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Date of Appraisal 
Authorization 

October 30, 2010 
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I. Key development issues  
Peru, located in the west central portion of South America’s Pacific coast, is the fourth largest 
country in the region after Brazil, Argentina and Mexico. It spans over 1.28 million square 
kilometers with a population of 28 million and a population density of 22 inhabitants per square 
kilometer.  With a GNI per capita of US$3,450 in 2008, Peru has one of the best performing 
economies of Latin America (GDP growth at 7.7 percent, 8.9 percent and 9.8 percent in 2006, 
2007 and 2008, respectively).  Even during the current financial crisis, Peru remains one of the 
few countries whose GDP growth is not expected to contract in 2009, but to increase by 
approximately 1 percent.   
 
Sustained economic growth over the last six years has had a positive impact on reducing poverty 
and creating jobs, but poverty (52 percent nationally in 2008) and inequality still remain a major 
concern.1 According to the 2005 Peru Poverty Assessment, there are several reasons for the 
continuation of poverty despite healthy macro-economic growth rates.  First, growth has been 
driven principally by capital-intensive industries, particularly commodity extraction, which has a 
low demand for labor and hence a low direct impact on poverty. Second, growth has historically 
been very volatile in Peru.  The volatility over the last 10 years is even more pronounced over 
the last 30 years; with per capita income levels only now returning to the levels of the 1970s.  

1 However, the economic recovery since 2001 had a strong positive impact in reducing extreme poverty (from 24.4 
percent in 2001 to 19.2 percent in 2004). 
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The national poverty rate masks important differences across urban and rural areas and across 
regions. Poverty levels are significantly higher in rural areas, particularly the Sierra region 67.7 
percent vs. 19.4 percent in Lima in 2007.   

 
The World Bank’s Country Partnership Strategy (CPS) for 2007-2011 with Peru is designed to 
support the country’s efforts to increase economic growth and make headway in the fight against 
poverty. It backs up the government reform plan that seeks to strengthen fiscal management and 
ensure a favorable environment for the development of Peru’s private sector, focusing on two 
main areas: efficiency and quality of public spending, as well as improved competitiveness. The 
rural electrification activities proposed in this operation are consistent with one of the main 
pillars of the CPS, social development.  
 
The 2007 census indicated that approximately 74 percent of all households in Peru had access to 
electricity.  However, there are wide disparities among different regions.  The Census indicated 
that only 29.5 percent of all rural households had electricity access, one of the lowest levels 
among Latin American countries and particularly low for a middle-income country.  There is 
also a wide disparity in electrification by regions, for example, poorer, more isolated, rural areas, 
such as Cajamarca, have about 40 percent overall electrification rates while more affluent, urban 
areas, like Lima, have nearly 100 percent coverage. Finally, there has been limited progress in 
addressing the electricity demand of isolated areas (off-grid), and developing renewable energy 
technologies.  This is an especially important gap because MEM estimates that more than 
300,000 isolated and dispersed rural households in Peru can only be reached with renewable 
energy, mainly PV systems. Lack of electricity in rural areas together with lack of access to other 
infrastructure results in a lower quality of life, poor medical care and education, and limited 
opportunities for economic development. 
 
Rationale for Bank Involvement 
The Bank and GEF-assisted Rural Electrification (RE) Project (US$144 million of which US$50 
million is IBRD, and US$10 million GEF), currently being implemented by MEM, is 
contributing significantly to meeting the Government’s goal of reducing the electrification gap. 
The Project was approved in February 2006 and became effective in August 2006.  While the 
Project was first implemented by an independent Project Executing Unit within the Ministry, in 
December 2007, its management unit became the Directorate of Competitive Funds (DFC), 
operating in parallel with the Directorate of Projects under the General Directorate of Rural 
Electrification (DGER/MEM).     
 
Given that more than sixty percent of the IBRD funds for the RE Project already have been 
disbursed, seventy percent of all the funds are committed, and the rest are expected to be 
committed by early 2010, the Government of Peru has requested an additional US$50 million of 
IBRD financing for the proposed Second Rural Electrification Project, which would continue 
and expand the activities of the Rural Electrification Project.   
 
II. Proposed Objectives 
The development objective of the proposed Second Rural Electrification Project would be the 
same as for the first operation, to increase access to efficient and sustainable electricity in rural 
Peru. This would be done through: (a) investments in sub-projects to provide electricity services 
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to rural households, businesses and public facilities that currently do not have any electricity, 
including schools and health clinics, through the use of conventional grid extension and 
renewable energy sources; and (b) technical assistance to support rural electrification and 
renewable energy.  
 

III. Preliminary Description 

Lending Instrument. The Second RE Project would be a Specific Investment Loan (SIL) in the 
amount of a US$50 million loan from IBRD.   
 
Components. The Second Rural Electrification Project would be structured around the following 
three major components: (a) investment in rural electrification sub-projects by electric 
distribution companies, supported by central government subsidies, to provide new electricity 
connections using both conventional grid electricity or renewable energy systems that would 
serve dispersed or remote populations; (b) technical assistance to build capacity for rural 
electrification, as well as promotion of renewable energy; and (c) project management.  
 
Component 1: Rural Electrification Sub-projects.  This component would provide electricity 
services to households, health centers, schools and community centers throughout Peru, using 
grid extension or renewable energy. The same financing mechanisms would be used as in the 
first project.  Incentives would be provided to partially finance the capital costs of electricity 
access projects implemented by service providers, which are usually electricity distribution 
companies.   
 
Component 2: Technical Assistance for Rural Electrification and Renewable Energy.  This 
component would focus on TA for renewable energy for rural electrification and supply to the 
grid, especially using small hydropower, including activities such as: development of appropriate 
policies, regulations and incentives; support for the development of MEM’s capacity to promote 
and manage rural electrification and renewable energy; cost-sharing preparation of proposals and 
feasibility studies for renewable energy investment projects; and resource assessments. 
 
Component 3: Project Management.   This component would support the overall management 
of the proposed Project. It comprises three sub-components: 

a. Project management and administration (procurement and financial management);  

b. Technical unit to evaluate investment sub-projects; and 

c. Monitoring and evaluation (M&E) including safeguards. 
 

Implementation Arrangements. The project will be developed and implemented by the 
Directorate of Competitive Funds within the Directorate General of Rural Electrification MEM.  
The activities proposed for this second project are essentially the same as two of the original 
Project’s components and can thus be implemented within the same organizational, technical and 
administrative structure as the current operational Project.   
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IV. Safeguard Policies that Might Apply 
 

Safeguard Policies Triggered by the Project Yes No 

Environmental Assessment(OP/BP/GP4.01) [X] [ ] 
Natural Habitats (OP/BP 4.04) [X] [] 
Pest Management (OP 4.09) [X] [] 
Cultural Property (OPN 11.03, being revised as OP 4.11) [X] [] 
Involuntary Resettlement (OP/BP 4.12) [X] [ ] 
Indigenous Peoples (OD 4.20, being revised as OP 4.10) [X] [ ] 
Forests (OP/BP 4.36) [ ] [X] 
Safety of Dams (OP/BP 4.37) [X] [ ] 
Projects in Disputed Areas (OP/BP/GP7.60)* [ ] [X] 
Projects on International Waterways (OP/BP/GP7.50) [ ] [X] 

V.  Tentative Financing 
Source: ($m.) 
BORROWER/RECIPIENT 50.00 
INTERNATIONAL BANK FOR RECONSTRUCTION AND 
DEVELOPMENT 

50.00 

 Total 100.00 
 
VI. Contact Points 

Contact: Susan V. Bogach 
Title: Sr Energy Econ. 
Tel: (202) 458-2689 
Fax: (202) 676-1821 
Email: Sbogach@worldbank.org 

* By supporting the proposed project, the Bank does not intend to prejudice the final determination of the parties’ claims on the 
disputed areas 
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