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PPIAF Helps Peruvian Sub-Nationals Tap
Financial Markets
PPIAF’s Sub-National Technical Assistance (SNTA) program is helping sub-national government
entities in Peru raise market-based ﬁnancing for much needed infrastructure investment. Since
2008, SNTA has assisted eight regional and municipal entities by facilitating credit ratings,
implementing ﬁnancial assessments and coaching, supporting transaction preparation, and
helping the central government monitor and evaluate the ﬁnancial health of local authorities.
As a result of SNTA support, the Municipality of Lima has signed two signiﬁcant ﬁnancings for
investment: a $70 million commercial bank loan with BBVA Banco Continental in April 2010—and
a subsequent $120 million (local currency PEN$360 million) loan with BBVA and Scotiabank,
signed in November 2013. The SNTA technical assistance also helped the Regional Government
of Arequipa obtain a $10 million commercial bank loan in January 2011 to ﬁnance a regional road
rehabilitation project.
Until 2002, Peru was one of the more centralized countries in Latin America. The government’s approach to
ﬁscal decentralization was a cautious and gradual one. However, a policy shift in 2002 led to the passage of the
Decentralization Framework Law, which established the guiding principles of a political and ﬁscal decentralization
process.
Because of the limited authority of sub-national governments to raise tax revenues and the absence of a subnational debt market, local governments in Peru rely heavily on government transfers for both operating and capital
expenditures. Regional governments, in particular, have no authority to levy taxes and hence rely almost fully on
central government transfers for both operating expenditures and investments. Municipalities ﬁnance a higher
percentage of their expenditures from their own sources (e.g., property tax, real estate transaction tax, various fees,
sale of goods and services, etc.), but have no authority to set local tax rates and rely heavily on government transfers
for capital expenditures.
Local governments are exploring options to better leverage their resources in order to meet large infrastructure
investment needs. Currently, borrowing accounts for only 1% of such investment funding, with virtually all of that in
Lima. Commercial banks restrict their activities to ﬁnancing working capital for a small number of local governments.
To date, the only sub-national bonds issued securitized Lima’s toll road revenues, allowing for greater investment in
roads.
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The program with Lima is a good example of the impact a sustained
technical assistance can bring and the importance of ﬂexibility
in the designing tailored support to our clients. The most recent
activity with Lima was related to the structuring of a sizeable bond
issuance for the municipality. PPIAF-SNTA provided assistance with
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DONOR COORDINATION
SNTA activities complemented on-going work in Peru by several
donors and international ﬁnance institutions, including work by the
United Nations on water utility ﬁnancing, successful efforts by the
International Finance Corporation (IFC) to establish a sub-national
guarantee facility in 2008, and funding from the World Bank to the

attract international investors to a local currency bond. Unfortunately

central government for projects executed by regional authorities.
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RELATED PPIAF-SNTA ACTIVITIES IN PERU

summer of 2013 there was a sudden volatility related to the perceived
likelihood of withdrawal of quantitative easing policies in the United
States. As a result, Lima was not able to get the terms it required
from the investor base. The municipality then proceeded to access
the local banking market for a PEN$360 million loan, using a similar
structure as security and achieving a favorable interest rate of 6.7% on
the facility. The proceeds were allocated to debt consolidation ($92
million) and socially inclusive infrastructure projects ($268 million).

• 2008-2009: Access to Commercial Banks and Capital Markets
(Phase I and Phase II), $855,072
• 2010: Strategic Plan for the Universal Service Fund, $75,000
• 2011: Technical Assistance to the Metropolitan Municipality of
Lima, $350,000
• 2011: Technical Assistance to Peruvian Water Utilities, $75,000
• 2011: Creditworthy Municipal Public Banks, $275,000

Footnote
1 This is an update of a story published in November 2011.
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PPIAF is a multi-donor trust fund that provides technical assistance to governments in developing countries
to develop enabling environments and to facilitate private investment in infrastructure. Our aim is to build
transformational partnerships to enable us to create a greater impact in achieving our goal.
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