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Foreword
Economic growth matters, but it is just one facet of development. Policy makers should focus their attention on ensuring that their country’s development path is sustainable and that the lives of their citizens improve. This requires reconciling economic, social and environmental objectives.
OECD Development Pathways is a new series that looks at multiple development objectives beyond an exclusive focus on growth. It recognises well-being as part and parcel of development and helps governments identify the main constraints to more equitable and sustainable growth by undertaking a multi-dimensional country review (MDCR). Governments trying to achieve economic, social and environmental objectives need to understand the constraints they face and develop comprehensive and well sequenced strategies for reform that take into account the complementarities and trade-offs across policies. The MDCR methodology is based on quantitative economic analysis, as well as qualitative approaches including foresight and participatory workshops that involve actors from the private and public sectors, civil society, and academia.
The MDCRs are composed of three distinct phases: initial assessment, in-depth analysis and recommendations, and implementation of reforms in the identified key areas. This approach allows for a progressive learning process about the country’s specific challenges and opportunities that culminates in a final synthesis report to inform reforms in the country.
The MDCR of Peru is the second review, following that of Uruguay, to be undertaken by the OECD in Latin America. The MDCR of Peru – Volume 1, Initial Assessment was launched by the OECD Secretary-General in October 2015 and was the first report to be published as part of the OECD Country Programme with Peru. This second volume, In-depth Analysis and Recommendations, focuses on three key constraints for inclusive development in Peru, namely economic diversification and productivity, transport connectivity and informality.
This MDCR is designed to help Peru formulate development strategies and identify and support the policy reforms needed to achieve further sustainable and inclusive development. This review comes at a time when the newly elected government of Peru faces the challenge to build on and accelerate the progress the country has achieved in recent years. While the recommendations are intended primarily to support public policy action by Peru’s national authorities, the findings are also useful for academics, the private sector and civil society.
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Executive summary
This is the second volume of the Multi-dimensional Country Review (MDCR) of Peru. It builds on the results of the first volume, which identified the main constraints to achieving well-being and sustainable and inclusive development, and provides recommendations in three key areas to address those constraints: promoting economic diversification and productivity, improving transport connectivity, and tackling informal employment. A forthcoming volume will propose a way of prioritising policy interventions and a framework for measuring policy implementation.
In the last two decades, Peru experienced considerable socioeconomic progress that improved well-being, lifted scores of its people out of poverty and led to a burgeoning middle class. Progress resulted from a combination of sound domestic policies and favourable external conditions. Today, Peru must undergo structural reforms to embark on the next chapter of its development, broadening social inclusion, consolidating its middle class and becoming a high-income economy. Transitioning from a middle-income to a high-income country and overcoming the so-called “middle-income trap” will require economic diversification away from natural resource dependency and higher levels of productivity across sectors. Closely related to higher productivity is the challenge of social cohesion. Peru’s middle class has grown considerably in size and in its expectations. Estimated at 38% of the population, twice its share in 2004, the middle class expects more sound policies to expand formal jobs and better public services, such as connectivity, education and skills training.
Economic diversification, better transport connectivity and tackling informality are thus crucial in Peru’s inclusive growth agenda.
Promoting economic diversification and productivity
Peru’s labour productivity is only about one-third that of OECD countries. Significant gains are then required for Peru to further boost growth and reach high-income status. Even if Peru were able to sustain the strong macroeconomic performance of recent years – 4.6% average per capita GDP growth rate in the past ten years – it would take Peru until 2029 to become a high-income country. In this scenario, the country would have been a middle-income country for more than 80 years. By comparison, OECD countries cruised the middle-income range in around three decades on average.
To design and implement a development agenda for diversification and productivity for all Peruvians, policy actions in several domains should be implemented. These include: market regulation and openness; development of new competitive industries; innovation strategies; taxation and the use of commodity-based resources; enhancement of the strategic institutional framework. First, more efforts are needed to further regional integration with other countries in the region and also to tackle regulatory barriers, such as constraints to entrepreneurship. Second, some pre-conditions, such as specific skills, efficient logistics services, and effective co-operation between private and public sectors, academia and international actors, must be in place to facilitate the development of new competitive sectors. Experiences in agro-industry, tourism, metal-mechanics and forestry are useful for that purpose. Third, increased public and private investment in research and development and more effective interactions with the private sector are needed to promote innovation. Fourth, the allocation of commodity-based fiscal transfers should target all regions in Peru according to their socioeconomic challenges. Fourth, to finance broad-based policies affecting productivity, Peru should move towards comprehensive tax reform by increasing the share of direct taxes (specifically the personal income tax), assessing the impact of some tax benefits and tackling tax evasion and erosion. Finally, Peru needs to adopt more strategic and implementation-oriented public planning for development at both national and sub-national levels. This requires a detailed action plan and highly co-ordinated public administration to improve Peru’s institutional framework and fiscal legitimacy.

Improving transport connectivity
Improved connectivity is particularly relevant for Peru, where the ratio of transport costs to tariffs is 20 times higher than in OECD economies. The improved connectivity of goods and people implies going beyond providing transport infrastructure to implementing policies and strategies to increase efficiency and reduce time and financial transport costs for businesses and Peruvians. Increasing connectivity in Peru also means developing other modes of transport beyond roads.
Policy actions are needed to improve the institutional framework to design and implement transport policies at national and urban levels. First, Peru should design a national transport plan that has clear transport policy priorities. Second, the creation of a “logistics observatory” to better assess logistics would help monitor and reduce transport costs. Third, a national urban transport policy should be developed and a lead agency should be identified for its effective implementation. Finally, Peru needs to improve multi-modality transport policies at local levels, particularly in Lima-Callao, to unlock the benefits of walking, cycling and public transport. The limitations created by the lack of coherent policies and investment decisions across administrative boundaries in Lima-Callao highlight the value of creating a single mobility authority for the metropolitan area.

Tackling informal employment
Informal employment remains too high, involving more than 70% of total workers, despite a decline in recent years. Informality and socioeconomic vulnerability go hand-in-hand in Peru: close to 80% of informal workers belong to the so-called vulnerable class and work in low-productivity sectors. Access to formal jobs is particularly difficult for younger workers, women, those with low education and workers from rural areas.
To promote formal jobs and deal with current high levels of informality, Peru should implement an integrated package of labour, tax and social protection interventions, coupled with productive development policies. First, the pervasive impact of informality on working conditions should be mitigated, without reinforcing the incentives to remain informal or, even worse, creating the incentives to move towards informality. This entails such initiatives as integrating existing health regimes into a single one and progressively expanding it to all citizens, as well as extending non-contributing pensions to gradually move towards universal coverage. Second, strengthening inspection and supervision systems, reducing costs of formal hiring, and communicating more effectively about the benefits of formalisation should contribute to job formalisation. Third, to promote the formalisation of firms, Peru should reduce incentives to remain small by simplifying taxation regimes and reducing some administrative and fixed costs of being formal. Finally, to promote more formal job opportunities, Peru should link its formalisation efforts to the broader productivity diversification strategy, aimed at creating more opportunities for formal, better-quality jobs. Increasing skills levels and closing skills gaps are crucial in that context for Peru.




Chapter 1. Overview: Charting Peru’s way to a high-income economy with better well-being for all citizens

Many factors play into Peru becoming a high-income country with an expanded and a consolidated middle-class. The changing external landscape – particularly the economic evolution of one of Peru’s largest export markets, China – has significant consequences for Peru’s traditional economy and for more inclusive development going forward. This chapter also summarises the value of the multi-dimensional review (MDCR) approach and methodology, leading to an overview of the three topics reviewed in this report, their results and the policy implications for more inclusive development in the country: productivity and economic diversification, transport connectivity, and informality. The chapter concludes with three future-state scenarios developed to consider the recommendations in light of major global trends that may affect development prospects for Peru.


After years of impressive economic growth that lifted scores of its people out of poverty and led to a burgeoning middle class, Peru must undergo structural reform to embark on the next chapter of its development. Transitioning from a middle-income to a high-income country will require economic diversification and higher productivity to avoid getting caught in the so-called middle-income trap (MIT).1
 It will also require public policies that improve citizen well-being by providing quality formal jobs and public services.

The model that fuelled Peru’s impressive economic growth rates has depended on a global economic landscape that is now shifting. Global demand for natural resources has decreased, driven by a slowdown in China, and is already having an adverse effect on the Peruvian economy, with reduced commodity exports and foreign direct investment. Transitioning to high-income status with a consolidated middle class will entail crafting new development strategies that foster new engines of growth for the Peruvian economy and ensure growth is inclusive and sustainable in the long term.

Peru aspires to be a high-income country with an expanded and a consolidated middle class, where citizens enjoy high living standards. This vision sees an economy that provides quality formal jobs for citizens with the purchasing power to enjoy consumer goods and generates fiscal revenues to provide high-quality public services. In this vision, Peru is a highly connected, inclusive and sustainable society, where educated and healthy citizens trust institutions and actively engage in political and civil life. Peru would be well integrated in the region, with a vibrant business environment that fosters innovation and entrepreneurship. It would have a modern agro-industrial sector and well-managed natural resources. Efforts to improve sustainability will have reaped rewards such that citizens enjoy their country’s well-preserved and rich natural heritage and diverse vibrant culture.2


To realise this vision for its citizens and to meet their expectations, Peru requires ambitious reforms for the long term. Such reforms should diversify the Peruvian economy away from natural resource dependency and encourage formal job creation. This would enable Peru to consolidate its middle class, while reducing poverty and economic vulnerability. Reforms that improve Peru’s institutional framework and fiscal legitimacy should also deliver better public services in the areas of innovation, transport infrastructure and logistics, education and skills, and healthcare. Such an ambitious strategy to realise Peru’s high-income aspirations will also require significant financing and state capacity, with a detailed action plan and highly co-ordinated public administration for effective implementation.

This chapter presents an overview of how Peru can pursue development policies that support its vision of becoming an inclusive, high-income country. First, the chapter provides an overview of the major external challenges that Peru faces today in realising inclusive development, including major global trends that may affect future development prospects. Second, the chapter highlights some opportunities the multi-dimensional approach identified for Peru’s development, namely the importance of driving productivity and economic diversification, improving transport connectivity and incentivising the creation of formal employment. The three sections following summarise policy implications revealed by the multi-dimensional analysis of these topics. The final section presents three scenarios illustrating global trends that may affect future development prospects. These scenarios are used to test the resilience of recommendations to these structural shifts and changing environment.


Charting inclusive development in a changing global landscape

Favourable external conditions in the past decade were instrumental in the expansion of the Peruvian economy. As one of the largest producers of metals in the world, Peru benefited immensely from the upswing in commodity prices that started a decade ago. Record low international interest rates and sound macroeconomic policy attracted significant foreign capital and boosted economic growth to rates that surpassed those of Peru’s regional neighbours.

Today, Peru faces an uncertain global economic environment, with a sharp decline in global commodity prices and increasing volatility in global financial markets.3
 The adverse consequences of some of these shifts are already visible: mining companies, for instance, have reduced their investment plans, leading to a decrease in foreign direct investment and commodity exports.

One important risk to Peru’s growth prospects is the shift in the economic model taking place in the People’s Republic of China (China), which has become an increasingly important destination for Peruvian exports (in 2015, 19% of Peruvian exports were destined for China, making this market Peru’s main export destination). The scale of the impact is significant. Estimates suggest that a decrease in China’s investment growth by 1 standard deviation is likely to reduce Peru’s terms of trade growth by about 2 percentage points and its gross domestic product (GDP) growth by about 0.2 percentage points (Han, 2014). Furthermore, China’s demand for commodities should continue contracting as the country rearranges its imports composition. China’s new normal imposes new challenges for Peru. Projections from the 2016 Latin American Economic Outlook foresee Peru’s exports slowing down from an impressive 16% annual growth in the period 2001-10 to less than 3% up to 2030 in the baseline scenario (OECD/Development Bank of Latin America [CAF]/Economic Commission for Latin America and the Caribbean [ECLAC], 2015; Chapter 2).4


Peru also will have to contend with other emerging global trends, which could have a significant impact on the success of its development strategies. These pertain to the structure and drivers of the global economy, but also to technological trends that could radically affect global production patterns, as well as domestic shifts that could shape the scope and form of Peru’s programme of reform. Three scenarios were developed to test the recommendations of this multi-dimensional review against identified global trends to ensure that strategies pursued both mitigate risks and seize opportunities in a shifting world.




Charting the way forward: The value of a multi-dimensional approach

To support Peru’s vision of becoming an inclusive, high-income economy, the OECD’s MDCR is part of the OECD’s Country Programme to support Peruvian authorities in identifying future reforms (Box 1.1).



Box 1.1. MDCR in the context of the OECD Country Programme with Peru

In 2014, the OECD and Peru agreed to set out a joint Country Programme to support Peru in its reform agenda and improve its public policies in priority areas. The programme will facilitate Peru’s adherence to OECD legal instruments, participation in OECD bodies and programmes, and effective implementation of OECD standards and best practices. Over two years (2015-16), the programme is and will be conducting a series of policy reviews and activities in five priority areas: removing barriers to growth, public governance, anti-corruption, human capital and the environment. The programme also includes workshops and capacity-building activities in areas such as tax policy, regulatory policy and statistics. In addition to the MDCR, other OECD reviews of the OECD Country Programme include a Skills Strategy Review, a Vocational Education and Training Review, an Environmental Performance Review, a Public Governance Review and a Territorial Review.

MDCR of Peru: Volume 1. Initial Assessment, launched in October 2015 by the OECD’s Secretary-General, was the first policy review of this Country Programme to be published. The current Volume 2 analyses and provides recommendations in three areas identified as key to boosting sustainable and inclusive development: economic diversification and productivity, transport connectivity and tackling informality.

The MDCR is composed of three distinct phases:


	Volume 1 identified the main constraints to achieving sustainable and equitable objectives in well-being and economic growth.


	This volume 2 analyses the identified areas to formulate policy recommendations that can be integrated into Peru’s development strategy.


	Volume 3 will support implementing these recommendations. As in other Latin American economies, this final phase is particularly relevant in Peru, given the complexity of both the political economy and the policy-making process to make reform happen (Dayton-Johnson, Londoño and Nieto-Parra, 2011).




For each phase, a report is published and workshops are organised. The MDCR methodology is based on quantitative economic analysis, as well as qualitative approaches, including foresight and participatory workshops.

Quantitative methods include standard approaches and a comparative analysis with a selection of countries, referred to as the benchmark countries.

Benchmark countries identified in Volume 1 were selected according to criteria that included their high GDP per capita growth to tackle the MIT, the contribution of natural resources (particularly minerals) to GDP, and the degree to which their successful economic policies could be relevant to Peru. Eight are OECD member countries: Australia, Canada, Chile, Korea, Mexico, Norway, Portugal and Turkey. Australia, Canada and Norway are included because of their important natural resource sectors; Portugal and Turkey are included because of their development path; and Korea serves as an example of a highly successful, export-based economy. In addition to Chile and Mexico, five other Latin American and Caribbean countries are included: Brazil, Colombia, Costa Rica, Ecuador and Panama. Brazil and South Africa, both among the BRICS (Brazil, Russia, India, People’s Republic of China and South Africa), are included because of their growing economic power and their mineral resources.



The first volume of the MDCR of Peru described economic development in the country since the 1970s and provides an in-depth assessment of the Peruvian economy and state of well-being today. Since the beginning of the 21st century, Peru has experienced successful socio-economic progress. Coupled with strong economic growth compared to the region, considerable segments of Peru’s population were lifted out of poverty, swelling the ranks of the middle class. Peru’s success is attributed mainly to sound macroeconomic management, monetary and fiscal policies that reduced inflation and volatility, and a favourable external environment, attracting investment and driving a commodity boom. A stronger emphasis on social policies and redistributive programmes has been crucial for reducing poverty and income inequality to some extent (OECD, 2015a).

Volume 1 highlighted Peru’s good performance in improved ability of households to consume, social connection and life evaluation, along with its underperformance in areas of work, education, skills and health. Analysis of these outcomes drew attention to the issues of informality, inequality and productivity in Peru. These challenges reveal the dynamics underlying Peru’s development model, highlighting bottlenecks to inclusive development and identifying cross-cutting issues for further analysis.

A major challenge for Peru is to continue socio-economic progress in reducing poverty and inequality and to identify the new engines for economic growth that are needed to become a high-income country. The current drivers of growth in Peru, which is strongly reliant on labour, capital accumulation and the commodity export sector, seem insufficient to sustain such progress. Peru has a high level of labour utilisation, but low productivity. Structural factors are holding back performance of human capital and total factor productivity. Employment is highly concentrated in the least productive sectors of the Peruvian economy. The most productive sectors – mining, finance, energy, water and telecommunications – represent less than 4% of total employment, while more than half of Peruvian workers have jobs in Peru’s two most unproductive sectors: retail and restaurants, and agriculture.

Expanding the middle class has been among Peru’s great achievements, but it also created new vulnerabilities and an increasing demand for quality public services and better jobs. Between 2004 and 2014, the middle class jumped from 19% to 37.8% of the population (Figure 1.1). This places greater demands on policies as the middle class demands more and better public services, such as transport connectivity, education and skills. Another challenge is the growing number of vulnerable people in the population, which increased from 36.7% to 40.6% in the same period (World Bank, 2016a). Despite the socio-economic progress achieved in recent years, many people in Peru are in an unstable situation where they could easily slip back into poverty following any turbulence or slowdown in the economy. Most of the vulnerable population hold precarious jobs in the informal sector. Reforms aiming to boost economic diversification and productivity are fundamental to tackling informality.



Figure 1.1. Peru and Latin American population distribution by per capita income level (% of population), 2004-14

[image: graphic]Note: Poverty is defined as the percentage of the population living with less than USD (United States Dollar) 4 (2005) purchasing power parity (PPP) per day. The vulnerable class is defined as the percentage of the population living with USD 4 to 10 (2005) PPP per day. The middle class is defined as the percentage of the population living with USD 10 to 50 (2005) PPP per day. Latin America and the Caribbean (LAC) includes the following countries: Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador, Guatemala, Haiti, Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru and Uruguay.

Source: OECD calculations based on World Bank (2016a), LAC Equity Lab (database), World Bank, Washington, D.C., www.worldbank.org/en/topic/poverty/lac-equity-lab1/overview (accessed on 1 July 2016).

StatLink  http://dx.doi.org/10.1787/888933411179



Thus, economic diversification and productivity, transport connectivity and formal jobs interact with and reinforce each other to achieve a brighter future for its citizens. As such, policies to address these bottlenecks for inclusive development must consider the possible synergies and trade-offs among them. For instance, policies to increase connectivity through infrastructure investment should increase economic diversification and productivity and could result in lower informality rates. However, high levels of informality give low levels of tax revenues, which in turn affect the necessary transport infrastructure investments to boost connectivity.

This Volume 2 of the MDCR presents in-depth analysis of and outlines recommendations for the three topics identified in Volume 1 as key constraints to inclusive development in Peru:


	Promoting economic diversification and productivity (Chapter 2).


	Improving transport connectivity to foster competitiveness and inclusiveness (Chapter 3).


	Tackling informality in the labour market (Chapter 4).




Below is an overview of the main findings and recommendations for these three topics.




Promoting economic diversification and productivity

The shifting global economy and China’s new normal require a diversification strategy for the Peruvian economy. As described above, Peru’s growth model over the past decade has been heavily reliant on a commodity boom driven by Chinese demand. The shifting environment means Peru needs to diversify to drive new sources of growth.

Peru also needs to diversify its economy to avoid the MIT. MIT is defined as a period of prolonged slowdown once a country reaches a certain level of income (OECD/CAF/ECLAC, 2014; OECD, 2014). This phenomenon occurs when a country can no longer rely on its traditional drivers of growth (e.g. low labour costs or the accumulation of labour as a major source of growth) to make further progress. Peru’s recent period of high GDP growth helped it to achieve upper middle-income status in 2008, but this success is not without its challenges.

Overcoming the MIT will require higher productivity and greater diversification (OECD, 2015a). Peru’s labour productivity only represents close to 30% of the OECD’s labour productivity (Figure 1.2, Panel A), and the productivity gains required for Peru to reach high-income status are significant. Even were Peru to sustain the strong macroeconomic performance of recent years (4.6% of average per capita GDP growth rate in the past ten years), it would take Peru until 2029 to become a high-income country, supposing more than 80 years as a middle-income country.5
 Compared to neighbouring Latin American economies, Peru is not an isolated case in the region (OECD/CAF/ECLAC, 2016). However, the performance of other countries indicates that a more rapid transition from a middle-income to a high-income economy is possible. For instance, it took Korea 27 years, Portugal 46 years and Chile 55 years (Figure 1.2, Panel B).



Figure 1.2. Moving from middle-income to high-income in Peru and selected benchmark economies

[image: graphic]Note: Panel A: Labour productivity per hour worked in USD 2015 (converted to 2015 price level with updated 2011 PPPs).

Source: Panel A: Conference Board (2016), Total Economy Database (database), The Conference Board, New York, www.conference-board.org/data/economydatabase/ (accessed on 1 August 2016). Panel B: OECD calculations based on methodology proposed by Felipe, Abdon and Kumar (2012), Data from International Monetary Fund (IMF) (2016), World Economic Outlook (database), International Monetary Fund, Washington, D.C., www.imf.org/external/pubs/ft/weo/2016/01/weodata/index.aspx (accessed on 1 July 2016); and Maddison Project (2016), Maddison Project Database (database), University of Groningen, Groningen, available at www.ggdc.net/maddison/maddison-project/home.htm, 2013 version (accessed on 1 July 2016).
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To design and implement a development agenda for productivity for all Peruvians, certain policy actions should be taken into account:


	Further regional integration and policies to tackle barriers to entrepreneurship should attract foreign capital in productive sectors, expand access to international trade and improve the business environment.


	Micro-analysis of potential sectors (as identified in this report) and pre-conditions in the development of these sectors are fundamental in the strategy to make Peru more productive and diversified. Experiences in agro-industry, tourism, metal-mechanics and forestry are useful for that purpose.


	Higher investment in research and development and...
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			Éditions e-pub de l’OCDE – version bêta

			
			Félicitations et merci d’avoir téléchargé l’un de nos tout nouveaux ePub en version bêta.


			
			Nous expérimentons ce nouveau format pour nos publications. En effet, même si l’ePub est formidable pour des livres composés de texte linéaire, le lecteur peut être confronté à  quelques dysfonctionnements  avec les publications comportant des tableaux et des graphiques  – tout dépend du type de support de lecture que vous utilisez.


			Afin de profiter d’une expérience de lecture optimale, nous vous recommandons :


			
						D’utiliser la dernière version du système d’exploitation de votre support de lecture.


						De lire en orientation portrait.


						De réduire la taille de caractères si les tableaux en grand format sont difficiles à lire.


			


			Comme ce format est encore en version bêta, nous aimerions recevoir vos impressions et remarques sur votre expérience de lecture, bonne ou autre,  pour que nous puissions l’améliorer à l’avenir. Dans votre message, merci de bien vouloir nous indiquer précisément quel appareil et quel système d’exploitation vous avez utilisé ainsi que le titre de la publication concernée. Vous pouvez adresser vos remarques à l’adresse suivante :
			sales@oecd.org


			Merci !
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