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This Technical Note was prepared by the Environaleartd Social Safeguards Unit (VPS/ESG)
of the Inter-American Development Bank (IDB). ES®@ris to promote the environmental and

social sustainability of Bank operations. It cotbedtes with project teams to execute the IDB’s
commitment of ensuring that each project is assesggproved and monitored with due regard
to environmental, social, health and safety aspaats that all project — related impacts and risks
are adequately mitigated or controlled. ESG alstpsheéhe Bank respond to emerging

sustainability issues and opportunities.

This manuscript documents the experience of therdimerican Development Bank in
managing the environmental and social impacts afl nonprovement and road-related projects
along two major transport corridors in Peru, IIRSAr and IIRSA Norte, and presents lessons
and recommendations on how such impacts can begtebéfied, assessed and addressed in
large ecologically sensitive and socio-culturaliyedlse areas.

This document was prepared under the supervisidamhe Ferretti, Chief of the Environmental
and Social Safeguards Unit (VPS/ESG). The autherdean Redwood I, consultant. Insightful

inputs were provided by Ernesto Monter Flores amhJCarlos Paez Zamora. Editorial support
was supervised and provided by Gabriela Infantelana Hawken.
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Executive Summary

Over the past decade, the IDB has been involvegweral significant road improvement
and road-related projects in Peru. These includeugigrading of various highland sections of
what is known as the IIRSA Sur or “Interoceanicagtivay, ultimately connecting the Atlantic
coast of Brazil with the Pacific coast of Peru, d®mrcrossing improvements at Ifiapari between
Brazil and Peru, and Multilateral Investment FuMIK) and (Bank-administered) Italian Trust
Fund for International Competitiveness (ICR) operat to help address some of the potential
indirect environmental impacts and take advantdggome of the new economic opportunities
associated with pavement of the Amazonian portadrikis road in southeastern Peru. The Bank
has also provided a Guarantee for upgrading artthpeonstruction of the parallel IRSA Norte
highway, which also crosses part of the ecologicald culturally sensitive Amazon region
further to the north. Greater physical and economiegration, as well as the facilitation of
increased regional trade with Asia, is a key olbjecof both of these major road corridors and,
as their names suggest, they are important compoiérthe Regional Infrastructure Initiative
for South America (IIRSA). Launched in 2000, theBlDas been — and will continue to be — one
of three regional multilateral agencies responsibieassisting in the technical coordination and
financing of IIRSA projects, which are mainly farge infrastructure.

The present case study examines how the Bank hasoaghed the potential
environmental and social impacts associated widsdghroad improvement and road-related
projects along these two major transport corridarseru. In doing so, the Bank has used
different instruments — direct road improvemeninkaechnical cooperation/grant funding, and
a guarantee. It has been involved in improvingisestof the IIRSA Sur highway system
through several national road upgrading projecés ificlude interventions in other parts of the
country as well. It is also attempting to help potenbiodiversity conservation and sustainable
development along a critical section of the Intesrdca even though it is not involved in
financing the road construction wopler se.However, despite the existence of a comprehensive
Strategic Environmental Assessment (SEA) for 1IRS$étte, the Bank has not considered either
of these road corridors — for analytical and/ornpiag and implementation purposes or for

environmental and social management -- as a wbole,a more holistic way.



The Interoceanica highway has recently been comegleind passenger and freight

vehicle traffic can literally now travel over lartross South America from coast to coast, but

IIRSA Norte is still under development and, everewlthe road project is finished, substantial

port and river navigation improvements will stik lbequired, involving considerable additional

time and investments, before it too will link thelaktic and the Pacific Oceans through a

multimodal transport network. This notwithstandingy lessons have been — and can be --

learned from the Bank’s evolving experience withsi two major road integration projects in

Peru. Among the most important of these lessong;hwére also of relevance for similar road

improvement projects elsewhere, are the following:

There is a need to start with a clear and exptiefinition of the road’s direct and
indirect areas of influence.

In considering and assessing indirect project emwirental and social impacts,
especially in ecologically and socio-culturally édige and sensitive areas such as
those crossed by the Interoceanica and IIRSA Nuagbways, there needs to be a
one to one geographic or spatial correspondenceeket the projects’ anticipated
physical and economic benefits and their poterdgralironmental and social costs,
both direct and indirect.

As an SEA was performed in the case of IIRSA Norte, financing agencies --
including the IDB as Guarantor -- should clearlylamompletely spell out its results
and recommendations in their respective projectid@nts and support the consistent
and effective implementation of the latter duringhothe construction and operation
phases of the project, including through specifiotcactual conditions in this regard.
Bank-supported projects that involve major improeeis (i.e., construction and/or
paving) to extensive trunk roads, such as the dotanica and IIRSA Norte
highways, whether these are part of an internaltibighway link or not, are likely to
result in significant induced local and regionavelepment impacts, both positive
and negative.

Addressing these impacts, as the SEA for IIRSA &lokearly indicates, will require
a broad range of socio-economic, environmental, cthdr measures (e.g., territorial

and land use planning, institutional capacity ko etc.,) in the projects’ direct and



indirect areas of influence over the short, mediang longer terms in the form of
multi-sectoral and multi-institutional regional saisable development programs.

e There is also a need to take cumulative indiregirenmental and social impacts into
account in projects involving many small road segtmeand/or when other major
infrastructure and productive investments are takilace within or planned for the
projects’ respective direct and indirect areasiience.

¢ In cases where improvements to a major road carad® being undertaken — again,
independently of whether it is a national, as ie ttase of IIRSA Norte, or an
international one, as in the Interoceanica — gaadtce suggests that these transport
investments should be incorporated, both for gratelanning and subsequent
implementation, including for social and environtan risk and impact
identification, assessment, management, and mdiggiurposes, as part of more

comprehensive multi-sector “economic” or “developiieorridor programs.

l. Bank-Financed Road Improvements along the IIR&
Sur/Interoceanica Highway

Launched in 2000, the IDB has helped to coordinatel finance the Regional
Infrastructure Initiative for South America (IIRSAjogether with the Andean Development
Corporation (CAF) and the Plate River Basin Finah@evelopment Fund (FONPLATA),
which, at least until very recentlyjointly constituted the Technical Committee promig
support to this multi-country initiative These road corridors are the centerpieces of ftheo
ten IIRSA “integration and development axes” orbkyi for “Peru, Bolivia, Brazil” (i.e., IRSA
Sur) and the “Amazon Region” (IIRSA Norte), respesdy.’

The I[IRSA Sur/Interoceanica highway is part of aryvembitious national road
investment plan in Peru that involves constructadnthree longitudinal (i.e., also including
IIRSA Central and IIRSA Norte) and twenty transarBighways. Altogether, the IIRSA Sur

undertaking entails the construction or upgradihgoone 2,600 kilometers of roadways that link

! The Bank’s former coordinator for IIRSA has redgreft the institution and it is presently not atewhat
arrangements, if any, have been made for his ssicetesr even continuation of the Bank’s participatin program
coordination. To date he has not been replaced.

2 See Inter-American Development BaskNew Continent under Construction: A Regional Aggh to Strengthen
the Infrastructure of South America — Regional dsfructure Integration Initiative for South Ameri¢HRSA)
Washington D.C., 2006.

% Ibid., pp. 18-19.



the Peruvian ports of San Juan de Marcona, Mataaadi Ilo, south of Lima/Callao, to
southwestern Acre in western Brazil. Eventuallyis thighway also connects to the cities of
Santos, near Sao Paulo, and Rio de Janeiro (angwhere in between) through the existing
paved national road network in Brazil. Thus itmbitely links major ports on the Atlantic coast
of South America to ones on the Pacific Oceanngigng cargo from Brazil to travel over land
across the continent, thereby avoiding the needHhgping either around Cape Horn or through
the Panama Canal, while also having potentiallyigant local development benefits (and
costs) along its route, especially in Peru (asrdwired road improvements in Brazil have
already been in place for some time, partly wit I€upport)?

The Peruvian section of the Interoceanic highway $everal branches and has been
divided into various segments for operational psgs a number of which have already been
improved as part of separate projects, includingesmtermediate sections in the highlands (or
sierra) with IDB financing (see below). Three concessifmsother sections were awarded to
private operators in 2005: (1) Urcos (near Cusodnambari, in Inambari District near Puerto
Maldonado in the Amazon Basin, involving some 3@0rketers of previously unpaved roads;
(2) Inambari to Ifapari in Inapari District on tBeazilian border opposite Assis Brasil in Acre,
entailing 403 kilometers of previously unpaved aghd (3) Azangaro-Inambari involving 306
kilometers of previously unpaved roads. These roaele leased to specialized Peruvian and
Brazilian consortia of private companies for 25 rg8aTwo other concessions further west
between the coast and the highlands were award@00di: (1) San Juan de Marcona, on the
Pacific Ocean, to Nazca, Abancay, Cusco and Ulices|ving 763 kilometers of previously
paved roads; and (2) branch 1 from Matarani, onPeific Ocean, to Arequipa, Juliaca (near
Lake Titicaca between Peru and Bolivia) and Azangand branch 2 from llo, also on the
Pacific coast, to Moquegua, Humajalso, Puente @all®uno and Juliaca, which together entail
752 kilometers of previously paved roads and 6@rkédters of previously unpaved ones.

As indicated above, the Bank had previously agtedohance the upgrading of two non-
Amazonian segments of one major branch of the dogamica Highway -- between Puno, on
Lake Titicaca, and Cuzco -- under two differentn®aPE-L-0197 and PE-L-1006, and has

* For a discussion of the Bank’s road improvemerd anstainable development projects in Acre, sea Joh
Redwood Managing the Environmental and Social Impacts ofdvitDB-Financed Road Improvement Projects in
the Brazilian Amazon; The Case of BR-364 in Aaensultant’s report, Washington D.C., July 2011.

® The concession for the first two of these roadveags was awarded to the same consortium led bpr@det of
Brazil.



possibly also benefited other areas within thigidor through PE-L-1011, jointly financed with

the World Bank, for a national rural roads improesinproject (see Map 2 at the end of the
report). IDB is also financing border crossing imy@ments in Ifiapari, on the Acre River which
separates Peru from Brazil (and in two other bomtessing areas further south in Peru with
Bolivia and Chile, respectively), as well as sonfeth®e environmental mitigation measures
associated with construction and pavement of theaZomian portions of the Interoceanica
Highway, although not the actual road improvemémesnselves, which, as previously noted, are
being partly financed by CAF. These projects argirthespective environmental and social

safeguard and management measures and/or comparikbis further considered below.

lI.  The Roads Rehabilitation and Improvement Projeclll (PE-L-0197)

The Bank loan for Stage Il of the Roads Rehaltiitaand Improvement Project (PE-L-
0197) was approved in December 1998 and complet&kptember 2007. This global multiple
works project involved an estimated total cost 8600 million to be partially financed by a
Bank loan of US$ 300 million, of which close to U$%$0.4 million was subsequently canceled
due to a combination of political and economididifities and procurement delays (see below).
Its stated objectives were to: (i) develop an esitan region of the Peruvian highlands by
improving its road infrastructure and linking it ke more dynamic economy of the coast; (ii)
improve the programming of road investments; @mcourage private involvement through the
promotion of highway concessions; and (iv) boostahpacity of the Ministry of Transportation
and Communication (MTC) to administer the highwagter. To achieve these objectives, the
project had four components: (i) road rehabilitatemd improvements (with an anticipated total
cost of US$ 339.5 million); (ii) pre-investment dtes and works supervision (US$ 51.5
million); (iii) support for highway concessions (§S30 million); and (iv) institutional
development of MTC'’s sector planning and policy-ingkcapacity (US$ 6.5 million). The first
component was expected to finance the upgrading rahdbilitation of 437 kilometers of
selected roads in the departments of Junin, Culc@ncavelica, and Ayacucho, including
construction of bypasses around two cities. Oné&he$e road segments was the 96 kilometer
section of the IIRSA Sur highway between Cuzco &@uinbapata, which was expected to



involve a total cost of US$ 49 millich.The second component included financing for
environmental and social impact assessments tagetitle technical, economic and financial
feasibility studies and final engineering desigiibe fourth component was to include an
analysis of existing environmental units and prapan of a proposal for their reorganization. It
also included transportation policy and planningdsts, preparation of a pilot plan for the
establishment and recuperation of rights-of-wayfinii@n of technical specifications for
highway construction, and a study on the transgiortaf hazardous materiafs.

According to the Executive Summary of the loanpesal document, this operation
contained “measures to ensure its environmentakanil validity,” although exactly what this
statement means is not clear. The Summary obsduvtter that all subprojects would “have
environmental impact studies and management pladsifinecessary, resettlement plafdt”
also affirmed that “the main impact will be feltréhg construction, particularly as a result of
opening up borrow and dump sites and establishioilx wamps and other contractor facilitié€s.”
With respect to project benefits, however, the sdomiment states that “the proposed program
will support the economic development and integraof an extensive region in the Peruvian
highlands, which will favor the return of emigrafg creating new productive opportuniti€s.”
But there is no indication in the loan proposatasvhether — or to what extent -- the potential
indirect environmental and social impacts of thepmsed road improvements in the “extensive
region” that the project sought to benefit, inchglithose resulting from the desired induced
local development, were identified, assessed, akehtinto account in the aforementioned EIA

® The other sections to be improved and/or rehakét were the Huancayo-lmperial-lzacucha road #ed t
Ayacucho-Imperial road; bypasses would also betocotted at La Oroya and Urcos, which is also onltRSA
Sur road between Cuzco and Combapata.
" See Inter-American Development Bartkighway Improvement and Rehabilitation Program ag8t lIl, Loan
Proposal, Washington D.C., November 10, 1998, BikexzlSummary and project description on IDB Extérna
Website.
8 It does appear that some involuntary resettlemest considered likely along the Cuzco-Combapatticseto be
upgraded, as one of the conditions prior to fitsbdrsement in the Loan Agreement was “contraatihgervices to
implement and monitor the compensation and resetihie plan” for this part of the project. Other kelat legal
conditions were: (i) the undertaking of environnarnd social impact assessments prior to firdiudsement for
the highway concession component; (ii) the presemtaf design standards and technical, environaieatd social
specification and road safety requirements six mmorfter loan effectiveness; and (iii) establishm&hMTC's
9Environment Unit and environmental training twelaenths after effectiveness.

Ibid., pg. 2.
19 bid., pg. 2. It also observed that the project “will redwehicle operating costs and travel times bpastl 25%,
which will allow for a larger and more varied suppf passenger and freight services. It will alsgpiove
investment programming by consolidating effectiapacity to prepare and execute projects and wipstt the
private sector by allowing for its participationhighway management under a system of concessions.”

8



studies and management plans. Nor are the poteligait and indirect environmental and social
impacts of the road improvements identified as ¢p@imong project risks-

Based on the contents of the loan proposal docyrmeshort, it does not appear that the
indirect and induced development environmental aadial impacts in the larger areas of
influence of the road segments to be upgraded uhégproject were, in fact, taken into account
in the associated Environmental Impact Assessmi@lss) and environmental management
plans. As in the Executive Summary, the text of theport limits itself to the following
statements under the heading of “Expected Environahémpact”:

The main environmental impacts will occur in thestouction stage, particularly when
borrow and dump sites are opened up, and campstra construction facilities are set
up. The environmental analysis of the projects khmclude environmental control and
monitoring measures for the works, covering procesguto protect archaeological
heritage and detailed plans for environmental remguin all borrow and dump sites. The
costs of measures to control and monitor the wavkks be included in the respective
budgets.

The program will include the identification and afeng up of any critical environmental

problems along the rights-of-way and their envirdhs

As noted above, the project included a number btsmponents and legal conditions
that sought both to strengthen the implementingneyge capacity to improve its environmental
management of road investments and carry out aguyirezl involuntary resettlement and to
develop and apply environmentally sensitive desigiandards, construction/upgrading
procedures, and monitoring and supervision. Moreciely, in addition to requiring the
preparation of EIAs and environmental managemesigfor each major road segment to be
upgraded, the project reportedly contained “ag@sitto: (i) guarantee the inclusion of
environmental and social procedures in the subgi®jand monitor their implementation; (ii)
establish coordination with the environmental atittes, and (iii) train the MTC’s road agencies

in environmental and social aspects.”

' |bid., pg. 3-4. These refer only to: (i) resistarto institutional change in the highway sectord &ii) lack of
private sector interest in the highway concessiogmm.

12 |bid, paras. 3.43-3.44, pg. 27. What “their enng’brefers to in operational terms is not clarifteaivever.

13 |bid., para. 5.18, pg. 41.



Even though the Bank approved an EIA for this proj@ December 1998, which is
available in hard copy at its Public Informationn@®, the appraisal repgoer seprovides no
information about its specific findings and reconmai&tions. Moreover, no provision to identify,
assess and/or mitigate indirect impacts in theela@yeas of influence of the roads to be
improved — or even to identify such areas — is iekfyl mentioned in the project report. This
contrasts sharply with both earlier and subsegBank-financed road upgrading projects in the
western Brazilian Amazonian state of Acre, wherthltbe indirect areas of influence of the road
segments to be improved and the potential diredtiadirect environmental and social impacts
of these projects, including on local indigenousomunities, during both the construction and
subsequent “operation” phases of the improved raeel® assessed and measures to address
them identified and reportedly implemented atBamk’s request? Given that the majority of
the residents of the Peruvian highlands are indigenthe vast majority of which are also pbor,
it is also striking that no mention is made of tfast anywhere in the loan proposal document.
Nor did the project contain measures to ensurepbegntially affected indigenous communities
would not be harmed and/or that they would be $igally benefited under the operation, other
than, together with the rest of the local populatithrough the improved access and lower
transportation costs resulting from the road improents themselves. Again, the contrast with
the IDB’s approach in Acre, in the Brazilian Amazamhich included specific measures to
protect and benefit local indigenous populatioas)ateworthy.

The Project Completion Report (PCR) for this opergtdated September 2008, provides
some information on its implementation and resulise project took four years longer than
originally expected to carry out due largely to anbination of external and internal factors
including an unforeseen national political crigis2000-01, an earthquake, national budgetary
constraints, and significant procurement delaysclked to its restructuring and cancelation of
50% of the original loan. Protests at some of ttugegt road sites were apparently also a cause
of delays, although the PCR does not provide detaithis regard. The restructuring of project
road improvement works, however, did not affect iekilometer IIRSA Sur section between

4 See Redwoodvianaging Environmental and Social Impacts...... , ap. Ci

151t does affirm, however, that, while the projed dot qualify as a poverty reduction program,Witl benefit a
large number of low-income rural communities andimproduction and consumption centers locatethénvicinity
of the rehabilitated roads.” It also states: “tmej@ct is not specifically oriented to the promatiof women either.
However, it will improve access to social serviegh as hospitals and schools, which is a largepgstional
benefit for this segment of the population.” IDEafoproposalpp. cit.,paras. 5.20-5.21, pg. 41.

10



Cuzco and Combapata, which went ahead as origipklyned, albeit with considerable delays.
But the proposed bypass around Urcos was dropgesias improvement of another major road
section (257 kilometers between Ayacucho and Inapemvhile several new road segments that
had not been part of the initial design were addéthe rationale for these changes, in addition
to the resource cuts, was primarily to give greataphasis to improving road links between the
highlands and the Pacific coast. The PCR, whicludes largely on technical aspects, contains
nothing regarding the environmental and social ictpaf the project and how they were
handled even along the immediate rights-of-wayhefrbad segments that were upgraded and/or
rehabilitated. Nor does it comment on any needsdtilement or with respect to the project’s
various environment-related institutional strengthg components’ This represents a

significant weakness of the PCR.

[ll.  The Decentralized Rural Transportation Project (PE+-1011)

The Decentralized Rural Transportation Project (PRPE-L-1011) was approved in
November 2006 and is reportedly still under implatagon. It was jointly prepared with and
financed by the World Bank, as part of an ongoiolipboration in the rural roads sector in Peru.
The project involves a US$ 50 million IDB loan, which more than three-quarters has been
disbursed to date, according to the Bank’s extewwdbsite. Its objective is “to make public,
economic, and social services physically more atlesto the rural population by improving
local road systems:* Although this is not specifically mentioned in tlwan proposal, among
the rural roads that have been or may be improwel@rproject are local roads in the larger area

of influence of the Interoceanica Highway and/dRSIA Norte'® As this operation may not

1% |nter-American Development Bankyforme de Terminacién de Proyecto: RehabilitacipMejoramiento de
Carreteras, Lima, Peru, September 2008. See the Table on pfpr 3he changes in the road improvement
component.

7 bid., Annex I, page 12. With respect to “envirental themes in the transport sector,” in the P®Rex that
describes results under the project’s institutiostabngthening component, other than observing tthatproject
supported “the consolidation of socio-environmemahagement capacity in the sector,” the only statg¢ was “a
pilot plan for the recuperation of rights of waysmeveloped as were socio-environmental managerapacities
and a system of sanctions and incentives relateshtironmental themes. Here there were three ctamsiés.”
The undertaking of a “strategic environmental estin for department road projects” is also mergibbut no
details are provided.

18 |nter-American Development BanReru: Decentralized Rural Transportation ProgramT{®D) (PE-L1011)
Washington D.C., November 2006. Project Summarye World Bank also provided a loan for US$ 50 millio
toward the project’s estimated total cost of US@ firllion.

¥ bid., para. 3.8, pg. 17. As concerns the projeg¢'sgraphic coverage, more generally, the Banksaigal report
observes that it will “take action” in all parts thfe country except metropolitan Lima-Callao, buatthe low-lying
provinces of the rain forest, where the only at§ilias been a pilot project, currently in executionly actions

11



significantly affect traffic along the IIRSA Surummk road itself, even though it could have
substantial localized positive economic and othgacts, as well as adverse direct, indirect and
cumulative environmental effects that need to bmperly identified, assessed, and addressed,
further discussion of the project is contained rmAx 1.

IV. The National Highway System Serviceability Improvenent Project
(PE-L-1006)

The National Highway System Serviceability ImprowmProject (PE-L-1006, hereafter
“the project”) was approved, together with a cogéint US$ 486 million credit line for
investment projects (CCLIP) for the National Highw&ystem’s Five Year Infrastructure
Program for 2006-2010 (hereafter “the program”), kecember 2006 — or just after the
aforementioned DTRP was approved -- and signeduguat 2007. The project is still under
implementation with slightly over half of the US®Q million IDB loan disbursed to date,
according to the Bank’s external website. The Ipesposal document for these two operations
states that their general objective is to “makeRbeuvian economy more competitive through a
sustainable increase in the serviceability of tlaiomal highway system (RVN), mainly by
improving the condition of the network’s paved auodpaved roads, particularly through
maintenance and conservation.” Their specific dbjes are to: (i) increase the percentage of
good roads in the RVN through rehabilitation andpiavement of unpaved roads and
rehabilitation of paved roads in average and poodiion; (i) expand the maintenance targets
for the RVN; (iii) improve accessibility as a meaofsincreasing integration between different
regions of the country; (iv) give physical contityuto road corridors; and (v) strengthen the
management capacity of Provias Nacional (PVN, @& $8pecial National Transportation
Infrastructure Project, which began operating id42002) as the agency responsible for the
RVN."?° One of the road sections reportedly improved todre upgraded -- under this project —

linked to component 2 [i.e., local capacity devetemt] will be pursued until a methodology for agmiate action
is developed.” This component, more specificayintended to “develop, improve, and strengthendapacity of
local governments so that they can assume effideog¢ntralized management.”(para. 2.8, pg. 12).

2 |Inter-American Development BanReru: CCLIP: National Highway System Five Year &sfructure Program
(2006-2010) (PE- X1001) and National Highway Sezaltlity Improvement Program (PE-L1006) Loan Prcgdps
Washington D.C., December 18, 2006, paras. 2.1p8212.This report also observes that “the scope of tkditr
line covers all RNV-related activities covered Hye tMTC, namely construction; expansion; improversent
rehabilitation; periodic and routine maintenanceteegency road work; road safety; pilot plans angbimtion;
supervision, monitoring and evaluation of works atddies; prefeasibility and final studies; socmwieonmental
management plans and studies; engineering desmasning studies; and road management and institali
strengthening activities.”(para. 2.3, pp. 12-13)
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extending from Carretera Sicuan to Juliaca via &&usa and Pucaréa -- is also on that part of
the Interoceanica/llRSA Sur Highway that conneatad®and Cuzco, although located closer to
Puno than the section improved under PE-L-0197rdestabove.

The joint loan proposal points out that the natlomad network is composed of some
17,200 kilometers and that, while its conditionséhamproved over time, “the current level of
serviceability is inadequate and the network fabesthreat of progressive deterioratidn.it
notes further that to meet this challenge, the Wanu Government has two highway
administration methods: “the first is direct aatioy PVN on approximately 10,600 km of the
RVN. The second is through road concessions, waiehused for the expansion, rehabilitation,
and maintenance of approximately 4,200 km of rdadibe Northern Amazon (i.e., IIRSA
Norte), Southern Amazon (Interoceanica/llRSA SGQastal-Mountain, and Arequipa-Matarani
corridors are among the roads that are being ingutoand operated under concessfdns.
According to this document, the CCLIP program wotddver the entire PVN-administered
road system, including paved and unpaved road$dras as they meet certain pre-established
criteria, including “the required socio-environmantonditions.** Thus, it presumably does not
cover the PVN roads administered through privateeessions, including those in the Amazon.

The National Highway System Serviceability Impronent Project, as appraised, has
seven components: (i) rehabilitation of paved rodils improvement of unpaved roads; (iii)
rehabilitation of asphalt roads; (iv) road mainteceg (v) institutional strengthening; (vi) sector
planning studies; and (vii) administration and ngemaent. The first three components
reportedly also contain financing for pre-investinand environmental studies. In addition, the

description of the fourth component states thaadroonservation practices will be incorporated

2 |bid., para. 1.3, pg. 1. It goes on to observe that ‘$hisation makes it difficult to access basic segsi¢health,
education, justice, etc.), mainly in poorer and enoemote regions, thus increasing social differerfoetween
population groups that require greater integrationimprove their standards of living. In the cadegoods
transportation, the higher net cost of transportinguts and finished goods to and from markets, riere
complicated logistics, and the greater risk of glmble goods loss have an appreciable effect opetithaeness
due to higher end costs.”

2 bid., para. 1.4, pp. 1-2.

% |bid., para. 2.6 pg. 13. The other conditions werat they must:(i) have been prioritized by theghiiay
Management System/Highway Infrastructure Managensgistem (SGC/SGIV) and (ii) have an internal rate o
return of greater than or equal to 12%, based cecduser benefits, and a statement of feasibgyed by the
National System of Public Investment (SNIP).
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to ensure that the full useful life of the desigill e reached, and effective socio-environmental
and public involvement practices appli€d.”

The loan proposal document contains a section cayeenvironmental and social
impacts, which indicates that, under Peru’s Natli&@mvironmental Management System created
by Law 28245 of June 2004, “sector authorities @®ponsible for exercising the sector’s
specific environmental functions.” Thus, the Dinécc General de Asuntos Socioambientales
(DGASA) of the MTC is “the environmental authoritgsponsible for effective environmental
and social management of transportation infragstrecprojects, as well as leading any required
expropriation and resettlement processes.During project preparation, a strategic
environmental assessment of the CCLIP was carugdahich encompassed the following:

e a socio-environmental classification of Peru basedits ecoregions and main

physical, biological, socioeconomic, and cultuf@@cteristics;

e general analysis of potential socio-environmentapacts and vulnerability of the
national road system to natural disasférs;

e definition of the methodologies and guidelines égaluating the environmental and
socio-cultural impacts of the different types odagorojects that could be financed by
the CCLIP (construction, improvements, rehabilitafimaintenance); and

e identification of institutional responsibilities @rprocedures for environmental and
social management of road projects over their yifez?’

A socio-environmental analysis was also undertalogn‘a representative sample” of
subprojects, which, according to the project doauiméshows the planned works have broad
and varied positive socio-environmental impacts...dadhot have significant negative impacts
because the proposed projects are small to medtafe;dairly traditional from an engineering

standpoint, and the impacts can be prevented anijated through measures in the

4 bid., para 2.18, pg. 15. Further descriptionhafsie components is provided in paras. 2.12-2.291418 of this
report.

% |bid., para. 4.18, pg. 26.

% More specifically, this “impact analysis” reporbgdtonsidered: protection of biodiversity and patésl areas;
deforestation; soil erosion; alteration of wateurses; poverty reduction; land tenancy and soil aséture and
identity of indigenous peoples; and protection ofhaeological sites. The analysis of the vulneitgbibf the
national road system to natural disasters, in twnsidered the areas at greatest risk of floagsirsc activity, land
slippage and landslides; volcanic activity; droygimd freezing. Ibid., footnote 1 on pg. 27.

" |bid., para. 4.19, pg. 27. The project report also coatham Annex (No. V), which summarized the SEA-CCLIP
See Marco A. Zambrano Ch.inea de Credito Concessional para Proyectos deaéstructura — CCLIP, Provias
Nacional Peru: Evaluacion Ambiental Estrategidama, Peru, May 2006. See also Marco A. Zambrafwo, C
Informe de Gestion Ambiental y Social de la Lin€IP, Lima. Peru, May 2006, which is part of the same éan
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Environmental and Social Management Plans (ESMRs)costs of which will be included in
the project costs?® In addition, an Environmental and Social Managenf@amework (FESM)
was elaborated, which reportedly established: ddicsenvironmental criteria for subprojects
eligible for financing under the project; (ii) thmethodology for classifying road subprojects
based on their potential socio-environmental fiskKijii) the types of socio-environmental
evaluation (or semi-detailed EIA in accordance wiBeruvian legislation), technical
specifications, population resettlement, sociotralt analysis and development of indigenous
populations, and public consultation; (iv) interqmbcedures and responsibilities of PVN and
DGASA for project socio-environmental management] év) the training program for PVN
technical specialists, to be implemented with projands® Finally, the project is expected to
finance independent socio-environmental auditss fésults of which will be distributed among
all interested parties’® However, no further information is provided on fhepose or nature of
these audits.

A review of the environment-related annexes oflt@ proposal document reveals that
their focus is primarily, if not exclusively, on fgmtial direct environmental and social impacts
of the various types of road improvement — maielyabilitation and maintenance — expected to
be carried out under the project. While this iefas far as it goes, as in the case of PE-L-0197
briefly described above, these assessments arelyalignited to possible impacts in the
immediate rights-of-way of the roads in questio ammediately adjacent areas, including
those used as borrow pits, dump sites and contradters camps. Possible indirect, including
potential induced development, impacts are notidensd, nor are the larger areas of influence
of these transport corridors, many of which areliikto contain indigenous communities, that

might be affected — both positively and negativelipy improvements in access, particularly in

2 |bid., para. 4.20, pg. 27. The loan proposal danmalso contained a specific Annex (No. 1V) thatlided the
results of the socio-environmental analysis ofglegect sample, together with an identificatiorttod main impacts
by type of works and the corresponding preventimd aitigation measures to be developed in the ntisge
ESMPs. See Marco A. Zambrano Aimforme de Gestion Ambiental y Social del Primeodtama de la Red Vial
Nacional Lima, Peru, May 2006.

2 More specifically, this methodology reportedly éakinto account the minimum level of physical warkeach
type of project and the socio-environmental vulbdity of its area of influence.

%' |bid., para. 4.21, pp. 27-28. The project report affirimat the FESM takes “due consideration” of the Bank’
Environment Policy (OP-710), Resettlement Polici{010), and Indigenous Peoples Policy (OP-76%)sti notes
that the project’s institutional strengthening cament included various activities “to ensure effext
implementation of the FESM,” including implementetiof a geographic information system (GIS) withitized
environmental and social maps to support the prgjeisk classification system and training of P\M&thnical
specialists in the FESM, among other measuresp@ee 4.22).

3L Ibid., para. 4.23, pg. 28.
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the case of previously unpaved roads. As a consegquehere are no studies of existing
settlements, economic activities, and land tenaceuwse in the areas through which the roads to
be upgraded are located nor of the possible impiaitte proposed road improvements on these
variables and any associated environmental andlsm@ssures that could result from them.

In summary, while the inattention to potential nedt environmental and social impacts
of road improvements may be appropriate in casesrootine maintenance or simple
rehabilitation of already paved roads in previousytled areas, which are not likely to have
significant direct or indirect effects, such immacbuld be considerably more significant where
rehabilitation and/or other improvements to unpavedds is concerned, especially if this
involves pavement and/or if they are located inenm@mote areas and ones of greater ecological
and socio-cultural diversity and sensitivity. Thiteerefore, is a possible shortcoming of the
proposed approach, which should be examined orselmacase basis. This is particularly the
case along parts of the Interoceanica/lIRSA Surhitmy -- including the non-Amazonian
section in the highlands between Cuzco and Punwhieh is likely to witness a substantial
increase In traffic that could affect land values éand use, and, thus, the environment and local
communities, along its entire length now that tbarection to Brazil has been completed and
the road is fully operational. In any case, theii lve a need to carefully monitor what happens
along the entire corridor and its larger area @itience over the coming years now that this vital

cross-continental road link has been fully esthiglts

V.  The Border Crossing Improvements Projects (PH-1008 and PE-L-
1003)

While not involving road investmenger se the Bank has also approved both Technical
Cooperation (TC) and lending operations that ingaimprovements at the IIRSA Sur border
between Peru and Brazil. The first of these, tiRRSA Peru Border Crossings Project (PE-T-
1008), entailing a non-reimbursable TC grant of 389,000, was approved in January 2005,
signed in September 2005 and completed in Augu&0.28ccording to the Bank’s external
website, this project was intended to financetgghnical and baseline studies for the Border
Crossing control centers in Ifapari, on the bond#h Brazil (along the Interoceanica/lIRSA
Sur), and Tacna-Arica on the border with Chile;téichnical studies for utilities at the minimum

level required to ensure operations; (iii) mappofglogistic chains of Desaguadero, on the
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border between Peru and Bolivia; (iv) analysis gbadential free traffic area in Ifapari; (v)
support for future project execution arrangemelis; social development and community
management, supporting negotiation with local dialders; (vii) execution of local
development plans in Tacna-Arica and Ifapari; \\diesign of a community management and
communications strategy in Desaguadero; and (ientification of potential logistic and
complementary services in Desaguadero. This grast aimost completely disbursed by the
time it closed, and, while there is no completiepart in the files, presumably the activities
foreseen under the project were carried out largalyintended. These activities, moreover,
appear to have been part of the preparation fosiwbsequent Bank loan described below.

The Border Crossings Project (PE-L-1003), partifitgnced with a Bank loan of US$ 5
million, was approved in December 2006 and sigmeBebruary 2008, although it is not clear
why it took more than a year for the loan signattweoccur. The project is still under
implementation, with roughly US$ 2.9 million of thHgank loan disbursed as of late 2011.
According to the loan proposal, its general obyectconsists in “facilitating bi-national and
regional commerce by simplifying administrative ggdures at critical regional international
trade nodes, i.e., the border crossings. More Bpaity, the project will build and put into
operation the integrated border control center eaddadero, on the border with Bolivia, and
assist in putting into operation the centers atlbelers with Chile (Santa Rosa) and Brazil
(Inapari), together with the adoption of efficientrol procedures in all three in order to reduce
the waiting times at the border¥ The principal component of the project in termsasél cost
(close to US$ 3.8 million) is called “infrastructuand environmental protection” and consists
mainly of construction of the aforementioned bordeossing center at Desaguadero and
associated facilities, including “sanitary contrdéiboratories and storage facilities for agro-
ranching products, hazardous cargo, and illegatiepd‘especies descomisadnslhere is also
a small subcomponent for the “improvement of preess which includes “the design and/or
adjustment of operational manuals that contain robrgrocedures for, among other aspects,

compliance with current environmental protectiomm®,” and one for “community relations

32 Inter-American Development BankPeru — Proyecto Paso de Frontera Desaguadero (FBmlivia) y
Componentes Transversales en el Marco del Progrd@aaos de Frontera Perl — [IRSA (PE-L-100ppuesta de
PréstampWashington, D.C. Executive Summary, pg. 1. My thatisn.

17



management” containingyter alia, resources for “execution of mitigation measumspossible
impacts from long-distance international trafficlonal economic activity®

According to this report, more specifically, “InapéPeru)-Assis (Brazil)...is the border
center on the Interoceanic Corridor, a project thgiart of the coast-highlands-jungledgsta-
sierra-selvd) axis and which will be the first formal highwalnk with Brazil. Peru is
implementing this project through a private seatoncession....with which the traffic flow
would increase* This border crossing was facilitated by the inaatjan of the bridge crossing
the Acre River between Ifiapari and Assis Bras#ipaln [IRSA project, in January 2086The
border center in Brazil had already been built,levkie installations on the Peruvian side were
described in the loan proposal document as “vergcamious.®® Given that the actual
construction works to be financed under the proyeete relatively small and localized, it was
not expected to have any significant adverse enmental impacts and, thus, no EIA was
required or undertaken. Nonetheless, it is imparianegister that the Bank has been involved in
financing some of the border crossing improvemebésween Peru and Brazil on the
Interoceanica/ IIRSA Sur Highway, together with msad upgrading investments on the
highlands section of this road.

VI. The Conservancy and Sustainable Development Proje(PE-M-
1056/PE-T-1137)

The Bank has likewise been involved in environmientanagement and “sustainable
development” activities along the entire extensioh the Amazonian portion of the
Interoceanica/llIRSA Sur Highway Corridor (whose gilbgl construction and paving was partly

financed by a US$ 150 million loan from the Andddevelopment Corporatidf) through a

3 |bid., paras. 2.7, 2.9, and 2.11, pp. 12-13. My transiatio

% \bid., para. 1.24, pg. 7. At nearly 400,000 toes pear, 90% of the trade between Peru and Bolimiaurn,
crosses at Desaguadero, representing the thirdimpsttant border crossing in terms of freight vokitransported
in the Andean region.

% Prior to this, traffic was limited to an averadejust 22 vehicles per day using a system of batgezoss the
river.

% |bid., para. 1.30, pg. 8. The report also affittmest “Given that the connection [i.e., the bridg&pady exists and
in virtue of the works for the InteroceanicaCorridib is a priority for the Government of Peru tavie an adequate
border control center operating in 2009” (pp. 8-9).

37 See CAF’s external website, which contains thiofahg press releas€AF Ortogdé US$ 150 Millones al Per(
para Los Tramos 2 y 3 del Corredor Vial Interoce&@niSur, October 2, 2006. An earlier press release had
mentioned a possible US$ 200 million CAF credielfior this project, see CAIGAF Ortogé US$ 260 Millones al
Peru para el Corridor Multimodal Amazonas Norte & Interoceanica Suyrebruary 23, 2006. No information is
provided, however, with respect to the environmlesata social safeguards applied to this project.
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Technical Cooperation project entitled “Integrati@gnservancy and Sustainable Development
in the Southern Interoceanica Highway Corridor.hisTproject (PE-M-1056/Pe-T-1137), which
involves two grants — one from the Multi-lateraVéstment Fund (MIF) and the other from the
Italian Trust Fund for International Competitiveae@CR) -- of US$ 1.5 million each, was
approved in July 2008 and signed in February 2B0%h grants were about 47 percent disbursed
as of late 2011, according to the Bank’s extewetbsite. The executing agency in both cases is
the Asociacion Odebrecht Peru para el Desarrollatedible y Conservacion (hereafter
Odebrecht Associatiorij,which is linked to the large Brazilian constructiirm that is a central
part of the private consortium that has built artll @perate this portion of the road under a 25
year concession from the Peruvian Government.

The general objective of the project, accordingthe Donor's Memorandum, is “to
promote sustainable development and biodiversityservation in the area of influence of the
Southern Interoceanica Corridor, in order to imgrdtie quality of life for the surrounding
communities by identifying alternatives for job atien and income generation.” Its specific
objective is “to develop sustainable productiorented ventures adapted to the potential of the
land and the population, thereby strengtheningctpacity of local communities to manage the
processes of change and development associatedthéthhighway corridor.” The area of
influence of the highway corridor for purposes lustproject is defined as the zone between two
parallel lines 50 kilometers from the sections o toad between Urcos in the Department of
Cuzco and Ifapari in the Department of Madre desPidhich borders Brazil. While this number
is ultimately arbitrary, as this section involvesoad length of 703 kilometers, the total “area of
influence” covered by this corridor, so defined7@300 square kilometef&The actual indirect

area of influence of the highway — both in its Am@ian and non-Amazonian sections will

3 According to the Donors Memorandum, Inter-Ameri€evelopment BankPeru — Integrating Conservancy and
Sustainable Development in the Southern Interocedtighway Corridor (PE-M-1056/PE-T-1157) Donors
MemorandumWashington D.C., Odebrecht Association “is a gevnonprofit association created by Organizacion
Odebrecht through Odebrecht Perd Ingenieria y @aormtn S.A.C. and Odebrecht Pert Inversiones en
Infraestructura S.A. to promote social developntanbugh sustainable initiatives to raise the quadit life and
protect the environment’(para 4.1, pg. 8).

39 More precisely, this consortium, known as CONIR@é Concesionaria Interoceanica Sur) is a joimttuee
between Construtora Norberto Odebrecht S.A., GraMdontero S.A.A., JJC Contratistas Generales Safd
Ingenieros Civiles y Contratistas Generales S.A.

“0 DB, Donors Memorandurrop. cit., Executive Summary, pp. 1-2.
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depend especially on existing and new side — ealhepenetration — roads and is also likely to
expand over timé&!

According to the project document, the area “ha® @i the world's greatest
concentrations of biodiversity, due to the goodestd conservation and diversity of ecosystems
due to the altitudinal gradient,” and traverses\tieabamba-Amboro Biodiversity Conservation
Corridor in the tropical Andes, which is characted as “one of the world’'s biodiversity
hotspots.** The corridor is home to a large number of smatnfer campesinp communities,
with the section of the highway between Inambad Hiapari in the east housing 30 indigenous
communities, more than half of which (18) were mgdly situated in the “project target aréa.”
This is also an area of extensive poverty, as 96epé of the roughly 120,000 people living in
the corridor had an estimated average family ppit@&ancome of just US$ 90, according to this
source, which also observed that the local pomratvas primarily engaged in “informal
subsistence activities reliant on natural resoytaesinly subsistence agriculture, logging, nut
production, fishing, and gold mining. At the tinfeetproject was appraised, the area was already
witnessing substantial immigration, due in parthe “attraction of informal activities,” with the
department of Madre de Dios experiencing the high&t® of population growth -- 3.1% per
annum, which is nearly twice the national avefagein all of Peru. Vehicle traffic had also
increased significantly, already exceeding thegmipns for 2009 -- and in some areas for 2015,
by 2008°-- well before the Amazonian road improvements,, dhds, the connection to Brazil,
had been completed.

The Donors Memorandum clearly recognizes the saif direct and indirect impacts

the Interoceanica Highway is likely to have bothtbe environment and on the resident and

“1 An interesting illustration as to how this happee the case of Rondénia with pavement of the BR-Bighway
between Cuiaba, Mato Grosso and Porto Velho caraady picked up in satellite imagery in the |2880s, see
Gordon Wells,Observing Earth’s Environment from Spade Laurie Friday and Ronald Laskey (editorshe
Fragile Environment: The Darwin College Lectur€&ambridge University Press, Cambridge, Engla®®91 pp.
155-159. For an account of this process more gipesee Adrian Cowell,The Decade of Destruction: The
Crusade to Save the Amazon Rain Fordstiry Holt & Company, New York, 1990.

*2 |bid., para. 1.2, pg. 1. This Conservation corridor, mepecifically, is a 30 million hectare area extendirom
the Vilcabamba mountain range in Peru to Ambordadwal Park in central Bolivia.

3 |bid., para. 1.4, pg. 2.

“4 1.6 percent a year between 1990 and 2008.

“3IDB, Donors Memorandunop. cit., para. 1.3, pg. 1. More specifically, tleport states that “according to 2008
data, the increased vehicle traffic has alreadghea targets projected for 2009, and at two poasg the
highway (Urcos and Tinke) the flow exceeds the gutipns for 2015.”
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immigrant populations in its area of influence.describing the “challenges and opportunities”
associated with this major road improvement, iiraufs$:
The main problem lies in the impact that an infrasture project of the magnitude of the
Peru-Brazil Southern Interoceanic Highway Corridmay have on an environmentally
important area recognized for its biodiversity aod a population with low education
levels living at minimum subsistence levels. Theri@mr may also entail adverse
indirect economic and social impacts from the roagwntegration and presence of new
actors (mining and extraction companies, merchaants, others).
Although the zone is protected under an environatenanagement system (protected
areas, forest use licensing), land-use manageneefiari from entrenched, and many
current practices are environmentally unfriendlyhel unprofitability of production-
oriented activities and practices in communitiesreunding the area leads them to

engage in_informal activitiesuch as illegal logging and informal mining thatisasly

harm ecosystems

However, the construction of this large-scale isfracture is also a significant
opportunity for the region’s development, and caneha positive impact on the quality

of life for local populations. The first aspecthie noted, then, is the economic potential

of this infrastructure if appropriate processes amaplemented to integrate local
populations into the opportunities for sustainabl#evelopment that may be
generated..*®

A second aspect concerns land management in a xtooteweak capacity of local

institutionscombined with rapid changes in land use caused#byhighway integration.

For example, rates of deforestation are increastogsiderably as a result of migratory
flows into the region. The regions of Madre de D®8ano, and Cuzco are insufficiently
prepared politically, institutionally, and socialtp mitigate the potential indirect adverse
impacts of the improved highway corridor. At thengatime, local institutions have

limited capacity to promote the positive socioecunimimpacts that the highway could

“% |t goes on to state: “for example, sustainableisou services were rare in the years prior to 2@ this year
[i.e, 2008] they account for over 100,000 visit@growth rate that exceeds Peru’s average incieasarism from
2002 to 2006 (14%).”
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yield, and might unintentionally promote an infotnextractive economy generating

meager profits and high environmental imp#ct.

The present project attempts to deal in part vindsé likely direct and indirect impacts of
the road construction in its area of influence. Dmmors Memorandum also notes (in a footnote)
that land-use management issues along this comdoe being addressed by an “Indirect Impact
Mitigation Program,” financed by the Andean Devetgmt Corporation (CAF) with co-
financing by the Peruvian Government and executgdihle National Institute of Natural
Resources (INRENA), which the present operation whesigned to complement by
strengthening local organizations (see below). Myecifically, the IDB project is intended to
“support local entities in managing the developnmaotesses and socio-economic changes that
the new highway corridor is certain to produce, aeiver the knowledge and technical
assistance necessary to ensure that this develdpimserenvironmentally and socially
sustainable®® In doing so, it would seek to “promote local joteation and income-generation
initiatives in close coordination with governmenisjvate-sector entities and civil society
organizations to promote conservation and consmdideof the corridor through sustainable
development initiatives” based on the principlesliamfal government autonomy, rational land
use, profitability of productive activities, presation of local culture, and conservation of
biodiversity and the environmetfit.

According to the Donors Memorandum, the Odebre&bsociation, together with
Conservation International (Cl), the Peruvian Asstian for the Conservation of Nature
(ProNaturaleza), and the Americas Fund (FONDAMR@rabterized as “NGOs whose missions
include biodiversity conservation,” had presenteel project to MIF “as a way of strengthening
local governance to better manage the impact oinitreased migratory flows resulting from the

new highway corridor® MIF’s involvement was considered to be “essentilfacilitate

" |bid., paras. 1.5-1.8, pp. 2-3. Emphasis in the origiiake document also observes, however, that “theee is
wealth of_community and civil society organizatiansolved in environmental matters and social depsient,
particularly in the high Andes region, includingoducers associations and NGOs.” (para. 1.9, pgn#hasis in
the original).

“8 |bid., para 1.11, pg. 3. It added that, “to this end,ghgect will strengthen the capacities of publidites and
community organizations to manage these processeb,promote competitive ventures based on sustainab
resource use and leveraging the local communitiesipetitive advantages.”

9 lbid., para. 1.10, pg. 3.

% More specifically, Conservation International begeorking in Peru in 1987 with the mission “to sin¢hen the
protected natural areas and increase communiticipation in conservation in order to preserve biedsity and
promote recognition of Peru’s tremendous biologarad cultural diversity as its most important ass&tking that a
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integration of the different participating entitiggerspectives and ensure that the development
process is adapted to the local population andutisins and implemented with the trust of local
leaders.” It was also affirmed both that the prbjeould be “innovative within the local
competitiveness cluster because it will promotdasnable regional development in connection
with a major infrastructure investment, taking dre tchallenge of transformation that this
investment is sure to entail” and that “the lesdeasned from this experience will be useful for
the MIF and, particularly, for other areas of Laimerica facing similar transformations and
challenges™ Given the striking similarity between this sitwatiand that faced by the Bank in
its earlier road improvement-related projects ia tteighboring state of Acre, just across the
border with Brazil, however, it is curious that mention is made of this experience and the
lessons that had already been learned from iteirBemk’s project documert.

The project has the following four components (aexpected total costs): (i)
strengthening of local governance (U$$ 1.98 miljorii) development of sustainable
production-oriented activities (US$ 1.355 millior{)ii) sustainable biodiversity conservation
management (US$ 1.231 million); and (iv) monitoringssons learned, and dissemination
(US$250,000). All components received equal finagcshares from MIF and ICR, which
together accounted for 44.6% of the project’'s estdn total cost, with the executing agency,
Odebrecht Association, providing the remaining %&.dor US$ 3.6 million. The project
coordination unit (PCU) is based at Odebrecht Hetuma and there are local project offices in
the region itself at Puerto Maldonado and Ocon¢ste below§? The proposed execution and

guiding principal of its development policy.” ProNealeza was founded in 1984"to preserve Peru'siraht
heritage, particularly its biodiversity, by promai sustainable development and the quality ofdff@eruvians;” it
evolved out of an initiative of three professorgha Universidad Nacional Agraria La Molina, onevdiom was
Marc Dourojeanni, also formerly an environmentatglist at both the World Bank and IDB, and isoagtively
involved in environmental policy design. FONDAM wésstablished under the agreement to reduce debtten
framework agreement establishing the Americas Fsigmhed by the Peruvian Government and the UnitateSin
1997” with the purpose of promoting “activities poeserve, protect, and administer Peru’s naturdlkaalogical
resources.” (Ibid footnotes 11-13, pg. 9)

*! |bid., para. 1.10, pp. 3-4.

2 |n addition to RedwoodManaging Environmental and Social Impacts...., of., Gee the earlier Bank
publication, which draws important lessons fronstbhkperience by Mary Allegretti, Carlos Ramirezd aknne
Deruyttere (editors)Public Participation and Sustainable Developmenthia Amazon: The Case of PMAGiter-
American Development Bank, Washington D.C., Decem988.

3 For additional details on implementation arrangetsiefor this project, see paras. 4.1-4.7 of the ddsn
Memorandumep. cit.,pp. 8-10.
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disbursement period is 48 montisThe specific objectives and activities of each ponent are
described in further detail in Annex 2.

Project beneficiaries are identified as the two iageal governments and nine
municipalities that would receive technical suppartstrengthening the management of local
development processes, the more than 2,400 fareigscted to participate in project-supported
productive activities, and a number of local orgations (15), communities (30), and “lead
businesses” (16) that will “co-finance productiomeated ventures and receive operational
support and technical assistané®.Two major risks are also identified in the Donors
Memorandum: (i) the project may become associati tve concession holder, CONRISA,
and be affected by its reputational risk or by disg of various kinds; and (ii) the capacity to
manage and administer a highly complex projédtinally, this document contains a section
entitled “Environmental and Social Consideratiomsivhich the following is stated:

Although the project does not focus on direct nesoh of regional social or

environmental problems, its contribution to genergtproductive, environmentally and

socially sustainable opportunities to increase meoin the local communities will
demonstrate the viability of alternatives to harhaativities (informal mining and illegal
logging). In addition, the project’s support forclal governance based on community
participation is a necessary complement to the sigét of extractive activities, which
will improve significantly with the siting of insgé@n stations at concession toll points
and other facilities provided by the highway, a teabeing coordinated with authorities.

Lastly, the production-oriented activities promotbyg the project will fully abide by

IDB/MIF environmental and social safeguard requiesits, and in general will have a

positive or neutral impact. Necessary mitigationaswees have been provided [in the

respective project Operating Regulations], and theseline for these projects will
incorporate environmental impact and other indicatoThe project is classified as

Category C’

> |bid, Executive Summary, pg. 2.

% |bid., para. 6.1, pg. 11.

%% Ibid., para. 6.2, pg. 12. According to this document, ftrs# risk would be mitigated “by the type of proje
execution, in which Odebrecht Peru is associatéd ather organizations with longstanding experi¢head the
second by “the relationship with FONDAM in partiaul the careful selection of the subexecuting aigsnand the
professionalism of Odebrecht Peru’s staff.”

>’ Ibid., para. 7.1, pg. 12.
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Additionally, the Donors Memorandum observed tHa#cause the project is located in
the high-profile Vilcabamba-Amboro Biodiversity Ggervation Corridor, the [Bank’s] project
team should include an ESR [Environmental and $&eaiewf® staff member, to ensure that
the activities of the production-oriented initiass/ abide by the rules for preservation of their
natural, cultural and social environment.” The ggsation of both Cl and ProNaturaleza, which
“promote integrated management of protected aneds€@nservation corridors,” was seen as “an
additional guarantee of the project’s focus oneheironment.*

This project is described in some detail above ianAnnex 2 because it represents an
interesting and positive example of a Bank-suppoméiative to help local communities take
advantage of some of the emerging economic opptigsrand to address some of the possible
indirect environmental consequences associatedamitiajor road improvement in the Peruvian
highlands and Amazon regions. However, as the Baagpraisal document clearly recognizes,
this is only part of what is needed to effectivaetyjnimize, mitigate and/or compensate for the
potential adverse environmental and socio-culturgdacts of this major private investment to
complete and operate over a considerable peridithefthe Interoceanica Highway in its larger
area of influence. In conclusion, given the Bankigolvement, therefore, these potential impacts

and other attempts to address them, merit furtbesideration.

VII. Potential Adverse Environmental and Social Impact®f the
Interoceanica Highway: Two Critical Views and a Repinder

The Peruvian portion of this major internationahdoconstruction/paving project has
been subject to significant criticism from seveaathors due to its potential environmental and
social impacts and the way they are perceived agbmanaged. Even the road’s economic
feasibility has been questioned. Most noteworthythis regard is a recent article by Bruce
Babbitt, former Governor of Arizona, United StaBecretary of the Interior, and President of the
World Wildlife Fund (WWF). In his article, Babbitffirms that “the Interoceanica, a highway
stretching a thousand kilometers across the Am&asin, up the 15,000-foot-high face of the

Andes and down to the Pacific in Peru is as wogs it is ambitious. With additional branches

8 According to the Environmental and Social revieection of the Executive Summary in the Donors
Memorandum, “the Environmental and Social ReviewrS8griat (ESR) reviewed this operation in 13 J2068,
and its comments have been incorporated in paragragd 2t. seq.” (Ibidpg. 2 of 2)

%9 |bid, para. 7.2, pg. 12.
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already planned, it has emerged as a serious tloeidie human and natural ecology of the
greatest expanse of rainforest on the plaffet.”

The origins of this project, according to Babbdgte back to September 2000 when a
meeting of South American presidents convened ey Brazilian President Fernando Henrique
Cardoso launched IIRS®, of which the Interoceanica highway would became th
“centerpiece.” He goes on to affirm that “shoul@ fall plan be realized the greatest remaining
expanse of tropical forest on the planet will sformed into the industrial heartland of South
America. Highway corridors converging inward frohetAtlantic coast and from the Andean
countries will meet and cross in the Amazon, drgwsnd concentrating settlement and
development in the green heart of the continént.”

Babbitt then recounts his observations duringeld fvisit to the highway corridor in the
Peruvian Amazon, starting in Puerto Maldonado agatding west, where he states that, despite
this town’s claims to be the gateway to an “ecatmrparadise” and the “biodiversity capital of
the world...signs of another, darker vision are ewdigre evident as the surrounding forests
come under siege from uncontrolled forest clearmmgl burning, illegal logging and land
speculation.®® Frontier violence was also in eviderfégs was uncontrolled gold minifigHe

% Bruce BabbittManifest Destiny: The Planned Trans-South Ameridaghway Will Wreak Massive Damage on
the Fragile Ecosystems of the Amazon and Andessa\et It Doesn’'t Even Make Economic Sense. Sols\Nhy
Being Built? Americas Quarterly, summer 2009, pg. 28.

®1 Former President Cardoso makes no mention ofrittise English version of his memoirs covering pésiod as
president — see Fernando Henrique Cardoso (witanBWinter and Preface by President Bill Clintofhe
Accidental President of Brazil: A MemoRublic Affairs, New York, 2006. However, he doeser briefly to this
meeting and the creation of IRSA, as well as DB’s support for it and his good personal relatlipswith former
Bank President Enrique Iglesias, in the much lotager more detailed Portuguese version -- see Feornidanrique
Cardoso A Arte da Politica: A Historia que VivCivilizacao Brasileira, Rio de Janeiro, 2006, pg0.6Cardoso’s
Finance Minister during the entire eight years thatwas in office, Pedro Malan, was also previowlgzil's
Executive Director at both the IDB and World Bank.

62 According to Babbitt,op. cit., more specifically, “at the time the topic of theydaas regional economic
integration. In the minds of many of its leadersitBhoAmerica was falling behind in the global ecoyaas regional
trade blocs, such as NAFTA and the expanding E@opénion (EU) seemed to seize the economic inigafi he
U.S. proposal for Free Trade Area of the Americas werceived by Brazil as a threat to its claim&atiership.
The presidents’ response to these fears was a igegngblan, the centerpiece was the Interoceanigawday,
reviving an earlier plan for a transborder corridbat would facilitate Brazilian trade with Chin&he called
Transoceanica, but quickly dubbed the “Road to &hithe idea languished for more than a decadd iintias
reconceived as part of the sprawling IIRSA projedjch pulled together national wish lists of ngdethan 350
infrastructure projects, including highways, bridgeailways, ports, airports, and transmissionidors.” (pg. 28)
Elsewhere in the article, he affirms “by elimin@tithe need to ship goods through the Panama Gheahighway
would speed the process of transforming Brazil@ybsans into Asian tofu.”

% bid., pg. 29. He goes on to state “a passing loggingtruade clear that commerce was already flourisbimg
this road. The pavement soon gave way to a nareodirt track baked by the intense tropical hedticAn zebu
cattle grazed among blackened stumps in pasturesewthe forest has been cleared and burned invédering
spaces back from the roadway.
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notes further that, unlike other parts of the Ba#hie far western part of the region, “where long
stretches of rapids and waterfalls pouring off theuntains have blocked access,” had been
“cradled and protected by the ramparts of the Asidemintaining its “pristine quality” and
representing the “last possibility for preservingignificant portion of the wild pre-settlement

¢ However, according to Babbitt, completion of théetoceanica Highway and other

Amazon.
parallel IRSA corridors farther to the north woyddt this natural patrimony at risk.

Babbitt also questions the economic rationaletl@r project, affirming that “trucking
bulk commodities over land, never mind up and dola Andes is expensive. Shipping by sea
costs approximately one-tenth of land transportti@y out a few thousand kilometers of ocean
distance would be nothing against the cost of ingkover the Andes® An additional
argument for the road’s economic viability, accagdio Babbitt, is the need “to access the oill
and gas fields now being developed in the headwagions of the western Amazon.” He
acknowledges that an oil and gas boom is presetityrring along the “eastern face of the
Andes, reaching from Bolivia into Peru and northdvanto Ecuador and Colombia, with
profound consequences for the future of the Amdzon.

In this context, he specifically mentions the “huyges strike at Camisea, close to Cuzco,”
which the IDB is also supporting. However, he diapes that Camisea is “not an argument for
road building,” affirming that “in fact, it makesactly the opposite case — that roads are not

necessary for modern oil and gas developm®&®h the other hand, he observes, “if neither

% Babbitt cites the February 2008 assassination lotal official who “spotted a truckload of illegglharvested
mahogany logs” and the subsequent burning of ti tieall in Puerto Maldonado as part of a protestirz} a
Presidential decree authorizing the sale of comiriands.

8 According to Babbitt, “as we pass through Masukaildcat mining camp set in a moonscape of roak gnavel

tailings, we encounter some older Amazon realit@sld buyers occupy most of the store fronts. Masoiay be
remote, but gold travels well from all localities all seasons. Looking across the wasteland, [drsop who
accompanied him] shrugs and states the obvious:dthivernment does not have the capacity to cothislgold

mining."

% He goes on to observe that “the center of thisaexdinary ecological patrimony is nearby Manuiblaal Park,

world-renowned for its profusion of Amazon wildlife a region where visitors encounter nearly oneushad
species of birds (10 percent of the world’'s spéciesops of monkeys clambering through the tre®opées, huge
mixed flocks of green parrots and red and greeramacwarming to the nearby salt licks, tapirs dragthrough
the forest toward mud wallows, giant otters surfgdn the oxbow lakes, and, if one is lucky, a ggor anaconda.
(pg. 30)

®"In making this statement, Babbitt also cites Blditaggi, then the Governor of the Brazilian statéato Grosso
and the largest soy producer in Brazil, who “obsdrthat a road over the Andes would be ‘too experisi
declaring that he would continue to ship througlaitic ports.” (pg. 31)

% More specifically, he continues, “in response lie international outcry over the Camisea projeptsential

impact on the rain forest, the company pioneeredue of helicopters to construct pipelines aslemnative to
building roads and opening up the forest to dettrnc¢
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soybeans nor oil and gas are likely to repay tlgehovestment in the Interoceanica, there is one
export commodity that assuredly will. The exporttwhber products, mahogany, cedar, and
other high value tropical hardwoods, will benefarh opening new roads....The road to China,
it turns out, will be a fine all-weather logginga opening access to still more of the remaining
Amazon forest.” As the consortium that has build avill operate the road likes to point out,
however, the Interoceanica also has significantiogomal and cultural touristic potential,
especially for Brazilians wishing to visit, ovemth the Amazon, Andes, Machu Picchu, near
Cuzco, and other Inca heritage sites, which wilkoaldepend on their protection and
preservatiort’

Babbitt concludes by stating that “maintenance soand profitability asidé’
Interoceanica is an impressive example of Brazil@mineering, creative financiffigand
international cooperation. Whether the road is ptintal investment of public resources, only
time will tell, for there was little economic analy put forward by IIRSA, Odebrecht, or the
governments of Brazil and Peru.” The rest of thitccke deals with other proposed major road
corridors in the Amazon, including IIRSA Norte.névertheless provides an overview of some
of the induced development impacts with potentiagdlgrious environmental and/or social
consequences associated with and/or exacerbat#dtk ldpteroceanica and other emerging road
corridors that cross parts of the Amazon BasinthedAndes down to the Pacific coast of South

America. A second, equally critical, article addsrento this picture, observing the following:

The Interoceanica, financed in part by the DevelepimBank of Brazil, the Andean

Development Corporation, and the IDB, will link B&r southern coast with the

% See, for example, Iniciativa Interoceanica Rodovia Interoceanica Sul: Uma Rota de Diversid&détural e

de Multiplos Ecosistemasn the Initiatives website. This site, incidentalbentifies IDB, through MIF or FOMIN
(Fondo Multilateral de Investimentos) in Portugyes® one of the partners that support it togethtdr @debrecht
Peru, CONIRSA, CI, Fundacion Pro Naturaleza, CA# atter entities — in short in reference to the eowancy
and Sustainable Development Project described abidvis publication, more specifically, identifie8 Epecific

“attractions, products, and touristic services"tthee being supported under this initiative andisthunder the
MIF/ICR-financed project.

0 As it is a long-term concession which obligatesefrécht to maintain the road for 25 years, the Aman

portion of the Interoceanica will be “operated gsrigate toll road, with revenues used to repaystmction costs
and on-going maintenance,” according to Babbithaalgh it is not clear how much the tolls will be.”

™ According to the article, “all parties concedettitldere will not be sufficient traffic for tolls toepay the
construction outlays.” These costs are, thus, b&manced through bonds sold into the internatiomakrket and
guaranteed by the Peruvian Government. Babbittsnfateher that the likely reason for this approé&hhat “by

structuring the financing through an intermediahRSA and its private sector partners have beere dbl
circumvent the Peruvian national planning proceskthe constraints of the country’s national budget
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Amazonian state of Acre in Brazil and is only of@nany proposed projects that form
the IIRSA initiative. Because Brazil has alreadyealeped an extensive road network in
parts of Acre, most new construction is expectedke place in Peru. That construction
is already underway and the primary road is expedie be complete by the end of
2010....

Although there has been little publicity about tHRSA or Interoceanica outside of South

America, the Interoceanica poses a number of enmental and social threats to both

Peru’s and Brazil's Amazon regions. The principavieonmental concerns include

habitat fragmentation and consequent loss of berdity, deforestation, water pollution

and adverse impacts on indigenous Amazon commalnitie

The Interoceanica will also cut through designateickst preserves in Peru and threaten

traditional cultures and tribes living in those gerves. Major roadways in the Amazon

region have already exposed indigenous commurttieommercial exploration, water
and air pollution and disease. Although both Braxitl Peru have enacted laws designed
to protect indigenous communities from the adveeffects of mining, petroleum
exploration, timber harvesting and ranching, in gtiae highways through such areas
have compromised the habitat, health and cultunaafy indigenous communiti€s.

In addition, according to this article, neither tikeroceanica, nor other [IRSA-related
roads, including IIRSA Norte, “which present theown environmental and social
concerns...have undergone any meaningful environrhentgew. Although construction of the
Interoceanica is nominally subject to the environtakreviews required by national laws, the
presidential executive orders implementing IIRSAbeqr to have circumvented the normal
legislative and regulatory procedures in both Brazd Peru.” In this regard further, it goes on to
argue that:

Although [IRSA has developed its own Environmeatal Social Evaluation
Methodology (known as EASE), to evaluate the enmiemtal and social effects
of its projects, this methodology does not mandate of the features typical of

environmental review procedures, such as open ondb avenues for public

2 Stephen L. Kas#ssessing South America’s ‘Interoceanica” Highwisgw York Law Journal, August 28, 2009,
pp. 1-2. For one account as to how road buildipgcHically the paving of BR-364 in Mato Grossoyvarksely
affected indigenous communities in the Braziliana@on in the 1980s, see David PriBefore the Bulldozer: The
Nambiquara Indians and the World Bargeven Locks Press, Cabin John, Maryland, 1989.
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participation, an evaluation of project costs anenkfits, or an in-depth
evaluation of alternative§ Instead, consideration and mitigation of the
Interoceanica’s environmental and social effectspegps to be left to whatever
efforts can be pieced together in the non-profit@e
One significant contributor to this effort is theobte Foundation, which recently
approved a US$ 2 million grant to the Amazon Covestésn Association for the
design and consolidation of a 210,000 hectare caad®n corridor to mitigate
the Interoceanica’s adverse impacts. This corrigointended to constitute one of
the largest areas of continuous forest in the se@attern Amazon and is an effort
to protect the area from deforestation, cattle faing, mining, and slash-and-
burn agriculture. But while such a large-scale effoif implemented and
enforced, may help to mitigate some of the Intaapima’s impacts in the
corridor area, it is not a substitute for long-terpublicly accessible impact
analysis, mitigation commitments by IIRSA itseldl ameaningful examination of
alternatives’®
The article then affirms that it is not clear howdawhy the Interoceanica“escaped”
public environmental review, observing that “theBlDwhich provided a portion of IIRSA’s
funding, has well-established environmental and actpassessment procedures, including
mandatory public review, review of alternativesdanitigation commitments, for large-scale
projects in environmentally sensitive areas.” Hoastates that the apparent failure in this regard
for what it identifies as “IIRSA’s premier projectseems incongruous and particularly
unfortunate in view of the broad range of likelweanmental and social impacts” associated
with the IIRSA roads, as well as “the apparent bonbf these projects with both Brazil's and

Peru’s climate change policie§"Having been written just prior to the UN Climatéabge

3 Here the article, which also specifically citesuBe Babbitt’s article, refers to the following IIRSublication:
The Environmental and Social Evaluations with ®tgat Approach as Planning Instruments for the IIRSA
Methodology, Components, and Phagesbruary 2008.

" Kass,op. cit.,pp. 2-3.

S More specifically, it states that “on the Braailiside, the government has committed, at leasiaperp to reduce
its rate of deforestation by 50 percent by the Y&t7. To achieve even this goal (which is onlyaztion of the
reductions required), Brazil will have to ensurattheither the Interoceanica nor IIRSA Central ortH is used for
timber exploration or other forms of legal or illdgdeforestation. This will necessitate not onlymbnating
policing by the Brazilian and Peruvian governmeibtst also a limited number of Interoceanica exiscillary
development restricted to small, concentrated aaead these exits, and elevated portions ofriterdceanica (or
frequent vegetated underpasses) to enable freemamteof wildlife.” (pg. 3)
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Conference in Copenhagen, Denmark in December 20@9,article concludes with the
following statement:
The Interoceanica, and possibly even IIRSA Cemtndl Norte, may well be useful in the
long-term economic development of Brazil and itgmeors in South America. These
benefits may even be sufficient to outweigh theitedgle environmental and social
impacts, which might also be mitigated through &altg implemented design of the
project, vigorous long-term enforcement of land-asel other controls and significant
investment in health, education and environmentaltgetion measures in affected
communities. However, these issues have not besensgtically and cumulatively
assessed or subjected to meaningful public review.a program of this hemispheric
significance to escape that review, which is noweatablished part of most domestic
laws and international practice, reveals a major pgan regional environmental
institutions and, unfortunately, an avoidance iragiice of the very commitments that
Brazil and other nations are urging as part of awngimate agreement at Copenhad@n.
This article is potentially misleading, howeversafar as it may be interpreted to suggest
that the IDB is financing construction of the Amamm portion of the Interoceanic Highway,
which, as has been shown above, is not the cageBahk is, however, financing the upgrading
of already paved portions of highlands sectionshefroad between Cuzco and Puno, and, in
doing so, has applied both its own and the Peru@amernment’s required environmental
assessment and environmental and social safeguacgdures, although, as indicated above,
these could have given greater attention to patemtdirect, particularly induced development,
and cumulative impacts. And through the MIF and {@fRnced Conservancy and Sustainable
Development Project, IDB, like the Moore Foundatiandirectly supporting measures to help
mitigate or compensate for some of the potentidiréct environmental impacts associated with
construction and paving of the Amazonian portiothig road between Urcos and Ifiapari. But as
it is not financing these road improvements peritséloes not appear to have been directly
involved in the associated environmental reviewcpss. The references to Brazil at the end of
the article, moreover, are also largely mispladextause, as the article itself states, the paved

road network on the Brazilian side (i.e., BR-364 &R-317) is already in place and any further

®Ibid., pg. 3.
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induced development in Acre as a result of the wwaghimprovements in Peru is likely to be
minimal at best.

This notwithstanding, as the Interoceanica andradbeh roads are already realities, or
soon will be, both this article by an environmentalyer named Stephen Kass and that by
Babbitt are correct in suggesting that the prinicipallenge associated with them is to
effectively anticipate and manage the potentiairead environmental and socio-cultural impacts
of road construction and paving in the Peruvian 2Aoma Among other things, as the earlier
experience in northwest Brazil (especially Rondphias clearly shown, this requires adequate
government capacity and political will at both tietional and local levels. In partial response to
this challenge, Odebrecht Association’s so-call8duth Interoceanic Initiative,” or “iSur” --
which, as noted in the previous section, is sumgblty both the IDB and CAF, among other
partners — reportedly “encourages local initiatifes employment and income generation,
promotes ecosystem conservation through sustaimabbiuctive activities and promotes local
participation, therefore contributing to improve thuality of life of local populations.”

This initiative is based on the following principleaccording to its website: (igcal
government autonomy contribute to generate (sic) that the local papah decisions are for
common benefit and that they generate long-termaswable development; (ibational use of
territory : promote...actions that respect the skills and trona of the territories, seeking to
reduce the misuse of land in the project’s areathatefore induces similar actions in related
places; (iii)profitable productive management improve the quality of life of the communities
located in the highway surroundings, identifyingpdmyment and income alternatives, to the
local population; (iy respect of local culture learn and appreciate the worldviews, values and
customs in the area of the initiative, in a disa@tl process that will generate the necessary
confidence for success; and (@nservation of natural resources and biodiversity build
sustainable development strategies that contributihe conservation of natural resource and
biodiversity, improving the employment opporturstiand income from sustainable activitiés.
Its areas of intervention are: eco-business, resplantourism, biodiversity conservation, and

local governance strengthening and its “methoddlogygnsists in the promotion of two

" Iniciativa Interoceanica SuSouth Interoceanic Initiative: Integrating Consetiga and Developmentpg. 3.
(Emphasis in the original). Like the previous refaze, this, as well as the version of the samerdentiin Spanish,
can be found on the iSur websitenatw.isur.org.pe
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Development Centers — one for the “High Andes, ddai:i Ocongate and including the districts
of Urcos, Ccatcca, Ocongate, Marcapata and Quihcemthe province of Quispicanchi,
department of Cuzco, and the other for the “Lowldndgle” located in Puerto Maldonado and
covering the provinces of Tambopata and Tahuamariei department of Madre de Dios — and
numerous specific projects implemented from theset€'s in the four thematic areas mentioned
above.

While these interventions are all good, in andtltgmselves, however, they are no
guarantee that significant induced developmenhénarea of influence of the Interoceanica will
not occur and bring significant environmental dasagd social costs with it. This is especially
true in the Amazon region due to the attractiomei migrants and productive activities to this
previously sparsely inhabited part of Peru whosees&€ has been greatly improved and
transportation costs greatly reduced as a resulthf new transcontinental paved road
connection. As both Babbitt and Kass suggest, whlisrequire much stronger and sustained
national and local government action to controldlarse, avoid deforestation and biodiversity
loss, enforce environmental regulations, and er#gnahe protection of both ecological and
indigenous reserves. In short, while the abovedatenciples of iSur are the correct ones, the
interventions proposed through this initiative srgufficient in terms of what is required in order
to achieve them as development objectives.

In fairness, and a fact totally ignored by boté Babbitt and Kass articles, some of these
required actions are, at least in principal, besngported by another CAF loan, for US$ 10
million, approved in July 2006 — or several monphsr to the time its loans for construction of
the Amazonian portions of the Interoceanica weg@ged (October 2006) — for the social and
environmental management of the potential impastso@ated with this road. According to
CAF’s associated press release, the objectiveisfpitoject is to “promote the socio-economic
and environmentally sustainable development, impgthe quality of life (“niveles de vida”)
of the population and small farmer (“campesino”jncounities, of the zone of influence of the
highway corridor.” More specific objectives of theoject, according to this source, include the
following:

e Develop and implement priority projects and adcigtthat avoid or mitigate the

indirect impacts in the zone of influence of theetnceanica Sur corridor.
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e Promote the development and financing of sustagnadfivities in favor of the
populations located in the zone of influence ofghgect.

e Improve the management of Natural Protected Areaksfarmalize the creation of
new protected areas.

e Establish financial mechanisms oriented to ensutimg consolidation of forest
concessions and the financing of productive adtiwitn the area of influence of the
project.

e Support the participation and monitoring of theiiadt impacts and the financing of
projects on the part of civil socief?).

While based on the information readily availabtasinot possible to judge how far this
project actually goes in terms of supporting thedlase controls and other measures required to
avoid significant environmental degradation, deftagon and biodiversity loss, etc., and/or to
protect indigenous peoples and communities locatetie project’'s “zone of influence” — or
even how this area of influence is defined — assalt of the likely induced development impacts
of the Interoceanica. Nor is information easily ifalde regarding how — and how well — this
project is being implemented, although it completaenand appears to partially finance — some
of the iSur activities briefly described above whtbe IDB is also financing through its MIF and
ICR grants. In addition, it is not clear to whattesk it responds to the results of whatever
environmental assessment process was actuallyedaout — as mandated by the Peruvian
Government and CAF’s own internal environmental a@odial safeguard requirements — in
connection with the much larger road constructind paving investment. Pursuing answers to
these questions, while clearly relevant, goes beybe scope of the present case study, which
focuses on the IDB and not CAF.

It is nevertheless evident that both CAF and the, lthrough MIF, are presently directly
involved in attempting to mitigate some of the poiE indirect environmental and social
impacts of the recent major road investments atbegmost ecologically and socially sensitive
Amazonian portions of the Interoceanica corriddne Bxtent to which the Bank and CAF are
coordinating their activities on the ground in thégard is presently unclear. Nor, as suggested

above, is it clear whether the CAF social and emrirental management project mentioned

8 See CAF,CAF Ortogdé US$ 10 Millones al Pert para Programa @estion Social y Ambiental de La
Interoceanica Syrmpress release, July 21, 2006. My translation.
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above, to which the MIF/ICR project is a complemeést- or will be — sufficient to adequately

control and manage the induced development impagéte their associated potentially

significant adverse social and environmental comseges over time that completion and
operation of this major road corridor are expedtedenerate. As the Bank is directly involved,
together with CAF, in supporting biodiversity consgion and sustainable development in the
area of influence of this part of the Interoceanimawever, it would behoove both institutions,
now that the improved road is in full operation,carefully monitor these impacts and advise
and assist the Peruvian Government, as well as hogaicipalities and communities, to address

them in an effective way in the years ahead.

VIIl. Bank Guarantee for the IIRSA Norte Project (PE-L-101L0)

The IDB’s US$ 60 million Guarantee for IIRSA’s Nleern Amazon Hub (PE-L-1010),
as the Bank’s external website refers to it, wgg@ped on February 1, 2006, signed on July 19
of the same year, and is reportedly still underplementation.” None of the funds from this
operation have been disbursed as of late 2011, inge#imat it had not (yet) been needed to be
converted into a loan and, thus, remained a Guagartccording to the website, the Northern
Amazon Hub is “an IIRSA integration corridor betwethe port of Paita in the Pacific and the
river port of Yurimaguas over the Huallaga Rivehieth connects to the Amazon River. The
project will be carried out under a concession seh@nd the construction payments will be
deferred in annual payments once the constructiemog is finished. To guarantee better
financial conditions, the GoP [Government of Penil] provide a guarantee from the IDB to
cover the annual payments for constructi6hThis is one of three Guarantees the Bank has
provided to Peru, but the only one given to the &oment (with the Ministry of Economy and
Finance as the “executing agency”) and for a mafoastructure project’

Improvement of the IIRSA Norte road is being finedén part by a US$ 60 million loan
from the Andean Development Corporation (CAF), appd in February 2006, and, like the
Amazonian portion of the Interoceanica Sur, impletaed by a consortium led by Odebrecht, a
large Brazilian construction firm. According to CARpress release, “the multimodal Amazonas
North corridor will permit the flow of products amderchandise from the port of Paita, located

9 |DB external websitePE-L-1010: Guarantee for IRSA Northern Amazon Hurbject description.

8 The others were a US$ 10 million Guarantee forGmana y Montero (G y M) Partial Credit Risk Guagan
approved in May 2003 and a US$ 100 million Guararfte the Banco Continental Guarantee Facility,raped in
May 2007.
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on the northern Peruvian coast, across the Andegwigable rivers in the Amazon Basin (using
the port of Yurimaguas on the Huallaga River). Tgmngject will benefit more than eight million
Peruvians in the north and northeast departmentheotountry and forms part of a regional
initiative that seeks to integrate regional infrasture in South America®® Given the approval
dates and amounts involved, it would appear thatllB Guarantee is intended to be a direct
complement to and support for the parallel CAF Ishauld the Peruvian Government be unable
to make its counterpart contributions in a timelgywAccording to the Bank’s files, both an
environmental impact assessment (issued in Dece@®i® and available in hard copy in the
Bank’s Public Information Centéf)and a strategic environmental assessment (SEdeds
April 2005 — see beloW were undertaken for the “northern Amazon axis.2 Bank’s project
concept document for this Guarantee, which clelanks it to IIRSA, in turn, is dated August
2004%

IX.  Design and Conditions of the Bank Guarantee

According to the Bank’s Guarantee Proposal, thedalye of this program is “to support
the Government of Peru in implementing infrastroetyprojects using innovative financing
arrangements, through support for the Northern Amaaub project, by providing a guarantee
for the government’s payment commitments to theceesionaire,” noting further that the
Government had granted a concession to the praeteor to rehabilitate and maintain a 960
kilometer road for a 25 year period and that the€Bioment’s commitment is “to make annual
payments to the concessionaire to permit recovetlieoinvestment within a 15-year period, as
of the date the works are accept&dThe Bank’s partial credit Guarantee, in turn, veoioé for a
period of up to 20 years, being convertible intol@B ordinary capital loan to the Peruvian
Government if needed.

Among the “special contractual conditions” explicitdentified in the Project Summary
was that, prior to first disbursement should thea@atee be converted into a loan: “(a) the

concessionaire must have completed the works egedstor each stage and fulfilled during the

8 See CAF,CAF Ortogd US$ 260 Millones al Pert para el Correddultimodal Amazonas Norte y la
Interocéanica Sump. cit.

82 SeeRamal Norte Eje del Amazonas — Evaluacién del IngpAmbiental December 4, 2004.

8 seeRamal Norte Eje del Amazonas — Evaluacién Ambidsttategica April 6, 2005.

8 DB, Programa de Garantias Ramal Norte Eje del AmazgHRSA) — Esquema del Proyecfwgust 13, 2004.

% |DB, Peru — Guarantee Program for the [IRS¥orthern Amazon Hub (PE-L-1010) — Guarantee Proposal,
Project Summary.
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construction stage the social and environmental nesibments established in the concession
agreement, these commitments having been acceptetheb grantor; and (b) it must be

demonstrated that the MTC has made progress ilemgnting the programs accorded priority
in the strategic environmental assessment, incfudime drafting of an agreement with

INRENA.”® It is also affirmed that “should the concessionté&eninated early, the guarantee
will cover partial payment of the corresponding aainpayment for construction, provided the
social and environmental commitments set out in tomcession agreement during the
construction phase were met, these having beempi@ccby the grantor.”

It is noteworthy, however, that no mention is madethe “operation” (i.e., post-
construction) phase of the project in these comwléti nor is there any indication as to what
precisely these “social and environmental commitisiteconsist in, who would verify whether
they have indeed been met, and/or how this wouldidree. Furthermore, only the “special
condition” that the MTC is “advancing in the implemation of the priority programs of the
SEA” is actually contained as such in the Guara@eetract signed between the Bank and the
Peruvian Government, with there being no explieference to the social and environmental
commitments contained in the concession agreemethis regard’ In fairness, the Guarantee
Contract does refer to this as an “other conditifmr"disbursements from the Guarant@éut
there is, nonetheless, an inconsistency between whstated in the Project Summary in the
Guarantee Proposal and what is contained in th& Bayal document for the project in relation
to this being a “special condition” of the Guarantand, as noted above, no reference in the
Contract is made to the post-construction phaskeeofoad.

The Bank’s Guarantee Proposal justifies its supjoorthis project by observing that “the

present operation is a strategic project in the 2omehub, where east-west connections between

% |bid., Project summary. The other conditions were that) *ROINVERSION [Agency for the Promotion of
Private Investment] has presented a legal opinmdicating that the bidding process for the concgsdia
conformed to the procedures and requirements édtell in Peruvian law; and (d) a trust has beeatedeand
continues in effect for program administrationttie Bank’s satisfaction.”

87 See IDB,Contrato de Garantia y Contrgarantia No. 1717/OC-Bftre la Republica del Pert y el Banco
Interamericano de Desarrollo — Programa de Garastidamal Amazonas Norte 1IRSAly 19, 2006, Clausula
2.03, Condiciones especiales previas a los desspmhdE la garantia, pg. 8.

% Item (e) of Clause 2.04 of the Guarantee Contnabich stipulates other disbursement conditionatest that
“have received the Disbursement Notification...whittould be accompanied by an original or certifiegycof the
Certificate of Advance of Works [“Certificado de &wce de Obras”] (CAO) in relation to the works thave been
received and accepted by the [Government] in comémice with the terms of the Concession Contract. DAO
should expressly certify that the Concessionaiedwamplied with the social and environmental caod# foreseen
in the Concession Contract with respect to the wodvered in said CAO.” My translation.
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the Andean countries (Colombia, Ecuador, Peru) Bratil can be promoted by completing
missing stretches of road and developing inlandgadn.” It also affirms that “the Bank is
supporting those connections that have the lovmgact. For example, in the Northern Amazon
corridor the focus is on upgrading an existing rtizat leads to where a waterway connection
will exist in the future, thereby promoting transjadon solutions consistent with the
characteristics of the region.” It goes on to sthtd the project “would support the objective of
raising competitiveness through an innovative sgwtof private-sector participatiofi>’And it
confirms that “the IDB guarantee complements thalifg that the CAF has approved for the
concessionaire. The CAF facility provides financithgring the construction phase, while the
IDB guarantee provides credit enhancement duriegptbst-construction phase.” It also argues
that “together, the two open up the possibility aifracting domestic and/or international
resources to the progrart.”

Expected to be implemented in four years and inuglestimated total basic investments
of nearly US$ 220.5 million, a more specific degtian of the project as contained in the IDB
Guarantee Proposal is as follows:

The objective of the project...is to foster econantiegration between the port of Paita
on the Pacific, the city of Piura, and the riverrpof Yurimaguas on the Huallaga River,
which, in turn, connects with the Amazon RiversThill promote the establishment of
new production centers and boost intra- and integional trade by lowering
transportation costs.
The works consist of improving and rehabilitatingséing stretches of road, protecting
existing works against natural disasters, and hboddand rehabilitating bridges, by
means of a PPP [Public-Private Partnership] arramgent. Currently, about 90% of the
corridor is paved but requires patching and resuoife of the top course, and paving of
the last stretch. This involves preventive worksigf natural disasters, such as
culverts, bank stabilization, protection works, dalge rehabilitation and construction.

The condition of the wearing course and banks betwearapoto and Yurimaguas makes

that stretch the most criticat.

%IDB, Guarantee Proposaip. cit.,paras. 1.7 and 1.9, pp. 2-3.

' |bid., para. 1.14, pg. 4.

L bid., paras. 2.6-2.8, pg. 6. More specifically, accordimthis document, “the project is divided into stretches,
each with a specific interventiofil) Paita—Piura: reconstruction or reinforcement of all drainage kgom the
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The Bank’s Guarantee Proposal also contains a igéeor of the “project risk
distribution,” prefaced by the statement that *“th@ncession contract contains innovative
financing elements, and the main risks are assubyethe parties, in accordance with their
capacity to mitigate them, bearing in mind thastisi both a long and a large project that runs
through complex areas such as the Peruvian cogsiahds, and jungle, which have difficult
climates, high rainfall risk, and geological andsegc problems® The document then
identifies specific construction, operation and mbemance, financing, early termination,
commercial, natural disasters and El Nifio-relawther environmental, and macroeconomic
risks, observing in the case of “environmental” @n®r example, that “the concessionaire is
bound under the contract to mitigate the environadesmd social risks directly associated with
both the project’s construction phase and its djmrand maintenance phasé.However, as
noted above, no specific reference to social amr@mmental commitments on the part of the
concessionaire -- or the Peruvian Government Hnduhe operation and maintenance phase of
the project is contained in the Bank's Guaranteat@ot, so it is unclear exactly to what
“contract” this statement refers.

The Guarantee Proposal likewise has a specifitoseon the project’s “environmental
impact,” according to which:

The project's social and environmental considenagioare framed by the
country’s environmental protection standards, whaate congruent with Bank
policy. A Strategic Environmental Assessment (3t8&)been conducted for the
corridor and its area of influence, and the diffierestretches have individual

environmental impact assessments (EIA). To do(#i3, the following actions

zone, construction of side ditches and embankmantsbank stabilizatior{2) Piura—Olmos: bridge rehabilitation
and improvement, construction of drainage and nretection works, and construction of two bridgé&3; Olmos—
Corral Quemado: the MTC recently completed the rehabilitation wofks this stretchi4) Corral Quemado—
Rioja: treatment of critical segments, rehabilitation aedonstruction of pavement, river protection wor&agd
bank stabilization;(5) Rioja—Tarapoto: rehabilitation of critical segments, treatment @k instability, river
scouring, erosion; reconstruction of engineeringrikep and (6) Tarapoto—Yurimaguas: improvement and
rehabilitation of the wearing course, improvemefthe drainage system, reconstruction of trenclaeslings, and
bridges.” (Emphasis in the original) Project impentation schedule and basic investment cost estimay
segment are presented in Table II-1, pg. 7.

% bid., para. 2.24, pg. 11.

% |bid, para. 2.32, pg. 13. The document also stit@s“In the case of the right of way that hasrba#fected, its
long-term rehabilitation is the responsibility dfet Government of Peru.” With respect to risks eisged with
natural disasters and El Nifio, in turn, the documaffirms that “to address the risks of naturalagiers,
earthquakes, floods, rain, fire, explosions, arfieotcatastrophes, the concessionaire must takaroinsurance
policy against all risks for the full replacememiue of the goods and works covered by the commessintract.”
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were taken: (i) review and reformulation of envineental impact assessments,
(i) review and formulation of a Strategic Enviroantal Assessment, (iii) review
of the design to be used as a reference for mimmiadverse impact on the
environment, (iv) greater weight given to sociotmrmmental considerations
when ranking bidders in the competition for the aassion, (v) inclusion in the
concession contract of requirements to prevent @itgjate socio-environmental
impact, and (vi) inclusion of conditions precedémtthe entry into force of the
guarantee regarding compliance with the Bank’s emunental and social
policies?*

The Proposal goes on to state that the projectexpscted to have a significant positive
impact (see below), while “potential adverse enwinental and social impacts of the operation
range from moderate to low because the programhiasovorks to rehabilitate and improve an
existing roadway and recover critical areas affétte El Nifio, and does not involve opening up
new roads, expanding existing roads, or buildingdsges.” Affirming that “the concession
contract includes the environmental managemensglarnthe construction and operation phases,
as well as fines and penalties for noncomplianeenduthe operation phase,” without, however,
indicating more specifically what these consistiinthen goes on to identify potential direct
impacts during both the constructidrand subsequent operatibrphases, as well as indirect
ones, reiterating with respect to the latter that:

...moderate to low impacts are expected, given ihast of the works to be undertaken

consist of building protection works and drainaggstems, improving the wearing

course, and rehabilitating bridges on an existingad. The following impacts were

identified in the SEA: (i) possible increase in thetivation of illegal crops; (ii) land use

* |bid., para. 4.14, pg. 26.

% During the construction stage, direct impacts weeqeected to include:(i) soil erosion and landsodegradation,
with possible sedimentation of nearby water bod{@s;soil and water pollution caused by waste affluents

produced in the work areas; (iii) risk of landskdand collapses in unstable areas due to earthmants; (iv)

landscape degradation and contamination of watdiebalue to inadequate waste and debris disposéalér and

stream bed intervention; (vi) accidental rupturgiples or public utility lines, and temporary intgstion of services
in urban areas; (vii) generation of noise, gas, dusk; (viii) traffic congestion and temporary bted access to
dwellings and businesses in populated areas; érpérous driving conditions while works are undaywand (x)

risks to workers of occupational diseases and aotsd The document also observed that, In soméclsé®

geotechnical instability is high, which can caussfic delays and interruptions; this will be maigd during the
works stage. Ibidpara. 4.16, pp. 26-27.

% gSpecifically, (i) risk of hazardous materials Eilii) increased road accidents; and (iii) inaeg noise

and emissions pollution. (Ibidhara. 4.17, pg. 27)
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changes from agricultural to commercial and resittn (i) possible illegal activity in
forest areas for farming activities; and (iv) pdssi impact on local cultural patterns and
possible migration of local inhabitants to citiésdirect impacts have been classified as
moderate to low because it was determined thatngligenous reservations or areas
vulnerable to deforestation exist within the ardanalirect influence with access by land
to the feeder road¥.

The Guarantee Proposal, however, does not indluawe the area of influence of the
project was determined or what it includes. In &ddj it immediately seems to contradict itself
with respect to presence of indigenous peopleshenrbad’s area of influence a mere two
paragraphs later by stating that “there are noggmibus communities in the project’s area of
direct influence, although some live in its areaindirect influence, nor are there other
potentially vulnerable communities such as Afroedeslant groups.” It likewise affirms that
indigenous communities were consulted during pegpar of the SEA, “which identified
impacts on indigenous communities including losswfural identity and inadequate land use
and land tenure, which will be moderate to lownpact.”®

The aforementioned positive project impact, imfus presented primarily in economic
and physical, including road safety, terms:

The principal project benefits are that Peru’s catifiveness will be increased, it will

integrate remote regions of the country, and itl wdntribute to road integration with

IIRSA countries. These benefits will result frora tmproved transportation conditions

for people, for national freight transport, and féoreign trade. The project seeks to

reduce transportation costs and travel time, andriprove road safety.

The improvement of transportation conditions in M@thern Amazon Hub will have a

positive impact on the value chain of Peru’s agitietal and industrial sectors, and will

have a multiplier effect on other competitivenessdrs, such as improved access of

" |bid., para 4.18, pg 28. It goes on to state that In #é&&calera highland protection forest, locatedénarea of
direct influence, no problems exist of illegal exdion of lumber or fauna, or of illegal settlensr@nd according to
the analysis these problems are not expected $e.aviost of the impacts identified are being adskdsby the
USAID Poverty Reduction and Alleviation Project, ioln is a comprehensive program being implementetheén
area to replace illegal crops and reduce poveltylevalso providing infrastructure in the region.

% |bid., para. 4.20, pg. 29. It also observes that the SHeéntifies a number of development programs thablire
the indigenous communities” and that “implementatid the plans will be on the agenda for the dia®on the
environmental assessment to be held by the Barken in 2005,”but does not further clarify exactfat this
means.
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nearby production and service centers to human aatiral resources. Road safety

conditions for users will be improved because thecessionaire is under the obligation

to maintain the road at established service levels...

...its impact on economic growth will contribute te tgoals of the poverty reduction

strategy. The project benefits urban populationd promotes industrial and agricultural

development in the project’'s area of influencewili also make it possible to bring
isolated areas in the area of influence of the Hagds and Amazon rivers into the rest of
the Peruvian economy, promoting sustainable indessuch as ecotourist.

However, the Guarantee Proposal does not addresgotiential adverse environmental
and social impacts associated with the projectira@ct role in improving access to natural
resources and promoting “industrial and agricultdevelopment in its area of influence” or as a
result of bringing “isolated areas in the areanfilience of the Huallaga and Amazon rivers into
the rest of the Peruvian economy,” other than totioe “sustainable industries such as
ecotourism.” Thus, there is a significant mismatctidisconnect” in the document between the
expected indirect economic benefits of the proged its potential indirect environmental and
social costs in its larger area of influence, whiab stated above, is never clearly identified but
presumably includes the “isolated areas in the afemfluence of the Hullaga and Amazon
rivers” to which it explicitly refers, along withtleer areas along the road corridor as a whole.

The Guarantee Proposal does, however, refer toetivronmental and social due
diligence measures associated with the projectchyraccording to this document, entail the
following:

An environmental and social management plan waseajto for addressing the impacts

[identified by the EIAs and SEA], which includesi@ts toensure timely and effective

implementation of measures to prevent, mitigate, @mpensate for these impacts as a

contractual obligation of the concessionaire, whaisincover the cost of same. In

addition, measures to prevent and mitigate theqppial indirect impacts identified were
accorded priority. The EIA environmental management plans contairgnams for

preventing and mitigating impact, as follows: (ive@onmental control and/or mitigation,
including measures to prevent, control, correcidvor mitigate potential adverse

impacts during the construction and operation paég environmental monitoring,

% Ibid., paras. 4.27-4.29, pp. 30-31.
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which consists of periodic assessments of thecatitvariables and verification of
fulfillment of mitigation measures; (iii) environmt&l training and education on good
environmental practices for employees of the woaksl the community; and (iv)
contingencies for emergency prevention and respoftse environmental management
program for all stages of the project includes stneent and management measures in
the concession contract....
To mitigate indirect environmental impacts, a sbara environmental management plan
was designed with the following priority, higherpact programs: (i) communication and
dissemination; (ii) institution-strengthening; Xiienvironmental monitoring; and (iv)
strengthening the control system for the trafficdumber, illegal crops, and hazardous
materials. The measures the concessionaire mustttaknitigate these effects include
building police posts and providing public serviggsl communications facilities in the
corridor. This will considerably improve the contad traffic in lumber, protected flora
and fauna, hazardous materials, and illegal cr@efore the guarantee can become
effective, the MTC must sign an agreement with INREt0 ensure adequate control of
the toll booths. The overall management of defatest prevention programs, protected
area programs, and land use programs will be askedlethrough the environmental
assessment of Peru, to be performed by the Ba@05*°
It is unclear what “the environmental assessmefmeanti, to be performed by the Bank in
2005” refers to in relation to the “overall manageh of deforestation prevention programs,
protected area programs, and land use programsivér@ reportedly to be addressed by it. It is
also curious that, for an operation that was preseto the IDB Board in February 2006, the
Guarantee Proposal refers in future terms to amtete be performed by the Bank in 2005”
without stating whether this event had, in factgweed, and, if so, what its results were. It is
clear, however, that in the absence of well-desigaal well-implemented such programs in the
road’s zone of influence, the potential indirecviemnmental and social impacts of the IIRSA
Norte project cannot be effectively addressed,aanthinly not by the road concessionaire alone.
And, based on what is stated in the Guarantee Babpeven if the project’'s own reported

environmental and social management plans areimplemented and carefully monitored and

190 |bid., paras. 4.21-4.22, pp. 28-29. And it also affirmat ththe Bank is strengthening participating agemdi®
supplement the institution strengthening and emwirental monitoring programs.” (para. 4.23, pg. 28y
emphasis.
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properly supervised by CAF and the Bank, they db ajpear to do this. In other words,
improved communication and dissemination, institHstrengthening, environmental
monitoring, and enhanced control systems for ta#idrin lumber, illegal crops and hazardous
materials, important and necessary as they arefaarscom sufficient to avoid, minimize or
control the substantial potential induced develapmeffects and their potential adverse
environmental and social consequences likely toagsociated with the IIRSA Norte road
improvements in its area of influence, however mdi and these impacts seem to have been

generally overlooked by the Bank in setting up@uarantee.

X. The Strategic Environmental Assessment (SEA)

From what is stated in the Bank’'s Guarantee Prdpdsappears that how -- and how
well -- the indirect environmental and social imzatkely to be associated with the IIRSA
Norte road improvement investments will be addreéssédl nevertheless depend on effective
implementation of the measures recommended in B#efBr this project — which, however, are
not themselves spelled out in the Guarantee Prbpaaad, for which, it would appear the MTC
would be at least partly responsible. It is, tharsrth briefly examining the conclusions and
recommendations of this SEA, which is also spedlificrmentioned in the Bank’s Guarantee
Contract with the Peruvian Government, startinghwiow it determined the project’s area of
influence’® It is not clear; however, if the Bank Guaranteeufnents consider the project’s
direct and indirect areas of influence to be defimethe same way.

The SEA defined the area of influence of IIRSA téaas follows. First, it identified the
“regions located in the Northern Amazonas Road i@ory including their provinces and
districts,” considering the trunk road itself as“artegration corridor.” Population density maps
were also elaborated. Then, over this politicaision, it traced the “road network consisting
both of the project’s trunk road and its feederdso#hat link districts, towns and villages.” The
traffic flows among each of these agglomerationd #re main road were also measured to
determine distinct “transit zones.” In combinatitimgse “transit zones” along the entire length of

the “integration corridor” are considered to forhe tproject’s direct area of influence and the

191 See José Enrique Millones O., Coordinator, etEaaluacion Ambiental Estrategica (EAE) de la Op@adalel
Corredor Vial Amazonas Norte en el Perl — InformeaF Despite its name the version of the SEA, whicls wa
carried out by a group of specialized consultaatsdy Mr. Millones, an engineer, contained in trenBs project
files does not appear to definitive one, howevirgesthere are numerous editorial changes in tcaekges in the
introductory section and elsewhere (Chapter 6efample).
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“more distant zones where trips to the integratorridor originate or terminate” are considered
to be its indirect area of influence. Local watexdh (‘tuenca¥) potentially affected by the
project are also considered to be part of its afaafluence. Elsewhere, the SEA also observes
that the direct area of influence of the projeatludes a “10 to 40 kilometer zonefréinja”)
along the trunk highway, approximatefy? Field work for the SEA then involved specific fiel
studies in the previously defined direct and indirereas of influence of the road three major
ecological regions cut by the road and divided itm@e major sub- or eco-regions: the coast,
highlands (Sierra’), and Amazon (8elva).'?® Altogether, the SEA estimated that the direct area
of influence of IIRSA Norte involved some 1,961,2f8ctares and the indirect area another
7,435,647 hectares, or, jointly, a total area 9968 square kilometer&?

This procedure to empirically determine the prdgeertualdirect and indirect areas of
influence, which can, of course, change over timesuperior — at least in an area which has
already witnessed considerable settlement and ptiwduoccupation -- to that followed by the
Bank in the case of the Interoceanica, where amaiély arbitrary distance of 50 kilometers on
either side of the main road (see above) was takelefine itsindirect area of influence. It is
also noteworthy that, at least for purposes of3&d&, the direct area of influence of the road not
only includes the specific right of way of the tkuhighway itself, but also that of the many
feeder roads that lead into it. The de facto ingpldefinition of the project’s direct area of
influence in the Bank’s Guarantee documents -; ihe area over which the concessionaire has
legal responsibility for meeting certain (undefipnesbcial and environmental commitments at
least during the construction ph&#8e- is not as broad, as it presumably does not ialslade
the aforementioned feeder roads, so there appednes & significant difference with the SEA in
this regard.

For each of the three major eco-regions (i.e., tcdaghlands, and jungle) that the
project's area of influence traverses, the SEA tpeoceeded to systematically assess the
following biophysical aspects: climate and meteogyl including the effect of El Nifio in the
area; hydrology, including critical watersheds;unak resource conservation problems; geology
and geomorphology; soils; land use capacity; adarad use; ecology and natural habitats (or

192 bid., pg. 13

193 bid., Figure 1 on pg. 14 provides an idea ofaheas involved.

1% bid., pg. 56.

195 There is no definition of either the project'sadit or indirect area of influence in either the BarGuarantee
Proposal or its Guarantee Contract with the Peru@avernment, however. My emphasis.
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what it refers to aszobnas de vid; flora; and faund® This is followed by an assessment of
“environmental sensitivity and risks,” which congks that just over one-third of the area of
influence is of “very high” sensitivity and anoth&d percent of “high” sensitivity, together
constituting nearly half of the total arf4.The SEA then presents the results of a " socio-
economic diagnosis” of the entire area of influenogering the six regions, 18 provinces, and
multiple districts that together compose the prigearea of influencé®® This analysis included
the following topics: geographic location and ocatign/settlement patterns; demographic
aspects, including population dynamics, populatienters, migration, population projections,
and indigenous communities (by location, ethnicugrospecific cultural characteristics, and
socio-economic and cultural implications of thedais)**® social aspects, including health,
education, and social infrastructure; economic espécluding human resources, gross internal
product and economic sectors, economic activities, @griculture, ranching, mining, fisheries,
forestry, industry, export activities, and tourisimansport infrastructure and services (including
land, port, and air); and the poverty situattthit then synthesizes the principal results of these
two major assessmehtsand examines in considerable detail existing irgtBonal agreements,
including with respect to IIRSA, Peruvian Governmegrolicies, and national, sectoral,
interregional, and regional plans and programsetévance to “operation” of the Amazonas
Norte road corridot*?

The SEA next proceeds with an analysis of scenddpshe short (2004-08), medium
(2009-13), and long (2014-23) terms and, in domgcensiders the situation without the project
and two with project situations, which are labefbdsiness as usual” (oténdencidl) and
“optimistic,” respectively. It then identifies sp&c interventions, analyzes them and their
associated environmental impacts, recommends “pteve or “potentializing” measures to be
adopted (fmedidas de prevencion y/o potenciacién a adoptaed the agencies responsible
for implementing, enforcing or complying with thefor each scenario and time period, and,

finally, summarizes the resuft§ In a separate chapter, it assesses the projeitgny and

196 SEA, op. cit.,pp. 56-99.

197 bid., Table 5.23, pg. 100.

198 |hid., Table 5.24, pg. 104.

199 This extensive discussion is contained in pp. 138-of the SEA.
110 bid., pp. 103-201.

1 bid., pp. 202-209.

12 pid., Chapter 6, pp. 210-248.

13 |bid., Chapter 7, pp. 249-301.
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secondary negative and beneficial socio-environalemtpacts. “Primary” negative impacts are
defined as those due “directly to the operatiothefroad corridor and vice versa that can put its
operationality (bperatividad) at risk.” Secondary such environmental impacts those “that
will result indirectly from the operation of thead corridor and vice versa, which do not result
in the interruption of its operationality® Again, for each such impact identified, the SEA
provides “suggestions” for measures to addressdéntifies relevant plans, policies and
programs, as well as the institutions involved. riBicial” impacts, in turn, are identified in
terms of the specific “induced situation,” inclugjnfor example, “making the economy more
dynamic {dinamizaciér).**°

The potential generic adverse socio-environmemglacts of the operation of the IIRSA
Norte corridor identified by the SEA -- only somé which are briefly mentioned and none
described in any detail in the Bank’s Guarante@®&sal (see above) -- include the following:

¢ Increase in illegal timber extraction, contraband drug trafficking activities and
change in the hydrological cycle.

e Uncontrolled and/or chaotic growth of the populateenters, affecting the urban-
rural infrastructure and land tenure.

e Generation of fragile and vulnerable zones subjectandslips and landslides
(“deslizamiento y derrumbes”).

e Occurrence of the EI Nifio phenomenon, which coulfieca the road
infrastructure, causing the interruption of veharutaffic.

e Increased “transculturation” of indigenous peopledserving further -- in
contradiction to what is stated in the Bank’s Guatga Proposal and perhaps also
its Indigenous Peoples safeguard policy -- thats timcludes indigenous
communities located in the project’s direct arean@ifience’*®

e Alteration of air quality and, consequently, ingeain the health problems

originating in environmental contamination.

14 bid., pg. 303.

115 bid., pp. 302-324.

116 More specifically, the SEA affirms (pg. 321): "Thligenous communities that are located in theadiarea of
influence of the Amazonas North road corridor (C\JABuch as the Aguarunas and Kechwa Lamistas (bddan
Martin), could suffer an intensification of the dtrsculturation’ process, due to likely expansidneconomic
activity that will likely bring greater contact tveeen these indigenous groups and the merchanishveould
degenerate into opposition on the part of these nwamities to the operation of the CVAN, affectingeth
sustainability of the road corridor.” My translatio
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e Loss of tourism attractions, affecting landscapalityy and loss of biodiversity.

e Contamination of rivers and/or water courses anid ss the result of inadequate
management of solid and liquid wastes caused byéfieit in sanitation services
and their functioning.

e Interruption of the operation of the road corridaused by interventions by the
affected population and/or native communiti¥'s.

This is a much broader set of potential indiregatve environmental and social impacts
of the IIRSA Norte project than are mentioned i@ Bank's Guarantee Proposal or referred to in
the respective Guarantee Contract, including ptessibpacts on indigenous peoples in the
road’s direct area of influence. The SEA also idexst a set of likely positive impacts, some of
which, such an increase in land values and impreverof the secondary road system, could
also have indirect negative environmental and/craé@onsequences:

¢ Increase in commercial activity, developing theaxjand import of products.

Development of ecological and other forms of tauris

Increase in the commercial value of land alongrttael corridor.

Generation of new jobs, improving the quality & lof those involved.

Promotion of the construction and/or improvement tbé secondary road
network.
 Adequate exploration of natural resource and coofrtheir use-'®
The SEA concludes with a set of policies for a gamvironmental management plan (S-EMP),
including for indigenous communities in the projedrea of influence, followed by a proposal
for this plan itself. Among the ecological/enviroantal policies it identifies, for example, are:
() ecological organization (“ordenamiento ecol@j)cdn the Paita coastal zone; (ii) recuperation
and preservation of natural areas in the direch afeinfluence of the project; (iii) sustainable
development of the Amazonian region in the direetaaof influence of the road; and (iv)
management of the natural resources in the Amazdaratory in the direct area of influence of
the road corridor. It also proposes territorigangport, normative-institutional and socio-cultural
policies. The normative-institutional policies, fmstance, cover: (i) legal strengthening in the

area of influence; (ii) control of territorial oqeation in urban areas; (iii) control of territorial

17 bid., pp. 319-322.
18 bid., pp. 322-324.
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occupation in rural areas; (iv) efficacy of the reommental “normativity” and
“institutionality;”(v) environmental institutionainanagement at the national, regional and local
levels; and (vi) environmental management instrusienl In short, the SEA recommends a
broad set of land use, environmental managemedtsacio-cultural policies as the basis for its
proposed environmental and social management marthe IIRSA Norte corridor, the vast
majority of which are overlooked — or, at best, erespecifically mentioned — in the Bank’s
Guarantee Proposal and Guarantee Contract witRehevian Government.

The S-EMP proposed by the SEA, finally, has théofaing general objective: “ensure
that the operation of the Amazonas Norte Road Gorr(CVAN) effectively contributes to
human development through the reduction of povartg sustainable regional development
(economic growth, social equity, environmental @waation, and promotion of the sustainable
use of natural resources), resulting in the impnomet of the quality of life (livel de vid&) of
the population located in the direct and indiresaaof influence of the CVAN*° The Plan
consists of two types of interventions: Specifid a@Regional Development Programs. The
former “detail measures in specific thematic anedbkin the road’s direct area of influence to be
implemented during the first five years of the aession (short-term measures) and for which
there is an estimate of costs and specific finapciimked directly to the programmed
investment **

Despite this statement, it is not possible to deiee whether the Specific Programs and
their associated costs were, in fact, incorporaténl the project and its financing by CAF and
the Peruvian Government. And if they were incorgedait is impossible to know how — and
how well — they are being implemented in practathough it would be important that the Bank,
as Guarantor, and CAF, as the project's externaanttier, systematically do so. This
notwithstanding, the Specific Programs, as propobade four general components: (i) social
and institutional insertion; (ii) territorial plamyg, with subcomponents for management of
critical areas and local territorial organizatidordenamiento territoridl); (iii) monitoring and
control, with subcomponents for environmental manitg, control of illegal activities, and
contingency management; and (iv) follow-updguimient?.

119bid., pp. 325-330.

1201hid., pg. 333.

121 1pid., pg. 338. The SEA also notes that “it is oant to highlight that the scope of these prograsrregional,
even when their theme is specific and are circuilmsdrto the Direct Area of Influence.”
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The proposed Regional Development Programs, im, forovide general guidelines for
regional development to be implemented in the edior “regional” area of influence of the
project over the longer run and whose costs andn@img are not directly linked to the
investment, “such that the identification of adali@l sources which could correspond to existing
plans and programs need to be identifi€d. Together, these programs incorporate “the distinct
environmental measures that seek to mitigate thgatne impacts or to ‘potentialize’
(‘potenciaf) the positive impacts identified in the SEA.” MirRegional Development Programs
have been elaborated and are reportedly furtheries in an annex to the SE& specifically:

(i) sustainable development management mechanisnitd Amazonian territory; (ii) “integral”
rural development; (iii) sustainable exploitaticlagrovechamiento”) of dry forest (“bosque
seco”); (iv) regional tourism development; (v) iraped competitiveness of medium and small
enterprises; (vi) formulation and implementationusban development master planpléhes
directore$); (vii) consolidation of the accessibility of th€VAN; (viii) recuperation and
conservation of the road system; and (ix) improvaniethe design of feeder roads to CVAN. A
multi-agency Regional Development Council -- cangéd by representatives of MTC,
INRENA, and local communities, among others -- isposed to oversee implementation of
these Regional Development Prograffs.

In summary, the comprehensive S-EMP proposed byst#& clearly seems to go well
beyond the scope of the environmental and sociainfaitments” referred to in the Bank’s
Guarantee Proposal and Guarantee Contract folR8AINorte project. As noted above, while
the SEA is, indeed, mentioned in these Bank doctsnehe only “special condition” — or
condition of any sort -- associated with it is tfiatnust be demonstrated that the MTC has made
progress in implementing the programs accordedriprian the strategic environmental
assessment, including the drafting of an agreemstit INRENA.” The Bank’s documents
neither define which of the programs in the SEAjolhare never specifically identified, were
“accorded priority” -- although these could perhdgs inferred to be the Special Programs
briefly described above -- nor what “progress irplementing” them means in practice. In
addition, they do not indicate who or what entitgsasupposed to make this determination nor

1221hid., pg. 338.

123 This annex, however, is not contained in the dairelectronically available in the Bank’s files.

124 Al of this, including a more specific descripti@f each of the Specific Programs identified, il laut in
Chapter 10 of the SEA, pp. 331-414.
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do they make any reference to social and/or enmeral programs in which MTC is not
directly involved. And nowhere in the Bank docungeate its own monitoring and supervision
responsibilities in this regard — or in relationthe project more generally — explicitly spelled

out.

XI. Lessons from the Interoceanica/lIRSA Sur and IIRSANorte
Experiences in Peru

Bank road-related and associated environmentatacidl management interventions (or
potential interventions in the case of IIRSA Norie)both the Interoceanic/lIRSA Sur and the
IIRSA Norte highway corridors raise a number ofenesting questions, which have been
touched on in the preceding sections and won'tdpeated, as such, in this concluding part of
the paper. They also generate a number of signifiezsons that should be seriously considered
— and ideally adopted — by the Bank both in its aing major road improvement-related
operations and in its future projects, especiaillyaieas of significant ecological and/or socio-
cultural diversity and/or sensitivity. Each onelvié briefly described below.

1. Thefirst key lessonfrom the two IDB road-related project experiencefers to
the definition of their respective areas of influenThe Interoceanica and IIRSA
Norte projects illustrate two different possiblepegaches to this: (i) arbitrarily
defining a fixed corridor of a certain width alomgther side of the road (50
kilometers in the Interoceanica case); or (ii) emoplly determining an area of
influence on the basis of the existing feeder roaus settlements in the region
through which the trunk road passes, as was danpuiposes of the Strategic
Environmental Assessment (SEA) for IIRSA Norte. Tatter approach makes
particular sense in areas where the trunk roadready in place — or largely in
place — and is being paved and/or otherwise updradle long as the area of
influence so defined is sufficiently flexible thiatcan be extended as new feeder
roads — and/or extensions of existing such roadsd-settlement are established
(generally at a greater distance from the trunkdyoaver time. The former
approach, however, may be more sensible in frordreas where the new or
improved trunk roads are likely to induce consiberaamounts of new
development as a result. In either case, it isresddooth to define these direct

and indirect areas of influence — and to clearlstidguish between them for
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purposes of needed and/or required environmenthkacial management plans -
- from the outset and to ensure that this is cjeasident in Bank project
documents, including legal agreements.

It is also noteworthy that, in the two cases rew@dvabove, there seem to have
been two different definitions of the road’s diracea of influence. Bank project
documents, presumably including contractor or cesiomaire contracts
themselves, generally seem to suggest that thetdirea of influence of a major
road such as the Interoceanica or IIRSA Norte seéssentially to its immediate
right of way and adjacent areas used as borrow, pitsnping sites, and
construction worker camps. The SEA for IIRSA Nortewever, defines the
road’s direct area of influence by also taking iatrount existing feeder roads
and settlements together with the right of way loé trunk road alone, then
identifying more peripheral areas, including wateds, likely to be affected over
time by the road improvement as its indirect areamfluence. However, while
this is never made clear in the Bank’s Guarantepd¥al and Contract for IRSA
Norte and even though both of these documents attplrefer to the SEA, it
appears likely that the Bank assumed that the tdae@ of influence of this road
was that immediately affected by the constructiarks only — i.e., those areas
over which the concessionaire has direct controhnd not the broader area
considered by the SEA.

. More generally, and this is theecond major lessonin considering and
assessing indirect project environmental and sociaimpacts, especially in
ecologically and socio-culturally diverse and sertsre areas such as those
crossed by the Interoceanica and IIRSA Norte, thereeeds to be a one-to-one
geographical or spatial correspondence between thprojects’ anticipated
physical and economic benefits and its potential eronmental and social
costs, both direct and indirect. The SEA for IIRSA Norte attempts to do this,
but it does not appear from the text of the Bartkisarantee documents that this
was also the way the IDB approached this issugh&aontrary, while the Bank
does point to the expected -- and, indeed, desingdsitive regional development

outcomes expected to be generated as a resulgaddipg the trunk IIRSA Norte
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3.

road, mainly in economic terms, it fails to adegbatidentify the potential
corresponding adverse environmental and social étspassociated with these
potential benefits. These documents also gloss betr many of the potential
negative environmental and social impacts of th@gegt explicitly identified in
the SEA and many of the recommendations to addies®, including with
respect to indigenous peoples. This is a seriong@ming and may even be a
direct violation of Bank safeguard policies, paraly with regard to the
protection of indigenous peoples.

A third lesson is related to the second, and refers specifidallthe decision to
undertake a SEA, as well as a more traditional Ebh,IIRSA Norte. It is not
clear what role, if any, the Bank played in thigid®n, but it was the correct one.
It is also not clear whether a similar exercise wasied out for the Interoceanica,
but, if not, it certainly should have been. In bo#ises, the Andean Development
Corporation (CAF) is directly involved in financirtige major road improvements
in the more sensitive Amazonian portions of thedreaand of the road as a whole
in the case of IIRSA Norte -- and, thus, may haauired the SEA in the case of
the latter. However, the more important considerais thatsince an SEA was,
in fact, performed, the financing agencies, includig the IDB as Guarantor
for IIRSA Norte, should clearly and completely spdl out its results and
recommendations -- ideally summarizing them in themain text and
providing greater detail in a specific annex to theproject document. The
financing agencies should also support the consiste and effective
implementation of the latter during both the constuction and operation
phases of the project, including through specific antractual conditions in
this regard, neither of which was the case with the Bank'sdirag of IIRSA
Norte.

The Bank, of course, is entitled to disagree witlecific SEA — and/or EIA --
findings and recommendations based on the restltdsoown independent
environmental and social analysis or review. Howeifat does sothis should
be made explicit in project documents as should the reasons for such

disagreement. The Bank should not simply overlaoisstate or distort these
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findings and recommendations, especially whenld$out the SEA (and/or EIA)
as part — indeed, the analytical basis -- of its1@mvironmental and social due
diligence process, as appears to have been the witisethe IIRSA Norte
Guarantee.

. A fourth essential lessonwhich is also embodied in the aforementioned SEA,
that Bank-supported projects that involve major improvenents (i.e.,
construction and/or paving) to extensive trunk road such as the
Interoceanica Sur and IIRSA Norte highways, whetherthey are part of an
international highway link or not, are likely to result in significant induced
development impacts, both positive and negativahis is especially likely to be
the case in natural resource rich “frontier” regpowhich, at least in the South
American context, are also likely to house vulnerabdigenous and other (e.g.,
extractivist and/or subsistence farmer) populatiofisus, even if the primary
stated objective of such projects is to strengtimterregional or international
(physical and economic) integration and competitess, it is also likely to have
substantial local development impacts. In shorthday significantly reducing
transport costs to and from and increasing accesgrenewable and non-
renewable) natural resources in such areas, indepdg of whether this is a
declared project objective or not, it is likely gpur new rural and urban
settlement, land occupation, forest conversion, atiger forms of social and
environmental change, which need to be carefubgssed and managed.

Doing so, as the SEA for IIRSA Norte clearly indictes, will require a broad
range of social, environmental, and other measurdgg.g., territorial and land
use planning, institutional capacity building, etc,) in the project’s direct and
indirect area of influence over the short, mediumand longer term in the
form of a multi-sectoral and multi-institutional regional sustainable
development program. This is thefifth key lesson of the project experience
reviewed above and is entirely consistent withapproach, in fact, taken by the

Bank in its two earlier major road-related projactshe Amazonian state of Acre
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in Brazil** However, there does not appear to have been nmetnal learning
across these two similar sets of road-related ¢ipesain these two neighboring
countries, at least there is no mention of its joev Acre experience in the
Bank’s project documents for the IIRSA Sur and IRSorte corridors.

6. In this regard, moreover, and asiath lesson, once it has established “good
practice” as in the Brazil/Acre case, the Bank shdd take a similar approach
to similar situations in different countries, espemally, as in the present case,
when they are located on either side of the sameta@mnational border. Should
specific local circumstances require and/or just#iging a different approach or
making certain adjustments to the one that hadiquely proven to be effective,
this is fine as long as the reasons for doing soeaxplicitly indicated. In any
event, it would be usefub indicate in project documents which alternatives
were considered and why the one eventually selectedhs chosen over the
others.

7. As a corollary to the above andaventh lessonin addition to the need to ensure
consistency in its approaches to similar develognarallenges in different
countries over time, this also indicatd®e need for the Bank to carefully
monitor, evaluate, and draw the relevant lessons &m its past and ongoing
project experience, especially in similar situatios, and then to apply them
systematically in the preparation, implementation,and supervision of its
future operations. As with the previous lesson, this is a generie,and thus
applies to project development more generally astdust to their environmental
and social due diligence aspects.

8. An eighth lessonis the need to take cumulative indirect environmentaland
social impacts into account in projects involving rany small road segments,
as in the Decentralized Rural Transport Programl(PRB11), jointly financed by
the IDB and the World Bank. This project, dependinghe actual location of the
rural roads whose improvement is financed, may afspact the areas of

influence of the Interoceanica Sur and IIRSA Ndrighways. Independently of

125 5ee John Redwood IIManaging the Environmental and Social Impactsop. cit. Specific lessons presented in
this document, however, are not repeated here.
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this, however, to the extent that numerous sucdsr@ae upgraded in the same
specific regions, it could well have significantnoulative indirect effects that
need also need to be carefully identified, asseaseldaddressed even if, as the
project report affirms, the impacts of each indiat segment is, indeed, quite
localized and minimal. At present, this project slo®t seem to consider such
potential impacts or include measures to monitormanage them.

As noted above, as in the aforementioned rural gopubject, road-related
investments in both the Interoceanica Sur and |IR&#te corridors also involve
another financial intermediary, in this case thel@an Development Corporation,
which is also the Bank’s partner in the much broadlRSA program more
generally. Specifically, CAF is financing the adtuead improvements in both
the Amazonian portion of the Interoceanica highveayd appears to be co-
financing with the Bank — although the Bank’s retpe Donors Memorandum
does not specifically mention this -- some of thevéities being implemented by
Odebrecht Association and its partners under thes@wancy and Sustainable
Development Project that is partially and jointlg-itnanced by MIF and an
Italian Trust Fund under Bank management (i.e. MREQ56/RE-T-1157). CAF
is likewise financing the upgrading of IIRSA Norfer which the Bank has
provided a parallel Guarantee (and eventual lomeeded) to the Peruvian
Government. However, in none of these three casdsel de facto division of
labor, including the respective monitoring and suiseon responsibilities -- both
with respect to environmental and social safegueothpliance and more
generally -- between the Bank and the other finrap@ntities involved clear in
the respective IDB project and/or Guarantee docisnen

More broadly, the need to take cumulative impaats account also applies when
other major infrastructure and/or productive investts are taking place in or
planned for the project’s direct and indirect areasfluence.

. The associated — aminth — lesson is that in cases where road-relate@nd
other, particularly large infrastructure) projects are being supported by
more than one donor, especially in ecologically andocio-culturally diverse

and sensitive regions, Bank project -- including Garantee -- documents
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should explicitly spell out the respective roles ahresponsibilities, including
with respect to monitoring and supervision, to be ssumed by each of the
financing parties involved, whether jointly or individually. This is particularly
important with regard to project social and envinemtal due diligence and
management aspects. In the absence of such aacldaxplicit definition, there
is a considerable possibility both that importagpexts of project development
and associated (direct and indirect) environmeamadlor social impacts may “fall
through the cracks” and/or that the Bank may beos&@ to considerable -- and
potentially costly -- reputational risk.

10. Fully consistent with lesson five above, tieath lesson is that, in cases where
major improvements to a major road corridor — again independently of
whether it is a national, as in the case of IIRSA brte, or international
corridor as in that of the Interoceanica Sur — thes road investments should
be viewed and addressed, both for strategic planngn and subsequent
implementation, (including social and environmentalimpact identification
and mitigation) purposes, more broadly as part of mlti-sectoral “economic”
or “development” corridor programs. As noted above, this is both essentially
how the Bank proceeded in Acre, Brazil and howAkmn Development Bank is
working in the Greater Mekong Subregion in Southéasa?® Furthermore, in
such casegjndertaking a Strategic Environmental Assessment A) in the
project's direct and indirect area of influence is not only highly
recommended but, as in the potential case of IIRSAorte, can provide a
sound analytical basis for developing just such aocridor-wide development
program, which makes it even more essential. It thus bed®external financial
institutions, such as the IDB, together with thewuntry clients and other

development partners, to proactively and effecyiuede such valuable strategic

126 For more information in this regard, see John RemtlySpatial Approaches to Sustainable Development: The
Asian Development Bank’s Role and Experience infateater Mekong Subregion, Its Relevance for the, |l&nd
Possible Application to the Amazon Basionsultant’s report to the IDB, Washington, D.@lly 2011, and Asian
Development BankSharing Growth and Prosperity: Strategy and Actilan for the Greater Mekong Subregion
Southern Economic Corridor; Toward Sustainable &@alanced Development: Strategy and Action Plantiier
Greater Mekong Subregion North-South Economic @oriiandStrategy and Action Plan for the Greater Mekong
Subregion East-West Economic Corridédl three of these publications are dated August®@nd available on
line at the ADB’s Greater Mekong Subregion (GMS)site.
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assessment and planning tools to help design tipnaeireel multi-faceted short,
medium and long-term development programs for tiapertant corridors.

11.An eleventh lessons thatproject legal documents, especially when these refe
to environmentally and socially safeguard-related gbursement and other
conditions, should be specific as to what specifmonditions need to be met,
what agency is responsible for meeting them, and o this will be
determined. The IIRSA Norte Guarantee Agreement clearly falslo this when
it states, as a condition, that “it must be demmastl that the MTC has made
progress in implementing the programs accordedripyrian the strategic
environmental assessment, including the drafting anf agreement with
INRENA.” As noted above, there is no indication taswhich programs were
“accorded priority” in the SEA, or by whom, or whdgmonstrating that the MTC
“has made progress” in implementing such prograreans, or who would attest
to this fact and how. In addition, it overlooks tiaet that many of the programs
identified in the SEA would not be implemented by ®or by MTC alone. What
about the other priority programs? To be truly miegful and effective, legal
conditions need to be much more specific.

12.Finally, Bank Project Completion Reports (PCRs) shold be required to
indicate how — and how well -- project environmenthand social safeguard
and management issues and aspects were handled chgiimplementation
and explicitly assess the quality of Bank performace during supervision in
this regard. The PCR briefly reviewed above for the completedad®o
Rehabilitation and Improvement Project 1ll (PE-L9GY) provides absolutely no
information in this regard. If the Bank is to ledram its own project experience
with respect to the application of its safeguartiqes and with regard to how it
is managing social and environmental concerns eénctintext of the investment,
including Guarantee projects it is supporting mgemerally, whether for road
transport or in other infrastructure and productsextors, requiring that such

information be systematically reported is an imaotipre-condition.
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Annex 1. The Decentralized Rural Transportation Poject -- PE-L-1011

The Decentralized Rural Transportation Project (PRWas approved in November
2006, signed in April 2007, and is still under ieplentation. It was jointly prepared with and
financed by the World Bank, as part of an ongoioljaboration between the two institutions in
the rural roads sector in Peru. The project inladJS$ 50 million IDB loan, of which more
than three-quarters has been disbursed to daterdamg to the Bank’s external website. As
noted in the main text, its declared objectivetts thake public, economic, and social services
physically more accessible to the rural populatignimproving local road system$” and it
may include improvement of rural roads that leagatly or indirectly into the Interoceanica,
IIRSA Norte and other major trunk roads. To accashpits objective, the program will work
primarily “to improve the decentralized public sipand maintenance of rural transportation
infrastructure and to promote the development adnemically productive transportation
infrastructure-related initiatives®® The executing agency is MTC. The IDB's loan prapos
document indicates that Peru’s:

rural transportation infrastructure comprises thealr road network, the river
system and its piers and jetties, small airfietag] dirt trails. Its main component,
the [tertiary and local] road system, covers altofa46,900 kni*® and offers
accessibility to 30% of the population and 90% leé tountry’s urban centers.
Over 70% of this system is in poor condition. Theence of serviceable roads is
the result of a lack of maintenance and difficdpdgraphical and climate
conditions making their use impossible or very lgosiThis has hindered
development and contributed to the isolation of rppgal communities. The
exception is more than 15,000 km of roads that heen restored and maintained
since 1995, with Bank suppdrf

127 |nter-American Development BanReru: Decentralized Rural Transportation ProgramT{®D) (PE-L1011)
Washington D.C., November 2006. Project Summarye World Bank also provided a loan for US$ 50 millio
toward the project’s estimated total cost of US8 firllion.

28 hid., Project Summary.

129 According to this source, however, “in the roadnsl that have been developed, the network of lozals has
been found to be more than twice the officiallyageized amount,” or over 100,000 kilometers (Ibfdgtnote 1,
pg. 2).

%0 |bid., para 1.6, pg. 2. In addition, at that tithere were some 17,000 kilometers of national rqaes the next
section) -- of which 49.5% were paved and, of escentage 36% were in good condition, while 37\béte
unpaved, of which only 13.2% were in good conditioand 14,300 km of secondary or departmental roads
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This, in fact, is the third joint IDB-World Bankperation in support of decentralized

local road management through rural transportdtirastructure renovation in Pettl Upon its

completion, the second project was expected to hmaswred more than 12,350 km of rural

roads, 2,700 km of secondary roads, and 6,300 kndirbftrails while providing periodic

maintenance to 7,033 km and 2,400 km of local &edrsdary roads, in addition to incorporating

all of these roads and trails into a permanentimeutmaintenance prograhf. The project

description in the loan proposal document proviagéditional information about this initiative,

including what are referred to as its “socio-enmimental development” activities:

The PTRD is a multiyear program. The process ohtifigng and selecting the high
number of simple low-cost works is performed byalomommunities and local authorities
using Participatory Provincial Road Plans (PVPH)icl facilitates program execution,
since it promotes a sense of ownership among twaties and the community....

The PTRD will consolidate the process started i@518nd intensified beginning in 2001,
and will expand it nationwide....

The proposed programestores and maintains economic infrastructuBy providing
increased physical access to the communities,llithelp to step up the social services
available and to make them more efficient. Thugunmal and relatively isolated areas, it
facilitates market integration....

The PTRD attaches great importance to local capdeivelopment. Specifically, it will
support: (i)institutional developmenboosting the capacity of the responsible agencies
incorporating proven road management practicesigfirmutsourcing and the application
of transparent procedures, encouraging the paaticip of the community and the local
authorities in identifying priorities, planning, dmonitoring the activities performed,
aligning investments with local needs identifiedragional development plans and the
PVPPs; (ii) technical and socio-environmental developmetreating and restoring
unpaved roads with low-cost technical standardgchyhwhile ensuring their stability
and durability, are compatible with the level amhposition of demand, thus reducing
investment costs, incorporating road conservatiactjres that guarantee the full design

131 More specifically, the first stage of the Rurala®s Program (PCR) received US$ 90 million loanmfmth the
IDB (PE-L-0136) and the World Bank toward a totaktof US$ 270 million and was completed in Decembe
2000. Phase two (PE-L-140 also for US$ 50 milliomgs still under implementation at the time thisject was
approved and was expected to be completed in M2OOR.

1321bid., para. 1.18, pg. 5.
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service life and applying appropriate socio-envin@mtal and community participation

practices....; (iii)financial developmentredirecting road expenses that are currently

incurred by local governments, targeting them talaniorities identified in the PVPPs,

[etc.]....; and (iv) developing the local market tmmsultants (engineering designs, work

oversight, socio-environmental studies) and smatirkey contractors, so that local

governments have valid contracting alternativesdad projects>
The project has six components: (i) transportaindrastructure works, studies and supervision;
(ii) local capacity development; (iii) policy dewgiment, regulation, and rural transportation
institutional framework; (iv) rural transportatioand development; (v) monitoring and
evaluation; and (vi) program management and adtratien. The first and, by far, largest
component in terms of estimated cost at apprald&$(90.2 million for works and US$ 18.4
million for studies and supervision) consists a following subcomponents: (i) rehabilitation of
local roads (3,000 km in the 24 participating dapants); (ii) periodic maintenance of local
roads (11,200 km); (iii) improvement of dirt tra{8,500 km of community trails and 150 km of
trails used by tourists which require higher desstemdards and complementary infrastructure
such as lookouts and rest areas); (iv) improveraedtconstruction of bridges (approximately 50
on local roads); (v) improvement of other ruralngportation infrastructure (such as piers,
facilities to improve freight handling, and smailfi@lds); and (vi) a pilot project to stabilize
slopes and small watershed®.The third component was expected to include, amathegr
activities, training in socio-environmental issudsoad projects and the review and updating of
technical and environmental manuals and handbooks.

The project’s rural transportation and developmemnponent contains an interesting
road development and rural oversight pilot prograrmich will apparently examine the impact
of local road improvements on the value of neadng[**> Although the loan proposal document
does not say this, changes in local land valuetdcalso affect the nature and intensity of land

use, as well as that of its surrounding areas, soinvehich could be converted from standing

133|bid., para 2.5, pp. 10-11. Emphasis in the osgin

134 |bid., paras. 2.6-2.15, pp. 11-15.

135 More specifically, this pilot program is describedthe loan proposal as follows: “The enhancenwnthe

conditions of a network of roads, primarily thogeving agricultural and livestock areas, where pobidn, which

is, mainly commercial, must go to market, increasethe value of nearby land and its capacity taticwously
generate resources; these resources should texngiata growing capacity to pay rural propertyesxwhich are
typically used for road management. The pilot paogwill develop mechanisms for the collection afatyproperty
taxes.... (Ibid., para. 2.13, pg. 14).
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forest into agricultural or ranching activities agesult. This pilot program, accordingly, could
have included — but, unfortunately, does not hawevaluable land use change and associated
environmental impact monitoring function.
The loan proposal document also contains a speaéction on the project’s
environmental and social impact, which affirms biéowing, inter alia:
The program generates significant positive socmemic impacts that translate into a
significant improvement in the rural population'suatjty of life....[T]he impact
assessment on a significant sample of roads addiessprior phases showed that the
restoration and maintenance of rural roads allawgHe consolidation of an integrated,
reliable road system that facilitates access tachsscial and economic infrastructure
services and reduces travel time and cost; integraommunities into the subregional
centers, expanding markets for agricultural proslu@nd reducing their marketing
costs....
As in prior phases, the program works will be srsalle, involving the restoration of
rural roads and unpaved trails, without changesutes and with the execution of works
completely within the current rights of way. Basaul program experiencé® potential
environmental impacts can be expected to be dissuogll-scale, associated with the
construction phase, and may be avoided or contrddle applying the preventive and
mitigation measures established in PVD [Provias cBesalizado] technical and
environmental guidelin€sS’ and their costs are entered under specific itemthe works
budgets.
Although the works are similar to those of the ppbases, the program Environmental

and Social Management Framework (ESMF) has beenelgmd since the

136 |n this connection, the document observed in anfme on pg. 28 that “a socio-environmental audisw
performed on the roads restored in [the first phafsthe program]; in [the second phase], annudhr@al and
operational audits were conducted, including emritental considerations, and from 2001 to 2005, Baek
conducted eight technical inspections of samplesesfored roads in which socio-environmental isswese
analyzed. The results show that land was not &ffedhere was no need to relocate residents, arattians were
taken in protected natural areas or indigenoussarBae direct, localized, temporary impacts wetatee to the
execution of the works — generation of noise anuefs, partial interruption of traffic, temporary ltation of
access, erosion, sedimentation, and soil and watgamination. No significant negative indirect ewfs have been
identified.”

137 More specifically, the “Environmental Guide fortiRestoration and Maintenance of Rural Roads arghusd
Roads,” the “Technical and Environmental Manual foe Routine Maintenance of Local Roads,” and the
“Technical and Environmental Manual for the Impronent of Trails,” among others, which are listedaifootnote
on pg. 28.
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decentralization of the execution, the integratioh new pilot projects, and the

incorporation of the country’s other 12 departmeetguire the program environmental

and social procedures to be updated and expdritied.
In addition to the ESMF, a “methodology” was repdty developed for the classification of
roads “as a function of the socio-environmentdt tieey may represent, considering the type of
work and vulnerability of the natural, social, eoaric, and cultural environment in their sphere
of influence, and specific guidelines for perforgnianvironmental assessments in accordance
with the corresponding level of environmental ri$® It was reiterated that, while no road
improvement actions would be taken in low-lyingnfarest areas “until the results of the [phase
2] pilot project monitoring and evaluation plan afgained and a sustainable action strategy in
these areas is consolidated, with the Bank’s neabigin...indirect impacts could be generated in
some areas, such as the intensification of devedopmressures in rural areas, the exploitation
of natural resources in wooded areas, and chamgescio-economic conditions for the local
population.” Given the small scale of the expecsedbprojects, however, the loan proposal
document affirmed that “these impacts are not ebgoketo be significant, [but] the environmental
assessments required for some project categormddsinclude these issue&™ Finally, the
project’s institutional strengthening component dounclude several activities “aimed at
guaranteeing the proper application of the ESMfhéndecentralized context™

These measures notwithstanding, it should be nibtat] while indirect environmental
and social, including possible induced developmiempacts are mentioned in the loan proposal
document, potential cumulative impacts are not. elev, these could be substantial over time if
there are a large number of improved roads, eveadh one is relatively small, in the same
general area. Cumulative indirect impacts, in paldir, may be significant, so it is not sufficient
to only consider the impacts of each road segneehetupgraded individually. In addition, it is

138 |bid., paras. 4.9-4.12, pp. 28-29. The report alses that the Bank’s Environment (OP-703), lomtary
Resettlement (OP-710), and Indigenous Peoples @3P{olicies had been “adequately considered inB8®F,

through specific guidelines to be used in the etbat any project affects these safeguards.” Bhengh no
actions were planned in indigenous areas nor wasemettlement expected since no road constructi@xpansion
subprojects were anticipated, guidelines as to teaddress these concerns would be developed tableh an
integrated framework for socio-environmental mamagget.”

139 bid., para. 4.13, pg. 29. It is also observedaifootnote that these guidelines “include the iifieation of

critical liabilities affecting the operation of thead, its users, and the adjoining lands” and ‘tiwtir correction will

be included in the project.”

140 bid., footnote 6 on page. 29.

141 |bid., para. 4.14, pg. 29. These include impleméon of a geographic information system (GIS) vétactronic
environmental and social maps to support the categgmn of the project’s risk level and relevaraining.
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not clear to what extent, in practice — i.e., dgractual project implementation and supervision —
these potential indirect and cumulative impactskai@g adequately identified, monitored, and
mitigated. In any case, it does not appear thaptbgct contains concrete measures, resources,
or institutional arrangements to identify and addreuch impacts should they, in fact, occur,
either during the period of project implementatmmsubsequently. This subject merits further

investigation, which may only be possible in thedi
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Annex 2 Components of the Integrating Conservancyral Sustainable
Development in Southern Interoceanic Highway Corridr Project (PE-M-
1056/RE-T-1157)

1. Strengthening of Local Governance

The objective of this component is to “build thepaeity of major stakeholders in each
local community to lead the local governance stiteeiging process in the geographic areas
identified by the project™? The respective Donors Memorandum goes on to shae“the

project calls for the creation of local developmeepnters (LDCs)networks for cooperation

between local institutions and community leadersedaon production opportunities identified
and promoted in Component 2 [see below]. These LWdisserve to facilitate increased
community participation in managing the developmanoicesses and are the result of a gradual
process of integration and investment in local huntapital.*** Municipal governments
“‘committed to the initiative” would also be strehghed through: (i) courses for mayors and
senior officials in leadership and management ofdpction-oriented initiatives; (ii) technical
development of municipal staff who interact withtrepreneurs and production-oriented
initiatives; and (iii) support for initiatives byedgues of municipalities to enhance local
competitiveness. The component would likewise supploe “design and promotion of a
‘Destino Interoceanico Sur’ [Southern Interocealestination] macro-brand denoting the
guality and environmental and social sustainabdityproducts and services of the areas along
the highway and promote their natural and cultwaalth.” Internships “to provide exposure to
institutional structures and technological develepth elsewhere in Peru, as well as in the

neighboring Brazilian state of Acre, and Boliviabulid also be financetf?

142 1DB, Donors Memorandumop. cit. pg. 4. This document also affirms thabriservation of the natural
environment and preservation of existing socialctires will be more realistic prospects if thealocommunities
themselves manage the processes of economic aiadl d@eelopment.”
143 |bid., pp. 4-5. Emphasis in the original. More specifigallDCs would be established in the towns Ccatcca,
Marcapata, Quincemil, Puerto Maldonado, and Ibama local management capacity would be strengthened
through training and technical assistance for d@ntification of local stakeholders and the orgatianal and
cultural characteristics of the communities invaly€ii) design of the organizational model apprafgito each
LDC; (iii) human resource development and capabititding for major stakeholders; (iv) training gdders and
?Lomoters in business and technology; and (v) dgwaént of new production-oriented activities.

Ibid., pg. 5.
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2. Development of Sustainable Production-oriented Iniatives

This component “focuses on the development of sutée production-oriented ventures
that are adapted to the potential of the land aplilation and can be replicated>Two areas,
in particular, would be supported under this congmr- eco-business/tourism and handicrafts —
with the objective of creating jobs and generatimgpme at the community level “by developing
local, endogenous, production-oriented initiatittegt are compatible with local capabilities and
sustainable over timé* Three such initiatives — for “camelid” productiti, guinea pig
production**® and handicraft§® — had already initiated at the time the projecs \appraised,

while numerous others were reportedly in the depluse™™°

3. Sustainable Biodiversity Conservation Management

This component seeks to “promote consolidation ohservation areas through
sustainable production-oriented activities with kbeal populations, effectively managed by the
relevant authorities to ensure biological connétstivand biodiversity conservation in the
corridor's area of influence:® More specifically, technical assistance would beviged to
support evaluation of “characteristics and occupettiin areas of interest,” including the
Tambopata National Rserve buffer zone, the Manubicgrata Corridor, and the Manu-Bahuaja
Sonone Corridor, in order to “identify the managemanits that will promote biodiversity
conservation under the framework of national lawsl aheir implementing regulations,

specifically the Forest and Wildlife Act (Ley Fotasy de Fauna Silvestre) and the Natural

145 |bid, pp. 5-6. According to this document, “vergtris used in this context to refer to “a group of
microenterprises and small businesses integrateziomsally or vertically.”

148 1bid., pg. 6. Such initiatives, moreover, would seek fuctirporate supply chain concepts and enhancements i
production and marketing.”

147 This activity, to be implemented in Ocongate andréApata municipalities, would seek to improve dhgaca
fiber production process throughout the supply chaid is expected to benefit 1,200 families.

148 This initiative, in Ccatcca, which would improwriinea pig health conditions, birth rates and fegdis
expected to benefit 150 families.

149 This activity is expected to operate along thghhiay and improve the manufacturing and marketifig o
handicraft products, benefiting an expected 100Ifas

150 According to the Donors Memorandum (pp. 6-7), sahéhese initiatives relate to tourism and harafis;
specifically high mountain tourism in the Cordiledel Vilcanota range, special-interest tourisne, ktarcapata
stopover, and a partnership for native art, whiteets three relate to ecobusiness: ornamentalsplari¥larcapata,
Quincemil, and Iberia; fish farming; the Nape Etbatanical Center; and supplies of fruit and fruibgucts in
Madre de Dios department. This document also affittiat “the development of production-orientedtuszs may
involve external private investment, in which céise investor must meet internal socio-environmestihdards for
conservation and sustainable social development.”

51 |bid., pg. 7. The document also observed that “in all sakeal communities will be involved...not only as
employees but particularly through mechanisms femership participation....”
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Protected Areas Act (Ley de Areas Naturales Pro&s)j respectively, which have established
private conservation areas, conservation concessiand ecotourism concessions as the

principal tools of private conservatiort.

4. Monitoring, Lessons Learned and Dissemination

The stated purpose of this component is to “createinformation and management
system to monitor and evaluate outcomes and dodulessons learned.” It would entail, among
other activities, “setting the baseline (to inclugeoduction and social indicators and
conservation and/or environmental impact factorg] anplementation and maintenance of a
monitoring system for activities and outcomes aaduthentation, validation, and dissemination

of experience$>

152 |pid., para. 2.11 and footnote 10, pg. 7. Each procesddwmegin by (i) identifying and characterizing the
stakeholders involved, so as identify strategictras; (i) signature of agreements with communsitiend
specialized partners interested in receiving temdirdssistance to implement investment projedtspfeparation of
technical and legal documents to obtain land ug&sj (iv) development of management and businkss dor the
activities to be conducted; and (v) assistancleoventures identified to start operations.

153 |bid., para. 2.12, pp. 7-8. The other types oiviigs identified are: (i) local events and semmo disseminate
and exchange know-how; and (ii) attendance at eatavents.
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