[bookmark: _GoBack]


Assignment 1 - Business Report – Country Analysis: Peru

This sample of assignment 1 is from a former student of Busi 2701.  It is provided to give you an idea of how this report should be structured.  While it is well done, it is not perfect so please ensure that you read the assignment guidelines and rubric carefully as your assignment will be graded based upon the guidelines and rubric.
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Executive Summary: 

After analyzing the benefits versus the risks associated with the Peruvian economy, I would recommend expanding and establishing a presence in Peru. The Peruvian economy is growing at a tremendous rate due to political reform, free-trade goals, trade agreements with key partners, and an abundance of natural resources. FDI and GDP are increasing at fast rates and this has led to recent improvements in social and human development in the country. This will lead to a more skilled workforce in Peru in the future. Peru has put itself on the path to reach the next level as a more significant global player and has yet to reach its full potential.
Country Description:

DEPENDING ON THE COUNTRY, YOU WILL NEED TO FURTHER EXAMINE IN MORE DEPTH IT’S MACRO ENVIRONMENT – For e.g. IF ANY CULTURAL TRENDS, POLITICAL INSTABILITY, DISTRRIBUTION INFRASTRUCTURE, ETC. MIGHT AFFECT INTERNATIONAL BUSINESS OPERATIONS

The Peruvian economy is currently the 41st largest in the world with a GDP of $325 billion.[endnoteRef:1] Peru has seen tremendous GDP growth in the past decade. In 2012 Peru’s Gross Domestic Product is expected to grow at a rate of 6%, the 44th highest growth rate of the year and impressive for an economy of its size.[endnoteRef:2] The unemployment rate is currently 7.7%, which is ranked 89th compared to the rest of the world. Peru has seen an increased stock of direct foreign investment and is currently ranked 51st in the world in terms FDI.[endnoteRef:3] With the political and economic reform which has recently taken place in the country, Peru can expect to continue to move up in the ranks in terms of foreign direct investment.  [1:  "The World Factbook," Central Intelligence Agency, https://www.cia.gov/library/publications/the-world-factbook/geos/pe.html, accessed February 2, 2013.]  [2:  ibid]  [3:  ibid.] 

The Peruvian economy was hit hard during the global financial crisis of 2008, going from 9% GDP growth in 2008 to just 1% growth in 2009.[endnoteRef:4] However, Peru was able to recover and has been one of the strongest economies in Latin America since the global crisis.[endnoteRef:5] Peru’s open economy is very susceptible to damage and influence from global macroeconomic factors due to its high levels of credit debt and FDI. Peru’s rebound in 2010 was remarkable, growing its GDP 8.8%.[endnoteRef:6] Peru’s main exports go to China (18%), the US (15%) and Canada (11%).[endnoteRef:7] Peru imports mainly from the US (25%), China (14%) and Brazil (6.7%).[endnoteRef:8] Peru has signed trade deals with the US, Canada, Singapore, China, Korea, Colombia, Mexico, and Japan and has also concluded negotiations with the European Free Trade Association and Chile.[endnoteRef:9] Trade reform has lowered the trade-weighted average tariff rate to 2.5%.[endnoteRef:10] Mining is the main export but many other industries are emerging. Peru has also gone a long way to protect intellectual property rights through these trade agreements with clauses which include Protection for Copyrighted Works in a Digital Economy, Stronger Protections for Patents & Test Data, and Tough Penalties for Piracy and Counterfeiting.[endnoteRef:11] [4:  “Doing Business in Peru,” Export.gov, last modified November 16, 2011, http://export.gov/peru/doingbusinessinperu/index.asp, accessed February 4, 2013.]  [5:  ibid.]  [6:  "The World Factbook," Central Intelligence Agency, https://www.cia.gov/library/publications/the-world-factbook/geos/pe.html, accessed February 2, 2013.]  [7:  ibid]  [8:  ibid]  [9:  ibid.]  [10:  “2013 Index of Economic Freedom,” Heritage.org, http://www.heritage.org/index/country/peru, accessed February 1, 2013.]  [11:  “Peru TPA Facts,”Office of the United States Trade Representative, 2013, http://www.ustr.gov/sites/default/files/Significant-Intellectual-Property-Rights-(IPR)-Improvements.pdf , accessed January 26.] 

Political Situation:

Peru is a democratic nation, but it was formerly under military rule. The transition between a totalitarian state to a democratic state is usually a long and painful process. Peru began using democratic leadership in 1980, but it wasn’t until the 1990’s and more significantly until the mid-2000s until Peru saw major economic reform.[endnoteRef:12] Peru, like many countries in Latin America, has been affected by corruption throughout the government. ‘Transparency.org’ looked at corruption statistics in Peru and concluded that Peru currently has a Corruption index of 38/100, putting it in the 50th percentile globally. [endnoteRef:13] In the last 20 years, Peru has gone through massive reform economically and politically to support a free-market system. The amount FDI has increased in that span is a testament to that. There is political dispute in the country over natural resource extraction and mining, and there will be controversy in the future over some of the projects.[endnoteRef:14] [12:  "The World Factbook," Central Intelligence Agency, https://www.cia.gov/library/publications/the-world-factbook/geos/pe.html, accessed February 2, 2013.]  [13:  “Peru Corruption Statistics,” Transparency.org, http://www.transparency.org/country#PER, accessed February 1, 2013.]  [14:  "The World Factbook," Central Intelligence Agency, https://www.cia.gov/library/publications/the-world-factbook/geos/pe.html, assessed February 1, 2012.] 

Legislation:

Peru’s legal system is a civil system based on European models.[endnoteRef:15] The country is currently going through political reform in an effort to thwart corruption away from the government. Peru signed the United Nations Convention against Corruption in 2003 which enacted new laws to battle corruption such as Article 15: Bribery of national public officials, Article 16: Bribery of foreign public officials, and Article 17: Embezzlement, misappropriation or other diversion of property by a public official.[endnoteRef:16]  Peru is on the right track towards getting rid of corruption in the country but still has much work to do to lower their corruption index. Further reform and efforts are needed for Peru to meet its economic potential. The Judicial system is inefficient and doesn’t properly enforce the anti-corruption practices laid out in the UNCAC.[endnoteRef:17] [15:  “Background on Peru,” The Advocates for Human Rights, http://www.theadvocatesforhumanrights.org/Background_on_Peru.html, accessed February 4, 2013.]  [16:  “Peru Corruption Statistics,” Transparency.org, http://www.transparency.org/files/content/publication/84-civil-society-review-peru-2011.pdf, accessed February 1, 2013.]  [17:  “2013 Index of Economic Freedom,” Heritage.org, http://www.heritage.org/index/country/peru, accessed February 1, 2013.] 

Economic Conditions and Stability:

Peru appears to be sustaining its growth showing over 6% GDP growth since the crisis and is at the forefront of growth in Latin America, all while being able to maintain their inflation goals of 1-3%. Since 2002, poverty has decreased 23%.[endnoteRef:18] This has been an effect of the increased economic growth Peru received from opening up to the global markets. Even with this amazing growth, Peru still has a national poverty headcount of 28%, and their Gross National Income (PPP) is only ranked 82nd in the world.[endnoteRef:19] There is still much work that needs to be done to increase the standard of living and fight poverty in Peru. [18:  "The World Factbook," Central Intelligence Agency, https://www.cia.gov/library/publications/the-world-factbook/geos/pe.html, accessed February 2, 2013.]  [19:  “World Development Indicators,” The World Bank, http://data.worldbank.org/country/peru, accessed January 28, 2013.] 

With the price of commodities expected to stay high, Peru’s growth is expected to continue. Due to a large exposure to China, Peru’s economic growth is very connected to the level of growth being experienced in China. The improving open-market conditions and the ensuing foreign direct investment in Peru has led to a fast-moving large scale economy. Because of this, there has been warning of economic ‘overheating’, the idea that unless further reforms are made to handle the growth, the economy can stall or slow down.[endnoteRef:20] [20:  “Peru - Concluding Statement of the 2012 Article IV Consultation Mission,” International Monetary Fund,  http://www.imf.org/external/np/ms/2012/121812.htm, accessed February 2. 2013.] 

Cultural Issues:

Spanish is the main language of business in Peru. Many executives can speak English; however, most formal business discussions and transactions will take place in Spanish.  There are many cultural differences in Peru and South America which can affect business. Generally, time is approached in a flexible manner. Business meetings are often delayed and meetings often go late. Relationships are very important in the South American business culture and more often than not, success if achieved by cultivating friendships. [endnoteRef:21] [21:  “Doing Business in Peru, Peruvian Social and Business Culture,” Communicaid, http://www.communicaid.com/access/pdf/library/culture/doing-business-in/Doing%20Business%20in%20Peru.pdf, accessed February 1, 2013.] 

Factor Endowments:

The varied geography of Peru has given it a wealth of basic factors of production and dramatically influences its economy. Being on the coast, Peru has access to international trade on the sea, one the most efficient methods of shipping since the creation of containerization. The coast of Peru is also an abundant source of fish and has led to a significant fishing industry. The mountainous regions of the country provide rich mineral resources, creating a huge mining industry. Mining has historically been the largest industry in Peru, however infrastructure projects are growing fast. The main natural resources found in Peru are copper, silver, gold, petroleum, timber, fish, iron ore, coal, phosphate, potash, hydropower, natural gas.[endnoteRef:22]  [22:  "The World Factbook," Central Intelligence Agency, https://www.cia.gov/library/publications/the-world-factbook/geos/pe.html, accessed February 2, 2013.] 

The country has been able to register a large surplus in their budget recently due to strong mining exports (which accounts for 60% of all export revenue).[endnoteRef:23] This surplus has allowed government spending to increase to about 20% of GDP, some of which has been spent to enhance advanced factors of production. Because of this, massive infrastructure projects have been undertaken making it one of Peru’s largest industries. Peru’s infrastructure historically hindered its economic performance but the country now appears to be heading in the right direction. The government surplus could also be used to create a more skilled work force and better standard of living in the country. The government has already come a long way by reducing poverty and creating many social programs. This is shown by Peru’s high human development index of 0.725, indicating a high development of health, education and income.[endnoteRef:24] [23:  “2013 Index of Economic Freedom,” Heritage.org, http://www.heritage.org/index/country/peru, accessed February 1, 2013,]  [24:  “Peru Country Profile: Human Development Indicators,” International Human Development Indicators, http://hdrstats.undp.org/en/countries/profiles/per.html, , accessed January 28, 2013.




] 

Summary:

There are many benefits associated with doing business in Peru. The rich natural resources have historically been the main incentive of business in Peru, but this is changing. Major political and economic reforms have opened the door to increased amounts of trade and FDI, allowed Peru to increase its GDP and government spending. This will lead to a more powerful nation in the future due to Peru’s investment in social programs and infrastructure. 
The risks associated with doing business in Peru concern Peru’s new exposure to Global markets. Due to the recent FDI and trade improvements, Peru is more influenced by other economies like never before, especially China. Other risks include the corruption which still exists in the Peruvian government. Although reforms have been made to oust corruption, it is a slow and painful process.
Conclusion:

	Based on the benefits and risks I would recommend the company expanding into Peru. It is clear that Peru has taken the efforts to promote healthy international trade and continues to grow at an impressive rate. Peru has secured trade agreements with key partners looking forward such as Canada, the US and China. Peru has always had an abundance of basic factors of production, but the recent influx of FDI will create a wealth of advanced factors of production as well. Peru has put itself on the path to success through major reform and the growth will continue. YOU NEED TO FURTHER EXPAND YOUR CONCLUSION
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