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ABSTRACT 

EXTERNAL DEBT IN THE PERUVIAN ECONOMY: 1972-1978 

MARIANA OLAECHEA 

This thesis examines the public and publicly guaranteed medium- 

and long-term external debt situation of the Peruvian economy during 

the period 1972-1978. Two studies that aim at predicting potential 

debt servicing problems in a particular country-year, examined in 

this study, are applied to the Peruvian economy for the period 

following the debt reschedulings undertaken in 1968 and 1969. 

The results obtained from applying both econometric debt early 

warning systems to the Peruvian case show that, as expected, both 

systems overestimated the number and likelihood of actual formal 

reschedulings for the Peruvian economy; the debt rescheduling, in 

fact, took place in 1978. The faulty predictions were chiefly 

accounted for by the deficiencies of the debt service ratio as an 

indicator of possible debt servicing problems and by the balance 

of payments financing, which essentially, is not accounted for in 

both systems. 
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Chapter I 

Introduction 

During the first half of the 1970's, many non-oil-exporting less 

developed countries (LDCs), including Peru, have enjoyed an unprece¬ 

dented access to the international capital markets as well as a sharp 

increase in these countries' public and publicly guaranteed medium- 

and long-term external indebtedness outstanding and disbursed. How¬ 

ever, some countries that borrowed heavily from private banks, includ¬ 

ing Peru, experienced debt servicing difficulties during the second 

half of the 1970's. 

Between 1976 and 1978, Peru suffered a severe liquidity squeeze, 

which by 1978, led it to undertake a major renegotiation of its medi¬ 

um- and long-term external public debt with its principal official 

and private creditors. 

This thesis will study the public and publicly guaranteed medium- 

and long-term external debt situation of the Peruvian economy between 

1972 and 1978. Two important studies designed to measure and fore¬ 

cast the capacity of a specific borrowing country to service its ex¬ 

ternal debt in the short run will be applied to the Peruvian case. 

This thesis will concentrate on the analysis and evaluation of the 

results obtained from these models. 

This study is divided into two parts. Chapter II provides the 

framework for the analysis of the public and publicly guaranteed 

medium- and long-term external debt situation of the Peruvian econo¬ 

my. Chapter III is devoted to the study of the Peruvian case during 



the period 1972-1978. Finally, the conclusions are presented in 

Chapter IV. 



Chapter II 

Some Aspects of the Developing-Country Borrowing and the Debt 

Servicing Capacity of These Countries 

This chapter provides the framework for the study of the public 

and publicly guaranteed medium- and long-term external debt situation 

of the Peruvian economy during the period 1972-1978. This chapter 

deals with the medium- and long-term loans (i.e., with a maturity of 

more than a year) provided by external sources' to entities within the 

borrowing countries. The amounts drawn by the borrower on the medium- 

and long-term loan commitments, which are outstanding for repayment 

constitute its medium- and long-term external debt outstanding and 

disbursed of the country'*' (henceforth referred to as external debt) ; 

this debt data are recorded in the World Bank Debtor Reporting System 

(The World Debt Tables). This total external debt can be divided 

into private non-guaranteed and public and publicly guaranteed. The 

private non-guaranteed external debt includes the loans received by 

private borrowers which do not carry the guarantee for repayment 

from the borrowing country's government; the public and publicly 

guaranteed includes the loans received by public entities of the 

borrowing country and by private entities that are guaranteed for 

repayment by the government of the borrowing country. This study 

concentrates on the external public and publicly guaranteed debt; 

henceforth, it is referred to as external public debt. This latter 

debt is due to both official and private creditors, so that, follow¬ 

ing the World Bank classification, the sources of external finance 
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that provide medium- and long-term loans to these countries (hence- 

2 
forth referred to as loans) comprise official and private sources. 

This chapter is divided into two sections. The first section 

examines the major trends in developing-country borrowing and the 

principal official and private sources of external finance that pro¬ 

vide loans to these countries. The second section concentrates on 

the study of the debt servicing capacity of these countries, particu¬ 

larly, on two studies that aim at predicting potential debt servic¬ 

ing problems in a particular LDC. 
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Major Trends in Developing-Country Borrowing and the Principal Sources 

of External Finance of These Countries 

First, an overview of the major trends in the non-nil-exporting 

developing-country borrowing during the period of 1967-1975 is pro¬ 

vided. It is followed by an examination of the most important offic¬ 

ial and private sources of external finance of these countries. 

During the early 1970's, there have been major shocks to the 

world economy as well as a good access of many middle income non-oil¬ 

exporting LDCs to the international capital markets. The most im¬ 

portant shocks have been the OPEC oil price increase during 1973- 

1974, the subsequent recession in the industrialized countries and 

the world inflation. These events brought about an unprecedented 

rise in the external public debt of the non-oil-exporting LDCs and 

in addition, substantial borrowing from the International Monetary 

Fund (IMF), especially from the Oil Facility. 

The external public debt of the non-oil-exporting LDCs almost 

doubled in only three years (from year-end 1972 to year-end 1975) 

and It more than tripled between 1967 and 1975. The external public 

borrowing of this group of LDCs from official sources approximately 

doubled between 1967 and 1973 and it tripled between 1967 and 1975. 

Borrowing from private sources increased much more rapidly, more 

than fourfold between 1967 and 1975 and the funds provided by finan¬ 

cial markets (which principally comprise private banks), had an 

eightfold increase during these years (See Table 2.1). As a con¬ 

sequence, the share of the total external public debt of these 
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Table 2,1 

Non-Oil-Exporting LDCs; External Public Debt 
Outstanding and Disbursed by Type of Creditor; 

1967-1975 
(year-end, in billions of US dollars) 

1967 1972 1973 1974 1975 

TOTAL OFFICIAL AND PRIVATE 26.3 49.7 62.9 77.3 90.5 

OFFICIAL TOTAL 18.5 33.4 42.0 49.6 56.2 

Bilateral 14.1 24.6 31.8 37.1 40.8 

Multilateral organizations 4.4 8.8 10.2 12.5 15.4 

PRIVATE TOTAL 7.8 16.2 20.9 27.7 34.3 

Suppliers and other 4.6 7.0 7.3 8.2 8.6 

Financial markets 3.2 9.2 13.6 19.4 25.6 

1967-1972: Source: I. Friedman, "The Emerging Role of Private Banks 
in the Developing World," Table Four p. 89. 

1973-1975: Source: World Bank "World Debt Tables," EC-167/80 
(November 15, 1980). Totals not add due to rounding. 



7 

countries accounted for by private creditors steadily increased from 

29% in 1967 to 38% in 1975 and the portion accounted for by financial 

markets increased from 12% in 1967 to 28% in 1975. 

During the 1960's, suppliers' credits were the major component 

of the private-source debt of the non-oil-exporting LDCs; since 1972, 

private bank credit became more significant to these countries. 

Between 1972 and 1975, private commercial banks became an in¬ 

creasingly important source of external finance of many non-oil ex¬ 

porting LDCs, particularly those with higher incomes, such as Korea, 

Brazil, and Peru; it greatly reflected their role in "recycling" the 

petrodollars (oil surpluses). However, during the second half of 

the 1970's, some of the countries that had borrowed heavily from 

private banks, including Peru, Zaire, and Jamaica, experienced debt 

servicing difficulties. These countries undertook a rescheduling 

of their external public debt with their principal official and 

private creditors as in the case of Peru and Zaire, or only with 

private banks as in the case of Jamaica. The following paragraphs 

examine the most important official and private sources that provide 

external finance to these countries. 

The official finance is provided by both bilateral and multi¬ 

lateral institutions. These loans are usually concessional with 

longer maturities and lower interest rates than those provided by 

private sources of external finance; in addition, these credits are 

linked directly to investment projects or imports of goods (particu¬ 

larly of consumption goods) by the borrowing entity. We will now 
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discuss the bilateral and multilateral institutions separately. 

The bilateral institutions that provide external finance princi 

pally include the national institutions of the industrialized market 

economies and of the centrally-planned economies (socialist coun¬ 

tries) 

The industrialized countries which are members of the Develop¬ 

ment Assistance Committee (DAC) of the Organization for Economic 

4 
Cooperation and Development provide official loans through their 

official agencies and/or governments. Many official agencies of the 

DAC countries are designed mainly to stimulate the exports of their 

countries through export credits to the foreign purchasers (which 

generally have longer maturities or lower interest rates than those 

offered by the private sources of their countries); in addition, 

many of these agencies insure the credits provided by the suppliers 

and/or private banks of their corresponding countries. Additionally 

there are also official agencies and/or ministries in the DAC coun¬ 

tries which provide loans with very soft terms (i.e., low interest 

rates which are below the market rates, long grace periods and long 

maturity periods). These credits constitute a part of the flow of 

the financial resources provided as Official Development Assistance 

by these countries.^ The most important among these institutions 

are the International Development Agency of USA, the Kreditanstalt 

fur Wiederaufbau of Federal Germany, and the Overseas Economic Co¬ 

operation Fund of Japan. The latter two agencies also provide 

"commodity aid" or "commodity loans," which finance exports of basic 

products to the borrowing country. 
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The centrally-planned economies also provide official loans on 

soft terms. The loans provided by China generally do not bear inter¬ 

est. The other countries in this group usually provide these credits 

within the framework of a bilateral agreement, by which the host 

country provides raw materials and the donor, capital goods. The 

multilateral institutions that provide external finance comprise 

multilateral development banks, which provide financial resources 

and technical assistance to their member countries. The most impor¬ 

tant are the World Bank Group, the regional development banks and 

the subregional development banks. 

The World Bank Group is composed of three institutions: the 

World Bank (International Bank for Reconstruction and Development), 

the International Development Association (IDA), and the Internation¬ 

al Finance Corporation (IFC). The World Bank was established by the 

end of the second World War; it was the first international bank 

that was created. The IFC was established in 1956 and the IDA, in 

1960; both entities concentrate their activities in their member 

countries which have the lower incomes. There are three regional 

development banks: the Inter-American Development Bank, the Asian 

Development Bank, and the African Development Bank. Finally, the 

Andean Corporation of Development and the Caribbean Development Bank 

are the most important among the subregional development banks. 

The multilateral organizations provide loans to finance invest¬ 

ments of the borrowing countries.^ These loans generally have soft 

terms (i.e., low interest rates which are usually below the market 
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rates, long grace periods and long maturity periods) and in particu¬ 

lar, the credits provided by the IDA have very soft terms. The 

credits provided by these institutions are usually of two types. 

First, they can provide loans to the development banks of the bor¬ 

rowing countries, which in turn, use the funds to provide loans to 

small and medium enterprises of their corresponding countries. 

Second, these multilateral institutions provide direct financing for 

investment projects in such sectors as manufacturing, agriculture, 

energy, transportation, education, and health. Before providing the 

funds, these institutions usually evaluate the investment project, 

and later on, they supervise its implementation; moreover, the terms 

of the loan are generally determined according to the specific char- 

acterisitics of the project that will be financed.^ Additionally, 

an investment project may be co-financed by the World Bank and the 

IDA and also, by either of these institutions with another source of 

external finance, such as an official agency or a private bank. 

Finally, it should be noted that some of the multilateral insti¬ 

tutions also extend loans that provide the foreign exchange that a 

country needs to finance imports of specific goods (such as spare 

parts). The principal organizations that provide these credits are 

the World Bank (the so-called "Program Loans") and the Inter-American 

Development Bank. We will now concentrate on the private sources. 

The private sources provide external finance on commercial 

terms. Suppliers' credits and bank loans make up the bulk of pri¬ 

vate financing. 
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The suppliers* credits include the loans provided by the ex¬ 

porters of goods of DAC countries, centrally-planned economies and 

of other LDCs. The loans provided by the exporters of non-centrally 

planned economies usually have export-insurance in their correspond¬ 

ing country; it may be provided by an official agency or by a bank 

of the creditor country. 

As we have seen, private commercial banks become a major source 

of external finance of many non-oil-exporting LDCs during the early 

g 
1970's. Many banks and bank syndicates operating in the Eurocur- 

9 
rency market provided loans in substantial amounts to many of these 

countries (particularly those with the higher incomes) during these 

years. 

The principal currency in the Eurocurrency market is the Euro¬ 

dollar.^ xt appeared by the late 1950*s when non-residents of USA 

made deposits, denominated in US dollars in banks located in London. 

The 1960's brought the first Eurobanks, US banks located in London 

which accepted deposits denominated in US dollars from non-residents 

of USA and used these funds to provide overseas loans. Afterwards 

many other European and Japanese banks have entered in the Euro¬ 

currency market. A good portion of the oil money that appeared since 

the end of 1973 was deposited in the private banks of the Eurocur¬ 

rency market, which "recycled" these funds to deficit countries, 

particularly including middle-income non-oil-exporting LDCs. How¬ 

ever, some heavy borrowers from private banks, experienced debt 
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servicing difficulties during the second half of the 1970’s.. 

Many private banks, particularly the banks and bank syndicates 

operating in the Eurocurrency market provide loans with a variable 

interest rate.^ The base interest rate is generally the six-month 

LIBOR and the value of the specific spread of each loan, which de¬ 

pends chiefly upon the risk involved in providing such credit, as 

assessed by the lending institution (i.e., higher spreads are associ¬ 

ated with higher risks). The evaluation of the country risk (i.e., 

credit-worthiness evaluation), particularly in the case of loans 

provided by private banks of the Eurocurrency market, usually takes 

into account the external and internal factors related to the bor- 

12 
rowing country. In addition, these banks usually determine the 

maximum gross exposure (i.e., loans outstanding) that they deem as 

adequate in a specific country, which is generally referred to as 

the "country limit." Finally, it is important to note that the 

loans provided by the bank syndicates operating in the Eurocurrency 

market usually have two fees: the fee of the agent bank of the 

14 
syndicate and the participation (negotiation or financing) fee. 
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Debt Servicing Capacity of the Borrowing Countries: Two Approaches 

Aim at Predicting Potential Debt Servicing Problems 

In a Particular LDC 

The unprecedented growth of the developing countries' external 

public debt, the substantial loans provided by private banks, as well 

as the debt servicing difficulties experienced by some borrowing 

countries have brought about an increasing interest in predicting 

potential debt servicing difficulties that the borrowing countries 

can experience in the short run. This issue is also relevant for 

the borrowing countries themselves. 

The principal approaches that aim at predicting possible debt 

servicing problems (i.e., a default or a formal rescheduling) for a 

particular LDC in a given year essentially consist in the determi¬ 

nation of composite indices of its debt servicing capacity by attach¬ 

ing weights to several specific indicators referring to the borrow¬ 

ing country itself. The weights attached to each indicator may be 

determined in advance according to subjective judgements or by 

applying statistical techniques to data for a sample of borrowing 

countries.^ The first approach is sometimes used in the credit- 

worthiness assessment systems of some private banks and is utilized 

16 
to rank these borrowing countries. On the other hand, the two 

econometric debt early warning systems described in this study, 

i.e., the Frank-Cline discriminant function (1971) and the Feder- 

Just logit analysis (1977) are examples of the second approach.^ 
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The Frank-Cline discriminant function and the Feder-Just logit 

analysis provide single-equation functions of the economic indicators 

(variables) considered relevant for the default or rescheduling de¬ 

cisions of an LDC in a given year. The coefficients (weights) of 

the particular variables included in each equation were calculated 

18 
statistically using the data for a sample of LDCs and in each case, 

the sample included rescheduling and non-rescheduling observations. 

We will now examine each function. 

1) Frank-Cline Discriminant Function 

The coefficients of the Frank-Cline quadratic discriminant 

function and its critical value were calculated using the data for 

a sample of 26 countries which covered the period 1960-1968 ; it 

included 13 reschedulings in 8 countries. It yields a single¬ 

equation function (1) and only includes two variables, the debt ser¬ 

vice ratio and the amortization/debt outstanding ratio. A particu¬ 

lar LDC is predicted to default or reschedule its external debt in 

* 4* 19 year t if: 

35.6 X^ - 342.8 - 54.4 X^ + 42.1 X^^ + 73.1 X£ > 9.643 (1) 

where: 

X- = Debt Service Payments (Amortization plus Interest) in year t 
Merchandise Exports in year t 

X_ * Amortization payments in year t-1 
Debt Outstanding and Disbursed (at the end of year t-1) 

It should be noted that the debt data only cover the public and pub¬ 

licly guaranteed medium- and long-term loans of the specific country. 

The variable X^, the debt service ratio (DSR), is one of the 
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economic indicators most frequently used to assess the capacity of 

a country to service its external debt. DSR measures the claim of 

contractually fixed debt service obligations on one of its most im¬ 

portant sources of foreign exchange, and thus, also the share of ex¬ 

port earnings which is left over to finance its imports. A country 

can control its level of borrowing, whereas its export earnings may 

be subject to sharp fluctuations in the short run. Therefore, a 

shortfall in its export earnings may sharply increase a country's 

debt service ratio, a warning that it may be facing a default-type 

situation. According to this equation, a high value of this indi¬ 

cator increases the likelihood that the country will experience debt 

servicing difficulties in a given year. 

The variable X2» the amortization/debt outstanding ratio is an 

indicator of the debt structure of a country according to maturity 

periods. Low values of this variable indicate that the country 

borrows primarily from official sources, which provide longer repay¬ 

ment periods than those offered by private sources. Conversely, 

high values of this ratio indicate shorter, maturity periods and a 

higher concentration of amortization payments in the short run; the 

country is able to borrow more heavily in commercial terms from pri¬ 

vate sources. According to this equation, a high value of this in¬ 

dicator reduces the likelihood that a country will default or re¬ 

schedule in a given year. 

2) Feder-Just Logit Function 

The coefficients of the Feder-Just Logit function were calcu- 
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culated using the data covering the period 1965-1972 for a sample 

of 41 countries. The sample included 21 reschedulings involving 11 

countries. The following single-equation function (2) can be used 

to determine the probability (between zero and one) that a specific 

20 LDC will default or reschedule its external debt in a given year : 

Lnfl~P) “ 59‘2xi + °*4X2 " 39-6X3 - 0.01X4 - 2.9X3 ” 
52*6X6 (2) 

P = Probability of Default or Rescheduling 

^ m Debt Service Payments in year t  
1 Exports of goods and services in year t 

£ m Imports of goods and non-factor services in year t-1 (in U.S.$) 
2 International Reserves, Assets at the end of the year t-1 

(in SDRs) 

£ _ Amortization (in year t-1)  
3 Debt Outstanding (including undisbursed) at the end of year t-1 

X4= Real Per capita Income in year t-1 (in 1972 U.S.$) 

X _ Capital Inflow (in year t-1) 
5- Debt Service (in year t-1) 

Xg= Average Real Growth Rates of Exports during previous 8 years 

It should be noted that as with the Frank-Cline Function the 

debt data only cover the public and publicly guaranteed medium- 

and long-term loans of the specific country. 

The Feder-Just equation contains two variables used in the 

Frank-Cline study (which are defined in a slightly different way) 

and in addition, four more variables, the imports/reserves ratio, 

per capita income level, capital inflow/debt service ratio, and the 

real export rates. The variable X£ (imports/international reserves) 

is an indicator of the size of the international reserves (assets) 
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of a country relative to its imports, and thereby, of the amount of 

resources left over, after paying imports, to pay the debt service. 

The variable X^ (real per capital income) is used as an indicator 

of the ability of a country to release resources for paying its debt 

service by reducing its imports of consumption goods. The variable 

X^ is the capital flows variable. It is defined as the ratio of the 

capital inflows (i.e., transfers, grants, loans, and direct invest¬ 

ment) measured in net terms to the debt service payments in a speci¬ 

fic country-year. The variable Xg is an indicator of the average 

performance of the export sector of the economy during a rather long 

time period. 

The variables included in the Feder-Just equation indicate that 

long-run economic indicators (i.e., per capita income level and real 

export growth rates) as well as short-run economic indicators should 

be taken into account for detecting possible debt servicing difficul¬ 

ties in a particular country-year. In this respect, G. Feder and 

R. Just point out: 

"The probability of default thus appears to 
depend only on circumstances prevailing 
immediately before the year on which a fore¬ 
cast is being made, but also on trends that 
are based on a relatively longer period of 
time preceding the forecast."^ 

Another interesting factor is that the variables X^ and Xg show 

that exports are important both, in a static sense (in the denomi¬ 

nator of the debt service ratio) and in a dynamic sense (the real 

export growth rates during the previous eight years) for assessing 
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the capacity of a country to service its external debt in a particu¬ 

lar year. 

The estimates of the coefficients of the variables in the Feder- 

Just equation have the signs that the theory predicts. A high value 

of X^ (debt service ratio) and of (imports/reserves ratio) in¬ 

crease the probability of a default of a rescheduling in a specific 

country-year. On the other hand, a high value of each of the remain¬ 

ing variables (X^ to X^), decreases the probability. In addition, 

it should be pointed out that the analyst has to select a "critical" 

value of the probability, in order to detect whether there is a pre¬ 

diction error or not. 

Summarizing, the Frank-Cline and Feder-Just equations yield an 

index of the possibility that a particular country will experience 

debt servicing difficulties in a given year. In each case, there 

can be two types of prediction errors: a type I error, which refers 

to the failure to predict a default or a rescheduling for a particu¬ 

lar country-year, which in fact, did occur, and a type II error, 

which is the prediction of a rescheduling which did not, in fact, 

take place. Within this framework, it is important to note that 

both econometric debt early warning systems, which may be applied 

in a relatively easy fashion to different borrowing countries, yield 

an index of the "leading indicators" selected for their ability to 

predict during the sample period. However, the Frank-Cline and 

Feder-Just equations do not explain behavior, i.e., they do not 
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include a complete multi-equation system explaining why do defaults 

or formal reschedulings take place. 

In addition, it is very likely that the prediction errors yield¬ 

ed by both equations will be mainly type II errors, particularly, 

when these systems are applied to predict the behavior of major 

debtor governments, as in the Peruvian case, in a given year. 



Footnotes 

If the amounts not drawn by the borrower are included in the 
figure, we will be speaking of the medium- and long-term external 
debt outstanding including undisbursed. 

2 
It should be noted that the World Bank's statistics do not in¬ 

clude the data pertaining to the medium- and long-term balance of pay¬ 
ments loans provided by the International Monetary Fund to its member 
countries. 

3 
Some OPEC countries also provide these loans as well as some 

non-oil-exporting LDCs. 

4 
The countries which are members of the Organization for Economic 

Cooperation and Development are the most important non-centrally 
planned capital-exporting countries of the world. The main two ob¬ 
jectives of this organization are: first, to promote the growth of 
the world trade and second, to promote the economic growth in its 
member countries and assist other countries (which are not members) 
to achieve their economic development. The member countries of the 
Development Assistance Committee of this organization are the follow¬ 
ing: Australia, Austria, Belgium, Canada, Denmark, Finland, France, 
Federal Republic of Germany, Italy, Japan, Netherlands, New Zealand, 
Norway, Sweden, Switzerland, United Kingdom, and the United States. 

"*The flow of financial resources provided by DAC countries as 
Official Development Assistance essentially includes: grants, loans 
(with concessional terms, i.e., with 25% or more of grant element) 
and their contributions to multilateral institutions (such as the 
World Bank). 

^The International Finance Corporation (IFC) of the World Bank 
Group provides loans to (or buys the shares issued by) private 
enterprises engaged in productive activities (in the manufacturing 
sector for example) of the host LDC, in order to encourage the 
modernization and establishment of these enterprises and thereby, 
promote the economic growth of these countries. This institution 
can also provide loans to development banks of a borrowing country, 
which then relends the funds to private enterprises. 

^The grace period of the loan covers the period of implemen¬ 
tation of the investment project; the period for the repayment of 
the credit is usually determined considering the life of the project. 
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The bank syndicate consists of a group of banks, which provide 
together a loan of a specific amount. It is composed by the agent 
or lead bank (which negotiates the loan with the borrowing entity) 
and by the participating banks (which have specific shares in the 
total amount of the credit). 

9 
The term Euromoney (Eurocurrency) refers to the currencies 

which are deposited in banks that are located outside their country 
of issue. The Eurocurrency market refers to the international market 
of these currencies ; it refers to the banks that borrow, receive 
deposits and provide credits in the Eurocurrencies. 

■^There are other Eurocurrencies (such as the Euroyen, the Euro¬ 
sterling pound, the Euroswiss franc, the Eurodeutch mark). The 
principal center of the Euromoney market is London. There are also 
other centers such as Bahamas, Singapore, and Panama. 

The •Variable Interest Rate consists of a spread (fixed per¬ 
centage) plus a base interest rate (which is a floating rate). The 
latter is usually LIBOR (London Interbank Offer Rate); it may be the 
one-month LIBOR, the three-month rate, the six-month rate, the nine- 
month rate, or the one year rate. (The LIBOR in the currency in which 
a bank or syndicate of banks of the Eurocurrency market provides the 
loan, is the base interest rate of these loans). There are also some 
loans which have a variable interest rate composed by a spread plus 
the Prime Rate (whifch is the base interest rate). 

12 
Among the external factors which are considered in the evalu¬ 

ation of the country risk are the wars, and among the internal fac¬ 
tors, the risks that the nationalizations, exchange controls, revolu¬ 
tions and adverse economic conditions in the borrowing country repre¬ 
sent to these institutions. Source: Irving Friedman: "Catalogue 
of Country Risks: Factors Affecting Citicorp both Directly and In¬ 
directly via Customer Base," Citicorp, 1977. A very detailed ex¬ 
amination of this issue also appears in Irving Friedman: "The 
Emerging Role of Private Banks in the Developing World," Citicorp, 
1977, Chapter 3. 

13 
Source: Irving Friedman: "The Emerging Role of Private Banks 

in the Developing World," Citicorp, 1977, Chapter 3, and World Bank, 
"World Development Report, 1981," Washington, D.C., August 1981. 

14 
The fee of the agent bank of a bank syndicate usually consists 

of a specific fixed amount that is paid each year to the lead bank. 
The participation (negotiation or financing) fee is generally an 
amount that is paid only once; it is determined by applying a specif¬ 
ic percentage to the total amount of the loan commitment. 
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Sources : Gordon W. Smith: "The External Debt Prospects of 
the non-oil-exporting developing countries" in "Policy Alternatives 
for a New International Economic Order: An Economic Analysis," 
William R. Cline, ed., Overseas Development Council, Praeger Pub¬ 
lishers, 1979, Chapter 4; Gershon Feder, Richard Just and Knud Ross, 
"Projecting Debt Servicing Capacity of Developing Countries," mimeo, 
August 1981 (forthcoming in "Journal of Financial and Quantitative 
Analysis"). 

16 
Sources: Gershon Feder, Richard Just, and Knud Ross, Op. Cit., 

and J. Alexander Caldwell and J. Antonio Villamil: "U.S. lenders 
are learning to discriminate" in Euromoney, Country Risk, April 1979, 
pp. 135-159. 

^Gordon W. Smith, 0j>. Cit. ; Eileen Manfredi: "Predicting Debt 
Reschedulings in Developing Countries:" in "Agricultural Economics 
Research," Vol. 33,. No. 3. April 1981; Charles Frank, Jr. and William 
R. Cline: "Measurement of Debt Servicing Capacity: An Application 
of Discriminant Analysis" in Journal of International Economics, 
Vol. 1, No. 3, August 1971 and Gershon Feder and Richard Just: "A 
Study of Debt Servicing Capacity Applying Logit Analysis" in Journal 
of Development Economics, Vol. 4, No. 1, March 1977. 

18 
There are some differences in the definitions of default and 

rescheduling- used in both studies. 

19 
Sources : Gordon W. Smith, Op. Cit. and Eileen M. Manfredi, 

Op. Cit. 

20 
Sources : Gordon W. Smith, 0£. Cit., p. 299. It should be 

noted that in the Feder-Just study, the variable X^ (real per capita 
income level) and the variable Xg (real export growth rates) were 
measured in nominal terms (current U.S. $). 

21 
Gershon Feder and Richard E. Just, Op. Cit., p. 34. 



Chapter III 

External Public Debt Situation of the 

Peruvian Economy; 1972-1978 

This chapter is devoted to the study of the external public debt 

situation of the Peruvian economy during the period 1972-1978. This 

chapter concentrates on the analysis and evaluation of the results 

obtained from applying the two systems designed to predict potential 

debt servicing problems for a particular country-year, described in 

the previous chapter, to the Peruvian case. 

Debt reschedulings'^ are not new to the Peruvian economy. Indeed, 

periodic liquidity crises have brought Peru to undertake debt reschedu¬ 

lings in the post-war period alone. The Peruvian economy undertook 

a renegotiation of, essentially, the external public debt in 1968, 

1969 and 1978. In addition, the Peruvian economy along with many 

other Latin American countries defaulted on its external debt during 

the 1930's. 

The Peruvian economy suffered a financial crisis in 1967. In 

1968, it undertook a rescheduling of, essentially, its external public 

debt with the principal individual U.S. and Canadian banking creditors 

and with its major European and Japanese creditors. Additionally, in 

October of the latter year, a new military government took office, 

which, in 1969, undertook a new debt rescheduling with the same credi¬ 

tors of the prior rescheduling. Together, these debt renegotiations 

mainly rescheduled payments that were falling due during a 3-1/2 year 
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period (second half 1968-1971), for which reason, the two econometric 

debt early warning systems were applied since 1972. Finally, the 

Peruvian economy undertook a major debt rescheduling in 1978, which 

was negotiated with the major official and private creditors. To¬ 

gether, the agreements reached rescheduled obligations falling due 

between 1978 and 1980. 

This chapter is divided into two sections. The first section 

examines the external public debt and the debt servicing capacity of 

the Peruvian economy, as determined by the Frank-Cline and Feder-Just 

equations, during the period 1972-1978. The second section provides 

an overview of the major characteristics of the debt reschedulings 

undertaken by the Peruvian economy. 

External Public Debt and Debt Servicing 

Capacity of the Peruvian Economy: 1972-1978 

Between 2.972 and 1978, the external public debt of the Peruvian 

economy more than quintupled. During the first four years of this 

period, this debt had an unprecedented increase, almost tripling and 

private banks became a major source of external finance of the econ¬ 

omy. In the three following years it continued growing, although in 

a smaller amount. 

First, the major features of the Peruvian economy and of its 

external debt situation between 1972-1978 are provided; they will 

give a background for the examination of the econometric debt early 

warning systems. It is followed by the analysis and evaluation of 

the results obtained from these two systems. 
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Overview of the Peruvian Economy and its 

External Debt Situation: 1972-1978 

2 
The major developments of the Peruvian economy during the 1970’s 

are divided into two periods. During the first period (1972-1975), 

the external public debt sharply increased and a financial détério¬ 

ration gradually developed in the economy; during the three following 

years the debt continued growing and three successive stabilization 

programs were introduced; however, the first two were not consistent¬ 

ly applied over an extended period of time. 

1972-1975 Period 

First, an overview of the principal elements of the strategy of 

the new government that took office in 1968 is provided. It is fol¬ 

lowed by the presentation of the behavior of the domestic demand and 

the domestic product of the economy, of the balance of payments ac¬ 

counts and finally, of the public sector accounts and the external 

public debt situation. 

The major elements of the strategy of the military government 

that took office in 1968 consisted in expanding the role of the state 

in the economy, changing the pattern of asset ownership in the econo¬ 

my and encouraging the production of goods for the domestic market, 

principally through the substitution of imports. 

The reforms undertaken by the new government since 1968, which 

aimed at changing the ownership of the means of production, were 

essentially the following: 
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a) A land reform, which transferred the private ownership 

of large agroindustrial firms into cooperatives; 

b) The nationalization of many foreign enterprises operating 

in the mining, basic industry and financial sectors of the 

economy; 

c) The expansion of the public enterprises, both by expropri¬ 

ations and by the establishment of new firms; and finally, 

d) The introduction of the workers' participation in the 

ownership and management of industrial firms. 

These reforms determined an increase in the control over the 

means of production exercised by the state and its control over key 

3 
sectors of the economy ; the scope of the state firms substantially 

widened, exercising direct control over imports of food, exports, 

finance, industry and infrastructure. The state became a very rele¬ 

vant agent in the economy and performed a new role in the economy as 

a productive agent. The share of the public sector in the total 

fixed capital formation increased from 29 percent in 1968 to 48 

percent in 1975. 

During the first half of the 1970's, the government implemented 

a massive investment program, mainly aiming at increasing the export¬ 

able production, substituting imported inputs and providing basic 

infrastructure to the economy. Between 1971 and 1975, there were high 

and increasing levels of public investment; it grew at a mean real 

annual rate of nearly 24 percent, whereas private investment grew at 

about 11 percent. The higher levels of public investment brought 
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about a rise in the participation of the public sector in the gross 

domestic product (GDP) of the economy, from 17 percent in 1971 to 

22 percent in 1975. 

The greater participation of the government in the economy, made 

possible by expansionary fiscal and monetary policies, was expressed 

in a continuous decrease of the role of the market system as a regu¬ 

lator of the economy. Important government decisions were based on 

social and political criteria, rather than strictly economic criteria. 

During these years the prices of basic foodstuff and imported oil 

were heavily subsidized, price controls were established for agricul¬ 

tural products and for goods and services produced by the public 

enterprises and minimum wages were determined. Moreover, interest 

rates were maintained fixed, a system of foreign exchange controls 

4 
was introduced in the economy and the exchange rate was maintained 

fixed until September 1975, when the first devaluation was under¬ 

taken.^ The government also encouraged the substitution of imports 

by the domestic manufacturing sector of the economy. The imports 

of non-essential goods and of products competing with the domestic 

manufacturing sector were prohibited. Imports of food were control¬ 

led by the government, which also controlled a portion of the imports 

of capital goods and raw materials; the control over imports became 

tighter since 1971 when the foreign exchange budget was introduced.^ 

During these years, import duties on raw materials and capital goods 

were lowered to encourage investment;^ the exchange rate became pro¬ 

gressively overvalued and real interest rates became increasingly 
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negative. In addition, there were many formal mechanisms for control- 

g 
ling public external indebtedness. 

The formal mechanisms for controlling the foreign borrowing, 

established by different regulations, were very complex and involved 

many institutions. The credit opérations generally needed a prior 

report from the General Bureau of Public Indebtedness, the General 

Bureau of Legal Advisory and the General Comptroller of the Republic; 

they were approved by a Supreme Decree. The two principal mechan- 

9 
isms to control the foreign borrowing were the Permanent Commission 

for External Credits (created in 1969) and the Superior Committee of 

the External Indebtedness (created in 1972). The former commission 

had to approve the external loans to be contracted by public sector 

entities and design the external public debt policies. The latter 

committee coordinated the activities of the public sector entities 

that obtained loans from abroad and it authorized the beginning of 

the negotiations to contract these credits. This committee was com¬ 

posed permanently by the Minister of Economy and Finance, the head 

of the National Planning Office (NPO), the General Director of the 

General Bureau of Public Indebtedness and the Presidents of the 

Directories of the Banco Central de Réserva, Banco de la Nacion and 

the Corporation Financiera de Desarrollo (Cof ide). 

The external credits of the public sector entities (except for 

the State Banks) were managed through the Banco de la Nacion and 

Confide (the financial agent of the entrepreneurial activities of 
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the public sector). To obtain external credits, the public sector 

entities, except for the public enterprises, had to recur to the 

Banco de la Nacion. To obtain external credits to finance their in¬ 

vestments, the public enterprises, except for the State Banks, had 

to recur to Confide, and should present the report from the NPO. 

In this latter case, the public sector entity had to submit the 

application of the project that involved external financing to the 

NPO: first, the sectoral priority of the project had to be deter¬ 

mined and later, the inter-sectoral priority of the different pro¬ 

jects according to the development strategy, had to be established 

by the NPO. However, these formal mechanisms did not generally 

work efficiently in practice. The ceilings for the indebtedness 

published in the 1971-1975 National Plan of Peru were greatly exceed¬ 

ed. The ceiling set for the new borrowing in the 1971-1975 Public 

Indebtedness Plan was 564 million U.S. dollars for the five years, 

whereas the actual amount was 4,024 million U.S. dollars (more than 

600 percent higher). The following paragraphs present an overview 

of the behavior of the domestic demand and the domestic product of 

the Peruvian economy between 1971 and 1975. 

Between 1971 and 1975, a demand-production gap (savings-invest- 

ment gap) developed in the Peruvian economy (see Table 3.1). Since 

1973 the level of the domestic demand was greater than the domestic 

production, bringing about an excess of imports over exports, which, 

by 1975, represented nearly 10 percent of the GDP. The substantial 
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levels of net long-term capital inflows-essentially to the public 

sector—mainly made possible to maintain such deficits; however, 

in 1975 there was also a great outflow of international reserves. 

Table 3.1 

Peru: Demand-Production Gap: 1971-1975 
(billions of soles) 

1971 1972 1973 1974 1975 

Domestic Production 264 295 359 448 556 

Domestic Demand 262 293 361 472 610 

Exports-Imports 2 2 -2 -24 -54 

Source: Appendix, Table A I 

The development of the demand-production gap was accounted for 

by the acceleration of the domestic demand. This gap was mainly 

generated by domestic economic factors (mainly, the overvaluation of 

the exchange rate and the government's overspending policy) and also, 

by exogenous phenomena (behavior of the prices of imports and exports 

in the international markets). The public investment program imple¬ 

mented during this period mainly had a long-term character; in 

consequence, it accelerated the growth of the domestic demand without 

a corresponding rise in output. This program greatly overestimated 

the savings capacity of the economy and its implementation required 

an increasing utilization of external resources—essentially of loans. 
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Between 1971 and 1974, real GDP grew at a high average annual 

rate of 6 percent, which was principally determined by the rising 

levels of the public investment; in 1975, it decreased to 3.3 percent 

essentially because of the poor performance of the external sector 

and a slowdown of the growth rate of the public investment. During 

this period the economy became increasingly dependent on the use of 

foreign resources, mainly credits to the public sector, which is 

essentially reflected in the changes that took place in the composi¬ 

tion of the GDP by the type of expenditure and by sectors of pro¬ 

duction. 

The composition of the GDP by type of expenditure is shown in 

Table 3.2. Since 1971, consumption, investment and imports repre¬ 

sented a larger share of the GDP, whereas exports decreased its rel¬ 

ative participation. In 1975, total consumption represented about 

90 percent of total output; total investment, nearly 20 percent; 

imports, about 22 percent; and exports, nearly 12 percent. The 

larger proportion of the investment undertaken was accompanied by 

rising proportions of the domestic output being consumed; therefore, 

there was not a relative increase in the domestic savings, which 

determined higher requirements of foreign resources—essentially in 

the form of foreign loan capital to the public sector of the economy. 

Since 1971 the level of domestic savings was insufficient to finance 

the level of investment and this gap widened between 1972 and 1975, 

both in absolute terms and as a share of the GDP. The latter in- 
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GDP in 1975. 
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Table 3.2 

Peru: Composition of the GDP by Type of Expenditure: 

1971-1975 (in percentages) 

1971-72 1973-74 1975 

Consumption 84.6 85.7 90.1 

Investment 14.6 17.5 19.7 

Exports 15.7 15.5 12.3 

Imports 14.9 18.7 22.1 

Source: Appendix, Table A I 

The composition of the GDP of the Peruvian economy by sectors 

of production is shown in Table 3.3. Between 1971 and 1975, the 

share of the principal exporting sectors of the economy (agriculture, 

fishing and mining) in the GDP steadily decreased; on the other hand, 

the participation of construction and service sectors (which produce 

non-tradable goods) and of the manufacturing sector increased. This 

latter activity heavily relied on imports of raw materials, inter¬ 

mediate products and capital goods; the economy became more dependent 

on the external sector. The following paragraphs concentrate on the 

behavior of the balance of payments accounts (shown in Table 3.4). 
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Table 3.3 

Peru; Composition of the GDP by Sec tots of Production 
1971-1975 (in percentages) 

1971-72 1973-74 1975 

Primary Sectors* 23.6 21.2 19.5 

Manufacturing 24.8 25.3 25.7 

Construction 4.5 4.9 5.8 

Services 47.1 48.6 49.0 . 

Includes agriculture, fishing and mining. 
Source: Appendix, Table A III 

The development of the balance of payments accounts reflects 

this process. Between 1972 and 1975, the balance of trade and the 

current account balance (excluding transfers) progressively deterio¬ 

rated and in 1974 and 1975 both showed deficits of unprecedented 

magnitude. Export earnings (essentially from primary commodities) 

increased between 1971 and 1974 and sharply decreased in 1975, export 

prices showed the same trend. However, real exports were almost 

stagnant in 1971-1972 and since then, steadily decreased. On the 

other hand, the value of imports steadily increased between 1971 and 

1975; it more than doubled between 1973 and 1975. Prices of imported 

products were rising during this period, particularly in 1973-1975, 

when the prices of oil, foodstuffs and capital goods substantially 

increased. Since 1972, real imports steadily increased and almost 

doubled between 1972 and 1975. (See appendix Table A V). 
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Table 3.4 

Peru: Balance of Payments: 1971-1975 
(Millions of U.S. Dollars) 

1971 1972 1973 1974 1975 

Merchandise Exports FOB 889 945 1112 1503 1291 

Merchandise Imports FOB -730 -812 -1033 -1909 -2390 

Trade Balance 159 133 79 -406 -1099 

Investment Rents -125 -121 -181 -218 -240 

Other Services -107 -83 -132 -228 -248 

Total Current Account 
(Excluding Transfers) -73 -71 -234 -852 -1587 

Unrequited Transfers 39 39 42 45 49 

Long-Term Capital: 

Net Foreign Investment -50 24 50 144 316 

Private Loans (Net) 7 -29 20 58 27 

Public Loans (Net) 15 120 313 693 792 

Total Long-Term Capitals -28 115 383 895 1135 

Net Basic Balance -62 83 191 88 -403 

Short-Term Capital: -80 24 -125 243 -150 

Errors and Omissions 66 -57 -53 -49 -23 

Overall Balance -76 50 13 282 -576 

Source: Appendix* Table A IV 
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The surplus of the trade balance steadily decreased between 

1971 and 1973, it showed a high deficit in 1974, which further in¬ 

creased to 1,099 million U.S. dollars in 1975. 

The current account balance (excluding transfers) also showed 

increasing deficits, principally since 1973. In 1975, the deficit 

almost doubled relative to that in 1974; it reached the unprecedentéd 

magnitude of 1,587 million U.S. dollars. These deficits wereipriüci- 

pally explained by the rise in the level of the interest payments 

of the external public debt and also, of the net payments abroad for 

the concept of freight on imports. 

The unrequited transfers showed an increasing trend during this 

period, but they were not very relevant in magnitude. The long-term 

capital inflows became very important since 1972; they had almost 

a tenfold increase between 1972 and 1975; the greatest portion of 

these capital flows was received by the public sector. Additionally, 

the flow of net direct investment increased, mainly since 1974; 

these resources were principally directed to the oil exploration and 

the exploitation of copper in 1974. The net basic balance showed a 

deficit in 1971 and surpluses in the three following years; in 1975, 

in spite of the unprecedented high long-term capital inflows, it had 

a significant deficit of 403 million U.S. dollars. The short-term 

capital account showed annual variations which moved from positive 

to negative balances. The overall balance of payments had a deficit 

in 1971 and it showed surpluses during the three following years, 

which were mainly determined by the high levels of long-term capital 
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inflows; however, it showed a great deficit of 576 million U.S. 

dollars in 1975, which almost exhausted the international reserves 

of the country. The level of the net international reserves (i.e., 

assets minus liabilities)^ of the banking system decreased to .116 

million U.S. dollars at the end of 1975 and it was negative since 

February 1976. The following paragraphs concentrate on the public 

sector operations and the external public debt. 

Between 1971 and 1975, the government pursued expansionary fiscal 

and monetary policies. Since 1971, the public sector operations 

showed deficits, which increased from nearly 2.3 percent of the GDP 

in 1971 to about 10.5 percent in 1975. (See Appendix, Table A VIII). 

The central government ran economic deficits since 1971 and the level 

of the deficit of 1975 more than doubled the magnitude of that of 

1974. These deficits were brought about by increasing levels of 

capital and current expenditures, which were not matched by corres¬ 

ponding revenues. Since 1973, the public enterprises also ran defi¬ 

cits; between 1973 and 1975, the deficit had more than a fourfold 

increase. These deficits were mainly generated by the policies of 

subsidizing prices of food and oil imports and price controls for 

other services produced by these firms, coupled with the rising levels 

of their capital expenditures. 

The main financial source for these deficits was the foreign bor¬ 

rowing, determining a sharp rise of the external public debt. On the 

other hand, the domestic finance of the deficits remained at lower 

levels than the external finance until 1975, when it significantly 
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rose; the principal component of the former was the recourse to the 

banking system. 

The external public debt almost tripled between 1972 and 1975 

and it doubled in only two years (from year-end 1973 to year-end 

1975), determining a rise in the debt outstanding and disbursed/ 

gross national product (GNP) ratio from 12.6 percent in 1972 to 19.9 

percent in 1975. The share of the external public debt due to 

official creditors more than doubled between 1972 and 1975, whereas 

the share due to financial markets had more than a sixfold increase. 

During these years, the country had a good access to the international 

capital markets, principally in 1974-1975, which was mainly accounted 

for by the excellent growth prospects for exports, that were expected 

to rise in a relatively short period due to the discovery of oil and 

of new copper mines and also, by the great liquidity that existed in 

these markets. In addition, since 1971, the public sector contracted 

loans with socialist countries. As a result, the share of the exter¬ 

nal public debt'accounted for by official sources•decreased from 46 

percent in 1972 to 36 percent in 1975, whereas the share due to finan¬ 

cial markets increased from 22 percent in 1972 to 47 percent in 1975. 

In this respect, it should be noted that the former was essentially 

due to the remarkable decrease of the participation of multilateral 

organizations from 15 percent in 1972 to only 5 percent in 1975. 

(See Table 3.5). Borrowing more heavily from private sources implied 

relatively shorter maturities for the credits and generally higher 

interest rates than those of the loans provided by official sources. 
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Table 3.5 

Peru; External Public Debt Outstanding and 
Disbursed by Type of Creditor; 1972-1975 
(year-end, in millions of U.S. dollars) 

1972 1973 1974 1975 

Total Official & Private 1054.7 1441.7 2221.1 3020.8 

Official Total 487.0 576.2 797.2 1103.6 

Bilateral 330.6 422.6 645.2 946.4 

Multilateral Organizations 156.4 153.6 152.0 157.2 

Private Total 
% 

567.7 865.4 1424.0 1917.1 

Suppliers 336.6 378.7 444.6 515.9 

Financial Markets 231.1 486.7 979.4 1401.2 

Source ; Appendix Table A X. 

The external debt, both of the central government and of the 

public enterprises (financial and nonfinancial) of Peru grew very 

rapidly between 1972 and 1975; the former almost tripled and the 

latter, tripled. The loans contracted by the public sector during 

the period 1972-1975 amounted to 3,803 million U.S. dollars. About 

54.5 percent of this total was contracted to finance investments; 

nearly 36 percent, to reschedule and prepay previous loans and to 

finance purchases of equipment for the national defense; and the 

remaining 9.5 percent to finance imports of food and of oil. Within 

this framework, it is important to note that the massive investment 

program undertaken by the government was essentially financed with 
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loans from abroad, principally provided by private banks. This 

program mainly consisted of large-scale projects with long maturity 

periods and in many cases these projects had capital intensive 

techniques of production. Among these projects are the hydroelec¬ 

trics of Mantaro and Charcani, the irrigation projects (such as 

Majes and Chira-Piura), the exploration of oil and the construction 

of the oil pipeline and the exploitation of the huge copper mine 

11 
of Cerro Verde. However, this program was very ambitious and it 

was not well coordinated; it comprised huge projects in too many 

sectors of the economy. Many of these projects had low returns and 

in many cases, the economic rate of return of the project was lower 

than the interest rate of the loan which financed it. Many pro¬ 

jects were undertaken with the main objective of exploiting the 

natural resource endowments of the country or for meeting a domestic 

need (aiming at increasing the units of output) without properly 

taking into account the economic criteria for selecting them (and 

thereby, maximizing the benefits for the economy per unit invested); 

in some cases, the government declared some projects of national 

priority before their feasibility studies were completed and in 

these cases (and in some others) the NPO could not properly screen 

the projects in practice. The existance of many formal controls in 

some cases brought about important delays in the project execution, 

so that in many circumstances, the maturity period of the project 

did not match that of the external loan which financed it. Finally, 
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some loans provided by private banks were used to pay, In cash, 

some nationalizations of foreign enterprises. 

1976 - 1978 Period 

In 1978, the external public debt of the Peruvian economy reached 

the level of 5,403 million U.S. dollars, which was nearly 1-1/2 times 

the volume of 1976. During these years, Peru faced very severe 

financial difficulties and three successive stabilization programs 

were introduced in the economy; however, the first two stabilization 

efforts were not consistently applied over an extended period of 

time. First, the main features of the stabilization programs are 

presented. It is followed by an overview of the.major features of 

the Peruvian economy which is first provided for 1976-1977 and then 

for 1978. Finally, the external debt situation between 1976 and 

1978 is presented. 

The principal objectives of the stabilization programsintroduced 

during 1976-1978 were the reduction of the balance of payments 

deficits and of the inflation rate. The programs contemplated the 

reduction of the economic deficits of the public sector, to exer¬ 

cise a tighter control over the growth rate of the money supply and 

the rise of the level of the domestic savings. The devaluation of 

the exchange rate was one of the most important instruments devised 

to restore the equilibrium of the balance of payments and restrictive 

monetary and fiscal policies were introduced. Among them, the prin¬ 

cipal were to raise interest rates, tax rates and the prices of 
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goods and services produced by public enterprises and to exercise 

a tighter control over the central government's expenditures. In 

addition, the 1977 and 1978 programs also aimed at lengthening the 

average maturity structure of the external debt by setting ceilings 

for the contracting of new loans maturing in 10 years or less. 

The first stabilization program was implemented in June 1976. 

The exchange rate was devalued by 44 percent; additionally, exports 

of manufacturedproducts were encouraged and the control over imports 

became tighter. In September 1976, a system of more periodic mini¬ 

devaluations was introduced. However, there were difficulties to 

control tightly the fiscal budget and the growth of the money sup¬ 

ply and the program was abandoned by the end of the first half of 

1977. By July 1977, the exchange rate was fixed again and some 

measures were implemented in order to curtail imports; Peru faced 

a severe liquidity squeeze. 

In October 1977, a Stand-by Agreement was negotiated with the 

IMF, for a period covering a year and three quarters and also, a 

Unique Market of Exchange was created, in which the demand and 

supply determined the exchange rate. Additionally, some other 

measures were introduced in order to increase the availability of 

foreign exchange. During 10 weeks the exchange rate devalued by 

nearly 61 percent and this led to an agreement among banks to 

maintain fixed the exchange rate. The implementation of the Stand¬ 

by Agreement was abandoned during the first months of 1978. 
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Finally, in May 1978, the exchange rate was devalued by 15.8 per¬ 

cent (and it was followed by the reestablishment of the system of 

minidevaluations). In addition, by this month the Banco Central 

de Réserva received short-term deposits from institutions from 

abroad; these resources were needed to pay the debt service. In 

July 1978 a new stabilization program was implemented and there 

was a new Stand-by Agreement and also, a debt renegotiation. The 

following paragraphs present the behavior of the domestic demand 

and the domestic product, of the balance of payments accounts and 

of the public sector operations during 1976 and 1977. 

During 1976 and 1977, the demand-production gap narrowed by 

13 percent in relation to 1975, mainly because of the deceleration 

of the domestic demand. Since the level of net capital inflows 

sharply decreased relative to 1975, there was a great outflow of 

international reserves in these two years. 

In 1976, the real GDP grew only three percent and in the fol¬ 

lowing year, it decreased by 1.2 percent. The level of the .real 

domestic absorption decreased in these two years. In 1976, the 

real rate of growth of consumption decreased to 2.1 percent and 

real investment decreased by 11 percent and in 1977, real con¬ 

sumption did not grow and real investment decreased by 22 percent. 

In addition, there was also a remarkable decrease in the output of 

the construction sector since 1976 and of that of the manufacturing 

and service sectors in 1977. We will now concentrate on an over- 
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view of the balance of payments accounts. 

During 1976 and 1977, there were a relative improvement in the 

trade and current account balances. Export earnings increased dur¬ 

ing 1976 and 1977, principally due to the price increases in the 

international markets. In addition, in the latter year, the volume 

exported of copper greatly increased (due to the functioning of the 

new mines of Cuajone and Cerro Verde) and the exports of manufactured 

goods also rose. On the other hand, the total value of imports de¬ 

creased in 1976 while it remained almost stable in the following 

year; import prices rose whereas real imports steadily decreased in 

both years. As a result, there was a relative improvement in the 

trade balance, and the deficit decreased to 438 million U.S. dollars 

in 1977. 

The current account balance (excluding transfers) showed a 

small relative improvement in spite of the rising levels of interest 

payments of the external public debt. The deficit on this balance 

decreased to 983 million U.S. dollars in 1977. 

The unrequited transfers slightly increased relative to 1975. 

The level of long-term capital inflows showed a substantial reduc¬ 

tion in both years, decreasing by nearly 40.5 percent relative to 

the level of 1975; it mainly responded to the reduction of the net 

capital flows received by the public sector. The net basic balance 

showed deficits in both years and the short-term capital account 

also showed deficits. As a result, the overall balance of payments 

had very substantial deficits. In 1976, the deficit amounted to 
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867 million U.S. dollars and the net international reserves of the 

banking system reached the level of -752 million U.S. dollars; in 

1977, the deficit amounted to 349 million U.S. dollars, which fur¬ 

ther reduced the level of the net international reserves to -1,101 

million U.S. dollars. During both years it was necessary to use 

external compensatory financing to pay the external liabilities as 

they were falling due and Peru faced a very severe foreign exchange 

shortage which further aggravated during the first months of 1978. 

During 1976 and 1977, the public sector operations showed 

rising deficits which represented 8.9 percent of GDP and 10 percent 

of the GDP, respectively; these deficits were mainly accounted for 

by the rising economic deficits of the central government. During 

both years, a very important financial source for the public sector 

deficits was the domestic finance. It was difficult to obtain addi¬ 

tional external resources in substantial amounts, due to the finan¬ 

cial problems that the country was facing. Nevertheless, the ex¬ 

ternal public debt steadily rose to 4,711 million U.S. dollars in 

1977. The following paragraphs present the behavior of the domestic 

demand and of the domestic product of the economy and of the balance 

of payments and public sector accounts during 1978. 

In 1978, the level of the domestic production of goods and 

services exceeded its domestic demand, after five consecutive years 

during which it fell short of satisfying such demand. In addition, 

the savings-investment gap sharply reduced to 1.8 percent of the 
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GDP, mainly accounted for by the rise of the level of domestic sav¬ 

ings. 

In 1978, the real GDP and the level of real domestic absorption 

further decreased. Real consumption decreased by 7.2 percent and 

real investment, by 13 percent. Finally, the output of manufactur¬ 

ing, construction and services further reduced in that year. 

In 1978, the balance of trade showed a surplus, after four 

years of consecutive deficits. In this year, the export earnings 

increased and Peru became a net exporter of oil (due.to the function¬ 

ing of the oil pipeline); in addition, the exports of non-traditional 

products (mainly manufactured goods) also rose. On the other hand, 

the total value of imports decreased. 

The current account balance greatly improved, in spite of the 

high level of the interest payments of the external public debt. Its 

deficit decreased by 75 percent relative to 1977 and the net basic 

balance showed a surplus after three years of consecutive deficits. 

The net short-term capital outflow decreased and the overall balance 

of payments registered a surplus, determining an improvement in the 

level of the net international reserves. Finally, in 1978, the 

economic deficit of the public sector decreased to nearly six percent 

of the GDP, which represented a substantial improvement relative to 

the previous year; the main financial source for the deficit was 

the domestic finance. The following paragraphs concentrate on the 

external debt situation of the Peruvian economy between 1976 and 

1978 
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Between 1976 and 1978, the external public debt of Peru increas¬ 

ed from 3,666 million U.S. dollars to 5,403 million U.S. dollars; and 

the ratio of this debt to the GNP increased from 26 percent to 48 per¬ 

cent. The share of the external public debt due to official creditors 

almost doubled between 1976 and 1978 whereas the share due to private 

creditors increased by 23 percent. As a consequence, the share of 

this debt accounted for by official sources increased from 36 percent 

in 1976 to 47 percent in 1978, and the share accounted for by private 

creditors, decreased to 53 percent. With respect to the former, it is 

important to note that the participation of multilateral organizations 

remained constant at five percent of the total; additionally, the 

participation of the financial markets decreased to 40 percent in 

1978. 

During this period, the external debt of the central government 

of Peru grew more rapidly than that of the public enterprises; the 

former increased by nearly 58 percent between 1976 and 1978, whereas 

the latter, by 24 percent. The debt service ratio* increased from 

34 percent of merchandise exports in 1976 to nearly 39 percent in 

1978. In addition, the loans contracted by the public sector during 

these three years amounted to 2,856 million U.S. dollars (out of 

which, 2,391 million U.S. dollars were contracted in the first two 

years and the remaining 465 million U.S. dollars in 1978). Out of 

the total loan commitments of 1976-1978, about 45.7 percent were 

contracted to finance investments; nearly 43.5 percent to reschedule 
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previous loans and to finance purchases of equipment for the national 

defense and finally, the remaining 10.8 percent, to finance imports 

of food and of oil. Finally, table 3.6 shows the magnitude of the 

external credits that were contracted during the period 1968-1979 to 

finance each of the principal eleven projects undertaken. The total 

loan commitments for these projects amounted to nearly 1,744 million 

U.S. dollars, which represented 38 percent of the total credits con¬ 

tracted to finance investments during 1968-1979. 

Ability of the Peruvian Economy to Service its 
External Public Debt: 1972 - 1978. 

The two econometric debt early warning systems described in the 

previous chapter were applied to the Peruvian economy for the 9 year 

12 
period 1972-1980, all these years except for 1972 were not included 

13 
in the original sample periods of both studies. This was done with 

the purpose of analyzing and evaluating the results yiélded by the 

two systems designed to measure and forecast the debt servicing 

capacity of a country in the short run. 

First, the results of applying the two econometric default 

functions to the Peruvian case are provided. It is followed by the 

examination of each function, with the purpose of analyzing the main 

reasons that explain the prediction errors yielded by the single¬ 

equation functions. 

The results of applying the two debt early warning systems are 

shown in table 3.7. The Frank-Cline and the Feder-Just equations 
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Table 3.6 

Peru: External Credits Contracted for Financing 
the Most Important Investment Projects: 1968-1979 

(Millions of U.S. Dollars) 

1968-75 1976-79 1968-79 

1. Oil Pipeline 398.1 141.2 539.3 

2. Bayovar* 29.1 1.0 30.1 

3. Cerro Verde 66.4 38.1 104.5 

4. Caj amarquilla 
Zinc Refinery - 106.0 106.0 

5. Expansion of La 
Pampilla Refinery 44.1 1.0 45.1 

6. Majes Project 135.7 120.7 256.4 

7. Chira-Piura Project 108.0 85.9 193.9 

8. Jequetepeque Project 0.9 52.5 53.4 

9. Hydroelectric of 
Mantaro 80.8 93.0 173.8 

10. Hydroelectric of 
Charcani 1.4 167.7 169.1 

11. Plant to produce 
Paper 24.5 47.6 72.1 

TOTAL 889.0 854.7 1,743.7 

TOTAL LOAN COMMITMENTS 
FOR INVESTMENT PROJECTS 2,417.9 2,149.7 4,567.6 

TOTAL LOAN COMMITMENTS 4,548.7 4,535.9 9,084.6 

*It is a dock for freight. 
SOURCE: Banco Central de Réserva del Peru: "Desarrollo de la Deuda 

Externa Peruana 1968-1979" Lima, Peru, Febrero 1981, p. 43. 
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Table 3.7 

Predictions of Defaults or Formal Reschedulings 
for the Peruvian Economy: 1972 - 1980 

Year 
Frank-Cline Quadratic 
Discriminant Function 

Feder-Just Logit 
Analysis (probability of 
Default or Rescheduling)* 

1972 NO 0.61 
1973 YES 0.98 
1974 NO 0.58 
1975 YES 0.02 
1976 YES 0.94 
1977 YES 1.00 
1978 YES 1.00 
1979 YES 1.00 
1980 YES 1.00 

*0.5 was selected as the critical value of the probability. 

agree in predicting potential debt servicing difficulties for the 

Peruvian economy for 1973 and for the period 1976-1980. In addition, 

the former equation also flags 1975 as a year in which possible de- 

fault-type situations may arise, and the latter, 1972 and.1974. 

However, the country only undertook a formal debt renegotiation in 

1978, which implies that, as expected both equations have overesti¬ 

mated the number and likelihood of actual formal reschedulings for 

the Peruvian case. Moreover, as table 3.8 shows, the prediction 

errors yielded by both equations are only type II errors as expected, 

that is,to predict falsely a formal rescheduling when, in fact, 

none took place. In this respect, it should be noted that the Frank- 

Cline equation yielded fewer type III errors than the Feder-Just 

equation (for a 0.5 probability chosen as the critical value): in 

the former case, there were four false predictions, and in the 

latter five 
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Table 3.8 

Prediction Errors of the Frank-Cline and 
Feder-Just Equations - Peru: 1972 - 1980 

Type I Type II Number of 
Error Error Observations 

Frank-Cline Equation 0 4 (67%) 9 

Feder-Just Equation 0 5 (83%) 9 

NOTES: Type I Error: Failure to predict a rescheduling. 
Type II Error: Falsely predict a rescheduling. 

The probability of 0.5 was selected as the "critical" value of 
the probability for the Feder-Just equation. Numbers in parentheses 
are the percentage type II errors (for 1972-1980): number of false 
predictions of a rescheduling/actual number of non-rescheduling 
observations. 

The following paragraphs concentrate on the examination of the 

results yielded by each equation, determining the principal factors 

that explain the misprediction in each case; the reasons that explain 

the faulty prediction yielded by each single-equation function since 

1976 are analyzed together, since the ways in which Peru avoided to 

default or reschedule its external public debt apply to both. We 

will start with the Frank-Cline equation. 

The values of the variables of the Frank-Cline equation are 

shown in table 3.9. A sharp rise in the variable (DSR) in 1973 and 

in 1975 was the principal factor that led to the false prediction. 

In 1973, the rise in the DSR was accounted for by the increase of 

the debt service payments, which more than doubled in one year (amorti 

zation payments more than doubled and interest payments almost dou¬ 

bled) . This fact partly reflected the prepayment of previously 
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Table 3.9 

Values of the Variables of the Frank-Cline 
Discriminant Function: Peru: 1972 - 1980 

X1 X2 
1972 0.194 0.132 NO 
1973 0.359 0.124 YES 
1974 0.288 0.212 NO 
1975 0.341 0.144 YES 
1976 0,335 0.084 YES 
1977 0.378 0.069 YES 
1978 0.563 0.086 YES 
1979 0.577 0.131 YES 
1980 0.484 0.159 YES 

NOTE: The projections made at that time have been incorporated for 
the data referring to the 1978 debt renegotiation (see Appendix B 
"Sources of Data and Procedures for Calculating the Values of the 
Frank-Cline discriminant function and the Feder-Just logit function 
for the Peruvian Economy"). 

renegotiated debts with private banks by using new loans provided 

chiefly by banks of the Eurocurrency market; these new loans gener¬ 

ally had smaller spreads and longer grace periods and maturity periods 

than those previoulsy contracted. In addition, it also reflected 

that the country borrowed more heavily, mainly from financial markets; 

the external public debt increased by nearly 37 percent from year-end 

1972 to year-end 1973. In 1975, the rise of the DSR was due to the 

shortfall of the merchandise export earnings, mainly accounted for 

by the reduction of the prices of the primary commodities in the 

world markets. In this case, an economic variable not included in 

the Frank-Cline equation (international reserves) mainly accounts 

for the faulty prediction, since in that year Peru could draw down 

its international reserves for paying the debt service (which had 
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reached a very high level). 

It is interesting to note that the variable (amortization/debt 

outstanding ratio) has higher values in the period 1972-1975 than in 

the three following years. Between 1972 and 1975, the values of the 

variable X2 ranged between 0.12 and 0.21 (in 1974), indicating rela¬ 

tively short maturities of the external debt, ranging between five 

and eight years. This greatly reflected that the country was able 

to borrow more heavily from private sources, particularly from the 

private banks; it had a good access to the international capital 

markets. 

Finally, the DSR progressively increased from 1976 to 1977, 

whereas the amortization/debt outstanding ratio shows decreasing val¬ 

ues (0.8 and 0.7, respectively), indicating a more difficult access 

for borrowing from private sources; the values of both variables 

moved in the direction for rising the likelihood of a formal reschedu¬ 

ling. In the three following years, the DSR (which shows the figures 

projected before the debt renegotiation) has very high values peaking 

at 58 percent for 1979. The higher and rising values of the amorti¬ 

zation/debt outstanding ratio in 1979 and 1980 also reflect the situ¬ 

ation before the debt renegotiation, essentially indicating a bunch¬ 

ing of maturities for both years. We will now concentrate on the 

Feder-Just equation. 

The values of each of the variables of the Feder-Just equation 

are shown in table 3.10. Except for 1975, the remaining years of 
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Table 3.10 

Values of the Variables of the Feder-Just 
Logit Function: Peru: 1972 - 1980 

X1 X2 X3 X4 X5 X6 P 

1972 0.157 2.61 0.098 568 -0.41 0.028 0.61 
1973 0.291 2.47 0.085 587 0.97 0.040 0.98 
1974 0.232 2.97 0.129 645 0.75 0.016 0.58 
1975 0.256 3.11 0.093 721 2.73 0.029 0.02 
1976 0.259 7.60 0.063 770 2.35 -0.025 0.94 
1977 0.304 9.25 0.046 663 0.76 -0.027 1.00 
1978 0.450 8.19 0.063 570 0.94 -0.022 1.00 
1979 0.453 6.19 0.104 442 0.38 -0.001 1.00 
1980 0.364 2.10 0.118 484 0.71 0.079 1.00 

NOTE: The projections made at that time have been incorporated for 
the data referring to the 1978 debt renegotiation (see Appendix B 
"Sources of Data and Procedures for Calculating the Values of the 
Frank-Cline Discriminant function and the Feder-Just logit function 
for the Peruvian economy). 

the period show high probabilités of a default or a formal reschedu¬ 

ling ranging from 0.58 in 1974 to 1.0 during 1977-1980. For 1975, 

the DSR and the imports/reserves ratio were relatively high, but 

these unfavorable indicators were principally offset by a high value 

of X^, the capital flows variable (which had the highest value for 

the period) and by the high level of real per capita income (X^); 

in addition, the average real export growth rates during the previous 

eight years (X^) showed a positive value of 2.9 percent. 

It is interesting to examine the value of the variables X^, X^ 

and Xg for the years 1972-1975. The real per capital income level 

steadily increased by nearly 27 percent (from 568 U.S. dollars for 

1972 to 721 U.S.dollars for 1975); its value peaked at 770 U.S. 
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dollars for 1976. The capital inflows/debt service ratio fluctuated 

from year to year passing from a negative value for 1972 to positive 

values (that peaked for 1975); the latter, chiefly reflected rising 

levels of the net long-term capital inflows, mainly to the public 

sector of the economy. Finally, the average performance of the 

export sector of the country, as reflected in Xg, was rather good 

(especially when compared with the values of this variable for 1976- 

1979): the average real growth rates of exports during the previous 

eight years ranged from 1.6 percent (for 1974) to 4 percent (for 

1973). 

The faulty prediction for 1972 is principally accounted for by 

the negative value (of -0.41) of the capital flows variable. The 

short-term capital outflows exceeded the inflows in 1971 and the net 

long-term capital inflows in the form of direct investment were also 

negative in that year. In 1972 no default took place: Peru received 

a balance of payments loan from the IMF (it drew under the Compensa¬ 

tory Financing Facility). 

In 1973, as with the Frank-Cline equation, the sharp rise in the 

DSR led to the false prediction of a formal rescheduling; as we have 

seen, this fact partly reflected a prepayment of previously resched¬ 

uled debts. In the following year, a high DSR and a higher value of 

the imports/reserves ratio (mainly accounted for by a rise in the 

value of imports) led to the misprediction of a default; the World 

Bank's debt figures (shown in table 3.11) suggest that there was a 
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prepayment of previous debts» by using loans provided by financial 

institutions. In addition, there was also a substantial borrowing 

and the external public debt rose by 54 percent in one year (from 

year-end 1973 to year-end 1974). 

Table 3.11 

Peru; External Public Debt Data: 
Commitments, Disbursements, Amortization, 

Interest and Debt Service: Financial Institutions 
(millions of Ü.S. dollars) 

1971 1972 1973 1974 1975 
Commitments 53.2 161.2 656.1 586.1 432.9 
Disbursements 5.4 125.8 400.4 624.2 463.0 
Amortization 23.8 24.9 145.0 131.2 27.7 
Interest 11.8 8.7 27.4 61.0 124.4 
Service 35.6 33.6 122.4 192.2 152.1 

SOURCE: World Bonk, Report No . 3438-PE: "Peru Major Development 
Policy Issues and Recommendations" Volume II: Statistical Appendix, 
April 1981. 

From 1976 to 1977 each of the six variables of the Feder-Just 

equation further deteriorated implying in each case, a lower debt 

servicing capacity; the picture is almost the same in 1978 (with a 

higher DSR, that reflects the situation before the debt renegotiation). 

Finally, as with the Frank-Cline equation, the higher values of the 

amortization/debt outstanding ratios for 1979-1980 reflect situation 

before the debt rescheduling. 

In summary, since 1976, the economic indicators Of the.two econo¬ 

metric debt early warning systems moved in each case in the direction 

for increasing the possibility of a default or a formal rescheduling 
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of the external public debt of Peru. However, even though the Peru¬ 

vian economy faced a very severe financial crisis since 1976, it did 

not default. The following paragraphs concentrate on the examination 

of the main reasons that explain the faulty prediction of the two 

single-equation functions. 

First, it should be recalled that in 1975 the overall balance of 

payments of Peru showed a deficit of 576 million U.S. dollars, which 

almost exhausted the net international reserves of the banking system 

of the country, that since February 1976, the net international re¬ 

serves had a negative level and that in June 1976, a stabilization 

program was introduced in the economy. In 1976, the balance of pay¬ 

ments had a deficit and Peru was able to pay its external liabilities 

as they were falling due principally by obtaining short-term and 

long-term balance of payments loans, which in Peru are recorded as a 

liability of the Banco Central de Réserva (see table 3.12). Among 

the most important were the funds obtained by the signature of bi¬ 

lateral credit agreements with the Central Banks of Colombia and 

Venezuela, the drawings on the first credit tranche and under the 

Oil Facility and Compensatory Financing Facility of the IMF (which 

amounted to nearly 184 million U.S. dollars) and finally, the balance 

of payments loans provided by private banks of the Eurocurrency 

14 
market. These credits were contracted with five syndicates of banks 

(U.S., Canadian, European, Swiss and Japanese banks) for a total 

of approximately 400 million U.S. dollars. Of this total nearly 
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165 million U.S. dollars were disbursed in 1976; in general, the funds 

had to be repaid in about five years, including a two year grace per¬ 

iod and the spread of the variable interest rate was 2-1/4 percent. 

In this respect Irving S. Friedman points out: 

"In the case of Peru, as of early 1976, the nation's 
creditworthiness was being eroded rapidly through exces¬ 
sive public sector deficits, unrealistic exchange-rate 
policies and falling international reserves, although Peru 
did not fall into arrears on its external debt servicing 
(Zaire had fallen into arrears on external debt payments 
beginning in late 1975). (...) The banks (...) agreement 
to lend. (...) phased the availability of the new funds 
in two "tranches" with the actual drawdown of the second 
portion of the credit conditional upon the country's having 
satisfied the banks that its new program was being effect¬ 
ively implemented.(...) The banks eventually agreed in 
February 1977 to the drawdown of the second and final phase 
of the 1976 balance-of-payments loan. 

At the end of 1976, the net international reserves of Peru's 

banking system reached the level of -752 million U.S. dollars and 

in October 1977, a Stand-by Agreement was negotiated with the IMF 

(which would cover the third and fourth credit tranches) and also, 

Peru approached the private banks to obtain financing for nearly 

260 million U.S. dollars.^ The balance of payments showed also a 

deficit in 1977 and during this year, Peru was able to pay the ex¬ 

ternal liabilities as they fell due essentially in the same way as 

in the previous year: principally, by drawing under the Stand-by 

Agreement in November 1977 (for an amount of nearly 12 million U.S. 

dollars), with the funds obtained through the agreement with Venezu¬ 

ela, the disbursement of the 1976 balance of payments loans of private 

banks and in addition, with the funds obtained from swap operations 
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with the Central Banks of Venezuela and Colombia and with the deposits 

made by different banks and financial institutions from abroad in the 

Banco Central de Réserva. (See table 3.12). With respect to the 

results of Peru’s approach to private banks, the Banco Central de 

Réserva del Peru document "Reflexiones en Torno a un Programa de 

Estabilizacion La Experiencia Peruana 1978-1980" points out: 

"Peru signed a Stand-by Agreement with the IMF in 
November 1977 aiming at obtaining directly, in quarterly 
disbursements, a total of 90 million SDRs and indirectly, 
to restore its creditworthiness with private commercial 
banks, aiming at obtaining an indispensable greater 
assistance. During the first days of 1978, it was veri¬ 
fied that the quantitative targets for the month of De¬ 
cember, established in the Stand-by had not been achieved, 
for which reason Peru lost this opportunity of financing 
(...). On the contrary, it had to face an attitude of 
distrust from the international financial community, 
which was manifested in the denial to provide new credits 

Summarizing, Peru was able to avoid a default principally by 

using short-term and long-term balance of payment loans obtained from 

different sources of external finance; the former, mainly constituted 

a special type of funding and all of them represented a source of 

foreign exchange for the country. 

These types of external financing principally explain the reason 

of the faulty predictions of a default or a formal rescheduling for 

the Peruvian case for these specific years and they are not generally 

accounted for in both single-equation functions. In this respect, 

it should be noted that the IMF financing is not accounted for in 

the Frank-Cline equation, whereas the Feder-Just logit function only 

includes the unconditional liquidity provided by the IMF (drawings 
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on the reserve tranche, which are included in the international re¬ 

serve assets of the country). 

In conclusion, the two econometric debt early warning systems 

have overestimated the number and likelihood of actual formal resched¬ 

ulings when they were applied to the Peruvian case; the debt renegoti¬ 

ation, in fact, took place in 1978. Both single-equation functions 

yielded a high number and percentage of type II errors (67 percent 

for the Frank-Cline equation and 83 percent for the Feder-Just equa¬ 

tion) . The prediction errors were essentially, accounted for by 

deficiencies of the DSR as an indicator of the possible external debt 

difficulties for a country and by the existance of variables which, 

essentially are not included in these equations. In the former case, 

a high DSR in 1973-1974 was partly reflecting prepayments by using 

new loans provided by private banks, which was mainly possible by the 

good access of Peru to the international capital markets. In the 

latter case, short-term and long-term balance of payments loans 

principally explain the reason ..of the mispredictions of the equations. 

The following section provides an overview of the debt reschedulings 

undertaken in the Peruvian economy. 
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Table 3.12 

Banco Central de Reserva; Net International Reserves 
(year-end, in millions of U.S. Dollars) 

1975 1976 1977 1978 

TOTAL (I-II) Net 
International Reserves 407.6 -178.7 -483.9 -591.7 

I. Assets 428.7 307.3 417.1 468.8 

II. Liabilities; 21.1 486.0 901.0 1060.5 

Alalc Agreement 
Santo Domingo 

21.1 6.2 - - 

Agreement 
Andean Reserve 

*• *• 23.2 25.6 

Fund - - - 15.0 
IMF; 
Reserve Tranche 

• 219.5 231.6 346.6 

Drawing 
1st Credit Tranche 

*• 36.0 36.0 36.1 

Drawing - 51.9 51.9 51.9 
Oil Facility 
Compensatory Financing 

•* 60.8 60.8 60.8 

Facility - 70.8 70.8 151.0 
Stand-By - - 12.1 44.4 
Restitution Gold - - - 2.4 

Balance of Payments 
Loan from Private 
Banks 165.0 394.4 404.6 

Deposits of Central 
Banks* - - 40.0 63.0 

Deposits of Financial # 

Institutions** 
Swap Operations to 

12.2 141.0 142.5 

Central Bank - 60.0 65.0 55.0 
Other 23.1 5.8 8.2 

* Brazil, Spain, Venezuela, Uruguay, Dominican Republic, Colombia. 
** Investment Fund of Venezuela, National Bank of Argentina, 

Andean Corporation of Development, Other banks. 

SOURCE; Banco Central del Reserva del Peru; "Deficits en la Cuenta 
Corriente de la Balanza de Pagos y su Financiamiento El Caso del 
Peru; 1970-1980" Lima, Abril 1980; cuadro 20. 
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Debt Reschedulings In the Peruvian Economy 

First, the debt renegotiations undertaken by the Peruvian economy 

in 1968 is examined. It is followed by an overview of the 1969 rene¬ 

gotiation. Finally, the 1978 renegotiation is studied. 

18 
1968 Rescheduling 

In 1967, the Peruvian economy faced a severe financial crisis. 

In the following year, a stabilization program was introduced, and it 

was supported by a Stand-by Agreement with the IMF (for an amount of 

75 million U.S. dollars); in additions renegotiation of, essentially, 

the external public debt was undertaken in this year. This reschedu¬ 

ling was negotiated with two groups of creditors; the individual major 

banking creditors (U.S. and Canadian banks) and with the representa¬ 

tives of the principal European creditor countries (Belgium, France, 

Federal Republic of Germany, Spain, and the United Kingdom) and 

Japan. The formal 1968 agreements rescheduled obligations falling 

due in the second half of 1968, 1969, and part of 1970; these obliga¬ 

tions amounted to approximately 195 million U.S. dollars. The pro¬ 

jected debt service ratio for the period 1968-1970 was reduced, on 

average, to about 13 percent (from an average of nearly 21 percent). 

19 
The formal agreement with U.S. and Canadian banks rescheduled 

debt service payments that were falling due in the second half of 

1968 and 1969; they amounted to nearly 136 million U.S. dollars. 

These amounts generally had to be repaid over 5-1/2 years, including 

a grace period of 1-1/2 years; the interest rates were generally 
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variable, principally 1-3/4 percent over the Eurodollar rate and 

1-3/4 percent over the Prime Rate (up to a maximum of 7 percent for 

the Prime Rate). 

The formal multilateral debt renegotiation with the principal 

European and Japanese creditors covered supplier credits provided by 

these countries. A minimum of 75 percent of the debt service payments 

that were falling due in the second half of 1968, 1969, and part of 

1970 were rescheduled; these payments amounted to nearly 59 million 

U.S. dollars. In general,- the funds had to be repaid in 4 years 

following a 1 year grace period; the average interest rate was 

about 7-1/4 percent. 

1969 Rescheduling^ 

Between 1969 and 1970, stabilization policies were pursued. In 

1969, the new government undertook a new debt renegotiation with the 

same creditors as the 1968 renegotiation. The agreements reached 

were similar to thoseof 1968. Generally, these agreements rescheduled 

payments falling dué in 1970, 1971, and part of 1972; the debt relief 

operations, both with U.S. and Canadian banks and Japanese and Euro¬ 

pean creditors were estimated to represent about 24 percent, 26 per¬ 

cent, and 5 percent of the debt service payments of 1970, 1971, and 

1972, respectively. 

The agreements with U.S. and Canadian banks rescheduled pay¬ 

ments falling due in 1970, 1971, and part of 1972, and included 

obligations that had been rescheduled in 1968; these obligations 
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amounted to nearly 186 million U.S. dollars. On the other hand, the 

formal multilateral debt renegotiation, agreed with the European and 

Japanese creditors covered supplier credits provided by these coun¬ 

tries that had not beenrescheduled in the 1968 agreement. In general, 

75 percent of the principal payments that were falling due in 1970 

and 1971 were rescheduled; these payments amounted to nearly 165 

million U.S. dollars. The amounts had to be repaid in 4 years (1973- 

1976), following a grace period of 1-1/2 to 2 years. 

Summarizing, the 1968 and 1969 renegotiations essentially re¬ 

scheduled obligations that were falling due between the second hàlf 

of 1968 and 1971. 

1978 Rescheduling^ 

As we have seen, since 1972, the private banks became a very 

important source of external finance of the Peruvian economy. Many 

banks and bank syndicates operating in the Eurocurrency market pro¬ 

vided loans in substantial amounts, basically to the public sector 

of the economy. Between 1976 and 1978, the Peruvian economy suffered 

a severe liquidity squeeze. In July 1978, a stabilization program 

which.covered a period of 2-1/2 years was introduced. This program 

was supported by a Stand-by Agreement with the IMF for an amount of 

184 millions of SDRë, which was signed by September 1978. At the 

same time the Peruvian economy tindertook a major rescheduling of its 

external public debt with its principal official and private credi- 

21 
tors: first, with the U.S.S.R., and latter, with private banks, 
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with the creditor countries members of the "Paris Club," and with 

Latin American and other socialist countries. Together, the formal 

agreements rescheduled maturities falling due in the period 1978-1980; 

the net relief provided by these operations was estimated at 1477 

million U.S. dollars. The projected debt service ratio for the period 

1978-1980 (as estimated in November 1978) was reduced, on average, by 

about 20 percentage points, to nearly 34 percent. The following 

paragraphs examine the formal agreements with the different creditors; 

the results of these operations are shown in table 3.13. 

First, a . formal renegotiation of the external public debt due 

to the U.S.S.R. was agreed by April 1978. This agreement rescheduled 

90 percent of the amortization payments falling due in 1978 and 1979 

and 65 percent of the principal payments falling due in 1980; these 

obligations amounted to nearly 146 million U.S. dollars. The amounts 

rescheduled had to be repaid over 8 years following a 3 year grace 

period. 

The subsequent formal agreements rescheduled a substantial por¬ 

tion of the principal payments of the external public debt which were 

falling due in the second half of 1978, 1979, and 1980. These agree¬ 

ments were made possible by the stabilization program and by the nego¬ 

tiations with the IMF and the subsequent signature of the Stand-by 

Agreements with this institution, and were deemed as necessary in 

22 
order to avoid default. The agreements were the following: 



65 

Table 3.13 

Formal Rescheduling Agreements of the Peruvian External 
Debt: Net Results as Estimated in November 1978 

(millions of U.S. dollars) 

1978 1979 1980 

Private Banks: 

Rescheduling of maturities 
of second half of 1978 186 -162 - 24 

90% of principal payments - 354 347 

"Paris Club" member countries* - 221 235 

U.S.S.R. 65 29 52 

Latin American Countries - 64 49 

Other Socialist Countries - 33 28 

TOTAL 252 539 687 

*The countries were: Belgium, Canada, Federal Republic of Germany, 
Finland, France, Holland, Italy, Japan, Norway, Spain, Sweden, 
Switzerland, United Kingdom and U.S. 

SOURCE: Banco Central de Réserva del Peru: Reflexiones en Torno a 
un Programa de Estabilizacion; La Experiencia Peruana 1978-1980, 
Julio 1980, p. 41. 

a) A rescheduling of 100 percent of the principal pay¬ 

ments which were falling due to private banks in the 

second half of 1978; these obligations amounted to 

186 million U.S. dollars. These amounts had to be 

repaid principally in 1979. 

b) A rescheduling of 90 percent of the principal pay¬ 

ments of the external debt essentially due to private 

banks, governments, official agencies, and suppliers 
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(which had export insurance in their corresponding 

countries); these obligations were falling due in 

1979 and 1980 and amounted to 672 million U.S. dollars 

and 659 million U.S. dollars, respectively. These 

debt relief operations were granted by private banks, 

by the creditor countries members of the "Paris Club'V 

and finally, by the principal creditors from Latin 

American and socialist countries (other than U.S.S.R.); 

in addition, as table 3.13 shows, the major shares in 

the total amounts covered in the agreements (in both 

years) were accounted for by private banks and by the 

"Paris Club" member countries, among which the U.S., 

Japan, and Italy had the greatest participation (see 

table 3.14). Finally, it should be noted that, in 

general, the amounts rescheduled in 1979 had to be 

repaid in 5 years, following a 2 year grace period, 

and those rescheduled in 1980, in 4 years, following 

a 2 year grace period. The interest rate for the 

1979 rescheduling with private banks was essentially 

1-7/8 over the six month LIBOR. On the other hand, 

interest rates and other conditions of the reschedu¬ 

lings with countries were determined in a bilateral 

way, and for the "Paris Club" members, the average 

interest rate was about 7.5 percent per annum. 



Table 3.14 

"Paris Club" Member Countries: Participation in the 
Total Amount Rescheduled of the Peruvian 

External Public Debt 
(in percentages) 

1979 1980 

Holland 4.3 4.2 
Canada 8.6 4.9 
Germany 3.0 2.8 
Spain 1.3 1.5 
U.S.A. 22.9 18.5 
Italy 13.0 18.5 
Norway 1.6 1.2 
Sweden 1.2 2.4 
Belgium - - 
Switzerland 1.7 1.6 
France 10.6 16.9 
United Kingdom 7.6 5.3 
Japan 22.7 21.1 
Finland 1.5 1.1 

TOTAL 100.0 100.0 

SOURCE: Banco Central de Réserva del Peru. 



Footnotes 

*It should be noted that the term rescheduling, as used in this 
study, comprises refinancing and roll-over operations. 

2 
SOURCES; Banco Central de Réserva del Peru: Memoria Anual, 

several issues; Banco Central de Réserva del Peru; "Desarrollo de 

la Deuda Externa Peruana; 1968-1979," Lima, Peru, Febrero 1981; 

Banco Central de Réserva del Peru; "Reflexiones en Torno a un 
Programs de Estabilizacion - La Experiencia Peruana; 1978-1980," 

Op. Cit.; Banco Central de Réserva del Peru; "Deficits en La Cuenta 
Corriente de la Balanza de Pagos y su Financiamiento; El Caso del 
Peru 1970-1980," Op. Cit.; E.V.K. Fitzgerald, "The State and Economic 

Development; Peru Since 1968." Cambridge, Cambridge University Press- 

1976; Valdemaro Mendoza, "The Overvaluation of the Exchange Rate; 

The Peruvian Case; 1968-1975," Houston, Texas, May, 1979; World Bank 
Report 2204-PE, "Peru; Long-Term Development Issues," Vol. I and II, 
April 1979 and World Bank, Report No. 3438-PE, "Peru; Major Develop¬ 
ment Policy Issues and Recommendations." Vol. I: Main Report, 
April 1981. 

3 
For a detailed description of the scope of the state enterprise 

sector of the Peruvian economy, see World Bank, Report 2204-PE, 
"Peru; Long-Term Development Issues," Volume II, "The Main Report; 
April 1979, chapter 6, "The Role of the Public Sector," 

Until September 1975, two foreign exchange markets existed, the 
market of "Certificados" and the market of "Giros;" their exchange 
rates were maintained fixed. The first market was utilized for near¬ 
ly 85 percent of the foreign exchange transactions, which essentially 
included transactions involving exports and imports of merchandise; 
this market was subject to foreign exchange controls and its exchange 
rate was fixed at 38.70 soles per U.S. dollar. The second market was 
principally used for invisible transactions; its exchange rate was 
maintained fixed at 43.38 soles per U.S. dollar, and since May 1970, 
it was also subject to foreign exchange controls. 

^In September 1975, the government undertook the first devalu¬ 

ation, which was the first one after eight years during which the 

exchange rate had remained fixed; the two foreign exchange markets 

were unified and the new exchange rate was 45 soles per U.S. dollar. 

g 
To obtain foreign exchange, everybody had to submit an appli¬ 

cation and if it was approved, he could purchase foreign currencies 
up to the amount authorized. 
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The reduction of tariffs of the private sector essentially 
depended upon the geographical location and priority assigned to the 
industry whereas imports of the public sector were totally exempted 
of these duties. 

O 

A detailed review of the legislation relative to the credit 
operations is provided in Ministerio de Economia y Finanzas, Direccion 
General de Credito Publico: **Normas Relativas a Concertacion de 
Credito," 3_ Edicion, Lima, Peru, 1979. The mechanisms for control¬ 
ling the public external debt are also analyzed in; Oscar Ugarteche, 
"Teoria y Practica de la Deuda Externa en el Peru;" (Instituto de 
Estudios Peruanos, 1_ Edicion, Lima, Peru, Diciembre 1980.” 

9 
Two other mechanisms for controlling the foreign external debt 

were: The Council for External Transactions of the Public Sector 
(created in February 1968 and regimented by May 1970) and the Special 
Council for External Transactions of the Public Sector. The former 
principally authorized commercial obligations (with delayed payments) 
of the public sector entities, which were executed through the Banco 
de la Nacion and the latter, approved the purchases abroad of, mainly, 
the military equipment for the national defense realized by the Armed 
Forces. 

^The concept of international reserves of the banking system 
(which includes the commercial banks) was utilized in Peru due to the 
existance of a system of foreign exchange controls. 

■^A very detailed explanation of this issue is provided in: Banco 
Central de Réserva del Peru: "Reflexiones en Torno a un Programs de 
Estabilizacion - La Experiencia Peruana 1978-1980." Op. Cit; Banco 
Central de Réserva del Peru: "Desarrollo de la Deuda Externa 
Peruana; 1968-1979.” Febrero 1981; World Bank Report 2204-PE: Peru: 
Long-Term Development Issues," Vol. I and II, April 1979. 

12 
The predictions made at that time for some debt data refer¬ 

ring to the 1978 debt renegotiation were used in the calculations. 
See the Appendix B "Sources of the Data and Procedures for Calculating 
the Values of the Frank-Cline Discriminant function and the Feder- 
Just logit function for the Peruvian economy." 

13 
The data for the period 1972-1980 were not included in the 

sample used in the Frank-Cline study and those for 1973-1980, were 
not included in the sample used in the Feder-Just study. 
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14 
Source: Banco Central de Réserva del Peru; "Desarrollo de 

la Deuda Peruana; 1968-1979," Febrero 1981, p. 23. 

^Irving S. Friedman: "The Emerging Role of Private Banks in the 
Developing World." Op. Cit., p. 70. 

^Source: Banco Central de Réserva del Peru;"Memoria 1977,"p. 7. 

^Banco Central de Réserva del Peru: "Reflexiones en Torno a un 
Programa de Estabilizacion; la Experiencia Peruana; 1978-1980," 
Op. Cit.. p. 8. 

18 H 
“Source; Banco Central de Réserva del Peru;"Peru's Debt Renego¬ 

tiation; 1968-1969." It provides a very detailed analysis of the 
debt relief operations undertaken iii these years. 

19 
U.S. and Canadian banks essentially rescheduled the obligations 

of the Peruvian public sector which were due to them; in addition, 
they also extended loans which financed part of the payments of the 
obligations of the public sector essentially to international organi¬ 
zations and to U.S. official agencies and suppliers, and thereby, 
rescheduled the payments. A detailed description of these operations 
is provided in Banco Central de Réserva del Peru:"Peru's Debt Renego¬ 
tiations; 1968-1969,"p. 7; and Henry J. Bitterman*."The Refunding 
of International Debt."Duke University Press, Durham, N.C., 1973, 
p. 181. 

20 
A very detailed analysis of the renegotiation is provided in 

Banco Central de Réserva del Peru: 'Reflexiones en Torno a un Programa 
de Estabilizacion: La Experiencia peruana 1978-1980,"Julio 1980, 
Lima, Peru. Other documents that provide a detailed examination of 
this issue are the following: Banco Central de Réserva del Peru: 

'Memoria Anual,"1978, Lima, Peru; Banco Central de Réserva del Peru: 
'Memoria Anual."1979. Lima, Peru; and Banco Central de Réserva del 
Peru: "Deficits en la Cuenta Corriente de la Balanza de Pagos y su 
Financiamiento; el Caso del Peru 1970-1980.11 Presentacion of 
por el Banco Central de Réserva del Peru en XXX Reunion de Goberna- 
dores de Bancos Centrales de America., Latina, Lima, Abril, 1980. 

21 
The banking creditors were estimated at over 200 in number, since 

many loans had been provided by syndicates of banks, particularly of 
the Eurocurrency market. The lead banks of the principal syndicates 
of banks which had made loans to the Peruvian economy formed a com¬ 
mittee (the "Steering Committee") for the rescheduling of the Peru¬ 
vian external debt due to the private banks; it was a formal multi¬ 
lateral debt renegotiation. 
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These formal reschedulings were deemed as necessary in order 
to avoid a default since the net international reserves of the 
country had reached a substantial negative level, the projections 
of the balance of payments showed deficits and finally, the projected 
debt service payments were going to absorb, on average, about 54% of 
the merchandise export earning of the period 1978-1980. 

23 There was also a fee in the 1979 rescheduling with private 
banks, which essentially consisted of 3/4 of 1% applied to the total 
amount. The interest rate for the 1980 rescheduling was going to be 
agreed by the end of 1979. 



Chapter IV 

Conclusions 

The Peruvian economy undertook a renegotiation of, essentially, 

its external public debt in 1968 and 1969, which together chiefly 

rescheduled payments falling due between the second half of 1968 

and 1971. 

The two econometric debt early warning systems, which yield an 

index of the likelihood that a country will experience debt servic¬ 

ing problems in a particular year, were applied to the Peruvian case 

for the period following the 1968 and 1969 debt renegotiations. As 

expected, both systems overestimated the number and likelihood of 

actual formal reschedulings for the Peruvian economy; the debt re¬ 

negotiation, in fact, took place in 1978. The. mispredictions of 

both systems were mainly accounted for: 1) The déficiences in the 

DSR as an indicator of potential debt servicing difficulties for a 

particular country-year: in 1973-1974 a high DSR partly reflected 

prepayments by using credits provided by private banks. 2) The 

short-term and long-term balance of payments financing, which 

essentially is not included in both single-equation functions. 

Finally, it is important to note that the 1978 debt renegoti¬ 

ation, was negotiated with the major official and private creditors. 

First, a formal rescheduling of the external public debt due to the 

USSR took place. This was followed by a formal rescheduling of the 

external public debt with private banks, with the "Paris Club" 

member countries and with Latin American and other socialist countries. 
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Table A VII 

Peru; International Reserves 

of the Banking System;* 1971-1978 
(year-end, millions of U.S. dollars) 

ASSETS LIABILITIES NET 

1971 451.5 104.5 347.0 

1972 522.4 125.0 397.4 

1973 571.2 160.6 410.6 

1974 966.3 273.8 692.5 

1975 467.8 352.0 115.8 

1976 367.8 1,119.5 -751.7 

1977 457.4 1,558.3 -1,100.9 

1978 592.4 1,617.4 -1,025.0 

•/c 

The.Peruvian Banking System includes the Banco Central de 
Réserva, Banco de la Nacion, Development Banks and Commercial 
Banks. 
SOURCE : Banco Central de Réserva del Peru: ’Memoria Anual*. 
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Table A XII 

Peru; External Public Debt by Institutional Sectors; 
1968 - 1978 (millions of U.S. dollars) 

Central Public 
Government Enterprises Total 

1968 513.9 223.5 737.4 
1969 588.4 286.4 874.8 
1970 630.3 315.1 945.4 
1971 652.8 344.4 997.2 
1972 722.9 398.3 1,121.2 
1973 970.8 519.8 1,490.6 
1974 1,358.7 823.6 2,182.3 
1975 1,852.5 1,213.4 3,065.9 
1976 2,114.6 1,439.8 3,554.4 
1977 2,633.9 1,677.4 4,311.3 
1978 3,343.3 1,791.3 5,134.6 

SOURCE: Ministry of Economy and Finance: General 
Bureau of Public Indebtedness. 
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Appendix; B 

“Sources of the Data and Procedures for Calculating the Values of 

the Frank-Cline Discriminant Function and the Feder-Just Logit 

Function for the Peruvian Economy" (Also includes some tables). 

Debt Data 

All debt data (except for the debt service and amortization 

payments falling due before the 1978 debt renegotiation) are taken 

from the World Bank's statistics. The data for the debt service 

and amortization payments due before the 1978 debt renegotiation 

correspond to the values projected at that time provided by the 

Banco Central de Réserva del Peru; in the Frank-Cline discriminant 

function these figures were used in both variables (debt service 

ratio and amortization/debt outstanding ratio) and in the Feder- 

Just logit function, in addition, in the variable X^ (capital 

inflow/debt service ratio). 

Other Data used in the Frank-Cline Discriminant Function 

Data of merchandise exports of the Peruvian economy: from 

the Banco Central de Réserva del Peru. 

Other Data used in the Feder-Just Logit Function 

a) Data of exports of goods and services of the Peruvian 

economy: from the Banco Central de Réserva del Peru. 

b) Data of imports of goods and non-factor services: from 

the Banco Central de Réserva del Peru. 

c) Data of international reserves (assets) : from the IME, 

International Financial Statistics. 
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d) The data of real per capita income (in 1972 U.S. dollars) 

correspond to the per capita income level (in U.S. dollars) 

deflated using the U.S. GNP deflator (with 1972 = 100). The 

former data were obtained by using the GNP data in millions 

of U.S. dollars (calculated from the World Bank's report) 

and the population figures (from the Banco Central de Réserva 

del Peru); the latter were obtained from the IMF, International 

Financial Statistics. 

e) Data of capital inflow: from the Banco Central de Réserva 

del Peru. The capital inflows are measured in net terms and 

correspond to the sum of the unrequited transfers, net long¬ 

term capital (foreign investment, private loans and public 

loans) and short-term capital. 

f) Average real growth rates of exports were calculated using 

the data of merchandise exports of the Peruvian economy (from 

the Banco Central de Réserva del Peru), which were deflated 

using the import price index of the economy (from the World 

Bank) until 1973, and since 1974, with the IMF, International 

Financial Statistics export price index of the industrial 

countries (because the import price index was not available). 

Finally, it should be noted that specific data for the Peru¬ 

vian economy are shown in previous tables and in the tables of 

this appendix. 
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Table B I 

Peru; Debt Service Payments of the External Public 
Debt as Estimated Before the Formal Rescheduling Agreements; 

1978 - 1982 
(millions of U.S. dollars) 

Amortization Interests Service 

1978 ; 706 361 1067 

1979 949 421 1370 

1980 ' 955 344 1299 

1981 874 309 1183 

1982 697 293 990 

SOURCE: Banco Central de Réserva del Peru, "Aide Mémoire Pros¬ 
pects for the Peruvian Economy," September 1978, P. 11, 
in Manuel Moreyra L. "Camaea de Comercio Americana"- 
Perspectivas Externas Para 1980," Anexo Estadistico, 
Lima, 1980. 

Table B II 

Peru; Merchandise Exports; 1964-1970 
(millions of U.S. dollars) 

1964 685 

1965 685 

1966 789 

1967 742 

1968 840 

1969 880 

1970 1,034 

SOURCE; Banco Central de Réserva 
del Peru. 
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Table B VII 

Peru; Import Price Index In U.S. $r 1964-1973 

(1970 = 100) 

1964 89.3 

1965 99.7 

1966 101.9 

1967 99.3 

1968 97.9 

1969 97.2 

1970 100.0 

1971 100.5 

1972 108.8 

1973 133.7 

SOURCE: World Bank, Report No. 2204-PE, 
"Peru; Long-Term Development 
Issues.1* Vol. Ill, Statistical 
Appendix, April 1979. 



Table B VIII 

Industrial Countries* Export Price Index 

in U.g. Dollars» 1974 - 1979 

(1970 = 100) 


