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T L TBENATURE OF POREIN mvmms IX FERU
A, TFxternal Public Debt

During the nineteenth century the Peruvian Government borrowed repeatedly
in the London capital market. In the period 1822 Yo 1825 severel loans were
reised totalling about Z2 million, Several yeers loter these losns went ints
default; they were refunded in 1849 and again in, 1853.; In 1860, a loen ves
reised in connexiom with a monetary reform, | The refunding ‘loan of 1853 and the
1860 loan were repeid in full prior to maturity.

During the period 1869-1872, 235 million was ralsed in Lomdon for the
construction of several major reilroad lines. In 1876, Peru defaulted on these
foreign loans since suffioient forelgn exchange wes not available, The payment
4ifficulties persisted £111 1890, vhen & settlement with the bondholders was
made; the sterling debt by that time; including interest arrsars, amounted to
57 million. The eettlement of 1890 wes a milestone in Peruls finencisl and
economic history because by it most railrosd lines in tho couhtry were turred.
over to the Peruviun COrpm‘atidn an ‘orgenization estublished for this purpoee
by the British creditors. The Peruvian Corporatiou ‘obtained posseseion . of the
reilroed lines for a period of 60 yea.rs and aleo ob'ba.ined the right to operate
the Government-owned staamers a Lake Titicaoa, which comenta ‘the railroad lines
in Peru with those in Bolivia. Furthermorse, the Government agreod to pay an
enxmal subsidy of 280,000 for 33 years and to turn qver,to ;tho quuvian
Corporation 2 million ‘tons of guano.l . The agreement relfeved the Peruvien
Government from all foreign debt except the annual subsidy dus to the Peruvian
Corporation. The terms of the agreement were not fully met and in 1907 a new
agreement wae concluded which extended the life of the previcus contrest for an
additiomal 17 years. In 1928, the amual 3ubsidy and the guano rights were
cancelled, and the Peruvian Corporation was accorded possession of the rallroads
in perpetuity. The Corporation, however, was obliged to pay the Peruvian
Government an annual tax of E20,000 during nine years. |

_i/ Pen-American Union, Thq Peruvian Foonomy, Washingtonm 1950, p. 132,
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Only one additional sterling loan vae raiaed m the Iomlen m.rl:at mior
to World War I: the oity of Lima in 1911 obtained !5600,000 at 5 PO!' .oonb,
guara.ntead by the Peruvie.n Govemment. :

After World War I, Peru floated nany dond issuves 2n Kev York lnd tvo tn
Lcndcn. T‘ne record of the mter-va.r ‘period is as follows:

National G_ovemnem Loans

Rate of _ - Year of Amount '

Interes’ o Tague Tesued

(m pillicms of
currency indiocated)

‘ _ U.S. dol.ura
8 per cent ‘ 1922 25 )
g " : SRk - 740 rotmd.odby
Ty " 1925 7.5 ) subsaquest
g - L o 1926 2,0 -} ipsues
712 " . 1926 16,0 ), ..
T Nl 1927 15,0~
R : 1927 50,0 + "~
CHES 1928 25.0
7 1/2 " w902 1.3
1/2 " 1928 2,0
Provinoi‘a.l and mnioip.l Government Loans -
1/2 "  Province of Callao L1927 - 1.5
1/2 " City of Lima 1928 3.0

Not all flolla.r loans constituted new obligations of the Pbruvia.n Governments
The firet five loans issued between 1922 and 1926 were completely refunded
by the loans obtained in 1927 and 1928; the total issues of the naticmal
government net of refunding were $60 million., The effective interest rates

" were somewhat higher than those shown in the above table, particularly for

two isoues of dollar bonds of 1927 and 1929 which bhad an issue price to
the publie of 92,8 end 91.0 respectively, with effective rates of 6,7 a.nd
6.6 por cent.

Du:ring the world economic depression atter 1023 both the prices and
voluwes of major exports declined greatly, and the rrevious inflow of capital
for busineas investment was discontinued. On 29 May 1931, the Peruvian

[eaticnal
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Natimal Governmenjc s'ua*pe#bﬂed gervicé on-its foreipn debt.: The issues.of the
ci‘by of Lima e.nd the ‘prov"nce oF Tallae weht into default at the same time,
Internal Peruvian financisl conditiors wore: chaotic 1n.1931; at the same. .,
$¥me poritdal AAEV rbankes Yoditired alid vnyeot was widespread. The foreig:x
exchange reserves of the Cent>al Ressrve Tonk fell drastically and the. .exchange
value of the sol declined. Fraaz 1931 to 1548 Q:;x],y the loan of 1922 ‘the so-called
"Guano Loan", was rogularly serviced. A reduction GF the InteFest rate to
L per cent was a@eod ‘upon w‘tq the bondholders in 1938, The reasan ‘Por
continued service on this loen wes that it was secured by & chargs on “the
revenue from a to.x lovied on all guemo sold in Peru and by tho pledge of
50 per cent of the stock c-:' /\“shoq‘ ggvsrrxoat Guanc Monopoly (Compania
Mminietrado*a del Guaco).~ ceor . Y
Va.rious a"te*ntr without success wero rcde from 1931 to 191}7 tcr a.rrive at
-8 aatisfactory settle:new with the Unlted Sta"=s end British oroditora. Eowever,
on 20 February 19*7, the Feruvien (,ongre 19 pogeed a law authorizing the Peruvian
T *Govemnent to regumie psymont of:interest snd amortization on all outstanding
' aé ,and. stexling. Joans excepy the mnicipal loam of bthe city of Lima of 1928,
;Thls law provided tha“ ell in% verest unpaid since 1931 was to be cancolled
. and-tbet for the :ye_ “;lc‘ T an€ 1948, 1 per cout interoct was to be paid; for
T 19249 ard 1959, 1 1’2 '2:@“ cont; for 1951 gnd 1952, 2.per gent; and 2 1/2 per cent
after that 8ital -Tes Fireigmm Bovikoldors Frob odtive Counc:[l of New York d1d

no% recorrwsad e.cc{_*z:tance Sl .:.:3 'u.a.r to the ‘bmdholéers cince 1t considered

the Inserest rabo too iow ecd fhe oencellation of Bll inberest errears
TREARI TR T2 v ppid o ,
BFEYEH DobbhbiEs o Sezaalzebion; the Peravien. Government proceeded vitﬁn«the
plam and ¥hds 'the ofPéw Biwsctly to whe bonduollewrs. AS:can be oeen from
b o bsu:if, Bory S¥ar 50 norr can’s of ali Usitod Stotes bonds vecame. eligible
f'or ﬁb‘e"'n“ew’ p_e.n* ol i Atkrbol ascent o tho #ndividvel bondaolders....
Elritush 'bﬂnuhouers BT Uoc Tty Titbed Kinghos Txchenge -Oontrol regulrtions

of £ele ohdectlon, which ¥o.8 sugported by the.

s F

l/ The Co\mc* 1 cf the Corporation of Foreisn Eonuhold.e‘m, Annual Rgpont_wl&'{,
. {bonden, L X38), P HiSs

1.‘2‘_[ .Foreign. ;n'“;xcl.‘evn :‘ro’a:»cm.ve bot.nc-., 0por+ 19 6 t‘nrougg l9h9
(\TE‘# g A{.»- 19/0)) *r’ﬁ "]3 D-J'F! h - RS
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could not accept the sifar, r""e the.,r were no" allowed. *'o acquire dollar

securitien, withoue & Benwit, whi ch vae not g*vam ‘

' Table 1: Péru:"'ﬁgﬁggMnl Public Dobt Outstanding at_the end of 19&9

Tn millions  Equivalent 4n
. ' o ' v+ . cf curreoanciles millioms of
Dollar Bonds * - .- - - S _ indice,tad U.S, dollars -

dollar Temds ispusi for ascenbed storling bonds)

Hztioaal Govemmnnt % 29
- oo 13-905
i ) @ - . . 9 62

2rovince of Callno : .6
(envertel fron B bond.: 0D
- 32-7
Thasganced
T ver cynb - Watiomal Joveroment 1627 <

20
Por cend i " 27 20,7
o 19S5 9.7
ST Ueovingo of Cellac 1927 L
2.9

S Meplelnalisy 1928

V=3 O O
§-
I

(SN

(x) S
| 38,7

(=} mot gliglsls e parhicipate in plan.
Sserling Boale

Ageenvsd orndens Tho 1028 cobblemont )

oI . ;

Louer cont  cuans laam 1522 1 D
(at $2

Tesroased (v22v the 1947 sobtilemaat

6 rcor ceni’ wl Government 1228 T 1L,
n -
5 Ufichrie ! AR o
; PTTETS
2.3

United Statos Iooxome:

Ex crb-'mnor“ I 0 june 1950) 3 .3
“Mardbime Admindecrabion . 3.4 ‘
Surpluz I—‘x'c‘m.f, i C : S
T & E B : "3 - p k.o

Vi . ) o o -] o 0o e o L ] L

Sources: Forelgy Bormdholiders Protestiva Council, Report 1946 through 1949,
T (Mew Werl, AST0Y, . lE- ",.'210 : o _
United States Dararvtment of Coumer Cleering Office for Foreign
Iransactlone, Tereign Transactions of the United States Government

1

(Washington. 355iannew G50), o Aok

]

/The
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Phe Peruvian Govoramsnt has obtainod several credits from the United
States Government., The Export -Import Bank on 12 June 1945 granted Peru &
credit of $450,000 for use by the Sente Corporation, a government enterprise
for the developmont of the Sente River valley. OFf this credit $4bk,000 has
been disbursed: the Poruvian Government hLas repaid approximately $161,000,
leéving'an'r:“""‘*“"""’ "7 balence of $284,000 on 30 June 1950, The repayment
wag. ma&e despite the fact ‘that according to the loan conditioms the credit
wes repayable quarterly in 5 3/4 years, beginning 15 October 1950. In 1946,
the Export-Import Bank set-saide $37 million for additional credits to Peru,
but no loan contracts have been concluded,l ,

The Export-Impcrt Bank recently grantod a credit of up to $20.8 million
to the United States-owned Corro de I'asco Copper Corporation for the comstruction
of a zinc reflinory snd other facllitiss 1n Pe_ru.?-/ The Peruvlan Government
is not Involved ia his transactlon.

Finelly, Feru has obtailuned from the United States Maritime Commiselon a
credit of about $ milliom for tho acquisition of ehips and from the United
States Surplus Prorerty Administretion a cr2dit of $1.4 milliom, Both of
these credits are baing gradué.llj ropaid._ As is shown in Table A, the amounts
outstanding on 30 June 1950 amounsed to $’3 h and $.3, respectively.g-/

From 3345 to 1648, the Peruvien Gov:rm*ent suthorized by the Peruvian
Congress, has trisd o obtain soveral large dollar credits abroad. The only
loan actually raissd amounbed %o $5 6 million, grented by the International
Petroleum Compan;r, a conmeny largoly ovned in the Unitcd S‘vates.h It was
fully repaid by 12 January 1950.2

B, Direct investmen oY

—— T A —

No census of foroign bus*:ness invs stme'lts in Poru hae been taken by the

1/ Export-Import Bank

Sepi-Annual Revoit to Congrcss, January-June 1950,
(Weehington, D. C S, T SE-35,

2/ The New York Timen, 2 February 1951,

3/ United Stetee Dopertaent of Coumerce, Clea.ring Office for Foroian
Transactions, Iorelgn Troncactione of‘ the Unitod Statee Govamment
(Mashingion, DT C., SODGoRor 4i950), EF» A-She.

EL_/ , Inuematiovm’ Menotary Fund, Interr"tic:n'*l Financia‘l Statistios, January
- 1951, p. 128, ,

.Banco Centyal & Reeorve del Peru, boleth, January 1950, p. |+9.
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Govermment. It 1s known, however, that the only substantlial forelgn business
investments. ’bschmg Yo Uhi’ted States:and British: enterprigesicr: ~iv = vt sy
+ Bef'ore: World Tar II tnara Srord substantisl investments’ ;ln Peru owned: .
b Cerma.n Italian and 4. a emmllet extent, Japanese pationale’ who had
migra'oed to Peru but: hed rotained: thelr originalinationality., According to.
one- estim&te the' total of such: dnvestments was-.more than: $Th millicn.}-/ " -German
-inyestmente wore largely in’ agricuiture and trede. ' The largest sugar
plantatich imfthe countty wae:.owried by e Gortien nationsl, Italians owned.ane of

farming end srsll ranufecturing thduetries, So far as.the country's -
international trarisctions wore: concerned, ouch investments were, .how‘ever;' -akin
sndovomesti s Inksstwenta, vHost, of . the: resident ovaers: assumed: Peruvian: .
nationality afier = Usrontirsak off the Vame T . w0 T oraor 0y oo dae s
United States Tnvestmenhm = - 0 o i) Ly o i e we Degad o o0 vl Bggn
Amoricen éirect iavestiments in Poru aro substantial in mining, ‘petroleum
extraction and egrizsultursy, : The Uni%ed:Stateas census:of foreign direct
Investmen’s ns of 31 May A9LF veported such investuwentsiat $71.2 milliom.: .
The correspendimg flavre for the egd of 19k9 was about $75 111:1.11:!.(:%11.2 - The
“investments I ALL3 were distritubed as £ollows: v L. T

M;_.n.).fs.qullr,.?lg 6 ¢ ¢ ® 5 ©
siad oy, MABC@LIEDOONE ¢ it eviarie e o6

L] L ] ] - ]
a [ 3 - - -
A=

L ]

o

Mi.ning F:ld 8"19 ‘bing * o n' 0‘. e o o o A“’ . s e 2§ol
b P Agr*cu'“aura B LA D R & 1%
PGUI‘OJ.&AI:I AXEYROLION 1 o o om0 6w nw o e o A0 s
“"Public whilitioc and t'ﬁan Dortatl " e e
L] .
-

® A2 o ;0 o

Tt ~F o ;, i . 1 71.2 3}
St L.Lr" 43’."3‘: R St S SV I LS SO RO S R gL R L hy
P 33 3 palted Siatesg*r@as"~~‘y Department . Census .of - American<:

B . Ownm '_c:;gats in Ferala Countries, (Washingtcm, o C.‘W .
R T VoS0, T Data T eE ho, 3T Mey 1b3. T
FDoomisiba iF R AR ? Lo My

Two Tmited tc. aec-owtqod mining co'ummas “nd one petrcleum compa.ny L
account for a lerge share of all United States mvelstmggta"‘;ln tbqsg ,\-\_1‘19;1,51._5;,,

_/ George Wy":,ne Irdus r*(

:; Letin Ama ca (I.ew Vov'k ), p. 23)4 .
Uniteri S‘satec Deparumsnt o‘ CCuﬂOLGe Survey of Current Bua:lneas,
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CREARET N T T e g R I A RREEE
The two major United’ States mirilng conceins are’ the Cerro’ de. Pasco Gopper -,
Compéiy ‘and"the Northo¥s Petu Mining and Smélting Company;’ the latter is a
aubaidiary of b’ Amerdcan Suelting and Refining Companyi: The Cerro de- Pasce
copper Company was formed in. l902 ‘subsoquent to the. construction of the .
“Cetitral ‘Ra.ilway a.cross the Anﬁ.eb. Although this railway did not touch the ..
., ares which éon‘ba.ins the rich mineral doposits, it offered:groat, mducemem o
. -&e developers. ‘In-the first five years of its existemce, Cerro de Pasco
spent ebout $12'mi1lion for the building of & ¥allway dormecting its properties
vith the’ Central ‘Railvay;’ it slso constructéd a copper refinery end opened a
" eoal mine., 'l‘en yea.rs hﬁer over $40 million had been invested; additional:
investments wers made inm the 1920's. - By 1935, Cerro de Pasco's total.investment
wvas estimated in excess of $50 millién, Operations were very: profitahlew N
and by 1935 a total of about $6O million ha.d beon paid in:dividerds: ‘bq the
""'a’t%éki{omare. BRI - y T
The Certo 46" Pasco Copper Company is by far the largest: foreign-sovned
min"ﬁ\g concex‘n in Peru, The Northern Peru Mining and Smelting Company; is of
socohdary lmportance , a8 is the United States-owned Ince Mining end . :
m‘w %evqlopment Company, engaged chiefly in the productiom . of- silvar. -The Unit.ed
e taﬁ'* ‘511 mVestments in Peru are owned by the International Petroleum
Compa:?y, a subsidiary, of the Standard 011 company of Nev Jeraay.__,- In agriculture

and; mnui‘acturing, ‘W. R. Gt‘a.ce & Compa.ny 1e the: moet important United States
mterprieeg L .

_'The reporbed vaIue Of ‘Uriitod States “invéstments 111 miﬁing and petroleum
has been written down to & Ievel well below those recorded in 1929 and in the
mid;l930' 8 - inveetments in mining and. smolting from $58 and $5k million in
1929 uﬁa 1935 reepec:tively to, $29. millicn in 1943, tho ‘book'‘felue of the

Cerro de Pe.sco Gopxier 00rporation a.nd *bhoee in potroleum mroduction, from

United Kingd.om Inveetments
Apgorq.ing to the mqst recont official ostimato, the nominal. oap:l.tal of

the,,, mitiqh myoctmonts in. Peru was ne5 ‘mi1lién in 1938. and Z”E millicn i

]_91;9, If the ste'“ling thigations ©of, ‘the Government of ‘Peru are deducted one

¥

1/ Benk of England United Kingdom Overseas Investments, 1938 to 1948,
London, 1950, The data rolato to the oversoa investments of ﬁEEed

Kingdom residents "quoted on, unofficially dealt in, or othorwise lnown
to the London Stock Exchange." /exriqos at a
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arrives at a figure in the neighbourhood of 220 million repreeenting the remaining

business 1nveetmeqts.!‘-/ The bulk of this investment 18- in the Peruvian’ Corporation,

a ra.il way enterprise to which reference was made on & previous page. - ‘No dividends
_ 'have been paid b'r the Peruvian Corpora.tion for several decades end the interest on
debentux:as is more than six yea.rs ‘behind “schedule. Total interest and dividend
payments on the 1‘22 millio-w. of’ United Kingdom investments in Peru were estimated
at £.3oo ooo in 19!+9 2/ o ' T

1/ Acoording to another: estimate by & resident United Kingdom official in. Peru,
the total amount of British investments in the .country in 19&9 wa.s about
T30 million, of which £22 million represented the value of the Peruvian'
Corporation. (see United Kingdom, Overseas Economic Surveys, Peru, p. lO)

2/ Benk of Englend, op. cit.

/II. ECONOMIC
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II. ECONGMIC SIGNIFICANCE OF FOREIGN INVESTMENTS

Ldustrla.l DiBtribu:bidn
Agricul’cum |

Through ite mineral" produc’ﬁion ‘bas grown repidly durihg our century, Péru -

‘{8 BHLIL largely an.agri’cultural‘ country. Practically all ma jor ‘foodstu_ffs ‘cen be
produced in the country and several crops such as sugar am‘l, cotton a.z"e"heing oo
railsed on a large scale for export, However, the development of agriculture is
hampered by climate end topography. The coastal aree can only be cultivated
provided sufficient irrigation water is available and has in large part remained
desert. Only part of the land in and east of the Andes is cultivated because of
the lack of adegquate transportation facilities.

Foreign capital has assisted the development of egriculturel production,
Cotton is grown on foreign-owned plantations. Iarge-sceale sugar cultivation wes
developed by German settlers who acquired Peruvien nationality at the outbreak of
World War II. The mejor foreign producer of sugar now ls W.R. Grace and Company,
a United States concerm. In 1§49, cotton accounted for 30 per cent and sugar for
16 per cent of the export walus,

During World War II, the United States Government encowraged the collection of
wild rubber in the upper Amaszon area of Peruw, For this purpose. the Peruvian
Government organized in 1942 the Peruvien Corporation of the Amazon, During the
war, the rubber collected and not domesticelly used was sold to the United States
Reconstruction Finence Corporetion; since that time all of it is used by the United
States-owned tire factory in Lima,

Mining

Peru i1s rich in metallic minerals and exports of such products account |

normelly for more than 25 per cent of the export value, Of particular importance
_are copper, zinc, lead, silver and vanadium; to & lesser extent, iron ore and coal
deposits are exploited. Most of the mineral weelth is located in the Andes, which
means that m:L'ning activities have to be céﬁ‘ied out at' high altitudes; thus, a
large vana.dim mine is located 16 000 feet above sea-level. :

~Ag. & producer. of silver, Peru renks fourth in the world and first in South
Americe. " Peru's production of vahadim is e:meeded only by that of the United
sta.tes. Twenty per cent of the world's copper production comes from Peru. -

/Fore ign
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Foreign capital, primarily from the United Stotes, is 1e.rgely résponeibla
for ths davelopmsn‘c of the mining industry in Peru, but & large number of emaller
Peruvian-held mining cnterprires have becn developed at the same time, Of the
total labor force of approximetsly 25,000 pevsons employed in mining. in 1946,
‘approximato_y-- half vorked In feraign-owrned compenios; the Cerro-de Basco Copper
Comper:y slcue employed epproximately 9,000 psreans; or over & third.of the total.

The Cerro do Pasco Coppsr Company generally produces more than half the.
metallic miacral ovinut of the crimtiy., Thoe percentags for. coprar is considera.bly
'viighe.r;: This com peiy aleo produces leed, zinc, silver and coal, the coal being
‘used ’p'rir.n’ﬁ*ily In its o¥n smolierz, The prcdiuction of refined zinc is currently

" being m 1dly exparied; 1h Fohrunry 1951, tuo coustruction of a new zinc refinery

B .was'été.r tod partly vith findzighiained fron the Unitod-Stetss Export-Import Bank,
,The Iwo*'bh,:*n Poru I::*x*"xg =24 Smolitins Company, -subzidiary of ths American Smelting
a.nd Pofr‘.xno coparny, and Covro {s Prsco ovn the cnly two corpar refineries in
the co: ‘“”y Tho3e two companind also produce & largs portion of Peru's silver
output ' _

Val“?.(li'l._. iz *arn‘i'ucci hyr tha Va "d‘um Co“*p »ation of~ ﬂ'n..rica,_ Prior to 1930,

‘this compan's 3 mins fn Peru Aupnllisld more than hm.f of‘ tho ww'ld'é production.
\,As tho richer voins bseswo sraduwally exhausted and 1oxrcr grode ores had to be

. mined, however, Pr;.u 's glrre In world preducticn dsclined to nbout 30 per cent.,

" The follewing. t" e ohows thal tho ontpud of retals chher i:_h;?; zinc has .-
tended to fecline '117"; nf' fé’f)c o | )
Teben: © mmoyiofletals
' (1ncluding mobal combers of ozee)
(in netric tons) -
Jezz  Genmr Zime Iznd. Yooediwm . Silvex - Gold
1938 37,7507 1,566 57,837 . LAtk o . 635,3 . T.9
103 315102 27,020 P§,C%5- 12,5120 . -h15.5. . - 5.4
19h6 28,180 52,243 0 BhoOIT 502 0 317.6 - - M
T 286k 3,5

CLONOT T TR7.8RY 760,001 53,315

ON
)]
W

™

-

.S_.,. co: Danco Cartiel (n Raserva dol Pe i1, Bolehin. Dm:en'ber '!.950 . 36

1/ Pan American Union, The Peruvien Eco'xom,v, Wa,ehington 1950 P. 10‘7
o /There
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There are several reasons for thev‘“‘decline.' The"'foreign-owhed concerns heve
been reluctent to add to their investments owing pa.rtly to uni‘avourable economic

~and political factors in the country, The mining code previously in force and

taxation conditions have also besn considered deterrents to foreigx investmente.
Since early 1950, however, the Judicial eitua.tion of such :lnvestments has
been improving as new legislation was approved by Congress .y
Petroleum Extrection
Peru ls endowed wilth 1arge petroleum deposits, only part of wh:lch have been
exploited so far, Of the three principal oll-bearing areas s one is 1oce.ted along

the Pacific Coast in the northexrn part of the country; the second is in the upper

. parts of the Ucayali River, a tributary of the Amazon; and the third e.rea. in the

north-eastern region, between the Colombian and Ecuadorian borders. Access to

* _the last-menticned two regions is difficult , Involving either passage a.crese the

high Andes or epproximately 3,000 miles down the Amazon River,

" Forelgn capital was largely responsible for the original exploitaetion of
petroleum deposits of the country, though the Peruvien Government as well as
Peruvian private investors have during the last two decades acquire'@»some oll
properties, Of some 9,200 workers employed in this industry, less than 900 are
working in domestically-owned enterprises; more than 6, OOO work for the

.International Petroleum Company, & Censdian company owned since 1948 by the

Standard 011 Company of New Jereey.a/ }

More than 80 per cent of the petroleum output in l9h8 came from the
properties of the Intermational Petroleum Company, which has operated in the
country since about 191k and in addition to extracting crude oil operates &
refinery at Talara on the Pacific Coast, Its opsrations are confined to the
aree around Talare, although in 1946, it ti‘ied to obtain an edditional concession
for exploration and drilling in theb Sechure Desert, also situated in the coastal
eres, Negctiations for this concession were never concluded since the terms of
the contrect stirred much local opposition and political disturbances prevented

1/ For further deteils see section below on Govexrnment Policy end Foreign
Investment

_/ Pa.nAmerican Union, op. cit,, p. 107,

[effective
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effective perliementery action, In July 1950, the Company recelved a.uthorize.tion
to undertako geologicel swxrvoys in ancther aroa along the Pacific Coast. -/

O0f secondary importance and considerebly smwaller than the American-owned
céncern 1s the Compenie Petrolera Lobitos, which is e British-owned concern
operating at Lobitos and El Alto (in the coastal area) since 1908.% 1t
contributed about 17'.per cent of the country’ 'gs petroleum output in 1948, Since
this compeny owns no refinery, ita prod.uction 1s either exported in crude form:
or refined by the United States refinery at Talara.

The remainder of the petroleum output comes from (a) the Zorritos filelds,
near the Ecuadorien borders, purchased in 1939 by the Peruvian Government from
Ttalian owners, end (b) the Compenis Petrolera Ganeo Azul opere.ting in the upper
part of the Ucayall River, The latter company is Jointly controlled by United
States end Foruvion intorests, The President and Vice-President aré Americen and
the Directors are Permvians, o : SRR

The export of petroleum products from Peru has ‘seriously declined since the
1930's - 1n 1935, 1t exceeded 2 million tons, but in 1949, it emounted to ‘only
about 1.1 million tons, L There are two reasons for this decline, First,
yroduction by the ma.,jor oil com;pmies shows & long-~ternm declining trend; secondly,
the domestic consumption of petrolewum products hes greatly increased owing partly
to the fact that the petroletm compenies are required to supply the demestic
market at low prices. It has been estimated that should these two factors
continue to ;opei'a_te , Peru will have no exportable surplus of petroleum products
by ebout 1955. The iné.,jor remedy for the situation would be the exploitation by
the oll companies of additiona.l daposits , not only along the Pacific Coaat but
also in the north-eastern a.rea.. Since such development would involve large
edditionael capital out-lays - thus a pipe-line would have to bBe laid across the
Andes, and bhmges‘in ‘cuonatitutiovr‘nl or legislative provisions would have to be -

ds . _ , _ _

B

Banco Central de Reserve del Peru, Boletin, July 1950, pp. 51-58.
United Kingdom, Overseas Economic Surveys, op, cit., p. 47.
United Kingdom, Overseas Economic Surveys, op, cit., p. U48.
Banco Central de Reserva del Peru, Boletin, December 1950, p. 36.
See section on Government Policy end Foreign Investment,

Y/
2/
3/
4/
3/

/Railroads
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Reilroeads

As wag pointed out above, most of Peru's mejor rallwaey lines were built with
the aid of British capital by the Peruviaen Govermment in the second half of the
19th century. Reference was mede above to the event which led to the ceding in
1890 (end from 1928, in perpetuity) of these railroads to the British-owned
Peruvian Corporation, At the present tims, the Peruvian Corporation operates
1,386 miles out of a total of Peru's 2,581 miles of railroad; other privete
interests, some of them foreign, own another 868 miles; the remainder is owned by
the Governmsnt.;/

The mountainous character of the country has limited railroad constructlon
to a few major lines, They comnect the important mining centres in the Andes, or
the agricultural areas of the South, with the maAjor ports along the Pacific Coast,
So far, it has not become feeslble to build an economic rallway between the upper
Ampzon ares and the major consvming areas of the country.

The Peruvian Company's system includes two main and several smaller lines,
One of the main lines coanscts Callao, the major seaport, with Lima, the capital,
end then runs across the Andes, overcoming an altitude of 15,665 ft., to
Huancayo, This lins does not touch the aree exploited by the Cerro de Pasco
Coprer Corporetion which has, however, constructed a line connecting this aree
with the maln line; the two lines are now used primarily to transport minerals
to the coast for export, The other main line rums from the port of Mollendo to
Cuzco and to Puno at Lake Titicace, where steamers operated by the Peruvian
Corporation establish & connexion with the Bolivian railroed line running to
La Paz which is also owned by the Peruvian Corporeation, The other smell lines of
the Poruvian Corporation in Peru serve primarily the egriculturel area of the
South.

Most of the other privately-ownsd lines connect mining propertles with the
najor railrocads, Several of them were built with foreign capltal since they serve
foreign-cwned properties, Most of the govermment-owned lines are short, connecting
various reglons with important cities or with the Paciflc Coast. Since no
railroed line connects the North with the South of the country, the construction
of the Pan Americen Highway was of conslderable significance, In contrast with

1/ See section on Government Policy and Foreign Investment, p. 61,

/meny other
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many other countries, Peru has not obtained funds from the United States
Government for this highway construction programme. A portion of the expenditure
is fina.nced by & spacial tax payable by the Peruvian Corporation on freight
carried on ite rallwey acrose the Andes.;/

Other Activities .

k ‘M.o'st of ‘the major public utllity enterprises in Peru were also developed
with private forelgn cepital, The Lima Light end Power Company (Empresas
Elec'trioas Asocladas), which provides most of the electrical power for the
ILima-Callao ares, was organized in 1906, mostly with Italian capital., Since

World War II, it is considered & Peruvian corporation. Other electric power

properties belong to the several forei~m-owned mining compenies and serve
primarily the rsqulrsments of these compenies, :

_' "J'.‘he tele;-hona service in Lima is supplied by the Compenia Peruana de
Telefonos, & subsifiary of the United States-owned International Telephone end
Télogz'aph Compeny. In the south of Peru, the telephone service is provided 'by
a sub's'i'diaij of a Swsdish concern, L, M, Ericson,

Ma'mt‘actu. ing in Peru is still emall in comparison with the agricultura.i |

_ and mineral outpui, Fore!- es well as domestic cepitel is responsible for the ‘

industrins which b=ve been developed during the last few decades, In the textile
field, the United States-owned W, R. Grece & Company, and the British-owned Milne
& Compeny, cpsrais probably two=thirds or more of the country's 1nsta.lled loom i
capacity. Conciceravle amounts of United States and British ca.pita.l are e.lso )
invested in the fiour milling, brewery, lumber and cement industries. The
United States-cimed Goodyear Rubber & Tire Compeny operates the only tire factory
in the countxyy.

Three of tliz nins large commercial banks are branches of foreign banks = the
National City Dank ol New York, the Grace National Benk, and the Royal Bank of
Canade,

B. Forel n_Invostmans end the Balance of Payments

Peru's balancs of peyments has in recent years been characterized by a
small export surpluc; which; frequently combined with other small current
earnings, heve con*ributed to the payment of interest and dividends abroad. The

1/ Pan Amoricsn Union, op, cit,, p. 138.
[yield of
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yield of 1ﬁvestmeﬂts re cor*ed in the table belowr exceeds Interest and dividend
remittances arrcad hy ths amount of re- invested earnings vhich are recorded also
on the credit slde as an inilow of forelgn capltal.

The stimulation of fcreign invor:mcﬂte 1n Peru is of particular signi’icance
becausge a substun+ial shure of Peru'"_ewaorts petroleun 1s a case in point -
ropresents gcods produced by foreign-cvmed enterprises, Of ores end metals, which
in 198 censtituted about 24 per cent of all exports, at least 50 per cent of the
output was derived from foreign-éwnaﬂ rines, In the case of suga“ and covton, the
remairing two mejer expl -t products, Toreign capital accovrts Lhewever, for a
nminor share of the cutpui,

Tittle cxzed 1nformation 1s avallable with respect to the yield of forelgn
Investments 1In Farm In recont years, zince moet of the forelgn-omed enerprises
do 2ot publish ceparate f’g‘rcs'for tielr Peruvica opsraticns. [owever, acceording
to tho balence of paymonts statements for 1938, 1545 and 1948, the amount cof
investment nccme remittod abroad han not increased tut temdel o declins; this
fact combir-2 with a deciine in the exchange valne of the secl has resultsd in a
) gmaller rate of return in “exms of dotizrs, to the Tovelgn investors. s rreviously
L;poted, yielés ?; United Xingiom invesimerts have been small, anl the Peruvian_
Corporation, whicp 9wns a8 large porului of the raiiroads in ile country, 2o not

peid any dividsuds for decadss on 1% crdinary or rreferrel shaves.

/Pabls 3
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Table 3
Peru: Balance of Paymente 1938 19’48 a.nd. 19’49
T e Inward (+) or outwa.rd ( ) payments .
Sl (In millions of U, dollars) ' : '
1938 191;6 1948 1949
Mergherdise: Tl AR
Izporss (f.o.b, )&/ +67.2 ﬂuo.s +167.5 - +171,1
IIT_,'QOI’L;S (C .19& JJE/ ~52.1 '13703 ‘167.0 '163.5
Miscellancous services, etc, +2.7 -6.6 43.2 6.3
Yie*d © investwenis -26.5 =18k -13.5 © 11,3
Balance of abb_ve items -8.7  -21.8 -9.8 +2.6
Long-ué*m ca cal:
- T T B C/ d/
TLoons ' . _ - ,,4-8 7 _ *3 9= -3 2
“Diréet Tavestments - 45, 5 . .%8.3 . _+2,;5
" ghovbtaym cabibal end monetary gold *89 - _ 4»6 3 .. -3.00 . 0.9
Ralence due to errors
aad cmiszions +0.2 -1.3 -0.6 +1.0

Source: Internatlcnal Mometery Fund, International Finonciel Statistics,
Thpuary 3951, p. 138.

g/ ATtor af justmon® Tor changes In foreign-owned stocks in Peru,

:q/ Inzluding surpius froperiy.
¢/ Chiefly credis by the Unlted States Government Agencies.
4/ TIncluding e J7aa of $5.6 million by the International Petroleum Compeny.

/The earnings
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The earnings of the Cerro de Pasco Copper Corporation have recently been
lower than before the war. Exmreased as a percenta.ge of the invested capital,
the net earnings were as follows.l ' :

Yoar Por Cent = . Year Per Cent
1929 8.1 ‘ 1941 6.2
1936 9.2 1942 8.3
1937 . 13.7 1943 3.8
1938 4.8 194k 1.9

1939 © 6.3 o 19k5 3.1
1940 6.7 . . 1946 3.9
- | o 1947 3.7

From mid-1949 to early 1951 the company peid no dividends, although 1t continued
to earn & mwofit of about half the 1929 amount. With the recent increase in the
rrice of metals and the revision of the tax provisions in the new Mineral Cods,

" the rofit prospects of the company have improved,

1/ Standard & Poorts Corporation, Stenderd Listed Stock Reports, New York,
20 December 1950,
/III. GOVERNMENT
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I, GOVERTENT POLICY AND FOREIGN mvxsnmws

A, Entry and Status of Foreign Cap‘tal S
Under the Peruvian Copstitution (Article 32) nationals and foreigners have
- -equal status in reg&rd to the acquieioion end ownership of property, ezcept that

foreigners are prohibited from acquiring land within 50 kilometres of the frontier
or in the vicinity of military establishments.l Foreigners and foreign compenles
may engage freely 11 ‘business according to the Code of Commerce.2 There im.a |

- dscree,'though, vhich provides that the numhsr of forelgn commercial and industrial

_‘égtablishmenta "may not exceed 20 per cent of the domestic firms in a given,

place." ) N _

At the préSGnt time, thers are no exchange controi restrictions which iimit
or control the eatry of foreign capitel into Peru. The Decree Law of 13 December
1947, which provideu for the licensing of incoming capital and authorizedxtﬁe ﬁse
of ths official rate of exchange for &lvidends and capital repatriation under
certain cond_t101s, was sucvended in December 1948. Since that time, most
remaining exchange restrictions anﬁ the official rate of exchange have been
abolished., . .

. .The investment of private cepital in Peru is limited to sore extent 5y;the,
exlstence of a number of government mencpolies and the participation of . the
Government in ssveral branches of the economy. Governmsnt monopolies created
primarily to raise revemus inclvde tobzcco, calt, industrial alcohol, matches,
playing caris, lepoerted wines end liguers, end explosives. However, with the
exception of the *“chacco non ‘poly the monopolies no longer produce large reveules.
The Governmeut hazs also established a monopoly for the exploitation and
distribution o guano, This valuable fortilizer collected from several islands
off the ghcre of Peru is distributed within Peru at low prices, The reason for
thiéfmcﬁcpoly 13 vhat guano is considerei a natural resource which must beiguarded

from<prlv5te’exploitation. Turthermsre, eince the amount of guano thaet. can be

l/lfinter-American Development Commission, A Reference to_the Laws of Peru.
Washington 13947, ». 2.

2/ Unitnd Stetcs Department of Commerce, Intermational Reference Service, -~
Establishing A Pusinens In Peru, Septowber 1346, No. 36, p. 1.

3/ Intor-Americen Davelopment Ccmmiesion,. op._cit., p. 17.

/collected periodically
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collected pericdically is limlted, and the demand is far in excess of the supply,
the price of guano would become too high for Poruvian farmers unlees regulated by
the Governzent, which then has, of course, to allocate the sa2les.

In only three ficlds has the Peruvian Government establiehed specific
_ 1im1tations on the azzunt of foreign capital which may be -invested. Three-fourths
of the_cgp}tal of shipping companies rmst bs held by Poruvizns domiciled in Peru,
TWenty-fiwe per cent of tho capltnl ctcek of petroleunm companies rust be offered
tg the state orwprivqte;Peruvian iatcraats;%, However, should these parties not
., buy the stock offered, that stock.msy e legally held by foreign concerns. Finally,
the activities of foreign insurance.ccupanies in Peru are linmited by a Law of 194k
vhich requires inzurence companies to invTest their capital in the country and to
_have a rajority of Poruvian directors end share-holdiers, It is reported that only

... one forelgn ineurancs comnany, a Irazillan concern, still cperates in the country;

c
a Canaiian coxrany was recontly licuidated, & _ , .
. In recenty years, the Feruvlen Governzent kas r2de substantial investments in
new enterprises in the ceountry, Certain activities were entered upon not in:
competition with private capital, but o develop resources which ¢id not seem .
to attract eithor foreign or domestic capital, Thus, the Peruvien Corporation of
the Amazgn, fully cwnsd by the Goverumsal, vas formed in 1942 to encourage rubber
prodgption cact cf ths Anles, ;t:has a.s0 btroad pcwers-to &svelop other resources
of that area, Tdtile develorment ol such resourcos has talwn place, however,
primarily beceuss cf the imaccessibility cf tho area end the lack of labour.,
Aﬁothe: Government ccrporation, the Pecruvisn Shipping Corporetion, runs ships on
. routes, not usually esrved by foreign siiips, between Peruvian ports and those of
other South Amsrizan countries such as Argentina, arnd maintalns.rogular steamship
service boitween Pcruvicn ports along the Pacific Cecast, via the Pamama Canal and
up the Ameron, to thc Peruvian Provircsa enst of the Andes, Finally, the Peruvian
_Santa Corperaticn, created in 1943, expliolts tho rescurces of the Santa River -
Valley, incluiing the reglon arcunl the port ¢f Chimbotes  The corporation has a
large hyirc-elsctric plant unier constructicn and conterplates establishing iron
and steel proiucticn in that area, sirce iron ore and coal are avallable.

;/ Inter-American Davelennen Co:mlgcion, 0P, ;Lto, P. 18.

2/ United Kingidm, Ci rsoas Foonoml.c S\rvc's, Paru, Tanlﬂrv 19W9, p. 10,

/In gensral, it is
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In general, it is the policy of the Government to encourage private
;nvestments for the development of the country!s resources but forélgn caplitel

cannot be attracted, The Government has indicated it.may undertake the task

itself, . In June 1350, several agencies were established to collaborate with ths
International Bank for Reconstruction and Development on the financing of possible
proJects¢l , Lo ) . _

As meuntioned above, mining and petroleum output tended to decline during the
last decade., The decline has been attributed partly to the incidence and the
complexity of the stipulations of the Mining and Petroleum Codes and of the
administrative. regulations pertaining to the export taxes and other taxes, the
exchange control on foreign transactions and similar matters to which the mining
and petroleum industries have been subjected. As regards mining activities, the
Government recognized these difficulties as early as 1343, when it revised the
exchange regulations then prevailing so as to permit the export of minerals at
2/

A nevw Mining Code was promlgated by Decree of 12 May 1950 and was subsequently
ratified by the newly-elected Peruvian Congress. This Code providss that all
mineral substances are the property of the State except when exploitation rights
are legally acquired. Foreigners and Peruvians may obtain concessions without
discrimination. In order to make mining more attractive, the new Code specifically
exempts mining concessionaires for a period of. 25 years from all contributions.-
or taxes now existing or going to be established in the future, except the .. .
income tax and under certain conditions the land tex, 1In particular, this means: -
that mining companies have no longer to .pay the export tax, the unemployment tax,
and the excess profits tax, which in recent years have placed a financial strain
on these enterprises, Finally, the Govermment decreed on 16 February. 1951 that.all
machinery, equipment and meterials destined for the mining industry may enter the
country duty-free, o

With reference to petroleum, the Peruvian Government created early in 1948 the
enterprise known as Ehprega Petrolera Fiscal, with the task of administering the
government-owned oll properties, It was also given the authority to meke gog@;ggps

l/ Banco‘ééntraif&épRééervé‘dsl”?éru, Boletin, June 1350, pp. 58+53.
2/ 1Ibid., August 1949, p. b3,

/with domestic or
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with domestic or foreign private companies for the exploration and exploitation of
these properties, - It -was hoped .thet foreign capital might be willing to negotiate
congracts with this new.govermmentel body for such sxploration and exploitation,
but sxperience has_ shown_ that:the oil companies prefer to operate. on the bagilse..of
. & congressionally-approved:-law, rather .than through contrects with-government
rdgencles,  The. Peruvian executive has recognized this situation and introduced a
nev Petroleum Code at the reguler seesion of Congress in 1950, When ‘no action.
- was. taken; en-extreordinary session was called in January 1951 to study a new
Petroleum Law; but it adJowrmed on 13 February withowt action .y
It is reported thet ‘considerable opposition to the new Petroleum Code exists
becauge several of the political perties in Peru would like_tbe state to operate
any expansion of the oil.indugtry in the country. - It is -apparently felt. thaf -
petroleum lends -should be.leased by the government petroleum orgenization for.a
fixed period orly end that remuneretion to the 0oil companies should be in the form
of 01l to be retained by-the :compenies. In view of the capital required.for.. ..
large-scale expansion of oil production, it is doubtful whether such an arrengement

L would . be satlsfactory to the oll companies, Another problem faced by the .oil

companies’ in recent years is: the legal requirement of supplying increesing . : : ...
Quantities to the domestic market in Peru at prices fixed by law which sometims.
do not cover the cost ofproduction,: - , . , .

“Peruvian labour regulations reguire that not- less than 80 per cent of all.
persons crmployed in .an erterprise bo nationals of Peru and that -80 por cent of, the
payroll Yo paid to such nationals .g/ - Management or technical personnel is not
affected by this reguletion, - . .

-The Peruvian Constitution. contains no provisions with respect to expropriation
“of property for public use. " This 1s .in sharp contrast with provisions in the -

- cehstitutions of many other Letin Ameriren. Countries. : So far, ‘this has been of
“Tip{ted importance; the ‘only recent case relates to a slaughtering house
(Frigorifico Nacional S.A.), the expropriation of which was ordered by :a .special
" law of 29 ‘June 1946; However, -this law wes:not enforced by the Government and the
‘property Yemeins in the posBession .of the private owmers .3/ It may be observed.

ay e
PR
LU ey

__/ United Stetes Department of Commerce, Foresign Commerce Weekly, 19 March 1951
__/ Inter~American Development Commaission, opL: colt, s D. 53,

3/ United Kingdom, Oversees Economic Surveys, op, cit., -P. 39. . o
/the.t when the
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that wken the Government ceded its rallroad lines. to the FPeruvian Corporation in
1928, a clause was inserted in the contract to the effect that, should the .  “ .
Government expropriate these lines, it would have to pay £l6 8 million, plus the
value of.capital. investments made after 1928 »;;t.1§-59@9t1@99-51l989d3tb3t .

the Govermment's policy with respect to. rates to be charged to cogeumere‘by. B
certain pudblic utility services.pOmes;close,torexproprietion.v In“recent,opptﬁs
however, the Government bas recogpized the Justification of a gleegofle“foreign-,,
owned telephone compeny and has pexrmitted & coneiderablevincrease 1n.ratee;,the
telephone corpanies, however, were obligated to extend thelr eervices.?_ . ,ju_};

B, "Eychaﬁgeféohtrol ' E ' Sl . 3
No’exchange restrictions are currently in effect which limit or restrict the
remittances abroad of iuterest, dividends, royslties, profits or capital. -There - .
is complete freedom to effect any non-merchandise transaction through the free ‘
market, in which the exchange rate has recently been stable at 1k.35 soles for the
dollar. In addition to this free merket, there exists the so-called “certificate"
market in which exporters have_to;seli'the foreigh exchange proceeds from their
sales and in which importers may buy such exchange for thelr own merchandise
requirements. The rate quoted in this market has recently coincided with that in
the free market, or 14,95 soles per dollar, In the past, the certificate rate has
freddentiy been one to two soles below the free rate. Since under the .law of
3 Decembertl9h8;’paymente of interest and dividends were also eligible to the -
certificate rate but could not be remitted because of administrative difficulties,
A mission from the United States (the:"ibonomic and Financial Mission"), invited
by the Peruvian Government to visit Peru in 1349, in its report of 5 Nbvember 19k |
"

recomendad. that each application for the purchase of. exchapge 1n;7he certificate
3/ .

market .In respect of such payments be decided gn within ten days.:

C. Taxatlon ‘
Peru has a complicated tax system, levying a number of taxes on buainess
income, personal incoms and property. With one exception, these taxes apply to . -

e

1/ Moody’s, Reilroads, 1950, p. 13k,
2/ United States Depertment of Commerce, Foreign Commorce Weelkly, 15 Mey 1350.
3/ Benco Central de Reserva del Peru, Boletin, November l9h9, p. 15.

/foreign
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foreign and-domeastic .enterprise alike. .Corporation profits are taxes at
progressive rates ranging from T per cent on profits under 10,000 goles to. .

20 pex. cent,on those in excess of lOQ,OOO soles. In addition, an excess profite
tex i8‘ levied on profitevwhich»exceed“a'"normal" level; rates are progreﬂeive,.
ranging from 10 per- cent on excess profite under 50,000 sole& to 20 per centgl _
"complementaryf
tax. of:.12 .per cent of net profit and interest paid by eubeidiary companiee to o
their,main officea,abroad,%/~ Income tax on exporters .of egricultural producte ie
levied insthe.form of export dutiea.g/
some are on an ad valorem basls, and others are collected as a percentage of the
dlfference between the f.o.b. value of the goods and the coet of prodnction.
Export taxes paid are deductible from ‘the liability on account of the profits and
excess, profite texee to the extent that they do not exceed that liability.g/

. Pereonal 1ncomee are eubJect to a flat 5 per cent tax and a progreseive :

above-J: million soles. ' Foreign enterprises are also subject. to a

Some of the export duties are specific,

.usurtax ranging from 2 per cent on incomee of lO 000 aolee to 20 per cent on
incomee over lOO 000 eolee. Special taxes are levied on income from intereet
and d1v1dende and from rent '

‘ The complicated tax etructure eummarized above hes caused coneidereble
pconfueion and ie‘believed to have acted as & deterrent to business.and foreign
blinveetments. The terms ‘of reference of the "Economic and Financial Mission" of
l9h9, mentioned above epecifically include etudiee of the financial conditions
and legielative reforms dn the fielde of money ‘and banking, public debt and '

' budget. L

;,Miecellaneous , L J o ' o

- The Peruvian Government,haeitried to encourage private enterprise by
establishing three Government vanks: ‘the Industrial Bank the Mineral Bank, and
the Agricultural Bank. Their purpose 1s to grant loane to domeetic induetrial
mining and agricultural enterpriees if euch loans cannot be obtained from reguler

ti.

commercial banke

o

Inter-American Development Commission, p.cit., p. 38. R

The same system applied to exporters of mineral prodncte until adOption of the
new mlning ‘code’ on..12 Mey 1950, a8 noted abové. b

Pan-American Union, gp. cit:, p. 163. L
Banco Central de Reserva del Peru, Boletin, July l9h9, p. 50.
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In the field of commercial policy, tariff legislation is designed to raise
rovemue as well as to protect domestic industry. Tariff rates on goods not

producsda locally are fri7uently set high in order to encourage the establishment
of domestic production.l

—

1/ United States Tariff Commission, Economic Controls and Commercial Policy
in Peru, Washington, 1945, pp. 6 to 7.







