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INTRODUCTION

The Peruvian economy grew 3,1 percent in the year 2000, but showed a
distinct declining trend along the year, associated with the negative impact
of political uncertainty on private investment. The economic scenario was
further deteriorated by the effect of a restrictive fiscal policy stance since the
third quarter, which was adopted after an expansive phase due to the
electoral process.

The 3,7 percent inflation rate—equal to the one registered in 1999—fell
within the 3,5-4,0 percent range announced by the Central Bank as the
annual objective of monetary policy. In order to achieve this target, the
Central Bank continued to control strictly the rate of growth of the
monetary base, which was limited to 6 percent on average (below the
announced 8-10 percent range). This outcome was explained by a lower
growth of nominal GDP, relative to its original forecast (7 percent versus 9
percent). Aditionally, financial uncertainty induced a 1,0-percent increase in
the velocity of monetary circulation, versus an estimated 1,5-percent
reduction.

As in previous years, daily monetary control was based on limits on banks’
domestic-currency balances held at the Central Bank. In the year 2000, the
volatility of the current accounts diminished relative to 1999, thus improving
monetary policy signaling, and reducing in turn the volatility of domestic-
currency interest rates. These decreased on average from 14,9 percent in
1999 to 12,7 percent in the 2000.

In the year 2000 net international reserves decreased US$ 224 million,
down from a US$ 780-million decline in the previous year. However, the
international liquidity position showed solid indicators: net international
reserves reached US$ 8 180 million, equivalent to 13 months of imports, 5
times the monetary base or 122 percent of public and private debt
maturities falling due within the following year.

The current account deficit of the balance of payments diminished from
US$ 1 919 million in 1999 to US$ 1 627 million in the year 2000 (from 3,7
to 3,0 percent of GDP, respectively), due to the reduction in the trade deficit
from US$ 631 million in 1999 to US$ 321 million in the 2000. The




improvement in the trade balance was explained by a US$ 909 million
increase in exports, partially compensated by a US$ 600 million increase in
imports.

The balance of payments’ financial account amounted to US$ 1 108
million in 2000, similar to the level registered in the previous year. It should
be stressed that the decline in short-term capital outflows (from US$ 1 676
million in 1999 to US$ 368 million in 2000), was compensated by a decrease
in private-sector long-term capital inflows (from US$ 2 399 million in 1999
to US$ 1 199 million in 2000). In particular, the uncertainty caused by the
political situation caused direct investment plus private-sector long-term
loans to decrease from US$ 2 479 million in 1999 to US$ 1 244 million in
2000.

The fiscal deficit was 3,2 percent of GDP, a 0,1-percent point increase
relative to 1999. This result was influenced by the decrease in central
government tax revenues from 12,5 to 12,1 percent of GDP.

In the year 2000 the non-financial public sector deficit was S/. 5 942
million. Net external financing of the deficit was S/. 2 280 million,
equivalent to US$ 654 million (external debt disbursements amounting to
US$ 1 299 million, minus amortizations amounting to US$ 635 million). Net
domestic financing reached S/. 2 235 million, explained mainly by the
withdrawal of Public Treasury foreign-currency privatization deposits held at
the Central Bank. Privatization revenues reached S/. 1 427 million,
equivalent to US$ 409 million (the most significant privatization operations
were the sales of state-owned shares in Edegel and ElectroCahua).

Public finances in 2000 were characterized by two clearly differentiated
periods. In the first semester, the deficit increased if compared with a similar
period in the previous year, due to an expansive stance associated with the
electoral cycle, while in the second semester public expenditures were
adjusted to avoid an increase in the fiscal deficit. However, the annual limit
of 2,0 percent of GDP established by the Fiscal Responsibility and
Transparency Law was not met.

Summarizing, at the beginning of the year 2000 the Peruvian economy was
recovering from the financial international crises, but experienced a
slowdown in its level of economic activity due to domestic political
instability. Nevertheless, an improvement in the external accounts was
achieved and the inflation objective was fulfilled.
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