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Monetary Policy Timeline (1988-2003)

1988-1990: Hyperinflation
1990: Stabilization program focused on targeting monetary
aggregates, ending fiscal dominance, and managed floating

1992-1993: Institutional reforms to strengthen the
independence of the Central Reserve Bank of Peru (BCRP)

1994-2001: Transition to an inflation-targeting (IT) regime

Since 2002: Implementation of the IT regime

Since 2003: Adoption of the short-term interest rate as the
operational target



. 1989-1990: Key Issues
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Hyperinflation

External debt default and international isolation

Negative international reserves

Multiple exchange rate system

Extreme capital and exchange controls

Large fiscal imbalance and unsustainable public debt

Minimal financial intermediation after compulsory de-dollarization (1985)
Numerous economic distortions, especially in relative prices

Sharp economic decline

lI. Since August 1990: Stabilization Measures
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Fiscal consolidation and debt reduction

Legal prohibition on BCRP lending to the public sector
Increased BCRP autonomy in the conduct of monetary policy
Shift from fixed exchange rate to managed floating
Elimination of price controls and subsidies

Use of monetary base as nominal anchor

Accumulation of international reserves

Free capital mobility

Halting hyperinflation and gradual inflation reduction



By the end of the 1980s, GDP was contracting at annual double-digit rates;
prices and the nominal exchange rate had soared to hyperinflation levels;
and the current account and fiscal deficits, along with public external debt,
had become unsustainable.

Balance of MNon financial . .
. Exchange . Public sector | International
GDP Inflation payments: Public Sector
rate external debt reserves
Current account balance
Annual percentual variations Percentages of GDP

1980 5.9 60.8 29.6 -2.3 -1.6 29.9 8.5
1981 5.6 727 44.1 -10.5 -8.0 24.2 3.8
1982 -0.2 729 65.7 -9.7 -8.9 27.3 4.3
1983 -10.4 125.1 137.1 -6.4 -11.6 41,6 2.3
1984 3.6 111.5 120.3 -1.6 -7.9 46.7 b.6
1985 2.1 158.3 -99.7 -0.5 -3.7 09.5 10.3
1986 9.4 62.9 40.3 -7.2 -7.8 61.0 a.7
1987 9.7 114.5 779 -7.5 -10.1 B65.5 0.2
1988 -9.4 1722.3 234.2 -8.1 -11.5 96.2 -1.6
1989 -12.3 2775.0 1388.2 -2.4 -11.3 685.7 1.4
1990 -5.0 7649.6 4545.0 -5.0 -8.9 70.4 1.8
1991 2.2 139.2 278.7 -4.5 -2.9 0.8 3.9
1992 -0.5 a6.7 60.8 -5.4 -4.0 59.5 5.6
1993 5.2 39.5 59.1 -7.2 -3.1 53.5 8.0
1994 12.3 15.4 104 -6.3 -2.9 53.3 134
1995 7.4 10.2 2.7 -9.0 -3.4 ar.7 12.9
1996 2.8 11.8 2.8 -6.8 -1.1 45.1 16.0
1997 0.5 0.5 2.0 -6.0 0.1 318 121
1998 -0.4 6.0 10.0 -6.2 -1.0 314 17.0
1999 1.5 3.7 15.5 -8 -3.4 41.5 17.2




Attempts to stabilize the economy using a fixed exchange rate anchor

proved ineffective amid persistent large fiscal imbalances and low
credibility.

Peru: hyperinflation
(12months CPI percentual variations)

Aug-1990; 12 377

¥
3

Jul-1989; 5 549

Apr-1990; 1 903
T
¥
210 |-,
188 |-, \
' \
I . W
12 4
1
Y
]
v
P
'
¥
TTTTT n i Wy WO o Wy s P~ @@ ®Moom o m om0 o oo "+ 4
EEREESSEREEs=2ERREsEeEsEeEEnaeaEE R
g9 335 33 33 3933393 3933 3333933933 3933973 339353
B 53 %8 53f8B 535553855532 586853%8% 553858538
= & O = &S T O = " T O = e T s " T O s e T s e T o s T o



By mid-1987, there were nine different exchange
rates for exports and ten for imports.

Exporting Exchangerate | Exchange rate J Importing Exchange rate Exchange rate
activities (Percentage of | Intis per USD activities (Percentage of Intis per USD
MUC) MUC)

Small and medium 140.7 2241 MUC1 100.0 15.93
scale mining
Large scale mining 100.0 1593 MUC?2 125.5 20.00
(Southern-Cuajone)

MUC 3 156.9 25.00
Other large scale 114.9 18.31
mining MUC 4 207.2 33.00
Energy 117.1 18.66 MUC 5 219 7 35.00
Cotton 132.0 21.02 MUC 6 282 5 45.00
_Sugar, _C_offee fand 125.7 20.03 CBME 394.0 62.77
industrialized fish
Other traditional 119.8 19.09 Consumption 232.6 37.05
exports goods
Non-traditional 168.1 26.77 Intermediate 192.2 30.62
exports goods
Prioritized non- 181.7 28.95 Capital goods 302.6 48.20

traditional exports



Negative International Reserves

Any reserve accumulation resulting from economic recession induced by
partial fiscal adjustments and exchange rate devaluations, quickly
vanished as efforts to anchor the exchange rate were undermined by

ongoing fiscal imbalances.

Peru: International Reserves and Exchange Rate
(Exchange rate Intis per USD; NIR in millions of USD)
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Stabilization Program

1. Fiscal Policy

End of fiscal dominance

Strict public expenditure control (creation of the Cash Treasury Committee)
Support for social programs

Temporary tax on exports (10%) and net worth/insured assets (1%)

* Elimination of tax exemptions

2. Foreign Exchange Market
« Elimination of multiple exchange rates
« Adoption of managed floating

3. Monetary Policy

« Ban of BCRP financing for government spending and development banks
 Introduction of a monetary control regime
« Reduction in the marginal reserve requirement ratio from 80% to 40%
» Liberalization of market interest rates with non-binding caps
4. Price Adjustments
« 3,000% increase in energy prices
* 1,000% increase in utility tariffs (electricity, water, and telephone)
5. Trade Policy

* Removal of quantitative trade restrictions
» Simplification of tariff structure from 38 rates to 3 (15%, 25%, and 50%)
* Elimination of tariff exemptions

6. Elimination of Capital and Exchange Rate Controls

7. External Debt Negotiations




Like other countries in the region, Peru faced hyperinflation during the
1980s.

Bolivia; Sep-1985;

Ja-1984

Hyperinflations in the region
({CPI: 12-month percentual variations)
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Other LAC countries also experienced triple-digit inflation

during the 1980s and beg
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Rationale for Using a Monetary Anchor
to Combat Hyperinflation

« Uncertainty regarding real exchange rate equilibrium due to
significant distortions in relative prices

» Lack of international reserves

» Recent failures of stabilization programs based on exchange
rate pegs

» Uncertainty about the future direction of fiscal policy

 Public understanding of the link between money supply growth
and inflation made it straightforward to communicate the benefits
of monetary control



Stabilization Program: Day One

Peru launched a rigorous adjustment program to
stabilize the economy and correct distortions In
relative prices; e.g., the price of 84-octane
gasoline rose by 3,114%

Gasoline 84-octane 21 000 675 000 3114 %
(Intis per Gal)
Gasoline 95-octane 41 800 1 120 000 2579 %
(Intis per Gal)
Domestic Kerosene 19 000 608 000 3100 %
(intis per Gal)
Propane gas 55 000 1 500 000 2627 %

(Intis per 24 Lbs.)

12



' iled a drastic plan to
“Last night, the government unveile | |
tla_(e:llfle h%/perinﬂation, the heart of the country’s economic
crisis.”

Drastico plan contrg la
hiperinflacion anuncig
ministro Hurtado Miller

B Desaparece el dolar MUCH 1GV 14 ¢

B Impuesto del 10 % a las exportaciones
Alimentos importados sin subsidios

liminan exoneraciones arancelarias

Arancel minimo 10% para importaciones.
Cuota extraordinaria al im uesto patrimonial
Bonificacién de un sueldo a trabajadores
Anulardn nombramientos Y promociones

El goblerno del presidents Al
berto Fujimaori anunci6 anoche un
drastico Programa para combatir
la hlpennﬂacwn. el mis grave y

urgente de los problemas™ que en- GASOL'NA |/ .675,000.00

Juah Catiod hemamas, ingesiero PAN I/. 25,000.00
Gencailibeins o o s, praves BLANCA(Kg.)| V/ .300,000.00
mercado, es decir, de las leyes deo

freata of pai. 1/.330,000.00
Ministerial, ¢l presidente del Con-

cribid un conjunto de politicas,

la oferta y Ia demanda.

LECHE
Acompatado por su Gabinete
Sej0 de Ministros y ministro de FlDEOS |/ .775,000.00
que slfmnun ¢l fin de los contro- AZUCAR
a
Asl el délar, el mds Influyente

precio de 1a economia, flotard, elf.
minando el tipo de camblo del
t:t_réado Unico de Cambios o



".. Each year, 20,000 children die in Peru... the previous
administration is to blame, having run the country with
absurd policies, gross inefficiency, and blatant,

widespread corruption.”

Dando Inicio a una 1
tene intenclones dep:,ll tica que

&1 un mensaje transmitido a
nacional por los medjos de
lon Jm-t‘;o del conjunto de
que desde hoy empiezan a
, tales como el alza del precio de 74
0s -leche, azdcar, pan, fideos- y
Is gasolina; asf como lo referido a
Yotacidn® del dolar, es decir el | s
to de su valor a la oferta y Bt
' ¥ la eliminacién del délar | !
con el cual algunos se han |

Ido indebidamente, segdn
el propio Hurtado Miller. El
también anuncié que el

es responsable, en gran

-prosi,
| medi el gobierno anterior, que

manejé al pafs con polfticas

r”‘ con una grosera ineficiencia y una

corrupeién manifiesta y generalizada®,

Carton Martads Miter.
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Relative Price Correction
As inflation receded and price controls and subsidies were eliminated,
the shift to a market economy allowed relative prices to stabilize,

quickly restoring their role in signaling efficient resource allocation.

1,20
Peru: Volatility of relative prices 1988-1995
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Trade Reform

Tariff reduction and the simplification of the tariff system, along with the

removal of quantitative trade restrictions, liberalized trade and expanded
Peru’s access to global markets.

Peru: Import tariffs structure
(Percentages)
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International Reserve Accumulation
Dollar purchases replaced NDA as source of MO
expansion

- Jul 1990 | Dec 1990 | Feb 1991 | Dec 1991 | Dec 1992
2024

Net 1 304 1 964 84 063
international

reserves

(millions of

USD)

FX position of -1071 -315 -386 -55 319 54 370
the central

bank

(Millions of

USD)

Official 0.057 0.528 0.560 0.970 1.640 3.735
Exchange rate

(Soles per

USD)



Monetary Control

Focus on slowing monetary base growth.

No numerical commitment.

7 650 Monetary base and inflation: 1990-1994

(Logaritmic scale, 12-month percentual variations)
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Base money and consumer prices

(Monthly percentual variations)
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Alternatively, a fixed exchange rate regime (as implemented with the
currency board in Argentina at the time) offered the potential for rapid
Inflation reduction if deemed credible but carried the risk of generating
long-term vulnerabllities.

Inflacién a 12 meses y meses después de adopcidén de régimen
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Real Base Money Recovery

Following sharp declines during hyperinflation, real cash
holdings rebounded within two years of the stabilization
program’s launch.

8.0 Peru: Base money, cash holdingsand reserves
(Real soles of December 1990, in millions)
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Cash holdings as a percentage of GDP began to
rise in 1994 as inflation dropped to 15%.

Base money
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Liberalization of Financial and Capital Markets

o 00391 EF/99
90 EF
& 02" =% o o (0591 EF/9p
Elimination of limits to the &
Unification of the.foreign 8 Feb maximum ammount of
513 :;‘g exch.ange m.arket into a 1991 foreign exchange operations Householdsand firms are
floating regime and elimination of quotas per 12 Mar allowed to hold FX accounts
destination of the FOREX 1991 in the financial system
- -
1990
E
06891 EF * Guarantees domestic
i and international free
trade
* Eliminates exclusiviness
26 M 11 Sep of public or private
ar 1991 sector for any activity
1991 * Guarantees free FX
holding
-

* People are free to hold FX
* Elimination of the forcefull
delibery of exports
proceeds to the central bank
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Following the stabilization program’s launch, FX deposits in the financial
system grew steadily due to capital repatriation. The political events of

April 1992 triggered sudden capital outflows, which reversed after the
announcement of new congressional elections.

Foreign currency deposits in the local banking system
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Financial Intermediation Recovery

Following economic stabilization and the removal of capital and
exchange controls, financial intermediation recovered, driven by FX
deposits linked to capital repatriation.

Broad money
(Percentages of GDP)
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Financial Intermediation Recovery
With funding from dollar deposits, financial intermediation recovery was
supported by FX lending.

Total lendings
(Percentages of GDP)
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Final Comments

T

= Central bank policies have evolved over time, and the learning
process continues. Each crisis and shock brings unique
challenges.

= The managed floating regime enables the exchange rate to act
as a key shock absorber.

» Fiscal policy has been essential in preserving macroeconomic
stability.

= Market participants exhibit “rational inattention” towards inflation.

= The main challenge is to boost potential GDP growth and avoid
the middle-income trap. Key priorities include reducing labor
market informality, enhancing infrastructure, developing financial
markets, and strengthening institutions and governance.
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