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Key messages ABOUT THIS DOCUMENT

 Peru has some capacity to cope with the economic shock caused by the coronavirus This is one of a series
pandemic in the short term, as the country has built up a stabilization fund of over $5 of country briefings
billion. However, the economy will likely contract severely in 2020. produced by NRGl to

summarize the evolving

e The government considers oil, gas and mining essential services, which are exempt situation with respect
from Peru’s stringent lockdown measures. However, extractive companies have to the pandemic and its
scaled back their operations because of low commodity prices and other pandemic- economic impacts. The
related factors. analysis it contains is

e Peruis dependent on the mining sector, which represents around 60 percent of subject to change with
exports and 11 percent of tax revenues. Experts estimate that overall production in circumstances, and may
the sector could fall by 20 percent in 2020. be updated in due course.

e Civil society actors in Peru will need to carefully monitor the impact of recent
government decrees, which curtail social and environmental standards as part of
efforts to enable investment projects to resume in the coronavirus context.

SUMMARY OF ECONOMIC IMPACT OF THE CORONAVIRUS PANDEMIC

Peru has some capacity to cope with the economic shock caused by the coronavirus
pandemic in the short-term. Total public debt is around 26 percent of GDP

(lower than that of Chile and other similar countries), with external debt at

8.5 percent. Peru’s risk of debt distress is considered low. The country is therefore
in a good position to borrow. In the second week of April, the government
successfully issued $2.6 billion in bonds as one of the sources of funding for

its emergency plan to respond to the coronavirus pandemic and reactivate the
economy. Peru is funding this plan, which uses the equivalent of 12 percent of

its annual GDP, by reallocations of money from the national budget, as well as
withdrawals from the Fiscal Stabilization Fund (FSF).

Financial capacity comes from sound macroeconomic management over the past
decade, including funds saved in the FSF during the commodity “supercycle.” The
FSF had accumulated over $5.4 billion by the end of 2019. A significant amount of
the resources to address the economic impacts of the coronavirus pandemic come
from that fund, although it is unclear how much the government has withdrawn
so far. General budget surpluses, rather than direct revenue from extractives, fund
the FSF. However, extractives revenues have significantly contributed to budget
surpluses in the past couple of decades.


https://www.bcrp.gob.pe/estadisticas/cuadros-de-la-nota-semanal.html
https://www.imf.org/en/Publications/CR/Issues/2020/01/13/Peru-2019-Article-IV-Consultation-Press-Release-Staff-Report-Staff-Statement-and-Statement-48942
https://cnnespanol.cnn.com/2020/04/16/alerta-peru-emite-bonos-para-enfrentar-la-pandemia/
https://www.mef.gob.pe/contenidos/tesoro_pub/fef/FEF2019.pdf
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However, Peru also faces significant economic challenges moving forward. The
International Monetary Fund (IMF) has forecast that the economy will contract

by 4.5 percentin 2020, down from a January 2020 prediction of 3.25 percent growth.
More recent predictions by the World Bank suggest a far steeper contraction of

12 percent, which could more significantly erode Peru’s savings.

IMPACT ON THE OIL AND GAS SECTOR

The government considers the energy sector, including oil production and
transportation, an essential service and has allowed it to continue operations despite
the country’s stringent lockdown measures. However, some oil companies have
stopped production because of the low oil price. Lower international demand due to
the lockdown has resulted in the full use of the country “s oil storage capacity.

On 1 May the oil regulator, Perupetro, announced that the Northern Pipeline,
which brings oil from northern Amazon sites to the ports and refineries in the
coast, had halted operations. Perupetro has called on the Ministry of Energy and
Mines to focus on continuing with oil extraction, so that production does not fall
below a minimum and the sector can continue to generate jobs (the sector provides
an estimate of 8,500 direct and indirect jobs) and contribute to regional economies
with royalty payments transferred to subnational governments in producing
regions. However, the Ministry has not approved any measures to date. It has,
however, granted the energy regulator, Osinergmin, the legal authority to legislate
on this matter.

Through the private hydrocarbon companies’ association, the Sociedad Peruana

de Hidrocarburos, oil companies have proposed policies such as suspending royalty
payments for 90 days, suspending tax payments until July 2020, and cutting
royalty rates by 50 percent. The government had not responded to these proposals
at the time of writing. Although the national impact of these measures would not be
significant, since the oil sector is relatively small, royalties transferred to subnational
governments in producing areas are a significant part of their investment budgets.
This could have an impact on their capacity to spend on public investment projects
in the second half 0of 2020.

IMPACT ON THE MINING SECTOR

The main impact of the coronavirus pandemic on mining has been in terms of
the deceleration of production, particularly copper extraction. Copper exports
in 2019 constituted 50 percent of total mining exports, while gold represented
30 percent.

Aswith oil and gas, the government considers mining an essential sector and has
allowed it to continue operations despite the lockdown. However, most mines have
either suspended their operations or restricted work to core activities with limited
staff. One exception is Yanacocha (a gold-producing mine owned by Newmont
and the Peruvian company, Buenaventura), which has said it will continue with its
operations. This is likely to be due to the demand for gold and rise in gold prices.

Many companies have announced an increase in health safety measures for
workers and the government has issued specific guidelines on the matter. Civil
society continues to express concerns about the health safeguards approved by

the governmentand some mines have faced internal protests by workers concerned
about their health and the increased incidence of COVID-19 cases in mining


https://www.imf.org/external/datamapper/NGDP_RPCH@WEO/OEMDC/ADVEC/WEOWORLD/COL
https://www.imf.org/external/datamapper/NGDP_RPCH@WEO/OEMDC/ADVEC/WEOWORLD/COL
https://www.imf.org/en/Publications/CR/Issues/2020/01/13/Peru-2019-Article-IV-Consultation-Press-Release-Staff-Report-Staff-Statement-and-Statement-48942
http://pubdocs.worldbank.org/en/657071588788309322/Global-Economic-Prospects-June-2020-Regional-Overview-LAC-SP.pdf
http://pubdocs.worldbank.org/en/657071588788309322/Global-Economic-Prospects-June-2020-Regional-Overview-LAC-SP.pdf
https://elcomercio.pe/economia/dia-1/coronavirus-en-peru-como-afecta-la-pandemia-al-sector-petrolero-cuarentena-covid-19-noticia/
https://elcomercio.pe/economia/dia-1/coronavirus-en-peru-como-afecta-la-pandemia-al-sector-petrolero-cuarentena-covid-19-noticia/
https://gestion.pe/economia/falta-de-capacidad-de-almacenar-petroleo-pone-en-riesgo-su-produccion-noticia/
https://desdeadentro.pe/main/al-dia/oleoducto-norperuano-suspende-operaciones
https://gestion.pe/economia/covid-19-perupetro-cuarentena-genero-una-caida-de-us-35-millones-de-ingresos-al-fisco-por-menor-produccion-petrolera-noticia/
https://gestion.pe/economia/covid-19-perupetro-cuarentena-genero-una-caida-de-us-35-millones-de-ingresos-al-fisco-por-menor-produccion-petrolera-noticia/
https://www.gob.pe/institucion/minem/noticias/126773-minem-faculto-a-osinergmin-a-dictar-medidas-que-aseguren-el-suministro-de-combustibles-en-el-pais
https://gestion.pe/economia/empresas-petroleras-proponen-rebajar-tasa-regalias-mitad-110678-noticia/
https://www.bcrp.gob.pe/estadisticas/cuadros-de-la-nota-semanal.html
https://www.bcrp.gob.pe/estadisticas/cuadros-de-la-nota-semanal.html
https://www.infobae.com/america/agencias/2020/03/17/peru-permite-que-mineras-realicen-solo-operaciones-criticas-durante-emergencia-por-coronavirus/
https://tecnologiaminera.com/noticia/covid-19-su-impacto-en-la-mineria-luego-de-tres-semanas-de-cuarentena-1586353658
https://tecnologiaminera.com/noticia/covid-19-su-impacto-en-la-mineria-luego-de-tres-semanas-de-cuarentena-1586353658
http://www.iimp.org.pe/actualidad/coronavirus-por-que-las-empresas-mineras-siguen-operando-en-cuarentena
http://www.iimp.org.pe/actualidad/coronavirus-por-que-las-empresas-mineras-siguen-operando-en-cuarentena
https://www.gob.pe/institucion/minem/normas-legales/475138-111-2020-minem-dm
http://cooperaccion.org.pe/protocolo-de-traslado-de-trabajadores-mineros/
http://cooperaccion.org.pe/protocolo-de-traslado-de-trabajadores-mineros/
https://muqui.org/noticias/trabajadores-de-campamento-de-antamina-protestan-y-exigen-que-les-hagan-pruebas-de-covid-19/
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camps. A report from an independent media outlet forced the large-scale mining
company, Antamina, to confirm that over 200 workers tested positive for coronavirus,
accounting for approximately a third of infections in the Ancash region. By 21

May, 718 mine workers had tested positive for the disease and public concern was
growing about the potential for mining camps to spread the disease in rural areas.

The pandemic has also affected new projects. An example is Anglo American
suspending large projects like Quellaveco, which was in the construction

phase when the pandemic reached Peru. Some 70 percent of upcoming projects

are copper mines. Despite copper losing some value, it is showing signs of recovery.
We expect demand to rebound, directly related to China’s recovery.

As in several other mining countries, there are reports that Peru’s mining sector is
facing shortages of inputs needed to continue or resume mining. In the media and
amongst experts, there is debate about whether the government will introduce
policies to allow mining to get back on track, such as prioritizing the sectors that
supply inputs and services to the mining sector.

IMPACT ON EXTRACTIVE SECTOR REVENUES

The country is dependent on the mining sector, which represents around 60 percent
of exports and 11 percent of tax revenues. Experts estimate that overall production
in the mining sector could fall by 20 percentin 2020. Along with the decline in
copper prices in the early part of the year, we expect revenues from mining to drop.
However, the extent of the reduction is not yet clear given the many variables which
will affect the sector (including changes in prices and production costs, as well as
energy costs).

Oil and gas production have decreased, which has an immediate impact as royalties
are paid monthly. Data from Perupetro (the oil regulator) shows that hydrocarbon
royalties have dropped from $60 million in January and $50 million in February to
$26 million in March. While oil is not a major contributor to Peru’s revenues, this
reduction adds to its fiscal problems. It also has an impact on the budgets of the oil
and gas producing regions that benefit from the royalties paid by companies.

The implications for revenue sharing mechanisms differ between the mining and
the hydrocarbon sectors. Mining revenue transfers to subnational governments in
producing regions (called “mining canon”) are made up of 50 percent of income tax
payments from the previous year. Therefore, the 2020 transfers correspond to the
2019 fiscal year and will not reflect the fall in prices and production yet. Royalty
payments make up most of the oil and gas canon, which is calculated and transferred
on a monthly basis. Therefore, the producing regions are already feeling the effects.
Transfer to regions has been reduced by half compared to before the coronavirus
outbreak.

Overall, although Peru is significantly dependent on its mining sector, several
features of the sector and the wider economy mean that the country’s economy

is somewhat resilient. Peru exports a range of minerals in addition to copper

and gold, including silver, zinc, molybdenum and lead. This limits the impact

of commodity price volatility to some extent. The country is not dependent on

its oil, as noted above. Also, in the past decade, the country has developed other
economic sectors, such as agricultural products, non-traditional fish products and
textiles. Dependence issues are more significant at subnational levels, especially in
producing regions.


https://elgranangular.com/blog/reportaje/mas-de-200-trabajadores-mineros-tienen-coronavirus-en-peru/?fbclid=IwAR2LmenMJgeYR0kyZVbQ5jB3pfoZSlaWsadI_aQg42fiieOpbdbXEqMsxAI
https://gestion.pe/economia/empresas/antamina-revela-que-hay-210-casos-de-coronavirus-entre-sus-trabajadores-noticia/
http://elgranangular.com/blog/reportaje/718-trabajadores-mineros-tienen-covid-19-en-peru/
https://www.reuters.com/article/us-anglo-outlook/anglo-american-to-cut-capex-costs-due-to-coronavirus-impact-idUSKCN2250PI
http://cooperaccion.org.pe/covid19-en-la-cotizacion-minerales/
http://cooperaccion.org.pe/covid19-en-la-cotizacion-minerales/
https://www.mining.com/copper-price-plunges-2/
https://elcomercio.pe/economia/peru/informe-ipe-de-vuelta-a-la-actividad-que-estan-haciendo-los-sectores-para-recuperarse-tras-la-cuarentena-coronavirus-peru-empresas-pesca-mineria-noticia/
https://elcomercio.pe/economia/dia-1/mineria-covid-19-cuanto-habria-perdido-la-mineria-en-los-primeros-30-dias-de-cuarentena-coronavirus-noticia/
https://www.perupetro.com.pe/wps/wcm/connect/corporativo/2af10eca-831d-40c5-b00a-08b9bea29bb2/regalias+anual+2020_03.pdf?MOD=AJPERES&regalias%20anual%202020_03
https://gestion.pe/opinion/petroleo-esquisto-hidrocarburos-en-el-peru-despues-de-la-pandemia-enerconsult-noticia/

IMPACT ON NATURAL RESOURCE GOVERNANCE

On 23 April the country’s executive requested powers from the congress to enact
laws related to tax and financial issues. The announcement was general and did not
refer to specific policies or sectors. If there are any changes to the general tax laws
that apply to all companies, or specifically to the extractive sector, they would not
apply to companies with stability clauses in their contracts. Experts are already
discussing how measures could include companies with such contracts.

Peru remains an active member of the Extractive Industries Transparency Initiative
(EITTI), a global good governance standard for oil, gas, and minerals. Earlier in the
year, EITI granted the country an extension to present its seventh EITI reportin
June 2020 and we expect this deadline may be extended further.

On 10 May the executive passed a decree (DL 1500) related to public and private
investment projects and the measures needed to begin operations in the context of
the coronavirus pandemic. The decree adapts several existing regulatory procedures
to the emergency context, including measures related to citizen participation and
environmental permits and sanctions. These measures apply to all investment
projects. Some civil society organizations (CSOs) have expressed concerns that the
measures imply a reduction of social and environmental standards. The measures
currently appear to be limited to the lockdown period and any subsequent
declaration of an emergency by the Ministry of Health. However, more analysis of
the measures and their implication is needed. In addition to the measures under the
decree, CSOs have expressed concern that government agencies may lack capacity
to monitor environmental compliance in the extractive sector during lockdowns.

LOOKING FORWARD

As stated above, Peru’s main export is copper, which is one of the strategic minerals
in relation to the global energy transition. However, copper demand for energy
transition technology is still limited and these new markets are not expected to lead to
dramatic changes to copper demand in the short term. Peru’s only confirmed reserve
of lithium, another strategically important mineral for energy transition, is in the
Puno department, but problems at the initial exploration phase will likely stall
extraction.

In light of the executive decree DL 1500, referenced above, it will be important to
monitor and assess the actions taken under the auspices of this decree. The risk is
that temporary measures could become permanent.
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