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Abstract 

This thesis analyzes the trade liberalization implemented in the form of FTA 

between Peru and USA in 2009 and its effect on the welfare of different clusters of 

individuals. In the ambient of economy with high income inequities it evaluates the 

liberalization separately for different income-level samples. The research is based on the 

comparison of groups of individuals occupied in sectors that were already liberalized by 

other market opening tools before 2009 and groups recently affected by the FTA. The 

analysis is than accomplished on the household survey panel data covering the period 

between 2007 and 2010. The findings suggest the trade liberalization positively affected 

not only the wealthier population but also the poor, both from the category of individuals 

working in sectors producing for domestic consumption. The positive effect on export-

oriented producers hasn’t been approved. 

 

 

 

Abstrakt 

Tato diplomová práce se zabývá liberalizací obchodu, přesněji, analyzuje vliv 

dohody o volném obchodu, uzavřenou mezi Peru a USA a platnou od roku 2009, na příjmy 

různých skupin jednotlivců. V prostředí ekonomiky s vysokými platovými nerovnostmi 

tato práce hodnotí vliv liberalizace jednotlivě pro různé příjmové skupiny. Výzkum je 

založen na rozdílu vývoje příjmu mezi jednotlivci zaměstnanými v takových sektorech, 

které byly otevřeny zahraničnímu obchodu již před rokem 2009 a mezi jednotlivci, kteří 

byli tomuto prostředí vystaveni teprve od roku 2009 s nástupem platnosti zmiňované 

dohody. Práce tedy analyzuje panelová data jednotlivých domácností, resp. jednotlivců, 

v průběhu let 2007 až 2010. Výsledky analýzy napovídají tomu, že liberalizace pozitivně 

ovlivnila příjmy nejen bohatší populace, ale i příjmy chudých. V obou případech se ovšem 

jednalo o jedince zaměstnané v sektorech zabývajících se výrobou pro domácí spotřebu. 

Pozitivní vliv liberalizace na příjmy v exportních sektorech nebyl prokázán.      
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Introduction 

Peru had been reaching top positions of negative rankings regarding economic 

conditions measured within the Latin America until the nineties of the previous century. 

Nevertheless, recent development of world measures of poverty and other indices suggests 

favorable economical and human development. The poverty is lowering and the Human 

development index is rising.  

The governments of state protectionism, beginning in 1968 with military 

government and terminated in the end of eighties with the first presidency of Alan García, 

didn’t result as efficient and suitable for the characteristics and specifics of the economic 

structure and conditions of the country. Thanks to the neo-liberal president Alberto 

Fujimori the country finally started to grow economically. Despite the trade liberalizations 

and macroeconomic growth the poverty increased due to insufficient social reforms. 

However, the president Alan García during his second presidential mandate, following the 

principals of social democracy, liberalized the prices so that the international trade could 

expand and the poverty started to lower.  

And here where I begin the investigation. I examine the Free Trade Agreement 

between Peru and USA effective since the beginning of 2009 and ratified by president 

García. Did this liberalization have any positive effects on the welfare or poverty 

reduction? Did it enhance the conditions of all, or just of the rich ones? If the economic 

measures were applied especially for the export sectors, did the workers of these affected 

sectors see any enhancements in comparison to the other sectors?  

I answer these questions analyzing the household survey panel data between 2007 

and 2010. The FTA became effective in the middle of this period and despite quite short 

extension of the time series I have two equal time spans to evaluate the pattern of income 

evolution before and after the liberalization. Such assessment of the income is important as 

the Peruvian economy during this period came through a serious negative macroeconomic 

shock due to impact of the global crisis. Especially decline of primary commodities prices 

affected this export oriented country. Defining the influence of investment incentives and 

follow-up increase in primary commodity prices again in 2010 affecting positively the 

growth also matter for the evaluation of the liberalization. 
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The Difference-in-differences method appears as a proper tool to analyze the effect 

of the liberalization based on the comparison of group of individuals employed in sectors 

where trade was already liberalized with such group of individuals that faced the opening 

of their sectors recently in 2009. The highest efficiency concerning the accomplishment of 

the assumptions of the method reaches the research design when the groups are further 

divided according to the poverty line and according to their orientation towards export or 

domestic production.  

I had to make a special assumption regarding the previous. The poverty line as 

defined by Peruvian statistical office is a monetary value expressing monthly expenditures. 

Nevertheless, I suppose the poor spend the majority of their income and don’t save. 

Accordingly I substitute the expenditures by the level of income when assigning the 

individuals according to the poverty line.  

I find the liberalization had a positive effect on the individuals under the poverty 

line as well as on the individuals above the poverty line, both from sectors producing for 

domestic consumption. The effect in its absolute value appears to benefit more the 

wealthier individuals, however, in its relative value taking in to account the level of 

income, the poor gained more. I didn’t approve the effect of the liberalization on the 

individuals working in export sectors. 

The thesis is organized as follows. The first chapter describes economic and 

political history, geography background of the country, some characteristics of the 

population and some characteristics of the actual economy together with its poverty and 

inequity. It is important to have such overview because it makes the reader understand why 

the country evolved in such adverse way and why it was not able to take advantage of all 

the resources it has had. 

The second chapter describes the Free Trade Agreement with USA and explains 

several liberalization-poverty linkages. I also theoretically discuss the influence of 

economic growth and prices over the change in welfare. The third chapter explains and 

summarizes the panel data. In the main part, the fourth chapter, I am proceeding with the 

econometrical analysis of the microeconomic features of the economy.  
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1. Peru 

The Peruvian economy has always been dependent on the exports of raw materials. 

It has always been natural-resources-export-oriented economy, not manufacture-export-

oriented. That is why the country has been dependent on the vulnerable world prices of 

natural resources and has lacked of producing and exporting value added products 

sufficiently. To understand why it has been so and what could be the implications after the 

analyzed liberalization, it is worth to explain some aspects and characteristics of the 

Peruvian history, geography and population. Finally I also describe the aspects of the 

recent Peruvian economy.  

1.1. History 

Throughout the history the country has had many opportunities to become 

advanced and successful economy. Especially thanks to its abundant natural resources that, 

however, have never been exploited efficiently. The main issue of the Peruvian economy is 

that its people don’t have any business-like soul. The Peruvian elite have always been 

more rentiers (including pre-Columbian cultures) than businessmen that would use the 

wealth to industrialize. And finally, governments throughout the past two centuries 

appeared as very instable, corruptive and ineffective.  

Box 1.1: Era of guano 

The good example of one misspent opportunity of the country was the period of 

guano in the middle of the 19th century. Peru not only that it was the unique world exporter 

and the demand for guano was high indeed, but also the extraction of this material was 

very cheap. Guano wasn’t deep in the ground like other raw materials. The material only 

had to be gathered up from the surfaces of the islands just in front of Lima. Not even costs 

of work were high thanks to badly paid Chinese workers. Such fortune would be starting 

point to expand the economy and to reach high levels of general welfare – not in Peru. But 

why was it so? The answer can be found in the way how the money was used. Some part 

was used to increase the number of bureaucracy officers, the biggest part to pay the 

government debt and a certain amount of the income served like a rent for the elite. A 

certain sum was also used to construct railway but in the same moment the constructions of 

12 ways were started and finished just 1 of them. Such construction “boom” asked for 
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more money and guano served as a guarantee to get new loans, everything in the context of 

corruption. Finally, in 70´s of the 19th century the price of guano fell down, the reserves of 

the material as well and moreover, much cheaper substitute to this material was found and 

so guano was replaced by saltpeter. Unfortunately in the same time Peru started a war with 

Chile and lost even its saltpeter mines. In the end of the guano period, after all, Peru lost 

important territory in the south of the country and the economy ended up with huge public 

debts even higher than before. The government debt has been accumulating since then. 

 

Regarding the more recent history, the economic policies in 20th century had been 

altering between authoritarianism and democracy and between liberalism and 

protectionism supposing the liberalism was harmful to the Peruvian industries and 

manufacturers while the protectionism, as the name suggests, was protecting it. However, 

almost every type of the applied policy drove the country in to the economy crisis 

producing every time higher and higher external debts and installing higher and higher 

inequity inside the society.   

Many dictatorship military governments grew up from the disability of the previous 

government to run some important reforms and indeed usually arose when the situation in 

these governments were unsustainable (for instance due to corruption). These dictatorships 

were usually trying to help to the most needed by patriotic behavior (e.g., public 

procurements), nevertheless, at the same time they were destroying the economy by 

imposing more external debts on it. 

Since the seventies of the 20th century the protectionism with the system of ISI, the 

system proposed by the CEPAL, arises as a main policy of the country. Such policy 

requiring the state intervention was the reaction on the liberal policies applied before the 

seventies that were understood as policies inducing so called des-nationalization of the 

economy by the majority presence of the external capital in the most important sectors. 

The earnings were then escaping to abroad.  

The ISI policy was from the beginning activating the economic growth, however, 

finally it brought the country into the crisis caused by the insufficient accumulation of 

capital, especially for the lack of the foreign capital that stopped flowing due to the high 

tariffs. The country accumulated even more of its debt and the poverty increased. As a 

consequence the terrorism arose.  
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Generally, the policies were full of mistakes, corruption and private interests. Many 

times the governments were populistic as for instance the one of the first presidency of 

Alan Garcia between 1985 and 1990. His policy tried to encourage the demand and 

stimulate the consumption throughout expansive fiscal policy which wasn’t sustainable 

under the negative balance of trade.  

The changes regarding the economic growth and the national security were about to 

come with the neo-liberal government of Alberto Fujimori, which I will describe later on. 

1.2. Geography 

Peruvian economy doesn’t suffer just from the reasons mentioned above. There are 

also objective difficulties that the country has to face. Especially very rugged topography 

makes the development difficult. The country is divided into 3 mains geography units. The 

Coast (la Costa), the Mountains (la Sierra) and the Rain forest (la Selva). Each of these 

units has very different conditions of living including different seasons, even people vary 

significantly.  

The most economically successful is the Coast. In spite of the fact it possesses the 

least amount of touristic attractions and that it is very dry piece of land it’s the economic 

backbone of the country. There are located the biggest cities and the connection between 

them is very good as is provided by the famous Pan-American highway.  

All around the coast going up from the borders of Chile to the borders with Ecuador 

more inwards to the country you will find vast sierra of Andes which divides the country in 

to three mentioned geographic units. The sierra of Andes is very cold and difficult to 

cultivate. Nevertheless, already pre-Inca and Inca people found the way how to use the 

land, built their villages and now this region is one of the most visited among tourists 

thanks to these cultures remains and thanks to its natural beauty. However, the main 

obstruction regarding this area is the connection to the coast. Even when many roads are in 

quite good conditions, it is usually very dangerous to travel by them not only because of 

the steep slopes, falling rocks and the narrowness of the roads but also because of the high 

criminality there.  

Thanks to this difficult accessibility and despite the fact that there are some of the 

biggest cities concentrating the main indigenous population in this area, the state 

administration many times doesn’t get to govern here and Lima as the capital is very often 
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accused of neglecting and forgetting about this spacious part of the country. For political 

leaders is more comfortable and beneficial to listen and to solve problems of the modern 

and easily reachable society from the coast and cities where lives the widest range of 

electors. The rural areas in the sierra are simply marginal. Since the decade of fourties of 

the 20th century, the farmers in the mountains most outlying from the coast started to lag 

behind the modern farms and it resulted difficult for them to compete with cheap imports. 

That is when the inequity between cities and rural areas started to grow.  

The third geographical unit is the rain forest with the most important city of Iquitos 

which is not even connected by any road neither with the coast or the sierra. The only 

possible way is by the boat or by the plane. Such fact represents perfectly the hard 

conditions of the geographically diversified country to connect effectively, by the road, and 

safely its main inland cities.  

The difficulties mentioned above made the distribution of political power and 

economical welfare difficult. Obviously, these were not the only reasons but very 

significant components.  

1.3. Population 

The Peruvian population is a mixture of many races. The indigenous people in 

poorer regions still can be very well distinguished by their typical look but that is not the 

case in many cities where the aborigines interfused with all kinds of immigrants, especially 

from Europe, Africa or China. The European influence is obvious especially in Lima. 

Acculturated Europeans, called “Criollos” in Peru, made their political or economic 

windfall in the country thanks to their business and innovative skills – so different from the 

nature of the aborigines - and until now the majority of wealthy people are descendents of 

these European immigrants.  

The Chinese immigration in the 19th century that resulted from the search of new 

blue collars had also some important impact, not that much over the economy but over the 

culture. As the example serves the integration of the Chinese cuisine into the Peruvian one 

and making its mixture, la Chifa, the national meal. Also the assimilation with the local 

population can be seen. 
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One would think that such mixture of races avoids the racism but the opposite is 

true. In Peru the phenomenon has evolved by its own way and it´s called individual 

discrimination. 

Since 40´s of the 20th century the population started to grow. The Peru became the 

country of young and urban people. Among others, one of the main causes was ISI as the 

young people were moving to the cities in search of a work.  

Nevertheless, in 80´s the economic crisis and the political violence were the reasons 

to migrate out of the country and so nowadays almost 10 % of Peruvians lives abroad and 

the population growth slows down. However, Peru is still becoming more and more urban 

and coastal, it´s getting old, women are getting more independent and the family structures 

are changing.  

One third of the population (almost 10 millions) lives in Lima which makes the 

capital, originally designed only for the half of the actual population, disordered and over-

trafficked with air and noise pollution.  

The level of the education is growing but very unequally. The best universities are 

usually private and the fees are very high. In good public universities the number of free 

vacancies is deep under the demand and so the poorest students usually don´t get any 

opportunity. 

1.3.1. Socio-economic levels in Peru 

Population in Peru, similarly as in the other Latin-American countries, is divided 

into 5 levels that are expressed by letters from A to E (NSE A to NSE E). Level A is 

comparable to the higher medium class in Europe and the level E represents the poorest 

without any electricity or water. There is almost no middle class (the middle class would 

probably respond to the level B) and a vast share of level C, D and E. Such division of the 

population arose because of the inability of many persons to declare their salary. 

As this thesis intends to compare the incomes and poverty from the year 2007 with 

the year 2010 I offer some graphs elaborated by APEIM representing the distribution of 

wealth in Lima to make some preliminary picture of changes in socio-economic status of 

the local population. It is important to mention that the wealth is very unequally 

redistributed among the regions of the country and that obviously the distribution in Lima 

differs considerably and doesn’t represent the whole Peru even if one third of Peruvians 
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Graph 1.2: The distribution

Graph 1.3: The distribution of wealth in metropolitan Lima, 2010 and 2011

The comparison of both graphs shows some movement from the NSE D and E 

towards the higher classes 

This change gets even less important when we consider that the first graph also includes 

                                        

2 Metropolitan Lima represents all the districts inside the urbanization of Lima 
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raph 1.2 we can observe the distribution of wealth in 

raph 1.3 the same indicator but for years 2010 and 2011.

distribution of wealth in metropolitan Lima2 and Callao, 

2007 (in %) 

Resource: APEIM 

: The distribution of wealth in metropolitan Lima, 2010 and 2011

 (in %) 

Resource: APEIM 

The comparison of both graphs shows some movement from the NSE D and E 

towards the higher classes between 2007 and 2010 but this shift is not very significant. 
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the zone of Callao3, which is considered to be very poor

apparently worse. Nevertheless, some

percentage changed from 16,4

decreased.  

The following Graph

comparing Lima and the Peru

meanwhile the right part represents Lima.

Graph 1.4: Distribution 

The graph suggests that Lima is

weight of the NSE A, B and C

then prevail NSE D and E as 58,5

If we consider all individuals from level D and E 

conflict with the INEI, the Peruvian 

population in Peru is poor on the present. 

The confusion becomes from the different definitions of poverty. 

APEIM the household is considered to be NSE D if the breadwinner has incomplete 

education, low-profiled occupation and his income can barely sat

family. Those who belong to NSE E didn’t even finish their primary education, they are 

                                        

3 Callao is the most important port of Peru
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9 

 

which is considered to be very poor, so that the first graph has to result 

Nevertheless, some change can be observed in the NSE E

changed from 16,4 to 13,8 which means that the number of the poorest has

raph 1.4 shows the differences in the wealth distribution in 2011 

Lima and the Peru. The left part of the graph represents the

meanwhile the right part represents Lima. 

Distribution of wealth in Peru and Lima - comparison, 2011 (in %)

Resource: APEIM 

The graph suggests that Lima is wealthier than the rest of the country

A, B and C is greater in comparison with Peru. In the whole country 

as 58,5 % of the population belongs to these two lowest

If we consider all individuals from level D and E (58,5 %) as poor we get

INEI, the Peruvian official statistical office, that suggests that 

poor on the present.  

The confusion becomes from the different definitions of poverty. 

APEIM the household is considered to be NSE D if the breadwinner has incomplete 

profiled occupation and his income can barely satisfy basic needs of his 

family. Those who belong to NSE E didn’t even finish their primary education, they are 
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The confusion becomes from the different definitions of poverty. According to 

APEIM the household is considered to be NSE D if the breadwinner has incomplete 

isfy basic needs of his 

family. Those who belong to NSE E didn’t even finish their primary education, they are 

west of Lima. Callao together with Lima creates one 
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street-sellers and their houses usually miss sanitary facilities. To summarize it, APEIM 

evaluates the poverty according to many qualitative variables – education of the 

breadwinner, type of household, types of furniture, posses of basic appliances, the place 

where the family is medically attended etc. By contrast, the INEI evaluated the poverty 

according to the poverty lines4.  

Despite the fact that there has occurred some changes between NSE´s as families 

were moving from lower levels to higher and vice versa I won´t be using the very NSE´s in 

my econometric research. First, it would be very problematical to assign each person to a 

certain NSE, less so if the classification is not unified nor across the Latin America neither 

in the very Peru. Further, I am working with the data of INEI that’s statistics are not 

elaborated using NSE´s.  

Nevertheless, the way how the NSE´s are defined by their components will be 

useful for the practical part of this thesis as it will help me to identify the most important 

variables. Also, by describing NSE´s here I wanted to illustrate the actual situation and to 

make the reader familiar with the Peruvian reality. 

1.4. Characteristics of the Peruvian Economy (1990 – 2010) 

The poverty, as one of the most compelling issues of the country, is becoming, as I 

have already mentioned, from the disability of Peruvians to create any added value. The 

rent has never been used efficiently to invest or to innovate. That is why the capital didn’t 

accumulate. The manufacture production has never been very important economic activity. 

Such behaving drives the country into the position of raw materials exporter which makes 

the economy dependent on the vulnerable world prices. Even if luckily world prices are 

high and the country gains by export, the balance of payments stays in the majority 

negative because of the import of manufactured products. The Graph 1.5 shows the 

development of the balance of payment during past three decades. We can observe that 

during the past ten years the balance has been negative. 

  

                                            

4INEI, Poverty report 
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Graph 1.5: Balance of Payment, 1985 - 2009 

 

Resource:INEI 

As the rentiers mostly disappeared, nowadays foreign companies are those who 

takes advantage of Peruvian richness in raw materials and so the ordinary people don’t see 

much from the redistribution of wealth so far. Obviously, foreign companies are not the 

only ones to be accused. The actual level of poverty and inequity is also consequence of 

insufficient state redistribution. 

Nevertheless, the statistics shows the economic growth of the country in past 

decades (Graph 1.6).  

Graph 1.6: GDP 1950 – 2010 (Mill. of  S/. at prices of 1994) 

 

Resource: BCRP - Peruvian Central Bank 

One of the sticking points of the actual Peruvian economy is therefore the fact that 

the economy is growing but the effect of this growth is not seen significantly in the 

increase of the welfare of the ordinary individuals. The whole past century the 

-300

-250

-200

-150

-100

-50

0

50

100

150

0

50000

100000

150000

200000

250000



12 

 

governments alternated between liberalism and protectionism with recent application of 

neo-liberalism and not even this experience during the era of Fujimori served to find the 

way to the sustainable growth where the economic growth would be accompanied by the 

reduction of poverty, inequity and in the case of Peru also by the reduction of the 

discrimination. 

In the Graph 1.6 we can observe GDP during the last 60 years. We can see that 

almost 20 years, between 1975 and 1992, the country suffered a negative or stagnating 

growth. Nevertheless, since the nineties the economy grows. It has grown but without any 

significant favorable results regarding the decrease of the poverty or inequity (see the 

Chapter 1.5), probably except the last decade.  

One would ask why it is so. Some reasons can be found in the policy patterns used 

by the most important governments of past 20 years – that of Alberto Fujimori (1990 – 

2000) and Alan Garcia (2006 – 2011).Take into consideration that the Peru is a country 

with presidential political system. 

1.4.1. Neo-liberalism (1990 – present): Governments of Alberto 

Fujimori and Alan García 

After the first unsuccessful protectionist government of Alan García between 1985 

and 1990 Alberto Fujimori initiated desired significant economic growth thanks to neo-

liberal policy. Even when he was from the beginning successful economically, socially it 

wasn’t so. His government didn’t decrease the poverty, on the contrary, the poverty and 

inequity increased and ended up reaching the highest levels of the indicator for the past 

decades.  

Fujimori initially ran his economic reforms by a shock. Such shock would have 

been a good idea for a country but only if it had been accompanied by relevant structural 

reforms which it wasn’t. As a consequence the society was economically destroyed 

because there were any reforms in social policy neither. Nevertheless, he managed to 

reduce the hyperinflation that in the previous government of Alan Garcia reached almost 

3000% and that was one of the most serious contemporary economic problems.  

After the first “Fujishock” phase the president concentrated on the liberalizations 

and privatizations. However, these actions were also sometimes contra-productive. The 

reduction of import tariffs together with the evaluation of the new currency had adverse 



13 

 

consequences on the export traders because the local goods became more expensive and 

the exporters lost their competitiveness.  

The government of Fujimori had done many public works trying to help to the most 

needed and intervened efficiently against the terrorism so that still nowadays vast group of 

people admires him. Nevertheless, the statistics speaks clearly – his government ignored 

the need of social reforms and caused the highest levels of the poverty and inequity in the 

past 30 years. Moreover, during his second period and while initiating the third term (!) he 

was accused from the corruption and violation of human rights. Nowadays, he is being in 

the prison. 

Box 1.7: Governments in Peru, 1990 - 2011 

Fujimori Paniagua Toledo Garcia Perez Humala Tasso 

1990 - 2000 2001 2001 - 2006 2006 - 2011 2011  - 2016 

Neo-liberalism, Totality Transitional 
Government Neo-liberalism Neo-liberalism, 

Social-democracy 

Nationalist, 
Military 

background 

 

At the present, when the second government of Alan Garcia has finished, the 

recorded poverty is reduced. Such evolution of the indicator can be connected with the 

recent fast economic growth and can be notified in the growing amount of newly 

constructed shopping malls as the purchasing power of the population, especially the 

population of lowers NSEs, grows. From the Graph 1.8 it is obvious that the consumption 

had been growing since 1998. 

Graph 1.8: Growth of the final private consumption 

 

Resource: INEI 

It is not that clear whether this enhancement was caused by very Alan García or is 

just the consequences of the liberal reforms made by his antecedents, especially Fujimori. 
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In any case, García continued liberalizing the trade by reduction of many import tariffs in 

2006 and further by free trade agreement with the most important countries´ partner, USA, 

in 2009.  

Nevertheless, the economic growth during García’s period wasn’t driven by both 

external and internal demand but it was for the most part driven by internal demand and 

that is why the external deficit during his presidency started to grow and inflationary 

tensions from the demand side occurred5. Even if the poverty was reduced by 13% and 

consumption has increased the inequity hasn’t changed as the richest took also the 

advantage of the growth leaving the income gap unvaried. 

1.5. Today's sticking points of the country 

The Peru has been since the discovery of Americas a country of rentiers and 

workers, of white and indigenous people. In past centuries, until recent history, the 

economic and political power in the country had been divided among few rich families. 

These were usually owners of large lands or mines and profited from the incomes of 

exports of raw materials and agricultural goods. In the narrow connections between 

politicians and the rich the corruption6 and political machine were present so the wealth 

had been divided especially between the highest social classes. Such characteristics of the 

society have survived over the centuries until now preserving the inequity, poverty and 

discrimination inside it.  

The poverty has being reduced but the inequity hasn’t changed. Many experts agree 

that the country can reduce the inequity only if it the GDP will keep growing at least 5% a 

year. In this part I want to speak shortly about the origins, conditions, characteristics and 

consequences of each of these issues.    

                                            

5Jiménez Félix 

6 The corruption in Peru is also one of the severe problems connected with the poverty. Nevertheless, I won´t 

be discussing it here as it would be a topic for another thesis. 
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1.5.1. Discrimination 

According to some authors, the country, even after more than 4 centuries, isn’t still 

“one nation”. Such conclusion was pronounced after the Truth and Reconciliation 

Commission7 investigated the causes and consequences of the terrorism in Peru between 

1980 and 1992. It was revealed that the authorities started to fight against the terrorism in 

the moment the terror affected Lima and its white collars, no matters that thousands of 

indigenous people were already killed before as a consequence of this political violence. 

The strong discrimination towards the indigenous people is still present. The 

aboriginals are usually not well educated, their style of life is very simple, their clothes 

haven’t changed since many decades or even centuries. The conditions of living are under 

general standards - they usually don’t have a hot water, cannot read and write and the 

variety of their meal is not large. It is clear the discrimination in the Peruvian case goes 

hand in hand with the poverty and inequity.  

1.5.2. Poverty 

The Peruvian statistical office INEI defines the poverty throughout the poverty line. 

The poverty line is a “monetary value expressing monthly expenditures per capita of each 

household that determines whether or not the household is poor. This value is composed by 

two components: the alimentary component that is also called the extreme poverty line; and 

the non-alimentary component”. Notice the difference between the definition of poverty by 

INEI and the definitions of NSE´s by APEIM, where the poverty is measured using other 

variables (education, occupation,…), not only the expenditures like INEI does. 

Regarding the alimentary component of the poverty line, i.e., extreme poverty line, 

this is represented by “a socially accepted basket of 52 aliments which also represents the 

minimum of required calories”8. The value of this basket in Metropolitan Lima is S/. 160, 

in the other urban area it is S/. 151 and in the rural area it is S/. 137 (40,4; 38,1; 34,6 Euro 

                                            

7The Truth and Reconciliation Commission is a special commission created in 2001 in order to investigate 

the terrorism in Peru 

8 INEI, Evolution of the poverty 2010 report 
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poverty between 1985 and 2010

Graph 1.9: Indices of the poverty in Peru

The Graph 1.9 suggests that the poverty started to grow fast in 1998 and reached its 

maximum value in 2001. 

Fujimori and the transition government of Paniagua in 2001.

reduces considerably and in 2010

2001. 
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any social policies. Between 1985 and 1991 we can also obse

poverty that was during the 

second presidency of the same Mr. García the poverty started to decline

                                        

9The average of the exchange rate during the period March 2011 

Euro, exchange-rates.org 
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The average value of this extreme poverty line has increased since 2001 to 

 from 121 to 149. The poverty line for the same period has 

increased by 59 Nuevo Sols, from205 to 26410. 
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Resource: INEI 
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2. Trade liberalization in Peru 

Alan García entered his second presidential office in July 2006. After his utmost 

unsuccessful first presidential function (1985 – 1990) when he almost bankrupted the 

country, caused four-digit inflation and increased poverty, he had got a second change. He 

changed his philosophy of paternalism and turned to be a neo-liberalist. 

This time his starting point predestinated his government to be more successful 

than the first one as already reforms of president Fujimori initiated the country´s path of 

the economic growth. Therefore, re-elected García found the economy of the country with 

“surpluses on the external accounts, accumulated international reserves, low inflation and 

competitive financial market; generally, the economy was less vulnerable towards external 

shocks11”. Such economy characteristics were also established by the economic policies of 

preceding president Toledo, during which the economy grew together with low inflation 

and positive external accounts. 

Certainly, Alan García wasn’t the one to begin with liberalization, it was Fujimori 

and on the Graph 2.1 below we can see the evolution of the tariffs, in fact we can see it has 

been continually lowering since 1990.  

Graph 2.1: The evolution of import tariffs 1980 – 2011(average, in %) 

 

Resource: Peruvian Ministry of Economy and Finance  

We can therefore observe the break in the Graph 2.1 responding to the year 1990 

which represents the beginning of the neo-liberal economy of Alberto Fujimori. The part of 

the graph before this year corresponds to paternalistic approach applied by governments 

                                            

11 Jiménez Félix 
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until the nineties and we can see that the highest tariff was applied in 1988 during the first 

government of the same Alan García who 20 years later initiated the new wave of 

liberalizations as we can observe in the Table 2.1. 

Table 2.1: Detailed import tariffs 2001 – 2011 (average, in %, 2001 Dec. – 2010 Dec., 

2011 July) 

Year 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

Tariff 11,8 10,9 10,4 10,2 10,1 8,3 5,7 5,0 5,0 5,0 3,2 

Resource: Peruvian Ministry of Economy and Finance 

Indeed, the data from the Table 2.1 suggest that after the government of Toledo, 

who was sustaining the average tariff between 10 to 11 %, Alan García reduced this 

indicator to the half and finally the recent measure from July 2011 indicates the average 

tariff of 3.2 %. 

The García´s reforms started in December 2006 when he adopted measures to lower 

import tariffs and he continued with liberalization later on also by promoting free trade 

agreements. Until then, Peru had FTA with Mexico, Cuba and Mercosur (Argentina, 

Brazil, Uruguay and Paraguay). Under his government much more FTA agreements 

became effective: Peru had agreed on FTA with USA, Chile, Singapore, Canada, China, 

AELC (Switzerland, Norway, Island and Lichtenstein) and Correa12.  

One of the reasons of these extensive liberalizations, according to Alan García, is to 

face the world financial crisis. As he said, ”there are needed wide trade and economic 

liberties because if the contrary occurs there will be no small nor medium enterprises and 

that would lead to the existence of mere state mercantilist company that would be 

dependent and subsidized by the state”13. 

Also with the new president Ollanta Umala the country still negotiates with other 

economies about similar agreements.  

Among all the countries that Peru has free trade agreement with USA is of the 

biggest significance as this country is the most important business partner for the Peru. The 

further chapter describes more concretely this FTA. 

                                            

12 The Peruvian Ministry of Foreign Trade and Tourism  

13 El Comercio 
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2.1. Free Trade Agreement with USA  

The importance of this free trade agreement is such that I have decided to consider 

this agreement between Peru and USA as an influential policy for my research. The 

reasons are several, but first let´s see the history of this agreement.  

Regarding the tariffs, USA already eliminated some of them towards the Peru in 

1991 and this elimination was prolonged in 2002 as ATPDEA14 (Andean Trade Promotion 

and Drug Eradication Act). Under ATPDEA the number of Peruvian products free of 

tariffs grew from 5 600 to 6 300. This agreement was finally prolonged until February 

2008.  

On November 2003 negotiation for a FTA with countries of ATPDEA started. Peru 

signed the agreement in 2006 and in February 2009 the FTA came into effect. 

According to the Agreement15, both sides decided on: a) tariff eliminations, b) non-

tariff measures as, for instance, prohibition of any import or export restrictions or export 

taxes, c) measures of Distinctive products16, d) establishing of Committees on Trade in 

goods that would promote the trade and e) special agricultural measures.  

The FTA comprehended various topics. These were concerned with agricultural 

topics as of those of the most important but also with textiles and clothes or financial 

services. Nevertheless, the Agreement didn’t involve only goods or services, it also dealt 

with issues regarding rules of origin, investment, competition policy, telecommunication, 

labor, intellectual property rights, transparency, public procurement or natural 

environment. 

Regarding the changes in tariffs towards Peru, those can be found in the official 

document Annex 2.3 - Tariff Schedule of the United States that is one part of the 

                                            

14 Already its name suggests that one of the objectives of USA was to avoid drug trafficking by development 

of common trade not only with Peru but also Bolivia, Colombia and Ecuador. Georgewbush-

whitehouse.archives.gov 

15 The Peruvian Ministry of the Foreign Trade and Tourism 

16 Distinctive measure means that Peru shall recognize Bourbon Whiskey and Tennessee Whiskey as 

distinctive products of the United States and the United States shall recognize “PiscoPerú” as a distinctive 

product of Peru. 
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Agreement between Peru and USA17. The document defines several categories (A – F) of 

tariffs. The category A stands for those products where the tariff “shall be eliminated 

entirely and such goods shall be duty-free on the date the Agreement enters into force“. 

Tariffs of goods from categories B to E shall be reduced in 5 to 17 years from the date 

when the Agreement became effective. Category F stands for such products that had 

already been liberated before the Agreement was concluded.  

In 2008, before the agreement became effective, Peruvian farmers were on strike 

because they felt like those most negatively affected by the new policy. The FTA had more 

sticking points like the possible deforestation of Peruvian rain forest connected with 

pollution because of oil mining or the extension of child labor. The Agreement had to face 

than many problems and criticism. 

2.2. Liberalization-Poverty linkages 

In this chapter I discuss some linkages between liberalization and poverty to 

understand better and to explain the further results of the analysis by some theoretical 

background. First I explain FTA as an instrument of liberalization and what are its 

implications.  

2.2.1. FTA 

Free trade agreement is a treatment establishing a free trade area. Such treatment 

eliminates tariffs and other non-tariff trade barriers on goods and services that are being 

exchanged between two or more countries. FTA usually eliminates barriers on the most 

goods and services, sometimes on all. FTA doesn’t imply customs union as in such union 

there is also enabled free movement of people and the external tariffs toward third 

countries are unique for the whole union.   

According to WTO “opening markets can be beneficial, but it also requires 

adjustment. The WTO agreements allow countries to introduce changes gradually, through 

“progressive liberalization”. Developing countries are usually given longer to fulfil their 

                                            

17 US Tariff Schedule 



22 

 

obligations”18. In the FTA between Peru and USA this is the case as the liberalization is 

gradual, up to 17 years from the date when the Agreement became effective. 

Naturally, FTA has many opponents. Applied on the Peru, as a country of 

indigenous population whose life is connected to their land, the FTA means a serious 

threat. For instance in the context of the expected ratification of the FTA between EU and 

Peru/Colombia criticizing documents appear. According to a paper from March 201119 a 

FTA would harm the rights of indigenous citizens as it would desplace them from their 

homes because of the extensive mining resulting from the eventual agreement. Further, a 

FTA would also “undermine regional integration in Latin America’s oldest regional 

trading block” and would harm farmers as the agricultural production is not so effective in 

Peru. The same issues were also underlined before the ratification of the FTA between 

Peru and USA. Concerning the poverty, according to criticisms, FTAs than can harm those 

most poor – indigenous people and farmers. 

FTA is the elimination of tariffs and other barriers to trade. Let us remind what the 

theory says about such elimination of tariffs and its benefits or negatives. 

2.2.2. Classical and Neoclassical synthesis analysis 

Starting with classical theory, David Ricardo was dealing with international trade 

and defined the Law of Comparative Advantage. According to this law the trade between 

two countries is advantageous for both sides thanks to the comparative advantages that 

even the poorest country can have. It means the lower barriers there will be the higher 

would be the advantage for both sides. 

Generally, since the middle of the past century the countries have been reducing 

extensively their tariffs as the neoclassical theory within the neoclassical synthesis had 

been the mainstream. This theory draws from the theory of Ricardo, regarding the 

international trade and the use of tariffs.  

The analysis of tariffs says the following. A tariff protects domestic producer from 

the competition and conserves the price of his product on a certain level. That ensures him 

                                            

18 WTO 

19 Transnational Institute 
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to sell always his goods or services. Such policy, in Peru was adopted as ISI (import 

substitution industrialization) many times during the whole 20th century, in the local 

ambient of the country caused many negative effects.  

Box 2.2: ISI in Peru during the 20th century 

After the adoption of the ISI the prices became too high for goods of low quality 

that even were not typical commodity for the country. The system turned out to be very 

ineffective and even counterproductive when the Peruvians were not able to manufacture 

their inputs: usually they exported a raw material and then they imported inputs made of 

their own material and manufactured the final product with higher costs. It was even 

needed to import food because the producers focused on the production of supported goods 

and because the populist governments decreased artificially the prices of food so that the 

agricultural production was no longer profitable and so the country ran out of some needed 

agricultural products (Parodi Trece, 2007). These governments, usually military and 

corruptive, were simply spending a lot of money and causing external debts and trade 

deficits to satisfy the demand. After the return to the democracy in eighties, the 

governments continued with protectionism until it changed with neo-liberalism of Alberto 

Fujimori. 

 

Indeed, imposing the tariffs in Peru appeared to have negative effects. The theory 

than explains the impact on the social welfare: When a tariff is applied the government, as 

well as the domestic producers, gain but because of the higher prices the consumers lose. 

Such consumer loss is higher than both government and producer surpluses. In the 

conditions of Peru this model have even worse implications. If we imagine the State as a 

re-distributor, and the Peruvian State has always been very corruptive and badly organized 

regarding the redistribution, the adoption of the tariffs would in reality harm the society 

twice: through the consumption loss and through the loss that would be caused by wasting 

the gain by the government. Empirically, due to characteristics of the country described 

above and due to inefficient manufacture sector or the lack of business minds, etc., it was 

proven during the past century that the Peru is better off promoting the trade enjoying their 

comparative advantages. 
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In favor of such conclusion is for instance the Heckscher-Ohlin. The theory states 

that in labor abundant countries the trade liberalization reduces poverty20.   

Modern theory explains the trade and its barriers using empirics and exercising the 

statistical data.  

2.2.3. Modern theory 

In this chapter I am presenting some theories based on recent empirical research. 

According to Khan (2008) the general equilibrium of the CGE model he used in his 

paper suggest that “trade liberalization can complement other specific policy interventions for 

poverty reduction” on the example in South Asia.  

According to Mahdi (2009), who was also studying populated countries in Africa 

and South Asia, many countries “adopted trade reforms and introduced structural 

adjustment policies” but number of poor hasn’t decreased. He suggests that it is only 

needed to apply these reforms in a better way, probably with institutional changes. 

By contrast, Pacheco-López & Thirlwall (2009) after the examination of several 

papers dealing with the liberalization and poverty concluded that reforms have not delivered 

the results expected. In other words, they don’t think the liberalization is the way to reduce the 

poverty. 

Hertel & Reimer (2004) state that “in the context of any discussion of trade and 

poverty, it is natural to look for a linkage between trade liberalization and growth, which in 

turn might give rise to a long run reduction in poverty rates”. 

Regarding the linkage between liberalization and growth Pacheco-López & 

Thirlwall (2004) suggests this relationship works through “improving efficiency and 

stimulating exports which have powerful effects on both supply and demand within an 

economy” but also states that “trade liberalization does not necessarily imply faster export 

growth, but in practice the two appear to be highly correlated”.  

Summarizing the two last papers mentioned we could conclude  that the reduction 

of poverty through the liberalization would be possible only with the increased efficiency, 

improved investment conditions (accessible loans,…) and restructured institutional 

                                            

20 Heckscher, Ohlin 



25 

 

framework (property rights,…). To achieve these mentioned requirements would be 

problematic in the ambient of Peru. 

Dollar and Kraay (2001) suggest that the trade openness is definitely related to the 

development and growth but that it doesn’t lead to “a sudden, one-time adjustment in real 

income” – such shift into the different steady state would take decades. Further, they are 

showing few examples of papers comparing liberalized and un-liberalized countries of 

nineties, e.g. Costa Rica and Honduras, where the advantage of the openness was proved. 

It was also shown that the open developing countries have been growing more than 

developed countries and obviously more than countries with closed economies. They state 

the liberalization leads to the growth and that can lead to the reduction of poverty.  

Rodrik (2000) states “when the trade reform is well-designed and consistent with 

the institutional needs of the economy it can spur unexpected levels of entrepreneurial 

dynamism and economic growth”. He also considers a corresponding institutional 

reconstruction – reforms of prices, property rights, regulatory institutions, institutions for 

macroeconomic stabilization, institutions for social insurance and institutions of conflict 

management – as the most important indicator of success of any trade liberalization and 

also states that the openness can contribute to the improvement of the institutional 

framework. Indeed, institutions in Peru are the sticking points of the economy contributing 

to the uncertainty of economic subjects, affecting the poorest ensuring them with only very 

low minimum income and providing them with low-quality social and health services.  

According to Winters, McCulloch and Cirera (2001) the important linkage between 

liberalization and its effect over the poverty is the way how the economic growth is 

achieved. They mention an example of East Asian economies when saying that such 

measures boosting their economies failed anywhere else.   

2.2.4. Economic growth as a mean of poverty reduction in Peru 

after the liberalization 

It is almost generally accepted, as the previous chapter suggests, that the economic 

growth have a positive influence on poverty. Many authors advise to examine the effect of 

liberalization on economic growth and then to start with evaluating the poverty.  

Former president of Peru Alan García (2006 – 2011) carried on liberalizing among 

other reasons also as a way to settle the world crisis pressing the Peruvian economy. 
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Indeed, the largest wave of liberalization in Peru coincides with the previous slowdown of 

the GDP growth. The country´s economy had been growing since 2001 except the period 

of the whole year 2009 and its rates of growth in other years were enormous as you can 

seen in the Graph 2.3.  

Graph 2.3: GDP and Expenditures on final private consumption 2007 – 2010 (percentual 

variation) 

 

Resource: INEI Economic information 

Nevertheless, when evaluating the government of García, some authors state the 

growth was caused by internal demand expansion of private sector accompanied by deficit 

balance of payments. The reason of such evolution can be found not only in the 

unfavorable external evolution due to the global crisis when external demand and world 

prices of raw materials decreased but also in low investment and low investment 

stimulation accompanied by high interest rates. The following Graph 2.4 shows the interest 

rates were growing until 2009 and in the beginning of the year started to decrease probably 

also thanks to the liberalization of finance connected with the FTAs. 

Graph 2.4: Interest rates 2007 – 2010 

 

Resource: www.forexmotion.com 
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The liberalization in Peru has already initiated before 2009. Already since 90´s 

president Fujimori started to liberalize the trade. Nevertheless, he avoided effective social 

policy changes and even if the economy of the country grew, he finally never finished the 

liberalization because of the social pressures.  

During Fujimori era (1990 – 2000) and until 2004 the current account had been 

negative. Since then the value of the indicator started to oscillate around zero reaching its 

highest positive value in 2006 which was the result of disciplined macroeconomic policy 

of president Toledo. The problem of the country has always been the fact that the 

liberalization has been causing imports growth and deterioration of Balance of payments. 

According to the Graph 2.3 and Graph 2.5, the GDP growth accelerates with the 

deterioration of the current account as the imports and consumption increase. In other 

words, the economic growth after the liberalization has been driven by mere increased 

domestic demand, not by the increase of external demand and increased exports.  

Graph: 2.5: Current account (millions of US dollars, quarterly) 

 

Resource: INEI 

Nevertheless, after the liberalization in 2009 the economy started to grow first, 

consumption increased with a lag of one quarter, and it took another quarter when the 

Balance started to deteriorate. That would suggest the liberalization could have had a 

positive effect on the competitiveness of Peruvian producers as the GDP grew together 

with the positive current account. However, it is likely the growth wasn’t caused by the 

increased productivity but by the mere abolishment of foreign import tariffs. That is why 

probably the effect on the balance wasn’t long-lasting and the current account has been 

negative again since the beginning of 2010. Moreover, since 2008 the trade in goods and 

services with USA indicates steep growth of imports and the balance deteriorates. 

Apparently, the FTA helped USA to enhance its current account with Peru that was already 
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since 1999 always negative. Nowadays the negative values are on the side of Peru and its 

deficit grew from $ 696 million in 2009 to $ 1697 million in 2010.  

After all, in Peru the economic growth has been usually issue of rich people. The 

lack of effective social policies and investment to education or infrastructure was leaving 

the poor behind even during the economic boom. Some authors suggest that only at least 5 

year continuous growth by at least 5 % without deceleration could ensure the reduction of 

poverty in Peru as it would enable the economy to collect needed resources21. 

Indeed, the data already show clear pattern since 2001 when the economy started to 

grow with only one deep downturn in 2009. If you go back in this thesis to the Chapter 

1.5.2 describing the poverty you will realize the very same year 2001 was the time when 

the poverty initiated its decline. 

Graph 2.6: GDP growth 1995 - 2011 

 

Resource: INEI 

From the previous described in this chapter I conclude the economic growth have 

had a positive influence on the reduction of poverty in the long term but in a short term the 

effect is unclear and for many poor the growth effect of liberalization can be even harmful 

as consumers start to demand imports at the expense of domestic producers and their 

employees. The growth after the liberalization was caused by the abolishment of US 

import tariffs and following increased demand for US imports. However, as the interest 

rates decreased since 2009, the discussed liberalization could have had a positive effect 

regarding supply side of the economy.   

                                            

21 RPP Noticias 
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2.2.5. Prices 

Prices play an important role in an assessment of a liberalization effect on poverty 

because the liberalization itself changes prices and it consequently changes the relative 

value of income and consumption of each individual. In the measurement of poverty 

exactly these two variables are the most questioned.  

As I don’t have resources to make detailed analysis of prices over each individual I 

will theoretically discuss the prices more in general terms concerning producers, 

consumers or exporters and non-exporters.  

Generally, the liberalization lowers prices of products imported from USA as the 

prices lower by the extraction of a tariff, but doesn’t changes the prices for exporters as 

these prices must had been the same as world prices. Liberalization on one side increases 

the competitiveness of exported goods to USA because such goods without tariffs then 

becomes cheaper in USA and that can lead to the increase of production of exported goods 

and can also initiate the exportation of new goods. On the other side, liberalization also 

lowers the competitiveness of domestic goods that are similar to those imported and on 

macro-level can lead to the deterioration of the trade balance. In total, liberalization can 

affect producers positively as well as negatively depending on what kind of good are they 

producing. However, a common consumer is affected in a different way than a producer. 

As a producer is also a consumer, the welfare effect (change in income) of liberalization 

depends on price changes of goods from a consumer basket acquired by each household or 

individual.  

Usually, poor in third world countries are self-employed, especially in Peru they 

rely on their own agricultural production or their services as taxi-drivers, cookers or small 

sellers. In majority, poor are dependent primarily on prices of food because as we know, 

the poor are those who spend the highest share of their income on this item. In the same 

time they are usually economically dependent on food or agricultural products prices as 

they usually work in agriculture or as cookers in their family restaurants and such 

economic activities form the most important part of their income. This holds especially in 

the poorest parts of the country, in the case of Peru it would be in the regions of sierra and 

as the data suggest, almost 40 % of respondents are from this area. 
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Consider the formula that Winters (2004) is reminding us of. It is the Deaton´s 

definition (1997) of the effect of price change on welfare as  

�� ��� ��� 	 
������ �, 

where qi is production of good i, ci is consumption of good i and ∆pi the price 

change. This formula suggests that if the price of good i grows the welfare grows if the 

good is exported, e.g. if the home production is higher than the domestic consumption. If 

the consumption is higher than the production when the price of good i grows, it is more 

reasonable to import such good.  

The same formula is applicable on a household. If a household produces more of 

such good with increased price than it consumes, it can benefit from such change as its 

income increases. If the household consumes more of such product than it produces (if it 

produces anything at all) and if a price of any other product is not lowered to compensate 

such change, the household or an individual becomes poorer.   

To conclude, if the domestic inflation is high, liberalization can harm those sectors 

producing for the domestic market as these face higher competition from cheaper imports 

and cannot profit from export gains as there is almost no export of their product. Such 

conclusion suggests that the poorest dedicating themselves to the agriculture would be 

harmed badly because, in spite the fact the agriculture is an export sector, the same export 

sector was in 2009 in terms of US dollars composed by 88 % by exports of café and by 

11,5 % by export of sugar22, e.g., mere two products covered almost entire profit from 

agricultural exports and so the large part of agricultural production can be considered as 

production for domestic use. However, if these poor can also sell their products on the 

domestic market, their loss wouldn’t have to be large or even they could benefit from a 

price increase. Minot and Goletti (2000) suggest that this effect has to do with the place of 

living as “higher food prices almost have a negative effect on urban household, but the 

effect on rural household is ambiguous” as rural households can more likely produce 

agricultural goods. The overall effect then depends on the proportion of net sellers and net 

buyers. However, Winters (2004) states the poor usually lose after the liberalization of 

trade in the short-term.  

 

                                            

22 The Peruvian Ministry of Foreign Trade and Tourism 
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Graph 2.7: Consumer Price Index, Peru (2009 = 100) 

 

Resource: INEI 

The Graph 2.7 suggests consumer prices in Peru in the first year after the 

liberalization were not increasing. The inflation started to grow in 2010, but the growth 

wasn’t steep. Indeed, Peru is known as a low-inflation country and in the region of Latin 

America is from this point of view one of the most successful countries. The price level in 

Peru hasn’t increased significantly meanwhile the world primary prices decreased 

drastically in 2009, as reports for instance IMF in its statistical database. That includes 

very negative effect over the export sellers and assumes advantage of domestic producers 

and consumers.  

2.3. Related Literature 

The usual distinctive issue when assessing the poverty after the liberalization is the 

way how authors measure the poverty. Some use quantitative measures as poverty line, 

other use qualitative tools as suggests for instance APEIM.   

Usually, the papers assess the effect of the liberalization comparing the groups or 

districts affected with those that remained protected. For instance Topalova (2007) uses 

household survey data searching for cross-regional effects of the liberalization in India. 

She employs fixed effects model to find an effect of the level of trade protection on 

regional outcomes.  

Minot and Goletti (2000) are deeply analyzing the rice market in Vietnam after 

both external and internal liberalization. More precisely, they aim to find new patterns of 

such economy and the way it affects the poverty. The domestic “survey data are then used 

to estimate the impact of simulated price changes in each region on real income and 

poverty among different groups of household”. They find out that the price of rice grows 
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after the liberalization but “the effect is smaller as one moves away from the rice export 

zone”. Such higher rice prices then increase rural income and slightly positively affect the 

poverty.    

Pacheco-López & Thirlwall (2009) analyzed several papers discussing the topic in 

developing countries and concluded the liberalization hasn’t delivered expected reduction 

in poverty. They point out the literature usually lack analysis of trade balance as the import 

growth affect the impact on poverty.  Also others point the significance of macroeconomic 

indicators. For instance, Winters et al. (2004), stress the importance of analyzing the 

effects of trade liberalization on economic growth in the first stage as the growth is crucial 

for the reduction of poverty. The trade liberalization in the short run may affect the poorest 

ones in a negative way and neither in the long run the liberalization have to be beneficial 

for them as it stimulates the growth, e.g. productivity, and the high-skilled labor force is 

more demanded so the unskilled poor are left behind.  

Several authors use General Equilibrium models to assess the problem. Porto 

(2003) examines the prices in order to find changes in income and further links income 

growth to the changes in poverty. He finds 1,7 to 4,6% poverty reduction caused by trade 

reforms.  

Many authors analyze deeply price changes and consumption when assessing the 

liberalization. As McCulloch, Winters and Cirera (2001) write in their Handbook to trade 

liberalization and poverty “the most common approach to assess the extent of poverty is to 

calculate a measure of household or individual income or consumption expenditure based 

on data from household surveys23”. That is why I am using the income variable as an 

indicator of poverty or as an indicator to compare the group welfare.  

Similarly, according to Hertel and Reimer (2004) there are several linkages that 

shall be considered in the analysis of trade liberalization and poverty. “Such potential links 

include changes in: a) the price and availability of goods or b) factor prices, income, and 

employment”, etc. These authors then again stress the importance of the discussion about 

the linkage between trade liberalization and growth while analyzing the effects of trade on 

poverty.  

                                            

23 Krüger (2010)  
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Nicita adds that such analysis should be “carried out … by the estimation of the 

changes in the prices of goods and factors from trade liberalization and the changes in the 

prices of goods and factors are mapped into each household’s budget and income shares to 

produce an estimate of the changes in the welfare of the households.” Winters et al. (2004) 

consider four issues: “macro-economic aspects (growth and fluctuations), households and 

markets, wages and employment, and government revenue and spending“. 
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3. Data 

The source of the micro-data is the Peruvian statistical office INEI, national 

statistical body and the executive part of the National Statistical System. I am using the 

National Survey of Households (ENAHO) that is one of the largest datasets of INEI 

including surveys regarding main aspects of the life of an individual that can be considered 

when evaluating the level of national poverty, welfare and inequity.  

The database of INEI offers ENAHO data in the form of cross-sectional or panel. 

For the purposes of the thesis I am working with the panel data that are available for the 

period between 2007 and 2010. The dataset contains four subsets of data regarding a 

specific field of interest – a) Characteristics of the House and of the Household, b) 

Education, c) Health and d) Employment and Incomes. First subsets comprises all 

household involved in the collection, nevertheless, the most important are the second, third 

and fourth subset that comprise individual data. These data are comparable through one ID 

variable on the sample of 6225 individuals. These individuals don’t differ over the whole 

period. 

The data had been collected in both rural and urban areas in all 25 departments of 

Peru24. On average, every department is divided into 136 conglomerates for uses of the 

ENAHO survey (both Panel and No Panel/Cross-sectional) – that gives in total 3406 

conglomerates. The size of the Panel sample is of 7546 particular residences in the total of 

1132 conglomerates. The data can be compared on the number of 2561 household or on the 

number of 6225 individuals. “Residence” is not comparable to “household” as in one 

residence can be more households. Residences within a conglomerate had been chosen 

randomly and the survey was done in monthly-based periods according to the 

conglomerate. The data can be compared on the annual basis.   

The units of the survey were family members, housekeepers living with the family, 

members of a family hotel not exceeding 9 persons and non-familiar individuals residing in 

the household longer than 30 days. All individuals questioned were older than 12 years. 

The panel data, contrary to the cross-sectional ENAHO data, lack the dataset regarding the 

                                            

24 25 departments: Amazonas, Ancash, Apurimac, Arequipa, Ayacucho, Cajamarca, Callao, Cusco, 

Huancavelica, Huanuco, Ica, Junin, La Libertad, Lambayeque, Lima, Loreto, Madre de Dios, Moquegua, 

Pasco, Piura, Puno, San Martin, Tacna, Tumbes and Ucayali 
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characteristics of the household members, but still, in the end of the data we can identify 

each person according to the gender or age.  

The majority of monetary values can be found in the dataset in both current and 

constant prices. The usage of deflated values makes the comparison between years easier 

concerning the inflation. Unfortunately, even if the period of the collection of the data were 

4 years, many variables of the interest are reported only for the first and for the last year. 

As a result there are only few variables left to compare throughout the whole period. The 

sample of the panel data is unbalanced due to missing values. 

Further, I am using data regarding the extent of the liberalization. The resource of 

such data is the very Agreement on FTA between Peru and USA. I am using US Tariff 

Schedule.  The document comprises all the product categories and explains which of them 

were already liberalized and which were not. In the case of non-liberalized categories it 

also reports what were the tariffs for each burdened category before 2009. It also marks the 

categories that were to be liberalized in the year of the ratification and those that should be 

liberalized within a horizon from 5 to 17 years. As these data has to be transformed to such 

variables that I could use them for the analysis, I had to assign to each product category its 

corresponding economic activity. For such purpose I am using United Nations 

International Standard Classification of All Economic Activities, Revision 3 and Revision 

4 (Rev.3 was used until 2008, since then the Rev.4 is effective). Such classification is 

worldwide accepted.  

3.1. Definitions 

As the main comparative variable is the area of the economic activity of the 

company where the individual is employed or working it is proper to explain how INEI 

defines labor force or employment to understand what kind of individual I am dealing with 

in the analysis. 

By Labor Force we can understand “all individuals older than 14 years that in the 

period of the survey were a) working, b) not working but they had an occupation or c) were 

actively searching for a job”.  

A person to be called Employed has to meet four conditions. Person “employed is a 

person that a) is older than 14 years and in the period of the survey was participating in 

some economic activity, b) has a fixed dependent employment and that didn’t work the one 



week preceding the survey for reasons of vacations, strike, illness and other reasons paid, 

c) independent workers that were not present recently in the work but the company kept on 

functioning and d) those who accomplished any economic activity in the reference period , 

at least one hour, and were paid for it by money or by other way. The objective is to collect 

all possible activities accomplished, even those not being considered as a work by 

questioned subjects25”. 

3.2. Descriptive

Comparative analysis of the data

Peru and defines aspects of each analyzed group

the individual level for my disposal

data file has 6225 units to compare. C
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25 INEI 

22%

36 
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Resource: ENAHO panel data 

st 40 % of reported individuals reside in the Andean Sierra which is supposed 

to be the largest but also the poorest area of the country. INEI reports that 

econd poorest area is the Rain forest. This geographic overview already suggests we are 

dealing with poor population.  

Further I show charts of evolution of the income and other variables. The income 

(dependent variable) used in the analysis is, more concretely, net income from the principal 

                                            

27%

39%

22%

12%
Coast

Sierra

Rain forest

Metropolitan Lima

week preceding the survey for reasons of vacations, strike, illness and other reasons paid, 

that were not present recently in the work but the company kept on 

functioning and d) those who accomplished any economic activity in the reference period , 

, and were paid for it by money or by other way. The objective is to collect 

possible activities accomplished, even those not being considered as a work by 

quick overview of the level of life in 

, I have 3 datasets on 

, Health and Employment). Final merged 

aracteristics of individuals are in the following 

the geographic allocation  

 

the Andean Sierra which is supposed 

INEI reports that generally the 

This geographic overview already suggests we are 

ariables. The income 

net income from the principal 

Metropolitan Lima



37 

 

occupation and I use its deflated version. I also describe the income characteristics for each 

year more deeply.  

Table 3.1: Summary characteristics of the ENAHO panel data 

Level of achieved education (in %) 2007 2008 2009 2010 

No Education 8.60 8.30 8.70 8.60 

Initial and Primary Education Completed 53.00 51.70 49.80 48.40 

Secondary education completed 27.80 28.50 29.80 31.00 

University degree 10.70 11.60 11.80 12.10 

Literacy rate 2007 2008 2009 2010 

Can read and write (in %) 80,7 81,7 81,7 82,1 

Literacy rate according to INEI (total population) 95,4 95,5 95,8 - 

Other variables 2007 2008 2009 2010 

Possession of any contract (% of individuals having an employment contract) 26.0 29.3 27.6 28.6 

Hours worked per  week 37.5 37.0 36.5 36.1 

Experience in years 9.9 - - 9.1 

Illness (% of  individuals experiencing any illness in the month previous to the research) 25.7 25.9 23.1 21.2 

Married (% of married individuals) 37.3 36.8 36.0 35.0 

Net income (deflated, annual, S/.) 2007 2008 2009 2010 

Mean value 4898,9 5539,5 6062,4 6357,0 

Median 2021 2430 2768 3104 

Poverty line by INEI (expend.) 2748 3012 3084 3168 

Share of individuals under the poverty line (inj %) 56.9 53.6 53.1 51.3 

Gini index 0,65 0,65 0,64 0,63 

Resource: ENAHO panel 2007 - 2010, Stata calculations 

First, the Table 3.1 indicates approximately half of the sample has completed initial 

or primary education. With time this share lowers in favor of the secondary education as 

the percentage of such educated individuals grows from 27,8 % in 2007 to 31 % in 2010. 

Proportion of individuals with no education hasn’t changed meanwhile the university 

visited 1,4 % more student than in 2007.   

The literacy rate has grown but still, the sample expresses lower rate of the 

indicator than is the official indicator of the country reported by INEI.  

The interesting variable is the one expressing the possession of any employment 

contract. The low rate of this variable suggests how large it is the extent of grey economy 

in the country. Other variables explain the rate of illness has fallen down as well as the 

share of married individuals. 
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The last part of the Table 3.1 shows the inequity in incomes and poverty. Median in 

this sample is usually more than twice smaller than the mean value of the variable. Such 

fact implies the existence of inequity and its extremely high rates are represented by the 

Gini coefficient exceeding the value of 0,6 in each year. The Gini also suggests the 

inequity has lowered by mere 0,2 point of the index.  

If we recall the value of extreme poverty line (i.e., measure of expenditures for 

basket of 52 basic aliments) which in 2007 was 121 sols a month or 1452 sols a year and 

149 or 1788 respectively in 2010 and further if we recall the value of poverty line and we 

state that the poor don’t save but spend all their income, mostly on food, we realize that 

our median individuals are only above the extreme poverty line but still stays under the 

poverty line. Such results suggest that the sample embodies even higher rate of poor than 

the country as a whole according to INEI reports.  

The data suggest the poverty line is each year more approaching median value of 

the income. That would imply the reduction of the poverty as the median growths faster 

than the poverty line. Indeed, the proportion of poor decreased from 57 % to 51 %. Shortly, 

the poverty has reduced but the inequity did not.  

Further I present the summary characteristics of two groups divided to “treated” 

and “controls” as such division will be used in the following research (see Table 3.2). The 

treated are those who were liberalized by the FTA in 2009 and the controls are those whose 

sectors were already liberalized by that time. The distribution of individuals (i.e., group of 

individuals belonging to a certain economic activity) among these groups will be explained 

in the following chapter. Groups differ in many variables but the characteristics of the data 

didn’t allow to find a better comparison group. However, I further divide the sample 

according to the poverty line. Such proceeding allows me to get rid of the significant 

inequities harming the results. The Table 3.2 shows some characteristics that can be 

controlled for in the further analysis. I denominated the individuals from the sectors newly 

liberalized as “Treat” and those who were already liberalized before as “Cont.” only for the 

purposes of this table. 
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Table 3.2: Summary of the sample divided to Treated (Individuals affected by the FTA 

liberalization) and Controls (Individuals liberalized already before the FTA)  

2007 2008 2009 2010 

Level of achieved education (in %) Treat Cont. Treat Cont. Treat Cont. Treat Cont. 

No Education 9.1 2.8 8.9 1.32 9.3 4.1 9.1 3.2 

Initial and Primary Education Completed 53.6 48.8 53.9 43.70 52.1 47.3 50.7 43.8 

Secondary education completed 25.6 38.3 25.3 42.1 26.1 39.4 27.3 40.8 

University degree 11.7 10.1 12.0 12.8 12.6 9.2 12.9 12.2 

Literacy rate Treat Cont. Treat Cont. Treat Cont. Treat Cont. 

Can read and write (%) 78.0 94.0 80.0 94.0 80.0 89.0 81.0 92.0 

Other variables Treat Cont. Treat Cont. Treat Cont. Treat Cont. 

Possession of any contract (% of 
individuals having a contract) 25.8 28.0 24.6 28.1 28.5 20.7 29.8 19.5 

Hours worked per  week 37.0 44.4 36.4 46.0 36.1 40.5 35.6 40.9 

Individuals with Income under the poverty 
line (poor) 30,2 31,3 30,2 30,7 28,1 19,5 27,3 20,0 

Individuals with Income above the poverty 
line (rich) 50,7 42,3 47,1 51,5 48,5 45,1 47,2 45,5 

Exporters 32,3  39,4  31,8  31,3  
Non-Exporters 40,9  36,1  39,8  39,1  

Experience in years 10.2 4.5 - - - - 10.2 5.8 

Individuals with Income under the poverty 
line (poor) 14,7 16,0 - - - - 15,1 15,2 

Individuals with Income above the poverty 
line (rich) 12 10,6 - - - - 12,8 12 

Illness (% of  individuals experiencing any 
illness in the month previous to the 
research) 

25.7 26.8 26.5 24.0 23.5 24.5 22.0 21.5 

Married (% of married individuals) 39.7 34.1 39.1 33.2 38.6 29.2 37.8 27.3 

Net income (deflated, annual, S/.) 
2007 2008 2009 2010 

Treat Cont. Treat Cont. Treat Cont. Treat Cont. 

Mean value 4516 12653 5118 13699 5502 10471 5609 12604 

Median 1977 8021 2442 10056 2540 8211 2911 8711 

Poverty line by INEI (expenditures) 2748 3012 3084 3168 

Share of individuals under the poverty 
line (in %) 56,2 5,6 52,1 3,9 51,0 8,2 49,4 8,6 

Exporters 32,5  28,4  29,8  27,9  
Non-Exporters 23,7  24,7  21,2  21,6  

Gini index 
2007 2008 2009 2010 

Treat Cont. Treat Cont. Treat Cont. Treat Cont. 

 All 0,64 0,54 0,64 0,45 0,63 0,53 0,61 0,56 

Income under the poverty line (poor) 0,44 0,26 0,46 0,37 0,43 0,44 0,43 0,43 

Income above the poverty line (rich) 0,42 0,47 0,43 0,36 0,42 0,40 0,41 0,43 

Resource: ENAHO panel 2007 - 2010, Stata calculations  

The Table 3.2 compares some characteristics of treated (individuals affected by the 

liberalization) and controls (individuals from sectors already liberalized before 2009). Both 



40 

 

groups differ especially in the income as the controls have at least twice higher income in 

each year. The poverty of treated is of larger extent than the poverty of controls. The 

official whole-country poverty is expressed by the level of expenditures defined by INEI. I 

assume here the expenditures equal income as such affirmation is generally applied when 

considering the poor. The interesting finding is the fact that the level of poverty in the 

sample of treated approaches the level of poverty measured by APEIM (see Chapter 1.3.1). 

After the comparison of poverty of exporters and non-exporters it is clear the poverty of 

non-exporters reduced more in the second half of the period in comparison with exporters. 

Both groups indicate high rate of inequity in incomes, however, the group of 

individuals liberalized in 2009 reports higher rates of the variable. Nevertheless, the 

inequity is growing in controls towards the year 2010 meanwhile it is slightly lowering in 

the case of treated. When divided to sub-samples of the poor and the rich (individuals 

under and above the poverty line) the rates differ before the treatment in favor of controls 

but since 2009 the values between both groups become similar. The Gini indices 

suggesting the high inequity when considering the whole sample are caused by including 

both poor and rich. It would be then reasonable to divide these groups when analyzing the 

data.  

The proportions of individuals regarding the university education don’t appear to 

have such importance as it is very similar in both cases. Such fact is very surprising if the 

key aspect of having higher income is the University degree but the difference in incomes 

in both groups is so large even with the similar proportions of university graduates. 

Nevertheless, the treated fall behind as the group comprehends more individuals without 

any education or illiteracy and in the same time the share of secondary educated is lower.  

Treated appear to have on average longer experience in one certain job, on the other 

hand, the controls work more hours a week. These proportions change if we divide the 

sample between poor and rich. In such case the experience in years almost equalizes 

among both groups of treated and controls giving to controls little advantage when 

considering only the poor. Regarding the hours worked per week the proportion also differ 

significantly among poor and rich. Poor individuals from sector already liberalized before 

2009 work less when compared to the whole sample of controls. The poorer group has 

higher rate of marriages. Modern economy states the marriage has become a luxury and is 

more the concern of the rich. However, Peru as a country of a traditional society doesn’t 
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follow this pattern. It is questionable than whether the marriage is an indicator of higher 

income in Peru 

It is important to mention the sectors the individuals of each group are working in 

(see Appendix A for more details), as it apparently affects the income significantly. The 

typical sectors of control groups are fishing, metal mining, wood and paper, precious 

metals or coffee planting. All are typically exporting sectors and the last two belong to 

sectors mostly exported to USA. The treated are usually from the sector of agriculture, 

textile and copper mining but also from industries producing watches. Agriculture, textile 

and copper mining are also important exporting sectors to USA.   

The report elaborated on the bilateral trade between Peru and USA by the Peruvian 

ministry of External Commerce and Tourism26 suggests the exports to USA of sectors of 

controls don’t represent significantly higher value than of treated. On the total of US$ 5555 

million, traded on exports of goods with USA in 2007, the sectors that are represented here 

by the treated had almost 40% share. That makes me believe the reason of the higher 

income of controls is their previous liberalization, even when considering the controls have 

an advantage regarding the secondary education, literacy rate and hours worked per week.  

3.3. Assignment of the economic activity to each product 

category 

In this chapter I deal with the data about the products liberalized. I have had such 

data for my disposal, defined in the US Tariff Schedule of the official set of documents of 

the Free Trade Agreement between Peru and USA. Nevertheless, in the research I am 

working with the data regarding the occupation of each individual. That means, to each 

product I have to assign a corresponding occupation. Such transformation of a product into 

an occupation enables me to work with the data that focuses only on microeconomic data 

concerning the characteristics of individuals.  

After I chose relevant products I had to assign them corresponding economic 

activity. The list of all economic activities becomes from the International Standard 

                                            

26 Peruvian Ministry of External Commerce and Tourism 
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Industrial Classification of All Economic Activities (ISIC)27 and was elaborated by United 

Nations. This standard was renewed in 2008 and therefore, since 2009, INEI started to use 

in their household survey the new version that is denominated ISIC Revision 4 (the 

previous one was ISIC Revision 3). As my data interfere with both periods, the data from 

2007 and 2008 I treated under ISIC Rev.3 and the data for 2009 and 2010 under ISIC 

Rev.4. The ISIC Rev.4 is more detailed and makes easier assigning any activity to a certain 

category of products, i.e., the new division is very similar to the division of economic 

activities. Nevertheless, the fact, that the division of economic activities for years 2007 and 

2008 is rougher, could disturb the results. Economic activities are numbered by four-digit 

numbers from 0111 to 9900 and product categories are numbered by eight-digit numbers 

from 01011000 to 98180007. 

Regarding the way I assigned categories of products to each activity, I used a 

complex way. As every product has several steps of fabrication, I tried to use all these 

steps to include all economic activities participating, i.e., if I consider a production of 

watches, I have assigned all activities involved beginning from the mining of the base 

material up to including sellers of the good. Obviously, I would have to know each specific 

part of any good and what it was made of and there would have to be very detailed – 

according to each material - list of activities, which there is not. Some activities couldn’t 

be used because their range is wider and would cover also such products not suitable. I was 

assigning it than also according to the common sense.   

It is also worth to mention that as individual can change his or her job among the 

period, I am considering every year separately, i.e., the proportion of controls and treated 

can change for every year. There can also be inconsistency caused by the different usage of 

definition of economic activities as for the period before the ratification there was used less 

concrete older version of ISIC. This means that those who were considered as treated 

before 2009 and didn’t change their occupation meanwhile can be suddenly treated as 

controls in the period after and vice versa. 

  

                                            

27 United Nations Statistics Division  
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4. Searching for the True Income Effects of the Trade 

Liberalization 

In the research I will evaluate the impact of the liberalization on incomes. The 

liberalization is represented by the Free Trade Agreement ratified in the beginning of 2009, 

between Peru and USA. I suppose such policy could have had some positive impact on the 

welfare (expressed in growth of incomes) of the workers employed in the sectors affected. 

For such purpose, as a research method, I am using Differences-in-differences (further 

denoted as DID) where newly liberalized sectors as “treated” are compared to the sectors 

already liberalized (“controls”) before and after 2009.  

The effect of treated will be then divided in to two effects: first, the effect of those, 

who are typical exporters to USA and where the effect is expected to be higher and second, 

those, who are not typical exporters. Accordingly, I denote the group of newly liberalized 

as treated and inside this group I further recognize treated exporters and treated non-

exporters. As the previous chapter 3.2 suggests I also divide the sample according to the 

poverty line. 

As controls I choose those categories of products/occupations that were liberalized 

before 2009 by more than 60 %28, i.e., 60 % of goods from a certain category of products 

were already liberalized before the treatment. Control individuals are those working in 

fishing, earth and iron mining, precious metal mining, coffee planting, forestry or 

pharmaceuticals. We also should have in mind that there are not only occupations relating 

to liberalized products but there are also occupations in services that were also liberalized 

by the Agreement, especially in the field of finance, telecommunication, commerce or 

juridical services. I will consider all these service activities as treated. In the analysis I am 

considering as the main indicator (dependent variable) Net income from the principal 

occupation (further denoted as income). I am using its deflated version.   

First, I evaluate the evolution of incomes according to the group of treatment based 

on the comparison of means of income of each group. Accordingly, the Table 4.1 reports 

summary statistics of the means of incomes before and after the FTA liberalization. The 

specification A1 is the basis specification and shows the means of individuals working in 

                                            

28 I chose such threshold because from every product category some products were already liberalized before. 
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sectors liberalized already before 2009 (controls) and individuals working in sectors 

liberalized since 2009 (treated). The specification A2 reports the same controls but divides 

the treated according to their orientation towards exports so that the sub-groups of treated 

are treated non-exporters and treated exporters. The specification B1 indicates means of 

incomes based on the poverty line so that all individuals considered have the income lower 

than is the poverty line. The Specification B2 similarly as the specification A2 divides the 

treated of the group B1 to non-exporters and exporters. The Specification C1 includes only 

individuals with the value of income above the poverty line and in the C2 is similar to A2 

or B2 but only for the “rich”, i.e., those with the income above the poverty line.    
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Table 4.1: Descriptive statistics for income according to each specification (means, in S/.) 

Design 

Means  

Before the Treatment After the Treatment  

2007 2008 2009 2010 The Difference 

A1 

Individuals already liberalized before 2009  

(control group) 
21501,2 14385,6 11856,2 13839,92  

Individuals affected by the liberalization in 2009  

(treatment group) 
3117,2 3950,5 4210,5 4382,6 5858,0 

A2 

Individuals affected by the liberalization in 2009  

(treatment group)   

Non-exporters 

4089,4 5478,4 5246,7 5389,8 5629,7 

Individuals affected by the liberalization in 2009  

(treatment group)   

Exporters 

2855,9 3519,8 3845,1 4004,7 5832,4 

B1 

Individuals already liberalized by 2009  

(control group) 

Income under the poverty line 

1613,7 1347,1 950,6 1273,3  

Individuals affected by the liberalization in 2009  

(treatment group) 

Income under the poverty line 

990,3 1043,4 1132,1 1173,8 504,6 

B2 

Individuals affected by the liberalization in 2009  

(treatment group) 

Income under the poverty line 

Non-exporters 

1124,0 1108,2 1270,3 1258,3 516,8 

Individuals affected by the liberalization in 2009  

(treatment group) 

Income under the poverty line 

Exporters 

892,6 985,2 1028,2 1108,1 500,3 

C1 

Individuals already liberalized by 2009  

(control group) 

Income above the poverty line 

15412,8 16254,5 13735,7 17136,0  

Individuals affected by the liberalization in 2009  

(treatment group) 

Income above the poverty line 

9424,9 10038,6 10815,2 10568,3 1357,8 

C2 

Individuals affected by the liberalization in 2009  

(treatment group) 

Income above the poverty line 

Non-exporters 

10004,1 9878,5 11402,5 11297,9 1806,7 

Individuals affected by the liberalization in 2009  

(treatment group) 

Income above the poverty line 

Exporters 

8096,4 11985,7 9726,9 9315,3 -122,2 

Notes: The column The Difference represents the differences between control and treatment group. Its 

value is equal to the pre-treatment difference of average means of both groups (controls and treated) 

minus post-treatment difference of average means. In the design A2, B2 and C2 the difference is reported 

separately for each group of treated, both (exporter and non-exporters) use the same control group. Each 

pair of groups (e.g., A1 and A2) has always the same control group and that is why the means of incomes 

for control group are reported only once, always in the first of the pair of groups. 
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The Difference in the last column represents the naive DID treatment effect counted 

without the use of regression, i.e., represents the pre-treatment difference in average means 

of controls and treated minus post-treatment difference of the same. In the further text and 

graphs I will call individuals above the poverty line as “rich” and individuals under the 

poverty line as “poor”. 

Graph 4.1: Means of incomes for each specification 

 

(a) Case A1 
 

 

(b) Case A2 
 

 

(c) Case B1 
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(d) Case B2 

 

 

(e) Case C1 

 

 

(f) Case C2 

 

The Graph 4.1 represents graphically the Table 4.1. The both Table 4.1 and Graph 

4.1 indicate several clear conclusions. First, the fact of being treated, i.e., recently 

liberalized, means to count with lower wages (already discussed in the Chapter 3.2). 

Second, the treated non-exporters have higher wages than the treated exporters and when 
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incomes of controls always lower towards the year 2009 approaching the treated as the 

incomes of these, contrary to controls, slightly increase. Fourth, in 2010 the controls 

already report growing income meanwhile the income of treated stagnate.  

I expect the mentioned increase in incomes of controls to be caused by mere 

abolishment of import tariffs from the side of USA but also by accelerated GDP growth 

caused by raise in primary commodity prices and investment incentives in the form of 

reduced interest rates. The fact that these macroeconomic indicators affects only the 

controls means this should be considered when evaluating the treatment effect as obviously 

the assumption conditions of DID can be harmed. Similarly, by macroeconomic tools, can 

be explained the control´s evolution in the middle of the period as of the following 

paragraph. 

I suppose the reason of fall of the control´s incomes between 2007 and 2009 (in the 

case of rich individuals it was between 2008 and 2009) would be the world crisis that could 

have had a negative impact especially over them as they, in contrast to treated, were open 

to the troubled world market longer and so in 2009 the level of incomes of both groups 

approached. This is similar problematic point when assessing the data with DID estimator 

as the macroeconomic background before the treatment for each group could have been 

different. I will control for the variables influencing the income in the further analysis as 

these could explain the falling pattern of the income but already the summary statistics 

from the Table 3.2, Chapter 3.2 suggest the controls had no reason to slow down in 

incomes regarding their education or literacy rate or other observed characteristics.    

The Graph 4.1 shows how reasonable it is to divide the sample according to the 

poverty. Among all groups, the best treatment group to be comparable with the controls 

appears the treatment group of non-exporters when divided between poor and rich. The 

two groups (group of individuals already liberalized before 2009 and the group of 

liberalized in 2009, non-exporting) for both poor and rich seem to have similar path before 

the treatment and that is why I consider them as the best groups to be compared.   

Despite the graphs show convergence in incomes in 2009, the fact is caused 

particularly by a slight improvement in wages of treated and by deterioration of incomes of 

controls. The reason for the positive coefficient in the case of treated groups (see the 

column The Difference in the Table 4.1) is the fact the incomes of controls were falling 
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between 2007 and 2009 meanwhile the treated indicated slight but continuous growth over 

the same period.  

If we compare first and last year, there is an obvious increase in income of treated 

while incomes of controls terminated under the level of the year 2007, with the exception 

of the “rich” population (the specifications C´s). Nevertheless, in contrast to controls, the 

group of treated conserved their level of income on the increased level also later on in 2009 

and 2010 despite the fact the liberalization was effective since the beginning of 2009 in so 

far that the treated exporters could have already been also affected by the similar negative 

impact. That could be the reason to think the liberalization was a source of a positive effect 

over the group of treated.   

Regarding the DID assumption about the similar evolution before the treatment the 

most efficient groups for the estimation are C1 and B2 with C2 considering as treated only 

the non-exporters. In B2 and C2 newly liberalized sectors show significant increase in 

incomes in 2009 meanwhile the control´s income register deep reduction. However, in 

2010 again the incomes of individuals from the sector already liberalized before 2009 

grow.   

4.1. Research design using Difference in Differences 

The Difference-in-differences (DID) method allows us to examine non-

experimental data using the experimental method of comparing the treatment and the 

control group. In the DID we are trying to find these two groups on the sample of real data. 

We assume the treatment and the control group to be similar in those variables we cannot 

observe or control for.  

The DID design dissembles some problematic points. One of the most serious is the 

selection of the control group. I intended to withdraw such economic activities that would 

approach the best the newly liberalized product category and according to such selection I 

later on established the control group. Already such choice could have predetermined some 

differences in both groups regarding the macroeconomic characteristics influencing each 

group differently as the controls were more influenced by the outer world market and by 

the higher level of competition. I will have this fact in mind when evaluating the result of 

DID.  
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I will use the specification of the DID that uses an estimate of 

��� 	 ��� 	 ��� 	 ���. 

In other words, any difference in the change in means between treatment and 

control groups is the result of the treatment. Such defined estimate allows for differences in 

un-observables between control and treatment group. As the dataset is of dependent 

observations over the individuals it is proper to use such model that would remove this 

time-invariant component by first differencing the data (Croissant & Millo, 2008). 

Consider than the equation of change in income ��� of i-th individual: 

       ��� � ���� � ����� � ���,                 (4.1) 

where ��� � ��� 	 ���, where both ��� and ��� are averages of incomes before and 

after the treatment, �� stands for the dummy variable of treatment (�� � � for the treatment 

group, �� = 0 for the control group), ��� are other differentiated variables and ��� is the 

differentiated error term. The coefficient �� is the DID estimator. As the formula is in the 

differentiated form, the typical dependent variables as education or gender fail to explain 

the income, i.e., changes in income.  

When dealing with panel data it is worth to run tests for the stationarity. 

Unfortunately, as the dataset is of a short period and it is not strongly balanced due to 

missing variables, the typical tests for the unit root as Levin et al. (2002) or Im et al. (2003) 

fail. Nevertheless, the eventual non-stationary data are transformed to stationary by 

differencing. Since I use differences of all variables when examining the equation 4.1, I 

expect the data to be stationary in first difference. Finally, as I also use in further analysis 

non-differentiated data I follow the test for unbalanced data developed by Maddala and Wu 

(1999). The result of the test and other diagnostic remarks can be found in the Appendix B.   

First, I estimate the income using the equation 4.1. I start estimating the dependent 

variable using as independent variable only the dummy for the treatment. Further, I add 

other variables that were changing over years. The variables that can explain the change in 

income are those expressing the experience in years and hours worked per week. The 

variable experience in years represents the change between years worked in the same 

position between 2010 and 2007 (as the record was available only for these two years). The 

variable captures such cases where the individual started a new job, changed a job or lost 

one. Hours worked per week represent the change between averages of pre-treatment and 
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post-treatment period in hours worked by each individual. The original numbers (not 

differenced) were expressing the count of hours worked during the week foregoing the date 

the individual was participating in the panel research. The t-tests rejected significance of 

other variables regarding the contract, illness or marriage.  

The Table 4.2 represents the estimate results of specifications A1 and A2 as defined 

in the Table 4.1.    

Table 4.2: DID results for income effects, specifications A1 and A2 (in S/.) 

 
 A1 A2 

 
 

OLS 
(Exporters + 

Non-exporters 
liberalized in 

2009) 

OLS 
(Exporters 

liberalized in 
2009) 

OLS  

(Non-
exporters 

liberalized in 
2009) 

Basic Specification t = 1 
743,9 *** 

(148,7) 

406,4 

(213,2) 

1022,9 *** 

(207,5) 

Hours Worked per  
Week 

t = 1 
760,5 *** 

(148,5) 

422,9 

(214,1) 

1016,1 *** 

(219,5) 

∆ X 
24,8 *** 

(6,9) 

9,3 

(10,8) 

28,5 *** 

(9,0) 

Experience in Years 

t = 1 
760,1 *** 

(148,7) 

404,2 

(213,0) 

1062,4 *** 

(220,7) 

∆ X 
46,9 * 

(18,3) 

48,1 

(22,6) 

58,7 

(29,0) 

All  ∆X variables 
together: 
 
 
  Hours Worked per 
  Week 
 
  Experience in Years 

t = 1 
776,5 ***  

(148,0) 

421,1 

(213,5) 

1054,0 *** 

 (219,7) 

∆ X 

24,6 ***  

(6,9) 

46,3 

(18,2)  

9,6 

(10,9) 

48,4 

(22,5) 

28,0 *** 

(9,0) 

56,2 

(29,0) 

Notes: All variables used in the regression are differentiated. Such 

differences were made from the average values of two years before and two 

years after the treatment. Standard errors are in parenthesis. The values of 

parameters in the raw denominated by t=1 are DID parameters according to 

the specification of the regression equation. When other variable involved its 

parameter is reported in the raw denominated ∆ X. Single asterisk denotes 

statistical significance at the 90% level of the confidence, double 95%, triple 

99%.  

 

The Table 4.2 implies the effect of the liberalization was significantly positive for 

the individuals recently liberalized in 2009. Such result would be in favor of the 

hypothesis. Nevertheless, the expected effect over the individuals working in export 
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sectors hasn’t been approved. Such individuals appear to have a positive change but in the 

same time the lowest one when compared to non-exporters. The overall effect 

(specification A1) of the treatment is increase in income by S/. 743,9. Separately for the 

group of exporters the increase is of S/. 406,4, but the number doesn’t have any statistical 

significance after all. Indeed, the results for individuals working in export sectors 

liberalized in 2009 suggest the insignificance of the liberalization over the performance of 

this group.  

The results indicate the highest and significant profits from the treatment have had 

individuals from sectors non-exporting. The treatment increased their wage by S/. 1022,9. 

The reason of their better performance over the group of exporters could be the adverse 

ambient on the world market after the crisis that depressed the possible development of 

export traders. The opening of the market with USA benefited more consumers than 

producers, and the same fact is confirmed by the negative trade balance of Peru with USA 

(see the Chapter 2.3) as the imports of cheaper products from this trading partner grow29. It 

is worth mentioning that the balance of Peru with USA was still positive in 2007, two 

years before the Free Trade Agreement became effective.  The examination of prices of 

goods and their changes after the liberalization together with the knowledge about the 

amounts of particular good traded would make the explanation clearer, but that would be a 

topic for another thesis. However, on this level I can assume conclusions about different 

effects over the exporters and non-exporters on the macroeconomic evolution between the 

two parts.  

The results also suggest the importance of hours worked per week for the 

conclusions about the treatment. Every positive change by one hour in a time spend in 

work after the treatment brings S/.28,5 more to non-exporters and increases their overall 

effect from the liberalization to S/.1044,6 (1016,1 + 28,5). Nevertheless, because non-

exporters as a group slightly lowered the hours worked after the treatment, the effect is 

smaller than in the case when no variable is added. On the other hand, the treated as a 

whole group slightly increased number of hours worked after the effect and so the value of 

the effect alone is higher (S/.760,5) and every one hour more increases the effect by 

S/.24,8.  

                                            

29 US Census Bureau  
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When considering the experience in years in the case of the whole group of newly 

liberalized sectors, the treatment effect is significantly positive but the significance of the 

variable is not convincing. The reason would be the fact that the treated haven’t 

experienced increase in years worked in a certain position over the examined period. 

Probably they lost their job meanwhile other similar proportion of individuals found a new 

one. That would explain why the variable almost hasn’t changed.   

I am quite skeptical concerning the plausibility of this specification as the evolution 

of controls and treated previously to the treatment differed. Despite the estimation offered 

reasonable values of the eventual treatment effect the setting doesn’t meet the basic 

assumption of the constant difference between the two groups. As the Graph 4.1 suggests, 

the following setting could offer more trustful results.  

The Table 4.3 represents the output of DID regressions when focusing only on the 

population of poor, i.e., the population under the poverty line. Such population was 

withdrawn according to the poverty line for each year (see the Table 3.2). The definitions 

of variables are the same as in the previous case of specifications A1 and A2. 
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Table 4.3: DID results for income, the specifications of subsample of individuals under the 

poverty line B1 and B2 (S/.) 

 
 B1 B2 

 
 

OLS 
(Exporters + 

Non-
exporters 
treated) 

OLS 
(Exporters 

treated) 

OLS  

(Non-
exporters 
treated) 

Basic Specification t = 1 
305,4 *** 

(65,5) 

296,8 *** 

(77,2) 

315,4 *** 

(108,4) 

Hours Worked per  
Week 

t = 1 
279,8 *** 

(65,3) 

263,2 *** 

(77,7) 

308,9 *** 

(107,8) 

∆ X 
15,1 *** 

(3,2) 

12,3 *** 

(4,2) 

14,5 *** 

(4,4) 

Experience in Years 

t = 1 
289,4 *** 

(65,6) 

291,8 *** 

(77,2) 

271,8 

(109,2) 

∆ X 
19,5 *** 

(7,2) 

11,2 

(7,6) 

34,6 

(13,0) 

All ∆X variables 
together:  
  
  Hours Worked per 
  Week 
 
  Experience in Years 

t = 1 
263,7 *** 

(65,3) 

257,3 *** 

(77,7) 

267,2 

(108,9) 

∆ X 

15,2 *** 

(3,2) 

19,6 

(7,1) 

12,5 ***  

(4,2) 

11,9 

(7,5) 

14,2 *** 

(4,5) 

33,3 

(13,0) 

Notes: All variables used in the regression are differentiated. Such 

differences were made from the average values of two years before and two 

years after the treatment. Standard errors are in parenthesis. The values of 

parameters in the raw denominated by t=1 are DID parameters according to 

the specification of the regression equation. When other variable involved its 

parameter is reported in the raw denominated ∆ X. Single asterisk denotes 

statistical significance at the 90% level of the confidence, double 95%, triple 

99%. 

The Table 4.3 suggests how important it is to divide the sample according to the 

poverty line as the final change in income is significantly lower in comparison with the 

previous case where the whole sample was considered.  

The estimation found the highest effect from the liberalization in the case of 

individuals from non-exporting sectors newly liberalized. In the Basic specification the 

best off appears to be the group of non-exporters but it is only by S/. 20 when compared to 

the exporters. Indeed, the advantage of this group over the other isn’t very large. 

Obviously, in the group of people with lower incomes we cannot expect larger differences 

in income changes, however, the Gini index suggest the inequity is present as well between 

poor.   
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When other variables added, the evidence shows a pattern of an advantage of non-

exporters. A variable with an influence is the hours worked per week for all three cases. 

We can see this variable has an influence on the variability of the income and lowers the 

effect from the treatment because the treated lowered the average number of hours worked 

per week over the four-year period. Again, the non-exporters lose the less (or gain the 

most) as they were those who decreased their hours worked the less and furthermore they 

work more hours a week than exporters. Nevertheless, the overall gain from one more 

hours brings lower amount of money, obviously, contrary to rich, as we are considering the 

poor population.   

If I involve the influence of years experienced in work, the pure treatment effect 

lowers because the individuals from sectors already liberalized before 2009 has slightly 

higher advantage in years worked. Nevertheless, as the experience grew among the treated 

and lowered among the controls the overall effect becomes more positive for the newly 

liberalized sectors.  

Concerning this sub-sample of the poor, concretely the group of individuals newly 

liberalized working in non-exporting sectors, I believe the liberalization could have had a 

positive influence over them. The corresponding graph shows the pre-treatment evolutions 

of these two groups were very similar even when the controls were in the beginning 

performing better and towards the year 2008 their income decreased more than the income 

of treated. However, the added variables suggests the longer experience in years in a 

certain position and slightly higher number of hours worked per week could have had an 

influence over the better performance of the controls in 2007.   

  



56 

 

Table 4.4: DID for Specifications of subsample of individuals above the poverty line C1 

and C2 

 
 C1 C2 

 
 

OLS (Exporters 
+ Non-exporters 

treated) 

OLS 
(Exporters 

treated) 

OLS  

(Non-
exporters 
treated) 

Basic Specification t = 1 
2021,7 *** 

(312,0) 

1737,7 *** 

(560,2) 

2172,7 *** 

(390,5) 

Hours Worked per  
Week 

t = 1 
2005,3 *** 

(311,7) 

1737,9 *** 

(560,7) 

2141,1 *** 

(389,8) 

∆ X 
 29,1 

(14,0) 

-2,6 

(25,8) 

38,2 

(16,0) 

Experience in Years 

t = 1 
2003,6 *** 

(312,0) 

1602,9 *** 

(563,4) 

2183,3 *** 

(390,6) 

∆ X 
79,3 

(46,5) 

138,2 

(72,1) 

63,2 

(57,0) 

All ∆X variables 
together: 
   
  Hours Worked  per   
  Week 
 
  Experience in    
  Years 

t = 1 
1987,8 *** 

(311,2) 

1602,9 *** 

(563,1) 

2151,7 *** 

 (388,1) 

∆ X 

28,6 

(13,9) 

77,4 

(46,4) 

-3,5  

(25,8) 

138,4 

(72,9) 

38,0 

(15,9) 

60,4 

(56,9) 

Notes: All variables used in the regression are differentiated. Such 

differences were made from the average values of two years before and two 

years after the treatment. Standard errors are in parenthesis. The values of 

parameters in the raw denominated by t=1 are DID parameters according to 

the specification of the regression equation. When other variable involved its 

parameter is reported in the raw denominated ∆ X. Single asterisk denotes 

statistical significance at the 90% level of the confidence, double 95%, triple 

99%.  

 

The coefficients of the Table 4.4, contrary to other previous cases, overestimate the 

differences based on the means from the Table 4.1. Again, the results indicate an 

advantage of the treated non-exporters when evaluating the effect of the liberalization on 

their income. They keep this advantage over all specifications of the regression equation. 

The other variables fail to explain the change in income of rich population.  

Similarly, as in the case of the poor, the treated population from non-exporting 

sectors seems to gain the most from the liberalization. We can see almost a slight jump 

increase in their incomes after the 2009. Obviously, in 2010 controls already grow more 

rapidly but the treatment group conserves almost the same level as in 2009. Furthermore, 
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the treatment appears as plausible since the both groups had similar evolution before the 

treatment.  

Regarding the whole group of treated, the estimation also revealed a positive 

treatment effect but when we consult the graph we realize the “treatment” was rather 

caused by the drop of control´s income than by the improvement of incomes among the 

group of treated caused by the liberalization. Nevertheless, this eventual treatment effect 

could have been real if it impeded the treated from the same drop in incomes as in the case 

of controls.   

In the following chapter I present the estimates of the same but using different 

definition of the equation. The results will serve as a robust check for the previous 

estimations. 

4.2. Robustness check and some conclusions 

The equation 4.1 is used when the panel data dependent over the time-invariant 

individual component are examined. Nevertheless, as a robust check I will also consider 

the classical equation used for repeated cross-sectional data where �� � � stands for the 

treated and �� = 0 stands for the controls, �� is a time dummy where �� = 0 in the pre-

treatment period and �� = 1 in the post-treatment period and the parameter ���belonging to 

������ express the overall effect of the treatment: 

     ��� � � � ���� � ���� � �������� � ����� � ���.                   (4.2) 

Such equation indicates wrong standard errors as such specification assumes 

independent observations over the 4-year period which is not the case in my data. On the 

other hand, the equation should provide similar estimates and allows me to overview the 

estimation graphically. 
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Table 4.5: DID estimates of treatment effect for all specifications 

 
 

OLS 
(Exporters + 

Non-exporters 
treated) 

OLS 
(Exporters 

treated) 

OLS  

(Non-
exporters 
treated) 

 
 A1 A2 

Basic Specification t = 1 
2436,9 

(360,4) 

2458,8 *** 

(252,9) 

2344,6 

(375,8) 

Hours Worked per  
Week 

t = 1 
1946,9 

(1217) 

2005,3 

(859,2) 

1985,4 

(1518) 

∆ X 
107,3 *** 

(5,1) 

107,1 ***  

(6,2) 

101,2 *** 

(7,6) 

Experience in Years 

t = 1 
1154,7 

(1571,7) 

1344,7 

(1208,2) 

1059,9 

(1948,5) 

∆ X 
-30,5 *** 

(11,6) 

-26,8 

(11,6) 

87,7 *** 

(25,5) 

 
 B1 B2 

Basic Specification t = 1 
515,4 *** 

(188,2) 

510,6 *** 

(186,9) 

527,4 *** 

(191,3) 

Hours Worked per  
Week 

t = 1 
454,5  

(186,9) 

450,2 

(187,3) 

471,5 

(188,6) 

∆ X 
8,4 *** 

(0,6) 

8,2 *** 

(0,9) 

8,1 *** 

(0,7) 

Experience in Years 

t = 1 
523,3 

(248,3) 

556,3 

(246,9) 

476,3 

(253,9) 

∆ X 
-2,7 

(1,1) 

-0,9 

(1,4) 

2,3 

(2,3) 

 
 C1 C2 

Basic Specification t = 1 
1366,2 

(1926,4) 

1745,8  

(1514,1) 

1279,9 

(2197,5) 

Hours Worked per  
Week 

t = 1 
1376,4 

(1924,7) 

1569,4 

(1501,2) 

1316,1 

(2201,1) 

∆ X 
65,5 *** 

(10,8) 

89,4 *** 

(14,6) 

51,9 *** 

(14,4) 

Experience in Years 

t = 1 
-613,9 

(2448,0) 

-490,9 

(2123,2) 

-431,4 

(2787,4) 

∆ X 
-7,1 

(27,0) 

-55,4 

(32,2) 

104,9 

(45,0) 
 
 

Notes: The values of parameters in the raw denominated by t=1 are DID parameters 

according to the specification of the regression equation. When other variable involved 

its parameter is reported in the raw denominated ∆ X. Single asterisk denotes statistical 

significance at the 90% level of the confidence, double 95%, triple 99%.  
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The Table 4.5 is implying several important aspects. DID using equation 4.2 didn’t 

approve significance of the liberalization over the individuals with higher incomes. 

Regarding the whole sample, only the effect over the group of individuals working in 

exporting sectors newly liberalized appears to be significant. Such conclusion is in contrast 

with the results of the equation 4.1. Finally, the liberalization has had a significant positive 

effect over the poor. In the case of the poor, the estimated effect is close to the difference 

obtained on the bases of the means.   

Obviously, the equation 4.1 is underestimating groups A´s and B´s and the group 

C´s in overestimated. The equation 4.2 offers estimates closer to the difference of means 

and it is also more sensitive to other variables. The DID estimates of the equation 4.1 seem 

to be affected by the edits I examined. For instance, for its purposes I had to make averages 

of income values in pre-treatment and post-treatment period. That could have had a 

negative and misrepresenting influence. In the case of the equation 4.2 the coefficients are 

more trustworthy but because of the dependent observations over the time (the same 

individuals) its standard errors are different and the significance of the coefficients can be 

indicated faultily. The Table 4.6 shows the summary of treatment effect for each 

specification of the DID estimator.  
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Table 4.6: Summary of treatment effects: A comparison of Basic Specifications 

Equation 
Overall 

treatment 
effect 

Treatment 
effect over 

the 
exporters 

Treatment 
effect over 
the non-
exporters 

 
A1 A2 

Means 5858 5832,4 5629,7 

4.1 
743,9 *** 

(148,7) 

406,4 

(213,2) 

1022,9 *** 

(207,5) 

4.2 
2436,9 

(360,4) 

2458,8 *** 

(252,9) 

2344,6 

(375,8) 

Poor B1 B2 

Means 504,6 500,3 516,8 

4.1 
305,4 *** 

(65,5) 

296,8 *** 

(77,2) 

315,4 *** 

(108,4) 

4.2 
515,4 *** 

(188,2) 

510,6 *** 

(186,9) 

527,4 *** 

(191,3) 

Rich C1 C2 

Means 1357,8 -122,2 1806,7 

4.1 
2021,7 *** 

(312,0) 

1737,7 *** 

(560,2) 

2172,7 *** 

(390,5) 

4.2 
1366,2 

(1926,4) 

1745,8  

(1514,1) 

1279,9 

(2197,5) 

Notes: The table summarizes the results of the 

two equations 4.1 and 4.2 used to find a 

treatment effect after the liberalization. I also add 

the differences of means for the comparison. The 

treatment effects are presented together with 

corresponding standard errors in parenthesis. The 

table shows the results for such specifications 

where no other explanatory variable was added. 

The estimates of the treatment effects are more similar one to each other when the 

sample is divided between the poor and rich population. Consider that more than a half of 

the sample population is poor and more than a half of the treated population is poor. Even 

if the difference based on means is not important when evaluating the treatment it will help 

me to assess each estimate from equations 4.1 and 4.2.  

We can see the mean differences for specifications B1 – C2 are very close to the 

DID estimates. The mean differences of specifications A1 and A2 are considerably higher 

because of the previous different evolution of control´s incomes. Therefore, to make 

conclusions about the sample as a whole is pointless as the pre-treatment evolution differs 
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significantly. The poor appear to benefit from the treatment as of the both DID estimates. 

However, for the specification B1 the pre-treatment evolution was too different and the 

estimates can be mistaken. Similar holds for the exporters.  

The poor non-exporters in comparison with controls had lower initial amount of 

hours worked and regarding other observable characteristics also their secondary education 

was lower as well as the rate of literacy. Such facts would partially explain the higher 

control´s income in 2007.  Nevertheless, the controls experienced decrease of their income 

from 2007 to 2008 by S/. 267. Despite the treated non-exporters also felt a decline in their 

income the change wasn’t as large as in the case of controls and the difference between 

incomes of both groups lowered from S/. 489,7 in 2007 to 250,0 in 2008 (see the Table 

4.1). Such evolution suggests the value of the treatment effect should be discounted under 

the value of the mean difference and the estimator from the equation 4.2. The most 

important observation when making conclusion about the non-exporters is the fact that 

their poverty rate reduced more than the poverty rate of exporters (see the Table 3.2). I 

than conclude the liberalization had a positive effect over the poor individuals working in 

non-exporting sectors that were newly in the beginning of 2009 affected by the Agreement 

about the free trade with USA and such change increased their income by at least S/. 315,4.  

Graph 4.2: Effect of liberalization, specifications B2 and C2 
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Rich treated non-exporters are also of the concern. Their evolution in comparison 

with controls in pre-treatment period is also very similar. If we look on the Graph 4.1 

describing the means of incomes we can see the difference between controls and treated 

was lower in 2007 than in 2008.  As the differences in hours worked per week were so 

significant in favor of the treated group and also the experience in year advantaged them in 

2007 one can explain satisfyingly the difference between incomes of the groups in this 

very year. In 2008 the number of hours worked per week already equalized. Even if the 

coefficient of the treatment of the equation 4.2 didn’t approve the effect, the graphical 

description and the result of the equation 4.1 makes me believe the treatment effect over 

the rich individuals from non-exporting sectors recently liberalized in 2009 could have 

been real. 

My conclusions suggest the Free Trade Agreement have had positive effects only 

over the non-exporters. My original hypothesis supposed such effect contrary over the 

exporters. I will name several reasons why my hypothesis could have been wrong. First, 

the macroeconomic situation in the world wasn’t attached to convenience new players as 

the international trade and primary commodities prices due to the global crisis declined30. 

The evolution of primary commodities prices on the world market is very important for the 

country that bases its economy on the export of such commodities. Second, in the case of 

the poor the poverty rate of exporters reduced less than the poverty of non-exporters, as in 

the Table 3.2 which already described the poor non-exporters as the better off group. 

Third, the domestic demand rather than external demand increased significantly after the 

liberalization (see the Graph 2.5). As written in the chapter 2.1.4 the liberalization in Peru 

is usually connected with increased domestic demand and so is the growth. As both 

liberalization and economic growth occurred the exporters fell behind as the liberalization 

favored rather importers and domestic producers. Fourth, theory as well suggests the 

liberalization, i.e., the abolishment of the tariff, rather advantage consumers and harm 

producer (see the chapter 2.2.2). In the open economy, and very hypothetically assumed, 

the exporters are more loosing producers and the other (non-exporters) can be rather 

considered as benefited consumer. 

 

                                            

30 IMF 
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Conclusion 

The theoretical background suggests the effect of liberalization on welfare, 

eventually its effect on the poverty, in my case expressed by the poverty line and incomes, 

goes through the economic growth. We have seen the economy of Peru has been growing 

since 2001, due to opening the market, with one steep fall due to global crisis which was 

already in 2010 compensated by speed growth. We have also seen the long-term poverty 

has been reducing among the same period.  

Concerning the shorter term, more concretely the period between 2007 and 2010, 

the incomes were strongly affected by the national macroeconomic conditions and by the 

world economy background. Especially incomes of individuals working in sectors 

liberalized earlier before the FTA with USA, the important centrepiece of my analysis, 

became effective. We have seen the fall in income of this group occurring between 2007 

and 2008 and then the growth of the same after 2009. The growth pattern of these 

individual´s income was very similar to the one followed by national GDP growth and this 

was driven by increased primary commodity prices, lower interesting rate activating the 

investment and consumption. As the year of recession coincided with the year of the 

liberalization one has to take this fact into an account when making conclusions about the 

real effect of the FTA.   

  Accordingly, I had to be strict with one of the basic assumptions of the method 

evaluating the effect of the liberalization in 2009, the difference-in-differences, about the 

different macro-trends influencing individuals from sectors already liberalized and 

individuals recently affected by the new measure. Based on the previous and on the check 

provided by another supportive analysis, despite the core analysis approved positive effect 

on incomes after the administration of the FTA measures in 8 (out of the total of 9) 

specifications, I conclude the effect was real only in the case of 2 groups.  

More concretely, positive effect from the liberalization experienced individuals 

with incomes under the poverty line working in newly liberalized non-exporting sectors as 

well as the individuals from similar sectors but with their incomes above the poverty line. 

Such conclusion suggests the welfare, measured by the income, among these groups 

increased and poverty reduced due to the liberalization. The comparison of both groups 

implies the poor had slightly higher relative effect from the new measures and also the 

inequity within their group lowered more than the inequity within the rich.   
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My original assumption about the liberalization influencing positively rather 

exporting sector hasn’t been approved. The reasons are quite straightforward. First, the 

year when the trade liberalization was administered coincided with the year when the 

primary commodity world prices decreased markedly affecting negatively the exporters. 

And second, the balance of the current account suggests the domestic demand increased 

rather than the external demand from USA, disadvantaging so the exporters.         
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Appendix A 

Table A.1: Economic activities assigned according to their assignment to treatment or 

control group  
ISIC 
Rev.4 Treated Economic activity ISIC 

Rev.3 

111 Growing of cereals (except rice), leguminous crops and oil seeds 111 

112 Growing of rice  111 

114 Growing of sugar cane 111 

116 Growing of fiber crops 111 

119 Growing of other non-perennial crops 111 

122 Growing of tropical and subtropical fruits  113 

123 Growing of citrus fruits  113 

124 Growing of pome fruits and stone fruits 113 

126 Growing of oleaginous fruits 112 

130 Plant propagation  112 

143 Raising of camels and camelids  122 

150 Mixed farming  130 

161 Support activities for crop production 140 

729 Mining of other non-ferrous metal ores 1320 

1030 Processing and preserving of fruit and vegetables 1513 

1061 Manufacture of grain mill products 1531 

1071 Manufacture of bakery products 1541 

1102 Manufacture of wines 1552 

1311 Preparation and spinning of textile fibers  1711 

1313 Finishing of textiles 1712 

1391 Manufacture of knitted and crocheted fabrics 1730 

1392 Manufacture of made-up textile articles, except apparel  1721 

1393 Manufacture of carpets and rugs  1722 

1394 Manufacture of cordage, rope, twine and netting 1723 

1410 Manufacture of wearing apparel, except fur apparel  1810 

1430 Manufacture of knitted and crocheted apparel  1730 

1511 Tanning and dressing of leather; dressing and dyeing of fur 1820 

1512 Manufacture of luggage, handbags and the like, saddlery and harness  1912 

1520 Manufacture of footwear  1920 

2220 Manufacture of plastics products 

1920, 
2109, 
2519, 
2520, 
3610, 
3699 

2392 Manufacture of clay building materials 
2691, 
2693 

2420 Manufacture of basic precious and other non-ferrous metals 2330 

2592 Treatment and coating of metals; machining 2892 

2740 Manufacture of electric lighting equipment 3150 

2790 Manufacture of other electrical equipment 2922 

3311 Repair of fabricated metal products 2811 
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3510 Electric power generation, transmission and distribution 4010 

4321 Electrical installation 4530 

4620 Wholesale of agricultural raw materials and live animals 5121 

4630 Wholesale of food, beverages and tobacco  5122 

4641 Wholesale of textiles, clothing and footwear 5131 

4711 Retail sale in non-specialized stores with food, beverages or tobacco predominating 5211 

4721 Retail sale of food in specialized stores 5220 

4722 Retail sale of beverages in specialized stores 5220 

4751 Retail sale of textiles in specialized stores 5232 

4753 Retail sale of carpets, rugs, wall and floor coverings in specialized stores 5233 

4771 Retail sale of clothing, footwear and leather articles in specialized stores  5232 

4781 Retail sale via stalls and markets of food, beverages and tobacco products 5252 

4782 Retail sale via stalls and markets of textiles, clothing and footwear  5252 

9523 Repair of footwear and leather goods 5260 

9601 Washing and (dry-) cleaning of textile and fur products 9301 

ISIC 
Rev.4 Control Economic activity ISIC 

Rev.3 

210 Silviculture and other forestry activities 200 

220 Logging 200 

311 Marine fishing 500 

312 Freshwater fishing 500 

321 Marine aquaculture 500 

322 Freshwater aquaculture 500 

510 Mining of hard coal 1010 

810 Quarrying of stone, sand and clay 1410 

893 Extraction of salt 1422 

1020 Processing and preserving of fish, crustaceans and molluscs 1512 

1610 Sawmilling and planning of wood 2010 

1621 Manufacture of veneer sheets and wood-based panels 2021 

1623 Manufacture of wooden containers 2023 

1629 Manufacture of other products of wood; manufacture of articles of cork, straw and 
plaiting materials 2029 

1702 Manufacture of corrugated paper and paperboard and of containers of paper and 
paperboard 2102 

1709 Manufacture of other articles of paper and paperboard 2109 

1811 Printing 2221 

1812 Service activities related to printing 2222 

2100 Manufacture of pharmaceuticals, medicinal chemical and botanical products 2423 

2396 Cutting, shaping and finishing of stone 2696 

2410 Manufacture of basic iron and steel 2710 

2431 Casting of iron and steel 2731 

4662 Wholesale of metals and metal ores 5142 

4761 Retail sale of books, newspapers and stationary in specialized stores 5239 

4772 Retail sale of pharmaceutical and medical goods, cosmetic and toilet articles in 
specialized stores 5231 

5110 Passenger air transport 6210 

5813 Publishing of newspapers, journals and periodicals 2212 

9000 Creative, arts and entertainment activities 9214 
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Appendix B 

Having 4 year panel data probably doesn’t have to imply non-stationarity, however, 

I ran unit root test when applying the equation 4.2 where I didn’t use differenced data. As 

the panel was unbalanced I followed Fisher test (xtfisher) developed by Maddala and Wu 

(1999). The unit root wasn’t approved in the case of first two variables. The test failed 

when examining the variable experience in years.    

Table B.1: Unit root test for unbalanced panel data 

 xtfisher 

Variable t-statistics p-value 

Income 11800 0,0000 

Hours worked per week 37000 0,0000 

Experience in years N.A. N.A. 

Ho: All panels contain unit root 

Ha: At least one panel is stationary 

 

As the DID uses OLS estimation I also run several test regarding the outliers31 and 

it appeared 45 individuals were outstanding. It is important to keep this in mind as they 

could distort the final results. Further I inspected normality and heteroskedasticity. For 

normality I ran Shapiro-Wilk W (Shapiro and Wilk, 1965) test and visually revised kernel 

density plot. Neither of the two test confirmed the perfect normality but the result didn’t 

reject it strictly either. Heteroskedasticity Szroeter's tests after the regression confirmed 

constant variance. Nevertheless, I expect the income data to be heteroskedastic as the 

sample comprehends very unequal population concerning this very variable. To check the 

estimates For verification I ran the regressions controlling for non-normality and 

heteroskedasticity and such estimation resulted reporting very similar standard errors.   

 

 

 

                                            

31 Stata 

http://www.ats.ucla.edu/stat/stata/webbooks/reg/chapter2/statareg2.htm

	Abstract
	Abstrakt
	Bibliographic record
	Declaration of authorship
	Acknowledgments
	Contents
	List of Tables
	List of Figures
	Abbreviations
	Introduction
	1. Peru
	1.1. History
	1.2. Geography
	1.3. Population
	1.3.1. Socio-economic levels in Peru

	1.4. Characteristics of the Peruvian Economy (1990 – 2010)
	1.4.1. Neo-liberalism (1990 – present): Governments of Alberto Fujimori and Alan García

	1.5. Today's sticking points of the country
	1.5.1. Discrimination
	1.5.2. Poverty
	1.5.3. Inequity


	2. Trade liberalization in Peru
	2.1. Free Trade Agreement with USA
	2.2. Liberalization-Poverty linkages
	2.2.1. FTA
	2.2.2. Classical and Neoclassical synthesis analysis
	2.2.3. Modern theory
	2.2.4. Economic growth as a mean of poverty reduction in Peru after the liberalization
	2.2.5. Prices

	2.3. Related Literature

	3. Data
	3.1. Definitions
	3.2. Descriptive statistics
	3.3. Assignment of the economic activity to each product category

	4. Searching for the True Income Effects of the Trade Liberalization
	4.1. Research design using Difference in Differences
	4.2. Robustness check and some conclusions

	Conclusion
	References
	Appendix A
	Appendix B

