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candidate Haya de la Torre, who ran with the support of three
right-wing parties, nor the former dictator Odria, offered a solution.
The third candidate, Fernando Belaunde Terry, campaigned on a
reformist platform that introduced the issue of land reform into
Peruvian electoral politics.

When the elections resulted in a virtual tie between the three
candidates, the armed forces stepped in to block a right wing-APRA
coalition government headed by Odria, which they feared would
further. radicalise the peasant and popular movement. The coup
introduced a new phase in the Peruvian military’s political identity.
For the first time, it had acted as a unified institution under the
Jeadership of the General Staff, rather than as an agent of the oligarchy
or a lone caudillo. Following years of growth and professionalisation,
the armed forces had developed their own identity. With a greater
social and racial mix in the officer corps, and more ideological cohesion
around the anti-communism of their new national security doctrine,
the armed forces were poised to take a more active role in Peruvian
political life.

The military launched its new political career by clamping down
on labour and the Left; in January 1963, troops arrested nearly 800
union and left-wing activists from around the country. Three months
later, the junta declared Peru’s first agrarian reform. Designed to quell
discontent and growing left-wing influence in highland areas, the
reform measures provided for only a limited redistribution of land in
certain areas of the central highlands and La Convencion. With no
ambitions to hold on to government for any length of time, the military
honoured its promise to hold elections in July 1963.

Popular Action (AP) candidate Fernando Belainde emerged
victorious from the elections, having promised national development
through road construction, rural projects, education, jungle
colonisation and support for national industry. Two of his most
appealing campaign pledges were agrarian reform and a solution to
the long-standing problem of the US International Petroleum
Company’s unpaid taxes. The much-anticipated agrarian reform ran
into serious difficulties on several fronts. In Congress, the scope of the
reform bill was severely curtailed by AFPRA representatives who
opposed any legislation affecting the large coastal sugar and cotton
plantations. Nor did they wish to see the land reform applied to any
properties that were ‘efficiently managed’.

The more serious obstacle to Belatinde’s attempted reform came
from the peasants themselves. Following the wave of land invasions
in the late 1950s and early 1960s, peasants in Junin, Pasco and Cusco
continued to carry out their own de facto reform without waiting for
Belatnde’s legislation. Unlike the earlier land recoveries, this time
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both hacienda workers and peasant communities took part, supported
by broad regional coalitions of students, workers and intellectuals
These coalitions effectively broke APRA’s monopoly on the popular'
movement. In Cusco, left-wing forces and peasants formed the
Departmental Peasant Federation of Cusco (FDCC). In the central
highlands, peasants, students and union leaders created the Workers’
and Peasants’ Front (FOCEP).

Having lost the initiative on his agrarian reform proposals, Belatinde
turned to his development, road building and colonisation projects.
Under the burden of these ambitious programmes, foreign debt
}ncreased significantly, forcing a devaluation of the Peruvian currency
in September 1967. Despite price rises of up to 50 per cent, the
government allowed only 10 to 15 per cent wage increases. Belatinde’s
tough response to ensuing strikes by bank employees, teachers and
metal workers quickly eroded his popularity among unions and
sectors of the middle class.

Belainde’s final promise to collect unpaid taxes from the
International Petroleum Company (IPC) proved equally illusory. A
subsic'liary of the Standard Oil company, the IPC had been allowed to
exploit Peruvian oil reserves for several decades without paying a
penny of the US$144 million it owed the Peruvian government in
taxes. Unable to force the company to pay, Belatinde instead settled
in mid-1968 for a deal in which the government would receive
compensation in the form of old IPC equipment and exhausted oil
wells.' Belatnde’s deal provoked a widespread nationalist reaction;
perceived as a sell-out to foreign capital, the IPC fiasco dealt a final
blow to Belatinde’s troubled administration.

Overturning Tradition
On 3 October 1968, led by General Juan Velasco Alvarado and other
reformist officers, the military proclaimed the creation of the
Revolutionary Government of the Armed Forces. The reformist officers
were angered by Belatnde’s handling of the IPC. They also feared
that his new cabinet, which was made up of Apristas and right-wing
members of his own party, would heighten social tensions and
radicalise the popular movement. The reformist military had a
particular interpretation of the national security doctrine in which all
Latin American militaries were trained. Rather than combatting
communism through force alone, it believed that it could best be
contained through social and economic reforms.

Central among the new regime’s goals was the modernisation and
centralisation of the state through three interrelated processes: land
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reform, industrial development, and the creation of a state capitalist
sector. Land reform would create the internal market necessary for
national industrial development. Through selective nationalisations,
the state would control strategic sectors of the economy by setting up
state-managed enterprises. New legislation encouraged the growth of
national industry and foreign investment. Through the creation of
corporatist mass organisations, the state would keep control of the
labour and popular movement.

The success of these plans depended on the military’s vision of itself
as an institution acting in the national interest and above class interests.
Breaking with its past role as agent of particular class or regional elite
groups, Velasco’s military assumed the part of nation-builders who
could resolve the class conflict, territorial fragmentation and foreign
pressures which had burdened previous attempts to develop the
Peruvian economy. This utopian programme envisaged a new
‘socialism of full participation” which was 'neither communist nor

capitalist’. *

General Velasco’s Third Way

While the Peruvian radical Left decried the capitalist and imperialist
character of the military government, the Peruvian Right and US
government reacted with alarm to what they saw as the creeping
socialism and Soviet weaponry of Velasco. Their fears were in large
part unfounded. Although Velasco’s reform destroyed the last vestiges
of an oligarchic state based on visions of foreign enclave capital and
agro-export planters, it was a far cry from socialism. The military’s
development was premised on replacing the oligarchic state’s
agro-export model with a new industrial plan of state-supervised
linkages between foreign, state and private capital.

A few weeks after the coup, General Velasco announced the
occupation and expropriation of the petroleum deposits and
installations belonging to the IPC. The company, which received no
compensation for its former holdings, was then expelled from the
country. The former IPC installations became the core of PetroPeru,
the state oil company which came to monopolise all refining and
domestic distribution. Other foreign oil companies were allowed to
maintain operations in the country under strict conditions. The largest
of these, Belco, was placed under contractual obligation to sell part of
its production at below export price to PetroPeru. In return, the
military gave Belco other incentives to increase investment.

Although economic plans were initially hampered by the strong
US reaction to the IPC expropriation, the military nationalised the
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US-owned Cerro de Pasco Mining Corporation in 1974. As with the
IPC, nationalisation of Cerro de Pasco, which had operated in Peru
since 1904, had been a long-standing nationalist goal. The military did
not want, however, to nationalise all mining. Rather, as in the case of
petroleum, they left the larger and more profitable companies alone
in order to guarantee the sector’s vitality through large inputs of
foreign capital. ASARCO’s Southern Peru Copper Corporation (SPCC)
which already mined the biggest copper deposits in Peru, signed new
contracts in 1969 to expand operations into the even more important
deposits of Cuajone and Cerro Verde. By selective nationalisation of
refining, processing and commercial operations in strategic sectors of
the economy, the military hoped to end the enclave character of
traditional foreign-controlled extractive industries. By encouraging
foreign companies to invest in partnership with the new state sector,
the military planned to integrate Peru’s national economy through
state control of foreign capital. The military government used similar
mechanisms to control capital flow and banking. Under the oligarchic
state, foreign capital had acquired an important presence in Peruvian
banking. By the time the military took power, only one bank remained
in the control of national capital. Velasco reversed this situation by
‘Peruvianising’ the banking system. This law limited foreign
participation in Peruvian banks to a maximum of 25 per cent of the
shares and prohibited foreign banks from handling public savings,
while allowing them to operate in the country exclusively on their
own capital. The Central Reserve Bank, which had been controlled by
private banking interests, was transformed into the state-controlled
National Bank. The creation of a National Bank was a key element in
the centralisation and modernisation of the new national state planned
by the military reformers.

Perhaps the most important component of the military project for
national integration was the agrarian reform. After taking power, the
military government almost immediately expropriated the coastal
plantations and mills belonging to Peru’s sugar and cotton barons. By
transforming these properties into state-controlled peasant
cooperatives, the military effectively eliminated the traditional
oligarchy’s stranglehold on the powerful agro-export sector. Coastal
sugar plantations, ranches and other agricultural holdings belonging
to foreign companies such as W.R. Grace, Gildemeister, and the Cerro
de Pasco were also expropriated.

In a second stage, the military set up cooperatives on the large and
more profitable livestock haciendas of the central highlands and
divided estates elsewhere among their once dependent sharecroppers
and peasants. In many areas of the highlands, the dispossessed
hacendados remained in the countryside and provincial towns and
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continued to monopolise local political office and commerce. In other
regions, they took jobs in Velasco’s government bureaucracy.
Although deprived of its land, this provincial elite nevertheless
continued to exercise considerable power over the peasantry.

The military exploited its land reform’s popularity to create its own
mass organisations, the main vehicle for which was the National
System of Social Mobilisation (SINAMOS), an umbrella organisation
for a number of government-created trade unions, neighbourhood
associations, and peasant federations. The most important of these new
organisations were the National Agrarian Confederation (CNA), with
provincial and departmental peasant and farmer federations in
different parts of the country, the Workers’ Central of the Peruvian
Revolution (CTRP), a national labour federation, and the
Revolutionary Labour Movement (MLR), an avowedly anti-
communist organisation which mobilised shock troops for breaking
strikes and demonstrations. Through these parallel organisations the
military hoped to undermine the strength and legitimacy of the CGTP,
CCP, and other independent labour federations such as the teachers’
and miners” unions.

SINAMOS also played a role in the reorganisation of highland
peasant communities. By introducing new structures of political office
to replace the traditional political-religious community authorities, it
brought in a fresh generation of leaders tied to the new government-
sponsored agrarian leagues and the state apparatus.

Although initially successful, these organisations could not
overcome widespread resentment of the authoritarianism with which
SINAMOS attempted to control them. As animosity grew, many such
organisations broke with SINAMOS to join forces with the other
independent federations and unions which benefited from disaffection
with the military reforms. The failure of SINAMOS and other state
agencies to attend to provincial grievances also encouraged a
movement for political and economic decentralisation. During the
mid-1970s, broad-based regional movements emerged in different
parts of the country. Organised into Popular Defence Fronts (FEDIPs),
they brought together unions, neighbourhood and peasant
organisations, student federations, professionals, small businessmen
and local entrepreneurs. The FEDIPs pressed for the creation of
autonomous regional governments with the power to tax local mines,
oil wells, tourism and other businesses whose income was traditionally
accumulated in Lima or abroad.

The revitalised urban, labour and peasant organisations which
matured under the military government coalesced with Marxist and
socialist parties, intellectuals, non-governmental organisations and the
progressive Church to form a broad anti-military opposition. Faced
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with the unusual prospect of Velasco’s fast-paced military reformism,
the left-wing parties were forced to redefine many of their objectives.
Opposed reactions to Velasco’s programme sharpened the differences
between the Communist Party and the parties that had emerged from
the 1960s New Left. While the PCP supported Velasco as an
anti-imperialist and nationalist regime, those from the newer ‘radical
left’” parties criticised the capitalist and authoritarian nature of the
military reforms. Within the labour movement and, in particular,
within the CGTP, these differences exacerbated tension between the
PCP-dominated bureaucracy and a rank and file with growing ties to
the radical Left.

The blueprint for Velasco’s industrial plans was laid out in the 1970
General Law of Industries, which placed strategic extractive industries,
distribution and export-import activities under state control, and
stipulated state involvement in all basic industries such as paper, tools
and motors, chemicals, cement and fertiliser. As a result of these
measures, the number of state enterprises more than doubled between
1968 and 1975, while firms in which the state had more than a fifty per
cent stake grew from two to 95. By 1975 the percentage of GNP
generated by the public sector had doubled from 16 per cent in 1968
to 32 per cent.

The larger monopolistic industries, which benefited from Velasco’s
new export incentives and expanded internal market, became highly
visible advocates and even acted as advisers to the military
government. Yet with their low profit margins and rates of
reinvestment and greater dependency on the internal market,
non-unionised small and medium-sized family-owned industries fared
less well under the new labour code which insisted on social security
payments and job security. Grouped in the National Industrial Society
(SNI), these manufacturers emerged, together with the influential
newspaper El Comercio and the conservative Peruvian Bar Association,
as the Velasco regime’s most vocal opponents. When, in 1973, Velasco
tried to deport the president of the SNI, this right-wing opposition
bloc also gained the tacit support of conservative sectors within the
armed forces. The turning-point in the increasingly tense confrontation
between the military reformers and the Right came in July 1974, when
Velasco boldly expropriated the major national newspapers and
turned their assets and control over to the popular organisations
created by the government.

Tired of Velasco’s authoritarianism and leftward drift, upper-class
youths took to the streets in violent demonstrations against the
expropriations. The Right also mounted an ideological defence of
private property and democratic government and an attack on all
forms of state intervention. The championing of laissez-faire liberalism
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as an antidote to ‘statism’ underpinned the Right’s ideological
renovation in the coming decades.

Mounting opposition to Velasco’s reforms was fuelled by the
worsening economic situation. Industrial growth fell from 13.2 per
cent in 1973 to 5.2 per cent in 1975. Foreign debt rose from US$2.3
billion in 1974 to US$3.1 billion the following year. The cost of living
had risen by 139 per cent since the military took power in 1968, and
by 1975 real wages had fallen by over eleven per cent. Strikes in
response to the industrial slowdown and failing economy increased
dramatically. After an police strike was announced on 5 February 1975,
there was widespread looting of shops and destruction of government
offices in Lima. The military declared a state of emergency in the capital
and imposed a strict curfew. Riots and protests following sharp price
increases in May 1975 led to the closing of left-wing magazines and
the deportation of 29 journalists, radical politicians and union leaders,
as well as several Apristas and Popular Action party members. Three
months later, moderate officers stepped in to replace Velasco with
General Francisco Morales Bermtdez.

After six years of military rule, the legacy of Velasquismo still hung
in the balance. The land reform had delivered the coup de grace to an
already ailing oligarchy. It had also greatly empowered the peasantry
and its organisations. The nationalisations highlighted the problems
surrounding Peru’s dependency on foreign capital, while the industrial
reforms raised popular understanding of the pitfalls of capitalist
development. The aspirations and mobilisation generated by the
reforms went beyond the military’s wildest expectations. They gave
new confidence to an expanded working-class and peasant movement,
whose experiences with the military’s ‘top-down’ programme taught
them the value of retaining their autonomy with respect to the state
and its political interests. This vigorous popular movement became
the single most important force with which the economic and political
elites had to contend in their efforts to undo Velasco’s reforms.

The other important legacy of the Velasco years was the sizeable
state-controlled sector which would become the target of IMF-imposed
austerity programmes in the 1980s and the neo-liberal reforms of the
1990s. Much of the political energy of the post-Velasco governments
of Fernando Belatinde, Alan Garcfa and Alberto Fujimori became
directed towards undoing the state and economy built by Velasco.

Dismantling Velasquismo
The reversal of Velasco’s ’revolution” began with the military
government’s ‘second phase’. During the turbulent final year of
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Velasco’s rule, military opposition had been divided between a
conservative faction, led by naval officers, and a moderate group,
known as the ‘institutionalists’. Although the institutionalists defended
the military’s ‘revolution’, they were opposed to what they saw as the
excesses of Velasco’s left-wing reforms. The new president, General
Francisco Morales Bermiidez, who had served as Velasco’s Economy
Minister, had close ties to both the institutionalists and the outgoing
Velasquistas. :

It did not take long for the new president to begin his turn to the
right. After a short initial period in which he allowed deported
opposition leaders to return and maintained Velasco’s reforms, in
April 1976 in a televised speech to the nation, Morales Bermudez
outlined the ‘grandes decisiones’ through which the military was now
proposing to reroute the ‘revolution’. Denouncing Velasco’s socialist
leanings as the product of ‘outside infiltration’, he announced
important revisions to the Plan Inca which had been the blueprint for
the first phase of military government. Business' and industry
responded with caution, requesting specific measures such as a central
role for private enterprise in the military’s economic planning and the
elimination of Velasco’s industrial reforms and job security laws.

Under pressure to refinance the foreign debt, the military
government sought to regain the confidence of the IMF by introducing
a package of price increases and wage stabilisation measures in June
1976. These measures led immediately to a series of uprisings and riots
in Lima and other cities. The military reacted by declaring a state of
emergency and curfew in Lima, and by closing all opposition
newspapers. In August, the regime banned all strikes, authorising
employers to dismiss any workers who took part in them. Unable to
halt the momentum of unrest, in February 1977 the military announced
a new plan of government known as the Plan Tupac Amaru, which
outlined vague provisions for a political solution through a gradual
transfer of power to civilians. Mention was made of a plan for
municipal elections and a Constituent Assembly in 1980 to rewrite the
constitution.

The military’s hesitant moves towards a democratic transition were
speeded up by unrelenting pressure from both the popular movement
and the Right for further concessions. On 10 June, Walter Piazza, a
well-known businessman and Morales’ new Economy Minister,
announced a new Emergency Programme designed to reduce price
subsidies and control wages, as well as to cut arms spending and
ministerial budgets. The IMF responded favourably, opening the way
for negotiation of a US$250 million loan from private banks.

Piazza’s measures were less popular with organised workers who
formed the United Committee for Struggle (CUL), bringing together
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nationalisations with varying reservations, and the Right reacting with
vehement disapproval, decrying Garcia’s decree as an authoritarian
blow against freedom, democracy and private property. For the
Twelve Apostles, who controlled most of the financial and banking
interests affected by the law, Garcia’s measure was tantamount to
betrayal by the same president with whom they had supported
concertacidon. Prominent Apristas also opposed the measure as
inconsistent with Haya’s original charter for APRA. Caught in endless
squabbles over the interpretation and legality of nationalisation,
Garcia’s original proposal was eventually reduced to near
insignificance in the watered-down version which was passed months
later by the Peruvian Senate. Even this modified bill was later repealed
by the Supreme Court in January 1991.

Faced with increasing hostility at home and the near impossibility
of raising domestic investment after the nationalisation move, Garcia
shifted gear with respect to his debt payment policies. Dropping his
formerly intransigent stance against negotiation, he quietly opened
talks in August 1987 with representatives of both the IMF and the
World Bank. As a gesture of good faith, the government began service
payments to the World Bank and later Garcia invited delegations from
the IMF and World Bank to prepare reports on the Peruvian economy.
The World Bank’s final report recommended implementing an
‘economic restructuring programme’ to include reduction of consumer
subsidies, increased interest rates, a unified exchange rate, improved
relation with creditors and payment of US$175 million in arrears to
the World Bank.

At the same time, Garcia also resumed discussions with creditors
in the private banking sector, reaching favourable agreements with
several banks. In February 1988, just as the economy hit rock bottom
with accumulated inflation of over 1,700 per cent, a fall of nearly ten
per cent in GDP and a precipitous drop in real wages (by now back
at their 1985 level), Garcia changed direction yet again by closing
down all negotiations with both the private banks and multilateral
institutions. To keep the economy working, Garcia sold and mortgaged
a large portion of Peru’s remaining gold reserves. He also proposed a
programme of ‘selective growth’ through which the government
would provide favourable exchange rates and credit to those sectors
of the economy which either produced basic consumer goods and
exports or provided employment.

This change in economic policy was as ephemeral as those before it.
In response to power struggles within APRA, Garcia resorted to
orthodox shock treatment in September 1988. The Peruvian currency
was sharply devalued; consumer prices doubled or in some cases
tripled overnight and wage increases were kept proportionately lower
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than the rising cost of living. The measures were greeteq ?vith outrage
and widespread rioting and looting in Lima and other cities.

As Garcia approached his final year in office, 1"’eru’s'futu.re seemed
precarious. The president’s vacillating economic policy, ineffectual
dirty war strategy and arrogance had raised the hackles of the political
Right, the business sector, the military and the international lending
organisation and creditor banks, as well as the Left and the popular
organisations. Having further weakened the Peruvian economy,
Garcia had virtually destroyed the possibility of any future
compromises from the banks and multilaterals who were unimpressed
by his maverick policy-making. With his abdication of responsibility
for the deteriorating human rights situation and growing param%l%tary
threat, Garcia had similarly paved the way for increasing military
autonomy in the war against Sendero and other percelvgd
‘subversives’. After such high hopes, the Garcia years ended in
disappointment and disillusion.




