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Preface

[n the ¥980s, hyperinflation raged in the Republic of Peru, producing cconomic collapse
that lowered per-capita income to the level of the 1950s.  The First Fujimori Administration
promoted cconomic liberatization, focusing on trade and dircet forcign investment
liberalization, lifting of pricc controls, privatization, and a more flexible labor market. It
urgently and directly implemented various social measures, aimed at supporting the extremely
poor. Economic recovery was remarkable, and as a result, inflation moderated, per capita
rcal income increased, and public peace and order were restored.

Following this remarkable recovery, Peru then had to sustain and develop its stabitized
cconomy and address the alteviation of povertly.  Its greatest challenge is social development,
as it needs further strengthening of the foundation for good governance and participatory
development.  In Peru, topographic and climatic conditions, as well as ethnic diversity, have
produced considerable regional gaps and gender disparity.  {ts informal sector is much larger
than that in other countrics.  In the Andean highland, most farmers operate on a very small
scale. Poverly is thus a very serious problem in Peru, and long-lasting, steady clforts will
be needed to address these problems.

Peru, having taken emergency measures (o cope with its economic and social crisis in the
first half of the 1990s, 1s now considered 10 have reached the stage to carry out cconomic and
soctal develepment from a long-term viewpoint. A Study Commitice was organized in
April 1996, to study the basic direction of Yapan's ODA for the Republic of Peru at this stage.
Accumulated experience in dispatching personnel was indispensable for the Committee's
study, cspecially on priosity areas. ‘the murder of Japanese experts in the Vegelable
Cultivation Techntque Center in July 1991 resulted in a gap of five years in the relationship
between Japan and Peru, during which economic and social conditions in Peru changed greatly.
It was very difficult for the just-organized Study Committce to analyze the prevailing
conditions and define the basic direction of assistance.

In this situation, the Committee made sleady progress in its study activitics, through
efficient use of experience and knowledge of the members who had conducted research on
Peru’s cconomy and socicty, and it conducted field surveys, although only for a short time.
The Committec’s activitics were, however, interrupied by the hostage-taking incident at the
Japanese Ambassador’s residence in Lima in December 1996, After the incident was
resolved and public peace and order had been restored, the Japanese Government dispatched
a general study team on cconomic cooperation in February 1998, The Study Committee
held its last open study meeting in the end of May, and compiled this report.

[ would like to express my gratitude to the members of the Committee, and for the
cooperation exended by the Japan International Cooperation Agency, the divisions
concerned of the Ministry of Forcign Affairs, and the task force. [ am deeply grateful to the
organizations concerned of the Government of the Republic of Peru, the Japancse Fmbassy in
Peru, and the JICA Peru Office, for their positive support.

I hope this report will be utilized in JICA and the ministrics and organizations concerned,
to deepen cconomic cooperation and friendship between Japan and Peru.

August 1998

Akio Hosono,

Chairman

Commiitee on the Country Study

for Japan’s Official Development Assistance
to the Republic of Peru
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1. lutefnal and External Conditions in Peru
1.1 The tand and pcbp!c :

Facing the Pacific Ocean, Péru is situated on' the western side of central South America,
[ts tetritory covers about 1,280 thousand square kilometers, making the nation 3.4-fold larger
than Japan. It has the Tourth largest areain Latin America, following Brazil, Argenting, and
Mexico. It is divided roughly into three topographic regions by the Andes extending north
and south: costa{coastal desert), sicrra (the Andes) and selva (tropical rain forest). Costa, a
desert belt extending along the Pacific coast, occupies about 10% of the tetritory.  Here
people cagage in agriculture in cases developed at the months of 50 or so rivers fed by
snownielt from the Andes and their villages have developed further into citics.  Sieira,
occupying about 30% of the territory, extends nosth and south along the Andes.  People in
this region, which has various altitudes and diversified climate conditions, engage in a varicty
of agriculture and stock-farming.  The western system of the Andes is a dry region without
rain, while the valleys and heights at altitudes between 2500 meters and 4000 micters in the
castern have a dry scason and a rainy season.  The region is studded with a number of villages
of indigenous Indios who have developed advanced agriculture (potatoes) and animal
husbandry (llamas and alpacas).  Selva, occupying 60% of the territory, is a high-temperature,
ram) region extending from the casicrn slopes of the Andes to the region where the Amazon
rises. Farmingis conducted in comparatively high altitude areas, while low-altitude wetlands
are sparscly populated and covered with thick forests having a variety of vegetation,

Peru is blessed with natural resources.  The open sea, where the Humboldl Current {a
cold current) from the south and the Equatorial Current (a warm current) cross cach other, is
one of the most famous and important fishing grounds in the world. Catches here were the
world’s largest in the beginning of the 1970s, and Peru was the largest exporter of fish meal,
which accounted for 56% of the world's exports (1970)> . Peru is anajor exporter of mincral
resources, such as copper, silver, tin, lead, zine, molybdenum, and tungsten’ . The country
also has abundant energy resources, including natural gas.

The popufation of Pery, at about 24 million (as of July 1996), is the filth largest among
Latin Anicrican countries, following Brazil, Mexico, Colombia, and Argentina. 52 % of the
people live in costa, and 33% live in the "departamento” (Lranslation, "department”) of Lima,
the nation's capital. About 36% of the people live in sicira, and 12% live in sclva.  The
population has increased by 3.5 times in the last 50 years.  That of cosia increased by more
than fivefold, while that of sicrra just doubled. The proportions of people fiving in these
regions_were 34% and 60% in 1940, but the population of costa came to account for half of
the total populatlon in the 1960s as many people moved to costa.  The proportion of urban
people now exgeeds 70%. In the 1970s, the people of Peru were said to consist of about
50% indigenous people, about 40% mestizos (mixed blood of indigenous people and white),
and a littte more than 10% white, people of Oriental ancestry, and others' . According to the

! Sources include Shigeo Osonoi (1993) pp. 2-7, Espinoza (1921} pp. 8-13, the home page of die Permvian Fmbassy in Tokyo
Lht(p'h’m\ wielescrve co. iplembassy/embassy/porfindon-g him), and so forth.

2 'P.}n.das{l'ﬂl) p. 33, Table 1-3.

Acumdzng o the "Dala Book of (he Worl F927." Porw's positions in the worlds mincral outpuls were as follows.  copper, ainth place
(1994); sitver, third place (1993): (in, fourth place (1921); kead, fourls place (1924): zinc. fourih place (1994). mobbdenum, fifth place
(192} tungsten, sinth place (1993).

i According 1o Psacharopouates (15%4) p. 27: Table 33, and p. 166. the population of indigenous peophe was 9 3 malion at the beginning of
the 19705, accounting for 47% of the tolal population According to data of e TPoruvian Embassy i Tolso



houschold survey in 1994 (by sampling), just over 80% of the people spoke Spanish, and just
less than 20% spoke Quechuaor Aymara, which arc indigenous languages. It is said that in
the citics, only several percent of the people speak mdlg*noue languagcs while in rura! rcguons
of sicrra about half of the people spcal\ them® .

Per-capita GNP was 2,410 US dollan. in 1996 (World Bank Atlas mclhod) Peru is
classificd as a lower middle income country by the Development Assistance Committee
(DAC) of the Organization for Economic Cooperation and Dcvelopmcnt (OPCD)

1.2 lleritage's from the past and attainments of reforms
1.2.1 Political, economic, and social conditions until 1990

The modern history of Peru is characterized by political ‘and cconomic instability.
Administration cstablished through democratic procedures was replaced by a military council;
then it was succeeded by another civil government, w hich was again superseded by a m;lltary
government,  This occurred repeatedly (Table 1-1),

Table 1-1 _ List of Governments (1945 to the p.r‘esgeinl')

President Govt. system B Period - _
Bustamante y Rivero, José Luis Cwvil : ' 1945.7.28-1948:10.27
Odria Amoretti, Manuel Apolinario . Military 1948.10.27-1950.5.10
Noricga Agilero, Zendn Provisional 1950.5.10-1950.7.28
Odria Amoretti, Manuel Apolinario Civil 11950.7.98-1956.7.28
Prado Ugarleche, Manuel Civil ' 1956.7.28-1962.7.18
Pérez Godoy, Ricardo Milila'ry‘ ' 1962.7.18-1963.7.3
Lindley Lopez, Nicolds Military 1963.7.3:1963.7.28
Belaunde Terry, Fernando Civil 1963.7.28-1968.10.3
Vetasco Alvarado, Juan Mititary 1968.10.3-1975.8.29
Morales Bermidez Cerruti, Francisco Military 1975.8.29-1980.7.28
Belaunde Terry, Fernando Civil 1980.7.28:1985.7.28
Garcfa Pérez, Alan Civil 1985.7.28-1990.7.28 -
Fujimori Fujimori, Alberto Kenya Civil : 1990.7.28-1992.4.5
Fujimori Fujimori, Alberto Kenya Emergency national ~ |1992.4.5-1995.7.28
reconsiruction n ' ' :
Fujimori Fujimori, Alberto Kenya Civil o 11995.7.28-2000.7.28

Sowrce:  prepared based on Cudnto (1996} p. 391, and mher malenal

As expansive macroeconomic leICles produccd a crisis condmon in the international
balance of payments, the Government took bek- tightening mcasures for economic stabilization,
and financial expansion caused macroeconomic instabitity again.  These policy changes were
repeated.  During this period, people’s well-being continued (o worsen from a peak in the
mid-1970s.  Terrorism, excessive in rural regions, broke public peace and order and worsened

thitp fcleserve cojpembassyiombassyiper/index-j htm}, indigenous peopk acceunted for 47%, mestizos 40%, while peeple 12% , and
others 1%

% Cudnto (1996). p. 45,



cconomic conditions, and rural poverty accelerated migration of people to cities, thus
increasing soctal instability.

(1) Political and economic conditions

While Latin' American neighbors were promoting import substitution industrialization
afier the 1940s, Peru practiced a laissez-faire economy through the 1930s.  The exploration
and oxport of mineral resources were dependent on foreign capital, and the cxport of
agricullural products and fish meal® financed the import of manufactured products. Fhe
Governiment seldom made economic interventions, with very leaient cconomic regulations.

Law for the Industry Promotion, established in 1959, scemed to mark a turning point for
import substitution industrialization in the Peruvian economy. The National Planning
Agency was cstablished in 1962, and the first Belaunde Administration, inaugurated in 1963,
started import substitution industrialization, promoting infrastrecture-buitding on a targe scalc.
But its taxation reform for building a fiscal foundation came to a deadlock, producing an
economic crisis.  This led to the miltary coup of October 1968. On coming te power,
General Velasco took a strategy focused on growth within the country. He enforced
extensive regulations on economic activitics and nationalized enterprises nun with forcign
capital, mainly in the mining scctor.  In paraliel with this, he mmplemented protective
measures for workers in the private sector, and promote their participation in businecss
management.  In addition, he carried cut, in 1969, the most radical agrarian reform in Latin
America.  External debts became large with the positive promotion of public investment and
the cxpansion of national cnterprises. - National income and employment opportunitics
increased amid favorable international economic conditions in the fust hall of the 1970s.
With worsencd terms of trade in 1974, however, forcign countries reduced their funds coming
into Perw, duc 1o anxiety about the Government and a fiscal scale that had already become too
large. This brought another economic crisis.  General Morales Bermitdez, Prime Minister of
the Velasco Administration, took power in August 1975, in an internal coup.  He made
efforts to restore favorable relationships with international institutions and domcstic civil
power. - With the recovery of trade terms from 1978 to 1979, he promoted cconomic
stabilization and partial liberalization. Progress was made in changingto a civil government,
in parallel with this, and a constituent assembly clection was held in 1978, The constitution
cstablished in 1979 emphasized a mixed economy and the role of the state in cconomic
activities, expressly stipulated an agrarian reform, prohibited large-scale land tenure, and
mentioned labor stabilization.  During this period, however, per-capita income continued to
decting, and inNation was accelerating,

- The second Belaunde Administration, which came to power in 1980, promoted trade
hiberalization. Its c'mansiv'e fiscal and monetary measures, however, brought an annual
inflation rate of more than 100% in 1983, causing a considerable decline in people’s income,
which was in part because of natural disasters caused by I Nifo.  External debt negotiations
brought debt rescheduling and new funds commg into the country, but debt service payments
soon became delayed.  Gareia Pérez took power afier a presidential election in July 1985, in
the first such victory for his political parly, the American Popular Revolutionary Alliance
(APRAY . The Garcia Administration faced annual inflation rate approaching 200% and per-

¢ Belween 1964 and 1971, Peru was the world's largest producer of fish meal, which accounted fer 1 of the countn's experts.
One of tha oldest organizations i Latin America, prometing reforms tn Poru based on the general public,
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capita income that had declined. to the level of the fatter half of thc 1960s. The
administration tricd o contro} inflation by freezing prices, and to rais¢ fiscal funds for
cconomic activation by limiting the debt service ratio ‘to 10%. - In mid-1987, however, it
became clear that this policy could not be maintained, resulting in accelerated inflation, a
depletion of foreign currency reserves, and a rapid expansion of deficits in the public sector.
In 1988, the fiscat deficit accounted for 16% of the GDP, and the monthly rate of inflation
reached 21%.  Although the Government tried to reshape the economy by raising prices of
miajor items, except wages, in September 1988, inflation further accelerated, with an annual
rate of more than 1000%, and the Peruvian economy failed. During the period between 1987
and 1990, production and rcal wages declined by 20% and 75%, respectively.

(2) Social conditions

The Velasco Administration’s social rcform focused on radical agranan reform could not
change the (raditional structure of Peruvian sociely, deeply rooted in its history. Politicat
and cconomic instability caused people te move rapidly from impoverished rural regions to
cities.  Guerrilla activity and terrorism prevailed, with a rapid decline of  Government
competence, and the outskirts and old sections of cities became slum quarters, disturbing
public peace and order.

Terrorism by sierra-based Sendero Luminoso and the urban-based Tupac Amaru
Revolutionist Movement (Movimiento Revolucionario Tupac Amary:  MRTA) became
violent in proportion to the ¢cconomic failure and declining Government competence.  Coca
(the source of cocaine), widely cultivated in the Huallaga Valley, provided funds for Sendero
Luminoso. Narcotic exports were estimated to value at least one billion doilars annually,
reaching 4% of the GDP.

The population increased at an annua] rate of as high as 2 6% even in 1hc Iatter half of
the 1980s, increasing from about 10 million in 1960 to 20 million in 1985, - 1t almost doubled
in 25 years. Urbanization was also rapid, and the proportion of the urban population
increased from 52% in 1965 to 69% in 1988. Concentration of the population in Lima, the
capital, was especially considerable, with more than 40% of the urban population fiving in the
city. The Lima population increased from 1,680,000 in 1961 to 6,500,000 in 1990. About
two-thirds of these people, or their children, were said to have moved from rural regions over
the past 40 years. The background of this was poverty in sural regions.  Although smali-
scale farmcrs were given farmlands in Velasco's agrarian reform, 53.8% of the target farmiands
were in costa, where there were a number of Jarge-scale owners engaged in export agriculture,
For sierra, where most farmers were small-scale, the arca of targel farmlands was small, and
the reform was lumited to a comparatively small scale.  Among people from rural regions,
only a few were employed in manufacturing , a modern urban industry, and the others formed
aso-called urban informal sector, engaged in very-small- -scale peddling, sta!l-keepmg keeping
of open-air cating places, and very-small- scale home industry. : _

In Peru, long economic stagnation decpened rural poverty, causing a la_rgc numbcr of rural_ -
people to move to citics. This produced slums quarters in cities and forméed an informal
sector. This widened socioeconomic gaps and made them complicated. Among Latin
American countrics, Peru is stilt classified as a country with a considerable disparilty of
wealth.



1.2,2 Economic liberalization by the Fujimori Administration

Prﬁsidcnlt‘ Fujimori, inaugurated in July 1990, declared Peru's return to the international
financial commimity and cconomic rehabilitation, and enforced cconomic adjustiment policics
immediately afler taking oflice.  On August 8§, 1990, he rovised the price and rate systems,
raising gasoline price by 32 times, and took stringent measures, including price liberalization.
A substantial raisc of fucl prices, among others, dircctly affected people's lives, raising the
monthly rate of inflation to 400% in August. The people, aware that only drastic reforms
could rebuild the national economy, hardly opposed such drastic measures, which were called
"Fuji shocks." _ l-oliowmg price liberalization, he started structural reforms one after another,
such as trade deregulation, a large reduction of customs duties, and administrative reform by
promoting recommended retirements.

Fujimori's cconomic liberalization measures became full-fledged from March 1991 and
thercafter. In addition to the liberalization of (rade and dircct foreign investments, these
measures included the abolition of pricc controls and extensive reforms focused on
privatization and a more flexible labor market. In November 1991, he issucd a number of
mandate administration laws (heieinafter referred to as administration laws) in his efforts to
accelerate his structural reform for promoting private investment and expanding ciploy ment
opportunities.  Some were, however, revised or abolished, as the Congress became
increasingly antagonistic toward the president; holding his reforms in a deadlock.  Laws were
established for the necessary arcas, under the FPmergency and National Reconstruction
Government (Gobierno de mergencia y Reconstruccion Nacional), started on April 5, 1992,
and the principles of the structural reforms were confirmed in the new constitution accepted
by a public vote in October 1993% .

The price system, which had been distorted by the previous government's indiscriminate
granting of subsidies and price conirols, was corrected, in a large-scale price adjustment and
liberalization. The determination of major prices was left to the market mechanism.
Exchange was unified and liberalized, and a floating exchange rate system was adopted. The
abatement of inflation stabilized the rate of currency to the dollar.  Intercsts, forcign currency
deposits, and remittances of profils were also liberalized, the Bank Nationalization Act
¢slablished by the Garcia Administration avas abolished, and the New Bank Act was enforced.

For trade, import segulations, such as bans and limitations on import items, were
removed, and exceptions (except for some agricultural products) were abolished.  Tariffs
were levied at two rates:  15% and 25%. In 1993, 15% was levied on more than 90% of
imports, with the average tariff rate being 16%. Peru has a very open trade system among
Latin American countries.  The Fujimori Administration's reforms included harbor reform and
the establishment of - Superintendencia  Nacional de  Aduvanas (SUNAD, National
Superintendent of Customs).

Direct forcign investment was also liberalized.  Revisions of the Foreign Capital Act (by
Administration Law No. 662 "Law for the Promotion of Forcign Investment," Administration
Law No. 757, and Laws Nos. 25570 and 26120) ensured domestic and foreign investors the
principle of nondiscrimination and freedom of activity. Aiming to guarantee direct forcign
investments, Peru joined the World Bank's Multilateral Investment Guarantce Agency

8 Pronisions on econontic systems include frcedom of prinste cconomic actihitics (Atticke 38), free competition (Asticle 39), principle of
cqual opportunitics (Article 61), free wade (Article 63). free exchange of currencies (Arlicle 64), equilable external and internal
investment, free cconemic activilics with foreign currency {Article 63), and consumer protection (Ariicle 63).  For main points of the
new constitution, refer to Shigoo Osonoi (1994)



(MIGA), for multilateral investment, and the United State's Overscas Private Investment
Corporation (OPIC), for bilatcral investment.  For scttlement of investment disputes under
the World Bank arrangements, Peru joined the lntcrmllonal Centre for Settlement of
Investment Disputes (ICSID).

Removal of the regulatrons in govcmmcnl controlled areas, e\ccpl for lhosc pertammg to
national sccurity, enabled the private sector to parﬂcnpatc in economic activitics and resources
development (Administration Law No. 757). It was stipulated (Admlmslratlon Law No.
758) that the private sector should be encouraged to participate, through entrustment by the
Goverament, in the construction of infrastructure, such as roads, public undertakings, public
transport, environmental conservation; welfare, education; public services concerning energy,
conmimunications, and road lamps; and the management of public faCIIlthS such as amusement
facilitics. '

A legal framework for privatization” was built by - Admmlstratlon Law No. 674 of
Scptember 1991 “Law for the Promotion of Private Investment in State-owned Companies”
(the so-called Privatization Act). - The Government organized the Comision de Promocion de
la Inversion Privada (COPRY, the so-called Privatization Commiission) -and the Comision
Espectal de Privatizacion (CEPRI, Special Commission for Privatization) for najor enlerprises.
Rationalization, such as personnel reductions, was carricd out, and privatization was started in
mid-1992.  In parallel with this, new laws were enforced in relevant 'al_‘eas. "They included
the General Mining Act {June 1992) and the New Fishery Act (December 1992). At the end
of 1994, the government created Fondo de Promocidn de la Inversion Privada (FOPRI, the
Fund for Private Investment Promotion), aiming to cncourage the pa.rtu:lpatlon of domcstic
capital in privatization.

Major enterpriscs privatized by the end of 1996 mdudcd !IleROPbRU(lr{)n mine),
ALEROPERU(AIrline), Petromar (su_bma.rme oil), Cerro Verde {copper minc), ENTEL-CPT
(telecommunications), and ELECTROLIMA(Lima Electric Power Corporation). On April’
22, 1997, the number of state assct and enterprise units exceeded 100, with the total income
from privatization reaching 7 billion dollars. - Investments in prlvaluatlon projects - are
estimated to reach 7.7 billion dollars by the year 2000, Privatization of the Qil Corporation
has alrcady been started, and the Government plans to privatize other ¢nterprises, such as
Centromin, as carly as possible.  Profits from privalization are incorporated into special
accounts, for appropriation for social aid, debt rnpaymcnts and publtc investment in
infrastructure. '

Concessions have been rapidly c\p':inded The tax-free shop and ihe par!\mg lot of the
international airport have been entrusied to the private sector for six years.  [n mining, the
government-controlled mining fields have been opened to the private sector, with fees charg;d
and there have been many applications for concessions. The pammpalmn of forugn capital
in privatization has raised the balance of forcign investments considerably. - ‘

In agriculture, the public corporations monopolizing the d;slnbuuon of ricc and the
import and distribution of agricultural materials? were. 'rcoig;inizéd The Agicultural
Investnent Promotion Act (July 1991) made it possible to by and sell farmlands frecly and
arrange a mortgage, and thus a market mechanism was introduced in fannland ownership.

Labor legislation was revised, based on the E mploymcnt Promotion Act, and the Labor
Stabilization Acl, which had rigidified the tabor market and fowered the proportion of full-time
workers under the Velasco military government and following governments, was relaxed.
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Administration Law No. 728, of November 15, 1991, casced dismissal conditions to a
considerable extent. Mcasures were (aken for casicr employment adjustment in enterprises,
to increase competitiveness, making it possible to cmploy workers based on economy, skill,
and cconomic rationality, such as productivily, or making it possible to change personncl
annually at a fixed rate of 5%. [t was approved to extend the period of trial employment for
new employees from the usual three months to one year, as necessary, and contractual
employment came to be widely approved. The Labor Community '® was revised, based on
Administration Law No. 677, with workers' sight to participate in the managmwnt and
ownership of enlerprlscs being deleted, which was confirmed by the 1993 constitution'' . In
1992, varicus laws were established {o abolish indexation in wage revision, Iumling
Government intervention in the settlement of labor-management disputes and strengthening
the roke of the independent arbilration agency, and collective bargaining on controlling workess'
right to strike.

‘In social wellare, Administration Law No. 688 allowed the Instiluto Peruano de la
Seguridad Social (IPSS, Social Insurance Agency) to use private insurance and pension scrvices
as supplements, to promote its efliciency.  With deletion of the provisions on social security
provided by the Agency in the 1993 constitution, the Government introduced the Chilean
pension system, in which workers could. choose private pensions.  In junc 1993,
Administradoras de Fondos de Peasiones {AI'P) were cstablished, to opcrate Sistema Privado
de Pensiones (SPP, private pension system), and cight privale companics began operation
(they were reorganized to six later). In June 1994, Oficina de Normalizacién Provisional
{ONP) came to manage official pensions provided by PSS, leaving only health insurance
services as the function of the Agency.!?

1.2.3 Social measures by the First Fujimori Adminis(ration

The First Fujimori Administration took social measures focused on wrgent and direct
support for the extremely poor, in parallel with large-scale price liberalization, especiatly for
public utilities charges.

in Auguél 1990, # formulated an emergency social program as an interim measure
(August to December 1990).  Intended for the extremely poor, for whom the impact of
economic adjustment was considerable, it included measures to support them in aspects of
autrition, health, and temporary employment.  Humanitarian aid was also extended from the
international community. The Government's first comprehensive social measure was the
national plan for the relicf of infants 1992-1995 (Plan Nacional de Accién por la Infancia
'1992-1995), announced in November 1992, ‘Through this plan, the Government aimed to
coordinale measures by organizations concerned with saving infants from worsened nutrition
and health conditions. * In June 1993, the Government formulated its national strategy on
poverly alleviation (Fstrategia Nacional de Alivio a la Pobleza), in preparation for the
Consultative Group Meeting (CG Meeting). “his strategy was aimed, for the period of 1993
through 1995, at strengthening cooperation among government agencics, NGOs, and overseas
aid organizations; improving nutrition, health, and cducation for the extremely poor; and

10 . . . . t . '
The Velasco militany government inteaded to peomote workers' participation in business managament by encouraging industrial

communilics, consisting of workers, fo acquire up 1o 50% of stocks, based on the Gengeal Indostiy Actof 1970 This participalory
5\ stem was dev: eloped into Isbor communitics, and exiended fo mining. fishery, and commusications

F-.s labor teforms, refor to Verdera {1993}
2 . . . N -
! For main points of social security refonms in Porw, refer to Mesa-Lago (1924) pp. 133-135,

-7 —



promoting productive activitics, in order 1o rcduce lhc negative impacl of cconomic adjmlmcm
policics on the extremely poor :

In August 1991, the Govemment csl‘ibllshcd lhu muonal fund for socml dcvdopmcnl
compensation (F ‘ondo Nacional de Compensacion y Desarrollo Social:  FONCODE S}, .and
started Tinancial assistance for welfare services, social and cconomic mf‘raslmcturo., bw!dmg,
and production activitics, as direct support for the cxtrcmcly poor. In lchrua.ry 1992, the
Government created the ‘national food aid program (Programa Nacional de Apoyo a la
Alimentacion: - PRONAA), to provide food aid for the urban poor and rural people. - In Junc
1992, the Ministry of the Presidency was reestablished, as the central administrative agency
controlfing social assistance programs, mfrastrucum-blnldmg, and regional - development,
The Government also organized the inter-ministerial commission on social affairs (Comision
Interministerial de Asuntos Sociales), as an organization in charge of coordination among the
ministrics concerned, analysis of social affairs, and policy- making The commission,
conducted by the President of the Council of Ministers, involved the Ministry of the
Presidency, the Ministry of Fconomy and Finance, and the social development-related
miinistrics. '

1.2.4 Attainments of the First Fujimori Administration
Under the policy of economic liberalization and stabilization, the Peruvian economy

attained remarkable recovery, with a considerable decling of infiation (Table 1-2). During the
first two years of the Fujimori Administration, the rate of economic growth declined, aftected

Table 1-2 Macroeconomic indicators (1988-1996)

988 | 1989 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996

R;ﬁ}f["’gm“‘h rate g3) -l sl zsp 28] eS| 29| 69| 28
0

Per capita real GDP
growth rate (34)
Inflation rate (Note 1) (33)

<99 -14.1 -6.7 11 -3 4.6 112 5.2

1,7223) 22153 7.6497) 1392 s6.7l 395 154f 102f 118

Unemployment rate {Lima 71

» 7.9 8.3 5.9 2.4 2.9 3.8 8.2 8.0
metcopolitan area) (%6) :
Public sector fiscal deficit 7 84 6.4 1o 26 21 21 13 53
(Note 2) ) ‘

(ratio to GDP, %))

Export of goods 2731 3533 3323 3.406] 3661) 3506 4,508] s591] 5897
{fob, million dollars)

Tmport of goods 2,868 2286] -2,922] -3,505| -4,002] -4,123| -5396] -7,761 {7,391

(fob, million dollacs)
Balance of current account
{million dollars)

Forcign cufrency reseqves " 117 546
(million dollars)

External debis outstanding
{million doltars)

Income from privatization 0
{million dollars) .
Sources: BCRP, Memoria-1995, Nota Semanal No. 11, 21 de Ma)o de 1997, INF,[ nw@terials, World Bank, Global
Development Finance, and so forth '

Note |1 Inerease rate of consumer price index (as compared with the pre&dlng )ear at the y;ai end)
Note 2. Thetinancial sector is not included.

657 240 -10s6] -1,320F -1.907] 2,148 2,530] -a.208} 3605

ss2f 1,933] 2425) 2910] 6025] 6693 8362

20006| 20,799] 22141 25,446| 26,612 27,482| 30,226 33.515) 33,545

0 ol - 2} ¢ o212l v27p 210 1276) 1,751




by belt-tightening measures for cconomic stabilization, but the rale of inflation was reduced
from more than 7000% in 1990 (o as low as double digits in 1992 and aflerward.  Foreign
moncy also began flowing in.  In 1993, the Peruvian cconomy began to recover, It marked
annuat real GDP growth rate of 9%, on average, for three years until 1995, and per-capita real
income increased at an annual rate of 7%, on average, during the same period (GDP basis).
These were produced by Government efforts to restore public peace and order, with a further
decling of inflation (1o about 10%) resulting from economic stabilization, and also by expanded
investment, including foreigh investments, as cconomic liberalization measurcs improved
private business conditions. Increased exports also made some contribution.  As per-capita
incomg increased and the rate of consumption increase in underdeveloped regions exceeded
that in metropolitan areas, income gaps seemed to reduce.  With the restoration of public
peace, Japan and the United States stopped advising their citizens against visiting Peru, which
resulted in-a considerable increase of tourists. In the public sector, the Government made
cfforts to reduce s fiscal deficit, through increased revenucs from an cxpanded tax basc and
reduced expenditures, and through the privatization of public enterprises, and as a result
Government savings accrucd.  The increasing ¢xternal deficits were almost covered by
inflowing private capital. The Fujimori Administration’s efforts at external debt repaymeat
brought application of the Brady Plan, with cooperation of the donor community, and
rescheduling was realized in the Paris Club.  {ts relationship with the international financial
community became normalized. Forcign currency reserves continued to increase sapidly,
excecding 9 biltion dollars in February 1997.

These were the first products of the Fujimori Administration, which continued political
and cconomic reforms, maintained economic stability, promoted economic liberalization, and
restored public peace and order. They gave the people positive expectations for improved
living conditions in the future and political and sociat stability in the present.

The Fujimori Administration was apparently producing results in social development.
Table 1-3 shows changes of the proportions of the poor and the extremely poor, with the total
population as 100%.

Table 1-3 Proportion of the poor to the {otal population

1981 1994 1995
Proportion of the poor (%) 553 49.6 453
Proportion of the extremely poor (%) 24.2 20.2 19.3
Source:  INEL .
Notes: The population oﬁl*.'e poor is the sum of the population of the extremely poor and that of people not

extremely poor

The figures for 1991 are based on the household survey in October and Novenber 1991, involving 2,252
households. © Surveying, however, was not conducted for the rural regions in costa, and selva

The figures for 1994 are based on lhc houschold survey from June to August 1994, invelving 3,544
touseholds.

The Egurh for 1995 are based on the furth quarter houschold survey (INEI), involving 19,785
households

These’ ﬁgu‘rbs lhb‘ugh not dircctly comparable with each other, show a reduction of
povcrty The number of the poor was still large in 1995, with 45.3% of the total population
(23.5 million) being too poor 1o satisfy their basic nceds, and 4.5 miflion people (19.3% of the
‘population) being extremely poor, without satistying basic nutritional needs.



1.3 New international envirenment for Peru
1.3.1 Economic globalization

For Peru, the international environmient has been changing greatly. * The most important -
factor is the materiatization of a globat-cconomy. The transition to a markel ¢conomy 'in’
socialist countries; the promotion of positive liberalization in ‘many developing countries
formerly undes protectionism, the conclusion of the GATT Uruguay Round; and gobal
fiberalization with the establishment of the World Trade ()rganuatlon (WIO) as well as
regional liberalization in many places through n,glonal integration, are expanding trade and
investment on an unprecedented scale.  Capital movements are active in dwersnﬁed forms,
and advanced telecommunications arc slrong!y influential. :

This trend of globalization has made it possible for developing countrics, mcludmg Peru,
to participate actively in the world cconomy, and such participation in turn provides them
with development opportunitics.  The international environment is changing greatly in this
sense. ' ' '

Globalization, however, causes intense competition in the world market, as a matter of
course. This mieans thal a country without suflicient compcltlwencss could be left behind,
because of delayed participation in the world market, - :

The internationalization of capital markets and the dwemﬂcallon and cxpansion of
international capital movements make it possrblc for a country 10 utilize thesc in its economic
development. At the same time, mappropnatc measurus for capital movcmenls could
produce economic instability.

Liberalization for gobalization has great ef fectsona dOl‘ileth economy Thcy can brmg
unemployment or widen income gaps in the short temi. o

Globalization provides very imporiant opportumucs for dcvclopmg countrics, including
Peru. At the same time, it requires taking on various challenges to benefit the domestic
cconomy through it.  Globalization is the most important chailenge in the new intcrnational
cavironment. [t will be a great task to be faced, with many inherent difficultics.

Box 1 Asian monctary and financial crisis and Peru

The Asian monetary and financial crisis, whichoriginated from the devaluation of the Thai
baht in July 1997, had little impact on financial aspects of the Peravian economy. This was
attributable to steady seform in the financial sector, a very small proportion of short-term
private debisoutstanding to external debts,a sinallextent of ihe dissemination of moneltary and
financial systems, and ample liquid foreign curcency reserves in the ‘central bank. ‘

The crisis, however, has been’ advcrsely affecting some. sectors of the cconomy
Econamic stagnation in Asian countries is accelerating declines of international commodity
prices.  Lowered prices of Peru's major exports, such as copper, gold, and zine, are reducmg
export values of these products, producing negative effects on Peru's foreign currency
acquisition. Industrial manufacturers, especially in the apparel industry, among othess, are
expected to be exposed fo intensificd competilion with lm\-pnccd Asian products.

Although the present monetary and I'manctal crisis in Asra appears 1o have only a r&lght
impact on the Peruvian economy overall, it emphasizes the necessity of efforts for a sounder

financial sector and improvement of export compelitiveness, in the situation of financial and
capital globahzation. '
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1.3.2 Progress in regional integration

- Latin America has long experience in regional cconomic integration.  Communitics
include the Latin American Free Trade Association (LAFTA, or ALALC in Spanish), which
began operating the year followmg(hc signing of the Montevideo Treaty in 1960, the Central
American Common Market (CACM, or MCCA in Spanish), which was cstablished in the
same year, the 7?7Andean Communily (ANCOM or Andean Group), established tater, and the
Caribbean Commmuty (CARICOM). They made every cffort for trade fiberalization in their
respective communities, but failed 10 realize the anticipated result, without attaining regional
integration, like the Furopean Union (LU)

From the end of the 1980s to the 1990s, Latin Amcrican integration entered a new period,
quite different from that in the 1960s.. First, while the regional communities cstablished in
the 1960s aimed 1o expand import substitution industrialization from the national basis to
regional levels, maintaining high customs duties, the main purpose of the new integration was
to open the member countrics’ liberalized markets further to onc another, aiming at cxport-
oricnted economic development, and to improve their international competitiveness through
compctifions in free, wide-area markets or in respective rcgional economics created by this
regional integration.

Second, the new integration sct more realistic goals and systems than that in the 1960s, as
the tatter started with overly-idealistic goals, impeding flexible integration, as aresult.

Third, the recent inlcgration is many -sided and complicated. This is caused by the very
reatistic approaches it takes. Many bilateral agrecments have been concluded, with a view to
advancing integration where possible, and the Latin American Integration Association
(Asociacion Latino-Americana de Integracion: ALADI, LAFTA was reorganized into ALADI
in 1980), ?77the Andcan Community, the Central American Common Market, and the
Caribbean Comununity. have been active again toward regional integration.  Brazil, Argenting,
Uruguay, and Paraguay established Mercado Comun del Swr (MERCOSUR, the Latin
American Southern Common Market), which Chile and Bolivia joined later. Menico,
Venezuela, and Colombia organized the G3. Central American and Caribbean countrics
established the Association of Caribbean States (ACS); and Canada, the United States, and
M ¢xico concluded the North American Free Trade Agreement (NAFTA).  Negotiations have
also started to establish the Free Trade Arca of the Americas (FTAA). More extensive
economic integration is thus under way, involving a large number of sub-regions.

The Andean Group {Andean sub-regional integration), organized in 1969, is most
important for Peru. . The Group comprises Peru, Bolivia, Colombia, Ecuador, and Venczucta.
These five countries, signing the Quito Treaty in 1995, decided to reorganize systems and
institutions, including the secretariat of the Cartagena Agreement, with a view to conducting
institutional seforms for the promotion of regional integration. They decided to develop
these reforms” into the Andean Integration System. They had a meeting to build a legal
framework at the end of 1995, and completed their study for reorganization in 1996, toward
establishment of a new organization, the Andean Community in 1997.

The five countries, however, have considerably different ideas regarding the levels of
common external fariffs, and this affects the process of integration,

In January ‘1995, MERCOSUR started working, and Chile and Bolivia joined as associale
members in 1996,  Other Andean countries are studying participalion as associate members
in the market.  ft is highly ‘possible that Peru and other countsies will join the Latin American
wide-area economic bloc, in which Brazil and Argentina are leaders,



In December 1994, an Inter-American Summit was held by . 34 Amcrican countrics
{except Cuba), including the United States, Canada, and Latin American and Caribbean
countrics. They ‘decided to crealc FTAA and complete negotiations' for this purposc by
2005. The summit adopted a paper entitied "Declaration on Principles-Partnceships for
Development and Prosperity:  Demotracy, Free Trade, and Sustainable Development in the
Americas.”  An "action plan” was also adopted for this purpose. U

According to these papers, the Free Trade Arca of the Amcrlcas is lnlcndcd to e:q)and

and decpen economic integration in the Western henusphem , based on sub- -regional and
bilateral arrangemients existing in the Americas, and 1o integrate. the existing agreements.  The
papers also advocate promoting productive investment in the Americas, strengthening the
mechanism for investment protection, and promoting development of the capital market and
its stepwise mtcgratlon from the slandpomt that investment is an important cngine for
growth. : : :
It can be said that the FTAA s almed at regional mlcgral ion lhrough trade and investment
liberalization in the Americas. The "action plan" includes capital market development and
liberalization, infrastructure-building, cooperation in the energy sector, infrastructure-building
for telecommunications and information, technological cooperation, and cooperation in tourism
promotion. Ministerial conferences on trade have already been held in the United States and
Colombia, and on¢ is scheduled in Brazil.  Another Inter-American summit 1s being held in
Chile in 1998.

Peru had been eager to participate in the Asia-Pacific Economic Cooperation Conference
(APEC), and the APEC Vancouver Conference in November 1997 decided to accept Peru in
1998.

Peru has thus participated in diversified regional integration iniiiatives, whose specific
progress will provide Peru with new opportunities.

It mcans the countnics in tha Amcricas [t isofien used in Western literature, in referring 0 countrics sifuated in the Westorn
bemtisphere from the vicwpeinl of the European conlinent
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2. Basic Perspective on Peru's Development
2.1 VYiewpoints of the international community on development
2.1.1 People-centered development

Since the end of the Cold War, there has been a new trend in the international community
regarding desirable international cooperation for developing countries.  The spotlight of
attention has been focused on serious problems, such as widencd wealth disparity behind
cconomic growth, cducation and medical service for those who have been left behind, and
cnvironmental pollation due to industrialization, with experiences in intemational cooperation
thus far being taken into account. The UN Conference on Environment and Development
was held in 1992 in Rio de Yanciro, and the International Conference on Population and
Development in 1994 m Cairo.  In 1995, the World Summit for Social Development in
Copcenhagen announced that an cconomy should be oriented toward people-centered
development, for more effective satisfaction of human needs.  In other words, emphasis has
been placed on "people-centered development.”  This idea has been accepted widely in the
interpational community, providing the basis of development.

"People-centered development” aims to widen options for pceople’s participation in
development and expand access (0 income-carning and ecmployment opportunities, education
and health services, as well as sanitary and safe living conditions. It has been confirmed again
that an improved economic level is a means of reatizing "people-centered development,” and it
includes greater equality in the distribution of economic benefits.

2.1.2 Sustainable development

The term "sustainable development™ has been widely used since it was put forward in the
World Commission on Environment and Development (Brundtland Commission) in 1987,
Focusing on the necessity of improving environmental management, it has contsibuted to
raising people’s awareness of compatibility between devclopment and cnvironmental
conservation. From the environmental viewpoini, "sustainable devclopment” not only
satisfies the needs of the present generation but also improves their well-being without
endangering the needs of future generations. It pertains to the viewpoint of thinking about
development in the context of time passing.

2,13 DAC's ‘New ‘Development Strategy (Shaping the 2Ist Century: The
Contribution of Development Co-operation)

In this context, the Development Assistance Committee (DAC) of the OECD adopiced, in
May 1996, its "Development Strategics" (formally entitied "Shaping the 21st Century: The
Con'tribut'ion of Developmem Co-operation), which analyzed the experiences in development
assistance over the past 50 years and described its role in the past and for the future in the
international communiity. ‘

The paper proposw “new global parlncrships,” in which dcvcloping countrics are
ultimately responsible for their own development, and donors and recipients are jointly
responsible for shared objectives of development.  The paper announces that the goal of
development is 1o improve all people’s living, based on the idea of “people-centered
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development,” and it suggests measurable poals, as follows. The paper expects their
altainment in fixed periods of time.

(i) A reduction by onc-haif in thc proporhon of people lwmg in extreme povcrly by 2018,
(i) Universal primary education in all countrics, by 2013,

@iy Elimination of gender disparity in primary and secondary education, by 2005

(iv) A reduction in the infant and under-five monallly rates by two- lhlrds oflhc 1990 Icvcl
by 2015.

(v} A reduction in the maternat mortah(y rate by lhrcc founlhs of thc 1990 Icvcl by 2015.
(vi) Access to reproductive health services for all individuals of appropriate ages, by 2015.
(vii) Current implementation of national strategies for sustainable development in all countries,
by 2005, to cnsure that current trends in the loss of environmental resources, such as forcbls
and fisheries, are reversed by 2015,

This development strategy was approved in the OECD Ministerial Council Mecting in
May 1996 and welcomed by the G7 in the Lyon Summit in June of the same year.

2.2 Framework for development
2.2.1 Pcople-centered, sustainable devclopment

The word "people” in pcoplc ccnten.d development™ as mentioned above can be
regarded as not only the present gencration butl also future gcnerahons It can be said,
therefore, that the foundation of "people-centered dcvclopmcnl docs not exist where
"sustainable development” has not been attained. The Study Committce rcgards "people-
centered, sustamable development” as the final goal of developnient.

It is possible, from this viewpoint, to divide a country’s development into four arcas, as
mentioned in Fig 2-1 below; namely, eavironmental conservation, economic development,
social development, and governance’ | closely refated to these. Ideal "pcople-centered,
susiainable development” can be realized where progress is made simultancously in both
sustainable cconomic growth and social development; under appropriate conservation of the
environment, supported by good governance and participatory development. The. Sludy
Commitiee thinks that the realization of "people-centered, sustainable developmcnt" depcnds '
on progress in each area and a balance among the four areas, :

Development can be subjected to various changes over the passmg of lnme Thc middle
row of each area in Fig 2-1 mentions main faclors dcscnbmg changcs in it.  Environmental
conscrvation becomes possible through people’s consent on environmental management,
system-building, and progress in how to improve the environment. Economic growlh can be
sustainable through a changing structure of productton and supply capacmes capable of
meeting internal and external demands (industrial sophistication), with economic entities'
participation in an cfficient market cconomy system under an appropriate macroeconomic
balance. Social development advances by capacily-building for people through improved -
cducational, health, and medical systems. I removes latent social discriminations, ensures all

The Woirld Bank defines goscrnance as the "manncr in vihich poner is exescised in the development of a countn’s economic and
social resources for developmeat” {(Werld Bank (1991), p. niv).  DAC delines it based on the Werld Bank definition, as the "usc of
political authority and excrcise of control in 2 secicty inrelation to the management of its resources for social and cconomic
developmeny” (OECD, 1995}
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people cqual opportunitics, and gives consideration to the empowcenment of those who are in
socially ‘disadvantageous positions.  Governance is closely related to the realization of
environtental conservation, the allocation of cconomic goods and services, social patticipation,
and the way people enjoy various services. It comprises the national system, consisting of
legislation, judicature, and administration; its visibitity and accountability, as well as the degree
of decentralization.” Where thigse factors of governance are improved and, working properly
and effectively, come to be recognized and accepted widely, people are encowraged to
participate in development, greatly affecting progress in environmental conservation, economic
growth, and sociat development, -

Fl‘md.amc_nlzils must be satisficd as the starting point of development, so that intcractions
and desirable circulation and progress in development will be created as mentioned above.
The starting point of sustainable economic growth is economic stability, which requires the
rcstora_tioni of a macrocconomic balance.  For instance, sustainable growth cannot be realized
under hyperinflation.  Social stability requircs a reduction in the proportion of the extremely
poor, by continuously satisfying basic human nceds (BHN). Even in a well-established
institutionat framework, with equal opportunities being provided, people are apt to be caught
in a vicious circle of poverty, if they do not have basic capabilitics, such as for maintaining
health with adequate nutyition, or acquiring knowledge through education.  The starting point
of environmental conservation is the basic awareness that the environment is a precious
resource that must be maintained and managed. It cannot be realized by a small number of
people. - 1t requires educational activities in communitics and oliicial framework-building {or
environmental management.

The situation in which fundamentals of these three arcas of development are in the
process of building can be regarded as when basic laws and the institutional framework are
working to a certain extent.  In other words, people’s confidence in their government
supports the functioning of basic arrangements, such as Jaws and systems. Their confidence
is in turn reinforced by development in these three arcas through interactions with each other.

The lowest row of Fig. 2-1 shows the foundation for participalory development.
"People-centered, sustainable development," the final goal, can be achieved through the
participation of many people in development, and their cnjoyment of benefits from it
Peopie's participation demands a situation in which they arc given access to social services and
markets and opporlunitics to join environmental conservation activities, under a well-
established physical and institutional infrastructure that assures participation. These are
indispensable in the process development, and provide a basic mcans of satisfying the
requirements for development.
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222 A country and regional individuality

~In reviewing the present conditions and challenges in development in a country or a
region according 1o the developmient framework mientioned above, it should be noted that the
dircction of dwclopmun challenges in it, and its process depend on the country’s or the
region's sociocconomic structure, built on its history and culture; natural resources it
posscsses, and its geographic conditions. s individuality determines periods required for
development; that is; short, medium, or long term, and interactions and reliance with cach
other in the four arcas mentioned in Fig 2-1.  Inpostwar development in Japan, for example,
political stabitization and institution- building were promoted, with reforms afier World War
It as the starting point, while social development was addressed in the process of cconomic
growth. Japan's postwar developmient policy was focused mainly on the sophistication of
its industrial structure, and then eavironmental problems were addressed intensively, as they
became serious in the process of growth. _

Top priority is oflen given to BHN, from a humanitarian viewpoint, in least- devetoped
countrics or regions. There; the satisfaction of BHN is indispensable for autonomous
economic development, in addition fo the modernization of their political and cconomic
systems and public institution-building  In countrics or regions faced with political
instabifity, civil war, or a serious refugee problem, top priority must be given to political
stabilization. As challenges differ from country to country, or from region to region, it is
necessary to pay attention to the development procedure, how (o evaluate the results, and the
shifting priority of development issues. It is very important, in considering development in
individual countrics and regions, to understand their problems with respective historical and
cultural backgrounds.

2.3 Basic perspective on Peru's development
2.3.1 Present condifions of development in Peru

The First Fujimori Administration (August 1990 to July 1995) took emergency measures
against the crisis condition produced in the 1980s, as a result of an accumutation of structural
factors in politics, economics, and society, that had interacted with cach other for the previous
30 vears. In 1990, per-capita income (rcal GDP basis) was as low as that in 1960. Unpaid
exernal debts were accunlated, and the Garcia Government's declaration of a virtual
moratorium severed Peru from the international financial community, resulting in a stoppage
of inflowing external funds. Internally, the proportion of the poor was increasing, and
people’s tiving conditions were worsencd, making the informal sector much Jarger than that in
other Latin American countrics.  Peruvian socicly comprised a large number of small groups
by -occupations, regions, social strata, and so forth. It was characterized by complicaled
interests and dependence among these ‘groups, which could produce serious social rifs.
Peru's civil socicly in its germinal stage was bccOmmﬂ weak.  The Government had lost
people’s confidence, in a decllne of its competence, instilutional weakness, and corruption.
People had no confidence in the existing political partics either.

Amid these pohucal economi¢, and social conditions that found lhc national system m a
crisis situation, the Fujimori Administration excrted strong leadership in taking daring reform
. measures; and it produced considerable results while achieving political stability. [t built up
a new political system based on the constitution it established in 1993, and restored public
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peace and order by virlually sweeping out tcrronsls In macroccononnos the admmlst ration
successffly abated inflation through the ncsiabhshmun of fiscal and financial discipline.
Aiming lo achicve cconomic stabitization, it baill a b":sm framework for a mar!\cl cconomy, Lo
change from an cconomy dcpendmt on state mlervcmlon to one that opcrales undcr a market
mechanism.  Socially, the administration worked to reduce povcr!y by directly assisting the
C\mmcly poor, 1o satlsfy thicir basic human nceds. ‘This greatly helped these people
recognize that their living conditions had been improved, giving thenthope for the future and
positive expectations toward the Fujimori Adm:mslrauon Peru has taken its first slcp
toward environmental conservation, with the assistance of international aid organtz ation. " In
Iight of the framework defined in Fig 2-1, it can be said that Pera alrcady has fundamentals for
a full-scale development: process toward “pcoNe—ccnlcrcd sustainable development.”
Emerging from implementing emergency measures for the crisis situation in overall pofitics,
cconomics, and society in the first half of the 1990s, Peru is now makmg cfforts for long—
lasting, sicady development. : LR o % :

In advance of the neM chapter (Development Issucs in Pcru) progrcss in fundammtals in
the four arcas mentioned in Fig 2-1 can be evaluated as follows.. Although Peru faces a
number of challenges to sustain cconomic growth, with some uncertainty in ciiployment. and
income distsibution, economic development has made the most remarkable progress in the four
arcas of development.  As Peru has just started addressing environmental conservation, there
are a number of challenges, including framework-building for government regulations on mine
development by the private sector.  With the establishment of.laws and systems, people
have increased confidence in the Government, but coordination of overlapped undertakings
and scrvices among the administrative agencics concerned is still insufficient.. It is therefore
important to enhance their administrative capacities on the whole, so that they can work
systematically.  Another challenge is to make the parliamentary ‘system work sufficiently,
and it is urgently nceded to build an effective judicial system and develop human resourccs for
it. In short, though the starting point for good governance and participatory development
has alrcady been preparcd, the foundation is still fragile. - The greatest challenge exists in the
area of social development. The government, thinking that it takes generations for capacity-
building and empowerment to bear fruit, has been providing assistance for future generations,
placing top priority on education for pregnant women and mothers, and infant nutrition and
health, while continuing efforts to alleviate exreme poverly.  Long-lasting, steady efforts will
be needed in solving the poverty problem, whick is lhoubht to.be rooted in Peru's history,
society, and culture.

2.3.2 Basic perspective on future dev elopment

Long-term development in Peru should be oriented tow ard pédp!e;centered, sustainable
development.”  Policy efforts need to be focused on ptomolmg social developmeni, because
poverly alleviation is the largest and most urgent challenge in Peru.- For many people, a
means of income-garning and employment opportunities are not sufficiently ensured, to say
nothing of options for participation. ~They cannot even enjoy either health and education or
sanitary and safe living conditions, which are objectives of "people-centered development."

The United Nations Development Programme (UNDP) mentioned "income poverty" and
"capability poverty” in its Human Development Report 1996: ~ Economic Growth and
tTuman Development. It regarded poverty not just as alevel of income but as pertaining to -
overall living in many ways. It emphasized the importance of dcvelopmg three capablhlies



The first was capability to be well-nourished and healthy, focusing on nutrition for chitdren
under the age of five.  The sccond was capability for healthy seproduction.  The third was
capabitity 10 be educated and knowledgeable, focusing on the role of women in houscholds and
communities. Fop priority must be given to improving these capabilitics, to cut the vicious
circle of poverty.  From this viewpoint, continuous political measurcs seem to be needed for
reducing "capability poverty” in Peru.

Here, the importance of "good governance and participatory development” must be
emphasized. According to atecent houschold survey, thicre are distinet gaps in Peru according
to ethnic groups, education levels, and regions.  These gaps partially originate in cultural and
social factors that cannot be explained by capability differences.  They are thought to have
produced an immense gap that cannot be removed with the market adjustment mechanism,
In a situation in which a large capability gap cxists, people arc required to reduce it by learning
through productive activities and their refationships with the whole socicty, in the progress of
social development. People must be given various opportunitics that encourage them to
participate in productive and social activitics.  If the market mechanism cannot  offer
sufficient opportunitics, they - must be crealed by administrative agencies, NGOs, and
communitics. Contintous promotion of this activity requires a stabilized stracture of
governance rooted in the community.  As individuality differs from region to region, or from
stratum to stratum, there are no universal models. A stable, participatory mechanism must
therefore be created through positive activities of orgamizalions and individuals engaged in the
proniotion of participation, an understanding of deeds prevailing in the target stratum, and
trials and efforts. .

Efforts (o expand economic rewards (sustainable growth) are required at the same time.
Growth of modern industrics must continue, sustained by macrocconomic stability and
improved business conditions.  Participation must be guarantced for those who have acquired
capability to participate in extensive employment and business opportunitics offered by the
market. In Latin America, trade and capital liberalization and regional economic integration
are advancing, with relationships among corporations becoming increasingly close beyond
national boundarics. Peru's modern export sector must not be feft behind in this trend of
liberalization. {t should not neglect improving tcchnologies and managerial capability,
developing products and production technologies, and opening new markets. It should
promote industrial sophistication from the regional viewpoeint beyond national boundaries, by
promoting cooperation among domestic businesses and strengthening positive relationships
with overseas enterprises. To this end, a national-cconomic foundation must be gradually
formed to support these modern industries. This broad-based foundation provides
employment opportunities and stimulates domestic consumption and investment.

In realizing sustainable growth, which is a precondition for social development, proper
environmental management and conservation are needed to make it possibte to effectively use
the rich natural resources and the natural environment that Peru is blessed with. It is
important 1o improve people’s awareness of environmental creation, (o address institution-
and capacity-building “in administrative bodics, and to take budgetary measures.
Environmental conservation is often difficult to address through the market. There are many
challenges in participating in environmental conservation, such as monitoring by citizens and
offtcial monitoring. '
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3. Development Issues in Pern

3.t Challenges in economic development
3.1.1  Addressing by the Government

Economic stabilization and liberalizat u)n ‘measures taken by lhe Fujimori Admmlstratlon
successfully abated inflation and brough! macrocconomic stablhty Restorcd ‘public peacc
and order have been conlnbutmg to continu ing - economic growlh since 1993, At the
inauguration of the Second ¥ ujimort Administration, the president declarcd that Peruvians had
alrcady acquired capability of acting not only out of urgmt necessity but ‘also by seumg Tong-
term goals, backed by these economic and social results.  Economic goals included continuing
gowth, poverly reduction (réduction by half in the proportion of the extrenicly poor), and
increased employment opportunitics.  He mentioned infrastractute-developimient for attaining
these goals, with exports as an cngine for growth. In May 1996, Psime Mlmsler Pandolf;
said that the medium-term rate of GDP growth would be maintained at 5 to 6% until 2000

In these conditions, the Government reached agreement w:th the International Monetary
Fund (IMF), in July 1996, on the building of a medium-term econoniic pollcy framiework, in
order to receive an extended fund of 358 million U.S. dollars for the three years from 1996 to
1998.  According to the agreement, policy goals included controlling the inflation rate,
continuing ¢conomic growth, and strengthening measures to alleviate poverty.  Medium-term
macroeconomic goals were as follows. :

Table 3-1 Medium-term Macroeconomic Goals:  1996-1998

1995 1996 - . 1998
Consumer price index (term-end} - (10.5%) 9.5 -11.5% Industriatized country fevel
GDP growth rate (6.9%) 3-45% - 6% or more
Public sector income and expenses| -2.6% (-2.6%) Nearly balanced
{except privatization income and L
expenses; ratio o GDP) _
Basic budget balance 0.3% (0.3%) N ' 2.0%
Total investment/GDP 24%(24.2%%) | Increased private investment o 285%
in the mining and energy
secior : :
Internal savings'GDP 165% (17%) | Government savings . 205%
accounting for 25 of the
increase
External savings'GDP 7.2% (7.2%) ' 5% or less

Note: Figures in parentheses show actual values.
Source:  Prepared from central bank data. -

In order to altain these macroeconoinic. goals, the Govemmeni must con!rol dssorder
caused by political and social mslahlhty threugh continuous efforts to reduce the proportton
of the extremely poor; incrcéase expenses for education and heatth and mcdlcal services, and -
strenglhen social safety nets.  The Governmenl must reduce the inflation rate to reach the
industrialized country levet by 1998 (accordmg {o the IMF, consumer price indexes should be
reduced to 4% at the term end). It must maintain the investment rate, through an cxpccted ‘
considerable increase in investments in mining and cnergy, accompanying progress of
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cconomic .liberalizdtion; through the hberalization of foreign investments; and through
privatization; and it must raise the rate of GDP growth to 6% or more.  Although current
account deficits are expected in the balance of payments for the time being, the private scetor
will be capable of sclf-financing through the expected export of mincral and agricultural
products. Accumulated debts will be rescheduled in consultation with the Paris Club, based
on agreement with the IMF, and debts to foreign commercial banks will be reduced in
accordance with the Brady Proposal and covered by concessional loans from intcrnational
donors. : ‘ ,
In order 1o attain ihesc economic goals, the Government will strenghen its tax collection
cflorts and rationalize its spending It will complete the privatization of public mining and
energy enterprises by 1998, It will also establish regulatory and supervisory agencies for
electric power, oil, gas, and harbor services, in order to strengthen the Government's regulatory
and supervisory capacity, 11 will further modernize the financial sector, and complete its
peasion reform.  Private investments will be promoted by the establishment of regulaiions
relative to the farmland law, the introduction of a market mechanism in water rights, and the
improvement of urban fand tenures.

These show that policy goals can be attained through cconomic stabilization and
liberalization, increased econemic cfliciency, and the provision of favorable conditions for
private businesses by building an cconomic infrastructure, including roads.

3.1.2 Considerations in economic development

The improvement of business conditions for private enterprises has made considerable
progress thus far, and it must be maintained.  Continued growth needs continued creation of
investment opportunities. 1t must be further studied as to if this is possible only through the
improvement of business conditions.

A first question is, Do private industrics, especially modern industries, have the capacity
to sufficiently respond to improved business conditions? The exploration of mineral
resources, such as copper, zing, iron, and silver; oil and gas development, represented by the
Camisea Project; tourism; and agriculture and fishery in costa, are all expected to attract
internal and external investments. For sustained growth, it is important for these leading
indusisies to increasingly attract sustained investment. It is also important for this to bring
the development of industries that manufaclure non-traditional exports and thal process
primary products, with the leading industrics serving as an engine. To this end, the private
sector needs capacity -improvement so that it can, as an organization, carry out managerial and
technological reforms, and relationships among enterprises must be developed into an cfficient
system.® Ji- will be necessary to pay atfention to Peru's cconomic and social diversity
originating - from" occupations, regional - differences, social strata, and cultural factors.
Attention must be paid to low levels of cducation, the supply-demand relation in employment,
and an inadequate infrasteucture, which factors still contribute to social diversily.

Second, short-term macroeconomic stabilization and cconomic liberalization arc
important, certainly, for providing a better business environment, and they arc expected to
encourage invest'mcn{s in industries that have comparative advantage and that can provide
high-efficiency investment opportunities.  On the other hand, monetary tightening, to abate
inflation, has produced high interest rates.  Increasing inflows of foreign capital, attracted by
high interest rates, have contributed greatly 10 counterbatancing the current account deficit, but
~on the other hand they have raised exchange rates.  These give negative eflfects to businesses
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that opuatc through domestic investments {small- and mcdlum scale busmcsscs among
others), except mining and tourism, whlch ar¢ capable of sclf-financing with mﬂows of foreign
investmenls or export incomes, and part of agr;cullurc, and fishery. - Employment is also
greatly affected. - Higher exchange rates canse domestic demand to lean toward exports, and to
restrain inteenat investment. - They even impcdc the diversification of exports,  Desirably,
development should be export-oriented, - with - diversificd products, in order to realize
continued growth. Tt is imp ortant to be well aware of unfavorable cffects of macrocconomic
stabilization on long-term growth, and to takc measures as ncccssary ‘

Third, measures must be taken to create employmcnt opportumllcs ina short or medivm
termy, within the framework of a free market ecconomy. Mining, havmg comparative
advantage, and export-oriented agriculture could create enclaves, llnutmg recipients of the
benefits, if organizationat and institutional capacallcs remain low in other private industries.
Small- and medinm-scale businesses should be promoted, for the creation of cmployment
opportunitics, and production in the informal scctor should be supported.  (Details will be
given in 3.2, Challenges in social devclopment, n,ga:dmg the creation of cmploymenl
oppartunitics for the poor.) :

Fourth, the development of provincial arcas, which have remained lcss devclopcd armd
concentration of the population into the me!ropohtan ar¢a, can .creale employmem
opportunities and incomces, through the formation of clusters’ {integrated industries) focused
on regional special products. It is desirable that regional development be promoted in
accordance with adefinite vision.  This requires due consideration of regional conditions and
relationships with other regions {conncctions between peaple, traffic, information, and public
and private institutions). Regional development promotes - the integration of domestic
markets isolated geographically, and makes it possible for a large number of people to
participate in the national cconomy. 1t represents a significant ch_al!enge n rcalizing
sustainable cconomic development. : S IV

Fifth, the infrastructure, whose rehabifitation the Fujimori Admmlslratlon has promolcd
since 1990 in the arcas of traffic, communications, encrgy, and water supply, needs further
improvement - the mentioned systems should be further modernized, for continued economic
giowth in Peru.  In mining, it is urgently -necessary to improve the infrastructure for
transporl and shipping in mining and prospecting minerals.  In agriculture, _i_nfrastructinrc
investment is urgently needed 1o construct large-scale irrigation facilities in costa, and to
reduce transport charges in sicrra and setva.  The present admi'nistration‘placeq priority on
building an infrastructure that directly benefits the poor. The Goverament will have to
provide a highly effective infrastructure that encourages production by the poor. .

These challenges in economic development show the importance of Govcmmem
measures (o encourage the participation of the private economy. Unfortunately, however,
the central and local governments are not yet equipped with sufficient capacity (o implement
them. The Government of Peru must focus its efforts on top priority areas for the present.
External assistance, therefore, plays a very significant part in administrative capacity-building,
technology (ransfer, technical advice, human sesources development, and infrastructure-
building. ' '
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3.13 Issues by arca
(1) Infrastructure

in 1990 Pcrus mfrastructurc was very poor, because of msuﬂmcnl maintenance and
improvc,mem amid the Govemmcnt s financial failure due to the economic crisis, and ‘because
of destruction by terrorists. - Roads in good condition, for example, accounted for only 8% of
the total length of 70, 000 erometcm Only 32% of the locomotives were operable, and
deterioration of ‘the runways of Lima International Airport and harbor facilities was
considerable. - Urban traffic was ‘ineflicient and unreliable.  Only 55% of the country was
clectrified, with pcr-capxta consumption of electric power being less than one-half of the Eatin
American average.  Nationwide, the rate of the spread of water supply was 68% (the rate of
water leaks was 31%, and that of unaccounted-for water was 16%), and the rate of spread of
sewerage systems was 42%. " An outbrcak of cholera in 1991 necessitaled urgent construction
of W aterworks and sewerage systems'®
The First Fujimori Admlmslratlon, “giving priority to infrastructure rchabilitation,
implemented emergency programs with the assistance of the World Bank and the I1DB.
President Fujimori declared that his seconid administration would focus on the building and
modernization of a ‘social infrastructure needed in regional development, (o contribite to
poverty alleviation, while supporting economic activities in Peru, which has just begun steady
‘social and cconomic growth. : ‘The Government plans to introduce private funds in
infrastructure-building,  In Peru, where gaps between rural and urban regions are considerable,
it is anticipated that investment in not-so-profitable arecas could be left behind.  Further
study will therefore be necded on the Government's role in infrastructure-building,.

(2) Agriculture

Pery, blessed with favorable climatic conditions, biodiversity, and rich natusal resources,
has great potential in the development of agricultural products for exportation,  The Fujimori
Administration intends to reduce the Government's over-expanded role, and place importance

“on energies of the private sector, with a view to improving the efficiency of agricultural
production and increasing its profitability and competitiveness.

| The agrarian ieformin’ 1969 gave possession of large plantations to Production
Cooperative Associations, and banned tenures by private corporations.  In 1991, the Law for
’ Agricultural lnvestment Promouon allowed the selling and buying of farmlands and the
offering them as security. The Land Act of 1995 removed all rcgulations on private
possession of farmiand, making it possible for large-scale enterprises to engage in agricultural
business. ' The Land Registration Program, which defines legal relationships of land tenures in
rural regions, is under way and expected (o éncourage private investment in agriculture. The
preparation of an envnronmcnt in Wh]Ch agncultural produocn, can be financed on the security
of their fands, is in progress.

Regions that have export potential are concentrated m ‘the lOO%—lrrlgatcd costa, but sclva
and sierra also produce vegelables, fruits, and grains that can be important exports; for
example the former produces camu camu and palmito (stalk of young palm trees) which are
rich in vitamin C, rice and yellow corn; and the latter produces quinua and kiwicha which are

15 Data on infrastrocture depend on those of the Ministn of Transport (1596).
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rich in protein.

Peru's major chaltenges in cosl': agncu!tum as a produclmn scclor mcludc mcrcasud
production of main crops and diversificd agricuttural produclton fo meet- lhe increased and
diversified demand for food accompanymg the increase in populauon Pronioting the
production of export crops is’ another Ch&“Cﬂ& It is necessary to establish and execuie
approprialc laws and systems (the Land Law, the Water Utilization Law, the new Agricultural
Cooperative Faw, an appmprralc legal framework to protcct agricultural products from pests
and discases, law on the: rcorgamzatlon of “agencies of the Ministry of Agncultun, and
preferential tarifis). It s also’ necessary {o promote quality and technology improvement,
the rehabilitation of i irrigntion facilities, and such m!raslruc(ure hulldmgas agrlcullural producl
centers, in an em'lronmenl altentive manner., :

In Sierza, a center of indigenous civiliz ation,; mtenswe agnculture was devclopcd long ago,
and many indigenous pcop!e remain. - It now has, however, a number of less-developed areas,
with irrigation covering only 20% of its farmlands ‘Most of the inhabitants work in very
small-scale farming, hardly producing enough crops to meet their own food needs.
Compnhenswe rural development {to. improve - their: living: condltmns) is' an important
challenge not only for poverty cradication but also agricultural dcvclop ment. In sicrra, it has
various purposcs, such as sccurity of employment and environmental ~conservation
(prevention of soil deterioration, management of small rivers, forest conservation, etc.).
Consideration should be given to these, as well as to improving production efficiency. in
selva, agricultural development could extend slash-and-burn fanning and promote deforestation.
It is important (0 be eanvironment-altentive in commercializing agncullural products, and
farmers must be provided with access to markets.

(B) Fisheries

The biggest problem in the Peruvian fishery is its spccial feature in terms of industrial

Box2 FElNiio

El Nifo is the current -that raises the water temperature in the sea area ranging from the -
offing of Peru and Ecuador to the central Pacific, almost along the equator. 'Occurring al certain -
intervals, it has greatly affected Peru, The impact of the El Nifio Current in 1997 is said to have
been the grealesl in this cenlury in scalc and in raising the waler temperature, ‘causing damage in .
many pl‘accs in Pery, the Current caused torrential downpours from December 1997, and
resulling floods killed at feast 350 people and affected 150,000, Accerding 1o statistics up to
the end of March 1998 by the Ministry of Construction, 7352 Kilometers of roads, which

accounted for 10% of lhc nauonal road ncmori\ was made impassable, and 87 bridge piers were
destroyed. . : ‘

In April 1998 beSldLm l*u;lmon announced -

1Y A dmm\\ard revision, from 6%-7% to 5%, in !hc rate of economlc groulh in 1998 and

2) An upward revision, to 9% - 2 points higher - in the rate of inflation,

as Peru's infrastructure was damaged by natural disasters seemingly caused by the Xl Niiio Currml

' Countries prov:ded emcrgency l‘mancnl and material assistance for Peru, suftering from
floods seemingly caused by the Current. -~ In February 1997, the Japanesc Government provided
emergency goods, such as blankets dnd tents, equivalent to 15 million yen, and grant aid for
disaster relicf equivalent to 100,000 dolars. 1t prowded emergency goods equiv alcm (o abou

35 miflion yen in total in January and March 1998,
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structure.  Of (he total catch, anchovies and sardines account for 93%. 1t places too much
nnporlmm on non-food pmccssmg, namcly, the processing of fishery resources to fish meal
forexport. -The f'ishcry can be affected greatly by a change in fishery resources, over-fishing,
and natural phcnomena, such as the El Nifo Current, which impede its steady development.
Rccovcry and growth of the fishery in 1996 sccmcd larggly duc to the calming down of Et
Nifto. In 1997, however, ‘the Current waried agam Qt!rnng apprchenslon about jts tnmpact
on the fishery. - As the catch of anchovies and sardines, and fish meal processing, are thought
to be ai a critical lcvcl lht. f" shcry could become slagnant again, as it was from the 1970s to
the late 1980s; if thc current fi shcry structure remains unchanged.

‘The Mmls(ry of Fisheries places importance also on the promotion of freshwater fish
cuitivation in inland sierra and sclva,  Freshwater fish cultivation in rivers and artificial ponds
has been very lmportant for the poor in rural rcgions, as il prov:dcs them with nourishment
and opportunitics to eam incomgs.

 The fishery is a potential sector for the ¥ ujmwn Administration, which regards it as a
foundation for Peru's development- and its stable development is cssential.  The most
important challenge "could be comprehensive development of the fishery, including
improvement of its current special character, the promotion of fishery diversification, the
devclopment of ‘marine products, the promotion of marine product processing, and
environmentat conservation.

{4) Mining and energy

Peru is famous for its mineral resources. = Before the inauguration of the present
Government, however, non-ferrous metal mine development was unstable, and mining was
likely (o be stagnant. . The Fujimori Administration, recognizing the importance of mining,
took vanous measures, stich as'the privatization of statc-opcrated enterprises and the special
mining company {a publlc corporation), and the selling of mines to forcign companics, in
accordance with its open cconomy policy. In 1992, it promulgated the General Mining Law
(positive assistance for large-scale mincs and protective measures for small- and medium-scale
mines), s:mpllﬁed and expeditcd mining registration procedures, and decided to provide a
stabiltized cnvlronmem for investments. With this as a tuming point, minc cxploration
became active, and major U.S. non-ferrous - companics began investing in large mine
development (Cyprus, Asarco, Magma Copper, and Cominco of the United States). The
development of existing small- and medium-scale mines, however, has made less progress.
As they play an important part in continuing growth of regional economies and stabilization
of regional communitics, and their existence and development are very significant for regional
economic development, appropriate measures are needed. A basic plan is needed to develop
promising medium- and small-scale mines and build infrastructure for exploring new mines.

Oil and natural gas, though of high potentials, werc in an adversc trade balance in 1994, in
- actual rcsuhs " The Government, cqacclmg dwc!opmcnl by forugn capital, bases its policy
on prwatvallon and it has decided to strengthen oil refineries, to meel domestic demand.
The gas field Shell discovered in Camisea, Cuzco 1s estimated to have the largest reserves in
Peru (305.8 billion cubic meters in gas, or 725 miltion barrels in liquefied gas).  Private-scctor-
fed LPG exploitation, the construction of thermoelectric power stations, and the laying of
pipelines to Lima are planncd.  Once environmental problems. are solved and unfavorable
geographic conditions are cleared, it can not only meet domestic demand but also make Peru 3
gas exporter. - -
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(5) Manufactunng

I’cru s nnnuf actuung,, Wthh reachcd 22% in ihc ratio to GDP in 1993 and employed 1%
of Peruvian workcrs ischaracterized by few, hlgh-valuc addcd products a largﬁ. informal
sector, and a very large proporuon of small and micro busingsses'®

The present Government,: aiming at macroeconomic stabﬂuatlon and market ruform
apparently intends to develop industries that have comparahvc advantages in a market
mechanism, - based on - private cnerg:cs and economic liberatization.  Amid €Conomic
globalization and regionat economic integration, a few Peruvian itanufacturing companics are
slrcngihcnmg!lmr technical and capital cooperation wnh foreign compamcs in order (o take
'p'm in the wotld market.. For most. mamafacturmg compames however, the speed of
liberalization is much faster than their qualltat ive changes, and many of them could drop om of
markets, failing to keep up with global compchnon and cconomic liberalization.

In the processing of ac,rlcullural and marine’ products, in which Peru has a comparatiw
competitive edge, technical competence and productivily: must be improved, and managerial
and market developinent capacities must be strengthened: Some industries fail to make the
most of special characters of materials of good quality. - This is truc of (he textile and- apparel
industry, for instance.- Very -long-fiber cotton, such as pima cotton and Tanguis cotton, has
potential for being accepted in markets of industrialized countrics as high-quality . products,
but their potentials have not been fully brought oul in produclion technology, product
development, and market creation.  Peripheral equipment, machines, and instruments suitable
for regional industries should be developed for manufacturing companies, cspcc:al!3 thosc
engaged in the processing of primary products that enable them to participate in the world
market. Such a ney manufacturing industry would not only suppeort advanced industrics but
also hunld a foundation for qualitative chang;s in traditional local industries, and dcvdopment
of Peru's national cconomy. : :

The development of m’muhciunng must not bc coni' ned to lea and 1ts pulphcry
Thete arc local industrial groups, comprising a certain accumulahon of small enterprises, in
Cuzco (tourism and related industries), Cajamarca (livestock products) Juliaca (commerce),
Ayacucho (commerce), and Piura (folkeraft and agriculiural products).” T he dwdopmcnl of
thesc groups will not only produce increased incomes and create employ ment opportunities in
their respective regions, it will also stimulate regional economies through newly obtamcd
information on markets, products, manageiment methodologies, etc., of other regjons, and
thereby contribute greatly to the development of Peru's manufacturing industry.

The role of the public sector is important in devclopmg manufacturing industries. [t
must improve the business environment from various aspects, and build an appropriate

tinancial systcm and a techaical and information support system, in addition to improving the
law system, :

(6) Small and micro businesses

According to the third national economic .cénsus. (lil Ccnsd_N_acion’al Econdmico),
conducted from 1993 to 1994, 90.4% of 236,000 entesprises employed four or less workers,

The Micro 2nd Small Business Promotion Act (Ley de Promocidén de Microcmpresas v Pequepas Empresas, Decreto Legist. 705),
enforced in November 1691, ‘gave ‘a kgal definivon of micro busincsses for the first ime. The Law expresshy classifics busingsses
cmploning ks than 10 workers, with gross sales not exceeding 12 times the minimum taxation unit (about 2,700 dollass in 1974}, as micro
businesses  Irelassifics busincsses employing Tess than 20 workers, with gross sakes not excecding 25 times the minimum 1axation uait
(about 20,200 dollars). as small busincsses. Bt expresshy mentions Jogal suppert, export assistance, the estabhshment of industeial
dovekepments, the simphfication of registration and approvat procedures (toward formalization), accounting requirements, and simplificd
fax systems (unificd tavation}, which are intended to promote and develop micro and small busincsses.
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and enterprises employing less than 20 workers accounted for 97.7% of the surveyed
enterprises.  Workers employed in enterpriscs having less than 20 workers accounted -for
43.3% of. the workers (totaling ong miltion) of the sarveyed enterprises.  As agriculluce,
forestey, fishery, roadside stall-keeping, and services, stch as taxi drivers, were not included in
the census, enterprises that engage in“production and 'service in Pera were thought to be
mostly of a very small scale. . In addition most of then, not formally registered, constituted
the mformal sector.  These small and micro businesses, concentrated in citics, mcludmgl ima,
have bccn acccptlng people from rural regions for the past 30 years.

An increase of tatent demand among citizens has animated small and micro businesses, as
found in Gamarra in the Lima mctropo!nan arca, with the abaleimm of inflation and the
recovery of publicpeace.  ‘They are active in meeting increasing, broad-based demands.  But
they are expected fo reach a turning point, confronted . by competition with low-priced
imports, as trade liberalization increasingly covers commodities of a wider range.  As small
and micro enterprises mostly belong to the informal sector, they cannot beaefit from official
frameworks in financial and managerial aspects aimed at improving quality of merchandisc,
lechnical levels, and produclivity. There are thus greal restrictions in their further
development. -

Formalizing the mformal sector is an lmpnrtant unavoidable challcngu not onty to cxpand
the taxation base but alse to develop the national economy in Peru.  Informal-sector
businesses are expected te develop as those that expand and connect regional economic
activities and support advanced, modernized cnterpriscs.  Informal-sector businesses remain
informal as a consequence of cconomic rationality.  Formalization is impeded by an
insufticient basic infrastructure, in addition to complicated lega! and administrative procedures
and increased labor cost for. formalization. The Govermment is building the basic
infrastructure and simplifying and improving the faw system and administeative formalitics.
16 must continue its cflorts to improve business conditions.  The Government must also
provide steady financial assistance for the managers and employcecs of these small and micro
enterprises, as well as build a framework to support improvement of their skill and technology,
and know-how in busincss management and markceting.

(7) Tourism

Peru, possessing excellent natural environments and historic heritages, has rich tourist
resources.  In 1988, 359,000 people visited Peru,-and the sum they spent accounted for 10%
of the total value of exports of that year. The economic unrest and intensified terrorism that
followed reduced visitors to-Peru to 217,000 people in 1992, The number of visitors,
however, began increasing with the restoration of public peace, reaching 480,000 in 1995
income from tourism that year was 520 million dollars.  The year 2000 is expected o see one
million tourists, making tourism an importani, growing industey.  Tourism development, as a
means of segional development, is also expcctcd to contribute to poverly alleviation and the
reduction of regional gaps. S :

The Governmeat of Peru places lmporlance on tourism promotion, as an important
means of economic growth, alongside agriculture, fisheries, the dcvclopment of encrgy, mining,
- and manufacturing, - Much is expected from tourism in cmploymcnt creation and foreign
currency eaming, which are now very important for Peru,

'Economic stagnation for alongperlod however, has greatly delayed the establishment of
a tounst mfrastruclur«, and serwu, ‘systems. There are a number of problems awaiting
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solution in promotmg lounsm namdy, the. sccurmg of public peace, the bm!dmg of a tourist
infrastructure (roads and airports, among others) and tourist facilities (accommodations, etc.),
the devclopment and conscrvation of tourist resources {discovery of histocic heritages and
natural rusourocs) the development of tourist goods (folk crafls, special products, ete), and
the lmprovcmcnl of tourist services (personnel {raining}.

As the promotion of participatory tourism development'’ contributes to the activation of

communitics and people's social cap'lmty -building, it should be rcgarded as parl of regional
development. : :

32 Challenges in si)ciai development
3 2 | Addressmg by the (,overnment

The Second Fupmon Admamstrauon has decided to focus cft‘orts on povcrty alleviation
and social development. 1t emphasizes the problcms of povcrly and employment, aimmg to
reduce the proportion of the extremely poor to 50% by 2000." In May 1996, Primc Minister
Pandolfi published the Government's intensified policy efforts to invest in social development,
including infrastructurc-building.  Major objective are mentioned in Table 3-2.

Table 3-2 Major Objectives of Social Dévelcﬁment

: 1991 . 2000
Propoition of the extremely poor - ‘ . C22% - 11%
Nhiteracy rate .- 1% 9%
Infant mortality rate (per 1000 Ine births) : 535 persons 34 persons
Chronic undernourishment in infants 48% ~ 34%
Maternal mortality rate {per 100, 000 nursing mothels) 261 persons 1100 persons or less

Source. A speech by Prime Minister Pandolfi.

Table 3-3 shows major social programs among various social measures now under way in
Petu. e
The Ministry of the Presidency is primarity rcsponsible for the govc:mment’s social
development policics and controls the agencies that implement “major social development
projeets.  The second Fujimori Admamsiranon placmg top priority on poverty -alleviation,
has prepared a poverly map that divides the country into about 1800 districts (disirlto) in
order to formulate measures most suitable for each district. ‘The map is intended to identify
regional characteristics and define ‘priority ‘measures for poverty alleviation..  Extreme
poverly shown in this map has been specificd by indexing such basic living conditions as
nutrition, cducation, housing, and access to safe” drinking water and sewerage sy stems.
Poverty is viewed from two aspects.  First, the mean indexes identify districts of cxtreme
povertly, showing that mcasures need to be taken for the whole region that includes these
districts.  Second, they identify. districts {perhaps mainly in urban regions) in which the poor
are concenfrated.  This is applicable o a district having a large number of the extremely poor,
despite its not being classificd as an extremely poor district on an average level.

7
Refer to Box 6 Kuntur Wasi and regional duc!c-pnn.n: regional promation as a micans of pon m\ alfeviation” as an c\ampk of
parlicipatory tourism dy clepment
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In the poverty map, light blue shows districts of extreme poverty, on average, red shows
districts in which the extremely poor are concentrated, and dark blue shows districts having
both of the above characteristics. When viewed in this manncr, there are 419 districts
needing urgent measures, with the population of the extremely poor reaching 2.67 million.
The poverty map shows that districts in extreme poverly are scaltered all over the country,
needing measures appropriate for their respective conditions,

The Ministry of the Presidency has formulated the Strategy for Fighting Extreme
Poverly 1996-2000 (Una Estrategia Focalizada de Lucha contra la Pobreza Extreina, 1996-
2000). 1 mentions, as priority measurcs for poverty alleviation, support for the extremely
poor through nutrition aid, family planmning, etc.; social infrastructure-building that includes
schools, medical institutions, and watcrworks and sewerage systems; and economic
infrastructure-building that includes traftic networks, small-scale irrigation facilities, and small-
scale electrification works. For these purposes the Government plans to spend 2.7 billion
U.S. dollars for the above period, which includes tax revenue and assistance from aid
organizations.

The strategy for poverly alleviation is shown in Fig 3-2. Mecasures for poverty
reduction are classified into emergency measures and foundalion-building to increase
employment and raise incomes. It focuses on expandimg broad-based support systems, basic
infrastructurc-building, and the establishment of systems and instilutions.

Table 3-3 Peru’s Major Social Programs

Program Contents
Basic Social Spending Improvement Strengthened primary preventive measures in medical services,
Program qualitative improvement of preschool and primary education, and

judicial dispute settlement on the regional level.

FONCODES (National Social Indemnity | Financing projecis fonmulated to meel beneficianes’ proposals.
Development Fund) Support in infrastructure-building for education, medical services,
nutrition, and sanitation, and economic infiastruchure- building for
agriculture, stock-farming, and taffic.

FOMNAVI (Natiorat Housing Fund) Financing housing and basic infrastructure-building.  The program
includes Banco de Matenales, community facilities construction
planning, and financing on security.

INADE (National Development Agency) | [t implements large-investinent projects, such as hydroelectric power
generation, in peorregions, asamsin agency implementing emergency
social investinent programs.

INFES (National Education and Health | Infrastructure-building for education and inedical services.
Institute)

PANFAR (Nutrition Supplementary Improvement of nutrition and health forexpectant and nursing mothers,
Program for High-Risk Groups) childeen under five, and preschoolers.

PRONAMACHS (River Basin Water Technical guidance on the management and utilization of natural
Management and Soi} Project) resources.  Production infrastructure-building in isolated regions.

fmprovement of the living eaviromnent.  Soil conservation.

PRONAA (National Food Aid Program} { Direct food assistance, and improvement of nutrition for the extremely
poor. Emergency assistance services.

School Breakfast Program (Desayunos | Supplement of nourishment for public primary scheol children.
escolares)

One Cup of Milk Program (Programa det| Provision of milk for children of poor families.
vaso de¢ leche)

Resettlement Assistance Program Assistance for people who have been forced by terrorists o migrate.
(Programa de apoyo al sepoblamiento)

Souree: Apoyo-UNICEF, "Perit Politicas Sociales 1995 - Guia de Consulta Rapida,” p. 22.
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Fig. 3-1 Poverty Map

Ministry of the Presidency
Geopraphic Information Systein
Poverty map

on district poverty Jevels
and

the degree of concentration of the poor.

¢ = = (District in extreme poveity, on average)
W (District in which the extremely poor are concentrated)
MM (District in extreme poverty, on average, and in which the extremely
poor are concenlrated
. Source: Ministerio de la Presidencia (1996a)
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Fig. 3-2 Strategies for Poverty Alleviation
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3.2.2 Economic recovery and social development

Feonomic recovery and conlmucd growth arr, lmpOl‘laﬂi for socual dculopmcni and for
solving social problems. - Socaal dcvcloplmm cannot be realizeéd without growth,

Peru cannot howcvcr climinate its ‘social difficultics and solve its poverty problcm
“antong others, onl) by recovering growih in a short or medium period of time. A very long
time will be needed, for the foliowmg three rcasons, for Peru to recover grc“lh and
’conscqucnlly exparid cmploy ment opporlunities and solve its poverty problun while
increasing producuon through cxpanded employment. -

~ First, poverty is very serious in Peru.  Second, the populallon has been increasing at a
high rate. Pcople born in the last 15 years wdl_mosﬂy join the labor market soon, and about
600,000 babies arc born annually, It is neccessary, therefore, to creale jobs for at least
300,600 new workers every “ycar.  Third, there is- the possibility that recovered and
continued growth will not always formalize the informal scctor, which is very large in Pery,
and raisc incomes, without appropriate institutional and sociocconomic measres.

‘Amid these circumstances,’ social developmcm in Peru shoutd be addrcssed with a
combination of scveral 'apprmchcs

One approach is to solve the poverly problcm and realize social dcvempmcnl w:th
e.\*pandmd employment and increased incomes in a stabilized market economy and economic
growth and developiment sustainable for a long period of time. in this approach, it is of
critical importance to develop human resources from a medium- or long-term perspective by
providing education and skills that cnable pcoph, to mcet new employment opportunitics
created in a growing economy.

' A second approach is to :mplemcnl efTy lccuvc povcrly -reduction and social measurcs for

the extremely poor :and low-income people, who cannot walt for the long-term cffects
produced by the first approach. It is urgently nccessary, among other néeds, to satisfy the
BHN of the extremely poor, and provxde nourishment for mfmts 50 that they can grow up
safe and sound.

A third approach, which is essential for the crtremcly poor as well as small scale farmers
and the urban informal sector, is 10 enable people to participate in the newly established
market cconomy positively and with high capabilities. This is indispensablc to achieving
poverly reduction and social development simultancously with economic growth and
production expansion. It is very important in the full utilization of the new market economy
system c¢stablished through the economic reforms from 1990 and thereafter.

3.2.3 Considerations in social development

In studying sccial development in PLI’H the followmg pomts must bc taken mlo
consideration.

The first is the diversity of Peruvian society. It has produccd r:.markable reglona! g.aps
especially between rural regions and cities, and gendcr disparity. This is shown in, for
“example, infant mortality rates, nutrition, and illiteracy ratcs. In rural regions, 83 out of 1000
infants die, which is double the proportion in citics. The national rate of illiteracy is 11%,
with that in citics being 7%, and that in rural regions is as high as 30%. Gender disparity is
also considerable.  The rate of male illiteracy is 6%, as a national average, while it is only 3%
in citics and 17% in rural regions.  Female illiteracy, on the other hand, reaches 17%, as a
national average, with 10% in citics and as high as 43% in rural regions.  As will be mentioned
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later, these regional gaps in social development indicators reflect the uneven distribution of
low-income pcoplc particularly the extremely poor.  The agencies concerned, such as
FONCODES, pay special attention to this, by making a poverty map.  This should be given
due consideration in defining prioritics in social dwclopmcnl in Peru.

The second point is that Pery's informal sector is much larger than that in other countrics.
This is closcly related 1o urban living conditions and infrastracture,

The third point is the great differcnces among costa, sierra, and sclva in environmental
conditions, such as topography and climate, and in infrastructure and resulting production
conditions. [t is a scrious problem that cocas are grown in some areas of raral regjons,
These differences have produced different social and poverty problems, necessitating a social
dwelopmcm mcthodology mosl smtablc for each region.

3.2.4 [{issues by sector
(1) Education

The rate of school ¢cnrollment was 88% in primary education and 46% in sccondary
cducation in 1992 . Though the average rate is niot low, that in rural regions remains low,
showing anced to improve access to education. A large proportion of students cither stay in
the same class or leave schoo! without graduating  Qualitative improvement of primary
education is nceded, as it has been pointed out that children do not acquire basic ability of
reading, writing, and arithmetic, despite that they complete a primary education course.  The
adult illiteracy rate was 11% (6% in males and 17% in fomales) on average in 1995% | while it
was 30% in sural regions and 7% in citics.  In particular, a large proportion of rural wWomen
were illiterate.  These problems in education are attributable to not only socioeconomic
factors, such as poverty, but also insufticient educational appropriations, insufficient capacity
in educational administration, inadequate infrastructure, insufficient textbooks and teaching
materials, an insufficient number of qualified teachers, and poor quality of teachers.

Improving and expanding education arc an urgent issue [or the Fujimori Administration,
which places importance on education. Qualitative improvement of peimary cducation
would be most important, among others. 1t should raisc the proportion of children who
complete the primary cducation course, and ensure that they are equipped with basic
attainments when they graduate from school.  Specifically, it includes teacher training, the
provision of textbooks and teaching materials, and improvement of teaching methodologies,
including bitingual education. Then it becomes accessary to spread secondary education.
This involves construction and rehabilitation of the school infrastructure, the development of
qualificd teachers, and the provision of textbooks and teaching materials. In addition,
vocational training is needed, from the viewpoint of stabilized employment and poverty
alleviation. It must be intended to develop human resources capable of effectively meeting
the demands of the labor market. It is also nccessary to strengthen cducational
administration, through adequate appropriations, system-building and the fostering of
administrative officials.

¥ UNESCE (1996)
World Bark (1996}
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(2) Health care

The Ministry of Health has been addrs,ssmg health’ problems under thc pzmaple of
"equity, efficiency, qualny It has been evpandmg services for the poor, promoting
modernization of the health scctor and its administrative reform, deﬁnmg priorities in hcalth
problems that await solution, and improving | the qual:ty of people’s living. , -

A current problem is that health indicators are lower than those of other. low—mcomc
countrics in Latin America.  In 1992, the infant mortality rate was 64 per 1000 live births,
the maternal mortality was 280 per 100,000 live births, and daily nutritional intake was 1,883
calories™ . The numbers of doctors and nurses, with respect to the population, are smaller
than the Latin Amcrican average, and medical instilutions and personnel are concentrated in
the metropolitan area, thus widening segionat gaps. Ailhough the total ferllhly rate shows a
tendency to decling, an increase of pregnant lcenagers is conspicuous, showing the insufficient
extension of family planning.  The AIDS problem is increasingly serious. It is necessary (o
reduce the under-five mortality and maternal mortality rates; improve nutrition; especially for
infants, chitdren, expectant and nursing mothers (including breast-feeding); improve services,
especially for rural people and the poor; improve the quality ol‘!iving overall, and strengthen
health administration. :

In the circumstances, Peru's challenges in development lncludc maternal and child health
and the extension of family planning, first of all.  They involve services, such as nutrition aid
and perinatai care, and the extension of information on and knowledge of family planning and
AIDS, as well as reliable means of family planning  Second is the improvement of living
conditions. In citics, it is necessary fo implement measures to control environmental
pollution resulting from industrialization, -and sanitary infrastructure-building  In rural
regions, it is necessary to build the living infrastructure, including waterworks and scwerage
systems, Third is modemization of the health scctor. 1t is nccessary to establish a referral
system focused on expanding primary health care, and to strengthen administrative capacity,
which enables cost-effective activities.

(3) Women in development (WID)

In citics, gender disparity has been reduced to a certain extent, but women are still
unfavorably treated in access to education and medical services.  'The rate of initerécy-is as
high as 43% antong rural women, and the maternal mortality rate is among the hlghesi in Latin
American countrics. Domestic violence against women is fr-.quem There is a great gap
cven among women.  While 19% of women have received higher cducation, 18% of them are
illiterate.  In 1993, women engaged . in cconomic activilics accounted for 29.7% of the total
working population, Their wages, however, were 87% of those for men per unit workmo
hour (1994).  Women oficn endure less favorable conditions than men. -

The Government has been addressing the gender problem, by formulating ‘prog,rams to
improve women's position, organizing the Committee on Women's Rights, and establishing the -
Domestic Violence Acl.  Further efforts are needed. . L |

First, education needs o be expanded, especially for women.  this is important because
education favorable affects not only women themselves but also their children. The
provision of school mcals and the construction of schools in places children can walk to will

E Dala fos 1992 UNDP (1996)
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rais¢ the rate of school attendance.  The quality of teachers also needs improvement. It is
necessary: to iniprove living conditions through vocational training for women and the
extension of skill for life improvement.  Another challenge is to improve maternal and child
hcalth and reproduclwe health services. -

Regarding WID, cfforts are needed to raise awareness of such issues as education, child
tabor, lifc improvement, and women's status. It is also necessary to address the problems of
children and indigenous people, who -are both socially vulnerable, to reduce child labor and
improve living and the social infrastructure in the region inhabited by indigcnous people.

3.3 Good governance and pnriiciphiion
3.3.1 Reslructu:ring the rale of the Government

Restructuring the role of the Government was an urgent necessity for Peru, confronted
with areduced administrative capacity and administrative disorganization amid the crisis in the
1980s. _
" President Fujimori carricd out cconomic stabilization and structural reform progams
immediately after his inauguration in 1990, aimed at changing the direction of economic policy
of the preceding administration. In April 1992, he took a serics of emergency measures,
including suspending the constitution, closing the congress, and suspending the functioning of
the courts, in order to promotc more vigorous national reconstruction.  He established an
emergency national reconstruction government® . The Government stopped regular
legislative functions until the opening of the new congress on December 30, 1992, resulting
from the Democratic Constituent Congress election.  This was ovenwhelmingly supported by
the people® , though accusations werc madc by the international communily. The
Government made every effort for structural adjustment toward economic liberalization.

This process also redefined the role of the Government.  The constitution approved by
the plebiscite in October 1993 is quite different from the old one, in that it pursucs a people-
led, efficient, small government. It defines a framework for a market cconomy. This
appears as "freedom of private economic activity" (Article §8), "the principles of free
compelition and equal opportunities” (Articles 59 and 61), "free trade” (Article 63), and "free
exchange of currencics” (Article 64).  Although the old constitution (of 1979) also had
provisions on "freccdom of pnvatc initiatives,” it was restricted by the state so that such
freedom would be in harmony with social benefit. The inviolability of possession also had (o
be in harmony with social benefit (Article 124).  These restrictions were removed in the 1993
conslitution, which provides aframework for a freer market economy.

~ Regarding public services, the old constitution stipulated that basic nceessaries were to be
provided by the state (Article 18).  The new constitution, however, limits arcas in which the
Government plays a leading role, to employ ment, welfare, cducation, security, social services,
and basic infrastructure {Article 58).  This , stating expressly its orientation toward a people-
led, small govcmnunt conf' ines the rale of the Gavermment (o issucs that cannot be addressed

Pucsd\n( Fuyimaon maintained thot his cricrgency measures were justifiable because the twa poners of {epistation and judicature were
al a crisis of "nshivtional destruction” and “ao Yopger working.”  He irdended o carny out drastic referms and “build an cflicient,
democeatic, and afﬂuml sewichy,” b\ breaking dovwe the “rotten, ol sastems ™ Scurce:  Shigoa Osonca (993}

'lhc pubhc—oplmon Consus lmmedia[cl_\' altor these cororgency measures shoved that more than ¥0% of the poople supporied the
president, which was the kighest for the Fupintort Adininisiration.  Source: Shigeo Gsenol (1993),
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in the framework of a market cconomy. - - : .

kn ferms of a political system, it is noteworthy that pcoplcs opportumllcs to parlICIp'ilc
in poticy -making have been opened in more diverse ways.  Plebisciles and the right to claim
dismissals from public offices have been established as systems. - And an ombudsman system
has been intsoduced.  Regarding the judicial system, the constitution ensures the National
Judicial Assembly independence in appointing and promoting judggs, to avoid intervention by
administrative agencies. It mtroduccs the judicature under dcmocral;c sovereignty (Article
138). It legalizes the publ:c clection of judges of- publlc peace courts and high COUrts
(Acticles 154 and 152), providing the people with opportunitics ‘of plebiscites for, and
participation in, the appointment of judges.  Major differences between the old constitution
and the new one are given at the next page.(See Table3-4) :

In complnncc with thesc policies, agencies aimed at a planncd cconomy and
protectionism were disorganized.  They included tlic National Trade Agency (ICE: in
charge of management of non-tarifi’ barriers and export subsadlcs) ‘the National Planning
Agency (INP: in ch'nrgg, of medium- and long-term dcvc!op ment planning), and the National
Institute for Cooperatives (Instituto Nacional de Cooperativas, INCOOP).  The  four
development banks, which had been financing agriculture, mdustry mining, and housing at
preferential interests with the assistance of stale subsidics, were also disorganized. ~ Daring
measures for personnel reductions, admlmslrame reforms, and rationalization have realized a
small central government.  Now agencics have been cstablished and old ones have undergone
reforms, and certain results have been produced in economic stabilization, poverty reduction,
and economic liberalization in a short period of time.  Among them, the National Tax
Administration Agency (Supcrmtcndenc:al Nacional de Admm;strac:on Tributaria;. SUNAT),
SUNAD {customs house), FONCODES, the National Institute for Compclltion and
Intellectual Property Rights Protection (Instituto Nacional de la Compentencia y de
Proteccion de la Propiendad Intclectual: INDECOPH), and COPRI were included.

3.3.2 Challenges for public sector reforin

The most important role of the Government for the future of Pcni is the buildihg of a
framiework for a market cconomy. It must claborate a system in whlch a market mechanism
works fairly, and set rules for this purpose. It becomes necessary. to inspect and pumsh
activitics against consumer protection. . The development of a sound markel economy is
important for building a foundation for people’s participation in production and consumption.

Second, the Government must support arcas in which it is difficult to introduce a market
cconomy, in order 1o provide the people with services of appropriate qualities -aﬁd prices.
This does not mean that the slimmed government gives up its role of qupemsmg public
setvices; rather it supervises them so that they can be extended to the people al appropriate '
quatitics and prices. In other words, the Government is required to provide, in addition to
the building of basic social infras{ructurc; efficient and fair public services, including health
services and education for the people.  This not only satisfics people’s basic needs but also
indirectly supports freedom of their activities and the working of the market mechanism.
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Table 3-4

The changing rofe of the state in the economy

A compariosn of the 1979 and 1993 constitutions

1979 canstitution

1993 conslitution

Political and Article 138 Ecb_n'om'c and financial | Article 77: The budget guides the activity of the
administrative adminmistration  of the ceatral state. Tis progranning and execution
system govempentl is guided by the respond to aritenta of efficiency, basic
annual  budeget  approved by sacial needs, and deceniralization
Congtess. Local and  regional The budeet is consolidated.
goveranknts  have their  own
budgets.
Economy Anticle 111 The state fornulates the ccononic] No cquivatent exists  Elininates the concept of

policies ‘and social development
plans that regulate the activities of
the public scetor

The state guarantecs
pluralism.

Ariicie 112 economic

Article 1167 The state promotcs and protecis the
fice developnment and autenony of

businesses and cooperatives.

No equivalent exists,

Freedom of private initiatives is respected. R
is, however, regulated by the Government so
that it will be in harmony with social beacfit.
Article 124: The inviolability of possession is

in harmony with social beaefit
Ariclte 136: Forcign enterprises are subjected
to domestic  laws  without
Iimitations,

Article 135: Forcign trade is flee within the
range defned by law fiom the
viewpoint of social benefit and
national development.

Atticle 88: Imperiaiiém, colonialism, and

oeocelontatism is kept out

Arlicie 178 Forcign trade relations are aimed at

central planning

Articke 60-The  stale  rccognizes  ©CONONEC
plusalism Only when autherized by
a specific faw, and in case of high
public interest can the state becanw
involved in subsidiary business
activity.

No equivalent exists. Eliminates the pronotion
of cooperatives,

Article 65 The stale dJefnds the interest of
consumers and guarantees the dght
to information on goods and services
provided by the market, in particular
for the health and security of the
population.

Atticle 70: The inviolability of possession is
recognized as aright :

Anicle 63 Domestic and foreign  investnents
conply with (he same terms and
conditions.

The provisions claiming economic nationalism
have been deleted.

the  establishment  of  fair,

infernational economic order. No equivalent exists Mining s no lenger
Article 122: The state stinulates mining] subject to special treatment.

" aclivity.

Public services

Article 18: The basic necessities are provided

by the Governmens.

The provisions of the same saning have been

deleted.

Article 58: Areas where the Governroent play a
teading part include employment,
welfare, education, secunty, social
services, and basic infrastructure

Source: Prepared from World Bank {1991b), Table-1, and Shigeo Osonoi (1994).
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The Government itself needs reform, in order to play its new part. it is indispensable
for a small government to improve laws, systems, and administrative capacity, in order to
formulate and implement efficient and effective: policics.  The judicature is another part the
Government should play for the future development of Peru. - It is also important, in
promoting people's parlicipation, to establish reliable judicial institutions and provide the
people with casy access to Judw]al services.

Free economic activity, the satisfaction of social needs, and m\provcmcnl of the judicial
system, which are (o be assured by the Government, provide the foundation for p'lrllup"atcry
people-centered, and sustainable dwclopmcnl Challenges for realizing these ‘include the
proper operation of market economy rules and regulation systems, their dissemination among
the people, the provision of public services, such as cducation, health services, and
infrasfructure, law and institution cstablishment to provide cfficient social services for the
poor, admimstrative capacily -strengthening, and transfer of power from the central
Government,

Institutionatl reforms by the luymon Administration are characterized. by systems
established as nceessary, according to priotitics in the then-sociocconomic policy (increased
tax reccipts, a reduction of social cost in structural adjustment, privatization, free competition,
the protection of intellectval property rights, etc)® . In a sitvation in which integrated,
comprehensive  system-building  has made little progress, coordination: among  the
administrative services depends on the President's leadership.  Under these circumstances,
the following two points must be mentioned as basic challenges in Peru's adoamnistrative
reform.

‘The first challenge is to develop the administrative reforms carricd out thus far by
successive governments into a system. It is necessary (o eslablish  administrative
organizations and systems that can remain independent even if political power changes.  The
second is to change the national administrative organization, which has los{ people's reliance
because of its declining capacity and institutional inefTiciency during the ¢risis in the 1980s,
into a new one equipped with new capacity and ¢fficiency, in a short period of time.

Specifically, the followings remain to be addressed.  The first is medium- and long-term
institutionalization of agencies created outside the cenfral Government's ministries {ncwly
established agencies and existing ones given independence).  Regarding social refonm programs,
for example, it has been decided that urgently necessary social assistance will be extended
through FONCODES and other agencics under the control of the Mnistry of Presidency, as
rationalization programs have produced few results in the Ministry of Education and the
Ministry of Public Health (rationalization programs:  measurcs for enhancing efticiency in
undertakings and improving personnel capacil}) The heads of these agencies are generally
appointed from among those who have long experience in private business management, and
they are entrusted with independent operation, without interventions from othicr ministrics.
This has been very eflective in providing and operating a safety net in a short period of time,
but the problem of medium- and long-term institution-building has not been fully studied.
The rales of public works arc not applied to the procurement procedures of FONCODIS,
because of the urgent necessity of social assistance. It can be satd thc qucsnon of hm[dmg a
coordinated system remains unsolved. - - : :

The sccond problem is delayed qua!nhtwu n.forms in '1dmm|slralmn llsclf in prowdmo
public services of top priority, such as health services and education, and formulating a policy
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in cach arca. ~ Successful structural adjustiment results from downsizing of the Government,
which will be frecd from financial burdens and ensure the people basic, substantial serviees.
The - Pandodfi Cabinet, deciding to promote drastic reform, organized the Administrative
Modemization Committee in July 1996, Currently its 15 working groups evaluate the
functions and objectives of the ministrics, with assistance of the Inter-American Development
Bank (INB) and other institutions.  {n 1997, specific reforin plans were presented, based on
the evaluation results.  They are to be incorporated in and implemented by the 1998 budget.
The cstablishment of an administrative organization relied on by the people. cfficient and
cffective, not affected by the govermment in power, and capable of representing true public
interest, and improved capacily of the government to maintain an administrative organization
highly independent without being affected by the current govermnent — these are of critical
importance for Peru toward the fature.

The third problem is the comprehensive role played by the Ministry of the Presidency.
it sometimes overlaps with functions of other ministrics and local governmients.  In fact, the
conceniration of appropriations in social development could be pointed out in the 1996 budgel,
as the appropriations to the Ministry were the sccond largest in the central Government, next
to those of the Ministry of Fconomy and Finance. A challenge is to promote the
decentralization of power and functions, lo develop undertakings that can appropriately
answer the regional nceds.

The fourth issue is judicial reform.  Peru has experienced few such reforms thus far.  In
[996, the administrative-orgn-led Judicial Coordination Conference (CCJ) was organized for
full-scale reform, with assistance of the World Bank and other institutions. The aim is an
efficient judicial and administrative structure; corruption-free, prompt, efficient, and fair
judicatory power, and the provision of judicial scrvices.  If this provides casy and fair access .
to the judicial system for low-income people and provincial people, the judicature will
increase people's reliance and contribute to improved living conditions of the poor.  Such
reform will make the market economy rules observed and disseminated. It will provide a
founndation indispensable for people-centered, sustainable development.

3.4 Environmental conservation
34.1 Mcasures by the Government

Smoc lhc crcatlon of the National Council on the Environment {[:] Consejo Nacional del
Med:o Ambiente: CONAM) in December £994, in accordance with Law No. 26410, the
(mwrnmcnt of Pert has been devoted to environmenfal conscrvation.  The environment-
related ministrics have thus Far dealt with environmental problems independently.  CONAM,
whicht is newly born and not yet strong enough, will coordinate measures by these ministrics,
with multilateral and bilateral assislance for strengthened environmental administration.

The Ministry of Fncrgy and Mines, and the Ministry of Industry, Fourism, Integration,
and International Trade Negotiations, require existing enterprises to formulate independent
long-lcrm plans (o control cm’lronmeiml polfution, with the existing facilities, in 10 years.
* The ministrics arc monitoring the nnplcmcnhhon of these plans.  The Government is
positively addressing environmental problems, with special assistance from the 1DB and the
U.S. Agency for International Dcvelopmull (USAID), in cnvironmental pollution control.

' Coordmanon bcl\\ecn development assistance projects and activities of environmental-
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conservation-related NGOs is often effective in promoting environmental conscrvation,  As
cnvironmental administration- agencics generally have few expert personnel, because of low
salarics, it is nccessary (o obtain the cooperation of these NGOs, which lnvc excellent,
molivated human resources for cnv;ronmcnml conscrvation.

3.4.2 Present envii'o'nmcnlél conditions by region
(1) Costa

The coastal region of Peru covered with a desert, is an advanced | rcglon in the coumry,
having citics, including Lima, the capital.  Inthe city of Li ima, the air is pollulcd by emissions
from automobiles and factories, producing an increasing nwmber of people suf!ermg from
respiratory discases.  Lima has, in its peripheries, oxtensive, unlawfully occupied quarters
called "pucblo joven," whosc sanitary condition is very bad in many arcas because of the lack
of waterworks, scwerage systems, and waste treatment. The coastal sea is increasingly
polluted by cMueats from fish meal processing mills and from mining in the upper reaches of
rivers, damestic waste walter from citics, and industrial clluents from factorics.

(2) Sierra

Sierra, situated in the Andean mountains and highlands, has many steep slopes and
sparse vegetation.  Soil crosion is worsening there.  Forests are becoming smialler due 1o
extended farmland and cutling for fireweod.  There are quite a few arcas thal need urgent
aflorestation for crosion control.  Rivers and some 1,500 lakes have been polluted by strong-
acid efHuents from mines and waste liquids from ore dressing plants in mining arcas of copper,
zing, tin, ete. :

(3} Seiva

Sclva, abutting on the Amazon on the castern side of Peru, makes up, about 60% of the
country's territory. This region, possessing most of the country's . forest ‘resources, is
thought to have great potential for agricullural and forestry development.  Blessed with
biodiversity, it is also a vast treasury of species.  Hs development, however, has not been
advanced, due o underdeveloped teaffic networks, as the region is far from costa and sierra
Expansion of farmland and reckless cutting of trees have accclt.ralud deforcstanon resulting in
a loss of one-fourth of the cultivated lands and forests on the eastern slopes of the Andes.
Deforestation has aggravated soil erosion, causing damage to farmlands and roads. The
cultivation of cocas in this region poses a social problem. '

3.4.3 Present conditions and ch-}!lcngcs of industrial pollution, urban cn“ronmenls,
and the natural environment -

Industrial polfution in Per includes water contamination caused by wastewater from ore
dressing (copper, lead, zine, and so forth), air pollution caused by sulfur dioxide and arsenic
from smelters, and water contamination and air pollution caused by marine product processing
and emissions from automobiles. Insuflicient or no treatment of industrial waste poscs
another problem.  In the Lima metropolitan arca, cnvironmental pollution includes air
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pollution by cmissions from automobiles, and water contamination caused by houschold
wastewater.  Provincial cities have insulTicient treatment facilitics for general waste,

it is urgcnlly necessary, first, 1o strengthen the environmental administeation system,
cstablish enviconment-related faws and rcoulatlom (environmental standards, cmission and
waste standards, ete.), and develop haman resources in the environmental arca.  Second, it is
necessary to address individual pollution cases more vigorously, Measures for controlling
industrial pollution include the building of an air pollution monitoring network in the Lima
mctmpohlan arca, in addition to mcasures for mine pollution and industrial wastes.
Mecastires for treatment of gmcral wastc arc nceded in major provincial citics, and
improvement of the living environment by providing safc drinking water, houschold
wastewater treatment, and treatment of gencral waste is required in pueblo joven in the Lima
metropolitan arca, which.is mainly fhabited by the poor. It is also important to raisc
people's awareness of the significance of environmiental problemss.

A reduction in forest resources, a reduction in indigenous plants and animals, a reduction
in masine resources, soil crosion in farmlands, and desertification have been proceeding 1t is
necessary to address forest conservation, biodiversily conservation, and the establishment of
sustainable agriculture, from a long-term viewpoint,

Natural conditions have distributed water resources unevenly over Peru.  An important
issuc is their sustainable utitization, as demand for water is expected to increase in the Lima
metropolitan arca, whosc population is increasing A current challenge is to make good use
of water sources in sierra and sclva, with due consideration given to the ccosystem in these
regions.  Water contamination has reached the coastal region and is increasingly polluting
takes, including Lake Titicaca. Water quality conservation is necded for tourist resources
conservation and the sustainable utilization of water resources.

Frequent carthquakes and floods, in addition to the Bl Nido Current, often bring disasters
to Peruvian people.  Buildings' lack of carthquake-proofl struclures, and the lack of safe
cvacuation routes and refuges in denscly populated arcas, can aggravate carthquake disasters,
A challenge would be to introduce the concept of ascismatic structures in the building
standards and revise them. It is also important to implement housing policies in high-nsk
areas, such as pucblo joven, to protect low-income people.  Much rain in the summer causes
rivers flowing from sierra into costa to flood at their tower reaches.  As floods are thought to
be caused by reduced water-holding capacitics resulting from deforestation, as well as by
topographic conditions in the mountainous regions, river control is needed in frequently
fooded areas. 1t can also be said that fundamental flood contro! needs forest conservation
and afforestation. [Floods are apt to scriously damage low-income people living in these
dangerous arcas.  Again, it is necessary (o promote poverty alleviation and housing policies
from a medium- and long-term viewpoint.
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