G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/




L2
nll 128 22
% X
ll22
s

e i
A
= i




UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION

UNWo/10. 423 Rev.

11219

PERU.

DEVELOPMENT AND POLICY ISSUES
OF THE
MANUFACTURING SECTOR

0o,

WORLD BANK REPORT No. 13
CO OPERA PROGRAMME April 1981

! V.c1-24003'




[————

Distr.
LIMITED

UNIDO/10.423/Rev. 1
9 April 1881

ENGLISH

PRV —




PERU

DEVELOPMENT AND POLICY ISSUES f
OF THE
MANUFACTURING SECTOK




()

Explanatory notes

A

2 comma (,) is used to distinguish thousands and millions.
A full stop (.) is used to indicate decimals.

Use of a hyphen betw-en dates (e.g., 1960-1965) indicates the full period
involved, including the begin-ing and end years.

The term "billion" signifies . thoussnd million.

References to "tons" are %o metric tons, unless otherwise specified.
Totals may not add precisely because of round.ng.

The following forms have been used in tables:

Three dots (...) indicate that data are not available or are not sepa-
rately reported.

A dash (-) indjcates that the amount is nil or negligible.
n.e.s. indicates tha’ data are not elswhere specified.

References to dollars are to United States dollars, unless otherwise
stated.

The monetary unit in Peru is the sol (S). The follewing exchange rates
were us2d in the conversion of the sol to United States dollars:

Year or period Soles per dollar
1970-197h 38.7

1975 40.8

1976 57.5

1977 (fourth quarter) 105.5

1978 (fourth quarter) 187.4

1979 (fourth quarter) zub.0

1980 (second quarter) 275.6

1980 (August) 294.8

The following ebbreviations are used in th s report:

ADEX Asociacién de Exportadores (Association c¢f Exporters)

Certex Certificado Tributario de Exportacién (Export Incentive
Tax Certificate)

CKD Complnrtely knocked aown

COFIDE Corpc racién Financiers de Desarrollo (Development Finauce
Corporation)




CONAPS Ccmisién Nacional de Propiedad Social (Social Property
Commission)

EPS Empresa de Propiedad Social (Social Property Enterprise)

EPZ Export processing zone

FEM Fondr de Exportaciones Manufacturadas (Mamifactured
Exports Fund)

FENT Fondo de Exportaciones No-tradicicnales (Non-traditional
Exports..Fund)

FONAPS Fondo Nacional de Fropiedad Social (National Social
Property Fund)

FONEX Fondo de Exportaciones (Export Fund)

FCPEX Fondo de Promocidn de Exportaciones (Export Promotion Fund)

GDP Gross domestic product

INp Instituto Nacional de Planificacién (National Planning
Institute)

ISIC International Standard Industrial Classification

LGI Ley General de Industrias (General Law of Industries)

MICTI Ministerio de Industria, Comerciu, Turismo e Integracidn
(Ministry of Industry)

NABANDINA Tariff nomenclature of the Andean Pact ‘

RNM Regiatr: .~cional de Manufacturzs (National Registry
of Man. taclur s)

SENATI Servicis Nac’onal de Aprendisaje y Entrenamiento Industrial
(National Apv-enticeship and Industrial Training Service)

SSE Small-scale enterprise

SSI Small-scale industry

Th: designations employed and the presentation of the material in this
documert do not imply the expressicr of any opinion whatsoever on the part
of the Seccretariat of the Tlnited Nations concerning the legal status of any
country, territery, city or area or of its authorities, or concerning the
delimitation of its frontiers or boundaries.

Ment.ion of firm names and commercial products does not imply the endorsement
of the linited Mations Industrial Development Organization (UNINO).




PREFACE

This report was prepared following a World Bank/UNIDO Co-operative
Programme mission which visited Peru from 7 to 26 July 1980.

On 28 July 1980 the new Government of Peru was established and initiated
industrial policy measures which are generally in line with suggestions made
in the report. The measures concerned, in particular, foreign trade policies,
which have the key role in strengthening the industrial sector. By early 1981,
it appears that the first positive results of the new industrial policy are
already visible, especially with regard to increased availability of imports,
the reduction of fiscal subsidization of industry, and improving the competi-
tiveness of Feruvian industry on domestic ané foreign markets. While the policy
measures undertaken by the new Government and their positive short-term results
are not covered in the report, the basic analysis and the policy suggestions
presented remain valid and may prove useful to the Government of Peru in their
efforts to strengthen the industrial sector.
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SUMMARY AND MAIN RECOMMENDATIONS

1. Th> report reviews the performance zf th: manufacturing sector in Peru
and the relationshir between indus rial structure, performance and policies.
Attention is focused on the perici atfter 137, when a new industrial policy

was initiated by the Covernment, and on an analysis of possible future strat-
egies for industrial development. It is ar ued that the concept of leading
sector, a role attributed to manufacturing during the period from 1968 to 197%,
may 1 -t bLe appropriate for Peruvian industry. In the past, that concept has
led to policies of excessive subsidization of manufacturing activities by
octher sectors, with inadequate resuits in terns of industrial production,
employment creation and net foreign exchange earnings. Hi~hly protectionist
policies and incentive measures have created a capital-intensive industrial
sector, which would require restructuring toward activities relying heavily

on domestic labour and resources to be beneficial to the country. Sirengthened
nrientetion of indurtry toward export markets is supported in the report,

which also advances the view that now is an appropriate time to initiate

the process of restructuring the industrial sector. The policies recommended
are a uniform and low level of tariff protection and substantial changes in
the incentive system, both of which should be introduczi in steps over a
relatively long period in order to minimize the transition losses. TFinally,
the report finds that the short-term growih prospects for manufscturing are
good, while prospects for long-term industrial ievelopment remain urcertain
because of internal and external constraints.

Role and performance of manufacturing

2. During most of the 1950s and 1960s, government development strategies
focusad on the mining and agricultural sectors, but with rising tariff
prctection a sizable manufacturing sectc.- developed for the production of
import substitutes. By 1968, manufacturing }.-? developed into the most
important sector of tlie economy, with a share of 25% of gross domestic product
(GDP). Nevertheless, the structure of the manufacturing sector had remained
rather shallow and lergely dependent on impnrted production inputs and on
foreign management, technology and capital investment. Manufacturing also
contributed to the duality of the Peruvian economy, with strictly separated
modern formal and traditional informal sectors.

3. The Government implemented in 1970 & new industrial strategy which made
manufacturing the motor of economic development and a major target for social
reform policies. A substantial part of industry was nationalized and worker
participation in equity and management were introduced in the remaining private
enterprises. Incentive and pro*ection policies strongly promoted the manu-
facturing sector. On the whole, industry did not fulfill the role assigned

to it, and the share of manufacturing in GDP stagnated at the 25% level. After
1975, the need to focus on the short-term issue of stabilizing the economy left
the industrial sector without & long-term development strategy. The current
recovery of the economy and the much-improved foreign exchange situation present
an appropriate opportunity to redefine the long-term development ro.e of
manufacturing in Peru.
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L, In line with overall economic development, manufacturing experienced a
period of strong grosth until 1976, a recessionary period during 1977 and

1978 and a recovery starting in 1979. Overall growth of manufacturing during
the 1970s was abcut the same as for the whole economy. During the second half
of the decade, the informal sector of artisans and small factory manufacturers,
which accounts for sbout 20% of total manufacturing value added, has performed
better than formal industry ard has helped much to soften the impact of the
1977-1978 economic recession. Within the formal manufacturing sector, light
industries such as food, garments and textiles stagnated during the 1970s,

while growth was concentrated on heavy industries, including chemicals,
processing of minerals and metal products. That resulted in & decline in the
share of consumer goods in total manufactured value added, whi. e the inter-
mediate goods sector gained correspondingly. Nevertheless, consuaer goods still
account for more than half of manufacturing. The share of intermediate goods

in manufactured value added increased to over 40%, while the small capital

goods sector stagnated during the 1970s. The structural shift in favor of
intermediate goods seems to be mainly due to the protection and incentives
policy applied during the first half of the 1970s, which supported the second
stage of import substitution, particularly the industrial processing of domestic
rav materials.

5. Peruvian industry manufactures a btroad variety of products which are either
processed domestic raw materials, frequently for export, or consumer-oriented
import substitutes for the domestic market. The degree of vertical integration
of industry is still modes* and enterprise concentration is quite high. In
most industrial subsectors, a small number of enterprises account for the major
share of production. Indu.trial concentration is particularly high in sub-
sectors dominated by Government or foreign enterprises. Overall, little more
than half of total industry in the formal sector is owned by private nationals,
while 15% is foreign-owned and the remaining 30% have Govaerrment and social
sector participation. Foreign ownership and the use of foreign manag ment,
technology and licenses declined during the 1970s, although they continue to
play important roles, probably with the exception of enterprise management,
which is now largely performed by Peruvian nationals.

6. As a result of the concentration on capital--intensive industries, the
contribution of manufacturing to emrloyment generation is only half its share
of GDP, which stands at 25%. In addition, over 60% of the manufacturing working
population is in the informal sector, where employment is frequently part-time
and wages little above subsistence level. The percentage of workers in metro-
politan Lime obtainins wages above the legal minimum declined from 80% in 1973
to 58% in 1978, and increased slightly to 63% in 1979. Employment in formal
sector manufacturing remained rather stable during the 1976-1978 recession

at 265,000, largely because of the labour stability legislation. In line with
the deterioration of the labour marka=t situation, real wages and salaries
suffered a severe decline. By mid-1979, real wages had declined to about half
their 1973 level, but they are currently in a process of strong recovery. The
decline reduced the already small share of wages in value added from one third
to one quarter in 1979. Labour productivity also fell sharply after 197T7.

The traditionally high profits of manufacturing activities, on the cther hand,
remained at their historical level during thre recession,




-l -

T. About T0% of formal sector manufacturing establishments, employment and
output are concentrated in Lima and Callao. Most of the import substitution
industry is in the meiropolitan area, which has the largest share of consumer
purchasing power in the country. Resource-based metal processing, cement,
sugar and fish-meal industries are frequently located in the provinces. The
regional distribution of industry was largely unchanged during the 1970s,

which would indicate that Government decentralization policies had little
effect.

Main features of industrial policy

8. The General Law of Industries introduced in July 1970 formed the basis

for industrial policy during the 197Cs. Its main features were a system ci tax,
duty and credit incentives ranked according to priority and a reorganized
property structure of the industrial sector. Key industrial sectors were
reserved for the Government, while major worker participation was provided for
in the share capital and management of the remaining private sector industrial
enterprises (Industrial Community). A Labour Stability Law provided practically
complete job security to industrial workers. Much of the legislation was
effectively changed after 1975, with the major »xcepiion of the Labour Stability
Law, which still presents an obstacle to a more flexible labour market policy.
The recentl, revised Small-scale Enterprise lLaw appears to present a much-
improved basis for effective support to small manufacturers.

9. The most importunt policy changes introduced after 1975 affect foreign
trade. Since 1976, export promotion policies have concentrated on the
strengthening of the Certificado Tributario de Exportacién (Certex) (Export
Incentive Tax Certificate) cash incentive system, the iumprovement of export
financing, and a flexible exchange rate policy. The establishment of an

export promotion agency under the Ministry of Trade in 1979 will help to promote
non-traditional exports more aggressively than in the past.. Since 1979 a thorough
revision of the system of import tariffs and restrictions has been under way.
The main results have 5o far been the successive abolition of all non-tariff
restrictions on imports, a slight decrease in the average tariff level aid a
substant.ial reduction in the maximum tariff. The Government has expressed its
intention to continue with the tariff reform.

Effccts of past industrial policies

10. Abundant credit at subsidized interest rates, cheap imports of capital
goods ard production inputs as a result of low import duties, subsidization of

electricity rates and fuel prices, an over-valued exchange rate, high wages
and roastrictive labour legislation ia formal manufacturing have created an
environm nt. which has promoted o capital-intensive industrial structure with
a low Jdoyrec of Job creation.  ‘Phe result has been a strengthening of the
natural tondency of Peruvian iniustry toward high capital intensity, due to
the soetant ial mineral, fich and cotton resources of the country, which
foncraa L roquire large investments for their Cirst stopes of processing.,
Avora ot marginal capital-iatbour and capital-outpoat ratlos are extremely

Bin dn beoravian manufacturing s, which i: olviow iy not in aceordance with
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the relative resources endowment of the country. The oversall higi. capital
intensity of industry seems to have developed wich a change in tke irdustrial
structure involving an increase in the share of industries tending to empley
capital-intensive technologies while capital intensities within industries do
not appear to be excessive. The relative size and development of the textile
and garment industries is a case in point. Both industries seem to apply
appropriate technologies, but the labour-int=2nsive garment industry is small
and stagnant, while the cepital-intensive textile industry is large and groving,
particularly in spinning, which is the most capital-intensive part of the
textile industry.

Capital is used much more efficiently in the informel than in the formal
industry. The lack of access to subsidized formal sector financing and the
exposure to an abundance of labour at low wages have led to capital-labour
ratios in informal manufacturing which may even be belov a level which would
be in accordance w. ‘h the resources of the country. The e..tremely low labour
productivity and t. . widely deficient product quality of informal manufacturing
could probably be improved with a somewhat increased capital intensity.

11. Until 1976, industrial policies generally provideé little incentive for
private industrial investments, but helped to make it cheap to keep capacity
idle on & large scale. In the uncertain environment which prevailed during
most of the 1970s, private local and foreign investors found the manufacturing
sector generally unattractive for investment. Investments performed by the
Government could orly compensate to a small extent for the lack of private
investments, and they were largely determined by political rather than economic
considerations. The direction of manufactured investment, together withk the
ample incentives to maintain a large part of manufacturing capacity idle during
most of the 1970s, has resulted in a generally inefficient use of industrial
capital.

12. Although industrial policy is directed exclusively toward the formal
manufacturing sector, informal sector manufacturing has suffered not only

from neglect and lack of Government support, but also from excessive contirol,
restrictions and discrimination. Informal industry has created more employment
and uses capital more efficiently than formal manufacturing. The high rural-
urban migration in Peru, which is tc a larg: extent due to the attraction
provided by privileged foimal sector employment, contiruously compressed informal
sector wages and profits. This has widened the gap between the two sectors and,
as a result, few sub-contracting relationships have developed. Generally,

under current conditions, informal sector manufacturing cannot be expected

to absorb a large number of workers productively, improve product quality or
raise labour productivity.

13. The import substitution policy maintained over & long period is largely
responsible for the distortions of the industrial sector in Peru. The first

stage of import substitution of replacing manufactured consumer goods imports

was ccMpleted during the carly 1970s, and the second stage of replacing inter-
mediates and capital goods was initiated. As a result, consumers buying

locally produced goods have been paying up to two times international prices.
Industries which were forced to use domestic production inputs were particularly
disadvantaged by the prot -ctive system and frequently became the: least competitive.
The garment industry whicn was forced to use high-priced locally produced polyester




and nylon fibres, and part of the metalworking industry, using locally produced
metal inputs, belong to the category of disadvantaged “ndustry. Administrative
restriction of imports have been even more effective than high tariffs to
prevent healthy import competition for the domestic industry. Siiice 1979,
these restrictions have been eliminated in successive steps, and from mid-1580
imports of previously restricted products are rising rapidly.

ik. The most dramatic effect of the change in industrial policy initiated

in 1975-1976 Las been on the export of manufaciured goods. Manufactured exports
increasea from a stagnant $100 million per year on the average during the

first half of the 1970s to $725 million in 1979, which is about one quarter

of the total exports of the country. However, that performance is less impres-
sive when considering that up to 80% of these exports are processed vraw materials
(fish, wool, cotton, wood and minerals) with mostly little domestic industrial
processing involved. In addition, most of the manufactured value added of
these export products is generally in the form of profits. On the other hand,
exports with high manufactured value added, such as fishing boats, garments,
footwear, and refrigerators, have also been rising recently, but their total
volume is still small, compared to the resource-based products. Nevertheless,
the export orientation of the manufacturing sector has increased rapidly

since 1976, and about 10% of manufactured production is currently for export.
Between 1975 and 1978, about one quarter of manufacturing growth was due to
exports, and in 1979 total growtlh in industry has to be attributed to exports.
Overall, industrial exports have still an extremely weak structure, with a

high dependency on incentives r~4 domes‘ic market conditions.

15. The major factors for improving manufactured export performance since 1976
are the fiexible exchange rate policy, the increased tax on traditional exports
and the strengthening of the Certex cash incentive system. The real exchange
rate ras been devalued by about 50% since 1975, when the sol was highly over-
valued. The relative nrafitability of export sales as compared to production
for the domestic market has been much improved by this m>asure. The high
export tax of 17% on traditional raw material products provides a strong incen-
tive to manufacturers to add a smail degree of industrial processing in cr

to avoid payment of the export tax and, possibly, to obtain in additicr

export cash incentive for manufactured products. As 80% of all ranuf

exports are processed raw materials, the export tax seems to have bue

effective in promoting manufactured exports. The Certex export casi iwwhi ive
for mon-traditional products is also providing substantial support, but may not
be sufficiently cost-effective. In 1979, the fiscal cost of the lertex incen-
tive wasz $150 million, providing support to an export volume of little over
$500 million. Extensive fraud, export of fake products and a number of

other problems have plagued the Certex incentive system, which would appear

to require fundamental restructuring.

Main issues of a new industrial policy

16. The future industrial strategy of Peru can be considered in a comparati-
vely advantageous enviromment. There is no pressing foreign exchange shortage
limiting the flexibility of the economic policy of the country as during most
of the 1960s and 1970s. Moreover, policy measures taken since 1975, includi.ig
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tariff referm, the introuduction of a flexible exchange rate policy and the
reduction of real wages in the formal sector, have been generally in the right
direction, but require strengthening and follow-up. Generally, the mission
recommends that the industrial policy sltould be guided by the principle of
exploiting the country's comparative advantage of abundant labour and natural
resources. That strategy may lead in the long-run to a relative strengthening
of other sectors particuiarly of mining. Within industry, the strategy would
support subsectors which employ labour-intensive technologies along with a
relative decline of capitail-intensive subsectors. A strategy based cn compa-
rative advantage would alsn help to develop the growth potential of informal and
and small-scale industry. Foreign trade policy has the key role in e strategy
based on comparative advantage, tut effective wage, interest rate and investment
policies are also important.

17. The main policy recommendations of the mission are as follows:

(a) A low and highly uniform tariff level of, for example 20-30%,
should be established for all imports. The tariff, which should be intro-
duced over a long period cf perhaps five years, would have to be co-ordinated
with the export incentives and tue erchange rate;

(b) The pclicy of minidevaluations should be continued and strengthened
to adjust the exchange rate more effectively than in the past to the domestic-
foreign inflation differential;

(¢) Infant and structurally inefficient industries should ohktain
temporary relief from the reduction of import protecticon;

(d) The Certex export incentive scheme should be revised and a minimum
requirement of a 25% rhare of wage and depreciation value added of sales value
should be introduced. Exports below that minimum would only benefit by an
exemption from the export tax on traditional products. Exports above the
required minimum would obtain a uniform Certex incentive on their f.o.b. value,
equal to the suggested 20-30% level of import duties;

(e) The decentralization Certex should be abolished. Qualifying infant
export manufacturers would temporarily obtain an additional Certex of, for
example, 10%;

(f) The feasibility of export processing zones should be studied before
a first zone is established;

(g) The export credit system should be consolidated and strengthened
to cover a larger share of exports. The interest rate subsidy involved should
be abolished;

(h) The export tax on traditional products should be studied, in order
to design a tax system which would reflect the market situation of individual
products;

(i) Industrial employment would bem:fit from a revision of the labour
stability legislation and minimum wage policy;
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(j) Interest rates of industrial credit shculd be raised to reflect
market conditions, and the access to credit by small-scale and informal
manufacturing should be substantially improved. These enterprise groups would
also require technical assistance;

(k) Govermment and foreign-owned enterprises requires special attention

during the transition to & more liberal trade environment, particularly with
respect tc the economic appraisal of investment.

Prospects for the indusirisl sector

18. Short-term prospects for growth of manufacturing output are good, as
rapidly rising domestic demand can be satisfied by excess production capacity
and extended subcontracting. Exports and employment, however, may rise much
less than is currently expected by the Government. Long-term growth prospects
of industry appear uncertain. The requirements for restructuring industry in
accordance with the country's comparative advantage are considerable. High
industrial growth based on exports will be difticult to achieve, as Peru is a
late~comer to international markets and will have to compete with established
and highly efficient exporters on slow-growing markets. Finally, Peruvian manu-
facturers, who are used to operating on a protected domestic market, will face
rapidly rising competition from imports. Much will depend on the willingness
and sbility of Peruvian entrepreneurs to adjust to the competitive environment
of foreign and domestic markets. On the other hand, the new development
strategy suggested in this report should proviie an effective basis for healthy
long-term growth of the industrial sector.
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I. ROLE AND PERFORMANCE OF MANUFACTURING

Rcle of manufacturing in the Peruvian economy

19. Peru started later than other countries of Latin America to regard industry
as the most important sector to provide impetus to economic development. For

a8 long time, industrial activities were concentrated on processing minerels

and agricultural products. The manufacture cf goods, other than the preparation
of mineral and agricultural products i{or export shipment, was only established
on a larger scale during the 1950s. During the 1960s, Government development
strategies continued to focus on the mining and agricultural sectors, but with
rising tariff protection, a sizable manufacturing sector developed for the
production of import substitutes. By 1968, when the military Government was
established, manufacturing had developed as the most important sector of the
economy with a share of 25% of GLP, as compared with only about 15% during

the mid-1950s. At the end of the 1960s, Peru had become a rapidly indus-
trializing country. Metal processing, sugar refining, coffee beneficiation and
cotton ginning were still the dominent manufacturing activities.

20. Despite its comparatively large size and broad sectoral coverage, the
structure of the manufacturing sector remained rather shallow. As in the case
of large-scale agriculture and mining, during the 1950s and 1960s manufacturing
was largely dependent on foreign management, technology, and capital investment
for operation and further growth. A strong deperdence on imported production
inputs developed, while the linkages to the domestic economy were rather wesak.
Overall, manufacturing seemed to have contributed to the duality of the economy
of the country, with a formal and an informal sector. Industry, other than

the processing of minerals and agricultural raw materials, was only viable
when highly protected. Since other sectors were correspondingly unprotected,
manufacturing received a continuous flow of subsidies from the rest of the
economy. The taxation of non-manufacturing economic activities to support
manufacturing may have had a negative effect on the development of promising
sectors, particularly mining and agriculture. In addition, the continuous
trangfer of resources toward manufacturing activities helped to raise the
urban-rural income disparity and encouraged the migration of the rural popu-
lation towards the relatively more prosperous urban areas where industry is
located, contributing to the formation of vast urban slums, particularly in
Lima. Finally, the increased dependence of a sizable manufacturing sector on
import.ed inputs and foreign investment made the economy vulnerable. Balance
of paiments difficulties could only be solved by a reduction of imports which
vere necessary to maintain production and employment levels in industry, and

no longer only by reducing imports of unnecessary consumer goods. The depen-
dence on foreign investment required maintaining an investment climate
favourable to foreign enterprises, in order to secure the long-term growth

of manufacturing.
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Role of manufacturing, 1968-1975

21. The new Goverrmert introduced a radical change in the role of manu-
facturing in the ecoaomic development of the country. Manufacturing was made
the motor of economic development and one of the main targets of social reform
policies ard of policies designed to reduce foreign influence, while expanding
the govermment role in the economy. Increasing shares of public resources were
shifted towards manufacturing, worker participation in industrial assets and
management of manufacturing enterprises was introduced, government enterprise
activities in manufscturing expanded rapidly, and government planning mechanisms
vere strengthened. At the same time, the role of foreign enterprises in manu-
facturirg was sharply reduced, while strong support was provided to promote
development of new forms of nationally owned enterprises, particularly Empresas
de Prcpiedad Social (EPS) (Social Property Enterprises).

22. The manufacturing sector which had developed behind rising walls of
protection was not well prepared for carrying out the simultaneous roles of
leading development sector and main field of social reform policies. The
previously important role of foreign enterprise7 was replaced by a rising

share of govermment ownership in manufacturin@l. Basic industries (mainly
steel, petrochemical, fertilizers, cement and paper) were reserved for the
Government. The remaining manufacturing sector was tightly controlled by

the Governmert through allocation of inputs, credit management and investment
plaaning. The government-owned industry obtained a maximum of government
support in terms of credit allocation and administrative attention, since 1 /
vas to be "the base of permanent and self-sustained industrial development".=
The social sector enterprises were supposed to cover a wide variety of ind
industrial activities, but because of organizaticnal problems they never

became an inmportant group of enterprises. The private and the social sector
enterprises were to be generally less supported than the government-owned

basic industries, but would be given adequate incentives to provide the country
with an increasing share of consumer products protected from import compotition.

Role of manufacturing after 1975

23. Overall, the manufacturing sector did not fulfill the role assigned to

it by the Government Curing the early 1970s. Despite the concentration of

a major part of investment and foreign exchange resources on manufacturing,

the share of manufacturing value added in GDP fluctuated during the 1970s
around the 25% level reached in 1968. Mamufacturing growth, which had been
substantially above the average of * .e economy before industry became the
leading sector, levelled off and, after 1975, declined more than other

economic sectors. Moreover, the major social reforms, par.icularly worke:
participation in share capital and management of manufacturing enterprises

were considerably modified in successive steps after 1975. Finally, government
control over private sector manufacturing through credit management, investment
planning and regulation of technology acquisition and foreign equity partiei-~
pation has been relaxed since 1975. Thus, after 1975, with increased

'l[ In.a number of cases, enterprises vith loint government and
participation were established.

2/ General Taw of Industries of 1970, Article 2,
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government participation and a reduced share of foreign ownership, the role

of manufacturing in development again remained largely undefined as before 1968,
because the Government only focused on short-term aspects of industry which
would support the eccnomic stabilization effort of 1976-1978. Export manufac-
turing obtained additional support during that period. Foreign investment

in manufacturing was welcomed again, and, within the context of budget stabi-
lization measures, financial support of public manufacturing enterprises was
sharply reduced. However, manufarturing, which had performed only marginally
better than the overall economy betweea 1968 ard 1975, entered a period of
recession in 1977-1978, which was more severe than the stagnation suffered by
the economy as a whole. Between 1971 and 1975, the contribution of manufac-
turing to GDP growth in constant prices was 31% which is slighktly above its
share of GDP during that period (25%). However. its contribution to GDP growth
was negative after 1975. Mining, which had stagnated between 1971 and 1975,
provided the major share of the economic growth achieved in 1979.

2k. The new Govermment that took office in July 1980 does not seem to attach
the leading development role to industry. The policy of rot giving manufac-
turing higher priority than other sectors may be prudent and is supported by
this report. What seems to be necessary is thz establishment of a rational,
consistent and stable enviromment of incentives which would re-establish the
conditions for a development of manufacturing in accordance with the relative
strengths and weaknesses of the sector. Tr-re are indications that the new
Government intends to establish such a policy environment, which would permit
manufacturing tc find its appropriate role in the economic development of Peru.

Overall structure and recent performance of manufacturing

25. During the 19708, the Peruvian economy went through a cycle of strong
growth, subsequeni decline and, since 1979, incipient recovery. The period

of growth lasted until 1975-1976, when the Government had to take drastic
measures to stabilize the economy, restrict imports and reduce the public
sectcer deficit. After 1976 the economy went into a recession, with production
and income falling sharply until early 1979. Since then, the economy is reco-
vering at a moderate, but accelerating pace. During the 1971-1979 cycle,

GDP grew by 25%; a 22% growth of GDP during 1971-1976 was followed by a decline
of about 1% during 1977 and 1978 and an increase of over 3% during 1979.

GDP growth during 1980 msy be over Lf%.

26. In line with overall economic development, manufacturing experienced a
period of strong growth until 1976, a recessicn during 1977 and 1978 and a
recovery in 1979. The overall performance of the manufacturing sector during
the 1970s was about the same as for the whole economy, but the fluctuations
of the business cycle were larger in manufacturing. Table 1 below shows the
comparative performance of the economy and the manufacturing sector during
the business cycle of the 1970s. Overall, the manufacturing sector in Peru
appears to be more easily affected by an unfavourable economic climate and
restrictive economic policy measures than other sectors of the economy. On
the other hand, manufacturing seems to have the potential to recover rapidly
from an economic recession. However, the performance since 1971 does not
demonstrate that Peruvian industry has an above-average long-term growth
potential.




Table 1. Gross domestic product and
manufa “uring value added, 1971-1979

Growth
It (percentage)
ems 1971-1975___1977-1978 __ 1979-1980 _ 1971-1979 ,
Gross domestic product 22 -1 1 25

Manufacturing value
added 28 -8 9 23

Source: Annex tables 2 and 3.

Note: Mission estimates given for 198C.

Formal and informal sector manufacturing

27. The structure of manufacturing reflects the dual character of the Peruvian

economy. Manufacturing is divided into the main formal sector, which includes
enterprises registered with the Ministerio de Industria, Comercio, Turismo e

Integracion (MICTI) (Ministry of Industry), and a large informal sector of '
non-registered small factory establishments and artisans. Formal sector

enterprises generally have more than four employees; informal factory estab- ‘
lishments employ one to four workers and the artisans include manufacturers {
without employed labour, and family production units. In terms of value added,

the share of formal manufacturing is estimated at slightly over 80% and the

share of informal manufacturing at about 20% of the total. Informal industrial
establishments with and without employment have ezch about 10% of manufac-

turing value added (see annex, table 4). The performance in terms of value

added of informal and formal manufacturing over the 1971-1979 period is shown

in table 2 below.

Table 2. Manufacturing value added, 1971-1979

Growth
Ttems (percentage)
1971-1976 1977-1978 1979 1971-1979
Formal sector manufacturing 33 -22 3 1k
Informal factory manufacturing -7 100 5 923
Artisan manufacturing 19 -3 L 20
Total manufacturing 23 -8 L 23

Source: Annex, tables 2,3, 4 and 6, mission estimates.
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The statistical vase for the disaggregated growth rates in the manufac-

turing sector may not be fully adequate, but the overall picture presented in
the above table 2 seems to be a reasonably accurate reflection of the different
performances of th2 informal and formal manufacturing sectors. Formal sector
manufacturing (registered establishments), which was the target of the industrial
policy system of the Government, performed well during the period of high incen-
tives and overall economic growth (1971-1976), but also suffered most with an
extremely sharp decline during the 1977-1978 recession. In the same way that
government incentives and support measures were mainly directed towards formal
manufacturing, restrictive measures that had to be implemented during the
economic crisis were also sirmed at the formal sector. Therefore, formal manu-
facturing was characterised by volatile fluctuations and below-average overall
performance for the period 1971-1979. The informal sector, including artlsaus
and small factory manufacturing, did not benefit much from the growth of the
economy during 1971-1976, and seems to have stagnated during that period.

But during the recession of 1977-1978, the informal sector performed rela-
tively well; at least, it seems not to have declined. In conclusion, the informsal
sector has done much to soften the impact of the recession on industry, and

has contributed substantially to the long-term overall growth performance of
manufacturing.

Performance of the formal sector, 1971-1979

28. Detailed statistical informatiorn on subsectoral performence exists only

for formal sector manufacturing. Table 3 below shows the performance of seven
selected major subsectors at the ISIC three-digit level during the recent
business cycle. Five of the subsectors listei, textile and clothing, on the

one hand, and basic non-ferrous netals, electrical machinery and appliances

and transport equipment, on the other, will be examined in more detail in this
report. GCeneraily, fluctuations of subsectoral value added have been substan-
tially larger than for manufacturing in the sector as a whole, with the exception
of the food industry where stagnation during the period until 1976 was followed
by a decline which is still continuing (see table 3 below).

Table 3. Value added in important industriesE/
Growth
ISIC (percentage) L
Code Subsector 1971-1976  1977-1978 1979%  1971-1979~
311-12 Foody 2 -29 0 -28
3z1 Textiles 21 =27 T -5
322 Clothing Ly 48 -7 =30
351 Industrial chemicals 88 -8 7 85
372 Bagic non-ferrous metals 30 -30 17 6
383 Electrical machinery and
appliances 154 -20 -8 87
384 Transport equipment 141 =52 13 31
Formal manufacturing 33 =22 L 8

Source: Annex, tables 3 and 5, and mission calculation.

a/ Formal sector industry.
b/ Excluding fish products.

e/ Fshimnta for 1970 based on production volume (annex. taple 3).




29. A number of different factors are responsible for the strong cyclical
movement of value added within the subsectors, but all reflect to a large
extent gcvernment policies and their changes since 1971. The main factor
influencing the food industry seems to be the rising import of processed food,
partly as a result of stagnating domestic production of inputs to the food indus-
tries. The textile and clothing subsectors are largely dependent on the domestic
market and do well in a growing economy, but they suffered during 1977-1978

from the sharp decline in domestic purchasing power. In garment manufacturing,
producticn and demand may also shift between the formal and the informal sector,
depending on the conditions affecting marginal producers and consumers. The
recent recovery of the textile and garment sectors is due to the sharp increase
in overall real wages and rising exports of textile products. The industrial,
chemical and basic non-ferrous metals industries have strong public sector
participation and their performance has been largely dependent on the coming-
on-stream of large-scale govermment-sponsored projects. Nevertheless, the
cyclical development of the two sectors shows that govermment policies, parti-
cularly the import restriction during 1977-1978, also affected govermment-owned
manufacturing. Manufacturing of electrics machinery and appliances and of
transport equipment benefited, particularly until 1976, from the import
protection policy, which made possible the production of electrical household
goods and appliances and of vehicles for the domestic market. The automotive
industry was particularly affected by the reduction of domestic purchasing
power and the restriction of imports during the 1977-1978 recession. Details
of the effect of Govermment policies on the performance of manufacturing will
be discussed in chapter III of this report.

30. The contribution of the industrial subsectors to overall growth of manu-
facturing during the period 1971-1979 is shown in table L below:

Table 4. Subsector contributions to the growth of value
sdded in manufacturing®), 1971-1979

1971-1979 growth

ISIC Value
Code Subsector (billions of soles Change in value
at 1973 prices) (percentage)
31 Food, beverages -3.2 -16.0
32 Textiles, garments 0.6 3.0
33 Wood products - -
3k Paper, printing -0.1 ~0.5
35 Chemicals T.2 36.0
36 Non-metal minerals 1.4 7.0
37 Basic metals 9.0 k5.5
38 Metal products 5.0 25.0
39 Others - -
Total factory manufacturing 19.9 100.0

Source: Annex, table 2.
a/ Includes all factory manufacturing.
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At the ISIC two-digit level, table 4 confirms for the factory sector

(total manufacturing excluding artisan production) the conrlusions from the
analysis of selected subsectors at the three digit level shown in table 3.
Light industries of ISIC categories 31-34 and 39 stagnated or even declined
during the 1971-1979 period, while growth was concentrated on the heavy
industries of categories 34-38. The two industries with the largest contri-
butions to growth, chemicals and basic metals, are mainly based on the mining
and petroleum sectors of the country, and their growth reflects both the
expansion of mineral production during the period considered and the rising
share of mineral output which is further processed for export. The recent
expansion of oil-refining capacity also contributed to the large share of
chemicals in manufacturing growth. The most remarkable feature of table L

is the large contribution of the metal products industry (ISIC code 38), which
includes machinery and appliances and transport equipment as the major subsectors
with strong performances.

Structure of manufacturing

31. The structure of the manufacturing sector of Peru is characterized by a
concentrat ion in the production of consumer and intermediate goods. The share
of consum-r goods in manufacturing value added has declined substantially
since 197L, but is still over one half of the total. The intermediate goods
sector gained correspondingly and its share of value added grew to over LO%

in 1979, while the share of the small capital goods sector stagnated during
the 1970s (see table 5).

/

Table 5. Structure of manufacturing2

Share of value added

T of goods (percentage at current prices)
1971 1975 1979
Consumer 66.4 62.8 56.0
Intermediate 31.2 33.4 L1.0
Capital 2.4 3.8 3.0
Total 100.0 100.0 100.0

urce: Annex, tables 1 and 7, mission estimates.

a/ Includes all factory production. Passenger cars and

household appliances are included in consumer goods, textiles
in intermediate goods.

The structural shift in favour of intermediate products seems to have resulted
mainly from government protection and investment policy which supported second-
stage import substitution of intermediate products, channelling public and
private financial resources into industrial processing of domestic raw materials.
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32. The decline in the share of the consumer goods industry is mainly due to
the stagnation during the 1970s of the food processing industry, which, never-
theless, remained the largest industrial cector, with over one fourth of tcotal
manufacturing valued added. Food processing includes a broad variety of formal,
large and medium-scale production facilities, and informal small facilities.

The structure of subsectors of the manufacturing industrv is shown in
table 6.

Teble 6. Structure of manufacturing subsectors

Share of value added

IsIC (percentage at current prices)
Code Subsector 1671 1975 19798/
31 Food, beverages, tobacco 35.8 29,L 26.1
32 Textiles, garments, footwear 16.4 16.4 12.4
33 Wood products, furniture 2.6 2.7 2.1
3k Paper, printing 5.1 5.3 4.5
35 Chemicals, o0il refining 16.0 i5.1 8.5
36 Non-metallic minerals L. 7 L.y 4.9
37 Basic metals 6.3 7.0 16.6
38 Metal products, machinery 11.8 18.4 12.9
39 Others 1.3 1.2 0.7

Total 100.0 100.0 100.0

Source: Annex, table 1.

a/ Includes all factory production.
b/ Preliminary figures.

Modern large-scale facilities for the processing of fish-meal and fish oil

were estatblished towsrds the end of the 1960s, when Peru emerged as the world's
largest producer of those products. The fish industry went into a crisis after
1972, partly due to lack of raw material inputs, from which ic -ver fully
recovered. The establishment of fish processing for human consumption (canned
and frozen fish) during the 1970s has so far not compensated for the reduction
in fish-meal production. Other large-scale plants in the food sector are
breweries and sugar refineries, the importance of the latter also declining due
to the overall stagnation of the agricuitural sector.

33. The *extile and garment industry covers a wide spectrum from informal
small-scale family operations for garment manufacture to large-scale spinning
and weaving plants employing technologically sophisticated equipment. At the
ISIC two-digit level, the industry now occupies the fifth rank in terms of
value added, whereas it ranked second in 1971. Its relative decline is mainly
due to the stagnation of the garment subsector, which remained oriented towards
the depressed domestic market. Possibly up to one half of germent making is

in the informal sector, which markets its production largely in urban areas by
street vendors. Informal garment manufacturing and selling probably grew
rapidly during the economic crisis of 1977-1978, as incomes earned in the formal
sector were increasingly inadequate to buy the expensive products of formal
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sector garment manufacturing. The textile industry is more efficient than

the garment industry and produces a large variety of wool, cotton and blended

yarn and cloth in large-scale plants with technically advanced equipment.

It is based on locally available sheep and alpaca wool, on high-quality, long

staple cotton and on a sizable production of chemical fibres, mainly acrylic,

polyester, and nylon fibres. A rapidly increasing share of textile production
is exported.

34%. The chemical industry, which includes oil refining, is currently the
second largest manufacturing activity after its strong performance during

the 1970s. The industry benefited from the increase of domestic oil production,
which provided the basis for expanding refining cgpacity, and from the esta-
blishment of a sizable chemical fibre production=/. One international chemical
firm operates a 20,000 t/a acrylic fibre plant which is currently being
expanded to 30,000 t/a, and four smaller local firms produce polyester and
nylon. The local manufacturers operate plants of 2,000-3,000 t/a capacity

to supply polyester and nylon to the local market, which is below the economic
size by international standards. Pellets for fibre production are imported,
although capacity and technology exist in scveral plants for their production.

35. The metals and metalworking subsector have shown the strongest performance
of all industries during the 1970s in terms of value added. Those sectors

more than doubled their total share in manufacturing value added since 1975,
mainly due to the expansion of non-ferrous metal refining and processing for
export. The major steel producer in Peru, Siderperu, has not increased production
in recent years, but is currently undergoing a large expansion and balancing
investment. Siderperu and a number of smaller re-rolling firms provide most
of the ferrous inputs needed by metal procducts and machinery manufacturers.
Those important industries supply the domestic market with a broad variety

of metal products which are manufactured frequently at small scale. Major
products in the mechanical and electrical equipment category are household
electrical goods and appliances. The transport equipment industry includes

the assemuling of cars and trucks and the building of ships and boats. Both
industries raced a difficult period after 1975. Car production declined
sharply with the reduction of domestic purchasing power. The fishing boats
industry, which has no reliable domestic market base, has not yet established
a firm export market position, in spite of its relative efficiency. As a
result, the metal products industry had in 1979 a sharply reduced share in
total manufacturing value added compared with 1975, but remained one of the
important manulacturing activities in Peru.

36. In brief, Peruvian industry manufactures a broad variety of products

which are either processed domestic raw materials, frequently for export, or
consumer-oriented import substitutes for the domestic market. 1In both cases,
generally little industrial processing is involved. Only in textiles, garment-
making, part of the chemical industries and some metal industries is the degree
of industrial processing relatively high and has some vertical integration

3/  The sharp increase in the share of value added in the industry from
%S,l%—in 1975 to 18.5% in 1979, however, seems to be mainly due to the increase
1n the domestic price of petrol, which raised the profits of Petroperu, or
reduced its losses. In constant 1973 prices, the value-added shares of the

industry in 1975 and 1079 remuined roughly unchanged at 18.8% and 19.0%,
respectively.




of production occurred. Finally, industrial plants are frequently below
economic size and in practically all subsectors range from small workshops
located in private homes to large fuctories equipped with advanced technology
machinery.

Size and ownership of manufacturing enterprises

37. In line with the broad variety of industrial activity using advanced

and traditional production technologies, manufacturirg establishments vary
from one-man and family operations in the informal sector to modern large-scale
establishm:nts employing several thousand workers. Nevertheless, the dominant
industrial enterprise in Peru has only a small number of workers. About two
thirds of the currently 10,000 registered industrial establishments {(the 1979 -
figure was 9,634 establishments, excluding the fish industry) have less than
30 workers. The most recent size distribution of registered enterprises

for 1974 lists nearly half of the establishments in the category of five to
nine employees and about 1,000 establishments with more than 50 employees.
Only 10 firms had more than 1,000 workers in 19Tk (see annex, table 9).

38. The 45 larger-scale industrial establishments employing more than 500
workers in 1974 are concentrated in the chemical and metal-processing industries.
A small number of textile firms may now also have reached that size. The

larger firms generally process domestic raw materials for export. The major
exception is Siderperu which is the major steel producer for the local market
and the country's largest industrial employer, with about 4,600 workers in 1980.
Employment in the large industrial enterprises is limited by the use of advanced
labour-saving technology, so that labour productivity, or output per wcrker,
rapidly increases with the size of the es’ablishment. For example, ir 19Tk

the 10 largest industrial firms produced 31% of industrial output with 7% of

the industrial work-force. The 6,700 small firms with less than 50 workers
employed@ 36% of the work-force, but produced only 22% of output. One fourth

of formal sector enterprises produces food and beverages and another one

fourth textiles, garments and footwear (see annex, table 10). The vast majority
of informal sector manufacturing are also in those two major subsectors. A
relatively high degree of enterprise concentration exists at the subsectoral
level. In most indusﬁyies a small number of firms are responsible for the

major share of output—. That is particularly so in chemicals and metal
processing, wnere economies of scale are important, while the enterprise
structure in food and clothing is more diversified.

39. While the degree of industrial concentration seems to have increased
during the 1970s, the ownership structure of Peruvian formal sector industry
underwent a process of diversificaticn. Industrial ownership was affected
in three ways. First, nationalization of foreign firms in paper production,
sugar refining and processing of metallic minerals reduced the previously

4/ The Instituto Nacional de Planificacién (INP) (National Planning
Institute) found in 1975 that in over two thirds of all categories at the
ISIC three-digit level, the four larsegt enternrises accounted for over one
half of production.
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high share of foreign ownership in Peruvian industry.zj The reluctance of
foreigners to invest in Peruvian manufacturing during much of the 1970s also
contributed to a relative decline of foreign industrial participation.
Secondly, the Government was the muin beneficiary of the reduction of foreign
industrial ownership. In addition, the General Industries lLaw of 1970

reserved activities in basic industries— to the Govermment and advocated
govermment participation in other key industries. Tnirdly, EPS, a specific
form of Goverrment-controlled industrigl co-operatives, have been created. They
represent, in addition to the Industrigl Community, a way to achieve worker
participation in industrial property.l However, the share of EPS in industrial
ownership has remained small, and most of the over 60 EPS which were in the
planning stage in 1976 and were intended to provide 40,000 jobs at a total
investment of over $300 million did not materialize. Moreover the only
successfully established EPS ﬁ;f small-scale operations, mostly in the form

of a co-operative of artisans

0. Tables 11 and 12 in the annex present an overviev of ownership distri-
bution in Peruvian industry in 1978, based on a sample of 517 of the 900
largest manufacturing firms vhich report annually to the Ministry of Industry.
Those firms account for little over 50% of sales and 60% of employment in all
formal sector manufacturing firms. Since no mejor shifts among ownership
forms seem to have occurred since 1978, the information provided in the two
tables roughly reflects also the current ownership situation of Peruvian
manufacturing industry. The composition of the ownership structure is shown
in table 7 below. The continued importance of foreign and govermment ownership

Table 7. Ownership of industry in 1978

Type of Sales Employment
ownership Number of firms (percentage) (percentage)
Private national 395 38 48
Private foreign 89 26 21
Governnentgj 22 3L 25
Social sector 1 2 6
Total 517 100 100

Source: Annex, table 11.

a/ Including mixed enterprises.

Factory output in 1968 wvac distributed as follows: 5% bty Government
enterprises, 45% by foreign and 50% by domestic private enterprises.

6/ Basic industries include metal processing and production of chemicals,
fertilizers, cement and paper.

7/ Details on Social Property Enterprises (EPS) and the Industrial Community
are given in chapter II.

Q/_ Examples of larger scale EPS are Moto Andina (motor cycles), Normetal
(electrical equipment) and Confecciones Populares (garments), apparently all
of them at present facing serious difficulties.
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in Peruvian industry is clearly demonstrated. Foreign ownership is even
somevhat understated in table 7, as there are three enterprises with joint
government and foreign capital participation. On the other hand, table T .
probably overestimatég/government and foreign participation in total formal
sector manufacturing. A reasonable estimate of shares of formal sector

sales appears to be 55% for rational private industry, 15% for foreign industry,
25% for government industry and 5% for social sector industry.

L41. Foreign participation is concentrated in industries where foreign know-
how and technology are important for the design, production and marketing of
manufactured products. Food and beverage industries have above-average foreign
participation, because of the importance of foreign brend names in the marketing
of internationally known brands of consumer products. Advanced technology is
frequent.y required in the manufacture of chemicals (for example, chemical
fibres), a sector in which foreign participation is particularly large (58%

of sales). The third group of industries with heavy foreign participation is
the assembly industry, in which 87% of sales of electrical machinery are

carried out by firms with foreign participation. Most of the machinery consists
of household appliances and electronic consumer equipment, with foreign-designed
products manufactured or assembled in Peru. Similarly, 77% of sales by firms
assembling transport equipment are foreign, since car and truck assembly
operations have fcreign participation. Government ownership is important in
the shipbuilding and repair industry and in the basic industries, paper,
petroleum refining, cement and metals, which are reserved by law to the
Government. Larger-scale social sector enterprises, including co-operatives

and EPS, have only developed in food (sugar refining) and printirng industries,
where the agrarian reform and the nationalization of newspapers promoted the
establishment of co-operative forms of ownership.

L2. Foreign technology, licenses, designs, brand names and management have
been widespread in Peruvian industry. However, their roles are now much
reduced, as compared with the period before 1970. The most impressive change
is the nationalization of management of manufacturing enterprises, including
management of foreign-owned firms. The vast majority of senior industrial
managers are now Peruvian nationals. The flow of foreign technology is also
much reduced after the establisiment of strict control over payments for foreign
patents and licenses. On the other hand, the preference of consumers for
products with foreign brand names has maintained the practice of buying and
using foreign designs and brand names, which is particularly striking in the
garment industry. The assembly industry is clearly the subsector most
dependent on foreign technology and licensing. Nevertheless, the Peruvian
industry seems to have gained greater overall independence from foreign
influence, not only with recpect to enterprise and plant management, bul also
in technology. In some metalworking industries, including fishing boats, some
mining equipment and equipment for fish.-meal and fish oil production, Peruvian
production technology seems to have reached interna .ional standards.

9/ It is reasonable to assume that the vast majority of foreign and
government enterprises in Peru are large (that is, among the 900 firms forming
the basis for the sample) and have also been covered by the industrial survey
of the Ministry of Industry (based on a sample of 517 firms). Therefore,
the actual share of private national and social sector enterprises in total
formal manufacturing should be larger than indicated in cable 7.
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Employment, wages and vocational training

43, Since Peruvian industry is heavily concentrated on capitali-intensive
activities such as processing of mineral and agricultural raw materials, its
contribution to employment generation is only one half of its share in GDP
of 25%. FEmployment levels in manufacturing are shown in table 8 below.

Table 8. Employment in manufacturing

Employment levels Growth
Group {thousands of workers) (percentage!
1971 1976 1975 1971-1979
a. Total working population 4 291.3 b 957.7 5 LLo.6 27
Manufacturing working
population 538.0 632.3 689.8 28
c. Employment in formal a/
sector manufacturing 208.8 270.4 267.0~ 28
Relative employment levels
(percentage)
b/a 12.5 12.8 12.7
e/b 38.° L~.8 38.7

Source: Annex, table 13.

a/ Estimate based on employment index for manufacturing in Metropolitan
Lima.

More than 60% of the manufacturing working population of currently 690,000 is
in the informal sector. Employment in formal sector manufacturing is below

5% of the total work-force. Employment generation in manufacturing during

the period 1971-1979 has been in line with the increase in the total work-force,
which rose by over one fourth. Formal and informal sector manufacturing
seemed to have created new jobs during that period, roughly in proportion

*n their respective total employment shares. Until 1976, the formal manu-
facuuring sector absorbed labour at a much higher rate than the informal
sector. About 60% of the increase in the manufacturing work-force between
.5 and 1976 was absorbed by the informal sector. Formal sector employment
., somewhat declined since 1976, although not to the extent of the uvroduction
accline. A slight recovery of employment took place in 1980 (see annex,

tab.e 13), but so far the 1976 peak of 270,000 workers has not been reached.

L. Table ) shows the 1978 subsectoral distribution of formsl sector employment
%n manufacturing at “he ISIC two-digit level. Food, textiles and metal products
industries are the largest employers, providing each roughly 20% of tctal
employment. The chemical industry is also important for industrial employment.
Growth of employment in the large food and textile industries was below the
average for total manufacturing from 1971 to 1978, while the chemical and

the metal products industries had high growth rates of employment (see annex,




table 14). A remarkable feature of employment growth at subsectoral level

is the low rate of increase of large industrial subsectors (processed foods,
beverages, textiles, clothing, other chemicals), while most of the high growth
rates occurred in small subsectcrs (industrial chemicals, petroleum refining,
clay and earthen products, basic ferrous metals). Notable exceptions are
electrical machinery and appliances and transport equipement, which are large
industries with the highest employment increases. Tne restructuring of
employment in manufacturing is partly due to the process of industrial concen-
tration in capital-intensive subsectors which took place during the 1970s, but
also to the long-term stagnation of the food, textile and garment industries.

Table 9. Employment in manufacturing in 1978

ISIC Number of workers Share

Code Subsector (16,000) (percentage)
3 Food, bevera zes 52.4 19.7
32 Textiles, garments 58.0 21.7
33 Wood products i4.8 5.5
3k Paper products 16.2 6.1
35 Chemicals 39.2 k.7
36 Non-metallic minerals 17.4 6.5
37 Basic metals 11.8 L.k
38 Metal products 52.5 19.7
39 Other L.,6 1.7
Total 266.9 100.0

Source: Annex, table 1L.

45, As the working population in manufacturing continues to rise at about
3.5% per year, the informal sector would have to provide at least 20,000
additional jobs annually in order to prevent the rise of unemployment in the
manufacturing sector. Available data do not provide a clear picture of the
recent development of unemployment in manufacturing, but it ange7rs that
"inadequate" employment has increased dramatically since 1976.129/ The percen-
tage of adequately employed workers in the work force of metropolitan Lima
dropped from 80% in 1973 to 72% in 1976 and 58% in 1978, and increased slightly
to 63% in 1979. The recovery of the employment level during 1979 seems to
have continued during 1980, as indicated by a rise of 2% in the manufacturing
employment index for Lima in 1980 (see annex, table 13). The recent trends of
formal sector employment in manufacturing and the unemployment and under-
employment rates clearly demonstrate the inadequate capability of formal manu-
facturing industry to provide employment to the rapidly growing work-force of
Peru. Formal rector employment in manufacturing nas slightly declined since
1976 to a low level of 270,000, while the number of inadequately employed
vorkers in all production sectors has increased by over 500,000.

10/ The Ministry of Labour defines as iradequately employed workers who
work less than 35 hours per week or are paid less than the legal minimum wage
of currently about §:26,000 per month. Generally, most of the inadequately
employed workers are in the informal sector.
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L6. In line with the deterioration of the labour market situation since 1976,
real wages and salaries suffered a severe decline. Wages and salaries had
already somewhat ercded before 1976, but subsequently dropped sharply to nearly
one half of their 1971 peak level. Since the low of June 1979, real wages

and salaries are in a process of strong recovery and rose about 12% until
February 1980. Table 10 shows employment, wage and productivity levels in
manufacturing during the period 1976-1979. Real labour costs to manufacturing
enterprises did not decline as much as indicated by the fall in real wages

and salaries. In addition to wage and salary payments, formal sector enter-
prises hEI? social labour costs averaging sbout 70% of basic wages and
salaries— which are partly in the form of goods and services and have
meintained much of their real value. That may be reflected in ths fact that
the share of wages and salaries in total manufacturing value adi:d tended to
increase to over one third until 1977, and only thereafter declined sharply

to about one fourth of value added in 1979.

Table 10. Employment, wages and productivity
in manufacturing, 1976-1979

Values on a basis of 100 in 1973
Item (percentage)
1976 1977 1978 1979

Employment / 113.1  111.1  111.7 112.0
Real wagesg-(Jvne) 86.7 66.2 sh.T 50.9
Real salaries®’ (June) 96.2 73.9 67.4 60.3
Value added o/ 115.8 113.5 90.0 93.6
Productivity— 102.4  102.2 80.6 83.6
Wage share in value

added (%) 33.2 3k.6 28.1 25.9

Sourcep: Annex, tables 15 and 16, and Ministry of Labour.

&/ Metropolitan Lima, includes establishments with 10 or
more workers.

b/ Value added per worker.

47. Total real labour costs in manufacturing have roughly followed the deve-
lopment of labour productivity, which rose slightly until 1977 and then
suffered a sharp decline, due to the reduction of value added and production

at only slightly reducea employmeat levels. The declining share of labour
remuneration in value added usually indicates rising profit rates of increasing
capital intensity. Manufacturing profits have traditionally been extremely
high, with a substantially larger share in value added than wages. Even
during the 1977/78 recession, profits seemed to have main“ained their high
level, but suffered a sharp decline in 1979 when their share in value added
dropped below L0%. Thus, profits do not appear to have benefited much from

11/ The additional labour costs include the obligatory 19% of nominal
wages for social security, additional salaries (in most cases two monthly
salaries per year) and subsidized clothing, food and recreation facilities.
The size of the additional subsidies varies according to the individual
agreements between firms and trade unions.
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the decline of real wages. If depreciation is used as a basis of illustration,
overall capital intensity in manufacturing seems to be rising since 1977,
possibly as a result of large investment made particularly in the government-
owned industry during the first half of the 1970s. The decline of output
during that period has also tended to raisc the share of depreciation in value
added. 1In 1979, the share of depreciation in manufacturing value added passed
the 10% level after rising from about 7% during the early 1970s. Nevertheless,
payments of indirect taxes by the manufacturing sector, which made up in 1979
about 25% of value added, as compared with only 10% until 1977, have taken
most of the declining wage shares (see annex. table 15).

L4L8. Table 16 in the annex ci:ows that the decline of labour productivity

between 1976 and 1978 affected practically all ISIC three-digit branches,

with the exception of o0il refinir; and basic ferrous metal production. The
productivity decline was particularly heavy in the more labour-intensive sub-
sectors of the foecd, garment, footwear, woodworking, printing and metal products
industries, where the inability to release excess labour because of the labour
stability law was more detrimental than in the capital-intensive industries.12:
Mission observations during plant visits confirmed that excess labour and low
productivity are still widespread, even in the capital~intensive industries

of textiles, basic metals and machinery. Little information exists on labour
productivity in the informal sector, but calculations based on tables 4 and 13
in the annex indicate that productivity in informsal manufacturing is far below
formal sector productivity, probably as low as one sixth of the latter. The
calculation on the basis of tables 4 and 13 in the annex also indicates a decline
of labour productivity in the informal sector since 1976, but to a much lesser
extent than in formal manufacturing, which would be in line with expectatiomns.
During the 1977/78 recessior, the informal sector had to ,absorb a rising share
of the work force at a reduced value added per worker .1 / On the other hand,

the informal sector was relatively isolated from the formal sector and has

been affected by the recession to a smaller extent.

L9, The drastic decline cf real wages and salaries during the recent years

has brought formal sector manufacturing labour costs back in line with compa-
rable countries in Latin America. In February 198G, nominal monthly salaries
in manufacturing were about S 61,000 ($2L0) and nominal daily wages were

S 1,230 ($5) on average.lk/ If social costs averaging 70% are added, current
total labour costs would be over $400 and $8.50, respectively. Nominal wages
and salaries are 50-60% higher in large enterprises with more than 100 employees
than in small firms with 10-24 employees. In addition, the percentage to be
added for social costs seems to be rising with the size of the enterprise.

The relationship between labour costs and firm size suggests that small formal
sector enterprises (5-9 workers) pay close to the legal minimum wage (S 22,000
per month - $90, with little social cost in addition to the 19% legal minimum
for social security, while informal sector wages would be below the legal mim
minimuvm without contributions to social securiiy.

12/ An exception to this ooservation is the sharp productivity drop in
the transport equipment industry, which also suffers from high excess lapbour a
as a result of the drop in value added to less than one half between 1976 and 1977.

13/ This reflects the rising number of inadequately ewployed workers.
If labour productivity is based on hours of work performed instead of number of

workere, productivity in the informal sector may even have increased during 1971-1979.

14/ From the Ministry of Labour, Survey of Establishments with 10 and more
employees in metropolitan Lima.
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50. The quality of Peruvian labour is considered good, and there is no
scarcity of qualified industrial workers, the reasons for which are twofold.
Because of the relative stagnation of the economy in recent years, the demand
for qualified workers has also stagnated. On the other hand, training of indus-
trial workers, mainly by the Servicio Nacional de Aprendisaje y Entrenamiento
Industrial (SENATI) (National Apprenticeship and Industrial Training Service),
proceeded at a relatively high rate during the 1970s. SENATI worker training
programmes currently involve between 15,000 and 20,000 per year, which is

6-8% of the formsl sector work-force. Only about 700 per year are completing
the SENATI apprenticeship programme and entering the industrial labour market
for the first time. The remainder are employed workers who are trained in
plant by SENATI (6,200 workers in 1979) or within the four SENATI training
centres (10,000 workers in 1979). Since the training provided by SENATI is of

a high standard, industrial enterprises have access to a sufficient number

of well-trained workers. Currently, & larger number of well-qualified workers
seem to be employed in the informal sector, which cannot offer employment
commensurate with the level of training obtained. However, the excess supply
of qualified labour may change in the future, when Peruvian industry restruc-
tures towards a more labour-intensive production system. SENATI should prepare
in time to satisfy the rising Jemand for qualified industrial workers.

Industrial location and infrastructure

51. Manufacturing activity in Peru is heavily concentrated in the metro-
politan area of Lime and Callao. About 70% of formal sector manufacturing
establishments, employment and production value are oncentrated in this area.
Other areas with some agglomeration of industry are urequipa in the south, and
Chimbote, Trujillo and Piura in the north. Basically, the import substitution
industry is located in Lima, where most of the consumer purchesing power of
the country is concentrated. That includes the food, garment, footwear,
printing, o0il refining, household electronics and appliances and sutomotive
industry. The only other centre is Arequipa, which is smaller, and mainly
engaged in the manufacture of light consumer goods. Major industries outside
Lima and Callao are resource-based. The large steelmaking and non-ferrous-metal
refining plants of Siderperu and Centromin are close to mining areas, a large
cotton spinning and weaving plant is located in tne major cotton-growing area
of Piura in the north, and the sugar refineries, Jointly with a large paper
mill based on sugar cane bagasse, are in the northern sugar-cane-growing areas
(Trujillo, Chiclayo). Finally, most of the fish-meal industry is in a number
of coastal locations (Chimbote being the largest centre). The informal sector
industry may have a somewhat higher share of production outside Lima and
Callao than formal manufacturing. However, the capital also provides the

moest important consumer concentration for goods manufactured by informal
industry, as shown by the volume of street vending in downtown Lima. But
informal production of clothing, footwear and metal products is frequently
located outside vrban consumer centres. ’

52. During the 1970s, the Government initiated policies designed to decen-
tralize economic activity away from Lima and Callao to the provinces,

Table 18 in the annex shows thet in the manufacturing sector those efforts
have not been successful, although a further rigse of industrial concentration
ir Lima has been prevented. Apparently, a balance has been achieved between
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the growing urban problems of Lima and Callao and the infrastructural problems_
of provincial industrial locations. Probably with the exception of Arequipa,l2/
it is still almost impossible to operate an industrial enterprise in a provincial
town without a liaison office in Lima, since arrangements for credit as well

as for export and import can only be made in Lima with some degree of effi-
ciency. In addition, transport and other infrastructure are frequently inade- R
quate outside the Lima area. Larger provincial centres, like Arequipa, Piura

and Chimbote, have faced power supply problems over long periods, while electri-
city, at subsidized rates, has always been adequate and reliable in Lima.
Finally, the domestic transport systems are inadequate and costly, which places
industries located outside Lima at an additional disadvantage.

Industrial investment

53. Investment in manufacturing fluctuated widely during the business cycle

of the 1970s. Total national gross fixed capital formation nearly doubled
between 1971 and 1975, but by 1978 dropped to its 1971 level. Fixed investment
in formal manufacturing enterprises increased at an even higher rate than total
capital formation during the 1971/75 period, but thereafter fell by one fourth
(see table 11 below). At the three-digit subsectoral level, investment has

been more volatile than total manufacturing investment (see annex, table 19),
since the investment activity of public and private industries has, to some
extent, been counter-cyclical. Because of the deteriorating economic climate
for the operations of private local and foreign manufacturing enterprises during
the first half of the 1G670s, investment in industries dominated by privately |
owned enterprises declined sharply between 1971 ang 975, while investment in
government-controlled industries expanded rapidly. Gross fixed capital
formation by public enterprises in the form of industrial machinery and
equipment rose from S 0.3 billion in 1971 (about 3% of the total) to

S 7.9 billion in 1975 (about 40% of the total). Thus, during the period
considered the expansion of industrial production capacity was largely concen-
trated on capital-intensive govermment-owned basic industries. After 1975,
budgetary and foreign exchange restrictions led to a sharp decline in industrial
investment by putlic enterprises to S 1.k billion in 1978 and S 1.8 billion

in 1979, and an increase in the relative share of private industrial investment.

15/ The customs office of Matarani, the port for Arequipa, is reported
to be highly efficient.

16/ This may appear to be inconsistent with statistical data on private
foreign investment, which show and increase from $24 million in 1972 to
$316 million in 1975, and subsequently a decline to $25 million in 1978
and $71 million in 1979. However, by far the largest part of chose amounts has
probably been directed towards the petroleum and mining sectors.
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Table 11. Investment in manufacturing, 1971-1979
Investment Percentage
Item (billions of soles at 1973 prices) __ of total
1971 1975 1978 1979 1971 1978
National gross fixed
capital formation 47.0 8L.9 49.8 55.6 100.0 100.0
Industrial machinery
and equipment 11.1 19.6 9.€ 12.4 23.6 19.3
Fixed investmg?t in
manufacturing— 5.2 12.9 9.5 - 11.1 19.1
Machinery and equipment a/ 3.3 T.7 k.5 - 7.0 9.0

Source: Annex, tables 18 and 19.

5/ Enterprises with more than four employees.

54. Table 12 below shows the strong fluctuation of investment in major subsectors
during 1971-1978 and the general tendency during that period to direct investment
towards capital-intensive ndugtries. Particularly striking are the high
investment shares of industrial chemicals and basic ferrous metal industries
(which have strong public ownership) in 1975 at the height of the government
effort to compensate for lack of private investment. Investment in food,

clothing and metal product industries, where private owr:rship dominates, was
particularly depressed during the period considered. Also remarkable are the
almost negligible investments in the labour-intensive garment industries as
compared with the extremely high investment made during 1971-1978 in capital-
intensive sectors such as beverages and industrial chemicals, which provide
substantially fewer jobs than the garment industry. In brief, capital-intensive
industries have received an extremely high share of total manufacturing investment.

/

Table 12. Employment and investment in manufacturingg

Average employment Investment b/

SITC (percentace of total) (percentage of total)
Code Industry 1971-1978 1975 1978
311 - 12 Food 15 10 22
313 Beverages 4 9 6
321 Textiles 13 14 8
322 Clothing 5 1 0.4
351 Industrial chemicals 3 22 L
371 Bagic ferrous metals 3 10 1
381 Metal products 7 L 1¢
384 Transport equipment 5 L 3

Subtotal 55 Th 5k

Total manufacturing 100 100 100
Source: Annex, tables 1L. and 19.

8/
b/

Formal sector manufacturing.

Gross fixed investment.
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Manufactured exports and imports

55. In line with the level of industrial development of Peru and the import
substitutior policy followed during a long period, the trade balance for
manufactured products is heavily in deficit. Imports of manufactures sre
substantially higher than exports. However, in recent years the gap has been
closed dramatically; manufactured exports, which were only 4% of manufactured
imports in 1975, reached a level of LL¥ in 1979. Table 13 below reflects
recent trends.

Table 13. Export and import growth, 1975-1979

Value
Item {(millions of $ US)

1975 1976 1977 1978 1679¢/

Imports®/ 2 581.6 2 072.5 1 918.0 1 k68.1 2 200.0
Manufactures 2 097.0 1633.0 1L495.0 1 290.0 1 63 .0
Exports 1 313.0 1 302.0 16542 1781.8 3 158.0
Manufactures?’ 83.1 116.9 198.1 382.8 72L.7

Percentage of total imports and exports

Manufactured imports 81.4 78.9 77-9 87.7 Th.1
Manufactured exports 6.3 9.0 12.0 21.5 23.0

Source: Annex, tables 26 and 27.
a/ Excluding military equipment.

b/ Excludes traditional wanufactured exports of fisn-meal, sugar and
petroleum products.

¢/ Preliminary data on imports, besed on Lima entry, adjusted 20%
for insurance and freight and 30% for entry in other parts of the country.

The remarkable growth in the share of manufactured exports resultea

from the sharp fall in manufactured imports by nearly 50% and a ninefold
increase in manufactured exports during the 1975-1979 period. The restrictive
measures which had to be taken during the 1976-1978 balance of payment crisis
affected imports of manufacturers, both finished and intermediate inputs,

more than other imports (mostly foods). The share of manufactured imports

in total imports decreased from 81% in 1975 to T4% in 1979. Manufactured
exports, on the other hand, have doubled each year since 1976, and are now
about a quarter of total exports, compared to 6% in 1975. Manufactured expor.s
are currently over 10% of formal sector industrial production, and 8% of total
manufacturing production.




56. The above global statistical picture of manufactured imports and exports
tends to exaggerate the degree to which the manufecturing trade balance has
been reduced. Most of the imports are machinery, equipment and durable
consumer goods with a high degree of industrial processing. Manufactured
exports, on the other hand, are dominated by small processed domestic raw
materials. Frozen fish, cocoa powder and butter, gold jewellery, cooper wire
and alpaca tops fall in that product category. Cotton cloth, cement, fishing
boats, footwear and refrigerators are among the major industrial export products
with a relatively high manufactured value added, but they represent only one
third of manufactured exports. Details of manufactured import and export
development will be discussed in chapter III of this report.
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IT. MAIN FEATURES OF INDUSTRIAL POLICY

57. Between 1968 and 1975, the Government introduced a rumber of laws and
decrees which drasticelly changed the direction of industrial policy in Peru.
Those developments have been analysed at length in a sufstantial number of
studies, including reports prepared by the World Bankl—, so that a brief
description of the most important legislation may be sufficient for this report.
It should be kept in mind, however, that a major feature of Peruvian economic
policy, the import substitution policy, was continued and strengthened during
1968-1975, with rising tariff protection and implementation of a system of non-
tariff barriers . That may have had an equally strong effect on the industrial
sector as the new govermment poalicies.

Legislation affecting the industrial gector, 1968-1975

58. The Ley General de Industrias (LGI) (General Law of Industries) which
was introduced in July 1970, forms the basis of the industrial policy of
the 1970s. Its main features are as follows:

(a) The industrial sector was divided into four priority groups.
Taxation, import duties and credit incentives provided for under the Law were
ranked in acccrdance with priority levels;

(b) The property structure of the industrial sector was reorganized
with a view to reserving basic industry to govermment ownership, limiting
industrial ownership of foreign firms, and establishing worker participation
in private industrial enterprises with more than five employees.

The major social aspect of the LGI was the introduction of the Industrial
Community into private enterprises. The Industrial Community scheme was
designed to give workers a participation in profits, management and ownership
of manufacturing enterprises through the allocation of 25% of the pre-tax
income of the firm to the workers forming the Industrial Community. Ten per
cent of the profits would go directly to the workers under a profit-sharing
scheme, while the other 15% would be used to purchase common stock of the
firm. The process was to continue until the Industrial Commvnity had collec-
tively acquired 50% ownership of the firm. Those goals were never reached,

and by the end of 1975 the Industrial Communities owned only about 17%
of the share capital of the private manufacturing sector.

59. While the social component of the LGI presented a stron, disincentive
to expansion of private sector manufacturing, called the "reformed” private
sector, the generous benefits provided by the Law initially induced a strong
rise of manufacturing investments. The priorities established urnder the Law,
along with the location of the firm, were the basis for granting tariff
reductions on imports by the firm of capital goods and raw materials and for
allowing reinvestment tax deductions. In addition, the priority system was
used to discriminate with respect to credit conditions. The incentives in
the LGI included reductions of the import tariff rates for industrial inputs
ranging from 20% for third-priority firms to 80% for first-priority firms.

17/ Peru: Long-term Develorment Issues, vols, I-III,Renort No. 220L-PE
(Washington, D.C., Yorld Bank. 13 Anril 1979).
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For imports of capital good, the reduction went from 40% for the third priority
to 90% for the first. Firms located outside the Lima and Callao area also
received further 25% andlg9% tariff reductions when importing, respectively,
inputs and capital goods—/. The most important incentive provided by the Law
was the tex credit provision for reinvestment, which allowed deductions for
reinvestment of between 65% and 85% of pre-tax income, depending on the
priority. The reinvestment tax credit was computed after the deduciions for
worker participation were made.

60. In addition to the LGI, the Labour Stebility Law, which was also introduced
in 1970, provided for a streagthening of the position of formal sector employees.
"Under the provisions of the Law, all workers employed by an enterprise for

more than three months acquired permanency and  1ld only be dismissed under
strictly limited circumstances. In case of general problems faced by the
enterprise, the work-force could only be reduced after successful application
had been made to the Ministry of Labour. However, few permissions to release
workers have so far been issued by the Ministry, and job losses only resulted
from bankruptcy.

61. In response to the slow progress toward worker participation made under
the LGI, and in order to offset the declinin;' investment rate of the private
reformed industry, the Government introduced in 1974 the Social Property Law,
which created a new category of Social Property Enterprise (EPS). Basically,
EPS are industrial production co-operatives established by govermment initiative.
However, a number of features distinguish the EPS from other co-operatives.
EPS are formed exclusively by workers who;§7ceive an initial transfer from

the Government to cover investment costs. The initial loan has to be paid
back, and once the amortization period is completed, the EPS continues to pay
the same amounts as part of the taxation scheme of the system. Firms in the
social property sector are supposed to be managed entirely by their workers,
but the Law created the Comisidn Nacional de Propiedad Social (CONAPS) (Social
Property "~mission), which was charged with the control and planning of the

social - ty sector. Thus, CONAPS has the task of controlling on a case-
by-cas s, investment, salary and employment policies of EPS, and of

securing .ne amortization of the initial loan. Until 1976, the Government
placed great hones on the development of a large-scale social property sector,
which would become the predominant form of industrial enterprise in Peru.

The EPS were expected largely to replace the poorly performing private sector
snterprises, and thus form the basis for a social democracy of full parti-
cipation. However, as a result of financial and organizational constraints,
implementation of a large-scale EPS programme materialized to an even smaller
degree than the Industrial Community. Plans to convert the 200 largest
industrial enterprises into EPS had to be abandoned, because the Government
was unable to raise the required capital, By mid-1976, only six EPS were in
operation, although a large number were under preparation.

18/ Enterprises without priority (fourth-priority category) hed to pay
the full duty and tax charges.

19/ Government funds were to be channelled through the Fondo Nacional
de Propiedad Social (FONAPS) (Social Property Fund).
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Revision of industrial policy legislation, 1976-1979

62. The incipient economic crisis in 1975 induced a reappraisal of industrial
legislation. The most important fiscal incentives in the LGI, the reinvestment
tax credits and the tariff exemptions, were changed. The tariff exemptions for
high-priority industries were modified in the context of a tariff reform that
abolished the multiple tariff system for the same product. Those changes
mostly benefited low priority enterprises.

63. In early 1976 the property aEB?ct of the LGI was revised in two respects.
First, a small-scale industry law— was introduced, which raised the maximum
size of small-scale enterprises, thus increasing the number of firms excluded
from the obligation to establish an Industrial Community. Small-scale enter-
prises are wholly private, and the 25% deductions that were used to buy shares
and finance profit-sharing in larger private firms would go in small enterprises
only to the workers' profit share. The Law defines small-scale enterprises

in terms of minimum wage units paid in Lima. Thus, the maximum level of sales
of small industrial enterprises was set at the eguivalent of 590 minimum wage
units, amounting to about $100,000 at their 1976 value. Since that corres-
ponded to around 20 employees oi. average, the Law released procbably more

than one half of the formal sector industrial enterprises of the country from
the obligation to establish an Industrial Community. In addition, the enlarged
small-scale enterprise sector allowed & rapid rise in the number of new firms,
98% of which registered in 1976 under the new Law.

6. The 1976 revision of the Industrial Community requirements also introduced
major changes in the provision for the remaining larger firms still falling
under LGI. The Industrial Community virtually lost its role in the ownership
and management of enterprises, but the workers continue to obtain shares and
participate in profits. Workers continue to receive 10% of the net income

of their firm under the profit-sharing arrangements, but temporary workers
are now also entitled to participate along with full-time employees. While
under the previous law 15% of profits were used for the purchase of common
shares, the revised legislation reserved the acquisition of common stock
exclusively for the original owners. The workers may buy only speciel labour
shares (acciones laborales) which represent a participation in the assets of
the firm, which in turn is made up of the common share and the labour share
capital, the legal reserves, the revaluation surpluses and some other minor
accounts. As a further consequence of the change, the employees can only
obtain a maximum of one third of the total share capital, as compared with
cne half undzr the earlier provisions of the Law. The employees can now
largely dec. le on the use of their profit shares and labour stock. Not all
of the funds corresponding to the 15% profit share has to be used to buy labour
stock. Instead, workers can decide to buy labour shares for a minimum of
4,5% and a maximum of 13.5% of the profit allocation. There is a mandatory
minimum of 1.5% for the formation of the assets of an Industrial Community.
The labour stock, on the other hand, is held individually by each worker,

who can sell shares in the market or, after six years, to the original owners
of the firm. The difference between the percentage that workers allocate to
the purchase of labour stock and the possible maximum of 13.5% has to be used
for bonds issued by the firm or by the Banco Industrial (Industriel Bank).
Alternatively, a part of the funds may be used collectively or in individual
vorker investment programmes.

20/ Decreto Ley 21435: Ley de la Pequefla Empresa del Sector Privado.
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65. Finally, in March 1979 the Labour Stability Law was changed. The trial
period during which workers may be released was prolonged from three months

to three years. New items were added to the list of reasons which may justify
the dismissal of a worker. The ambiguity of the reasons still gives a rather
large discretionary power to the labour authorities. The revised Labour
Stability Law includes also the possibility of employing up to 10% of the work-
force as seasonal workers. The new features of the Labour Stability Law provided
for some flexibility on the labour market, which had already been partly achieved
in the Export Promotion Law of 1978, under which the hiring and firing of workers
by export firms was made easier.

Small enterprise legislation

66. A revised Law on Small~scale Enterprise (SSE) was introduced in July 1980
to promote the creation of small-scale businesses and to simplify their relation-
ship with the govermnment regulatory institutions. The new Law includes three
important changes as compared with the previous Law: it creates a simplified
system of SSE registration; it specifies, for a period of 10 years, a single

tax to be paid by SSE: and it creates a fund within the Industrial Bank for

the financing of SSE.

67. In order to qualify for SSE status, a firm must have a maximum of 10 workers,
including the owner, or 5 for commercial enterprises. The owner has to parti-
pate directly in the production process. The yearly gross income of SSE should
be lower than 100 minimum wage units, corresponding to approximately

$85,000 in mid-1980, or 50 minimum wage units for commercial enterprises.
Registration of an SSE is now performed only at local municipalities, which |
arrange the formal registration with different govermnment agencies. SSE taxation
will consist of a single 5% tax on sales., The proceeds from the tax will be
distributed to social security (50%), the municipalities (20%), and the SSE
Development Fund at the Industrial Bank (30%). The Development Fund will obtain
additional financial resources from the Government to provide credit at prefer-
ential conditions to SSE. Finally, GSE are excluded from the Industrial
Community and the profit-sharing schemes. They are only required to register
revenues and expenditures, including wages and salaries.

Tariff and protection policy

68. Between 1968 and 1979, the Peruvian tariff schedule remained basically
unchanged. In 1973, a new tariff schedule was introduced, but it contained
only minor changes and incorporated the Tariff Nomenclature of the Andean Pact
(NABANDINA),which is the Andean Pact variant of the Brussels code. The average
tariff was 69% with a standard deviation of 25 points. In addition, there was
an import prohibition list consisting largely of luxury items and products

such as textiles.

69. The general Law of Industries of 1970 introduced a Registro Nacional de
Manufacturas (RNM) (National Registry of Manufactures) which restricted the
impsrt of all products competing with those produced locally. From 1973 onward,
the exchange rate was overvalued and high tariffs were not sufficient to prevent
a sharp rise in imports. Thus, the administrative restriction of imports

listed in the RNM became the most important element of the industrial protection
policy of the Government. The combination of import prohibitions, restrictions
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and exceptions made the import system extremely complicated. Tariffs on capital
goods and industrial imports were drastically reduced from high levels,
depending on the priority attached to the particular industry and its location.
The tariff exemptions became so widespread that by 1979 the effective duty
collection was only 12% of the c.i.f. import value.

70. Before initiating the 1979 tariff reform, the status of the non-tariff '
restrictions was as follows:

(a) A total of 72% (3,330 items) of the goods in the NABANDINA nomen-
clature could be imported without restrictions;

(b) The RNM included 1,437 items, implying a de facto prohibition:

{¢) A total of LS53 items without restrictions needed prior ad hoc
government approval. Generally, those items could only be imported with the
prior approval of the Ministry of Industry or the Ministry of Agriculture.

71. The first phase of the tariff reform was initiated in March 1979. It
involved the elimination of the RNM as an instrument of import prohibition.

The RNM was replaced by a temporary list of prohibited items, to be gradually «
eliminated over two years. Only 539 of the total 1,437 items included in

the RNM were put on the list. The remainder did not require the temporary
prohibition, since they were either restricted by the prior administrative

permit or they were already excluded from the permitted list. The reform
proceeded along three lines of action. First, the gradual withdrawal of items
from the temporary list of prohibited imports was initiated immediately.
Secondly, products previously excluded from the permitted list were made impor-
table, although in several cases with a requirement for a prior permit. Firally,
the requirement for a prior permit was gradually reduced. The first important
addition to the positive import list was made in May 1979, when about 600 items
were included, 100 of which still required a prior permit.

72. Another part of the tariff reform dealt with the elimination of the
multiple tariff system. It involved the creation of a tariff schedule that
reflected the existing situation by establishing tariff rate averages using
the current import volumes as weights. The resulting schedule was the first
step towards establishing a tariff schedule which would take into account the
agreement on tariffs within the Andean Pact. The new tariff schedule became
effective in December 1979.

73. The process of reducing the non-tariff barriers was complex and involved
negotiations with the affected industries, since the remaining restricted items
included critical products for domestic industry. In response to fears of
unfair competition from low-priced impoirts, particularly of textiles and
transport equipment, the Government introduced in December 1979 an Antidumping
Law which created a commission to monitor import prices and recommend counter-
vailing duties and fines. The commission will alsc establish minimum import
prices.

74. Several critical items, including textiles and household appliances, were
liberalized by the end of 1979, but a further reduction of the restricted list
proved difficult. Nevertheless, the process of import liberalization continued
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during 1980. By the end of July 1980, only 180 items of the total 5 088
included in the tariff schedule were subject to administrative barriers. In
August 1980 the new Government removed the remaining requirements for prior
approval for imports of industrial goods, thus completing the process of elimi-
nation of non-tariff protection to domestic industry within a short period of
less than 18 months. The remaining non-tariff restrictions, which applied to
agricultural products imported by government organizations, were removed in
October and November 1980. The process of import liberalization since 1979

is shown in detail in tables 32-35 of the annex.

Manufactured export policies

21/

75. The first policy measures designed to promote non-traditional exports—
were established in 1968 (Decree Law 227}, and included a negotiable tax
credit certificate (Certex) of 15% of the f.o.b. value to reimburse exporters
for import duties and indirect taxes paid on production inputs. In 1969,

the Fondo de Exportaciones Manufacturadas (FEM) (Manufactured Exports Fund),
a special credit line for financing manufactured exports, was created at the
Central Bank. The export promotion system was substantially strengthened in
1972 by the following measures: an increase to a maximum of 30% in the Certex
rate granted to specific products; the establishment of a Certex rate of 25%
for artisan products; granting Certex to a number of non-traditional agricul-
tural export products; establishment of a new enlarged Fondo de Exportaciones
No-tradicionales (FENT) (Non-Traditional Export Fund) to replace the

smaller FEM; and the creation of an export Credit Insurance Scheme.

T76. Between 1972 and 1976 there were few changes in the export incentives
system, except for a gradual increase in the volume of resources channelled
through FENT. 1In May 1976, the method of calculating the Certex was changed
and substantially higher rates were introduced. The average Certex rate,
that is, the amount of Certex granted as a percentage of eligible exports,
which was about 15% from 1970 to 1972 and 19% up to 1976, rose to 26% and

has been approaching 30% since then. A temporary admission system for raw
materials and intermediate production inputs was created in 1977 and started
to operate in 1979. However, the scheme has not been used to any significant
extent, since it was more profitable to pay the relatively low tariffs on
inputs and be eligible for the full Certex incentive22! The temporary import
system was abolished in Cctober 1980.

Export incentives

77. The Peruvian system of export incentives was consolidated by the Non-

Traditional Exports Promotion Law of November 1978 (Decree Law 223k2), which
maintains all existing export incentives, extending the Certex system for a
period of 10 years and freezing the Certex rates for a period of four vears.
The Law also established several additional incentives (tariff exemptions on

21/ Non-traditional exports were originally defined as manufactured
products with domestic value added of at least 15%, excluding fish-meal and
oil, cotton, sugar, cocoa products, rerined metals and wool tops.

gg/ Exports under the temporary impory system obtained Certex only on
the domestic value added.
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capital goods for exporting firms, special tax exemptions for reinvestment and
employment creation), and created a new institution to promote non-traditional
exports. In addition, the Law regulates the operations of FENT and introduces

a special import duty of 1% as additional resources for FENT. Since 1976, the
majority of non-traditional export products of agriculture, mining and maru-
facturing are eligible for the Certex incentive. The basic Certex rates are
established on a product-by-product basis by the Ministry of Commerce, according
to a weighting system which takes into account the capacity of the product

to generate foreign exchange, the use of domestic resources and factors of
production, and the specific fiscal cost of the Certex. The maximum basic
Certex is 3G% of the f.o.b. value of exports, or the c.i.f. value if shipped
under the Peruvian flag, and the rates are concentrated at the high end of

the range. Thus, of the approximately 1,800 products which have been classified
for Certex, only about 300 products have basic rates below 20%. In addition

to the basic Certex, non-traditional exports produced by firms located outside
the Lima and Callao area receive a decentralization Certex of 10% of the f.c.b.
value.

Expcrt promotion

78. The Export Promotion Law of November 1979 created a Fondo de Promocidn

de Exportaciones (FOPEX) (Export Promotion Agency) as an autonomous public

sector institution with a Board of Directors including four representatives

of the Ministry of Industry and the Ministry of Trade and Economy, and two
representatives from the Asociacién de Exportadores (ADFX) (Association of
Exporters). The Law also provides FOPEX with an automatic financing mechanism,
by allocating to it one tenth of the special 1% import tariff, with the remaining
90% going to FENT, and 2% of the total amount of Certex granted. As a result,
during 1979 more than $5 million were made available to FOPEX for export
nromotion., FOPEX is currently in the process of defining its work programme

for the coming years. While it has been provided with adequate financial
resources for its promotion activities, FOPEX is currently excluded from the

two main mechanisms of the export incentive system, namely Certex and the J
export financing schemes. In future, FOPEX could possibly expand its activities

to cover export financing and be directly involved in the operation of the
Certex system. FOPEX is currently concentrating or export promotion activities

which were previously carried out by an Export Promotion Department in the

Ministry of Trade. That includes participation in international trade fairs

and organization of trade missions abroad, the staff responsible for such

activities being transferred fron the Ministry of Trade to FOPEX. Recently,

FOPEX has initiated an information system for exporters, and introduced plans

to disseminate information on potential export products abroad. In early 1980,

FOPEX conducted a survey of exporting firms Jjointly with the Universidad del

Pacifico,and the data collected are currently being processed. The results of

the survey will be used to determine thc assistance requirements of exporters, 1
and FOPEX intends to plan its work programme in accordance with those requirements.

—~—




IIT. THE EFFECTS OF PAST INDUSTRIAL POLICY

T9. The review in chapters I and II of the structure and recent performance of
manufacturing in Peru and of the policy environment in which industry has
operated during most of the 197C: has revealed crucial distortions and disap-
pointing growth performance. This chapter will focus on the relationship
between industrial policy, growth performance and structural distortion. In
spite of the radical industrial policy changes that were introduced by the
Government after 1968 and again after 1975, the basic environment in which
manufacturing operated - import protection and price incentive system for the
formal sector - changed little during 1968-1975. The basic changes introduced
after 1975 arc the more flexible exchange rate policy, & substantial strength-
ening of the export incentive system and the more recently initiated reduction
of import duties and controls, all of which were put into effect during the
economic crisis of 1976-1978 or immediately thereafter. The first part of
this chapter analyses the structural long-term effects of past industrial
policies. Subsequently, the effects of the policy changes after 1975 are
reviewed to the extent permitted by statistical data and observations made

by the mission.

Industrial structure and factor intensity

80. Abundant credit at subsidized interest rates, cheap imports of capital
goods due to low import duties and an over-valued exchange rate, subsidizing

of electricity rates and fuel prices, and high wages in the formal manufac-
turing sector created an environment which promoted a capital-intensive
industrial structure. In the informal manufacturing sector, on the other hand,
such an environment can be expected to generate low capital intensity. Informal
enterprises have only inadequate access to credit at high interest rates from
traders and middlemen. Lack of financing and complex import procedures also
limit access to imported machinery. Finally, the combined effects of the
larger number of workers seeking informal sector employment, partly as a result
of the low labour absorption rate of the formal sector, and a completely
flexible informal labour market maintain wages at low levels. Generally, there
is evidence that factor intensities of formal and informal manufacturing in
Peru have been strongly affected by industrial policies in the way described
above, although the statistical data are not always conclusive.

81. Tables 1L and 15 below partially reflect the orientation towards high
capital intensity of formal sector manufacturing. Table 1lb ranks the five
largest industries at three-digit level according to the size of their 1971
value added. Those five industries, of a total of 28, accounted in both 1971
and 1978 for roughly half of manufacturing value added, while maintaining the
same ranking during that period. That would seem to indicate a considerable
stability of the industrial structure established during the period before 1971.
However, a closer analysis reveals that the process of concentrating manu-
facturing activity in a small number of industries with an above-average capital
intensity has continued during most of the 1970s. Between 1971 and 1978,

value added rose particularly in the next five largest Industries,




including electrical machinery and appliances, industrial chemicals, transport
equipment, otier non-metallic minerals and basis ferrous metals, which

raised their -ota’ shares of value added from 15.5% in 1971 to 23.2% in 1978.
Thus, the ter mosi. important industries, of a total of 28, raised their share
of value added from two thirds to three fourths within seven years.

Table 14. Industrial concentration

Value addedéf

1SIC (billions of 1973 soles)
Code Industry 1971 1978
311-12 Food 13.9 118.0) 10.1 (12.7)
321 Textiles 9.7 (12.6) 8.5 (10.7)
313 Beverages 7.0 ( 9.1) 8.7 (10.9)
352 Other chemicals 5.2 ( 6.7) 6.0 ( 7.5)
353 Petroleum refining 3.8 ( b.9) 5.0 ( 6.3)
Otvher 2.2 (48.7) b1.3 (51.9)
Total manufacturing 71.8  (100.0) 79.6  (100.0)

Source: Annex, table 6.

a/ Figures within parentheses represent the percentage of total value
added.

82. High growth of value added and an increase in relative size were generally
recorded by industries with an above-average capital-labour ratio. In table 15,
beverages and petroleum refining show the combination of high growth and capital
intensity, which constrasts with the sharp decline experienced by the food
industry, with its below-average capital intensity. Similar features can be
observed in the next five largest industries. Industrial chemicals ($25,800.

in fixed assets per worker), basic ferrous metals ($21,200), including
Siderperu steelworks, and other non-metallic minerals, including cement plants,
have both high growth and above-average capital intensities. The import
substitution industry is an exception to the above relationships. Electrical
machinery and appliances, transport equipment and other chemicals, which involve
mainly the packaging of pharmaceuticals, have had high growth of value added

at relatively low capital intensity. The fixed asset values used in table 15
for the calculation of the average capital-labour ratio probably represent a
considerable underestimation of actual replacement values, since assets in Peru
are not fully revalued with inflation. The second column of table 15 presents
a more realistic picture of the high average cost of job creation, a crude
measure of the incremental capital-labour ratio in formal sector industry

from 1972 to 1976. The average cost of creating employment was an extremely
high $22,000, with variations between low values of $2,500 in garments,

$4,000 in footwes., and $6,000 and $8,000 in,respectively, the assembly industries
of non-electrical machinery and transport equipment, and high values of $72,000
in beverages, $55,000 in industrial chemicals and 346,000 in petroleum refining.




._h?..

Table 15. Capital-labour rativs in industry

Fixed assets perayorker, Average cost of ]g? creation,

ISIC end of 1976~ 1972-1976~
Lode lndus try {dolla-s) (1973 dollars)
311-12 Food 9 920 22 500c/
N Textiles 8 220 - =
313 Beverages 1% 410 12 %00
152 Other chemicals 4 700 13 600
353 Petroleum refining 30 380 46 100
Other 6 480 18 000
Total manufacturing 7120 22 100

Source: Industrial Survev 137¢, Ministry of Industry of Peru.

a/ Total fixed assets at the end of 1376 divided by average employment
during 1976.

b/ Sum of total investment during 1972-1976 at 1973 prices divided by the
increase of employment.

¢/ The textile industry reduced its employment during 1972-1976.

83. Table 15 reveals not only that much of industrial growth during the 1970s
was concentrated in capital-intensive industries, but also a tendency of
capital intensity to rise with the size of industry. Therefore, in 1976/77
the five largest industries had fixed assets per worker of about $8,000 on
average, compared with $6,500 for the remaining 23 industries. The difference
in capital intensity becomes even larger if the 10 largest industries are
compared with the 18 smaller branches. The average capital-labour ratio in
the large industries is about $10,000 per worker and double the ratio in the
smaller industries. The trend reflected in the ratios is generally confirmed
by the incremental capital-labour ratios represented in the second column of
table 15.

84. The average capital-output ratio and the average labour-output ratio for
formal sector industry remained constant from 1971 to 1976, which would indicate
unchanged efficiency in the use of both capital and labour. Constant capital-
output and labour-output ratios imply a constant overall capital-labour ratio.
Although no firm conclusions can be drawn from the available statiscal data,

the general relation between capital intensity, size of sector and growth of
different industries seems to indicate that the large industries raised an
already high capital intensity during the period 1971-1976, while the capital
intensity of smaller industries declined further.

85. Little is known about factor intensities in informal sector manufacturing,
except that the capital labour ratios are probably very low. Most informal
manufacturing is in garment, footwear and bakery products, which had already
in 1976 the lowest capital intensities in the formal sector, with $1,100,
$1,500 and $2,900, respectively, of fixed assets per worker. That would
suggest comparable capital-labour ratios in the informal sector probably
substantially below $1,000 per worker. If that estimate is reasonable, the
informal sector capital-output ratio is considerably lower than in the formal
sector, and capital is used more efficiently in informal sector manufacturing.
In addition, while capital productivity sharply declined in formal sector
manufacturing during the recession of 1977/78, capital has been used more and
more efficiently in informal industry as a result of rising employment and
output.




St-. In brief, the above analysis of factor intensities in Peruvian industries
confirms the hypothesis that past economic policies have helped to establish
capital-intensive structures in formal manufacturing. That seems to be a clear
consequence of long-tern policies that maintained capital cheap and abundant

in the formal sector, but made labour expensive, which is obviocusly out of line
with the relative factor endowment of the country . The low rate of labour
absorption in formal secto. manufacturing is a result of that policy. The
process of increasing overall capital intensity has continued until recently,
since capital-intensive industries have shown higher average growth than the
relatively more labour-intensive industries. On the other hand, the mission
did not find excessive use of capital within the industries analyzed in more
detail, mainly textiles and metals industries. That suggests that the overall
high capital intensity developed with a change in the industrial structure
towards an increasing share of industries which tend to employ capital-
intensive technologies. The relative size ard development of the textile and
garment industries is a case point. Both industries seem to apply appropriate
technology, but the labour-intensive garment industry is small and stagnant,
while the capital-intensive textile industry is large and growing, particu-
larly in spinning, which is the most capital-intensive part of the textile
industry. Finally, capital is much better used in the informal than in the
formal industry. The lack of access to formal sector financing and the exposur:
to an abundance of labour at low wages have led to capital-labour ratios in
informal manufacturing which may be ever helow the levels that would be
consistent with the resource endowment of the country. The extremely low
labour productivity and the widely deficient product quality of informal manu-
facturing could probably be improved with a somewhat increased capital
intensity.

Investment and capacity utilization

87. The radical changes of economic policy in 1968 and, partly, in 1975-197¢
created during the 1970s an overall climate of uncertainty in the industrial
gector which had serious repercussions on manufacturing investment,. As shown

in table 11 and annex t.ble 19, fixed investment in formal sector manufacturing,
which had reached a low level of § 5.2 billion in 1971, increased to

3 17.9 billion in 1975 and declined again to S 9.5 billion in 1978 (all in 197>
prices). 'ntil 1975, the public sector playcd the major role in adding to
manufacturing production capacity, while private investment was mainly directed
towards replacing obsclete equipment. Direct foreign investment in manufacturing
virtually stopped during that pericd, except for a small number of Joint ventures,
since foreign enterprises were even more affected tl.an national private firms

by the social legislation, nationalizations and restrictions on the repatriaticn
of profits. In addition, transnational corporations tend to have high flexi-
hility in directing their investment toward countries which offer the most
favourable investment opportunities. 1t should be noted that one of the twc
major invesiment by transcnational corporations during the period considered

was made in an acrylic fibre plant under a special decree excepting the enter-
pricze from the industrial community legislation.

£8.  Apart from being inadequate to maintain a high rate of long-term industrial
growth, manufacturing investment docisions generally have not been guided by
levi Ls of profitability and of caypacity utilization. Public investment activity
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was directed towards basic industry which appeared to te most suitable for
gaining government control over economic development. The acquisition and
expansion ty the Government of the fish-meal, cement and paper industries

made it possible to influcnce other economic activities, such as the impertant
construction industry. The principle of ecnnomic control also served as the
rain criteria for directing major irvestment resources toward the nationalized
industries. It can be safely assumad that the application of economic criteria,
particularly the use of economic prices, as the btasis for public investment
decisions would have prevented the further strengthening of capital Incensity

in Peruvian industry, ilaproving the poor performance of formal sector job
creation. After 1575, public investment in manufacturing, or the lack of it,
were again suided by other criteria than economic or financial profitability.
The reduction of the public sector deficit was the main eriterion for investment
rolicy, =ni investments in govermment industry were reduced, again largely
independently of the long-term growth requirements of the industries.

89. The size and direction of private investments did not counterbalance

capital-intensive putlic investments. In the general climate of uncertainty within

within the rrivate sector, foreign and national entrepreneurs required extre-
mely high returns on investment in manufacturing. The permanently high shares
of prcfits in value added (see annex, table 15) during the 1970s combined with
low rates of private investment in menufacturing is a clear indication of the
reluctant attitude of private investors towards expanding production capacity
even at high profit rates. According to information obtained by the mission,
entrepreneurs frequently require pay-back periods of one year or less on
investment in manufacturing. Rising utilization of Industrial capacity during
the first half of the 1970s also failed to counterbalance the effects of uncer-
tainty on investment performance. According to the Ministry of Industry, capa-
city utilization in manufacturing rose rapidly from a low 52% in 1968 to Tc%
in 1972 and 85% in 1975. No further data on capacity utilization are avail-
ahle, but it must have dropped sharply during the 1977/78 recession, probably
below the 1972 level. Currently, capacity utilization may have recovered
somewhat, tut idle capacity is still widespread.

90. There seem to be several veasons for the generally inade juate capacity
utilization in manufacturing during the 1970s. Firstly, investment financing
at subsidized interest rates was amply available, which reduced the cost of
idle capacity. Investments were also generally financed largely by credit,

as investors preferred to place their own resources in politically less exposed
sectors than manufacturing. The import substitution policy changed factor
prices in favour of capital, as capital goods could be freely imported at low
import duties and an overvalued exchange rate, which reduced further the cost
of keeping capacity idle. The labour legislation provides an additional
disincentive to manufacturers to operate a plant at a maximum number of shifts
per day or days per week. Additional work shifis would require the employmerni
of additional workers who, under the labour stapility law, could be difficult
to release in case of declining sales. Finally, long-term protection policies
have created monopolistic enterprises which tend to operate below full capacity.




Informal sector

91. Although industrial policy during the 1970s has "een exclusively directed
toward the formal sector. informal sector manufactur: .g has suffered not only
from neglect and lack of government support, but also from excessive control,
restrictions and discrimination. The economic policy enviromment in Peru has
also strengthened the dual character of manufacturing by supporting the estap-
lishmert o©f highly capital-intensive formal industry which can employ only

a small number of workers and pay wages several times higher than those offered
in the informal sector. Both formal sector workers and entrepreneurs resent
any closer reliationship with the informal sector. The formal sector workers
have reached, with the suppcrt of the Government and their trade unions, a
privileged position in terms of job security and wage levels, although the
latter has eroded in recent years. Thelr positicn could only be negatively
affected if related to the depressed situation of informal sector workers.
S$imilarly, formal sector enterprises have maintained and partly strengthened
1he barriers separating them from informal sector manufacturing. The Peruvian
industrialists association represents only formal sector industries and supports
any governnment restrictive action on informal sector manufacturing, which is
felt to benefit unfairly from reduced taxation and lack of application of
labour laws. Subcontracting arrangements between formal and informal sector
manufacturers, which have been an important factor in the industrial development
of East Asian countries, are scarce in Peru.

92. The major indirect effects of past industrial policy on the informal
sector have been felt in the field of employment. An important cause of
migration toward the urban centres of the country is the expectation of
finding well-paid formal sector employment. Since the migration rate has been
much higher than the rate of job creation in the formal sector, most migrants
participate in informal sector activities, where entrance is comparatively
easy. The constant inflow of labour has created sharp competition in the
informal sector and led to depressed wages and returns on investment. Hence
the large wage gap between formal and informal sector employment has not dimin-
ighed much in recent years, despite the strong decline in formal sector wage
incomes. The low returns, on the other hand, have contributed to the inade-
quate investment and low capital intensity of informal manufacturing. As long
as the incentives to migrate corntinue, including relatively high formal sector
incomes and the general subsidization of the urban population, informal sector
manufacturing cannot be expected to absorb a large number of workers produc-
tively, improve product quality, raise labour productivity or, in general.
help to reduce the gap in relation to the formal sector.

Protection and imports

93. This chapter has already described the overall effects of long-term

import protection on the structure of manufacturing in Peru. In addition,

the industrial structure has been directly affected by the system of regu-
lating and restricting imports. The import tariff system has reduced the
equilibrium price of foreign excharge, making all imports with low tariff rates
relatively cheaper than domestic goods. Thus, there has been an incentive
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to use low-duty imports rather than domestically produced products. In Peru
that has been the case with most intermediate products and capital goods,
which had high shares of total imports during the 197Qs (see tahle 16 below).
The effects on Peruvian industry have been felt less in the choice of technology,
which, as mentioned earlier, seems to be generally appropriate, than in the
choice of industry. The import duty system has promoted the development of
industries which are intensive in the use of capital and imported inputs. 1In
addition, to the extent that intermediate and capital goods ar~ being produced
in Peru under specific protection from import competition, the industries,
which are forced to use those inputs, are heavily taxed by the protective
system. Consequently, those industries are frequently the least competitive.

Table 16. Structure of industry-related imports

Share of total imports
Type of imports (percentage)
197k 1978 January—June 198Q

Consumer durables 3.5 3.3 2.5
Transport equipment 6.0 8.2 9.9
Raw materials, intermediate

products for industry k6.1 46.0 k2.3
Capital goods for industry 28.9 27.3 28.0

Source: Annex, table 29, excluding fuel imports.

9k, Examples of the last-mentioned effect of protection are provided by the
garment industry and the metalworking industries. The small size and poor
performance of the garment industry is to a large extent due to its "taxation”
by domestic chemical fibre manufacturers of polyester and nylon, but probably
not acrylic fibres, which supply their products at roughly two to three times
international prices. Since the domestic market requires garments made of
blended cloth, the garment industry is then ahle to pass on a part of the
"tax" to the consumer as a result of the high level of protection of the
garment industry. Carment prices in Peru seem to be roughly 100% above the
level in the United States of America.==' Siderperu has a similar key role as

23/ The example of the garment industry may also demonstrate how the
protective system affects income distribution in Peru. Since formal manufac-
turing is protected (that is, subsidized), other sectors, mainly the informal
sector, agriculture and mining are correspondingly "taxed". Prices of products
of those sectors are largely determined by the world market or by efficient
domestic competition, while the protective system forces them to buy expensive
inputs and consumer goods produced domestically. Thus, workers and entre-
preneurs in those sectors subsidize the workers and entrepreneurs of the
manufacturing sectors. 1In the case of garments, most of the income transfer
involved is from the rural population to the manufacturers of chemical fibres,
ineluding their employees.
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the major supplier of intermediate ferrous metal products at roughly 403 above
world market prices. The major detrimental effect of protection on the use of
3iderperu products seems not to have been the nigh prices, which do not appear
cxcessive considering the competitive situation on the world steel market,

but rather the frequently inadequate product quality and the unreliable supply.
In particular, the manufacturers of fishing boats, who otherwise are competitive,
have suffered in their export effort from being dependent on the supplies of

a protected monopolistic steel producer.

95. The impact of the protective system on the process of import substitutlon
has stabilized in recent years (see table 16). The first stage of import
substitution seems to have been completed much earlier. Imports of consumer
durables were small and stable during thre period 19T4-198G. Only the share

of transport equipment in imports, mostly passenger cars and trucks, increased
sharply from 6% in 1974 to 10% during the first six months of 1980, which to
some extent reflects the problems of establishing a domestic automotive
industry in a small market under heavy protection. The high import figure for
the first six months of 1980, which represents a doubling of the dollar value
of imports over the previous year, could also be a sign of the effectiveness
of the reduction of import restrictions initiated during 1979.

5C. The second stage of import substitution, which would encourage replacement

of intermediate and capital goods imports, has not been further strengthened

since 127h. Table 17 shows the sharp decline of the total import share in
domestic supplies in the recession year of 1978, as compared with 1975. The
sharper reduction of imported supplies occured for the product categories with

a large content of intermediates, namely chemicals, paper products, non-

metallic mineral products and basic metals. As a result of the import substitution

Table 17. Share of imports in the domestic supply of manufactured goods

Import share domestic supplies

Type of goods (percentage)

1975 1979

Food 7.8 6.4
Textiles, garments 1.8 1.0
Wood products 5.4 3.6
Chemicals 16.2 12.0
Paper products 26.4 15.9
Non-metallic mineral products 9.3 5.9
Basic metals 29.3 15.8
Metal products b0.3 37.0
Other 15.0 22.7
Total 21.0 15.6
Total (national accounts) 2k.0 17.1

Source: Annex, table 28.




policy pursued over a long period, substitate products are supplied for most
consumer goods, and the structure of Teruvian imports has shifted towarids
vroduction inputs. Therefore, during the balance of payments crisis of 1977-
1978, imports of consumer goods could no longer be cut, and essential imports
of intermediate inputs to industry had to te reduced instead. That partly
=xplains the sharp drop in industrial production during the economic crisis,
whichk 1is the result of the dependence on irmports arising from past import
rrotection policy.

“7. In addition to the overall offects of import prot-ction described above,
a number of other more specific issues have arisen 1n Peru as u result of the
rarticular features of its system of protection. The impact on gcvernment
revenues from import duties had teen significant. The ratio of import duties
to imports was more than halvad from 227 in 13%71 to 167 in 1974, and there-
after rose slightly to about 12% in 1978 and 11% in 1979. A part cf the
initial decline of tlie ratio and its subsequent increase are due to the tarifr
~xemption policies applied during *he first rart of the 1970s and the later
introduction of the 107 tariff surcharge. In addition, however, a shift

of imports to low-tariff items took place, varticularly up to 197L. The
slight reduction of the ratio bvetween 1778 and 1979 may be an indication of

a continued declining trend of the revenue ratio, which is z2lready extremely
low when comparcd to the restrictive impact of the protection system.

98. The administrative prctlems related tco the complicated system ot tariff
vrotection and import controls reached major proportions. The complexity

of a tariff system including over 5,00 items to which different regulations
applied, in part even with different tariff rates for cach product according

to type and the location of the importer, required a large and well-trained
Lureaucracy and police force to handle the paper work and check irregularities,
including smuggling. Importing firms needed a correspondingly strong force

of capable administrators to push imports through the different government
clearing stages at un acceptable speed. Therefore, the protection system

was costly to importers as well, and only large enterprises could carry the
cost and were capable of dealing effectively with the government administration.
The complexity of the protection system has therefore helped to create monopoly

importers : traders.

99. Administrative restrictions on imports based on "prior approval” (opinidn
previa) were another specific feature of the Peruvian protection system which
had effects on industry over and above the direct protection afforded to
manufacturers of import substitutes. During the 1970s, the system of prior
apprcval developed into an important instrument of protection which was more
effective than the tariff system. Basically, goods produced within the
country could only be imported after verifying that domestic manufacturers
could not supply the required quantity and quality at the required time.

Vhile the process of verification was performed by the Ministry cof Industry,
much of the actual decision-making rested with the major domestiec manufac-
turers, who were usually requested to comment on the domestic supply potentiali—

24/ Typical of the strong influence over imports exercised by major
domestic producers is the indication given to the mission by senior staff of
Siderperu that they, and not the Ministry of Industry, were deciding on
imports of steel products.




The system has led to continuous differences of opinion between major domestic
producers and potential importers. Manufacturers of import substitutes have
shown a natural tendency to overvalue domestic supply possibilities, while

the potential importers complain about deficient quality and late delivery of
products, which are supplied from domestic sources after failing to gain prior
approval. The successive reduction of the number of products requiring prior
approval from 888 in October 1979 to 165 in August 1980, and the final abolition
of that system of protection in October-November 1980 were welcomed by manu-
facturers using tradable production inputs.

Impact of the reforia of the system of protection

100. Two major steps affecting import protection, and hence the structure

and performancz of the manufacturing sector, have been taken since 1975. The
first important measure was the introduction of a more realistic exchange
rate starting in 1976 and the subsequent adjustment of the .ute to relative
inflation levels. That tended to make imports more expensive as compared
with domestic products. The sharp decline of imports after 1976, particu-
lariy of industrial intermediates and machinery, may be to some extent the
result of currency devaluations made without compenssatory reduction of the
tariff level,; in addition to falling production and investment levels.

101. The second measure affecting import protection was the reform of tariff
rates and import restrictions initiated towards the end of 1979. As described
in chapter II of this report, the results of the reform have so far mainly
consisted in the elimination of administrative import restrictions, while
there was a minor reduction of the tariff level by July 1980. Between

Octcber 1979 and August 1980 the number of products prohibited for import was
reduced from 680 to 9, and the number of products requiring prior approval

was reduced from 888 to 165. The number of products which could be imported
without restriction, except for the import tariff, increased during the period
from 3,444 to 4,923 of a total of 5,097 products on the Peruvian tariff
schedule. As of November 1980, all products can be imported without adminis-
trative restrictions. On the other hand, the average tariff level was reduced
by only T percentage points from 46% to 29% by August 1980. The subsequent
reduction of all high tariff rates to a maximum of 60% led to a further decline
of the average tariff level by a number of percentage points.

102. While the reform of the protective system has so far led to substantial
import liberalization, it is difficult to determine from available information
to what extent imports have already been affected. The overall level of
imports for 1980, which is the first year to be affected by the import liberal-
ization measures, can be expected to rise dramatically compared with 1979.
Based on f.o.b. import data for the first 6 months, total imports in terms of
current United States dollars should be at least 70% higher than in 1979, and
pass the level of $2,50Q million on & c.i.f. basis. However, it is not

clear to what extent the import recovery is caused by the tariff reform. From
discussions with entrepreneurs conducted during July 1980, it appears that the
major cause of rising imports is the general recovery of the economy, which
gained momentum during 1980. Nevertheless, the overall economic upswing
cannot be maintained without liberal access to importeld production inputs.
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103. While total imports ruse sharply during the first monchs of 198U, the
import structure remained basically unchanged. The liberalization policy can
be expected to raise imports of highly protected import substi-

tutes, mainly consumer durables, garments, textiles and footwear. However,
the import data contained in annex table 29 show that the expected results
did not occur during the first six months of 1980. <he share of consumer
durables declined even further, as compared with previous years. The large
increase of imports of consumer goods seems to be wholly due to the rising
volume of food imports. Only the import of transport equipment, which has
continued to rise rapidly, can be considered the result of the relaxation

of import restrictions for vehicles. However, a close look at the process

of abolishing import restrictions reveals that the general lack of response
by import substitutes during the first half ¢f 1980 is not surprising. For
nearly all product categories, the major step in removing administrative
restrictions, namely the lifting of the requirement of prior approval, which
ir. most cases implied virtual import prohibition, was only taken on 15 May 198C
(see annex, table 32), which was too late to affect the import performance

of the first six months of 1980, except for the import of complete vehicles,
where the reaction of importers tends to be extremely fast. Apparently in the
second half of 1980 large volumes of consumer durables and garments were
imported, which would indicate that the tariff reform is effective.

Manufactured exports

10L. The most dramatic effects of the change in industrial policy initiated
in 1975/76 have been felt in the export of manufactured goods. During the
period of inward-oriented import substitution policy of the 1960s and the
first half of the 1970s, manufactured exports remained small and stagnating.
Between 1973 and 1976 manufactured exports were just over $100 million, less
than T% of total exports on average (see table 18 below). A highly protected
domestic market, an overvalued exchange rate and moderate cash subsidies did
not provide sufficient incentives to enter into risky export production.

Table 18. Growth of manufactured exports

Value of manufactured exports®/
Ivem (millions of $US)

January-May

b/ 19800/

1673 1976 1979~

Manufactured exportsE/ 100.2 (9.6) 116.9 (9.0) 72L.7 (23.0) 390.0 (22.5)
Total exports 1 041.1 1 302.0 3 158.0 1 728.9

Source: Annex, table 26.
a/ Figures within parentheses indicate percentage of total exports.

b/ Export registration.

g/ Data for 1979 and 1980 may include some non-traditional exports which
are not manufactured.




105. The period after 1976 provided an ideal set of conditions for manufactured
exports to take off. The currency devaluation and the subsequent adjustments
of the exchange rate raised the profitability of export marketing as compared
with domestic sales. The 1977-1978 recession reduced domestic demand, thus
improving relatively the attractiveness of exports. The substantial strength-
ening of the Certex system also improved the profitability of export sales.
The introduction of a high duty on traditional exports provided an incentive
for further domestic processing of export raw materials into subsidized manu-
factured exports. A number of other less important factors also had a promo—
tional effect, including the strengthening of the export financing system,

the introduction of a system of temporary duty-free imports of export production
inputs, and the establishment. of an expor: insurance scheme. More important
for the rise of manufactured exports than the above three factors was the
emergence of an export mentality, particularly within the Government, which
during the balance-of-payment crisis of 1377/78 seemed to recognise that

a dollar earned in exports is as valuable as a dollar saved by import substi-
tution. Such a positive attitude towards exports helped to reduce administra-
tive barriers and may also have provided the basis for the creation of an
export promotion agency in 1979. Curing that period, manufacturers overcaue
to some extent their traditional export pessimism, as the rapid rise of
manufactured exports demonstrated that Peruvian exporters could be successful
in foreign markets.

106. The impressive performance cf Peru after 1976 can be explained to a large
extent by the composition of manufactured exports. Annex tables 26 and 30
show that the vast majority of manufactured export products are based on
domestic raw materials with generally little manufactured value added. Canned
and frczen fish are the most important food exports. Alpaca tops and cotton
yarn and cloth are major textile exports based on domestic cotton and alpaca
wool. Other important processed raw materials for export are cement, copper
and zinc products and silver and gold jewellery. Resource-based products

have a share of about 80% in manufactured exports. Most of those products
bave gone through only very simple manufacturing processes. Frozen fish and
alpaca tops are in that category. Exports based on domestically mined metallic
minerals (copper, zinc, silver and gold) have generally extremely low manu-
factured value added to the refined metal base. Annex table 22 shows that the
share of value added in the gross production value is particularly small for
processed foods (30%) and basic non-ferrous metals (27%), compared with an
industry total average of L2%. 1In addition, most of the value added is in

the form of high profits and indirect taxes. For example, in 1978 the profit
share of value added in the manufacture of basic non-ferrous metal products,
including the production of the important export products, copper wire and
bars and Zamac, a zinc manufacture, was 76%. Such a result suggests that some
of the products, as well as a number of other resource-based export products,
may have very low, or even negative, manufactured value added measured at
world market prices.gi When that is taken into account, the manufactured export
performance of the country since 1976 appears much more modest than expressed
by the gross export values and raises the issue of the cost effectiveness of
the export incentives to promote the growth of manufactured value added. That
issue will be dealt with later in this chapter.

25/ Gold and silver Jewellery, which had dramatic export growth in 1979
and 1550, and includes products such as solid golden ashtrays, in most cases
probably have negative value added at world prices.
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137T. In 1979, about 8C% of manufactured exports were processed domestic raw
materials (fish, wcol, cotton, wood, non-metallic minerals and metals), a share
that had remained unchanged during the export growth period 1676-1073., The
high stability in the composition of manufactured e«ports is zlso shown in
tables 19 and 20 below, which rank the 1C major products according to their
export values in 1976 and 1979. Six of the ten most important prcducts in 1976
are also included among the top ten for 1979. However, two of the additional
products on the 1979 list, fishk protein (a derivation of fish-meal which carries
an export duty) and gold jewellery, would disappear under a revised export
incentive system. Only cement and cotton cloth can probably be considered
permanent additions to the group of important export products. Major shifts
occurred within the ranking of items between 1976 and 1979, because of the
relatively low rowth of most products on the 1976 list. Only twc products,
cotton yarn and zinc manufactures, had atove-average growth rates.

Table 19. Value and growth of
the 10 leading manufactured exports in 1976

Certex Export valued/ Growth from

Product rates (millions of ) 1976 to 1979

(percentages) 1976 1979 (percentage)
Frozen fish 12-26 14.8 (12.7) 31.0 ( L.3) 109
Alpaca tops 16,12 11.2 ( 9.6) 25.6 ( 3.5) 129
Fishing boats 30 8.5 ( 7.3) 2b.6 ( 3.4) 189
Canned fish 27 7.6 ( 6.5} L7.9 ( 6.6) 53C
Barite - 5.6 ( L.8) 12.1 ( 1.7) 116
Synthetic cord 18 L.1 ( 3.9) 7.4 ( 1.0) 80
Acrylic fibre 18 b1 (3.5) 13.6 ( 1.9) 231
Cotton yarn 26-28 3.3 ( 2.8) 32.5 ( 4.5) 885
Cotton wire 22 2.8 ( 2.4) 13.4 ( 1.8) 379
Zine manufactures 18,15 1.7 (1.5) 13.3 ( 1.8) 882
Other manufactures 53.2 (4s.4) 503.3 (én.5) 8L6
Total 116.9 7247 520

Source: Annex, table 30.

a/ Figures within parentheses represent the percentage of total
manufactured exports.

108. The high growth of "other" products not listed in tables 19 and 20 indicates
that a number of new items were added to the export list during the rapid growth
of manufactured exports after 1976. Particularly, a number of non-resource

based products had high growth and now rank in the middle level of manufac-
tured export products, as indicated by the 1979 export values: footwear

($7.6 million), dental material ($6.2 million), printed matter ($6.5 million),
batteries ($5.8 million), explosives ($6.0 million), refrigerators ($4.5 million)
and truck chassis ($4.1 million). While the growth of that product category

has left the share of non-resource based manufactures in total manufactured
exports unchanged at 20%, they have contributed to the overall diversifi-

cation of manufactured exports which has taken place since 1976.




Table 20. Value and growth of
the 10 leading manufactured exports in 1973

Certex Export value2/ Growth from
Product rates (millions aof $) 1976 to 1979
{percentages) 1975 1979 {percentage)
Canned fish 27 7.6 ( 6.5) b7.9 ( 6.6) 530
Cotton cloth 28-29 0.9 ( 0.8) 4.4 { 6.L) s 111
Cotton yarn 27 3.3 ( 2.8) 32.5 ( k4.5) 885
Cement 23 0.2 ( 0.2y 3.1 ( L.3) 15 kso
Frozen fish 12-16 1L.8 (12.7) 31.0 ( 4.3) 109
Alpaca tops 16,12 11.2 ( 9.6)  25.6 ( 3.5) 129
Gold jowellery 27 - (=) 2e.9 (3.b) -
Fishing boats 30 8. L 7.3) 24.6 ( 3.kh) 189
Fish proteins - - (=) 21.9 ( 3.0) -
Acwylic fibre 18 b1 (3 5) 13.6 ( 2.0) 232
Other manufactures 66.3 (56.€) L25.2 (58.6) ch1
Total 116.9 T24.7 5230

Source: Annex. table 30.

a/ Figures within parentheses represent the vercentage of tctal
manufactured =xports.

109. The role of exports in manufacturing industry has increased substantially
as a result of recent rapid growth. Nevertheless, it was still very small at
woout 5% of total manufacturing production in 1978 and around 8% in 1979,
although it compared favourably with a share of only 1% of export production

in 1976 (see annex, table 28). There still exists no industry group at the

ISIC two-digit level, where exports are important. In 1978, the highest export
share of production was achieved by the textile and garment industry with 1L.67,
followed by non-metallic mineral products with 1i.0%. The picture is much
different at a higher level of industrial disaggresation. Almost all frozen

and canned fish and most fishing boats, alpaca tops, cotton yarn and cloth,

and copper and zinc products are exported. Half of the acrylic fibre production
is also for export. Thus, while the overall dependence of manufacturing on
export sales is still quite low, within about a dozen important industries most
of the production is now for export. It may therefore be concluded that during
the period o strong export growth from 1976 to 1%79, a number of industries
were established mainly for export production, while the degree of diversion

of production from domestic toward export markets wa; probably relatively

small, and mostly affected the non-resource based manufactures mentioned above.

110. Rapidly rising export orientation and export dependence in major industries
is confirmed by a marginal analysis of the role of manufactured «xports. Approx-
imately one fourth of the growth achieved in the formal manufacturing sector
between 1975 and 1978 can be attrituted to exports, compared with less than

5% for the period 1968-1975. That illustrates the dramatic reorientation of
policy towards exports during 1975-1976. 1In 1979, probably all manufacturing
growth (about 4%) was attributable to exports. At the two-digit level, marginal
export-output ratios of 100% and above existed already during 1975-1978 in

two subsectors, textiles and garments and non-metallic mineral products, which




were also the only industries with an average export-output ratio of over 1C%

in 1978. During 1979, all industries at the two-digit level, with the exception
of basic metals and non-metallic mineral products, owed all of their growth to
exports. In the food sector, the supply to the domestic market was even reduced
in favour of exports.

111. In summary, the dramatic rise of manufactured exports represents the most
visible success of the new industrial policy after 1975. Since 1976, the
degree of export orientation of industry has substantially increased, but the
domestic market has generally remained by far the most important target,
absorbing over 90% of manufacturing production in 1979. Nevertheless, in a
number of mostly resource-based industrial branches, the export share in
production is now over 50%, although their degree of industrial processing

is generally low and domestic manufacturing value added st world prices may
sometimes be negative. In many cases, those i.dustries apparently are not
based on comparative advantage, despite the fact that they are resource-
based, but rather on the utilization of export cash incentives and the avoid-
ance of the duty on traditional exports. Typically, among major industrial
exports there are no labour-intensive products, except fishing boats, that
vtilize the most important comparative advantage of the country, the abundance
of skilled and cheap labour. Exports of labour-intensive or sophisticated
prcducts, such as garments and footwear or refrigerators and truck chassis,
are still small, but have been rising since 1976. They appear to be to a
large extent "spillover" exports made during a period of depressed domestic
demand without firmly established foreign markets. Overall, industrial exports
have still an extremely weak structure and are highly dependent on incentives
and domestic market conditions. The stagnation of the manufactured export
volume during 1980 with a recovering domestic demana and a slightly rising »
real exchange rate may provide an indication of such dependence.

Industrial policy and manufactured export performance

112. The development of manufactured exports during the 1970s, their stagnation
until 1976 and their subsequent strong growth show the existence of a close
relationship between industrial policies and export performance. The take-off
by industrial exports after 1976 coincided with the implementation of a number
of policy measures, which raised the profitability of export marketing in
relation to domestic sales and provided incentives for further processing of
export commodities. The elasticity of exports with respect to industrial
policies, that is, incentives and disincentives, may be attributed to the
dominant ~ole of profit-oriented private enterprises in manufactured exports.
Of the 33 most important non-traditional export items, which comprised two
thirds of tctal non-traditional export in 1979, only cement originated i.. a
predominantly government-owned industry. However, with increasing pressure
for financial self-sufficiency of public enterprises, even government
enterprises are now more profit-oriented than in the nast. Thus, incentives
are crucial for practically all manufactured exports.z°

113. The overall policy system prevailing in Peru during the early 1970s
created a number of important obstacles to manufactured export growth.
Exports were hampered by three types of policies which have been major

26/ Before 1976, the Government participated directly in export marketing
of manufactures, largely with a view to reducing the dependence on traditional
markets for Peruvian products. The exports proved frequently unprofitable., The
case of the export of fishing boats to Cuba under an agreement. betwesrn the two

Governments is still unresolved, because some of the hoats were rejected oo
rematn unsold,
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exchange rate

11k, The most important action to enccurage exports in
golicy of currency devaluations initiated in 1976 with
duction of continued exchange rate adjustments in smal
devaluaticns). Until 1974, the purchasing power aljlus

cnan5e rate' had aecllnea Ly 253 from its 1477 level. acceisr—
aced jevaluation after 197¢ raised the rate Ly cone third over its 197
to a peai ir the fourth quarter of 1978, with a subseguent decline te
the minidevaluations did not fully compensate for the rising domestic
(see tatle 21 below). The acceleration of the levaluatiorn rate deriv
the inflaticn differential coincides with the rapld rise of ron-trall

exports.

n

)3

/ The effext of the import suitstitution policy

the development of the purchasing power ¢xchange rate fo i“ports ani oxporis,
wrich shows the amount of soles earned bty producing an export commodity or
the correspending import substitute. The tabtle below rresents the §/soles
rates during 197k-1279 for imports andi exports.
Imports Export: Hatio Real rate.

1974 L3.5 L 6 1.03 38.7

197° L7.7 NS 5.98 9.5

1476 65.3 8.0 1.04 Y

1977 88.6 a6 .1 1.58 1%

1978 186.¢6 185.4 .99 15k

1979 26¢.0 271.8 1.02 229.h

In the above table, the actual exchange rate 15 corrected tor import duties
(importc) and export cash incentives (exports). The ratio columnshows that.

such a measure does not reflect a bias toward import substitution, since

exporters and producers for the local market seem to be carning about the

same amounts on their sales. Thus, the policy of import substitution is appar-
ently not expressed by the level of tarrif protection, which seems to have

been offset by roughly equal amounts of export cash incentives, but rather

by the extensive use of import prohibiticns and administrat ve import restrictions
which cannot be quantified.
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Table 21. ¥cminal and real exchange rates

(1977 = 100.0)
Year liominal rate Real rate
1970 100.¢ 100.0
1974 100.0 8s5.5
1975 105.% Bo.€
1976 1k8.3 89.9
1977 (fourth quarter) 272 .¢ 117.3
1978 (fourth quarter) L8k, 132.¢
1979 (fourth quarter) ©30.5 117.3
1680 (first quarter) €67.2 116.5

Source: Annex, table 31

Export tax

115. The export duty, which is equivalent .0 a revaluation of the exchange rate
for a number of resource-based products, has tended to promote manufactured
exports (see table 22 below). The tax applies only to traditional Peruvian
experts of minerals, cotton, fish-meal, wocl, coffce and sugar and has provided
an incentive for further domestic processing of those products in order to

avoid the tax and, in addition, qualify for the Certex export subsidy. Thus,
when the export duty and the Certex rate were substantially raised after 1975,
cotton, alpaca wool, copper and zinc were increasingly processed into cotton
yarn and grey cloth, alpaca tops. copper wire and bars and Zamac (a zinc alloy),
since those products were defined ag manufactures despite the extremely low

28/

manufactured value added involved.<Z A successful redefinition from a tradi-
tional to a non-traditional product is very profitable, and mey provide up to

57% of additional revenues (17% saving of export tax plus up to L0% of Certex,
including 10% of Certex for decentralization). Even the non-traditional exports
that were excluded from both the Certex subsidy and the obligation to pay the export
tax, for example animal feedstuffs, barite, cacao beans, and cochineal, grew
rapidly and ranked among the 30 most important non-traditicnal exports in 1979.

28/ The shares of value added in manufacturing production presented in
annex table 22 are to a certain extent misleading because of the extremely
high profit shares, which include the Certex subsidy. A more realistic picture
may be presented by relating only the wage and depreciation shares of value
added to production values. Examples of the ratio for a number of export-
oriented industries are present.ed below (1977 values):

I37TC Total value added Labour, depreciation
Code Product, _(percentage) _{percentage)
3122 Animal feedstuff 28 p)

3211 Yarn, c)oth 5k 27

3720 Basic non-ferrous metals 33 6

3819 Metal products, n.c.s. L6 23

At the four-digit level, profits represent in most industries over one half
of value added.




It therefor~ seams that the sharp increase of the export tax after 197% and *he
pessibility of cvoiding the tax had an important effect on the growth of
manufactured erxports. The generous definition of non-traditional and manufacturei
nroducts, as compared with traditiconal products, has contributed much to the
recent performance of manufactured exports.

Table 22. Export tax

Volume Percentage of
Year (millions of dollars) traditional exports
197h 9.7 0.7
1975 47.8 3.9
1976 100.0 8.6
1977 233.3 16.3
1978 / 282.0 20.0
19792 384.0 15.8

Source: Cuentas Nacionales del Peru, 1979.

a/ Preliminary figures.

Certex export incentive

116. Given the continued high and diverse protection afforded to the import
substitution industry, manufacturel exports require direct incentives in
addition to flexible exchange rate adjustments in order to be profitable.

in particular, industries which depend on protected inputs arnd on imports with
high duties need direct export assistance. The Certex system has provided
such cash assistance to exporters since 1968 in rapidly increasing amounts.
Between 1971 and 1979, the Certex amounts paid rose from $2.5 million to

$150 nillion, as shown in table 23. The increase was to some extent due to

Table 23. Certex and exchange rates

Real effective
Year Certex amount Certex percentage of Certex Real exchange rate exchange rate

{nillions of dollars)? non—=traditional exports rateb {sales per dollar}£ (soles per dollar)g/
197 2.5 3.9 15 37.8 5
1972 6.0 1.5 15 36.4 41.9
1973 15.0 13.3 19 35.3 42.0
1974 23.2 15.3 19 33.1 39.4
1975 13.6 14.3 19 3.2 na
1976 25.0 18.2 2% 34.8 43.2
8N 48.6 217 30 39.0 50.7 L
1978 6.9 20.1 30 50.0 65.0
1979 149.4 20.6 30 48.2 62.6

Source: MNational accounts, annex, table 31 and migsion calculation,
a/  Certex amounts paid according o national .ccounts.
b/ Estimated average Certex rates of eligible products, including dscentralization Certex.

¢/  Average annual exchange rate at 1970 prices,

4/ Includes the effect of the estimated nomiral Certex rate given in table.




the doubling of the average rate assigned to gualifying products, but the
successive troadening of th: range of products seems to have been even mc.e
effective in raising the sulsidy volume. Currently about 1,800 items of the
5,000 products in the Peruvian tariff schedule qualify for Certex. That
covers about 70% of the non-itraditional export volume and roughly all manufac-
tured exports.gg Excluded from the Certex incentives are mainly a number of
unprocessed agricultural products classified as non-traditional.

117. Except for the product-specific Certex rates and the total amount of
Certex paid out in recent years, no further detailed information exists. Tn
reneral , the current rate structure seems to be concentrated around 25% for
the basic Certex, leaving about 5% on average for ihe decentralization Certex.
Therefore, about half of the qualifying export volume obtained a decentral-
ization Certex, which has a nominal rate of 10%, resulting in an estimated
$125 million for the basic Certex and $25 million for the decentralization
Certex in 1979. Until early 1979, when the regulations (reglamento) of the
export promotion law_—/were passed, the criteria for determining the quali-
fying products and the level of individual Certex rates had remained undefined.
At that time, virtually all non-traditional export products already had a
Certex rate assigned to them, and the late establishment of criteria appears
to be a legal formulation of existing administrative practices. Thus, the r
ex post establishment of a raticnale and basis for the calculation of the
Certex may be still useful for a? evaluation of the appropriateness and effec-
tiveness of the Certex system.il

products does not show any firm relationship between the rate levels and the
criteria established. First of all, a large number of non-traditional expocrts
differ very little from their raw materials base (non-ferrous metals, fish-
meal, wool, cotton, cacao) and largely face the same international market
protlems. Those products are therefore not in need of export subsidies to
establish their competitiveness, especially since their raw materials appa-
rently are competitive even with an export tax. Secondly, the resulting Certex
levels are difficult to relate to the three criteria of value added, net
foreign exchange earnings and fiscal cost. For example, cotton yarn, cotton
cloth and cotton garments obtein marginally differing Certex rates of 27%,

28% and 29%, respectively, which can hardly be based on the weighting process
of the three criteria. Cement receives a Certex of only 23%, the same as,

for example, cacao butter, although its manufactured value added and net

118. In general a perusal of the Certex rates applied to different export ‘

gg/ ¢ jar, metals, and fish-meal are manufactured products, but are
classified as traditional exports and thus do not obtain Certex.

;g/ Decreto Supremo No. 001-79 ICTI/CO-CE regulates Decreto Ley
No. 22342 of 1978.

31/ Decreto Supremo No. 001/79 determines that a product would obtain
a Certex to establish its competitiveness on foreign markets {(article 3.b).
The level of the Certex would be determined in a "qualitative" manner according
to three criteria and their respective weights (article 10): manufactured
value added (L40Z); net foreign currency earnings (30%); and the relation
between the net foreign currency earnings and the fiscal cost of the Certex
(30%). The minimum sum of weights should be higher than S0% to qualify for
Certex.




foreign exchange earnings, taking into account that cacs- beans can he exported
in unprocessed form, should be substantially higher. An extreme case of inccon-
sistency with the established criteria is the Certex rate of 27% and 28% for
gold and silver products, which have teen classified as jewellery. While

the value added component, and hence the net foreign earnings, of simple
jewellery (bracelets, necklaces) is alwavs 2 small percentage cf their total
value, the large price increases tor gold and silver during 1979 and 1980

have further reduced the rates to extremely small percentages of the metal value.
That has raised the effective incentive rate, or the Certex subsidy related

to value added, to extremely high values of several hundred per cent, since the
Certex is applied to the f.o.b. export valus. Finally, the policy of applying
export incentives has been to some extent incensistent with other regulations
designed to orient industrial production. Specifically, major production inputs
for the construction industry, such as cement and steel products, are price-
controlled, in other words taxed to such an extent that fixed prices are below
equilibrium market prices, while at the same time receiving high Certex export
subsidies.

119. The above description indicates that the Certex rates have teen determined
rather ar.itrarily, instead of applying the stipulated criteria. As a result,
the vast ma,~rity of qualifying products obtain a basic Certex which varies
little from the average 25% level, which itself is close to the maximum level
of 30%. That has helped to promote exports with little value added, since

the effective rate of incentive is high for low value added products. The
effect has been strengthened by the additional Certex of 10% given to decen-
tralized industries. The industries processing raw materials are frequently
located outside Lima, and therefore benefit from the highest Certex at compar-
atively low value added. As a result, the five most iuportant manufactured
exports in 1979 (canned fish, cotton cloth and yarn, frozen fish and cement)
probably obtained over one third of the $150 million export subsidies for less
than one fourth of the manufactured export volume. The imbalance between
export volume and total Certex amounts also casts some doubts on the effec-
tiveness of the costly decentralization Certex. The main beneficiaries of the
additional subsidy are resource-~based industries, the loc=tion of which is
largely determined by the availability of raw material-=, but not by the decen-
tralization Certex.

120. The apparent ineffectiveness of the decentralization Certex raises the
issue of the overall appropriateness of the export cash incentive system.32

At the request of tgg Government, ADEX, the exporters association, prepared

in mid-1978 a study——/ which forms the basis for the Certex system currently

in operation. The study concluded that the Certex system is highly effective.
However, the analysis presented by ADEX is not convincing. ADEX intended to
demonstrate in the study that: Certex does not present a fiscal burden, but
rather leads to a net fiscal gain; and Certex has been an economically efficient
instrument for the promotion of non-traditional exports. To determine the net

32/ A rigorous analysis of the relationship between export incentives and
economic e¢fficiency has not been carried out for lack of statiscal data, parti-
cularly on the domestic resource cos. of the production of exportables. In
principle, an export incentive gystem is efficient if it equates all domestic
resource cost at the margin, excluding products over which Peru has zome
monopoly power,

33/ ADEX, Estudio de Fvaluacidn del Certificado de Reintegro Tributario
- Certex (Lima, May 1978).
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fiscal cost of the Certex, ADEX assumes that exports benefitine from Certex raenlt
in an equal amount of imports which are levied with a 3Lk% duty on average. In
addition, Certex payments are part of taxable income at an average tax rate

of 35% for the exporting enterprises, and, finally, the export-generated
employment leads to additional social security payments. As a result, ADEX
estimated that in 1977 the total Certex expenditures of S L.0 billion gener-
ated a fiscal income of S 6.7 billion (S 5.9 billion in import duties,

S 1.4 billion in income taxes and S 0.4 billion in social security payments).
However, the attribution of those fiscal revenues to Certex expenditures is
unjustifiable for several reasons. First of all, only those imports serving
as direct production inputs for the manufacture of export products can be
considered induced imports. Most non-traditional exports are raw-material-
based and not import-intensive, as indicated in annex table 21. In addition,
those ~ iports entered the country at duty rates which were below the average
effective tariff rate of 10% in 1977 or even duty-free. Total tariff collection
on imports related to exports benefiting from Certex was probably below

S 0.2 billion, instead of the S 4.9 billion estimated by ADEX. Similarly,

the extensive tax holidays granted to industry, particularly to the export and
decentralized industry, lead to a much smaller fiscal tax income from Certex
payments than estimated by ADEX. On the whole, probably not more than one
quarter of Certex expenditures are flowing back to the budget in the form of
directly attributable taxes and duties. Tn 1979, the net fiscal cost of the
Cartex would, therefore, be over $110 million, which is more than 5% of total
tax revenues.=2>

121. The analysis by ADEX of the high economic benefits generated by the Certex
incentives system is also not convincing. ADEX finds that between 1970 and
1977 exports benefiting from Certex have had much higher growth than exports
which are not subject to incentives. However, that is only correct for the
‘period 1970-19T4, when the share of exports obtaining Certex in total non-
traditional exports rose rapidly from 18% to 71%. Since 1974, the share has
remained at the 70% level, despite the dramatic increase in Certex incentives
which took place, because exports not subject to incentives increased at the
same rate as those obtaining Certex. Thus, the different growth rates do not
present "very clear evidence of the promotional effect"éi/ of Certex. ADEX
also finds that the Certex incentives are effective in promoting exports with
particularly high national value added. Over 95% ot non-traditional export
products (767 products in 1977) had a national value added of over 50%; for

68% of the products, national value added was over 80%. Those high national
value added shares are mostly due to the extensive use of domestic raw materials
as production inputs for non-traditional export products.z_/ Domestic raw-
material-based products with a minimum of manufactured value added therefore
seem to benefit most from the Certex system. The highest effective export

34/ The loss of export duty income as a result of the export of raw
materials in processed form is not taken into account.

35/ ADEX, op. cit., p. 27.

w

36/ ADEX finds that over 80% of non-traditional export products obtain
more than 50% of their production inputs in the domestic market (ADEX, op.
cit., p. 3b).
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incentive, that is, the ratio of Certex to manufactured value added. is obtained
by those products which have successfully crossed the tarrier from the tradi-
tional to the non-traditional product list, and thus also avoid the export tax.
Once that step has been made, any further processing leads to a rapidly declining
effective export incentive and a correspondingly reduced incentive to raise the
degree of manufacturing. As a result, th2 current structure of Certex provides
few incentives to establish fcrward production linkages, generate manufacturing
employment, or promote investment in production capacity. The .extile industry
provides an excellent example of the effects of the Certex system, wherz the
transformation of cotton yarn and cloth for exports, which provides little value
added, has been successfully supported by Certex, but the forward integration

to garment manufacturing for exports has remained unprofitatle. In short, the
conclusion by ADEX that the Certex system is effectively promoting exports and
domestic value added of exports is not corfirmed by the statistical evidence.

122. While the level and structure of the Certex export incentive system appear
unsatisfactory for fiscal and economic reasons. the administrative orocedures
of Certex have recently raised a number of additonal issues._I/ One important
administrative issue, which has existed since the broadening of the list of
eligible products in 1972, results from the difficulty of distinguishing
between the traditional (du*iable) export commodity and the related non-tradi-
tional preoduct which obtains + tives. As previously mentioned, about 80%
of manufactured exports fall i ... category of products that barely crossed
the barrier to the non-traditic.._. category, which shows that the committee
responsible for the prcduct list was quite generous. The recent rise of gold
and silver jewellery, which included solid golden ashtrays and other products
hardly distinguishable from gold ingots, to the largest export items during
January-May 1980 (see annex, table 30) has clearly raised the issue of the need
to differentiate between the raw material and its product. Most of the over
$10 million in subsidies paid during both 1979 and January-iday 1880 to exporters
of gold and silver products are wasted Government expenditures.§_/ Another

37/ CGenerally, the procedures are extremely simple. The exporter of a
qualified product presents the documents for an export shipment to the Ministry
of Trade which issues the Certex in two to four weeks. The Certex can be imme-
diately exchanged for cash at commercial banks at a discount of 2% of face value.
At a current inflation and interest rate of about 50%, the total loss of the
exporter is about 5% of face value or a little more than onc percentage point of
the average Certex of 25%.

§§/ Many of the exports seem to be fraudulently prepared for the sole
purpose of obtaining the Certex and avoiding the export tax. They are most
probably reconverted into ingots in the importing countries. However, even in
the case of genuine exporters, the Certex system may lead to absurd results.
A simple piece of gold jewellery has probably no more than 5% value added
content at a goid price of over $600 per ounce. A piece containing one ounce
of gold would sell for $631.5 and receive a Certex of $170.5. Alternatively,
one ounce of gold exported as ingot would have a net export price of $uL98,
after deducting a 17% export tax for traditional products. Thus, the price
difference, including value added, is $304 per ounce, resulting in an effective
export subsidy of 865%.




important administrative issue concerns the control of illegal activities

relating to the Certex. The large amounts of money involved put a heavy burden

on the government officials administering and controlling the Certex system, and
also present a strong temptation for manufacturers to bend the rules. The
seriousness of the problem is shown by the recent imposition of a fine of 39/
S 100 million (about $400,000) on exporters who had manipulated export documents==,
and the indefinite termination of issuance of Certex fcr all non-traditional
exports through thz town cf Punﬁ6 where apparently fictious exports to Bolivia

have occurred on a large scale.—_/

123. In conclusion, the appropriateness and effectiveness of the current level,
structure and admnistration of the Certex export incentive system is extremely
doubtful and the whole system would require a complete revision. Moreover,
export incentives, export taxes, import protection and exchange rate variations
are strictly interrelated issues and should be considered by the Government as
cne set of parameters that should be dealt with jointly.

Temporary imports

124. The system of duty-free imports of production inputs for export products
was introduced relatively late at the end of 1978. The system, which is
designed to promote manufactured exports by giving unrestricted access to
imports at world market prices, has been applied for a long time in other

latin American countries, including Colombia, the Dominican Republic and Mexicc,
vut had little success in Peru. According to the Ministry of Commerce, exports
of only about $10 million benefited from the system in 1979%. Consequently,

the Goverrment abolished the system of temporary imports in October 1980.

Export financirz

125. Of the two export credit facilities operated by government institutions,
namely FENT, with the industrial Bank, and the Fondo de Exportaciones (FONEX)
(Export Fund),with the Central Bank, only FENT has existed long enough to
enable an assessment to be made of its effects on exports. Table 24 below shows
that the role of FENT in providing financing to non-traditional exports declined
sharply after 1975. 1In constant value terms, credit disbursements between 1975
and 1979 hardly increased. Those trends may be largely explained by the fact
that most FENT financing was channelled into two industries, fishing boats and
textiles, which received over one half of the FENT credits. With the decline
in the share of financing allotted to fishing boats after 1975, the diversi-
fication of FENT somewhat increased, although the textile industry still
received the major share of 42.5% of disbursements in 1979. Thus, the overall
ffect of FENT on manufactured export performance has been small, but the high
. gree of subsidization involved has provided a welcome addition to the profits
of the two industries that have been the main beneficiaries of FENT and have

39/ In July 1980.
40/ In August 1980.
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received the highect Certex incentives. On the other hand, only the fishing
boat industry, which is in nced of large amounts of comparatively long-term
pre- and post-shipment export financing, currently appears to be constrained
in its export effort by the inadequacy of FENT. FONEX, which was established
within the Central Bank in early 1980, could provide the needed financial
assistance to fishing boat exports.

Table 24. Disbursements of FENT

Disbursements

1973 1974 1975 1076 1077 1978 1972

Item

Total
(pillions of soies) 1.k 2.5 3.1 k.6 7.4 12.0 2h.1

Percentage to non-

traditional exports 32 L3 81 5 Lo 22 1%
Percentage for fishing
boats 32 27 53 4 3 2 2

Source: Annex, table 29; TIndustrial Bank, Accién Crediticia del ¥FHEIT,
Periodo 1973-1978, Lima, March 1979.




IV, MAIN ISSUES OF A NEW TNDUSTRIAL POLICY

126. The Government which took office cn 28 July 1980, has the opportunity to
consider the future industrial strategy within a comparatively advantageous
envirorment. Firstly, it has become quite obvious that the past policy of
neavily subsidizing and supporting the formal industrial sector at the cost

of other parts of the economy has had unsatisfactorv results. particularly

in terms of employment generation. A different strategy should therefore.

meet with less resistance among industrialists and workers. Secondly, a new
industrial strategy cw«n now be initiated in an environment free from a pressing
foreign exchange shortage, which limited the flexitility of the economic policy
of the country during most of the 196Cs and 1970s. Foreign exchange revenues
from the export of traditional products and oil should remain high for a number
of years to come, and may be expected to cover the medium-term foreign exchange
requirements of the country. Thus, there should be no need tc promote non-
traditional exports at any cost in order to earn foreign exchange, and a
balanced reduction of both import protection and export incentives can be imple-
mented as the key industrial policy instrument to promote efficient industrial
development. Thirdly, the Government can take advantage of a number of policy
measures already initiated since 1976, which have been generally in the right
direction. During the period between 1976 and mid-1980, those policy measures,
the most important being the changes relating to the industrial community,

the initiation of import liberalization, the introduction of a flexible exchange
rate and the reduction of formal sector real wages, faced substantial resis-
tance by industrialists or trade unions, but have now been largely accepted

by the affected groups.

127. The economic measures taken between 197€ and 1980 need substantial strength-
ening and completion by further specific measures which will be discussed
below. The main concern with respect to those specific industrial policy
measures should be to fit them into a well conceived overall strategy, and

to avoid taking any measure without considering its relationship with others.
An appropriate basis for an effective long-term strategy of industrial
development of Peru is to exploit the comparative advantage of the country.
That principle would apply to industry as well as to the economy as a whole.
The analysis contained in previous chapters of this report showed that in the
past Peru did not follow that principle, but rather provided stroag support

to industry at the cost of other sectors and, within the industrial sector,
promoted capital-intensive forms of manufacturing. Neither aspect of the

past strategy made possible the optimum use of the resources of the country,
which consist mainly of abundant skilled labour and raw materials, including
minerals and agricultural and fishery products. Thus, a policy designed to
exploit the comparative advantage of the country may lead, in the long run,

to a strengthening of other sectors, particularly of mining and agriculture,
relative to industry, and, within industry, would support subsectors that
employ labour-intensive technologies and a relative decline of capital--intensive
subsectors. Finally, a strategy based on comparative advantage would help to
develop the growth potential of informal and small-scale industry, which in

the past suffered from discrimination and lack of govermment support. Although
within such an economic environment, industry would lose its role as the
leading development sector and be placed on an equal basis with other sectors,
it would be <trengthened in its key role of providing employment and generating
an increasing share of foreign exchange earnings.
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Exchange rate and trade policy

128. The key to restructuring the economy and the industrial sector is foreign
trade policy. The major distortions and the disappointing performance of
industry are largely the result of unsuitable long-term protection and incentive
policies in the past. A revision of those policies would be decisive for
correcting distortions and improving industrial performance. The major step
towards a reform of trade policy is the introduction of more uniform tariffs.
Such a policy was initiated in 1979, but tariff rates still vary widely. Other
requirements of the new trade policy are uniform export incentives and a flexible
exchange rate, which have already been initiated. They would require proper
co-ordination with the level cf tariff protection, and, in the case of export
incentives, the specific features of Peruvian export products must be taken

into account. Thus, the establishment of a more uniform tariff level is the
most important aspect of the new trade policy in the current situation of Peru.
A first important step in implementing the policy was the reduction of the
maximum tariff to 60% in October 1980.

129. Uniform tariffs and subsidies will cause relative prices of Peruvian
manufactures to approach the same level as the relative prices of goods traded
internationally. That would encourage the manufacture of products for which
Peru has a comparative advantage and discourage production when Peru is at a
disadvantage. The levels of uniform tariffs and incentives must be determined
Jointly with the exchange rate. In principle, any set of uniform tariffs and
export subsidies combined with an equilibrium exchange rate has the same economic
effects as another set of uniform tariffs and incentives combined with another
equilibrium exchange rate. A high level of the tariff-subsidy structure bas
three main disadvantages as compared with a low level. First of all, high
tariffs and export subsidies provide incentives for fraud and bribery and for
the export of falsified products, and they create continuous pressure on the
Government to grant exceptions. Similarly, the administrative costs of control
and prevention of fraud are larger at a high level of tariffs and incentives
than at a low level. In that connection, high tariff protection, coupled with
many exceptions and administrative restrictions, and high Certex incentives
created serious problems for Peru in recent years. Secondly, a high incentive
level is disadvantageous under current world trade rules, which permit the
imposition of countervailing duties by the importing country where fiscal
subsidization of exports occurs. Finally, a uniform tariff structure would
require that the duties on imports of capital goods and other production inputs
be raised from their current extremely low levels. The resistance to higher
tariffs by industry would certainly grow with the size of the required increase.
Therefore, Peru should aim at a low import tariff gnd export incentive structure
which should probably not be higher than 20-30%.517 A reduction of the tariff
and incentive level would normally involve the need for a compensating reval-
uation of the equilibrium exchange rate. However, since the weighted average
tariff level is currently much below the suggested uniform level of 20-30%,
because of the long list of exceptions and the low tariffs on capital goods,
intermediates and government imports, which would all be raised to the new
uniform level, a devaluation of the equilibrium exchange rate would be required.
Thus, during the period of adjusting the import tariff and export incentive
structure, the devaluation should be somewhat higher than warranted by the
inflation differential.

L1/ A further important argument in favour of low tariffs and subsidies is
the size of distortions created between subsidized and taxed commodity trade, on
the one hand, and free service and capital flows, on the other.
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Import tariffs and restrictions

130. While the adjustment of the wide variety of tariff rates to a common level
r, for example, 20-30% will require time and further careful analysis, the
import prohibitions and restrictions under the system of prior approval remaining
in mid-1980 were effectively abolishad in October 1980. Where restrictions
have been imposed in lieu of a tariff, they should be replaced by a reasonatle
import tariff, the level of which may be temporarily above the final average.
Such a measure would quickly produce some healthy competition, restrain price
increases, reduce profit levels and raise government revenues from import duties.
The adjustment of tariffs to a uniform structure can only be achieved cover a
longer period of time, since otherwise relative prices and profitability levels,
which have been established during many years in a different policy environment,
would change too drastically. Some industries and factor combinations of
capital and labour which are now profitable and appropriate may be unprofitable
and inappropriate under the new tariff system. Moreover, the overall profit
level in formal manufacturing will tend to decrease in a less protected envi-
ronment. The resulting transition losses, and to sone extent the resistance
to the reduction of protection, can be minimized by introducing the tariff
ad justment in small steps over a period of, for example, five years and by
announcing the final target as well as the different steps well in advance.
That would prevent investment which might be unprofitable under the new
protection system and reduce the uncertainty faced by industry in & changing
policy environment. A reduction in the degree of overall uncertainty would
provide a needed balance to the reduced profitability of industrial activity.

131. The variation of the exchange rate needs to be handled along the same
lines as the reduction of protection. It is important to continue and
strengthen the policy of pre-announced minidevaluations, so that exporters

and importers may be informed well in advance about the relative price structure
of traded goods, thus enabling them to prepare and implement medium and long-
term production and investment plans. For that purpose, it is not sufficient
to announce in advance the monthly rates of devaluation over a given period,
which is the current procedure,because the projection of the inflation differ-
ential may be incorrect. Instead, the Government could announce, as a policy
objective, appropriate real exchange rate levels to be maintained over the
next twelve-month period. Minidevaluatiors made on the btasis of the most
recent information on the inflation diflerential, taking into account the
change in the level of protection, would adjust the nominal exchange rate to
those target levels.

132. Two special problems of adjustment to a lower and more uniform protection
level are those of inefficient industries and of infant industries which can

be expected tu become efficient only after a period of adjustment. The anal-
ysis of industrial structure in chapter II shows that there may exist a
substantial share of industry which would not be competitive under reduced
protection, even after granting adequate time for adjustment. Parts of the
automotive and chemical fibre industry belong to those structurally inefficient
industries. An appropriate procedure to deal with such industries, once they
have been identified, would be to grant them the temporary protection required
to break even, but not to permit further investmen:t. The industries could be
closed down after depreciating their equipment at a small loss to the economy.
Infant industries would similarly require a temporary exemption from the uniform




tariff system. However, great care should be taken to identify only industries
with the potential to grow up within a given pveriod of time, which should be
agreed upon in advance, together with the level of the additional protection

to be granted. There is a danger that infant industry exemptions will be given
to the wrong enterprises, as has happened in the past. In particular, granting
special protection in order to attract foreign investment is an inappropriate .
measure. If foreign companies, which are generally no "infants", do not find
investment in Peru profitable without subsidization, there is little probability
that their investment will be economically advantageous to the country, even

in the long-term. The real infants are Peruvian industrialists who have te
overcome an initial lack of production and marketing experience.

Export incentives

132. The uniformity of export incentives requires major exemptions to make it
suitable to the Peruvian situation. Most of the traditional exports of Peru
have some degree of monopoly power from which the country can benefit by taxing
exports. Export taxation also captures part of windfall profits which would
otherwise go fully to the exporters. Therefore, exempting traﬂi}ional exports
from incentives, and even imposing taxes on them, makes sense .2 However,

the exemption has to be extended to the vast majority of non-traditional exports,
which frequently differ little from the taxed traditional product. Several
possibilities of dealing with the problem exist. One soliution would be to

grant an incentive only on the difference between the f.o.b. value of the manu-
factured product and the f.o.b. export value of the specific traditional commod-
ity used, such as copper ingots and cotton. Another approach similar to the
above method would be the use of manufactured value added to determine the

export incentive rate. At a uniform level of tariff protection, thrat would
largely represent a compensation for the import tariffs on the production inputs.
It appears that the exemption fron the 17% export duty for that category of export
products represents an adequate level of compensation. The small amount of
ron-resource-based exports needs a higher export incentive to take account of
the larger manufactured value added and of the higher degree of taxation suffered
from the use of protected inputs. Some products in that export category may
also deserve treatment as infant export products with a temporary additional
Certex to compensate for initial costs of export marketing, production start-up
start-up etc.

134. The Government may wish to conduct a further analysis before implementing
a radically different Certex system._l Nevertheless, the basic features of a
more rational system can be described even now:

(a) Given the practical prohlems of establishing an optimum Certex
system and the administrative difficulties created by finely differentiated
incentives, the new system should be as uniform, simple and stable as possible;

kgj Such an argument supports some degree of export taxation, but not necessarily
the current high level of 17%, which may be an overestimation of Peruvian monopcly
power for several products. If foreign investment is to be attracted, partic-
ularly to the mining sector, a careful study of appropriate levels of export
taxation would be useful.

5;/ It is not clear to what cxtent the Government is committed by the
Export Promotion Law of 1979 to maintain the basic Certex unchanged until 1983.
For a small number of products, the Certex rates have been reduced since 1979.
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(b) To separate resource-based products and real manufactures, a
barrier of, for example, 25% of labour and depreciaticn value added4/ should
be established. Most of the current non-traditional exports would fall below
that level, would not receive Certex, and would only benefit by an exemption
from th2 export tax. Exports with value added above the limit would obtain
Certex on their f.o0.b. value equal to the percentage level of the uniform
tariff, for example,20%;

(¢) The decentralization Certex would be abolished at a substantial
budgetary saving. Instead, new export products of national manufacturers
qualifying for Certex, that is, meeting the 25% value added criterion, would
temporarily obtain, for example, an additional Certex of 10% of f.o.b. value
for a period of 2-3 years.

In general, the export incentive system suggested above would support manufac-
tured exports at an appropriate level, would be simple to administer (detailed
value added data exist at the four-digit level), and would be substantially
less costly to the budget than the current system. A detailed study of the
effects, administrative procedures and fiscal cost of the suggested incentive
system would still be useful.

Temporary imports and export procecsing zones

135. The duty-~free import of production inputs for export manufacturing, which
was initiated in 1979, has not been a successful instrument for export promotion.
It is also doubtful whether it could be so in future, particularly if the
recomnended system of liberalized imports at low duties is implemented. Export
production with a labour and depreciation value added above the recommended 25%
level would operate practically under conditions of free trade and largely
include the benefits of a temporary import system. Temporary imports are a
successful component of trade policy only in countries with substantial import
restrictions (such as Colombia). Since, under future Peruvian conditions, the
temporary import system would unnecessarily complicate trade regulations, it
was abtolished in Octcber 1960.

136. Export Processing Zones (EPZs) include the temporary import system as one
important feature of their operation. The Government has shown a strong
interest in establishing one EPZ as a test case, based on the EPZ provision

in the 1979 version of the export promotion law. The mission recommends that

a careful study should be made before establishing an EPZ. EPZs have success-
fully provided a substantial number of employment opportunities and some net
foreign exchange earnings in many developing countries, particularly ir the
Caribbean. Industries attracted to EPZs are predominantly foreign-owned

firms manufacturing light industrial goods, such as garments and electronic
components. In general, the production inputs are imported from the United
States of America and the assembled products are re-exported to that country
under provisions 806 and 807 of the United States tariff schedule. Tie main
advantage to Peru in the establishment of an EPZ is the generation of employment
with comparatively small investments in factory buildings and common facilities,
basically the infrastructure required for industrial countries. In other

LL/ As shown in chapter IIT of this report, the notion of tctal value
added is not very useful in Peruvian manufacturing, since profit rates and
indirect taxes are extremely high and vary for the most part independently from

the actual degree of manufactured orocessing involvead.




countries, such investments have usually been below £2,.)0 per jor. CIisadvan-
tages relating to the EPZ would be: the establishment of an industry irn isolated
conditions with few links to the domestic economy; operation of industry in

the £PZ to a large extent beyond government control ani influence; employment
generation mostly for young women without transfer of iniustrial skills to

the working population; and the possitle diversion of foreign investment from
the domestic market to the EPZ.

137. To bte successful in attracting fereign enterprises to the EPZ, the major
disadvantages faced by enterprises when operating in Peru as compared with
other locations, tor example the Caribbean, would have to be minimized.
Firstly, government red tape relating to the establisament, productior and
import and export operations of EPZ enterprises must te kept to a minimunm.

The application of current administrative procedures in teru tc enterprises
operating in the EPZ would certainly lead to a failure of the EPZ. Secondly,
the legally stipulated minimum wage in Peru is currently somewhat above wages
paid to workers in the EPZ of most other locations. Low labour costs are

the most important attraction for enterprises operating in the EPZ; ZPI enter-
prises would therefore, at least initially, have tc be excluded from Peruviar
labour legislation on minimum wages.ﬁi/ The exclusion of EPZ enterprises from
the industrial community and labour stabilization legislation would alsc
probably be necessary. In short, export processing zones in Peru could make
an important contribution to alleviating the unemployment problem. However,
the incentive package to be offered to foreign enterprises would have to be
quite attractive in order to be competitive with EPZs in other countries. A
detailed study is required to determine whether the package of incentives
required to attract foreign enterprises would also be acceptable to Peru.

Export credit

138. Export financing supported by the Govermment in other countries (for
example, Colombia) has developed into an important instrument of export
promotion. The FENT and FONEX export financing funds have so far been less
useful than th2y could be with a more aggressive and concerted operation of
the funds. It is unpractical to operate two funds separately, while limiting
FONEX with its ample resources ($250 million) to export financing of capital
goods. Both funds should be consolidated into one in order *o provide more
ample financing for all ron-traditicnal exports. Moreover, the high interest
rate subsidy involved in both export financing sources is unwarranted, since
exports are more appropriately stimulated by cash subsidies (the Certex system)
than by low interest rates. Finally, neither the Central Bank (FONEX) nor
the Industrial Bank (FENT) appear to be appropriate institutions for adminis-
tering export financing. The recently established Export Promotion Agency
(FOPEX) could handle export financing in co-ordination with other promotional

activities, But FOPEX would have to eain mcre onerational exverience and
strengthen its staff before it could be put ia charge of that important task.

45/ Under similar conditiors, enterprises opereting in the EPZ of the
Dominic - Republic were initially permitted to pay $0.10 per hour (about 20%)
less than the legal minimum wage.




Labour policy

139. The adverse impact of labour legislation on industrial employment gene-

ration, productivity and income distribution has already ceen stressed in this

report. While the negative effects of the industrial community legislation

have been largely eliminated by the samendments to the law since 1975, the '
labour s*ability law, which provides nearly full job security to formal sector
workers, and the minimum wage legislation granting excessively high wages to
formal sector workers, are still in operation. Generally, for the new trade
policy to be effective, workers and entrepreneurs in the formal sector have

to be satisfied with less, since subsidies received by formal sector manufac-
turing from other sectors will be lower under the suggested system of reduced
protection. Both equilibrium real wages and profits tend to be lower under

2 more competitive system. The move toward low real wages in formal sector
manufacturing and the trends toward higher job creation, reduction of the
formal-informal sector wage gap, higher labour productivity and improved export
competitiveness aﬁg currently thwarted by the job security legislaticn and
rising real wages__/granted within the system of government determined minimum
wages. Maintenance of high real wages and full job security is inconsistent
with the suggested reduction of protection of industry and would tend to raise
the number of plant closures and loss of jobs.

Credit and interest rate policies

1L40. Formal industry has benefited excessively from the system of channelling
credit at subsidized interest rates, with the adverse consequences described

in chapter III ef this report. The system of channelling credit was abandoned
in 1979, but the interest rate level continued to be fi d below the marxet
level. Industry will clearly have little incentive to operate at factor
proportions consistent with the resources of the country so long as capital is
cheap and abundant, while social and minimum wage legislation make labour
unattractive to employ. Thus, government interest rate poiicy should be
reviewed so as to allow interest rates to rise over time to a more market-
determined level. In addition, the proliferation of sources of govermment
-supported industrial finance in the Industrial Bank, the Central Bank and

the Corporacidén Financiera de Desarrollo (COFIDE) (Development Finance Corporation)
has benefited large borrowers and government-owned enterprises, which maintain
well-established ties to the lending institutions and have the administrative
capability needed for successful processing of loan applications. With regard
to financing from government institutions, the major concerns expressed to the
mission by various small-scale enterprises referred mainly to the complications
involved in loan applications, and also reflected a lack of general knovledge
of the large rumber of different funds available for industrial financing.

The Government has indicated its intention to simplify industrial lending and
consolidate the different funds in the Iandustrial Bank and COFIDE. The reorga-
nization would also largely eliminate conflicts of interest which may exist

in COFIDE as the main holding Institution of government-owned enterprises, and
in the Central Bank, which controls the supply of money and credit.

L6/ In August 1980, minimum wages per month were again raised from
S 21,000 to S 26,000 (December 1979: S 15,000).




141. The Industrial Bank has not been able properly to fulfill its role as
the source of firancing for small-scale industry (SSI}, mainly tecause of the
lack of resources and a high concentration of SSI lending in Lima and Czllao,
where the bark has its offices. On the other hand, SSI located outside Lima
and Callao are the only formal sector industrial enterprises that seem to ke
suffering from a lack of credit. Therefore, the S3I credit resources of the
Industrial Bank should be strengthened and branch offices established in the
provincial urban centres of the country, in order to provide credit and
technical assistance to SSI more effectively than in the past.

Informal sector policy

142, The informal sector and, in particular, informal manufacturing require
more attention by the Govermment than in the past, including measures such as
the abolition of discriminatory regulations to the largest possible extent.

A detailed action programme for the support of the informal sector can only

be established after studying the needs and problems of informal sector enter-
prises in more depth than has been done by the missicn, but three suggestions
can already be made. Firstly, the barriers to the entry of informal enter-
prises into the formal sector should be reduced to a minimum. In particular,
the fees for registration with the Ministry of Industry and the rmunicipalities,
which are currently up to S 50,000, should be abolished, and the administrative
processing of the application for registration should be simplified and
shortened from the current six months. Secondly, enterprises remaining in the
informal sector should obtain access to formal sector sources of credit. That
would probably have to be studied, before the Industrial Bank and, possibly,
the National Bank could implement effective lending programmes tc informal
sector enterprises; finally technical assistance should be provided to informal
sector enterprises in connection with credit programmes., The assistance should
be complemented by sponsoring the establishment of subcontracting excharges,
which would establish linkages with formal manufacturing and by organizing
markets for used equipment. It may also be worthwhile to put the substantial
number of idle and frequently uncompleted industrial parks and esiates into
operation in order to provide factory sheds and common facilities to formal
sector SSI and informal sector enterprises.

143, While specific action for assisting the informal sector is important,
instead of restricting its development by excessive regulation, the most
effective long-term support to the informal sector would be provided by imple-
menting the suggested trade policy. Reduced subsidization of formal sector
manufacturing and lower real wages and profits will help to reduce the gap
between two sectors. Rural-urban migration would tend to decline, since the
expectation of a highly paid job in the formal rector would be reduced, thus
diminishing the pressure on informal sector wages. Therefore, the new trade
policy of reduced and uniform protection is also importunt for the development
of the informal sector.
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Decentralization policy

1L, The suggested trade policy would also helr to decentralize industry,

which is now being attempted with ineffective, but costly, measures. The
decentralization Certex, zdditional tax benefits for reinvestment2!/ and
additional interest rate subsidies of credit to decentralized industries are
not sufficient to overcome the structural disadvantages of a location outside
Lima and Callao. The new trade policy of reduced prectection would support
industry based on comparative advantage. That would tend to stimulate resource-
based industry, which is mainly located in the provinces, and reduce incentives
provided to the import substitution industry, which is mainly in Lima and
Callao. Nevertheless, a basic requirement for effective decentralization of
economic activities continues to be substantial improvements of infrastructure
in the provinces.

G.vernment enterprises and foreign investment

145. The rise of government participation in industry since 1968 was based on
the policy of increasing the direct influence of Government on industry, while
at the same time reducing the share of foreign participation. That policy has
been costly to Peru in several respects. The cost of acquiring private foreign
enterprises was high and represented a burden to the budget and the balance of
payments. In addition, several of the enterprises acquired by the Government
proved to be unprofitable and needed subsidization, representing a coutinuous
burden on the budget. A less visible cost arises from the conirol and man-
agement tasks imposed on senior government officials. Civil servants tend to
be inadequately trained to supervise or run manufacturing enterprises, which
may be one reason for the poor state of affairs of several government enter-
prises. Thus, from an economic point of view, industry would be more effec-
tively guided within the govermment policy framework than by direct government
porticipation.

146. On the other hand, with appropriate policy measures, government enter-
prises can operate as efficiently and profitably as private enterprises.
However, that would require a practical separation of government administration
and government enterprises, which would be staffed and operated like private
firms. Managers would be recruited from outside the civil service at compe-
titive salaries, and unprofitable firms would be closed. The suggested trade

47/ Although the tax incentive for reinvestment is higher for enterprises
in the provinces, enterprises in Lima and Callao benefit proportionately mcre
from the incentive. The Ministry of Finance estimates that in 1980 the fiscal
cost of the incentive scheme was S Th.5 billion in Lima and Callao and
5 22.2 billion in the provinces. That represents a higher proportion of the
incentive amount to Lima and Callao than would correspond to the regional
distribution of industry (70% in Lima and Callac, 30% in the provinces). One
reason for the high share of industry located in the metropolitan area could
be a higher capital intensity supported by the incentive to reinvest.




policy of reduced tariff protecticn will expose the current weakness of
government industry, whicn seems to be benefiting more than private industry
from the system of protection. Under the new trade policy, the Government
would face the options of improving the competitiveness of government enter-
prises by strengthening monagement and productivity or subsidizing uncompeti-
tive firms. The government-owned steel manufacturer, Siderperu, would be a
prime candidate for substantial subsidization if low-duty imports of steel
produrts were permitted, but a business-oriented management and implementation
of the intended investment programme for balancing and expansion of Siderperu
plant could make the enterprise viable, even with a low level of protection.

147. The role given to foreign enterprises in Peruvian industry is largely a
political issue beyond the scope of this report. However, it has important
economic consequences. International firms are the main instrudaent of technol-
ogy transfer to developing countries, and are also most effective in in estab-
lishing export links with merkets in industrial countries. However, Peru can
only expect to benefit from foreign investment under a reformed trade policy.
Currently, foreign firms obtain all incentives to make monopoly profits by
producing for the protected domestic market, and they transfer those profits

to their home countries partly by over-invoicing imports. In addition, they
can finance their Peruvian operations to a large extent by subsidized domestic
credit. Thus, the current operations of foreign enterprises may result in a
net economic loss tc the country. Over-invoicing and transfer of monopoly
profits by foreign firms would disappear under the suggested trrde system, and
instead of manufacturing for the domestic market, foreign firms would be encour-
aged to utilize their major comparative advantage, which is their knowledge

of export marketing. As the establishment of a low level of protection will
take time, the economic appraisal of foreign investment proposals by the
Ministry of Industry requires strengthening. That is essential because many
uneconomic projects are highly pirofitable under the current system of protection.
The same holds true in the case or industrial projects sponsored for foreign
and local investors by Induperu, an cngineering and investment group under the
Ministry of Industry. Induperu-sponsored projects have been aroraised for their
technical and, partly, financial viability, while their economic viability has
not yet been established. An economic appraisal of Induperu-sponsorod projects
would be particularly useful, since their capital costs per job created, between
$50,000 and $100,000, are exceptionally high.

Policy impact of the Andean Pact

148. The major proposals for a new industrial policy, particularly with respect
to trade, have been made without taking into account the initial agreements on
tariffs and industrial policy reached among member countries of the Andean Pact.
Important parts of the initial agreements, including a diversified and relative-
ly hign common external tariff, the allocation of kev industries to different
member countries on the basis of subsectoral programmes, and restrictions cn

the operation of foreign enterprises, are generally inconsistent with the
suggestions made in this report. During 1980, the appropriateness of the
overall protectionist approach to regional integration was intensively discussed
by the member countries, and a basic revision of the preliminary agreements

may be possible. Thus, the suggestions made in this report may help to strengthen
the position taken by Peru in future negotiations on Andean Pact economic
pelicies.
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V. PROSPECTS OF THE INDUSTRILL SECTOR

149, During the current initial period of radical change in the direction of
industrial policy, the prospects of industrial development in Peru must be viewed
in both a short-term and a lorz-term perspective. In the short run, the size and
structure of industry =re largely given and the new policy direction will have
relatively little effe-t or. immediate industrial performance. In the longer
term, however, the new direction of policy will strongly influence the,

structure and performance of the industrial sector.

Short-term prospects

150. For the four-year period 1979-1982, the Government projected in early 1979
an average annual growth of manufacturing of 5.5%, compared with 4.3% for the
whole economy. That projection appears quite realistic. After a slow recovery
from depressed levels in 1979, manufactured growth has gained momentum in 1980
with an estimated growth rate of 5.2% (see annex, table 3), which is close to
the projected average for 1979-1982. The remaining idle capacity, particu-
larly in the domestic-market-oriented industry, will permit further rapid
growth of production over a short period. The recovery of domestic purchasing
power will benefit especially those industries which have the highest idle
capacity. Thus, the textile and garment industry and the manufacturers of
transport equipment and consumer du.ables should benefit most from the economic
upswing and show the highest growth of production in the short term, despite
rapidly rising imports of those products.

151. Manufactured exports cannot be expected to grow as rapidly as was the

case after 1976, although much will depend on whether or not the current system
of Certex is maintained until 1983. The small quantity of non-resource-based
manufactured exports, which is largely the result of a spillover from production
for the domestic market, will tend to stagnate with the rapid recovery of
domestic purchasing power. That will mainly affect exports of garments,
footwear, refrigerators and, to a lesser extent, textiles. The short and
medium-term requirements for adjusting industry to a more competitive and less
protected environment will not permit those industries to expand on both
domestic and foreign markets. To the extent that construction activity recovers,
exports of cement will also tend to decline. The majority of resource-based
exports, on the other hand, is less dependent on domestic demand conditions

than on incentives. An early revision of the Certex system along the lines
suggested in chapter IV of this report would drastically reduce the profita-
bility of manufacturing resource-based products. In particular, exports based
on metals and cacao would be less attractive, since most of the current profits
in those industries are due to the Certex subsidy which would be discontinued.
Therefore, under such a scenario, manufactured exports cannot be expected to
maintain their high growth rate. On the other hand, if the current Certex
system is maintained, sufficient incentives are provided to process an increasing
share of raw materiels, and manufactured exports, as currently d=fined, could
continue to grow fast.




152. Short-term employment generation in industry may te disappointing.

Government plans to create 400,000 new jobs in indus‘ry within two years,

of a total of 1 million new jobs to be created during that period, were revised

to 100,000, of which one half would bte in formal sector industry and the other

half in informal manufacturing. The informal sector has shown in the past

a capacity to absorb a large share of the growing urban work-force, and may |
be expected to continue to do so in future. However, most of the 50,000 new
informal sector jobs would represent inadequate employment at below minimum
wage levels. Employment growth of 50,000 in formal industry within two years,
on the other hand, would be extremely difficult to achieve. FEven during the
period of maximum government support for the manufacturing sector in the

first half of the 1970s, employment growth averaged only 12,000 per year and
only in the year reached 16,000 new jobs. Thus, creating iwice that number

of new positions over the next two-year period, with a more critical situation
in the manufacturing sector, seems to be very difficult. As a result of the
labour stability law, most manufacturing enterprises currently maintain a
substantial excess work-force and production increases can be performed largely
without hiring additional workers. Therefore, the short-term prospect is for
little employment gruwth in manufacturing, particularly in the formal sector.

Long-term prospects

153. In the long term, the government projection of early 1979 was optimistic
about the growth potential of manufacturing in Peru, with a projected average
annual growth of manufacturing value added of about 7% during the 1980s. Tha* x
would represent the highest growth of all producing sectors except construction,
and compare favourably with the overall expected long-term GDP o” 6%. If the
trade policy suggested in this report is implemented in successive steps, the
manufacturing szctor will be thoroughly restructured toward higher labour
intensity and increased export orientation. The speed and extent to which
industry would adjust to the new environment and, therefore, the long-term growth
rates of manufactured production and exports will largely depend on the capa-
bility and willingness of Peruviar industrial entrepreneurs to compete on .
domestic and international marke... Both domestically and internationally,

Peruvian industry will be more competitive than is currently the case, since

in the long term the new trade policy would promote the cstablishment of a

production structure in accordance with the comparative advantage of the

country. However, for a substantial number of export products, mainly garments,

footwear and consumer durables, for which Peru could utilize its comparative

advantage of abundant and well-trained labour, Peruvian exporters will be

late-comers on highly competitive markets who will face difficulties in

establishing a firm position. Measures taken by industrial countries to

restrict trade in a number of the above-mentioned products raise additional

obstacles to a rapid expansion of export marxeting. Thus, while manufactured

exports will play a major role in the long-term industrial development of Peru, 1
it appears improbable that the example of export-led high industrial growth

set particularly by East Asian countries under favourable world economic

conditions prevailing during the 19605 and early 1970s can be repeated.

long-term high growth of manufactured sales on the domestic market will also

Lbe difficult to achieve, even with a strong development of consumer incomes,

since Peruvian manufactures will have to share the market with imports. In

conclugion, the long-term prospects for growth of industry remain uncertain

and depend largely on the attitude of Peruvian entrepreneurs toward the improving
competitiveness of industry, on the one hand, and the difficulties faced on

foreign and domestic markets, on the other.




Annex

THE AUTCMOTIVE IWDUSTRY IN PERU AND STATISTICAL DATA

A. Main issues of the automotive industry in Peru

Present situation

15h. There are currently five automative assemblers in Peru: Chrysler, Datsun,
Toyota, Volkswagen and Volvo. Datsun, Toyota and Volkswagen are engaged in

the assembly of passenger cars. Chrysler and Volvr. assemble commercial vehicles.
Those firms share a potential market of 40,000 vehicles a year, roughly two
thirds of which are passenger vehicles. Because of the detericrating economic
conditions in Peru after 1975, the number of vehicles assembled In the country
dropped from & high of almost 35,000 units in 1975 to a low of 10,70" in 1979.

In an improving economic situation, production is expected to increise to

about 20,000 units during 1980.

155. in 1975, the domestic content of vehicles assembled in Peru was estimated
at 38% on average, a figure which may still be valid. The domestic content

of passenger vehicles is probably a few percentage points lower than for
commercial vehicles.

156. The automotive industry is heavily concentrated in the Lima and Callao
area, which has 82% uf its establishments, 94% of employment and 97% of gross
output, as compared with a concentration of T70% of total industrial production.

157. There sre about 160 ancillary enterprises engaged in the manufacture of
bus bodies, cabs, bumpers, radiators, exhaust systems, springs, rubber parts,
tyres, trim, batteries, carpeting, upholstery, starters and other electrical
equipment, shock absorvers, water pumps, electric harnesses, hinges, window
lifters, glass, steering coclumns, seats, windshield wipers, braking components,
locks, filters and petrol tanks.

158. The automotive industry of Peru has high prodvction costs. The cost of
the net value added in Peru is estimated to be more than twice the inter-
national level of comparable producits. The major benefits to the country from
the automotive industry consist in the introduction of new manufacturing
technologies, the establishment of a large number of ancillary industries
which are locally owned and managed, and the employment generated. Total
employment in the automotive industry was 8,100 in 1975, with 3,500 jobs in
assembly plants and 1,600 in component manufacture. Despite a production
decline, total employmwent ros~ to 9,100 in 1977.




Assembly of vehicles in Peru

Number assembled

Type
of vehicle January—
1971 1973 1975 1976 1977 1978 1979 June 1980
Passenger
vehicles 11 059 20 152 21 317 22 290 .- T oké 5 805 L 272
Commercial
vehicles 5 580 11 589 12 957 12 05k . L 197 L 9ok 3 991

Total 16 639 31 7hl 34 274 34 34k 22 200 11 243 10 7L5 8 263

Source: COFIDF and the Associacidn Peruana de Industria Automovil
(Peruvian Automotive Industry Association).

Legal framework

159. The automotive industry in Peru was established under Decree Law (Decreto
Supremo) No. 80 of 22 November 1963, which sponsored and supported assembly
operations. The Decree Law stipulated that a domestic content of 30% should
be progressively achieved within five years. During the period 1967-1971,

the decree Law was modified to increase the level of disaggregation of the
component kit, favour the assembly of smaller cars than those previously
assembled in Peru, limit the number of models to be assemtled by each plant
and provide incentives for nigher national equity participation.

160. A classification of vehicles was introduced in the Law in February 1972,
in accordance with the future Andean Pact regulations, including the following
categories:

Category A - Mopeds, notorcycles and delivery vehicles

A-1 Mopeds and motorcycles up to 150 cc

A-2 Mopeds and motorcycles over 150 cc

A-3  Delivery vehicles; payload up to 500 kg and engine capacity
up to 500 cc.

Category B - Passenger cars and station wagons

Up to 1,500 cc
Up to 2,500 cc
Over 2,500 cc

:ntlnw
w n

Category C - Commercial vehiclec and buses

Payload between 500 and 2,000 kg
Payloacd between 2,000 and 9,000 kg
Payload over 9,000 kg

w

Category o - Four-wheel-drive vehicles, payload up to 2.000 kg




Cetegory E - Trectors and industrial automotive machinery

Agricultural tractors
Earth-moving machinery
Other automotive machinery and equipment

mr::m
w N =

At the same time, the local content targets were changed to reach the following
levels oy January 1973:

10% for category D
25% for category Bl and C3
35% for categories B2, B3, Cl and C2

Tariffs on completely knocked down (CKD) kits were also changed in 1972 to
promote the assembly of commercial vehicles and smaller passenger cars to
the following tariff levels:

Tariff
Category (percentage)
BL 17.5
B2 k5.0
B3 65.0
€1, C2, b 15.0
C3 5.0

The import of complete vehicles was prohibited except for categories A,D

and E. However, small numbers of other categories continued to be imported.
A legsal requirement to compensate component imports with exports was prepared,
but never enacted and put in operation.

161. In February 1976, the tariffs on CKD kits were changed to 20-43%, with
the majority of the i .ms having en additional imposition of 20-23%.

162. The most recent policy developments affecting the automotive industry of
Peru are ac follows:

(a) Since 26 March 1980 all types of vehicles may be imported with an
ad valorem tariff of 115%. Only few non-tariff restrictions remain to protect
the domestic industry;

(b) A new law of May 1980 allows the continuation of assembly operations
in Peru on models not covered by the Andean Pact allocations, which affacts
the plants of Chrrsler, Datsun and Toyota;

(¢) Decree Law No.23172, issued in July 1980, allows the import of
passenger and commercial vchicles and buses, and of their spare parts, by
transport enterprises with only a 5% ad valorem c.i.f. tariff until the end 1981.
The application of that Decree Law may have serious consequences for the local
commercial vehicle agsembly industries and component manufacturers.
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Automotive programme of the Andean Pact

163. During the 1970s, negotiations were conducted within the Andean Pact on
the allocation of automotive industry among the member countries. The idea
was tc pool the markets of the countries and allocate the production of a
limited number of vehicle categories among the member countries. In 1976,
the total Andean market was about 234,000 of all types of vehicles, roughly
haif of which was in Venezuela. The projected demand for 1985 is

460,000 venicles.

16k. The followin; classificatinon of vehicles was established by the Pact:

Category A - Pessenger cars and station wagons

Al Engine capacity up to 1,050 cc

A2 Engine capacit, between 1,051 cc and 1,500 cc
A3 Engine capaci.y between 1,051 cc and 2,000 c2
Al Engine capacity over 2,000 cc

Category B - Commercial vehicles and buses

Bl.1 Gross weight up to 3 t

Bl.2 Gross weight between 3 t and L.6 t
B2.1 Gross weight betweer 4.6 t and 6.2 t
B2.2 Gross weight between 6.2 t and 9.3 t
B3 Gross weight between 9.3 t and 17 t
BL Gross weight over 17 t

Category C - Four-wheel-drive vehicles

Gross weight up to 2.7 t (diesei engine)
Gross weight up to 2.5 t (petrol engine)

165. In September 1977, the Andean Pact countries took decision No.120, which
allocated the production of basic vehicle models among the member countries.
The bssic models included locally produced engines, gearboxes, axles and
steering systems, unless co-production agreements with other member countries
applied. Decision No,120 further stipulated that a minimum domestic content
of 70% (63% for Bolivia and Ecuador) should be reached by 1985, whon the
programme was planned to be fully implemented. In addition, intra-regional
tariffs for automotive vehicles and components would be gradually reduced to O
by 31 Deccmber 1983 (31 December 1981 for vehicles imported from Bolivia and
Ecuador, and 31 Decexzher 1987 for vehicles imported by the latter from the
other member countries). The implementation of the programme he - followed a

disappointingly slow pace, and the deadlines will probably have & be postponed.

Finally, decision No. 120 alsc provided that a common external tariff on
vehicles and components should be applied at the end of 1983 (end of 1988

for Bolivia and Ecusador). The level, or levels, of the tariff has not yet

been agreed upon. Venezuela prefers high tariffs to protect its relatively
ineffi~’~nt 1ndustry, while Colombia is advocating low tariffs {about 30% for
cowponents). The position of Peru with regard to the tariff level is currently
‘being revised, with a tendency toward lower tariffs.

166. According to the allocations stipulated in decision No. 120, Peru is ‘o
manufacture the following vehicle categories:
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A-3 Allocat? shared with Venezuela; two basic modeis;
three fo..cths of the engine for one model to be imported
from Venezuels.

C Co-production with Colombia (a French Manufacturer, Renault,
has been chosen by Colombia).

B-2.1 To be produced exclusively by Peru; Bolivia and Colombia
have assembly agreements with Peru.

B-3 Allocation shared by Peru with Venezuela and Colombia.
Assembly and co-production agreements on the Colombian model.

B-L Allocation shared by Peru with Venezuela.

A Eurorean nanufacturer. Volkswagen, is being considered by Peru for the model
of category A3, while & Javanese manufacture:. Tojyota, may also be chosen.
Volvo has already been selected for the manufacture of trucks. Aecording to
the svecific agreement on the manufacture of engines for commercial vehicles,
Peru will overform the assembly as well as +tue casting of the block and head,
while the other major var'.s are tc be imvorted from Colcmbia and Venezuela.

The assembly plants for both trucks (Volvo) and related engines (Volvo-Perkins)
are already in operation. but local content in both vroducts is still very low.
The implementation of decision No. 120 was to be completed by 15 July 1980.

but the deadline was oroloneed to December 1980, partly because no decision
had been reached on all the makes of cars to be built, and partly because of
the continuinz low levels of local content.

167. The pace of implementation of the Andean Pact automotive progremme has
been very slow, and the establishment of a competitive automotive industry
may not be possible because of the lack of economies of scale. The total
Andean marvet of less than half a million units by 1985 is too small for

18 basic models, including six types of passenger vehicles and 12 models of
commercial and four-whecl drive vehicles. Co-production agreements reducing
the number of models would not much improve the situation since the production
volume for each model would still be too low for economic manufacture with
the envisaged high domes*tic content. The minimum annual output for economic
manufacture ot one basic model is currently about 500,000 units for passenger
vehicles anl 0,000 units for commercial vehicles. Those minimum production
units are ~ontinuously rising, as a result of the rapid development of mamm-
facturing technology with an increasing degree of automation. To sum up, the
Andean automotive market is too small to permit efficient production of a
large number of different modrls, particularly of passenger vehicles.

168. An &iditional drawback of the Andean automotive programme is its lack of
technologicai flexibility at a time of profound transformation of product and
production t.-:chnologzy in the international automotive industry, which has to
adjust 7o iower vehicle production and operating costs, anti-pollution end
tafety requirements, and nevw fuels or fuel mixes. Under such conditions, it
appear:; thiat the Andean automotive programme will involwve t.chnological
stagnat. on, because the high investment cost of the estabristent of the auto-
motive inlustry will make it necessary to keep the s-n.e design for a maximum
number of years, par'icularly for key components such ac geartoxes, steering
system:s, axles and motors.




169. High production costs end lack of domestic technological development will
seriously handicap the Andean sutomotive industry in competition with industry
located in other countries. The industry will require extremely high protection
from import competition, and the export potential is very low.

170. 1In addition to the lack of econcmies of scale and built-in technological
stagnation, the country allocation of the programme on the basis of the final
products, the vehiclss, seems unsatisfactory. Because of the strong political
appeal of the assembly work, the negotiations concerning the rllocation of the
11 different categories were difficult, and led toc 18 allocations of as many
differeat basic models, with a total of 33 co-production or assembly agreements.
While the final assembly of vehicles has a highly political appeal, an
allccatior of components and sub-assembly manufactures would have had two
advantages. Firstly, economies of srale are more important for +he manufacture
of componerts than for the final assembly. Secondly, agreements on the country
distribution of component manufacture would have been relatively easy to reach,
while the politically critical allocation of assembly plants could have been
left open to the choice of the individual countries. Vehicle assembly has low
local conten®:, usually less than 107, and the establishment of one assembly
plant in each country would be economical, allowing each country the satisfaction
of having a national vehicle. The above proposal would enable the manufacturers
of components to concentrate on a very reduced number of different models,

which would also limit the total number of vehicle models manufactured in the
area,

Conclusions

171. Under current conditions, the automotive industry of Peru is economically
unviaeble. Apart from certain activities, such as bus body manufacture and
assembly and partial manufacture cf certain types of commercial vehicles, it
is an inefficient industry which would not survive without high protection.

172. The Andeen automolive programme is supposed to improve the efficiercy

of national industries by enlarging the market and concentrating manufacturing
activities on a reduced number of plants of economic size. However, the
programme appears inappropriate for the achievement of the intended goal of an
efficient industry, and likeiy to strengthen support for the development in

Peru of an inefficient high-cost automrtive inductry that will require continued
high protection from import competition.

173. The critical final negotiations on the implementation of the Andean
automotive programme have not yet been concluded. Therefore, it is still
possible for Feru to prepare a basic analysis of the costs and benefits of

tk programme, which would help to establisn a rational Feruvian negotiating
po.ition and proviie for appropriate technological flexibility. Such a procedure
may prevent high uneconomic investment expenditures and the establishment of

a large industry that would impose a long-term burden on the country.
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Table 1. Value added of manufacturing i-dustries at current prices, 1971-1979

Value added Share
Item (billions of soles) (percentage)

1971 1972 1973 1974 1975 1976 1977 1978 1979 1971 1975 1979

Gross domestic product 295.,3 327.2 392.6 Lob. L 627.4 830.4 1 1431 1 85L4.3 3 317.6 100.0 100.0 100.0

Manufacturing industry 73.7 81.7 99.5 131.5 156.5 220.7 293.2 50,7 877.4 25.0 25.0 26.5

Artisan products 7.3 8.3 9.6 11.8 15.6 19.3 24.7 L4o.6 70.7 9.9 10.0 8.1

Factory products 66.4 73.4 89.9 119.7 1L0.9 201.5 268.5 W6k .1 806.6 9C.1 90.0 91.9

Food, beverages 23.8 22.8 25.6 35.2 Lhi.4 60.2 75.8 128.8 211.0 35.8 29.4 26.1

Textiles, garments 10.9 12.0 14,3 17.9 23.1 29.7 32.9 60.4 110.2 16.4  16.4 12,4

Wood Products 1.7 2.0 2.3 2.9 3.8 6.5 T.7 11.1 17.0 2.6 2.7 2.1
Paper products 3.4 L.2 L9 6.0 T.5 1.1 1k.0 23.7 36.3 1 5.3 4.5 '
Chemicals 10.6 12.5 15.5 19.6 21.3 30.7 6.7 89.3 148.9 16.0 15.1 18.5 2
Non-metal minerals 3.1 3.5 L1 5.0 .2 8.7 9.€ 17.5 39.7 4.7 L.4 k.9 |

Basic metal L.2 5.4 8.3 12.9 .8 15.1 3L4.0 63.1 13k.1 .3 7.0 16.6

Metal products 7.8 1G.0 13.8 18.8 26.0 37.0 45,1 66.0 103.9 11.8 18.4 12.9

Other 0.9 1.1 1.2 1.4 1.8 2.5 2.7 L1 5.5 1.3 1.2 0.7

Source: Cuentas Nacionales del Peru, 1979.

Note: Data for 1978 and 1979 are preliminary; factories are defined as establishments with one or more
employees; artisans have no employees.
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Table 2. Value added of manufacturing industri:s at constant prices, 1971-1379

Value added Growth
Item {billions of soles at 1973 constant prices) (percentage)
1971 1972 1973 197% 1975 1976 1977 1978 1979 19711975  1976-1979

3ross domestic product 370.3 376.5 392.6 L421.9 L41.1 U450.0 ukg9,7 LL6.T hH61.8 19.1 L.1
Manufacturing industry 93.2 93.9 99.5 110.4 115.0 119.6 11k.5 110.4 11k4.8 23.k4 -0.2
Artisan products 8.5 9.1 9.6 10.1 10.7 10.1 9.4 9.8 10.2 25.9 -4.7
Tactory products 84,7 84,8 89.9 100.3 10Lk.2 109.4 105.1 100.6 10L4.6 23.0 0.4

Food, beverages 32.3 27.3 25.6 31.4 31.2 33.1 29.7 28.6 29.1 -3.4 -6.7

Textiles, germents 13.9 13.9 14.3 1k, 7 ik.9 15.9 13.6 14.0 14.5 T.2 -2.7

Wood products 2.1 2.3 2.3 2.3 2.5 2.7 2.4 2.3 2.1 19.0 -16.0

Paper products .0 44 49 53 51 52 k49 4L 3.9 27.5 -23.5 \L

Chemicals 12.3 13.7 15.5 7.0 19.0 20.h4 19.4 19.5 19.5 54,5 2.6 ?

Non-metal minerals 3.5 .0 4.3 L.y 1.6 L.9 4,5 .1 .9 31.4 6.5

Basic metals 6.6 A .3 8.4 7.7 8.3 13.2 13.2 15.6 16.7 102.6

Metal products 8.9 11.0 13.8 15.5 17.3 17.7 16.2 13.5 13.9 100.0 -21.9

<ther 1.0 1.1 1.2 l.2 1.4 1.3 1.1 1.0 1.0 Lo.o 28.6

Source: Cuentas Nacionales del Peru, 1979.




Table 3. Index of the volume of manufacturing production
Index nu.mber&-/ |
Growth
Ttem {1973 = 100.0) (percentage)
— b/ N
197t 1972 1913 1974 1975 1976 1971 1978 979 1980 1971= 1975~ 1979~
1975 1979 1980
iatal mirstacturing 86.1 93.1 100.0 111.7 N8.2 122,7 112,0 113.9 118.2 124.3 137.} 0.0 5.2
Manufacturing, excluding fish products 81.3 91.7 100.0 110.0 117.8 121.7 112,0 105.7 106.6 116.1 44.9 =~ 9.5 8.9
- sh products 456.% 212,9 1000 213.9 167.3 206.6 114.8 154.5 161.6 106.2 =63,} = 3.6 =~ 34.3
© 72353, beverages, tobacco products 88.3 92.7 100.0 112.6 t17.5 121,4 116,8 108.) 113.3 120.7 33,1 = 3.6 6.5
311312 Processed Food 88,9 95.4 100,0 106.4 107.9 105.8 105.5 101.2 101.} 100.5 21,4 =~ 6.1 - 0.8
313 Beverages 83.6 88,7 100.0 121.,3 132.6 147.3 134.9 120,71 131.3 151.2 58,0 =~ 1.0 15.2
= Tobacco prnducts 81.9 92.0 100.0 116.5 117.9 117.2 116.3 106.1 116.7 4.0 =-1,0
? Fuxtiles, clothing 99.5 98.8 100,0 103.7 104.1 111.3 95.1 98.3 102.2 103.8 4.6 =-1.8 1.6
. Textiles 101.5 98.5 100,0 101,4 102.,5% 110.3 97.8 106.4 113.4 114.3 1.0 10,6 0.8
Clothing 90,1 101,1 100,0 111.,7 110,8 102.5 92,2 7.4 68.2 23,0 _.38.7
3t Leather 104.7 95.0 100,0 102.1 120,8 120,0 91.1 63.9 8s,) 15.4  .29.6
Rl Footwear 95.6 99.) 100.0 110.4 101.4 126.7 81.0 76.0 72,1 79.3 6.1 .28.,9 10.0
oMY CrOdulls 88.0 91,1 100,0 103.,9 113.0 122.2 108.2 101.9 97.4 28.4 -1..8
RN Wood products, excluding
furniture 67.7 109,7 100.0 103.1 97.9 152.2 140.7 138.4 113.2 0.2 36.1
L Furniture 771.3 170.4 100,0 104.7 129.7 89.0 72.1 61.4 57,7 67.8 _s5.5
‘- Faper, printing 85.4 93.4 100,0 109,1 98.5 102.3 Y3.9 831 72.3 74.9 15.3 <26.6 3.6
o Pape:, paper products 100.9 99.7 100,0 124.1 103.7 117.4 124.1 105.4 99.6 7.3 2.4 =-4.0 =2,
: Penting 75.5 89.4 100,0 99.5 95.1 92.5 74.5 68.7 54.7 60.5 26.0 42,5 10.6
= Cremical products 72.9 89,3 100.0 109.5 123.2 132,3 126.1 126,9 130.1 143.6 69.0 5.6 10.4
23i Industrial chemicals 62,0 B86.6 100,0 1:5.8 130.9 143.2 156.0 167.8 175.5 187.9 1111  34.1 7.1
352 Other chemicals 70.5 80,0 100,00 107.0 126.1 137.6 123.1 126.7 113.8 133.6 37.0 =~ 9.0 17.4
353 Petroleum refining 83.9 92,0 100,0 108.4 114.9 115.0 115.9 114.0 132.2 134.6 37.0 15.1 1.8




Table 3 (continued)

AEER i me—e o -

Index numberE/ Growth
Ttem (1973 = 100.0) (percentage)
1971 1972 1973 1974 1975 1976 1977 1978 1979 19 Bt 1971~ 1975~  1979-
- . 1975 1979 1980
355 Rubber DY‘OdUCtS 80.0 9'.3 ‘wno ‘020, ‘12.8 14000 "6.8 101.4 109-5 128-6 40.0 - 2.9 17-4
356 Plastic products 74.9 94.9 100,0 113.5 123,13 11,0 109.2 99.6 114.2 64.6 - 7.4
38 Non-metal mineral products 85.2 93.3 100.0 118.2 126,0 130,0: 121.6 112.8 1:15.0 132.9 47.9 -8.7 15.6
3] Pottery, chinavare 58.2 86.3 100,0 110.8 116.7 133.6 148.0 140.3 121.9 118.6 100.5 =-4.5 = 2.7
R4 Glass, glass products 85.8 98.4 100,0 105.0 121.,8 134.4 120,6 96,2 114.0 136.4 42.0 - 6.4 19.6
363 Other nan-metal mineral
products 89.5 92,7 100,0 123.8 129,0 127.9 117.4 113.2 114.3 26,1 =11.4
2" Sasic -etals 81.3 103.1 100,0 100.6 101.,2 104.3 168.9 168.6 193.4 0 24.5 91.1 = 2.3 !
()
KR “e~rous metals 38.8 T3y.2 100,0 122.4 124.7 104.4 123.3} 13,2 138.9 148.5 9221.4 11.4 6.9 N
2 hon-ferrous metals 96.5 113.8 100.0 92.9 92.8 104.2 185.1 182.0 212.8 203.5 - 3,8 129.3 - 4.4 |
R Motal prosucts 69.2 84.8 100,0 109.3 12).3 127.2 112.2 93,5 92.4 110.5 B6.9 - 28.5 19.6
381 Metal products 90.6 92.7 100,0 108.0 115.3) 109.2 103,6 97,0 922.0 99%.4 27.3 =~ 20.2 8.0
382 Mon-electrical machinery 65.1 92.4 100.0 118.9 150.6 151.7 142.1 122,3 134.6 160.8 131,)} -10.6, 19,
333 Electrical machinery 62.7 80,8 100.0 123,9 149.7 :45.7 140.9 125,717 115.1 126.8 1318,8 - 23.1 10.2
354 Transport equipment 58.1 TT.2 100,0 89.1 109.1 109,17 T2.2 38.4 43.4 73.2 87.7 -60.2 68.7
385 Scientific equipment 82,0 B83.8 100,0 92,5 107.0 127.3 109.6 112,6 94.1 30, - 8.3
39 Other manufactures 7.9 B83.6 100.0 93.9 110.,7 106.4 92.7 84.8 Bl.3 54.0 - 26.4
8aurce: Ministry of Industry.
& lrcluaes estadlishments with employees.

: Est'rates based cn sample data.

N



Table 4. Informal sector manufacturing

Item

Value
(billions

added
of soles)

1971

1975

1978

Total manufacturing

/

a
Formal sector—

Informal sector

Small industryg/

Artisansg/

73.7 (100.0%)

60.5 ( 82.1%)

5.9 ( 8.0%)
7.3 ( 9.9%)

156.5 (100.

138.8 ( 88.
2.1 ( 1.
15.6 ( 10.

0%) 504.7 (100.0n%)
7%)  hl1.h  ( 81.5%)

3%) 52.7 ( 10.4%)
0%) 4o.6 ( 8.1%)

Source: Cuentas Nacionales, Ministry of Ind»stry.
a/ Includes registered establishments with 5 or more employees.

b/ Includes non-registered establishments with 1 to 4 employees.

E/ Includes non-registered establishments without employees, independent workers,
home workers and artisans not included in the economic census or the annual statistical

survey.
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Table 5. Value added in manufacturingé/ at current prices
Value added Share
ten {billions of soles at current prirer’ (percentage)
- — e e e
1971 1972 1973 1974 1915 1976 1977 1978 1971 1975 1978
311=312 Processed foods, excluding fish
products 10.3 11,1 13,0 17.¢ 240 31,4 39.0 58,1
313 Beverages 5.2 6.4 8.4 8,9 t2.7 16.9 237 33.6 28.4 28.4 24,7
314 Tobazco products 1.7 1.8 2.0 1.1 2.7 3.5 4.5 9.7
321 T:xﬁles 7.6 9.1 11,0 13,4 13.4 22,0 24.2 40.9
322 (lothing 1.3 1.4 1.9 2.5 1.6 4.6 6.2 5.7
323 (eather goods Gi 05 07 0.8 11 1.5 1.8 2.8 18,2 17.7  13.0
324 |eather footwear 1.0 1.1 1.5 1.8 2.5 3.7 J.2 4.1
331 Wood products, excluding furniture 0.9 1.4 1.2 1.3 2.0 2,2 3.4 3.5 ; 2.6 2 1
332 Furniture and accessories 0.7 0.8 0.9 1.3 1.5 2.0 2.3 2,3 * -3 L
341 Paper and paper protucts 1.6 1.9 2.4 ). 2 4.3 90! 6.0 11.0 g 5.8 5.5 4.2 !
342 Printing and publishing 1.9 2.1 2.6 2.9 3.4 A6 6.6 6.1 * ¢ ’ o
. =
351 Industrtal chemicals 2.1 2.8 3.4 4.7 5.3 8.3 1.0 21,9 '
35§ Other chenicals 4.4 5.: 6.5 8.2 10,8 13.8 21,5 28.6
353 Petroleum refining 3.2 3. 3.3 t. 4.4 . 12,7 53.1
354 Petroleum and coal products 'R n.0 0.0 0.02 0.2 0,05 0.1 0.2 20,3 19.) ?28.6
355 Rubber products 1.2 1.3 1.5 1.7 2.3 3.0 3.6 5.0
356 Plastic procucts n.e.s. 13 LT 20 31 40 6.0 6.1 9.5
361 Pottery, china and earthenware 6.3 0.3 0.5 0.5 0.7 1.0 1.3 1.5
362 Glass and glass products 0.6 0.7 0.9 11 1.4 1.9 2.} 2.9 5.t 4.3 4.4
369 Other non-metallic minerals 2.2 2.5 2.8 3.5 3.9 5.8 7.7 13.8 :
371 Basic ferrous metals 1.2 1.6 2.} 4.8 3.7 3.6 8.3 8.0 ; 4.5 5.2 7.4
372 3asic non-ferrous nmetals 1.5 2.5 4.2 6.8 1.5 6.1 9.} 12.4 * * *
381 Matal products 2.5 2.9 3.6 5.4 6.0 8.6 10.8 3.3
N2 Non-slectrical machincry 1.8 2.1 2.6 3.3 4.8 6.7 8.4 13.
383 froctet 1 machinery ang appliances 2.0 27 37 53 1.0 10.8 3.3 2.8 14.9 8.4 15.5
4 T-ansport equipment 2.4 2.5 3.8 5.1 7.2 12.9 . 15,5 14.1
385 Sciertific and other equipment 0.2 0.2 0.3 0.3 0.5 0.6 0.9 1.6
390 Jewellery and miscellaneous manufactures v.9 1.1 1.2 1.4 1.8 2.8 2.9 3.4 1.5 1.3 0.8
Tota) manu‘@turina mns on 88.4 1"-‘4 1 -8 '_2_8.7 257.5 "’-4 ,woo ’wco ’w.o

Source: Ministry of Industry.
a/ !ncludes establishmenis with 5 ana mere gmp]uyccs.
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Table 6. Value added in manufacturinggl at constant prices

J
Value added Growth
{bil1 ons of soles at 1073 constant prices) (percentage)
I teh |
197 1972 1973 1974 1975 1976 1977 1978 1971= 1976-
1975 1978
1M1=312 > ed foads. luding fish
} 3 T ;::):d:t:tlzg 13.9 11.9 13.0 13.2 13.4 14.2 14.3 10,1 -~ 3.6 =24.6
)1} zz.erages 1.0 1.4 8.4 8.7 10.8 10.1 11.5 8.7 15.4 -19,4
314 isacco products - 2.) 1.9 2.0 1.1 2.4 2.2 1.6 2.4 4.3 0.0
321 dextiles 9.7 10,6 11.0 10.6 11,9 1.7 10.0 8.5 22.7 -28.6
322 C(lething 1.6 1.6 1.9 2.0 2.4 2.3 2.6 1.2 50,0 =-50,0
323} Leather goods 0.5 0.7 0.7 0.7 u.8 u.8 0.8 0.6 60.0 -25,0
324 Leather footwear 1,2 1.} 105 1.4 1.5 1.6 1.0 0.7 2500 -50303
331 wWooa products, exciuding furniture 1.1 1.4 1,2 1.1 1.3 1.0 1.2 0.9 18.2 -30.0
332 Furpiture and accessories 0.8 1.0 .9 1.3 1.2 1.1 .8 0.6 0.5 -50,
341 Paper an“ paper products 1.9 2.1 2.4 2.9 3. 2.7 2.4 1.8 63.2 -gé.g
342 Printing and publishing 2.2 2,2 2.6 2.4 2.1 1.9 1.7 0.7 - 4.5 -66.
351 Industrial chem’cals 2.5 3.0 3.4 4.) 4.1 4.7 4.6 4.3 64.0 4.9
352  Qther chemicals 5.2 5.6 6.5 7.1 . 7.9 9.2 9.3 6.2 52.0 -23.1 \
353 Petroleum refining 3.8 3.1 3.3 1.? 2.? %.32 2.) 3.0" -23.7 —20.3 o
354 Pe*-oleur and coal prodects 0.1 0.0? 0.0 0.02 0. . 0.04 . - 60, N
359 Rusber products 1.4 1.5 1.5 1.9 1.6 1.9 1.5 0.9 14.3 -43.8 |
356 P ast'.c DPOdJCtS n.e.s, 1.5 20‘ 2.‘ 2.3 2.4 2.8 109 1.6 60.0 -33.3
361 Potiery, china and earthenware 0.4 0.3 0.5 0.5 0.5 0.7 0.7 g-g 25.0 -
362 G'ass and glass products 0.7 0.8 0.9 1,0 1.0 1.2 1.3 . 14.) -50,0
369 (trer non-metallic minerals 2.4 2.8 2.8 3.2 Ja 1.6 4.} 3.1 29.2 -
371 %as’c ferrous metals 2.0 1.7 2.3 3.8 2.9 2.0 2.7 3.0 40.0 7.1
}1¢ Basic non-ferrous metals 2.3 3.7 4.2 4.5 2.9 3.0 2.6 241 26. -27.6
381 Meta' products 2.8 3.2 3.6 4.1 3.4 4.0 3.8 2.5 21.4 -26.5
¢ Nor-electrical machinery 2.0 2.5 2.6 2.5 3.1 3.2 2.9 2,1 $5.0 -32.3
383 _ Electrical sachinery and appliances 2.4 3.2 3.7 4.7 51 6.1 5.8 4.9 112,5 - 3.9
384 Transport equipient 2.7 3.0 8.8 4.4 5.4 6.5 6.2 3.1 100.0 «42.6
385 Scieatific and other equipment B2 u. 2 3 0.2 0.3 0.3 i 0.2 50,0 -33.3
0 Jewellery and miscellaneous
39 ) ! manufactures 1.0 1.4 1.2 1.1 1.1 1.2 0.8 0.6 10,0 -45.5
Tota! manufacturing . _ 412 19.4 88.4 91.8 92.1 102.4 100, 3 19-6 2.1 =14,1

Sodrce: #inistry of Industry and mission calculations

2 Feooo1gn ) the price deflator of the national accounts of the Oficina Naciona) de Estadistica (National Bureau of Statistics) are used;
ceolwads 8staslishements with 5 or more waployees,
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Table 7. Gross value of productinn at current prices

Gross value Share
I tem (billions of soles at current prices) {percentage)
T 9111972 1973 1974 1975 976 1917 1918 971 1975 1978
3=y Processed foods, excluding fish '
products 26.5 9.9 3.8 44.4 56.4 T6.9 100.6 192.%
31) Beverages 7.6 9.0 1.4 13.9 18,2 24.7 2.8 54.0 »,.0 77.0 26.4
3tq4 Tobacco products 2.0 2.2 2.5 1.6 3.} 4.3 6.7 12.0
321 Textiles 16.4 19.0 24.5 29.9 3.4 42,1 45.9 90.)
}22 Clothlnq 2-6 2.8 ). ‘.9 1.0 8.9 “.6 ‘1.0 '1 6 15,7 12 6
323 Leather goods i 1.3 .8 2.3 2.7 3.4 4.0 1.0 . 3.4 - 12
324 Leather footwear 1.8 .9 2.6 3.) 4.2 5.9 5.6 8.6
31 Yeod producis, excluding furriture 3 g 2.4 2.6 3.2 4.5 5.6 1.8 8.6
332 furniture and accessories 130 %5 w25 2T )6 At 46 ; 7 2.3 1.3
341 Paper and paper praducts 3.9 4.7 5.5 7.3 9.0 0.} 14.2 M. . !
342 Printing and pub?ishing 3.2 3.5 3.3 4.8 5.6 7.8 1.2 15.6 ; 5., 5.1 5.1 -
. (2%
351 lr:dustria]hchemicrls 4.0 4.9 6.1 8.7 1.2 5.4 20,3} 47.7 !
352 gdt\er]chen‘-c:]s. 8.1 9.5 1;.2 15.) 20,2 28,1 40.7 130
35) Petroleum refinin .9 1.0 . 12:3 150 0,5 50.7 105,.2
3_24 Petroleus and coa? products 2 0.1 0.04 D 0.3 01 0.4 0.7 19.0 19.7 26.8
355 Rubber products 1.9 2.0 2.4 YV ] %52 G.8 12,8
356 Plastic products n.e.s. 2,5 3.0 38 59 7.6 10,7 12,4 22.4
36: Pcttery, china and earthenware 0.5 0.5 0.7 0.8 1.0 1.9 1.9 2.8
yr2 Glass and glass products 0.0 1.1 1.4 1.7 2.2 29 .86 5.6 3.9 33 4.0
Yo, Othe- non-metallic minerals 3.4 4.9 4.7 5.7 6.8 10.2 14.2 Y5
1 Basic ferrous metals 2.8 . 4 8.6 8. . 14. 6.2
';;2 Basic non-fe-rous metals 3.0 ‘?g \\.g 17.0 12..{ !2.3 Zgi ':6.) z 6.3 1.2 &.4
38y Metal producs . 50 5.9 T.2 10,3 12.0 6.5 21,8 4.3
382 Nonzelectrizal fachine-, 2.8 € 4.5 5.6 8.6 1.2 163 20.7
383 Electrical machinery and applianczs 3,9 5.0 7.0 10,2  12.7 20,1 24.5 44.V 14.9 18.) 14.6
304 Transtort equipment 6.5 1.2 10.; 16.3 18.3 8.7 M8 N.8
35 Scientific and other equipment 0.3 u.3 0. . 0. 1.2 1.6 3.7 )
390 Jewellery and aiscellaneous
nnufac‘.uras ‘.’ '.9 200 205 3.2 ‘05 408 1.1 1.2 1.1 ou

Total Panufacturing 124,5 14%.3 181,71 240,0 248,7 406.4 343.1 977.9 100,0 _100,0 ___100,0 !

Saurce: Ministry of Industry.




Table 8,

Gross value of aroduction at constant prices

(billioas of soles at 1973 constant prices)

(percentage)

1971-1975%

311=382  Processea foods, excluding fish
procar 13 35.9 32,2 338 M. .5 M8 6.8 3).5 -12
31}  Beverages 10, 10,5 11,4 12,8 15.6 14,7 159 1319 52
34  Tobacco products 2.1 2,2 2.5 1.6 2.9 2.1 2.8 3.0 7
321 Textiles 20.9 22.2 24.5 23.3 2v.% 6.7 18.6 8.8 3
322 C(lothing 3 A 36 )9 4 45 49 M b2
32) Leather goods 1.4 1.9 1.8 1.8 49 1.7 .17 1.5 250
324  leather fooiwear 2.} 2.} 2.6 2.6 2.9 2,5 1.7 14 9
3 Nood products, exclidisg furniture 2.4 3.0 2.6 2.5 2.9 2.6 2.6 2.1 %}
332 Yyrniture and accessories 1.6 2.0 1.6 2.5 2.1 1.9 1.9 1.2
341 Paper and paper ?roducts 4.6 5.1 5.5 6.6 6.6 5.3 5.7 5.6 Lb
342 Prirting and publishing a8 7T 43 40 34 M) 2.8 2.0 -1
351 Industrial chemicals 4.7 5.4 6.1 1.1 7.8 . 8.8 8.6 9.8 b6
352 QOther chenicals 9.5 10} 11,9 130 14,9 6.} 1.5 15,2 57
353  Petroleum refining 8.1 T.) 8.6 1.9 10.% 9.% 9.2 9.8 24
354  Petroleum and coal products 0.2 0.1 0.04 0.1 U. 0.04 0.1 0.1 -
355  Rybber products 2.2 2.) 2.4 2.7 2.6 1) 2.8 2.) 18
356  Plastic products n.e.s. 2.g 3.6 38 4) 4.6 5.0 3.9 1.8 99
36y  Pottery, chi.a and earthenware 0. 0.6 0.7 0.7 0.8 1.0 1,0 1.0 33
362 Class a~d glass p-oducts 1.0 1) 1.4 1.4 1.6 1.8 2,2 1.0 60
363  Other non-metallic minerals 3.8 4.6 4.7 5.3 5.5 6.5 7.9 6.7 45
311 Basic ferrous metals 4.4 4.0 4.9 6.9 6.5 5.2 4.8 5.9 48
372 Basic non—ferrous meta's 7.9 10.4 1.0 11} 9.8 8.) 8.1 1.7 24
381 . Metal products .7 65 1.2 19 671 1.8 T.1 6.4 18
382 Non-electrical machinery ). 4.} 4.5 4.4 5.6 5.6 . 5.1 4.5 5
383 tlectrizal machinery and appliances 4.5 5.9 1.0 8.9 9.3 WM.} 10,7 9.9 108
384 Transport equipmert 1.4 8.6 10,7 12,1 14.0 15.4 13.9 1.0 89
35 Scientific and other equipment 0.4 0.3 0.5 0.% 0.6 0.7 0.3 0.5 50
398 Jewellery and miscellaneous
! sanufactures .8 9 2,0 20 2.0 ‘.3 6
Potal mManufacturdag 197.9 _192.9 209.4 211,8 189.1 22

Source:

a

were used,

Mipistry of tndustry and mission calculations.

For 1971, the price deflator of tne national accounts of the Oficina Nac'onal de Estadistica {("ational Bureau of Statistics)
Includes estab) shments with 5 0. more employees.
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Table 9.

Size distribution of industry in 1974

_—___—__________r

R VAl

Size of enterprise—

Value of production

(number of employ=es) Number of enteririses Number of employees {percuntage)

5-9 3 554  (46.3%) 23 320 { 9.4%) 3.9
10-46 3173 (%1.3%) 6L 725 (26.1%) 17.8
'50-99 L86 ( €.3%) 33 b51 (13.5%) 11.9
100-199 267 ( 3.5%) 38 111 (15.3%) 15.1
200-639 193 ( 2.5%) 70 156 (28.3%) 32.5
1 000 and over 10 { 0.1%) 18 360  T.L4L%) 30.8
Total 7 683 (100.0%) 248 124(100,0%) 100.0

Source: MNiniatry of Industry; Estadistica Industrial 19Th.

as Includes establishments with 5 or more employees, excluding the fish industry.




Table 10, Industrial establisnuents

a/ Growth
Iem Number= (percentage)
1979 1975 1977 Jﬂf/__m;lgu
311=312 Processed foods, excluding fish products 12687 1425 1637 27
31} Beverages 401 434 419 19
31A Tobacco products 4 2 2 -
321 TJextiles 661 690 806 22
322 _(lothing. * 545 665 766 41
32) Leather goods 121 150 178 49
324 Lleather footwear 222 44 M 41
33 Wood products, excluding furniture 325 420 411 47
332 furniture and accessories 2715 359 433 57
341, Paper and.paper praducts 82 92 10} 26
342 Printing and publishing 301 409 470 2)
351 Industrial chemicals 12% 132 147 18
352 Other chemicals 286 k23! mn 32
353 Petroleuns refining 12 1" 12 -
154 . Petroleun and coal products 10 9 10 -
355 Rubber products 55 A0 . A4 -20
356 Piastic products n.e.s. 145 160 200 Lo
361 Pottery, china sarthenware 16 25 . 26 6)
362 Glass and glass products 49 56 62 27
369 Other non-metallig.minerals 297 350 404 36
371 Basic ferrous metals 4 50 r2 217
372 Basic non-ferrous metals 2} K} 4) 87
33‘ Metal products 480 596 101 46
lect ical pachinery 23 250 263 14
! cfefcal nachnnery ant appliances 145 184 21) 47
)84 Transpor{ equ'pment 197 26) 315 60
385 Scientific and other equipment ¥ 53 62 32
390 Jewellery and aiscellaneous manufactures 221 279 Ry 60
Total manufacturing 6688 1183 8943 9634 4

Source: Ministry of Industry.

’

a’ fEstablishments with 5 o- more employees.

b' 0Of the registered enterprises.in 1975, 3,806 had a labour community (totall'ng over 200,000 participants with

an ave-age of over 30 employee., each),

)
Ny




Jable 1}, Ownership of industry in 1978

f.pe 01 enterprise Enterpr ser — Soles Worlers
Millions
Number Parcec age of soles Percentage Number Perceniage
v yate enterprises 484 93,1 322 18 64.4 110 632 6.3
Privat iational enterprises 95 14.6 195 618 1.9 7 27% 48.4
Private foreign enterprises 54 11.2 83 415 16,2 19 612 12.)
Provate mixed enterprises k)3 7.3 53 285 0.} 13 745 8.6
f
? o~
Enterprises with government participation 22 4.8, 174 982 3.8 40 290 5.2 z
Mixea enterpr ses with government '
participation 4 0.8 7 042 1.4 v a2n 0.8
BGovernment associated enterprisec 4 0.8 3 684 0.7 ! Ago 2‘;';
Guvernmert entecprises % 2.9 163 859 RI0Y | 37 824 .
Soci1al_sector _enterprises " 2.2 9 214 V.7 8 685 3.3
Social property enterprises 1 0.2 192 0.04 3e 0.02
Industrial co-operatives 6 1,2 3 723 0,17 4 082 2.§
Other social sector enterprises 4 0.8 5 299 1.0 4Mm 2.9
ota’ 517 100,0 $16 114  100.0 159 607 100.C

Srurcer MNiristey ot Industry,

- |




Table 12, Ownership of industrial enterprises in 1978

Soles werhets Firug
Ownership category'al Billions
of soles Percentage Number Percentage

311-312 Food products, except beverages
Private rational enterprises 1.1 61 038 49.6 13 687 28,3 4 5.3
Private foreign enterprises 1.2 25 07 20.6 S 847 10.6 9 10.6
Mixed private cnterprises 1.3 1z 432 10.1 16% 3.0 3 3.9
Government associated enterprises 2.8 79 0.1 167 0.3 ) § 1.2
Government cnterprises 2.6 1 080 0.9 600 1.1 1 1.2
Social property enterprises 1.7 192 0.2 32 0.1 \ 1.2
Industrial co-operatives 3.8 20 0A2 16.3 27 729 30,4 3 3.3
Other social sector enterprises 1.9 2 924 2.4 3 289 6.0 1 1.2

1% Beverages

]

P-ivate national enterprises 1.1 15 822 64.0 S 511 5.8 ) 66.7
Mixed private enterprises 1.3 8 893 3%.0 1 736 8.1 1 16,7
Government < terprises 216 11 0.04 21 ) 1 16.7

N4 Tobacco products
Private fore'gn enterprises 1.2 9 227 88.1 544 50.0
Government enterprises 2.6 1 248 11.9 8cé 20.0

321 Textiles
Private nationa! enterprises i 28 822 80.4 14 804 A 87.8
Private foreign enterprises 1.t 967 7 366 3 6.1
Mixel nrivate enterprises 1.3 5 370 15.0 3033 1 2.0
Industrial co-operatives 3.8 676 1.9 332 2 4.1

- 107 =



Table 12 (continuea)

ﬁ

Soles Workers Firms

Ounership categoryg/ Billions

of soles Percentage Number Percentage Number Percentage

322 Garments, except footwear

Private nationai enterprises 1.1 2723 100.0 271% 100.0 17 100.0

324 Footwear

Private national enterprises 1.1 2 <18 40.3 2 242 45.0 [} 83.3

Private foreign enterprises 1.2 3316 597 2 744 35.0 1 16.7
M Wood products

Private nationsl enterprises 1.1 1621 85.0 1 310 77.3 ‘Y n.s

Private foraign enterprises 1.1 162 6.3 23 1.9 1 9.1

Industrial co-operatives 3.0 123 6.4 11 10.8 1 9.1
N Paper, paper products

Private nationa)l enterprises 1.1 1324 2.8 L1} 11.1 2 30.0

Mixed private enterprises 1.3 1 059 6.n 380 1.7 1 23.0

Government enterprises 2.6 13151  BA.A 4 020 81.2 1 25.0
n2 Printing

Private national enterprises 1.1 4 353 52.% 2 32 49.0 1?7 .77.3

Government enterprises 3.6 173 20.1 1132 24.1 2 9.1

Other social sector enterprises 3.9 2 3715 27.4 1282 25.9 3 13.4

- ZaT =




Table 12 (continued)

Soles
/
Ovnership category®’ Billions
of soles Percentage Number Percentage Percentage

b1} Industrial chemicels
Private national enterprises 1.1 s 836 M. 823 17.3 0 56.8
Private foreign enterprises 1.2 S 187 20.1 1127 23,7 3 14,7
Mixed private enterprises 1.3 & 048 15.7 1 164 24.4 4 11.8
Mixed enteror:ﬁqs,vigh 2.4 5 703 22.1 903 19.0 2 5.9
government partic’pation
Government associated enterprises 2.5 1 395 5.4 493 10.3 2 5.9
Government enterprises 2.6 616 2.4 254 5. l 2.9

352 (ther chemical products
Private national enterprises 1.1 15 803  61.0 4921 63.6 2 67.4
Private foreign enterprises 1.2 6 429 24.8 1 801 23.3 9 20.9
Mixed private enterprises 1.2 36N 14.2 1 012 13,1 3 11 ./

183 Petroleum refining
Private foreign enterprises 1.2 4 118 s$.5 202 2.4 73.0
Government enterprises 2.6 71 287 %.3 8 278 97.6 25.0

I3 Rubber products
Private national enterprises 1.1 7 1335 %0.3 1 3% 78.0 40.0
Private foreign enterprises 1.2 753 2.3 516 22.0 60.0

- fOT -



Table 12 (cortinued)

Ownership categoryé/

Soles

Billions of
soles Percentages

Number

Private national enterprises
Private foreign enterprises
Mixed private enterprises

Private national enterprises

Private national enterprises
Mixed p~'vate enterprises

Private national enterprises
Private foreign enterprises
Hixed private enterprises

Soverrment associated enterprises

Governmeni enterprises

- g po
- 0

N2 D b b b
L ] *
[ R E* N N g

%1

»2

39

Plastic products

10 147 . 71.)
936 6.7
3 22.0

Non-metalic mineral producte

1778 100.0

Glass products

jul 9.3
n3 8.3

Other non-metall ¢ mine~al prcducts

2 686 19.3

951 6.8
1 086 7.8
2 207 15.9
6 970 50.1

4 49)
m

1 226

3 210
210

2 W2
137
452
529

1 495

Ced
»n >
< J%
»N e B

O 1t it ot
(-3 W S N
* » o » @
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Tacle 17 (continued)

Soles Workers Firms

Ownership cateqory‘gl Billions
of soles Percentage Number Percentage Number Percentage
m Iron and steel
Private national enterprises 1.1 3128 11.8 721 11.1 é 66.7
Private foreign enterprises 1.2 3 36) 13.3 847 13.0 2 2:.:
Government enterprises 2.6 .20 084 7.9 4 95) 76.0 1 11.
”m Non-ferrous metal products
Private national enterprises 1.1 2 980 5.7 907 5.3 3 734 |
Private foreign enternrises 1.2 123 2.4 119 0.7 1 !.‘.3 H
Government enterprises 2.6 47 673 91.9 1% 245 94.1 1 4.3 S
]
b7 H Y Metal products
Private national enterprises 1.1 11 868 86.4 S 022 93.2 7 s
Private foreign enterprises 1.2 899 6.3 137 4.8 2 6,3
Mixed private enterprises 1.3 979 7.1 108 2.0 2 6.5
n Mechanical Machinery
Private nat onal enterprises 1.1 11281 62.2 21 87.0 4 80.0
M xed enterprises with government 2.4 m 7.8 108 13.0 1 26.9.
participation
383 tlectrical machinery
Private national enterprises .1 174 9.7 3 39 43.8 17 63.4
Private fore gn enterpr ses 1.2 11 234 62.] 2172 3.7 3 19.2
Mixed private enterorises 1.3 4 381 24.5 1 328 17 : : 1;.:
Mixed enterprises with government 2.4 562 1 266 3 .

participation




Table 12 {continued)

Soles Workers Firms
Ounership cateqoryé/ Billions
of soles Percentage Number Percentage Number Percentage
», Transport equipment
Private national enterprises 1.1 4 250 22.6 2 044 41.3 13 5.0
Private foreign enterprises 1.2 779 A)S 1282 26.0 3 15.0
Mixed private enterprises 1.3 6 742 3. 1 398 2.3 2 10.0
N\
LT 19 Scientific equipment )
=)
Private national enterprises 1.1 373 19.7. 116 2.9 2 1.3 e
Private foreign enterprises 1.2 1 uth 571 259 $1.1 | 33.3 !
Mixed private enterprises 1.3 440 23.2 132 26.0 2 3.3
390 Other manuvactures
Private national enterprises 1.1 : 1 286 70.5 802 .t 10 8.3
Nixed private enterprises 5.2 747 2.5 179 18.2 2 16.7

Source: Ministry of Industry: [Estadistica Industrial Anual; mission calculation,
a/  The ownersiiip categories are defined as follows:

1.1 Private national enterpriges: with foreign participation, private nationals partiéipate w.th over 80t
*n equ'ty: with governmen. participation, the Government participates with less than 30 in equity,

Y.2  Privats foreign enterpriseg: enterprises with over 50% foreign equity perticipation,
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M xe. private enterprises: private enterprises with national equity participation of between 507 and 80%,
the remainder being foreign.

Mixed enterprises with government partic pation: enterprises with government and foreign participation regulated
under the Andean Pact Agreement; the government participation 'n equ ty is at least 30%.

Government associated enterprises: enterprises with government and private national participation in equity.
The Government has at least 30% of equity and has major influence on enterprise management.

Government enterprises: enterprises which are fully uwned by the Gaveroment,

Soc:al property enterprises: enterprises which are owned by their Jorkers.

Industrial co-operatives: enterprises which are owned by the members of the co-operative.

Other social sector enterprises: enterprises which are not categorized under 3.7 or 3.8.




Table 13. Employment in manufacturing

Employment gtotigli-e

a: tnterprises registerea wth tne mmistry or Inoustry.

ltem
1971 1972 1913 1974 1979 1976 1911 1978 1979 1980
Working populat on (thousands of e@g]o;ees]‘
Total 429).3 4 3ywd V5749 4 L6 4 806,0 4057, 7 s MN2g T2 5 440.6 5 E0G
Hanufactur:ng 5”.0 55‘02 513.6 593.3 6‘2.9 632.3 651.6 67008 689.8
Employees J28.) 339.5 354.8 370.7 386.5 402.4 418.6 434.2 450.9
Self-employed 209,17 214.1 218.8 222.6 226.4 229.9 233.0 236.0 238.9
Eaployment in marufacturing®’ 208.8 222,9 238.9 248.9 256.6 270.4  265.5  266.9
'riex of employment in manufacturing for
metropol tan Lima (mid-year) 100,0 105.7 11,0 116.6 17.) 116.4 116.5% 118,4
cremployment in all industries in
eetropolitan Lima (percentage of work’ng
population)
Unemploysent 5.3 5.) 8.6 8.3 8.2 6.6 5.3
Underelp?oynent "o‘ ‘7.2 “., ‘9.8 25.‘ 35.’ 3'.2
Auequately employed 80.1 .S 79.5 72.4 - 62,2 51.9 63.5
spplications of indust-ial tirms to
reduce emp'gyrent through:
Closure of firms 36 41 18
Xeauction of production 191 22) 33
Temporary stoprage 50 54 32
Sources:  Oficina Nacioral de fstadistica (National Burea. ¢ Statise -ci, * ' slry of Inustey ar s Moetgtey, v L 1. .

t—
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fable 14, Employment in manutacturing enterprises

Employment Growth
I ten {thousands of employees) (percantaqe)

311=312 Processed foods, excluding fish

products 3'.‘ 3’.0 “05 Js.a 3507 ”-s ‘)oa ‘).3 12

31) Beverages 9.? 9.9 11,1 10,8 11,1 11,3 1.0 11,2 12

314 Tobacco products J. 0.8 0.8 0.9 0.9 0.8 1.0 0.9 30

32t Jextiles 319 35.T 3.8 336 33.8 M. M. M7 ]
322 Clothing 10,2 1.0 11,3 12,7 13.6 4.6 13.4 13.) KK -

323 Leather QOOdS 2.8 2.1 3.0 3-0 3.' 3.2 3.1 303 ‘2
32‘ Leether footwear 6.‘ 608 7.0 6.9 1.5 8.5 605 601 18 -1
33' ¥ood products, E‘XC]Uding furn:@ture 6.3 7-2 7.3 703 ' 1.6 80’ 8.6 809 2) 16
332 furaiture and accessories 5.9 5.7 6.0 6.6 6.2 6.1 5.9 5.9 6 -6
34t Pzper and paper products 4.8 5.7 5.8 6.1 6.1 . 6.6 6.0 6.0 21 -1
342 P nting and publishing 9.3 9.4 99 9.6 9.6 10,9 10,9 0.2 b 6
35‘ Industrial chenicals ‘o’ s.‘ ‘.o 6.9 1.0 1.3 6:6 6.9 43 -1
352 Other chemicals ‘2.1 ‘302 “o‘ '4.5 ‘5.5 ‘5-9 ‘5.7 16'3 23 5
353 Petroleus rsiining 2.0 2.) 2.) 3.4 3.5 3.5 4.1 o2 8 20
354 Petroleur and coal products Out 2.2 Dot 179 ] 0.2 2 J.2 2 16 -
355 Rubber DPOdUCiS 2.5 206 209 3.‘ 300 303 303 3.3 2 11
356 Plastic products n.e.s, 5.9 5.8 5.2 6.6 1.4 8.0 8.0 8.3 33 12
361 Pottery, china and earthenvare 1.2 1.} 1.9 1.7 1.8 1.8 1.8 1.8 LY} -
362 Glaes and gless products 3.7 3.9 4.2 4.3 4.4 4.6 4.5 4.5 13 3
)69 Other non-metallic minerals 8.7 9.4 10,1 0.} 10,3 1.8 10.5 11,2 10 9
Yio 2e=c ferrows setals 4.} 4.8 6.1 7.3 8. 1.1 7.5 1.7 9 -1
372 Basic non-ferrous metals 3.6 3.7 4,0 . 4.0 4 4.1 4 4.1 15 -
381 Metal products 12,5 1.4 13.0 15.6 16.3 17.7 11.% 11.6 30 8
382 'OH}O“QN'}' MIYMF’ 1-5 003 05 8.1 9.2 9-’ 8.8 9.2 23 -
38) Electrical machinery and app!iances §.1 6.9 8.3 10,0 10,9 11,8 10.8 11.) 78 3
384 Transport equipment 8.6 8.6 10,9 12,9 14, 15.6 14.4 13.0 63 -8
38¢ Scientific and other equipment 2.9 2.9 1.0 1.1 t. 1.2 1.4 1.4 30 25

X9C Jewellery and mizcellaneous
wsnutactures 4.0 ‘03 _‘o_‘ ‘.2 ‘.3 ‘o‘ 4.2 406 7 5
Total employasnt in sanufacturing 208.8 222.9 238.9 248.1 256.6 270.4 265.5 266.9 23 b
Annual growth (percentage) 6.8 7.1 3.9 3.4 5.4 =1.8 0.5

Source: Ministry ot Industry,




Table 15, Salaries and wagos, deprecistion of fixed assets and gross profits
in manufacturing industry, 1971.1979

It Amount [bi111ong of soles) -

en 1971 1975 1976 1977 1978 1979
Manufacturing value addes 73,7 156.5 220.7 293.2 504.7 877.4

¥ages, salaries 22.9 (3110 51.4 (2.9 %) 13.2 (33.2 %) 101.5 (3.6 0) 142.0 (8.1 %) 221.3 (25.9 %)

Depreciation 53 (.20 ma (3% w0 (731 2.8 (9.1% 403 (981 904 (1037)

Gross profits 32.3 (43.81) 68.8 (s.00) 95.1 fs2.2 1) 134 .4 (45.9 1) 2221 {44.0 ) 345.5 (39.4 1)

Source: Cuentas Necionales del Peru, 1979.
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Table 16.

Labour productivity in manufacturing

Value added per worker Growth

I'tem (1978 soles) {(percentage)

1971 1976 m 197 - 1978
IM1=312 Processed foods, excluding fish products 437 Jo9 251 - 43
313 Zeverages . 707 893 6 - 10
314 Tobacco products 3 286 2 150 2 667 - 19
324 Textiles )04 R} 245 - 19
322 Clothing. 157 157 90 -8
32) \eather goods 179 250 101 -
324 Leather fooiwear 188 188 104 - 4%
331 Vood pruducts, excluding furniture 174 12) 101 - 42
332 Furniture and accessories 136 180 112 - 25
341 - Paper-and paper products ” 196 49 X0 - 24
342 Printing and publishing 237 179 69 -MNn
351 Industrial chemicals 510 644 623 -2
)52 Other cheaicals 308 519 . 368 - 10
253  Petroleus refining 190 74 1180 - 3
354 Petroleum-enu coal products 1 000 1 000 1 000 -
355 Rubber products 560 576 21 - %
356 Plast'c products n.e.s. 272 350 19} - 29
361 Pottery, china and earthenware 286 389 278 - )
362 Glass and glass products 189 261 mm - 4
369 Other non-sstallic sinerals 2716 k3% 71 -
371 Basic ferrous metals 465 260 390 - 16
372 Basic non-ferrous metals 639 131 512 - 2
381 Metal products 224 226 142 - 27
332 Non-electrical machinery 267 347 228 - 15
3 flectrical machinery and eppliances 393 517 43) - 10
384 Transport egquipment 34 A 2)8 -
385 Scientific and ofher squipment 222 20 143 - 36
390 Jewellery and miscellaneous manufactures 250 260 130 - 48
Total manufactu~ing 370 9 298 - 20

Source: Annex, tables 6 and 1k,
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Table 17, Regional distribution of indusiryﬁl

- 19N 1977
| tem Production Production
Establishments Employment (billions of soles Establishments Employment (billions of soles
at current prices) at current prices)
Lima and Cailao 4790 ( M.5%) 155 390 ( 74.7%) 35.5 ( 69.8%) 6 303 ( 70,5%) 195 670 ( 73.72) 370.4 ( 68,1%)

Provinces

Total

1398 ( 28.4%) 52 800 ( 25.3%) 38.9 ( 31.2%)

2 642 ( 29.5%)

—

5688 (100.07)

203'790 (100.01) 124.5 (100.02)

8 945 (100,0%7)

69 786 ( 26.3%) 173.3 ( 31.0%)

265 456 (100.0%) 543.7 (100.00)

Source: Ministry of Industry.
- a/ Excluding the fish indusiry and inclu-ing establishments with 5 or more empioyees,
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Table 18, Gross fixed capital formation, 1371-1970

| ten Value (billions of soles at 1973 constant prices) Growth (percentage)
- 19M 19712 1973 1974 1975 1976 1977 16 7% *u79 19711375 1975-1979
National gross fixed capital
tarmatior 47.0 42 2 61.5 6.6 84.9 7.1 60.5 49.8 95.6 80.6 -34.5
3.4 egs 17.6 oW 23.6 23.3 2.1 22.2 R 17.9 32.4 23.2
(e (. 7 sl (30007) (2240 (304 7) (307 (36.9%) (32.2%)
‘raystrial machinery 1,1 10,47 “4.2 19.8 19.6 17,6 14,5 o 12.4 76,6 =367
ard equipment (236 %) (22.29) (23.3%) (25.2%) (20.0%) (2s.2%) (207 MasT (2231%)
Nationa!l 4.2 3.9 4.0 4.8 4.9 5.1 4.9 L 4.4 16.7 -10.2
laportes 6.9 6.9 10.2 15.0 4.7 12.5 9.7 5.4 7.9 3.0 -46.3
Public enterprises 0.3 0.5 3.7 1.1 7.9 KR} 2.3 1.4 1.8 2 533.3 -18.2
Trat sport equipment 4.2 4.5 6.1 1.6 8.3 6.2 4.5 2.5 1.9 98.3 -1A
(8.9%) (932  (9.9%) (9.7%)  (9.8%) (e5f) (740 (5.0%) (3.4 %)
National 31 3.8 5.0 5.3 5.6 5.4 3.7 1.3 1.3 80.6 -76.8
laported 11 0.6 11 2.3 2.7 0.8 0.8 1.2 0.5 145.5 -81.5
Publ ¢ enterprises 0.2 1.0 0.4 3.7 1.6 0.9 0.5 0.0 0.2 700.0 -87.5

Source: Cuentas Nacionales del Peru, 1979,
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Table 19, Fixed investment in manufacturing

1971

Lber {aillions of soles)

1975

(mi))ions of soles) (mi)ions of soles)

1978 Share of 10ta)

investment

Share of total investment
in machinery and equipment

) e ercenta equipment
Machinery and Machinery and Machinery and (percentago) (equip ) -
_ Total  pquipment Total  equipment Total  eauipment 197 1975 1978 1977 1975 1978
. + - -ssz2 foods, excludin
A o4 9 - vy 1 935 1 206 10 A4l b 494 18.8 10,0 21,8 4.8 10,5 19.4
Joh s oerades 1 1 177 ] 3122 Vel 4.3 9.2 6.4 2, 8. .
4 2roducts 10 Ig 9% 0268) . Yie % 0.4 0.5 0.4 0.2 0.? l?
It ks L2 )] 94 2 650 2 145 3 88) 2 245 4.4 3.7 1.9 6.2 8.6 9.8
rot o ® 3 1. 119 20} 19 1.2 0.9 0,4 1.} 1.0 0.3
32y ster M 25 61 35 99 100 0.8 0.3 0.4 1.0 0.3 0,4
34 -v=r footwear 64 46 109 10 8) 176 1.6 0.6 0.8 1.8 0.6 0.8
33y oo rroducts, excluding ,
furniture 91 35 :‘»sg 3;2 '{;; ?gg ’:’3 20.2 (‘); z.: (f'f %.g
A . i )] N 1 . . . \e . .
ORI Brvrturots A P 0! 300 196 L2601 90k 2.2 1.6 8.7 2.5 1.7 8.2
342 ©° % "9 and publishing 61 3N ng 269 1 041 566 1.9 1.7 2. 15 2.) 2.4
351 - i.strial chemicals 176 " 224 1238 ] ggg 955 43 1.6 ).8 4.) 10,8 40
352 .t ke chemicals 204 9% .18 218 4 1713 50 38 7.0 3.5 2.4 1.9
353 < tu 2um refinin “ "y 1147 1124 937 414 3.5 5.9 1.9 44 9.8 1.9
354 “ir 2um and coal products - - \ - 30 - - 0.1 - - 0.1
355 Rubze- products " n 208 226 £3)) 208 1.1 1.5 1.) 1.2 20 1,2
356 Mastic products n.e.s, 186 139 190 590 2 033 1 070 4.5 4. 4.1 5.3 ’?-' 4.6
381 “sttery, china and ea. thenware 8 4 126 i) 93 8 0.? 0.7 0.2 0.2 N -
362 2lass and glass products 2) 45) " 926 838 0.8 2.3 1.9 0.9 1.0 3.6
369 Other non-metallic minerals 202 140 660 M9 1 748 427 5.0 3.4 ).6 5.9 3.0 1.8
3 Basi: fcorous metals 69 a 1878 364 21 134 2.2 9.1 0% 1.8 1.2 g
- 312 Basi. non-ferrous metals mm ] 20 100 534 522 4.2 1.2 1.1 5.1 0.9 2,)
1 Meta) praducts 21 152 "9 451 5 081 2 0Rh 5.1 3.6 10,4 %9 )39 9.0
382 \er-electrical sachinery 133 o 97 260 3329 2 1504 ).2 2.% 6.8 J.2 2.) 6.6
3y tiectrical aachinery and
app‘n"ances ‘s, [ 5’, 3” ] 227 56‘ 3.0 2-6 2'5 ‘o‘ 2.9 205
384 T-ansport equipment X4 17 689 21 1 358 468 7.4 L5 2.8 6.8 2,4 2.0
%Scie"ti"ic 33" othehequipnent 10 62 7] 23 219 0.2 0.3 0.5 0, 0.4 0.9
tewellery and miscellaneous :
) manufactures 4 2 a0 148 30 214 1.0 Vel 0.7 Vol 1.3 0,9
fatal 4R 2 559 19 302 11 506 48 873 23 206 * 1000 100.0 100,0 100,0 100,0 00,0

Li.tigr Moeistey of Industry,
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Table 20. Fixed assets 'n manufacturinqq

19N 1977 1971 share 1977 share
(bilYions of soles) (Si11ions of soles) (percentage) (percentage)
Pen Machinery and Machinery and 0f total Of machinery 0f total  Of machinery
Total eqipment Total equipment assets  «nd equipment assets and equiprent
311=312 ¢ usseo toads, excluding fish
oroducts 5.43 2.63 30.12 12.0 1.2 10.1 14.2 10.7
313 B S T AN 2.3' '-. ‘6.86 1.2‘ 5.6 ‘.6 509 603
314 "yracco products 0.24 0.10 0.58 0.26 0.6 B4 J 0.2
32‘ T-xtites 5.71 3.61 29«30 ‘9-5‘ "o' “o' ‘3.1 '1-0
22 Uoitiag 0.3 0.15 1.61 1.00 0.8 0.6 0.8 0.9
32) leatner goods 0.26 0.12 0.89 0.50 0.6 0.5 0.4 0.4
324 i cather foctvear 0.27 0,17 0.88 0.54 0.7 0.7 0.4 0.5
33 wood products, excluding .
furniturs 0.72 0.40 4.38 2.84 1.8 1.5 2.1 2.%
332 furniture and accessories 0.30 0.15 0.76 0.9 0.7 0.6 0.3 0.3
341 Paper and paper produc’s 2.36 1.78 6.67 4.43 5.7 6.8 I.t ~9 )
342 Printing and publishing 0.85 0.57 .17 2.1} 2.1 2.2 1.9 1.9 s
351 irwustriai chemicals 2.13 1.5t 21.87 11.8} 5.2 5.8 10.) 10.)} (o
352 viier cheaicals 1.67 0.6 7.19 2.54 4.1 2.5 3.4 2.2 b
353 P.oi-3leur refinin 1.34 1.07 10,02 8.05 %o? 4.1 4.7 7.0 !
354 T:t-ateum and coal products 0.0} 0,02 0,22 0.19 . 0.1 0.) 0.2
355 Rubber products 0.5t 0.24 2.52 1.36 1,2 G.9 1,2 1.2
356 ©lastic products n.e.s, 0.82 0.52 5.93 3.98 2.0 2.0 2.8 1.5
351 Puttery, china and earthenware 0.27 0.12 1.37 0.67 0.7 0.5 0.6
362 Glass and glass products 0.3}8 0.2% 2.)6 1.76 0.y 1.0 1.1 ?.g
369 Jtner ~an-metallic minerals 2.04 1.78 16.8)3 6.74 6.9 6.8 7.9 8.9
ATV Sasic ferrous metals 6.04 5.52 17.54 10.21 14.6 21,1 8.2 8.9
372 Jasic ron-terrous metals 0.97 0.64 3.57 1.83 2.4 2.5 1.7 1.4
381 Metal prpd_uc!g 1.29 0.77 1.23 4.40 3. 3.0 3.4 1.8
382 N.r-cluctrical machinery 0.61 0.34 5.45 2.47 1.5 1.) 2.6 2.2
383 tlectrical machinery and
appliances 1.03 0,62 5.2) 2.66 2.5 2.4 2.% 2.}
384 ra-scart equipment .71 0.7 1.62 3.42 }.2 2.7 3.6 3.0
385 3 =tv¢.c une oither equipment - 0.08 0.0} 0.85 0.3)7 u.2 0. 0.4 0.3
390 - -, ani miscellaneous
manufactures 0.48 0.29 1.68 1,08 1.2 11 0.8 D9
Total 42.02 26.06 212. 1N 114.T 100,0 100,0 100,0 100,0

Source: Ministry of Industry.
a/ End of year totals.
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Table 21. Inputs of raw materials and components in manufacturincy
1971 1974 1978
iem {billions of soles) (pe+cer taad : -+ syles) (percentage; (billiors ot soles) {perceniage
Imports Total Share tep e b Total Share impor ts Total Share

311=312 Processed foods, excluding fish

products 4.27 12.87 n 8.) 2,23 kY 48.%) 105,50 46
313 Beverages 0.0 1,57 19 0,72 2.60 28 1.8 “w.n
314 Tozaccs products 0.14 0.27 52 0.1) 0.40 ) 0.3 1.35 23
329 lf‘f."?es 1.57 T.54 21 1.74 14.03 12 5.15 9.5 LB}
2 TE 0,08 1.19 1 c.n 2.22 2 0,07 6.1% 1
323 -=elter godls 0.25 0.65 ] 0,40 1.26 32 0,84 3. 16 26
324 - ine footwear 0,06 0.67 Q 0.085 .26 4 o. 1 1,59 45
A3y - . oooaucts, excluding
furniture 0.22 0,94 2) 0.48 .50 32 0.5%9 3.8) 15 .
332 “u--iture and accessories 0.08 0.54 15 0.10 0.98 10 0.54 .82 29
341 Facer and paper products 0.56 1.94 29 L 10 3.48 32 .77 13.03 14 -
342 §-nling and publishing 0.68 1.14 60 0,84 1.62 52 1. 6.59 20
351 tnaustrial chemicals 0.81 1.25 65 2.06 2.89 T 10.67 17.12 62 '
352 Utner Chemicals 1.78 2.3} 16 3.96 4.65 11 13.44 20,06 67
353 Petroleum refining 1,62 .Y 49 6.54 10,18 64 4.07 48.27 8
)54 Petroleum and coal products 0.002 0.14 2 0.C8 0.082 98 0,08 0.)) 24
355 “ubber products 0.48 0.59 81 1.0} 1.27 81 5.48 6.3% 86
356 Plastic products n.e.s. 0.60 1.00 60 1.19 2.58 69 6.1 9.7 70
361 Pottery, china and earthenware 0.02 0.06 K} ) 0.09 0.16 56 0.20 0.52 3B
362 Glass and glass products 0.12 0,20 60 0.24 0.37 65 0.17 1.26 61
369 Otnher non-metallic minerals 0.19 0.68 28 0.42 1.2% 3 2.1} 10.64 26
371 Basic ferrous metals 0.58 1.28 45 0.81 J.1C 26 3.95 7.88 50
372 Basic non-ferrous metals 0.19 2.72 1 0.42 8.51 5 0.2 27.59 1
381 Metal products .41 2.28 62 2.12 4.29 49 3.61 17.07 21
382 Non-stect-ical macninery 0.52 0.84 62 0.84 1.9) A4 1.14 13.29 54
383 Electrical machinery and '
appliances 0,84 1.61 52 1.74 3.98 44 10.24 18.97 54
384 Transport equipment 2.8) .13 1€ 5.1% 8.3 61 6.98 12,90 54
385 Scientific and other equipment 0,08 0,11 n 0.14 0,26 54 1.24 1.70 1)
390 Jewellery ard miscellareous
manufactures 0,29 0.5% 53 0.44 0.88 50 1.60 3.04 53
Teta ranatazturing 20,59 $2.00 40 41.30 107.07 R )] 146.27 413.48 35

§°_~:5_51 Minigtry of Industry and miggion caleulatton,
2" I~cludes only raw rste-ial and component jnputs; othe- p-oduction nputs are power, fuel, packag'rq rateral
semvices, 1978, materials and components were about 75 ¥ of total production inputs.



Table 22. Value added as a percentage of gross value of productiung/

Value added

| tem (percentage)
1971 1912 1913 1974 1975 1916 1911 1978

IN1=312 Processed foods, excluding fish
produgts 38.9 37-‘ ”0‘ 38o5 42'5 ”‘6 38-0 30.2
313 Beverages 68.3 70.4 73.9 68.0 69.8 68.5 72.1 62.)
314 Iebacco products 84.2 83.6 82.9 67.3 22.9 9.7 81.4 81.2
32 Iext\}&s 46.5 41.9 45.1 44.4 55.) 52.3 52.6 45.2
322 Clothing 49.2 49.6 51.9 50,0 52.0 51.8 5.8 35.6
32) Lleather goods 37.2 38,1 40.) 4.9 41.1 44.0 44.6 9.7
}24 Leather footwear 555 56.5 56.9 553 59,1 63.0 57.0 48.1
131 Wood products, excluding furniture 45.4 41.0 41.9 43.4 4.6 40.1 45.8 40,0
332 Furaiture and accessories 53,2 51, 56.0 $3.0 56.2 56.9 55 1 51,2
341 Paper and paper products 4.8 40.5 43.4 .6 41.6 50.0 42.1 32,¢
342 Printing and publishing 58.0 60.5 60.3 60.0 69,7 58.6 59,1 39.4
351 !ndustrial.chenicals 53.0 56.1 56.4 54.4 51.9 54.) 54.2 44.2
352 Uther cheaicals 54.7 54.6 54.5 54.7 53.4 56.4 52.8 9.1
353 Petroleum refining 47.2 43.) 8.1 13.2 29.0 26.) 25.0 50.5
354 Fetroleum and coal products 28.0 10,8 33.) 15.5 57.7 4.6 35.2 35.2
355 Rubber prod-.ts 64.8 64.2 61.5 551 61.9 8.4 52,1 40,2
356 Plastic pr.ducts n.e.s. 53.) 56. 54.0 52.4 52.2 56.2 49.6 42.4
36t Pottery, china and earthenvare 71.0 55.1 66.8 6.0 65.4 64.2 68,1 55.0
362 Glass and glass products 65.8 66.5 68.6 68.0 62.4 64.) 62.1 52.4
369 Other non-metallic minerals 62.7 61.4 59.2 60.4 57.2 56.3 54.1 45.)
37t Basic ferrous metals 4.4 43.4 41.5 56.0 42.9 1.1 50.7 49.9
372 Basic ron-ferrous metals 29,2 35.4 36.0 40,2 29.0 3.7 32.8 26.9
381 NMetal products 49.2 49.2 50.4 52,1 55.6 52,2 49.7 5.1
382 Non-electrical machinery 63.1 58,2 58,2 58, 1 $5.3 59.8 $51.1 45.8
383 CElectrical machinery and appliances 54.6 55.1 53.) 52,2 50.2 53.7 54.5 49.4
384 Transport equiprent 36.9 .9 35.4 35.9 38.8 41.9 44.6 44.4
385 Scientif'c and other equipment 5.2 52, 537 515 56.0 53.6 54.8 42.1

)90 Jeuellery and miscellaneous

manufactures 5603 51-6 5902 51.8 56.8 62-‘ 59.8 44-4
Total manufacturing 48,6 48.% 48,1 45,5 48,1 48.9 47.4 42,1

Source: Ministry of Industry.

2

Includes establishments with S or more employees,

I1T -
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Table 23. Outstanding comme cial and savings bank loans to industry
according to priority and industry category in 1979

Outstanding loans to industry in 1979
(millions of soles)

Trer First Second =T TRIrd ) Tretal
priority priority priority priority
Export industry 5,982 ( 6.2%) 5.608 ( 5.9%) 0.163 (0.2%) 4 (007) 11.887 (12.4%)
iaburt substitation industry 13.016 {13.5%) +.377 (#6.32) - 3.219 - (3.3%) 216 (0.20) §G.638 (63.1%1)-
Other industry 6.082 ( 6.3%) 1N.97% (12.5%) 4.0 (5.%) 589 (0.6%) 23.540 (24,51)
Total m (26.0%) 62.049 v(ﬁk.si) 8.217 m 849 (0.91) 96.257 (100.0%)

Source: Superintendencia de Banca y Segquros.

- 8IT°




Table 24, Credit approvals to manufacturing industry by the Industrial Bank

Credits
(b:Mions of soles)
iter ) . e 1979 share
____Ordinary_ wbgnh_mm ._L?ﬂ__ __leﬂ___ (percentage)
. 1978 1979 197 1979 197 1979 197 1979
f 7 .

311=312 Processed foods® 1.1 1.01 0.38 0.7 0.39 1.06 1.90 2.78 7.9
31} Geverages 0,00 0,01 0,07 0,08 0.01 0,01 0,08 0,09 0,
314 Toha co products - - - - = = = - P
321 Ygxt:‘-es O.?o ‘.“ 0.'3 0.‘? '020 0005 2003 5.69 36‘6
322 Jlothee e
32) aater goods ) 0.04 0.06 0.21 0.42 0.05  0.09 0.3  0.57 3.6
324 _catner footwear
331 Weod products, exg]uding furniture 0.1} 0,02 0.17 0.38 0.10 0,4 0,40 0.%4 1.5
332 fureiture and accessories 0.0} 0,02 0.09 0.15 0.0}y 0,01 0.15 0.18 1.2
341 Paper and paper. producis 0.0t 0,07 ' 0,02 0,10 0.00 0,01 0.0} 0.17 1.9
342 :=rirting and publishing 0.15 0.1} c.11 0.18 0,0t 0.0g 0,26 0,3) 2.1
351 iniustrial chenicals ) 0.21 0.4% 0.13 0,1 0.0 0.19 v.64 0.7 4.5
352 Jimer chemicals )
353 Petroleunm refinin = - - = - - - - -
354 Fciroleus anu-eeal-provucts - - = - - = - - -
355 F.bver oroducts 0.04 0.22 0.06 0.0) 0.01 0,06 0.10 0.3 2,0
3956 < asti: products n.e.s. - - = = = - - - -
161 F:ottery, china anc earthenware ‘
362 T ess and glass products 0.12 0.45 0.0T 0,12 0.1} 0,13 0.32 0,70 4.5
369 Ttmzr nor-metatitc mimerats
371 mas’ ferrous metals 0.06 0.21 0.01 0,07 0.0t 0,07 0,08 0.35 2.2
372 8zs : ~an-ferrous metals
31 Metal products 0.4 0,67 0,20 0,24 0.09 0,12 0,70 0.4} 2.7
382 v\ _s'sctetcal machinery 0.22 0.09 0.14 0.19 0.02 0.24 0.38 0.52 3.4
383 Liectrical machinery and

appliances 0.09 0,06 0.07 0.06 0.65 0.21 0.80 0.3} 2.1

384 i-z"soort equipment 0.79 0,26 0,16 0.2} 1.2 0.95 2.16 1.44 9.3
385 S.retific and other equipment - - - - - - = = .
390 Jewellery and miscellaneous manufactur-sQu51 0415 0,17 0,14 0.10 0.4 0.78 0.4) 2.1
Tota] 4.& 7.68 2.2‘ 3-41 4.32 ‘052 ".13 ‘5.61 1m.°

Source: Industrial Bank.

a

Credits of 080 2i71 o sales 0 107€ and 0,00 b7 1Man soles ir 1078 o fisteprocessing indust: ¢o are incluse: in  the ordinary crestts

- 611 -




Table 25. Disbursements of the hon-tradit onal Exports Fund (FENT)

Item

Disbursements
(bil1*ons nf soles)

1=312

N
34
21
322
323
324
N
32
34
342
351
352
353
354
355
356
361
‘362
369
m
372
381
382
38)
)34
38s
390

Processed foads, excluding fish
products

Beverages

Tobacco products

Textiles

Clothing

Leather goods

Leather Tootwear

Nood products, excluding furniture

Furniture and accessories

Paper and paper qroducts

Printing and publishing

Industrial chemicals

Other chemicals

Petroleum refining

Petroleum and coal products
Rubber products

Plastic product n.e.s.
Pottery, china and earthenware
Glass and glass products

Other non-metallic minera's
Basic ferrous metals

Basic non-ferrous metals

Metal products

Nen-electrical machinery
Electrical machinery and appliances
Transport equipment

Scientific and other equipment

Jewelery and miscellaneous manufactures

Agricultural and other products
Total

1979 share
1973 197419751976 . 19T1_ 1978 1979  (percentage)
- - - - - 2.1 4,32 18.0
- - - - - 0.02 0,03 0.1
- - - - - 0.0‘ - -
- - - - § 018 Oua4 1.8
- - - - - 0.03 0.98 41
- - - - - - 0.06 0.3
- - - - - 0.57 0.0} 0.1 i
- - - - - 0.04 0.03 0.1 s
- - - - = el e 1.0 S
]
- - - - - 0:21 0.44 1.8
- - - - - i 0.39 0,%9 2.5
- - - - : 0.5) 1.44 6.0
- - - - - 00,6 o.m ‘02
- - - - - 0026 0-2‘ 0.9
- - - - - 0.60 ‘033 5'5
- - - - - 0122 01‘6 "9
- - - - 0.33 0.57. 2.4
- - - - - 0.58 0.91 __ 3.8
1.37 2.51 314 4.6} 1.3 12.04 24.09 100,0

Source: lIndustrial Bank,




Table 26. Manufactured exports

]

Yalue Share
1ten v {millions of dollars) (percentage)
| MJ%?" Jan-hay
1973 1970 1975 1916 1977 19178 ;nﬂ 1979 1 1973 1980
Food, beverages, tobacco 25.5 1 9.5 12.1 21,4 h3,Q 76.1 28.1 25.9 25,3 8.0
ﬁ;s:.?roducfs . 10.1 1h.8 10.9 18.8 21.8 s6.8  119.8 34.6 60.8 10.1 18.9
xtiles, garments
L oo 155 250 150 288 soa 13 178.8 62"{ e ; 15.5 2
Wood products, furniture 2.2 2. 0.6 2.0 ' ’ ) ) . )
Faper, printing 2.2 2y 5 - e ; 13.0 208 9.1 k1 2.2 ; 1.3
Chemicals 9.7 TR 7.2 13.9 38.6 3.2 5h.6 20.1 231.1 9.7 1.2
Non-setallic minerals 1.7 1.5 0.8 1.8 2.6 28.9 51.2 18.4 2k.9 1.7 7.7
Basit metals . 26.1 M.h 15.8 12,7 1k.8 38.8 5.0 25.8 3.7 26.0 9.8
:e:a] produ;tjs.{ machinery 5.0 13.1 18.2 18.0 36.6 37.8 0.5 3.5 2k.5 5.0 1.5 )
Artisan products T.h 35.0 .0 8. 2.
Other manufactures 2.3 2.3 .2 _s5.8 ka3 306 2.& u.g ; 2.3 13.2 N
|

Total manufactured sxports 100.2 139.13 83.1 116.9 198.1 382.8 T24.7 2h7.1 322,6 1
Total non-traditional exports 112.8 151.3 95.8 136.9 223.9 382.8  T2h.7 24T.1 390.0

:
o
g
o

9.6 g/
Total exports 1O 15053 1313.0 1302.0 16562 1 781.8 3156.0 1140.3 1 728.9 1000 100.0

Source: Ministry of Industry, Central Bank.
a/  Export registrations.

b/ Share of manufactured exports in total exports.



Table 27. Manufactured imports {f.o0.b.}
Yalue Share
Iten (millions of dollars) (percentage)
191V 10715 1976 1971 1978 1919 197h 1978 1979
N2 Proces:ed foods, excluding fish 99.1 136.3 109,68 105.6 105.4 99.6 9.1 9.6 9.2

products ’
313 Beverages 6.h 13.9 9.3 7.1 k.0 3.9 0.6 0.h 0.h
314 lobacco products - - - 0.1 - - - - -
321 Jextiles 13.6 17.8 10.2 6.6 5.8 6.7 1.2 0.% 0.6
322 Clothing 0.2 0.9 0.6 1.9 1.2 0.1 - 0.1 -
323 Leather goods 0.k 0.7 0.1 0.1 0.1 0.2 - - -
124  Leather faotwear - - - - - - - - -
331 Mood prodycts, excluding 5.2 9.h k.7 3.2 2.7 3.3 0.5 0.3 0.3

furniture
332 Furnitire and accessories 0.2 0.2 0.2 0.1 0.2 0.k - - -
341 Paper and paper products h2.% .3 29.2 30.9 26.8 25.3 3.9 2.h 2.3
347 Pr nting and publishing 18.7 20.1 17.7 1h.5 15.8 1.k 2.7 1.h 0.7
35) Industrial chesicals 172.3 3009 182,86 185.h  185.9  207.0 15.8 16.9 19.1
352 Other chemicals 39,6 6h.1 51.h k2.0 h5.1 .7 3.6 b 3.9
353 Petroleus retinin k.5 50.8 0.0 88.2 1 Y; ) 27.0 3.2 ' 2.5
354 Petroleum and coa? products 3.6 20.1 6.8 1.1 12.1 11.8 0.3 1.1 1.1
355 Rubber products 12.5 21.4 16.3 16.0 15.6 17.3 1.1 1.5 1.6
356 Plastic products n.e.s. 1.7 25 1.6 1.3 1.5 1.1 0.2 0.1 0.1
361 Pottery, china and earthenvare 0.5 1.1 1.0 1.1 1.0 1.1 - 0.1 0.1
362 Glass and glass products 6.1 12.h 8o 5.9 5.k h.9 0.6 0.% 0.k
369 Other non.metsllic minerals h.6 10.2 9.1 6.6 1.3 G.6 0.k 0.7 a6
3N Basic ferrcus metals 101.5 172.1 80.2 12,7 ., . Th.2 53.9 9.3 6.7 5.0
372 Basic non-ferrous metals 18.7 19.7 15.3 18.k 17.M 18.6 1.1 1.6 1.7
38)  Metal products 38.2 63.1 58.1 $4.9 371.0 32,k 3.5 3.3 2.9
382 Non-elgctrical machinery 271.9 hl.h 3T2.7 oo, 2 263.2 283.3 2h.9 21.9 26.1
383 Hlectrical lacqinery and 80.6 106.7 106.0 1.1 81.8 86.1 T.h 1.5 8.0
appliances

384 lransport equipment 18.5 190.0 178.2 17h.8 100.9 121.9 T.2 9.9 11.2
385 Scientific and other equipment i 31k 35.0 36.3 25.7 25.3 19.0 2.9 23 1.7
390 Jewellery and miscellaneous

sanufactures 8.5 12.7 1.2 7.8 8.9 5.6 0.9 0.8 0.5

Total aanufactured iwports 109,20 1 476 1 360.6 1 2645.5 1102.4 ) 086.) 100.0 100.0 100.0

Jotal ilDDrtSEl ) 275.4 21353 ) 1.9 1 62).9 1 252.3 ) 2.6 .BS,DS/ 88.05/ 85.?5/

w

ource:

!

L= 1Y

[Ial

Rinistry of Finance (Custons).

[ Excluding military equipment,
/ Unly Lima port entry (about 70T of total).

{ Share of marutactured impurts i~ total imports -

>27 -
[V




Table 28, Pattern of import substitution and export crientation

Yool et 1Q8S, tobacco 1.3 1Y, )

Talow Export orientation Import-dependency Supply-bulance

v (Wi ) {percentage) (percentage) (percen-age)
o seiee) — e et e

RN

%ﬂn mﬁ hisry .-J;Rs o} ol ith «.mv oifh ot of

(N {9)
Tan 1, bever ages, fobacc Ph.% At R .8 e 2.6 ) rX) R (A ) 9.
laxtiles M. “n “s WMm Me.90 1.0 W ke 1A n.e 1A .0 .8 IO I K 1 6082
* 1o wits 1.0 au .0 L K] 1n.. o\ 148 M o.h 0 o X 3.4 .6 1Y . 620
Paper products w0 2.0 (N ] 38 w.. .08 (X} ] 9.0 0.9 1.9 .. [ B8 1.8 e (N ] 1.2
C Fhae als nNw ®\R *n "n.e .90 MM e WM 0.3 2.9 L) 1.6 ”.0 1.9 1.5 FURY
No~-metal products .00 1. .t 20.98 w..» .29 gy M. X 1n.é (A 2.0 .3 5.9 1. no.v
Bas ¢ metals »n.0 (8 ] .9 20.0) 0.9 n.w (X} ”.7" 33 7.4 [ X} (R} ”.3 19.8 [} ’.)
Metal products ”n.» n.a (8, ) .“.ﬂ .0 .18 5.9 i 3.9 [ Y] (X) .t »,) n.e .3 T4
Other ‘ndustry (X ) 1. .98 3.0 6.00 (WY n.1 X . 15.0 2.7 7B N
41 san products } (X ! (% 1Y .0 .
!nal Y ) 3V M. e e T vme W W) X % n.e 19,6 LN na
5111 (rmtional 3xounts !:n BN WNH X6 NN e TN B9 NN U 44 ¥ ) (X (%] n.s 13,3 3. .0
lotat (n@onal accounts / 19.78 n.n n.e ) Wi.e 'ew MmO WP NN W8 1.0 (W] (X ] (%] "0 7.3 3.9 ”.0
Note:  The following exchange rates were used: §1 - SA3.38 in 1975; and §) - S 156.85 in 1978,
2/ Excludes fish products, '
b/ Includes fish products. ke
v clepordy tob, - tar
T4/ Includes 212 (1975) and 1 7L (1978) for insurance and freight . '
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Table 29, |Imports according to economic u-e

N

1974 197 1973 Jan,=June 19608/
ten Amount Amount Amount Amount
(willions of Share (millions of Share (miNione of Share (mi)lions of Share
. dollars) (parcentage)  dollars) (percentage) dollars) (percentage) dol'ars) (percentage)
Cconsumer goods 1085.9 9.2 195.2 ok 136.7 1.9 146.8 13.6
Corsumer durables 62,9 3.1 80.9 3.9 %6.2 3. 26.7 2.5
Rav materials and 3103.6 Sh. b . 1070.6 ' 51.7 .2 52.6 kool k§,2

intermediate products

Cor industry® 820.7  40.9 658.3 1.8 638.9  M3.S 504 M1.T
Capital goods 133.0 361 801.7  38.7 577.6 39,3 }33.9  ho.2
For “ndustry 520.9  25.7 560.4 27.1 3719.9 25.9 298.7 7.7
Car transport equipment 108.3 5.3 1%8.4 7.1 113.5 T.7 105.7 '9.8
Ctner 6.2 0.3 5.0 0.3 2,6 0.2 - -
T>tal ‘.mports'b‘, (c.i.f.) 2 028.7 100.0 2 012.5 100.0 ) 468.1 100.0 1 080, 100,00

- 82T -

Scurce: Central Bank, ang Ministry of Finance,

Except fuels,
Excluding military equipment.
Preliminary f.o.b, value.

(1> Y

in




Table 30,

Major manufactured export products

Value Share
(mi))ions of dollars) (percentage)
Croduct
: b/ Jan.-Me 174
1913 1976 1975 1976 . 1977. 1978 1979 -mmt. 1973 1976 . 1979  Jen.-May
Canned fish 1.9 5.0 ;.o I.g 15.8 23,k  A7.0 25.0 ;
Yrozen fish - 10.2 .5 1k, 17. 22,2 1.0 19.7
Other ranufactupes 1 ) 9 19 14 17
based on fish® 1.0 1.5 0.1 - 0.1 - 21.9 8.8)
Alpaca tops \.6 h.2 61 1.2 Nk 0.7 25.6 s )
COttOn yarn 0-1 °.~ 0-1 3.3 9.5 18.6 32.5 12.5 )
hets of synthetic cord \.S 1.4 0.5 k.1 9.0 8.0 T.h e ) 10 17 17
[:OHOI‘. C]Oth °.6 2.0 o'b‘ °|9 '120-i 21.5 . ~6.~C/ 1‘!9 )
Garrents - b.1 0.1 0.1 0.8 0.3 0.0 9.1 ) '
Sawn wood 1.2 0.9 O.h 1.1 2.3 h.h 1.k b § b § b § b § K;
N
Acrylic fibre 0.3 1.7 1.2 N1 7.3 9.0 113.6 - b 2 )
Tarent 1.3 0.6 0.1 0.2 1,7 10.3 N1 16.2 ) z 5 6 7
Sar?t-_’ 2.6 3n~ .01 5.6 6.1 1-2 12.1 512 )
Copper wire 0.2 0.2 S.9 2.8 8.7 k.5 13.h 6.2)
Copper bars 7.0 1.8 o0. 0.3 0.8 12.3 1.k 3.6 ) 17 L s b
re canuTactu-és 9.1 16.8 k.o .7 1.2 3.3 113 h3)
Fishing boats LA 67 M5 8.5 237 134 2h6 6.5) ? 7 5 3
Dry batteries 0.3 . 0.5 0.1 0.1 0.6 2.0 5.8 2.0)
Silver jewellery D - - - - - - 8.1 1.6 ) - - 5 12
Gold jewellery 0.1 - - - 0.3 2&.9 30.9 )
Total 3.0 T3.2 WA, ?.ZT 132.0 1th.2 17%.0 " 57 53 RT3
Total menufactures 0.2 139.3 831 n6.9 1083 3o 59/ 121. 14 _a6.0¢

Source:

a/

b/ Registrations ,
e

—dl

Rinistry of Yndustry.’

Estimates based on January- ptesdber Tigure -
Tota' non-traditional exports,

Preparados alimenticios para animales (animal feedstuffs) .




Table 31. Nominal and real exchange rates, 1970-1980

Nominal Consumer
Year exchange rate, Consumer price index Real
period average price index in the exchange rate
(scles per dollar) in Peru United States (soles per dollar)
1970 38.7 100.0 100.0 38.7
isn 38.7 106.8 104.3 37.8
1912 38.7 11%.5 107.7 36.%
1973 38.7 12%5.h 11k b 35.3
1976 N.7- 186.5 127.0 33.1
1975 50.8 181.2 138.6 31.2
1976 ST1.5 21.9 1h6.6 3.8
A9TT. quarter
I n.s 297.1 152.0 36.7
n TT.1 8.9 155.4 37.6
It 80.8 35%.0 157.6 36.0
Iv 105.5 368.6 159.% 55.6
1978, quarter
I 130.3 §17.3 162.0 50.6
I 181.9 h88.2 166.3 §8.3
m 165.8 569.0 170.2 h9.6
Iv 187.4 633.8 173.5 51.3
1979 . quarter
) I 203.h T20.5 178.0 50.3
1T 2a8.6 820.5 18k.1 ko,0
Iz 232.2 /.2 190.2 k7.9
v 2.0 1052, & 195.7 hS.A
19%
First quarter 258.2 1164.9 203.3 ks.1
March 263.5 1205.9 206.2 k5.1

Source: International Monetary Fund’ International Financial Statistics; mission calculations.
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Table 32. Distribution of import restrictions by tariff classitication group

laport restrictions
{oushar ot itans)

Yragy:
;‘zso:":t'orﬁ" 10 October 1979 21 Noveaber 1979 4 December 1979 15 May 1980 25 July 1980 15 August 19680
4 ¢ D 4 B o P 4B © D A B_O D 3 3 ¢ b
Products of anieal
criqn 31 0 45 6) 1 O 4 8 O 0 28 111 O O 24 115 O O 24 15 O O 24 115
v v M 1 71150 1 1 71160 0 O 30 203 O O 29 204 O 0 20 205 0.0 20 208
fouvie fals 3 5 3% o 5 775 O0 6 S5 8 0 O 4 B 0 0 3 62 O o'y 82
fouds, beverages 5 1 24118 0 1 271180 £ O 1) 195 O O 9 200 O O 9 200 0O O 8 201
%ineral products 0 3 11 0 ) B121. 0 0 20 135 O O 17 138 O O 17 138 O O 16 139
Chearcals 1M 86 991132 O 86 1021140 0 O WMEII2 O O 73125 O O 8120 O O 39 )2
Subber products 1 8 Y12t o0 8 126, 0 O 3 132 0 O 1) 153 O O 10 164 0 O 2 172
Leather products 0 0 0535 0 0 05 o0 0 O 58 O0 O O % 0 O O S8 0 O0 O 58 .
¥ood products o+ 27 o 1 275 o0 0 ) 15 o o0 o0 I8 0 0 O 78 0 O 2 78 12
Paper, paper provuc.. 7T ) 9 o0 3 33102 0 0 32 108 0 O 5 139 O O 5 140 O O 5 10 -~
lextile, clothing 10 3 88110 4 3 257117 4 O 225 152 4 O T 34 4 O 7 31% 4 O 1 % '
Foutuear 17 0 6 8 o0 O0 W 21 O0 0 % 26 0 0 1 ¥ O O O N O O O )
‘Llay, cement, glass ano .
glass pronit 1 12 29 94 0 12 X 9 O O 3 100 0 O 17 123 © O 9 %3y O O 140
seweller, 20 0 ¥ % 0 0 11 25 0 O 5 M O O 4 Y O O 4 32 O0 O 4 3
Metal, metal products 6 49 105310 0 49 114307 O O 160 310 O O 26 447 O O 16 458 O O O 474
tYectrical, non- .
electrical machinery 26129 179483 O 125 226466 O O 347 410 O O 122707 O O 98 735 O O 8 823
Transport equipsent O 17 4476 10 17 64 95 2 0 B84 100 2 0 4 136 0 3 150 2 0 6 179
Suientific and o ther
equ paent 8 7 29223 0 7 322886 0 O ) 20 0 O 2255 O O 9 259 O O 4 264
Aracaente 4 V11 & 3 1 1 5 3 0 12 5 )& 12 85 3 O 6 3 01 &
Niscellaneous 0 0 3 61 O O '3 66 O O 3 6 o0 O 1901 0 0 1 101 0 O 0 102
Art bje ts £ 0 06 0 o0 06 00 0 6 00 060 00 62000 6
Total 384296 0083 AW 25 292 11363404 9 O 12U IS 9 0 4254653 9 0343 NS 9 0165 493

Source: Mimisiry of Commerce.

Note: A- Impart prehibition; 8- Temporary import prohibit on; (- Administration restriction; N- Not restricted,
a/ WABANDINA (Tar:i$ nomenclature of the Andean Pact).

L




Table 33. Average, minimum and maximum tariff rates hy main trade classification group

Tariff ratesE/
(percentage a4 valorem)

~ Product descriptione'-/ Number 16 October 1979 26 March 1980 15 August 1980
of items hvsrnge Ain‘sue Mexieus Avareqe Nnisus Manimve Aversge Ninimue Meriowa
Projucts of animal origin 139 2.8 S 96 5.4 5 8s B.4 5

(23.8) (21.4) (21.4)

Products of vegetable 23 $).4 10 106 45.6 W0 96 36,7 10 91
arigin (25.4 (2341) (15.8)

fdible fats » 4$.7°15 61 3.9 15 51 3.7 10 %
(10.2) ( 9.7) ( 9.9

food, beverages 208 87.1. 20 I 77,6 11 124 6).0 11 12
(28.1) (27.4) (23.8)

Mineral products 195 6.6 O 51 9.5 0 41 19. 49
(11.2) . (8.9) ( 8.9)

Chemicals 1298 2.4 0 1y 24,8 0 101 3.3 0 10
(13.5) (11.5) (12.4)

Rubber products 166 43.8 10 10¢ 38.6 10 91 41.2 10 91
(17.5) (15.8) (17.8)

Leather prozucts 58 80,7 26 ) 70,7 16 121 70.7 16 124
(30.6) (30.6) (30.6)

Wood products 78 48.2 20 91 8.9 11 & 9.t 1]
(20.1) (19.6) (19.6)

Paper, paper products 10 54,2 ©° 11 46.2 0 101 46.9 0 10¢
(29.1) (26.0) (26.5)

Textile, clothing 181 81.8 25 10 76.2 21 141 69.7 16 121
(30.5) (35.0) (29.1)

Footwear 3 103.6 61 11 93.2 59 101 93.9 51 101
potwe (12.1) (12.1) (11.9)

Clay, cement, glass 136 55.1 15 11 46,8 10 101 47.) 10 101
(24.1) (21.8) (22.1)

Jevellery 36 "715.0 O 161 3 0 151 65.3 1 151
(‘9-0)’ (4803) (48-5)

[

0




" Table 33 (continued)

b/

Tariff rat:s—

Product description é/ Number 16 October 1979 2% Marcg ﬂgﬁ 15 August 1980

of items

Aversge Nin'sua Maxisus hvorsge Ninisus Mex' sus Averags Ninlave Marleve
neGT, “metal products 470 4.8 5 91 3.} 5§ 90 7.8 s 91
(19.1) (17.4) (18.7)
Machinery 817 3.3 5 110 3.3 5 110 35.3 5 11
(17.7) (17.5) (20.1)
Transport equipment 186 9.5 0 155 9.2 0 158 ‘ 3.8 1 1%
(32.6) (32.2) (27.0)
Scientific and other 267 42,9 10 91 9.7 10 9 0.2 10 91
equipment (21.0) (19.7) (19.9)
Armament ‘20 9.6 0 81 4.1 0 N 4.3 1
. (23.2) (19.8) (19.5)
Miscellaneous 5.6 25 111 571 25 10 58.3 55 101 -
(21.2) (19.3) (19.4) ‘
Art objects 6 0.0 10 10 10,0 10 10 10 11 1 o
- { 0.0) ( 0.0) { 0.0) N
Total 5012 5.9 0 16 39,7 0 158 8.9 0 151
’ (21.4) - (26.8) (24.4)

Source: Ministry of Trade.

a3/ NABANDINA {Tariff nomenclature of the Andesn Pact).

b/ Standard deviatign within parentheses.
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Table 34. Non-tariff restrictions on trade

Kumber of products

| tem -
118 Narch 1979 Oot, W79  March 1900 _ August 1900
Tnia)d
fotal 4 64 4 64) 5 012 5 062 3 097
Net restricted 1.75) 1 753 2 969 _ 4124 4 923
Frohibited 1.852 1,31 364 9 9
Temporary prohibition - 539 29) = =
Restricted 1 0)8 . « 1038 1 366 929 : 168
Impor ted only by the public sector 58 © 58 61 58 55
Wequiring prior approval L‘
From the Ministry of Agriculiure 24 24 ) 45 46 4 @
1
From the Ministry of industry 262 262 934 793 26
From the Ministry of the Navy 2 2 6 6 6
Tror the Ministry of Energy 2 2 2 2 2
From the Ministry of the Interior 10 10 1 1" 1"
Trom the Ministry of Health 9 9 8
Imported only by authorized firms 125 125 1 ) 4
Frior approval fror the Ministry
of Fiskeries ' ' 2 N -
Special cases [ 6 3 2 4

Source: Ministeric de Economia, Finanzas y Corercio (Miristry of the Economy, Finance and Trade),
a/ NABANDINA (Tariff nomenclature of the Andean Pact).
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Table 35. Frequency distribution of Peruvian tariff raics, 1980

Range Nusber of Share Cusulative share
(ad valores tariff) Products {percentage) (percentage)
0-9 156 3.1 3.1
10 - 19 667 13.1 6.2
20-29 1 426 28.1 4.3
-39 902 17.8 62.1
o-8 $00 9.9 72.0
50 - 59 366 1.2 19.2
6 - 6 92 8.1 87.3
0-79 215 42 91.5
-5 159 3.1 94.6
90 - 9 116 2.3 96.9
100 - 109 100 2.0 98.9
10 - 119 12 0.2 9.1
120 - 129 51 1.0 100.0

Source:  NMinistry of Commerce.







