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I n t r o d u c t i o n 

In the post-1945 period, Peru has s u f f e r e d f i v e general economic c r i s e s 
(1948-9, 1957-9, 1967-8, 1975-8 and 1983-4), each one more serious than 
the one before. Over and above the purely economic c r i s e s , and a l s o 
i n c r e a s i n g i n s c a l e , have been sharp s o c i a l and p o l i t i c a l c o n f l i c t s 
(manifesting themselves as s t r i k e s i n the 1970s and i n t e r r o r i s m i n the 
1980s). 

In each case an 'orthodox' process of economic s t a b i l i s a t i o n became 
necessary because of a severe 'external c o n s t r a i n t ' , and, again i n each 
case, economic recovery came from a sharp r i s e i n exports rather than 
(and even i n s p i t e of) the adjustment p o l i c i e s followed. For t h i s 
reason, i t i s not s u r p r i s i n g that Peru was the f i r s t and most frequent 
L a t i n American c l i e n t of the IMF's c o n d i t i o n a l lending. 

In recent years, between 1985 and 1987, the economic i n d i c a t o r s have once 
again shown an economic recovery, but there w i l l probably again be 
d r a s t i c cuts i n the standard of l i v i n g . This sequence of c r i s e s , and 
t h e i r growing s e v e r i t y , makes i t necessary to propose, appraise, and then 
implement a l t e r n a t i v e forms of economic p o l i c y and l e g a l , i n s t i t u t i o n a l , 
and a d m i n i s t r a t i v e reforms, i n order to a t t a i n greater economic (and 
p o l i t i c a l ) s t a b i l i t y m the medium term. 

The t h e o r e t i c a l framework f o r these new p o l i c i e s , which we s h a l l a l s o 
use as a basis f o r analysing Peru's h i s t o r y from 1970 to 1985, w i l l be 
discussed i n the f i r s t chapter. I t i s necessary to set the p o l i c i e s and 
proposals w i t h i n the wider context of a strategy of development. But 
t h i s , i n t u r n , i s shaped (and l i m i t e d ) by economic and p o l i t i c a l 
c o n d i t i o n s , both i n t e r n a l to the country and i n t e r n a t i o n a l . 

The design of trade and e x t e r n a l f i n a n c i n g p o l i c i e s , i f they are to be 
v i a b l e , cannot be shaped i n a vacuum, without r e l a t i o n to c e r t a i n aspects 
of Peruvian s o c i e t y . The f i r s t chapter w i l l therefore describe key 
c o n d i t i o n s since World War I I i n c l u d i n g the s t r u c t u r e of the economy, the 
s o c i o - p o l i t i c a l system, the c h a r a c t e r i s t i c s of the Peruvian Government 
and the i n t e r a c t i o n among d i f f e r e n t s o c i a l groups. This w i l l allow us to 
determine the r a t i o n a l e behind macroeconomic d e c i s i o n s , and thus w i l l be 
the b a s i s f o r the a n a l y s i s i n l a t e r chapters. 

In Chapter 2, we s h a l l analyse the country's economic h i s t o r y , con
c e n t r a t i n g on the d i f f e r e n t economic p o l i c i e s adopted, e s p e c i a l l y f o r 
the e x t e r n a l s e c t o r , during the l a s t 15 years. The t h e o r e t i c a l framework 
w i l l be tested against events i n three periods, 1970-4, 1975-9, and 1980-
5. While t h i s d i v i s i o n roughly coincides with the a d m i n i s t r a t i o n s 
(Velasco, Morales Bermudez, and Beladnde, r e s p e c t i v e l y ) , t h i s i s because 
these periods a l s o d i f f e r i n the economic p o l i c i e s that were t r i e d . 
Although there are some u s e f u l lessons to be drawn from these past 
p o l i c i e s , e s p e c i a l l y on what should not be done i n the f u t u r e , the main 
one i s that new, r a d i c a l l y d i f f e r e n t , p o l i c i e s are required. 

The most recent experiences of Peru, and i t s present s i t u a t i o n and 
prospects, are described i n Chapter 3. This examines the a d m i n i s t r a t i o n 
of Alan G a r c i a , and i t s prospects to the year 1990, emphasising develop
ments i n the e x t e r n a l s e c t o r . 



The Appendix gives b a s i c data on the Peruvian e x t e r n a l sector f o r the 
period 1970-87 plus a b i b l i o g r a p h y . 



1. The P o l i t i c a l R ationale f o r Economic P o l i c i e s 

There i s a general d i s s a t i s f a c t i o n with the a b i l i t y of economists to 
ex p l a i n and to analyse. As with other su b j e c t s , and f o r economics at 
other times, the current la c k of confidence, e s p e c i a l l y s i n c e the end of 
the 1960s, has grown out of the many i n c o n s i s t e n c i e s between economic 
theory and the r e a l problems of our economies. The reasons suggested f o r 
t h i s are many but, i n our op i n i o n , can be reduced to one c e n t r a l problem: 
the lack of i n t e r d i s c i p l i n a r y awareness on the part of many economists. 

In order to c o r r e c t t h i s f a u l t , at l e a s t p a r t i a l l y , t h i s chapter w i l l t r y 
to o u t l i n e some unconventional (at l e a s t f o r the orthodox economist) 
t h e o r e t i c a l concepts, i n order to capture the r e l a t i o n s h i p between 
economic p o l i c i e s and some 'non-economic' f a c t o r s . These must be brought 
i n t o our a n a l y s i s not only to give a s a t i s f a c t o r y explanation of the 
economic process but, fundamentally, to permit us to propose an econpmic 
p o l i c y that i s v i a b l e , economically and p o l i t i c a l l y . 

We be l i e v e that i n L a t i n America, and e s p e c i a l l y i n Peru, i t i s not 
po s s i b l e to understand (or to forecast) the s t a t e of the economy and 
economic p o l i c y without f i r s t e x p l a i n i n g the p o l i t i c a l process, the 
a l l i a n c e s and c o n f l i c t s among s o c i a l groups, the ac t i o n s of the govern
ment, e t c . , that l i e behind them. This requires a t h e o r e t i c a l framework, 
which, t a k i n g advantage of recent advances i n the s o c i a l sciences, can 
show how these interdependences work. 

Graph 1 i l l u s t r a t e s , very s c h e m a t i c a l l y , the l e v e l s of a n a l y s i s and the 
s t r u c t u r e of such a 'model'. Level C i s what i s to be explained 
(although we should not ignore the feed back from i t to A and B) by 
l e v e l s B and A, which are those which most economics leave to one s i d e . 
We be l i e v e that economic a n a l y s i s can only be s c i e n t i f i c i f i t i n c l u d e s 
these explanatory f a c t o r s . 

Therefore the s o l u t i o n of the problem must s t a r t from an explanation of 
the d i f f e r e n t modes of accumulation, which are u l t i m a t e l y determined by 
the processes of metropolitan c a p i t a l i s m . Each model of development 
leads to (and i s derived from) a p a r t i c u l a r s o c i o - p o l i t i c a l s t r u c t u r e 
which f i r s t creates i t , and then may destroy i t from w i t h i n . This 
process i s expressed through the p o l i t i c a l regime and through the s t a t e , 
whose form r e f l e c t s the str u g g l e between s o c i a l groups and c l a s s e s . One 
example i s the fundamental dependency r e l a t i o n s h i p , [Cardoso and F a l e t t o , 
1977, p. 374]. 

From t h i s point of view, the course of the economy and economic p o l i c y i n 
the short and medium terms are simply the r e s u l t of the i n t e r a c t i o n 
between the mode of accumulation and the current economic p o s i t i o n : the 
tensions, c o n t r a d i c t i o n s , and interdependences enable us to understand 
the 'economic v a r i a b l e s ' which the pure economist s t u d i e s . 

We b e l i e v e that only by s t a r t i n g from a conceptual framework as broad as 
that presented here i s i t p o s s i b l e to study economics, as a s o c i a l 
science to be d i s t i n g u i s h e d from conventional economic a n a l y s i s which 
does not go beyond s o c i a l engineering. Graph 1 summarises our general 
assumptions about the l i n k s among the ' v a r i a b l e s ' . ' Here, we s h a l l only 
e x p l a i n the way i n which l e v e l s C and B have i n t e r a c t e d i n the post-war 
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period, l e a v i n g A constant (the continuing p o l i c y of import s u b s t i t u 
tion) . 

1.1. Populism and manipulation of r e l a t i v e p r i c e s 

The cycles i n the Peruvian economy since 1945 can be explained b a s i c a l l y 
by the s o c i o - p o l i t i c a l process, once the 'import s u b s t i t u t i n g ' model i s 
ta]cen as given. This process r e f l e c t s the c o n f l i c t s between the groups 
which were p o l i t i c a l l y powerful (developmental and p o p u l i s t a l l i a n c e s ) 
and those with economic power (the exporters and those a l l i e d to them). 

According to t h i s a n a l y s i s , the post-war economy has followed a sequence 
which s t a r t s with a c y c l i c a l expansion i n which the r e l a t i v e p r i c e s of 
the secondary sector (manufacturing and construction) and of the t e r t i a r y 
(services) and r e a l wages a l l r i s e , u n t i l the increase i n imports (given 
a constant exchange rate) h i t s the e x t e r n a l c o n s t r a i n t . Following t h i s , 
the primary, exporting, sector forces a d e v a l u a t i o n , which lowers r e a l 
wages and puts the brake on i n d u s t r i a l growth. Once the balance of 
payments has recovered and i n f l a t i o n has been reduced, a new c y c l e 
begins, with the process repeated ( i n periods whose average duration f o r 
Peru i n the post-war period f l u c t u a t e s between 6 and 10 years) . 

This pendulum movement i n the economy (and i n p o l i t i c s ) i s not only a 
fundamental c h a r a c t e r i s t i c of c a p i t a l i s m , but i s r e i n f o r c e d by the s o c i o 
p o l i t i c a l c h a r a c t e r i s t i c s of the country, at l e a s t since World War I I . 
I t was then that the 'new s o c i a l f o r c e s ' appeared, which questioned the 
power of the primary-exporting bourgeoisie (with i t s i n d u s t r i a l , 
f i n a n c i a l , and commercial a l l i e s ) , which had been s o l i d l y entrenched up 
to that p o i n t , and that of the land-owners. Their economic p o l i c y had 
corresponded p r a c t i c a l l y p e r f e c t l y to textbook n e o - c l a s s i c a l l i b e r a l i s m . 

This a l l i a n c e saw i t s economic and p o l i t i c a l power g r a d u a l l y reduced and 
we then begin to see a s i t u a t i o n of 'shared power': the 'grande 
bourgeoisie', the n a t i o n a l and f o r e i g n i n d u s t r i a l i s t s , the lower middle 
c l a s s , the working c l a s s , formed p o p u l i s t a l l i a n c e s which sought to 
achieve economic and p o l i t i c a l p o l i c i e s d i f f e r e n t from those of the 
primary-exporter model. This marked the beginning of the 'import 
s u b s t i t u t i o n ' phase, supported, p r i n c i p a l l y , by p o p u l i s t and development-
o r i e n t a t e d p o l i t i c a l p a r t i e s . 

This s o c i o - p o l i t i c a l process of 'shared power' (and of 'constrained 
hegemony') explain s the v o l a t i l i t y of the economic s i t u a t i o n i n Peru, and 
the recurrence of c r i s e s : 'developmental' p o l i c i e s i n one phase of the 
c y c l e , and then ' s t a b i l i s i n g ' ones i n the other, and so on. In the 
upward phase of the c y c l e , r e f o r m i s t economic p o l i c y i s d i r e c t e d to 
t r a n s f e r r i n g an i n c r e a s i n g share of n a t i o n a l income from the exporting 
sector to those favouring i n t e r n a l development. In the downward phase, 
economic orthodoxy has tended to t r a n s f e r the r e s u l t i n g surplus back to 
the exporting s e c t o r , and brought i n t o question the i m p o r t - s u b s t i t u t i o n 
p o l i c y . 

In other words, si n c e 1945, economic p o l i c y has o s c i l l a t e d between a 
tendency to r e t u r n to the mode of development from outside ( i n periods of 
c r i s i s and recession) and a tendency to f o l l o w 'development from w i t h i n ' 
(to use the terms introduced by ECLA), with t h i s side becoming inc r e a s 
i n g l y powerful each time, as the i n d u s t r i a l bourgeoisie and the middle 



and working c l a s s e s grew. None of the cl a s s e s which b e n e f i t t e d from 
these a l t e r n a t i n g patterns could o b t a i n permanent supremacy. 'For t h i s 
reason, p o l i c y became a s o r t of no man's land, i n which the workers and 
the grande bourgeoisie had to be represented by p a r t i e s and or g a n i s a t i o n s 
formed by the middle c l a s s e s , which d i d not represent completely the 
i n t e r e s t s of the workers or the i n d u s t r i a l i s t s ' [Abalo, 1976, p. 90]. 

In t h i s p e r i o d , we thus see a d i v i d e d f r o n t f o r the bourgeoisie, which 
e x p l a i n s why power was shared: on one s i d e , the primary-exporting 
groups, which sought p e r i o d i c devaluations, wage r e s t r a i n t , brakes on 
i n d u s t r i a l expansion, using well-known orthodox economic p o l i c i e s ; and on 
the other s i d e , the i n d u s t r i a l bourgeoisie which i n s t i t u t e d economic 
p o l i c i e s tending to expand the i n t e r n a l market by t r a n s f e r r i n g p r o f i t s 
from the exporters. 

This c o n f l i c t between two groups of the bourgeoisie which has marked the 
l a s t three decades remains l a t e n t (and i s l i k e l y to continue), as neither 
side has been able to obta i n undisputed hegemony, the e s s e n t i a l c o n d i t i o n 
f o r ' s t a b i l i t y ' . I t i s c e r t a i n , however, that before Vforld War I I , i t 
was the primary-exporting sectors which held hegemony, and th a t , 
g r a d u a l l y , i t i s the i n d u s t r i a l bourgeoisie, and w i t h i n t h i s , the 
exporters, which has tended to supplant them. 

Let us turn now to the basic elements of the economic p o l i c y which the 
p o p u l i s t a l l i a n c e s have supported. One of the c e n t r a l ones has been 
government f i x i n g of fundamental ' p r i c e s ' : the exchange r a t e , the 
i n t e r e s t r a t e , r e n t s , "basic" goods, wages, e t c . This demand f o r 
"administered' p r i c e s comes e i t h e r d i r e c t l y from pressure from the s o c i a l 
groups which brought the a l l i a n c e s to power or from t h e i r need to obtain 
p o l i t i c a l support from the remaining s o c i a l groups supporting reformist 
p o l i c i e s . 

Such economic measures are i n sharp contrast to the aims of the pro-
exporting and p r o - o l i g a r c h y groups: these g e n e r a l l y support t o t a l l y 
f r e e p r i c e s , a p o l i c y which favours the c l a s s e s which they represent 
d i r e c t l y or i n d i r e c t l y i n the government. When they are i n power, 
the r e f o r e , there i s an opening up of the economy, while under r e f o r m i s t 
p o l i c i e s there i s a s e l e c t i v e c l o s i n g of the economy to the outside 
world. 

The fundamental goal of the r e f o r m i s t governments i s to 'reduce e x t e r n a l 
dependency and achieve improved s o c i a l j u s t i c e ' , which i s to be accom
p l i s h e d by promoting the development of the economy through i n d u s t r i a l i s 
a t i o n and expanding the i n t e r n a l market, r a i s i n g p r o f i t r a t e s i n the 
i n d u s t r i a l s e c t o r s . In t h i s context the ' f r e e z i n g ' of p r i c e s (minimum as 
w e l l as maximum) attempts to a l t e r the d i s t r i b u t i o n of income i n favour 
of the 'modernising' sectors of the economy, and away from a g r i c u l t u r e 
and other primary-exporting s e c t o r s . 

Let us examine why f i x i n g b a s i c p r i c e s i s ' e s s e n t i a l ' f o r the p o l i t i c a l 
s u r v i v a l of reforming governments. This f i x i n g can mean two d i f f e r e n t 
t h i n g s : e i t h e r e s t a b l i s h i n g s p e c i f i c p r i c e s or r e s i s t i n g pressures to 
r a i s e them. 

The p r i c e s , and the means and c r i t e r i a f o r f i x i n g them, are as f o l l o w s : 



1. p r i c e s of b a s i c a g r i c u l t u r a l and manufactured goods: these are held 
below t h e i r marginal cost. 

2. i n t e r e s t r a t e s : these are held constant, at l e v e l s below i n f l a t i o n 
rates or returns on c a p i t a l . 

3. r a t e of exchange: over-valued. 

4. import p r i c e s : held above domestic p r i c e s by means of t a r i f f s , to 
protect n a t i o n a l i n d u s t r y . 

5. r e n t s , f a r e s , e l e c t r i c i t y p r i c e s , e t c . : f r o z e n , at l e v e l s below 
those c o n s i s t e n t with 'free' markets. 

6. minimum wages: above those j u s t i f i e d by p r o d u c t i v i t y . 

Each sector of s o c i e t y which supports the r e f o r m i s t regime i s helped by 
one or more of these f i x e d p r i c e s , d i r e c t l y or i n d i r e c t l y . In general 
terms, r e f o r m i s t governments need support from the f o l l o w i n g s e c t o r s : 
the i n d u s t r i a l bourgeoisie ( o r i e n t a t e d towards the i n t e r n a l market), the 
middle c l a s s e s , and workers i n the modern sectors of the economy; they 
a l s o tend to favour urban sectors over r u r a l . 

F i r s t , f i x i n g p r i c e s of basic ( a g r i c u l t u r a l ) goods d i r e c t l y favours a l l 
parts of the a l l i a n c e . Employed workers gain cheap food. This r a i s e s 
t h e i r r e a l income, and allows them to buy more manufactured products 
( e s p e c i a l l y durables: cars, white goods, f u r n i t u r e , e t c . ) . For the 
i n d u s t r i a l i s t s , and the secondary and t e r t i a r y s e c tors i n general, t h i s 
means low r e a l wages and growing demand f o r t h e i r products. 

Second, a negative r e a l i n t e r e s t r a t e b e n e f i t s the workers ( e s p e c i a l l y 
the middle s t r a t a ) , who can acquire durables on c r e d i t , and thus 
v i r t u a l l y f r e e , while cheap c r e d i t allows investment to increase 
production (with a r i s i n g demand assured). 

A high exchange r a t e , whose ov e r - v a l u a t i o n increases as the process 
continues, eases the importation of cheap food ( i n response to r i s i n g 
i n t e r n a l purchasing power) during the r i s i n g phase of the c y c l e , and at 
the same time reduces the q u a n t i t y of domestic primary production 
(already damaged by c o n t r o l l e d domestic p r i c e s ) . Further, the i n d u s t r i a l 
s e c t o r , which i s h i g h l y i m p o r t - i n t e n s i v e , can o b t a i n intermediate goods 
and equipment at low p r i c e s . 

Thus, with regard to these three p r i c e s ( a g r i c u l t u r a l goods, i n t e r e s t 
r a t e s , and the exchange r a t e ) , there i s no c o n f l i c t of i n t e r e s t s among 
the c l a s s e s supporting the i n t e r n a l development model. 

The s i t u a t i o n i s more problematic for the other three ( t a r i f f s , rents and 
wages). 

Some i n d u s t r i a l s e c tors b e n e f i t from high t a r i f f s on competitive imports. 
This measure i s adopted e x p l i c i t l y to favour them (as i s the f r e e z i n g of 
e l e c t r i c i t y p r i c e s ) , while t h e i r gains from low i n t e r e s t r a t e s and low 
food p r i c e s are only i n d i r e c t e f f e c t s . 



The middle c l a s s e s (and higher paid workers) are helped d e l i b e r a t e l y by 
means of f i x e d rents and e l e c t r i c i t y p r i c e s , as w e l l as i n d i r e c t l y from 
the negative i n t e r e s t rate (which favours house purchases and increases 
t h e i r purchasing power) and from the high exchange r a t e (which keeps down 
the p r i c e of t r a v e l and some luxury imports, e s p e c i a l l y smuggled goods). 

F i x i n g a minimum wage and urban fares i s designed to favour workers 
( e s p e c i a l l y urban ones). They a l s o b e n e f i t i n d i r e c t l y from the exchange 
rate (cheap food). 

There are some d i f f i c u l t i e s i n r e c o n c i l i n g the i n t e r e s t s of a l l the 
groups i n the a l l i a n c e . The f i r s t p o t e n t i a l c o n f l i c t of i n t e r e s t s i s of 
course with respect to minimum wages which, at f i r s t s i g h t , favour 
workers and hurt the i n d u s t r i a l i s t s (as w e l l as d i s t o r t i n g the economy). 
The l a t t e r do t r y to evade them, not so much by not paying them, but by 
s u b s t i t u t i n g c a p i t a l f o r labour, which i s encouraged by the over
v a l u a t i o n of the currency (and by loans f o r importing equipment). This 
increases the c a p i t a l i n t e n s i t y of the i n d u s t r i a l s e c t o r , and the 
c o n f l i c t i s thus r e a l only i n the short term, but i t appears m the 
medium term. 

T a r i f f s (and c o n t r o l s on imports) on f i n a l goods d i r e c t l y b e n e f i t the 
sectors which produce competing goods, thus h u r t i n g , d i r e c t l y , the middle 
and working c l a s s e s . These face higher p r i c e s (and perhaps lower 
q u a l i t y ) , with imported goods e i t h e r more expensive or unobtainable. 
I n d u s t r i a l i s t s gam a captive market with monopoly p r o f i t s . Here, 
th e r e f o r e , there i s a l a t e n t c o n f l i c t as income i s t r a n s f e r r e d away from 
the workers to the i n d u s t r i a l i s t s . I f the c o n f l i c t does not m a t e r i a l i s e , 
t h i s i s because i t i s not seen as a major i s s u e . And the best organised 
workers themselves gain from the production of the goods, by being 
guaranteed a job (even i f t h i s i s at the expense of other workers and 
p o t e n t i a l workers i n primary or other exporting s e c t o r s ) . 

F i n a l l y , c o n t r o l of rents apparently b e n e f i t s the middle c l a s s e s d i r e c t l y 
and hurts the c o n s t r u c t i o n i n d u s t r y and i n d i r e c t l y a l s o other indus
t r i a l i s t s . However, i f we take i n t o account the r i s i n g r a t e of growth of 
the money supply and f a l l i n g r e a l r a t e s of i n t e r e s t , we can see that 
again the c o n f l i c t i s l a r g e l y apparent rather than r e a l ( e s p e c i a l l y f o r 
the middle c l a s s e s ) , because the stimulus to c o n s t r u c t i o n i s greater 
(the i n t e r e s t r a t e e f f e c t on demand being greater than that from r e n t s ) . 

In summary: the need on the part of 'developmental' governments to 
e s t a b l i s h a ' s o c i a l ' e q u i l i b r i u m , a w o r k e r - i n d u s t r i a l i s t a l l i a n c e i n the 
'modern' se c t o r , has i n e v i t a b l y required manipulation of r e l a t i v e p r i c e s . 
This a l s o n e c e s s a r i l y leads to economic d i s e q u i l i b r i u m and c r i s i s , given 
the model of c a p i t a l i s m on the periphery: the s o c i a l groups hurt by such 
an economic p o l i c y are exporters, s u p p l i e r s of a g r i c u l t u r a l products to 
the i n t e r n a l market, and some importers. The f i r s t two, that i s , those 
who produce f o r e i g n exchange and food, are the worst h i t , so that i n the 
end a c r i s i s appears: p a r t l y because of the d i s e q u i l i b r i a brought about 
by manipulating p r i c e s , p a r t l y because of the way sectors which are hurt 
react - c a p i t a l f l i g h t , cuts i n output, lack of investment, under-pricing 
of exports, e t c . This r e a c t i o n damages the l e v e l and s t r u c t u r e of 
investment, employment, output, and imports. 



This i s why we argue that the economic measures used i n Peru can only be 
understood as part of a p o l i t i c a l process which i s d i r e c t e d by a 
p a r t i c u l a r mode of accumulation and by s o c i o - p o l i t i c a l circumstances. 
Any package of economic measures has a s o c i o - p o l i t i c a l r a t i o n a l e , but 
t h i s may or may not c o i n c i d e with economic r a t i o n a l i t y , as t h i s i s 
secondary. Therefore, c r i t i c i s m s focusing on the government's economic 
measures, e s p e c i a l l y those made by orthodox economists, f a l l on deaf ears 
i f they look only at economic v a r i a b l e s and c r i t e r i a , as these are only a 
part of the i n t e g r a t e d whole. The economist should, t h e r e f o r e , instead 
of applying a u n i v e r s a l package of economic measures, accept c r i t e r i a f o r 
h i s packages which take account of the s o c i o - p o l i t i c a l s i t u a t i o n and the 
mode of accumulation i n force (or desired) i f he wants h i s recommend
ation s to be s u c c e s s f u l . 

1.2. R e l a t i v e p r i c e s and c r i s e s 

So f a r we have o u t l i n e d the fundamental c h a r a c t e r i s t i c s of the i n t e r v e n 
t i o n i s t economic p o l i c y and i t s s o c i o - p o l i t i c a l r a t i o n a l e . In t h i s 
s e c t i o n , we s h a l l examine i t s r e s u l t s , and the way i n which i t has 
i n e v i t a b l y led to economic (and p o l i t i c a l ) c r i s e s . The exceptions prove 
the r u l e : they are the r e s u l t of exceptional circumstances i n the 
e x t e r n a l s e c t o r . A prolonged 'boom' i n exports can allow the p o l i c y to 
continue without high i n f l a t i o n or balance of payments d e f i c i t s . L a t i n 
America as a whole, however, has followed the model explained below: 
f i x i n g each of the fundamental ' p r i c e s ' c o n t r i b u t e s to high rates of 
i n f l a t i o n , f i s c a l and current d e f i c i t s , reduced employment, e t c . - and 
they mutually r e i n f o r c e each other - j u s t as n e o - c l a s s i c a l a n a l y s i s 
suggests w i l l r e s u l t from 'interventionism' i n the markets f o r goods, 
finance, and intermediate goods. 

We s h a l l not assume a f i x e d sequence i n the f i x i n g of p r i c e s , as t h i s 
v a r i e s from economy to economy. In general, the f i r s t to be f i x e d i s the 
exchange r a t e ; then, the p r i c e s of e s s e n t i a l goods and a minimum wage. 
This i n d i c a t e s that the f i x i n g of p r i c e s , and the economic p o l i c i e s which 
f o l l o w from i t , are not part of a preconceived plan , but rather a 
response to the problems of the moment, and above a l l to pressures from 
groups represented i n the governing a l l i a n c e , and from those whom the 
government must compensate f o r e x c l u s i o n from i t . 

In some cases, however, the f i x i n g i s more simply the r e s u l t of the f a c t 
that the p r i c e i n question has not been used i n normal p o l i c i e s . This 
would be the case f o r i n t e r e s t r a t e s , which g e n e r a l l y have only been 
modified i n times of grave c r i s i s , and, u s u a l l y , on the recommendation of 
a f o r e i g n economic mission. Only i n economies which have had a long 
h i s t o r y of i n f l a t i o n , e.g. C h i l e , has the i n t e r e s t r a t e been a f l e x i b l e 
instrument of p o l i c y . 

In the r e s t of t h i s s e c t i o n we s h a l l e x p l a i n the consequences of f i x i n g 
each of the s i x p r i c e s f o r the r e s t of the economy. 

F i x i n g the exchange rate i s one of the d i s t i n c t i v e features of reformist 
economic p o l i c y , probably the one that d i s t i n g u i s h e s i t most c l e a r l y from 
orthodox economic measures. In the i n i t i a l phase of the economic c y c l e , 
i t i s f i x e d , u s u a l l y , without any p a r t i c u l a r thought, or because 
i n t e r n a t i o n a l reserves are 'too high'. The 'reasoning' comes when there 
are pressures to devalue: then d e p r e c i a t i o n i s r e s i s t e d i n order to 



avoid r i s e s i n the cost of l i v i n g , whether d i r e c t l y , because the country 
imports considerable q u a n t i t i e s of food (so that devaluation would damage 
the indispensable p o l i t i c a l support from the middle c l a s s e s and urban 
workers), or i n d i r e c t l y , because of the high import content of i n d u s t r y 
(they could r a i s e p r i c e s to compensate, but t h i s would lose markets). 

From the beginning of the upward phase of the c y c l e , i n t e r n a l p r i c e s 
r i s e . Even i f the consumer p r i c e r i s e i s l e s s than 10%, t h i s leads-
c e t e r i s paribus - to o v e r - v a l u a t i o n . The r e s u l t s are w e l l known: there 
i s an i m p l i c i t subsidy to importers from exporters, which encourages 
imports and reduces investment i n the export s e c t o r . Thus the demand f o r 
f o r e i g n exchange exceeds the supply, by a growing margin. The gap ( i n 
the current account of the balance of payments) must be financed: by 
borrowing and using reserves, because f o r e i g n investment f a l l s . Once the 
reserves run out and the l i m i t s on c r e d i t have been reached, the c r i s i s 
u n folds, i n t h i s case s t a r t i n g from the balance of payments. 

The more the ov e r - v a l u a t i o n i n c r e a s e s , the more expectations of devalua
t i o n grow, so that i m p o r t - i n t e n s i v e sectors increase t h e i r stocks of 
f o r e i g n goods. 

The l o s s of i n t e r n a t i o n a l reserves leads to a la r g e increase i n i n t e r n a l 
c r e d i t (given the i n c e n t i v e s o f f e r e d by the negative r e a l i n t e r e s t r a t e ) , 
without i n c r e a s i n g l i q u i d i t y demand, thus c r e a t i n g i n f l a t i o n . (But t h i s 
i s c l e a r l y not to be seen as a monetary phenomenon.) 

I t i s not r a t i o n a l i n these circumstances to b r i n g i n f o r e i g n funds 
because m u l t i n a t i o n a l i n v e s t o r s can use domestic c r e d i t , while i t i s i n 
t h e i r i n t e r e s t to r e p a t r i a t e p r o f i t s . The f i r s t h urts the c a p i t a l side 
of the balance of payments; the second, the balance on i n v i s i b l e s . At 
the same time the demand from the m u l t i n a t i o n a l s increases pressures to 
expand i n t e r n a l c r e d i t . 

Over-valuation makes i t necessary to l i m i t imports, p r o h i b i t i n g c e r t a i n 
goods or r a i s i n g t h e i r p r i c e by means of t a r i f f s . Although the immediate 
explanation f o r such measures may be to avoid d e t e r i o r a t i o n i n the trade 
balance or to reduce e x t e r n a l dependency ( i n the wrong sense of the 
term), the bas i c explanation of the i n t e r v e n t i o n i s to safeguard the 
i m p o r t - s u b s t i t u t i n g s e c t o r s , by p r o v i d i n g them with a captive market (and 
monopoly p r o f i t s ) . 

The economy thus moves away from the s i t u a t i o n i n d i c a t e d by comparative 
advantage. Resources flow towards goods f o r the home market and away 
from those which now have low returns because of p r i c e c o n t r o l s (for 
example, a g r i c u l t u r e ) or because of the high exchange rate (exportables). 
Use of labour and domestic inputs f a l l s r e l a t i v e to imported inputs and 
c a p i t a l { r e i n f o r c i n g the e f f e c t of the ov e r - v a l u a t i o n i t s e l f ) . 

In the presence of very high e f f e c t i v e p r o t e c t i o n and an absence of 
i n t e r n a l competition, unemployed resources, c a p i t a l wastage, and high 
p r i c e s are i n e v i t a b l e . 

The nominal r a t e of i n t e r e s t , as we have s a i d , tends to be f i x e d (or even 
teduced) once a c r i s i s i s over, e f f e c t i v e l y frozen by r e f o r m i s t govern
ments u n t i l a new c r i s i s r e q u i r e s i t to be r a i s e d as part of a s t a b i l i 
s a t i o n p o l i c y . This f r e e z i n g of the nominal i n t e r e s t r a t e , while 



i n f l a t i o n increases, r e s u l t s i n a negative r e a l r a t e . The r e s u l t s of 
t h i s are w e l l known. 

F i r s t , given the high minimum wage, entrepreneurs increase the use of 
c a p i t a l r e l a t i v e to labour so t h a t , although labour p r o d u c t i v i t y may 
r i s e , unemployment a l s o r i s e s . This r e i n f o r c e s the growth of the 
'reserve army of labour', r e i n f o r c i n g the e f f e c t of migrations from the 
country to the c i t y . At the same time, imports of f o r e i g n equipment a l s o 
r i s e . 

Second, negative i n t e r e s t rates on savings reduce the propensity to save, 
so that the share of personal saving i n t o t a l n a t i o n a l saving f a l l s , and 
i t covers a d e c l i n i n g proportion of n a t i o n a l investment; by the end of 
the c y c l e , i t may even be negative. This r e i n f o r c e s the e f f e c t of easy 
c r e d i t on personal consumption (g e n e r a l l y , r e s u l t i n g i n higher demand f o r 
dura b l e s ) . I t tends to imply an increase i n imports, of consumer goods 
and a l s o of the inputs and c a p i t a l goods needed to produce s u b s t i t u t e s 
for these. 

T h i r d , low i n t e r e s t rates on borrowing lead to a c c e l e r a t i o n i n i n v e s t 
ment, but also to a need to r a t i o n domestic c r e d i t , which favours the 
sectors i n the governing a l l i a n c e , e s p e c i a l l y c o n s t r u c t i o n and i n d u s t r y . 
This changes the a l l o c a t i o n of resources, from the primary sector to the 
secondary (and t e r t i a r y ) . This i s i n l i n e with the expansion of demand 
i n these s e c t o r s , but i t i s r e i n f o r c e d by the f i x i n g of p r i c e s and the 
growing i n t e r v e n t i o n of the government i t s e l f as entrepreneur. C l e a r l y 
these tendencies can be accompanied by r a p i d and large r i s e s i n the money 
supply. F i n a l l y , given that the sectors b e n e f i t i n g are more import-
i n t e n s i v e than those l o s i n g ( e s p e c i a l l y than the primary), the pressures 
on the trade balance are i n t e n s i f i e d . 

F i x i n g the minimum wage i s a response to the growing p o l i t i c a l power of 
some groups of workers, and to the need to r e l y on t h e i r support. This 
measure i s accompanied by others with s i m i l a r e f f e c t ( r e s t r i c t i o n s on 
d i s m i s s a l s , higher s o c i a l s e c u r i t y payments, p r o f i t - s h a r i n g ) , designed to 
favour the most p r i v i l e g e d , a n d highest paid workers: c i v i l servants, 
urban workers, workers i n the growing s e c t o r s . Their e f f e c t s are c l e a r . 

F i r s t , they tend to r e i n f o r c e the e f f e c t s of the negative r e a l i n t e r e s t 
rate and high exchange r a t e i n encouraging s u b s t i t u t i o n of c a p i t a l f o r 
labour, reducing the absorption of labour. At the same time, the 
increase i n imports damages the current balance. 

Second, combined with growth i n employment i n the p u b l i c s e c t o r , for the 
minimum wage to r i s e f a s t e r than p r o d u c t i v i t y i n f l a t e s the s i z e of 
government spending. This, with the other i n f l u e n c e s mentioned, f u r t h e r 
reduces net government saving, p o s s i b l y leading to a d e f i c i t . Financing 
t h i s can be done i n i t i a l l y by i n c r e a s i n g p u b l i c f o r e i g n borrowing, and 
then by i n c r e a s i n g domestic c r e d i t . At t h i s f i n a l p o i n t , i t comes i n t o 
i n c r e a s i n g l y severe c o n f l i c t with the p r i v a t e i n d u s t r i a l demand f o r 
c r e d i t , which i s crowded out. F i n a l l y , r a i s i n g the wage increases 
personal consumption. 

The c o n t r o l of e s s e n t i a l a g r i c u l t u r a l p r i c e s begins, u s u a l l y , when 
i n f l a t i o n a c c e l e r a t e s , i n the expansionary phase of the c y c l e , i n the 



hope of a t t r a c t i n g the l o y a l t y of workers, e s p e c i a l l y i n the urban 
sector. 

The p r i c e freeze leads to an i n c r e a s i n g l y d i s t o r t e d r e l a t i o n s h i p between 
the p r i c e s of food and manufactures and therefore between r u r a l and urban 
incomes. The slower r i s e i n r u r a l incomes g r a d u a l l y e l i m i n a t e s t h e i r 
p r o f i t margins. The r e s u l t , unless other measures are taken to increase 
a g r i c u l t u r a l production and p r o d u c t i v i t y , i s that some people t r a n s f e r 
t h e i r investments to other ( u s u a l l y non-productive) s e c t o r s , while other 
people migrate to the c i t y , adding to the army of those seeking work or 
i n the t e r t i a r y s e c t o r . The worst e f f e c t i s the reduction i n a g r i c u l 
t u r a l production which leads to higher food imports that the government 
then has to s u b s i d i s e . Both these f a c t o r s put pressure on the trade 
balance and on government expenditure. A l l r e f l e c t suppressed i n f l a t i o n 
[Sjastaad, 1976]. 

'Cheap' food m an expanding economy increases the demand f o r 'non
e s s e n t i a l " goods, mainly d i r e c t e d to manufactures, which, given t h i s 
s e ctor's high import propensity, gives an a d d i t i o n a l impetus to the 
growth i n imports. 

F i n a l l y , i t i s necessary to summarise the r e s u l t s of some other p r i c e s 
which are f i x e d to b e n e f i t the urban s e c t o r , because of t h e i r high weight 
i n the cost of l i v i n g : bread, milk, f a r e s , p e t r o l , e l e c t r i c i t y , e t c . In 
each case, f i x i n g maximum p r i c e s generates an excess of demand over 
supply, which gives r i s e to r e s u l t s l i k e those analysed above. 

In summary, the p o l i c y of manipulating the b a s i c p r i c e s of the economy 
leads i n e v i t a b l y , (and i n accordance with the simple mechanisms of 
conventional economic a n a l y s i s ) t o : increased i n f l a t i o n r a t e s , a serious 
imbalance on the current account, low absorption of labour and high urban 
unemployment, a worsening d i s t r i b u t i o n of n a t i o n a l income, and f i s c a l 
d e f i c i t . 

The s e v e r i t y of the c r i s i s v a r i e s with the type of government. We 
suggest the two f o l l o w i n g hypotheses: the more a u t h o r i t a r i a n and 
r e f o r m i s t the government, the longer the period i n which the elements of 
the c r i s i s may remain unknown or concealed. In order to avoid l o s i n g the 
p o l i t i c a l support of "the masses", the c o n t r o l s w i l l increase as 
therefore w i l l the d i s e q u i l i b r i a ; the government w i l l t r y to suppress the 
v i s i b l e elements of the c r i s i s . The greater the degree of democracy and 
the weaker the governing c o a l i t i o n , the more r a p i d l y the c r i s i s w i l l be 
perceived and c r i t i c i s e d by the o p p o s i t i o n ; t h i s w i l l lead e i t h e r to 
r a p i d adoption of a n t i - c r i s i s measures or to a m i l i t a r y coup. Thus the 
period between the discovery of the signs of the c r i s i s and the adoption 
of measures to deal with i t i s s h o r t e r , and the danger of i n c r e a s i n g the 
imbalances, reduced. 

In s p i t e of the spectacular f a i l u r e s of IMF s t a b i l i s a t i o n p o l i c i e s i n 
these circumstances, every time such c r i s e s have unfolded, the p r e s c r i p 
t i o n has taken e x a c t l y the same form. The programme i n each case 
included the f o l l o w i n g measures which led i n e v i t a b l y to economic 
r e c e s s i o n : c u t t i n g p u b l i c spending, d r a s t i c d e v a l u a t i o n , economic and 
p o l i t i c a l r e s t r a i n t s on wages, r i s e s i n the nominal rates of i n t e r e s t (on 
borrowing and s a v i n g ) , and s e l e c t i v e r eduction i n t a r i f f s . The IMF 
missions have always provided the same diagnosis (excess of aggregate 



demand over supply, because of p u b l i c spending), so that the s t a b i l i s a 
t i o n measures have a l s o been the same. 



2. E v o l u t i o n of the E x t e r n a l Sector of the Economy, 1970-86 

In t h i s chapter we analyse trends i n the Peruvian economy and economic 
p o l i c y i n the l a s t 15 years, using the t h e o r e t i c a l framework o u t l i n e d i n 
Chapter 1. 

The f i r s t s e c t i o n analyses the course of the economy during the Velasco 
a d m i n i s t r a t i o n (more p r e c i s e l y , 1970-75); the second, the four years 
1976-79 (the government of Morales Bermudez); and the t h i r d , the 
government of Belaunde, 1980-85. 

We concentrate on t h i s p e r i o d because during i t a large v a r i e t y of 
economic p o l i c i e s were t r i e d , i n c l u d i n g p r a c t i c a l l y a l l p o s s i b l e p o l i c i e s 
fo r trade and e x t e r n a l f i n a n c i n g . The lessons derived from t h i s a n a l y s i s 
are not only u s e f u l f o r economic p o l i c y , but al s o f o r understanding the 
complex and changing r e l a t i o n s h i p s among the economic process, the 
i n t e r n a t i o n a l context, and the actions and r e a c t i o n s of various s o c i a l 
groups i n Peru. 

In Peruvian economic h i s t o r y , the e x t e r n a l c o n s t r a i n t has been one of the 
most important f a c t o r s i n the c y c l i c a l c r i s e s which have hindered growth 
and has become more Serious since access to i n t e r n a t i o n a l loans has been 
cut o f f . During the l a s t 30 years, productive c a p a c i t y to export has 
f a i l e d to grow s u f f i c i e n t l y to generate the resources necessary to pay 
for e s s e n t i a l intermediate goods, c a p i t a l equipment, and consumption 
goods. 

There are many reasons f o r t h i s behaviour of exports, but i t i s worth 
emphasising two of them. The f i r s t i s the lack of a d e l i b e r a t e p o l i c y to 
promote production f o r export. Export volume has grown only i n a s e r i e s 
of jumps, each the r e s u l t of s p e c i a l circumstances, such as the r i s e of 
fishmeal as a feedst u f f f o r c a t t l e and the discovery of o i l , or the 
impact of d i r e c t investment, as i n copper and o i l . A f t e r the government 
took c o n t r o l of the p r i n c i p a l export e n t e r p r i s e s , i n c l u d i n g CENTROMIN 
(metals), HIERROPERU ( i r o n ) , PESCAPERU ( f i s h ) , PETROPERU, and Tintaya, 
investment i n production f o r export f e l l even f u r t h e r . 

The second i s t h a t , since the end of the 1960s, production f o r domestic 
demand has been b e t t e r rewarded than f o r export. The process of intense 
import s u b s t i t u t i o n favoured the i n d u s t r i a l sector, i n many cases to the 
detriment of primary s e c t o r s , e s p e c i a l l y a g r i c u l t u r e , and increased the 
demand f o r imported inputs without leading to a genuinely i n t e g r a t e d 
process of i n d u s t r i a l i s a t i o n through import s u b s t i t u t i o n . As a r e s u l t , 
the p r i n c i p a l instruments of economic p o l i c y have been applied e r r a t i c a l 
l y to the e x t e r n a l s e c t o r , e s p e c i a l l y the exchange rat e and the l e v e l and 
s t r u c t u r e of t a r i f f s and other b a r r i e r s to imports. The constant changes 
i n p o l i c y , a c c e l e r a t i n g devaluation or postponing i t , and the changes i n 
d u t i e s , surcharges, exemptions, l i c e n c e s and p r o h i b i t i o n s , have caused 
the Peruvian producer to take a very short-term view, and therefore to 
t r e a t exports as a way of disposing of surpluses, e s p e c i a l l y for 
manufactures, and have not encouraged investment to provide a permanent 
stream of exports. 



2.1. From expansion to d i s e q u i l i b r i u m (1970-74) 

The Revolutionary Government of the Armed Forces (GRFA), s t a r t i n g i n 
1958, gave a strong impetus to the import s u b s t i t u t i o n process, and at; 
the same time i n s t i t u t e d major s t r u c t u r a l changes designed to modify 
almost a l l aspects of s o c i e t y . The consequences of t h i s transformation 
p e r s i s t today; the changes are not only economic, but als o p o l i t i c a l , 
i d e o l o g i c a l , and even c u l t u r a l . 

In the plan brought i n t o e f f e c t by the GRFA the s t a t e had a c e n t r a l r o l e , 
both d i r e c t l y and as the regul a t o r of the economy. 

In i t s r o l e as producer, by 1975 the s t a t e had come to c o n t r o l 184 
e n t e r p r i s e s , which represented 31% of the t o t a l c a p i t a l of the country. 
I t was responsible f o r three-quarters of exports and h a l f of imports, f o r 
more than h a l f of investment, two-thirds of borrowing, and a t h i r d of 
employment. At the same time, and p a r t l y l i n k e d to t h i s expansion, there 
was an increase i n the i n s t i t u t i o n a l mechanisms a v a i l a b l e to i t , i n 
ad m i n i s t r a t i o n as w e l l as i n law enforcement and defence. 

A second c h a r a c t e r i s t i c of t h i s period was the c o n t r o l of basic p r i c e s . 
Here, the GRFA i n s t i t u t e d the c l a s s i c package of measures c h a r a c t e r i s t i c 
of p o p u l i s t regimes, designed to encourage the import s u b s t i t u t i o n 
process. I t followed a p o l i c y of f i x e d exchange r a t e s , c o n t r o l of 
i n t e r e s t r a t e s (at a very low l e v e l ) absolute p r o t e c t i o n against imports 
(using p r o h i b i t i o n s on many products and high t a r i f f s on o t h e r s ) , and 
c o n t r o l of e s s e n t i a l product p r i c e s (rents, f u e l s , f a r e s , and other 
p u b l i c sector p r i c e s ) , and introduced the necessary accompaniment of 
subsi d i e s f o r a wide range of popular consumption items. 

The d i s e q u i l i b r i u m caused by the growth of the s t a t e ' s r o l e and the 
management of r e l a t i v e p r i c e s , as w e l l as the c o l l a p s e of the e x t e r n a l 
balance, brought about an economic c r i s i s . To understand the way the 
economy developed during t h i s period, i t i s u s e f u l to d i f f e r e n t i a t e 
between two sub-periods. The f i r s t was one of expansion, between 1970 
and 1972; the second, 1973-4, was when the e x t e r n a l d i s e q u i l i b r i u m and 
the domestic i n f l a t i o n a r y pressures appeared. 

2.1.1. Expansion, 1970-72 

When i t took power, the GRFA ap p l i e d very r e s t r i c t i v e f i s c a l and monetary 
p o l i c i e s , c o n t inuing the s t a b i l i s a t i o n p o l i c i e s of the f i r s t A c c i i n 
Popular government, i n order to c o n t r o l the c r i s i s which had begun i n 
1968. By 1969 these p o l i c i e s had succeeded i n r e e s t a b l i s h i n g e q u i l i b r i u m 
and reducing the rate of i n f l a t i o n from 19% to 6.2%. At the same time, 
the recovery of the primary sector and of c o n s t r u c t i o n permitted an 
a c c e l e r a t i o n i n growth to 4.3% i n 1969. In 1970, once t h i s had been 
accomplished, the GRFA began i earnest i t s development s t r a t e g y .and i t s 
s t r u c t u r a l transformation p o l i c i e s . N a t i o n a l i s a t i o n of the I n t e r n a t i o n a l 
Petroleum company was followed by ag r a r i a n reform, and then by reform i n 
labour law. 

During the three years 1970-2, GDP grew at an average of 6%, sustained by 
growth i n the secondary s e c t o r . This growth rat e was the r e s u l t of the 
expansion of i n t e r n a l demand r e s u l t i n g from the government's p o l i c y , so 



that the government became the p r i n c i p a l engine of the economy. During 
t h i s p e r i o d , although there were some d i s e q u i l i b r i a i n the government 
budget and on e x t e r n a l account, leading to repeated e x t e r n a l borrowing, 
the economy was able to respond to the r e f l a t i o n a r y s t i m u l u s . 

Because the growth of i n t e r n a l demand was accompanied by an increase i n 
production, there was no strong pressure on p r i c e s . The r a t e of 
i n f l a t i o n rose s l i g h t l y from 5% i n 1970 to 7.2% by 1972, but the system 
of p r i c e c o n t r o l s r e s t r a i n e d i n f l a t i o n a r y pressures. The expansion of 
i n t e r n a l demand put pressure on the e x t e r n a l balance i n two ways. F i r s t , 
through imports of consumer goods, p r i n c i p a l l y food, because of the 
c o n t r a c t i o n of the a g r i c u l t u r a l sector and the r e a l r i s e m wages and 
s a l a r i e s . And second, through the e f f e c t s of an i m p o r t - i n t e n s i v e 
i n d u s t r y : t h i s l e d to an increase i n demand f o r f o r e i g n inputs and 
c a p i t a l goods. Nevertheless, i t was p o s s i b l e to maintain a precarious 
surplus on the trade balance. 

But the r a p i d growth i n imports and the slower growth i n exports of goods 
(because of low p r i c e s as w e l l as poor volume growth) and a growing 
d e f i c i t on s e r v i c e s (because of debt s e r v i c i n g and p r o f i t remittances) 
l e d to a d e f i c i t on the current account. This moved from a surplus of 
$184.9m, i n 1970 to a small d e f i c i t of $31.7m i n 1972. At the same time, 
there was a worsening i n the f i s c a l balance as p u b l i c sector income was 
i n s u f f i c i e n t to finance the expansion i n p u b l i c investment. The current 
account d e f i c i t and a s i g n i f i c a n t proportion of the f i s c a l d e f i c i t were 
financed by f o r e i g n borrowing, i n c r e a s i n g the p u b l i c e x t e r n a l debt by 
14.4% between 1970 and 1972. 

2.1.2. E x t e r n a l d i s e q u i l i b r i u m with i n f l a t i o n , 1973-74 

I t was i n these two years that the inherent c o n t r a d i c t i o n s of the GRFA 
programme appeared. Once i t had consolidated i t s p o s i t i o n and purged the 
m i l i t a r y ranks of d i s s i d e n t s , the GRFA turned to f u r t h e r s t r u c t u r a l 
reform, while continuing the expansionary p o l i c y begun i n 1970. GDP 
expanded r a p i d l y ; i n 1973, i t grew by 6.2% and i n 1974 by 6.9%. This 
expansion was mainly i n the secondary s e c t o r s , with a small recovery i n 
primary output because of i n c r e a s i n g i n t e r n a l demand, derived from the 
p u b l i c s e c t o r s t i m u l u s . 

From 1973, the economy could no longer respond adequately to the increase 
i n demand so that the e x t e r n a l d e f i c i t rose and i n f l a t i o n a r y pressures 
appeared. In 1973, the current account d e f i c i t was s i x times l a r g e r than 
i n 1972, and i n 1974 i t was 7% of GDP ( l a r g e l y because of Peru's high 
dependence on imports of petroleum). For the f i r s t time i n s i x years, 
there was a large trade d e f i c i t of about $400m. The r a t e of i n f l a t i o n 
rose to 9.5% i n 1973 and to 16.9% i n 1974, although many p r i c e s remained 
under o f f i c i a l c o n t r o l . 

As Sinchez Albavera [1984] remarked, 'the m i l i t a r y experiment repeated, 
with some v a r i a t i o n s , the traumatic outcome of other L a t i n American 
reform e f f o r t s " . This c o n c l u s i o n , with which Schydlowsky and V i c h t 
agree, emphasises the fundamental f a c t about the c r i s i s that developed 
a f t e r 1975, namely that i t was the consequence of the f a i l u r e of a model 
of development based on i n d i s c r i m i n a t e import s u b s t i t u t i o n . In Peru, 
t h i s process was a c c e l e r a t e d because of the growth of the State r e l a t i v e 



to i t s f i n a n c i a l resources and by the e a r l y appearance of a bottleneck i n 
the e x t e r n a l s e c t o r . 

The i n t e r v e n t i o n i n r e l a t i v e p r i c e s which accompanied the r e f o r m i s t 
attempt to encourage i n d u s t r i a l development through import s u b s t i t u t i o n 
has i n e v i t a b l y led to c r i s e s i n the L a t i n American context. The Peruvian 
case followed the c l a s s i c p a t t e r n , but with some m o d i f i c a t i o n s because of 
the p o l i t i c a l events which accompanied the development s t r a t e g y . 

During 1973-4, aggregate demand, consumption as w e l l as investment, grew 
s i g n i f i c a n t l y above the productive p o t e n t i a l of the economy. The 
savings-investment gap grew as a r e s u l t of the d e c l i n e i n the rate of 
domestic saving, which f e l l from 16% of GDP i n 1970 to 8.5% i n 1975, 
while investment rose from 12% to 18%. The main demand f o r saving came 
from the s t a t e which accounted f o r more than h a l f of investment. At the 
same time, consumption grew at an average rate of 8%. 

The increase i n government i n s t i t u t i o n s , and the new r o l e s which they 
took on, caused a progressive reduction m government saving which 
brought i t i n t o d e f i c i t by 1975, while the t o t a l p u b l i c sector d e f i c i t 
rocketed to almost 7% of GDP i n 1974, mainly because of the ambitious 
programmes of p u b l i c investment. 

Tax reform was introduced i n 1972. This brought i n value added tax, 
u n i f i e d and r a i s e d the taxes on wealth, and increased income tax, among 
other measures. The p o s s i b l e p o s i t i v e e f f e c t of the reforms on c o l l e c 
t i o n s was o f f s e t by the p r o l i f e r a t i o n of exemptions and p r i v i l e g e s to 
promote d i f f e r e n t s e c t o r s . T o t a l tax revenue was not increased, however, 
nor were l a r g e r resources provided f o r the government. Revenue remained 
at about 13% of GDP; as a consequence, the use of e x t e r n a l f i n a n c i n g rose 
s i g n i f i c a n t l y . 

The trade surplus f i n a l l y moved i n t o d e f i c i t , at 4.8% of GDP by 1974, 
because of increased imports, driven by the o v e r - v a l u a t i o n of the 
currency (which reached 43% i n 1974), the high import content of p u b l i c 
investment, and the r i s e i n the o i l p r i c e (Peru was s t i l l an importer i n 
1974). This more than o f f s e t increases i n exports. Payments for 
s e r v i c e s , i n t e r e s t payments, and r e p a t r i a t e d p r o f i t s put strong pressure 
on the current account, where the d e f i c i t grew to 7% of GDP by 1974. 

P o l i t i c a l f a c t o r s a l s o contributed to increased borrowing. The change i n 
the p o l i t i c a l s i t u a t i o n i n the Southern Cone c o u n t r i e s , and the i n t e r n a 
t i o n a l i s o l a t i o n i n which the GRFA found i t s e l f a f t e r 1973 l e d to a need 
fo r a s i g n i f i c a n t increase i n spending to maintain m i l i t a r y equipment. 
The excess of l i q u i d i t y i n the i n t e r n a t i o n a l banking system allowed easy 
access to c r e d i t , and, i n order to reduce the cost of s e r v i c i n g (which 
had reached 38% of e x p o r t s ) , the GRFA refinanced and r e s t r u c t u r e d i t s 
e x t e r n a l debt, reducing s e r v i c i n g by S449m. f o r 1973 and 1974. Of t h i s 
r e d u ction, $226m. was by means of r e f i n a n c i n g and $243m. by replacin'g 
short-term debt with long-term. The i n f l o w of f o r e i g n c a p i t a l meant that 
the l e v e l of reserves increased each year u n t i l 1974. 



2.1.3 Vhy the experiment f a i l e d 

The m i l i t a r y r e f o r m i s t experiment h i t a bottleneck i n the e x t e r n a l sector 
q u i t e e a r l y on because of two fundamental f a c t o r s . F i r s t , the stagnation 
of the export s e c t o r , which f a i l e d to generate the resources necessary to 
finance the programme of development and s t r u c t u r a l change. The volume 
of exports f e l l from 1970 on; by 1974, the economy was exporting 30% l e s s 
than i n 1970. During 1971 and 1972, exports f e l l i n p r i c e as w e l l as i n 
volume, and the f a l l i n volume o f f s e t the e f f e c t of the r i s e i n p r i c e s i n 
1973-74. Secondly, the r e f o r m i s t experiment i n h e r i t e d a high r a t e of 
debt s e r v i c e . Even i n 1970, the GRFA had to devote more than 25% of 
t o t a l export revenue to s e r v i c e the debt, a l e v e l which was much higher 
than that of the r e s t of the region at the time. 

In October 1974, the f i r s t signs of the impending c r i s i s appeared. The 
government r e j e c t e d warnings of a c r i s i s and refused to apply any 
c o r r e c t i v e measures. The p o l i t i c a l s i t u a t i o n i n the r u r a l areas, the 
tensions with neighbouring c o u n t r i e s , and d i s s e n s i o n w i t h i n the govern
ment i t s e l f made any programme to c o r r e c t the d i s e q u i l i b r i a impossible. 
F i n a l l y i n February 1975, some - very t i m i d - measures were taken, but 
the major economic c r i s i s was not recognised. 

Only with the promulgation of the 'Readjustment plan f o r the Economy', i n 
June 1975, did the GRFA accept the g r a v i t y of the s i t u a t i o n , and take the 
f i r s t measures to s t a b i l i s e the economy and r e s t o r e the e x t e r n a l balance. 

2.2 From the c r i s i s to the unexpected boom i n exports, 1976-79 

The r a d i c a l programme of s t r u c t u r a l changes brought a d i v i s i o n w i t h i n the 
GRFA which undermined the i d e o l o g i c a l u n i t y of the Armed Forces. By 
1974, c l e a r f a c t i o n s had appeared. The r e v o l u t i o n a r y leadership became 
preoccupied with i n s t i t u t i o n a l questions, and the s t a t e bureaucracy 
became embroiled i n c o n f l i c t s among m i n i s t r i e s , agencies and outside 
bodies. The p o l i t i c a l c r i s i s w i t h i n the GRFA turned i n t o a p o l i t i c a l 
blockage, which prevented the regime from undertaking coherent p o l i c i e s 
or r e t a i n i n g c o n t r o l of the economy. I t was i n t h i s context that the 
f i r s t programmes to t a c k l e the economic c r i s i s were introduced; these 
found no consensus among the d i f f e r e n t f a c t i o n s , and therefore f a i l e d to 
t r e a t the problem d e c i s i v e l y . 

The f i r s t r e a c t i o n to the c r i s i s was merely to a l t e r the p r i c e s of 
c e r t a i n b a s i c goods, i n order to reduce the f i s c a l d e f i c i t . The June 
1975 Plan r a i s e d f u e l p r i c e s , reduced the f e r t i l i s e r s u b s i d i e s , and 
increased the p r i c e s of c e r t a i n imported f o o d s t u f f s ( i n c l u d i n g wheat, 
d a i r y products and o i l s ) by 5-20% i n order to reduce the s u b s i d i e s on 
them. Wage increases were granted to compensate for the p r i c e r i s e s , and 
maximum rates were f i x e d for wages s e t t l e d by c o l l e c t i v e bargaining. 

In August 1975, a coup w i t h i n the leadership replaced General Velasco 
Alvarado by General Morales Bermildez. This began what i s c a l l e d the 
Second Phase of the M i l i t a r y Government. The events of August d i d not 
imply a c l e a r triumph f o r one of the f a c t i o n s , however. There was 
general agreement that Velasco had to be replaced, but the s t r u g g l e s 
w i t h i n the government continued. C o n f l i c t on the management of the 
economy increased, and t h i s was r e f l e c t e d i n p o l i c y i n c o n s i s t e n c i e s and 



i n the subsequent events which culminated i n the p o l i t i c a l c r i s i s of J u l v 
1976. 

The s t r u g g l e w i t h i n the GRFA reached a peak that month when a m i l i t a r y 
r e v o l t from the r i g h t , led by General Bobbio Centuri6n, produced a 
sequence of events ending i n the e l i m i n a t i o n of the progressive o f f i c e r s 
{such as Generals Fernandez Maldonado, De La F l o r and Gallegos) from the 
government. A f t e r t h i s , the Second Phase managed to r e - e s t a b l i s h 
m i l i t a r y u n i t y by imposing a M i l i t a r y Junta over the Cabinet, admitting 
high-ranking o f f i c e r s to the policy-making c i r c l e , and meeting the 
demands of the Navy and the P o l i c e . In t h i s way, the GRFA recovered 
r e l a t i v e i n t e r n a l u n i t y , which permitted the adoption of more coherent 
measures, and brought p o l i c y back under c o n t r o l . 

During the period of p o l i t i c a l u n c e r t a i n t y up to mid-1976, the government 
had not been able to confront the economic c r i s i s d e c i s i v e l y . The f i r s t 
M i n i s t e r of the Economy i n the Second Phase, the c i v i l i a n technocrat 
Barua Castaneda, drew up a s t a b i l i s a t i o n plan. In November 1975, the 
f o r e i g n exchange markets were reorganised: he e s t a b l i s h e d a s i n g l e 
exchange r a t e , of 45 s o l e s to the d o l l a r ; t h i s i m p l i e d a devaluation as 
the o f f i c i a l r a t e had been frozen at 38.7 s i n c e 1969. 

In January 1976, Barua presented an economic plan to reduce the f i s c a l 
d e f i c i t by r a i s i n g the rate of income tax and imposing i t on s t a t e 
e n t e r p r i s e s and co-operatives, i n c r e a s i n g the tax on companies' c a p i t a l , 
and r a i s i n g various minor taxes (on passports and f o r e i g n spending). At 
the same time he ordered a reduction i n p u b l i c sector current spending of 
7%, strengthened the e x t e r n a l p o s i t i o n by r e s t r i c t i n g t r a v e l abroad, and 
imposed import l i c e n s i n g . The p r i c e s of some e s s e n t i a l goods were 
increased ( f u e l s by 43%, fares by 28.6%, and some foods by 12%). Because 
of the p o l i t i c a l c r i s i s , however, the measures taken were too l i t t l e too 
l a t e so that during 1975 and the f i r s t h a l f of 1976 the economic 
s i t u a t i o n continued to d e t e r i o r a t e r a p i d l y . 

In 1975 the e x t e r n a l problem had become much more severe. The d e f i c i t on 
e x t e r n a l trade reached $l,097m., 8.9% of GDP. The worsening of the trade 
balance was the r e s u l t of a reduction i n the value of exports, with f a l l s 
i n both p r i c e s and volume, and a sharp r i s e i n imports, both p u b l i c and 
p r i v a t e . I ncluding i n v i s i b l e s , the current d e f i c i t i n 1975 reached 
$l,538m. (11.3% of GDP). 

The e x t e r n a l d e f i c i t was i n part the r e s u l t of s e r v i c i n g the e x t e r n a l 
debt, which took 36.7% of export revenue. Increased borrowing by the 
GRFA r a i s e d e x t e r n a l debt to more than $1 b i l l i o n , 22.5% of GDP. But 
even t h i s i n f l o w of f o r e i g n c a p i t a l was not s u f f i c i e n t to finance the 
d e f i c i t so that reserves had to be used.^ These f e l l from $692.5m i n 
1974 to $115.8m i n 1975. In the f i r s t h a l f of 1976, they f e l l a f u r t h e r 
$668.9ra. reaching a l e v e l of $-553m by June 1976. 

The e x t e r n a l account worsened because i t was impossible to c o n t r o l 
spending. The c e n t r a l government d e f i c i t reached 5.5% of GDP and f o r the 
f i r s t time since 1970 there was a negative balance excluding c a p i t a l 
spending. The high cost of s u b s i d i e s c o n t r i b u t e d s i g n i f i c a n t l y to t h i s . 
The t o t a l p u b l i c sector d e f i c i t grew even more, reaching 9.8% of GDP 
because of investment by p u b l i c sector e n t e r p r i s e s . In s p i t e of the 



measures taken i n January 1976, the d e f i c i t grew i n the f i r s t h a l f of 
1976. 

During t h i s p e r i o d , Peru d i d not s i g n an agreement with the IMF. Between 
January and May 1976, i t d i d use IMF low c o n d i t i o n a l i t y loans (gold 
tranche, o i l f a c i l i t y , and compensatory finance) four times r e c e i v i n g i n 
t o t a l $220m. 

2.2.1. I s o l a t i o n and c o n f r o n t a t i o n ( J u l y 1976-Julv 1978) 

The package of economic measures taken i n June 1976 marked a s i g n i f i c a n t 
t u rning point i n economic p o l i c y . The package was intended to be an 
orthodox one, using s t r o n g l y c o n t r a c t i o n a r y monetary and f i s c a l p o l i c i e s 
with p e r i o d i c adjustments of the exchange r a t e . This r e v e r s a l of 
economic p o l i c y r e f l e c t e d the change w i t h i n the GRFA, and contributed to 
the p o l i t i c a l c r i s i s of J u l y . 

The June measures were intended to c o r r e c t the p r i n c i p a l i n t e r n a l 
d i s e q u i l i b r i a by f r e e i n g the p r i n c i p a l markets and r e t u r n i n g to market 
p r i c e s . The currency was devalued by 44% to make i t competitive, and i n 
September a new p o l i c y of r e g u l a r adjustments (mini-devaluations) was 
adopted. A f t e r a long period of s t a b i l i t y , the i n t e r e s t r a t e was r a i s e d . 
The nominal r a t e on borrowing rose from 12% to 13.5%, while the r a t e on 
savings was increased from 9% to 10%. At the same time, p r i c e c o n t r o l s 
were eased. 

An attempt was a l s o made to reduce the f i s c a l d e f i c i t . A tax of 15% was 
imposed on t r a d i t i o n a l exports, the rates of value added and car tax were 
increased, and t a r i f f s were u n i f i e d i n t o a s i n g l e ad-valorem s c a l e . Tax 
exemptions on imports were s i m p l i f i e d and s i g n i f i c a n t l y reduced. The 
tax on p e t r o l was increased as w e l l as the p r i c e s of other f u e l s . On the 
spending s i d e , wages and s a l a r i e s i n the p u b l i c sector were frozen, 
s u b s i d i e s were reduced, purchases of goods and s e r v i c e s were frozen, and 
investment was reduced. The Certex, a subsidy to n o n - t r a d i t i o n a l 
exports, was reduced by 25%, from 40% of the export value to 30%. 

The June measures had a sharp e f f e c t on the p r i c e s of b a s i c goods, and 
wage r i s e s were i n s u f f i c i e n t to p r o t e c t r e a l incomes. Together with the 
f r e e z i n g of c o l l e c t i v e bargaining (imposed f o r s i x months), t h i s led to a 
general s t r i k e on 20 June 1976 and increased s o c i a l c o n f l i c t . 

As a r e s u l t , there was a t i g h t e n i n g of c o n t r o l s on the c i v i l i a n popula
t i o n . The government el i m i n a t e d what was l e f t of the free press, 
c l o s i n g the independent j o u r n a l s , a curfew was imposed i n Lima (for nine 
months), and a s t a t e of emergency was decreed, suspending i n d i v i d u a l 
r i g h t s ( t h i s l a s t e d 14 months). Dismissals of s t r i k i n g workers were 
authorised; as a r e s u l t more than 2,000 union a c t i v i s t s l o s t t h e i r jobs, 
s e r i o u s l y weakening the labour movement. In t h i s context of r e p r e s s i o n , 
i n January 1977, a new package of p r i c e r i s e s was introduced, and 
i n t e r e s t rates were r a i s e d to a maximum of 17% on loans and 11.5% on 
savings. 

The i n t r o d u c t i o n of a s t r o n g l y d e f l a t i o n a r y s t a b i l i s a t i o n programme 
brought a strong r e a c t i o n from the productive sectors and from f a c t i o n s 
w i t h i n the government, leading to a c o n f r o n t a t i o n between the M i n i s t e r 
fo r the Economy and the i n t e r m i n i s t e r i a l Commission created to supervise 



economic p o l i c y . Faced with the impossible task o£ imposing f i s c a l 
d i s c i p l i n e , the M i n i s t e r , Barua, resigned i n May 1977. 

The businessman Walter P i a z z a was chosen to replace him. He t r i e d to 
continue with the basic elements of h i s predecessor's p o l i c y . He 
announced an Emergency Programme on 10 June, designed to reduce the 
f i s c a l d e f i c i t by f r e e z i n g spending on wages, goods and s e r v i c e s i n a l l 
p u b l i c sector bodies f o r 12 months, and reducing spending on average by 
8%. At the same time he decreed l a r g e r i s e s i n c o n t r o l l e d p r i c e s , 
s i g n i f i c a n t l y greater than the r i s e i n wages and s a l a r i e s . For the 
second time, a M i n i s t e r f o r the Economy was unable to survive the 
i m p o s i t i o n of a d e f l a t i o n a r y programme and Piazza was forced to resign on 
6 J u l y , only 52 days a f t e r h i s appointment. 

Faced with growing disc o n t e n t , the government took a step back on i t s 
s t a b i l i s a t i o n p o l i c y . The M i n i s t r y f o r the Economy was put back under 
m i l i t a r y c o n t r o l , under General A l c i b i a d e s Scienz B a r s a l l o , who stopped 
the s e r i e s of mini-devaluations from 7 J u l y , and l a t e r reduced some food 
p r i c e s . This reduction meant an increase i n current spending, on 
s u b s i d i e s , thus damaging the f i s c a l p o s i t i o n . 

The a c c e l e r a t i n g d e t e r i o r a t i o n on e x t e r n a l account forced the government 
to negotiate a stand-by agreement with the IMF, the f i r s t since 1971. 
The L e t t e r of Intent was signed on 17 October, r e q u i r i n g as pre-condi
t i o n s (on 10 October) a package of economic measures. This was the 
f i r s t 'IMF package' and meant an increase of 25% on petroleum products 
(except p e t r o l ) and some tax r i s e s (on cars, wages and s a l a r i e s and a 
surcharge on property). 

Three days before, the exchange ra t e had been freed, a f t e r being frozen 
fo r three months, leading to an immediate devaluation of 7%. The 
exchange regime was changed, e s t a b l i s h i n g a s i n g l e f o r e i g n exchange 
market, a b o l i s h i n g the f o r e i g n exchange quota f o r the p r i v a t e sector, but 
r e t a i n i n g import l i c e n s i n g . The p r i v a t e sector was permitted to hold 
f o r e i g n exchange, thus ending the previous s t r i c t system of c a p i t a l 
c o n t r o l s . Foreign currency bank accounts were allowed and banks could 
issue f o r e i g n currency C e r t i f i c a t e s of Deposit. 

The programme co l l a p s e d q u i c k l y , l e a v i n g a l l i t s goals unachieved. The 
government announced that i t was going to c o r r e c t the f a u l t s i n i t . I t 
decreed a new package i n January 1978 with l a r g e adjustments i n p r i c e s 
( e l e c t r i c i t y and petroleum products increased by 33%, f e r t i l i s e r s by 18%, 
and b a s i c foods by an average of 25%) and higher taxes (the tax base was 
broadened by imposing value added tax on imported goods, and i n c l u d i n g 
t a r i f f s i n the base on which tax was c a l c u l a t e d ; a tax of 4% on revalua
t i o n of c a p i t a l , and an increase i n the tax on some petroleum d e r i v a t i v e s 
and some minor taxes) . A f t e r a devaluation i n the l a s t quarter of 1977 
of approximately 50%, the government, through a 'gentleman's agreement' 
with bankers i n the region, again f i x e d the r a t e of exchange; t h i s l a s t e d 
u n t i l A p r i l 1978. 

In s p i t e of the January 1978 measures, the IMF d i d not pay the second 
tranche of the stand-by, thus removing the p o s s i b i l i t y of obtaining a 
c r e d i t of $260m from a consortium of p r i v a t e banks. The Government once 
again had to begin n e g o t i a t i o n s with the IMF, and sent two missions to 
Washington. One, the 'National Unity' mission, included the M i n i s t e r of 



Foreign R e l a t i o n s , r e p r e s e n t a t i v e s of the p r i v a t e s e c t o r , and Manuel 
Horeyra, an e x - o f f i c i a l of the C e n t r a l Bank, and had the o b j e c t i v e of 
o b t a i n i n g p o l i t i c a l support at i n t e r n a t i o n a l l e v e l . Because the m i l i t a r y 
government had s t a r t e d a process of democratisation, t h i s obtained the 
support of the Carter a d m i n i s t r a t i o n , the US Treasury, and the I n t e r -
American Development Bank. The second, headed by the M i n i s t e r f o r the 
Economy, met the IMF, but f a i l e d to reach an agreement. 

In order to achieve an agreement with the IMF, the government imposed i n 
May 1978, on the 9th and 15th, a c o l l e c t i o n of economic measures to 
reduce the f i s c a l d e f i c i t . This increased the tax on t r a d i t i o n a l exports 
to 15%, imposed a surcharge of 10% on the c i f value of imports, reduced 
tax exemptions on imports, r a i s e d general r a t e of tax on goods and 
s e r v i c e s , and increased taxes on f u e l s . On the expenditure s i d e , i t cut 
spending i n some budget sectors and r a i s e d some c o n t r o l l e d p r i c e s by 50% 
on average to reduce the cost of s u b s i d i e s . The exchange rate was freed 
again, breaking the 'gentleman's agreement', and leading to a devaluation 
of 13.3%. 

The package of 15 May, c a l l e d the 'package with no m i n i s t e r ' as i t took 
place a f t e r the r e s i g n a t i o n of S4enz and before the appointment of S i l v a 
Ruete, marked the end of the second stage of s t a b i l i s a t i o n w i t h i n the 
second phase of the GRFA, a stage which was c h a r a c t e r i s e d , as we have 
seen, by i n c o n s i s t e n t s t a b i l i s a t i o n measures. During t h i s p e r i o d , the 
economic s i t u a t i o n d e t e r i o r a t e d d r a m a t i c a l l y . 

From 1976 to 1978, the r e c e s s i o n and i n f l a t i o n a r y trends worsened. 
Growth had continued during 1976, but GDP f e l l i n the f o l l o w i n g years, by 
1.2% i n 1977 and 1.8% i n 1978. I n f l a t i o n increased to an annual average 
of 33.5% i n 1977 and 57.8% i n 1978. 

Because of an increase i n the value of exports, from higher p r i c e s for 
t r a d i t i o n a l products, and a reduction i n imports, because of the 
devaluations and the f a l l i n demand, the e x t e r n a l d e f i c i t was reduced 
during t h i s period. The d e f i c i t on the trade balance went down from 
$l,097m. i n 1975 to $422m. i n 1977, 3.4% of GDP. Because of debt 
s e r v i c i n g , which absorbed 36% of export revenue, the current d e f i c i t was 
7% of GDP during 1977-8. The i n f l o w of c a p i t a l from abroad was not 
s u f f i c i e n t to finance the d e f i c i t , leading to a serious f a l l i n net 
f o r e i g n exchange reserves. In 1976, these f e l l $868m. and i n 1977, 
S349m. so that net reserves remained negative u n t i l 1978. The contrac
t i o n a r y e f f e c t of the l o s s of reserves on the l i q u i d i t y of the economy 
helps to e x p l a i n the r e c e s s i o n . 

In s p i t e of the tax measures taken as part of the s t a b i l i s a t i o n p o l i c i e s , 
the f i s c a l d e f i c i t grew during t h i s p e r i o d . The C e n t r a l Government 
d e f i c i t reached 7.5% of GDP. This increased mainly because of a r i s e i n 
current spending, the d e f i c i t on current operations r i s i n g from 1.5% to 
3.7% of GDP i n 1977, while the l e v e l of investment by p u b l i c e n t e r p r i s e s 
kept the p u b l i c sector d e f i c i t at about 10% of GDP. 

The p u b l i c sector d e f i c i t was f i n a l l y reduced a f t e r the 1978 measures, to 
6% of GDP. The low s e n s i t i v i t y of the f i s c a l d e f i c i t to the measures 
that had been taken p r e v i o u s l y can be explained i n part by the economic 
e f f e c t s of the measures themselves. The attempts to reduce spending and 
increase income were n e u t r a l i s e d by increases i n wages and s a l a r i e s to 



compensate f o r the r i s e i n cost of l i v i n g , by the increase i n the cost of 
goods and s e r v i c e s bought by the s t a t e , and by the devaluations, which 
increased the l o c a l currency cost of s e r v i c i n g the debt. And i t was not 
p o s s i b l e to impose f i s c a l d i s c i p l i n e on m i l i t a r y spending. The tax 
measures d i d not succeed i n r a i s i n g the tax take, which remained at i t s 
h i s t o r i c l e v e l of about 13% of GDP. The reduction i n economic a c t i v i t y , 
the p r o l i f e r a t i o n of exemptions, the general tax evasion, and an 
i n e f f i c i e n t tax system a l l help to e x p l a i n t h i s . 

The only c o n s i s t e n t l y orthodox measures taken during t h i s period were 
those on wages and s a l a r i e s . By means of s t a t e i n t e r v e n t i o n i n c o l l e c 
t i v e bargaining and delayed adjustments to p r i c e r i s e s , r e a l wages and 
s a l a r i e s were s i g n i f i c a n t l y reduced. The share of labour earnings i n 
n a t i o n a l income f e l l from 42% i n 1975 t o 37% i n 1978. Real wages f e l l by 
12% and s a l a r i e s by 15% between 1975 and 1978. The reduction i n r e a l 
personal income reduced demand, a f f e c t i n g production i n the secondary 
s e c t o r . 

2.2.2. Export boom and recovery: 1978-80 

S t a r t i n g i n the second h a l f of 1978, there was a spec t a c u l a r growth i n 
exports. Revenue increased from $l,954m. d o l l a r s i n 1977 to $3.916m. i n 
1980, an increase of 100% i n only three years. This expansion r e s u l t e d 
from a large r i s e i n i n t e r n a t i o n a l p r i c e s f o r t r a d i t i o n a l exports, the 
'second o i l shock' which r a i s e d the value of petroleum exports from S50m 
to $845m. i n 1980, and the spectacular take-off of manufactured exports 
which reached 22% of the t o t a l i n 1980. 

The recovery of the e x t e r n a l s e c t o r , helped by the more co-ordinated 
management of economic p o l i c y by the team l e d by S i l v a Ruete and Moreyra 
a f t e r May 1978, and the f i n a n c i a l r e l i e f of a new agreement with the IMF, 
allowed the country to reduce the e x t e r n a l and f i s c a l d e f i c i t s and r e v i v e 
productive a c t i v i t y . I t i s important to note t h a t , i n c o n t r a s t to t h e i r 
predecessors, the economic team was supported by the m i l i t a r y government, 
which strengthened the M i n i s t r y of Economy and Finance as the department 
i n charge of formulating economic p o l i c y , and allowed i t to emerge 
v i c t o r i o u s i n c o n f l i c t s w i t h i n the Cabinet. 

Economic p o l i c y was d i r e c t e d towards cu r i n g the d i s e q u i l i b r i a through a 
combination of s t r o n g l y d e f l a t i o n a r y monetary and f i s c a l p o l i c i e s and a 
p o l i c y of mini-devaluations. The programme was s i m i l a r to that t r i e d by 
M i n i s t e r Barua, d i f f e r i n g only i n the time allowed and i n degree. The 
team decided on a ' g r a d u a l i s t ' approach, planning to cure the imbalances 
over a period of 30 months. The measures taken from the second h a l f of 
1978 went beyond a simple programme of s t a b i l i s a t i o n and were d i r e c t e d at 
r e s t r u c t u r i n g the e n t i r e economy. Recognising the s t r u c t u r a l d i s t o r t i o n s 
produced by the i m p o r t - s u b s t i t u t i o n p o l i c y , the economic team t r i e d to 
change Peru's trade p a t t e r n , by promoting exports of manufactures. A law 
to promote n o n - t r a d i t i o n a l exports strengthened the measures' a v a i l a b l e 
fo r a s s i s t i n g l o c a l firms to produce f o r the e x t e r n a l market, and the 
government encouraged an a l l i a n c e between the s t a t e and t h i s s e c t o r . 

From the second h a l f of 1978, there was a t i m i d opening of the economy. 
The N a t i o n a l Register of Manufactures was abolished, and instead a 
temporary l i s t of p r o h i b i t e d imports was drawn up t o remain i n f o r c e 
u n t i l 1980. The market f o r f o r e i g n exchange was f r e e d , p e r m i t t i n g 



current accounts i n d o l l a r s , and r e s t r i c t i o n s on f i n a n c i n g imports by the 
p r i v a t e sector were reduced. 

Given the c r i t i c a l s i t u a t i o n of the reserves, urgent measures were taken 
to avoid the suspension of debt payments; these included arranging a 
' r o l l - o v e r ' of $185m. with the commercial banks, 'swaps' with L a t i n 
American c e n t r a l banks, and other short-term measures. In September, an 
agreement with the IMF was f i n a l l y signed, which permitted a r e s t r u c t u r 
ing and r e f i n a n c i n g of the debts repayable i n 1979 and 1980. The 
cond i t i o n s of t h i s second agreement, u n l i k e the f i r s t , were more than 
achieved because of the e x t e r n a l recovery. 

The economic team faced the f i s c a l problem by i n c r e a s i n g taxes. Copper 
and zinc were made subject to export tax, the surcharge of 10% on imports 
was extended f o r a f u r t h e r two years, income tax was increased (and 
estimates of income through consumption patterns were i n s t i t u t e d ) , and a 
tax of 10% was imposed on the r e v a l u a t i o n of c a p i t a l . These measures 
measures were accompanied by attempts to reduce p u b l i c spending: p u b l i c 
sector employees were ' i n v i t e d ' to take e a r l y retirement i n exchange f o r 
compensation, and s u b s i d i e s were reduced. 

Between May 1978 and June 1979, there was a sharp increase i n p r i c e s of 
c o n t r o l l e d products. Fuels rose by 65% on average; bread, by 72%; sugar, 
by 177%; r i c e by 128%; milk by 52%; fa r e s by 83%; pasta, by 80%; a l l of 
which s e r i o u s l y a f f e c t e d low-income earners. 

From 1979, economic p o l i c y had a c l e a r a n t i - i n f l a t i o n a r y b i a s , and was 
d i r e c t e d to o f f s e t t i n g the expansionary e f f e c t of the export boom, which 
was having a strong i n f l u e n c e through the e f f e c t of reserves on money 
supply. To o f f s e t t h i s pressure, the rate of devaluation was reduced, 
and from February, the government introduced p r i o r warning of exchange-
rate changes i n order to calm expectations. 

In an attempt to ' s t e r i l i s e ' the reserves, imports were l i b e r a l i s e d ; the 
average t a r i f f f e l l from 66% to 40%, and the items subject to p r o h i b i t i o n 
from more than 1,000 to only 9; and f i n a n c i n g requirements were e l i m i n a t 
ed. To reduce the i n f l o w of f o r e i g n exchange, short-term c r e d i t s and 
other loans which had been negotiated to support the balance of payments 
were c a n c e l l e d and the r e f i n a n c i n g loans which had been arranged with the 
commercial banks were pre-paid i n January 1980. The debt r e s t r u c t u r i n g 
arranged with the P a r i s Club was a l s o c a n c e l l e d . C r e d i t c o n t r o l s were 
adopted to contain the growth of the money supply. 

The economy recovered to a rate of growth of 4.3% i n 1979, and i n f l a t i o n 
f e l l to 66.7%, from 73.7% i n 1978. 

The e x t e r n a l balance a l s o improved. In 1978, there was a surplus of 
$300m. on the trade balance and the current d e f i c i t was reduced to 1.5% 
of GDP. During 1979, i n s p i t e of an increase i n imports, the trade 
surplus rose to the record f i g u r e of $l,722m. 12.4% of GDP. Because of 
the reduction i n debt s e r v i c e , to only 22% of exports i n 1979, there was 
a surplus on current account of 6.9% of GDP. In s p i t e of the attempts to 
s t e r i l i s e them, reserves rose by $l,579m. g i v i n g the country i t s f i r s t 
p o s i t i v e balance f o r three years, of $550m. 



The f i s c a l d e f i c i t , which had f a l l e n s l i g h t l y during 1978, was f u r t h e r 
reduced i n 1979. The c e n t r a l government had a surplus on current 
spending of 3.5% of GDP, so that i t s d e f i c i t was reduced to only 0.6% of 
GDP, and the t o t a l p u b l i c d e f i c i t to 1.1%. This improvement came from an 
increase i n tax revenue, which rose from a normal past l e v e l of 13.5% to 
17.1% of GDP i n 1979 and to 20.6% i n 1980 - mainly the r e s u l t of 
increased revenue from export taxes which reached 2.8% of GDP i n 1979. 
Income and c o r p o r a t i o n taxes a l s o rose because of higher taxes on mining 
and o i l p r o f i t s , to 3.8% of GDP i n 1979 and 6% i n 1980. Current spending 
by the c e n t r a l government f e l l from 18.2% of GDP i n 1977 to 14.9% i n 
1979. C a p i t a l spending by both the c e n t r a l government and s t a t e 
e n t e r p r i s e s continued to increase, however. 

The f i r s t h a l f of 1980 saw preparations f o r e l e c t i o n s and a r e t u r n to 
c i v i l i a n government. Therefore, although the basic elements of the a n t i -
m f l a t i o n a r y p o l i c y were retaine d during the f i r s t quarter, i n the second 
p r i c e s were c o n t r o l l e d and s u b s i d i e s introduced, s i g n i f i c a n t l y i n c r e a s i n g 
the d e f i c i t . The M i l i t a r y Government t r a n s f e r r e d power to Accion Popular 
(AP) i n J u l y 1980, l e a v i n g behind an economy which was apparently healthy 
and growing. 

2.3. The attempted r e t u r n to orthodoxy, 1980-84 

Once Acci6n Popular was restored to power, i t i s p o s s i b l e to i d e n t i f y 
three periods of very d i f f e r e n t economic p o l i c y : the f i r s t , which l a s t e d 
u n t i l mid-1982, i n which the a n t i - i n f l a t i o n bias of p o l i c y was continued, 
and the government t r i e d to f o l l o w a n e o - l i b e r a l programme d i r e c t e d at 
r e s t r u c t u r i n g the economy by a l t e r i n g i t s pattern of the l a s t 40 years; 
the second, from mid-1982 to 1984, during which, because of the c o l l a p s e 
of the e x t e r n a l s e c t o r , economic p o l i c y was p r i n c i p a l l y d i r e c t e d to 
c l o s i n g the e x t e r n a l gap, and therefore followed an adjustment programme 
which put i n f l a t i o n c o n t r o l at a lower p r i o r i t y and p r o g r e s s i v e l y 
abandoned the plans to r e s t r u c t u r e the economy; and the l a s t year of 
Belaiinde's a d m i n i s t r a t i o n , J u l y 1984 to J u l y 1985, i n which the govern
ment t r i e d to put i n t o p r a c t i c e the slogan of ' a u s t e r i t y without 
re c e s s i o n ' as a response to the p o l i t i c a l and e l e c t o r a l c o l l a p s e of the 
government party. 

2.3.1. P o p u l i s t n e o - l i b e r a l i s m , J u l y 1980-Julv 1982 

The economic p o l i c y which the AP Government followed s u r p r i s e d voters and 
p r o f e s s i o n a l observers a l i k e . Given the basis of support f o r the two 
p a r t i e s i n a l l i a n c e i n the government, two a l t e r n a t i v e d i r e c t i o n s might 
have been expected: promotion of exports, c o n s o l i d a t i n g the a l l i a n c e 
between the State and that part of l o c a l i n d u s t r y o r i e n t a t e d to the 
e x t e r n a l market, encouraged under the previous regime; or a modernised 
ve r s i o n of import s u b s t i t u t i o n . Both programmes would have had to be 
p o l i t i c a l l y s e n s i t i v e to r e t a i n the popular support necessary to any 
democratic regime. 

The economic team headed by the Prime M i n i s t e r and M i n i s t e r for the 
Economy, Manuel U l l o a , had a good margin f o r manoeuvre because the 
e x t e r n a l and f i s c a l gaps had been 'cured'. The government i n h e r i t e d a 
s o l i d l e v e l of reserves and AP i n a l l i a n c e with a smaller party had 
achieved m a j o r i t i e s i n both Chambers of the l e g i s l a t u r e which gave i t 



ample freedom to a c t . As Daniel Schydlowsky noted: "This government 
could do anything'. 

In s p i t e of a l l t h i s , the regime, while continuing with a s t a b i l i s a t i o n 
p o l i c y s i m i l a r to that introduced by the S i l v a Ruete-Moreyra team, 
introduced a plan of orthodox l i b e r a l i s m , d i r e c t e d to transforming the 
productive base of the country, i n order to adapt i t to the e x i s t i n g 
i n t e r n a t i o n a l d i v i s i o n of labour (which meant a s h i f t to primary 
p r o d u c t i o n ) . Thus the economic team followed the tendency of the decade 
i n the Southern Cone i n making a r e t u r n to orthodoxy. But, i n contrast 
to the t y p i c a l cases of the Southern Cone, t h i s was t r i e d , not under an 
a u t h o r i t a r i a n p o l i t i c a l regime, but i n the s i t u a t i o n of a return to 
democracy, which r a p i d l y constrained i t . 

As sanchez Albavera argued, the general o r i e n t a t i o n of economic p o l i c y 
was d i r e c t e d towards opening the economy to trade and c a p i t a l flows, to 
easing c o n t r o l s on f o r e i g n investment, and to f r e e i n g i n t e r n a l markets; 
i t accepted the concept of a ' s u b s i d i a r y ' r o l e for the s t a t e , and 
emphasised the free play of market f o r c e s , promotion of p r i v a t e i n i t i a 
t i v e , and reducing the e n t r e p r e n e u r i a l r o l e of the s t a t e . The r e s t r u c 
t u r i n g of the productive base of the economy was c l o s e l y meshed with the 
s t a b i l i s a t i o n p o l i c y , e s t a b l i s h i n g a c l e a r t i e between the p o l i c i e s f o r 
adjustment and those d i r e c t e d at a medium-term r e s t r u c t u r i n g . 

The programme of the U l l o a economic team was only introduced i n f u l l from 
January 1981. The f i r s t measures were taken during the second h a l f of 
1980, but the tone of the p o l i t i c a l and economic debate was set by the 
municipal e l e c t i o n s of November. The economy f i n i s h e d the year with a 
growth of GDP of 2.8%, due to recovery i n the primary s e c t o r s , construc
t i o n , and commerce. I n f l a t i o n remained at a l e v e l s i m i l a r to that i n 
1979, held back i n part by the p r i c e r e s t r a i n t s put on before the 
e l e c t i o n s . 

The boom i n the export sector reached i t s peak during the year, with 
export income of $3,916m. Nevertheless, because of the opening of the 
economy and the exchange-rate p o l i c y , there was a r a p i d increase i n 
imports, which l e d to a reduction i n the surplus of the trade balance to 
4.8% of GDP. I n t e r e s t payments turned t h i s i n t o a current d e f i c i t of 
0.6% of GDP, but, because of an i n f l o w of c a p i t a l , reserves increased by 
S722m. 

On the f i s c a l s i d e , there was a c l e a r d e t e r i o r a t i o n : the p u b l i c sector 
d e f i c i t increased to 4.7% of GDP, i n s p i t e of record tax revenues. The 
C e n t r a l Government and the r e s t of the n o n - f i n a n c i a l p u b l i c sector had 
large surpluses on current spending; the d e f i c i t came from continued high 
investment, financed by e x t e r n a l and i n t e r n a l borrowing. The monetisa-
t i o n of reserves and the i n f l o w of c r e d i t s increased the l i q u i d i t y of the 
economy. 

During 1981 and the f i r s t months of 1982, the o b j e c t i v e of economic 
p o l i c y was to contain the i n f l a t i o n a r y pressures, p a r t i c u l a r l y by means 
of c o n t r o l l i n g the money supply. For t h i s reason, trade and exchange-
rat e p o l i c i e s were d i r e c t e d towards n e u t r a l i s i n g the monetary impact of 
the accumulation of reserves, and f i s c a l and c r e d i t measures were taken 
to c o n t r o l the growth of the money supply. 



The AP Government extended the trade l i b e r a l i s a t i o n begun i n 1979, 
fu r t h e r reducing t a r i f f s , e l i m i n a t i n g n o n - t a r i f f b a r r i e r s to imports and 
s i m p l i f y i n g customs procedures. In September 1980, the maximum t a r i f f 
was f i x e d at 60% and the average was reduced to 35%. This p o l i c y 
continued i n 1981, reducing the average t a r i f f to 32%, and the i n t e n t i o n 
was to reduce i t g r a d u a l l y to an average of 10% by 1985. At the same 
time other r e s t r i c t i o n s were reduced, so that by December 1981 98% of 
import l i n e s were free of c o n t r o l s . 

The exchange-rate p o l i c y maintained the a n t i - i n f l a t i o n a r y bias dating 
from 1979. The economic team continued a p o l i c y of mini-devaluations 
without warning during the period. The devaluations lagged behind the 
d i f f e r e n t i a l between i n t e r n a l and e x t e r n a l i n f l a t i o n , thus reducing 
competitiveness. This was p o s s i b l e because of the high l e v e l of 
reserves, and r e i n f o r c e d the opening of the economy and the s t e r i l i s a t i o n 
of reserves. 

The tax reform of June 1981, imposed through powers granted by the 
l e g i s l a t u r e to the executive, concentrated on: improving the value added 
tax, by f i x i n g a general r a t e of 16% a p p l i c a b l e to a l l stages of 
production i n s t e a d of the d i f f e r e n t i a t e d system which preceded i t ; 
r e s t r u c t u r i n g income tax, simultaneously r a i s i n g deductions i n order not 
to increase the tax take; and reducing export taxes. These measures were 
introduced from the beginning of 1982. In general terms, the tax reform 
was intended to s i m p l i f y and modernise the system rather than to increase 
revenue, as revenue was s t i l l high because of the good performance of the 
ex t e r n a l s e c t o r . Trade taxes, d i r e c t and i n d i r e c t , accounted f o r 10.5% 
of GDP i n 1980 and 7.9% i n 1981. The tax on f u e l s was g r a d u a l l y becoming 
the p i l l a r of tax revenue, a process which had begun with the extension 
of tax to a l l petroleum d e r i v a t i v e s i n 1978. 

The government introduced a reform of the f i n a n c i a l system which was 
intended to improve e f f i c i e n c y by promoting greater competition i n the 
system. R e s t r i c t i o n s on new commercial banks were e l i m i n a t e d and a 
greater r o l e allowed to f o r e i g n banks. In January 1982, a common 
i n t e r e s t r a t e was introduced f o r a l l savings, e l i m i n a t i n g the previous 
d i f f e r e n t i a l s . Mergers of commercial banks and of banks with other types 
of f i n a n c i a l i n t e r m e d i a r i e s were a l s o authorised. 

I n t e r e s t r a t e s were r a i s e d three times during 1981 and 1982, to encourage 
savings, and the 'spread' between loan and savings rates was e l i m i n a t e d , 
f r e e i n g the market to encourage competition and to o f f e r higher r e a l 
i n t e r e s t r a t e s f o r deposits i n l o c a l currency. The o b j e c t i v e of these 
measures was to reduce i n f l a t i o n a r y pressures, by encouraging saving, and 
al s o to reduce the d i f f e r e n t i a l i n returns between saving i n d o l l a r s and 
saving i n l o c a l currency. Since 1978, with the l i b e r a l i s a t i o n of 
exchange c o n t r o l s , there had been a r a p i d d o l l a r i s a t i o n of the economy 
because of the preference f o r balances i n f o r e i g n currency. In 1981 45% 
of savings i n the f i n a n c i a l system was i n d o l l a r s . 

As part of the economic r e s t r u c t u r i n g , the treatment of f o r e i g n c a p i t a l 
was l i b e r a l i s e d , and t h i s brought i n t o question the common r e g u l a t i o n of 
f o r e i g n investment under the Andean Pact. In t h i s area, the most 
important change was i n the con t r a c t s with the petroleum companies 
operating i n Peru. They were given b e t t e r i n c e n t i v e s f o r e x p l o r a t i o n and 
production. Investment and reinvestment by the o i l companies accounted 



f o r 87% of f o r e i g n investment during 1981-5. As Decision 24 of the Pact 
(severely r e g u l a t i n g and l i m i t i n g the r o l e of f o r e i g n investment) 
remained, i n p r i n c i p l e , i n f o r c e , there was not a s i g n i f i c a n t i n f l o w of 
d i r e c t investment. S i m i l a r l y , opening the f i n a n c i a l system to f o r e i g n 
banks d i d not lead to a s i g n i f i c a n t p enetration on t h e i r p a r t . 

The s h o r t - l i v e d export boom came to an end i n 1981, g r a d u a l l y r e v e a l i n g 
the underlying economic problems, which had remained unresolved since 
1976. The economic p o l i c y of the a d m i n i s t r a t i o n , because i t d i d not 
adapt to the change i n e x t e r n a l c o n d i t i o n s , c o n t r i b u t e d to the worsening 
of the e x t e r i o r and f i s c a l balances. By the middle of 1982 a return to 
s t r i c t adjustment measures, which aggravated the r e c e s s i o n and f u e l l e d 
i n f l a t i o n a r y pressures, was necessary. 

Growth continued during 1981, however. GDP grew at 3%, mainly because of 
an e x c e p t i o n a l harvest (the a g r i c u l t u r a l sector grew by 12.3%) and the 
performance of the c o n s t r u c t i o n sector (although t h i s f e l l back from the 
1980 rate of 18%, i t s t i l l managed 11%). The growth of the c o n s t r u c t i o n 
sector was the r e s u l t of p u b l i c investment. Because of the f r e e i n g of 
i n t e r n a l p r i c e s , e s p e c i a l l y a f t e r the January measures, the rate of 
i n f l a t i o n rose to 72.3%. 

The e x t e r n a l s i t u a t i o n worsened r a p i d l y . There was a trade d e f i c i t of 
$553m., equivalent to 2.7% of GDP. This was as much the r e s u l t of a 
d e c l i n e i n the value of exports as of the a c c e l e r a t i o n of imports 
encouraged by the trade l i b e r a l i s a t i o n and the exchange-rate p o l i c y . 
Exports f e l l because of a sudden f a l l of almost 20% i n the i n t e r n a t i o n a l 
p r i c e s of t r a d i t i o n a l exports and because of the reduced i n c e n t i v e s for 
manufactured exports; these f e l l by 18%. In 1981, the CERTEX subsidy was 
e l i m i n a t e d for some s e c t o r s , and reduced and made uniform f o r the r e s t . 
The i n t e r n a t i o n a l r e c e s s i o n reduced demand f o r a l l exports, and the 
slowing of the devaluation reduced the competitiveness of manufactured 
exports. 

The e x t e r n a l gap was increased by debt s e r v i c e which suffered from the 
r i s e i n i n t e r n a t i o n a l i n t e r e s t r a t e s ; t h i s had begun i n 1978 but had been 
blunted by the export boom. Debt s e r v i c e amounted to 54% of exports i n 
1981, i n c l u d i n g the advance repayments of debts ($377m. as part of the 
government's programme of s t e r i l i s i n g r e s e r v e s ) . The d e f i c i t on current 
account was $l,728m., 8.6% of GDP. E x t e r n a l f i n a n c i n g was i n s u f f i c i e n t 
so reserves f e l l by $500m during the year. 

The p u b l i c sector maintained the same l e v e l of spending, but tax revenue 
f e l l from 20.6% of GDP to 17.4% because of the f a l l i n income from export 
taxes. These f e l l from 5.5% of GDP to 1.9%. Taxes on imports and f u e l s , 
however, continued to keep tax revenue above pre-1978 l e v e l s . Because of 
t h i s , the p u b l i c sector was able to keep i t s current spending i n balance, 
but the t o t a l d e f i c i t worsened because of the programme of investment and 
debt repayment, to 8.9% of GDP. This was financed by i n c r e a s i n g domestic 
c r e d i t , which o f f s e t part of the negative e f f e c t of the l o s s of e x t e r n a l 
reserves on l i q u i d i t y . 

The serious e x t e r n a l s i t u a t i o n meant a r e t u r n to n e g o t i a t i o n s with the 
IMF a f t e r three years without i t . A L e t t e r of Intent was sent i n A p r i l 
1982, and an agreement was signed i n June. This gave an Extended Credit 
F a c i l i t y of $734m. f o r three years, and compensatory f i n a n c i n g of $226m. 



The agreement i m p l i e d strong c o n d i t i o n a l i t y , expressed i n targets 
[Schuldt, 1985]: during 1982 the p u b l i c sector d e f i c i t had to be cut to 
4.3% of GDP; there was a l i m i t of SI,000m. on new long-term borrowing, 
and a maximum use of reserves of $100ra. 

The economic team had been forced to return to the IMF to obtain support 
for a more r e s t r i c t i v e p o l i c y . For t h i s reason, the regime found i t s e l f 
i s o l a t e d from the business s e c t o r s , because of trade l i b e r a l i s a t i o n and 
the reduction i n CERTEX, and from i t s popular support, because of the 
f a l l i n l i v i n g standards as a r e s u l t of the wage p o l i c y . There were also 
strong d i v i s i o n s w i t h i n the governing party between the economic team and 
those more i n c l i n e d to take account of p o l i t i c a l c o n s i d e r a t i o n s . 

2.3.2. Adjustment and s t a g f l a t i o n , June 1982-April 1984 

The seriousness of the e x t e r n a l s i t u a t i o n and the commitments made to the 
IMF required d r a s t i c adjustment to r e s t r a i n domestic demand and to a l t e r 
the r e l a t i o n between trade p r i c e s and domestic p r i c e s , by means of 
d e f l a t i o n a r y monetary and f i s c a l p o l i c y and a new exchange-rate p o l i c y . 
But the economic team proved to be incapable of imposing the necessary 
f i s c a l d i s c i p l i n e . Further, because of the ' d o l l a r i s a t i o n ' of the 
economy, i t l o s t c o n t r o l of monetary p o l i c y . Quasi-money m n a t i o n a l 
currency was f a l l i n g r e l a t i v e to t o t a l l i q u i d i t y . The p r i n c i p a l measures 
taken were i n exchange-rate and p r i c e p o l i c y , with some attempts to 
increase tax revenue to r e s t r u c t u r e and refinance e x t e r n a l debt. 

A f t e r A p r i l 1982, mini-devaluations became a bas i c instrument f o r 
managing the balance of payments. Exchange-rate p o l i c y was intended to 
cut imports and encourage exports, e s p e c i a l l y the n o n - t r a d i t i o n a l as 
these, u n l i k e the t r a d i t i o n a l , are s e n s i t i v e to the ra t e of exchange. 
From that date the devaluations were greater than r e q u i r e d to maintain 
competitiveness. 

Nevertheless, during 1982, imports remained almost as high as i n the 
preceding year, showing l i t t l e s e n s i t i v i t y to e i t h e r devaluation or the 
reduction m domestic demand. This i s the more s u r p r i s i n g as t a r i f f s 
were increased during the year, with a surcharge of 15%, introduced to 
r a i s e revenue. This meant that the average t a r i f f rose to 36%. The 
strong increase i n imports came from durable consumer goods imports and 
f o o d s t u f f s - to be accounted f o r i n part by the existence of s t i l l 
u n s a t i s f i e d demand from high income earners. 

T r a d i t i o n a l exports rose, but t h i s was o f f s e t by the f a l l i n manufactured 
exports. This f a l l , which occurred despite the ac c e l e r a t e d devaluation, 
was f o r two reasons: the r e v a l u a t i o n of the d o l l a r , which reduced the 
Peruvian gain i n competitiveness, and growing p r o t e c t i o n i n i n d u s t r i a l i 
sed countries which a f f e c t e d important sectors of Peruvian exports. The 
r e s u l t was that the trade d e f i c i t reached 2.1% of GDP. 

The current account d e f i c i t was $l,600ra. with debt s e r v i c e at 45% of 
exports. Commercial banks continued to provide finance, i n s p i t e of the 
impact of the 'Mexican c r i s i s ' on i n t e r n a t i o n a l f i n a n c i a l markets, i n 
contrast to the s i t u a t i o n i n other L a t i n American c o u n t r i e s . This 
f i n a n c i n g allowed Peru to meet i t s i n t e r n a l o b l i g a t i o n s and even to 
increase i t s reserves. 



The p u b l i c d e f i c i t worsened during 1982. The f a l l i n c a p i t a l spending 
reduced the c e n t r a l government's t o t a l d e f i c i t to 3.9% of GDP, but the 
continued investment by s t a t e e n t e r p r i s e s gave a t o t a l p u b l i c sector 
d e f i c i t of 9.3% of GDP. GDP grew by only 0.9% i n 1982, with c l e a r signs 
of r e c e s s i o n i n the secondary s e c t o r , because of e x t e r n a l competition and 
the f a l l i n domestic purchasing power. 

At the end of A p r i l 1983 the renewal of the agreement with the IMF was 
approved, with some c o r r e c t i v e measures as a p r i o r c o n d i t i o n . These 
(maihly increases i n some p r i c e s to reduce the p u b l i c d e f i c i t ) were 
approved by the government. By t h i s time, p o l i c y was under the c o n t r o l 
of the new M i n i s t e r f o r the Economy, the banker Carlos Rodriguez Pastor; 
Manual U l l o a had resigned i n a m i n i s t e r i a l c r i s i s at the end of 1982. 
Rodriguez Pastor and h i s team designed a new p o l i c y with a more r a d i c a l 
adjustment programme. As i t was not p o s s i b l e to pay the debt s e r v i c e , 
which had reached 57% of exports, they sought to refinance and r e s t r u c 
ture the debt. His term was marked by a s e r i e s of n a t u r a l d i s a s t e r s , 
which cost an estimated $l,500m.; by the municipal e l e c t i o n s of November 
1983; and by f u r t h e r n e g o t i a t i o n s with the IMF and e x t e r n a l c r e d i t o r s . 

At the end of A p r i l 1983, the country n o t i f i e d i t s c r e d i t o r s that i t was 
suspending debt s e r v i c i n g , and that i t intended to renegotiate with the 
P a n s Club. In J u l y , agreement was reached, g i v i n g 90% r e l i e f f o r the 
period from 1 May 1983 to 30 A p r i l 1985, equivalent to approximately 
$440m., with r e s t r u c t u r i n g over a period of eight years, i n c l u d i n g three 
grace years. Refinancing f o r payments due between 1 May 1984 and 28 
February 1985, on the same terms, with the d e t a i l s to be decided at a 
l a t e r meeting, was a l s o agreed. This r e l i e f was worth $670m. 

In economic p o l i c y , the mini-devaluations continued, i n an attempt to 
improve competitiveness and to support the balance of payments; i n t e r e s t 
r a t e s were r a i s e d again; and the l e v e l of p r o t e c t i o n was increased, the 
surcharge of 15% being changed to 10% on the c i f value, and extended to 
December 1983. The main o b j e c t i v e was to reduce the large d i f f e r e n c e s i n 
t a r i f f p r o t e c t i o n o f f e r e d to d i f f e r e n t s e c t o r s . There was a l s o hope of 
an increase i n revenue from r a i s i n g a l l t a r i f f s by 10 p o i n t s . Imports by 
the s t a t e sector were exempted. Although there was no change i n declared 
p o l i c y , these measures began the r e v e r s a l of the trade l i b e r a l i s a t i o n . 

In August 1983, important changes were made i n the management of economic 
p o l i c y , which appeared to be r e l a t e d to the municipal e l e c t i o n s i n 
November. A f t e r a 6% devaluation, there was a r e t u r n to 'pre-announced' 
devaluations i n order to reduce i n f l a t i o n a r y pressures a r i s i n g from 
expectations, and the rate of devaluation was reduced. "Pre-announcing' 
continued u n t i l February 1984. At the same time, p r i c e c o n t r o l s were 
used to reduce i n f l a t i o n . In September a l i m i t of 3% a month was put on 
p r i c e r i s e s for p e t r o l and f u e l s up to December, and a l i m i t of 4% on 
r i s e s f o r basic products ( r i c e , bread, milk, medicines) and on p u b l i c 
s e r v i c e s ( e l e c t r i c i t y , telephone charges, and water). 

The economic s i t u a t i o n worsened d r a m a t i c a l l y during 1983. GDP f e l l by 
11.8% and i n f l a t i o n rose to 125%. Natural d i s a s t e r s and the d e f l a t i o n a r y 
impact of economic p o l i c y e x p l a i n the c o n t r a c t i o n i n production, which 
a f f e c t e d a l l s e c t o r s . There was r e l a t i v e success, however, i n improving 
the e x t e r n a l sector. In s p i t e of a f a l l i n exports, there was a surplus 
i n the trade balance of 1.9% of GDP because imports f e l l by 30%, as a 



r e s u l t of r e c e s s i o n , the increased rate of d e v a l u a t i o n , the t a r i f f 
surcharges, and the s a t u r a t i o n of the domestic market f o r imported 
consumer goods. Thanks to the r e l i e f on debt s e r v i c i n g achieved by 
r e f i n a n c i n g , t h i s took only 24.7% of exports, reducing the current 
d e f i c i t to 5.4% of GDP. 

The economic team was not able to reduce the government d e f i c i t . Current 
spending by the c e n t r a l government, as a proportion of GDP, rose f o r a l l 
components, i n c r e a s i n g the d e f i c i t from 0.2% i n 1982 to 5% i n 1983. The 
reduction i n tax revenue because of the f a l l i n income, to 13.9% of GDP, 
c o n t r i b u t e d to t h i s . As investment by the p u b l i c sector was not 
r e s t r a i n e d , the t o t a l p u b l i c d e f i c i t reached 12.1% of GDP. 

Rodriguez Pastor's term of o f f i c e ended with the e l e c t o r a l c o l l a p s e of 
the AP. In the municipal e l e c t i o n s , the government party achieved only 
17% of the n a t i o n a l vote, and i n Lima, i t f e l l i n t o l a s t place with 12% 
of the votes, taking not a s i n g l e d i s t r i c t . This must be compared with 
45.8% of the n a t i o n a l vote i n the p r e s i d e n t i a l e l e c t i o n s of 1980. The 
regime's p o l i t i c a l i s o l a t i o n had l e d to strong i n t e r n a l d i s s e n t , s t a r t i n g 
at the beginning of 1983, l e d by a group which saw the p o l i t i c a l need f o r 
a change i n economic p o l i c y . This group advocated a middle-of-the-road 
p o l i c y , not as market-oriented as those of U l l o a or Rodriguez Pastor, but 
not as u l t r a - p o p u l i s t as that of the secretary general of the party. The 
e l e c t o r a l d i s a s t e r strengthened t h i s group, and i t pressed f o r the 
d i s m i s s a l of Rodriguez Pastor, which occurred i n A p r i l 1984. 

Simultaneously with t h i s c o n f l i c t w i t h i n the government, there were 
problems i n complying with the IMF agreement. The mission which v i s i t e d 
the country at the end of 1983 to evaluate the economy i n d i c a t e d that 
important changes would be needed to ensure the c o n t i n u a t i o n of the 
Extended C r e d i t F a c i l i t y . I t d i d not approve the p o l i c y of 'pre-
announcement• or the p r i c e r e s t r a i n t s introduced i n August. The 'pre-
announcement' system was therefore ended and l a r g e p r i c e r i s e s were 
decreed. P e t r o l reached the equivalent of $1.15 a g a l l o n , e l e c t r i c i t y 
charges were r a i s e d by 32%, and b a s i c product p r i c e s and fares were 
r a i s e d . In December 1983 the Budget f o r 1984 included a l a r g e r i s e i n 
taxes to attack the f i s c a l d e f i c i t , i n c l u d i n g a r i s e i n value added tax 
to 18%. 

In s p i t e of these measures, the IMF agreement was not approved, and the 
r e s i g n a t i o n of Rodriguez Pastor, and then of Prime M i n i s t e r Schwalb, 
ended any hope of continuing the Stand-By. 

2.3.3. ' A u s t e r i t y without r e c e s s i o n ' , J u l v 1984-Julv 1985 

A f t e r Benavides Munoz was appointed M i n i s t e r f o r the Economy, there was a 
w a i t i n g period without any c l e a r d e f i n i t i o n of the new d i r e c t i o n of 
economic p o l i c y . The p i c t u r e was c l e a r e d by a speech i n May 1984 by the 
new Prime M i n i s t e r Sandro Mariategui i n which he announced a p o l i c y . o f 
a u s t e r i t y without r e c e s s i o n . This r e f l e c t e d a temporary triumph f o r the 
centre sector of the party, and the i n t e n t i o n of the party to recover i t s 
support i n the general e l e c t i o n of A p r i l 1985. Mariategui c r i t i c i s e d the 
previous economic p o l i c y as 'a d o c t r i n a i r e dogmatism which ignores the 
i n f l u e n c e of s o c i a l f a c t o r s on p o l i c y ' , and he t r i e d to win support from 
the i n d u s t r i a l s e c t o r . 



S p e c i a l powers f o r 60 days were granted to the executive by Parliament i n 
order to b r i n g i n the measures necessary to enforce the new economic 
programme. Under t h i s l e g a l regime, the government made 30 decrees, 
which disappointed expectations. The only measures with immediate impact 
were tax reforms, i n c l u d i n g a r e s t r u c t u r i n g of income tax, to take e f f e c t 
i n January 1985, and a reduction of value added tax from 18% to 8%; and 
the e x p l i c i t r e v e r s a l of trade l i b e r a l i s a t i o n . Some major categories of 
imports were added to those r e q u i r i n g p r i o r l i c e n s e s and a l l imports of 
these were p r o h i b i t e d u n t i l December; they included t e x t i l e s , c l o t h i n g , 
and shoes. L a t e r , i n 1985, more products were added to the temporary 
p r o h i b i t i o n l i s t . The surcharge on imports had been r a i s e d to 15% of the 
c i f value i n A p r i l , and to t h i s was added a new set of increases i n 
i n d i v i d u a l t a r i f f s , thus i n c r e a s i n g d i f f e r e n t i a l s among goods. The 
e x p l i c i t aim of these measures was no longer greater tax revenue but the 
p r o v i s i o n of adequate p r o t e c t i o n to domestic output. F i n a l l y , there were 
various tax and other i n c e n t i v e s to i n d i v i d u a l s e c t o r s . 

The i n i t i a l support which the Cabinet received from the business sectors 
d i s s i p a t e d r a p i d l y . F i r s t , there was confusion i n economic management, 
ch a r a c t e r i s e d by repeated advances and r e t r e a t s and c o n t r a d i c t o r y 
p o l i c i e s , such as a tax on i n t e r e s t payments and the immediate r a i s i n g of 
the value added tax back to 11%. Second, some elements of the d e f l a t i o n 
ary p o l i c y continued, such as the increase i n i n t e r e s t rates which meant 
a p o s i t i v e r e a l r a t e on borrowing, thus making production more expensive, 
while rates on savings continued to be negative, discouraging saving m 
n a t i o n a l currency. The r a t e of devaluation increased, and c r e d i t to the 
p r i v a t e sector was reduced. 

When i t found i t s e l f unable to obtain the c o n t i n u a t i o n of the Extended 
C r e d i t F a c i l i t y , the government signed a Stand-by agreement with the IMF 
which included targets which were impossible to achieve. I t was signed 
m A p r i l 1984, but was broken immediately. A f t e r t h i s , i t was impossible 
to refinance the e x t e r n a l debt, and Peru entered i n t o a s i t u a t i o n of 
u n i l a t e r a l suspension of payments from the second h a l f of 1984. 

As can be seen i n the t a b l e s i n the Appendix, there was a slow economic 
recovery during 1984, and the suspension of debt s e r v i c i n g reduced the 
current d e f i c i t to 1.5% of GDP. But, as the C e n t r a l Bank pointed out 
[Memoria, 1984], 'we have s t i l l not recovered the l e v e l of output of the 
past; t h r e e - d i g i t i n f l a t i o n has become endemic; the problem of the debt 
i s s t i l l t here; the p u b l i c sector d e f i c i t i s too high; and saving i n 
domestic currency has f a l l e n , aggravating the problem of d o l l a r i s a t i o n ' . 
To which we must add that the population was becoming poorer and the 
s o c i a l s i t u a t i o n was e x p l o s i v e . This was the s i t u a t i o n which the new 
democratic government i n h e r i t e d i n J u l y 1985. 



3. Recent Trends and Forecasts f o r the E x t e r n a l Sector to 1990 

Having described the h i s t o r y of Peru between 1970 and 1985, we now tu r n 
to analysing the present s i t u a t i o n : the events of the l a s t two and h a l f 
years and f o r e c a s t s f o r the e x t e r n a l accounts up to 1990. 

In the f i r s t s e c t i o n , we s h a l l sketch the economic p o l i c y and development 
strategy of the present government. From t h i s , we s h a l l draw our own 
c e n t r a l conclusion about e x t e r n a l p o l i c y , namely t h a t : domestic c a p i t a l 
formation and c r e a t i n g a n a t i o n a l market must have p r i o r i t y i n a country 
l i k e Peru; p o l i c y on trade and e x t e r n a l finance must be tr e a t e d as the 
' r e s i d u a l ' , i n con t r a s t to both the primary producing-exporting or the 
i m p o r t - s u b s t i t u t i o n models. (Although the l a t t e r appears to be a 
strategy f o r development 'from w i t h i n ' , m the end i t leads to an even 
more fundamental dependency than the former.) What i s i n t e r e s t i n g i n the 
way the present A p r i s t a government has developed i s i t s movement away 
from an i n i t i a l l y o vert, i r r e c o n c i l a b l e c o n f l i c t with the commercial 
banks and the i n t e r n a t i o n a l i n s t i t u t i o n s ; i t then returned, l i t t l e by 
l i t t l e , to the f o l d , as the f a l l i n reserves forced a r e t u r n to 
n e g o t i a t i o n s . 

The second s e c t i o n examines the present s i t u a t i o n , and prospects f o r the 
balance of payments up to 1990. This i s i n order to understand the vfay 
i n which policy-makers were t h i n k i n g about e x t e r n a l p o l i c i e s at the end 
of 1987. Combining these s e c t i o n s , we can judge what the government 
should do i n the remaining two and h a l f years of i t s term. 

3.1. The change to 'heterodoxy', 1985-7 

The coming to power of Alan Garcia brought a r a d i c a l change i n Peru's 
economic p o l i c y , r e j e c t i n g the orthodoxy which had l e d to stagnation with 
i n f l a t i o n . For the f i r s t time Peru attempted, p a r t l y because of the 
i n f l u e n c e of the Argentine 'Plan A u s t r a l ' , an economically 'heterodox' 
programme, with some t h e o r e t i c a l coherence, which showed a spectacular 
success i n i t s f i r s t 18 months ( e f f e c t i v e l y to December 1986) . The 
attempt i s a l s o i n t e r e s t i n g because i t t r i e d to achieve changes i n the 
economic s t r u c t u r e by means of short-term economic p o l i c y , embodying 
long-term aims i n the adjustment plan. From 1987, there was a f a i l u r e of 
nerve on the part of the economic team, and i n s p i t e of r a p i d growth 
during that year (6.5%), c o n s t r a i n t s on the p o l i c y appeared, and, with 
these, the problem of e r r a t i c p o l i t i c a l management by President Garcia. 

Alan Garcia argued [1985] that the present c r i s i s a f f e c t i n g Peru could be 
a t t r i b u t e d b a s i c a l l y to three f a c t o r s . The f i r s t , l i n k e d to the 
i n t e r n a t i o n a l c r i s i s , i s that the co u n t r i e s at the centre 'reserve h i ^ h 
technology f o r themselves, and close t h e i r f r o n t i e r s ' to our exports, at 
the same time as they 'demand implacably that we repay our e x t e r n a l debt,' 
which was the r e s u l t of the unequal exchange between our primary 
mat e r i a l s and t h e i r manufactured products'. The second f a c t o r i s that 
the a p p l i c a t i o n of n e o - l i b e r a l economic p o l i c i e s from the end of the 
1970s has aggravated Peru's economic and s o c i a l problems. T h i r d l y , the 



c r i s i s i s fundamentally the r e s u l t of the pers i s t e n c e of a deformed and 
unjust economic (and s o c i a l ) s t r u c t u r e , the r e s u l t of 

our h i s t o r y of dependency on e x t e r n a l forces which, a l l i e d to 
powerful domestic i n t e r e s t s , has brought the country to the 
present c r i s i s . Lacking a n a t i o n a l plan, l a c k i n g an es
t a b l i s h e d and popular l e a d e r s h i p , we have l i v e d by adapting 
our economy to the i n t e r e s t s of i n t e r n a t i o n a l c a p i t a l i s m . For 
t h i s reason, we have been s u c c e s s i v e l y an exporter of primary 
m a t e r i a l s , then an importer of equipment f o r an i n d u s t r y based 
only i n Lima, and a l i e n to the country, and today we are merely 
a debtor country, open without p r o t e c t i o n to the trade of other 
countries and becoming c o n s t a n t l y poorer because we are l e s s 
productive. 

This 'external dependency' has l e d , through a process dating from the 
si x t e e n t h century, to profound i n j u s t i c e s : 'these e x p l a i n the economic 
problems which we s u f f e r today'. They have three dimensions, c l o s e l y 
l i n k e d . The f i r s t i s r e g i o n a l i n j u s t i c e , beginning with the Conquest 
which ' s h i f t e d the h i s t o r i c o r i e n t a t i o n of Peru from the Andes to Lima', 
where 80% of n a t i o n a l i n d u s t r y i s now lo c a t e d , as w e l l as the State, with 
s e r v i c e s l i k e education and h e a l t h . The second i s the economic separa
t i o n i n t o s e c t o r s , g r o s s l y d i f f e r e n t i a t e d : 

the modern s e c t o r , which takes 85% of investment and provides 
work f o r only 38% of Peruvians, and on the other s i d e , the 
marginalised s e c t o r , r u r a l Andean a g r i c u l t u r e . . . . and those 
human beings whom some c a l l the informal urban sector. 

F i n a l l y , there i s s o c i a l i n j u s t i c e , which i s r e f l e c t e d i n the unequal 
d i s t r i b u t i o n of n a t i o n a l income: 

I have spoken s y m b o l i c a l l y of a pyramid, at the summit 2% of the 
population r eceive the highest incomes because of t h e i r 
monopolistic e n t e r p r i s e s and t h e i r ownership of the means of 
production But below them there i s a marginalised 70%, the 
r u r a l and the unemployed, migrants, some outside the c a p i t a l 
and some i n the shanty towns. 

In order to end these severe s o c i a l and economic i n e q u a l i t i e s , the 
President proposed 'opening the way to s o c i a l democracy' w i t h i n the 
context of an ' e g a l i t a r i a n s o c i e t y ' : democracy must not be only f o r 
those with high income and p r i v i l e g e s , but a l s o f o r those who up to now 
have had nothing. 'We must understand that we cannot l i v e with poverty, 
and that one c i t y , Lima, or one region, the coast, should not r u l e over 
the unheard population which i s our t r a d i t i o n a l m a j o r i t y . ' This means 
that we must ' r e a f f i r m the t r a d i t i o n a l independence of our people', 
s t a r t i n g with 'economic emancipation from a l l forms of im p e r i a l i s m ' . 
These long-term goals r e q u i r e , according to the government's supporters, 
a r a d i c a l change i n the t r a d i t i o n a l economic s t r u c t u r e , so as to 
in t e g r a t e the whole population i n t o an a u t h e n t i c a l l y n a t i o n a l economic 
c a p i t a l i s t process. 

To achieve t h i s , the f i r s t P r e s i d e n t i a l Message proposed 'a recovery 
which would be a h i s t o r i c r e v o l u t i o n i n our country', a s o c i a l and 
economic recovery, going beyond the c e n t r a l i s t and modern economy, i n 



Table 1: C h a r a c t e r i s t i c s of the 'technological sectors' of Peru: 
1981 and projections for 1991 

Economic s e c t o r s : Afo^cm Injonnat Modern Afldean ^ , 
urbon vrhan r u r a l r u r a i 

-̂ Economically 
a c t i v e populaticni9gi 2 565.0 1271.6 756.0 1134.1 5227.6 
'000 people 1991 A 3 409.1 1 903.4 983.1 1 252.1 7 549.3 

1991B 2 969.7 2 363.8 963.1 1 252.7 7 549.3 
Z of 1981 44.8 22.2 13.2 19.8 100.0 
t o t a l : 1991A 45.5 , 25.2 12.7 16.6 100.0 t o t a l : 

1991 B 39.3 31.3 12.7 J6.6 100.0 

Annual growth 1991A 2.9 4.1 2.4 1.0 2.8 
rate : }991B 1.5 4.0 2.4 1.0 2.8 
Value of output 
$m. : ]981 11 085.0 • 990.8 1 360.9 680.4 14117.1 

1991 A 18 056.3 1 037.6 2 113.4 680.4 21 887.7 
1991B 15 656.5 5 381.0 2 113.4 2 254.9 25 385.8 

% of ]981 78.7 7.0 9.6 4.0 100.0 
t o t a l : 3991A 82,5 4.7 9.7 3.1 100.0 

1991B 61.6 21.6 8.3 8.9 100.0 

Annual growth 1991 A 5.0 0.8 4.5 0 4.5 
r a t e : J991B 3.5 17.8 4.5 12.7 6.0 

Value of c a p i t a l 
?m. : i9P.l 33 357.6 546.4 3 024.2 249.5 37 177.7 

.̂991 A 54 160.8 572.2 4 692.0 245.0 59 678.0 
19S1 B 46 909.4 2 978.6 4 692.0 2 163.4 57 243.4 

% of 1981 89.7 1.5 8.1 0.7 100.0 
t o t a l : 1991A 90.8 1,0 7.8 0.4 100.0 

81.9 5.2 8.2 4.7 100.0 
Annual growth 

1991A 5.0 0 4.5 0 4.5 
1991 B 3.5 17.9 0 26.0 40 

Average monthly 
income 
$m.; 1981 180 63 90 4S 116 

1991 A 220 47 100 43 126 
1991 B 219 157 100 110 168 

Average p r o d u c t i v i t y 

$m. : . 1981 4 320 816 1800 600 2 m 

per year l ^ ^ l ^ 2.0 4,0 1.9 1.0 n.d. 
L t e ^ o f growth 1991 p 2.0 9,5 2.0 8.6 n.d. 

C a p i t a l per worker 
$m.: 1981 13 000 450 4 000 220 3 490 

1991A 14 795 300 4 871 195 7 905 
1991 B 15 796 1?60 4B71 2126 7 5S2 

Rate of growthl991 A 2.0 24.0 • 2.0 1.0 2.0 
1991 B 2.0 10.8 2.0 25.6 1.5 

Source: c a l c u l a t e d from Carbonetto (198.5, tableJ'16-18) . 
Note: Values are i n 1981 US$. 



other words not concentrated, as has been the case f o r most r e c o v e r i e s , 
s o l e l y on the modern urban s e c t o r . More p r e c i s e l y , Garcia d i s t i n g u i s h e d 
between two forms of recovery: 

the recovery of output, d i r e c t e d to 'stimulate a g r i c u l t u r e . . . so 
that i t produces the food which we now buy abroad'; and 

the recovery of consumption, to ensure that 'the hundreds of 
thousands of unemployed and underemployed people m the shanty-
towns have access to income or to employment'. 

Both these processes would come together, m the medium term, m a 
country ' r e b u i l t from i r s foundations'; 

thus, when we l i n k , i n the foundations of s o c i e t y , a g r i c u l t u r a l 
production with consumption by those who now cannot eat because 
they lack work, a d i f f e r e n t Peru w i l l appear, and then i t w i l l 
be the n a t i o n a l market to which the producers i n the i n d u s t r i e s 
of Lima can t u r n , instead of f a c i n g s t e a d i l y f a l l i n g demand. 

In summary, on the one hand, the aim i s to e s t a b l i s h a n a t i o n a l i n 
tegrated market, i n c o r p o r a t i n g i n t o the system the sectors and groups 
that have been marginalised by the process of c a p i t a l i s t development; and 
on the other, i t i s argued that, i n the medium term, the major b e n e f i c i a 
r i e s w i l l be the i n d u s t r i a l i s t s of the modern se c t o r . In t h i s way, 
although the f i r s t target of government p o l i c y would be the r u r a l Andean 
and informal urban s e c t o r s , the strategy would a l s o lead to i n d u s t r i a l 
recovery, thanks to the r e d i s t r i b u t i o n to, and the recovery of, the 70% 
who are poorest sectors of the population, because, as the President 
asked, 'For whom can Lima produce i n the future i f the country becomes 
s t e a d i l y poorer and Lima continues to a t t r a c t people from the provinces?" 
The strategy i s thus a p r e c i s e and coherent one to spread the c a p i t a l i s t 
process and a c c e l e r a t e i t , from below. 

To understand t h i s new strategy of development, we must examine the way 
i l l which Garcia and h i s prime m i n i s t e r , Alva Castro, analysed the 
Peruvian economy. This was based on a work by Daniel Carbonetto [1985], 
i n which he presented a d e s c r i p t i o n of the 'four t e c h n o l o g i c a l s e c t o r s ' ; 
the modern urban sector (MUS), the informal urban (lUS), the Andean r u r a l 
!ARS) , and the mqderji r u r a l (MRS). Table 1 gives data for each sector on 
employment, output, c a p i t a l , income, and p r o d u c t i v i t y . 

In a d d i t i o n to t h e i r geographical d i s p e r s i o n , the four sectors show 
strong d i f f e r e n c e s with regard to a l l these f a c t o r s . The f i g u r e s 
presented by Carbonetto show the large d i f f e r e n c e s between, and w i t h i n , 
the s e c t o r s , which e x p l a i n , according to the government, the country's 
r e g i o n a l and s o c i a l d i s p a r i t i e s . 

Using t h i s a n a l y s i s , Garcia put forward the need to reduce the s e c t o r a l , 
s o c i a l , and r e g i o n a l i n e q u a l i t i e s by c r e a t i n g a n a t i o n a l market which 
would bring about the economic, c u l t u r a l , and s o c i a l i n t e g r a t i o n of Peru. 
This change m economic s t r u c t u r e should be based on the resources and 
i n t e r n a l p o t e n t i a l of the country; i t demands a r a d i c a l change i n 
economic p o l i c y and i n the r o l e of the State, as w e l l as i n Peru's 
r e l a t i o n s with other c o u n t r i e s . Within t h i s , the kernel of the program
me, i n contrast to conventional plans, involves changing 'the t e c h n i c a l 
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c h a r a c t e r i s t i c s of the productive system' [Alva Castro, 1985], i n other 
words, changing the r e l a t i v e p r o d u c t i v i t y of the four economic sectors 
s p e c i f i e d above. 

The way to t h i s r e s t s on an ' i n t e r s e c t o r a l r e d i s t r i b u t i o n of c a p i t a l ' , 
c o n s i s t i n g , to take an i l l u s t r a t i v e example, of e x t r a c t i n g 30% of the net 
saving of the MUS, and t r a n s f e r r i n g h a l f to the ARS and h a l f to the lUS. 
Even i f t h i s reduces investment i n the modern sect o r , the increased 
investment i n the backward sectors has a high productive p o t e n t i a l . In 
those s e c t o r s , low labour p r o d u c t i v i t y i s combined with a high marginal 
p r o d u c t i v i t y of c a p i t a l . There, 30 to 50 cents of investment y i e l d s an 
output of one d o l l a r . In the modern sect o r , an investment of $2-2.50 i s 
needed to achieve an output r i s e of a d o l l a r . 

The Peruvian economy and s o c i e t y w i l l thus be made more homogeneous, i n 
terms of p r o d u c t i v i t y , types of economic s t r u c t u r e , average income, e t c . , 
while more employment and income are created i n t o t a l . The mechanism to 
achieve t h i s was not made c l e a r at the beginning, but during the 
government's f i r s t two years i t was done through p u b l i c spending (which 
generated programmes of massive employment at the minimum wage) and by 
the spectacular r i s e i n a g r i c u l t u r a l p r i c e s ( r e l a t i v e to i n d u s t r i a l ) 
although t h i s was more u n i n t e n t i o n a l than planned ( i t was the r e s u l t of 
s t i m u l a t i n g demand through p r i v a t e consumption, as we s h a l l see below). 

Up to the present, i n s p i t e of a s s e r t i o n s to the contrary, the economic 
team has taken only short-term measures, although they have important 
long-term i m p l i c a t i o n s which have not been f u l l y understood. This 
tendency was r e i n f o r c e d by the f a c t that they were operating only with a 
short-term model. 

Graph 2 summarises the essence of the model which, i t must be emphasised, 
a p p l i e s only to the modern urban s e c t o r . I t i s assumed that t h i s has 
unused c a p a c i t y , that i t buys imported, non-competitive, i n p u t s , and that 
i t i s c h a r a c t e r i s e d by o l i g o p o l y . The components of the model can be 
summarised as f o l l o w s : 

a. The p r i c e equation (P) t e l l s us that these are a f u n c t i o n of the u n i t 
costs (CD), to which c a p i t a l i s t s add a p r o f i t margin (m) and the 
government, i t s i n d i r e c t taxes ( t ) . The p o l i c y was based on manipulating 
the various cost components ( r a i s i n g wages and the cost of f o r e i g n 
exchange, but o f f s e t t i n g these by a reduction i n the cost of borrowing), 
and thereby reducing i n f l a t i o n a r y expectations while maintaining the 
p r o f i t margin. This was expected to produce 'zero i n f l a t i o n ' i n the MUS. 
The recorded r i s e i n these p r i c e s was s c a r c e l y 10% i n the f i r s t year 
(although t h i s underestimates the r e a l r i s e as many businesses moved i n t o 
the i nformal s e c t o r , lowered the q u a l i t y of t h e i r products, or modified 
t h e i r products to escape the p r i c e f r e e z e ) , and the d o l l a r i s a t i o n was 
almost e n t i r e l y reversed during the government's f i r s t 18 months (65% of 
the t o t a l l i q u i d i t y had been i n f o r e i g n currency when Garcia came to 
power). 

b. E f f e c t i v e i n t e r n a l demand (D) i s determined by consumption (by 
a g r i c u l t u r a l labourers, i n d u s t r i a l workers, the government, and 
c a p i t a l i s t s ) and investment ( p u b l i c and p r i v a t e ) . The i n t e r s e c t i o n of 
t h i s with the p r i c e equation determines the e q u i l i b r i u m (E), with a l e v e l 
of p r i c e s (P) and a l e v e l of output (Q). Rises i n wages should be. 



according to the government, the d r i v i n g force of spending, rather than 
p u b l i c spending (the usual source of stimulus i n the past) or p r i v a t e 
investment (as there was unemployed c a p a c i t y ) . And, i n f a c t , during the 
f i r s t two years of the government, p r i v a t e consumption explains the 
tremendous economic r e v i v a l . 

The growth of demand f o r the output of the modern s e c t o r , however, has 
f a i r l y w e l l determined l i m i t s , as f o l l o w s : 

c. In theory, p o t e n t i a l output was a c o n s t r a i n t , but (because of the 
long recession) i t was estimated t h a t , at mid-1985, there was 60% unused 
capaci t y , so t h i s c o n s t r a i n t was not binding (by end 1987, the government 
estimated that excess capacity was 10%). 

d. C e r t a i n l y the e x t e r n a l balance (BP) was the most worrying c o n s t r a i n t 
at the beginning of the a d m i n i s t r a t i o n . The current account balance i n 
1986 had a large d e f i c i t ($l,055m.), equivalent to 5% of GDP, mainly 
because of the e l i m i n a t i o n of the trade surplus (of more than $l,000m.) 
of the two previous years. Imports grew v i g o r o u s l y because of the 
economic r e v i v a l , but exports were lower. The value of exports f e l l by 
approximately $500m. (16%) compared with 1985, because of the continued 
f a l l i n i n t e r n a t i o n a l p r i c e s f o r Peru's primary m a t e r i a l s , and a l a r g e 
f a l l i n exports of n o n - t r a d i t i o n a l products. Export p r i c e s i n 1986 were 
about 26% lower on average than i n 1985, i n s p i t e of r i s e s f o r coffee and 
fishmeal. The average purchasing power of Peruvian exports i n 1986 was 
l e s s than h a l f what i t had been at the beginning of the decade. Metals, 
e s p e c i a l l y copper, were p a r t i c u l a r l y depressed. The f a l l m the o i l 
p r i c e alone reduced income by about $300m. 

K o n - t r a d i t i o n a l exports f e l l by $70m. i n 1986. This was the r e s u l t of 
d i f f i c u l t i e s i n s e l l i n g some products, lower supply i n some s e c t o r s , and 
a l s o f a l l s i n p r i c e s of some products, notably i n the a g r i c u l t u r a l sector 
and chemicals. The problems have been aggravated i n recent years by the 
adjustment p o l i c i e s undertaken by the majority of other L a t i n American 
countries because of t h e i r indebtedness. There has been a c l e a r f a l l i n 
i n t r a - r e g i o n a l trade. 

Payment of debt with exports, arranged with the Soviet Union and some 
other s o c i a l i s t c ountries as part of the debt r e n e g o t i a t i o n , has been one 
means of avoiding these d i f f i c u l t i e s , p e r m i t t i n g the export of some 
d i f f i c u l t - t o - s e l l products. 

As we saw i n Section 2, i t had been impossible since 1984 to make new 
r e f i n a n c i n g agreements, under acceptable terms, because of the s i z e of 
the debts f a l l i n g due and the c o n d i t i o n s demanded by c r e d i t o r s . 
Therefore i n 1986, f o r the t h i r d consecutive year, Peru was obliged to 
postpone repayment of most of i t s p u b l i c debt. Net borrowing by the 
p u b l i c sector during 1986 was close to S600ra, of which more than 80% 
represented unpaid i n t e r e s t . This was an increase of 5.6% i n medium-and 
long-term e x t e r n a l debt. 

This indebtedness had been f a l l i n g since 1982, and there was a l s o a 
change i n the nature of the loans. Up to 1982, most debt was new loans, 
while, i n 1983-4, most was r e n e g o t i a t i o n and, since 1984, most i s unpaid 
i n t e r e s t . 



P r i v a t e medium- and long-term c a p i t a l , and short-term c r e d i t l i n e s , had 
seen an outflow of on average S500m. a year, i n 1983-5, but i n 1986 there 
was an i n f l o w of about S220m. This was mainly the r e s u l t of higher 
commercial c r e d i t s because of higher imports and the r e s t r i c t i o n of 
remittances. 

The economic team was w e l l aware that the renewed growth of demand would 
q u i c k l y lead to a l o s s of reserves, and f o r t h i s reason proposed c u t t i n g 
debt s e r v i c e to 10% of exports of goods and s e r v i c e s . ^ 

Later, i n August 1986, the same aim of reducing the d r a i n on reserves was 
pursued f u r t h e r with the p r o h i b i t i o n of the r e m i t t i n g of p r o f i t s of 
f o r e i g n s u b s i d i a r i e s ( t h i s measure was taken at the time that the IMF 
declared Peru ' i n e l i g i b l e ' ) . The o i l companies had remitted, ]ust 
between 1980 and 1985, $2,470m. (that i s , an annual average of $412m.). 
Since then; 1986: $147m.; 1987, f i r s t quarter, S23m. For other f o r e i g n 
f i r m s , the flow was $l,530m. (annual average $255m.) from 1980 to 1985, 
and only $3m. i n 1986 and the f i r s t h a l f of 1987. The r e g u l a t i o n s have 
thus reduced remittances from an average of $677m. i n 1980-85 to $150m. 
i n 1986 and about $30m. i n 1987. The measures were intended to move the 
e x t e r n a l c o n s t r a i n t to the r i g h t (see Graph 2). From October 1986, 
however, Peru once again began to lose reserves s t e a d i l y . 

Although i t s t i l l had reserves worth s i x months of imports, the govern
ment was already aware, as we s h a l l see l a t e r , that i t had to r e 
e s t a b l i s h l i n k s with the i n t e r n a t i o n a l community. This remains the most 
c r i t i c a l point of i t s programme. In recent months, i t has t r i e d to meet 
i t by i n c r e a s i n g devaluations and s p e c i a l a s s i s t a n c e to exports, 
e s p e c i a l l y of n o n - t r a d i t i o n a l goods, and p a r t i c u l a r l y of manufactures. 

e. F i n a l l y , we have the c o n s t r a i n t of i n e l a s t i c a g r i c u l t u r a l supply, 
which was probably the p r i n c i p a l short-term c o n s t r a i n t . The increase m 
demand from the modern urban sector d r a s t i c a l l y r a i s e d a g r i c u l t u r a l 
p r i c e s , as i t increased demand both f o r a g r i c u l t u r a l inputs to i n d u s t r i a l 
production and f o r food (because of an increase i n wages m the MUS and 
i n employment i n the lUS) . As could be expected, i t was i n e v i t a b l e that 
t h i s should lead to an i n f l a t i o n a r y s p i r a l i n proportion to the increase 
m demand, unless the demand tor foods was s a t i s f i e d by imports (as m 
f a c t happened i n 1986-7), which gave a f u r t h e r t w i s t to the e x t e r n a l 
c o n s t r a i n t . 

The various economic measures implemented by the A p r i s t a government i n 
i t s f i r s t two years were guided by t h i s model. The government chose i t s 
i n f l a t i o n c o n t r o l measures to f i t t h i s model of p r i c e formation. Control 
of i n f l a t i o n (and of expectations) was i n i t i a l l y by means of r e s t r u c t u r 
ing and f r e e z i n g the p r i n c i p a l components of c o s t s , thus r e s t r a i n i n g 
p r i c e s , without n e c e s s a r i l y a f f e c t i n g the p r o f i t margin. 

The system of d a i l y mini-devaluations was abandoned, and a f t e r a large 
reduction i n the exchange rate (12%) at the beginning of August 1985, the 
r a t e was f i x e d u n t i l December 1986, i n order to reduce i n f l a t i o n and 
reverse the d o l ] , a r i s a t i o n . I t should be noted, however, that although 
the c e n t r a l rate remained f i x e d u n t i l that date, an i n c r e a s i n g number of 
tr a n s a c t i o n s were done under the f i n a n c i a l r a t e , i n which (from August 
1986) there were two quotations: the r a t e f o r c e r t i f i c a t e s , f i x e d at 25% 
above the c e n t r a l r a t e , and the free r a t e , f i x e d i n the market. From 



January 1987, both the c e n t r a l and f i n a n c i a l rates were devalued by 2.2% 
a month (an annual rate of 39%, compared with i n f l a t i o n which was close 
to 100%). 

Imports of non-essential goods were r e s t r i c t e d t emporarily. Then, there 
was a s t r i c t c o n t r o l of imports (through the C e n t r a l Bank), with a 
l i c e n c e f o r f o r e i g n exchange required as w e l l as the l i c e n c e to import. 

But, according to the theory, and t h i s was confirmed i n p r a c t i c e , t h i s 
can only work f o r a l i m i t e d time; by end 1987, expected i n f l a t i o n was 
200% (because of expected r i s e s i n f u e l and import c o s t s ) . 

As for r e f l a t i o n , t h i s was a l s o done according to the model. Given the 
high excess c a p a c i t y , demand was able to expand without production 
c o n s t r a i n t s , i n c r e a s i n g employment, output, and even t o t a l p r o f i t s . The 
problems came from the balance of payments and from the supply of food 
and a g r i c u l t u r a l inputs." 

The model worked w e l l enough during the f i r s t 20 months of the govern
ment, and f o r the short-term o b j e c t i v e s . There were indeed two points 
which d i d not appear i n the model, because i t only considered 'one 
good', but which proved to be b e n e f i c i a l . 

F i r s t , i t d i d not foresee the e f f e c t s which the i n t e r n a l expansion would 
have on the demand f o r food. Thanks to t h i s , p r i c e s of a g r i c u l t u r a l 
products rose e x p l o s i v e l y , r e d i s t r i b u t i n g income to peasants (as w e l l as 
to wholesale and r e t a i l dealers) , although the government a l s o had to 
import food on a massive s c a l e , to meet the demands of the urban 
population. Secondly, the programme to help temporary labour and the 
r i g i d c o n t r o l of p r i c e s i n the modern sector brought an unprecedented 
r e v i v a l m informal urban a c t i v i t y (and income) , which r e d i s t r i b u t e d 
income to t h i s 'marginal' group. 

With these two e f f e c t s , these l a r g e low income sectors (Garcia's '70% of 
the population t r a d i t i o n a l l y at the margin') received a s u b s t a n t i a l 
increase i n income. Richard Webb (1987) has estimated that i n 1985 the 
r e a l income of the informal urban sector rose by 20% and of the peasant, 
24%. 

3.2. Results and f o r e c a s t s to 1990 

The s i t u a t i o n at end-1987 

In mid-1985, the Peruvian economy had a high l e v e l of unemployment and 
underemployment and stagnation of output, with the GDP per c a p i t a i n r e a l 
terms at the l e v e l of 20 years before. At the same time, i n f l a t i o n was 
high and i n c r e a s i n g ( i t was approaching 250%), which l e d to speculation 
and d o l l a r i s a t i o n of the economy, and discouraged productive investment. 
Linked to these problems, there was a climate of lack of confidence and 
lack of i n t e r e s t by economic groups i n e x p l o r i n g development oppor
t u n i t i e s , which was t r a n s l a t e d i n t o t r a n s f e r s abroad (the t o t a l of 
exported c a p i t a l i s estimated, c o n s e r v a t i v e l y , at US$7,000m.). 



This s i t u a t i o n had damaging e f f e c t s on the a l l o c a t i o n of resources, 
s t a b i l i t y of c o s t s , and income d i s t r i b u t i o n , with a consequent explosion 
of severe s o c i a l tensions. Terrorism increased, endangering the 
democratic system. Peru faced serious d i f f i c u l t i e s i n access to 
i n t e r n a t i o n a l f i n a n c i n g and i n debt s e r v i c i n g . These e x t e r n a l d i f f i c u l 
t i e s , as has been discussed, were the r e s u l t of the unfavourable world 
s i t u a t i o n , with a c o n t i n u i n g d e c l i n e i n terms of trade, growing d i f f i c u l 
t i e s i n s e l l i n g Peruvian exports, and high rates of i n t e r e s t . 
A l l these problems had been a l t e r e d f o r the b e t t e r during the f i r s t two 
years of the government, with i n c r e a s i n g growth, the end of d o l l a r i s a 
t i o n , income r e d i s t r i b u t e d , and lower rates of i n f l a t i o n . These 
successes, however, were pre c a r i o u s . 

By the middle of i t s term of o f f i c e , December 1987, the economic 
s i t u a t i o n of the country, i n i t i a l l y improved, could be summarised as 
f o l l o w s : 

1. economic growth, a f t e r exceeding expectations i n 1986 and 1987 (5% a 
year, or 10.3% cumulative, was expected, and 7.6%, 15.8% cumulative was 
achieved) , had f a l l e n as the c o n s t r a i n t s on the economy s t a r t e d to 
appear: 

a. P r a c t i c a l l y a l l the excess capacity had been brought i n t o use, m 
the s t r a t e g i c s e ctors of the economy, such as cement, s t e e l , paper, even 
though there was s t i l l 10% excess on average. 

b. I n t e r n a t i o n a l reserves had f a l l e n to very low l e v e l s , because of 
the high demand f o r f o r e i g n exchange, increased by s p e c u l a t i o n i n 1987. 

c. Investors were worried by government p o l i c y . 

2. I n f l a t i o n had increased (from the end of 1986) because: 

a. I t had been necessary to increase t a r i f f s and c o n t r o l l e d p r i c e s . 

b. There was growing u n c e r t a i n t y about future changes, f u e l l e d by the 
ra p i d f a l l i n i n t e r n a t i o n a l reserves. 

c. There was s p e c u l a t i v e s t o c l t - b u i l d i n g by businesses, aware that the 
negative i n t e r e s t r a t e s and the cost of f o r e i g n exchange would have to 
r i s e . 

In a d d i t i o n , d o l l a r i s a t i o n of the economy was r e t u r n i n g , the terms of 
trade had turned back against a g r i c u l t u r e , and, above a l l , there was a 
growing threat by the g u e r r i l l a s i n an atmosphere of i n c r e a s i n g s o c i a l 
unrest. I t was c l e a r that i n 1988 i t would be necessary to r a i s e the 
basic p r i c e s of the economy, and that both i n f l a t i o n and growth would 
d e t e r i o r a t e , i n other words: s t a g f l a t i o n . 

We would argue that t h i s f a i l u r e of the heterodox economic p o l i c y i s 
a t t r i b u t a b l e to three c e n t r a l f a c t o r s : 

a. The absence of s t r u c t u r a l changes during i t s a p p l i c a t i o n , s p e c i f i 
c a l l y the f a c t that there was no change i n patterns of production or of 
consumption to reduce the marginal propensity to import. 



b. Growth i n the economy had been general, i n s t e a d of d i r e c t e d 
s e l e c t i v e l y towards popular consumption goods and the inputs needed to 
make them. 

c. There had been inadequate stimulus f o r n o n - t r a d i t i o n a l exports. 

These conclusions lead us to the forecasts presented i n Table 2 f o r the 
balance of payments to 1990.' 

The f o r e c a s t of the e x t e r n a l accounts i s a p r o j e c t i o n , prepared i n 
accordance with our best understanding of the n a t i o n a l and i n t e r n a t i o n a l 
s i t u a t i o n . I t must take i n t o account the probable e v o l u t i o n of some 
v a r i a b l e s which are completely exogenous to the Peruvian economy, l i k e 
the i n t e r n a t i o n a l rate of i n t e r e s t , world i n f l a t i o n or terms of trade, 
and a l s o i n t e r n a l v a r i a b l e s which depend on economic p o l i c y or the long-
term economic s i t u a t i o n of the country. For t h i s reason, i t i s necessary 
to define the assumptions behind these v a r i a b l e s . F o r e c a s t i n g , however, 
always i m p l i e s a c e r t a i n margin of e r r o r , p a r t i c u l a r l y when the i n t e r n a 
t i o n a l s i t u a t i o n i s subject to large v a r i a t i o n s . 

Before presenting the base scena r i o , i t i s necessary to consider what the 
goal should be f o r economic growth during the period under c o n s i d e r a t i o n . 
GDP i n Peru, i n r e a l terms, grew at an annual rate of 5.3% between 1961 
and 1976. Since 1977, output has s u f f e r e d a long period of stagnation 
and c r i s i s , which, i n combination with the increase i n population, has 
meant that i n 1984 r e a l GDP per c a p i t a was 20% below that i n 1976. 
Taking t h i s as a reasonable measure of personal income, i t i s a p r i o r i t y 
that the economy should at l e a s t recover the 1976 l e v e l of GDP per c a p i t a 
(the population i s assumed to have grown at 2.6% p.a., the r a t e between 
the l a s t two censuses). 

Although t h i s goal appears r e l a t i v e l y modest and unambitious, i t 
nevertheless i m p l i e s that the economy must grow by 7% p. a. between 1985 
and 1989. This r a t e i s high, but s i m i l a r to that recorded between 1961 
and 1956 and between 1970 and 1974. I t must a l s o be r e l a t e d to the l a r g e 
quantity of resources which are s t i l l underemployed because of the f a l l 
i n output of 1983. and which, with good management, could be brought i n t o 
use. The urgency of achieving t h i s goal can be b e t t e r appreciated i f we 
note t h a t , i f growth were 4%, the 1975 l e v e l would only be reached i n 
1999. 

The forecast 
For exports (Table 3), i t i s necessary to remember that t r a d i t i o n a l 
exports behave d i f f e r e n t l y from n o n - t r a d i t i o n a l . Their p r i c e s f l u c t u a t e 
i n world markets and t h e i r volumes are not very s e n s i t i v e i n the short 
term to i n t e r n a l p o l i c i e s , as most re q u i r e investment with long maturity 
periods, much of which i s f o r e i g n or financed by f o r e i g n borrowing. 

In the past, the value of t r a d i t i o n a l exports has f l u c t u a t e d mainly 
because of i n t e r n a t i o n a l p r i c e s , but also because new p r o j e c t s have come 
on stream, some resources have been exhausted, and there have been c r i s e s 
i n some s e c t o r s . T o t a l export capacity has remained p r a c t i c a l l y 
unchanged f o r the l a s t 15 years. 

Given that primary export p r i c e s were extremely depressed at end 1987, 
f o r the f o r e c a s t f o r 1988-90 we assume a gradual recovery (5% p.a.). 



Table 2 

BALANCE OF PAYMENTS 1985-90 

1985 1986 1987 1988 1989 1995 

1. CURRENT ACCCMOT 605.0 -657.1 -820.5 -485.6 r581^5 r524..3 

A. mDE_BALMCE 1172^ ;16J -179.8 :432^ ^23,7 -152.8 

1. Exports of Goods 2978.0 2509.0 2586.2 2805.9 3154.3 3563.2 

2. Imports of Goods 1806.0 2525.1 2766.0 2938.1 3378.0 3716.0 

B. ramiCIAL SERVICES -531.0 r43JL0 -352.0 -268.0 -308.4 -351.0 

1. Public Sector -227.0" -240.0^ -210.0 -118.0 -143.4 -176.0 

2. Private Sector -304.0 -193.0 -142.0 -150.0 -165.0 -175.0 

C. WM FMAWCIAL SERVICES 170.0 ::301._0 ^0.7 -225.4 -199.4 ^90^5 

1. Exports services 814.0 796.0 816.5 874.6 983.0 1110.5 

2. Iii^iorts services 984.0 1100.0 1207.2 1100.0 1182.4 1301.0 

D. mNSmS 134.0 96.0 102.0 140.0 150.0 17_0^ 

1. Long Term Capital 223.0 205.1 285.0 636,0 846.J 670.0 

E. PtBUC SECTOR 346.0 189.1 157.0 536.0 736.4 550.0 

1. Receipts 693.0 475.0 425.0 801.0 1016.4 850.0 

2. Repayments -347.0= -286.9= -260.0 -265.0 -380.0 -300.0 

F. PRIVATE SECKK -123.0 VLO 128.0 100.0 110.0 120.0 

1. Basic Balance 829.0 -452.0 -535.5 150.4 264^9 145,7 
G. SHC»T TERM CAPITAL -548.0 -7.0 -121.0 -50.0 -70.0 -85.0 

AND ERRORS AND CMISSICNS 
BALAMCE OF PAYMHWS 280.0 -459.0 -^56.5 100.4 194.^ 60/7 

2. NET RESffiVES 1383.0 924.0 267.5 367.5 562.6 623.5 

"Treatment of arrears differs frcm Table A-1 



I t I S necessary to note tha t , i n the past, there have been larg e 
f l u c t u a t i o n s i n the p r i c e s of these products. For example i n 1979, 
p r i c e s rose by 42% and i n 1982 they f e l l by 18% ( t h i s v a r i a b i l i t y i s 
worse f o r some products, such as s i l v e r , which i n January 1980 rose to 
S50 per Troy ounce and i n June 1982 f e l l to $4.9 per Troy ounce). 

For volume, we expect growth to be 2-3% p.a., taking account of some 
mining operations which w i l l come i n t o production i n the pe r i o d , the 
gradual recovery of the a g r i c u l t u r a l sector and of marine resources, but 
als o the gradual f a l l i n output of o i l . Remote p o s s i b i l i t i e s have been 
ignored, for example of an exceptional discovery or n a t u r a l d i s a s t e r . In 
a d d i t i o n , no change was assumed i n i n c e n t i v e s to d i r e c t investment which 
might s t i m u l a t e new mining investments and therefore higher t r a d i t i o n a l 
exports. This would probably only have e f f e c t s over a longer period as 
such p r o j e c t s r e q u i r e long periods of investment, and are high r i s k . 
Foreign d i r e c t investment could play an important r o l e i n t h i s as a 
complement to domestic saving, p a r t i c u l a r l y i n petroleum which i s subject 
to serious r i s k s . But some metal products could be s e r i o u s l y a f f e c t e d by 
t e c h n o l o g i c a l change. 

T r a d i t i o n a l exports of a g r i c u l t u r a l and marine products would be 
d i f f i c u l t to increase given the growing use of s u b s t i t u t e s for cotton and 
fishmeal, and the presence of quotas i n some markets, f o r example f o r 
sugar and c o f f e e . These may hold p r i c e s above a free market l e v e l , but 
they r e s t r i c t the volume. I t therefore seems u n l i k e l y that t r a d i t i o n a l 
products could be increased more than i n the base scenario. 

These f o r e c a s t s imply income from t r a d i t i o n a l exports of $15,700m. during 
the period. A change of 10% i n p r i c e s would make a d i f f e r e n c e of $300-
400m per year i n t h i s income. 

Foreign s a l e s of n o n - t r a d i t i o n a l products are mainly manufactures, whose 
p r i c e s vary l e s s than f o r primary goods. Their volumes depend p a r t l y on 
f a c t o r s e x t e r n a l to the Peruvian economy, such as pro t e c t i o n i s m i n t h e i r 
markets, but al s o on i n t e r n a l f a c t o r s , i n c l u d i n g l o c a l demand, production 
cap a c i t y , and i n t e r n a l promotion. 

Peru can create i n d u s t r i e s which would be i n t e r n a t i o n a l l y competitive. 
But t h i s must be based on the n a t u r a l resources which are a v a i l a b l e , the 
type of labour a v a i l a b l e , and p o s s i b l y on i t s r e l a t i v e l y low energy costs 
( e s p e c i a l l y i f i t i s p o s s i b l e to complete the hydro-power programme). 
In c e r t a i n s e c t o r s , e s p e c i a l l y those l i n k e d to n a t u r a l resources l i k e 
mining and f i s h , i t would be p o s s i b l e to compete i n the market f o r 
providing technology, e s p e c i a l l y i n countries at s i m i l a r or lower l e v e l s 
of development i n A f r i c a , Oceania and A s i a . 

Processing of a g r i c u l t u r a l , f i s h , mining, f o r e s t r y , and t r o p i c a l 
products, as w e l l as Andean s p e c i a l i t i e s , could be the ba s i s f o r an 
in d u s t r y i n c l u d i n g semi-processed and f i n i s h e d manufactures, mass 
production goods and s p e c i a l t y products, mass and luxury consumption 
products, and c a p i t a l goods using intermediate technology. 

N o n - t r a d i t i o n a l exports, m the short term, are more s e n s i t i v e than the 
t r a d i t i o n a l to i n t e r n a l p o l i c y to increase t h e i r p r o f i t a b i l i t y , because 
of the considerable excess capacity and because t h e i r i n t e r n a l production 
can be increased by means of q u i c k l y maturing investments and by s h i f t i n g 



TABLE 3 

exPORTS FOB - PRIMCIPAL PRODUCTS lUSjm) 

1984 1985 1986 1987 1988 1989 1990 B6/85 87/86 
% change 
88/87 89/88 90/89 

I: TRADITIONAL PRODUCTS 2420,7 2264.0 1861.0 1896.2 1955.9 2154.3 2353.2 -17.8 1.9 3.1 10.1 9.2 

1. Fishmeal 137,3 118.0 204.0 238.9 285.1 312.1 347.2 72.9 17.1 19.3 9.5 11.2 

Volume ('000 tonnes) 
Price (t/tonne) 

401,0 
342,4 

508.0 
232.6 

716.0 
285.5 

784.3 
304.1 

862.7 
330.5 

931.7 
335.0 

1006.3 
345.0 

40.9 
22.7 

9.5 
6.5 

10.0 
8.7 

8.0 
1.4 

8.0 
3.0 

2. Cotton 22,8 51.0 39.0 21.3 25.0 26.3 28.7 -23.5 -45.4 17.4 5.2 9.1 

Vnloine ('00,000 Ibl 
Price fcents/lb) 

246.0 
92,6 

624.0 
82.6 

473.0 
82.0 

212.8 
100.1 

250.0 
100.1 

260.0 
101.0 

273.0 
105.0 

-24.2 
-0,7 

-55.0 
22.1 

17.5 
0.0 

4.0 
0.9 

5.0 
4.0 

3. Sugar 48,8 23.0 22.0 15.0 13.4 18.4 22.6 -4.3 -31.8 -10.7 37.3 22.6 

Volume ('000 tonnes) 
Price (cents/lb) 

116,0 
1<I,4 

64.0 
16.8 

55.0 
18.5 

33.0 
20.5 

30.0 
20.5 

33.0 
25.6 

35.0 
29.7 

-II, A 
10.1 

-40.0 
10.8 

-9.1 
0.0 

10.0 
24.9 

6.1 
16.0 

4. Coffee 126,0 151.0 272.0 153.4 151.9 157.1 172.9 80,1 -43.6 -1.0 3.4 10.1 

Volume {'000 tonnes) 
Price (cents/lb) 

51,0 
112,7 

60.0 
115.9 

74.0 
169.0 

75.0 
94.0 

78.2 
89.3 

80.9 
89.3 

83.0 
95.8 

23.3 
45.8 

1.4 
-44.4 

4.3 
-5.0 

3.5 
0.0 

2.6 
7.3 

5. Copper 441,9 476.0 437.0 488.3 541.3 564.7 626.b -8,2 11.7 10.9 4.3 11.0 

Volume f'000 tonnes) 
Price (cents/lb) 

337,0 
59.5 

363.0 
59.3 

341.0 
58.0 

351.6 
63.0 

361.6 
67.9 

368.0 
69.6 

372.0 
76.4 

-fc.l 
-2,2 

3.1 
8.6 

2.8 
7.8 

1.8 
2.5 

1.1 
9.8 

6. Iron 57,8 76.0 58.0 64.7 63.0 62.7 68.3 -23.7 11.6 -2.6 -0.5 8.9 

Volume ('000.000 tonnes) 
Price (J/tonne) 

4.2 
13,9 

5.2 
14.6 

4.2 
13.8 

4.5 
14.4 

4.7 
13.4 

4.9 
12.8 

5.1 
13.4 

-19.2 
-5.5 

7.1 
4.3 

4.4 
-6.9 

4.3 
-4.5 

4.\ 
4.7 

7. Refined Silver 227.3 140.0 110.0 91.4 0.0 142.2 168.3 -21.4 -16.9 -100.0 ERR 18.4 

Volume ('000,000 troy oz) 
Price (S/troy oz) 

26,8 
8.5 

22.3 
6,3 

19.5 
5.6 

12.0 
7.6 

0.0 
7.8 

18.0 
7.9 

19.8 
8.5 

-12.6 
-11.1 

-38.5 
35.7 

-100.0 
2.6 

ERR 
1.3 

10.0 
7.6 

8. Lead 233,2 202.0 164.0 219.7 223.3 225.9 249.2 -18.8 34.0 1.6 1.2 10.3 

Volume ('000 tonnes) 
Price (cents/lb) 

180.0 
58.7 

174.0 
52.7 

130.0 
57.4 

136.7 
72.9 

139.9 
72.4 

143.3 
71.6 

147.0 
76.9 

-25.3 
8.9 

5.2 
27.0 

2.3 
-0.7 

2.4 
-1.2 

2.6 
7.6 

9. Zinc 340.8 268.0 246.0 242.9 245.6 258.0 281.4 -8.2 -1.3 1.1 5.0 9.1 

Volume ('000 tonnes) 
Price (cents/lb) 

512.0 
30.2 

459.0 
26.4 

491.0 
22.7 

453.4 
24.3 

458.4 
24.3 

469.9 
24.9 

481.6 
26.5 

7.0 
-14.0 

-7.7 
7.0 

1.1 
0.0 

2.5 
2.5 

2.5 
6.4 

Petroleum, crude and 
refi ned 

Volume ('000,000 barrels) 
Price ( S /barrel) 

H: NON-TRADITIONAL 
PRODUCTS 

618.3 645.0 236.0 305.6 342.3 321.9 323.0 -63.4 29.5 12.0 -8.0 0.8 

24.1 
25.6 

27.1 
23.9 

22.0 
10.7 

19.2 
15.9 

18.5 
18.5 

17.4 
18.5 

17.0 
19.0 

-18.6 
-55.2 

-12.7 
48.6 

-3.6 
16.4 

-5.9 
0.0 

-2.3 
2.7 

166.5 114.0 73.0 55.0 65.0 65.0 65.0 -36.0 -24.7 18.2 0.0 0.0 

726.3 714.0 648.0 690.0 850.0 1000.0 1210.0 -9.2 6.5 23.2 17.6 21.0 

3147.0 2978.0 2509.0 2586.2 2805.9 3154.3 3563.2 13.0 



production from the n a t i o n a l market to exports. The forecast i s that 
these w i l l average US$ 1,000m. per annum. 

In the medium and longer terra, Peru has many p o t e n t i a l products which 
could compete i n t e r n a t i o n a l l y , but i t w i l l need to overcome p a r t i c u l a r 
problems to implement a p o l i c y of producing for export. As regards 
cotton, a f i b r e i n which Peru i s h i g h l y competitive because of the 
c h a r a c t e r i s t i c s of i t s crop, the p o l i c y has been to promote s u b s t i t u t e 
crops l i k e maize and r i c e , which not only r e s t r i c t s exports, but a l s o 
hinders the development of exports of t e x t i l e s and c l o t h i n g , based on the 
q u a l i t y advantages of Peruvian cotton. I t i s obvious that Peru's 
capacity to compete i n sugar when faced with the s u b s i d i e s i n the US and 
the EEC, i s marginal, even i f i t can obtain high p r i c e s i n the protected 
US market. Replacing t h i s product could lead to a s u b s t a n t i a l increase 
i n a g r o - i n d u s t r i a l production, some of which could be f o r export, 
e s p e c i a l l y of high value crops. In the case of alpaca wool, genetic 
research and new systems of c a t t l e management could s u b s t a n t i a l l y 
increase the production of the wool; t h i s would again support develop
ment i n the t e x t i l e i n d u s t r y . 

To these, we can add some new products where Peru has p a r t i c u l a r 
advantages i n entering export markets. In a g r i c u l t u r e , and marine 
c u l t u r e , i t may be p o s s i b l e to ' c u l t i v a t e ' i n t e n s i v e l y some sea resour
ces, i n c l u d i n g f i s h and s h e l l f i s h . World demand f o r these products i s 
one of the most dynamic areas of growth, and there are o p p o r t u n i t i e s not 
only f o r those already exported l i k e shrimp and s c a l l o p s , but a broad 
range of products which could supply p r o t e i n f o r poorer c o u n t r i e s , as 
w e l l as frozen f i s h f o r intermediate markets and l u x u r y products for the 
Asian and i n d u s t r i a l markets. I t i s a l s o p o s s i b l e to promote new 
t r o p i c a l products, as both woods and t r o p i c a l foods have been under
developed. 

In order to increase exports s i g n i f i c a n t l y , i t i s necessary to have a 
long-term programme to increase p r o d u c t i v i t y , and thus increase i n t e r n a 
t i o n a l c o m p e t i t i v i t y , i n some s e c t o r s ; i n others, what i s necessary i s 
i n c e n t i v e s to produce. This must be i n accordance with the needs of the 
market. I t i s necessary to ensure i n advance that the product i s 
s u i t a b l e , i d e n t i f y i n g the requirements of the consumers. This i s a 
s u b s t a n t i a l change from past p r a c t i c e i n i n d u s t r y , where exports of 
surpluses meant the products were s u i t a b l e for the i n t e r n a l market. I t 
also i m p l i e s more resources f o r design, research and marketing, on a 
continuing b a s i s . 

A second requirement f o r the i n d u s t r i a l sector i s that i t should be 
s e l e c t i v e i n choosing exports. Before investments are made, i t i s 
necessary to e s t a b l i s h which branches have the greatest p o t e n t i a l over a 
reasonable h o r i z o n . T h i r d , i t i s necessary to take the i n i t i a t i v e , which 
requires an aggressive export m e n t a l i t y i n both the p r i v a t e and p u b l i c 
s e c t o r s . This r e q u i r e s the country to have a permanent export p o l i c y and 
not a l t e r n a t e between rewards and d i s i n c e n t i v e s to exports, i n a way, 
which prevents the development of an export s e c t o r . 

In the e a r l y 1970s, the Andean Group planned a system of general 
i n t e g r a t i o n which would s t a r t from measures to f r e e trade and reduce 
r e s t r i c t i o n s on almost a l l products, then move to a common external 
t a r i f f , and e v e n t u a l l y form a true wider market to promote i n t r a t r a d e and 



r a t i o n a l i s e production. The hard r e a l i t i e s of the n e g o t i a t i o n of the 
agreement meant that exceptions to the r u l e s arose which e f f e c t i v e l y 
r e s u l t e d i n a high proportion of production i n the member coun t r i e s 
remaining outside the i n t e g r a t i o n process. 

In s p i t e of t h i s , the Andean Group achieved some i n i t i a l success i n 
i n c r e a s i n g trade among i t s member c o u n t r i e s . This was p a r t l y because 
some c o u n t r i e s , e s p e c i a l l y Venezuela, followed i n t e r n a l p o l i c i e s which 
favoured imports from the other members, while others e s t a b l i s h e d systems 
to promote t h e i r exports which improved t h e i r competitiveness i n the 
Andean market. For c e r t a i n countries i n the subregion, and e s p e c i a l l y 
f o r Peru, the Andean market was a promising one f o r some branches of 
in d u s t r y whose capacity to compete m other markets was marginal, 
i n c l u d i n g metal products, s t e e l , and chemicals. 

¥hen the balance of payments problems of the region increased, and some 
countries adopted adjustment programmes, the measures taken not only 
changed r e l a t i v e exchange rates i n ways that meant a major change i n 
r e l a t i v e p r i c e s among the member c o u n t r i e s , but a l s o l e d to a gradual 
c l o s i n g of n a t i o n a l markets, with p r o h i b i t i o n s or q u a n t i t a t i v e r e s t r i c 
t i o n s on imports. This brought a dramatic f a l l i n r e g i o n a l trade, and 
growing disenchantment. 

Many of the reasons which stimulated i n t e g r a t i o n i n the 1960s, however, 
remain v a l i d . I t i s s t i l l true that there are economies of scale to be 
gained from the subregional market, although new technologies i n many 
cases reduce these. The idea of a wider market which could have the same 
weight as those of the large countries of L a t i n America l i k e Argentina, 
B r a z i l , and Mexico a l s o remains a p o s s i b l e g o a l ; even B r a z i l and 
Argentina have seen the advantages of co-operation, i n agreements signed 
i n 1986. 

At present, d i s c u s s i o n of the future of the Andean i n t e g r a t i o n process i s 
complex. Many governments do not see a way out of t h e i r present 
d i f f i c u l t i e s , and have no plans which would allow them to overcome the 
c r i s i s , while others have stopped a l l government a c t i o n . In order to r e 
e s t a b l i s h the o r i g i n a l enthusiasm f o r the i n t e g r a t i o n process i t would be 
necessary to o f f e r the Andean cou n t r i e s an a l t e r n a t i v e of p a r t i a l 
i n t e g r a t i o n which would allow them the freedom to use the p r i n c i p a l t o o l s 
of economic p o l i c y , without excessive l o s s of sovereignty, and then l a t e r 
to move to more complete i n t e g r a t i o n , as an ultimate o b j e c t i v e . 

F i r s t , the Andean Group could cut the cost f o r i n d i v i d u a l c o u n t r i e s of 
analysing new t e c h n o l o g i c a l innovations. New processes based on 
m i c r o e l e c t r o n i c and genetic a p p l i c a t i o n s are probably the most l i k e l y to 
b e n e f i t from j o i n t a c t i o n at the subregional l e v e l . This could begin 
with basic research and t r a i n i n g of the researchers needed to take 
advantage of the new techniques, and extend to the implementation of 
experimental production i n which the subregional market could be a step 
towards i n t e r n a t i o n a l competitiveness. 

Secondly, there- are i n the Andean Group some products, e s p e c i a l l y i n 
i n d u s t r y , which must be adapted because of t e c h n o l o g i c a l changes. Again, 
although i t may be more d i f f i c u l t , i t i s p o s s i b l e to agree j o i n t 
programmes to reduce the cost to each country of t h i s r e s t r u c t u r i n g . For 
t h i s i t w i l l be necessary to i n c l u d e the companies a f f e c t e d i n the 



planning process, to receive t h e i r a s s i s t a n c e , and to show them the 
advantages of a gradual and o r d e r l y transformation which w i l l e v e n t u a l l y 
permit them to compete at world l e v e l . 

T h i r d l y , i t would be p o s s i b l e to promote a wide range of o p p o r t u n i t i e s 
f o r r e g i o n a l co-operation which would strengthen the l i n k s among the 
Andean Group and increase i t s i n t e r n a t i o n a l standing, and thus i t s 
n e g o t i a t i n g p o s i t i o n r e l a t i v e to other areas. These types of measure 
include strengthening the r o l e of the Andean Reserve fund (FAR) and the 
Andean Development Corporation (CAF) on the f i n a n c i a l s i d e ; research on 
s o c i a l programmes; co-operation on a g r i c u l t u r e , c a t t l e r a i s i n g and 
f i s h i n g ; and j o i n t commercial n e g o t i a t i o n s , both b i l a t e r a l and m u l t i 
l a t e r a l . 

There are three other l a r g e markets which could be relevant to Peru, 
i n d i v i d u a l l y or as part of a process of L a t i n American i n t e g r a t i o n . The 
most important of these i s B r a z i l , which w i l l be one of the most 
important economies i n the world by the beginning of the 21st century, 
with a large i n t e r n a l market and a f i n a n c i a l and t e c h n o l o g i c a l super
i o r i t y compared with the r e s t of L a t i n America. I t i s p o l i t i c a l l y 
impossible to ignore the presence of B r a z i l and what i t w i l l imply f o r 
Peru. The design of a strategy f o r Peruvian r e l a t i o n s with B r a z i l , and 
f o r Peru to act as an 'economic l i n k ' between i t and the other area of 
high economic growth, the P a c i f i c Basin, i s a subject which deserves 
serious a n a l y s i s . 

Among the c o u n t r i e s of the Basin, Japan, Singapore, and Hong Kong are 
p a r t i c u l a r l y important as s u p p l i e r s of finance and consumers of luxury 
products; Malaysia, Indonesia and Thailand would be countries with 
s i m i l a r l e v e l s of development with which trade i n technology i s p o s s i b l e ; 
South Korea and Taiwan are producers of advanced manufactures; and 
A u s t r a l i a and New Zealand have many s i m i l a r i t i e s i n n a t u r a l resources, 
such as mining and f i s h i n g . A l l o f f e r l a r g e p o t e n t i a l f o r trade {and, 
probably, financing) f o r Peru and L a t i n America. Peru has an exception
a l l y favourable l o c a t i o n to take advantage of t h i s and b e n e f i t from i t . 
There has a l s o been a high degree of complementarity, which could 
increase i f Peru f o l l o w s t h i s route. This, however, would r e q u i r e 
changes on both sides and more contacts between the business s e c t o r s . 

As regards Mexico, transport d i f f i c u l t i e s and the n a t u r a l linkage of 
Mexico with the US are problems f o r c l o s e r r e l a t i o n s h i p s with L a t i n 
America. 

L a t i n America i s an area to which Peru, at l e a s t economically and 
commercially, has given l i t t l e a t t e n t i o n i n the past. I f i t wants to 
reduce i t s present linkages with the US and the EC, which are harmful 
from some po i n t s of view, more trade with L a t i n America, e s p e c i a l l y with 
the other Andean cou n t r i e s and B r a z i l , could be an appropriate s t r a t e g y . 

F i n a l l y , sales of s e r v i c e s were forecast (excluding tourism, which was 
tr e a t e d as a n o n - t r a d i t i o n a l e x p o r t ) . These were expected to grow only 
i n l i n e with world i n f l a t i o n . They do not present o p p o r t u n i t i e s for 
greater growth, as they c o n s i s t mainly of income from di p l o m a t i c missions 
i n Peru, insurance, and telecommunications. 



Imports are mainly goods, and w i t h i n these mainly intermediate and 
c a p i t a l goods, with consumption goods l e s s important. Imports of inputs 
and c a p i t a l goods i n recent years have been, on average, about 11% of 
GNP. But a r a p i d expansion of production u s u a l l y leads to a greater 
increase i n imports, and the reverse f o r a lower r a t e , because expansion 
encourages economic agents to make replacement investments, expand 
capaci t y , and increase stocks. 

The manufacturing sector has been developed i n con d i t i o n s which favour 
i n t e n s i v e use of c a p i t a l and imported i n p u t s . The t r a d i t i o n a l mining 
sectors have a high share of imported c a p i t a l because they have a high 
need f o r i n f r a s t r u c t u r e and s o p h i s t i c a t e d machinery. Given that 
technology and i n d u s t r i a l s t r u c t u r e are d i f f i c u l t to change i n the short 
run, these imports are e s s e n t i a l f o r economic growth. 

There are n a t u r a l and s t r u c t u r a l l i m i t s to the domestic production of 
some goods, l i k e a g r i c u l t u r a l m a t e r i a l s and c a p i t a l goods, but there are 
op p o r t u n i t i e s f o r s u b s t i t u t i o n f o r some imports. In the medium term, i t 
i s not p o s s i b l e to achieve s i g n i f i c a n t changes i n consumption h a b i t s or 
i n the use and development of technology. Nor i s i t p o s s i b l e to achieve 
a increase i n arable land. But t h i s does not mean that i t i s not 
e s s e n t i a l to make e f f o r t s i n these d i r e c t i o n s f o r the f u t u r e . In Peru, 
there are various examples of t h i s d i f f i c u l t y i n changing consumption 
preferences. 

Estimating the s t r u c t u r e and s e c t o r a l composition of imports over the 
l a s t 25 years, an e l a s t i c i t y of 1.2 r e l a t i v e to GDP has been found, 
implying t o t a l imports i n the forecast period of $10,000m. (Table 4 ). 

The f i r s t type of imports to analyse i s food products. In 1984 these 
were 10% of the t o t a l , made up p r i n c i p a l l y of meat, d a i r y products, 
wheat, and soya o i l . $25m. of meat was imported annually i n s p i t e of the 
e f f o r t s made to promote f i s h consumption and the existence of a s i g 
n i f i c a n t p o t e n t i a l of marine resources which could be used more i n t e n 
s i v e l y f o r human consumption. The same i s true f o r d a i r y products, 
where imports were $35m. because of the preference f o r evaporated over 
powdered and pasteu r i s e d milk whose l o c a l production has a s i g n i f i c a n t l y 
smaller use of imported i n p u t s . S i m i l a r l y , Peruvians consume bread made 
with wheat f l o u r , which costs about $80m. a year, i n s t e a d of using f l o u r 
from other g r a i n s - cassava, sweet potato, potato, among others - whose 
n a t i o n a l output i s much greater than that of wheat. 

Because of the problems i n changing consumption h a b i t s , i t would be 
necessary to look at the p o s s i b i l i t i e s of i n c r e a s i n g domestic production 
of the imported products. In the medium term, there are serious l i m i t s 
to t h i s . For meat and d a i r y products, i t would be necessary to increase 
pastures without d i s p l a c i n g c u l t i v a t e d land i n e x i s t i n g a g r i c u l t u r e areas 
and to avoid competition between i n c r e a s i n g production of meat and d a i r y 
products. A step i n t h i s d i r e c t i o n would be the 3000 hectares f o r 
pastures which could come from the Majes p r o j e c t . But i t would s t i l l be 
necessary to import new c a t t l e to increase production. For wheat, i t i s 
not r e a l l y p o s s i b l e , given the country's productive i n f r a s t r u c t u r e , to 
reduce f o r e i g n purchases s i g n i f i c a n t l y i n the medium term. Local 
production i s almost e n t i r e l y of white s o f t g r a i n s , not used i n the f l o u r 
i n d u s t r y , which buys almost a l l i t s inputs from imported hard g r a i n . To 
increase the production of t h i s v a r i e t y , without at the same time c u t t i n g 



Table 4 

IrTiports i .Q.b 

% Changes 
1984 1985 1986 1987 1988 1989 1990 

86/85 87/86 88/87 89/88 90/89 

COKSUMPTION GOODS 255.1 112.0 351.0 331.8 290.1 270.0 250.0 213.4 - 5.5 -12.6 - 6.9 - 7.4 

Pub l i c Sector 37.7 11.0 116.0 112.3 113.0 110.0 105.0 954.5 - 3.2 0.6 - 2.7 - 4.5 
Private Sector .217.4 101.0 235.0 219.5 177.1 160.0 145.0 132.7 - 6.6 -19.3 - 9.7 - 9.4 

IKTERMEDIftTE GOODS 948.9 841.0 1279.0 1475.2 1629.D 1779.0 1980.0 52.1 15.3 10.4 9.2 11.3 

Public Sector 323.9 296.0 372.0 471.4 450.8 500.0 529.0 25.7 26.7 - 4.4 10.9 5.8 
Pri v a t e Sector 625.0 545.0 907.0 1003.8 1178.2 1279.0 1451.0 66.4 10.7 17.4 8.6 13.4 

CAPITAL GOODS 771.0 558.0 691.1 753.0 849.0 U57.0 1311.0 23.9 9.0 12.7. 36.3 13.3 

Public Sector 400.0 169.0 158.1 146.0 161.0 181.0 210.0 - 6.4 - 7.7 10.3 12.4 16.0 
Pr i v a t e Sector 371.0 389.0 533.0 607.0 688.0 976.0 1101.0 37.0 13.9 13.3 41.9 12.8 

OTHERS N.E.E. 164.0 295.0 204.0 195.0 170.0 172.0 175.0 - 30.8 - 4.4 -12.8 1.2 1.7 

Public Sector 94.0 227.0 159.0 150.0 130.0 132.0 135.0 - 30.0 - 5.7 -13.3 1.5 2.3 
Private Sector 70.0 68.0 45.0 45.0 40.0 40.0 40.0 - 33.8 0.0 -11.1 0.0 0.0 

TOTAL 2139.0 1806.0 2525.1 2755.0 2938.1 3376.0 3716.0 39.8 9.1 6.6 15.0 10.0 



the former, would r e q u i r e a s i g n i f i c a n t increase i n p r o d u c t i v i t y or i n 
c u l t i v a t e d land - changes which could only be achieved over a longer 
term. 

Imports of soya o i l are worth approximately $50m. There i s no pos
s i b i l i t y whatsoever of i n c r e a s i n g i t s domestic production s i g n i f i c a n t l y , 
given that the q u a l i t y of the land i n Peru does not permit p r o f i t a b l e 
c u l t i v a t i o n of soya. An increase i n palm o i l , which could permit a 
s i g n i f i c a n t reduction i n imports of soya o i l , could only be achieved over 
6 or 7 years, as a r e s u l t of the advances which are being made at the 
edge of the f o r e s t . On the other hand, given that f i s h o i l i s complemen
ta r y f o r making mixed o i l s , i t s greater production could c o n t r i b u t e 
s i g n i f i c a n t l y to reducing soya imports. 

A s u b s t a n t i a l reduction i n food imports would only be p o s s i b l e i f 
measures l i k e r a t i o n i n g were taken. But t h i s would introduce i n e f f i c i e n 
c i e s and d i s t o r t i o n s i n t o the economy, and damage consumer welfare. 

Other f o r e i g n spending which could be r e s t r a i n e d without adversely 
a f f e c t i n g the l e v e l of growth would be Peruvian t o u r i s t spending abroad 
and imports of luxury consumption goods. These include p r i v a t e c a r s , 
colour TVs, stereophonic s e t s , t o i l e t a r t i c l e s and j e w e l l e r y . Luxuries 
represent 4% of t o t a l imports, and tourism, 3%. A reduction of these 
outflows of funds could be achieved through p r o h i b i t i o n s , quotas or high 
t a r i f f s which, l i k e r a t i o n i n g , have p r e j u d i c i a l e f f e c t s on the e f f i c i e n c y 
of the economy and the well-being of the consumer. 

The a n a l y s i s of e x t e r n a l f i n a n c i n g must consider two components - d i r e c t 
investment and borrowing; both supplement domestic saving, but the second 
can a l s o be used f o r temporary balance of payments f i n a n c i n g . 

Foreign investment has an important r o l e i n a country l i k e Peru with 
metal and o i l resources and without a high l e v e l of i n t e r n a l saving. I t 
also has the advantage that the country i t s e l f does not take the r i s k 
inherent i n e x p l o i t i n g such resources; normally i t leads to productive 
investment and expansion of economic output. 

Achieving a s i g n i f i c a n t l e v e l of f o r e i g n investment r e q u i r e s a p o l i c y 
that takes i n t o account i n t e r n a t i o n a l c o n d i t i o n s as w e l l as the needs and 
p r i o r i t i e s of the host country. I t i s necessary to remember, however, 
that both f o r e i g n investment and borrowing have a cost for the economy i n 
terms of p r o f i t s remitted or i n t e r e s t payments. 

In the forecast discussed here, i t was assumed that net d i r e c t investment 
would be n i l during the 3-year per i o d . In s p i t e of the expectation of 
some new investment, high mining and o i l investments i n the past 10 years 
w i l l lead to a s u b s t a n t i a l outflow. The two f a c t o r s were expected to be 
o f f s e t t i n g , unless there was some s i g n i f i c a n t change which a t t r a c t e d 
c a p i t a l (for example to e x p l o i t n a t u r a l gas), not allowed f o r i n the 
fo r e c a s t . 

Foreign borrowing depends p a r t l y on i n t e r n a l d e c i s i o n s (how much does a 
country want to increase i t s debts?), and p a r t l y on the supply of 
i n t e r n a t i o n a l finance. The excessive debt in c u r r e d before 1984 and the 
high i n t e r n a t i o n a l rates of i n t e r e s t c o n s t i t u t e d a serious problem f o r 
Peru. We should note tha t , given the s t r u c t u r e of Peruvian debt, i n 



order f o r such borrowing not to be an unsustainable burden on the 
economy, the r a t i o of debt to production should not exceed approximately 
two t h i r d s . A higher debt might permit an a r t i f i c i a l growth of the 
economy i n the short term, but i t would lead to l a t e r c r i s e s i n which 
t h i s e x t r a growth would be l o s t . Peru's experience i n the past 15 years 
shows that only i n periods of great d i f f i c u l t y (1977-8 and 1983-4) d i d i t 
g r e a t l y exceed t h i s r a t i o . 

This a n a l y s i s of the i n d i v i d u a l v a r i a b l e s allows us to obtain a general 
view of the prospects f o r the next three years, and a l s o helps us to 
understand the p o s s i b l e problems which the ex t e r n a l sector of the economy 
could present. The base scenario described here, as can be seen i n Table 
2, shows a cumulative d e f i c i t on current account of almost SI,700m. f o r 
the three years 1988-90. Probably i t w i l l be much greater as our 
fore c a s t s f o r n o n - f i n a n c i a l s e r v i c e s exports are very o p t i m i s t i c . 

The r e s u l t s of t h i s on the c a p i t a l account show that Peru must r e 
e s t a b l i s h i t s r e l a t i o n s with the commercial banks, given the l a r g e 
i n f l o w s needed by the p u b l i c sector ($900m. per annum on average). I t i s 
also necessary to achieve a large increase i n n o n - t r a d i t i o n a l exports and 
to obtain i n t e r n a t i o n a l agreement on reducing the heavy costs of 
f i n a n c i n g the e x t e r n a l debt. In order to remove the e x t e r n a l c o n s t r a i n t , 
i t i s e s s e n t i a l to make e f f o r t s on both the i n t e r n a t i o n a l and the 
n a t i o n a l l e v e l . 

I n t e r n a l l y , the p o l i c y which i s to hand, and indispensable, i s to 
increase the country's capacity to earn f o r e i g n exchange. To do t h i s , 
n o n - t r a d i t i o n a l exports should be encouraged; these are a c e n t r a l element 
of p o l i c y i n the short term. They should have p r i o r i t y as they increase 
output and u t i l i s a t i o n of resources as w e l l as earning f o r e i g n exchange. 
This i s p r e f e r a b l e to c u t t i n g spending or depending on e x t e r n a l finance. 

T r a d i t i o n a l exports should be stimulated with equal vigour, not only by 
domestic e f f o r t s , but by encouraging a s i g n i f i c a n t l y higher i n f l o w of 
fo r e i g n investment as a complement to domestic spending. This would make 
a s i g n i f i c a n t c o n t r i b u t i o n to improving the balance of. payments i n the 
medium term. Both types of exports r e q u i r e new measures, which should be 
treated as permanent and as an i n t e g r a l part of a maeroeconomic p o l i c y 
and a coherent development strategy. 

Foreign borrowing should be complementary to these e f f o r t s , e s p e c i a l l y 
that which can come from sources of s o f t c r e d i t s , such as the i n t e r n a 
t i o n a l o r g a n i s a t i o n s , given the high cost and poor prospects f o r 
borrowing from the commercial banks. Nevertheless, the greater part of 
the f o r e i g n exchange gap should be covered by improving the balance of 
trade. This should be done through energetic p o l i c i e s to reduce imports 
which are not e s s e n t i a l f o r production and i n combination with p o l i c i e s 
to increase exports. 

I f these e f f o r t s are i n s u f f i c i e n t , the only a l t e r n a t i v e i s to reduce 
imports s t i l l f u r t h e r , which would req u i r e acceptance of a lower rate of 
growth, and a slower recovery of the 1976 income l e v e l . 



NOTES 

1. This i s more f u l l y developed i n Schuldt (1980), chapter 1. 

2. T r a d i t i o n a l l y Peru has used the concept of Net Reserves. Since J u l y 
1985, i t has added to t h i s holdings of gold and s i l v e r and included 
l i a b i l i t i e s to the IMF. 

3. The 10% l i m i t on debt s e r v i c e i s j u s t i f i e d by the f o l l o w i n g arguments: 

a) In r e l a t i o n to the short and long-term o b j e c t i v e s of the governments, 
by the pressure of the e x t e r n a l c o n s t r a i n t . In order to improve 
immediately the l i v i n g c o n d i t i o n s of the m a j o r i t y of the population and 
to e s t a b l i s h a new p a t t e r n of development, that i s to s a t i s f y the 
' i n t e r n a l s o c i a l debt', i t was e s s e n t i a l to cut the payments. 

b) As f a r as the d u r a t i o n of the moratorium i s concerned, i n i t i a l l y i t 
was f i x e d at s i x months. Then the government extended i t to an 
indeterminate p e r i o d ' u n t i l c o n d i t i o n s change', that i s u n t i l the terms 
of trade improve, i n t e r e s t rates f a l l , and the i n d u s t r i a l countries 
reduce t h e i r p r o t e c t i o n . 

c) Concerning d i f f e r e n t types of debt: i n the f i r s t 24 months of the 
government, the l i m i t was r e s t r i c t e d to s p e c i f i e d o f f i c i a l e x t e r n a l debt, 
according to c r i t e r i a of borrower maturity, and the nature of the c r e d i t . 

The government d i d not have an idea of 'capacity to pay' of the s o r t 
which economists use. Thus the f i g u r e of 10% was not based on an 
e m p i r i c a l l y based c a l c u l a t i o n . I t wished to maintain the 'supply of 
e s s e n t i a l goods and s e r v i c e s to continue the minimum acceptable 
development', but t h i s term not defined. I t was not a question of 
l i m i t i n g the payment to some s p e c i f i e d maximum percentage of exports, 
derived from future import needs or from some c r i t e r i o n of e q u i l i b r i u m i n 
the balance of payments, or some target l e v e l for i n t e r n a t i o n a l reserves. 

There were various reasons given f o r t h i s informal procedure, suggesting 
to us a confused combination of a l l of them (a r e f l e c t i o n of the 'mental 
s t a t e ' and of the knowledge which the government possessed when i t took 
power). 

The f i r s t i s that a set of economic c r i t e r i a would have l e d to permanent 
confusion, p a r t l y because they would have been too complex f o r the layman 
(and, at the p o l i t i c a l l e v e l , the ' l i m i t ' was intended to impress him), 
p a r t l y because i t would have been necessary to r e c a l c u l a t e the payments 
at l e a s t every quarter as the terms of trade, GDP, imports, the g l o b a l 
d e f i c i t on the balance of payments, or reserves changed. We b e l i e v e 
that a p r e c i s e and (apparently) simple l i m i t of 10 % was adopted as a 
means of enforcing on the government i t s e l f a d r a s t i c reduction of debt 
s e r v i c i n g compared to previous years. A too p r e c i s e and s p e c i f i c 
c a l c u l a t i o n would had l e d r a p i d l y to questioning by the economists of the 
o p p o s i t i o n p a r t i e s . 

The second explanation comes from the f a c t t h a t , because of the goals 
which the government was pursuing, i t was not p o s s i b l e to c a l c u l a t e a 
c a p a c i t y to pay. Because i t was proposing a r a d i c a l change i n the 



pattern of production and consumption, i n the long terra - once economic 
and s o c i a l e q u i l i b r i u m has been a t t a i n e d - there w i l l be no need f o r 
support to the balance of payment. But, u n t i l t h i s f i n a l e q u i l i b r i u m i s 
a t t a i n e d , the country needs a cushion of reserves. Net reserves can only 
be e l i m i n a t e d once t h i s s i t u a t i o n has been reached, not before. There i s 
no way to connect the concept of the c a p a c i t y to pay with the new pattern 
of autonomous development. In a d d i t i o n . 

In the t h i r d place, the idea of the p a r t i a l moratorium on the e x t e r n a l 
debt i s an idea which emerged only a few weeks before the f i r s t 
P r e s i d e n t i a l Message. U n t i l then neither fllva Castro (1984) nor Alan 
Garcia (1985), as can be seen from t h e i r e a r l i e r speeches, had considered 
such a l i m i t . 

4. 
A d d i t i o n a l d e t a i l s on the economic 
the work of Carbonetto et a l . 
[1986], Schuldt [1986, 1987]. 

p o l i c y and i t s r e s u l t s can be found i n 
[1087], Herrera et a l . [1987], Chavez 

5.These f o r e c a s t s are based on reworking and updating those presented i n 
[BCR, 1984]. 
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TABLE A-1 

PERU: BALANCE OF PAYMENTS 1970-86 ($m) 

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

I: CURRENT ACCOUNT 185 -34 -32 -192 -807 -1535 -1072 -783 -164 963 -102 -1729 -1609 -871 -221 125 -1055 

A: Trade Bal ance 334 159 133 79 -405 -1097 -675 -422 304 1722 826 -563 -429 293 1007 1172 -16 

1. Exports 
2. Imports 

1034 
-700 

889 
-730 

945 
-812 

U12 
-1033 

1503 
-1908 

1330 
-2427 

1341 
-2015 

1726 
-2148 

1972 
-1658 

3576 
-1964 

3916 
-3090 

3249 
-3802 

3293 
-3722 

3016 
-2722 

3147 
-2140 

2978 
-1806 

2509 
-2525 

B: Financial Services^ -149 -125 -121 -181 -219 -284 -375 -439 -646 -931 -909 -1019 -1033 -1130 -1165 -1011 -831 

3. Public Sector 
4. Private Sector 

-34 
-115 

-51 
-74 

-53 
-68 

-70 
-111 

-101 
-118 

-177 
-107 

-216 
-169 

-262 
-177 

-344 
-302 

-435 
-496 

-437 
-472 

-463 
-663 

-648 
-485 

-636 
-494 

-806 
-359 

-707 
-304 

-605 
-226 

C: Non-Financial 
Services -82 -107 -83 -132 -228 -231 -104 -26 48 10 -156 -318 -314 -253 -221 -170 -304 

D: Transfers 82 39 39 42 45 77 82 104 130 152 147 161 157 219 158 134 96 

I I : LONG-TERM CAPITAL 24 -28 U5 383 895 1135 642 728 444 656 463 665 1194 1384 1189 691 603 

E: Public Sector 101 15 120 314 693 793 446 659 405 617 371 305 989 1431 1392 814 686 

5. Receipts 
6. Refinancing 
7. Amortisation 
8. 0ther2 

164 
26 

-121 
32 

158 
25 

-156 
-13 

210 
75 

-164 
-2 

418 
254 
-352 

-6 

820 
215 
-338 
-4 

917 
160 
-284 

781 
15 

-282 
-68 

1067 

-402 
-6 

849 
227 
-669 
-11 

1084 
539 
-980 
-26 

1208 
372 

-1203 
-6 

1620 
80 

-1394 
-1 

1934 
109 

-1064 

1630 
1024 
-1146 

22 

1026 
499 

-1441 
1308 

693 
201 

-1329 
1249 

47 5 

-1453 
1564 

F: Private Sector -77 -43 -5 69 202 342 196 59 39 39 92 260 206 -47 -203 -123 17 

I I I : BASIC BALANCE 209 -62 83 191 88 -400 -430 -55 280 1609 361 -U64 -415 513 968 815 -452 



Short-term capital 
and errors and 
omissions 48 -14 -32 -178 194 -177 -438 -294 -204 -30 361 660 539 -553 -721 -536 -7 

IV: BALANCE OF PAYMENTS 257 -76 51 
= S = = 

13 282 -577 -868 -349 76 1579 722 -504 124 -40 247 280 -459 

MEMORANDUM ITEMS 

Net reserves 423 347 398 411 693 116 -752 -1101 -1025 554 1275 772 896 856 1103 1383 924 

Current dc./GDP 2.9 -0.5 -0.4 -1.8 -6.0 -9.3 -6.8 -5.5 -1.3 6.1 -0,4 -6.8 -6.3 -4.4 -1.1 0.7 -4.0 

Current ac./Export 17.9 -3.8 -3.4 -17.3 -53.7 -115.4 -79.9 -45.4 -8.3 25.9 -2,6 -53.2 -48.9 -28.9 -7.0 4.2 -42.0 

Terms of Trade n.d n.d n.d 
= S = = 

n.d n.d 
= = S = 

120.0 111.9 115.9 100.0 134.5 152.7 126.0 102.9 110.3 101.1 85.8 64.3 

PRELIMINARY: 
1: Excluding cost of unpaid debt servicing 
2: Includes other public sector borrowing and, from 1983, equivalent to net movement of arrears on external debt. 

Source: Banco Central de Reserva del Peru. 
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TABLE A-g 

PRINCIPAL EXPORTS 1970-86 (Sm) 

I: 

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

TRADITIONAL 
PRODUCTS 1000 858 895 998 1352 1234 1204 1502 1619 2866 3071 2548 2531 2460 2421 2264 1851 

FISHMEAL 303 267 219 138 202 168 168 184 196 256 195 141 202 80 137 118 204 
Volume('000 tonnes) 1873 1750 1524 348 629 781 592 436 483 667 417 315 616 205 401 608 716 
Price (J/tonne) 152 152.8 144 395.4 321 215.8 284.2 421.8 405,3 389.7 469,4 448 328.5 386.7 342.4 232.6 285.5 

COTTON 52 45 47 63 97 53 71 48 38 49 7? 63 85 44 23 51 39 
Volume (00,000 lb) 1456 1104 1086 1019 1034 737 776 461 394 434 702 685 1287 670 246 624 473 
Price (cents/lb) 35.8 40.4 43.2 62.1 93.3 71.9 91.4 103.3 96.5 113.7 101.8 92.8 56.1 66.4 92.5 82.6 82 

SUGAR 61 69 86 78 194 269 85 78 47 34 13 20 35 49 23 22 
Volume{'000 tonnes) 103 429 481 407 462 422 284 412 266 181 53 59 89 116 64 55 
Price (cents/lb) 6.9 7.4 a.2 8.8 19.3 29.3 13.8 8.7 8.1 8.7 11.4 15.2 17.9 19.4 16.8 18.5 

COFFEE 44 36 49 64 35 49 106 198 158 245 140 107 114 116 126 151 272 
Volumef'000 tonnes) 44 43 55 58 27 42 47 44 54 69 44 45 43 55 52 60 74 
Price (cents/lb) 45.8 38.8 41.2 50.1 59.3 53.8 104 204.8 144.6 152.1 146.9 107.4 119.4 96.8 112.7 115.9 159 

COPPER 252 180 193 333 316 183 236 385 425 693 750 529 450 442 442 476 437 
Volumef'000 tonnes) 213 195 209 194 184 156 182 321 349 377 350 324 335 292 337 363 341 
Price (cents/lb) 53.6 41.9 42.1 78 78.2 53.2 58.8 54.5 55.3 83.5 97.4 74.1 62.3 68.8 59.5 59.3 58 

IRON 72 61 67 66 75 62 63 91 74 85 95 93 108 75 58 76 58 
Volume (m.tonnes) 9.9 8.9 8.8 8.9 9.7 5 4.5 4.1 4.8 5.7 5.8 5.3 5.7 4.3 4.2 5.2 4.2 
Price (J/tonne) 7.3 6.8 7.7 7.4 7.7 10.4 14.1 14.9 15.5 14.8 16.5 17.7 19.1 17.5 13.9 14.6 13.8 



I I : 

I I I ; 

GOLD 0 0 0 0 3 0 8 19 17 13 40 74 56 69 67 43 8 
Volume (m.troy 02) 0 0 0 0 21 0 62 130 89 49 65 157 149 164 183 135 21 
Price (($/troy oz) 0 0 0 0 157.0 0 123 143.4 191.6 265.2 616.5 472.7 375.6 420.8 366.7 320.6 354.2 

SILVER 29 22 32 38 bO 92 90 116 119 222 315 312 205 391 227 140 110 
Volume (m.troy oz) 16.8 14.5 20 15.2 13.6 20.7 21 25.1 22.5 23.8 15 28 26 32.7 26.8 22.3 19.5 
Price ($/troy oz) 1.8 1.5 1.6 2.5 4.4 4.6 4.3 4.6 5.3 9.3 19.7 11.1 7.9 11.9 8.5 6.3 5.6 

LEAOI 63 49 58 80 123 99 107 140 154 330 384 218 215 294 234 207 164 
Volume ('000 tonnes) 163 147 168 179 149 142 172 156 165 156 152 146 177 191 181 174 130 
Price (cents/lb) 17.5 15 15.6 20.3 37.4 31.6 28.2 38.3 45.1 96.2 114.4 68 55.2 69.6 58.7 52.7 57.4 

ZINC 49 48 70 99 150 163 180 155 137 174 211 267 263 307 300 268 246 
Volume ('000 tonnes) 334 344 402 407 422 358 415 422 445 422 468 47 7 491 522 511 459 491 
Price (cents/lb) 6.6 6.3 7.9 11 16.2 20.6 19.7 16.7 14 18.6 20.4 25.4 24.8 26.7 30.2 26.4 22.7 

PETROLEUM CRUDE AND 
REFINED 7 6 7 16 28 41 50 52 185 552 792 690 719 618 645 236 
Volume (m.barrels) 2.4 1.4 1.8 2.6 2.2 4 4.8 4.1 13.7 24.1 22.4 19.9 22.8 20.5 23.5 27.1 22 
Price($/barrel) 2.8 3.9 3.6 5.8 12.8 10.1 10.5 12.6 13.6 27.1 35.2 34.6 31.6 26.6 26.3 23.9 10.7 

OTHERS^ 58 75 67 24 69 65 40 36 48 113 64 54 79 63 100 71 65 

NON-TRADITIONAL 
PRODUCTS 34 31 50 114 151 96 137 224 353 810 845 701 752 555 726 714 648 

TOTAL VALUE 1034 889 945 1112 1503 1330 1341 1726 1972 3676 3916 3249 3293 3015 3147 2978 2509 
==== ==== = = = = = = = ==== = = = ̂  ---- ==== ==== = = ̂  = = = = 

Notes: 1. Includes s i l v e r content 
2. Prin c i p a l l y minor metals 

Source: Banco Central de Reserva del Peru, Department for the External Sector 

en 
CO 



TABLE A-3 

Imports f.o.b. 1970-86 ($m) 

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

I: CONSUMPTION GOODS 75 84 95 144 160 216 147 136 87 135 372 558 445 335 240 112 351 

Public Sector 28 21 18 16 16 42 21 8 3 44 108 169 28 82 23 11 116 
Private Sector 47 63 77 129 144 174 126 128 84 91 264 389 417 263 217 101 236 

II; INTERMEDIATE GOODS 267 353 372 387 920 1173 932 925 753 921 1172 1401 1321 1025 949 841 1279 

Public Sector 74 113 176 250 497 596 491 513 260 275 420 44? 395 441 325 296 372 
Private Sector 183 240 196 137 423 577 441 412 493 646 762 953 926 584 624 546 907 

II I : CAPITAL GOODS 187 189 197 318 611 796 668 626 450 625 1087 1454 1411 900 771 558 691 

Public Sector 99 108 127 201 395 426 395 275 247 257 426 511 518 457 400 169 158 
Private Sector 88 81 70 117 216 371 273 251 203 358 661 943 893 443 371 389 533 



OTHERS 181 104 148 184 217 242 269 561 378 273 459 389 545 462 180 295 204 

Public Sector 137 92 138 173 203 208 237 521 322 210 398 324 480 362 110 227 159 
Private Sector 44 12 10 11 14 34 32 40 56 63 61 65 65 100 TO 68 45 

TOTAL 700 730 812 1033 1908 2427 2015 2148 1668 1954 3090 3802 3722 2722 2140 1805 2525 

Public Sector 338 334 459 639 1111 1271 1144 1317 832 786 1352 1412 1421 1342 858 703 805 
Private Sector 362 396 353 394 797 1156 872 831 936 1168 1738 2350 2301 1380 1282 1103 1720 

ANDUM ITEMS 

Principal Foods 69 72 123 159 243 313 218 181 153 223 423 503 371 431 295 204 386 
Wheat 32 44 53 55 89 137 105 87 77 136 141 167 155 151 143 104 114 
Maize and Sorghum 29 55 81 57 34 25 14 18 65 50 55 61 18 32 33 
Rice 2 33 14 40 93 60 17 40 11 31 
Sugar 32 99 63 34 46 
Dairy products 5 7 14 22 28 39 26 29 16 15 44 55 60 39 29 22 50 
Soya 5 2 11 14 31 40 35 34 45 14 35 44 39 55 39 33 40 
Meats 25 19 16 13 14 7 4 6 1 13 28 44 22 21 13 72 

Source: Banco Central de Reserva del Peru, Department for the External Sector 



Table A:4 Terms of trade 1975-86 

Y e a r I j j d e x of. t r a d i t i o n a l I n d e x o f . t r a d i t i p n a l Indej? o f i m p o r t 
e x p o r t p r i c e s ( a j e x p o r t volumes (t>,) p r i c e s 

I ' 11. .-.Ill 
^ I n d e x • % 

i n d e x o f terms 
o f t r a d e 

I n d e x % 
Bl.S 74.? ;•.?.'! 

S I . 3 -2.3 S!. .C '2:1 79.6 4.9 : : i . 9 6.9 
• 9 2 . 5 14.8 ? e . B • 9.4 S 7 . i 9.6 . '.17,0 4'.7 

' . ? : 5 100.D -2.4 ieo.9 10-. 1 100.0 14.2 IM.O • -14-.5 
177? H?.J 49.1 117.3 17.3 110.8 10,2 ! 3 « . i . 34; 6 

18"?.5 27.1 -14.0 1 2 M 12,0 132.7 •13,5 
n j ! U O . f -15.4 -2.1 128.3 3.4 12S.0 -18.1 
w: : 3 : . o -17.1 t l 7 . 3 16.7 12?.2 0,7 102.9 -17-.7 
\m H S . O 9.8 -11.1 132.6 2.2 I ' .C.f . 7.4 

-7.8 10?.e 5.3 1 3 3 . : 0.9 lO l . l - 8 ; 6 
11B.2 -12.2 1 1 8 . ; 7.6 13i.2 2.3 S6.S -14.2 
ĈlO.•? -14.8 -4.1 •^y. .5 14,9 ---w,3 -25.. 9 

............ .......... 2̂?£???a=££t;£ ............... ......... 

A . E x p o r t d e f l a t o r , 
b .Base w e i g h t e d . 
c . W e i g h t e d by i m p o r t s , 

S o u r c e : Banco C e n t r a l de R e s e r v a a e l P e r u , D e p a r t m e n t f o r t h e E x t e r n a l S e c t o r . 



Table A:5 Peru: Exchange rate 1910-86 (Intis per US$) 
End December O f f i c i a l o r F i n a n c i a l % 

c e n t r a l - r a t e r a t e difference 

1970 0,03870 . . . ... 
1971 C.03870 . . . . . . 

1972 0.03S7C . . . . . . 

1973 0.03870 . . . . . . 

1974 0.03870 — . . . 

1975 0,0^337 . . . ... 
1976 0.0557& — — -

1977 O.OS<23 . . . 

197B 0.15fc35 o . i 7 i t a 9 . 8 
1979 0 . 2 2 4 7 2 0.27771 2 3 . 6 

-LSBiJ- - 1 0 9 5 0 8 - 2 . 2 -
19B1 0 , 4 2 2 3 2 0.42617 0 . 9 
1982 fl.i9737 0.70657 1 .3 
1983 1.62859 1.65919 1.9 
195< 5 . 2 0 0 5 3 5.1''905 3 . 4 
19B3 13,94000 17.38000 24.7 
1986 13.95O00 17,45000 25.1 

S o u r c e : Banco C e n t r a l de R e s e r v a d e l P e r u , D e p a r t m e n t f o r t h e 
E x t e r n a l S e c t o r , 



Table A:6 Total external debt 1970-86 

1170 1971 1972 1973 1974 1975 1976 

I, LONG-TERM 2m 2242 2370 2709 M41 4352 5250 

Public a) 945 997 1121 H91 21li2 3066 3554 
C e n t r a l Bank Tj) c ) Al 34 67 17 0 0 : j 5 
P r h i t e 1204 1211 1182 1201 1259 12E4 1311 

II. SHORT-TERM b) 1491 1450 1462 H23 179t 1905 2134 

III. TOTAL 3681 3692 3832 4132 S237 6257 7̂ 84 

a) U n t i l 1982, i n c l u d e s e f f e c t o f r e v a l u a t i o n . 
b) I n c l u d e s r e v a l u a t i o n e f f e c t s , 
e) I n c l u d e s IMF g o l d t r a n c h e . 
S o u r c e : M i n i s t r y o f Economy and F i n a n c e , C r e d i t G e p a r t m e n t ; Ban 

t h e E x t e r n a l S e c t o r . 



l<?77 1978 l<i79 1930 1981 1982 1983 19Q4 1905 I98S 

6263 7226 79U 8126 B090 9197 10925 11976 12629 13173 

4311 5135 5764 6043 6127 6B25 8256 9648 10462 11048 
626 751. B69 710 455 707 1089 862 825 763 
1326 1340 I30B 1373 1508 1665 15B0 1466 1342 1337 

2304 2098 1393 1469 1516 2268 1520 1362 1124 1323 

B567 9324 93H 9595 9606 1U65 12445 1333B U753 14496 

-o. C e n t r a l de R e s e r v a d e l P e r u , D e p a r t m e n t f o r 



TABLE A-7 

EXTERNAL PUBLIC DEBT, 1970-85 

1970 1971 1972 1973 1974 1975 1976 1977 I97S 1979 1980 1961 1982 1983 1994 1985 

I: LOANS BY PURPOSE 

Investments 91 67 91 305 668 634 467 434 347 369 625 1085 1358 993 820 408 

Food imports 15 25 76 71 41 64 65 85 98 109 171 132 92 17 2 106 65 

Refinancing 26 26 76 254 215 160 15 291 928 380 163 109 1024 499 201 

Other 58 65 43 42 111 219 249 548 339 217 403 320 484 365 100 185 

TOTAL 190 183 285 672 1035 1077 796 1067 1075 1623 1580 1700 2043 2554 1525 859 

I I : CREDITS AGREED BY PURPOSE 

Investments 0 0 292 420 946 416 579 505 221 927 994 1449 1569 1055 468 362 

Food imports 73 55 52 69 78 88 117 125 142 145 121 173 112 25 

Petroleum imports 115 27 

Refinancing 114 293 135 160 15 64 389 124 57 450 

Others 21 257 161 224 711 388 63 316 403 321 839 247 205 55 

TOTAL 0 0 500 1025 1294 984 1383 1008 465 1757 1539 2039 2586 1925 785 442 



1 1 1 : 1 D A N S l i Y t i U U K C L 01 H N A N C I . 

O f f i c i a l agencies 39 50 69 139 270 359 235 260 306 384 257 149 138 315 193 208 

Commercial banks 15 22 87 397 541 417 260 32 240 683 648 895 838 /45 2/2 5 

International orgns 26 32 34 24 41 35 38 79 56 96 177 186 237 200 260 198 

Socialist countries 14 28 100 143 113 417 207 65 191 156 180 364 218 241 

Supplier credits 110 80 62 84 83 123 149 279 • 266 395 30/ 314 650 930 582 207 

TOTAL 190 184 286 672 1035 1077 796 1067 1075 1623 1580 1/00 2043 2554 1525 859 

IV: CREDITS AGREED BY DURATION 

1-5 years 43 61 126 100 110 421 336 396 169 54/ 149 299 140 163 102 1 

5-10 years 96 2/ 1/4 555 446 292 313 155 91 169 201 343 1168 692 116 74 

10-15 years 13 6/ 92 228 662 212 457 311 92 735 935 957 738 446 217 2/0 

more than 15 years /4 66 108 142 /6 59 2/7 146 113 305 354 440 540 624 310 97 

TOTAL 226 221 500 1025 1294 984 1383 1008 465 1/57 1539 2039 2586 1925 745 442 

V: CREDITS AGREED BY SOURCE UF FINANCE 

Offici a l agencies 53 // 153 151 561 188 139 287 264 282 294 203 254 275 255 133 

Commercial banks 33 3 185 4/8 461 461 394 50 57 579 304 921 685 1056 

Internatinal orgns 80 38 40 5/ 88 54 250 116 64 1// 233 484 540 463 232 214 

Socialist countries 69 26 28 112 198 414 159 5 293 87 139 23 16 1 10 

Supplier credits 60 34 86 301 72 83 186 396 /5 426 621 292 1086 564 29/ 85 

TOTAL 226 . 221 500 1025 1294 984 1383 1008 465 1/5/ 1539 2039 2588 23/5 /85 442 

Source: Banca Central de Reserva del Peru 



Table A:8 External debt service 1977-86 

Y e a r • A m o r t i - I n t e r e s t TOTAL E x p o r t s Debt S e r v i c e / 
s a t i o n • SERVICE o f goods . E x p o r t s 

& s e r v i c e 
( U ( 2 J (31 = M l ( 5 ) = 

. l U + £ 2 ) . -Ca^/-(4) 

4 0 2 2 2 0 &22 2 1 0 1 2 9 . 4 

1978 4 3 2 2 7 0 7 0 2 2 4 0 4 2 9 . 2 

1979 4 4 1 384 8 2 3 4 1 8 8 19.7 

1980 8 3 1 in 1 3 2 3 4 4 2 4 2 8 . 4 

1981 1314 5 2 5 1839 ' • 0 1 5 4 5 . 8 

1982 9 4 5 £51 1 4 9 i 4 0 7 4 3 4 . 7 

1 9 8 3 ^ ^ 2 7 5 0 3 7 3 1 2 0 . 1 

1964 3 3 3 3 3 0 4 4 5 W I O 1 7 . 4 " 

1 9 8 3 547 1 7 0 4 1 7 3 7 6 5 1 4 . 3 

1984 274 2 2 1 4 9 5 3 3 0 0 1 5 . 0 

S o u r c e ::5> B C R , Kstorii 1 9 8 4 , j . 1 7 9 . 
( l l - ( 3 » B C 8 , taaliiii d t I t r g o p l t z D d i l w c t o r n t t r w d i U s c o -
n o t i i p i f i u f l i , 1 9 7 3 - 1 9 8 4 , L i u , Jjjne. l ' * ^ J 





Table A:9 Peru: Net international reserves of the banking systei 
1970-86 

Jan' ~Feb. M a r c h - A p r i l May- J u n e J u l y 
1970 ie2 193 22B 252 305 393 40S 426 S97! Ml 392 378 363 376 346 366 371 
1972 142 355 372 380 395 395 409 4<6 
197: 384 335 389 3S0 423 430 463 518 
1*74 386 215 237 285 272 276 3B3 406 
Wj 707 712 499 431 270 131 198 146 
I97& U -58 - 9 4 -239 -355 -553 -601 -530 
1977 -82! rfi43 -907 -924 -1012 -1046 -1052 -110! 
1976 -1085 -1084 - I H C • -1155 -1197 -1222 -1197 -1151 
1979 -1050 - I Q I O -917 -844 -813 -403 -S39 -394 
m o 334 567 717 845 1006 1005 1128 1105 
mi 1?70 |-!06 1041 -428 -527 -416 -673 -483 
1982 773 450 361 487 497 "774 793 7B1 
I9SJ MS 302 436 54? 402 939 767 766 

830 757 795 7J7 Til 893 911 9 9 1 
1036 1047 977 m 991 973 868 905 

im 8 1434 1417 1446 1395 1359 1178 1223 1127 
' *~ " ~ — •—• — — « — 
« fREURIMAfiY 
1/ ThecS t p Q k i n December. 1,969 w a s $ 1 6 6 m 
S o u r c e : B a n c o - C e n t r a l de R e s e r v a d e l Per"u. M o n e t a r y S e c t 



Change by Q u a r t e r s 

S e p t . O c t . Nov.- Dec . *;t I 11 .III IV By Yea: 
— — : 

rA 432 420 4 2 3 1/ 4 2 1 4 5 41 -11 2 5 7 356 357 347 3 4 7 - 4 5 - 3 2 10 - 9 - 7 6 
3 9 3 3B2 3 6 9 3 9 8 •25 2 3 - 2 5 31 506 478 521 411 - 9 41 76 - 9 5 13 
4 9 0 •534 5 6 3 . 4 9 3 - 1 7 4 3 9 214 2 0 3 2 8 2 
17B 177 125 114 i - 5 4 8 4 7 - 4 2 - s n 

- 6 1 5 - 6 7 1 - 6 6 0 - 7 5 2 - 2 1 0 - 4 5 ? - 4 2 - 1 3 7 -863 
- 1 1 1 5 - 1 1 3 9 - 1 1 6 5 - 1 1 0 1 - 1 5 5 - 1 3 9 - 4 9 14 - 3 4 9 
- 1 1 2 0 r J O " . - 1 0 4 3 - 1 0 2 5 - 9 - 1 1 2 102 9 3 76 

- 1 5 3 61 2 3 9 3 5 4 lOB 314 4 3 0 707 1579 
1097 1074 1116 1274 143 2 B B 9 2 179 722 
- 5 8 4 

9 2 9 
^ 7 ^ 0 - ? 7 2 - 2 3 5 - 4 2 5 Z2 188 - 3 0 4 

- 5 8 4 

9 2 9 B82 M O • B 9 i =211 " 2 n 1 3 5 = 3 3 T 2 4 -
S4B B52 8 5 2 8 5 4 - 2 6 0 3 0 3 - 9 1 8 - 4 0 

1041 1083 1137 1 1 0 3 - 4 1 9 B 148 4 2 247 
1043 1287 1349 1383 - 1 2 6 - 4 70 3 4 0 2 8 0 

1177 1175 1026 9 2 4 4 3 - 2 6 8 - 1 - 2 5 3 - 4 5 9 



T a b l e A-10 

Re a l GDP by p r o d u c t - i v e s e c t o r s , 1974-86_(000_ i n t i s , 1970 p r i c e s ) 

1974 1975 1976 1977 1976 1979 1980 1931 1962 1983 1964 1935 1986 

A g r i c u l t u r e 39422 39106 - 40241 40684 38934 40219 3S53C- 43269 44740 41222 44BB6 45905 47623 
F i s h i n g 3093 2623 3189 3013 3920 4292 4073 3572 3500 2099 4028 4332 4461 
M i n i n g 21024 1B25I 19636 2402!. 29976 32607 :i330 29S22 323C3 29910 31638 33773 32930 
Manuf a c t u r in^4945 B0532 B3966 7B5C8 75682 78634 62802 827 19 • 80434 66601 68474 71257 83969 
C o n s t r u c t i o n 15927 . ' IB603 16082 16671 13986 14503 172 JO 19126 19566 15368 15603 13560 16433 
Government 23074 24114 24596 252B5 25159 25033 25420 26015 26535 27066 27066 26931 27519 
O t h e r s J 24370 I27S52 131771 130456 127312 133039 • 138594 143796 144292 127051 132063 134514 145524 

GDP 303E79 311131 321483 320640 314969 328527 337979 346319 351422 309317 323823 330660 356464 
. ... 

S o u r c e : B a n c o C e n t r a l de l a R e p u b l i c a d e l P e r u , Income and O u t p u t D e p a r t m e n t . 



Table A:11 GDP per capita 1915-86 

GDV P o p u l a t i o n GDP p e r c a p i t a 
(000 I n t i s , (000)- ( 1 9 7 0 I n t i s ' ) 

1970 p r i c e s ) 

1975 311131 . 15161 20.52 
Wh 32HB3 15573 2 0 . t ' . 
l ? 7 7 32O640 1599C 20.05 

nT96 'J I M U 19.19 
1779 528527 19.50 
1980 337979 1729; 19.54 
1981 343319 17755 19,62 
\m. 35142? IB226 19.28 
1983 309317 16707 16.53 
mi 32395€ * > J « W U.B7 
19B5 330272 1 9 1 9 8 U . 7 7 
tm 2^207 17.74 

--J 

Source: Banco Central de l a Republica del Peru', Income and Output Department. 


