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Preface
The Republic of Peru has experienced notable economic growth in recent years. Between 2005 and 2015 Peru’s gross domestic product grew by an annual average of 5.8%, owing to a combination of macroeconomic stability, openness to trade and growing inflows of foreign direct investment attracted by the country’s wealth of natural resources and high commodity prices. Despite the marked significance of this growth phase, the challenge that remains is to transform that growth into more inclusive and sustainable economic development. 
Peru is a multicultural and megadiverse country with abundant ecosystems and natural resources and an age-old tradition of managing its resources sustainably. However, the increasing pressure of the extractive industry, unplanned urbanisation and deforestation are threatening both this natural heritage and the wellbeing of the Peruvian people, undermining what could be the foundations of solid long-term growth. 
The country’s high vulnerability to environmental changes, particularly those caused by climate change and extreme weather events such as El Niño, poses additional challenges to the development model. It is therefore ever more necessary to develop an institutional environmental strategy to ensure that economic progress goes hand in hand with proper environmental protection and that costs and benefits are shared fairly. That strategy must also promote the sustainable use of the natural heritage and anticipate environmental changes in order to help boost resilience. 
During the period under review—from the early 2000s to the present—significant progress has been made towards this end: the legal framework and environmental institutions have been strengthened, information systems have been improved, management tools that integrate economic and environmental components have been applied and progress has been made in defining a green growth strategy. Efforts made in environmental education, promoting citizen participation and access to justice on environmental matters are contributing to a more aware and active society in support of sustainable development. 
Continuing to promote sustainable growth requires a State commitment to actively incorporate environmental protection into economic and sectoral policies, building synergies with environmental policy. Peru has good environmental indicators, including moderate waste generation, a small vehicle fleet and a limited contribution to climate change. This situation may make it easier to promote the changes needed to achieve sustainable development. 
The aim of this environmental performance review is precisely to help Peru assess its progress towards achieving its environmental goals, enrich and ensure that the necessary policy dialogue continues uninterrupted, promote better accountability and deepen the awareness of all actors involved in the economic and social development of Peru. The 66 recommendations included in this study target some of the country’s main environmental challenges:
	Continue to strengthen environmental institutions and environmental management systems at all levels, and ensure the effective implementation of environmental protection policies.

	Ensure that the green growth strategy is a central pillar of development that involves sectoral ministries and makes them responsible for the environmental impact of their policies. 

	Promote greater use of economic instruments for environmental management, particularly environmental taxes, and eliminate damaging subsidies.

	Ensure better environmental management in the extractive industries, tackling informality, improving the handling of chemical and dangerous substances and combating their negative effects on biodiversity and ecosystems. 

	Incentivise the sustainable use of the country’s rich natural heritage and the opportunities it generates for eco-innovation and the development of new economic sectors. 

	Continue strengthening information systems, education, participation and justice in environmental matters with a view to raising awareness of sustainable development throughout the country.


This review has been prepared by the Economic Commission for Latin America and the Caribbean (ECLAC) and the OECD, and it benefited from the constructive dialogue between Peru and the countries participating in the OECD Working Party on Environmental Performance. This joint effort helps to build awareness of the situation in different countries and facilitates continuing collaboration both among countries and with ECLAC and OECD, especially in the current framework of the 2030 Agenda for Sustainable Development and the Paris Agreement on climate change, which urge the international community to work decisively towards sustainable development and the common well-being of all people.
Alicia Bárcena
Executive Secretary
Economic Commission for Latin America and the Caribbean (ECLAC)
Ángel Gurría
Secretary-General
Organisation for Economic Co-operation and Development (OECD)

Foreword
This is the first Environmental Performance Review of Peru. It is the result of the joint work of the OECD and United Nations Economic Commission for Latin America and the Caribbean (ECLAC). Environmental Performance Reviews aim to help member and partner countries improve their individual and collective performance in environmental management by: 
	helping individual governments assess progress in achieving their environmental goals; 

	promoting continuous policy dialogue and peer learning; and 

	stimulating greater accountability from governments towards each other and public opinion. 


Progress in achieving domestic objectives and international commitments provides the basis for assessing the country’s environmental performance. Such objectives and commitments may be broad aims, qualitative goals or quantitative targets. A distinction is made between intentions, actions and results. Assessment of environmental performance is also placed within the context of Peru’s historical environmental record, present state of the environment, physical endowment in natural resources, economic conditions and demographic trends. 
The team that prepared this review comprised the following experts: Angélica Romero (Ministry of Foreign Affairs, Chile), Alejandra Salas (Ministry of Environment, Chile), Lothar Winkelmann (Federal Institute for Geosciences and Natural Resources, Germany), Ainhoa Pérez and Alicia Pollo (Ministry of Agriculture, Food and Environment, Spain), and Gérard Bonnis (Environment Directorate of OECD). The following ECLAC staff members also participated in the review: Guillermo Acuña (Office of the Executive Secretary), Claudio Bonacic, Carlos de Miguel, José Javier Gómez, Mauricio Pereira and Joseluis Samaniego (Sustainable Development and Human Settlements Division), Germán González (consultant) and Adrián Rodríguez (Division of Production, Productivity and Management). Elvira Berrueta-Imaz, Carla Bertuzzi and Clara Tomasini from the OECD and Karina Martinez from ECLAC provided editorial and statistical support. The review also benefited from the co-operation of Ivana Capozza and Nathalie Girouard from the OECD Environment Directorate. 
The OECD and ECLAC are indebted to the government of Peru for its co-operation in providing information, for the organisation of the review mission to Lima and for facilitating contacts both inside and outside government institutions. 
Thanks are also due to all those who helped in the course of this review and to the representatives of countries participating in the OECD Working Party on Environmental Performance, which discussed the main findings and recommendations of this review at its meeting on 9 March 2016. 
Financial support was received from the Federal Ministry of the Environment, Nature Conservation and Nuclear Safety of Germany (BMUB), the Federal Ministry for Economic Co-operation and Development of Germany (BMZ), through the German Agency for International Co-operation (GIZ) in Peru, and the United Nations Development Account.
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Executive summary
Peru’s rich natural heritage is coming under increasing pressure
Peru is a megabiodiverse country, with a variety of tropical and subtropical climates, the Humboldt current flowing along its coast, the Andes mountains running from north to south and the Amazon in its eastern part, all of which give it a great diversity of ecosystems and natural wealth. Peru has the second largest extent of Amazon forest and more than half of its surface area is forested. Peru is also the world’s largest single species fisheries producer (anchovies) and has huge reserves of ores and hydrocarbons: it is Latin America's largest gold producer and the world's third largest producer of copper. The country is experiencing a remarkable economic growth thanks to macroeconomic stability, trade and investment openness and natural-resource-based exports. However, it has failed to resolve its acute social inequality and the pressures on its biodiversity and ecosystems. Moreover, Peru is highly vulnerable to environmental changes, particularly those related to climate change and extreme events such as the El Niño phenomenon.
Despite significant progress, urbanisation processes (such as the Lima-Callao conurbation, which is home to almost 10 million people) testify to unmet needs in relation to drinking water and sanitation provision, air pollution, urban transport, and treatment and disposal of waste, especially hazardous waste. Although Peru's greenhouse gas emissions and intensity are low thanks to the availability of hydroelectric power and natural gas, it does produce significant emissions from deforestation and land use change. 

Notable progress in the field of environmental law and institutions that require effective implementation.
The Peruvian Constitution recognises the right to live in a healthy environment. Progress made in the 1990s, such as the promulgation of the Environment and Natural Resources Code in 1990 and the establishment of the National Environment Council (CONAM) in 1994, paved the way for the development of a significant body of environmental protection legislation, which culminated with the General Environment Act of 2005 and the establishment in 2008 of the Ministry of the Environment. Subsequently, the assumption of powers by the environmental authority, previously in the hands of sectoral authorities, the decentralisation of environmental powers to subnational and local authorities, and the development of  environmental compliance and certification institutions marked a period of efforts to foster cross-sectoral co-ordination and the effectiveness. However, the pressures exerted by sectoral aspirations on compliance and certification systems that have yet to be fully consolidated, together with uneven regional and local resources and capacity development, have hampered proper environmental stewardship by environmental institutions, as have significant gaps in land-use planning and in the formalisation of land ownership. Henceforth, special attention will have to be paid to effective implementation of policies and legislative frameworks.
In Peru, access to environmental information is guaranteed by the Transparency and Access to Public Information Act. In addition, the country has made efforts to develop an integrated national environmental information system, has taken significant steps to strengthen environmental citizenship and participation and guarantees prior consultation of indigenous communities regarding activities in their territories by law. There is still room for improvement in public participation, especially in environmental impact assessment processes. Significant progress has also been made in relation to environmental justice, with the creation of a special prosecutor for environmental crimes, specific prosecutors within the Public Prosecutor's Office and district courts in this area. However, environmental information still suffers from major gaps, heterogeneity, dispersion and lack of consistency, which affects policymaking and informed participation. Moreover, the large number of socio-environmental conflicts existing in Peru may reflect citizens' limited ability to influence environmental decision-making. The large number of resulting disputes speak to the need to improve the capacities and co-ordination of the justice system.

Achieving an environmentally sustainable and socially inclusive growth model remains a challenge
Peru is well aware of its economic dependence on natural resources and the welfare effects of environmental costs, and has embraced the concept of green growth and undertaken commitments to reduce greenhouse gas emissions in the framework of the Paris Agreement. Furthermore, the country is party to the international conventions on environmental matters and participates actively in regional co-operation efforts. Yet there is still a lack of consistency between development policies, plans and strategies, on the one hand, and environmental targets, on the other; there are failures of co-ordination, both horizontal and vertical, among the various government institutions; and there are problems in reconciling investment promotion measures with efficiency and effectiveness in environmental protection policies. 
Peru’s environmental policy is based mainly on regulation and oversight measures, but makes limited use of economic instruments. The success of this strategy requires stronger enforcement and compliance processes. Moving towards a greener growth model will require a more robust system of market incentives that raises environmental considerations higher in the tax system. Environmental tax revenues are very low and tax collection from the exploitation of natural resources could be higher. In addition, there is no way to finance environmental infrastructure while user charges remain below the cost of service provision. Despite continuous growth, public spending on the environment is still too low for the authority to discharge its responsibilities properly and to promote investment in environmental infrastructure taking into account social considerations and territorial disparities. The analysis of the environmental impact of public expenditures and subsidies offers an opportunity to undertake green reforms. 

There are numerous unmet needs in relation to environmental infrastructure
Peru’s strong economic growth has helped to close gaps in basic environmental infrastructure services, particularly in urban areas, where drinking water coverage has risen to over 90% of the population and sanitation to over 80%. However, in rural areas the backlog is significant. Despite efforts, considerable investment is still needed to provide universal access to safe water and improved sanitation structures and wastewater treatment. Furthermore, while per capita waste generation is still low in Peru, the infrastructure for disposing of it is inadequate and is concentrated in the capital and other major cities. Large investments are needed for the treatment and recovery of solid and hazardous waste, as well as for its proper disposal.
With the population so highly concentrated in urban areas, much stronger mechanisms are required to monitor, control and mitigate negative impacts on the environment and health. Most major cities suffer from congestion problems, even though the motorisation rate is still very low compared with the OECD countries. These problems are exacerbated by unfettered urban sprawl. More must be done to support urban development master plans emphasising more sustainable transport and aligned with national infrastructure investment. In addition to improving fuel quality, it is essential to develop infrastructure for air quality monitoring networks, given that only partial information is available at present.
Assessment of the environmental impacts of public investment, strengthening of the system of environmental permits and the systematic expansion of strategic environmental assessments in key policies, plans and programmes and, particularly, in the areas of energy and transport, are all tools that will contribute to improving the design and alignment of incentives for a green growth strategy.

Significant efforts are needed in relation to solid waste management and control of chemicals
Peru generates less than half the municipal solid waste per day per capita than the OECD average, which stands in contrast to its poor infrastructure for disposal and treatment. Almost half of all solid waste is improperly disposed of in illegal landfills, by uncontrolled burning or in water courses and the ocean. High tax arrears constrain waste collection by municipal authorities and limit their ability to make the necessary investments in proper collection, treatment and final disposal of waste. Rates need to be devised to guarantee municipal collection and cover the cost of services, while taking due account of social considerations. There have been positive developments: the General Solid Wastes Act seeks to ensure the proper management of waste and the Ministry of the Environment has implemented programmes and projects to support municipalities in modernisation schemes, waste separation at source, selective waste collection and investment in comprehensive waste management, although much remains to be done in terms of awareness-raising and separation at source, reuse and recycling. Certain steps have already been taken to extend the responsibility of producers in respect of electrical and electronic waste, but these need to be further developed. There is little information and only limited traceability with respect to non-municipal waste, which is handled by sectoral authorities. 
Imports and the use of chemical substances have both grown considerably, but the information to manage them properly is lacking. The use of pesticides in agriculture and of substances harmful to the ozone layer in industry is subject to controls under the Stockholm Convention on Persistent Organic Pollutants, the Vienna Convention for the Protection of the Ozone Layer and the Montreal Protocol on Substances that Deplete the Ozone Layer. Although Peru already has policies of a general nature, it would be advisable to improve the specific regulatory framework for chemicals in order to take into account their life cycle and to include prevention and risk management. Inter-institutional co-ordination and greater investment in the environment, health and agriculture are essential to strengthen oversight and risk management. Peru is implementing a Pollutant Release and Transfer Register; however, the identification, registration, determination of origin and location of chemicals and hazardous substances and products, particularly in the case of those imported without a tariff heading, remain a challenge. There is also room to improve port surveillance infrastructure, including the management and monitoring of product entry. 
Peru's ratification of the Minamata Convention on Mercury represents an important step in its efforts to reduce the emission and release of mercury, particularly in small-scale and artisanal mining, but it is essential to tighten regulation and control and tackle illegal mining. The laws regulating mine closure and environmental liabilities address mining-related risks to human beings and the environment. Although Peru keeps an inventory of mining-related environmental liabilities, only 10% of these have remediation instruments.

The use of natural resources and green markets offer multiple opportunities for sustainable development
Peru has a number of different eco-regions, which are home to 84 of the 117 types of biomass recognised in the world, as well as rich and varied marine ecosystems. Cultural and ethnic diversity enshrines valuable traditional knowledge regarding the uses and properties of flora and fauna species and genetic resources. Peru’s agro-biodiversity is among the richest in the world, and represents one of its most valuable natural and cultural assets. On the other hand, nature tourism has become an increasingly important activity in the country. 
Peru’s rich ecosystemic, genetic and biological heritage offers opportunities for eco-innovation, biotrade, ecotourism, gastronomy, traditional medicine and the development of new niches of international competitiveness that Peru is tapping more and more. To reap the benefits of this economic potential, Peru must fully take these elements on board in research and development policies, managing scientific and traditional knowledge by fostering the development of knowledge hubs and new market niches, and building approaches that take into account the state of ecosystems and strengthen payment for environmental services. 


Part I. Progress toward sustainable development



Chapter 1. Background and key environmental trends

This chapter provides an overview of Peru’s main achievements and remaining challenges on the path towards green growth and sustainable development. Drawing on indicators from national and international sources, it assesses the state of the environment and natural resources and key environmental trends, focusing on the period since 2003.




1. Introduction

This chapter presents some of the environmental trends observed in Peru between the years 2003 and 2013, the period analysed in this assessment. It also highlights the main achievements and remaining challenges on the road to green growth and sustainable development. This chapter is based on indicators from national and international sources, and takes as its point of reference the OECD Green Growth Strategy (OECD, 2011). After a brief description of Peru’s physical features and its socioeconomic context, the chapter outlines the principal environmental tendencies and, in particular, the progress that has been made in the efficient use of energy and natural resources and in enhancing environmental quality. This chapter is intended to establish a baseline for the subsequent chapters, which will evaluate whether the application of environmental policies in Peru has succeeded in influencing these trends, and whether their objectives have served to create economic opportunities. It also presents the main conclusions and recommendations, and sets them in context.

While Peru’s economy is the seventh largest in the region, in recent years it has demonstrated a dynamism that has made it the region’s second fastest-growing economy over the years 2003-2013. The main engines driving this growth are the combination of domestic macroeconomic policies and favourable external conditions linked primarily to rising commodity prices.

The socioeconomic progress of recent decades has been reflected both in per capita incomes, which have risen by more than 60%, and in the poverty rate, which fell from 52% to 24% in 2013.1 Yet the country still faces a great challenge in terms of various dimensions of well-being, which betray persistent inequality and widespread labour informality. Moreover, the growing middle class is placing new pressures on public services such as education, health and transport (OECD, 2015).

Peru’s environmental performance must be analysed from the viewpoint of a middle-income country that is experiencing significant economic growth based on the exploitation of renewable and non-renewable natural resources such as fisheries, metal mining and hydrocarbons. Along with its great wealth of mineral deposits, the country has abundant water resources (although distribution is uneven) and a broad and rich biodiversity that places it among the world’s leading mega-diverse countries. It has the second largest forested area in Latin America, abounds in ecosystems, species and genetic resources and has a rich cultural heritage. 

Over the last decade the country’s environmental institutions have been strengthened through the adoption of the General Environment Act of 2005 and subsequent creation of the Ministry of the Environment (MINAM), the Peruvian National Protected Areas Service (SERNANP) and the Agency for Environmental Assessment and Enforcement (OEFA) in 2008. Also to be noted is the establishment of the National Service of Environmental Certification for Sustainable Investments (SENACE) in 2012.



Box 1.1. Peru: physical, economic and social context

Physical context

Peru has the third largest land area among South American countries, covering 1 285 215.6 km² in the western part of the region and to the south of Ecuador. It has 7 062 km of land boundaries, including those to the north with Colombia and Ecuador (1 494 km and 1 529 km respectively), to the east with Brazil (2 659 km), to the south-east with Plurinational State of Bolivia (1 212 km) and to the south with Chile (168 km). To the west lies the Pacific Ocean, with a coastline of 2 414 km. The country is exposed to various risks associated with natural phenomena such as earthquakes, tsunamis, flash flooding, landslides and volcanic activity.

The country’s relief is highly varied, with zones of difficult accessibility. The three main geographical regions are: (i) the coastal region, covering 12% of the territory, characterised by extensive plains with dry and sandy soils; (ii) the Sierra, covering 28% of the territory, which has a sharply accentuated and varied relief dominated by the Cordillera of the Andes, where the highest point of elevation is the Nevado Huascaran (6 768 metres above sea level); and (iii) to the east, the Amazon Selva or forest zone, which covers 60% of the national territory, divided into the Selva Alta (High Forest) and the Llano Amazónico (Amazon Lowlands), and is characterised by its slopes and plains.

There are three major watersheds or hydrographic regions: the Pacific, the Amazon, and the endorheic or closed basin of Lake Titicaca. These regions embrace 159 hydrographic basins (lakes, lagoons, rivers and swamps). The Amazon watershed contains around 98% of the available surface water. The rivers of the coastal region are characterised by their steep slope and short length, their heavy transport of sediments and their irregular discharges. The rivers of the Sierra are located in narrow valleys, with heavy erosion in the basins and with the potential for hydrological development, while the rivers of the Selva are wide and mighty, with little incline and with long and winding courses. The longest rivers are the Camaná (375 km) and the Chira (334 km), while those with the greatest flow are the Santa (177 m³ per second) and the Tumbes (123 m³ per second).

Peru has tropical and subtropical climates, and microclimates influenced by the presence of the Humboldt Current, the Cordillera of the Andes and the Amazon River. The prevailing climate of the coastal zone is arid. The Sierra presents a varied climate, due to its different levels of elevation, with low temperatures frequent in the heights of the Andes. The climate in the Amazon basin is hot and humid with abundant rainfall.

The country has numerous ecosystems that are distributed across the length and breadth of the land. The main continental ecosystems are the tropical forests, the dry forests and the fragile ecosystems. This variety has produced conditions whereby Peru is considered one of the 17 mega-diverse countries. At least 20 375 species of flora have been counted, along with 523 mammals, 147 birds, 446 reptiles and 1 070 marine fish. The country also contains 84 of the planet’s 117 life zones.

[image: graphic]

The economy

The Peruvian economy is the seventh biggest in Latin America and the Caribbean, and its great dynamism makes it the second fastest-growing in the region. GDP rose at an annual pace of 6.4% between 2003 and 2013, above the average for the OECD and for Latin America and the Caribbean. Per capita GDP rose on average by 5% over the same period per capita income was, on average, one quarter of the OECD level for the period 2003-2013. The income gap has diminished, thanks to higher labour productivity and higher employability rates for a growing workforce (World Bank, 2011).

Peru’s growth has been steady, with a slight slowing in the year 2009 due to the global economic crisis. During the period of analysis GDP nearly doubled. GDP growth for 2015 is estimated at 3.6%, driven primarily by the mining industry (ECLAC, 2015a).

The manufacturing share of GDP rose from 33% in 2003 to 37% in 2012, above the OECD average of 24%. The share of services in GDP is 56%, and agriculture represents 7%. The agriculture sector accounted for 25.5% of the economically active population in Peru in 2013 (ECLAC, 2013).

One of the biggest contributors to the economy is the oil and mining sector, which accounted for 12.1% of GDP in 2013. More specifically, crude oil and gas extraction and related services contributed 2.7%, and mining and related services 9.4% (INEI online statistics).

Trade in goods and service rose from 37% to 49% of GDP, and while it remains below the OECD average it has reached proportions similar to the average for Latin America and the Caribbean. Peru’s most important trading partners are the United States and China. The principal export products are copper and gold, which together represent 40% of the value of Peruvian exports. The main imports relate to commodities and intermediate goods such as fuels, lubricants and pharmaceutical chemicals. Imports of capital goods such as industrial machinery are also significant.

Total investment averaged 22% of GDP over the period under analysis. Private investment is very high and represents 17% of GDP (World Bank, n/d).
...
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