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[ PERU 2015 ]

After a year of declining growth, Peru’s market is poised for resurgence.
But as the economy scrambles back, impending elections and ongoing
reforms warrant a close eye.
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IF ECONOMIC CONDITIONS HOLD, Peru
may come close to doubling last year’s growth
rate, after the national economy finally suc-
cumbed to a global downturn in 2014 that sent
regional economies spinning. Two factors sup-
port this assessment—democratic consolidation
and strong economic fundamentals. In fact, these
same characteristics may well be responsible for
Peru’s quick recovery and bright outlook. On the
economic side, 2014 saw the country strengthen
its position in international trade, establishing the
right conditions for a strong domestic economy.

President Humala has made social cohesion and
reducing poverty the central tenets of his presiden-
tial strategy. This means shedding the country’s
past reputation for rebel insurgency, social strat-
ification, and a string of marginally democratic
presidents. The results are in, and in 2014 alone,
some 289,000 Peruvians were lifted out of pover-
ty. This figure represents a 22.7% decrease in the
number of citizens living below the poverty line.

To combat corruption and nepotism, a constitu-
tional amendment restricted the presidential posi-
tion to one five-year term. This means that 2014 saw
the contenders for the presidential position jockey-
ing for attention, giving observers a chance to eval-
uate the competition in the run up to the October
5th elections. Two former presidents are likely can-
didates. Alan Garcia and Alejandro Toledo. Keiko
Fujimorileads the pack—after losing by a slim mar-
gin to President Humala in 2011—but given her fa-
ther’s poor track record, she is a polarizing figure.

Despite starting out on a strong footing, 5% GDP
growth in 1Q2014 according to INEI—lower pro-
duction, falling prices, and softer demand from
China had a significant impact and by 4Q2014,
growth was an abysmal 1%. In fact, economic
activity was primarily weighed down by falling
exports. Decreased global demand and falling
prices for commodity exports exerted pressure
on the external sector—especially exporters, im-
porters, and sub-sectors of the capital markets.
The potential for even more fall off was mitigat-
ed by decisive central bank moves to prop up the
sol, which kept import prices manageable, and
offset a potential slump in consumer activity.

Moving into 2015, exports contracted at an
alarming rate, and the country’s trade balance
hit a record deficit. Meanwhile, business confi-
dence fell into pessimistic territory in March—46.7
points in April, according to the Central Bank’s
business confidence indicator—that suggests in-
vestment growth will remain weak in the near
term. The government is boosting growth with
countercyclical fiscal spending, while pushing
through investment reform. And with last year’s
doldrums fresh in everyone’s minds, economic
players were mostly confident that these policies
would fuel economic momentum as the year pro-

gresses. President Humala’s popularity is closely
linked to the economy, and he has limited time
in office in which to enact further policies. But if
the current situation seems austere relative to the
commodity-boom of yester year, Peru remains
in better shape than most of its regional peers.

Another development in 2014 was the autho-
rization by the Council of Ministers of the fourth
stimulus package, worth 1.6 billion soles (about
$547 million) to boost the Peruvian economy.
President Humala’s stimulus plan consisted of a
multi-pronged agenda—legal reform to promote
economic activity, short-term fiscal stimulus
measures, streamlining administrative processes
and eliminating redundant bureaucracy; and tar-
iff reduction and youth employment programs.

The final dynamic of Peru’s aggressive growth
measures has also been the most controversial.
The backlash from the country’s youth outlines
a contentious region within the social sphere.
As Peru integrates into the international econ-
omy, its working class is adamant that the so-
cial safety net remain intact, and that the gains
of the external sector are equitably distributed.

The law, passed by congress, is designed to
reduce the costs of formalization by lowering
barriers to entry into the formal sector. While
workers in the informal sector are left to fend for
themselves, formal sector workers have a ser-
vice compensation fund, bonuses, family bo-
nus, 30-days of vacation, and a share in profits.
Companies are now able to waive many of these
rights in an effort to incentivize young hires.

The young, for their part, are not thrilled by the
idea ofless time off and fewer benefits that their old-
er counterparts. Many have taken to the streets to
vocalize this. In January 2015, lawmakers rescind-
ed the unpopular legislation, after heavy backlash
from student organizations and labor unions.

The physical outlay of the country is chang-
ing rapidly as well. President Humala and Chi-
na’s President Xi Jinping signed a series of agree-
ments in Beijing that will change the way that
companies do business in Peru. The agreements
finalized a number of projects in the mining and
petroleum sectors. However, the most exiting de-
velopment was a memorandum of understand-
ing to create a Twin Ocean Railroad Connection
with Brazil. This new railway will establish rail
coast-to-coast transport and drive up trade be-
tween Pacific Rim countries and the Atlantic.

In more abstract terms, Peru is bolstering its
bridges to the east through visa-free travel to
the EU that will be implemented in 2015. The
motion, which was promoted by Spain and ap-
proved by the European Parliament in May 2014,
will allow individuals from Peru to visit Europe
without a visa for a maximum time of 90 days.
The world is shrinking, and Peru is everywhere. ¥
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President Humala
has made social
cohesion and
reducing poverty the
central tenets of his
strategy. The results
are in, and in 2014
alone, some 289,000
Peruvians were lifted
out of poverty. This
figure represents a
22.7% decrease in the
number of citizens
living below the
poverty line.
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14——

HE President Ollanta Humala
on economic policy, social
inclusion, and Peru’s role in the
regional economy.

16—

HE Ana Maria Sdnchez de Rios,
Minister of Foreign Relations, on
enhancing national capacities
and social equality.

20—

Peru is hosting the IMF and
World Bank Annual Meeting
in October 2015: the first Latin
American country since 1967.

— REVIEW

country’s soft
power, accord-
ing to Joseph Nye
who coined the
term, lies in its culture, its
political values, and its for-
eign policy, as opposed to
hard power, which is con-
tingent on a states ability to
project coercive power into
the international sphere. In
recent years, Peruvian cui-
sine, culture, and political
influence have garnered in-
ternational acclaim as its
diplomats signed a series of
important treaties and trade
agreements. And while Peru
pushes outwards, countries
like China and Korea have
expended considerable ener-
gy to make sure that their in-
terests—and cultures—have
a presence in the country as
well. This has engendered a
progressively outward look-
ing and cosmopolitan pop-
ulace where multilingualism
is increasingly the norm, and
where the leadership em-
braces its growing role in the
international community.
Peru has dealt with its
share of political turmoil,
faced down an insurgency,

Dipl(.)macyj

While inking deals that are increasing its influence in international
trade and economics, the real diplomacy is taking place in kitchens
across the world and at dining tables where customers can’t get

enough of Peru’s choritos a la chalaca.

SOFT

The country’s political system has
evolved over the last few decades as the
legal system has adapted to democratic
consolidation and stability.

and has fought a long battle
to improve political trans-
parency. From econom-
ic stagnation throughout
much of the 20th century, to
a Maoist insurrection, their
defeat by the somewhat less
unsavory President Fuji-
mori, and on to democratic
consolidation and improve-
ment of human rights under
successive presidencies up
to the current Humala ad-
ministration, Peruvians have
arrived at a hard fought, and
well deserved period of re-
spite and stability.

In a landmark legal case
in 2009, former President
Fujimori was convicted for
“crimes against humanity,”
and sentenced to 25 years
in prison on charges of cor-
ruption and human rights
abuses. Many Peruvians, and
international observers re-
gard the court’s decision as
a major accomplishment for
Peru’s judicial system. More
than a decade on, his daugh-
ter Keiko Fujimori leads the
pack of potential candidates
for the 2016 presidential
elections—her second run
after losing to President Ol-
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{ PERU 2015 ]

lanta Humala, who won the 2011 elections
and was sworn in as Peru’s president in for a
five-year term.

President Humala has committed his ad-
ministration to reducing social conflict and
reducing poverty in the country—a challeng-
ing task by any metric. However, his efforts
are paying off. According to the National In-
stitute of Statistics and Informatics (INEI),
poverty in Peru declined from 23.9% in 2013
to 22.7% in 2014, meaning that 289,000 Peru-
vians were lifted out of poverty in the last year
alone. According to the World Bank, between
2008 and 2013, seven million Peruvians es-
caped poverty.

Possible contenders are already eying a run
in the 2016 presidential elections. Standing
presidents are constitutionally barred from
running for consecutive terms, so President
Humala will not stand for reelection. Among
those expected to be on the ballot are two
former presidents, Alan Garcia and Alejandro
Toledo. President Humala’s extremely popu-
lar wife, Nadine Heredia, has been active in
social development issues, and is influential
within her husband’s administration, but
she too is barred from running. Peru’s elec-
toral laws are explicitly strict to preclude the
kind of corruption and nepotism that marred
earlier elections. Congressional elections will
also be held in 2016.

NUTS & BOLTS

Peru is a presidential representative demo-
cratic republic. The government is divided
into three distinct branches: the executive,
the legislative, and the judicial branches. The
President is elected by popular vote for a five-
year term. The 1993 Peruvian constitution al-
lowed for two terms, but following Fujimori’s
tenure, a constitutional amendment in 2000
barred re-election. The president is both
head of state and head of government.

The Council of Ministers is the country’s
principal executive body, comprised of 15
ministers, and headed by the prime minis-
ter. All these positions are appointed by the
president, however all positions must then be
ratified by Congress, much like the US pres-
idential cabinet. Executive laws sent to Con-
gress must first be ratified by the Council of
Ministers.

The legislative branch is structured as a uni-
cameral Congress with 120 members, who are
popularly elected for five-years terms. These
congress members represent parties within
a multi-party system that precludes any one
party from monopolizing the discourse or de-
cision-making process. Congress passes laws,
ratifies treaties, approves the government
budget, and authorizes government loans.

A 16-member Supreme Court ensconced in
Lima heads the judicial branch. 28 superior
courts make up the second level, each having
jurisdiction over one of 25 judicial districts
which roughly correspond to the 25 regions of

Peru. The third level contains 195 trial courts,
which are provincial. There are 1,838 of the
lowest level of courts, each with jurisdiction
over a single district.

INKING DEALS
Under President Humala, Peru has integrat-
ed into the world economy through free trade
agreements with the US and other key trade
partners such as Canada, Chile, China, Ja-
pan, Singapore, South Korea, and Thailand
with more in the works. Starting in 1998, Peru
joined the Asia-Pacific Economic Cooperation
(APEC), one of the earlier efforts to promote
economic relations between Peru and Asian
countries. Peru is an active APEC member,
and hosted the organization’s summit in 2008.
Peru also hosted the third South American-Ar-
ab Countries Summit in October 2012. The
event drew 21 Middle Eastern and 11 South
American countries and concluded with
an agreement between the Union of South
American Countries (UNASUR) and the Arab
League to create an investment bank to fund
joint projects. Peru signed another important
agreement later on, with the Gulf Coopera-
tion Council (comprising Bahrain, Kuwait,
Oman, Qatar, Saudi Arabia, and the United
Arab Emirates) to increase commercial ties
and technical cooperation. Finally on March
1, 2013, after nine years of negotiation, a free
trade agreement with the EU went into effect.
Another important agreement on the hori-
zon is the Trans Pacific Partnership, where
negotiations are taking place to balance the
interests of the 12 potential signatories— Aus-
tralia, Brunei, Canada, Chile, Japan, Malay-
sia, Mexico, New Zealand, Peru, Singapore,
the United States, and Vietnam—with their

KE3

President Humala has driven
through policies aimed at
reducing poverty




respective economic differences and stages
of development. Matters such as varying abil-
ity to enforce environmental protocols and
currency manipulations by less developed
countries have negotiators working overtime,
but with names like Obama and Nieto behind
the bill, it looks like Peru will have yet another
mechanism to bolster its trading position.

In April 2015, Korean President Park Geun-
hye made an official visit to promote a FTA
between the two countries. Speaking to a
local paper, the Korea’s president explained
that, “With regard to the Korea-Peru Free
Trade Agreement, both countries will be ex-
panding their bilateral cooperation mainly in
high-added-value and new industries such as
infrastructure, health care and medical treat-
ments, and new and renewable energy.”

FOOD

While the attention paid to economic trea-
ties, defense agreements, and political co-
operation are great news, nothing about this
discourse is uniquely Peruvian. Economic
deals of this sort are innately uniform—with
all signatories playing by the same rules in
the same game. This puts the onus on Peru’s
cultural ambassadors to proselytize its re-
markable culture. And for those lucky enough
to have sunk their teeth into a rocoto relleno
or a choritos a la chalaca, they know that the
heavy lifting takes place in the kitchen.

[ Diplomacy }
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President Humala meets with the
President of Panama in early 2015
to forge deeper economic ties

Starting in 1998, Peru joined the
Asia-Pacific Economic Cooperation
(APEC), one of the earlier efforts to
promote economic relations between
Peru and Asian countries. Peru is an
active APEC member, and hosted the
organizations summit in 2008.

Backed by Peru’s Export and Tourism
Promotion Board campaign to promote the
country’s cuisine, Peruvian chefs conquered
the international culinary scene and estab-
lished their unique cultural stamp from San
Francisco to London. Foreign foodies flocked
to Peruvian restaurants such as Lima, Coya,
and Ceviche in London and Mi Lindo in San
Francisco’s Mission district. The Stranger
asked, “is there room in Seattle for more Pe-
ruvian Chicken,” with its “juicy, fall-off-the-
bone-tender meat with salted, crispy skin
along with a squeeze bottle of a heavenly
garlic-, jalapefio-, and cilantro-spiked green
sauce?” After extensive research the maga-
zine’s food critic arrived at the verdict that
yes, there was room. In fact, there was always
room for more. ¥




A MODERN HISTORY OF PERU
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November 22nd, 1542 May 18th, 1781 June 29th, 1823 December 9th, 1824 October 20th, 1883
The Viceroyalty of Peru Tldpac Amaru José Olaya, Afro- The Spanish army is The War of the Pacific,

is established by the

IT, leader of an

Peruvian anti-colonial

defeated at the Battle

which broke out in 1879,

Spanish conquistadors, unsuccessful martyr utters, “If a of Ayacucho. Peru ends with the cession of
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Noriega becomes the
first Peruvian in space.
His role in building

the International
Space Station received
acclamation.

first Premier League
Peruvian footballer,
scores the goal of his
career for Newcastle
United, against 1860
Munich.

surrounding

Alberto Fujimori's
incumbency, Alejando
Toledo becomes
Peru's first indigenous
president.

Reconciliation
Commission’s
investigation into the
1980s-1990s Civil War
against Shining Path
rebels concludes that
69,280 people were
killed.

Project becomes
operational, exporting
and transporting
natural gas near

the Urubamba

River through two
pipelines.




Energy-diversification, infrastructural development, innovation, and
conservation have characterized Peru’s recent history.
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first liquid-fuel rocket
engine. In 1900 he
builds the first modern
rocket propulsion

announces the
discovery of bartonella,
the etiologic agent of
Carrion’'s disease, or

and first indigenous
archeologist of the
Americas founds the
National Museum of

becomes the fifth
Secretary-General of
the United Nations until
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The Peru-United States
Trade Promotion
Agreement is
implemented.

Ex-President Alberto
Fujimori is convicted

for ordering killings and
kidnappings by security
forces. He is jailed for 25
years.

Peruvian author

Mario Vargas Llosa
receives the Nobel
Prize in Literature,
"for his cartography of
structures of power.”

A road connecting
Peru's Pacific seaboard
with Brazil's Atlantic
coast opens amid
controversy. Protests
against mining and
infrastructural projects
are perpetuated.

President

Ollanta Humala's
administration

hosts the Peru

Energy Summit. His
government plans

to diversify energy
resources and invest in
renewables.
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TBY talks to HE Ollanta Humala,

President of Peru, on economic policy, social
and financial inclusion, and Peru’s role in the
regional economy and geopolitical structure.

President Ollanta Humala
joined the Army Officer
School in 1979, and studied
zootechnics at Universidad
Nacional Agraria La

Molina. In 2001 he earned
a Master's at Escuela del
Centro de Altos Estudios
Nacionales(CAEN) in
National Defense and

in 2002, successfully
completed a Master’s in
Political Science at the
Pontificia Universidad
Catolica del Peru. He was a
military attaché in France,
where he began a PhD at
the Centro de Altos Estudios
para América Latina (the
Center of Higher Studies for
Latin America). In 2005,
along with his wife Nadine
Heredia Alarcén, he founded
the Peruvian Nationalist
Party. In June 2011, he
was elected Constitutional
President of the Republic,
swearing into office on July
28th, 2011.

Peru has seen a decade of strong economic
growth and declining inequality. What economic
ideology has guided your presidency with regard
to balancing foreign investment and domestic pol-
icy concerns?

A focus on economic growth with social in-
clusion rests at the core. In this sense, private
investment has been essential to achieving
meaningful development outcomes that raise
people out of poverty. Private investment has
led to a higher level of salaries, household in-
come and consumption, which has allowed an
expansion of the middle class and a good per-
formance in poverty reduction. For this reason,
investment is actively promoted by the Peru-
vian government, both domestic and foreign.
During 1H2014, 56% of FDI flows came from
the reinvestment of profits, reaching high rates
in sectors such as services (34.5% of total rein-
vestment), mining and hydrocarbons (32.7%),
and the financial sector (15.5%). On the other
hand, Peru has been ranked 35th out of 189
countries in the 2015 Doing Business Report,
and second in Latin America. An important fac-
tor to highlight is that Peru has comparative ad-
vantages that attract investment. For example,
industrial electricity rates are below the Latin
American average, since 60% of Peru’s electric-
ity is generated by hydropower and a further
35% by natural gas. Regarding social inclusion
policies, our strategy is based on the Life Cycle
approach where the focus is on early child-
hood, teenagers, and young people. In partic-
ular, we pay greater attention to job generation
and scholarships for young Peruvians. To avoid
the "middle income trap," policies focus on the
underpinnings of long-run economic and pro-
ductivity growth such as education, health, in-
novation, and productive development.

The Pacific Alliance has emerged as a significant
regional economic force. What are your long-term
ambitions for Peru's place in the alliance?

Nowadays the Pacific Alliance is in a very good
moment. This alliance, as a whole, constitutes
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the eighth largest economy in the world, and
represents the seventh largest exporting group
worldwide. It attracts more than 40% of the FDI
that flows into the Latin America and the Ca-
ribbean region. This, summed up to the results
obtained to date, as well as to the tasks still in
agenda, has attracted the interest of 32 observ-
er countries from five continents, which makes
us realize that we are doing things right. In the
long term, I would like to see that the innovative
initiatives that the Pacific Alliance is seeking to
implement create positive results and serve as
a reference to other countries in Latin America
and the Caribbean region. In that sense, I have
the expectation that in the future the Alliance
will be a stronger economic block, and that it
will urge other countries in the region towards
the development model that the current four
members share. For that reason, I would like
to see Peru become a reference for other econ-
omies in Latin America and the Caribbean re-
gion, as a leading country in the Pacific Alliance
sharing its positive experience implementing
21st century economic policies.

In the late 2013 and 2014, mineral prices fell
and Peru's rate of GDP growth decreased with
them. What are the Peruvian economy’s greatest
non-mineral strengths, and how is your govern-
ment encouraging continuing and diverse growth?
The Peruvian economy’s greatest non-mineral
opportunities are located primarily in the retail
sector. Peru has two shopping centers for every
million people, while Chile has four shopping
centers for the same number of people; second-
ly, comes the vehicles sales sector: Peru has six
vehicles per 1,000 people, whereas Chile and
Argentina have around 21 per 1,000 people; the
banking sector is also an area of opportunity:
credits are at just 30% of Peruvian GDP, while
in Colombia thy represent around 40%, in Bra-
zil 55% and in Chile over 80%; manufacturing
exports are also ready: the 2013 per capita level
was at around $700 while in Chile it was around
$3,000. In all these areas, we have significant



ground to catch up; developments that will
drive growth in the coming decade. Concerning
the sustainable development of our natural re-
source-rich country, the Peruvian government
also promotes productive diversification be-
yond the extractive industries. Manufacturing
is growing. Between 2000 and 2014, for exam-
ple, the number of products in the non-tradi-
tional sector increased fourfold; and medicine
exports, perfumery, and personal care products
increased fivefold. We also recently launched
the National Plan for Productive Diversification
aimed at promoting new sources of income
and growth. The pillars of this plan are: diver-
sification promotion, which aims to diversify
our exports’ basket; adequacy of regulations,
aimed at cutting red tape that prevents produc-
tive investment; and reduction of productivity
heterogeneity, aimed at closing the productivi-
ty gap between the modern and the traditional
sectors of the economy.

Economic stability has been a feature of your ad-
ministration. How will you ensure that consistent
economic policy is part of your legacy?

The government has worked hard to ensure
Peru’s macroeconomic stability against exog-
enous shocks, and at keeping a more fiscally
conservative regime. Also, our macroeconomic
buffers are ready to defend the local curren-
cy, thanks to the Central Reserve Bank, which
has continuously increased its international
reserves over the past decade. As a result, Peru
has a much higher international reserves to
GDP ratio (32%) than its Latin America coun-
terparts (16%). On the other hand, we have an
important fiscal stabilization fund with more
than 4.4% of GDP, and—according to the
IMF—the lowest funding needs in Latin Ameri-
ca. Peru’s net public debt is at 3.7% of GDP, be-
low its regional peers such as Mexico (42.1%),
Brazil (33.7%), and Colombia (23.9%). On the
fiscal side, during the current administration,
we have been working on a new macro fiscal
framework that will help public spending dis-
engage from the more volatile source of fiscal
revenues, such as the natural resource sector’s
revenues in relation to commodity prices. With
this new institutional framework, fiscal policy
is in line with international best practices for
commodity-exporting open economies.

Latin America has a promising future, despite
some uncertainties. What is the role of Peru in the
upcoming years?

Most Latin American countries have shown
their financial and economic strength during
this international crisis. Peru has stood out
among them thanks to its fiscal and macro-
economic policies. They allowed us to have 16
years of continuous growth and to implement
social policies that effectively fight against

[ Diplomacy ]

poverty. Peru will continue as a regional ref-
erence on successful economic and social
policies. But also, as an attractive country for
investors—with an enormous potential in dif-
ferent sectors—Peru will continue to receiving
investment from global and regional capi-
tals, and show them the opportunities in our
internal markets and as a center for regional
activities. Latin America is widely known for
the production of commodities, but now the
region has to give a step forward and position
itself as a region in a process of productive di-
versification. Peru has already been working
on a National Plan of Productive Diversifica-
tion to generate alternatives that boost eco-
nomic growth and sophistication. In addition,
Peru foresees that the Pacific Alliance is an op-
portunity to make regional economies more
competitive and take advantage of comple-
mentary markets. %
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A cornerstone of the president's
economic policy is empowering
traditional sectors of the economy

Social inclusion policies in Peru
have been implemented to
transfer benefits to the periphery
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Born in Lima, Ana Maria
Séanchez de Rios' extensive
academic pedigree has
included studying the Arts
at Pontificia Universidad
Catolica del Peru from
1975-76. This was followed,
among numerous other
endeavors, by reading

Law and Political Sciences
at Pontificia Universidad
Catolica del Peru from
1977-79, as well as diverse
diplomatic studies at the
Diplomatic Academy of
Peru in 2008. She registered
on the Roster of the
Diplomatic Service with the
rank of Third Secretary of
Chancellery, as of January
1st, 1983 and a range of
prestigious positions have
included promotion to
Minister in January 2009,
and to Ambassador on
January 1st, 2013. In 2013
Ana Maria Sanchez de

Rios became Ambassador,
and Head of Cabinet of the
Minister of Foreign Affairs.
She holds the Military Order
of Ayacucho, in the rank of
Commander.
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the wider
PICTURE

TBY talks to HE Ana Maria
Sdnchez de Rios, Minister of
Foreign Relations, on enhancing
national capacities and social
equality at the heart of policy.

As you begin your term as Minister, what do you
see as the key challenges confronting Peru in
terms of foreign policy priorities?

During the most recent Summit of the Amer-
icas, held last April in Panama, President
Humala underlined the two key challenges
the region faces. He highlighted the crucial
importance of reducing social and economic
inequalities. We must address those gaps to
strengthen the social fabric of our nations. Our
foreign policy must respond by contributing
to spur economic growth focused on social in-
clusion and poverty-reduction. Achieving said
goal requires modern partnerships abroad
aimed at improving Peru’s public services,
human capital, job market, and productivity,
by increasing trade, foreign investment, and
international cooperation.

President Humala also stressed the need
to adopt—by consensus—concrete steps to
mitigate climate change, a major global chal-
lenge that already affects Peru and other Lat-
in-American countries. Peru’s firm commit-
ment to this issue was clearly demonstrated
while conducting negotiations at the COP20
meeting held in Lima last December, which
led to adoption of the Lima Call for Climate
Change, a major step forward heading to the
2015 agreement. We hope to sign a compre-
hensive and effective multilateral agreement
this year when we conclude the COP21 meet-
ing at Paris.

What are the next steps in deepening Peru’s
integration with Pacific Alliance countries, and
what economic and political benefits will this
bring to Peru?

The benefits brought by the Pacific Alliance are
already being enjoyed by our citizens. Nearly

92% of our trade today has tariff-free status.
We also have a joint stock-market agreement
in place that allows free share trading among
its members. And meanwhile, Mexico’s recent
inclusion to the Integrated Latin American
Market (MILA) will make the Pacific Alliance
stock exchange market the largest one in Latin
America. Likewise, several innovating cooper-
ation projects have been launched, including
a scientific web to tackle climate change and
an exchange program for voluntary work by
youth organizations.

The Alliance aims at deepening integration
by increasingly including new actors and fields
in the joint effort. We are convinced that inte-
gration has to be an ongoing inclusive process.
For instance, this year we have held meetings
to promote commercial exchange by SMEs,
which today only account for 5% of our trade.
We intend to continue promoting exports by
including suggestions made by the business
sector in our policies. The full entry of our
trade agreement into force will boost intra-re-
gional trade to integrate production lines and
produce more intermediate and final goods by
the Alliance as a unit.

Peru will chair the Alliance starting in July.
Peru intends to give priority to strengthening
our institutional framework, deepening the
integration process, and expanding decisively
our relations with the Asia-Pacific region. We
expect to see the Alliance’s framework agree-
ment come into full force under our chairman-
ship. We will also review the progress of our
integration process and establish new goals,
and we will work closer with observer states—
which amount to 32 today and will soon ex-
pand to 39—as well as with international in-
stitutions.



At the COP20, President Humala and his Pacif-
ic Alliance counterparts presents a Declaration
Against Climate Change. What steps can Peru
take to ensure that the fight against climate
change is integrated into its foreign policy pri-
orities?

Peru remains at the forefront of the multilater-
al process working closely with France to en-
sure success for COP21. We are focused now
in defining the key elements to be included in
the final draft of the text to be approved in Par-
is. At the regional level, Peru is seeking to find
common positions on financing and adapta-
tion measures within the Community of Latin
American and Caribbean States (CELAC) and
the Pacific Alliance. Bilaterally, Peru is estab-
lishing joint programs aimed at conservation
and management of its biodiversity, and also
at enhancing national capacities to combat
climate change.

Peru announced its contribution to the
Green Climate Fund last December at the
COP20. We are now preparing our national
contribution. A national commission is pre-
paring a proposal based on five areas identified
as those with larger climate change mitigation
potential: forests, agriculture, transport, in-
dustrial processes, and solid waste manage-
ment. Well-funded and scaled-up financing,
technology, and capacity building from devel-
oped countries and the world’s largest econo-
mies are vital to enabling the developing world
to move ahead in cutting-down greenhouse
gas emissions, while building strong econo-
mies for the well-being of future generations.

What makes Peru a favorable destination for in-
ternational investment?

Foreign investment has been a cornerstone
of Peru’s strong economic performance for
over two decades. A combination of stable
rules, political stability, fiscal responsibility,
and sound policies attracts major foreign in-
vestments in diverse fields of Peru’s economy,
including mining, energy, utilities, retail, and
agriculture.

Our regulatory system rests on non-dis-
criminatory treatment for foreign and national
investors. Foreign firms can invest in all eco-
nomic activities and have unrestricted access
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to national and international financial sourc-
es. Access to international dispute-settling
institutions is also guaranteed. This ample set
of favorable business conditions remains un-
changed and provides a suitable environment
to welcome international investment.

Currently, PPPs offer new opportunities
for investing in infrastructure, transport, and
communications. We believe that working to-
gether with transnational enterprises is an ef-
fective way to increase the use of scientific and
technological knowledge in Peru’s economy,
and to strengthen our competitiveness.

What are the key foreign policy priorities you plan
to pursue during your tenure as Minister?
Persistent efforts to maintain cooperation and
integration flows with neighboring countries
are of utmost importance to improve the live-
lihood of our citizens. Likewise, regional in-
tegration is an essential foreign policy guide-
line in playing a significant role in the world
economy. Nurturing our strategic associations
with the US, the EU, and China, as well as with
other international powers, is also a major pri-
ority. We underscore the need to focus cooper-
ation with said countries on increasing human
capital and the use of science and technology
in our production lines.

The Pacific Alliance reflects the high prior-
ity we grant both to deepening regional inte-
gration and to bolstering relations with the
Asia-Pacific region. Peru hosts the 2016 APEC
Summit to strengthen ties with the US and
Asian-Pacific countries. At the same time, we
will work to open new roads by increasing en-
gagement with BRIC countries, as well as with
growing economies in Asia and Africa.

Finally, it is also a priority to address global
challenges by implementing global responses
agreed upon within multilateral institutions.
Peru seeks to maintain an active role in mul-
tilateral efforts to promote sustainable devel-
opment with social inclusion and to combat
climate change. In this light, next October
we will host the annual IMF and IDB meet-
ing, and also the UN Conference on Trade
and Development (UNCTAD) in Lima, while
in 2018 Peru is due to host the Summit of the
Americas. %
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Two key foreign
policy priorities
are reducing

inequality and
combating
climate change

Nearly 92%
of trade within the
Pacific alliance

has duty-free
status
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Mariano Rajoy was born

in 1955, educated in

Law at the University of
Santiago de Compostela.
He was Minister of Public
Administration from 1996
to 1999 and Minister of
Education from 1999 until
2000. He then served as
Deputy Prime Minister
from 2000 to 2003. He
acted as Leader of the
Opposition from 2004
until 2011. He was elected
Prime Minister of Spain on
December 21st, 2011.
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discreet HEROES

Mariano Rajoy, the Prime Minister of Spain, on the
meaningful impact Peruvian immigrants have had on the
social, economic, and cultural development of Spain.

The Peruvian Corporal Jorge Arnaldo Hernan-
dez Seminario is a hero from the Paratrooper
Brigade of the Spanish Army, which is an elite
unit that has participated in most of Spain’s
peacekeeping operations. He received the Mil-
itary Merit Cross with a Red Distinctive and a
NATO Medal for his participation in the Inter-
national Force for Security Assistance (ISAF) in
Afghanistan.

Jorge Arnaldo was born in Chapica de Cam-
pana, a small hamlet of Chulucanas, the so-
called capital of mangoes, lemons, and ceram-
ics, in the state of Piura, Peru. He was 26 when
he died on July 8th, 2006 on duty in Bakua, Af-
ghanistan. From the Paratrooper Brigade, he
sent savings to the village where he was born.
He financed meals for one hundred children,
and his dream was to build a clinic in his vil-
lage and rebuild the primary school. Jorge Ar-
naldo: we will not forget you.

Almost 200,000 Peruvians live in Spain, with
112,000 having been granted Spanish nation-
ality since 2000. This gives proof of their exem-
plary integration, their commitment and spirit
of solidarity: They defend both freedom and
our shared values in the most dangerous in-
ternational missions of our armed forces, and
with their special warmth, they take care of our
sick and elderly. They are discreet heroes.

As President, I want to recognize and ac-
knowledge the contribution of Peruvians to
our development and what is now Spain. On
behalf of all Spaniards, I would like to thank
you. We owe you a debt of gratitude. Like Jorge
Arnaldo, you are an example of commitment
and dedication.

Peru’s greatest asset is its people, as is ev-
ident from its talent pool. In opera, Juan Di-
ego Florez’s voice led Pavarotti to consider
him his successor. In cinema, we remember
Claudia Llosa’s Oscar nomination. In haute
cuisine, both Gaston Acurio and Rafael Oster-
ling are renowned. In the upper echelons of
science, Peruvian scientist Barton Zwiebach,
a professor at the Massachusetts Institute of

Technology (MIT), is one of the world’s ref-
erents regarding the ambitious String Theory,
called the “Theory of Everything.” This theory
unifies the Theory of Relativity and Quantum
Mechanics to explain the Universe in a rev-
olutionary way. Zwiebach and his colleagues
contend that matter is composed of strands
of energy, or “strings” that vibrate, each pro-
ducing their own tune, as if the Universe were
a great symphony.

The dedication of Peruvians to our com-
mon language deserves special recognition.
The Nobel Prize Mario Vargas Llosa is the
beacon of a literature that is regularly updat-
ed with new names, some of whom live in
Spain, like Santiago Roncagliolo (Alfaguara
Novel Prize), Fernando Iwasaki (Don Quixote
Journalism Prize), Jorge Eduardo Benavides
(Torrente Ballester Prize), José Luis Torres
Vitolas (Alfonso the Magnanimous Prize), or
Sergio Galarza (Cortes of Cadiz Prize for Sto-
ries). In Spain, Peru is read, heard, and felt
permanently.

The history of Spain is rich in contributions
from Peru. In the sixteenth century, the Inca
Garcilaso de la Vega was the first writer from
the Americas who lived in Spain, brilliantly as-
suming his two cultural heritages. We can also
highlight Pablo de Olavide, who was the pro-
moter of the first organized and legal emigra-
tion in history, when many Europeans (mainly
Germans) emigrated to Andalusia in the eigh-
teenth century.

This outstanding human capital explains
the development of Peru in recent years and
projects the country into the future with huge
potential. Spaniards believe in Peru: in 2010,
our cumulative investment in the country was
almost €2 billion; in only four years, despite
the financial crisis, it increased by 100%, now
moving around the level of €4 billion. Peru
emerges strongly as an economic platform,
thanks to its extensive network of Free Trade
Agreements with the four cardinal points, in-
cluding China. Peru takes advantages of its
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The two countries have deep
social and economic ties that go
back centuries

Asian heritage: it belongs both to the Pacific
Alliance and the Asia-Pacific Economic Coop-
eration Forum (APEC), and participates in the
Trans-Pacific Partnership Agreement (TPP)
free trade negotiations. Peru is a clear success
of miscegenation, which in a global environ-
ment, easily merges with other cultures.

In recognition of Peruvians, my govern-
ment was able to include Peru and Colombia
on the list of countries whose nationals do not
need the Schengen visa to enter the Europe-
an Union. Nobody believed that this initiative
could thrive in a time of crisis, but Spain could
not allow Peru, along with Colombia, to be-
come the only Latin American country with a
visa requirement despite having signed a Free
Trade Agreement with the EU, the so-called
Multiparty Trade Agreement. Immediately
after its entry into force in August 2013, Spain
requested the removal of the visa requirement
for Peruvians and Colombians. After an in-
tense diplomatic offensive, in Autumn 2015
they will no longer need visas to enter the
Schengen area, which is the biggest area of
free movement for citizens in the world.

We could not discriminate against exem-
plary countries, which in the face of global-
ization have opted for openness rather than
protectionism. When facing the adversities of
drug trafficking and terrorism, their institu-
tions have prevailed, proving to be sound, by
overcoming such conflicts with the rule of law,
through justice, negotiations and forgiveness.
These processes of national reconciliation are

Spaniards believe in Peru: in 2010,
our cumulative investment in the
country was almost €2 billion; in only
four years, despite the financial crisis,
it increased by 100%, now moving
around the level of €4 billion. Peru
emerges strongly as an economic
platform, thanks to its extensive
network of Free Trade Agreements
with the four cardinal points,
including China.

an essential part of the new face of the region:
peace and progress.

Spain has shown with facts, not rhetoric, that
it never forgets Latin America. Even during a
period of crisis, Spain has demonstrated that
it defends Latin Americans and makes justice
prevail for them, eliminating any existing stig-
mas. This great diplomatic victory is not ours:
it belongs to you, Peruvians, it is yours. Thank
you for your efforts and sacrifices, and to your
ongoing contribution to our development.

As a Spaniard and Ibero-American, I feel a
great satisfaction when standing up for dis-
creet heroes such as Corporal Jorge Arnaldo
Hernandez Seminario, and for all of you, Peru-
vians. I am a Hispanic of Europe, and I believe
in Latin Americans. I have proved this, and I
will continue to do so. %
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FOCUS THE PACIFIC ALLIANCE

HIGH
WATER
MARKS

In October 2015,

Peru will become the
first Latin American
country to host the
IMF and World Bank
Annual Meeting since
Brazil in 1967.

HAVING SHOWN SIGNS OF “cconomic re-
bound,” mainly due to the drop in commodity
prices which is hurting others on the continent,
its economy is set to grow by 3.8% in 2015, ac-
cording to a recent IMF forecast. However, as
it is increasingly becoming apparent, it is also
through cooperation with the region—partic-
ularly Chile, Colombia and Mexico—that Peru
has emerged from the global financial crisis as a
thrusting economy.

In early 2011, the leaders of these countries
signed the Lima Declaration which would create
aframework for “deeper integration” among the
so-called Pacific Alliance. However, unlike exist-
ing regional scope, free trade organizations such
as ALADI or the Andean Community, the Pacific
Alliance, and Peru’s integral role within it has ris-
en to global prominence due to its sector-wide
and international appeal.

A recent US Congressional Research Service
report observed: “the objectives are to build
an area of deep economic integration; to move
gradually toward the free circulation of goods,
services, capital, and persons; to promote eco-
nomic development, regional competitiveness,
and greater social welfare; and to become a plat-
form for trade integration with the rest of the
world, with a special emphasis on the Asia-Pa-
cific region.” With a collective population of al-
most 215 million people and accounting for over
37% of Latin American GDP, "the region of the
Pacific Alliance has captured the attention of the
global investment community, given the opti-

Q MEXICO
"
o l"l Q ECUADOR

mum growth of the region and the liberalization
of its economy and its market in recent years,”
according to a S&P Dow Jones director.

While international interest certainly has
been high—with observer states ranging from
America to Singapore and Belgium—a number
of internal achievements have established the
group as the latest emerging trend. Namely, it
succeeded in diverting investment interest away
from other continental, emerging giants such as
Brazil by integrating the Lima Stock Exchange
with the Colombian and Santiago bourse to
create Mercado Integrado Latinoamericano,
known as MILA. By embracing the “spillover ef-
fect” of integration, “transactions are performed
in their respective local currency without the
need to leave the country, and with book-entry
through the local broker,” meaning that inves-
tors from Chile, for instance, can buy Colombian
stock with their local pesos. For Peru’s growing
market, this has helped attract the sale of 3.79
million shares of the Lima Stock Exchange to
Mexican investors, thus paving the way for Mex-
ico’s integration onto the bourse. Likewise in the
financial sector, the Canada-based Bank of Nova
Scotia has recently confirmed its acquisition of
Citigroup’s operations in Peru, principally in or-
der to further boost its presence in the Alliance.

Another key achievement of the Pacific Alli-
ance has been to develop new forms of political
dialogue amongst its members. In May 2013,
the leaders “reaffirmed the ties of friendship,
solidarity and cooperation that exist between
their countries” by signing the Cali Declaration
which agreed to open shared Embassies in Gha-
na, Algeria, Morocco, and Vietnam, while urging
member states to continue developing joint-dip-
lomatic efforts. For its part, this has helped Peru
soothe an internal rift that has emerged with
Chile over a drawn-out spy scandal. Instead, in
December 2014 the four-member bloc pledged
to stand together on climate change and ex-
panding economic cooperation to other sectors.

One industry which Peru is particularly keen
on boosting is tourism, where out of the 33 mil-
lion international visitors to the region in 2014,
Peru received just over 3 million. In fact, con-
sidering Mexico has enjoyed the lion’s share of
tourists within the Pacific Alliance, with over 24
million visitors annually, the remaining mem-
bers have pooled their efforts by actively pro-
moting their leisure and hospitality potential
to each other’s markets. As such, in April 2014,
PromPeru, a public entity attached to the coun-
try’s Foreign Trade and Tourism Ministry, an-
nounced its participation on a joint “Pacific Al-
liance Workshop” designed to boost the cultural
and tourist appeal of the region.

Testament to the success of the Pacific Alli-
ance lies in reports that the organization is on the
brink of expansion, with Costa Rica and Panama
expected to join imminently. Nonetheless, as set
out in the Lima Declaration, what will be crucial
for existing members is that the integration pro-
cess is deepening in addition to widening. %
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Through cooperation with the
Americas and Europe, Peru
has emerged from the global
financial crisis as a surging
economy

Image: PromPeru
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EXCHANGE

OF IDEAS

What is Chile's position on the
convergence of Mercosur and
the Pacific Alliance (PA) trading
communities? What are the next
practical steps for maximizing
the process?

In the process of regional inte-
gration in Latin America, Chile
has emphasized "convergence
in diversity." Today’s world
is more complex, and coop-
eration and integration are
unavoidable if progress is to
result by successfully address-
ing the challenges of the glob-
al economy. Therefore, Chile
will encourage the exchange
of ideas between the PA and
Mercosur. A specific step in
this proposal of convergence
was the realization of the “Dia-
logue on Regional Integration:
Pacific Alliance and Mercos-
ur” seminar, held in Santiago
in November 2014. The next
step was to prepare a plan of
action for the PA and Mercos-
ur around a common agenda.

What is Chile's comparative re-
gional advantage in its relations
with the PA?

The PA represents an opportu-
nity to enhance the exchange
and economic development of
the countries located along the
Pacific. In that space, our con-
tribution is manifold. Chile
has an extensive network of
trade partners, having gener-
ated 24 agreements covering
63 markets. This network is
enhanced by the PA and in
turn serves to boost member
countries. The globalization
of the Chilean economy is
undoubtedly attractive to our

TBY talks to Michelle Bachelet, President of Chile,
on regional relations and the Pacific Alliance.

partners. For example, accu-
mulation of origin in the Pacif-
ic Alliance will allow Chile to
facilitate linkages and produc-
tive diversity, improving the
position of our region in glob-
al value chains. In addition,
Chile is an active participant
in organizations such as the
OECD, where it is recognized
for working on good practices
and international standards
for public policies, and APEC,
a regional technical coopera-
tion platform with more than
a three-decade relationship
with Pacific Rim economies.

The Pacific Alliance has
emerged as one of the region’s
most promising unions. How do
you plan to expand Chile’s con-
tribution to the Alliance and its
ability to work with neighboring
Peru to grow the region's ex-
ports?

Chile will continue to work
on strengthening the Pacif-
ic Alliance through the main
features of this mechanism of
regional integration, which are
the high degree of flexibility
and pragmatism. From con-
vergences between the four
countries, Chile will look to
achieve achievements cover-
ing issues that go beyond the
purely commercial sphere and
nonetheless have clear com-
mercial purposes. Likewise,
we are working to strengthen
technical cooperation with the
32 observer states by develop-
ing projects related to the pil-
lars of the PA (free movement
of persons, goods, services and
investment, and cooperation);

and looking to link these proj-
ects to the 18 existing tech-
nical groups, including the
newly established Education
and Mining Development.
Regarding working with Peru,
longtime we’re advancing in
the deepening of intraregion-
al trade, first through bilateral
trade agreement and then, in
the initiatives of the Pacific
Alliance and TPP. This will en-
courage the regional trade and
generate greater opportunities
for our investors.

TBY recently spoke with Gonza-
lo Alfonso Gutiérrez Reinel, Pe-
ru's minister of Foreign Affairs.
He expressed a desire to forge
closer ties with Asia. Trade with
Asia is one of the Pacific Alli-
ance's major goals; how is Chile
working to liberalize trade and
open new markets to Chilean
and regional exports?

Chile works to strengthen
trade and open new markets
and regional exports through
different areas: FTAs bilater-
al negotiation; participation
in the multilateral system via
the World Trade Organiza-
tion; and our incorporation
in plurilateral negotiations
such as the Trans-Pacific
Partnership Economic Strate-
gic Agreement (TPP) and the
Pacific Alliance. Additionally,
Chile favors that within the
disciplines negotiated in AP
and TPP, ones that go beyond
those traditionally addressed
in trade agreements, such as
competitiveness, regulatory
coherence, development is-
sues, trade facilitation, cus-

toms cooperation and export
window, SME, among others,
are included.

Chilean investors have made
strong investments throughout
the Peruvian economy in 2014,
and continue to drive domestic
growth. What is the future of
Chilean foreign investment in
Peru?

The growth projections of the
Peruvian economy are auspi-
cious, allowing anticipate new
opportunities for our invest-
ments in that country. Since
2000, direct Chilean invest-
ments in Peru have shown a
significant increase. Thus, in
December 2014, according to
figures in process, it totalizes
more than $15,800 million.
Regarding the investment
areas, the opportunities that
the Peruvian market offers the
services sector, in areas such
as construction, architecture,
engineering, mining, software
and information technology
can be highlighted. %

Michelle Bachelet has
been the President of Chile
since March 11th, 2014.
This is her second term as
President, having served
from 2006 to 2010. She was
previously the first Under-
Secretary-General and
Executive Director of UN
Women, and is a long-time
defender of women's rights.
She also holds ministerial
portfolios in the Chilean
government as Minister of
Defense and Minister of
Health. Michelle Bachelet
has been the President of
Chile since March 11th,
2014. This is her second
term as President, having
served from 2006 to 2010.
She was previously the
first Under-Secretary-
General and Executive
Director of UN Women, and
is a long-time defender of
women'’s rights. She also
holds ministerial portfolios
in the Chilean government
as Minister of Defense and
Minister of Health.
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What would be Costa Rica's
competitive advantage in its
contribution to the Pacific Alli-
ance and how would it benefit
from becoming a member?

Regional economic integra-
tion is an essential element
for our countries to progress
towards greater economic and
social development and better
quality of life. In this frame-
work, the Pacific Alliance
should be seen as an alterna-
tive to propel growth and de-
velopment, based on increas-
ing the competitiveness of the
economies concerned, and
a deep integration that tran-
scends the purely commercial
aspect. This initiative offers
the opportunity to establish
strategic partnerships that fa-
vor the development of invest-
ments, increase real and ef-
fective competition, improve
productivity and the compet-
itiveness of goods and ser-
vices, and facilitate commerce
between countries, fostering
better integration with other
regions. Costa Rica has closely
followed the Pacific Alliance
as it gradually approached the
initiative. As with other mem-
ber countries of the Pacific
Alliance, our country offers a
pro-business investment en-
vironment that we continue
to work on in order to improve

TBY talks to Luis
Guillermo Solis
Rivera, President of
Costa Rica, on joining
the OECD and how
key relationships
within the region are
helping to shape the
country’s future.

and strengthen. We coincide
in our end goal of promoting
a deeper regional integration
in order to achieve greater
growth and to promote great-
er closeness to other regions,
particularly Asia Pacific.

In 2013, the free trade agree-
ment between Peru and Costa
Rica came into effect. The treaty
reduced and eliminated tariffs
on specific products such as
precious metals and chocolate.
How has this agreement bene-
fited both economies until now?
The treaty with Peru came into
effect not thatlong ago, and so
it is early to make a concrete
analysis of its results. Howev-
er, recent commercial and in-
vestment figures confirm that
there is a growing tendency
toward consolidating in re-
gards to commerce with Peru.
The commercial exchange
between Costa Rica and Peru
has maintained a growing
tendency for the past decade.
It went from $20.4 million in
2003 to $60.1 million in 2013,
registering an average annu-
al growth of 18.9%. Prepared
foods, medicines, paper or
cardboard for recycling, caps
and plugs, covers for metal
containers, tires, rigid tubes
of vinyl chloride polymers,
homogenized preparations,
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joints or gaskets of vulcanized
rubber, machinery for clean-
ing, classifying and grading
seeds or other similar prod-
ucts are amongst the main ex-
port products from Costa Rica
to Peru. The number of Costa
Rican companies exporting
to Peru rose from 42 in 2009
to 70 in 2014. With regard to
direct foreign investment, the
period between 2007 and 2013
reached a cumulative amount
of $42.7 million. In 2013, the
real estate sector concentrat-
ed the total investment com-
ing from Peru, with a sum of
$5.5 million.

What could countries learn
from Costa Rica’s industrial re-
conversion program that would
help encourage exports through
free trade zones?

Free zones are a great appeal
for those who wish to invest
in our country. This system
offers a series of fiscal benefits
and competitive advantages
that characterize our coun-
try: the talent and value of
our workers, political stability
and a strategic location. The
attraction of direct foreign
investment is associated to
the promotion and diversifi-
cation of exports, the search
for improving and refining
products manufactured in the
country. The government of-
fers benefits and incentives to
companies and investors that
are interested in settling in the
country as long as they com-
ply with the requisites and ob-
ligations outlined in Law 7210.

Costa Rica will celebrate its
third summit of the CELAC at
the end of January. How has the
organization helped to foster
links between countries in the
region?

During the year that Costa
Rica had the temporary pres-
idency, we managed to agree
on 50 declarations during
the last semester. We also
had a very productive lead-
ership. We established effec-
tive mechanisms for dialogue
in the region and with the
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region’s partners, for exam-
ple our meeting with China.
During the summit, the com-
mitment to implement the
food security plan was con-
solidated in order to eradicate
famine by 2025 and a plan to
end illiteracy in the country
was generated. Working to-
gether in these processes will
be the key to success. The
Community of Latin Amer-
ican and Caribbean States
(CELAC)’s voice has to be
heard and valued in the inter-
national arena, contributing
new experiences to influence
fresh results. What is at stake
concerns us all. It is about the
development agenda that will
guide humanity till 2030. CEL-
AC’s value is in its provision
of a medium for dialog and
the influence that we manage
to have in our political inte-
gration and in the ability to
conciliate positions in diverse
and necessary matters such
as the environment, human
rights and nuclear weapons.
In maintaining these scenari-
os and in working together lies
our vision for our continent’s
future. %

Luis Guillermo Solis Rivera
studied History at the
University of Costa Rica
and completed his Master's
in Latin American Studies
at Tulane University. He
has held various academic
positions, both in Costa
Rica and the United States,
and has worked at the
Latin American Faculty of
Social Sciences, the Ibero-
American Secretariat and
the Foundation of External
Services for Peace and
Democracy.
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Latin America stands at an
important crossroads. After
a remarkable two decades of

economic, political, and so-
cial renewal, the region today
faces an extended slowdown
in a global setting of mediocre
growth. The immense poten-
tial of this diverse region has
become tangible, but so too
have the formidable challeng-
es that lie before it, which is
why the IMF/World Bank An-
nual Meetings in Lima later
this year occur at an important
moment.

The representatives of the
IMF’s 188 member nations
traveling to Lima are well
aware of the issues facing Lat-
in America. Among the most
pressing is the need to develop
new growth drivers now that
the boom in global commod-
ity markets has receded. This
challenge can and will be met.
But selecting the right path to
renewed growth and prosperi-
ty requires a harnessing of the
collective will and creativity of
the people, and of the policy-
makers who serve them.

At this critical juncture, it
is therefore more important
than ever to foster growth that
isinclusive, balanced, and sus-
tainable.

After decades of stagnation,
Latin America’s middle class
has been growing in size and
confidence, expanding by
about 50% since 2003. Much of
this can be attributed to a re-
duction in income inequality,
through, among other means,
rising minimum wages.

Unfortunately, despite this
progress social indicators re-
main weaker and inequality
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crossroads

Christine Lagarde, Managing Director of the
International Monetary Fund (IMF), on the
challenges facing Latin America and how the

IMF can help.

higher than in comparable
regions. And so with growth
in the region slowing for a fifth
consecutive year, there is a risk
of losing some of the social
gains achieved in recent years.

For example, the rising ex-
pectations of Latin America’s
middle class are bumping up
against shortcomings in the
provision of public services.
While specific concerns may
vary across countries, surveys
show that many people share
a general discontent over
corruption and poor govern-
ment accountability.

This is a loud and clear call
for action, and many govern-
ments in the region are work-
ing hard to improve public
services. They have launched
initiatives to increase the
quality and reach of public ed-
ucation, broaden the system
of social protection, and ex-
pand equitably the public rev-
enue base. All this and more is
needed to create a more inclu-
sive and stronger society.

Moreover, many countries
need to significantly improve
their infrastructure networks.
High logistics and freight
costs hinder Latin America’s
integration into global value
chains. This underscores the
need for more investment
and greater regional collabo-
ration in energy, transporta-
tion, and IT, in order to raise
the economic prospects of
the region.

And given the current chal-
lenges, Latin America certain-
ly needs to increase econom-
ic and financial integration to
lift the potential growth of the
entire region.

This would boost regional
trade, but there are a host of
other issues that could also
benefit from a greater will-
ingness to reach across bor-
ders and to learn from each
other. This is what we hope
the October meetings will
bring. Policymakers could
cooperate more on topics
such as labor, security, en-
ergy, the environment, and
competition, to name a few.

The idea of cooperation
and multilateralism is, of
course, at the heart of the
IMF’s work. The fund was
set up 70 years ago to help
its members prevent eco-
nomic and financial crises
and to provide badly needed
financing should they oc-
cur. The fund is also helping
low-income and transitional
countries gain a foothold in
the global economy, and is
working behind the scenes to
build capacity and resilience
through technical assistance.
And we are always striving to
provide timely and well-tai-
lored policy advice and tech-
nical assistance to our mem-
bers in this region.

The Lima Annual Meet-
ings will provide a forum
for global policymakers to
speak with each other about
such critical issues. They
provide an opportunity of
finding a strong and com-
pelling voice to inspire the
people of Latin America,
and help unlock the poten-
tial of this immensely rich
and diverse region. We at
the IMF are looking forward
to hosting and participating
in this discussion. %

Christine Lagarde
graduated from law

school at University Paris

X and obtained a Master's
degree from the Political
Science Institute in Aix

en Provence. After being
admitted as a lawyer to the
Paris Bar, Lagarde joined
the international law firm

of Baker & McKenzie as an
associate. A member of the
Executive Committee of

the Firm in 1995, Lagarde
became the Chairman of the
Global Executive Committee
of Baker & McKenzie in
1999, and subsequently
Chairman of the Global
Strategic Committee in
2004. Lagarde joined the
French government in June
2005 as Minister for Foreign
Trade and in June 2007 she
became the first woman

to hold the post of Finance
and Economy Minister

of a G-7 country. In July
2011, Lagarde became the
eleventh Managing Director
of the IMF—the first woman
to hold that position.
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What are the primary tasks un-
dertaken by UNASUR?

Ours is a young organization
that brings together all po-
litical players of the region
and streamlining the proj-
ects taking place. Among the
most important projects we
handle is the convergence
of all regional projects tak-
ing place, including Mer-
cosur, the Pacific Alliance,
and ALBA countries, among
others.

What are the main differences
between the construction pro-
cesses of the EU and UNAS-
UR?

We start off from a different
point of view; as a region, we
have a common language
and history, as well as a sim-
ilar geography and condi-
tions. We are the fourth larg-
est economy in the world and
we started building this on
the common regional identi-
ty the countries in the region
display. We have common
regional projects within the
infrastructure, connectivi-
ty, and institutionalization
fields, among others.

The Banco del Sur aims to
become the main financial in-
stitution in the region. At what
stage of development is the
bank today?

One of our main objectives
is to financially strengthen
the region through sever-
al tools such as the Andean
Development Corporation,
the Latin-American Reserve
Fund, the Mercosur Infra-
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TOGETHER

TBY talks to Ernesto Samper Pizano, Secretary
General of The Union of South American
Nations (UNASUR), on the importance of

the Union, its priorities, and Ecuador’s vital
contributions to its projects.

structure Fund, and the
Southern Bank. This proj-
ect has developed at a slow
pace, but has already estab-
lished its directory. I believe
it will play a key role in le-
veraging the resources of the
region. We also have several
alliances with other interna-
tional finance organizations.
Our aim is to co-finance in-
frastructure projects in the
region. UNASUR has a list
of 32 priority infrastruc-
ture projects, of which we
will co-finance seven. The
main feature of these proj-
ects is that they involve at
least three countries. For
example, there is the high-
way from Caracas to Bue-
naventura through Bogotd
and the railway connection
from Southern Chile to the
central railway corridor in
Bolivia. Our other priority in
the social field is inclusion,
and in the political sphere
it is social participation in
political processes, while in
the economic arena our pri-
ority is to create regional val-
ue chains . We are a region
sharing the benefits of our
land—oil, gas, agriculture,
and so forth. To begin add-
ing value to our resources we
have several infrastructure
and connectivity projects
such as a common fiber op-
tic network that will have a
submarine connection with
Europe. This project will be
completed within five years.
We also work on competi-
tiveness through the use of
cutting edge technologies.

How would you assess the new
defense policies that UNASUR
is keen to implement in the re-
gion through this school?

In April 2015 we established
the South-American De-
fense School, which aims
to achieve a higher level of
regional security. We work
towards common security
and defense policies regard-
ing several risks as climate
change and in order to pro-
mote sustainability, and bio-
diversity, as while we are a
wealthy region, we also stand
to suffer considerably from
such threats. The curriculum
is also concerned with civ-
il security. The school is the
best example of the regional
commitment to tackle such
issues from a common per-
spective. With the creation of
the South-American Defense
School the region goes from
the conflict hypothesis to the
trust hypothesis.

Peru has repeatedly expressed
its interest in developing a dis-
pute resolution body within
UNASUR that could serve as an
alternative to the CIADI. What
is the status of this effort and
how could it benefit UNASUR
countries?

The initiative has already
achieved virtually 100% con-
sensus. I would speculate that
current dispute resolution
mechanisms are obsolete and
uniformly result in litigation.
We have a completely differ-
ent approach that instead
prioritizes consensus. Natu-
rally, too, we understand the

need to balance national and
personal interests where dis-
putes arise.

You recently met with Peru's
President Humala. What was
the outcome of that meeting
and how did it contribute to re-
gional integration?

President Humala has two
focuses within UNASUR: so-
cial inclusion and the ties be-
tween the private sector and
UNASUR. Meanwhile, we are
due to host the Internation-
al Energy Forum in Quito in
September 2015. The main
players of the energy indus-
try in the region will take part
in this event to build bridges
between the industry and
UNASUR. President Humala
believes in the strategic im-
portance of such events. %

Ernesto Samper Pizano,
the Secretary General of
Union of South American
Nations, was President

of Colombia from 1994

to 1998. He has held
various executive positions,
including Ambassador

to the Assembly of the
United Nations in 1983

and Minister of Economic
Development from 1990

to 1991. He studied Law
at the Javeriana University
of Colombia and later
obtained a Master's Degree
in Economics. Pizano has
received several national
and international awards,
including the Grand Cruz
de Boyaca, (Grand Cross
of Boyaca) in Colombia,
the Orden del Libertador
Simon Bolivar, (Order of the
Liberator Simon Bolivar) in
Venezuela, among others.
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Arequipa was well placed to
exploit the commodities super-

s Peru’s economy
overexposed to its
volatile neighbors
and trading part-

ners, and what measures and

factors might insulate the
emerging market from ex-
ternal downward pressures?

A recent IMF study found

that expectations for Latin

American economies are

strongly affected by Chinese

economic performance. The
study found that exchange
rates of commodity export-
ers in countries such as

Brazil, Chile and Colombia

lurched following the release

of key economic indicators.

In Peru this tendency was

muted, reflecting its fre-

quent exchange rate inter-
ventions and the fact that
its exports to North America
exceed those to China—even
if that margin is slim. That
said, Peru’s top five exports
are all commodities, and
with other regional econo-
mies circling the drain, the
public and private sector
will need to act in concert to
keep the sol shining.

Peru’s economy generat-
ed its share of press as the

. e . . . . .
with fiscal challenges, and Inclusion, on improving the cycle when minerals mined
economic diversification. welfare of Peruvians. there commanded record prices.
- REVIEW j

In 2015, Peru is looking to reclaim its impressive growth rate of the last
decade. Thanks to strong fundamentals and government stimulus, the
economy is projected to grow by 4.2%, and shake off last year’s slump.
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It's not just metals and energy
any more, niche products like quinoa
are gaining a rabid following abroad,
and Peruvian agricultural exports are
rising fast.

regional economic picture
turned sour, and the de-
mand for its primary ex-
ports—gold, copper, petro-
leum, and lead—declined,
in conjunction with a global
downturn. Unlike its re-
gional counterparts how-
ever, the outlook was not
all doom-and-gloom, and
neither were those for coun-
tries like Colombia, Mexico,
and Chile. When compared
to sagging—or even con-
tracting—economies  such
as Brazil and Argentina two
disparities became apparent.
First, member of the former
group were all part of the Pa-
cific Alliance, a trade group
that Peru co-founded and
joined in 2012. This alliance
promoted free trade, but it
was a uniting characteristic
of the member states that
underpinned their excep-
tional performance—their
commitment to free trade
and the rule of law.

In the 1990s, Peru under-
took a series of extensive
reforms prior to the bulk of
its commodity boom that set
the stage for diversification,
FDI, and transnational inte-
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Peru is one of the
world’'s most closely
watched emerging
markets, thanks to a
history of economic
stability, regional and
global potential, and a
5.6% average annual

gration with economies that are bucking the
current downturn such as the US and Cana-
da. According the Peterson Institute, Pacific
Alliance countries have gripped an increasing
share of the US FDI to Latin America, garner-
ing 62% of the $27.4 billion total in 2013, up
from 55% of the $31 billion total from 2010.
Peru is one of the most important econo-
mies in Latin America. Its diverse climate,

FLMER CUBA

large territory, vast natural resources, and GDP %ZOWth over the
Partner and Director, skilled workforce, not to mention high aca- past 14 years.
Macroconsult demic standards, make it a solid long-term

prospect. This builds on a solid economic
and industrial background, including the
aforementioned reforms. Peru is one of the
world’s most followed emerging markets,
thanks to a history of economic stability and
a 5.6% average annual GDP growth over the
past 14 years.

Peruvians are notable for their productivity
and entrepreneurship. Carlos Eduardo Polo
Parada, the General Manager of Inversiones
La Cruz described the Peruvian disposition
succinctly when he told TBY that, “the Peru-
vian man is one of the best entrepreneurs of
the world. When a Peruvian starts a company,
he usually starts as an informal one, and once
the company grows, he starts the formaliza-
tion process, paying taxes, and accruing cred-

In the labor sector, the ability to hire
and fire is fundamental, and a lack

of flexibility will create new jobs, but
informal ones. That is a problem,
because those workers have no rights,
vacation, retirement plans, insurance,
or healthcare security. Congress and
the government need to create a
flexible labor market. Moving toward a
formal economy with regard to labor
market reforms will change industrial
organization, and interest rates will
follow.*

*Read the full interview at thebusinessyear.com

L
yel

&€ cenTRUM

GRADUATE BUSINESS SCHOOL
PONTIFICIA UNIVERSIDAD CATOLICA DEL PERU

IMPROVE THE LEADE.R wiTHIN YOU

wi

LEE HECHT
HARRISON

centrumX.com | Soem

s

The only Business
School in Peru with
Triple Crown and one
of 69 schools in the
world with these three
accreditations.

Presence in Colombia,
Ecuador, and thirteen
cities in Peru: Lima,

Piura, Chiclayo, Truijillo,

Cajamarca, Huancayo,
Tarapoto, Ica, Cusco,
Arequipa, lquitos,
Pucallpa, and Tacna.

All of our programs
offer double
international

certification and
include study trips and
visits to overseas
businesses.

Only school with
graduate-level and
executive education

MOOC (Massive

Open Online
Courses) programs.

Only one with Lee

Hecht Harrison -

DBM service and
office on campus for
career management.

WE CRAFT SOCIALLY RESPONSIBLE STRATEGIC-MINDED LEADERS

Our graduates belong
to a professional
network of worldwide
success (Beta
Gamma Sigma).

TRIPLE CROWN WORLDWIDE ACKNOWLEDGED BY TRIPLE ISO

(o AMBA AssOSiATION

FT

FINANCIAL
TIMES.

Verified b
& Accreomed g

a LRQA
Mencion 150 26000

INTERNATIONAL ACCREDITATIONS INTERNATIONAL CERTIFICATIONS


http://www.centrum.pucp.edu.pe/es/index.php

*Read the full interview at thebusinessyear.com

Peru has a diversified
manufacturing matrix

PATRICK WATSON
Director, Latin America, I-DEV
International

To be profitable in Peru, you need to
achieve economies of scale. There are
many densely populated communities
in Peru that are not located in the major
cities that can provide this.”

it. These factors make Peru an excellent des-
tination for foreign investment.” Mr. Parada,
and others like him are working to get financ-
ing to small-time entrepreneurs who make up
a significant portion of the national economy.
In fact, a large part of Peru’s potential lies in
these informal operations. By funding and
formalizing them, these firms could well be
the catalyst of future innovation and growth.

Of course Peru is not immune to external
conditions and expectations are well ground-
ed. At an event in Lima in March 2015, Pe-
ru’s Finance Minister Alonso Segura said
additional fiscal stimulus measures were

[ Economy]

not required to revive growth after the 2015
forecast for economic growth was cut for the
second time in two months. During the ini-
tial months of 2015, the official forecast was
downgraded from 5.0%, to 4.8%, before set-
tling at a pragmatic 4.2%.

But after last year’s battering—an anemic
2.4%—even these numbers were music to the
ears of Peruvian businesses looking to return
to the halcyon days of the last decade. Plus,
there are incentives. Fiscal stimulus in 2015
will be the equivalent of 1.8% of GDP, which
will be double the government’s investment in
2014’s economy.

Financial institutions seem to concur with
Mr. Segura. Bloomberg Business calculates
that the country will grow by an estimated
4.3%in 2015. In February of the same year, US
President Obama announced that Peru was
the “envy” of the world, thanks to impressive
economic growth and poverty reduction.

Peru’s economic fundamentals explain
why it has been so successful at attracting
foreign investment over the last decade and
a half. GDP in 2013 reached $210 billion,
with GDP per capita at $6,797. At PPP, GDP
was $11,149, comparable to more developed
Eastern European markets, and outstanding
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ELEONORA SILVA
Director, Peru CAF —
Development Bank
of Latin America

What is CAF's position on
micro finance and what is your
involvement?

Peru has a very well structured
system of financial institutions
that support MSMEs, and we
have provided them with equity
from the outset, as well as with
subordinated capital, credit
facilities, and different initia-
tives geared towards stronger
governance. We also have micro
programs geared toward people
in secluded areas that have no
knowledge whatsoever of finan-
cial instruments or institutions.

How do you support niche
exports, and the agricultural
sector and its infrastructure
projects?

Many products that are being
exported from the region of La
Libertad are possible because
of the Chavimochic irrigation
project financed by CAF .

CAF is also involved in Olmos
Trans-Andean Project. The first
stage was completed last year,
and there are already private
investors beginning to devel-

op the area. The project has
attracted interest from different
agro-industrial groups, from
Peru itself and abroad, and is a
work in progress. We also work
with the Peruvian government
in the design of the city that will
accompany the Olmos Project.
This is a sandy and remote area,
but with projects of this nature
you expect people to move in
seeking training and new oppor-
tunities. The government sees
this as an opportunity to build a
new city that will accommodate
these individuals and families.*
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considering Peru’s recent economic launch.
Total public debt for the same year was a
manageable 18.1% of GDP with minimum
wage a low, but manageable $268 per month.
Economic growth is putting upward pressure
on wages, but even at double the rate, Peru’s
manufacturers are a competitive alternative
to Chinese and other Asian producers. As the
local and regional markets grow, the country
will be at a competitive advantage.

The country’s economy is the product of
realistic monetary and fiscal policies insti-
tuted in the 1990s and onward. Over the last
two decades, policy makers have worked to
reduce the debt level from 32.3% of the GDP
in 2006 to an estimated 17.2% in 2014, and
ensured consistent fiscal surpluses—an esti-
mated 0.6% and 0.1% of the GDP in 2013 and
2014, respectively. Meanwhile, the country
has promoted the liberalization of the goods
and labor markets. Successive administra-
tions have opened up trade through interna-
tional trade agreements, FDI, and access to
the country’s rich natural resources. A grow-
ing market and domestic consumption, and
a developing financial sector are driving this
growth. These trends are reflected in a 5.2%
increase of private consumption in 2013 over
the previous year. Private consumption is ex-
pected to rise another 5.4% in 2015.

According to the IMF, Peru is only the
world’s 52nd largest economy by GDP. Despite
its ranking, the country has some standout
exports that put it squarely on the map. Peru
isn’t fishing for compliments, as they have

bigger fish to fry; exporters have fought hard
to establish their products in a variety of sec-
tors. According to an EY report, in 2012, Peru
was the world’s top producer of fishmeal, with
$1.341 billion worth of this fishy stuff export-
ed in 2013. $408 million worth of fresh aspar-
agus was flown across the globe in the same
year. They are also the world’s second-largest
producer of artichokes, reeling in revenues of
$85 million. New areas of cultivation in Piura,
Lambayeque, and La Libertad are also angling
for a share of fresh grape exports ($428 million
in 2013 and up 152%). Peruvian farmers have
snagged a piece of the coffee market as well
($1.013 billion in 2012), and avocados ($137
million in 2012). Quinoa also nets some seri-
ous capital, and is flying off the shelves in yup-
pie supermarkets across the world. In 2013,
Peru exported $72.2 million worth, represent-
ing a 132% increase over 2012. Meanwhile,
exporters are always trawling for new markets
and, as the saying goes, there are plenty more
fish in the sea.

According to the U.S. State Department,
Peru ranked third in the world in 2012 in the
production of silver, copper, tin and zinc, and
came in fourth place for mercury and molyb-
denum, fifth for lead, and sixth for gold. The
country can also count on large deposits of
iron ore, phosphates, manganese, petroleum,
and gas. Peruvian copper mostly makes its way
to China and Japan, while its gold is export-
ed to Switzerland and Canada. For zinc and
silver, China and South Korea are the largest
markets. %
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Peru’'s GDP growth slowed to 2.4% in 2014, the
lowest since the financial crisis. What fiscal
measures can the government use to stimulate
growth over the coming year?

The current market and multilateral agency
forecasts predict that Peru will lead growth
among the LA6 economies (Brazil, Chile, Co-
lombia, Mexico, Peru, and Uruguay) in 2015,
amid challenging international headwinds.
According to the April 2015 survey by Consen-
sus Forecasts, Peru accelerated from 2.4% in
2014 to 3.7%, followed by Chile (from 1.8% in
2014 to 2.8 %), and Mexico (from 2.1% in 2014
to 2.9%). Colombia decelerated from 4.6% in
2014 to 3.4%. We expect that primary GDP will
contribute with 1.2 percentage points to eco-
nomic growth in 2015, while fiscal policy will
contribute 1 percentage point. Peru is using
various tools to stimulate aggregate demand,
such as an expansionary 2015 Public Bud-
get, tax reduction for firms and households
of 0.7% of GDP, Public Financial Manage-
ment (PFM) measures to flatten the learning
curve of incoming subnational authorities in
order to accelerate public spending at a sub-
national level, and easing the pass-through
from international oil price reduction to do-
mestic prices. The country will also increase
the amount of resources allocated for public
infrastructure maintenance in subnation-
al governments to 0.2% of GDP, and issue
sovereign bonds to finance prioritized pub-
lic investment projects and other additional
measures to increase public spending. The
government has recently proposed measures
to boost private consumption with a poten-
tial economic impact of 0.7% of GDP, and

L OOKING up

TBY talks to Alonso Segura Vasi, Minister of
Economy & Finance, on dealing with fiscal
challenges, economic diversification, and the
use of PPPs to offset the infrastructure gap.

temporary exemption on social security and
pension contributions for salaries. The tem-
porary availability of a fraction of the Unem-
ployment Insurance Deposits Surplus (CTS)
extension of measures on fuel price stabiliza-
tion frameworks will also help, in addition to
a price range system for selected agricultural
imports, which has already been approved by
Supreme Decree.

What steps is the government taking to encour-
age economic diversification and reduce de-
pendence on commodities?

The IMF has cut its GDP growth forecast
for 2015 for the world and much harder for
EM, with the biggest revisions made for Lat-
in America and the Caribbean from 2.2% in
October 2014 to 0.9% in April 2015. Peru has
considerable mineral reserves and commod-
ity potential, and is one of the leading coun-
tries for mining in the world. In Latin Amer-
ica, it is the number one gold producer and
the second copper producer. The sector ac-
counts for 12% of GDP and represents 55% of
total exports. Despite the current metal price
shock, the mining sector will remain one of
the key engines of the Peruvian economy,
while the introduction of new projects such
as Toromocho, Constancia, and Las Bambas,
as well as extensions such as Cerro Verde will
bring more production and new investment
opportunities. To reduce the dependence on
mining for fiscal revenue, the Peruvian Gov-
ernment has been working to broaden the tax
base and increase the number of taxpayers
and offset the fall in metal prices since 2011.
In addition, the new macro fiscal framework

Alonso Segura Vasi studied
Economics at Pontificia
Universidad Catdlica del
Peru, and has a master's
degree and doctoral studies
in economics from the
University of Pennsylvania in
the US. Even before taking
office, he served as Chief of
Cabinet of Advisors of the
Ministry of Economy and
Finance, as Chairman of

the Special Committee of
Public Investment Projects
of the Agency for Promotion
of Private Investment —
ProInversién, and Director
of the Development Finance
Corporation (Cofide). He
had previously served at

the Economic Research

and Investment Strategy
Credit Bank of Peru, and

as advisor to the Executive
Director for the Southern
Cone Chair and officer in the
Fiscal Affairs Department of
the International Monetary
Fund, among others.
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is separating public spending from the vola-
tility of commodity prices. The influence of
resource-related revenues in the planning
of public spending was lowered through this
new macro fiscal framework. With this new
institutional framework, fiscal policy is in line
with international best practices for com-
modity-exporting open economies. In Peru,
the process of industrialization continues be-
yond the extractive industries. For example,
in the non-traditional sector, between 2000
and 2014 the number of products exported at
a value of at least $10 million has increased
fourfold from 35 to 144 products. In the same
period, the chemical industry recorded a
fivefold increase in the export of medicines,
perfumery, and personal care products. In
addition, between 2002 and 2013 the number
of destination countries increased from 145
to 174, and the number of exporting compa-
nies increased from 4,513 to 7,782. Finally,
over the past decade, the total contribution of
productivity to potential GDP growth was 2.4
percentage points.

Peru has been praised in recent years for its
pro-business reforms. What do you see as the
next steps in this regard, and what longer-term
reforms are necessary?

We are aiming to standardize the tax system
to OECD averages and reduce excessive tax
related costs, streamline procedures and
eliminate obstacles and other “transaction
costs” for the investor, to boost investment,
productivity, and employment, and to in-
crease predictability regarding regulatory
costs. Also, Peru’s accession to the OECD will
serve as a trigger for structural reforms. Peru
is already part of the OECD’s Country Pro-
gram. The OECD established Country Pro-
grams as a new instrument for supporting
dynamic, emerging economies in designing
their reforms and strengthening public pol-
icy. In November 2014, the OECD’s Foreign
Affairs Committee unanimously approved
Peru’s Country Program 2015-2016. The
working areas of the program include bar-
riers to economic growth and development,
public governance, and the improvement of
the institutional environment, strengthen-
ing transparency and fighting corruption,
and fostering human capital and higher pro-
ductivity.

What steps is the government taking to encour-
age SMEs to integrate into the formal financial
system?

Peru recognizes the importance of SMEs in
the growth and economic dynamics of the
country. In this regard, the various policies
aim to minimize the asymmetries and distor-
tions in the market with regard to access to fi-
nancing and the resolution and mitigation of
information problems and transaction costs,
among others. The main measures include
strengthening of the Alternative Securities
Market, the Micro, Small, and Medium Enter-
prise (MSME) fund.

The Alternative Securities Market has also
been strengthened, and in June 2013 the regu-
latory framework was improved with the pass-
ing of a law to promote the entry of new issuers
and improved market efficiency, which has en-
abled companies to access longer and medium
term funding at lower costs. It should be noted
that this market targets small and medium en-
terprises with the ability to issue debt or equity
capital in the capital market, with lower costs
and fewer requirements than larger companies.

Peruis cited as having an infrastructure gap of be-
tween $30-80 billion. What role can fiscal policy
play in accelerating infrastructure development?

Peru is actually working to boost investment
to reduce the infrastructure gap through the
increased use of Public Private Partnerships
(PPPs) to finance infrastructure projects, sub-
ject to an ex-ante evaluation of underlying fis-
cal risks, the strengthening of inter-institution-
al governance for investment, and unlocking of
infrastructure projects delayed by red tape and
permits. The Ministry of Economy and Finance
together with Proinversién have established
mechanisms for technical assistance to public
entities. The Ministry has control over the fiscal
implications of every PPP contract. Additional-
ly, the definition of PPPs has been expanded
to other services related to public services and
infrastructure, as well as to projects in the field
of applied research and technological inno-
vation. There is also a better definition of the
term “cofinancing,” which today refers to any
use of public resources and involves the opera-
tion phase of the project. Today, investors have
the opportunity to submit what we call “Co-fi-
nanced Unsolicited Proposals” during the first
45 days of each calendar year. %
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What were the core factors be-
hind the establishment of the
Ministry of Development and
Social Inclusion?

We focus on five main areas;
child nutrition, early child
development, integral child
and teenager development,
economic inclusion, and
protection of senior citizens.
Effectively, these pillars cov-
er the entire cycle of life.
One of the keys of our suc-
cess resides on the synergies
between ministries to make
sure we efficiently impact on
people’s lives, making sure all
parties contribute to achiev-
ing this nationwide goal. One
clear example of this is school
meals, which we changed to-
ward a more approachable
strategy based on providing
improved food to all public
schools based on what is cur-
rently in the market, rather
than what had been deter-
mined as the staple for such
meals. The program is Qali
Warma and reaches more
than three million children
nationwide. We started from
the rural parts of the coun-
try, expanding to the main
cities. We expect to reach 3.6
million children in the near
future, which would mean all
public school pupils in Peru.
At the same time, our govern-
ment has managed to reduce
extreme poverty; when we
took office extreme poverty
was at 6.3% of the population,
but by 2014 had dropped to
4.3%. According to the World
Bank, when a country reach-
es 3% of extreme poverty,
it is considered to be eradi-
cated. We have in place two
programs to combat extreme
poverty; “Together,” based
on conditioned monetary

ETHING
for everyone

transfers, and “Pension 65,”
targeting retired people in
extreme poverty. We transfer
$61.95 and $76.82, respec-
tively, every two months. In
general terms, in 2011, when
we assumed office, poverty
rates were at 27.8%, while to-
day it has declined to 22.7%.
Furthermore, chronic malnu-
trition among children was at
19.5% in 2011, whereas it now
stands at 14.6% and our goal
is to further reduce this fig-
ure to 10%. We also consider
it essential for all Peruvian
households to have the basic
amenities of water, drainage,
electricity, energy, and tele-
phony. We have improved
indicators in these fields, too;
the national average access to
these services was at 60.5% of
Peruvian households, where-
as now we are at 66.3%.

What does the Ministry do to
make sure people moving out
of extreme poverty have eco-
nomic opportunities beyond
social assistance?

Another of the programs we
have in place to fight poverty
is Haku Wifiay, which is based
in the generation of economic
opportunities. For example,
families in extreme poverty
are given a piece of land to
enable self-sufficiency. We
also provide them with train-
ing on farming and irrigation
techniques, how to use fer-
tilizer, and more, so they can
become efficient at producing
agricultural goods, creating a
production surplus for sale.
This enables families to first
have regular income and sub-
sequently, a permanent one.
This is a crucial element to
ensure that families rise out of
poverty sustainably.

{ Economy }

TBY talks to Paola

Bustamante

Sudrez, Minister of
Development and
Social Inclusion, on
improving the welfare
of Peruvians and how
the private sector is
helping in this regard.

Paola Bustamante Suarez is
a lawyer by profession with
a degree from Universidad
San Martin de Porres and a
MPA from Universidad de
Alcala de Henares, Madrid.
She also holds a doctorate
in Political Science from
Universidad Auténoma de
Madrid. She has extensive
work experience in advisory
and high-level management
in the public sector and in
international negotiations,
as well as in the design and
implementation of social
programs and projects.

As a public servant, she
began working as Minister
of Women and Human
Development in 1997.

She has also served as
Vice-Minister of Promotion
of Employment and Vice-
Minister of micro and small
enterprises at the Ministry
of Work and Employment
Promotion.
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Founded in
2011 to
coordinate the
various efforts

of Peru's other
ministries

in terms of
development and
social welfare

What role does the private sec-
tor play in the Ministry's efforts
to close social gaps?

All economic sectors play an
important role in our efforts to
reduce poverty and promote
social integration. For exam-
ple, the private sector plays
a key role in the Qali Warma
program. We buy food in the
market and this program has
an annual impact in the na-
tional economy equal to $430
million. We also have the Cuna
Mas project, addressing chil-
dren up to three years of age,
which sources food from the
private sector. These two pro-
grams have a huge impact on
the national economy in terms
of enabling greater production
by local producers for an an-
nual amount of around $123
million. We have also boosted
the purchase of healthy food,
opening an entire new market
in the country. This is a great
opportunity for the private
sector, including foreign in-
vestment. The private sector
and foreign investment also
have an opportunity in terms
of contributing to closing so-
cial gaps in society; sanitation,
drinking water, electrical ener-
gy, and so on are all areas that
can be invested in. We need
to highlight this as Peru has a
very varied geography and we
need to reach rural areas. The
private sector also plays a key
role in the financial integra-
tion process. ¥
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TBY talks to

Carlos Herrera,
Executive Director
of Prolnversion, on
success in attracting
money from abroad,
FTAs, and upgrades
in the country’s
credit rating.

OPPORTUNITY

Peru is one of South Ameri-
ca's top economic perform-
ers. How do you attract for-
eign investment?

Foreign and domestic in-
vestment have been some
of the main factors behind
growth since the early 1990s.
The Peruvian economy has
been improving since the
early 1990s, when economic
reforms began to take effect.
At that time we embarked
on a process to attract for-
eign investment, outlining
the main rules regarding the
treatment of foreign invest-
ments. Foreign investors are
treated in the same way as
Peruvian investors, so this
attraction of foreign invest-
ment began with the pri-
vatization process in Peru,
when we opened several sec-
tors such as mining, financ-
ing, power generation and
distribution, and many other
sectors that were previously
only in the hands of nation-
als, or even in the hands of
the state. This process was
improved during the 2000s,
when Peru decided to pro-
mote the participation of
private investment in infra-
structure and public services
through PPPs. The Peruvian
Investment Policy was con-
solidated by the negotiation
of Free Trade Agreements
(FTA). The first FTA that Peru
concluded was with the US,
and with this agreement we
just consolidated the open
policy for foreign investment

and we turned to a stable and
predictable policy for foreign
investors. The investment
chapter of the US-Peru FTA
formed the basis of the sub-
sequent 16 additional FTAs
that we have negotiated and
which are already being en-
forced. The main reason be-
hind the expansion of foreign
investment in Peru is the sta-
bility of economic policy and
of our investment laws.

Prior to his current
position, Carlos Herrera
served as director of
investor services in the
same institution. Other
positions have included
administrative roles in the
Ministry of Economy and
Finance from 1973-2002,
and secretary general of
the National Investment
and Imported Technology
Commission (CONITE) from
1991-2002. He originally
studied economics at the
Universidad San Martin de
Porres.

Over the past two years alone,
both Moody’s and Dow Jones
have upgraded Peru’'s credit
rating. What new investments
are on the horizon?

In recent months we have
experienced a slowdown in
the economy. In the com-
ing year there will be several
important mining projects
and some significant infra-
structure projects that will
also begin the construction
phase. Regarding infrastruc-
ture, there is an irrigation
project being undertaken in
the North, a second line of
the Lima metro, and a gas
pipeline in the southern part
of Peru. Regional airports
around the country will also
be renovated and expanded,
probably in the third quar-
ter of the coming year. Two
thermal power plants in the
south of the country will re-
ally expand the dynamics
of the economy. We expect
a GDP growth rate of about
5.5-6.3% over the coming
years, partly due to these
projects.

Do you think that in the long-
term prices need to return to
their former levels in order for
Peru to continue growing as
before? Can infrastructure fill
that gap?

Infrastructure is the foun-
dation of the nation’s pro-
ductive potential. In the fu-
ture, Peru will not depend
as much on the price levels
of minerals. A major goal is

to diversify the export base
and one of the most import-
ant areas is agribusiness.
The irrigation project of
Chavimochic in the northern
coastal region of the coun-
try will incorporate around
60,000ha of new land for
agribusiness. Together with
that, in the southern part of
the country, there will be a
further 35,000ha of land also
incorporated through anoth-
er irrigation project. The gas
pipeline being constructed
in the southern part of the
country will bring gas to two
power plant projects that
have already been awarded
and will provide energy for
the development of import-
ant mining projects in that
zone. In addition, natural gas
may also allow for the devel-
opment of petrochemicals.

Over the coming years Peru is
expected to regain its growth
rate, at least to some degree.
How will Proinversién contin-
ue to encourage investors to
come to Peru and stay here for
the long-term?

We have a particularly sta-
ble economic policy that
we will continue pursuing.
Clear rules allow you for the
planning of your business.
Something that has helped
us hugely is the way we have
consolidated all the poli-
cies in our FTAs, and have
a wide range of investment
opportunities, not only in
mining, but in food produc-
tion, tourism, and now pet-
rochemicals. We will proba-
bly also talk about forestry in
the coming years to promote
Peru an export platform, the
country is working to be a
regional hub to connect the
South American region with
the Asia Pacific economy. %



A dream
made redlity...

The Asociacion Mutualista de Oficiales de la Policia Nacional del
Per(, also known as AMOF-PNP, is a private organization of
police officers and other personnel working within the Policia
Nacional del Perd. Our work program is reflected in strategic
directives that promote our institutional mission, which is to
contribute to the wellbeing and improve the quality of life
of our associates.

[/ ] 1]

WEEE Ny

|

The management principles of the association are drawn from
our corporate values, and have a business focus with the
objective of positioning ourselves as one of the best among our
competitors. To achieve this, we have a team that actively
cooperates for the growth and development of the institution.

We also emphasize the achievement of objectives such as
strength, rich entrepreneurial spirit, corporate leadership,
economic and financial stability, reliability and trustworthiness,
originating from our commitment to our associates, delegates,
managers, consultants, and staff.

The recent opening of the new Centro Empresarial Premium
(CEP), a dream made reality, brings together everything we
have said. The center was constructed on 1,050 sqm of land with
more than 10,000 sgm of area constructed, distributed over 10
floors, three mixed-used spaces, and five basements, with 107
parking spaces.

The building is equipped with CCTV, a modern air conditioning
system, and an integrated fire detection and prevention system.
The premium offices also have modern spaces, terraces,

cafeterias, and more. The center is in a privileged location on the

corner of Avenida Jorge Chavez and Calle Berlin, in the heart of

Miraflores.

In the near future, this important institution will guarantee w

benefits for associates, while the profits from our real estate
investments will improve the retirement benefits for all.

Our visual corporate identity is evident in the antique totem pole
and thematic wall, which artistically express our ancient and
multicultural heritage as well as our commitment to our
associates.

Currently, we are evaluating the possibility of pursuing a number
of new major investment projects of high profitability, using our Centro
financial backing, considering that our financial operations emoporEsarial
based on our trusting relationship with Scotiabank del Perti have P Premium
been closed successfully and we have also started a new
business unit leaving open opportunities to access new lines of
credit based on the trust we have achieved in the national
financial system.

S 727 1002
997 565 068 amof.com.pe

Av. Jorge Chavez 170, Miraflores - Lima - Pert
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Adolfo Mattos Vinces

has spent 35 years in the
Peruvian police service, with
a doctorate in government
and public policy, a
master's degree in drug
addiction studies, a degree
in electric engineering,

a diploma in business
administration from ESAN,
a diploma in international
cooperation management
strategies for the financing
of project development,
and a diploma in research
and strategic planning.

He has managed, with
national and international
technical assistance and
cooperation, the creation
and implementation of

the Regional School for
the Andean Community
for Antidrug Intelligence,
the School for Research

on the Trafficking of Illicit
Drugs, the Academy for the
Application of the Law with
the US government, and the
PNP Telematics School. He
managed the financing and
construction of the Centro
Empresarial PREMIUM
AMOF-PNP. He also signed
an agreement with the
regional government of

ANCASH for citizen security.
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THIN

BLUE LINE

TBY talks to Adolfo Mattos Vinces, Administrator of the Mutual
Officers Association of the National Police of Peru (AMOEF-
PNP), on benefits for members, real estate investments, and
international partnerships and connections.

How has the Association transformed itself into
an essentially public organization?

The AMOF-PNP was established on November
5th, 1992 as a Mutual Association, a company
to provide benefits and services to the officers
of the National Police of Peru (PNP), who are
civil servants. The Association, however, de-
velops itself in the private sector, i.e. no public
entity of the Government is involved in man-
agement activities, and we are governed by
our own statute and regulations. Today, we are
comprised of more than 9,500 Official PNP as-
sociates and considering that the police in our
country has about 100,000 troops, this means
that about 10% are associates. Financially, the
Association is based on the monthly contri-
bution of its Associates - equivalent to 3.5%
of the salary of Alféreces; so contributions are
dynamic, the higher the salary, the higher the
contributions. Now the monthly contribution
amounts to $22. Over the past decade, our
heritage has grown from about $4.3 million to
about $25.2 million. At the beginning, income
came from the contributions of associates and
then we expanded that as we ventured into
other business segments within the real es-
tate sector, particularly real estate surpassing
significantly the profitability of contributions
from associates. This new business unit in the
real estate sector (renting of PRIME offices to
top companies) has allowed us to capitalize
the company, accelerate the growth-develop-
ment, and strengthen the Associated Pension
Fund.

What kind of benefits does the AMOF-PNP offer
to its associates?

Among the benefits the association offers, the
principal is the Mutual Benefit for Retirement

(BMR) and occurs when the state makes Re-
newal of Troops and Associated Pensioners
move into retirement. AMOF-PNP gives the
Mutual Benefit for Retirement plus the prof-
itability generated during the time the officer
was on active duty. The responsibility of the
government is to make profitable the Con-
tributions Fund during that period. In this
sense, we have developed and marketed real
estate projects. We also provide Mutual Ben-
efit for Death (BMF) and the Mutual Benefit
for Disability (BMI) to officers and/or family,
meaning that it works as a family insurance
at low cost (deaths of associate, spouse, chil-
dren, parents and disability of the associate).
In addition, we grant associative loans, taking
as collateral the amount accumulated by the
Associate Contributions.

How has AMOF-PNP involved itself in the real
estate sector?

We have developed four real estate projects
intended to associates and the general pub-
lic, what actually enhanced profitability. The
fifth project is the Premium AMOF-PNP Busi-
ness Center, which has an approximate floor
area of over 10,000sqm, on a 1,050sqm area.
To date we have invested more than $10.75
million in this building, expected income will
allow us to pay the debt acquired with Banco
Scotiabank in Peru for construction and in-
creasing and improving benefits and services
for our Associates. With the development of
real estate projects, we gained knowledge and
experience in this sector, and we now have
premium office in the heart of the upscale
district of Miraflores. This allows us to obtain
high rental return of the same, between 15-
16%, because the value of land in the area has



Today, we are comprised of more
than 9,500 Official PNP Assaociates
and considering that the police in
our country has about 100,000
troops, this means that about 10%
are associates. Financially, the
Association is based on the monthly
contribution of its associates.

increased from $1,800 per sqm when we ac-
quired it to $5,000 per sqm. We did not have
to resort to extraordinary contribution quotas
from associates.

Does the Association have international part-
nerships?

We have created the International Institute
for Research and Development against Or-
ganized Crime (IRDAOC), an NGO aimed to
harness the knowledge and professional ex-
perience of the police in several countries.
As technology advances, the crime does as
well, and this NGO aims to strengthen the
powers of the associates through academ-
ic events such as courses, seminars, and fo-
rums, among others. With our new offices
in the Premium AMOEF-PNP Business Cen-
ter, we will go ahead with this project and
achieve the goals we set for ourselves four
years ago in its creation. Part of the project is
to strengthen international cooperation and
technical assistance in support of the institu-
tions involved in the fight against organized
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crime. There will be an exchange of experi-
ences and knowledge, which will strengthen
the position of the police not only in Peru but
also internationally. For example, a few years
ago, the UN proposed a new approach to ad-
dress insecurity and combat violent crime,
called: Human Security. We must train cad-
res, a “critical mass” that would contribute to
enhance, optimize, and maximize this new
approach, considering that the most import-
ant thing that each company has is its human
capital.

What is your vision for the growth of AMOF-PNP
over the coming years?

Being the leading institution of its kind, quali-
ty standards and excellence in the provision of
benefits and services that provide added val-
ue, and meeting the needs and expectations of
associates and their families. In this context,
we face several challenges, and one of these is
to consolidate our corporate identity, and to
consolidate our projects and generate revenue
to work with more financial leverage. We are
evaluating opening new business lines such
as clinics for PNP Officers. We are also ven-
turing into the stock market with our prom-
issory notes for up to $3.07 million to trans-
form these into commercial paper notes that
can be traded publicly on the stock exchange
in order to obtain new credit lines and meet
the demand for loans to associates. We also
aim to maintain the system certification on
quality management ISO 9001: 2008, because
since 2009 we have 10 audited and certified
processes. Once we start working in our new
facility, the goal is to expand the current scope
and certify the maximum number of processes
possible. %
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10 audited
and certified

processes since
2009
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What are the main challenges
to INDECOPI realizing its main
activity in such varied fields?

In fact, INDECOPI is an insti-
tution that is responsible for
numerous matters related to
the following topics: (i) com-
petition; (ii) protection of in-
tellectual property; and (iii)
consumer protection. It has
independent and specialized
functional bodies that are
responsible for the investiga-
tion and resolution of cases
on matters within its com-
petence. Such as the Com-
mission of Defense of Free
Competition for the defense
and promotion of competi-
tion and the Commission of
Consumer Protection for con-
sumer issues; additionally, we
have offices responsible for
matters related to intellectual
property. In that sense, each
subject is in charge of a spe-
cialized body or office, making
the work of INDECOPI more
efficient, because it allows
progress on each of the issues
in a balanced and parallel
form. It must not be forgotten
that all disciplines in charge of
the institution have as com-
mon ultimate goal, which is
the welfare of consumers;
therefore, their relationship
and direct relevance is to the
functioning of the economic
model of social market econ-
omy. The challenge is to bring
all these activities under a
common denominator that is
timely, independent and tech-
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DUCKS

in arow

TBY talks to Hebert Tassano Velaochago,
Chairman of the Board of Indecopi, on the
company’s activities, the Doing Business
ranking, and the prospects for the future.

nical resolution of the matters
in charge to give assurance to
enterprises.

Peru ranked as the second best
place to do business in Latin
America in the 2014 Doing Busi-
ness Report. What factors in
recent improvements in Peru’s
regional position underpin this
ranking?

An important factor that Peru
is in this position in the rank-
ing has been undoubtedly the
performance of INDECOPI in
strengthening the country's
institutions through the ex-
ercise of its powers. Indeed,
the work that has been done
is important companies and
for our institution in elimi-
nating illegal and/or irratio-
nal bureaucratic barriers for
market access. In this regard,
INDECOPI made an estimate
for the costs of barriers unap-
plied in 2013 and concluded
that the complainants traders
would have had to assume
approximately $44 million.
Another important factor has
been the promotion and de-
fense of competition, which
has been allowed into the
Peruvian market to create a
more dynamic and efficient
place. Indeed, we should pun-
ish anti-competitive practices
such as abuse of dominant
position and agreements so
that it allows more operators
in the market; thus, they can
compete in the quality of their
products and services, which

benefits citizens. It is import-
ant to note that between 2006
and 2014, INDECOPI solved a
total of 79 cases by issues re-
lated to competition. In Peru,
the investor has the guarantee
that INDECOPI is a strong and
active competition agency,
which actions are technical
and independent. That con-
tributes to rank the country
as the second best place to do
business in Latin America.

What are INDECOPI's plans for
the coming years?

In recent years, INDECO-
PI has implemented a series
of improvements that have
strengthened the capacity of
the institution in the admin-
istrative aspect and function-
ally. For example, we have
opened offices in all the re-
gions of the country and have
strengthened the capacities of
the functional bodies to per-
form better and more investi-
gations. This is reflected in the
results obtained regarding the
elimination of bureaucratic
barriers and initiating inves-
tigations of anticompetitive
conducts, it also result from
further competition advocacy
and the activation of the leni-
ency program as an import-
ant key to detecting cartels.
However, we aim to further
strengthen our capabilities to
better serve businesses and
citizens in general. To do this,
we plan to implement techno-
logical tools to improve inter-

nal processes and thus serve
users more efficiently. We are
also presenting a series of leg-
islative proposals to strength-
en the powers of INDECOPI,
including the proposal to
improve the defense of free
competition system, which is
looking to enhance research
capacity and the time frame
to solve cases, as well as im-
prove the bankruptcy system.
It is important for companies
to exit the market in an order-
ly manner. In addition, in the
field of intellectual property,
we are presenting a proposal
to strengthen the protection
of biodiversity and collec-
tive knowledge of indigenous
communities of our coun-
try, which represents a major
source of business. Finally,
considering the importance of
INDECOPI for the economy,
we expect in the coming years
propose a series of public pol-
icy related to matters of our
competitors that can serve as
a road for action by our insti-
tution and to harmonize the
needs and objectives of each
of the actors operating in the
market: the State, businesses
and citizens in general. ¥

Herbert Tassano
Velaochago is the
President of the Executive
Council of Indecopi. He

is a Lawyer by profession
with a Law degree from
Pontificia Universidad
Catolica del Peru (PUCP).
He has more than 22
years of professional
experience in the public
sector. He has a Master's
degree in Regulation of
Public Services from the
Universidad Peruana de
Ciencias Aplicadas (UPC)
and IEDE Business School.
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Like many Latin American countries, Peru has historically
suffered from a complex regulatory environment that has
been a challenge to navigate for both international investors

and Peruvian businesses.

OPEN A PERUVIAN NEWSPAPER or
speak with a Peruvian businessperson and
you are likely to hear frequent mention of the
words tramitologia and permisologia, both
“syndromes” that plague the Peruvian state,
referring to the often complex and time-con-
suming processes involved in obtaining per-
mits and paperwork from the government.
For years, as Peru rode the wave of the mid-
2000s mineral super-cycle, most foreign in-
vestors saw Peru’s complex regulations and
red tape as simply part of the cost of doing
business in the country’s booming mining
sector, and willingly invested the time and
money to move forward with investments.
However, as mineral prices entered a grad-
ual slowdown towards the beginning of the
2010s, and Peru’s GDP growth has steadied,
the government has realized that reducing
regulation is a key element to ensuring the
continued flow of foreign investment. In No-
vember 2014, the government announced
that the simplification of bureaucracy and a
reduction in the costs of investing and doing
business would be a key element in a series
of measures it is implementing to reactivate
economic growth. One of the main areas
that has been the focus of these efforts has
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been the Environmental Impact Assessment
process, which is required for any mining or
energy project. This process has undergone a
number of reforms to integrate the approval
process through the Ministry of Environment.

Peru’s efforts have not gone unnoticed,
and for the past few years, it has repeated-
ly ranked among the top economies in the
World Bank’s Doing Business report. In the
2015 report, Peru was ranked number 35 in
the world and number two in Latin America,
behind Colombia. The report cited many im-
provements over the past decade, such as the
reduction in time to register a property trans-
fer from 33 days in 2004 to 6.5 days in 2014,
which placed Peru ahead of richer countries
like the United States and Austria.

A key player in Peru’s efforts to reduce red
tape and complex bureaucracy has been IN-
DECOPI (the National Institute for the De-
fense of Competition and the Protection of
Intellectual Property). INDECOPI was creat-
ed in 1993 to promote competition, protect
consumers, and protect intellectual property.
As Herbert Tassano Velaochaga, President
of the Executive Council of INDECOPI ex-
plained to TBY in an interview, “...our insti-
tution has done crucial work in eliminating
illegal and/or irrational bureaucratic barriers
to market access.” According to Tassano, a
study by INDECOPI found that, in 2013, Pe-
ruvian businesses saved $44 million because
of costs and barriers that had been eliminated
by INDECOPI over the previous two decades.
Today, INDECOPI aims to support local mu-
nicipalities and other government organiza-
tions to conduct studies that better identify
which bureaucratic barriers to business are
most costly and could be streamlined over
the coming years. %

li Indecopi

Peru, - country
to bet on

Peru supports and oversees investment under
the technical supervision of Indecopi, the
official body that defends fair competition and

intellectual property.

For more information: (+511) 224 7777
E-mail: mgonzalesd@indecopi.gob.pe

www.indecopi.gob.pe
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TBY talks to Martin Pérez Monteverde, President of The National
Confederation of Private Business Institutions (CONFIEP), on the
state of the economy, the Trans-Pacific Partnership and FTAs, and
environmental issues.

Martin Pérez Monteverde
holds a degree from
Universidad Pacifico as
well as from Universidad
de Piura. He has over 20
years' experience in the
private sector developing his
skills in strategic thinking,
creativity, negotiation,
analytical skills, and the
ability to promote and
manage change. In the
public sector he has

five years of experience

as Congressman of the
Republic and Minister of
State in the portfolio of
Foreign Trade and Tourism.

GET ON it

What values does CONFIEP pro-
mote in the Peruvian economy?
We promote the principles of
an open and free economy.
It is important to differenti-
ate principles from interests.
Usually, each union takes care
of their own interests, but as
an umbrella organization of
all industry organizations in
Peru, we try to promote more
universal principles of democ-
racy, free market economics,
respect for the environment,
and fair trade.

What does this mean in terms of
practical actions?

We strongly support free
trade agreement (FTA) nego-
tiations. FTAs are not only a
market access issue, but have
also helped labor unions ob-
tain much better conditions
in Peru, having fostered im-
proved relations between
business people, companies,
and producers. The private
sector, especially CONFIEP
and others have played an
important role in promot-
ing FTAs and informing citi-
zens what an FTA is and how
it benefits the nation. Once
public support is in place it
becomes easier to proceed
with negotiations. Now, 95%
of all our exports are under
FTAs and we export to around
195 countries.

What are the benefits of the
Trans-Pacific Partnership (TPP)
for Peru?

Around 95% of our exports are
already going duty-free to 195
countries, which confirms our
commitment to FTAs, and the
TPP is set to become the larg-
est commercial platform in the

world. I am sure that the gov-
ernment is taking care of the
situations we may have in the
future within TPP because we
already have FTAs with Can-
ada, the US, Chile, and many
other countries that were part
of the TPP; there are many
other countries that we were
not linked to. It is important to
send a message that the whole
APEC should benefit from an
FTA, with an open economy
and open opportunities. There
are always people who will op-
pose free trade agreements,
but as I said, the important
consideration is not merely
market access, but the nature
of our interaction with all our
partners. We should ideally
also move on from open mar-
kets to the free movement of
people and labor, rather than
goods alone. Financial inte-
gration is also an interesting
issue, guaranteeing the free
flow of capital. We also need to
harmonize sanitary and phy-
tosanitary standards (SPS).

What efforts does CONFIEP
make to improve conditions for
SMEs?

In Peru, we face the challenge
of shifting from an informal
economy to a formal one. Un-
fortunately, 70% of our labor
still works in informal condi-
tions. The major challenge for
Peru is be to reverse this trend,
as formal workers are three
times better off than their in-
formal counterparts. If we re-
ally want to become a devel-
oped country, let’s say in 20 or
30 years, then we must devel-
op a better perception of tax-
ation, because 30% of citizens
cannot fund the entire 100%.

Combines

the heads of
the nation’s
largest industry
and sectoral
organizations

Promotes

the principles of
a free and open
economy

How would you characterize the
extent to which environmental
issues are integrated into public
policy in Peru?

Despite considerable infor-
mality and the need for greater
institutionalization, it is clear
that one of the most pressing
issues is to convince the public
of broader national concepts.
People often have doubts, and
while environmental issues
are something that developed
countries take seriously, de-
veloping economies have yet
to reach that stage. There are
many serious efforts under-
way; however, people have a
tendency only to remember
the mistakes of state-owned
companies. Some private
companies have done the
same. I remember when I was
young and the government
struck oil in the Peruvian jun-
gle, the most published picture
in the news that day was peo-
ple in the middle of the jungle
bathing in the jet of oil spout-
ing from the ground. This was
just 25-30 years ago. Respect
for environmental issues is
something that every citizen in
the world should have. We still
have more to do, not only in
Peru, but in general. %



Paulo Pantigoso is the
Managing Partner of Ernst
and Young Peru. He began
his career in 1993 at Arthur
Andersen, and was named
the leading associate

of consultancy and a
member of the executive
committee at Ernst and
Young, a position that
included responsibilities
for the firm’s operations

in Colombia, Venezuela,
Ecuador, and Peru. He is the
editor of Ernst and Young's
Business and Investment
Guide, which is published
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of Foreign Affairs. He has
been Managing Partner
since 2014.

TBY talks to Paulo Pantigoso, Managing Partner
of Ernst & Young Peru, on energy and commodity
costs, infrastructure, and what makes Peru
unique as an investment destination.
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What's your economic outlook for Peru for 2015?
We will have a better year than 2014, especial-
ly in terms of improving Peru’s GDP. At the
beginning of 2014, we anticipated a 6% GDP
growth and we finished the year with 2.4%
growth. One of the main reasons was the
drop in commodity prices of traditional ex-
ports, which represent 75% of Peru’s exports.
However, I foresee positive trends in 2015,
because 2014 was also a tough year for sectors
such as mining, manufacturing, and fisheries.
In the latter, we expect two peak moments in
terms of exports throughout 2015. Peru faces
the challenge of becoming more competitive
and diversifying its economy and industry,
and we also must become more dynamic with
our traditional and non-traditional exports.
In my opinion, GDP growth for 2015 will reg-
ister around 4%. It will be difficult to reach
that, but tax incentives, public expenditure,
and non-traditional exports can help to reach
the goal. The speed with which we implement
such actions and strategies will drive our
growth this year. Overall, I am optimistic for
2015 and 2016 and I anticipate rapid growth
in the second half of the year, despite 2016
being an electoral year. We also need to put
this in context, because 2015 is a difficult year
for Latin America in general, with Brazil ex-
periencing slow growth rates and many other
countries are being hit by scandals or low oil
and commodity prices. Latin America has an
expected 1.3% growth for 2015. Oil and min-
eral prices will have an impact on the region’s
economy and their development. In this

context, Peru is a leading regional copper ex-
porter and in two years time, it will become a
more powerful international exporter. We are
a country with vast reserves of tin, silver, zinc,
and gold. Each of these metals has particu-
lar behavioral trends and that has an impact
on our economy. In the past couple of years,
Peru has seen high levels of investment in the
mining industry and this trend will continue
with projects such as Tia Maria. We will soon
start seeing the results of such investments
already. We expect the US to have a strong
economy through 2015-16, and that should
drive up demand again, especially for Peru-
vian copper. Our challenge here is to provide
the volumes needed, as well to better control
the cash costs. On the other hand, energy
costs in Peru are 50% lower than in Chile for
example, and labor costs are 20-40% less ex-
pensive. These are two of Peru’s competitive
advantages. Nevertheless, our rugged geogra-
phy makes transport costs higher. Overall, we
have certain efficiencies and advantages, but
at the same time inefficiencies based on in-
frastructure and transport, which need to be
tackled and improved in the next two years.

In terms of infrastructure, how would you as-
sess the overall development of the economy?

The Association for the Promotion of Na-
tional Infrastructure has calculated the in-
frastructure gap in the country to be approx-
imately $87 billion. This includes all types of
infrastructure, but the main problem has to
do with road infrastructure. This sector has
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a lot of potential and it has been labeled as
a strategic sector. However, we have to be
more dynamic and provide investors with
more advantageous conditions. Peru should
be completing infrastructure projects every
year at a rate of $15 billion in order to close
this gap faster. However, we need to assess
the capabilities of the government and the
industry, and assess the kind of bureaucracy
investors will have to deal with. We need to
evolve to meet our potential. For example,
we need to build bridges between the public
and private sectors. The development of this
sector will boost other strategic sectors for
the country.

What are the competitive advantages of Peru as
an investment destination?

The country offers macroeconomic and po-
litical stability, and it has a very favorable
business environment for foreign investors.
There are some things that need to be ad-
dressed such as bureaucracy and the licens-
ing process. We need more outreach towards
foreign investors too, because many only get
to find out about our culture and our partic-
ularities once they are here.

What is the potential to boost exports in Peru?

Agriculture has huge potential. In fact, agri-
cultural exports increased by 19% from 2013-
14, reaching $5 billion. For 2015, we expect
them to reach $7 billion, which is on par with
Chile’s 2014 output. Agriculture is attractive
for foreign investors as well. Peru has vast
amounts of prime agricultural land, all over
the country that have the capacity to boost
agribusiness. However, investors need to
know how to choose. Retail and poultry are
two sectors with huge potential for invest-
ment and export. Tourism also has great po-
tential. I think we need to boost cooperation
between the public and the private sectors,
as the state and the private sectors should

develop the national agenda and main proj-
ects for the country in collaboration with one
another.

How will the Peruvian sol perform in the coming
years?

It is not easy to make a solid prediction, but I
would say that the sol would continue to de-
value because the US economy is growing and
the dollar is getting stronger. The challenge is
to strike a balance between these currencies in
a way that benefits both importers and export-
ers. I am talking about US dollars, which play
a very important role in our economy. In 2008,
Peru had 52% of its economy dollarized. Today,
this figure has decreased to 38% and the gov-
ernment wants to further reduce it to 33%. This
makes our economy more attractive in the in-
ternational arena. In general terms, I think the
country will become stronger with the further
de-dollarization of our economy, especially if
we do it gradually. In my opinion, the secret for
success is that changes are gradual and sensi-
tive to economic realities.

What are your expectations for 2015 for Ernest
& Young?

We are the leading business services compa-
ny in Peru, and we are thankful for the trust
of our clients. Our challenge is to continue
growing and to develop knowledge in the ar-
eas in which we operate, including auditing,
consultancy, taxes, and corporate finance.
We develop business guides that provide
technical knowledge for those who need it.
We also have teaching tools and initiatives in
place with workshops, round tables, and uni-
versity courses. Our aim is to be close to busi-
nessmen at that moment when they need us
the most. Our growth in the last few years has
been three to four times the rate of growth of
the Peruvian economy, which is our econom-
ic segment standard. In 2015 growth will con-
tinue at this level. %

EY growth
4x GDP growth
for 2015
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ATTRACTING INVESTMENT VOX POPULI

LISTEN TO THIS

Like many of its neighbors, Peru is looking at
different ways to attract FDI to the country to help
promote and develop its economy.

XAVIER URIOS HUIGENS

General Manager, Cdmara de Comercio

de Espaiia (COCEP)

y job is to attract
Spanish compa-
nies, businesses,

and businessmen to Peru. I
consistently focus on our po-
tential in terms of technology
innovation capacity in infra-
structure and construction.
We have more than 25 years
of experience in developing
technology companies, there
are certain advantages avail-
able to Spanish companies. A
Spanish company today can
offer cutting edge technology
at a lower price than many
Peruvian companies. There
have been some huge proj-

ects undertaken by Spanish
companies as a result, such as
the Line 2 of the Lima Metro,
the contract signed last year
between the state and Técni-
cas Reunidas for the mod-
ernization of Talara refinery,
and Repsol’s modernization
of the La Pandilla refinery. All
in all, Spanish companies are
involved in 15 of Peru’s larg-
est projects in innovation and
technology. For example, all
of the Peruvian solar energy
programs and half of the wind
energy programs are being
undertaken by Spanish com-
panies.

BASTON PACHECO ZERGA
President, Asociacion de Exportadores (ADEX)

e

&

he Chamber of Com-
merce is a represen-
tative institution of
businesses. We have well-de-
veloped infrastructure and
strategies to foster ideas and
concepts, whereby we effec-
tively operate as a think tank.
That is not the classic role of a
Chamber of Commerce. Nor-
mally, organizations such as
ours establish business con-
tacts and enable networking
between businesspeople. How-
ever, we have a special interest
in comprehensively improving

JORGE VON
WEDEMEYER

President, Cdmara
de Comercio de Lima
(CCL)

the commercial environment
to facilitate business opportu-
nities; these are the mainstay of
national development. As long
as business is possible, people
are employed. This means they
have a steady income and can
enjoy a certain standard of liv-
ing. Ultimately, many factors
are beyond our control. Other
actors such as politicians play
an important role in this. Our
job is to present the right ideas,
and influence other actors. This
is the daily function of every
member of this institution.

dex has been active in promoting
free trade agreements (FTAs) with

other markets and also in ensuring
the smooth implementation of these trea-
ties. Sometimes countries sign treaties, but
then enter into non-tariff areas. We essen-
tially facilitate trade, in which Peru has been
highly active. Recently, there were news from
the Commerce Ministry that Peru would sign
another FTA, this time with Turkey, which
should be good news for exporters. Peru is
entering new markets, and, thus, opening

new destinations for its products. We are en-
thusiastic about this, and we are involved in
ensuring that these trade agreements work to
the advantage of exporters here. For us, that is
one side of the coin. The other aspect has to
be internal policies, where we need to support
those policies that add value to production in
Peru. Unfortunately, the law in general in Peru
is not as comprehensively applied as it should
be, which has been a chronic problem with
implications not only in economic, but also in
social and political terms.
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FOCUS AREQUIPA

ERUPTION OF ACTIVITY

Long an economic
center of Peru,
Arequipa was well
placed to exploit the
commodities super-
cycle where minerals
mined in the region
commanded record
prices.

Software & ICT

Agriculture

Tourism

ALTHOUGH AREQUIPA is Peru’s sec-
ond-largest city by both population and eco-
nomic scale, it is traditionally better known as
a scenic mountain retreat. However, ten years
of record-breaking growth fueled by a booming
mining sector, as well as recent government ef-
forts to encourage innovation, improve the busi-
ness environment, and invest in infrastructure
have brought the city new recognition as one
of Latin America’s up-and-coming investment
destinations.

Arequipa has always been an important eco-
nomic hub for Peru. However, the highly cen-
tralized nature of the Peruvian economy has
meant that most industrial development has
taken place in Lima, leaving the provinces far be-
hind. Over time, Arequipa, located in an Andean
valley, established its economy as a key trading
hub for small-scale mining and traditional agri-
cultural and textile products such as milk, qui-
noa, and alpaca wool.

The late 20th century saw the development
of industrial-scale mining projects in Arequipa,
catapulting the economy forward and position-
ing it to take advantage of the early-2000s com-
modities super-cycle, which saw record prices
for a number of minerals mined in the Arequi-
paregion. In the first half of the 2000s, Arequipa
became the fastest-growing city in Latin Amer-
ica, and between 2002 and 2012, the city dou-
bled its GDP.

In recent years, as commodity prices began
to fall once again, the city has made significant
strides in promoting a more diversified econ-
omy through reforms, tax incentives, and in-
vestments in infrastructure. Efforts to make the
city a more attractive place to do business have
paid off with a wave of new capital inflow to both
traditional and non-traditional industries, in-
cluding software and telecommunications. As a
result, the city has begun to receive internation-
al recognition as a solid address for business. In
2014, it placed 30th on the América Economia
ranking of the most attractive places to do busi-
ness in Latin America, and 36th on the Indice de
Atractividad de Inversiones (INAI) compiled by
Colombia’s Universidad Rosario.

One significant development for the city has
been the growth of the software and technolo-
gy sectors, with policy-makers coining the term
“Silicon Arequipa” to describe the new wave
of software start-ups in the city. A large part of
these efforts has involved a push by the govern-
ment to fund new computer science postgradu-
ate programs to ensure that the region has the
human capital to develop a technology industry.
Currently, Arequipa has the highest concentra-
tion in Peru of people with postgraduate degrees
in computer science from foreign universities. In
order to further leverage this strength, the gov-

ernment has funded two new computer science
programs, one at Universidad Nacional de San
Agustin and the other at Universidad Catélica
San Pablo, recently named the best computer
science program in the country.

The city now has around 50 active soft-
ware companies and over the past decade, the
Arequipean software industry has grown from
generating $132 million annually to around $310
million. Over the same period, software exports
grew from $9 million to $38 million. A major step
forward for the software sector in Arequipa was
the decision by BCP, Peru’s largest bank, to lo-
cate its software development centre in the city,
creating 300 jobs in the software segment. The
city also garnered additional attention in 2013
when a former Google programmer decided to
move to Arequipa to found Zuriel Corporation,
a company that develops web and mobile apps.
According to Carlos San Roman of Adecco, a
major driver of growth for the city’s software
industry over the coming years will be business
process outsourcing (BPO), which will allow Li-
ma-based companies to subcontract software
services to specialists in Arequipa.

Apart from technology, the regional govern-
ment of Arequipa is looking to promote further
development in industries such as tourism and
agriculture, which have been the traditional
mainstays of the city. A large part of this effort
includes working to improve the environment
for doing business through regulatory changes
and infrastructure investments. In an interview
with TBY, the mayor of Arequipa, Alfredo Zegar-
ra Tejada, explained that; “We need to foster a
greater sense of confidence among investors in
the city and its public institutions.” The mayor
highlighted that the city has improved the speed
at which it issues business permits, but that work
remains to be done.

One of the major challenges identified is the
lack of sufficient transport and telecommunica-
tions infrastructure. However, this looks set to
change, with a recent government announce-
ment of around $1 billion to be invested in road
and telecommunications infrastructure in the
city, including the renovation of the airport.

The mayor also highlighted efforts to promote
the development of the tourism sector. Arequi-
pa has long been known for its strength in tour-
ism. The city is known as “the White City” for
the unique, volcanic, sillar stone from which the
majority of its buildings are constructed. It has
also been recognized as a UNESCO World Heri-
tage site. The government is now investing a fur-
ther $16.4 million in restoring tourist sites. These
efforts are already bearing fruit, with the mayor
recently announcing that two international ho-
tel chains will be investing around $10 million to
develop hotels in the historic centre of the city. %
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INDUSTRIAL MINING PROJECTS EARNED AREQUIPA ITS
POSITION AS THE FASTEST GROWING CITY IN LATIN
AMERICA IN THE EARLY 2000s. TODAY THE CITY IS
DIVERSIFYING ITS ECONOMY.

AREQUIPA ON THE RISE

X2 S1 - 816.4 S10

Doubled the sizeof ~ } billion to beinvestedin i million to be invested : million to be invested
its GDP between i roads, ICT infrastructure : in restoring tourist :  todevelop hotels in
2002 and 2012 ¢ and airport renovation i sites ¢ the historic city center

SILICON AREQUIPA

Software industry ! 3 0 0

generates

s 3 1 0 i software jobs created
i by BCP's software

million annually i development center
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Software exports 5 0
s 3 8 active software

million annually { companies

Highest concentration of
postgraduates in computer science
from foreign universities in Peru

Computer science program at
Universidad Catdlica San Pablo
named best in the country

Source: TBY Research
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MARCO CASTRO

MANRIQUE

General Manager,
Ceticos Matarani

urrently, 17 companies are in place,
of which six are in the process of

starting operations. By law, we pro-
vide the lots on which they operate and for
which they have a period of up to two years
to start operations and fulfil their investment
commitment. Before this deadline is up, we
also give the facilities, but the administration
defines whether the company has met the
stipulated conditions. We expect to triple our
growth to 50%. The investment conditions
are highly favorable in the area where Ceti-
cos Matarani is located, which is in a strate-
gic geographical location. We are located at
a point of access near major mining projects
in the south. Currently, we are finishing work
aimed at creating a mining cluster, where the
investing companies are Chilean. This stimu-
lates other companies to develop similar ac-
tivities. We are working to update regulations
to broaden the range of development pos-
sibilities. The considerations of companies
operating in Ceticos will remain the same,
with tax exemptions continuing. We offer lots
of 1,000, 1,500, 2,500 to 10,000 sqm, with 14
hectares available for development. We have
350 hectares at our disposal for companies
with special requirements of higher volume.
We will be able to accommodate such firms
with requisite land related services that they
may require.

JOSE VLADIMIR

MALAGA
President of the Board of
Directors, Caja Arequipa

owadays, 85% of Peru’s GDP is
m driven by SMEs. As of 2008, all

banking institutions have shifted
attention to this customer base. Munici-
pal banking institutions are largely active
in micro finance. Caja Arequipa currently
represents 22% of the municipal banking
institutions system, being the largest such
entity. Over the years, we have developed
solid know-how. All these elements have
made us the 12th ranked banking institution
in Peru. Our client base is mainly located in
the South, Center-Eastern and Eastern parts
of Peru. Today, we have operations and ac-
tivities in the micro finance, commercial,
agriculture and consumer segments. How-
ever, 70% of our current portfolio comprises
micro and small-scale enterprises—these
operate across all economic sectors. We ex-
pect to close the year with $24.58 millions
net profit (net income). At the moment, are
revising our business model, as we under-
stand the old model is no longer suitable for
the current economic context. There was a
turning point with new banking regulations
in 2008, which opened the market to all
players across the country. We have to keep
in mind the considerable expansion of retail
in Peru in the last few years, something that
changed the banking scenario and all banks
started to pay much more attention to the
micro finance segment.

Peru’s third most populous
metropolitan center is making sure
that the private and public sector
are working in tandem to attract
investment and development.

ALFREDO ZEGARRA

TEJADA
Mayor, Arequipa

he success of Arequipa in achiev-
ing growth rates in excess of the

national average has been based
on commerce. For example, we have seen
several large shopping malls open in the
city, and we plan to continue boosting pri-
vate investment to foster swifter growth in
the city. We have also seen a high level of de-
velopment in the mining industry, especially
in the copper segment, where export figures
have been impressive; additionally, we have
a strong agriculture industry. Prices in the
mining industry have decreased over the
past couple of years, although copper de-
mand is predicted to outpace supply, which
will raise prices again and put to an end to
the current recession in the sector. Our cur-
rent efforts are directed towards boosting
the role of other sectors of our economy:
for example, agribusiness and agricultural
exports. In this context, we need to increase
production and add value to our products.
This will result in new employment oppor-
tunities for the city. I believe this will also
contribute to boosting the industrialization
of the city and as long as industry remains
buoyant, we will be less dependent on the
mining sector. As I previously mentioned,
private investment will continue to flow into
the city for the further development of this
sector. I would also draw attention to the
services industry, which contributes hugely
to our economy; services for the mining and
industrial sectors in particular.

$
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TBY talks to Andrés von Wedemeyer, CEO of

Cervesur Corporation, on investing in Peru,
volatility in mineral prices, and the future role of
agriculture.

What has motivated Cervesur
as it has invested and grown in
Peru?

After long doing business in
Peru, we had to develop the
skill of growing several busi-
nesses, while addressing a
variety of risks. When risks
are presented that are unre-
lated to your business, it is
a sign you should be more
diversified, which is one of
the characteristics of Cerve-
sur as a holding company.
We have invested and diver-
sified in cotton textiles—the
entire production of the gar-
ment—which is seldom seen
in the world today. This gives
us strength to cope with the
variations in the market. We
are in several businesses that
are dedicated to services. We
invest in the main importer of
machinery in Peru and in the
main steel plant. Our policy
is to try to be present in the
businesses and the activities
where Peru has a comparable
advantage, to ultimately de-
velop into a competitive ad-
vantage.

Have you been concerned about
the fall in mineral prices and its
effect on the Peruvian economy?
In the last decade, China has
become a country that de-
mands goods and services in
foreign markets. Now, after
decades, China’s growth is
slowing, bringing prices com-
paratively lower than what
they were 1Y% years ago. That
diminishes the possibilities
of growth in Peru and there
is also the challenge of pro-
ducing out of the advantage
of having this base of growth
in mineral exports. So we
should excel in other products
that we can produce, not only
for the national market, but
specifically for exports. Peru
is a country that has a small
national market and to attain
considerable growth, it needs
to export. That is what we
should do in the coming years,
although it will not bring us to
the growth rate we achieved in
the last ten years. Now, we will
focus on developing the mar-
ket for goods where we can be
competitive.

{ Economy }

* Founded in 1898
in Arequipa
* The largest and

oldest holding
in the Peruvian
economy

What role you do see for ag-
riculture as a larger part of
the Peruvian economy in the
future?

With the necessary frame-
work, it should be one of the
legs on which Peru’s growth
can be developed. Economies
grow steadily if they have dif-
ferent bases of growth. The
base of growth for Peru has
been mineral goods and raw
material, and based on that,
there are some developing in-
dustries. 17% of Peru’s GDP is
dependent on industry and it
should be 25%, but there is no
industry today without tech-
nology. Investment in tech-
nology is necessary to drive
any industrial venture.

What is your assessment of the
textile industry, now that inter-
national companies have moved
away from Peru and are now
sourcing in Central America and
Asia?

We have to differentiate the
textile businesses across the
entire textile business. One
segment is weaving, which is
something that has to do with
high standards of production
technology. Production of
cloth, on the other hand, is
the other end of the business.
More sophisticated produc-
tion processes with higher
value are things in which
Peru has skill. Our raw mate-
rial is also better than other
alternatives. Peru has a rela-
tively high gross export value
of cloth, whereby we pro-
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duce expensive garments. We
cannot compete with China
on high volume, low-priced
goods.

What potential do you see for
the Pacific Alliance to play a
transformative role in the Peru-
vian economy?

That is beginning to be seen
as an alternative, specifically
to arrangements like Mer-
cosur, or any other alliances
in the region. One of the ad-
vantages of this alliance is
that the partners have a clear
idea of a free market econo-
my. The markets, ventures,
and companies that develop
in each country can compete
for better conditions in a free
economy setting. ¥

Andrés von Wedemeyer
obtained his Master's in
Business Administration at
the University of Hamburg,
Germany, and also
completed a Program for
Management Development
at Harvard University.

He is the Executive
Chairman and CEO of
Corporacion Cervesur
S.A.A. He is President of
Euromotors SA, Altos
Andes SA, Euro Camiones
SA, Euroinmuebles SA

and Renting SAC; as well
as President of several
companies that make up
the Cervesur Corporation.
He previously served as
Chairman of the Board

of Profuturo; President

of the Association of

AFPs; CONFIEP Director,
President of the Chamber
of Commerce and Industria
de Arequipa, member of the
Board of TECSUP, Director
and General Manager of the
company Cervecera del Sur
del Perti, among others.
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THE PLACE TO BE

As the economy continues to grow, Peru will offer more and more

opportunities for foreign investors to take advantage of.

CELSO HAMER

General Manager,
Netafim Peru

eru has a lot of potential. We are
E participating in at least two or

three national irrigation projects
here. For these projects, the government
brings water to develop a region with irri-
gation. Another factor to consider is the cli-
mate of Peru; the country is among the best
places in the world for agriculture, mainly
on the coast as we do not have much pre-
cipitation and can control 100% of the crop
with irrigation. In places where there is a lot
of rain, it is harder to control the crop. With
our system, farmers can introduce the water
through what we call “fertirrigation,” which
is a combination of fertilizer and irrigation.
With the old technology, fertilizers and pes-
ticides were applied manually, or with sprin-
klers. When fertilizers are in sprinklers, they
seep into the air. With our system, fertilizer
is delivered directly to the roots. Farmers can
save both money and fertilizer as a result,
while the plant gets exactly what it needs.
In Peru, more than 90% of agriculture is by
flood irrigation. It is now time to upgrade.
Drip irrigation makes up about 6-8% of all
the irrigation in Peru. Our clients have start-
ed to realize that with the same water used
to flood fields, they can irrigate far more
with drip irrigation. Many people have land
but no water. With our technology, they can
grow more with fewer resources in terms of
energy, water, fertilizers, and people.

£
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JORGE BARATA

Executive Director,
Odebrecht Latininvest

eru has undergone important
E changes over the past 25 years.

More specifically, the country at-
tracted significant investment over the past
decade and has worked to diversify its econ-
omy. At the same time, many private com-
panies have entered the market, especially
in the mining industry. In these last 10 years,
many great opportunities have appeared in
the infrastructure sector as the government
invested in key projects for national devel-
opment. For example, investment in roads
linking Peru with Brazil has been a defining
feature of this strategy. The size of these proj-
ects has also increased dramatically, and the
involvement of international private funding
institutions has promoted this. This environ-
ment boosted competition in the country
and many companies saw the opportunity
to come here and reduce the massive infra-
structure gap in Peru. In addition, the coun-
try has taken important steps in the energy
industry and its regulatory framework, and
today Peru boasts the lowest energy costs
in Latin America. This in turn has attracted
more investors. Moreover, the privatization
process of key infrastructure in the coun-
try such as ports has created an unbeatable
environment for companies like Odebrecht
Latinvest. We have been here for quite along
time now and through the years we have in-
creased our participation in key sectors and
projects for the country.

ARIEH ROHRSTOCK
General Manager, Gilat
Peru

he Peru operation is one of the
T most important for Gilat world-

wide, not only because of the size
of our business here but also because we are
pioneering through our use of new technol-
ogy and entering new markets. In 2015, we
won three out of the four regional fiber-optic
projects and we have just started the imple-
mentation of those networks, which consist
of bringing fiber optic to the district capital
and then providing telecom services to mu-
nicipalities, schools, health centers, police
stations, and others. Technically speaking,
the biggest challenge is working in the ru-
ral areas. We have had a presence for many
years in basically all rural regions of the
country. One of the barriers that we encoun-
ter is finding qualified human resources.
So much investment goes into fiber-optic
implementation with these projects, partic-
ularly the National Fiber Optic Backbone,
and there are not enough qualified human
resources. Since we are just starting imple-
mentation, something we definitely expect is
to obtain licensing and permits to purchase
land in the country, as we have to implement
nodes in many villages.

$
g
2



ws. Read the full versions at thebusinessy

The content on this page is taken from exclusi

JUAN DEL CASTRO
General Manager,
Xerox Perti

erox Peru is one of the most im-
portant markets for Xerox Cor-

poration. Peru reports to a larger
region known as Xerox LA that encompass-
es Argentina, Chile, Ecuador, and Peru. We
have been growing and seeing good results
ever since we started in Peru and the de-
pendability of the country is reflected in our
regional strategy. Over the past 10-15 years,
the economy in Peru has been especially
strong. It has posted some of the best growth
worldwide. Peru has a scale and dimension
that allows us to balance the business. Not
only does Xerox operate in the printing side
of the business here, but we also operate in
business process outsourcing (BPO). Xerox
has contact centers where such services en-
sure we have a robust portfolio. Xerox has
been in Peru since 1965; this year is our 50th
anniversary. Over the past 50 years much
has happened in this market. I can say that
along with IBM, we are the only other tech-
nology company to have been here this long.
In this time, we have delivered technology
and services and the company has evolved
as well. Xerox, by delivering equipment and
technology has rendered companies more
profitable by allowing them to concentrate
on their core businesses.

MARTA ADRTAN
Country Manager, Visa
Peru

e have been present in Peru since
1979, when Banco Continental

became the first Visa issuer, fol-
lowed by Banco de Crédito de Perti in 1981.
At that time, the total card volume in Peru
did not exceed 100,000. During these de-
cades, Visa has leveraged the opportunity
to support economic growth by providing
individuals, businesses and governments
with a better way to pay and be paid. To-
day, the growth of the card and payment
business has been incredible, and over
the past seven to eight years the electron-
ic payment business has seen exponential
expansion. Peru has over 30 million active
cards, including credit, debit, and prepaid
cards, and not exclusively from Visa. As a
global payment company, we accelerate
financial inclusion in partnership with gov-
ernments, our clients and other key stake-
holders. In Peru, we do this by working
with all financial institutions, the banks in
Peru that are our clients, and the microfi-
nance companies, like Cajas Municipales
and Rurales, that help the ecosystem to
promote financial inclusion. Our electronic
payment system includes not only the tra-
ditional segments, but also the new ones,
that assist financial institutions in pene-
trating new segments, notably the nascent
middle class.
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EDWIN CHAVEZ
CEO, Siemens Peru

t the moment we are finalizing
tender processes in certain regions

of Peruy, and I think those projects
will further consolidate our leading posi-
tion in the country. One of the main ongo-
ing projects today— thermo project—is the
Southern Energetic Node, of 500 MW in-
stalled capacity that will use gas from Peru. A
second 500 MW plant is also part of this proj-
ect, but has been tendered to another com-
pany. Siemens is also highly interested in the
gas pipeline that will link the project with the
gas fields. We have compression equipment
that is perfectly suited to the requirements
and characteristics of the project. Siemens
is also about to close another project; the
combined cycle of the Termochicla Plant.
We have already provided equipment for
this plant and its expansion; this will be a
flagship project for us in Peru. Regarding
mining projects, we are about to finalize the
Constancia Project, a green field scheme we
undertook with a Canadian company.
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The informal economy
is a drain on state
coffers, but requires

a multi-dimensional
approach to
incentivize employers
and employees alike

to join the system.
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PERU HAS BEEN ONE OF THE fastest
expanding countries in the world over the
past 10 years, and one of the front line econ-
omies in Latin American. Consumption and
private investment have been the reliable
engines of this progress. With this in mind,
the Peruvian government has tried to sustain
this brilliant performance, by improving the
conditions for foreign investors, turning the
investment climate into one of the most at-
tractive in Latin America.

This has created different challenges in the
labor landscape, since policies drafted by the
government to improve investment have di-
rectly impacted it. The recent Youth Labor
Regimen of Peru, which aimed to reduce the
informal economy by improving the attrac-
tiveness of the employability of workers aged
between 18 and 24, has reduced the cost of
employing young workers.

One of the main tasks of the Ministry of
Work and Employment Promotion is to re-
duce the rigidity that is characteristic in the
Peruvian labor market. At the moment, the
cost overrun in Peru is the highest in Latin
America. In Peru, due to the inflexibility of
existing labor laws, companies assume an

estimated 60% of this cost overrun, consid-
erably higher than Colombia, Mexico and
Chile, where the cost overrun is assumed at
54%, 36% and 31%, respectively. The com-
pany assumes costs such as the two supple-
mentary payments that makes annually to
workers, contributions to health insurance,
the deposit for the Compensation for Time
of Service (CTS), and where the worker has a
family, the assignment of an extra 10% of the
minimum salary.

The current labor law has made labor more
expensive, and there have been changes in
the outsourcing and subcontracting restric-
tions. As a result of the inability for a large
amount of companies to meet these require-
ments, the informal economy and unofficial
employment has risen to a remarkable 56%
(according to estimates by the Ministry of
Labor). These measures, which aim to pro-
tect the worker, decrease the rate at which
employees are dismissed during recession
times, but also give companies fewer incen-
tives to expand their workforce during ex-
pansion periods.

The Lima Declaration, adopted by the 18th
American Regional meeting in Lima, orga-
nized by the International Labor Organiza-
tion, addresses these challenges, such as the
formalization of the informal economy, and
the sustainable development of regional em-
ployment. International standard labor law is
well defined, although the government hasn’t
successfully enforced it in all areas. This
document urges the country to adopt sever-
al laws to promote an attractive climate for
the creation, development and sustainability
of companies, both national and foreign, in
accordance with the resolution adopted by
the International Labor Conference in 2007.
Peru also aims to increase the region’s com-
petitiveness by improving infrastructure and
adopting regional integration policies, which
will promote wider trade markets, and en-
force investment.

In order to improve the desirability of na-
tional and foreign investment and reduce the
informal economy, the current government
is implementing a series of policies that aim
to reduce the cost overrun. Some of these
policies include a reduction of the bureau-
cratic processes and an increase in private
investment. The cost overrun will therefore
be reduced, particularly for larger compa-
nies either by reducing employee benefits,
improving the effectiveness of those that
have to be assumed, or reducing the tributary
weight that burdens the small and medium
sized companies (SMEs). As a result, the la-
bor landscape will improve not only for the
companies and national and foreign inves-
tors, which will see their costs considerably
reduced, but also for the workers, since their
real salary will be increased. %
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Julio Velarde, Governor of
the Central Bank of Peru, on

inflation, and the challenge of

falling mineral prices.

56—

Major international and
domestic firms are exploring
niche segments in Peru’s banking
sector.

61—

Buoyed by a stable economy
Peru’s capital markets have
continued to appeal, and are
polishing up their offering,

eru’s financial sec-

tor, in general, is a

concentrated  af-

fair, and where the
banks are concerned, just 17
vie for business in a nation
where banking penetration
remains below regional aver-
ages. Industryresearch reveals
cumulative deposits in the
system of 218 billion soles by
mid 2013, while increased YoY
by 12.5%, accounted for just
one-third of GDP. The ratio for
total loans was the same, on a
total print of 212 billion soles,
and matching that of Mexico.
By comparison, Peru’s south-
ern neighbor Chile’s loans-to-
GDP ratio was at roughly 75%.
Local giant Banco de Crédito
del Perti (BCP) alone accounts
for close to 35% of loans ac-
cording to financial services
watchdog, the SBS. And with
Banco Continental, Scotia-
bank Pert and Interbank the
top-four together account for
over 80% of loans and depos-
its. Elsewhere, in banking’s
financial cousin, the insur-
ance sector two players sit on
60% of total premiums. This
concentration dates back to
Peru’s painful recovery from

Finance

_L_REVIEW BANKING

Peru’s financial sector has survived the economic woes of yesterday by
sticking to its guns on tight fiscal policy.

CONC

-NTRAT

Image: PromPert

Foreign interest in Peru’s banking sector
has been inspired by its sound regulation
and prospects arising the trajectory of

the broader economy.

[

economic crisis in 1998, when
the number of banks all but
halved from 27 in 1997 to 15
by 2006. A perceived absence
of M&A regulation has down
the years left the giant banks
a free hand to acquire smaller
players, further concentrat-
ing the field, also curbing the
arrival of foreign entrants.
According to BNAmericas,
a prime example of this was
HSBC, which expanded its
footprint to Peru in 2006, only
to sell its local business—with
a 1.6% share ofloans and 1.8%
stake in deposits—to Colom-
bian group GNB.

CREDIT WHERE
CREDIT’S DUE

On May 27th, 2014, Fitch Rat-
ings completed an encour-
aging peer review of the four
main Peruvian banks, whose
business volumes stood at
between $35 billion and $10.6
billion at YE13. The agency
was encouraged by strong
credit metrics and compet-
itive positions, despite the
concentrated environment.
Welcomed, too, were the ris-
es in retail and SME lending,
confirming longer-term con-
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fidence among citizen and business alike. “Pe-
ruvian banks have been very active in local and
international capital markets and have greatly
improved their funding base with low-cost, me-
dium-term funding,” the agency reported. And
among its rating actions, Banco de Credito del
Peru’s (BCP) Long-term foreign currency Issuer
Default Rating (IDR) was upgraded to 'A-' from
'BBB+' with a ‘Stable Outlook.” Yet in Decem-
ber of 2014, the agency calculated that except-
ing Colombia, asset growth among, “...Andean
banks is expected to decelerate in 2015 due in
part to lower economic growth compared with
the three-year period ending in 2013 and tight-
er credit conditions in some markets.”

Financial regulatory reforms are likely also to
follow, and it appears that Peru's economy and
finance ministry (MEF) is pondering amend-
ments to the supervision of banks and cooper-
atives. Investment banks today supervised by
the financial services regulator (SBS) may find
themselves under the scrutiny of the securities
regulator (SMV).

Recently, Peru’s largest and oldest bank BCP
saw Moody's and Fitch upgrade its rating.

CEO Walter Bayly told TBY that; “We have al-
ways been proud of our ratings, and of the fact
that BCP has survived for over 145 years, de-
spite the volatilities the country has undergone.
This only reaffirms the importance of the bank
in the broader economy.” Noting the bank’s
conservative stance toward the quality of credit
risks, “...but also in the level of capital decisions
that we would like to work with, the level of li-
quidity we would like to handle, and the risks
we take in general” he concluded that “...the
continuous upgrade is a recognition of the way
we manage the bank.”

FISCAL PRUDENCE

Since the early 1990s, administrations have fa-
vored the tight fiscal policies and monetary pol-
icy that have turned Peru’s frown upside down.
Dynamic economic growth has been fueled by
increasing by mineral exports, while consum-
er spending, too, has reflected encouragingly
in bank’s financial results. So much so that by
2013, regardless of a rather sluggish economy,
total direct loans had grown by 14.8%, deposits
by 18.4% and equity by 11.2%. Then in July of
2014, Moody’s Investors Service elevated Pe-
ru's sovereign rating to A3 from Baa2, again,
with a friendly nod to a healthy balance sheet
and fiscal framework. And meanwhile, offi-
cial data confirms that Peru’s middle class has
soared from 26% of the population in 2005 to
50% today. According to Asbanc, Oscar Ri-
vera, the head of Peru's Banking Association
the local banking sector is likely to experience
loan growth of around 12 to 13% in should the
economy expand by the expected 3.8 to 4%.
BN Americas reported him predicting that
economic recovery would be determined to
an extent by the willingness of Peru’s regional
governments to spend their budgets fully in
2015. This would entail the familiar large-scale

infrastructure commitments that create work
and foster a better transportation matrix; all
good for the broader economy. Yet it cannot
be overlooked that Peru, one of the strongest
performing Latin America economies for some
years, saw a steep dip in GDP growth to 2.4% in
2014 from a robust 5.8% in 2013.

Peru’s growth potential is clear, and has
not been lost on foreign banks either; includ-
ing Santander, Banco Falabella, Banco Azteca,
Deutsche Bank, GNB Sudameris, Banco Ripley,
Banco Cencosud and the Industrial and Com-
mercial Bank of China (ICBC). Meanwhile, two
banks from China, a European bank and an-
other from Latin America have been scoping
the landscape according to the banking associ-
ation. Brazilian investment bank BTG Pactual,
too, revealed plans earlier this year to launch a
commercial bank in Peru.

CENTRAL BANK VISION

Peru’s Central Bank (BCRP), keen to spur eco-
nomic activity credit—the benchmark interest
rate is at 3.25%—has put its money where its
mouth is. In March 2015 the Bank reduced mar-
ginal reserve requirements for financial institu-
tions from 8% to 7.5%. It also lowered its mini-
mum requirement of current account deposits
to be deposited at the Bank from 1% to 0.75%.
With this move, the BCRP seeks to make avail-
able more local currency liquidity to further
stimulate local economic activity. Indeed, since
June 2013, the BCRP’s reduction in marginal
reserve requirement in soles from 30% to the
7.5% has opened the floodgates to more than 13
billion soles of liquidity into the system. As Julio
Velarde, Governor BCRP explained; “Since low-
er reserve requirements increase the amount
of loanable funds for banks, the sequence of
cuts implemented by the BCRP are helping the
banks to expand loans in domestic currency.
In addition, lower reserve requirements con-
tribute to reduce the cost of credit too.” Impor-
tantly, too, the ratio of credit to GDP in Peru has
sustained its growth, “...and in consequence,
there has been a dramatic increase in financing
access for consumers, financing for small firms,
and so forth. He points out that sector research
indicates that Peru boasts the world’s most so-
phisticated micro finance system. Indeed, “If
grow accelerates, we may have to adopt a more
restrictive monetary policy in order to guaran-
tee low inflation.”

DE-DOLLARIZATION

Banks are obliged to meet specific de-dollariza-
tion benchmarks, as mandated by the BCRP.
Peru is one of the most dollarized economies
in its region. With the recent depreciation of
the sol, which lost 9% of its value in 2014, the
authorities have been particularly attuned to
the need to reduce the level of dollarization
in the system. Specifically, they reduced their
loan portfolios in dollars by 5% as of June 2015
(versus December 2013 balances) and will have
done so by 10% by December 2015. This rep-

Since the early 1990s,
administrations have
favored the tight fiscal
policies and monetary
policy that have
turned Peru'’s frown
upside down.
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resents a $2 billion shift in their balances from
dollar denominated loans to soles loans. The
Central Bank hopes to reduce total dollariza-
tion of the system’s loan portfolio from 37% last
year to 30% by the end of 2015.

MORTGAGE LANDSCAPE

According to the latest data, as of February,
loan growth in soles was 17.6% from a year ear-
lier, while in dollars, there was a 1.7% contrac-
tion over the past year. Overall credit growth is
at 10% YoY, denoting the most tardy expansion
observed since 2010. Regarding the housing
market, there has been a clear move toward
issuing mortgages in soles, again a welcome
move for the would-be homeowner, given
problematic currency depreciation. The aver-
age mortgage rate in soles as of February 2015
was at around 8.6%, vs. 7.5% in US dollars, ac-
cording to banking regulator SBS. Mortgage
issuance in soles was up 23% YoY, while in
dollars, there was a 5% decline; making for an
overall mortgage growth of 15%. Official data
for February indicates that 34% of total mort-
gages were denominated in dollars, down no-
tably from the 52% of 2011.

There has been an increase in non-perform-
ing mortgages, natural enough in a period of de-
preciating sol and retarded economic growth.
Delinquent mortgages were at 1.5% of total
mortgages outstanding, up from 0.8% in Janu-
ary 2013 and 1.1% in January 2014. Yet this re-
mains acceptably low for an emerging market.

ALTERNATIVE ROUTES

While relatively low, at 25% in 2014, Peru’s
mobile penetration is set to rise, making for an
alternative medium for the delivery of finan-
cial services. Peru’s finance minister, erstwhile
economist Alonso Segura in April 2015 is deter-
mined to deliver banking into the mobile area.
Indeed, in 2012 Peru's congress had approved
a bill that would underpin the nation’s mobile
banking regulatory framework. Banking in Peru,
and indeed the broader financial markets, will
definitely be paying attention to alternative dis-
tribution modes in the years ahead.

The banking sector, then, is neatly nestled
amid the Central Bank’s prudent fiscal policy.
Credit remains healthy, and while highly con-
centrated, foreign players seem set to dilute the
pond in the years ahead. %
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TBY talks to Julio
Velarde, Governor of
the Central Bank of
Peru, on inflation, the
challenge of falling
mineral prices, and
quantitative easing.

Julio Velarde studied
economics at the
Universidad del Pacifico in
Lima, Peru, in 1974, and
went on to obtain an MA and
a PhD at Brown University in
the US in 1978. He has been
Governor of the Central
Bank of Peru since 2006,
and prior to that he served
as Executive President of
the Fondo Latinoamericano
de Reservas from 2004

to 2006. Before this he

was Director of the Banco
Central de Reserva del Pert
from 1990-92 and from
2001-03. He has held senior
academic positions in the
department of economics

at the Universidad del
Pacifico, and been awarded
as Governor of the Year
2010 by Emerging Market

— Euromoney Institutional
Investor, and BRAVO Award
for Outstanding Services in
Latin America 2012 by Latin
Trade.

{ Finance }

LIMA calling

Peru is one of South America’s
top economic performers, but
before this decade, it had expe-
rienced monitory woes. How-
ever, during your tenure the sol
has seen stability and growth
against the dollar. What role
have the Central Bank's policies
had in this transformation?

We have a highly turbulent
monetary history. Back in the
1980s, both monetary and fis-
cal policies in Peru were very
poor. Since 2001, when we
adopted an inflation target
regime to conduct monetary
policy, we became the first
country to adopt this regime
with negative inflation rates.
The credibility in the new re-
gime allowed the central bank
to adopt a more expansion-
ary monetary policy, without
affecting inflationary expec-
tations. The second country
to apply inflation targeting
under negative inflation was
Japan, in 2014. Since intro-
ducing inflation targeting,
core inflation in Peru has been
at 2%, and headline inflation
at 2.6%, on average. That is
the lowest in Latin America,
which is consistent with fact
that we have the lowest target
of inflation in the region.

How is the bank acting to stim-
ulate growth in the context of
lower mineral prices, and what
has led you to keep the rate con-
stant over the past two months?
Inflation has been high, that is
the main reason why we have
been reluctant to cut rates.
Instead, we reduced reserve
requirements so that financial
institutions can increase their
lending at a faster pace. The
Central Bank has adopted an
expansionary policy stance
since May 2013 when it started
cutting reserve requirements.
Since that time, we have also
cut the policy rate three times
up to 3%, which implies a real
interest rate of less than 1%.

For many emerging economies
the rise in the dollar, coupled
with a fall in commodities, may
come as a shock. How do you

IN NUMBERS
Central Bank of
Peru

Core inflation

2%

Interest rate at
time of interview
(November 2014)

3.9%

plan to insulate Peru from that
trend?

In 2008, the emerging markets
recovered quickly, because
China was growing rapidly
in 2009, which pushed com-
modity prices up. In addition,
the Fed extended sub-lines to
certain important emerging
market economies like Bra-
zil, Mexico, Korea, and Sin-
gapore. This allowed them to
limit exchange rate pressures,
whereby credit resumed
flowing to emerging markets.
Those conditions are not go-
ing to exist this time around,
as commodity prices are fall-
ing, and the US is set to tight-
en its monetary policy. Expan-
sionary policies will remain
in place in Japan and Europe,
which will partially compen-
sate the impact of the FEDs
tightening in emerging mar-
ket economies. Last year Peru
was the only country in the re-
gion with a fiscal surplus. Peru
saved during good times and
now we can use those savings
to pursue a more aggressive
counter-cyclical fiscal policy.
We have a large level of inter-
national reserves, so if there is
pressure on the currency, we
can use a good chunk of those
reserves to limit the risks of
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an abrupt depreciation of the
sol. This gives us some leeway.
The third important factor is
that many important projects,
particularly in the mining
sector, will enter production
in 2015-17, which will near-
ly double copper production
over the next three years.

Do you have any thoughts
about Peruvian debt markets
and on the effects of quantita-
tive easing?

We are the emerging economy
with the largest participation
of non-residents in the do-
mestic-currency government
bond market. This participa-
tion reached 58% in the past,
nowadays is less than 40%.
Besides this reduction, the
yields of government bonds
have not increased, reflecting
the high demand for these
bonds of domestic agents. Pri-
vate Peruvian pension funds
that had increased its invest-
ments abroad are moving it
back to Peru. In the case of
corporate bonds, the issuance
in emerging markets have in-
creased substantially recently,
particularly in the last three
years. Last year for example,
we accounted for almost a
fifth of total bonds issued in
South America, Brazil, and
Chile each one for 31%, and
Colombia for the 14% of the
total issuance during 2013.
Those bonds have been typ-
ically been issued in dollars
at a historically low interest
rates. They are bullet bonds,
typically issued with a maturi-
ty between seven and 10 years,
therefore the rollover risk is
relatively low. As part of pol-
icy to smooth the credit cycle
in Peru, during the period of
QE, we increased the reserve
requirement in dollars, in the
case of deposits up to 50%.
This policy increases dollar
lending rates, particularly
for small and medium-sized
firms (SMEs) and households,
as corporates have access to
international capital markets,
this type of reserve require-
ment affects them less. %
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FORUM BANKING STRATEGIES

Major international and
domestic firms are exploring
niche segments in Peru’s
banking sector.

WALTER BAYLY
CEO, Banco de Crédito
del Perti (BCP)

e have focused on bringing more
people into the banking sys-

tem and enlarging the pie itself,
as penetration levels were relatively low.
Growth has been substantial over the past
couple of years because of the combination
of two factors. We started at a low level of
penetration, and the country has grown
considerably. Thus, the banking system
grew by multiples of GDP growth. GDP
was growing at 7%, and the banking sys-
tem grew at three and a half times that rate.
The problem was that our branch network
was not located where people wanted it be-
cause we did not have the right distribution
channels, prices, or products, prompting
us to address these issues. During that pro-
cess, one of the lessons learned was that a
segment of the customers is better served
by specific business models, rather than
by a universal, large bank, such as BCP. We
bought a microfinance company called Ed-
ificar and subsequently expanded into buy-
ing MiBanco. Today, we have BCP as well
as microfinance companies with different
business models that are more appealing to
certain groups of customers.

TAPINTO
TOMORROW

JULIO FIGUEROA

Country Manager,
Citibank

e made a decision to focus on
the areas where we add value,

where we can compete well, and
to focus on businesses where we are highly
profitable, where we have the returns we
need, where we have scale, and where our
global presence makes a difference. It had
nothing to do with Peru as a country. The
bank intends to focus on large markets of
substantial scale, and Peru was not one of
them. Citi is basically simplifying its model.
From a technology perspective it is in the
process of implementing global platforms.
Strategically, it was decided that—not only
for Peru, but also for other countries—it
was in the best interest of all stakehold-
ers—shareholders, employees, and cli-
ents—to divest those businesses. Peru was
the first of eleven countries to close follow-
ing the announcement. We announced the
transaction in December 2014 and it closed
in May 2015. Peru is a strategic country in
which we want to grow. Proceeds that came
from selling that business are going to be
invested in corporate businesses in Peru.
Citi Peru represents around 5% of Latin
America in revenue terms.

CARLOS GONZALEZ-
TABOADA
CEO, Scotiabank Peru

cotiabank’s first stage of activity
in Peru was as a shareholder of a

small bank. However, as the bank
grew it developed a new strategy of main-
taining a balance between the sustainable
growth of our business operations, and
the acquisition of complementary lines of
business that can benefit the company. In
fact, Scotiabank in Peru was born out of
the merger of two banking institutions, and
we subsequently acquired a third compa-
ny, which we transformed into a financial
institution focused on credit lines to small
companies and low- and middle-income
consumers. Later we expanded operations
into wealth management by buying a pri-
vate pension fund administrator. We incor-
porated the consumer portfolio of Citibank,
because we believed it complemented our
existing portfolio and put us in a very strong
position to develop a platform of premium
banking in Peru. In our long-term vision, it
provides us a solid growth expectation in
this country, which has had a stable growth
rate for the past decade, and invested reg-
ularly in the country. We see plenty of op-
portunities in the lending segment, as well
as savings.
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JORGE

MOGROVEJO
President, Fondo de
Seguro de Depdsitos

DANIEL

SCHYDLOWSKY
Superintendent, SBS

Can you talk about the impor-
tance of a well-regulated finan-
cial system in the context of your
activities?

JORGE MOGROVEJO The ESD
isa depositinsurer, which means
that every deposit in our system,
including 48 financial compa-
nies and banks are covered by
the FSD. Basically, the coverage
is per person rather than by ac-
count. Therefore every account a
person has within a financial in-
stitution is covered (up to a lim-
it). The moment the financial in-
stitution is closed the customer
just has to wait 48 hours for the
first list of covered depositors,
to get their money back. Having
the banking system function this
way gives the customer confi-
dence in the banking and finan-
cial system. It started with the
FDIC in the US during the crisis
in the 1930s, and this formula
has been very successful all over
the world. The institution can be
public or private, which gives the
depositors the assurance that
they can recover their money no
matter what happens. This is the
key feature giving confidence to
people in their banking system.

DANIEL SCHYDLOWSKY Peru
saw a new insurance contract
law legislated in 2012. Before
then, the insurance industry was
regulated under the commercial
code of 1902, so the law was 110
years overdue for reform. When I
took office and attended my first
meeting of insurance regulators
I met with insurance companies

{ Finance }
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Confidence in the national financial system has
allowed the private sector to invest and spend
with confidence, thanks to strong regulation
and pro-business policies.

that kept saying they didn’t know
how to enter Peru because the
legislation seemed rather unusu-
al. That was a nice way of saying
it was outdated. So we changed
that and we got some good new
legislation. We had three to four
companies entering the mar-
ket over the last year. Today the
market is more competitive, and
offers better products, but is still
not fully formed, and will have
become more mature within
a year or two. The same is true
for micro-insurance; that is also
going to grow. It is all going to
change if we can continue grow-
ing at 5-6%, then the insurance
market will be unrecognizable
five years from now. There is no
question of its future growth.

What are the benefits of that sys-
tem rather than having deposits
paid from the Central Bank di-
rectly?

JM Extended deposit insurance
coverage or a blanket guarantee
is by no means a magic bullet,
and comes at a cost. It may lead
to moral hazard, and possibly
large fiscal contingent liabilities.
With limited coverage, the moral
hazard is reduced to some extent
and the benefit to the public is
that they are not required to bet
on the quality of the institution,
or its management. It is fair to
protect small depositors, but not
the big ones as you can see with
our $30,000 limit. We are giving
protection to a high percentage
of depositors, mainly working
people with low level of depos-

its. The amount of protection we
can give is to provide confidence
in the system. The license to put
up a bank and take deposits is a
very important thing for both the
government and the financial in-
stitution.

How will you address the lack of
competition in the private pen-
sion system (AFP), in light of the
lack of participation in the previ-
ous tender?

DS We have had good participa-
tion on the bidding itself. Prices
have come back down again,
which is how you actually want
to measure success. It does not
really matter how many partic-
ipate. In this matter the goal of
the reform was fulfilled in every
bidding we have had. In the first
bidding there was a new entrant
in the market, which made a
market of five pension manag-
ers. Unfortunately, one of the
institutions got sold during this
period (due to a global corpo-
rate decision) but that did not
generate the amount of concen-
tration that it could have gen-
erated because it got split into
two parts. Despite that, there is
probably going to be room for
a new entrant in the following
rounds. Another issue has to do
with the insurance premiums,
which are not part of the same
bidding process but are a part of
the cost. The competitive nature
of the insurance component has
gone sky high through their bid-
dings with many companies en-
tering to the market. %
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FOCUS MICROFINANCE

HERE, THERE, EVERYWHERE

Many see Peru’s
microfinance sector
as a perfect model
that can be replicated
around the world.
Domestically,
microfinance
companies are now
looking for new
ways to reach the
underserved in rural
areas.

PERU'S MICROFINANCE SECTOR has
deep roots dating back to the 1950s and 1960s.
Today, as the sector continues to grow, many
analysts have identified Peru as a model for mi-
crofinance development that could be replicated
around the world. Over the past few years, Peru
has garnered increasing international attention
forits positive business and policy framework for
microfinance development. In 2010, the Finan-
cial Times called Peru “the world's best climate
for microfinance.” In 2013, Global Microscope, a
global ranking of financial inclusion and microf-
inance sectors praised Peru for ranking number
one for its microfinance business environment
five years' in a row.

According to responsibility, a social invest-
ment consultancy firm, between 2001 and 2011,
Peru's microfinance loan portfolio grew fifteen-
fold. The key to this growth has been the busi-
ness and regulatory environment that Peru has
developed for the sector. In particular, what has
made Peru's microfinance regulations unique
has been a combination of extensive supervi-
sion, strict regulation, and a lack of market in-
tervention by the state. While many developing
countries have attempted to provide govern-
ment subsidized or “zero-cost” microfinance as
a tool for poverty reduction, Peru has relied on a
private sector model. The result has been a more
efficient, more robust, and lower cost sector. In-
terest rates in Peru's microfinance sector have
consistently fallen over the past decade, drop-
ping from an average of 44% in 2003 to 29% in
2013 according to MIX.

Looking more specifically, there are a few key
principles that have made Peru's microfinance
regulations so successful. First, there is exten-
sive supervision of the operations and portfoli-
os of microfinance institutions (MFIs); second,

there is no discrimination between foreign and
domestic capital in the sector; third, apart from
limited exceptions, there has been no subsi-
dized public sector competition for private sec-
tor MFIs; fourth, MFIs are allowed freedom in
terms of capital allocation; fifth, MFIs are given
freedom to determine their own interest rates
and commissions; and finally, the market allows
arange of types of financial services providers to
take deposits, from large banks, to credit unions,
and regional savings banks.

Another important element has been the role
of credit bureaus. One of the main challenges for
the microfinance sector globally is attempting
to assess creditworthiness for a segment of the
economy that often lives informally. Peru has
made remarkable strides in developing credit
monitoring systems that include MFI clients.
Since 1997, Peru's banking and insurance regu-
lator, the SBS, which runs a public credit bureau,
has required that MFIs share their clients' infor-
mation, including total debt and default history.
At the same time, international private sector
credit agencies, such as Equifax also began cov-
ering MFIs in Peru. As a result, Peru now has one
of the most effective and complete credit infor-
mation systems of any developing country.

As the sector moves forward, one major chal-
lenge is access in rural areas. Peru has experi-
enced rapid urbanization over the past few de-
cades, with around 70% of the population now
living in urban areas. As a result, many MFIs
have focused their growth efforts on Lima and
provincial capitals. However, according to the
IFC, this leaves around 8 million people in un-
derserved areas for microfinance. More than
half of rural households in Peru live below the
poverty line, so access to finance can play a sig-
nificant developmental role in coming years. %
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MAKING MONEY WORK

TBY talks to Carlos Eduardo Polo Parada, General Manager of
Inversiones La Cruz, on the importance of small loans, reaching unbanked
Peruvians, and the future of micro-loans within the financial sector.

Carlos Eduardo Polo
Parada is Founder and CEO
of Inversiones La Cruz.
Inversiones La Cruz has
been in the Peruvian market
for about 20 years. Eduardo
Polo is an accountant by
profession. He earned

a Master of Business
Administration (MBA) from
the INCAE Business School
and the University Adolfo
Ibanez. He is also Partner-
Director of the chain
secured loans Credimas

of Honduras, Nicaragua, EL
Salvador and Prendamads in
Bolivia.

What is the role of Inversiones
La Cruz in the financial sector
of Peru?

We are specialists in offering
microcredits with collateral
ranging from $100 to $2,000
that are repaid within be-
tween one and four months.
We offer these credits nation-
wide and concentrate our
services in Lima and Peru’s
provinces. Inversiones La
Cruz has grown both geo-
graphically and in volume
terms, and today has more
than 75 agencies and with
a future projection of 90 by
the end of 2015. We are the
first financial entity in the
Alternative Stock Exchange
(MAV), which has more flexi-
ble procedures than the Bolsa
de Valores de Lima (BVL) and
allowed us to do our first is-
suance just six months after
embarking on this project.

Are you focused mostly on in-
dividual clients or do you also
provide credits to SMEs?
Today, 100% of our custom-
ers are individuals. Through-
out the years, we have been
able to ‘bank’ many custom-
ers who relied on informal
channels. One should bear
in mind that we have been
working in Peru for 20 years,
in Bolivia for 15, as well as in
four other countries in Cen-
tral America.

Why has Inversiones La Cruz
been so successful given heavy
competition?

Ours is a niche business mod-
el, and has been successful
precisely because we have
satisfied a clear demand.
Around half of our clients are
unbanked, and when seek-
ing credit, they lack a credit

* Entered MAV
with an $8 million
program of short-
term financial
instruments, the

highest in MAV's
history

* Due toissue a
$16 million 3-year
bond program

record, which is where we
come in. We have succeeded
through specializing in cred-
its with collateral such as gold
jewelry, vehicles and diverse
articles such as electronic
devices, kitchen appliances,
and mobile phones.

Peru’s economy suffers from a
high level of informality. Does
competition from informal
lenders present a significant
growth challenge?

On the contrary, the informal
channel and moneylend-
ers are a great opportunity,
since potential and regular
clients prefer an institution
that offers them better terms
and conditions, transparent
operations, and the security
we offer for their possessions,
jewels or vehicles. We see this
opportunity growing on the
outskirts of modern Lima and
in many provinces of Peru.

Some critics have said that this
type of short-term lending is
“predatory” because of its high
interest rates when compared
to standard bank loans. What
would you say in response?
Standard bank loans are
much higher than ours and
are long term. Ours is a short-
term loan that averages $400
per loan, and is mainly used
for emergencies. Moreover,
our clients cannot resort to a
standard bank. Over the years,
we have been able to help
more than 100,000 people
overcome inconveniences, or
secure a small loan for neces-
sary purchases.

How do you explain the positive
impact of this sector on Peruvi-
an society?

To the general public, this
credit is an opportunity to
step forward. However, hav-
ing so many entities it is pos-
sible that the client will start
working with many of them,
and eventually not fulfill their
promises. For the client it
provides an opportunity to
do business. Every business
must look forward, but in our
business, we have to cover
our backs as well. A bank will
know when to decline a cli-
ent, but if there are too many
entities, eventually one will
say yes.

What trends do you predict for
the sector?

There will be a consolidation
process of microcredit com-
panies because there are a
great variety of them. This is
because actual and potential
clients prefer such credits
from businesses that have
better support, provide secu-
rity and inspire trust. %
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FORUM CREDIT AGENCIES

GET IN
HERE

Banking has a relatively low penetration rate in Peru, meaning
banks and credit agencies are looking at ways to reach the
population through new services and products.

LUIGI A LINDLEY
General Manager,
Experian

eru is well regulated. The indi-
E cators in its financial sector are

also healthy, even if the country
is not growing as fast as it was in the past.
The non-performing loan rate is not as ag-
gressive, and there are even indicators that
it has decreased in recently. Those are con-
sequences of the health and strictness of
the regulation regarding the financial insti-
tutions and their development. We focus
on six specific sectors of the economy, and
in each one of those, informality has some
kind of effect. Our goal is to understand the
information we collect from each sector to
determine how it interacts, and how it im-
pacts our clients. For example, today the
banking sector has a penetration of approx-
imately 6-7 million people out of a popula-
tion of 30 million. Telecommunications on
the other hand has a penetration of nearly
100%. We are looking at ways we can use
information from the telecommunications
sector to connect clients to the banking sys-
tem. We have conducted analyses to develop
formulas using information of the telecom-
munications sector, and with this we can fa-
cilitate the process of formalization in other
sectors such as banking or microfinance.
These models are developed in the region
but they conform to business development
paradigms that stretch back more than 100
years. Experian has developed the concept
of knowledge management. We combine
our global grasp of these rules, and use them
in countries like Peru.

BAILEY KLINGER
Co-founder & CEO,
Entrepreneurial
Finance Lab (EFL)

eru is an interesting case, because
E there is so much competition in the

microfinance segment and a lot of
data available for risk evaluation. It has actu-
ally resulted in a paradox, where there are the
simultaneous problems of over-indebted-
ness and financial exclusion. Credit bureau
scores are used extensively by all lenders in
Peru and they based on the same informa-
tion. To meet sales and growth targets in
this highly competitive market, lenders have
been aggressively pushing more and more
loans onto those individuals that can be eval-
uated with the bureau, creating problems of
over-indebtedness and declining credit qual-
ity. At the same time, the more than 50% of
the country that does not have adequate
credit history for risk evaluation is shut out
of the financial system, harming inclusion
and economic growth. To reach them in a
large-scale, sustainable, and profitable man-
ner, new approaches are required, and that
is precisely what EFL provides. This not only
solves the financial inclusion problem, but
can also solve the over-indebtedness prob-
lem as it gives lenders new and more sustain-
able market segments in which to grow. They
can reach rural areas and the interior of the
country, instead of chasing growth by forcing
a tenth loan onto a merchant in Gamarra. Job
and GDP growth can be generated by putting
capital into the hands of entrepreneurs and
small businesses that are in need of support.

AMILCAR RAMOS
General Manager, Peru
and Ecuador, Equifax

n Europe and the US, concerns
E over credit ratings are more cul-

turally embedded and developed
in comparison to Latin America. In Peru,
60% of the total population is unbanked,
whereby they have no credit history, and it
becomes difficult to increase financial sys-
tem participation. There are many people
who could be included in the middle class
for example, who are earning good incomes
while running informal businesses. In this
context, our role is to help the financial enti-
ties attract more people. To achieve this, we
have developed several platforms and solu-
tions that make it possible for the banks to
evaluate citizens with no credit history. In all
of Latin America, Peru has among the high-
est potential for growth, due to the presence
of local and global banking within a robust
micro-finance sector that is growing rapidly
and by high rates. In partnership with EFL
we are implementing solutions for the top
five banks in Peru, and in micro-finance, we
are delivering results for the top 10 munici-
palities. Non-regulated financial entities, not
only banks, are facilitating the entry of more
people into the banking system. People feel
less intimidated working with small finan-
cial entities rather than professional services
automation (PSA) agencies, where personal
treatment can be lacking. New entities are
using an individual approach to attract more
of the population into the financial system.
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Buoyed by a stable economy Peru’s capital markets have continued to
appeal, and are busily polishing up their offering, technical prowess
and investor environment.

N

Review CAPITAL MARKETS

BEAR, AND BULL

Today’s Lima Stock Exchange, Bolsa de Va-
lores de Lima (BVL), dates back to a 19th cen-
tury need to conduct commercial transactions
from a single address. Fast forward to the
1990s, where Peruvian economy underwent a
period of reform that subsumed some of the
informal economy, while also pursuing the
privatization of key Peruvian sectors such as
mining, electricity and telecommunications.
Essential to this strategy was the development
of functioning, and well-regulated capital
markets capable of enticing local participa-
tion and foreign attention.

HOW IT'S DONE

The aforementioned strategy is being achieved
through internal mechanisms, and in broader
brush strokes, through the cooperative plat-
form of (MILA)—the collected bourse of Peru,
Colombia and Chile—expanded in late 2014
by the arrival of Mexico. This mechanism
boosts liquidity—when established it creat-
ed the third largest liquidity lake in Central
and South America besides the Brazilian and
Mexican markets. As of December 2014 MI-
LA’s MCap approached the $1 trillion-mark,
at $945 billion. It also underpins standardiza-
tion and best practice in an integrated Latin
American market.

The Peruvian securities regulator is the
SMV, established in 1968 to both champion
and supervise the capital markets. As SMV
Superintendent Lilian Rocca Carbajal ex-
plained to TBY; “The SMV through its three
fundamental roles of regulation, supervision
and promotion has pursued actions to facili-
tate the incorporation of new issuers through
more intensive use of capital markets as a
source of financing, promoting the access to
new investors, and especially strengthening
investor protection.”

Another benchmark for getting it right is
the MSCI Global Market Accessibility Review.
It serves two key purposes, the first of which
is to enable international institutional inves-
tors to trace the evolution of accessibility in
individual markets of interest. Secondly, it
highlights perceived shortfalls that respective
regulators ideally then address. The resulting
dialog in turn shores up any lags to ensure
uniform standards conducive to investor con-
fidence. One identified shortfall in Peru is the
only partial availability of stock market infor-
mation disclosed in English. Another is limit-
ed competition among brokers that spells to
relatively higher trading costs.

With Peru as a signatory, The UN co-or-
ganized Sustainable Stock Exchanges (SSE)
initiative of the UN Conference on Trade
and Development (UNCTAD), the UN Global
Compact, the UN Environment Programme
Finance Initiative (UNEP-FI) and the UN sup-
ported Principles for Responsible Investment
(PRI), is a learning platform, again, enabling
stock exchanges, investors, regulators, and
companies to keep pace with international
best practices to promote corporate and capi-
tal market sustainability.

SPREADING THE JOY

The 2013 Securities Market Promotion Act was
a move to reduce transaction costs to broad-
en the investor base and generate excitement
in capital markets participation (IPOs) among
small and medium-sized issuers. Accordingly,
the alternative market it spawned facilitates the
IPOs of smaller enterprises generating revenue
of below PEN200 million (about $66 million).
Such entities today are require to hold just
one risk rating to become eligible, rather than
the two required of their larger counterparts.
And of course, the platform fosters greater

RAFAEL

ALCAZAR
Chairman of the
Board of Directors,
Procapitales

A growing number of
Peruvian corporations

has had access to global
capital markets, by issuing
both debt instruments
under the SEC's 144-

A Rule and equity
instruments (ADR) in
NYSE, which have allowed
the involved corporations
to take advantage of
historically low interest
rates and reduced
financing costs. While

the prospects of these
kinds of deals depend
heavily on the future
scenario of international
financial markets, we
foresee there will still be
significant opportunities in
the near future provided
that associated risks

are managed properly,
particularly with
exchange-rate risks.*
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Buoyed by a stable economy, Peru's
capital markets have continued to
appeal, and are busily polishing up
their offering, technical prowess, and
investor environment.

accountability and corporate transparency as
the nation at large works to shrink its informal
economy. Essentially, then, the Act anticipat-
ed stimulating the capital market to spur com-
petitiveness and create a juicier market for in-
stitutional investors.

CAPITAL LOSSES?

In relation to the above ambitions, the Lima
Stock Exchange had been lobbying the gov-
ernment to terminate the 5% capital-gain tax
on equities, which it blames for curbing in-
vestment. Indeed, some argue that the tax has,
among other consequences, enabled Chile to
become a regional financial hub. It is no coin-
cidence that elsewhere in the financial markets
Chilean entities have been making inroads.

THE LANDSCAPE

Most investors at the BVL are individuals,
tempted by the promise of higher returns—
when assuming higher risk—than may be
found in the banking system. And by volume,
the Peru’s private pension funds top the in-
vestor totem pole at the capital markets, being
flush with liquidity to park in long term posi-
tions in step with their pension and retirement
plans.

As at end-2014 there were 275 companies
registered at the BVL, of which, 32 were trad-
ing; these comprise the benchmark index.
According to official data, over the past de-
cade equity trading has outpaced the debt
market on the strength of macroeconomic
performance and raised confidence percep-
tion regarding Peru. That being said, in 2012,
in a high watermark moment for the Lima ex-
change, the volume of overall bond issuance
flows comprised 7% of GDP, predominantly
from private external debt.

For 2013 liquid equity-trading volume was at
around $4 billion, thus more than fourfold that
of the fixed income print of $872 million. And
as of December 2014, equity traded volumes,
moderately down, were at $3.8 billion, while
bond trading had risen to $1 billion. According
to Latin Lawyer, one curb on capital market
liquidity has been the fact that banks provide
financing at lower rates—for low-to-medium
sized amounts—than the cost of listing on
the bourse. Unsurprisingly, IPOs have been
limited to the largest entities from sectors like

energy and mining, in need of massive capital
injections for infrastructure investments that
banks are more reluctant to extend. IPOs in
2014 registered at $1.17 billion, according to
official data, albeit 33% down YoY. The Lima
Stock Exchange does not trade derivatives.

SELECTED FUNDAMENTALS

The Lima General Index shed a leaden 24% in
2013, yet in terms of market capitalization it
exceeded $120 billion in 2014. And while the
bourse recoiled from external shocks includ-
ing oil deflation and decelerated global growth
mutual funds impressed in 2014, ratcheting
up 6.5% YoY on a net asset value (NAV) of over
$6.2 billion. The capital markets watchdog
puts the participant number for that year at a
historic high of 352,000.

The Peru Stock Market benchmark index
(IGBVL) increased to 13769.06 Index points
in May from 13366.86 Index points in April of
2015. Stock Market in Peru averaged 7071 In-
dex points from 1991 until 2015, reaching an
all time high of 24051.62 Index points in April
of 2012 and a record low of 22.92 Index points
in January of 1991. The index’ 52-week range
as of May 15 was 17,121.79 to 24,569.78.

For 2014, total traded value was $5.8 billion,
down YoY from $6 billion. The daily average,
too, was down YoY from $23.8 million to $23
million. Equities amounted to $3.8 billion
down from $4,100.5 in 2013. Meanwhile, debt
instruments overall printed at $1.1 billion, up
from the 2013 figure of $872.6 million.

AS FOR THE FUTURE...

...Let’s return to Lilian Rocca Carbajal, who
alights firstly on additional regulatory nor-
malization during 2015. She harks back also
to 2011, where Peru’s reform to spur IPOs in-
spired regional markets to follow suit. In 2015
work will be undertaken to create new mutual
funds, where; “...structural reforms will make
[them] more agile, cheaper, and allow better
access for citizens. [...] We also plan to mod-
ernize the regulations regarding risk; we will
standardize these measures with the Interna-
tional Organization of Securities Commissions
(IOSCO guidelines).” This October 9-11, fur-
ther international prestige arrives when Lima
hosts the Annual Meetings of the World Bank
Group and the IMF. And then in 2016, Peru is
also the venue of the annual meeting of the
International Organization of Securities Com-
missions (I0OSCO). Small wonder perhaps that
the bourse in May adopted the leading edge
MillenniumlIT platform supported by London
Stock Exchange Group to expedite intercon-
nection with regional markets such as MILA.
In short, ceteris paribus, the BVL is destined to
remain a live wire. %

LTLTAN ROCCA
CARBAJAL

Superintendent,
Mercado de
Valores (SMV)

How have recent macroeco-
nomic trends affected Peruvian
capital markets? What will be
the regulatory response?
Throughout the past decade, the
GDP of Peru has experienced
6.7% annual growth. Moreover,
investment has risen from 18-28%
of Peru's GDP, amounting to more
than $57 billion, and the external
public debt represents just 8.6%
of Peru's GDP. Peru was recog-
nized in 2014 as one of 20 coun-
tries in the world with the best
internal macroeconomic condition
according to the World Ranking

of Macroeconomic Environment
Global Competitiveness Report.
The macroeconomic prudence of
the country and the existence of

a favorable legal, economic, and
regulatory framework for foreign
and local investors have led to
successive improvements in the
rating of sovereign foreign curren-
cy debt by major rating agencies.

What changes do you envision
in the regulatory regime of Peru
over the coming years?

For 2015, we plan to normalize
many regulations and also bring
in certain new ones. In 2011, we
saw a reform that encouraged
IPOs, and that was successful
enough to prompt surrounding
countries such as Ecuador, to
work on implementing some of
the same reforms. In 2015 we
have planned structural reforms
that will facilitate the process of
holding IPOs and will also help to
create new mutual funds. These
structural reforms will make
those funds more agile, cheap-
er, and allow better access for
citizens.”
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TBY talks to Christian Laub, General Manager
of Credicorp Capital and President of the Lima
Stock Exchange, on the trend toward expanding
business abroad and the ease of doing business

What is the core focus of Credi-
corp Capital?

Peru has been growing sig-
nificantly over the past de-
cade. Most of our Peruvian
clients were well served in-
side Peru, registering domes-
tic market growth followed
gradually by a regional pres-
ence in such markets as Chile
or Colombia. While we could
serve them well in Peru, we
lacked the necessary resourc-
es to help them enter region-
al markets. That is when we
thought there would be a
space for what is going on in
the Mercado Integrado Lati-
noamericano (MILA), or this
part of the Pacific Alliance.
Every day numerous Colom-

Christian Laub is Chairman
of the Board of the Lima
Stock Exchange and
General Manager (CEO)

of Capital Credicorp,
Credicorp’s Investment
Banking Group. Previously
he was responsible for the
Corporate Banking Division
of Banco de Crédito del
Peru.

in Peru.

bian, Chilean, and Peruvian
companies are investing in
the other markets. What is
happening in the real sector
in terms of investment is that
we have built this investment
banking platform to support
not only companies, but also
individuals and institution-
al investors that are starting
to invest all over our region.
That is why we first created
BCP Capital, an investment
banking group, in Peru, as a
spin-off of assets out of BCP.
Later, we acquired a majority
stake in Correval in Colombia
and IM Trust in Chile. These
acquisitions plus BCP Capital
became Credicorp Capital.
If you look at South Amer-
ica, you have Brazil on one
side, which is huge but has
its own dynamics, and then
Colombia, Peru, and Chile, all
having similar economic and
political models. Individual-
ly, we are quite small, but if
you add up the three nations’
populations, there is a total of
90 million inhabitants with a
GDP of $800 billion.

The Bolsa de Valores (Lima
Stock Exchange) is heavy on
mining currently and some pre-
dict negative effects from the
recent drop in commodity pric-
es. What do you think?

[ Finance ]

The Lima Stock Exchange
(LSE) has always been a min-
ing exchange. About 50% of
the market capitalization or
more has been weighted on
mining companies. I would
like to have other sectors get
into the market and weigh in,
but the situation is that we
have been a mining coun-
try and we will continue to
be a mining country. A lot of
what happens at the LSE will
depend heavily on what min-
ing companies do. Last year
was a particularly hard one
amid declining commodity
prices, and you saw this re-
flected in the prices of equi-
ties traded on the LSE. The
mining companies’ prices
lost around 40% of their val-
ue, which given their value
at the bourse, affected the
index overall. There has been
a slender rebound this year
as prices have stabilized and
some of them have even gone
up. Nonetheless, the perfor-
mance of those companies
often depends more on exter-
nal factors more than on the
plight of Peru.

What is the climate in Peru for
international investors?

The LSE recently reduced
trading costs by 70%, which
is significant. But, with this
70% we are not as competi-
tive as we should be. Actual
volumes haven’t increased
substantially as a result of
this price reduction, as on
top of these costs, brokerage
costs are also incurred. In the
past, infrastructure cost was
20 basis points (including
SMV and Cavali). That came
down to 10 basis points, but
if you add 50 basis points on
top of that from brokers, the
reduction is much smaller...
the second thing is that Peru
is the only one of the Pacific
Alliance to levy a 5% capi-
tal gains tax, which renders
us less competitive than the
other two countries. Liquid-
ity simply moves to a more
efficient market. On a typical
day at the LSE, the average
traded volume will be around
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Institutional
investors in
Colombia, Peru,

and Chile, have
more than
$500 billion in
resources

50% of the
market capital on
the Lima Stock

Exchange is
weighted toward
mining companies

$15 million. But for Peruvian
companies trading in New
York, it is going to probably
be $150-200 million.

What role do you expect the
bolsa to play in the broader de-
velopment of the country over
the coming years?

The main advantages that
the stock exchange brings are
transparency, liquidity, and
good pricing. This said, trans-
parency in particular is key.
If we are going to have inves-
tors, both internal and from
abroad, we need to make sure
that companies, be they listed
on the LSE or not, are com-
plying with the highest stan-
dards of governance. Some-
thing we should be focusing
on, and indeed, something
we are still working on as a
market and as a nation is cor-
porate governance and trans-
parency. As long as we are
seen as a highly competitive,
transparent, and well-gov-
erned exchange, more com-
panies will be keen to come
and list on it, and that culture
will permeate throughout the
country. ¥
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FORUM ASSET MANAGEMENT

STEP THIS WAY

?

DULTO COSTA
CEO & Managing
Partner,
Macrocapitales

n Peru, the mid- or
large-cap opportuni-
ties are scarce. New

entrepreneurs are easier to
find in Peru. That means that
price-wise, it is easier to be a
partner than to buy out. One
of the challenges is that com-
panies sometimes fail to un-
derstand the full extent of obli-
gations that come with signing
a contract. It can be difficult
when your counter-party is not
thinking at the same level. In
the regular process, the com-
munication code is exactly the
same such that everyone knows
about EBITDA, working capital,
what happens if the working
capital in the closing capital
is different, and what is being
signed. That doesn’t happen
as often when working with
mid-sized companies. Most of
our companies are too small to
reach the stock market. To be in
the stock market in Peru, or at
least to be a success at the IPO
stage, you have to reach at least
$100 million in value. We find
value in the Alternative Invest-
ment Market (MAF). For our
companies, the MAF would be
the first step within two or three
years.

V'3

FELTIPE BARCLAY
PIAZZA

President, LarrainVial
Perui

wo areas are vital for
Peru—education and

health. Peru also has
a lack of infrastructure that
we need to face up to. There
are projects underway, but we
need to pick up the pace. This
becomes apparent when one
drives beyond the city, and the
roads quickly disintegrate. The
country needs more and better
highways, bridges and road con-
nections. Peru has been steadily
opening its economy. The econ-
omy has been growing an aver-
age of 7% for the last years. There
has been a slow down, but it is
still growing. We had 15 years of
non-stop growth, even in 2009.
Peru is an open economy. In
addition, there is convenient
interchangeability between
the new sol and the dollar, and
many retail outlets accept both.
We work with pension funds, to
which we provide hard-to-get
buys. Pension funds, for exam-
ple, are prohibited by law from
investing in real estate, and we
provide an investment instru-
ment in the form of a fund that
enables them to be invested in
the real estate market. We also
provide other investment strat-
egies, such as for funds invested
in Latin American debt that wish
to diversify.

As assets and capital market products become
a more common sight in Peru, more companies
will look to take advantage and provide services
and products to companies.

JOSE ANTONIO

BLANCO
General Manager, BTG
Pactual Perti

s the main player in
the capital markets in

Peru, we need to find a
way to foster and grow our cap-
ital markets to make them more
attractive in Peru. On one hand,
we have the pension funds
with assets under management
which continue growing signifi-
cantly, month after month. They
need to find investment oppor-
tunities, not only in equities, but
also fixed-income investments.
On the other hand, as a coun-
try, we do not have the level of
size and liquidity that those in-
vestors are looking for. Many
pension funds will eventually
try to shift their investment op-
portunities outside of Peru, so
we need to create the proper
regulations to reduce costs and
expenses and keep their invest-
ments here. We must also find
a way to provide liquidity to the
market. We should try to lower
costs, as there is also the capital
gains tax which is making us less
competitive against countries
such as Chile and Colombia. We
need that to incentivize capital
markets in a more active and ef-
fective way.

DANIEL DANCOURT

CEO HMC Asset
Management, HMC
Capital

e have a broad spec-
W trum of ratings we
can invest in, and the
required yields are dependent
on the risks being taken, in or-
der to compensate investors in a
risk-adjusted fashion. Credit rat-
ings are a consequence of factors
such as business risk, sector, fi-
nancials, and qualitative factors,
which help to assess the capacity
of payment of the companies. It
is important to consider the op-
portunity cost for investors, to
adequately compensate them
relative to other investment al-
ternatives of comparable risk.
In this sense, we have to moni-
tor movements in both the local
fixed income market as well as
international high yield markets.
We consider there is a signifi-
cant area where issuing bonds
through the capital markets
makes sense for companies in
terms of rates and optimization
of their capital structure, while
offering attractive returns for in-
vestors on a risk-adjusted basis.
In the future, we will certainly
monitor other growth opportu-
nities, but our current focus is in
the fund we have raised in Peru.
We believe the investment thesis
is highly scalable, but first it is all
about delivery of what we have
promised our investors.
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MARCO PESCHIERA
Managing Director,
The Carlyle Group

slowdown allows peo-
ple to fix the efficien-

cies in their business-
es, rethink their strategies to get
the right product, and to clean
house from every perspective.
Hence, if this slowdown makes
owners and corporations think
more about such consider-
ations, consolidate, and clean
up their act, in the next cycle
of growth, we can pick up com-
panies of a much higher qual-
ity that are going to be much
more attractive for internation-
al investors. The due diligence
processes are going to be a lot
simpler as a result, and you are
going to have a lot more confi-
dence in those companies. In
terms of commercial cycles, the
point is not to go down too far,
before picking up again as soon
as possible in order to have the
best growth we can in the future
for the next peak of the cycle.
We do not expect an excessively
deep cycle in Peru. This kind of
slowdown is not bad for private
equity either because you adjust
expectations. The expectation of
many owners is for huge growth
and multiples, as if risk and cy-
cles do not exist.

CARLOS A. GARCIA
Founder & CEO,
Summa

hile AFPs eagerly par-
W ticipated initially, their
presence is far slighter

these days, and their current fo-
cus is on investment diversifica-
tion. That means reducing their
financial footprint in Peru by
diversifying overseas, for better
exposure to the global economy.
Amid economic deceleration,
AFPs seem less likely to support
new private equity funds. When
they started there were limited
options on the stock market, and
the alternative was to invest in
private equities with exposure to
new areas of the national econo-
my. Their new focus is on foreign
investments abroad and new
economies. And while they are
still investing here, they are be-
coming more selective. There isa
growing awareness among fam-
ily-owned businesses, particu-
larly over the past few years that
independent directors and cor-
porate governance are critical in
the prevailing economic climate.
There have been many success
stories in recent years, and a
growing number of these firms
have been seeking such assis-
tance. Summa Asesores Finan-
ciales brings more than money
to the table. We try to participate
in the decisions being made that
have future consequences.

{ Finance }

GONZALO DE LAS
CASAS

General Manager,
Sigma Capital

he two main risks are
social issues and what

we like to call “permis-
ology” here in Peru, which refers
to excessive bureaucracy where
you spend excessive amounts of
of time obtaining permissions
for various operations. The prob-
lem is getting worse because as
we move forward it becomes less
and less predictable. There is no
way to know what permissions
you will need or how long it will
take to obtain them. You know,
it will materialize at some point,
but if it takes you six or eight
months more, that means los-
ing that many months’ revenues
and facing construction costs.
We arelocal. It is easier for a local
team to have a wider network to
reach more projects. On the oth-
er hand, locals tend to be more
used to local risk than foreign
counterparts. Our partners were
looking for a local partner with
local contacts, and we helped
them where any problem arises.
We are keen to enter the min-
ing sector, which nowadays has
been hit by lower commodity
prices, but we see an opportuni-
ty to help mining companies re-
duce their capital expenditure by
allowing us to invest in peripher-
al assets such as power lines or
water-treatment plants.
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HECTOR MARTINEZ
Managing Director,
The Abraaj Group,
Peru

hen we invest in a
company, we are

closely aligned with
the management team that is
already in place. Prior to making
the investment, we identify those
areas where we believe the com-
pany needs to be strengthened,
be it operationally, strategically,
or financially, and we develop
a Value Creation Plan where we
agree on the actions that should
be taken in the short, medium,
and long term. We also put tre-
mendous emphasis in integrat-
ing Environmental, Social and
Governance (ESG) issues into
the business and this is a busi-
ness principle that has been in-
tegrated all our companies, from
the time of pre-investment to the
time of exit. Moving forward, the
strategy will not change as we
will continue to focus on the Pa-
cific Alliance countries, includ-
ing Peru. The key drivers in these
countries rest in the expansion
of middle-class consumption,
the demographic dividend, and
the significant growth of urban
centers. As a confluence of these
factors, we see tremendous op-
portunity in the consumer sector
and as such are targeting our in-
vestments in that space.
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FOCUS EQUITY

an EQUITABLE idea

Peru has an emerging private equity movement that has the potential to
be a transformative force within the national economy.

ALTHOUGH PERU’S PRIVATE EQUITY
market is composed of both international and
domestic players, thus far locals have made the
vital contributions. The biggest players were in-
terviewed in preparation for The Business Year:
Peru 2015, while others have done so anony-
mously, as private equity firms around the world
sometimes do.

Underdeveloped capital markets and ex-
pensive bank financing across many emerging
markets means that private equity occupies an
especially interesting space in EMs generally,
and in Peru specifically. The SME financing
gap in EMs was estimated at $1 trillion by a re-
cent Oliver Wyman report, and a Credit Suisse
report found that while in developed markets
banks provided a quarter of corporate loans, in
EMs they provided half. The reliance on banks
is indicative of the tenuous position many
growing companies find themselves in, espe-
cially when they reach critical growth points
of $50 million to one $100 million in annual
revenue.

In Peru several factors are behind a shortage
of capital at high-growth firms. Pervasive infor-
mality, an illiquid exchange with a high barri-
er to entry, and a local bond market that saw a
drop in activity in 2014 where issuances is typ-
ically only by established firms and banks. The
dénouement is hungry mid-sized companies.
And while in many cases informality and poor
governance preempt opportunity cost as rea-
sons for exclusion from capital markets, private
equity firms have found niches in the Peruvian
market through several distinct strategies.

First, there are industry focused local funds
that derive most of their funding from the
nation’s private pension funds. Then there
are international PE firms who bring a mix of
external capital and local investment, usual-
ly also from the pension funds. Then there is
Nexus, which is an outlier, which operates as
an investment vehicle for Intercorp, and uses
little if any external capital.

Starting from the early 2000s, Peru’s private
pension funds or AFPs began to systematical-
ly invest in Private Equity (PE) funds. There are
strict limits on the amount of investment that
can be channeled to ‘special funds’ due to the
risks inherent in PE structures, but the capital
available from the three largest AFPs, Prima,
Profuturo, and Integra is adequate to create a
PE market.

Renzo Ricci Cocchella, the Managing Director
of AFP Prima, was bullish about recent pension

fund reforms in Peru that raised investment
percentage limits on an ‘Alternative Funds’ cat-
egory that included private equity. Regarding
increased limits, he explained that, “...this third
pillar was the best outcome of the reforms.”

Pedro Grados Smith, the CEO of Profuturo,
commented on the PE industry’s ability to fuel
the expansion of capital markets. “It is important
to develop the liquidity of the stock exchange.
Nexus Group is a company that has generated
retail business and then IPOed, thereby boosting
the liquidity of the stock market.”

Nexus, the local fund that Mr. Grados men-
tioned, is the project of Carlos Rodriguez Pastor,
one of Peru’s richest citizens, and the Chairman
and CEO of the Peruvian giant Intercorp. It is
somewhat of an outlier in terms of strategy and
structure, but it is probably Peru’s most success-
ful Private Equity firm. Nexus brought the first
PE facilitated IPO when it launched InRetail on
the Bolsa de Valores de Lima in 2012 and raised
$400 million in what was at the time the largest
IPO in five years.

InRetail debuted at the tail end of the high
side of a commodities cycle, but its instant suc-
cess points towards Peru’s retail-happy middle
class and growing access to credit. The IPO also
powered Nexus to a string of other high-profile
acquisitions, all targeted at middle-class needs
and demographic driven growth, such as Innova
Schools, a private education firm with progres-
sive methods, NG Restaurants, which owns a
basket of international and domestic restaurant
brands, and Salud Total, which provides services
to the Health Sector.

Other local funds include Enfoca, Sigma,
Summa Capital Partners, and Altra Investments.
All receive the majority of their funds from AFPs,
and are mostly focused on a specific industry.
Altra has invested heavily in logistics, while Sig-
ma is focused on infrastructure, while Enfoca
has participated in important retail transactions,
most notably the sale of Maestro, a home sup-
plies store, to the Chilean giant Falabella for $492
million. Notably, AFPs who invested with Enfoca
received a profit of $231 million as a result of this
sale, a sum that will pay the pensions of thou-
sands of Peruvians.

International firms active in Peru include Car-
lyle Group and Abraaj, two firms with divergent
approaches to the market. Carlyle Group has
continued the leveraged buyout strategy that
earned it a reputation in the US. Carlyle acquired
JV Resguardo, which owned two prominent se-
curity firms in Peru, for an undisclosed sum in
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2014. Negotiations to acquire a second security
firm, Hermes, are reported to have collapsed in
early 2015, but Carlyle still has a large amount of
capital to work with of its $300 million.

Abraaj, an international player based in
Dubai with significant investment in many of
the world’s high-growth markets, has invested
in Condor Travel, one of Peru’s major tourism
firms, and in Acurio Restaurants, the rapidly
growing firm owned by Peru’s most famous chef,
Gaston Acurio. Both of these deals were made on
privileged access but for minority stakes, a strat-
egy that has served Abraaj well in other markets.
Both Condor and Acurio are top players in their
field, with international reach.

All of the sectors where Private Equity has
become a force, with the exception of min-
ing-linked transport companies invested in by
Altra, are not directly connected to the nation’s
mineral wealth. The fastest growing and most

Best
performance
since 2011
peak of

Aggregate commitments : Private
i equity
: transactions
: fell
up from :
by volume to
in 2013

reliable sectors of the economy as identified by
TBY'’s interviewees in 2015, were in infrastruc-
ture and retail. The trend of non-mining invest-
ments by PE firms highlights Peru’s strong mid-
dle class and its continuing diversification.

Private equity activity has made progress to-
wards filling the financing gap in the Peruvian
market by snapping up companies with excellent
potential at an early stage. It has also changed
the standard of organization and corporate gov-
ernance in Peru, as many medium-sized busi-
ness owners explained in interviews with TBY
that they understood their businesses needed
to be professionally and transparently managed
to be acquired. Overall, Private Equity remains
small fry in Peru’s financial sector, but none-
theless has been involved with some of the na-
tion’s most notable deals over the past five years.
When the next round of exits materializes, more
recognition will likely follow. %
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Peru’s insurance sector presents both familiar pitfalls and springboards,
and its stable economy and rising middle class should reduce the

PERU(SING

A LITTLE CONTEXT...

The Latin American market is experiencing
accelerated insurance activity, as respective
populations improve their standing, enter the
workforce and swell the middle class. Beyond
that, Peruvian insurers are increasingly clued
up as to industry shortfalls. These include a
deficit of skilled underwriting professionals,
one source of external talent being the re-
gion’s sizable reliance on the bancassurance
model; albeit with a concomitant rise in costs
incurred. Other familiar pitfalls are limited
product awareness and public confidence.
Meanwhile, the opportunities are there, and
for one, Latin American nations are poke-hap-
py consumers of social media, ideal for pro-
motional online communities. Floating on the
raft of aforementioned factors, total insurance
premium growth in Peru was at 16% in 2013,
thereby exceeding the nation’s overall eco-
nomic performance; again a common picture
throughout Latin America.

THE PERUVIAN SCENE...

In July 2012 the Wall Street Journal labeled
Peru the New South American Tiger in the
wake of 7.1% growth for that month alone.
And according to Ernest & Young (EY), a high-
ly competitive environment has resulted in a
fine balancing act where Peruvian insurers
are obliged to present multiple product of-
ferings and leverage alternative distribution
channels, while keeping the cost to the con-
sumer affordable.

s b i former, by taking advantage of the latter.
Review INSURANCE

The Solvency II Directive harmonizing EU
insurance regulation, and set to be effective
on 1 January 2016, essentially determines the
amount of capital that insurance companies
must hold to mitigate the risk of insolvency.
According to Gonzalo Basadre Brazzini, Gen-
eral Manager of Interseguro; “The superin-
tendency has been reviewing Solvency II, and
we have been working with them, conducting
sensitivity analyses to understand the impact
on our industry.”

The foreign insurer, too, is not missing out
on local opportunities in the Peruvian market,
thanks to regulations attached to the national
strategy of spurring growth through a smooth
investor environment. Peruvians, then, may
take out insurance and reinsurance policies
from foreign entities.

According to World Finance, Peru’s growth
is fueled by the solid financial markets it has
swiftly developed, vital among which is the in-
surance industry. The 2012 insurance law that
overhauled the system for growth and foreign
investment anticipated the large demand for
coverage from flourishing corporate and in-
dividual segments whereby, “...creative risk
management becomes indispensable; it is for
this reason that Peru has streamlined its insur-
ance system.”

A LIFE LESS TAXING

In Peru financial businesses, including insur-
ance, are monitored by the Banking and Insur-
ance Law and related regulations. The Super-
intendence of Banking and Insurance (SBS) is
mandated with regulating financial entities,
insurance companies, and pension funds.
New legislation is set to improve the tax land-
scape in the 2015 to 2019 period, reducing cor-
porate income tax and raising the dividend tax
rate; further motive for entry. And as EY points
out, “Peruvian life insurance companies are
exempt from income tax where income is de-
rived from assets linked to technical reserves

SOURCE: SBS
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The 2012 insurance
law that overhauled
the system for

growth and foreign
investment anticipated
the large demand

for coverage from
flourishing corporate
and individual
segments.

for payment of retirement, disability and sur-
vivor pensions within the private pension fund
administration system.” And meanwhile, Pe-
ruvians are exempt regarding allowances de-
rived from life or health insurance contracts.

This also holds where income stems from
endowment insurance contracts, and for life
insurance contracts; these exemptions will
likely be in place in perpetuity to foster insur-
ance market maturity.

And at the corporate end of the spectrum—
again, to foster investment—Peru has sim-
plified the taxations of premiums payable to
foreign insurance and reinsurance entities.
Income tax law features a ‘presumption of
income’, where, according to Finance World,
“7% of the insurance premium value is deemed
to come from a Peruvian source, taxable at 3%,
which is applied only to the seven percent of
presumed income.”

As SBS Superindent Daniel Schydlowsky ex-
plained in a TBY interview, despite the entry of
several players in recent years, the market, “...
is still not fully formed, and will have become
more mature within a year or two. The same is
true for micro-insurance.”

EXTENDED (MOBILE) COVERAGE
Schydlowsky points out, while; “There are 30
million cell phones in Peru [...] only 2% of Pe-
ruvian people use [them] to do financial trans-
actions.” Taking this to task is Peru’s landmark
Modelo Peru, a part of the government’s social
inclusion efforts. The platform stands to en-
sure that all citizens access the same mobile
financial system, regardless of the type of fi-
nancial institution they turn to.
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REINSURANCE

The writing of reinsurance business in Peru is
open to by qualified non-admitted reinsurers
(NARs), which need not be registered with the
SBS, if possessed of the requisite credit rating
(BBB - S&P or similar) and minimum net as-
sets of $10 million. Peruvian law thus, does not
curb or prohibit the payment by a reinsurer of
reinsurance proceeds directly to the original
insured party.

...AND SOME NUMBERS

As at December 2014, Peru’s insurance housed
18 constituent players. Five operate in the gen-
eral and life branches, six solely in the general
branch, and seven exclusively in life insur-
ance. For 4Q2014, premium generation was
led by general insurance at 38.6 %, followed
SPP (mandatory individual insurance system)
on 27.0%, life insurance on 21.6% and accident
and sickness insurance on 12.9%.

Peru’s insurance penetration rate is approx-
imately 1-2%, and by law certain insurance
segments are mandatory (auto insurance for
personal injuries, life and health insurance for
employees in high-risk activities). One of the
least penetrated insurance industries in Latin
America, Peru’s GPWs are at just 1.6% of GDP,
compared to the LATAM average of 2.6%. The
sector grew 11.6% for 2014, on GPW of $3.4 bil-
lion on annual average growth of 14.6% over
the past 5 years. A dissection of GPW conforms
to the Latin America pattern of non-life seg-
ments (51.5%), life insurance (29.4%) and an-
nuities (19.1%).

In December 2014, sectoral return on equity
(ROE) as an average of the previous 12 months

==

Away

g /

}

)

* ITIS BECAUSE YOU DO NOT
KNOW OUR FINANCING.

Automotive
Financing

D MAF

Z :‘)AA

www.mafperu.com

The car of your dreams’is claser than you think:
Just choose the financing plan that suits you:best and pay:it-as you like:

TOYOTA


http://www.mafperu.com/

70 THEBUSINESSYEAR

[PERU 2015]

was at 18.3%, YoY up from 15.2%. Meanwhile,
the return on Assets (ROA) climbed YoY to
2.9% from 2.6%. Administrative management,
too, calculated as annualized costs over premi-
ums retained, modestly impressed, declining
YoY from 19.6% to 19.4%. The current liquid-
ity ratio, at 1.29x, had slipped YoY from 1.26x.
Yet in terms of the system’s long-term health,
insurance sector solvency ratio had risen from
1.23x to 1.32x between November 2013 and
November 2014. Total production of net in-
surance premiums had reached $3.2 billion in
December 2014, nominally up by 12.0 % YoY.
The key contributor was growth of general and
life insurance premiums, respectively up YoY
by 7.0% and 13.7 %. In the general insurance
segment, vehicle insurance grew 6.4 % on pre-
miums of $285.8 million. Net premiums post-
ed for general insurance climbed 7.0 % YoY as
at December 2014 to $1.2 billion, accounting
to 38.6% of total net premiums. And reflecting
the real and present risk of natural disaster,
earthquake and fire premiums also climbed to
$247.8 million and $12.8 million, respective-
ly. Additionally, the industry segments most
susceptible to catastrophe (property) are ad-
equately protected, according to official data,
having a catastrophic reserve-to-probable
maximum loss ratio of 1.73x for the entire in-
dustry as of June 2014.

On a more prosaic level, for 2014, cover-
age against accidents and illnesses rose 6.8%,
where most business was generated by health
care and mandatory motor insurance (SOAT).

Between December 2013 and December 2014,
the rate of direct claims declined from 45.9%
to 42.6%.

THE OUTLOOK

Fitch Ratings Rating maintains a ‘Stable’ out-
look for the Peruvian insurance sector, based
in short, on the adequate capital positions
and robust profitability in evidence, despite
volatile financial income; in short, prudent
management. It also voices its confidence in
sustained economic performance. Fitch antic-
ipates gross written premium (GWP) growth of
11% to 12% (non-life 9% to 10% and life 12% to
13%) for 2015.

Confirming the concentrated nature of the
beast, currently just two providers Rimac and
Pacifico account for 55% of total gross premi-
ums written (GPW) and 58% of the market's
total net income. Meanwhile, the top four
firms hold 78% of GPW. Yet given the conve-
nient legal framework, Fitch foresees a less
concentrated industry going forward. Indeed,
since 2013, five foreign insurers have entered
the market, four of which are Chilean.

And as EY concludes, the wise insurer in the
Peruvian market in 2015 will be paying attention
to alternative promotional channels, with prod-
uct design shaped by local realities. And mean-
while, the government, taking the wider view
regarding the financial industry, is working to
homogenize access to information and product
as the average Peruvian’s lot improves and the
concept of wealth management takes root. ¥

"20 years of staying close to our customers
and helping them achieve their goals in
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TBY talks to Nobuyuki
Fukushima, President
of the Board of Mitsui
Auto Finance (MAF)
Peru, on starting

out in the Peruvian
market, working with
dealerships, and the
role of technology in
operations.

What strategy shaped your ini-
tial entry into the Peruvian mar-
ket, and what was unique about
your approach?

Our goal for implementing
new financing here was to
help middle-income people
buy new cars in a difficult en-
vironment. A line of credit is
hard to come by, due to con-
servative banking policies. We
are conservative, but we do ex-
tend credit to suitable custom-
ers in a workable manner. For
example, we have a product
called “Renueve” which allows
our customers to enjoy a new
car every two or three years,
letting them take advantage
of the best part of the useful
life of the car with the lowest
down payment and the most
convenient monthly payment
on the market. This represents
a 45% saving in monthly pay-
ments when compared to con-
ventional credit. The benefits
of this product with MAF are
innumerable. Those who have
thought about buying their
first vehicle at a lower price
will be able to opt for a much
more expensive vehicle with
a more convenient payment.
More importantly, when it
comes time to replacing the
car, the client doesn’t pay the
cost of the depreciation of the
vehicle because the remaining
value of the vehicle is turned
into the down payment for the
next car. Finally, our clients
pay only for what they use and
not for all the additional costs
that can be generated through
the use of a car over the years,
such as depreciation and
maintenance costs, for exam-
ple. Products like this are pos-
sible because we know first-
hand what the residual value
of that car will be in the future.
The way that banks evaluate
the credit-worthiness of cus-
tomers is totally dependent on
their credit history and record,
as well as their revenue pro-
files. Our focus on middle-in-
come people is entirely new

{ Finance }

to Peru. I saw the potential in
this market early on, and we
transformed a former Mitsui’s
leasing company into a new fi-
nance company obtaining the
license from the SBS (Banking
Superintendency) in 2010 af-
ter a three-year period, which
has given us a substantial head
start against our competitors.

How did the market respond to
your model?

In 2011 we placed relatively
few loans, as was the case in
2012. However, 2013 was our
first year of real operations,
and we had $100 million
worth of loans on our port-
folio. In 2014, too, we placed
more than $100 million worth
of loans. Indeed, MAF closed
2014 as the second largest auto
loan provider in the country.

What other flexibility does your
form of finance represent be-
yond the facility of a large down
payment? What due diligence do
you perform on clients?

We have a presence in the
dealership. As you know, the
car dealers identify the op-
portunities and establish rela-
tionships with customers. We
establish a close relationship
with them because it is a key
part of our business. That is
why we have a presence in ev-
ery Toyota dealership in Peru.
We make a quick assessment
of the client, taking less than
an hour. If customers go to
a Toyota dealership and are
introduced to our loan execu-
tive, they leave the dealership
knowing whether the car and
financing will work out. That is
vital because ultimately buy-
ing a car involves an emotional
decision.

How do you make that credit de-
cision?

We take available credit in-
formation and essentially in-
terview the client about their
income, and make a decision
based on the data on hand.
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Customers must support their
data with documentation,
but once cleared, the credit is
approved, and we deliver the
loan. What makes MAF dif-
ferent is our ability to respond
quickly, delivering both the
loan decision, and where the
outcome is positive, the loan
itself.

How does technology support
your business?

We brought our technology
from Chile where we devel-
oped our systems and our en-
tire web-based capabilities.
We deliver the application
approval quickly because all
systems are linked. MAF also
supports its business through
an efficient collections pro-
cess and quick repossession of
cars to repay the outstanding
amounts. At the end of 2013,
our group consolidated an
Auto Loans portfolio exceed-
ing $400 million in Peru and
Chile. In 2014, even after a dif-
ficult foreign exchange rate cli-
mate in South America, we fur-
ther increased our portfolio. %

Nobuyuki Fukushima was
born in October 1965

in Japan, and studied
mechanical engineering

at the University in Japan.
He has worked for Mitsui
Japan, and likes golf,
fishing, and tennis. In
1985 he went to Keio
University to the School of
Machinery and Sciences
and graduated in 1989
having specialized in fluid
mechanics. His career with
Mitsui led to his spending
extended periods working in
France, Algeria, Venezuela,
Colombia, and Chile.
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VOX POPULI DEVELOPING INSURANCE CULTURE

JOSE ERNESTO
BAZO FEBRES

General Manager,
Vida Cdmara

he first step is to take
advantage of our

knowledge and expe-
rience from the Chilean mar-
ket in medical and technical
evaluation for different types of
disabilities. This will allow us to
build our disability and survivor
insurance business here. Once
that is established, the second
step is to explore all branches of
insurance in order to penetrate
into the low and middle seg-
ments of the Peruvian market.
For that, our strategy is to ex-
plore channels for the commer-
cialization of these products.
Important people in the Peru do
not carry out their transactions

WORKING

POLICY

Regulatory reform and consistent policy from financial authorities has
created strong potential in the Peruvian insurance sector.

directly through banks, at least
in the informal sectors. We need
to develop creative channels to
get these people involved in the
insurance market. We want to
figure out how to distribute in-
surance to this sector, as bank-
ing may not suffice. In Peru we
have cajas competitivas, which
is a separate financial segment.
For these, we need to first define
the sectors to which we need
to provide insurance. We also
have to understand our clients.
They have particular forms of
transactions in their particular
financial system, so we need to
provide bespoke solutions for
these people.

ALFREDO JOCHAMOWITZ STAFFORD

Chairman of the Board, Protecta

eru has the lowest
penetration in South
America, at around

1.5% of GDP. In non-life, it is
the lowest penetration in South
America. Overall, Peru has the
lowest penetration rate in the
region, which is rather odd as
Peru has long enjoyed a com-
pletely open economy, and
has seen good growth through
the years. I believe that this low

ver the past 15 years,
a new Peruvian mid-
dle class has emerged

with a greater disposable income
for many new purchases, one of
them being insurance, the sales
of which have risen consider-
ably. Yet while insurance premi-
ums are growing at a rate of two
to three times the growth of the
economy as a whole, Peru re-
mains highly under penetrated.
Insurance premiums account
for just 1.8% of GDP, which is
low compared to our regional
neighbors. The way to accelerate
this growth is for the insurance
companies to reach customers
through alternative distribution
channels that can connect with
new segments of the popula-
tion in a cheaper manner. We
also need to develop new prod-
ucts that are simpler to use, not
least to mitigate the significant
mistrust many people have for
insurance in general. Many find
it complicated, or else suspect
some sleight of hand, and that
filing a claim would be difficult.
Insurance products must there-
fore become simpler to buy and
use, with people being readily
able to collect their payouts.

rate reflects an excess of regula-
tion, and that the sector is con-
centrated in the hands of few
companies. This strict regula-
tion has done little to promote
entry into the industry, which
has exacerbated its concen-
tration, which in turn makes it
more difficult for newcomers
to start ventures here. This sit-
uation will not change any time
soon, and regulations are not

GONZALO BASADRE

BRAZZINI

General Manager,
Interseguro

set to soften. Some might say
loose regulations lead to too
many companies and overall
low profitability. It is hard to
say what the ideal regulato-
ry framework is, and I can but
consider the evidence, where
in Peru, we have the lowest in-
surance penetration in South
America. The market is growing
at an above 10% annual rate
and will continue to do so.
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TBY talks to Luis
Imedio Serrano,
General Manager &
Country Manager
Secrex CESCE, on the
role of Secrex, the
development of the
market, and Peru’s
potential for growth
within the industry.

credit CHECK

How would you characterize the
role of Secrex in trade and cred-
itinsurance in Peru?

We are an affiliate of the
Spanish state-owned compa-
ny CESCE, which historically
served as the Export-Import
Bank of Spain, but which
has since become more of a
credit insurance company.
We have guarantees in con-
struction and public works
for our customers and clients
who deal with government
and companies in the pub-
lic sector in segments such
as mining, construction, and
transportation.

What is the importance of Peru
in comparison to neighboring
markets?

Peru is one of our most in-
teresting markets where we
play a competitive role. The
share of incomes of CESCE
Latin America comes from
Peru where, after the banks
themselves, we are the lead-
ing company for bond trad-
ing. Peru is important for us
and we are performing well
predominantly offering bond
services.

Why is the market for this so un-
derdeveloped right now?

Credit insurance was seen
only as an instrument for ex-
port, and was not taken into
consideration at the begin-
ning because the first thing
that governments wanted was
to develop export and trade.

Ultimately it has become an
instrument for covering do-
mestic sales in which credit
is involved. There is a risk of
non-payment, and we are see-
ing that it is being used for in-
ternal and domestic cases, but
only between companies and
end-users. We must be able to
analyze and access informa-
tion on companies to include
balance sheets and figures. It
is quite complicated in these
countries and it rather diffi-
cult to obtain a frank picture
of what an individual does or
does not have.

What do you see as the biggest
potential source of growth for
credit insurance in Peru?

The French and Germans are
prominent players in credit
insurance. In this part of the
world we are one of the big
players. We are the second or
third group in Latin Ameri-
ca to engage in this segment,
but other countries are also
interested and are doing well.
Developing credit insurance is
our biggest goal for the future.

Do you see potential for bonds
to become a larger part of your
business?

There has been a boom in
public works, which is helping
to develop this area. It is im-
portant to say that the public
offerings have been scarce in
the first part of the year be-
cause of the change in admin-
istration and the overlap of

{ Finance }

new officers. They have been
unable to draft the budget in
a timely fashion. Bonds are
mainly used for guaranteeing
the feasibility of a contract,
so people can place a bond
to guarantee that this work
will be finished in time and
successfully. We organize
and assess their expertise and
growth potential. We then go
ahead and write down these
risks and place the bond. Our
loss ratio is quite good in these
areas, at about 30%, which
is manageable considering
these markets.

What steps are you taking to
refocus the business on these
areas?

We want to become more
competitive with our closest
customers, those we consider
our core and portfolio cus-
tomers. We have decided to
be competitive in the way we
work on this. We are growing
very fast in the fields of tech-
nology, databases, and shar-
ing among the companies in
the group. We are setting up
decision-making offices in
broader Latin America, which
are important in that we are
geared at being local and
global at the same time. The
only way to do this is to have
a regional office for different
purposes in several coun-
tries where we have the most
know-how.

What is your vision for the com-
pany's growth in Peru over the
short term?

We have developed staff teams
and technological tools that
work effectively. These are not
yet normalized because we
are just starting the network.
We are earning and are well
placed in the market share
and profitability rankings. We
will try to enlarge the share of
the company in the insurance
market in step with the pace
of overall market growth. It is
still a small market, but we will
try to grow it and take whatev-
er market share we can in the
bond industry, as we want to
be seen as the main player and
leader, improving services
and accountability. %
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Part of CESCE,
a Spanish
government-

owned
multinational
credit insurance
company

Luis Imedio Serrano
received his law degree
from the Complutense
University of Madrid,

Spain and an MBA from
the Instituto de Empresa,
Madrid. He has 27 years of
experience in banking and
international insurance,
working at organizations
throughout Europe and the
US. At the Cesce Group,

he was Executive Vice
President and Director at
La Mundial Venezolana

de Seguros de Crédito.

In January 2013, he was
appointed General Manager
of Secrex in Lima, Peru.
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PLAYING THE

LONG GAME

JORGE RAMOS
CEO, SURA Peru

nvesting in private equity is
E something we do because we are

convinced that this is an asset
class where we should be present. There is
an important component of risk associated
with this asset class. It also demands more
work in terms of following through on the
investment, whereas it would be much
simpler to purchase a bond or stock. Pri-
vate equity investments require intensive
due diligence and follow through on the
investment, and this is an active class that
did not exist in Peru 10 years ago, where-
as today we have many initiatives. It is our
responsibility as the major institutional
investor in the country, to keep an eye on
the future when making such investments.
Our mandate is to achieve high returns for
our affiliates (clients), the citizens of Peru,
but if through our investments we also
support national growth overall, that will
translate in better returns for the domestic
investments. It is important for us that the
local market grows, and that we cultivate
investment alternatives for the future. We
are invested in creating a framework that
will ultimately benefit clients. SURA is,
without a doubt, the pension fund with the
largest investments in private equity at al-
most double that of other Private Pension
Managers. We have recently launched our
second fiduciary fund with a mandate of
$1 billion where we can make direct infra-
structure investments.

LUIS VALDIVIESO
MONTANO

President, Asociacion de AFP

ccording to two studies wherein
we analyzed the system, some-

where between 5-10% of long-
term potential growth can be explained
by the contribution of the long-term sav-
ings channeled through the private pen-
sion system. This is significant because in
Chile, Mexico, and Colombia, which are the
countries we normally compare Peru to,
they have contributions worth about 15%
of potential growth. These are new sav-
ings that did not exist before: compulsory
and long-term savings. When those savings
are invested well, a tangible contribution
is made to growth. It all depends how you
channel those savings through the finan-
cial system and through the labor market.
Therefore, the contribution has been sig-
nificant in the sense it has generated a basis
for sustained growth. Peru has grown by 5%
per annum on a sustained basis since 1990.
Over the past seven years, it has grown at
7%, of which 10% of that is explained by
the long-term private savings channeled
through this system rather than through
the banks, insurance companies, mutu-
al funds, or rural savings institutions. It is
directly through the pension system. As a
vehicle for promoting savings and invest-
ment, this system is an efficient one.

Saving for the twilight years is becoming a more
common activity as the middle-class continues
to expand.

PEDRO GRADOS

SMITH
CEO, Profuturo

e are a relatively small market
with only a few competitors. The

government tried to introduce
new competition into the market, but did
not completely succeeded. The idea was
to award all new clients for a period of two
years to the Pension Fund administrator
that offers the lowest fee in an open auc-
tion process, whereas at the same time
the regulator changed the salary based fee
to an AUM based fee. In practical terms,
the regulatory changes contributed to an
important reduction in management fee
across the industry of approximately 20%.
At the same time, the reform had also other
positive effects such as the deregulation of
the strict investment regulatory framework
and a significant increase in the interna-
tional portfolio limit. At present, we can
invest up to 42% of our total portfolio in
international markets and hope this lim-
it will be increased to 50% in the short to
medium term. The main objective of pen-
sion fund reform is to maximize the total
return of our clients. To help with that we
have contributed to the growth of the Pe-
ruvian capital market and development
of a long-term interest rate curve, but the
size of our portfolios creates the necessity
of international diversification. On the lo-
cal side, we still see some opportunities in
funding large infrastructure projects such
as the Lima Metro line, highways, and gas
pipelines, for example.
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RENZO RICCI

COCCHELLA
CEO, Prima AFP

he Private Pension System faces
three important challenges. First

is the need to expand the pension
systems’ coverage. Our country’s informal-
ity rates are high. This is a challenge for the
Peruvian state, which must formalize the
economy through policies, incentives and
benefits that motivate workers and com-
panies to increase formal employment.
This will give more Peruvians access to a
pension upon retirement. Second, the need
for education about the Private Pension
System is real. There are still many doubts
about the roles and benefits of the AFPs.
As a point of self-criticism, I would have
to say that in the last 22 years the Private
Pension System has not communicated
the system’s benefits effectively. We need
to be more creative and proactive to build
trust and satisfaction in our customer base.
Third, improve replacement rates, which
is the ratio of the pension obtained by the
affiliate at the time of retirement divided by
the average salary of the last few years of his
or her working life. Although this rate is in-
creasing, efforts need to be made to ensure
that this ratio follows an upward trend to
eventually reach 70% of the average salary.

CARLOS PUGA
POMAREDA

General Manager,

Oficina de Normalizacion
Previsional (ONP)

here are numerous pension sys-
tem models in different coun-

tries. In some places, it is either
public or private. In our country, we have a
hybrid system in which public and private
pensions co-exist, which is a policy choice
adopted by every government. It is evident
that it is necessary to continue reforming
the pension system, and I believe sooner
or later there will be a reform providing
the same opportunities to both systems,
such that a person joining the labor system
can choose between both, without worry-
ing about having a minimum guaranteed
pension. That guarantee sometimes makes
people go to the public system instead of
the private one, while people of low in-
come are favored by the conditions of the
public system. People with the possibility
of improving their incomes are obviously
favored by the private model. This is a dif-
ference that should be eliminated. We need
systemic reform to resolve issues of limited
coverage and the regularity of contribu-
tions. On the other hand, in recent years,
you see that capital from both the ONP and
private pension funds have played an im-
portant role as a source of funding for na-
tional growth.
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MARIANO ALVAREZ

DE LA TORRE JARA

General Manager, AFP
Habitat

e know that members must re-
ceive three things: good service,

high profitability, and a fair price.
Price wise, we have the lowest commission.
We can offer lower commission because we
are efficient in our process. We live and are
born with far more advanced technology
because we are new and take advantage of
this technology for internal processes in or-
der to translate a lower commission for the
affiliate. We have a team with experience
in domestic and foreign markets, which
has helped our profitability greatly. This
has led us to be the AFP with the highest
return for the affiliate. The key to service
is to give the information to an affiliate in
a clear and direct way. With this in mind,
we developed a multi-channel strategy. We
are active in social networks such as Twit-
ter, Facebook, and YouTube, in which we
promote the pension system. We have a
website that acts like a virtual agency. The
young affiliate prefers to be educated in a
shorter, more engaging way and that is the
goal of this page. We also have innovative
agencies. The client is engaging in a virtu-
al way via social networking, web pages or
email, though there are people who want to
be physically attended.
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Infrastructure projects
across the sectors are
helping to improve
equity market stocks
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80—

Rosa Maria Ortiz, Minister

of Energy and Mines, on the
importance of diversifying Peru’s
energy portfolio.

85—

Peru is reforming its energy sector
to open up new possibilities, both
at home and in the region.

90—

Even though reserves remain
largely unexplored and
untapped, Peru is still a force in
the mining world.

A

ince the turn of the

millennium, Peru

has been rapidly

transforming  its
energy mix to meet its evolv-
ing reserves, domestic con-
sumption and regional export
demands. As the first Latin
American country to begin hy-
drocarbon production, Peru
has been at the forefront of
the continent’s energy debate,
and is today pioneering efforts
to reform the sector to a more
renewable future.

Throughout most of the 20th
century, Peru has overwhelm-
ingly pinned its energy security
on sizable crude oil discov-
eries located along its north
coast. With global commodity
prices on the rise and mass
exploration spreading to the
east-most Amazonian region,
the country’s reserves were
proving invaluable in both
meeting domestic consump-
tion demands and generating
revenues through exports to
neighboring markets. Howev-
er, while oil production peaked
in the early 1980s, with output
exceeding 200,000 barrels per
day (bpd), these numbers have
gradually dwindled since 2000.

Energy & Miningj

_L_REVIEW ENERGY

Late last year, the government laid out an ambitious plan to
diversify its energy mix: by 2025, it hopes to draw 60% of its power
from renewable resources.

THROUGH

As energy commodities continue

to fluctuate throughout international
markets, Peru is turning inward to
harness its natural reserves in an effort
to secure its future as a major player
internationally while simultaneously
overhauling its domestic portfolio.

Compared to regional heavy-
weights Venezuela (2.3 mil-
lion bpd) and Brazil (2.1 mil-
lion bpd), production in Peru
averaged at less than 70,000
bpd throughout 2013, making
the country a net importer.
Making matters worse, the
fall in crude prices from June
2014 has significantly reduced
investment in the industry
around the world, with Peru
being no exception. In 2015,
investment in Peru’s explora-
tion and production (E&P) of
oil is set to fall below $1 billion,
which according to PeruPet-
ro—the state-owned petro-
leum company—means that it
will only be able to undertake
10-12 exploration drills a year,
rather than a desirable 20-30.
Nonetheless, a discovery
three decades ago by Royal
Dutch Shell found natural gas
reserves in Peru’s Ucayali ba-
sin, paving the way for a revo-
lution in the way the country
understands and utilizes its
energy potential. And while
commercial production in
what would be known as the
Camisea Gas Project would not
commence until 2004, it has
rapidly altered Peru’s energy



78 THEBUSINESSYEAR

LULS ORTIGAS
CUNEO

Chairman,
Perupetro

Given Peru’s natural gas re-
sources, do you see potential
for Peru to become a major
LNG exporter?

We are already exporting about
600 million cubic feet per day,
and producing about 1.2 billion
cubic feet per day of natural gas.
There are large reserves in Peru,
and the possibilities of finding
more natural gas are very high.
There is a block in the jungle of
Madre de Dios basin, where we
expect to have reserves close

to Camisea project. Natural gas
is one of our strengths, and can
often be used as a substitute for
oil. For example, 50% of power
generation in Peru is with nat-
ural gas, and the other 50% is
hydroelectric. Before the use of
natural gas, we used to generate
with diesel, which was costly.

What are your goals for E&P

in Peru?

We are planning to have
between 20-30 exploration

drills per year soon and reach
between 50 and 60 exploration
drills per year in the medium and
long term, instead of the current
10-12. That is the only way for
us to discover new reserves, and
it will mean that we are going

to have more production. Our de-
mand is about 200,000 barrels
of oil per day, and we produce
only 70,000 barrels right now.
Natural gas will help in this
effort, but is not enough to meet
demand. We need to increase
the oil production.”

{ PERU 2015 ]

composition ever since. Two years before output
at Camisea commenced, natural gas accounted
for 7% of Peru’s total energy mix. Over the next
10 years, this figure would rise to 41%, thereby
significantly supporting domestic power needs.
For instance, the use of natural gas for electricity
boomed by 132% from 2005-2012, and as of early
2014 accounts for almost half of all electric power
generated in the country. More importantly, as
of 2004, Lima has been cashing in on its new-
found treasure by exporting LNG to internation-
al markets, with Spain, South Korea, Japan and
Mexico tapping up the lion’s share. Additionally,
plans to construct a pipeline from the Peruvian
port of Pisco to neighboring Chile have been un-
der consideration since 2006, although progress
on this development has been somewhat stag-
nant in recent years. Nonetheless, as one of only
three countries in the Americas (alongside Trin-
idad and Tobago and the United States) to boast
an LNG export terminal, Peru’s recent discovery
of natural gas is estimated to generate over $320
million annually from export revenues; a num-
ber which is surging year-on-year, in line with
the increased output. When operations in the
Camisea field began in 2004, Peru was producing
around 83 million cubic feet per day (mcfd). Over
the next nine years, this figure has been increas-
ing each year, hitting almost 1.2 billion cubic feet
per day (bcfd) by 2013, with further exploration
and infrastructure projects in the pipeline.
However, recent concerns over the exact
volume of reserves within Peru have sparked
a national debate on whether the government
should be exporting its prized asset at all, rath-
er than utilizing it for domestic power purposes.
Originally, it was estimated that the Camisea
fields hold over 14.6 trillion cubic feet of natural
gas reserves, giving the country its much-needed
energy security (at a time when oil production
was in decline), while also offering ample sup-
plies for export. Over the past decade, however,
domestic energy consumption has soared by
around 5% annually, as a result of widespread
economic growth and, in particular, the govern-
ment’s initiative to provide secure electricity ac-
cess in the rural, north-east part of the country.
Oil consumption alone had hit 220,000 bpd by
2014—over a triple of Peru’s crude output—and
it has become clear, therefore, that natural gas
will have a crucial domestic role to play if the
country is to remain on its trajectory of 7% av-
erage year-on-year growth over the past 8 years.
The Lima government’s response thus far has
been one of defiance. Rather than folding into
internal pressures to refrain from selling-off
its energy security, it is actively exploring new
renewable sources to deal with increased con-
sumption. Speaking exclusively to TBY, Peru’s
former Minister of Energy and Mining, Eleodoro
Mayorga Alba, argued: “We have proven gas re-
serves of more than 20 tcf, and the potential to
discover more... Considering the sizes of the
reserves and the prospects for new discoveries,
Peru has the chance of having natural gas, hy-
dro, solar, and wind together in the same energy
matrix.” In fact, the government, led by its pre-

vious energy minister, announced an ambitious
plan late last year to diversify its energy supply,
whereby 60% of internal power use will be gen-
erated from renewable sources by 2025—with
an aim raise this further to 100% in decades to
come. Currently, 54% of Peru’s electricity mix is
served by natural gas, with the remainder com-
ing from hydropower. However, recent invest-
ments in both solar and wind energy suggest that
the government is serious about committing to a
greener, more sustainable future, while crucial-
ly freeing-up its natural gas reserves for export
revenues. Namely, Energia Eolica—Peru’s larg-
est wind operator—completed the $250 million
Cupisnique and Talara farms in August 2014, fol-
lowing a report by the National Meteorological
and Hydrological Service (SENAMHI) that wind
energy has the potential to provide up 70% of the
country’s electricity needs. Similarly, in January
2015, the government committed to the $200
million National Photovoltaic Household Elec-
trification Program to install 500,000 solar arrays
in the rural North. According to estimates, this
will boost access to electricity from its current
92% of the population, to 99% by 2019, putting
Peru some way ahead of the South American av-
erage of 94.6%.

CAMISEA GAS PROJECT

The Camisea Gas Project has become synony-
mous with the discussion on Peru’s natural gas
potential. Located in the San Martin reservoir
in the Amazon rain forest, the fields—which are
made up of Block 88 and Block 56—account for
90% of all natural gas produced in the country.
Nonetheless, Camisea’s early years, from dis-
covery in 1986 to commercialization in 2004,
were hampered by controversy and legal dis-
pute.

Namely, an original consortium made up of
Shell and US-based Mobil (today ExxonMobil)
began developing the field, however faced stiff
political opposition from Lima over how best
to utilize its findings. Throughout the 1990s,
the government had enforced a policy whereby
Camisea gas would be prioritized for domestic
purposes. However, as exploration in the fields
intensified and it became apparent that Cam-
isea held at least 20-30% more than originally
estimated, Lima made a U-turn on its domestic
prioritization, and issued a tender for the pro-
duction, transportation and distribution of nat-
ural gas in 1999.

In 2000, the government awarded a 40-year li-
cense for the operation and ownership of Cam-
isea to Argentina’s Pluspetrol (27.2%), Hunt
Oil Company (25.2%), SK Corporation (17.6%),
Tecpetrol (10%), Repsol (10%) and Sonatrach
(10%). Anticipating royalties of over $34 billion
for the duration of the project, the consortium
set into motion two phases of the Camisea Gas
Project; firstly exploring and extracting the re-
sources and secondly liquefying the natural gas
and preparing it for export. In total, Camisea I
and Peru LNG have attracted almost $3.9 billion
in foreign direct investments, making the proj-
ect the most lucrative in Peru’s history.

*Read the full interview at thebusinessy
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Peru’s former Minister
of Energy and Mining,
Eleodoro Mayorga
Alba: “Considering the
sizes of the reserves
and the prospects

for new discoveries,
Peru has the chance
of having natural gas,
hydro, solar, and wind
together in the same
energy matrix.”

FUTURE'’S IN THE PIPELINE
Going forward, the challenge for Peru’s au-
thorities as well as the international parties in-
vested in Camisea will be twofold. Primarily, it
will involve continuing to explore some of the
400 prospective field sites which the Ministry
of Energy and Mining believe may still be un-
tapped. According to Luis Ortigas, President of
PeruPetro, “the possibilities of finding more
natural gas are very high. There is a block in
the jungle of Madre de Dios basin, where we
expect to have reserves close to Camisea proj-
ect.” Likewise, a part of these exploration ef-
forts will be to maximize the potential within
Camisea itself. Namely, in August 2014, Plus-
petrol announced that the operating consor-
tium will invest a further $500 million over
the next two years to boost exploration and
drilling activities in Block 88—which alone has
proven and probable reserves of 11tcf.
Equally, however, in order to satisfy grow-
ing domestic demand and maximize export
opportunities, the Lima government will also
be working tirelessly on boosting its gas infra-
structure. In addition to the proposed, albeit
stalling, gas stream to Chile, plans to build a
second pipeline, connecting to Camisea to the
south of Peru, are well under way. The South-
ern Peru Gas Pipeline (SPGP) is expected to be
completed by 2018 and have an overall con-
struction cost of $3.5 billion. Once developed,
it will double Peru’s capacity to distribute its
newfound treasure.

[ Energy & Mining }
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BARBARA BRUCE

President & General Manager,
Hunt Oil

Gas is a non-renewable resource
that in the long-term will require
alternatives. Ultimately power
generation should be diversified and
incorporate renewable resources
such as hydroelectricity. Peru has
abundant natural resources. Wind,
thermal, and solar energy should be
part of the energy mix. My expectation
is that in 20 years from now, the

mix will be 40%-50% hydro with the
remainder being non-renewables and
unconventional renewables.*
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INTERVIEW

Rosa Maria Ortiz is a
lawyer, and graduated
from Pontificia Universidad
Catolica del Peru (PUCP).
She has professional
experience in a range of
public institutions, with
solid legal experience

in Administrative, Civil,
Commercial, Fisheries,

Maritime, and Hydrocarbons

law. She has consulted for
public sector organizations,
particularly on issues
related to contracting,
concessions, privatization,
administrative law, and
hydrocarbons.

{ PERU 2015 ]

TBY talks to Rosa Maria Ortiz, Minister
of Energy and Mines, on the importance
of diversifying Peru’s energy portfolio to
provide universal power coverage to the
entire population, and developing sustainable

mining practices.

on the GRID

As you begin your term, what are the challenges
facing Peru in regards to energy and mining policy?
We must diversify our energy portfolio and gen-
erate sufficient amounts of power to meet our
growing needs while simultaneously ensuring
that we have a robust and dependable energy
transmission and distribution infrastructure,
which can sustain the development of our
country in the medium- and long-term. This
way we can provide a secure and dependable
power distribution network that can sustain
a variety of different industrial and econom-
ic needs, and also solidify Peru’s long-term
growth as a competitive player in the region.

At the same time, we must work toward pro-
viding universal access to electricity and power
for our entire population, and have set a goal of
95.6% coverage by 2016 to this end. We must
reach every corner of the country, no matter
how remote, and we have to overcome some
serious geographical challenges. We already
have projects underway, one of which is the
provision of 150,000 solar panels for homes in
remote regions that don’t yet have access to the
national grid.

When it comes to mining, it’s crucial to sup-
port and attract greater investment in the sec-
tor, while at the same time guaranteeing that
these investments are socially and environ-
mentally sustainable. It is important to ensure
that mining operations are socially responsible
as they can integrate business interests in the
communities in which they operate. This will
help counter the negative image mining has
had in the country, based on past experiences

in which mining companies failed to respect
the rights of communities and the environ-
ment. The current dynamism we see in Peru’s
mining exploration and production activities
is important, especially in copper, as projec-
tions for 2016 rank Peru as second worldwide in
terms of annual copper production.

Peru is currently highly dependent on hydroelec-
tric energy and natural gas. Is Peru planning on
expanding its renewable energy sources like solar
and wind power?

We have a legal framework in place to promote
and develop renewable energy sources like so-
lar, wind, and biomass. But as we see in most
markets in the region, these technologies are
still in the development and maturing phase,
and we have to go step by step and use our
own and neighboring countries’ experiences
to chart the best course possible in terms of
integrating renewable technologies into the Pe-
ruvian energy grid—technologies that are eco-
nomically viable, environmentally responsible,
and of benefit to each and every final consum-
er. Our goal is to supply 5% of national energy
generation from non-conventional and renew-
able sources. For this purpose, we hold tenders
every two years to attain electricity fees that can
help us reach that 5% target. We received three
tenders for renewable energy contracts, with a
fourth due in August. The tender in August cov-
ers 1,300 GWh of renewable non-conventional
power and 450 GWh of hydroelectric power,
with each hydroelectric power station to pro-
duce less than 20 MW.



How does Peru find a way to develop its abun-
dant mineral resources while at the same time
respecting the rights and well-being of local
communities where mining operations are lo-
cated?

The sector is operating under a new set of
guidelines, ensuring that companies promote
concepts like early intervention, transpar-
ency, decentralized attention to unrest, and
articulated multicultural intervention, in ex-
traction operations. The role that mining has
played in the reduction of poverty and the
promotion of economic and social develop-
ment in the country is undeniable, and it’s
clear that mining must continue to be one
of the driving economic motors of Peru, es-
pecially in terms of achieving our goal of true
social inclusion.

We now have a legal framework that is in
the interests of both the investor and the
Peruvian state and people. It is a new policy
and approach to mining that ensures respect
for the environment and promotes social in-
clusion through a trinomial Investor-Com-
munity-State model in which the state ac-
companies the investment process from the
beginning of the project to guarantee sustain-
able development. As such, mining continues
to be a motor of the national economy.

What is it that makes Peru such an attractive
destination for foreign investment in the mining
sector?

Besides the huge mining potential that Peru
holds in terms of proven reserves and pro-
duction levels, Peru is also a safe country for
investments, offering excellent opportunities
in mining and energy on a global level. Peru
is among the world’s biggest producers of sil-
ver, copper, gold, lead, zinc, and tin.

The consistency, stability, and clarity of our
judicial and regulatory framework is funda-
mental to attracting investment in the min-
ing sector, considering that mining is a cap-
ital-intensive industry that requires extensive
resources which mature in the medium to
long term. Peru has carried out extensive re-
forms to mining legislation, which hasled toa
legal framework that promotes both national
and foreign investment in the mining sector,

[ Energy & Mining }

guaranteeing equality of rights, top facilities,
and security. This is what has sustained a vi-
brant and dynamic Peruvian mining sector
that is also one of the most competitive and
attractive in Latin America.

The Peruvian mining sector isn’t just com-
mitted to the responsible use of natural re-
sources, but it also seeks to create real and
palpable gains for local populations and
communities through their efforts to devel-
op socially and economically sustainable
growth. Modern mining pays special atten-
tion to environmental conservation, utilizing
the most modern technologies, with clearly
defined and planned operational frameworks
for this purpose.

What are your main policy priorities for your
term as Minister?

The priorities of the mining sector are to
promote the new concepts with greater effi-
ciency and efficacy, with the aim of contrib-
uting to Peru’s long-term sustainable growth
while focusing on issues of social inclusion,
security, and professional safety and health
standards. We are also working diligently to
regulate informal mining operations, and
create high and sustainable quality standards
throughout the industry.

At the same time, we are working to ease
the bureaucratic regulatory process so as to
facilitate a growth in investments and attract
more investors. We’ve been simplifying pro-
cedures, reducing terms, creating uniformity
in application processes, introducing more
flexible criteria for the authorization and li-
censing of construction and functioning in all
stages of mining operations in a sector that is
now worth $64 billion.

We also have certain priorities in the en-
ergy sector. These include diversifying the
energy portfolio; ensuring sufficient power
generation to meet the country’s needs in the
medium and long-term; improving the qual-
ity of the national power distribution grid;
extending access to the national grid in rural
and remote areas; guaranteeing a dependable
power network for the people and industry;
and advancing further reforms in the distri-
bution of electricity. %
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IN NUMBERS
Ministry of
Energy and Mines

Peru has a goal of

95.6%

electricity coverage
by 2016

Peru aims to generate

%

of energy from non-
conventional sources
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INTERVIEW

German Velasquez Salazar
is a Senior Executive

with strong experience in
management and areas of
finance, logistics, human
resources, accounting,
budgeting, treasury, and
security in electric utilities
(ELECTROPERU) and
companies in both the
private and public sectors.
He has a Master's in
Business Administration
from ESAN. He was the
Director of Empresa

de Administracion de

la Infraestructura
(ADINELSA), and a
consultant in the area of
supply chain management,
negotiations, and contracts
and research, while he

specialized in the evaluation

and restructuring of
companies. He has an MBA
and has been a Professor
at ESAN University since
2004 as well as professor
of at Pontificia Universidad
Catolica since 2008 in
operations, logistics, and
research.
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Having recently assumed your position, what do
you see as the main challenges confronting Pet-
roperu today?

I officially took over as Chairman of the Board
on March 30th, 2015 and a month later I also
became the company’s General Manager.
This was a decision made by the shareholders
to expedite the implementation and effec-
tiveness of strategies, decisions, and actions
within the company. Nowadays, the organi-
zation faces three main challenges. First is
to efficiently bring forward the Talara Refin-
ery project within the stipulated time frame.
This project has an investment of $3.5 billion
and should be finished in June 2019. One of
its main challenges is the economic reality
of the town in which this large project is lo-
cated. We also aim to consolidate Petrope-
ru’s economic and operative activities; in
fact, we hold the concession for Lot 64, and
we are looking at the possibilities of enter-
ing to lot 192, which is already in operation
and will allow us to double current volumes
(10,000/bpd). We also aim to modernize our
corporate structure, as Petroperu needs an
institutional boost to improve profitability.
We are currently in the process of developing
the modernization plan for the government’s
approval and its implementation by the end
of this year.

Some analysts have predicted that the current
trend of low oil prices will continue for the next
few years. In this context, does the large in-
vestment required to replace the Talara refinery
make sense for Petroperu?

The oil industry is an economic sector that
requires a long-term vision and an efficient

public GAS

TBY talks to Germdn Veldsquez Salazar,
Chairman of the Board of Petroperu, on the
company’s main targets, its concessions, and
the possible future tenders.

operation, taking into account the volumes
we move. We expect oil prices to rise in the
near future; however, our objective is to have
a modern refinery that will work with oil that
has high viscosity levels, which are the most
common ones in the Amazonian area of Peru.
Petroperu produces fuels with high sulfur
levels; therefore, the modernization of the
Talara refinery is something required by law.
In conclusion, we need this type of project to
be more efficient from the operative and en-
vironmental points of view.

Why did Petroperu decide not to participate in
the tender of Lots III and IV?

The main reason was that the documenta-
tion did not comply with the requirements of
the previous directory of the company. They
foresaw the participation in operations of
these two lots as long as we reached an agree-
ment with the operating company of each
lot and the analyses of contingent liabilities.
These were not ready within the time frame
initially expected, despite organizing sever-
al emergency directories—regardless of the
additional information provided by the other
parties—we decided not to take part in these
projects. From a business point of view, we
did not have all the analyses and informa-
tion we required to make a positive decision.
We prioritize things well and such decisions
must comply with the company’s standards.
We are extremely rigorous in this context;
therefore, we always require analyses of con-
tingencies, socio-environmental issues, and
market research, among other stipulations.
The list of requirements is strict; however, it
is an assurance for us for doing things well.
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The modernization of the Talara

refinery will increase operational
and environmental efficiency

This refinery will also enable us to
diversify our activities and products,
enabling the company to provide
finished goods to the retail market.

What role does a public company like Petroperu
play in the oil sector of the country?

A company is always a company, regardless
of it being public or private. The main dif-
ference has to do with who the owner is. All
companies have the same goals: to achieve
their own objectives and to be profitable. Our
vision and objectives for the company are
very clear. In spite of the fact that Petroperu is
currently a consolidated and reputable brand
in the country, our goal is to make it a beloved
brand. At the same time, we want to expand
our international horizons.

Why has the decision to take the company public
on the Lima Stock Exchange been postponed?

Peru’s Law 30130 points out that Petroperu
can sell up to 49% of its shares; hence, the
state will always remain the main sharehold-

er. This is a way to obtain capital to finance
projects and sustain growth, and has to be
done when a company is most attractive
to investors. Therefore, when the company
achieves solidness and requires money for
a key project, the directive body of the same
will make the decision to sell the shares.

How does development of Peru's gas resources
fit into Petroperu's strategic plans for the up-
coming years?

This is not one of our top priorities because
the company is not yet ready to take this
step. There are other projects that are more
important for the future development of the
company such as the refinery.

How do you see the company in five to ten years?
We should achieve higher levels of integra-
tion at all levels. This refinery will also enable
us to diversify our activities and products, en-
abling the company to provide finished goods
to the retail market. We need to create more
synergy within all departments of the compa-
ny, to become more efficient. Finally, we will
increase our international presence. %
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B2B DOWNSTREAM

PEDRO MARTINEZ

CARLEVARINO
President, PECSA

OIL'S
well

TBY talks to two
senior managers

of downstream
companies on
increasing market
share and how the
companies have
expanded since being
established.

GENARO VARGAS F.
General Manager, ECO
Petroleum

What is your strategy for in-
creasing your market share and
brand?

PEDRO MARTINEZ We iden-
tified a niche in the vehicle lu-
bricants segment and created
a place for the company in that
area. We distribute Lubrimax
not only at our gas stations, but
also in local businesses special-
ized in lubricants, which we
have labeled Lubricentros. That
is an important part of this busi-
ness. In the past, we have cre-
ated branding for the lubricant,
but the specifications and the
services were not satisfactory
from our perspective. Then, we
signed a contract with a Mexi-
can company in Monterry, and
we are bringing a different port-
folio of lubricants in from Mex-
ico with the ultimate services
and homologations of the rec-
ognized brands of motor build-
ers. We are now in our best posi-
tion ever with all the certificates
from the plant for all portfolio
products. We have an advan-
tage right now, and we are on
par with our competitors. Next,
we have to work on better dis-
tribution, not only at our stores,
but also at the Lubricentros and
other stores in this niche. We
firmly believe that the gasoline
and diesel business goes hand
in hand with lubricants. That is
one of the reasons why we are
focusing on this business.

GENARO VARGAS F. We are
thinking about this for 2H2016.
Our current business handles fu-

els from the terminal, and since
we are going to start importing
gasoline as well, there is poten-
tial because we have already
started in the downstream part
of this business, and the logical
thing to do is open gas stations.
We also have knowledge of the
business through our partners,
so we are working on that as a
long-term strategy. We need at
least 100 gas stations in order to
be economically viable with our
plan. And it is not about hav-
ing gas stations that supply our
brands, we are looking at 100 gas
stations across the country, but
we are mainly thinking about
the capital cities, and near the
terminals that we are planning
to open in the coming months
in the north and south.

How has your business model
developed in Peru since your
company was established?

PM We started exactly 20 years
ago as a wholesale distributor
of liquids. In 2005, we began
providing natural gas for vehi-
cles (NGV), in association with a
Colombian firm, Promigas, and
we were the first company to
do this in the Peruvian market.
The pipeline comes from the
Camisea Gas Project to Lima,
and nowhere else in the coun-
try. The first gas market in Peru
was Lima, which is why we built
the first gas station with NGV
there. In 2005, we bought Chev-
ron-Texaco’s assets because it
was leaving the country. From
that point on, the company be-
gan to expand as that operation
brought more gas stations and
industrial clients, taking us to
the next level. Since then, we
have been consolidating our
volumes, margins, and our mar-
ket presence. Today, we have
340 gas stations across Peru,

with a presence in 176 cities. Of
those 340 gas stations, 80 are the
property of the company, while
we also have 260 affiliates. At
those gas stations, we build fa-
cilities for LPG and NGV, as well
as convenience stores. Current-
ly, we have 110 facilities for LPG
in those 340 gas stations. We
have 40 stations with NGV, and
close to 40 convenience stores
bearing the Vive brand, which
is more upmarket than a con-
venience store or market. We
are now working to put the Viva
brand on a stand-alone plat-
form, rather than merely being
part of the gas station business.

GVF ECO Petroleum is an im-
porter of fuels. We are licensed
as a wholesaler, which allows
us to import products. At this
stage, we are only working with
diesel; however, in the future
we are also going to start im-
porting gasoline, but only liquid
fuels such as diesel and gasoline
mainly, as well as turbo jet fuel
for aircraft. With this license,
ECO Petroleum is importing
this diesel and storing it in Cal-
lao. We are distributing the fuel
to the north, the center, and the
south of the country from Callao
Terminal here. Our plan is to
start opening other operational
terminals in the north and south
of the country, because that way
we reduce our costs. Doing so
also allows us to work regional-
ly, because Peru is like a hub. We
can also export to countries like
Bolivia, Brazil, and Chile, and
provide the fuel in a better, more
effective manner to the mining
industry in both the north and
the south of the country. That
is basically our mission in this
country, to import high-quality
products and to deliver it in our
projection to other regions and
countries. ¥
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STRONGER CURR

With substantial reserves of
natural gas and huge hydroelectric
potential, Peru is reforming its
energy sector to open up new
possibilities, both at home and in
the region.

SINCE 2001, energy production in Peru has
doubled to cope with the soaring demand that
has gone hand in hand with widespread eco-
nomic growth. However, the country’s ability
to produce energy with natural gas and hydro-
electric power has been so overwhelming, that
alternative, renewable sources of energy have
been widely ignored. In spite of efforts to in-
clude renewable energy in a legislative degree
in 2008, this source has had a less-than-signif-
icant impact on Peru’s energy supply. As a re-
sult, but also due to weak gas infrastructure in
the north-east, around 10% of Peruvians lack
secure access to electricity; a figure which is,
predictably, much higher in rural parts of the
country (over 30%).

To offset this, the government in Lima,
headed by the Minister of Energy and Mines,
Eleodoro Mayorga, is working on an ambitious
plan to diversify the country’s energy mix by
2025, at which point 60% of supply will come
from renewables. According to a recent es-
timate by the National Meteorological and
Hydrological Service (SENAMH]I), the total po-
tential of wind power in Peru is near 19 GWh/
year, or 70% of current electricity consump-
tion. As such, in August 2014, Energia Eolica
the largest wind operator in Peru completed
the $250 million Cupisnique and Talara farms
which now provide wind energy to the north of
the country, for the first time.

Similarly, in early January 2015, the gov-
ernment announced plans to provide half a
million households with solar energy through
the National Photovoltaic Household Electrifi-
cation Program. Costing in excess of $200 mil-
lion, the program will aim to ensure that over
95% of Peruvians will have access to electricity
by the end of 2016, just ahead of the current
South American average of 94.6%. Speaking at
the launch, the former energy minister, Jorge
Merino explained that “this program is aimed
at the poorest people, those who lack access to
electric lighting and still use oil lamps, spend-
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ing their own resources to pay for fuels that
harm their health."

Moreover, the program has pledged to ex-
port, or “auction off”, any unused power that
the solar grids will produce; a move that will be
groundbreaking considering Peru’s until-re-
cent renewable deficiency. In fact, through the
Pacific Alliance, Lima may have found an ideal
export market to accommodate its impending
energy increase. According to the ex-economy
minister Luis Miguel Castilla, energy intercon-
nection in the alliance is the next logical move,
“pushing us beyond just trade and financial
integration to physical integration”.

Peru is the only country on the South-Amer-
ican Pacific coast with the facilities to both
produce and export natural gas. Using LNG for
electricity generation would free-up vast gas re-
serves for export. And Mexico’s struggling elec-
tricity sector appears to be the preferred market
asLNG Peru, currently operated by Texas-based
Hunt Oil, has already agreed to sell almost 70%
of output to its Central American partners. Sim-
ilarly, neighboring Chile is experiencing a clear
energy deficit, prompting a source to quip that
“so it is eminently reasonable and commercial-
ly intelligent.” Nonetheless, despite the clear
political will, poor transmission lines and a
lack of power plants mean that these projects
still lack adequate infrastructure. It is estimat-
ed that the Peruvian government will need to
pump $32 billion by the end of the decade in
order to see these ambitions materialize. %
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JAVIER GARCIA-BURGOS
CEO, IC Power

Peru's energy mix is split 50:50 between natural gas and
hydropower, with 2% to 3% derived from other sources. This makes
for a combination of two manageable, cheap, and clean energy
sources. The project we are building is one of the last cheaper hydro
plants that are less than $2,000 per kW. It is a 510MW project

costing $910 million and scheduled for completion by 1H2016.*
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Ernesto Cdérdova is the
general manager of Fenix
Power. He was a consultant
for the World Bank and

has held directorial
positions in various Energy
Development Projects in
Latin America: General
Manager for EL Salvador,
Regional Manager for
Central America in Coastal
Power, Executive Director
of Constellation Power,

and general manager of
Ecoeletrica Puerto Rico.

He has been with Ashmore
Energy International (AEI)
since 2007, Fenix Power's
majority shareholder, when
he arrived in Peru to assume
the role of general manager
of Calidda, the company

in charge of natural gas
distribution. Cordova studied
Business Engineering at
the University of Texas. He
earned a Master's degree

in Energy Economics at

the University of New York
and a PhD in Energy Policy
and Management at the
University of Pennsylvania.
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TBY talks to Ernesto Cérdova, General Manager
of Fenix Power on establishing cutting edge
power generation, mitigating political risk, and

coping with market distortions.

Fenix Power recently commenced commercial
operations. What lay behind your entry into the
Peruvian market, and what makes the market an
attractive one?

In 2008 AEI acquired Fenix, which was called
Egechilca at the time, and was developed by
Panamanian investors, Grupo Lakas. They
started the project in 2004, purchasing the gas
turbines and securing the requisite permits.
The financial crisis of 2007 prevented their
strategic investors from completing the proj-
ect. Under those circumstances, AEI reached
an agreement with Grupo Lakas to purchase
these assets, and AEI completed the project
development, although it took a while to start
construction due to a gas and gas-transporta-
tion crisis in 2009. The government stepped
in with a competitive bid for their gas supply
company, which we won. We had already ac-
quired the turbines and related permits, and
winning this bid took care of the gas supply.
Construction started in 2011, and was com-
pleted in early 2014. Commercial operations
began in May 2014, but at 50% capacity utili-
zation. From May to December 2014, we were
operating at 280 MW capacity, and 2H2014,
we received COES approval for a Commercial
Operation Date (COD) with full capacity of
570 MW registered on December 24th. With
full capacity at our plant, we are now contrib-
uting 10% of electricity consumed by Peru.
This will push prices in the right direction,
reducing consumer prices with the huge ca-
pacity we add to the system. Fenix Power is
proud of the major contribution it is making
to the Peruvian economy by reducing elec-
tricity prices, while increasing supply. We
also feel proud of our social impact in Chilca,
a community of 17,000 where we operate. Fe-
nix Power has built a potable water system at
the power plant, of which only 20% is used for
our own purposes, including desalinization
and potabilization. The remaining 80% is dis-

tributed to the local community in Las Sali-
nas, Chilca. This water supply can only gain
in importance over time.

Assessing political risk is a crucial factor for
companies seeking to invest in foreign markets.
How did you carry out that assessment and what
challenges did you face?

The political scene has been highly encour-
aging overall. At the executive level, the gov-
ernment has delivered on all its pledges. In
the broader arena, local politics and political
associations now and then oppose infrastruc-
ture in their regions. Taking these organiza-
tions into consideration, we have faced certain
problems, especially in the early years when
such groups masqueraded as environmen-
talists to conceal their political agenda. Fenix
Power does what it commits to doing, and
stakeholders notice and respect our commit-
ment. This is despite the changes seen at the
energy ministry over the past few years. Every
administration has supported our project, and
we have been unhindered in that regard. This
is because what we are doing on both the so-
cial and economic front is of too much nation-
al significance for any official or government
to oppose. All in all, I believe that what differ-
entiates Fenix Power from other companies
that produce thermal energy using gas-com-
bined cycles is our social commitments and
what we give to the local population.

How are you able to provide low prices to the
market, and how does your plant compare to oth-
er power sources in Peru at the moment?

Fenix Power was not the first energy compa-
ny to use a combined-cycle power plant, al-
though we were the first to announce that we
would build one. When others began putting
their power plants into operation, they were
open-cycle, simple-cycle plants that came
into operation in 2006-2007. But the threat of



the new power plants being combined-cycle
facilities forced many simple-cycle plants to
convert to combined-cycle facilities. Today
we have about 2,500 MW in combined cy-
cle plants using natural gas. Various com-
panies converted their simple-cycle plants
to these combined-cycle plants, but we did
it quicker, since we started out by build-
ing combined-cycle plants, whereas others
had to undertake the whole conversion pro-
cess from scratch. The entry of these com-
bined-cycle units is certainly having a major
impact by reducing the price of electricity in
Peru, although it must be said that the drop
in oil prices is also a major factor. That being
said, thanks to the combined-cycle power
plant, we can generate 40% more electricity
without requiring additional fuel. That has
led to a huge increase in supply over the past
three or four years, which has reduced pric-
es significantly, especially in light of the fact
that demand has not grown as expected, with
Peru registering GDP growth of less than 3%.
In a nutshell, lower demand, higher supply
through the introduction of combined-cycle

(& FenixPower
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PERU

Progreso para Chilca, energia para el Peru

We generate 10%
of the energy currently
consumed in Peru
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plants, and lower oil prices, have all brought
electricity prices down in Peru. We now see
spot prices of below $20 per MWH.

What is your outlook for the Peruvian electrici-
ty sector, and are you worried that the current
economic climate and recent government pol-
icies will make it more difficult to pursue new
projects?

In the government's efforts to increase gas
power-generation they have supported the
development of gas infrastructure. The gov-
ernment has also artificially maintained pric-
es at what it calls “ideal” levels. Its model
assumes there are no restrictions, and that
energy in any amount can be supplied at ide-
al rates. Although these policies served a pur-
pose a few years ago when the government
was keen to diversify electricity supply, set-
ting these artificial price levels with no time
limits can create prices that fail to represent
the true cost of generation. While this works
for short periods of time, extended periods of
artificial pricing send a distorted message to
the market. %
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LUIS VELASCO

General Manager,
Red Eléctrica del Sur
(Redesur)

How would you describe the
progress made in new infra-
structure for the electricity
sector?

LUIS VELASCO New power
plants mean that there will be
much more energy in the south,
which is excellent. This also
means that we will need more
transmission grids to merge
the electrical supply with the
electrical demand. The energy
produced from the gas genera-
tors has to be transmitted after
all; therefore, you have to have
the grid in place, not just for the
south of Peru, but also for oth-
er regions or to export to other
countries. Exporting energy is
part of the government’s plans.
Once you have the transmission
lines in place you can export and
import on the same lines. That is
what the Inter-American Devel-
opment Bank (IDB)-financed
Andean Electrical Interconnec-
tion System (SINEA) Project
aims to do; namely establish
connections with neighboring
countries, such as Ecuador and
Chile, and eventually expand
those connections to countries
including Brazil, Colombia, and
Bolivia. These are long-term
investments that will do much
to improve the electricity trans-
mission and generation grid
throughout the continent. It will
also reduce the cost of energy,
and lead to more efficient usage.

HUMBERTO

MONTES CHAVEZ
President of the Board,
Distriluz

If you have a surplus of energy
you can sell it down the line to
other countries, while during
times of shortage you can im-
port it. You can also avoid the
use of expensive reserve energy
generation and use. Red Eléc-
trica de Espana already has ex-
cellent experience in this field
in Europe, where we have con-
nected Spain, Portugal, Moroc-
co, and France, including the
use of submarine cables.

HUMBERTO MONTES CHAVEZ
The electricity business com-
prises generation, transmission,
and distribution. The lack of in-
frastructure in Peru is obvious,
and in companies like ours it is
a challenge to maintain quality
services since state-run com-
panies like ours are forbidden
by law to take on debt with a
maturity of over one year. If we
want to, for example, improve a
main substation such that it re-
mains operational for between
15 to 20 years, we are required
to repay the loan within a year.
That cannot be done with short-
term loans, which is all we have
access to. We receive loans from
FONAFE, which is the holding
company for all the state-owned
Peruvian companies. It issues
medium- and long-term loans.
We need to invest more to be
able to bring our service up to
21st century standards, but we
cannot do so under such credit
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TBY talks to two industry leaders on the state
of the country’s infrastructure and how it

limitations. We can only hope
for alegislative amendment that
enables us to reinvest the reve-
nues that we generate.

Some players in the power
industry have expressed con-
cerns about the government
directed tender process for new
power plants, particularly in that
the market has not determined
the pace of development. What
are your views on this issue?

LV It is a transparent process
that is open to many players.
The tenders have been deter-
mined based on the demand
for power in the south, where
there were diesel reserve power
plants being used to generate,
and which are being convert-
ed to gas turbine power plants.
Therefore, the government is
determining the process based
on energy demand now and
for the future. These are long-
term investments, both for the
generators and the transmis-
sion lines. They take six or sev-
en years to build, and are used
for many more than that. The
government, accordingly, has a
long term plan under which it
determines what investments to
undertake and what tenders to

might progress.

present to the market. In Peru,
per capita energy consumption
is 15 times below that of Spain.
But the population is expected
to increase their consumption,
and industrial facilities are also
planned. Peru is essentially a
primary resource economy, but
in the future the manufacturing
industry and services sectors are
expected to expand, and these
result in higher energy needs.

Do you believe that privatization
could solve some of Peru’s ener-
gy challenges?

HMC We need to improve the
quality of the power supply.
This is difficult, as regulations
impede requisite investments.
I am not saying that if the laws
change the problem will be
solved overnight, but at the
very least a major impediment
would be removed and the way
forward cleared. State-owned
companies have a bad reputa-
tion in Peru, and generally seen
as poorly managed. We are now
managing companies well con-
sidering the means at our dis-
posal. We invest what resources
we have, and are growing at a
reasonable rate, in some places
between 10-12% annually. %
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The Southern Gas Pipeline looks set to put Peru firmly on the

international energy map.

PERU IS SET TO BE a regional player with
the Southern Gas Pipeline project. The South-
ern Gas Pipeline aims to bring natural gas from
the Camisea gas fields in central Peru to south-
ern parts of the country and enjoys widespread
support from the government of President Ol-
lanta Humala’s administration. The project has
already received billions of dollars of invest-
ment and parts of the project will see the light
by 2016.

The pipeline will traverse 1,200 km and will
bring natural gas to the southern cities of Cus-
co, Apurimac, Puno, Arequipa, Moquegua and
Tacna. The first phase of the project will bring
LNG from the jungle to the highland city of
Anta, and is set to be completed in December
2016, while the second phase of the project, ex-
tending the pipeline to the southern port city of
Ilo, is due to be completed in 2017.

The pipeline will initially pump 14 million
cubic meters per day from Block 88 in the Cam-
isea gas fields, but officials are betting on more
reserves to be found and are now currently ex-
ploring possible new fields. Two other pipelines
already carry gas to the capital Lima and its sur-
rounding territories and suburbs.

In 2014, the Peruvian government granted a
34-year concession to Gasoducto Sur Peruano,
run by Brazilian construction company Ode-
brecht and Spanish natural-gas transportation
company, Enagds. The project has already
raised an estimated $4 billion in investments,
although according to government Peruvian
government agency Prolnversion—who grant-
ed the concession—estimates costs for the
project may each up to $7.3 billion due to Pe-
ru’s diverse ecosystem and topography which
will hinder construction efforts.

The pipeline is actually only one component
of a greater project in developing the energy
sector in Peru. Along with the new pipeline, a
petrochemical plant is also part of the project.
Braskem, one of the leading thermoplastic resin
producers in the region, and Petroleos Del Peru
(PetroPeru), a state-owned company that over-
sees the transportation, refining and sale of fu-
els and oil derivatives, signed a Memorandum
of Understanding in 2012 to build an integrated
petrochemical plant in the southern town of
Quillabamba. Braskem aims to invest over $3.5
billion in the plant, which will produce a pleth-
ora of petrochemicals and explosives.

By 2017 the plant is expected to start pro-
ducing 1 million tons a year of the resin and
will be the only petrochemical facility on Latin
America’s Pacific coast, according to Braskem
vice-president Luiz de Mendonca.

The pipeline will have far reaching effects on
southern Peru, which is mainly an agricultur-
al region producing tobacco and cacao beans.
The project will bring fuel that can spur indury
and mining in the region. A 200 MW power
plant is also set to be constructed and fueled by
the gas the pipeline will bring, helping improve
the electricity situation in rural areas. Officials
estimate the project will increase the national
GDP by one to two percent.

The project also has an international dimen-
sion. Thanks in part to the pipeline, Peru will
have the possibility to export LNG to neighbor-
ing Chile, exporting electricity to Ecuador, and
Bolivia is already seeking to use the pipeline to
export some of its gas on the Pacific coast. The
project will ultimately make Peru an energy
player in the South Andean region, especially as
natural gas is increasingly seen as a cleaner fos-
sil fuel than traditional oil. As the project con-
tinues, investors should take note about the dif-
ferent opportunities the pipeline can present. %
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Even though the country’s reserves remain largely unexplored and
untapped, Peru is still a dominant force in the mining world, ranking
highly in copper, gold, silver, and base metal production.

Review MINING

GOLD

Both in Latin America and globally, Peru is a
dominant force in the mining sector. The coun-
try has large reserves of silver, zinc, tin, lead,
gold, iron, copper, and molybdenum. Investor
confidence in Peru’s mining sector is high; how-
ever, falling global mineral prices could cast a
cloud over the country’s flagship sector. The
government also realizes that it must develop
the transport infrastructure to increase access to
markets for mines and help reduce costs with ef-
ficient and effective roads and rail links to ports.

INVESTMENTS & EXPORTS

In terms of mining investment, Peru ranked sev-
enth globally in 2014 and fourth in Latin Amer-
ica. Between 2013 and 2015, according to the
Ministry of Energy of Mines (MINEM) $15 bil-
lion worth of mining projects were underway to
develop the country’s production capacity, with
the amount of ongoing investments in Peru at
over $8.7 billion in 2014; however, this number
rises to an estimated $14 billion when includ-
ing hydrocarbons, electricity, and infrastructure
according to MINEM. This accounts for 13% of
all FDI entering the country. In 2013, the sector,
including oil and gas, represented 4.8% of GDP.
In terms of exports, mineral is king. The sector
currently represents 55.2% of Peru’s overall ex-
ports in 2013, worth an estimated $41.2 billion,
with mining contributing $22.5 billion according
to the latest statistics from the Peruvian Foreign
Trade Association (ComexPeru). Exports were
down 11% in 2013 compared to 2012, which
was attributed to weak demand from China
and lower global mineral prices. Still, exports
are expected return to strength over the next
two years and in 2015 should hit just shy of $50
billion according to BCRP. This is largely due to
increased production, with copper predicted to
increase from 1.57 millions tons per year to 2.8
million by 2016. Copper is one of the country’s
main exports, along with gold, zinc, textiles,
and fishmeal. Peru’s main export partners are
China, the US, Germany, Chile, and Japan. Peru
has long maintained an aggressive trading pol-
icy and has established a number of free trade
agreements (FTAs) with major economic powers
of the world. The sector is aware that low mineral
prices are a factor impacting exports; however,

JAVIER DEL RIO

Executive Director,

Business Development,

South America,
Hudbay Minerals

We are trying to develop
local expertise, not
necessarily all related to
mining, but to all of the
downstream production
that will continue even
after the mine closes.
What we are trying to do
is to bring sustainable
development not only to
the mine, but also to the
local economy.*

it knows what can kill a country’s export reve-
nue is stronger competition. Peru’s southern
neighbor, Chile, is a major competitor when it
comes to mining and has also built an economy
with mines making up its backbone. With Peru
entering various FTAs and joining regional and
global trade organizations, it is able to maintain
a competitive product with minimal effects from
tariffs and taxes.

RESERVES & PRODUCTION

In terms of reserves, Peru ranks highly globally.
When it comes to copper, Peru ranked third in
2014 with 68 million tons—which represents
13% of the world’s reserves—and was behind
Chile and Australia with 209 million and 93 mil-
lion, respectively. While this puts the country
somewhat behind its neighbor, it has almost
double that of fourth place, Mexico. In 2013,
Peruranked third in terms of copper production;
however, with the planned production increase
to 2.8 million tons, this would push it to second
place and above China, which produces 1.65
million tons of copper, but still behind Chile,
which produced 5.7 million tons of copper in
2013.

In regard to gold, Peru is the sixth largest
producing country, in 2014 mining 5,141 fine
ounces. This was a drop on 2013 production
of 5,504 fine ounces, which was attributed to
aging mines producing less and a nationwide
government crack down on illegal operations.
There are an estimated 200,000 informal gold
miners that need to register and become regu-
lated. Because of this, gold production is likely
to drop until around 2016, while the informal/
formal imbalance is addressed. Peru is thought
to have around 2.2 billion fine ounces of gold,
representing 4% of the world’s total. However,
when it comes to silver, Peru is somewhat of a
hoarder and holds 22% of the world’s known
reserves at 120 billion fine ounces. These large
deposits clearly make the country a dominant
force globally and in 2014 it was the third largest
producer behind China and Mexico. While it sits
in third place today, the huge reserves the coun-
try possesses will likely allow it to move higher
up the ladder as other countries’ reserves dry up.
The largest silver mine is the Antamina Mine in
Northern Peru. This mine producers the bulk of
the country’s 3,700 metric tons a year. The total
is only slightly behind China at 4,200 metric tons
and Mexico at 4,700 metric tons per year. An-
tamina Mine is a joint venture between BHP Bil-

*Read the full interview at thebusinessyear.com
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The mineral price decrease will have
implications for most sectors of the
Peruvian economy. The commercial
sector has been most negatively
affected by the price decline. The
exchange rate has also declined

in conjunction with mineral prices.
Fortunately, the lower exchange
rate is favorable for the construction
sector, wherein a large proportion of
our business lies.*
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liton, Teck Resources, and Mitsubishi. While it is
the largest silver producing mine in the country,
it is actually a copper mine, with silver being a
byproduct. Two areas where Peru is strong in
Latin American production terms are in the min-
ing of tin and zinc, where the nation ranks firstin
both categories and third globally. The country
produced 1.23 million tons of zinc in 2013 and
21,572 tons of tin. Peru has 18 billion tons of zinc
in reserves and 310 million tons of tin.

EXPLORATION & INFRASTRUCTURE
Peru is endowed with vast reserves of minerals,
but unbelievably in 2013 only 0.32% of the coun-
try’s territory was being explored properly. It was
also estimated that only 0.9% of the minerals in
the country were being exploited. This means
that in regard to the country’s mineral potential,
its current production rates are minimal. Com-
pared to other Latin American countries, Peru
has the greatest untapped potential in the form
of its deposits and the potential to make new dis-
coveries. Industry experts believe that Peru could
double or even triple its current production out-
put with the right investment, especially in base
metals. However, one of major obstacles to ex-
ploration is the country’s rugged landscape and
lack of extensive infrastructure. When heading
into the Andes or the Amazon, roads and pow-
er often need to be built along the way. Funding
shortfalls in provincial budgets has hampered re-
gional infrastructure expansions, meaning that
it is looking more likely that the private sector
may have to step forward if it wishes to develop
certain assets. This would require a fundamental
change in the way infrastructure development
has traditionally been funded in Peru. Recently,
the government has been creating incentives to
help instigate private sector investment in infra-
structure in the form of a grant of credit against
income taxes to allow third-party investors to
recover related capital investments. Early signs
show that mining companies have begun to in-
vest in social infrastructure and become more
involved in the surrounding communities. And
given that the environmental impact of mining
continues to anger local communities near the
mines, this development can only help to relieve
some of the tension. %
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EVA ARIAS DE
SOLOGUREN

President, National
Society of Mining,
Oil and Energy of
Peru (SNMPE)

How would you assess the
evolution of government poli-
cies in the mining and energy
sectors?

Peru has had a favorable busi-
ness climate for the past two
decades. Economic and political
stability has been passed down
from government to govern-
ment. This is an essential condi-
tion for long-term investments
such as mining and energy proj-
ects. With free market policies
and regulation where needed,
Peru has managed to become a
competitive country, especially
in terms of its electricity tariffs,
which are among the lowest

in Latin America. We are also
competitive in human capital,
but sourcing a larger number of
gualified technicians and oper-
ators, specifically in the mining
sector, is an area that requires
more attention.

How would you assess the role
of the Agency for Assessment
and Environmental Control
(OEFA) in terms of regulating
the energy and mining sectors
in Peru?

We are aware of the importance
of environmental assessment
and control, and our member
firms are always willing to be
monitored in a technical and
reasonable way. Our firms are
committed to safeguarding

the environment and cultural
diversity, complying with the
prevailing laws and making their
best efforts to reach the highest
international standards in envi-
ronmental management.”
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deeper

TBY talks to

Roque Benavides,
President of Minas
Buenaventura, on
quality control,
political and economic
risk, and production.

Roque Benavides is a
member of the Executive
Committee of Yanacocha
and Cerro Verde board

of directors. He has

served as a Director of

the Sociedad Nacional

de Mineria, Petréleo y
Energia since 1988 and as
Chairman of the Board from
1993 to 1995. Benavides
was Chairman of the
Confederacion Nacional de
Instituciones Empresariales
Privadas (CONFIEP) from
1999 to March 2001. he

is a board member of the
World Gold Council and
Silver Institute. Benavides
received a BS in Engineering
from Pontificia Universidad
Catdlica del Pert in Lima,
Peru in 1977 and an MBA
from Henley. He is a board
member of Banco de Crédito
and UNACEM, both Peruvian
listed companies.

{ PERU 2015 ]

In the region and around the
world there is a question of de-
clining quality. What have you
seen here in the mining sector in
terms of the decline in copper?
Peru is currently producing
1.2 million tons of copper per
annum. With the expansion
of Cerro Verde and the con-
struction of Las Bambas and
Constancias, we will be pro-
ducing 2.5 million tons within
two years, which means more
than a doubling of produc-
tion. This still lags far behind
Chile, which produces 5 mil-
lion tons of copper.

There has been much talk about
infrastructure investment this
year and a lot will be imple-
mented in 2015, while the new
mineral port has also opened in
Trafigura Beheer. How do those
developments affect you?

Peru is a country that still
lacks infrastructure, and from
a geographical standpoint it
is a difficult one when you
have low-population coast-
al areas and the high Andes.
Then, there is the Amazon
jungle to contend with. In or-
der to generate the necessary
infrastructure to connect the
country, you need economic
activity that justifies it. Min-
ing is part of this justification,
and obviously Peru had been
doing well to improve its in-
frastructure with roads, elec-
tricity, and communications,
although the country still has
along way to go. In the case of
the port specifically, through
our subsidiary, Sociedad Min-
era El Brocal, we are also part
of this process, and it is set to
become an important facil-
ity that will reduce the costs
of shipping, while the vessels

themselves will arrive and de-
part faster than at present, all
of which vitally reduces costs.

Earlier in 2105, The National
Academy of Sciences Jour-
nal published a study on min-
ing and hydrocarbon projects
across the world misjudging the
inherent political risks of large
projects. Buenaventura has had
problems with Yanacocha and
Conga. How would you judge
the political risk of Peruvian
projects?

A country like Peru that is
regarded as a star generates
expectations. The rural pop-
ulation naturally has expecta-
tions of sharing in the benefits
of national growth rates. The
problem is how to deal with
those expectations, especial-
ly when they have to do with
the distribution of wealth.
The mining sector, as part of
the private sector, generates
wealth, taxes, and production,
and the resulting wealth and
taxes have to be redistributed
by the authorities. The prob-
lem in countries like Peru
is that the state is absent in
some rural areas and mining
companies have to assume
the role of the state, which is
almost impossible. That gen-
erates conflict, which we have
to address. Expectations need
to be met through additional
infrastructure, and by provid-
ing opportunities, services,
education, and healthcare.

For the next three years, how
do you plan to increase pro-
duction during a time of falling
mineral prices, and how do you
plan to keep costs low in that
environment?

Many believe that the mining

Peru currently
produces 1.2
million tons

of copper per
annum. With
the expansion of

Cerro Verde and
the construction
of Las Bambas
and Constancias,
it will produce
2.5 million tons
within two years

industry develops in times of
high prices, and that is indeed
part of the story, although
overall mining essentially
develops with political and
economic stability. Mining
develops when there is secu-
rity for the people and when
there is infrastructure. Peru is
on the right track, and we are
improving infrastructure. The
factis that Peru has signed free
trade agreements with two
thirds of total global GDP—55
nations worldwide—we have
an investment grade rating,
and we are part of the Pacif-
ic Alliance, which makes us
part of a group of successful
companies in Latin America.
Meanwhile, we have finalized
all sea border disputes with
Chile, which means that Peru
is stable, economically and
politically. %
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ISAAC RIOS

Honorary Chairman,
Centro Tecnoldgico
Minero (CETEMIN)

How has demand for academic
programs geared toward the
mining sector evolved since
your institution was estab-
lished?

ISAAC RIOS CETEMIN was
founded in 2003. We began with
16 students and have increased
in size each year, despite nega-
tive economic climates; we had
up to 500 students last year. We
originally specialized in min-
ing exploitation, though we
soon expanded in to other ar-
eas such as mining processing,
heavy equipment maintenance,
electrical maintenance, envi-
ronmental control, and mining
geology. These six specialties
are a comprehensive list of em-
ployment opportunities within
mining operations.

ARMANDO GALLEGOS In the
last ten years, the industry has
experienced a super cycle in
mining, which has increased
the demand and needs of hu-
man resources in the sector. We
have experienced both excess
demand, and currently, a lack
of it. Mining is a cycle industry.
During the boom, the issue was
the lack of trained personnel.
The study that we conduct-
ed was about identifying the
gaps. We worked with different
variables to formulate scenari-
0s. Some were quite dramatic.
During the peak, the gaps were
very acute. At present, we still

ARMANDO

GALLEGOS
Chairman, GERENS

have a lack of preparation for
key positions, but the demand
has decreased. In the long term,
we are still in deficit in regards to
high quality human resources.
Peru also exports much of this
talent to Latin America, Austra-
lia, Canada and Africa. A signif-
icant number of our graduates
are working overseas. Peruvian
mining engineers are very ap-
preciated in the global mining
industry.

What is the profile of your stu-
dents and the human capital the
institution aims to introduce into
the economy?

IR We currently have 20 univer-
sities that specialize in mining
engineering in Peru and each
year about 500-600 students
graduate as mining engineers.
But out of these graduates, only
about 100 actually work in min-
ing; the rest work in other areas,
such as professional staff train-
ing. We noticed the need for
more operators and technical
workers—and that is why we
founded CETEMIN.

AG We are currently accom-
modating our fourth cohort of
students, who work at the lead-
ing mines in Peru. These indi-
viduals consist of mining engi-
neers, geologists, metallurgic,
civil engineers. We offer a two-
year MBA in Mining, and six to
ten month part-time diploma

[ Energy & Mining }
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Peru’s burgeoning mining industry has created
growing demand for academic, vocational, and
research programs in engineering, management,
and maintenance of the country’s mining activities.

programs in areas such as sus-
tainable development, project
management, finance, value
creation, and stakeholder man-
agement. We have programs to
train managers for large projects
in mining development such as
Las Bambas and Antapaccay.
A second area of interest is wa-
ter management. Currently we
work with the Peruvian national
water authority, ANA, and the
World Bank on a program be-
ing offered in three locations:
Arequipa, Lima and Chiclayo in
a consortium with Fundacién
Chile and Colorado State Uni-
versity. Another line of activity
is applied research. We conduct
and publish long-term studies
on the profitability of Peruvian
companies, ongoing studies in
exploration activities, and we
are working with the Instituto
de Ingenieros de Minas de Peru
(Institute for Mining Engineers
of Peru) in studying the educa-
tional needs, as well as the sup-
ply and demand of labor force
for the mining sector.

What is your outlook for the
mining sector within Peru’s
economy?

IR Mining is a complex sector in
itself, and comparing it to one
like agriculture provides differ-
ences of varying size and scope.
Agriculture is a staple in our
economy. The area occupied
by agriculture is around 30%,

while mining is only 1.2%. The
water resources used by agri-
culture are around 80%; mining
uses 2%. The agriculture sector
employs much more people
than mining does: 3.8 million
compared to 200,000. Min-
ing does not occupy as much
space and does not use a lot
of resources. Agricultural GDP
is 6% and mining is 12%. We
export 9% of our agriculture,
but we export 58% for mining.
While agriculture is vital to our
country, mining has advantag-
es over it.

AG The country is growing.
Companies and the govern-
ment are increasing their exper-
tise and dexterity in handling
these issues. Our success sto-
ries could not have happened
if these companies would not
have worked with the region-
al, national and local govern-
ments and communities. We
have increased capabilities in
this country in regards to han-
dling win-win relationships be-
tween mining companies, the
government and the commu-
nities. In the case of Tia Maria,
there were some particular and
clear problems from the vari-
ous parties, the government,
the company and the political
activity in the area. I am opti-
mistic about the development
of capabilities for handling the
mining industry in Peru in a
sustainable manner. ¥
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FOCUS MINERALS

MIN

MINING NOW ACCOUNTS for 55.2% of Peru’s exports, or
around 11.2% of its GDP, although the economy has diversified
over the past two decades. The range of metals that Peru ex-
ports has also diversified, and the country is now a significant
exporter of copper, zinc, tin, lead, molybdenum, bismuth, and
other minerals. Peru is currently the world’s third largest pro-
ducer of copper and zinc, and contains 13% of world’s known
copper reserves and 22% of its silver.

Because of the nation’s history and the size of the industry,
mining is inexorably linked to the economic wellbeing of Peru.
For example in 2013, 24% of total FDI went to mining projects,
and that same year, tax revenues from mining accounted for
9.44% of the total take, far less than 2006, when mining reve-
nues accounted for nearly 21% of total taxation.

In late 2012 and early 2013, global demand for minerals fell
and prices for key metals declined to their lowest levels since
2008.1In 2014, GDP growth slowed to 2.4%, although investment
in the mining sector remained robust in 2013 at $10 billion, and
may have reached as high as $14 billion in 2014.

Many small miners backed away from projects, or else were
forced to shutter in 2013 and 2014, although the story for the
major players is notably different. Chinalco, Hudbay Minerals,
Buenaventura, Southern Copper, and Freeport McMoRan have
persevered with plans throughout the country, mostly in cop-
per. Nearly $13 billion in copper production investment is still
on track for 2016 despite the volatile copper index.

This refusal to blink is partly due to long term copper price
forecasts, which predict a rise in the medium term, in tandem
with resurgent global demand. Although China, the world’s
largest copper consumer, may have entered a "new normal
phase of growth, copper remains a crucial element in manufac-
turing and construction, the backbones of global growth. Ac-
cording to industry groups, in the first 11 months of 2014 cop-
per demand grew by 10%. US and emerging market demand,

=S

combined with declining ore quality at some of the world’s
largest mines, may even lead to shortages down the road, ac-
cording to some analysts.

Crucially, there is also the question of volume and produc-
tion cost. Peru is currently the world’s 3rd largest copper pro-
ducer, but after the large mines currently under construction
reach full capacity in less than five years, Peru will surpass Chile
to become the world’s second largest producer. With volume
come increased revenues and decreased costs per ton of con-
centrate.

Peru has significantly lower costs than its southern neighbor
Chile due to abundant hydroelectric and gas resources, lower
labor costs, and fresher mines that require less investment in
order to extract ore. Those facts are generally true for all of Pe-
ru’s mining operations, although investment metals and base
metals are expected to stay low in a high-interest rate atmo-
sphere and a sluggish global economy. Copper will likely play
a much larger role in Peru’s economy in five years, and in the
meantime, billions of dollars in mining investment will drive
construction and services in the Peruvian economy.

The role of minerals in the Peruvian economy was complicat-
ed, and ultimately weakened by 2014’s sustained low mineral
prices. Government intervention in the form of a raft of infra-
structural projects was swift but only came after the economy
had already slowed significantly. The political pain of this tran-
sitional period has caused a large-scale reevaluation of the na-
tion’s economic structure and engendered the political will for
infrastructure projects, although not broader reforms.

Growth in 2015 and beyond will depend on mining projects
and mineral prices, but other developments have the potential
to win many additional billions in investment. As long as min-
eral prices are low other sectors will find themselves playing a
growing role in the national economy. As 2014 proved, that shift
is positive in the long term, painful as it may be now. %
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Christopher Varas Obando
graduated from the
Universidad Catolica Santa
Maria in Arequipa, Peru,
after studying Business
Administration, and is a
successful entrepreneur

in the business of heavy
machinery rentals for
mining and construction

in Lima. He is the General
Manager of Grupo

Vivargo, leading the top
management team of the
company as part of the third
generation of the family
business. Grupo Vivargo
started its operations in
1948 with his grandmother,
followed by his father and
now the children, with
Christopher the oldest of
the sons. Grupo Vivargo is
the leader company that
provides the service of
renting an extensive pull of
specialized machinery. He
is passionate about cranes,
and has taken a number

of training courses at the
Crane Institute of America
and JLG training center, for
the line of all JLG products.
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TBY talks to Christopher Varas Obando,
General Manager of Grupo Vivargo, on the
company’s portfolio, changing mineral prices,
and a possible international expansion.

What prompted the company to
diversify its portfolio?

We have recognized the need
of the market and clients to
establish a total service solu-
tion for the development of
a project. We needed to pro-
vide such solutions, and we
did, which aids us to perform
nationally. This development
opens the doors to foreign in-
vestment and strengthens Pe-
ru’s competitiveness as a min-
ing country. However, more
can be done, and we have not
yet reached our full potential.
We saw great opportunities
within the mining industry
and the several projects the
industry had lined up. We
wanted to meet its demand
for equipment and machin-
ery. That pushed us to diver-
sify our business operations.
We are a pioneering company;
we imported technological-
ly advanced equipment and
machinery into Peru that was
previously unavailable in the
country.

Has the fluctuation of mineral
prices impacted the company?

We have a presence in all the
main mining projects in the
country and our operations
do not depend primarily on
market mineral prices. There
are several projects that have
slowed down over the last
year; however, all of these are
still in development, and we
are proudly part of that. The
decision of the company was
to expand to other markets,
such as energy, oil and gas,
and construction, with the
same vision of providing the

high quality service we pro-
vide in mining sector. Our
company has diversified. To-
day, we also have presence
in other countries like Chile,
Ecuador, and Bolivia, among
others. We aim to diversify our
global operations and ensure
our fleet is available across
these regions.

What role does the mining in-
dustry have to play in the Peru-
vian economy?

Peru is a mining country, be-
ing the main venue of mon-
ey insertion for the country.
The government has a strong
will to diversify the econo-
my, which is understandable.
However, the mining indus-
try is the largest wheel that
enables the smaller sectors
to also advance and develop.
Thanks to the mining indus-
try, the country can invest in
road and logistics infrastruc-
ture, as well as other sectors as
the energy industry, tourism,
and agriculture, and others.
The mining industry has not
yet reached its full potential.

How has the company expanded
its international profile?

Foreign markets offer plenty
of opportunities and when we
decided to move internation-
ally, we first launched opera-
tions in Chile. We decided to
offer the same services there,
based on the idea that the
main foreign companies op-
erating here were also there.
We took similar steps in Ec-
uador and Bolivia. Our main
advantage is that we have a
strong brand, Grupo Vivargo
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A family
company founded
in 1948 in
Arequipa

Three divisions
rentals, logistics,
and sales

had built a name in the indus-
try and our clients recognized
us as a dependable company.
This helped us to enter new
markets in which internation-
al mining costumers are the
same in Peru. Additionally,
when looking at the possibili-
ty of going internationally, we
have considered our neighbor
countries due to the fact that
we manage heavy machinery
and equipment, and proximi-
ty is an important factor when
it comes to transporting our
fleet. We see Colombia and
Brazil as our next steps.

How would you see the com-
pany further developing in the
future?

Our main focus is to main-
tain our brand as strong and
dependable as it is now. For
that, we are in constant devel-
opment, learning and growing
every day, strengthening the
brand with solid structures.
We have already achieved
very good milestones and
reached our yearly goals. I can
proudly say that at Vivargo we
are a family. %
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TBY talks to

Manuel Pulgar-
Vidal, Minister of
Environment, on
hosting the COP

20 conference,
introducing regulatory
framework to cut
emissions, and how
the government is
working to improve
environmental
oversight.

Manuel Pulgar-Vidal is an
environmental lawyer and
has served as Minister of
the Environment for Peru
since 2011. He graduated
from the Faculty of Law

of Pontificia Universidad
Catolica del Perti in 1986
and later received a
Master's degree in business
law from Universidad
Peruana de Ciencias
Aplicadas (UPC) in 2003. He
was born in Lima in 1962.

{ PERU 2015 ]

ree

What significance did the 2014
COP 20 have for Peru?

This Ministry is fully aware
that issues related to the cli-
mate and a green economy
are a mainstay of the agen-
da for global development.
We knew at that time that it
would be good to be part of
the global debate by hosting
the COP 20 climate change
conference in Lima, despite
the cost involved. We invest-
ed public resources to orga-
nize it at a cost of around $80
billion, but it was crucial for
our legacy not only domesti-
cally, but also international-
ly. Moreover, the event was
a vehicle with which to lay
the foundation for a more
responsible climate poli-
cy with growth focused on
this global topic. The COP
20 showed different govern-
ments haveconfidence in
Peru and also showcased the
ability of Peruvians to deal
with a very complex debate.
We are 10 months ahead of
the Paris COP 21, for which
we are still discussing one
of the core topics of this cli-
mate agenda. We have devel-
oped two or three key things
in this debate; first was the
participation of non-state
actors. For the first time here
in Peru, there was a high-lev-
el session on climate action
in which the government
and non-state actors worked
together. Secondly, what
Peru did in terms of working
with indigenous people was
a very important step to-
wards increasing their par-
ticipation in civil society. In
terms of our domestic lega-
cy, we are just finishing with
what we call the “Pert Com-

promiso Climdtico.” It is our
domestic agenda for the next
two years. That will be part
of our commitments at COP
21. It includes not only the
different actions that we are
seeking to show our climate
responsibility, but one of the
core activities is our national
contribution.

What amendments do you en-
visage for the regulatory en-
vironment in Peru in order to
reduce carbon emissions?
For a country like Peru,
our main source of carbon
emission is deforestation; it
is very difficult to deal with
the problem because much
deforestation is not related
to formal economic activity.
Deforestation is more a re-
sult of the poverty and the
immigration of the people
from the Andes to the Ama-
zon. That is why we need to
work with the private sector,
but indirectly because it is
not responsible for defor-
estation. We need to create
better conditions, opportu-
nities, and wealth for people
living in the Andes to avoid
that kind of harmful immi-
gration. We have already
advanced a lot because we
are part of the forestry in-
vestment program, working
with the IDB and the World
Bank, as a pilot project with
different countries. Second-
ly, we are working to estab-
lish our reference level, as
the only way to maintain the
forest as an asset is by rec-
ognizing what opportunities
it provides. Thirdly, we are
going to deal with some of
the major threats, like illegal
mining.

n
ECTATIONS

Ministry of the
Environment
created SENACE
to oversee

environmental
impact studies
for mining and
energy projects

What is the government doing
to improve environmental over-
sight of mining and petroleum
projects?

We have created new agencies
to process permits and to cre-
ate more confidence among
the people about gas licensing
or environmental studies. That
is why we created the public
agency Servicio Nacional de
Certificacion Ambiental para
las Inversiones Sostenibles
(SENACE). I hope that by the
end of this year, the faculties
to approve the environmental
impact studies in Peru will be
completed.

How can environmental policy
ease social conflict in areas with
these projects?

We are working through dif-
ferent dialogues in trying to
deal with different conflicts
and also clarify what the en-
vironmental situation is in
different parts of our territo-
ry. We want to promote sus-
tainable investment in a sus-
tainable manner, which will
do much to foster confidence
in the government. %
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“Itis a balancing act, because
we add our own quality
standards in addition to those
of our clients. At the same
time, we look to local suppliers
as much as we can. In each
location we operate, we work
to develop relationships with
local suppliers and bring them
up to standard.”

CARLROOTH

General Manager, Aramark Peru

HALF OF THE CHALLENGE IS
LOGISTICS, AND THE OTHER
HALF SERVICE. TO SERVICE
CLIENTS IN THE JUNGLE, WE
OFTEN HAVE TO SPEND A COUPLE
DAYS IN A BOAT ON THE RIVER
JUST TO MOVE PEOPLE AND
SUPPLIES. IN THE ANDES, THE
LOCATION OF THE SITES MIGHT
BE ONLY 100 KILOMETERS AWAY,
BUT IT MIGHT TAKE EIGHT OR
NINE HOURS TO GET THERE,
DEPENDING ON THE TIME OF THE

YEAR, OR THE WEATHER.

BARTOLOME PUIGGROS
General Manager, APC Corporation

“We have been involved in the
largest projects in Peru and

have played a role in the two
trans Andean pipelines currently
operated. We have helped new
investments develop and have
helped the economy obtain the
resources required for a more
robust performance and the
benefit of local population.”

GONZALO MORANTE COELLO
General Manager, Walsh Peru S.A.

CHALLENGES

FOR MINING

“When we intervene in any setting we use a conflict
transformation approach. This uses the energy of
conflict constructively, and starts by understanding
the root causes of conflict. You have to always take into
consideration the personal level, and be aware of how
people feel and think.”

TVAN ORMACHEA CHOQUE

President, Prodidlogo

“Peru has learned a lot over the past ten years.
Fifteen or twenty years ago, many international
companies were arriving. Opportunities exist
all over the world, in both developed and less-
developed markets. It’s essentially a matter of
investigating beyond one’s comfort zone. ”

JORGE AGUIRRE
Managing Director, AAC Mining Executors LTD

“The success of the mining industry today is due

to the work of contracting companies. They are all
related to production, and it is impossible to separate
mining companies from contracting entities.”

CARLOS BERNAL POZO

General Manager, Association of Mining Contracting
Companies of Peru

IT WOULD BE WRONG TO DEVELOP MORE GAS
POWER WHEN THE COUNTRY HAS PLENTY OF
HYDROPOWER POTENTIAL. WE HAVE ABOUT 60GW
OF HYDROELECTRIC POWER POTENTIAL TO
DEVELOP. CURRENT USAGE IS ONLY AT 5%, SO THE
REMAINING 95% HAS YET TO BE EXPLOITED.

PABLO FERRADAS LUNA
Managing Director, Lahmeyer Agua y Energia S.A.
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TBY talks to Miguel
De La Torre, General
Manager of Geoservice
Ingenieria, on the
Peruvian market,
mineral prices,

and the company’s
competitive
advantages.

What made Peru an interesting
market for Geoservice Inge-
nieria?

We have been providing en-
gineering services for two de-
cades, and our clients include
mining firms such as Volcan,
and Antamina, and energy in-
dustry players like Electroperu.
We design the hydraulic sys-
tems in dams, canals, tunnels,
and similar structures. Mean-
while, a sister company exclu-
sively handles environmental
projects for mining operations.
We developed an environ-
mental impact project for Tia
Maria, which was approved
by the Ministry of Mining. Fur-
thermore, we supervise the
construction and realization
of our designs, working closely
with the companies involved
in this, but do not pursue our
own construction activities.

Miguel De La Torre is

a dam and hydraulic
engineering consultant. He
is the General Manager of
Geoservice Group, which is
compounded by Geoservice
Ingenieria, Geoservice
Energia, and Geoservice
Ambiental. He is also
former President of the
International Geosynthetics
Society affiliate in Peru and
the Peruvian Geotechnical
Society.
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Has the drop in mineral prices
impacted your business activity?
We work with certain mines
that have been significantly
impacted by the drop, and
have been obliged to discon-
tinue operations. Some proj-
ects have been completely
paralyzed by these develop-
ments. Fortunately, this has
not impacted our activities
and we remain actively en-
gaged in large-scale projects,
such as the ones developed for
Consorcio Minero Horizonte.

Does the company plan to ex-
pand activities in the construc-
tion management segment by
taking advantage of the fore-
seen rise in infrastructure in-
vestment?

We are trying to expand our
activities in this segment in
order to diversify our business
portfolio. There is interesting
potential in the transport and
energy industries. For exam-
ple, we have major studies
underway for hydroelectric
power projects and national
development will bring many
opportunities for us as an en-
gineering company. Our stra-
tegic planning for 2015 will
focus on servicing the needs of
large mining operations, while
diversifying our business port-
folio. We have created a sister
company that specializes in
the studies of hydroelectric
facilities to meet the domestic
energy demand. Peru is set to
become a leading constructor
of hydroelectric energy and
gas terminals. We are currently
working on four hydroelectric
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Environmental
reports, design
and engineering,

and hydroelectric
projects

8-10%

average annual
growth rate

plant studies that are currently
at the design stage.

What are the company’'s com-
petitive advantages?

Our competitive advantage
is our detailed knowledge of
the geography and topog-
raphy of Peru, and our em-
ployment of state-of-the-art
hydraulic technology. This
allows us to offer our cli-
ents competitively priced
solutions, and puts us at an
advantage against foreign
firms, which generally have
higher costs. We have seen
an average annual growth
rate of 8-10% as a result.

What are the highlights of the
company's social program?
Not only are we actively in-

volved in running our own
social programs, but we
also encourage our clients
to invest in programs that
will benefit the communi-
ties and people in the areas
in which we jointly operate.
We also provide detailed and
comprehensive studies on
environmental impact and
propose the most efficient
and environmentally friendly
alternatives for our partners.
One of the main social chal-
lenges we face in the sector is
the lack of effective commu-
nication between communi-
ties and the public and pri-
vate sectors, resulting in the
former having little knowl-
edge of ongoing projects.
This engenders higher levels
of opposition from margin-
alized, or isolated communi-
ties, especially in the Andean
regions. In these cases, we
offer awareness programs to
local communities so they
are convinced of the benefits
that would mean the imple-
mentation of a project.

What are some of your key proj-
ects of 2015?

In our strategic plan for 2015,
we will continue working
with large and medium-sized
mines, as we see such com-
panies propelling the devel-
opment of the industry here
in the near future. There are
many potential projects to be
pursued with such compa-
nies. In fact, we fully expect
the mining and energy indus-
tries to drive the broader eco-
nomic growth of Peru over
the coming years. Peru has
energy projects that will con-
tribute to economic growth
as they come online. We are
set to play an important role
in this context. I expect Peru
to exhibit impressive levels
of growth over the coming
decade, but we first need to
solve particular social prob-
lems in order to meet the real
potential of the country. %
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Piero Ghezzi Solis, Minister of
Production, on how the private
sectoz is contributing to growth.
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Luis Fernando Martinez, General
Manager of Peru BASF, on the
strength of Peru’s market.
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The National Productive
Diversification Plan is

a comprehensive step to
broadening the industrial mix.
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s a country more
associated with
mineral and met-
als exports, Peru’s

manufacturing sector can

somewhat be lost in the crowd.

However, while times have

been tough for manufacturers

competing with cheap imports
from Asia, Peru’s National So-
ciety of Industries (SNI) is pre-
dicting 4% growth for the sec-
tor over 2015, much as a result
of higher commodities exports
and an improved outlook for
the fishing sector. Early indica-
tors of industrial sector growth
in 1Q2015 appear to reflect
this, much as a result of the
measures taken by the govern-
ment under its National Pro-
ductive Diversification Plan

(NPDP) announced in 2014

and through a steady course

of bureaucratic streamlining to
reduce the red tape manufac-
turers face.

Over 2014, the manufactur-
ing segment’s share in GDP
contracted by 3.3%, falling
from around 15% of national
output to 14.2% by year-end
2014. Much of the contraction
happened in 4Q2015, with the
Central Reserve Bank of Peru
(BCRP) reporting a quarterly
fall of 9.9% for manufacturing
activity in GDP terms, though

Industryj

With a tricky 2014 now behind it, local manufacturers and the government
are looking to transform the local manufacturing base and grow, with

R&D rising in prominence.

THE BASICS
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In a year in which GDP growth

slowed to just 2.4%, the cool down in
manufacturing was also played out in
the mining sector, a critical part of Peru's
export base.

the beginnings of the slow
down had already started to be
felt in 2Q2014, when a drop of
3% was reported. Equally wor-
rying was the shrinking size of
capital goods being imported
into the country, down 5.4%
from $13.65 billion in 2013
to $12.91 billion by the end
of 2014. While capital goods
imports are not a perfect in-
dicator of the health of the
manufacturing sector in Peru,
a certain level of correlation
can be noted. The sharp drop
in manufacturing activity was
even more pronounced in the
manufacturing based on raw
materials subset, with annual
activity falling some 9.7% for
2014, while in 4Q2014 the rate
was an even more concerning
30.7%. The fall appears to be
mirrored in the fishing seg-
ment of the economy, which
fell some 27.9% over the year,
and an even more concerning
60.8% in 4Q2014 in YoY terms.

A poor fishing season, with
warm water temperatures re-
portedly depleting anchovy
stocks, seems to have not only
knocked the wind out of the
primary industry side of the
economy, but also affected the
manufacturing sector, where
transformative  value-adding
for fish by-products was sub-
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“7 6% Other Manufactured Goods

«—— 17% Food & Beverages

15% Fabricated
Metal Products

3% Chemicals

32% Textiles
& Leather

12% Paper, Printing,
& Recorded Media

15% Wood & Furniture

sequently affected. In comparison, the annual
fall in manufacturing output for industries not
dependent on primary inputs was a more mod-
est 1%. In a year in which GDP growth slowed to
just 2.4%, the cool down in manufacturing also
played out in the mining sector, a critical part of
Peru’s export base.

By May 2015, the Minister of Production, Pie-
ro Eduardo Ghezzi Solis, was more upbeat on
the sector’s growth potential, predicting annu-
al growth of 3% to 4% for Peru’s manufacturing
segment. With the fishing season returning to
form, fishmeal producers will likely be able to
ramp up their production to more normal levels,
thus improving the overall growth outlook for
the manufacturing sector. And this appears to
be happening, as at end-April 2015, the outlook
for the manufacturing sector was on the mend.
With GDP growth coming in at 4.3% in YoY
terms, manufacturing sector growth was up by
6.1% over the same period. Much of the growth
was a knock-on effect, with the fishmeal and fish
oil segment getting a boost from the higher an-
chovy catch. In fact, the fishing sector alone grew
by some 154% YoY. According to Peru’s national
statistics agency INEI, manufacturing supported
GDP growth by 0.66 percentage points in the pe-
riod until end-April 2015.

STRUCTURE

Economic diversification, especially for micro
enterprises and SMEs, has risen to the top of the
government’s agenda under the NDPD. And for
good reason. According to INEI, some 93.91% of
all manufacturing companies were micro enter-
prises in 2013, while small companies accounted
for another 5%, and medium and large-scale en-
terprises made up another 1.08%. The remain-
ing 0.1% accounted for by public administration
agencies. However, when looking in terms of
employment, large-scale industrial enterpris-
es represented 69.5% of all workers, or 313,457
employees, with small-sized companies com-
ing in next at 119,818 (26.6%) of the total, and
medium-sized businesses at just 17,674 (3.9%).
However, these totals may be the subject of con-
siderable underreporting, especially at the small
to medium enterprise level, due to the ongoing
presence of informal employment in the coun-
try. In a report released in 2014, the Internation-

al Labour Organization (ILO) estimated that by
end-2012 some 68.6% of the non-agricultural la-
bor force was in the informal sector, thus escap-
ing the standard statistical net. Although the rate
of informal employment was estimated at 30%
for enterprises with more than 10 workers, in
workplaces of one to 10 employees this rate was
a more significant 80.7%. Though these num-
bers are reflective of the entire non-agricultural
workforce, including the service and mining sec-
tors, they are indicative of the potential level of
informality in the industrial segment as well.

In terms of structure, INEI estimated that the
textiles and leather goods sector was the leading
manufacturing segment in 2013, representing
32.22% of industrial activity, followed by food
and beverages at 16.75%, metal fabrication
15.27%, and the wood and furniture industry at
15.17%, with paper, printing, and media round-
ing off the top five at 12.13%. It should be noted
that unlike the BCRP, INEI tends to place trans-
formative fishing activities and chemicals out-
put under separate categories, reflecting a differ-
ent methodological approach.

EXPORTS

According to EY’s Business and Investment
Guide 2014-15, some 95% of all Peruvian ex-
ports are covered under the preferential terms
of its trade agreements, especially the free trade
agreements, that it has with 53 countries. While
this bodes well for its traditional exports, which
are mostly of a primary industry nature, this
means that local manufacturers have to work
that much harder to not only strive to add value
to Peru’s exports, but also compete in the local
marketplace. The upcoming Trans Pacific Part-
nership agreement, which is still being rolled
out, may offer a more diverse marketplace for
Peruvian manufacturers. With the 12-member
alliance, Peruvian exporters will have greater ac-
cess to some 40% of global GDP.

IENT’s initial estimates for 2014 for industrial
exports indicate that the textiles sector record-
ed $1.05 billion in exports, down some 9% in
YoY terms. The chemicals sector had a better
run, improving its export levels by 1% to $979.55
million, while the metallurgy and mechanical
category saw stronger 7% growth to $545.78 mil-
lion in export sales. Iron and steel exports were
equally down some 7.1% over 2014 to $361.39
million. One of Peru’s main free zones, Zona
Franca de Tacna located in the south of the
country, recorded $349.33 million in exports
over 2014. After excluding the “other” category,
which technically came in as the fourth largest
export category, heading the top five was the
footwear segment at $119 million, and this fig-
ure represented around one-third of all exports
from the free zone. Next was alcohol production,
at $49.78 million (14%), followed by clothing and
textiles at $37.27 million (10.7%), automotive ve-
hicles at $27.30 million (7.8%), and plastics and
rubber at $15.66 million (4.5%).

REFORMS
InJuly 2015, the government launched the NPDP
amid a sluggish economy. In many respects, the

SOURCE: CENTRAL RESERVE BANK
OF PERU
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Technology
Transfer

National and international experts
provide training and know how
transfer to our personnel.

timing could not have been better as it arrived
at a time when those involved in manufacturing
were more mindful of the need to diversify their
activities and shift Peru away from its tradition-
al export mainstays of mining and agriculture.
Also, it saw the need for Peru to end its reliance
on low value-added, primary-sector-led manu-
facturing and encourage locals to move up the
chain to create products both for the domestic
and export market that could reduce the coun-
try’s import bill. At the core of the plan is recog-
nition of the valuable role that micro and small
enterprises play as both employers and business
generators, but also express the understanding
that if such enterprises do not make best use of
modern production techniques and technolo-
gies they may easily fall by the wayside. As part
of the NPDP, technology centers that will target
micro and small enterprises will be rolled out
nationwide. In an interview with TBY, Minister
of Production Piero Eduardo Ghezzi Solis ex-
plained, “we have created the Centers for Tech-
nological Innovation (CITE), which aims to sup-
port in technology transfer to SMEs. Currently,
Peru has five centers, however, our goal is to
reach atleast 30 in 2015 and 47 in 2016.”

While the government has also tasked itself
with reducing bureaucratic red tape, it has also
sought to improve the ability of smaller enter-
prises to better use their receivables as work-
ing capital. In July 2014 the Peruvian Congress
passed legislation that would finally allow small
enterprises to utilize factoring channels in ad-

L

for the industry
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International
upgrading

experts
and

country.

Education and training

International Technical
Cooperation

develop
specialization
programs in our branches in the
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dressing their receivables, especially ones of a
more difficult-to-collect nature. The effect of
this legislation is still too early to be seen, but
it in theory would allow enterprises to improve
revenue and working capital levels by making re-
ceivables collection more efficient and effective.
To address the other issues at hand, the gov-
ernment is creating a framework of funds and
incentives to encourage larger enterprises to
increase their investments in research and de-
velopment (R&D). With R&D representing just
0.1% of GDP in 2014, the need to boost this rate
to even meet the 0.4% average for Latin Ameri-
ca, according to the OECD, will be quite a task.
KPMG estimates that the government has chan-
neled some $400 million in R&D spending and
incentives in recent times, with $100 million
of that streaming through the Financiamiento
de Proyectos de Innovaciéon (Fincyt) program.
Other means to encourage local industry are
also being refined. The government is looking
to increase local procurement levels by state
agencies. “If a government institution requires
something that the local industry can provide, it
should do so,” as the Minister of Production told
TBY. At the same time, increases in public infra-
structure spending since the start of 2014 have
been designed to improve the overall transport
and utilities matrix for enterprises. Some 6% of
government outlines have targeted infrastruc-
ture spending in recent years. While these short-
term measures may see long-term results, re-
forming manufacturing will take time. %

International
Relations

We keep permanent relations and
agreements with institutions and
enterprises that allow us to approach
the newest worldwide technologies
internships,  training,

related to
consultancy and technology transfer.

SENATI Central Location:
Av. Alfredo Mendiola 3520. Independencia. Lima. Peru. « Call center: (51 1) 208-9999 - www.senati.edu.pe

SOURCE: INEI
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82 education and
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national level.
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Our Dual Learning system SENATI-INDUSTRY enables us to train
professionals with a very good level of knowledge, skills and
competences in order to cope with the Peru’s industrial demands.

Training
programs
according to
the market

64 technical
degrees.

Continuing
Technological
Training

Qualified
instructors.

Higher
employability

91% of our
graduates can get
employment.
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The year 2014 was marked by
several challenges and oppor-
tunities. How is the Ministry is
responding to the new condi-
tions in Peru?

The governmentis responding
proactively to the economic
slowdown, and is implement-
ing a series of measures that
will drive economic growth
in 2015. In July, we launched
the National Productive Di-
versification Plan (PNDP).
Peru’s growth has been driven
mainly by the mining sector,
though we have other poten-
tial sectors such as agricultural
exports. Fundamentally, our
diversification strategy needs
to stimulate other sectors. In
that sense, we have begun
work on technical committees
with representatives of private
associations to collect their
proposals in terms of public
assets.

What are some of the tools and
initiatives implemented to im-
prove productivity?

We have a group of formal,
modern, highly-productive
enterprises and a larger group
of SMEs (Small and Medium
Enterprises) that are charac-
terized by informality and low
productivity. We look forward
to working with both compa-
nies because we need to in-
crease the average productiv-
ity of the whole economy. In
order to achieve this we have
created the Centers for Tech-
nological Innovation (CITE),
which aims to support tech-
nology transfer to SMEs. Cur-
rently, Peru has five centers,
however, our goal is to reach
at least 30 in 2015 and 47 in

[PERU 2015]
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TBY talks to Piero Ghezzi Solis, Minister

of Production, on how the private sector is
contributing to growth, how the industrial
sector is contributing to economic expansion,
and the importance of the fisheries industry.

2016. This model has already
yielded results, but we are ex-
tending it to make it viable on
a macroeconomic scale.

What is the importance of the
availability and expansion of
credit to SMEs?

The economy as a whole has
high liquidity, but the cost
of funding for some SMEs is
very high. We are addressing
this situation from at least two
fronts: in July, the Congress
approved the law that allows
us to improve the financial
market for SMEs through fac-
toring. We need to ensure that
when an SME will go to a large
company, you can use your
bill in a bank or similar insti-
tution for liquidity at a lower
rate. What we are doing is to
ensure that, in accordance
with the law, it is clear and es-
tablished that the invoice can
be used as a guarantee state-
ment. This will significantly
reduce the cost of working
capital of SMEs that provide
goods or services to larger
companies.

How have improvements in in-
frastructure investments helped
to increase economic growth,
particularly in the industrial
sector?

Peru has a huge gap in infra-
structure as there is about 6%
of GDP spent on public infra-
structure, and this will contin-
ue. We have a plan to increase
productivity and public pro-
curement for SMEs. If a gov-
ernment institution requires
something that the local in-
dustry can provide, it should
do so. Better infrastructure

and better business condi-
tions will reduce business
costs further and make the
country more competitive.

The fishery sector has experi-
enced a costly slowdown this
year. What is the future of this
sector in Peru?

We need to encourage aqua-
culture, since currently only
1% of Peruvian production
belongs to this segment com-
pared to almost 50% in the
rest of the world. There is high
potential in this sector, as we
know that fish stocks in the
oceans are not growing and
there is a limited amount that
can be drawn if we maintain
sustainable levels. Further
growth needs to come from
aquaculture, and the Minis-
try is establishing an innova-
tion center and a technical
committee to find new ways
to work with the private sec-
tor. Besides anchovy, Peru
has other options that can in-
crease fishing significantly.

What is the importance of diver-
sified industrial and fishing sec-
tors for the economy?
Diversification is extremely
important because we want
to reduce our exposure to vol-
atile commodity prices. Peru
has the right macroeconomic
conditions such as low and
stable inflation and a strong
financial sector. We still have
several industries that have
not taken off yet, and to con-
solidate growth, we need to
ensure that these industries
emerge and contribute to
the economic growth of the
country. ¥

* Peru aims to
return to a growth
rate close to 5%
in 2015

* Objective is

to move from

the current five
Centers for

Technological
Innovation to
30in 2015 and
47 in 2016, in
order to assist

in technology
transfer to SMEs

Piero Ghezzi Solis is an
economist with broad
experience in the financial
sector and academia. From
2007 to 2013, he served
as Head of Research for
Emerging Markets for

the financial services

firm Barclays Capital in
London. From 2008, he
also assumed the role of
Chief Economist in the
same institution. From
1999 to 2007, he worked
for Deutsche Bank. He
has a bachelor's degree in
economics from Universidad
del Pacifico in Peru and a
PhD in Economics from
University of California at
Berkeley.



Why is Peru a strong market for
BASF?

We have been in Peru for 59
years. It is an economy with
strong growth opportunities.
We are involved in pigments,
homecare, cosmetics, mining,
water treatment, construc-
tion, automotive coatings,
and agrochemicals. We are in-
volved in many different seg-
ments, but our main business
is agricultural and construc-
tion chemicals, as it generates
most of our sales.

This year has seen a slowdown
for the Peruvian economy. How
has this affected your business
in Peru, particularly the fall in
commodity prices?

Mineral and commodity pric-
es have been falling interna-
tionally, and domestically,
national elections and cor-
ruption issues have played a
part in this slowdown. We are
very optimistic about 2015,
however, as sales are growing
in our main businesses, and
next year, especially in mining
and in the economy overall,
there will be likely be a rise in
consumption. BASF expects
to grow about two percentage
points above Peruvian GDP
growth forecasts for next year,
so around 8%.

Agrobusiness is a new sector in
Peru, and the government plans
to diversify into niche products
like avocado, cacao, and coffee.
What products do you supply to
the agricultural sector, and what
do you expect to see in terms of
growth there in 2015 and the
coming years?

We provide agrochemicals,
including fungicides, her-
bicides, and insecticides, as
well as biological products,
but we do not provide fertil-
izers. Today, the agro-export
business is not more than 30%
to 35% of the agrochemicals
market, but it will become
the most important business
in the next two or three years
due to new irrigation plans in
Arequipa, Lambayeque, and
Jequetepeque. We work very
closely with traditional crops
as well, because those ac-
count for a significant part of

{ Industry } _

TBY talks to Luis
Fernando Martinez,
General Manager of
Peru BASF, on the
strength of Peru’s
market, the size and
importance of the
agro-export business,
and the company’s
development strategy
for Latin America.

FARMING

futures

Luis Fernando Martinez
graduated from the
Universidad de La Salle

in Bogota in 1990 with

a degree in veterinary
medicine. He began working
for BASF in 2006 as
Manager of Fine Chemicals
for Colombia, Ecuador, and
Venezuela. In 2010, he
moved to BASF Argentina
to lead the Department of
Performance Products. He
later became manager of
the Department of Crop
Protection for Chile and
Peru in 2013.

the economy and a large part
of the work force. The tradi-
tional sector is very important
for us. We work to efficiently
and effectively transmit inno-
vations in the production of
traditional crops, and we work
closely with the government
and agro-export companies to
promote the traditional crops,
which are potato, quinoa, rice,
and corn, mainly. What we
can offer are the agrochem-
icals that can defend and
protect these crops and keep
yields high.

How does Peru figure in
BASF’s regional Latin Ameri-
can strategy?

Peru is a healthy and growing
economy in South America,
and we have a lot of opportu-
nities here. The social struc-
ture is changing. As the econ-
omy and society develop and
as living standards rise, peo-
ple spend more on detergents,
for example, and we can
provide the right chemicals
to make detergents more effi-
cient, clean, and green. There
are a lot of opportunities in
homecare. On the construc-
tion side, major infrastructure
projects are in progress in
roads and transport, seaports
and airports, logistics, and en-
ergy. In mining, Peru has the
advantage of lower produc-
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tion costs, with a much lower
break-even point. I think in-
vestments will start up again
next year, and once those
projects are in full production
in a few years, there will be a
lot of opportunities there too.

What is your outlook for 2015
and what projects will you be
undertaking next year?

This year we want to con-
centrate on our distribution
channels, focus on develop-
ing a new generation of talent,
and to work more closely with
growers. We will grow around
10% in agrochemical products
next year. We will also launch
three or four innovative prod-
ucts in the Peruvian market,
and most of our new products
are fungicides and herbicides.
In homecare, we are introduc-
ing a new technology, which
is an innovative new way to
reduce energy costs as well in
the cosmetics sector. We want
to lead by example, encourag-
ing countries and companies
to reduce pollutants and con-
taminants, and to reduce en-
ergy and water use. This year
we celebrate BASF’s 150th
anniversary worldwide with a
new slogan, “We create chem-
istry.” These are exciting times
for BASF, and 2015 will be an
important year in Peru and all
over the world for us. %

IN NUMBERS
Peru BASF

Predicted growth of

10%

in agrochemical
products next year

3+

new products
launched per year
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FOCUS DIVERSIFICATION PLAN

NOT ALL IN ONE BASKET

The government’s
National Productive
Diversification Plan
is a comprehensive
step to provide

the commercial
environment
conducive to
broadening the
industrial mix.

OVER THE PAST DECADE, Peru's econ-
omy has experienced remarkable economic
growth, riding the wave of high commodity
prices and demand from China, and outpac-
ing most of its Latin American neighbors in
terms of GDP growth, poverty reduction, low
inflation, and low public debt. From 2004 to
2013, Peru’s average growth rate was 6.6%, the
second highest in the region. In the same peri-
od, average inflation was just 2.9%, the lowest
among its neighbors. Between 2004 and 2012,
the country achieved a 32.9% reduction in
poverty rates—again, the highest in the region.

In 2011, however, the end of a decade-long
boom in global commodity prices led to a
rapid deceleration in Peruvian growth rates,
from 8.5% in 2010 to a projected 4% in 2015.
This in turn has brought about re-evaluation
of the structural challenges facing the Peruvi-
an economy in terms of productivity, diversi-
fication, and informality. Compared to other
countries in the region, Peru suffers from high
levels of heterogeneity in its economy; much
of the country’s economic activity is concen-
trated in a few wealthy regions and large com-
panies. The country also has high levels of in-
formality in the economy, with around 70% of
urban workers employed informally. Finally,
the country’s export basket has changed very
little since the 1970s, remaining highly con-
centrated on commodities, of which 75% com-
prise exports. As a result, the IMF has said that
Peru is likely to be the most affected country in
the region by the current trend towards falling
commodity prices.

In order to overcome these challenges and
promote long-term sustainable growth, the
government in 2014 launched the Plan Nacio-
nal de Diversificaciéon Productiva (PNDP - Na-
tional Productive Diversification Plan), which
aims to develop “new engines of growth,”
according to Minister of Production Piero
Ghezzi. Specifically, the plain aims to: achieve
long-term sustainable growth rates, reduce
economic dependence on natural resources
extraction, reduce regional productivity gaps,
and increase the level of quality formal em-
ployment.

The program is divided into three axes: di-
versification of the country's export basket,
improvement of the regulatory environment
for doing business, and increasing domestic
productivity and reducing gaps between re-
gions, segments, and sectors.

The program is divided into three
axes: diversification of the country's
export basket, improvement of the
regulatory environment for doing
business, and increasing domestic
productivity.

The first axis of the plan, diversifying the
country's export basket, focuses on correcting
market failures in sectors where the country
has significant export potential, particularly
those where innovation and technology can
help the country take advantage of global val-
ue chains. In order to achieve this, the coun-
try is taking steps to promote innovation and
entrepreneurship. One major step will be the
program Start-Up Perd, set to finance 268 en-
trepreneurs and 20 small-business incubators.
The country also plans to improve the regula-
tory environment to facilitate angel investors,
and create a program to assist small business-
es in obtaining patents more easily. In addi-
tion, in 2016, the government will create the
Instituto Nacional de Calidad (INCAL — Na-
tional Quality Institute), which will facilitate
the accreditation of laboratories and business
processes.

The second axis of the plan, improving the
regulatory environment, focuses on reviewing
simplifying regulations to ensure that they do
not unnecessarily prevent investors from hav-
ing profitable businesses in Peru. The Ministry
of Production will play a leading role in this
axis of the plan, reviewing existing regulations
and monitoring the production of new reg-
ulations to look for ways of improving them.
The Ministry will also commit to simplifying
its own systems, and has already committed to
reducing by 50% the time it will take to evalu-
ate environmental impact studies (EIAs). The
plan also aims to make it easier for Peruvians
to pay taxes and request information from the
government.

The third axis of the plan, the expansion of
domestic productivity, aims to reduce the gaps
in productivity rates between different regions
of the country, sectors of the economy, and
between small and large businesses. In order
to support the growth of small businesses, the
government will launch a number of programs
to provide access to technology, consulting
services, service providers, and financing. %
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OLIVER STARK

General Manager,
COMESA

OMESA has of course
been adversely affect-

ed by economic con-
ditions. The slump was like a
perfect storm for our company.
Moreover, our founder passed
away, having been the director,
general manager, and human
resources director for the en-
tire company. He was engaged
in virtually every department,
which is typical for first genera-
tion family companies. We were
hit by the recession in the min-
ing sector, with falling mineral
prices, as was the whole min-
ing sector. Companies invested
less, downsized their personnel,

the economy.

and bought less equipment and
spare parts. Therefore, these last
two years have been tough for
everyone. However, now small
and medium-sized mining
companies have decided to stop
saving and to get their wheels
turning again. Essentially, they
have realized that they do not
have the luxury of not produc-
ing, and that they need to invest
in spare parts and equipment
to get their production back on
track. Small and medium sized
miners have decided to invest
in small scale expansions so as
to dilute costs and that is where
we plan to be ready to supply
equipment. As a result, we have
already improved sales over re-
cent months, and I expect 2015
to be a year of consolidating
those new gains.

JAVIER UGARTE

{ Industry }
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MANUFACTURING VOX POPULI

THE PRODUCTION LINE

Peru has a robust industrial sector that has weathered
numerous economic storms in the past. It is now looking to
expand on this and develop the sector into the backbone of

e were founded 45
W years ago by my father.
He first imported $500

of copper wire from Germany.
That was the start of everything.
At that time, the motor repair
business was large because elec-
trical motors were repaired rath-
er than replaced. In addition, all
of these motor replacements
required the use of copper wire
for almost everything. It was a
good business. We started with
copper wire, then moved to pa-
per insulation, tapes, varnishes,
and everything that went into
the repairing business. Little
by little, we started delving into
new products. Eventually cop-
per wire manufacturing moved
to Peru, and our wire-import
business became less profitable.
Therefore, we looked for other
new products, which is what
we have always done. The mar-
ket and industries grew, major
companies came to Peru, they
brought new products, and as
these products encroached on
our markets, we went out to
look for new products. That has
always been the key to growing
our business.

Gerente General, Indurama

e invested $20 million
W to set up our man-
ufacturing facilities

and are producing between
12,000 and 14,000 stoves per
month, depending on demand,
which can be seasonal. Today,
all stoves sold to the domestic
market are locally produced.
In the beginning, we started
with producing two or three
models, but we have signifi-

cantly increased the number
of models produced here and
are adding models on a regu-
lar basis. In 2014, we changed
our production energy source
from electricity to gas, which
reduced our costs. We need to
expand our portfolio in order
to grow. That is the reason we
introduced five new models. At
Indurama, we have one portfo-
lio model for the whole group.

ING. MAXIM ALI

MALLQUI NAUPAY
President of the Board,
Promelsa

We use this portfolio to see
which model is good for which
market. We plan to export to
Chile, Bolivia, and Uruguay.
However, we need to get ap-
proval on technical regulations
for each country before we
can finalize the process. Each
country has technical regula-
tions that we need to comply
with in order to sell any prod-
ucts in their markets.
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FOCUS TEXTILES

2015]

NICELY

State-of-the-art factories have replaced more traditional methods of
textile production in Peru across the last decade.

ACCORDING TO THE IMF, Peru’s textile
and clothing exports have grown by an aver-
age of 11% per year in the last ten years, thanks
in large part to sector-specific investments fo-
cused on output growth and modernization,
an increased global demand due to the quality
of the goods and speed of delivery; and, per-
haps most significantly, increased trade pref-
erences granted by the United States through
the United States-Peru Trade Promotion
Agreement (USPTPA) and the Andean Trade
Promotion and Drug Education Act. Sales of
Peru’s garments to foreign markets are greater
than $2 billion per year, and the country plans
to double this amount by 2017. Domestically,
the country benefits from the vertical nature
of the textile sector, which employs around
150,000 people for the entirety of the manu-
facturing process from raw fiber acquisition
to finished garments. Furthermore, due to the
growing success of the sector, the market has
been primed for firms focusing specifically on
textile exports, of which there are now around
1,700, according to the IMF.

Peru’s most important bilateral trade agree-
ment with the USA, the USPTPA, was imple-
mented in 2009. Unlike the Andean Trade Pro-
motion and Drug Education Act, which was a
unilateral agreement that expired in 2010 and
removed tariffs on certain goods coming from
Peru and other South America countries in or-
der to promote industry rather than drug traf-
ficking, the USPTPA is innately bilateral and
allows qualifying US yarns and fabrics to enter
Peru duty-free, increasing export opportunities
for American clothing manufacturers while se-
curing continual investment in Peru’s textile
and clothing sector. This agreement has no ex-
piration date and is expected to promote long-
term increases in trade and investment with
and within Peru. The quality of the products
manufactured in Peru has caught the attention
of many big-name brands in the United States,
including Aeropostale, American Eagle, Anthro-
pologie, A Pea in the Pod, Ashworth, Banana
Republic, Armani Exchange, GAP, Express,
Hugo Boss, Guess, Under Armour, JC Penney,

Old Navy, Sears, Ralph Lauren, Vans, Lacoste,
and several others. While Peru is known for its
high quality cotton, it has also seen over 300%
growth in the production of elastomeric yarn in
the last year due to U.S. interest in the material.

Besides the United States, which receives up
to 45% of Peru’s textile exports, the largest im-
porters of Peru’s textiles and clothing products
is Venezuela, which imports 35%, followed by
Brazil, Mexico and Colombia at 15%. With 114
export markets, Peru is aiming to dominate
the Latin American market before moving on
to China and Japan within the next two years,
according to Luis Torres Paz, promotion direc-
tor at PromPeru. It faces obstacles, however.
Two of the biggest issues impeding compet-
itiveness in Peru’s textile and clothing sector
are structural inefficiencies and a shortage of
skilled laborers. While Peru has the advantage
of locally sourcing its cotton, the IMF states that
production is inefficient and measures need to
be taken to maximize profits and turnaround.
Regarding the workforce, a survey conduct-
ed by the IMF of 440 textile companies found
that 47% reported difficulty in finding qualified
workers, particularly mechanics skilled in oper-
ating the machinery and seamstresses. Increas-
ing the quality and availability of skill-focused
education would remedy this.

Beyond the issues with manufacturing and
labor, there are also debilitating infrastructur-
al inefficiencies in transport and shipping that
serve to nullify the geographical proximity ad-
vantage that Peru has with the United States
and other nearby markets. Long, bureaucratic
shipping delays are par for the course and in-
crease costs and reduce efficiency when goods
must be kept longer in warehouses or shipped
via more expensive methods to compensate for
lost time. State investment in new roads, ports,
and airports, as well as simplified customs pro-
cedures, would potentially pay dividends in this
regard. It is acknowledged that Peru must not
depend entirely on favorable trade promotion
agreements and rather improve its infrastruc-
ture and policies internally to maximize the po-
tential of its textile and clothing sector. %

JOSE IGNACIO
LLOSA

General Manager,
Creditex

Peru has a long history of
traditions in textiles. In
Peru, we have excellent
raw materials, with high
quality cotton and animal
hair, including alpaca

and vicufia. Textiles

have grown over the

past 15 years, and the
corporation decided

it was an appropriate
sector for investment.
Textile exports have been
growing consistently since
the early 2000s. There
have been investments
made not only by our
company, but also by
numerous textiles groups.
We have modern textile
infrastructure, and the
country offers products
that are well accepted in
the market.”

=
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Sandra Doig Diaz, Deputy
Minister for MSEs and Industry,
on research funding and
successful projects.
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Marcelo Mendoza Acourt,
General Manager of TISmart,
on app design, and the talent in
Peru’s technology sector.
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The government is making
major investments to ensure
that residents of rural areas have
access to high-speed internet.

— REVIEW

s Peru’s telecom-
munications in-
dustry grows slow-
ly but steadily, the

economic divide between
urban and rural areas has
become all the more appar-
ent when considering phone
and internet access. In the
early 1990s the Peruvian
government started reforms
in the sector, establishing
Peru’s decentralized state
telecoms regulator OSIPTEL
(the Supervisory Agency for
Private Investment in Tele-
communications) in 1992,
to oversee private telecoms
companies and duly protect
the rights of users. In 1993
OSIPTEL created the Fund
for Investments in Telecom-
munications (FITEL), which
began collecting a 1% levy
on telecom companies’ gross
operating revenues in or-
der to fund telecom service
expansion in rural areas.
According to the OECD, be-
tween 2001 and 2004, FITEL
provided at least one public
payphone to 6,509 villages in
rural Peru that had no phone
services (fixed line or cellu-
lar) previously.

Telecoms,

IT & Mediaj

In cooperation with government entities, Peru’s ICT sector is fostering
mobile and internet coverage expansion, narrowing the economic urban

versus rural divide.

INVESTMENT

Image: Sas

Through increased competition in
the market and the need to meet higher
standards, ICT operators are expanding
infrastructure to bring mobile and
internet access to rural villages.

URBAN Vs RURAL
ACCESS

Peru uses a nationwide mi-
crowave radio relay system
and domestic satellite systems
supported by 12 earth stations
to power its telephone system.
Domestic fixed-line teledensity
is at 12 per 100 persons, while
mobile-cellular  teledensity
exceeded 100 telephones per
100 persons. Peru’s National
Institute for Statistics and In-
formation (INEI) reports that
the total percentage of house-
holds with access to fixed line
telephone service was 28.6% in
2013, and 37.2% of residents in
urban residential areas had ac-
cess, compared with only 2.3%
in rural areas.

Households with at least one
member who accesses a mo-
bile phone was at 82% in 2013.
According to the World Fact
Book, 83.8% of households
had access to mobile phone
service by end of June 2014,
a 2.8% increase from 2013’s
second quarter reports. As of
June 2014, 90% of Lima’s pop-
ulation had one mobile phone,
compared to 66.1% in rural
areas, up 4 percentage points
from last year’s figures.
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In 2014, the GSMA intelligence report stat-
ed that there were 15.8 million unique mobile
subscribers in Peru and 32.1 million connec-
tions (92% active and 70% prepaid), though
growth in unique mobile subscribers aver-
ages around 7% per year—a rate below the
level of most other Latin American countries.
Voice is the largest part of mobile revenue, at
79% for mobile operator Movistar as of 2013,
though mobile data usage is starting to climb.
Telefénica, trading as Movistar, holds half
the Peruvian market, and the greatest market
share in rural areas and big cities, with Améri-
ca Movil, operating as Claro, following close
behind. The third largest operator is Entel
Pert, the brand that replaced Nextel Pert in
2014. Vietnamese military-run telecom op-
erator Viettel became Peru’s fourth mobile
operator in late 2014, which provides 3G-only
services under the brand Bitel.

The mobile industry represents 3-4% of Pe-
ru’s GDP, a figure estimated to increase over
the period to 2020, according to GSMA fig-
ures. According to La Republica reports, Pe-
ru’s Transport and Communications Ministry
(MTC) plans to invest $77.1 million in 2015 in
telecommunications projects in the Arequipa
region, which will benefit a total of 901,000
people.

~ Analytics

Size up your next shot.

In addition to over 2,000 radio stations, a
large number of which operate in indigenous
languages, there are at least 10 major television
networks in Peru, including the state-owned
Television Nacional de Peru. Eric Jurgensen,
CEO of América Television—Peru’s oldest chan-
nel and sole private network—says that despite
setbacks in the early 2000s, Peruvian television
is gaining ground. As Jurgensen told TBY, “From
2002 to the present, television has recovered
notably. The advertising market has grown from
$76 million to almost $400 million in 2014. The
cost per rating has also increased, as have ad-
vertising costs and local production. Many net-
works have been posting solid financial results.”

Peru’s National Institute of Statistics and In-
formation’s (INEI) 2013 data shows that 32% of
Peruvian households had at least one computer,
and 22.1% of households had access to internet
service. In urban areas, internet access is no-
tably more attainable; 41.4% of households in
Lima had access in 2013, compared to 13.2% in
the rest of country, and only 0.9% in areas con-
sidered rural. According to the INEI, as report-
ed by Peruthisweek, the number of Peruvians
using the internet daily increased 2.5% in 2014,
totaling 50.9%, though this percentage is dra-
matically higher for people living in urban areas
with higher levels of education.

confidence.

will give you a competitive advar

@ Visit us: sas.com/peru

In 2014, the GSMA
intelligence report
stated that there were
15.8 million unique
mobile subscribers

in Peru and 32.1
million connections
(92% active and 70%
prepaid), though
growth in unique
mobile subscribers
averages around 7%
per year—a rate below
the level of most
other Latin American
countries.

In golf, it's not enough to see the big picture. You've got to know,
and understand, the variables affecting each shot decision. Wind,
grass, club, ball, contour. Only then can you swing with real

Leading your business, analyzing the variables is just as important.
With SAS® Analytics, you have the tools you need to make decisions
in real time with true insight and confidence. And no matter what
you're playing for — cutting costs, managing risk, engaging your
customers, boosting productivity or facilitating growth — analytics
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MOBILE DATA PENETRATION

One significant opportunity for operators
and mobile-led services lies in mobile data
penetration. Mobile broadband connections
are increasing exponentially; at the end of
2013 they accounted for 25% of total connec-
tions, an increase of over 20% over less than
five years. Smart phone penetration doubled
in 2013 from the previous year, hitting 10%,
though it remains lower than the regional av-
erage of 20%.

To meet the traffic demand, Peruvian mo-
bile networks are evolving. In 2013 3G service
was accessed by 26% of customers. Movistar
launched the country’s first 4G LTE service in
January 2014. Entel launched 4G LTE services
in late 2014, followed by Claro. Mobile mes-
saging application use is increasing, as is so-
cial network usage. According to GSMA Intel-
ligence reports, Peru ranks among the top 10
countries for time spent on such networking
sites as Twitter, LinkedIn, and Facebook.

Peru has one of the most neutral and unre-
stricted web spaces globally. In an interview
with TBY, Chairman of the Board of OSIPTEL
Gonzalo Martin Ruiz Diaz explains that, “In
2012, Peru’s broadband law was approved,
establishing net neutrality and delegating the
regulation of this matter to the Ministry of
Transport and Communications [MTC] and
OSIPTEL. Net neutrality is part of our future
agenda. Last year, we approved a rule that es-

tablished the principle of net neutrality and
forbade the restriction of access to specific
applications on the mobile or fixed device for
consumers.” One of the MTC'’s key targets is
to expand telecom infrastructure to be able
to offer universal internet access throughout
Peru. In order to do so, OSIPTEL, acting as reg-
ulator, has established standards on coverage
and quality of service; as such, operators are
expanding their networks’ infrastructure to
meet requirements. Peru, however, has a rel-
atively low density of base stations compared
to the region. Revenues for mobile operators
have been negatively impacted due to Mobile
Termination Rate (MTR) cuts, the fees mobile
operators can charge carriers using their net-
works to terminate calls, which has made net-
work expansion difficult.

FILLING SOCIOECONOMIC GAPS

Peru’s ICT sector has the potential to fill nu-
merous socioeconomic gaps in the country,
most notably through the expansion of mo-
bile-enabled services. Taking into account the
percentage of mobile phone owners in Peru
(approximately 70%) alongside the percent-
age of the un- or under-banked (approximate-
ly 80% compared to the regional average of
39%), mobile banking offers an opportunity to
connect people to their finances. The govern-
ment has taken steps to support the financial
inclusion of unbanked rural inhabitants, as
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Peru's ICT sector
has the potential

to fill numerous
socioeconomic gaps
in the country, most
notably through the
expansion of mobile-
enabled services.

[PERU 2015]

Peru became the first in Latin America to have
e-money legislation passed through parlia-
ment in 2013.

In 2011, Lima-based PROMUC (Advance-
ment of Women and the Community), in
partnership with the Dutch consortium Con-
nect4Change and Text to Change (TTC),
launched a digital skills building program for
rural business women. The program, which
reached 21,000 women in 2013, includes train-
ings on business management and insurance,
as well as offers a banking program that uses
mobile phones to send information on credit
and interest rates and advertises new financial
products.

Education is another area in which the uti-
lization of ICT can continue to contribute to
advancement. Though Peru’s national lit-
eracy rate is high, at 90%, in the 2012 OECD
PISA tests the country placed last out of 65
countries in all three subjects; mathematics,
science, and reading. The controversial One
Laptop per Child (OLPC) program provided
800,000 laptops to schoolchildren in 2012, al-
though most laptops remained unused due to
internet connectivity problems and a lack of
teacher training.

Another key factor to note is the language
divide. Peru’s national curriculum is taught
mainly in Spanish, though nearly 5 million

Peruvians, namely in the rural Andean region,
speak Chechua. The International Institute for
Communication and Development (IICD), a
Dutch non-profit providing ICT solutions in
Latin American and Africa, initiated a program
to turn OLPC’s unused laptops in rural schools
into offline digital libraries in the Chechua
language. Through the use of the Raspberry Pi,
a computer the size of a credit card that can
function as a local server, educational content
can be downloaded off of Wi-Fi and accessed
through the XO laptops. As reported by IICD
in 2014, the program is currently serving 20
schools in partnership with local charity or-
ganization CESIP (Center for Social Studies
and Publications). IICD plans to implement
the program in over 200 schools in the Cusco,
Huancavelica, and Junin regions.

In March 2015, Movistar provided 100
internet connections to 54 public schools
across seven regions. In addition to its com-
mitment to invest over $1 billion in rural
coverage expansion upon securing its mobile
license renewal with the government in 2013,
the telco agreed to “halve rates for pension-
ers and state workers in rural areas, provide
coverage in 1,842 villages and give free inter-
net service for rural state schools,” according
to Transport and Communications Minister
Carlos Paredes. %

AMERICA TV the leading network in Peru

11 years of success

Ameérica has been the undisputed industry leader for the past 11
consecutive years. We have a solid 30% share of audience and
close to 40% share of the advertising revenue in our market.

We have developed and expanded our digital operations in
response to rapidly growing internet and mobile penetration, both
of which influence and impact our business. We exercise great
responsibility in defining our programming, always keeping our
viewers as our main objective.

& ameérica

|“‘"""fﬂ| www.americatv.com.pe on Montero Rosas 1099 - Santa Beatriz, Lima - Peru
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TBY talks to Sandra
Doig Diaz, Deputy
Minister for MSEs and
Industry and President
of the Innovation

for Competitiveness
Project - FINCyT, on
research funding and
successful projects.

What actions have been imple-
mented to spread the culture of
research and innovation among
society?

The current government has
put a special emphasis on the
promotion of science, tech-
nology and innovation (STI),
not only by increasing fund-
ing for existing funds, but also
through the implementation
of new funds for research and
development, STI and innova-
tion and innovative entrepre-
neurship. In all, the resources
allocated to these funds add up

Sandra Doig Diaz studied
law at the Pontificia
Universidad Catdlica of
Peru, and holds a Master's
degree in Public Policy from
University College London
in the UK, and a Master's in
International Cooperation
and Project Management
from the Instituto
Universitario Ortega y
Gasset in Spain. With over
ten years of experience

in public administration

she has worked as
executive director of the
National Competitiveness
Council and has provided
consultancy services

for the Inter-American
Development Bank (IADB)
and the United States
Agency for International
Development (USAID).
Recently, she was in charge
of the design of instruments
for financing innovation and
entrepreneurship for the
Innovation, Science and
Technology Fund (FINCyT).

to over $360 million, and sever-
al public entities are involved
in their implementation and
execution. Also, in a com-
plementary effort, the gov-
ernment has also focused on
strengthening human capital
through scholarship programs
for higher education and tech-
nical training.

What role does innovation and
science play in the country’'s
growth strategy?

In July 2014, the National Plan
for Productive Diversification
was approved. This plan aims
to create new engines for sus-
tainable economic growth,
leading to productive diversifi-
cation and sophistication and
an increase in productivity.
Innovation is a key element
of the plan, which recognizes
that without innovation it is
not possible to diversify and
grow. This is a lesson learned
from the experience of more
developed countries, where
innovation explains much of
their medium-term sustain-
able growth.

How have research and innova-
tion funds evolved over time?

The Innovation for Competi-
tiveness Project (FINCyT) was
established in 2007 through a
loan agreement between the
government of Peru and the
Inter-American Development
Bank (IADB). Overall, $36 mil-
lion was allocated to the fund,
with $25 million coming from
IADB and $11 million from the
state. That was the first step
we took in Peru to finance STI
activities. In 2009, the govern-
ment established the Fund of
Research and Development

{Telecoms, IT & Media }
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for Competitiveness (FIDE-
COM) with almost $70 million
to finance innovation projects
for SMEs. In 2012, FINCyT was
increased from $36 million to
$100 million ($35 million from
IADB and $65 million from the
government), including fund-
ing lines for innovation and
innovative entrepreneurship.
In all, today there is funding
available from the Peruvian
government for up to $360
million for science, technol-
ogy, and innovation funding
lines, of which $151 million is
assigned to innovation funds.

Could you talk us through some
of the successful projects sup-
ported by the innovation pro-
gram in recent years?

In terms of commercial suc-
cess, an outstanding case
is that of an agro industrial
company in Piura which ad-
opted several technologies
from abroad and made their
grape production much more
efficient and able to yield at
seasons in which the product
is not available from regular
providers. The company had
commercial success as a result
of this, and paid taxes worth up
to 12 times the amount invest-
ed by the public fund. It was
estimated that in the period
2013-17 this project will have
contributed almost $50 million
to the country’s GDP. There
was also a successful project
related to seaweed in Arequi-
pa where a new farming area
was developed. The company
extracts algae for commercial
purposes, creating a product
which is high in protein and
exported to Chile. There is
also a poultry project with a
company called San Fernan-
do and the Cayetano Heredia
University in which they utilize
waste to produce fertilizer and
organic antibiotics.

IN NUMBERS
MSE

Available funds over
the coming five years

$360

million

What are your main goals for the
future?

We are working toward iden-
tifying which sectors of the
Peruvian economy have the
greatest potential for growth
or could be considered po-
tential economic drivers, and
which can lead our coun-
try to sustainable economic
growth. This will allow the
government to focus on and
align innovation efforts from
different actors, both private
and public. In this way, these
sectors should become the
engines that will lead the Peru-
vian economy to growth in the
medium-term. Results of our
current innovation funds show
that for every dollar invested
in an innovation project, there
is a return of $7 through the
generation of employment or
taxes. For the next five years
FINCyT has a budget of $151
million, with $114 million for
innovation and $24 million
for entrepreneurship, and a
further $13 million for comple-
mentary services, such as qual-
ity infrastructure and technol-
ogy diffusion. The success of
the program, and the contribu-
tion of innovation to achieving
sustainable economic growth
in the medium term, has to be
ensured through appropriate
funding, calls for projects, and
dissemination nationwide. %
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With important conditions such as net neutrality in
place, providers in Peru are forced to compete based on
competitiveness of offerings and quality of customer experience.

HOANG QUOC
QUYEN

General Manager, Bitel
Peru

he Peruvian market is difficult
because Peru has over 30 million

people and pre-paid services from
Claro and Movistar are all over the country,
so the market is already full. However, Bitel
is prepared to face the challenge with a mo-
bile phone service of great quality, economic
plans with more data, and good custom-
er care. We also have added value services
such as music platform and instant message
applications that we are using to reach our
target. Our opening strategy is to focus on
the provinces, as Lima is already saturated.
Bitel focuses only on 3G technology and we
are planning on having 4G technology in the
future. The Peruvian market is full of young
people and data is very popular, but in gen-
eral it is very expensive; for this reason, Bitel
is looking to improve this by reducing costs
and expanding availability. Our license is
valid for 20 years. Bitel always tries to think
differently, this is why we manage our cus-
tomers very efficiently, supporting them
one by one. Bitel is also constantly working
on providing more benefits to its customers
and we believe in doing, rather than talking.
It is worth noting that our company has a
huge national infrastructure with more than
16,000 km of optic fiber in Peru, which is an
important achievement.

IGOR PILIUGIN

General Manager, OLO
del Peru

he Peruvian market is of consider-
able interest, and its low internet

penetration persuaded our inves-
tors to enter it two years ago, in September
2012. Subsequently we have registered pro-
nounced growth in our subscriber base, and
are mostly concentrated in Lima. By Decem-
ber 2014, we finished the first phase of our
$100 million investment, as were approved
by the Minister of Communications. We
started the second phase of the investment
with a price tag of $88 million, and have
the opportunity to change the technolog-
ical offering in the country. We started as a
WiIiMAX operator and in the second phase
of investment, we will change from WiMAX
to LTE. We need LTE because we have the
2.6-GHz frequency band, which will allow
us to expand to other regions. According to
the official report from the local regulator
OSIPTEL, as of December 2013, we had a 7%
market share. We accomplished this in just
five quarters after commercial launch. This
involves the mobile internet with USB and
routers. This was a challenging undertaking,
and both ourselves, and OLO’s shareholders
are happy with the results. At this point, we
cover 2 million people

GONZALO MARTIN

RUIZ DIAZ
Chairman of the Board,
Osiptel

n 2012, Peru’s broadband law was
E approved, establishing net neutral-

ity and delegating the regulation of
this matter to the Ministry of Transport and
Communications and Osiptel. Net neutrali-
ty is part of our future agenda. Last year, we
approved a rule that established the principle
of net neutrality and forbade the restriction of
access to specific applications on the mobile
or fixed device for consumers. The main ob-
jective was to ensure the freedom of choice by
the consumer. We are directing our attention
towards user issues. In addition to regulating
quality, we pursued two other important reg-
ulations last year. One was a regulation that
deals with customer service. This regulation
was approved in 2013 and deals with a prob-
lem faced by many users. Ospitel received
numerous claims about a lack of attention
from providers. We established some specific
regulations mandating maximum response
times that consumers can wait to incentivize
better service in the sector. Ospitel has also
created claimant regulations. The existing
regulation dated back to 1999, and required
significant updating. These are some of the
innovations we are introducing to the regu-
lations. We think that an important priority
for a regulator in Peru is reducing the gap
between the expectations of users and the
service provided. While there will always be
shortcomings, the idea is to establish proce-
dures and incentive mechanisms in order to
continually improve the quality of services.
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APP. UP.
and awa

TBY talks to Marcelo Mendoza Acourt, General
Manager of TISmart, on app design, Tismart’s
growing client portfolio, and the talent in Peru’s

technology sector.

How was the company founded
and how has it grown to date?

Tismart started eight years
ago when I was working at
another company in the sys-
tems area. [ had a startup idea
and started to build the com-
pany. Tismart began serving
three large enterprises; those
formed the first target. After
that Tismart started looking
for additional customers,
and we decided to start a
portfolio. In the third year of
Tismart, more clients estab-
lished a relationship with the
company. By the end of the
third year, we had 15 clients,
and by the fifth year our port-
folio had grown to 50 clients.
From the fifth year, we saw
that there were major op-
portunities and started plan-
ning to expand beyond our
country and open an office
in Bolivia. When we started
there, we went directly into
the financial network. Our
clients were banks that were
requesting mobile apps and
web applications to manage
their system and for the users
to manage their accounts. In
Bolivia, we currently have 32

clients and 60 people work-
ing there. After Bolivia, we
started operations in Panama
with a commercial office to
sell the product we develop
here in Peru and in Bolivia.
We entered Bolivia in 2013,
and in 2015 we entered Pan-
ama. We have already set up
a company in the US and are
opening a commercial office
there, too.

What is the formula for a good
app?

The user experience area is
formed of a team of designers
and illustrators and they have
the experience and knowl-
edge to achieve exactly what
the user needs. It is important
that they produce a unique
design for the application
and make each product user
friendly. We are careful with
the development of the ap-
plication because it not only
needs to look good, it has to
work well and be useful for
the client. It is not only going
to be a public application,
but also a critical application
in client decisions; therefore,
we are especially careful.

How would you describe the
level of human talent in Peru's
technology sector?

It was hard in the beginning to
find talent familiar with new
technologies; however, we
started looking for developers
that have the basic skills and
technological know-how. Our
team has enough experience
in the market, and we coach
all new employees. Within
time, they were able to pro-
gram in the new technologies
according to our development
process. When we hire people,
it is important for them to be
passionate about what they
do as without passion they
are not going to achieve great
things. It is important to cre-
ate a good working environ-
ment.

Do you think the government
should do more to cultivate
technology education in Peru to
build a base of technology ex-
pertise?

At this time, the government
has empowered the technol-
ogy sector for the enterprise.
However it would be great for
us if the government empow-
ered more in the education
of new technologies, because
there is a lot of talent on the
street that cannot afford a ca-
reer. They have no financial
resources so they have to work
to survive instead of studying.
They cannot achieve their
dreams because they have not
been given the opportunity.
We are sure there is untapped
talent here in the country. The
Peruvian people are resource-
ful because they know how to
do things even when they do
not have enough resources, or
when something is missing in
their jobs. %

Present in Peru,
Bolivia, Panama,
and the US

Focused on
developing apps
for corporate
clients

Marcelo Mendoza Acourt
graduated in Peru with a
specialization in Systems
Engineering. He has over

20 years of experience
working in the software
development industry.
Before becoming General
Manager at TISmart Peru,
he worked for many years in
senior positions for different
multinational companies.



What motivated SAS to ex-

pand its presence in the Peru-
vian market?

Currently, Peru is an attrac-
tive market to do business.
We are also very comfort-
able operating in the nation-
al IT sector, which is a grow-
ing steadily. The industries
of telecommunications,
banking, insurance, mining,
IT, and manufacturing are
very important and in SAS
we know that business ana-
lytics can make a difference
in every one of them. Peru,
in cooperation with the rest
of the countries in the re-
gion, has a lot of potential,
due to its stable economy;
therefore, it is an excellent
market to invest.

What is the significance of the
Peruvian market for SAS?
Latin America is an import-
ant market for us. And while
SAS has offices in many of
the countries in the region,
Peru will become an im-
portant place to invest in
over the coming years. Our
idea is growth in the next 10
years, and to position our-
selves in the market. This is
the reason why SAS estab-
lishes an office in Peru.

How can business analyt-
ics change the way Peruvian
companies do business?

Business analytics change
the way that people make
decisions. It covers the way

[Telecoms, IT & Media ]

analvze

THI

TBY talks to Marcelo Sukni, General Manager
of Chile & Peru for SAS, on the health of the
Peruvian market, and the benefits analytics data

has to offer businesses.

IN NUMBERS
SAS

SAS opened its first
office in Peru in

2013

Plans to double
the size of the Peru
office by

2017

individuals and firms ana-
lyze and distribute data. In
this way, they can make the
right decision in real time
or near real-time. Based
on that recommendation,
companies adopt business
analytic strategies that help
them generate information
based on the data and allow
them to be more efficient
in the market. Doing so dif-
ferentiates companies from
their competitors. These
advances work brilliantly
in telecom, mining, retail,
and banking. For example,
in the retail sector, we have
solutions oriented to price
optimization. The idea is
to define the best price and

best margin for the product.
This means that the market
contribution for the compa-
ny is better and increases.
Firms can increase the mar-
gin when you implement
these kinds of solutions.
They can generate the best
price for their final custom-
er. In the Marketing area
we have solutions that we
allow marketers to design
and execute contextual cus-
tomer interactions based on
insights gleaned from big
data and analytics. Measure
and optimize the custom-
er experience in both the
digital and physical worlds.
And link customer-driven
strategies to your business
goals. Our Customer Intel-
ligence solutions solve the
most critical challenges that
modern marketers face. In
the banking sector, there are
different solutions related to
risk, fraud, and anti-money
laundering. We can provide
them solutions to increase
real time fraud detection
and decrease risk exposure.

How would you assess the
level of technology integra-
tion in businesses in Peru?

We have excellent technol-
ogy and integration here;
however, the level of data
analytics is not appropriate
for a market of this size. For
example, in the financial
sector, banks have mas-
sive quantities of data and
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technology; however, they
lack a high level of analysis.
We have an opportunity to
provide them with more in-
formation, and assist them
in making better decisions.
For the average company,
80% of the data is not used,
and this is a huge loss. The
analysis would decide which
parts of the data are im-
portant and unimportant,
and which data can be used
to make a better decision.
There are cases where the
company tries to analyze
all the data and make a de-
cision with all of it, which is
impossible. Part of our solu-
tion is to take the informa-
tion and separate it into cat-
egories that are important to
make decisions. %

Marcelo Sukni is a senior
executive with over 20
years' experience in adding
value to highly relational
businesses in mass
markets through the use of
analytics and information
management. He has
worked with PeopleSoft and
Oracle, and has developed
his career in the BI and
Business Analytics industry
to help clients to make
better decisions.
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VOX POPULI MOBILE TECHNOLOGIES

DANIEL PUGA
CEO, Beyond Mobile

e developed a prod-
uct for small stores

that needed a cost-ef-
ficient point of sale software
based on an Android Tablet
with cloud reports and mar-
keting tools. That is our main
product focus this year. Next
year, we hope to expand into
1000 stores. We charge a li-
cense per month that has no
initial fees, no setup fees, no
contract—$70 a month to get
the software. The cash register
has a tablet with a card reader.

M

-E

[HE MARKET

Software developers for mobile devices are at the forefront of Peru’s
technological frontier, as the low cost of such devices make them far
more prevalent than PCs.

They are extremely popular in
the US and Europe, but in Latin
America, most stores have a PC
with Windows software, which
is old and difficult to use. Peru
needs to develop infrastructure,
retailing, agriculture and other
traditional industries. People
are more interested in deploy-
ing more traditional POS than
deploying mobile POS. If you
go to the app store and search
for apps in Peru for large com-
panies, it emerges that few such
companies are deploying apps.

oftware development
is a mix because to-

day around only 30%
of devices are smartphones and
tablets. We receive many smart
phones from China, and this
momentum propels the evolu-
tion of software. Some compa-
nies do not embrace the idea of
the user-friendly phone, which
in part accounts for the delay
in the development of software.
We need an increase of 20% in
the device market over the next
two years, and will be develop-
ing a wide range of applications
to cover the second level of the
company. However, there is a
vast number of companies to
cater to and we will be produc-
ing solutions that better inte-
grate their offering in people’s
phones. Price, too, will remain
a key consideration. You need
to conduct extensive research
to understand the different
markets. For example, we make
products for companies with

GUILLERMO PACHECO MARTINEZ

General Manager, Novatronic

he main role of Nova-

T tronic is innovation on
service of the banking

and telecommunications com-
panies in Peru, both public and
private sectors. The end-users
need effective access to new
technologies and services. For
example, the banking sector is
working on internet and mo-
bile banking; however, in reality

only 40% of the population has
access to the smartphones re-
quired for data. We contribute
by providing solutions and ser-
vices through which 95% of the
population might have access to
banking services. We work with
telecommunication companies
in order to use USSD technol-
ogy to offer banking solutions
to the entire population and

stock options. We have strong
sales for this app because in the
US stock options form a large
market, and the app allows
you to see at any moment what
component of a package it is
necessary to sell to allow alter-
native purchases.

PATRICTIA NUNEZ
CEO & CFO, Online
Studio Productions

all economic segments. USSD
technology is a technology that
is incorporated in 3G and 4G
technologies, which dominate
data plans. You can access infor-
mation even if you do not have
a data plan, or credit on your
phone. In Peru, 95% of the pop-
ulation now has access to the in-
ternet through mobiles phones
using USSD technology.
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The government

is making major
investments to ensure
that residents of rural
areas have access to
high-speed internet.
While access is
ubiquitous in urban
areas, more needs to
be done.

ACCESS

ALL AREAS

PERU'S ECONOMIC GROWTH has
brought with it significant developments in
the use of telecommunications technology.
In 2005, fewer than 353,000 Peruvians were
subscribed to broadband internet. By 2013,
that number reached more than 1.5 million.
Peru’s telecommunication industry has expe-
rienced a rapid growth in the last ten years,
as the number of internet users shot up. The
Peruvian Instituto Nacional de Estadistica e
Informadtica calculates that, in 2013, 39.2% of
people older than 6 years of age were internet
users. Nevertheless, although this progress
has been most pronounced in metropolitan
and urban areas, the development in the rural
areas has been slow. In 2013, only 10.9% of the
rural inhabitants were internet users.

Peru is highly centralized; out of the 31.1 mil-
lion inhabitants, more than 9.7 million live in the
metropolitan area of Lima. Due to the difficulties
presented by Peru’s geography and the central-
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INTERNET PENETRATION FOCUS

To reduce the cost of internet from
access in rural areas by $200 to
$27 a month

80%
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National Fiber-Optic Backbone Network

= Current Fiber-Optic Network

Source: Peruvian Instituto Nacional de Estadistica e Informatica



118 THEBUSINESSYEAR

{ PERU 2015 ]

ization of services in Lima, the infrastructure gap
between the provinces and Lima has grown in
the last years, particularly in the telecommuni-
cations sector.

The government has acknowledged this prob-
lem and has started a series of programs that aim
to reduce the technology gap between the urban
and rural zones. One of the most important
programs is the Programa de Implementacion
de Telecomunicacién Rural (Rural Telecom-
munication Implementation Program), orga-
nized by the Ministry of Transport and Com-
munications. The intention of this program is
to amplify the coverage of telecommunication
services throughout rural areas, with the aim of
supporting rural economic development. This
program aims to improve communications in-
frastructure and promote the use of internet in
the most remote parts of the country. Through
the program, the government will build more
than 1,000 centers in rural locations where local
people have free access to computers with high-
speed internet. The program targets settlements
of at least 300 local inhabitants that have at least
1,800 people living in their zones of influence.
The settlements must also have permanent ac-
cess to electricity and must not have any other
form of continuous public internet access.

However, the most important project right
now is the Red Dorsal Nacional Fibra Optica
(National Fiber-optic Backbone — RDFO), which
will connect 180 out of the 196 provincial capitals
as well as 22 regional capitals with a 13,000km of
optical fiber network. The estimated investment
stands at $323 million. The program intends to
improve the quality of life for Peruvian people
by providing a high-quality internet connection,
as well as reducing the cost of internet access
in rural areas by around 80%. Monthly internet
subscriptions in rural areas currently can reach
more than $200, but are expected to drop to
around $27. This will help not only households
but also commercial and industrial sectors by
improving the speed and quality of their com-
munications.

As a result, the Peruvian State plans to have
more than 40,000km of fiber-optic cable laid
by 2017. The ultimate target of the Ministry of
Transport and Communications is to provide
universal coverage for telecommunications
services in Peru. The project is being developed
through a concession to the Mexican consor-
tium TV Azteca-Tendai, although it will ulti-
mately belong to the state. The government will
provide the resources for the construction and
operation through a concession of 20 years. %

Our Brands:
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Lima - Peru / Phone: (511)6286300 / info@digammaperu.com
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COME
together

TBY talks to Jorge Le6n Benavides, Chairman
& CEO of Grupo Digamma, on connecting the
mining industry, building a client base, and the
outlook for the coming years.

What are Grupo Digamma's
main areas of activity?

We have a 10-year history
behind us starting with our
magazine Rumbo Minero,
which is now the leading pub-
lication in the Latin American
mining industry. It comes
out every 45 days and is over
400 pages in length. We also
stage targeted events within
the mining industry to boost
networking and cooperation.
For example, we have a bou-
tique membership event to
bring the mining companies
and suppliers closer together.
We also launched Expomi-
na, the largest mining fair in
the country with over 1,000
stands and more than 18 par-
ticipating countries. Mean-
while, we have moved into the
construction sector, having
launched the magazine Perd
Construye, and are set to or-
ganize Expo Arcon, the most
complete construction busi-
ness event in the country. In
addition, we issue newsletters,
hold promotions, and operate
web pages and social media
related to our mining activ-
ities. For example, we have
two television shows for en-

trepreneurs—Rumbo Minero
and Perd Construye that are
aired on one of the main TV
channel in Peru. These shows
have enabled us to offer the
entire package of editorial,
broadcast, and advertisement
services to our clients in these
two sectors.

What are the competitive advan-
tages of Grupo Digamma?
Today, we have around 1,500
clients and are the main busi-
ness tool, on which they rely.
This is because there is no
other company in the country,
and probably in the region,
offering a complete editorial
and broadcasting packag-
ing with such a high level of
specialization that addresses
whatever the client wants to
achieve.

Can you tell us more about Expo
Arcon?

This is an event that will be
held for the third time in early
July 2015 from 9 to 11, and will
develop simultaneously three
fairs. We have leading entre-
preneurs and businesspeople
on our advisory board, includ-
ing former ministers and cur-

rent presidents of the sector
associations in the country.
We also have our working
committee, which includes
the main presidents of nation-
al and international chambers
of commerce and construc-
tion. The event will include a
section for heavy machinery,
consultancy firms, and de-
velopers. Over 10 countries
are taking part in the event.
We will also be organizing
the International Infrastruc-
ture Forum, the International
Technology Forum, the Inter-
national Real Estate & Con-
struction Forum, the Interna-
tional Architecture Forum, the
International ~ Construction
Projects Forum, and the Inter-
national Purchase Manage-
ment Forum. Moreover, we
will be organizing a series of
national awards for the most
important infrastructure and
construction projects. We also
have strategic partnerships
with the main professional as-
sociations in Peru.

What is your medium term out-
look for the industry?

I think Peru will grow at a fast-
er pace in 2015; we have 10
key mining projects underway
and the government is com-
mitted to significant infra-
structure investment. I believe
that the economic slowdown
of 2014 has been due to the
fall in foreign investment and
certain inactivity on the part
of the authorities. This has
now changed and we foresee a
positive 2015, all ahead of the
presidential elections in 2016.
In this context, if the min-
ing and construction sectors
grow, we also grow as a com-
pany because these are the
two main sectors for us. We
decided to focus our business
activities on them because we
knew they underpinned the
future of Peru. In 2014 we sent
the message to our clients that
in times of crisis it was import-
ant to diversify your portfolio,
and we focused our events
on that goal. It proved to be a
great success, and we became
a useful tool for clients in a
time of crisis. %

IN NUMBERS

Grupo Digamma

1,500

clients

Average annual
growth

20%

Participants in largest
conference

1,000

clients

Jorge Ledn Benavides, the
founder of Grupo Digamma,
is currently its CEO. His
knowledge in marketing
and a specialization in
Marketing Administration in
the Development Center of
the Universidad del Pacifico
of Peru have provided him
with the tools to achieve a
long term vision for Grupo
Digamma customers. He
has been appointed director
of the Lima Conventions's
Burea, a nonprofit private
association, whose main
activity is the promotion

of Lima as a place for first
class meetings and events.



RIGHT NOW

Getting the right software to the market is challenging in a
market where competition for talent and clients must account for
changing demands and rapid change.

THE SINGLE, BIGGEST
CHALLENGE FOR PERUVIAN
PROVIDERS IS THE
DEVELOPMENT AND
MANAGEMENT OF THEIR OWN
BUSINESS TECHNOLOGIES
AND SOFTWARE. INSTEAD OF
EMPLOYING SERVICES FROM
OUTSIDE, BUSINESSES NEED
TO MAINTAIN THEIR OWN
TECHNOLOGIES AND INVEST IN

INNOVATION.

FRANJO KURTOVIC
General Manager, CERTICOM

“I see many Peruvian professionals
in the field of technology
occupying regional or global
positions, which clearly attests to
the level of local talent.”

RICARDO FERNANDEZ

RIBBECK
General Manager, IBM Peru &
Bolivia

“The software developed in
Peru must be in line with the
needs of the sectors in which it
will be applied.”

BEN SCHNEIDER SHPILBERG

Executive President, Indra in Peru

“We came here to hire their best students and put them to
work on projects that are going to be interesting to them
from a technological perspective, and these graduates will
be working with leading companies in North America.”

MARIO CHAVES
CEO, Avantica Technologies

“Most of the large companies here are quickly
adopting new technology, which makes sense from a
practical standpoint. The time to market is faster than
with tradition deployment techniques.”

JOSE A. DEL RIO ARAMBURU
Country Manager Peru, SAP

THE LABOR MARKET IS HOT, AND FINDING GOOD
PEOPLE WITH THE RIGHT SKILLS IS TOUGH. THERE

IS CONSIDERABLE TURNOVER; MANY PREFER NOT TO
BE IN THE SAME JOB FOR MORE THAN TWO OR THREE
YEARS, ESPECIALLY AMONG THE YOUNGER WORKFORCE.

HUMBERTO BALLESTEROS

Sales Director Peru & Ecuador, CA Technologies

“Large companies like banks, insurance companies, or
retailers always have numerous hardware platforms,
databases, or ARPs catering to different business cores. All
of those have to communicate and run smoothly, which
requires excellent systems engineers.”

GRIMALDO DEL SOLAR
General Manager, Grupo Sypsa

The content on this page is taken from exclusive interviews. Read the full versions at thebusinessyear.com
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INFORMED

ORLANDO PARODI

Gerente General,
DirecTV

e deliver our content
via our satellite, which

covers all of South
America from the Caribbean to
Chile and Argentina. DirecTV
hasbeen growing rapidly in Peru
because we enjoy nationwide
coverage without the constraint
of cable that might have made
coverage of smaller towns un-
profitable. The Peruvian econ-
omy is performing well, where
the lowest financial bracket has
been improving its financial
standing, while the middle class
is moving into a higher class,
the lower class is moving to the
middle class and more people
emerge from poverty. We are
proud of changing the way TV is
being viewed. In Latin America
we already have 19 million sub-
scribers. We are facing a con-
vergence between internet and
television. We now have intel-
ligent televisions connected to
the internet. One simply cannot
avoid entering the internet busi-
ness, like our partners in other
countries. We are working with
4G LTE and within the terms of
our concession, are committed
to covering Lima. Yet while we
are not obligated to extend our
services to other provinces we
could one day pursue this idea if
considered viable.

FRIC JURGENSEN
CEO, América
Television

urs is the oldest chan-
nel in the country,
launched on Decem-

ber 15, 1958, as the first pri-
vate TV network in Peru. Our
channel has been the ratings
leader for the past 11 consecu-
tive years, and for each month
of those years. We have there-
fore spent 134 months at the
head of the field, and we have a
38% viewership share. The sec-
ond-placed channel has around
25-26%, with the third at around
22-24%. In terms of commercial
share, we probably reach 40%
of the commercial revenue ad-
vertising market. The advertis-
ing market has grown from $76
million to almost $400 million
in 2014. The cost per rating has
also increased, as have adver-
tising costs and local produc-
tion. Many networks have been
posting solid financial results.
Around 67% to 70% of our pro-
gramming structure at América
TV is locally produced. And of
that 70%, around 35% compris-
es news programs and the other
35% entertainmentfiction, re-
ality shows, game shows, and so
on. People’s tastes are changing.
For the past 10 years, one of the
biggest changes has been the
loss of the children’s audience.

{Telecoms, IT & Media }
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MEDIA FORUM

Traditional media such as television and
newspapers are now being challenged by the
emergence of portable digital technology.

DANIEL CORDOVA

Managing Partner,
Newlink Peru &
Invertir Group

e think that in today’s
W world the consumer
industry must engage

emotionally with people. It is
increasingly the case that com-
panies have to be politically
correct and environmentally
friendly. This is the kind of proj-
ect we work on. We foster a good
relationship with the authorities
and stakeholders in general, in-
cluding workers and employees,
through internal communica-
tions. Essentially, we maintain
companies’ reputations, which
stretch far beyond the prod-
ucts they sell in terms of cost or
quality. We talk about four new
factors, and transparency is es-
sential. Social networks mean
that a person who in the past
had no access to a newspaper
can today publish themselves.
There is more participation, and
a greater social consciousness
of health, the environment, and
social issues. Things happen
swiftly these days, and so one
has to be prepared for anything
and have the capacity to react
quickly. I have had cases with
companies that did not know
how to behave in front of the
press, finding themselves un-
prepared. In our case, our goal
is to have a few clients that are
served by senior consultants.

ADOLFO DAMMERT
CEO, Latin Brands
Carat

e are indeed still a
traditional market,

where, I think, internal
and digital media only accounts
for about 6% of advertising in-
vestment. Nevertheless, in less
than five years, I am sure that
25% of the advertising budget
will go on digital. Everything
we have is new, for example
with telephones we went di-
rectly to the smart phone, while
in automotive the latest Mer-
cedes-Benz, the AMG GT, has al-
ready appeared at an exhibition
in Peru. As Carat we need global
standards to compete; being in
Peru is no excuse. Clients who
come to us can compare us with
any other international office. I
think we have excellent clients
that successfully help because
the advertising business is not
just about producing beautiful
images, but ultimately con-
tributing to economic growth.
There are a number of areas
where nothing has been done
yet, for example, mobile ad-
vertising remains negligible in
Peru. Developments are slow
at present because sometimes
clients shun risk. For exam-
ple, while banks should have
long been promoting the use of
smart phones, the habit of visit-
ing a branch prevails.
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José Antonio Blanco is a
graduate of Architecture
and Urbanism at the
Universidad Ricardo

Palma in Lima, Peru. He
has worked in several
construction and real estate
companies since 1998. He
participated in the execution
of more than 15 real estate
projects. He is currently CEO
of Actual Peru, a regional
firm with presence in Chile,
Colombia and Peru. He is
responsible for developing
five simultaneous

housing estate projects

in neighborhoods like
Chorrillos, Surco, San
Miguel, and San Isidro in
Lima, Peru.

{ PERU 2015 ]
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TBY talks to José Antonio Blanco, Chairman of inPERU, on past
successes, promoting Peru abroad, and the importance of Asia as

source of investment.

What was the initial motivation
for founding inPERU, and how
would you characterize the or-
ganization's progress so far in
“exporting Peru to the world”?
The initial motivation was
and still is to promote in-
vestment in our country. It is
common knowledge that the
fastest growing economies in
the world have achieved such
results due to years of signif-
icant investments—invest-
ments that have represented
more than 25% of their GDP
each year. inPERU has reached
more than 6,000 investors with
eight roadshows around the
globe thus far and has visited
almost 20 of the most import-
ant cities in the world.

The recent decline in mineral
prices has led to a slowdown in
the Peruvian economy. Has this
led to a decline in international
interest in Peru as an attractive
investment destination?

The decline of mineral pric-
es has affected our economy,
and the mining industry in
particular as it has seen a de-
crease in investments. For-
tunately, our economy is not
solely dependent on mining:
it only constitutes one-third of
our total exports and of these
exports, 50% are mining prod-
ucts. Our mineral exports are
diversified which provides a
natural advantage in varying
environments. We are ranked
among the world’s top five as
an exporter of minerals such
as gold, silver, copper, zinc,
and lead. In the context of the
global economy, we are still an
attractive market to investors.

IN NUMBERS
inPERU

Has reached more

k

than

investors in 8
roadshows in 20
cities around the
world

In 2015, inPERU's Road Show
is focused on Asia (particularly
China, Japan, and Korea). Why
did inPERU choose Asia for this
year and what is the importance
of these markets for the Peruvi-
an economy?

Our business model operates
on the belief that we need to
return to the regions we vis-
it every one to two years. We
were last in Asia two years ago,
so now is a perfect time to re-
visit. Asia remains the fastest
growing region, as countries
like China have been very
aggressive in acquiring com-
panies around the world as
part of its strategy to ensure
enough resources for its grow-
ing population. Peru’s largest
mining, fishing and oil and gas
companies are Chinese.

Which sectors of the Peruvian
economy have attracted the

most interest from internation-
al investors at recent inPERU
events?

inPERU’s approach is inclu-
sive, meaning we present ev-
ery possible business oppor-
tunity in our country without
an emphasis on a specific in-
dustry. It is hard to deny that
our lack of infrastructure is the
most attractive opportunity
for investors. Asia has a spe-
cial interest because they have
built everything over the last
decade and now need to find
new places to invest.

What makes Peru a good des-
tination for international inves-
tors?

We present many attractive
conditions for investors be-
cause our economy contin-
ues to grow, we have sound
fiscal and monetary policies
and  constitutionally-pro-
tected investments. We are
conveniently located and
rich in natural resources. We
also have a young popula-
tion, and our middle class is
expanding.

What are your goals for inPERU
over the next year?

We need to keep revisiting
the most important cities in
the world while bringing large
delegations comprised of both
private and public representa-
tives. We also need to ensure
our association grows so that
we can guarantee the neces-
sary resources to remain sus-
tainable over time, which will
allow us to assist governments
in the future, despite their po-
litical or economic status. %



- T

e

THEBUSINESSYEAR 123

127 ——

Cargo logistics companies in Peru
use a deft mix of local talent and
state-of-the-art technology to
keep the country moving.

130——

Industry leaders in air transport
discuss the country’s unique
challenges and opportunities for
the sector.

132——

Automotive retailers in Peru are
rising to the challenge though
innovation, expansion, and
developing new segments.

— REVIEW

here is an increas-

ingly vital need

to develop Peru’s

transport sec-
tor in order to keep up with
the country’s burgeoning
economy. Specifically, road
and railway construction is
needed to increase connec-
tivity between inland indus-
tries and export centers on
the coast. Peru’s economy
is largely reliant on exports,
with main exports being cop-
per ore and crude oil.

As the OECD reports, one
of the priorities of the trans-
port sector is to pave 85% of
the national road network—
only 18,698km of the coun-
try’s 140,672km of roads are
paved, according to the most
recent World Fact Book fig-
ures. It also aims to increase
interconnectivity in rural
areas, specifically through
improvements to public
transportation. As the use of
private cars increases yearly,
congestion grows worse, up-
ping the need for reliable and
more readily available public
transportation alternatives,
such as the expansion of the
Lima Metro.

TransportJL

The transportation sector is preparing itself for a massive overhaul, as
increasing interconnectivity between rural and populated areas becomes

key in advancing the country’s ambitious policies.

- RUNAWAY

TH

*"Image: PromPerd

According to the latest World Fact Book
figures (2014), Peru has 191 airports (up
from 135 in 2012 according to the Ministry
of Transport), 1,907km of railways,
140,672km of roads (only 18,698km

of which are paved), and 8,808km of

waterways.

In the 2014 and 2015 World
Bank Group’s “Doing Busi-
ness” reports Peru ranked 55
out of 189 countries in terms
of its ability to facilitate trade
across borders. Despite a fall
in rank—six positions lower
than its 2013 ranking of 49—
costs to export and import re-
main relatively competitive in
the region.

Over the years Peru has
made efforts to improve in-
frastructure and ease the
import/export business. In
2010, cranes were added at
Callao port, which sped up
handling activities, and in
2011 the country introduced
a web-based electronic data
interchange system, which fa-
cilitated greater exchange and
information-sharing on risk-
based inspections and pay-
ment deferrals, for example.

According to 2015 num-
bers, time to export a stan-
dard container in Peru takes
an average of 12 days and
costs $890, compared to the
Latin American and Caribbe-
an average of 16.8 days and
$1,299. To import the same
container to Peru would take
17 days and cost $1,010 per
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While 60% of journeys take
place on public transport, private
vehicle use is rapidly increasing

container, compared with the regional average
of 18.7 days at a cost of $1,691.

In 2015, Ernst & Young published a report
detailing Peru’s ambitious transportation
overhaul, as it plans to invest over $20 billion
in transport infrastructure with the aim to in-
crease competitiveness and become a logis-
tics hub.

This money will fund the Peruvian urban
transport NAMA, called T-NAMA, an ambitious
package of infrastructure investment, new cli-
mate-friendly regulations and institutional
reforms that will reduce Peruvian greenhouse
gas emissions from the transport sector by four
million tons of carbon dioxide-equivalent over
the next decade. This is equivalent to the emis-
sions reductions from taking 760,000 cars off
the road for a year. Peru’s T-NAMA has been
jointly developed by the Peruvian Ministries
of Environment and Transport, with support
from GIZ-Transfer, the World Resources Insti-
tute (WRI), the Low Emissions Development
Strategies Global Partnership (LEDS-GP), Pon-
tifical Catholic University of Peru (PUC), Tran-
sitemos, and other local partners.

Urban transport plans also figure in to Pe-
ru’s broad GHG mitigation efforts. Peru’s total
GHG emissions are only a small fraction of the
global total, though the country’s emissions
are expected to rise rapidly as its population
and economy grow. While 40.9% of emissions
come from the forestry sector, transport rep-
resents the largest share of overall energy-re-
lated emissions at 40%.

The average Peruvian vehicle fleet is 14 years
old, resulting in high specific emission levels,
and the number of vehicles has nearly dou-
bled between 2000 and 2014. As a result, trans-
port-related emissions increased by almost
50% in the last decade.

While 60% of trips in Peru still take place
on public transport, private vehicle use has
been rapidly increasing, causing severe road
congestion—traffic moves at a sluggish 14 km

per hour (8.6 mph) on average— as well as air
pollution and traffic crashes. The social cost of
congestion in Lima alone is $7 billion per year.
Current problems will be aggravated if the
trend towards car-dominated cities and met-
ropolitan areas continues.

Peru’s NAMA aims to reverse this trend by
providing high-quality public transport and
optimizing the country’s vehicle fleet. The
impact of these actions will be broadened by
explicitly targeting selected medium-sized cit-
ies adjacent to the Lima metropolitan area and
the national level.

To deal with the challenge of rising vehicle
ownership, Peru plans a multi-billion dollar
effort to encourage sustainable transport by
expanding bike lanes and Lima’s metro sys-
tem, strengthening transport regulation such
as fuel economy standards, and advancing
institutional reforms to ensure comprehen-
sive governance over urban transport. While
the NAMA grant will supply only a small part
of funding needed, it will significantly improve
Peru’s ability to attract public and private
financing. On December 4th, 2014, the In-
ter-American Development Bank announced
plans to provide at least $1 billion in loans for
Lima’s metro. Most of the planned improve-
ments will be concentrated in Lima and Cal-
lao, home to about 30% of the Peruvian popu-
lation and the country’s economic hub. Some
60% of Lima’s residents use public transport,
and an expanded metro line will help maintain
this share.

In addition to reducing GHG emissions, the
Peruvian Climate Action Plan shows that more
sustainable transport can save an estimated 18
million hours of travel time, reduce air pollu-
tion, improve public health, give better access
to public transport, enhance social equity and
cut down on traffic accidents.

This award reflects Peru’s leadership in ad-
dressing climate change through the transport
sector. As national leaders at COP20 look for
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ALFREDO
GARCIA
PROANO

General Manager,
PROSEGUR

What are your plans for
PROSEGUR for the coming
year?

We see ourselves trending to-
ward technological integration:
the internet, cash machines,
and electronic transactions.
As the market evolves, we
recognize our company must
do the same. While the use of
cash may not be as prevalent
as it once was, we know our
business is healthy and will
continue to be so as long as we
look for new opportunities. In
2016, we need to attract more
customers to our new products,
and we also need to focus on
penetrating as many markets
and customers as we can with
those solutions.

How has PROSEGUR inno-
vated in the way that it does
businesses in Peru?

We use technology to ensure
efficiency in our routes as we
have a time commitment to

our customers. We manage

250 trucks nationwide and we
must guarantee that they get
to the customer as promised,
regardless of traffic or other
external factors. This requires
more than just Excel sheets
and experience—it also requires
technology. As an example, we
predict how much cash each
ATM needs and the denomina-
tion of bills for over 8,000 ATMs
throughout the country. Banks
are investing heavily for this
channel to be efficient, and we
fulfill our clients needs with this
service and other services we
provide.*
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According to 2015
numbers, time to
export a standard
container in Peru
takes an average of
12 days and costs
$890, compared to the
Latin American and
Caribbean average of
16.8 days and $1,299.
To import the same
container to Peru
would take 17 days
and cost $1,010 per
container, compared
with the regional
average of 18.7 days
at a cost of $1,691.

ways to reduce greenhouse gas emissions, Pe-
ru’s efforts highlight the role of sustainable, in-
tegrated urban transport in curbing emissions
at the country and city-level and demonstrate
the potential for NAMAs and climate finance
in general to complement large-scale invest-
ments in low-carbon infrastructure.

T-NAMAs present a unique opportunity
for developing countries to receive recog-
nition and support for efforts to curb GHG
emissions from transport. T-NAMAs get away
from the traditional project-based approach
to embrace a policy or sector approach. This
new tool can rely on the globally recognized
Avoid-Shift-Improve framework. More cities
are using T-NAMAs to pursue sustainable,
low-carbon transport. Though most are con-
centrated in Latin America, stakeholders from
cities worldwide are increasingly engaged in
T-NAMA preparation.

Peru’s NAMA award comes at an oppor-
tune time, as national leaders from around
the world look for an agreement on long-term
climate action in Lima. Global transport emis-
sions are increasing faster than any other sec-
tor, and nearly 90% of the growth in carbon
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JAVIER PULGAR SILMAN
General Manager, ESPAC
Aviation Academy

Domestic flights are leading the
growth of the aviation industry. Itis
currently difficult to travel between
regions, and it can take up to 10
days to travel between the coast
and the mountains. The distance is
covered in 1.5 hours by plane. There

dioxide emissions from transport is expected
to occur in non-OECD countries, making it
increasingly important for national officials to
learn from Peru’s leadership in combating cli-
mate change through sustainable transport. %

is huge potential for development of
domestic flights, but we need more
pilots. Research shows that South
America will require 50,000 new
pilots by 2021.*

*Read the full interview at thebusinessyear.com

Ameérica
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los negocios de américa latina

América Economia is Latin America’s largest source of
business, financial and econemic information. Our editorial
team combines a global perspective with local and regional
analysis of the highest quality.

América Economia publishes an international edition with
circulation in several countries; it also has local editions in
Brazil, Peru, Mexico, Chile, Ecuador, Bolivia and soon in
Paraguay.

With its editorial headquartes in Santiago de Chile, América
Economia has commercial and editorial offices in Miami,
Buenos Aires, Mexico City, Guayaquil, La Paz and Sao Paulo.
These offices are backed up by a comprehensive network of
correspondents throughout the region and warlwide.
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ﬂ linkedin.com/company/333645

América Economia draws upon a readership of over
350,000 for its print edition and its website attracts over
950,000 unique users per month.
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VOX POPULI MINERAL TRANSPORT

VICTOR SAM

General Manager,
Transportadora Callao

perations in the port of
Callao were rather chaotic
before TCSA stepped in.

From that point onwards, the han-
dling of the material would occur
at a pace of 300 tons per hour. For
an average of 20,000 tons per ship
it would take up to five days, creat-
ing intense traffic. Mining exporters
were upset by high transportation
costs, although these were mitigated
by high mineral prices. Were that the
case today in an environment of low-
er mineral prices, it would be hugely
problematic for many companies.
In 2009, Transportadora Callao pre-
sented a public initiative to Proln-
versién, which was accepted. Trans-
portadora Callao comprises a group
of companies that in turn make up
80% of cargo traffic at the port. The
government gave us a 20-year con-
cession, confident that in 2020 there
would be a major redevelopment of
the port, and that we would have no
physical space to occupy. We do not
agree with this and will apply for a
further 10-year lease.

from POINT A

to POINT B

Decades of underinvestment have national
transportation companies scrambling to
meet demand, with many insisting that yet
more investment is required to capitalize
on growth potential.

he recently constructed mineral concentrates
. port in Callao is a vital project for the country.

It has galvanized all the competitive companies
as a private scheme developed by five companies, one of
them being Impala Logistics. This $163 million project
boosts productivity, and a second stage of construction in-
cludes the development of 120,000sqm of industrial park,
all under the same roof. It will be a single administrative
unit focused on increasing storage and loading capacities.
This second stage of the project foresees an investment of
$45 million by our company, and overall we have planned
an investment of around $120 million. Meanwhile, the
total project investment will be around $400 million. The
core objective of the project is to develop the concentrates
sector, raising capabilities to international standards. It
will also make the mining sector in central Peru more ef-
ficient, developing infrastructure projects from the public
sector, which is currently lacking.

RICARDO
TROVELLI
VECCHIO

President,
Impala Logistics
Peru

FEDUARDO CACERES
CABRERA

Managing Director,
Acoinsa

eru has an extensive coast-
line, vast jungle areas, the
Andes Mountains running

the length of the country, and des-
erts. It only takes a few hours to travel
from the coast into the mountains,
which are very difficult with high al-
titudes, and then find oneself in the
heart of the jungle or crossing a des-
ert. The challenge in Peru is to move
massive loads along difficult roads.
These conditions are compounded
by social problems that we have to
negotiate, and we also have to help
our clients reduce their exposure to
these risks. For the last four or five
years the economy has depended on
the mining sector, however with the
collapse of commodity prices, a shift
in focus to the construction sector is
under way. One sign is large invest-
ments in infrastructure such as new
roads, the Lima Metro, and hydro-
electric and thermoelectric projects
and the upgrade of Talara Refinery
by Repsol in the energy sector.

FDGARDO LLOSA BARRIOS

Managing Director, Saturno

nfrastructure in Peru is not well developed in spite of
recent large investments. We are still lagging behind the

national requirements. In Lima, the arterial road to the
center of Peru, Carretera Central, is the only one of its kind. It is the
only major road to go to the center of the country, to the moun-
tains, and to the other side of Peru. That road was designed to han-
dle 5,000 vehicles per day, and no more. Today it handles 25,000
per day. Imagine 25,000 vehicles on a road made for 5,000. At this
point, the government should build three or four more such roads.
There are efforts under way, but they may be too little too late.
Infrastructure investment effectively needs to be at least doubled
from what it is today.

GONZALO ANDRADE NICOLT

Trafigura Peru

s always it is difficult to make predictions on commodity
prices and lately most of the talk has been around China’s

growth, as they are the main consumer of raw materials,
and their economy is slowing down. As traders, we have to operate
in all scenarios, both in high and low prices, and each context has it
own advantages and disadvantages. Customer needs are a volatile
variable in each scenario. In a low-price environment for instance,
there are more risks but at the same time likely more opportunities.
I personally do not consider today’s pricing environment to be a
bad one, and forecast no further notable declines. I certainly do not
expect a decline in base metal prices to anywhere near the crisis
lows of 1999, 2000, and 2001. That said, although we have higher
prices today, mine production costs have risen considerably.

The content on this page is taken from exclusive interviews. Read the full versions at thebusinessyear.com
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CINTHIA BUCH
General Manager,
Cargo Master

How have you adapted your
operations to remain compet-
itive?

CINTHIA BUCH When we
started out, there were only
three players on the market,
for less-than-container load
(LCL) cargo. The market start-
ed to grow, so many people
needed to bring samples or
things that did not require en-
tire containers. Together with
the other two competitors in
the market we introduced this
service to Peru. We formerly
worked exclusively with freight
forwarders, but today we also
work with end customers,
whom we charge more for our
service. In 1999, our clients
needed to also move air cargo.
We started a company under
another name and have a com-
pany that works with air and
full-container load (FCL) car-
go. Today Cargo Master also
sells air cargo and FCL cargo
through a sales network.

CARLOS HINOJOSA Pits Lo-
gistica first started as a docu-
ment courier and evolved into
package courier. The company
went on to handle large vol-
umes of documents and pack-
ages, which led to expansion
and new facilities. We then
opened our own warehouses

CARLOS HINOJOSA

MARIN

General Manager, Pits
Logistica Integral

to store packages and provide a
fully integrated service. When
we opened our warehouse fa-
cilities, we also expanded our
transport services. Nowadays,
our operations are largely in
messaging, courier services,
storage, and the transporta-
tion of products. This latter
segment includes machinery,
products, and other bulk deliv-
eries. Over the years, we have
actively worked on digitalizing
our operations and process,
and enabling our customers
to track their products and
documents. This move opened
new business opportunities
for us: digitalization of doc-
uments and their archiving.
Our evolution has been close-
ly linked to the development
and expansion of the Peruvian
economy and its larger com-
panies. For example, as banks
reached out to a wider audi-
ence in the country—through
branches and advertisement
campaigns—we expanded our
services alongside them (dis-
tribution, digitization, and so
forth). Pits Logistica has long-
term agreements with banks,
which have helped us grow as a
company. Currently, corporate
clients represent a the bulk of
our operations—about 90%,
which provides us with long-
term stability.

{ Transport }

car
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Cargo logistics companies in Peru use a deft mix
of carefully trained local talent and state-of-the-
art technology to keep the country moving.

What is your approach towards
human capital?

CB When we started up, there
was no training available, and
some of our staff learned by
experience. About five years
ago, universities started to offer
courses in international com-
merce. However, even if staff
are graduates, they still need
to learn the processes in the
business arena. We hire peo-
ple and we teach them how to
work. As soon as they are ready,
the competitors came to take
them. We were known as the
cargo school. We are formal,
but there are now thousands of
informal companies competing
with us, which makes keeping
costs low difficult.

What are your expectations re-
garding the document digitali-
zation segment?

CH In the past, document
warehouses were almost exclu-
sively located in Lima. There-
fore, we proposed decentral-
ization of the market by region.
This requires warehouses that
can cover the main regions in
Peru—the coastal and moun-
tain regions. This enables us to
have a better and more coor-
dinated reaction to avoid any
loss of information and data.
The digitization of documents
also includes, by law, their
physical storage for a set num-
ber of years. We closely work
with banks in this segment
and encourage them to take
these documents beyond Lima.
Banks are institutions with
some of the largest volumes of
documents to be stored, which
we make possible. However,
we offer services outside the
corporate sector, we also work
with public administrations,
especially the Peruvian Tax
Authority (PTA), to optimize
the payment of taxes. We have
already received highly positive
feedback from the PTA; the lev-
el of tax collection has risen. %
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FOCUS REGIONAL INFRASTRUCTURE

Alack of
interconnectivity

has isolated South
American markets
from each other. Yet
over recent decades,
a series of road and
water links have been
created to overcome
this obstacle, and trade
is ready to take off.

GOING ALL THE WAY

SOUTH AMERICAN regional integration
efforts have a long and varied history, tracing
back to the end of European colonial rule on
the continent, and continuing on through the
creation of modern-day organizations such as
the Andean Community of Nations (CAN), the
Union of South American Nations (UNASUR),
and Mercosur (the South American common
market). However, one of the main challenges
to effective integration in South America has
been a lack of physical infrastructure connect-
ing the continent's major markets. Much of
this challenge has been the result of geogra-
phy. The majority of South America's popula-
tion and economic activity is concentrated in
urban centers along the eastern and western
coasts, while the more sparsely populated in-
terior of the continent is dominated by the An-
des mountain range to the west and the Am-
azon rainforest in the center and east. These
geographical obstacles have made it difficult
to develop overland trade links between the
major economies of the region.

Peru exemplifies this challenge. The bulk of
the country's population and economic activity
is to be found along the coast, with only limit-
ed road and rail links connecting the country
to it’s nearest trading partners. As a result, the
US, China, and Europe account for more than
half of Peru’s foreign trade, buying nearly 52%
of Peruvian exports, and selling Peru 51% of
its imports. Brazil, the world's seventh-largest
economy, on the other hand accounts for just
5.4% of Peru’s imports, and only 4.1% of ex-
ports. Meanwhile, Colombia, the second-larg-
est economy on the continent, barely makes it
onto the list of Peru's top 10 trading partners.

Over the past decade and a half, in conjunc-
tion with other political and economic integra-
tion efforts, South American governments have
worked to overcome this infrastructure chal-
lenge through the Initiative for the Integration
of Regional Infrastructure in South America
(IIRSA), created at a summit in Brasilia in 2000.
The IIRSA brings together a series of plans to
develop transportation, energy, and telecom-
munications links between South American
countries, and is being funded in part by the

Development Bank of Latin America (CAF) and
the Inter-American Development Bank (IDB).

These include a number of projects to im-
prove connections by road and river between
Peru and Brazil, Bolivia, Chile, Ecuador, and
Colombia. One of the most significant elements
of the IIRSA is a series of east-west Interocean-
ic roads and river links that will connect Peru
and Brazil from coast to coast. The first of these
links, ITRSA South, was completed in 2011 and
is more commonly known as the Carretera In-
terocednica Sur or the Southern Interoceanic
Highway. The road, which links the Southern
Peruvian port city of San Juan de Marcona to
Sao Paulo in Brazil and on to the Brazilian port
of Santos, was the first paved, two-lane road
with year-round access to cross the centre of
the continent.

The second IIRSA route in Peru is the North-
ern Interoceanic Route, which combines road
and river links to provide Northern Peru with
access to Atlantic Ocean via the Amazon River.
The project includes a road connection from
the Peruvian port of Paita on the Pacific coast,
over the Andes, and into the Amazon basin, to
the port of Yurimaguas on the Huallaga River
in the Peruvian Amazon. At Yurimaguas, a new
port is being built to facilitate increased traffic
with the Peruvian Amazon and Brazil. The road
portion of the project was completed in 2014,
and the new port is currently in the works, with
completion targeted for end-2016.

The third east-west link, the Central Inter-
oceanic Route, functions in conjunction with
the Northern and Southern Links. The central
link first connects Lima’s port, Callao, to the
city of Pullacapa on the banks of the Ucaya-
li River in the Peruvian Amazon. From there,
cargo can either travel north along the river
to merge with the northern IIRSA link, or else
along a newly built road crossing the border
into Brazil and heading south from Cruzeiro
do Sul to Rio Branco where it meets up with
the Interoceanic Highway. In addition to the
east-west connections, IIRSA projects in Peru
also include improved road connections to the
north and south connecting Peru to Chile and
Ecuador. %
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Northern Interoceanic Route
Yarimaguas port to be finished in 2016

Central Interoceanic Route
Under construction

COLOMBIA B Southern Interoceanic Route
Completed in 2011

PARAGUAY

SAN JUAN
DE MARCONA

MATARANI
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VOX POPULI AIR TRANSPORT

FLYING TOGETHER

CARLOS CUEVA
General Manager, ATSA

he oil and mining
industry has back-

tracked on its in-
vestments and companies are
cutting costs, such as in air
transportation, and reducing
the compensation of workers.
The global financial crisis has
led to a drop in oil prices and the
fall in the price of mineral com-
modities. Mining companies are
losing confidence in the market.
Initially 90% of our profits were
derived from the oil industry’s
charter trips, however, ATSA is
re-designing its business mod-
el to accommodate the fall in
demand from that client group.
We are developing new business
lines, such as fully integrated
air. The corporate charter for
mining and oil executives is now
re-oriented to tourism. Tourism
has not been affected by the po-
litical and economic problems
of the country, which is a relief
to the transport industry. How-
ever, corporate business has
been affected. This has led us to
diversify our services to incor-
porate more luxury tourism and
build brand-loyalty amongst
passengers.

ALBERTO LOPEZ

Industry leaders in air transport discuss
the country’s unique challenges and
opportunities for the sector, in light of a
growing middle class, falling oil prices,
and need for heightened security.

muggling is a challenge for Peru. Smuggled items
include drugs, endangered flora and fauna, and

cultural heritage, such as Incan artifacts. So, to
face those challenges and threats, we at Talma have to in-
vest in a very advanced security system—we recently in-
vested $1 million in our new system. The security system is
not only cameras but also screening equipment, x-ray ma-
chines, trained dogs, sterilized areas, and trained personnel.
Although the responsibility to contain drug dealing is in the
hands of the government, we have to support them and col-
laborate with them. Talma has had an important role in the
industry because we have been growing with the country—
air operations have been growing at 8% every year. Talma
has invested in warehouses, equipment, technology, and
trained personnel in order to fulfill new standards and chal-
lenges. We see our international growth as an opportunity
to export security, safety, technology, and quality standards
to other markets.

ARTURO

Chief Executive
Officer, Talma

CASSINELLT S,

ESTHER COPA DEL

OLMO
General Manager,
Iberia

eru is growing. With so
many companies en-
tering Peru’s market,

the challenge has become offer-
ing our clients the best benefits
at the best price according to
their needs. Being present in the
market and becoming familiar
with the country while providing
good service and a good sched-
ule is certainly a challenge. It’s
also great that European govern-
ments worked together to elimi-
nate barriers for Peruvians with
the visa waiver for Peruvians
traveling to the Schengen zone.
Spain especially worked to pro-
mote the waiver. It’s a significant
step to developing the business.
We are looking forward to it, and
I think that we are prepared to
support the increase of the mar-
ket. We are here; we are a con-
necting company. Whatever the
market needs, we will do what’s
necessary in order to satisfy it.

ed to grow by as much as 40% by 2023—will certainly expand our operations. Peruvian fliers

rsions at th

. Read the full

ﬂ eru needs and wants to develop its own airline. The country’s growing middle class—expect-

BUSTILLO

General Manager,
Peruvian Airlines

are relying less on buses and more on flying, in no small part due to Peru’s difficult terrain.
To reach Cajamarca—400km from Lima—takes over 20 hour by bus and less than one hour by plane.
While we have a many contracts with US and Europe, over recent years we have been focused on the
local market and have seen excellent results. Our strategic plan is to grow at least parallel with the
market, while passenger growth in Peru is 30% per year. More than 150 million passengers travel by
bus and 10 million by plane. If we could convert those land passengers, we would need three times the
fleet. Within four or five years we have the potential to double our passenger number.
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LIMA’S PUBLIC TRANSPORT FOCUS

I GET AROUND

Needless death on the roads and public outcry
against endless traffic has prompted the authorities
to take Lima’s transportation shortfall to task.

AMONG LATIN AMERICAN CITIES, Lima is famous on
many levels: its unique fusion cuisine, its perpetual grey skies, and
the surfers that daily swarm the city’s beaches. However, Lima is
perhaps best known, even when compared with its South Amer-
ican neighbors, for its chaotic and congested roads and urban
transport network. Lima’s traffic and congestion problems are a
hot topic of debate for Limefios. Nearly ever year citywide opinion
polls rate transportation as the number one concern for the city’s
residents, with nearly 73% of residents complaining about traffic
congestion in 2014 according to Lima Cémo Vamos an indepen-
dent polling and ranking organization for the city.

One of the main challenges is the uncoordinated nature of Li-
ma’s roads and traffic rules, which vary among each of the city’s
43 municipalities. However another challenge is the sheer num-
ber of vehicles on the road. According to the Ministry of Transport,
there are around 1.5 million private vehicles on Lima’s roads. In
terms of other transport, Lima’s bus and taxi networks are highly
unregulated, with the majority of services run by private, or in-
formal operators. In 2014, Lima had around 32,500 buses circu-
lating and 230,000 taxis operating, compared to just 5,700 buses
and 13,000 taxis in New York City. The high number of buses and
taxis, and lack of regulation of the system often means that each
route will have an excess of low-quality operators competing ag-

gressively for clients. Aggressive and unregulated driving takes its
toll in Lima, which averages 2.7 road deaths for every 100 vehicles
according to a recent study by the Discovery Channel.

The situation is particularly difficult for Limefios without private
vehicles. Seven out of every 10 people killed in a traffic accidents in
Lima are pedestrians. However, according to Lima C6mo Vamos,
fewer than 8% of Limenos have private vehicles and more than
80% of Limefios say the rely on public transport to travel around
the city.

Lima’s city government is taking a number of steps to try to im-
prove the transport situation. First, to remedy the chaotic situation
with taxis and buses, the city is trying to bring in new regulations
and increase the number of publicly-run bus services with the goal
of halving the number of taxis and buses by 2021. The government
has also begun implementing a program to remove obsolete and
inefficient vehicles from the roads.

An key element in improving transport is investing in a more
modern public transport network. The government has major
plans to expand Lima’s metro network from the one existing line
to a potential total of six lines. The city recently completed the ex-
tension of Line 1 of the Metro; a project carried out by a consor-
tium of Grafia y Montero and Odebrecht. The line now connects
San Juan de Lurigancho in the north of the city with Villa El Salva-
dor in the south in around 50 minutes. Now, work is set to begin
on Line 2 of the Metro, which will be the city’s first subway line.
The line will be constructed by a consortium of Salini Impregilo,
Ansaldo, Finnmeccanica, ACS Dragados, FCC, and Cosapi. The
project includes five years for construction and 35 years of oper-
ations as a concessionary. As both FCC and Salini Impregilo ex-
plained to TBY; one of the attractions of being part of the Line 2
project is the potential of participating in the next series of metro
lines as ProInversién puts them up for tender. %
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VOX POPULI AUTOMOTIVE RETAIL

COMPETE TO WIN

Automotive retailers in Peru are feeling the effects of the recent

downturn in mineral prices and growing competition from
Chinese brands, but are rising to the challenge though innovation,
expansion, and developing new segments.

here is a strong cor-
relation between the

downturn in miner-
al prices and the heavy-duty
industry in Peru, and we are
affected as most other compa-
nies have been. That is why we
have expanded our presence
in segments less sensitive like
long haul and tourist transpor-
tation. So we are still very satis-
fied with the Peruvian market
and believe that there is still
untapped potential. We are
very satisfied with the compe-
tence level of our employees,

MARCUS HORBERG

Managing Director,
Volvo Peru

but it will be a challenge to
continue to source compe-
tent people as we are growing.
There is a need to improve
the educational system in the
country in order to improve
the competitiveness in rela-
tion to other countries. There
are also other important areas
for the Peruvian government
to improve upon if Peru wants
to continue attracting foreign
companies and direct invest-
ments, such as infrastructure
and reducing corruption and
criminality.

espite the 4.5% down-
turn in auto industry
sales, Nissan sales

rose by 6%. There are several
reasons for this. The first one
is Maquinarias’ backing. Ma-
quinarias has an established
name in the market, and we
are leaders in customer service
satisfaction. The second rea-
son was our sales force com-
plete reorganization. Another
important fact for Nissan’s re-
sults was the implementation
of a new marketing strategy
with innovation as its main pil-
lar. Finally, the launch of three
new SUV models: Qashqai,
X-Trail and the Pathfinder all
of which boosted our sales and
contributed to increase Nis-
san’s market share from 6.7%
in 2013 to 7.7% in 2014. We
also specialize in low-range
mining machinery, providing
the construction equipment
for water and sewage infra-
structure. We started leasing
construction equipment in
2014, and our rented equip-
ment demand is growing. The

JORGE GONZALEZ CALLE
General Manager, Mitsubishi Motors Del Perti

he automotive indus-
try has been contract-
ing in 2014, and our
sales, too, have decreased by
10%. The hardest hit segment is
pickups, which are selling 25%
less than in 2013. Yet although
Mitsubishi is active in this seg-
ment, our pickups in contrast
are having a relatively good year.
We have increased our sales this

year, in part by expanding our
buyer base beyond the mining
sector. Depreciation of the Yen
allows us to purchase vehicles
at greatly competitive prices,
which means we can undercut
the competition by passing these
savings on to our customers.
And although Chinese cars are
flooding the market in Peru, is-
sues of poor quality are creating

people who are in charge of
renting are expecting about
75% growth this year. We have
around 40 machines available
for rent, but expect that to rise
to 85-95 machines this year.

CARLOS

CHIAPORRI
SAMENGO

General Manager,
Magquinarias

image problems for their brands
among Peruvian customers. But
Chinese cars are very cheap,
and people still chose them over
more reputable—and expen-
sive—brands. Chinese brands
are the new Korean that hit the
market here 15 years ago, they
are moving volumes, but earning
abad reputation, which is clearly
not helping the market.
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..' Minister of Housing, Construc- locally based partners on board Director Peru of FCC
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hile first-time

buyers are driv-

ing sales in the

residential  seg-
ment, the potential economic
benefits of improved metals
exports and access to fisheries
could provide a useful bump
to GDP growth, with the flow-
on effects set to be seen in
different segments of the real
estate industry. On the back
of 2.4% GDP growth in 2014,
the market has been given the
opportunity to stabilize, with
the government also seeking
to improve mortgage access.
The pre-election year of 2015
should see GDP growth of a
slightly healthier 3.1%, though
many investors involved in
the luxury residential, office,
and retail segments will likely
remain on the sidelines until
a new congress and president
are elected in 2016.

RESIDENTIAL

With a housing gap of some
2 million units in both quali-
tative and quantitative terms,
Peru certainly has potential
to grow in the residential real
estate sector. One of the prime
government efforts to close

L ESTATE

Real Estate & Construction

While the chances of a property bubble seem to be waning, the yawning
gap of 2 million new housing units should provide a fillip for the real

estate sector over the long term.

CALM

Peru's premier real estate market,
Lima, is shaking off the effects of double-
digit rises in residential prices seen in the
pre-2014 period, and is now rationalizing
on the basis of unmet demand in the low-
to middle-income bracket.

the gap is the Bono del Buen
Pagador, or Good Payer Bond,
(BBP) program, which is at-
tempting to stimulate the con-
struction of 120,000 homes a
year for low to middle income
earners over the coming 5
years. As well, with the mort-
gage market remaining tight,
and house prices in main
centers still comparably high
for many income earners, a
lease to buy law was issued in
2Q2015 to help to address this
issue, and soak up some of the
supply coming online from
the construction backlog.
Based on 18 months pricing
data and converted at end-
1H2015 rates, nuomo.com
estimated house prices in the
center of Lima in the $1,587-
$2,380 per sqm range, while
those in the outside suburbs
ranged from $950 to 1,715
per sqm. In terms of rent-
als, 1-bedroom apartments
ranged from $254-$762 per
month in the central areas of
Lima, while 3-bedroom apart-
ments were being offered in
the $952-$1,111 range in the
same areas. For areas outside
of the city center, 3-bedroom
rental prices started at $467
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Prime residential space in Lima is
still falling short of demand. Yet
better supply is easing prices

per month and ranged up to $952. A Central
Reserve Bank of Peru (BCRP) Working Paper re-
leased in May 2014 indicated that over the 2006-
2013 period residential prices in Lima had risen
at a compound annual growth rate (CAGR) of
over 20%, reaching an average of $1,838 per sqm
at end-2013, indicating a 252% rise on the 2006
figure of $521 per sqm. While prices have cer-
tainly been heady, a cooling off of the residen-
tial market over the 2014-2015 period is likely to
bring improved stability to the market, especial-
ly with the oncoming rush of mining money that
may soon enter the economy.

According to BCRP statistics from the end of
2013, some 1,087 houses and 21,133 apartments
were sold in the greater Lima area over the year.
In house sale terms, there was a significant 19%
decline in house sales when compared to 2012
figures, though there was a modest 2.3% rise
in apartment sales. In terms of apartment size,
there was a significant decline in the average
space sold, with the 99.2 sqm seen in 2012 de-
clining to 93.6 sqm in 2013, perhaps indicating
that rising residential prices are leading buyers
to reduce their living space expectations. From
early comments, it appears that the price ap-
preciation seen in previous years has slowed
down in 2014, with the head of the Peruvian
Chamber of Construction (Capeco), Juan Car-
los Tassara, quoted in El Comercio as saying, "It
already hit bottom in 2014, we cannot sell less
than 12,000 homes in Lima." In the same inter-
view from June 2015, he stressed the need to

improve access to mortgages for buyers, which
only represents 5.8% of Peru’s national GDP.

In order to facilitate housing for those on
low to middle incomes, the Mivivienda Fund
under the Ministry of Housing, Construction,
and Sanitation plays an active role as a finance
provider. In 2011 the fund financed some 8,614
homes under construction, increasing to a
more substantial 19,966 properties in 2012, be-
fore falling back to 10,758 dwellings in 2013, the
last year of reported statistics according to the
National Institute for Statistics and Information
(INEI). In terms of finished housing, the Fund
provided financing for just 491 units in 2013,
underling its role in stimulating the construc-
tion industry. In 2013, Lima represented 63% of
all residences constructed with financing from
Mivivienda. At the end of 2013, the Mivivien-
da Fund had distributed some $496 million in
credits to home buyers, making it a major player
in the local mortgage market. With the BBP pro-
gram announced in 2014, that will be conduct-
ed with the assistance of the Mivivienda Fund,
another 120,000 homes are set to be construct-
ed nationwide annually. Although the target is
high, the ingenious use of a repayment model
that rewards those who pay on time or even
more than the minimum monthly repayment
with discounts down the road may help boost
residential sales. However, with the subsidy to
assist people in getting on the housing ladder
fixed at PEN12,500, roughly $4,000, Capeco has
noted that this barely represents a 4% down-

“:Image: PromPeru

As the Peruvian
economy boomed in
the post-2000 period,
the amount of office
space created to meet
demand in the capital
Lima also shot up,
though not enough to
meet demand. Low
vacancy rates have
supported rental
prices in the office
segment, though the
oncoming pipeline

of another 800,000
sgm, according to JLL
estimates, should see
prices stabilize, or
perhaps encourage
developers to better
pace out their roll out
of space.
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payment on a house in the capital, rather than
the 10% that the government initially targeted.
Getting the balance between the right level of
subsidy and keeping a lid on residential prices
for those at the lower end of the market is some-
thing that will need to be addressed.

OFFICE

As the Peruvian economy boomed in the post-
2000 period, the amount of office space created
to meet demand in the capital Lima also shot
up, though not enough to meet demand. Low
vacancy rates have supported rental prices in
the office segment, though the oncoming pipe-
line of another 800,000 sqm, according to JLL
estimates, should see prices stabilize, or per-
haps encourage developers to better pace out
their roll out of space. At end-2014, Lima con-
tained some 1.2 million sqm of Class A and AB
office space, with 150,000 sqm being delivered
over the year, as estimated by JLL. Colliers had a
different take on the market in 1Q2015, report-
ing some 617,500 sqm of what it terms Class A+
and A stock, while Class B+ office buildings pro-
vided a further 333,000 sqm. JLL estimated that
the vacancy rate according to its own metrics
was at 4.2% by end-2014, though the oncoming
opening of over 300,000 sqm of space over 2015
could see that shoot up to 12% by the end of the
year. Colliers saw the vacancy rate at more like
7.8% in 1Q2015 for Class A and A+ stock, down
on the 8.1% it saw at end-2014.

According to JLL, there are four prime areas
for the location of office space. The largest, at
33% of all stock, is the San Isidro CBD, which
acts as the country’s financial hub, with the
Este region contributing a further 24% of all
stock. San Isidro West comes in third with 21%
of all stock, and is considered a fashionable lo-
cation. The Miraflores area rounds off the top
four with 15% of prime office space in the capi-
tal Lima. In terms of rental prices, JLL suggested
a monthly range of $22-$30 per sqm for Class A
space in the city, with a $4 service charge typi-
cally added on top of that to cover public areas
and parking. Class AB space across the city was
assessed in the monthly range of $19-$27, while
in both categories JLL saw a flat market going
forward, especially in consideration of the new
space coming down the development pipeline.
Via its own metrics, Colliers determined an av-
erage monthly rental rate of $20.31 per sqm for
Class A+ and A space, while for the Class B cat-
egory the monthly rental rate was at $19.20 per
sqm. In terms of sales prices for office space,
JLL estimated a range of $2,600-$3,400 per sqm
for Class A space, and $2,100-$2,800 for Class
AB office stock. For projects currently being
marketed in the Lima area, Colliers estimated
Class A+ as selling for an average of $2,356 per
sqm, Class A for $1,997 per sqm, and Class B+
for $2,084 per sqm.

RETAIL

In the formal retail sector, the greater Lima area
had 40 malls of varying types operational by
end-2014, with another two set to step into the

{ Real Estate & Construction }

market over 2015. At super regional malls, Col-
liers found an average monthly rent of $61.25
per sqm, with another average fee of $9.33 per
sqm added on for maintenance and publicity.
Rents in the super regional mall division ranged
from alow of $40 per sqm to $120 per sqm in se-
lectlocations. So-called lifestyle stores were the
next highest in terms of monthly averages, with
arental level of $60 per sqm plus another $7.50
per sqm for maintenance. Regional malls were
the next category in terms of monthly rent, at
$48.90 per sqm plus another $9.50 per sqm
for extras, the latter category being on average
higher than the super regional mall category.
Meanwhile, for smaller community centers, av-
erage monthly rents averaged out at $38.67 per
sqm, while extras were priced at a more consid-
erate $5.67 per sqm.

INDUSTRIAL

On the industrial side, Colliers saw that prices
for zoned lands were still high when compared
with the rest of South America, even going so far
as to say they are triple the rates of some other
countries in the region. In the north of Lima it
reported average sales prices ranging from $180
to $540 per sqm, with the monthly rental rates
ranging from $1.35 to $4.50 per sqm. As for the
Center/West Zone it estimated sales prices of
$320-$580 per sqm, while monthly rental prices
ranged from $2 to $6.50 per sqm, making it one
of the more expensive industrial markets in the
city. In the Southern Zone of Lima, industrial
land rentals were at $2-$6 per sqm on a month-
ly basis, while sales prices ranged wildly from
$30 to $255 per sqm. As for the Eastern Zone of
the capital, monthly rental prices ranged from
$1 to $8 per sqm, while sale prices varied from
$145 to $700 per sqm. Naturally, said prices will
be determined heavily on access to infrastruc-
ture and utilities. %

ALFONSO J. PANIZO

President, Engineering
: Services (ESSAC)
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When fire safety regulations were made more stringent in 2000,

it changed the market, and suddenly companies were claiming

they knew about safety and fire protection. There was a dearth of
professional competency. People didn't really understand the value
of proper protection; they just wanted to comply with the law. The
legal change had much more of an effect for companies that simply
perform installations or sell pumps. Now, the country has about 35

companies engaged in safety and fire protection.*
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BURSTING
the bubble

TBY talks to Milton
von Hesse La Serna,
Minister of Housing,
Construction, and
Sanitation, on Peru’s
new leasing and
property law, demand
and supply in the
housing market, and
making the channels
to credit more
accessible.

What kind of impact has the
new leasing and property law
had on the country?

It is not just a leasing law,
but also one that encom-
passes renting, selling, and
the financial leasing of prop-
erties. The aim of the law is
to add depth to the leasing
market in Peru. For a coun-
try of Peru‘s level of devel-
opment, leasing and renting
should account for approxi-
mately 20% of total savings.
In Peru, the leasing market
is somewhat distorted. Until
this new leasing law came
into effect, a tenant had cer-
tain rights that could actual-
ly override the rights of the
landlord. So, for example,
even if a tenant failed to pay
rent over an extended peri-
od, the owner still could not
have them evicted. Now with
the newleasing law, theland-
lord has a right to evict ten-
ants that are in arrears. This
law also adds dynamism to

the construction sector and
enables a larger part of the
population to have access
to good, dignified housing.
Furthermore, there is a large
informal economy in Peru,
and this new law will help
address it. By far the largest
source of income for lower
and lower middle class peo-
ple in Peru is in the informal
economy, be it working as
taxi drivers or street vendors.
These people earn money,
however little, but they are
off the grid as far as banks
are concerned. They have no
access to credit, and certain-
ly no access to mortgages or
housing credit. The new law
enables these people to start
by renting with monthly
payments, which can then
lead to buying once they
have a credit history for the
banks, or in more complex
processes, a certain quota is
put aside from each month’s
rent, which then goes into a
fund that can be used to buy
the property one is renting at
a future date.

The demand for housing has
exceeded the amount of hous-
ing available in Peru. What is
the government doing to ad-
dress this situation?

Firstly, the sector has de-
veloped new and innova-
tive mechanisms to pro-
vide more people with
easier access to financial in-
struments, with the poorest
urban segments and rural
areas receiving considerable
subsidies when it comes to

acquiring housing. In fact,
subsidies are virtually 100%
in rural areas, and 80% in the
poorest urban areas. For ex-
ample, in the Fondo MIVIVI-
ENDA, we have two types of
subsidies: the first is “Techo
Proprio.” In this case, if the
house is worth up to $25,000,
the state gives a bond worth
PEN 18,000-19,000, which
is about $6,000. This bond
is basically a subsidy, which
the buyer does not have to
repay. If they opt for a cheap-
er home, this bond could be
a much higher percentage of
the price. For a house right at
the limit, the bond is a small-
er percentage of the price.
The other type of subsidy
is for those who can make
slightly bigger investments,
people from the lower mid-
dle class. These people
are eligible for the “Nuevo
Credito MIVIVIENDA,” by
which families have access
to easier and cheaper lines
of credit than they would
normally. This type of cred-
it also includes an import-
ant subsidy, and is designed
for houses priced between
$25,000 and $50,000. If the
house is cheap, the bond is
more expensive, at around
$6,000. However, if the
house is more expensive, the
bond is smaller, at $4,000. %

Peru's new
Leasing Law
will make it easier
for Peruvians

in informal
employment to
rent and own
property

The government
aims to increase
the portion of
rented homes
from 7% to 20%

Milton Von Hesse La

Serna is an economist
educated at Universidad del
Pacifico, with a master's
degree in economics from
Georgetown University. He
was Minister of Agriculture
of Peru from 2012 to 2014.
Previously, from 2009

to 2012, he served as
professor and researcher at
Universidad del Pacifico, as
well as Director of the MPA
of Universidad del Pacifico.
He worked in the Minister
of Economy and Finance
for a decade, forming part
of the team that designed
and implemented the
National System for Public
Investment.
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MARTHA
FERREYROS
PAREDES

Executive Director,
COFOPRI

How would you characterize the
problem of informal housing in
Peru’s economy?

MARTHA FERREYROS PARE-
DES The countries in Latin
America have problems with in-
formality in different economic
and social areas. In Peru, the
problem of informality began in
the 1940s, as the result of large
migration from rural to urban
areas. In those times, around
30% of the population lived in
urban areas, with the remain-
ing 70% in rural areas. Starting
from the 1940s to the current
day, that proportion has been
reversed, and the country is now
70% urbanized. So, the largest
cities in the country have at-
tracted the majority of this mi-
gration, with people coming to
look for work and better living
conditions. This occurred espe-
cially in Lima, which accounts
for around 30% of Peru’s pop-
ulation. People moved to the
outskirts of the cities by taking
over vacant land in these areas.
Over time, these areas have be-
come districts of cities, which
were usually formalized into
municipalities. However, since
the state, in those times, was
not able to provide facilities for
new housing within the cities,
the second generation of these
migrants also needed places to

LUIS ANGEL
PIAZZON GALLO

Chairman of the
Board, Fondo
MiVivienda

live, and so they would also oc-
cupy vacant public and private
lands. These migrants quickly
discovered that, while private
landowners would usually de-
fend their lands, the state did
not, and they realized that if
they occupied public lands, the
state would eventually need to
recognize their claims to those
lands. The homes and commu-
nities in these areas have not
been designed in an organized
way, and this has led to many in-
efficiencies because, at the end
of the day, these are people who
have invested much effort into
their homes and families, but
who still lack ownership rights.
So, at that point, the municipal-
ities started entering these com-
munities to provide services like
paved roads, sanitation, water,
and electricity.

What is the importance of Fondo
MiVivienda for real estate and
social housing in Peru?

LUIS ANGEL PIAZZON GALLO
Our mandate is to provide first
home buying opportunities to
emerging middle class families
in the B- or C tier through pro-
grams such as Nuevo Credito
MiVivienda. We also admin-
ister the government housing
subsidy program known as
“Techo Propio” (Spanish for

{ Real Estate & Construction }
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1’'m comin

HOM

Providing housing to low-income
Peruvians has brought together
government ministries and the private
sector, with remarkable results.

“My Own Roof”), through the
Ministry of Housing. We act as
a second floor bank that uses
the financial system in order to
intermediate funds to end-bor-
rowers. We have an approxi-
mately 90% market share in the
sector. Without our presence,
the sector would be unattended
to, because it is not the prima-
ry market target for the regular
commercial banking system.
We have a sound product of
high value that makes a huge
difference in the quality of living
of the families we serve. We view
our role as social, in that we help
raise the future expectations of
families as active participants
in a growing economy. We have
an almost zero financial margin,
as our goal is to be a reliable and
inexpensive channel for funds,
in order to be able to support
families. This year our target is
to have 60,000 basic modules
in the subsidy side, and almost
30,000 new mortgages for the B-
and C tier.

How did Peru first begin to ad-
dress the problem of informal
homes?

MP The first efforts to do this
were taken by individual mu-
nicipalities, which began pro-
viding people with titles to
their land. However, the pro-

cess was very slow. In 1996, we
created a process for rapid for-
malization of occupied lands
to provide people with titles to
their land. From that point, we
changed the authority to pro-
vide titles to individual land
from local municipalities to
the central government, and
we authorized around two
million homes. The law cur-
rently states that any informal
land occupied before 2004 can
be formalized for free.

What challenges create an un-
dersupply of housing for peo-
ple in the B- and C tier?

LG Basically, I would identify
the lack of a competitive mort-
gage sector. If we were not
present, commercial banks
would probably not partic-
ipate in this segment of the
market. We have given com-
mercial banks the assurance
that the model works, and that
people appreciate the model.
To understand the undersup-
ply of housing, you have to
understand that housing is the
last link in a long chain. In the
past, challenges for the hous-
ing serctor have been the lack
of available land in Lima and
the lack of infastructure (wa-
ter, sewage, transportation) to
encourage new buildings. ¥
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Over the past few decades, urbanization in Peru has created challenges
in providing adequate housing. In recent years, the government has
increased its efforts to fill the growing housing gap facing the country.

A PLACE

TO CALL HOM

FIFTY YEARS AGO, just 30% of the Peruvi-
an population lived in urban areas. Yet the past
few decades have seen a vast migration to ur-
ban areas, and now around 70% of Peruvians
live in cities or urban areas according to Martha
Ferreyros of COFOPRI, the Peruvian govern-
ment organization responsible for formalizing
rights to informal housing. Global trends indi-
cate that this urbanization is likely to continue
as economic opportunities are increasingly
centered in urban areas. The result of this ur-
ban migration has been a lack of adequate
housing for lower-income Peruvians and a
massive growth in the construction of informal
housing, particularly on the outskirts of Peru's
largest cities. Despite the economic slowdown
over the last few years following the end of the
mineral supercycle, demand for new housing in
Peru continues to outstrip supply.

In order to increase the supply of housing
for low-income Peruvians and improve flexi-
bility in the property market, Peru's Ministry
of Housing, Construction, and Sanitation has
introduced a number of innovative programs
and legal reforms to promote private invest-
ment in housing for lower-middle income Pe-
ruvians, increase subsidized housing for the
poorest Peruvians, and make it easier for Pe-
ruvians not in formal employment to rent and
buy new housing.

The majority of Peru's social housing efforts
are coordinated by Fondo MiVivienda, which
runs two programs of note: Nuevo Crédito
MiVivienda and Techo Propio, which means
“my own roof” in Spanish. The first program,
Nuevo Crédito MiVivienda is designed to in-
crease the supply of housing to Peru's B- and
C income segments by supporting access to
mortgages for qualifying Peruvians. As Luis
Angel Piazzon, Chairman of Fondo MiVivien-
da explained to TBY, the lack of depth in Peru's

mortgage market means that “If [MiViviendal]
were not present, commercial banks would
probably not participate in this segment of
the market.” One of the important and unique
elements of the Nuevo Crédito MiVivienda
program is that, rather than directly funding
housing projects, the Fund relies on private
developers to build and sell qualifying proj-
ects, removing both the financial risk for the
government and the potential for housing to
become too politicized. As Piazzon explained,
“if a developer builds something that won't
sell, it is his own risk.” Piazzon also highlighted
that, with the economic slowdown “demand
for A+, A and B+ apartments and houses has
diminished” meaning that developers “are
more interested in our market sector.”

The other program administered through
Fondo MiVivienda is “Techo Propio”, which
is targeted at extremely low-income Peruvi-
ans. Techo Propio builds simple and high-
ly subsidized homes for the lowest income
Peruvians, often replacing informal housing
with formal concrete structures with electric-
ity and indoor plumbing. Piazzon explained
to TBY that the goal for 2015 is to build 60,000
homes through Techo Propio and subsidize
30,000 new mortgages.

In addition to these programs, the govern-
ment has recently enacted a new 'Leasing Law'
which will make it easier for Peruvians not in
formal employment to obtain mortgages and
buy homes. Previously, Peruvians not in for-
mal employment were required to make a se-
ries of regular deposits into a savings account
over the course of one to two years in order to
prove their income. This law now allows Peru-
vians to obtain rent-to-own properties, with
their initial rental payments counting as the
down-payment quota they would have made
under the old system. %
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“The sector has been affected by the
economic woes. All companies are
trying to find new products with
more efficiency, such as shorter-
range shopping malls or offices
for rent in the corporate segment.
We are attempting to diversify
our business without decreasing
investment in our specialist areas.”

VICTOR WILLIAM TICONA

CUADROS
Manager, Grupo T&C

THE REGULATORY SYSTEM FOR

REAL ESTATE PROJECTS IS HIGHLY
COMPLICATED. THIS RAISES

COSTS AND IS AN OBSTACLE TO
DEVELOPMENT IN THE HOUSING
MARKET. IN GENERAL, THE
MUNICIPAL APPROVAL AND
LICENSING ARE PROBLEMATIC, TOO,
INVOLVING A LENGTHY PROCESS.

MANUEL COELLO

General Manager, Britania
Inmobiliaria

“There has been some regulatory
progress concerning mortgage collection,
although it has yet to fully prove its
efficacy. Moreover, the fundamental
issue of land scarcity has not been solved.
In the meantime, we prefer to remain
focused on a market of less fluctuation,
and where people still have fewer
problems with non-performing loans.”

MARTIN BEDOYA BENAVIDES

Executive Director, Edifica

“Every year we were catching up with
demand, though now we are arriving
at a situation where high growth is
stabilizing. Growth persists, but is
becoming more stable and realistic.”

GUSTAVO EHNI

General Manager, Actual Perti

REDEVELOPERS

“The economy relies on the mining sector, and we
currently have a large amount of land being developed.
And while supply is on a rapid increase, the econoniy
is decelerating. Prices will continue to decline over the
next two years as a result of this oversupply. We are
a long-term player and experience tells us that this
scenario passes in time.”

RICARDO DELGADO

General Manager, Cuibica

“When Peru started growing, we saw many
opportunities. We conducted an analysis of the
market to find out what the people in this area
needed, and then began looking for partners that
can help on the retail and finance side, as well as
partners for the building.”

AUGUSTO CLAUX

President, Lander Group

“Constructors are aware of the importance of
maintaining high quality in their construction
processes, as well as providing a quality product.
We also have to focus more on the commercial
side, because in the beginning we focused on the
construction quality.”

AUGUST CUBA
General Manager, INGECO

LIMA HAS HEAVY TRAFFIC, BUT HAS NOT DEVELOPED
A ROAD INFRASTRUCTURE CAPABLE OF DEALING
WITH THE EXCESS TRAFFIC THAT CAME WITH

THE CITY'S GROWTH, AND THAT OF THE COUNTRY
OVERALL. THIS REALITY MAKES THE NEW
INDUSTRIAL ZONE WE ARE DEVELOPING IN THE
SOUTH ALL THE MORE ATTRACTIVE A PROPOSITION.

GISELA FLORES

General Manager, Inmobilaria Triana
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knowledge
is power

ALSSA LAVALLE

BAYRO
Head of Office Peru,
Cushman & Wakefield

ogotd is our best comparison for
E Lima because that office opened

only one year before us. Both op-
erations have about the same structure and
number of employees, but they've grown
in different ways. Whenever C&W opens a
subsidiary in a new country, we experience
diverse market conditions so we need to
adapt our approach depending on the re-
ality for each service line. For example, in
property management, both cities faced a
similar situation—competitors were already
established in the market, making it very
difficult to get this kind of business. We al-
ways depend on the market dynamics for
each city. In the case of Lima, to get a client
has been hard because you need to conquer
the trust of large construction companies
and investors, and get them to work with
you, and there are not that many. In Lima,
we have a list of new buildings projects that
are going to be delivered in coming years.
It is not something you can produce in just
a year. We know whom we need to contact
and, if we succeed, we are looking at execut-
ing as many projects as possible. On the oth-
er hand, in Bogot3, it has been easier to get
facilities management clients because the
offices are bigger and they know more about
the benefits of this service.

For international firms, real estate markets like Lima

are chaotic, and having locally based firms on board
makes all the difference.

CARLOS CORNEJO
HEINRICH

Executive President,
CV Project

ajor companies have talented peo-
m ple, but the problem with small

and medium companies lies in
dealing with the bank, which is where we
help. For example, San José is a Spanish
company, and its first project was for more
than 1,500 apartments in San Luis. It re-
ceived a second project for 3,200 apartments
in La Marina avenue, where the Pacific Fairs
were once held. The project was approved by
Interbank. We went to the bank on a Friday
and their $120 million loan was approved by
Monday afternoon. We divide the project in
to different phases and structure the entire
concept in order to make it feasible for the
bank to become involved at a lower level of
risk. We restructure our operations based on
what the company wants and what the bank
will purchase, which is a tough mix. Not ev-
ery project manager understands the inner
workings of a bank. If you want to be on the
safe side and within your comfort zone, you
will remain in Lima. The city definitely rep-
resents the biggest market for the real estate
business, although not in the A or B seg-
ments. Rather, you need to enter the C or D
segments to find a significant supply deficit.

ERIC REY DE
CASTRO

General Manager,
Colliers International

eal estate is an industry that has to
m be viewed with a long-term per-

spective. It is a cyclical business,
and though I expect prices to go much high-
er over the coming decade, this will not be
a steady increase. Rather, there will be highs
and lows, and at the moment we are in one
of the latter periods. There is deceleration in
the growth of the economy at present, from
over 6% GDP growth to the 2.5% registered
in 2014. We are planning for around 4% GDP
growth again in 2015. In addition to pro-
jected GDP growth, demographics are a key
indicator of the future of an economy. Peru
is a young country, and as a result will see
growing demand for housing and real estate
as its economy expands. The average age in
Germany is between 45 and 47, and in the
US it is between 40 and 41. In Peru, in stark
contrast, it is 27. The current population of
Germany stands at 80 million, but in the year
2050 it will be 70 million. Meanwhile, Peru
we will have grown from 29 million today to
40 million by that year. In our case we look at
these demographics as a major opportunity,
and we are prepared to grow and develop
our businesses. We believe in the long-term
growth prospects of the country
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MAXIMILTANO

BAUSE
Regional Director Peru,
REMAX

e have seen the largest growth so
. far among commercial and for-

eign buyers. Many of our buyers
are looking for offices in industrial fields.
Companies on the market for offices and
land generate considerable supplementary
business for us. Prices for Lima office space
are set to remain stable for the short term,
and in 2H2015 we anticipate offers exceed-
ing demand for offices. The market is not a
particularly formal one, although our large
clients will continue to present new oppor-
tunities. Buyers in search of buildings tend
to require apartment buildings. There is
currently considerable supply, as 2014 was
not a strong year, with many units remain-
ing unsold. The compromise developers opt
for is to build flats in the lower-value B and C
sectors, where the greatest demand is being
seen. Beyond Lima, Peru is growing quick-
ly on a number of levels and, for example,
while it once had few malls or supermarkets,
such developments today are being realized
across the country. Today REMAX has more
branches than any other player in Lima. We
have around 500 agents in Peru, and the
largest deal count in the market. Sales in
Lima constitute around 80% of our bottom
line, with the remaining 20% made in oth-
er parts of the country. That being said, our
non-Lima operations are scaling up.

{ Real Estate & Construction }

NELLA PONCE

ODRIA
CEO, Peru Sotheby’s
International Realty

here have been several changes in
the last ten years. The boom in real

estate is exceptional. New con-
structions in residential and commercial ar-
eas are noteworthy. Therefore, our business
has had extraordinary growth in accordance
with Peru’s economic growth. Overall, there
has been a huge boom in construction and
prices, which is not due to a real estate bub-
ble. The purchasing power has increased and
this fact has driven property price growth. At
Peru Sotheby’s International Realty we fo-
cus on high value properties; however, due
to our experience in real estate and client
portfolios, we work all market segments: res-
idential, commercial, hotel industry, agricul-
tural, industrial, etc. Activity has decelerated
a bit last year. Fortunately, we were able to
foresee this dynamic and, thanks to our ex-
perience and knowledge, we have managed
to minimize the impact on our activities. At
the end of 2014 we have seen a slight recov-
ery in terms of rents and sales, but not prices.
We hope 2015 will be more aggressive, and
will continue in the years to come. Peru has
a very large population, at 30 million, and is
one of the more stable countries in the re-
gion. Peru’s most important growth is now
in the provinces, where there is great prop-
erty demand.
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GIAN CARLO
MALATESTA MUNCHER

Director General,
Biswanger Peru

eru is in a very critical moment in
E its history, where 50% of the popu-

lation is under the age of 25. When
that happens there is an incredible potential
for social and economic progress. A country
can either engage this demographic through
economic growth, or have a revolution. The
British industrial revolution took place when
Britain had a similar population break-
down. The Chinese case is similar as well.
The middle class here has grown, and it is
only just beginning to use credit, formalize
property rights, and get mortgages. There
is a strong trend toward diversification. In
the past, when we used to develop smaller
office buildings, most of these spaces were
occupied by foreign companies. Nowadays,
there are pharmaceutical companies, finan-
cial services, tech and insurance companies,
and many are domestic. Mining companies
are now only occupying 15% of office space.
We used to focus a lot on our relationships
with mining companies, to ensure that they
relied on us for all of their real estate needs.
However, now we cater to every kind of busi-
ness. At the same time, there are low rates of
return abroad, so more people are investing
locally. There used to be three or four players
developing office buildings in the past, but
in the last 10 years we have seen 20 or 30 new
players in the market.
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Peru’s construction sector seems to be shaking off January’s -2.98%
slump and is on course to exceed 8% growth for the year, with some
forecasting up to 9%.

Review CONSTRUCTION

BUILD IT UP!

WHILE OTHER SECTORS are struggling
to recover from a series of financial shocks
that played out towards the end of 2014, fol-
lowing poor postings, low commodity process,
and loss of confidence, the Peruvian econo-
my is complex and construction may surpass
national GDP by 4% by the close of the year.
This performance is in part due to tax breaks
and $33 billion in public-private infrastructure
projects that will be rolled out through 2017.
Moreover, a serious infrastructure gap, which
the government plans to close in the next two
years, a rising middle class, and demograph-
ic growth mean that Peru will require more
housing, roads, and other facilities well into
the future.

Data from Peru’s Ministry of Housing, Con-
struction, and Sanitation underscores just
how important state spending is in counter
balancing sluggish economic conditions. The
most recent data shows construction sector
GDP well below its strong start in 2014. This
can partly be explained by a strong showing in
early 2014, however these numbers also reflect
a period prior to the launch of some important
projects by the government. As of April 2015,
GDP growth was 8.57% less than a year prior.
But with Moody’s and other analysts remain-
ing sanguine, it looks like a healthy dose of in-
tervention will do the trick.

The outlook is less grim than the preceding
statistic makes it seem. For example, rents
have risen throughout 1Q2015 and into the 2Q.
Secondly, megaprojects such as the Southern
Gas Pipeline and the Talara refinery will gen-
erate enough economic activity on their own
to push construction into the black. The Na-
tional Economic Outlook for April 2015 also
showed a rise in construction employment of
3.73% in May, and 2.25% overall for the year.
Equipment spending was also up through
May, by 2.27%. While cement production is
down, these increases elsewhere indicate that
the sector is looking at longer-term projects,

ones that are often bankrolled through bond
issuances.

In early 2015, the government announced
22 plans worth $7.6 billion through it develop-
ment and private investment arm, Prolnver-
sion. This agency has grabbed headlines for
consecutive months throughout 2015, most
recently with its invitation to prequalify for a
concession to “comprehensively rehabilitate”
the 128.7km Huancayo-Huancavelica line in
the Andes, which is popularly known as Tren
Macho. This rehabilitation will be conducted
on one of the world’s highest railways, which
runs at almost 5km above sea level in some
places. Prolnversion also unveiled plans and
bidding options to turn Peru into a major en-
ergy hub, starting with the awarding of Inter-
conexion Electrica S.A., the first stage of the
Carapongo Substation and Conexion Links to
Associated Line. The substation is expected to
see over $42 million of investment in the com-
ing years.

In road construction, OHL was awarded a
€30.6 million contract, along with its Peruvi-
an subsidiary Constructora TP SAC on a 70%
to 30% basis. The deal highlighted how the
Peruvian government is brining in interna-
tional expertise to work in conjunction with
local firms through PPPs. The contract entails
the renovation and improvement of 20.4 km
along the Andahuaylas-Huancabamba section
of the Andahuaylas-Pampachiri-Negromayo
road. The new addition will link Andahuaylas
and Huancabamba to the local airport, provid-
ing the region with intermodal transportation,
and shortening the traveling time by 30% be-
tween these cities and the airport.

According to OHL, the project will create
1,000 direct jobs during the one-year execu-
tion period, and 2,000 indirect jobs. Much
of the labor for the project will be brought in
from the local communities of the area of in-
fluence, contributing to the economic devel-
opment of the region. The new road will also

Changes in Peru's
tax system are also
playing out in the
construction market.
The “Works for Taxes
Law” (Ley de Obras
por Impuetos) seeks
to accelerate priority
public infrastructure
projects across the
country by allowing
private companies to
fund and carry out
public projects. This
is a move away from
the massive state
directed investments
of the past. Later,
these participating
firms can recover the
total amount of their
investment from a
portion of their income
taxes.



facilitate development of the agricultural sec-
tor by allowing farmers to move products, ma-
chinery and equipment, rapidly and safely to
and from markets. This project is an example
of many similar plans being deployed across
the country to connect peripheral areas with
the national economy.

Through PPPs, Prolnversion is financing
construction and operation of large transport,
utility, and social infrastructure like schools
and hospitals. In these cases, the PPPs pro-
vide for the issuance of government-issued
payment certificates (GIPCs) when predeter-
mined milestones are met. This in turn allows
firms to securitize these certificates through
bonds, which finance these expensive un-
dertakings. Domestic pension funds, with
their long-term outlooks and sizable reserves
have stepped into this market as the largest
investors. This then leaves Prolnversion with
the task of attracting the right construction
companies to the projects, which they are do-
ing through an international campaign. Over
the last two years, the organization has held
road shows across the world at construction
exhibits.

Peru’s road network is lacking from invest-
ment, and a rising awareness of the impor-
tance of mobility and a willingness to invest

{ Real Estate & Construction }

in this public good is drawing attention from
both construction and transport sector play-
ers. President Ollanta Humala has announced
plans to pave 85% of Peru's roads by 2016, with
$20 billion invested in road projects between
2011 and 2016. According to the Association
for the Promotion of the National Infrastruc-
ture (AFIN), only 12,445km of Peru’s 78,000km
road network is paved. In order to reduce
these infrastructure bottlenecks, the country
must build three longitudinal highways. Exist-
ing plans map out the 3,500km Andean high-
way—which should be fully paved by mid-
2016—the 2,600km Pan-American Highway
and the 1,800km jungle highway. A further
series of road networks will be built to connect
these highways.

Changes in Peru’s tax system are also playing
out in the construction market. The “Works for
Taxes Law” (Ley de Obras por Impuetos) seeks
to accelerate priority public infrastructure
projects across the country by allowing pri-
vate companies to fund and carry out public
projects. This is a move away from the massive
state directed investments of the past. Later,
these participating firms can recover the total
amount of their investment from a portion of
their income taxes. Tax reforms passed in 2014
also expanded the conditions under which
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SECREX CESCE

El valor del crédito

We are the first company to specialize in credit

and guarantee insurance.

We lead the insurance market in the granting
of construction industry guarantees supporting
important projects that benefit the country.

operations.

We offer a variety

of guarantees for
companies that
require backing for the
development of their

Contact us:

Av. Victor Andrés Belaunde 147
Centro Empresarial Real,

| Edificio Real Diez, oficina 601
San Isidro, Lima 27

| Telf. 511-399 3500

Email: at-cliente@secrex.com.pe

www.secrex.com.pe


http://www.secrex.com.pe/web/sp/index.aspx
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Cementos Yura plans to spend
an additional $50 million on
machinery and equipment

i Ifnaée: Abengoa
R T

buildings may depreciate, raising the maxi-
mum from 5% to 20%. This change has impli-
cations for construction because it reduces the
tax burden on investments, and gives builders
more leeway in terms of how and where they
build. The government is also reducing in-
come and corporate taxes in a bid to attract
capital to the country, as well as to incentiv-
ize reinvestment of corporate profits and pro-
mote private sector investments.

While 2015 got off to a slow start, which was
reflected in lower numbers in the cement in-
dustry, impending megaprojects and external
investment are boosting confidence in the
sub-sector. In early 2015, China’s Jidong De-
velopment Group confirmed its plans to take
over Cementos Interoceanicos, although the
plan has yet to be finalized.

The Chinese company first proposed ac-
quiring a cement plant with mineral rights in
2008. The original budget for the 1.6Mt per-
year plant was $250 million, with construction
set to start in 2009 and production in early
2011. However, as the project is still in devel-
opment, the deal has not moved forward as
fast an initially anticipated.

In the meantime, local cement producers
are strengthening their positions. In Decem-
ber 2014 Union Andina de Cementos (Una-
cem) completed its purchase of Lafarge’s ce-
ment assets in Ecuador. The $517 million deal
included a 1.4Mt/yr cement plant in Otavalo.
This followed Holding Cementero del Peru, a
subsidiary of Gloria, which operates Cemen-
tos Yura, which paid $300 million to buy up
to 98.4% of Sociedad Boliviana de Cemento

(Soboce), Bolivia’s largest cement producer.
Industry analysts have predicted that Cemen-
tos Pacasmayo is also likely to expand interna-
tionally once it has finished its local projects.

Internally, each of the major Peruvian ce-
ment producers has their own projects. Una-
cem is investing $374 million into its Atocongo
and Condorcocha plants through 2018. Three
major upgrades are underway, the cement
mill, the development of the Carpapata III hy-
droelectricity project, and construction of new
bagging facilities in Condorcocha. Cementos
Yura plans to spend an additional $50 mil-
lion on machinery and equipment upgrades
for its Yura plant, near Arequipa. Meanwhile,
Cementos Pacasmayo’s new $385 million Pi-
ura cement plant is due to start operation in
2H2015. Located in the north-west of Peru, the
plant will have a production capacity of 1.6Mt/
yr of cement and 1Mt/yr of clinker.

Because demand for cement is cyclical and
highly correlated with economic growth cy-
cles, the aforementioned industry develop-
ments are signs of potential increases in ce-
ment orders. And since the state has already
signaled a willingness to invest heavily in infra-
structure development, the question remains
to what extent privately funded construction
(see homes and business) will accommodate
new output.

In 2012, country production rose by 16% YoY
to 9.85MT, although production has slowed
markedly since then. Production rose by 6%
to 10.5MT in 2013. For 2014, figures from the
Association of Cement Manufacturers in Peru
(Asocem) through November suggested that
growth fell to 1.5% YoY.

According to Cemnet, independent fore-
casts point towards a recovery in Peruvian
infrastructure spending in the second half of
2015. The cement review pointed out that local
government spending had picked up slightly
later in the quarter than anticipated, but that
this trend would continue through the second
half of the year. A less publicized but import-
ant market that has stayed buoyant has been
the self-construction market, and Cemnet ex-
pects it to remain at or near its current level.
Under these circumstances, full-year cement
volumes for 2015 are expected to be close to
those of 2014.

Home sales might be just the catalyst re-
quired. After falling 24% in 2014 YoY, construc-
tion and real estate analysts are predicting a
spike in home sales in 2015. According to the
Real Estate Association of Peru (Asei), homes
available for sale were at 22.6% of total inven-
tory as of 1Q2015. Sales in general have plenty
of room for growth in Peru, where sales are a
fraction of its neighbor’s. In 2014, only 24,000
homes were sold, compared to Chile and Co-
lombia, which sold 140,000 and 130,000, re-
spectively. %

o

MARCO VARGAS

General Manager,
Sedapal

The most difficult areas to
access lack infrastructure,
and doing so is expensive.
To get to higher areas
elevations requires more
expensive infrastructure.
It also requires creative
construction techniques.
Streets are not always
well defined because
these areas were
settlements that were
only formalized later on.
But once the municipality
recognizes the area, we
have an obligation to
provide potable water and
sewage system.*

*Read the full interview at thebusinessyear.com
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TBY talks to Enrique Marijudn Castro, Director, Peru, of FCC Construction,
on the construction of the Lima Metro, partnering with local firms, and the
challenges of introducing new technology and practices.

Enrique Marijuén Castro has
a Civil Engineering Degree
from Universidad Politécnica
de Madrid (Madrid, Spain).
He joined FCC in 2006 as
the Construction Manager
for Central America in
charge of Costa Rica
concessions. His position
today within the company

is Country Manager of Chile
and Peru. He is in charge of
business development and
supervises Construction
Projects.

DIVIDE

an
CONQU

How has the company grown
in Latin America, and what
are some important ongoing
projects?

We initiated our activities in
Mexico and Panama 15 years
ago, and since then our com-
pany has had continuous
growth in this area. Recently
we extended our presence
into South America, specifi-
cally in Chile, Peru, Colom-
bia, and Brazil. Getting es-
tablished is a slow process
that requires adaptation to
the laws of each country and
the setting up of your opera-
tional framework. The main
work at the beginning has to
do with commercial activities
and liaison with private sec-
tor companies. In parallel, we
also establish relations with
the public sector, which we
often first work with in a mar-
ket. Given our structure, the
public tender process is more
suitable for an international
company. In this context, we
hired a local workforce, and
have trained them according
to the culture of FCC Con-
struction. Luckily, we have
had a successful adventure so
far in Peru, having developed
several projects. For example,
in Trujillo we recently fin-
ished a project involving the
upgrade and improvement
of a sports complex, and we
are currently working on the
expansion of the Northern
port of Callao. This project
has a budget of $165 million

R

and is 50% completed. One
of the competitive advan-
tages of our company when
entering new markets is that
we do so with a local partner
for a better understanding of
the market. This puts us in a
better position to access key
projects for Peru in the fu-
ture, such as the Lima Metro.
For this project, we formed a
consortium of companies to
be in a position to provide
more comprehensive solu-
tions and submit competitive
bids. FCC has the power to
attract some of the best pro-
fessionals across a diversity of
fields. Also, we have a certain
degree of experience in Peru,
which was a factor when bid-
ding. We were awarded the
metro project, and are now
in the process of finishing the
design and commencing the
construction phase.

What are the main challenges
regarding the construction of
the Lima underground project?

The challenge has to do with
the implementation of new
construction technologies
and processes. The training
we provided to our workforce
and that we will provide in the
near future is a key elements
of project success. Coopera-
tion between all companies
that submitted the bid is vi-
tal, too. This project involves
a concession contract, where
financing, construction, and
maintenance are all included.

IN NUMBERS
FCC Construction

North port of Callao
project budget

$165

million

How would you assess the busi-
ness environment for foreign
investors in Peru?

The Peruvian market has been
opened to foreign investors
over the past few years. The
country has a clear vision of
the need to attract foreign
investment to boost econom-
ic and social development.
Companies like ours see Peru
as an attractive market, and
we feel welcome to be a part
of its development. The reg-
ulatory framework is well es-
tablished, and we are treated
as any other local company.

How will the new transport in-
frastructure project impact na-
tional development?

Lima needed an underground
transport system to ease traf-
fic congestion, and our 35-ki-
lometer underground line will
improve transport mobility
issues in Lima, a city of close
to 10 million inhabitants. The
underground also has a huge
positive impact on the envi-
ronment. I believe that Lima is
at the right moment to devel-
op such large-scale projects.
As Peru grows the country is
positively implementing key
transport infrastructure proj-
ects that will leverage its po-
tential and growth. %
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INFRASTRUCTURE GAP

BRIDGES TO
THE FUTURE

RICARDO VEGA

LLONA
President, OHL Peru

ompetition in Peru is tough, al-
though it is a thoroughly open

market, which is encouraging.
The free market won out in the end, and we
have an open economy, while the country
has been opened to foreign capital and in-
vestment. Today Peru has no restrictions
other than a somewhat slow-working bu-
reaucracy. Peru is an attractive investment
prospect for multinationals, and in terms
of transparency, I see little evidence of
wrongdoing in private initiatives. The dif-
ficult projects set us apart; we specialize
in them, and realize them effectively. We
compete in public tenders, and invest our
own money in the projects. Our profits are
then reinvested in company growth. Our
engineers add value to our construction
projects by providing effective solutions for
every eventuality. When mineral prices are
low, clients make expenditure cuts, and we
often have to match those cuts, but there
is a point past which we cannot go. Many
companies think that making cuts is the
solution, but they fail to realize that cutting
costs can be more costly in the long run.

ALFONSO DE SAS
Country Manager,
Isolux Corsdn

he government wants to increase
the hydropower share to 60%,

while some say even 70%, which
is a lofty goal. However, the reality is that
demand has fallen in 2014 because national
growth fell from 5.5% to 2.5%, and it is not
known yet how this factor will affect the
supply/demand balance. The government
is committed to boosting the economy to
promote the rebooting of investment in
infrastructure. However, coming back to
the energy matrix, renewable and gas-fired
thermal power plants are easy to install,
while hydro plants are more complicated,
especially in Peru, which is home to many
archaeological sites, native communities,
and strict environmental requirements. A
balance between both extremes must nec-
essarily be achieved in order to reach the
goals of the National Energy Plan present-
ed by the Government in late 2014. Within
this scenario, non conventional renewables
such as wind and solar have to be com-
petitive in order to be dispatched, but the
government has committed itself to reach
the 5% goal set up in the 1002 Law, so we
are following closely the new auction to be
called in 2015.

RUBEN LORA
Chairman,
Mota-Engil Peru

here is considerable interest in
water, and waste disposal works,

in which we are not participat-
ing at the moment. In terms of roads and
infrastructure, Lima and other large cit-
ies require considerable improvement to
keep traffic flowing and avoid resource
mismanagement. Concessions are a part of
our development strategy, but we are not
focused on the concession alone, but on
the entire project by following a construc-
tion scheme. Meanwhile, concessions are a
source of secure jobs, but we also work with
private initiatives, because the government
schemes provide the advantage of partici-
pation in a co-financing project. Looking
ahead, we are all expecting the country to
experience sustainable improvement. 2014
was a complicated year with a number of
difficulties, and yet 2015 needs to be a year
of development, where growth should not
register at less than 5%.
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From energy to transportation, an infrastructure deficit is impeding social and economic
growth; however, ambitious projects are underway to address the disparity.

IGNACIO BAENA
BLAZQUE/

Executive Chairman,
Abengoa

eru has great conditions for both
ﬂ wind and solar energy, but there

are two main challenges. One of
them is the legal framework for the conces-
sion process and the other is the difficulty
regarding social and environmental per-
mits. There are two general worries regard-
ing the economic conditions of these proj-
ects. One of them is related to the price and
how new energy sources will affect it. The
second one is related to the lack of redun-
dancy interconnections. I think the major
driver to promote renewable energy is the
impact on the price. The system is not very
big. Itis around 8,700MW in gas, hydroelec-
tric power, and other technologies. This is
the major concern. In the future, Peru has
high potential for all kind of energy sourc-
es and it should be the regional provider of
energy to Chile, Ecuador, and Brazil. Ulti-
mately, Peru is still a developing country.
There is much room for growth and there
are many opportunities for investors. Peru
is making an important effort to set the pol-
itic, economic and social bases to become a
developed country.

GONZALO PRIALE,
President, Asociacion
para el Fomento de la
Infraestructura Nacional
(AFIN)

any Peruvians remain in poverty
m and narrowing the wealth gap is

an essential step. For that pur-
pose, we are proposing a five to six year
program of infrastructure tenders. It is im-
portant to differentiate tenders from exe-
cution of the awarded projects, which may
take many years, but to begin with, a five-
six year tender program in all infrastructure
sectors is badly needed. We have proposed
a program for about $80 billion, where
energy accounts for 36% of the total. This
also includes transportation, such as met-
ro lines in Lima for about 24% of the total,
and transport projects like roads, ports, and
airports in parts of Peru other than Lima for
about 22% of the program. The rest is in
water, sewage, and so on. Lately, the gov-
ernment has been implementing a policy of
PPPs in health and education, which is pos-
itive for the country. We also have a social
infrastructure gap. The gap of $80 billion
mentioned earlier does not include social
infrastructure. Including it would bring the
total to around $120 billion. If we assume
five years to execute each project, then in
about 10 years, the gap should be closed.
But, for that purpose, we need to be able to
finance these efforts.

ANTONIO MARIA
/AFFARONI

Executive Director for
the Americas, Salini
Impregilo

eru has a huge gap in infrastruc-
E ture and it is growing. Investors

are realizing that the gap needs
to be closed in the fastest possible way, be-
cause if you want to generate wealth, you
have to close gaps and remove bottlenecks.
There are still many bottlenecks and gaps
that need to be closed, including transpor-
tation, power generation, and communi-
cations. Peru has a stable legal system that
has given us guarantees to invest—we have
stayed 35 years because of the stability and
stringent regulations, which is definitely
one of the most important things to think
about when investing in a country. Anoth-
er important part is to listen and observe
the country you work in, and then evalu-
ate your contribution so that the people
and the company in that country perform
better. This is a general approach wherev-
er we go. In many of our projects, we pride
ourselves on having local staff at all levels,
including management. Considering how
things have changed over the years, the
Pacific Coast from north to south has be-
come one of the most booming regions in
the world. We have been highly successful
in our local operations, and the conditions
are favorable to continue developing infra-
structure along with the local authorities.
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FOCUS THE INFRASTRUCTURE GAP

BIGGER & BETTER

The estimated
investment that is
required to upgrade
Peru’s infrastructure
to meet the needs

of the economy

is around $80
billion—a “gap” that
the government is
looking to close, with
big opportunities for
investors.

PERU HAS EXPERIENCED impressive
development in the past decade. According to
the IMF, GDP growth rate has been one of the
fastest in Latin America, registering an average
of 6% in the last years, compared to 3% in the
region. Unfortunately, infrastructure did not
grow at the same rapid pace and, nowadays, it
turns out to be insufficient and could slow down
Peru’s development. In order to avoid this, the
government aims to reduce the infrastructure
gap, which ballooned to $121 billion in March
2015, with 2,083 projects. According to a report
titled “Infrastructure Projects in Peru 2015-17”
published by the agency Peru Top Publications,
the country “is on the way to close most of the
infrastructure gap with a $113 billion portfolio
of projects financed jointly by the central gov-
ernment and local governments, in partnership
with the private sector.” Of all these projects,
392 will fall into the Public-Private-Partnership
scheme worth $107 billion and will be developed
respectively in the provinces (60%) and Lima
(40%). Furthermore, 1,527 projects are to be ex-
ecuted under the “Work for Taxes” mechanism
summing up an investment amount of $2.14
billion, 92% of which will be concentrated in the
provinces. The Work for Taxes scheme, available

to any typology of company, consists of “paying”
the income tax through the execution of a public
work. It's worth mentioning that only 10% of the
2,083 projects have been awarded. This means
that the country is offering plenty of opportuni-
ties to international investors.

To promote the government’s intention of re-
ducing the infrastructural gap and attracting for-
eign investors, Peru’s federal procurement agen-
cy Prolnversion visited several countries around
the world, completing roadshows in the US, Aus-
tralia, New Zealand, France, China, South Korea,
Japan, Spain, and the UK.

Peru has historically a strong ability to attract
capital and develop investments. According to
the consulting company EY (Ernst & Young),
Peru is the country in all Latin America with the
highest proportion of FDI on the GDP, with a
level of 4,6%, being equivalent of US$9,000mil-
lions. On the second and third steps of the podi-
um are Chile (3,4%) and Brazil (3%). Moreover,
EY forecasted that private investments will ex-
ceed the $41,890 million registered in 2014 and
would reach $42.7 million this year.

Alicia Barcena, Executive Secretary at the Eco-
nomic Commission for Latin America and the
Caribbean (ECLAC), highlighted that “Foreign
direct investment (FDI) is more cost effective
in countries that concentrate natural resources.
Last year, Peru was the second country in the re-
gion with more FDI as it posted a return of over
25% between 2006 and 2011 and over 15% be-
tween the period 2012 and 2013.” Also in terms
of transparency and financing, Peru is preferred
over other countries in the region. Investors ap-
pear unfazed by the outlook of rising interest
rates and they particularly like Peru’s investment
plans because of the flexible financing structures
and the guarantees offered by the State. In the
World Bank’s “Ease of doing business” ranking.
Peru is at 35th position, which is the highest po-
sition among all Latin American countries, after
only Colombia at 34th.

Regarding international relationships, Peru
had been lethargic for many years, signing only
four Free Trade Agreements before 2010, specif-
ically with Chile, Canada, Brazil and The Andean
Community of Nations (Spanish, CAN). With
the aim of turning Peru into an appealing des-
tination for investments, the Ministry of Foreign
Affairs signed last year four Free Trade Agree-
ments (Portugal, Switzerland, Korea and Mexi-
co). Peru’s government is aware of the lack of in-
frastructure and put in place an ambicious plan
for which an enormous amount of investment
is needed. The situation is already improving.
The World Economic Forum puts Peru in 88th
place in its infrastructure ranking (it ranked 91st
in 2013). Christine Lagard, Managing Director of
the International Monetary Fund, said last year:
“Peru’s future looks promising.” Lima will host
the IMF and World Bank Annual Meetings in Oc-
tober. This will be a tremendous opportunity for
Peru to broadcast investment opportunities to
investors from all around the world. %
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Juan Manuel Benitez Ramos,
Minister of Agriculture, on the
importance of environmental
protection.

155 ——

The increasing interest of NGOs
in the region’s potential has
helped smallholder farmers
increase their access to credit.

158 ——

Despite Peru’s immense forest
resources, the forestry industry
remains comparatively
underdeveloped.

- REVIEW

he Andean agri-

cultural sector has

been in business

for about 9,000
years, taking advantage of
its rich biodiversity, prehis-
torically home to crops in-
cluding potatoes, maize, lima
beans, peppers, yucca, cotton,
squash, pineapples, avocado,
and coca. After the Spanish
arrived in the 16th century,
they brought with them grains
such as wheat, barley, rice,
and carrots, sugarcane, tea,
coffee, grapes, oranges, and
olives. In terms of livestock,
the old world introduced cat-
tle, swine, sheep, goats, fowls,
and draught animals, where-
as llamas and alpacas are
the only large domesticated
animals native to the Ande-
an region, according to FAO.
Peru ranked as the world’s top
producer of fishmeal in 2012,
exporting $1.341 billion as of
December 2013, and also of
fresh asparagus, exporting
$408 million, and paprika and
organic bananas. They were
the world’s second-largest
producer of artichokes ($85
million exported as of Decem-
ber 2013), the second-largest

Agrlculturej

From semi-tropical coastal forests to high-altitude rugged sierras,
Peru’s varied ecological niches have been a prime ground for a diverse

agricultural cultivation for thousands of years.

ANDEAN OASLS

Image: PromPeru

Limited by lack of adequate
infrastructure, deforestation, and
disadvantageous farmland distribution,
the sector faces complex challenges
to correct the imbalance between
production and population growth.

producer of fresh grapes ($428
million as of December 2013),
the sixth-largest producer in
the world of coffee ($1.013
billion exported in 2012), and
the seventh-largest producer
of avocado ($137 million ex-
ported in 2012), according to
Ernst & Young. In 2013, Man-
go exports grew by 8.0% YoY
totaling $127 million, avocado
exports totaled $158 million,
and exports of quinoa and its
byproducts totaled $72.2 mil-
lion, representing a 132% YoY
increase.

IN NUMBERS

At 1.28 million sqm, Peru is
the fourth largest Latin Amer-
ican country, the largest of
the Andean countries, and
the only Andean country to
share borders with each of the
others—Colombia and Ecua-
dor to the north, Brazil and
Bolivia to the east, and Chile
to the south. The agricultural
industry represents compar-
atively less of the country’s
GDP than other Latin Ameri-
can economies; according to
the National Institute of Sta-
tistics and Information (INEI),
Agriculture and livestock rep-
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The agriculture and livestock
sector is expected to increased its
share of GDP by 4.2% in 2015

resented 6.5% of the country’s GDP—though
the WTO pegs the sector’s contribution at
7.2%—compared to Bolivia with 13.3%, Hon-
duras with 13.4%, Nicaragua with 16.9%, and
Paraguay with 21.6%. Even still, agriculture is
one of Peru’s main economic activities along
with fisheries, mining, oil and gas exploration,
and the manufacturing sector. The agriculture
and livestock sector is expected to increase its
share of GDP by 4.2% in 2015, was estimated
to have increased its share by 3% in 2014, and
did increase by 1.9% in the 2013, according to
the Central reserve Bank of Peru and Ernst &
Young. The sector saw investments totaling
$659 million in 2013, according to Agency for
the Promotion of Private Investment. In 2012,
Agriculture and Livestock were among the
economic activities that generated the highest
monthly incomes from employment.

PRODUCTION AND TRADE

Between January and October in 2013, prelim-
inary estimates from the Ministry of Agricul-
ture and Irrigation show that agriculture gar-
nered a gross production value of $11.5 billion,
with livestock at $7.86 billion, and farming at
$19.36 billion. Agriculture and livestock pro-
duction grew by 5.7% in 2013, and is expect-
ed to have reason by 1.85% YoY to date for
August 2013 figures. In 2013, Peru produced
1.245 million tons of yellow maize, 1.072 mil-
lion tons of cassava, 2.814 million tons of pad-
dy rice, 9.957 million tons of sugar cane, and
6.401 million tons of alfalfa, being the major
agricultural products in terms of production.
In terms of production growth, mangoes were
the top product of 2013 with a 171.6% increase
in production, followed by tomatoes, which
increased in production by 16.6%. For live-
stock, in 2013 1.332 million tons of poultry was
produced, 321,000 tons of eggs, 156,000 tons of
pork, 1.665 million tons of milk, 85,000 tons of
beef, and 4,000 tons of alpaca wool.

Peru is a net exporter of agricultural prod-
ucts—in 2012, agriculture export represented
17% of total merchandise exports, with the
sector’s share of total merchandise exports
growing from 14.9% to 16.8% between 2007
and 2012, according the WTO. While exports in
livestock grew by 9.12% in 2013 YoY, agriculture
sector exports dropped by 29.44%, and fish-
eries showed a 27.41% decrease. In the same
period, imports in livestock grew by 2.32%, in
the fisheries sector by 286.75%, declining in the
agricultural sector by 39.48%, according to the
Peruvian Foreign Trade Association. Between
2007 and 2012, agriculture products accounted
for about 11-12% of total imports—essentially
as inputs for feeding poultry and cattle—led
by wheat, maize, oilseed cake, and soya oil, ac-
cording to WTO. Non-traditional agricultural
exports totaled $3.353 billion between January
and December in 2013, with traditional agri-
cultural exports reach $769 million. According
to the Peruvian Foreign Trade Association, un-
roasted coffee accounted for $687 million of
agriculture exports, fresh grapes $428 million,
fresh asparagus $408 million, cooked asparagus
$145 million, avocados $185 million, mangoes
$127 million, artichokes $85 million, and ani-
mal feed representing $112 million. Avocados
and cinchona were the strongest products in
terms of export growth in 2014, with exports
growing by 70% and 200% YoY.

The agriculture sector is also a main draw for
foreign investment and free trade agreements,
specifically with its FTAs with China and the
European Union. The Peru-China FTA is in line
with Peru’s strategy to become the hub of Asian
operation in South America. The Peru- EU FTA
removed custom duties for 99.3% of Peru’s ex-
ports, benefiting 95% of custom duty lines for
agricultural products—significant because the
EU is among the main destinations for Peruvi-
an exports, representing a 15.9% share in 2012.
Asparagus, avocados, coffee, paprika, chili

The ministry is
actively promoting

the private sector

in the development

of agriculture, by
introducing the Law on
Agricultural Promotion
that increases
flexibility of export

and labor regulations,
and investments in
irrigations and PPPs.

ENRIQUE
BENJAMIN DIAZ
ORTEGA

President,
Agrobanco

Agrobancao is a specialized
bank focused on the
agricultural sector.

And despite being a
state-owned institution,
financially it follows
private sector logic
because most of our
funding comes from the
private sector.*

*Read the full interview at thebusinessyear.com
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peppers, and artichokes are some of the main
products of export interest to the European
bloc. Agricultural exports also reap the most
benefit from the 2011 Peru-South Korea FTA,
which will reach a market of 50 million people
with a per capita GDP of $22,590. In 2013, South
Korea was the ninth destination of Peruvian
exports, where fisheries products and minerals
combined represented 94.4% of the total $1.524
billion exports.

FISHERIES

The fisheries sector grew by 8.3% YoY in 2013,
and is estimated to rise 6.6% in 2014. The top
export products in the sector, according to
Ernst & Young include frozen, dried, salted,
or brine cuttlefish, bobtail, giant squid, and
scallops. The estimated fishmeal production
in 2013 was 867,000 metric tons, at a YoY in-
crease of 11.4%. Fish oil production in 2013
was 138,000 metric tons, showing a decrease
of 29.23% YoY. The export value of fishmeal
showed steady growth from 2005 when it was
worth $1.148 billion until 2011 at $1.78 billion,
and has slightly dropped to $1.341 billion in
2013, according to the Peruvian Foreign Trade
Association. Between January and December
2013, China received the most fishmeal exports
from Peru with 63%, followed by Germany who
received 10.5%, Chile with 6.9%, Japan with
6.1%, and Vietnam with 2.2%. For fish oil, Den-
mark received the most exports with 36.6% of
the total, Belgium at 20.5%, Chile at 13.4%, Nor-
way at 9.2%, Australia at 4.7%, China with 4.2%,
Netherlands at 2.3%, and Japan at 2.1%, accord-
ing the Ministry of Fisheries and Industry.

MARKET CHALLENGES AND
CURRENT PROJECTS

While Peru enjoys a relatively large and diver-
sified agricultural sector, it suffers from various
problems related to lack of rural infrastructure.
Peru is deficient in roads—offering access to
only 30% of the population, reservoirs, irriga-

tion canals, drainage, telecommunications,
energy, and breeding laboratories, and as a re-
sult, agriculture has low competitiveness and
profitability compared to other countries in the
region. Furthermore, an agricultural unit aver-
ages at 3.1 ha, which is then distributed among
an average of 3.3 plots. This limited capacity ex-
clude the market from the advantages of econ-
omies of scale to minimize costs, also limiting
access to credit, investment, new technologies,
and the accumulation of capital.

The sector is divided into four segments
depending on the technological level and ac-
cessibility of services and markets: family-run
subsistence farming that are linked to local
markets, family-run small rural businesses
linked to regional markets, small and medi-
um-sized commercial farming enterprises that
are linked to regional and export markets, and
corporate agro-exports that are linked with new
international markets. Because of the challeng-
es facing the agricultural industry, production
has not been able to keep up with population
growth. While total output of agriculture and
fishing increased by 63% between 1965 and
1988, output per capita fell by 11%.

The Ministry of Agriculture’s strategic sector
plan for 2012-16 is targeting 5% annual growth
for the sector and 20% growth for exports, re-
ductions in rural poverty from 54% to 35%, and
poverty among agricultural producers from
57% to 40%. To achieve these goals, the minis-
try has aimed to double financing for the sector,
incorporating new technologies, controlling
pests and diseases, reducing the deforestation
rate by 10%, improving water use efficiency for
irrigation purposes by 50%, increasing food
availability by 5% a year, and incorporating
735,000 producers in the market. According to
the Minister of Agriculture Juan Manuel Beni-
tez Ramos, positive signs point to a fast re-
covery from slow growth in 2014, and expects
3-3.5% growth for this year. The ministry is also
actively promoting the private sector in the de-
velopment of agriculture, by introducing the
Law on Agricultural Promotion that increases
flexibility of export and labor regulations, and
investments in irrigations and PPPs. The minis-
try has also set up a credit line to renew produc-
tion areas, increased investments to $1 billion
in the current government term boost small
and medium-sized producers.

Among the ministry’s current projects are
200,000 ha of wood production with a business
plan for the next 10 years, an irrigation plan fo-
cusing on mountainous regions, technical sup-
port for SMEs, the promotion and development
of alpaca meat for the international livestock
market, and the reforestation of areas affected by
wood production. In regard to the vision for the
agriculture sector in the next five years, accord-
ing to Ramos, “Agriculture, including forestry, is
set to become the second most dynamic sector
of the Peruvian economy after mining. It also
driving the diversification of the national econo-
my, which is a current government objective.” %

JORGE

BARRENECHEA

CABRERA
National Head,
National Agrarian
Health Service
(SENASA)

Around 70% of Peru's
territory consists of jungle,
with a further 25% being
mountainous, and the
remaining part desert.

We are a diverse country
in terms of geography.

We have 300 offices
across the country and
provide diverse training
for farmers. This has been
one of our main efforts,
but we also understand
that much needs to be
done in formal education,
which is why we have built
agricultural health into
the education curriculum
at schools in several
provinces of Peru.*
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What role has the Ministry
played in the development of
the agricultural sector over re-
cent years?

The agricultural sector has be-
come one of the less volatile

economic sectors, growing
at an average of 4% annually
over the past few years. The
non-traditional  agricultural
exports, as well as the poultry
industry are two of the most
dynamic segments within the
sector. The private sector has
played an important role in

Juan Manuel Benitez
Ramos studied Economics
at the Universidad del
Pacifico, and completed

his studies at the Pontificia
Universidad Catdlica de
Chile. He is an expert on

the topics of public and
private investment and
rural development, with

25 years of experience in
these fields. He has held
important positions in the
ministries of economy and
finance and agriculture,
including the roles of
specialist in investment in
the agriculture sector and
general director of agrarian
planning. He has also
served as consultant for the
Interamerican Development
bank, the World Bank,

and other international
institutions, and has held
several prominent academic
positions in addition.

{ Agriculture }

ON FERTILE

TBY talks to Juan Manuel Benitez Ramos,
Minister of Agriculture, on the evolution of
the sector, the importance of environmental
protection, and the future of the industry.

the development of the agri-
cultural sector over the past
decade, and the Ministry of
Agriculture focused its activi-
ties on being a promoter. We
introduced the Law on Agri-
cultural Promotion to make
exports and labor regulations
more flexible, and in doing
so, boosted development of
the agricultural sector in dif-
ferent regions of the country.
This also meant investments
in irrigation and Public-Pri-
vate-Partnerships (PPPs). The
Ministry has also invested sig-
nificantly in health and Free
Trade Agreements (FTAs)-our
goal has been to eradicate
several diseases affecting live-
stock and fruits. In this con-
text, the coffee segment has
been one of our priorities, and
coffee exports currently total
$1 billion. We also have in-
creased investment to boost
small and medium-sized
producers’ activities and help
them with irrigation issues.

What are some of the other
near future priorities for the
ministry?

The ministry provides tech-
nical support to small and
medium-sized producers, as
well as support in terms of
cooperation such that small
producers can combine ef-
forts to make their activities
more profitable. We have as
a main focus the promotion
and development of alpaca, a
type of meat the world has yet
to fully discover. We also have
plans to reforest some areas
of the country for different
purposes—wood production
and simple reforestation of
affected areas. All in all, our

priorities and investment tar-
get infrastructure, credit lines,
disease eradication, and the
simplification of administra-
tive and bureaucratic pro-
cesses. In addition, boosting
exports is one of our top prior-
ities, and we closely work with
the Ministry of Foreign Trade.

What are some of the highlights
of the Ministry's activities re-
garding the protection of the
environment?

The country is in the process
of adapting itself to climate
change, especially in the ag-
ricultural industry, and we
are investing heavily in relat-
ed activities and policies. We
are investing in large water
reservoirs, especially at river
headwaters. We also attend
to vulnerable communities in
the mountains who are affect-
ed by extreme weather con-
ditions. Reforestations and
agroforestry processes are an-
other aspect of this drive, es-
pecially for coffee plantations;
but this also includes rice
plantations along the coast,
and promoting a change in
cultivation and irrigation to
foster greater efficiency.

What is your opinion on the ban
on transgenic products?

We are keeping a close eye on
transgenic products and eval-
uating their implications the
country. At this time, they do
not seem to be something that
would affect the country in
terms of export volumes, be-
cause we have a wide variety
of export products and show
great potential for growth in
the near future. We have sev-
eral specific projects based on
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IN NUMBERS
Ministry of
Agriculture

4%

average annual
growth

Agriculture is set to
become the

nd

most dynamic sector
of the economy after
mining

these products that have great
potential, and development
will boost R&D and generate
added value. This research is
also aimed at reducing the us-
age of pesticides, and related
costs. We have done a great
job already with plantations of
asparagus, for example, where
the usage of high technologies
has enabled us to reduce pes-
ticides, optimize production,
and become a world leader in
this segment.

Where do you see the Peruvi-
an agricultural industry in five
years time?

Agriculture, including forest-
ry, is set to become the second
most dynamic sector of the
economy after mining. We will
continue improving as long as
we are introducing modern
agricultural techniques. Our
strategy is to boost coopera-
tion between small and medi-
um-sized producers, and link
them to exporting companies.
We have a wide range of prod-
ucts and activities, which puts
us in a highly favorable posi-
tion to target foreign markets.
We have great agricultural po-
tential, and businesses here
enjoy a stable economic and
political community. %
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Anthony J. Kozuch is an
Executive Director of United
Cacao Limited SEZC. He
was born and raised in
Mexico City and graduated
Georgetown University's
Edmund A. Walsh School

of Foreign Service in
Washington, D.C. Over the
past 14 years, he has been
the Chief Financial Officer of
Communigué Conferencing,
Inc., an international
conferencing services
company he co-founded in
2001. Previously, he served
in various marketing and
business development roles
with telecommunications
providers in the US and
Latin America.

{ PERU 2015 ]

TBY talks to Anthony J. Kozuch, Executive
Director of United Cacao Limited SEZC, on
how Peru is on the verge of being a leader in
global cacao production, the importance of
partnering with small farmers, and the future of

the industry.

How does Peru fit into the global
cacao industry?

The country, alongside Ecua-
dor, is the only growth markets
for cacao production in the
world due to the CCN 51 clonal
material available for planting
and ideal growing conditions.
As a sector, cacao is facing a
structural deficit. This deficit
has been a long time in the
making and is not easily solv-
able given the long lead-time
to production for the cacao
tree. The only areas of growth
in cacao production are in
Latin America; specifically, in
Ecuador and Peru, and that
is in large part due to optimal
soil, sufficient and evenly-dis-
persed rainfall with no dry sea-
son and our genetic material.
The availability of deforested
land and a zero export tax pol-
icy also benefits us.

Why is Latin America not cur-
rently the leader in cacao pro-
duction?

Brazil is the world’s 4th largest
producer of cacao (however
internal demand has exceed-
ed their internal production
recently) and Ecuador is the
6th largest globally. Peru is
the world’s 9th largest player.
So collectively the Latin origin
markets are already meaning-
ful producers. Within the next
five years however, we expect
Ecuador to overtake Nigeria,
Brazil and Indonesia and be-
come the world’s 3rd largest
producer. Peru is a lower cost
cacao producer than Ecuador
but the industry is younger
here and doesn’t have the gov-
ernment’s backing and sup-
port like in Ecuador.

What is the current status of the
project?

We expect to have 2,000 hect-
ares planted by the end of the

year making United Cacao
Limited SEZC the largest ca-
cao plantation in the country.
We currently own over 3,500
hectares and employ over
500 people on-site, making us
the largest cacao plantation
in Peru and in the Americas.
When we reach our goal of
3,250 hectares we expect to be
the largest cacao plantation in
the world.

Is this move from a smallhold-
ing model to a large plantation
model something that will trans-
form the cacao industry?

Large-scale cacao cultivation
on estates is more efficient and
results in higher productivity
making a smaller environ-
mental footprint. Many trop-
ical crops are cultivated on
large estates such as palm oil,
rubber, banana and sugar so
cacao is really the outlier. 99%
of the cacao industry is small
farmer and they are not able
to meet the growing demand
worldwide so there is a clear
market role for larger estates
such as United Cacao’s.

What do you say to criticism that
you should be supporting small
farmers rather than establishing
larger plantations?

Itisimportantto do both as the
small farmers benefit from the
skill-set, resources and experi-
ence of a larger corporate es-
tate. Supporting small farmers,
through our PAPEC program,
is the right thing to do and will
double the revenues of United
Cacao over time. Part of our
role to encourage the develop-
ment of the cacao sector in the
country is to not only develop
the corporate plantation, but
also stimulate small farmer
planting of cacao. To achieve
this goal, we have recently an-
nounced the launch of a small

Currently owns
over 3,500
hectares and

employ over 500
people

farmer program for the nearby
communities called PAPEC
(Programa Alianza de de Pro-
duccion Estratégica de Cacao).
It is a microfinance program
in which we will offer credits
to small farmers in the form
of seedlings, materials, fertil-
ization and proper training.
The farmers then sell the wet
cacao beans to the company,
which, in turn, will process the
beans. This program is set up
to help hundreds of people in
the poorest areas of Perti get
out of poverty once and for all
through a sustainable, envi-
ronmentally-friendly develop-
ment of their own land.

Where do you expect to see the
future of United Cacao in 10
years' time?

In 10 years, the project will
be fully planted and yielding
the crop volume that we have
projected to the market. We
also see a vibrant small farmer
program that will contribute
to overall production volume.
We recently announced the
goal to expand the PAPEC pro-
gram to up to 3,250 hectares of
small farmer land which will
double the production volume
in the region.

What makes Peru a solid desti-
nation for investment?

Thanks to its recent history
of stability, freehold land ti-
tles, and its favorable demo-
graphic trends, the country is
an attractive place in which
to do business. When you
consider the age profile of
the workforce and the steady
track record of sensible mac-
roeconomic policies that the
Central Bank has followed,
the outlook for the country is
extremely positive. %



THEBUSINESSYEAR 155

[ J—

NICHE AGRICULTURE PRODUCTS FOCUS

CAAINACT AT T 7 5

HARVEST TIME

The increasing interest
of NGOs in the region’s
potential has helped
pave the way for
smallholder farmers to
increase their access

to credit, a problem
that has been plaguing
development in the
sector for many years.

PERU HAS A DIVERSE agricultural econo-
my, split into three distinct regions: the Costa,
where production is dependent on irrigation,
the Sierra, where the closed off topography has
resulted in a reliance on old fashioned cultiva-
tion methods, and the Montana, which has the
potential to produce tropical fruits, but lacks
sufficient transport facilities and labor force.

Regardless, increased domestic consump-
tion, exports and investment has resulted in
consistent overall growth in Peru’s agricul-
ture sector, averaging 4.2% per year in GDP
terms from 2003-12. The developing consum-
er market and expanding middle class still
relies on agricultural imports, especially as
a highly urbanized population increasingly
turn to convenience food. The majority of Pe-
ruvians live in cities, with a third of the total
population residing in Lima.

Therefore, it is exports that have been
the driving force behind Peru’s agricultural
growth, Peru has a history of producing niche
products that cannot be cultivated elsewhere
and cornering markets. Promoting food for
export was a key part of the World Bank’s
policy for developing countries. Peru was no
exception with multi-million dollar invest-
ments in the Ica region from the late 1990s.
Over the past 15 years, Peru has added nearly
400 unique crops to its list of exports. Recent-
ly investment in irrigation and education in
production techniques have helped support
growth and, with the help of a rising number
of FTAs, the future looks promising.

One example of Peru’s power to rock world
markets came in the shape of a small pungent
root vegetable. It made headlines interna-
tionally as official figures showed that Peru’s
maca exports increased steadily from around
$5m to $14m between 2009 and 2013. Data
from Peru’s agriculture ministry showed that
nearly 44,000 tons of maca was harvested in
2014, selling at up to $25 per kg. The coveted
black variety was reportedly worth more than
$120 per kg, a 25-fold rise.

Under Peruvian law, it is illegal to export un-
processed maca, but authorities say that the
rocketing prices incentivized smuggling, in
particular to Chinese markets. The existence of
a strong black market for this product, which is
only produced in the Maca region, raised fears
of bio piracy. Andres Valladolid, president of
Peru’s National Commission Against Biopira-
cy, talked to international press, saying it had
proof that China is growing maca in Yunnan
province.

Another example of Peru’s capacity to cater to
Western diets was the boom in quinoa exports.
The healthy qualities of quinoa, a former ob-
scure Peruvian grain, propelled it into western
markets after being lauded by dieticians who
applauded its low-fat, high-protein and quan-
tities of amino acids. It was seen as a healthy
alternative to artificial food supplements often
used by vegetarians and vegans. Overseas de-
mand for what was considered a staple part of
the Peruvian diet had a large effect on domes-
tic prices, with news stories of quinoa costing
more than chicken in the capital city.

Peru also cornered the market with aspar-
agus, 95% of which was grown in the arid Ica
region in 2010, generating over $450 m a year
through exports and generating around 10,000
new jobs and contributing significantly to Pe-
ru’s growth. However, asparagus has a high wa-
ter footprint and water management became
an issue for the region.

Increasingly, research and development
projects in Peru have been campaigning for
more sustainable solutions to maintaining agri-
culture’s levels of growth. The rise of fears over
bio piracy has incentivized prioritizing biodi-
versity as well as encouraging a rethink of cul-
tivation practices.

The Peruvian market, as a whole, remains
relatively unsophisticated. The nation’s farm-
ers unions report that there is a need for ma-
chinery that can be adapted or designed to
meet the requirements of the regions so that
niche products can be produced on a more sus-
tainable level. %



FOOD
MMM, THAT'S GOOD FOOD!

Peruvians are fiercely proud of their cuisine, and farmers form the
backbone of an evolving food industry.

PERUVIAN BEER BELONGS

TO THE WIDER CONCEPT OF
PERUVIAN GASTRONOMY. THE
REVENUE GROWTH WE WERE
ABLE TO DELIVER, COMBINED
WITH COST EFFICIENCY
INITIATIVES SUCH AS EXPANDING
THE SCOPE OF GOODS AND
SERVICES PURCHASED BY OUR
PROCUREMENT ORGANIZATION,
HELPED US DELIVER NET PROFIT
GROWTH OF JUST OVER 4%.

FERNANDO ZAVALA LOMBARDI

CEO, Union de Cervecerias Peruanas
Backus y Johnston S.A.A.

“Peru historically shares the cocoa region
with Ecuador and Colombia, where the
plant evolved in the Amazon into what it
is today. We have the genetics here, as well
as the climate, and the soil. Peru is a leader
in the biodiversity of cacao worldwide.”

JOSE ITURRIOS

Director General, Peru Cocoa Alliance

“We are not as large a cacao processer as
Cargill or Barry, but Ecom is in second
position as a cacao trader. Peru is
definitely an attractive market; it is the
fourth or fifth biggest producer of Arabica
coffee beans in the world.”

JOSE LUIS IBARROLA
Country Manager, Ecom Trading

“Our company initially had a small market share, but was

operating in other food segments such as vegetable oil or

canned food. We changed the strategy, and narrowed our
focus to participate in candy, confectionery, and chocolate.

We play an important role in the confectionery industry,

we are among the top three companies in the market.”

GABRIEL PORCIANI
General Manager, ARCOR

“Our agency works to promote new fruits and foods,

such as blueberry, avocado, and tuna. We are also
involved in trout fisheries. We also have a program
for mature cheese production, which an important
part of the production sector here in Peru.”

ALFONSO VELAZQUEZ

Executive President, Sierra Exportadora

OURS IS A LOGISTICS BUSINESS, AND NOT JUST
A GRAIN TRADING ENTERPRISE. YOU NEED TO

BE IN THE RIGHT PLACE AT THE RIGHT TIME
BECAUSE YOU MIGHT HAVE 20,000 TONS OF CORN
AND LOSE MONEY, AND HAVE THAT SAME PRODUCT
AND PRICE 15 DAYS LATER AND TURN A PROFIT. A
SIGNIFICANT PART OF OUR STRATEGY IS TO SELL
IN WHATEVER WAY THE CUSTOMER WANTS US TO

DO SO, WHICH IMPLIES A NEED FOR LOGISTICS.

MIGUEL ANGEL VIACAVA BAHAMONDE

General Manager, Contilatin

The content on this page is taken from exclusive interviews. Read the full versions at thebusinessyear.com
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FOR FISHING AND FISH OIL
OUR MAIN BRAND IS HAYDUK.
WE ARE VERY INTERESTED

IN INCREASING SALES OF
SEVERAL TYPES OF FISH IN
PERU. ALTHOUGH DIRECT
HUMAN CONSUMPTION IS AN
INTERESTING AREA, WE ARE
COMMITTED TO OUR CORE
PRODUCT, WHICH IS AND HAS

ALWAYS BEEN FISHMEAL.

WALETER MARTINEZ MORENO
Chairman of the Board, Hayduk
Corporation

“Pisco has been grown in Peru
for the past 10 to 12 years.
The boom in the wine world
happened 30 or 40 years before
we entered the market. We
arrived late to the market, and
Peru traditionally looked to
international suppliers.”

PEDRO OLAECHEA

Director, Tacama

“All our cultivations of asparagus are in sand, and
we have water from wells and irrigation. We have
Israeli technicians who are some of the best at
sand-based agriculture, and we are now able to
grow blueberries in sand, on an area of around
6,000ha.”

JORGE ARANGURI CARRANZA

Director, Danper

“We face difficulties in exporting our goods, and with
getting our products out of the country. Quinoa is no
longer unique to Peru and Bolivia, as other countries
such as the US are beginning to produce it. For this
reason our quinoa exports are destined to decline.”

TEODORO ORTI/

Director and Founder, Incasur

“Chicken is sold here live to dealers and then taken
to slaughterhouses, which in turn are sold to the
markets. This accounts for 80% of my business
with 20% going to our own slaughterhouse.

From there we distribute to supermarkets and
restaurants. ”

JULTO FAVRE ARNILLAS

General Manager, Redondos Alimentos

&

United
Cacao

The Best Cacao from
Tamsbiyacu to the World...

ETHICAL LABOUR PRACTICES e SOCIALLY RESPONSiBLE ° COMMUNITY PARTNERSHIP
www.unitedcacao.com
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FOCUS FORESTRY

TH

- TREES

FOR THE WOOD

Although coastal deserts and
Andean plateaus are often the first
landscapes that come to mind
when many people think of Peru,
the majority of the country’s land
area, around 60%, is actually in
the Amazon rainforest, giving Peru
the second-largest portion of the
Amazon after Brazil.

IN TOTAL AROUND 53% of Peru, or 68
million hectares, is covered in forests, giving
Peru the tenth-largest forest resource in the
world, and the second-largest in South Amer-
ica after Brazil. The country was previously in
ninth place globally, but fell to tenth after los-
ing 2 million ha to deforestation since 1990.
Around 92% of Peru's forest resources are lo-
cated in the Amazon basin in the northeast,
near the borders with Colombia, Brazil, and
Ecuador.

Around 83% of Peru’s forested lands are
publicly owned, with the rest divided be-
tween private and communal ownership. Of
the 68 million hectares of resources, around
33.3 million have been designated for per-
manent production, and of that total, a little
more than half, or around 18.7 million, have
actually been allocated to timber operators.
Concessions have been granted to around

500 operators, with concessions averaging
around 12,900 hectares each. An addition-
al 12.6 million hectares belong to local and
indigenous communities, and around 1200
indigenous communities have land rights to
portions of the Peruvian Amazon. Plantation
style production still makes up a very small
portion of the forestry industry, accounting
for less than 300,000 hectares.

Despite Peru’s immense forest resources,
the foresty industry remains comparatively
underdeveloped. Forestry accounts for just
under 1% of Peru’s GDP, compared to Chile,
which has only 16.2 million hectares of for-
ests, but where forestry accounts for more
than 3% of GDP. One of the major differences
between the two countries is that the Chilean
forestry sector relies much more heavily on
plantation-style silviculture, while the ma-
jority of forestry in Peru is through long-term
concessions, which is more labor intensive,
but can yeild higher-quality types of wood
and allow for more sustainably managed nat-
ural forests.

For Susana Albengrin of Santa Rosa & Ma-
dereras, the lack of plantation-style silvicul-
ture is holding Peru back from being a global
leader in the forestry sector. In an interview
with TBY she explained “we could be at the
level of Finland, Brazil and Chile, all of which
exceed [Peru's] exports. They have replanted
forests.” Albengrin added that Peru should
“follow the example of Chile” and “develop
its reforestation capacity” suggesting that
“universities should be incentivized to invest
in reforestation research”.

However, others in the sector feel that,
rather than trying to emulate its neighbors,
Peru should forge its own path by taking ad-
vantage of the higher-quality and less com-
mon species of wood in its natural rainfor-
ests, which can often fetch a higher price.
Drago Bozovich, CEO of Maderera Bozovich
explained to TBY that “comparing us to Chile
is rather misleading as you cannot compare
a pine plantation to long-term agriculture.”
Bozovich added that “Peru will never produce
GDP-wise billions of dollars of exports like
Chile” and that instead the country should
specialize in higher-quality wood products. %
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FORESTRY IN PERU IS DEFINED BY LABOR-
INTENSIVE LONG-TERM CONCESSIONS,
WHICH CAN ALLOW FOR MORE SUSTAINABLY-

MANAGED FORESTS, STILL, EXPERTS BELIEVE
LACK OF PLANTATION-STYLE SILVICULTURE
IS HOLDING PERU BACK,

-_‘L
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HE'S A LUMBERJACK,
AND HE'S OK

Peru is blessed with seemingly endless forests. But while deforestation once threatened the
delicate ecosystem, today reforestation is also a top priority for the industry.

TSABEL
FRANCHINI

General Manager,
Maderas Peruanas

enetrating the Italian
market was not easy;
we had to meet inter-

national standards. Represen-
tatives of Italian industry came
to Peru to decide which compa-
nies they were going to partner
with. The challenge was to meet
all their demands, which we
achieved, after which our part-
nership was formed. Between
1981 and 2008 we exported to
Italy. However, the financial
crisis impacted our business.
We had formerly exported 20
million wood blocks per con-
tainer to Europe, every 40 days.
The financial crisis left us with
massive oversupply, whereupon
we took the decision to diversify
and develop new products for
both the national and interna-
tional markets. The products
that most helped us weather
the financial crisis were prefab-
ricated flooring units that can
be snapped together instantly.
We now export these to Belgium
and Italy.

DRAGO BOZOVICH
CEO, Maderera
Bozovich

ere in Lima, at the
factory, we employ
300 people per shift,

50 being administrative staff. In
the Amazon region where our
sawmills and forest, conces-
sions are located, we employ,
depending on the time of year,
up to 1,000 people. You basically
have three months in season in
which to harvest that year's pro-
duction. At that time, you need
many people to perform the re-
duced-impact harvest. We usu-
ally employ approximately 500,
which declines to 100 when the
rains arrive. Some, though not
all, then have the opportunity
to work the same forest with us
collecting Brazil nuts.

SUSANA
ALBENGRIN RUBIO

Manager, Santa Rosa
& Madereras

ur company is focused
on reforestation in
terms of our work of

social and environmental re-
sponsibility. In the past, we
thought only to deforest for
profit. Today we take the initia-
tive to reforest, as this is prereq-
uisite of sustainably remaining
in the market. Reforestation also
involves working with commu-
nities. The government should
develop its reforestation ca-
pacity not least in terms of its
knowledge base, given its po-
tential to contribute to the wider
economy. There is no knowl-
edge today of reforesting with
native species, which would be
ideal for companies like ours.
The research is costly, and I
believe that universities should
be incentivized to invest in re-
forestation research. Peru has
a large land area, but forestry
represents a small proportion of
GDP. We should follow the ex-
ample of Chile, which has suc-
cessfully invested in reforesting.

\J

HENRYBALARTN
MAURTUA

General Manager,
Grupo Forestal
Vulcano

he sector needs invest-
ment in infrastructure

as well as incentives.
I think Chile represents a good
example of investment in refor-
estation. That country currently
exports forestry goods valued at
over $6 billion every year on an
investment of just $500 million.
In terms of investment in infra-
structure, the cost of taking a
tree from forest to production
site is higher than the produc-
tion cost itself—60% of the total
cost of taking a tree from the for-
est to a finished product is ac-
counted for by transportation.
This is greatly excessive, and
the government needs to invest
in infrastructure, which would
in turn boost investment. Peru
represents the second largest
Amazonian area in the region
and in terms of forestry surface
ranks among the top 10 in the
world. We currently export $380
million of wood and wood prod-
ucts. At the same time, we im-
port $1 billion of wood, mainly
from Canada and Chile. This is
clearly an issue to reverse.
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Anibal Veldsquez Valdivia,
Minister of Health, on goals to
achieve universal healthcare
coverage.

167 ——

One of the major goals of Peru’s
current government is to achieve
universal healthcare coverage for
all Peruvians by 2021.

173 ——

Jaime Saavedra, Minister of

Education, on education reform,
increasing public expenditure in
education, and teacher training.

espite some long-

term statistical

progress over

years, the sector
has been afflicted by na-
tionwide clashes spanning
the past two years, as public
sector workers such as doc-
tors—but also teachers, court
employees, and the nation-
al police—protest social in-
equality and inadequate gov-
ernment spending on social
services. One strike that oc-
curred in February last year—
over the Ministry of Health’s
failure to pay bonuses agreed
to at the end of the previous
strike—was supported by the
Peruvian Medical Federation,
24 regional federations, the
45 medical corps of Lima, the
Federation of Nurses, and the
Union of Pharmaceutical and
Chemical Workers, and last-
ed over 100 days. Among the
grievances expressed by the
Peruvian Medical Federation
was the increase of deaths due
to pneumonia in public hos-
pitals, as well as an increase
of cases of Malaria, Hepatitis
B, whopping cough, Leptospi-
rosis, and other diseases over
the last two years.

Health & Education

—REVIEW HEALTH

After years of upheaval spurred by an inequitable medical services
sector, fresh public investments and reforms to the healthcare and
pharmaceutical industries are invigorating market development.

THE CURE

~
Image: Group:Aung
A

The country’s healthcare sector has
come along way in recent decades since
its collapse in the 1980s and 1990s,
with promising increases in government
spending and utilization of services,
particularly in rural areas.

TOWARDS REFORM

Tensions came to a head in
November 2014 when Anibal
Velasquez Valdivia replaced
Midori de Habich as Minister
of Health. According to Teles-
Sur, parliament had largely
blamed Habich for the dete-
rioration of the health sector.
The Ministry’s new budget
for 2015 is structured to assist
regional governments and in
April 2015, the Finance Min-
istry authorized the transfer
of funds up to $49 million to
finance public investment
health projects, cosigned by
the new health minister, fi-
nance minister, and Presi-
dent Humala. The Ministry
of Health also pledged to al-
locate $4.3 billion this year to
continue reducing chronic
malnutrition in children. As
part of Valdivia’s plan to re-
centralize power in the health
system regional governments
are being directed to better
manage healthcare spending,
through expanding water and
sanitation services in poor ru-
ral and urban zones, and pro-
moting healthy eating habits,
breastfeeding, counseling,
and newborn care. According
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to Andina news agency, the national average
of malnutrition is approximately 14.6%, hav-
ing dropped 5% over recent years. According
to Flor De Maria Philipps, the Superintendent
of Susalud—the public organization under the
Ministry of Health responsible for registering,
authorizing, regulating and supervising the
functioning of the institutions that finance
health services—reform initiatives currently
being set into motion focus on providing uni-
versal financial protection to the population to
eliminate financial risks of seeking treatment;
improving services, specifically in regards to
a study that identified 748 strategic hospitals
throughout the country that need to be remod-
eled or constructed, with the aim of creating
PPPs to undertake upgrading, building, and
maintenance projects; and finally to protect
citizens’ rights in regards to receiving equita-
ble healthcare. The Ministry estimates they will
construct 11 new national hospitals, 23 region-
al hospitals, and 170 provincial hospitals, which
will require an investment of more than $3 bil-
lion. The Ministry of Health expects to achieve
universal coverage by 2021.

SYSTEM OVERVIEW
Despite current efforts to the contrary, as it
stands now, Peru’s healthcare system is de-
centralized between various public and private
entities in terms of both insurance coverage
and services offered. Healthcare sector workers
often work several jobs in multiple sub-sectors,
and overlap between entities is not uncom-
mon, in the absence of a centralized coordinat-
ing system. According the WHO, the Ministry
of Health provides health services for 60% of
the population, EsSalud—Peru’s equivalent of
a social security program—for 30%, while the
Armed Forces, National Police, and the private
sector combined provide services for the re-
maining 10%. According to Maximiliano Ventu-
ra, the General Manager of Clinica Internacio-
nal, only 5% of Peru’s population has access to
private healthcare—or 1.5 million patients out
of 32 million Peruvians—which “represents a
serious differential in the quality of the services
between these two sectors.” Private healthcare
services are growing at an annual rate of 12%.
Within the public sector, there are two types
of insurance, Seguro Integral de Salud (SIS)
that is mandated by the Ministry of Health, and
EsSalud, which is coverage given through em-
ployment for working families and individuals.
Recently, as a part of the reform process in the
Ministry of Health, Valdivia announced that it
is now possible for SIS patients to be treated by
facilities and services reserved for EsSalud and
vice versa. According the Ministry of Health,
78% of people in extreme poverty have health
insurance, up from 35% in 2002, while 70% peo-
ple not in extreme poverty now have insurance,

compared to only 7% in 2002. There are three
types of healthcare facilities in Peru, compre-
hensive hospitals; specialized health institutes;
health centers; and health posts, which include
polyclinics, and are attended by health techni-
cians and trained assistants. As of May 2013,
there were a total of 511 hospitals, 15 special-
ized health institutes, 2,096 health centers, and
7,124 health posts, according to the Ministry of
Health. Valdivia told TBY the ministry’s aim is
to “transform the health posts into health cen-
ters, which will improve the operative capaci-
ty.” These health centers are being planned to
enable main hospitals to direct their resources
towards specialized patient treatment, while
also making healthcare available to people in
remote areas without having to travel, Presi-
dent Ollanta Humala announced in April 2015
at the opening of a new maternal and infant
health center in Lima. Humala affirmed the
health investments in 2015 will exceed the al-
ready planned $500 million goal to address the
issues faced by Peru’s healthcare sector.

HEALTHCARE FOR ALL

Unsurprisingly, healthcare facilities are con-
centrated in cities; 32% of hospitals are in Lima,
followed by La Libertad where 8% are located,
and 6% in Lambayeque; 16% of health centers
arein Lima, 7% are in Cajamarca, and 6% are lo-
cated in Lambayeque; health posts, being most
numerous are also the most evenly distribut-
ed throughout the country, with 11% located
in Lima, 10% in Cajamarca, 6% in Junin, with
another 6% located in the Amazon region. Nine
of Peru’s 15 specialized health institutes are
located in Lima, with one in Arequipa, one in
Callao, two in La Libertad, one in Lambayeque,
and one in Piura. The distribution of doctors
reflects that of hospitals in the country, with
a slightly larger concentration in Lima, where
56% of doctors are located compared to 32% of

GUILLERMO
GARRIDO LECCA

General Manager,
Pacifico Salud EPS

Since the
implementation of the
rural and marginalized
urban health service
(Serums) plan, the
country has begun

to overcome its
inequitable geographic
distribution of health
workers.

SOURCE: MINISTRY OF HEALTH,
GENERAL OFFICE OF STATISTICS
AND INFORMATION

56% Lima

6% La Libertad
7% Arequipa

31%
Rest of the Country

Peruvians are now part of a push to make insurance coverage
universal, although this has been done for the most part through
the government's Seguro Integral de Salud (SIS) program.

This has worked well, and the number of Peruvians with health

insurance will continue to grow.*
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Clinica Delgado is reborn
to establish a new healthcare standard.

Our main focus is the patient’s well-being by providing excellent medical care.

We have the most advanced medical technology together with a state of the art facility.

We have outstanding multidisciplinary health professionals.

Clinica

aukna | Delgado


http://clinicadelgado.pe/
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HETKO MUSSMANN

General Manager, Bayer Peru

We need to educate wholesalers

and farmers, because they need

to know how to apply a product
properly, when to apply it, in what
doses, how to perform soil testing,
how deep to seed and in general

to learn about good agricultural
practices. Wholesalers also need

to be educated on the same points,
because many of them have their own
sales force. Training is important,
not only in terms of crops, but also in
terms of our healthcare segment.*

hospitals. The number of total doctors in the
country has grown steadily, from just 37,619 in
2002 to 65,110 in 2013, a 26.64% increase YoY
from 2012. The number of patients per doctor
has also shown positive rates of decline, which
was 711 patients per doctor in 2002 and was
468 patients per doctor in 2013, a 20% reduc-
tion in ratio from 2012.

Since the implementation of the rural and
marginalized urban health service (Serums)
plan—a health human resources retention
plan aimed at distributing and retaining work-
ers in rural and remote areas—the country has
begun to overcome its inequitable geographic
distribution of health workers. According to El
Peruano newspaper, as of April 2015 Serum
workers cover 96% of the country’s poorest
districts, focusing on working with pregnant
women and children with anemia to lower
malnutrition rates. Areas covered by Serum
typically have no water or sewage services, so
much of the doctors’ work is focused on ba-
sic prevention topics such as cleaning food,
and working against cultural misconceptions
about the origins of disease. A twelve-month

service in Serum is mandatory for doctors in
Peru. Fresh graduates from medical school,
Serum doctors undergo further training orga-
nized by the Regional Council of Lima at the
Medical College of Peru (CMP). Despite the
additional training, for doctors, the Serums
program has not come without its risks; due to
the inaccessibility of the regions in which they
work and its challenging nature, over 10 doc-
tors have died in the line of duty. According to
Andina new agency, the mortality rate for Se-
rums doctors was 2.42 per thousand seats allo-
cated, with deaths being attributed to compli-
cations occurring during transporting patients
to remote communities.

IN NUMBERS

Peru ranks 165th in comparison to the world in
term of death rate, which was 5.99 deaths per
1,000 population in 2014, and according to the
CIA World Factbook, the country’s infant mor-
tality rate is 20.21 per 1,000 live births, ranking
them 90th in comparison to world. The coun-
try has decidedly begun to reduce this figure
over the years, a significant reduction from
38.78 in 2011, according to the United Na-
tions. Maternal mortality in Peru dropped by
10% between 2010 and 2014, and in the same
period, institutional delivery increased from
81.3% to 89.2%, and from 57.6% to 72% in ru-
ral areas, according to the Ministry of Health.
The mortality rate among children under fiver
years old fell from 26 per thousand live births
in 2009 to 20 per thousand births in 2014. In
2012 Peru only spent 5.1% of GDP on health
expenditures, though the budget allocated for
maternal and neonatal healthcare increased
by 67% between 1011 and 2014. In spite of the
challenges, other positive indicators show a
promising future for the country’s health sec-
tor. The World Bank identifies Peru as one of
the best performing economies in Latin Ameri-
ca, highlighting the World Bank’s new Country
Partnership Strategy with Peru, which focuses
on supporting national priorities and improv-
ing equity through social services, infrastruc-
ture, and competitiveness. This partnership
and new investments into the sector ensure
that healthcare will have ample resources to
meet the demands of the health workers, as
well as all other public sector employees. By
shifting the healthcare sector away from un-
checked regional spending and management,
reforms and improvements to the Health Min-
istry’s accountability seem to be increasing the
country’s appeal as a destination for foreign
investment in medical services and pharma-
ceuticals. According to Global Health Intelli-
gence, only three or four large players control
75% of pharmacy retailing in Peru, Chile, and
Colombia, and as a result, “As these markets
consolidate around a handful of dominant
chains, foreign giants are likely to take note
and show interest to enter the region.” %

SOURCE: MINISTRY OF HEALTH,
GENERAL OFFICE OF STATISTICS
AND INFORMATION
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WEALTH IS
HEALTH

TBY talks to Anibal Veldsquez Valdivia,
Minister of Health, on goals to achieve universal
healthcare coverage, the role of private
insurance in Peru’s health sector, and improving
the healthcare infrastructure.

Anibal Velasquez Valdivia

is an epidemiologist with
vast experience in health
sciences research, in the
design and implementation
of public health policy,

as well as the evaluation

of social programs and
projects and national and
international health. He

has occupied high-level
management roles in public,
private, and international
institutions. He is a member
of the Committee of Experts
advising on the Plan for

the Reduction of Chronic
Malnutrition and Anemia
for the Ministry. He is also

a lecturer in postgraduate
studies at a number of
universities.

How much progress has Peru
made in achieving its goal of
reaching universal healthcare
coverage?

We expect to achieve univer-
sal coverage in 2021. Right
now we are seeing an increase
in insurance coverage. The
biggest advance so far is that
every child born without any
other insurance will be affili-
ated with the SIS, which is the
government insurance pro-
gram that covers low-income
children up to five years old.

What are the main challenges
that the country is facing in
order to reach universal cov-
erage?

First, we must increase the
insurance affiliation. It is im-
portant to modify the law that
created the SIS. The SIS was
created to help poor people,
but we have to broaden the
target population to reach
other vulnerable populations.
Nowadays, the SIS helps more
than 15 million affiliates. We
have to make the SIS available

[ Health & Education }

to the most vulnerable people;
that is the main challenge.
The reality is that better, uni-
versal healthcare provides net
benefits on a national level.

What role do you see for private
insurance in Peru's health insur-
ance mix?

People will have the opportu-
nity to choose. As the econom-
ic formality rate increases, the
amount of people with access
to insurance will grow. That
path depends on the country’s
economy, but it should not re-
strict insurance access. As long
as there are people with infor-
mal jobs, public insurance will
be needed. We want to pro-
mote and support private in-
surance. The important matter
is that citizens have the oppor-
tunity to choose, depending on
their conditions. The private
sector still has many advan-
tages, but the gap between the
public and private systems is
shrinking.

What efforts is the government
making to improve healthcare
infrastructure?

Instead of constructing more
hospitals, we have tried to
upgrade then to improve the
quality of service. One of the
first things we tried to do was
improve the personnel and
the equipment quality. We
want to specialize at the re-
gional hospitals, and create
intermediate facilities. The
Ministry wants to transform
the health posts into health
centers, which will improve
the operative capacity. We
estimate that the construc-
tion of 11 new national hos-
pitals, 23 regional and 170
provincial ones will require
an investment of more than
$3 billion. We want to make
more specialized centers be-
cause high complexity hospi-
tals are already overcrowded
with ordinary emergencies
that could be handled else-
where. Peru also lacks special-
ists. We are now working on a
system that allows specialists
to work more hours, or in oth-
er locations. Our system also
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IN NUMBERS
Ministry of Health

SIS helps more than

15

million affiliates

Expects to achieve
universal coverage in

2021

includes a team of 15-20 spe-
cialists that visit hard to access
locations every 15 days, where
they undertake complex pro-
cedures. If we do not have the
ability to solve a problem, the
SIS will find a solution in the
private system. It is very dif-
ficult to construct and offer
services in the most remote
areas, so we have developed
alternate solutions. One of our
strategies is to invest in trans-
port infrastructure. We are
working with the Ministry of
Defense and Interior to devel-
op a system of air transport to
extract critical cases from the
least accessible areas in the
case of an emergency.

What are your objectives for the
future?

The Ministry wants to improve
the quality of our services
across the board. We have
created the National Superin-
tendence of Health, which will
supervise the quality of the
services, and protect the rights
of the citizens. People were
not protected before, and
their only means of defending
themselves was through the
courts. Now, complaints are
also handled by the superin-
tendence, which has personal
dedicated to attend those de-
mands. ¥
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B2B PUBLIC HEALTH PROVIDERS

FLOR DE MARIA

PHILIPPS
Superintendent,
SUSALUD

PEDRO FIDEL

GRILLO ROJAS
Head, Seguro Integral
de Salud (SIS)

What challenges does the
healthcare sector face in Peru?

FLOR DE MARIA PHILIPPS
Health challenges in Peru are
divided between public and
individual health. In public
health, we still have problems
with emerging and re-emerging
diseases. We see cases of malar-
ia, HIV, tuberculosis, and others,
and we experience a process of
epidemiological transition with
patients with chronic diseases
such as hypertension, diabetes,
and cancer. Health manage-
ment is insufficient because the
budget allocation should be ide-
ally around 7% of GDP. Today it
is currently at 5.3% and the gov-
ernment is making significant
efforts to increase this figure.

PEDRO FIDEL GRILLO ROJAS
The first challenge is having ac-
cess to the most remote popula-
tions; they were not usually in-
cluded in the health programs,
never receiving any free cover-
age. Secondly, we are working
within a public health infra-
structure that has been around
for over 50 years.

In your opinion, what are the
opportunities for health compa-
nies to invest in Peru?

FDMP Our country’s healthcare
sector is growing. There is a very
large space to develop value
propositions for health. For for-

include AlLL

Two industry executives discuss the
challenges and opportunities in the
Peruvian healthcare sector.

eigners who want to come here
and invest, and also for local in-
vestors, these devices are asso-
ciated with the PPP framework.
I just mentioned that there is a
proposal for 745 strategic fa-
cilities and most of them have
to be renovated or built, and/
or equipped. This means in-
vestment. Investment in health
means investing in a sector that
has strong social returns. We
need more human resources
to face the growth challenges
ahead. Peru will continue to
grow. Peruvians have become
more demanding about the
services they expect. The gov-
ernment is to meet its commit-
ments to bring quality health-
care to its citizens, but can not
do it alone. You need to create a
favorable climate for investment
and search for suitable partners.
There are clear rules and legal
stability in Peru.

Is working with the private sec-
tor a part of SIS's long-term
plan for expanding coverage?

PFGR International experience
shows that health needs always
demand more than what the
state can offer. Even the most
developed countries have diffi-
cult in fulfilling the demand. We
are promoting investment in in-
frastructure and health through
three models: private-public
partnerships (PPPs) and con-
struction by taxes, which are
both long-term models, and
through the direct hiring of
health services. The state has
aimed to acquire the participa-
tion of private investment in the
development of health infra-
structure in Peru. Nevertheless,
the current and future owner-
ship of those establishments
are public. Another challenge
we have faced is obtaining big-
ger financing. In 2012, our bud-
get was a mere $181 million. In

2015 our budget is close to $549
million, and we aim to reach
$953 million by 2016. We have
tripled our budget in the last
three years, and we plan to keep
growing. This is an achieve-
ment, since the Peruvian gov-
ernment has made the decision
of generating coverage through
the insurance of the poor and
informal population. We need
to back universal coverage with
proper financing.

What do you think about the
opportunities for companies
in the sector or peripheral to
the health sector and for those
who want to invest in the local
sector?

FDMP Investment in health
means investing in a sector that
has strong social profitability.
We need to be more prepared
to face the challenges of grow-
ing human resources. Peru will
continue to grow. Peruvians
have become more demanding
in terms of the services they ex-
pect. The government is to meet
its commitments to bring qual-
ity healthcare to citizens, but
can not do it alone. You need to
create a favorable investment
climate in finding suitable part-
ners. There are rules and legal
stability.

PFGR After Panama, Peru is
the second country in Latin
America to have sustained a
constant growth pattern. In-
deed, we even maintained a
solid performance during the
economic crisis. The policies
putinto place demonstrate that
there are openings for private
investment. In the mid to long
term, there is an environment
of confidence that will generate
profit. In this light, the Ministry
of Health is implementing the
necessary actions to appeal to
investors. ¥
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One of the major
goals of Peru’s
current government
is to achieve universal
healthcare coverage
for all Peruvians by
2021.
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EXPANDING HEALTHCARE FOCUS

OVER THE PAST DECADE, the country
has made great strides in improving health-
care coverage, particularly through the ex-
pansion of government insurance programs.
According to SIS, in 2005, around 70% of
Peruvians had no insurance coverage. As of
1H2015, according to the Ministry of Health,
that number has now fallen to around 20% of
Peruvians, and the government is confident
that it can close the gap completely and reach
100% insurance coverage by 2021. For Peru-
vians in poverty, the change has been even
more drastic. In 2002, 35% of Peruvians in ex-
treme poverty and 7% of Peruvians in non-ex-
treme poverty had access to insurance. Those
figures have now risen to 78% and 70% as of
1H2015.

Aside from insurance affiliation, howev-
er, one of the major challenges to achieving
universal healthcare coverage in Peru is im-
proving public health infrastructure. Accord-
ing to the Ministry of Health, nearly 98% of
Peruvians with health insurance are covered
through one of the government-run public
health insurance systems, which each rely
on a network of public hospitals and clin-
ics. As a number of representatives of Peru’s
public healthcare system explained in in-
terviews with TBY, the system has suffered
from a historical lack of investment, partic-
ularly in rural infrastructure. As Pedro Fidel
Grillo, head of Peru’s largest public health
insurance program Seguro Integral de Salud
(S1S), explained to TBY, “The first challenge
is having access to remote populations. [...]
We are working with public health infrastruc-
ture that has been around for over 50 years.”
Minster of Health Anibal Veldsquez expressed
a similar sentiment, telling TBY that “In the
past, investment in the public sector was lim-
ited. Most of the main establishments were
regional and national hospitals and health
posts. Medical care was too primary.”

In order to overcome this challenge,
the government has launched an ambi-
tious multi-year investment plan to invest
around $3 billion in hospitals and clinics in
under-served areas. In total, according to
the Minister of Health, Peru plans to build
11 new national-level hospitals, 23 new re-
gional-level hospitals, and 170 new provin-
cial-level hospitals. An important element
of Peru’s plans to expand health coverage
and infrastructure has been a new willing-
ness to work in partnership with the private

On the private sector side, lack

of infrastructure also presents a
challenge for growth. Currently, only
around 2% of Peruvians have private
health insurance.

sector. According to both Minister Veldasquez
and Mr. Grillo of SIS, public-private partner-
ships (PPPs), both through concessions and
build-operate-transfer style projects, will
play an important role in increasing coverage
of health services in rural areas. In addition,
SIS has become increasingly open to paying
directly for private healthcare services when
necessary to fill gaps in coverage. As Mr. Gril-
lo explained to TBY “International experi-
ence shows that health needs always demand
more than what the state can offer. Even the
most developed countries have difficult in
fulfilling the demand.”

On the private sector side, lack of infra-
structure also presents a challenge for growth.
Currently, only around 2% of Peruvians have
private health insurance. As Guillermo Garri-
do Lecca of Pacifico Salud explained to TBY,
only a small portion of Peruvians, around 5%,
realistically have a possibility of purchasing
private health insurance. Still, the majority
of private hospitals are clustered in a few ar-
eas of Lima, making it impractical for many
potential private health insurance clients to
actually participate in the system. Grupo San
Pablo is one example of a private healthcare
provider that is moving into areas of the city
without private coverage. The network of
clinics has grown exponentially over the past
30 years by providing low-cost clinics target-
ed at lower-middle income Peruvians, a mod-
el that has a great deal of growth potential in
coming years. ¥
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Peru’s healthcare sector has
been underserved for many
years. Clinica Delgado, your
most recent project, is unique
as it includes funding from sev-
eral investors. What does Group
Auna represent for the sector in
Peru?

At Auna, there are more than
2,000 people who are really in-
spired and committed to work
in a different way to make our
vision a reality and transform
the healthcare experience in
Peru. We are proud to have
Delgado Clinic as our flag-
ship, not only because it is our
most important project, but
also because it represents the
essence of thought and phi-
losophy of our founders and
shareholders who aspire to
deliver higher quality health-
care services to Peruvian cit-
izens. This means offering
Peruvians the highest possi-
ble level of patient security,
integrated processes, medical
technology, and profession-
alism of medical doctors and
clinical staff, and all of this in
a world-class healthcare fa-
cility. These offerings exceed
the standards we have seen
in the country until now. For
us, Delgado Clinic is a tip-
ping point in the evolution of
private healthcare services in
Peru and it should stimulate
competition and that is very
good for Peruvian families.

{ PERU 2015 ]

serve the

MANY

TBY talks to Alvaro Campos Crosby, CEO
of Group Auna, on how to better serve the
population’s healthcare needs.

We have noticed that this is
already happening, and some
of our competitors have al-
ready invested in improving
their facilities and are now
claim to offer better services.
We believe we have started a
chain reaction in healthcare
here in Peru. This in turn is
leading to a transformation in
relationships between hospi-
tals and medical doctors, the
interactions between insur-
ance companies and health-
care providers, and the way in
which the general population
is being introduced to medical
services.

Group Auna has a very success-
ful oncology program, Oncosa-
lud. What impact has that busi-
ness had on the sector in Peru
since it started and the quality of
cancer care available?

Oncosalud has 720,000 mem-
bers in its pre-paid cancer
program. We are the largest
provider in the prepaid can-
cer service sector. This scale
allows us to invest in scientif-
ic research, prevention cen-
ters, and clinics specializing
in cancer treatment, as well
as being a center to attract
the best doctors and nurs-
es in the country. Over these
last 25 years, Oncosalud has
developed vast expertise in
cancer protection, not just in
terms of financial security,

but also in medical coverage.
We offer our affiliates early
prevention programs and op-
portune treatment. We can
proudly say that two out of
three patients at Oncosalud
go into remission or are cured
after five years. Over time,
Oncosalud has set the bench-
marks for quality and level of
cancer prevention and private
treatment in the country. We
remain the market leader in
cancer protection. Our strat-
egy is to expand our coverage
and services in the provinces,
where there is still much work
to be done.

Only around 30% of the coun-
try's population lives in Lima.
What are your plans to expand
outside the capital?

Auna’s challenge is to devel-
op an offer providing value
healthcare to as many people
as possible. Certainly some
provincial cities are growing
rapidly, driven by mining,
agriculture, retail, and tour-
ism. We are convinced this
is an opportunity so we have
developed clinics in Piura,
Chiclayo, Trujillo, Arequipa,
and Callao. We are evaluat-
ing several, but I can say that
there are cities near Lima that
are demanding our services.
These are areas that have seen
impressive growth, and where
people from around the coun-

try have been migrating for
generations to find work in
Lima’s rapidly growing service
industry. These new facilities
will be modern but different
from Clinica Delgado, where
we offer a one-stop shopping
experience. These other clin-
ics will meet a demand for
primary outpatient services.
Our facilities network will fo-
cus on the mainstream sector,
while internationally accred-
ited Clinica Delgado targets
a different high income and
international patient sector.
However, Auna intends to
have province facilities ser-
vices such as radiology, linked
and informed centrally from
Clinica Delgado in Lima.
This telemedicine will help
to provide second opinions
and maximize the use of our
professional resources. This
integration comes also via
the shared Electronic Medi-
cal Record, another first in the
country. ¥

Alvaro Campos Crosby was
appointed CEO of Group
Auna in 2013. His previous
management experience
includes Vice President

at Alicorp, developing
LATAM markets for CPG
and industrial products. He
holds a Bachelor's degree
in Business Administration
from Universidad de Lima
and an MBA from ESAN.
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JAIME PLANAS

General Manager,
Clinica Delgado

he private healthcare
T market in the country
has only 1,500 beds

including Lima and the other
cities. We estimate that a city the
size of Lima needs at least 2,000
more beds. Our introduction of
170 new beds is a step in offset-
ting this deficit. To date there
are no new beds in construction
in our market. We estimate that
demand will remain steady for
the next three to four years. Our
network of AUNA facilities dif-
fers from the rest of the market in

REMAIN S

the standardization of processes,
policies, and procedures, to the
practice medicine. We perform
patient care the same way at all
of our facilities. We have similar
strategies for recruitment reten-
tion and development of our
doctors and nurses. The objec-
tive is to attract the best profes-
sionals. Our integrated national
medical records allow us to share
valuable medical information
between the different AUNA fa-
cilities in different cities across
the country.
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CLINICS VOX POPULI

EADY

Clinics work to provide crucial healthcare
services across a country that has suffered from

access issues.

nly 5% of Peru’s pop-
ulation has access to
private  healthcare

and 95% have access to pub-
lic healthcare. This represents
a serious differential in the
quality of the services between
these two sectors but the gap
between Peru and Chile and
Colombia is even bigger. This
is in the sense that you cannot
find more complex procedures
in Peru, but is also related to
the professionals carrying out
these procedures. We are con-
stantly working to close this
gap. As part of this effort, we
are expanding our services to
Piura, Arequipa, and Trujil-
lo. We have a project that will
be in the construction phase
in March 2016, which fea-
tures a clinic with around 300
beds and all specialty services
available. In 2016 we will have
a huge new facility at our dis-
posal. This facility will inte-

DR. JOSE ALVAREZ BLAS
General Manager, Grupo San Pablo

here have been three
I crucial stages of
growth in Peruvian

private healthcare. Roughly six
years ago, there was a strong
wave of investment. Many
companies bought clinics,
laboratories, and pharmacies.
This growth was not only in
Lima, but also in the provinc-

es. Clinics began operating in
Cusco, Arequipa, Trujillo, and
Piura in all segments. Strong
growth abruptly stopped one
year ago. The sector stagnat-
ed. This was seen across the
economy over all sectors, and
was related to the govern-
mental transition. We expect
growth to pick up in 2016 or

grate our current outpatient
and hospital centers in San
Borja with a new clinic we will
be constructing.

DR MAXIMILIANO

VENTURA
Corporate Medical
Director, Clinica
Internacional

2017. There is demand to meet
in class B and C. The competi-
tion of Grupo San Pablo is in
this sector. We are prepared
and we have learned to live
in difficult times with strong
competition. Accreditation is
a strong differentiation factor
that will aid us in weathering
fluctuations.



QUALITY EDUCATION

Universidad Peruana

T0 TRANSFORM PERU

de Ciencias Aplicadas

UNIVERSIDAD PERUANA DE CIENCIAS APLICADAS (UPC)

EDUCATION WITH INTERNATIONAL STANDARDS

WASC SENIOR COLLEGE AND UNIVERSITY COMMISSION (WSCUC)
INSTITUTIONAL ACCREDITATION PROCESS

Universidad Peruana de Ciencias Aplicadas (UPC) has applied
for Eligibility from the WASC Senior College and University
Commission (WSCUC). WSCUC has reviewed the application
and determined that UPC is eligible to proceed with an
application for accreditation.

A determination of Eligibility is not a formal status with the
WASC Senior College and University Commission, nor does it
ensure eventual accreditation. It is a preliminary finding that
the institution is potentially accreditable and can proceed
within five years of its Eligibility determination to be reviewed
for Initial Accreditation status with the Commission. Questions
about Eligibility may be directed to the institution or to
WSCUC at wascsr@wascsenior.org or (510) 748-9001.

SUCCESSFUL GRADUATES

QS STARS UNIVERSITY RATING 2015

UPC WAS AWARDED 5 STARS IN QS UNIVERSITY RATINGS FOR
ITS TEACHING, EMPLOYABILITY, SOCIAL RESPONSIBILITY
AND INCLUSIVENESS

Overall UPC received a 3 stars institutional rating.

SCIMAGO INSTITUTIONAL RESEARCH RANKING 2015

UPC IS RANKED 3RD AMONG ALL PRIVATE UNIVERSITIES IN PERU
In the past three years we have doubled the number of articles
published in peer — reviewed journals.

LEADING HIGHER EDUCATION IN PERU

88% EMPLOYABILITY

According to Ipsos Peru (1),
UPC's three years moving
average employability index
is 88%. Additionally, 9 out

of every 10 graduates are
working in the discipline
they studied.

(1) Ipsos Peru Study: UPC Graduates
Employability (2014).
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THE MOST INTERNATIONAL
UNIVERSITY IN PERU

UPC is considered by the
America Economia University
Ranking, Peru 2014, as the
most international university
in the country.
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LEADER IN INFRASTRUCTURE
IN PERU

UPC is recognized as the top
university in infrastructure and
commitment to technological
investment (America Economia
University Ranking, Peru 2014).

www.upc.edu.pe



http://www.upc.edu.pe/

[ Health & Education }

THEBUSINESSYEAR 171

The government has charted a new course that is progressively

increasing enrollment and improving educational conditions in the
country. These reforms extended free and compulsory school education
to all students aged between 5 and 16, known as Educacién Bésica.

S

COULD DO

The educational sector was a casualty of decades
of economic volatility and political instabili-
ty that characterized the 1980s and early 1990s
in particular. When the economy started to re-
cover, educators found themselves with little to
work with in terms of infrastructure and mate-
rial resources. Almost two decades later, this
paucity of investment still hampers educational
attainment but starting in 1996, the government
has charted a new course that is progressively
increasing enrollment and improving educa-
tional conditions in the country. These reforms
extended free and compulsory school education
to all students aged between 5 and 16, known as
Educacion Bésica (general education) y Técnico
Productiva (technical education).

The decade ahead holds challenges of a dif-
ferent nature. The secondary period of compul-
sory education is still somewhat aspirational.
According to UNESCO, one quarter of the rele-
vant age group does not currently enroll in up-
per secondary education. This is especially the
case in remote parts of the Andean Highlands,
and the Amazonian rainforest in the coun-
try’s interior. The government is addressing
these disparities in coverage by building more
schools, and installing teachers that speak in-
digenous languages.

In May 2015, the Ministry of Education (MIN-
EDU) announced that 15,000 teachers will be
hired to provide better Intercultural Bilingual
Education (EIB) in 53 indigenous Peruvian
communities, where more than one million
students reside. Weeks later, the Finance Min-
istry authorized a lump sum of $82.71 million
to finance public investment in 73 educational
infrastructure projects throughout the country.
Several infrastructure investments have also
been unveiled. In addition to this one-off invest-
ment, MINEDU allocated $768 million of its $6.4
billion 2015 budget on infrastructure. Another
$58.4 million is slated for improvement of public
school libraries across the country. After already
investing $17.6m on classroom upgrades for
schools in Lima, the government has turned its
attention to the periphery. In April, the govern-
ment announced that it was spending $21 mil-
lion to build new schools and larger classrooms
across the Amazon, Loreto, San Martin and
Ucayali regions, which are among the poorest in
the country. In the southern part of the country,

Review EDUCATION

$635 million in education infrastructure projects
are going to benefit more than 1,000 educational
centers, which serve around 94,000 students.

Another sign that education is at the forefront
of state-level policy was Peru’s recent commit-
ment to invest at minimum 6% of the national
GDP in education by 2021. While speaking at
the 2015 World Education Forum (WEF), Peru’s
Education Minister Jaime Saavedra also spoke
in favor of raising education’s share of the gov-
ernment budget to 20% (it currently stands at
17%, while state contributions account for 3.5%
of GDP).

In fact, most of these educational aspirations
were central to President Ollanta Humala’s 2011
campaign, and his promises resonated with the
national electorate. Education spending is up
to to 3.5% of GDP for 2015 from around 3% last
year. 21,000 new scholarships were added to the
30,000 given out last year. Overall, the education
budget was increased by 23% between 2014 and
2015, although the economy expanded by only
2.4% last year due to the regional economic
slowdown.

HOW IT WORKS

All didactic policy, regulation, and curriculum
guidelines are set by the MINEDU, which is the
overarching authority at all levels of education in
the country. Administration and implementa-
tion of policies for primary and secondary level
education is enacted by localized authorities in
25 regiones (states).

The National System of Evaluation, Accred-
itation and Certification of Higher Education
(SINEACE) regulates accreditation. The law
mandates the option of institutional and pro-
gram accreditation as well as certification in
professional fields. The process is still voluntary
except for teacher training programs and pro-
grams in health sciences. In addition, accredita-
tion efforts are focused on programs, rather than
the institutions themselves. Evaluation happens
through self-study followed by external audits.

Starting in 2015, the National Superinten-
dency of University Higher Education (SUNE-
DU) replaced the National Assembly of Rectors
(ANR) under a new higher education law, as part
of an effort to improve quality standards within
the sector. SUNEDU oversees quality assurance
procedures and approves university operating

Another sign that
education is at the
forefront of state-level
policy was Peru'’s
recent commitment to
invest at minimum 6%
of the national GDP

in education by 2021.
While speaking at the
2015 World Education
Forum (WEF), Peru's
Education Minister
Jaime Saavedra
Chanduvi also spoke
in favor of raising
education’s share

of the government
budget to 20% (it
currently stands

at 17%, while state
contributions account
for 3.5% of GDP).
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licenses. This new body is broadly tasked with
setting higher education policies by the MIN-
EDU, but its precise roles are still somewhat
unclear. In the organizations bylaws, it role in-
cludes defining and implementing the processes
of documentation and information collection,
and registration of college degrees and titles.

Students are optimistic about these changes,
as well as their general prospects upon grad-
uation. In years past, lax regulations opened
the market to diploma mills, and even at bet-
ter schools, professors were often only slightly
better educated than their pupils. This threat-
ened the value of Peruvian college diplomas,
and many students found themselves with little
more than a depleted bank account when the
time came to look for a job. The new regime has
imposed new standards for professors, and stu-
dents are responding enthusiastically. Over 83%
of students surveyed by Ipsos approved of the
new regime and regulations. A few months later
in June 2015, Zogby Analytics found that nearly
three quarters of students in Peru believe that
institutions now offer career-oriented skills and
proper training to students so they can better
serve future employers. In terms of their individ-
ual prospects, 61% of students in Peru expressed
optimism about education—the same percent-
age as in the US.

President Humala is still pushing for further
legislation to raise standards which as of June
2015, was still pending in Congress. His reforms
have their detractors as well, and some students
are unhappy about their loss of influence and
benefits. The government is also changing how
it pays for tertiary education. Citing economic
slowdown, parts of the budget were cut, how-
ever other investment went up. Since 2011, the
Beca 18 program has offered funding for studies
in Peru and abroad to low income, academically
outstanding public school students. The pro-
gram had awarded more than 11,000 grants as of
2014, and aims to benefit 50,000 by 2016, mak-
ing it an essential tool for poverty reduction and
fighting inequality in Peru.

There are 51 public universities, where stu-
dents do not pay tuition, and 89 private ones
which charge a variety of rates for instruction.
University-level institutions also include spe-
cialized art, music and religious institutions that
roughly correspond to the conservatory model.
While many of the country’s best universities are
private, a recent influx of newcomers seeking to
cash in on the growing middle class has raised
concerns over quality, prompting the 2014-2015
reforms. Private universities must now meet
minimum standards, and are subject to inspec-
tion. Total undergraduate enrollments reached
just over one million in 2013, with 331,593
students enrolled in private universities and
697,518 in public universities. These numbers
are projected to rise for the next decade at least,
as access to higher education has been histori-
cally tenuous.

PRIMARY AND SECONDARY EDUCATION
While private enterprise can be relied on to
meet the growing demand for higher education

among Peru’s middle class, teaching primary
aged students in the country’s more remote, and
poorer regions presents a challenge. It is often
hard for rural students, especially girls, to make
the daily trips to schools, as they come from iso-
lated areas.

Since 2005, enrollment has increased to 72%
for ages 3 to 5 years old, the 6 to 11-year-old
age group is at 97% and the 12 to 16-year-old
age group is at 91% enrollment. However, these
numbers do not tell the whole story, and are
higher than the actual percentage in classrooms.
Some 34% of children between the ages 5 to 17
are in the labor force. In other words, enrollment
rates do not equate attendance, and many pu-
pils are prevented from attending my economic
necessity. Under such circumstances, economic
conditions among Peru’s poorest are a better in-
dication of attendance.

Educating the country’s indigenous popula-
tion is another challenge, as bilingual education
has been poorly funded in years past. According
to a 2014 Boren publication, almost 46% of in-
digenous students were not provided education
in their native language. In Peru, 12% of school-
age children speak an indigenous language at
home, and in some provinces, this rate rises to
well above 50%. In 2013, the country was spend-
ing just over 1% of its educational budget on in-
tercultural and bilingual education. This artifact
of decades of inattention to indigenous peoples
was identified as a critical part of the nation’s
economic development.

The announcement in May 2015 that 15,000
more bilingual educators were to be added to
the payroll was warmly welcomed. Peru has
around 20,000 bilingual education schools that
serve 1.08 million students according to the Min-
istry of Education. These efforts will also require
the country to bolster its teacher training capac-
ity. Currently, there are 39 pedagogical and nine
universities offering career training in this field,
but with plans to enroll 4,300 teachers in 2016,
these facilities will be hard pressed to accommo-
date them. And with at least three years at this
rate, these schools have a busy future.

THE ROAD AHEAD

In addition to funding choices, educators are
debating the purpose of education in the coun-
try. Historically, students have opted for liber-
al arts related studies along the line of social
sciences, over hard sciences. Under President
Humala, this emphasis has shifted, and private
corporations are getting in on the action. Many
students complete their studies abroad, and
firms often struggle to find properly trained em-
ployees. Other universities are emulating the
success of the Lima-based not-for-profit Uni-
versidad de Ingenieria y Tecnologia, (UTEC),
which opened in 2010 and offers a range of en-
gineering courses.

UTEC is funded by five Peruvian companies
(or those with significant interest in the country).
The majority of investment came from Hoch-
schild Mining, a Peru-focused (but UK head-
quartered) silver and gold producer. By 2022,
UTEC plans to increase enrollment tenfold. %

TALKING HEADS

The Peruvian  government
plans to make Peru a bilingual
country by 2021. In order to
achieve that goal, the country
is working with the British gov-
ernment to improve the quality
of English-language education
in Peru. In November of 2014,
Peruvian Minister of Education
Jaime Saavedra signed a Mem-
orandum of Understanding with
British Minister of State for
School Reform Nick Gibb, out-
lining technical assistance and
support that the British govern-
ment will provide to improve
English language education.

The program started train-
ing 200 new Peruvian English
teachers in the UK in early
2015, and will later establish a
series of teacher development
summer schools in Peru, run by
British education organizations.
These summer schools in Peru
will train around 1,000 Peruvian
teachers each summer. In ad-
dition, the British government
has committed to sending 500
British teachers to Peru to sup-
port local Peruvian teachers.
The costs of the program will
be borne by both the British and
Peruvian governments.

The Peruvian Ministry of Ed-
ucation calculates that the pro-
gram will cost 100 million sol
in 2015 alone. Schools in Peru
will increase instructional hours
for English language skills from
two hours to five per week. The
program will be supported by
the national program for schol-
arships and educational loans
of Peru (PRONABEC).



itself to in-
crease public expenditure in
education, from 3% to 6% of
GDP. How will this enable op-
portunities for future genera-
tions?

The Peruvian government
took the decision to increase
its budget by Soles 4 billion
for the education sector by
2015. With this, the education
budget now amounts to 3.5%
of GDP. This increase is sig-
nificant but still insufficient.
By the year 2021, the year in
which we will commemorate
the bicentenary of the inde-
pendence of Peru, spending
per student must increase
significantly.  International
evidence shows that there is a
positive relationship between
higher spending per pupil
and performance in learning
tests. This relationship oc-
curs in an investment of up to
$5,000 per student per year,
after which there is no clear
relationship. In our country
we invest around $1,000 a
year in each student.

Peru committed

What are the main guidelines of
the education reform Peru cur-
rently implements?

The education reform is com-
posed of four lines of action:
1) Evaluation of the teaching
profession; 2) Improvement
of the quality of learning for
all; 3) Modernization of ed-
ucational management; and
4) Closing the gap in educa-
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TBY talks to Jaime Saavedra, Minister of
Education, on education reform, increasing
public expenditure in education, and teacher

training.

IN NUMBERS
Ministry of
Education

Invest around

$1,000

a year in each student

The education budget
now amounts to

3.9%

of GDP

tional infrastructure. We are
building the teaching profes-
sion based on meritocracy,
mechanisms of attraction,
selection, and promotion and
career development. The aim
is to double teachers’ salaries
by 2021, linked to perfor-
mance. In early childhood, we
have expanded the coverage
and we have developed new
educational materials ac-
cording to the needs of chil-
dren. In primary education,
we are working on a com-
prehensive intervention that
(i) distributes sample lesson

plans for teachers to guide
and facilitate their work, (ii)
accompany the teachers with
more experienced teachers,
(iii) provides tutoring for
students with learning diffi-
culties (iv) carries out close
work with families. Also, in
secondary education we are
implementing a new ped-
agogical model with more
hours of study and greater as-
sistance from tutors, psychol-
ogists, social workers, better
infrastructure, job training,
English, and the use of infor-
mation technology for learn-
ing. Weekly teaching hours
will expand from 35 hours to
45 hours. These interventions
are already underway in a
large group of schools; but the
challenge is to universalize
them. The director is the lead-
er who manages the school as
a safe and inclusive space.
Therefore, 15,000 principals
and assistant principals have
been selected based on their
capabilities. They are receiv-
ing training in management
and will be better able to de-
cide on resources and staff.
All students, teachers and
principals should have ideal
environments for learning. In
the last three years we have
invested nearly Soles 10 bil-
lion, an all time record, for the
construction or strengthen-
ing of more than three thou-
sand school buildings. The
challenge is immense; the gap
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in educational infrastructure
totals Soles 60 billion (more
than 10% of GDP). As far as
the higher education segment
goes, recently, we created the
National Superintendency of
Higher Education (SUNEDU)
that allows us to verify com-
pliance with basic standards
of quality in all universities.
Also, we are encouraging ad-
vance accreditation of uni-
versities to adopt processes
to constantly improve quali-
ty and academic excellence.
We are about to launch the
observatory "Put yourself in
the Race" which will provide
information to help young
people to make better deci-
sions about where and what
to study. As part of these re-
forms, we are also making
some preliminary changes in
technical education. %

Jaime Saaverdra holds a
Doctorate in Economics
from Columbia University

in New York and has a
degree in Economics from
the Pontificia Universidad
Catdlica del Peru. In the
last ten years he has held
various management
positions at the World Bank.
He has been Acting Vice
President for the Economic
and Poverty Reduction
Department and Director of
Global Poverty Reduction
and Equity Management. He
has also served as president
of the Board of Poverty
Reduction in the BM.
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What have been the university’s
main achievements since its

foundation in 1962?

This university is an academ-
ic, independent, non-profit
institution, comprising teach-
ers, students, and graduates
and managed by a civil as-
sociation, which is a private
legal entity. We develop pro-
fessionals to reputable stan-
dards. Our origins date back
to the 1960s, being founded as
aresult of the industrial sector
taking the initiative to develop
alternative academic options
to those of the time. Public
universities had been highly
politicized up until that point,
and the decision to create the
university was made in the
1962 by a group of university
professors along with import-
ant commerce and industry
representatives. This has giv-
en our institution an entre-
preneurial character from
its first day, and we should
highlight the leading role of
our first rector, Antonio Pin-
illa Sanchez-Concha, whose
vision was essential to the
character of the university to-
day. Along with the Universi-
dad del Pacifico, Universidad
Cayetano Heredia, and Uni-
versidad Catdlica, we are part
of a consortium of the top four
private universities in Peru.
When these institutions came
into being they represented a
new vision of the country, one
which was more pragmatic,
forward-looking,  coherent,
and transparent. Fortunately,
Peru has taken these values
into its overall political and
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the initiative

TBY talks to Oscar Quezada, Rector of
Universidad de Lima, on the main achievements
of the institution over recent years.

economic development, and
these four universities have
become key elements of the
country’s growth. They have
set the standards by which the
nation governs itself.

What programs does the univer-
sity currently offer?

We offer 11 Bachelor’s degree
programs and we are looking
into increasing this by offer-
ing both civil engineering and
industrial design. The most
demanded courses at our
university are industrial engi-
neering and communications.
Engineering is one program
that we are particularly proud
of, and many engineers build-
ing the new generation of
national infrastructure have
been trained here. We are also
the oldest university offering
communications studies in
Peru. As with industrial en-
gineering, we have been the
most innovative university in
thisarea, and have become the
most reputable higher educa-
tion institution for this course.
We offer a curriculum that
is focused on business, and
our work has helped Peru to
develop the extremely strong
independent print and broad-
cast media that it has today.
Our curriculum has evolved to
deal the demands of new me-
dia, which is mediated by the
internet, and we are investing
heavily in new equipment and
new real estate to house our
programs. Overall, we have
become a leading university
thanks to the fact that we re-
spect freedom of opinion and

strive to uphold a high stan-
dard of media.

How has the university incorpo-
rated technology into its curric-
ulum?

New technologies change rap-
idly, and therefore it is a key
element in our strategy and in
our courses. We invest a lot in
new technologies, especially
in courses such as communi-
cation studies, which is one
of our main fields. We have
invested in equipment and
facilities, with a cinema room,
TV studios, and editing areas,
among other amenities. We
invested $5.8 million in new
technologies in the 2013 and
2014 academic years. We also
have plans to develop a digital
production center as part of
a Master’s degree program in
creation and management of
content.

What kind of infrastructure
plans does the university have
for the future?

We have finally got the green
light to build two new tow-
ers in our campus. We have
plans to expand facilities, and
we have land on the current
campus designated for this.
We also have plans to build a
dormitory in order to host the
many international students
who come here every year.
This project is a key undertak-
ing for us in terms of sustained
growing for the future and of-
fers other advantages to our
students and professors. We
have a 10-year plan to develop
new facilities such as this. %

IN NUMBERS
Universidad de
Lima

new faculties to
house classrooms

$5.8

million invested over
past year

Oscar Quezada was elected
rector of the Universidad
de Lima for the 2014-2019
period. He holds a PhD
and Master's in Philosophy
from the Universidad
Nacional Mayor de San
Marcos (UNMSM) and a
degree in Communication
from the Universidad de
Lima. He was also dean

of Communication from
2002 to 2014. He chairs
the Peruvian Association
of Semiotics and was
President of the Peruvian
Association of Schools of
Communication.



TBY talks to Brunela
Baca Sdnchez,
Director of Peru

for Tecnolégico de
Monterrey, on how
the institution has
transformed the
education landscape
in Peru.

What has Tecnolégico de Mon-
terrey’s role been in the educa-
tion sector in Peru?
Tecnolégico de Monterrey
has been in Peru since 1998,
and we came to Peru after
having started off in Ecuador
in 1996. Our operations in
Peru were solely virtual and
online until 2003, with our
first program being a busi-
ness degree, and we started
with just five students. That
number has risen through
the years and now we have
90 students. Growth contin-
ues apace, which shows that
there’s a lot of potential in
the market here in Peru and
demand is very strong. Not all
applicants are accepted onto
the program, because the re-
quirements are quite high.
Whether its our undergradu-
ate or postgraduate courses,
certificates, and diplomas,
our objective is one and the
same; to transform lives. We
have many graduates who
are in important places in
the Peruvian economy to-
day, because people actively
seek and want Tecnolégico
de Monterrey graduates. So
I think we're doing things
right.

Tecnoldgico de Monterrey
seemed to fill a gap in the Pe-
ruvian education sector. What
was the situation like before
Tecnoldgico de Monterrey's ar-
rival in Peru?

Before we came along, there
was no international dimen-
sion when it came to educa-
tion, no options for studying
abroad; the only options were

[ Health & Education }
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local programs and degrees.
Tecnolégico de Monterrey
offers courses that are inter-
nationally recognized, and
to complete one of our post-
graduate courses you are re-
quired to study abroad, be it
in Chile, Costa Rica, the US,
or in Europe. So we filled a
certain need and demand in
the country for an interna-
tional scope to higher edu-
cation in Peru. Tecnolégico
de Monterrey changed the
higher education landscape,
and since then more foreign
schools have come to Peru of-
fering similar programs, uni-
versities like Adolfo Ibanez
from Chile along with INCAE
of Costa Rica. They offer an
executive MBA that is direct
competition for us. In the last
three years, various European
and US universities have also
arrived, albeit more in a virtu-
al sense. In Peru, Colombia,
and Ecuador, Tecnolégico
de Monterrey has positioned
itself excellently. In fact, in
Colombia and Ecuador, the
Tec is seen as the Harvard of
Latin America. That’s why we
came to Peru as well, because
of the local potential, and be-
cause we're able to leverage
our international name and
prestige here.

Does being a Latin Ameri-
can-based school uniquely
position Tecnolégico de Mon-
terrey when compared to North
American and European insti-
tutions?

Yes. On the one hand, we
have all the accreditations
for Tecnolégico de Monter-

rey EGADE Business School,
all of which are recognized
in North and Latin Ameri-
ca and Europe. On the other
hand, we have partnerships
with some of the world’s top
universities, so if you wanted
to do a Master’s in China or
Europe or the US, you could
do it through us. This interna-
tional dimension is what puts
Tecnoldgico de Monterrey at
the top of most Latin Amer-
ican university rankings.
Every student already has a
certain number of foreign ex-
changes during the course of
their undergraduate studies
at Tec. We have, for example,
a one-week study trip to the
US, and also one to Mexico
City. But apart from that, stu-
dents can also take option-
al summer courses during
Global Network Week, with
500 universities to choose
from, and they can take spe-
cialized courses in any one
of those universities all over
the world. An international
dimension is very important,
especially when it comes to
business. Most of our alum-
ni and postgraduate stu-
dents work in multinational
or “multilatina” companies.
Therefore, it’s important to
adopt a global perspective
and the have ability to work
and live anywhere in the
world. This is also true for
our academic staff. Qur staff
is required to at least hold a
PhD to give classes, but we
also require them to have ex-
perience from the business
world. Indeed, many have
been business consultants or
directors at various levels.

How important is Peru for Tec-
nolégico de Monterrey?

Our EGADE Business School
is second in Mexico in terms

of number of students. To
give you some context, the
Tecnolégico de Monterrey
has 26 campuses in Mexico,
as well as campuses in Pana-
ma, Colombia, Peru, and Ec-
uador, as well as partnerships
with universities in Asia, Eu-
rope, and North America.
EGADE only has campuses in
Mexico, Peru, and Panama.
So there are just six EGADEs
in the whole of Latin America.
Right now we have 175 active
students in Peru, and the lev-
el of our students is very high,
since we have a very rigorous
admittance procedure. %

IN NUMBERS

Tecnolagico de
Monterrey

Tecnoldgico de
Monterrey has been

present in Peru since

1998

Has around 70
students per year in
Peru (MBA) and

250

executives attended
courses
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TBY talks to Dr. Fernando A. D’Alessio, General Director of AMP Harvard
Business School, on CENTRUM Catoélica Graduate Business School, on
the significance of business schools.

Dr. Fernando A. D'Alessio

is the General Director

and founder of CENTRUM
Catolica, the Graduate
Business School of the
Pontificia Universidad
Catolica del Peru
established in 2000. He is
also: Vice Admiral, Peruvian
Navy; Sword of Honor 1964;
graduated from Advanced
Management Program at
Harvard Business School;
has a Bachelor's in Naval
Sciences, Escuela Naval del
Pert; is a Doctor of Business
Administration, University
of Phoenix, Arizona; D.

Eng., MSc and a BSc in
Mechanical Engineering,
U.S. Naval Postgraduate
School, Monterey,
California; M.Sc. in General
Management, Salve Regina
University, Newport, Rhode
Island; Diploma in Strategic
Studies, U.S. Naval War
College, Newport, Rhode
Island; and conducted
specialized studies of
Executive Education at
Babson College, London
Business School, and
Harvard Business School.

it’'s BUSINESS

Lime

How would you characterize the
role that CENTRUM Catédlica has
played in transforming business
education in Peru?

CENTRUM Catolica changed
the sector when it was estab-
lished in 2000. The first busi-
ness school in Peru, ESAN,
was created in 1963. Until
2000, the business education
offering was conservative. At
the end of 1999, the director-
ate of the Pontificia Univer-
sidad Catolica, the leading
university in Peru, decided
to create a business school.
Doors opened on January 1,
2000, in conjunction with the
turn of the century. This im-
plied a disruptive change to
the industry; double-degree
and bilingual programs that
involved travelling to Europe.
The campus was built in 2000,
within six months. We signed
agreements with several uni-
versities: Tulane University
and Boston College in the US,
Maastricht School of Manage-
ment in the Netherlands, and
the EADA and the IE Business
School in Spain. We modern-
ized this sector, which bene-
fitted Peru, creating in its wake
a new generation of business
leaders. Today, we have a
campus in Lima and pro-
grams in nine cities in Peru.
We are present in Bogotd,
Medellin, and Quito. We also
offer an online program avail-
able worldwide. CENTRUM
Catolica is the only organiza-
tion in Latin America offering
massive open online courses
(MOOCs). Our school is creat-
ing the leaders that Peru and
the region need. Our influ-
ence is region wide. We are the

only school holding the Triple
Crown in Peru, namely three
key accreditations: AACSB in-
ternational from the US; Eq-
uis from EFMD, the European
Foundation for Management
and Development; and AMBA,
the Association of MBAs and
DBAs of the UK. This is unusu-
al for a business school. There
are seven such institutions in
Latin America and 57 through-
out the world, from which, less
than 1% are Triple Crown. This
means that we are peer-re-
viewed and audited. We are
the only institution in Latin
America to make it into the Fi-
nancial Times’ list of 100 best
executive MBAs. CENTRUM
Catolica ranks number 52.

How did you achieve such high
standards so quickly?

We should credit five fac-
tors for our rapid success.
The first is that we belong to
the best university in Peru,
which has existed for a cen-
tury, and we are recognized
as part of it. Secondly, all our
programs are international.
There is no program in which
students do not travel abroad
as part of their studies, and
all programs lead to double
diplomas. Thirdly, we have
an outstanding faculty. Pro-
fessors come from different
parts of the world, such as
India, the US, and Honduras.
Fourthly, we have a state-of-
the-art campus, and possibly
the best to be found in Latin
America. Finally is the degree
of autonomy that I have at my
disposal. I am free of the bu-
reaucracy frequently found in
a university system, where de-

Only business
school in Peru
accredited by
the AACSB, the
EFMD, and the
AMBA

The only
institution in
Latin America
offering massive
open online
courses (MOOCs)

cisions must clear the provost,
vice rector, and president. We
are providing Doctors to Peru
and to the region, publishing
in the best journals, and mov-
ing other universities to do re-
search as well.

Does research play an important
role in contributing to teaching?
The idea of research is to ac-
tualize classroom learning, to
bring in new ideas, new mod-
els, and new ways of working.
Business Administration is a
constantly evolving practice.
Research keeps training cur-
rent. For example, we have
spent almost 10 years studying
leadership. At the beginning
of MBA programs, we deliver
a questionnaire about leader-
ship, emotional intelligence,
critical thinking, and person-
ality to the students. The same
questionnaire is delivered by
the end of the program in or-
der to see to what extent has
the MBA changed them. %
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TBY talks to Mariana Rodriguez Risco, President & CEO of Laureate
International Universities, on the role of the institution in the higher
education system.

Mariana Rodriguez Risco

is the President and CEO

of Laureate International
Universities. She has

an MBA from Boston
University. She is the
founder of UPC, CIBERTEC,
UPN, and ITN.

With its two institutes and two
universities, what role does
Laureate play in the higher edu-
cation system here in Peru?

We are now one of the big-
gest educational groups in
Peru with 100,000 students
enrolled in our institutions,
UPC, UPN, CIBERTEC, and
ITN. Yet, when you look at the
overall higher education mar-
ket, we make up less than 10%
of private enrolment. There
are 1.5 million students at
the tertiary level nationwide,
albeit the private education
systems slightly less than a
million. We entered the sector
in 1983 with CIBERTEC as pi-
oneers in IT training and edu-
cation in Peru. To this day, we
remain one of the most pres-
tigious institutes specializing
in technology, although we
have successfully introduced
programs in the areas of busi-
ness and design. Technology,
so to speak, remains the com-
mon denominator. As a group
of higher education institu-
tions, we have always pursued
a dynamic academic model
characterized by innovation.
We were the first to offer an
undergraduate focused in the
music and in the fashion in-
dustries (UPC).

What innovations are you ex-
ploring to integrate technology
into the educational experience,
particularly at UPC?

At UPC, we are developing a
new model; the country’s first
digital university. We aim to
find new ways to deliver high-
er education. We will strive to
become a leading university
in the use of technology in
the classroom. The delivery of
education needs to be more
accessible to students with
different needs. The higher
education industry is evolv-
ing, and we believe in being
bold in our stance. We are
currently in the design and
pilot phase of the digital mod-
el. We have already started by

encouraging our students and
faculty to leverage such tech-
nology as smartphones and
tablets in the learning envi-
ronment.

What role can the private sec-
tor play in increasing access to
higher education for people of
lower income in Peru?

UPN is keen to make higher
education more affordable for
a large underserved market
that has long lacked access to
education. This is vital for the
future of a developing coun-
try like Peru. In this country,
participation in higher edu-
cation remains low. We have
come a long way over the past
15 years; only three out of 10
students leaving school today
have access to higher educa-
tion. We need to push for a 50-
60% participation rate. There
are those who dismiss the key
role of private education in
society arguing that educa-
tion should be free and guid-
ed by the state. I myself have
been engaged in this debate
throughout my professional
life of over 30 years. Today,
when we look at Peru, we find
that private education ac-
counts for 70% of enrolment.
Had we not secured private
investment in the education
system over the past 10 years,
we would be in a critical situa-
tion, lacking the required pool
of professionals that Peru’s
development requires. And so
private education has played a
major role in providing higher
education to more and more
people in Peru.

Do you think the reform of uni-
versity regulations to improve
low-quality private institutions
has been positive for Peruvian
education?

The issue of quality is a sep-
arate issue from whether a
school is a public or private
institution. There are good
and bad quality institutions in
the public and private sectors.

Has four
institutions in
Peru Universidad
Peruana de
Ciencias
Aplicadas (UPC),
Universidad

Privada del
Norte (UPN),
CIBERTEC,
and Instituto
Tecnoldgico del
Norte (ITN)

The students’ best interests
have to be at the center of the
debate. Both public and pri-
vate institutions need to man-
age their financial resources
effectively and efficiently in
order to invest in better infra-
structure and academic quali-
ty. I can understand why there
has been pressure for new
laws and regulations regard-
ing higher education in Peru.
When you look at this sector,
sure, some bad institutions
do not focus on the best in-
terests of their students. This
is a very asymmetric sector
where the student has a lim-
ited ability to decide where
and what to study. Effective
regulation must be built on
setting reasonable, minimum,
or baseline standards focused
on the outcomes (employabil-
ity) of institutions rather than
just the process (percentage
fulltime faculty). My concern
is that the regulatory body,
SUNEDU, may become high-
ly bureaucratic, led by people
with traditional paradigms
and set in the ways of the past.
Too much regulation is the
best way to stifle innovation. %
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EDUCATION for

DEVELOPMENT

JOSE AMIEL PERE/
Senior Rector,
Universidad Cientifica
del Sur

n the past, universities
did not see the need to
commercialize their

brands and services. However,
ties between universities and
the private sector are extremely
important. We are a private uni-
versity, and therefore, we make
sure we know exactly what the
private sector needs. This makes
our programs an important
link in the productive chain of
our economy. The Universi-
dad Cientifica del Sur also has
partnerships with private com-
panies to develop research and
infrastructure, for example, in
the agricultural sector and the
pharmaceutical industry. We
are about to develop a research
center for the poultry industry
in conjunction with a leading
private company. We also have
agreements in place for our med
students to do their practices
in the most technologically ad-
vanced centers, allowing them
to gain experience with the lat-
est trends in medical technol-
ogy. Our students gain experi-
ence at the best hospitals and
clinics in the country. We also
have many partnerships with in-
ternational universities that are
the basis for student and profes-
sor exchanges.

IVAN RODRIGUEZ
CHAVEZ

Rector, Universidad
Ricardo Palma

e are incorporating
W specializations in

response to market
demands for professionals in
global business management
and tourism. Careers in tourism
are especially important because
Peru is a country with culture,
history, biodiversity, and multi-
culturalism. The tourism sector
has immense potential here. In
the future tourism could emerge
as a pillar of the economy. The
university also has computer en-
gineering and electronics cours-
es that are important in today’s
world. Medicine and biology
stand to benefit from Peru’s bio-
diversity.  Psychology-special-
ized professionals are in high de-
mand. Likewise we have opened
a line for positive psychology
and neuropsychology. Architec-
ture is one of the strongest ca-
reers we offer. In economics we
are promoting a specialization in
marketing. Our global business
degree has two languages as a
requirement for graduation in-
cluding Mandarin Chinese. The
university has translation spe-
cialization in English, German,
French and Mandarin Chinese.
We also offer industrial and civ-
il engineering in order to satisfy
the demand for construction
that Peru is experiencing.
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Peruvian higher-education is receiving a

boost from increasing collaboration between
the public and private sector. Globalization,
government-incentives, and innovation have set
the direction.

SERGIO BALAREZO
SALDANA

Rector, Universidad de
Piura

he effort our Gov-
ernment is doing to

empower public uni-
versities in our country helps a
large segment of low-income
population without access to
higher education. For example,
at our university we promote
scholarships and alliances like
“Beca 18” to increase the ac-
cess to high quality education.
From my personal point of view,
we need to further regulate the
quality of higher education in
the country. Education must
not solely have commercial
purposes; it is intended to gen-
erate knowledge according to
developmental situation in the
country. The role of both uni-
versity and technical higher
education must be reassessed
establishing quality standards
to ensure the right to receive a
good education. Globalization
has opened many opportunities
for the higher education sector.
We are now able to take advan-
tage of the development expe-
rience of foreign universities,
create alliances and agreements
with international counterparts,
and increase the international
exchanges of researchers and
students.

JUAN MANUEL

OSTOJA

CEO, San Ignacio
de Loyola
Corporation(USIL)

ight now, we are con-
sidered to be a mid-
dle-income country.

However, we have the educa-
tion standards of a poor coun-
try. Probably the biggest prob-
lem right now that Peru faces
is the standard of education.
We should aspire as to be con-
sidered a country with a great
education system. We should
increase the public education
budget, the current 3.5% is not
good enough. But, we also need
the private sector. The govern-
ment can’t achieve those targets
alone. Our university promotes
an innovative approach to ed-
ucation. Ultimately, that is the
role of the private sector in ed-
ucation, to improve and inno-
vate. In Peru, for example, we
trained our students not only
to become good employees, we
also taught them how start their
own company. We focus on
globalization. The problems we
have are mostly because of the
bad decisions that were made
by the government 30 years ago,
however, now there is an impe-
tus for change and universities
are focused on achieving results.
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TBY talks to Aurelio

Alberto Rebaza,
President of SENATI, on
vocational education,
the role of the private
sector in improving
human resources, and
future objectives for the
organization.

Aurelio Alberto Rebaza

is the National Service
Council President at the
National Apprenticeship and
Industrial Labor Service
(SENATI) in Peru. He has
served as Board President
in the Lima Stock Market
and as the CORPAC S.A.
Board Vicepresident;
Director of Cobrecom S.A.,
Compafiia Minera Raura
S.A,, Fundicién de Metales
Vera S.A., Aeroperd S.A,
and Comercial Systral S.A.
He has carried out positions
such as: Administration
and Finance Manager of
Indeco S.A., Chief Manager
of Indusur S.A, and Chief
Manager of Inversiones
Cercanta S.A. He is an
attorney, and graduated from
the Pontificia Universidad
Catolica del Peru. In
addition, he has completed
graduate studies at the
Academy of American and
International Law at
Southwestern University, the
Legal Foundation in Dallas,
Texas, accounting studies at
ESAN, and an International
MBA in Air Law.

{ PERU 2015 ]
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S T OF SKILLS

What role does SENATI play in
technical and vocational educa-
tion in Peru?

SENATI was founded under an
initiative from the National So-
ciety of Industries. At that time,
the National Society of Indus-
tries analyzed the national eco-
nomic situation and drew at-
tention to the lack of adequate
technicians for the industry. It
submitted a bill to congress to
help the industry be part of the
training in new technicians.
The goal of SENATI is to train
technicians for employment.
It adopted the German dual
system, in which the student is
better prepared by undertak-
ing work experience. Because
of this, SENATI has been able
to establish 82 educational
centers in Peru, develop 64
three year professional techni-
cal training careers, and serve
around 75,000 students a year.
We also have 450,000 work-
er enrolments in short-term
training programs of one or
two months. The secret to our
success has been the participa-
tion of the private sector in the
education process.

What does SENATI do to main-
tain strong links with the private
sector?

The structure of leadership in
SENATT is composed of peo-
ple in the industry. For exam-
ple, currently we have 14 zone
managements at the domestic
level. We are located in differ-
ent areas of the country, such
as Arequipa, Chiclayo, and
the jungle regions. They have
boards of directors that are
composed of industry mem-
bers who are nominated by
business chambers. These
businessmen provide data to
SENATI on their needs in the
educational arena, because
they are in the market and
are best positioned to know
it. We use this feedback from
the businessmen to create our
own academic programs for
various courses. Besides the

IN NUMBERS
SENATI

82

educational centers
across Peru

Around

90~

of SENATI students
secure employment
upon graduation

participation of the business
community, we have consult-
ing boards for different spe-
cialties that are also composed
of businessmen, who consult
on the selection and design of
the programas we are set to
teach. Among all our gradu-
ates, around 12,000 to 13,000
students a year, that is 90%, are
immediately employed. The
other 10% usually set up their
own companies, or will pursue
alternative options. We also
conduct industry surveys to as-
sess the degree of satisfaction
of our students. Through this,
we have learned that there is
95% satisfaction of our gradu-
ate’s overall performance.

What is the importance of inter-
national links for SENATI, and
what kind of international pro-
grams are you developing?

I recently made a trip to Ger-
many to promote links with
different universities there.
We are establishing links with
those German institutions
operating the dual system. I
also contacted German com-
panies that have the dual sys-
tem as well. Universities like

Mannheim and companies
like Bosch, Festo, Mercedes
Benz, BMW, and others have
the purpose of creating stu-
dent and faculty exchanges as
well as work internships. In-
dependently of those interna-
tional contacts, we have direct
contact with companies such
as Komatsu-Mitsui, which has
donated $1 million to SENATI
to instruct 105 students in the
area of heavy machinery. We
have also established contacts
with other international com-
panies keen to prepare tech-
nicians for their domestic op-
erations. In the mining sector,
we also have agreements with
various companies for heavy
machinery maintenance.

Why is having international links
important for technical educa-
tion?

It is important because it up-
dates the field of technology,
which is constantly chang-
ing. SENATI wants to be the
leader of this technological
education in Peru precisely by
being linked to the interna-
tional market and education.
Generally we have constant
contact with all the technical
agencies of countries, like GIZ
form Germany, French coop-
eration, JICA from Japan, the
Spanish agencies, and also the
Brazilian Agencies. We realize
constant exchanges to im-
prove our technology in Peru.
Annually, an average of 30 for-
eign experts comes to SENATI
to work with our teachers and
students.

What are your goals for SENA-
TI?

In the short term, we want to
consolidate the investments
we have made in infrastructure
and equipment. In addition,
we want to provide facilities
for our students. Most of them
come from public schools, and
we want them to become first
class students and to have all
the facilities at their dispos-
al that any other university
would provide. On the other
hand, we want to boost our Es-
cuela Superior de Tecnologia
where we aim to position our
best students in the develop-
ment of new technologies. %



LUIS ALCANTARA
GCAVIDIA

General Academic
Director, IDAT

DAT is a higher edu-
cation institute, not a
university. Universities

train students to become profes-
sionals. We train professionals to
be pragmatists. Technological
industries have a deficit of talent.
Annually, 300,000 technical pro-
fessionals are required, although
there is only a 90,000 annual
graduate turnover. This is a defi-
cit that we have to fulfill. Peruvi-
an companies often source pro-
fessionals from abroad, which
incurs high costs. An important
example is the automotive sec-
tor. An automotive mechatron-
ics career is coveted because
there are not many automotive
mechatronics in the country,
but solely mechanical. It takes
two years training to become a
mechatronic engineer and this
represents a high cost for com-
panies.
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TECHNICAL INSTITUTES VOX POPULI

VOCATION and

LEARNING

Technical institutes are meeting the
growing educational needs of both
industry and the population. The
dynamic training of homegrown
professionals is lending Peruvian
business a competitive edge.

hen the school opened in 1968, there was no tech-
nical education for business in the country and

that’s what made IPAE a pioneer. In 1999, the eco-
nomic situation of the country was rough, and people turned
to self-employment. The institution decided to promote
entrepreneurialism by educating Peruvians on how to start
their own companies and businesses, or by helping their
families professionalize their own businesses. That changed
everything, because suddenly we were educating Peruvians
who finished their studies and started their companies and
had solid knowledge as to how to build companies. In the last
five years, other institutions are following this trend increas-
ing the number of programs and places where students can
learn about entrepreneurship.

CARLOS
MONTALVAN
MOSQUERA

General
Manager, IPAE
Escuela de
Empresarios

CLAUDIA LEZAMA
CEO, Cibertec

e officially opened
a site in Arequipa in

March 2015. Arequipa
is the second most important
market in Peru for technical ed-
ucation and despite of this 42%
of our potential market does not
have adequate access to tech-
nical education. Our mission is
to provide quality education to
young people and help them to
achieve their dreams of becom-
ing a successful professional. We
have maintained a strong rela-
tionship with the government,
who dictates the regulatory
framework. Every new program,
infrastructure change, curricula
upgrade, or new site project had
to be approved by the Ministry
before execution. This made our
processes complex and slow and
reduced investor interest. Fortu-
nately, Minister Saavedra is in-
jecting new energy to the sector.

FERNANDO ARRUNATEGUI MARTINEZ
Dean, School of Management, ISIL

The content on this page is taken from exclusive interviews. Read the full versions at thebusinessyear.com

ince the 1980s, at the time of the Fer-
nando Belatiinde government, Peru

created technical institutions. In fact,
ISIL was the first higher institute of technol-
ogy in Peru, established, in 1983. Now, there
are two kinds of higher education: technical
and classical. Over the years, the legal frame-
work has become more rigid, reducing space
for innovation and reducing possibilities for
improvement. For example, within today's
framework, introducing a new program as an
institute requires authorization, which could

take two years, during which time the design of
the program and needs of the industry might
change. A law is about to be passed in Congress
that will introduce changes in technical higher
education to allow more flexibility and shorter
times for the authorization process. The rigid-
ity of the legal framework is around the certifi-
cation of the students. Flexibility is an urgent
need. In technical education, we need a legal
framework that will introduce innovation, new
contents, and new courses according to the
needs of the industries.



SHOW ME
YOUR SKILLS

Peru boasts a colorful education scene, with
many modern styles of teaching on offer.

“The difference between modern and traditional
styles of learning is centered on who is in charge, and
who is leading the process. Is it the teacher or the
student? Children bring their emotions, questions,
and curiosity and they want to understand the world
through their own interests.”

LEON TRAHTEMBERG
Head Teacher, Colegio Aleph

“Currently, English language education beyond the
private sector is poor. Even some private schools,
the little ones, only offer one hour a week of English
language.”

ELENA VIZURRAGA
National Director & Director of Studies, Hiram
Bingham School

WE ARE TRYING TO TEACH PEOPLE SOFT

SKILLS FOR ENTREPRENEURSHIP SO THEY
CAN GO OUT, ESTABLISH THEIR BUSINESS,
THEN EXPAND IT TO EMPLOY MORE PEOPLE.

GRAHAM GISBY

Headmaster, Casuarinas International College

“Obviously, good infrastructure is necessary but if it

does not go hand-in-hand with good teacher training,

it is like building the walls and roof of a house
without ensuring that the foundations are solid”

ANDREW CING

Headmaster, Newton College

“Our generation has a duty to
consider those that have yet to
come. Wealthy children brought up
in privilege often lack the capacity
to think out of the box. Our science
projects, for example, encourage
children to think through providing
solutions for those less fortunate

than themselves.”

PILAR DEZA
Founder, Casuarinas International
College

THERE IS INTEREST IN THE
ENGLISH LANGUAGE, BUT
THIS IS ALSO CONTINGENT
UPON ON THE RESOURCES
AT HAND. FOR EXAMPLE, FOR
MANY PEOPLE WITH A HIGH
LEVEL OF ENGLISH, IT IS
NOT BECAUSE OF THEIR
INSTRUCTION IN SCHOOL,
BUT THANKS TO TIME SPENT
IN PRIVATE LANGUAGE
INSTITUTES.

JEREMY PERRIN

Principal, Colegio Euroamericano

“Environmental awareness is
growing in all International
Baccalaureate schools
belonging to an association
of schools in South America
called the “ Latin America
Heads Conference.”
Teachers from these diverse
organizations discuss the latest
pedagogic issues regarding
teaching methodology.”

TERESA SALAS DE SERTZEN

Director, Colegio Euroamericano

The content on this page is taken from exclusive interviews. Read the full versions at thebusinessyear.com
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Peruvian cuisine is seeing a
major increase in popularity—
and is jumpstarting the tourism
industry in the process.

187 ——

Maria Soledad Acosta Torrelly,
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@ Peru’s tourism sector represents a
Director of Tourism Promotion in significant opportunity for a large
Promperti, on development number of international hotel
\%» — strategy. chains.
Tour ism & REtail
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The government has set a target of 5.1 million annual tourists by 2021, and
has set about creating numerous strategic partnerships to increase the
country’s presence around the world.

TOUCH

ike many of its
neighbors, in re-
cent years Peru has

seen the advantage
of developing its tourism in-
dustry; however, unlike many
of its neighbors Peru hosts
Machu Picchu, one of the
Wonders of the World. Long
one of the top destinations of
back backers because of the
world famous Inca Trail, the
country is now looking to de-
velop its tourism infrastruc-
ture to attract tourists with
a higher disposable income.
To do this, the government
is implementing a number of
initiatives to diversify the in-
coming tourist.

VISITORS

The country has set a target
of 5.1 million tourists by 2021,
something which is attain-
able as by the end 2015 the
country is expected to have
attracted 3.43 million visi-
tors according to the World
Travel & Tourism Council’s
(WTTC’s) Travel & Tourism
Economic Impact 2015, which
would represent a 5.6% rise
on the year before. According
to the latest statistics from the

Peru is focusing on new markets as it
seeks to move beyond its traditional reach.
Two countries that have shown massive
increases and look to be a potential solid
producer for the future are Korea and
China, with growth rates of 50.5% and
21.5% in 1Q2015.

Ministry of Foreign Trade and
Tourism (MINCETUR), the
number of arrivals in 1Q2015
rose by 8.3% compared to the
same period the year before to
867,503. Some of Peru’s main
source markets for tourists
also saw impressive increases
for the quarter, with visitors
from Mexico increasing by
17%, Colombia 14.2%, Ecua-
dor 9.4%, Argentina 9.6%, and
Brazil a rise by 6%. In total,
these five markets represent
22% of all tourists entering
the country. As the govern-
ment sets out to meet its goal
of 5.1 million annual visitors,
it has been actively setting up
strategic partnerships around
the world with this target in
mind. An intense promotion-
al campaign by MINCETUR
through Promperd and Pe-
ruvian Trade Offices Abroad
(OCEX) has specially target-
ed the consumer in various
countries around the world
in partnership with tour op-
erators and marketing chains.
MINCETUR has established
16 strategic partnerships re-
cently, most notably with tour
operators in the US, Brazil,
Colombia, Mexico, Canada,
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and Spain, among others. This sort of tactic has
already produced rewards with a 7.5% increase
in tourists from Spain in 1Q2015 compared to
1Q2014. This can, in part, be attributed to the
“Peru, Country of Hidden Treasures” campaign
launched in January 2015 with OCEX Madrid
focusing on the gastronomical offering of the
country. Peru is not solely focusing on tradi-
tional markets for tourists as it looks to diver-
sify its sources. Two countries that have shown
massive increases and look to be a potential
solid producer for the future is Korea and Chi-
na, with growth rates of 50.5% and 21.5% in
1Q2015, respectively. Peru’s participation in
Expo Korea 2015 in July will only further boost
these numbers as it increases its awareness
around the world. In China, Peru’s presence is
increasing due to a large delegation of Chinese
tour operators that recently visited the country.
This was ahead of the sectors Peru Travel Mart
2015, which was held in May 2015. The annu-
al event is a meeting place for tour operators
around the World and a perfect way for the
country to showcase and promote itself to new
markets.

Along with increasing visitor numbers, the
country is looking to develop its MICE segment.
A goal of many countries looking to develop
their tourism sector is to also bring in busi-
ness tourists and conventions. A recent study
by THR, a tourism consultant firm, found that
currently the country lacks the necessary in-
frastructure to hold a conference of more than
2,000 people. This makes Peru unsuitable for
large-scale conventions and meetings. How-
ever, after numerous interviews with indus-
try leaders, the study found Lima, Cusco, and
Arequipa were the most financially viable cities
to host convention centers. Now, THR and the
government are looking to develop an action
plan on how to move forward.

GDP

The economy’s current reliance on extracting
non-renewable materials is another reason the
government is looking to other sectors to help
diversify the economy. Tourists can be a prime
source of foreign currencies. In 2014, accord-
ing the Ministry of Foreign Trade and Tourism
$3.83 billion came into the country with tour-
ist, which equates to approximately just under
$1,200 per tourist. The sector is performing well
in terms of its contribution to GDP as well. In
2013, tourism made a direct contribution of

$6.72 billion under current prices to the GDP,
or 3.6% of the total. This figure is expected to
rise in 2015 by 4.9% to $7.06 billion, and then
continue rising by 6.2% per annum for the next
decade to $12.84 billion in 2025 or 4.2% of total
GDP according to WITC. In terms of both di-
rect and indirect contribution, in 2014 the to-
tal contribution stood at $17.86 or 9.7% of total
GDP. Arise 0f 4.5% is expected for 2015 to bring
the total contribution to $18.65 billion. A fore-
casted rise of 6.1% per annum is expected be-
tween 2015 and 2025 to reach $33.66 billion or
11.1% of total GDP. Compared to its neighbors,
Peru is behind its main competitors in Argen-
tina, Venezuela, and Chile, which ranked 23rd,
33rd, and 41st, respectively, while Peru ranked
43rd globally in terms of direct contribution to
GDP according to WTTC. However, it did rank
higher than its culturally closest competitor Ec-
uador, which ranked 83rd globally. In terms of
total contribution to GDP, Peru ranked slightly
lower at 47th, while Argentina Venezuela, Chile,
and Ecuador ranked 24th, 28th, 41st, and 82nd,
respectively.

: J Travel

SOURCE: WTTC

SAMMY NIEGO
President & CEO, Condor

We differentiate ourselves from other competitors

by mainly focusing on the global market. We cater to

all segments of inbound tourism, from conventional
tourism, such as, tourists coming to Peru to visit
cultural heritage sites, to a cruise division that
realizes large-scale holidays. People want a visual
experience, which we can provide whatever their
preference. We are present internationally, and

we are the only company in Peru that is expanding
operations to such an extent. There are few
companies operating regionally in the same way.*
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JOBS

A traditional area of strength for the tourism
sector has always been job creation and em-
ployment. In 2014, travel and tourism in Peru
helped to generate 374,500 direct jobs, which
represented 2.4% of total employment. This
is forecast to grow by 2.9% in 2015 to 385,000.
By 2025, an estimated 550,000 people will be
employed in the travel and tourism sector ac-
cording to the WITC. If you include both indi-
rect and direct job creation, then the numbers
are considerably more impressive. In 2014, 1.25
million jobs were linked to travel and tourism,
which represented 7.9% of total employment.
In 2015, this is expected to rise by 2.4% to 1.28
million jobs and by 2025 hit 1.78 million jobs or
9.2% of the total job market.

SIGHTS

If you ask anyone to name something about
Peru, then it is likely that two words will come
mind: Machu Picchu. Located at 2,430 meters
above sea level, the Incan citadel is high in the
Andes Mountains. The awe inspiring sights still
fascinates visitors long after Hiram Bingham re-
discovered the ruins in 1911. Machu Picchu was
built around 1450 and then abandoned only a
century later at the time of the Spanish Con-
quest. It was largely completely forgotten about,
apart from the local farmers who lived nearby.
Once it was rediscovered in 1911, people began
to flock to the ruins. In 1983 is was announced
as a UNESCO World Heritage Site and in 2007
was voted of the New Seven Wonders of the
World. Its architecture still puzzles archaeolo-
gists today, as the techniques used to shape the
rocks have been lost over time. The number of
visitors to the site was just shy of 1.2 million in

2013, something which worries the authorities
as they cause an increased threat to damag-
ing the site. In 2010, heavy rain and floods de-
stroyed a number of the roads leading to the site
increasing fears that irreversible damage could
occur. However, in order to prevent this, the au-
thorities are bringing in strict regulations on vis-
itor number to help reduce the risk. The number
of daily visitors has been reduced to 2,500, while
the amount of people allowed on the famous
Inca Trail, a four day hike to Machu Picchu, is
restricted to 500 people, of which 300 will be
porters and guides. Anyone wishing to use the
Trail must do so with a guide in a group of a
maximum of 20 people. The days of arriving in
Cusco and heading up to Machu Picchu on the
spur of the moment are over as the government
looks to safeguard the site and the surrounding
area for generations to come. Still, with the ruins
being so close to the city of Cusco, the old capi-
tal of the Incan Empire, they will remain popu-
lar for many years to come.

Another world famous site is the Nazca Lines
located in the south of the country. Another of
the country’s UNESCO World Heritage Sites, the
ancient geoglyphs have baffled archaeologists
for some time as to how they were created with
such precision. Between the towns of Nazca and
Palpa, there are hundreds of figures drawn into
the sand that can only truly be appreciated from
the sky. Thought to have been drawn between
500BC and 500AD, the lines include humming-
birds, spiders, fish, sharks, orcas, lizards, and
the famous monkeys. While the lines are only
shallow, usually around 10cm to 15cm deep,
in the ground, the almost complete lack of rain
and wind as well as a stable and dry climate, the
lines have been completely preserved natural-
ly. While there is a belief by some that the only
way to see the lines is from the sky, meaning the
people that drew them must have had help from
someone or something that could fly, the sur-
rounding foothills do provide a bird’s eye view
of the line of the majority of the drawings. The
area encompassing the Nazca Lines spans for
nearly 500sgkm. Some of the largest figures are
close to 270m long. The exciting thing about the
Nazca Lines is that new ones are still being dis-
covered. In 2011, a Japanese team from the Ya-
magata University found two new small figures,
one of which resembled a human head. In 2012,
the university announced that it would be cre-
ate a new research center at the site that would
work on the area and study them for the next 15
years. Since 2006, over 100 new geoglyphs have
been discovered. %

ALBERTO
PANIAGUA
Executive Director,
Profonanpe

Profonanpe, the Peruvian
Trust Fund for National
Parks and Protected
Areas, is a private
institution that has
supported protected
areas across the country
since 1992. Businesses
are already behind the
idea of protecting the
environment in Peru, but
we need to create the
facilities to develop new
technologies to reduce
emissions. The top priority
in Peru is to reduce
deforestation, and we have
around three reforestation
projects with a total
funding of $8 million

and over 20 successful
cases of carbon footprint
reduction programs.”

*Read the full interview at thebusinessyear.com



One of
Promperu's
major goals is
to promote Lima
as a destination
for international
meetings

Maria Soledad Acosta
Torrelly graduated from the
Faculty of Communication
Sciences, Tourism

and Psychology at the
Universidad San Martin

de Porres. From March
2010 to August 2014, she
served as Deputy Director
of Domestic Tourism
Promotion PROMPERU.
During her tenure, she
developed and executed
award-winning campaigns.
She was appointed Director
of Tourism Promotion of
Commission of Promotion
of Peru for the Export and
Tourism in August 2014.
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TBY talks to Maria Soledad Acosta Torrelly,
Director of Tourism Promotion in

Prompert, about development strategy, the
importance of domestic tourism, and the future

of the industry.

What role does PromPeru play
in promoting Peru international-
ly and domestically?

Our mandate is essentially
the promotion of our country,
both domestically and abroad.
In recent years, domestic tour-
ism has played an important
role for our country and an
increasing number of Peruvi-
an operators have turned their
attention to the domestic tour-
ist. In the past, it was much
less of an interesting market.
However, since infrastructure
and income has improved, so
has the capacity to sell holi-
days to Peruvians. We don’t
just promote, we also develop
strategies to boost competi-
tive destinations. On the other
hand, we are focused on the
diversification of Peruvian
destinations. In this sense, our
responsibility is not only to
promote traditional destina-
tions, but also to identify new
and less-known alternatives.
With regard to promotion
abroad, we are focused on the
Latin American market and
the US. The latter represents
16% of the market.

How important is tourism from
neighboring countries to your
strategy?

Over the past year we have
been working to increase in-
terest among our neighbors
Ecuador, Chile, and Bolivia.
We have more than 800,000
Chilean tourists crossing the
border annually. Most of them
visit Peru because of health,
commerce, and tourism. Gas-
tronomy is also becoming an
important attraction. Our ad-
vertising pool is focused on
the north of Chile and south-
ern Ecuador.

What are the biggest challeng-
es confronting Peru in terms of
tourism promotion?

The challenge is the diversifi-
cation of our offer. We are well
positioned with Cuzco and
Machu Picchu as the main cul-
tural attractions. We also have
nature, beaches and a varied
geography that allows for in-
teresting adventure tourism.
At the moment, we are focused
on eight regions. In the south,
Machu Picchu will always be
the star. But we are else pro-
moting aggressively Arequipa
and Puno. Arequipa with the
deepest canyons in the world,
is our second city, and aside
from international tourism,
attracts the greatest number
of domestic tourists after Ica.
This city is also gaining atten-
tion because it is going to host
five important international
events, placing it in the Inter-
national Congress and Con-
vention Association (ICCA)
ranking. In Puno, we have rural
tourism due to the lake and we
are hoping Tacna will become
a gastronomy hub.

What efforts have you been
making to promote domestic
tourism?

Three years ago we were eval-
uating possible strategies to
encourage Peruvians to take
their holidays locally and all
year round. We wanted to
make traveling a habit, and
years ago, Peruvians traveled
regularly and then the num-
bers decreased because of
internal problems. We want-
ed people to reengage with
traveling and make it easy
and stress-free. We started an
online campaign called “;Y
ti qué planes?” in 2012. To-
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day, the travel search-engine
that we created for “;Y td qué
planes?” is the second most
used among travelers after
Google in Peru. We worked
with operators in each region
to create accessible informa-
tion. We won an award from
the World Tourism Organiza-
tion for the campaign and do-
mestic travel in Peru grew 4%
last year.

What makes Lima a good desti-
nation for MICE tourism?

Lima is an international hub in
a privileged location. The cap-
ital city has great infrastruc-
ture and many international
brands are attracted to the city.
The cuisine is world class, and
the city’s political environ-
ment is generally stable. The
quality of services is respect-
ed and well known and infra-
structure and investments in
the city are increasing.

Could private investors play a
larger role in developing Peru's
tourism industry?

Yes, and not only in infra-
structure, but across the
board. Spain is one of the
most important investors in
Peru. The corporate sector is
growing and flight connec-
tions are increasing. Lima is
not the only destination at-
tracting investor interest, as
Tacna has done so, too.

What are your key goals for
20167

We want to attract four mil-
lion tourists to Peru. We have
to consolidate markets such
as US and Latin America, and
willincrease our work in these
strategic markets through
trade and campaigns. It is im-
portant to mention that there
has been an increase in com-
petition from regional states.
We have to stay attractive in
order to sustain growth at
the same pace. We will keep
working on innovative strat-
egies and new products in
relation to nature, adventure
and culture depending on the
demand of the different mar-
kets. %
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Few places in the world—let alone in South America—are as
iconic and dramatic as Machu Picchu. And little wonder, as

the complex sits a heady 2,400 meters above sea level and is
nestled between the Peruvian Andes and the Amazon basin.

The stones of the citadel fit
together so well that its cracks
are still impossible to penetrate

THOUGH THE INCANS completed con-
struction in the mid-15th century of “La Ci-
udadela,” (the Citadel), the cultural site has
only recently—within the last 100 years or
so—become a popular attraction. American
historian Hiram Bingham re-discovered the
site in 1911, and until then, the site was basi-
cally unknown and untouched.

Occupying over 32,500 hectares and about
80 km north-west of Cuzco, Machu Picchu
was abandoned just 100 years after its con-
struction as the Spanish were in the midst
of colonizing much of the region. Many an-
thropologists speculate, however, that the
Spanish never happened upon the site, as it
was spared the destruction that was evident

in many other areas and settlements nearby.

The Citadel is made up of close to 200
buildings and structures, featuring every-
thing from temples, houses and sanctu-
aries. It also provides a glimpse in to what
every-day life might have been like for its in-
habitants. Some historians believe that Ma-
chu Picchu was built at the peak of the Incan
Empire’s strength and ingenuity: according
to National Geographic, the Citadel was con-
structed out of cut stone—all made without
mortar—that fit together so well that its
cracks are still impossible to penetrate by
the blade of a knife. Visitors are also able to
view its sophisticated irrigation system, in-
tricate stonework and terraced fields.
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Undiscovered for hundreds
of years, the site today draws
visitors from around the world

The purpose of Machu Picchu o The surrounding mountainsides
remains a mystery: a sacred site B e s A N h harbor flora and fauna that are
or a royal estate ! IR i b4 specially adapted to the altitude
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Dramatic scenery only serves
to amplify the mysticism and
wonder of Machu Picchu

Machu Picchu’s original purpose is still
something historians and anthropologists
are trying to pinpoint. Some believe that the
site was actually an estate for Incan royals
and emperors; others maintain that Machu
Picchu served as a religious site due to its
proximity to the mountains and other geo-
graphical landmarks that Incans held sa-
cred. Though dozens of theories have been
hypothesized, all agree that it was of great
importance for the Incan people and a pin-
nacle of the Empire.

There is little wonder as to why Machu
Picchu was designated as one of the New
Seven Wonders of the World in 2007, as the
climate and topography make for stunning
pictures of the historical site. Its dramatic
scenery only serves to amplify the mysticism
and wonder surrounding Machu Picchu, and
will continue to attract visitors from around
the world in the years to come. %

Image: PromPerl

ALBERTO VALDE/

General Manager,
Perurail

Having a single railway line between Cusco and Machu Picchu is a
major challenge. The capacity of the trains is limited. We have to
increase the daily frequency of trains, and we will need to invest in
more areas to park trains. Concessions and PPPs for infrastructure
projects that were promoted by the government helped with the
development of the country. We are receiving capital that will help
the country grow efficiently with companies that have extensive
experience in different sectors.*

*Read the full interview at thebusinessyear.com
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JORGE MELERO

General Manager &
CEO, Intursa

ALFONSO J.

BRAZZINI
Chairman of the
Board, Inversiones La
Rioja

What is your position in the Pe-
ruvian market?

JORGE MELERO Intursa today,
with eight hotels, is one of the
largest chains in Peru in terms
of overall figures and sales. Our
eight-hotel chain is comprised
of three luxury brands includ-
ing the Luxury Collection, the
Westin Lima, and our own lo-
cal brand, Libertador. We have
over 1,090 rooms in total, and
are expecting to grow in Peru
and expand our footprint in the
region.

ALFONSO J. BRAZZINI During
the nation’s early years of tour-
ism, no international chains
were establishing a local pres-
ence. There was no long-term
financing available for foreign
companies and there were no
capital markets or bond trad-
ing. Therefore, in 2000 when
the economy was beginning to
rollover, there were no world-
class hotels. That is why we in-
vested a great amount of mon-
ey and we found a strategic
partner for financing, namely
ScotiaBank. ScotiaBank is an
expert in the industrial and
tourism sector. We received a
10-year loan, which was unusu-
al at that time, and our first ho-
tel was built in Lima with a total
of 300 rooms. Our competitors,
all local brands, except one,
had around 800 rooms all to-
gether, and by introducing 300
new rooms in the market we

[ Tourism & Retail }
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chain GAME

Peru’s tourism sector represents a
significant opportunity for a large number
of international hotel chains.

found ourselves in a price war.
We have succeeded in the mar-
ket today, and our hotel is very
successful and above with any
of the international brands. Al-
though they are newer, we have
ayear round occupancy of over
80%, which is very high.

Lima has become a destination
for business as well as diplo-
macy. What demands does that
place on its hotel infrastruc-
ture, and what opportunities
does this present for you?

JM Lima is an incredible city
with even more opportunities
for growth in terms of business,
conventions, and incentives in
this segment. The city is invest-
ing in a convention center set
to be completed within the first
half of this year. Throughout
Latin and South America, ur-
ban centers are improving their
connectivity with increasing in-
ternational flights from Europe
and the US. I forecast Lima
being one of the cities in the
region set to benefit the most
from investment in tourism.

Has Peru become an important
country for Marriott?

AJB Peru has become an im-
portant country, and we have
as many brands here as in San-
tiago. Many countries in South
America do not even have a
single Marriott brand hotel,
although many countries are
just starting to get there first
ones. Bolivia, and Colombia are
starting to welcome them, but
in Colombia they operate as a
franchises.

What are you expecting from
the future?

JM It all depends on the invest-
ment conditions and potential,
but I do see Peru opening up
in the business segment with
special events in 2016 such as
the Olympic committee meet-
ings at the Westin in 2017, and
Panamericanos in 2019. That
said, much depends on smart
and timely government in-
vestments. Peru’s political and
economic environment will be
positively impacted by the right
investment, because tourism
and the economic growth go
hand in hand.

AJB What we will see is a step
toward an increase in the rate
of our development. We is-
sued our first 30-year bonds.
The market received them very
well, and this new hotel is 100%
financed by these bonds. What
this particular hotel needs is
time for construction, and then
ramping up upon completion.
It will take five years at least
before you can really see how it
will do. Therefore, our bond for
thirty years is excellent, and we
will issue bonds again with our
next hotel project plan. Most
of the bonds are being bought
locally by insurance compa-
nies and pension funds. We
anticipate things getting better
in Peru, and to continue devel-
oping the hotel sector with the
support of the government. %
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How has BTH been transformed

since your tenure as director?
BTH is a family business that
I took over from my parents.
For the past eight years, I
have been working to devel-
op new hotel concepts that
distinguish the company in
the market. Before, BTH was
a traditional hotel that was
not particularly innovative.
Traveling in Europe exposed
me to different business
models, and inspired me to
bring this new concept to the
Peruvian hotel industry. In
Peru, the hotel industry is rig-
id and pragmatic, and has not
evolved significantly over the
years. Therefore, the industry
needs to understand that the
habits and needs of users are
constantly changing. Now-
adays technology enables
consumers to better keep up-
to-date on the latest trends
be they in fashion, cars, or
hotels. This means that con-
sumers are more demand-
ing. It became clear that we
needed to reinvent BTH as an
avant-garde establishment.
And now, after eight years of
work, we have developed a
hotel concept that has been
acknowledged both locally
and internationally.

What specific changes needed
to be made to the hotel once you
took over?

Our hotel had to be complete-
ly restructured, and we did

{ PERU 2015 ]
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TBY talks to Mario Figueroa, Director at

BTH, on the evolution of the company, the

role it plays in the hospitality sector, and the
importance of innovation and differentiation in

a crowded market.

not consider local architects
sufficiently innovative for the
task. Ultimately we settled on
a celebrated Peruvian-Span-
ish architect for our redesign.
The overall project has taken
almost 10 years to get to where
the hotel is today.

What role do you see for BTH in
Lima's hospitality sector?
There are two main types of
travelers in Peru: corporate
travelers and tourists. Tourists
come to Peru with their family,
spend days planning, and are
perpetually off to visit touris-
tic sites. On the other hand,
corporate travelers come for
work, and stay in Lima. Their
consumption habits are differ-
ent; they are generally single,
without children, and tend to
prefer a more businesslike en-
vironment, and naturally we
want them to feel at home. We
offer them a chic, elegant and
rewarding stay, where, for ex-
ample, our restaurant features
an open kitchen with 80% of
what is served being organic
in nature.

What led you to target high-end
business travelers?

Eight years ago, BTH was
called the Business Tower Ho-
tel. At that time, our hotel was
no different from many others
in the city. Yet having ana-
lyzed and identified consum-
er habits, it became apparent
that BTH was suited to a new

category of guest. We essen-
tially kept an eye on fresh de-
sign and offerings that would
appeal to both younger guests
and more seasoned business
visitors. Moreover, in order
to be able to cater to even the
most exacting of corporate
events, we equipped our es-
tablishment with six meeting
rooms. Additionally, the hotel
is located in central Lima, in
the San Borja district which is
becoming a key part of town.

What are the next steps in the
expansion of your brand?
Although we changed our
name from Business Tower
Hotel to BTH, our custom-
ers still know that we are a
business hotel because 80%
of our market remains corpo-
rate. Therefore, our success
depends on Peru’s economic
performance. And because we
have successfully grown our
business, as substantiated by
real numbers, there are con-
siderable expectations on the
part of investors. We are con-
fident in leveraging our brand
equity for expansion beyond
Lima, possibly even abroad as
we perfectly reflect the life of
the international executive.

What is your vision for 2016?
The elections are close now,
and as Peru sustains its
growth, so too will BTH. Inno-
vation will continue to under-
pin everything we do. %

BTH
is a fashionably

upscale hotel
for the business
traveler

Mario Figueroa studied
Strategic Planning at
Universidad San Ignacio
De Loyola, and Market
Research and Marketing

A & B. At the Universidad
Peruana De Ciencias
Aplicadas, he received

a Masters Degree in
Hospitality and Tourism.
In 2006, he was named
General Gerente of Hotel-
FIGTUR BTH SA and
became responsible for 130
employees. Since 2012, he
has been the Director of
BTH Hotel- FIGTUR SA.
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TRADITIONAL CUISINE FOCUS

Peruvian cuisine is seeing a major influx in popularity—and is
jumpstarting the tourism industry in the process—as the country looks to
attract visitors to more than its ancient ruins.

PERU’S TOURISM INDUSTRY has worked
for decades to promote the country’s image in-
ternationally as the top destination for those
travelers looking to see the heights of pre-Co-
lombian civilization in South America. For
most, travel to Peru conjures up images of his-
torical Andean ruins like Machu Picchu, or of
the traditional indigenous communities living
on the shores of Lake Titicaca. While these at-
tractions are indeed lucrative for the country,
one downside has traditionally been that most
travellers spend little, if any, time in Lima.
Considering that it has few points of historical
interest in its modest historical center in com-
parison to the rest of the country, the capital
city has invested time and money the last few
years as it looks to make a name for itself.

It appears to be working. Over the past de-
cade, Peru has experienced what the Economist
recently called a “gastronomic revolution”.
Capitalizing on the country's diverse ethnic
heritage and geographical variety, chefs, entre-
preneurs, and restaurateurs have turned Lima
into one of the world's top gastronomic desti-
nations, while simultaneously exporting Peru-
vian cuisine around the world. According to the
Economist, some 75,000 people now visit Lima
annually just to experience its cuisine, spend-
ing an average of $1,250 per person. More gen-

erally, restaurants have become an important
source of growth in the economy, making up
around 3% of GDP and growing at a rate of over
5% in 2014, according to the Instituto Nacional
de Estadistica e Informatica (INEI).

One of the biggest promoters of Peruvian
cuisine has been Gastén Acurio, a chef, restau-
ranteur, and TV presenter who famously re-
fused to follow in the footsteps of his politician
father and instead went to Paris to study cook-
ing at Le Cordon Bleu. He returned to Peru
and has since become one of the key develop-
ers of Novoandina cuisine. Acurio now has 44
restaurants in 12 countries and his company,
Acurio Restaurants, recently began working
with Abraaj Capital in order to accelerate its
expansion in London, Dubai, and other major
global cities.

TBY spoke with Irzio Pinasco, Acurio's busi-
ness partner and CEO of Acurio Restaurants,
about what makes Peruvian food so unique
and the factors that have contributed to its
phenomenal growth. Pinasco highlighted two
main elements: Peru's incredible biodiversity
and its diverse cultural heritage. As Pinasco
explained “We have about 85% of the world's
microclimates. [...] When the Spanish ar-
rived, they not only found gold and silver, but
a wealth of produce and amazing food [...].
The Spanish were followed by the Africans,
Chinese, Japanese, and the Italians, and this
mixture is what we call 500 years of perfect fu-
sion.” Indeed it is this fusion cuisine for which
Peru has gained its notoriety, with most dishes
combing elements of European, African, Asian,
and indigenous South American cuisine.

In the coming years, the rise of Peruvian food
looks set to continue. The American Culinary
Association named 2014 the Year of Peruvian
Cuisine, and according to many of the schools,
institutes, and universities interviewed by TBY,
many Peruvian students now view gastronomy
as a viable and lucrative career path. Lima has
responded in kind, as there has been a marked
increase in the number of culinary schools in
the city, topping out at 52. Many tertiary ed-
ucation institutions have also begun offering
courses and even degree programs in restau-
rant management, cooking, and gastronomy,
ensuring that this trend is more than just a
flash in the pan. %

e

IR/IO PINASCO
CEO, Acurio
Restaurants

The American Culinary Asso-
ciation named 2014 the Year
of Peruvian Cuisine. How do
you plan to capitalize on the
exposure that your cuisine is
receiving?

We have two missions. Our
primary driver is our belief that
gastronomy can have—and it
certainly has had—a strong pos-
itive social impact, because the
food industry is integrated with
so many other sectors of the
economy. So as restauranteurs,
we do not stop with the dining
experience itself. Rather, we
make sure that we contact the
local producers and fishermen,
and we put them in the right
place, because we would not be
who we are without the produc-
ers of traditional crops that are
integral to the dining experience.
We believe that it is part of our
job to help in the preservation of
these producers and products
and to promote them globally
and well as help ensure their
sustainability. Fine casual dining
is the arena in which we move.
There is ample room now for
fast casual as we call it. Itis
never fast food, we are always
going to be artisanal, we are
always going to have scenic
kitchens, but we may come up
with a concept where you order
and then we take it to the table.
These sorts of concepts are
developing with other cuisines
worldwide, and it is time to think
about Peruvian food doing this
as well.”
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VOX POPULI RETAIL EXPANSION

FRANCISCO DE LA
ROZA

General Manager,
Promart

eru is an emerging
market with consid-
erable opportunities.

DIY Market penetration was
almost the lowest in South
America just three years ago,
but has since grown. Three
years ago, we noted that
while Chile had 66 sqm of re-
tail space for every 1,000 ha-
bitants, while Peru had just
eight. We therefore perceived
considerable possibilities,
even though there were two
major players in the market,
to exploit undeveloped areas.
We are engaged in the estab-

MALL MADNE

Since the concept of modern retail was introduced
in the country just over two decades ago, the
sector has experienced promising growth rates
along witht the expanding middle class.

lished business of construc-
tion, maintenance and ho-
medecorations products. The
middle class is growing. Clearly
another prevailing market con-
dition is the low penetration.
This made the market attrac-
tive, as there was a lot of pos-
sibility to grow. There has been
a growth of the middle class of
Peru, which is where Intercorp
group focuses, as it grows really
strong and demands value and
better products. They are also
demanding better services, and
that’s where we are positioned—
to satisfy those needs.

YARINA LANDA DEL CASTILLO
CEO, Jockey Plaza

ue to the size of the
market, it is diffi-
cult for franchises to

bring in certain brands, as vol-
umes only merit limited stores
number. For a long time each
store—a local enterprise—
would sell a variety of interna-
tional brands. That started to
change about nine years ago
when we became more brand

odern retail, as it is

known now, started in

Peru in 1997 at Jock-
ey Plaza, a centrally controlled
scheme where all property is
rented. It is like many of the
malls you would find anywhere
around the world, and has been
running successfully for years.
In 2001, we opened Mega Plaza
to the north of Lima in an area
that many people thought little
of. In fact, most banks rejected
the project, with the exception
of Banco de Credito. However,
since opening it has become a
major success, and investors
have realized that there is mon-
ey to be made in this area, since
that time malls have opened
across the country. You can find
them in the small towns and in
the highlands; for example, in
Puno there is a mall at an al-
titude of 4,000m, and you can
even find malls in the jungle cit-
ies. And of course malls provide
jobs, and create an environment
of organized retail subject to
taxation and included within
the financial system and there-
fore, the broader economy. The
shopping industry has helped
considerably to bring order to
the economy.

selective, which led to the
introduction of the flagship
store concept; this marked a
retail sector turning point. At
the beginning, 80% of sales at
a mall like this would be gen-
erated by the anchors, with
just 20% derived from small
stores. Today, however, the
reverse is the case. Industry
research indicated that more

CARLOS NEUHAUS

Retail Consultant,
Ingenieria Corporativa

than 70% of our neighbors
were high-income popula-
tion, whereby location be-
comes a vital consideration.
Here we have a higher afflu-
ent demographic, whereby
assembling brands together
is a sound business strategy.
The average ticket price has
risen, and has been rising for
the past nine years.
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VICTOR HUGO
MONTALVO

Founder, Montalvo
Group

What is a major trend you
identify in the market with
how beauty companies do
business?

RODRIGO CONTRERAS The
markets in general are evolv-
ing. At the beginning we de-
termined that the direct selling
model would be better for low
income countries, and today
there are direct selling online
and through different com-
municational channels. We
opted for the direct sales route
because it is the best way to
empower women through re-
munerative activities and con-
tribute to economic and social
growth. Over the years, we saw
that the markets were much
more competitive, not just in
direct selling, but also in the
market as a whole. Today, with-
in the last seven years in Latin
America, the retail system has
grown exponentially, know we
are playing in a different com-
petitive environment, not just
in retail, but also because to
date Latin America is more ap-
pealing to investors around the
world as a result of the chang-
es in political and economic
environments. Lifestyles are
changing. Today, people spend
more time in their jobs or so-
cial settings, and lack the time
to shop around, and therefore
turn to electronic avenues. Di-

RODRIGO
CONTRERAS

General Director,
Belcorp Peru

rect selling is evolving with the
internet and with a consultant
or representative. The main
difference is that we have face-
to-face people that are going to
be in touch with you. That’s an
important difference in Latin
America, which prizes the hu-
man approach.

VICTOR HUGO MONTALVO
Around 50% of business in
the beauty sector in Peru is
informal, and we have been
successful for having dared
to be formal. The majority
of businesses in the beauty
sector pays no taxes, or do
not pay what they actually
owe in taxes. When you are
a formal business, you have
a better chance of becom-
ing a recognized brand. You
can also attract the best tal-
ent to your business because
you can fulfill obligations to
your employees that informal
businesses cannot. In recent
years, we have grown with the
backing of both international
brands and bank loans. These
are things that you cannot get
without being a formal busi-
ness. However, high taxes can
make it more challenging. For
an emerging country, it makes
things difficult. If taxes were
more reasonable, more people
would be willing and able to
formalize their businesses.

[ Tourism & Retail }
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THE BEAUTY INDUSTRY B2B

stron

FOUNDATIO

Peru’s beauty retail market has
experienced exponential growth over
the years, and has also been a vital
sector for socio-economic growth and
the development of human capital.

What is your approach to hu-
man to capital?

RC Our purpose, “Promoting
Beauty for Self-fulfillment” is
what makes this a company
a company made by people,
for people, and for the benefit
of the people. We try to make
peoples lives better and em-
power women in Latin Ameri-
ca for a better society. We also
have the Belcorp Foundation,
which has two programs, “Mu-
jeres Iluminando Mujeres”
(Women Iluminating Women)
and “Grandes Mujeres” (Great
Women). These two programs
are specifically focused on ed-
ucating women. The first one
provides scholarships for girls
in the best private schools to
promote capabilities and lead-
ership skills, while the latter is
focused on women that are of
professional age, to help them
grow personally, emotional-
ly, and economically. In alli-
ance with universities we give
them personal and profesional
skills to be able to be agents of
change in their lives, and en-
able them to start their own
businesses through the direct
selling business.

VHM For the country, for us,
and for any business, human
capital is extremely important,
which is why we have developed
centers for professional training
as part of our business. We train
1,100 students through our in-
stitutes, which is important for
us. Through the brands that we
work with, such as L'Oreal, we
have agreements for more than
6,000 hours per year of train-
ing in their laboratories. It has
specific areas in its technical
centers that are labeled “Mon-
talvo.” Apart from that, we have
a coaching team that works with
our employees to help them
achieve their personal goals and
improve their wellbeing. They
also provide support in terms of
service and sales, for example.
In emerging countries, there
can be a real lack of investment
for training people from low-in-
come backgrounds. There can
be a lack of educational culture
as well, which is something we
are looking to address. %



ALL THAT SPARKLES

The jewelry industry is enjoying a resurgence as innovation
rebounds, the market for precious stones strengthens, and Peru
capitalizes on its position in the region as a hub for the sector.

AT G&G, WE LOOKED

AT THE BIG-PICTURE,
NAMELY THE WORLD.
WE DID NOT SEE OUR
COMPETITION AS THE
NEXT STORE JEWELER IN
LIMA. OUR VISION WAS
THAT EVERY PERUVIAN
SHOULD BUY THEIR
PRODUCT IN PERU.NOT
IN MIAMI, NEW YORK,
PARIS, PANAMA, OR IN
DUTY FREE.

JACK GOMBEROFF
General Manager, G&G Joyeros

“Our consumers appreciate
innovation, and enjoy trying
out new trends. They also like
the details and particularities
that make collections special. I
travel the world to enrich my
experience and change my
perspective on new designs.”

ALDO NORIEGA
President, ALDO & Co.

“Our store has developed a strong connection with
local customers, who have consistently patronized
us since my grandfather opened the store. The
market is a different one. For this reason, we will
concentrate on markets where we are already
successful.”

HECTOR BANCHERO HERRERA

Owner, Casa Banchero

"ONE OF THE THINGS I AM MOST PROUD OF IS
THE SUCCESS DUE TO THE ARTISANS WHO HAVE
NOW BECOME INDEPENDENT BY CREATING
THEIR OWN MICROENTERPRISES. THEY ARE NOW
INDEPENDENT WORKERS WHO ARE SATISFIED
AND COMMITTED AT A BUSINESS LEVEL"

ILARTIA BIONDI DE CIABATTT
Owner and Designer, ILARIA

As three brothers running one business, we
decided to diversify, because the owner factor
in this business is rather important. If there is
one main store and two smaller ones, and the
owners are in the main store, the smaller ones
can expect to generate less business. However,
if you have three owners in three different
stores, you can develop three strong brands.
We are proving ourselves in three different

markets.

RAFAEL JIMENEZ DEL RIO

Co-Owner, Murguia Joyeria
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The human resources sector is

providing smart solutions to

increase labor market efficiency.
traveler.

202——

When in Peru: a selection of
the finest hotels from across the
country, to suit every business

204—-

Helpful hints and useful tips
to guide you through the nitty-
gritty of business ettiquette in
the country.

From the beginning of
the new millennium
through 2014, Peru
has achieved an
impressive cumulative
GDP growth of 116%
accompanied by a
cumulative inflation
during the same
period of just 52%—
the best rates of their
kind in Latin America.

Executive Guide

_—_ REVIEW DOING BUSINESS

EY

Building a better
working world

THIS

n monetary terms, poverty has been
reduced by half in recent years,
with more Peruvians living in better
conditions, with a brighter future.
Nowadays, Peru is a true economic miracle
nearly 20 years after the end of hyperinflation
and terrorism: these circumstances have given
way to the best possible conditions of stability,
respect, and promotion of investment in the
region, making Peru the fifth-largest economy
in South America—measured in purchasing
power parity—after Brazil, Argentina, Colom-
bia and Chile.

What to expect for Peru in the year 2025?

Today, Peru is considered one of the world’s
leading emerging markets, with a solid recent
history of economic stability based on an un-
interrupted average annual growth over the
past 15 years of 5.3% of its GDP, as well as a
people who are notable for their productiv-
ity and entrepreneurship. According to the
IIMF, Peru is part of the new wave of leading
emerging markets, and today has solid fun-
damentals, a framework of sensible policies,
and a prudent macroeconomic approach, all
of which enables it to enjoy sustained growth
and reduced vulnerability. This outlook gives
great expectations towards the country’s en-
vironment for doing business in 2025. In the
following chart, we present some of the goals
the country has to achieve over the period of
ten years.

|

BUSINESS ENVIRONMENT

Peru seeks to attract both domestic and foreign
investment in all sectors of the economy. To
achieve this, it has taken the necessary steps to

establish a consistent investment policy that
eliminates barriers that foreign investors may
face. As a result, Peru is considered a country
with one of the most open investment systems
in the world. According to Doing Business
2015, Peru ranks 35th out of 189 countries in
terms of ease of starting a company and doing
business, and ranks second in Latin America,
as corroborated by Forbes.

Peru has achieved significant progress in its
macroeconomic performance in recent years,
with very dynamic GDP growth rates, stable
currency exchange rates, and low inflation.
This dynamism has been driven by the promo-
tion and diversification of exports, the world
commodity prices, market policies beneficial
to investors, and aggressive free trade strat-
egies. Over the past decade, Peru’s GDP has
tripled as a result of the country’s economic
growth, moving increasingly towards a middle
and upper-middle income economy.

The development strategy of Peru is based
on an economy opened to the world and com-
petitive in its export offer. It has been a suc-
cessful strategy that has permitted the coun-
try to consolidate its foreign trade in goods
and services as an instrument for economic
development and the reduction of poverty.
International trade negotiations, which have
benefited from rigorous macroeconomic
management and consequent stability, have
allowed the Peruvian economy to gradually
tackle and reduce its external vulnerability in
times of crisis such as the current internation-
al situation. In recent years, Peru has negoti-
ated Free Trade Agreements (FTA) with large-
and medium-sized markets.
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There are different types of legal
entities which investors can use in
order to incorporate businesses in
Peru.

PERU'’S PRINCIPAL ECONOMIC
ACTIVITIES

The Peruvian economy reflects its varied ge-
ography. The abundance of resources is found
mainly in mineral deposits in the mountainous
regions, while its extensive maritime territory
has always yielded excellent fishing resources.
Despite the fluctuations of the world econo-
my, the administration has resisted pressures
for fiscal spending and has used the savings
generated by the high prices of commodities
between 2006 and 2008, investing from 2011
as of today in infrastructure and in social aid
programs, paying off part of the public debt,
and increasing assets.

In 2014, the non-traditional productive mar-
kets that registered the highest exports were the
agricultural (21.2%) and handcraft (61.9%) mar-
kets. With regards to the traditional products, the
most important were gold, copper, silver, lead,
tin, zinc, gas, petroleum oil, coffee, quinoa, and
fishmeal. In mining, according to the Mineral
Commodity Summaries Publication authored
by the US State Department, Peru ranked third
in the world in 2014 in the production of silver,
copper, tin and zinc, fourth in molybdenum and
lead, fifth in mercury, and sixth in gold, besides
having large deposits of iron ore, phosphates,
manganese, petroleum, and gas.

WHAT INVESTORS SHOULD KNOW
(LEGAL STRUCTURE, TAXES, AND
PROMOTION MECHANISMS)

There are different types of legal entities which
investors can use in order to incorporate busi-
nesses in Peru. The following are those most
commonly used by foreign investors:

Joint stock companies

A minimum of two shareholders is required.
Non-domiciled shareholders must appoint an
attorney-in-fact to sign off on the by-laws on
their behalf. Funds in local or foreign currency
for the initial capital contribution must be de-
posited in a local bank. There is no minimum
amount required by law, but financial institu-
tions generally require a minimum initial cap-
ital of approximately $330.

Closely held corporations

Closely held corporations resemble limited li-
ability companies and must have a minimum
of two and a maximum of 20 shareholders.
Shares cannot be registered in the Public Reg-
istry listed on the Stock Exchange.

Publicly held corporations

Publicly held corporations are intended ba-
sically for companies with a large number of
shareholders (more than 750) or for which
an Initial Public Offering has been made, or
which have debts that can be converted into
shares, or in which more than 35% of the cap-
ital stock belong to 175 or more shareholders.
They must be registered in the Public Registry
listed on the Stock Exchange.

PERU: FULL MEMBER COUNTRY OF THE OECD

Doing
Business
and forbes: Peru is
ranked within the ten
countries in the world
where it is easiest to
do business

Investment
grade AAA
risk free

Free
Trade
Arrangements
signed with all the
top 20 economies

Consolidation i B2t
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global reference on
the stock market

Average
annual growth
of the GDP per
capita of US$20,000
(measured in PPP):
fourth in Latin
America

Global |
Infrastructure
Elle} Boosted

Annual F’eru
exports isa

of US$ 150 country free
billion of the "middle-

income trap"

Elimination
of the Infrastructure
necessity of a gap closes
visa for the first 50 (today US$ 87
economies in the billion)
world

Consolidated
Attraction advantage in
of High energy costs on
Annual Direct aregional level
Foreign Investment, (utilization of gas,
constant and not hydric and wind
less than 6% of energy)
the GDP

General

telecommunications:
Indicator of road density
reflects the connectivity
of domestic markets
and dynamism of
commercial
activity

production,
consumption and
investment utilizing
the demographic
bonus: maintains
long-term
growth

World
leader in
the exploration
of fruit, vegetables,
some grains and
niche organic
products

progression
of indicators of
political stability,
corruption control and
judical independence:
absence of
violence




Building a better
working world

PREPARE YOURSELF FOR
A JOURNEY TO SUCCESS

We help entrepreneurs drive their growth
strategy to succeed in the Peruvian market.

A new perspective in Advisory, Assurance,
Tax and Transactions.

If you want to be a market leader, work with
one. Contact us:

» Paulo Pantigoso - Country Managing Partner
paulo.pantigoso@pe.ey.com

» Jorge Acosta - Advisory Leader
jorge.acosta@pe.ey.com

» Juan Paredes - Assurance Leader
juan.paredes@pe.ey.com

» David de la Torre - Tax Leader
david.de.la.torre@pe.ey.com

» Enrique Oliveros - Transactions & Corporate Finance Leader
enrique.oliveros@pe.ey.com

ey.com/pe / EYPeru m /company/ernstandyoung G @evreru  Youlllild) /EvPeru

/ EYPerulntegrate

Confidence | Innovation | Entrepreneurship | Sustainable growth
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CHANGES BROUGHT IN BY NEW RESOLUTION SMV 028-2014- SMV/01

TAXUNIT UIT (¥) NUEVOS SOLES (**) PRESENTATION REQUIRED PERIOD

Audited Financial Statements under PCGA 2014
10,000 - 15,000 38,500,000 - 57,750,000

Audited Financial Statements under IFRS 2015
£ 00010000 19,250,000 - 38,500,000 Audited Financial Statements under PCGA 2015
(Referential) Audited Financial Statements under IFRS 2016
20005000 11,550,000 - 19,250,000 Audited Financial Statements under PCGA 2016
’ ' (Referential) Audited Financial Statements under IFRS 2017

Limited liability companies

Limited liability companies may be estab-
lished with a minimum of two and a maxi-
mum of 20 partners. This type of company
does not issue shares. The incorporation
procedures are the same as those for all other
corporations. Its capital is divided into own-
ership interests, which are accumulative and
indivisible.

Branches

A parent company agreement is required to
incorporate a branch in Peru, and must be cer-
tified by the Peruvian Consulate in the country
of the home office and authenticated by the
Peruvian Ministry of Foreign Affairs (MRE)
where applicable, or otherwise have it stamped
with the Apostille (Convention of The Hague)
in the country of origin before it is put into the
form of a notarially recorded instrument and
registered in the Public Records Office of this
country. A Certificate of Good Standing from
the parent company is also required.

1. INVESTMENT PROMOTION
CONDITIONS

Peru has adopted a legal framework for invest-
ments that requires no previous authorization
for foreign investment. In this regard, foreign
investments are allowed without restrictions
in the large majority of economic activities,
and can be freely made in either US dollars
or local currency, without heavy foreign ex-
change controls. Foreign investors may remit
abroad the net profits (without any restric-
tion whatsoever) from their registered invest-
ments, as well as transferring their shares,
ownership interests, or participatory rights,
perform capital reductions, and dissolve or
wind-up their companies.

The Peruvian government guarantees le-
gal stability to national and foreign inves-
tors with regard to the legislation governing
income tax and specifically, distribution of

dividends. Foreign investors with the right to
obtain legal and tax stability are those willing
to invest in Peru for a period of no less than
two years and for a minimum amount of $10
million in the Mining and/or Hydrocarbons
sectors, or $5 million in any other economic
activity.

2. TAXES

In Peru, the main taxes are levied on income,
production and consumption, the circulation
of money and equity. The corporate income
for domiciled companies are subject to a tax
rate of 30% (2014 period), 28% (periods 2015
and 2016), 27% (periods 2017 and 2018) and
26% for 2019 onwards) and the dividends dis-
tributed by companies incorporated or estab-
lished in Peru are taxed at 4.1% (2014), 6.8%
(2015-2016), 8% (2017-2018), and 9.3% (2019
and beyond).

3. ACCOUNTING STANDARDS

The Peruvian Business Corporation Act (LGS)
establishes that the financial statements of
companies incorporated in Peru must follow
the general accounting principles accepted in
Peru and other applicable legal provisions. In
2011, the Peruvian Congress approved a law
whereby all companies included in the Busi-
ness Corporations Act and whose assets or
revenues exceed the 3,000 Tax Units (UITs)
(approximately $4 million) are obliged to sub-
mit their audited financial statements to the
SMV. This entity has published a schedule for
the implementation of this law, based on the
size of the companies.

4. AUDITING REQUIREMENTS

At present, companies whose assets or annual
revenues exceed 10,000 UIT (approximately
$12 million) must submit their audited finan-
cial statements of 2015, prepared with the
IFRS approved by the International Account-
ing Standards Board (IASB). %

The content of this article
is intended to provide
a general guide to the
subject matter. Specialist
advice should be sought
about your specific
circumstances.

TBY would like to thank
Ernst & Young for
compiling this analysis.

EY

Building a better
working world
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ATTRACTING TALENT FORUM

LABOR POWER

Human resources firms are expanding in Peru. Through honing homegrown talent and
meeting the demands of industry for highly skilled professionals, the human resources sector is
providing smart solutions to increase labor market efficiency.

MARCO NICOLI
MENDEL

General Manager,
ManpowerGroup

t ManpowerGroup, we get the
difficult assignments. Usually a

company tries to solve a problem
by itself, and finds it too difficult. At that
point they turn to our pedigree in handling
demanding and complicated assignments.
Our regional operations are in constant
cooperation, including our operations
in Argentina and Brazil. We try and help
companies find talent, but sometimes it
simply does not exist. We take a long-term
approach, and promote viable career train-
ing at university level. It is not an easy issue
to address because it takes time, but it is a
matter of urgency. Yet we try to anticipate
future problems, and try to solve them to-
day. Technicians and engineers are going
to be an issue in the future, and already
there is a shortage in some fields. Mean-
while, there are not enough people study-
ing and training to fill these positions.

CARLOS SAN

ROMAN ORAMS

Country Manager,
Adecco

hroughout the early and mid
2000s the government tight-

ened restrictions on temporary
staffing providers in Peru, so we changed
our business model to one focusing more
heavily on providing outsourcing services.
Also, because of the new regulations, a lot
of smaller temporary staffing companies
-- many of which were informal-- went out
of business, giving us the opportunity to
grow. Just to give you some figures, up until
2007, about 70% or 80% of our revenue was
generated through temporary staffing, and
20% in other services including outsourc-
ing. Now, it’s the other way around. Just
20% of our revenue comes from temporary
staffing. We have worked to develop specif-
ic knowledge of commercial areas that are
relevant to our clients. Many other staffing
companies simply move people from one
area to another regardless of their qualifi-
cations. That is a huge mistake. People have
to know what the client wants.

GUILLERMO
WINTER MICKMAN

Managing Director,
Head Hunters Peru

anagers must adapt to turning a
m profit with less resources by mak-

ing a company more competitive.
Now it is increasingly important to be more
efficient in the administration of an orga-
nization, and to think beyond the norm.
For example, while most people complain
when the economy stops growing, a good
manager will tend to see the opportunities
for greater efficiently. For example, last year
in our business, a lot more competitors or
players entered the market, and now, as
the economy has slowed, they are seeking
assistance. Yet if you change your business
model to adapt to this new economy, you
can improve your game. The market in
Peru is not large, which only compounds
the search for the right staff. Normally, we
are generalists by practice and not focused
on any one sector. In Peru it is common
to see a company start out catering to the
mining sector, but subsequently branching
out into other fields. Essentially, we try to
get the right fit between companies and po-
tential staff.



202 THEBUSINESSYEAR — [PERU 2015]

WHERE TO STAY

LIMA

@ Hilton Lima Gloria
Avenida La Paz 1099, Lima 18
T +511 200 8000
www.hiltonhotels.com

Rooms Rooms are designed
with comfort and convenience
in mind; providing a place to
unwind or to catch up on work.
Guest Services: Fitness room,
pool, room service, safety
deposit box, business center,
meeting rooms, baggage
storage, concierge desk,
laundry/valet service Dining:
Lobby Café, Room Service,
Social Restaurant and Bar.

@ BTH Hotel | Boutique
Concept

Av. Guardia Civil 727, Cérpac,

Lima 41

T+511 319 5300

www.bth.pe

Rooms 131 rooms (Conceptual
and Lofts) Guest Services High
Speed Wi-Fi 18 MB, Boutique
BTH, Tone-Up Fitness, The Beard
barber shop (hair salon), hot tub,
breakfast buffet. Dining Quimera
Restaurant and MadBar.

@ QP Hotel Lima

Av. Jorge Chavez 206, Miraflores
T+511 3192929
www.gphotels.com

Rooms 45 rooms Guest
Services Fitness Center,
parking, swimming pool, Jacuzzi,
business center, high speed Wi-
Fi. Dining 828 Restaurant.

@ Casa Andina Private
Collection Miraflores
Av. La Paz 463, Miraflores
T+511 213 4300
www.casa-andina.com

Rooms 148 modern rooms and
Suites Guest Services Fitness
Center, sauna, swimming pool,
event rooms, corporate facilities,
internet center, Wi-Fi available,
ATM, parking and valet parking
Dining Restaurant Alma and
Sama, The Travelers Café.

@ Palmetto Hoteles
Business

T +511 225 3898

www.palmettohoteles.com

Rooms 42 guest rooms Guest
Services High speed Wi-Fi,

Business Center, parking and
valet parking, laundry service
Dining Restaurant D'Gust.

@ Westin Hotels & Resorts
Calle Las Begonias 450, San
Isidro Lima 27

T +511 201 5000
www.starwoodhotels.com

Rooms 301 spacious guest
rooms and suites. Guest
Services Heated indoor pool,
business center, Heavenly Spa
by Westin, concierge desk,
Westin executive club lounge,
Westin Workout Fitness Studio.
Dining Insitu Bar, Lobby
Lounge, Maras, Market 770.

@ JW Marriott Lima
Malecon De La Reserva 615,
Miraflores, Lima 18
T+511217 7000
www.marriott.com

Rooms 288 rooms, 12 suites
Guest Services Full-service
spa, fitness center, pool, meeting
event space, concierge desk,
laundry, room service, safe
deposit boxes, dry-cleaning,
turndown service Dining La
Vista Restaurant and JW Sushi
Ceviche Lounge.



CUSCO

@ Inkaterra La Casona
Plaza Las Nazarenas 113
T +511 610 0400
www.inkaterra.com

Rooms 11 Suites. Guest
Services Yacu Therapy Room,
Laundry service, Wi-Fi, Table
buffet breakfast. Dining A

la carte Lunch and Dinner,
Lunchbox, Bar.

AREQUIPA

@ QP Hotel Arequipa
Calle Villalba 305

T +51 5 461 2000
www.qphotels.com

Rooms 19 rooms Guest
Services High speed Wi-Fi,
business center, laundry,
phone service, early check in,
late check out. Dining 828
Restaurant.

@ Casa Andina Private
Collection Arequipa

Calle Ugarte 403

T +51 5 422 6907

www.casa-andina.com

Rooms 58 room 40 rooms, 2
Senior Suites, and 1 Imperial
Suite. Guest Services ATM,
coffee kit, internet center, buffet
breakfast, high speed Wi-Fi,
massage dry sauna. Dining Alma
Restaurante and Bar.

TRUJILLO

@ Casa Andina Private
Collection Arequipa

Av. El Golf 591, Urbanizacién Las

Flores del Golf ITI

T +51 4 448 0760

www.casa-andina.com

Rooms 147 fully equipped rooms
Guest Services Fitness center,
pool, sauna, concierge, buffet
breakfast, high-speed Wi-Fi.
Dining Alma Restaurante and Bar.

{ Executive Guide }

@ aP Hotel Trujillo

Av. Guillermo Ganozza Vargas 682
T+511 319 2929
www.qphotels.com

Rooms 43 rooms Guest
Services Fitness Center, parking,
swimming pool, Jacuzzi, business
center, high speed Wi-Fi.

gp HOTELS

Lima | Arequipa |
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Trujillo

o 8

Reservas| (511) 319-2900
www.gphotels.com



http://www.qphotels.com/

204 THEBUSINESSYEAR

{ PERU 2015 ]

AELPFUL HINTS

Most taxis don't use meters in Peru.
Make sure to negotiate the price

in advance. Most trips within Lima
should cost around 15-20 soles.

=

Although the local currency
soles are ubiquitous, US dollars
are widely accepted in many
larger establishments and can be
obtained from most ATMs.

Two women or members of the
opposite sex usually greet each
other with a single kiss on the
cheek (not two as in Europe), even
in business meetings.

Although Lima's tap water is
treated, most locals drink bottled
water to avoid any issues with
pollution.

B id

<<<LLLL

passport

A government issued ID is
required to enter most offices.
Make sure to carry it with you
when going to meetings!

Lima’s drivers have a reputation
for being assertive in dealing with
the city’s chaotic traffic. Look
twice before crossing the street.

Business relations in Peru are
fairly casual. Expect to be greeted
in meetings with “¢Que tal?”
(Spanish for “What's up?").

Peru has both European and North

American-style electrical outlets,
yet only uses 220-volt power. Be
careful before plugging in North
American appliances!

10 C

Seat belts should be worn at all
times for safety and to avoid fines.
Buckle up.

G

Tipping is common, with 10%
being the norm in restaurants.
Smaller tasks merit a few soles
depending on the service.

Many regions of the country have
their own beer industry. Make
sure to ask when on trips outside
the capital.

Most people in the business world
in Peru take their holidays from
mid-December through the end

of January and in mid-July to
coincide with school holidays.



l|invertir

Your best partner to invest in Peru.

Private Public Partnerships

Corporate Communication & Public Affairs
Market & Political Research

Corporate Social Responsibility

AV. CANAVAL Y MOREYRA 380, TORRE SIGLO XXI OF. 401 SAN ISIDRO* LIMA - PERU* TEL: (511) 221 8181
www.invertir.pe


http://invertir.pe/

Callao Port

www.fcc.es
www.fccco.es

oppoﬂunﬂ

FPRE

In FCC Construccién we work for people like Rosario. P
With expertise accrued over 100 years, FCC Construccion is the Infrastructure branch of the FCC Gm '
a company with an international benchmark in environmental, water and construction services. Our activities "YU
cover all scopes of engineering and the construction of civil works and buildings. FCC has been operating in b
Peru for three years where it is executing works such as the Mansiche Sports Complex in Trujillo, the Lima :
Metro and Callao Port;one of the largest ports in South America. The participation of FCC Construccion in the

port's expansion and modernisation aims to create a maritime dock, capable of boosting foreign trade. For
this, FCC Construccion will increase its docking and storage capacity.



http://www.tcc.es/tcc/



