity, the equivalént of 30 MW per héut
of electricity equivalenl may be expected. However, in order (6 more accurately detemmine its feasibility; thére is
2 ieed to explore the ssbsuiface conditions further and the distribution of deep underground watéd, thicugh
eleclric prospecling and gravity tests. In addition, it is necessary to drill a 500 m obsérvation well in‘order (6
confim the presence of a geothermal fMluids. On the basis of these results, 3 developméat pla for geothermal

eneigy would be formulated. During the second year, fusther geological survey will bé continued.

46 AgricuTtural Development

In ordes to improve the agrcultural productivity in the Project Area, the following lhfee méasures ate
spevifically secommiendad:

First, smallscale ireigation facilitics should be introduced in the Project Acea, as iraproved varitties of

potato can be made possible to be cultivated, such varielies being not now in favor beéause of the danger of frost
damage in Febroary. M isrigation is used dusing the dry pediod, it will enable the earlier planting so that a ¢top is
(o be brought in before an easly frost is hikely to ocvur. The fnstalation 6f irrigation facitities will also conttibute

toimproving the productivity of ivestock raising. Belier management of soil fentility and ircigation during the dry
season are expected to increase yiMs by 40%. In addition to this, itis negessary to introduce othet crops which

are suitable o the meteorotogical and othes charactéristics dflhe Acea. For example, jojoba, 2 native plant in the
desert zone, can be grown as a cash ¢rop because it is a source of vegetable oil. Test cultivation of this plant
should be done to detenmine if it is worthwhile 1o be planted in the Area.

Second, in view of the livestock industry of fering the greatest development prospects in ijéd A:re;z,
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improved legume varieties should be encouraged to be grown which are suitable to the high altitude and low
tempesature o of the Area, instéad of relying on existing natural pastuse grasses. The size of hérds cannot be
expanded any fusther under present conditions, bul through the introduction of improved pasture, il is possible
to increase the size by thrée fo five times. Al the same time it is possible 10 rasic beef cattle, instead of sending
Jean cattle 1o Arequnpa “for fattening, more valuzble tivestock can be produced. Purthes, at the s{ageé when herds
of the présenl breed have been incezased in size, it will be necessary 10 shift to the raising of improved breads,

_ * Third, with 1egard to agricultural ulilization of geothermal enesgy, experiments should be conducted
al agncul!ural tesearch institutes such as IVITA in La Raya o find out if it is techaically feasible to put hot
spring cultivation (greenhousa agriculture) into practice at Quisicollo areas whese hot springs are available. Also,
efforts should be made at éy aluatmg econommally if it is viable to construct glass or plastic greenhouses vtilizing
geothermal hot watér. tn puisuing hol sgring caltivation in the Project Area, the following problems should be
solved: (i) the cosl of the vegelables grown in the gxeenhouses is expected 16 be expeasive because of the nvest.
meéat fnto facilities réquited to bz constructed; (if) in view of the extersive agriculture curéently being in practice
in the Project Area, a fong time is requued in assimilating intensive tea.hmques by the farmess; and (iii} there is an

uigent pedd to siengthén exlension sesvices subitantially, which are extremely weak at present due to a Yack of
qualified slalT

Dunng the semnd )ear of the sury ey itis m(ended fo select the suitadle Iocatlons {or development of -
the ag,riauliure and ll\estork industries; to select improved pastuse grass varieties; to recommend suitable isriga-
tion methods; and to make sugges!lon for the d1s<ermnauon of agriculusal technology.
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CHAPTER 2 PRESENT STATE OF THE PERUVIAN ECONOMY AND
DEVELOPMENT PLAN

1. Genelal Description of Peru

j-1  Natural Environment
1-1-1 Tenitory

Peru is'a country with 2 long cosstline along the central portion of the west side of the
‘South American continent. Rs total atea is approumately 1.29 million km?, fanking third in size in South
America, following Brazil and Asgentina. Its land afea is approximately 33 umes that of Japan It extends
from south latitude 0°01°48" (at its nosthernniost border with Colembia) to south latitude 18°21434* (at its

southera border with Chile). It borders five covatries: Chite on the south, Bolivia and Brazil on the ead, and
Colombia and Ecuador oa'thé aorth.

1.1-2 Topography

Peru’s band a5ea s divided into threz zones: the Costs, o desert region along the Pacific coast; the
Sicira, or mountainous region of the Andes; and the Selva, or densely forested region in the east. Each of these
20nes may be markedly distinguished fMtom the others by its nalusal conditions.

The desent region along the Pacific coast extends zbout 3,000 km from the border with Ecuador
on the noith to the bordes with Chile on the south. In width, however, it is sery narrow, extending no more
than' 60 ~ 30 km between the seathore and the western foothjlls of the Andes. With the exception of the nosth-

ern part, this region is almost without rainfall throughout the year, and except for cetlain areas n2as rivers it is
mo;tly desert.

 To the east of the deserl region is the mountainous region of the Andes. The Andean mountain
r2ng2s in their nosthern section are some 210 ki in width, but in the southesn part of Peru their width reaches
some 480 km. They contain a nurpber of peaks which tower to over S 000 metess.

 The western side ol' the mounlam segion, facing lhe desent segion of the Pacific coayt, is characteriz-
ed by relatively smooth dopes but the eastern si¢ has beén e10ded by rivers of the Amazon basin system and
thus presents a very complicated topology. Between the mountain peaks there are extensive connecting high
pla!eau regions between 2,000 and 3,000 metérs which are suitable for 22¢iculture and pasturage.

Belneen the eauem ou!skms of the Andean mountzin region and the eadtern boodaries of the

counlry kies the eastem Forest region, of Selva, which occupies a large area of 50Z of Pau’s land area and has
been left for the most part undeveloped.

1-13 Climate -

_ .l_n terms of iatilude, Peru belongs to the iropiéa! and sublropical zones. Nevertheless, because of
the Andean mountain ranges (sunning from noith o south) and the cold Humbolt Cuteent which Nlows nosth-
watd along Paiu’s coast, elimatic Nndilions dive tge shaply in diffetent r2gions of the country.

, Ihe coastal region, \nb:ch receives the inﬂuenm of the cold Humboldt Cuirent, is cool atmospheric
temperatures averaging 17 ~ 23° Ceatigrade. In spite of the large number of clondy days, lhe climate is a neculias
ore noted for its Yack of rainfall, There 2ce both 2 summes and 2 winter s2ason. The climate of the mounlainous
region of the Andes is of continéntal type with sharp differences in temperature and may be divided into 2 rainy
and a dry season. In this region the rainy seasdn is ftom December to April, with annual precipitation relatively
high in the notth but tending to decezase as one goes south. The eastern forest 1egion has 2 tropical climate which
is not influenced by the Andean mountain ranges of by the Humbolt Current,



Table 2-1 shows monthly temperatuses and humidity in the capital Lima (in the ¢oastal egion),
and Table 2-2 shows regional variations in rainfall.

Table 2-1  Monthly Temperatuie and Humidity in Lima (1973)_‘

Jan. | Feb. b Mar_ | Aps. | May | Junc | July { Avg. | Sept.| Oct. | Nov. | Dec.

Average 22 |23 {23 122 |19 {18 [z |17 |1t {1z | 19 22

Maximum 28 28 29 2 24 |2 19 19 24 21 23 26

Temperature
°C

Miomam - {17 {18 {18 |17 [ L i3 |3 ju L

Average Humidity (%) | 816 81.1 | 204 | 85.1 | 8s8] 599 | 595 92.1| 889 | 374| 837 | 823

Source:  Situacidn de Ia Econamiz Pervana

1.2 Population and Racisl Composition
1-2-1  Population

According o the census conducted in Jure 1972, Peiu’s population was 14,456,000, which meant
that there had been an average population incréase of 3.1% annuslly since the prévious census of 1963, Ja South
Americs, Peru js the countsy with the fourth largest population, following Brazil, Asgentina and Colombia.
During the fisst half of the 1970s the average yearly population inctease is estimated at 2.9%, and thusin 1976
the population is estimated o have beaa 16 ruillion. . T

Approximately 62% of the total population is classified as *uiban,” and the tendéncy for the popula.
lioa lo concentrate in the cities becomes stionger each yeéas. As for the regional distribution of population,
47% is in the coastal region, 43% s in the movntain région, and 10% & in the eastern forést region. Thus, in
contrast (o the sparsely seltled eastern forest region, one seas a clear tendency for the population 1o concentrate
in (he coasta] cities. ' : : o

The population of the ¢apital atea (which inchudés the port of Catlao) is spproximately 3.3 miltion,
which means that zbout 23% of the total population of thé country is’ condentratéd thése. Tablé 2-3 shows
trends in (otal population growth; Table 24 indicates regiona] distribution of population: Table 2-5 shows
popul2tion trends in selected major cities; and Table 2.6 shéa's population rends by province.

122 Razcial Composition

According to easus figures, Peru’s “racial compasition™ is Indios 49%; persons of “mixed blood*
(Mestizos) 37%; Europeans and Criollos (pessons of Furopsan ancestry born in the New World) 12%;
2nd “others” 1%. Compared to most other Cential and South American countrics, Péra is characterized by the
high zatio of Indios. The Latter teside mainly in the Andean and eastern forest regions, and live urder poor é¢o-
nonic conditions. They are heirs both “racially™ and dulturally of the native ladian inhabitants who lived in the
country before the arrival of the Spaniards. Among the Indios are many who only one of the other of two indi-
genous fanguages, Quechua and Aymara, The fiajosity, howevet, are able to speak the official langiags Spanish
10 a cestain extent. Among the “Europeans,” those of Spaiish of predominanily Spinish descent aré the méit
fumerous, #nd there has been in Peru a stiong infusion of Westetn European ¢ulture. Fhe so0-called Meéstizos
have mixed European and Indio ancestry, and the % of “otheis” are mainly persons of Japinesé of Chinese
ancesiry. ' s
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Toble2-3 Growth Trends ia Total Population
| C (Ueit: 1,000 persdns)
] N e - Average Yearly liiaé;ﬁe (%)
mu 1961 3 77 |aso-s1 | weia
Census Population 6,208 9,907 13,572 23 29
Corrected Population 6,630 10,319 14,456 21 31
Uiban Population 2,197 4,698 8087 37 5.4
Population of Capital Area 645 1846 | 3317 5.1 55
Note: Figures for “Corrective P@pu!al_i()n" are those ofﬁwﬂy issued by the goietment.
Source:  Oficina Nacional de Estadistica y Censos.
Table2:-4 Regional Population Distribution
{Unit: %)
1940 1961 19127 | 1990 (Estimate)
5 Norih Region 152 337 30.1 - -
Py Central Region 261 23.% 215 —
& Cazpital Region 929 184 244 -
b , . S
:E Southera Region raf 215 186 —
2 Eastern Region 2.7 33 54 —
Total 1000 1000 1000 -
B Cosstal Region 280 1890 470 iso
—éé Mountain Region 650 530 430 350
e o . _
§j5 Forest Region 10 90 100 150
i Tolal 1000 1000 106.0 . 1000

Source: Oficiana Nacional dé Estadistica y Censos
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Table 2-6  Population of Major Citles

(Unit: 1,000 persons)

1940

1961

1972

Avérage Yearly Giowih (%)

1940-61

196112

| Aicquipa
Trupllo

: Ch!cla)o

: (‘hknbéte :
Pi.u.;a N '

ﬁ Huéhéayq
-.!q;'!itérs: :,i -

]: Oih;_':r L

* Capital Region *

e
n
'
3
e
a
a1
7

N : 3Z=
sast.

1g46
159
- 103
96.
@
72
K
64
58
7_,7:31:"

3317
306
243

B

160
o
;_.-‘_rlil‘-

R0

1T
9263

% |
EX
50
54
134
46

33,

42

14

53
61
.8.| 7
6
93
53

T

.56
6

20

.

sigso

10319

14436

21

' Source: Oficiana Naciosial de Estadistiéa y Censos
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Yable 2-6 Popu!’aﬁbn Trénds by Department

(Unit: 1.000 pérsons) .

De;):n'meﬂ o _ -.Popu?a'_(:__i‘f)'ﬂ "-ltré.nd o

- 1940 196) 1972
AMAZONAS " 65 18 203
ANCASH s 583 753 _:
APURIMAC " 258 388 321 "
AREQUIPA 263 389 561
AYACUCTIO 359 s a1
CAJAMARCA 494 147" 951"
CALLAO 32 214 "33
cuzco ay7 612 asi _
HUANCAVELICA 248 303 KTV
HUANUCO 934 39 43
ICA 41 356 3?i h
JUNIN 429 521 720
LA LBERITAD 183 582 303
LAMBYEQUE 193 1) $33
LA 828 - 300 3595
LOREIO 169 A 54
MADRE DE DIOS s 15 35
MOQUEGUA Y 52 78
PASCO 90 112 185 -
PIURA 409 669 333
PUNO 548 636 . 813
SAN MARTIN 95 162 934
TACNA 36 66 100 '
TUMBES 1 56 T

Source: Atlas
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13 1] Eoomm!c St:ua:tme _' o

T AT A charactetistic of Peru s ebonomy is ‘the ‘éxistencs, oA the one hand; of 2 modern induslnal sector

“hlch fs ()’plﬁ«?d by “the’ ¢xpori-0nen!ed mining industrics, dnd (he paraliel exislencé on the other hand, of

{eaditional fodd, production methods and small and riedivin-scale Industriés with an exuemeiy low produciivity.
Between the modem and nad:liona] sectors of this dual struéturs there is vesy little inkage. This typesof dual
structuré was built’ up ovés Seﬁ?ral munmes, "and betwesn 1960 2nd the present théie has béen very litle changé

i thé ‘dva) strdclud a!self 43 economic changes ‘thaf have d¢corred havé for the wiost past takén place only
within the’ flaﬁk‘.v.()lk of this structuré. Sinde invesiment of domésti.‘, and foreign capital havé concentisied in

the mddefn sector dridnted higely ward the export of primary pmduﬁs theré has been 4 de\-elopmem of
financial aid hadmg énterpns-és co(mecltd with this sclor. Oa the other hand, menufacturmg industriss aie

- of the unport-subsmutwn 1ype and have béén able 16 take o0t oaly in'the very sestricted doméstic market.
The foéd-producmg sectdf of agriculfuie has been entirely left behind. The fol!omng discussion will indicate
na)s in which fhéy sharp!y def‘ned dual slwduré ol' a m(‘.{!fm and 3 hadltlonal sector peneitates the various
aréas of tbe ecoromy. R .

F‘rs! , (0 considér agncufihre in spﬂe of lbe faxl d-nal moré ihan 40‘;5 of (he dom-eslrc labox fmce
consists o!‘ peisons engaaed in’ ay!cul!ure agncu!lural pfochtm dontributes. only 12 .~ 13% of the
BOsS nalmn:l pmdpc!, and we_ thus see that labor prc-:luclm:y is malxedly low in compmson with fnon-
.g,ncultma! sectors, Out of a !olal rahona! tand acea of 1.25 million km?, 300 thousand km? are being used for
agricultural purposes; ‘O,f this Lattér figure, oty 30 thousand km? is cultivated, the remainder belng pasture land
in the mountain :eg:on fn the coas!al region, which is mainly desent, p!antanons of sugal cane, colton, ele.,
ae in OPe{ahon on land which is suitable fos irrigation, ard provisions are made for the supply of ﬁnmﬂng and
such investment goo:ls as feﬂ-htet and pesiicides Of the faiming populahon approximately one person in four
B :egulany emplo)eé on Thése plantations. “the plantah«)ns furthérmore provide jobs during the busy seasons to
- about 13% of lhe 1013l fam\ng population who come as seasona) labosers. Compaied 10 the relatively modern
ptanlauon melbods ot the, plantations, food pxodmnon is ia geaeml éol blesied with such fertile soil ard is

primitive in its ledmica] atpe«.ts It is not accoxded the nevessary I'mhnes for the suppl) of finam:mg and ﬁp:tal
goods . . _ . .

\!mmg heads the mear.s ol' eaming fore:‘t,n uchany and zccounls {or more than ,o 50% of totai ex-
. ports. It ko mntn'butes nnpoﬂanlly 1o government révenuss. With resgect to emp!oymem of Izbor, hoaever,
the mining $ctor in 19?2 abso:bed onfy ] S% of the vsorkmg popu?auon

Lot As 0! f'shenes as mdlczted ia lhe facl tl‘-al Peru is oﬁe of the v.o;ld s few counlnes lhal p:odu-ae-
nti m-e;l there §s an expoﬂ-onented modéra s2ctor which has dew!oped mainly arcurd the
ca!clu;g and pmetssmg of anchovizs, On the ‘other hand, the teaditional sector, centering around the catching of
fresh hsh l’on mnsumpmm wnhéut protessmg slands in mamed gontrast, Catches for the purpate of making
fish meal and fish oil are some 10 times the \o!urm of catches for immediate comumphon




Peru’s manufactusing industry is still refatively undeveloped. Appfoxima‘lely_ one-fourth ef man)-
factusing production by value consist of the ouvtput of processing eatesprises wlych fﬁm a_t lhe. expoit of
minzrals, suzar, fish meal, and the Like. A further one fourth is a«oun;ed for by 1hé b;ssc g_apﬂ_aj__g@ds sec!o;
for the manufacture of such materials as steel, cement, and fertilizer. The rest of manu!’actqnqg production
consists of corisumer goods like processed foods, teatiles, ete. I we look at ma‘nufac‘lru‘!ing in (erms_of_, the modeln
and traditional sectors, we see that the modesn seclor accounts for approximately 2/3 of production by yalue
but employes only 1{3 of alt workers engaged in manufacturing. On the other hand, traditiona!_en(elp{ises, l';-tpst
of which takea individually have no mote than 5 employees, account for 213 of the manufacturing population,
The combined value of their production is, howeves, only 1f3 of the total. In this way, then, there is a sﬁarp
diffesential in productivily between the two sectors, and the wage &ifl ferential is also great. With respect to Pésu's
manufaéturing entesprises, it may be said that not only is there a Jack of mutual linkase, in terms of sa!e_s roules
for finished products o1 the supply of capital goods, between the modern and traditional sectors, but that such
linkages are weak even within each of these seciors taken separately. . oo

The modein sector kooks abroad for the supply of capital insfallations and many raw malerials and
is also very largely oriented toward the sale of its lnished products abroad. For more than 20 yeats import-
substitution policies have been promoted, but these have often had incomplete resulls, as in the case of auto-
mobik industry, wheie these policies have ended with the dewlopment of eatespiises which assemble imporied
pasis and are protected by customs barriers. Thus it would be difficult to say that capital goods entesprises based
on domestic industry have yet been finmly established. : :

_ The construction indusiry has a greal impeius given 1o its development by thé trénd tfm‘ar_d on-
centeation of the population in cities, 2 tiend which l:{'ce_mé especially noticeable'in the period fol!o‘“il'_ag' the
Second World War_ This indusiry is worthy of note for its role as 3 provider of employment foi uf;skiiled workers,

The zbove-mentioned dval structure of the économy is %o markéd in such tertiary industries as
linanee, trade, and senvioes. For example, financial organizations représent a h;gh de_gr‘ée i;bf concentration and
have only limited roles as financial intermediaries betwezn modein and often oligdpolistic modérn entérprisés,
providing necessary funds for the modern sactor bul neglecting the traditional sector. Trading ér‘aterﬁrises,_a_'s
in the case of manufacturing industrics, present a situation wheseby, on the on¢ hand, large-scake and modein
wholesale and retail establishment give employmént to only a telatively very small number of peritns in the
modesn seclos, while on the other hand the greatest number of persons engaged in teade are working in vésy
tiny enterprises, In the senvice sector, approximately half of thase eagaged in this seclor and househoM seqvants
or helpers. R ' '

As we have seen above, the dual steucture is very marked in all branches of the Perurian economy,
and it is clear that duz (o the existence of this dual structuce economic growth is restricted. As a means for
rioving toward greater economic developmeat in the future, concentsated and priotity efforts should be given
to those 21¢as of the economy in which the results of Enking various domestic economic activities mdve closely”
to one anothes promise 10 be most effective. By such a process the integration of the dual structire chould be
aimed al. It §s desirable that assistance from Fapan should be aimed in this direction. ' '

132  Economic Conditions after the Estzblishment of the Military Glé\-emmenl

 Perv’s military govermnment, with Gerneral Velasco as president, had its starl as the result of a reyolu-
tion in October 1968. The new government, which inherited the emeigeacy financial policies of the former
Belsinde government, succeeded in pulting the economy in belter shape through a series of emeigency siabiliza-
tion measures which inchoded a 45% devaluation of the currency, limits on credit eipansidn,direcl gO\'efnnﬁn[
coaliols on foreign trade, emmrgency tax measures, and government-established prices for items considered to
be daily necesdties. During the five years between the assumption of authority by the new goveinment and 1973,
Peru’s economy saw a iclatively continvous and smooth development. Exporls increased yearly, and the inter-
national balance of payments was favorable in all years except 1971 under the Influence of depiessed mineral
ad fish meal prices and a prolonged strike in some of the major mines. Over the period 15 a whole, réserves of
foreign exchange incressad satisfactorily, and the favorable exchange balances for the various years in question
were as follow: $42 miillion in 1969, $25 mittion in 1970, $9 miilion in 1972, and $94 in 1973,

_ After 1974, the Pernvian economy, which had up to that time managed 1o develop smoothly as
olulbrfed abo\e_, encountered a number of difiicult conditions. In 1974 impotis towe sharply dus to the global
niws in the price of oil 2nd foodutuffs occasioned by the “oil ¢risis,” while expotls were stagnant due to the
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secession In the Industrially advanced countries. The balance 6f payments plunged to a negative Mgure of $420
nillion, from a positive figure of $16 miltion for thé previous year. Moreover, from the ¢nd of 1974, there was
5 drastic fall in the price of sugar {one of Peru’s main exporis), there was a sharp decrease in catches of anchovies
{the raw matesial for fish meal) due (o a change in ocean cuirents and oves-fishing in previous years, and there
was also 2 deop | in lbe price of ¢oppér, another of Peiu's majos exporfs. As a result, the batance of trade in 1975
kil a record negalwe ﬂgure of $1.11 biltion, This imbalance in imporls nd expons canse to affect domestic
production activities, biinging mﬂalmn and production cuts and pus.!ung fow income-earners inlo vesy straitened
cmums'ances _

In Augusl 1975 PIESidEN Ve!aséo was ousted in 2 bloodless coup d’efat and 3 few admmuirahon

caxre mlo being, with Morales, another military man but one belongmg to a more moderate faction, as president.
The Meraks goveinment, whilé “following the line of socialist revolution,”” made ckar its intention of implement-
ing p@hues that would attach due importance to the economy, and announced compiehensive policies for oves-
coming the economic crisis which aimed specifically at such maiters as cutting government subsidies, adjusting
wages and prices, imnproving ihe bafanc-e of payments, and increasing government gevenuss. After July 1976 a
. EENEIOUS CUNency devaluation was carried oul, and altér September 1976 2 "mmtdemtuau-m sysiem was
intioduced in the effoits to régu!ale the econoimy. Nevertheless, the Peruvian etonomy pessisted in showing
no signs of an upium and red-figure balances of payments commued $510 sillion in 1975, $36% miltion in

1976, 82 million in 1977. Inflation mlesmﬂe24 in 1975, 45 in 1976,2nd 31%in i‘??'l

_ [nﬂmncéd by a drasuc auslemy pohcy dquned 1o cu:b mflahon and i improve lhe balanez of pay-
mé-lls the Peruvian economy Carme 19 ‘stagnate. The 1975 GDP (at 314 billion soles) represénted a 3. 3% increase
over the previous year; the 1976 GDP (a1 324 biltion soles) représented an increase of 3.0% over the previous

year; while the i9?? GDP (at 320 billion soles) fepresented 2 1.2 décrease.

Unde! lhese condmons forezgn cunency reszaves decreased from $1 bilkon in 1974 1o $500 million
at the end of 19?? The Peruvian goverament requested a $300 millica loan from thz Intesnational Monetary

Furd and this was approved by the IMF Execulne Board at the begmmng of September 1977, with the follow-
ing mndahons attached:

4] unprmemems in the fi mncaal situation ol' public corpozatrms

(2) deceasesin subsidies

(3)  restiictions on domestic ceedil

(9) keeping price rises of consumer goods to within set limits (witkin 40% during 1979)

{5) ﬂexib!e and gradual changes in Ihe exchange rate (o reftect the actual strength of the curnency

In'the meanllmc outs!andmg forelg,n debis has smt-lkn from $4.1 bilkon at the end of 1977 to
app:oum—.ately $8.0 billion at préseat ($60 billion of the lalter sum in the formn of government-contiacted
Jebis). §1.54 bllbon of combined principal and interest are due for repayment in 1979, and $1.16 biltion will
be du-e in I980 The debi service ratio of 70 ~ 90% is far beyond the “¢risis line” of 20%.

 As siated before a éharactensuc of Perw’s €conomy is lhe lack of organic inks between the modern
sectos (which has overseas connections) 2nd the trzditional s2ctor with extremely bow productivity. Consequent-
ly, insofar as economic development is not furthéred in a ditection whereby this dual structuee is dissolved oc
diminished, the modern sector will be aclive so long as oveiseas markel conditions are good, but if the overseas-
rehated sector would once undergo a depiession, econormlc activity 2s @ whole will tend to stagnate. Trends with

tespect 10 €conomic conditions undet the curreat mlillary administralion are a repelition of themes which have
gone before. . :

It must be pomled oul lhal the so—cal'ed sociatist ecm‘omlc polmes pum;ed fo!iomng the appearance
of Ihé :ecenl military admlmsmuon have nol been working in the direction of dissolving the dual economic
stoucture, Priof to lbe mlhury :evo!umn of Oclebet 1968, tand ownership rights and owneeship of expost and
financal enterpnses were controlled by certain fore;gn enterprises and by a parl of Peru’s pative elite. Then,
between 1969 and 1973, 3 rapid succession of nationabization measures aimed at putting the major means of
production in the hands of the ate. As a result, sugat €éane and other large- scale plantations in the coastalregion,
 foreign enterprises including the International Petroleum Corporation (IPC) and the Ceizo de Pasco mines and
rajor banks weie nationatized, and with the g:eal chmges thal thys took place in the pattan of ownership of the
means of pmdumon one saw a marked feteeat In the influence of the foreign enterprises and of the native elite.
The participation of vuarkm in manageménl was also partially introduced. Consequently, not only did the
numbes of public enterprises inceease, but the state became the dominant force in Peru’s economy.
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However, as this socialist type policy was limited to the modern seclor, _lhg stélé g:_’:llé_;p_:isgs came 1o
be obliged 10 ¢ope with various difficult problems as a resulé. Looking at (_h_é mipi;{:g'_induAs!ry,. the Interr!ajic?f\_al
Petroleum Corporation (1PC), which had previously enjoyed overwhelming influence wqh i&fp?t} o lhf,— dg@eshp
exploitation of oil and oil sales, was nationalized in November 1968 ile_Ql?gfly.gfler__lbg_xe\'qujlron, and lhe
government-opérated Petro Perv Corpdration becanie the base for the E‘,w!;ﬂ-j?‘ industry. T he ’(_‘errq_ _d_e !l’;‘a_s:t:o
Corporation, which had been strong in copper-mining circles, was expmpn?lgq m-l?]‘} apd__ug\de_m‘enl achange
of diess, 0 1o speak, 1o become the govermnment-operated Ceatromin Corporation. !'9;“:3‘\‘“, al the hmé of
nationalization both these enlerpriscs were in need of expensive renovations of their facilities, ind the govesn:
menl was unable (o enjoy the income from exporls that it had expected in the initial _'plelibdsf It
should be mentioned that natiomalization measures were not applied to the Southérn Pesu Corporation _(a compa-
ny based on United St1ates capital and at present the fargest copper-producing enterprisé in Pef}l) o1 to the Belco
Corporation (a foreign-based petroleum firm). oo -

Similarly, in the areas of manufaciuring, banking, raitroads, telephones and ie!eglép!is,'gkcu_i_ci(j',
marketing of colion and fish meal, elc., pationatizaiion measures wére carried out but this did hol mean that
all foreign capital was natioralized, and a considerable numbér of foreignbased enterprises, ?S;\ec_iaﬂy in'the
manuficturing and senice industries, remain. Among the member couniries of the Andéan Conimunity, Perv
maintains the strictest conteols (of various kinds) on foreign investménls. It is often pointed oul, in pasiicolar,
thit the rule that allows repatriation of profits only within a ceiling of 14% of the invésted sum is a great impedi-
ment to the promotion of investments from abioad. In céstain cases where Peru desites to rapidly
develop moden industry, the Intraduction of advainced technology may be made difficull by this stipulation
which, in other words, may be a restrictive factor with respect to technological developmént, ° -

The application of socialist policies to the agriculiural stclor was based ¢n the agrasian seform law
(Ley de Reforma Agraria) enacted in 1969. This law limsits land hoMings in the coastal région to 150 ha, and
in the moyntain and eastem foiést regions to 30 ~ 35 ha, and may be said 10 represent the most extrede agrarian
tand reform in South America. By this way, the expropriated sugar cane’ plantations and other Targe agricultusal
tracts were changed nfo cooperalive unjons centered around the agrarian workers. In the coastal région thése
are called CAP (Cooperativas Agearians de Produccién), while In the méuniain region they are called
SAIS (Sociedades Agricotas d¢ Int2sds Social). '

The fand reform aimed at freeing 10 miltion hectares and liberating 300 thousand tenant farmess.
In practice, however, the reform has affected only 4.8 million hectares and benéhited 200 thousand foirmér
tenants. In the cae of large famm units, the 1eoiganization has nol gone beyond the formation of cooperatives
of the farm workess and has not produded new omner-cultivatoss. Neither has this reorganization led €6 renova-
tions in production methads or techaology. It is also important to note that the majority of Peru’s agrarian
population has not received benefits 6f any kind from the agrarian reform. Approximately 60% of Peru’s agrarian
population are so<alied danercultivators in possession of some amount of fand, but thess peréons have ol
shared in the benefits of the band reform. Neither have the estimated 15% of the farming pOpi:!aiii:-ﬁ"whO‘ aie
seasonal Ixborers been degignated to recvive the benefits Of the land reform. AS for contributions (o govéranint
tevenues, farm uniis are in some cases, subject 10 pay an income tax, as before. However, after-tax profits from
the collective farms are distributed amiong the collective members, and one fnay sy that théte has been yery
hittle effect from the Yand reform with 'respact (0 inceeasing government revénuss, Rather, government expénsés
for purpases of supenision ard guidance have tended to increate. .

) Regardirg the influence of the socialist policics on governmént revénues and expénditures, very
greal repeicussions have been brought by the yearly incieases in subsidies 1o meet the réd-ink figuiés produced
by 1k many public corporations which were established in conjunction with 1he nationalization méasures,
In 1975 the sum r2quired to meel these deficils came to nearly 15% of total goverament ‘expenditures, and
topether with indreases in ofher subsidies and in national defence costs, repeesented a fnaj(';i element in the
rapily incressing ordinary expenditures of the siate. Because there have bedn no reforms in the tax stiuéture
characterized by low priceflexidility that had existed from an enlier time, ordindry expenditures, At the
accounting sfage, governnenl finances bave bedn in a deficit sitealion continuously from the ehd of 1973 to
the present, and as 2 c2sult it has been necessary 10 book to both domestic and foreign soucdes for loans (o covér
nol only capital expenditures but 2%o 10 cover the deficit in ordinary 20éounts. ' S

It s clear that the caisis which the Peruvian econdmy s facirg s due, dvér the Shott tun, 16 the

financial structure. The fact that sources of capital expenditure rely entirely on loans feans that any incrdases
in the volume of capital expenditures ate grenly resteictad. The ratio of gross fixed capital foimation o tolal
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govenment expenditures seached a peak of 15.7% in 1974 dnd fell to 11.6% in 1977. This drop in the public
sector’s capital formation fatio, which exercises direct control over such areas as principal export industries,
heavy industry and infiastiucturé, has had a very great influence on production. In other words, not only has
export strength declined due to the Jesser frequency of nezded renovations carried out on production and infra-
structure facilities, bul import substituion industries havé also stagnated. Also, various lypes of obstacles to
production aé biought about due to delays in improvements affecting roads and water and electricity
for industrial ust. - . . S _

. Atong with the negative effects which this chronic fiscal deficit exercises on production, one cannot
overlook the effects on demand. Siace the greatest part of the sum used 16 fill the fiscal deficit relies on loans
fiom the centra) bank (Banco Central de Reseiva del Peru), new issues of doniestic currency are appearing at a
sapd pilch. As 3 result, import demand is aroustd, and one sees a rapid increass in imported articles. Althouzh
it must be admilted that the perod we are hese considering coincides with the pesiod of worldwide inflation
following the Yoii cuisis,” the more than doubling of impést volume in only two years between 1973 and 1975
cannot be conceived of excepl in terms of a vigorous import demand. The raising of foreign cussency to seitle
acvounts for imports during the first half of the 1970s was accomplished mostly thiough medivm- and koog-
term foreign ¥ans, However, by 1975 the accumulation of foreign debis had incicased (o néarly thied times
what it had been thice yeass eartier, and the contracting of new medium- afd long-tesm doans became difficult,
As a result, there was no alternative to eaiing into foreign reserves, and at the ead of June 1978 the foreizn
currendy ‘assets of 1he Banco Cealral de Resecva were only $292 miliion, having fallen to only 13 of the peak
level allained a1 the ead of 1974. If one Jocks al the balance of foreign curency asseis and liabilities in the
Banking seclor as 3 whole, the net Babilities are some $1,212 milkion. i :

. Pue to the increastd cunrency issues, domestic demand is stimulated, but since this is not being
accompanied by a sulficient capital fosmation, production increases canfot keep pace, and a pernicious inflation
i$ continiiing as 2 result of the gap between supply and demand. This inflstionary course 2zgeavates a structure of
gowemment fitance which relies on 2 tax system with low price flexibility, thus eiesting a *Sickous circle”
However, in September 1978 the Perunian government succeeded in intieducing a loan from the IMF on the
¢condition  that it would enforce strict policies of suppressing total demand. Moreover, at the conference of
creditor nations held in Paris in November 1978, Peru was granted debt refief with regpect to payments failing
due in the coming thize years. In this way Peru has been zble to have a bieathing space vis-a+3s the difficult
situation it éustently faces with respect Lo the balance of payments.

‘ . Seen ovér the Jong wun, Perv’s economic make-up is by ro mwans pootly siited for a atisfactory
international trade balance. In regard to (e export steucture, there has been considerable diversification in
exporled items, so thal no single item fepresents more than 30% of the total value. Thus, even if there should
be a dradtic deterioration in inlernational market conditions affecting one or another exported item, the crisis
will be disperséd 1o a ¢onsiderable degree. Abso, it must be mentionad that from 1977 through March 1978
new main and branch pipelines eatesed into operation which will facilitate the transport of crude patiokum from
oil fields in the interior of the country and whose significance for future economic development in extremely
greal, As a consequence, what had been a yearly kevel of oil production equivalent to 30 willion barcels of crude
doubked during 1978 10 nearly 60 million barzels. Pery, which had previously been a net impottes of oil, in 1978
succeadad in ceducing its level of impoils to only 10% of the previous volume. On the other hand, during the
samie yeaf exports increasd to nearly four times ke previous volume so that with 978 as a dividing line Perw
switched to being a net oil exporting country. Judging from confirmed petrolzum resenes, it should not be
difficult for Pesul 16 raise its yearly oil production to 80 million basels, and it should be possible to export 30
rillion barcels, in which case one may expect a great improvement in the balance of payments. :

Singe Peru is 2 potentially sich country and one favorad by natural resources, provided that the
policy of repressing total demand is successfel it should by no means b2 impossibie for the couatry 1o recover in
a short limé from the difficult economic citcuinstanees that are presently being encountered, Howewver, totake a
moie Johg-teim view, policies almed at repeessing totsl demand do ro more that treat, 0 to speak, the symptoms
of the aitment. The Peruvian governmenl should, therefore; al an early date undertake improvemeats in the
country's financial structure, Alse, and of very basic impertance, It will no doubt be necessaty to push develop-
maat réferied 1o earlier.

We may say that (oilming the imuguralioﬁ of the military administrations the various socialist

policies have suocecded in putting inté the hands of the state sights of ownzrship of the means of production
in the fieMs of manufacturing, agricultuce, and infrastruciute, However, the nationalized areas of the economy

2-1



are sharply imited to the modern sector which facks organic links with the lrédilloﬂ.al‘gectqr. T!:e_laﬂer sector
has not reccived any of the benefits of the nationatization measures, and without receiving stimuli to !e'chnologj-
cal innovation has been 0t behind in a state of very kow prc\du-:ti_ﬁly. Alsd, because qggsur’es were not}!ak_en
to insure an effecting mobilization of domestic’ savings, Tollowing the naliona!igaﬁoq méasu.:e_s anq thé
accompanying drop in fereign investment it became very difficult to saisé the needed fusds to renovate pioduc-
tion facitities in the modern sector. In the future, in addition o the need for still greater efforts at selﬂ_mel]f- on
the part of the Pervisn government, what will b :mui:ed of countrizs giving assistance to Peru is rzot__only
cooperation which wilt strengthen production facilities in the modern sector, bul aTs?, al the same time, lhe
provision of types of 213 which can be linked to raising technology and productivity in the traditional sector,
especially among smallwale farmers. I a raising of the standard of Living of the {tadilioﬂal-sédbc yura} p_o_pula-
tion can be reatized, inceases in rural inconws will have the effect of stimulating dennand for manufaclured
products, making it possibke for the modern and traditional séctors to develop together, mutually _ﬂ_tehglhen?ﬁg
one another. ln the samw sence, it is also sifategically imporiant that there be a developimenl of manufacturing
industries in farming villages and a development of small- ard medium-scale industries in the towns and cities.

1-3-3 Structure of Industey

Peru’s gross domestic product showed a sustained growth of oves 6% annually for {everal years
aftes the beginning of the 1970s, but this rate fell off after 1975 under the influence of the “oil ¢risis,” and
in 1977 there was a minus growth. In 1977, 22.1% of the GDP represented primary indusisies (agriculture and
stockraising, fishedes, mining), 29.9% represented secondary industries (manufaciusing, constiuction), and 43.0%
represented testiary industries, Manufacturing industries centering around textiles and food and beyesage pro-
ducts accounted fos 24.7% of the GDP, but persons engaged in manufacturing aécounted for only 13% of the
working population. On the other hand, agriculture, stockeaising and fisherics accounted for 13.3% of the GDP
but absorbed 42.3% of the working population. While these latter industries are very major ones in Peru, suc-
cessive governments have given priofily in policy-making to promoting capitalintensive industries and this has
aggsegated the gap in produciivity between the two sectors of the economy. It should be noted in this regard
that it is difficult, without vesy substantially developing industries in the modern sector (which eiploy refativé-
ly few people in relation to production resuits), 10 implkment poticies that will tend (o decrease the agsicultural
population. i .

With 1espect 1o the fishing industry, in 1970 this was an extremely important sector of the efonomy
that accounted for over 30% of total exports. Afier 1923, howaeves, due to changes in ocean currents and the
effects of unrestrained ¢atches in the past, hauls of anchovies (the raw materials for fish meal and fish
oif) decreased, and in 1977 fich producis accounted for ittle more than 10 of tofal expouts.

Mining accounts for 8.3% of GDP and zbsiords oily 1.5% of the employed population, bul #t con-
tributes most importantly 10 exports, accounting for nearly 60% of the tolal. Exténsive resoutces of copper,
iron, lead and zinc bave been confirmed especially in the Andean mountain region, and one may expect that
their development, as in the case of the development of peteoleun resources in the eastein forest région, will
oontnbute imporlantly 1o Peru’s future economic progiess. Table 2-7 shows trends in GDP by type of industry,
and Table 2-8 shows distribution of 1zbor force by industry. o

134 Employment bssuss

Table 29 shows trends in the percentage of unemployed among that pottion of the population .
expecied Lo be eagaged in economic activities. This hiter portion of the populace ‘was estimated in 1978 at
approxirately 5.3 million, or approximately 30% of the fotad inhabitants. Within this figure, 324 thousand
were tolally unemployed, making for an uneriployment rate of 6.2%.

_ !_lowere:, the seriousness of Peru’s employment problem comes tfear}y to Liht in the high eate of

“underermployment”* The number of “underemployed,” who because thty cannol find steady employmeént .
work kets than 8 houss per day or who can only find work at Jess than the Tegally set minimum wage, continuéd
to be more thaa 40% after 1974 and teached a evel of rearly 50K in 19738, o '
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Tsble 2-8 Qis_qi'puuoh'of L.abour For¢e by Industry t‘lQ_‘?é}

Indusiry Employed Pdpul_aﬁon N Share
(1,000 persons) | %
Agriculture, 1,529 ' 423
Fishing & Forestry : ) :
Mining 53 - oy ;5 o
Manufacturing _ 415 N ’l. A
Coastruciion !69 47
Commecce 395 1({].9
Finance ' 45 . l3
Seivices . 800 o ?2‘
Other . - 147 1 - ar
Totlal 3613 _ 1000
Source:  1LO Yearbook of Labour Statistics
Teble 2-9  Trends in Economically Active Population and Unemployment Rates
B 1914 o 19s ©1916 b s
100 o o] o | ] 4 a0 [T el 4o
PESsOnS ’ peisons FRIsons : peisn:ms_ . peisons s
Acneroantiea | 487| - fams| - Jasn| - |sas| - sae <
O . s . cL Y _ L UL
Uhemployemeat 1871 40 2136 19 259_ 5.2 292 sxA o si
emplaysant 1951) 18 | 20438 24| 203 | o8 | 2aes | asa | o2sis | asa

Sagrce: Ministzio e Trak2jo

If we look at the employment situztion in the capital region of Lima, where approximately 303
of the ecoromically active population is concentraled, we see that (he uremployment rate increased greatly
from 6.5% in 1976 o 8.7% in §971. This principatly duz toa sharp decrease in public works projects (reflécting
depressed economic conditions generally) ard t0 the depressed uate of the consteuction industry, which employs
large numbers of vrskillked laboreis on a short-term basis. Table 2-10 shows the unemploymént sitvation in the
capital region. . ; ' '

135 Public Finaace

As mentioned previously, the greatest problem area in Peru’s pudlie finance s its chionic deficit
struclure. Following the installation of the Velasco military goveiament in 1968 thére was a temporasy reduve-
tion in the deficit, bul in the 1970s the government continued (o record farge deficits, which by 1976 coses-
ponded 10 30.5% of annval govesnment experdituies, increasing o 33.9% in.l97_7.f ' C
Among the major factors contributing o the fiscal deficit, we should remain the very high ralio
(35% ~ 85%) of cureent 1o tota) annia) expenditures, and alo the very large sums disbursed by the governmeénl _
to subsidize the price of cil and majoz foodstufls. The fact that the 1atio of curcent expenditures is s0 high means
that there is a corresponding insufficiency of resources which ¢an be directed 1o capital expenditures, This
makes for a financial structure in which the central bank has no choice but to increase its degree of celiance on
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‘Table2- 10 - Unémptovmenl Situation in Capital Region

, 1976 1977
_ -4 n-r2 3-4 6
';'Lsaﬁdfacm&;{g' 63% 82% - 80% 8.6%
" ‘Consiruction 58 C90 132 153
Commerce - 4 | 34 N S0 53
 Senvices AT IR K R | 30 39 36
| toit 12 65 82 8.1

Source:  Ministerio de Trabajo |

forergn'cljlfcn.:}; loans. The s-ubssd:es which lbe gowmmenl pmndes for l‘oc-d and petro'eum p;oduc.!s and
which are intésded Io fo;es!a!l drops in the purchasmg power of 0w income earners due (o inllation more than

doubled in eaeh ca:egoq. betweén 19?3 and 19?6 ardd have come to be a major factor in lhe p(essme being
exeilad on Peru s lmanaal bajance =

"lhe 19'18 bud,,el e\panded g,reaﬁ) by app;oumale'y 4—’:% {a fg,u:e ahlch ‘admittedly reflects infla-
tion) over 1977, Deficits in the 20v0unt of current revénues and expenditures have increased yearly since 1975,
but due to'a fargescale rise in cueent feceipts dusing 1978 ‘as 2 result of increased taxes, a reduction in the
deficil from 19 bilkion soles in 1977 (o 22 biltion sokes i in 1978 was planfed. In (huway it has been possible to
plan an incréase in ﬂpnal e\pem!uutés of toughly the same scae as the decieade in (he deficit of the currént
account, with the result that in 1978, at the kel of to!al goverament revenue and expenditure, the overall
deficit was, as in thé previous yeai, enpecled (6 be in excess of 70 billion soles. Howeves, due to the fallin the
value of the cunem:y, the. deficit déceeased in réal termis. 1t is planned 1o cover this deficit by raising 65.7 billion
. sokes from dome dti¢ financiat msmulms and the emainder from foreign loans. Tsble 2-11 chows the financial
- sitvation of . Peru’s central govérament, and Table 2-32 shows percentage trends in government expenditures
(as broken down into curreit and capital categories) as well as trends in the 1atio of curdent budgetary deficits.,

- Toble 2- 11  Central Government Opeiaﬁons

(Unit: M. Sokes)

. B 1918
132} I 1915 1976 1917 Projected
L : - . ‘ o . Figurzs
63;.2;;:'&&5@; | syass | esséo | srses | wmam | oasspsr | 2618w

(\nmau:\pemume_ 52498 - 61418 50,501 122918 193092 183084
gggjm“m“}:_jl R _8.'6',855., Céms | -26n -t | -wen | —nam
CapitilEnpeddiore - | 15430 | 20206 | n9s0 | - dieto | scam 52,190
'g;g;g*‘.h‘%’ﬁ?“‘ C Sneser ";u';pi';b S o-nse T cessa | ooman | nase
tnteiaal Financirg © | 7403 B | 1881 I | 4S8 65,665
| EMteriil Financisg 2489 | BDssy 14,040 624 34559 9,301

: St}u’.‘et: " Barko Central de Reéscva del Perd



Table 2- 12 Frends in Government Expenditure and Deficit Ratios

(Unit: %)

1973 1974 1915 1976 977 (Bdinied)
Coreent Expenditure 173 156 164 165 828 843
Capital Expenditure 221 24.4 236 235 172 152
Total 100 100 - 100 100 100 100
Deficit { Annual 214 170 258 305 339 223

Expenditure

Source: Ministerio de Economia y Fifanzas

2. Curnrent Situation and Trends in Major Industries
23 Agricutture

The area of Perw’s cultivated fand is approximately 200 thousand km? ,'or 2.5% of the fofal Iand z1ea.
The cultivated land area may beé roughly divided into three segions (the coast, the mountains, and the eastéin
fotest), in keeping with difiering geographical conditions. : : :

The coastal région contains 25% of the total cultivated lard, located in flat afeas extending along the
course of rivers which enipty into the sea on the west. More than 90% of this cultivated fand in the coaseal
region is artificially irrigated, and modern mechanized agricultural methods have béen developed in this region.

The mountain region is the high plateas region of the Andes and the cultivated land thére accouinfs
for 63% of the total of Peru’s cultivated and area. Under conditions of a sevite natural envitonrent, méchaniza-
tion and modernization involve formidable difficulties, and since the greatest pasi of the cultivated land is aot
atificially irrigated, the population is mainly engaged in raising ccops which rely only on naturat rainfall, -

The eastern forest region in the Asnazon basin contains 12% of Peru’s cullivated land area. As in the
case of the mountain region, the eastern forest region was not favored by its nalura] emvironment for
easy modemization and the progress of modemization has béen slow. However, it has a climate and topology
that are suited fo the cultivation of cotton, cocoa, lea, coffee, and todbbacd, 2nd the development of this 1ézion
may be considered to have a vedy great significance for the development of Perw's agricultute in the future.
Tables 2-13 ard 2-14 indicate respectively, the distribution of culfivated land and areas of ierigated lznd in each
of the country’s gedgraphical regions. : '

‘Tabla2-13  Distribution of Cultivated Land

| - UniG hectaies)

Adminisltaii\é Zone : , _ Natural Region : B
_ " Cosla Sitrra Selva - - Total -
Nerthern Zene 407,147 | 361584 | 63,142 832478
Central Zone 286361 | 718932 | 139574 1,144,880
Southein Zonz Cos2590 | eseara | ssass Casn
Fastern Zone 0 0 193614 194.614
Tod | 746701 } 1746500 452,793 2916291

Source:  Estadistica Agraria’



Table 2. 14~ rrigated Ares In €ach Agricuttural Region

(Unit: heclares)

'_'_r'\‘_a-lural ' Cultivaled_ lmgaled Percentage | Nonlesigated | Percentage
‘Region .| . land’ . land - % - . Land %
Costa ?46?01_ ' 739,631 90t . 1016 | 09
Siera | 8746800 | 33448 | - 1838 1414352 | - 812
 Selva 452793 | 23087 62| . 4ngp06 | 933
CTotad | 2946294 | 1,100,166 310 1846128 | 630

Séul’c'e: ‘ Es_ta_di_sti-:'a': Agraﬁa

Durmg the pas! fou )ea:s gmmh in tola! ag,ncul(mai p[odu«.!mn hasrol kepl pace vnth population
growth, but in the case of food products, such 28 rice, wheat, maizé, and potatoes, production growth has more

than képt up with the rate of popuiahon inceease. Table i 15 s!'ms trends in the indices of agncuhu:a! pm
ducuon .

Toble2- 15 Agricultural Production Indices

(1961-65 = 100)

‘ e B L7 IR L7 T 1915 | 1976
Agmu!tmali’roduchon (Tolal) ol no 125 124 179 | 135
_ » © o (per apita) 92 1 93] 9 | 91 { o3
, I—‘ood Production (Totaf) 130 135 136 143 149
S (pes capita) 100, 101 99 101 | 102

Sohife: * Food and Ag;icoltbre'{)rgaﬂizatifm of UN.

“ajOl agrimllmal products are e those like p-olatoes rice, maize and wheat for domestic cénsumplion
and lhose hke sug:u cane,  coffed and cotlon I'or expot.

Agn-:u!lu:al producfs for domeshc conmmpuon are cultivaled mamly in the mounfaln region and
the Jand aféa used In their production zodounts fot apptoxirastely 50 of the 1otal area of cultivated land in the
counuy. \ewnh eless, p:éduclm has been viable to kézp up with growing domestie demand and in 1977 the
import of foodstuffs amounted (6 $140 million, Agricultural pioducts fof expoil aie cultivated mainly in the
coastal région and 2ccount for 16% of the total cultivated land area in thé country. Under the infivence of
such fa2ctoss 38 the indability of infémnational prices and a rise in the price ‘of domestic foodstuffs, the area
usad for the ¢ultivation 6f produéts fos expc-{l has been decieasad,: In 1977 the value of agricultural éxports
was $337 miltion, ot 22.5% 6f Peiu’s tota] exports. Tables 216 and 2 ¥7 how Ifendsm production figures any
pmdmhon indices, :é:.peduely,mth respéct Lo mapr agricultural pmduds

Large animals such as tame and shéep are bred mamly in the mountain r2gion, mhﬁe household
Imsto;k and poultey aré raised laigely in the ¢oastal région. Owerall production figures for livestock and pouttry
have over the pad few years shown a gradual inceease, influenced by the favorable trend in the production of

epes and chickens in the central part of the coastal eegion. Table 218 shows production tiends with respect to
animal food products,



Yable 2. 16  Agricuttural Production

(Unit: 1,000 tons)

1974 1975 1976 ' ._E_i_;??

. |com 6056 641 7257 <7380 _.

§' Potato 12223 1696 | 16670 ‘;'i-,‘s'st)."_o |

§§' Mandioca 4690 . 399:1 4025 3'90.6_

g Rice 4952 5363 5104 31590
18 |iwheat 1274 126.3 1215 1200

& |Svearcane 9,1836 89582 87915 82400

S fcotton wes | mes | wes | aeee

a’% Coffee 699 654 654 648

Ministerio de Agricultura

Source:
* Table 2- 17 Agﬁwirﬁuﬁ P:oduclion:lndides |
| | | o " (1910=100)
1972 1913 1974 1975 876 E is}n
g | Potatoes 90.3 903 %0.7 834 | ses 820 :
g Rice 754 16.1 809 871 986 | 1o1s.
'§§ Corn 958 959 85.5 1052 1442 1488 |
g Wheat 1ms ‘12 §|_3,.7-.. 86.5':. 92.3 3'1',.3'_;.:
& | ouers 104.0 1061 1062 1057 065 | 1036
Total 1973 983 :_99.0; . 984 - ':1_62.:; 1018
2 Sugar cane 1140 ner | e ng: | .7;_1‘:1.4...2 ol ||4?_
‘g Coffez 1000 | oess | ea: ..;'_53_9- A el e
& | cotton 918 | w000 | esr . V.jsri.&f-.: VLV‘_.6§37L,_.- Tan
Total 1018 1043 1040 " 950 889 912%
folzl ‘ 93_1 . 993 IO('.-I.O-- 97;5' 1 |001 996
Source:  Ministerio d2 Agricultura |



Table2- 18  Livestock Production

. (Unil: 1,000 tons)

1974 1975 1976 1977
Beef 853 86.1 867 540
Cpak | 346 | 546 549 870

Lamb - 218 213 213 25
Pouley | 1056 1300 1400 1436
Mk 8I3F 8128 8213 8280

Eggs 449 50.0 550 8.0

© 7 Source: M;mc!euode Agric u]lum U

Pnof {0 the !and teform méasuces bégun In Ihe 1960s, three-fouﬂhs of Peru’s cultivated zgmu!tuul
lands were onned by oniy 0.4% of thé tolal number of haindhoMers, while the majority of the farming popula-
tion weeé ontiels ‘of dnly very small plots of fand, if any. Agricultural pioducts for export, such as coiton and
Suil cane, wéid cullmled ona Iarbé tcale by big Landowners, while food products for domestic consumption,
such as polaloés rice, naize and wheal, were cubiivated by primitive methods by very smallséale producers
and were furthessnore dépéndént in ail on imposts, 10 a degrez which inceeased yearly. Table 2-19 indicates
percentages of agncullure Imdho!de fsin lehnon 10 ;ﬁm—mabes of tand oanad prior to the land reform.

Tabte 2- 19 Conespondence between Pncenta-ges of Agnculmul Landholder and
: Pementages of L2nd Ovwned Prior 16 Lard Refocm

'Pexcentag-,'e of Pen:emay.- of |
L LandhoMess | (‘u!!waled Land
‘Large LandhoMings - 04% 76 %
Médium LaidhoMings L 166% \ 185%
-Smaﬁ Landhokimgs(unier&ha) . - 830% 5.5%
. Totat 100 ' 100 %

Source:  Situackdn de fa Economia Peruana

: By a land teform l:m in 1964 lhe Penmm gowmmenl a.med ati unpmnrrg ptodu-.tmty and pushing
modemsza!mn theough the promotion of imgalmn planning. Then, on 24 Jure 1969 the revolutionuy military
govesnment headed by General Velasco (ah:ch had its start the pievious year) put into operation the revolu-
tionary “New Land Reform Law™ whoss aim was (o dismantle the traditional system of large l2ndholdings and
to plan for a democeatic land disinbution and Improvementsin pioductivity. At the same time it was stipulated,
for example, that a part of the compensatién to be paid for expropriated lard should be invested in manufactuc-
ing industries. In this way, then, plans wese made to provide 2 dimuls to the development of manufacturing
'smultaneaus!y vnlh lbe asncu!tmal land rel‘o:m ‘

Ihe t-am po-:nls of lhe new Jaw were lhe I'o!lovdng

(l) To sweep am)' the unjusl soml s)si-em by which miltions ol‘ teramt faemess were un_;usll)' locked in
powlly .



(2) In order to plan for agricuttural fand use of 3 kund that would correspond to the good of sacleiy,to st
limits on the size of landhoMing and to expand and stréngthen direct cultivation by small and medium land-

hold¢rs.
With respect to the execution of the reform law, it was further spe’cif‘ed as follows:

(1) Togethes with the provision of guarantecs of land ownership on the p:ut of the agricu!lural popu]ahon
encouragement is (o be given to coopesative organizations {Coopesativas) for the purposs of § mueanng produc-
tion and cecuring sulliciknt cultivated tand 10 meel the demand of the res'denls .

(2} In the coastal region, in 21e3s cultivated through the use of nmgal:on the p;esenl law is epphcable to
holings in excess of 150 hectares. However, in the case of pasture lands it is imited to hoidmgs in excess of
1,500 heclares. : :

(3) In mountzin areas and in the eastern forest region, the minimum size limit fo which the law is apphcable
varies between S and $S heciares, dipending on the lovatity.

The land reform has been carried forward by an agency sl up spec:ﬁcally to deal with all aspells
of the refosm {namely, the Direccidn Genesal €& Peforma), within the Ministerio de Aglicu‘l(urz The reform
measures were fist applied to the modéin large-scale supar cane p!mlalwm and by 1973 e Iibération of
agsicultural lands in the ccadtal region had been virtually cornpleted. Table 2:20 gives an ud:cauon of the ha}s
in which expropriated agricullural lards were rea pp)l(lorﬁd

Table 2-20  Reapportionment of Expropriated Land (1973)

ry'pe o( Reapportionment Unit _;\'o.: of Fam_iﬁes ' Reap Eﬁ %ﬂ;i}i&rea
Individual Managenment I 16950 - | 123
 Coopérativa 73,632 'l,‘4$3 '
Comunidad 25234 361
SAIS - T33041 1,548
Undesig,naled _ o l ,9?3
Tolal : 149,366 _ 5458

Source: Situacién de ta Economia Peruana

With a view (0 prewntmg a dechne in productivity due to a lack of productmn tedmok»gy of a
possible lack, on the part of the farming population, of enthusiasm to work on the lards reapponlmned in the
reform program, the govérnimént has put specisl efforts into the' selting up of agricultiral cooperative Gga.nua-
tions, through the parlicipation and stsong quidance of the Peesident’s  Office and SINAMOS,; the national office
for assisting “'social mobilization.” Table 2 21 gives data on the numbers of <coopefatives and of their membets

Table 2- 21 Fo«mahon of Agncltural Coopératms (19)3)

_ ho_of(‘oopemmes \';e:g:’:gé:a‘ge A1 *::‘&i :i?ant?:; s
Costa 297 §2,182° . 177
S_iena 149 : 28,902 193
Seha 31 2418 s
Total 477 84,102 ; 176

Source:  Sitvacién de ta Ecoromia Peruana
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In the mountain segion, thei¢ are a number of problems, such as linquistic complications and low
fovels of 2ducatjon, which make the formauon of cooperative organizations especially difficult in many cases.
To cope with thest problems the government is allempling (o cairy forwaid the réform measures by the selting

up of tpécial lypes of colléctive organizations known as Sociedades Apricolas de Interes Sociz] (SAIS), which
eceive duecl goverament guldance and paruclpauon

S Bel“een '969 39'5 1976, some 10.5 million héctares wére expioprialed by the state, and of this
amount 7.04 million heclares pass-ed 16 the hands of new owners. Duting the samsa penod 294 500 b0u~eholds
benefited from |he !:md xeappomonmenl .

As s!ated preswusiy, only aboul IM of lhe total l'aumn‘g popu]alion bme!'“led from the Jand reform,
and it is 1mpo:lanl (0 remémber that families in possession of theic own land holdings and seasonal farm workers
were not subjéct 16 ‘Teceive benefits from the land reforms; application.

22 Fushenes -

\'mhin lhe area of lh-e Padific Oééan v.lm:h lses \\esl of Perus coasl lb-ere are pom!s of wnﬂuence in
ﬂueh wam ‘cuifénts flowing from the north me2t thé cold Humboldt Curient (ako called the Peru (‘un-:nl)
ﬂo'.tmg from the sduth. And laigely bécause of thesé na!ma! conditions, until the early part of the 1970s this
ocean area wias a ‘tich’ fishing ground blessed by abundant’ resdurces of anchovies, bonito, tusa, mackesel, and
speaes Catches in 1970 and 1971 excéeded 10 million tons and fepresented 18% and 15%, respedntly, of
world Tish catchés, Ovér 98% of the Periivian catch were anchovies, used as thé faw matérial in the production
of fish sreal, mhosﬁ total p(odu;hon volume in 1971 was 194 miltion tons, or 45% of the world fotal, Duung
the same yéar, e\poﬂs of fish meal 3 were 1.75 million’ tons, or 60% of workd expoils of this commodity. In
teans of value, expirts of fich meal in 1971 amounted 1o $272 million, takiny the bwg,es! share among Peru’s
exports. However, aftes 1972 the ancho'.y caich fell off sharply 25 a tecu!t of changes in the écedn ‘currents.
Tt amounted to on]y 1.8 millién fons in 1973 aid betwien 3.0 and 3.9 miltion tons after 1974, In 1977, ¢xports
of fish m-eal ambdunted 1o $175 million, and whik this repref-en[ed a shai¢ in tol2l exports of only 11 1% (adeop
from prenous fizuies), it neveitheless remamed an important exporl items. A major factor, however, in the
woisening of Perv’s balance of payméats in recent )ears has béen lhe fail in export volume of fish meal. Table
222 shoas movements in ficheries prod uction, :

: ln \iay 19?3 the gov emm%n[ nauona‘hzéd the fish meal and i sh oil mdu:!nh and established a
public corporahon for then ‘manuficture, known as PESCAPERU (Emprésa Publica de Produccion de Marina
y Accite de Réscado). The catchifng and peocessing of anchyies came éntirely within the domain of this new
corporation. Expoils and domestic sales of fish meal énd fish oil had already bezn carried oul since 1970 by a
public corpotation for the miarketing of these products, narr-ely EPCHAP (Erpresa Publica de Comércialization
de Harina y Acdite de Pescado). Thus the establishnint of PESCAPERU mefely completed the process of state
control ovéi the fish meéal and fish oil industries, fiom the stage of ocean hauls throush the marketing stage.
In ll*.e backgtound of téries of nationabzalion messuses was the fact that the fisheries sector had had an éxcess
capacily’ and l-hluded 3 large ‘umber of meﬂménl factories, and ako the schated fact that the industry had a
frazite cq:mmlutwn wheieby fhany of the smalleq firms bécame stasved for funds due to the ancho\y shoilages.
It should also be mentioned that fecently the govérament has béén engaped in bélier équippifg Nishing porls and
providing supply nelworks, and funthermore has bezn actively giving its support 1o the promotion of a stronger
rshmg u}dusny aimed at domesuc consmnpl'on :

23 Mining
Peru is one of the im:ld’s rru)br mineral [E300108 tourilries, with a great miély of underground

remu.rcesvduchin chode coppér, silver, Jead, 2ine, ton, and petrokum.

ln 1977 the mm.ng seclor 20vounted for 8.3% of the gross domsestic produst, and although it ac-
counted for only a low 1,5¢¢ of the total numbar of employed persons, it procured spproximately $900 million
of exports (o1 anore than SO% of the countiy’s tolal expoits) and thus p!ays an exlsernely impostant role in
Peru’y eéonomy Table 2:23 shows outpul of major mineral ptoduds
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Yable 2-22 Fisheties Production

qJnn'f__ Lbooi&_is)‘

Source:

Ministesio de Edergia y minas

2-22

1993 | - 1974 1975 i916 i | . 1977 .
T Anchories 1,769 3.53'37 V 3.079 : 3'1363 H 792 .
Tetilfists | Ouber 6 | 284 N RS R B2
Fotal 2035 3867 sz | 40 | oaem
Predaction . 420 911 706 . - 886 . 493
Eaposis us | oew | 16 | ek | atd
Fot Indatral Use | Fish Mead Dorestic Copsumption 80 115 kY I 133 _ “S._
Clange ia Stocks -8 167 —-174 1 = r-35 N
Chosing $1ocks 46 _ 13 39 170 . - 334 ' ‘.
Prodxction 3 | mr o] AT oee s
FrA0R o : e - BErts
£aporis . {1 2. 30N S 129 5 4
Fresh Fih 160 140 s | f e
Caszed Fish 6 | 83 4 BTN B VTR
For Harmay Goosumptioa Frozes Fish 59 £0 74 .93 - ﬂ‘ :
SavetFisy 1 T w { e i
ot 295 39 22 | 7 m 1 443
Sour&: L!:inii\terid 2e Pesquerio
Bawo Central de Retrva del Perid
Table 2-23  Production of Major Mineral
_ 1974 1875 | 1976 w9
Copp<i (tons) 211,593 180939 | 230269 - 350400 |
lead ¢ ) 165,298 154,168 161066 169150 §° -
Zine () sso | 361918 | smeos | assese
Sijver (1,000 tzoy tons) 34881 34'0;27 o .35922 ) - 37.906
Fron Oce (ton) 622461 | 5062258 | 3100860 | 4anag00 | -
Petrokeum (1,000 barrels) 40,200 41200 | mis00 | 42.3“) T



The gmemm-enl, mlh the alm of suenglhenlng sla!e supervision over this mining secfor which has
such an important role in the national economy, in 1971 promu!gated the Basic Mining Industry Law, whose
proﬁszons include the following (1) state ownership of mining zones; {2) a winimum padticipation sate of
25% by Peruvian capxial ') obhgation of the state 10 market copper ore 1o copper refineries; (4) nationalization

of business transactions with espzct 0 minesats; ) ‘h’ right of the govenment to detenmme selling prices;
{9) estabhshmen! of M mem Peni _

Mméro Peru {sa s!ale-managed wfpo!almn unde; tbe Minlsterio de Energia y Minas'which both
exércises the omaerslup of state-owned mines and alsd, on the basis of govesnment guidance and miaing industry
pl:ms i re,ponsﬂ)!e for ‘mineral explonuon mining dewlopmem ‘and the supenision of production. Another
stale-run coiporalion, llnpeoo is respons'bl-e Tor fomgn trade ard other transaclions involving mmelals and
lhe ores mined by each minmg coapo;auon aié marketed after first | bemg sol3 to Minpeco.

2-4 Manufactunn-g L

: Each of Pem s successue admlmstranons has slriven to pxomole the dewlopmént of modesn manu-
f2ctyring industries, and 1hé Indusirial Promotion Law, which includes measures for tax exemption and fax
reduction with Tespect to e es!a‘bhshm-ent of new industrics, dates fiom 1959. As a result of such efforts,
theé manufacturing sector has, with the éxception of the lattér half of the 1960s, achieved a steady growth.

Befwéeen 1971 and 19?3 the annual gromh fale averaged Sp, and betwézn 1973 and 1976 it was a still favorable
7%’ : L . L

Thé manu!’actu:‘ing s-edo; acéounis for appmmate}y 25 . of the grass doméstic product and pro-

- vides emp‘k})mént to 13% of the tofal employed population. Up 10 now the greatest weight among manufactuces

has been (epses:ented by such consuimer industries as food and beverage pradusts, textilkes, and chemical manu-

factures, centering around plashcs itemis and p!'aunaceulm!s Howews, since 1973 ther has been a gradual

indréas in the manufactme of m!e:med;ate and capital goods, and the gromth rate has been especially marked

in industries \\lmh make use of domemc natural resourcss, Sl.H.‘h a$ stectmaking, nonferrous metals, chemical
produdts, and pape: Tabie 2 24 she-as lrends in manufac!utmg production irdices.

As an’ inlcg;al pall of its eﬂ‘m(s lo build a bas;c s)'slem for economic and social structural reform,
the gow:mnenl in July §970 éstablished the Lan of Industsies, which came 3s a sequel (o the agriculturat land
rcform law and the basic laws on mining and fisheries. This law called for an expansion of state eontrol oves
mmufaclunng ente:pnsts ard fot the ado;-hon of a system of manufadu:mg co]kdwes which recognize the
pimupauon of workecs in managemenl Some of its major pomts are the foﬂmnng '

(l) For purpttses of promotmg slab!e and self-:ehanl ir*Juslml developmerll manul‘auunr‘g industics of
all tyj pes are o be classified into Eroups and sanked aecordlng to priority. Ac-cmdmg to this ranking, piiority
mRasuies will be ac-:o;-led whéie indicated in regard té laxes, ﬁnam mg, administration [echnolqg.y,eh

(2) Entéfpuses mh:ch were ong;ma!ly slar(ed b)' fmeqsn cap:lal must make -:omracls mth lhe t,memmem

and must within <peufi¢d hme timits lra::s!‘orm themselws into eme:pmes in which a1 least $1% of the capital
isdomestic, - : .

() Fos purpo‘es ol‘ axllrg in the es!ebhshrrenl of dnuibulmn oi‘ pmf ts to workers and worker participa-
tion in management, 10% of yearly net profits miust be disteibuted to workers and a fuither 10% of net profits
must b dig n’buled fo collednt bodies ((‘omumdades !ndusmales) ofgamzed by the workers,

25  Raitrosds and f;odg_
259 Railroads

. Ihe lolal lénglh of lhe lines manased by Pem s state-tun railroad cotporation (ENAFER: Fmpresa
Nacional de Fmo\am}es) is about 2,009 km, The two principal lines are the Central Railroad and the Southern
thlroad but also under national adiministration ate such lines a8 the Taena-Arica Raitrcad (62 km) and the
(”hm'bole \Iua]!anca Raitro2d (169 km). The Ceatrat Raitroad (Ferrocanrit Centeal d¢ Perd) runs from Peru's
principal port Caltao throigh the capital Lima and the mining region of Oroya 1o the agricultural center of
Huancayo, and has a tolal lengih of 769 km. 1t plays a very important ol in the Pernian economy.
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Table 2-24 Manufacturing Oulpot Indices

2-M

Indices (1973 = 100) . CusthRae(® -
19 1975 1916 | cagrm | aseis | oaerist
Fish Meal 39 | w623 | 2066 | w39 | -8 ' B3
Food 1061 | 1080 | 1059 61 REREN B E
Beverzge It1EY 1329 1416 213 96 - lll ;
Tobacco nes | e n2 i6s | 2| -06
Teatite 1 | 1026 | 1ioe ) s 12
Appasel iz | onoes | 1023 115 -08 ; —13
Lesther ard Skin 1021 | 1208 | 200 21 183 0.7
Leather Stoes 1004 | 1014 | 1267 o5 . 10 219
Woed RSN IR U RRUTH BRSRECUN Y N 3
Wooden Furnituze '164.7-_ : 129.?7 89,0 : s 47 239 R —3!4
Pulp, Papes 244 Cardboard 1240 | 1035 | 174 S YN RA LESET Y S I 134
Printicg | 995 | 9sa | e1s 08 | e | 22
Fodastint Chemicad Products L1154 VIV‘JO.S' 1432 L 154 ' ’ l}_.fl . 9.5 '
Miscellarzous Cheaical Products 1067 | 1263 | 1396 6.7 184 ic_u‘
Pelroleum Reficery ' 1034 IH.9 ’ 1150 : 8.4 : 60 : Ol N
Rubber Brodocts 1021 ll29 Tl-lﬁ.l: a1 106 : 25! -
Plastic Produsls nss | 1233 R 1240 133: 86 e K A
Nom-Metallic Minczats nies || wes | s | es s
Bron and Stec) 204 | 147 | ososs | ona | ae ] ies
Non-Feirous Metals 987 . 928 |- 105 :_.‘.3. 60 138
Metal Products and Machizery 1039 | 1238 | 168 ST RRTS S BT
Metal Products excloling Machirery res2 | omsa | wes2 | s2 | e a4
Machicery exclding Fleotocal Machinery | 1189 | 1503 | 1818 189 264 10
Ekectrical Machinéry and Equipment 1239 | w92 | 1sa | e | aes =13
Fransportation Materit U9 [ usa | 1 | 1oz “ne o} os
Measuring 108 Control Equipment 924 | 1010 | w3 -14 |§g‘, . 190
Otter Manufacturing ' 935 | Mok |wess | s | et | Ly
Total s §onrs | is2 | - ns 2 4,3
Source:  Ministerio de Industia y Turisen
Banco Central de Resenva &zl Perd



The Southern Railroad (Feuocaml del Sur) his 2 !olal lenglh of 1,240 km 2 runs via two branches

from the potts of Moliendo and Matarani (lstay) to join at La Joya and then to divide again at Ju!uca with
branchés to Cuzco and Puno.

Borh the Ctntlal and Southém Radroads had béén o-med by the Britishbased Peruvian Cotpora-
tion, but were after 1972 expropnated by the Pervvian goverament to be opetated by the state-sun tarhays
o1 po;ahon ‘under the jurisdiction of the M mis(eno dé Transportes y Comunicacwnes

Al presem the go'.’emmént is mqstdezmg such raibw ay impm\emenl pijeds at the following: (l) 2
aew line from Ceiro Verde to Mataranii (2) a new liné from Mataradi to lo; and (3) impros‘emenl of the yaifroad
reiwork in the coaslal reg;on Fig 2-1 shows the raitway netwotk of Pesu,

252 Pom

Peru s p-orl !‘anhues éle under the admm;suatm of the state cotponuon &\AP(Emp:esa sznal
de Puertos) The Ialges! pf)n is (‘aﬁao nfuch hardles appioximately 33% of exports and 65% of imporls

Principal po:l delﬂopmenl pro;ecis mdude (M) aplsnto unpro\e the haxbor fanhues at (‘lumbole
in ordér to cope with [he increaséd prodtclwn of stecl by SIDERPERU and (2) ptans to mode;mze the ports of
Supe, (‘hamay, and Huacbo : : i

P!:m.s in tbe future’ (6 use the eq;hl poxis of Paita Sa]a\e:ry, Chimbote Catlaé Pisco, \lalamm llo
and Iqm(os exclusively for exports. Fig. 22 shms the main port I'auhhes of Pem

3. Overseas Eéonomic Relations

31 Stivcture of F'b.-eign-‘l'lad_e
311 Generad Remalks

- The main suslammg foxce zumng Peru's e:\pous cms:sts of primary products. For examp‘e in 1977
mppe: lepxewnted 35.1% of total exporis, colfes 13. 5%, and fish nweal 11.7%, , for 2 comdined figure of S09%
among tofal exports. ln 1920 etpo-ﬂs of fish meal wége $330 o1 30% of 1o1ad e).pons but these figures decreas-
ed after: 1975 in connéchon with the sharp reductions i in inchovy taldwes due to changes in' 0céan cuirents,
ard in 1927 lhe sajue of fish meal exponswas only $175 mnlhon This l‘au in fish meale\ports has béén a major
factor in thé s!agnauon s2enin Pefu s lulal e'q:oﬂs in recent years,

\l;ﬂed expotls mm‘\e lhe adun!a;,e t}m due to i}-e d:\?mﬁ«almn of mméral lemm&s it Is possible
to compensale for intémational price changés or redmtms in éutpul of a givén type of mineral résourée by
increases in the prod ution of othes minéial resburces. This exports of mineral producis have increased relatively
steadily, amoummg in 1977 te 586? milkon, of 8% of total expoits. Ore expoits, togethes with the export of
getroleurn made possibke by the compktion of the Trans-Amszon Pipeline are considered 16 be the trump card,
50 to speak, which will bring 2bout Peru’s €cohomic recovedy, and great hopes are placed in their futuce de\elop
ment, Tah!e 2 25 mdwate: ibc achm ements ol‘ :ecem yéars with resp-ed to principal exports.

S As !‘or urpoﬂs in keepmg mth the gamnmenl s induslnahzalm pohmes a dominant xheue of 72%

of imports &onsists Of new materials, intermediate m-:l capital goods. After 1973, undes the influence of the

workiwide nainon"bfoughl about by the “oil ciisis™ and food shortages, Peru's total imports increated sharply,
teaching a record high of $2.39 biltion in 1975 However, following the curcéncy devaluation and the import

teumm}ns pot info effect afier 1976 with the aim of improving the international balance of payments, Peru’s

imparts levekd Sff somewhat t6 $2.18 billion in 1976 and $2.16 biltion in 1977, Table 2:26 shows import

figures fot majou lmponcd :tems in tecent yeass,
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Fig.2-1 Railway Networks
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- Fig.2-2  Muain Port Eacllities
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Toble 226 Values of Msjot tmpoits

(Unit: MUSS)

N | 1924 1975 1976 917
Consumess Goods - 1549 1989 164 1726
Raw Materials and, 9197 L6 10319 - 10497
 Capital Goods 6108 1807 6152 sos2
Other S35 1390 265 . 4365 .
Total - | 19089 ‘23002 21000 - 2,1640

Soufce:  Japan Extérnal Trade Organization

312 Major Trading Parinsrs

(1) Expoiis _ o o

o :in'l'e_n':i'i:s of a breg];c_!oim of éipqrt'désiiﬁ;tioh'tfoﬁngriés, the 's.ha;.e of the Uﬁ:iledsm'els is by_"l'ar
l_h_e lasgest, accounting in 1977 foi $460 mitlisn or 29% of 16ial exports. Japan follows the United States in
impoitance as an éxport-destination country, Japan has graduslly inceeased its share since the 1960s and in
1977 absorbed $191 million of Peru’s gx’x‘.‘ag"nls, or 12% of gl‘.'e'lqga_l. Othey impotlant exportdestination cous-
tries aie West Germany, Chile, and ltaly. During the 1960s West Germany kel the s2cond-place position next
to the United Stales, but its shace has gradually falten off, and in 1977 expoils to West Germany wése, without
prospects of immédiate future growth, $70 million. . ' ;

“i With respect to globat iegions, North Amierica and Westem Europe each aicount for appioximately

30% of Peru’s exposts, compeaiing with osie another for first place. Next in importance are exports destined for -
Asiz and for Ceniral and South American counlries. The greatest part of exports o Asia gois to Jzpan and
China. Exports (0 Ceatral and South Américan countries — especially to the member nations of LAFTA
grew steadily during thé lattes half of the 19605 and the Fisst years of the 1970s, 2t4aining 2 peak share of 29.5%
in 1974. Since that time, however, the share has decreased, and stood at only 14.5% i 1977. Table 2:27 shows
exporis figures in relation to global iegions. ' ' :
(?) Imports _ _

* - Looking at import sources in terms of individual dountries, the Jargest sourée of imports is, as in the
case of exports, the United States, which in 1977 sold $678 million worth of goods to Peru, acdounting for
28.9% of Peru’s 16fal imposts. Othér major import soutces are West Gesmany, Japan, Ecuador, and Venezuela,

West Germany and Japan al ene time followed the United States in the volume of their exposts (o Pesu, but
theit relative shares have gradually fallen off, and in 1977 they were surpassed by Feuador and Veaczuels.

- dntemis of global tégions, North América provides the largest market for purchases, maintaining a
stable share of mose than'30%, Next in importance are_Central and South Américan counfeies and Westéin
Eutope The sharé held by Ceatral and South Amésican cduntrics ingieased from 18.7% in 1975 10 23.1% in
1976,7a0d then to 28.6% in 1977, reilicting a changeover from North America to Argentina and other Latin
American countriés a5 sd0urces of Imported wheat and meat. Westean Furope was until 1976 second in impor-

- tance after- North America s a sousee Of jmports, but fell to third plage (with 2 26.1% share) in 1977 due to
the rapid riss in tiansactions with Lavid Amesican countries. Tmpotls from Asia involve principatly Japan
(as in the case of exports). Japan's share in imports has, however, gradually decreased, and stodd at §% in 1971,
Table 228 shows import figutes in relation to plobal regions.
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Toble2-27 Pery's Expotts by Region and Country

(Unit: M. USS$)

Soutce:

Fapan Extesral Tazde Organization

2-30

1974 75 ‘76 n
South Brasl T na4 32.6 55.4 60.5
Americs e 205 873 186 310
Menico 113 10.5 209 20
Ecuado: 120 10.7 i?.‘Z ‘ ?I._G_ :
. Venezutl _8_0 96 §4:.7__ : i9$ -
Argeotina 506 367 214 183
Colombia 214 168 120 184
Bolvia 74 58 6.5 22
Ceatral Costa Ric 2.1 0.7 . lo 20 _
‘ E# Sabvados 42 1.3 22 20 .
Parama 22 21 .15 83 -7"'
Corttean Cuta 55 224 168, | 1es
Trinidad Tobzzo 02 0s X 05 -
Jamaica 0.1 03 - S04
.. Canada 52 36 By X ~11.6
Unitad States 5474 3179 39S 4603
Bahama Idarids _ Y ~es- |
Eadlzn _ ¥ad Germany 425 472 257 401 -
Furope . L R Lo
Potand 430 286 418 3560
Hurgary 54 69 15 244
Czechostorakia 107 - _3.6 139 - 192
e | sl oms b ose e
West Genmany 1190 85.6 922 02
Nethertands 439 45.1 26.0 . 33l
France . 36.2 20 | 258 x|
Belgivm 474 348 618 VKA §
Britaln 469 434 75.1 632
Switzerlarad 8.7 43 S 4
Sweden. 15 30 21 93 -
Portogal 3.1 10 g4 | e |
Yoo 122 40 . 96 ' ' 3|3
Spaia 212 9.9 134 253
Asa China 869 480 a9 369
$apan 2045 1501 1260 1908 |
Tawan 41 L 20 6o |
‘ . . Rt;—abb‘ccfl’li@:n nE 3'2 B '4!5 (13'5‘ i
Middle Fast Lian Lt i R 33 TR
Africa Algaiia 21 22 28 - 8500 ]
Pacific New Guinea - o N A lS PR
Austratia N . 38 02 ' - L 03 : 0.7
Tolal 13205 | 131486 1,282 1,581.%




Table2-28  Peru’s Expotts by Reglon and Country

A ‘ T : (Unit: M. Soks)
DR BT T T o7
o | Eevter o 10s 1310 1723 187.0
© T Yedeaela - 390 1438 838 1835
O L T I Y 3 835 81.5 638
| Argentin | Taaa 398 483 609
Cobmbla 300 | 436 024 3438
ok |48 300 w1 | e
o 58 93 32 2.1
cCeatilAmeda | C 43 - 38 6 | s
CGmben | b2 ] wr | e2 | ea
ey e [ tear | s 463
_'-'vnaedswcsﬁ; : ol 4382 | 10044 6104 5615
Come -l Amas L T3g 0 0 g 136 100
Coues | Bhamtioss | o | e | as 24
©Eastim Y Romamn . | 43 126 49 1 1
Forope '} - 0 . : : : : : o
| Humgasy =~ i34 364 38 49
. P Soventtnion . | g4 6l 7 Y
“Westein | West Germany ) 1606 mns 45 1422
PR pe 296 ne | sis | sse
Netherlands | 481 182 404 296
Taly 411 622 655 26
miga | 385 1064 722 194
svedea - - | 197 60 31 622
Switzerand 332 664 382 3
G L I B 1 64 18 162
codsem T as |l s} s ) ns
o . as | 1a ) 66 04
TAs f 1832 2800 44 | 10
T ememee T 3 55 43 13
Broem- 0 ) a5 | 48 165 54
O MuaeEBw | 072 36 . 04 | 03
Afica | UnonofsouthAfiea | . 36 | . 97 34 104
Pacific | Néw Zeatund 444 217 2.1 253
SR £ N I X S R Rl RO Y- 123
o Tewt T iss | 264 | 2ams | iema

Séuice: ' Japin Extérasl Trade Ocganization -
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3-2  Balance of Payments and Foreign Cuuér}cy Reserves

© Peru’s international balance of payments registered black-ink Fgures for the tast time in 1974, and
has since 1975 continued Lo show a deficit. During the three years 1975~77 the deficit reached the cunulative
size of approximately $1 dillion. Reasons for ths deficit may be sought In the crumbling of the patter which
h2d obtained previously whereby non-trade-sector deficits inhesent in a deﬁtit-pome ‘struclure ol'_go'i'emmen_t
finance were partially offset by black-ink tradebatance figures, and whereby deficits in the mdina:y balance
could bz further offset by long- and short-ferm black-ink figuies in the ¢apital acoount balance. One very basic
1eason was the 7ise in import demand which accompanied and was largely the result of the véry fapid rise in
the government deficit. The deficit in ordinary acoounts which came about in both 1975 and 1976 Targely as
a result of the deficit registered in the foreign (rade balanee could not be covesed by black-ink figure from the
capital account balance, with the resuli that in those 1wo years the overall balance eegistered negative figures
of $510 miilion and $369 million, respectively.

The deficit in the intemational bzlance of paymeats has been met in the form of medium- and long-
term foreign loans and the eating away of foreign currency réseives. Asi result, Peru’s foreign cusiency reservés
fell from $1 billion in 1974 to $400 million in 1976, the latter figuie corresponding (o somewhal fess than thres
months of imports at the then current annuwal import level. The govesament thys obliged o steive for an improve.
ment in the intespationz] balance of payments through reduction of expenditures in the public sector, currency
devaluation, and the enforcement of icasures to repress imports. Bzcause of thess efforis, the size of 1he 1977
deficit decreased to $2 million. A favorabk turn toward a positive trade balance s expected as a result of in-
creased petroleum éxports' made possible by the opening of the Trans-Amazon Pipeline in 1978, and the pros-
pects aze good that the intemational balance of payments wilt be imporved. Table 2.29 shows movements in the
international payments balance, and Table 2-30 shows movements in foreign currency réserves.

4. Economie and Socia! Devefopment Planning

4-1 Development Planning Up to the Present

Including the development plan cusrently in progeess, in Peru four development plans have up (o now
been established and put into practice. The earkiest plan, anniounced in February 1960, was a five-year plan for
comprehensive development which placed pasticalar emphasis on developing the infrastiucture seclos including
hydroelectric power, highways and railroads, and akso on developing facilities fos the refining of ores. Howewer,
in $962 this plan was superieded by 10-year plan for ¢conomic and social development coi'eiing the period
1961 ~ 1971. In this 10-year plan, emphasis was placed especially on planning for improvements in the standard
of tiving, fosmation of a “‘unified market™ for the national econemy, and zectification of grographical differénces
and gaps between various agricullural secions by expanding the area of agricultural fands and agricultural pro-
ductivity. The total investrent envisaged in the plan was 184.6 billion soks, and 2 yearly growth in gross domes-
tic product OF 3.9% was estimated. 29.4% of the public investments were fo be budgeted for agriculiure, 22 9%
for teansport and electricity, 43.8% for social peojects involving housing, hygjeae,edm‘a!im,elc'.,'md only 4.6%
foz industry. In order to bring the plan to fruition it was indispensable that there be an 2grarian réfoim involving
rectification of ownership pattems with respect to farge landholdings, but because Flans for such a feform mzl

with stubborn opposition on the pait of large landhoMers, this issue was held over into the 1970s.

In the fellowing period, comprising the years 1971 ~ 1975 a fiveyear p! H -
menl was established which included the major national developmént g:\als of :he Vl:']:ti‘}‘ainn::f:lal‘af;:m
which envisiored not only economic dewelopment but also, af the same time, the achievement of r-adical goals
involving reforens in the country’s tocia) and caltural structute. The plan called for a total investment of approxi-
mately 27 billion soles and an annuzl growth rate of 7.5% in the gross domestic product d{uing' the' fiw-}-éal
peiiod. A breakdown of public investments to different sectors of the economy shows that 25 $Ewas déstined
for manufacturing idustiies, 16.4% for transport, 16.4% for mining, 7.6% foz agriculiure 4.:2% for fisheries
and 30.3% for other purposes. In comiparison with the previous plan, this plan was char’ac;erized by a marked‘
decreass in the relative weight of investments in the agricultura) sector and by the emphasis placed on promoting
the mining and manufacturing sectors. Nevertheless, a8 in the previous plan, agrarian refoim was tecognized

as an important fask to be undertaken. In addition, the goal of carsying out e2forms in the social and economic

strpcture was widely haited as a means of hastening economic development, and measures which expanded the
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Tobla 2-30 Movementsin Foreign Currency Reserves

(Unit: M. USS) .

"""""""""" TITY 1975 | 1976 h#
Dee. Dec. June Dee. -
Resenves 956.2 4678 3512 361.7

Sourcé:  Bznco Ceatrz] de Resesva ded Perdd

functions of statexmanaged corporations and which increased the numbers and sieenzthen manpfacquingrmlkc.
tives and publically oaned eaterprises of various tlypes were put into practice dur_ing the peripd qf lhe_ g!zm..
Due to changes in the economic environment, the plan was altered (o end in 1974 (op; yéas easlier than original-
Iy intended), and aftes 1975 Peru entered into a new period included within'a new four-year national develop-
ment plan_ :

42 Genersl Outine of the 1975~78 Four-Year Plain

The ¢ore of Pesu’s current economic and social development planning is the four-year plan for nation-
al development begun In 1975, in which is prochimed the radical goal of “the reatization of social democracy
through the complete participation of the nation’s people.” Seven fundamental objectives are given as follows:
(1) promotion of reforms in the social structure; (2) strengthening of the people’s participation in the varjois
ficlds of politics, economy, sociely and culiure; (3} strenglhening publically owned enterpiises; {4) raising of
prodwction levels and impiovement of the distributian steucture; (5) large.scak reduction in unemployment
and hatent unemployment; (6) rectification of social and ecoaomic imbalances among geographical regions and
promotion of development in bordes regions; and (7) streagibening state ¢ontrol over natural resources,

The plan cailed for a yearly increase in the gross domestic product of 6.5%, which is in excess of the
average 6.0% growth rate achizved during the period 1970 ~ 1974, While growth rates in the agricuiturs amd
manufactucing seclors were estimated 10 bhe relatively Jow, the gronth rate in the minirg gector was inténded
to be 28.8% (as the rewult of production inceeases), the growlh rate in 1hé fisheries weclor was intended to be
123% (as 2 result of the expected recovesy in the production of fish meal), and in the construction tector the
growth rate was intended to be 134, However, overall growth rates were only 3.0% in bath 1975 and 1976,
and 2 minus 1.2% in 1977, far below tle planned figures. Thus the achievement of the goals which wese sé1
appears difficult. Table 2-31 shows original éstimatés and actual resulis with respect 1o growth rates in the various
sectors of the economy. ' : '

With respect to foreign tiade, the plan ervisaged an average yearly growth in exports of 15.6%,
largely as a result of expanded peoduction of petroleum and copper, On the othei hand, (he plan called for
in impoits to $.6% through the eaforcement of import restriciion measures. However
s foieign tiade has continued 10 show a deficit after 1974, and (his bas been 2 maior factorin lhe'éountl)"s
economic ¢risis. Table 2-32 indicates 1974 estimates of expoils from the various production sectors in 1978
(the last year of the five-year plan).

Total investments planned for the four-year period were 510 biltion soles, of which approximately
251 billion soles were to be public investments. A breakdoan by economic séctors shows 34.1% destined for
mining and pelroleum development, 12.3% for manufacturing, 12.4% for Wransport, 8 5% for elecliicity and
communications, 7.9% for agriculture, and 32.7% for othet purposss. Compared 1o the previous four.yéas plan,
this represents a continuing trerd toward a highet refative weight of invéstment in the mining and manufactue-
ing sectors. Table 2-33 gives a breakdown, by economic sector, of the plan’s allocation of public investments,
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Tebla 2-31  Growth Rate Estimates and Results, by Economie Sector

_ Planned Valuzs Active Resulls

?‘f"g}’éﬁ:“ e g;?;z& GDP Gromth Rate (%)
1974 1978 Rate 1975 1976 1977
Agsiculture 12.6 1.0 33 10 33 0.1
Fisheries 14 13 It ~152 199 19
Miring & Petioleurn 72 - . 94 28.8 ~110 89 299
Manufacturirg 284 295 88 41 42 6.1
Construction Y 62 13.0 168 | —238 11
Sub Totat 549 574 39 -31 335 33
Senices 451 426 62 8.7 4.1 -0.1
Total 10006 1000 7.1 33 30 —12

Soutce:  Iostituto Nackonal de Planificaciéa

Table2-32  Estimates of Expoits from the Various

Souvrce:

2:35

- Production Sectors
{Unit: M_Soles)

o | 1914 1973
Agriculture $ 800 5,8(:0
Fisheries 4,700 8,300
Mining , 19,300 34500
{Excluding Petroleum) *

" Petroleum 400 6,500
Othes 5,600 9,000
Total 35,800 64,600

Instituto Nacional de Phanificacidn




Table 2-33 - Public Investment by E¢onormlc Sector

(Unit: M. Soles)

Sector _ &noph_t_ Shaié 7]
Agdcuitur.e- "19,939.0 79
Food 56230 22
Fisheries 65012 . 217
Productive Sector Manufactusing - 30,75-6.’2' 123
| Fourism | 2,6529 - 1Lt
Mining 12,4819 169
Petsolum 431640 172
E;eﬂ}ici:} i6,?s'2.| 61
Communications 4,5'48.1 ' 18
Housing 1'3,5‘3-"..3 54
. , Eduétion ' | l-;l,;{77;4 56
Social Infrastructure- | - .
~ Health 64521 26
Othes 130610 52
Total 2515545 1000 |
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