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NOTE BY THZ SECRETARIAT

In view of the fact that the printed version of

The Industric) development of Peru cannot, for technical

reasons, be published before the eighth session of the
Comnission, the secrstariat has consicered it advisable
to distribute the introduction and conclusions of this
study scparately, in ordcr to give deiegations, prior to

ti:e session, a gencral idea of th? main problems covered.
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PRELIMINARY NOTE

The present study was initiated in response to a request expressly
formulated vy the Govermmaent ol Peru and taken up with particular interest
by the secretariat of the Kconoinic Ccmmission for Latin America, not
only becaizce of the recuest itself but alsv because, in carrying it out,
the secretariat was complying with several resoluticns adopted by ECLA
at its various sescions. Y

At the end of 1954, ihe Government invited the Executive Secretary
of ECLA and other senior officials of the United Nations to investigate,
in conjunction with the Peruvian authorities and representatives of private
institutions in Peru, the possibilities of cbtaining more assistance from
the United Nations in analysing the problems of the Peruvian economy,
with special reference to industrialization and its prospects. As a
result of these conversations, the Government asked FCLA to senc a group
of specialists in industrial development to Peru. It also applied to
the Technical Assistance Administration for the help of several experts
in specific aspects of industry to work in close contact with the ECLA
Group, ancd to the United Nations Food and Agriculture Orgenization for
the co-operation of specialists in agricultural problems,

During 1957, several members of the ECLA secretariat staff
proceeded to Peru. There they spent as much time as was essential for

the fulfilment of thelr resvective ascigrments. Direct contact was thus

estabiished,'igngngig, with wany leuding figures in hoth
and private sectors, The group paid visits t» a large romber of

industrial establishments and was thus able to profit from the experience

and knowlecdge of industrialists themselves. The group likewise had

access to stucies and background information prepared or compiled by various
instituticns (governmental, para-statal and connected with private enterprises
and associations) a1l thess data and opinions were then systematically

classified and anzlysed at the headguarters of the Commission for the

1/ See in particular resolution 48 (V).

- /purpese of



E/CN.12/4,93/Add.1
Page 6

purpose of drefting a provisional draft of the study which was submitted to
Peruvien incdustrialisis end other specialists for discussion and comments.
Several changes were made in the study on the basis of their opinions and
are incorpmorzted in the present version,

From the outset, the szirstariat bore in mind two circunstances, by

»

virtue cf which the reporiis

a3

salvle inberest for officials and

*-‘J

entrepreneurs in tlie country immeliately concerned could be extended to a
wider circle tarough the inclusion of certain experiences that might be of
value to other Iatin American countries.

In the fifEthlace, the conditicns attending Peruts industrial
development, at aﬁy rate during the last eight years of the period
considered, were rather unusuzl for a Letin imerican country., As from
1949, Perals econcmic policy was characterized by a marked tendency
towards the liberalization of foreign trade, accompanied by a highly
simplified exchange system, a relatively moderate customs tariff and a
very limited usc of other forms of Imncrt controls and restrictions. It
therefore seemed of general interest to analysc tne cheracteristics of
industrial growth wicder these coenditions in fuller detail. The second
circumstance - admittedly of much more limited interest relates to
specific aspects of the methods which the BCLA cecretariat has been
applying in its studies of the Latin American economies. While most of

tiie earlier country stualies 2/ compiised an aralysis of the econcay as

& whole and of each of its main sectofs, this time the specific pattern of
Gevelomment of manufacturing indugiry was to be examined., Eut the

met..0ds s2 far ap;l 2d hacd shewna that it was impossible to form a proper

impression of the growth and outlook of any given sector in isolation,

without reference to over-all problems, and the necessary steps had to

be taken to detecrmine what was the minimum additional research that

would be required in this particular cese, where the main concein was

industry.

See the studiec on Colombia {E/CN.12/365/Rev,l), Brazil (E/CN.12/36L/
Rev.l), Bolivia (E/Ci.12/.30 and £dc,1) and Argentina (E/CN.22/429)
in uhe series Anclyses aud rirojections of economic development,
prepared by the secretariet.

)]

©

/I% was
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It was probably this latter aim that gave rise to most of the
practical problems encountered in the course of thes research. Even
when the limitations of the availsble statistical information on industry -
among which snecial mention must be made of the lack of an industrial
census - were successrully cvercene by means of indirect methods and
estimates, difficulties weiz cieated by tie serious gaps in the background
cata to hand cn a number of other key aspects of the Peruvian economy. 2/
It is therefore not surprising that much of the time spent on this
research had to be devoted to the preparation of purely statistical
instruments ard data. For the same reason, the present study includes
two statistical annexes, détailing the sources and methods utilized for
the correspending estimabes, so that these can rmore easily be revised,
corrected and brought up to date by research workers in a position to
Tollow the phencmena ccncerned more closely,

Many of thesz difficulties would have been insuperable but for the
geherous co-operation which the secretariat officials met with in a wide
variety of circlies in Peru. The Ministry of Finance offered not cnly
material facilities in the shape of ofiices and secretariat staff, bu
also the timely assistance and technical advice of its highest-ranking

officials. Thz Naticnal Industrial Association (Eggiedagiyacional de

Industrias) actively collaborated in the whole of the preparatory phase
of the study, organizzd rmeetings between the secretzoriat officials and
groups of industirialists representing the most important branches of
meaufacturing activity and fsaoilitated first-hand visits to numerous
establishiments, in addition to the invaluable direct assistance rendered
by its permanent staff. Much cf the study is based on the background

research on Peru's national income which the Banco Central da Reserva

has been systematically carrying out; furthermore, the officials of this

3/ It is sufficient to mention, interalia, the fact that there ars no
demcgraphic statistics to show urban and rural population trends, nor
emplovment statistics wherehy changes in the distribution of the labour
course by activities could be traced; the lack of estimates of the
evolutica of national income in real terms; the want ¢f quantwa indices
of praduction in industry and other sectors; the cbsence of estimates
of the stock cf capitel in the Peruvian economy, etc.

/institution were
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institution were always ready to supply additional information,
including unpublished material, and generouely gave their time to
di'scussing numerous prcblems with the members of the secretariat group.
The preparation of some of the basic statistics utilized in the study
vas possible thanks to the cc—~operation of the National Statistical

Service (Direcciduy Nacionsl de Fistadistica;, especially its Mathematical

%t L

Statistics and Research Department; the population estimates and quantum
indices of industrial procduction conestituting the statistical appendices
attached to the present text are the outcome of this collaboration.
Aggregate statistics on registerved industry are almost exclusively based
on the tabulationz prepared by the Department of Industry and Electricity
of the Ministry of Developuent, whose officials were always ready to add
considerably to such data as are periodically tabulated, in order to
provide as complete and detailed a picture as could reasonably be expected
from the industrial statistics available for 1955. No less generous was

the help afforded by the Banco Industrial del Perd and meny cother official

agencies. The most important part cof the study - that dealing strictly
with the current situation and prospects of the principal branches of
industry - could not have been carried out without the unfailing co-~
cperation of entrepreneurs;. wio not only arranged for visits to their
establishments but whose opinicns also contributed to a better planning

of the study =2nd a more ezcurats appraisal of the problems of industry.
Lastly, the secretariat officials benefited from the personal contacts -
only one facet of the generous c¢o-opzration they received — which they
were able to establish with a number of Peruvian profescionals, University
professors and students of the Peruvian econony,

The present study is also largely the result of close collaboration
between the ECLA secretariat officials and the experts of the United
Nations Tzchnical Assistance Administration and Food and Agriculture
Organization stationed in Peru. The initial over-all impressions which
the members of the ECLA'staff were able to formulate at the outset of
their mission facilitated the demarcation of specific fields in which
the intervention of technical assistan@e'seemed mest urgently neceszeary

arnd most likely to be benz=ficial. They also provided'a general

/background against
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background against which the work of experts visiting the country as a
result of these recommendations could be better pla.'nned; in its turn,
the present study cmbodies many of the findings of the more detailed
research subseouently carried out by the experts in question.j&/

It will probably be ussful to stress the ultimate aim of this
report, which is confined *o a preliminary examinaticn'df-the development
and prospects of Peruvian industry. The relatively lcng sections
analysing other over-all aspects were included solely because industry
must necessarily he studied in relation te the bésic problems of the
Peruvian ecoromy, rather than in isolation from other economic activities.
Hence, the only purpose of such sections is to provide a general
background against which the position of the industrial sector can be
more satisfactorily visualized. The analyéis is therefore far from
complete, and the stétistical instruments ﬁsed are limited and subject
to fairly wide margins of error.

In essence, apart from its possible interest from a purely
descriptive standpoint and as a survey of past experience, the study
aims at assembling the necessary data on which to base the answer to
three questions: (a) at what rate would Peruvian industry have to grow
in the future for its development to prove compatible with the
satisfactory growth of the economy as a whole?; (b) what changes would
have to take nlace in the composition of industrial production, in terms
of the greater or lasser development of given branches or specific
sectors of manufacturicg activity?; and (c¢) by what means, with what
resources, and through whay imrrovemsnis on the nature and method of
utilization of the resources at present employéd could the industrial
growth and changes in composition referred tb be achieved?

Thebfirst of these guestions cannot be answered without‘fairly
accurate knowledge of the lines along which the Peruvian economy has
been developing in recent years, of the main factors which have

stimulated or retairded ites growth and of their probable behaviour.

5/ Particularly sc in the case of the sections of the study dealing
with shemicals, textiles and forest prcducts.

/On this
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6n thié bésis certain alternative hypotheses can be formulated as to

the possible rate of growth, in the light of which industrialization
requirements can be assessed. In view of the present characteristics

of the Peruvian economy, such requirements might derive from the contri-
bution that industry would bs called upon tc make in order to raise the
over—all level of per capiiy incuwe; from the prospects relating to the
capacity to import and the demand for imports, that is, from the greater
or lesser degree of intersity which will presumably characterize the
import substitution pfcblem; and last, but not lzast, from the predictable
growth of the labour force and the capacity of industry and other sectors
to provicde the necessary opportunities of productive employment for the
steady increase in the active population. These three factors, which

are of course closely inter-related, may be considered up to a point

as the key elements for estimating the rate of future industrial growth
compatible with a reasonably ambiticus improvement in the living
conditions of the population.

The changes in the composition of industrial production which would
have to aécompany the growth of industry as a whole are essentially
dependent upon the characteristics of demand for the various types of
manufactured goods, as well as'upon the opportunities offered in the

.different industrial brénches for the economic substitution of domestic
production foir manufactured goods at present imported.

Conéequently, a careful examination must be made of the present
cé@position of Peruﬁianbindustry and of the relative shdires of demestic
pfoduction and rnpbrté'in total supplies of each type of manufactured
goods needed to meet the cduntry's current requirements, while future
demand for thése goods must bebprojected in terms of the over-all rate
of growth and import prospects.

Finélly; the third gquestion has a specific bearing on the actual
measures that would have to be adopted in order to ensure the growth
and qualitative changeS’deemed necessary for the industrial sector.

The study does nct aim, however, at giving a conclusive list of measures
to be adopted or at defining specific patterns. What it does attempt

is to idsntify scme of the existing shortcomings and demercate possible

/fields of
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fields of action, where it will be the experience of industrialists

themselves and of the Peruvian authorities that will best be able to
indicate the appropriate measures. Accordingly, an attempt is made to
evaluate industry's working capital resources; the extent to which they
are efficiently utilized; thz factors that may account for deficiencies
in this respech; the varicus technigues zpplied and their bearing on
current production levels; the employrent, training and productivity of
manpower; and the factors by which such productivity is affected.
Finally, consid=ration is given to the whele set of components making
up tﬁe environment in which industrial growth takes place, These
include, in particular, tax and credit policy, the patterns and purport
of protectiqnist policy, methcds of financing the development of
,manufacttring enterprises, etc,

Even at the risk of presenting an over-simplified picture, it
scems desirable, prior to the analysis proper, to make a brief summary
of the contents and main conclusions of thes study which will be
discussed in detail in the subssqguent chapters, and at the same time,
to include some of the principal observations referring to the preliminary
version of the study, which were made when it was submitted to a series
of round-table discussions attended by Peruvian industriazlists and other
specialists, even though many others, which helped to improve certain
parts-of the analysis or to correct errors, are nct mentioned

spscifically.

JSUMMARY AND
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SyUMMARY AND PRINCIPAL CONCLUSIONS

I. GENERAL PROBLLMS RELATING TO INDUSTRIAL DEVELOPMENT AND
TR BCOUOMY AS & WHOLE

Main characteristiss of the econcmy in 1955

In 1955, Peruts economy showed the characteristics typical of an
urdeveloped .country. The level of pgg_ggﬁi&g income {some 190 dollars
amually) probably represented no more than two thirds of the Latin American
average. About 60 per cent of the popuiaticn was living ;n the rural areas
and a similar percentage of the total labour force was engaged in agricul-
tural activities. However, this sector, because of its relatively low
productivity, generated only 30 per cent of the national income. By contrast,
there was one sector of high productivity - the extractive industry - which
nevertheless contributed only 7 per cent towards the national income and
employed less than 2 per cent of the active population, The share of
manufacturing activities as a whole in total income (17 per cent) was generated
partly by industry proper, which is still relatively new, and largely by
artisan typeé of production. In the services sector development was varied.
The most important tranch was trade, with a share of total income higher
even than that‘éf Zndustry proper. :

Apert from these aggregate figures, tae marked contrasts in the various
parts of the economy should be stirzsscd. In fact, two diflferent economies
- that of thz coastal belt cnd ‘lat cf the Siesrra - exist side by side. They
are linked together cnly to a very small extent and the differences in their
per capita income are probably in the ratio of one to three, Similar
contrasts may be observed within the productive sectors themselves. For
example, 3 modern export agriculture is courterbalancec¢ by a subsistence
agriculture which is very backward technologically, while an efficient and
concentrated industry is offset by scattered artisan activities in which

four times a3 many perscns are employed.

/The relative
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The relative importance of the external sector was rather high: the
import coefficient reached the figure of 18 per cent. Exports amounted to
éome 5 100 million soles, equivalent to about 30 dollars per person, a very
unfavouréble figure when compared with that registered in other Latin American
countries.

On thie other hand, Peru enjoyed a rich supply of ﬁatural resources, a

relatively high investment coefficient ard a high rate of economic growth.

Fconomic growth during the decade 19/45-55

Throughout the ten-year period between 1945 and 1955, the gross product
expanded at an annual average cumulative rate of 2.9 per cent per_capita,
which compared very favourably with that registered in most Latin American
countries during the same years. Its continuance would not only bring
about a gradual rise in the peonle's level of living, but would also enable
Peru to go on improving its relativé position in Latin America. as regards
national income.

The increase in the gross product was also accompanied by certain fairly
marked structwal changes. The total ponulation grew by 34 per cent,
although the rural and urban increments were very different, the former
being 23 per cent ard the latter 52 per cént. “The agricultural sector
expanded its output in real terms by 47 pér cent, while its relative share
in the total national income fell from 33.5 to 30.2 per cent. The
manufacturing indvstry almost cdoubled its #olume of production but its
relative share of the national income rose only slightly (from 15 to 17 per
cent ). The share of the extractive industries reﬁained almost unchanged.

Other advantages allowed a still greater expansion of the goods and
services available for consumption and investment. These were the terms of
trade, which were positive throughout the decade, and an increase in the
net influx of foreign capital which Changed a surplus of exports to one of
imports. (While in 1945 available goods and serviges came to 1 000 million
soles less the gross product, in 1955 they exceeded it by more than
350 million soles.)

/Another favourable
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Anothér favourable factor - an ébpreciable improvement in the prodﬁct-
capital ratio - made poséible an increase in the gross product wifhout an
investment effort of similar intensity. At the same time, there was a
substantial contribution from foreign investment, which represented 20 per
cent of aggregate investmen®. in 1951-55.

These Tactors definitely enalbled consumption to expand at a swifter rate
than the national procuct: its average rate of increase was 3 per cent
annually per capita.

The rise in the import coeificient fr-m 13 ver cent in 1945 to 18 per
cent in 1955 shows that the external sector played a very.dynamic role,
However, the marked expansion in imports (120 per cent in real terms through-
out the decade) was not acccmpanied either by a favourable change in.their.
structure or a comparable expansion of exgzorts (only 4O per cent). The
trends registered during the period also reveal a very high elasticity of
demand for imported consumer goods which amounted to 2.0 over the whole
period and 1,57 between 1948 and 1955. Incidentally, while manufacturing
output aimost doubled in real térms, its expansion was no% intensive enough
to increase or even maintain the share of domestic industry in the total
supply of manufactures, In this sense, it is possible to speak of a relative
decline in industrial growth because domestic industry did not seize all the
opportunities of expansion offered by the enlargement of domestic demand,

In short; the Peruvian eccrnomy expanded very considerably between 1945
and 1955 to judge irom the annual rate of increase in the gross product and
in per_copita consumption (2.9 and 3 per cent respectively). However, this
expansion was the result not only of internal efforts, but also of the
concurrence of certain favourzhle factors including a comparatively moderate
rise in population, an increase in available goods and services relatively
higher than that cf the gross product (thus facilitating a more rapid
expansion of consumption), an improvement in the terms of trade, a marked

rise in the product-capital ratio and a higher import coefficient.

/Development prospects
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Devel opment prospects for the economy as a whole

- It is now pertinent to express the problem in othér terms and consider
whether the concurrence of such factors will be equally favourable in the
future, or, otherwise, what must be done to maintain a similar rate of
economic growth in the years to come,

One cf the factors which seems to have changed somewhat as compared
with the trends of former years is demographic growth. Between 1940 and
1955, the population increased at the average rate of just below 2 per cent
per year. However, towards the end of the period, it was apparent that it
was tending to grow vegetatively, mainly as a result of a fall in the death
rate. According to the available data, the population should increase by
about 2.5 per cent annually between 1955 and 1965. In other words, the total
population in these ten years would rise by about 2.5 million and amount to
almost 11.5 millicn in 1965. This increase in the active population would
mean the addition of 1 million persons to the existing labour force.
Undoubtedly, all these developments will have a marked eflect upon the
prospects for economic growth and will also make it harder to maintain the
rate of increase in the gross product and in per capita consumption.

In recent years, the terms of trade have already fallen below the 1955
level. Any hypothesis which assumes that they will follow a trend similar
to that of the previous decade may be considered somewhat optimistic.

No» does there seem much hope for an eventual improvement in the product-
capital ratio although it is difficult to speculate about this factor because
its future magnitude depends on mary conflicting elements. ‘

Thus, considering the changes which have already taken place or which
are likely to occur in the future,‘it seems unlikely that Péru can maintain
a similar tempo and pattern of development as in the previous decade,
particularly in the external sector. A significant potential deficit in
the balance of payments as well as a heavy demaad for foreign capital and
imports are therefore to be expected.

Foreign capital needs may be more clearly appreciated with the help of
some 1ilustrative figures resulting from a series of calculations in which

allowance is made for the limitation already mentioned. It may be concluded

/that in
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that in order to increase total consumption from 26 200 million soles in
1955 to 45 400 in 1965 (an annual per capita average rate of 3 per cent),
with a simultaneous rise in the gross product from 32 000 to 54 600 million
soles (a per capita growth cf 2.9 per cent per year), a surplus of available
goods and services of 3780 million soles in excess of the gross product
would be required. This sum sould only be obtained if there were a net
inflow of foreign capital.

Discounting the high import elasticity registered in the decade 1945-55
(2.0) and assuming the more moderate figure of 1.57 corresponding to the
period 1948-55, the demand for imports in 1965 would still amount to some
14 000 million soles at 1955 constant prices (as compared with only 5 700
million soles in 1955).

Would it be reasonable to expect that both foreign capital and import
requirements cah be met? According to the information available, the total
foreign capital invested in Peru amounted to some 590 million dollars in
1955, Gross investment in that year totalled about 71 miilion dollars and
remittances abroad under various heads - amortization, profits, interest -
were almost 59 million. The net inflow was thus only 12.2 million. If
future prospects are assessed on the basis of the estimate made in certain
circles that total foreign capital will probably amount to about
1 000 million dollars in 1965, and if the probable changes in the rates of
amortization, investment and interest ar: rather carefully analysed, it may
be concluded that a gross influx of new capital amounting to 90 million
doilars will be accompanied by a net owtflow of foreign capital amounting
to about 28 miilion dollars. Only witih a total capitzl of 1 200 miliion dollars
ard a gross investrment volume greater than 100 million dcllars per year
would it be possible to establish a balance between total receipts and the
total outflow of foreign capital. However, unless exceptional circumstances
arise, it would seem that the attaimment of a net inflow of 3 780 million
soles is out of the question.

A study of the potential demarmi for imports leads to an equally negative
conclusion accordirg to the detailed projections on agricultural and mining

exports presented in the report. As regards the former, it is assumed as

/an initial
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an initial working hypothesis, that the cultivated area could be increased
by betwe=n 40O 000 and 500 O0OC hecteres, a considerable expansion over the
present total of 2.5 million hectares., In view of the rise in population
and ivs higaer inccme level, it is estimated that the increase in the
production of those goods in which Peru is now self-sufficient might recuire
350 000 hectares and the rejlacerent of those imports which are atv present
most important (also 22llowing for heaviar futwre demand) would require some
195 000 hectares. There wouid thus remain 2140 Q00 hectares available for
the increase in export crops, which would mean in the aggregate an expansion
in procductior cf 40 per cent over the present volume of export items. In
the case of the extractive industry, tlie relevant estimates are based on

the principal plans of the enverprises connerned. It is assumed, for example,
that in 1965 erports of copper will amount to 210 000 tons, of lead 151 000,
of zinc 286 000, of iron ore almost 7 million tons, etc, This implies that
the present levels of such exports weculd rise by 148 per cent in real terms.

In short, the volume of total exjorts miszht double beiween 1955 and 1965,
reaching in the latter year some 10 000 million scles (at constant purchasing
power egucl to that of 1955). 2ut this would still be insufficient to meet
the potential demand for imports which were estimated at about 14 000 million
scles.

In the light of these considerations, it seems highly unlikely that the
same rate and rattern of growth as in the previous period can be maintained,
Hencs, the most preobable hypothesis put forward in the study assumed briefly
(a) that, a5 a starting point, the aim is to maintain the rate of expansion
of the gross per cspita prodact (2.9 per cent per yesr); (b) that an
increase of the same intensity would be registered in available goods and
services since additional favourable factors are not likely to arise; and
(c) that, as a result, the incrsment in consumption will keve to be somewhat
less then the rise in the gross product (2.2. per cent anrually per capita).
In their turn, these hypotneses imply at leest two reauirements: (i) that
the investment coefficiertv can te raiced from 19.2 to 23,7 per cent; and
(31) thet the income-elasticity cof desand for imports can be reduced from
2.0 or 1.57 %o only l.2 wiiile additional changes must te mede in theisr

structure,

/Both requirements
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Both requirements appear feasible, The investment coefficient haa
already reached, although in isolated years, figuires very close to those
indicated. To maintain them consistently at this relatively high level would
undoubtedly require a strsnucus effort, but it does not appear beyond FPeru!'s
possibilities, As regards thes reduction in the income-elasticity of demand
for imports. even in these circumstances, a somewnzlt more rapid increase in
imports than in the gross product is assumed., In this respect, the problem
in Peru is likely to be much less seriocus than in the other Latin American
countries where the anticipated capacity to import remains far below any

reascnable rate of increase in per canita income.

The contribution recuired of industrial development

The general frame of reference provided by the aggregate projections

make it possible to examine with scme care the possible expansion needs of

the manufacturing industry in the light of the hypotheses put forward., At
least two faclors emerge which are of decisive importance for intensifying the
industrializaticn process: (a) the rcle of industry in the absorption of
manpower ard (b) its contribution %o impert substitution.

The first factor will undoubtedly acquire considerable signficance. The

increase in the labour force during'the rext decade vill he extremely large
not only in absolute terms -~ 1 million active persons - but also relatively,
since it will represent an increment of 27 per cent over the present level
of empleyment. Thls factor itself might constitute a serious problem which
may well be aggravated by the tendeucy, already observable in various
economic sectors, to ecorcmlize merpower as far as possible. (For example,
expansion plans in thz mianirg industry provide for considerable increases

in output, which in many cases will be accompanizi by only a very small rise
in employment.) This tendency is also to be expected in sectors which must
continually s*rive to improve their competitive pesition in the world market
or in tnosc branches of domestic industry which are facing stiffer competition
from imports. But it may well be asked whether, in all these‘cases, the
relative manpower and capital resources available in Peru are ideally

distributed.

/The additional
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The additional agricultural production necessary to meet the growth
of domestic demand, to replace many of the present imports and to increase
exports, may well represent an increase of 46.2 per cent over existing
levels. In view of the present low level of farm productivity, the pressure
of population in certain zonzs and the inevitable adoption of certain modern
techniques, it must be admitted that some improvement in output is bound
to occur. Assuming that it rspresents on the average 20 per cent during
the tLen years, agriculture would be in a position to absorb 490 000 persons,
which would still leave 500 COC persons to find employment in non-agricultural
activities. 1If industry increased its share of such activities to a very
moderate extent (merely from 40.5 to 42 per cent), it would have to absorb
230 000 persons, . Of these, not less than 100 CO0 would probably have to
be engaged in industry proper, which in 1955 employed a total of just
over 120 000 persons.

its task would be no less arduous as regards import substitution needs.
As will be recalled, such needs in the aggregate might amount to some
4 000 million soles by 1965. Assuming that Peru itself can meet all its
agricultural requirements, except for a deficit in wheat and a very low
level of fruit imports - and bearing present petroleum prospects in mird,
it may be concluded that more than three quarters of these total substitution
requirements will have to be met by manufacturing prdduction. Considering
the secondary needs which would arise from this substitution,'it may be
estimated that the industrial expansion required for this purpose alone would
repfesent an output value of scme 4 400 million soles or about 30 per cent
of the total value of manufacturing production in 1955.

In short, remembering the need to increase employment and replace imports
while at the same time bearing in mind the pressure of expanding domestic
demand and the balance which must be preserved between the growth of industry
as well as of other economic periods, the authors of the report concluded
that the volume of industrial producticn would practically have to double

between 1955 and 1965. For this purpose, the present stock of capital would
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also have to be twicz as large and not less than a quarter of Peru's total
gross investment would have to be channelled into industry. Only thus
could industry play a positive role in the task of maintaining the tempo

of economic development, At the same time, the relative position of
industry proper (or registered industry) would be strengthened, the average
productivity of this sector would be increased by about 53 per cent, and
its share in the national income as a whole would rise to more than 20 per

cent,

The pattern of Industry and possible changes in it

Of course, industrial development on the scale assumed in this
hypothesis cannot be maintained with the same intensity in all branches of
manufacturing production. The different demand-elasticities for the various
classes of manufactured products and the different import substitution
possibilities which appear to exist for each one of them would undoubtedly
involve changes in the output pattern and in productive capacity.

A cursory glance at the present structurs of Peruvien industry reveals
that it is concentrated around three industrial branches: prccessed foed-
stuffs, beverages and textiles. These absorb more than half of total
industrial employment and represent almost 60 per cent of the value of
production, while the joint output of the chemical and metal transforming
industries constitutes less than 10 per cent of the total. From another
angle, more than two thirds of produétion is of consumer goods while capital
goods representbed less than 5 er cent. This is actually a normal stage
in the industrialization procesc at which efforts are macde to cover first
the lines of production which as a rule are technically less complex and
which call for a small capital outlay. Kowever, in the ccurse of very
rapid industrial development, such as occurred in fommer periods, there are
no very marked changes aimed at procducing increased diversification. For
example, be*ween 1948 and 1955 the share of consumer goods in the total
dropped merely from 6C to 58.5 per cent and there were no such changes in
the structure of productive capacity. In 1955, the three branches mentioned
represented some 63 per cent of the book value of available assets and

accounted for 60 per cent of the total purchases of machinery and equipment.
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Another important observation concerns. the share of domestic supply
covered by the various branches of Peruvian industry. In 1955, imports of
manufactured goods (expressed in CIF values, which implies that they were
to some extent undervalued) represented a quarter of total requirements
for such goods. Although imports were registered for practically all .
manufacturing branches, two were of particular importance: chemicals and
products of the metal transforming and metallurgical industries. They
represented 69 per cent of the total imports of manufactured goods. The
share of imports was also quite appreciable in the supply of goods from the
pulp and paper industries {50 per cent), timber (30 per cent), rubber (25 per
cent) and non-metallic minerals (22 per cent). On the other hand, it was
relatively small for processed foodstuffs, beverages, textiles, footwear
and ready-made clothing, but even these amounted to 804 million soles,

i.e. they represented about 15 per cent of Peru's total capacity to import.
Generally speaking, no notable improvements were recorded in this respect.
On the contrary, between 1948 and 1955, total availabilities of manufactured
goods in Peru rose by 71 per cent as a result of an increase of 90 per cent
in imports and only 67 per cent in domestic production.

If these two factors are considered jointly in the light of the hypo-
thetizal projections presented in the study, the trend and magnitude of the
changes which might take place between 1955 and 1965 will become apparent.
The relevant estimates show for example, that, although all the branches
increased their volume of production in varying proportions, the relative
importance of the food industries would decline from 36.4 to 28.2 per cent
and that of textiles from 11,0 .to 10.6 per cent. By contrast, there would
be an increase in that of the chemical industries (from 3.7 to 5.5 per cent),
the metal transforming industries (from.4.6 to 7.5 per cent) and the basic

metals industries (from 7.2 to 13.1 per cent), etc.
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The problems of financing, protecting and encouragigg‘

industrial development

Increased domestic demand, import substitution requirements and the
need to absorb manpower make it essential to achieve a certain tempo of
industrial expansion and to effect a series of changes in the production
pattern by industrial branched. This involves the enlargement and
diversification of productive capacity and the consequent finarcing and
effective channelling of investment. Can Peruvian industry carry through
this over-all expansion? This is another of the problems examined in the
report, although no attempt has been made to go into detail, Some of the
existing facts and certain information that could form the subject of
special research are briefly analysed.

Once the expansion needs of production have been established, the
.investment effort required will depend to a large extent on the manner in
which the present stock of capital is used, i.e. on the product-cepital
ratio achieved in industry. The practical analysis of this specific
problem is not at all easy, because there are hardly any reliable statistics
on the actual amount of capital invested .in the sector. All that is
available is partial information about the book wvalue of assets, which is
of little real use because it relates to investments accumulated in
different periods and depreciated according to book-keeping rather than
realistic criteria. However, an attempt at indirect measurement led to.the
conclus ion that total fixed capital - depreciated at replacement cost -
employed in industry in 1955 was probably abou£ 13 000 million soles. This
would mean a fairly favourable product-capital ratio: 0,41 as compared
with only 0.33 in 1945. In other words, the phenomenon noted for the
economy as a whole, whereby a prior improvement of the product-capital
ratio subsequently relieved the pressure .on investment, was repeated in a
more marked degree. However, the favourable level of 1955 should not be
construed as indicating that capital already invested was being utilized

with any great intensity - on the contrary, there was still plenty of room
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- for improvement in that respect -, but should be attributed rather to the
large share of artisan and small-scale industries (with very limited capital
reéources) and to the predominance of industrial branches of less capital
intensity. In the future, the increased relative importance which industry
proper will undoubtedly continue to acquire and the more marked growth of
industrial branches of higher capital intensity will tend to lower the
product~capital ratio. The only remedy would be to ensure a better
utilization of the present stock of capital, a task which depends mainly

on what can be done witinin the enterprises themselves,

Even if the product-capital ratio is maintained, the main problem will
be the incentives which can be offered for the enlargement and diversification
of investmsnts. As a result, two basic questions, (a) methods of financing
and (b) industrial “protection, will assume greater importance.

Adequate consideration of the first aspect would require a detailed
analysis cf the possibilities of enlisting resources both within and outside
the enterprises. If some of the developments during the period 1947-55
are examined, it may be observed, from a very broad though varisble sample of
enterprises, that their total assets rose from 1 500 to 9 000 million soles.
Almost 40 per cent of this increment was the result of capital gains, a
resource which cannot be considered as altogether external to the enterprises
because it is derived to a large extent from the issue of bonus shares,

i.e, a form of re-investménts of profits. A sixth of this expansion was
financed with such typical internal rescurces aé increases in reserves.

A small proportion was financed with temporary resources and almost 4O per
.cent with typically external resources, In short, the information available
is such that no very firm conclusions may be drawn. In other words, this

is one of the further problems which merits more detailed inquiry. In the
meantime, the analysis confines itself to a very cursory examination of

some of the principal ways of mobiiizing resources for industrial investment.

One of the sources which might acquire considerable importance not only
for the enlargement but also for the diversification of industrial investment

is the capital market. At the moment, most enterprises are legally
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constituted as limited companies., Nevertheless, there is no control of

such companies, nor are there any bodies with sufficient power to supplement
the somewhat restricted activities of the stock exchange. Furthermore,
under the existing system, most securities are not quoted at all on the
exchange, where apparently only a very small proportion of total trans-
actions take place. Thus, for example, while in 195‘6 the total new

capital registered was 776 million soles and capital gains amounted to

247 million, the total movement of securities on the stock exchange was
valued at barely 1,.8 million.

The ploughing hack of profits will undoubtedly play an important part
in the future expansieﬁ of industrial productive activity. During the
peried 1947-t5, tne totel net profits of registered industrial enterprises
amounted to some 2 500 million soles. Of this sum, less than 25 per cent
was capitalized, a proportion which would probably be much lower if
allowance were made for the large number of minor establishments not
included in the statlstlcs.

Of course, the scale on which proflts are re-invested depenas on many .
factors which are outside the immediate scope of the study. Suffice it
here to make brief mention of only two: tax policy and the constitution
of depreciation reserves, The first factor does not appear to offer very
powerful incentives for re-investment because there is no differentiation
for tax purposes between distributed and undistributed profits. Even
more important is the policy followed with regard to the constitution of
depreciation reserves. Calculatlons are based on the original rather than
the replacement cost of assets.‘ Slnce 1nsuff1c1ent reserves would thus
be formed, they are supplemented w1th addltlonal reserves, which thus become
liable to tax as though they were actual proflts.

However great the 1nvestment effort made w1th 1nternal funds, the
necessary expansion of industrial productlve capacity could probably not
be embarked upon without adequate provision of credit resources. On
31 December 1955, total bank credit granted to industry amounted to
1 154 million soles or less than 10 per cent of the assets of the

/manufacturing enterprises.
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manufacturing enterprises. About 95 per cent of this credit came from
commercial banks which used for this purpose roughly a quarter of their
lending capacity. This represented a slight improvement in the share of
industry as compared with the years immediately before. The situation

was aifferent in the case of development banks. Of the total credits granted
by them, (898 million soles), less than 10 per cent went to the industrial
sector, as compared with more than 4O per cent in 1945. These changes in
the relative magnitude of the credit sources available to industry have both
a qualitative and a quantitative significance because of the different
interest rates and above all the differences in the terms of amortization
which are applieil to each case.

Finally, there are other sources of financing whose relative importance
has been scmewhat restricted in the past. ror examplé, in 1955 total public
investment amounted to 1 764 million soles, of which only 70 million could
be considered as directly related to industrial development. Foreign
investment in manufacturing, on the other hand, has increased considerably
- from 14.9 million dollars in 1951 to 26,8 million in 1955 -, but its volume
is still very slight as compared with that of total industrial investment
or with the share which foreign capital represents in other economic
activities.

In addition to these factors, which principally affect the various
financial aspects of industrial expansion, there remains a whole series of
incentives which may be offered through protective and development measures.
Although there i1s no direct participation by the public sector in industrial
activities, the Government can, of course, exert a powerful influence in
their development, not only by providing the basic social capital -~ transport,
energy, etc., - essential for industrial growfh, but also by providing numerous
incentives many of which are already contained in a general industrial bill
now being given favourable consideration.v

One particular important aspect is the protection of domestic industry
against competition from imports. Since 1949, when direct import controls
were lifted, the protection machinery has been mainly confined to the customs

tariff. This however is framed for fiscal purposes rather than for the
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deliberate purpose of protection or industrial development. In 1955, total
customs duties represented 11 per cent of the value of imports, a relatively
low proportion compared with that of other lLatin American countries. A more
detailed comparison with the tax systems in force in Colombia, Chile and
Venezuela shows, moreover, that in Peru customs duties are relatively lower
for consumer goods and intermediate goods and very similar in the case of
capital goods., Sometimes, the tax is heavier on goods produced by very
complex irdustrial processes, while it is relatively lighter on other goods
which could be replaced very soon by domestic production., However, this is

a very difficuit problem to assess in general terms because of the conflicting
elements which muc* be taken into account. For example, the low level of
production may hae discouraged the establishment of new import substitution
industries, while at the same time, competition with imports has made

domestic firms more concerned with productive efficiency than is normally
apparent in other latin American countries. Perhaps the most important
problem is how to achieve enough flexibility to meet varying future conditions
and to ensure that Peru's industrial development goes ahead at thie required

speed,

Certain comments on the projections and the extent to which

they may affect the basic conclusions of the study

At a series of meetings held jointly with ECLA economists a group of
Peruvian industrialists, economists, officials and other authorities made
certain comments on the initial draft of the study. Although many of them
wgre,incorporated in the final text or were used to correct specific parts
of the analysis, those relating to two basic aspects of the chapters
concerned with the Peruvian economy as a whole seem to merit special emphasis.

’ The first of these comments refers to export prospects., It was generally
agreed that it would be difficult to achieve an increase in the export

quantum of the magnitude foreseen in the study, Actually, three years

have passea since the period taken as the basis for the projections (1955) -

and during this time the growth in exports registered in former periods

has been far from being attained. At the same time, international market

conditions have by no means encouraged a more rapid development of productive
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capacity in the export sector, Hence, there seems little likelihood
of a recovery of sufficisnt momentum to exceed the 1955 level by the
wide margin foreshadowed in the study's working hypotheses.

Although these opinions may prove correct and although the increase
in the capacity to import may turn out to be lower than that anticipated
in the projections, the study would still at least provide the methodological
outline necessary for evaluating the consequences of the situation projected.
Generally speaking, it is easy to foresee the two alternatives facing
the Peruvian economy: (a) that of carrying the import substitution process
much further thzn the limits anticipated or (b) that of accepting a rate
of economic grcth of less intensity than that postulated in the study!s
hypotheses and hence 1less than that achieved in the previous decade,

The second observation concerns the projections of demographic growth,
As no population census was held after 1940, any projection of the future
increase “n “he number of inhebitants remains highly doubtful, The study
embodied the partial data which seemed most trustworthy but doubtless
this is not the only information available nor is it sufficiently con-
clusive., Various comments were made to the effect that population growth
would probably not be so irntense as that assumed in the hypotheses and
that consequently the requirements of subsequent development would not be
so rigorous, particularly from the point of view of employment,

Naturally, any change in this respect would, to some extent, alter
the projections which have been made, However, this by no means signifies
that the gualitative conclusions reached by the study are impaired, Not
only are they based on very large quantities - so that siightly more
accurate figures would make no difference to their validity - but they
are also justified statistically.

Two examples may be quoted. The doubts about the projections of
future growth are based largely on the contention that the hypotheses
used in the report presuprose a sharp decline in the mortality rate,
whereas such a phenomenon would normally be more gradual. [Io doubt this
observation is well-founded but a more careful analysis of the problem

would very probably yield the conclusiorn that in former periods the decline
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had already set in without being taken into account in estimates of
population growth up to 1955. In other words,‘the error perhaps lies
not so much in the future hypotheses as in the statistics which have been
used for the latter years of the previous period; The projection
constructed in the study definitely indicates for 1965 a total number of
inhabitants lower than the average population estimate worked out by
United Netions demographic experts.:L

Almost the same might be said about the projections of active
population. Several of the coefficients relating to the break-down of
this demographic sector by age groups may well be considered very high,
However, the perwinent corrections would affect the 1955 figures in the

same way as those for 1965, Hence, the relative growth of the labour

force would be very similar to that given in the report, | Moreover, if
lower coefficients were applied to other population projections which

assume a more rapid demographic growth — for example, the average estimate

made by the United Nations - even the absolute growth of the labour force
would approach very closely to that foreseen in the study. |

In short, both the methods used and the hypotheses put forward in the
study are undoubtedly susceptible of revision and improvement but any
‘possible changes are very unlikely to modify the genefal picture,
especially as regards those problemé which the report is basically trying

to solve,

1/ See United Nations, Bureau of Social Affairs, Population Studies,
N°21, "Future population estimates by sex and age," Report II,
The population of South America 1950-1980 (ST/SOA/SER,A/21),
United Nations publication, Sales N°: 1955.£4111.4.
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II, MAIN BACKGROUMD DATA AND PROSPECTS OF INDUSTRIAL GROWTH

From what has been said so far it may be concluded that, in order
to achieve a satisfactory rzte of economic development, Peru must
(a) at least double its manufacturing production between 1955 and 1965;
(b) increase the number of workers employed in manufacturing proper by
100,000 before 1965; (c) effect import substitution to a point where foreign
exchange requirements do not exceed 9,310 million soles for purchases of
-manufactured goods and 11,660 million for total imports; and (d) modify
the structure of industrial production in such a way as to improve
substantially the share of intermediate and capital goods.

This documeat will now examine the existing industrial situation
in order to relate the possibilities of increasing production to the needs

of economic development,

General characteristics of existing installations

Existing industries may be divided into five broad groups. The first
comprises those activities based primarily oﬁ a large export market, such
as sugar pfoduqtion, metal-refining and fish-canning. They are character-
ized by their marked efficiency, their high degree of utilization of |
productive capacity (in nearly all‘cases) and their excellent productivity,
even when judged by the strictest standards of the industrialized countries.

Secondly, factories producing tyres, cement, glass bottles, welded
tubing, aluminium shapeé, insulated electric conductors, articles of
fibre cement, edible o0ils and fats, and evaporated milk are examples of
industries which hafe been recently established with modern machinery and
techniques, foreign technical aid and high standards of quality, While
their labour productivity is generally good, the degree of utilization
of their equiﬁment is low on tﬂé average. They are designed to satisfy
those sectors of the Peruvian market which only recéntiy have represented
a demand big enough to.juétify efficient andbéconomic instailations.

Generally speaking, the third g?oup is made up:of industries which
are artisan by origin, In some cases,vthey haVé become modernized and

have completely changed their methods but,’in many other instances, they
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have preserved intact their administrative structure and even some of
their production techniques, In other words, they are still run by
their owners almost without intermediate staff.’ They have not.instituted
additional shifts in order to expand their utilization of capacity through
failure to delegate authcrity and through lack of technicians capable of
taking charge of the extra operations involved. Precisely because of
" their artisan type of organization it has proved impossible to train such
supervisory personnel, The main components of this group are footwear
and ready-made clothing, leather and certain metal transforming industries.
Fourthly, textiles form a group on their own because their size and
characteristics are quite different from those of the remaining industries.,
They are not artisan by origin although there is a fairly large wool
industry of that type. Nevertheless, they are characterized by over-
employment. About 60 per cent of their machinery is out of date
- 76 per cent in the case of yarns and 48 per cent in that of fabrics -
and though they are run by highly efficient managerial staff, the basic
organization is generally very unsatisfactory because equipment is
~ out-of-date and there aré too mahy workers per productive unit, As a
result, productivity is very low compared with what might be achieved
in modern and well-organized factories. (The pfoportions are respectively
reckoned to be 36 and 55 per.cent in spinning and weaving mills operating
with cotton; 19 and 36 per cent in those using wool; 36 and 49 pef cent
in those employing cut fibre; znd 50 per cent in weaving factories based
on filament.,)
Fifthly, much of what has been called industry is really of the
artisan type, especially in the case of metal-transforming, furniture
and fixtures, footwear and ready-made clothing, and foodstuffs. The
fact that certain activities are so predominantly artisan in éharacter
- furniture, men's shoes, soﬁe gléss containers and chemicals - is a
sign of backwardness becaqse market conditidhs ﬁb longer justify the
survival of their antiquated production techniques., Much manpower is
wasted and the finished arficle can(no longer compete with that turned

out by mechnized installations,
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On the other hand, certain artisan sectors still flourish in. an
economic climate like that of Peru because they are quick to adapt them-
selves to stylistic changes in specified consumer products and because
they can produce economically articles which require a heavy labour
input and little mechnization. Into this group fall many. foodstuffs,
leather products, women's shoes, luxury glassware and ornamental ironwork,

Of the total value of industrial output, which in 1955 was 16,795
million soles, about 19 per cent corresponds to the export industries
{including their production for the domestic market), & per cent to
recently established industries that are not artisan by origin, 27 per
cent to those that wsre originally artisan but were converted into
manufacturing industries proper, 11 per cent to the textile industry and
35 per cent to purely artisan activities. The relative share of each
of these groups would be different if the criterion adopted were the-

value adcded instead of the gross value of production.

Contribution of industry to the domestic supply of

manufactured goods

Industries may be classified into three groups according to the
present margin of import substitution{Q The first group would include
most of the food industries, beverageé,vtobacco, textiles, footwear,
printing and publishing, cement and othér construction materials, leather
and leather goods, petroleum and coal derivati&es, and non-ferrous metals,
All these industries satisfy a large proportion of demand (more than
80 per cent in most cases). Hence, although they still leave a certain
margin for import substitution, this is no serious obstacle to theif
development., The main problem is how to channel artisan activities
into the manufacturing sector proper so as to increase productivity and
improve quality. In this way, the domestic market for such products
will be amplified because in nearly every case there is a big gap between
real and potential demand. One outstanding example is the production
of canned fish, which could do much to relieve the shortage of protein
foods but which must be reduced in price and boosted in other ways, if

consumption is to rise among certain sectors of the population. Another
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is that of wool textiles and footwear., In this case, price cuts would
produce a proportionately much greater increase in domestic demand,

So far as the satisfaction of the home market is concerned, the
second group of industries would comprise those which potentially could
meet requirements because they have sufficient raw materials and outlets
broad encugh to justify installations of economic scale, Nevertheless,
and for other reasons - particularly quality and cost -, such industiries
have been unable to copec with foreign competition and cover a very low
proportion of demand (between 50 and 70 per cent). They include ready-
made clothing, china, majolica, ceramics, timber, paper'manufactures and
some rubber procuacts (ezcept vulcanized footwear and tyres), This is
probably the group wher: it is hardest tc remnedy deficiencies because
it is often necessary to modify existing organizations, introduce new
techniques, change or improve.raw materials and even overcome traditions
and prejucices, Nevertheless, it is perhaps the group where, beczuse
of the wide margin of idle productive capacity, larger increases in
output may be secured with a relatively smaller outlay.

The third group covers those industries whose development is
negligible or rudimentary primarily because of the lack of industrial
enterprise and, to a lesser extent, because no incentives have been
offered for their growth, including some degree of protection during
their initial yvears., Most metal-transforming and many chemical industries
would come into this category. A few years ago, this group might also
have included the iron and steel industry whose first mill is already
in operation and will undoubtedly stimulate further development. By
definition, these industries have a very low production compared with the
absorption possibilities of the market. At the same time they provide
ample opportunities for accelerated develomment, Indeed, it will be
be seen later that most of the deveIOpment'prospects analysed in the

third part of the study concern this group.
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Development possibilities consequent upon increased satisfaction

of the people'!s basic needs

Demographic growth and increases in per capita income levels, coupled
with the relatively high elasticity shown as a rule by the demand for
manufactured goods, will bring about in the next decade a very marked
increase in the supply needs of the domestic market. This fact is
implicit in the assessments and comments made in the following pages.

Particular emphasis should be laid on those primary needs of the
population which are far from being satisfied and which represent a
potential demand not revealed in the statistics, The food sector is
probably the most important in this respect. Here, the Government -
must take further action because the possibilities of expanding food
production are impeded by certain obstacles, particularly as regards
the supply of raw materials,

Tn their development plans the authorities responsible for industrial
promotion should establish vigorous incentives desigried to augmen®t cattle~
slaughtering, the manufacture of milk products and the production of
edible oils and fats. 1In the first two cases, the complete solution of
the problem of raw material supplies would require a period of time which
goes beyond the limit set for this study. Production incentives would
have to be initiated as soon as possible but the development expected
for 1965 ~ an increase in meat output of 56 per cent and in milk products
of 53 per cent - is very unsatisfactory. The production of edible oils
and fats of agricultural origin may be developed over a relatively shorter
period; it depends to what extent farmers are encouraged to plant more
oil-bearing crops. (The study assumes an increase of 156 per cent in
the period 1955-65,)

Another important sector where it is possible to assume a demand
heavier than that shown in the statistics is the production of canned
fish, In view of the lack of protein in the people's diet, output
might be encouraged if this product were popularized and if the industry

strove to reduce its costs, As explained later, this seems feasible.
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An opportunity for industrial development in .response to a potential
repressed demand mighﬁ also be seized by the teXﬁile industry, principally
wo0l, The needs of the Peruvian people in this fespect are far from
being met because prices are usually high as a result of inefficient
installations, out-of-date machinery and over-employment. Hence; there
is a wide margin for an increase in production (122 per cent in the
manufacturing textile industry during 1955-65) although development is
impeded by certain problems which must be solved immediately. v

A final example of a line of production which could help to meet
the basic needs of the population - although in this case indirectly =~
would be the ma::afacture of synthetic fertiligzers in sufficient
quantities to bring about a substantial increase in agricultural food
production, especially in the ‘sierra. According to a relatively
conservative hypothesis, it has been assumed that by 1965 Peru would
need some 89,000 tons of nitrogen and 67,000 tons of phosphoric acid.

As the production of guano is expected to remain relatively constant and
to represent about 38,000 tons of nitrogen and 40,000 tons of phosphoric
acid, a conrsiderable industrial effort would be required to bridge the

gap with chemical fertilizers, However, it would probably reap a

bigger economic yield because it would do much to improve the population's

diet,

Development prospects in export industries

Another sector which may be explored for possibilities of industrial
development is that of exports which, as part of a suitable policy of.
promotion, should take first place as regards incentives, protection and
assistance. The biggest expansion as regards both tempo and value of
production would undoubtedly occur in non-ferrous metallurgy, especially
copper and gzinc. For various reasons, which are explained in detail in
the relévant chapter, output is expected to increase when the expansion
plans of the undertakings concerned are put into effect, During the
period under review, such plans will probably raise production from
1,212 million (the 1955 figure) to 2,860 million, the biggest zdvance

recorded by the industry in terms of output value.
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The development of sugar production is iikely to be much less
dynamic because the cultivated area, like that planted to cotton, is
expected to increase very slowly and at the cost of large~scale invest-
ment designed to provide irrigation for additional land. Most of the
production increment would be absorbed by the additional domestic
consumption, Hence, by 1965 Peru would have only 722,000 tons of sugar
of export,which would mean a rise of 50 per cent in production for this
purpose.

Canned fish for expcrt is one of the sectors most in need of bolstering
against a probable decline. Recently it has been very hard pressed by
foreign competition, However, a careful examination shows that its
economic basis is for the most part just as good or even betier than that
of its rivals abroad and that it could compete with them successfully
provided it could cut production costs. This might be feasible so far
as expenditure on the fish itself is concerned if supplies could be
stzbilized by building large cold storage plants in the bigger fishing
ports., The cost of containers might be reduced too if a large proportion
of Chimbote's capacity for producing flat sheet were set aside for this
purpose, '

Exports of timber products - at least in so far as present shipments
from Iquitos are concerned -~ hold out few prospects of expansion. Other
production sites, such as the state of Pard (Brazil) and certain Central
American republics, can compete with Peru on more favourable terms
because they are nearer to consumption centres, The only line of
defence might be increased industrialization, particularly as regards
veneers made of cedar, mahogany and other Peruvian woods which so far
remain untried. There are also possibilities in the production of
plywoced overlaid with veneers of finer timber. With a higher value
per unit of weight and volume, this type of product, when produced on a
more industrialized scale, would be better able to compete on foreign
markets,

Another sector in which there are excellent prospects of industrial

expansion based on exports is that of long-staple cotton textilesa The
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fact that the extension of the cotton acreage is becoming increasingly
difficult presupposes that the relative share of this product in exports
will tend to diminish. However, since the cotton in question is of
remarkably high quality, Peru should make the most of such a valuable
raw material by processing at least part of the export crop, in the
form of yarn, thread, or fine all-purpose cloth, such as popiin, The
same might be said of alpaca hair, a raw material even more exclusive
than long-staple cotton because it is produced only in a relatively
small area of the Andes, For these reasons and because of the need for
cutting costs in the production of textiless for domestic consumption,

s0 as to increac: demand and do more to satisfy the people'!s needs, the
study has recomm:nded a complete renovation of the textile industry,
both as regards its installations and its technicues. In monetary
terms, this would require an investment of 675 million soles during the
period under review, In addition - a still harder task - other
industries would need to absorb at least 7,000 workers who would have

become redundant by 1965 upon completion of the modernization programme.

Develcrment prospects mode possible by channelling artisan

production into the manufacturing sector proper

Another possible wey of promoting development is to guide artisan
activities into strictly manufacturing channels._ Opportunities vary
greatly from branch to branch., For example, most metal-transforming
activities could be re—orgénized and become part of industry proper which
would then expand by 427 per cent during the period 1955-65 while
artisan production would rise by only’ll pér cent, The making of
leather articles lies at the opposite extreme. Indeed, since such
products require neither mechénization nor repetitive processes but
nevertheless absorb considerable laBOur, there W6uld be more room for
expansién in artisan than in industrialized opefations. Between these
two extremes lies a varied range of possibilities of transforming
artisan work into manufactﬁring industry. For example, although
artisaﬁ;produced textiles ehjo& a well-deserved reputation in Peru, they
are unlikely to forge ahead because they cannot compete with the large-

scale manufacture of commonly used articles, If they appear to do so
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it is only at the expense of labour employed at ridiculously low wages.

After metai-transforming, the artisan activity which seems best
suited for transformation into an industry proper is the production of
furniture and fixtures because it involves a smaller proportion of
workshops and because in this branch artisan methods offer no real
advantages over manufacturing techniques, except in isolated and
inaccessible mafkets.

A third example, which is also very important, is the production
of footwear and ready-made clothing, 1In this branch, certain activities
which still have a dynamic artisan production are mixed with others that
should fairly s=ocn be placed on an industrial footing. Artisan workers
turning out women's shces, for example, are well equipped to compete with
industrial output, especially because they react quickly to changes in
stylé and operate with tiny production series. The case of men's shoes
is different because standardization and mechanization yield considerable
economic benefits in this branch, A final example is the production
of cashmere suits which, except for luxury tailoring; no longer has any
chance of surviving as an artisan activity,

Industrial development made possible by bringing artisan activities
within the manufacturing sector proper may be assessed by comparing the
rates of growth assumed in this study. While industry in the strict
sense is expected to increase production by 137 per cent, artisan
activities will expand by only 37 per cent; and while the former will
boost its value by 14,800 million soles the latter's will rise by no
more than 2,200 million, The authorities responsible for planning
industrial development should therefore remember that the transformation
of artisan activities offers a fruitful field for economic progress.,

It should therefore be ehcouraged and where necessary provoked. However,
they should also beaf in mind that it is not necessary in all cases
because some artisan sectors can still preserve their dynamic character,
For example the artisan production of ordinary bricks, luxury glass
products, ornamental ironwork, high-class ready-made clothing, fancy
leather goods, and silverware will without doubt continue to develop

vigourously and offer little scope for industrialization.
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Possibilities of develormert through import substitution

An assessment of industrial development possibilities through import
substitution should not consider merely the increased contribution likely
to be made by aggregate domestic production towards the satisfaction of
demand, The need to boost imports, especially of machinery and
equipment as well as of certain raw materials and intermediate products,
is part and parcel of the actual process of industrialization which is
to be encouraged. Indeed, although Peruvian industry will strive to
substitute domestic output for many of the goods now imported, the
extent to which it will help satisfy demand, expressed as a percentage,
would rice only from 76.0 to 78.5. An accurcte evaluation of the
substitution effort musi be based on the projections of marny important
items and products which are analysed in the study. However, the
following figures give a rough idea: the ratio between production and
demand would grow from 88 to 91 per cent in the case of consumer goods,
from 26 to 55 per cent in that of capital goods and from 72 to 77 pexr
cent in that of raw materials and intermediate products.

 Like mzny other Latin Amsrican countries, Peru has much leeway to
make up in import substitution, The decisions adopted regarding the
amount of substitutionwhich can actually be effected are of course
influenced by the usual financial and tecnnical factors, BEut at the
same time the criteria followed for carrying out a specific development
policyr play a very important role. For example, it may seem over-
ambitious for Peru to seek to substitute domestic production of
fertilizers for its imports, now valued at 60 million soles, and increase
this figure by 340 million before 1965, This hardly a conservative
target but, as part of an organic plan, it would provide an answer to
the vital problem of producing more foodstuffs of agricultural origin,
In 2 similar although more limited way, the report has examined the
possibilities of replacing many other imports, such as iron and steel
products, timber items and certain machinery and equipment, while
bearirg in mind implicitly the aim of promoting industrialization in

certain sectors which are organic or basic for other types of development.
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In working out the possible and desirable relationships between
domestic production and demand, in the period up to 1965, the study
has tried to analyse many different criteria and particularly those
of national interest. They were not all applied in every case because
often there was a basic reason for the decision without need for further
considerations. Generally speaking, they took account of: (a) the
amplitucde of the market, as compared with the minimum economic scale
of industrial installiations, a factor which immediately disqualified
many manufactures not yet suitable for domestic production; (b) the
fact that the product might be used as a raw material for another
industry or that its manufacture might be based on items turned out by
an already established industry, particularly if the latter needed to
boost its output to secure more economic oneration; (c) that industry
in general might utilize certain domestic resources or add value ﬁo
them by additional processing; (d) that a specific industry might
contributec directly or indirectly to the generation and distribution
of electric power or to the production and distribution of fuels;

(e) that it might help to expand transport services and reduce their
costs; (f) that it might manufacture construction materials or equip-
ment for this purpose and (g) that it might turn out capital goods,
especially agricultural and artisan tools, maéhine parts and spares, as
well as machinery and equipment for industry, mining and agriculture.

As may be seen in the relevant chapters of the study, more than
200 items of products were analysed., It would therefore be difficult
to summarize here the conclusions reached. The foilowing paragraphs
deal with the activities which are considered most important, either
because of the volume of additional prdduction‘they are expected to
achieve or because they serve as’an example in the:appiicationyof certain
criteria, ; ; VM

The reasons for encouréging additioﬁal output of cheaper textiles
for general consumption have alreédy been explained. It also seems
likely that, given proper organization‘aﬁd.the replacement of obsolete
equipment, the industry may produce ariicleé of the quaiity necessary
to effect import substitution on a 1érge scale. For example, during

/the period
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the period under review, the ratio between procduction and demand for

flat textiles of cotton, wool and fiiezment might rise to 92 or 93 per

cent from the present figure of 83 to 8, per cent. The 7 or 8 per

cent assigned to imports would be more than enough to purchase abroad
certain products which it is either impossible or uneconomic to
manufacture in the relatively small guantities needed by the Peruvian
market, ~Cut-fibre textiles, output of which now covers barely 62 per
cent of demand, might expand on a still greater scale than other textiles,
because the intensive use of mixtures of different typés of fibre
(including natural fibre) would confer considerable flexibility on this
branch of production and enable it to meet the various applications or
requiremerts of fashion. In order to achieve this increased flexibility,
no attempt should be made to reach a very high percentage in the domestic
production of the raw material, Hence, a slight decline has been
assumed in the ratio between output and demand as regards the artificial
fibre industry.

As an activity supplementing textiles, the ready-made clothing
industry would have ample opportunities for import substitution. Indeed,
its contribution towards the satisfaction of total demand might rise from
56 to 86 per cent; in other words, by 1965, domestic production would have
increased by more than 500 million soles,

Although Peru has vast forest resources, it imports 40 per cent of
the timber it consumes. The main problems concern the reduction of
costs, logging and removal, the saw-mills and transport across the
cordillera, Their sélution requires a vigorous and clear-cut Government
policy implemented by bodies which can take long-term action, However,
much can be done now in the way of import substitution. With better
organization, saw-mill costs can be reduced and more value added to the
timber in the forest itself so as to cut freight expenditure in relative
terms. One way of achieving this latter aim would be to manufacture
particle boards. This could even be done on the coast with veneers from
the forest and sugar-cane bagasse.

If the manufacture of pulp for paper-making on the basis of bagasse

were developed, Peru could substitute domestic output for more than
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70 per cent of its imports, valued at some 42 million soles. To
increase the import substitution of pulp the problem of obtaining
supplies of the raw material necessary for long-fibre cellulose would
have to be solved. This would take longer than the period to which
thols study related,

The manufacture of tianplate merits special attention, If it were
produccu economically, fish canneries could reduce the cost of their
conitainers, It has alreary veen seen that this move would boost
expcerts.,  Hence, the model showing the hypothetical development of
the iron and steel industry is based implicitly c¢cn the proposal that
Chimbote should assign a higher priority to tinplate than to galvanized
sheet, Imports of the latter may be replaced with asbestos-cement or
fibre~cement shkeets which Peru can turn out efficiently and economically,
It has also been assumed that preference weculd be givern to the production
of those sheets most commonly used in the metzl-transforming industry,
such as all those employed in stamping, including deep inlaying. Imports
of tirplate might be complztely replaced in 1955 with a domestic output of
about 16,000 tons. If Chimbote doubled its flat-product capacity some
6,250 tons of galvanizesd sheet and 7,500 tons of other sheet for metal-
transforming could be produced. In this way, the total import substitution
of flat products would amourt to some 123 million soles by 1Gé5. The
contribution of domestic output to the satisfaction of demand would
thus rise from nil in 1955 to 76 per cent in 1965,

LCne of the ircn and steel products which most lends itself to
import substitution is rod, uced mainly for construction, By 1965
Peru vould be ebtle to satisfy ail its requirements and achieve an import
substitution worth 136 million soles. However, the development model
for the iron and steel irZustry presupposes that Chimbote will have to
devote its bars and shapes section Lo products. of greater value per
unit of weight, such as light shapes for metal-transforming, and that
the production of rod for constructicn will have to be developed in a
new factory (or factories) sited possibly in the Lima ares, near to

the most important market for this product and the main source of its
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raw material (scrap). Eecause of their econcmic scale, these establish-
ments would be better equipred than a completely integrated mill to turn
out this kind of steel,

The import substitution prospects as regards other bars, shapes,
thick wire and plate would be very limited should the domestic production
of the wide variety of types and sizes required by the market prove to
be uneccnomie, Conseguently, although it has been assumed that
Chimbote's steel-naking capacity will be enlarged, which would also mean
that more bars and shapes could be rolled, in 1965 it might.devote only
some 28,000 tons of its capacity to the production of various bars,
shapes and plates for the metal-transforming indusiry and with its
surplus capacity manufacture scme 22,000 tens of constructional rod.

In short, by 1965 Peru's owr output would replace imported bars, shapes
and plates to the value of some 209 million soles and thus satisfy
73 per cent of demand in this particular brancli,

As regards import substitution, the sector which merits closest
study is undoubtedly that of machinery and equipment for industry,
agricultvre and mining, The greater this subetitution; the easier it
will be to fulfil one of the conditions of economic development, namely,
that the structure of production should be médified.in favour of capital
goods as well as raw raterials and intermediaﬁe products. However,
hasty decisions made without prior and céreful analysis may lead to the
establishment of capital goods industries which are economically and
technically deficient. These might prejudice the remainder of industry
if an attempt were made to impose the utilization of their products with
the help of protection measures. The projections of import substitution
contained in the model censtructed in the report are not the result of
such detaiied study and hence must be construed merely as an indication
of what is possible. However, in ordzr to determine the share of
domestic production which may be considered compatible with demand, a
more intricate set of criteria than that applied to the products of other
industries was used, In addition, certain numerical indices were taken
into account, They related to the value added to the metal, which was

roughly estimated as the difference between the c.,i.f. price per kilogramme.
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of the product and the basic metal machinery and equipment needs,
expressed as the percentage ratio between investment in this type of
assets and the total fixed assets required; and the numbers of highly
skilled workers which would have to be employed. Allowance was also
rade for dther factors, such as the diversity of products, the complexity
of manufacture, the rate of growth of demand and domestic raw material
necds,

The following are some of the more significant estimates for import
substitution by 1965: water pumps — 60 per cent and 45 million soles;
air compressors - 35 per cent and 60 million soles; transmission equipment
for mechanical energr (meinly pulleys) - 73 per cent and 20 million;
electric motors of less than 25 hP - 70 per cent and 20 million;
transformers of less than 100 kVA .. 70 per cent and 24 million soles,
The less common types of these capital gcods, as well as components
which are too complex or specialized to »e made in Peru, would be
imported,

The metal-transforming irdustries could alzo achieve a fair amount
of import substitution in certain straightforward menufactures, such
as tinplate containers (production eguivalent to 87 million soles or
82 per cent of demand by 1965), iron accessories and other hardware
(11 million or 50 par cent}, steel furniture (26 million or 80 per cent)
and cutlery (6 million or LO per cent). There would also be plenty of
room for import substitution in the manufacture cf certain consumer
durables, like rafrigerators, the pircduction of which might rise to a
velie of 46 millicn soles in 1965 (40 per cent of demand) and bicycles

wiich might bring in 47 million soles (90 per cent of assumed consumption),

Possibilities of development throusgh industrial integravion

Finaliy, there remeing what might be called the integration of
industrial activities. Development in this field would take the form
of premoting certeain types of industry whose establishment would be
justified not so much becauss they would facilitate iuport substitution,
satisfy represszd demand or increase exports, but because they would

make possible - or more econoric - the development of other industries.
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Apart from basic chemicals arnd iron and steel products, already
dealt with in connexion with import substitution, typical =xamples of
Peruvian industries which lend themselves to this type of integration
would be chemical activities based on chlorine, smelting and forging in
the iron and steel sector, together with die-m2king and the production
of motor-vehicle spare parts in the metal-transforming industries.

The manufacture of caustic soda cannot be developed exclusively
with electrolytic processes btecause they leave a chlorine surplus which
is difficult to dispose of and which, for the moment, other industries
canrint absorb. It is therefore vital for Peru to establish industries
which absorb large quartities of this sub-preduct, such as Insecticides
and plastics. Industrialization would therefore be expedited by the
manufacture of polyvinyl chloride which, besides its applications in
making cable insulators, treating textiles and turning out floor tiles
and various moulded articles - all important industries for Peru -, could
be used to produce different types of tupes, especially those which are
being increasingly used in modern irrigation systems. For similar reasons,
it wes also felt thot a programme of industrial development might include
installations for manufacturing 225 tons of DDT and 450 tons of BHC per
year.

On the other hand, a study of the equipment and raw materials
needed by the metal-transforming industry to achieve the oubput proposed
led to the conclusion that many industriec would require cast steel but
very few of Phem in sufficient quantities to justify mechanized and
modern installations, with all the components necessary for the technical
conorol of qperations- The situation witih regard to forging is somewhat
similar- ‘Mahy of the manufactures suggested could profitably employ this
process but probably nore would justify, from the economic point of view,
the installation of presses, particularly for heavy forging. These are
two typical examples of operations which, as part of a rational pclicy
of industrial developmasnt, should be centrelized among a small number‘cf
establishments built for the specific purpose of sesrving the other
industries.

Die-meking for the metal-transforming industries would offer

/similar opportunities
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similar opportunities for integration. As it requires highly skilled
labour and precision equipment it could be carried on in centralized
establishments. Individuel factories would not then have to supply their
own requirements. In any case, this is a wasteful procedure because

mos. of them cannot maintein dies in constant operation. An even stronger
argument is the lack of qualified technicians throughout Peruvian industry.

Industrialization - and inport substitution too - might also be
furthered by the integrated manufacture of vehicle spare parts. Industrial
development institutes could give immediate consideration to this
possibility as part of a programme for the gradual integration of the
whole mctor industry. A sound orgenization might comprise some degree
of protection for the incipient industry in exchange for the observance
of strict standards of gualiiy and adherence to a specific industrial-
ization progremme calculated to ensure rational progress towards more
economic techriques and installations. Ilater, it would be easy to adapt
the factories in such a way as to enable them to supply certain parts to
the assembly plants as part of a gradual ‘'nationalization' of vehicle
prosiucticn.

A start might be made with relatively simple articles - gears, king
pins, brackets for springs, petrol pump diaphragms, steering ends, clutch
collars, radiators, exhaust pipec and certzin rubber items, such as
radiator hoses, engine brackets and fan belts. Subsequently, other more
complex parts such as pistons, piston rings; conrizcting rods, cam-shafts

and gaskels might be produced.

Possibilities of economic develcnment as a whole

To sum up, the possibilities of aggregate industrial development
during the perioa 1955—65 would signify an increase of 100 per cent in
production, which is”equivalent.to some 17,000 million soles at 1955 prices.
Within this increase the manufacturing share would represent 14,800 -
million (137 per cent) and the artisan shere only 2,200 million (37 per cent).
The following manufacturing industries would stand out for their
accelerated rate of growth: metal-transforming (427 per cent), chemicals

(322 per cent), basic metals (266 per cent), steel furniture (238 per cent)
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and rubber (225 per cent). The branches expected to achieve the largest
volume of added production during the period under review are basic
metals (3,230 million soles), foodstuffs (2,350 million), metal-
transforming (1,7C0C million), textiles (1,540 million) and chemicals
(1,430 million). _
' The fact that this study has considered a period of development
betweca 1955 and 1965 in no way implies that it is believed or hoped £hat
all the industries will have succeeded in attaining the levels proposed
by 1965. The report has utilized a model showing a given type and rate
of development but many others cculd have been constructed for attaining
the same objectives. In the final analysis, the assumed increases might
be applied, with certain adjustments, to another decade beginning after
1955. |

The development proposed would remain within the limits necessary
for imports of manufactured goods; they would not exceed 9,310 million
soles in 1965. Nor would it cause the total foreign exchange requirements
to exceed the figure of 11,600 million soles assumed for the economy as
a whole.

The reguirement laid down thst development should help to modify
the structure of industrial production in favour of intermediate and
capital goods would actually be fulfilled because, within the total
manufacturing output for the domestic market, the share of such goods
would increase during the period under review from 28.9 to 36.6 per cent,
while the proportion of consumer goods would fall from 70.6 to 63.3

per cent.

Labour, electric power and investment reguirements

So far, consideration has been given to the possibilities of
industrial development based on projections of demand and on the extent
to which industry could or should satisfy it.- The technical problems

1involved, the scale of production-and, above all, the national interest
were constantly borne in mind. It now remains to relate the various
réQﬁirements of this development to Peru's ability to meet them.

' 'As regards financing, Peru would have to invest an additional 14,600

/million soles
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million soles in incdustry by 1965. Added to the -industrial stock of
capital existing in 1955, this would give a total of 29,540 million
soles, an amount slightly lower than that estimated at the beginning of
the study. It was then assumed that the product-capital ratio of industry
would remain constant (and equal to 0.41). The average depreciation of
such a stock of capital (at the rate of 4 per cent per year) and the
growth of the industrial gross product at a tempo reckoned at 6.5 per
cent annually in 1965, would mean that by that year industry would
require a gross annual investment of 3,100 million soles (at 1955 prices)-
Peru would therefore have to make quite a strenuous effort but it is
uhdcubtedly equipped financially to bring it off since the figure quoted
would rerresent 23.1 per cent of the gross investment for the economy as
a whole. This ratio, ccmparad with that of 19 per cent registered in
1955, represents a reasonable displacement of resources from other
sectors into industry. Such a trensfer would be fully Jjustified by the
changes to be made in the structure of the gross product in favour of
industrial activities. Moreover, it will very probably be carried out
without financing difficulties if, as is hoped, the changes in the
organization and machinery of thes capital market, as well as in the
credit policy followed with respect to manufacturing industry, referred
to in previous pages, are successiully put into effect.

It is hoped that the supply of electric power will not retard '
industrial growth. The nationsl elecirification plan includes projects
for the éxpansion of generating capacily by 254 per cent in 10 years,
while industrial needs would increase only by 119 per cent during the
same period. This latter figure is relatively low in spite of the fact
that the production increment assumed is large and that increased |
mechanization would result in an additional consumption of electric power
per unit of product. To complete the comparison, the prebable total
demand for electric power for zll uses would be some 5,500 million kWh.
The satisfaction of this demand would require an increase in installed
capacity of some 910,000 kW, a figure lower than that of 913,000 which
represents the capacity added by the projects included in the national
electrification plan-.

/The industrial
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The industrial development planned would secure the fulfilment of
one of the conditions regarding manpower laid down for the achievement
of balanced economic progress, namely, that by 1965 manufacturing industry
would absorb an additional 100,000 workers. The aggregate needs of all
industrial branchss amounts to a total of 96,620 workers, in spite of
the fact that the calculation was made with assumed or implicit increases
in labour productivity equivalent on the average to 25 per cent during
the pericd under review.

The most serious problem for industrial develorment is the shortage
of skilled manpower. Peruvian industry would have to Increase its supply
of such labour by rouvghly 42,000 workers. Before 1965 it would therefore
have to train a little over 50,00C. A very rapid enquiry revealed that
only 13,500 workers could become qualified during the period under review
in workers' training'centres and in women's vocational institutes,
assuming that such establishments do not increase their present capacity.
Industry would also have to employ an additional 4,000 engineers and
technicians. In other words, it would have to train about 5,000. At
the five Peruvian universities, with their present capacity, only 3,000
engineers and technicians could qualify before 1965.

This comparison between the number of qualified staff needed and
the country's present capacity for training them gives an idea of the
gravity of the problem. It might well impece Peru's industrial develop-
ment if immedizte measures are not taken to boost training capacity.
Considering the effects on the Peruvian economy of any delay in industrial
development, one of the most profitable economic investments which the
councry can and must make is to establish and amplify training centres
for skilled workers and to grant additional facilities to vocational

institutes.









