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Peru's economy has weathered recent global economic difficulties better than many of its neighbors. In the wake of the Asian financial crisis, many of Peru's Latin American neighbors experienced economic downturns. Throughout the 1990s, Peru maintained relatively positive economic indicators, such as gross domestic product (GDP) growth, despite fallout from the Asian financial crisis, El Nino weather-related problems, and low prices for mining exports, a major revenue source for Peru. GDP growth for 2001 is forecast at a relatively low 1.7%, down from 3.6% growth in 2000. However, despite the economy sliding backward in the first half of 2001, Peru's Economics and Finance Minister is looking for five percent growth in GDP in 2002 and 2003.The fiscal deficit, running at nearly 3% of GDP -- and well above the International Monetary Fund (IMF) target of 2.1% -- remains a major challenge for Peru. Other problems include: high interest rates and a credit crunch; stagnating foreign investment; high levels (around $27.5 billion, half of Peru's GDP) of private and public sector debt; poverty; and underemployment. Inflation, on the other hand, remains low, due to tight fiscal and monetary policies, high unemployment, depressed domestic demand, and a relatively stable exchange rate for the country's currency, the Nuevo sol.  

Peru is a member of the Andean Community (ANCOM), set up in March 1996 by leaders of Bolivia, Colombia, Ecuador, Peru, and Venezuela, with the intent to move towards a single market.  In November 1997, Peru joined the Asia Pacific Economic Cooperation (APEC) forum. 

OIL 
Peru's crude oil production fell sharply in the late 1980s and early 1990s, before a modest recovery [image: image2.jpg]Thousand Barrels per Day
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beginning in 1993. In the late 1990s, however, Peru's oil production began falling once again (see graph), and as consumption has risen rapidly, Peru has become a significant net oil importer. In 2000, oil production was 100,000 barrels per day (bbl/d), down from 106,000 bbl/d in 1999 and 119,000 bbl/d in 1998. Argentina’s Pluspetrol, which operates Block 1-AB on the border with Ecuador, and which acquired Occidental Petroleum’s 100% interest in this block at the beginning of 2000, produces the majority of Peru’s oil.  Peru estimates that it needs drilling investments of more than $100 million per year over the next five years in order to maintain its proven oil reserves. 

Pipeline 
Peru's Norperuano pipeline runs from the Amazon to the Pacific Ocean. While the pipeline has a capacity of 200,000 bbl/d, it currently carries only about 80,000 bbl/d of crude oil, mostly for domestic consumption. The settlement of the Ecuador-Peru border dispute has led to the possibility of Ecuador exporting crude from its southern borders area through Peru's pipeline. In May 1999, the pipeline was ruptured by a mudslide but was quickly repaired and resumed normal operations. 

NATURAL GAS 
In July 1998, a consortium of Shell and Mobil halted development of the giant Camisea natural gas field, the largest in South America, which contains an estimated 9-13 trillion cubic feet (Tcf) of gas and over 600 million barrels of condensate. Camisea gas reserves are found in two reservoirs, San Martin and Cashiriari, lying on either side of the Camisea River in the Ucayali basin, in the remote jungle east of the Andes, about 300 miles from Lima. Development of Camisea has been delayed numerous times, largely for political reasons, in the past few years. In December 2000, the Peruvian Ministry of Mines and Energy said that it hoped that contracts could be signed soon to again mobilize development of Camisea. 

In December 2000, Peru's Ministry of Mines and Energy announced that the government would lift restrictions on new hydroelectric power projects. Peru's Congress had approved a law in December 1999, which suspended construction of hydro plants for five years. The aim of the law was to favor development of thermal power plants, which would use natural gas from the Camisea field. 

ELECTRIC POWER 
Peru has about 5.5 million kilowatts of installed electric generation capacity. About half of Peru's power production capacity in 1999 was hydroelectric, with thermal plants fired by diesel, fuel oil and coal supplying the remainder. Construction of a new 525-megawatt (MW) hydroelectric plant at Cheves, north of Lima, is under consideration.  The rate of electrification in Peru remains low (under three-fourths).  Yet, power demand is growing rapidly. Due to the country's diverse geographical characteristics and scattered population centers, the nation is composed of two interconnected systems and several smaller isolated systems. A new north-south transmission line (Mantaro-Socabaya) unified Peru's central-north (COES-SICN) and southern (SIS) grids in 2000. In December 2000, the Inter-American Development Bank (IDB) approved a loan of up to $53 million to help upgrade the power transmission and distribution system of southern Peru. 

Much of Peru's electric sector remains in the hands of the government, including the electric tariff commission (CTE). Many utilities are wholly- or partially-state-owned, including ElectroPeru, Electrica del Sur, Egasa, and Edegel. Mining and industrial self generators and private companies also generate electricity. Much of the focus of former President Fujimori's overall privatization plans had been on the electricity sector, and price subsidies to electricity consumers have been reduced in recent years. In 1992, an Electricity Concessions Law was passed, which allowed for private generation, transmission, and distribution of electricity in Peru. The state utility ElectroLima and most of ElectroPeru's assets were privatized in the wake of the law. In November 1997, Peru's Congress approved legislation limiting private firms to a 15% market share in electricity generation, transmission or distribution. The law also allows the government to block any acquisition giving a private company more than a 5% market share in more than one electric power sector. Finally, the legislation gives Peru's government the right to veto any acquisitions deemed contrary to the "national interest." Despite these limitations, about 80% of generation capacity and 50% of distribution now is handled by private companies. 

The pace of power privatization in 1999 and 2000 was slower than expected, as then President Fujimori decided to retain government control over key hydroelectric plants. This includes the 1,200-MW Mantaro hydro plant, which supplies 35% of Peru's electricity. Ownership of Mantaro likely will be transferred to the country's public pension fund (Fonahpu), possibly making privatization less likely. Also, in 1999 the Peruvian government announced that privatization plans for the 100-MW Macchu Picchu hydro plant, Egemsa, and the 110-MW San Gaban project, would be abandoned. Any decisions on new power privatizations likely were not expected until after a new government took power in July 2001. 

Private international companies involved in Peru include: Entergy, Duke Energy, Sempra Energy International, Endesa, Chilectra, Banco Santander, and Tractebel. U.S. companies have had mixed results in their involvement in Peru. Duke Energy gained a controlling share of Egenor in the fall of 1999. Sempra Energy International and PSEG Global attempted to win greater shares of Luz del Sur after their acquisition of Chile's Chilquinta gave them Chilquinta's 37% stake in Luz del Sur, but the companies ran into unexpected obstacles that prevented any deal.

REGULATORY FRAMEWORK

The government is in charge of policy and regulatory functions, which are undertaken by separate agencies under the Ministry of Energy and Mines.

· Ministry of Energy and Mines (MEM) is responsible for the sector’s policies, concessions and planning functions.

· Consejo Nacional de Energía (CNE), under the overall direction of MEM, is in charge of the formulation and implementation of medium- and long-term strategies and planning functions.
· The Dirección General de Electricidad (DGE), under the overall direction of MEM, issues concessions and other authorizations for sector participants in all operating activities, sets technical operational standards, oversees contracts and undertakes other regulatory and oversight functions.
· The Organismo Supervisor de la Inversion en Energía (OSINERG)/ The Supervising Agency of Energy Investment recently absorbed Peru's Energy Tariff Commission (CTE).  The CTE is the executive body of OSINERG that proposes to the OSINERG Council, the setting, modification and revision of tariffs for electric energy, the transport of liquid hydrocarbons, transport and distribution of natural gas. It has a 5-member Directors’ Council, of which the President is nominated by MEM; the Ministry of Economy and Finance, and the Ministry of Industry, Tourism, Integration and International Business, each nominate 1 candidate; and the Generating Concessionaires and the Distribution Concessionaires each nominate 1 candidate.

· CONAMA, the Ministry of Environment, sets environmental policies and standards, while DGAA is the agency that implements and oversees them in the energy sector.
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