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SUMMARY OF PROPOSED FINANCING AND PROGRAM

BASIC INFORMATION

Project ID Programmatic

P174440 No

Proposed Development Objective(s)

The Program Development Objective is to support Government policies aimed at: (i) strengthening institutions to
mitigate the social and economic impact of the COVID-19 pandemic, and (ii) reinforcing structural foundations for an
inclusive and climate smart economic recovery.

Organizations
Borrower: REPUBLIC OF PERU

Implementing Agency: MINISTRY OF ECONOMY AND FINANCE

PROJECT FINANCING DATA (USS, Millions)

SUMMARY
Total Financing 750.00
DETAILS

International Bank for Reconstruction and Development (IBRD) 750.00
INSTITUTIONAL DATA

Climate Change and Disaster Screening

This operation has been screened for short and long-term climate change and disaster risks
Overall Risk Rating

Moderate
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Results

PA#1

PA#2

PA#3

PA#4

PA#5

PA#6

PA#7

PA#8

Indicator Name Baseline Target

Percentage of the new temporary cash transfer program disbursements 30 percent (April 80 percent (June
channeled via bank accounts or e-wallets 2020, First Covid- 2021, Bono
19 Bono 380 “Yo Universal Il)
me quedo en

casa |”)
Credit to the private sector as a percentage of Gross Domestic Product 26.9% (Q4 2019) Not lower than 2019
(GDP) baseline (Q4 2021).
(a) Number of activated accounts (Cuentas DNI) a)0(2019) a) 1 million (March

2022)

(b) Gender gap in account ownership (percentage points) b) 17pp (2019) b) 10 pp (2021)
Percentage of population covered by 4G networks (international data from 77 percent 83 percent (2021)
Global System for Mobile Communications Association-GSMA). (2019)
Average number of INDECOPI decisions assessing anticompetitive effects 0(2020) 5(2021)
of mergers per year
Number of annual reports from sectorial agencies on the implementation
of mltlgétlon meas.urefs in accordance with the updated Nationally 0 (2020) 5 (2021)
Determined Contribution (NDC)
Number of private and public sector entities that registered their
ml'tllgatllon measures in Huella de Carbono Perd and National Registry of 0 (2019) 320 (March 2022)
Mitigation Measures (RENAMI)
Number of “Bono de Vivienda Sostenible” (sustainable construction 5900 (2019) 6500 (2021)

subsidies)
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IBRD PROGRAM DOCUMENT FOR A PROPOSED LOAN TO REPUBLIC OF PERU

INTRODUCTION AND COUNTRY CONTEXT

1. The proposed stand-alone Strengthening Foundations for Post COVID-19 Recovery
Development Policy Financing (DPF) supports policy reforms that are part of the authorities’ response
to the pandemic and will enable a more inclusive and climate-smart recovery. Despite strong
containment measures taken by the Government of Peru (GoP), the pandemic has had a devastating
impact on lives and livelihoods. With over 140 deaths per 100,000 inhabitants as of mid-February 2021,
Peru has been among the countries with the highest death rate from the pandemic globally.? Similarly,
the economic fallout of the crisis has generated one of the deepest recessions in Latin America with an
unprecedented loss of jobs. And yet, in absence of the GoP’s sizable economic response package, the
social and economic outcomes would have been even more dramatic.> The severe second wave of the
pandemic in early 2021 is further deteriorating health outcomes and delaying economic recovery. In this
context, the Program Development objective of this operation is to: (i) strengthen institutions to mitigate
the social and economic impact of the COVID-19 pandemic, and (ii) reinforce structural foundations for
an inclusive and climate-smart economic recovery. Several of the policies supported are enabling
improvements in the response to the second wave. This DPF is aligned with the strategic framework for
the World Bank Group’s (WBG) COVID-19 crisis response outlined in the Approach Paper (AP), specifically
with its pillars 2, 3 and 4 at all three stages. The policies supported by this operation are also fully aligned
with the pillars set in the FY17-FY21 Country Partnership Framework (CPF) discussed by the Board of
Executive Directors on May 2, 2017 (Report No. 112299-PE), and updated objectives from the
Performance and Learning Review of the CPF from April 2019 (Report No. 135267-PE), specifically with its
objectives 3, 4, 6, 7 and 8; and its institutional building features.

2. The Government took swift actions to respond to the COVID-19 pandemic, but a precarious
health sector and multiple structural challenges limited the GoP’s ability to prevent poor health and
economic outcomes. Excellent macroeconomic management in the past two decades has earned Peru a
well-deserved status of a regional top performer in terms of macroeconomic stability. The country has
established a solid track record of responsible fiscal policy — with debt and deficit levels among the lowest
in the Latin America and the Caribbean (LAC) region. As a consequence, ample buffers available at the onset
of the pandemic allowed the authorities to present a package of policy measures amounting to about 20
percent of GDP aimed at: (i) addressing the health emergency; (ii) providing economic relief to vulnerable
firms and households; and (iii) supporting economic recovery. A strict national lockdown, severe mobility
restrictions, and a curfew were implemented to contain the spread of COVID-19 infections. On the
monetary-financial side, currency swap lines and liquidity facilities in the form of state-guaranteed loans,
were offered. The Government also used available fiscal buffers (around 7 percent of GDP) to increase
social transfers to the poor and vulnerable, ramp up health spending, provide temporary payroll subsidies
and tax deferrals as well as finance post-lockdown public investment. Despite the robust size and desirable
design features of Peru’s package, the country’s structural weaknesses have become so pervasive that

1 According to Coronavirus Resource Center at the John Hopkins University, as of February 23, 2021, Peru’s death rate was 8t
highest in the world and the second-highest in LAC region.

2 According to the World Bank simulations, in the absence of emergency social transfers, the poverty rate would have risen by
additional 4pp in 2020. Similarly, Reactiva Peru Program helped to avoid a deeper economic contraction (growth in 2020 would
have been 3.7 pp lower than in the baseline), BCPR, Moneda No.184, December 2020.
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they rendered government policies beyond macro-financial ones mostly ineffective. For example, the
precarious health sector, poor implementation of the sanitary measures, and overcrowded housing
contributed to the rapid spread of the virus. This was further exacerbated by the large informal sector and
lack of financial and digital inclusion, which slowed the delivery of many relief programs, prompting
people to continue performing informal jobs, and leading, in turn, to higher contagion and multiple
extensions of the lockdown with devastating impact on lives and the economy.

3. The weaknesses revealed by the pandemic underscore the importance of building back better
and pursuing reforms that promote more rapid, inclusive, and sustainable growth. This operation
supports Peru’s reform effort towards a more resilient and sustainable economic recovery over the
medium term, tackling bottlenecks to the recovery that had already been deterring growth, inclusion, and
sustainability before the pandemic. To recover the lost ground in income convergence, Peru will need to
grow faster than before the pandemic and reignite productivity as the main engine of growth. The country
would also need to tackle its large social and territorial divisions between informal and formal workers,
urban and rural population, that affect access to public services and economic opportunities. The Peru
Systematic Country Diagnostic (SCD) explained the slowdown in growth experienced over the past five
years, pointing toward a number of constraints, including poor connecting infrastructure, factor and
product market rigidities, burdensome labor and tax regulations that create barriers to formalization, and
limited competition. The pandemic has also highlighted the need to grow in a more inclusive manner.
Despite the substantial gains in reducing poverty and inequality over the past decades, including those
related to gender, important differences in opportunities remain. The pandemic revealed the fragility of
the country’s social achievements and the weak capacity of the state to protect households against
adverse shocks (health, financial, or nature-related). In this context, it is critical to tackle obstacles to
broad based and sustainable growth.

4, More inclusive and sustainable growth requires providing households with more opportunities
and addressing climate related risks. First, the disproportional impact of the pandemic on the most
vulnerable groups of society reinforce the need to prioritize inclusive recovery policies. Slower economic
activity since 2017 had been putting poverty reduction on hold, while the 2020 recession has led to a
substantial increase in monetary poverty. According to preliminary estimates, poverty increased by
almost 6 percentage points in 2020, reverting to pre-2012 levels. However, without the government’s
interventions, the poverty increase would have been almost double (at least 4 percentage points higher).
In addition, the effect of the crisis has been particularly notable for the vulnerable groups. Informal
workers, who represent around 70 percent of Peruvian labor force, lost income-generating opportunities
as soon as the confinement started. Their precarious situation was exacerbated by the fact that they lack
social protection, access to health care, and in some cases, to sanitation infrastructure and reliable
electricity. The hardest hit sectors include retail trade and service industries like street vending and
domestic work— typically low-wage jobs that rely on in-person interaction. Also, gender gaps widened as
job losses were suffered disproportionately by women. Reversing this trend in increasing inequality can
be achieved through structural reforms that focus on (re-) building capital among vulnerable households,
including housing, and strengthening economic opportunities, for example through digital and financial
connectivity. Second, the COVID-19 crisis and recovery challenges present a unique opportunity to render
growth in Peru more environmentally sustainable and climate smart. Peru is a country with relatively low
per capita and total emissions and with a global share of emissions of only 0.3 percent. However, it is
recognized by the United Nations Framework Convention on Climate Change (UNFCCC) as a "particularly
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vulnerable" country. And like other countries, Peru faces climate policy risks as its export markets become
increasingly climate aware and demand greater environmental sustainability in production. As such, Peru
needs to invest in continued mitigation and adaptation action while maintaining a competitive economy
aligned with new global trends.

5. This operation supports reforms aimed at: (i) strengthening institutions to mitigate the social
and economic impact of the COVID-19 pandemic; and (ii) reinforcing structural foundations for an
inclusive and climate smart economic recovery. These are reforms that tackle broad-based structural
issues, are viewed as determining for the path and nature of recovery, and have therefore garnered broad-
based support among the Executive and Legislative branches as well as among citizens. The combination
of policy and institutional reforms is expected to result in a more robust economic recovery that helps
Peru “rebuild better” by addressing some of the country’s main structural weaknesses. This operation also
complements the broader World Bank (WB) program in Peru in the pandemic context, which includes
support to distance learning and health surveillance capacities (see Annex 5).

e The first pillar of the DPF concentrates on equitable and innovative economic crisis-response
policies that can serve as blueprints and pilots for future policy programs, including outside
Peru. By focusing on mitigating the social and economic impact of COVID-19 pandemic, the policy
actions supported through Pillar 1 aim to minimize scar tissue from the crisis and strengthen
institutions to improve crisis response in the future. Broad-based social transfers provide the poor
and vulnerable with essential income support that directly reduces poverty and food insecurity.
Similarly, the credit guarantee scheme was critical in ensuring that firms, especially Small and
Medium Enterprises (SMEs), maintain access to liquidity to meet their working capital needs and
financial obligations, thereby protecting formal employment and supporting a recovery. At the
same time, these policies bring about sustainable improvements in the government’s support
channels to affected population and businesses. Specifically, for safety net transfers to reach an
unprecedented number of households during the pandemic, the system required profound
improvements that will outlive the current crisis. The expansion of the National Registry of
Households and the introduction of new payment modalities will help provide timely assistance
in the event of future shocks, including those related to natural disasters thereby increasing the
resilience of Peruvian households. In addition, the availability of digital payment methods for
social transfers can help limit financial abuse and gender-based violence. Similarly, the innovative
auction scheme designed to assign central bank liquidity (part of Reactiva Peru) has allowed the
private sector to access financing at low rates and achieved positive recognition beyond Peru’s
borders. Not only was the credit flow to formal firms maintained during the crisis, but many SMEs
got access to financial sector products for the first time and at historically low rates.

o The second pillar focuses on microeconomic reforms that promote an inclusive and climate
smart post-COVID recovery. The policy actions supported address market failures that have been
holding back growth before the COVID-19 crisis, but which became particularly evident during the
pandemic and have been depriving households and firms from economic opportunities. The
actions tackle monopoly power in specific sectors, strengthen competition for digital inclusion
and promote universal access to financial services. Specifically, a new merger control regime will
help protect contestable and dynamic markets during the expected post-COVID wave of
consolidations in the corporate sector; infrastructure sharing regulation and pro-competitive
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spectrum policy is key to accelerate broadband access across the whole country; and granting
every Peruvian citizen at least a basic financial transaction account advances broad-based
financial inclusion. Actions under this pillar also address environmental externalities that pose a
severe threat to the sustainability of Peru’s development model. Updated NDC submitted by the
new High-level Commission on Climate Change establish more ambitious targets to reduce
greenhouse gas (GHG) emissions. Improvements to national Monitoring, Reporting and
Verification (MRV) systems are not only critical to meet NDC targets, but also enable private sector
solutions to climate change through market mechanisms, including carbon trading.
Complementary actions on climate adaption address market failures that have led to the
undersupply of resilient housing from the private sector.

e Reforms supported in this operation will also help address some of the root causes of gender
inequality. For example, universal access to a transaction account will help reduce the 17-
percentage point gender differential in account ownership in Peru while digital inclusion will
address the gender divide among Internet users. Finally, housing vulnerability, which the
operation aims to reduce, is more prevalent among female-headed households.

6. The policy agenda supported by the DPF is aligned with the priorities of President Sagasti’s
caretaker Government. Following the dispute between the Legislative and Executive powers, and the
subsequent political crisis in November 2020, Congress elected Mr. Sagasti as its new President and, by
extension, interim President of Peru until the newly elected President takes office end July 2021 (elections
are scheduled for April). The caretaker government’s priorities are: (i) ensuring an effective response to
the pandemic; (ii) supporting the economic reactivation and fiscal prudence; (iii) accelerating public
investment implementation; and (iv) ensuring a fair electoral process and smooth transition following the
elections. Given the broad-based consensus about the importance of macro-fiscal stability among the
population and the country’s strong track record in continuity in prudent macro-fiscal management during
changes of government, the upcoming elections are not likely to change the basic principles of country’s
macroeconomic management. In addition, the sustainability of the Program supported by this DPF is
enhanced by the strong bipartisan support to the Program with policy reforms approved by supermajority
in the Congress (Ley de Cuenta DNI and Ley de Control Previo de Concentraciones Empresariales) reflecting
a broad consensus across the political spectrum. Policy actions have further been informed by extensive
consultations and long-standing technical assistance from the WBG and other international organizations.
Going forward, following the elections, the WBG stands ready to support further reforms of the GoP
towards a more inclusive and sustainable development path for Peru.

7. Peru’s macroeconomic policy framework is deemed adequate and sustainable over the
medium-term. GDP contracted 11.1 percent in 2020, one of the highest drops among the major
economies of Latin America, amid global slowdown and reflecting domestic circumstances. In response
to the crisis, the Central Bank reduced the monetary policy rate, eased reserve requirements and injected
liquidity into the system in order to support the payment and credit chains. The Central Bank’s efforts
were also directed to stabilize foreign exchange market. Prudent macroeconomic policies in the pre-
COVID period helped to build buffers which enabled a sizeable fiscal package comprising of transfers to
vulnerable population and increased outlays for the health sector and quasi-fiscal state-guaranteed
liquidity support to enterprise sector. With macroeconomic stability one of the pillars of Peru’s economic
success, there is a strong commitment to maintain prudent macroeconomic policies during and after
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COVID. Economic growth in 2021 is projected at 8.1 percent, followed by a gradual return to the pre-crisis
growth rates in the medium-term. The fiscal deficit is expected to narrow gradually from around 8.9
percent of GDP in 2020 to a fiscal rule target of 1 percent of GDP by 2026. This will help keep the public
debt level—at close to 36 percent of GDP end 2020—sustainable in the medium term.

8. Unavoidably, Peru’s massive effort to mitigate the impact of the pandemic has come at the
expense of weakening buffers, thereby limiting space for further policy response. While international
reserves have not borne the impact of the crisis and remain high, other important resources, such as the
Fiscal Stabilization Fund or contingent credit lines, have largely been depleted. In this context, the
proposed DPF responds to the GoP’s request for a standalone budget support operation to support the
response to the crisis and strengthen structural foundations for recovery. While over 90 percent of Peru’s
gross financing needs in 2021 is expected to be met by international and domestic financing, lending and
contingent credit lines from International Financial Institutions (IFls) play an important role in diversifying
financing sources and ensuring rapid disbursements in the event of adverse external shocks, further
escalation of the pandemic, or natural disasters. The financing from the IFls also brings with it much
needed technical assistance to foster institutional strengthening, improve the design of policy measures
based on international good practice and support implementation capacity. The financing provided by this
DPF represents around 0.3 percent of 2020 GDP.

2. MACROECONOMIC POLICY FRAMEWORK

2.1. RECENT ECONOMIC DEVELOPMENTS

9. After decades of strong growth, fueled by the commodity super cycle, Peru grew an average of
3.1 percent per year from 2014 to 2019. In the early 2000s Peru’s real Gross Domestic Product (GDP)
grew at an average rate of 5.3 percent, far exceeding the region’s 2.7 percent growth rate. Such a high
growth rate enabled Peru to double its per capita income and reach upper-middle-income status in 2008.
Macroeconomic stability, coupled with open financial and capital markets and a sustained trade
liberalization policy, amid a favorable external environment for commodity exporters were the key factors
behind Peru’s success. The prolonged period of high growth was equitable and conducive to poverty
reduction. The poverty rate fell from almost 60 percent in 2004 to 20.7 percent in 2016, and inequality
fell substantially. The Gini index declined from 0.50 to 0.44 in that period while the middle class expanded
from 15 percent to 34 percent of the population. The country’s growth rate in 2014-17 was hampered by
the worsening terms of trade, severe El Nifio weather pattern in 2017, and the spillovers of the Lava Jato
corruption investigation. After a rebound in 2018, growth slowed again in 2019 to 2.2 percent due to
weaker external demand, publicinvestment under-execution, and temporary shocks to mining production
and fishing.

10. The acceleration in the economic activity in early 2020 was put to an end in late March when
the COVID-19 pandemic hit Peru and the national lockdown started. A strict generalized quarantine,
harsher than in other parts of LAC, implemented in a context of widespread informality, severe income
inequality, and weak state capacity, led to a 11.1 percent decline in GDP in 2020.% Supply-side constraints

3 According to the COVID-19 Government Stringency Index of the University of Oxford, Peru applied the toughest restrictive
measures in LAC between March and July 2020.
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led to a collapse in production, including in the mining and labor-intensive services sector. Total
employment fell by 40.1 percent (about 7.1 million workers) in the first half of 2020, while earnings and
hours worked declined substantially for those who remained employed. Labor market indicators started
improving gradually in June, but household income has not yet returned to 2019 levels.* According to the
World Bank High Frequency Surveys, Peruvian households experienced the largest employment and
income losses among 13 countries in LAC. To limit the socio-economic fallout, the authorities announced a
package of measures equivalent to around 20 percent of GDP, aimed at supporting companies, households,
and economic recovery.’

11. The current account deficit narrowed in the last four years, reflecting both greater export
capacity and loss of momentum in domestic demand. Investments made during the commodity boom
period paid off in the form of a greater supply of minerals for export. However, the more recent slowdown
in private investment and consumption translated into lower growth of imports. The current account
turned positive in 2020, as more favorable terms of trade, especially in the second half of 2020, helped to
improve trade balance despite an abrupt decline in export and import volumes due to the crisis. In
addition, lower outflow of investment income supported current account surplus. Foreign direct
investment was an important source of capital inflow throughout the period, although its size diminished
last year. In contrast, ample global liquidity and search for yields, combined with increased financing
needs by the public sector, led to large increase in the non-resident holding of sovereign debt. In this
context, international reserves climbed to USD 74.7 billion by the end of 2020, equivalent to 38 percent
of GDP, and more than six times short-term external debt. To further shield the economy against external
tail risks, in May 2020, Peru was granted access to a Flexible Credit Line (FCL) with the IMF for about USD
11 billion for two years. ©

12. Stable inflation during the COVID-19 pandemic mirrors the simultaneous contraction of supply
and demand and also the well-anchored inflation expectations. Expansionary monetary stimulus, in the
form of interest rate reductions and unprecedented liquidity support, including under Reactiva Peru
Program, was effective in avoiding a collapse in the payment chain in 2020. The monetary stimulus did not
affect inflation which remained relatively stable during the year at around 1.8 percent. Also, inflation
expectations remained anchored within the 1 percent to 3 percent target range. The increased exchange-
rate volatility due to the pandemic and political events was managed effectively through Central Bank
interventions. As a result, the Peruvian Sol gradually depreciated during the year by around 10 percent.
The banking sector remained resilient and well capitalized in December, with non-performing loans (NPLs)
at 3.8 percent of gross loans and capital at approximately 15.5 percent of risk-weighted assets, although
return on assets fell from 2.2 percent in 2019 to 0.6 percent by November 2020. Nonetheless, the impact

4 According to INEI, at the end of 2020, employment in Lima Metropolitana was around 1.13 million below the 2019 levels,
while average monthly income was around 7.4 percent lower compared to 2019.

5 The package includes a combination of monetary and fiscal measures as well as the use of private savings (withdrawal of the
pension assets) and will be implemented in 2020 and beyond. The size of the fiscal response in 2020 is estimated at around 7
percent of GDP. The pension asset withdrawals helped to provide temporary financial relief for contributors, nonetheless at the
expense of lower future retirement income. Offsetting the negative consequences of these withdrawals and more fundamental
challenges of the contributory pension system in Peru (low coverage) need to be addressed through a comprehensive pension
reform.

6 FCL is a contingent financing to prevent the effects of crunches in balance of payment flows. The authorities’ intention is to
treat the arrangement as precautionary.

Page 10



The World Bank
Peru: Strengthening Foundations for Post COVID-19 Recovery (P174440)

of the economic crisis on the banks’ balance sheet may take time to materialize after the provisions
providing temporary support to debtors expire.

13. Fiscal policy was geared towards mitigating the impact of the COVID-19 pandemic. To
accommodate large countercyclical fiscal response, the authorities opted for an extraordinary suspension
of the fiscal rules for 2020 and 2021.” This decision was endorsed by the independent Fiscal Council, which
also recommended the publication of reports assessing the exceptional measures being adopted and
explaining the target for the deficit in 2021 to ensure transparency and accountability. The annualized
Non-Financial Public Sector (NFPS) deficit increased to 8.9 percent of GDP in 2020 from 1.6 percent the
previous year. Revenues sharply declined reflecting a steep contraction of economic activity. The multiple
tax deferral schemes, equivalent to around 1.6 percent of GDP, implemented to alleviate the impact of
COVID on businesses and households had only limited impact on the overall level of revenues in 2020, as
most of them expired within the fiscal year. On the other hand, a package of discretionary expenditure
measures focused on social transfers (2.5 percent of GDP), health (0.6 percent of GDP), targeted payroll
subsidies (0.3 percent of GDP) and other measures supporting enterprises and reactivation.® In this
context, public debt closed the year above the legal limit of 30 percent of GDP. The Ministry of Finance
estimated that by end of 2019, the maximum exposure of the NFPS to explicit contingencies amounted
to 10.8 percent of GDP, with the expected materialization of 0.73 percent of GDP. The expansion of credit
guaranteed schemes, a joint effort by the Central Bank and the Ministry of Finance, led to an increase in

contingent liabilities associated with Reactiva Peru Program and other liquidity support schemes for SMEs.
9

14. The slowdown in economic activity led to a substantial increase in monetary poverty, projected
to revert to pre-2012 levels. According to preliminary estimates, poverty increased by almost 6
percentage points in 2020 when considering emergency safety nets programs. Without such mitigation
measures, the poverty increase would have been almost 4 percentage points higher. Inequality also
increased since those with lower levels of education and with jobs that cannot be done from home are
the most affected. Gender gaps widened as job losses were suffered disproportionately by women.
Poverty and inequality have also greatly affected the more than a million Venezuelan migrants and
refugees living in Peru due to their limited access to social protection.

7The Government did not apply the escape rule, which was triggered in 2017 following the El Nino phenomenon (prompted by
large reconstruction efforts in the north of the country). Such escape clause was designed to cope with adverse shocks such as
natural disasters or financial crises, which are not as negative as a pandemic. In that sense, the fiscal rules were suspended by
decree to act immediately at the onset of the crisis in a context of high uncertainty of its impact and duration. Given the
uncertainty regarding the severity and the duration of the pandemic as well as needed flexibility to provide fiscal response, the
Government decided to suspend the rules by a Decree.

8 Measures supporting enterprises and reactivation are around 4 percent of GDP and include capitalization of FAE-MYPE, FAE-
MYPE Agricola, FAE-MYPE- Turismo (of 2.2 percent of GDP), tax incentives for reactivation (0.7 percent of GDP) and investment
programs (1 percent of GDP). These measures are only partially incorporated in the baseline for 2020 given their multi-year
effects.

° The identified contingent liabilities included: i) judicial processes in national and international courts, and national arbitrations
(7.11 percent of GDP), ii) international controversies in investment matters (1.78 percent of GDP), and iii) guarantees granted
with the signing of Public-Private Partnerships contracts (1.90 percent of GDP). Contingent liabilities related to Reactiva Peru
amount to almost 60 billion soles (8.5 percent of GDP). The Ministry of Finance estimated a maximum expected loss of 25
percent. This would represent a potential materialization of 0.88 percent of GDP, 0.75 percent of GDP and 0.18 percent of GDP
in 2021, 2022 and 2023, respectively.
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Table 1. Key Macroeconomic Indicators 2016-2024

2016 2017 2018 2019 2020e 2021P 2022P 2023P 2024P
Real economy Annual percentage change, unless otherwise indicated
GDP (nominal--local currency) 656,450 698,245 740,269 767,498 712,293 759,453 806,024 851,881 894,020
Real GDP 4.0 25 4.0 22 -1141 8.1 45 4.1 33
Per Capita GDP (In US$ Atlas Method) 6,095 6,173 6,344 6,524 5,758 6,154 6,371 6,574.6  6,574.6
Contributions:
Consumption 21 1.7 2.7 24 5.7 5.7 3.3 3.2 25
Investment -1.1 0.3 14 0.0 -4.5 1.8 1.3 1.1 0.8
Net exports 3.0 1.1 -0.1 -0.2 0.9 0.6 -0.1 -0.2 0.0
Imports 15 6.2 47 04 -4.0 3.1 15 14 1.1
Exports 114 72 24 0.2 -4.9 37 1.3 1.2 1.1
Unemployment rate (ILO definition) 35 35 34 33 5.1 45 4.0 3.8 38
GDP deflator 1.3 1.3 14 14 1.4 15 15 1.6 1.6
CPI (average) 3.6 2.8 1.3 2.1 1.8 2.1 2.0 2.0 20
Fiscal Accounts Percent of GDP, unless otherwise indicated
Expenditures 21.3 216 216 220 26.4 24.2 236 232 23.3
Revenues 19.1 18.6 19.3 20.3 17.5 18.7 20.1 20.7 213
Non-financial public sector balance -2.3 -3.0 -2.3 -1.6 -8.9 55 -3.5 -2.5 -2.0
Public and Publicly Guaranteed gross
debt (eop) 23.9 249 257 26.8 35.9 37.7 38.6 39.3 38.7
Selected Monetary Accounts Annual percentage change, unless otherwise indicated
Base Money 6.3 6.5 7.7 6.7 29.1 4.0 3.0 3.0 3.0
Credit to non-government 56 6.6 8.7 6.9 12.3 3.0 3.0 3.0 3.0
Interest (key policy interest rate) 4.2 3.8 2.8 2.6 0.3 1.0 15 15 1.5
Balance of Payments Percent of GDP, unless otherwise indicated
Current Account Balance 2.7 -1.2 -1.5 -1.5 0.5 0.3 -0.1 -0.3 0.9
Imports 225 22.3 220 22.1 204 217 21.1 20.9 20.6
Exports 225 246 253 235 226 255 247 244 24.0
Foreign Direct Investment 35 33 2.9 39 12 1.3 2.3 1.9 1.7
Gross Reserves (in million US$, eop) 61,746 63,731 60,288 68,370 74,909 78,409 80,209 81,209 82,109
In months of next years' imports 15.5 154 14.3 20.3 19.5 - - - -
As % of short-term external debt 801.3 7515 644.3 870.1 636.0 - - - -
External Debt 38.3 35.9 347 34.7 41.7 389 34.2 30.7 28.3
Terms of Trade -0.3 75 -0.3 -1.8 8.2 3.6 0.1 0.1 0.0
Exchange Rate (average) 34 3.3 3.3 3.3 35 3.6 35 34 34
Other memo items
GDP nominal (in million US$) 194,500 214,154 225239 229,790 203,524 212,138 231,616 248,362 265,288
Net Public Debt 6.8 9.5 11.3 13.0 225 - - - -

Source: World Bank staff based on the Central Bank, Ministry of Finance and the IMF data.
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Table 2. Balance of Payments (BOP) Financing Requirements and Sources, 2016-2024 (USD million)

2016 2017 2018 2019  2020e  2021P  2022P  2023P  2024P

BOP financing requirements and Sources

Financing requirements -11,763 14,870 -10,334 -10,246 -7,449 -5052 -6,886 -6,855  -6,655
Current account deficit -5232 2537 -3349  -3,337 1,225 679 -249 -701 2,475
Medium and long-term debt amortization -6,531 12,333 -6,985 -6,909 -8,674 -5,731 -6,637 -6,154 -4,180
Financing Sources 11,763 14,870 10,334 10,246 7,449 5,052 6,886 6,855 6,655
Foreign Direct Investments (FDI) and
portfolio investments (net) 5,402 5,559 3,109 4,845 2,320 2,701 5,409 4,655 4,555
Capital grants 0 0 0 0 0 0 0 0 0
Medium and long-term debt disbursements 7,489 11,677 7,342 8,312 11,520 5,851 3,277 3,200 3,000
Change in reserves (+ decrease) * -1,128 -2,366 17 =291 -6,391 -3,500  -1,800  -1,000 -900

Source: World Bank staff based on the Central Bank’s data.

Table 3. Key Fiscal Indicators for the Public Sector, 2016-2024 (% of GDP)
2016 2017 2018 2019 2020e  2021P  2022P  2023P  2024P

Overall Balance 2.3 -3.0 2.3 -1.6 -8.9 55 -3.5 -25 2.0
Primary balance -1.3 -1.8 -1.0 -0.2 -7.3 4.3 =241 -1.0 -04
Total Revenues (and grants) 19.1 18.6 19.3 20.3 17.5 18.7 20.1 20.7 21.3
Tax revenues 14.6 13.8 14.5 15.1 13.1 14.3 154 16.6 16.7
Taxes on goods and services 6.4 6.3 6.9 71 6.7 7.0 71 74 7.9
Direct Taxes 5.7 5.3 5.6 5.7 5.4 5.6 5.7 5.9 6.0
Taxes on international trade 0.2 0.2 0.2 0.2 0.2 0.3 0.2 0.2 0.2
Other taxes 1.7 1.6 1.8 21 0.8 14 24 2.6 2.6
Non-tax revenues 24 26 26 2.8 2.2 2.2 2.2 2.2 2.2
Social insurance contributions 2.2 21 2.2 2.2 21 21 22 2.2 2.2
Capital revenues -0.1 01 0.0 0.2 0.0 0.1 0.2 0.2 0.2
Grants 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Expenditures 213 216 216 220 26.4 24.2 236 232 233
Current expenditures 16.6 16.9 16.7 17.4 224 19.9 191 19.0 18.6
Wages and compensation 6.0 6.3 6.3 6.2 6.3 6.2 6.4 6.4 6.4
Goods and services 6.3 6.2 5.7 5.8 9.0 7.9 7.8 7.8 7.8
Interest payments 1.1 12 14 14 1.6 1.2 1.4 15 1.6
Current transfers ** 3.2 3.2 3.3 3.2 55 4.6 35 2.8 2.8
Capital expenditures 47 47 49 46 4.0 43 45 4.7 4.7
Capital investments 41 4.0 43 43 3.7 3.7 39 39 39
Capital transfers ** 0.6 0.7 0.6 0.2 0.3 0.6 0.6 0.8 0.8
Non-Financial Public Sector Financing 23 3.0 23 1.6 8.9 - - - -
External (net) 0.7 -1.5 0.1 0.6 3.4 - - - -
Domestic (net) 1.2 45 24 1.0 5.5 - - - -
of which: privatization 0.5 0.0 0.0 0.0 0.0 - - - --

Source: World Bank staff based on the Central Bank and Ministry of Finance data. Notes: * Non-financial public sector. **
Current transfers include spending on pensions, social benefits and social programs. Capital transfers include deferred payments
(APPs), capital contributions, expropriations, transfers to funds and advances for works.
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2.2. MACROECONOMIC OUTLOOK AND DEBT SUSTAINABILITY

15. Peru’s GDP is expected to rebound 8.1 percent in 2021 and gradually return to its potential
growth rate in the medium-term in the baseline scenario. This projection is conditional upon the
effective containment of the second wave of COVID and the speed at which vaccines can be deployed
(see Box 1). Given the depth of the recession in 2020, a strong rebound is expected in 2021, assuming
accelerated public investment execution, gradual recovery of the labor market and improved global
conditions with a COVID-19 vaccine rollout. Also, the recovery of commodity prices, especially copper, is
expected to have a positive impact on investment in the medium-term. Under such a scenario, the
economy is projected to return to its pre-COVID output level by end 2022, albeit with cumulative
pandemic-related output losses that could reach 36 percent of 2020’s GDP.

16. The current account is expected to remain close to balance in 2021 and 2022, due to the
counteracting effects of rising exports and imports. Mining exports are likely to increase due to the
recovery in the global markets but also greater domestic supply. On the other hand, imports would mirror
the expected recovery in domestic demand. Inflation is expected to remain in the lower half of the Central
Bank’s target range, despite temporary price pressures in specific markets and an expansionary
monetary stance. Due to weak demand, closing of the negative output gap is likely to be gradual and
slow, maintaining prices in check in the medium term.

17. The fiscal deficit is projected to narrow in 2021, but public debt is expected to continue
trending upwards. Economic recovery in 2021-22 should bring cyclical recovery of revenues, which,
combined with the gradual expiration of pandemic-related spending programs, should reduce the fiscal
deficit to around 5.5 percent of GDP in 2021. Consequently, public debt is projected to continue rising in
2021 despite the deficit being partially financed by public sector assets.

18. Over the medium-term, adherence to fiscal prudence is expected to continue. In line with the
international consensus, the authorities are committed not to withdraw the stimulus prematurely and
support economic recovery at the expense of higher debt level, given the available fiscal space. Over the
medium-term, the authorities are committed to achieving the fiscal target of a 1 percent of GDP deficit
in 2026. Nonetheless, the second wave of COVID-19 pandemic and corresponding mitigation measures
may lead to a delay in the fiscal consolidation process. The future consolidation path and the underlying
measures will be elaborated by the new administration and will guide the adoption of the 2022 budget.
The pandemic has highlighted spending needs in the medium term in several areas, including healthcare,
social safety net, pension, digital and other infrastructure. In this regard, it will be important to close the
revenue gap of 0.7 percent of GDP identified in the Informe Pre-Electoral from January 2021 by outlining
specific tax policy, revenue administration, and spending rationalization measures.

19. Peru’s public sector debt dynamics are sustainable and resilient to a range of different shocks.
The public debt-to-GDP ratio is likely to remain above the debt target of 30 percent of GDP throughout
the projection period, mainly due to a large one-off increase in 2020. The debt-to-GDP ratio is expected
to reach its peak of about 39.3 percent of GDP in 2023, where after it would decline gradually. The debt
profile is vulnerable to the high share of public debt held by non-residents (65 percent of total), while
currency and interest rate structure seem favorable. Public debt remains at manageable levels under the

Page 14



The World Bank
Peru: Strengthening Foundations for Post COVID-19 Recovery (P174440)

standardized shocks and it stays well below 70 percent of GDP benchmark for Emerging Markets (EMs).
The results of the Debt Sustainability Analysis (DSA) shock scenarios show that the authorities have
sufficient buffers, both in terms of the time and fiscal space to design and implement policy response to
stabilize and later gradually reduce public debt to GDP ratio.

Figure 1. Public Debt Sustainability Analysis
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Source: World Bank staff calculations.

Notes: 1/Real GDP shock consists of a reduction of one standard deviation (5.2 percent) in GDP growth for two years. This also
increases primary balance and the interest rate on debt. 2/Real intertest rate shock consists of a permanent shock of an
increase of 200 basis points in the interest rate paid on debt. 3/ Real exchange rate shock consists of a one-off depreciation of
19 percent leading to a real exchange depreciation of around 14 percent. 4/Combined shock consists in the worst scenario
combining the size and duration of other shocks under 1/, 2/ and 3/.

20. The economic outlook is subject to significant uncertainty and some risks, mostly associated
with global developments. Some of the more important risks are the duration of the second wave of the
pandemic and potential new waves, delays in vaccine development, and a further slowdown in global
economic activity. Materialization of any of these risks would imply prolonged social distancing
restrictions, more pronounced uncertainty, and possibly increased fiscal tensions and, therefore, directly
affect the pace of recovery of the domestic economy. Also, the depth of scarring due to the impact of the
pandemic on household income and balance sheets of the corporate sector might be deeper than initially
expected. The linkages to financial sector — through increased corporate restructuring and bankruptcies —
could lead to lower profitability of the financial sector and an increase of non-performing assets.
Furthermore, the economy remains vulnerable to declines in commodity prices, capital outflows,
confidence effects, and natural disasters. Finally, the political uncertainty, in the context of multiple
clashes between the Executive and Legislative, as well as upcoming presidential and congressional
elections are generating additional risks should Peru’s well-established macro and fiscal prudence be put
in question. The increased political uncertainty has led to the recent downgrade of Peru’s credit rating
outlook from stable to negative by Fitch, though it did not affect its BBB+ rating.

21. There are also important mitigation factors. The fiscal position, while weaker than prior to the
crisis, remains generally strong. Peru still has fiscal space to pursue countercyclical fiscal policy and
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support the economic recovery. However, to cover the 2020 deficit, the government used its contingent
credit lines, depleted the funds available in the Fiscal Stabilization Fund and reduced its liquid asset
reserves at the General Account of the Republic. The IFls financing in the form of budget support
operations and contingent credit lines will play an important role in diversifying financing sources and
ensuring rapid disbursements in the event of adverse external shocks, further escalation of the pandemic
or natural disasters. On the external side, exchange rate flexibility and large international reserves offer
comfortable policy margin to be used complementarily to withstand external shocks, given the country’s
dollarization ratio. The financial sector entered the crisis well-capitalized, but it will require close
monitoring. While some small financial institutions could be affected by the duration of the pandemic,
leading to some consolidation in the sector, a systemic disruption is not expected. Capitalization ratios
and the presence of international institutions limit the effect of current risks. Also, it is expected that the
Superintendence of Banking and Insurances (SBS) will continue closely monitoring the soundness of the
banking system, while also allowing the rescheduling of debts if the emergency requires so. Peru has a
strong track record of responsible fiscal policy, and macroeconomic prudence and stability have been the
cornerstones of macroeconomic management for the past 20 years.

22. Overall, Peru’s macroeconomic policy framework is deemed adequate and sustainable over the
medium-term, hence adequate for a DPF. The macroeconomic policy mix is appropriate in the current
circumstances - the Central Bank has reduced the monetary policy rate while the Government has
implemented a strong countercyclical fiscal response to attenuate the effects on domestic demand of the
pandemic-induced recession. The Government is fully committed to implementing a phased process of
gradual fiscal consolidation in line with the recovering output, as highlighted in the Government
Multiannual Macroeconomic Framework 2021-2024 and Pre-Electoral Report. Public debt remains
sustainable and relatively resilient to different shocks.

Box 1: Peru’s macroeconomic forecasts are strongly determined by the evolution of the pandemic

The prolongation of the second wave of infections and delays in the availability of vaccines may slow the pace
of economic recovery. The baseline scenario assumes that the second wave will be dissipating towards the end
of the first quarter. This would allow the restrictions in the extreme alert zones to be relaxed since the second
quarter. It also assumes that 15 percent of the population would have been vaccinated by the third quarter and
25 percent by the end of the year. If these events are delayed, the recovery will be slower. The downside scenario
assumes that the second wave and its associated extreme lockdown measures would last until the middle of the
year and that the percentage of the population vaccinated towards the end of the third quarter is less than 10
percent. In this case, GDP growth would reach only 6.2 percent. These delays would also affect growth in 2022,
especially due to the lower vaccination rate. In this scenario, output would reach 2019 level by the end of 2023,
rather than end of 2022 as in the baseline scenario.®

In the downside scenario, public debt would surpass 40 percent and fiscal consolidation would be delayed.
Lower growth would negatively affect government revenue and more stringent measures would require higher
spending in order to mitigate the social and economic effects of the lockdown. In such case, the closing of the
fiscal gap would be more gradual, bringing the deficit to 3.3 percent of GDP by 2023, higher than the 2.5 percent
of GDP projected in the baseline scenario. Public debt would reach 43 percent of GDP by 2023, 16 pp above of
the level estimated before the pandemic and almost 5 percentage points above the baseline scenario. This would

10 The assumptions on vaccination rollout are conservative and assume that the Government would use around 33 percent and
13 percent of the contracted (procured) vaccines in the baseline and downside scenario. According to official sources, as of
mid-February Peru had contracted 48 million of vaccine doses.
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Figure 1: Peru GDP level under different scenarios
(millions of LCU constant)
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put greater pressure on public financing needs and could increase the cost of borrowing.

Figure 2: Peru’s public debt under different scenarios
(share of GDP)
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2.3. IMF RELATIONS

23. On January 8, 2020, the Executive Board of the International Monetary Fund (IMF) concluded
the Article IV consultation with Peru and in May, it approved an FCL arrangement. In the pre-pandemic
context, the IMF Board commended Peru for continuing to be one of the best-performing economies in
Latin America, despite growth deceleration since 2015. Directors commended the authorities’ strong fiscal
position demonstrated by low and sustainable public debt and ample fiscal buffers and encouraged the
authorities to undertake growth-enhancing structural reforms to address productivity and infrastructure
gaps. Directors also encouraged further efforts to improve social welfare to ensure adequate social
protection, a more equitable distribution of natural resource revenues across regions and deepening
financial development and inclusion. In response to the Government’s request following the outbreak of
COVID-19 pandemic, on May 28, 2020 the Executive Board of the IMF approved a two-year precautionary
FCL arrangement for Special Drawing Rights (SDR) 8.007 billion (about USD11 billion). The FCL
arrangement is a temporary insurance to buttress confidence in the context of heightened global
uncertainties. The next Article IV report is expected to be considered by the IMF’'s Board on March 19,
2021. The IMF and WB maintain close collaboration on macroeconomic and structural issues.

3. GOVERNMENT PROGRAM

24.

The authorities have implemented a sequenced policy response to mitigate the impact of the

crisis and support economic recovery. Aside from the health response, the authorities have launched a
set of monetary, financial, fiscal, economic and social measures to mitigate the impact of the crisis (Box
2). The announced package was equivalent to about 20 percent of GDP, comprising of: (i) crisis response
measures of around 1 percent of GDP; (ii) support to families (5 percent of GDP); (iii) support for the
enterprise sector (1.9 percent of GDP); and (iv) support to liquidity of the private sector and recovery

(around 12.4 percent of GDP).
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25. One of the most ambitious components of the program—in size and impact—has been the
emergency safety nets transfers to households. This effort has been comprised of several roll outs of
cash transfers throughout the first and second trimesters of 2020, targeting different groups of vulnerable
families and amounting to a total of Peruvian Soles (PEN) 17.3 billion (around 2.5 percent of GDP).!! In
early 2021, a second wave of the pandemic and new lockdown measures have led to the extension of the
emergency support to households under the new Regional Bono. The expansion of the safety nets was
accompanied by structural improvements to beneficiary registries and the introduction of new digital
payment modalities.

26. The program has also emphasized supporting business sector and facilitating economic
reactivation. Business support aimed to fulfill two complementary goals: (i) support employment and
prevent a disruption in the payment chain, and (ii) strenghten economic reactivation. Under these
complementary goals, initiatives have included payroll subsidies conditional on employment retainment
and tax exemptions for the corporate sector. Reactiva Pert (PEN 60 billion, equivalent to around 8.5
percent of GDP) guaranteed up to 98 percent of loan amounts in commercial banks, with the goal of
providing working capital to affected companies. To support economic reactivation, the Government
launched Arranca Peru scheme, a public investment program in road and housing construction, education
infrastructure, and agricultural projects, among others. As part of it, a public works program - Trabaja
Peru was created to provide over 200,000 temporary jobs for vulnerable and unskilled population.

Box 2: Main measures under the authorities’ economic response to the pandemic

Monetary/Financial:

e  Reduction of the monetary policy interest rate: The Central Bank of Peru cut the policy rate in March
and April by a cumulative 200 bps to a record low of 0.25 percent and adopted forward guidance on
the future path of its key interest rate thereby putting a downward pressure on longer-term rates.

e  Easing of reserve requirements: Easing of reserve requirement for domestic and foreign short-term
deposits and the minimum current account requirement in soles of banks at Banco Central de Reserva
del Peru (BCRP).

e Provision of liquidity to the financial system: New liquidity facilities: (i) Government-backed credit repos
(Reactiva Peru); (ii) repos conditioned to the refinancing of the credit portfolio, and (iii) A program of
Government guarantee to the credit portfolio of financial entities.

e  Reduction of volatility in long-interest rates and in the foreign exchange rate: (i) Foreign exchange
intervention to prevent disorderly market conditions; (ii) Expansion of the limits for additional reserves
in soles associated with the banks’ sales of foreign exchange derivatives; and (iii) Security repos with
sovereign bonds and direct purchase of foreign currency between BCRP and Administradoras de
Fondos de Pensiones (AFP) allowed.

e  SBS Guidance on loan classification: The superintendence of banks allowed financial institutions to
modify the terms of their loans to households and enterprises affected by the Covid-19 outbreak
without changing the classification of the loans. These operations have to satisfy well defined
conditions, including a maximum modification period of six months. This measure expires in September
2021.

Fiscal/social:

11 MIDIS reports payments of PEN 760 to 8.6 million households. A second payment of PEN 760 was made to 8.4 million
households as part of the Bono Universal ( Decreto de Urgencia 098-2020)
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e  Expenditure measures: (i) Increased spending in health equipment and personnel — including purchase
of supplies, tests, personal protection gear, and measures to improve hygiene, (ii) support for poor and
vulnerable families, consisting of consecutive Bono programs, (iii) support for enterprise sector in the
form of employment retention subsidies and emergency lending for SMEs (FAE- MYPE Program) and
(iv) post-lockdown public investment and public works recovery projects (Arranca Peru and Trabaja
Peru Programs).

e Tax measures: tax deferrals for individuals and businesses, extension of carryforward for losses
incurred 2020 fiscal year, special depreciation rules for new buildings and constructions, tax
administration improvements.

Other instruments:
e Exceptional withdrawals from the workers’ Compensacion por Tiempo de Servicios (CTS) accounts (fund
to protect to the employee when they are unemployed).
e  Withdrawals of private pension savings from AFPs.
e  Accelerated Bankruptcy Refinancing Procedure (PARC Program).

Source: World Bank staff based on information from MEF and BCRP

27. The development objectives of this operation are closely aligned with the Government of Peru’s
(GoP) pre-pandemic program. The structural reforms supported by the Program are aligned with the
multi-party 10-year National Development Strategic Plan (2011-2021) and the current Government Plan
(2016-2021) with respect to meeting the country’s objective to guarantee basic rights to the most
vulnerable, while providing necessary measures to stimulate growth at the macro level. 1% In particular,
they align closely with the two national policy goals (“politicas de estado”) contained in the National Pact
(Acuerdo Nacional): (i) equity and social justice and (ii) competitiveness. For example, to promote
competitiveness, the government has prioritized sustainable development and climate change
management as well as the development of infrastructure (including digital) and housing.

4. PROPOSED OPERATION

4.1. LINK TO GOVERNMENT PROGRAM AND OPERATION DESCRIPTION

’

28. Through its two pillars, this operation supports policy reforms that are part of the authorities
response to the pandemic and will lay the foundations for a more inclusive and climate-smart recovery.
Reforms supported through Pillar 1 were critical in the COVID-19 response phase and helped advance
deeper reforms to durably strengthen social safety nets. The advancements to Peru’s safety nets
infrastructure and the expansion of transfers to poor and vulnerable households helped contain increases
in the poverty rate and, through the updated registries and new payment modalities for social assistance,
increased the resilience of Peruvian households against future shocks. Also, the innovative market-based
competitive auction system, implemented as part of Reactiva Peru program, helped to provide much
needed liquidity to the enterprise sector at a lower cost stabilizing labor income for numerous households.
Pillar 2 of the proposed operation is aimed at structural reforms that create a more solid basis for
economic recovery by focusing on addressing market failures that became particularly evident during the

12 CEPLAN. Plan Bicentenario: El Perd hacia el 2021. https://www.ceplan.gob.pe/sinaplan/plan-bicentenario-2. July, 2011.
Peruanos por el Kambio. Plan de Gobierno, 2016-2021. https.//www.presidencia.gob.pe/docs/plandegobierno.pdf. March, 2016
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pandemic and have been depriving households and firms from economic opportunities. The actions tackle
monopoly power in specific sectors, strengthen competition to encourage digital inclusion, and promote
universal access to financial services and better housing conditions. Actions supported further help
achieve more ambitious climate mitigation targets.

29. The design of this DPF considers Peru’s current political context, lessons learnt from prior
engagements through DPFs in Peru and other upper middle-income countries, and is in full alignment
with the medium-term structural reform objectives of the CPF. Given the upcoming elections in April
2021, the program is designed as a stand-alone operation and focuses on the nonpartisan, yet critical
elements of the reform agenda such as supporting the vulnerable, enhancing digital and financial
inclusion, or strengthening competition framework. The stand-alone design of the operation provides the
needed flexibility for supporting reforms in a complex country context. At the same time, in line with past
experiences of DPFs in upper middle-income countries, this DPF is accompanied by a broader program of
technical and analytical tools to support implementation of the wider reform agenda and respond to the
country’s needs and demands. In addition, this DPF is aligned with the strategic framework of the WBG’s
COVID-19 crisis response outlined in the Approach Paper (AP), the pillars set in the CPF from May 2017,
and the updated objectives from the Performance and Learning Review of the CPF from April 2019.
Specifically, the policies supported by this DPF will contribute to reach the CPF’s objectives of enhancing
the environment for sustainable private sector investments, improving water and sanitation services in
key urban areas, improving governance with selected institutional reforms at the national and subnational
levels, strengthening the management of natural resources and improving disaster risk planning and
financial management. This operation complements the broader WB program in Peru in the pandemic
context, which includes support to distance learning and health surveillance capacities.

4.2. PRIOR ACTIONS, RESULTS AND ANALYTICAL UNDERPINNINGS

Pillar 1: Strengthening institutions to mitigate the social and economic impact of the COVID-19
pandemic

30. Pillar 1 works to support the vulnerable population and enterprises in the context of the
pandemic, including by strengthening the institutional foundations of the respective policy instruments
that will outlast the pandemic. The pandemic made evident where support was most urgently needed:
poor and informal workers not being able to earn daily wages and businesses confronting drastic and
sudden demand shocks while continuing to face cost obligations. Prior Actions included in this pillar not
only relieve urgent needs but also reduce long-term vulnerability among these groups. Structural
improvements in efficiency which will reduce costs and increase speed and ease of delivery if and when
needed in the future. In brief, Pillar 1 supports improvements in the coverage and implementation of
digital transfers in safety net programs as well as innovative mechanisms to provide businesses with
liquidity at low financial cost.

Prior Action #1: In response to the COVID-19 pandemic, the Borrower has: (i) expanded the National
Registry of Households by incorporating new poor and vulnerable households, as evidenced by Article 27
of Law N2 31084 dated November 30, 2020 and published in the Official Gazette on December 6, 2020,

Page 20



The World Bank
Peru: Strengthening Foundations for Post COVID-19 Recovery (P174440)

and (ii) introduced new digital payment modalities for cash transfer programs, as evidenced by the DU
(Decreto Urgencia) 010-2021, published in the Official Gazette on January 30, 2021, to channel the new
Temporary Cash Transfer Programs (Bono Independiente, Bono Rural, Bono Yo me Quedo en Casa, Bono
Universal) to poor and vulnerable families.

31. Rationale: As one of the countries hardest hit by the COVID-19 crisis, Peru’s poverty rate is
projected to have increased to levels not seen since 2012. According to the High Frequency Surveys
conducted by the World Bank, Peruvian households experienced the largest employment and income
losses among 13 countries in LAC. Possible explanations for this disproportionate impact include high
levels of informality and income inequality as well as poor and crowded living conditions for a large share
of the population. Peru’s existing social protection system had limited capacity to cushion the fallout of
the pandemic, as its coverage is much lower than in other LAC countries.’® Focused traditionally on
geographic (rural) and demographic (age) criteria, existing cash transfer programs were insufficient to
assist the new poor and vulnerable, which were mainly concentrated in urban settings and included
informal workers. The rapid expansion of the emergency cash transfers required swift adaptation of their
delivery systems to identify households that were not included in Peru’s existing social registry; and to
expand digital payments methods to reduce the risk of contagion due to agglomeration at payment points
and create conditions for better financial inclusion.

32. Substance of the Prior Action: Against the severity of the economic shock, authorities quickly
rolled out new emergency safety net schemes targeting poor and vulnerable population relying on daily
wages. The largest emergency cash transfer scheme called “Bono Universal” reached around 8.4 million
households (out of 12.6 million households identified in the new national household registry) with a
transfer of PEN 760 (approximately, USD 211 per household).* The unprecedented increase in the
number of beneficiaries required the swift inclusion of new households in the Social Registry—a joint
effort between four institutions—Registro Nacional de Identificacion y Estado Civil (RENIEC), Ministerio de
Desarrollo e Inclusion Social (MIDIS), Ministerio de Trabajo y Promocion del Empleo (MTPE) and Instituto
Nacional de Estadistica e Informdtica (INEl)—to integrate different households databases into a
comprehensive social registry under MIDIS. Furthermore, this has allowed for the creation of a National
Household Registry (Registro Nacional de Hogares,(RNH) linked to the national identity card (DNI)
managed by the national registry of identification and civil status (RENIEC), which in turn avoided
duplicating transfers per household and is a powerful tool for future household identification efforts.’ As
a result, the number of individuals covered by the National Registry for COVID-19 increased from around
25 million pre-COVID, to 33 million.® In addition, the Government has implemented institutional

13 WB (2017) Peru: Systematic Country Diagnostic

14 This included all the existing household beneficiaries of social programs, all the poor households included in the Peru’s
existing social registry and households with individuals who were not formal workers, civil servants or had declared monthly
income for tax purpose above PEN 3000. All the households included in Bono Universal received one equivalent transfer from
one of the previous four emergency cash transfer schemes (Yo me quedo en casa, Bono independiente, Bono Rural and Bono
Familiar Universal).

15 Argentina, Bolivia, Brazil and Panama have duplicated transfers per household in the absence of a complete household
database.

16 By expanding the number of individuals captured in the National Registry, the country will be better prepared to face
emergencies related to climate-induced natural disasters and administer disaster related disaster relief programs. The Registry
has been used in the past to identify population affected by natural disasters. In such case, following the declaration of
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arrangements to improve the emergency cash transfer payment systems.’ First, transfers evolved from
a single-provider model (via Banco de la Nacion) towards multiple providers (including most commercial
banks and microfinance institutions). Second, transfers have migrated away from physical payments or
cash withdrawals to alternative mechanisms. Relative to traditional social programs, transfers for “Bono
Universal” using bank accounts, mobile banking accounts, cellular accounts, e-wallet, and cashier
payments increased by 57 percent, 4 percent, 21 percent, 2.5 percent and 14.6 percent, respectively. This
is especially important for women who, in addition to being the main recipients of the transfers, are less
able to open accounts in formal financial institutions. This form of payment is also expected to reduce
their risk of gender-based violence (GBV) such as intimate partner violence that could be provoked by the
transfer.

33. Expected Results and Indicators: The expansion of the National Registry of Households has
allowed 2.5 million more eligible households to receive income support. Overall, the emergency transfers
are estimated to have prevented an increase in poverty of 4 additional percentage points. The updated
Registry also improved the efficiency of the response as it reduced the risk of multiple payments per
household. As a result of the expansion of the registry, including to those particularly vulnerable to climate
change impacts, the Government will be better positioned to effectively channel post-disaster assistance
through its existing social safety net programs. The significant improvements in payment systems have
expanded consumer choice, reduced agglomeration at payment points, promoted financial inclusion and
is expected to have long-lasting impact in the delivery of social assistance programs. The reforms
supported under this DPF are expected to increase the percentage of the new temporary cash transfer
program disbursements channeled via bank accounts or e-wallets from 30 percent in the first Covid-19
Bono 380 (April 2020) to 80 percent in the Bono Universal Il (by June 2021).

Prior Action #2. The Borrower adopted the credit guarantee scheme Reactiva Peru Program to provide
liquidity for the enterprise sector, at competitive costs using innovative interest rate auction
mechanisms; as evidenced by Legislative Decree No. 1455, dated and published in the Official Gazette on
April 6, 2020, and Circular No. 0017-2020-BCRP dated April 14, 2020.

34. Rationale: The pandemic and associated lockdowns have induced supply-side disruptions,
depressed aggregate demand, and caused the temporary shutdown of many businesses. The sudden,
substantial loss of revenues has caused significant liquidity stress on businesses, potentially compromising
their long-term viability. At the same time, the pandemic and mitigation measures made banks less willing
to provide additional financing, in anticipation of deteriorating economic and financial conditions.'® Many

emergency, geographical criterion for the eligibility of beneficiaries is defined. On this basis, the National Information System
for the Prevention and Attention to Disasters (SINAGERD) and local governments provide assistance to households located in
the areas affected by the disaster, which are identified through the Social Registry. (WFP, Oxford Policy Management,
Proteccion social reactiva frente a emergencias en América Latina y el Caribe, Caso de estudio: Peru, October 2017)

17 These improvements were first introduced through DU 056-2020 and later extended through DU 010-2021.

18 Increasing impairment charges, the drop-off in economic activity and financial market volatility pressured key financial
indicators, while sector-wide deferment payment measures offset some of the pressure on reported NPLs and profitability. The
weaker operating environment will increase the NPLs ratio during 2020. The loan impairment charges to average loans ratio
sharply increased to 3.43 percent at June 2020, as banks increased their provisions due to expectations of further asset quality
deterioration. At end-June 2020, the regulatory capital ratio was 14.80 percent and remained stable compared to that of FY19.
However, the operating profit to risk weighted assets (RWA) ratio plunged to 1.38 percent in 15t semester of 2020 as a result of
tighter margins and increased impairment charges.
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viable firms, especially SMEs, facing financing difficulties, were forced to cut employment and delay
capital spending. Against this background, the authorities launched a credit guarantee scheme (Reactiva
Peru) to facilitate the transmission of monetary policy, preserve the functioning of the payment system
and, crucially, to prevent the collapse in the flow of working capital to firms impacted by the COVID-19
crisis.

35. Substance of the Prior Action. Through Reactiva Perd, financial institutions can obtain a loan
guarantee from COFIDE (national development bank) and access central bank liquidity through
repurchase agreements. The collateral is represented by the loan portfolio guaranteed by COFIDE, which
has the same credit quality as government securities. The auctioned amounts are allocated to financial
institutions that bid competitively on the lowest lending rates they commit to charge to their clients. This
innovative auction mechanism has been extremely effective in lowering the cost of financing for
beneficiary firms. Any firm is eligible to apply to the credits from participating banks provided that: (i) it
does not have debt with the Tax Authority (SUNAT) exceeding 1 tax unit (UIT) (PEN 4,400); (ii) it is classified
under the risk rating unit within the Superintendence of Banking and Insurances as “Normal” or “With
Potential Problems”; and (ii) it does not distribute dividends or profits (except those corresponding to
workers) during the validity of the credit.!® The competitive system has resulted in credit flows to the
private sector that — far from collapsing — are among the most robust in the world, supporting liquidity
amounting to PEN 60 billion (USD 16.5 billion) and representing around 8.5 percent of Peru’s GDP and
achieving historically low interest rates paid by the firms. As of October 30, 2020, 501,298 firms of all
sector had benefited from Reactiva Peru. MSMEs made up 98 percent out of total enterprises participating
in the program and received 46 percent of total credit volume. The average loan size for micro and small
enterprises was PEN 54,180, while average loan size for large and medium enterprises was PEN
3,653,623.2%Under Reactiva Peru, loans have a 12 months grace period followed by a 2-year repayment
period.

36. Expected Results and Indicators. The Reactiva Peru program is expected to prevent a decline in
credit flows to the private sector in 2020 with respect to pre-pandemic levels. Reactiva Peru’s size of PEN
60 billion is equivalent to 30 percent of total credit flow to the private sector by December 2019 (PEN 202
billion) and will, therefore, be a significant contributor to total credit flow in 2020 with positive knock-on
effects on credit stocks in 2021. Furthermore, by providing liquidity to a significant number of businesses
in a time of crisis, the program aims to contribute to preserving the payments chain, supporting businesses
abilities to meet payroll obligations, mitigate loss of employment and subsequent household
impoverishment. Half of all formal workers hold jobs in firms that benefitted from Reactiva Peru. If not
for this program, the effect of deteriorated financial conditions and even more depressed production
levels are estimated to have led to 2 percentages points higher levels of poverty. As a result of the reforms
supported under this DPF it is expected that total net credit flow to the private sector in 2020 will not
have collapsed and that spill-over effects of the support to credit last into 2021. Even if credit to GDP
ratios are influenced by several economic conditions, this program is expected to result in credit to the
private sector as percentage of GDP being not lower than Q4 2019 level of 26.9 percent.?

19 Reactiva Pert Eligibility Criteria Guideline. Plataforma digital Unica del Estado Peruano. Verificar si puedo acceder a Reactiva
Pert. https://www.gob.pe/8949-verificar-si-puedo-acceder-a-reactiva-peru.

20 MEF. Reactiva Peru: Estadisticas del Programa Reactiva. October 2020. https://www.mef.gob.pe/contenidos/archivos-
descarga/Estadisticas_Reactiva_Peru_al_30102020.pdf .

21 https://www.sbs.gob.pe/app/stats_net/stats/EstadisticaBoletinEstadistico.aspx?p=13#
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Pillar 2: Reinforcing structural foundations for an inclusive and climate smart economic recovery

37. Pillar 2 addresses market failures that caused structural weaknesses in Peru’s growth model
even before the pandemic and stand in the way of a robust recovery. Peru has undergone several waves
of structural reforms starting in the 90s to remove government distortions in the economy, improve the
regulatory framework, and promote a private sector led growth model. The resulting reduction in poverty
and inequality has been notable. At the same time, further reforms are required to mitigate remaining
market failures. This pillar supports competition measures that enables greater efficiency and productivity
growth; measures to promote social objectives such as greater availability and affordability of digital and
financial services; and measures to tackle environmental externalities and protect the poor and vulnerable
from climate-change induced risks. The design of such measures aims to benefit particularly women by
reducing the gender gap in financial inclusion and their exposure to GBV.

38. The current and expected future cost of climate change on lives and livelihoods in Peru,
especially among vulnerable groups, underscores the urgency of increasing mitigation and adaptation.
Many activities with high economic potential depend on eco-systemic resources (such as the energy
sector, agriculture, and tourism).?? Even in the most moderate scenario of climate change, Peru’s potential
growth will be adversely affected by climate related events. Observed and anticipated climate change
impacts include rising temperatures, extreme precipitation, and more frequent and severe occurrences
of natural disasters, including extreme weather events linked to the recurrent “El Nifio” and “El Nifo
Costero” phenomena. The impacts of these events are intensified by anthropogenic processes that cause
the degradation of ecosystems and environmental pollution. Climate change induced disasters—
stemming from extreme drought and rain, floods, frost, among other—account for 72 percent of national
emergencies and disasters.?® In the last 30 years (1990-2020), Peru has suffered economic losses totaling
USD 3.6 billion due to hydrometeorological events such as floods, droughts and forest fires (Emergency
Events Database??). 327 thousand families lost their homes in these events making housing resilience a
priority for Peru. “El Nifio Costero” alone was estimated to have cost Peru 1.5 percent of its annual GDP
in 2017.

Prior Action #3. The Borrower has increased financial inclusion through the provision of transaction
accounts linked to the national identification number (Cuenta DNI) for all Peruvian citizens, undertaken by
Banco de la Nacién and RENIEC and in line with the National Financial Inclusion Policy; as evidenced by
Law N 31120, dated January 22, 2021 and published in the Official Gazette on February 7, 2021.

39. Rationale: Access to basic financial services is critical for poverty reduction and inclusive
economic growth. Inclusive financial systems increase the resilience for vulnerable populations by

22 The GoP estimates that, under a climate change scenario, real GDP would be lower than the GDP without climate change by
5.7 percent to 6.8 percent in 2030. In 2050, the gap would be between 20.2 percent and 23.4 percent. Another study concluded
that the cumulative impact of climate change is estimated in economic losses from 2.8 percent to 3.9 percent of the country’s
GDP from 2010 to 2040. The analysis included the impacts in the following sectors: agriculture, livestock (altoandina), fisheries,
mining, hydropower, infrastructure, tourism and health. CEPAL, IDB, 2014. La economia del cambio climdtico en el Peru.
https://repositorio.cepal.org/bitstream/handle/11362/37419/1/51420992 _es.pdf

23 peru First NDC (Archived), https.//www4.unfccc.int/sites/NDCStaging/Pages/Party.aspx?party=PER

24 https://www.emdat.be/
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enabling them to access financial support from social networks, governments, and their own savings
during economic shocks.? The majority of Peruvian adults are unbanked, and the use of digital financial
services remains low: just 43 percent of Peruvian adults (ages 15+) have an account with a financial
institution, below the regional average of 55 percent (2017 Global Findex data). Peru has one of the largest
gender gaps in the region: men are 17 percentage points more likely than women to own an account.
There is a need to actively include women in the digitization process. This is crucial for GBV survivors
because greater financial independence is key for their recovery. Furthermore, only 34 percent of adult
population report having made or received a digital payment in the past year; most Peruvians rely on cash
for everyday transactions, including retail purchases, paying utility bills, remittances, and agricultural
payments. Unbanked adults report high costs and lack of trust as key barriers to financial inclusion. The
COVID-19 pandemic has highlighted the necessity of universal financial inclusion to facilitate the delivery
of financial support to vulnerable household. With high levels of financial exclusion, the Government’s
ability to efficiently deliver emergency social transfers to vulnerable households was significantly
constrained. Many beneficiaries of the emergency social transfers relied on in-person, cash-based
disbursement mechanisms. This generated significant direct and indirect costs for beneficiaries and the
Government, including cash shortages, agglomeration at payment points, and increased COVID-19
transmission risks. In addition, there is also evidence that low levels of financial inclusion slowed the
delivery of disaster relief payments after the 2017 “El Nifio” disaster. 26

40. Substance of the Prior Action: The Government has recognized the need to address persistently
high levels of financial exclusion and promote digital means of payment.?” The Cuenta DNI Law aims to
address the “market failure” aspects of financial exclusion by opening a basic transaction account at Banco
de la Nacion (a state-owned bank with extensive reach in rural areas) for all Peruvians, linked to their
national identification number. Only the initial costs of design and implementation will be covered by
Treasury but the maintenance costs for Cuenta DNIs are estimated to be low at around PEN 1.1 million
monthly, representing a small share of the total budget of Banco de la Nacién (0.5 percent). This is unlikely
to affect the financial health of Banco de la Nacidn, especially when considering potential revenues from
additional services provided to the new customer base.?® In the short-term, the effort will prioritize
opening such accounts for individuals receiving social transfers, including those vulnerable to climate-

25 For example, evidence from Kenya indicates that access to transaction accounts lifted two percent of households out of
poverty due to their increased ability to manage risk and save with positive gender effects. Based on Suri, Tavneet, and
William Jack. Science Vol. 354, No. 6317 (2016): 1288-1292.

26 |n response to the Fenomeno del Nifio Costero 2017, the GoP expanded existing social programs (like Juntos and y Pensidn
65) and created a new one (Bono Una Sola Fuerza) to attend the population in affected areas.

27 Prior reform efforts — including standards for basic accounts and a regulatory framework for e-money — have fallen short of
expectations. The bank-centric and concentrated nature of the financial system has constrained competition and innovation to
the detriment of financial inclusion. Large, incumbent banks are highly profitable and have shown little interest in expanding
their customer base to reach rural and vulnerable populations. At the same time, the banking sector yields significant market
power. For example, the bank owned ACH and proliferation of vertical structures in the retail payments market has limited the
growth of new entrants and generated high costs for consumers. Lack of universal access to affordable and reliable ICT
infrastructure also serves to constrain development of an ecosystem for digital financial services.

28 According to a 2019 Moody’s assessment, Banco de la Nacion has solid financial fundamentals, including robust profitability,
capital and asset quality, liquidity and access to inexpensive deposit funding. Moody’s rated Banco de la Nacion as A3 / P-2 with
a stable outlook. The assessment highlighted lack of business diversification as a weakness, though this will partially be
addressed by the offer of Cuenta DNIs to the general population.
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change-related shocks, but aiming for universal access in the medium-term.?® The Government is
developing strategies to ensure that Cuenta DNI holders can take advantage of the broader infrastructure
of the financial sector (for example, via ATMs and agents of other financial institutions) and use the
product as a stepping stone to towards financial services offered by other providers (for example, via open
banking and allowing customers to link e-wallets to their Cuenta DNI). Such strategies are necessary to
ensure the Cuenta DNI is aligned with Peru’s “subsidiarity principle,” which requires that services provided
directly by state-entities do not crowd out the private sector. The Cuenta DNI initiative is aligned with
Peru’s National Financial Inclusion Policy (approved in August 2019) which seeks to increase financial
inclusion — as measured by account ownership — to 75 percent by 2030. WB support to this Policy and
ongoing technical assistance (TA) on customer-central approaches to financial consumer protection,
among others, address demand-side financial inclusion constraints.

41. Expected Results and Indicators: Given the benefits of financial inclusion and the limited coverage
of private sector financial institutions, state intervention to facilitate access to basic transactional
accounts can improve access to basic services for vulnerable and rural households. Such accounts are a
first step for households to benefit from more financial sector products that increase economic
opportunities. The accounts also increase resilience to natural disasters, as future relief payments are
expected to be made through these accounts and will therefore reach larger number of people more
quickly and effectively. Given how women are lagging in account ownership and that social safety net
programs target women recipients in eligible households, women will be benefitting more from the roll
out of the Cuentas DNI. The reforms supported under this DPF are expected to lead to 1 million activated
accounts linked to the national ID by March 2022, and to reduce the gender gap in account ownership
from 17 percentage points in 2019 to 10 percentages points by 2021.

23 Given that Banco de la Nacidn is the Government’s agency responsible for making payments of social transfers (the Bank has
the largest network of branches across the country and digital payment methods), the increase in the number of vulnerable
households having a bank account at the Banco de la Nacion, will allow for rapid and more effective payments in the event of
climate induced natural disasters, thereby overcoming the obstacles observed in the past which were due to inability of
affected population to receive dedicated payments. (WFP, Oxford Policy Management, Proteccidn social reactiva frente a
emergencias en América Latina y el Caribe, Caso de estudio: Pert, October 2017)
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Prior Action #4. The Borrower has promoted adoption and usage of broadband access by: (i) mandating
active infrastructure sharing; and (ii) enabling broader use of the 3.5GHz band and other assigned
spectrum to advance broadband deployment; as evidenced by the 3rd complementary final disposition of
Legislative Decree 1478 dated May 7, 2020 and published in the Official Gazette on May 8, 2020, and MTC
Ministerial Resolution No. 0709-2020-MTC, dated October 15, 2020 and published in the Official Gazette
on October 17, 2020.

42. Rationale: Providing more accessible and reliable digital technologies is relevant for the short and
for the long term and to enhance social inclusion. While pandemic-related restrictions last, digital
technologies offer an opportunity for governments, individuals, and businesses to better cope with social
distancing, ensure business continuity, access private and public services, and prevent service
interruptions. They offer the government better opportunities to channel support to households through
digital financial services. However, there is still a large digital divide in Peru that prevents people, mostly
in rural areas, to take full advantage of digital technologies. In Peru, only 6 percent of rural households
have internet (compared to 63 percent in Lima)*, and less than half of the rural communities (46 percent)
have mobile service coverage. Overall, according to recent Telegeography data, fixed broadband
penetration is only 32 percent, well below the LAC regional average (47 percent) and Organization for
Economic Co-operation and Development (OECD) average (84 percent). The digital divide is also reflected
in a gender gap: Internet is used more commonly by men (63 percent) than women (57 percent). Limited
competition, barriers to innovation, underinvestment, and lack of effective coordination constrain
universal digital inclusion in Peru. For example, a single fixed broadband provider holds 65 percent of the
market share, while in 53 percent of rural communities, there is only one single mobile network operator.

43, Substance of the Prior Action: The Government has taken multiple steps towards accelerating
the adoption of digital technology. First, it has ensured that market entrants can access the most
widespread telecom infrastructure network held by the incumbent, particularly in areas with poor
coverage. While infrastructure sharing has existed on the books for decades, enforcement was lacking for
active infrastructure. MTC has now been given powers to mandate active infrastructure sharing and has
adopted radio access network (RAN) sharing—the most comprehensive form of access network sharing3!.
This will enable telecommunications service operators to serve areas where they do not have their own
networks or coverage. MTC will gradually implement this mandate to ensure a balance between
incentives for new infrastructure deployment and enabling access to competitors. Peru’s universal access
policy provides subsidies through auctions to incentivize broadband service provision in areas where
private sector service alone is not economically viable. Second, Peru has amended the National Frequency
Plan to maximize use of 3.5GHZ band and to facilitate deployment and massification of 5G (in line with
other countries). On the one hand, it has allowed current license holders in the 3.4-3.6 GHz band to
provide broadband services (4G and beyond), even if their current assignments were only for local carrier
and/or fixed telephony services. In parallel, MTC is working on a plan to assign frequency bands for the
development of 5G digital services.

30 https://www.inei.gob.pe/media/MenuRecursivo/boletines/boletin_tics.pdf

31 nfrastructure sharing is a standard policy in network industries to ensure contestability of segments in which competition is
viable. Typically, access policy ensures that essential facilities (such as certain network infrastructure) can be used by operators
other than the infrastructure owner. The regulator ensures that the price at which such access is granted ensures an adequate
return to the capital investment while enabling the market entrant to compete on a level playing field. RAN sharing involves
sharing all access network equipment, including the antenna, mast and backhaul equipment.
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44, Expected Results and Indicators: The new infrastructure sharing policy will enhance the ability of
market entrants to compete with established operators in areas with poorer coverage and offer better
broadband services. For example, some rural communities that are only served by one operator will be
able to benefit from competition and ultimately more affordable and better-quality broadband. Improved
broadband access will enhance economic opportunities for households and firms. Estimates are that
access to fixed internet at home may raise income of families by an average of around PEN 276 per month
in urban areas and PEN 391 per month in rural areas.3? Moreover, an increase of 10 percentage points in
the number of households that have internet access could increase the value of GDP by 2 percent®,
Reforms supported by this DPF are expected to increase the percentage of population covered by 4G
networks from 77 in 2019 to 83 percent in 2021.

Prior Action #5. The Borrower has enhanced market competition by enacting a new merger control
regime; as evidenced by Law No. 31112, dated January 6, 2021 and published in the Official Gazette on
January 7, 2021.

45, Rationale. Competition in key markets is essential for productivity growth to recover higher
growth rates of potential GDP in the years to come. Meanwhile, lack of competition harms the poor and
vulnerable disproportionally as they have fewer options. Competition is at risk in the aftermath of a deep
recession and structural transformation in many markets, where waves of corporate restructurings,
mergers and acquisitions could permanently render markets less contestable.®* While Peru has had
significant achievements with its anticartel program and the elimination of bureaucratic barriers, critical
tools to promote and protect competition are still missing. Peru is one of only two upper middle-income
countries in Latin America that does not have an economy-wide mechanism to control mergers and
acquisitions when they could lead to market structure that facilitate anti-competitive practices. It only
reviews mergers and acquisitions for potential anti-competitive effects in the electricity sector. The
introduction of such a tool to tackle market dominance has been under debate for over fifteen years. The
Bank has been providing Peru with technical assistance on merger control since 2012.%° Peru does not only
lack a merger control, it also prosecutes few cases of abuse of dominance.® This creates opportunities for
abusive behavior. For the economic recovery period, Peru urgently needs a mechanism to facilitate rapid
reallocation and consolidation of capital while preventing anticompetitive effects associated to economic
concentrations.

32

https://cdn.www.gob.pe/uploads/document/file/1458231/Translation%20Economic%20Impact%200f%20internet%20access%
20in%20peruvian%20households%20-%20DGPRC%20-%20MTC%20%28V.%20Ing|%C3%A95%29.pdf

33 https.//www.gob.pe/institucion/mtc/informes-publicaciones/1625507-impacto-del-acceso-a-internet-en-el-crecimiento-
economico-del-peru-un-enfoque-ard|

34 Bloomberg, 2020. “M&A Deals Come Roaring Back as Executives Plot Post-Covid Future”. December 2020. Available at:
https://www.bloomberg.com/news/articles/2020-12-24/m-a-deals-come-roaring-back-as-executives-plot-post-covid-future

35 WBG, 2012. “Elements to Consider in a Proposed Merger Control Policy in Peru”. June 2012.

36Between 2013 and 2017, Peru’s Competition Authority, INDECOPI, opened only 2 cases per year on average on abuse of
dominance (none of which resulted in sanctions), half the OECD average of 4 cases per year. OECD, 2018. “OECD-IDB Peer Reviews
of Competition Law and Policy: Peru”. 2018 pp. 58-59. Available at: http://www.oecd.org/daf/competition/oecd-idb-peer-
reviews-of-competition-law-and-policy-peru-2018.htm; Based on information from 48 jurisdictions. See: OECD, 2020. “OECD
Competition Trends 2020”, p.47. Available at: http://www.oecd.org/daf/competition/OECD-Competition-Trends-2020.pdf
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46. Substance of Prior Action. The new merger control law introduces a well-developed framework
within which to assess mergers to address all key elements of merger control design. Among others, the
law includes objective revenue/assets-based notification thresholds and sets individual thresholds.3” The
authority will thus be able to focus on those transactions most at risk of harming consumers without
deviating resources from enforcement actions against anticompetitive practices or other initiatives to
promote competition. The law adopts key international best practices, notably seeking to prevent only
those transactions that significantly restrict competition as determined within a comprehensive
framework; including a pre-notification consultations, foreseeing a simplified procedure for expedite
review and a two phase procedure of review; having clear timeframes for review with a “silent is consent”
rule; providing for adequate confidentiality guarantees, among others. Finally, to properly ensure
compliance with the law, the National Institute for the Defense of Free Competition and the Protection of
Intellectual Property (Instituto Nacional de Defensa de la Competencia y de la Proteccion de la Propiedad
Intelectual, INDECOPI) has the ability to impose sanctions, remedies and corrective measures both for
gun-jumping and for non-compliance with request of information or with conditions imposed
for clearance.

47. Expected Results and Indicators. Merger control in Peru is expected to provide the authority with
a critical tool to protect competition in the aftermath of the recession. Even in pre-pandemic times,
merger control activity had been on the rise in the OECD and in LAC.3® Merger control process will enable
INDECOPI to curb anticompetitive effects of mergers, if needed, through structural or behavioral
remedies/conditions. Around one third of mergers that go through an in-depth assessment are only
cleared with remedies.?® Actions that prevent anti-competitive mergers protect competition in the
markets and, among others, generate savings to consumers from more competitive prices*’. As a result of
the reform supported in this DPF, by end of 2021, INDECOPI is expected to have decided in at least 5
instances on merger transactions after having assessed potential anticompetitive effects.

Prior Action #6. The Borrower has adopted the updated National Determined Contributions (NDC) that
increase the Borrower’s unconditional climate change ambition, in relative terms, by 50 percent relative
to the previous NDC submission, as evidenced by the updated NDC published on the UNFCCC website.

48. Rationale: Peru’s vulnerability to climate change and climate policy risk in the context of COVID-
19 pandemic recovery mandates even more ambitious mitigation and adaptation targets and institutional
improvements to reach those targets. As part of the process to update its NDC and achieve carbon-
neutrality by 2050, Peru set out to strengthen its commitment to climate action. To achieve its ambitious
targets, Peru has implemented multiple initiatives to promote a clean, resilient, efficient, and inclusive
growth. The country’s climate policies have the potential to generate multiple co benefits, such as

37 The law includes a 118,000 UIT combines threshold, and a 18,000 UIT individual threshold._

38 Between 2015 and 2018, merger control activity in the OECD increased by approximately 14 percent, with 8400 decisions in
2018. 5 competition authorities in LAC alone reviewed 904 mergers in 2019.

39 31.5 percent of the mergers that went through an in-depth assessment between 2015 and 2018 in the OECD were only
cleared with remedies. OECD, 2020, p. 57.

40 Merger control in Spain is estimated to have saved consumers around USD 134 million between 2011 and 2018.CNMC, 2018.
“Impact of competition enforcement by the Spanish Competition Authority (2018)”’. 2019, p. 9. Available at:
https://www.cnmc.es/sites/default/files/editor_contenidos/CNMC/DocumentosReferencia/201904_Garc%C3%ADa-
Verdugo%20J.%20and%20G%C3%B3mez%20Cruz%20L.%202019.%20Impact%200f%20competition%20enforcement%20by%20
the%20Spanish%20Competition%20Authority%20(2018).pdf
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reducing urban air pollution due to the burning of fossil fuels; improving water and energy efficiency;
increasing productivity through climate-smart agriculture; safeguarding infrastructure from natural
disasters; increasing exports by complying with sustainability standards in international markets; including
vulnerable groups in the climate dialogue and decision-making, such as women and indigenous peoples.
To achieve its NDC and the associated co benefits, the GoP needed a better articulation and enhanced
interinstitutional coordination and efficiency around its climate policy and actions.*! The establishment of
a High-Level Commission on Climate Change (Comision de Alto Nivel de Cambio Climdtico, CANCC)
responds to these needs, with the Commission empowered to coordinate Peru’s climate policies,
including its commitments under the Paris Agreement.

49, Substance of the Prior Action: The government has committed to more ambitious mitigation and
adaptation targets through an updated NDC. Peru’s revised NDC to the Paris Agreement increases its
unconditional climate ambition by 50 percent relative to the previous NDC. The updated NDC aims for
emissions reductions between 30 percent (conditionally) and 40 percent (unconditionally) relative to the
baseline, equivalent to emissions lower by 80.5 to 119.3 metric tons of carbon dioxide than they would
have otherwise been.*? Peru has also strengthened its institutional framework for implementing these
more ambitious mitigation and adaptation targets by creating the High-Level Commission on Climate
Change. This represents an important step in mainstreaming climate action across priority sectors and
different levels of government, and creating the means to oversee progress in NDC implementation and
coordinate the actions of key stakeholders.*® The Commission, which is a permanent entity, will serve as
a platform for consulting and agreeing upon climate-related multisector initiatives. The approval and
submission of the updated NDC were the first concrete action of the CANCC. It will further lead the
monitoring and reporting of progress made on Peru’s international climate change commitments.

50. Expected results and indicators: In order to ultimately achieve the GHG emission reductions
targets set out in the updated NDC by 2030, sectors will annually report on implementation of mitigation
measures. This is critical to ensure proper reporting of initiatives, monitoring progress towards the larger
target and informed policy decision-making. The high level of the new Commission, supported by its
technical working groups, will help ensure strategic guidance and buy-in and will raise the profile of
climate discussions to the top of the Government. The results of this policy action will be measured by the
number of annual reports from sectorial agencies on the implementation of mitigation measures, in
accordance with the updated NDC, from 0 (2020) to 5 (2021).

41 QOECD (2016) Peru — Environmental Policy Review, https.//www.oecd.org/environment/country-reviews/16-00312-
environmental%20performance%20review-peru-web.pdf

42 peru’s original NDC pledged a reduction of 30 percent from baseline (208.9 MtCO2eq), 20 percent non-conditional and 10
percent conditional. These numbers are not far from the pledges of other Latin American countries that generate more emissions
than Peru — in some cases four to nine times. For example, Argentina’s NDC, submitted in 2016, stated the unconditional
reduction target of 483 MtCO2e in 2030 including emissions or removals from the Land Use, Land Use Change and Forestry
(LULUCF) sector, and equivalent reduction to 32 percent above 2010 levels excluding LULUCF in 2030. Brazil committed to reduce
emissions by 37 percent and 43 percent below 2005 emissions levels (a year with particularly high levels of emissions), by 2025
and 2030, respectively. Mexico’s NDC set unconditional and conditional targets to reduce GHG emissions in 2030 by 22 percent
and 36 percent below its baseline, respectively. Chile’s original NDC included, among others, the following unconditional
commitments: (i) a maximum emissions level of 95 MtCO2e in 2030, excluding emissions or removals from the Land Use, Land
Use Change and Forestry (LULUCF) sector; and (ii) reduce emissions from deforestation and land degradation of native forest by
25 percent by 2030, taking average emissions between 2001-2013.

43 The Commission is comprised of the Presidency of the Council of Ministers, 13 ministries, representatives of regional and
municipal governments, and the National Center for Strategic Planning.
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Prior Action #7. The Borrower has enhanced measurement, reporting and verification of GHG mitigation
initiatives, including for carbon trading, through: (i) the creation of the National Registry of Mitigation
Measures (RENAMI), and (ii) requlating the process and requirements for private institutions to certify
their mitigation efforts under the Carbon Footprint Peru Platform; as evidenced by article 56 of MINAM
Decree (Decreto Supremo) N° 013-2019-MINAM, dated and published in the Official Gazette on December
31, 2019 and MINAM Resolution N° 237-2020-MINAM, dated November 23, 2020 and published in the
Official Gazette on November 26, 2020.

51. Rationale. Legal and institutional reforms that the Government has undertaken to improve
environmental sustainability in key economic sectors—such as energy, transport, waste management,
agriculture and forestry—as well as multiple private climate change mitigation investments include
important GHG emission reduction or removal (ERR) efforts.** These efforts have the potential to generate
revenues, including through carbon trading. Forest communities and other vulnerable groups are among
the potential beneficiaries of those transactions, which are still limited in Peru when compared to other
developing countries. In 2019, 29 and 66 Peru-based projects were trading emission reductions in
voluntary and regulated carbon markets, respectively.®® In the absence of regulations and a central system
for registering those initiatives, the Government could not estimate and publicly disclose the amount of
revenues generated by those transactions, which were negotiated and implemented independently by
each developer. Such systems to collect, monitor and report on individual GHG reduction efforts by public
and private actors enable: (i) market-transactions such as carbon trading and broader climate finance;
and (ii) evidence-based formulation of policies to achieve the NDC, with inputs from non-governmental
stakeholders who also have access to relevant climate data. Carbon markets require a solid, transparent
system for tracking and recording ERR, as well as clear regulations on the entitlement of carbon rights and
their potential transfer. Implementation of Peru’s National Climate Change Strategy and sectorial
roadmaps to contribute to NDC commitments require a uniform accounting and transparency of ERR
efforts.

52. Substance of the Prior Action. This DPF supports the Government’s efforts to enhance its MRV of
GHG mitigation efforts, by: (i) creating the National Registry of Mitigation Measures (RENAMI)* to record
large-scale policies, programs and investments and other initiatives that generate ERRs; and (ii)
operationalizing the platform that quantifies carbon-reduction efforts by private institutions with an
updated methodology in line with international reporting standards, including for carbon credits.
Together with InfoCarbono—the national emissions inventory— RENAMI and Huella de Carbono Peru
(HCP) will consolidate the country’s MRV transparency framework. The virtual platform RENAMI —the first
of its kind in Latin America — will collect, register, monitor, and manage information on climate mitigation
measures: (i) proposed by public entities to achieve the NDC; and (ii) proposed by public and private
entities for carbon trading.*” Based on data processed through RENAMI, the Government will register and

44 For example, the adoption of the National Programme for Sustainable Urban Transport and the extension of the National Forest
Conservation Programme.

4> MINAM, 2019. Segundo Informe Bienal de Actualizacién del Peru a la Convencion Marco de las Naciones Unidas sobre el Cambio
Climdtico.

46 The Bank has supported MINAM in the development of RENAMI through the Partnership for Market Readiness (PMR).

47 As of February 8, 2020, RENAMI had registered 65 measures included in the NDCs and 8 measures for carbon trading proposed
by MINAM. https://productsuat.markit.com/br-reg/public/peru-public/#/home
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certify ERR units to be commercialized in the market. In parallel, HCP introduces a user-friendly tool for
private entities, particularly MSMEs, to quantify, report and neutralize their ERR efforts.*® Through
recognition labels, the HCP system acknowledges progress in the four stages of the process—
measurement (footprint calculation), verification, reduction and neutralization of emissions—and
certifies potential ERRs that can be further traded in carbon markets. Currently, there are 179 entities
registered at HCP that completed the measurement stage, of which 39 have been verified by the Ministry
of Environment (MINAM).

53. Expected results and indicators: These reforms facilitate the public and private entities’ access to
an international carbon market in which voluntary buyers have spent nearly USD 4.6 billion globally on
transacted offsets over the last decade. On the one hand, these enhanced MRV tools will provide the
primary metrics to support the monitoring of progress made towards the NDC commitments. On the other
hand, the new registry is expected to attract climate finance, by promoting transparency and avoiding
double-counting of emissions reductions by both the seller and purchaser of carbon credits. That potential
financing will contribute to the economic sustainability of green, climate friendly initiatives. The number
of private and public sector entities that registered their mitigation measures in Huella de Carbono Peru
and RENAMI is expected to increase from 0 in 2019 to 320 in March 2022.

Prior Action #8. The Borrower has expanded access to more resilient housing under the MiVivienda
Program through: (i) reducing the savings requirement for low income groups under the Techo Propio
Program, as evidenced by Legislative Decree No. 1464 dated April 17, 2020 and published in the Official
Gazette on April 18, 2020 and Ministerial Resolution No. 086-2020-VIVIENDA dated April 30, 2020 and
published in the Official Gazette on May 1, 2020; and (ii) enhancing incentives for sustainable construction
under the Nuevo Crédito MiVivienda credit modality, as evidenced by Decree (Decreto Supremo) No 003-
2020-VIVIENDA dated January 23, 2020 and published in the Official Gazette on January 24, 2020 and
Decree (Decreto Supremo) No. 007-2020-VIVIENDA, dated May 14, 2020 and published in the Official
Gazette on May 15, 2020.

54. Rationale. In Peru, improving housing conditions for citizens is central to increasing physical and
economic wellbeing and reduce vulnerability to shocks. It also helps to achieve greater environmental and
climate resilience. In 2017, 45.5 percent of the population was living in marginalized neighborhoods,
improvised settling or inadequate housing (ENAHO 2017). 23.1 percent of households (1.9 million
households) are suffering from housing deficit (Censo 2017).* Lower income households face the greatest
housing shortages. While two out of every five households in the poorest quintile have a housing deficit,
this is only one in ten in the highest income quintile. Women-headed households, and those with migrant,
indigenous or Afro-Peruvian members, or with at least one woman with children, are also more likely to
face a housing deficit. Inadequate housing is usually built with construction materials of poor quality or
without proper technical guidelines, affecting durability and resistance. Housing is also constructed on
informal or non-authorized land plots in areas that susceptible to flooding or landslides, which are being
exacerbated with climate change. This makes the population in such housing particularly vulnerable to

48 https://huellacarbonoperu.minam.gob.pe/huellaperu/#/inicio

49 Of all households with a housing deficit, about a third (594,000) do not have a home (quantitative deficit) and the other two
thirds (1.3 million) lack adequate housing conditions (qualitative deficit), The qualitative deficit comprises those households
facing overcrowding - which explains almost another third of the total deficit (29%), lack of access to water, sanitation, and
electricity services (22%) and homes built with irrecoverable material (17%).
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natural disasters and extreme weather events that are likely to increase and to which Peru is relatively
susceptible. According to national statistics, 50,000 disasters impacted Peru between 2003 and 2015,
causing 2,125 deaths and affecting more than 12 million people®.

55. Substance of the Prior Action: The Peruvian government has reinforced and expanded its housing
programs administered by Fondo MiVivienda. For the Techo Propio Program, the government temporarily
removed the savings requirement for the acquisition of new housing (which amounted to 3 percent of the
housing value) and construction on own site (equivalent to 0.45 tax units).>> > The latter modality is more
common and promotes construction in a formal, registered plot that is not located in an area of high non-
mitigable risk; and ensures that construction is performed by a formal contractor that is duly registered
with Fondo MiVivienda.>® Program regulations mandate that housing construction be performed
according to the technical standards of the National Building Code or nonconventional building practices
previously approved by the Ministry of Housing, Construction and Sanitation (MVCS). Among others, the
National Building bylaws ban construction in areas identified as high risk in urban development plans and
include standards on energy efficiencies. * Moreover, the MVCS certifies the conclusion of the housing
unit according to said standards and specifications. The government further increased the amount of the
Family Housing Bonus (Bono Familiar Habitacional or BFH) by 10 percent in the case of construction on
own site. These measures are valid until December 2021 and the government is evaluating options for
further reform that will expand the housing program more permanently. Additionally, the government
enhanced incentives for use of sustainable construction materials and techniques by increasing the
subsidy offered to good payers in the Nuevo Credito MiVivienda program which includes vivienda
sostenible, a modality specifically for eco-friendly houses where recipients further receive an additional
subsidy. Vivienda sostenible is defined as traditional housing that has considered in its conception and
execution, among others, criteria of water and energy efficiency, bioclimatic design, waste management,
use of eco-materials and contributes to urban sustainability in its environment.>®

50 OECD (2020), Common Ground Between the Paris Agreement and the Sendai Framework: Climate Change Adaptation and
Disaster Risk Reduction, OECD Publishing, Paris, https://doi.org/10.1787/3edc8d09-en.

51 The Techo Propio Program is a housing program financed by Fondo MiVivienda that provides low-income households with the
Family Housing Bonus (Bono Familiar Habitacional), a non-reimbursable direct economic subsidy for the acquisition, construction
or improvement of social housing of a value not higher than /85,700 (USD 25,132) for a single family housing unit, or S/ 107,700
(USD 31,584) in the case of multi-family housing. Fondo MiVivienda channels loans and subsidies through market operators,
namely private and municipal financial institutions.

52 While the reforms included in the prior action are aimed at promoting new formal housing, MiVivienda also manages subsidy
schemes that seek to address the qualitative deficit. As such, the bono de proteccion de viviendas vulnerables a los riesgos
sismicos, is subsidy to retrofit a room to withstand seismic events. In addition, the Techo Propio Program also includes a home
improvement subsidy (mejoramiento de vivienda). Both require that the work is performed by a technical entity.

53 The focus on resilience of the Techo Propio Program is further enhanced by the inclusion, as program beneficiaries, of the
affected population with collapsed or uninhabitable homes, due to emergencies or disasters.

54 The level of risk is assessed according to the Manual for the Assessment of Risks Caused by Natural Phenomena, approved by
Resolucién Jefatural No. 112-2014-CENEPRED. According to the Manual, risk is a function of hazard and vulnerability. Hazards
considered in the assessment includes those caused by hydrometeorological and oceanographic phenomena, such as floods,
intense rains, E/ Nifio and La Nifia, heatwaves and coldwaves, erosion, etc.

55 Energy requirements include the installation of LED lamps in common areas and apartments and gas water heating. Water
saving requirements include low-consumption sink and shower faucets and low consumption toilets, and technical irrigation for
green areas in case there is no use of residual waters. Bioclimatic requirements include introductory training for project
managers in bioclimatic architectural analysis and design. Other requirements for higher levels of certification include the
implementation of a solid waste management plan and the installation of wastewater treatment plant and common areas of
economic and social sustainability. Although the sustainable housing projects could reach different levels of certification all of
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56. Expected Results and Indicators: Providing access to affordable and quality housing, particularly
for low-income families, can help protect their health and safety and increase their physical and economic
resilience far beyond the pandemic. The measure helps leverage private sector resources to address the
development goal of adequate housing, as MiVivienda channels all credits and subsidies through financial
institutions (mostly private banks and municipal savings and credit institutions, which operate under
market rules). In 2020, over 40,000 families received the subsidy for housing through MiVivienda. The
number of sustainable construction subsidies (“Bono de Vivienda Sostenible”) is expected to increase from
5,900 in 2019 to 6,500 in 2021.

Table 4: DPF Prior Actions and Analytical Underpinnings

Prior Actions Analytical Underpinnings

Operation Pillar 1: Strengthening institutions to mitigate the social and economic impact of the COVID-19
pandemic
WB (2020). Encuesta Peru: Impacto de la COVID-19
(Coronavirus) en los hogares peruanos
WB (2020). COVID-19 G2P Cash-Transfer Payments
Country Brief: PERU

Prior Action #1. In response to the COVID-19 pandemic, WB (2020). Macroeconomic Policy in the Time of COVID-
the Borrower has: (i) expanded the National Registry of  19. A primer for Developing Countries.

Households by incorporating new poor and vulnerable  \y,p (2020). Digital Financial Services

households, as evidenced by Article 27 of Law N2 31084 IMF (2020). Special Series on COVID-19: Managing the
dated November 30, 2020 and pUbl',s_h?d in the Official Impact on Households: Assessing Universal Transfers
Gazette on December 6, 2020, and (ii) introduced new IMF (2020). Special Series on COVID-19: Digital Financial

digital payment modalities for cash transfer programs,  geryices and the Pandemic: Opportunities and Risks for
as evidenced by the DU (Decreto Urgencia) 010-2021, Emerging and Developing Economies

published in the Official Gazette on January 30, 2021, t0  |\s¢ (2020). Special Series on COVID-19: Options to

channel the new Temporary Cash Transfer Programs Support the Incomes of Informal Workers During COVID-
(Bono Independiente, Bono Rural, Bono Yo me Quedo en 19

Casa, Bono Universal) to poor and vulnerable families. WB (2020) Poverty Analysis at the District Level

WB (2020). Peru: Building the Resilience of Local
Governments to Natural Disasters in Peru using a
Territorial Approach. Social Protection Diagnosis.

WB (2020). COVID-19 Financial Policy Response
Compendium

WB (2020). Financing Firms in Hibernation during the
COVID-19 Pandemic

IMF (2020). Considerations for Designing Temporary
Liquidity Support to Businesses

Prior Action #2. The Borrower adopted the credit
guarantee scheme Reactiva Peru Program to provide
liquidity for the enterprise sector, at competitive costs
using innovative interest rate auction mechanisms; as
evidenced by Legislative Decree No. 1455, dated and
published in the Official Gazette on April 6, 2020, and
Circular No. 0017-2020-BCRP dated April 14, 2020.

Operation Pillar 2: Reinforcing structural foundations for an inclusive and climate smart economic recovery

Prior Action #3. The Borrower has increased financial WB (2020). Technical Assistance on Delivery of
inclusion through the provision of transaction accounts  Emergency G2P Payments in Peru

linked to the national identification number .

(Cuenta DNI) for all Peruvian citizens, undertaken WB/ IMF (2018). Peru FSAP Technical Note on Payment

by Banco de la Nacién and RENIEC and in line with the ~ SYystems

the requirements ensure that the design and construction of housing units are informed and incorporating climate change
mitigation and resilience measures.
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National Financial Inclusion Policy; as evidenced by Law
N2 31120, dated January 22, 2021 and published in the
Official Gazette on February 7, 2021.

Prior Action #4. The Borrower has promoted adoption
and usage of broadband access by: (i) mandating active
infrastructure sharing; and (ii) enabling broader use of
the 3.5GHz band and other assigned spectrum to
advance broadband deployment; as evidenced by the
34 complementary final disposition of Legislative Decree
1478 dated May 7, 2020 and published in the Official
Gazette on May 8, 2020, and MTC Ministerial Resolution
No. 0709-2020-MTC, dated October 15, 2020 and
published in the Official Gazette on October 17, 2020.

Prior Action #5. The Borrower has enhanced market
competition by enacting a new merger control regime;
as evidenced by Law No. 31112, dated January 6, 2021
and published in the Official Gazette on January 7,
2021.

Prior Action #6. The Borrower has adopted the updated
National Determined Contributions (NDC) that increase
the Borrower’s unconditional climate change ambition,
in relative terms, by 50 percent relative to the previous
NDC submission, as evidenced by the updated NDC
published on the UNFCCC website.

Prior Action #7. The Borrower has enhanced
measurement, reporting and verification of GHG
mitigation initiatives, including for carbon trading,
through: (i) the creation of the National Registry of
Mitigation Measures (RENAMI), and (ii) regulating the
process and requirements for private institutions to
certify their mitigation efforts under the Carbon
Footprint Peru Platform; as evidenced by article 56 of
MINAM Decree (Decreto Supremo) N° 013-2019-
MINAM, dated and published in the Official Gazette on
December 31, 2019 and MINAM Resolution N° 237-
2020-MINAM, dated November 23, 2020 and published
in the Official Gazette on November 26, 2020.

Prior Action #8. The Borrower has expanded access to
more resilient housing under the MiVivienda Program
through: (i) reducing the savings requirement for low
income groups under the Techo Propio Program, as
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Innovations for Poverty Action, 2020. The Impact of
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WB (2017). Peru: Systematic Country Diagnostic
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evidenced by Legislative Decree No. 1464 dated April Capacidad de Compra, Asequibilidad de la Vivienda y
17,2020 and published in the Official Gazette on April Efectos sobre la Salud
18, 2020 and Ministerial Resolution No. 086-2020- WB (2016) RAS- Developing Strategies to Increase the

VIVIENDA dated April 30, 2020 and published in the
Official Gazette on May 1, 2020; and (ii) enhancing
incentives for sustainable construction under

the Nuevo Crédito MiVivienda credit modality, as
evidenced by Decree (Decreto Supremo) No 003-2020-
VIVIENDA dated January 23, 2020 and published in the
Official Gazette on January 24, 2020 and Decree
(Decreto Supremo) No. 007-2020-VIVIENDA, dated May
14, 2020 and published in the Official Gazette on May
15, 2020.

Supply of Affordable Housing

4.3. LINK TO CPF, OTHER BANK OPERATIONS AND THE WBG STRATEGY

57. The proposed operation is fully aligned with the WBG’s COVID-19 crisis response outlined in the
Approach Paper, and the authorities’ program to respond to the crisis and their recovery efforts. The
policy and institutional reforms supported in this DPF are aligned with the strategic framework for the
WBG’s COVID-19 crisis response outlined in the Approach Paper (AP), specifically with its pillars 2, 3 and
4, at all three stages and outlined in the Peru Country Program Adjustment Responding to COVID-19
(Annex 5). The policy actions supported by this operation directly complement a number of initiatives
among the broader WB support to Peru in the COVID context. For example, actions to advance digital
inclusion are foundational pillars for the distance learning program that WB TA is informing.
Improvements in digital inclusion but also in household databases complement efforts to strengthen the
health surveillance capacity. The policies supported by this operation are also aligned with the pillars set
in the Country Partnership Framework FY 2017-2021 (CPF) discussed by the Board of Executive Directors
in April 2017, and updated objectives from the Performance and Learning Review of the CPF from April
2019, specifically with its objectives 3, 4, 6, 7 and 8; and its institutional building features. The reforms
build on a robust technical assistance provided by the World Bank team related to the design and the
implementation of the reform program.

58. Moreover, the program supported is aligned with the WBG Forward Look approach in the areas
of supporting reforms that tackle climate change and gender disparities. Specifically, the operation
recognizes a number of actions (PA#6, PA#7 and PA#8) that are part of a broader effort by the Peruvian
Government to mainstreaming climate action, increase climate finance and foster environmental and
climate resilience. The Program also tackles deeply rooted gender disparities, which became even more
pronounced during the COVID-19 pandemic, in the areas of digital and financial inclusion.

4.4. CONSULTATIONS AND COLLABORATION WITH DEVELOPMENT PARTNERS

59. The Government has undertaken consultations on the main measures supported by the
Program. The COVID Response Program and microstructural reforms benefitted from multiple
consultations with stakeholders. The pandemic health emergency and the urgency in the design and
implementation of multiple measures has affected the regular consultation process for many elements of
the program, but nevertheless the authorities consulted the program internally within the government
agencies and interested stakeholder. For example, the design and the implementation of social transfers
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(PA#1) benefitted from the discussions between MIDIS and MEF with the support from the international
community. PA#2 — Reactiva Peru Program — was subject to broad consultations between MEF and the
Central Bank as well as with the financial sector entities and private sector companies. The Program,
implemented in two phases, was adapted to accommodate some of the design changes based on the
feedback received throughout the first phase and hence the second stage included larger allocations for
SMEs. In addition, the government reinforced its communications strategies with several stakeholders to
ensure a broader understanding of its mechanism, policy objectives and real cost to the taxpayers.
Similarly, reforms under Pillar 2 were subject to consultation processes. As all legal reform proposals,
PA#3 and PA#5 were made publicly available online and had open consultation phases in Congress. PA#3,
Cuenta DNI, was further a joint effort by the MEF, the banking regulator (SBS), Banco de la Nacion and
Peruvian Congress. PA#5 is the results of a decade long debate around merger control and competition
policy in Peru that benefitted from productive exchanges between academia, private and public sector
representatives as well as consumer associations around multiple predecessor bills and numerous articles
and studies.

60. Collaboration with Development Partners: The Program, as part of the WBG’s broader program
of support to Peru — has benefited from close coordination with development partners, including the IMF,
Inter-American Development Bank (IADB) and the OECD, under the overall guidance of MEF. The majority
of prior actions supported by this program are informed by long-standing technical assistance by the Bank
and other international partners. Bank staff has met regularly with staff of other international institutions
to coordinate efforts and align messages. For example, Bank staff joined forced with OECD and United
Nations Conference on Trade and Development (UNCTAD) on technical roundtables, capacity-building
activities, and consultations around merger control in Peru (PA#5). This DPF also complements the recent
IADB budget support operation (see Annex 5) aimed at supporting economic recovery and
competitiveness, especially on digital inclusion and entrepreneurship. Among others, IADB supports
policies that address the demand side of digital inclusion, promoting microenterprise and small business
digitalization. It also supports policies that facilitate financing for start-ups, business growth and
innovation during recovery. The policy dialogue on innovation in Peru benefits from close coordination
between IADB and WBG to leverage complementarities and synergies among projects and expertise of
both MDBs. The Bank also coordinated closely with IMF on the monitoring and assessment of Peru’s
economic crisis response, and specifically on the Reactiva Peru Program (PA#2).

5. OTHER DESIGN AND APPRAISAL ISSUES

5.1. POVERTY AND SOCIAL IMPACT

61. The policy measures supported under this DPF are expected to contribute to support the poor
and vulnerable. Measures to directly support the poor and vulnerable through cash transfers are essential
to contain increase in poverty levels during the pandemic, and institutional improvements will also ensure
broader coverage and better implementation in the future. The policy innovations in preventing a collapse
in credit flow to the private sector during sharp recessions protected viability of numerous formal micro,
small and medium-sized enterprises (MSMEs) and preserved valuable formal sector jobs. Measures that
promote digital and financial inclusion are expected to have significant positive impact on poorer and
vulnerable households as it increases their economic opportunities, resilience to natural disasters -
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including climate related - and other adverse shocks. A reduction in the gender gap in financial inclusion
is not only expected to enhance income opportunities for women but also to reduce their exposure to
GBV. Climate change mitigation and adaptation measures reduce risks to lives and livelihoods of the poor,
including through expected impacts in the agricultural sector. Resilience of poorer households is
strengthened through better access to adequate housing, especially in areas that are prone to climate-
related natural disasters. The expected individual impacts of prior actions under the specific pillars are
described below and detailed in Annex 6.

62. Actions under Pillar 1 of the operation aim directly at mitigating social and economic impact of
the pandemic and are expected to have significant positive impact on poverty and vulnerable groups.
The improvements in identifying households eligible for emergency cash transfers and delivering the
support through digital payment means rendered the income support highly effective. 2.5 million
households were identified through self-registration and would have otherwise been excluded from the
support. This specifically benefited informal workers (of whom the majority are women). Without the
cash transfer programs overall, poverty would have increased by about 10 percentage points in 2020,
instead of the expected 6 percentage points. Digital payment options are particularly important for
women who are more often unbanked and exposed to risk of GBV provoked by the transfer. The
improvements to the systems will benefit the poor and vulnerable beyond the crisis. The measures to
provide liquidity to corporate sector, including small and microenterprises, will have positive impact on
employment and income of workers. Reactiva Peru Program (PA#2) led to an expansion of access to credit
across all economic sectors and at lower prices in the midst of a pandemic. In contrast to an expected
collapse of the credit flow, the net credit flow to the private sector increased substantially. Firms that
were beneficiaries of Reactiva Peru employ almost 50 percent of all formal workers in Peru. 88 percent of
these firms were MSMEs. Poverty levels would have increased by more than 2 percentages points more
than if Reactiva had not been implemented. Overall and in the medium-term, actions in this pillar help
protect human capital, as well as health and educational outcomes of beneficiaries, concentrated in the
lower quintiles of income distribution.

63. Structural measures supported by Pillar 2 are expected to increase economic opportunities and
enhance resilience of poorer households, especially in the medium and long term. Financial and digital
exclusion, especially of rural population and illiterate women, are among key development priorities for
Peru, that disproportionately affect poor and vulnerable households. Financial inclusion is crucial for GBV
survivors because greater financial independence is key for their recovery. Basic transaction accounts
(PA#3) can facilitate resilience for vulnerable populations by enabling them to access digital financial
support, including in the event of natural disasters where physical cash payouts are delayed because of
complex logistics in the affected areas. Over the medium- and long-term, access to financial services and
broadband internet, is likely to boost competitiveness and job creation. Facilitating deployment and
competitive use of broadband infrastructure (PA#4) are expected to close the wide gaps in broadband
access across geographic areas as well as across quintiles of income distribution. More competitive and
efficient markets are crucial for private sector development and job creation. Empirical evidence suggests
that improvements in competition through reforms such as merger control (PA#5) lower prices and
benefit poorer households disproportionally. Climate change mitigation and adaptation actions (PA#6 and
PA#7) avert climate risks, particularly for the poor. In Peru, a rise in temperatures is expected to depress
profits for agricultural producers with implications for food security. The housing policies (PA#8) also tend
to benefit poorer households. An analysis of the Nuevo Credito MiVivienda showed that households
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targeted by the program (i.e. those in low-quality or crowded dwellings) tended to be at the bottom of
the income distribution. Accordingly, only households whose monthly income is below a certain threshold
(equivalent to 72 percentile for new homes, or 56 percentile for new construction or improvements) are
eligible to the Techo Propio program, limiting any potential regressive impacts.

5.2. ENVIRONMENTAL, FORESTS, AND OTHER NATURAL RESOURCE ASPECTS

64. Prior actions supported by this operation are not expected to have any significant negative
effects on the country’s environment, forests and other natural resources. Rather, two prior actions
(Prior Action#6 and Prior Action #7) are expected to have significant positive environmental impact, and
two prior actions (Prior Action #1 and Prior Action #3) are expected to lead to positive health and safety
outcomes. Even though the implementation of three prior actions (Prior Action #2, Prior Action #4 and
Prior Action #8) have the potential to lead to negative environmental effects, the national legal framework
incorporates the necessary mitigation measures for their adequate management, and the government
has the adequate institutional capacity to ensure and oversee their implementation (Annex 4). The prior
actions under the first pillar are expected to support critical elements of Government’s response to
COVID-19 pandemic with a focus on the poor, vulnerable and the excluded. Digital payments of social
assistance transfers and financial inclusion are expected to mitigate potential risk of COVID-19 contagion
due to agglomeration at payment points (Prior Action #1). There are appropriate systems in place to
mitigate any potential indirect environmental effect due to the implementation of Prior Action #2
(Operating Regulations of Reactiva Peru rule out interventions with the potential of generating adverse
environmental effects). The second pillar reforms include measures with both positive environmental
and/or health and safety effects, and with potential negative indirect impacts, in which cases there are
adequate systems in place and oversight capacity for their mitigation and monitoring. Specifically, Prior
Action #6 on the adoption of the updated NDCs will contribute in the long term to moving the country
towards a low-carbon and climate-resilient development. Further, Prior Action #7 on the National Registry
of Investments that generate emissions reductions will contribute to bottom-up compliance of the NDCs
and will facilitate the country’s and local communities’ access to an international carbon market in the
long term. In the case of Prior Action #4, associated potential negative impacts related to (i) expected
future civil works and maintenance activities for the massification of 5G technology, and (ii) the
management of future e-waste to be generated from obsolete electronic devices, are expected to be
mitigated through Peru’s environmental regulatory framework for the communications and waste
management sectors (regulated by MINAM, in the case of e-waste). Finally, regarding Prior Action #8,
even though an increased demand for new housings has the potential to generate negative
environmental impacts from civil works, these are expected to be mitigated through Peru’s
environmental regulatory framework for the Housing Sector.
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5.3. PFM, DISBURSEMENT AND AUDITING ASPECTS

65. The overall fiduciary integrated risk of this operation is considered moderate. Peru’s public
financial management (PFM) system, the use of budget resources, and its foreign exchange (FOREX)
internal control environment as managed by the Peru’s Central Bank do not pose material risks to the
development objectives of the operation.

66. Peru’s PFM framework is aligned with best international practices. Peru’s practices meet most
of the principles of the IMF Fiscal Transparency Code at a good or advanced level and it ranks 76 out of
100 in the Open Budget Survey. Although, moderate shortcoming exists, they do not pose material risks
to the operation’s development objectives. The areas for improvement include challenges in the medium-
term budget planning, which are reflected in constant incremental changes in the initially approved
budget (the actual expenditure deviated from budgeted expenditure by 15 percent on 2017 and 2018 and
14 percent in 2019). Furthermore, the budget control and oversight functions present some limitations
given the excessive concentration of control functions in the country’s Supreme Audit Institution, which
is embedded in a gradual process of modernization, but still has gaps with respect to international good
practices.

67. Government Commitment to support PFM reforms. While there is not an updated Public
Expenditure and Financial Accountability evaluation (the last took place in 2009)°¢, during the last decade
the government has demonstrated commitment to support PFM reforms, undertaking measures aimed
atimproving the PFM environment. In terms of tax collection, a Tax Administration Diagnostic Assessment
Tool (TADAT) evaluation conducted by the IMF in 2017 concluded that the tax administration authority
(SUNAT by its acronym in Spanish) was making good progress in implementing modern tax administration
practices making use of new technology. In addition to these changes, the country made a significant
overhaul of its PFM legal framework in September 2018, issuing a new comprehensive set of decrees
covering all the dimensions of the PFM in a more structured and clear manner. Finally, with respect to the
internal and external control, the country’s Supreme Audit Institution is leading a comprehensive reform
which is in process of being implemented.

68. Budget credibility and comprehensiveness. Policies and priorities are broadly reflected in the
budget. The planning process is under the responsibility of the National Center of Strategic Planning
(CEPLAN according to its acronym in Spanish), which is a separate entity from the Ministry of Finance
(Ministerio de Economia y Finanzas, MEF). The MEF is responsible for undertaking the budget preparation
process taking in consideration multiple factors, including the priorities identified by CEPLAN, the
potential sources of income, the fiscal rules in place, and the macroeconomic and fiscal projections. Fiscal
policy objectives are embedded in numerical and time-bound fiscal rules. The legal framework sets clear
procedures for the preparation, approval, and execution of the budget. Nevertheless, the Fiscal
Transparency Evaluation of 2015 (latest available) pointed out difficulties in connecting macro-fiscal
objectives with annual and medium-term budget planning, which are reflected in constant incremental
changes in the initially approved budget.

56 While the PEFA 2009 found that in general terms the PFM environment in Peru is aligned with good practices, it identified
some deficiencies including the area of tax administration, as well as internal and external control.
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69. The budget classification system is comprehensive and consistent with international standards.
The budget formulation and execution are based on administrative, economic and functional classification
consistent with the IMF Government Finance Statistics (GFS) Standards and the Classification of the
Functions of Government (COFOG). The budget covers most of general government expenditure but
misses operations of the Social Protection System (ESSALUD), which has budgetary and administrative
autonomy according to its legal regime. The budget of ESSALUD as of 2020 represents 7 percent of the
national budget.

70. The budget is formulated using a Multiannual Macroeconomic Framework, which sets the
macro targets for the following three years on a rolling annual basis based on the main categories of
economic or functional classification. From 2017 the government introduced a Medium-Term Budget
Framework (MTBF) with support from the IMF. The MTBF aims to: (i) enforce multiannual budget
allocations, which should act as an effective ceiling on expenditures; and (ii) limit the incorporation of
unbudgeted expenses throughout the budget year.

71. Budget transparency and control in budget execution. The general government budget is made
publicly available on an external website.>” Peru produces a wide array of in-year fiscal reports with a high
degree of frequency and timeliness. The transparency section of the internet site of MEF allows access to
information on budget execution which is updated on a daily basis covering the national, regional, and
local levels. Budget reports can be obtained based on programmatic, functional and administrative
classifications. In addition to this, MEF prepares analytical reports with different frequencies including
follow-up of on the compliance with fiscal rules (quarterly), debt report (daily, monthly and quarterly),
and execution of investment projects (updated on a daily basis). There is no evidence of material concerns
regarding data accuracy of these reports.

72. Budget Control and Monitoring Systems. Budget execution, control and monitoring is done
through the integrated financial management system (SIAF). SIAF has embedded adequate controls for
budget execution which allows monitoring throughout the different stages of the budget process
including commitment, certification and final payment to beneficiaries. The single treasury account
system is also integrated into SIAF, allowing for the consolidated control of the government bank
accounts. The country has issued a set of internal controls based on the Committee of Sponsoring
Organizations (COSO) framework®®, which is still in the process of being implemented. The
implementation of the internal control framework is under the responsibility of each line ministry, and its
oversight is the responsibility of the internal control unit of each entity, which reports to the Supreme
Audit Institution. All in all, the budget control and monitoring systems are reasonably well understood
and disseminated.

73. Public Procurement System. Public procurement is governed by the Ley de Contrataciones del
Estado (“Public Procurement Law”), its amendments and rulings, which establish the criteria to carry out
procurement with transparency, efficiency, competitivity, equality and integrity. The Public Procurement
Law complies with good international practices related to the control of public procurement regarding

57 The general government budget is available at the MEF website (https://www.gob.pe/mef).

58 The “Committee of Sponsoring Organizations" (COSO) framework for internal controls is the most common internationally
recognized framework. COSO emphasizes accountability and ownership of control within an organization and states that
management is responsible for establishing an effective internal control system.
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independent control institutions, the existence of defined mechanisms in relation to control under the
direction of the General Comptroller. On the other hand, for public procurement, the electronic system
SEACE (“Sistema Electronico de Adquisiciones y Contrataciones del Estado”) is mandatory, easily accessible
and free for all user levels, providing information on the contracting procedures. > However, the current
Public Procurement Law does not provide enough space to have fit-for-purpose approaches, resulting in
multiple exonerations, legal uncertainty and controversies/disputes. Besides that, the whole cycle of the
public procurement today is not regulated under a unique legal framework. ® Because of that, in October
2020, a project of the new Law (Ley General de la Cadena de Abastecimiento Publico) was pre-published
but has not yet been approved as of February 23, 2021. The new law proposes an articulated regulation
for the whole cycle of the public procurement, from the planning, procurement process, distribution and
final dispositions, pursuing to ensure a better use of the public source in terms of efficiency and timeliness.

74. External scrutiny of public expenditures. The Contraloria General de la Republica (CGR), Peru’s
Supreme Audit Institution, provides independent oversight of public finances. The CGR is an independent
body established under the Constitution to audit public entities, with a focus on compliance audits. It
undertakes financial audits of fiscal statements in accordance with the International Standards on
Auditing and International Standards of Supreme Audit Institutions. Among its legal obligations, the CGR
is responsible for presenting an annual audit report on the General Account of the Republic (Cuenta
General de la Republica) and supervising the legal execution of the state budget, including public finance
operations and the activities carried out by other entities subject to the National System of Control.
Overall, the CGR is a solid institution with adequate independence; robust, legal, and normative
framework; and adequate resources. Audit reports are submitted to the legislature within 8 months of
the end of the period covered. Once it is received by the legislature, there is a commission in charge of its
review, within a period of two and a half months. Unless there are any observations, the report is
published during the month of November.

75. Foreign exchange management. In the absence of a current IMF Safeguard Assessment Report
(the latest report was issued in 2009), alternative procedures were undertaken. The published audited
financial statements of the Central Bank of Peru for 2019 were reviewed. These financial statements
present reliable financial information closely aligned with International Financial Reporting Standards and
an overall sound financial situation. The audit was carried out in accordance with International Standards
on Auditing (ISA) by an audit firm acceptable to the World Bank. Unmodified opinions from the external
auditors did not reveal any significant issues related to the internal control environment. This review
concluded that the FOREX internal control environment does not pose risks to the development objectives
of this operation.

76. Disbursement and auditing arrangements. Upon approval of the operation and effectiveness of
the Legal Agreement, the proceeds of the loan will be disbursed into an account at the central bank, which
will form part of the country’s Foreign Exchange Reserves. The funds will be then immediately transferred

59Diagnosis of the Public Procurement System in Peru, carried out with MAPS (Methodology for Assessment of National
Procurement Systems):
https://portal.osce.gob.pe/osce/sites/default/files/Documentos/Banner/Enlaces/Diagn%C3%B3stico%20del%20Sistema%20de
%20Adquisiciones%20del%20Per%C3%BA%20150716.pdf

60 Statement of reasons (Exposicion de Motivos):
https://www.mef.gob.pe/contenidos/abastecimiento/doc/EM_ley_gnral_prepublicacion.pdf
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into the Single Treasury Account (STA) managed by MEF. Transactions and balances will be fully
incorporated into the Borrower’s accounting records and financial statements through SIAF. The
Borrower, within 45 days after the withdrawal of the financing from the financing Account, shall report
to the Bank: (i) the exact sum received into the account; (ii) the details of the account to which the local
currency equivalent of the Loan proceeds was credited; and (iii) the record that an equivalent amount has
been accounted for in the Borrower’s budget management systems.

77. The financial support provided under this operation is not intended to finance goods or services
on the list of Excluded Expenditures. If the proceeds of the DPF are used for ineligible purposes as defined
in the Legal Agreement, the Bank will require the Borrower, promptly upon notice from the Bank, to
refund an amount equal to the ineligible expenditure. Amounts refunded to the Bank upon such request
shall be cancelled. Given that the control environment into which the DPF proceeds would flow is
adequate, the World Bank will not require a dedicated account at the BCRP for loan proceeds. On this
basis, no specific audit of the deposit of the credit proceeds will be required and no additional fiduciary
arrangements are considered necessary.

5.4. MONITORING, EVALUATION AND ACCOUNTABILITY

78. The MEF is responsible for the implementation of the program supported by the DPF. As the
main implementing agency, the MEF will coordinate with other government agencies involved in the
implementation of the DPF, including MIDIS, BCRP, Banco de la Nacion, MINAM, and other relevant
counterparts. Together with the MEF and the INEI, these institutions will collect the necessary data to
assess implementation progress and evaluate results. Even though, more generally, inter-agency
coordination is weak and a challenge to policy implementation in Peru, the technical capacity of these
institutions individually is adequate to perform regular monitoring of the indicators and outcome
measures shown in the monitoring and results framework of the policy matrix (Annex 1).

79. Grievance Redress. Communities and individuals who believe that they are adversely affected by
specific country policies supported as prior actions or tranche release conditions under a World Bank
Development Policy Operation may submit complaints to the responsible country authorities, appropriate
local/national grievance redress mechanisms, or the WB’s Grievance Redress Service (GRS). The GRS
ensures that complaints received are promptly reviewed in order to address pertinent concerns. Affected
communities and individuals may submit their complaint to the WB’s independent Inspection Panel which
determines whether harm occurred, or could occur, as a result of WB non-compliance with its policies
and procedures. Complaints may be submitted at any time after concerns have been brought directly to
the World Bank's attention, and Bank Management has been given an opportunity to respond. For
information on how to submit complaints to the World Bank’s corporate Grievance Redress Service (GRS),
please visit http://www.worldbank.org/GRS. For information on how to submit complaints to the World
Bank Inspection Panel, please visit www.inspectionpanel.org.

6. SUMMARY OF RISKS AND MITIGATION

80. The overall risk rating for the proposed DPF is assessed as Moderate. The key risk ratings are
included in the table below. The major risks identified include: (i) political and governance; (ii) institutional
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capacity for implementation and sustainability; and (iii) other risks. Risks will be monitored throughout
preparation and implementation of the operation, and mitigation measures are put in place to reduce
their potential impact.

9. Political and governance risks are considered Substantial. Perceived shortcomings in the
Government's response to the COVID-19 crisis in the past few months and tensions between the Executive
and Legislative branches on multiple policies (such as the liberation of withdrawal of private and public
pension funds, the elimination of tolls in transport concessions, among others), culminated in November
2020 in the impeachment of President Vizcarra. This has triggered a political crisis in Peru, which was
resolved with the appointment of Mr. Sagasti as the new interim President of Peru until elections are held
in April 2021. Despite the improvement in the political situation, it remains fragile amid ongoing new
initiatives by the Congress which are blocked by the Executive and challenged in the Constitutional Court.
There is also uncertainty regarding the outcome of the new general elections for the Executive and
Congress, which will be held between April and June 2021, which is further increasing political risks.
However, since Peru’s economic transition in the early 90s, continuity in prudent macro-fiscal
management has been exceptionally strong — even during changes of government. Given the broad-based
recognition of the importance of macro-fiscal stability among the population, there are few candidates
guestioning the basic principles. Discussions about the economic chapter of the constitution have so far
focused on the role of the state as economic actor. To limit the risks of policies not grounded in evidence
and best practices, the Government has been proactively consulting reform proposals with Congress and
asking the Constitutional Tribunal to issue rulings on controversial laws. This helped to prevent
withdrawals from the public pension fund or suspension of the collection of transport tolls. There are
several other factors embedded into the design of the operation that limit risk to implementation,
including: (i) the focus on critical elements of the COVID-19 response, that were successfully rolled out
and bring about positive structural spillovers; (ii) legislative measures of structural nature were selected
based on strong bipartisan support and were approved by the congressional supermajority (Ley de Cuenta
DNI and and Ley de Control Previo de Concentraciones Empresariales), and (iii) strong policy dialogue and
technical assistance around the topics supported by this operation. In sum, while risks of populist micro-
regulatory measures and policy reversals in general will remain high in the current political and economic
context, implementation of the program supported in this DPF is less at risk. Actions that tackle market
failures which were starkly brought to light during the pandemic, such as lack of competition or financial
and digital inclusion, enjoy strong support across the political spectrum. The Government also carried out
extensive consultations on most of the measures supported by the DPF and is committed to continuing
strong communication around the benefits of these reforms.

81. The risk around institutional capacity for implementation and sustainability is Substantial,
particularly as the DPF involves multiple agencies. Inter-agency coordination in Peru is weak, and the
consensus building process is usually long, leading to delays in implementation. These implementation
risks, which arise from the lack of proper funding for regulatory and supervision authorities, low salaries
of key technical staff, capacity constraints, and resistance from special interest groups, could hinder the
effective implementation of reforms and undermine the impact of the operation. The government has
ensured funding for new institutional arrangements required to implement the policies supported in this
operation, among others, for the new merger control unit at INDECOPI. Institutions assigned with new
mandates or functions generally have a more solid track record of policy implementation (BN, RENIEC,
INDECOPI, MTC). Finally, the government is leveraging the long-standing policy dialogue and technical
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assistance by the World Bank to further help mitigate some of the implementation risks. Specifically, the
DPF supported reforms have benefitted from long-standing policy dialogue and technical assistance by
the World Bank, including engagement on competition policy, support through Reimbursable Advisory
Services (RAS) and TA for the digital and connectivity agenda, just-in-time support to the social registry
improvements during the pandemic, the digital payment options, and the ongoing technical assistance
with the roll-out of the Cuenta DNI Law.

82. Other risks are substantial. In this operation, other risks refer to risks related to COVID-19
pandemic as well as risks related to other natural disasters. The COVID-19 has brought multiple shocks to
emerging economies. Triggered by the COVID-19 pandemic, the global economic landscape has
deteriorated drastically, and it is still evolving. There is a high degree of uncertainty as to the duration of
the pandemic in different countries and the effective roll-out of massive vaccination programs, including
in Peru, and to its economic, social, and health ramifications in each economy. The government program
—including policies supported in this operation - is focused on addressing the key shortcomings revealed
in the COVID-19 policy response, for example related to low financial and digital inclusion or weak social
assistance programs and registries. The government is also strengthening resilience to further shocks by
addressing social infrastructure gaps.

Table 5: Summary Risk Ratings

Risk Categories Rating
1. Political and Governance Substantial
2. Macroeconomic Moderate
3. Sector Strategies and Policies Moderate
4. Technical Design of Project or Program Moderate
5. Institutional Capacity for Implementation and Sustainability Substantial
6. Fiduciary Moderate
7. Environment and Social Moderate
8. Stakeholders Moderate
9. Other Substantial
Overall Moderate
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ANNEX 1: POLICY AND RESULTS MATRIX

Prior Actions

Pillar 1- Strengthening institutions to mitigate the social and economic impact of the COVID-19 pandemic

Prior Action #1. In response to the COVID-19 pandemic, the Borrower has: (i) expanded the
National Registry of Households by incorporating new poor and vulnerable households, as
evidenced by Article 27 of Law N2 31084 dated November 30, 2020 and published in the
Official Gazette on December 6, 2020, and (ii) introduced new digital payment modalities for
cash transfer programs, as evidenced by the DU (Decreto Urgencia) 010-2021, published in the
Official Gazette on January 30, 2021, to channel the new Temporary Cash Transfer Programs
(Bono Independiente, Bono Rural, Bono Yo me Quedo en Casa, Bono Universal) to poor and

vulnerable families.

Prior Action #2. The Borrower adopted the credit guarantee scheme Reactiva Peru Program to
provide liquidity for the enterprise sector, at competitive costs using innovative interest rate
auction mechanisms; as evidenced by Legislative Decree No. 1455, dated and published in the
Official Gazette on April 6, 2020, and Circular No. 0017-2020-BCRP dated April 14, 2020.

Pillar 2— Reinforcing structural foundations for an inclusive and climate smart economic recovery

Prior Action #3. The Borrower has increased financial inclusion through the provision of
transaction accounts linked to the national identification number (Cuenta DNI) for all Peruvian
citizens, undertaken by Banco de la Nacion and RENIEC and in line with the National Financial
Inclusion Policy; as evidenced by Law N2 31120, dated January 22, 2021 and published in the

Official Gazette on February 7, 2021.

Prior Action #4. The Borrower has promoted adoption and usage of broadband access by: (i)
mandating active infrastructure sharing; and (ii) enabling broader use of the 3.5GHz band and
other assigned spectrum to advance broadband deployment; as evidenced by the

31 complementary final disposition of Legislative Decree 1478 dated May 7, 2020 and
published in the Official Gazette on May 8, 2020, and MTC Ministerial Resolution No. 0709-
2020-MTC, dated October 15, 2020 and published in the Official Gazette on October 17, 2020.

Prior Action #5. The Borrower has enhanced market competition by enacting a new merger
control regime; as evidenced by Law No. 31112, dated January 6, 2021 and published in the

Official Gazette on January 7, 2021.

Results
Indicator Name Baseline
Percentage of the new temporary 30 percent
cash transfer program disbursements  (April 2020,

channeled via bank accounts or e-
wallets

Credit to the private sector as a
percentage of GDP

(a) Number of activated accounts
(Cuentas DNI)

(b) Gender gap in account ownership
(percentage points)

Percentage of population covered by
4G networks (international data from
GSMA).

Average number of INDECOPI
decisions assessing anticompetitive
effects of mergers per year

First Covid-19
Bono 380 “Yo
me quedo en
casal”)

26.9% (Q4
2019)

a) 0(2019)

b) 17pp
(2019)

77 percent
(2019)

0 (2020)

Target

80 percent (June
2021, Bono
Universal I1)

Not lower than
2019 baseline (Q4
2021).

a) 1million
(March
2022)

b) 10 pp (2021)

83 percent (2021)

5(2021)
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Prior Action #6. The Borrower has adopted the updated National Determined Contributions
(NDC) that increase the Borrower’s unconditional climate change ambition, in relative terms,
by 50 percent relative to the previous NDC submission, as evidenced by the updated NDC
published on the UNFCCC website.

Prior Action #7. The Borrower has enhanced measurement, reporting and verification of GHG
mitigation initiatives, including for carbon trading, through: (i) the creation of the National
Registry of Mitigation Measures (RENAMI), and (ii) regulating the process and requirements
for private institutions to certify their mitigation efforts under the Carbon Footprint Peru
Platform; as evidenced by article 56 of MINAM Decree (Decreto Supremo) N° 013-2019-
MINAM, dated and published in the Official Gazette on December 31, 2019 and MINAM
Resolution N° 237-2020-MINAM, dated November 23, 2020 and published in the Official
Gazette on November 26, 2020.

Prior Action #8. The Borrower has expanded access to more resilient housing under

the MiVivienda Program through: (i) reducing the savings requirement for low income groups
under the Techo Propio Program, as evidenced by Legislative Decree No. 1464 dated April 17,
2020 and published in the Official Gazette on April 18, 2020 and Ministerial Resolution No.
086-2020-VIVIENDA dated April 30, 2020 and published in the Official Gazette on May 1,
2020; and (ii) enhancing incentives for sustainable construction under

the Nuevo Crédito MiVivienda credit modality, as evidenced by Decree (Decreto Supremo) No
003-2020-VIVIENDA dated January 23, 2020 and published in the Official Gazette on January
24, 2020 and Decree (Decreto Supremo) No. 007-2020-VIVIENDA, dated May 14, 2020 and
published in the Official Gazette on May 15, 2020.

Number of annual reports from
sectorial agencies on the
implementation of mitigation
measures in accordance with the
updated NDC.

0(2020)

Number of private and public sector
entities that registered their
mitigation measures in Huella de
Carbono Pert and RENAMI

0(2019)

Number of “Bono de Vivienda
Sostenible” (sustainable construction
subsidies)

5900 (2019)

5(2021)

320 (March 2022)

6500 (2021)
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ANNEX 2: FUND RELATIONS ANNEX

Peru—Assessment Letter for the World Bank
mMarch 1, 2021

Documentation to support the proposal on “Peru: Strengthening Foundations for Post COVID-19
Recovery” Development Policy Financing

1. The IMF Executive Board recognized Peru's track record of strong economic
policies at the conclusion of the 2019 Article IV Consultation. Directors highlighted that Peru
continues to be one of the best-performing economies in Latin America and that its strong policy
buffers will help mitigate the potential impact of external and domestic risks. They stressed that
growth-enhancing structural reforms should be accompanied by further efforts to improve the
social safety net.

2. The Covid-19 pandemic hit Peru very hard, but a robust economic recovery is
expected in 2021. Low capacity in the health system forced the authorities to enforce one of the
world’s earliest and most stringent lockdowns, which led to a sharp decline in economic activity
but could not halt soaring infection rates and fatalities. As restrictions were eased in the second
half of 2020, activity recoverad rapidly, but a second wave of the pandemic began in

January 2021. Backed by strong commeodity prices and significant policy support, the recovery
could resume rapidly if the pandemic is brought under control by end-Q1, based on which GDP
is projected to increase by 8.5 percent in 2021, after contracting by 11.1 in 2020.

3. The outlook is highly uncertain and subject to significant downside risks, notably
centering on the evelution of the pandemic. The pandemic’s second wave could be more
acute and protracted, or another wave could follow in the winter season. Further political
uncertainty and social unrest would have deprassing effects on investment in the short term. A
decline in political support for key institutions and policies could have significant medium-term
implications. Main external risks include a global reversal in trade integration, a sudden change in
foreign investors’ sentiment, and the intensification of natural disasters due to climate change.
Stronger global growth from unexpected shifts in the pandemic and a significant increase in
public investment execution are upside risks.

4, Motwithstanding the large policy support deployed in 2020, the fiscal position
remains strong. The fiscal deficit is expectad to fall from 8.8 percent of GDP in 2020 to 5 percent
of GOP in 2021 as transitory relief measures are gradually phased out. Public debt would peak at
about 37.5 percent of GDP in 2025 before declining steadily toward the 30-percent-of-GDP
target. Gross debt and debt burden indicators are well below the corresponding benchmarks for
emerging economies and are expected to remain sustainable under standard shocks. Despite a
large share of debt held by non-residents, market access is ample, as evidenced by the century-
bond issuance last Movember. In the short term, the available fiscal policy space should be used
to address the pandemic, including by providing further support to households, limit its impact
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on poverty, and safequard against downside risks to growth. The authorities' commitment to
return to the fiscal rules will anchor policy and help navigate through uncertainty.

5. Accommodating monetary conditions, which have been essential in preventing
disruptions to the financial system, continue to be appropriate. After a brief pause in March,
capital inflows recovered, limiting the increase in risk spreads and the depreciation of the
exchange rate. The extraordinary easing of monetary conditions by the central bank, combined
with the relaxation of macroprudential policies and the government-guaranteed lending
programs, have succeeded in stimulating credit growth at low interest rates and averting
widespread bankruptcies and business closures. With a substantial negative output gap until
2022, inflationary pressures are expected to remain subdued. As extraordinary measures are
withdrawn—Reactiva Pert and regulatory forbearance for loan provisioning expired in 2020—
another guaranteed-lending program could be considered, particularly if downside risks to
growth materialize.

6. The external position strengthened in 2020. The current account registered an
estimated surplus of 0.5 percent of GDP in 2020, compared with a deficit of 1.5 percentin 2019.
FDI inflows fell sharply, which was partially compensated by substantial public sector foreign
borrowing. At end-2020, international reserves stood at US$74.9 billion, up from US$68.4 billion
at end-2019.

7. The financial system remains stable, although vulnerabilities are increasing in some
segments. At end-2018, the banking system had adequate capital and liquidity, and low non-
performing assets, which were adequately provisioned. Top-down stress tests point to a resilient
financial system and limited solvency problems even under adverse scenarios. Nevertheless,
default rates are expected to rise significantly in the cooperative and microfinance sectors, which
represent about 7 percent of financial system assets. Corporate leverage has increased
significantly.

8. Structural reforms should address the weaknesses highlighted by the pandemic. Key
pricrities include: (i) boosting productivity, including by improving education, enhancing
infrastructure, facilitating labor reallocation, and improving the business climate; (i) enhancing
social protection, including by strengthening health care and the social safety net —notably with
pension reform to strengthen coverage and adequacy—, and deepening financial development
and inclusion; (i) further strengthening governance, including by enhancing the effectiveness of
anti-corruption institutions, strengthening the planning and implementation of public
investment, and moving toward digital methods for tax and business-related procedures.

9. Fund Relations. Based on Peru’s very strong policies and institutional and policy
frameworks and track record of economic performance and macroeconomic management, and
o further strengthen its policy buffers and boost confidence, the IMF Executive Board approved
a two-year FCL arrangement in the amount of US$11 billion (600 percent of quota) on May 28,
2020. The 2021 Article IV Consultation is expected to be concluded in March 2021.
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Table 1. Peru: Selected Economic Indicators

Es Frol.
2017 20018 2019 MO0 3021 JI02F 2 A0Q3 20N0gd 3095 206

Social Indicaters

Life expectancy  birth (ysars) 764 TEE - - - - - . - -
Inant mortality (per thousand live birthe) 128 127 - - - - - - - -
Adhult beracy rate [ 542 344 - - - - - - - -
Powerty rate botal} 17 42 123 1T 78 - - - - - -
Unempioymant rabe (perind seerage] 69 BF GBE 139 - - -

(Annual percertage change; unless ohenase Inchcated)
Froduction and prices

Rial GOF 25 an 22 i BS =z 45 R 33 EE]
Dutput gap [percent of potential GOF) 1.4 10 Ir 72 a3p 4 A T T 1]
Conoumer paces (snd of penisd) 14 22 19 an o 20 20 20 20 20
Extermal secior
Eiports 225 2o 28 i TS T T 33 a1 a5
Imperts 102 Bl 19 158 199 50 4E 50 48 a5
Terms of trade (detenoration -] 15 04 LT - 99 o4 03 18 ) o
Rl eflective eschange rabe (depredation <) 28 LT 23 - - - — —_ - -
Mbney and crisdit 27 37
Broad money BB 95 BH 75 120 95 TR 7 B2 57
Mt creadit 1o tha privarte sechor 51 103 B4 n4= 40 40 B2 EL 54 53
Credr-to-prvate-seconGOF ratio % 404 £21 £30 g3z 254 474 483 471 473 4TE
[Ir percent of GOF; unbess othersise ndicated)
Fublic sector
NFFS revenue 230 245 248 221 224 2.1 =1 232 232 132
NFFS prmary expendibune 249 255 250 293 Z5E 4T 240 227 236 233
NFFS prmary balanoe 19 o 0z 72 33 & 03 Q5 03 o
NFFS overall balaroe ER 23 1B -+-3 50 34 ZB e 21 1B
NFFS structural balance 2.1 LT 0& E4 43 3.1 23 25 23 20
NFFS structural primary balarce 4/ 0s 03 oy 42 28 L] 11 4T os 02
External secinr
Extemal cummendt account balaroe 13 LT 15 os o4 oT 10 14 1B 1B
GrOSs reserves
I billicrs of U S, dollars 63T &03 24 745 751 TE1 TS0 TAZ Tie 7o
Percent of short-torm etemal delt 5 306 4 £33 4 519 505 454 D6 445 435
Percent of fonsign curmency deposiis at banks 225 213 24 2i4 206 204 o7 m mn 222
Dbit
Tofal extismial cabit &7 357 345 347 439 [0 3JRE e ErLLY 309 298
Gross non-Anancial public sector debt T/ 254 262 ) 34 L 363 35 ERA] ar3y 372
Extemal :8:] Bs Bs LET ] 140 123 122 128 27 120
Domisstic 167 173 186 203 213 223 =z 24z 246 243
Saeings and investment
Gross domestic irmestment 208 217 215 ht-+-] 211 220 3 2iE 27 128
P‘.bllcslnmrl'rd.rq:\qmﬂtm‘:lhcﬂhﬂ 45 48 a6 42 4.9 4.1 &1 47 4z 43
Privabe secor (ind. irsentoies) 160 163 168 45 185 173 18z 188 a5 187
Privaie sechor 173 17y 180 n&T 183 1T (£-5 184 185 ar
Natioral savings 133 200 199 153 oy 213 213 212 s I
Pubdic secior 1B 29 24 39 ol 4 20 5 28 ER
Privabe secor 175 LEA 165 232 g g 152 L: a2 8o
Memorandum ibems
Momiral & 0F 5. billkon) E98 T40 ™ a2 B1S Bm2 523 576 1024 1075
GDF per cpia (i UsE) E729 TO0 6358 G084 BETE 7051 T3 TR TS0l BIED

Sources: Natioral authorities; INDP Human Develo prment indicators, and IMF staff estimabes/projections

1 Defined as the percentage of households with total spending below she cost of @ basic consum ptior baskes.

2/ Comesponds bo depositony corporations

3/ Forelg n CUmency Socis ane vakaed Jt end-of - period echange s

4/ Acjusted by the scomomic opche and commodity prices, and for ron-structural commodity neverae. The lather wses a5 souilibrium
commad By prices 2 moving SveRge estimate that tkes 5 years of historial prces and 3 years of fonward prices according 1o

IMF Word Bocrcmibs Cutlook

5/ Short-term debit s defined on & resdual matursy bess and indudes smornization of medium and long- tem debe.

6/ Indudes bocal cumency cetit hedd by non-reskdents ard exdudes global bonds held by residenss

T/ Indudes repayment certi cates and govermment guarantesd debt.
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ANNEX 3: LETTER OF DEVELOPMENT POLICY

“DECENIO DE LA IGUALDAD DE OPORTUNIDADES PARA MUJERES ¥ HOMBRES™
=aN0 DEL BICENTENARIO DEL PER(: 200 ANOS DE INDEPEMDENCIA"

YWALDO MENDOZA DELLIDC
MINISTRO

Lima, 28 de febrero del 2021
OFICIO N° 144-2021-EF/10.01

CARTA DE POLITICAS

Sefior

DAVID MALPASS
PRESIDENTE

GRUPQ DEL BANCO MUNDIAL
WASHINGTON D.C,

Referencia: Programa de Fortalecimiento de las bases para el prdstama para pollficas de
desarrollo de recuperacion posterior a COVID-18 por USE7T50 milonas

Estimado 5r. Malpass,

Mediante el presente le manifiesto a usted el compromiso del Goblerno del Perd, da impulsar
madidas de politica con la finalidad de llevar a cabo politicas efectivas para el fortalecimiento
de instituciones para mitigar &l impacto social y econdmico de la pandemia y &l refuerzo de
las bases estructurales para una recuperacidén econdmica inclusiva e inteligentes con
respecto al clima.

En este marco, se ha venido desarrollando con &l Banco Internacional de Reconstruccion y
Fomenta (BIRF) el “Programa de Fortalecimiento de las bases para el préstamo para polificas
de desarrollo de recuperacidn posferior a COVID-18", el cual incorpora acciones de reforma
Yy COMpTomisos y comprende una operacion de endeudamiento.

A continuacion, se describe el contexto actual y perspectivas econdmicas del pais y
posteriorments los objetivos del Programa, asi como las acciones realizadas en el marco del
Programa.

A. Contexto actual y perspectivas econdmicas

En 2020, la propagacién del COVID-19 generd una severa crisis sanitaria y
econdmica internacional denominada el “Gran Confinamiento”. A inicios de 2020,
las cuarentenas y las medidas de autoaislamiento paralizaron la produccidn y alteraron
las cadenas de suministros globales, y la incertidumbre se reflejé en la alta volatilidad
en los mercados financieros internacionales. Sumado a ello, se produjo una contraceidn
de la demanda agregada resultado, especialmente, del menor poder adguisitivo de las
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familias, una caida de las expectativas de los agentes econdmicos ¥ una contraccion
de la demanda extarna.

En este contexto, an el Perd, la actividad econdmica se contrajo 11,1%,
principalmente, por el fuerte deterioro de la actividad econdmica en el 152020
asociado a las medidas de aislamiento e inmovilizacidn social obligatoria para
contener la rapida propagacion del COVID-19. Asi, a parir del primer caso de
COVID-19 en Perd (06 de marzo), los contagios se extendieron rapidamente an el pals,
por lo que el Gobierno, desde el 16 de marzo, implementt medidas de distanciamiento
y aislamiento social obligatorio para contener esta rapida propagacidn.

La ocurrencia de la crisis conllevé a un replanteamiento de las prioridades
fiscales en 2021 para la atencion sanitaria y la proteccion de familias y empresas.,
A inicios de afio se tenia previsto un leve impulso fiscal en linea con las reglas
dispuestas, con | fin de favorecer [a ejecucion de obras de inversidn plblica y proyectos
de la reconstruccion. Sin embargo, la pandemia obligé a emplear las fortalezas fiscales
acumuladas tras varios afios de manejo fiscal responsable, por lo cual se aprobd la
suspensién temperal y extraordinaria de las reglas fiscales para que la previsible caida
de ingresos no restrinja la intervencidn del Estado. La meadida contd con el aval del
Consejo Fiscal y es similar a la que adoptaron los paiges de la Unidn Europea y otras
BCONOMIias emergentes.

Asi, se puso en marcha el Plan Econémico frente a la COVID-19, uno de los de
mayor magnitud de la historia y la regidn (20,0% del PBI), con el objetivo de
minimizar los efectos sociales y econémicos de la pandemia. El Plan contempla el
uso de un conjunto diversificado de herramientas de politica para potenciar su
efectividad. En ese sentido, se han adoptado medidas de politica tributaria por alredador
de 2% del PBI, relacionadas con el aplazamieanto del pago de impuestos para |as
personas y empresas, principalmente las MYPE. Por su parte, las medidas de gasto
publico que suman cerca de 5% del PBI, comprenden recursos destinados a fortalecer
el sistama de salud, brindar soporte econdmico a las familias -principalments mediante
la enirega de un subsidio monstario a los hogares mas vulnerables- y ayudar a la
reactivacion de la economia, & traves de recursos para inversion y compras publicas.
Adicionalmente, se disponen medidas que otorgan liquidez a las familias y empresas
por 13,0% del PBI, mediante programas de garantia publica de créditos, y liberacién y
retiros extraordinarios de ahorro privado a través de las Compensaciones de Tiempo
de Servicios y pensiones en fondos privados.

En consecuencia, el déficit fiscal de 2020 ascendid a 8,9% del PBI, con lo cual la
deuda puablica se situd en 35,5% del PBI. El entorno econdmico local e internacional
adverso, producto de la pandemia por la COVID-19, asi como las medidas econémicas
del plan econdmico, afectaron a los ingresos del Gobierno General, que disminuyeron
17.9% real en 2020 y alcanzaron el 18,2% del PBI. En tanto, que el gasto no financiero
del Gobierno General se expandid en respuesta a la crisis hasta alcanzar niveles
histaricos de 25,2% del PBI.
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Es preciso mencionar que aun cuando la ocurrencia de la pandemia ha hecho que
se registren los niveles de deuda mas altos a nivel mundial, la del Perd continda
manteniéndose por debajo de las de economias similares. El largo historial de
manejo prudente y responsable de las finanzas pdblicas ha permitido que el pals
mantenga una situacién fiscal favorable para enfrentar los cheogues adversos gue se
han desatado en lo gque va del presente siglo. A diferencia del Perd, la crisis ha
encontrade a la mayoeria de los paises de la region y ofros comparables en una situacidn
fiscal desfavorable, por lo cual sus vulnerabilidades fiscales y financieras preexistentes
s& ven ain mas acentuadas. En ese sentido, |a deuda plblica bruta que alcanzé el pais
en 2020 se ubica por debajo de la madiana de paises de América Latina (81,6% dal
PBIl) y de palses emergentes (52,2% del PBI). Ademés, a pesar del contexto adverso,
Per continud siende la economia con el menor riesgo pais de la regidn, asi como uno
de los pocos palses emergentes que mantuvo su calificacidn crediticia en moneda
extranjera, lo cual permitié realizar exitosas emisicnas de bonos durante el presente
afio.

1. Perspectiva de la economia

El inicio de 2021 se ha visto marcado con la presencia de una segunda ola de la
pandemia que ha afectado al Perd de manera significativa. En febrero se establecid
una segunda cuaremtena, con mayor flexibilidad en varios sectores economicos, pero
gue amenguard la velocidad del rebote econSmico. Las proyecciones actuales se
encuentran en 10%, apoyada por las medidas econdmicas implementadas y el
progresivo retormo a la normalidad de los sectores productivos, Se espera que a medida
gue se progrese en el cronograma de vacunacion, iniciado el 8 de febrero, se registre
una paulatina mejora a nivel de todos los componentes del PBEl en un contexto de mayor
operatividad de los seclores, a parir del 272021 y recuperacidn del entorno
internacional. En este contexto, destacard la reanudacion de la construccidn de
proyectos y el mayor consumo de las familias que seran el soporte de |a recuperacién
econdmica. En particular, el gasto plblico continuara contribuyendo con la reactivacion
de la economia v la generacién de puestos de trabajo. Sumado a ello, la inversion
privada le dara soporte a la economia a través de la gjecucion de grandes proyectos
mineros y de infraestructura,

En tanto, la disipacién de las medidas aprobadas en el contexto de la pandemia y
la recuperacién de la economia permitiran una reduccién del déficit fiscal en 2021
gue marcaria al inicio del proceso de consolidacidn. Para este afio se prevé que las
medidas temporales dispuestas, como la suspension, aplazamiento y fraccionamiento
de impuestos, asi como de los bonos familiares y gastos para atender la emergencia,
no tengan el mismo impacto que durante 2020, De esta manera, el déficit fiscal
ascenderia a 4,8% del PBI y la deuda pdblica an 36,4% dal PBI.

Hacla adelante, serd nacesario continuar con la reduccion del déficit fiscal con el
fin de restituir las finanzas pablicas hacia una trayectoria sostenible y que se
conserve la capacidad de atender situaciones de emergencia. Para alcanzar la
consolidacidn fiscal el pals cuenta con un conjunto de herramientas de politica
relacionadas a mejorar la eficiencia del gasto pdblico y &l incremento de los ingresos
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fiscales parmanentes, a partir de [a maejora de gestion y [a reduccidn del incumplimiento
tributario.

Reformas asociadas al Programa de Politicas de desarrollo de recuperacitn
posterior a COVID-19

La operacion propuesta comprende reformas prioritarias para el Gobieme del Perd con
la finalidad de impulsar reformas de politica pdblica encaminadas a mitigar &l impacto
social y econdmico de la pandemia del COVID-18 (Pilar 1) v a reforzar las bases
estructurales para una recuperacién economica inclusiva y climaticamente inteligente
(Pilar 2). Las reformas apoyadas a través del Pilar 1 fueron criticas en la fase de
respuesta de COVID-189 y ayudaron a actualizar los sisternas de informacion y
mecanismos de pago digital para fortalecer las redes de proteccidn social a fin de aliviar
las condiciones econdmicas de los mas pobres y vulnerables, Pero también, permitid
implementar un innovador sisterna de subastas como parte del programa Reactiva
Perd, que ayudd a proporcionar la liquidez necesaria al sector empresarial y contener
la pérdida de emplecs, Las reformas del pilar 2 estan dirigidas a fortalecer los cimientos
de [a recuperacion economica, corregir las fallas del mercado y el poder de monopolio
an sectores especificos a través del control de fusiones. apoyan la comparticion de la
infragstructura de telecomunicaciones y una cobertura de banda ancha para fortalecer
la inclusion digital y promover &l acceso universal a los servicios financieros. Asimismao,
avanzar en gl logro de objetivos de mitigacidn del cambio climatico respaldadas incluyen
una expansicn del programa de vivienda para fortalecer la resiliencia de los hogares,

La matriz de politicas esta compuesta por ocho acciones que se encuentran agrupados
en dos pilares:

Pilar 1: Mitigar &l impacto social y econdmice de la pandemia del COVID-18,

Este pilar tiena por objetiva aliviar la pobreza, atender a grupos vulnerables y reducir el
impacto de la pandemia sobre el emplec. 1) En primer lugar, se incluyen mejoras en las
bases de datos del Registro Macional de Hogares que sirvid para |a identificacion de
hogares elegibles a recibir 1as transferencias en efectivo de emergencia (Bonos) v la
implantacidn de medios de pago digitales gue han hecho mas eficaz el apoyo a la
poblacidn vulnerable, 2) En segundo lugar, se han implementade medidas para
proporcionar liquidez al sector emprasarial, incluidas las peguefias y microempresas,
que han tenido un impacto positive en el empleo y los ingresos de los trabajadores.
Reactiva Per( ha generado una expansion del acceso al crédito en todos los sectores
econdmicos y a precios mas bajos en medio de una pandemia. En contraste con un
colapso esperado del flujo de crédito, &l flujo de crédito neto al sector privado aumentd
sustanciaimente. Los niveles de pobreza habrian aumentade en mas de 2 puntos
porcentuales mas que si Reacliva no sa hubiera implementado. Creamos que eslas
medidas no solo contribuyeran a mitigar el impacto social y econdmica de la pandamia,
sino que también ha fortalecido la capacidad del Gobierno del Perd para enfrentar crisis
futuras, incluyendo aguellas ocasionadas por desasires naturales. Cabe notar que el
compromiso de apoyar a los hogares vulnerables se extiende a la poblacidn migrante,
incluyendo los migrantes venezolanos.
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Pilar 2: Reforzar las bases estructurales para una recuperacion econdmica
inclusiva vy climaticamente inteligente.

La prioridad del Gobiemne del Perd es aumentar las oporiunidades econbmicas y
mejorar la resiliencia de los hogares mas pobres, en el mediano y largoe plazo. 3) La
primera, relacionada a la "Cuenta DNI" gue busca univarsalizar la inclusion financiera
como un mecanismo para fortalecer la resiliencia de las poblaciones wulnerables al
permitirles accader al apoyo financiero digital, incluso en el caso de desastrés naturales.
4) En segundo lugar, acciones de promocidn y acceso a la Banda Ancha de internet
mediante el uso compartido de la infraestructura v la ampliacién del uso potencial de
espectro asignado, incluso para 5G, lo cual permitira el cierre de la brecha digital. 5) En
tercer lugar, cormesponde a la aprobacion de la nueva Ley de fusiones cuyo propdsito
es estimular la competencia y eficiencia de los mercados, que es fundamental para el
desarrollo del sector privado y la creacion de empleo. La reglamentacion ya asta en
curso y se tiena previsto completar toda la adecuacidn normativa necesaria hasta
finales de febrero. 6) En cuarto lugar, comesponde a medidas vinculadas al
establecimiento de la Comision de Alte Nivel de Cambio Climatico (CANCC) que
permita contribuir en el largo plazo, a llevar al pals hacia un desarrolle con bajas
amisiones de carbono y resiliente al clima, La CANCC tendra como funciones proponer
y recomendar las acciones para neutralizar emisionas de gases de efecto invemadero
y adaptarnos al cambio climético al afio 2050; proponer al incremento progresivo de la
ambicion de nuestras contribuciones nacionales, y supervisas la elaboracion de las
proyecciones de reduccion de emisiones; v proponer la actualizacion de

las metodologias ulilizadas. 7) En quinto lugar, se esta implementando, el Registro
Macional de Inversiones gue generan reducciones de emisiones v se ha puesto en
funcionamiento la plataforma "Huella de Carbono Perd” que contribuird al cumplimiento
de abajo hacia arriba de las Contribuciones Nacionales Determinadas (NDC) y facilitara
el acceso del pais y a las comunidades a un mercado internacional de carbona en el

largo plazo.

Finalmente, 8) corresponde a la promocion del acceso a viviendas mas resilisntes bajo
el Programa Mivivienda. Si blen, algunas medidas especificas para aumentar ¢l alcance
del programa — como la reduccidn del ahorro necesarno — fueron disefiadas para las
circunstancias extracrdinarias de la pandemia y culminan en diciembre dal 2021, &l
Gobierno tiene previsto hacer modificaciones adicionales gque conlleven a una
ampliacién permanente del programa MiVivienda. Este programa esta disefiado con &l
proposito de beneficiar a los hogares mas pobres. Para tal efecto, se ha establecido
como criterio de elegibilidad al programa Techo Propio, que los hogares tengan
ingresos mensuales estan por debajo del percentil 72 para viviendas nuevas o al
parcentil 56 para construccionas NUevas o mejoras,

Conclusién
Como se desprende de lo descrito, &l Gobierno Peruano esta comprometido en sentar las

bases para un programa de recuperacion econdmica posterior a COVID-19, con la
finalidad de impulsar reformas de politica plblica encaminadas a mitigar el impacto social
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y economico de |a pandemia del COVID-19 y a reforzar las bases estructurales para una
recuperacion econdmica inclusiva y climaticameanta inteligents.

El Gobierno se compromete a continuar avanzando en estos ambitos, para lo cual requiera
contar con el apoyo del Banco Internacional de Reconstruccidn y Fomento en las dreas
sefaladas.

En virtud de lo manifestado, por medio de la presente el Gobiemo Peruano solicita la
aprobacion del “Programa de Fortalecimiento de las bases para el préstamo para
politicas de desarrollo de recuperacion posterior a COVID-18" por un monto de USS
750,0 millones por parte del Banco Intemacional de Reconstruccion y Fomento,

Sin otro particular, hago propicia la ocasidn para reiterarle a usted mi especial
consideracion.

Atertameanta,
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UNOFFICIAL TRANSLATION
Lima, February 28th, 2021

OFFICIAL LETTER No. 144-2021-EF/10.01

LETTER OF DEVELOPMENT POLICY

Mr. David Malpass
President

World Bank Group
Washington, D.C.

Subject: Program for Strengthening Foundations for Post COVID-19 Recovery
Development Policy Financing for an amount of US$750 million

Dear Mr. Malpass,

I am writing to express the Peruvian government’s commitment to promoting the policy measures
necessary to implement policies that are effective in (i) strengthening institutions to mitigate the
social and economic impact of the COVID-19 pandemic, and (ii) reinforcing structural foundations
for an inclusive and climate smart economic recovery.

As part of these efforts, we have been working with the International Bank for Reconstruction and
Development (IBRD) on the “Strengthening Foundations for Post COVID-19 Recovery
Development Policy Financing” program, which includes reform actions and commitments, as well
as a financing operation.

Below is a description of the country’s current situation and its economic outlook, followed by the
Program objectives and the actions taken as part of the Program.

A. Current Situation and Economic Outlook

In 2020, the spread of COVID-19 triggered a severe public health and economic crisis
around the world known as the “Great Lockdown.” In early 2020, quarantine orders and
self-isolation measures halted production and disrupted global supply chains, provoking
uncertainty that was reflected in the high volatility of international financial markets.
Aggregate demand also decreased, largely due to families’ lower purchasing power, a
decline in economic agents’ expectations, and the contraction of external demand.

Against this backdrop, economic activity in Peru fell by 11.1%, mainly due to the
severe deterioration of economic activity in 1H2020 as aresult of lockdown measures
and mandatory stay-at-home orders aimed at containing the rapid spread of COVID-
19. Following the first case of COVID-19 in Peru (March 6), the virus spread quickly
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throughout the country. In response, the Government implemented mandatory social
distancing and stay-at-home orders to slow the spread starting on March 16.

The emergence of this crisis forced a reassessment of fiscal priorities for 2021 in
order to respond to the public health crisis and protect families and businesses. At
the start of the year, the plan was to implement a minor fiscal boost in alignment with the
established rules, with the goal of promoting the execution of public investment works and
reconstruction projects. However, the pandemic required the use of the fiscal reserves
amassed after years of responsible fiscal management, which led to the approval of a
temporary emergency suspension of fiscal rules to ensure that the expected drop in revenue
would not limit the State’s intervention. This measure was backed by the Fiscal Council,
and is similar to those adopted by the countries of the European Union and other emerging
economies.

Thus, the Peruvian government implemented its COVID-19 Economic Plan, one of the
largest packages in the country’s history and in the region (20.0% of GDP), with the
goal of minimizing the pandemic’s social and economic effects. The Plan
contemplates the use of a diversified set of policy tools to boost its effectiveness. For
example, the adopted tax policy measures, equal to around 2% of GDP, push back tax
payment deadlines for individuals and companies, especially small and microenterprises.
Public spending measures are equal to about 5% of GDP, and consist of resources
allocated to strengthen the health system, provide economic support to families (primarily
by paying a monetary subsidy to the country’s most vulnerable households), and aid in the
reactivation of the economy through public spending and procurement resources. Measures
have also been implemented to ensure liquidity for families and companies, equal to 13.0%
of GDP, through public credit guarantee programs and the emergency release and
withdrawal of private savings held in Compensation for Time of Service (CTS) accounts and
private pension funds.

As a result, the 2020 fiscal deficit rose to 8.9% of GDP, raising the public debt to
35.5% of GDP. The General Government’s revenue was affected by the adverse local and
international economic environment unleashed by the COVID-19 pandemic, as well as the
economic measures implemented under the economic plan, falling by 17.9% in real terms
in 2020, and reaching 18.2% of GDP. Meanwhile, the General Government’s non-financial
expenses increased in response to the crisis, reaching historic levels of 25.2% of GDP.

It is important to note that while the pandemic has led to higher levels of debt around
the world, Peru’s debt remains lower than that of similar economies. The country’s
long history of prudent and responsible public financial management has allowed it to
maintain a favorable fiscal situation while tackling the adverse shocks that have occurred
throughout the start of the twenty-first century. Unlike Peru, the crisis caught most of the
region’s countries and other comparable nations in an unfavorable fiscal situation, further
accentuating their preexisting fiscal and financial vulnerabilities. By way of illustration,
Peru’s gross public debt in 2020 was below the median for Latin American countries (81.6%
of GDP) and emerging countries (62.2% of GDP). Furthermore, despite the adverse
circumstances, Peru continued to be the economy with the lowest country risk in the region,
and one of the few emerging countries to maintain its credit rating in foreign currency, thus
enabling it to successfully issue bonds during the present year.
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1. Economic Outlook

The start of 2021 has been marked by a second wave of the pandemic that has
significantly affected Peru. In February, a second quarantine order was issued, with
greater flexibility for various economic sectors, although it will nevertheless hamper the
speed of the country’s economic rebound. Current projections hover around 10%, based on
the economic measures implemented and the progressive return to normality in the
productive sectors. As the vaccine schedule (which begun on February 8) progresses, a
gradual improvement in all GDP components is expected as result of greater operativity in
all sectors starting in 2Q2021 and the recovery of the international environment. Economic
recovery will be driven largely by the recommencement of project construction and higher
levels of household consumption. In particular, public spending will continue to contribute
to economic reactivation and job creation. Additionally, private investment will help bolster
the economy through the execution of large mining and infrastructure projects.

Meanwhile, the easing of measures approved during the pandemic and the recovery
of the economy will help reduce the fiscal deficit in 2021, thus marking the start of
the consolidation process. For this year, temporary tax measures such as suspension,
postponement, and installment plans, as well as household subsidies and emergency
expenses, are not expected to have the same impact as they did during 2020. As a result,
the fiscal deficit will total 4.8% of GDP and the public debt will be 36.4% of GDP.

Moving forward, it will be necessary to continue reducing the fiscal deficit in order to
put public finances back on the path of sustainability and conserve the Government’s
capacity to handle emergency situations. To achieve fiscal consolidation, the country
has a set of policy tools with which to improve the efficiency of public spending and increase
permanent fiscal revenue through improved management and reduction of tax
noncompliance.

B. Reforms Tied to the Post-COVID-19 Recovery Development Policy Financing

The proposed loan transaction includes reforms prioritized by the Peruvian government in
order to promote public policy reforms aimed at mitigating the social and economic impact
of the COVID-19 pandemic (Pillar 1) and reinforcing structural foundations for an inclusive
and climate smart economic recovery (Pillar 2). The reforms supported through Pillar 1 were
critical in the COVID-19 response phase and helped to update information systems and
digital payment mechanisms to strengthen social protection networks that helped alleviate
the economic conditions of the country’s poorest and most vulnerable. But these reforms
also made it possible to implement an innovative auction system as part of the “Reactiva
Perd” program, which helped provide the necessary liquidity to the business sector and
contain job losses. The reforms of Pillar 2 are aimed at strengthening the foundations of
economic recovery, correcting market failures and monopoly power in specific sectors
through merger control, and supporting the telecommunications infrastructure sharing and
broadband coverage to boost digital inclusion and promote universal access to financial
services. Additionally, efforts to meet the supported climate change mitigation targets
include the expansion of the housing program to bolster household resilience.
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The policy matrix consists of eight actions grouped into two pillars:
Pillar 1: Mitigate the social and economic impact of the COVID-19 pandemic.

The goal of this pillar is to alleviate poverty, aid vulnerable groups, and reduce the
pandemic’s impact on employment. 1) First, it includes improvements to the databases of
the National Household Registry, which was used to identify households eligible for
emergency cash transfers and to implement digital payment mechanisms that have
increased the effectiveness of support for the most vulnerable population. 2) Second,
measures have been implemented to provide liquidity to the business sector, including small
and microenterprises, which have had a positive impact on employment and labor income.
“Reactiva Per(” has driven an expansion in access to credit among all economic sectors at
lower prices in the midst of a pandemic. Contrary to the expected collapse of the credit flow,
the net credit flow to the private sector increased substantially. Poverty levels would have
increased by over two percentage points more if “Reactiva” had not been implemented. We
believe these measures not only contributed to the mitigation of the pandemic’s social and
economic impact, but also bolstered the Government’s capacity to address future crises,
including those caused by natural disasters. It is worth noting that the Government’s
commitment to helping the most vulnerable households also covers the immigrant
population, including Venezuelan immigrants.

Pillar 2: Strengthen the structural bases for an inclusive and climate-smart recovery.

The Peruvian government’s priority is to increase economic opportunities and improve the
resilience of the country’s poorest households in the medium and long term. 3) The first
measure is the “National Identity Document Account” (“Cuenta DNI”), which seeks to use
universal financial inclusion as a mechanism for boosting the resilience of vulnerable
populations by providing them with access to digital financial support, including cases of
natural disaster. 4) Second, the pillar includes actions for broadband internet promotion and
access through infrastructure sharing and an expansion of the potential use of allocated
spectrum, including for 5G, thus helping to close the digital gap. 5) Third is the approval of
the new Merger Control Law, with the goal of stimulating market competition and efficiency,
which is key to private sector development and job creation. The regulations are already
being drafted, and all necessary statutory adaptations are scheduled to be completed by
the end of February. 6) Fourth, there are measures to establish a High Level Climate
Change Commission (HLCCC) to help the country move toward low-emission and climate-
resilient development in the long term. The HLCCC will be tasked with proposing and
recommending actions to neutralize greenhouse gas emissions and help the country adapt
to climate change by 2050; proposing increasingly ambitious nationally determined
contributions and supervising the preparation of emissions reduction forecasts; and
proposing updates to the methodologies used. 7) Fifth, a National Investment Registry is
now being implemented for investments that generate emissions reductions, and the “Peru
Carbon Footprint” platform has been put into operation to help contribute to bottom-up
compliance with nationally determined contributions (NDCs) and facilitate access by the
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country and its communities to an international carbon market in the long term.

Lastly, 8) access to more resilient housing will be promoted through the “MiVivienda”
Program. Although certain specific measures to increase the program’s scope—such as a
reduction in the required savings—were designed for the extraordinary circumstances
under the pandemic and will expire in December 2021, the Peruvian government plans to
make additional modifications that will lead to a permanent expansion of the “MiVivienda”
Program. This program is designed to benefit the country’s poorest households. In order to
be considered eligible for the “Techo Propio” Program, households must have a monthly
income below the 72nd percentile for new homes, or the 56th percentile for new construction
or improvements.

C. Conclusion

As we can see from the text above, the Peruvian government is committed to laying the
foundations for a post-COVID-19 economic recovery program with the goal of promoting public
policy reforms that will mitigate the social and economic impact of the COVID-19 pandemic,
while also strengthening the structural bases for an inclusive and climate-smart economic
recovery.

The Government is committed to furthering its progress in these aspects, for which purpose it
requires the support of the International Bank for Reconstruction and Development in the areas
discussed above.

In light of the above mentioned, the Peruvian government hereby requests the approval of the

“Strengthening Foundations for Post COVID-19 Recovery Development Policy Financing” for an
amount of US$ 750 million by the International Bank for Reconstruction and Development.

Sincerely,

WALDO MENDOZA BELLIDO
MINISTER
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ANNEX 4: ENVIRONMENT AND POVERTY/SOCIAL ANALYSIS TABLE

Prior Actions

Significant poverty, social or

distributional effects positive or

negative

Significant positive or negative environment
effects

Operation Pillar 1: Strengthening institutions to mitigate the social and economic impact of the COVID-19 pandemic

Prior Action #1. In response

to the COVID-19 pandemic, the
Borrower has: (i) expanded the
National Registry of Households by
incorporating new poor and

vulnerable households, as evidenced
by Article 27 of Law N2 31084 dated
November 30, 2020 and published in
the Official Gazette on December 6,
2020, and (ii) introduced new digital
payment modalities for cash transfer

programs, as evidenced by the DU
(Decreto Urgencia) 010-2021,
published in the Official Gazette on

January 30, 2021, to channel the new

Temporary Cash Transfer Programs
(Bono Independiente, Bono Rural,
Bono Yo me Quedo en Casa, Bono
Universal) to poor and vulnerable
families.

Prior Action #2. The Borrower
adopted the credit guarantee
scheme Reactiva Peru Program to
provide liquidity for the enterprise
sector, at competitive costs using
innovative interest rate auction
mechanisms; as evidenced by
Legislative Decree No. 1455, dated

Significant impacts on poverty
reduction, by raising non-labor
income among poor and
vulnerable households, including
informal workers. The impacts of
the expanded use of the National
Household Registry and digital
payment systems will likely be
pro-poor since informal workers
(who are not included in other
official records and who tend to
be poorer) will benefit
disproportionately.

Cash transfers directed towards
women can worsen the risk of
experiencing sexual exploitation,
harassment and abuse (SEAH)®,
Thus, it is important to
complement them with strategies
to mitigate potential indirect
negative effects.

Positive effect on employment
and income by weakening the
incentives for firms to lay off
employees. 98 percent of the
beneficiary firms are micro, small
or medium enterprises, that is the
most likely to exit or furlough

and published in the Official Gazette workers during the crisis.

on April 6, 2020, and Circular No.

Bottom-line Assessment: Positive health and safety
effects are expected from Prior Action #1.

Positive Environmental Effects: Yes

The added payment options for social assistance
programs through digital payment systems is expected
to mitigate potential risk of C19 contagion due to
agglomeration at payment points. Positive health and
safety effects are thus expected.

Negative Environmental Effects: No

No potential negative environmental effects are
anticipated for this measure. Prior Action #1 deals with
safety nets for vulnerable households and is unlikely to
have significant negative effects on the environment or
natural resources.

Bottom-line Assessment: No significant effects on the
country’s environment, forests, and other natural
resources are expected from Prior Action #2.

Positive Environmental Effects: No

No potential positive environmental impacts are
anticipated for this measure. The credit guarantee
scheme Reactiva Peru program is expected to lead to
an increase in funding to the enterprise sector.
Program Operating Regulations (Ministerial Resolution

61 Bill & Melinda Gates Foundation, World Bank Group, CGAP, Women’s World Banking, 2020. Digital Cash Transfers in the time
of COVID 19. Opportunities and Considerations for Women’s Inclusion and Empowerment. Available at:
http://documentsl.worldbank.org/curated/en/378931596643390083/pdf/Digital-Cash-Transfers-in-Times-of-COVID-19-
Opportunities-and-Considerations-for-Womens-Inclusion-and-Empowerment.pdf
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0017-2020-BCRP dated April 14,
2020.

N. 134-2020-EF/15) does_not include criteria to
prioritize enterprises with expected positive
environmental effects.

Negative Environmental Effects: Yes, with mitigation
measures in place for their management.

Enterprises that receive funding could be conducting
activities that are detrimental for the environment.
However, this risk is mitigated by the Program’s
exclusion list, included in its Operating Regulations
(Article N. 5, “Loan Eligibility” of Ministerial Resolution
#134-2020-EF/15). The exclusion list explicitly rules out
enterprises dedicated to (i) production or commerce of
hazardous products for both human health and the
environment; (ii) activities that may harm natural
ecosystemes; (iii) activities that may harm cultural
heritage; among others.

Also, the Reactiva Peru program is administered by
COFIDE, institution that has an Environmental and
Social Management Framework in place since 2016. This
framework, developed in line with the Equator
Principles, includes the different policies,
methodologies and procedures for the adequate
environmental risk management of the operations it
finances.

Operation Pillar 2: Reinforcing structural foundations for an inclusive and climate smart economic recovery

Prior Action #3. The Borrower has

Increased financial inclusion will
facilitate day-to-day living for

Bottom-line Assessment: Positive health and safety

increased financial inclusion through
the provision of transaction accounts
linked to the national identification

number (Cuenta DNI) for all Peruvian

ff fi Prior Action #4.
families and their businesses. This effects are expected from Prior Action

will likely benefit the 57 percent

. . Positive Environmental Effects: Yes
of Peruvians (ages 15+) without a

citizens, undertaken by Banco de

la Nacion and RENIEC and in line with

the National Financial Inclusion
Policy; as evidenced by Law N2
31120, dated January 22, 2021 and
published in the Official Gazette on
February 7, 2021.

Prior Action #4. The Borrower has
promoted adoption and usage of
broadband access by: (i) mandating

active infrastructure sharing; and (ii)

enabling broader use of the 3.5GHz

band and other assigned spectrum to

bank account. The poor would
benefit more given that 73
percent of the bottom 40 does
not have a bank account. The
Prior Action (PA) is expected to
have gender impacts as financial
inclusion is lower among women
in Peru and it provides them with
tools for a greater participation in
the economy.

Indirect positive impacts in the
medium and long term due to an
improve in access to broadband
internet connection, especially
outside Lima. Less than 30
percent of households have

The Cuenta DNI Law is expected to mitigate potential
risk of C19 contagion due to agglomeration at payment
points during sanitary emergencies. Positive health and
safety effects are thus expected.

Negative Environmental Effects: No

No potential negative environmental effects are
anticipated for this measure. Prior Action #4 deals with
the establishment of transaction accounts linked to
national ID.

Bottom-line Assessment: No significant effects on the
country’s environment, forests, and other natural
resources are expected from Prior Action #5.

Positive Environmental Effects: No
No potential positive environmental effects are
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advance broadband deployment; as
evidenced by the 3 complementary
final disposition of Legislative Decree
1478 dated May 7, 2020 and
published in the Official Gazette on
May 8, 2020, and MTC Ministerial
Resolution No. 0709-2020-MTC,
dated October 15, 2020 and
published in the Official Gazette on
October 17, 2020.

access to internet, with wide
disparities among Lima (54
percent) and the rest of the
country (19 percent). Households
without broadband connectivity
tend to be poorer and also more
vulnerable to job-loss during the
pandemic by not being able to
telecommute.

anticipated for this measure.

Negative Environmental Impact: Yes, with mitigation
measures in place for their management.

Active and passive infrastructure sharing—through the
adoption of (Radio Access Network) RAN sharing—is
expected to generate efficiencies in the implementation
of new telecommunications infrastructure. RAN sharing
involves sharing all access network equipment,
including the antenna, mast and backhaul equipment,
and thus an important reduction on the need for more
infrastructure in the telecommunications sector is
expected.

On the other hand, however, Peru has amended the
National Frequency Plan to maximize use of 3.5GHZ
band, which represents the first step towards
deployment and massification of 5G. This future
deployment and massification of 5G will require,
among others, additional infrastructure investments in
the telecommunications sector. According to the Inter-
American Association of Telecommunications
Companies, 10 times more the current number of
antennas will be needed for the deployment of 5G in
Peru, as well as double of the current amount of optic
fiber.

Required civil works and maintenance activities for the
implementation of this future additional infrastructure
needs has the potential to generate negative
environmental, health and safety impacts if not
adequately mitigated and managed. Also, with the
massification of 5G technology, a significant number of
electronic devices will eventually become obsolete due
to their incompatibility with 5G technology, and thus
constitute an important type of waste (e-waste) that
will need appropriate management.

Regarding the future expected civil works and
maintenance activities for the implementation of
additional infrastructure, any potential associated
negative risks or impacts are expected to be mitigated
through Peru’s environmental regulatory framework for
the Communications Sector. Projects related to the
installation and operation of telecommunications
infrastructure, mobile services infrastructures
(greenfield, rooftop and/or light poles), are included
within the country’s Environmental Impact Assessment
System (SEIA), and thus are subject to an ESA and
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Prior Action #5. The Borrower has
enhanced market competition by
enacting a new merger control
regime; as evidenced by Law No.
31112, dated January 6, 2021 and
published in the Official Gazette on

No potential effects on welfare in
the short-term. However, in the
medium and long-term, it may
boost competitiveness and job
creation.

environmental certification for their construction and
operation (Law #27446, Supreme Decree #019-2009-
MINAM, and Ministerial Resolution #186-2015-
MINAM). Per mentioned regulations,
Telecommunication investment projects that are not
subject to the SEIA must present a “Ficha Tecnica”,
which identifies main expected environmental risks and
impacts and corresponding mitigation measures.
Operators of mobile services must periodically monitor
and report non-ionizing radiations. The Ministry of
Transport and Communications has a General
Directorate of Socio-Environmental Matters, in charge
of revision, evaluation and approval of the ESAs of the
sector. Responsibility for the monitoring and
enforcement of corresponding environmental measures
has not yet been transferred to the Organismo de
Evaluacion y Fiscalizacion Ambiental (OEFA) but is
expected to be transferred in 2021. Currently, such
function is carried by the MTC’s General Directorate of
Sanctions and Inspection.

In the case of the future e-waste to be generated from
obsolete electronic devices, e-waste management is
mandated by Supreme Decree N. 001-2012-MINAM
(“National Operating Regulations for E-waste
Management”). According to this decree, producers of
electronic devices are required to develop and
implement an E-Waste Management Plan (EWMP),
which is approved and then enforced by the competent
sectorial entity, mainly Telecommunications and
Production (or OEFA, in case oversight function has
been transferred). MINAM has developed a series of
instruments to provide support to the Transport,
Production, and Telecommunications sectors on their
role of approval of EWMPs. To date, both sectors have
approved more than 39 EWMPs. Additionally, MINAM
has developed a series of instruments Technical Support
Committee, which strives to promote compliance with
E-waste regulations.

Since 2011, MINAM, in coordination with local
municipalities, has been organizing and developing e-
waste collection campaigns, together with citizen-
awareness-raising campaigns at the national level.
Bottom-line Assessment: No significant effects on the
country’s environment, forests, and other natural
resources are expected from Prior Action #8.

Positive Environmental Effects: No
No potential positive environmental effects are
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January 7, 2021.

Prior Action #6. The Borrower has
adopted the updated National

Determined Contributions (NDC) that

increase the Borrower’s
unconditional climate change
ambition, in relative terms, by 50

percent relative to the previous NDC

submission, as evidenced by the
updated NDC published on the
UNFCCC website.

Prior Action #7. The Borrower has
enhanced measurement, reporting
and verification of GHG mitigation
initiatives, including for carbon

No potential effects on welfare in
the short-term. However, in the
medium and long-term, the
activities to achieve the new NDC
targets may generate investment
related to adaptation and
mitigation and hence job
creation, that could potentially
benefit workers, including lower-
skilled and poorer workers.

This policy would benefit rural
communities whose livelihoods
depend heavily on agriculture and
forest ecosystems. These groups,

anticipated for this measure. Prior Action #6 deals with
merger controls.

Negative Environmental Impact: No

No potential negative environmental effects are
anticipated for this measure. Prior Action #6 deals with
merger controls.

Bottom-line Assessment: Significant positive effects on
the country’s environment, forests, and other natural
resources are expected from Prior Action #7.

Positive Environmental Effects: Yes

Positive Environmental Effects: Yes

The updated NDC and new more ambitious total
emissions target implies a commitment to sustainable
development in economic terms, mainly through the
promotion of initiatives and processes that support the
transformation towards a low carbon economy.
Compliance with the updated target will inherently
generate significant environmental benefits in the
medium to long term, which are tied to the processes
of transforming the energy matrix to renewable
energies, promoting circular economy, advancing on
nature-based initiatives, among others, related to the
mitigation measures that will be defined for the
following emission sectors: energy, industry,
agriculture, land use, and waste.

Negative Environmental Effects: No

No potential negative environmental effects are
anticipated for this measure.

The Borrower has a series of framework and specific
environmental management instruments which relate
to climate change actions (including mitigation
measures), among these: Climate Change Framework
Law (Law No. 30754) and regulations; Mechanism for
Payment for Ecosystem Services Law (Law No. 30215)
and regulations; Environment General Law (Law No.
28611); among others, which together align with the
requirements of the Cancun environmental
Safeguards, as evidenced in the Strategic
Environmental and Social Assessment (SESA) of the
National Strategy on Forests and Climate Change
(ENBCC).

Bottom-line Assessment: Significant positive effects on
the country’s environment, forests, and other natural
resources are expected from Prior Action #8.
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trading, through: (i) the creation of
the National Registry of Mitigation
Measures (RENAMI), and (ii)
regulating the process and
requirements for private institutions
to certify their mitigation efforts
under the Carbon Footprint Peru
Platform; as evidenced by article 56
of MINAM Decree (Decreto Supremo)
N° 013-2019-MINAM, dated and
published in the Official Gazette on
December 31, 2019 and MINAM
Resolution N° 237-2020-MINAM,
dated November 23, 2020 and
published in the Official Gazette on
November 26, 2020.

Prior Action #8. The Borrower has
expanded access to more resilient
housing under

the MiVivienda Program through: (i)
reducing the savings requirement for
low income groups under

the Techo Propio Program, as
evidenced by Legislative Decree No.
1464 dated April 17, 2020

and published in the Official Gazette
on April 18, 2020 and Ministerial
Resolution No. 086-2020-VIVIENDA
dated April 30, 2020 and published
in the Official Gazette on May 1,

which are among the most
vulnerable populations in Peru,
have been especially vulnerable
to the social and economic
impacts of the Covid-19
pandemic.

An analysis of the Nuevo Credito
MiVivienda showed that
households targeted by the
program (i.e. those in low-quality
or crowded dwellings) tended to
be at the bottom of the income
distribution. Accordingly, only
households whose monthly
income is below a certain
threshold (equivalent to 72
percentile for new homes, or 56
percentile for new construction
or improvements) are eligible to
the Techo Propio program,

Positive Environmental Effects: Yes

RENAMI is a digital platform, managed by MINAM,
through which public and private institutions can
register their initiatives that contribute to the
reduction of greenhouse gas (GHG) emissions. It will
not only form part of the national Monitoring Report
and Verification (MRV) system but will also contribute
to bottom-up compliance of the National Determined
Contributions (NDC). Short, medium and long term
positive environmental effects are expected from its
creation and operationalization:

In the short term and medium term, RENAMI will allow
to present in a public and transparent way the
documentation that supports the MRV of the climate
change mitigation measures, ensuring transparency
and enabling robust unit accounting, thus supporting
the transferring of GHGs reductions.

Finally, in the long term, as the country’s main
mechanism for MRV of GHG emissions and emission
reductions resulting from REDD+ initiatives and other
Payment for Ecosystem Services (PES), RENAMI will
facilitate the country’s and local communities’ access
to an international carbon market. It will thus allow
the proliferation of schemes oriented towards forest
conservation and the reduction of emissions from
deforestation and forest degradation.

Negative Environmental Effects: No

No potential negative environmental effects are
anticipated for this measure. The Borrower has
developed a SESA and Environmental and Social
Management Framework (ESMF) for managing
potential negative environmental impacts/risks from
the implementation of the ENBCC.

Bottom-line Assessment: No significant effects on the
country’s environment, forests, and other natural
resources are expected from Prior Action #9.

Positive Environmental Effects: No

No potential positive environmental effects are
anticipated for this measure. This PA facilitates
accessing the “bono familiar habitational” subsidy
under the Techo Propio Program and the “bono al
buen pagador” subsidy under the Nuevo Crédito
Program. As such, it is expected to result in an
increased demand for new housings and in an increase
in housing developments. However, it is worth
mentioning that in the case of the Nuevo Credito
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2020; and (ii) enhancing incentives
for sustainable construction under
the Nuevo Crédito MiVivienda credit
modality, as evidenced by Decree
(Decreto Supremo) No 003-2020-
VIVIENDA dated January 23, 2020
and published in the Official Gazette
on January 24, 2020 and Decree
(Decreto Supremo) No. 007-2020-
VIVIENDA, dated May 14, 2020 and
published in the Official Gazette on
May 15, 2020.

limiting any potential regressive
impacts.

Program, in case the housing to be financed is eco-
friendly (“vivienda sostenible” — defined as traditional
housing that has considered in its conception and
execution, among others, criteria of water and energy
efficiency, bioclimatic design, waste management, use
of eco-materials and contributes to urban
sustainability in its environment), the household
beneficiary receives an additional economic subsidy to
further increase the down payment and thus reduce
the amount of the loan. In this sense, as a result of this
this PA eco-friendly houses are receiving additional
support.

Negative Environmental Impact: Yes, with mitigation
measures in place for their management.

As indicated above, this PA might result in an increased
demand for new housings and in an increase in housing
developments, which has the potential to generate
negative environmental impacts from civil works.
However, any potential associated negative risks or
impacts are expected to be mitigated through Peru’s
environmental regulatory framework for the Housing
Sector. Projects related to housing construction are
included within the country’s SEIA, and thus are subject
to an ESA and environmental certification for their
construction. Furthermore, Regulations for
Environmental Protection in the Housing Sector
(Supreme Decree #015-2012-VIVIENDA, #019-2014-
VIVIENDA, and #008-2016-VIVIENDA) specify the
environmental assessment and certification process for
housing projects.

Regarding Borrower’s capacity, the Ministry of Housing
Construction and Sanitation (VIVIENDA) has a General
Directorate of Environmental Matters, in charge of
revision, evaluation and approval of the sector ESAs, as
well as of their supervision and oversight. The
responsibility for the monitoring and enforcement of
the requirements of the corresponding ESAs has not
been yet transferred to OEFA (expected to happen in
2021).
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ANNEX 5: PERU COUNTRY PROGRAM ADJUSTMENT RESPONDING TO COVID-19

Impact of the COVID-19 pandemic on the country, and government response.

83. COVID-19 pandemic has had a devastating impact on Peru reflected in the extensive loss of lives
and livelihoods and the significant contraction of the economy. As of end January 2021, Peru exceeded
1.1 million COVID-19 cases and recorded among the highest number of deaths per capita in Latin America.
The arrival of the second wave in late January 2021 has stretched the health system to the limit and
provoked new lockdown measures, which in turn have caused negative repercussions to the economy.
Already in 2020, the Peruvian economy recorded one of the steepest recessions in the world with GDP
contracting by 11.1 percent, compared to pre-crisis growth projection of 3.2 percent. Lower growth in
China and a recession in the G7 economies prompted a steep reduction in Peru’s exports which was
additionally constrained due to supply-side shock. The 2020 fiscal deficit is expected to have reached 8.9
percent of GDP (compared to a pre-crisis projection of 1.5 percent) owing to a combination of lower
revenues and higher expenditures, which reflect deteriorating economic conditions and the policy
response. Public debt is projected to have reached around 36 percent of GDP by end 2020. Poverty rate
at 5.5 USD/day is projected to have increased by as much as 6 percentage points in 2020, undoing gains
achieved during the last decade.

84. Peru entered the COVID-19 crisis with strong macroeconomic buffers, but with structural and
institutional weaknesses. At the onset of the crisis, Peru’s low and sustainable public debt, low fiscal
deficit, low inflation, small current account deficit and large international reserves, provided comfortable
cushions to protect the economy against the shocks. This allowed the government to prepare a robust
COVID-19 response package amounting to close to 20 percent of GDP. Measures included liquidity support
to the enterprise sector (10.7 percent of GDP), fiscal measures — comprising social transfers and purchases
of priority goods and services (7 percent of GDP), and unconventional mobilization of private savings in
pension and unemployment benefits. However, fragmentation of the health sector and cumbersome
public procurement processes, did not allow for an agile sanitary response and deployment of much
needed resources including medical staff, equipment and inputs. In addition, low statistical and lab
processing capacity, limited the country’s ability to conduct appropriate testing and contact tracing
strategy to contain spread of the disease. Furthermore, high labor informality and low financial and digital
inclusion slowed down the delivery of many relief programs and discourage compliance with lockdown
measures.

WBG support to respond to the crisis

85. The World Bank Group’s engagement in Peru is guided by the Performance and Learning Review
(April 2019), which reaffirmed the engagement pillars of the FY17-21 Country Partnership Framework
(CPF). The CPF is built on three pillars: (i) productivity for growth; (ii) services for citizens across the
territory natural resource; and (iii) natural resource and climate change risk management. The preparation
of a SCD Update is underway although it has been slowed down by the pandemic and will be delivered in
FY22, to be followed by a new CPF.

e Support to health for saving lives. The World Bank has provided technical assistance to the
Ministry of Finance (MEF) and the Ministry of Health (MINSA) in consolidating, processing and
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producing indicators to monitor the pandemic of the behavior in real time and at geographically
highly disaggregated levels. It is expected that the platform developed under this assistance will
allow the Government to respond timely to potential virus surges throughout the country and to
devise focalized mitigation and economic reactivation measures.

e Social response for protecting poor from economic impact. Through DDO contingent lines
(P156858 and P154981) and TF support (P174730) the World Bank supported the general budget
that has, among others, financed emergency cash transfer schemes to vulnerable population.
Furthermore, technical assistance has been provided to help the Government mitigate the
economic and social impact of the pandemic on a range of dimensions. This technical assistance
has included guidance to the MIDIS on best practices in responding emergency cash transfer
programs and payment digitization, interoperability and consolidation of beneficiary databases
and development of poverty maps. In addition, the Bank supported the Ministry of Education in
production and dissemination of distance learning material, and in communication strategies to
safeguard and enhance students’ distance learning experience.

e Economic response for jobs and business growth. The Bank is also supporting GoP in the
preparation of a potential new Investment Project Financing (IPF) Peru Tourism Project (P174944)
to support the recovery of tourism in Peru through strategic public investments in visitor
management, destination development and business environment reforms to mobilize private
investment in selected destinations.

e Support for strengthening institutional and sustainable recovery. The DPF presented in this
document will help Peru improve its institutional arrangements for effective crisis response and
reinforce structural foundations for an inclusive and climate smart economic recovery, while
helping meet Peru’s additional financing needs (new cash transfers, vaccine purchase and roll
out). In addition, an IPF project of USD 35 million to strengthen Peru’s health surveillance capacity
(P174177) is currently under negotiation. These financing operations have been complemented
with Advisory Services and Analytics (ASA) with the National Council for Formalization and
Competitiveness (CNFC) on regulatory reform regarding business registration, paying taxes,
trading across borders, and enforcing contracts.

Selectivity, complementarity, partnerships

86. Multiple partners have been supporting Peru’s response to the COVID-19 pandemic and
providing the country with financing in case of additional adverse shocks in the form of contingent
instruments. There is a strong collaboration and coordination among these partners. The IMF has
provided the country with Flexible Credit Line arrangement for equivalent of USD 11 billion for the period
of two years starting in May 2020. Similarly, the IADB has provided Peru with a contingent budget support
operation of USD 400 million (PE-L1261, Reform Program to Support Economic Recovery and
Competitiveness) to support policy reforms aimed at improving the business environment, and the
environment for dynamic innovation and entrepreneurship. This IADB program addresses firm-specific
constraints to competitiveness and growth, complementing structural reforms supported in this WB
operation. Finally, it supports policies that aim to revive private investment and public investment in
infrastructure, tackling another important bottleneck for economic recovery. In addition, the IADB has
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new program in the pipeline (2020 PE-L1262, Program to support policies to protect vulnerable population
in Peru), which is currently under preparation with an indicative allocation of USS 400 million.
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ANNEX 6: DETAILED POVERTY AND SOCIAL IMPACT ANALYSIS

87. This Poverty and Social Impact Analysis (PSIA) is developed according to World Bank guidelines
and is designed to provide an analysis of the potential poverty and social impacts of the policy actions
outlined in the DPF. The PSIA outlines the expected impacts from a gender-informed, social and
distributional perspective. The assessment is meant to provide analysis of the policy actions with
outcomes in the key objectives of this operation, paying attention to marginalized and socially excluded
groups, and politically sensitive issues.

Prior Action #1. In response to the COVID-19 pandemic, the Borrower has: (i) expanded the National
Registry of Households by incorporating new poor and vulnerable households, as evidenced by Article 27
of Law N2 31084 dated November 30, 2020 and published in the Official Gazette on December 6, 2020,
and (ii) introduced new digital payment modalities for cash transfer programs, as evidenced by the DU
(Decreto Urgencia) 010-2021, published in the Official Gazette on January 30, 2021, to channel the new
Temporary Cash Transfer Programs (Bono Independiente, Bono Rural, Bono Yo me Quedo en Casa, Bono
Universal) to poor and vulnerable families.

88. The emergency cash transfers contributed substantially in mitigating the impacts of the crisis
on poverty. Without these mitigation measures, poverty would have increased by about 10 percentage
points in 2020, to a headcount ratio of 31.4 percent (Figure 1). In contrast, the rapid roll-out of bonos
contributed to partially contain such increase, and poverty is estimated to have risen 6 percentage points,
reaching 27.5 percent in 2020. This is because beneficiary households were more likely to be in the
poorest quintiles (Figure 2).

Figure A.1. Poverty Headcount at 5.5 Figure A.2. Coverage and benefit incidence of the 2020
USD/day (2005-2020%*) bonos by quintile
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89. The incorporation of new and vulnerable households in the National Household Registry was a
key step to improve the targeting of the emergency cash transfers and mitigate the poverty increase. It
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is estimated that 2.5 million households that qualified for the emergency bono did not receive them
originally. However, by allowing and fostering their self-registration, they were able to receive the transfer
eventually. Moreover, their inclusion represents a permanent improvement in the system moving
forward.

90. The addition of digital payment options for safety nets likely benefits poor households
disproportionately. The use of digital payments is low in Peru. According to the Global Findex Database
of 2017, only 24 percent of working-age Peruvians received digital payments in the past year. While that
fraction was almost 30 percent among individuals in the richest 60 percent, it was only 15 percent for
those in the bottom 30 percent. Gender gaps are important as well. While 31 percent of men received
digital payments, only 17 percent of women did. Improving access to digital payment option for safety
nets beneficiaries could help protect the vulnerable in need from safety nets from falling into poverty, not
only during the ongoing crisis but also in the future. This is especially important for women, who in
addition to being the main recipients of the transfers are less able to open accounts in formal financial
institutions. This form of payment also reduces their risk to suffer any type of GBV including sexual
exploitation or abuse or intimate partner violence that could be provoked by the transfer.

Prior Action #2. The Borrower adopted the credit guarantee scheme Reactiva Peru Program to provide
liquidity for the enterprise sector, at competitive costs using innovative interest rate auction mechanisms;
as evidenced by Legislative Decree No. 1455, dated and published in the Official Gazette on April 6, 2020,
and Circular No. 0017-2020-BCRP dated April 14, 2020.

91. At least 20 percent of all formal firms in the country have been beneficiaries of Reactiva Peru.
Up to October 2020, 500 thousand Peruvian firms had been beneficiaries of Reactiva Peru. According to
official estimates, these firms employ close to 2.6 million formal jobs in the country (nearly 50 percent of
the jobs in this sector). Moreover, almost 50 percent of the beneficiary firms operate in the commerce
sector which was especially hit by the lockdown measures, followed by transport and communications
(18 percent). In addition, while beneficiary firms are distributed across all regions, 31 percent of them are
based in Lima.

92. Reactiva Peru has led to an expansion and access to credit across all economic sectors and at
lower prices. In October 2020, credit to firms had grown 23 percent annually, mostly due to the Reactiva
program (28.1 percent due to the program vs. -5.2 percent without it). As such, credit to the MSME’s grew
35.5 percent y-o-y (Figure 3). Among economic sectors, the highest growth of credit occurred in the
Construction and Fishing activities, with an annual growth of 48 percent and 23.7 percent, respectively.
Furthermore, 12 percent of all the loans were given by financial institutions to firms who were not
originally part of their client lists, of which 50 percent were given to firms that had not had credits in the
financial sector (at least since 2018). In consequence, not only has Reactiva Peru led firms to financial
inclusion but also access to credit at lower prices due to its auction mechanism to assign funds to
institutions that offered the lower interest rates and the longer maturity terms for their clients.®?

52 For example, in June 2020 interest rates to small businesses were at 4.3 percent, whereas its historical value had been above
18 percent. More information in the following link https.//www.bcrp.gob.pe/docs/Publicaciones/Reporte-
Inflacion/2020/diciembre/reporte-de-inflacion-diciembre-2020.pdf
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93. It is estimated that the program has helped to protect jobs in the formal sector, especially
benefitting workers in the upper quintiles of the income distribution. Out of the 500 thousand firms
that benefitted from the program, 89 percent and 9 percent were micro and small firms, respectively.
Nonetheless, data from the Central Directory of Firms (DCEE)® imply that 20 percent and 47 percent of
all formal micro and small firms were beneficiaries of the program, respectively (Figure 4). In addition,
Reactiva Peru is likely to have benefited both workers with formal and informal jobs. For instance, 16
percent of the employed population in 2018 worked as informal workers in the formal sector. This rate
increases in the services® and manufacturing activities, where 27 percent and 26 percent of the workers
had informal jobs in the formal sector.®® Nevertheless, 66 percent of workers in the formal sector are
employed with formal jobs and are mostly distributed in the top quintiles of the income distribution. For
example, while less than 15 percent of workers in the second quintile had formal jobs, the number is close
to 60 percent for workers in the top quintile (Figure 5).

94, As a result, Reactiva Peru limited the expansion of poverty rates across the country. According
to the Central Bank of Peru, the implementation of the program limited GDP contraction in 2020 by
around 3.7 p.p. In this sense, a macro-microsimulation model reveals that poverty levels (at 5.5 USD/day)
-relative to this contraction of output - would have risen to 33.6 percent in 2020 without mitigation
measures and 29.8 percent including the different bonos (i.e. 2.2 p.p. and 2.3 p.p more than the scenarios
including Reactiva Peru, respectively). As such, the latter number implies that at least 750 thousand
people would have fallen into poverty if Reactiva Peru had not been implemented.

63 Directorio Central de Empresas y Establecimientos. DCEE uses information from SUNAT (the organization that
enforces customs and taxation in Peru) to obtain information from formal firms in the country.

64 Does not include the Restaurants and Hotels sector, where the share of workers with informal jobs in the formal sector was
19 percent.

65 INEI (2018). Produccién y Empleo Informal en el Peru: cuenta satélite de la economia informal 2007 — 2018.

56 The counterfactual GDP estimate used in the analysis come from BCPR, Moneda No.184, December 2020. The model assumes
the sectoral contraction in GDP proportional to the changes in credit growth (with and without Reactiva) by sector according to
the Reporte de Inflacién Diciembre 2020 by the Central Reserve Bank of Peru.
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Figure A.3. Credit growth in October 2020
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Figure A.4. Percentage of formal firms’ Figure A.5. Percentage of formal workers by
beneficiaries of Reactiva Peru, by firm size quintiles of income per capita (2019)
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Prior Action #3. The Borrower has increased financial inclusion through the provision of transaction
accounts linked to the national identification number (Cuenta DNI) for all Peruvian citizens, undertaken by
Banco de la Nacién and RENIEC and in line with the National Financial Inclusion Policy; as evidenced by
Law N2 31120, dated January 22, 2021 and published in the Official Gazette on February 7, 2021.

95. The distributional impacts of this action are expected to be progressive and pro-poor, similar to
the third item of PA#1. Also, gender aspects are of particular relevance given the large gender gap in
account ownership. Cuenta DNI provides an opportunity for developing an inclusive mechanism to reduce
the exclusion of women from the digitization process. This is crucial for GBV survivors because greater
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financial independence is key for their recovery. Access to basic financial services can facilitate financial
resilience for vulnerable populations by enabling them to access financial support from social networks,
governments, and their own savings during economic shocks.®’

Prior Action #4. The Borrower has promoted adoption and usage of broadband access by: (i) mandating
active infrastructure sharing; and (ii) enabling broader use of the 3.5GHz band and other assigned
spectrum to advance broadband deployment; as evidenced by the 3rd complementary final disposition of
Legislative Decree 1478 dated May 7, 2020 and published in the Official Gazette on May 8, 2020, and MTC
Ministerial Resolution No. 0709-2020-MTC, dated October 15, 2020 and published in the Official Gazette
on October 17, 2020.

96. Broadband access in Peru is low and disparities exist within and across geographic areas. On
average, close to 35 percent of Peruvian households have internet connectivity. However, wide gaps exist
across geographic areas as well as across quintiles of income distribution. For instance, while in 2019
nearly 70 percent of households in the top quintile had access to this service, less than 10 percent in the
bottom one did (Figure 6). Moreover, estimates across urban and rural areas show that the while 2 out of
3 households in the top quintile had access to internet in urban areas, the rate was 1 out 5 households in
rural Peru for the same quintile (Figure 7). What’'s more, broadband access for quintiles 1 to 3 in rural
areas is almost non-existent as less than 10 percent of these households were covered by the service.

97. Improving access to broadband can have important impacts on poverty and equity. In Nigeria,
the deployment of mobile broadband (3G and 4G) coverage between 2010 and 2016 had large and
positive impacts on household consumption levels and reduced the proportion of households below the
poverty line. These effects are mainly due to an increase in labor force participation and employment,
particularly among women.® Accordingly, the rapid roll-out of mobile broadband in Jordan between 2010
and 2016 raised female labor force participation. For every percentage point increase in internet access,
women’s labor force participation increases by 0.7 percentage points, while there are no significant
effects on men’s.®® In the context of COVID-19, the poverty and labor market impacts of improved access
to broadband may be even larger given that it facilitates telecommuting. At the same time, it may improve
human capital by allowing access to online education.

Figure A.6. National broadband access (2019) Figure A.7. Broadband access, by geographic
area (2019)

67 For example, evidence from Kenya indicates that access to transaction accounts lifted two percent of households out of
poverty due to their increased ability to manage risk and save with positive gender effects. Based on Suri, Tavneet, and

William Jack. Science Vol. 354, No. 6317 (2016): 1288-1292.

68 Bahia, Kalvin; Castells, Pau; Cruz, Genaro; Masaki, Takaaki; Pedros, Xavier; Pfutze, Tobias; Rodriguez-Castelan, Carlos; Winkler,
Hernan. 2020. The Welfare Effects of Mobile Broadband Internet: Evidence from Nigeria. Policy Research Working Paper;No.
9230. World Bank, Washington, DC. © World Bank. https://openknowledge.worldbank.org/handle/10986/33712 License: CC BY
3.01GO

69 Viollaz, Mariana; Winkler, Hernan. 2020. Does the Internet Reduce Gender Gaps? The Case of Jordan. Policy Research Working
Paper;No. 9183. World Bank, Washington, DC. © World Bank. https://openknowledge.worldbank.org/handle/10986/33443
License: CC BY 3.0 IGO
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Prior Action #5. The Borrower has enhanced market competition by enacting a new merger control
regime; as evidenced by Law No. 31112, dated January 6, 2021 and published in the Official Gazette on
January 7, 2021.

98. By promoting a more leveled playing field, the new merger control regime could bring
important gains for consumers. Empirical evidence suggests that improvements in competition—either
through improvements in the merger regime or other reforms—can lower prices and thereby benefit
consumers.”® Such merger control in Spain is estimated to have saved consumers around USD 134 million
between 2011 and 2018.”* A regulatory reform in Mexico that allowed the entry of foreign retailers during
the 2000s led to large welfare gains for the average household.” Similarly, the expansion of small grocery
stores generated by the rollout of a social protection program in the Dominican Republic had significant
welfare gains driven by a reduction in prices of about 6 percent.”? In Mexico, welfare losses due to
monopoly power are significant and larger, in relative terms, among lower income households and
households in rural areas.”
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Prior Action #6. The Borrower has adopted the updated National Determined Contributions (NDC) that
increase the Borrower’s unconditional climate change ambition, in relative terms, by 50 percent relative
to the previous NDC submission, as evidenced by the updated NDC published on the UNFCCC website.

Prior Action #7. The Borrower has enhanced measurement, reporting and verification of GHG mitigation
initiatives, including for carbon trading, through: (i) the creation of the National Registry of Mitigation
Measures (RENAMI), and (ii) regulating the process and requirements for private institutions to certify
their mitigation efforts under the Carbon Footprint Peru Platform; as evidenced by article 56 of MINAM
Decree (Decreto Supremo) N° 013-2019-MINAM, dated and published in the Official Gazette on December
31, 2019 and MINAM Resolution N° 237-2020-MINAM, dated November 23, 2020 and published in the
Official Gazette on November 26, 2020.

99. Measures to monitor and manage climate change are expected to benefit Peruvian households,
particularly poorer ones. Climate change is expected to cause important shifts in agricultural production
patterns in Peru, which will particularly affect the rural poor, many of whom are extremely exposed to
the potential impacts of climate change.” Climate change will particularly impact agriculture in Peru by
affecting water availability. An increase of one standard deviation above the historical average
temperature would depress prices of Peru’s principal agricultural products between 3.5 and 4 percent,
reducing net profits earned by producers by 10 to 11 percent.”® Impacts of such magnitude would
undermine food security and disproportionately harm poor households that spend a high proportion of
their income on food.

Prior Action #8. The Borrower has expanded access to more resilient housing under the MiVivienda
Program through: (i) reducing the savings requirement for low income groups under the Techo Propio
Program, as evidenced by Legislative Decree No. 1464 dated April 17, 2020 and published in the Official
Gazette on April 18, 2020 and Ministerial Resolution No. 086-2020-VIVIENDA dated April 30, 2020 and
published in the Official Gazette on May 1, 2020; and (ii) enhancing incentives for sustainable construction
under the Nuevo Crédito MiVivienda credit modality, as evidenced by Decree (Decreto Supremo) No 003-
2020-VIVIENDA dated January 23, 2020 and published in the Official Gazette on January 24, 2020 and
Decree (Decreto Supremo) No. 007-2020-VIVIENDA, dated May 14, 2020 and published in the Official
Gazette on May 15, 2020.

100. Reduction on the savings requirement to benefit from Techo Propio and higher amounts of Bono
Familiar Habitacional (BFH) would especially benefit households in the bottom of the income
distribution. At least 20 percent and 29 percent of households in the two bottom quintiles at the national
level would benefit from the Techo Propio program, both under the buying or construction-of-a-house
initiatives (Figure 8). Moreover, these shares are higher for households in urban areas where home
ownership is lower (66 percent vs. 87 percent), and where 1 out of 3 households in the bottom 40 percent
of the income distribution would be eligible to receive the BFH. In addition, the savings requirement
waiver would allow more households to apply to the program. This would especially benefit low income

75 World Bank, 2017. Gaining momentum in Peruvian agriculture: Opportunities to increase productivity and enhance
competitiveness. Washington, DC: World Bank.

76 Saldarriaga, V. (2016). Efectos de la variabilidad de la temperatura en la productividad y en los precios de los productos
agricolas: evidencia en Peru. Inter-American Development Bank
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groups that may have used their savings to cope with the COVID-19 crisis.”’”

101. The new incentives under Nuevo Crédito MiVivienda would increase the demand for more
sustainable constructions and help households in the middle and upper quintiles. The increase in the
amount of the Bono del Buen Pagador (BBP) for sustainable dwellings would especially help households
in the three upper quintiles of the income distribution by reducing the loan cost. According to World Bank
(2020), interventions of this type of program have traditionally helped the acquisition of dwellings with
an average minimum amount of $/.120,000 (USD 34 000) in big cities, mostly likely affordable for
households in the middle and upper quintiles.”® Nevertheless, housing deficit affects households across
the income distribution. For instance, in 2019 at least 20 percent of households in the middle quintile
suffered from housing deficit and almost 30 percent of those in rural areas did.

Figure A.8. Eligible households for the Techo Propio program, by quintiles of income distribution
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77 For instance, according to the World Bank High Frequency Phone Surveys (HFPS), between May and July 2020, 25 percent and
17 percent of the households turned to their savings to deal with the employment loss of a household member and the closure
of a family business, respectively.
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