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Abstract

The Social-Democrat President, Alan García, was sworn in on 28 July 2006. His neo-
liberal policies and sound economic management have brought sustained growth to the 
Andean country, while opening it up to foreign investment. Peru is one of the few 
countries in the region whose economy is still expanding in the midst of the current 
world financial crisis. On the down side, social unrest has intensified as the benefits of 
economic growth have not reached the poor majority of Peruvians.   With regard to 
bilateral relations between the EU and Peru, both partners concluded the negotiations 
for a free trade agreement on 28 February 2010.  This Agreement was signed during 
the VI EU-LAC Summit held in Madrid in 18 May 2010.
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I. POLITICAL SITUATION 

1. Introduction

1.1 Historical background

The Republic of Peru has a population of 29 million inhabitants, 8 million of 
whom live in the capital Lima. Peru is located in western South America, and 
borders the Southern Pacific Ocean and Brazil, Bolivia, Colombia, Chile and 
Ecuador. The population consists of 54% Indian, 32% Mestizo (mixed European 
and Indian descent), 12% Spanish descent and 2% black and Asian minorities. 
The population is mainly urban (72.3%) at present. The official languages of 
Peru are Spanish and Quechua.

Spanish interest in the west coast of South America stemmed from rumours of 
gold in Peru, which was once the centre of the great Inca Empire. Between 
1531 and 1533, Francisco Pizarro embarked on expeditions that led to the 
conquest of Peru and its incorporation into the Spanish Empire. On 28 July
1821, Peru proclaimed its independence under the leadership of José de San 
Martín and Simón Bolívar. For the first hundred years of Peru’s independence, 
revolutions and civil wars followed one after another. Peru fought another war 
with Spain (1864-66), and waged the unsuccessful ‘War of the Pacific’ against 
Chile (1879-83). 

After 20 years of dictatorship, José Luis Bustamente was elected President of 
Peru in 1945. However, military dictatorship returned in 1968 when General 
Juan Velasco Alvarado overthrew President Fernando Belaúnde. The Velasco 
era was marked by economic mismanagement, and in 1975 Velasco was 
replaced by his Prime Minister, General Francisco Morales Bermúdez. 
Democracy was restored in 1980 when Belaúnde, the last civilian president and 
the candidate of the conservative parties that have traditionally ruled Peru, was 
elected president once again. In 1985, Belaúnde was the first president since 
1945 to hand over power to a constitutionally elected successor - Alan García, 
whose presidency was characterised by corruption, cronyism, mismanagement 
(hyperinflation, recession and appalling debt) and the failure of the anti-guerrilla 
campaign. Alberto Fujimori, an outsider to the Peruvian political system, was 
elected President in the 1990 elections. He defeated Mario Vargas Llosa, the 
other main candidate, by a narrow margin.

President Fujimori was re-elected for a third term in spring 2000, but 
international pressure and corruption scandals in his administration brought 
about his resignation in November that year. In the ensuing transition period, 
Valentín Paniagua served as interim president. At the end of July 2001 
Alejandro Toledo was sworn in as president, after winning the presidential 
election on 3 June 2001 with 53.08% of the votes in the second round. His 
Presidency oversaw the continued transition to democracy, improvement in 
Peru’s economic situation and the restoration of the country’s image at 
international level. However, the impoverished population has yet to reap the 
benefits of growth that is generating too few jobs, and unemployment (running 
at 8% in 2006) and under-employment in particular are the great ills affecting 
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the country. It was against this backdrop that former president Alan García was 
able to return to power in the June 2006 elections. 

1.2 Alberto Fujimori’s presidency

Rampant terrorism, drug trafficking, and corruption provided Fujimori with a 
pretext for dissolving Congress, two years after his election, in April 1992. After 
dealing with the legislature, Fujimori brought the judiciary under his control. 
Isolated from the international community, he convened a Constitutional 
Assembly and drew up a constitution tailored to his political ambitions. In April 
1995, he was re-elected (64% of the votes) and his party (Cambio 90/Nueva 
Mayoría) obtained a majority in the Congress. In order to secure a third 
mandate, Fujimori did not hesitate to make an improper interpretation of the 
Constitution. In this way, he obtained complete control over Peruvian political 
life, and the traditional parties lost their influence. In 1997, the President also 
brought the media under control (the Ivcher case), while the army also became 
a faithful tool of his policies.

Mr. Fujimori carried out market-friendly policies and cooperated with 
international financial institutions, boosting growth in the Andean country and 
slashing hyperinflation. He was relentless in his fight against terrorism and 
conducted a ruthless war against the Sendero Luminoso (Shining Path) and the 
Movimiento Revolucionario Túpac Amaru or MRTA (Tupac Amaru Revolutionay 
Movement) that led to the almost complete destruction of these organizations. 

In 2000, Mr. Fujimori successfully ran for a third term as president of Peru in a 
political race full of irregularities. However, his third presidential mandate was 
short-lived, as a corruption scandal involving his adviser, Vladimiro Montesinos, 
prompted the president to abandon the office, call elections and flee to Japan, 
the country of his ancestors, for political asylum. In 2005, he established himself 
in Chile and was incarcerated. In 2007 the Chilean authorities agreed to
extradite the ex-president to Peru.

In Peru, Mr. Fujimori has been convicted to 25 years in prison for authorizing 
the actions of the Colina group, an elite military group that perpetrated the 
massacres of La Catuca and Barrios Altos during the counterinsurgency 
campaign. Moreover, he is also accused of violating human rights, including 
repression of opponents, journalists and human rights defenders.  In July 2009, 
Mr Fujimori was sentenced to seven and a half years in jail over an illegal US$ 
15 million payment made to his former spy chief Vladimiro Montesinos.  The 
former President still has another trial to undergo, linked to corruption charges.  
Attempts to speed up the process may once again feature, as he could seek to 
contain the effect of his judicial fate on the political trajectory of his daughter, 
congresswoman Keiko Fujimori, who will run in the 2011 race.  Keiko has 
announced she would pardon her father should she become Peru's next 
president.

1.3 Transitional government
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Valentín Paniagua was elected by Congress as interim president in November 
2000, after Alberto Fujimori’s resignation. Paniagua chose an interim cabinet, 
with which he governed until 28 July 2001. His transitional government was 
highly respected and regarded as very competent. The interim cabinet, a 
mixture of technocrats, experienced cabinet members and politicians, was well-
received. His administration improved and empowered the democratic 
machinery of the Andean country. Moreover, Mr. Paniagua was able to, an 
extent, rid Peru of its image as a country with no respect for human rights by 
returning to the jurisdiction of the Inter-American Court of Human Rights.

1.4 Elections in 2001

Presidential elections were held on 8 April 2001. In the first round, Alejandro 
Toledo (PP) won 31.5% of the votes, Alan García (APRA) 25.8% and Lourdes 
Flores (PPC) 24.3%. Toledo won the second round on 3 June 2001 with 
53.08% of the votes, defeating former President Alan García (46.92%) by a 
narrow margin. 

1.5 The Toledo government

a) Goals

President Toledo officially took office on 28 July 2001. The president’s first 
political act was to seek international support for his policies to defend 
democracy and combat poverty. One of the major difficulties facing his 
administration was to devise a development model that combined 
macroeconomic stability with job creation and effective mechanisms for 
combating poverty that offered equality for all. 

b) Domestic security

As regards domestic security, the policies of the Toledo Government were 
directly aimed at continuing the fight against terrorism, with greater 
transparency in mind. It must be stressed that the enforcement of antiterrorist 
laws, including those on ‘emergency areas’, considerably improved the situation 
during Alberto Fujimori’s presidency, so much so that they are no longer in force 
today. According to the Truth and Reconciliation Commission set up in 2001 to 
shed light on 20 years of political violence (1980-2000), almost 70 000 people 
were assassinated or disappeared1, 31 000 of whom fell victim to the Shining 
Path extreme Maoist guerrilla organisation, which is still active in the drug-
producing areas2. Moreover, Abimael Guzmán, the leader of this organisation, 
                                               
1 In other words, more people than in the war of independence or in the conflict between Peru 
and Chile.
2 On 23 December 2003, the Italian Presidency made the following declaration, on behalf of the 
European Union, on the final report by the Peru Truth and Reconciliation Commission (TRC): 
‘The European Union considers that the TRC initiative promotes human rights, contributes in a 
significant way to the democratic process, and is a valuable call for national cohesion. The 
European Union welcomes the Peruvian government’s message on the TRC final report, which 
had placed prime responsibility for the violence in the period 1980-2000 on the ‘Sendero 
Luminoso’ movement. While recalling the sufferings of the Peruvian people as a result of 



Peru Country Briefing 2010
_____________________________________________________________________________________

7

who in 1992 had been tried and found guilty by a panel of hooded military 
judges, has had his sentence annulled, and a new trial took place. He and 23 
other members of the guerrilla organisation have been tried since 26 September 
2005 on charges of ‘aggravated terrorism, qualified homicide and crimes 
against the state’. In order to facilitate proceedings, all the accusations against 
the leader of the Shining Path were joined together in a single trial., Abimael 
Guzmán was sentenced to life imprisonment. In August 2006, Guzmán 
appealed to the new Peruvian government from his prison cell for a general 
amnesty for all those who conducted what he called Peru’s ‘internal war’.  The 
Shining Path remains a relatively weak group since its defeat in the 1990s, but 
has still managed to kill at least 50 soldiers since 2008.  It has the potential to 
gain gradual strength thanks to the revenues gained from drug trafficking.

On 1 January 2005, Peru was de-stabilised by a rebellion of former soldiers, 
150 of whom, under the leadership of Major Antauro Humala, occupied the 
police station of a small town in the Andes and took 17 people hostage. The 
conflict lasted three days and resulted in six deaths. It was the most spectacular 
action undertaken by the ultra-nationalist ‘Etnocacerista’ group founded by 
Humala, who advocates a new Republic with frontiers equivalent to those of the 
former Inca Empire, legalised coca plantations and the death penalty for 
corruption and ‘traitors in the pay of Chile and the United States’. Antauro 
Humala’s brother Ollanta, an unsuccessful candidate in the April 2006 elections, 
has stated that he did not take part in Antauro’s attack and does not approve of 
bloodshed. However, he has talked of the right to civic insurrection. President 
Toledo, on whom the rebels were calling to resign, said that ‘this is a 
paramilitary, fascist organisation with a fundamentalist ideology, which carries 
out armed terrorist acts with the intention of destroying the rule of law and 
replacing it with a dictatorship’.

c) The ups and downs of the Toledo administration

After a long period of violence, the internal political situation in Peru has 
become stable. However, optimism has faltered as the government has not 
managed to keep to the political commitments it made, particularly with regard 
to combating poverty and creating jobs. Less than a year after his election, the 
popularity of President Toledo slumped, and he had ratings of less than 10%. 
There were also numerous strikes and demonstrations which the government 
has not been able to control. 

In November 2005, the massive rejection by referendum of the regionalisation 
scheme was another serious setback for the Toledo administration. In August 
2005, the resignation of Prime Minister Carlos Ferrero had resulted in the fall of 
the government. Pedro Pablo Kuczynski was appointed as the fifth Prime 
Minister in the Toledo administration. Because of Kuczynski’s support in the 
business world, President Toledo was able to complete his term of office.

                                                                                                                                         
politically-inspired violence, the EU acknowledges President Toledo’s stand in favour of justice 
as well as compensation for the families of the victims, in addition to his apology on behalf of the 
Peruvian State. The European Union also welcomes the launch of a plan for peace and 
development in the most affected regions, to which the European Union is contributing.’ 
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Despite his good intentions, Toledo was a disappointment to the majority of the 
voters who supported him in 2001. A succession of scandals and unkept 
promises helped to reduce support for him among those Peruvians who did not 
feel that they were reaping the benefits of economic growth (running at 6.7% in
2005). Although poverty has fallen by 2.7 points since 2001, more than half of 
Peru’s population still lives on less than two dollars a day. 

2. Domestic politics

2.1 Constitutional system

Peru is a unicameral republican constitutional democracy, providing for strong 
presidential rule. The president is directly elected for a five-year term and, under 
the new Constitution3 approved by referendum in October 1993, may be re-
elected for a second consecutive term. The President is both head of state and 
head of government. He is also joint commander in chief of the armed forces.  
He appoints the Council of Ministers, led by a Prime Minister, which is the 
principal executive body. The legislature consists of a single chamber of 120 
members elected for five years, which can be dissolved once during a 
presidential term. The judiciary is headed by the Supreme Court of the 
Republic, which currently has 16 members.  Below that there are 27 superior 
courts, which also handle appeal procedures.  Peru is divided into 25 
departments. These departments are subdivided into provinces (180), which are 
in turn made up of districts (1747).

Political parties were no longer a major force in Peruvian society in the 1990s. 
The government of former President Fujimori was based on dubious alliances 
between politicians and close ties with the military and the business community. 
However, Peru has historically had a strong party tradition. The main political 
parties are currently:

Alianza Popular Revolucionaria Americana (APRA)

The American Popular Alliance or Partido Aprista Peruano is a centre-left 
populist party, founded in Mexico in 1924 and granted official status in Peru in 
1945. It belongs to the Socialist International and is the oldest political party in 
Peru. APRA finally came to power when its young, charismatic leader Alan 
García won the presidential elections in 1985. However, the party became 
widely discredited owing to the economic mismanagement and corruption that 
characterised his first term in office. Following Alberto Fujimori’s exit from 
Peruvian politics, APRA enjoyed something of a renaissance, and a 
rehabilitated Alan García was runner-up to Toledo in the 2001 presidential 
elections. García stood for election again in 2006, won the second round of 
voting and began a new term of office on 28 July 2006. APRA has 36 seats in 
the Congress which was elected in April 2006.

                                               
3 Peru has had 16 constitutions since independence in 1821.
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Unión por el Perú (UPP)

A coalition built around the nomination of Ollanta Humala as a candidate for the 
Presidency. It includes Ollanta Humala’s Peruvian Nationalist Party and has 45
seats in Congress.  However, internal tensions took their toll towards the end of 
2006 and the alliance split.

Unidad Nacional

Another coalition, this time built around the nomination of Mrs Lourdes Flores, 
the leader of the Christian Popular Party, as a candidate for the Presidency. It 
has 17 seats in Congress.

Alianza para el Futuro
A party for the elections of 2006 comprising nostalgic supporters of the former 
President, Alberto Fujimori. In other elections, ‘Fujimorism’ has called itself 
Vamos Vecino, Solución Popular, Perú 2000, Si Cumple, Cambio 90. The party 
has 13 seats in Congress.  Fuerza 2011 is the electoral vehicle of Keiko 
Fujimori, Alberto Fujimori's daughter, for the 2011 general elections.

Frente del Centro

Another coalition. Its first leader was the former President Valentín Paniagua. It 
has only five seats in Congress.

Perú Posible(PP)

Perú Posible is a political grouping founded in 1994 and headed by the former 
President, Alejandro Toledo. After the election in 2001, the party had around 50 
seats in the Congress. It only has two in the parliament, but it is still active in the 
political arena. 

Restauración Nacional

Led by Humberto Lay, an Evangelist Christian party which also has two seats in 
Congress.

2.2 The elections in April 2006

a) Introduction

The 9 April 2006 Peruvian general elections were for the following posts:

- 1 Constitutional President of the Republic;
- 2 Vice-Presidents of the Republic;
- 5 full and 10 substitute members of the Andean Parliament;
- 120 Members of the Congress of the Republic.
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Their term of office will run from 2006-2011. If no candidate obtained over 50% 
of the requisite number of votes, a second round of voting was to be held a 
month after the official results of the first round of elections were published (7 
May 2006).

On 9 January 2006, the President invited foreign authorities and bodies to 
observe the elections, so as to ensure the propriety and transparency of the 
electoral process. President Toledo was unable to stand, since in Peru, the 
constitutional amendment of 2001 forbids the immediate re-election of 
Presidents.

b) Candidates 

In the 2006 elections, 24 candidates stood for the Presidency, the most in the 
country’s history. The candidates who passed the 4% threshold were: Martha
Chávez of the Alianza para el Futuro (a coalition of Fujimorist parties); Valentín
Paniagua, a former president, of the Frente de Centro (coalition of centrist 
parties); Alan García, a former President, Partido Aprista Peruano (social 
democrat); Lourdes Flores, Unidad Nacional (centre-right coalition) and Ollanta 
Humala, Unión por el Perú.

Lourdes Flores stood for maintaining economic policy in favour of the free 
market, the Free Trade Agreement with the USA and the eradication of coca 
crops. Ollanta Humala, a former soldier, represented the attraction of change, a 
desire to break with the recent past, supporting a policy of renationalising the 
economy and legal coca production.

Everyone views former President Alan García as standing for the middle road in 
policy terms. However, the issue facing the former President (1985-1990), is 
how to get people to forget the economic failure over which he presided, which 
plunged his country into a cycle of hyperinflation which was disastrous for the 
Peruvian people, followed by the Fujimori's era.

c) Results

Election day, 9 April 2006 passed off without major incident, confirming the 
good health of Peru’s process of democratisation. The nationalist candidate 
Ollanta Humala emerged in the lead (30.84%), followed by the social democrat 
candidate Alan García (24.35%) and the Christian popular candidate Lourdes 
Flores (23.56%).

Despite his controversial past, Ollanta Humala4 came out top with phenomenal 
scores in 15 of the 25 departments, especially in the central and southern 
sierras where there is a very large indigenous majority5.

                                               
4 A former army officer accused of human rights violations committed when he was stationed at 
the Madre Mía base (Peruvian Amazonia) in 1992 during the ‘dirty war’ against the Maoist 
Shining Path guerrilla organisations. He was charged on 1 September 2006 with ‘crimes against 
humanity, namely forced disappearances, assassinations and serious wounding’.
5 Ayacucho (83.9%), Cusco (73.1%).
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This promising result is enhanced by that of his party, the UPP which, with 45
members (including 19 women), makes it the largest political force in Congress, 
ahead of APRA (36 members), although no grouping obtained an overall 
majority. 

Since none of the candidates won over 50% of the votes cast a second round of 
elections was scheduled for 4 June 2006.

Humala stuck with the radical, justificatory speeches that had served him well in 
the first round (new constitution, review of multinational contracts, repudiation of 
the free trade agreement with the United States), whereas García put all his 
efforts into broadening his electoral base. Although he continued to be vague on 
his position vis-à-vis the Free Trade Agreement with Washington, García 
seemed ready to support ratification in Congress. In just a few weeks the former 
President, who had for so long been vilified for the failure of his previous 
administration cast off his pariah status in Peruvian politics to become the 
‘saviour of the homeland’. 

Alan García came top in the second round of voting in the Presidential election 
with 52.6% of the vote. The vote was between the reformist left and populism, 
each fighting for the electorate’s favour and claiming to be the incarnation of 
social change. Alan García owes his victory to the undue impact of the capital, 
Lima, which represents a third of the electorate, whereas Ollanta Humala’s best 
scores were in the Andean region, Peruvian Amazonia and the South of the 
country – poor and isolated regions. 

The right and the better-off voted for APRA’s candidate, García, despite the bad 
memories left by his first Presidency (1985-1990) which threw the country into 
the arms of Fujimorist populism. The fear engendered by the nationalist 
candidate Mr Humala clearly benefited the former President.

3. President García’s administration

President Garcia’s tenure has had mixed reviews. While he has performed 
notably well in the economic sphere, sustaining a remarkable rate of growth and 
attracting foreign investment, when it comes to social aspects, his presidency is 
so far regarded a failure. According to Global Insight his incapacity to reduce 
poverty and social inequalities, due mainly to the government’s weak 
implementation capacity and to the country’s political fragmentation, has been 
met with great social unrest.

On the up side, the economic management under the Garcia presidency has 
been marked by sound economic fundamentals, a successful fiscal and 
monetary policy, and pro-investment policies that have helped the country 
register positive growth even amid the dark times brought about by the world 
economic crisis. Mr. García demonstrated his pragmatism by choosing 
acknowledged moderates for the key posts of economy and finance. The free 
trade agreements (FTAs) signed with the EU and China (in addition to those 
with Mexico and Japan that will most likely be signed in the near future) will help 



Policy Department DG External Policies
___________________________________________________________________________________ 

12

bring prosperity to the Andean country. Moreover, Mr. Garcia has boosted 
investment in infrastructure and has initiated, in partnership with Brazil, the 
construction of the greatest petrochemical project in the west coast of the 
American continent. He has, in addition, improved relations with Ecuador, 
Brazil, the EU and the US. His political stance has been moderate, clearly 
aligning himself with the moderate left in the region like Brazil’s da Silva and 
Argentina’s Kirchner. 

On the down side, Mr. Garcia, despite his efforts, has failed to deliver on his 
campaign promises of social progress. Poverty remains pervasive in the 
Andean country, with, according to studies carried-out in 2006, 44.5% of the 
population living under the poverty line. In 2008 the level of malnutrition rose to 
around 32%. The benefits of the sustained economic growth brought about by 
Mr. Garcia's neo-liberal policies have only been felt in the coastal cities and in 
Lima. The interior of the country remains almost as poor as before, with the 
rural regions yet to taste the fruits of economic growth. The province of 
Huancavelica, in the south west of the country, is the poorest in Peru (72.3%).
Mr. Garcia’s false steps have led to social unrest. Demonstrations against his 
policies have become more and more common, especially in rural areas. He 
has faced angry miners in the province of Moquegua, in the south of the 
country, and Ancash, in the north, demanding better distribution of the gains 
generated by the mining sector. In their struggle, miners have gone as far as 
taking hostages and blocking roads. Farmers have similarly demonstrated
against Mr. Garcia's agricultural policy, and several demonstrators have 
perished in conflicts with the police. Likewise, coca farmers have demonstrated
and organized strikes, predominantly in Huanuco, in protest to the government's 
attacks on this plantation. 

The indigenous population have strongly opposed Mr. Garcia's concessions to 
multinationals, leading to some setbacks on the president's economic plans.
Cusco has been shaken by strikes and acts of vandalism against laws that 
promote concessions and investments in places considered to be part of Peru's 
cultural heritage. Concessions to access petroleum fields in the Amazon were 
equally opposed by indigenous organizations. After several demonstrations in 
2008, violence in the Amazon area escalated to unprecedented levels in June 
2009, when the police faced angry indigenous marchers protesting against 
mining concessions to multinationals. The protesters numbered 2,500 and,
armed with spears and machetes, were blocking a road when 400 riot police 
confronted them, leading to the death of at least 33 people including 23 police 
officers. AIDESEP (Asociación Interétnica de Desarrollo de la Selva Peruana) 
leads the movement against the concessions laws, claiming that such laws are 
unconstitutional and put the cultural identity of the indigenous population in 
jeopardy. After the clash with the police, Alberto Pizango, AIDESEP's president, 
stated that "President Garcia is guilty of perpetrating genocide". As a 
consequence of the turmoil, opposition parties and numerous sectors of civil 
society have demanded the resignation of Yehude Simon, then the country's 
Prime Minister.  

Following the above-mentioned problems and the UN critics, the Peruvian 
Congress passed a law on 19 My 2010, that obliges the Government to consult 
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indigenous communities on decisions that potentially affect them concerning 
natural resources, including oil, gas and mining projects.  Some weeks later, 
President Alan García refused to sign that law saying that he will not allow 
indigenous communities to prevent economic development that would benefit all 
Peruvians.  Moreover, the President stressed that he had returned the law to 
parliament to incorporate some modifications, including a clear rule that 
indigenous communities will not have the power to veto projects considered to 
be of national interest.  This situation has the potential to generate significant 
civil unrest and disruption led by AIDESEP.  

The United Nations Office on Drugs and Crime (UNODC) caused a stir in June 
2010 when new data seemed to suggest that Peru had overtaken Colombia as 
the world's largest producer of coca leaf.  In this context, President Alan García 
declared in September 2010 that Peru could accept US technical and military 
assistance in its counter-narcotics efforts.  Attempting to head off any 
controversy about the possible presence of US troops in the country, the 
Peruvian Presidential Press Secretariat subsequently clarified that any US 
assistance would be under Peruvian command.  The fight against drug 
trafficking is becoming essential due to links between the Shining Path and the 
drug traffickers.

On 1 September 2010, a controversial amnesty law was promulgated.  This law 
- Legislative Decree 1097 - was strongly criticized by Peruvian and international
bodies.  The writer Mario Vargas Llosa sent a letter to President Alan García 
arguing that the Legislative Decree 1097 "... may amnesty to hundreds of 
people accused of committing atrocities between 1980 and 2000, during the 
years of political violence in Peru that left 69,000 victims".  On 14 September 
2010, after a three hour debate, the Peruvian Congress overturned the decree 
in a 90-1 vote.

In September 2010, President Alan García has reshuffled the Cabinet in a move 
that , according to observers,6 reflects his ruling American Revolutionary 
Popular Alliance (APRA) party strategy to pave the way for some members of 
the Cabinet to run for Presidency ahead of the general election, taking place on
10 April 2011.  This reshuffle, aimed at improving the image of President Alan 
García's mandate ahead of the electoral process, is likely to boost the prospects 
of outgoing Prime Minister Javier Velasquez Quesquen to run as APRA's 
candidate.  Outgoing Prime Minister, who has been in functions only 14 months, 
seems to be APRA's strong card for the electoral process and the one to be 
supported by President Alan García, who has nominated one of his long-time
aides, Education Minister José Chang to replace the above-mentioned Prime 
Minister.  The new Cabinet includes figures with whom President Alan García 
enjoys a close working relationship.  As in previous cabinets, there is only a 
minority of ministers from APRA.  Most are independents enjoying the 
confidence of the President.  A number are personal friends.  Those joining the 
cabinet in García administration's fifth year in office do not harbour longer-term 
political ambitions.  In this context, the Government's main priorities will be the 
following:
                                               
6 Global Insight.
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- Presiding over elections considered free and fair;
- Maximising economic growth and maintaining macroeconomic stability.

President Alan García, who is constitutionally barred from seeking immediate 
re-election, has made clear his intention to stand again for President in 2016.  In 
the remainder of his current term he will continue to implement programmes to 
boost his popularity with the electorate, such as public sector wage hikes.  The 
Peruvian economy in 2010 is set to expand by around 7-8% having stagnated 
last year.  This provides a healthy legacy for President Alan García, which 
compares starkly with the disastrous situation that accompanied the end of his 
first administration.

4. Elections 2010 and 2011

Peru faces two separate electoral processes over the next eight months:

- On 3 October 2010 there were nationwide elections to choose municipal 
and regional authorities, including the mayors of key cities in 25 regional 
presidents;

- On 10 April 2011, there will be presidential elections, as well as elections 
to the unicameral Congress and for the 5 Peruvian Members of the 
Andean Parliament.  If, as is almost certain, no presidential candidate 
receives a majority of valid votes there will be a further round in May or 
June.  A new president and Congress will take office on 28 July 2011.

4.1. 2010 Municipal and Regional Elections 

Traditionally, Peru has been a highly centralised country with political power 
concentrated in the executive branch in Lima.  With decentralisation of 
responsibilities to regional, provincial and district levels, and increasing 
resources to carry these out, sub-national elections have acquired much greater 
importance.  Furthermore, these elections are expected to serve as an 
indication of the prospects of some political parties and movements ahead of
next year's presidential election and how coalitions supporting the candidates 
might be formed.

4.1.1.  Lima

The most conspicuous election contest is that for mayor of Lima.  An electoral 
court (JNE) has ruled that Alex Kouri, present Mayor of Callao, candidate for 
Radical Change (CR), could not stand because of flouting residency 
requirements.  Mr Kouri, who had the support of around 24% of potential voters, 
said that he accepted the JNE's decision.  Some of his support shift to Lourdes 
Flores, a conservative from the Popular Christian Party (PPC) and former 
presidential candidate, and some to her centre-left rival Susana Villarán, a 
moderate candidate whose policies take social issues into account.

4.1.2. Outside Lima 
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The election of authorities for regions, provinces and districts presents an array 
of party labels, lists and candidates. However, it is clear that outside Lima the 
most popular options are localised political groupings, which campaign on 
purely regional issues.

The elections took place on 3 October 2010.  At the time which this report is 
being written the final results are still not known.  In Lima, with 68.8% of the 
votes counted, Susana Villarán leads with 38.7% followed by 37.1% for Lourdes
Flores.  In third place is Humberto Lay of the Restauración Nacional Party with 
8.6%. 

4.2. 2011 Presidential Elections

The outcome of the presidential race remains unclear.  Opinion polls point 
towards four candidates with the best chance of victory:

- Luis Castañeda who is the current Mayor of Lima, will run as a 
candidate. of his party National solidarity.  Luis Castañeda is one of the most 
popular mayors of Lima with a popularity index close to 73% due to his 
developing of many public projects in the slums of Lima;

- Keiko Fujimori is the daughter of former President Alberto Fujimori.  In 
April 2006, while her father was detained in neighbouring Chile, Keiko Fujimori 
was elected to the Congress, obtaining the highest vote nationwide;  

- Alejandro Toledo  was President of Peru from 2001 to 2006.  He was 
elected in 2001 defeating former President Alan García;

- Ollanta Humala, who is the leader of the Peruvian Nationalist Party, 
came first in the first round in 2006, but Alan García beat him in the second.  
After his defeat, Ollanta Humala had become the "head" of the opposition to the 
government.

- APRA, the ruling party did not still present any official candidate.  Javier 
Velázsquez Quesquén, former Prime Minister, announced in September 2010 
his intention to run as pre-candidate for the APRA.  He has been credited for his 
efforts on the sensitive decentralisation issue and for dealing directly with 
protesters in social conflicts.

So far Luis Castañeda and Keiko Fujimori are leading the polls with more than 
20% each.

5. External Policy

Peru’s external relations have changed significantly since Fujimori’s Presidency. 
President García’s government has, like that of his predecessor President 
Toledo, a stronger commitment to working actively towards regional economic 
integration. Peru has taken major steps to reintegrate itself into the international 
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community, which now recognises it as a fully-fledged southern hemisphere 
democracy. Peru is a member of the Andean Community (CAN). Toledo’s 
government actively supported the Declaration of Carabobo (January 2002) by 
which the Member States of the Andean Community agreed on a timetable for 
establishing a Common Market. Peru is also a member of the Asian Pacific 
Economic Cooperation Forum (APEC) and an associate member of Mercosur. It 
was on Peru’s initiative that the South American Community of Nations was 
born in Cusco on 8 December 2004.7

From an economic point of view, Peru is a member of the WTO, the Bretton 
Woods institutions (IMF, World Bank), the IDB (Inter-American Development 
Bank) and the ADC (Andean Development Corporation).

5.1  Relations with neighbouring countries
a) Ecuador

The most serious external threat to Peru in recent years was linked to its 
relations with Ecuador. A longstanding border dispute between the two 
countries had been smouldering for over 50 years, before becoming particularly 
fierce in mid-1998 when 300 Ecuadorian troops were alleged to have entered 
Peruvian territory. However, in October 1998 the two countries signed a binding 
agreement. Relations with Ecuador have improved considerably following the 
1998 peace agreement, and recent trust-building measures, such as joint 
exercises by the Ecuadorian and Peruvian navies, herald continued positive 
progress in bilateral cooperation. Recently, both countries have strengthened 
their relationship with a Meeting for a Coordination and Political Cooperation 
Mechanism 2+2 (Reunión del Mecanismo de Coordinación y Consulta Política 
2+2), a series of summits between both countries aimed at strengthening 
political dialogue and cooperation in the areas of security and defence. In 
February 2008, the second meeting took place and both countries came to 
significant agreements in the aforementioned areas. 

b) Bolivia

Recent events have let to a deterioration in relations between Peru and Bolivia. 
In 2008, Peru demanded the extradition of Walter Chavez, Mr. Morales's former 
adviser, on the grounds that he had ties with the MRTA. Bolivia refused to 
extradite Mr. Chavez and Mr. Morales claimed that the Peruvian authorities' 
request was part of a US Central Intelligence Agency's (CIA) conspiracy. In May 
2009, Peru granted political asylum to three Bolivian ex-ministers, which further
strained the relationship between the two countries. In addition, Mr. Garcia and 
Mr. Morales have repeatedly and publicly exchanged insults.

c) Chile

Another longstanding dispute has been with neighbouring Chile. This was 
soothed in November 1999 when the two countries signed a territorial 
                                               
7 Today Union of South American Nations (UNASUR).
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agreement. However, relations between Lima and Santiago cooled in July-
August 2004 when President Toledo tried to renegotiate the maritime border 
between the two countries. This request was turned down by Chile, which 
considers its border to be immutable. In March 2009, Peru brought its case to 
the International Court of Justice (ICJ) in The Hague, increasing tensions 
between these neighbouring nations. The case is still being reviewed.

On the up side, in 2007, Chile acceded to Peru's request and ex-President 
Fujimori was extradited to the Andean nation. Moreover, President García 
warmly welcomed the possibility of Chile rejoining the CAN, which would to 
some extent make up for Venezuela’s departure from the Community in April
2006. In addition, on 23 August 2006 Lima and Santiago signed a 
supplementary economic agreement (ACE) which is similar to a free trade 
agreement. However, popular protests within Peru about the coming into force 
of this agreement have recently generated tensions. Nationalists in Peru reject 
an agreement that they perceive as overtly beneficial to Chile.   Following the 
successful meeting between Alan García and Sebastian Piñero during the VI 
EU-LAC Summit in Madrid, May 2010, the two countries decided to relaunch 
diplomatic relations.

d) Brazil

Peru has excellent relations with its large eastern neighbour. Lima hopes that, 
through the new roads which will cross the country from the Atlantic to the 
Pacific (scheduled for 2011), Peru will become indispensable to the flow of 
goods from landlocked Brazilian states and Bolivia. Moreover, both countries 
have recently partnered-up in an ambitious project that will create the largest 
petrochemical factory on the west coast of America.

e) Venezuela

Venezuela’s departure from the CAN and President Hugo Chávez’s 
involvement in the Peruvian Presidential campaign have sown seeds of discord 
between Lima and Caracas. The situation remains tense as President Chavez 
has repeatedly been accused by Peruvian authorities of political interference. 
The latest controversy involves ALBA (Alternativa Bolivariana para los Pueblos 
de Nuestra America) houses in Peru suspected of carrying-out a political 
agenda. The Venezuela government and embassies have been quick to 
proclaim that they hold no connection to the houses.  Moreover, the Peruvian 
asylum policy has also periodically strained relations with Venezuela.

5.2. Relations with the United States
The USA remains Peru’s single most important point of reference in its foreign 
policy. President Toledo’s government received Washington’s backing, and in 
March 2002 President Bush visited Peru in what was the first visit by a serving 
US President. Washington has signed the Andean Trade Preference Act (1991) 
with Colombia, Peru, Ecuador and Bolivia which allows free access to the 
American market for certain products from these countries. On the other hand, 
the fight against drugs has intensified. Peru used to be the world’s largest 
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producer of coca, but between 1996 and the end of 2000 it managed to reduce 
the area under coca cultivation by 64%. However, the challenge posed by coca 
eradication remains an enormous one as coca contributes an estimated USD
500 million to the national economy and provides employment for over 200,000 
people. 

Until 2001, the US sponsored an aerial drug eradication programme over Peru 
and Colombia, supported by the CIA and run in conjunction with the Peruvian 
army. In early 2003, Washington cut the aid granted to Peru after noting that the 
agricultural surface area given over to coca production had increased for the 
third year running. Demonstrations by cocaleros (coca growers), who feared a 
tightening of policies to eradicate coca bushes, brought the country to a 
standstill for several days in March 2003. According to analysts, dialogue 
between the cocaleros and the government is hampered by the fact that the 
United States is opposed to any negotiation with coca producer organisations, 
viewing producers as wrongdoers who should, in essence, be cracked down on. 
On 23 April 2003, President Toledo announced the implementation of a gradual 
eradication programme accompanied by the introduction of alternative crops. 
However, these crop substitution plans have failed. According to observers, this 
has been due to several factors, including the government’s refusal to work with 
farmers’ associations (accused of having links with the drugs trade and 
terrorism), the unavailability of credit for coca producers who wish to convert to 
other crops, the lack of outlets for substitute products and the inability on the 
part of the state and the competent US bodies working in Peru to devise and 
implement viable production projects. Efforts to eradicate coca production, in 
conjunction with the US, have continued under the Garcia administration, 
causing great uproar among the cocacoleros.

Before the end of his term in office, President Toledo ratified a controversial 
bilateral free trade agreement (FTA) with the USA, which came into force on 1 
February 2009 and has delivered significant economic results to both nations 
even amid last year's economic recession.

In December 2009, the US Congress approved a one year extension of the 
2002 Andean Trade Promotion and Drug Eradication Act (ATPDEA) granted to 
Colombia, Peru and Ecuador.  ATPDEA gives tariff-free entry to over 6,000 
products from the Andean countries in an attempt to strengthen their 
economies, giving an alternative to drug production and trafficking. 



Peru Country Briefing 2010
_____________________________________________________________________________________

19

II. ECONOMIC SITUATION 8

1. Introduction

Peru is deeply scarred by underdevelopment, and suffers from deep-seated 
social, regional and sectoral imbalances. While the economic and social 
situation in the 1980s was catastrophic, the country has since shown some 
signs of a recovery, especially following the election of Alejandro Toledo. This 
has eased the prevailing pessimism in a country of great economic potential.

In the Andes, subsistence farming (maize and potatoes) continues on small 
farms (of under two hectares) which also breed livestock. On the coastal plain, 
large farms produce cotton, sugar cane, coffee, rice and fruit destined for 
export. The most profitable crop, however, remains coca leaves, from which 
cocaine is refined. The forests that cover 54% of the country are still under-
exploited.

The fishing industry, which grew considerably after the Second World War, 
plays a leading role in the Peruvian economy, and accounts for a very large 
proportion of the country’s exports. Anchovies used for fishmeal, of which Peru 
is the world’s largest producer, account for three-fifths of all the fish caught. 

Peru is a veritable treasure trove of mineral resources, and extracts no fewer 
than 21 different ores. The country is one of the world’s leading mineral 
producers, ranking second for silver, third for zinc and copper, fourth for lead, 
fifth for tin and sixth for gold. Significant and increasing quantities of natural 
gas9, oil, iron, tungsten and gold are also being extracted.

Traditional, small-scale industry, is essentially concerned with textiles and craft 
products. Heavy industry, which appeared along the coast in the 1950s, 
consists mainly of steelworks, oil refineries, car factories, food processing plants 
and chemical works.

Peru’s insufficiently diversified economy is reflected in its external trade. The 
country continues to export raw materials (mining and farming products and 
fishmeal), and to import capital goods and consumer goods. Its principal 
suppliers are the USA, Japan, the countries of Central and South America and 
the European Union, while its main customers are the USA, the EU, 
neighbouring Latin American countries, China and Japan.

2.  Historical background 

After the interventionist policies of President Alan García, which culminated in 
hyperinflation and Peru’s defaulting on debt repayment, the years 1990-2000 
under the ‘consulate’ of Alberto Fujimori saw the re-establishment of large-scale 
equilibrium thanks to the rebuilding of a tax administration and the country’s 

                                               
8 See Annex II
9 The CAMISEA natural gas project is beginning to bear fruit. The project will help the country to 
become energy independent and make for a reduction in electricity prices.
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reintegration into the international financial community (IMF agreement, debt 
renegotiation with the Paris Club, etc.). Fujimori’s ambitious privatisation 
programme, in conjunction with the opening up of Peru to foreign investment, 
proved a success. In 1997, GDP growth reached 6.9%, and inflation had fallen 
to 8.6% (in 1990, it had been 7,650%). On the international front, Peru rejoined 
the Andean Community– from which it had distanced itself in August 1992 by 
suspending the trade liberalisation programme – in 1997, after negotiating an 
adjustment to its position with regard to that free-trade area.

However, from 1998 to 2001, the Peruvian economy was hit by a series of 
external blows including the repercussions of the financial crises in Asia, Brazil 
and Russia and the disastrous impact of El Niño, and by the deterioration of the 
internal political situation (Fujimori’s resignation, appointment of an interim 
president and government, and the election of Alejandro Toledo).

Today, the Peruvian economy is characterized by strong economic growth, 
coupled with price and exchange-rate stability under the framework of sound 
macroeconomic management.  Still, growth is not enough to help the country 
tackle its two major economic problems:  poverty and unemployment.  The 
Peruvian economy has shown resilience during the global crisis of 2008-09, 
posting only a mild recession.  Over twenty years of consistent economic policy 
are now paying back to an economy poised to grow very strongly, as the 
friendly economic environment continues to enhance business sentiment and 
investment, both foreign and domestic.

3. Recent trends

Alan Garcia's orthodox neo-liberalism has kept Peru on the track of great 
economic growth since he started his mandate in 2006. Economic growth 
during his administration peaked in 2008, when it reached 9.8%. However, the 
effects of the international financial crisis began to be felt at the end of 2008 had
its full impact on the economy in 2009 (0.9%). 

Economic fears are heightened by a weak domestic demand which in January 
2009 rose at its lowest pace since 2005 due to low public spending. Rising 
unemployment is, similarly, causing great distress. In 2009, the unemployment 
rate reached 7.9%. 

To the figures above we have to add falling tax revenue due to falling corporate 
profit. Income tax revenue was down by 19.5% year-on-year in real terms in 
February 2009, as mining company profits slumped due to falling mineral 
prices. This has played its part in the country's fiscal performance. The fiscal 
surplus narrowed from 3.1% of GDP in 2007 to -2.1% in 2009. This is also due 
to increased public spending on social programmes and infrastructure.

In this clutter of negative figures, there are some positive facts. Inflation is now 
much closer to the government's targets. Although it reached a ten year high 
(5.8%) in November 2008 (heightening fears that Mr. Garcia would bring 
hyperinflation to Peru as he did during his first mandate), in 2009 inflation had 
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already fallen to 2.9%. It is set to fall further throughout 2010 as global prices for 
commodity remain low and domestic demand growth decelerates. With inflation
almost where they want it to be, the government feels much freer to ease 
monetary policy and inject liquidity into the system.  The monetary authorities 
have reduced its benchmark interest rate by 25 basis points in March 2009. The 
boost to credit growth will not be felt until 2010 due to risk aversion on the part 
of commercial banks and to weakened business and consumer confidence.
Additionally, to counteract the deceleration of the economy, Mr. Garcia has
launched an Ns3.2bn stimulus package that filtered through the economy in the 
second quarter of 2009, supporting modest rates of GDP growth.

In addition, the government has sufficient reserves to keep the currency stable. 
The Peruvian currency, Nuevo sol, came under pressure in late 2008 and early 
2009 due to weakening commodity prices, a widening current-account deficit 
and a strengthening of the dollar. The Banco Central de Reserva del Perú 
(BCRP, the Central Bank) had to intervene and used a total of US$6bn in 
reserves since mid-2008. At end-March 2009, reserves stood at US$30.1bn, 
well in excess of Peru's external financing requirements.  In 2010, the currency
rallied at Ns2.80:US$1.

The strongest performing sector in the Peruvian economy has been the mining 
and energy sector, expanding 10.7% year-on-year. This is due in part to new 
natural-gas production from Camisea's Lot 56. However, production of tin, iron, 
gold and lead decelerated due to strikes and work stoppages. Other key sectors 
like construction, commerce, and manufacturing decelerated. The construction 
sector, a key driver of growth, posted its slowest monthly rate of growth since 
January 2005. Moreover, agriculture and livestock contracted, due to adverse 
weather conditions that affected mango plantations

4. Economic outlook

The Economist Intelligence Unit (EIU) expects real GDP growth to decelerate 
further throughout 2009 and reach 0.9%, the weakest performance since 2001, 
due to negative performance of the exports sector. Peru will still be
outperforming most other economies in Latin America. In 2010 growth will pick-
up ending that year, according to Global Insight at 6.9%

Peru's terms of trade will most likely weaken in the near future due to falling 
mineral prices. Peru's exports will continue their downward trend in 2009 due to 
falling global demand and remain low throughout 2010. However, Peru's 
imports will benefit from lower oil prices in 2009-10, although, overall, they will 
decrease due to falling domestic demand. The current-account deficit is 
expected to widen, as Peru's trade surplus narrows. Peru's trade sector will 
start recovering in 2010.

In addition, a forecasted decrease in investment, weak private consumption and 
lower international oil prices will reduce earnings. The downward trend will ease 
in 2010. The lagged impact of the surge of inflation in 2008 decreased
household's income in 2009; slowing credit growth, owing to commercial bank's 
risk aversion, would hinder private consumption.
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Inflation is not expected to fall until the second half of 2010. The year-end rate 
for 2009 was predicted to be 2.9% and 1.7% for 2010 due to modest recovery in 
domestic demand. Furthermore, the Nuevo sol is expected to weaken gradually 
against the dollar during the 2009-10 period.

It is believed that fiscal policy will become more expansionary as Peruvian 
society is now calling on the state to increase public expenditure. There is
already another planned stimulus package for 2009, this time consisting of 
Ns10bn. The government has stated its determination to increase spending on 
poverty alleviation and infrastructure. Moreover, expenditure in the run-up to the 
2011 elections will increase fiscal pressure. A decline in revenue in 2009 (due 
to slowing domestic demand growth and weaker trade volumes) has narrowed
the budget surplus of 2.1% in 2008 and has generated a deficit of -2.1% of GDP 
in 2009. It is predicted that the deficit will narrow in 2010 to reach -1.3% of 
GDP. 

The mining sector will not perform as well as it did in 2008, whereas 
construction will remain a key driver of the economy. The agricultural sector will 
expand owing to new benefits and favourable regulations under the FTA signed 
with the US.

With sound public finances and a healthy amount of official reserves, Mr. 
Garcia's administration is in a good position to face the world financial crisis and 
the economic deceleration. However, the country's weak institutions may curtail
the effectiveness of stimulus measures like the Ns3.2bn package from 2008 or 
the Ns10bn for 2009. Policymakers will focus on maintaining stability in 
domestic financial markets, as evidenced by the government's moves to inject 
liquidity into the financial market and its readiness to use official reserves to 
keep the currency strong. Both the BCRP, through international reserves, and 
the government, through its fiscal stabilization fund, have sufficient resources to 
cover external funding shortfalls that may happen due to the drying-up of 
international credit.

In the long run, Peru needs to devise a medium-term development strategy. 
Domestically, the continuing high level of poverty and under-employment arising 
from growth that is still over-concentrated on the primary sector are an initial 
source of weakness. Externally, growth is largely dependent on weather 
conditions. Unfortunately, Peru has not yet pinpointed the ways and means of 
ensuring that domestic demand will one day take over from external demand.

Another mass movement, this time by farmers, has paralysed the 
communication network several times in opposition to the free trade agreement 
(FTA) with the United States. Besides this, coca growers (cocaleros) are 
continuing to call for their crops to be awarded recognised status domestically 
and stage regular demonstrations against the policy of forced eradication that 
the authorities are pursuing on the recommendation of the United States10. 
Against all expectations, several regional authorities recognised, in 2005, that 

                                               
10 A party for the cocaleros, ‘Juntos Perú’, was founded in June 2006.
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coca leaves could be used for traditional purposes within those regions, which
was against the wishes of the government. The Constitutional Court has ruled 
that legalising coca growing is contrary to the constitution. The National Anti-
Drug Commission asserts that 80% of the coca produced (52,500 tonnes in 
2004) enters the drug trade. President García’s administration is being very 
proactive in the fight against drug-traffickers, who channel 60% of their 
production in Peru to Europe. A new strategy has been planned and President 
García is seeking to hold an anti-drugs summit to be attended by producer and 
consumer countries.

The underlying objective behind all these demands is the same: that the state 
should at last distribute the fruits of the country’s economic growth. The room 
for manoeuvre available to the García administration in dealing with very high 
social expectations has been small.
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III. EU-PERU RELATIONS

1. Bilateral relations

1.1. Trade relations

Since Peru, along with Bolivia, Colombia and Ecuador, is a member of the 
Andean Community, most of its relations with the Union take place through this 
multilateral framework. However, this does not mean that there are no purely 
bilateral relations.

The EU is Peru’s second largest trading partner, after NAFTA. Peruvian exports 
consist mainly of gold11, fishmeal, coffee and zinc ore. It should be noted that 
these exports have risen steadily since 2000, making Peru the leading Andean 
exporter to the EU. The Union also imports Peruvian food products such as 
fish,12 molluscs and other crustaceans as well as vegetables and tubers. In 
terms of non-food products, Peru exports wool, cotton13 and ceramics. EU 
imports into Peru include chemical and pharmaceutical products, machinery, 
transport equipment, fuel and cereals such as barley and wheat. In 2003, 26% 
of Peru’s exports went to the EU, while 19% of its imports came from the Union.

Like all South American countries, Peru is a beneficiary of the Generalised 
System of Preferences (GSP). Thanks to this and the most-favoured nation 
clause, no import duty is paid on almost 90% of Peruvian products entering the 
EU market. Peru is also a beneficiary of the arrangements agreed under the 
GSP-drugs regime.

In December 2003, the European Union was the leading foreign investor in 
Peru, accounting for over 62% of direct foreign investment.

1.2. Cooperation

EU-Peru cooperation is based on the general agreement of 25 February 199214, 
which stresses the importance the Union attaches to the promotion of human 
rights, democratisation, good governance, liberalisation of the markets, support 
for economic, cultural and social policies and political dialogue.

In the 1990s, Peru was one of the main South American beneficiaries of 
European aid15. The two main areas of cooperation at that time were financial, 
economic and technical cooperation and food safety16. The other areas of 
cooperation were the environment, protection of the rainforest17, 
decentralisation, health and the anti-drug campaign. The fundamental goal of 
this cooperation was to combat extreme poverty, reflecting the shift from an 
                                               
11 Final destinations are primarily the UK, Italy, Belgium and the Netherlands.
12 N.B.: the EU has opposed the use of the term ‘sardine’ for the products used in certain 
Peruvian tinned foods. 
13 The EU absorbed 14% of all Peruvian textile production in 2000.
14 i.e. signed during President Fujimori’s ‘consulate’.
15 Peru received over EUR 400 million between 1991 and 2000.
16 Almost a third of the cooperation budget was devoted to this area in the period in question.
17 Peru received a total of EUR 7 million in this connection.
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emergency situation in the economic and social spheres to the quest for 
sustainable development.

Following the fraudulent elections in 2000, the Commission decided to freeze all 
new cooperation programmes, while ensuring the viability of those already in 
progress. The political transition which took place in December 2000 resulted in 
the unfreezing of EUR 61 million.

The main areas covered by cooperation are:

- combating poverty in the countryside;
- education, paying special attention to vocational training;
- social infrastructures, particularly public health projects and water and 

sewage schemes;
- gender equality; 
- support for exports and investments through assistance to local 

companies and the state;
- enhancing the competitiveness of key sectors such as tourism, timber

and the agri-food industry.

The principal projects adopted in this context have been:

- the combating of poverty in Lima and Callao;
- anti-drug measures in Pozuzo-Callao;
- a development programme at La Libertad-Cajamarca.

Anti-drug cooperation is very intense in Peru, which received EUR 300 million to 
combat drug trafficking in 1998. 

The Commission’s strategy paper for Peru for the period 2002-2006 identified
priority areas for cooperation, stating that European aid should be concentrated 
on key sectors so as to avoid a dispersion of the funds allocated and their 
overlapping with international aid. The Commission was aware of the need 
further to develop cooperation with the national authorities, and particularly with 
the Peruvian Agency for International Cooperation, and also to pay greater 
attention to environmental issues and the prevention of natural disasters. The 
EUR 86 million earmarked for cooperation were  therefore used to:

- support institutional reforms and the rule of law, in order to consolidate 
the transition to democracy18;

- socio-economic development (Peru must develop its economy, 
production infrastructure and export capacity, and ensure its 
competitiveness by building a skilled workforce)19;

- regional integration (in March 2000, the Union offered, in the context of 
the peace agreement between Peru and Ecuador signed in October 
1998, to fund the reconstruction of the Piura-Guayaquil road link; this 

                                               
18 The key sectors in this area are access to justice, support for the national reconciliation 
process and aid for decentralisation.
19 Including support for trade and manufacturing capacities and the vocational training policy.
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was with a view to assisting Peru’s regional integration and combating 
poverty in this border region).

Other budget lines have been unblocked to enable the continuation of the Food 
Security Support Programme, and of an environmental and rainforest 
conservation programme in partnership with countries such as Bolivia, Brazil, 
Colombia and Venezuela. The secondary goal of this programme was to bring 
the various countries closer together so that their various border disputes can 
be peacefully settled. Cooperation also covers a programme to eliminate anti-
personnel mines, particularly in the border regions of Peru and Ecuador.

On 23 August 2004, the European Commission decided to grant emergency 
humanitarian aid totalling EUR 1.9 million to the 30,000 people affected by the 
severe cold in Peru in July 2004. These funds, distributed through ECHO, have
been allocated to two areas: food security and the provision of training to the 
public and the authorities in respect of natural disasters.

The European Union was very quick in its response to the terrible earthquake 
that shook Peru in August 2008 and that killed over 500 people. Immediately 
after the natural disaster, it donated € 2 million. Six months later the EU 
cooperated with an extra € 6 million. Such funds were distributed thorough 
European Commission partners such as European NGOs, United Nations 
agencies and the Red Cross.

As defined in the Memorandum of Understanding signed in May 2007, the new 
Country Strategy for the period 2007-2013 will disburse a total amount of € 132 
million, to be allocated to the following areas of cooperation:

- Support for the modernization of State, strengthening of governance and 
social inclusion (20% of funds).

- Support to comprehensive social development in specific regions by 
reinforcing social cohesion (80% of funds).

The country also receives assistance under programmes implemented within 
the framework of the Andean Community and under a number of Community 
horizontal programmes for Latin America:

- ALFA (Latin America Academic Formation),
- AL-INVEST (Latin American Investment),
- ALURE (Energy Cooperation Programme in Latin America),
- URB-AL (Partnership Programme between Municipalities),
- @LIS (Alliance for the Information Society),
- ALBAN (Programme of Scholarships for Latin Americans in the 

European Union),
- ATLAS (Programme to facilitate and encourage economic cooperation 

between the EU and Latin America through a network of Chambers of
Commerce and Industry).

Over and above its substantial direct involvement in Peru, the EU also 
maintains relations with the country at inter-regional level via the Andean 
Community.
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1.3. EU-Peru Trade Agreement

Negotiations for a CAN-EU Association Agreement were postponed in 2008 due 
to internal divisions within CAN, as Bolivia and Ecuador have been reluctant to 
further economic ties between the two blocks. In light of this failure, in February 
2009, Peru started bilateral negotiations with the European Union for a Trade 
Agreement.

The negotiations EU-Peru were concluded on 28 February 2010 in view of the 
signature of a Trade Agreement.  During the 9th round of trade talks that took
place in Brussels, the last working groups (institutional issues; rules of origin; 
sustainable development; intellectual property and market access - agriculture) 
concluded their work.  The result is both well balanced and ambitious with 
substantial gains on both sides on market access and rules.  According to the 
Commission, upon entry into force, trade in 80% of industrial products with Peru 
will be completely liberalised.  The Agreement also includes a chapter on 
cooperation aimed at promoting competitiveness and innovation, as well as 
facilitating the transfer of technology between the parties.  It will benefit Peru, a 
country that has taken a very proactive stand towards free trade agreements 
(FTAs) and has assured trade relations with several Asian partners, including 
China.  Peru will indeed be favoured by better conditions in its fishing 
agreements with the EU and is expected to increase its sugar and banana 
exports towards the European markets.  However, with the entry into force of 
the Agreement expected for 2012, the gains from the extended trade network 
will not be immediate.

With regard to political clauses, the agreement includes a robust essential 
elements clause that comprises both a human rights and a weapons of mass 
destruction indent.  These aspects can be invoked by any party as grounds for 
the unilateral suspension of trade preferences, if necessary, without prior 
consultation according to the parties' relevant domestic procedures (in the case 
of the EU art. 218 TFEU).  Finally the text includes a regional integration clause 
and certain commitments regarding the facilitation of trade of EU goods 
between Colombia and Peru, and leaves the door open for other Andean
Community countries to enter into the agreement.  In this regard Ecuador has 
recently confirmed in writing its intention to resume talks in this sense.

The accord was signed during the 6th EU-LAC Summit in Madrid (May 2010).  It 
should also be ratified by the Council, the European Parliament and the 
Member States.

2. EU-Peru relations in the context of the Andean Community

The Andean Community (CAN), which comprises four of the Andean countries, 
namely Bolivia, Colombia, Ecuador and Peru, was created along with the 
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system of Andean regional institutions (Andean Integration System - AIS)20 by 
the Cartagena Agreement of 1969, which had regional economic integration as 
its goal.

The Andean Community covers 32% of Latin American territory, and represents 
20% of the continent’s population. It is the second largest trading bloc on the 
subcontinent, after Mercosur. EU-CAN trade has risen by 70% in ten years, and 
was worth EUR 16 billion in 2002, but while the EU accounts for 14.1% of CAN 
exports and thus ranks as its second largest trading partner, the CAN comes 
only 29th amongst the Union’s partners, absorbing less than 1% of European 
exports. Andean exports remain poorly diversified, consisting basically of 
primary21 or first-stage processed products, while the EU exports products with 
high added value. As regards FDI, the EU holds the largest portfolio of 
investments in the Andean Community countries.

Since 13 December 1990, the CAN has been a beneficiary of the Generalised 
System of Preferences (GSP), modifications to which were agreed by the 
Council of Ministers on 10 December 2001. The new text, which came into force 
on 1 January 2002 and ran until 31 December 200522, included all the additions 
made to the GSP since 1990, as well as an exemption for drug-producing 
countries aimed at helping to establish alternative agricultural policies23. 

In 1983, the CAN became the first region with which the EU concluded a 
regional cooperation agreement, with this initially focusing on trade. The 1993 
Framework Agreement on Cooperation, which came into force in 1998, 
extended the scope of interregional cooperation, which is based on respect for 
democratic principles and human rights.

The most recent agreement on political dialogue and cooperation between the 
European Union and the CAN was signed in Rome on 15 December 2003. It 
has two aspects: political dialogue and cooperation. The CAN Member States 
had wanted the new agreement to be broader in scope and to follow the model 
of the EU-Mexico and EU-Chile agreements, but negotiations on this are still 
ongoing. The joint declaration issued by the Heads of State and Government 
attending the Guadalajara Summit in May 2004 welcomed the signing in 
December 2003 of the Agreement on political dialogue and EU-CAN 
cooperation, and reaffirmed that the concluding of an association agreement 
between the European Union and the Andean Community, including a free-
trade zone, remained their common strategic objective. Negotiations on the 
agreement were due to begin at the EU–Latin America and Caribbean Summit 
in Vienna in May 2006. However, the crisis being experienced by the Andean 
Community and its Member States meant that this was not possible. On 26
June 2006, in Brussels, represented by their Ambassadors, Peru formally took 
over the rotating Presidency of the Latin American and Caribbean countries 

                                               
20 The AIS comprises the various Andean regional institutions, and has been based on the 
European model since the Trujillo reform of 1996.
21 The CAN accounts for 55% of Latin America’s oil, gas and coal resources.
22 A GSP+, compatible with WTO rules, is in preparation
23 GSP-drugs regime 
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from Mexico, a role it held until the Fifth EU–Latin America and Caribbean 
Summit which took place in Lima in May 2008.

In June 2007, negotiations on the EU-CAN Association Agreement began. The 
first two rounds of negotiations were held in Bogotá (17-21 September) and 
Brussels (10-14 December). The third round concluded in Quito on 28 April 
2008. Negotiations became deadlocked due to divisions within CAN and, in 
response, Peru has started one-on-one negotiations with the European Union.

The European Union's Regional Strategy Paper for 2007-2013 sets aside € 713 
million for cooperation, confirming the EU as the leading donor of development 
aid to the Andean region. It aims to promote regional integration by working in 
the following sectors: (i) regional economic integration, (ii) social and economic 
cohesion and (iii) the fight against illicit drugs.
.
3. Role of the European Parliament

The European Parliament, for its part, has always been particularly attentive to 
the political and economic situation in Peru and, particularly during the Fujimori 
‘consulate’, to the country’s political instability, the mismanagement of affairs of 
state and lack of respect for human rights, as well as the problem of poverty. 
The European Parliament adopted several resolutions regarding these issues in 
1997 and 200024. Parliament also adopted a resolution on the earthquake that 
struck Peru on 23 June 2001. Following Fujimori’s resignation, the European 
Parliament called on the country to return to the democratic fold, and on the 
Commission to support the democratisation process. Moreover, Parliament and 
the other EU institutions warmly welcomed Toledo’s election victory in 200125. 
President Toledo visited the European Parliament in Strasbourg on 5 December 
2002, and his address to the Members received resounding applause. 

In its resolution of 19 January 2006 on Peru, the European Parliament 
supported the extradition of former President Fujimori to Peru, while hoping that 
his trial would be conducted in accordance with international standards. Besides 
this, Parliament has urged the Peruvian government to take all necessary steps 
to ensure a policy of full protection of the witnesses in respect of the charges 
against Alberto Fujimori. Parliament is of the view that the fight against impunity 
is one of the cornerstones of European human rights policy.

The European Parliament has for more than 30 years maintained close and 
consistent relations with its Latin American counterparts. Following the 
European elections in June 2004, the EP set up five interparliamentary 
delegations to cover relations with Latin American countries and regional 
groupings, including one for relations with the CAN countries.

                                               
24 OJ C 86, 22.9.1997, p. 243
OJ C 377, 29.12.2000, p. 357
OJ C 67, 1.3.2001, p. 294
OJ C 178, 22.6.2001, p. 285
25 OJ C 65, 14.3.2002, p. 378
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In November 2006 the Euro-Latin American Assembly (Eurolat) was created in 
Brussels.  It is the parliamentary institution of the European Union - Latin 
American and Caribbean Bi-regional Strategic Partnership.  this Assembly 
became the parliamentary forum for debating, supervising and monitoring all 
questions of concern to the Bi-regional Strategic Partnership.  For these 
purposes, the Assembly adopted resolutions and recommendations addressed 
to the EU-LAC Summit, and the institutions, bodies, groups and ministerial 
conferences devoted to developing the partnership.  Eurolat formed with 150 
members, 75 of whom would be members of the European Parliament and the 
other 75 of the Latin-American component.

At the invitation of the Peruvian authorities the European Parliament sent a 
Parliamentary delegation of seven members to observe the conduct of the 
elections of spring 2006. In its post-election statement the EP Election 
Observation Mission welcomed the public-spiritedness and democratic maturity 
of the Peruvian people and congratulated the President-elect, Alan García. 
Josep Borrell Fontelles, the President of the European Parliament, also 
congratulated President García on his election victory and invited him to a 
future sitting of the EP in Strasbourg.

In May 2008, relations cooled briefly following the EP decision of not including
the MRTA in the EU's list of terrorist organizations. The decision was made on 
the grounds that such an organization did not exist anymore. The ruling created 
uproar in the Peruvian congress, which moved to exhort the EP to reconsider its 
position and sent critical information regarding the atrocious acts of violence 
committed by the organization. In addition, the European People's Party (EPP) 
also pressed for a new vote to be held on the subject and led the campaign for 
an amendment to classify the MRTA as a terrorist entity. As a result, during the
plenary session held in May 2009 the EP changed its position and decided to 
request the European Council to include the MRTA in the list of terrorist 
organizations.
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ANNEX I

(EIU)
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ANNEX II
PERU
MACRO ECONOMIC DATA AND FORECASTS

2002 2003 2004 2005 2006 2007 2008 2009 2010
Real GDP (% change) 5.0 4.0 5.0 6.8 7.7 8.9 9.8 2.9 6.9
Nominal GDP (US$bn) 56.8 61.4 69.7 79.5 92.3 107.1 132.6 129.5 149.9
Nominal GDP Per Capita (US$) 2,157 2,303 2,587 2,914 3,347 3,838 4,697 4,535 5,082
Consumer Price Index (% change) 0.2 2.3 3.7 1.6 2.0 1.8 5.8 2.9 1.7
Population m 26.3 26.6 27.0 27.3 27.6 27.9 28.2 28.6 29.50
Population (Change %) 1.25 1.22 1.19 1.17 1.15 1.14 1.14 1.17 1.1
Current Account Balance (US$bn) -1.1 -1.0 0.0 1.1 2.5 1.5 -4.3 1.3 -1.8
Current Account Balance (% of GDP) -2.0 -1.6 0.0 1.4 2.7 1.4 -3.2 1.0 -1.2
Trade Balance (US$bn) 0.3 0.9 3.0 5.3 8.9 8.2 3.0 5.8 6.0
Trade Balance (% of GDP) 0.5 1.4 4.3 6.7 9.7 7.7 2.3 4.6 4.0
BOP Exports of Goods (US$bn) 7.7 9.1 12.8 17.4 23.8 27.9 31.5 26.9 33.2
BOP Imports of Goods (US$bn) 7.4 8.2 9.8 12.1 14.9 19.7 28.5 21.1 27.2
Exchange Rate (LCU/Euro end of 
period)

3.67 4.37 4.46 4.03 4.21 4.41 4.40 4.16 3.50

Foreign Direct Investment net 
(US$bn)

2.2 1.3 1.6 2.6 3.5 5.3 5.1 4.4 5.9

Foreign Direct Investment (% of 
GDP)

3.8 2.1 2.3 3.2 3.7 4.9 3.9 3.5 3.9

Total External Debt (US$bn) 27.9 29.6 31.2 28.7 28.3 31.4 34.2 35.6 36.4
Total External Debt (% of GDP) 49.1 48.2 44.8 36.1 30.4 28.8 26.0 28.3 24.3
Total External Debt Service (% of 
forex earnings)

304.0 253.6 196.2 135.8 102.0 96.0 96.4 111.6 99.1

Global Insight
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ANNEX III

PERU
Population 28 Mio inhabitants
Area 1.285 (1000qkm) %
Gross domestic product 2007 73 Bn euros Exports-to-GDP ratio: 26,5    % in 2007
GDP per capita 2007 2.615 Euros
(IMF, World Economic Outlook) 2004 2005 2006 2007
Real GDP (% growth) 5,2 6,4 8,0 6,0
Inflation rate (%) 3,7 1,6 2,0 1,0

Current account balance (% of GDP) 1,3 2,6 0,7

GDP BY SECTOR
1995 2007

Agriculture
Industry
Services

Source: World Bank (WDI)

PERU MERCHANDISE TRADE WITH THE WORLD EU27 MERCHANDISE TRADE WITH PERU

(Bn euros) Imports Exports Balance (Bn euros) Imports Exports Balance

Source: IMF (Direction of Trade Statistics) * excl intra EU Trade Source: Eurostat, statistical regime 4

% OF THE WORLD * 2003 2005 2007 % OF EU TOTAL 2003 2005 2007

Imports 0,15    0,16    0,19    Imports 0,25    0,21    0,29    

Exports 0,16    0,22    0,26    Exports 0,10    0,10    0,13    

EU27 MERCHANDISE TRADE WITH PERU BY PRODUCT (2007)
(Mio Euros) Imports Exports Balance

Source: Eurostat, statistical regime 4
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ANNEX IV
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ANNEX V


