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Peru requested IMF’s assistance to develop a ML/FT risk-based
strategy focused on threats, vulnerabilities, and consequences.

Fund staff collected and analyzed data on different possible
threats, such as the illicit drug sector, smuggling, tax evasion,
and counterfeiting.
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> The drug industry has depressed the growth of the formal
sector of the economy, and that the economy would do better
without drugs. Thoumi (2003).

> Cocaine production confers unambiguous benefits to the
country. De Franco And Godoy (1992).



Table 1. Coca Leaf Cultivated Hectares According to CNC, UNODC, and CADA-
CORAH (2001-2009)

Sources 2001 2002 2003 2004 2005 2006 2007 2008 2009
CNC 32,100 34,700 29.250 27.500 34.000 42.000 36.000 41.000 40,000
UNODC-
DEVIDA 46,200 46,700 44200 50300 48200 51,400 53,700 56.100 59,900
CADA-CORAH - - - - 49481 54856 64716 64.218 61.629

Sources: Narcotic Affairs Section. Embassy of the United States in Peru. 2010.






Hypothesis (cont’d)

We are interested in the NET effect of these two opposing forces,
possibilities include:

» The net effect is positive (spillovers dominate).

» The net effect is negative and lies between 0 and -1 (crowding out dominates, but is
less than one for one).

— Implication: total illicit plus formal economic activity increases.

» The net effect is negative and less than -1 (crowding out dominates, and is greater
than one for one).

— Implication: total illicit plus formal economic activity decreases.



> INEI's methodology

> IDEl’s estimates on cultivated hectares and tons of illegal and
legal coca by region.




Table 2. Estimated lllicit coca Cultivation in Hectares by Region (2001-2009)
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Regions 2001 2002 2003 2004 2005 2006 2007 2008 2009
UCAYALI 1.037 1.051 496 486 903 1.556 1.596 1.663 2.899
HUANUCO 11.463 12.871 11.714 15.371 14.545 15.586 16.946 17.644 17.586
SAN MARTIN 2.892 2.289 1.771 1.383 1.313 1.398 412 427 374
LORETO 250 250 90 100 100 194 590 670 1.066
AMAZONAS 358 358 102 118 118 268 340 392 420
CAJAMARCA 289 289 97 109 109 221 82 94 127
CUSCO 12.088 10.749 10.958 11.438 11.490 11.819 11.714 12.088 12.640
PASCO 210 210 150 180 127 256 740 589 1.236
AYACUCHO 7.327 8.269 8.347 8.587 9.085 9.255 9.768 10.205 10.690
JUNIN 1.260 1.417 1.430 1.470 1.553 1.581 1.536 1.603 1.773
PUNO 2.451 2.361 2.661 4.631 2.473 2.743 3.259 3.390 4.176
LA LIBERTAD 0 0 0 0 0 0 31 32 392
Others 0 0 0 0 0 0 0 9
TOTAL 39.625 40.114 37.815 43.873 41.815 44,877 47.014 49.096 53.388

Sources: IDEI (2009 and 2010).



Table 3. Estimated Tonnage of lllicit Coca Leaf by Region

REGIONES / ANOS 2.001 2.002 2.003 2.004 2.005 2.006 2.007 2.008 2.009
UCAYALI 845 840 689 942 1.731 3.071 3.097 3.179 5.363
HUANUCO 11.020 12.126 16.786 30,727 28.754 31.715 33.706 34.897 33.765

SAN MARTIN 3.009 2.334 2.746 2.993 2.809 3.080 891 676 778
LORETO 122 120 65 101 100 201 664 699 1.066
AMAZONAS 192 188 82 132 130 304 386 450 512
CAJAMARCA 154 151 77 121 119 249 o1 123 154
CUSCO 12.554 10,940 16.965 24,703 24,541 25,985 25.260 26.496 26.291
PASCO 154 151 164 274 190 396 1.131 1.304 1.866
AYACUCHO 11,478 12.695 19.491 27973 29.267 30.688 31.687 32.649 34.208
JUNIN 1.974 2.175 3.339 4,788 5.003 5.243 4,983 5.294 5.674
PUNO 2.099 1,981 3.396 8.246 4.355 4,973 5.847 5.907 7.224
LA LIBERTAD n.a n.a n.a n.a n.a n.a 55 199 674
OTROS n.a n.a n.a n.a n.a n.a n.a 0 9
TOTAL 43.600 43,700 63.800 101.000 96.999 105.905 107.798 111.873 117.585

Source: IDEI (2009 and 2010)
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Table 4. Coca Cultivation Distribution Estimates by Regions 2001-2009

0,

Region 2001 2002 2003 2004 2005 2006 2007 2008 2009 2/8(;|—80ta| % Total 2009

Cusco 18122 18312 32.326 30.56
Huénuco 17976 17848 32.066 29.79
Ayacucho 10359 10923 18.478 18.23
Puno 3425 4244 6.1095 7.08
Ucayali 1677 2913 2.9914 4.86
Junin 1642 1773 2.929 2.96
Pasco 847 1236 1.5109 2.06
Loreto 699 1066 1.2469 1.78
LaLibertad 482 624 0.8598 1.04
Amazonas 400 462 0.7135 0.77
San Martin 321 378 0.5726 0.63
Cajamarca 110 138 0.1962 0.23
Madre de Dios 0 9 0 0.02
Total 46,200 46,700 44,200 50,300 48,200 51,400 53,700 56060 59917 100 100

Source: Authors’ estimates based on UNODC (2010).
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Table 5. Potential Cocaine Production According to CNC,

CORAH (2007-2009)

UNODC/DEVIDA CADA/CORAH
Hectares Cocaine Cocaine Hectares Cocaine (44%0) Cocaine (72%)
(44%0) (72%)
2007 53.682.00 308.82 505.34 64.717.11 380.55 622.71
2008 56.060.00 321.01 525.30 64.218.06 381.10 623.62
2009 59.926.00 352.13 576.22 61.629.21 368.50 603.00
Hectares Cocaine
0.44 0.72

2007 MIN 37.340.00 21136 345.86

MAX 64.717.11 380.55 622.71

2008 MIN 42.000.00 25498 417.24

MAX 64.218.06 381.10 623.62

2009 MIN 40.665.00 238.12 389.65

MAX 61.629.21 368.50 603.00

Sources: One source required to be anonymous; UNODC. various years

UNODC, and CADA-

US Government (CNC)

Hectares Cocaine(44%) Cocaine(72%)

37.340.00 211.36 345.86
42.000.00 254.98 417.24
40.665.00 238.12 389.65



Table 6. Estimated Yield of lllicit Coca Cultivation by Region (2001-2009)

Regions 2001 2002 2003 2004 2005 2006 2007 2008 2009
UCAYATLI 0.91 0.90 1.40 1.91 1.91 1.91 1.94 1.91 1.91
HUANUCO 1.07 1.06 1.45 1.97 1.97 1.97 1.99 1.98 1.98
SAN MARTIN 1.16 1.15 1.57 2.13 2.13 2.13 2.16 1.58 1.58
LORETO 0.54 0.54 0.73 1.00 1.00 1.00 1.13 1.04 1.04
AMAZONAS 0.60 0.59 0.81 1.10 1.10 1.10 1.13 1.15 1.15
CAJAMARCA 0.59 0.59 0.80 1.09 1.09 1.09 1.11 1.31 1.31
CUSCO 1.16 1.15 1.56 2.13 2.13 2.13 216 2.19 219
PASCO 0.82 0.81 1.10 1.50 1.50 1.50 1.53 1.47 1.47
AYACUCHO 1.75 1.73 2.36 3.21 3.21 3.21 3.24 3.20 3.20
JUNIN 1.75 1.73 2.36 3.21 3.21 3.21 3.24 3.30 3.30
PUNO 0.96 0.95 1.29 1.75 1.75 1.75 1.79 1.74 1.74
LA LIBERTAD 0.97 0.96 1.30 1.77 1.77 1.77 1.77 6.22 6.22
Others 1.04 1.02 1.40 1.90 n.a n.a n.a n.a n.a
Average Yield 1.02 1.01 1.39 1.90 1.90 1.90 1.90 1.93 1.93

Source: IDEI ( 2009 and 2010)
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Table 7. Summary of Prices

Prices 2001 2002 2003 2004 2005 2000 2007 2008 2009
Illsgal CocaLeaf
Annual Avemgs Farm Drv CocaLzaf(US5ke) 230 2.50 2.10 1.80 2.90 1.50 2.50 140 1.20
Exchangs rats 151 1.52 148 141 1.30 127 113 293 1.01
Farm Drv Coca Laaf Price(N5 Ton) 8068 8794 7306 9538 93560 BI1B6 7821 9948 9638
Gross CocaPasts
Average Prica Coca Pasta (US5/Kz) 560 320 330 f32 LEH] 550 00 732 778
Exchangs rats 151 1.52 148 141 130 127 113 203 1.01
Averags Price Coca Pasta (NS/Keg) 1964 2075 1843 2157 2103 1801 1877 2,141 2343
Washad Coca Pasts
Coca Basa (N3/Keg) 2,547 2691 2391 2797 2717 23353 1434 2777 3,038
Coeaina Hedrochlorids
Cocaine Hydrochloride Price(Ns/Ke) 2,793 25851 2621 2952 25957 26% 2639 275 3,075
Lzgal CocaLeaf
Selling Prica (NS3/Kg) 123 478 184 197 4.09 413 4 .64 4 .64 4 .64



Table 8. Gross Value Added Estimates
of Coca and Coca Derivatives Sector 2001-2009 (Thousands of 1994 NS)

Production Accounts for Coca and 2001 2002 2003 2004 2008 2006 2007 2008 2009
Derivatives

Illegal Coca Leaf

Gross Production Valus 225,559 245 228 2894903 564,647 526,807 450538 438783 571,965 573,552
Intermediata 40,908 42427 39,803 47.176 46,545 47.530 56,482 69,613 69,210
Consumption

Value Addad 184,651 202,801 249 690 517471 480,262 411.829 382,300 302,336 304,342
Grosz Coca Paste

Gross Production Valus 549 188 578,738 730,625 1,257 480 1,158,975 1,010,589 1,053,078 1,231 416 1,394 448
Intermediats Consumption 217,260 241,577 294 999 578,430 556,508 486,254 473,091 614,179 569,718
Value Addad 331,928 337,161 435 625 606,059 602 467 524 335 579,987 617,237 224 731
Washed Coca Paste

Gross Production Valus 318,986 332911 427 641 746,388 679,761 592 686 616,967 718,067 214 839
Intarmadiats Consumption 236 968 247 211 318438 555,193 506,676 443 403 462 803 540,083 610,331
Valus Addad 82,018 85,700 109,181 191,196 173,085 149 283 134,164 177,984 204 508
Cocaine Hydrochloride

Gross Production Valus 279,876 292054 375,208 630,335 389,74 347,246 33934 368,987 639,840
Intermediats 248,230 258,696 335,790 381614 535,351 473,285 497 523 384,732 633,433
Consurmption

Valus Added 31,627 33,398 39419 46,741 34,173 73,960 41,801 -13,763 6,383
Total Ilegal CocaValoe Added

Gross Production Valus 1,373,610 1,448,971 1,822 967 3,215,881 2,955,266 2,609 BB 2,648,152 3,090,439 3,442 679
Intermediats Consumption 743 186 789,910 989,052 1,764 413 1,645 280 1450472 1,489 899 1,808,627 1,902,713
Value Addad 630,224 650,060 B33,01=5 1,451,468 1,309,987 1,159, 408 1,158,253 1,281,812 1,535,966
Total Legal Coea Value Added

Gross Production Valus 10,265 13,545 11,482 11,182 11,210 10,979 12,089 12473 11,517
Intermeadiata 1,942 1,962 1,900 1,855 1,829 1,755 1,829 2,013 1,863
Consumption

Valus Addad 8,323 11,583 9.582 9,326 9,351 9,224 10,260 10,460 9,654

" Bources: Authors’ astimates.
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A. Long Run Cointegration Analysis:

v’ The formal sector activity causes changes in the coca sector: 1 < p-value < 2.

v'The coca sector activity causes changes in the coca sector: 9 < p-value < 16.
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B. Dynamic panel VAR analysis for coca production

Typical
specification: Ay = 0y + By By Oy Ay +

Axy = 0y, + 0y Ay + 0 Axy +1s
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Results (Cont'd)

After controlling for government investment, shocks to illicit coca
production initially,

»Have a similar negative less than one for one median regional effect on
formal sector GDP, but after three years the effect becomes positive, and
then eventually goes to zero.

An indirect robustness check using sectorally disaggregated GDP and
banking sector data shows:

» A shock to the quantity of international denominated deposits,
both at the regional and national levels, leads to a decrease in the
quantity of domestic deposits.

» Shocks to agriculture at the regional and national levels have very
small and statistically insignificant effects on electricity.
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Peru Impulse Responses

Figure 1
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